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Thursday, December 20, 2007

--- On resuming in camera at 9:37 a.m.
[NOTE:  Page 1, Line 3 to Page 102, Line 15 have been redacted]


--- Upon resuming public session at 1:38 p.m.


MR. KAISER:  Please be seated.  We're back on air; is that the case?

MR. SCHUCH:  We are.


MR. CASS:  Thank you, Mr. Chair.  Mr. Anton Kacicnik is here to testify on behalf of Enbridge Gas Distribution.  His CV was circulated, I hope, to everyone yesterday morning.  I think it was.  I hope that everyone has the CV.


We have a short examination-in-chief, and if Mr. Kacicnik could be sworn, first, then I will have a few questions for him.


MR. KAISER:  Yes.  You told the witness about the turkey?


MR. CASS:  Yes.  We are going to do our best to make sure that everybody earns that turkey.



MR. RYDER:  Mr. Gruenbauer would like his turkey to go into storage.


[Laughter]

ENBRIDGE GAS DISTRIBUTION INC. - PANEL 1


Anton Kacicnik, Sworn
Examination by Mr. Cass:


MR. CASS:  Mr. Kacicnik, I understand that you are the manager of rate research and design for Enbridge Gas Distribution; is that correct?


MR. KACICNIK:  Yes, I am.


MR. CASS:  And you were responsible for the preparation of the company's evidence in this proceeding, including answers to interrogatories and answers to undertakings?


MR. KACICNIK:  Yes, that's correct.


MR. CASS:  That evidence was prepared by you or under your direction and control?


MR. KACICNIK:  Yes.


MR. CASS:  And is the evidence accurate, to the best of your knowledge or belief?


MR. KACICNIK:  Yes, it is.


MR. CASS:  All right.  Could you, please, give the Board, Mr. Kacicnik, an overview of Enbridge's evidence in this case?


MR. KACICNIK:  Certainly.  In the NGEIR decision, the Board directed Enbridge to file an aggregate excess storage allocation policy for its bundled service customers and methodologies the company proposes to use to allocate cost-based storage to its unbundled service customer.


Enbridge filed evidence in response to this directive on February the 6th, 2007.  Originally the evidence was labelled, numbered as Exhibit G, tab 1, schedule 1, and has since been renumbered as Exhibit A2 in this proceeding.


As outlined in the evidence, the company uses the aggregate excess storage allocation methodology to allocate storage to its bundled customers.  The company is not proposing any changes to the way it allocates storage to its bundled customers.


With respect to unbundled customers, the evidence sets out the two methodologies that were agreed on in Enbridge's NGEIR settlement proposal, which was subsequently approved by the Board.  The two methodologies are the aggregate excess and the methodology that was established for power generation customers.


The company is not proposing any changes to either of the two methodologies.


Having said that, the company is proposing to extend or to make available the allocation methodology for power generation customers to all large volume customers.


What that means is when a large volume customer goes unbundled, they will be able to choose between the aggregate excess and the allocation methodology for power generation customers.


This proposal benefits large volume customers whose load balancing needs do not reflect the traditional seasonal load profile.


Finally, I would like to note that no alternative proposals for allocating cost-based storage to Enbridge's unbundled customers were submitted in this proceeding.


MR. CASS:  Those are my questions of the witness, Mr. Chair.  Thank you.


MR. KAISER:  Thank you, Mr. Cass.
Mr. Thompson, are you going first?

Cross-examination by Mr. Thompson:


MR. THOMPSON:  Yes.  I just have one question.  Mr. -- I don't know if I can pronounce your name properly.  Enbridge witness, and it is:  Do you adopt under oath the answers that you gave on the technical conference with respect to storage allocation?


MR. KACICNIK:  Yes.


MR. THOMPSON:  All right.  That's all I need.  Thanks.


MR. KAISER:  All right.  Mr. Moran, anything?

Cross-examination by Mr. Moran:


MR. MORAN:  Thank you, Mr. Chair.  I only have one question, as well.
I wonder if you could confirm, for the purposes of the record in this proceeding, that Enbridge has committed, in principle, to accommodating other services, such as the TCPL short notice services, in order to allow customers to get access to those services?


MR. KACICNIK:  Yes, that's correct.  Confirmed.


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


MR. KAISER:  Thank you.  Mr. Ryder.

Cross-examination by Mr. Ryder:


MR. RYDER:  Yes, thank you, sir.  I have some questions of you, Mr. Kacicnik.  My name is Ryder, and I act for the City of Kitchener, which is a municipal utility served by Union.


Can I ask you to turn to the answer you gave to IGUA in the technical conference, Interrogatory 2 from IGUA.  Do you see that?


MR. KACICNIK:  Interrogatory No. 2?


MR. RYDER:  Yes, sir.  You see in the last three lines you refer to your load balancing service to your unbundled customers?


MR. KACICNIK:  Are you referring to the very last paragraph there?


MR. RYDER:  Yes, the last few lines of that paragraph.


MR. KACICNIK:  Yes, I see that.


MR. RYDER:  All right.  So that would include seasonal load balancing, would it, that service?


MR. KACICNIK:  This is the limited load balancing service that is a default provision under our distribution unbundled services.


MR. RYDER:  Does it include a seasonal load balancing service?


MR. KACICNIK:  Not per se.  This limited load balancing is available to our unbundled distribution customers who take service under Rate 300 or 125.


What that means is that we provide load balancing up to 60 percent of their contract demand, subject to some limitations.


MR. RYDER:  All right.  So it's a limited load balancing service?


MR. KACICNIK:  That's correct.


MR. RYDER:  Seasonal load balancing service?


MR. KACICNIK:  It's not a seasonal load balancing service.  It is available year-round, except on operational flow order days.


MR. RYDER:  What is the deliverability level of that service?


MR. KACICNIK:  The customer can use the entire limited load balancing service on that day.


MR. RYDER:  Can you express any percentages of space?


MR. KACICNIK:  No, because there is no space assigned to this service.


MR. RYDER:  So in terms of gigaJoules per day, is it 60 percent of CD?


MR. KACICNIK:  That's correct.  It's 60 percent of contract demand.


MR. RYDER:  Now, can I ask you to turn to question or interrogatory 1, and I understand that you get 20 Bcf of storage from Union that comes with a deliverability of 1.2 percent?


MR. KACICNIK:  I am not sure if it's 20 Bcf or some other number, but, yes, it comes with deliverability of 1.2 percent.


MR. RYDER:  All right.  Can Enbridge request Union to authorize an overrun above 1.2 percent?


MR. KACICNIK:  I am not certain.


MR. RYDER:  Can you take that under advisement and respond by way of undertaking?


MR. CASS:  Yes, we can, Mr. Ryder.


MR. RYDER:  Thank you.


MR. SCHUCH:  Mr. Chair, that will be undertaking HDU4.4.

UNDERTAKING NO. HDU4.4:  TO PROVIDE RESPONSE TO WHETHER ENBRIDGE CAN REQUEST UNION TO AUTHORIZE AN OVERRUN ABOVE 1.2 PERCENT; OR WHETHER UNION HAS AUTHORIZED SUCH A REQUEST; OR WHETHER THE DELIVERABILITY RECEIVED ABOVE 1.2% IS AT COST

MR. KAISER:  Thank you.


MR. RYDER:  Can you also tell me whether, if you are entitled to make requests for an overrun, an authorized overrun, A, whether Union has authorized it, and, B, if, when authorized, does that mean that you receive deliverability above 1.2 percent at cost?

MR. KACICNIK:  We will take an undertaking for that, as well.

MR. RYDER:  All right.  Can you tell me whether the anticipation of authorized overruns allows you to include authorized overruns in your planning?

MR. KACICNIK:  I would say we would not include authorized overruns in our planning.  Subject to check.

MR. RYDER:  Now, staying with interrogatory -- well, would you check that and let me know?

MR. KACICNIK:  Yes.

MR. RYDER:  Can we have an undertaking for that?

MR. SCHUCH:  Yes, Mr. Chair, I propose if Mr. Ryder has a few questions I propose we collect them all under one undertaking number.

MR. RYDER:  That would be fine.

MR. SCHUCH:  We will call it HDU4.5.
UNDERTAKING NO. HDU4.5:  TO ADVISE WHETHER THE ANTICIPATION OF AN AUTHORIZED OVERRUN INCLUDED IN ENBRIDGE'S PLANNING

MR. KAISER:  Thank you.

MR. RYDER:  Now, lastly in interrogatory 1, I see that the company uses send out to determine the optimal mix of supply asset to meet the needs of your in-franchise customers?


MR. KACICNIK:  Yes, that's correct.

MR. RYDER:  I take it, supply assets includes storage?

MR. KACICNIK:  Yes.

MR. RYDER:  Does that mean Enbridge uses send out to determine the optimal amount of storage for your in-franchise, and not aggregate excess?

MR. KACICNIK:  It's using send out, that's correct.

MR. RYDER:  And not aggregate excess to determine the total amount of storage you need for your in-franchise?

MR. KACICNIK:  It's using send out.  The aggregate excess is a methodology used to allocate storage to customer rate classes in the fully allocated cost study.

Send out is based more on a design day conditions.

MR. RYDER:  It determines the total amount of storage you require for your in-franchise?

MR. KACICNIK:  That's correct.  It determines the physical capacity of storage that we require.

MR. RYDER:  Thank you, sir.  Those are my questions.

MR. KAISER:  Thank you, Mr. Ryder.  Ms. Wong, did you have anything?

MS. WONG:  No, sir.

MR. KAISER:  Ms. Campbell.

MS. CAMPBELL:  Yes.  Just a handful of questions.
Cross-examination by Ms. Campbell:


MS. CAMPBELL:  You indicate in the evidence -- and I would just ask you to turn your evidence up.  It is page 7 of 8.  What do we call that?

MR. SCHUCH:  Exhibit A2.

MS. CAMPBELL:  Thank you.  Exhibit A2, page 7 of 8.  There is, under the heading, "other methodologies" which is C in the middle of the page, and you indicate that the company believed, based on customer feedback, that aggregate excess methodology reflects the balancing needs of most of the commercial industrial customers that Enbridge has, but some of the customers may use balancing services on a daily rather than a seasonal basis.

As a result, Enbridge proposes to make the allocation methodology for power generation customers available to all unbundled large volume customers who may benefit from that methodology.

Can you indicate how many customers Enbridge believes will be taking advantage of this alternative methodology?

MR. KACICNIK:  The alternative methodology could be applicable or would benefit our high load factor customers, which would be our rate 115 customers.  There is 51 customers in that rate class.

So it would be up to about 50 customers.

MS. CAMPBELL:  I didn't see in here any indication of whether or not there had been assessment of the customer impact of using one method over the other.

MR. KACICNIK:  I am not certain what are you (sic) referring to when you say "customer impact"?

MS. CAMPBELL:  I am assuming that there is an advantage inherent in the high volume customers, some of the 51 using the alternative methodology.  I am wondering if you can give me in any percentage or any indication of what the advantage would be, in the way -- in a numerical sense.

MR. KACICNIK:  I don't have such numbers, but if a customer, such as a high-load factor customer, has a very flat profile where winter consumption is pretty much similar as summer consumption, then the aggregate excess methodology would provide that customer with very little or no storage.

So by extending the power generation formula to those customers, this will allow them to receive an amount of cost-based storage that can complement the limited load balancing service that is provided under the unbundled distribution rate.

MS. CAMPBELL:  Thank you.  Those are my questions, thank you.

MR. KAISER:  Thank you.  Any re-examination?

MR. CASS:  No, sir.  Thank you.
Questions from the Board:


MR. RUPERT:  One very quick question, and perhaps this is in the evidence and I missed it.  But how many customers, right now, in Enbridge are taking unbundled service?

MR. KACICNIK:  There is nine customers in total.  Eight firm on Rate 300 and one interruptible Rate 300 customer.

MR. RUPERT:  Okay.  Thanks.

MR. KAISER:  Thank you, Mr. Kacicnik.  Thank you, Mr. Cass.

