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Thursday, November 8, 2007


--- On commencing at 9:04 a.m.


MS. CAMPBELL:  Good morning.  This is a technical conference being held in EB-2007-0724 and -725, which is the implementation of the cost allocation portion of the NGEIR decision which was released November 7th, 2006.


I would ask, first of all, that we have appearances from those who are present.  You have to wait a bit.  It takes a couple of seconds to come on.

Appearances


MS. WONG:  Let's just do our little switch-around.  Sorry.


MS. CAMPBELL:  That's okay.


MS. WONG:  Sharon Wong for Union Gas, and I have with me Mike Packer and Marion Redford.  I will introduce the panel of witnesses at a later time.


MR. THOMPSON:  Peter Thompson for IGUA.  Sorry.


MR. MORAN:  Pat Moran for APPrO.


MR. CASS:  Fred Cass for Enbridge Gas Distribution, with Robert Bourke and Robert Rowe.


MR. RYDER:  Alick Ryder for the City of Kitchener and Mr. Gruenbauer for the City of Kitchener.


MR. AIKEN:  Randy Aiken, London Property Management Association.


MR. BUONAGURO:  Michael Buonaguro, counsel for VECC.


MS. LANDYMORE:  Heather Landymore for Innophos Canada Inc. and TransAlta Co-Generation LP and TransAlta Energy Corporation.


MS. YOUNG:  Valerie Young, Aagent Energy Advisors.


MS. CAMPBELL:  Okay.  Donna Campbell for the Ontario Energy Board, and the proper thing to do, probably, right now is, Sharon, if you could introduce the panel, and then we can start with the questioning.

Procedural Matters


MS. WONG:  Sure.  With us this morning from the panel, on the far right is David MacEacheron.  He is the strategic manager for industrial markets for Union.  He is responsible for managing Union's relationship with its large industrial contract customers.  Dave will be speaking about implementation issues.


In the middle is Libby Passmore.  Libby is the manager of product and process development, and she will be dealing with questions about the methodology for space allocation and also dealing with any questions regarding the tables in the various interrogatory responses.


On the far left is Drew Quigley.  He is the manager of integrated gas supply planning.  Drew leads the group that prepares the annual gas supply plan for the bundled in-franchise customers.  He will be speaking about deliverability issues.


Before I turn the witness panel over for questions, I just had a few corrections to be made to some of the evidence.  The first correction is in the initial filing of evidence, which was made in February.  At page -- give me a minute to find the page. 


Page 23.  There is a date there that says March 31, 2008.  That was the date on which Union was proposing to provide transition services for some grandfathered customers after that date.  Due to the passage of time, we're proposing to make that date March 31, 2009 instead, so add one year to that.


The other three changes are in interrogatory responses, and these are true typos.  The first one is in the response to IGUA question 5, so it is Exhibit A2.5.  Towards the end of that answer there is a reference.  The very last word is "Exhibit B1.2".  That actually should be a reference to Exhibit A1.2.  There are no Exhibit Bs.  The 1.2 refers to the attachment to the supplementary evidence.


It's a similar mistake on the answer to question 17 of IGUA, so it is Exhibit 2.17.  Once again, there is a reference to Exhibit B2.11, and that should be Exhibit A2.11.  That's IGUA 17, and that's in the first sentence of the answer.


MR. THOMPSON:  Right.  Got it.


MR. RYDER:  A1 or...


MS. WONG:  I think it actually should be A2.


MR. RYDER:  The first one in Exhibit A2.5, should that be A1 or A2?


MS. WONG:  A2.2.  Sorry.


The last one is in the responses to London Property Management and it's interrogatory A3.8.  The reference in the first line to Exhibit B1.2 should be B2.2 -- A2.2.  There we go.


Finally, down to the last one.  The last one is, on the package we handed out this morning, were the answers to some of Kitchener's interrogatories.  The first question, the response should have been a response confirming the question.  All right.  So that is not an undertaking.  So the question is:

"Please confirm that Union's proposal to charge market prices for deliverability services..." 


That question is confirmed.


Those are all of the corrections, I believe.


MS. CAMPBELL:  Thank you.  I believe, Mr. Moran, that you requested to go first with your questions.

UNION GAS LIMITED - PANEL 1 David MacEacheron, Libby Passmore, Drew Quigley

Questions by Mr. Moran


MR. MORAN:  Yes, thanks.


I wonder if you could just turn up page 9 of 26 of your original filing.  From lines 4 to 11 you set out three principles that you say guide your approach to storage allocation.  The first one you indicate is that cost-based storage is intended to reasonably meet a physical need at a customer's end-use location.  The second one is cost-based storage is required to balance customers' obligated supply.  The third one is cost-based storage should not be linked to any specific customer gas supply plan and resulting requirements.


I take it that if you are a non-obligated customer, you would be focussing more on the first principle, obviously, rather than the second principle; is that correct?


MS. PASSMORE:  Yes, that's correct.


MR. MORAN:  I wonder if you could just elaborate or help me understand what you mean by the third principle.


MS. PASSMORE:  The directive that we are responding to in this evidence is to determine appropriate amount of cost-based storage for customers with an obligated supply in varying end-use consumption.


Therefore, what we were determining in our response is amount of space that would meet any of the fluctuations between that obligated supply and variable end-use consumption, and it would be consistent obligated supply.  

MR. MORAN:  All right.  So when you say "Cost-based storage should not be linked to any specific customer gas supply plan and resulting requirements", what do you mean by that?  

MS. PASSMORE:  We mean that the cost-based storage would be allocated to meet the needs as the service is defined, and the service for this class of customers, for which we are developing this methodology, determines the space needs to meet the needs of our obligated gas supply and variable end-use consumption.  

MR. MORAN:  All right.  So the focus then, if I understand what you're saying, will be on the type of need that a particular class of customers needs as opposed to the individual need of an individual customer?  

MS. PASSMORE:  That is correct.  

MR. MORAN:  All right.  Thank you.  

Moving, then, to the proposal that you have with respect to non-seasonal or process-type customers, the ten times proposal.  Could you describe what the injection and withdrawal en entitlements are that come with that space.  

MS. PASSMORE:  Well, the injection/withdrawal entitlements, the customer will select those and our proposal is that 1.2 percent of that injection/withdrawal would be at a cost-based price.  But the customer will determine the overall level of injection and withdrawal it wants.  

MR. MORAN:  Do you agree that a customer that has an obligated DCQ delivers system benefits as a result?  

MS. PASSMORE:  Yes.  

MR. MORAN:  In a situation where such a customer is shut down and could be facing significant injection rates, how do you balance what is appropriate to charge to that customer against the system benefits that a DCQ customer delivers?  

MS. PASSMORE:  You'll have to clarify that question.  

MR. MORAN:  All right.  I think you have agreed, and I don't think it was controversial, there are system benefits when you have a customer delivering volumes of gas every day or obligated to deliver a volume gas every day.  

Given that there are benefits to the system, and given presumably you're going to charge the customer for the injections that it would be required to make when, for example, it is shut down, how do you balance what you charge the customer for that additional injection requirement against the benefits to the system?  Do you factor that into what you will charge for those additional injection rights -- or requirements, I'm sorry.  

MS. WONG:  Pat, can I just clarify the question.  Are you asking about this balancing with respect to what would be charged for the market rates or for the cost-based portion of the deliverability rights?  

MR. MORAN:  Well, let's start with the cost-based portion, where a customer has to engage in more injection than it thought it would as a result of a shutdown and, you know obviously Union will consider charging for that additional service.  How do you factor in the costs of that service against the system benefits?  Or do you take it into account at all in setting that cost?  

MR. MacEACHERON:  The cost of that service is related to the cost of the activity, and that being the injection.  The obligated supply is not related to that.  

MR. MORAN:  Okay.  Now, in the aftermath I guess of the NGEIR proceeding where one can consider alternatives for additional deliverability, if you have a generator who decides that it's going to go with some kind of alternative balancing option, what's Union's position with respect to having to accommodate the delivery of that alternative service?  

MS. PASSMORE:  What would the alternative service be?  

MR. MORAN:  Well, let's start with the principle, first.  If someone is in a position to meet their balancing needs through a service other than what Union would provide, what's Union's position with respect to accommodating the delivery of that service?  What principle will you operate on?  Will the principle be you will do the best you can to accommodate that?  

MS. PASSMORE:  To the extent possible.  

MR. MORAN:  Right.  Let's look at a couple of specific examples.  If that alternative service is in Michigan, for example, how will Union accommodate the delivery of that service to the end-use in-franchise generator on a firm all-day basis if it is delivered to Dawn by the Michigan provider?  

MS. PASSMORE:  The gas would arrive as incremental supply on Union's system and would be factored -- incremental supply is another source to meet the customer's end-use consumption.  So that would be quite simple.  

MR. MORAN:  So if I can find a provider who is prepared to provide me with a firm, all-day service for intra-day balancing purposes and can deliver that to Dawn, do I understand you to say that Union will then ensure that it's delivered across the Dawn hub to that customer on the same basis, on a firm, all-day basis?  

MS. PASSMORE:  At this point in time the T1 customers have the four NAESB windows in which they could increase or nominate their increments of supply on to Union's system.  So at this point, we haven't evolved to having a firm all day to the T1 customers.  

MR. MORAN:  So the answer to my question would be, you would not accommodate the delivery of that service across the Dawn hub; right?  

MS. PASSMORE:  We have not evolved to that stage as of this point.  

MR. MORAN:  All right.  So you wouldn't be able to do that?  

MS. WONG:  Well, I don't think she is saying that.  I think she is saying they haven't dealt with the issue and that issue isn't part of these proceedings, Mr. Moran.  This proceeding is to deal with storage allocation.  Not to the power generators but to people with obligated supply.  

MR. MORAN:  I am not going to comment on whether it is that narrow or not.  My question simply is whether you could accommodate that service, or not.  And I think you have said no, at this point you can't. 

MS. PASSMORE:  I think we have said we would be prepared to evolve to that.  

MR. MORAN:  All right.  You are prepared to evolve to that.  I wonder if I could understand what you mean by that.  

MS. WONG:  I was going to cut in and say, I don't think the witnesses are prepared to deal with those questions, because those questions aren't within the scope of this proceeding.  So if the witness has an answer that she can give you, I am prepared to let her give you the answer but if she is not prepared to deal with it, then I will object to the question.  

MR. MORAN:  This process is intended to determine what -- how the reasonable balancing needs of customers are going to be met.  Union has proposed a couple of allocation methodologies.  There may be customers out there with some other ideas of their own about how that might work.  

In the context of ensuring that the reasonable needs of a customer -- balancing needs of a customer can be met, this question is attempting to understand the context for the limits on what those are, and I think it is certainly within the scope of this proceeding.  

So in terms of whether you can accommodate the short-notice, firm, all-day services from the other side of the Dawn hub, I think I hear you.  You can't do that today.  You say you are prepared to evolve to that, and I am just trying to understand what you mean by that.  

MS. WONG:  The witnesses aren't prepared to deal with those questions, Mr. Moran, and I am going to object to the question.  

MR. MORAN:  I will move on.  If TransCanada Pipeline, as you know, has a short-notice balancing service with 96 nomination windows and can deliver that service to the Dawn hub, I take it your answer would be the same with respect to a service like that from TransCanada Pipeline.  You can't accommodate that what across the Dawn hub at this point, right, for delivery to an in‑franchise customer?


MS. PASSMORE:  I don't know.


MR. MORAN:  Is that something you need to go back and check?


MS. WONG:  I am not prepared to give that undertaking, for the reasons I just said.


MR. MORAN:  If a specific provider like TransCanada Pipeline came to Union to say, I want to provide my short-notice services to one of your end-use customers, can we work out an arrangement between the two of us to make this work, what would your position be?


MS. PASSMORE:  My understanding is these are not topics for the issues list, what we're speaking of today.


MS. WONG:  Mr. Moran, we're here to talk about storage allocation.  I don't believe your question has to do with anything on the issues list.


MR. MORAN:  I take it you are not going to answer that question either?


MS. WONG:  That's right.


MR. MORAN:  Okay.  If I am a customer that has a blend of heat sensitive and process load, would Union be prepared to accommodate a hybrid storage allocation?  As things stand at the moment, you're proposing two allocations, one for the heat sensitive load, one for the process load.  If I am a customer that has both types of load, would you accommodate a hybrid approach for that customer?


MR. MacEACHERON:  I would say the answer to that is no.  We have the aggregate excess methodology right now for the seasonal type customer, and we're proposing additional methodology for the more process-driven load type customer.  And in our proposal, we're saying the customer can pick either one of the two.  I think it would become a little bit difficult to blend them, and that is not our proposal.


MR. MORAN:  No, I understand it is not your proposal.  If I can say to you, I have this load that's seasonally driven and I've got this load over here that's process driven, can I choose the seasonal methodology for that, for the first load, and the process methodology for the process load as two separate loads?  Is that something that you would accommodate?


MR. MacEACHERON:  And those two loads, are they through the same meter and under the same contract?  Then they would be viewed as one delivery, re-delivery point.  And we would offer either one of the two methodologies, aggregate excess or the one that we have now, and the customer is to pick.


MR. MORAN:  Okay.  So at this point you say that you wouldn't be able to accommodate that split load?


MR. MacEACHERON:  That is not our proposal, that's right.


MR. MORAN:  Is there any reason, other than the fact that it's not your proposal right now, why you can't?


MR. MacEACHERON:  It's just yet another methodology you might say, which -- when we develop this proposal, we took the Board's direction that they wanted something that was clear and standardized and consistent, and when we start to get into a hybrid of the two, then we might be moving away from that directive that we received to develop something that was consistent and standardized, and, thus, we have the one proposal or the other proposal.  And the customer can pick the optimum space allocated, determined by either proposal.


MR. MORAN:  Okay, one last question.  Union's park and loan service, can you confirm that that is an interruptible service and isn't available on a firm all-day basis?


MS. PASSMORE:  I don't know.


MR. MORAN:  Could you undertake to confirm that, please?


MS. PASSMORE:  Yes.


MS. WONG:  Yes, we will.


MS. CAMPBELL:  Thank you.  That will be ‑‑ just a procedural matter here, housekeeping matter.


Despite Mr. Schuch's decision to be creative yesterday with UE, we have decided it makes more sense to call them TCU, as in technical conference undertaking.  So this will be the technical conference undertakings for day 2.  There will be renaming of day 1, which only had, I think, a handful.  So this will be TCU2.1.

UNDERTAKING NO. TCU2.1:  UNION TO CONFIRM THAT THE PARK AND LOAN SERVICE IS AN INTERRUPTIBLE SERVICE AND IS NOT AVAILABLE ON A FIRM ALL-DAY BASIS.


MR. MORAN:  Union to confirm that the park and loan service is an interruptible service and is not available on a firm all-day basis.


MS. CAMPBELL:  Thank you.


MR. MORAN:  Those are all of my questions.  Thank you very much.

Questions by Mr. Thompson


MR. THOMPSON:  I guess I am next.  There is a lot of ground to cover here.  You will need your evidence filings, the February 2 and November 2 filings.  You will need the interrogatory responses that you provided to IGUA and others.


I would like to start, if I might, with just a little bit of history.  Perhaps I will direct these questions to you, Ms. Passmore, and you can hand them off if they're not your bailiwick.


I am interested in determining the delivery services Union was offering to direct purchasers prior to the 0017 decision and prior to NGEIR.  Can you help me with that, please?


MS. PASSMORE:  Would you clarify?  What do you mean by delivery services?


MR. THOMPSON:  Delivery services for direct purchase customers, that would be distribution, load balancing.  It could be upstream transportation.  I can lead you here, but perhaps you could tell me the menu of services that were available prior to 0017 and prior to NGEIR.


MS. PASSMORE:  All right.  So if I can ask for clarity, are we trying to speak to the difference between system customers, bundled direct purchase customers and semi‑unbundled direct purchase customers?  Is that what we are asking about?


MR. THOMPSON:  Let me try it this way.  The delivery services ‑‑ my understanding of the delivery services you offered to direct purchasers at the time of 0017 were western T-service; is that correct?


MS. PASSMORE:  Western T-service?


MR. THOMPSON:  Western bundled T-service?


MR. MacEACHERON:  Within the western delivery point.


MS. PASSMORE:  Okay, yes.


MR. THOMPSON:  Ontario bundled T-service?


MS. PASSMORE:  Yes.


MR. THOMPSON:  And those would be under the -- either M4, M7 rate schedules, for example?


MS. PASSMORE:  Yes, as well as M2 and M5.


MR. THOMPSON:  All right.  Then there was the T1 service; correct?


MS. PASSMORE:  Okay.


MR. THOMPSON:  The T1 service you described as -- or I think Union describes it as semi‑unbundled?


MS. PASSMORE:  That is correct.


MR. THOMPSON:  Could you just tell me what that means?


MS. PASSMORE:  Okay, that's fair.  Well, let's go back to bundled, and I think the most appropriate way to try to compare the services are what costs or what rate the customers pay, and then the amount of management or the amount of involvement the customers require to be in the service.


So if you start with the bundled customer, that customer pays a rate class average price for the combined space and deliverability in the rate, and that reflects what the rate class average uses.  All right.  


The bundled customer also pays a cost of carry on the inventory that is used to enable these customers to draft storage up to their BGA curve, all right.  So they have a BGA and the bundled customers also have no unique allocation of storage or deliverability.  

So that is what the bundled customer pays for.  In return, there is very little management on the bundled customer's behalf.  He could nominate his DCQ once a year if he wanted to, often more, up to nominating it monthly at the beginning of the month.  They have no-notice consumption.  No requirement to notice -- to nominate their consumption.  The customers have annual balancing and then they have two checkpoints.  So there are two times in the year that they have to be on their BGA curve.  

Now, you move to semi-unbundled and what customers when they left the semi-unbundled service, they're looking for cost savings or efficiencies because they believe they can manage the service more efficiently than Union Gas can, and you look at the rate structure here, is you really pay for what you elect.  

So there is a separate election of the amounts of space and deliverability that the customer wants.  The customer cannot draft.  They stay within their storage space.  So part of the price savings is that there is no cost of carry in the rates.


The customers are expected to use other services that are cheaper than paying for Union to balance, that is why the customers decided to move to that service.


The customer remains -- the semi-unbundled portion of it is the customer does remain no-notice consumption.  He must stay, though, within his -- there is more management involved because he must stay within his contracted space.  He is expected to be managing his gas supply versus his consumption using services other than storage and deliverability.  And it remains, though, that the cost-based storage services are for the needs and use of his meter or end-use locations.


MR. THOMPSON:  Okay, well, I am glad I asked that and allowed you to read your prepared text but let me come back to some characteristics of the service, the Ontario bundled T-service.  This was the subject matter of an interrogatory, Exhibit A2.4.


This service, would you agree, first of all, calls for the direct purchaser to oblige to deliver 1/365th of its estimated annual consumption to Union; correct?


MS. PASSMORE:  The customer does have a contract, an obligated DCQ.  We also have a suite of transactional services the customers are very familiar with, and can use to mitigate supply, if their consumption is not matching the original forecast.  

MR. THOMPSON:  I didn't ask you about transactional services.  I just asked you about the DCQ feature of bundled delivery service.  That exists; correct?  

MS. PASSMORE:  That is true. 

MR. THOMPSON:  It's 1/365th of the customer's estimated annual consumption?  

MS. PASSMORE:  That's correct.  

MR. THOMPSON:  All right.  And was the purpose of that to assure that the customer operated upstream of Union at 100 percent load factor?  Do you know?  

MS. PASSMORE:  No, I don't.  

MR. THOMPSON:  Were you around when this service was initially designed?  

MS. PASSMORE:  No, I wasn't.  

MR. THOMPSON:  Okay, I was.  All right.  

In any event, whether that was its objective, that is what it does.  It enables the customer to operate upstream at 100 percent load factor.  Fair?  

MS. PASSMORE:  I'm not going to agree to that.  

MR. THOMPSON:  You don't understand the question or you just can't answer it?  

MS. PASSMORE:  I'm saying I'm not agreeing to it.  

MR. THOMPSON:  You don't agree with that?  Why not?  

MS. PASSMORE:  I don't understand upstream at 100 percent load factor.  

MR. THOMPSON:  Well, if I am bringing down the same amount day in and day out on upstream transportation, I understand that to be operating at 100 percent load factor.  Is that your understanding?  

MS. PASSMORE:  Yes.  

MR. THOMPSON:  Okay.  And so 1/365th DCQ is, the purpose of it is to enable the customer to bring to Union day in and day out the same amount.  Correct?  

MS. PASSMORE:  That's correct.  

MR. THOMPSON:  Okay.  So I am suggesting that means the customer operates upstream at 100 percent load factor.  Do you agree?  

MS. PASSMORE:  That's fair.  

MR. THOMPSON:  Then, in terms of what happens when the molecules get to Union under this service, my understanding is -- and correct me if I'm wrong -- to the extent the DCQ is less than the consumption at the plant, the difference goes into a banked gas account; is that right?  

MS. PASSMORE:  I would say difference is tracked in a banked gas account.  A banked gas account is a calculation.  

MR. THOMPSON:  All right.  Physically, the gas probably goes into storage, but it could go elsewhere.  I take your point.  And the banked gas account is a tracking device?  

MS. PASSMORE:  That is correct.  

MR. THOMPSON:  Okay.  And to the extent that the CD exceeds DCQ, then there is withdrawals from the banked gas account.  

MS. PASSMORE:  I am assuming that you are saying, to the extent that a customer's daily consumption...?


MR. THOMPSON:  Sorry.  That's what I meant, yes.  That's the way I use CD sort of -- you are thinking of it as max daily contractual consumption. 

MS. PASSMORE:  Contracted parameter. 

MR. THOMPSON:  You hold that thought and let's call it daily consumption. 

MS. PASSMORE:  Okay. 

MR. THOMPSON:  So to the extent their daily consumption exceeds the DCQ, then there is a debit to the banked gas account. 

MS. PASSMORE:  That is correct. 

MR. MacEACHERON:  Unless the customer has brought in incremental supply on that day.  

MR. THOMPSON:  I'm sorry?  

MR. MacEACHERON:  Unless the customer has brought in incremental supply above and beyond their DCQ.  

MS. PASSMORE:  And that can happen.  

MR. THOMPSON:  You have lost me.  What do you mean?  

MR. MacEACHERON:  If the plant is burning 100 units and the DCQ is at 80, then one of the options is that 20 could come from the banked gas account, or the customer could have made alternate arrangements on that day and delivered incremental gas in addition to his 80 units, an extra 20, 25 units, whatever.  

MR. THOMPSON:  Well, how does that work?  Do they phone you up and say, Don't debit my banked gas account?  

MS. PASSMORE:  Yes.  They phone us up and ask for authorization to bring in incremental supply. 

MR. THOMPSON:  And don't debit my banked gas account?  

MS. PASSMORE:  It won't net in a debit to their banked gas account.  The customer brings in incremental supply plus the DCQ...

MR. THOMPSON:  Bundled customers?  

MS. PASSMORE:  Yes.  

MR. THOMPSON:  I see.  In any event, forgetting the incremental supply phone call, it will come out of the banked gas account.  

MS. PASSMORE:  It would be tracked as a reduction in the paper banked gas account. 

MR. THOMPSON:  So whatever the customer's consume at their end-use location, Union provides -- leaving aside this, I'm going to get it somewhere else scenario -- Union provides that and manages the overs and unders?  

MS. PASSMORE:  That is correct.  

MR. THOMPSON:  And am I correct that in the bundled scenario, the banked gas account at some points can be in a negative position?  

MS. PASSMORE:  Yes.  

MR. THOMPSON:  Now, that service goes way back, is that fair?  Do you know how far back it goes?  

MS. PASSMORE:  No, I don't.  

MR. THOMPSON:  And at some point in the history, Union introduced the T1 service.  Can you help me with that?  When that was?  

MR. MacEACHERON:  I don't know for sure what year it was, but it was quite some time ago, I will give you that.  

MR. THOMPSON:  How long have you been with Union, Mr. MacEacheron?  

MR. MacEACHERON:  Twenty-eight years. 

MR. THOMPSON:  So you were around when that came in?  

