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Friday, February 22, 2008


--- On commencing at 9:36 a.m.


MR. KAISER:  Please be seated.


The Board is sitting today in connection with the notice of proceeding that it issued back on August 27, 2007 with respect to the natural gas storage allocation policies.  And, in particular, with respect to the procedural order of January 8th, we have now received arguments and reply arguments from all of the parties in this proceeding.  


This date was set aside in that procedural order as a day in which the Board could put questions to the various parties with respect to their arguments.


You will have received an e-mail from the Board earlier this week with respect to some of those questions.  I doubt there will be others.


Can we start with the appearances, please?

Appearances:


MR. AIKEN:  Randy Aiken on behalf of the London Property Management Association.


MR. KAISER:  Thank you.


MR. KING:  Richard King on behalf of APPrO.


MR. WOLNIK:  John Wolnik on behalf of APPrO, as well. 


MR. KAISER:  Thank you.


MR. RYDER:  Alec Ryder for the City of Kitchener.


MR. KAISER:  Mr. Ryder.


MR. THOMPSON:  Peter Thompson for IGUA, Mr. Chairman.  With me is Murray Newton, the president of IGUA.


MR. KAISER:  Thank you, Mr. Thompson.


MS. WONG:  Sharon Wong for Union Gas, and with me I have Libby Passmore, David MacEacheron and Marian Redford from Union Gas.


MR. KAISER:  Thank you, Ms. Wong.


MR. CASS:  Fred Cass for Enbridge Gas Distribution, with Robert Burke and Anton Mr. Kacicnik.


MR. KAISER:  Mr. Cass.  


MS. CAMPBELL:  Donna Campbell for Board Staff accompanied by Colin Schuch.


MR. KAISER:  Yes, thank you.


MS. YOUNG:  Valerie Young, Aagent Energy Advisors.


MR. KAISER:  Thank you, Ms. Young.


MS. DeMARCO:  Elisabeth DeMarco on behalf of TransAlta.


MR. KAISER:  Ms. DeMarco.  All right.  Mr. Thompson, I think the first order of business.  We have your letter of February 21st.  I think there are some issues with respect to that.  Do you want to start off?

Procedural matters:


MR. THOMPSON:  Yes.  Thank you, Mr. Chairman.


I did send a letter yesterday enclosing some corrections to schedules in our argument and some additional schedules.


The information in these schedules is information in the record.  It's just being arrayed on charts to assist the Board and everyone to understand this information.


I have said in the letter that they are being provided to help demonstrate the implications of the various submissions being made by all parties and to assist counsel for IGUA in responding to any questions the Board may have with respect to IGUA's written submissions.  


Perhaps if I could just quickly give you a high-level overview of what the schedules are.


Revised schedule 1 is simply updating what was schedule 1 in our argument, where we had used estimated spreads and we had also made some errors.  Then in Union's confidential attachment to -- one of the confidential attachments to their arguments, they provided the measured spreads for two years.  So this is just a redo of what was schedule 1 to reflect those measured spreads.  You will see those in column B, and then the rest is just a mathematical result of that.


Schedule 1A, again, is a result of some information Union provided.  Union provided spreads for -- annual spreads for the two years, and then, in their argument, they suggest those should be averaged, and they have a schedule in their argument that contains the averaging.  


All I have done here in 1A is -- my submission would be it should be the highest of the spreads in the two years.  So what this does is, in column B, show the higher of the spreads, the annual spreads from Union's material, and then carry through the excessiveness analysis that we suggest the Board conduct.


Schedule 2A, confidential schedule 2A, this was prepared, derived from information that was within our initial schedule 2, but we prepared this because of the CD minus DCQ proposition that was contained in Union's argument.  


So what we are showing in columns H, I and J, H is in our existing schedule, but "I" shows the CD minus DCQ.  Well, that number is less than DCQ.  Then J is what I have called the deliverability deficiency.  That's the difference between CD minus DCQ and DCQ.  Then in K I am just saying, if you look at the graphs, is that deliverability deficiency currently being used?  


So, again, it is all information that is in the record, but it's displayed so you will understand what my client has to say about the CD minus DCQ proposition.


The last series of schedules relate to what was our initial schedule 3, where we derived DCQ multiples from our estimated spreads, the estimated two-year spreads, and all I have done here is update that for the measured two-year spreads.  So it is essentially, if you will, a correction, an update of what we initially filed, based on estimates.


So where we had initially 24.2 as the DCQ multiple, when you use the actual two-year spreads it is 22.3.  


I have also had added here the long-term contract spread information which Union provided as a result of your direction that those graphs be provided, and they sent to me the -- and I believe to everybody else, the measured spreads.


What 3A does, this again is in response to the argument that we shouldn't be using two-year spreads, but we should be -- Union says average.  We say it shouldn't be average, but perhaps the higher of the two is the appropriate.


So what I have just done there is, in column C, show the higher of the two from Union's information and revetted our margin of safety, and we have derived the DCQ multiple, which is 18.3 with the margin of safety.  If you take that out, it's 17.4, and you will see the information, again, for long-term contracts based on the highest -- the higher of the spreads down at the bottom.


In 3B, again, it's to assist in understanding all of the information.  What we have used here, it is simply the higher of the two annual spreads, so it is the same as in the previous schedule, but because the largest customers in this subset, being customers D and AO, have multiples that are higher than the average, we developed a weighted average just to show what that was, and you will see that displayed in this confidential schedule.  It's the number that is 22.  It is over 22.


On the second page of this document, what we have done is simply derive, from the ten times DCQ information that Union provided for these long term, the DCQ multiples that are implicit in the Board's approvals of those contracts.  


So it's, as I say, information hopefully intended to assist the Board.  It is not new information, but it will be relevant to, I suspect, some questions that I will be asked.  But I would suggest no one is prejudiced by allowing this in and would ask that you permit it to be used.


MR. KAISER:  Thank you.  Any objection, Ms. Wong?


MS. WONG:  Thank you, Mr. Chair.  We do object to the material going in.


Mr. Thompson indicates that the material was intended to correct some of the initial errors in some of the material filed by IGUA.  Unfortunately, these schedules have several more errors and in the few hours that we have had to look at it we have come up with several, and I mean if necessary, if you let it in, I would need to go through them with you today and try to point out those errors but my principal submission is the reason why we have time limits so is so there is an end to these sorts of things.  And the material, to the extent that it already is in the record, the Board is able to put it together themselves.


And otherwise, I would have to take you through some of those errors.  And I can do that now to give you sort of a sample of the errors that we found to date.


On the revised schedule 1, Mr. Thompson uses, for the spread from Union's -- the spread for the two years information that Union provided for all of the customers except for the last one which is customer V on page 1, where he uses the number --


MR. KAISER:  Is this a confidential exhibit?


MS. WONG:  You are quite right.  That would be a confidential number.


MR. KAISER:  Maybe we shouldn't put these numbers on the transcript.


MS. WONG:  Could I proceed or...


MR. KAISER:  Proceed.  We can follow it.  You just don't need to read out the numbers.


MS. WONG:  That number therefore then is a number that comes off the Exhibit HD3.4, but if you were to actually go back to the transcript of the evidence from that witness - and I will give you the references, it is volume 4, pages 41 and 42 of the confidential transcript - the witness makes it quite clear that that number includes transactional activity for the customer, whereas all of the other numbers on Union's Schedule D not include transactional activity.  So therefore, that number is sort of an apples-to-oranges comparison.


That same error appears on schedule 1 A.


MR. KAISER:  Same customer?


MS. WONG:  For the same customer.  Schedule 2 A is similar to a schedule already put in the record by IGUA, but contains new information, and in that respect is a new schedule.  And our particular concern with this schedule is the last column, column K, which purports to be an indication of whether or not the graphs show the customers are using the so-called deliverability deficiency.  Once again, that is just not correct, based upon -- if you understand how the graphs work.