MR. CASS:  Thank you.

[Enbridge panel withdraws]

MR. KAISER:  Who is next?

MR. SCHUCH:  I believe APPrO is next.

MR. MORAN:  Mr. Chair, APPrO is presenting two witnesses today.  On the right-hand side is Mr. John Wolnik.  And beside him is Mr. Rob Cary.  Through an oversight, Mr. Chair, I did not file CVs in advance.  I will undertake to file those as soon as possible and I will quickly walk the witnesses through their resume so that you know who they are and why they are able to say what they're going to say.

MR. KAISER:  That's fine.

MR. MORAN:  If we could have the witnesses sworn, please.

MR. KAISER:  Yes.
ASSOCIATION OF POWER PRODUCERS OF ONTARIO – PANEL 1


John Wolnik; Sworn

Robert Cary; Affirmed


MR. MORAN:  Mr. Chair, before I start, I have two documents I would like to get marked as exhibits.  I have provided copies to Ms. Campbell and perhaps she could hand those up to you.  The first one is five pages.  It starts with example 1.  It says --

MS. CAMPBELL:  Sorry, no disrespect intended, Mr. Rupert.


MR. KAISER:  Is there a number for that?

MR. SCHUCH:  Yes.  That exhibit will be marked as HD4.2 and Mr. Moran, that was the --

MR. MORAN:  The one with the coloured charts in it.

MR. SCHUCH:  With the example 1.

MR. MORAN:  That's right.  These are examples taken from the APPrO evidence of generators at different load factors.

EXHIBIT NO. HD4.2:  EXAMPLES FROM APPrO EVIDENCE OF GENERATORS AT DIFFERENT LOAD FACTORS.


MR. MORAN:  Mr. Chair, could I get the exhibit number again.


MR. SCHUCH:  Yes.  It was HD4.2.


MR. MORAN:  The second document is a set of three tables, on the first page entitled "Ontario gas fuel generation capacity factors 2006 summarized from data in IESO monthly generator disclosure reports."


MR. SCHUCH:  That exhibit will be marked as HD4.3.

EXHIBIT NO. HD4.3:  SET OF THREE TABLES.
Examination by Mr. Moran:

MR. MORAN:  I will start with you, Mr. Wolnik.  As I understand it, you have had 30 years of experience working for both Westcoast and Union Gas?


MR. WOLNIK:  That's correct, yes.


MR. MORAN:  When you were working with those organizations, you were involved in operations, engineering, gas supply, pipeline and storage business development?


MR. WOLNIK:  That's correct.


MR. MORAN:  Since 2003, as I understand it, you have been consulting on storage matters for generators, and you have been involved in gas supply issues for generators?


MR. WOLNIK:  That's right.


MR. MORAN:  And I understand you were also an APPrO witness in the NGEIR proceeding?


MR. WOLNIK:  Yes.


MR. MORAN:  You are going to be speaking to the storage methodology issues in this proceeding?


MR. WOLNIK:  Yes, I am.


MR. MORAN:  And, sorry, you are also a professional engineer with an MBA; correct?


MR. WOLNIK:  I am, yes.


MR. MORAN:  Mr. Carey, as I understand it, for the last eight years you have been consulting in the Ontario electricity market?


MR. CARY:  Yes.


MR. MORAN:  That has involved you in market design?


MR. CARY:  Electricity market design and consulting work for generators.


MR. MORAN:  Right.  You have been involved in the generator side of participation in the marketplace?


MR. CARY:  Yes.


MR. MORAN:  And you have been involved in the contracting process for generators in the current marketplace?


MR. CARY:  Yes.


MR. MORAN:  And prior to that, as I understand it, you were involved in engineering consulting for large projects, including energy projects?


MR. CARY:  Yes.


MR. MORAN:  You were also an APPrO witness in the NGEIR proceeding?


MR. CARY:  Yes.


MR. MORAN:  You also appeared in front of the NEB with respect to the TransCanada Pipeline short notice services?


MR. CARY:  Yes.


MR. MORAN:  You have a master's in engineering and science from Cambridge?


MR. CARY:  Yes.


MR. MORAN:  And an MBA?


MR. CARY:  Yes.


MR. MORAN:  Thank you very much.


Mr. Carey, I wonder if you could just set the stage for the APPrO evidence and describe to the Board what is currently happening in the power market, including, for example, what is expected to happen with the non-utility generators?


MR. CARY:  Yes.  The framework for the development of power development or electricity development is set out in the integrated power system plan which is before the Board.


That summarizes present thinking fairly effectively.  Around gas-fired generators, there are a number of gas-fired generators that have been operating typically since the early 1990s.  Those are the non-utility generators.


Those have traditionally operated under contracts that support fairly high load factor operation.  It is expected, as their contracts expire, they will have to adapt to more dispatchable operation in the market.


The second group of gas-fired contracts that I will talk to is those that have been procured by the OPA under clean energy supply contracts, combined heat and power -- combined heat and power contracts and also envisaged under gas-fired peaking contracts.


Those projects are designed to operate fully under the dispatch control of the IESO in an economical manner.  The OPA contracts support the capacity in the expectation that they will interact with the market on an ongoing dispatchable basis, responding to the price signals at the time.


I would just comment the one big gas-fired facility that that does not address is the Lennox facility that is operated by OPG.  I have not sought to address that in any way, but that is a significant entity in the market that operates in a dispatchable mode.


MR. MORAN:  All right.  So you have touched on the non-utility generators and the clean energy procurement process.  What about the peaking service proposals?  Can you comment on them?


MR. CARY:  Yes.  The Ontario Power Authority expects to receive direction from the government to initiate procurement processes around peaking projects starting early next year.


This is in accordance with the projects that are already identified within the integrated power system plan.


MR. MORAN:  In the original NGEIR proceeding, Mr. Carey, you described the nature of the dispatch model in the Ontario electricity marketplace and the need for services to meet the requirements of generators operating in that environment.


Since then, have there been any changes in the marketplace that would change your views as you set them out in that hearing?


MR. CARY:  No.


MR. MORAN:  Thank you.  Now turning to you, Mr. Wolnik.  Again, to set the context for what we are looking at in this proceeding, could you just describe the reason why Union has established the requirement for DCQ in the first place?


MR. WOLNIK:  I guess specifically the obligated DCQ, and Union has really designed their system around requiring customers to bring in the supply at Parkway, really the east end of their system.


The reason that they have done that is to really push that cost onto the customer itself, so that delivery of gas from Dawn to Parkway is really the customer's obligation.  So that cost that might otherwise be incorporated within the distribution costs doesn't become a system cost, and presumably the distribution rate would be lower than they would otherwise be had those costs, the transportation costs to Parkway, be included in the rates.


MR. MORAN:  Right.  Mr. Rupert asked a question on day 1 of this proceeding.  Let me just read it to you.  It's from transcript volume 1 at page 67, where he asks the following:

"I want to just get straight at this early stage of this week that these generators that you have said will be coming off contracts over the next several years and into the market, do you foresee those will be generators that will want to operate with obligated supply?"


So my question to you, Mr. Wolnik, is:  As things stand at the moment, what customers -- which generators are not subject to the obligated supply as things stand at the moment?


MR. WOLNIK:  Well, I think the large generators that were dealt with in the NGEIR process, those that were greater than the 1.2 million 10 cubed m3 today, the others, the smaller ones below that, the T1 customers typically have an obligated requirement to deliver gas at the Parkway location.

MR. MORAN:  On the basis of what your current understanding is, generators who are less than that 1.2 million that you just described, would they be required to comply with the DCQ?


MR. WOLNIK:  That's my understanding.  That's one of the obligations in the tariff itself.


MR. MORAN:  All right.


So you have looked at Union's proposal for the -- for DCQ customers.  I wonder if you could just, in a nutshell, describe what problem that creates for DCQ generators.


MR. WOLNIK:  As Mr. Carey indicated, the future of sort of smaller generators are going to become more dispatchable.  With the obligated delivery at Parkway, they're going to require additional balancing services over time to manage that gas coming in at the east end of the system, and storage services are really the way to balance off that requirement.

There is two features to that -- there's probably three features.  There is the physical space itself that is required to store the gas from day to day; there is the injection requirements that occur that may be in excess of any consumption on any day; and, of course, the withdrawal capability, which would be the shortfall of the gas coming in relative to the consumption.


MR. MORAN:  All right.  Now, you have reviewed the principles that Union set out on page 9 in Exhibit A1, the ones that Union identified as its guiding principles.  Do you have any comment on those principles?


MR. WOLNIK:  Well, there is three principles that they have highlighted here.  One of them is:

"Cost-based storage is intended to reasonably meet a physical need at a customer's end use location."


Number 2:

"Cost-based storage is required to balance a customer's obligated supply or obligated DCQ with varying end use consumption."

Now, Union highlighted "seasonal" in brackets here.  We don't believe it is limited to seasonal.

Three, cost-based storage should not be linked to any specific customer supply plan and resulting requirement.  So those are the principles that Union has highlighted.

We're not sure that, we don't believe that their proposal that they brought out for more process-type customers really is fully consistent with these principles.

They seem to have blended another unwritten principle in here, that storage has to be limited with deliverability of 1.2 percent.

MR. MORAN:  Now, if you could turn up page 12 of Exhibit A1 of Union's evidence.

MR. WOLNIK:  Yes, I have it.

MR. MORAN:  On page 12 there is figure 2, which sets out an example of process-driven balancing.

MR. WOLNIK:  Yes.  That's correct.

MR. MORAN:  In the context of what Union has proposed and based on the diagram that you see here, how would you characterize Union's proposal?

MR. WOLNIK:  Well, Union has introduced their 10X DCQ methodology for process customers.  They have selected a customer here that may, in fact, this may be appropriate for this customer.  I'm not sure.  But it's a very level profile throughout the year.  There is relatively few days where there is no consumption but even on though days, the customer is going to deal with the obligated DCQ.



So it may be appropriate for this particular one, but we're not sure it is appropriate for generators.

MR. MORAN:  In terms of what's happened historically, how would you describe that?

MR. WOLNIK:  Sorry, could you just repeat that?

MR. MORAN:  In terms of how Union has approached the issue of the balancing requirements for customers historically, how would you describe their historical approach?

MR. WOLNIK:  Well, I think historically there has been broader flexibility in terms of the storage they provided to accommodate these types of loads, and my understanding is they're proposing to change that to this 10X DCQ methodology, that will limit access to the cost-based services and require customers to now purchase market-based services to handle differences to the cost -- any additional service in addition of the cost-based service they're proposing.


MR. MORAN:  All right.  Now, in the evidence that was filed by APPrO and in the examples that are set out in Exhibit HD4.2, when you look at those examples and compare them to the -- to figure 2 as shown on page 12 of Exhibit A1 of Union's evidence, are those four examples of generators consistent with the example that Union has produced on page 12 of its evidence?

MR. WOLNIK:  No.  We think the sort of examples that we provided are quite a bit different.  Union seems to have selected, potentially, an ideal candidate here to fit into their 10X DCQ methodology.

We don't think it's going to be appropriate for generators going forward.

MR. MORAN:  All right.  In a minute, Mr. Wolnik, I am going to ask you to take the Board through these examples.  But before I do that, Mr. Cary, looking at Union's reply evidence at Exhibit R1, page 11.

MR. CARY:  I have that.

MR. MORAN:  This is where Union has commented on the four examples that are described in Exhibit HD4.2.

You will see that in the second paragraph after the heading, "Analysis of examples provided by APPrO and IGUA", they comment as follows, on the APPrO example 1.

First of all, Mr. Wolnik can I confirm that example 1 on HD4.2 is the example 1 that Union is discussing here?

MR. WOLNIK:  Yes.

MR. MORAN:  All right.  Mr. Cary, Union has indicated that APPrO example 1 represents an extreme scenario where a customer operates at a load factor of 95 percent during the week, and a zero percent load factor on every weekend.

Union is not aware of any T1 customers who are running at a 95 percent load factor during the week and completely shut down on every weekend.