MR. MacEACHERON:  Right.  But not in the department, not in our sales and marketing department, at that time.  But I would guesstimate, if you're looking for something like that right now, but I haven't got that date exactly at hand, when the service was introduced.  

MR. THOMPSON:  All right.  

MR. MacEACHERON:  It was quite some time ago. 

MR. THOMPSON:  Could you do this for me, could you undertake to ascertain when it was introduced, and produce the prefiled evidence that was submitted to the Board with respect to its introduction?


MS. WONG:  Give me a moment, Mr. Thompson.  


Mr. Thompson, I understand that the T1 came in probably in the late '80s.  We can undertake to try to locate that evidence, but there is no guarantee that it's going to be available.


MR. THOMPSON:  I would appreciate best efforts.  Thank you very much.


MS. WONG:  Thank you.


MS. CAMPBELL:  That would be TCU2.2.

UNDERTAKING NO. TCU2.2:  UNION TO ATTEMPT TO LOCATE AND PRODUCE PREFILED EVIDENCE SUBMITTED TO BOARD WITH RESPECT TO INTRODUCTION OF T1 SERVICE

MR. THOMPSON:  Do you have any recollection of this, anybody on the panel, as to the circumstances that prompted the introduction of this service?  No?  Yes?  Maybe?


MS. PASSMORE:  No, I do not.


MR. THOMPSON:  Mr. MacEacheron?  No?


MR. MacEACHERON:  Other than I'm sure it was at the desire of the end-use customer to want to try and further optimize their costs associated with their distribution service.


MR. THOMPSON:  Well, you're not familiar with some incidents in the past where Union found itself -- everybody drafting its system and they had to go out and buy gas in Chicago, for example?  It cost a fortune, and then they had to come to the Board and dump that back on various rate classes, and a lot of people got exercised about that.  You're not familiar with that history?


MR. MacEACHERON:  I'm not.  No, I'm not.


MR. THOMPSON:  In any event, the characteristic of T1 service that is identical to the direct purchase bundled service is that the customers have the obligation to deliver 1/365th of their estimated consumption to Union day in and day out.  That is a feature of T1 service, is it?


MR. MacEACHERON:  Yes.


MR. THOMPSON:  I'm talking about before 0017 and before NGEIR.  The answer is yes?


MS. PASSMORE:  It is a contracted parameter.  There is recognition that customers do use transactional services and do not deliver 365 days of the year, if Union's system can manage it and if the customers do not need the gas in storage.


MR. THOMPSON:  They have -- you require them to render this obligation?


MS. PASSMORE:  It is a contracted parameter and with authorization from Union; i.e., the system integrity can manage it.  The customer uses transactional services and does not deliver the gas to Union.


MR. THOMPSON:  I think what you're saying, with Union's permission, they can be relieved of the obligation.  Is that what you're saying?


MS. PASSMORE:  With Union's authorization, if the system integrity can manage it.


MR. THOMPSON:  Which is the same with any contract.  The other side can relieve the part of the obligation, but it's a requirement to access the service that the customer commit to providing DCQ 365 days of the year; isn't that right?


MS. PASSMORE:  That is the contract parameter.


MR. THOMPSON:  All right.  So in that connection, it is identical to the commitment that customers, direct purchasers, have to make under the bundled service?


MS. PASSMORE:  And the bundled service have the same ability to receive an authorization notice and use transactional services to not deliver the gas to Union.


MR. THOMPSON:  So in the history, there was a migration of customers from the bundled to the T1 service.  Is anybody familiar with that?


MS. PASSMORE:  We have seen customers moving from bundled to T1.


MR. THOMPSON:  Right.  But back in the beginning, do you know if Union was encouraging customers to migrate?


MS. PASSMORE:  I don't know.


MR. THOMPSON:  Do you know if there were any guidelines for Union personnel to establish the parameters of the T1 contract upon migration?


MS. PASSMORE:  I don't know.


MR. MacEACHERON:  Could you repeat the question, please?


MR. THOMPSON:  Well, you had bundled customers being served on, let's say, M7 before T1 was introduced.


T1 was introduced, and instead of now having customers use the storage and other assets of Union through Union to manage load balancing, my understanding is that the customers under T1 now received an allocation of storage.  Just stopping there, is that right?


MR. MacEACHERON:  Under T1 service, you receive an allocation of cost-based storage; that's correct.


MR. THOMPSON:  Right.  And they received some injection and withdrawal parameters?


MR. MacEACHERON:  Correct.


MR. THOMPSON:  Specified in the contract?


MR. MacEACHERON:  Correct.


MR. THOMPSON:  And to access T1, do you know whether the customers had to have a positive storage balance?  In other words, they had to get the gas in storage before they could start drawing on it?  Was that a requirement at the outset; do you know?


MS. PASSMORE:  I don't know that history.


MR. THOMPSON:  Is it a requirement now?  In other words, they can't be in a negative position?


MR. MacEACHERON:  You have to begin T1 service with a zero or positive balance.  You can't begin it with a draft.


MR. THOMPSON:  Right.  Well, can you ever draft T1 service?


MR. MacEACHERON:  On an overrun basis you can, yes.


MR. THOMPSON:  My understanding is that without running into overrun penalties, you have to maintain a positive balance in your storage account.


MR. MacEACHERON:  That's correct.


MR. THOMPSON:  So that differs from the M7 bundled where you could run a negative balance in your banked gas account?


MS. PASSMORE:  Yes, that is correct.


MR. THOMPSON:  What's the advantage to Union of having the customers put the gas in up front?  Does that save the utility costs?


MR. MacEACHERON:  When the customer goes to T1, they are now accepting responsibility for balancing their end-use consumption with their constant supply, and they're doing that using the storage that we have allocated to them.


MR. THOMPSON:  I understand.


MR. MacEACHERON:  They must have gas in that storage if they want to use it to augment supplies to the plant.


MR. THOMPSON:  But compared to the bundled scenario that preceded it, what I am suggesting to you is that the T1 eliminated the negative balance problem; is that right?


MS. PASSMORE:  The benefit is to the T1 customer.


MR. THOMPSON:  I'm talking about the benefit to the utility --


MS. PASSMORE:  Now, but that's --


MR. THOMPSON:  -- of having the gas upfront.


MR. MacEACHERON:  Well, incorporated in the bundled rate was the cost to carry that inventory.  The T1 customer, when they went to T1, the rate is designed such that inventory carrying cost is not built into the rate.  So they get the benefit of that through a lower rate.


MR. THOMPSON:  Did the T1 service reduce the risk to Union, the utility, of having all customers, including large volume, draft the system?


MR. MacEACHERON:  I'm sorry, could I ask you to repeat that question again.


MR. THOMPSON:  Did the T1 service -- compared to the situation that prevailed under bundled service, did the T1 service, which required the customers to put gas in storage, in their allocated storage, and maintain a positive balance, reduce the risk that preceded the introduction of T1 to everybody, including large volume customers drafting the system?


MR. MacEACHERON:  I'm still a little stuck.  When you say "reduce the risk", what risk are you referring to?


MS. PASSMORE:  Union forecasts that draft.  When you work with a customer, you forecast that draft.  That gas is in inventory in order to serve that draft, and that is what customers are paying for within the bundled rates, is the cost of carry of that inventory that sits there in order to be able to serve that draft.


MR. THOMPSON:  Well, since you're not familiar with the unforecasted drafting problem that occurred historically, maybe that's what is giving you a problem with my question.


But I would have thought it's an obvious conclusion that if customers put up gas and have to maintain a positive balance, then Union's risk of having those customers overdraft the system or having everybody in a negative balance, which was permitted under bundled, is reduced.  

MR. MacEACHERON:  I wouldn't necessarily characterize it as the risk as reduced.  The amount of draft is reduced by the amount that is transferred over to the T1 and the carry on that draft is recovered through rates.  

And to the extent that Union has to recover more gas to balance the bundled customers, that gas -- those gas costs are passed on to the bundled customers.  

MR. THOMPSON:  Okay.  Now, can any of you help me with the criteria Union applied to determine the allocations to the T1 customers when the service was first introduced?  

MR. MacEACHERON:  What's your question on that, then?  

MR. THOMPSON:  Can anyone help me with -- 

MR. MacEACHERON:  I might be able to help you. 

MR. THOMPSON:  -- with those criteria.  

MR. MacEACHERON:  At the -- following the unbundling proceeding aggregate excess was used -- 

MR. THOMPSON:  I am talking about before that. 

MR. MacEACHERON:  -- to allocate cost-based storage space to T1 customers.  Prior to that proceeding, I would characterize the allocation of storage was guided, in many cases, by the aggregate excess methodology, but there were other factors that also played in the allocation of the storage.  

MR. THOMPSON:  Which were?  

MR. MacEACHERON:  For instance, a customer who had a significant alternative fuel capability wanting -- Union, of course, wanting to capture that opportunity, working with the customer.  The customer saying this, and I will displace oil in the winter if I can buy cheap summer gas and back.  

Prior to the unbundling hearing in the early days of T1, there may have been an allocation of space provided to that customer, to help facilitate that.


MR. THOMPSON:  All right.  Well, have you researched this, Mr. MacEacheron, have you gone back and looked at the criteria that were being applied to determine the allocations, both of space and injection and withdrawal?


MR. MacEACHERON:  I'm aware of that specific example that I just gave.


MR. THOMPSON:  Right.  But have you researched, have you gone back and looked into the documents to see what directions the staff were given, what guidelines there were for determining these amounts?


MR. MacEACHERON:  Not in all cases, no.  But I am aware, again, of the example I gave.


MR. THOMPSON:  Okay.  Well, could you do that, could you go back and ascertain what criteria were being apply? What written documents there were that help us understand how these allocations were done?


MR. MacEACHERON:  You are talking about going back an liking at records in the early '90s and I quite frankly don't know if they exist.


MR. THOMPSON:  Would you undertake to check?  And if there are documents that help us with this, produce them? 

MS. PASSMORE:  These are documents that would help us determine what the unique allocations to each customer prior to the unbundling; is that what you're looking for?  

MR. THOMPSON:  I am looking for the criteria that were applied or being applied by Union's staff to determine what customers obtained by way of space and injection and withdrawal.  Are there documents?  Ms. Passmore, do you know?  

MS. PASSMORE:  I do not know. 

MR. THOMPSON:  Would you undertake to check, then, and produce them, if there are any?  Again, I realize it is a best efforts. 

MS. WONG:  Mr. Thompson we will check to see if there are any guidelines that existed generally, if that is what you're asking for, and provide them if we find any.  

MR. THOMPSON:  Well, guidelines, as long as that is interpreted broadly.  Directions to Union sales staff, customer reps. 

MS. WONG:  So you are looking for general guidelines or directions to the sales staff as to what criteria they should use?  

MR. THOMPSON:  Right.  

MS. WONG:  This is prior to the unbundling proceeding, 0017?  

MR. THOMPSON:  That's correct.  When the T1 was introduced.  

MS. WONG:  All right.  

MS. CAMPBELL:  Thank you.  That would be TCU2.3.  
UNDERTAKING NO. TCU2.3:  to provide general guidelines or directions to the sales staff as to what criteria they should use when the T1 was introduced


MR. THOMPSON:  From an operational perspective, would you agree with me that the T1 service is intended or was intended to operate like the bundled service?  

In other words, deliver DCQ every day.  To the extent DCQ exceeds consumption at the plant, it goes into storage.  To the extent consumption at the plant exceeds DCQ, it comes out of storage.  

Conceptually, is that fair, that was the purpose of the service?  

MR. MacEACHERON:  I would say it was much broader than that.  That is the bare bones minimum for the service.  

When a customer made the decision to move from a bundled service to the semi-unbundled service, they were, in fact, accepting greater responsibilities for balancing their end-use operation versus their supply.  And managing their inventory in their allocated space, such that they didn't go negative or didn't go through the top of the inventory.  So there was greater expectation that the customers moving to T1 service were going to have more hands-on activity in balancing their consumption versus their supply.  

MR. THOMPSON:  Well, as long as they delivered their DCQ to you, as long as they stayed within the CD, contractual limit for consumption at the plant, they were all right.  Correct?  And kept their storage in a positive position.  The rest would be managed by Union.  

MR. MacEACHERON:  They had injection/withdrawal parameters that they had to also adhere to.  So on any given day, if the plant was to increase or decrease in consumption to a level that required greater withdrawal or greater supply, then they would be expected to manage that.  

MR. THOMPSON:  All right.  Well, the injection was typically DCQ.  Right?  

MR. MacEACHERON:  If you refer to one of the interrogatory responses, you will note that maybe only less than 50 percent of the T1 customers actually contracted, as at November 2006, for a level of injection equal to their DCQ.


The other remaining population of T1 customers, roughly greater than 50 percent, contracted for a level of deliverability less than their DCQ.


MR. THOMPSON:  Well -- 

MR. MacEACHERON:  So it was really what the customer was comfortable with, if he was concerned about covering off his DCQ in the event of a shutdown.


MR. THOMPSON:  Well, go to your slide presentation to customers in December 13th, which is part of February 2 filing.  Go to page 8.  This, I think, is Ms. Passmore's presentation.  Injection equals DCQ.  That's described as "typically."


MR. MacEACHERON:  That slide is referring to typically determined, based upon withdrawal.  The words that would have gone with that slide was your deliverability was typically determined based upon either withdrawal requirement that the customer may have had, or an injection requirement.  And often customers did select their DCQ for that, but not all of them, and certainly less than -- you know, more than half of them haven't.  But that is just an example of how a customer would typically select the level of deliverability under the T1 service.  

MR. THOMPSON:  This was your slide, Ms. Passmore.  Did you check contracts to -- why did you say injection equals DCQ in the typical case?  That suggests, to me, that was the ordinary.


MS. PASSMORE:  Actually, this was Mr. Short's slide, just to clarify that.


MR. THOMPSON:  Oh, I'm sorry.


MS. PASSMORE:  But he was speaking typically of the overall T1 rate class, from my understanding.


MR. THOMPSON:  Well, at page 2, it says Libby Passmore, manager of product and processes.  So you 

didn't -- 


MS. PASSMORE:  Bottom of page 5, review of current T1 service.


MR. THOMPSON:  Oh, I'm sorry, okay.  Missed that.  So "typically" doesn't mean "ordinarily," Mr. MacEacheron, is that what you're trying to tell me?


MR. MacEACHERON:  No.  I'm saying that typically deliverability was determined on either one of those two bullet points that you see there, the first being withdrawal, or the second being injection.  The customer picked what level of deliverability they wanted, based on a concern that they may have had or a requirement that they may have had that would fit either one of those two.


MR. THOMPSON:  What is deliverability?  It's two things.

MR. MacEACHERON:  That's right.

MR. THOMPSON:  It is injection and it is withdrawal; right?

MR. MacEACHERON:  That's right.

MR. THOMPSON:  So when you use the phrase "deliverability" and you use these numbers in some of this stuff you provided, what do you do?  Add them together?

MS. PASSMORE:  That's one parameter.

MR. MacEACHERON:  So a customer would take the greater of what they wanted.

See in that slide that you're referring to, it says, "typically determined based upon withdrawal equal to" the calculation there, or, at the end of the line, "or injection equals DCQ."  That is how it is typically determined.  That "or" is an important factor there.

It was either one, and the customer selected the maximum that met their requirement.

MR. THOMPSON:  DCQ then falls within the range?  In other words, firm CD is going to be greater than DCQ?

MS. PASSMORE:  Yes.

MR. MacEACHERON:  Yes, DCQ falls within the range.

MR. THOMPSON:  All right.

And injection being equal to DCQ seems to make sense, because on some days when plants are shut down, they're going to have to put their whole DCQ into storage; right?

MS. PASSMORE:  Unless they call and request an authorization notice and use one of the many transactional services for which they can suspend gas, they can divert gas, they can assign their DCQ to another customer.

There is no requirement to always inject the DCQ.

MR. THOMPSON:  All right.  Now, in terms of the -- so for deliverability, DCQ is obviously important, or one of the important characteristics.

Now, for space, do you know if the banked gas experience was utilized by Union's staff in determining the amounts of the initial space allocations?  When I say "initial", I mean when the service was first introduced.

MS. WONG:  Sorry, the witnesses may understand that, but I don't.  Can you explain the question?

MR. THOMPSON:  Well, you would have records from these customers through the operation of the banked gas account under bundled service as to the amounts of buildup they would need to accommodate the service at their plants.  It would show how much went into storage, and then how much came out of storage over the course of the year, or went into the banked gas account and came out of the banked gas account.

You had those documents; right?

MS. WONG:  Are you talking with respect of a specific customer who was migrating?

MR. THOMPSON:  I'm talking about, yes, an existing customer served on a bundled M7 is encouraged to come off the T1.  You would have the history of that particular customer?

MR. MacEACHERON:  We have the history of those customers today, and yet the banked gas account for a bundled customer wanting to go direct purchase today does not factor in to the allocation of storage for that customer today.

What factors into that allocation is the using aggregate excess formula that we have approved by the Board today.

MR. THOMPSON:  I understand that.

MR. MacEACHERON:  Aggregate excess did guide, I know that -- it did guide a number of allocations in the period prior to the unbundling decision going into the '90s, but --

MR. THOMPSON:  My question was:  Did the banked gas account data guide the initial allocations to these customers that were grandfathered?

MR. MacEACHERON:  We do not know.

MR. THOMPSON:  Could you undertake to check and let me know, and using your best efforts?

MS. PASSMORE:  I think we have already done that.

MR. THOMPSON:  Thank you.

MS. WONG:  Yes.  We will give you that undertaking.

MR. THOMPSON:  Thank you.

MS. CAMPBELL:  That would be TCU2.4.
UNDERTAKING NO. TCU2.4:  TO ADVISE WHETHER BANKED GAS ACCOUNT DATA GUIDE DINITIAL ALLOCATIONS TO GRANDFATHERED CUSTOMERS.

MR. THOMPSON:  Now, the other feature of the service that was being applied at the time of the 0017 decision, as I understand it - and correct me if I'm wrong - is that the parameters of the allocations wouldn't change unless the contracted CD at the plant changed by plus or minus 5 percent.  Am I right?

MR. MacEACHERON:  That's correct.

MR. THOMPSON:  Okay.  And the rationale for that, was it stability and predictability?

In other words, the customers would like to know what their allocation is from year to year, and as long as they didn't change their contractual obligations, it would stay the same.  Was the basis for that proposal predictability and stability?

MR. MacEACHERON:  And administration of the actual allocation back in 2000.  The thinking was that unless there was a significant change at the plant, as represented by a plus or minus 5 percent change in CD, then the allocation would roll over.

MR. THOMPSON:  And that rationale still applies today?  Customers prefer stability and predictability as opposed to uncertainty year after year; can you agree with that?

MR. MacEACHERON:  I would agree with that.  And when we met with our customers at our December T1 customer meeting, our initial proposal was to allocate storage for all T1 customers using 12 months of historical consumption, and that concern was raised.

We took that into consideration, and went back and revised our proposal to what was filed on February 2nd to reflect an allocation methodology that is based on two years of history weighted at 50 percent, and one year of forecast developed by the customer working with Union weighted at 50 percent.

We felt that that provided a much more stable, you might say, allocation of -- and appropriate allocation for that customer.

MR. THOMPSON:  It is more stable than what you originally proposed, but compared to no change as long as contractual parameters do not change more than 5 percent, it is far less stable and far more volatile than the regime that was put in place prior to 0017 and reaffirmed in 0017; right?

MR. MacEACHERON:  And what the Board observed in the NGEIR proceeding was a list of customers who went T1 service post the unbundling decision, and when their actual contracted allocations was compared to what aggregate excess would give them today, the Board was concerned that it bore, in the Board's words, no resemblance to aggregate excess.  

And that is really because over the years, by rolling it over and rolling it over and not having significant changes at the plant in any one particular year, there was a difference.  The Board asked us, as part of our methodology, to develop a policy that applied the rules of allocating storage in a clear, standardized and consistent manner.

MR. THOMPSON:  Well, they asked you to review the allocations, is what they asked you.

One of the features of the arrangements is this, what I call contractual-based stability.  And Union agreed with that, initially; correct?

MR. MacEACHERON:  It was our -- I believe the plus or minus 5 percent CD was a response that Union gave to an interrogatory back in the unbundling proceeding.

MR. THOMPSON:  Right.  But in your evidence, you characterize it now as a commitment you made.

MR. MacEACHERON:  And we followed it.

MR. THOMPSON:  Right.  So is it a contractual commitment that's reflected -- do you regard it as if it were a contractual commitment?

MR. MacEACHERON:  We regard it as if it was a practice in how we allocated storage to our T1 customers, and we followed that practice.

MR. THOMPSON:  So do I hear you saying you would still be following it if the Board hadn't said what it said in the NGEIR decision?


MR. MacEACHERON:  In the NGEIR proceeding, we did not propose to -- T1 allocated storage was not an issue and we did not propose to change what we were doing.  The Board, however, through that proceeding, found concern with respect to the allocation to T1 customers of storage-based, cost-based and directed us to develop a policy.  And they gave us very clear guidelines, clear, standardized and consistently applied.  And those were the guidelines that we used to develop our proposal.  

MR. THOMPSON:  So if the Board hadn't said what it said in the NGEIR decision, would you be adhering to this plus or minus five percent feature of the arrangements?  

MR. MacEACHERON:  It's a little bit of a hypothetical question because I am not sure what else would have transpired between the Board's decision last November and now.  But based on no other directives in this matter, we would have not proactively sought a change to our allocation policy.

MR. THOMPSON:  Thank you.

Okay, now then let's just quickly, then, come to the 0017 case, because that's when you introduced your U series of rates, the unbundled rates.  Correct?

MS. PASSMORE:  Yes, that is correct.

MR. THOMPSON:  And these rates do not involve an obligation to deliver.

MS. PASSMORE:  That is correct.

MR. THOMPSON:  Right.

MS. PASSMORE:  They do, though, require an obligation to meet the customer's consumption on a daily basis, through deliveries or injections or withdrawals from storage.  

MR. THOMPSON:  I understand that.  But they don't involve the DCQ obligation to deliver 365 days a year.  

MS. PASSMORE:  It does involve a 22-day callback at Parkway on days when system integrity does require the gas to arrive back at Parkway.  

MR. THOMPSON:  It doesn't require the 365 DCQ obligation.  Isn't that correct?  

MS. PASSMORE:  It is not a contracted parameter that says obligated DCQ.  It does have a DCQ calculation.  It does have a requirement that it can be called back to Parkway on days when the system integrity requires it.  

MR. THOMPSON:  Okay.  It was in this case that you were proposing to utilize the average-and-excess methodology in the future for determining the storage allocation.  Right?

MS. PASSMORE:  Yes.

MR. THOMPSON:  I am talking about for T1 customers and as well as for this new service, the U service.

You've got your material attached to the November 2 filing, attachment 1.  You have extracted part of the settlement agreement in that case.

If you go to page 24, you will see the space allocation issue.  Were you around at this point in time, Ms. Passmore?  

MS. PASSMORE:  Yes, I was.  

MR. THOMPSON:  Okay.  So are you familiar with this?  Or are you only familiar with it as a result of your recent review?  

MS. PASSMORE:  I am familiar with it.  

MR. THOMPSON:  Okay.  So this is where the company wanted to introduce the aggregate -- not average, the aggregate excess methodology and it is described in paragraph 1?


MS. PASSMORE:  Yes.  

MR. THOMPSON:  Okay.  If you go to page 2, you will see: 
"We had some concerns with the impact that this would have on existing customers."  
See that, page 2 in the second paragraph?  

MS. PASSMORE:  Yes, I do.  

MR. THOMPSON:  Then Union agreed, in the next paragraph: 
"In order to facilitate the transition to the new allocation methodology, Union agrees to grandfather existing T-service customers currently operating with storage at their existing storage deliverability level, whether these customers remain as T-service or select the new unbundled service.  Grandfathering the storage deliverability for existing T-service customers maintains the consistency approach for both T-service and new unbundled service."

Does that apply to space?  I understood that commitment to apply to not only deliverability, but space, since this is what this section is talking about.  

Is that your understanding?  