The graphs don't -- the Union graphs don't actually show the transactional activity.  It was intended just to show what would happen if the customers didn't do any transactional activity in their base case.  So to therefore say the customers are using deliverability based on the graphs is just wrong because the graphs don't say anything about what the customers are using.


Union's evidence and the response to the undertakings was that the numbers indicated that only 2 percent of the time were customers -- would customers be using the DCQ as deliverability, and that's only if there was no transactional activity.  We know the customers are doing transactional activity and there is no evidence as to how much -- as to what percentage of time they're using deliverability equal to DCQ.


On the schedule 3 B, we have some difficulty with the way IGUA has calculated the weighted average.  In our submission the methodology they have used for the weighted average is not right and, therefore, that number of 22.3 percent that we see as the weighted average is wrong and higher than it should be.  The methodology that ought to have been used, we say, is that the total DCQ should have been divided by the spread in order to get the weighted average, which would be consistent with the methodology used above.


Now, that kind of information, if we had a chance to respond in writing, we could explain that to you better.  Right now I am just trying to give you a sense of the problems that we have with the documents.  That's why, in our respectful submission, it ought not to go in.


MR. KAISER:  Anyone else have any position on this?  Mr. Aiken.


MR. AIKEN:  No.


[Board Panel confers]


MR. KAISER:  We will let the document in, Ms. Wong, but you will have an opportunity to make any further submissions you wish with respect to it.


MS. WONG:  Thank you, sir.


MR. SCHUCH:  Mr. Chair, maybe we should assign an exhibit number to that document.  It would be Exhibit Q1.1, and that is the confidential letter submitted February 21st, 2008 from IGUA.

EXHIBIT NO. Q1.1:  confidential letter submitted February 21st, 2008 from IGUA


MR. KAISER:  Remind me, has everyone in the room signed up as participating in confidential hearings or not?


MS. CAMPBELL:  No.


MS. DeMARCO:  I don't believe I have, Mr. Chair.


MS. YOUNG:  Nor have I.


MR. KAISER:  In any event I take it we have not distributed this document to the other parties?


MS. CAMPBELL:  No.


MR. KAISER:  All right.  I just wasn't sure what the distribution was.  I suppose you have signed on the dotted line, Mr. Cass?


MR. CASS:  Mr. Chair, I have, but I have two people with me who have not.


MR. KAISER:  In any event, do you need to see this document?


MR. CASS:  No.


MR. KAISER:  All right.


MR. KAISER:  Ms. DeMarco, do you need to see it?


MS. DeMARCO:  No.


MR. KAISER:  All right.  Let's proceed.  What is next, Ms. Campbell?


MS. CAMPBELL:  Now that that is disposed of, the next portion of the day would be spent with the Panel asking questions concerning the arguments that have been filed by the applicant and the intervenors.


MR. KAISER:  All right.  Thank you.

SUBMISSIONS ON UNION ARGUMENT


MR. RUPERT:  Ms. Wong, my questions on the Union reply submission focus on just one area, really, I think.  This has to do with the deliverability and the -- I guess the offer to move away from the 1.2 percent to the CD minus DCQ.


As part of that, Union does say, I think on page 19, if I recall -- paragraph 60 on page 19 says you could agree with cost-based deliverability instead of CD minus DCQ so long as the T1/T3 customers are required to use all of the deliverability under their contracts for their own consumption needs, and they are not given the flexibility to use the injection withdrawal rights to participate unfairly in a competitive market.


Earlier in the hearing, when we were hearing about what some particular customers are doing, it was never clear to me whether the flexibility you were offering in what you proposed to go forward, didn't exist at all today and particularly the question of, as you pointed out here, using the space to unfairly participate in the competitive market.


Would your CD minus DCQ with the removal of the flexibility option, change the things that customers do today with their storage under the T1 contracts that they are permitted to do?

Submissions by Ms. Wong


MS. WONG:  In order to answer the question, it might be helpful if I sort of give you a recap of how the system works and then I come specifically to answer your question.  Okay.


MR. RUPERT:  Okay.


MS. WONG:  So the starting point is to recognize that every day Union does a reconciliation of the T1 customers' obligated gas supply.  And that, what they do is they look at what the T1 customers actually burn that day and compare it to their DCQ.  And if the amount of unused DCQ exceeds the customer's injection rights, then that excess is -- that excess over the contracted injection would still go in and be allocated as injection, but it would be an authorized or it would be an overrun of injection.  So I am just trying to give you the base case.


If the customer needed to burn more than its DCQ at the plant on that day, then that additional gas the customer used over its DCQ in this evening allocation would be allocated automatically and withdrawn from storage unless the customer did something else to bring in more storage.  Or to bring in more gas.  Sorry.


So those sorts of base case scenarios, nothing needs to change there because those are firm.  That's only for customers' balancing needs.


From time to time, though, the customers do need to bring in incremental supply or to shed supply, even to balance what their normal allocation is, because their storage balance might be getting too low or they may need to shed supply because they're expecting a slowdown.


What would normally happen in that scenario is the customer would call Union and say, We need to bring in extra gas.  We need to shed gas.  And if Union can, system-wide, accommodate that, it will authorize that, and that is the authorization notice that you have heard about that is done on an interruptible basis, okay.


There are many cases where that is completely legitimate and the customer is going to be using that for legitimate load-balancing purposes.  The problem arises because Union doesn't know if the customer is actually going to use that gas for the reason it says.


The customer may decide that it wants to bring in extra gas because gas is cheap at that time of year, and it may want to bring in that extra gas, and, in a month from now, it may say, Well, Union, I now need to shed supply, so can I have authorization to withdraw that gas and shed it?


Now, if the customer did all of this to take advantage of market opportunities, Union's position is that ought not to be available from cost-based space.  But it has very limited ability to monitor that situation.


If the customer says, I want to bring in extra gas, if the system can allow it, they will generally get that authorization.


So in order to effectively police the situation of whether or not the customers are using their space, Union can't do that.  What it is looking to the Board to do is right-size the space, because if the space is -- if the customer only has cost-based space sufficient for their purposes and their needs, they won't have additional space to use it for other market purposes.


And that's why we have made the submission that ten times DCQ is the reasonable amount, because it meets their needs then and doesn't give them that extra room to participate in the market.


Apart from that, I think what Union would be asking the Board to do is to make it clear that the additional flexibility that was initially proposed with the 1.2 is no longer available, if we go to something like CD minus DCQ for deliverability, because when they have additional deliverability, that facilitates them being able to participate in these market transactions.


If we could get a clear direction from the Board that cost-based storage is only to be used to deal with obligated supply at the plant, and that there is no additional flexibility, then Union's submission is that would be the best that could be done to monitor the situation.  The customers would then just have to be trusted, to some extent; they're not going to abuse the situation.


MR. RUPERT:  I understand what you're saying.  I can see on the day itself, it is difficult, perhaps impossible, to reach a conclusion about the -- what the real purpose of the transaction might be.


MS. WONG:  Right.


MR. RUPERT:  But is it something that is doable after the fact, you know, quarterly, semi-annually, annually?  Is there some way of looking back at a history of transactions and injections and withdrawals and reaching an unambiguous conclusion that this activity was inconsistent with using the space for balancing the needs of the plant?


MS. WONG:  Without speaking to my advisors, my belief would be that it would be -- you could have suspicions, because you might see a pattern over time, but it would only ever be suspicions, because if the customer said, We really thought we would need that gas and that is why we bought it, and then things changed and we didn't need it, how are you going to disprove that?  Union doesn't really want to be cast in the role of policeman.