What's your view, given your expertise, with respect to whether this is an extreme scenario?


MR. CARY:  This is, I would describe it as a simplified scenario.

It is not -- I would not expect to find customers who follow exactly that 95 percent and zero on an every weekday, every weekend basis.

It is put forward as something that is broadly representative and which highlights the needs of a particular group of customers who will, typically, be operating at high load factors during the week and low load factors during the weekend, including, in many weekend days, zero load factor.

MR. MORAN:  All right.  Thank you. Mr. Wolnik, I wonder then if you could just walk the Board through example 1, and explain what the problem is.

MR. WOLNIK:  These examples come right out of the original evidence filed by APPrO.  What I have tried to depict here, to summarize, is really just kind of graphically the volumes that are in question here.

In the first part of the graph here, illustrate a situation where consumption is 100 units a day.  Under this situation, the DCQ would be 67 units a day.  That's shown in blue, in the blue bar.


Under Union's proposal, where the customer would be allocated ten times the DCQ, it would come with 1.2 percent deliverability.  So in this particular example, that would equate to eight units of deliverability which would provide the withdrawal capability.  So you can see that in addition to the DCQ of 67 and the 8, there is still a 25 unit per day shortfall in deliverability requirement when the customer is consuming at the full amount.

The right-hand side of this graph is intended to cover off the other side of the situation, where the consumption is at or near zero.

Again, the DCQ, the obligated DCQ coming in is 67 units a day and of course these 67 units of capacity coming in need to be managed.
Again, the mirror image of the withdrawal right is the injection right.  So they would have eight units a day of injection capability under Union's proposal.


So again you can see here that the eight units is a very small percentage of the DCQ that's obligated to arrive on those days.  So the shortfall in this case is 59 units of injection capability.

There was quite a significant difference between the generator's needs here to balance the obligated DCQ and its consumption requirements at the two ends of the scale here under this situation.

MR. MORAN:  Ms. Passmore, in her evidence, indicated that there was some additional flexibility being offered to customers at no additional cost.

My question to you is this –- and she said you didn't have to sign up for any additional market price services in order to have access to that additional flexibility.

So in the context of this example, if the generator hasn't signed up for additional market price services and wants to take advantage of this additional flexibility, will that additional flexibility solve the problem, the -- and help the generator deal with the shortfall?

MR. WOLNIK:  Well, a couple of points.  I guess that additional flexibility would be on the eight units.

So the current tariff restricts the use of that storage to use at the plant that the customer's location, end use location.  So what she is referring to is that these eight units now could be withdrawn or injected for gas unrelated to consumption on that day at the plant.  But if this customer didn't sign up for additional market-based supply, in this case, for instance, it wouldn't have access to the 25 units of withdrawal shortfall that exists.  Now if it signed up for the 25 units of withdrawal shortfall at market-based rates, then that is part of the contract.  That just is part of the units.

So there really is no incremental flexibility on those 25 units because if you signed up for it and paid for it, that's what you get.

MR. MORAN:  Turning now to example 2 in Exhibit HD4.2.

Mr. Wolnik, I would like to take you, first, to Union's reply evidence at Exhibit R1, page 11.

MR. WOLNIK:  Yes.

MR. MORAN:  Where Union, at the bottom of that page states that:
"APPrO's example 2 is closer to a typical T1 customer.  However, the customer in this example would be able to use existing services or the additional flexibility Union is proposing to meet all of its normal operational deliverability requirements without any shortfalls."


First of all, what's your understanding, with respect to the reference to existing services?  What does that mean?

MR. WOLNIK:  Well, I assume that means the additional -- or the current market-based services that Union offers at Dawn.


MR. MORAN:  So in the context of what Union has agreed is closer to a typical T1 process customer, in the absence of any additional services, market price services, the additional flexibility that Union says will assist the generator, will it actually help the generator to deal with the shortfall?


MR. WOLNIK:  Well, again, not unless it contracts for the additional market-based service.  You have to contract for it before you have access to it.


So the additional flexibility is only there if you contract for it.


MR. MORAN:  Turning now to example 3 in Exhibit HD4.2.  Mr. Carey, I am going to start with you.


In its reply evidence, starting on page 13 in Exhibit R1, Union addresses examples 3 and 4 together.  And if we look at example 3 and example 4, we're looking at existing NUG generators that become dispatchable, and we're looking at new co-generators opening in the 25 to 50 percent capacity factor.


I wonder if you could indicate to the Board the role of this kind of generator in the Ontario marketplace.


MR. CARY:  Yes.  Perhaps it would be useful to refer to the other information submitted as an exhibit here.


MR. MORAN:  That would be Exhibit HD4.3.


MR. CARY:  Yes.  This is a summary.  The first page is a summary of gas-fired generators as identified by the IESO on its website.  So it includes those that are registered in the IESO's wholesale market, indicating where they are, what type they are, the capacity, the output for 2006 and the capacity factor.


Most of the plants that are identified as NUG facilities here will be operating as self-scheduling facilities within the marketplace.


So they will be deciding entirely on their own how much they want to operate, and they will optimize their operations in relation to their contract price, not to the market price.


So you will see that those typically exhibit capacity factors of 76 percent, 58 percent, down to about 48 percent, but within that range, say, 50 percent to 75 percent.


There are a number of projects here that are not NUG facilities, the GTAA facility, the Brighton Beach - that's Brighton CGS - TA Sarnia, which is a CES project facility, and the Dow Chemical plant, that clearly operate with significantly smaller capacity factors than most of the NUGs.


Those facilities really demonstrate the type of capacity factor to be expected from a combined-cycle facility operating in response to market needs, as opposed to the NUG facilities.


At the bottom of the page there, I have identified the total of facilities less than 225 megawatts.  225 megawatts is an estimate of the facility size that corresponds to the 1.2 million m3 per day delivery limit on -- where the basis, the tariff basis, changes over and you get into the very large projects.


So the relevant projects for our present discussion are those less than 225 megawatts.


MR. RUPERT:  Mr. Carey, can I also ask you to further slice that down, on this page, between those who -- or maybe ask it this way:  Are all of those projects, assuming they were tomorrow put into the IESO markets, ones that would require obligated DCQ under Union's tariff?


MR. CARY:  If they are Union -- if they're Union service and if they're taking T1, then they would, it is my understanding, require --


MR. RUPERT:  Is it possible to quickly go through these just to highlight the ones that would be affected.  I would like to a sense of how much of this will actually be (a) in Union's territory, and (b) located such that it would have to have a DCQ.


MR. CARY:  I don't feel expert on that, so I would hesitate to do that.  I think that is -- is that something APPrO should take on?


MR. RUPERT:  Yes.  I would like to get a sense of -- we're not dealing here clearly with either 2,766 megawatts or 1,676.  I assume it is something less.  Just how big that is and how many plants you thought would be useful...


MR. MORAN:  As I understand it, you would like to know which ones of these plants are in the Union franchise area and, of those ones, which ones are less than 225 megawatts and therefore subject to the DCQ?


MR. RUPERT:  This is where my expertise falls way off the cliff, I appreciate.


I am assuming that a plant stuck way up in the northwest is lucky to be subject to a DCQ, obligated DCQ.  So when you put all of that together, what are we left with?


MR. MORAN:  I understand.  We can undertake to provide that.  I think we just want to make sure that we get it right before we provide you an answer.  The easiest thing would be to provide you with an undertaking.  We can do that.


MR. SCHUCH:  Mr. Chair, that would be undertaking HDU4.6.

UNDERTAKING NO. HDU4.6:  PROVIDE INFORMATION AS TO WHICH PLANTS ARE IN UNION FRANCHISE AREA; AND, OF THOSE, WHICH ONES ARE LESS THAN 225 MEGAWATTS AND SUBJECT TO DCQ.


MR. KAISER:  Thank you.


MR. MORAN:  Mr. Carey, is there anything else you wanted to comment on with respect to Exhibit HD4.3?


MR. CARY:  Well, I would just lead you through.  Page 2 is identifying from page 1 just the NUG facilities, and this extends the information somewhat to identify the gas supply term in relationship to each of these facilities and the PPA term dates.


Traditionally, when these projects were built and their operation to date has been based on long-term gas supply contracts and long-term -- and TransCanada firm transportation from Alberta.


As those long-term gas supply contracts come to their term, then they will effectively be forced into a situation where they have to become much more market-responsive as the gas price goes up.  They will cease to be eligible for the long-term gas contract pricing that was negotiated back in the early 1990s.


So that is likely to be a first trigger for a reduction in their operating capacity factor and forcing them into something that more resembles the fully dispatchable operation.


The second trigger date will be the end of the existing PPA term, and when that comes to an end, it is expected that they will be fully exposed to all of the market forces and they would be fully dispatchable.


To put that in context, the average capacity factor envisaged within the IPSP for the whole fleet of gas-fired plants is about 23 percent, which compares with the 53 percent, I think it is, the average of the existing NUG facilities in 2006.


The final page here is the summary of expected new facilities.  This is information gleaned from the IESO reports, as well as from the IPSP itself.


The bottom line indicates a total of 446 megawatts of capacity in units of under 225 megawatts.


I have arbitrarily assumed that within that 446 is half of the future combined heat and power-project procurement.  If you leave that out, it comes down, I think, to less than 200 megawatts of new gas-fired facility that would be under that 225 megawatt limit, and still large enough to be material.  So I have said 10 megawatts to 225 is the band that this is looking at.

This, again, is intended to help to put into context the size of the issue that we are dealing with.

That concludes my introduction-overview of that exhibit.

MR. MORAN:  Mr. Wolnik, Ms. Passmore, in her evidence, I think one of her comments with respect to examples 3 and 4 was that as capacity factors go down, storage service requirements become larger.  Do you take issue with that?

MR. WOLNIK:  No.  I think that's correct.

MR. MORAN:  Does that make it unreasonable?

MR. WOLNIK:  No.  No.  I think the generator is still trying to balance the -- to balance his consumption requirements with the obligated DCQ.

MR. CARY:  May I add to that?

Storage volume is one issue.  Deliverability is another issue.

MR. WOLNIK:  Yes.

MR. CARY:  And certainly the dispatchability of plants in the market imposes a high requirement on the deliverability, directly in order to meet the combination of the DCQ and the dispatchable requirements within the market.

MR. MORAN:  Now, Mr. Wolnik, I would like you to turn to page 13 of Exhibit R1 and to comment on what Union has set out with respect to APPrO's examples 3 and 4.

If you look at what they have said, Union says:
"The generators and APPrO's example 3 and 4 would need deliverability rates between 10 percent and 20 percent in order not to have a deliverability shortfall.  Union does not have the physical capacity to give all of its T1 customers 10 percent deliverability rates."


Now, is APPrO proposing that every T1 customer should get 10 percent deliverability?

MR. WOLNIK:  No.  What we're really suggesting is that those generators that require that should have the services necessary to meet those requirements.  So it is not intended for all T1 customers.  I think that is consistent with the Board's original direction to come up with one or more methodologies to handle this situation.  So it appears they have come up with one for process customers, but have not addressed some of the other customers' needs.

MR. MORAN:  Union goes on to say:
"APPrO's examples are premised on every generator having the right to inject all of its obligated DCQ into storage at cost-based rates on days when they are not generating."


What's your comment with respect to that statement?

MR. WOLNIK:  Well, that is not our proposal.  I think what we have tried to do is really come up with a variety of options that are available.  We tried to take into account some Union's limitations.

We recognize Union has injection short -- or its storage begins to get full in the fall of the year and particularly in October and November.

That time of year becomes challenging for Union to accept additional through-put.  So we have tried to accommodate the restrictions we are aware of and come up with alternatives that reflect those restrictions.  In fact, I think even in Union's own proposal, what they have indicated is, if you sign up for market-based rates, they're prepared to give you that flexibility other than at those critical times of the year.  So our proposal is quite similar to theirs.  I think the difference should be it be as market-based rates or cost-based rates.

MR. MORAN:  All right.  At the bottom of page 13 there is a comment by Union with respect to an IGUA example where Union states it is incorrect.