MS. PASSMORE:  This section is talking about customers in the north, is the first clarification.  

MR. THOMPSON:  No, no.  Not only north.  The commitment was with respect to everybody, I believe.  But you tell me.  Was it or was it not?  

MS. PASSMORE:  Well, the evidence that you are pointing to is referring to storage space allocation in the northern and eastern operations area.  

Then it goes on to talk about 01 and rate 20/100.  Then it states:  

"IGUA had concerns with allocation as proposed for northern and eastern..."


So then they talk about the grandfathering existing T-service, the paragraph immediately following talking about northern and eastern operations area.  

MR. THOMPSON:  Well, you told the Board in NGEIR that, at least as I understood it, that the allocations in these T1 contracts were grandfathered as a result of the 0017 decision.  

MS. PASSMORE:  That's in the second paragraph, sir.  Not where we were talking about northern and eastern.  Back on page 24 is where it states that:  

"Union confirmed its intent to grandfather existing T1 storage allocations subject to change only in circumstances and material..."


MR. THOMPSON:  So now, this was a settlement agreement in the 0017 decision, was it?  

MS. PASSMORE:  Yes.  

MR. THOMPSON:  So would you agree it's a contract?  

MS. WONG:  Well, that's a legal issue, so let me take that one.  

It was a settlement agreement for that proceeding, which was approved by the Board subject to certain conditions.  

So if you're saying it is a contract that Union can never change, I don't think we're going to agree with that proposal.  The settlement agreement was approved by the Board, but the Board specifically indicated that it was a transition provision or a transition agreement.  

MR. THOMPSON:  Sorry, are you referring to an order when you say that?  

MS. WONG:  I am referring to the reasons for decision in the settlement proceedings.  I can provide you with the reference at a later date, if you'd like.  

MR. THOMPSON:  Yes.  Would you please produce it.  But is it a short paragraph?  Can you read it into the record?  

MS. WONG:  I don't have it on me.  I read it a few days ago so I am aware that it is there.  

MR. THOMPSON:  Okay.  

MS. CAMPBELL:  That should probably have an undertaking number.  TCU2.5.  
UNDERTAKING NO. TCU2.5:  TO PROVIDE CITATION IN REASONS FOR DECISION OF SETTLEMENT AGREEMENT IN THE 0017 CASE

MR. THOMPSON:  Just so I understand this and maybe your lawyer will want to answer this, Ms. Passmore, the promises that Union makes in its settlement agreement are not equivalent to contractual commitments?  Or are they equivalent to contractual commitments?  Can you help me?  

MS. WONG:  I will take that one again, Mr. Thompson.  Once again, it is a legal question so I really don't think it is fair to ask the witness to comment on that.  

My answer would be it would really depend on the settlement agreement and I won't comment on it in the abstract.  

MR. THOMPSON:  All right.  So in this, the promise in this agreement:

"Union has confirmed its intent to grandfather all existing T1 storage allocations subject to change only in the circumstances of material changes in customer demand."  
Is that a contractual commitment by Union?  

MS. WONG:  As I indicated to you and as the witness has said, they lived up to that contractual commitment.  But the settlement agreement was approved by the Board, and the Board is responsible for regulating these things, and the witness has already told you that they're responding to a directive from the Board.  

MR. THOMPSON:  Okay.  So I am taking that to mean it was a contractual commitment.  

Do you agree the Board order approved this arrangement?  

MS. WONG:  The Board order approved it subject to what I said earlier, that the Board also indicated that it was a transition, and we were transitioning to competition. 

MR. THOMPSON:  So is there any difference between this contractual commitment and the Board order approving it, and the contractual commitment Union made to Shell and the Board order approving it?  If so, what are the differences?

MS. WONG:  I'm not sure I understand your question, but I think we're going a little far afield at this point.  If you want legal argument to be made, you can make those submissions to the Board.  We have answered your factual questions.

MR. THOMPSON:  Okay.  Now, the promise to grandfather, can you help me with what that means, Ms. Passmore?

MS. PASSMORE:  I am uncomfortable with the word "promise".  Union confirmed its intent to grandfather.  So until such a time as we have received this most recent Board directive to create a more standardized allocation and to no longer have unique allocations of storage, Union has held the amount of storage allocated to customers prior to the unbundling proceeding at the level that it was at that time, unless there is a material change in the customer's circumstance.

MR. THOMPSON:  I paraphrase that to be a promise to renew at the same levels for an indefinite duration, until contractual consumption commitments change significantly.  Would that be a fair paraphrase of "grandfather"?

MS. PASSMORE:  During the transition period.

MR. THOMPSON:  Transition from what to what?

MS. PASSMORE:  I would assume it is the transitioning to a world of further competition.

MS. WONG:  I think she is referring to the comment I made earlier, that, as I read the Board's decision in the unbundling, it was talking about the settlement as a transition to competition.  I think the witness was picking up on my language.

MR. THOMPSON:  All right.  So the duration of this promise, being indefinite, is potentially longer than a ten-year commitment; fair?

MS. PASSMORE:  Fair.

MR. THOMPSON:  Now, moving to the NGEIR proceedings, then, my understanding of Union's proposals for the in-franchise existing customers was that all storage space would remain under cost-based rates, and all injections and withdrawals being provided to existing customers would be at cost-based rates.

Did I miss something?

MS. PASSMORE:  Please point us to where you've come with that understanding.

MR. THOMPSON:  Well, Union proposed in the NGEIR proceeding that rates to in-franchise customers remain regulated, because they were monopoly services, and remain charged under the auspices of cost-based rates.  Am I missing something?  Is that not your understanding of Union's proposals in the NGEIR proceeding?

MS. PASSMORE:  Union's proposal in the NGEIR proceedings were to determine services for power generation and to deal with storage forbearance.  That is my understanding of what the NGEIR proceeding was.

MR. THOMPSON:  Well, new services for power generators was one topic, but in terms of the regulation of storage for in-franchise customers, and particularly existing in-franchise customers, was it not Union's proposal that any storage services being provided to them continue to be regulated and be provided at cost-based rates?  Do you know?

MS. PASSMORE:  That is not my understanding of what the NGEIR proceeding was.

MR. THOMPSON:  Well, what is your understanding of what Union proposed in the NGEIR proceeding for services to existing in-franchise customers?  I'm not talking about new services for power generators, I am talking about the existing in-franchise customers.

What do you think Union was proposing?

MS. PASSMORE:  Union wasn't focussed on services for in-franchise customers, existing services for in-franchise customers, during this proceeding.

MR. THOMPSON:  They weren't?  What was storage regulation all about, then?

MS. PASSMORE:  That was a storage forbearance issue.

MR. THOMPSON:  Right.  And Union proposed that the services being provided to -- well, do you know what they proposed on the storage regulation side?

MS. WONG:  Well, if you have a specific proposal that you are referring to, can you show it to the witness?

MR. THOMPSON:  Well, it's throughout the NGEIR decision.  I suppose if you read it --

MS. WONG:  I've read it.

MR. THOMPSON:  Well, you tell me.  Was Union not proposing, in NGEIR, that any storage services being provided to existing in-franchise customers be provided at cost?  Do you want to take it by way of an undertaking and get back to me?  I didn't think it would be so problematic.

MS. WONG:  Well, I think it is problematic because of the way you are phrasing it.  So why don't we take it as an undertaking and we will provide you with our --

MR. THOMPSON:  What is confusing about the phrasing?  Perhaps you better explain that.

What's the problem with my phrasing?  What's troubling you about the phrasing?

MS. WONG:  Well, in the context of the bundled service, there was no proposal from Union to change the bundled service.  The semi-unbundled service, to the extent that it might be caught by the high deliverability issue, had a different proposal.

MR. THOMPSON:  Which was?  As far as existing services to existing customers?  I'm not talking about new services to power generators, but I am talking about existing services to existing franchise customers.  What was the proposal?

MS. WONG:  Well, Union's proposal was that all high deliverability service above 1.2 would be priced at market.

MR. THOMPSON:  Okay.  Well, perhaps what you better do is turn up the settlement agreement in the NGEIR proceeding.

MS. WONG:  I've got that.

MR. THOMPSON:  All right.  Section 1 is rates for gas-fired generators and other qualified customers.

Would you agree these topics were part of the issues list that the Board had developed for this proceeding?

MS. WONG:  Yes.

MR. THOMPSON:  Okay.  So within the category of rates for gas-fired generators, there was this issue, firm high-deliverability service from storage customers with options for 1.2 percent, 5 percent and 10 percent deliverability.

Was that an issue that was framed in the context of the part 1 of the case, the new rates for generators?

MS. WONG:  Can you repeat that?  Sorry, we were flipping papers.

MR. THOMPSON:  Would you agree that that was an issue that the Board actually framed in the context of this new rates for generators subject matter area?

MS. WONG:  The issue 1.2 that we're seeing on page 14 of the settlement agreement, that issue?

MR. THOMPSON:  Yes, yes.

MS. WONG:  We're not aware of that for certain at the moment.  We would have to check.

MR. THOMPSON:  All right.  Well, perhaps you could check and let me know.

The 1.2 percent is right in this question; right?  

MS. PASSMORE:  Yes.  

MR. THOMPSON:  Union didn't come forward with any evidence suggesting that the standard deliverability for existing customers, under existing services, was, in fact, -- the deliverability that was being provided to existing customers under existing rates was, in fact, 1.2 percent?  

There was no evidence on what the deliverability was that you were providing to existing customers, either bundled or unbundled.  

MS. WONG:  I think we can agree on that, yes.  

MR. THOMPSON:  All right.  Thank you.  

There was no evidence on the level of contractual injection and withdrawal being provided to existing T1 customers, and what the percentage of that was when expressed as a proportion of space?  None of that was before the Board in NGEIR.  Would you agree?  Do you need to take that subject to check?  

MS. WONG:  Well, let me just check one thing before we take that.  

Yes, I think we can agree to that, subject to check.  

MR. THOMPSON:  Thank you.  Would you agree with me that the negotiations with respect to the rates for gas-fired generators, the topic 1 area here in the settlement agreement of the NGEIR proceedings were essentially bilateral negotiations between Union and APPrO, with the others waiting to see how you made out with APPrO?  Is that fair?  

MS. WONG:  I think we can agree that, in practice, it ended up being mostly a negotiation with APPrO.  But you were there and your representatives for other interest groups were present and eventually did sign off on the agreement.  

MR. THOMPSON:  Yes.  You would report on your results of your negotiation with APPrO, and we would react to them.  That's what I'm getting at.  

MS. WONG:  That's true.  

MR. THOMPSON:  Okay.  My suggestion to you is this, and I would ask if you can agree with it or disagree with it.  My client and I believe other ratepayers were prepared to let you find a solution with APPrO, provided whatever solution you found had no effect on the services or costs being provided to existing customers.  Is that a matter in dispute?  

MS. WONG:  I think to the extent of your question, it is not in dispute but keep in mind the question of pricing for high deliverability wasn't a settled issue and that was an issue determined by the Board. 

MR. THOMPSON:  For new services, I agree.  

And that concept of, as long as it didn't affect existing customers, I suggest was reflected at page 7 of the settlement agreement in guiding principle 1, which reads as follows: 
"The introduction of new services or service enhancements should have no negative impact on the service to existing customers either financial burden, or reduction in service quality."


Do you agree -- 

MS. WONG:  That's what it says.  

MR. THOMPSON:  -- that was the objective of that clause?


Then there was another clause that reflected the same theme.  It is in the new services, firm high deliverability service with these options at various levels.  And it's at page 15 and 16, where the agreement says: 
"The settlement of this issue has no identifiable adverse impacts on existing customers because the provision of storage services to these new T1 and U7 does not involve the clawback of storage space or deliverability from existing customers."


My question is:  Does that not reflect the theme of my client and other customer reps, that as long as whatever you did had no effect on us, we were okay with it?  

MS. WONG:  Well, the document will speak for itself, Mr. Thompson.  

Our position is that the settlement didn’t result in any clawback of anything.  And our position with respect to this entire issue was set out in the answer to your Interrogatory No. 7, where you asked similar questions.  

MR. THOMPSON:  All right.  Well, I am a little more interested in having Union comment on what was said during the submissions that were made with respect to the rollover motion which my client brought and this was argued on October 22nd.  

It's something you said, Ms. Wong, that I want to put to the witnesses.  I just have to find it here.  Give me one second.   

MS. CAMPBELL:  Mr. Thompson, I notice it is almost quarter to eleven.  Would this be an appropriate time to take the morning break, then you could find that?  

MR. THOMPSON:  Well, let me finish this. 

MS. CAMPBELL:  If you have it immediately, I thought if it was taking a while -- 

MR. THOMPSON:  I don't know if the panel has this, but somebody should have it.  This is at page 61 and 62 of the submissions.  This is counsel for Union speaking as follows: 

"Mr. Thompson said that Union indicated that the settlement agreement would not impact on existing T1 customers."  
And he took you to some provisions that talked about the settlement agreement not involving clawback of space, not having financial impacts.  

"Union's submission is that the settlement agreement didn't impact on existing T1 customers."


Just stopping there.  Is that Union's position?  

Well, what does that mean?  Are you saying, We didn't do anything contrary to the settlement agreement.  The Board made us do it.  Is that Union's position?  Or, are you saying the settlement agreement had nothing in it for existing T1 customers?  

MS. WONG:  Well, seeing as how it was my words, perhaps I should answer the question.  

MR. THOMPSON:  Right.  

MS. WONG:  I think what I meant by that is answered by the next paragraph on page 62 which says: 
"What led and what is leading to the change in the amount of cost-based deliverability allocated to the T1 customers is the Board's direction that storage services were to be allocated on a consistent basis."

Essentially your direction that grandfathering was to come to an end.  

MR. THOMPSON:  All right.  So let me just follow up on that, then. 

Is it Union's position that but for this, the words from the Board in the NGEIR decision, the settlement agreement in the NGEIR case would preclude it from making the proposals it is now making?  

I ask this because Union says:  Sanctity of contract is a sacred principle to us.  You seem to be saying, The Board directed us to override the contract.  I want to know if that is what Union is saying.  

[Ms. Wong and Mr. Packer confer]

MS. WONG:  Mr. Thompson, I think what we can agree with is, if the Board hadn't said what it had said, that for the grandfathered customers Union wouldn't have been proposing to change the rate, the cost-based deliverability for the grandfathered customers, there might have been a proposal to seek, if the customers wanted it, because Union's view is that the greater flexibility they're offering is something the customers do want.

MR. THOMPSON:  Sorry, not just grandfathered customers.  All existing customers.  I'm talking about the settlement agreement in NGEIR, which -- gave protection to all existing customers, as we understood it.

MS. WONG:  Oh, I thought your question had also been posed in the context of the unbundling settlement agreement, which talked about grandfathering.

MR. THOMPSON:  It's posed in the context of the settlement agreement that I just directed you to.

MS. WONG:  I think that is a slightly different issue, because the settlement agreement in NGEIR talked about the proposals not resulting in a clawback.

As I said earlier, I don't think that the settlement in NGEIR resulted in any clawback.  

MR. THOMPSON:  The settlement agreement in NGEIR said:
"The introduction of new services or services enhancements should have no negative impact on the service to existing customers, either financial burden or reduction in service quality."

And I think I hear you saying, but for the words that the Board used in NGEIR, you would be living up to that obligation.

MS. WONG:  Well, I think where I am disagreeing with you is I still think we are living up to that obligation; that nothing in the settlement agreement resulted in changes to these people.

However, what has resulted in the change to the proposal is the Board's directive that Union go off and find a consistent methodology.

MR. THOMPSON:  So am I right you interpret the Board's decision to override the settlement agreement, and you are acting in that way?

MS. WONG:  I think we are slightly disagreeing on the margins, okay.  I'm not going to agree with you that anything -- that the proposal violates the settlement agreement.

I am going to agree with you that the proposal is a result of the Board's directive.

MR. THOMPSON:  Does the proposal have negative impact on existing customers in either financial burden or reduction in service quality?

MS. WONG:  Well, it will be up to the customers, I imagine, but maybe the witnesses want to answer that question.  And they have probably lost the train of this conversation, so can you pose your question again?

MR. THOMPSON:  Well, why don't we -- well, I will come back to that after the break.  There is just one last question I wanted to deal with before the break, and that's this.

In terms of the dispute between Kitchener and Union, did Union regard this to be a discrete issue as between Kitchener and Union?

MS. WONG:  What issue?  What specific issue?

MR. THOMPSON:  The issue as between -- the storage allocation as it relates to the City of Kitchener.

I am referring to Mr. Leslie's statement at page 20 of the transcript on July 17, 2006, which --

MS. WONG:  We don't have, obviously, so can you read it in?

MR. THOMPSON:  Yes.  This was when Mr. Leslie presented the Union panel.  He said:
"Mr. Chair, this part of the hearing deals with a discrete issue, which is storage allocation as it relates to the City of Kitchener."

Is that the way Union regarded the dispute between itself and the City of Kitchener?

MS. WONG:  Well, there was a specific dispute between the City of Kitchener.  I'm just not sure if you and I are talking about the same dispute.  So maybe you should ask your question, and we will figure it out in the context of your question.

MR. THOMPSON:  Well, did Union regard the dispute between it and the City of Kitchener, with respect to storage allocation, to be a discrete issue as between Union and the City of Kitchener?

MS. WONG:  There was such a discrete issue.

MR. THOMPSON:  All right.  Let's take our break, then.  Thanks.

MS. CAMPBELL:  Can I suggest that we take a 20-minute break?  That would get us back here at about -- it depends on whose watch you are using, but using the one on the wall, it would bring us back just after ten after 11:00.

--- Recess taken at 10:50 a.m. SEQ CHAPTER \h \r 1

--- On resuming at 11:20 a.m. 

MS. CAMPBELL:  Thank you for waiting.  I am glad not to miss a second.  

MR. THOMPSON:  Now, I would like to move to, before I get into some of these interrogatory responses, just in terms of the NGEIR proceeding.  I hope the panel would agree with me that during the course of the NGEIR proceeding, some data about space allocation to T1 customers was provided to the Board and it was in response to a question asked by Mr. Quinn of the City of Kitchener.  

It was Exhibit B tab 1, UGL undertaking 45 and it is in the brief that I provided for the motion.  I'm sure you have a copy of it, but if you could just look at that document.  Does somebody at the panel have that Exhibit B, tab 1, undertaking 45, attachment 1 which lists these customers and the -- 

MS. WONG:  It is also part of Mr. Thompson's questions -- interrogatories.  So if you have the list of questions, it would be attached to that.  We will see if we can get you a copy of that.  

MS. PASSMORE:  I don't have the original list.  

MR. THOMPSON:  Yes.  You're right.  My interrogatories to Union of October 12.  

MS. WONG:  They have a copy in front of them now, sir.  

MR. THOMPSON:  Okay.  I just wanted you to confirm that what this is doing is comparing the contracted storage amounts under these no-names customers, in column 1, to the aggregate excess allocation that Union did at that time, based on a review of some actual consumption.  Is that right?  

MS. PASSMORE:  Yes, it is.  

MR. THOMPSON:  This document doesn't contain any other information in those T1 contracts, such as DCQ, contract CD at the plant and the injection parameters and the withdrawal parameters, as between firm and interruptible.  None of that information was before the Board in this exhibit?


MS. PASSMORE:  That is correct.  

MR. THOMPSON:  All right.  Now, the Board didn't have the benefit of any history with respect to the T1 rate when it was looking at this document.  Fair?  

MR. MacEACHERON:  We don't know what the Board had at the time.  We do know they had this document. 

MR. THOMPSON:  The record will speak for itself.  

Now, am I correct that all of these customers have the obligation to deliver?  

MS. PASSMORE:  Yes, you are correct, that they have a contract parameter, there's obligated DCQ.  

MR. THOMPSON:  Now, in its decision, the Board commented on some of the elements of this document.  I don't know if you have a copy of the excerpts of the Board's decision on this issue, the NGEIR decision.  

It runs from pages 83 to 90.  Does the panel have that?  

MS. PASSMORE:  Yes, we do.  

MR. THOMPSON:  Okay.  If you go over to page 87, just keep your finger on this document, you will see there, in a -- the last sentence in the first full paragraph, for example, one T1 customer has a storage contract for one million 424, 120 gJ but it's aggregate excess amount is only 139,902 gJ.  That is customer D in this exhibit; right?  

MS. PASSMORE:  That's correct.  That's correct.  

MR. THOMPSON:  I'm sorry, I didn't hear you.  

Then another has a contract for 1,100,000 gJ, but has an aggregate excess amount of zero, and that is customer AH.  Am I right?  Oh, that's not AH.  Sorry, it is customer AK.  

MS. PASSMORE:  No.  

MR. MacEACHERON:  They have an aggregate excess. 

MR. THOMPSON:  I think it is AH they're talking about. 

MS. PASSMORE:  It is AH.  

MR. THOMPSON:  All right.  Now, Shell was in here the other day pointing out that its contract had been specifically approved by the Board.  Is Shell AH?  

MR. MacEACHERON:  We can't comment on who is which customer on this list.  That would be inappropriate, in my mind.  

MR. THOMPSON:  All right.  Well, Shell came here with the Board order and I thought it was the 1,069,100.  Can you folks help me with that?  

MS. WONG:  Well we're not sure what Shell came here with.  They may have.  But I think the position is as stated by Mr. MacEacheron.  We won't be identifying individual customers, for client-confidentiality reasons.  

MR. THOMPSON:  Just a moment.  

All right.  Well, I will leave that for the moment.  But it's clear that some of these contracts –- well, is it clear that some of these contracts in this list have - like Shell's, for example - have received specific Board approval for the amounts of the allocations, by order?  

MR. MacEACHERON:  We are just struggling with the timing of this undertaking in the period that it is.  What you are really referring to is whether or not any of the customers in this list are long-term contracts.

MR. THOMPSON:  Well, not really.  I am referring to that as well as a broader question, which is:  Storage contracts have to be approved by the Board.  And there's a blanket storage order that the company has for -- I think it is for certain volumes and certain terms.  Are you familiar with that, Mr. MacEacheron?  

MR. MacEACHERON:  Yes.  

MR. THOMPSON:  What does that say, in 25 words or less?  

MR. MacEACHERON:  That long-term, just paraphrasing it, long-term -- subject to check -- long-term contracts are subject to Board approval.  And I think long-term is anything over 17 months, if I recall.  

MR. THOMPSON:  And those that are under, does the order say that they're approved by virtue of this blanket order?  

MS. WONG:  Well, why don't we give you the order.  I'm not sure the witness knows the exact wording of the order. 

MR. THOMPSON:  I was trying to paraphrase it and I was going to ask you for an undertaking to provide the order. 

MS. WONG:  We will provide the order.  

MS. CAMPBELL:  That would be undertaking TCU2.6.  
UNDERTAKING NO. TCU 2.6:  TO PROVIDE A COPY OF THE BLANKET STORAGE ORDER

MR. THOMPSON:  Okay.  Do you know if the NGEIR panel was advised that any of these contracts had been approved by a specific order?  If you don't, just say so.  

MR. MacEACHERON:  Don't know.  

MR. THOMPSON:  Now, in the decision that you rely upon for developing your proposal, the Board asked you, if I am not mistaken, to review the use of storage by existing T1 customers; is that right?

MS. PASSMORE:  That's correct.

MR. THOMPSON:  And it was then to come forward with a proposal following that review.  Is that a fair paraphrase of what the Board said?

MS. PASSMORE:  Yes, that is.

MR. THOMPSON:  Now, does Union adhere to the principle of contract sanctity?

MS. PASSMORE:  Yes, we do.

MR. THOMPSON:  So when you went back to review -- respond to the Board's direction to review and come forward with your proposals, did you give any thought to coming forward with a statement that you had made a commitment in the NGEIR settlement in this case not to have an adverse -- have proposals that had an adverse impact on existing customers and that you wished to abide by that commitment?  Did you give any thought to that?

MR. MacEACHERON:  The Board as was aware of the fact that certain T1 customers were grandfathered, as that was one of the reasons for explaining the variance that you see on this undertaking 45.

Notwithstanding that, the Board directed us to review and develop a storage allocation proposal for allocating cost-based storage to all T1 customers.  It didn't say to us, And set aside the grandfathered customers.  I think they were quite clear.