MR. RUPERT:  So I guess sort of the overall question I had at the beginning, your reply submission with the CD minus DCQ and the rule of flexibility, except to the extent that as you -- to use your term, would result in right-sizing of the space and deliverability, there would be no changes in what the customers can or can't do, or Union's oversight of the system compared to today?


MS. WONG:  That's correct.  Any incremental activity would still have to be done with authorized notices that would be interruptible, if system constraints required it, and no additional flexibility.


MR. RUPERT:  Okay, thanks.


MS. CHAPLIN:  Thank you.  My question, Ms. Wong, is really around Union's response to APPrO's submissions.


I understand Union's position; it is just that what APPrO is proposing isn't required and isn't justified.


I am interested to understand what Union's position is with respect to whether or not some of these customers that APPrO describes are ones that are currently T1s and will be changing their sort of underlying operations.


Is there a scope at some point to revisit the volume restriction for the new services, the services that are available to the customers that are over 1.2 million?  And whether or not -- if Union has a view as to whether or not those services might at some point be applicable for these smaller generators.


MS. WONG:  I am going to ask Ms. Passmore to answer the question.


MS. PASSMORE:  And I am specifically looking for what aspect of the services that are available to customers greater than 1.2 that you are referring to, Ms. Chaplin.


MS. CHAPLIN:  Well, my understanding is there is this suite of services that were partially agreed to and partially adjudicated in the NGEIR for new customers over 1.2 million.


MS. PASSMORE:  That's correct.  Yes, it is new.


MS. CHAPLIN:  Right, now new.  I guess what I am wondering is if what APPrO is suggesting is that there are existing customers, but how they use gas may change and, therefore, they may actually -- although it may be smaller, may be in many respects operating in the market much like the new customers.


I am wondering if Union has any position -- maybe you have no position today, but I am trying to establish whether you have a position as to whether or not, at some point, it might be appropriate to consider whether or not those customers could, in a sense, be viewed as new customers and whether or not that threshold of 1.2 million could be lowered or might appropriately be lowered.


MS. PASSMORE:  Well, I can tell you that we certainly recognize the T1 will continue to evolve.  I mean, that is something that's been part of our discussion.  So what will T1 evolve to and how could it change when the patterns of these customers do change?  That is recognized within Union.


Another part that I have sat back, and as I have read APPrO's submission, you recognize we're talking about as customers become more and more dispatchable, so therefore their loads are going to -- their annual load is going to get lower and lower.  So, therefore, these customers' DCQs are going to get lower and lower.  But if they still need that capacity to transport to them, therefore their CDs are going to remain quite high for the peak days, of which they do have to generate gas.


So you start to look at that formula for CD minus DCQ.  That amount of deliverability becomes greater and greater all the time, as well.


So I think it is important for everybody to realize that these -- that all of these different changing things will change different pieces of the contracts and how they will work.  So that's one thing that I sat back, and I don't know if APPrO had thought of that, that as the DCQ gets smaller and smaller, that annual -- that daily number that the customer would be bringing on, CD minus DCQ is a fairly good piece of deliverability to meet their needs.


MS. CHAPLIN:  Okay, thank you.  That's all I have.


MR. RUPERT:  Can I follow up on a related question.  It affects everybody, I think.  Can you just take me through, briefly, the process for negotiating or determining the CD in a contract?  We heard a lot during the hearing from Mr. MacEacheron and others about volumes of use in a period and so on, and profiles and so on.


But the actual CDM itself, is this one that is very much always tied back to some physical characteristics of the plant, or is there some scope for negotiation in that amount?


MS. PASSMORE:  Do you want to speak to that?


MR. MACEACHERON:  When setting the firm contracted demand for a customer, we sit down and look at the customer's firm needs at the plant.  We take a look at the equipment.  The customer will describe to us what it is that they absolutely need to have on in any day and the level of comfort that they have with respect to operating at that level of firmness, you might say, because the other alternative is for them to select an interruptible CD.


Then can their operation function, should Union happen to call an interruption typically for weather-related reasons?  Can their operation continue to function?  If the customer determines, No, I need to have certainty that that piece of equipment or this portion of my plant is operating 365 days of the year, then the customer will generally select that level of CD to meet that firm need and will contract accordingly.


MS. PASSMORE:  Could I add to that?


MR. RUPERT:  Yes.


MS. PASSMORE:  It is also -- there is a fair amount -- even though there is negotiation and discussion, I think the CD has the most rigour to it and essentially what we do is we have an optimization tool and the customer's actual daily consumption for the last day would be downloaded into it.


Then it runs an optimization and it basically would show, if I set my CD at 10,000 gJs per day, right - so that is the firm amount I was going to book, I was going to rent 10,000 gJs a day from Union Gas - how many days of the year would I go over that and go into overrun and how many days would I go under that?  So I would not be using my rent.  Or how many days would I go over it and have to pay the additional charges?


The customer is really making an economic decision.  If I am only going to go over it ten times, I would rather pay you a firm month per month, you know, at a lower rate then pay for those few times that I go over.  So the customer, there is a fair amount of rigour and the customer is definitely making an economic decision when we do set their CD.


MR. RUPERT:  The reason I asked the question, of course, and the numbers have to all be run and I certainly haven't done this, but in concept if the deliverability at cost-based rates is set at CDM minus DCQ, then the way you get more deliverability is you either come off the CD or DCQ falls I guess.  So the question is how easy is it for someone to, say, if the numbers were to support this, that the easiest way to get more deliverability is to negotiate a higher CD.  I will pay more, I assume, under my T1 contract, but maybe that will cost me less than the deliverability might cost me if I bought it at market rates.


So you're saying there is not much scope for that, that this calculation is really tied to the physical characteristics of the building or the plant?


MS. PASSMORE:  There certainly would be checks and balances within that.  The customer would look at it and I don't think economically a customer would choose to pay a firm CD higher in order to get a deliverability.


I don't think the checks and balances and the customer's math would play out.  But that is why CD, obligated firm CD minus obligated DCQ, the customer and Union were all both looking at what does the system need, what do you need to serve the customer both on the delivery side and the direct purchase side, and yet there is a commitment on both Union's part and on the customer's part that is being made when those parameters are being set.


MR. RUPERT:  Thanks.


MR. KAISER:  Ms. Campbell, do you have anything?


MS. CAMPBELL:  No, I don't.  Thank you.


MR. KAISER:  All right.  Thank you, gentlemen.  Ladies.  Oh, sorry.

MR. RUPERT:  I think this is a question I think for all of the intervenors and people who made submissions is, in light of Union's reply submission of say you will be prepared to offer the CD minus DCQ as the standard cost-based deliverability, we would be interested in comments from any of the intervenors about to what extent that would affect anything of substance in your submissions on the position, that position arose in the reply.  It was obviously on the table through various mechanisms in the hearing, but as an offer from the applicant it came through the reply submission.  We would be interested in whether that, if that were to be the position, whether that would modify significantly any other aspects of submissions from the parties.  And change things from, from your own submissions were on the issues.


MR. RYDER:  Do you want those submissions now?


MR. RUPERT:  That would be helpful, yes.

Submissions by Mr. Ryder:


MR. RYDER:  From Kitchener's point of view, that proposal was a scary one and I think the thing that the Board should be aware of is that the existing rate schedules provide us with a reasonable flexibility, the kind of flexibility that we need in order to manage our storage accounts.


It would be -- I think it would be helpful if I reviewed the three provisions in the T3 rate schedule, and I don't know whether the T1 rate schedule has similar points with you, so that you would be alerted to that, what you have done for us already in your T3 rate schedule.