Has Union taken issue with any of the four examples that APPrO has put forward in terms of calculation?

MR. WOLNIK:  Not that I'm aware of.

MR. MORAN:  All right.  Now that you have reviewed the four examples of generators, I wonder if you could turn to the last page in Exhibit HD4.2, and take the Board through APPrO's proposal.

MR. WOLNIK:  So in summary here, the objective was really for Union to come up with a range of cost-based storage space to meet generators' reasonable requirements.  That flexibility may depend on the type of generator, the end use application, whether it is a non-co-gen, a peaking unit.  So that flexibility should reflect the end user's -- the generator's requirements.

The amount of cost-based fee, the amount of cost-based injection and withdrawal services is to be based on a CD minus a DCQ calculation in order to manage the shortfall of peak day over every day requirements.

MR. MORAN:  In the context of demonstrating how that works, I wonder if you could discuss one of the examples and show how CD minus DCQ meets the need.

MR. WOLNIK:  Sure.  Let's go to example number 3 perhaps.  In the consumption, which would be the CD in this case, would be 100 units.  In this case, the DCQ is 50 units.  So the difference between those to would be 100 minus 50 or 50.  We're suggesting 50 units be the deliverability capability here of the storage.

Again, in this case, the allocated amount of deliverability offered in the Union proposal was only six units, so quite a substantial difference with that requirement.

In this example, there is a mirror image between the injection and the withdrawal requirements.  On the injection side, that requirement is driven more by the obligated DCQ than the consumption, because it is bringing those 50 units in each day, and if it is on a weekend it is not generating, it has to do something with those units.  So the shortfall in this case would be 44 plus the 6 is the 50.

Back on the last page, C, space and deliverability relationship, may need to be higher than 1.2 percent to provide for efficient use of space.

Nothing magical about the 1.2 percent.  The system is generally been designed historically to manage seasonal load.  So it is not a surprise that when Union looks at its capabilities, it looks to that 1.2 percent because that is the way the system was designed in the past.  In fact we know that Union has, is expanding its system right now to offer some 400 additional million cubic feet a day of additional flexibility.

In addition the 1.2 percent, I think Mr. Quigley mentioned the other day that that was a design condition, that that was -- if all of the storage happens to be at 20 percent inventory level, that was the deliverability that could be provided at that point in time.

I think Mr. MacEacheron mentioned generators will often keep half the -- half their storage full.  So in fact if that is correct, if it maintains kind of a 50 percent inventory level to be able to manage either a shutdown situation or a situation where it needs to take gas out, in fact, there is a lot more deliverability there just by virtue of the fact there is more gas in the pool, the pressure is higher, and it can in fact deliver more.

So there may be, depending upon the end use generator situation, a better combination of space and deliverability than suggested by the 1.2 percent here.

D, the injection rights based on CD minus DCQ may not be sufficient to manage the obligated DCQ when the plant is shut down.

That would be a case that is illustrated by example number 1.  If we just turn to that, you can see that the injection requirements in this case are 59 units, so a shortfall of injection requirements in example number 1 is 59 units whereas the CD minus DCQ here is only 33 units.

So we're not suggesting, in this case, that the injection requirements be the full amount.  There is probably better ways of -- and a better balanced way of managing that shortfall.

What we're suggesting here is, number 1, that perhaps between Union and the customer, they may, at the onset of the T1 contract, in fact, agree to some other arrangements, whatever those may be.  In fact, if they come to some agreement, then that may in fact, solve the problem.

If that doesn't happen, though, then the options that the customers are looking for are either, one, pre-authorized injection rights.  Other than the months in October and November when we recognize that a storage is near full and probably can't handle that, unless Union authorizes it.

And I might just expand on that a little bit.  I think there was a comment in the Union evidence, there was a concern that in fact what we were suggesting, that that be -- the payment for that be commodity fees only.  And that there was no recognition of the space.  Well, in fact the customer is contracting for space.  And it is the space that it's already contracted for that we're proposing that it be put into.

The comment on our evidence was that we weren't, we didn't think it was appropriate to pay higher than the commodity fees or a penalty amount or unauthorized overrun amount to reflect those injection rights because the injection is required, again, because of the obligated DCQ.

If, in fact, space is full, then perhaps Union's point is correct.  If it still wanted to inject its full -- storage space allocation was full, then they're probably right.  There probably needs to be a space overrun charge.  But that wasn't the basis of our proposal.  It was assuming that there were still physical space there to recognize that.


The second point, in the event that the other option, other than preauthorized injection rights, would be the right to reduce the obligated DCQ on those days that the customer wasn't going to use its gas.


Again, we're trying to come up with a balanced approach, recognizing that the system, because of the obligated DCQ, does depend on those molecules coming in at Parkway.  We tried to come up with a balanced approach here that reflected that situation.


In Union's proposal, they suggested the customer still has to bring it in, and it could withdraw gas from storage to the extent that it was in there, and it had the -- it had already contracted for the additional withdrawal rights, and then it could sell the gas at Dawn.


Well, the customer doesn't need the gas.  It's not generating, let's say, on those weekends in the wintertime, and we think it is inappropriate to require the customer to still bring it in on those days.


One example that probably best illustrates that:  If the customer, let's say, is in and around Oakville or Parkway or Milton, you know, it's not consuming any gas.  It's not having the requirement on the Dawn-Trafalgar system to deliver on those days at that location, yet it is still required to bring the gas in.  So there is an example where there is a -- it's not consuming on the system, doesn't have a requirement, so shouldn't be obligated to bring the gas in.


Now, what we're suggesting, if in fact the system still needs the gas, that Union purchase the gas from the customer on those days.  It is probably a relatively few days of the year that that happens, because it's going to be on a peak day.  And, again, if the customer's at or near Parkway, it's not going to have a drain on the system, so it should be able to just release that obligation.


We do recognize if it is further upstream, perhaps in Windsor, Sarnia, London, that there may be a partial drain on the system, Union can still buy those molecules at that location at the index price, and that will solve the problem from a physical system perspective.


We recognize that it's buying gas that it may not require.  Union typically has a fairly flexible supply portfolio.  It always buys some interruptible gas each year, and it could easily displace that either in the current year or in the subsequent year in order to make up the volumetric difference of buying these molecules.


So we think this was a fairly balanced approach in, one, coming up with a solution that met the reasonable needs of the generators, but, at the same time, recognize the constraints on the Union system.


MR. MORAN:  Thank you, Mr. Wolnik.  The last area, then, is for you, Mr. Carey.


Union Gas in its evidence has indicated that it's prepared to evolve or consider providing access to alternative storage services for generators based on a formal request by a customer.


I wonder if you could comment on how that -- how well that might work for generators in the context of Ontario's RFP process.


MR. CARY:  Yes, I will try.


When the OPA identifies a need to procure supply, it typically goes through its process of request for qualifications and request for proposals, at the end of which it expects to receive firm and binding bids from a number of proponents.


It then goes through the evaluation process and selects one or more projects as the best bid.


It is only after a project is selected that it is close to being able to make firm commitments to Union, or to anybody else, for particular services.


A generator -- and say there is, you know, five or six generators submitting proposals in 2008 for the peaker project that is envisaged.  All of those five or six generators will need to understand in principle and understand the basic cost structure of the services that they are going to need.


So either it is clear at the time of proposal and there is a clear statement that Union will make these services accessible, or it puts those proponents in a very difficult position when it comes to submitting the bid.  They don't have sufficient certainty on the basis that sometime in the future they will be able to approach Union with a firm request to resolve the issue.


So that is the problem with the way it is expressed there.  People need certainty, at least of the principle, to know that they will be able to access services in a particular way.


MR. MORAN:  Thank you.  Mr. Chair, those are all of the questions I have in direct.


MR. KAISER:  Thank you.  Mr. Thompson.


MR. THOMPSON:  No, thank you.


MR. KAISER:  Mr. Ryder, anything?


MR. RYDER:  No, thanks.


MR. KAISER:  Ms. Wong.

Cross-examination by Ms. Wong:


MS. WONG:  You may have to give those turkeys, Mr. Rupert.  I don't think I have that much.


MR. RUPERT:  They're coming from the presiding member.


[Laughter]


MS. WONG:  Just sort of a general overview.  Mr. Wolnik, could you explain to us how the APPrO evidence was put together?  Were you the primary person who wrote it?


MR. WOLNIK:  I certainly probably had the pen, but certainly got input from the members.


MS. WONG:  And in getting that input, did you seek input from some the NUG members?


MR. WOLNIK:  Yes.


MS. WONG:  But neither one of you actually work for NUG; is that right?  You're both consultants?


MR. WOLNIK:  That's correct.  We have been retained by APPrO.


MS. WONG:  Thank you.


MR. CARY:  I would qualify that.  I have separate consulting relationships with NUGs, but the services and this discussion here is based on my engagement by APPrO.


MS. WONG:  Thank you.  Mr. Wolnik, you explained that you didn't think the additional flexibility would apply unless parties took on additional market-based services?


MR. WOLNIK:  No, I don't think that is exactly what I said.


I think for the base 1.2 percent deliverability --


MS. WONG:  Yes.


MR. WOLNIK:  -- we recognize that is an incremental improvement to the service itself.


MS. WONG:  You recognize that there would be additional flexibility around the base 1.2, as well?


MR. WOLNIK:  Yes, absolutely.  But then I think the impression in the Union evidence is that there is yet incremental flexibility there.  And the way I understand the evidence, it only comes if you, in fact, contract for that service.  So if you contract for it, you can get it.


So I don't understand Union saying there is incremental service for what you just contracted for.


MS. WONG:  I think that might be part of the miscommunication, because I do understand that there is incremental flexibility without taking market-based service.  That was Ms. Passmore's evidence.


MR. WOLNIK:  That's not the way I read the evidence.


MS. WONG:  My understanding, sir, is that if -- that whatever amount of deliverability a customer takes, be it at 1.2 percent or whatever percentage, for that amount of deliverability, there would be additional flexibility with respect to that deliverability.


MR. WOLNIK:  Perhaps we can talk about this in the context of maybe example 1.


MS. WONG:  Well, perhaps we can talk about it in the context of what I'm -- yes.  Well, 1 may not be the best one.


MR. WOLNIK:  I just want to illustrate -- I just want to make sure we're talking apples and apples here.


MS. WONG:  All right.  Let's look at -- you're looking at your example 1?


MR. WOLNIK:  Correct.  So in case CD minus a DCQ would be 33 units.


MS. WONG:  Yes.


MR. WOLNIK:  So under Union's proposal, if the generator would get eight units of 1.2 percent deliverability, it would then contract for an additional 25 units of market-based deliverability --


MS. WONG:  That's not the additional flexibility proposal.  So let me take you to the Union reply evidence.


Can you turn up the Union reply evidence?


MR. WOLNIK:  I have it.


MR. MORAN:  Ms. Wong, I'm just wondering if the witness could finish explaining, because I don't think the witness was suggesting what Ms. Wong thinks he was suggesting.


MS. WONG:  Sorry, go ahead.


MR. WOLNIK:  My understanding of the additional flexibility Union is offering is it can take its market-based deliverability and use it at a location other than its plant.


MS. WONG:  All right.


MR. WOLNIK:  But it still has to contract for it.


MS. WONG:  That's not the proposal, sir.  That's what I'm saying to you.


MR. WOLNIK:  Well, I have read the evidence a number of times, and that's the way I read it.


MS. WONG:  Can you go to page 2 of the Union reply evidence?


Two maybe is just setting the background.  So let's go to 3 where the evidence starts talking about the flexibility proposal.

I am looking at the first full paragraph:
"The current framework of the cost-based T1 service provides services to the customer meter locations for consumption at their plants."


That's the current service.
"The proposed flexibility gives T1 and T3 customers access to their firm storage parameters."

There is nothing there about whether or not it is market-based.

Ms. Passmore's evidence is that it will be also for the cost-based services.

MR. WOLNIK:  I recognize that.