MR. THOMPSON:  But that dated back to the 0017 settlement agreement.  What I am talking about is the commitment you made in the NGEIR settlement agreement.

Did you give any thought to coming to the Board by saying, We made a commitment that we adhered to a principle that the introduction of new services or service enhancements should have no negative impact on the service to existing customers, either financial burden or reduction in service quality, and that we feel obliged to honour that commitment.  So our proposal is one that honours that commitment?  Did you give any thought to that?

MR. MacEACHERON:  Well, we gave thought to the Board's directive to develop a policy that allocated storage to all T1 customers in a manner that was consistent and standardized and clear, and that's what we did.  We set about doing what the Board asked us to do in their directive.

MR. THOMPSON:  So you didn't consider that commitment in the NGEIR settlement agreement, or you did consider it, and then decided the Board had directed you to override that?  Did you even consider it?

MR. MacEACHERON:  Well again, what we did, we followed the Board's directive and looked at all of our T1 customers.

MR. THOMPSON:  Did you even consider that clause in that settlement agreement before you responded?

MR. MacEACHERON:  I'm not familiar with that clause, so I would have to see it.

MR. THOMPSON:  Well, I will read it to you again.  You have not seen the settlement agreement in NGEIR, Mr. MacEacheron?

MR. MacEACHERON:  I will have to find it.

MR. THOMPSON:  It's right in the guiding principles.  Do you have it in front of you there, now?

MS. PASSMORE:  What page are you on?

MR. THOMPSON:  I've lost mine.  It's on page 7.

MS. PASSMORE:  All right.  The NGEIR settlement agreement was specifically settling power services, services for new power generators.  We were looking at the F24 T-service, the F-24 S-service, UPPS service, DPPS service and high deliverability storage.  Those were the services that, in the development of those services, Union had an overriding principle that the introduction of the services should have no negative impact on service to existing customers.  

That is the spirit and intent to which the settlement agreement was negotiated.

The Board directive, then, to look at a new consistent standard allocation policy for allocating storage to non-seasonal load customers, was a separate and distinct directive from the Board.

MR. THOMPSON:  You folks presented the -- made the presentation, at least some of you did -- Mr. MacEacheron and I think Ms. Passmore and Mr. Short -- made the presentation to customers in December?

MS. PASSMORE:  Yes, we did.

MR. THOMPSON:  That was pretty fast work.  The NGEIR decision was November 7th and you had your presentation in December.  So do I take it that you were the group that was responding to the NGEIR decision?  Were there others above you giving you direction?

MS. PASSMORE:  There were many people at Union due to the cross-functional nature of the proposal.

MR. THOMPSON:  Well, can you tell me whether you considered this clause?  What you seem to be saying now, Ms. Passmore, We considered it and concluded it had no application.  Whereas your lawyers seems to be saying, When we argued the motion, the Board made us do it and, therefore, we're off the hook.  

Did you consider it or did you not consider it before you came up with your proposals?

MS. PASSMORE:  I will go back to that this principle had to do with the development of the services for power generators, and this principle was not in the line of sight in responding to the Board directive.

MR. THOMPSON:  So you considered it and decided it had no application to what --

MS. PASSMORE:  I have told you what --

MR. THOMPSON:  That was your conclusion?

MS. PASSMORE:  I have given you my answer.

MR. THOMPSON:  Was that discussed amongst the Union team, or is that just your conclusion, Ms. Passmore?

MS. PASSMORE:  I don't think it has been discussed.  It was a principle overriding the development of power services, and a separate directive came from the Board and Union was responding to that separate directive.

MR. THOMPSON:  So the impact of this settlement agreement on the proposals that you came forward with in your December meeting was not discussed; is that what I hear you now saying?

MR. MacEACHERON:  Again, what we did was followed the Board's directive and focussed our attention on developing a proposal that allocated storage to all T1 customers in a manner that was consistent and standardized.

MR. THOMPSON:  So was the settlement agreement in NGEIR even brought to your attention before you started your work and finished it?  Can you recall?

MS. PASSMORE:  The settlement agreement -- principle number 1 of the settlement agreement, was not within the scope of the work that the group was working on to respond to the directive.

MR. THOMPSON:  My question was:  Was the settlement agreement even brought to your attention before you started and finished your work?  Can you recall?  If you can't recall, just say so.


MS. PASSMORE:  I believe I have responded to the question.  That's why I'm having difficulty.

MR. THOMPSON:  Was it brought to your -- is there something wrong with the question?  Have you told me that it was brought to your attention or was not brought to your attention?  I have not understood you to answer that question yet.

MS. WONG:  Maybe if you asked them if they had seen the settlement agreement, that might help - I'm not sure - seen or read it when they did the work.

MR. THOMPSON:  My question was:  Was it brought to your attention before you started and finished your work?  

MS. PASSMORE:  We were aware of the settlement agreement and the settlement agreement was in a time frame when they were developing and negotiating new services for power generators and new large loads on Union's system.  It was a separate and distinct timeline than (sic) the group that put together and responded to the Board directive for new consistent and standard storage allocation methodology for non-seasonal load customers.  

MR. THOMPSON:  So you are now saying you were aware of it --  

MS. PASSMORE:  I have never -- 

MR. THOMPSON:  -- and you concluded it did not apply to the work you were doing?  Do I understand that correctly?  

MS. PASSMORE:  There was no thought.  That thought linkage did not take place.  

MR. THOMPSON:  All right.  Thank you.  Where I am going with this, I will tell you, is what you have developed and have come forward with completely undermines the status quo for T1 customers and I will be trying to demonstrate that with some facts.  I want to start, though, with looking at some documents that indicates the end result of what you are doing. 

Just to put this in context.  When you started your work on this, were you aware that Union is on the advent of moving into an incentive regulation regime?  I assume you're all aware of that.


MS. PASSMORE:  Yes, we are aware of that.  

MR. THOMPSON:  I assume you are aware that the proposal is that the base rates for the incentive regime be the 2007 rates?  

MS. PASSMORE:  Yes, we are aware of that.  

MR. THOMPSON:  Okay.  As a result of the NGEIR decision, do you agree that it's in the interests of your shareholder to make as much money as possible on the sale of excess storage?  

MR. MacEACHERON:  If you're asking if that influenced our development of this policy to allocate cost-based storage to T1 customers, I can say -- 

MR. THOMPSON:  I am asking if you are aware. 

MR. MacEACHERON:  I can answer your question, no, it did not influence. 

MR. THOMPSON:  Are you aware that it's in the interests of your shareholder to make as much money -- for the company to make as much money as possible on the sale of excess storage?  Are you aware that that is an effect of the NGEIR decision?  

MS. PASSMORE:  I am aware that the NGEIR decision forebeared from the regulation of storage beyond the 100 pJs that was set aside for utility in-franchise customer needs.  

MR. THOMPSON:  Right.  But the sale of excess storage, temporarily or even permanently excess, involves, if it's short term, it involves sharing with ratepayers. 

MS. PASSMORE:  That's correct. 

MR. THOMPSON:  And if it's long-term, shareholder gets it all.  Is that your understanding?  

MS. PASSMORE:  I would need to review the deferral accounts. 

MR. THOMPSON:  Okay.  But if it is long-term, there is a distinction, as I understand it, between the short-term sales of excess storage and the long-term sales of excess storage.  

Do you understand there to be that distinction?  

MR. MacEACHERON:  Yes.  

MR. THOMPSON:  All right.  For the long-term stuff, who gets the revenue under the NGEIR decision?  Is it the shareholder?  

MR. MacEACHERON:  I am aware of a distinction, but as far as the details of the accounting and who gets what, that's for someone else, I think, to know and understand.  That wasn't ours.  

MR. THOMPSON:  Well, can Mr. Packer help me with that?  I don't want to be going down a trail here that is mistaken.  

MS. WONG:  I think we can accept your proposal as -- Union accepts that proposal.  The witnesses were saying they weren't familiar with that.  

MR. THOMPSON:  All right.  So long-term goals, is it 100 percent to the shareholder; is that right?  I am just asking somebody to confirm the formula.  

MS. WONG:  That is our understanding of what the decision says.  

MR. THOMPSON:  Thank you.  Okay.  So let's, then, move to some of your interrogatory responses to IGUA.  

If we can start with A2.1, please.  Just to put this in context, the document that was before the Board in the NGEIR proceedings, I think had 41 customers on it, including Kitchener.  And the Board decision indicates, and I thought Union indicated as well that there were a total of 70 customers in the T1 category. 

So what I asked in my A2.1 was, let's put them all on a chart so we can see it.  And we end up with 51, including Kitchener, not 70.

Can somebody just explain the difference between the 70 and 51?

MS. PASSMORE:  As we have responded in the interrogatory, for every 70 T1 customers referred to a forecast number of customer locations, locations that were forecast to go T1.  And when you go -- T1 contract can have multiple locations on it.  

So the 51 is now the number of T1 contracts, T1 and T3 contracts that Union has.  

MR. THOMPSON:  So there is no discrepancy, the 51 customers covers 70 locations; is that what you're saying?  

MS. PASSMORE:  Yes, that's correct.  

MR. THOMPSON:  So the 41 -- no, have I got that wrong?  

MS. WONG:  I just wanted to clean that up.  The 70 was a forecast number, as well.  So I'm not sure if there are actually 70 actual locations at this moment. 

MR. THOMPSON:  There was a forecast of customers?  Or locations?  

MR. MacEACHERON:  Of both.  

MS. PASSMORE:  51 is the number of contracts, T1 and T3 contracts that are currently signed with Union Gas.  70 was a forecast number of customers/locations.  

MR. THOMPSON:  So there were 41 in the exhibit filed with the Board.  There are 51 in this document.

MR. MacEACHERON:  Mm-hmm.  

MR. THOMPSON:  And the -- are you saying there were only 41 customers at the time of the NGEIR proceedings so that the exhibit the Board had covered everybody?  Or were there ten missing, i.e. -- 

MR. MacEACHERON:  There were 41 T1 contracts.  And contracts could have more than one -- each contract could have more than one end-use location, but they're bundled, they're grouped together under one contract.  

MR. THOMPSON:  So what the Board had was complete, in terms of contracts?  

MR. MacEACHERON:  Correct.  

MR. THOMPSON:  And this document today is complete as of, I think you say, November 2006.  Is that right?  

MR. MacEACHERON:  Correct.  

MR. THOMPSON:  So there are two contracts before the Board for approval, the Lanxess and the St. Clair.  Are they in this list or are they outside this list?  

MR. MacEACHERON:  They are -- I am thinking of the timing on those contracts.  That's what -- that's what is giving me pause right now. 

MR. THOMPSON:  Do you want to take a check on it?  

MR. MacEACHERON:  One I can tell you is on this list and is moving to a long-term contract, and the other is a new customer.  And I don't believe they are as of November 2006, subject to check.  

MR. THOMPSON:  Okay.  Well, just then if I could follow up on that.  Some information was filed in the Lanxess contract approval case dealing with the storage space allocation in that contract.  There was a number opposite, and then also the methodology used to determine the space.  Then I think it had deliverability, as well.  

When I look at the number in that letter for space, I can't find it on this list.  Is there a reason for that?

MR. MacEACHERON:  It's there on the list.  You just haven't found it.  It's there on the list.

If you look further, contracted T1 storage space as at November 1, column A --

MR. THOMPSON:  Yes.  All right.  Well, maybe I'm -- just give me one second to get that number.  It wouldn't be the first time I didn't read the numbers right.


Well, the two numbers that are in this public document for the Board in terms of space, one is 206,000, the other is 322,500.  I don't see, unless I am missing something --

MR. MacEACHERON:  You would want to look under 
column A.

MR. THOMPSON:  Yes.  Well, what letter is it?

MS. WONG:  The number does appear on the list, Mr. Thompson.  It is the last number, customer AS.  That number is there.  We're not confirming who it is.

MR. THOMPSON:  Oh, yes.  I'm sorry.  I'm looking at AX.  Sorry.  Okay, thank you.

So under this schedule, the total contracted storage space, T1 and T3, would be the sum of the 4,801,190 gJs for the grandfathered group; is that right?

MS. PASSMORE:  Yes.

MR. THOMPSON:  Plus the 2,042,535 for the post grandfathering group, and then the long-term contracts are in the next category.  They total 5,190,538 gJs.  Then if we included Kitchener, it is another 3,371,182 gJs.  Right?

MS. PASSMORE:  That's correct.

MR. MacEACHERON:  Correct.

MR. THOMPSON:  So that the current allocated space to that subset of customers is, I make it, 15,404,445 gJs.  Would you take that subject to check?

MS. PASSMORE:  I would definitely check that.

MR. THOMPSON:  Sorry, I didn't hear your answer.

MS. PASSMORE:  We would need to check that, because that...

MR. THOMPSON:  Do you have a total?

MS. PASSMORE:  No, I don't have a total.  I've got a calculator.

MR. THOMPSON:  I asked you to take it subject to check.

MS. PASSMORE:  And that's what I said.

MR. THOMPSON:  Okay, fine.  All right.  But that's what's indicated there, and would you agree with me the costs of all of that are embedded in Union's 2007 rates?

MS. PASSMORE:  I don't know.  I'm not an incentive regulation expert.

MR. THOMPSON:  Can Mr. Packer help me with that one?

MR. PACKER:  Peter, I can confirm that the costs associated with that amount of storage space was part of the 2007 forecast, if that is your question.

MR. THOMPSON:  Thank you.

Now, if we look at the aggregate and excess allocation that you have in this column B -- and I appreciate it is based on a one-year historical and you have broadened that a little bit, as you described earlier, Mr. MacEacheron, so that might change.

But using this information, and then looking at the variance column, that is the difference between what's allocated now, and then what would be allocated if average excess -- I keep calling it average -- aggregate excess.  Let's call it AE so I don't screw this up anymore.  

If AE was used, then there would be clawed back or taken away from the currently contracted storage space the sum of the amounts in the variance column; right?

MS. PASSMORE:  If aggregate excess was applied based on one year, the sum of the amount, it would be reallocated that much less.

MR. THOMPSON:  And we can do the total of those numbers, but it is a big number?

MR. MacEACHERON:  And that -- just to be clear, though, that variance does not include our proposed additional allocation where some of these customers would be allocated zero under the aggregate excess, and, therefore, show a variance.  When you then take into account our additional proposal, if approved by the Board, that would allocate to those customers' space.

So that number would be as big as what is shown on this table, is my point.

MR. THOMPSON:  Well that's about a 900,000-some-odd gJ add-back; correct?  You find that described in one of your answers to my interrogatories.  I think it is -- sorry, it is in Mr. Aiken's interrogatory A3.2.

You show -- and you exclude long term from these numbers, but you show that the space that would be allocated under aggregate excess would be 5,357,938 gJs, and that you are generously putting back some to bring it up to 6,266,916 gJs.  And that add-back I get to be 908,977 gJs.  Would you take that subject to check?

MS. PASSMORE:  That is correct.  That is the difference between Union's current proposal, which was the higher of aggregate excess, or ten times versus aggregate excess.

MR. THOMPSON:  What you are not putting back, what you are taking away, we see in Exhibit A2.10, page 2.

I suggest to you what we see here is at line 7, in the variance column - and these numbers include the add-back - the variance is 3,441,881 gJs.  That's what will be "excess" for you to do with what you wish if you get your way; fair?

MS. PASSMORE:  That is excess that would go back to the in-franchise allocation of storage.

MR. THOMPSON:  Well, no.  You will sell it in the open market, and what you get for it will be accounted for through the deferral accounts?

MS. PASSMORE:  That's true.

MR. THOMPSON:  Okay.  So that is almost -- then if we add to that what you're taking from Kitchener, which is at the last line in Exhibit A2.1, of 505,110, you add that to what you're taking from the T1s, excluding the long term.  That comes up to, if you would take subject to check, 3,946,991 gJs.

Would you take that subject to check?

MS. PASSMORE:  We can check.  We will take that subject to check.  What is important is not Union -- is the proposal.  It is responding to the proposal on the directive to come up with a new allocation methodology that would result in the reduction of storage allocated.  

MR. THOMPSON:  That's your proposal.  If you are successful, you will have about 4 million gJs of storage that you will be able to sell in the open market, excluding what you're going to get from the long-term customers later.  Correct?  I don't think there is any doubt about that. 

MR. MacEACHERON:  Subject to check, of which 2.9 million of that, 2.937539 gJs is from the grandfathered group of customers.  

MR. THOMPSON:  Well, thanks very much.  That is a lot of money.


MR. QUIGLEY:  I think we have responded to that, the principle at A2.10E, that we'll aggregate all in-franchise storage space requirements including T1 on an annual basis.  And to the extent that in-franchise customers require less than the 95 BCF or 100 pJ cap that the Board has imposed for in-franchise customers, Union will market the difference and any margin we would share would be based on the NGEIR decision. 

MR. THOMPSON:  That is exactly what I asked. 

MR. QUIGLEY:  And that's what we will do.  

MR. THOMPSON:  If it's sold for more than two years, it will all go to the shareholder?  

MR. QUIGLEY:  Based on the current...

MR. THOMPSON:  And what you are going to grab from, excuse my rhetoric, but the long-term customers we will see back at A2.1 as their contracts expire, it is another 2,097,582 pJs.  Right?  I appreciate that will come in over time.  

MR. MacEACHERON:  I wouldn't agree with that.  

MR. THOMPSON:  Why not?  

MR. MacEACHERON:  Some the customers and some of the other customers you see in this table this reflects what aggregate excess would calculate for the period August 2005 to July 2006.  It is a period of time.  

In some of those customers on that list are in start-up mode or whatever and perhaps that history isn't reflective of what they actually would get.  

So you can't infer that that is the number at the end that would be adjusted.  

MR. THOMPSON:  I prefaced that.  I was referring to these documents and I appreciated you had a different estimate basis for calculating.  But on the basis of these documents, that's what it shows.  Correct?  

MR. MacEACHERON:  On the basis of this document, yes, that's what it shows.  

MR. THOMPSON:  So the amount on the basis of these estimates that would be clawed back from the long-term gang would, on the basis of these estimates, be 2,097,582 gigaJoules. 

MS. PASSMORE:  No.  That number is the aggregate excess calculation for the long-term contracts.  It doesn't take into -- reflect any other proposal that would come out of this proceeding.  

So for customers who would not get storage under an aggregate excess and if they used the Union proposal as it is now, ten times DCQ, there would be a storage allocation.  

MR. THOMPSON:  There wouldn't be very much?  

MR. MacEACHERON:  It would be, in our judgment, what they would reasonably need to balance their obligated supply with their varying end-use consumption.  

MR. THOMPSON:  All right.  Now, just in terms, then, of, customer-by-customer.  Looking at the grandfathered group and I am trying to keep my finger on the document where we have...

You are showing the variance in gJs for the grandfathered group at 2,900,000, roughly -- well, almost 3 million gigaJoules in A2.10.  If you flip back to A2.1 on the strict application of the aggregate excess, the number would be roughly 3.5 million gigaJoules.  Have I got that right?  

MS. PASSMORE:  Yes.  Yes.  

MR. THOMPSON:  Okay.  So the ten times DCQ model adds roughly about 600,000 gigaJoules into the -- back to the space allocation for these customers?  

MS. PASSMORE:  That's correct.  

MR. THOMPSON:  Okay.  Does all of that go in the numbers that are blank at the moment?  Or the bulk of it?  

MR. MacEACHERON:  You're referring to column B in Exhibit A2.1?


MR. THOMPSON:  Yes.  Customers D, E, and F show zero and my guess is -- 

MR. MacEACHERON:  That's correct.  Along with some other customers, perhaps, in that group, who are otherwise receiving a lower allocation under aggregate excess and a higher allocation under ten times, they would also benefit from the ten times proposal.  

MR. THOMPSON:  So could I ask you by way of undertaking, just to add a column here or show me which customers get more under your add-back proposition.  

So for example, customer D would have a number.  Customer E would have a number, I'm assuming.  Customer F will have a number.  And maybe one or two others will have a number.  And the totals of those will be the 600,000 gJs.  Do you get my drift?  

MS. WONG:  I get your drift.  I'm wondering if the witness has any confidentiality concerns?  

MR. MacEACHERON:  Yes.  That is exactly what I am contemplating here.  Because as soon as you put the ten times information down beside any of these customers, you now know what their DCQ is.  

Now you have their DCQ and their space allocation, and we have concerns about confidentiality in that regard.  

MR. THOMPSON:  All right.  Well, I would ask that you provide whatever information you wanted held in confidence to me in confidence.  I won't deal with it on the record here but I guess I am going to have to make a motion to get some information accorded confidentiality protection so that we can see it.


But leaving that aside, let's carry on, on the basis that we know the global number is about 600,000.  

It applies to a few customers, only.  And probably –- well, certainly applies to the three that had blanks and maybe one or two others.  Can you tell me how many others?  Is it one, or two, or...?  

MR. MacEACHERON:  In total, in total. 

MR. THOMPSON:  That's fine.  

MR. MacEACHERON:  You're probably looking somewhere between 10 to 15, perhaps.  Somewhere in that range, 10 to 15 customers that might consider the allocation under our ten times DCQ proposal to be better than what they would get under the aggregate excess.  

MR. THOMPSON:  That means it is higher, I think?  

MR. MacEACHERON:  That's correct.  Assuming they select the higher number. 

MR. THOMPSON:  We are talking about the -- so we are talking about the numbers in this middle column and you're saying ten of them might be slightly higher?  

We know the ones that are blank are going to be higher.  But you're saying, I think you're saying there is another seven that will have a higher number?  

MS. WONG:  Can I just jump in because I think there might be a slight misunderstanding as to the answer. 

My understanding is that the 10 to 15 is with respect to all of the existing customers, not just the grandfathered customers; correct?  

MR. MacEACHERON:  That's correct.  

MS. WONG:  You may have been thinking that was just the grandfathered. 

MR. THOMPSON:  That was because that is the group I'm talking about.  How many in the grandfather?  We know -- the total?  Just give me the total.


MR. MacEACHERON:  We don't have that number.  

MS. WONG:  We can provide that by undertaking.  

MR. THOMPSON:  All right.  Thank you.  

MS. CAMPBELL:  That would be TCU2.7.  
UNDERTAKING NO. TCU2.7:  TO ADVISE HOW MANY GRANDFATHERED CUSTOMERS WILL GET MORE STORAGE ALLOCATED TO THEM UNDER THE 10X DCQ METHOD THAN THE AGGREGATE EXCESS METHOD

MR. THOMPSON:  Now, just then looking at the variance columns and Union's judgment that aggregate and excess works.  Could you tell me what criteria you base your judgment on, in terms of -- looking at the variance here.  

Let's just take customer D, for example.  Subject to the number for the ten times DCQ for that customer, that customer would lose everything, 1,434,000 gJs.  So aggregate and excess doesn't work for it; right?

MS. PASSMORE:  That's correct.

MR. THOMPSON:  Now, let's go up to customer C.  That person loses 284,000, like most of its allocation.  So aggregate and excess doesn't work for that customer; right?

MR. MacEACHERON:  You would have to look at the specifics associated with that customer, but subject to check, you could say based on that amount you might assume that.  But you would have to look at the...

MR. THOMPSON:  Well, the numbers indicate it doesn't work.

MS. PASSMORE:  Well, the numbers don't really indicate it doesn't work.

MR. THOMPSON:  What do you mean?  The variance, they would get 15,000 of space under aggregate --

MS. PASSMORE:  Without knowing --

MR. THOMPSON:  Under excess, and they have 300,000 under contract.  You're telling me aggregate and excess works?

MR. MacEACHERON:  No.  What we're saying is we can't confirm, for sure, that it does just based on these numbers.

I think you can reasonably draw that conclusion in this example, but you can't confirm it without looking at the specifics associated with that customer and the basis upon which how that original contracted amount for this grandfathered customer was arrived at.

MR. THOMPSON:  You have all of that information, do you?

MS. PASSMORE:  No.

MR. MacEACHERON:  No.  That's going back to an earlier comment on that.  These allocations were made prior to 2000, so that information is going to be difficult to obtain.

