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Friday, May 19, 2006


--- Upon commencing at 8:30 a.m. 

     MS. SEBALJ:  Judging from the silence in the room, I think we should probably get started.  

     I have no sort of administrative or preliminary 

issues.  Is my mike own?  


I have no administrative or preliminary issues this morning.  I just welcome you to day four of the second 

Technical Conference in EB 2005-0551.  

     I am noticing at least one new person in the room, but if there is anyone in the room that is a participant and wants to register an appearance, could you please do so now.  

     All right.  I have a general idea from yesterday's 

conversation of who has questions for the Enbridge panel and the Union panel today.  I will remind people that we  will also be having evidence from the IESO this afternoon.  

     Can I get a general idea from people of who has questions for the IESO so we can plan accordingly?  Does the Board hearing team have questions?

     MS. CAMPBELL:  No.  

     MS. CHAPLIN:  Mr. Thompson. 

     MR. THOMPSON:  None. 

     MS. CHAPLIN:  Mr. Brown? 

     MR. BROWN:  About 20 minutes. 

     MS. SEBALJ:  Mr. Moran is not in the room.  Mr. Rosenkranz, do you know whether APPrO has questions?


MR. ROSENKRANZ:   I don't believe so, but it is possible. 

     MS. SEBALJ:  Okay, thanks.  Is there anyone else that knows that they have questions for the IESO?  


Okay.  Thanks that gives me a better idea. 

     Unless there are any preliminary issues anyone wants to address, I will turn it over to Mr. Cass.  

     MR. CASS:  All right.  Well, I think we are ready to proceed with the next cross-examination -- sorry, examination.  

     MS. CAMPBELL:  That's an understandable statement from 

yesterday.  

     MS. SEBALJ:  Mr. Smith.  


ENBRIDGE INC. - PANEL 2; RESUMED:


DAVID McKEOWN;


JIM GRANT;


RICK SMEAD;

CROSS-EXAMINATION BY MR. SMITH:

     MR. SMITH:  Good morning, panel.  My name is Laurie Smith and I represent Market Hub Partners.  I gave a time estimate of three minutes yesterday and I would like to live within it.  

     We had provided you with a written question.  I'm just 

wondering, Mr. Grant, have you had an opportunity to review it? 

     MR. GRANT:  Yes, I have. 

     MR. SMITH:  Sir, could you put on the record your response, if you would, please?  

     MR. GRANT:  Yes.  The question is:   

“Does the intervenor support the grant to MHP Canada of market-based rate authority and contracting flexibility similar to that afforded non-affiliated independent storage developers?”  

     My answer is, yes, as long as MHP is compliant with the OEB's affiliate rules.  

     MR. SMITH:  Thank you, sir.  That's all I have.  

     MS. SEBALJ:  Thank you, Mr. Smith.  

     Mr. Brown.  


CROSS-EXAMINATION BY MR. BROWN:  

     MR. BROWN:  Good morning, gentlemen.  My name is David Brown.  I act for a group of gas-fired generators here in the Greater Toronto Area.  Mr. Jason Stacey, a gas consultant, is with me. 

     I have questions for you in just three brief areas.  The first, a follow-up -- I think this is directed to you, Mr. Grant -- a follow-up on the exchange that you had yesterday with Mr. Moran about the infranchise/exfranchise pricing distinction that Enbridge is proposing for storage.

     First of all, when do you see the effective date for that to be?  January 1, 2007?  

     MR. GRANT:  If I understand your question and remember the exchange correctly, I think we were talking about a scenario here the Board decides, in this proceeding, that it would forbear on the types of services that your clients would require.  

     And my response to Mr. Moran yesterday was that in that scenario –- and I believe that is the follow-up question you have -- in that scenario, it would be effective in the 2007 year.  So it would be effective immediately after the Board's decision in this case.  

     MR. BROWN:  There was some distinction that I understood you to be making yesterday in your exchange with Mr. Moran as between an existing customer and a future customer.  

     MR. GRANT:  Yes. 

     MR. BROWN:  If we could take the date of January 1, 2007, just as the benchmark, what sort of relationship with a customer have to have with Enbridge as of that date, in order to be classified as an existing customer?  

     MR. GRANT:  Yes.  Well, the general principle that applies here in this situation is that in a forbearance outcome, in that scenario, the customer -- any customer coming onto our system at that point in time would be entitled to storage services at 1.2 percent, which is the system average, on a ratcheted basis, and the cost of that would be a function of the embedded costs of our storage system today, plus any incremental costs that we incur 

at the margin for storage that is required for our system.  

     Those costs would all be at the market.  So what my proposal yesterday was, that all of this would be blended and the entitlement would be for virtually every customer, including power generators, for that level of service, 1.2 percent on a ratcheted basis.  

     MR. BROWN:  I want to come to that in a minute, and I 

appreciate that clarification.  But in terms of being designated as an existing customer as of January 1, 2007, what will the criteria be?  I have a contract with you?  I have a connection with you?  Or I have the first two and I have gas flowing?  The reason I ask is that there are some transition issues at play here. 

     MR. GRANT:  Yes, I appreciate that.  When I made that 

statement I was thinking that gas was flowing.  

     MR. BROWN:  In terms of the price, then, that would be 

charged for such a customer, for a customer who flows gas after January 1, 2007, in terms in terms of the price for storage space, the reservation of capacity, do I understand Enbridge's proposal that the demand charge -- let's take the rate 316 proposal that you have, the demand charge for reservation would be set for an amount calculated in accordance with your aggregate excess methodology, the demand charge for that would be on a cost-based basis?  And if the customer wanted more space than the allocation would give it, then it would have to be pay a market rate for that?  

     MR. GRANT:  Just a clarification.  When you say 

cost base, you're referring to Enbridge's overall cost, I take it, of all storage services that it either procures from others, or has itself; is that right?  

     MR. BROWN:  I think you describe it as a system average cost for storage, I think is the phrase you used yesterday.  

     MR. GRANT:  That's correct.  It would be our cost.  So to the extent that we have acquired from a third party, costs that happen to be priced in the market at market, that is our cost.  So when I said "cost" that's what I meant.  

     So -- 

     MR. BROWN:  I understand that to be the case.  

     MR. GRANT:  With that qualification, I believe your 

interpretation is correct on this.  I would like to ensure that I speak with my colleague about it who is the person responsible for rate design, that being Ms. Giridhar, who is another witness in this proceeding.  

     MR. BROWN:  Well I don't feel so badly then about asking questions on a Friday morning, because I thought I understood this at one time but I'm not quite too sure whether I do now. 

     Perhaps when you are making that enquiry, in this proceeding Enbridge has filed as Exhibit C, tab 3, schedule 3, page 1 of its evidence a proposed rate tariff for the rate 316.  

     When one looks at the storage reservation charge, it has two components.  The first is the one I have been talking about, the storage space demand charge.  There is a minimum rate identified on the tariff.  

     Do I understand that minimum rate to represent Enbridge's system average cost for storage?  And that, therefore, would be the cost-based rate charged to a customer requesting space in accordance with the allocation methodology?  

     MR. GRANT:  If it is okay with you, I think I am going to take this as an undertaking and get back to you on that.  

     Again, I would like to speak with Ms. Giridhar on this 

matter before we give a definitive answer. 

     MR. BROWN:  That is more than appropriate.  At the same time, on the tariff there is a maximum rate specified for the storage space demand charge, which is ten times the amount of the minimum. 

     What I would like to ascertain from Enbridge is, whether that is what it considers to be the market price, or the maximum market price that would be charged for storage reservation space, which I presume would be amounts beyond or in addition to that which would be determined under the allocation methodology.  

     So if you could ask her that, I would appreciate that. 

     MR. GRANT:  Yes, we will. 

     MR. BROWN:  Similarly, sir, the second component of 

the reservation charge on Enbridge's proposed rate 316 is the tiered storage deliverability injection demand charge.  

     In the previous technical conference, your company's 

representatives described the three tiers that underpin that.  

     My questions are similar, the tariff -- well first of all, I understand that the price for deliverability service at a 1.2 percent level will be cost-based, in the sense that it will represent the system average cost for deliverability at that level, that Enbridge incurs.  Is that correct?  

     MR. GRANT:  We will add that to the undertaking.  

     MR. BROWN:  And so the next enquiry would be:  The minimum that is specified on the proposed rate 316 tariff, is that, in fact, that cost-based amount?  Then the maximums that are shown, which is a range up to 10 times the minimum, do those represent the maximum market prices that Enbridge would charge for deliverability service at additional levels?  

     So perhaps I could roll all of those into one undertaking request from you, sir.  

     MR. GRANT:  Absolutely.  

     MS. SEBALJ:  That's EGD number 48.  

     EGD UNDERTAKING NO. 48:  TO SHOW THAT THE MINIMUM RATE 
REPRESENTS ENBRIDGE’S SYSTEM AVERAGE COST FOR STORAGE; 
WHETHER THE TARIFF MAXIMUM RATE IS CONSIDERED TO 
REPRESENT THE MARKET PRICE FOR STORAGE RESERVATION 
SPACE; TO ANSWER WHETHER THE PRICE FOR DELIVERABILITY 
SERVICE AT A 1.2 PERCENT LEVEL WILL BE COST-BASED, IN 
THE SENSE THAT IT WILL REPRESENT THE SYSTEM AVERAGE 
COST FOR DELIVERABILITY AT THAT LEVEL, THAT ENBRIDGE 
INCURS
     MR. BROWN:  Do I understand it, sir, that the rate 316 

service notionally would also be available to an 

exfranchise customer?  

     MR. GRANT:  Yes.  Our proposal is that it is available.  It is, -- in fact we have underway today a non-binding open season, and that is not restricted to infranchise customers.  

     MR. BROWN:  I have two questions, then.  

     Your proposal seeks Board approval to forbear from 

regulating the prices that would be charged for storage services offered to exfranchise customers; correct?       

MR. GRANT:  Yes.  

     MR. BROWN:  In terms of the methodology that you propose to use in order to make those storage services available to exfranchise customers, is Enbridge proposing to use open season methods as the only methodology for doing so?  

     MR. GRANT:  Our preference is an open season process.  We think that is a fair way to -- for market -- to discover market prices.  If is a fair way to market the service out, from our standpoint.  

     I wouldn't want to say that it is the only way to do it, and I wouldn't want to preclude other ways.  But that is certainly our preferred approach at this point, and that's the way we're proceeding.  

     MR. BROWN:  Under the Ontario Energy Board Act, the Board may decide to forebear in whole or in part.  It's given pretty broad discretion under that section.  

     Should the Board determine that the market for exfranchise services is sufficiently competitive to enable you to offer those services at a market price, would Enbridge be prepared to agree to a Board-approved methodology for offering those services to the public?  

     MR. GRANT:  So if I understand your question, you would be -- I think what you're saying is that the Board, in this scenario, that the Board would have come to its decision on forbearance.  It would have decided to forebear on this group of services, forebear from regulating these services.  But as a condition of that forbearance, there would be -- this sort of condition attached, is that -- 

     MR. BROWN:  Essentially the Board would say at this point in time under this circumstances prevailing in the province, You are free to offer those services to exfranchise customers at whatever price the market will bear.  But, as a transitioning device, we want you to agree to and follow a set transparent process for offering those services to the public.  

     MR. GRANT:  Well, I think if the Board came to those 

conclusions, based on this proceeding and set those conditions in its order, then we would most certainly comply.  

     MR. BROWN:  Similarly, in terms of another type of condition that the Board might ask you to comply with, in order to allow you to offer services to exfranchise customers at market prices, would Enbridge be prepared to abide by or consider conditions under which it would have to publicly disclose and report the results of any contracts that you entered into with exfranchise customers for storage services at market rates?  Akin to the 

reporting requirements in the States under FERC. 

     MR. GRANT:  Yes.  Obviously this is a discussion that we're having that assumes a certain outcome.  

     So if that were one further condition of forbearance, of a forbearance order from the Board, we would comply with that. 

     MR. BROWN:  I think the final question I have for you, sir, is in the Enbridge evidence, paragraph 35.  If you could turn with me to that page, please.  Page 12 of 15.  Exhibit E, tab 1, schedule 1, page 12.  

     Someone, I think, asked you a question on this paragraph yesterday.  But specifically, there is a sentence about, in the middle of the paragraph, that reads:   

“For new customers who have unique requirements, Enbridge Gas Distribution proposes that they 

pay market-based rates for that component of their requirements that exceed typical storage needs.  One group of customers who have unique storage requirements are gas-fired generators.”  

     Is the -- is it a regulatory principle that Enbridge espousing in those sentences effectively that if you've got an infranchise customer who is presenting new needs for services not previously offered by Enbridge, then as a matter of regulatory principle those new services should be provided to the customer at market-based rates?  

     MR. GRANT:  Yes.  Recall that in this paragraph we are 

talking, once again, about the non-forbearance scenario outcome of this proceeding.  

     And, yes, that is our position.  And we do believe that it is a legitimate regulatory principle that should apply to this situation.  The primary reason for this, really, is that the amount of deliverability above a ratcheted 1.2 percent service that is required by this -- appears to be required by this particular group of customers is so unique and so valuable in the marketplace, that that is a relevant consideration for the Board 

and it's a relevant regulatory principle that ought to apply when the Board is considering this matter.  

     It is for that reason that our proposal is the way it is.       

MR. BROWN:  And I take it that principle, then, would apply to any new service that Enbridge would propose to offer or would be request requested to offer to new customers?  Not just deliverability?  

     MR. GRANT:  Well, deliverability, insofar as the storage operation is concerned, is -- deliverability above 1.2 percent is a tricky thing.  It's a tricky thing to accomplish.  And insofar as our system is concerned, it is essentially a kind of a one-time thing that we can do to -- if we do this build, to get that amount of deliverability out of our existing system.  

     So it is a very unique circumstance.  Whether a similar kind of thing would apply to another customer group, at another point in time, on another part of our system, you know, perhaps it could.  And if it did, I think we would want to bring forward all of that information to the Board at the time for proper disposition.  

     So something that is so unique and valuable in the 

marketplace, in that we fundamentally believe is -- should be forborne, put that aside, something that is that valuable in the marketplace, we think this is a very relevant piece of information.  

     MR. BROWN:  Thank you very much, Mr. Grant.  Those are all our questions for this panel.  

     MS. SEBALJ:  Thank you, Mr. Brown.  

Mr. Aiken.  

     MR. AIKEN:  No.  No questions.  

     MS. SEBALJ:  Sorry if you told me that yesterday already.  Mr. Wightman.  

     MR. WIGHTMAN:  Very briefly, thank you.  

     CROSS-EXAMINATION BY MR. WIGHTMAN:

     MR. WIGHTMAN:  I just have one or two questions.  Referring to E, tab 1, schedule 1, page 7 of 15.  It is just the material starting under the heading “Infranchise Customer Base.”  

     It starts out by saying:  “Complete forbearance should only be after customers choose to be unbundled,” et cetera, and goes on.  

     You state there is only one customer, I believe, taking unbundled service at the time.  

     In your view, should customers be encouraged or forced to unbundle?  Or should they have an option of a bundled service always?  

     MR. GRANT:  I don't think customers should be forced to unbundle.  I think customer choice is at the root of the issue here and so I think customers should always have a broad suite of choices.  One of those choices would be a bundled service.  

     MR. WIGHTMAN:  And they would have enough information to be able to make an informed choice. 

     MR. GRANT:  That's correct.  

     MR. WIGHTMAN:  Just one other thing.  Moving down to 

-- starting at paragraph 25, you talk about because you don't have enough of your own storage to do all 

of your load balancing, and so you have to procure some, you have to contract for some storage.  And also system growth, there will be incremental storage requirements in the future, and then you proposed your rolling-in process.  
Do you envisage that, in the long run, all of your storage under your proposal would be close to what you're going to say is a market price reflected in those contracted prices?  Or will there always be a gap?  

     MR. GRANT:  That's a very difficult question to answer. Obviously, in the long run, market prices can go up or down, and so relative to the rolling average price that is contemplated in this scenario you may have a gap that starts out at a certain level and then declines because market prices may decline over time.  So it is going to fluctuate.  And it is a complex question to answer.  I don't have anything more to add than that.  

     MR. WIGHTMAN:  Let me explain, and this will be the last thing I say and you can respond to it.  I guess if you accept or if you consider the hypothesis that market rates will be higher than current cost-based rates for that part, and if you're only doing incremental growth at market prices and your additional load-balancing requirements at market prices, but you do have some of your own storage at cost-based prices, would that stay at cost-based prices or at some point in the future would you be saying, well, let's let it all go now?  

     MR. GRANT:  I understand your question.  I think there may come a point in time in the evolution of the marketplace where the Board may want to consider whether it is time to take the rest of the cost-based -- that cost-based lump of storage, take it to market.  

     I don't have a time estimate as to when that would be.  But it would clearly be a decision that the Board would have to make sometime in the future.  

     MR. WIGHTMAN:  Yes.  Well, maybe then there will be a 

discussion about depreciation recovered in rates too, but that will be in the future.  Thank you.  

     MR. GRANT:  Thank you.  

     MS. SEBALJ:  Thanks, Mr. Wightman.  Mr. Thompson.  

     CROSS-EXAMINATION BY MR. THOMPSON: 

     MR. THOMPSON:  Good morning, panel.  Mr. Grant, just a few preliminary questions for you, please, about some of the terminology that is used in the Enbridge evidence.  

     You talk about forbearance in your evidence and you talk about forbearance with an exemption in your evidence.  Then you talk about nonforbearance.  

     Could you define for me what Enbridge means by 

"forbearance"? 

     MR. GRANT:  Certainly.  If the Board were to choose to 

forbear, in whole or in part, the definition that we think 

applies is that the Board forbears on the economic regulation of the group of services or the entire group of services, and that forbearance extends from rates straight through to all other aspects of its economic regulation.  

     So it is a complete deregulation, if you will, when we speak of forbearance.  

     MR. THOMPSON:  All right.  Then what's forbearance with an exemption?  Well, just before that, to demonstrate the criteria to support forbearance, what does Enbridge say needs to be established?   

     MR. CASS:  Competition sufficient to protect the public interest.  

     MR. GRANT:  That's my answer as well.  

     [Laughter]  

     MR. CASS:  I think this is a legal question. 

     MR. THOMPSON:  You're starting to look like Mr. Leslie. 

     MR. CASS:  I think it is a legal question, Mr. Thompson. 

     MR. THOMPSON:  I gathered you did.  Mr. Grant uses all of these terms in his evidence.  That's fine.  

     So let's move on, then, to what -- if you could help me, Mr. Grant, what's forbearance with an exemption.  

     MR. GRANT:  Yes.  

     MR. THOMPSON:  And what's the difference between forbearance with an exemption and no forbearance.  

     MR. GRANT:  Yes.  What we're essentially saying here, when it comes to the issue -- or to the phrase "forbearance with an exemption," is that there is sufficient -- with respect to storage, there is sufficient competition to protect the public interest.  And as you know, all of the evidence in this proceeding, the technical evidence talks about competition happening at a liquid trading point, that being Dawn in Ontario.  

     Having said that, however, we recognize that customers, at their burner tips, may not easily see that competition and therefore that needs to be recognized in this debate.  And that is where the notion of an exemption from this finding comes into play.  

     MR. THOMPSON:  So is it the same as nonforbearance?  

     MR. GRANT:  It is forbearance again for storage services at a liquid trading point.  It is nonforbearance, if you will, or an exemption from that forbearance, at the burner at this point for in franchise customers who, in our case, are essentially all bundled today.  

     MR. THOMPSON:  All right.  

     MR. CASS:  Peter, again to give the legal answer, as has been pointed out, the Board can forbear in whole or in part.  So legally speaking one can speak of it in whole or in part as opposed to using the exemption word, in legal terms.  

     MR. THOMPSON:  Okay.  So what, in Enbridge's -- what does Enbridge envisage needs to be established to lift the exemption?  

     MR. GRANT:  Well, I think lifting the exemption, in a 

practical sense, it would take some time.  

     I think at the root of it is customer choice, customers choosing to go for unbundled types of services and the market evolving to a point where customers, at their burner tip, can see this kind of competition.  So again, in a practical sense, these elements need to be there before the Board would want to consider forbearance at the burner tip, if you will.  

     MR. THOMPSON:  Okay.  Now, is there a difference, then, between what you're talking about in forbearance and what MHP talks about, which is market-based rate authority?  

     MR. GRANT:  Yes.  I perceive that there can be a difference between the two.  

     If you have market-based rates, that implies to me that the Board has determined that will be market-based rates.  So the Board is still rate setting rates.  They just happen to be market based as opposed to cost-based.  So to me that is a continuation of a regulatory regime.  That is not deregulation, that is not forbearance that is market-based regulated rates.  

     MR. THOMPSON:  Thank you.  And so can you help me with this.  If it is a market-based rate authority, does the Board, again in Enbridge's vision here, retain full jurisdiction over the revenues, the expenses, the returns derived from the activities?  

     MR. GRANT:  Yes.  Although I think the overarching question for the Board is whether there is sufficient competition to protect the public interest.  

     I think your question implies that the Board would have already decided that there is not sufficient competition to protect the public interest.  So that's the first decision it must make.  

     Assuming that the Board came to that conclusion, that there is not sufficient public interest -- I'm sorry, sufficient competition to protect the public interest, the Board would then go on to consider whether there should be market-based rates in the overall regulatory mix.  

     So I think your question really does leapfrog over the 

central question, which is, is the forbearance question.  

     MR. THOMPSON:  Well, maybe you interpreted it that way.  I was trying to get clarity on what you thought you had said earlier.  

     If -- and it comes back to your forbearance scenario.  If the Board finds sufficient competition to protect the public interest, that, as I understand you to be saying, is at least a forbearance ruling.  

     MR. GRANT:  Yes.  

     MR. THOMPSON:  If there is a forbearance ruling, then the Board is done.  

     MR. GRANT:  Yes. 

     MR. THOMPSON:  It does not retain any jurisdiction over revenues, costs, returns associated with the activities from which it's forborne. 

     MR. GRANT:  That's correct. 

     MR. THOMPSON:  All right.  Whereas if it is 

market-based rate authority, it does?  

     MR. GRANT:  That's correct.  

     MR. CASS:  Peter, excuse me.  Might I just add as well, in our terminology, when the Board forbears, if it chooses to do so, the result would be market prices.  

     Market-based rates, as Mr. Grant has explained, in our 

terminology, are those which result when the Board continues to regulate, but allows rates to be charged within a range or in some sort of market basis.  However, it is not clear to me that everybody else has used the terminology in the same way.  

     MR. THOMPSON:  No I understand that I wouldn't want you to take Mr. Grant's discussion on market-based rates and apply it to the way other people have used those words. 

     MR. THOMPSON:  No.  No.  That's why I'm asking these 

questions is to get clarity on Enbridge's position.  I have been around long enough to read between the lines.  

Okay.  Moving on to my next question, is what precisely are you asking the Board to do with respect to your rates or the storage services you provide to your existing customer base?  

     When I wake-up tomorrow, will I be forborne?  Or will I still be on cost-based rates?  

     MR. GRANT:  I will give you the short answer first.  The short answer is that nothing will have changed from the point of view of your rates, as an end use customer.  As an infranchise end use customer, when you wake-up the day after a forbearance decision.  

     So technically speaking, we're asking the Board to, based on the evidence in this proceeding, conclude that it can forebear on the regulation of storage services, in whole; and at the same time, recognize this exemption status for all existing infranchise customers.  And that would mean, of course, that from a storage -- your storage services standpoint, that you have a mix of storage, from our own storage system, as well as any third-party contracted storage that we have undertaken.  

     MR. THOMPSON:  Okay.  Well, let me just drill down there, to make sure I understand this fully.  

     You have an existing customer base that consists of a number of rate schedules, including, there's is Rate 300 series current which I think is characterized as an unbundled service.  Am I right?  

     MR. GRANT:  Yes.  

     MR. THOMPSON:  Okay.  Do you currently distinguish between infranchise and exfranchise customers?  

     MR. GRANT:  In the current rates?  

     MR. THOMPSON:  Yes.  

     MR. GRANT:  I don't believe so.  

     MR. THOMPSON:  No, you don't.  So that distinction is not in your terminology at the moment.  

     Do you currently distinguish between typical and not 

typical customers?  These are phrases you used in your testimony.       

MR. GRANT:  Well, we distinguish between customer groups in our rate design, obviously.  So we do make some distinctions.  So when I refer to typical and non-typical, in this context, I think what I was referring to is the unique nature of, for example, the powergen services. 

     MR. THOMPSON:  Right.  I got that.  So that is not currently in your portfolio.  It is prospective.  It is something that new services are designed to address?  

     MR. GRANT:  That's correct.  

     MR. THOMPSON:  Now, under the existing regulated services, you have the parts within the service are, first of all, gas commodity.  There is a regulated gas commodity component of your existing rates?  

     MR. GRANT:  Right.  

     MR. THOMPSON:  There is a regulated transportation component of your existing rates?  

     MR. GRANT:  Right.  

     MR. THOMPSON:  There is a regulated distribution component of your existing rates?  

     MR. GRANT:  Yes. 

     MR. THOMPSON:  Then there is storage and load balancing. 

     MR. GRANT:  Yes.  

     MR. THOMPSON:  Am I correct that the -- you are not seeking to forbear any of the first three services.  It is only the fourth?  Storage and load balancing.  The fourth component of the rates.  

     MR. GRANT:  Well, the storage component of the fourth 

component is what's at issue in this proceeding.  So that is what we're talking about.  

     MR. THOMPSON:  Right.  And to me that means space, 

Deliverability, injection and withdrawal.       

MR. GRANT:  Yes.  

     MR. THOMPSON:  Is that the service?  

     MR. GRANT:  Yes.  

     MR. THOMPSON:  If I am going to get that elsewhere, then I also have to move my gas to the place of storage and get it back to your system from the place of storage.  To get a substitute for that service.  Am I right?  

     MR. GRANT:  You physically may choose to do that, but you don't have to physically choose to do that.  You can do it notionally in the market.  

     MR. THOMPSON:  All right.  I will come back to that in a second.  Just getting through the existing rates.  We have the bundled, and the unbundled, and you have new unbundled rates on the table for Board approval, and then you have your power generation rates as well.  

     MR. GRANT:  Yes.  

     MR. THOMPSON:  And the new unbundled rates, at the moment, have a cost-based storage component.  

     MR. GRANT:  Yes.  

     MR. THOMPSON:  Thank you.  Okay.  So you get what you're asking for, which is forbearance with an exemption.  And the way I look at it, it doesn't affect anybody.  All your existing customers continue under the auspices of cost-based rates; am I right?  

     MR. GRANT:  Well, it doesn't affect anybody immediately.  

     MR. THOMPSON:  Right.  

     MR. GRANT:  But of course over time, as the system grows there will be storage services that are acquired in the marketplace, and those market prices would have to be rolled into this exempted component.  

     MR. THOMPSON:  Now, I don't want to mix your acquisition of storage with the rate component of storage.  

     At the moment, there is cost-based storage and 

deliverability rates in both your bundled and unbundled rates.

     MR. GRANT:  Yes.  

     MR. THOMPSON:  And there is cost-based storage and 

deliverability in your proposed unbundled rates. 

     MR. GRANT:  Yes. 

     MR. THOMPSON:  All right.  Then in your new services you have a combination of cost-based and market-based, right?  I mean, this is for the power generators. 

     MR. GRANT:  Yes.  

     MR. THOMPSON:  Okay.  And so if you get what you're asking for, those cost-based rate components, do they remain the same?  

     MR. GRANT:  My expectation is that they would remain the same, if you will, the day after the decision.  And as I've said before, over time they will change.  

     MR. THOMPSON:  Right.  But I think we may be -- over time, the costs in those rates will change, depending on how much you pay to acquire additional storage that you need. 

     MR. GRANT:  That's correct, that's correct. 

     MR. THOMPSON:  Will they still be in the rates at cost?  

     MR. GRANT:  Yes, they will.  

     MR. THOMPSON:  Thank you.  And so as time passes, when does the exemption come off, so that what's in the rate being charged to the consumer is no longer cost-based?  Can you help me with that.  

     MR. GRANT:  Yes.  I think that was Mr. Wightman's question a few minutes ago.  That's something that the Board would need to determine.  We're not making any specific proposal here.  And it may be quite some period of time before the Board would change the exemption.  So that would be the subject matter of another proceeding.  

     MR. THOMPSON:  Okay.  So my question is, why do we need forbearance now?  

     MR. GRANT:  Well, I think the answer is that the appropriate test -- well, let me back up.  The Board has called this proceeding on its own motion.  So the Board wants to deal with this issue.  

     We believe, for the Board to deal with this issue, it should take a disciplined approach to the matter, to the question that's in front of them, and once that is done, make the decision today on forbearance.  So that is why we're here dealing with this issue.  

     MR. THOMPSON:  Okay.  Just before I move off of this, if my members -- if any of them move to the unbundled service that you are offering under Rate 300, will they be exposed immediately to the risk of that cost-based storage piece in the unbundled rates becoming market-based without a Board order?  

     MR. GRANT:  No. I'm assuming that the Board's order would encompass the exemption. 

     MR. THOMPSON:  So to take it off you would need another Board order. 

     MR. GRANT:  Exactly. 

     MR. THOMPSON:  And you would have to prove the forbearance. 

     MR. GRANT:  That's exactly right. 

     MR. THOMPSON:  Thanks.  Now, turning to transactional services.  Has the transactional services regime -- by that I mean market-based prices and the revenue being taken into account in determining rates -- been around for some time?  

     MR. GRANT:  Yes.  I think it's been around for nine or ten years, subject to check.  

     MR. THOMPSON:  All right.  And is the question of who gets what out of the revenues a recurring issue?  

     MR. GRANT:  Only because you make it a recurring issue.  

     [Laughter]  


Yes, it is.  

     MR. THOMPSON:  Okay.  We just went through a little, you want more and you can't have it in the last rate case, did we not?  

     MR. GRANT:  It was an issue in the last rates case.  

     MR. THOMPSON:  Has anything changed since then?  

     MR. GRANT:  I think what has changed is this proceeding.  

     MR. THOMPSON:  All right.  That's it?  

     MR. GRANT:  Yes.  

     MR. THOMPSON:  That's the only new circumstance?  

     MR. GRANT:  Yes.  The Board wishes to deal with this issue.  

     MR. THOMPSON:  All right.  Now, in terms of the rationale for the existing regime, what is it?  

     MR. GRANT:  Well, it's a good question, because way back -- 

     MR. THOMPSON:  Twenty-five words or less.  

     MR. CASS:  You're speaking of the sharing mechanism alone, Peter, or more broadly than that?  

     MR. THOMPSON:  More broadly.  What is at the root of the company's use of utility assets when they are idle to generate revenues and then the sharing of that?  

     MR. GRANT:  Yes.  Way back when, when this started, there was a market that was out there and developing for these types of services.  Consumers Gas at the time, my recollection is that there were even unsolicited phone calls from participants in this secondary market who wondered whether we could do something for them.  And based on that, we brought forward a proposal to the Board at the time, and indicated that this sort of thing -- this sort of group of services, while not strictly speaking necessary for load-balancing purposes for end use customers, was a market opportunity out there and we felt that there was an incentive mechanism that could apply in this circumstance.  

     MR. THOMPSON:  Okay.  Does the -- 

     MR. GRANT:  I think that was 25 words.  

     MR. THOMPSON:  Not bad.  Does Enbridge consider that it has an obligation to maximize the use of its utility assets?  

     MR. GRANT:  You're speaking of a regulatory obligation?  

     MR. THOMPSON:  Yes, I thought the words to that effect had been expressed in prior decisions.  

     MR. GRANT:  I don't think so.  

     MR. THOMPSON:  You don't think so.  All right.  Has the Board suggested that you have an obligation, in prior cases, to maximize the use of utility assets so as to reduce their overall unit costs to ratepayers?  

     MR. GRANT:  Well, the term "obligation" in the context of us, this utility, this regulated utility, it is a strong term and it can be applied to different things such as an obligation to serve a customer in the distribution system.  

     With respect to transactional services, I don't place them in the same category at all to that sort of a 

situation.  

     MR. THOMPSON:  If I use the word "duty," would that make you a little more comfortable?  

     MR. GRANT:  I think there is certainly a wish, on the part of the Board, and indeed with the proper incentives in place on the part of the company, and on the part of all ratepayers, for the company to engage in these types of activities.  

     MR. THOMPSON:  All right.  And as far as the ratepayers getting somebody else to do it, there is no one else that can do it other than Enbridge Gas Distribution?  

     MR. GRANT:  Enbridge Gas Distribution is the owner of the assets, so that's correct.  

     MR. THOMPSON:  Right.  Well, to the extent there is a duty to maximize the use of these assets to produce cost reductions for ratepayers, we don't have a choice in getting somebody else to do that.  We can't hire our agent and say, go in there and use up this spare capacity that Grant refuses to use, unless he gets all of the money.  That's not informational, but -- you get my drift. 

     MR. CASS:  It's not accurate either, but --

     MR. GRANT:  It's fair to say, Mr. Thompson, that it is a -- you know let's stay on the positive here for a second.  

     This transactional services initiative that we put in place and that Union Gas has in place, has been of great benefit to ratepayers over the years.  It is a great success story, insofar as incentives are concerned inside a regulated structure.  

     So I think we all need to remember those things, and keep it in that perspective, as opposed to any terms such as "obligations" or "duties".  

     MR. THOMPSON:  Well, -- your ability to provide it depends on utility assets.  I think you made that clear yesterday. 

     MR. GRANT:  That's correct. 

     MR. THOMPSON:  And it is only when they're temporarily idle. 

     MR. GRANT:  That's also correct.  

     MR. THOMPSON:  So let's just carry through with this.  If you get what you are asking for, what comes out?  And the Board counsel was proposing some questions along these lines. 

     Are you expecting the Board, in this case, to determine what comes out in this case?  Or is that something that gets carried forward?  

     MR. GRANT:  What I would expect the Board would do in this case is to take a look at this, the evidence in this case.  We think the Board can decide on the entire forbearance question, with the evidence in this case.  We think the Board has enough evidence to decide on the exemption in this case.  And really, all other things that are not related to providing that exempted service -- which in this case is a transactional storage services -- would simply be decided upon by the central question on 

forbearance.  

     MR. THOMPSON:  So you think a decision in favour of 

forbearance takes this TS issue off the table?  In other words it is yours?  The money is yours?  

     MR. GRANT:  That's correct.  And the reason would be that the Board concluded that the company is subject to competition in that marketplace sufficient to protect the public interest.  

     MR. THOMPSON:  Okay.  And so I come back -- if that is your expectation, then, what comes out?  Revenues?  

     MR. GRANT:  Correct. 

     MR. THOMPSON:  Forecast revenues, forecast costs and 

expenses.  Forecast rate base?  Forecast property taxes 

attributable to part of the rate base?  What comes out?  How do we determine that?  

     MR. GRANT:  Well, I think that that would be something that would need to be determined.  I don't know that the Board has all of the evidence in this proceeding to make that determination.  

     However, the Board certainly has a lot of information in front of it in the 2006 case, and so, as I said yesterday, that would be one approach.  You could utilize the test year 2006 information for purposes of doing the arithmetic.  

     MR. THOMPSON:  All right.  Thanks.  Let me move on to the storage development topic.  And just historically, if you could put this in context for us.  

     Has storage been an essential feature to the deliverability that Consumers Gas and Enbridge has provided over the years?  

     MR. GRANT:  Yes.  

     MR. THOMPSON:  Has it minimized -- well, operated to reduce the amount of upstream transportation that you would otherwise acquire?  

     MR. GRANT:  Yes.  

     MR. THOMPSON:  All right.  In terms of the historic 

development of storage, did Enbridge's predecessor at one time have its own storage company?  

     MR. GRANT:  At one time there was a separate storage 

company.  

     MR. THOMPSON:  Right. 

     MR. GRANT:  It was called the Tecumseh Gas Storage Company Ltd.  Consumers Gas at the time owned 50 percent of the shares of that entity, and that entity, Tecumseh Gas Storage was regulated by the Board.  

     MR. THOMPSON:  Okay.  At some point that company got folded into Consumers Gas, as I recall it.  

     MR. GRANT:  Consumers Gas acquired the other 50 percent that it did not own from Imperial Oil.  They were the owners of the other 50 percent.  And then consolidated the storage operations into Consumers Gas at the time. 

     MR. THOMPSON:  As the Consumers Gas company added new 

customers, did its storage arm continue to develop storage?  

     MR. GRANT:  The storage arm developed storage over the years when storage pools, appropriate pools, production pools, became available.  And when we thought that we could turn them into storage pools.  

     And so that comes in in a very lumpy nature, obviously.  

     MR. THOMPSON:  Right.  

     MR. GRANT:  It only is there when the opportunity is there, when it presents itself.  So it is based on those parameters that Enbridge was developing storage through those years.  

     MR. THOMPSON:  And at that time was the service regarded as a utility service?  

     MR. GRANT:  It was regarded as a storage service that the utility required, yes.  

     MR. THOMPSON:  All right.  This comes back to the obligation to serve.  If you get demands for -- from incremental customers, do you have an obligation to serve them, if attaching them is economically feasible?  

     MR. GRANT:  I think the distribution utility -- my 

understanding and my interpretation, and again I am not a lawyer, but my understanding is that there is an obligation to serve in the distribution system, subject to feasibility.  

     MR. THOMPSON:  All right.  Does adding storage fall within that obligation?  

     MR. GRANT:  Well, this is -- at some level this is a legal question, so I am not able to comment in that way.  