MS. WONG:  "Through nominated injections and
withdrawals at Dawn in a manner similar to unbundled and ex-franchise storage customers."


We will skip down about the customer seeking this flexibility.
"The intent of Union's proposal is to remove the requirement that a customer seek an authorization notice to bring in incremental supply or withdraw gas from storage to markets at Dawn using any excess firm contracted deliverability not required on that day to meet the customer's consumption requirements at its plant."


And then if you look at the illustrations, let's work through illustration 2.

This example shows a customer using excess unused contracted firm deliverability to withdraw gas at Dawn and sell it into the market during the months of January and February when spot prices are traditionally high compared to other months of the year.  The withdrawal activity would require no prior authorization from Union.

Then going over to the actual example, she gives the example or the evidence gives the example of combined cost, market priced injection withdrawal of 300.  So that includes --

MR. WOLNIK:  What example are you on?

MS. WONG:  I'm on the top of page 6.

MR. WOLNIK:  Okay.

MS. WONG:  So the combined cost and market-priced deliverability is 300.

MR. WOLNIK:  What portion is cost-based and what portion is market-based, in this example?

MS. WONG:  I don't think this specifies, but that 300 is a mixture of both.

MR. WOLNIK:  I think that's perhaps where your confusion is coming from.  This assumes that the customer contracts for additional market-based services.  And you get the flexibility.  If you contract for it, then you can get to use it other ways.  I'm not disputing that.

MS. WONG:  I think this example works equally if that 300 was all cost-based, is what I'm saying to you.  That was Ms. Passmore's evidence.  I'm not going to give her evidence, it's on the record.  I didn't want to leave you with the impression, okay.

MR. WOLNIK:  I'm not disputing, I'm sorry for interrupting.  Go ahead.

MS. WONG:  This example works equally if that 300 was all cost-based.

MR. WOLNIK:  I'm not disputing the fact that the cost-based -- there is additional flexibility with cost-based component of the service, and I do agree that that is incrementally better than the service that exists, existed before.

MS. WONG:  Okay.  Well, then, I think we are on the same page at that point.

MR. WOLNIK:  Okay.

MS. WONG:  Going to Exhibit D4.3, Mr. Cary.

MR. CARY:  Yes.

MS. WONG:  APPrO --

MR. CARY:  Which page are you on?

MS. WONG:  I'm on the very first page.

MR. CARY:  Okay.

MS. WONG:  APPrO has already given us an undertaking to advise which of these customers would be T1 customers.

I was about to say something, but it occurs to me this may be confidential, Mr. Chair, because I am about to identify some T1 customers.  So perhaps we can -- I'm
not -- I am hesitant to go forward because not everyone in the room has signed the confidentiality undertaking.

Let me see if I could do it more generically, but it does raise the issue of what we're going to do with the APPrO undertaking when it comes in.


MR. CARY:  I can clarify.  The undertaking, as I understood it, was based on looking at, differentiating the Union from Enbridge customers and differentiating, according to location, as to whether we would expect people to be on a T1 basis or on some other basis.


APPrO does not have and would not really be in a position to specify individual customers or what their contract arrangements.

MS. WONG:  Fair enough.  I understand.  Let me see if I can come at this in a more general way without getting into no that issue.

My understanding, sir, is the average capacity factor on the far right of the page is the current average capacity factor.

MR. CARY:  This is 2006 data.  Yes.

MS. WONG:  Thank you.

I think you indicated that Brighton Beach, which is right on CGS, is currently not operating in a dispatchable mode but is one of these customers you expect that will, as a NUG that will go off and become more dispatchable?

MR. CARY:  No.  Brighton Beach is indicated as a CES contract type and therefore fully dispatchable in the market.

MS. WONG:  All right.  Towards the end of your evidence, you had indicated that customers or parties who are planning to participate in the RFP process would need to be able to make firm commitments.

Are you aware of anybody actually trying to meet with Union to seek approval for intra-day balancing services of the type you were talking about?

MR. CARY:  No.  Sorry.  I must have misspoken.

What I was trying to say is that at the time that proponents submit their proposals to the OPA, they need to have a clear understanding of the services that will be available to them on the basis of principles and the -- how they will go about and to have sufficient information to cost-out those services, that people will not be in a position to make formal approaches to seek firm commitments back from Union until they have been selected through the OPA selection process.

And that is what makes it difficult, given the OPA's procurement process, to cope with the suggestion that people should approach Union on a formal basis to seek this, because that is something that naturally only takes place after they have a contract, which is too late.

MS. WONG:  What I'm asking is, are you aware of anybody who is interested in participating in the RFP process who has gone to Union on an informal basis, and asked about the availability of these services?

MR. CARY:  No.  But I wouldn't expect to be.  Simply from the point of view that, you know, in my generator consulting services, I can only really work for one proponent in any process and I would not expect anybody else to divulge that type of information to me.

MS. WONG:  Are you aware that Ms. Passmore, in her examination earlier this week, indicated that Union has, in fact, met with customers ahead of time to see if they can make those kinds of arrangements?

MR. CARY:  I was not aware of that, no.

MS. WONG:  Now, turning to the APPrO proposal.  I take it, Mr. Wolnik, that you would be the person I would speak to about this.

The last page of Exhibit 4.2, I just want to make sure I understand what the proposal is, sir.

MR. WOLNIK:  Okay.

MS. WONG:  For (a), Union to provide a range of cost-based storage space to meet its reasonable requirements.

MR. WOLNIK:  Hmm-hmm.

MS. WONG:  What does APPrO say should happen to the grandfathered customers, should they stay grandfathered?

MR. MORAN:  Mr. Chair, I think that was the position that APPrO took when this issue first came up in this proceeding.

MR. KAISER:  All right.  Thank you.

MS. WONG:  So APPrO's position is the grandfathered should stay grandfathered.

Is it your position that going forward storage space for each new customer should be negotiated?

MR. WOLNIK:  I think Union needs to sit down with each generator and work with them to understand their needs and meet those needs in a reasonable way, recognizing the provisions in the tariff, yes.

MS. WONG:  So you're saying, then, that Union would be required to meet with each generator and take into account the individual unique circumstances of every generator in order to come up with a space allocation?

MR. WOLNIK:  There may be groupings that could occur.  But there may be a variety of groups.  I probably couldn't think of them all right now, but I think there could be groupings.  There probably won't be a lot, based on Mr. Cary's list so I would not think it would be onerous to sit down with each one.


MS. WONG:  Have you given any thought to what the basis for -- or the guidelines for these kinds of negotiations would be?  How would you go about setting the space --


MR. WOLNIK:  I think some it is in the evidence here.  I think we talked about the deliverability issues.


MS. WONG:  I'm talking about space now.


MR. WOLNIK:  I understand that.  I was going to get to that.


I think we need to start with the deliverability issues that deals with injection withdrawal rights, and then based on the customer's requirements, the expected mode of operation, that will help to dictate the amount of space that is required.


MS. WONG:  I'm still not understanding.  When you say "mode of operation", can you give me a concrete example?


MR. WOLNIK:  If it is a relatively high load factor co-gen, then perhaps less space is required.  If it is a lower load factor, maybe a bit more space is required.


It depends on the size.  It will depend on the uniqueness of the operation, and probably other factors.  I don't think I could -- it's a pretty hypothetical question.  I don't think I could sort of define all of the different factors that might go into that decision.


MS. WONG:  You're suggesting in paragraph (b) that the amount of cost-based injection-withdrawal should be based on CD minus DCQ?


MR. WOLNIK:  Correct.


MS. WONG:  Now, is this proposal for all of the T1 customers or just the generator customers?


MR. WOLNIK:  We're only here representing generators.


MS. WONG:  And you would agree with me that that would throw off a different aggregate number in gJs for every customer, for every generator customer?


MR. WOLNIK:  When you say gJs, you're referring to volumetric space or deliverability?


MS. WONG:  No.  I'm talking about deliverability at this point.


MR. WOLNIK:  Well, each customer will have a different series of numbers most likely, so, yes, it will.


MS. WONG:  And the space number will be different for every one of these customers?


MR. WOLNIK:  Could, yes.


MS. WONG:  I think we can see from your examples that depending upon the individual customer parameters, the percentage of deliverability - I am now switching from volumetric to percentage - the percentage of deliverability could range from 10 to 20 or 30 or 40 percent, depending on the load factor of the particular generator?


MR. WOLNIK:  They will be different, yes, I agree with that.


MS. WONG:  Would you agree that many of them could be in excess of 20 percent?


MR. WOLNIK:  They could.


MR. CARY:  I would suggest that that is unlikely, in fact.  If you look at the cycling nature of these things, I think that generators would typically need five days of storage.


MS. WONG:  I'm talking about deliverability, though.


MR. CARY:  But if deliverability is higher than 20 percent of storage, then it means the storage is less than five times the daily deliverability.


MS. WONG:  Okay.  Are you suggesting, though, that that 20 percent deliverability would be expected?


MR. CARY:  I was responding to your comment about excess of 20.  I would not want to -- I was simply saying that you are quoting numbers that are too high and it would not be appropriate to start getting too specific about things there.  I think excess of 20 is way too high.


MS. WONG:  I understand that, sir, but with respect to the number of 20 percent, would that be a reasonable amount to expect in certain circumstances for generators?


MR. CARY:  I think that will depend on circumstances.  I don't want to specify reasonable.


MS. WONG:  Would you agree with me that in your example 4 on HD4.2, that that example would throw off a deliverability percentage of 20 percent, assuming the customer receives a space allocation of 10X DCQ?


MR. WOLNIK:  I would have to do the math.


MS. WONG:  Would you do the math?


MR. WOLNIK:  Can you give me your numbers again?


MS. WONG:  Okay.  Your example 4 indicates a DCQ of 33 percent -- or 33 units, sorry.


MR. WOLNIK:  Right.


MS. WONG:  So that 10X DCQ is 330?


MR. WOLNIK:  Yes.


MS. WONG:  And the deliverability requirement in your example is 67 units?


MR. WOLNIK:  Right.


MS. WONG:  What's the percentage of 67 of 330?


MR. WOLNIK:  You got me there.  I don't have my calculator handy, but it is -- I mean, I think that is, again, hypothetical.  You are assuming that the space should be based on 10X DCQ.


We're not necessarily agreeing with that.


MS. WONG:  I understand that.  I'm just trying to get a sense of what it is out of this example.


MR. WOLNIK:  Whatever the math works out to.  It is 67 over 330 in that example, but we don't necessarily agree with that example, though.


MR. MORAN:  I have a calculator here that says it is 19 percent.


MS. WONG:  My calculator says it is 20 percent, but let's just say it is in that range, 19 or 20 percent.


So just moving on to your -- Mr. Wolnik, moving on to D, I just wanted to speak with you briefly about bullet point (ii):

"The right to reduce obligated DCQ on such days unless Union requires the gas at the point of delivery, in which case Union would purchase the gas at the daily index."


Are you aware, sir that Union will authorize the suspensions of DCQ on every day except when the system requires the gas?


MR. WOLNIK:  We understand that Union requires the obligation, and there's been talk about unreasonably not withholding that.  And I think there is a lot of overlap between these provisions.


So we're saying the right to reduce the obligation would probably be very similar, yes, but we would like this to be a customer choice, though.  So it is either (i) or (ii).


MS. WONG:  Well, (ii) is a customer choice today, so long as there is the ability of the system to handle the suspension.


MR. WOLNIK:  Right.


MS. WONG:  That's the evidence.


MR. WOLNIK:  Yes.


MS. WONG:  That is already in place.


MR. WOLNIK:  Perhaps where we differ is:  What happens when the system can't handle a suspension?


MS. WONG:  Well, there is an obligated DCQ for that --


MR. WOLNIK:  That's right.


MS. WONG:  The system needs the supply.


MR. WOLNIK:  Absolutely.  What we're saying, the system requires it, so it is a system benefit that's being provided by the customer here.  The customer is not consuming gas on that day.  So should the -- is it fair to require the customer to continue to deliver on those days that he's not consuming?  What we're suggesting is that's providing a system benefit, so the system should pay for that, not the customer.