MR. RUPERT:  While we are looking at this, Mr. Ryder, I should have made my question expanded or clearer in the respect that part of the reason for the question was that in much of this hearing, deliverability has been discussed as a percentage of space.  And I am assuming, therefore, when people were addressing in their final submissions the question of not only deliverability but of space, that perhaps the company's proposal at 1.2 percent might have influenced the submissions about what space ought to be.  So part of my question, as well, is to the parties:  If CD minus DCQ were to be the deliverability standard, would that in any way affect anyone's submissions in respect of the amount of space that ought to be given at cost-based rates?


MR. RYDER:  For Kitchener, because we use storage for seasonal load balancing, the need to sell gas or divert its DCQ as it is coming in normally arises during a warmer-than-normal winter when Kitchener is faced with forecasts of storage balances which exceed the allocated space that we've got.


When that occurs and the need to divert or to sell gas arises, the situation is currently covered by the T3 rate schedule.  And there are three provisions which I would direct your attention to.


The first is the overrun provisions on page 3, and there are two kinds of overrun.  An authorized overrun -- and the right to authorize the overrun is at Union's sole discretion, but even when Union authorizes the overrun, the customer is left with the carrying costs of excess gas and storage that needs a remedy.


The second type of overrun is the unauthorized overrun and for that, a steep penalty applies.  In the T3 case, it is $6 per gJ applied to the greatest excess in any month.  So that can run to a considerable amount.


So the need to sell or divert gas is primarily driven by the desire to avoid overrun penalties and, secondarily, to avoid the carrying cost of excess gas and storage.  In other words, the need to sell into the market is driven by the requirement that we manage our storage balances.  And the requirement to manage our storage balances has been -- the Board has encouraged us to do that at Union's urging by the imposition of penalties if we don't.


The second provision is on page 1 and it's the applicability provision, and you will see it’s, for our case, it is to our distributor, then under B, who uses Union's transportation and storage services for distribution to its customers.


So there is a strong implication there that rules out Kitchener getting into the business of selling gas into the market.


I want to say, Kitchener is not interested in getting into the business of selling gas into the market.  And I think that is shown by the fact that Kitchener, along with all of the other customers, rejected Union's flexibility proposals which are designed to make it easier for us to get into the market.  We don't want to get into the market.  We want to be able to efficiently manage our storage balances.


Now, the third provision is the diversion provision at page 5 of the rate schedule.  It answers the question as to whether the customer can divert gas in order to manage its storage balance and avoid penalties.  You will see that the right to divert appears to be acknowledged under paragraph 2 on page 5, but is subject to Union's ability to accommodate, which is fair enough.  And it is subject to Union's right to charge us for the diversion at a negotiated fee, which is an odd way of imposing a regulated charge, but there you have it, because it's not necessarily a charge related to any costs that are incurred.


So the reality is that these clauses -- Union may complain about them, we certainly do; but they are workable.  They do permit us to divert in order to manage our storage balances.  And what happens is is that when the need to shed gas to balance the storage account arises, we have to approach Union, because the right to divert is subject to its ability to accommodate.


However, the issue is rarely about its ability to accommodate.  What happens is is that when we need to shed gas because the weather is warmer than expected, Union will also have to do that, and Union doesn't want to share any opportunities with others like ourselves.


So there is an unedifying discussion that goes on between the customer and Union in which both sides are highly suspicious of the other.  But the result in the end, while messy, works.


So, in short, we're concerned about Union's proposal in its reply, because it would mean that for the necessary sort of integral component of storage, which is to be able to manage the account, we have to go to market-based pricing in order to do that, and I say that is inconsistent with the NGEIR decision, which says that storage for in-franchise is to be at regulated rates, and I say this is a necessary component of the storage service.


MS. CHAPLIN:  Mr. Ryder, perhaps I am confused.


My interpretation of what Union was proposing through its reply submission was essentially no change to the existing provisions of the T1 -- I'm sorry, the T3 and the T1.  So all of the kind of activities that are permitted today and outlined in this rate schedule would continue, and with deliverability of CD minus DCQ.  Am I correct, Ms. Wong?


MS. WONG:  That's correct, Ms. Chaplin.


MS. CHAPLIN:  So I don't know if that would change your conclusion as to whether or not you believe Kitchener is adversely impacted by this.


MR. RYDER:  Except it says we must use deliverability for our own consumption needs, and we don't use deliverability for our own consumption needs, strictly speaking, when we are managing the account to shed gas.


So that is what I am afraid of.  I am afraid that Union will use the declaration that it is asking you to give, will use it to prohibit transactions which are required by us to manage the account.


MS. CHAPLIN:  So you are concerned you would be prohibited from using storage in the way that you use it today?


MR. RYDER:  Yes.


MS. CHAPLIN:  But if you were to receive assurances, either through Union or us, that you would be able to use it in the same way it is used today by you, does the deliverability proposal meet your sort of concerns?


MR. RYDER:  Well, we have got it now.  They don't need that.  And what I am concerned is is that if you give them some more ammunition to use when we have to approach Union, I could go along with that if you provided us with a remedial mechanism, some sort of arbitration process at the Board where we could have a speedy determination of this type of dispute.  


Otherwise, we are at the mercy of the monopoly.


MS. CHAPLIN:  Well, my understanding of Ms. Wong's comments this morning were that when it came to this shedding, either bringing -- she was giving the example of shedding supply, but in that case or bringing in incremental supply - for example, I guess it was colder than normal - I think what Union's position is, that they can't know for sure whether or not that is being done for the customer's needs or not, but they are accepting that that within the space allocation and within the delivery allocation, they will not be trying to be policemen.


So I guess my impression is that it is sort of the status quo for a customer such as Kitchener, but I gather you remain concerned?


MR. RYDER:  I do remain concerned.  I mean, they have some leverage over us already, in that they can place a charge on us at a rate to be determined through negotiation.


MS. CHAPLIN:  Okay.


MR. RYDER:  Well, you know, good luck to you in those negotiations when they send you a bill.


MR. KAISER:  That hasn't been a problem in the past, I take it?


MR. RYDER:  Well, it has been a problem, but it has been a surmountable problem.


MR. KAISER:  Why will it become any less surmountable in the future?


MR. RYDER:  Because you are weighing in on the side of Union in this internal debate that goes on with every transaction.


I mean, they have -- Ms. Wong is asking for a clear directive where you've got one already in the rate schedule where we say -- where you say that we have to use Union's storage and transportation for distribution to our own customers.  But there is also -- that's weighed against the diversion right which recognizes that we have to manage our own accounts.  


So I think you have struck a workable balance in the rate schedule and I am afraid if you tip it one way or the other.


MR. KAISER:  Ms. Wong, you mentioned, when you were answering Mr. Rupert's question earlier, that you didn't want to become a policeman.  It was difficult to detect when people weren't using the gas for their legitimate purposes, but for trading purposes.  Is there evidence that people have been doing that?  I mean, is this a theoretical concern or a real concern --


MS. WONG:  I think --


MR. KAISER:  -- or do you know?


MS. WONG:  -- Union believes it may have happened.  The witnesses should probably speak to it, but they don't have any firm evidence.  It would just be based upon what they have noticed and seen customers doing; for instance, the example I gave you where a customer may in one month ask for an incremental supply, and then a month or two later the same amount of supply is shed.


MR. KAISER:  So is that kind of activity on the increase or are your suspicions increasing, or has it always been the case?


MR. MACEACHERON:  I would say that it has always been the case, but it is prevalent with customers who have more space than they otherwise need to balance their obligated supply versus their end use demand.  So it is easily corrected with what we have called the right-sizing, you might say, of space.


MR. RUPERT:  Ms. Wong, could I ask you in relation to Mr. Ryder's concerns?


I read the company's reply submission on this CD minus DCQ and flexibility as saying, in a sense, in essence, We introduced this notion in our application material and we are prepared to take the flexibility off the table and have CD minus DCQ. 


I didn't read into that that you, Union, was proposing to have any change in language in either the T3 or T1 contracts in respect of this flexibility issue that we were talking about.  Is that correct?