     MR. THOMPSON:  All right.  Well, you indicated you now have a storage proposal before the Board.  This is your storage build?  

     MR. GRANT:  Yes.  

     MR. THOMPSON:  You said something about "open season", could you just explain you having an open season, for what?  

     MR. GRANT:  Yes.  An open season process, from the point of view of somebody who’s placing storage capacity and deliverability on to the market, is a good process for price discovery.  It is a good process to determine, first of all, whether the market even wants this type of service and, secondly, and hopefully one can conclude the specifics around pricing and term and those sort of things such that you can sign a contract.  So that is the process.  

     We have launched a non-binding open season, with respect to the storage build proposal that we've made in this proceeding.  

     MR. THOMPSON:  Okay.  Well, is there any difference between that open season and the one that Union conducted, to see who needed M12 capacity?  Conceptually.  

     MR. GRANT:  Conceptually, yes, there may be specific 

differences in how it was done.  But conceptually it would be the same sort of thing.  

     MR. THOMPSON:  Okay.  And there was an issue, in this case, about Union trying to allocate capacity, M12 capacity on the basis of premiums.  Are you aware of that issue?  

     MR. GRANT:  I am generally aware of it.  Of course M12 

applies to their pipeline, and that's a little different than a storage situation.  But anyway I'm generally aware of it.  

     MR. THOMPSON:  All right.  Did Enbridge oppose Union's 

allocation of capacity on the basis of premiums?  

     MR. GRANT:  That's a question I guess for Mr. Charleson, but my understanding is there is a settlement on that issue.  

     MR. THOMPSON:  No premiums.  Are you aware of that?  

     MR. GRANT:  To the extent that Enbridge has signed on to that, then I suppose we accept that.  

     MR. THOMPSON:  Okay.  And so can you reconcile that with your open season for storage, which appears to be it will go to the highest bidder?

     MR. GRANT:  Well, I think -- your initial question to me was a conceptual one, whether conceptually an open season process is the same or similar.  And it is, conceptually.  

     But what we need to remember is, we're talking about two fundamentally different things here.  We have an open season process underway for storage, and storage services, that will be delivered into a liquid trading point, that being Dawn.  

     So I draw a distinction between that and a pipeline open season for M12.  

     MR. THOMPSON:  All right.  Thank you.  Now, is this the first storage development you've put forward in many years?  

     MR. GRANT:  The last storage pool that we added to our 

system was in 2002; that was what we called the Chatham D storage pool, which was the old CanEnerco pool that was 

purchased from the receiver in that case.  That is a small pool.  

     Prior to that, we added the Ladysmith pool that was 

put into service in 1999.  Prior to that, I believe in '97, two other storage pools went into service; that was Black Creek and Coveny, those two pools.   

     MR. THOMPSON:  Am I correct that one of the rationales you're relying on to support your proposals, whether there is forbearance or not forbearance, with the Board ending up at market-based rates, is to stimulate storage development?  I am leading, but I am trying to see if I understand your evidence correctly.  

     MR. GRANT:  Yes.  Essentially we believe there is sufficient competition to protect the public interest for the storage market.  And that does include, at the margin, which is new storage development.  

     MR. THOMPSON:  All right.  I sense there is an interim 

storage development perspective.  There is concern about the level of returns, utility -- distribution utility returns aren't high enough is the message I'm getting, to stimulate storage development.  

     MR. GRANT:  Yes.  

     MR. THOMPSON:  My question is, if we were just doing this in a straightforward manner, why wouldn't somebody who wants to develop storage bring it to the Board and ask for the level of return that they think is commensurate with the risk?  

     MR. GRANT:  Well, I think that if we consider that for a second in the context of the existing cost of service 

environment, we soon find that it is -- quite apart from the forbearance issue -- it is a very difficult task.  

     To conduct a good exploration type of program takes a few years, at least.  It involves considerable cost, and it involves considerable risk.  So all of those things do not fit within a cost of service environment, and that's why you don't see these kinds of programs being brought forward.  

     MR. THOMPSON:  Let me move on to my last topic, which is the market power analysis.  

     Mr. Smead and Mr. McKeown, I just have a few questions here, but just by way of preliminaries could you tell me, Mr. Smead, why monopoly service providers are price-regulated?  

     MR. SMEAD:  As a general matter?  Why monopoly service 

providers are price regulated?  How much time do you 

have?  

     [Laughter]  

     Fundamentally, they are price regulated because the market, in a monopoly situation, is perceived as not setting a fair price and, therefore, the cost-based price, as Mr. Stauft said yesterday is used as a surrogate for a competitive price, which is not necessarily a very precise 

Surrogate, but it is a way of ensuring that the monopoly 

service provider can recover his cost of doing business and a fair return on his investment but not capture monopoly rents.  

     MR. THOMPSON:  Okay.  And monopoly rents arise because of what?  

     MR. SMEAD:  Monopoly rents generally arise because of a monopoly.  

     MR. THOMPSON:  And monopoly means a scarcity of substitutes?  

     MR. SMEAD:  Actually, a monopoly means a complete 

non-existence of substitutes.  

     MR. THOMPSON:  Okay.  

     MR. SMEAD:  An oligopoly might be a scarcity. 

     MR. THOMPSON:  But when we have a scarcity of substitutes, then there is, without regulation, a scarcity premium; right. 

     MR. SMEAD:  If there is a scarcity of substitute -- well, there are two issues there, Mr. Thompson.  The first is, if there is a scarcity of the commodity being sold in the first place, a general scarcity, regardless of how many competitors you have, you will have an elevation in price, as we see right now with natural gas, prices at the well head generally.  With any commodity, if demand begins to exceed supply, a healthy market causes the price to go up.  

     If there is not a general scarcity of the commodity, but a small number of providers, a scarcity of substitutes for the provider that you are examining, then you can become concerned about the disparity between the price that that provider could charge and the price that a competitive market would have charged at the same overall level of supply.  

     MR. THOMPSON:  But I am talking about capacity, regulated distribution or transmission or storage capacity.  If there is a scarcity or a monopoly, is regulation required to prevent the owner from auctioning it off to the highest bidder?  

     MR. SMEAD:  If there is a scarcity of alternatives in the marketplace for the service, because I would have to take issue with the premise that this is just about capacity.  What we have here is service.  And the service can be provided in very many ways.  

     One of the big breakthroughs, when the US gas industry 

restructured in 1993 the pipelines and the producers and the distribution companies were all at odds with each other over what should be done.  The breakthrough that allowed it to happen was when everybody at the FERC, suddenly everybody realized that there was not any necessary connection between physical operations and commercial operations.  Commercial consequences.  


The analogy -- pipelines were very concerned that what was being proposed there was that customers would essentially have control of our storage and be able to tell us, day in and day out how to operate it.  That, we saw as an untenable situation for the way an integrated pipeline had to work.  

     The other side of the debate, the guys who won, actually, made an analogy that carried the day at the Commission, they used an ATM analogy.  They said when you put your cash in an ATM, then you get your cash out of another ATM, you don't expect to get the same bills back.  And you don't really care how the bank managed to cause money to be in the second ATM.  You will just be pretty upset if there is not money in the ATM.  

     So we talked about that, and ultimately the service structure that developed in the United States is one where 

services are provided and the way that they're provided is very much up to the service provider.  

     In the Ontario situation, all of the alternatives we were talking about yesterday, drop off transactions, 

buy-sell transactions, displacement, all of the different ways that gas can move around or alternatives can be provided, the use of market diversity can cause the same effect or the same benefit to be there for a customer as if they had used the utility storage facility.  

     So understanding the universe of what we're talking about, obviously the product market is one of the relevant  -- relevant product market is one of the issues here and we think it is pretty broad.  

     With that whole preamble, if that entire relevant product market, in fact, does not offer workable alternatives, then that is one of the fundamental premises for the existence of market power and the potential existence of a monopoly price differential.  

     MR. THOMPSON:  All right.  Thank you, I don't think I will go there again.  

     MR. SMEAD:  Sorry about that.  I unlike Mr. Grant, I didn't promise you the short answer.  

     MR. THOMPSON:  No, you sure didn't.  Mr. McKeown, maybe I will ask you, maybe you will be briefer.  The only thing I was trying to get at gentlemen, is that if there is a monopoly or a scarcity of substitutes, the fact that a premium can be realized if there is no regulation, is, I suggest, evidence of market power.  Do you agree?  

     MR. McKEOWN:  In a general case, I agree with that.  

     MR. THOMPSON:  Thank you.  Do you agree with that, Mr. 

Smead? 

     MR. SMEAD:  A premium, over what?  

     MR. THOMPSON:  A premium over the prevailing regulated cost of the service.  

     MR. SMEAD:  No, I do not agree with that.  

     MR. THOMPSON:  Okay.  Well let's just leave it there.  Or do you have a brief explanation?  

     MR. SMEAD:  No.  I have an explanation, I will write it down as testimony.  

     MR. THOMPSON:  No, no.  Please put it on the record if you want to put it on the record.  

     MR. SMEAD:  No.  I don't think that average cost – that regulated average cost prices bear any relationship to a competitive market price.  

     As Mr. Stauft said, they are sort of what is picked here and there as a surrogate when the regulator doesn't have any better answer.  But they are not -- they are not what you would charge in a competitive marketplace.  

     MR. THOMPSON:  Mr. McKeown just on thee CRTC cases of 

forbearance, what you have discussed at length in your testimony, did the prices of the services drop after the CRTC's forbearance rulings?  

     MR. McKEOWN:  In most cases, they dropped.  Over time, there was both increases and decreases in rates.  The market, because it was no longer strictly regulated, found its own equilibrium which required both increases and decreases in rates.  Long distance might be a good example of that.  So rates fell from fairly substantially high levels to very low levels, but those low levels weren't maintained.  In fact, did rise a little bit over time as well.  We continue to see fluctuations both up and down.  

     MR. THOMPSON:  Thank you.  In one of the cases you mentioned in your testimony, I think it is recent CRTC case, I think this is at page 21, paragraph 74, are we correct there that the applicant, the regulated entity, was applying for forbearance because it lost 25 percent of its market share to competitors?  

     MR. McKEOWN:  No.  The applicant was applying because it considered the market to be competitive, and thought that it should no longer be regulated with respect to its rates.  

     The 25 percent figure came as a result of the CRTC's own determinations in the decision.  

     MR. THOMPSON:  That it had lost, sorry the CRTC found it lost 25 percent of its market share?  

     MR. McKEOWN:  No.  Let me back up a minute.  

     The purpose of that proceeding was to determine the criteria for -- the CRTC would use in determining whether or not to regulate local rates.  And the criteria that was developed is included in my report.  I won't go through those.  But one of the criteria was that, once the incumbent loses 25 percent market share, then it would consider forbearance from that market.  

     MR. THOMPSON:  Well I'm not so sure we're talking about the same decision, but anyway let me move on.  

     Have you ever had a case before the CRTC where the applicant seeking forbearance, if it succeeds, the price will go up by 100 to 300 percent?  

     MR. McKEOWN:  I don't think the CRTC ever asked that 

question.  I don't recall it ever being provided in the context of a forbearance proceeding.  

     MR. THOMPSON:  Now, in terms of the tests, there is this price threshold issue.  You're familiar with that, are you, Mr. Smead, in the FERC policy statements that, I understand you are familiar with.  

     MR. SMEAD:  Yes.  

     MR. THOMPSON:  All right.  What is the price threshold FERC uses?  

     MR. SMEAD:  FERC, in its statement of policy on alternative rate designs, made the comment that it generally considered market power to exist if prices could be raised above the cost-based tariff rate by more than 10 percent.  

     It cited several cases where it said it had said that, two out of the three were oil pipeline cases.  

     In those cases themselves, the use of the tariff rate was never at issue, honestly.  The companies had just proposed to measure things off their cost-based rate and the entire issue, it surrounded what percentage difference should be used.  So the FERC did pick up those prior decisions in its policy statement and referred to them.  

     However, one of those decisions -- I've forgotten which one now I think it was the Williams Pipeline case -- made it clear that there was no hard and fast answer and that a lot of judgment had to be applied.  And so the -- while the Commission did say that in its policy statement,  in the formulation, as I noted yesterday, I was very involved in the formulation of that policy statement and in its formulation the structure or nature of the threshold just was never at issue.  

     So the FERC policy statement is what it is, but policy 

statements at the FERC are really only guidance.  They're not particularly binding, and there really hasn't been, to the best of my knowledge, there has not been a solid case that is decided for one type of beginning threshold versus another where it's really been an issue.  

     MR. THOMPSON:  Thank you.  Now, Mr. McKeown, does -- did the CRTC adopt the Competition Bureau definition of market power?  

     MR. McKEOWN:  It used that as a basis for its own 

definition, that's correct.  

     MR. THOMPSON:  Does the Competition Bureau have a price threshold in its guidelines?  

     MR. McKEOWN:  I am not aware of one, but it may.  

     MR. THOMPSON:  All right.  Now, Mr. Grant, just to get the numbers straight.  We had a discussion the previous day you were here about Enbridge getting cost-based from Union and then going to market base.  

     You told me that was about a 50 cent per gJ add on.  Do you recall that?  

     MR. GRANT:  I know you have quoted me on this.  I don't know whether it was myself or Mr. Charleson, but I am sure that the record would show that.  

     MR. THOMPSON:  Well, I think it was you.  

     MR. GRANT:  But that sounds reasonable.  

     MR. THOMPSON:  Could you give us then the percentage.  The market base that you are paying to Union compared to Union's cost-based, is what? 

     MR. GRANT:  I don't know, but I can undertake to do that.  

     MR. THOMPSON:  Thank you.  Can we have a number for that, please? 

     MS. SEBALJ:  I believe that is EGD number 49.  

     EGD UNDERTAKING NO. 49:  TO PRODUCE THE PERCENTAGE OF 


THE MARKET BASE THAT YOU ARE PAYING TO UNION COMPARED 
TO UNION'S COST-BASED

     MR. THOMPSON:  Now finally, just on the availability of substitutes.  Mr. Smead, I am understanding you to say there are substitutes out there, they’re readily available -- and I'm talking about substitutes for my client's needs, storage needs -- they're readily available, and I can get them instead of taking storage from Enbridge Gas Distribution.  Is that what you're telling me?  

     MR. SMEAD:  Yes.  

     MR. THOMPSON:  Okay.  So just assume that my members in Enbridge's franchise area take about -- let's make it 20 Bcf a year, okay?   

     MR. SMEAD:  Okay.  

     MR. THOMPSON:  Let's assume they're about 65 percent load factor.  

     MR. SMEAD:  Hmm-hmm.  

     MR. THOMPSON:  Okay.  

     MR. SMEAD:  Got it. 

     MR. THOMPSON:  How much storage do my members need?  

     MR. SMEAD:  Well, 65 percent load factor deliverability, you mean – or? 

     MR. THOMPSON:  Space.  Let's start with space.


MR. SMEAD:  Or do they take 65 percent of 20 Bcf?  

     MR. THOMPSON:  I need 35 percent of that as storage?  

     MR. SMEAD:  Oh, okay.  So you need -- 

     MR. THOMPSON:  7 Bcf. 

     MR. SMEAD:  7 Bcf of storage. 

     MR. THOMPSON:  Now, where am I going to get that, please?  

     MR. SMEAD:  You need 7 Bcf of storage or storage-type 

service.  

     MR. THOMPSON:  Just let me interrupt you.  I have an 

obligation to deliver my gas that I've got in Western Canada to Enbridge, a certain amount each and every day.  So I have to somehow -- I'm not going to use their storage -- get that gas to the new field and back.  That's what my clients have to do.  

     MR. SMEAD:  The same molecules?  

     MR. THOMPSON:  Well, you tell me how we're going 

to get that service or get that capacity and who I phone to get my 7 BCF and how much it's going to cost me.  

     MR. SMEAD:  I don't know.  I know that the dynamics between the Michigan and New York markets and Dawn are 

such that the holders of firm storage capacity, the various 

marketers who hold firm storage capacity on the US side of the border, the pipelines with various types of park and loan services, all of them might be able to provide different pieces of that.  

     The total storage volume held by non-utility market players on the major US interstate pipelines involved here is on the order of 250 Bcf of storage.  So finding products that can cause your obligation to be met at Enbridge, in lieu of transactional storage or something in Ontario, there are a lot of providers out there who can cause that to happen.  

     MR. THOMPSON:  Could you do this by way of undertaking.  Tell me precisely how, today, I can find 7 Bcf of storage space or its equivalent, and move it from the point on Enbridge system to that storage location and get it back when I need it, and what it's going to cost me, and compare that to what we currently pay Enbridge for that service.  Can you do that?  

     MR. SMEAD:  Well, actually, the problem with that, Mr. 

Thompson, is I don't know what it will cost you, because it will be a negotiated transaction.  

     I could guess, and would be willing to do that, but -- sure, I can put together a scenario under which you would do that.  

     MR. THOMPSON:  Fine.  I would like to see it.  Thank you very much.  Oh, actually I need a number for that. 

     MS. SEBALJ:  That's EGD number 50.  

     EGD UNDERTAKING NO. 50:  TO PROVIDE DESCRIPTION OF 
WHERE TO FIND 7 BCF STORAGE SPACE, MOVE IT, AND COST 
COMPARED TO CURRENT COST FOR ENBRIDGE SERVICE 

     MR. THOMPSON:  Those are my questions.  Thank you.  

     MS. SEBALJ:  Thank you, Mr. Thompson.  Mr. Quinn.  

     CROSS-EXAMINATION BY MR. GRUENBAUER:  

     MR. GRUENBAUER:  This is probably the only time the examiners are felt sorry for instead of the witnesses. 

     Thanks.  Gentlemen, I only have two areas to enquire into, and we need your evidence, Mr. Grant.  And if you can turn up the evidence of CEA, which was the consultants that MHP retained.  


Just for the record, I'm with the City of Kitchener.  We're an embedded distributor on the Union Gas system.  I'm Jim Gruenbauer.  

     MR. CASS:  Sorry, Jim, I missed all of what you said.  What were the pieces of evidence you referred to? 

     MR. GRUENBAUER:  Mr. Grant's evidence and CEA, Concentric Energy Advisor, I think Mr. Reed’s evidence.  He was here earlier.  

     MR. GRANT:  Yes.  I have those areas of evidence.  

     MR. GRUENBAUER:  Kitchener just wants -- we would like to first test our understanding of how Enbridge approaches the issue of storage allocation.  

     In reading your evidence, Mr. Grant, a specific methodology to allocate storage for the consideration of the Board doesn't appear to be specifically addressed in your response to issue 2, part D, starting at about paragraph 34 of your evidence.  

     There is a number of paragraphs and answers in response to that particular paragraph, but we just didn't see anything specifically with respect to an appropriate allocation methodology, and in our understanding Enbridge currently uses a methodology that allocates storage space based on an algorithm from a seasonal load profile.  Have I got that right? 

     MR. GRANT:  Yes, that is my understanding.  

     MR. GRUENBAUER:  I understand there is a delivery component, but we are just interested in the space component.  Is that algorithm base methodology how you would allocate storage to all customers who choose unbundled service going forward?  

     MR. GRANT:  Just so I get the context correct.  Are you -- is your question emerging from the Board's second question?  

     MR. GRUENBAUER:  No.  It's the fourth question.  

     MR. GRANT:  The fourth question, sorry about that.  So it is in the context, then, of a non-forbearance decision coming out of this case.  That's how I interpret question 4 of the Board's.  

     MR. GRUENBAUER:  Well, we're really just interested in a methodology, how you would allocate the physical storage to customers on some measure.  Union uses aggregate access 

methodology. 

     MR. GRANT:  Yes.  

     MR. GRUENBAUER:  What methodology would you recommend to the Board?  

     MR. GRANT:  I don't have an answer for you here, but if you wish, I can take that away and think about it.  

     MR. GRUENBAUER:  That would be fine.  Thank you, Mr. Grant.  

     MS. SEBALJ:  I will just give that an undertaking number EGD number 51.  

     EGD UNDERTAKING NO. 51:  TO PROVIDE METHODOLOGY USED 
TO ALLOCATE PHYSICAL STORAGE

     MR. GRUENBAUER:  Just so I understand it, would there be a distinction in the methodology used, whether it was a forbearance scenario or a regulated scenario?  

     MR. GRANT:  There may be, but this is a question that I think I want to take away and discuss with my colleagues who actually do develop that and use that algorithm in the rate design.  That's not my area of expertise.  

     MR. GRUENBAUER:  Sure.  If the undertaking could be 

structured so that we have an answer to both scenarios, then that would be fine.  

     MR. GRANT:  Sure.  

     MR. GRUENBAUER:  Thank you.  With respect to the current methodology that utilizes this algorithm, I saw elsewhere in Enbridge's evidence that it took into account the seasonal load factor, the algorithm took the seasonal load factor into -- seasonal load profile into account.  Are there any other factors that are taken into account in that algorithm or is it just based on the seasonal load profile?      

MR. GRANT:  Again, I will take that as an undertaking and speak to the people who know these things. 

     MR. GRUENBAUER:  Okay, thank you.  

     MS. SEBALJ:  Do we want a separate undertaking?  EGD number 52.   Leave it as 51? 

     MR. GRUENBAUER:  Thank you.  Just for the record, I believe Enbridge doesn't have any embedded gas distributors in the Ontario franchise area; is that correct?  

     MR. GRANT:  That's correct.  

     MR. GRUENBAUER:  Thank you.  The second part I wanted to explore, if you could turn up paragraph 25 of your evidence, Mr. Grant.  Just give me a moment and I will get there.       

MR. GRANT:  Yes, I have that.  

     MR. GRUENBAUER:  This paragraph speaks, the first sentence is: 

“One final point to be made is that there are two 

built-in mechanisms that will allow for an increase in Enbridge Gas Distribution's rolled in storage costs over time to a level that approaches a competitive market price for storage.”  

Then you speak to how those two mechanisms would work.  

     Last sentence of that paragraph: 

“Taken together these mechanisms will increase 

the rolled-in storage costs over time, thereby gradually increasing the exempted regulated rates towards exempted regulated rates towards prices in the marketplace.”  

     I just wanted to contrast that last sentence with something that is found in the CEA evidence.  I believe it is at page 54.  I think Mr. Thompson explored this either yesterday or the day before, there is a table at that page.  

     MR. GRANT:  I've got page 54 now.  

     MR. GRUENBAUER:  Yes.  You see the table, and the fourth item speaks to impact of proposed recommendations on in franchise consumer interests under the proposed recommendations by CEA and the status quo?  

     MR. GRANT:  Yes.  

     MR. GRUENBAUER:  It's the proposed recommendation parts that reads:  

“Potential short-term storage price increases offset by longer-term efficiency gains and potential flow-back of economic rents.”  

That's where I would sort of like to compare and contrast with the last sentence in your evidence, Mr. Grant.       

Mr. Thompson said this: 

“The central issue seems to be:   Where is the evidence of competition that is going to be 

sufficient to protect the public interest?” 

In that last sentence of your evidence, I see acknowledgement of a price increase.  In CEA’s evidence, it at least identifies the potential for efficiency and economic rent offsets to what they characterize as a 

short-term price increase.  

     What I am not skiing in your evidence and perhaps I am not looking in the right place, is:   Are there offsets, in your view, to an expected regulated storage price increase under your proposal?  Where are things to offset that increase?  

     MR. GRANT:  Yes.  Well, I think the main thing to keep in mind, with respect to our proposal, is that I am talking about gradual increases in the exempted rate, the exempted or regulated rate over time.  

     As the market prices are mixed with the basic 

cost-based storage.  

     So that speaks to -- you think about a graph, that speaks to one line on a graph.  The market prices that are out there in the marketplace, over time, in the long run, of course are going to fluctuate and, in the long run, as supply comes into the market, you may see a crossover happening between that first line, which is our regulated exempted rate, and the market prices for a like storage service.  

     I don't know when that point would occur.  I would think that the Board would be very interested in that point in time, because obviously if there is enough dynamics in the marketplace at that point in time, the Board would want -- enough dynamics to depress the long run incremental costs below our regulated exempted rate, the Board may want to then say, well, now it is time to forebear on all of these exempted rates, because the market is such that we think it's in the public interest to do that.  

     The timing for that type of a decision, there would 

obviously have to be a hearing, I don't have any notion as to when that may take place.  But I can see, over time, that that may be something the Board would be interested in.  

     We're not commenting beyond that as to how the proposal would roll out, if you will, over time.  

     MR. GRUENBAUER:  Mr. Quinn has a good point.  In the 

interim, between now and when we get to that point, Mr. Grant, how is the public interest protected?  Because we just have -- I mean we seem to have a good handle that there is an increase, that seems to be clearly on the record.  How is the public interest served in the interim?  

     MR. GRANT:  Well, I think the public interest is initially served, in our scenario, by this exemption to the forbearance decision.  The public interest would continue to be served when Enbridge Gas Distribution is going out and acquiring incremental storage space to meet the needs    and presumably, as it does that, it would have a very transparent and good process that the Board itself would be comfortable with.  In other words, did you go through a 

RFP-type process?  Did you get the best prices you could in the market?  

     As the Board was satisfied with that, with those 

increments, the Board would roll those into the exempted rate.  And that it is through that process that the Board could be assured that each and every time that is happening, it has a regulated rate that is in the public interest.  

     And as I say, I would think that the Board would want to be very much aware of what the market prices are out there, so that that may be another element of the public interest from the Board's standpoint, so that it knew at what point should it forebear on these exempted services.  

     MR. GRUENBAUER:  Thanks very much.  

     MS. SEBALJ:  Thank you.  I understand Ms. Girvan, you 

have questions?  

     MS. GIRVAN:   Mr. Warren.  

     MS. SEBALJ:  Oh, yes, Mr. Warren, of course.  

     CROSS-EXAMINATION BY MR. WARREN:     

MR. WARREN:  Panel, my name is Robert Warren and I appear this morning for the Consumers Council of Canada and my questions deal principally with the proposals with respect to transactional services.

     Mr. Grant, in response to a question from Mr. Thompson, you indicated that you thought that the transactional service arrangement had been in place for approximately nine or ten years; is that correct?  

     MR. GRANT:  That's my recollection.  

     MR. WARREN:  I wonder if I could get an undertaking, Mr. Grant, to provide me with the decision number where the Board first approved the transactional methodology.  Could you do that for me, please.  

     MR. GRANT:  Yes.  

     MR. WARREN:  Thank you.  

     MS. SEBALJ:  EGD number 52.  

     EGD UNDERTAKING NO. 52:  TO provide the decision 
number where the Board first approved the 
transactional methodology

     MR. WARREN:  Mr. Grant, can you tell me, from your knowledge of the Board's treatment of transactional services, and you may require an undertaking to respond to this, can you tell me whether and, if so, where the Board's approval of the transactional service methodology has been linked to the existence or non-existence of a competitive market in storage.  

     MR. GRANT:  I will take an undertaking on that.  My 

recollection is that at first instance, in the first decision, the Board did talk about the competitive market.  But obviously that is subject to check, and I will follow up.  

     MR. WARREN:  I appreciate that.  

     MS. SEBALJ:  EGD number 53.  

     EGD UNDERTAKING NO. 53:  TO ADVISE WHETHER THE BOARD’S


APPROVAL OF THE TRANSACTIONAL SERVICE METHODOLOGY HAS


BEEN LINKED TO THE EXISTENCE OR NON-EXISTENCE OF A


COMPETITIVE MARKET IN STORAGE
     MR. WARREN:  Just so that I am clear and that you're clear as well, Mr. Grant, I wasn't, in asking that question, referring only to the first decision.  

     If at any point in the series of the Board decisions dealing with transactional service, if you can find that link, if you could point it out to me, please.  

     MR. GRANT:  Fair enough.  

     MR. WARREN:  Thank you very much.  You also said, in 

response to a question from my friend Mr. Thompson, that 

transactional services had been a great success story.  

     Am I right in understanding that you would regard it as a great success story for everyone; that is, both ratepayers and for the shareholder or shareholders of Enbridge?  

     MR. GRANT:  I think it's been a great success story insofar as demonstrating how incentives for a regulated utility can work, how incentives can actually expand the pie, if you will, of revenues and of benefits.  

     I remember some long debates, Mr. Warren, at the very 

beginning of this transactional services process many years ago, where there was a lot of scepticism from intervenors that this incentive kind of a plan was even going to work.  And I do remember all of us talking about the potential for the pie getting bigger as the incentive got bigger for the utility.  

     I think the facts bear out the notion that the pie did get bigger for a while.  We've had debates through the process where the company has said we need more of an incentive to carry on, and I won't reiterate those.  So I can't say that the company is completely happy with the incentive arrangement that exists today.  It is not.  It's not rich enough.  But by and large, as a regulatory mechanism, it has been a success for all involved.  

     MR. WARREN:  I wonder if you could, by way of undertaking, Mr. Grant, provide me with the numbers, the revenue that has arisen from transactional services over the course of its history; the amount of money which has been returned to the shareholders as a result of it and the amount of money that has been paid to the ratepayers over that time.  Can you do that for me? 

     MR. GRANT:  I would be delighted to do that. 

     MS. SEBALJ:  That is EGD number 54.  

     EGD UNDERTAKING NO. 54:  TO PROVIDE AMOUNT RETURNED TO 
SHAREHOLDERS/PAID TO RATEPAYERS

     MR. WARREN:  Thank you.  Mr. Grant, I wonder if I could then ask you to turn up page 10 of your prefiled material, which is exhibit E, tab 1, schedule 1, page 10.  

     I am looking at the paragraph numbered 28.  

     MR. GRANT:  I'm sorry, Mr. Warren.  Could you give me the reference again?

     MR. WARREN:  Exhibit E, tab 1, schedule 1.  

     MR. GRANT:  Yes.  

     MR. WARREN:  Paragraph 28, it begins on page 9.  But the part I want to refer you to is at the top of page 10.  

     You indicate with the sentence that continues on the top of page 10, and I quote:

“The Board should forebear from regulating transactional services effective in the 2007 test year.” 


The following sentence says: 

“The consequential outcome of this is that all revenues, relevant costs, net income and risks associated with this activity should be excluded from the Board's ratemaking process.”      


I wonder, Mr. Grant, if you could describe for me the 

mechanism by which this will be done.  For example, let's posit the example -- and correct me if I don't have it right, but at the present time Enbridge Gas Distribution's employees would make a forecast of the requirements for storage in any given year.  Correct?  

     MR. GRANT:  We do planning in our storage system, as you say, yearly.  We do it on much shorter term basis than that as well.  It could be monthly.  It could be weekly.  In fact at critical times of the year it is daily.  And I'm sorry, just to finish on that.  In terms of the operation, it is even more granular than that, obviously.  It is hour to hour, if need be.  

     MR. WARREN:  Right.  But I am right that Enbridge Gas 

Distribution employees that do that; is that correct?  

     MR. GRANT:  Yes, it is, yes. 

     MR. WARREN:  The forecast cost of the storage is embedded in rates; is that correct?  

     MR. GRANT:  Yes.  

     MR. WARREN:  Now, under the scenario which is discussed in paragraph 28 of your prefiled evidence, how would it work mechanically, how, for example, would you deal with the time which the Enbridge Gas Distribution employees spend on it or the dollar value of that time, how would those costs be backed out?  

     MR. GRANT:  When you say "it" you mean the transactional storage services?  

     MR. WARREN:  Dealing with transactional services, yes.  

     MR. GRANT:  Well, I think that costs that are necessary to generate the revenues are placed into evidence every year and identified.  

     So that is where you would go to get that information.  

     MR. WARREN:  What I'm trying to understand – there is no  mystery to this -- is what is the mechanism by which what you described in paragraph 28 is going to work?  Is it the case that in an annual cost of service rate case the Board would assess what the relevant revenues, costs, net of income and risks were and back those out in some way?  
Is that what you're proposing?  

     MR. GRANT:  Yes.  I think, from a procedural standpoint, the way it would probably work is that we would have a decision in this case from the Board that gave us direction on this matter.  


And assuming the Board agreed with our proposal, you could approach the task in a number of different ways.  

     One way, as I said yesterday, would be to simply take a look at what we last filed with the Board in the 2006 test year.  And you could get numbers from there and you could give effect to the Board's forbearance decision in this case by way of reference to those numbers.  That's one methodology.  

     Another approach might be that the Board -- if the Board chose to ask the company to, then, do the calculation and present it in its 2007 rates case, that would be another approach.  But that would be up to the Board as to how the Board wanted to implement its decision.  

     MR. WARREN:  Do I take it, first, Mr. Grant, that as we sit here today, Enbridge does not have a proposal for how this would work?  

     MR. GRANT:  That's correct.  The details of how to implement the Board's decision are not part of our evidence here.  

     MR. WARREN:  Is one of the items of relief that you're 

looking for in this case that the Board would direct you as to when and how you should present that approval?  Sorry, present that proposal?  

     MR. GRANT:  I don't know that it has to be a directive.  It could be somewhere in the decision that the Board wishes that this be done.  It doesn't have to be a directive.  

     MR. WARREN:  Do I understand it, Mr. Grant, that the 

consideration of the mechanism is delinked from the approval of whether or not to forbear on transactional services; is that right?  

     MR. GRANT:  I think it's fair to say that the big question in front of the Board in this proceeding is the forbearance question.  That needs to be decided.  

     So once that's decided, then, as I say, the details of how it is to be implemented, it's an important matter, obviously, but it would be somewhat secondary to the main question in front of the Board in this proceeding.  

     MR. WARREN:  Would it be possible, Mr. Grant, for you to -- let's take either the undertaking 2005 or the 2006 test year -- to do this by way of undertaking, to present a model for how it would work using the numbers in either 2005 or 2006, backing them out.  Is that possible to do, Mr. Grant?  

     MR. GRANT:  When you say "present a model," do you mean like a methodology or do you mean numbers?  

     MR. WARREN:  The methodology and the numbers just so we get a sense of how this will work.  Can that be done?  

     MR. GRANT:  I can certainly undertake to see if it can be done on a best efforts basis.  

     MR. WARREN:  All right.  

     MR. GRANT:  It obviously involves some analysis and we don't have a lot of time in this proceeding.  

     MR. CASS:  Sorry to interrupt, Bob.  But perhaps it is a convenient time for me to point out that I think we are going to have an undertakings timing issue.  

     I know I addressed this at the end of the last Technical Conference and I almost hesitate to do it again.  However I think is it an even more pressing issue here.  The deadline for answers to these undertakings under the procedural order, as I recall, is something like Wednesday.  The first working day the company will have full access to the transcript from today is probably Tuesday.  

     So of course the company will do its best to answer all of the undertakings as quickly as it can.  I just want to alert people to the fact that there is a real timing issue as a number of these build up, because there are a fair number.  And this latest one I think will require some real work. 

     MS. SEBALJ:  I guess my response to that would be, of course best efforts are appreciated.  I can speak with the panel about it.  But my - the 24th date is firm for the -- for issues other than issue 2.  

     The priority, of course, is to get all of the undertaking for the issues that are subject to settlement.  So to the extent that there is any latitude, I would imagine -- I can't speak for the panel but I would imagine that it would be given on this issue.  

     MR. CASS:  Thanks Kristi, that's helpful. 

     MS. SEBALJ:  So the undertaking number for that -- we do have an undertaking.  It's just a question of timing; is that correct?  

     MR. GRANT:  It is.  Just -- sorry.  Just by way of 

explanation, obviously we are talking here about transactional storage services.  So the first thing we have to do is try to determine which are related strictly to storage, which of the basket of transactional services are strictly related to storage.  That requires a fair bit of analysis and that's why -- one of the reasons why we need a fair bit of time to try to consider this.  

     MS. SEBALJ:  It is EGD 55.  

     EGD UNDERTAKING NO. 55:  TO DETERMINE OF THE BASKET OF 
TRANSACTIONAL SERVICES, WHICH ONES ARE STRICTLY 
RELATED TO STORAGE
     MR. WARREN:  Do you, Mr. Grant -- you may not have this number at your fingertips and perhaps you could undertake to get it -- do you have a forecast of what your forecast revenues are like for the beginning of 2007?  

     MR. GRANT:  I don't.  

     MR. WARREN:  My final question in this area, Mr. Grant and it really is a segue from what we were talking about and what is embodied in Undertaking number 55.  How would the company propose that the transactional services be accounted for, if you wish, under a PBR regime where there is no annual Board oversight or review of costs, revenues and that sort of thing?       

Has the company put its mind to that issue?  And if so, what is its proposal?  

     MR. GRANT:  Are you talking about a forbearance scenario?  In other words, the -- 

     MR. WARREN:  I'm talking only about transactional services and we were just discussing a few moments ago some possible concepts of the way it would work much how you would back the revenues out.  

     MR. GRANT:  Yes.  

     MR. WARREN:  In responding to my enquiry, you said is that the Board, in an annual rates case, would review these numbers and take a look at them.  But I am wondering if Enbridge has contemplated how it would work, when the Board isn't doing it annually as it would not be doing it under a PBR regime.  

     MR. GRANT:  My answer -- I may not have clearly provided you the context of my answer there.  My answer was that the Board has looked at these items in the past, year in, year out.  In a forbearance scenario it is really irrelevant to the Board's ratemaking process, as to what revenues, expenses, profits or losses are associated with this activity.  

     So it really doesn't matter whether it is a PBR regime or any other regime, what is going on with transactional services in a storage forbearance outcome.  

     MR. WARREN:  Can I ask you, Mr. Grant, to turn up page 12 of your prefiled evidence, Exhibit E, tab 1, schedule 1.  Page 12.  

     MR. GRANT:  Yes, I have that.  