Moreover, as I mentioned, in the event that that customer is, let's say, in the area of Oakville or Milton, very close to Parkway, Union could, in fact, not suspend delivery on those peak days, but, in fact, sell that as a peaking service and still force the customer to continue to deliver under those situations.  That, we believe, is not reasonable.


Under that arrangement, Union could not authorize the suspension, but go out and sell peaking service.


MS. WONG:  Those are all of my questions, sir.


MR. KAISER:  Thank you.  Ms. Campbell, anything?


MS. CAMPBELL:  No, thank you.

Questions from the Board:


MR. RUPERT:  Just a couple of questions.


Mr. Cary, going back to your comments about the RFP process and the clear understanding needed.  Whether one likes the answer or not, isn't Union's position clear right now that if one of your clients or one of your members wants to go into an RFP process, it is, say, 10X DCQ, 1.2 percent, the rest to be purchased at market?


That may not be a palatable answer, but is there any lack of clarity about it?


MR. CARY:  Oh, there is no lack of clarity.  I think the principle that we were talking about here was the access to Michigan-based storage and Michigan-based services, where Union has talked about formal requests to access these services.


Yes, there is a Union proposal on the table around the allocation, which, if it is blessed, then will become part of its tariff and people will live with it.


MR. RUPERT:  I'm thinking about all of the other expensive and complicated things that go into a generating facility and what -- what degree of certainty, assurance, understanding of cost a bidder will have when they're submitting their bid.


I would not believe that every other aspect of the generating facility in its arrangements is locked down.  Probably none is locked down at the point of a proposal to the OPA.


So I am just wondering, how is the uncertainty surrounding storage and costing markedly different from the uncertainty about the cost of the gas contract or the cost of generating equipment if you find you win an RFP?

I'm just trying -- I hear this all the time with gas storage being this major problem, and I am just trying to understand how big it is in relation to all of the other uncertainties that go into deciding how much to bid in an RFP process.

MR. CARY:  I think what the Board is probably faced with is the decision, is it appropriate to leave that risk with suppliers or proponents in the RFP process so that it is costed in that way, or is it better to resolve that issue in advance so, at least that element of risk does not add to consumers' ultimate costs.

MR. RUPERT:  Fair enough, but I'm thinking of a wind turbine.  If we move it away from gas for a second, just so I'm clear.  As I understand it, someone wins a contract to build a wind farm and commits to a price, they don't get to tell steel suppliers that that is the price they've got and steel has to stay where it was three months ago.

I am just wondering, is the storage issue that you have any different than that, which is, is this question of how much you're going to have to pay for a service, and the uncertainty one gets into when you are going through a process not sure whether you are actually committed to the project, or not.  How different is the storage issue from any other input to a generating facility?  I always hear it is different but I am not sure I understand the nature of the difference.

MR. CARY:  I think, unfortunately we don't have the option of regulated prices on wind turbines and things. Here there is a regulatory regime which can provide a degree of certainty which is not available to those other things.

So I agree entirely that -- well, some bidders going into these projects may well have secured options or firm supply offers on equipment.  I think that is getting less and less common in the market now, because I think you know some people did that first few times around.  But people are exposed on construction costs.  That is a very significant risk of those projects.

The question is, how, you know, just because people are exposed on one risk, does that mean they should be exposed on others as well?

MR. RUPERT:  I understand that.  Question on space.  Maybe this is you Mr. Wolnik, I'm not sure.  10X DCQ, I think I heard you earlier say you didn't necessarily agree with that and I was just trying to understand that.  Leaving aside the deliverability now, just 10X DCQ and why that wouldn't -- why that wouldn't be suitable for the kinds of generators you're talking about, I will call it ten days' worth of gas.

MR. WOLNIK:  It may.  For some generators that may work just fine.  I'm not suggesting it won't.  But there maybe some other generators that require more space.  Maybe it is 15 maybe it is 20 days.  I mean not substantially more.  I just wouldn't want to presuppose at this point all of the different configurations of generation that may be out there and precisely what their needs are.

MR. CARY:  And I think, if you consider a generator with a low capacity factor, that DCQ will be low relative to their maximum daily demand and it may be more appropriate, they may need to define something more, in terms of their daily contract, the maximum daily contract demand rather than the average.  So that is an example of someone who might not find the DCQ method appropriate.

MR. RUPERT:  On the deliverability side, your proposal is CD minus DCQ?

MR. WOLNIK:  Correct.

MR. RUPERT:  Just so I am clear, if I can use your example, number 1.

Let's say I assume that the CD is also equal to 100.  So in your first half of your picture, that is a day in which you are actually running max, okay.

MR. WOLNIK:  Right.

MR. RUPERT:  Under your proposal, the deliverability would be 33?

MR. WOLNIK:  Correct.  That's right.

MR. RUPERT:  Now, I just want to clarify.  In the case where you are not running, then that would clearly not deal with your injection issue that day.

MR. WOLNIK:  Well, yes.  But we tried to come up with some ways of managing that.  We didn't want to say it's got to be the bigger of the two.  We thought that was not a balanced approach.  What we said is take the CD minus DCQ.  Now, to the extent that doesn't handle the injection shortfall, deal with that in another way.  That's either pre-authorized overrun, so that if the customer wants that, let Union give it the right to inject into storage any way for the commodity fees, subject to the limitation that we set on October and November.

Or in the alternative, reduce the obligated DCQ by that amount at Parkway, and then we also suggested, recognizing the system constraints, if Union really needs it on those peak days then Union would have the option of buying it.  If it didn't want it then we would request that that amount would be suspended from the obligated DCQ.  So we try to come up with a balance.

MR. RUPERT:  That's what I wanted to ask because it struck me think this may not be the way you expressed it.  But that in effect, except for maybe those periods when there are system problems, the months you identified, your proposal is tantamount to saying I want injection and withdrawal rights equal to CD at cost-based rates.

You styled it differently.  You described it differently.  But in effect that is what you're after, isn't it?

MR. WOLNIK:  Not exactly.  I think there may be situations where it is a little bit different.  But it could be.  I'm not saying it isn't under some circumstances.  Example number 1 is a good illustration of that, where the injection rights would be a lot higher if we used that methodology.  We have tried to limit that to come up with other ways, other more co-effective ways for both parties to deal with that.

In example number 2 -- let's take a look at that.  This is the example where there was about 80 percent load factor.  In that case, the shortfall in both withdrawal and injection is ten units.  So in that case they are the same.  So you're right; in that case, we would be looking for 20 units of deliverability, and that would balance off on both sides.

MR. RUPERT:  Okay.  I think I get it.  The last question, I don't want to hold this up but I did want to ask, Mr. Cary.  You mentioned in the very beginning and your charts also indicate Lennox is not part of your inventory of plants or your comments.

I don't know the gas supply arrangements there but I suppose if ever there was a low capacity factor plant in this province, it is Lennox, and it manages to operate, so I am -- it is where it is down there in Kingston.

So I wanted to ask you, just so I understand, how Lennox can operate at a very low capacity factors, some days running a lot, many days it is not running at all.  When it runs, I assume, if multiple units are running it burns a lot of gas.  How it manages to operate in this world where these other smaller players you're describing are going to have problems.

MR. CARY:  I am not privy to Lennox's particular gas supply arrangements.  But Lennox is a dual-fuel facility which in fact is why it didn't pop out of the IESO's listing of gas facilities.

So Lennox has the flexibility to switch to its oil fuel, if its gas supply is not available on any given day.

That is a massive difference in dependence on the gas system and reliance on the gas system that others have.



MR. RUPERT:  Are you assuming that, or do you know that that is the reason why their gas supply arrangements can work for them?  Or is that just a possible reason?

MR. CARY:  I am not -- it is a fact that is independent, and I have made the linkage between the two.

MR. RUPERT:  Okay.  Thanks.  Those are my questions.

MR. KAISER:  Any re-examination, Mr. Moran?

MR. MORAN:  Just two follow-up questions.

MR. KAISER:  Okay.
Re-examination by Mr. Moran:


MR. MORAN:  Just following up on the Lennox question, Mr. Cary.


How does Lennox compare to all of the other facilities that are operating in the market?  Is that a facility that OPG wants to continue to run?


MR. CARY:  It is a facility that OPG has suggested closing down, and the IESO has entered into a reliability must run contract in order to support it to its continued operation.  It would otherwise be uneconomic.  The IPSP, in fact, envisages that the OPA would enter into a follow-on equivalent contract.

MR. MORAN:  Thank you.  Mr. Wolnik, just one brief question for you.  On page 3 of Exhibit R1.  This is a follow-up to a line of questioning by Ms. Wong.  I wonder if you could just indicate what the footnote on that page says.

MR. WOLNIK:  "Union's proposal is that additional
flexibility will only be offered if high deliverability above 1.2 percent is sold to market prices."


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

MR. KAISER:  Thank you, Mr. Moran.  Thank you, gentlemen.  We'll take the break and come back and hear from Mr. Ryder's client.

--- Recess taken at 3:20 p.m.

--- Upon resuming at 3:40 p.m.


Procedural matters:


MR. KAISER:  Please be seated.  You had one undertaking, Mr. Moran, you wanted to address now?


MR. MORAN:  Yes, Mr. Chair.  On the break we were able to come up with a list of the ones that -- a list of the plants that we would expect or that APPrO would expect would be subject to a DCQ obligation.


Mr. Wolnik can identify those on the exhibit itself.


MR. KAISER:  Okay.


MR. WOLNIK:  I think the undertaking was to...


The undertaking was to look at the plants within Union area that would likely have an obligated DCQ, and in Exhibit HD4.3, I would identify -- this is on the first page of that exhibit.  I would identify three that we believe would be in that category:  Dow Chemical, it's a 100 megawatt plant; the TA Windsor is a 78 megawatt facility; and west Windsor is a 128 megawatt plant.  So we believe those are the three that probably fit into that category.


If you now turn to the last page of that exhibit.  The ones on this page that we believe fall into that category would be Great Northern Tri-Gen, which is the first one on that list, would be 12 megawatts.  Countryside London is also 12.

 Further down the page, East Windsor Co-gen, an 84 megawatt unit.  Then under the planned category, the CHP2, we believe a portion of that will likely be in Union's franchise area, some undetermined portion.  That would also be subject to an obligated delivery.


MR. KAISER:  Thank you.


MR. MORAN:  With respect to Lennox, would that -- is that a plant that would be obligated?


MR. WOLNIK:  No, because they actually operate on an interruptible contract and it's a dedicated lateral, directly off TransCanada and it is in the Union east area, so not subject to the obligated delivery.


MR. MORAN:  Thank you, Mr. Chair.  Those are all of the things we have to say in terms of evidence and, with your permission, I would like to excuse myself.

MR. KAISER:  Certainly.


MR. KAISER:  Certainly.  Thank you, Mr. Moran.  Mr. Ryder.


MR. RYDER:  Yes.  Thank you, sir.  Kitchener's witness is Mr. James Gruenbauer, manager of regulatory affairs and supply at the City of Kitchener.  Mr. Gruenbauer.

CITY OF KITCHENER - PANEL 1


James Gruenbauer, Sworn

Examination by Mr. Ryder:


MR. RYDER:  Mr. Gruenbauer, your evidence has been filed as Exhibit L2 in this case.  Was it prepared by you?


MR. GRUENBAUER:  Yes, it was.


MR. RYDER:  Is it accurate, to the best of your knowledge and belief?


MR. GRUENBAUER:  Yes, it is.


MR. RYDER:  Now, your CV is shown at appendix A, and I won't review it, but I gather this is your thirteenth appearance as a witness before the Board?


MR. GRUENBAUER:  You're going to jinx me, Mr. Ryder, but that's correct.


MR. RYDER:  Now, at page 19 of your evidence, you address the status of your contract negotiations with Union.


Can you update those for us, please?


MR. GRUENBAUER:  Yes, Mr. Ryder.


Mr. Chairman and Members of the Panel, you probably are aware our contract carries an April 1 renewal date, and our current contract expires March 31st of next year.