MS. WONG:  That's correct.  Union is not asking for any changes to Kitchener's T3 rate schedule.


So all of the transactional activity that is allowed under that schedule would still be allowed.  Mr. Ryder is right.  This morning I did ask you for a clear direction that the intent of cost-based storage is to be used for the customer's own needs. 


That wording may not apply so easily to Kitchener, because their servicing the needs of their individual customers, but that was intended to mean for their needs of their individual customer customers, as well.  So that wording might not work so well on the T3s, but we are not asking for any changes to the T3 schedule.


MR. KAISER:  What do you say about his request for some kind of remedial procedure?  Is that possible?  He is worried that you will be unfair because you will have the upper hand in negotiating.  I take it it hasn't been a problem in the past?


MS. WONG:  That would be the response, that it hasn't been a problem in the past and that if it does become a problem, Kitchener, I think, can apply to the Board.  I'm not sure there is any need to set up any specific procedure just for them.


MR. RUPERT:  Mr. Ryder, can I ask.  As I hear, what Ms. Wong is saying is that the T3 contract that you have, Kitchener has -- which I guess has in it deliverability of CD minus DCQ?


MR. RYDER:  Yes, sir.


MR. RUPERT:  I think you made that point earlier.  Except for any final resolution of the actual space discussions you have been having all along in the NGEIR decision, and so on, I get the impression that nothing would change in your contract if the Union proposal were accepted by the Board on deliverability. 


That being the case, are your concerns still there about the Union deliverability proposal?


MR. RYDER:  Well, as I understand it, yes, my concerns are still there.


MR. RUPERT:  Are they concerns that predate even this whole NGEIR process?  Or are they concerns that arise because of this particular CD minus DCQ deliverability proposal?


MR. RYDER:  No.  I think we have lived for some time on CD minus DCQ, and there has always been this tension between whether or not, when we are managing the account, whether we are doing so legitimately or whether we are trading.  So that tension will exist.  I just don't think you should step in now in the absence of any evidence that it's a problem and give a declaration or a directive that tips the balance in the existing more or less equilibrium that exists.


MR. RUPERT:  Okay, thanks.  Does anyone else have any comments about the CD minus DCQ or the impact of that proposal might have on your positions with respect to the space that should be allocated, on cost-based rates?


MR. SCHUCH:  Just before we move on, Mr. Chair, the document that Mr. Ryder provided, I think we should assign an exhibit number to that.  That would be Exhibit Q1.2 and that is the T3 rate schedule.


Thank you.

EXHIBIT NO. Q1.2:  T3 RATE SCHEDULE

Submissions by Mr. Wolnik:


MR. WOLNIK:  I think APPrO has a few comments it would like to share with the Board.  First, we are pleased that Union is now open to the CD minus DCQ proposal.  We think that goes a long way to support some of the needs of the APPrO generators.


I think it may be worthwhile just to review some of the operating parameters of a generator and how this proposal limiting the flexibility may impact a generator.


On the space consideration of the ^10X DCQ, I think our position was that was low and it should be higher.  I think we sort of talked about numbers in the range of 15X to 20X DCQ and the reason for that was really exactly what Ms. Passmore had mentioned today.  As customers' load factor and capacity factors decline over time, the DCQ actually becomes quite small.



We had provided a handout and I don't have copies today, but it was Exhibit HD4.2.  In example 4 in that handout, it showed a DCQ of approximately 33, and that was related to a capacity factor of 33 percent and a CD of 100.  So ten times 33 would be 330 units of space.


A T1 industrial customer that might have an 80 percent load factor, it would be much higher.  It would be 800 units or 800 units of space relative to 330 units of space for a generator.


So that's why we felt the space component was too small and we thought that there should be greater space than the 10X.  But CD minus DCQ certainly goes a long way to resolving most of the deliverability issues that we had.


Not having the flexibility, though, can create an issue, in that -- we were supportive of that provision, in that when you have a very small amount of space and in the generator's case where they are trying to -- they really don't have control of when they generate and when they don't generate, with an obligated DCQ, albeit with potential rights of suspensions with authorization, there really is a very small amount of space to manage here.  And so it becomes quite a balancing act in order to manage that amount of space and the gas coming in, and the requirement to generate.


I think it was Mr. McEacheron under cross-examination had mentioned that the generators, or customers in general, will probably target a 50 percent inventory level.  I think that is right.  I think customers will tend to keep -- keep it at 50 percent level, to be able to either take gas out of storage for a few days or put gas into storage for a few days, especially over the weekend periods, where you have to nominate on a Friday for Saturday, Sunday, and Monday.


So these customers have very little ability to really go beyond this tolerance.  If you only have ten days of space at 330 units, and if you are keeping that at the 50 percent level, you only have a little over 150 units of gas in storage.  Well, if your CD is 100 and you have to manage a weekend unexpected either injection or withdrawal, then you may only have a day and a half of real gas that you have to be able to meet a consumption requirement through the, through a weekend, an unexpected generation signal through the weekend.


Similarly, if you end up expecting to generate over the weekend and storage gets too full, you need to manage that.  You need to get back down to that 50 percent level.  And if you're not expecting to generate for a few days or a few weeks because of the weather or whatever, you need to get back down to that reasonable balancing, get back down to the 50 percent level.  So having the flexibility to use that gas in storage to get rid of it to another location other than the plant is important to the generator, to manage that amount of inventory.


Given it is a relatively small amount of space, I mean the ability for the generator to really abuse this is very, very low, because it always has to stand ready, willing and able to generate on a short notice.  These signals can come in a matter of hours so it has got to have the space and the deliverability - the gas in storage and the deliverability - to meet that unexpected generation signal.


So it has to stand by ready to do that.  So its ability to go out and sell that to a third party is really very, very minimal because it has got to be able to have that deliverability to meet a generation signal.  So we don't see that as a real need here or a real concern for Union.


So, we don't believe that is a relevant concern they should have for generators.


MS. CHAPLIN:  So you are saying not only sort of the existing flexibility, but you would be -- your position would be that the generators, even with the CD minus DCQ, and whatever the multiple is of a DCQ for space, would also want the additional flexibility that Union -- formed part of Union's proposal originally?


MR. WOLNIK:  To rebalance the -- to get back to that 50 percent level.  It is important to kind of stay at that mid-range to be able to, to be able to either take more gas out of storage or put more gas into storage on short notice.


MS. CHAPLIN:  Thank you.


MR. KAISER:  Mr. Thompson, did you have something?


MR. THOMPSON:  Yes.

Further Submissions by Ms. Wong:

MS. WONG:  Mr. Kaiser, would you like me to respond to that first before you move on?


MR. KAISER:  Yes, go ahead.


MS. WONG:  The starting point is to remember that the small generators that Mr. Wolnik is talking about would still have the ability to use all of the transactional services that we have been talking about before.


We've got to keep in mind there is this balancing act, that if you give parties the flexibility, then it does really open up the possibility of them using it for market opportunities that we have talked about before and I don't want to beat a dead horse.  I think you are aware of that.  The other thing to keep in mind of course is that the 10X DCQ and -- or the ten days' worth of supply and that whole scenario was agreed upon by the large generators, and what Union is proposing is very similar to what already was agreed upon by the large generators.  So there is no need for the smaller generators to have something other than what was agreed upon by the large generators.


Thank you.


MR. KAISER:  Thank you.


Mr. Thompson.

Submissions by Mr. Thompson:

MR. THOMPSON:  Well, to answer the first question: Does the CD minus DCQ proposal affect our submissions on space?  The answer to that is "no", and I will try and elaborate on that a little bit in just a moment.