MR. THOMPSON:  Well, I thought you said we have to look at it to test whether aggregate and excess works.  I'm losing you.  What are you telling me?

MR. MacEACHERON:  Oh, what -- the 15,135 number that you see is an aggregate excess calculation for that customer.

MR. THOMPSON:  Right.  Compared to his contracted space of 300,000.  That's quite a drop.

MR. MacEACHERON:  Right, right.

MR. THOMPSON:  Okay.

MR. MacEACHERON:  All I'm suggesting is that it is quite a drop, but the question is:  Is that drop appropriate?  And, really, you have to look at what you're dropping from, the 300,000, and say, Was that an amount that was appropriate for this customer?

That's the only point I am trying to make in that, that 15,135 is what we are currently calculating as the aggregate excess and we will calculate, based on our proposal, an allocation for the ten times methodology, and the customer will pick whichever one is higher.

MR. THOMPSON:  Well, I understand that, but it could be like 50,000 rather than 15.  That is still quite a drop from 300,000; right?

MR. MacEACHERON:  That is a large drop.

MR. THOMPSON:  Okay.  So when you exercise your judgment as to how your new proposal you think is satisfactory, what sort of percentage drop from the existing contracted level do you use as a guide; 10 percent, 20 percent, 30, 40, 50, 90?  Did you use that as a measure of what is reasonable?  

MS. PASSMORE:  No, we didn't use that as a measure of what is reasonable.

MR. THOMPSON:  Why not?

MR. MacEACHERON:  Because our task was to come up with a methodology that would allocate storage, cost-based storage, to a T1 customer to meet the reasonable balancing needs of that customer, and, again, balancing their obligated supply versus their planned consumption.

We did not let past contracted levels influence our judgment as to what was reasonable in managing their obligated supply versus their variable end-use demand.

MR. THOMPSON:  All right.  Well, what about on the transition issue?  Did you consider what sort of percentage decline year by year would be appropriate?

If you're dropping somebody like by a million gigaJoules, surely you would have to give that some thought?

MR. MacEACHERON:  We have proposed a transitional methodology for these grandfathered --

MR. THOMPSON:  Not in terms of time.  You just said, Buy some short-term space from us.  That is your proposal.

MR. MacEACHERON:  Yes, some off peak.  We will offer each of these grandfathered customers off-peak storage to balance what additional amount of gas they have in storage above what is their new allocation.

This will be something that they will know well in advance.  This will not be imposed on them with days' notice.  This is something that they will have lots of time before -- and we are proposing, also, to implement at our contract renewal, and, again, implement this transitional plan at contract renewal, which will take them out for another balancing season.

MR. THOMPSON:  Well, if I am going from a million-and-a-half - let's take customer V - down to half a million, roughly, of gJs, that is a million gJs' decline in what I have under contract now; right?

MR. MacEACHERON:  Correct.

MR. THOMPSON:  You're saying, We'll give you a million dollars -- a million gigaJoules of short-term space so -- sorry.  We will give a million, yes, so you can get rid of your -- up to a million if you can get rid of your inventory?

MR. MacEACHERON:  Up to a million, but we're willing -- our proposal, I would refer you to the evidence for our specific proposal on that.  But what we are offering is to manage their surplus that was brought in under their DCQ that happens to be surplus at contract renewal.

What we are offering is to store that at an off-peak rate, notwithstanding the fact that it might be a peak period.  We're offering to store that at an off-peak rate for them to, again, take through them another balancing season and allow them to transition this proposal.

MR. THOMPSON:  The off-peak rate is higher than the cost-based rate they currently pay, probably?

MR. MacEACHERON:  If you roll in injection into it, it's -- just space itself, yes.

MR. THOMPSON:  All right.  My question, it's a different one, really.  Did you give any thought to saying, We have taken these people from a million-five down to half a million.

Did you give any thought to saying, To do that in an orderly way, we should do it at maybe 5 percent a year?

MR. MacEACHERON:  We definitely gave thought to transitioning our grandfathered customers to our proposal, and that is why we implemented the transition plan that we have included in our evidence.

MR. THOMPSON:  Did you give any thought to a long-term gradual transition plan of the type I have described?

MR. MacEACHERON:  We considered that, but we didn't think it to be consistent with what the Board was directing us to do, and that is to adopt a policy, again, that allocates in a clear, consistent and standardized manner.  

We thought that extending that over multiple years would not be consistent with that.

MR. THOMPSON:  Are you familiar with the DCC?  This was a little payment that people obliged to deliver used to get by way of compensation for the benefit that they provided to the system.  Are you familiar with that, Mr. MacEacheron?

MR. MacEACHERON:  I am familiar with the DCC.

MR. THOMPSON:  And that was phased out, do you know, over how many years?

MR. MacEACHERON:  Over five years.

MR. THOMPSON:  Did you consider that precedent when you were thinking transition?

MR. MacEACHERON:  No.

MR. THOMPSON:  Now, in terms of impacts on customers of your proposal, and I am using as the measure of what they will lose what's in the third column here.  I appreciate for some it's not -- doesn't reflect the ten times DCQ model.

One of the options for these customers, your interrogatory responses indicate, is they can keep what they have now, but they've got to buy everything over what you're going to allocate to them at market-based rates.  Is that a fair paraphrase of one of your interrogatory responses to me?

I think it is -- yes, A2.19.  If customers want to keep what they have now, they will, in effect, have two contracts, one with respect to cost-based and one with respect to market-based.

Who is responsible for this interrogatory response?

MR. MacEACHERON:  I am.

MR. THOMPSON:  All right.  So have I correctly described the situation?  

MR. MacEACHERON:  There will be a cost-based contract, the T1 contract to cover their cost-based components and there will be a market contract or market schedule to cover the -- 

MR. THOMPSON:  And they will operate as if they were one?  

MR. MacEACHERON:  They will operate as if one, that's correct. 

MR. THOMPSON:  Now, my question then is, in that scenario what -- let's just take a customer V as an example is going to have to get roughly a million gJs of storage on the open market and presumably part of its injection and withdrawal on the open market.


What is the prevailing price, today, for Union market-based storage?


MS. WONG:  Mr. Thompson, there is an interrogatory response and I think the response essentially is that the price moves every day because it moves in response to market conditions.


MR. THOMPSON:  Well, I am asking, what is it today?  

MR. MacEACHERON:  I don't know what it is today. 

MR. THOMPSON:  Can you undertake to let me know?  

MS. PASSMORE:  For what term?  For what time frame?  For what quality of service?  For how long a term?  All of those things impact it, sir.  

MR. THOMPSON:  Well, you give it to me for all of them.  

MS. WONG:  Well, I guess the concern we have is the Board has already determined that the pricing issues are not an issue here.  So I am not sure what it is relevant to with respect to the issues that are on the table.  

MR. THOMPSON:  It is relative to the impact.  The Board wants to know the impact of all of this on customers.  

I am not asking the method of deriving it.  I'm just asking, what is the price?  You sell the stuff.  You tell me what it is.  

Does anybody on the panel have a ballpark idea of the price for market-based storage today?  

MS. PASSMORE:  During the NGEIR proceeding we provided a methodology for calculating market value of storage.  We would be prepared to provide that methodology again.  

There's so many variables involved in it, the methodology incorporates those variables.


MR. THOMPSON:  If I phone up Union today and say, What is the price for short term storage, what is the answer, on the market?  

MS. PASSMORE:  I don't know. 

MR. THOMPSON:  Can you undertake to find out?  

MS. WONG:  No we're not going to undertake to find out because we take the view that is one of the issues that the Board said is not relevant.  

MR. THOMPSON:  Well, would you agree with this, in the proceeding held a few months ago involving Union's proposal with respect to deferral accounts and earnings sharing, 
Ms. Elliott was asked that very question.  

Would you take, subject to check, was that the price for short term storage in 2006 was $2.86 per gJ?  Would you take that subject to check?  

MS. WONG:  We'll take that subject to check.  If you can provide us with a reference at some point, that would help us make the check. 

MR. THOMPSON:  EB-2007-0598, transcript volume 1, 
page 85.  

MS. WONG:  Thank you.  

MR. THOMPSON:  So, let's just take that as an illustration of the prevailing price.  Under this proposal that you have and under an assumption somebody is losing a million gJs of storage and you go out and sell it in the market for $2.86, that's going to produce revenue of $2,860,000 on those assumptions.  That math works?  

MR. MacEACHERON:  Based on those assumptions, that math works.  

MR. THOMPSON:  So if this customer wants to keep what he has, that customer will have to pay $2,860,000?  

MR. MacEACHERON:  Yes.  But also consistent with that assumption, if this customer maintained that current level of storage, i.e., that customer had that incremental million above what we're thinking they reasonably need, then that customer would earn that profit off that storage, rather than Union taking that and applying it, if it's short term and returning it to all ratepayers.  

MR. THOMPSON:  That assumes your allocation methodology is correct.  If you assume it is incorrect, that is not the case at all.  

MR. MacEACHERON:  Absolutely.  And we're here because we believe it is a reasonable proposal and a reasonable allocation methodology.  

MR. THOMPSON:  Well, we will come to that in a moment.  But in terms of the impact on that customer to keep what it has now, by acquiring it in the market on these assumptions, it would cost $2,860,000?  

MS. PASSMORE:  And that is based on the assumption that the customer chose to contract that with Union for storage, rather than choosing any other method to meet his wants and needs.  

MR. THOMPSON:  All right.  

So if I go through each of these customers and do that sort of exercise, you will get an estimated dollar amount to keep what they have now.


This now excludes the market-based price that you are charging for deliverability.  That has gone up -- that's 30 cents per gigaJoule above market under your proposal -- sorry above cost-based.


MS. PASSMORE:  Actually, the price that Ms. Elliott would have quoted when we quote ex-franchise storage prices is a combination of space and deliverability.  That's -- 

MR. THOMPSON:  Well, she was quoting, I think, short-term sales.  You're saying that includes deliverability?  

MS. PASSMORE:  Yes.  

MR. THOMPSON:  Tell me, how do you separate it out?  Ms. Elliott gave me a number of $2.86.  How do I -- well, tell me, how does one separate that out to determine what is space and what is deliverability?  

MS. PASSMORE:  I can't speak to the 2006 pricing.  

MR. THOMPSON:  Well, just generally, how does one separate it out from a -- 

MS. PASSMORE:  Customers value the service based on the space for the time period that they're looking at it, and the deliverability, the quality of the level of the deliverability.  

So customers, individually, ex-franchise customers negotiate that based on the value to them.  

MR. THOMPSON:  Maybe we're missing one another here.  I thought you said that the number Ms. Elliott quoted included deliverability.  $2.86 includes deliverability.  

MS. PASSMORE:  Yes.  

MR. THOMPSON:  Okay.  So when someone buys storage on the open market, it is a bundled, is it, space and deliverability?  

MS. PASSMORE:  In most cases, yes.  

MR. THOMPSON:  So I am trying to figure out, then, how does one of my customers separate the bundle?  

We see it is $2.86 in the market.  So how do we determine how much is space and how much is deliverability?  How do you determine it?  

MS. WONG:  Well, I think what she said is that it's a joint rate.  It's not done individually, so it's -- the customers value it and it has one value for both components.  So it is not as if it can be broken out.  

MR. THOMPSON:  Well, let me come at it this way. 

You have said in your evidence that the market rate for deliverability is $2.00 something per gigaJoule.  I think it is 2.26 or 2.28.  It is 30 cents above what you say is the cost base for deliverability.  

Now, did you derive the 2.28 from a bundled number?  

MS. PASSMORE:  No, we did not.  

MR. THOMPSON:  So how did you get that number?  

MS. PASSMORE:  The 2.28 was established and used in Union's 2008 high-deliverability open season.  It was the very first time Union had ever offered deliverability as a stand-alone component.  Services in the ex-franchise market are sold traditionally as a combination of space and deliverability.  

MR. THOMPSON:  So it's a high-deliverability price?  

MS. PASSMORE:  And high deliverability is defined as anything over 1.2 percent.  So the 2.28 was included as a barometer, when the offering was made to in-franchise customers as well, that they could participate in this open season to give customers and indication of what market price is for deliverability.  

MR. THOMPSON:  Well, can you produce the open season document that you are talking about? 

MS. PASSMORE:  It's on Union Gas's website.


MR. THOMPSON:  Okay.  Well, I am low tech, so could we have an undertaking to produce it and something that shows the response that you got to this that takes you to the 2.28?


MS. WONG:  No.  Mr. Thompson, I think we're going far down a rabbit trail here.  The whole pricing of this issue was discussed at Issues Day.  The Board ruled that it is an unregulated service and they had no interest to have pricing issues discussed.


MR. THOMPSON:  No.  I think what they ruled was the methodology of pricing is not relevant to allocation.  But, again, I am talking about impact on customers.


You are telling us we're going to have to pay a certain amount for deliverability, and you say that's only good for one year.


I would like to know how the number is determined, you know, from what documents it is determined.  If they're on their website, perhaps you could produce them.


MS. WONG:  That's the whole issue of methodology which they said is not an issue.


MS. CAMPBELL:  If I could interject here and take everybody back to the final issues list.  No one seems to have referred to it yet.


Just to refresh everybody's memory, issue 4 says:

"What is the appropriate transition process for existing unbundled and semi-bundled customers upon expiry of existing contracts to adopt any new storage allocation method or methods that may be approved by the Board in the context of customer impacts and other relevant factors."


MR. THOMPSON:  I think that is a comment in my favour, but I hesitate to -- why don't we leave it this way?  Perhaps you could undertake to consider whether you could produce the, I guess, invitation to tender that you are relying on and some indication of the response that you got to that to lead you to the $2.28, which is a number you are relying on in the evidence.


MS. WONG:  See, I disagree that you are entitled to anything involved or related to how the pricing was set.


You can determine impact, because we have told you that the current price is $2.28.  So you've given us your request.  I think you can take it at the moment that we're not prepared to give you that undertaking, but, you know, whatever is available on the website you can go take a look at.


MR. THOMPSON:  All right.  Well, I'm taking that as an undertaking to consider responding to my question.  Would that be fair?


MS. WONG:  Just so long as you don't take it as an undertaking to answer your question.


MS. CAMPBELL:  All right.  So undertaking TCU2.8 is an undertaking to consider Mr. Thompson's question.

UNDERTAKING NO. TCU2.8:  UNDERTAKING TO CONSIDER MR. THOMPSON'S QUESTION.


MR. THOMPSON:  Thank you.


Now, just on the storage deliverability topic, again, some of your undertaking responses.  I had asked you in interrogatory A2.9 and I had also asked you in interrogatory A2.2 to complete, if you will, this no-name summary on A2.1 and A2.2.  I asked to include daily contract quantity, contract demand, estimated annual load factor and contracted injection and withdrawal.


In your response to A2.2, you said, No, we're not giving you that, and you gave me a whole lot of percentages, not terribly helpful.


But then in A2.9, what I had asked was to help me understand the impact on the customers of your deliverability separation proposition.  I asked you to list by customers what they would get under your proposal at cost.  I was looking for the volumes and what they would get at market-based, in terms of volumes.


Again, you declined to answer that and you gave me these percentages in A2.9.


I think I am going to need these numbers, but I will have to move obviously to get them.


But on this exhibit, A2.9, would it be possible to give me total deliverability for column 1 and total deliverability in gJs in column 2?  Does that blow anybody's cover?


MR. MacEACHERON:  Providing you with a total number for all customers?


MR. THOMPSON:  Yes, yes.


MR. MacEACHERON:  I don't see how that has a confidentiality concern with it.


MS. WONG:  Let's make sure we are all on the same page, because I'm not sure we are.  You want the actual gJs of deliverability for each customer?


MR. THOMPSON:  No, no.  Leave the percentages as they are and add a line --


MS. WONG:  At the very end?


MR. THOMPSON:  -- total volume of deliverability.


MS. WONG:  Okay. 


MR. THOMPSON:  Just to make sure we are on the same page here, the heading on this table is:  Cost-based firm deliverability as a percentage of contracted space.


I am familiar with some of these contracts, and deliverability is -- well, injection and withdrawal is often separated between firm and interruptible.  And, in combination, they produce a number which, in many cases, equals the DCQ.


So when you use this word "firm" here, are you talking about all deliverability in the contract or just some of it?  Because I want all of it.


MR. MacEACHERON:  We are talking about the firm deliverability component of the customer.


MR. THOMPSON:  Are you talking about the injection piece?  That has a number?


MR. MacEACHERON:  Yes.  Well, the deliverability that the customer has contracted for.  In this case, it is firm; then we put it on this table.


MR. THOMPSON:  Well, what about the customer that has injection, certain numbers in the firm box and another number in the interruptible box, and then for withdrawal --there is an interruptible box for both firm injection withdrawal and interruptible injection withdrawal.  What I am looking for is the sum of the both.  Does this table show it?


MR. MacEACHERON:  No.


MS. PASSMORE:  No.


MR. THOMPSON:  So could you revise this table?  I assume, when you use the 1.2 percent, it's going to be for all deliverability, so that if the 1.2 percent, let's say, gives you a unit of one, and the injection deliverability 

-- sorry, the injection and withdrawal right has both firm and interruptible, I want them both in there.


But for the 1.2 percent, it's going to apply to the bundled, if you will; in other words, not 1.2 percent of firm and 1.2 percent of interruptible.  If you have a total of 1,000 and you get 1.2 percent at cost, then you get 120 at cost and the remaining 880 is at market.  Do you follow me?


MR. MacEACHERON:  Correct.  


MR. THOMPSON:  So can I -- so this column 1 isn't going to change.  It is going to be 1.2 percent even if you include both firm and interruptible.


But column 2, market priced firm, what I want there is market priced deliverability.  Just take the "firm" out so we're covering it all.  Understand where I am going?


MS. WONG:  I think we can give you that undertaking, Mr. Thompson.


MR. THOMPSON:  All right, thanks.


MS. CAMPBELL:  That would be undertaking TCU2.9.

UNDERTAKING NO. TCU2.9:  TO REVISE A2.9 TO PROVIDE A COLUMN SHOWING COSTBASED DELIVERABILITY AS A PERCENTAGE OF CONTRACTED SPACE AND A COLUMN SHOWING MARKET PRICED DELIVERABILITY AS A PERCENTAGE OF CONTRACTED SPACE

MR. THOMPSON:  So we're going to get a total deliverability volume down here of, let's say, in column 1, it is going to be X.  Then over in column 2 it's going to be some multiple of X.  It's going to be another number.  That's going to be in gJs.  


Then you are telling us that, in terms of the impact on customers, you are using 30 cents per gJ to describe -- as the premium over cost for that volume.  Right?  


MS. PASSMORE:  For firm.  


MR. THOMPSON:  Well, I understood that deliverability in the contracts for firm and interruptible is at the same price.  


MS. PASSMORE:  No.  The cost-based rates are not the same.  


MR. THOMPSON:  No.  But I am talking about – sorry, the cost-based rates are not the same?  So are you telling me, then, that if I look at these contracts where they've got firm deliverability and interruptible deliverability, there are different prices?  


MS. PASSMORE:  That's correct.  


MR. THOMPSON:  And that is -- okay.  Just give me the cost-based firm.  That's $1.98?  


MS. PASSMORE:  Per gJ, per month, demand charge. 


MR. THOMPSON:  What is the interruptible?  


MS. PASSMORE:  $1.05 per gJ per month demand charge.  


MR. THOMPSON:  Okay.  


So then I guess what you're going to have to do for me, when you give me the total volume of column 1, total deliverability volume, if you would break it out between firm and interruptible.  Can you do that?  


MS. PASSMORE:  Okay.  


MR. THOMPSON:  Then for the market-priced deliverability column, in volume, is there also two market prices, one for firm and one for interruptible?  In other words, you have given us 30 cents for firm.  What's the spread for interruptible?  


MS. PASSMORE:  I will take you to Exhibit A3.11 and an interrogatory response to London Property Management.  Currently the second last paragraph: 

"Union is not planning to have interruptible deliverability available to customers as an add-on to cost-based services."

That should say interruptible market-priced deliverability. 


MR. THOMPSON:  So what does that mean?  


MS. PASSMORE:  So customers that are currently relying on interruptible deliverability, that the T1 rate schedule reflect a cost-based price for both firm and interruptible deliverability up to 1.2 percent.  


MR. THOMPSON:  Well, the 1.2 percent isn't in the rate schedule.  


MS. PASSMORE:  But that is what our proposal said the cost-based deliverability will be. 


MR. THOMPSON:  I know that is your proposal.  Are you taking interruptible off the market now?  


MS. PASSMORE:  No.


MR. THOMPSON:  Taking it off the rate schedule?  


MS. PASSMORE:  No, the proposal is the T1 rate schedule would reflect cost-based rates for deliverability up to 1.2 percent, whether it be firm or interruptible.  


MR. THOMPSON:  Okay.  


MS. PASSMORE:  So a customer could still elect 1.2 percent interruptible deliverability at $1.05 per gJ per month.  


MR. THOMPSON:  Okay.  But if I need more?  


MS. PASSMORE:  At this point in time -- 


MR. THOMPSON:  If you need more, you're not selling interruptible, is that what you're telling me?  


MS. PASSMORE:  What I'm saying is we're not, at this time, contemplating a market-priced interruptible deliverability service. 


MR. THOMPSON:  That could mean one of two things.  It will all go as if it were firm. 


MS. PASSMORE:  Or the customer could find alternatives in the marketplace or the customer could look at something like overrun.  


MR. THOMPSON:  So let me just follow that.  


So I've got, in our example, 120 units.  That's my firm interruptible combination is let's say a thousand units of injection and withdrawal.  My firm piece is 200, and my interruptible piece is 800.  


Right now, I would pay the $1.98 for the 200 and $1.05 for the 800.  Right?  


MS. PASSMORE:  That's correct.  


MR. THOMPSON:  Under your proposal, I am going to pay $1.05 for 120 units.  Right?  I need another 800 to move my DCQ in and out of your system.  I don't think I can get that anywhere else than from you, but are you now telling me you're not going to sell it to me?


MS. PASSMORE:  If you need it to move in and out of your system --


MR. THOMPSON:  It's your system.


MS. PASSMORE:  To move off of our system, why was it contracted interruptible?  


MR. THOMPSON:  No, no, I ask the questions. 


MS. PASSMORE:  You're telling me the customers have 800 -- 


MR. THOMPSON:  I need 800 units to move stuff in, my DCQ in and take my CD out when I need it.  


MS. PASSMORE:  That's not an interruptible service.  


MR. THOMPSON:  Well, it was up until -– you're now telling me you're not selling it.  


MS. PASSMORE:  I am saying at this point in time Union is not contemplating -- 


MR. THOMPSON:  I need 800.  It was previously all classified as, well most of it was interruptible.  I need 880, actually.  


So what are you saying, I can only get 80 from you and I've got to get the 800 somewhere else?  Or you want to give me the 800 on some other service, overrun service.  Is that what you said?  


MS. PASSMORE:  Overrun is available.  Market price firm is available.  Incremental supply is available on a day that it is needed. 


MR. THOMPSON:  So I have to pay firm for what was classified -- 


MS. PASSMORE:  Overrun is available. 


MR. THOMPSON:  What's that cost?  


MS. PASSMORE:  I don't know.  


MR. THOMPSON:  More than that.  That's a penalty rate, isn't it?


MR. MacEACHERON:  No, no.  Not if it's an authorized overrun.  It's a reasonable alternative.  


MR. THOMPSON:  So it's cost-based?  


MS. PASSMORE:  Yes, it is. 


MR. MacEACHERON:  Yes.  


MR. THOMPSON:  So that will be the day if I get authorized firm overrun when you are trying to sell it at market?  I have to pay market and I have to pay the firm market price.  


MS. PASSMORE:  I don't think that is a realistic expectation.  I think the customer has to look at how he is using his interruptible service and the demand charge that he's paying for that interruptible service and compare that against what overrun charges would incur at cost-based rates on the days that he has been relying on the interruptible deliverability.  The customer needs to make a choice.  


MR. THOMPSON:  Well, just to nail this down.  I had a question about this answer, what it meant.  But I think what you're saying is, what I have today classified as interruptible, if I am going to get that service tomorrow under your proposal, it's not going to be called interruptible injection withdrawal.  It's going to be something else.  