That's as a result of, I think, at least the second extension to a five-year contract that began back in 2000.


What we have agreed to, subject to your approval with Union, is for similar relief that was granted to the T1 customers with respect to a one-year rollover of the existing parameters.  And the rationale for that is we were approaching renewal and it appeared virtually certain that a decision would not be forthcoming in these proceedings in time for us to have certainty with respect to the parameters under the new contract.


So, again, subject to your approval, we would like to avail ourselves of the rollover provision.  We didn't specifically or actively seek that at the time I prepared the evidence, primarily for the reason we didn't want to appear that we were being opportunistic with respect to the passage of time in order to retain our current contractual space allocation, which is, as you know, not determined by aggregate excess.


But, as I say, we've agreed in principle with Union to a rollover, subject to your approval.


MR. RYDER:  Now, Mr. Gruenbauer, with respect to the parameters, I just want to touch on contract demand.


What is the significance of contract demand for the Kitchener utility?


MR. GRUENBAUER:  Yes, Mr. Ryder.  If we turn up appendix C to my evidence, Exhibit L2, it shows our current contract billing parameters, and our firm contract CD is item number 3 on Appendix C from contract demand CD, and it is 2,558,000 m3, or roughly 96,500 gigaJoules.


What that represents is our firm peak demand under design day conditions, of 44 degree day temperature condition, which is a similar -- exactly similar planning criteria that Union uses with respect to its overall system design.  So that is the maximum demand that we envisage and that Union would be obligated to deliver to us under our T3 contract.


MR. RYDER:  What do you say to Mr. MacEacheron's observation that you don't need deliverability up to your CD, because it is rare, if ever, that you will reach your CD?


MR. GRUENBAUER:  Well, in appendix D of my evidence, I provide our gas usage during the winter season by month over the last five years, and our highest maximum daily use over that period of time occurred in January of 2005.  You will see that at line 3, column G; just under 83,000 gigaJoules.


On that day, we weren't at a 44 degree day condition.  In fact, we were at 35 degree days, as measured at the Waterloo airport, which is sort of the nearest weather station approximate to our franchise area, and that's 35 heating degree days.  So we were short of the 44 degree day design day criteria, and it was a weekend, interestingly enough.  It was a Saturday.


So I am comforted by the fact that we haven't hit that full CD, because that indicates to me that, number 1, it is designed appropriately and we have, I will call it, a reserve or a margin of safety with respect to our recent actual experience and that contract demand, which represents our maximum requirement under design day conditions.


So I am actually not disturbed by that at all.  I am comforted by it.


MR. RYDER:  Now, for a public utility like Kitchener, what is -- what do you say is the purpose of deliverability from storage?


MR. GRUENBAUER:  Well, there's been several discussions around this issue, and I will phrase it that customer need, I suppose, is very much in the eye of the beholder.  I think we heard some of that this morning from the IGUA panel.


For the City of Kitchener, what our need is is to meet that firm requirement under design day conditions, our CD at 96,500 gJs.


So in combination with our DCQ that we would be delivering, and our firm withdrawal from storage, those two together should be sufficient to meet our contract demand, and that, in fact, is the formula that we have agreed to, in principle, with Union in terms of establishing our withdrawal right.  It is subject to that formula, but it is driven by the contract demand.


MR. RYDER:  That formula is deliverability equals CD minus DCQ?

MR. GRUENBAUER:  That's correct.

MR. RYDER:  Now, could you turn to R1, Union's reply evidence at page 8, where Union speaks of your position in this respect.

Do you agree with Union's observations?

MR. GRUENBAUER:  I am looking at the first paragraph under section 2, which is titled:  "Clarification how deliverability is determined."


MR. RYDER:  Yes.

MR. GRUENBAUER:  The statement there reads as follows: "Kitchener's evidence suggests that the amount of deliverability is determined by a formula..."

and they reference our evidence at page 8.  They say that is not accurate.  And I will stop there.

There may have been an impression conveyed in my evidence that this formula would apply to everybody.  And I want to make clear that that is not the case.  It is certainly applies to us, based on what you just took me through, Mr. Ryder.

So for our purposes, our deliverability from storage is determined by CD minus DCQ.  But we don't represent that it should apply to everybody, and I think that --

MR. RYDER:  That's for others to say?

MR. GRUENBAUER:  Exactly, and for the Board to decide what is fair and reasonable.

MR. RYDER:  Now, just to draw the relationship between, if any, between deliverability and space.

If your space, storage space changes, does that change your deliverability?

MR. GRUENBAUER:  No, it does not.

MR. RYDER:  How do you measure deliverability, then?

MR. GRUENBAUER:  Again, by -- the sum of deliverability plus DCQ, must be sufficient to meet our contract demand.

MR. RYDER:  So you measure it in gigaJoules?

MR. GRUENBAUER:  Yes.

MR. RYDER:  All right.  Now, can I ask you to turn to appendix B, and especially page 2 of appendix B in your evidence.

MR. GRUENBAUER:  Just before I do that, Mr. Ryder, if I could just stay on page 8 of Union's reply for a moment.  I just wanted to move on to the remainder of that first paragraph.  Just draw something to the Board's attention.

The end of that paragraph reads:
"While Kitchener may have relied upon a formula to establish its deliverability parameter, the use of such a formula was not a requirement in the past for determining deliverability under its T3 service and would not be a requirement under Union's proposal."


From our -- from our position, there is no question about it as far as we may have relied on it.  We did in fact rely upon that formula.  We're relying on it on a going-forward basis, because we think that that deliverability parameter is established by our load balancing need to hit that and meet that firm CD.  So I just wanted to make that fairly clear here.

MR. RYDER:  Can we now turn to appendix B, please.  Page -- I don't know.  The second page.

MR. GRUENBAUER:  Yes.

MR. RYDER:  Of appendix B.

MR. GRUENBAUER:  Yes, I am there.

MR. RYDER:  I take it, it illustrates the effect of Union's proposal to limit cost-based deliverability from storage to 1.2 percent?

MR. GRUENBAUER:  That is illustrated in the second page of appendix B.  What I would just like to do -- I will try do this very quickly, Mr. Chairman, is just run through both pages.

Page 1 is appendix B, Kitchener load duration.  The load duration curve.  This is a real original description, because you have load on the Y axis and duration on the X axis, hence it is called a load duration curve.

So the first page all it does basically is plot our actual daily consumption at our -- under our three meters at our two gate stations and ranks from highest daily consumption to lowest daily consumption over the 365-day period, for our most recent completed contract year, which was April of 2006 to March 2007.

That curve illustrates the temperature sensitivity to our load, because the high consumption months obviously are occurring in the winter period.  Towards the left side of the graph and the summer month base load, low consumption period in the middle of the summer is towards the right hand portion of that graph.

So that page 1 just illustrates the daily use.

Page 2 of appendix B then does what you stated, Mr. Ryder, in your question.

What I have done here is, using the most recent daily consumption for City of Kitchener, I have plotted a flat DCQ, that's that horizontal line that appears on the second page, just below 30,000 gigaJoules per day.

Then the 1.2 percent cap is that shorter line that appears between 60,000 and 70,000 gJs per day.  It's around 66,000.

What I have done there is taken the intent on a going-forward basis, which is for Kitchener to have a flat DCQ, and just illustrate how the flat DCQ and deliverability, up to 1.2 percent and above 1.2 percent applies to meet the need for load balancing that's indicated by the curve itself.

So our need on a daily basis is met by the sum of the supply sources below that line.

So, again, at one glance, this sort of indicates what the daily requirement for load balancing is and also the aggregate seasonal balancing that's indicated by our load.

By that I mean, if you look to the lower right of the graph where consumption is below the DCQ, that's what is called the valley period.  That's in the summer period where use is below the DCQ, when you're injecting gas into storage.  Once daily use exceeds the flat DCQ of just under 30,000 gJs, that is when you start drawing on storage to balance that increasing daily use.

When you get into the coldest periods of the winter, that's when you require deliverability above 1.2 percent, to meet our requirement.  And that's what you see in that sort of triangle to the upper left of the graph.

If you sort of eyeball how many days that that is required, it's roughly 20 or 21 days that deliverability from storage above 1.2 percent would be required to meet the load balancing requirement on those days.

MR. RYDER:  All right.  That's for the 2006/2007 winter?

MR. GRUENBAUER:  That's correct.

MR. RUPERT:  Sorry Mr. Ryder, can I just clarify?

MR. GRUENBAUER:  Yes.

MR. RUPERT:  The 66,000 gJs per day which you have on the chart, which is a sum of your flat DCQ almost 30, then the say roughly 36,000 gJs per day, that you say would be provided as a deliverability into storage.

MR. GRUENBAUER:  Yes.

MR. RUPERT:  That 36,000 gJs per day of deliverability, is that number determined as 1.2 percent of not your current space but the aggregate excess space that you would get if Union's proposal was adopted?

MR. GRUENBAUER:  That's exactly right, sir.

MR. RUPERT:  Okay, thank you.

MR. GRUENBAUER:  That number is what I have used is, even though we haven't agreed yet to all of the parameters of the new contract, I have tried to use those, where possible, for purposes of illustrating how the proposal would work with our load.

MR. RUPERT:  Good.  Thanks.

MR. GRUENBAUER:  You're welcome.

MR. RYDER:  Now, if you need more than the 66,000 gJs on any day, how can you get at the gas in the storage space that's been allocated to you?

MR. GRUENBAUER:  You can't really, Mr. Ryder.  There was an exchange of material earlier in the process by way of interrogatory that Union acknowledges that they're the only provider of deliverability from storage that they operate.

So I can't get deliverability from somebody else to pull gas from the storage space I have under contract with Union on the day that it is required.

MR. RYDER:  But if you paid market prices for deliverability, you could, I take it?

MR. GRUENBAUER:  If I paid market prices.

MR. RYDER:  Above 1.2 percent.

MR. GRUENBAUER:  Yes.  If I paid the market price to Union then that service would be provided by Union under their proposal.

MR. RYDER:  You said around 21 days, that – sorry, for the winter of 2006/2007, you required deliverability above the 1.2 percent on 21 days?

MR. GRUENBAUER:  That's correct.

MR. RYDER:  Is that an actual count?


MR. GRUENBAUER:  Yes.


MR. RYDER:  And how does the winter of 2006/2007 rank compared to normal weather?


MR. GRUENBAUER:  It was warmer than normal.  November and December were particularly warm.  February was cold.  The peak consumptions above 80,000 gJs - there was a couple of days above that level - were in February.  February was quite cold.  But in aggregate over the season, I would characterize it as an overall warmer-than-normal winter.


MR. RYDER:  In a normal winter, how many days do you say you would require deliverability above 1.2 percent for load balance?


MR. GRUENBAUER:  Approximately 30, Mr. Ryder.


MR. RYDER:  Then in a colder winter?


MR. GRUENBAUER:  Probably closer to 40.


MR. RYDER:  So there is a swing there of the amount of deliverability above 1.2 percent?


MR. GRUENBAUER:  Yes, and it is a forecast and there is some judgment involved.  It's a little bit of art applied to the science, but it is a reasonable range of requirements, based on layering these constraints onto what we expect our load to be going forward.


MR. RYDER:  Now, in Exhibit R1, Union has attached a comparison of the bundled and semi-unbundled and bundled services.


MR. GRUENBAUER:  Yes, I see that.


MR. RYDER:  How does that evidence affect your own evidence at page 6, where you say that the T3 and T1 semi-unbundled services are operationally bundled, but unbundled for rate purposes?  Does that appendix change your evidence?


MR. GRUENBAUER:  No.


MR. RYDER:  Why do you say that you are operationally bundled?


MR. GRUENBAUER:  Well, Mr. Thompson actually made this point earlier in the week when he asked whether it was just as accurate to characterize the T1-T3 services as semi-bundled, as well as calling them semi-unbundled.  I don't disagree with that.


The semi-unbundled has characteristics of both bundled service and unbundled service.