But just on a couple of points that Ms. Wong has made, the last one being that the large generators have agreed to the ten days or a proposition similar to that.  I want to emphasize that is non-obligated customers.  And our position is that what we are dealing with here is the DCQ obligated T1s.  That is our client's concern.  And they're quite different.


They do make the commitment to the system and their supporting system integrity, so the comparator is not a non-obligated customer as we made our point in our submissions.


The other point that I wanted to emphasize from IGUA's perspective is the evidence that you heard from all three of the customers.  They don't want to be traders.  They just want enough coverage for the variances between DCQ and consumptions on a daily and an annual basis.


So their submissions are made in that context.  The smaller generators, fine, they want to be in the market trading, that's fine.  They can choose the non-obligated service if it is available at the lower levels.  But our concern is the daily and annual coverage comparable to what bundled customers receive when the utility manages the storage.


On the point of this exposure to customers unfairly competing in the transactional services market, I would like to remind you of the evidence.  The only evidence we have had on the topic, really, came from Ms. Camara, where they did have a market, but that was all done with Union's consent.  


And the reality is, I am told, that the only withdrawals that come out of storage, T1, DCQ obligated T1s, are to the plant.  To get anything else, you need Union's consent.  If you want to change -- and I may have this wrong, but this is what I am told.


If you look at Union's website about balancing transactions and that kind of thing, you can't sell gas that you have in storage to somebody else without their consent.  So I would suggest that today Union really does control what's going in and out.


Obviously -- and they know the inventory that these people keep.  They have those balances.  So I would suggest that if they saw a situation where it was clearly not for inventory management purposes, they probably wouldn't consent to the transaction taking place.


So my sense is that there is a lot of, you know, statements being made about possibilities, but my clients are not trading in the market.  Dofasco made the deal with the marketer.  It was all above board.  Union actually encouraged them to do it.


CGC doesn't deal in the market.  Gerdau doesn't deal in the market.  So we don't really have any evidence of this great risk that Union says it faces, and I would ask you to take that into account.


The other aspect of it, because they have to consent to these transactions, nobody could do a firm market deal for any length of time.  It's all very risky, it seems to me.  So my understanding is that not many T1s actually do it, but Union will, I'm sure, tell me I am wrong.


Turning, then, to the space issue.  Our approach is we have the excessiveness audit and you only override those that are clearly excessive, and then once you have done your excessiveness audit, our position is the space, currently contracted space that isn't excessive rolls over subject to the trigger.
Our trigger is linked to spreads in the storage balance curve.  So it is not an AE calculation that engages the trigger.  It is a spread analysis.  And I won't repeat what's in the submissions on that point.


My understanding is that the deliverability parameters, whether it's pick a number within a range where the ceiling is CD or CD minus DCQ, which is our proposition - basically the status quo - or whether it is something else, doesn't affect the space curve plotting.  So when Union does that for a bundled customer, it is done on the basis of the annual requirements and the extent to which CD and DCQ will vary over the course of the year.


So I say CD minus DCQ doesn't affect the space trigger that we urge you to apply when considering to change any of the contractually -- contractual space allocations that will roll over because they're not excessive.


In terms of newly arriving customers, again, the space calculation is based on a -- it's a forecast, if there is no history.  Then as I understand -- and it's an AE calculation, then that then leads to a certain allocation of space.  And our proposition is that allocation would then be subject to this trigger that is linked to the space curve, not ongoing AE calculations.


That is for the seasonal customers.  For the non-seasonal, again, we are recommending that a forecast storage curve be used and that it be -- when history is available, it be updated with some actual and forecast, and that the space allocation be based on those spreads.  So the CD minus DCQ I don't think affects any of those calculations that we are recommending.


In terms of the CD minus DCQ proposal, I think, the first thing I have to get clear, is it firm and interruptible CD minus firm and interruptible DCQ?  Because a number of customers have both firm and interruptible.


MS. WONG:  Maybe I can just clarify that for you right now.  The proposal is firm CD minus obligated DCQ, firm obligated DCQ.


MR. THOMPSON:  Well, there again, that wouldn't work for a number of these customers that have interruptible capacity.  I would think it should be the combined firm and interruptible CD less the firm and interruptible DCQ to give them more deliverability than the 1.2 percent that was originally on the table.


The other aspect of the situation, though, that is of concern to my clients - and this relates to this document that I provided in the materials this morning, the schedule 2A - is that many of these customers, the T1 customers in both the grandfathered and the non-grandfathered category, for many of them, the CD minus DCQ amount for deliverability, the volume amount is less than DCQ.  You can see that in column I.


That creates a problem for customers in IGUA.  For those customers who have down time at any time during the year, they, under the current arrangement, would have an opportunity to select a deliverability amount that would accommodate having to inject their entire DCQ into storage on days when nothing was being consumed at the plant.


So CD minus DCQ, where the amount is less than DCQ, doesn't provide adequate coverage for those customers.


Now, Union, as I understand it is in effect saying, Well, don't worry about it.  When that happens, we can authorize it at cost.  The problem there is that it's then up to Union on a daily basis to tell us whether that is going to happen or not going to happen.  That creates problems for IGUA members, as I understand it.


So we think if you are trying to land on a volume as opposed to the select-within-the-range methodology that we suggest is more appropriate, that CD minus DCQ works for withdrawal, but it doesn't work in all cases for injection.  And for injection, the amount has to be DCQ to provide coverage for those people that will have to inject that into storage at some times during the year.


MS. CHAPLIN:  Mr. Thompson, would that requirement -- would you agree that that kind of requirement would be easily auditable?  In other words, it would be pretty easy to demonstrate that a plant was shut down, and, therefore, was requiring a level of deliverability equivalent to the DCQ?


MR. THOMPSON:  Yes.  Well, it is in all of their actual use charts.  In the number of graphs that they produced in their prefiled evidence, you may recall for some of the process they just had, you know, blocks of bars.  So, sure, they know where the customers need that kind of coverage, but it is a problem most of the, as I understand it, for most of our industrial members.


So it has to be addressed.  We think it's -- the selection with the range method addresses it, but if you are trying to land on hard and fast numbers, then that is one way to go about it.


On the issue of flexibility.  The way we would respond to that topic is this.  If there is any exposure of the DCQ-obligated T1s to pay market-based rates for the deliverability they need to balance variances between consumption and DCQ, so if that's in the mix, you've got market-based rates for some of that, then you have to have this added flexibility, because that's the only way these customers can monetize what they're paying market-based rates for, if they don't need it at that particular -- at any particular point in time.


So all of it, if that is the result, if we're not getting cost-based coverage with this CD minus DCQ withdrawal, DCQ for injection, or in some other manner, if we're not getting that cost-based coverage for all of that kind of service, and we're going to have to pay market-based rates for some of it, then all of that flexibility should stay in and there probably should be more in the sense that these people that pay market-based for something should have the right to sell it to somebody else without Union's consent.


Mr. Newton points out it is not just a question of monetizing.  It is a question of mitigating their costs that they are paying for market-based service.


So where does that leave us?  I think we say CD minus DCQ by itself doesn't work.  It needs more.  And we still think our range, selection within the range method that has been applied for 20 years work best.  But if you are going to have market-based deliverability exposure for this coverage for overs and unders, then we need all of the flexibility they're proposing, and more.


I hope that helps.


MR. KAISER:  Thank you.


MR. RUPERT:  Mr. Thompson, can I ask a question about -- I guess it touches on your proposal a bit.  But it has to do with the use of the storage beyond, separate from trading activity, if you will.  And that is, let me assume there is some process customer that has a fairly even load although they may shut down once in a while as you pointed out, but leaving aside the shutdowns.