MS. PASSMORE:  Over 1.2 percent, it will be something else.  


MR. THOMPSON:  Yes.  And why are you putting that burden on people?  Why are you taking that classification out of the picture?  Is that just another little squeeze on the customers, operationally?  Another headache for them?  


MS. PASSMORE:  I will not propose to be an expert on market pricing of services, but currently the market prices do not contemplate an interruptible stand-alone deliverability service.  


MR. MacEACHERON:  I might add.  With regard to authorizing the overrun, in our supplemental evidence on page 4 of 13, we talk about that as being an alternative for the customer.  And we state in our evidence that we'll work with our customers in responding to authorization requests and all sets of requests were reviewed by Union in the context of Union's operational ability to accommodate.  Union will act reasonably in reviewing all authorization requests and provided Union is not experiencing operational constraint, that request will be authorized.  


MS. CAMPBELL:  I am going to interject here.  It is now ten to one.  Ms. Landymore would like to ask less than five minutes worth of questions before we break for lunch.  


Mr. Thompson, have you finished with that section or do you want time to regroup over lunch to come back?  


MR. THOMPSON:  That's fine.  I am happy to let Ms. Landymore jump in for ten minutes.  


MS. CAMPBELL:  Okay.  Thank you.  

Questions by Ms. Landymore 


MS. LANDYMORE:  I just wanted to go back to something that actually Pat Moran was asking about, not in exactly -- he was asking about hybrid storage allocation methods.  


So what I wanted to know I guess was a little more information about sort of alternate storage calculation methods you were willing to consider.  


Are you willing to consider other storage allocation methods than the ones that are currently before us?  Like the one you proposed and the aggregate excess?


MS. PASSMORE:  I would propose at this time our proposal is the ten times DCQ and aggregate excess with the customer electing whichever one they prefer on an annual basis.


MS. LANDYMORE:  So if someone was to bring forward another proposal that they considered suitable to a group of customers, that wouldn't be something that you would consider?


MS. PASSMORE:  It begins to no longer respond to what we believe the directive was, was to find a consistent standard that dealt with seasonal and process load customers and not to be looking for --


MR. MacEACHERON:  Unique allocations?


MS. PASSMORE:  Yes, unique allocations.


MS. LANDYMORE:  But I'm not really talking about a unique allocation for one specific customer, but if there was something that was -- you know, responded to process-driven needs, that wasn't what you put forward.  I think that would comply with the directive.


I mean, it just wouldn't be something you would come up with.  So is it only things that Union comes up with that are acceptable or would you consider something else?


MS. PASSMORE:  I actually don't know the process.


MS. WONG:  Let me just see if I can try to clarify, Ms. Landymore.  Are you talking about, in the context of this proceeding, if a customer group was to come forward with an alternate proposal that the Board was to approve, would Union consider it?


MS. LANDYMORE:  That's right.


MS. WONG:  Well, I suppose if you brought it to the Board -- if you brought the proposal to the Board, we certainly wouldn't dismiss it out of hand.  It would have to be looked at.  I suppose, as well, over the course of the year when this has been out there, I'm not aware that any customers have put forward any other proposals.


MS. LANDYMORE:  This is hypothetical at this stage, but just if there was an alternative, I just wanted to know what kind of response I would get from Union.


MS. WONG:  Well, I think if you put it in the context of this proceeding and are proposing it as something the Board is to consider, then Union would have to consider it.  In any event, it would consider it.  There would be no reason not to consider it.


MS. LANDYMORE:  Yes.  I was trying to gauge the sort of willingness to consider it.


MS. WONG:  That might depend on the proposal.


MS. LANDYMORE:  Yes, okay.


I guess I just have one last comment, which was, I'm not going to stay for the rest of the afternoon, but if there is any contemplation of further disclosure about the T1 contract information, I know TransAlta had some sensitivity about that, so if I could be kept in the loop about that.  That's it.


MS. WONG:  I can respond on that confidentiality concern, generally.  Union's intention at this point is not to disclose anything that would jeopardize customer confidentiality, unless a motion is brought by a party, and then presumably all parties would be entitled to make submissions.


MS. LANDYMORE:  Okay, thanks.


MS. CAMPBELL:  What I suggest we do now is break for lunch until 2 o'clock.  It is now five to 1:00.  So if we're all back here for 2 o'clock, we can continue on this afternoon.  Thank you.
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--- On resuming at 2:00 p.m. 


MS. CAMPBELL:  We are ready to start again.  Mr. Thompson.  

Further Questions by Mr. Thompson 


MR. THOMPSON:  Panel, I just wanted to touch on a couple of things before I move on to considering the criteria that should be looked at, in terms of evaluating your proposal.  


These were mentioned, discussed this morning.  Just on impacts.  I wanted to just confirm that if your proposals are approved, and I think we've got this on the record, that there will be about four million gJs of space to be made available in the open market.  And whether the existing customers buy them or -- to keep what they have or it's sold elsewhere or it is a combination, that space will produce, at $2.50 per gJ, about $10 million per year?  Would you agree with that?  


MS. PASSMORE:  I would not agree with that.  You're basing it on a price signal from a point in time.  There has been many times when storage can sell from 80 cents, for $1.20.  I don't believe we can agree with that. 


MR. THOMPSON:  It was premised on an assumption that if the price is $2.50, the math is 10 million a year.


MS. PASSMORE:  If the price is $2.50.  


MR. THOMPSON:  And regardless of who buys it, it is storage revenue, some of which or all of which goes to Union's shareholder.  I think we have reached an agreement on that point?  


MS. PASSMORE:  Based on the deferral methodologies.  


MR. THOMPSON:  Depending on how the customers react, if they don't buy what they previously had and take something less, there are some operational impacts which I will come to in a moment.  


I would like to turn next to, if I might, the notice that was sent to customers, and an example of that you will find attached to my questions.  


This is the contract replacement -- sorry, termination and replacement notice, which is -- I think it is the last page of my questions.  Do you people have a copy of that in front of you?  


MR. MacEACHERON:  Yes, we do.  


MR. THOMPSON:  What I am interested in is whether -- I would like to look at this notice first, because under the contract termination and replacement aspect of it -- just parenthetically stopping.  Every T1 customer got a copy of this notice?  Every T1 that was up for renewal in the post NGEIR time frame?  


MR. MacEACHERON:  That's correct.  Every T1 that was approaching renewal received this notice.  


MR. THOMPSON:  That would be everybody excluding the long-term?  


MR. MacEACHERON:  No, because we began this process in the second quarter of this year, so there are contracts renewing in the first quarter of 2008 that would maybe have not gotten this specific notice yet.  


MR. THOMPSON:  I think you do address that in your response to the Board --  


MR. MacEACHERON:  All contracts approaching renewal. 


MR. THOMPSON:  -- the undertaking response IU.2?


MR. MacEACHERON:  That's correct.  


MR. THOMPSON:  So of the 41 customers, I'm reading this to mean 36 of them have received the notice.  


MR. MacEACHERON:  That's correct.  


MR. THOMPSON:  Okay.  What this notice says is:

"In the near future, Union will deliver to you a new T1 contract that will maintain the deliverability and storage space allocation in your existing contract."


So just stopping there, does that mean if everybody got that notice, that the space shown in the first column of Exhibit A2.1, was being rolled over?  


MR. MacEACHERON:  Yes.  Unless there was a significant change at the customer's end-use facility, greater than or equal to five percent of their CD. 


So in other words, we were following our normal procedure with respect to renewing T1 contracts.  


MR. THOMPSON:  Were there, in fact, any of those cases?  


MR. MacEACHERON:  I am not aware of any. 


MR. THOMPSON:  So this notice went to everybody?  There is no exception to this notice?  


MR. MacEACHERON:  It went to customers who were approaching renewal and as you will note, and as you brought to my attention, the undertaking IU.2, five customers had not received that notice yet.  So 36 of the 41 had.  


MR. THOMPSON:  I thought we just covered that.  So 36 got this particular notice?  


MR. MacEACHERON:  Correct.  


MR. THOMPSON:  Okay.  So these quantities are being maintained under this proposal.  


MR. MacEACHERON:  Correct.  


MR. THOMPSON:  What the proposal says is there's going to be some -- the deliverability quantity is being changed but the pricing is changing on part of it. 


MR. MacEACHERON:  That's correct.  


MR. THOMPSON:  And the Board ordered, as a result of our motion, that that aspect of the matter, in effect, be reversed and that the prices for deliverability remain cost-based.


MR. MacEACHERON:  That is correct.  And we have subsequently communicated to all of our T1 customers that fact.


MR. THOMPSON:  Yes.  I saw that communication and that was on your enerline or whatever you call it.


MR. MacEACHERON:  Yes.


MR. THOMPSON:  It's the next paragraph that I am interested in, here.  It goes on:

"To the extent the OEB issues a decision on the storage allocation methodology in the interim, Union will work with you to adjust the contract to reflect the new space allocation and adjust the cost and market base deliverability using this revised space allocation."


What I am interested in in this is, is there a notice, a written notice to each of these T1 customers, particularly those that will lose significant amounts of space, that says something to the following effect:  Our proposals, if approved, will reduce your space from the contract amount to about whatever your proposal indicates.  And any allocation of space over and above those amounts will be available to you at a market price.  And any allocation of deliverability over and above those amounts will be available to you at a market price.  And our current market prices for these services are, blank.  


Has there been any precise written notice given to each of these customers about the impact of your space proposals?  


MR. MacEACHERON:  I can look back at the December customer meeting that we had with our T1 customers, that was approximately one month after we received the Board's directive in this matter.  We sent correspondence to all T1 customers at that time, as early as back then, advising them of this matter, and advising that we are holding this meeting and asked them to attend so they could hear our proposal.  


We also noted that our proposal for those who couldn't attend would be on our website, and we since published it on our website.  And from that point forward, there have been several other broad-based customer meetings as well as individual customer meetings to discuss the implications of our proposal.  


I can certainly tell you that the large impact, impacted customers have definitely been spoken to and we have had meetings with those customers to discuss this issue.  


MR. THOMPSON:  Was there a written notice of the type I have described setting out for them, for example, Customer V, your space will go from 1,509,600 under our proposal to about such and such, and, if you want to contract for more, it will be available to you at market-based rates from us and the current market-based rate is, blank?


Was there anything specific to each of these customers that dealt with that aspect of your proposal?  If so, I would like to --


MR. MacEACHERON:  I can't recall a specific written communication to each one of those customers in that regard, but, again, what I can tell you is each and every one of these customers has had at least one meeting with their Union account manager to discuss this proposal.  The ones who are affected the most, that are going to see the greatest reduction in allocated storage, certainly have had more than one meeting and have been made aware of it.  


It's been the subject, again, at all of our T1 meetings and broad-based industrial meetings that we have had since December, and are the subject of enerlines which are sent to all T1 customers.


MR. THOMPSON:  So there is nothing specific, in writing?


MR. MacEACHERON:  I am not aware of specific notice that says, This is your allocation.


Again, we don't have that.  It's a proposal right now, that allocation.  It's a proposal.  So for those customers -- we have not implemented our proposal.  We're waiting for Board approval on that.


MR. THOMPSON:  Sorry, is that some reason not to give them specific notice of what you are proposing, when it could have an effect of millions of dollars for some customers if they want to keep what they have now?


MR. MacEACHERON:  I guess a notice could have been given to them, but what we preferred to do is meet with them face to face and talk with them, and that's what we did.


MR. THOMPSON:  Well, you would have to agree with me this paragraph about storage space in this notice is pretty vague:

"To the extent the OEB issues a decision on the storage allocation methodology in the interim, Union will work with you to adjust the contract to reflect the new space allocation."


Pretty vague, would you agree?


MR. MacEACHERON:  To someone who might not be familiar with the issue.  I can assure you our T1 customers are very familiar with this issue, because, again, we introduced it as early as one month after the Board's directive in this matter.  We introduced the topic and asked them for their input on helping us come up with a proposal.


We have since kept them very informed on this matter.


MR. THOMPSON:  Let's move on, then, to - where is my note - the criteria that should be considered in assessing what you've come up with.


Now, Mr. Moran asked you some questions about this.  Would you agree with me that the object of the exercise is to consider what obligated delivery customers reasonably require to meet their load-balancing needs?


MS. PASSMORE:  Yes, that is what it is.


MR. THOMPSON:  Okay.  The obligated delivery customers are different than the non-obligated delivery customers.  Can we agree on that?


MS. PASSMORE:  Yes, we can agree on that.


MR. THOMPSON:  Thanks.


So in terms of the criteria dealing with obligated delivery customers, I suggest to you that two of the major drivers to be considered are, first, the obligation to deliver, the DCQ obligation, and the variances in consumption at the end-use locations.


First of all, would you agree with that as an important factor to consider?


MS. PASSMORE:  The management of the customer's gas supply arrangements, when compared to the consumption, is what we are considering here.


MR. THOMPSON:  Well, what you said on page 9, which Mr. Moran took you to at item principle 2, is cost-based storage is required to balance a customer's obligated supply with varying end use.


MS. PASSMORE:  That's correct, it does say that.


MR. THOMPSON:  So what I am suggesting to you is the obligation to deliver and variances in consumption at the end-use location is, on your own evidence, an important factor to consider for these obligated delivery customers.


MS. PASSMORE:  Yes, it is.


MR. THOMPSON:  Then a second factor that is important to consider for these process loads is shutdown time.  And you speak to that at page 13 of this testimony, where you talk about:

"These customers use storage to inject obligated supply on weekends or during periods of plant shutdown, which can occur at any time during the year."


So I suggest to you that is an important factor to consider.


MS. PASSMORE:  We certainly did take into consideration how a sophisticated semi-unbundled customer would manage their gas supply in the event of both a planned shutdown and an unplanned shutdown.


MR. THOMPSON:  But the whole purpose, I suggest to you, of the DCQ obligation-to-deliver type service is to match annual deliveries with annual consumption?


MS. PASSMORE:  That is correct.


MR. THOMPSON:  And so the idea is there has to be something available to the customers so that they can inject into storage the extent to which their DCQ, on any day, exceeds the consumption at the plant.


MS. PASSMORE:  And we believe that our allocation policy actually does reflect that and does allocate a reasonable amount for a DCQ that already reflects the load factor of that customer for that customer to inject any incremental -- any supply over and above its consumption.


MR. THOMPSON:  I am coming to test that in a moment, but you agree that is an objective that has to be met --


MS. PASSMORE:  Yes, it is.  That is right.


MR. THOMPSON:  -- by the methodology.  All right.  So in terms of shutdowns, you mentioned, at page 13, some customers who shut down on weekends; is that right?


I mean, are you familiar with the extent to which some of these plants shut down?


MS. PASSMORE:  Yes.


MR. THOMPSON:  Do you agree that some of them shut down on weekends?


MS. PASSMORE:  Yes.  


MR. THOMPSON:  Is that two days a week they're shut down?


MS. PASSMORE:  There is a pattern of customers shutting down two days a week.


MR. THOMPSON:  So if you just total that up on an annual basis, that would be 100 days of shutdown over the year; right?


MS. PASSMORE:  That is correct.


MR. THOMPSON:  And there are other plants, I am told, that government requires them to shut down, and I am thinking of refiners particularly, but they're required by government and other regulations to shut down for periods of time, maybe up to a month or even two months during the year.  Are you familiar with those types of plants?


MR. MacEACHERON:  I am not aware of any of my T1 customers who have shutdown for that period of time, say, two months.


MR. THOMPSON:  I didn't mean to suggest it was continuous, but they periodically they have to shut down for, I think I was told, up to a month, to do something.


MR. MacEACHERON:  Spread over the course of a year, in bits and bites, maybe two days here or three days there?


I do know that customers where industrials, large sophisticated ones like these ones, will tend to try to stay operational 365 days of the year, if they can.  That's just from a profitability perspective.


Now, there are some, depending on the type of business they're in, that may indeed shut down on a weekend that are T1 customers, but the larger industrials, they tend to go right through the weekends.


MR. THOMPSON:  Well, I will lead evidence on the shutdown range.


Just assume that there are -- if you wouldn't mind, there may be shutdown periods continuous for maybe 30 days, and over the course of the year some of these people not shutting down on weekends, but shutting down for maintenance or other types of reasons could be a cumulative of two months.


So the weekends we have 100 days, and then we might have 60 days for another group of industrials.  Could you just proceed on that assumption for the purpose of my question? 


MS. PASSMORE:  We can proceed on that assumption.  


MR. THOMPSON:  Well, did you investigate the periods of shutdown?  


MS. PASSMORE:  We certainly did look at the periods of shutdown and where I believe we're uncomfortable with agreeing with assumptions is that customers do not inject their full DCQ during these extended periods of planned shutdowns. 


So that is where I believe we're having less than a meeting of the minds.  


MR. THOMPSON:  But they might even forecast shutdown, but during the period of shutdown, they have to put their DCQ into storage.  


MS. PASSMORE:  And they certainly do not.  Injections of DCQ into storage is not the only way that these customers manage their gas supply and their end-use consumption.  


MR. THOMPSON:  But the theory of the service is that it goes into storage.  


MS. PASSMORE:  No.  The theory of the service is the customer has the tools to manage his storage, the amount of storage that has been allocated to them and the level of transactional activity, these customers are sophisticated customers and they already do very large amounts of diversions, assignments, suspensions of gas.  These customers don't interject their full DCQ into storage during a shutdown. 


MR. THOMPSON:  I am suggesting to you, if I look at the DCQ-to-storage-space ratio in these contracts that you folks entered into, I will find a multiple far greater than ten in most of them.  


MS. PASSMORE:  And that is why the Board gave us this directive to look for a reasonable amount of space.  


MR. THOMPSON:  But you have come up with ten.  


MS. PASSMORE:  That is correct. 


MR. THOMPSON:  As a multiple. 


MS. PASSMORE:  That is correct. 


MR. THOMPSON:  What I am going to be suggesting to you is, there ask no evidentiary basis for ten.  It is much higher than ten.  


That's what I am going to be suggesting to you.  And that's why I asked a lot of questions which you haven't answered fully, and I will be seeking full answers but I will try and work with what you've given me for the time being.  


Let's go to question A2.2.  What I had asked for, again on a no-names basis, the DCQ of each customer, the CD customer, that meaning consumed by each customer at its plant, the number of days and the extent to which CD at the plant exceeded DCQ and the number of days and the extent to which DCQ exceeds CD at the plants.


 So I was looking for the information to help us evaluate this multiple of ten.  And you responded, you didn't give us the information.  You've got it all buried in percentages.  


But let's look at the column entitled:  Contracted DCQ as a percent of contracted space.  


So this is, if a DCQ is 100, and space is 1,000, this ratio would be ten; right?  Ten times?  


MS. PASSMORE:  That's correct.  


MR. THOMPSON:  Okay.  If DCQ is ten and space is a thousand, the multiple would be 100.  Right?  


MS. PASSMORE:  Yes, that's correct.  


MR. THOMPSON:  The DCQ multiple, space would be a hundred times DCQ, if the ratio shown here is one percent.  


MS. PASSMORE:  Maybe you could do that math. 


MR. THOMPSON:  Ten over a thousand is one percent, subject to check.  Okay?


MS. PASSMORE:  Okay.  


MR. THOMPSON:  So I have gone through this table and have asked myself how many of these customers have a multiple of ten, or less, and that is everybody with a percent higher than ten.  Okay?  


And if you would take it subject to check, there are two of them.  


MS. PASSMORE:  That's correct.  


MR. THOMPSON:  At line 20 and at line 23.  So two of the 50 that are shown here, one of them doesn't have a multiple, customer 12, are ten -- are less than ten.  


Agreed?  


MS. PASSMORE:  That is true.  


MR. THOMPSON:  Okay.  Then we ask ourselves, okay.  What's the number that are in the 5 to 10 percent range.  And that would be a multiple of between 10 and 20.  


If you would take it subject to check, there are 14 of them.  Would you take that subject to check?  


MS. PASSMORE:  Yes.  


MR. THOMPSON:  Okay.  Then if you ask yourself, how many of them are between 20 and 50, that's between two percent and 5 percent, the number is 25.  Would you take that subject to check?  


MS. PASSMORE:  Sure.  Certainly.  


MR. THOMPSON:  And if you ask yourself, how many have a multiple between 50 and 100, that's 1 percent to 

2 percent, you get 9.  Would you take that subject to check?  


MS. PASSMORE:  Certainly.  


MR. THOMPSON:  So all but two of the customers have a multiple greater than ten.


MS. PASSMORE:  That's fine.


MR. THOMPSON:  Would you take that subject to check?


Now, in terms of trying to evaluate what might be a reasonable multiple, we have tried to examine it this way, and my question is, first of all, what is the class load factor for T1?  Can anybody help me there?


We would have gotten that, had we obtained the information.


MR. MacEACHERON:  If you look at the column on the right-hand side of that same attachment, A2.2, you will see the load factor based on the firm CD is column E and the load factor based on the firm and interruptible is 

column F.


MR. THOMPSON:  But I asked, what is the class load factor for T1 class as a whole?  It's not here.  Is that available to you?  Could we approximate it?  70 percent?  75 percent?  


MS. WONG:  Mr. Thompson, that was one of the questions that Kitchener had asked and we indicated we would give an undertaking to provide that information.  It is their A4.4.  


MR. THOMPSON:  All right.  Well, I appreciate that.  But for the purposes of my next question I need to make an assumption that is in the ballpark.  Can anybody help me?  Would it be 75 percent, more or less?  80 percent?  I am sure there is a way to ballpark it.  


Maybe Mr. Packer can help me.  


MS. WONG:  I don't think we have any way of telling you what the number is today.  If you want to put a number out, like 80 percent for the purposes of a discussion, we could do that.  But we have no way of saying whether or not that is accurate.  


MR. THOMPSON:  All right.  Well, let's try it that way.  


Let's assume that it's in the order of 80 percent, which I suggest to you is, again, this is conceptual, but it's the equivalent of taking 100 -- well, taking the full consumption on 80 percent of the days in the year and taking none on 20 percent of the days.


So the number of days down would be 20 percent of 365, which, for the sake of argument, let's just round it to 75 days for this example.


Taking that as an assumption that's reasonably linked to the class load factor, and then asking oneself, okay, on that assumption, and assuming all of the down time was in the summer - so this would show up in the average-and-excess methodology - what would be the DCQ multiple?


I would like to work through this example with you, to see if you agree with it.


Let's assume that the contract demand, max daily, is 100 units per day.


MR. MacEACHERON:  That's the average daily use; is that what you're referring to?


MR. THOMPSON:  That's the contract demand.  They can take 100 a day is their max.


MR. MacEACHERON:  That's their max, okay.


MR. THOMPSON:  Yes, okay.  And we assume that they're taking that max through the entire winter period, which will be 151 days, right, on your average-and-excess method?  Winter is 151 days?


MS. PASSMORE:  Yes.


MR. THOMPSON:  Okay.  So consumption in the winter would be 15,100 units.  Okay?


In the summer, which is - or the non-winter period - 214 days, assume down 75 days.  Whether it is on again-off again, it doesn't really matter.  But on the other days, the full CD is taken.


So in the summer, the consumption would be for 139 days.  That's 75 minus the 214 at 100 a day.  That's 13,900 for the summer period.  With me so far?


MS. PASSMORE:  Yes.


MR. THOMPSON:  So the total consumption for the year is 29,000.  If they had taken 100 a day flat out for 365 days, it would be 36,500.  And so expressing the 29,000 over the 36,500, you get a load factor of 79.45 percent.


Similarly, if you divide the 29,000 by 365, you get the DCQ of 79.45.


Would you take that subject to check?  I take the nod to be, yes, you would?


MS. PASSMORE:  Yes.


MR. THOMPSON:  Okay.  So then we ask ourselves, all right, what would be the average-and-excess methodology produce for this scenario?  My understanding is you would take the winter consumption, which is 15,100.  You take 151 over 365, times the annual consumption of 29,000.  Have I got that right?  That's how the methodology works?  And that number, subject to check, is 11,997.


And the space, then, is the difference between the 15,100 and the 11,999, which, if you would take it subject to check, is 3,103 units.