     MR. WARREN:  At the bottom of page 35, the last question, last sentence, I'm sorry is:   

“Any revenues generated above a floor price are proposed to be deferred and disposed of between interested stakeholders including utility shareholders in a subsequent proceeding.”  

     Can you just describe for me how it is you contemplate that mechanism working.  

     MR. GRANT:  Yes.  Recall that this paragraph is responding to the Board's fourth question and it is -- our interpretation of that question is that it presumes a 

non-forbearance outcome of this proceeding.  So therefore the services -- and I am speaking about here for gas-fired generators -- would continue to be a regulated service.  And what my proposal here, the reference that you have picked up here, what we're really talking about here is 

that in that scenario where these services to gas-fired 

generators are -- continue to be regulated, then my earlier NGEIR evidence talks about a process that would capture the difference between a floor price and the market price that we're able to achieve, and that would be dumped into a deferral account.  

     The disposition of that deferral account, of course, would, in my view, from a procedural standpoint, be handled in a future rates case once we know what those dollars are.  

     We may not know what those dollars are until something like 2009.  

     MR. WARREN:  If there is no future rates case under PBR, how is it done?  

     MR. GRANT:  You know a PBR regime can always be designed to handle these types of one-off situations.  

     MR. WARREN:  Mr. Smead, I have only a couple of questions for you.  

     Is it fair, in the hope for interest of brevity, Mr. Smead, is it a fair conclusion, from my reading of the Navigant report, that you were retained to analyze the EEA report; is that fair?  

     MR. SMEAD:  That's correct.  

     MR. WARREN:  Can you tell me, Mr. Smead, whether you did any independent research or analysis in preparing the Navigant report?  

     MR. SMEAD:  The only independent research and analysis that we did was to verify that the -- oh, the prices used in analysing dynamics an so forth, the structural issues, that they were consistent with our own understanding.  Beyond that, we just evaluated the EEA process.  

     MR. WARREN:  My final question, Mr. Smead.  Was there some doubt as to the accuracy or completeness of the EEA report that prompted the need to have you read it, analyze it?  

     MR. SMEAD:  No.  Basically, from Enbridge Gas Distribution's standpoint, Mr. Warren, what we wanted to be able to do was to explain, in essence, explain an endorsement of the EEA general conclusions, and then a translation of those conclusions to the Enbridge system.  And that was really our role.  

     MR. WARREN:  In making that translation, do I take it that you didn't undertake any independent analysis or review, is that -- have I understood that correctly?  The numbers that you have just told me about.  

     MR. SMEAD:  Yes.  The one incremental piece that we did was to examine the relative size and market concentration of Enbridge versus Union in order to conclude that if there was a valid showing that the market was competitive enough for forbearance as to Union -- by we accepted the analysis that said it was -- then that conclusion was that much more true for Enbridge, given 

its relative size.  

     MR. WARREN:  Thank you.  Thanks very much.  Those are my questions.  

     MS. SEBALJ:  Thank you, Mr. Warren.  I had hoped to get this piece finished before the morning break.  Can I ask, Mr. Cass and the panel -- I believe it is just 

Mr. DeVellis then a few questions from us.  

     MR. LESLIE:  I had one question, sorry.  Thank you.  

     MS. SEBALJ:  Sorry, Mr. Leslie.  Are we okay to press on and do that or should we just take our break?  

     MR. GRANT:  I'm okay to press on, if you want to. 

     MR. CASS:  I'm fine.  

     MS. SEBALJ:  All right.  Mr. DeVellis.  

     CROSS-Examination by Mr. DeVellis:

     MR. DeVELLIS:  Good morning.  My name is John DeVellis, I represent the Schools Energy Coalition.  

     My first question, I'm going to ask for a breakdown.  You may want to do this by way of undertaking, of the percentage of EGD's exfranchise storage sales to -- that are, first of all, within the province of Ontario.       

MR. GRANT:  I'm sorry, the percentage of Enbridge Gas 

Distribution's exfranchise -- 

     MR. DeVELLIS:  Storage sales.  Are there ex-franchise sales outside of the Province of Ontario?  

     MR. GRANT:  No.  No.  We do not have any ex-franchise sales of storage services.  

     MR. DeVELLIS:  You don't have any ex-franchise?  

     MR. GRANT:  No.  

     MR. DeVELLIS:  I beg your pardon.  I understood differently.  

     Now, there's been some talk of the difference between the market price for storage and the cost-based price for storage sometimes referred to as the market premium.  

     Can you tell me your understanding or your view of what the reason for the market premium is? 

     MR. GRANT:  I can probably give a partial answer.  I will turn to my colleagues to complete it.  

     From the point of view of Enbridge Gas Distribution's 

embedded cost of service for its storage system, we have to 

remember that this system has been in place for going on 42 years.  And the assets are well depreciated.  They continue to be performing in an excellent way, thanks to the efforts of the people at Enbridge Gas Distribution, and more particularly at our storage operations.  So we operate and maintain the equipment in top-notch form.  And that's done through our O&M expenses.  As well, we will undertake capital programs to ensure that the entire system is running as efficiently as possible.  

     As a result of those factors, the efficient operation along with the historically depreciated costs -- capital costs associated with our storage system -- we have very, very low embedded storage costs in our rates, okay.  

     Now, compare that to a market that reflects 

today's costs often, at the margin, of providing storage into the market.  So we have this difference in facts that give rise to a very low embedded cost.  

     Now, of course over the years we have added to the system, and each time that we add to the system we're adding at the margin.  We're adding incrementally to our system, at the costs of the day.  

     Every time we've done that, we have found that those costs are significantly higher than the embedded cost structure that is there.  That's just a part of what regulation is all about.  So that is what derives, if you will, the low number in your question; that is to say, the cost of service.  

     With respect to market prices for storage and storage 

services, that is really a function of a very dynamic market out there, and a function  I think, of the interconnectedness of the entire system.  So those market prices really do reflect today's value for those services.  

     MR. DeVELLIS:  I just wanted to pick up on a question that was asked of you by Mr. Warren, and that was referring to Exhibit E, tab 1, schedule 1, page 10.  

     MR. GRANT:  Yes.  

     MR. DeVELLIS:  Referring again to that last sentence of the paragraph 28 at the top of the page, where you say that: 

“If Enbridge is successful if what it is seeking in this proceeding the risks associated with the transactional services activity should be removed or excluded from the Board's ratemaking process.”

     MR. GRANT:  Yes.  

     MR. DeVELLIS:  Can you provide me, then, with what Enbridge believes -- if that eventuality occurs -- what Enbridge believes would be the appropriate reduction in the return on equity.  

     MR. GRANT:  In which return on equity?  

     MR. DeVELLIS:  Well, the return on equity embedded in the cost of service rates charged to Enbridge's in franchised customers.  

     MR. GRANT:  There would be no change.  

     MR. DeVELLIS:  Well, I thought that the -- well, what the evidence says is that if Enbridge is successful, the net income and the costs as well as the risks associated with that activity would be removed from the ratemaking process.  

     MR. GRANT:  Right.  

     MR. DeVELLIS:  So your answer is that despite the fact that the risks would be removed, there would be no change in return on equity?  

     MR. GRANT:  That's correct.  

     MR. DeVELLIS:  Okay, thank you.  

     MR. GRANT:  You see, when we entered this business, when we got into the business we did not receive a higher return on equity for our regulated business as a result of entering the business.  

     So when it goes out of regulation, there, therefore, is no impact on the return on equity.  

     MR. DeVELLIS:  Those are my questions.  Thank you.  

     MS. SEBALJ:  Thank you, Mr. DeVellis.  I wanted to 

apologize, Mr. Leslie.  I inadvertently bumped you to the bottom of the list.  Mr. Moran threw me off by putting me in the middle of my list yesterday. 

     MR. LESLIE:  It is my fault because I had to leave a little bit early.  


CROSS-EXAMINATION BY MR. LESLIE:  

     MR. LESLIE:  Well, I have the mike, I have resumes for our panel, and I apologize that they hadn't been available earlier, but I will leave them on the table at the side of the room at the break so that people can review them if they wish.  

     MS. SEBALJ:  Thank you.  

     MR. LESLIE:  Mr. Grant, I think this is a question for you and it may be best to do it by way of undertaking.  

     My understanding is that Enbridge conducted a request for proposal for storage in the fall -- last fall, fall of 2005?  

     MR. GRANT:  Yes, that's correct.  

     MR. LESLIE:  And that was a result of a contract with Union having expired?  

     MR. GRANT:  Yes.  

     MR. LESLIE:  What I am looking for, sir, in a very general way, is a description of the process that you engaged in in that request for proposal.  The number of parties who were asked to submit bids and the number that responded.  I know Union was the successful bidder, but I assume there were others.  If you can tell me, without disclosing confidential information, I would be 

interested in knowing who the others were by category.  Not their names, but what kinds of businesses they were in.  

     MR. GRANT:  I would need to speak with one of my 

colleagues, Mr. Charleson, on this.  So I would have to take this as an undertaking and follow up with him.  

     MR. LESLIE:  That's fine, sir.  And if I might just one final thing.  I would be interested in your views on whether the results of that request for proposal indicated that there were competitive options open to Enbridge.  

     MS. SEBALJ:  That's part of the same undertaking?  

     MR. LESLIE:  Yes.  

     MS. SEBALJ:  That is EGD number 56.  

     EGD UNDERTAKING NO. 56:  TO PROVIDE DESCRIPTION OF 
REQUEST FOR PROPOSAL PROCESS/LIST OF BIDDERS BY 
CATEGORY  

     MR. LESLIE:  Thank you very much.  

     MS. SEBALJ:  Thank you, Mr. Leslie.  

     We just have a few -- is there anyone else that I have 

inadvertently bumped off my list?  We just have a few brief 

questions.  

     CROSS-EXAMINATION BY MS. SEBALJ:  

     MS. SEBALJ:  My first question, I believe, is with respect to the View Communications report.  Are there any key differences between the CRTC approach for forbearance and telecom and an approach derived from the Merger Enforcement Guidelines, and in particular, does the CRTC do things differently from the Competition Bureau?  

     MR. McKEOWN:  I think the short answer is, yes.  In 1994 the CRTC initiated a proceeding to review the regulatory framework.  And part of that proceeding was to look at what forbearance criteria it should use when receiving an application.  

     And much of the evidence it received at the time had to do with the merger enforcement guidelines.  And it looked at those very carefully; in fact you will see in decision 94/19, it relied on that structure to some extent, but certainly not exclusively.  

     Since that time, the commission has continued to use its framework, but it has been modified depending on the specific circumstances, and even as the market has changed, its modified its own approach to looking at forbearance applications.  So although the Merger Enforcement Guidelines were the basis for developing the CRTC's own approach, they certainly weren't the only input 

and I think over the years the Commission has deviated probably more and more from it.  

     And that probably is most clear in the latest decision 

issued in April with respect to forbearance criteria and the use of those for local telephone services.  There, the Commission introduced, I would say, some new criteria that aren't really reflected at all in the Merger Enforcement Guidelines.  Again, the new criteria or the changes to the criteria simply reflect the nature of the telecommunications market.  

     In fact, that is part of the purpose of my report, to show that the Commission and presumably the Board would not stick to very specific set of rules, a specific blueprint, that there's a great deal of room and discretion for creating a set of forbearance criteria that are reflective of the -- that are reflective of the industry.  

     MS. SEBALJ:  You mentioned other inputs other than the MEGs.  Can you talk to me a little bit about those? 

     MR. McKEOWN:  Oh, other than the Merger Enforcement 

Guidelines?       

MS. SEBALJ:  Yes.  

     MR. McKEOWN:  Yes.  But I am not sure I can give them to you off the top of my head.  Can I do that by way of undertaking?  

     MS. SEBALJ:  Sure.  That would be great.  That's EGD number 57.  

     EGD UNDERTAKING NO. 57:  TO PROVIDE INPUTS OTHER THAN 
THE MEGS

     MS. SEBALJ:  Thank you.  This question is probably directed to you, Mr. Smead.  In electricity markets a great deal of attention is paid to something called load pockets - I'm not sure if you are familiar with those - and the mitigation of market power within load pockets when they occur.  Load pockets are a result of transmission constraints.  

     It's thought that operators or sorry generators within load pockets may have considerable market power.  

     MR. SMEAD:  Yes.  

     MS. SEBALJ:  Do you think there is an analogy between this situation and the natural gas storage case?  And just let me clarify.  If there are occasional upstream transmission constraints into the Dawn hub, could these result in enhanced market power for storage owners in the Dawn area? 

     MR. SMEAD:  The basic problem of transmission constraints, of pipeline transmission constraints in the first place -- and its effect on prices and its effect potentially on market power -- is an important one.  I mean, it is the most frequently observed reason that price differentials move up rapidly.  

     The difference at Dawn is that there are multiple ways of getting there, and there are -- and really, in Ontario there is a two-way flow across the border.  So the likelihood of running into price-affecting transmission constraints appears to be pretty low.  

     If physical constraints caused gas not to be able to get across the border incrementally or commercially, not to be able to get across the border incrementally, such that basis started moving up rapidly, then the particular holders of storage space would, on the downstream side of the constraint, would potentially have a degree of market power until the constraint went away.  

     So the thing I am struggling with honestly is that, to the best of my knowledge, this hasn't happened at Dawn,  

historically.  It's been an extremely robust and liquid 

commercial hub, but if everything got constrained to that point it could be a concern, yes.  

     MS. SEBALJ:  Thank you.  I think there's mention also in your report of price correlation.  I wanted to ask whether you think, does a high level of price correlation between sales in two product areas necessarily imply that those products are in the same product market?  

     MR. SMEAD:  No.  It does indicate that there is a degree of -- some strong degree of communication between those markets, which may be effective competition.  So it's a preliminary indicator.  

     The second sort of price statistical indicator, which we honestly considered to be more important in the EEA analysis, is the statistical analysis of the price differentials between areas, how volatile have they been?  How consistent have they been?  What do the standard deviations look like?  And where those are pretty stable, you've got a very strong indication that there is predictable, effective commercial communication between 

the markets so that they are in the same trading region.  

     MS. SEBALJ:  Thank you.  I will turn it over to Mr. Man who has a couple of questions. 


CROSS-EXAMINATION BY MR. MAN: 

     MR. MAN:  Just one follow up question on Ms. Campbell's question yesterday regarding the Enbridge New York Stagecoach facility.       

I believe Mr. Grant, you mentioned that you have 

ten-day storage service deal with Constellation; am I correct?  

     MR. GRANT:  That's correct.  It's essentially an exchange arrangement.  

     MR. MAN: So does Enbridge hold capacity as stage 

coach, I mean storage?  

     MR. GRANT:  Enbridge holds capacity there, but as I say, the arrangement is essentially to have the service delivered into our CDA.  So physically speaking, the gas isn't necessarily moving from that storage point into our CDA, it's done transactionally. 

MR. MAN:  So physically, is the gas you provide to Constellation at Stagecoach?  

     MR. GRANT:  Yes.  

     MR. MAN: And Constellation will return the gas at the CDA?  

     MR. GRANT:  Yes.  It has to move on another system to do it, to actually get it here, but that's essentially the arrangement.  And I believe there is a certain amount of optionality that is associated with this service that we have negotiated; that we would benefit from to keep the cost of it down, and the net cost of it down, from our standpoint.  

     MR. MAN: When you mentioned ten days, is that -- does this mean any ten days that you can call on this service?  

     MR. GRANT:  Yes.  It is meant to replace or -- not 

necessarily replace, but it is meant to be a service that is compatible with winter peaking service.  So we would be using it on those very cold days.  

     MR. MAN: So in your opinion, do you believe that there are many players in the market that will offer these types of services?       

MR. GRANT:  My understanding is that there are a number of players that would offer these types of services.  This is one of these services that is available to us and to others, because of a well-functioning marketplace.  

     MR. MAN: And will a lot of volumes be available, like Mr. Thompson said, 7 Bcf?  

     MR. GRANT:  I don't know.  

     MR. MAN: So this storage or kind of a storage deal; right?

     MR. GRANT:  Yes.  

     MR. MAN:  It's a substitute of physical storage?  

     MR. GRANT:  It's a substitute for winter peaking service, that's how we view it, which is a service that is off a pipeline.  

     MR. MAN: Thank you. 

     MR. GRANT:  It could also be a substitute for peaking 

service from an alternative storage provider.  

     MS. SEBALJ:  I lied.  I have one more follow up, sorry, Mr. Grant.  I have been thinking about your discussion earlier with respect to the Board -- this being sort of an evolutionary process in your mind, and that the Board would review, in the future, potentially review some of the decisions its made here.  

     I relate it back to, I don't know if you are aware of 

APPrO's evidence on a different issue, where they asked for -- one of their proposals was for a review, potentially in 2008.  I wondered whether you had any -- of the generator rates issues.  I wonder if you envisioned a review period or a board process sometime in the future with respect to this storage issue.  

     MR. GRANT:  With respect to the forbearance issue?  

     MS. SEBALJ:  Yes.  

     MR. GRANT:  Well, the Board certainly has discretion to pursue such a thing.  So the way I would see it working, and this really goes to the discussion I was having with Mr. Warren, as it relates to implementation of a forbearance decision, these are things that the Board has full discretion on, in my view, and if the Board felt that there were processes that would properly give effect to its decision in this case, that it needed into the future, then it could so indicate.  Again, I think the Board has all of the discretion on that point to do that if it found that it was necessary.  

     MS. SEBALJ:  I guess what I'm asking is whether you think it's necessary, based on your proposal.  

     MR. GRANT:  I think it would be necessary for, again, for the area that I discussed with Mr. Warren.  

     I think -- my sense of this issue, this forbearance issue is that at the end of the day the Board may want to have some kind of a monitoring process or role so that the Board could monitor the market once it is forborne; monitor prices.  Not regulate the prices, but certainly be aware of what's going on in the market.  I think that would be a logical outcome to a forbearance decision.  

     MS. SEBALJ:  Sorry, this is turning into more than one last question.  Do you think something in the nature of what was done in the electricity market, an MSP, market surveillance panel, is that what you envision?  

     MR. GRANT:  Nothing that formal.  I think really it can be quite simple, in terms of a monitoring process.  In fact it may not involve any of the participants in this room.  It may simply involve the Board informing itself by way of available data in the marketplace.  

     MS. SEBALJ:  Thank you.  Those are our questions.  

     Let's take a very late morning break.  My apologies for that.  If we could come back at, say, quarter after 11 and start with the Union panel.  

     --- Recess taken at 10:50 a.m.   

     --- On resuming at 11:15 a.m.  

     MS. SEBALJ:  If I could just ask everyone to start to settle in.  I will turn it over to Mr. Leslie to introduce the Union panel. 

     MR. LESLIE:  Thanks very much, Kristi.  The Union panel comprises, to the far left, Mark Isherwood who is director of business development, Union Gas.  Next to Mark is Steve Poredos who is director, storage and transportation capacity management.  

Next is Mr. Bruce Henning, who is a principal with EEA, the consultants who prepared the competitive analysis which has been filed as part of Union's evidence.  We have now put resumes for each of the witnesses on the table, but by way of introduction, let me say that Bruce was the chief economist for the American Gas Association.  And was also a member of the Pipeline Competition Task Force that -- whose recommendations formed the basis for FERC's guidelines on what I think of as deregulation which were published in 1996, I believe.       

Next to Bruce is Professor Richard Schwindt.  Professor Schwindt is from Simon Fraser University.  He is an expert on competition analysis, and, in particular, competition analysis as applied in Canada.  He's been involved in a great number of cases involving issues such as mergers and abuse of dominant position, which invoked the same competition issues as the storage part of these proceedings do.  

     Finally, Mike Sloan is also with EEA, he, along with Bruce prepared the study that we filed.  Mike has been involved in energy analysis for over 20 years.  He has appeared before the OEB, NEB and FERC on a number of cases.  

     I only have one -- I think there is one revision to the evidence that Mr. Sloan can speak to.  

Mike, could you do that now.
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     MR. SLOAN:  Thank you, Glenn.  There is an omission in tables 12 and 13 of the evidence.  So that there is no suspense I'm not going to give you the new numbers I'm us just going to under at that I can to provide them as quickly as we can, but let me tell you what the omission was and what the impacts of the omission are on the overall analysis and conclusions.  

     One of Duke's affiliates, Texas Eastern owns a partial share of two relatively large storage fields in Pennsylvania that are included in our non-core market areas in the concentration analysis.  When we were putting together the numbers, we put them together by operator, as opposed to ownership interest.  And because they were Duke affiliates, they should have been separately identified and included on those tables, and in the analysis results represented on those table.  

     Including the two Texas Eastern storage fields on the tables would have very slightly reduced the HHI concentration, and the change has absolutely no impact on the conclusions of our analysis.  

     MS. SEBALJ:  Did we want to give that an undertaking number, is that appropriate?  

     MR. LESLIE:  That's fine, thank you.  

     MS. SEBALJ:  I believe we're on Union under number 30.  

     UNION UNDERTAKING NO. 30:  TO PROVIDE UPDATED TABLES 
12 & 13

     MR. LESLIE:  Thank you, that's all I have.  

     MS. SEBALJ:  Thank you, Mr. Thompson.  

     CROSS-Examination by Mr. Thompson:  

     MR. THOMPSON:  Yes.  Good morning, panel.  I'm Peter 

Thompson for IGUA and AMPCO and board counsel has kindly allowed me to proceed on the basis I wouldn't be very long, despite my threat yesterday.  

I will save my powder for the hearing.  

     Just first of all a couple of preliminaries and I guess, Mr. Isherwood, I should direct these to you.  

     Union is a company wholly owned by Duke?  

     MR. ISHERWOOD:  That's correct.  

     MR. THOMPSON:  And so in that connection, you're the 

-- you're like MRP another wholly-owned Duke company. 

     MR. ISHERWOOD:  That's correct.  

     MR. THOMPSON:  Mr. Reed gave evidence on behalf of MRP.  Generally speaking, does Union support that evidence?  

     MR. LESLIE:  Mr. Thompson, I think you may have misspoke yourself.  You referred to MRP, it is MHP.  

     MR. THOMPSON:  MHP, sorry, I did misspeak myself.  I assume you know who I was talking about. 

     MR. LESLIE:  They knew who you were talking about.  I just wanted to make sure the record did, too.  

     MR. POREDOS:  Mr. Thompson in general we are supportive of the evidence of MHP.  

     MR. THOMPSON:  Thank you.  Through MHP and Mr. Reed we heard that that Duke-owned company is seeking market-based rate authority and storage.  Did you hear that evidence, Mr. Isherwood?  

     MR. ISHERWOOD:  Not exactly those words, no.  

     MR. THOMPSON:  I'm sorry?  

     MR. ISHERWOOD:  No.  

MR. THOMPSON:  You did not hear?  

     MR. ISHERWOOD:  In terms of yesterday?  

     MR. THOMPSON:  Yes.  

     MR. ISHERWOOD:  I was reading and listening at the same time so I may have not have heard that one. 

     MR. THOMPSON:  Did you read it?  If you didn't hear it, did you read it?  

     MR. ISHERWOOD:  To be honest, I haven't read their evidence in that much detail to try to defend it today.  

     MR. THOMPSON:  Well, is Union seeking the same thing, 

market-based rate authority? 

     MR. ISHERWOOD:  We have market based rate authority today.  We're seeking the ability to go to market rates, market prices.  

     MR. THOMPSON:  So do you distinguish between forbearance and market-based rate authority like EGD does?  

     MR. ISHERWOOD:  Yes.  

     MR. THOMPSON:  So whereas one Duke company is seeking market-based rate authority, Union is seeking forbearance?  

     MR. ISHERWOOD:  We're seeking forbearance. 

     MR. THOMPSON:  Thank you.  Now can you answer this, Mr. Isherwood.  Does the Board, under your forbearance scenario -- that's Union's forbearance scenario -- retain jurisdiction over all revenues, costs, returns associated with the activities in which you're asking the Board to forbear?  

     MR. ISHERWOOD:  We're asking the Board to forbear for 

exfranchise markets, and for that part of the storage market we're asking for the Board to forebear from cost and revenue regulation.  

     MR. THOMPSON:  Yes.  But is it your position they have 

to do that if they make a forbearance decision?  Or is that 

something in their discretion?  

     MR. ISHERWOOD:  It would be our position that if they 

conclude the market is competitive, then it's an outcome of that decision.  

     MR. THOMPSON:  Thank you.  Now, in terms of the storage operation, the transmission operation and the distribution operation, is that system integrated?  

     MR. POREDOS:  Yes, Mr. Thompson, that is being operated as an integrated system. 

     MR. THOMPSON:  If the Board forbears, will it continue to be operated as an integrated system?

     MR. POREDOS:  The proposal that Union Gas has put forward really suggests we're not changing the business in a large way, in the way we operate it, the way we manage it.  It would really be removing the revenue and costs from regulation in a competitive market for those revenues and costs tied to the exfranchise which does operate in a competitive market. 

     MR. THOMPSON:  I will come back to understanding that in a moment, if I might.   

     But EGD, in the -- just so I understand on this forbearance piece, EGD, in terms of the in-franchise market is saying, forbearance with an exemption.  But am I correct Union is saying, no forbearance?  

     MR. POREDOS:  What the position Union has is that for infranchise markets there would be no change to the way they're regulated, to the way that we would provide the services.  The only change for infranchise markets would be that any incremental storage requirement, because of growth and otherwise, would be purchased in the competitive market and rolled into rates.  



For exfranchise customers that are in the competitive market, all revenues and costs would be removed because the market is competitive, and thereby a decision of the Board that the market is competitive basically suggests that the Board would forbear as a part of the Act.  

     MR. THOMPSON:  Okay.  But the rationale for not forbearing in infranchise markets, is it because of the EEA report?  There's insufficient support to justify forbearance in the infranchise markets?  

     MR. POREDOS:  As Union had originally had looked at removing all storage into the competitive market, including infranchise storage, but based on storage service that is competitive are tied to infranchise services that are monopoly services, including transportation and distribution, we don't believe at this time that it is appropriate to move that into competitive market, nor for the Board to forbear from that market.  

     MR. THOMPSON:  Right.  Let me ask the EEA witnesses.  Does your report conclude that competition for the infranchise market is insufficient to protect the public interest?  

     MR. HENNING:  Mr. Thompson, let me try to explain the answer this way.  

     As the report states, we have done a market competition analysis for storage and the storage function.  We find that market to be sufficiently unconcentrated to justify a decision of forbearance.  

     However, as the Competition Bureau evidence in this 

proceeding, or in the previous proceeding indicated, there are other issues that arise when you start looking at the 

infranchise.  And what we are stating in this report is that the analysis of an unconcentrated storage market, in and of itself, is insufficient to justify a finding of workable competition in that and to justify forbearance.  

     MR. THOMPSON:  I think that is an answer, yes, to my 

question?  

     MR. HENNING:  It is a conditioned answer "yes."  

     MR. THOMPSON:  Okay.  Thank you.  Let's just move on, then, to, if I could, understanding the proposal, and the Union witnesses can help me with this.  

     In terms of exfranchise, currently you have market-based rate authority.  

     MR. POREDOS:  That's correct. 

     MR. THOMPSON:  So when you say you're proposing forbearance there, in terms of the pricing to those customers, no change?  

     MR. POREDOS:  There would be no change to the pricing from those customers, nor the way we operate in that market.  

     MR. THOMPSON:  All right.  

     MR. ISHERWOOD:  If I could just add to that.  Currently we're selling storage under market-based rates, which is through a range rate.  With true forbearance there would be no range rate.  There would be no Board-approved range rate.  The other aspects of that market where the Board still has oversight in terms of approving individual contracts that go outside of a blanket order.  So there would be impacts to how we would go to market for the exfranchise market.  

     MR. THOMPSON:  Well, just so I understand that, you price your exfranchise service a certain way today, and you take in extrinsic and intrinsic values, I think you told us the last time you were here.  

     Is that going to be the same tomorrow?  

     MR. ISHERWOOD:  I think to the extent that a customer bid in open season for storage, the price they're willing to pay won't change as a result of there being within a range rate or not being within any rate.  So in terms of the price the customer is willing to pay, that wouldn't change, provided that that price is still within the range, obviously.  

     MR. THOMPSON:  So you don't need forbearance to justify the way you're going to operate, in terms of selling your service into the exfranchise market?  

     MR. ISHERWOOD:  Unless the storage was sold in a fashion that was outside of the current range, as an example.  So the current range, just over the last rate proceeding, 2007 rate proceeding, we had applied to have the ranges expanded.  That type of application wouldn't be required in the future if the Board truly forbeared from regulation of storage.  

     MR. THOMPSON:  Let's stick on the exfranchise proposal, then.  With your forbearance proposal and the bells and whistles that go with it, the bottom line is you get the premium; that is, the price over the cost-based rate.  Let's take long-term storage as an example.  There is a premium there today.  

     MR. POREDOS:  We would not only get the premium.  We would also shift the costs outside of regulation.  So we take the risk on that market going forward, whether it is higher or lower than today's market.  Today's market is quite high, to tell you the truth.  The situation in today's market is there is a significant premium.  In the future, I don't believe that that premium can be 

sustained.  

     MR. THOMPSON:  Well, we will keep an eye on it.  

     MR. POREDOS:  I'm sure you will.  

     [Laughter]  

     MR. THOMPSON:  But the bottom line of all of that is 

-- that just is a big whack to infranchise ratepayers, right?  Their rates will go up by $33 million?  

     MR. POREDOS:  The rates will go up by the amount that we had suggested in our evidence.  I think it was $31.4 million.  And that would then be subject, also, to the ADR negotiations and agreement.  But, again, when you have a situation where the Board has agreed or decided that the market is competitive and you move the revenues and costs outside of regulation, the company is taking all the risk on that up and down.  

     MR. ISHERWOOD:  If I could just add to that.  The impact of that $31 million would be no different than in the Board decided that the whole market should go to cost and service.  If the whole market went to cost and service then the 31 million would disappear as well.  It would be the same impact on infranchise customers. 

     MR. THOMPSON:  I am aware of that.  I just want to 

follow through on, now, your forbearance in this exfranchise area, because you're going to take out not just the premium, you're going to take out gross revenues, right?  That's what you should be doing, if you're not planning to do that.  

     MR. ISHERWOOD:  All revenues.  All costs. 

     MR. THOMPSON:  Yes.  All revenues.  So where in the evidence do I find the gross revenues attributable to exfranchise activity, the gross expenses, the gross rate base, the depreciation, the property tax?  You're basically going to be splitting your rate base.  

     MR. POREDOS:  We've included in the evidence, I think it was $31.4 million dollars prior to the ADR negotiations as the revenue.  We have not gone to the extent of identifying all of the costs or all of the rate base that would have to be shifted.  


That is something that we will have to do as we go through this.  

     The Board, in our understanding in this Technical Conference, or this hearing that's coming up, is really trying to make a decision on competition and whether it exists.  Once they make that decision, one way or the other, there will be further work required in terms of splitting those revenues and costs.  

     MR. THOMPSON:  We just settled your 2007 rate case and the next one is supposedly incentive regulation.  So when do we get to determine how we're going to carve up the integrated system of Union Gas to take out the entire exfranchise business piece?  

     MR. POREDOS:  I'm not aware of that procedural order or the way we're going to do it.  The evidence we've put forward is that this would be -- in this proceeding, that is the decision that the Board is looking to make one way or the other.  

     MR. THOMPSON:  Is the proposal essentially to split your rate base between an infranchise and exfranchise market?  

     MR. ISHERWOOD:  It could potentially become a cost 

allocation process, for sure.  But that as Steve pointed out, really at this time we're focussed on the policy decision of is the market competitive or not.  Then that would be a follow-up step in terms of what the steps are.  

     MR. THOMPSON:  But the parts you're splitting out you say falls outside of regulation.  Right now everything's in rate base, cost of service.  Exfranchise, infranchise.  Garbage cans.  The whole – 

     MR. ISHERWOOD:  That's correct.  If the Board did approve that the market was competitive and they forbeared from regulation, then we would have to do the next step.  

     MR. THOMPSON:  But you can't help me with when that next step is going to be?  

     MR. ISHERWOOD:  I think that the timetable would be 

different by the Board's timetable.  

     MR. THOMPSON:  All right.  Then just on -- so that's the rate base piece that's serving exfranchise storage business at the moment.  You've still got distribution and transmission and storage serving the infranchise piece.  You've got transmission serving the exfranchise piece, I assume.  Some transmission going to come out too?

     MR. ISHERWOOD:  No, it's not.  

     MR. THOMPSON:  Why not?  

     MR. ISHERWOOD:  The Board's proceeding here is evaluating the market around storage.  Transportation services would be quite a different question.  It's still regulated, it’s still cost of service.  

     MR. THOMPSON:  All right.  Then in terms of the 

transactional service business, I think you told us last day you were here, Mr. Isherwood, that Union, like Enbridge, uses the portion of its storage assets that are dedicated to serving infranchise utility customers, to support that business; is that right?  

     MR. ISHERWOOD:  Can you ask the question again, sorry.  

MR. THOMPSON:  This was about transactional services.  

     MR. ISHERWOOD:  Right.  

     MR. THOMPSON:  This is not the premium associated with 

long-term storage, but transactional services business.  

     I understood you to say that that was activity that was based on your use of assets that were allocated to infranchise customers.  

     MR. POREDOS:  The portion of assets that are allocated to exfranchise or used for exfranchise services.  But Union also does use infranchise, manages infranchise assets and does optimize those to the extent that customers don't fill right at the end there is an opportunity to sell a bit of storage off peak or some other services yes we do do transactional services on those.  

     Any transactional services that are related to storage in the future would also be sold in the competitive market and would be considered a part of this move.  

     MR. THOMPSON:  So you're taking -- your proposal is similar, it is the same as Enbridge's then.  The revenues from transactional services are going to no longer be recorded in deferral accounts and shared. 

     MR. POREDOS:  If they're tied to the storage asset they would be moved outside.  Those revenues are included in that $31.4 million.  

     MR. THOMPSON:  So we have the same problem then in 

determining what comes out if those revenues come out.  But at this time they're on the utility infranchise side of the ledger as opposed to the exfranchise side of the ledger. 

     MR. POREDOS:  As we stated we would have to go through a cost-allocation exercise to split revenues and costs that are attributable to the exfranchise market.  

     MR. THOMPSON:  Yes.  I'm not so sure it is allocation or separation, but we'll deal with that later when it comes up.  Thanks.  

     Now, just in terms of the infranchise customers.  Right now, you have bundled services and unbundled services available in both the southern operations area and the northern operations area.  

     MR. POREDOS:  Yes, that's correct.  

     MR. THOMPSON:  And whether my clients are taking bundled or unbundled services, am I correct that the storage component of those rates will continue to be cost-based?  

     MR. ISHERWOOD:  That's correct.  

     MR. THOMPSON:  And that won't change until somebody comes in and says, it's now time to forbear; is that right?  

     MR. ISHERWOOD:  That's correct.  

     MR. THOMPSON:  Let's turn then briefly to storage 

development.  Did Union historically conduct its own sort of storage exploration and development program?  

     MR. POREDOS:  Yes.  Union did.       

MR. THOMPSON:  How far back does that go?  

     MR. POREDOS:  Well, that's a good question because that's prior to my time, and I have been there for over 26 years so...

     MR. THOMPSON:  All right.  Is future storage development now being conducted on behalf of the Duke organization by MHP Canada, I'm talking about in Canada.  

     MR. POREDOS:  MHP is doing exploration and developing 

storage in Canada.  Union, at this time, does not have any 

prospects to develop any new storage pools.  

     MR. THOMPSON:  All right.  So Union's out of that business?  Is that -- am I right? 

     MR. POREDOS:  We're not developing any new pools at this time.  

     MR. THOMPSON:  Now, MHP gave evidence the other day that it did have a project it proposed to the Board in 2002.  Do you recall that, Mr. Isherwood, or any other of the --      

MR. ISHERWOOD:  I believe that is the St. Clair pool they were talking about, I think. 

MR. THOMPSON:  Pardon?  

     MR. ISHERWOOD:  Was that the St. Clair pool?  

     MR. THOMPSON:  Yes.  

     MR. ISHERWOOD:  Okay.  

     MR. THOMPSON:  That, as I recall it, was based on a contract that Union had entered into with MHP?  Can you help us with that?  

     MR. ISHERWOOD:  Not in any level of detail, no.  

     MR. THOMPSON:  Can somebody undertake to determine the 

nature of the contract that was entered into at that time between Union and MHP?  

     MR. ISHERWOOD:  Sure.  

     MR. POREDOS:  Mr. Thompson, just to be sure that I 

understand what the question is.  The contract at that time, that project was pulled from the proceedings and may not go forward.  And in that context, you just want to know about the contract at that time?  

     MR. THOMPSON:  I just want to know about the contract.  I know it was pulled.  Do you know why it was pulled?  

     MR. POREDOS:  I was not part of that decision.  

     MR. THOMPSON:  Okay.  So could I just have an undertaking to get the details of the contract?  

     MR. POREDOS:  Sure.  

     MS. SEBALJ:  That's Union number 31.  

     UNION UNDERTAKING NO. 31:  TO PROVIDE DETAILS OF 
UNION/MHP CONTRACT REGARDING ST. CLAIR POOL

     MR. THOMPSON:  That pool has remained undeveloped?  

     MR. POREDOS:  That's correct.  

     MR. THOMPSON:  But is it one of the pools that MHP is now proposing to develop under the auspices of its 

market-based rate regime?  

     MR. ISHERWOOD:  That's correct.  