Their corporate philosophy is we think gas is really cheap right now we are going to buy a ton we are going to burn it later in the year, not because of heating concerns just because we want to buy our gas that way.  We have our DCQ, but we want to do a bunch of transactions to pump this into storage as more of a price-management tool.  We think gas is cheap.  We think gas is going up.  We want to put it into storage.  We want to buy it, lock the price in.   We’ll use it later.  So ultimately at some point theoretically it will be used in the facility, it's not going to be sold off to a marketer.


Is that an activity that is, in your view, in IGUA's view, an appropriate activity to be allocated to cost-based storage for?


MR. THOMPSON:  Excuse me for a second.  Our answer to that is, yes, it is.  That need is measured by reference to plant operations.  Now, the extent to which you can do that depends upon the allocation of space that you have, and the starting point, for our proposals, is the currently agreed-upon contractual allocations, which were subject to automatic rollover in the absence of change.


MR. RUPERT:  I understand.


MR. THOMPSON:  So if you subscribe to our proposals, these customers are going to have space that is not materially excessive, based on our suggested space-excessiveness audit rules, and the constraint on their use of that would be, it has to be used in plant operations.


So if they have it, they keep it.  And they can keep it to use in plant operations.


If what they have allows for some of that kind of activity, then in sanctity of contract principles, I submit, which have to have some weight in these proceedings, would allow them to do just that.  I don't understand why this Board would be interested in interfering with those contracts, quite frankly.  They were negotiated in good faith by the people who negotiated them.  They have been operating for years.  They're part of the tools that these companies have for their operation of their plants, and we would submit, if the space that they currently have rolls over, and it allows for that kind of activity, then, yes, it's within the ambit of our proposal.


So Mr. Newton may want to embellish that some more; or have I covered it all?


MR. NEWTON:  I think Mr. Thompson has covered it.  I would just like to make one brief comment, and I would like to preface it by saying, I have no first-hand knowledge of whether my members trade or not.


But it just seems to me, sitting here listening to some of the discussion about, you know, right-sizing storage and policing activity, I don't know how you do that.  And I have been in the business for a long time myself.  And it just seems to me, where do you draw the line between an industrial customer aggressively managing his or her gas supply and transportation, and trading activity?


And the type of activity that you are asking about, Mr. Rupert, would someone want to buy gas if they felt they could minimize their costs, I would think they would.  I think that is aggressive gas management and I think it is prudent gas management in order to balance your load at the plant.  I don't consider that to be trading activity, but someone else may not.


When I think of trading activity, I think of someone going into the market intentionally to make money on trading activity, you know, not -- it has nothing to do with balancing your consumption at the plant.


So I guess from an industrial's perspective, I think the right-sizing approach is very bothersome, because there will be significant operational implications on industrials.  There will be significant financial cost implications.  There will be contractual implications.  Some folks may have to unwind contractual agreements that they have in place today and there could be resource implications, as well.


MR. RUPERT:  Thanks.


MR. KAISER:  Ms. Wong.

Further submissions by Ms. Wong:

MS. WONG:  Thank you, Mr. Chair.  On the very last point that Mr. Rupert raised, this really takes us right back to the CGC situation and what they were doing.  As part of Mr. Thompson's submissions, he made the point, I believe, that what CGC was doing was perfectly acceptable and it really does come down to the question you asked whether, as a matter of policy, the kind of price-hedging or cost-hedging that CGC clearly said they were doing is something that ought to be done with cost-based space.


Union believes that it is not appropriately done on a cost-based space.  It ought to be done at the market- based space if parties want to do that.  And it is -- using cost-based space to do it would be contrary to IGUA's proposal, that space ought to be allocated the way it is allocated to the bundled customers.  The bundled customers don't get the ability to do that.


Union uses storage for them to or -- Union submits what ought to be happening is load balancing ought to be to balance obligated supply with a variable loads of the plant over the year.  That was the idea that underlie aggregate excess and that was the idea that underlied (sic) the 10X DCQ proposal, that it was for load balancing of obligated supply, and anything over and above that was to take advantage of market opportunities which ought not to be cost-based space.


Mr. Thompson indicated that the customers are interested in trading and that is why Union took the additional flexibility off the table and said, Okay, if you don't want it, then perhaps we can live with this CD minus DCQ, and he indicated that customers are constrained from entering into transactional activity because of the need to get Union authorization.


That was the whole point of my submissions earlier today, that the flexibility really does have to come off the table in order for there to be some constraints on the customers.  If there is the additional flexibility that APPrO is asking for, those constraints have gone and the customers will have a greater ability to use the space and the deliverability for market purposes and that Union doesn't have any effective way of monitoring.


With respect to the question of whether deliverability should be set at the greater of CD minus DCQ or DCQ, IGUA's position is that there are some times when the customers actually do need to inject their DCQ, and Union has dealt with that at paragraph 65 of the reply.  But it might be helpful if I took you through that, because Union really doesn't believe that you ever need that DCQ to inject.


If the plant is shut down and they're using absolutely no gas, the customer can seek authorization to inject an authorized overrun.  Union will grant that so long as there is system capacity to do that.


Now, Union can't agree to that upfront and say everybody gets that right, because there might be system constraints.  But on days when there are system constraints where Union can't allow all of the DCQ to go in, those will be days when Union will be happy to let the customer shed supply and will authorize the customer to shed that supply.


So there is never a time when the customer has to bring it in and has nowhere to put it.  They either get to put it into storage or they don't get to bring it in.  And that's why we say CD minus DCQ is sufficient.


However, Mr. Thompson indicates that in the event that -- I think what he was getting at is if it is only CD minus DCQ, then what he would ask the Board to do is grant the flexibility to help the parties that might want DCQ, and if the choice is, Does the flexibility or does deliverability get set at DCQ, or is it CD minus DCQ with the flexibility, Union's preference, I think, would be that it should be DCQ without the flexibility.


We think CD minus DCQ is the right number, for the reasons set out in all of the arguments, but if the Board is so inclined to go to DCQ, then it would be better to go to DCQ without any flexibility other than -- rather than to give them CD minus DCQ plus the flexibility.


Have I made that clear?  It was a bit convoluted.


MS. CHAPLIN:  I have no idea if this is feasible or not, but is there scope to have DCQ other than on days -- I mean, what are the limitations for Union authorizing DCQ on those days when it is a plant shutdown?  Clearly that is an unambiguous situation, I assume.


MS. WONG:  The problem is, as I indicated earlier, there might be system constraints which might make it difficult for Union to authorize the injection.


MS. CHAPLIN:  Okay.


MS. WONG:  But on those days when there are system constraints, Union would allow them to shed the supply, because the system constraint means when want to shed supply; all right?  So there is never a time when the customer has no option.


MS. CHAPLIN:  Okay, thank you.


MR. KAISER:  Thank you.

Further submissions by Mr. Wolnik:


MR. WOLNIK:  Mr. Chair, maybe just one comment.


In terms of sort of the ability for Union to accommodate either suspensions or overrun rights, one thought to make the market more efficient and make it easier for everybody, rather than customers having to call in every day, including the summertime, for instance, for a suspension that probably has almost a zero chance of being rejected, perhaps the more efficient way of dealing with this is for Union to maybe notify customers via posting on the website when it would accept suspensions or not accept suspensions, or overrun injections or even within limits.


So there may be better ways of managing that activity rather than having to call on a regular basis, if they just give a blanket order that all summer there is no problem, or, alternatively, on those few days maybe in the shoulder months when there is a problem, they could put that notice on the website to make it easier to accommodate those arrangements.


MR. KAISER:  Any comment on that, Ms. Wong?


MS. WONG:  I am told, Mr. Chair that is certainly something that Union would be prepared to consider and could possibly do.


MR. KAISER:  Thank you.