You divide that by the DCQ, 79.45; you will find the multiple is 39.  Would you take that subject to check?


MS. PASSMORE:  Yes.


MR. THOMPSON:  Okay.  So what I'm suggesting to you is that if you take the average load factor for the class and do an average-and-excess calculation of this nature, on the basis that all of the down time is in the summer, then that's the space number that would fall out of it.  


I know you want to study this, but would you undertake to check the math and get back to me on that?


MS. PASSMORE:  Certainly.


MS. WONG:  Yes, we will do that.


MR. THOMPSON:  Thanks.


MS. CAMPBELL:  That would be undertaking TCU 2.10.

UNDERTAKING NO. TCU2.10:  TO VERIFY MR. THOMPSON'S CALCULATION OF THE DCQ MULTIPLE AT 39

MR. THOMPSON:  The further proposition I would like to put to you and ask you to consider is this:  Is there any reason why process loads, which may not be down in the summer - may be down a weekend a year, every weekend throughout the year, or down in the winter - is there any reason why they should be treated any differently than process loads that are down in the summer?


Do you want to get back to me on that one?


MS. PASSMORE:  Yes, we will.


MR. THOMPSON:  All right.


MS. CAMPBELL:  That would be, I take it, another undertaking?


MS. WONG:  Yes, it is.


MS. CAMPBELL:  Thank you.  That would be TCU2.11.

UNDERTAKING NO. TCU2.11:  to CONSIDER WHETHER PROCESS LOADS SHUTDOWNS THROUGHOUT THE YEAR OR IN THE WINTER SHOULD BE TREATED ANY DIFFERENTLY THAN PROCESS LOADS SHUTDOWNS IN SUMMER.


MR. THOMPSON:  If you agree or the Board agrees there is no good reason for that scenario, then it seems to me at a 79 percent load factor for the class, the multiple is close to 40.  Perhaps you just want to consider that and get back to us as part of the same undertaking.


MS. WONG:  Yes, that will be part of the same undertaking.


MR. THOMPSON:  Let me then turn to another area, which is with respect to your proposal which has a multiple of only ten times DCQ.


Your response to difficulties that this might put customers in is to say, well, you can sell off gas that you can't put into storage.  You can then buy gas that you can't get out of storage.  That's one of the things you say?


MS. PASSMORE:  Yes, it is.


MR. THOMPSON:  Yes.  And that's a feature of what non-obligated deliverers can do; right?


MS. PASSMORE:  Yes, they can.


MR. THOMPSON:  Would you agree with that proposition you're kind of imposing obligations on obligated deliverers that really apply to non-obligated deliveries?


MS. PASSMORE:  This is nothing new.  This is business as usual for T1 customers.


T1 customers are sophisticated customers that have been managing their allocated amount of storage using suspensions and incremental supply.  This is not anything new.  This is business as usual.


MR. THOMPSON:  Do I understand that you are not prepared to waive the obligation to deliver?


MS. PASSMORE:  That is correct.


MR. THOMPSON:  So you want them to keep delivering to you 365 days of the year, unless you excuse them?


MS. PASSMORE:  We have had this discussion before about the obligation to deliver.  It reduces the overall distribution costs to everyone on Union's system as it reduces the need for Union to have to put facilities in the ground.  We can review again what the costs would be to all customers, if we rid ourselves of the obligation to deliver, but that is the intent of that obligation to deliver.   


MR. THOMPSON:  I understand that.  But for someone to, as you say, suspend deliveries, the obligated-to-deliver customer has to get your consent.  


MS. PASSMORE:  Not under the current proposal.  


MR. THOMPSON:  Pardon?  


MS. PASSMORE:  Not within the proposal that we have right now.  The flexibility that we are proposing inherent in the access to the deliverability rights, in effect allows the customers to mitigate that supply by nominating a firm withdrawal and that would be a firm withdrawal.  


MR. THOMPSON:  Excuse me. 


MS. PASSMORE:  So the authorization process would no longer be there during the months when it is firm access to the deliverability.  


MR. THOMPSON:  I am obliged to deliver to you 100 units a day.  Contractually obliged.  


MS. PASSMORE:  That is correct.  


MR. THOMPSON:  Okay.  Now do I have to call you to be -- have that obligation forgiven?  


MS. PASSMORE:  Not under the new proposal.  Under this proposal that obligated gas could arrive.  You could nominate a firm withdrawal for the same amount out of your storage and during the nightly T1 allocation methodology it would be as if that gas never arrived.  


MR. THOMPSON:  No.  No.  It is not as if it never arrived.  It still has to arrive.  You're saying I can mitigate that by pulling something out of somewhere else. 


MS. PASSMORE:  That is correct.  


MR. THOMPSON:  But it still has to arrive.  


MS. PASSMORE:  I don't believe it does.  


MR. MacEACHERON:  There is an obligation to deliver molecules at the obligated receipt point.  And that obligation, I think, what Libby is pointing out, that can be met with the traditional obligated supply or it can be met with a withdrawal from storage.  


MR. THOMPSON:  It has to be met.  One way or another. 


MR. MacEACHERON:  The obligation to deliver to that point has to be met, unless the customer asks for authorization not to deliver, and if our system is not constrained and we do not require those deliveries then we won't withhold that authorization.  


MR. THOMPSON:  Okay.  But the non-obligated delivery customer doesn't have to do that.  If it's not going to consume the gas, it doesn't show up, and they don't have to call you. 


MR. MacEACHERON:  They're non-obligated.  


MR. THOMPSON:  Right.  So that is one operational difference that the obligated will be stuck with under your proposal, compared to non-obligated.  The obligation stands.  And to change it, it requires some authorization.  We have been there before.  


MR. MacEACHERON:  That's right. 


MS. PASSMORE:  That is correct.  


MR. THOMPSON:  Now, in terms of -- I went through a list of some topics that my client has informed me are problems that, operational problems that this proposal creates compared to what they currently enjoy.  


One of them is, they have to sell off gas purchased, but not yet delivered.  Can you comment on that? 


MR. MacEACHERON:  You're referring to a customer that cannot inject that gas or cannot put it in their storage and, therefore, must shed that supply?  


MR. THOMPSON:  Right.  You have constrained them from putting their DCQ into storage with this only ten days' coverage issue.  


So they have to do something.  They have a long-term contract with the DCQ coming in every 365 days a year, they have to sell it.  That's a problem.  They tell me it's a problem.  


MR. MacEACHERON:  You can sell the gas at Dawn from your storage at Dawn to make space.  


You're talking the scenario where a customer's storage, he's allowed his storage to go full.  So the customer can relieve the amount of gas in storage by selling off at Dawn to accommodate that constant supply.  If that's the case, they can do an in-franchise transfer to another customer of that supply.  Those are very common transactional activities that take place.  


MR. THOMPSON:  I understand that.  But forcing them to do it because they can't put their DCQ into storage, I suggest, is problematic.  


Right now they don't have to do that, as much as they will under your proposal.  


MR. MacEACHERON:  But the question goes to what is a reasonable level of space to manage that constant supply or that obligated supply versus the variable end-use demand.  


And they're not just injecting into that space all the time.  They are withdrawing from that space, as well, to meet that demand.  So that's happening to meet that customer's end use and it is the customer's responsibility to manage their volume, their balance within their storage account.  


MR. THOMPSON:  I understand that.  And they've got more now than they will have under your proposal and I am told this will create difficulties of the type I am describing.  Why don't I list them and you can perhaps get back to us by way of an undertaking response.  


Another problem with your proposal is, because it takes back so much storage space on a very short-term basis, is they have to sell their gas in inventory and you're saying, We'll accommodate that with some off-peak storage and you can pay for that as long as you want.  Is that what you're saying?  Or get rid of it within a specific time frame?  


MR. MacEACHERON:  It depends on the customer's plans for that gas and the term of the storage that they're looking for.  


MR. THOMPSON:  Well...


MR. MacEACHERON:  Storage is not sold for an indefinite period of time, I guess is what I'm trying to say. 


MR. THOMPSON:  Are you saying there is no time constraint on your willingness to provide the storage they need to manage inventory reductions?  


MR. MacEACHERON:  I didn't quite follow you there.  If I could ask you to repeat that.  


MR. THOMPSON:  Well, let's assume that customer, the million and a half, has a million and a half storage today.  And when your proposal is approved, under your proposal, only entitled to half a million.  


MR. MacEACHERON:  Correct.  


MR. THOMPSON:  So there is a million gigaJoules of gas in storage that, under your proposal, that customer shouldn't have there, okay.  So he has to get rid of it.  


MR. MacEACHERON:  Hm-hmm.  


MR. THOMPSON:  I understand you to say, Well, we'll sell you some off-peak storage so you can keep that gas around.  Is that your proposal?  


MR. MacEACHERON:  That's to transition the grandfathered customer to our new methodology.  If they find that they want to phase it in over a period of time, that goes beyond the renewal of their contract, then we're willing to accommodate that for the transition.  But I am assuming a customer is not going to want to keep gas in storage indefinitely because of the carry cost on that inventory would be outrageous and they should cycle their inventory if they're managing their costs properly.  


MR. THOMPSON:  Well, they would cycle it if they could use it themselves, in part.  But I am just trying to understand your transitional proposal.  They have to get -- this may be an extreme example.  


MR. MacEACHERON:  It is.  


MR. THOMPSON:  Well, let's take it, then, it makes -- I like them.  


But they have to get rid of that under your proposal, and you're saying, well, the financial burdens on them of carrying it will force them to get rid of it immediately.  Is that what you're telling me?



MR. MacEACHERON:  No.  If the customer wants to -- what our customer said to us when we first introduced the proposal is they would like to have some sort of transitional ability built into the proposal, just to accommodate them at contract renewal, in the event there is surplus gas in the storage above what the new allocation amount is.  


So we responded to that by building in this transition mechanism for our grandfathered customers. 


So a grandfathered customer, let's say in your example, has a million and a half gJs of storage and his reduction is going down to 500,000 gJs.  If at contract renewal, he hasn't brought in any incremental gas to supplement that, he just brought in his DCQ, at contract renewal if that customer has 700,000 gJs in his storage brought in from his DCQ, then we will offer a transitional storage space service for that customer to manage that 200,000 surplus through to the -- beyond the renewal point for that customer.  


MR. THOMPSON:  Does that contemplate a sale of the gas?  


MR. MacEACHERON:  I think it contemplates the use of the cost-based storage contemplates the customer is going to use that gas at some point in time.  That they're not just putting it in the ground for investment purposes.  That they are going to use it to burn at their plant.  


MR. THOMPSON:  Right.  So I am dwelling on this longer than I intended.


So is there a time limit that the customer must get down to the -- what your allocation will say?  Your allocation becomes effective immediately, as I understand it.  Then you're saying anything over and above that is in storage will help you manage it.


MR. MacEACHERON:  Effective at contract renewal.


MR. THOMPSON:  Contract renewal.  But is the price that they're going to pay for the gas in storage the same as they would pay under your transition proposal, they would pay under their cost-based arrangements?


MR. MacEACHERON:  It's a little bit more.  It's a little bit more expensive.  It's an off-peak storage service.


MR. THOMPSON:  What about penalties that this can trigger, penalties associated with exceeding contract deliverability, penalties exceeding allocated storage, falling into negative storage?  Does all of this create penalty exposures that don't now exist?


MS. PASSMORE:  They would only create penalty exposures if the customer chose to run on auto pilot and chose to not take advantage of other services in the secondary market, and that is incremental supply.  That is spending and selling to other customers.  


But I am going back to what the Board actually said in their decision, and the directive that we are working from here is, is that unbundled and semi-unbundled services do have greater control over their acquisition and use of storage than do bundled customers.


It is also the Board's expectation that these customers will have access to and use services from the secondary market.  


Your proposal suggests that these customers have no other alternatives.


MR. THOMPSON:  No.  Semi-unbundled was a service that Union provided to basically allow the customer to manage DCQ versus CD on a hands-off basis.  That was the nature of the service.


MR. MacEACHERON:  I would have to disagree with that.  That's never -- T1 has never been characterized as a hands-off service.


In fact, I know of many bundled customers who would like -- who have considered going T1 and have considered otherwise because they've recognized the greater level of management on their part required to operate under the T1 service, that they are going to have to pay closer attention to their inventory levels as far as the storage maximum and the storage minimum, and their injections and withdrawals.  And they have characterized it, quite rightly, as there is more work involved in this service.


MR. THOMPSON:  Well, maybe I overstated it by calling it hands off, but it's a no-notice.  As long as they deliver their DCQ and stay within their CD, they're fine.


MS. PASSMORE:  That's a bundled customer.


MR. THOMPSON:  No, no.


MS. PASSMORE:  No, that's a bundled customer.  You're not describing a semi-unbundled.  Mr. MacEacheron just described the semi-unbundled service.


MR. THOMPSON:  All right.  If I am a T1 and I deliver my DCQ each and every day of the year, and I confine my consumption at my plant to within my CD and I match my deliveries to my consumption, that's T1 service.  The only difference between it and bundled is I've got the storage allocation.


MS. PASSMORE:  But you need to manage.


MR. THOMPSON:  I'm saying if I stay within my DCQ and my CD, it's managed.


What -- the difference goes in and the difference consumption goes out.


MS. PASSMORE:  I think the difference between DCQ and CD, I propose you don't need any storage.


MR. THOMPSON:  The DCQ and the CD differ?  Sorry, we don't need storage?  You have lost me there.


MS. PASSMORE:  You're matching your DCQ and CD.


MR. THOMPSON:  No, no.  I said "managed" my DCQ and CD.


MS. PASSMORE:  Oh, excuse me.


MR. MacEACHERON:  Injection and withdrawal parameters of the T1 service.


MR. THOMPSON:  If that is DCQ, then I'm fine.


MS. PASSMORE:  That's up to the customer to choose how much they want for the injection and withdrawal parameters.


MR. THOMPSON:  Now, in terms of -- just a couple of other topics.  The policy statements, you've submitted these, but there is nothing in here about deliverability.


Was there ever a policy on deliverability, internally?


MS. PASSMORE:  No, there was not.


MR. THOMPSON:  And in terms of this percentage of 

1.2 percent, you will agree with me that before the NGEIR decision, the deliverability -- the injection and withdrawal features of the T1 service made no reference to a 1.2 percent?  It was a volume amount that was determined for injection and withdrawal; right?


MR. MacEACHERON:  I'm not quite sure I followed your question there, if I could ask you to repeat it.


MR. THOMPSON:  You're now painting the picture, or you were painting it at some point at least to the Board, at least as I understood it, that prior to NGEIR, deliverability was based on the application -- deliverability in these contracts was based on the application of some percentage.


I'm suggesting to you that's not the case.  It was never a percentage applied to determine these volume amounts in the contract.  It was other factors.


MR. MacEACHERON:  To determine the space amount, you're talking about?


MR. THOMPSON:  The injection and withdrawal amount.  That is what deliverability is, is it not?


MR. MacEACHERON:  That's correct.  And the level of injection or withdrawal, deliverability selected by a T1 customer was selected based on the customer's desire to want to either inject a certain quantity or withdraw a certain quantity on a regular basis.


MR. THOMPSON:  It had nothing to do with any percentage?  Union never said, You can only get 1.2 percent of something.


The customer determined the amount based on, according to the slide presentation, DCQ/CD minus DCQ -- the range that we talked about.


MR. MacEACHERON:  We did not limit our customers to the 1.2 percent, not all of the customers, the 1.2 percent.


MR. THOMPSON:  It was never mentioned as a constraint before NGEIR.  Would you agree with that?


MS. PASSMORE:  Well, prior to NGEIR, for the unbundled customers --


MR. THOMPSON:  I am talking about T1 bundled.  I know what the unbundled is.


MR. MacEACHERON:  We had a degree of control over the deliverability for a T1 customer because of its tied nature, you might say, to the end-use facility and to serving the obligated DCQ.


It was, if I could use the word, perhaps "restricted" to serving the end-use needs, and in the rate schedule deliverability in the T1 rate schedule and the cost-based rates, for that matter, are intended -- and the services therein are intended to service the end-use facility and supply coming into service that facility.


MR. THOMPSON:  All right.  But the suggestion that you are making to the Board, as I understood it, that deliverability to in-franchise customers, cost-based deliverability, was always -- well, first of all, it was a standard, and that the standard was 1.2 percent, I suggest, is nonsense.  That was never part of the service to these particular customers, certainly.


MR. MacEACHERON:  Those customers indeed have contracted for levels above our standard 1.2 percent.


MR. THOMPSON:  But there was no suggestion that 1.2 was a standard applicable to them.  They could contract for the DCQ, the CD.  They could contract for a volume amount; is that correct?


MR. MacEACHERON:  They were not limited to the 1.2 percent standard.


MR. THOMPSON:  So that the -- and so that the deliverability, the injection and withdrawal rights, cost-based injection and withdrawal rights of these customers existing at the time of the NGEIR decision is as set out in A2.2, column 1.


Some were below 1. -- you express them as a percentage of space.  Some fall below.  The bulk of them are considerably above; is that correct?


MS. PASSMORE:  That is correct.


MR. THOMPSON:  So that the existing cost-based deliverability service supporting T1, was not subject to a 1.2 percent standard.  It's something higher, on average and on an individual customer basis it is -- 


MR. MacEACHERON:  We permitted for customers to contract for levels above the 1.2 percent.  I think in large part that recognized the fact that that deliverability did not have the same level of firmness, you might say, as ex-franchise deliverability did, that our ex-franchise customers have, that that level of deliverability was tied to serving the end-use facility. 


In our proposal, now we're proposing to provide additional flexibility that would give them a level of service consistent with that.  With what our market services have today.  


MR. THOMPSON:  Are you suggesting that you said to customers prior to NGEIR, we're permitting you to contract for deliverability above 1.2 percent?  I suggest, no.  


You were just saying, What do you need in this range?  And you would provide it.  Between DCQ and CD.  Did you negotiate with any of these customers, Mr. MacEacheron?  


MR. MacEACHERON:  Not with them directly, no.  


MR. THOMPSON:  Well, I guess we will hear from them.  The numbers though are as shown in this column 1.  


Kitchener, for example, it was 1.9 percent and for these individual T1s, quite different.  


MS. PASSMORE:  That's correct.  


MR. THOMPSON:  Right?  And for the bundled classes, there is, in terms of the deliverability ratio supporting your service that you provide to them, those numbers are provided in an interrogatory response.  


I think maybe it is A2.4 where you say for 2004 the number was 2.21 percent.  For 2007, the figure is 3.64 percent.  Right?  


MR. MacEACHERON:  That's correct.  


MR. THOMPSON:  So I am suggesting to you, if we take the provision of the existing service before NGEIR as the standard, those percentages are not 1.2 percent.  They're much higher.  


MS. PASSMORE:  I don't think that is how Union is defining the standard.  It was exactly out of NGEIR where the directive Union was given was to look for a standard storage service.  


If you look to the bottom of page 66 in the NGEIR decision with reasons:

"Where existing customers use storage for seasonal or daily balancing, generators want to use storage for intra-day balancing.  Whereas existing customers can meet their needs with a standard deliverability service, daily deliverability of 1.2 percent of storage space allocation, generators want deliverability as high as 10 percent."


That was the statement. 



Then the Board went on to say, we recognize Union, you do have non-standard allocations of storage service.  Come back to us with a proposal for a standard storage service allocation for non-seasonal load customers, and that is what we're here to propose today.  


MR. THOMPSON:  Well, your lawyer said the Board had decided that the standard for in-franchise customers was 1.2 percent, referred to those passages of the Board's decision when we argued the motion and the Board said, as I recall it, We do not agree with Union.  


What I am suggesting to you, none of this evidence about what the deliverability was actually supporting, T1 in percentage terms, or T3, or M7 was before the Board.  And if it was before the Board, then it was clear something other than 1.2 percent was supporting those services.  That's what the numbers show.  Don't you agree?  That's what they show.  


MS. PASSMORE:  I agree that that is what the numbers show.  I agree that that is not a standard.  


MR. THOMPSON:  Thanks very much for your patience.  I think I'm done.  


MS. CAMPBELL:  Mr. Ryder?  

Questions by Mr. Ryder 


MR. RYDER:  Thank you, my name is Alex Ryder and I represent the City of Kitchener, and with me is 

Mr. Gruenbauer who is with the City of Kitchener.  


Kitchener has a T3 contract.  Am I right in saying that in structure, the T3 contract was similar to the T1 contract?


MS. CAMPBELL:  Microphone.


MR. RYDER:   It was on before.  Do you want me to repeat the question?  


MR. MacEACHERON:  If you could, please.  


MR. RYDER:  Kitchener is a member of the T3 class and has a T3 contract.  Am I right in thinking that the structure of the T3 contract is similar to that of a T1 contract?  


MS. PASSMORE:  Yes, it is.  


MR. RYDER:  So the T3 contract, like the T1 contract, has parameters that are negotiated between the customer and Union?  


MS. PASSMORE:  Yes, they are.  


MR. RYDER:  And the parameters represent the agreed-upon levels of service to be provided under the contract?  


MS. PASSMORE:  Yes, they are.  


MR. RYDER:  And one of the contract parameters is CD, or contract demand?  


MS. PASSMORE:  That is correct.  


MR. RYDER:  And that is the maximum amount of gas that Union must deliver to Kitchener on any day of the year?  


MS. PASSMORE:  That is correct.  


MR. RYDER:  And the CD for Kitchener is 96,539 gigaJoules?  Would you take that subject to check?  


MS. PASSMORE:  I would need to check that.  


MR. RYDER:  All right.  Another parameter is called the DCQ which is the daily contract quantity, which is the amount of gas which Kitchener, on its part, is obligated to deliver to Union on a daily basis.  


MS. PASSMORE:  Yes, that is correct.  


MR. RYDER:  Is that right?  Currently -- and the CD and DCQ are both numbers that Union and Kitchener have jointly agreed upon?  


MR. MacEACHERON:  We don't have specific knowledge of that, but if you're saying that, then subject to check it's...


MR. RYDER:  Yes, well, will you take it subject to check or advise me if I am wrong?


MR. MacEACHERON:  Okay.  


MR. RYDER:  Thank you.  And the DCQ, during the winter months in any event for the City of Kitchener is 32,268 gigaJoules?  


MS. PASSMORE:  32,000, excuse me?  


MR. RYDER:  32,268.  


MS. PASSMORE:  Thank you.  


MR. RYDER:  GigaJoules.  


MS. PASSMORE:  Yes.  


MR. RYDER:  And the third parameter is storage space?  Would you agree to that?


MS. PASSMORE:  That is a parameter. 


MR. RYDER:  That is a parameter that used to be agreed upon, but has been imposed by the acceptance of the Board of the aggregate excess method.  Is that right?  


MR. MacEACHERON:  That's my understanding.  


MR. RYDER:  And the current storage space, this is pre-aggregate excess, is 3,370,182 gigaJoules, and that is the same number that you showed Mr. Thompson in his question 9.  Right?  


Now, the deliverability requirement, that is also stipulated in gigaJoules in the contract?  


MS. PASSMORE:  I would have to check that.  I don't know if it's in gigaJoules or ten cubed.  I don't know.  


MR. RYDER:  But there is a volumetric requirement for deliverability expressed in the contract?  


MS. PASSMORE:  Yes. There is amount, not necessarily volume.


MR. RYDER:  And I understand that it's not a negotiated amount per se.  It's not separately negotiated, but, rather, it flows out of the fact of deducting DCQ from CD, and you get your deliverability amount.


MR. MacEACHERON:  Is that how you're saying...


MR. RYDER:  Yes.  Do you agree with that?


MS. PASSMORE:  I'm not understanding what the question is.


MR. RYDER:  Is the deliverability required in the contract derived from the formula CD minus DCQ?


MR. MacEACHERON:  Don't know.


MS. PASSMORE:  That would be one calculation.  For this contract specifically, I don't know.  Deliverability can be achieved through many other means, moreso than simply CD minus DCQ.


MS. WONG:  That was one of your questions, Mr. Ryder, in your interrogatories.


MR. RYDER:  Yes.  I was looking for it.


MS. WONG:  It's number 6.  We did provide an answer to that one.