     MR. THOMPSON:  Is it Union planning to acquire some of that storage again?  

     MR. ISHERWOOD:  As I understood from Mr. Redford when he testified, that MHP will be doing their own marketing of that pool.  They will be doing their own open season of that pool.  

     MR. THOMPSON:  Okay.  Let me move to the market power 

analysis just quickly.  

     Just before I do that, Mr. Isherwood, there are undertakings provided -- undertaking responses provided by Union.  One is undertaking 15.  This was an answer from Mr. Kitchen to Mr. Brown, showing the cost-based rate for storage space at about 31 cents per gJ for proposed 2007.  Would you take that subject to check?  

     MR. ISHERWOOD:  That's correct.  

     MR. THOMPSON:  Then your undertaking response 16 indicated -- does it indicate that the market-based value 

-- looking at intrinsic only of storage -- is about 92 cents US MMBTU.  I'm looking at page 4. 

     MR. ISHERWOOD:  That was the price based on the NIMEX close of business on March 29th, so that was a snapshot in time. 

     MR. THOMPSON:  Just taking that snapshot in time, can I then conclude that -- sorry, 92 US would be about a dollar?  

     MR. ISHERWOOD:  Approximately. 

     MR. THOMPSON:  Give or take.  So the ratio of 

market-based storage value to cost-based 2007 is over three-to-one.       

MR. ISHERWOOD:  A little less than three-to-one, but it's close to three to one.  

     MR. THOMPSON:  Thank you.  Now.  EEA witnesses, there's been discussion here about the price threshold considerations to be made when doing a market-power analysis.  

     Have you folks been listening to that with great interest?  

     MR. HENNING:  Yes.  

     MR. THOMPSON:  All right.  One of you, apparently, wrote the FERC policy statement on this, so you must be aware of it.  

     MR. HENNING:  I had a role in the Pipeline Competition Task Force, which was -- according to statute in the United States, a federal advisory group that submitted a report to the Commission.  The Commission wrote the policy statement.  

     MR. THOMPSON:  Okay.  Can you tell me why you didn't apply the price threshold test here, given that Union's market-based value versus cost-based is about -- it's over 300 percent greater than the cost base?  

     MR. HENNING:  Well, there are a couple of things to that and I would like to take just a second to talk about it.  

     First, there are still, as was noted earlier by other 

witnesses, issues that the genesis of the price test is from the Department of Justice, which makes the 10 percent price comparison versus the price that would exist otherwise in a competitive market.  

     The Commission in the policy statement did make reference to the 10 percent versus the cost-based rate, and that is still an issue that some disagree with.  But even within that context, it's important to note a very significant difference between cost-based ratemaking in the United States and cost-based ratemaking here in Canada.  And there, the major difference is that in Canada there's a very strong presumption for rolled-in rates, regardless of the difference between the incremental cost of the 

facility and the existing fully depreciated rate of the existing stock.  

     In the United States, the presumption is that if there is a more than 5 percent difference in the effect of rolling-in the incremental cost, the presumption is for an incremental rate for those services.  

     So even if you take a look at the comparison of the 10

percent, it's inappropriate to look at the fully depreciated rate for all rolled-in existing services, and even if you buy the presumption -- which many do not -- that the Department Of Justice Merger Guidelines should look at that cost base rate, one has to look at it vis-à-vis the incremental cost of expansion, not the rolled-in rate.  

     MR. THOMPSON:  There's none of that in your report.  

     MR. HENNING:  I beg your pardon?  

     MR. THOMPSON:  There's none of that in your report, is 

there?  Did you folks even consider the price threshold test?  

     MR. HENNING:  Yes.  We discuss it in there and Dr. Schwindt talks about the differences in the United States and in Canada.  

     MR. THOMPSON:  But did you ask Union what their value was versus the rolled-in rate?  Did you ask them what their 

incremental charges were?  

     MR. HENNING:  I have no direct knowledge of their 

incremental charges for storage.  In fact, my understanding is, right now they're not in the process of developing.  I have to look at what the incremental costs of storage for all of the market -- of the potential providers are, and those other potential market provider storage are unlikely to want to tell me. 

     MR. THOMPSON:  But in terms of people that are going to be moved off a cost-based rate to a market rate, one of the things they will look at is the price threshold.  

     MR. ISHERWOOD:  There is no one actually moving off of cost-based rates.  The exfranchise market is currently at market.  They're paying the market price today.  So the three to one ratio is not relevant in this discussion.  

     MR. HENNING:  Moreover, if I may, Mr. Thompson.  The  point was made there is a snapshot value for the intrinsic 

value for storage.  That changes day-to-day, month-to-month and year-to-year.  You can get an idea of the variability of that over the recent past from our table 5, where we look at the seasonal values of injection to storage.  What you find, in several of the most recent years, it's well below 30 cents.  In fact, in one particular year it was negative to the tune of about a dollar.  

     So there is risk involved in being in the storage business and selling into that market.  

     MR. THOMPSON:  All right.  Well, let me move on.  Just on this issue of substitutes.  Since you're not really proposing to -- you're not suggesting that my clients, infranchise customers -- well, are you suggesting they have substitutes for the storage they're currently getting from Union?  

     MR. HENNING:  I believe that they do.  

     MR. THOMPSON:  All right.  Well, let me just go down 

-- they're insufficient, I gather, to lead you to conclude that the infranchise market should move to market-based rates. 

     MR. HENNING:  It's my understanding that they have the 

option to take unbundled rates.  Were they to choose to do so, they would have sufficient options for the acquisition of storage substitutes in the marketplace.  

     If they choose to remain on the bundled rate, then in this particular formulation, we are not proposing that our analysis is sufficient to deregulate the storage portion of the bundled rate.  

     MR. THOMPSON:  Well, that's going to be cost base for both bundled and unbundled. 

     MR. ISHERWOOD:  As Union put in their evidence, it 

definitely would be cost-based for bundled and unbundled.  One of the issues we considered was how far has the market chose by themselves to go to the unbundled world.  Given that very little of the market has actually gone to unbundled, we concluded, as Mr. Poredos noted, that because it's bundled -- even as unbundled service you're still combining it with distribution and transmission service, that we would keep it all at cost of service.  Once the market elected to go largely unbundled, that 

would be a signal to us to go back and relook at whether it 

should be cost-based or market-based.  

     MR. THOMPSON:  Right.  So if you can lure them off 

unbundled, lure them off bundled onto unbundled on the 

basis of cost-based storage charge, then at some point they've slit their throats because they're going to be moved into market based storage.  

     MR. ISHERWOOD:  Union firmly believes in offering customers choice.  Today they have a choice between bundled and unbundled rates.  To the extent that they go to unbundled in significant quantity, then we would need to relook at that question.  

     MR. POREDOS:  The other thing I would add to that, Mr. 

Thompson, is as Mr. Henning had pointed out, storage values do go negative.  If an unbundled customer, even a T-service customer at that time chose not to contract for our storage and buy an alternative that is cheaper than our cost, they're quite welcome to do that.  That is their opportunity to relieve themselves of some costs.  

     MR. THOMPSON:  Okay.  Well, I understand what you are up to now.  

     [Laughter] 

     MR. THOMPSON:  Let me then just bring this to a conclusion by bringing you to page 34 of your report.  This is the EEA report where you talk about market pricing behaviour.  It goes on for several pages and several tables.  

     The point that I took from this, and I may not be capturing it, but you're co-relating the prices, commodity prices for gas at various points; is that right?  

     MR. HENNING:  That's correct.  

     MR. THOMPSON:  So if we take one point in Michigan and one point at Dawn, and there are several others that you've used, Chicago -- anyway they're listed there.  Just help me with understanding what this is designed to show.  

     If the price at Chicago is a dollar and the price at Dawn is a dollar, what is that telling me?  

     MR. HENNING:  Well, if the price at Chicago is a dollar and the price at Dawn is a dollar on any given day, it may not tell me very much.  But if I might try to help you with what we've done here to understand it.


MR. THOMPSON:  Right.  

     MR. HENNING:  What we have looked at, the correlation of these prices in the different marketplace is a necessary but frankly not sufficient nature to be able to show that they are competing in the same market.  

     But if they're out of the same market, one would expect to see correlation coefficients and standard deviations that vary widely.  In simple terms what I'm saying is that the fact that those prices are moving together gives us some evidence consistent in applying it to the FERC standard, that these are in the same geographic market.  So we have used these price correlations to guide us in the determination of the relevant geographic market.  

     MR. THOMPSON:  Okay.  But when you say correlation, is it a dollar and a dollar?  Or is there some basis that's backed-out of it?  

     MR. HENNING:  When you have correlations, there can be bases.  In fact we have listed those in the report as well.  

     MR. THOMPSON:  But when the correlation is close to one, does that mean the basis is zero?  

     MR. HENNING:  No, it does not.  

     MR. THOMPSON:  Well, how does this help me in concluding, or how does it help in demonstrating that there are substitutes for storage space, storage deliverability, injection, withdrawal, and transportation to an from the storage area?  Help me with that, please.  

     MR. HENNING:  It's most importantly, sir, it is the last thing that you mentioned.  Mr. Thompson, when you are talking in the natural gas business, as was noted earlier, once you have the points where physical constraints are restricting the commercial transactions that are occurring in the gas business, that is evidenced by so-called basis blow-out.  I have often thought that was a terrible term for the gas I had to use, but that is what it's called. 

     What we are showing within this statistical analysis is that basis blow-out has not occurred and we looked at all of the pipeline capacities in and the natures associated with that and conclude these markets are connected by the commercial transactions that are occurring in the natural gas industry.  

     MR. THOMPSON:  Well, were you here this morning when I put my 20 Bcf, 65 percent load factor example to the Enbridge panel?  

     MR. HENNING:  Yes, I was.  

     MR. THOMPSON:  And if the IGUA members and Union came to me and said, find me the storage we all need, it would be a heck of a lot bigger than that number.  

     Are you telling me I can go out and find 7 Bcf of 

storage space in this market?  

     MR. HENNING:  Let me try to answer it this way.  First, I would disagree with the premise that your members would have to forego all 7 BCF in order to discipline the market prices.  

     I would argue that if they are consuming 7 Bcf of storage, what they would have to look for substitutes is some fraction of that.  

     But for the sake of argument, I will take a look at your 7 Bcf.  

     When those particular consumers of that 7 Bcf of space go out to look for other substitutes that means that 7 Bcf is available back to the market, which they have been using.  

     So in fact it adds to the supply at the same time shifting the demand.  

     Within our core market, we've identified over 1100 Bcf of storage alone before we even go into the other areas.  In the connected marketplace.  

     In the non-core, which is what we actually think is the appropriate geographic market, there is over 1700.  And as was talked about earlier, you have approaching 7 Bcf a day of transactions occurring at Dawn storage.  So the liquidity at Dawn is in one day providing the transactions that would deal with that.  

     So I would expect, if you were to make an announcement that your members were looking for alternative storage, that some people in this room would be more than happy to talk to them about commercial arrangements.  

     MR. THOMPSON:  The deck chairs would reshuffle is what you're saying?  

     MR. HENNING:  It would be -- 

     MR. THOMPSON:  We would give up 7, somebody would pick up our 7, so we would end up in Indiana and some guy in New York is going to end up down in Chatham.  And life goes own. 

     MR. HENNING:  There are participants in the market that are doing those kind of transactions every day. 

     MR. THOMPSON:  But I will bet you fifty bucks it's not going to be cheaper for anyone.  

     MR. HENNIGN:  You're not a big spender, are you?  

     MR. THOMPSON:  On that note, see you later.  

     MS. SEBALJ:  Mr. Thompson is taking his fifty bucks and he's going home.  

     Mr. Smith.  

     CROSS-Examination by Mr. Smith:

     MR. SMITH:  I hope I'm quicker than Mr. Thompson.  I think this probably is for you, Mr. Isherwood or Mr. Poredos.  

     Market Hub Partners had posed a written question which, do you have before you?  

     MR. POREDOS:  I apologize, Mr. Smith, I did not bring it with me.  

     MR. SMITH:  May I read it to you.  Actually, I will parse the preamble.  

     Does the intervenors support the grant to MHP Canada of market-based rate authority in contracting flexibility similar to that afforded non-affiliated independent storage developers?  

     MR. POREDOS:  As Union has stated in its proposal, we 

support a competitive market.  We believe that the market is competitive and all players should be given a level playing field to be able to develop storage.  As an affiliate, obviously there would be some -- affiliate code issues that the Board would want to look at, but other than that we do not oppose it.  

     MR. SMITH:  When you say the affiliate code issues, are you suggesting that the Board needs to do something else and that the existing affiliate codes are insufficient?  

     MR. POREDOS:  Absolutely not.  The affiliate codes today are sufficient.  They're working properly.  The Board has had them in place for a long time.  

     We believe that those are sufficient for going forward.  

     MR. SMITH:  Thank you.  I just wanted to get your position.  

     MS. SEBALJ:  Thank you, Mr. Smith.  

     MS. CAMPBELL:  The question is whether it since it is noon, whether we wish to take a lunch break now or not.  

     MS. SEBALJ:  Given we took our last break 45 minutes ago I leave it to you and your panel.  

     MR. LESLIE:  We will have to eat at some point.  I'm indifferent.  

     MS. SEBALJ:  Sure.  Let's take lunch now and come back at  1:00.  

     --- Luncheon recess taken at 12:00 p.m. 

     --- On resuming at 1:00 p.m. 

     MS. SEBALJ:  I believe we are ready to resume.  Mr. Leslie, did you have anything to start?  

     MR. LESLIE:  No, thank you very much.  


Ms. Campbell?  


CROSS-EXAMINATION BY MS. CAMPBELL:

     MS. CAMPBELL:  Good afternoon.  If you see me stamp my feet and clap my hands, it's not your answers; it's just the fact I’m freezing and I'm worried my blood will fail to circulate at an important point, so don't take it personally. 

     We're going to start off with a couple of general 

questions, and then we're going to actually get into the expert's reports, but I don't want you to feel, Mr. Isherwood in particular, that we're not grateful that you're here.  

     MR. ISHERWOOD:  Fair enough.  

     MS. CAMPBELL:  We know you're busy.  We’ll try to be fast. 


The question I have actually isn't related to any of the reports.  This is information that came out through Ms. McConihe.  It has to do with the Washington 10 storage reports  that have Union contracting for about a million decatherms of storage from April through October 2005.  

     Just a couple of questions about whether Union has firm transportation on a pipeline to move that gas to 

Ontario.  Do you know, Mr. Isherwood?  

     MR. ISHERWOOD:  I looked a little thrown off a bit by the date.  April to October?  

     MS. CAMPBELL:  Our information is April through October 2005.  

     MR. ISHERWOOD:  I'm not sure, but -- 

     MS. CAMPBELL:  Okay, you might not agree with the dates.  Let's not fuss over the dates.  

     MR. ISHERWOOD:  Okay. 

     MS. CAMPBELL:  Would you agree you have roughly that amount of gas and that you moved it, and used Washington 10 storage? 

     MR. ISHERWOOD:  We actually purchased a Bcf of Washington space late last summer and filled it with gas.  

     MS. CAMPBELL:  Okay.  

     MR. ISHERWOOD:  Then brought it back to Dawn during the early part of the winter and used our own services to enhance the value of it and basically sold a Dawn-based storage service using Washington 10 plus transport to Dawn, so there is really a storage opportunity we saw last summer that we captured.  

     MS. CAMPBELL:  I see.  So you used your own services 

to move it?  

     MR. ISHERWOOD:  No.  

     MS. CAMPBELL:  Who did you use, and what kind of terms of contract?  

     MR. ISHERWOOD:  We didn't use firm.  Between Washington and Dawn we used exchanges in the secondary market.  We used interruptible capacity on Vector when we wanted to do that.  We had various options.  We kind of did it day-to-day.  

     MS. CAMPBELL:  Okay. 

     MR. ISHERWOOD:  In essence what we did, we bought a service from Washington 10, we sold it as a Dawn-based service into the market, then we moved the gas back to our facilities in the early part of the winter for customers who would draw in the later part of the winter. 

     MS. CAMPBELL:  Okay.  Ms. Klein would like to know what pipeline you moved the gas back on. 

     MR. ISHERWOOD:  We used Vector at times.  It was really day-to-day.  Sometimes we used Vector.  Sometimes we contracted with marketers to do an exchange between the two locations, so a bit of both.  

     MS. CAMPBELL:  Okay.  Now I'm going to move on to some of the written material.  

     Initially I'm going to deal with Exhibit C, tab 1.  I'm going to start off with page 3.  There is a sentence 

on page 3 I would just like to ask some questions about.  At page 3, lines 15 to 18.  

     The part that I am going to ask you a question about is:   

“Based on the conclusion that the storage market is competitive, Union proposes to fix the allocation of storage capacity between 

the infranchise and exfranchise markets effective January 1st, 2007.”  

     My question to you is, Union proposing to designate specific, by which I mean physically separate, storage facilities to be allocated to in and exfranchise markets?  

     MR. ISHERWOOD:  No.  It would still be an integrated 

storage service at Dawn.  So it would just be a fixed amount of space dedicated to infranchise market from the integrated operation.  

     MS. CAMPBELL:  All right.  Would both of those be managed by one division in Union?  Or would there be a separate division to manage it?  

     MR. POREDOS:  The proposal is one division would manage it.  We would still manage it as an integrated storage and transportation facility.  

     MS. CAMPBELL:  Moving on to page 5, lines 7 and 8.  And that reads:

“Further there is no requirement that exfranchise customers contract for transmission service or any other service provided by Union when they contract with Union for storage service.”  

     My question to you is, what alternative transportation 

routes to the Dawn-Trafalgar pipeline is there available for exfranchise customers that store gas at Dawn or 

deliver their gas at Dawn.

     MR. ISHERWOOD:  Dawn is sort of a very broad market.  It actually goes back into the US Midwest as well, so there would be customers taking gas from Dawn storage, moving it back into Michigan, back into Illinois, so I just want to be clear that gas actually goes both east and west out of Dawn. 

     In terms of alternatives at Dawn, some marketers will buy storage at Dawn and have no transportation out of Dawn.  You might get Vector capacity in the Great Lakes capacity, but just be involved in the day market or the winter market at Dawn and not need to transport it at all.  

     Alternatively, in terms of transportation options out of Dawn, certainly the physical option is Union Gas's Dawn to Parkway system.  TransCanada has sold a fair bit of short-haul capacity as well out of Dawn using their integrated system.  They’ve sold in excess 700,000 jGs per day of capacity out of Dawn.  So again, it’s using the integrated system so it is not necessarily flowing from Dawn to Toronto.  It kind of goes around their system and back into Toronto.  


As well, marketers as we have talked about in the last day or two will quite often do exchanges in the secondary market, so again, not using physical space, just doing exchanges between Dawn and Iroquois or Dawn and Niagara. So there are lots of options outside of Dawn besides Union Gas.  

     MS. CAMPBELL:  Staying on the same page to the sentence below, lines 11 and 12:

“Union's Dawn-Trafalgar transmission system 

is an open access transmission system designed largely to meet winter peak day requirements.”

     My first question is, what do you mean by open access 

transmission system?  

     MR. POREDOS:  When a customer requires additional capacity, they would come to Union and ask for M12 capacity.  Once we have a significant amount of requirement, Union would go out and build that capacity, as we did with the open season that Mr. Isherwood was talking about.  


The phase 1, 2 and 3 are essentially those open seasons where customers have asked us for capacity and we would build that.  So we do not discriminate against any customer, any party.  The other issue there is that, even 

-- sorry, interruptible services, because the pipeline is designed for peak day demands, so what that means is that I've got to be able to serve all my customers on a 44-

degree day, and on that day, interruptible transportation infranchise is off but my pipeline is full.  All my operations are at full capacity, let me put it that way.  

     On off peak days, though, the pipeline is somewhat empty, because not all customers are shipping all of their gas.  The marketer that might have bought transportation might not have made a sale that day, or we may not have the heat-sensitive load on our system.  We actually offer that IT service, or that IT capacity, I should say, on the website at a price that we post monthly and any customer can go on to that website and nominate at that price.  And if we have the capacity, the capacity would flow.  

     MS. CAMPBELL:  So your open access really has to do with open access to capacity.  It's not an information-based description?  What I was thinking -- let me tell you what I was thinking of, and maybe we'll make sure we're talking about the same thing. 

     MR. POREDOS:  Okay. 

     MS. CAMPBELL:  What you appear to have talked about is open access, meaning if there is extra capacity that people wish to use, you will post it once a month, I believe you said, on your website. 

     MR. POREDOS:  It is posted every day. 

     MS. CAMPBELL:  It is posted every day, okay.  So does open access mean that the customers can see the availability of the transmission?  

     MR. POREDOS:  They may not necessarily see that I've got 10 units or 100 units available on that one day because I don't necessarily know that as the system operator, because I've got heat-sensitive load, until late in the day

the day before the gas flows.  

     So what we've done is said, look, if there is IT capacity, where you can bid it at 7 cents, and if a customer goes in and nominates on the IT capacity on the care system for the next day delivery, and I have the capacity, that gas would flow and we would build them.  So it's an automatic -- it's not a posting system, but an automatic sale of IT capacity every day.  

     MS. CAMPBELL:  If I could ask you to move to page 10.  This is a general listing of storage substitutes.  You've got six listed on one page and then there is actually a seventh that's not a bullet point that goes to the 207 of the other page.  It is North American LNG. 

     My first question is whether or not -- well not whether or not.  Are all of these storage substitutes equal to underground storage in terms of price and availability?  

     MR. POREDOS:  They may be.  Most of the alternatives the customer would look at on that one day, not every one of these would be the same price or not every one of these might be available.  The customer would go through the options and evaluate which ones would the best option comparing to the storage purchase perhaps.  

     Union, in fact, will buy winter peak for any incremental demand in the middle of winter.  Which is the same thing.  I could have decided to put that gas in storage over the summertime and let it be burnt in the winter, but actually buy winter peak because we don't try to overfill the storage.  

     So by buying winter peak on a daily basis, monthly basis or winter strip so I could buy for 151 days over the winter, I can substitute the same as storage.  Is the price the same?  If it wasn't the same I wouldn't be doing it.  

     MR. ISHERWOOD:  I would go as far as saying storage competes with each of these alternatives.  Sometimes storage wins sometimes it loses.  They each have their own characteristics, attributes. 

     MS. CAMPBELL:  Are they ranked in any particular order?  

     MR. ISHERWOOD:  No they're not. 

     MS. CAMPBELL:  I can't take number 1 is actually the very best substitute with regard to price or availability because you're saying to me that it depends upon sort of the day, the hour, the month. 

     MR. ISHERWOOD:  Exactly.  

     MR. POREDOS:  Just to make sure -- most customers will not look on a day-to-day basis for storage.  Most customers would say, I need storage from April 1 to March 31st of the next year.  So they would plan this ahead of time.  It's not a lot of customers would sit there and say, today I'm going to buy this, I'm going to buy that.  Some do.  But most customers like Mr. Thompson's industries would likely want to do forward plan for a whole year, and set these deliveries up when they require them.  

     MS. CAMPBELL:  Okay.  So taking your example of most 

customers need a block, right, block of time?   Could you tell me, out of the storage substitutes you have listed, which -- in descending order, which is preferable for that customer that you just referred to. 

     MR. POREDOS:  That would be very much a customer choice in terms of how much risk they want to take.  Do they want to go firm, do they want to go IT and balance the risk with daily purchases at Dawn?  It will depend on the price of the individual products.  It depends on a lot of things.  The customer can put the portfolio together of what gives them the cheapest end cost.  

     MR. ISHERWOOD:  Just as an example, I will pick one that is easy to explain the winter spot price at Dawn, if you looked at that as a comparison against storage your option would be to store gas in the summer, to take it out in the winter time, assuming cold weather or at least normal weather.  If you decide instead to buy spot gas at Dawn, you get a warmer-than-normal winter, you’re going to win-win with that decision probably.  If you have a 

colder-than-normal winter, it’s going to become a very expensive option for the customer.  It’s going to depend a lot upon the circumstances and the risk tolerance, as well, for the customer.  That, I would view as being higher in risk than having storage as an example.  

     MS. CAMPBELL:  One of the substitutes that is at the top of page 11 which is North American LNG.  Is North American LNG currently available to Ontario storage customers?  

     MR. POREDOS:  LNG is not on line as today, unless somebody's forward contracting from the date they do come on. 

     MR. ISHERWOOD:  There is LNG available in the market area today in the Gulf Coast, but it's not assuming the function of storage in terms of the market area of storage.  Definitely a supply option for Ontario. 

     MS. CAMPBELL:  But not a storage option for Ontario 

customer. 

     MR. ISHERWOOD:  That's correct. 

     MR. POREDOS:  Not today. 

     MS. CAMPBELL:  Okay.  Any idea of the timeline of 

availability for LNG for Ontario customers?  

     MR. ISHERWOOD:  I think most likely, impact would be the plans, two plants in Quebec will have an impact potentially.  If either one of those gets built.  That is I think 2010 or 2011.  There is some LNG being developed on the east coast, EEA might be able to fill in the timeline here.  But that is '08 or '09 timeframe.  That gas starts to flow in the Canadian Maritimes into the US north-east, that could potentially could impact storage and storage values in Ontario as well.  

     MS. CAMPBELL:  Page 15.  My question is based upon the 

information contained in lines roughly 3 to 8, well, 3 to  12 but I am going to hone more or less in on lines 4 to 8, and just as a -- giving a précis of what is there, I think what you're saying is Union says the Board should forbear from regulating all sales of storage to exfranchise customers and storage services should be treated outside of regulation.  I think that's been -- that's been established on a number of times this morning.  

     MR. ISHERWOOD:  That's correct. 

     MS. CAMPBELL:  I think everybody has gotten that out.  

     Our question is, and this may have been answered.  It will be my fault for having shivered wildly and missed the answer.  So while I was being uncomfortable I wasn't as clued-in as I should be.  You may have given this answer, if you have I apologize. 

     Does this include transactional storage service sales to infranchise customers?  

     MR. POREDOS:  It would include transactional service sales to infranchise customer above their base needs.  

     The approved allocation would be at cost.  That's the 1.2 percent.  And the space allocation.  Anything above their needs would be at market and that would be included in that $31 million.  

     MS. CAMPBELL:  Can you describe to me the different 

transactional services that Union provides to ex and infranchise customers.  

     MR. POREDOS:  You're talking about transactional services in total?  Not necessarily for infranchise?  

     MS. CAMPBELL:  Transactional storage service -- yes.  

     MR. POREDOS:  Transactional services.  The transactional services, what we would do is parks and loans; name changes; exchanges; short-term storage; 

off-peak storage.  

     MS. CAMPBELL:  I'm just waiting to let you finish, in case the list is a bit longer.  

     MR. POREDOS:  They were all mentioned in the 

cost-of-service hearing when we put that forward.  They're listed there.  

     MR. ISHERWOOD:  Your question I think was around the 

treatment of that revenue, of the deferral account.  Is that the question?  

     MS. CAMPBELL:  No.  It isn't.  

     MR. ISHERWOOD:  Okay.  

     MS. CAMPBELL:  But I would like to know, though, whether -- you might have filed this in a different - in your rates case.  Maybe I should -- I could get the information from there.  But what I would like to know is for each of the transactional storage services, if you could provide a range of the terms and storage volume.  

     MR. POREDOS:  Yes.  I think we've, in fact, included that in the cost of service rate case but I can take that as an undertaking to summarize 2. 

     MS. CAMPBELL:  Would you?

     MR. POREDOS:  So I understand what you're asking for, 

though, what is it you're asking for exactly. 

     MS. CAMPBELL:  For each of the transactional storage 

services, could you provide a range of the terms and storage volume.  

     MR. POREDOS:  Terms and storage volumes?  

     MS. CAMPBELL:  Please.  

     MR. POREDOS:  Okay.  

     MS. SEBALJ:  I'm just wanting to confirm that was accepted. 

     MR. ISHERWOOD:  Yes.  

     MS. SEBALJ:  It's Union number 32. 

     UNION UNDERTAKING NO. 32:  TO provide a range of the 
terms and storage volume AND RANK THE SERVICE IN TERMS 
OF SALES VOLUME FROM HIGHEST TO LOWEST For each of the 
transactional storage services
     MS. CAMPBELL:  Actually as part of the same undertaking, if you could rank the services in terms of sales volume from highest to lowest.  

     MR. POREDOS:  In total volume?  

     MS. CAMPBELL:  Yes.  

     MR. POREDOS:  The only reason I'm thinking about it is some services don't necessarily have a volume tied to it.  They may just be a transaction, but I will see -- we will look -- we will deal with it.  

     MS. CAMPBELL:  Thank you.  

     In Union's 2007 rate case, the ceiling rate for the C1 range is proposed to double to $6.00 per gJ. 

     MR. ISHERWOOD:  That's correct. 

     MS. CAMPBELL:  Does that mean the current premium of 31.4 million from exfranchise customers would double?  

     MR. ISHERWOOD:  No.  

     MS. CAMPBELL:  To 64 million?  

     MR. ISHERWOOD:  No.  

     MS. CAMPBELL:  Why not?  

     MR. ISHERWOOD:  The $31 million represents the -- our 

estimate or forecast of the market premium above cost of service.  By having a wider range doesn't affect the market price at storage at all.  It just allows Union to transact across a broader range of market prices.  But it doesn't change the price, at Nexen or BP is willing to change for storage.  If they're willing to pay a dollar yesterday when the range was zero to three, they're still prepared to pay a dollar tomorrow when the range is zero to six so it won't affect that number at all.  

     MS. CAMPBELL:  Why is it doubling?  

     MR. ISHERWOOD:  It's doubling to allow more flexibility in creating storage services, and I think in our evidence in the 2007 rate case was around -- an example given was power customers that want higher deliverability of storage, zero to $3 is really a range we used the last few years around the traditional service of 1.2 percent.  
When you start getting into 10 percent type of deliverability, it is hard to predict the market range or 

number, but that could potentially get above the zero to $3.  

     MS. CAMPBELL:  I appreciate that a simple doubling is not appropriate.  That's what you're saying to me.  But do you have an estimate of what the range for the premium will be?  

     MR. ISHERWOOD:  The only forecast we have is for 2007, and that's really the $31 million.  

     MS. CAMPBELL:  So going forward, you don't have a forecast. 

     MR. ISHERWOOD:  It could be zero.  It could be -- 
MS. CAMPBELL:  Somehow I find that unlikely, Mr. Isherwood. 

     MR. ISHERWOOD:  It's quite possible. 

     MS. CAMPBELL:  It is possible.  Many things are possible.  Unlikely, but possible.      


MR. ISHERWOOD:  We've seen periods in the past where the market price of storage would approach or even be below cost of service storage.  

     MS. CAMPBELL:  Yes, I believe there is one example.  

     MR. ISHERWOOD:  It's very much driven by the market, and the market will dictate what that number is.  

     MS. CAMPBELL:  Well, let's hope for a good market.  

     MR. POREDOS:  Ms. Campbell, I get the impression that there is the idea that we set the price.  Just because the cap is $12, it gives us the leverage to go up to that if the market is willing to pay us that.  

     When we do an open season, the customer tells us what they're willing to pay.  If the cap is $12 and the 

customer is only willing to pay a dollar, that's the going rate.  We do not put a dollar value on it to the customer.  

     MS. CAMPBELL:  I understand that.  I understand your 

position.  Page 16, lines 3 to 6.  


What I'm actually looking at is starting at the end of the third sentence, which makes reference to the infranchise storage requirements having been quite stable over the last seven years.  Then it discusses an increase and talks about where the growth has occurred.  

     Can you tell me how Union's going to calculate the 2007 storage capacity requirements for in- and exfranchise customers?  

     MR. POREDOS:  For infranchise customers, the calculation is based on the Board-approved aggregate excess calculation that's been within each hearing that we've had probably over the last five years.  

     That would be for all infranchise customers, for their base requirements.  

     Exfranchise customers, they do not have a calculation.  

When you sell storage, they bid on an amount and at a price and on a term.  So it's based on whatever -- whatever they're looking for.  

     MS. CAMPBELL:  Do you have an estimate?

     MR. ISHERWOOD:  In terms of the volume, Mr. Poredos explained the calculation for in franchise volume.  If you looked at our total storage capabilities, call it 150 Bcf in round numbers, if the infranchise people need 85, it is really the residual amount that gets used by the exfranchise.  We don't calculate the market demand for the exfranchise customers.  We just allocate what is left over from the infranchise calculation.  

     MS. CAMPBELL:  Would the infranchise customers have to 

buy market-based storage capacity if the market is growing?  

     MR. POREDOS:  Just let me understand what you mean by “market is growing.”  You're suggesting the infranchise market, for whatever reason we have added 20,000 customers and we need more storage for infranchise?  

     MS. CAMPBELL:  Yes. 

     MR. POREDOS:  Going forward from 2007, what we're saying is for the infranchise market, based on the aggregate excess, we set a storage based on the customers that are forecast to be there in 2007.  

     That's based on aggregate excess.  And it's locked down at that point.  It is at cost.  

     Any incremental from a standpoint of we grow by 20,000 

customers would then have to have -- we would calculate the 

aggregate excess for that incremental, and at that point we would go out and buy market-based storage and roll it 

into the existing cost-based storage, which would mean you have a blended rate, similar to what I believe Enbridge was suggesting this morning.  

     MS. CAMPBELL:  What you're saying to me, you have the  fixed number for the infranchise.  If it's a colder than 

normal winter, then you're going to have to go out to get more market-based storage?  

     MR. ISHERWOOD:  The actual storage calculation is done a year or so in advance.  So that would be set up way in advance of the winter.  In fact it would be set up in the advance of the April 1 start of the injection cycle.  For example, for the coming next winter, that storage allocation would have been done a year or so 

ago, so that we now have dedicated X Bcf space for the infranchise customers.  Starting April 1 we start to fill that.  So irrespective of what happens in the winter, storage is filled October 31.  If it is colder than normal, we will buy incremental suppliers, whether at Dawn or somewhere else and bring them to Dawn.  So it's not really dependant upon colder than normal weather the year of.  It's all based on normal weather.  

     MS. CAMPBELL:  But incremental storage is at market-based rates? 

     MR. ISHERWOOD:  Incremental storage for incremental 

infranchise growth would be purchased in the market again in advance of the winter -- in advance of April 1.  Those costs would be rolled into the existing cost-based service and directionally would increase that cost-based service if it was bought at a premium, and would lower it if bought at a discount.  

     MS. CAMPBELL:  Okay.  Thank you.   

     Page 20, lines 13 to 14.  

     This is simply the statement storage would be cost-

effectively procured at market tender and the costs would be rolled in and combined with January 1st, 2007-based 

storage allocation based at cost.  

     My question to you is, what criteria will Union use in 

deciding whether to procure storage space through market tender or to develop its own storage space.  

     MR. ISHERWOOD:  Our proposal would be to go out and purchase the space and not develop it.  That way you're effectively, very effectively establishing the market price through a RRFP or tender-type process.  

     MS. CAMPBELL:  Through a tender process?  

     MR. ISHERWOOD:  Yes.  

     MS. CAMPBELL:  What evaluation criteria would you use in the tender process?

     MR. ISHERWOOD:  It's the same as we do for pipe.  You often go with lowest price, obviously, but you are looking at other factors as well as; diversity of supply, diversity of storage providers potentially, credit requirements.  You look at a lot of factors, but usually price is a key component.  

     MS. CAMPBELL:  Is it Union’s intention that the criteria would be posted publicly?  

     MR. ISHERWOOD:  The tender document would be a very public document.  

     MS. CAMPBELL:  Is Union planning on buying storage space from Market Hub Partners?  

     MR. ISHERWOOD:  Not at this time.  

     MS. CAMPBELL:  Any future plans?  

     MR. ISHERWOOD:  If we did a tender and MHP were to bid in that tender and they were will lowest price, we certainly would not exclude them from participating in that.  So there's the potential.  If they were the lowest price and met the criteria, certainly we would consider that.  
     MS. CAMPBELL:  But there are no firm plans now?  

     MR. ISHERWOOD:  There are no firm plans now.  

     MS. CAMPBELL:  Page 21.  Specifically, I am focussing -- generally it's lines 2 to 8, but it’s the last sentence, this talks about deliverability in excess of standard storage deliverability of 1.2 percent.  

     The comment:  Customers are free to pursue storage service from all third-party storage providers including Union.  As such, those customers should pay market prices for storage services that are in excess of their base requirements.  

     I am asking -- my question is, aside from Union, what third-party storage providers currently have storage capacity in excess of 1.2 percent deliverability in Ontario?  

     MR. ISHERWOOD:  I think Enbridge currently has an open 

season out in the market looking for customers at ten percent deliver as an option.  I think if the customer went to any of the marketers, they may be able to do a 

storage-type service at service at high deliverability as well.  

     MS. CAMPBELL:  Did you say storage type or storage service?       

MR. ISHERWOOD:  The end user wouldn't know the difference. 

     MS. CAMPBELL:  All right.  Now I would actually like to move on to the EEA report.  The first thing I would like to do, I have the curriculum vitae of the various participants.  

     The first thing I would like to know.  Mr. Henning, you made a comment this morning about, in response to a question about the American and Canadian competition law.  You said Dr. Schwindt took care of that.  That prompts me to ask, who wrote what in the report?  I take it the tasks were divided up?  I'm just curious as to what task fell to which individual?  

     MR. SCHWINDT:  I don't think there was a neat division of tasks as such.  I acted more to assist EEA in what Canadian competition policy was.  So it wasn't as if I wrote the sections dealing with American jurisprudence or Canadian jurisprudence.  I think that most of the drafting was done actually in the EEA house and I would contribute material to that.       