In terms of the nomination requirements, the no-notice nature of the service in that respect, it's quite similar to bundled service.


MR. RYDER:  I'm talking about in terms of your balancing during, you know, variations in the weather.


MR. GRUENBAUER:  Well, under bundled service, bundled means you are getting an aggregate load balancing service from Union.  As they have stated, they're -- under the bundled service, there isn't a notional or a specific allocation of a storage asset space and deliverability injection-withdrawal rights.

You have to move to the semi-unbundled service to get that allocation, but it's -- I will call it it's notionally unbundled.  It is not operationally unbundled, as it would be if you go the next step, to the fully unbundled service, where you have to specifically nominate on a daily basis your utilization of those assets.


So semi-unbundled is somewhere in the middle, Mr. Ryder.  There is elements of active and passive management associated with it, so in some respects it is like the bundled service, and in other respects it is like the unbundled service.


MR. RYDER:  You describe that in your evidence in some detail?


MR. GRUENBAUER:  Yes.


MR. RYDER:  Now, finally, have you had an opportunity to read the APPrO proposal in HD4.2?


MR. GRUENBAUER:  Yes, I have.


MR. RYDER:  Is there any portion of that which you would say is applicable to the Kitchener utility?


MR. GRUENBAUER:  Yes.  I would say bullet points B and C are applicable to the City of Kitchener.  I would agree with both of those points.


MR. RYDER:  Those are all of the questions that I have in-chief, sir.


MR. KAISER:  Thank you, Mr. Ryder.  Mr. Thompson, anything?


MR. THOMPSON:  No.


MR. KAISER:  Mr. Cass?


MR. CASS:  No, thank you, sir.


MR. KAISER:  Ms. Wong.


MS. WONG:  I have very little, sir.

Cross-examination by Ms. Wong:


MS. WONG:  Mr. Gruenbauer, you were here earlier, I believe, when I was asking some questions of the IGUA witnesses, and I asked them to undertake to provide us with some information about the costs of their gas supply so we could look at it for impact purposes.  I am going to ask you to provide the same information.


If Union provides the T3 costs for distribution and storage for Kitchener, would you be able to confirm that for us by way of undertaking?


MR. RYDER:  Well, we're prepared to provide you with delivery cost, but not gas supply cost.  Is that what you want?


MS. WONG:  Well, I haven't asked for that yet, but I was about to ask for the commodity cost, yes.


MR. RYDER:  Well, we can't see the relevance of our commodity cost to anything in this case.


MS. WONG:  The relevance, Mr. Ryder, would simply be to provide a benchmark for the Board when it is considering impact costs of the various proposals, so that it would be able to see how the -- if there's any incremental cost to storage, how that compares to the overall costs of the gas supply for Kitchener.


MR. RYDER:  Well, from our point of view, Mr. Chair, we say that the cost of deliverability is a delivery cost, and we don't mind comparing that with our total delivery cost.


But just as years ago, the Board required us to extract gas supply costs from our cost allocation, because they skew things so badly, because gas supply costs dominated delivery costs.  I say that the comparison, in terms of demonstrating the impact, is with our delivery costs.


MR. KAISER:  Well, you may be right, Mr. Ryder, but the point Ms. Wong is trying to make is that whatever the increased cost of this proposal is is a percentage of what the total cost is.  That presumes some minor percentage, whatever that might be, so I wonder, if in the spirit of the season, could we just give it to them?


MR. RYDER:  Humbug, I say.

[Laughter]


MR. KAISER:  We can argue about the relevance a week later.


MR. RYDER:  Can we do that, Mr. Gruenbauer?


MR. GRUENBAUER:  Yes, we can.  And if it is of assistance right at the moment, Mr. Chairman, our annual bill from Union --


MR. RYDER:  I take it this is in confidence, this information?


MR. GRUENBAUER:  What I was about to say would not be.  I was not going to provide any information whatsoever with respect to our commodity or supply costs.


MR. KAISER:  Why don't you, just in case there is some confidentiality, do it by way of interrogatory?  Mr. Ryder can look at it.  That way we won't run afoul of --


MS. WONG:  Can I just clarify the scope of the undertaking, then?


MR. GRUENBAUER:  Please.


MS. WONG:  The first question I asked was:  If Union provides the T3 costs, your costs for distribution and storage, would you be able to just confirm that those are accurate, that you have no disagreement with that?


MR. GRUENBAUER:  Absolutely.


MS. WONG:  We will provide that.  Secondly, can you provide us with your gas supply commodity costs for 2005, 2006 and 2007?


Those are all of my questions, sir.


MR. SCHUCH:  Mr. Chair, that will be undertaking HDU4.7.

UNDERTAKING NO. HDU4.7:  TO CONFIRM COSTS FOR DISTRIBUTION AND STORAGE FOR T3 PROVIDED BY UNION, AND PROVIDE GAS SUPPLY COMMODITY COSTS FOR 2005, 2006 AND 2007.


MR. KAISER:  Ms. Campbell, do you have anything for this panel, for Mr. Gruenbauer?


MS. CAMPBELL:  Just one question.

Cross-examination by Ms. Campbell:


MS. CAMPBELL:  Mr. Gruenbauer, I'm correct that the issue that Kitchener has with the proposal, that Union is putting forward the 10X DCQ?  Is it 10X DCQ?  I'm sorry, you did aggregate excess, I apologize.


MR. RYDER:  We're in aggregate excess.


MS. CAMPBELL:  Yes, you did aggregate excess.


MR. RYDER:  We take no position on the 10X.


MS. CAMPBELL:  I'm sorry.  On aggregate excess, you don't actually take any issue with the amount of storage that you would be allocated;  Is it deliverability that concerns you?


MR. RYDER:  Well, we lost on aggregate excess, so we're not refighting aggregate excess.


MS. CAMPBELL:  Good.  Can I hear that from Mr. Gruenbauer, please?


MR. GRUENBAUER:  Thank you.  We take no issue with aggregate excess as a method to determine our storage space allocation based on a forecast that we agree upon with Union, subject to our approved methodology for doing that.


Our issue with respect to the proposals before the Board now, as I indicated in my evidence, centre around the deliverability aspect and the impacts on us of that, and the flexibility proposals, as well.


And I would say that -- and this gets to the point that the Chairman was raising, and it is a valid one, that -- but it can cut both ways because expressing impacts in terms of percentages, percentages, economists will often tell you, can sometimes be misleading.

I have identified that if we were to -- if Union's proposal with respect to applying market-based pricing to the increment that we need above 1.2 percent were to be approved and implemented on a going-forward basis at the 30 cent premium, Mr. Chairman, it is roughly $100,000 a year for us and that would be on top of, close to $6 million that we pay for our regulated storage transportation service right now with the cost-based rate under the tariff.  There is nothing confidential whatsoever about that.

And I take the point that in the big picture perhaps something close to a $100,000 may not be viewed as hardship.  The concern that we have is it's 30 cents now based on the results of the open-season that was conducted last year for deliverability services to come into play this year.  But what could it be next year or the year after or the year after that?

We're exposed.  As a trader would say, I'm naked on this exposure and that is what the concern is.

If it could turn into a $400,000 or $00,000 item then yes, it does become material, whether the base is $6 million or a number far above that, if you will, the commodity end.  So that's one of the main reasons why we're here.

MS. CAMPBELL:  And what is Kitchener proposing should be the means by which deliverability is calculated?  What should it be?  It shouldn't be 1.2 percent is what you're saying.  What should it be and how should it be calculated?

MR. GRUENBAUER:  It should be true to the principle that I think the Chairman -- questions were put out there yesterday, that based on need, it is at cost-based rates,  the storage space and the deliverability.  If our need is determined by aggregate excess and that's the approved methodology then that is the approved methodology.

If the deliverability is determined by need and the Board accepts the formula for us of the withdrawal injection equals the CD minus our DCQ, at the 62,931 gJs we have right now, regardless of whether it is 1.9 percent or 2 percent, then that's what we should get at the cost-based rate because it is based on need.

MS. CAMPBELL:  Thank you those are my questions.

MR. KAISER:  Thank you.  Anything further, Mr. Ryder?

MR. RYDER:  No, sir.

MR. KAISER:  Can we have the dates for argument defined.

MS. CAMPBELL:  I take it the Panel has no questions?

Questions from the Board:

MR. RUPERT:  I have one very minor one.  Mr. Gruenbauer, you just talked about the impact of having to acquire the additional deliverability that you feel you need at market prices and the 30 cent premium.

You had $100,000 and maybe you could actually put this in your final submissions, but I guess that is because you're going all the way up to CD you're going to say CD minus DCQ is what we need.  So on your chart you would take -- the orange line, the little small line, you would say that should be up at -- I've forgotten the number; 96,000 is that your DCQ?  96,539.  You're saying that you have to move that little wee short line now around 96, you have to get it up to 96,000 with a plus, so you would need to buy an additional 30,000 gJs.  Is that how you get to your number of $100,000?

MR. GRUENBAUER:  Yes, that's correct.

MR. RUPERT:  Okay.

MR. KAISER:  Thank you.
Procedural matters:

MS. CAMPBELL:  Before everybody goes to the Chair's office to pick up their stuffed turkey, I thought I would refresh --

MR. KAISER:  Not stuffed.

MS. CAMPBELL:  Not stuffed?  There may have to be a procedural order about that.  I would like to refresh everybody's memory on what the dates are going forward.

There was an e-mail that went around to all of the intervenors and the applicant with these dates but I refresh everyone's memory.  Union and Enbridge's argument is due January 18th.  Staff's submissions, January 24th.
  Intervenors' submissions, February 1st.

Union and Enbridge's reply, February 13th, and we have set aside Friday February 22nd for the Panel to convene to ask questions arising out of the various written submissions.  That day may be optional.  Obviously, if the argument is so clear that no questions arise, that date may not occur.

However, currently it is scheduled the full day, February 22nd, 2008.

MR. KAISER:  Thank you.

MR. RUPERT:  Ms. Wong, on rare occasions, there are questions you wish you had asked during the hearing or forgot to ask.

Can you deal with something perhaps in Union's submission?

You or someone talked about it the other day as far as long-term contracts.  I don't recall seeing it in your evidence.  So it would be helpful if you could cover what Union's proposal is for whatever methodology is approved by the Board, how you would propose to deal with that in a long-term contract with the T1 customer; i.e., would the amounts that are determined on the inception of the contract, both space and deliverability be preserved for the duration of the contract?  Or in a new world you maybe getting into would the contract itself be subject to adjustment in the event that the formula -- formulae, whether we have --  would indicate there has been a changed circumstance and the customer is entitled to more or less cost-based storage.

MS. WONG:  Can I just clarify, sir.

Are you talking about existing long-term contracts now?  Or are you talking about long-term contracts that might be entered into after the Board provides a formula?

MR. RUPERT:  The latter category.

MS. WONG:  Thank you.  So you would want to know if a customer, for instance, enters into a three-year contract, does Union have a proposal, if after the first year the parameters change under whatever formula the Board approves.

MR. RUPERT:  Yes.  The reason I would like you to cover that is the existing contracts are what they are.  People made the deals, whatever they did in the past, the contracts will stay in place.  But in a new world where we may have greater clarity and understanding about allocation methodologies, it strikes me that we should be thinking about the case where changes in circumstances might be a factor that might affect someone's willingness or eagerness to enter into a long term contract if the amount of the storage and deliverability is to be frozen on day 1, irrespective of subsequent changes in circumstances.

So I don't think that was covered in your evidence that I can recall or in the hearing and it would be helpful if you could, in your submission, set out what the company's proposing.

MS. WONG:  We will do so.  Thank you.

MR. KAISER:  All right.  Well, that completes this aspect of the hearing.  We would like to take this opportunity to thank you for your cooperation in expediting things.  This is a busy time of year for everyone, in particular to wish each and every one of you and your families the best of the holiday season.

Thank you.

MR. THOMPSON:  The address in Ottawa for delivery of the turkey is...

 --- Whereupon the hearing concluded at 4:20 p.m.
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