Submissions by Ms. DeMarco:


MS. DeMARCO:  Mr. Chair, it might be appropriate for me to make my submissions at this point, given that Mr. Wolnik's comments, in part, anticipate Innophos's concerns.  If I can do that just by making three points, one is some background on the context of who Innophos is.  It is a phosphate company that is facing the greening of the industry, so currently in a process of significant change industry wide and often has very rapid requests for changes in its production style and type that result in quite significant changes in its gas consumption pattern.


First, in relation to the new deliverability proposal pertaining to CD minus DCQ, I do think that this is a positive development, but our concerns rely or relay around how the discretion is exercised by Union and the time lag associated with the request for authorizations or suspensions or the allowances to shed gas, however they may occur.


Certainly to the extent that there is a time lag, you may have, in effect, negated the benefit of Union's indication that it will, in fact, authorize those suspensions or allow entities to shed gas.


So if there was a mechanism that automatically allowed for pre-approval of those authorizations, I think that would certainly go a long way and be very beneficial to allowing customers, such as Innophos, who are in precarious situations, to address the issue of managing those shutdowns that are often unexpected, often customer-motivated and they're customer motivated and responsive to their customers' demands, and certainly I think would be beneficial to resolving the issue overall.


Whether that is done through CD minus DCQ plus flexibility, or an automatic mechanism, I think is a broader policy discussion.


We would like some opportunity to think about that based on whether or not Union can, in fact, automatically accommodate that authorization.


In response to Mr. Rupert's question pertaining to whether or not that changes our position pertaining to storage in and of itself in the allocation, no, it does not.


Given the nature of Innophos's business in the marketplace, they have asked for a three-year transition period and that request still stands.


MR. KAISER:  Thank you.  Yes, Mr. Thompson.

Further submissions by Mr. Thompson:


MR. THOMPSON:  Thank you.  If I could just respond to a couple of points Ms. Wong said, one about DCQ.  I am not quite clear, but it sounded to me like Union was saying we have to pick one number, and it sounded to me like they would say DCQ and no flexibility.


The only thing I wanted to point out was deliverability for customers whose CD minus DCQ is greater than DCQ need withdrawal rights at CD minus DCQ.


So it wasn't clear to me whether that was -- whether she was agreeing with CD minus DCQ withdrawals and DCQ for injections, or whether it was simply one number, being DCQ.  And that won't work for my friend, Mr. Ryder, and others.


MS. WONG:  I wasn't actually agreeing to either.  What I was suggesting was that Union believes that CD minus DCQ is appropriate in all circumstances for the reasons I gave.


But if the Board disagreed and accepted IGUA's view that in some cases customers might need the higher of DCQ, then Union's preference would be, if it was going to be CD minus DCQ or DCQ, the greater of, then there should be no flexibility whatsoever.


Mr. Thompson, in your submissions you had indicated that if the Board perhaps rejected your submission and decided it should only be CD minus DCQ, then you would be asking for the flexibility.


MR. THOMPSON:  Right.


MS. WONG:  Union's position is the flexibility should not be available in any of these scenarios above 1.2, because it is giving the customers too much deliverability to participate in the market for the reasons we have talked about.


So we would be more -- we would think it would be more appropriate, if necessary, to give more deliverability without the flexibility.


MR. THOMPSON:  And we would accept that.  We don't need the flexibility if we have that CD minus DCQ or DCQ, whichever is the higher.  We think that is appropriate.


I just wanted to also touch on the CGC, because we do address this in our written argument.  I don't want to repeat it.  The CGC case is, I think, one that fits and we make this submission within the justifiable non-standard allocation concept.  What we, in terms of our decision tree, we go through the material excessiveness calculation and you will see that in our schedules and we identify, in that exercise, CGC as one that has at first blush a materially excessive allocation.  But in your NGEIR decision, you do allow for non-standard allocations and justification for non-standard allocations.


For the reasons we submit in our argument, we suggest that applies to CGC, because the reason they got that stuff in the first place was because there was nothing available on TransCanada Pipelines.


So the acquisition of this space that that company has under contract was for delivery-related purposes.  No space available on TransCanada.  So they got something from Union that enabled them to balance their loads for use at the plant.


I submit, for the grounds that we have outlined in our argument, that it would be inappropriate to interfere with that particular arrangement.


On the other ones that we have identified in our excessiveness analysis, in the non-standard justification column, we just have a question mark because we don't know whether any of those other customers can make a case on that issue and in our process suggestions, we indicate that they should be allowed that opportunity, if they wish to pursue it.


Thank you.


MR. KAISER:  Ms. Young.

Submissions by Ms. Young:

MS. YOUNG:  Thank you.  Just three or four brief comments.


When we considered the CD minus DCQ matter, we did it in the context of the industrial customers whose T1 contracts Aagent manages, and in doing our calculations we determined that some of those customers, in terms of the amount of cost-based deliverability they would receive, would be worse off than under Union's original proposal of 1.2 percent.


Of course the reason there is because, with high load-factor operations for process load, the difference between CD and DCQ is going to be quite small.


But the challenge, as Mr. Thompson pointed out, is on the injection side, where CD minus DCQ limiting the injection when the plant is down to that level, simply doesn't -- doesn't meet requirements.


Aagent didn't make any submissions in its argument about the methodology for allocating cost-based storage, but we certainly did make submissions on the additional flexibility issue.  And as we know, with the CD minus DCQ proposal, that additional flexibility would come off the table.  That removes an improved level of flexibility, in our view, for T1 customers to manage their total gas supply costs.


As we stated in our argument, that additional flexibility allows the authorization -- Union authorization requirement to be removed.  So it allows transactions to be completed in a more timely way.  So opportunities aren't lost, opportunities in the market, and they certainly are with the authorization process, because of -- simply because of the time involved.


So our conclusion was that, from our client's perspectives -- perspective, Union's original proposal - and we were only comparing it to the original proposal of 1.2 percent cost-based deliverability and market above that - with the additional flexibility that they would probably be better off.


Having said that, if -- we are also of the view that if – again, Mr. Thompson touched on this - if any component of the service is at market-based charges, then the additional flexibility is a must, because you have to have access to the market opportunities, and that's the way to get it.  Otherwise, you are restricted by the authorization process.


Those are my submissions.  Thank you.


MR. KAISER:  Thank you.


MS. CHAPLIN:  Ms. Young.


MS. YOUNG:  Yes.


MS. CHAPLIN:  You have commented that one of the reasons for wanting the additional flexibility is because of the timeliness of entering into transactions.  Mr. Wolnik has suggested that Union look into whether or not it can actually improve the timeliness.  I gather that Union is amenable to that.  Would those sorts of improvements address some of the concerns if there was in effect preauthorized overruns for certain periods?


MS. YOUNG:  They may, yes.  It is probably worth looking at.  I have to admit I haven't given it a whole lot of thought.  But one of the issues now is that the -- same-day transactions with the authorization process are difficult, and that's key to the efficiency and effectiveness.


MS. CHAPLIN:  Thank you.


MR. KAISER:  Anyone else?


MS. WONG:  I just have one point, and also one question.  On the point as to whether -- Ms. Young had raised, whether, if there is any element of market-based services in the T1 contract then the flexibility would have to be there.  I would remind the Board that the T1 customers are entitled to, over and above their T1 contract, enter into market-based transactions with Union where they can buy market-based storage and do whatever they want with that, within the parameters of that service.


So if customers find that the cost-based allocation that you give to them is not sufficient for their needs, then they can go out and get the market-based service and use that for their needs and make use of the flexibility there.


My question is simply, Mr. Kaiser, you had indicated earlier that we would get some time to respond in writing to the schedule that went in today.  If I could get some direction as to when I have to give you my written submissions on that.


MR. KAISER:  Would Wednesday of next week be okay?


MS. WONG:  That would be fine.


MR. KAISER:  Okay.  Anything further?


All right.  Thank you very much.


--- Whereupon the hearing adjourned at 11:15 a.m.
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