So the short answer is, you can't look at the paper and say, Oh, you wrote pages 6 through 7 and you did 12 to 14.  

     MS. CAMPBELL:  I understand.  But when I look at your CV, I see an emphasis upon, narrowly speaking, competition law.  I don't see an emphasis upon gas and energy, and particularly experience in competition law and gas and energy.  But what I do see is a lot of knowledge and experience in the areas of competition law and industry and --

     MR. SCHWINDT:  I don't pretend to be an expert on the 

natural gas industry at all, if that is your question. 

     MS. CAMPBELL:  Okay.  Thank you.  

     Mr. Henning, in your CV there are a couple of things that I look at, and I would like to have copies of.  I'm wondering whether I could get those.  Perhaps to save some time what I would do is provide a list to you, Mr. Leslie, of the matters that I wish to receive copies of.  

     I can put them on the record right now and tell you -- 

     MR. LESLIE:  No, that's fine.  We will undertake to do the best we can to provide you with what you asked for.  

     MS. CAMPBELL:  All right.  I will do that immediately after this, so that you will know what it is that I want.  

     MR. LESLIE:  Indeed.  

     MS. CAMPBELL:  If there is any issue in obtaining any of those -- the publications that I am looking for, you will let me know, Mr. Leslie?  

     MR. LESLIE:  I will.  

     MS. CAMPBELL:  The first thing I would like to do is go right into the middle of the report.  I would like to go to page 31.  It starts at the bottom of page 31, what I am interested in, and goes through to the top of page 32.  

     It actually arises out of the footnote, and the footnote talks about the gas market data and forecast system.  And it has a rather cumbersome acronym, which doesn't really translate well into anything.  So I am just going to call it the forecast system.     

     My question is -- relates, actually, to the forecast system and what I would like -- and this is a request for production, Mr. Leslie, I would like documentation on the forecast system and a description of how the model forecast pipeline capacity and utilization.  

     MR. LESLIE:  Is that something you can do? 

     MR. HENNING:  We will be able to provide a 

publicly-available description of the methodology and how that works, yes.  And GMDFS just proves that we're analysts not marketers.       

MS. CAMPBELL:  Yes.  You need a better handle on that one.  It is never going to sell.  

     MR. SLOAN:  I thought it was particularly catchy, frankly. 

     MS. CAMPBELL:  You need something a lot better than that. 

     So the documentation for the system, and we've got that pipeline capacity utilization.  We can get that information from you.  

     Can you tell me if the forecast system is capable of 

assessing pipeline capacity and utilization at winter peak 

periods?  

     MR. HENNING:  The forecast system models and solves for an individual monthly flows.  And solves for the general equilibrium for the natural gas market throughout North America.  So in that sense it is giving you average flow data for each month, given the forecast assumptions. 

     Like any forecast model there are a lot of assumptions that go through with that.  

     MS. CAMPBELL:  All right.  

     MR. SLOAN:  I will add to that and say it also calculates the average price on a monthly basis and the average price is calibrated including a normal distribution of prices during a month, including the peak months and peak prices during the peak months.  

     MS. CAMPBELL:  We've got a little trouble hearing your 

voice, I'm sorry.  

     Could you say that again so we can catch all of the 

different things that are captured in the gas system?  

     MR. SLOAN:  In addition to calculating the average monthly flows, the model calculates the average monthly prices and the average monthly prices are calibrated, if you will, to account for day-to-day swings in prices in order to reflect peak-day prices and prices during the days, during the month that are below average, as well.  

     So in that sense, the average price and the average flow represents the spectrum of the days during the month.  

     MS. CAMPBELL:  Thank you.  

     MS. SEBALJ:  Can I just interject here.  Was there an 

undertaking with respect to the GMDFS. 

     MS. CAMPBELL:  Yes, I believe there was. 

     MR. LESLIE:  There was, it didn't get a number though. 

     MS. SEBALJ:  I didn't know if you were continuing on with that.  That's Union 33.  

     UNION UNDERTAKING NO. 33:  TO PROVIDE DESCRIPTION OF 
THE GMDFS METHODOLOGY 

     MS. CAMPBELL:  Thank you.  

     One of the things we would like to have, if possible, is the assumptions behind the gas inputs.  I'm wondering, along with the assumption of the gas input, I'm assuming I'm also going to get the outputs.  I'm going to get the whole thing. 

     MR. HENNING:  If I might.  Let me try to back up just a little bit to explain what this beast is. 

     EEA is one of only a handful of consultants in the natural gas industry that produces long-term regional projections.  

     There are -- in fact, we do it for the short term every single month and it changes based on market conditions.   We do it for the long-term on a quarterly basis and we sell that particular product called our Compass Subscription out there widely and it is available to anyone in the gas industry.  

     Regarding the nature ever the input assumptions, they 

obviously -- there are certain assumptions that we're reviewing once a year.  There are other assumptions that we're reviewing on a monthly basis.  

     Elements of that proprietary forecast to EEA is something that we would be happy to provide you on a confidential basis.  However, it is a 

commercially-sensitive product if you're talking about receiving our base case and putting it out in the private sector -- to everyone in the private sector. 

     MS. CAMPBELL:  No we have no desire to do that.  What we're trying to do -- we understand that your opinion, in large part, is based upon a model that you ran through your system; right?  What we’d like to know -- we want the information that relates to the study that was done for this paper.  

     MR. HENNING:  The model results themselves are not a large part of the justification.  

     In fact, the historical price analysis that we discussed earlier with Mr. Thompson is, in large part, our conclusions regarding the nature of the interconnected market.  And the model that we use, in essence, we're using that for this purpose as a check, one of a number of different sources regarding the interconnections in the marketplace for Dawn compared to all of the relevant geographic market.  

     I think Mr. Sloan could probably list to you all of the different sources that we look at, and the model results are just one of them.  

     MS. CAMPBELL:  All right.  I will be asking probably for all of those sources.  This is the first one I have come upon, so it's the first one that I want, but please go ahead, Mr. Sloan.  

     MR. SLOAN:  You can stop me when you want to, if you want to continue on with your questions.  

     It's a fairly long list.  Should I just give you the list, and then you can get back to them, because I am sure that there are other issues in this list that you're planning on talking about.  

     But I am happy to either start at the top and work my way down or give you the complete list and then pick them off one at one. 

     MS. CAMPBELL:  Well --

     MR. SLOAN:  Shall I give you the list of the things that we looked at?  

     MS. CAMPBELL:  Before you go to that, I’d asked for the output of the model.  I want the outputs that ended up in this.  I want the inputs, I want the outputs.  I want whatever it was that you did to come up with the information that caused you to come to the conclusion you did.  

     I'm at a loss, because I don't know what terminology you use, and so we may be speaking at cross-purposes.  But what I am trying to do is find out how the system was used, because you rely upon it as a source of information to come to a particular conclusion.  So I want to know what information you took, the inputs that went in, and what came out.  That is what I am very curious about, what information you had; how you ran it through the model.  So what went in and what came out.  


I don't want the model myself.  I have no need to run it at home on my laptop.  I'm not that fascinated by it.  But I am very, very interested in getting as much information from you of the sources you relied upon, 

including the gas system, to form the opinion that you formed.  

     MR. HENNING:  We will endeavour to do that.  

     MS. CAMPBELL:  All right.  If there are -- and I'm modelling this on, of course, Mr. Leslie -- if there are any working papers or any other materials that were used to come to those conclusions, I would like to see those also.  Or if the gas system is the working papers –- in other words, when you run it those are the working papers, you can tell me that, but if there are other things that accompanied that that will assist me and my team in 

understanding your analysis, I would appreciate it.  

     Now, let's go to your sources.  

     MS. SEBALJ:  That's an undertaking. 

     MS. CAMPBELL:  That's a big one. 

     MS. SEBALJ:  Yes, I will mark it as Union number 34.  

     MS. CAMPBELL:  Big 34.  


MR. SLOAN:  I would say it is probably not going to be 

possible to get all of them.  

     MS. CAMPBELL:  Can you give me an undertaking then of the sources?  My interest is getting them, and I don't know how big they are.  

     MR. SLOAN:  Well, if you've seen my office, you would 

understand --  

    MS. CAMPBELL:  No, I haven't had the privilege.  I haven't had the privilege. 

     MR. SLOAN:  I'm serious about that.  I understand that, but we've been in the gas industry for a long time, and the opinion in the paper is formed based on a lot of that experience and a lot of the different projects that we've worked on and the different people that we've talked to over the years.  

     It's the totality of our understanding of the natural gas markets, and so we'll undertake to provide you with the basic sources and the papers that actually went into the report, of course.  We'll do that.  


     MR. HENNING:  Ms. Campbell, just to try to explain.  We run literally hundreds and hundreds of scenarios using this modelling system.  And the output from the modelling system is 700 pages of numbers for each one.  So when we are talking about that, we are talking about under the wide variations of conditions.  

     Let me give you an example of some of the sorts of things on which we base some of our opinion, but frankly we can't provide the full details.  One of the things that EEA has been doing is an analysis for the Department of Energy's Office of Energy infrastructure regarding the impacts of pipeline disruptions on regional markets in terms of what kinds of sizes can be dealt with the types of commercial transactions that we were hearing about and talking about earlier. 

     In essence, this is kind of the sizing of disruption that is necessary in order to put the pipeline system at risk.  

     Obviously, we can't provide you those kinds of things that are going into our Office of Energy Insurance and the Department of Homeland Security but it does give us a feel for what the nature of pipeline capacity into each regional market.  There are certain cases we can provide and perhaps we're willing to actually provide you with one of our quarterly base case outputs, one of the 700-page documents and maybe that is going to be the best way to wind up doing it.  

     MS. CAMPBELL:  What I would like to have from you, whatever shape it takes, whether it is 700 pages or you 

can reduce it to a flow chart, is something that causes me to understand what you looked at; what you thought about; what you’ve analyzed, and how you came to the conclusion you came to.  

     MR. HENNING:  We will undertake to do that.  


UNION UNDERTAKING NO. 34:  TO PRODUCE MODEL INPUTS/
OUTPUTS/WORKING PAPERS

     MS. CAMPBELL:  Because I am at a loss -- I don't know the state of your office, Mr. Sloan.  I don't know how hard it is going to be for you to find this.  

     [Laughter]  

     MS. CAMPBELL:  But that's what I want, and I think you have a very good idea of what I want.  If I somehow don't get it, Mr. Leslie will hear all about it.  But I am sure, between all of us we will come up -- you will be able to understand what I want and what is helpful to me.  If I have additional questions, I will inform Mr. Leslie about them.  

     So one of the questions I was going to ask, and I'm assuming that what you're going to give me would answer this question, and the question is, the basis for the conclusion, the model outputs that are the basis for the conclusion that operationally available pipeline capacity exists on all of the primary pipeline systems upstream of the Union Gas storage in all but a few days.  

     So the information you're going to give me will assist me in understanding that.  You will give me the -- that's the source.  

     MR. HENNING:  Yes.  

     MS. CAMPBELL:  All right.  Thank you.  Can I ask you, what do you mean by operationally available?  The sentence I just read to you from your report.  

     MR. HENNING:  We used that particular terminology because it is common in usage at the FERC.  There's a recognition when you are talking about pipeline transportation capacity, that the amount of capacity that's available on any given day will depend upon where the nominations are and the loads and the receipts of 

gas.  So it can move up and down.  

     We use that particular terminology mirroring that because, in some days, when you have line pack conditions there may be a little more or a little less, or all of those sorts of things, so that's what we mean by that.  

     MS. CAMPBELL:  All right.  Thank you.  Page 33 has a table.  Table 3.  The table is titled “Major Storage Areas Connected to the Union Gas Storage System.”  My only question on that is a source question.  Please provide the source for this table. 

     MR. SLOAN:  We can do that.  

     MS. CAMPBELL:  Thank you.  

     MS. SEBALJ:  Can I just -- I don't know, I must say, whether I put this on the record or not.  Number 35 is the sources for the report.  I don't know if you had intended to combine those undertakings, but inputs/outputs and working papers are undertaking number 34 and the sources are Union number 35.  Is that appropriate?  Do you want me to combine them?  


I suppose it's a question for you, Mr. Leslie, or your panel.  

     MR. LESLIE:  I don't think it matters.  Does it matter?  No, it doesn't matter. 


UNION UNDERTAKING NO. 35:  TO PRODUCE 
SOURCES/INFORMATION UNDERLYING VIABLE PIPELINE 
CAPACITY  

     MS. CAMPBELL:  I think when you read the five pages of my  explaining what I am looking for and then you contrast it with that nice brief undertaking, we will come to a consensus of what it means. 

     MS. CAMPBELL:  Then Union 36 is the sources for table 3.  

     UNION UNDERTAKING NO. 36:  TO PRODUCE SOURCES FOR 
TABLE 3, PAGE 33  

     MS. CAMPBELL:  Table 3 on page 33. 

     MR. LESLIE:  I guess my only confusion -- I'm sorry, Ms. Campbell.  

     MS. CAMPBELL:  Certainly. 

     MR. LESLIE:  I thought when you were asking for sources, information, it was the information that underlay the conclusion that there is operationally available pipeline capacity.  That's a statement on page 32, I guess it is.  

     Did you mean to -- when you read the undertaking, you made it referable to the entire report.  

     MS. SEBALJ:  Sorry.  

     MR. LESLIE:  If it's the entire report in the first place, the second undertaking would be redundant.  More importantly, I have a little difficulty with something of that breadth.  I can see having information that justifies this statement on that page, but...

     MS. SEBALJ:  I'm not sure what the request is, but let me clarify.  I have Union number 34 as inputs, outputs and working papers.  That may or may not be the same thing as sources for the conclusion.  

     MR. LESLIE:  Right.  The conclusion on page 32, which Ms. Campbell referenced.  

     MS. SEBALJ:  Right. 

     MR. LESLIE:  Okay, that's fine.  

     MS. CAMPBELL:  I am moving on to page 34.  And the first paragraph.  The statement: “Union Gas storage also competes with storage capacity downstream of Ontario serving the north-eastern US market.”  

     My question is, in that statement do you mean that customers that could use storage capacity in the 

North-eastern US market use Union Gas storage as an alternative?  

     MR. HENNING:  The statement is saying that Union Gas storage competes, and it works from both different directions.  

     Union Gas storage is competing to serve customers in the Ontario market.  They're competing against storage that is in the north-east, and similarly the Union Gas -- the availability within that market works to serve customers that are in the north-east.  

The nature of a market and the appropriate geographic and product market is the conjunction of the buyers and 

sellers that are operating in that same space.  So it works for both directions. 

     MS. CAMPBELL:  Okay.  I would like the source of that 

statement, although perhaps I have already covered it off.  

Because if your conclusion is there is pipeline capacity, this would be a subset of that, would it not, Mr. Sloan?  No?  

     MR. HENNING:  It doesn't have to be a subset of that.  

     MR. SLOAN:  It does not have to be a subset of pipeline capacity.  It is a competitive market.  

     MS. CAMPBELL:  I understand. 

     MR. HENNING:  We have an example of that that was read into the record earlier with the use of Stagecoach storage by Enbridge.  That is an example to that. 

     MS. CAMPBELL:  Okay, now I understand.  Could I have the source of that statement that it competes with storage capacity downstream of Ontario.  

     MR. HENNING:  The elements of it -- and we're going to the particulars here -- when we describe a relevant geographic and product market, that is describing an interaction of a body of -- bodies of buyers and sellers.  It does not require that every individual party compete and take advantage of every one of those options.  But rather, the conjunction of the appropriate  geographic and product market.  

     So the support of this statement is, in part, the finding of the market concentration analysis that we have here and the price analysis that we're saying is -- winds up being supporting the premise that, in fact these markets are connected and move together. 

     MS. CAMPBELL:  So those are two sources that you just told me on which you base this.  So market concentration and price movement, I believe you said?  

     MR. HENNING:  Market concentration and price movement, and -- yes, those. 

     MS. CAMPBELL:  Those are the two -- you look at those two things and your conclusion is that Union Gas storage competes with storage capacity downstream?  

     MR. HENNING:  That, plus the opinions and knowledge about what's going on in the marketplace.  For example, the one that's on the record here with Stagecoach.  

     MS. CAMPBELL:  All right.  Are there any other examples that you can tell me about, other than Stagecoach, price movement and market concentration?  

     MR. HENNING:  There are instances where we have examined the alternatives as part of proprietary strategic studies for market players.  I can't divulge those because I am under confidentiality in those instances. 

     MS. CAMPBELL:  Did you examine those in order to come to the conclusion that is stated at the top of that page?  

     MR. HENNING:  I am aware that they exist, obviously, because in my experience in working in the gas industry.  

     MS. CAMPBELL:  Is there any other source in which you rely to make that statement?  I'm just trying to figure out what the sources are, Mr. Henning.  

     MR. HENNING:  Principally, we have covered those in terms of examples and the product and geographic market definition.  Those are the primary sources for supporting that statement, that's right.  

     MS. CAMPBELL:  So I with draw from the discussion that we have just had that the converse of that statement is true, that Union customers, whose demand is Ontario, could use storage facilities in north eastern US?  

     MR. HENNING:  That's correct.  

     MS. CAMPBELL:  Getting back to the gas system model.  What did the model demonstrate about the availability of pipeline capacity to move gas stored in the north eastern US market to Ontario?  

     MR. HENNING:  Understand that what the model is looking at is looking at the marginal requirements and looking at the prices, and the overall conclusion that we have is, in all but the most absolutely extreme scenarios, those markets remain connected and demonstrate the same kind of price behaviour that we've seen in the historical period.  

     So what we're looking at is, amongst all of those thousands of rungs, the market conditions that we have indicate that the prices remain connected, indicate that we don't have any kind of isolation of the market in Ontario for any sustained periods; and indicate that those are competitive alternatives available.      

MS. CAMPBELL:  So did you do a model run concerning that. 

     MR. HENNING:  A particular model run, no, we did not.  We looked at our base case and we are obviously aware of the thousands of model runs that we have performed. 

     MS. CAMPBELL:  What I am getting production of, will I be able to see the information that caused you to come to that conclusion?  

     MR. HENNING:  I'm going to have to discuss with counsel exactly -- as I say, if I am to produce our entire base case, that is available for all of the participants in this market, you're requiring me to produce something that is of commercial value to EEA and sold.  I would be more than happy to provide it to you on a confidential basis. 

     MS. CAMPBELL:  The problem ask going to be that I think the panel that hears this might also be interested in the information on which you rely.  So I think that is an issue we should probably -- it might not be appropriate to have the discussion here. 

     MR. LESLIE:  Why don't I suggest that we discuss this and see if we can find a way to deal with it.  

     MS. CAMPBELL:  Yes.  

     MR. LESLIE:  At the same time, respect the commercial 

confidentiality of the material.  

     MR. HENNING:  Ms. Campbell, I really am willing to seek to figure out a way, because I know this is a very important point. 

     MS. CAMPBELL:  Yes.  And we're not the only people 

interested in it, and it is important, of course, that the Panel have a complete understanding of the information that you used, your sources and all of that sort of thing.  

     So perhaps what we will do is, Mr. Leslie, I am sure also Mr. Brown and others are interested in this information.  We can have a discussion the best way to deal with this.  

     MR. LESLIE:  Yes, indeed.  

     MS. CAMPBELL:  Thank you.  Do you know if there is storage capacity available in the north-eastern US market?  

     MR. HENNING:  There is storage in the north-east US market, that's correct.  The nature, in terms of what you're talking about is primary capacity that is available and uncontracted at this point in time.  That's much more limited.  

     MS. CAMPBELL:  That was going to be my next question.  

     MR. SLOAN:  There is storage capacity under contract, where the -- 

     MS. CAMPBELL:  Sorry, I can't hear you, Mr. Sloan.  

     MR. SLOAN:  There is storage capacity under contract 

throughout the north-east where the contracts will be expiring in six months or a year, or a year and a half, or two years within the planning horizon of most of the participants in the market, which means that there will be regular open seasons throughout that time period for a variety of storage facilities in the north-east.  

     As we look at it today, I would be really surprised to see any available storage capacity that's not -- doesn't have a buyer today, given the value of the forward-strip for natural gas.  There's so much value in holding natural gas just to or arbitrage between the summer price and the winter price right now, that there should be no available storage capacity in the market today.  That's the lowest value used for the storage today, and it is quite valuable.  

     So if there were any available capacity as of today, one of the marketers or one of the LDCs, or one of the pipelines, or a sophisticated trading operation -- if I had the capability I would certainly be interested in looking into it, but nobody's going to give the contract to me to do that, because there's money to be made in holding storage right now, given the forward strip on the NIMAX and the other natural gas markets.  So you wouldn't expect to see any available capacity, except as capacity contracts, expire over time, and there are more open seasons where that contract -- or that capacity is made available to a variety of parties at the open season rates.  

     MS. CAMPBELL:  Do you know which companies are going to have capacity?  

     MR. SLOAN:  I don't know, off the top of my head.  I looked at some of the index of customer filings for a variety of different pipeline companies over the last six months, and I know that there are regular contract expirations that are listed in that index of customer data.  

     I mean, I could certainly give you an example.  I wouldn't -- it would be a major effort to do a comprehensive analysis of all of that data.  

     MS. CAMPBELL:  I'm not certain whether in your answer you told me how you acquired that information.  Can you tell me how you found that out?  

     MR. SLOAN:  Some pipeline companies and storage companies are required by FERC to provide on a public basis an -- it's called an index of customers. 

     MS. CAMPBELL:  Yes.  

     MR. SLOAN:  And that index of customers lists some of the contract terms associated with the contracts, including the expiration date for the contract.  

     And as those contracts expire -- and it's not available for all contracts, but as some of those contracts expire, the capacity will be available on the market again.  

     MS. CAMPBELL:  All right.  So I'm correct then your source for that information is reviewing publicly available information, posted in accordance with the requirements of FERC?  

     MR. SLOAN:  That's right.  

     MS. CAMPBELL:  All right.  Did you do a summary of the 

results of that, keep notes of what you observed?  

     MR. SLOAN:  It's kind of general industry knowledge.  I didn't write down, tick, tick, tick, tick, these contracts are expiring on these dates, no.  

     Back in my office I have several lists of index of customers that were reviewed as I went through the process, but it was more just going through and saying, yes, there is capacity expiring on Vector, for example.  There is capacity expiring on other pipelines.  

     MS. CAMPBELL:  All right.  If you have that list, I would appreciate production of it.  Provided of course it is the list of the ones you looked at for this study.  I'm only interested in this particular study.  So if you could provide me –-

     MR. SLOAN:  I'm not interested in doing any more work than I need to. 

     MS. CAMPBELL:  Oh, how wonderful.  That makes two of us. 

     MR. SLOAN:  I'm not going to give you information that is not relevant. 

     MS. CAMPBELL:  Excellent, Mr. Sloan, we're on the same page.  Mr. Leslie, if I could have an undertaking to have that list provided? 

     MR. LESLIE:  Yes.  

     MS. SEBALJ:  That is Union 37.  

     UNION UNDERTAKING NO. 37:  TO PRODUCE LIST OF EXPIRING 
CONTRACTS

     MS. CAMPBELL:  I assume that the work that's gone into the research and analysis and particularly any enquiries concerning the availability of pipeline capacity to move gas stored from the northeastern US market to Ontario was done by EEA, and no one at Union did their own independent study? 

     MR. ISHERWOOD:  That's correct. 

     MS. CAMPBELL:  None of you made enquiries or had 

conversations with people on behalf of EEA?  

     MR. ISHERWOOD:  No.  

     MS. CAMPBELL:  So it was strictly within the ambit of their retainer?  

     MR. ISHERWOOD:  That's correct.  

     MS. CAMPBELL:  Thank you.  Something that I observed 

-- and this should probably give you an idea of how dull my life is -- I compared the two studies that you did and I noted a difference between one of the studies that has to do with the sentence that I think is somewhat -- it deals with pipeline capacity.  I would just like to know from you why it's not in the new study.  Perhaps you will be able to explain it to me. 

     If I go to your old report -- do you have your old report?  

     MR. SLOAN:  We do not have that up here at this time. 

     MS. CAMPBELL:  Do you want to see it before I read it?  

     MR. LESLIE:  No, that's fine. 

     MS. CAMPBELL:  Oh, thank you, Mr. Leslie.  The report of October 28th, 2004, if you go to your page -- your old page 26.  And it is your new page 34.  

     The sentence that appears at the bottom of old report 26 -- I will read the sentence before it so you know what the location is.  The sentence is the same in both reports, the lead-in sentence.  So, top of page 34, on the first paragraph,

“Union Gas storage is competitive with these downstream storage assets as long as sufficient pipeline capacity exists to transport storage 

gas from Dawn to the NFG system via Niagara.”

     Here is the sentence that did appear and no longer appears:

“Currently, there is sufficient pipeline capacity to provide the necessary service except during a limited number of peak periods each year.” 

     That sentence isn't there any more, and you have 

replaced it with the sentence that begins "Union is expanding the Trafalgar.”


I'm wondering if any of you can advise me why that 

sentence isn't there any more, if there has been a change in situation, if you could explain that to me.  

     MR. SLOAN:  Well, I think that the answer was in the 

sentence that you just read, which is that Union is expanding Trafalgar to increase capacity to Niagara.  

     That would be one of the two issues that would have led to that change.  The other would have been perhaps a better understanding of the constraints on the Niagara system, where the -- excuse me, on the natural fuel gas system, where any constraints are running from north to south, not south to north, which would make exchange much more valuable.  And so there's a more valuable exchange market.  But I would really like to put the two pages 

side by side and go back to my notes and make sure that that was the full reason for making that change.  

     MS. CAMPBELL:  So if, Mr. Sloan, you have anything else to say after you compare the two back in your office, you will let Mr. Leslie know?  

     MR. SLOAN:  I will do that. 

     MS. CAMPBELL:  And Mr. Leslie will tell the rest of us. 

     MR. LESLIE:  Why don't we take it as an undertaking so I don't have to be a go between. 

     MS. CAMPBELL:  You won't have to be the go between?  You've obviously seen Mr. Sloan's office.  

     MR. LESLIE:  Oh, but I've been a go between before.  

     MS. SEBALJ:  Just so it is clear for the record, can I have again the page reference and the title of the old report or -- 

     MS. CAMPBELL:  The old report has the same title, but the old report is dated October 28th, 2004, and the page reference is to page 26.  

     MS. SEBALJ:  Thank you.  Sorry, Union number 38.  

     UNION UNDERTAKING NO. 38:  TO CLARIFY RATIONALE FOR 
REPORT CHANGE

     MS. CAMPBELL:  The current page number is 34.  

     MS. SEBALJ:  Yes.  

     MS. CAMPBELL:  If I could take you to page 37.  This is a question that relates to table 4.  Does price correlation among hubs have anything to do with storage?  

     MR. HENNING:  We are using the price correlation analysis here to help us define the relevant geographic market for storage.  

     As was explained I thought rather eloquently by Mr. Smead, in the gas industry, when you are trying to look at how markets are connected, you try to examine the elements of the basis blowouts.  And in connected markets, you only have constraints for a few days or more, or no more than a few days.       


When you start seeing those kinds of connections, what you get is high price correlations and the standard deviations of the relative basis differentials also tell you statistically about the nature of those interconnections.  

     So, yes, the price correlations are telling us about storage, and what they're telling us is giving us information about the geographic market in which storage competes.  

     MS. CAMPBELL:  I'm just thinking about what you said, 

because I'm still not sure how I understand that price 

correlation among hubs has anything to do with storage.  Maybe I'm being too literal.  But I still --

     MR. HENNING:  Are you asking me if you're being too literal?  I'm trying to explain, in fact, the nature of this is part of our evidence in helping us define the relevant geographic market for storage and how it competes in the natural gas market.  

     I mean the storage itself has almost no value in and of itself.  It has a value, in terms of how it is used in operating and delivering natural gas into markets. 

     MS. CAMPBELL:  Yes.  

     MR. HENNING:  So in that sense, what we're using here is the robust price information about defining what connected markets are.  

     MS. CAMPBELL:  Sorry, Mr. Henning.  Not that I'm not 

fascinated.  I'm riveted.  I hear snoring from the back of the room.  

     MR. HENNING:  They don't call economics the dismal science for no reason. 

     MS. CAMPBELL:  Nonsense.  Compared to accounting this is -- 

     MR. HENNING:  They found an analyst to give the numbers who didn’t have the personality to be an accountant. 

MS. CAMPBELL:  Oh, yes.  All right.  

     Page 47.  If we could go to page 47, Paragraph 5.  Sorry.  I really can't count.  I don't even have the ability to be an accountant because I can't follow numbers. 

     I wanted to go to page 45 first.  I apologize.  I have a question about table 9 and it's very similar, I guess, to the question that we just discussed, except the question is slightly different.  

     Table 9 is natural gas price relationships in major New York/Pennsylvania competitive storage markets. 

     My question to you is:  Can price differentials and markets have anything to do with storage?  And is your answer going to be the same as the one you just gave me for table 4?  

     MR. HENNING:  Yes.  I mean the nature of it is the same.  The particular relevance of this, however, is looking at the price behaviour which FERC has always included in the same relevant geographic market.  

     So we're looking at the evidence, in terms of FERC's 

designations of a geographic market to infer what kinds of price behaviours have been found under precedent to be in the same relevant geographic market.  Then we're applying it to the definition of the geographic market we use for this study.      

MS. CAMPBELL:  So what you are telling me, then, is that both table 4 and table 9 you believe this to be a step that FERC takes, that's found in FERC cases, that's your reason for using it?  It's a tool that has been used?  

     MR. HENNING:  It's a tool that is telling us what the level of price connections that are implicit in FERC's definitions of a common market for storage.  

     MR. SLOAN:  I'm going to be try to be helpful. 

     MS. CAMPBELL:  Oh, Mr. Sloan.  You might regret that, but you go right ahead.  

     MR. SLOAN:  I may, I may.  

     The FERC analysis does not typically look at this type of price analysis.  

We've gone one step beyond what FERC has required of 

-- actually more than one step beyond, but one step beyond what FERC has required in its market concentration analysis.  What we're doing in table 9 is saying that FERC has regularly agreed that the geographic market that includes Niagara and Dominion Southpoint and the storage associated with those two points, is a competitive market.  

     So FERC has regularly accepted that definition of a 

competitive market.  What we are trying to do is show that, 

within that market there is a degree of price differential and price volatility.  And that price behaviour is consistent with the FERC definition of a competitive market.       

Then we are showing that the competitive market that we've evaluated is consistent with the -- that the price behaviour in our competitive market, at least the core competitive market, is consistent with the price behaviour in the market that FERC has consistently considered to be a competitive marketplace.  

     MS. CAMPBELL:  Okay.  Thank you, Mr. Sloan.  

     MR. SLOAN:  Was that helpful?  

     MS. CAMPBELL:  You tried, and I think it was very helpful.  Thank you so much.  

     MR. SLOAN:  Thank you.  

     MS. CAMPBELL:  Page 47.  Paragraph 5.  And this question is going to be very similar to one that you have answered before, Mr. Henning, so you may well be giving me the same answer again.  I am going to Paragraph 5.  It's the statement at the very bottom for Ontario customers, Union Gas regularly competes with -- what do we have here National Fuel Gas Storage near Niagara, New York, via backhaul and Michigan storage with access to Ontario by the Great Lakes Pipeline and via MichCon and Vector.   

     My question here is similar to the one that I had before, I would like the source for those statements.  You told me when I asked you something previously, you said well, we look -- part of this is market concentration.  Part of this is price movement.  You then indicated, that in a previous question, you had looked at oh, what's the --     no.  There was a particular storage facility -- Stagecoach.  I knew it had something to do with John Wayne.  

I’m thinking John Wayne.  John Wayne.  What does he have 

to do with storage?  Stagecoach.  

     So I have those three things.  I understand that.  What else did you look at or what else is the foundation for that? 

     MR. HENNING:  I think it is, in essence we are talking here about the same conclusion that we had there, so the same foundation would be provided.  

     MS. CAMPBELL:  All right.  So we've got the same issue 

concerning providing the sources that we discussed previously?  

     MR. HENNING:  That's correct.  We will work through those in order to be able to do that.  

     MS. CAMPBELL:  All right.  

     MS. SEBALJ:  Is this a separate undertaking?  Or is it the same material that leads to this conclusion?  

     MR. HENNING:  In my opinion, it's the same material.  

     MS. SEBALJ:  Okay.  

     MS. CAMPBELL:  It's the same material, but it is with regard to the reference that is found on page 48 -- I apologize page 47, paragraph 5.  Actually I am going to have the same question about a statement on page 48, paragraphs 1 and 2.  And the reference there is, if you look at the top for US customers such as Rochester Gas and Electric, Union Gas competes with Columbia, Dominion, National Fuel Gas, et cetera.  

     Then again second paragraph, Union competes with Michigan Storage.  So I have the same question.  I assume, Mr. Henning --  and correct me, please, if I'm wrong, I don't want to make incorrect assumptions, but I am assuming that you would tell me that, again, you looked at market concentration, price movement, et cetera, old Stagecoach or whatever it's called.      

So I am going to attach that to the previous undertaking, but make clear for the record that it is -- the source of what I just read was page 48, paragraphs 1 and 2.  It's all one huge undertaking.  

     MS. SEBALJ:  That's Union 37, it was Union 37, which was the source of the statement Union Gas storage also competes with storage capacity downstream of Ontario, that was on page 34.  

Part B of that is the statement on page 47, that you just discussed and part C are the statements on page 48 in paragraphs 1 and 2.  

     MS. CAMPBELL:  Yes.  If there is any confusion, I will save this remarkably important piece of paper, and we can have access to it to figure out exactly what I was talking about.  

     Okay.  I think we're on to page 48.  Moving slowly towards the end.  

     The paragraph is underneath conclusions with respect to the relevant market.  It is --my question arises out of the first two sentences, which reads:  

“Based on our analysis of the physical 

infrastructure price behaviour and market views, we have designated storage capacity within Michigan, North Illinois, Northern Indiana, Ontario and the National Fuel Gas Supply 

Service territory in Western New York and Pennsylvania as the core competitive market region for Union Gas storage.  There exists direct and relatively unconstrained physical linkages between those markets.”


That is from page 48, top of paragraph 5.  

     It may be that this is subsumed in a previous undertaking.  You know where I'm going with this, Mr. Henning, but I am going to ask it anyway for the purposes of clarity on the record, and that is what did the gas system model show about the availability of pipeline capacity to move gas stored in New York, Pennsylvania and 

Michigan to Ontario.  I would ask for the results of the 

model runs.  


And we have had a discussion about how we're going to deal with that, but I’ve put it on the record anyway, and it might be worthwhile to have that as -- should we have that, Mr. Leslie?  Would you like to have that as part of the general undertaking or give it a separate number? 

     MR. LESLIE:  No, you can leave it general.  We will have a transcript -- 

     MS. CAMPBELL:  Right.  Again, that is page 48.  

     I have the same question and we'll get the same undertaking about the availability -- what did the gas system model show about the availability of pipeline capacity to move gas stored in Michigan, Illinois and Ohio via the Great Lakes Pipeline, the MichCon pipeline and the Vector pipeline.    

     MR. HENNING:  Ms. Campbell, we will produce all of that under the same thing.  But again, just for clarity of the record, the model results that are showing this is the absence of transportation basis blowouts under a wide variety of scenarios.  So it is showing that the markets remain connected in a pricing sense.  

     MS. CAMPBELL:  Thank you, Mr. Henning.  My last -- you 

looked as if you were about to say something, Mr. Leslie. 

     MR. LESLIE:  No, no.  

     MS. CAMPBELL:  I just wondered whether it was the time of day –- well, yesterday about this time you were drawing blood.  I'm wondering whether it is that time of day again and you're just getting antsy. 

     MR. LESLIE:  No, no.  You just go ahead. 

     MS. CAMPBELL:  Just carry on?  Thank you.  I will, thank you for the invitation.  Actually we're moving to our last question.  


Perhaps Mr. Brown will give you more sport than I have.  

     Page 49.  A bit of a challenge, David.  

     Page 49.  Paragraph 2.  I'm not going to take you through all of the data; that's not what my question is.  

     There is an estimate contained in that paragraph of just over a billion BCF of storage working gas in the core geographic market.  I'm wondering if that estimate includes storage that is not available to third parties; that is, storage owned by gas and electric utilities.  

     MR. SCHWINDT:  What was the question again?  

     MS. CAMPBELL:  There is a reference -- if you look on the middle of the page, there is a statement that says:   


“Based on our analysis the core competitive geographical market for Union Gas storage includes a total of just over a million Bcf of 

storage working gas capacity.”  

     I'm wondering whether that estimate contains storage that's not available to third parties; that is, storage owned by gas and electric utilities. 

     MR. SCHWINDT:  What does that mean, to be not available?  Because it's owned by -- 

     MS. CAMPBELL:  It is used by infranchise customers.  

     MR. SCHWINDT:  At the moment?  

     MS. CAMPBELL:  Yes.  Dedicated to infranchise customers. 

     MR. SCHWINDT:  I'm getting a little bit uncomfortable with this allocation of capacity to a certain end use, and I will -- 

     MS. CAMPBELL:  You know what, there are a lot of people in the room who don't like it either. 

     MR. SCHWINDT:  It's not that I don't like it, but it's like we're getting these watertight compartments as to what’s available and what's not.  

     MS. CAMPBELL:  That's sort of how the gas market works. 

     MR. SCHWINDT:  What we're talking about is a movement 

towards a pricing regime where things might become available that weren't before, or will become unavailable that were available before.  

     So -- 

     MS. CAMPBELL:  The problem is the infranchise, exfranchise structure I think that you're struggle with, sir.  And that is that the infranchise basically have a set capacity set aside for them.  I think probably Union could explain it better than I do.  I would use the term "dedicated."  In other words, infranchise are those embedded in the system and they have certain requirements and Union is to meet them.  So that storage is for their use.  

     MR. SCHWINDT:  Okay.  

     MR. HENNING:  Ms. Campbell, when we are talking about 

storage, we are talking about a physical asset that incurs joint and common costs that can be used in a variety of different ways during different periods of the year.  So even in the kind of framework that we are describing here, and you were attempting to describe, there are, depending upon how prices change for pipeline capacity, for gas prices in the marketplace, there is ability to make the product fungible between the uses of franchise and exfranchise customers. 

     Let me give you an example.  If you are talking about a local gas distribution company that is in some someplace in Pennsylvania that may have an LNG peak shaving unit, and on the point in time when the prices and the value of its gas and storage increase, it may choose to turn on that LNG peak shaving unit and make additional storage available back into the marketplace.  

     So long as you have an integrated market, as evidenced to us by the price correlations, this is a case where the fungible product between them -- and this is one of the elements of efficiencies of unregulated markets, and so a designation at one point in time.  


The simple answer to your question is that we're using all of the storage capacity in this particular calculation.  

We think that that is the appropriate way, consistent with 

economic theory, to analyze the storage market, because it makes sense:  As prices change you're going to go ahead and adjust the balances between peak shaving, between pipeline capacity, between local production, all of these other things that are the dynamics of the marketplace.  

     I think perhaps that is what Professor Schwindt was having trouble trying to get his arms around. 

     MR. SCHWINDT:  Yes.  Well, this is the issue of what do focus on. Do you focus on the stuff that at the moment is available for third-arty sales?  Or do you take a look at the total capacity.  That's the issue, isn't it?  

     MS. CAMPBELL:  You looked at total capacity?  

     MR. SCHWINDT:  Yes.  

     MS. CAMPBELL:  Okay.  That is what I wanted to know.  I wanted confirmation, you looked at total capacity.  All right.  

     Just to tie it up right now, I have asked this before about other aspects of EEA's evidence, but I am assuming that no one at Union went out and did their own market share concentration study?  

     MR. ISHERWOOD:  That would be correct. 

     MS. CAMPBELL:  You have enough work to do, Mr. Isherwood. 

     MR. ISHERWOOD:  That's correct too. 

     MS. CAMPBELL:  Not that you would have time, sir; you're busy also. 

     MR. POREDOS:  I wouldn't know how to do it. 

     MS. CAMPBELL:  All right.  So we're safe in saying all of that work, market concentration, et cetera, was the sole provenance of EEA?  

     MR. ISHERWOOD:  That's correct. 

     MR. POREDOS:  Yes.  

     MS. CAMPBELL:  All right.  Thank you very much. I appreciate your time.  

     MS. SEBALJ:  Thank you, Ms. Campbell.  I thought I saw Mr. Cass in the room.  Did Enbridge have any questions?

     MR. CASS:  No, we don't.  Thank you.  

     MS. SEBALJ:  Mr. Brown?  

     MR. BROWN:  Yes.  


CROSS-EXAMINATION BY MR. BROWN:  

     MR. BROWN:  Thank you, gentlemen.  My name is David Brown.  I'm counsel to two groups of gas-fired power generators here in Ontario, Sithe Global Power and also TransCanada Energy and Portlands Energy Centre; I guess three groups of gas-fired generators.  I have with me Mr. Jason Stacey and Mr. John Wolnik, who are gas consultants who are also advising those clients.  

     I don't want to really rise to the challenge and engage in sport with you, not at 2:30 on a Friday afternoon before a long weekend.  There are some informational questions that I would like to get.  Hopefully I can ask them a precise way and I suspect a number of them will require undertakings.  But let me start.  

     This question is open to any member of the panel. Could you tell me when the market for storage services, in Ontario, became competitive.  When did that happen?  

     MR. ISHERWOOD:  I can answer from the point of view of when we started to sell services at market-based rates, it was 1989. 

     MR. BROWN:  That's really not what I am looking for, because in this proceeding, the Board is being asked to enquire whether, as a matter of fact, there is sufficient competition in the market for storage services that forbear from regulation and both of the domestic utilities are essentially saying there is.  

     I guess what I would like to have from either the Union representatives or from the experts on the panel, when did that happen?  When did the market for storage services in Ontario become sufficiently competitive to permit forbearance?  Was it this year, last year ago, five years ago, ten years ago?  

     MR. HENNING:  I can't tell you.  We looked at it at the point in time given the structure and nature of the marketplace today.  

     We did not do a market -- an ex-post market 

concentration analysis for 1999.  To say anything about it would be speculative.       

MR. BROWN:  Well that may then answer my second question, I was to enquire as to what events resulted in the market for competitive storage services or for storage services in Ontario becoming competitive.  

     MR. HENNING:  Well, the events, I suppose, when you go back, have to do with the evolution and development of a robust trading market where transactions occur on pipeline systems that are interconnected. 

     So the evolution of the market structure, the construction of new pipeline capacity; the entry of new providers of service into the marketplace; all of these things are events that ultimately led to the competitive market.  The timing of them, you know, it's been appear an evolutionary process and we wound up looking at it from the perspective of the market today and in recent history.  

     MR. BROWN:  This is a question perhaps directed more towards Union representatives on the panel, and it's sort of between now and then kind of question.  

     We are engaged in a process initiated by the Board to look into a number of issues one of which is the issue of competition in storage.  It will take some period of time before the Board renders a decision in this proceeding.  Between now and then, no doubt there will be customers who want to come to Union and make requests for storage service provision.  

     Is it business as usual from Union's perspective with 

respect to those requests between now and then?  

     MR. ISHERWOOD:  We are aware of the need of the power market in Ontario for example requiring high deliverability of storage.  Enbridge has come out with an RFP recently to develop a project to serve that market.  Union is looking at doing the same type of thing in terms of developing a project and going out for open season well.  But I think the yes/no decision that project will be dependant upon the outcome of this proceeding.  

     MR. BROWN:  I was also thinking in terms of storage that is offered by Union some of it is unbundled some of it is semi-bundled such as on T1 services.  

     Does this proceeding sort of put a cloud over the 

possibility of a customer reaching some sort of agreement with Union about a future service?  Or is it business as usual from Union's perspective, in terms of dealing with customer requests for various forms of storage service?  

     MR. ISHERWOOD:  I think the infranchise T1 service is 

available today.  I think the exfranchise service has been 

brought forward in this proceeding, the four new services, as an example, do require the Board to make a decision in the proceeding.  There's some costs that need to get recovered, that type of thing.  So I guess the answer, Mr. Brown would be somewhat mixed.  T1 is available.  

M12 is certainly available today.  In terms of some of the new enhancements, we certainly need some Board guidance and Board decision.  

     MR. BROWN:  The Board advocacy staff presented an expert yesterday, Ms. McConihe.  She prepared a report and I would ask you to turn to page 28 of her report.  I don't know whether you have a copy there in front of you.  

     MR. LESLIE:  I certainly don't. 

     MR. BROWN:  There is just one sentence, Mr. Leslie.  I will read it to you.  On page 28 of that report, the following sentence appears:   

     
“A consult at that point in time for Union 

estimated that there is potentially 150 Bcf of additional storage in Ontario.”

The footnote is footnote 69 and it references a January 15, 2001 letter.  

     My question is, does Union today agree with that estimate of 150 Bcf of additional storage.  If it does not, what is Union's current best estimate?  

     MR. POREDOS:  Union certainly doesn't have all of the 

information for all of Ontario for all of the possible areas that have been explored or seismic has been done on it.  

     I think it is public knowledge that MHP is suggesting 

that there's somewhere in the area of 6 Bcf that they're looking to develop.  There is also public information I think Tribute had on the record of about I think it was 12 Bcf that they would develop.  

     There's probably more than that, but I don't think that Union, today, has a good answer that there's 50 or 100 or whatever.  Generally speaking, there could be somewhere between 30 and 50, as someone from Enbridge yesterday said.  

     MR. BROWN:  Well, perhaps I could ask the same question of the folks from EEA and Professor Schwindt.  Page 57 of the report, there is a suggestion that the incentive and regulatory structures in Ontario may be inhibiting storage development in Ontario.  What is your folks’ best estimate of the amount of additional storage available for development in Ontario?  Or do you have a view on that?  

MR. HENNING:  We obviously are not on the ground doing seismic.  We do have a view, in terms of estimates of potential, in terms of resource rock.  I think the public 

estimates it anything from 30 to as high as 150, probably bracket R ranges.  

     In part, the amount that ultimately will be developed will be based on the incentives and the regulatory regime, to the extent that the regulatory regime inhibits development here in Ontario, we think it will be developed elsewhere.     

     In fact, in recent base cases, we have been reducing the amount of storage development in our most likely case in Ontario, and increasing the amount in Michigan.  

     MR. BROWN:  What is the most likely amount in your base case?  

     MR. SCHWINDT:  Again, this depends upon the price, right.  It's like how much petroleum is out there?  There's a lot more petroleum available when the price goes to 75 dollars a barrel.  So --

     MR. BROWN:  What is the -- for your base case, what is the most likely amount given your most likely price forecast over the next ten years?  

     MR. HENNING:  We will -- subject to check, in our current base it is 40 to 50 Bcf between now and 2025. 

     MR. BROWN:  Thank you very much. 

     MR. SLOAN:  Let's be clear on the record hat that is 

not the potential.  That's what we are forecasting to actually see developed.  There is a difference between potential and expected development.  

     MR. BROWN:  The number, Mr. Henning, that you just put on the record, does that include or take into account the extra 1 Bcf of gas demand that was forecast I think in the Natural Gas Forum Report due to the projections of the amount of gas-powered generation that's going to come on line in Ontario?  

     MR. HENNING:  Yes.  In our base case, we have built in some portion -- we'll have to check exactly the numbers -- regarding the displacement of coal in the use in power generation included in those load requirements, yes.  

     MR. BROWN:  Gentlemen, and perhaps this is more the people from Union, although I think you folks from EEA might also be able to provide some information on it. 

     If I could ask you to turn in the Union evidence to page 10 of 26.  Section 3.3.  Section entitled “storage substitutes.”  Ms. Campbell took you to this list and asked some questions of you earlier this afternoon.  

     I would like to ask for some more detailed information and an undertaking may well be the best way to provide the answer.  

     But in that section, you identify alternatives to Union's storage services.  The first that you identify is storage services from third-party providers available at the Dawn hub.  

     My question is, could you provide a list of all of the third-party storage operators from I think what you've described as the core area, Illinois, Indiana, Michigan New York, Pennsylvania, West Virginia, that to Union's knowledge are active or have been active at Dawn since 2000.  

     MR. ISHERWOOD:  I believe the reference, in terms of 

category at least, would be the second category.  The first 

category would be marketers and other folks at Dawn providing a storage-type service. 

     MR. BROWN:  There are two parts to my first question.  That’s a valid response, Mr. Isherwood.  Just so you're clear, with respect to that first bullet point, there 

are actually two things I would like.  First is a list of all third-party storage operators who have been active or are active at Dawn since 2000, and the second would be addressing your point, Mr. Isherwood, a list of third-party nonstorage operators offering storage services at the Dawn hub since 2000.  There may be none on the first list and 

all on the second list, but I break it down that way. 

     MR. ISHERWOOD:  All we know is who we have sold storage to and how they package that with their own marketing services.  I would have no idea knowing what customer X who bought storage from us, what they are doing, reselling that storage.  

     MR. BROWN:  That's fair enough.  I'm not asking you to 

provide anything more than the information that you possess.  But there must have been some information that underpinned the first bullet in this section, so I am just asking you to provide me with the information that you have in your possession.  

     MR. ISHERWOOD:  I think -- we can do that.  But I think the list will be people that have actually bought storage from us.  I think you said from 2000?  

     MR. BROWN:  Yes.  From 2000 on. 

     MR. ISHERWOOD:  Okay.  

     MS. SEBALJ:  That's Union undertaking number 39.  

     UNION UNDERTAKING NO. 39:  TO PROVIDE LIST OF THIRD-
PARTY STORAGE AND NONSTORAGE OPERATORS ACTIVE AT DAWN 
SINCE 2000  

     MR. BROWN:  Mr. Wolnik would like me to expand that question by asking you to also take into account and provide a list of the people who have been engaged in title transfers at Dawn since some of those may reflect the sale of storage services.  

     MR. ISHERWOOD:  Title transfer is an incredibly long list which would be confidential, I would think, from people's point of view.  

     MR. BROWN:  Okay, Just the storage operators who are on that list.  

     MR. ISHERWOOD:  So it's really a double-check mark here.  One you have a storage contract; and B, you have done title transfers?  

     MR. BROWN:  Either/or.  

     MR. ISHERWOOD:  Are you referring to the first category when you say transfers?  Or you say the second category?  

     MR. BROWN:  Well, I initially identified two categories of corporations from a particular catchment area, and I identified the states. 

     In the first category, I put third-party storage operators.  In the second category, I put third-party nonstorage operators offering storage service at Dawn.  

     With respect to the title transfer component, my question is restricted to the first category.  The storage operators from that catchment area or from the other states that are offering storage services at Dawn.  

     MR. ISHERWOOD:  I think the point we're trying to make on the second category here, it is not necessarily a storage provider providing service at Dawn.  It's a storage provider in the market area competing with storage at Dawn. 

     MR. BROWN:  Yes, I know.  But one of the issues that has emerged in this case is what in fact is available in terms of a viable alternative to storage service at Dawn.  

     You have put forward a list of alternatives.  I'm simply trying to probe and put some names on that and elicit from Union those companies that are providing the services that I described at Dawn which you say are an alternative to Union's storage services.  It's no more complex than that. 

     MR. ISHERWOOD:  The example I would give is Washington 10 is a storage field owned by DTE in Michigan.  They may not be providing a storage service at Dawn.  They're providing a storage service in Michigan that competes with storage at Dawn. 

     MR. BROWN:  I was just dealing with the first bullet point, which talks about available at the Dawn hub.  That was my first question. 

     MR. ISHERWOOD:  The first bullet point is third parties, which in my case would be Nexen or BP or Sembra. 

     MR. BROWN:  Fine.  That was part two of my question.  The first group were storage providers who were providing storage services at the Dawn hub.  If your answer is there are none and the only people providing storage services at the Dawn hub are marketers, fine, so be it.  That would be the answer, and I would ask you to identify who those marketers are.  

     MR. ISHERWOOD:  Okay.  

     MR. BROWN:  If I could have it as an undertaking, please. 

     MS. SEBALJ:  Yes.  Union number 39.  

     MR. BROWN:  The third bullet point is section 3.3 -- 

     MS. SEBALJ:  Sorry, Mr. Brown can I interrupt for a second.  


The point you just made was the same undertaking.  You have done one, or did you just have a separate undertaking to deal with marketers?  

     MR. BROWN:  No.  The undertaking --

     MS. SEBALJ:  I think there's some confusion.  

     MR. BROWN:  The undertaking relates to the first bullet point under section 3.3 on page 10 of 26. 

     MS. SEBALJ:  That's Union 39.  Sorry about that.  

     MR. BROWN:  Fine.  The third bullet point on that page talks about winter supply and upstream pipeline capacity to move supply to Dawn.  

     My question in respect of that is could Union please 

provide a listing of daily spot purchases showing the Dawn spot price on the top five peak winter days for the winters commencing in 2000, and you can assume that the peak days are defined by the days with the highest Dawn Parkway send out capacity.  

     MR. POREDOS:  Are you asking for the spot purchases done by Union?  

     MR. BROWN:  No.  Just the price.  Not -- what I would call the index price.  

     MR. POREDOS:  You want the -- 

     MR. ISHERWOOD:  Just the price of gas at Dawn on the top five sendout days for how far back?  

     MR. BROWN:  For the winters commencing in 2000.  

     MR. ISHERWOOD:  I'm going to assume we have that 

information, but that's subject to check. 

     MR. BROWN:  If you don't have it, that will be your answer.  If you do, it if you could provide it that would be great.  If I could ask for an undertaking on that basis then. 

     MS. SEBALJ:  Union number 40.  

     UNION UNDERTAKING NO. 40:  TO PRODUCE INDEX PRICE

     MR. BROWN:  Then finally, the last bullet point on page 10 under section 3.3 talks about financial options to hedge winter gas deliveries.  

     My question is, could you please describe how a financial option will ensure that a generator is able to get physical supply on the coldest days of the winter to ensure the reliability of the electricity grid.  That is to say, if the system operator here in Ontario is saying to the generator, you're on today, we need you for system reliability, how do these financial options provide a useful alternative to storage at Union?  

     Any member of the panel is free to answer that question.  

     MR. HENNING:  Let me take a cut at it, Mr. Brown.  

     One of the features of transactions at Dawn is that it is widely recognized and has been studied and EEA has introduced evidence in various proceedings before the National Energy Board on the liquidity at Dawn.  

     You look at minimum numbers of transactions that are 

occurring on any of those days.  The financial option available is the insurance policy that allows you to pay whatever price it takes on those peak days.  

     So the only kind of systems -- we have never seen a day where there is no liquidity or no trading at Dawn.  So if the power generators are the highest value option at that point in time, they will be able to get the gas on those transactions and they will have been able to use the financial product to ensure that they're held financially indifferent from the time that they executed that product and be able to bid whatever the price is.  

     MR. BROWN:  In effect you would be suggesting that the power generator, for example, is the example of a gas consumer, would have some of those financial products or financial options as part of its overall portfolio?  

     MR. HENNING:  I would assume they're available to them.  Whether they choose to avail themselves of those options is their choice.

     MR. BROWN:  If I could move to page 11 in Union's evidence, section 3.4, the Dawn hub.  There is a discussion there, and it is emphasized in the second sentence, about the liquidity of the Dawn hub.  There is much referenced in the evidence to the liquidity at the Dawn hub. 

     Am I correct the liquidity at the Dawn hub is liquidity with respect to gas commodity trading?  

     MR. POREDOS:  The liquidity at Dawn is certainly a part of that.  I think somebody yesterday actually suggested that there was 6.8 BCF of trades done each day, which is higher than the amount of supply into that -- into the hub.  So there is a lot of activity going on just from name changes.  There is activity going on in terms of services being sold, which we wouldn't necessarily have access to the information on those services.  

     MR. BROWN:  But what's the liquidity in?  Delivered gas?  Or is there liquidity in storage transactions?  

     MR. POREDOS:  It's gas. 

     MR. ISHERWOOD:  It's gas commodities. 

     MR. BROWN:  With respect to Dawn, as I understand it there are -- there's at least one, if not more, indices of the prices of gas commodity transactions that occur at Dawn; correct? 

     MR. ISHERWOOD:  It's widely reported. 

     MR. BROWN:  Exactly.  Is there a similar kind of index for storage transactions that take place at Dawn?  

     MR. ISHERWOOD:  There is not.  

     MR. BROWN:  There was reference by Mr. Sloan, I think, 

earlier this afternoon to what FERC calls the index of contracts, which I take it Mr. Sloan is a periodic reporting requirement that FERC imposes upon storage companies that are selling storage services at market rates or market-based rates?  

     MR. SLOAN:  I may have misspoke earlier.  It is the index of customers.  Not the index of contracts.  

     But in effect, it is a list of contracts held by FERC -- by customers of FERC regulated pipelines and storage facilities.  

     The storage facilities that are selling capacity at 

market-based rates typically are not required to make those 

public.  So for those facilities you would not be able to get the index of customers.  

     MR. BROWN:  Mr. Isherwood, the sort of index of customers that Mr. Sloan has described, it is -- is it something that Union is prepared to put in place as a condition for obtaining the forbearance that you're requesting in this proceeding?  

     MR. ISHERWOOD:  I think what Mr. Sloan just alluded to was, in terms of FERC regulation at least, if it is 

cost-of-service storage, then there is a list of customers and list of prices.  Typically, as I understand it at least, with FERC if it's market-based, there is -- that information is not available.  

     MR. BROWN:  That's what I understood him to say.  But my question to you was, that as a condition of getting the 

forbearance that you're requesting in this proceeding, would Union be prepared to put in place a reporting requirement or a publication that would contain the information that Mr. Sloan has described on the index of contracts?  

     MR. ISHERWOOD:  It's difficult committing to that type of thing when no one else in the market is doing the same.  So it’s really one provider of service telegraphing basically telegraphing market information when the secondary market is not doing the same and potentially other storage providers are not doing the same.  

     MR. BROWN:  Table 13 I think it is in the EEA report, page 53, table 13.  Sorry.  I think it is table 12 and perhaps also table 13.  

     What I am interested this is the list of physical storage capacity in the Union Gas core and non-core competitive market area, and there is a list of operating companies.  

     My question is, for the ones that are located outside of Ontario, do any of you on the panel know whether any of them offer firm storage services on a regular basis at ten percent deliverability rates?  If so, could you identify which ones?  

     MR. ISHERWOOD:  Union has not approached any of those 

storage providers asking that question.  

     MR. BROWN:  Does the folks from EEA, could you help out on that?  

     MR. HENNING:  We have not done a review of all of the tariff services to find out whether there is a ten percent 

deliverability option available.  

     There are fields, in the US, where they have those sorts of services, largely those are salt cavern 

high-deliverability types of facilities as a whole.  

     But there are often there are tariff services that are 

constructed from facilities that will have differing amounts of deliverability.  We just haven't done a full -- a review of that in order to say that this one has a ten percent service.  This one does not.  

     MR. BROWN:  Fair enough.  Perhaps I could follow up in 

respect of some references that you make, that is you EEA folks make in paragraphs 24 and 28 of your report where you talk about storage providing a balancing function in the short term and very short term, i.e., daily and even hourly.  That's on page 24 of your report.  

     Then on page 28, section E of your report, you note that generators require very short-term balancing needs.  My question, again is a general one in terms of what you actually have looked at as part of your study.  

     Have you studied the level of competition for hourly 

balancing services at Dawn -- or -- by Dawn I mean not only at the hub, but within the core area that you've described 

surrounding Dawn.  

     MR. HENNING:  I'm going to say yes with a qualifier and I would like to try to explain why there is a qualifier.  As has been discussed, an individual facility will have a certain ratio between its space and its ability to provide deliverability.  

     There are certain constraints by the geology of the field.  There are other things you can do with the investment of new capital and drilling new wells to enhance deliverability.  But in total, you wind-up having to be able to balance the deliverability with the space.  

     We have not viewed that deliverability in isolation, because in fact there is a certain amount of fungibility  between space and deliverability as to how you sell into the marketplace.  

     Frankly, market-based pricing will wind up helping, in terms of sending those appropriate price signals.  If in fact the ten percent deliverability has certain other values associated with it, storage operators will move space over to deliverability, because that will be the most valuable use and it will wind up making more ten percent deliverability available into the marketplace.  

     By contrast, if line pack or other delivery services can compete with that role, they will go back to allocating more of that fungible facility back into more seasonal uses.       

So we have not separated them and viewed them in isolation, because we believe that the facilities themselves are -- provide those services in a traditional way of joint and common costs for pipeline transmission and storage services, that means, in fact, the two product are within the same market.  

     MR. BROWN:  The reason for my question was a very practical one, and it's really no different than the questions that Mr. Thompson was asking you early today on behalf of the industrial customers, that is to say, if my clients, developers of gas-fired plants, were to ask you today:  Well where do we go apart from Dawn to try to get five or ten percent deliverability services, what's the answer?  

     I think in part of what you said, sir, is:  We haven't really done the analysis looking specifically at that question.  But you understand that for my clients that is the real practical question here.  

     MR. HENNING:  It's not as though we haven't done that 

analysis in that way, so much as we haven't seen what the market response will be in terms of the price signals.  Over a very short period of time there may be a trade off, in terms of how much space you have to get in order to get certain amounts of deliverability.  But in a competitive market, as we see this here, you're going to be able to go around not only in Ontario but to other providers of high deliverability storage, such as Stagecoach, which is in fact a high deliverability facility, and wind-up getting that kind of exchange with a commercial transaction with marketers here in Dawn.  

     So the answer is not that we haven't.  It's not that we don't understand or haven't looked at the problem.  But we don't know what the market result is going to be, markets are hard to project in that way 

     MR. BROWN:  Well, let me put it another way.  I think you suggested to me that my clients could go to Stagecoach you described that as a high-deliverability facility.  Are there any other high-deliverability facilities in the core area you identified in your report?

     MR. POREDOS:  Mr. Brown, one way to deal with this is when people are looking for a different type of service than exists today, your clients might consider doing a joint RFP to all brokers, all marketers at Dawn or Michigan or even in the northeast for a high-deliverability service at Dawn.  Those people would then price that service at the market value and tell you whether they can or they can't, or what price that's going to be.  

     MR. HENNING:  Over time, once those price signals are done, one would expect market to wind-up investing new capital for additional wells to increase the deliverability of existing fields, because that's the highest value usage.  

     I mean, that's the way the market works.  

     MR. BROWN:  Okay.  Well, if I could turn back to the Union evidence, in particular page 16, section 4.4.  There's a discussion there that's been touched upon already about Union's proposal that from January 1, 2007, forward it planned to acquire infranchise storage or incremental infranchise storage through a RFP process.  

     We heard evidence I think in the first technical conference a few weeks ago that in terms of the current storage assets that Union has, a fair chunk of them are committed by contract to exfranchise customers.  

     My simple question is, if you've got a large portion of your existing assets under contract to exfranchise customers, why would Union not use the space that is released as those contracts come to an end to serve incremental storage demand by infranchise customers?  

     MR. POREDOS:  That may be an option long-term.  From our standpoint, the value of those contracts in exfranchise markets has a market value today.  There are some terms to those contracts.  At the point in time, we may have to build for high deliverability.  We may not have that type of asset available in terms of space, or the ability to get it in and out of the well.  

     MR. BROWN:  And this terms of the additional space that you can develop from your own storage assets at the present time -- by that I mean Union Gas storage assets -- what is the amount that is available for you to develop out of your existing assets?  

     MR. POREDOS:  As I said earlier, Union has not got any pools on its development list, especially in today's environment.  We wouldn't be looking to develop new storage.  

     There may be some optimization we can do on the existing pools.  Again, that may require some capital, but certainly we have not moved forward on those at this date.  

     Having said that, depending on the relationship between the returns and the market and market prices, Union or a third party might consider developing pools in the future, depending on the economic outcomes, depending on the regulatory outcomes of this hearing.


MR. BROWN:  Just picking up on your last answer, sir, how much additional deliverability would Union be able to develop out of its existing assets?  

     MR. ISHERWOOD:  That same question was posed to me as part of the earlier technical session we had on power services.  That type of information is very confidential.  There are other people in this room that would be willing to or looking for that same information.  

     MR. BROWN:  So for the purposes of this proceeding, what will the evidence of Union then be with respect to 

the amount of deliverability that it can develop out of its 

current assets?  We won't tell you?  Or – 


MR. HENNING:  It sounds like we won't tell you. 

     MR. ISHERWOOD:  I think the answer I gave a month ago -– I’m going by memory here, but I think the people are talking about the need for about 2 Bcf of high- deliverability space, which would imply about 200,000 a day 

of high deliverability.  I think committed even a month ago that our list of projects would include at least that much. 

     So if you had the right market signal we would be more than prepared to develop the services for the power customers.  

     MR. BROWN:  But you aren't prepared to say how much more?  

     MR. ISHERWOOD:  I think the market needs 200,000 is my best guess, and I think we can do that or more.  

     MR. BROWN:  If I could flip back to the EEA study.  I 

apologize for going at it this way, but if you could turn to page 53 -- that's where I have the table 12, the list of storage companies.  You've listed a lot of storage companies that are outside of Ontario, but within what you have called the core area.  Some of those storage companies are operated by LDCs. 

     My first question is, could you please explain what if any barriers these LDCs would face in order to sell storage on a firm long-term basis to customers at Dawn.  

     MR. HENNING:  For those core in each of the jurisdictions, for the ones, the LDCs in those areas, they would only be able to do that consistent with their own state regulatory requirements and with their state regulatory approval. 

     MR. BROWN:  So there would be some regulatory impediments or barriers for them to make that kind of service available to someone at Dawn?  

     MR. HENNING:  Yes.  That's true.  I would note that it's still important to include and analyze those facilities, because they do play and important role in satisfying the overall market need.  But there is some regulatory inefficiency in place, since they may or may not be free to reallocate that capacity in the state.  

     MR. BROWN:  As part of preparing your report, did you folks at EEA contact any of the non-Ontario companies that you have listed here to ascertain whether they currently compete for the sale of storage services to Ontario customers?  

     MR. HENNING:  We did not conduct an independent survey, no.  

     MR. BROWN:  Thank you.  Mr. Leslie is tapping his feet, so I'm almost at the end. 

     MR. LESLIE:  I'm just trying to stay warm.  

     MS. CAMPBELL:  Great sense of rhythm. 

     MR. BROWN:  Thank you very much, panel.  Those are my 

questions.  

     MS. SEBALJ:  Thank you, Mr. Brown.  I would suggest that we take a break.  Mr. King, you have questions?  

     MR. KING: I do.  

     MS. SEBALJ:  Can you give me a time estimate?  

     MS. SEBALJ: Ten minutes. 

     MS. SEBALJ:  Is there anyone else; Mr. Quinn, Mr. Wightman?  


Both?  

     MR. WIGHTMAN: Less than five.  

     MS. SEBALJ: Mr. Quinn?  

     MR. QUINN:  Fifteen.  

     MS. SEBALJ:  Anyone else in the room have questions for Union?  

     MR. DeVELLIS:  Ten.  

     MS. SEBALJ:  Let's take a break and return at 3:25.  

     --- Recess taken at 3:10 p.m.

     --- Upon resuming at 3:25 p.m. 


PROCEDURAL MATTERS:

     MS. SEBALJ:  I had meant to do this before the room got empty, and I am a little bit too late.  But there have been some enquiries about the settlement conference and what sort of preparations and organization is being done in that respect.  

     All I can tell you right now is that once we have confirmed who the facilitator will be for the settlement conference, the facilitator will be getting in touch with all of the parties.  And I presume planning some sort of organization with the utilities to be able to start from somewhere, a straw man, whatever it may be.  

     So that is sort of the non-information we have at the 

moment.  But you will be getting more information as to time goes on.  The person to speak with about the settlement conference is Ronald Man who is sitting to my left.   He is in charge of organizing, from a case management perspective.  I just wanted to get that on the record 

     MR. LESLIE:  Can I say something apropos of the settlement conference.  We have taken a number of undertakings.  Our intention is to concentrate on the ones that will be relevant to the discussions at the settlement conference.  I think you had this discussion with Enbridge.  

     MS. SEBALJ:  Yes.  

     MR. LESLIE:  That may mean that some of the undertakings relating to storage will take a little longer to deliver.  

     MS. SEBALJ:  Yes.  I, of course, can't sort of approve that right now, but in terms -- I will take it back to the panel and we will see what we can do on dates with those.  

     I have had a couple of queries, just to be clear, the 

hearing begins or the presentation of the settlement agreement, if one is reached, will be presented on June 12th.  Then the hearing will commence immediately thereafter.  So we don't have  -- I think some people were under the impression the hearing didn't start until July.  So you will need to check the schedule and the procedural order to make sure that you know that it's starting in June.  There is, at this point, the panel has a 

preference for stating with the storage issue, partly just 

because the order makes sense but also partly because we don't know what is going to come out of the settlement conference, so we know we can start straight away with the storage issue.  

     MR. LESLIE:  Is there any estimate of how much time will be devoted to that?  The storage issue, that is, or is it just as long as it takes?  

     MS. SEBALJ:  It's as long as it takes.  A lot depends on what comes out of the settlement conference.  I think we have 14 days scheduled for the hearing, in total.  So more time, of course is available depending on whether this is 

-- a settlement is reached on anything. 

     There is a little bit of date flexibility.  The panel 

members do have date flexibility to add days here and here, but we don't have -- that was a non-answer to your question.  I apologize.  I'm getting fatigued.      

MR. LESLIE:  That's fine. 

     MS. SEBALJ:  We don't have an estimate for how long storage will take.  I'm being told that the settlement conference venue is the Best Western Primrose, the lovely Best Western Primrose. 

     MR. LESLIE:  Lock your car.  

     MS. SEBALJ:  With that I will turn it over -- did you have anything preliminary, Mr. Leslie. 

     MR. LESLIE:  No, I didn't thanks.  

     MS. SEBALJ:  Mr. King. 


CROSS-EXAMINATION BY MR. KING:

     MR. KING:  Good afternoon my name is Richard King here as counsel to the Association of Power Producers of Ontario, assisting me is Mr. Rosenkranz, a gas consultant retained by APPrO. 

     I have really just a very few questions clarifying questions around both the evidence you filed and the EEA study.  

     I will start with the Union evidence and the reference I'm going to give you is at page 7 of 26.  Towards the bottom of the page, specifically line 18, the sentence that starts -- I will read it in.  It says: 

“Specifically, the fact that Union's infranchise 

customers have continued to use bundled delivery service means that there is no separate market 

for core storage requirements within this group of customers.”  

     My question to you is, how Union Gas defines core storage requirements and the emphasis on the word "core".  

     MR. ISHERWOOD:  Core storage requirements would be the space that's allocated to customers, plus the 1.2 percent 

deliverability.  

     MR. KING:  Could I speak of an individual customer’s 

core storage requirements as well as the system's core storage requirements?  

     MR. ISHERWOOD:  I'm sorry, what was the question?  

     MR. KING:  Could I speak of an individual customer's core storage requirements?  

     MR. ISHERWOOD:  Yes.  

     MR. KING:  Would the aggregate of those core storage 

requirements be the system core storage requirements?  

     MR. ISHERWOOD:  For infranchise customers, that would be correct.  

     MR. KING:  Thank you.  My next question is on page 19 of 26 I will read starting at line 8:   

“To the extent that storage is a component of a bundled distribution service, bundled delivery 

service over which Union has a monopoly, regulatory forbearance is not yet warranted.”  

     My question is, for the purposes of this statement, is T1 a bundled delivery service or unbundled delivery service?  

     MR. ISHERWOOD:  T1 is part of a bundled delivery service.  We refer to it actually as semi unbundled but it would be included in the bundled statement here.  

     MR. KING:  Can you repeat that, you refer to it as semi-unbundled. 

     MR. ISHERWOOD:  Frequently it’s called semi-unbundled but referred to as the infranchise bundled service as least to the space of allocated space and 1.2 percent deliverability.  

     MR. KING:  Can you list for me the attributes that would make T1 semi-unbundled as opposed to fully bundled.  

     MR. ISHERWOOD:  I think typically the bundled services Union provides, a good example would be we provide to the residential market where you pay on your monthly bill for a combined use of distribution, transportation and storage.  That's probably the best example of a bundled service I could give.       

Under T1 service, we start to separate and contract 

individually for different parameters.  So the transportation distribution to the plant is contracted independently and separately from the amount of storage space and deliverability the customer would want.  So we start to refer to it as being semi-unbundled.  

     MR. KING:  A T1 customer would be billed for storage or charged for storage as an infranchise customer?  

     MR. ISHERWOOD:  That's correct.  

     MR. KING:  Turning, Mr. Henning, to your study.  I have a couple of questions just to clarify, on page 1, your third footnote.  

     I would like to read it in in its entirety.  It says: 

“For the purposes of this analysis, infranchise storage refers to bundled storage services provided by Union to customers inside their franchise service territory, and unbundled storage services provided by Union at cost-based rates to customers inside the Union Gas service territory, allocated according to tariff provisions.”  

     Now, am I reading this footnote correctly to state that bundled storage services sold to infranchise customers are always in franchise storage services? 

     MR. ISHERWOOD:  Perhaps I could answer part of that, to add some clarity.  Union Gas has a wide range of services.  A wide range of services.  We have talked about the residential customer which we serve as M2.  We talked about the T1 service which we use for industrials.  We also have a suite of unbundled services.  U7 would be used for industries.  U2 would be used for residentials.  So in terms of Union's proposal, is even for the under bundled in-franchise customer, that storage could still be at cost of service rates under our proposal.       

MR. KING:  My question is here just the first branch here.  I think what you're trying to do is define infranchise storage the way I read this.  It's split into two parts.  The first is, bundled storage services provided by Union to customers inside their franchise service territory.  I think that is straightforward; correct? 

     MR. ISHERWOOD:  That's correct.  

     MR. KING:  The second branch says, “Unbundled storage services provided by Union at cost-based rates.”  

     MR. ISHERWOOD:  To customers inside the Union Gas service area. 

     MR. KING:  That's correct.  Are unbundled storage 

services then provided to infranchise customers sometimes 

considered to be infranchise storage services, and sometimes not?  

     MR. ISHERWOOD:  Any storage service provided to infranchise customers, whether bundled or unbundled, based on the allocation methodology we've described, would be cost of service.  

     MR. KING:  Mr. Henning, this is your study.  Mr. Isherwood is answering the questions.  I take it your footnote 3 is based on instructions from Union? 

     MR. HENNING:  It is based our understanding and a review of the fact that they have an allocation of the unbundled storage services in some instances; that is, according to the Board-approved methodology.  To be perfectly honest, it is a little complex and we didn't spend a tremendous amount of time going into all of the nuances of that.  So I'm certainly not an expert. 

     The key, however, is that from our perspective, when we looked at this, when we looked at things that in some way was allocated to the infranchise transportation delivery services, we found that our study was not in itself sufficient for a finding of forbearance on those particular services.  This footnote is just trying to make that distinction.  

     MR. KING:  Can I take you to page 6 of your study, then?  In the bold and underlined there, there is the conclusion that states:   

“The analysis contained in this report is not sufficient to support a finding that the Board should forbear from price regulation for infranchise storage services.”  

     When you talk about infranchise storage services in that sentence, are you using the same definition you 

used in footnote 3?  

     MR. HENNING:  Yes.  

     MR. KING:  Thank you.  Those are my questions.  

     MS. SEBALJ:  Thank you, Mr. King.  Mr. Wightman.  Yes, Mr. Wightman. 


CROSS-EXAMINATION BY MR. WIGHTMAN: 

     MR. WIGHTMAN:  Good afternoon, panel.  James Wightman, on behalf of VECC.  I have maybe two questions for you.  

     The first one, you mentioned table 5, that is in your 

storage competition study report -- see tab 1, appendix B, 

pointing out –- and I just wanted to understand what the numbers in figure 5 -- like I say, I believe it is page 38.  

     Part of my difficulty is due to, on my PDF document there is a line of text or two obscured by the figure.  And that might be -- but the prices, when you did the winter/summer differential and calculated those differences, which gave you sort of how much generally, except for one year, you could save by injecting in the summer and then withdrawing in the winter, were those prices, they were average monthly prices, I believe, published in Platts, but were those prices actual spot prices when the gas was injected and the actual spot prices when it was withdrawn?  

     MR. SLOAN:  Yes, they are.  They're actually the monthly average of the daily spot price.  

     MR. WIGHTMAN:  Yes.  Okay.  So what those would tell you is, after you've stored the gas, how much you, in general, saved by having storage, right?  

     MR. SLOAN:  That's right.  

     MR. WIGHTMAN:  So my only point is, that's an implicit 

calculation, expost, that when you were putting the gas in, 

you wouldn't have known that number, although maybe looking at futures -- you would have an estimate of the differential, correct? 

     MR. SLOAN:  You would have the future strips so that you could estimate -- and you could actually hedge on the futures strip, if you were looking in to lock those in.  

     But these numbers don't include any hedging on the futures market.  

     MR. WIGHTMAN:  Nor a premium or any extrinsic value.  They were an indication, but as the price -- based on prices that actually were?  

     MR. SLOAN:  That's right, yes. 

     MR. WIGHTMAN:  Okay.  My only other question, and this isn't due to your -- any of your faults, but there have been a few times this week when different panels have been asked the question something like this:   Is storage scarce, or is there a scarcity of storage?  Now I have two questions for you.  What do you think is being asked in that question?  And given what you think has been asked, after your tell me that, how would you answer that question?  


MR. SCHWINDT:  The economic answer is all resources are scarce, so there you go.  

     MR. WIGHTMAN:  I mean bubble gum scarce. 

     MR. SCHWINDT:  Well, it commands a price so clearly because it commands a price, it is scarce.  Otherwise it would be free.  Now you're asking for a question of degree rather than an absolute yes or no answer so the issue is how scarce is it.  

     MR. HENNING:  I mean, the nature -- there has been an 

awful lot of discussion here and one of the elements is, 

unfortunately, from my own perspective, there has been sort 

of a muddling of the issue of scarcity rents and monopoly power rents and market power.  Hopefully by the time we get through with this in reply and everything else we can deal with it.  

     Right now, as we stand here today, in the marketplace for natural gas, the summer to winter differentials are quite high.  That means that the demand for people who are involved in the marketplace for storage is quite high, because that's one method of locking it in.  

     Now, why is that?  Well, it can be the overall balance.  It can be the growing load requirements for power generation and others are putting in some elements of scarcity.  

     It can be, and we believe that it is, that there's a premium being put on it for the risk of hurricanes later this summer which might slow the injection and people are willing to contract for storage earlier than they would otherwise and hedge the weather risk associated with that through storage.  

     It can be that there are still concerns regarding the full restoration of all of the things from the last round of hurricanes.  All of the elements in the marketplace.  Those are reflected in the price, and that's making storage, right now, more valuable.  

     Those things can go away, and over time, if hurricanes don't occur, if the facilities wind up coming back on line, these market conditions, as we show here in this particular table, can vary from year to year to year.  Right now storage is very valuable.  There is a risk in betting it will always be so.  

     MR. WIGHTMAN:  Okay.  Lastly with respect to the -- and you probably don't know this and I won't ask you for an undertaking –- but do you have any idea how much of the storage that is being contracted at Dawn is just to lock in for people wanting to serve end-use customers and sort of hedge this winter price, and how much is being used speculatively or not?  Do you have any idea on that?  If you don't, it's okay.  If you have anything you 

can tell me, it's very good. 

     MR. HENNING:  I don't think there is any direct evidence that would point to a particular number, so I really can't say.  It would be pure speculation.  

     MR. WIGHTMAN:  Okay.  Thank you very much, panel.  

     MS. SEBALJ:  Thank you, Mr. Wightman.  Mr. Quinn.  

     CROSS-EXAMINATION BY MR. QUINN:  

     MR. QUINN:  Good afternoon, panel.  I'm Dwayne Quinn, from City of Kitchener utilities.  We're an embedded distributor in Union Gas's franchise area.  

     We have a few questions that may be better answered by 

undertaking, and given Mr. Leslie's qualification about storage coming later on, we would be willing to accept if these undertakings were delivered later, if that is to the Board's favour.  

     In Union's updated evidence submitted on May 1st, there was an inclusion of an interrogatory response from a recent proceeding.  It was under Exhibit C, appendix A, if you wouldn't mind turning that up, please.  

     MR. ISHERWOOD:  Yes, we have it. 

     MR. QUINN:  Attachment 1, page 2 of 2.  

     MR. POREDOS:  Yes.  

     MR. QUINN:  My understanding, from what Mr. Isherwood 

commented on earlier, that Union was offering storage to market since 1988, we would like if Union would extend that table backwards, back to 1988.  

     MR. POREDOS:  I'm reminded that he said ’89, but having said that doesn't help much. 

     MR. QUINN:  Oh, I'm sorry. 

     MR. POREDOS:  That type of information for the detail you're looking for, I don't think it is available in the company record.  We do not keep records that far back.  In fact we had to dig some of this stuff up from records that weren't available and had bits and pieces of it. 

     So I don't know that we're going to be able to find the records beyond what we have given you already.  

     MR. QUINN:  Well, as we did yesterday, in an enquiry from Union we determined we would try to do our best in providing data responses.  So would Union undertake to do its best to go as far back as possible, even if we lost some of the detail that is available in those charts, if at least space available, infranchise and exfranchise numbers were available, that would be helpful.  

     MR. POREDOS:  We can endeavour to take a look, but I'm very skeptical we're going to have a lot of information to provide.  But we will take a look.  

     MR. QUINN:  Thank you.  

     MR. POREDOS:  That was '89. 

     MR. QUINN:  Actually, what I would like to do is start at '88.  You're correct, Mr. Isherwood did say '89.  I'm looking for the year previous to exfranchise sales.  

     MS. SEBALJ:  That's Union undertaking number 41.  

     UNION UNDERTAKING NO. 41:  TO EXTEND TABLE BACK TO 
1988 TO WHEN UNION GAS WAS OFFERING STORAGE
     MR. QUINN:  Union has referred many times to aggregate 

excess over averages, the Board approved methodology for storage space allocation.  By way of undertaking, would you please provide every reference in the OEB decisions approving aggregate excess-over-average methodology for storage allocation?

     MR. LESLIE:  What would the point of that undertaking be, Mr. Quinn?

     MR. QUINN:  We are trying to determine in what proceedings the Board has actually, in its decisions, approved aggregate excess for storage allocation.  

     MR. LESLIE:  So you don't need every reference.  You just need the decision where that was approved?  

     MR. QUINN:  If there was multiple decisions, please provide.  If there was one, please provide.  

     MR. LESLIE:  Yes, that's fine. 

     MS. SEBALJ:  That's Union 42.  

     UNION UNDERTAKING NO. 42:  TO provide references to 
OEB decisions approving aggregate excess-over-average 
methodology for storage allocation
     MR. QUINN:  Now, for the purposes of time here, it might save time.  Cutting to the chase here -- 

     MR. LESLIE:  Mr. Quinn, sorry.  Is there some dispute about the approval, as opposed to the -- I know there may be differences as to how it should be done, but are you seriously disputing that the Board has approved the current methodology?  

     MR. QUINN:  We understand there is approval.  We are looking to make sure we understand how the Board -- what the Board has reviewed to determine that approval.  

     MR. LESLIE:  All right.  

     MR. QUINN:  I will just make it simple here.  What does Union Gas use to determine its plan for appropriate asset mix to ensure the company has the ability to meet its delivery obligations in the winter season?  

     MR. POREDOS:  Sorry, could you repeat that?  Just so 

I understand your question.      

MR. QUINN:  What does Union Gas use to determine and plan for the appropriate asset mix to ensure the company has the ability to meet its delivery obligations in the winter season.  

     MR. POREDOS:  The planning process that really starts every year is the gas supply plan and the gas supply model that we use, which includes all of the supplies and deliveries, the contracts we have; it's based on a weather forecast into the winter, which previously has been the 70/30 weather forecast.  I believe all of this has been put into record.  In fact was repeated in our '07 

cost-of-service evidence.  So I believe all of this is on the record.  

     So I am wondering what else would you require to see. 

     MR. QUINN:  Specifically the program that is used is send out; is that correct?  

     MR. POREDOS:  Yes, that's correct. 

     MR. QUINN:  This program is a linear programming model?       

MR. POREDOS:  You're not talking to the expert, so -- it's a modelling tool that is used to -- one use of it is to do supply plans and model assets.  

     MR. QUINN:  So supply plans based on scenario analysis?  

     MR. POREDOS:  It can be done. 

     MR. QUINN:  Yes, okay.  Part of that -- and subject to check on the linear programming can be used to optimize the lowest cost approach to an asset mix?  

     MR. POREDOS:  My understanding is that it can be used, yes.  

     MR. QUINN:  Okay, thank you.  Our understanding, from other evidence provided by Union, the amount of storage that is reserved for in franchise use is calculated by the aggregate excess methodology and not calculated by the model.  That's correct, is it?  

     MR. POREDOS:  Well, that is, again, the approved process that we went through with the Ontario Energy Board in terms of setting up the way that the infranchise customers receive or are allocated storage assets.  So the first thing that Union does when they do this plan is they do the calculation for all infranchise customers, which designates the total amount of storage that's reserved for infranchise customer use.  

     MR. QUINN:  So the model is -- that number is input into the model as a fixed number?  

     MR. POREDOS:  Yes.  

     MR. QUINN:  Okay.  By way of undertaking, we would ask that Union run the send-out model removing the constraint of a fixed storage number and allow the model to determine the lowest cost mix of winter supply for an average winter.    

MR. POREDOS:  Based on what financial?  

     MR. QUINN:  Based upon the lowest cost mix of assets to provide your winter deliverabilities. 

     MR. POREDOS:  Based on what forecast of financial costs for spot, for pipelines, for --

     MR. QUINN:  What was used for the gas supply ‘06/’07 plan.  

     MR. POREDOS:  But we don't price storage for infranchise, that's what I'm trying to get at.  What value do I put on it, just straight cost and then -- 

     MR. QUINN:  Cost. 

     MR. POREDOS: -- assume the spot values will be the average strip winter?  What's the assumption?  Can you just give me the assumptions so we can -- 

     MR. QUINN:  Sure.  Absolutely.  Yes.  Storage at cost.  And Union in developing its ‘06/’07 plan had forward price scenarios.  We're not asking you to have had 20/20 hindsight as to where we're at today.  But when Union came up with this ‘06/’07 plan, they used the same pricing scenarios and then calculate the amount of storage that would be determined by the model as a lowest-cost pricing scenario.  Then compare that to what was the fixed 

number from aggregate excess and what the cost implications are.  

     MR. POREDOS:  We're going to use the supply plan or the company weather forecast; is that correct?  

     MR. QUINN:  The one that was used for the '06/’07 plan.  We want to have a constancy.  That's correct.  We're not going to cherry-pick and say, How come didn't you know today what we know today?  What did you know then and what does that come up with?  

     MR. POREDOS:  Okay. 

     MR. QUINN:  As Jim says, all of the other assumptions held constant.  What we want to know is the cost implications for the other services that are either reduced or increased as a result of the model output.  What would the cost implications be?  

     MR. POREDOS:  Sorry, the services that would be reduced?  I'm not sure I understand. 

     MR. QUINN:  If, to the extent you used less storage than you would provide more of other services than the model calculates for you, how much -- the cost of those other services would be.  So you had an all-in package of what the gas supply plan cost, based upon what you put forward for your evidence.  Changing the model around, as we’ve suggested, what would the costs then be?  

     So once that model is set, the further undertaking to that would be to adjust whether to be four percent warmer than normal and four percent colder than normal to see what the range of sensitivity would be in terms of the asset mix.  

     MR. POREDOS:  Can I ask why we're using four percent?  Is that a critical value that Kitchener uses?  Or is that a critical value the industry uses?  Or is that just a number you picked out of the air?  

     MR. QUINN:  Because I was going to ask for three and five percent then add a range of probability of those based upon your experience.  But I thought I would simplify it just to four percent.  

     MR. POREDOS:  This will not be done in a week.  I'm just giving you warning.  It will be done sometime after the power services stuff.  So this is going to take a bit of time for us to go through. 

     MR. QUINN:  I appreciate that, Mr. Poredos, that's why I caveat it at the start.  However we have talked to some folks who have worked in send-out to quantify the amount of time that this would take, and their estimates say, yes if is an undertaking, but it is not a research project.  

     MR. POREDOS:  I'm not suggesting it would be the end of much summer. 

     MR. QUINN:  Thank you.  

     MS. SEBALJ:  Can we call those Union undertaking number 43 and into A and B -- is that appropriate -- the plus or minus 4 percent being B, part B of the same undertaking?  

          MR. POREDOS:  Yes, the plus or minus for is the adjustment to the base. 

     MS. SEBALJ:  Yes.  So A being the base running the sendout model in accordance with the terms that Mr. Quinn said.  I'm not going to repeat that for obvious reasons.  B being whether plus or minus 4 percent over and under normal.  

     MR. POREDOS:  All right. 


UNION UNDERTAKING NO. 43A/B:  TO PRODUCE BASE RUNNING 
THE SENDOUT MODEL/WHETHER PLUS OR MINUS 4 PERCENT OVER 
AND UNDER NORMAL  

     MS. SEBALJ:  I'm putting the caveat in here about the timing so that it is on the record. 

     MR. POREDOS:  Okay, yes.  

     MR. QUINN:  Thank you.  Also, panel, I guess I would like to ask first off, are you aware that Kitchener has presented an alternative storage allocation methodology to aggregate excess in its evidence?  

     MR. POREDOS:  Yes.  I have seen it, that you submitted on May 1st evidence.  Is that the one you're talking about?  

     MR. QUINN:  That's correct.  

     MR. POREDOS:  Yes. 

     MR. QUINN:  What is Union's view of the principles of a March 1st control point methodology?  

     MR. POREDOS:  Oh, Union doesn't use the March 1st control point to set its storage amount.  As I said, the aggregate excess for the entire franchise is used to set the amount of space.  

     The March 1 control point is the total amount of gas that Union must have in the ground to be able to deliver on all of its contracted services and all of the infranchise, no-notice service that occurs.  And the assumption is that we get a peak day, a 44-degree day on March 1st.  So that gives you the deliverability or the push to get that gas to the customers.  

     MR. QUINN:  So Union does plan to March 1st to make sure it has the asset mix it needs, so that on March 1st it can deliver for a 44-degree day?  

     MR. POREDOS:  But that is not based on storage space only.  


MR. QUINN:  I understand. 

     MR. POREDOS:  As we have testified in several cases on the gas supply plan or the supply plan for the infranchise markets, Union plans on a 70/30, at least up until this -- the last rate case, the ‘07 rate case, which may or may not have gotten any changes, a 70/30, normal winter.  

     And we go into the winter assuming that we have that 70/30 normal winter.  We do not plan on buying any spot.  We do not plan on having any excess assets.  

     If, during the winter -- let's assume for a moment that we had a really cold November, December, and we found out we couldn't meet our March 1 requirement or the burn we needed to replace for molecule reasons; Union would go out to the marketplace and buy that spot.  

     MR. QUINN:  That's why you do a scenario like a 

4 percent colder than normal, to see what the implications would be?  

     MR. POREDOS:  Hmm-hmm. 

     MR. QUINN:  So getting back to the question.  What is Union Gas's view of the principles of a March 1st control point methodology?  Not specific to storage.  

     MR. POREDOS:  Personally I have not had the chance to sit back and analyze your evidence, to tell you the truth.  I've not had the time to do that. 

     From our position, the methodology we've used has been quite well received by regulators, by our customers, in terms of costs, in terms of the way we manage the business.  It is reviewed every year.  

     We believe the approach we're taking right now is the 

appropriate approach.  

     MR. QUINN:  So if I get that in two sections, you have no concerns –- or you agree with March 1st as a 44-degree 

day, design day. 

     MR. POREDOS:  That is the way we set our requirement for a design day, that's correct. 

     MR. QUINN:  The second, then, what are your views of 

Kitchener's using that type of principle to manage its 

responsibilities for a design day on March 1st?  

     MR. POREDOS:  I guess I can't speak for Kitchener.  You can do it in various ways.  Union has chosen that methodology and if Kitchener wants to use that same methodology, I guess that is up to Kitchener.  That does not mean that Union is suggesting that we should be changing our allocation of storage or so forth.  

     MR. QUINN:  That's not what we're asking at this time.  I guess we're asking your views of the principles of using that as a base assumption and calculating storage from that.  

     MR. POREDOS:  I can't speak for City of Kitchener's 

franchise.  I guess that is my point.  I know it works for Union, for our customers.  It works in the way we have for many years historically.  So I can't speak for Kitchener at this time until I have been able to take a look at that methodology.  

     MR. QUINN:  I want to be fair about that, Mr. Poredos, and I understand you maybe haven't had the chance because you have been preparing your own evidence.  Would you undertake to take a look at our evidence and provide Union's views of the principles of that methodology?  

     MR. POREDOS:  Yes.  

     MR. QUINN:  Okay, thank you.  

     MS. SEBALJ:  That's Union number 44.  

     UNION UNDERTAKING NO. 44:  TO REVIEW CITY OF KITCHENER 
METHODOLOGY AND PROVIDE UNION’S VIEWS OF PRINCIPLES OF 
THE METHODOLOGY

     MR. QUINN:  Being part of these proceedings, I learned a little bit and I was interested in your capacity posting you were talking about for your IT services you were talking about with Board Staff earlier.  


The question comes up, if you’ve posted an amount of 

-- or you say, okay, IT is available, whatever number of units, at 7 cents was the example you used. 

     MR. POREDOS:  I picked that number out of the air.  That’s not the number that might be there today or last year or next year. 

     MR. QUINN:  Yes.  I want to reduce any concern.  The number isn't in issue.  If you posted a price for the capacity, how does Union allocate the capacity if it gets more requests than the capacity available?  

     MR. POREDOS:  Union would first of all allocate all of the space that's required for no-notice service, for heat-sensitive load infranchise and any contracted load obligations we have along the system.   At that point we would take a look at what additional capacity we had in the system, and if we had, let's say 100 units of capacity, we would then allocate it on the basis of priority or the value of that service -- that service is providing 

to Union.  

     MR. QUINN:  You said "priority"?  Priority of?  

     MR. POREDOS:  In terms of economic value or the implications on the system.  

     MR. QUINN:  So if 100 units were available in your example you used and 150 were requested from various parties, you would allocate based upon the economic value of contracting with any of the individual parties?  

     MR. POREDOS:  It would be based upon the priority of 

service that was submitted in the last rate case.  I think there was some discussion about it at that time.  

     MR. ISHERWOOD:  In the example you gave, if 150 units were all being bid under the Hub contract at 7 cents, and it would be prorated amongst the shippers to get back to 100 --  

     MR. QUINN:  So it would be prorated if everybody bid 7, but to the extent that somebody enhanced the offer above 7, that would take priority?

     MR. ISHERWOOD:  If somebody bid 8 cents, that would take priority over the folks that bid 7.  

     MR. QUINN:  Thank you.  I don't know that you need to turn this up, because I can read it –- well, actually sorry, maybe just to be clear about this.  On page 7 of T1 of your main evidence, you state that most customers have not yet chosen unbundled service.  How many customers have chosen the fully unbundled service? 

     MR. POREDOS:  The last count that I remember is 60,000.  

     MR. QUINN:  Now, I have to be specific about this.  60,000, does that represent one contract or multiple contracts?  If so how many contracts?  

     MR. POREDOS:  I'm not aware of how -- the broker that has actually been shifting these customers over to unbundled service, I'm not aware if they bundle them within contracts and what the size of the contracts are.  I do know 60,000 customers have shifted from a bundled service from Union -- sorry, a direct purchase contract with that customer to an unbundled service with that customer.  

     MR. QUINN:  Maybe that is a better way of asking it.  Is it just the one contract or are there more than one unbundled contract?  

     MR. POREDOS:  My understanding right now, I believe, is only one contractor.  

     MR. ISHERWOOD:  One –-


MR. POREDOS:  Broker.


MR. ISHERWOOD:  -- may have multiple contracts.  In 

Total, 60,000 customers. 

     MR. QUINN:  But they have more than one U2 contract, then?  

     MR. ISHERWOOD:  They may have, I don't know.  

     MR. QUINN:  I will leave it at that.  

     Finally, we obviously have explored the aggregate excess methodology.  That has been in place for some time.  

     We would like to ask Union to provide the storage space it has under contract for each of your T1 customers without identifying them -- you certainly don't want to identify them –- and compare the storage allocation that is calculated under aggregate excess, and identify where the differences are between what they are currently allocated under their contract and the aggregate excess number.  And any reasons other than grandfathering that would provide them the difference in storage space.  

     MR. POREDOS:  We can do that, but my understanding as of just a little while back is that all customers in the T service group have been allocated to the aggregate excess storage.  

     MR. QUINN:  So your numbers should be able to flow right out -- you can just use the '07 numbers that you filed for your rate case.  But there wasn't that level of detail filed in the rate case and we weren't able to get there.  So if you could provide that, that would be helpful.  

     MR. ISHERWOOD:  I think the difficulty with that undertaking potentially is a lot of those contracts were put in place in some cases beginning of direct purchase which is going back to 1986 or '87, whatever.  So the aggregate excess calculation in a lot of cases or in some cases would be quite historical in nature.  It would be based on a forecast that today could be 5, 10, 15 

years old.       

MR. POREDOS:  If I understood you correctly you were saying anyone that was grandfathered like those that might be ten years ago or whatever, you're not liking for those?  

     MR. QUINN:  We are looking for all, and we are looking for the ones that would show a difference between their aggregate excess number and whatever is currently in their contract.  To the extent it is grandfathering, what the reasons are they still have that.  

     MR. ISHERWOOD:  As an example, if a customer went T1 in say 1990, the allocation would be based on a forecast of the 1990 or 1991 year which I am sure we wouldn't have on record necessarily at this point in time.  Would it be easier to do it maybe for the last couple of years where information would be more readily available, more recent T1s?  

     MR. QUINN:  No.  I would appreciate that you provide all of them and specifically if there is a difference, to justify the difference.  If it's grandfathering, if there is a significant difference there's also some information on the record in past proceedings that differences of greater than 5 percent in key factors would trigger re evaluation of the storage with an opportunity to adjust it to the aggregate excess.        

MR. ISHERWOOD:  I'm not sure if it’s available I guess

is my concern.      

MR. QUINN:  You would have a forecast today for each 

of those customers as to what was put into your revenue forecast. 

     MR. ISHERWOOD:  I see.  You mean the current forecast 

compared to the storage allocation in the contract today?  

     MR. QUINN:  That's right.  Take the current forecast, 

calculate the aggregate excess for each of those then show what is in their actual contract, and then for those that are different numbers, what is the reason.  And grandfathering is obviously a justifiable reason.       

MR. ISHERWOOD:  Okay.  

     MS. SEBALJ:  It's Union number 45.  

     UNION UNDERTAKING NO. 45:  TO PROVIDE CONTRACTS THAT 
WOULD SHOW A DIFFERENCE BETWEEN THEIR AGGREGATE 
EXCESS NUMBER AND WHATEVER IS CURRENTLY IN THEIR 
CONTRACT, AND TO THE EXTENT IT IS GRANDFATHERING, WHAT 
THE REASONS ARE THEY STILL HAVE THAT
     MR. QUINN:  Thank you.  Those are our questions.  

     MS. SEBALJ:  Thank you, Mr. Quinn.  

Is Mr. Warren in the room?  

Mr. DeVellis.  

     CROSS-EXAMINATION BY MR. DeVELLIS:     

MR. DeVELLIS:  Good afternoon.  My name is John DeVellis.  I represent the Schools Energy Coalition.  I just have a few hopefully brief questions for you.  

     I'm going to refer you again back to page 10 of your 

evidence where you say that Union began selling short-term 

storage services at market-based rates to exfranchise customers in 1989.  

     Was that a result of a decision of the Board?  

     MR. ISHERWOOD:  Yes, it was. 

     MR. DeVELLIS:  Can you provide us with a copy of that 

decision?  

     MR. ISHERWOOD:  Certainly.  

     MR. LESLIE:  Well, we can provide you with a docket number, and then -- the decisions are publicly available.  It's not a long decision, we can probably provide a copy as well to you.  

     MR. DeVELLIS:  The docket number is probably sufficient.  

     MS. SEBALJ:  That's Union number 46, unless there's -- 

     MR. ISHERWOOD:  I think Mr. Leslie is still discussing that.  

     MR. LESLIE:  Sorry.  

     MS. SEBALJ:  Is that -- we're okay for an undertaking?  

     MR. LESLIE:  Yes.  

     MS. SEBALJ:  Thanks.  Union number 46.  

     UNION UNDERTAKING NO. 46:  TO PROVIDE DOCKET NUMBER OF 
CASE WHERE THE BOARD RULED THAT Union began selling 
short-term storage services at market-based rates to 
exfranchise customers in 1989
     MR. DeVELLIS:  Next I will refer you to page 13 where, at the top of Page 13 where you are discussing the exfranchise market and you refer to customers located outside of Union's franchise area, including TCPL, Enbridge other LDCs outside of Ontario, marketers, brokers and 

End-use customers.  

Now, can you tell me, first of all, are those storage customers?  

     MR. ISHERWOOD:  The only one on that list that is not a storage customer would be TCPL.  

     MR. DeVELLIS:  Thank you.  Would you be able to provide me with a breakdown, by percentage, of the storage customers with a breakdown by percentage for each of the other customers listed there?  

     MR. ISHERWOOD:  We can try to do that.  It might get a 

little blurry between marketer and end-user but we can try to do that.       


MR. DeVELLIS:  Well, is there any more particularity you can provide with respect to the marketers, brokers and 

end-use customers?  

     MR. ISHERWOOD:  In terms of, which?  

     MR. DeVELLIS:  Well, I suppose the actual customers would be -- the names of the actual customers would be confidential?  

     MR. ISHERWOOD:  I don't think so.  

     MR. DeVELLIS:  Okay.  

     MR. ISHERWOOD:  Do you want the current list of contract holders, would that suffice?  

     MR. DeVELLIS:  Right.  On a percentage basis.  

     MR. ISHERWOOD:  Okay.  

     MR. DeVELLIS:  Thank you.  

     MS. SEBALJ:  That's Union number 47.  

     UNION UNDERTAKING NO. 47:  TO PROVIDE CURRENT LIST OF 
CONTRACT HOLDERS ON A PERCENTAGE BASIS OF STORAGE 
CUSTOMERS

     MR. DeVELLIS:  Would you also be able to provide me with a breakdown of your storage customers by jurisdiction and by that I mean inside Ontario and then other jurisdictions such as Quebec, Michigan, Illinois, New York. 

     MR. POREDOS:  Do you need them by those areas because we have broken down the percent of infranchise load or customers versus exfranchise customers in the appendix we were just dealing with, with Mr. Quinn.  Are you looking for the customers in Quebec?  The customers in New York, is that really what -- 

     MR. DeVELLIS:  Yes, yes.  I need it by geographic jurisdiction. 

     MR. ISHERWOOD:  The one difficulty is a marketer, I’ll use BP or Nexen, we don’t know where that gas is going.  So they may have Dawn storage for a New York or Boston market and we would never know that.  All we know is Nexen has storage at Dawn.  

     MR. DeVELLIS:  Well, I guess it would be on a 

best-efforts basis.  If there is any qualifications that you need to place on that, then that's fine.  

     MR. ISHERWOOD:  I think we can identify, obviously, LDC storage and some end users.  It may not be Ontario based.  But into the marketer category, it would just be a separate category by itself. 

     MR. HENNING:  If I could also just make an observation, just listening to this discussion.  This is the element of the primary market and that's all you're looking at, as opposed it may have no relationship to where the storage actually ends up and who uses it. 

     MR. DeVELLIS:  I think that is the concern that was 

expressed, in terms of the marketers or brokers.  You may not know, you may not know where it ends up but in terms of LDCs, I think you have more certainty.  

     MR. HENNING:  You have perhaps some.  But not necessarily.  Because those LDCs are very active in the marketplace and involved in exchange transactions and in all of the kinds of commercial arrangements that are going on in the marketplace.  

     So for example if XYZ LDC holds capacity at Dawn, they 

use that to manage their whole portfolio.  But that doesn't mean that that doesn't wind-up getting released to somebody else at that point in time.  So I guess, it's just an observation. 

     MR. DeVELLIS:  Thank you for that.  I would still like the undertaking.  

     MR. ISHERWOOD:  We will do what we can.  Just on storage.  The only reason I mention that is there are LDCs outside of Ontario that have dawn to Parkway transportation capacity, may not have storage capacity at Union Dawn.  It may have storage capacity in Michigan or it might just buy gas at Dawn.  But they are still active at Dawn.  But it's not perhaps showing up on our list of customers, storage customers.      

MR. DeVELLIS:  They wouldn't be storage customers. 

     MR. ISHERWOOD:  Not on us.  They may be buying storage 

service from Nexen or Michigan. 

     MR. DeVELLIS:  Dealing only specifically with storage. 

     MS. SEBALJ:  Union number 48.  

     UNION UNDERTAKING NO. 48:  TO provide a breakdown of 
your storage customers inside Ontario and then other 
jurisdictions such as Quebec, Michigan, Illinois, New 
York
     MR. DeVELLIS:  Now, at page 15 of your evidence -- you don't need to turn it up -- you discuss the proposal to remove the $31.4 million in storage premiums from the determination of rates.  

     Can I ask you, what is your understanding of the rationale for sharing the market premium with infranchise customers?  

     MR. POREDOS:  Well, the rationale started well back in 1989 and I don't have a lot of that background.  I guess from Union's standpoint, the asset really is owned by Union.  The asset investment is by Union.  The customer gets a service from that asset, and they only get the service or pay for the service if they use it.  Let me give 

you an example. 

     This last winter, we had a very warm winter.  In rates, we allocated all of the infranchise space and customers.  Had we actually had a normal winter would have paid for all of those costs on that storage space.  

     In fact, we are probably somewhere near $20 million below forecast on our margin for infranchise.  I don't recollect that from customers.  So the sharing really allows Union to manage its income better.  

     Why the original sharing mechanism was put in place, it was probably a decision that was made at that point in time.  I'm not sure what the total rationale was.  

     MR. DeVELLIS:  That was going to be my next question, and I take it you don't know, but can you undertake to find out if it was a decision of the Board that first implemented the sharing mechanism and to provide us with that decision?

     MS. SEBALJ:  Was there an agreement on that?  

     MR. ISHERWOOD:  Sure.  

     MS. SEBALJ:  There is?  It's Union number 49.  

     UNION UNDERTAKING NO. 49:  TO DETERMINE WHETHER BOARD 
DECISION FIRST IMPLEMENTED SHARING MECHANISM

     MR. DeVELLIS:  Now, in various places in your evidence, you make the assertion that a move to market-based storage will stimulate development of storage assets.  

     Can I ask you, in the event that the Board finds that the evidence for that assertion is insufficient, is it still Union's position that a move to market-based storage is in the public interest?  

     MR. POREDOS:  It's Union's position today, yes, that they move to market-based rates, or sorry, market pricing for storage, and moving that aspect into a competitive market, which it already is, is in the public interest.  

     MR. DeVELLIS:  Even if, as I say, the Board finds there is insufficient evidence that doing so will result in further development of storage assets?  

     MR. ISHERWOOD:  We're not making it conditional upon Union Gas expansion.  We're saying the market is competitive.  We have led evidence proving, in our opinion, it's competitive.  If it's competitive, the suggestion is the Board should forbear from regulation.  It is not conditional upon us expanding.  Other parties may expand.  There is Tribute, there is NHP, Enbridge has some 

storage expansion plans.  So it is really more “let the market work.”  Let the market get the signal it needs to take the actions it needs to take.  

     MR. DeVELLIS:  I'm sorry.  My question wasn't specific to Union.  My question was if the Board finds there is 

insufficient evidence that moving to market-based rates will stimulate development of storage assets, not just by Union, is it still Union's position that moving to market- based rates is in the public interest?  

     MR. ISHERWOOD:  This may be an economic question, but if the signal is not there to spend capital to develop more storage, then the market is not sending a signal to develop storage.  It's saying there’s enough storage in the market area already.  If the price is not supporting more development --

     MR. POREDOS:  Union still believes that the storage market is competitive.  And that's why we brought the evidence forward.  

     MR. SCHWINDT:  Even in the absence of the use of market prices to provide an incentive for expansion, market prices assist in efficient allocation of this resource.  

     In other words, people who are willing to pay more, who value it more, are the ones that get it.  Even in a static world where you don't need additional capacity, market prices play a role of rationing, directing the product to who values it most.  


Absent market prices, you don't get that rationing function.  So it is efficient even in the absence of a need for additional capacity.  

     MR. HENNING:  Beyond that, when we look at that we windup concluding that the framework which allows prices to respond and markets to respond is the one that is most likely to bring about the new investment, and it's certainly more likely than the current framework of regulation at historical cost of service rates.  

     MR. DeVELLIS:  Thank you.  I just have a couple of questions on the EEA report.  

     MR. SLOAN:  I'm sorry.  Can I correct you?  It's not the EEA report.  

     MR. DeVELLIS:  Oh. 

     MR. SLOAN:  My friend, Dr. Schwindt, beside me is a little bit offended because all of the attorneys have been referring to this as the EEA report.  And, in fact, it is the EEA Richard Schwindt report.  

     MR. DeVELLIS:  I beg your pardon.  I didn't mean to cut out Professor Schwindt.  

     [Laughter]  

     MR. SLOAN:  I think, if asked, he would allow the shortcut.  

     MR. DeVELLIS:  We all appreciate that.  

     My first question is, you referred to a number of FERC 

decisions in the report.  I wonder if we can be provided with copies of those decisions.  

     MR. LESLIE:  Those decisions are publicly available, I 

think.  

     MR. DeVELLIS:  In the interests of efficiency, since the -- how much are you going to pay?  I'm trying to save ratepayers money here. 

     MR. LESLIE:  We already have 48 undertakings.  If you have trouble getting them off the web, let us know.  

     MR. DeVELLIS:  Well, since they have already been retrieved at ratepayer expense, I was hoping to save ratepayers further expense. 

     MR. LESLIE:  Well -- 

     MR. DeVELLIS:  And ask us to provide them to us. 

     MR. LESLIE:  The answer is no.  


MR. DeVELLIS:  The next question is at page 33.  I think you may have been asked this question before, 

but of the --

     Sorry.  Never mind.  My last question is actually table 9 on page 44.  There is some text hidden behind that table there.  I'm not sure if your copy shows that.  At the risk of adding another undertaking -- 

     MR. SCHWINDT:  That's in the EEA report.  

     MR. DeVELLIS:  Yes.  

     [Laughter]  

     MR. SLOAN:  Richard is right, we have actually submitted a replacement report that should have corrected that. 

     MS. SEBALJ:  My copy is corrected.  I believe that was sent to all parties, all participants. 

     MR. DeVELLIS:  I may not have got that, but I’ll check, thank you.  

     MR. SLOAN:  I blame Bill Gates for that, by the way. 

     MS. SEBALJ:  We will make sure it is put on the website, the corrected copy.  My apologies for that.  

     MR. DeVELLIS:  Thank you.  Those are my questions.  Thank you.  

     MS. SEBALJ:  Thank you, Mr. DeVellis.  The Board's support team does -- if we can formulate words, we do have a few questions.  Hopefully they're just clarifying questions and we can do this briefly.  


CROSS-EXAMINATION BY MS. SEBALJ:

     I believe that these questions are directed more to the economists on the panel.  

     Are there any effective constraints on transportation 

capacity in and out of Dawn, in the sense of effecting the state of competition in Ontario gas storage?  

     MR. SLOAN:  Based on our analysis, there are no effective constraints at this time.  The analysis of pricing between the different points on different pipelines, you can look at -- you can measure a constraint by the pipeline basis or the price difference 

     MS. SEBALJ:  Hmm-hmm. 

     MR. SLOAN:  Between one end of a pipeline or one point on a pipeline and another point on a pipeline.  

     Our analysis of the prices indicates that there have not been any significant constraints into or out of Dawn.  Every now and then, you get a price that goes up, but it drops back down almost immediately.  And we're very comfortable with the price behaviour as an indicator of a lack of constraint.  

     MS. SEBALJ:  Thank you.  If we accept that, for the purposes of this question, that market based rates exceed cost-based rates for storage currently in Ontario, what's the economic significance of this?  


I will just clarify what I'm trying to say 

here. 

     Do you think it indicates market power?  A shortage of 

storage capacity?  Or does it indicate the cost-based rates were not calculated appropriately?  

     MR. SCHWINDT:   Well, cost-based rates are based upon 

historical costs, so that's fine.  There's no reason to believe that they are in error.  So the issue is, why are market-based prices higher than cost of service rates.  

     MS. SEBALJ:  I'm asking what the economic significance of that is.  

     MR. SCHWINDT:  That the value, the demand for storage, given the current supply that is available, is generating that market price.  

     So it is creating, yes, a rent.  And that rent can be 

because there is not enough inducement to increase supply.  It may be a reflection of incremental costs.  In other words, what the next best investment would be.  And it may be that there is a -- some kind of a Ricardian rent that is being collected by Union, in other words that they have really good storage facilities relative to storage potential anywhere else in the world.  I'm not a technician so I don't know that.  

     But it is not reflective of monopoly rent.  I would look to either this notion of scarcity rent, or Ricardian rent.  

     MR. HENNING:  One of the implications of that is -- goes to this issue of the allocative efficiency and the role of pricing.  

     And to the extent that you are looking at the cost of 

service rates there, it is affecting and potentially reducing the allocative efficiency of the transactions.  It is also, in this particular instance with the framework and the absence of these signals, creating a framework that reduces the likelihood of new capital investment to expand the stock.  

     I mean, the comment was made before at the end of the 

questioning was, whether or not in the short term we're just rearranging the deck chairs, in terms of what is available.  

     And I suppose, in the very short term where an economist would say the capital stock is fixed, that might be true to a certain extent.  But even within that, as Dr. Schwindt -- Professor Schwindt said we can be the allocative efficiency.  But the second part is the 

market-based prices provide the best opportunity for the construction of new deck chairs and wind-up actually responding, in terms of the supply available.  

     MS. SEBALJ:  Thank you.  If the market for storage is as competitive as Union, through its consultants have concluded it is, could there be a shortage of storage capacity in Ontario coming back to my short storage capacity question.  

     MR. SCHWINDT:  Could there be a shortage?  

     MR. HENNING:  Well, under a market-based pricing, you will clear at some price.  

     What we are saying at this point, is there some scarcity rent?  Right now, as we sit here today, we would say "yes".  The value of injecting gas into storage today and being able to have it, to remove it from storage by the seasonal and the forward markets.  But that is a projection as to what will actually happen.  So under current market conditions, right now you would say that more people desire storage than you have available, hence the pressure on overall prices.  

     Now, that can go away, and -- with new construction.  But right now as we're sitting today it is a very night market and there are a lot of reasons why people are trying to put gas in storage. 

     MR. SCHWINDT:  Technically there’s not a shortage.  

People who are willing to pay the market price will get the 

product.  Clearly, if you set an arbitrary price across all 

customers, you could create a short average.  In other words, you would have people ready, willing and able to buy, for example, at a cost of service price who could not find the product.  But not in the market portion of this arrangement.  Of course you could also run into a shortage if this ceiling that's placed on your bidding process suddenly became binding and that you had bidders 

out there that were willing to bid more and suddenly they hit the upper band, then they would be dissatisfied.  But otherwise, no.  

     MR. SLOAN:  If I wait long enough, eventually it gets 

back to me.       

I just want to make the comment that right now, any scarcity in storage is being felt across the North American market.  It's certainly not limited to Ontario or Michigan or the north-east.  

There is a very strong demand for storage, across the North 

American market right now because of the nature of the commodity market and the overall natural gas markets, tightness in the overall natural gas markets.  

     MS. SEBALJ:  I don't know that you need to turn it up, but on page 46 of the corrected copy of the EEA/Schwindt study, you reference a FERC decision on the geographic market definition.  And you provide us with a footnote for that.  But that decision, in the quote, in the middle of the page, refers to a study by IGC on market power.  

     MR. SLOAN:  Yes.  

     MS. SEBALJ:  Do you have that study and is it available?  

     MR. SLOAN:  I have it.  It was part of the FERC filings but we can certainly make it available for you.  

     MS. SEBALJ:  That would be great.  That would round you at 50.  

     UNION UNDERTAKING NO. 50:  TO PROVIDE STUDY BY ICG ON 
MARKET POWER  

     MR. LESLIE:  I was going to ask them on re-examination if they want to rescind any of these.  

     MR. SLOAN:  It's a single study.  

     MS. SEBALJ:  I think this is more directed toward Union now.  In response to Mr. Thompson's questions, you seemed to suggest that moving from market based rates to forbearance, for forbearance, would not result in much effective change for exfranchise storage customers.  

     We think this implies that the true market price for storage in Ontario lies within the current range rates.  

     In other words, the range rates are non-binding.  Is this a correct understanding?  

     MR. ISHERWOOD:  I'm not sure what you mean by non-binding.  

     MS. SEBALJ:  It's funny that you mention that because I wasn't sure what we meant by non-binding either, so I asked.  Essentially that they don't cause -- that you don't hit the ceiling.  

     MR. SCHWINDT:  Nor the floor. 

     MS. SEBALJ:  Nor the floor.  That the range is sufficient for -- 

     MR. ISHERWOOD:  We always try to stay above zero. 

     MS. SEBALJ:  What's that? 

     MR. ISHERWOOD:  We always try to stay above zero.  I think the reference in our ‘07 rate case around why we think the range was expanded was really tied back to some thoughts around the power market.  To the extent you start letting in high levels of deliverability, you could quite easily get, in some cases -- certainly above our current level.  If you got to extreme cases, even potentially above what we applied for.  So it was really around, if you looked at 1.2 percent traditional storage, certainly the zero to six dollar number we applied for is, I would expect that to be a workable range for some sometime unless something unusual happened in the market.  But when you start adding in high levels of deliverability even that would maybe challenge in the future.  

     MS. SEBALJ:  Thank you.  Back to the economists.  In general terms, in your view do secondary markets -- and I asked this of a number of participants in this -- do secondary markets play a role in mitigating market power in primary markets?  

     MR. SCHWINDT:  Not clearly as far as I can tell.  If you have market power at any step of the process, you have market power.  So I suppose that what's more interesting question is, what happens if you constrain the monopolist and turn the product over to the reseller, at some kind of a constrained price, does that make a difference?

     Then of course what you're doing is, if the monopolist is constrained supply, for some reason, even though they can't repair the benefits, and it gets turned over to the secondary seller, then I assume the secondary seller reaps the benefit of that constraint.  

     Why you would want to do that, I don't know.  

     MR. HENNING:  If you think about it, try to put it in the context of where we are in the gas industry, the nature of the question as to whether or not anyone has profit bring withheld capacity for an extended period of time is an issue that can be affected in the question of primary market and regulation is looking at that.  

     The secondary market at that point, I think Professor 

Schwindt is correct, when you look at that, if that is happening then in fact you can transfer from primary to the secondary.  But in the absence of that withholding of capacity in the marketplace, what the secondary market does is, it provides an increased number of buyers and sellers and a different way of rebundling the product in the market.  

     For the gas industry, this secondary market is not just the resale of the tariff service, but rather all of the commercial transactions that we were talking about, including exchange, including backhauls, all of the other sorts of things, whereby a larger number of market participants winds up taking that allocation of the original resource and trying to figure out a more efficient way to send it out to buyers and sellers.  

     MS. SEBALJ:  Thank you.  I'm going to ask you a question that I asked an earlier panel.  I believe the Enbridge panel.  

     In electricity markets -- I'm going to repeat it, this is the load pocket question.  I don't know if you were here for it.  

     In electricity markets a great deal of attention is paid to load pockets in the mitigation of market power within load pockets when they occur.  Load pockets are the result of transmission constraints.  It's thought that generators within load pockets may have considerable market power.  

     Is there an analogy between this situation and the natural gas storage case?  In other words, if there are occasional upstream transmission constraints into the Dawn hub, which we discussed in the first question, will these result in enhanced market power for storage owners in the Dawn area?  And if not, why not?  

     MR. HENNING:  The answer is, there might be some analogy.  But let's go back to the definition of how you determine whether a load pocket exists.  And under a regime of locational marginal pricing, what you're talking about in identifying that load pocket is the disconnect between prices in the outside area on the constraint compared to inside there.  

     In essence, we have adopted that same kind of model for trying to determine what the relevant geographic market is.  So, in essence, what we have done is we have concluded, on the basis of that price behaviour, that the Ontario market does not a load pocket.  Could there be some in the gas industry?  Certainly.  You can look, frankly, at the prices into Transco zone 6 into New York, which habitually grow out year after year after year, and that is  and indication of a transportation constraint there.  And the relevant geographic market for LNG peak shaving inside a New York city is probably within that constraint.  

     But what we have identified with our study is that this is -- in essence the geographic area that you have to look at is very, very broad.  

     MS. SEBALJ:  So what you're saying is that it could be, but you have not identified load pockets?  

     MR. HENNING:  More particularly in that we have excluded that within the relevant geographic market here, that its existing in that kind of fashion.  

     MS. SEBALJ:  Thanks.  I think Mr. Man has a couple of 

technical questions. 


CROSS-EXAMINATION BY MR. MAN: 

     MR. MAN:  Can we go back to storage substitutes, the 

reference is Exhibit C, tab 1, page 10.  You mentioned financial options as one of the substitutes.  Can you name these financial options for me?  

     MR. ISHERWOOD:  One of the uses of storage is really to provide price protection so people will buy gas in the summer and store it in storage for use in the winter, and by having that gas stored in the winter for winter use, you're actually locking in the price based on the summer.  

     There was a reference to an undertaking I had under done the power services technical conference, where I already calculated the intrinsic value of storage, which was really the difference in price between summer and winter.  So in that example, a customer would pay summer price of gas and they basically pay probably something close to the difference between the summer strip and 

the winter strip of gas for the value of storage.  So when they with draw the gas in the wintertime, what they're really getting is the summer price plus the cost of storage, which is essentially equal to the winter price of gas at the time they bought the storage and the time they bought the gas.  


An alternative would be just buy a winter supply of gas and put price protection through a call option on the natural gas, so you lock in the price of gas in the winter and you would avoid any price spikes.  Or you can just buy the winter strip of gas as well would be the other option.  

     MR. HENNING:  In essence, all of the traditional financial derivatives tools, futures, options, collars, swaps, all of these things can be used so long as you have a liquid trading point and you're fortunate enough in Ontario that Dawn is one of the most liquid trading points in North America.  Because of that liquidity, you have an ability to use these financial options to manage the 

Risk, and then at that point you can buy the gas at whatever that index price is.  

     MR. MAN:  When you mentioned futures contracts, do you mean NIMEX at Henry hub? 

     MR. HIGGIN:  You can use NIMEX at Henry hub.  You can also use over-the-counter product provided by any other number of entities. 

     MR. ISHERWOOD:  For example, a marketer would sell you gas at Dawn based on Henry hub pricing plus a basis number.  

     MR. MAN:  In terms of those futures contracts, is that a month forward contract or is it a daily contract?  

     MR. ISHERWOOD:  Futures contracts are typically monthly.  

     MR. MAN:  So what, if a customer is interested in the stage coach look-alike deal for ten peaking days in the winter, is it feasible to use the financial options to construct a deal like that?  

     MR. HENNING:  My answer is yes.  It becomes a little more complicated, but you wind up doing it within the construction of collars, as well as between the daily prices.  


You can also go out and look for over-the-counter transactions that will look at -- after the fact -- of averages of the daily prices.  

     I mean, the commercial arrangements that are out there are very, very innovative and they have served to wind up allowing this market.  

     The reality is, if there's a demand for that particular kind of product and people can wind up putting it together at an acceptable risk, it will come out there.  

     MR. MAN:  Can I request an undertaking, then, for you to provide an example using financial options to construct a peaking gas supply deal?  

     MR. HENNING:  I will note that in that particular instance the financial option may not be a perfect hedge, but you can do it to mitigate large portions of that overall risk on the peak day.  

     MR. MAN:  I am interested in using financial options to construct a peaking gas deal, similar to the stage coach 

arrangement.  

     MR. HENNING:  Well, in that sense -- I mean, I would suggest that in one of the elements is, you heard evidence of an exchange service, which in fact is a combination of a financial and physicals together, because they're paying something for the service for that exchange.  I don't know what the price is, but a bilateral negotiation from that.  If you're talking about exchange traded elements of it, it gets a little more complicated.  You can't risk hedge the risk completely, but you can wind up largely hedging that. 

     MR. MAN:  But you are mentioning financial options as one of the substitutes for storage, right?  

     MR. HENNING:  That's correct.  

     MR. ISHERWOOD:  A simpler example is a winter supply for a typical utility. As Mr. Henning noted, a ten-day peaking service.  You could probably get there, but it would be a little more complicated.  I think the reference is more around a more traditional 1.2 percent storage comparison. 

     MR. MAN:  Now I understand the reference.  It is really for the seasonal differences, not for the peaking services; am I correct?

     MR. ISHERWOOD:  I think the traditional storage is a much simpler example.  Mr. Henning pointed to the 10 percent as being not a perfect hedge, but possible from an approximation.  

     MR. MAN:  Okay, let's leave it there.  

     MR. LESLIE:  Is that all right?  Did you want -- 

     MR. MAN:  Ideally I would like to have an undertaking on that. 

     MR. LESLIE:  Yes, that's fine.  

     MS. SEBALJ:  Messing with my numbers, but that's fine.  

     MR. MAN:  Thank you.  

     MS. SEBALJ:  Thank you, those are our questions. 

     MR. ISHERWOOD:  Just to be clear, the undertaking is for the traditional case?  

     MR. MAN:  No.  For the stage coach look-alike peaking gas deal using financial options.  

     MR. ISHERWOOD:  Okay.  

     MS. SEBALJ:  That's Union number 51.  

     UNION UNDERTAKING NO. 51:  TO PROVIDE DESCRIPTION OF 
STAGE COACH LOOK-ALIKE DEAL USING FINANCIAL OPTIONS

     MS. SEBALJ:  I am reminded I haven't written the number.  Thank you very much, Mr. Leslie.  Thank you very much, members of the panel.  I think if we move quickly to the IESO, who has been internally patient through this process, we may be actually be able to get out of here at some point today.  

     MS. SEBALJ:  All right.  It's my understanding that -- do we have questions?  Mr. Brown, has questions and Mr. Man has a couple of questions.  Anyone else who has questions for the IESO.  I will turn it over to Mr. Rattray.  


MR. RATTRAY:  My name is John Rattray, I'm counsel with the IESO and with me is Mr. Katsuras.  We would like to introduce the IESO's panel who have significant experience and expertise in scheduling and dispatch in relation to the IESO controlled grid and markets.  

On the right is Mr. Kim Warren.  He has extensive experience in the management of the bulk electric system.  Between 1982 and 2005, Mr. Warren worked in the control room of the system control centre and between 2001 and 2005, he served as the manager of shift operations in the control room with responsibility for management and oversight of the IESO controlled grid and markets. 

     He was appointed manager of regulatory affairs at the IESO in 2005.  

     Now, on the left is -- the gentleman with the beard is Mr. Al Miller.  He has 17 years experience in the control room.  He served as the acting senior supervisor of shift operations before he moved on to emergency preparedness for the Y2K initiative in 1998.  

     Since 2001, he has held a number of positions in market facilitation and integration.  He is currently the section head for market forecast and integration.  His primary responsibilities are day-ahead scheduling and outage coordination, including implementation of the 

Day-ahead commitment process.  

     He is the chair of subcommittee number 1, coordination and reliability assessment of the working group on the Ontario Gas Electric Interface. 

     Mr. Warren has a brief introductory statement prior to the panel being made available to answer your questions.  

     MS. SEBALJ:  Thank you.


IESO – PANEL 1:


KIM WARREN;


AL MILLER;


OPENING STATEMENT BY MR. WARREN:  

     MR. WARREN:  Good afternoon.  In its Natural Gas Forum report the Board stated in ensuring adequacy of Ontario's natural gas infrastructure to meet demands of growth driven by new gas-fired generators is an important and immediate priority.       

The IESO concurs with the Board's statement.  While not a components of these proceedings the Board also committed in the Natural Gas Forum Report to conducting a review of the coordination mechanisms between gas and electricity system operations.  The Board is relying on the gas-electricity interface working group to establish, among other things, a communication protocol between the IESO and pipeline operations LDCs that satisfies planning and 

real-time operational requirements affecting reliability of both the gas and electricity sectors.  

     The initial members of the working group included Union Gas, Enbridge Gas Distribution, TransCanada Pipelines and the IESO.  

As this initiative progresses, we recognize the importance and usefulness of involving market participants in the activities of the working group.  

     If parties are interested in more detail, the charter of the working group can be found on the OEB's website along with a paper that describes the day-ahead process alternatives for gas-fired generators.  

     As we stated in our evidence, the IESO believes that the day-ahead commitment process will provide and improvement over the current scheduling process by producing schedules that more accurately reflect the resources needed in real time much earlier than the initial pre-dispatched schedules produced today.  

     This is accomplished by ensuring complete participation in the initial run of the predispatch by generators expecting to participate in real time; reducing uncertainty associated with the start times and minimum run time for certain generators; and providing incentives for imports to offer into the day-ahead timeframe and flow in real time.  

     Although the design of a future day ahead market has not been determined, it is the IESO's expectation that, at the very least, the level of certainty provided under DACP will be maintained.  

     While the uncertainties due to events between day ahead and real time remain, the IESO believes that the flexibility offered by enhanced gas services will benefit the reliability of the electricity system.  In particular, it is our understanding that it will assist in dealing with the uncertainties on the power system between day ahead and real time dispatch by making it easier for gas-fired generators to alter their use of the gas system.  

     Finally, we're here today to speak to the evidence we filed that outlines how the IESO currently schedules and dispatches resources and how that will change starting June 1st under the DACP. 

     I also want to make you aware that the following -- that following the publication of the guide to DACP, the IESO has undertaken commissioning and market trials of the DACP, although the underlying design of the DACP has not changed, as a result of these ongoing trials, there have been some changes to these ongoing trials, there have been some changes to the specific processes.  

     These changes are reflected in the DACP market manual, which is posted on the IESO website and updated regularly.  

     With that, we are prepared to take your questions.  

     MS. SEBALJ:  Thank you, Mr. Brown.  

     CROSS-EXAMINATION BY MR. BROWN:  

     MR. BROWN:  Thank you, panel.  As you know my name is David Brown.  In this proceeding I'm acting for Sithe Global Power, Goreway and Southdown, TransCanada Energy, and the Portlands Energy Centre.  

     I have a few questions of you which are based on two things.  First, the evidence that you filed in this proceeding, which is Mr. Katsuras's letter of May 1st, 2006, and also one of the attachments, which is the guide to the day-ahead commitment process.  

     The first questions may be better directed to you, Mr. 

Warren, although certainly either of you are free to answer.  

     The second paragraph of the May 1st letter deals with some sort of general propositions that you put forward with respect to moving towards a more certain and predictable operating environment for the dispatch of electricity resources.  

     I want to put a few propositions to you, to see whether you agree or disagree.  The first proposition is, does the IESO agree that increased flexibility in gas services for dispatchable gas-fired generators enhances the flexibility of those generators to respond to dispatch signals and that's a good policy to pursue?  

     MR. WARREN:  Yes, we would.  

     MR. BROWN:  Secondly, would the IESO agree with the 

proposition that steps to enhance the ability of gas-fired 

generators to respond to dispatch signals, provides a benefit to the reliability of the electricity grid?  

     MR. WARREN:  Yes, we would.  

     MR. BROWN:  Thirdly, in order for the electricity market to operate efficiently, is it fair to say that the electricity market expects gas-fired generators -- who have submitted offers -- to have access to all of the gas that the electricity market needs them to have for any scheduled day?  

     MR. WARREN:  Unless otherwise notified, I would expect that all generators are able to meet their dispatch requirements associated with their bids and offers at all times.  

     MR. BROWN:  If I could turn, then, to the day-ahead 

commitment process.  Perhaps you could turn with me to page 3 of the Day-Ahead Commitment Process Guide.  You have indicated that there are a number of resources that are able to participate in this program.  I'm going to focus on dispatchable generators and I will try to keep it at a fairly conceptual level.


Do I read the guide correctly that under the DACP process that will be in place that the predispatch process for a domestic, an Ontario-based generator, will really have two components.  First that generator can submit dispatch data as per the usual predispatch rules?  

     MR. MILLER:  Yes, in the sense of -- that the type of data that they are submitting, there are some qualifiers that I would put in there, that there is data submission processes that have changed, such as the timeliness of it, those sort of things.  So there are some things that have changed, that being the most predominant. 

     MR. BROWN:  But in general terms, the generator can submit, as it has in the past, an offer which very crudely would say, tomorrow I am prepared to run over the seven hours for this amount at that price.  That remains under the DACP process?

     MR. MILLER:  That is correct. 

     MR. BROWN:  I understand the second and perhaps the unique aspect of the DACP process is that an eligible generator, and you defined the generators that are 

eligible, it can submit additional data that enables it to 

qualify for a day-ahead cost guarantee, and that additional data that it has to submit is its minimum loading point and its minimum run time information; is that correct?  

     MR. MILLER:  That is correct.  That is one of the things I must clarify, is that the change –- there are actually three pieces of data now.  There is the minimum run time, minimum loading point, and what we call a minimum generation block run time.  

     MR. BROWN:  To put it in very general terms, once this 

process is up and running on any particular day, an eligible generator can offer in seven hours for 100 megawatts each hour at a particular price.  But in addition, if it wanted to be eligible for the cost guarantee, it would say to you, look, my minimum 

loading point is 10 megawatts.  My minimum run time is one hour.  And that's an additional set of data it would have to put in, correct?  

     MR. MILLER:  That would be registered technical data that they would submit in advance of the day.  Then they can submit temporary changes to an end day. 

     MR. BROWN:  Right, and you’ve described in the guide that that would be submitted during the predispatch process and you have a cut-off time of 3 p.m. on the day ahead when you would like to have essentially all of the information that you need there, so you have a final predispatch schedule, or final initial predispatch schedule. 

     MR. MILLER:  Can you restate that question because I am not sure I follow it.  Which part of the dispatch data 

-- the minimum run time, minimum generation block? 

     MR. BROWN:  As I understand it, your standard offer data plus the data you have to put in to qualify for the cost guarantee have to be submitted the day ahead.  

     MR. MILLER:  The submission of dispatch data, if you wish to participate in the day-ahead commitment process, has to be in by 11 o'clock; that's your bids and offers. 

     The registered technical data would come in through the registration process, which would be in advance of the day.  And then you could make temporary changes to that through the day.  

     MR. BROWN:  Okay.  But the goal, as I understand it -- I get this from page 5 of the day-ahead commitment process guide -- is that by 3 o'clock in the afternoon on the day ahead, you want to be able to have formulated a predispatch of record.  

     MR. MILLER:  That is correct. 

     MR. BROWN:  So what I would like you to assume with me is that on a hypothetical day a predispatch of record has been prepared at 3 p.m., that a generator has submitted data and the predispatch schedule indicates that the generator is scheduled to run for seven hours at stipulated quantities the next day, and in addition the generator has submitted the minimum loading point, run-time information and the block information that you described.  So it wants to qualify for the cost guarantee.  Those 

assumptions clear?  

     MR. MILLER:  Yes, I think so. 

     MR. BROWN:  So my first question is, then, under the DACP program, will the fact that the generator has been included in the predispatch of record guarantee that it will, in fact, run the next day for the seven hours at the offered quantities? 

     MR. MILLER:  There is no guarantee. 

     MR. BROWN:  Why is there no guarantee?  

     MR. MILLER:  Because of the variability between predispatch -- sorry the predispatch of record and real time may be running at a different level.  There is the availability of additional imports coming in to displace them.  But the generators that are going to be included in the process would have been in at 11 o'clock.  

     MR. BROWN:  Same hypothetical.  Under DACP, will the fact that the generator has accepted the day-ahead cost guarantee that that generator will run for the minimum run-time at the minimum loading point?  

     MR. MILLER:  There is no guarantee, but I need to qualify that answer, in the sense that if you are in the predispatch of record, and if you are therefore your minimum run-time, your minimum generation block, and you accept the guarantee, we would constrain you on for all subsequent runs of predispatch at that level, for that minimum generation block, minimum run-time. 

     However there are three areas where those constraints would be removed, one being the unit gets forced from service, two being the participant withdraws, and the 

IESO agrees that the withdrawal will not create a reliability problem, or the third option is if the IESO decommits the unit for reliability requirements.  

     MR. BROWN:  And what would those reliability requirements be? 

     MR. MILLER:  Usually would be like an overgeneration in a local pocket.  We see this as being a very, very rare instance.  

     MR. BROWN:  Now, I understand that the way, then, that the DACP program works is that if a generator has submitted the requisite data in order to qualify, and it isn't dispatched for the full amount of what its offered to, to run at; it will be guaranteed -- or it will recover any eligible costs that it’s incurred to get up to the minimum loading point for the minimum run-time.  Is that correct?  

     MR. MILLER:  I would characterize it that if you are scheduled in the predispatch of record, and you accept 

the guarantee and those constraints are applied, and in 

real-time we have to take those constraints off such that you're not running, you would be guaranteed your costs only if we decommit you.  If you are taken out of the 

schedule or those constraints removed for any of the other reasons I mentioned, that is at the participant's folly, you might say.  


The only one that guarantees is from a decommitment process -- we would guarantee those costs. 

     MR. BROWN:  I take it the costs one would be eligible to recoup from the IESO are actual costs that the generator 

has incurred as a result of the IESO's action?  

     MR. MILLER:  That is correct.  It's cost-based.  

     MR. BROWN:  Right.  Some of those costs would be fuel costs, the fuel that the generator would need to get up to the appropriate point?  

     MR. MILLER:  That is correct.  

     MR. BROWN:  And do I take it, then, that if a hypothetical generator is not run, is decommitted, I think is the word that you used –-


MR. MILLER:  Yes.  

     MR. BROWN:  -- yet by the end of the day has been able to deal with its fuel requirements in such a way that it, in fact, has incurred no out of pocket costs, then it would not be eligible to receive any compensation from the IESO?  

     MR. MILLER:  That is correct.  

     MR. BROWN:  But if you do have to pay some compensation to that generator, they demonstrate there have been real costs, I understand that under the program the IESO will then put those costs into, it’s generally called uplift? 

     MR. MILLER:  First we would compare those costs to whatever the generator as revenues are first.  Then if those revenues did not cover those costs, then it would go to uplift associated with dispatchable loads, nondispatchable loads and exports. 

     MR. BROWN:  Right.  In other words, the costs that you have to pay to the generator under the DACP program would be recovered from electricity loads?  

     MR. MILLER:  From the uplifts, as I mentioned, dispatchable loads, nondispatchable loads and exports. 

     MR. BROWN:  If I could turn, then to, -- oh, one final 

question.  Under the DACP program, will circumstances remain where a generator has made an offer, has not 

been included -- or it's not been scheduled to run in the 

predispatch of record, but in fact may be asked by the IESO, in real-time or closer to real-time, to run during that day?  

     MR. MILLER:  If there are bids and offers that remain in the system in real-time, yes, we can exercise those bids and offers. 

     MR. BROWN:  And the DACAO program doesn't affect that 

possibility?  

     MR. MILLER:  No, sir.  

     MR. BROWN:  If I could turn, then, to something that you -- 

     MR. MILLER:  Can I just qualify that.  If those bids and offers were in part of the DACP process.  

     MR. BROWN:  Correct.  If I could turn to the next topic, which is the day-ahead market.  Mr. Warren, you made some reference to that.  

     The IESO's letter of May 1st, 2006, just very briefly refers to the day-ahead market.  In terms of a bit of background information for the record, understand that

the IESO, in conjunction with market participants stakeholders, conducted a fair amount of work on various day-ahead market models in 2004 and 2005?  

     MR. WARREN:  Yes, that's correct. 

     MR. BROWN:  Indeed my recollection is the process reached a stage where the IESO was proposing a straw man model for a day-ahead market. 

     MR. WARREN:  Yes.  

     MR. BROWN:  It was not able to obtain consensus on that model. 

     MR. WARREN:  That is also correct. 

     MR. BROWN:  There were, then, I forget four our five options that were put on the table to look at, in terms of possible scope of a day-ahead mechanism?  

     MR. WARREN:  Yes.  There were a number of them, yes, I'm not sure of the exact number. 

     MR. BROWN:  Is it fair to say that the work on the day ahead model, has sort of receded into the background because of more immediate needs of the IESO to deal with reliability issues this forthcoming summer?  

     MR. WARREN:  I wouldn't characterize it as back burner, but -- yes.  The immediate priorities are summer 2006 initiatives are the highest priority at this time.  

     MR. BROWN:  But the intention of the IESO is to   continue to work with stakeholders on the day ahead -- on 

a day-ahead market model. 

     MR. WARREN:  There are some initial undertakings taking place at this time.  

     MR. BROWN:  And can you give any indication of when you would expect that the work on a day-ahead model would be completed and when the model selected would actually be 

implemented?  

     MR. WARREN:  It's our expectations that at this point in time, we see a day-ahead market being operational, by mid to late 2008.  That would be the target timeline that we are now seeing.  

     MR. BROWN:  The shape of that model or day ahead market is yet to be determined?  

     MR. WARREN:  That's correct.  Any significant stakeholder as such has not taken place. 

     MR. BROWN:  The final area upon which I would like to ask you questions relates to something, again, you touched upon, Mr. Warren in your introductory remarks.  I think you called it the gas Electricity Interface Working Group, of which you and a number of the gas distribution companies are members?  

     MR. WARREN:  That's correct.  

     MR. BROWN:  Could you explain the work that the group has performed to date, with respect to coordination between the electricity side of the market and the gas side of the market.  

     MR. MILLER:  Well, I’ll take that one because I am the 

chair of the reliability and coordination -- did I forget the exact term they call it coordination reliability assessment.  

     To date, we had been meeting the four parties being 

TransCanada, IESO, Union and Enbridge.  In discussions we had been meeting pretty much on a biweekly or every two weeks by conference call.  

     We are basically trying to get a fundamental understanding of the intricacies of both systems.  Both systems are foreign to both of us, from an operations point of view.  

     Our last meeting or last conference call was March 13th or thereabouts.  And the reason it's really come to a halt is you're looking at the person who is involved with 

Day-ahead commitment process.  I've just been -- had not had any time to go any further with it.  As well as some of the members have been supporting on the gas side have been supporting these proceedings.  So it is basically -- it's stopped right now.  It is our intention that when the day ahead commitment process resumes, we will start meeting again and I am assuming that they will -- the gas side will have the same time frame around the same time for these proceedings.  We will start resuming work.  

     Our plan right now is to, by the fall, have a communication protocol in place by the fall.  However, between now and the fall, we have to bring the participants in, where we value their advice and development of this, so we need to seek their advice.  That has to be brought into the process.  So from a coordination point of view, that's where we are.  We're targeting for the fall.  It is stalled right now just because of other higher priorities. 

     MR. BROWN:  Can you explain what this communication protocol is that you are working on?  

     MR. MILLER:  What we're looking at is a communication 

protocol, a bilateral communication protocol to deal with 

operational issues between the gas pipelines and ourselves.     

It's really to deal with transmission constraints on both the transmission system and on the gas system.  

     We are looking at periods of high demand and low resource availability, that sort of thing.  It is a bilateral communication protocol between the two of us, making sure we can schedule the resources that are needed.  And ensure the reliability of both systems.  

     MR. BROWN:  Has any report been produced by the group?  Are you still in -- in preliminary discussions?  

     MR. MILLER:  I would characterize this as being at the 

initial stages of just getting to the point where really have a good understanding of each other's systems that we can now start moving forward. 

     MR. BROWN:  I take it if one of the objectives is to develop a communication protocol and coordinate both electricity and gas on high demand days you’re going to have to bring the generators into this discussion at some point. 

     MR. MILLER:  We’re going to have to bring them in some way.  I will use an example.  For example, we can maybe tell the gas side that you know generator X is coming on for tomorrow.  But if he's dual-fired we don't know if he's coming on gas or coming on oil without bringing that participant into the conversation somewhere.  So we do need to bring them in.  We also need to know the contractual type of obligations they have as well.  

     MR. BROWN:  So do I understand what you're saying what you are working towards is some sort of real-time communication protocol where the IESO, the gas LDCs and the gas-fired generators are all able to really talk to each other in real time, is that what's going on on their respective systems?  

     MR. MILLER:  And in the planning stages.  We need that just as much in the planning stages as we do real time. 

     MR. BROWN:  Just as you have the control room for the IESO and the LDCs, have their own control rooms, you're looking really to put together some sort of body that's going to be the mega control room that will coordinate both. 

     MR. MILLER:  I wouldn't call it a mega control room but a coordination process we can deal with each other in a manner we both understand what our needs are. 

     MR. BROWN:  Do you have any sort of best guess as to when you will be able to have worked out that kind of communication protocol?  I mean based on your experience today, the discussions you've had with the gas folks, what you think is a realistic time by which that type of communication protocol could be put in place?

     MR. MILLER:  In the March meeting we revised our timetable.  We set a timetable for the fall.  But then   as I said I have been pre-empted for this type of -- the 

day-ahead commitment process work.  So we are still planning for the fall.  Late September/October that sort of thing to try to get a process in place.  

     MR. BROWN:  Thank you, gentlemen.  Those are my questions.  

     MS. SEBALJ:  Thank you, Mr. Brown.  I think we have a few questions for you and that will be it.  

     CROSS-EXAMINATION BY MR. MAN:       

MR. MAN:  In the covering letter of your evidence, you 

indicated the day-ahead commitment process will increase 

scheduling predictability.  Comparing to the existing market rule, can you highlight for me, what are the changes that would make that happen?  

     MR. MILLER:  I'm sorry, I didn't catch -- I didn't catch the last part of your -- 

     MR. MAN:  Comparing to the existing market rule, can you highlight the changes that the DACP will have to make the scheduling more predictable.  

     MR. MILLER:  Yes.  Excuse me, in our current scheduling process, the bid window doesn't close until two hours out, and everything -- all the bids and offers prior to that time are voluntary. 

     In the day-ahead commitment process, what's going to happen is, as we said in our opening statement, we're going to ensure that you have participation in the early -- in the very first run, right now we don't start seeing a predispatch of any quality to late in the day-ahead process.  So what they'll have to do in this new process is at eleven o'clock in the morning if you intend, as 

a generator in Ontario, to operate in real time, you will have to submit your bids and offers and schedules at  eleven o'clock in the morning. 

The other thing as a result of that, the difference in the process, when you get this predispatch of record that comes out, and they elected cost guarantee, as I said earlier we will be fixing that into subsequent runs of predispatch, that that's their minimum run time.  So they're somewhat assured of what their start time is now, compared to the old days.  

The last thing it does big difference is we provide and incentive for imports to offer into the day-ahead market, thereby allowing them more time to navigate external markets and we see that as being a plus, in 

that there is a higher likelihood they will appear in real time. 

     MR. MAN:  You mentioned some incentives for imports.  Are there any incentives for local generators here in Ontario?  

     MR. MILLER:  I'm sorry?  

     MR. MAN:  Are there any incentives for the Ontario 

generators?  

     MR. MILLER:  Yes.  The Ontario generators would get their generator costs guarantee so they would at least be guaranteed at the day-ahead timeframe.  If they're in for a certain period of time they will be guaranteed their 

start-up costs. 

     MR. MAN:  You also mentioned market trials.  When is this market trial to begin?  

     MR. MILLER:  Market trials should have ended about 20 

minutes ago.  

     MR. MAN:  Oh.  How long would this trial be?

     MR. MILLER:  The trial started what we call a user 

acceptance test.  It started May 1st.  That was an internal 

process.  It lasted for that first week.  

     The last two weeks have been the market trials where we actually had market participants and walking through a number of scenarios on a daily basis to test out both our procedures their procedures and the tools.

     MR. MAN:  You also mentioned the full day-ahead market may be operational by 2008.  

     MR. WARREN:  That is our timeline of expectation that we have at this time.  

     MR. MAN:  Can you outline for me the steps after your 

market trial and your evolution between the market -- the end the trial and to the operational of the full day-ahead market?  

     MR. WARREN:  No, I don't think it is appropriate that we speculate about what that process would be at this time.  

     The initiatives around a day-ahead market are really in their infancy at this time.  

     We have direction that we are to move that way from our Board.  We intend to do so.  But we have yet to have any serious consultation or stakeholdering processes with market participants and such to determine what those steps may be, or any design associated with it.  

     MR. MAN:  So there will be further consultations with the industry?  

     MR. WARREN:  Oh, yes.  

     MR. MAN:  Thank you.  

     MS. SEBALJ:  I believe that is it.  Thank you very much to the IESO.  

     MS. CAMPBELL:  Is it over?  

     MS. SEBALJ:  And to everyone who hung out until the last moments.  And thank you very much to our court reporters, Theresa, Patrick, and Karin, who was here for the first three days.  It's been a long slug and we thank you very much.  


Unless there is anything more to be said, I will close the record for this technical conference.  Thank you.  

     MS. CAMPBELL:  I would additionally welcome anyone who 

raises anything at 20 after five on the Friday of a long 

weekend.  

     --- Whereupon hearing adjourns at 5:25 p.m.    
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