MR. RYDER:  You provided a better answer in the other one.


MS. WONG:  I'm not sure which one you say is "better".


MR. RYDER:  Number 7.  Would you look at number 7, where it says that:

"Kitchener's current contracted deliverability is 1.9 percent, which was derived based on the contract demand minus DCQ equals deliverability."


MR. MacEACHERON:  There you have it.


MR. RYDER:  We're all on the same page?


MS. PASSMORE:  Okay.


MR. RYDER:  All right.  So, in effect, you've agreed to the deliverability provided for in the Kitchener contract when you agree to contract demand and when you agree to the DCQ?


MS. PASSMORE:  It's still important to understand that the amount of deliverability could be achieved by Kitchener recognizing they could bring incremental supply on to --


MR. RYDER:  That's not my question, at all.  Please try to answer my question.


We have agreed that deliverability is derived by the formula contract demand or CD minus DCQ; right?


MS. PASSMORE:  I'm suggesting that this is the formula that Kitchener wanted to calculate the deliverability number based on.


MR. RYDER:  Did you agree to it?


MS. PASSMORE:  Yes, and we agreed to it.


MR. RYDER:  Once you've agreed to the CD and once you have agreed to the DCQ, you have also, in effect, also agreed to the deliverability?


MR. MacEACHERON:  If you wish to continue to use that formula, yes.  That would then set what the deliverability level is.


MR. RYDER:  Well, the deliverability is that which is kicked out by the formula.


MS. PASSMORE:  But there are other formulas that...


MR. RYDER:  In our contract.  I'm only worried about our contract at the moment.  This is the deliverability under our contract.


MS. WONG:  I think a distinction may be that that was how the number was set for this contract.


I don't believe there is any suggestion that Union agreed that this was a formula that would be in play forever.  For this particular contract, that is how the number was derived.


MR. RYDER:  All right, thank you.  And the deliverability number that is derived by deducting DCQ from CD is 62,931 gigaJoules?


MS. PASSMORE:  Subject to check.


MR. RYDER:  All right.  So load balancing is achieved, I take it, by deliverability from storage to make up the difference between our demand on a cold winter day and our DCQ?


MS. PASSMORE:  That is how Kitchener has contracted to meet that demand.


MR. RYDER:  Yes.  And you have agreed that it can meet that demand by this load-balancing formula?


MS. PASSMORE:  For this contract term, correct.


MR. RYDER:  Right.  And when you calculate your deliverability percentages, you do so on the basis of the maximum contractual deliverability responsibility of Union.


In other words, it's based on the CD of each contract?


MS. PASSMORE:  You're going to have to repeat your question.


MR. RYDER:  You have calculated a deliverability percentage; right?


MS. PASSMORE:  Correct.


MR. RYDER:  For a number of customers in a number of rate classes; right?  And in each case, I take it the formula that you use to derive the deliverability percentage is CD minus DCQ divided by total storage?


MS. PASSMORE:  No, it is not.  It is the deliverability parameter in your current contract as an amount, either at energy or volume, divided by the total amount of storage.


MR. RYDER:  Right.  So for Kitchener, it would be derived in that -- by that formula?


MS. PASSMORE:  Yes.  There is a contracted parameter that says deliverability.


MR. RYDER:  So you're saying that for the T1 customers or some T1 customers, deliverability does not equate to CD minus DCQ?


MS. PASSMORE:  That is correct.


MR. RYDER:  All right.  Now, Kitchener is a public utility.  Do you appreciate that?


MS. PASSMORE:  Yes, sir.


MR. RYDER:  It has a significant component of residential customers?


MS. PASSMORE:  Yes.


MR. RYDER:  And residential customers are more heat-sensitive than industrial customers, as a rule?


MS. PASSMORE:  That is a rule.


MR. RYDER:  Yes.  So the deliverability for residential customers is usually higher than the deliverability for industrial customers?


MS. PASSMORE:  That is a rule, but we began this discussion by noting that the T3 was structured as the T1, so the demands behind the meter station that the T3 serves really isn't within the discussion of what we're talking about as standard storage services.


MR. RYDER:  You have answered such a different question I've forgotten my own question.


Now, I was trying to suggest to you that heat-sensitive customers require greater deliverability than non heat-sensitive customers.  Is that true?


MS. PASSMORE:  I would say that was true.


MR. RYDER:  Yes.  And in fact U2 -- which is residential unbundled customers --


MS. PASSMORE:  That's true.


MR. RYDER:  -- right?  I thought there was a mandatory deliverability of 10 percent for those customers?


MS. PASSMORE:  Actually, that's incorrect.  Within the settlement agreement for unbundling, the aggregator, marketer, whoever was managing that U2 contract, have the opportunity to show to Union that they have a third-party alternative service that would meet that need on peak day and they are not required to take the SPS service as a mandatory service.


MR. RYDER:  But if they obtain the deliverability from -- seasonal load balancing from Union, they must take the SPS?


MS. PASSMORE:  That is the choice they make.


MR. RYDER:  Yes.  And the SPS is at 10 percent deliverability?


MS. PASSMORE:  That is correct.


MR. RYDER:  Thank you.  Now, I want to deal with the deliverability service that you provide the City of Kitchener under T3.


I take it that when the DCQ is insufficient to meet the actual demand at the city gate, then Union automatically delivers gas from storage to make up the difference; is that right?


MS. PASSMORE:  That is true.


MR. RYDER:  So you don't need a nomination by Kitchener?


MS. PASSMORE:  Not for consumption.


MR. RYDER:  And you don't need a notice by Union to Kitchener that you are doing this?


MS. PASSMORE:  That is correct.


MR. RYDER:  Right.  So as long as this transaction -- these transactions, daily transactions, are within the parameters of the contract, then the deliveries from storage are managed by Union totally?  


MS. PASSMORE:  That is the semi-bundled nature of the service, that is correct.


MR. RYDER:  Yes.  That's us.


MS. PASSMORE:  No-notice consumption service.  

MR. RYDER:  Yes.  So I take it it is only when the weather is extremely cold and the demand at Kitchener exceeds the CD, that Kitchener is called upon to do something?  

MS. PASSMORE:  I can't agree with that.  

MR. RYDER:  We're not called upon to do anything at that stage either.  

MS. PASSMORE:  Your statement has so many pieces within it, I can't say yes or no.  

MR. RYDER:  I'm saying when the weather is so cold that the deliveries to Kitchener by Union exceed the CD.  Now, at that stage, is Kitchener required to manage anything?  

MS. PASSMORE:  Exceeding the CD does not necessarily link to gas supply.  

It would be exceeding the DCQ, plus the withdrawal parameter that the customer would be interested in bringing in incremental supply in order not to go into storage overrun.  Exceeding the CD is dealing with distribution overrun.  They are two very different parts of the contract.  

MR. RYDER:  Well, I guess when the deliverability of, what have we got?  The number we had, 62,931.  When that is exceeded on any particular day, is Kitchener required to do anything?  Or is it just going to leave all of the management to Union?


MS. PASSMORE:  When that, plus their DCQ would not match their consumption on that day, it is in Kitchener's interest, Kitchener would be bringing incremental supply on so as not to go into storage overrun.


MR. RYDER:  All right.  So that is the stage when some management by Kitchener is required?


MS. PASSMORE:  Yes.  

MR. RYDER:  All right.  But if we stay within our contractual parameters and we're not asking you to deliver more than 62,931 gigaJoules, then Union does the complete management?  

MS. PASSMORE:  Well, that's it.  I don't know what the level of your space allocation is at that point in time.  We have a lot of parameters going on here and I am uncomfortable agreeing, unless I've -- I know all of the different other parameters that are going on with the contract.  

MR. RYDER:  We have to do something we have to do something to avoid unauthorized overruns. 

MS. PASSMORE:  Of storage or distribution?

MR. RYDER:  Storage. 

MS. PASSMORE:  Then you would be bringing in incremental supply.  Incremental supply replaces is a form of deliverability.  That is one thing we keep on forgetting about in our discussion today.  You could have no injection or withdrawal capability from storage, bring your DCQ in and every day, bring incremental supply. 

MR. RYDER:  But if you want to rely on the gas in Kitchener's storage account at Union, we need deliverability, do we not?  

MS. PASSMORE:  That's correct.  

MR. RYDER:  Yes.  Now, as a result of the Board's interim decision on October 22nd, companies that had agreed to pay market prices for deliverability over 1.2 percent were rolled over.  

So if Kitchener was a T1 customer, could it take advantage of that?  

MS. PASSMORE:  My understanding is Kitchener is in a separate negotiation process, so I don't feel like I am qualified to speak to that.  

MR. RYDER:  Can we get an undertaking for that answer?  

MS. PASSMORE:  Certainly.  

MR. RYDER:  Thank you.  

MS. WONG:  Before we give you that undertaking, can you tell me what the question is again?  Sorry, I wasn't quite paying attention right there.  

MR. RYDER:  That's no excuse.  

MR. GRUENBAUER:  Let me take a crack at it. 

MS. WONG:  Okay. 

MR. GRUENBAUER:  The undertaking would be:  If Kitchener was a T1 customer instead of T3 customer, would it have received one of these notice letters that Mr. Thompson's clients received with respect to offering the rollover provision until the issues get sorted out in these proceedings?  

MS. WONG:  That's a specific question which I think they probably can answer.  Can you answer that?  Did they get one of these notices?  

MS. PASSMORE:  It is his "if." 

MR. RYDER:  See we're not a T1 customer.  

MR. GRUENBAUER:  I can tell you we have not received such a letter.  So my question is of a quid pro quo nature.  If Mr. Thompson's clients, that were approaching renewal got the opportunity to rollover, why didn't Kitchener, as a T3 customer, receive a similar notice?  That's the nature of the undertaking.  

MS. PASSMORE:  I will take it as an undertaking.  

MS. WONG:  Can you answer that, Mr. MacEacheron?  Today?  

MR. MacEACHERON:  I was just thinking Kitchener's renewal date is not, as I understand it, until the first quarter of 2008.  Was it March 31 or March 31, 2008?  

MR. GRUENBAUER:  That's correct.  

MR. MacEACHERON:  So that is several months out yet.  Six months -- five months out yet.  

So you wouldn't have received that letter because you haven't been charged.  You haven't gone through renewal and had your contract refreshed and had that higher charge -- the market-based charge put on your contract yet.  

So I guess we're anticipating that that's why you haven't received that letter yet, because it hasn't impacted you yet.  We expect this matter will be resolved in time to catch your renewal for March 31, 2008.  

MR. GRUENBAUER:  That's a satisfactory answer.  Thank you, David.  

MR. RYDER:  Can I ask you to turn to Kitchener's question 6.  Can I ask you to turn, please, to Kitchener's question 6, Exhibit A4.6.  

This is a question about the formula to determine the deliverability percentage.  Your response uses the term "daily deliverability."  Do you see that?  

But if you were targeting the deliverability percentage, shouldn't you be using the maximum daily deliverability which is CD minus DCQ?  

MS. PASSMORE:  I think we have already covered this ground.  

MR. RYDER:  Do you agree with that?  

MS. PASSMORE:  No, I don't agree with that.  The daily deliverability is an amount that's in every contract for the amount of injection or withdrawal the customer feels they want, and it is not always defined as CD minus DCQ.  

MR. RYDER:  All right.  So if you put the numbers into the formula for daily deliverability, we would have 62,931 gigaJoules?  

MS. PASSMORE:  Okay.  

MS. WONG:  Are you agreeing with that, subject to check, Ms. Passmore?  

MS. PASSMORE:  Yes.  Sorry.  

MR. RYDER:  Now, question 7, you are saying that Kitchener's deliverability will come in two components, one at 1.2 percent, and the second component deliverability above 1.2 percent.  Right?  

MS. PASSMORE:  Okay.  What we're saying is 1.2 percent of Kitchener's storage space we calculate to a deliverability amount that would be available at cost-based rates and anything above that would be available at a market price, if Kitchener chose to contract with Union for that form of deliverability.

MR. RYDER:  Right.  Can I ask you to turn to LPMA's question A3.11, the attachment that you provided.  It shows the deliverability at 1. -- at market, sorry, above 1.2 percent, to be 22,489 gigaJoules.  Do you see that?

MS. PASSMORE:  Yes.

MR. RYDER:  If you accept that the total deliverability under the Kitchener contract is 62,931, would you accept that the deliverability at 1.2 percent comes to 40,442 gigaJoules?

MS. PASSMORE:  I will accept that subject to check. 

MR. THOMPSON:  All right.  So two-thirds of the deliverability under the T3 contract is at cost and one-third is at market, roughly?

MS. PASSMORE:  If Kitchener elects to contract for that level of deliverability from Union.

MR. RYDER:  Right, but if Kitchener elects to load balance; isn't that really the way to put it?

MS. PASSMORE:  Kitchener does not need to contract for that additional 0.7 percent of deliverability to load balance.  There are other options for Kitchener to balance.

MR. RYDER:  All right, but if Kitchener wants to use Union's storage for load-balancing purposes, it needs a total of 62,931 gigaJoules a day, maximum; isn't that right?

MS. PASSMORE:  And that goes to what you just said.  If Kitchener wants to use Union's services.

MR. RYDER:  Yes.  And so if Union's storage services are to be available for our reasonable load-balancing needs, currently you're saying one-third of that has to be paid for at market?

MS. PASSMORE:  That is the proposal.

MR. RYDER:  All right, because the cost-based deliverability that you provide us does not allow us to meet our load-balancing requirements from Union.

MS. PASSMORE:  That is correct.

MR. RYDER:  Thank you.  And isn't that true for all of the T1 customers who seek -- who use storage for load-balancing purposes?

MS. PASSMORE:  The whole reason we're here is that storage is only one service, one of many ways to load balance.

So if customers want to use Union's services, there is a price that's associated with that, and then there are other alternatives in the marketplace.

MR. RYDER:  All right.  Now, you said -- I will come to that.  Can I get you to turn to question 14.  Kitchener's.  These questions that I am going to address now relate to questions 15 and 14.

Do I understand your proposal correctly to assume that you want forbearance for deliverability above 1.2 percent?

MS. PASSMORE:  Our proposal is 1.2 percent deliverability as a standard level of deliverability to be offered at a cost-based rate.

MR. RYDER:  But above that, you want forbearance?  You don't want the Board to regulate the price?

MR. MacEACHERON:  Above that, we are selling that service at a market price.

MR. RYDER:  Is it regulated?

MR. MacEACHERON:  No.

MR. RYDER:  All right.  So you want forbearance?

MS. PASSMORE:  I just did not understand the context of the sentence.

MR. RYDER:  Okay.  So will we agree that your proposal implies a request for forbearance for deliverability above 1.2 percent?

MS. WONG:  Well, I think the question is slightly off.  Union's position is that the Board has already determined to forebear for anything above what's standard.  And the proposal is 1.2 is the standard or ought to be the standard.

MR. RYDER:  So you want forbearance above the standard?

MS. WONG:  We think the Board has already decided that.

MR. RYDER:  So you want forbearance above 1.2 percent?

MS. WONG:  Yes.

MR. RYDER:  All right.  So in terms of section 29(1) of the Act, is there any evidence that forbearance should apply at the 1.2 level and not at the -- not below it?  Is there any evidence on the record in NGEIR or in this case?

MS. WONG:  Well, the whole purpose of NGEIR was to determine whether or not there was competition, and the Board determined there was competition.

MR. RYDER:  Is there any evidence that, in terms of deliverability, the level at which forbearance applies should be 1.2 percent and not 1.8 percent or something like that?

[Ms. Wong and Mr. Packer confer]

MS. WONG:  In NGEIR, for instance, the Board specifically and expressly determined that within the power services market, that there is or would be competition above 1.2 percent.  And we say the same evidence would apply to this, the T1 customers.

MR. RYDER:  Well, I thought that the Board on October 22nd made it clear that those findings didn't apply to the T1 customers.  That's why issue 2 remained on the issues list.

MS. WONG:  Well, my understanding of what the Board said on Issues Day was that for the aggregate excess portion 1.2 did apply, and then they wanted some discussion or some exploration in this proceeding as to what the percentage or what the deliverability rate should be for the new proposed service, but that the aggregate excess was 1.2.

MR. RYDER:  So that is forbearance without bothering about section 29(1).

I just want to know.  Are you proposing not to deal with 29(1) in this case?

[Ms. Wong and Mr. Packer confer]

MS. WONG:  Mr. Ryder, our position is that the Board has already dealt with the section 29 issues and they did that in NGEIR.  And now we're just looking at the Board's directive as to what ought to be the appropriate standard for the new proposal.

MR. RYDER:  Well, can you point to the evidence in NGEIR or any Board decision that says that deliverability above -- that forbearance is allowed for deliverability above any level; dealing with deliverability, now?

MS. WONG:  Well, the Board talks about -- let me get my --

MR. RYDER:  You can do that later.  Can you do that?  

     MS. WONG:  Why don't we do that by way of an undertaking?  

     MR. RYDER:  Yes.  Can you identify the evidence where 

deliverability, where the section 29(1) factors are addressed with respect to deliverability?  I'd like to know what alternative services are providable to get access to our gas and your storage.  

     MS. WONG:  No.  I won't give you that second undertaking.  I mean, the whole -- essentially you're asking us to revisit NGEIR. 

     The Board has determined there is competition or that there will be competition in deliverability.  So we won't revisit all of the evidence that was there.  It's there.  You can go look at it if you want.  But the issue is not for this proceeding.  

     MR. RYDER:  Now, in your answer to question 16, in the last sentence, you say that:

"Aggregate excess method comes with a standard cost-based deliverability of 1.2 percent storage space."

     Are you expressing a proposal there?  Or are you saying that that's -- or what?  

     MS. WONG:  Well, my understanding of what the Board said at Issues Day was that what was in play for this proceeding was the deliverability that ought to be set as the standard for the new proposals.  

     If you read issue 1 in conjunction with issue 2, the 

question of deliverability for the aggregate excess method is not an issue, because that was already dealt with.  

     So it's not a proposal.  

     MR. RYDER:  So in the past, surely even when aggregate 

excess was first approved in 0017, the deliverability exceeded 1.2 percent.  So it never came with a standard 1.2 percent level.  

     MS. WONG:  Well, factually, when the contract was made, I think the evidence is that you did get more than 1.2.  Is there a question?  

     MR. RYDER:  And everybody else did.  So how can you say -- I am just disputing what is your basis for saying that aggregate excess method comes with a standard deliverability when it's never had one.  

     MS. WONG:  Because that was the accepted amount and that was what the Board accepted in the decision, in NGEIR.  

     MR. RYDER:  No.  This is your proposal post-NGEIR.  

     MS. WONG:  No.  It is our interpretation of what the Board was saying on page 67 when it says daily deliverability of 1.2 was a standard deliverability service.  

MR. RYDER:  Right.  So you maintain this position even though you have been ordered to roll back your contracts that have agreed to a 1.2 percent cost-based deliverability so that the customers get restored their full deliverability at cost.  

     MS. WONG:  Well the Board has ordered us to roll back until such time as they have dealt with this proceeding, yes.  

     MR. RYDER:  And until they have done that, 1.2 percent 

remains only a proposal, does it not?  

     MS. WONG:  Well, you have our position.  I mean you can argue that to the Board if you want.  You have our position. 

     MS. CAMPBELL:  If I can intervene.  I notice it is quarter to four.  We've been sitting since 2 o'clock I think the court reporter could use a break.  It is an hour and 45 minutes so far.  

So could we take a brief break right now and come back at 4 o'clock.  

     MS. WONG:  Before we break, Ms. Campbell, can we have a sense of whether or not we will be finished today because I think the witnesses were expecting to be finished and they're planning to go home tonight, if possible.  

     MS. CAMPBELL:  Are there those who thought they might have -- 

     MR. RYDER:  I have five minutes. 

     MR. AIKEN:  I might have. 

     MR. RYDER:  Mr. Gruenbauer has five.  

     MS. CAMPBELL:  Okay.  And ...

     MR. AIKEN:  I might have five.  

     MS. CAMPBELL:  And?  

     MS. YOUNG:  I might have five.  Probably two.  

     MS. CAMPBELL:  And I might have five minutes myself.  All right.  So they will finish today.  All right.  Thanks.  

     --- Recess taken at 3:45 p.m. 


--- Upon resuming at 4:01 p.m.

MR. RYDER:  Your evidence filed on November 2nd, 2007, page 9, you see the third paragraph, the last sentence reads:

"Overall, however, Union has to manage all of the combined rate classes to achieve deliverability in the range of 1.2 percent."

Now, I thought that the 1.2 percent level represented the deliverability generated by the storage pools themselves; is that right?

MR. QUIGLEY:  The 1.2 percent represents the deliverability from the base load storage pools, on average.

MR. RYDER:  Yes.  And then in addition to that, in order to provide the deliverability actually received by the customer, you use other devices, such as compression?

MS. PASSMORE:  No.

MR. QUIGLEY:  Sorry, could you restate your question?

MR. RYDER:  Kitchener, for example, has deliverability at 1.9 percent.  So in order to achieve 1.9 percent, you've got to give us an additional deliverability above the base of 0.7 percent; right?

MR. QUIGLEY:  Correct.

MR. RYDER:  Yes.  So -- and is that additional deliverability provided by compression?

MR. QUIGLEY:  I don't know specifically how that deliverability is provided.

MR. RYDER:  But it is provided mechanically, is it?

MR. QUIGLEY:  That would be my understanding.

MR. RYDER:  All right.  So what do you mean when you say that you have to manage the combined deliverability to the range of 1.2 percent?  Does that mean that on average all your customers receive only 1.2 percent?

MR. QUIGLEY:  What that refers back to is the unbundling agreement where we delineated the storage pools between two types of services, one, the standard storage service, which was being delivered from the base load pools, and average was approximately 1.2 percent deliverability.  That was available for the bundled rate classes, T1, T3 and M2 rate class, without peaking, and then there is a standard peaking service which is available to the M2 rate class, which has a deliverability of approximately 10 percent.

MR. RYDER:  Somebody was phoning me at that moment.  Can you just repeat your answer?

MR. QUIGLEY:  The reference to managing all the combined rate classes in the range of 1.2 percent, the genesis of that was the unbundling agreement where Union indicated that we had two storage services, one, the standard storage service which was made up of our base load storage pools, which on average had deliverability in the range of 1.2 percent, and that deliverability supported the bundled rate classes, as well as the T1 and T3 rate class and the M2 rate class, M2 U1 rate class without peaking.

Then there was the standard peaking service, which some pools were available with higher deliverability than 1.2 percent.  And those pools supported the M2 customers and U1 customers, the heat-sensitive group.

MR. RYDER:  So you are not saying that for seasonal load balancing you only need -- your system as a whole only needs 1.2 percent deliverability?  You need more than that.

MR. QUIGLEY:  Yes.  We're not saying that the system as a whole needs 1.2 percent or is utilizing 1.2 percent.

MR. RYDER:  Can we get the system-wide deliverability number from you?

MR. QUIGLEY:  Yes.

MR. RYDER:  For in-franchise.

MR. QUIGLEY:  We can take that as an undertaking.

MR. RYDER:  All right, thank you.

MS. WONG:  I think we gave you that undertaking already in the written portion.

MR. RYDER:  Okay.  Subject to Mr. Gruenbauer, that's all I have.
Questions by Mr. Gruenbauer


MR. GRUENBAUER:  Thank you.  I have a few questions.  Some of them will follow up on some of Mr. Thompson's line of questioning.

It's late in the day, so let's be informal.  Libby, early in your response to Mr. Thompson, you gave a very detailed and good description of the characteristics and features of bundled service, and then you switched over to semi-unbundled service.

And it sounded like you had detailed notes to assist that process.  Do you have that detail, as well, to explain what the unbundled service -- the features that are associated with unbundled service, as well, and then that way the record would be, I think, more complete with the progression of what you get with the various services when you move from bundled service, to a semi-unbundled, to a fully unbundled service?

MS. PASSMORE:  I wouldn't structure it as detailed notes, Jim.  These were writing down thoughts to myself last evening.  So that I would structure it as that, rather than detailed notes.

Let me go to what we were speaking to.  Where did I put that?  Give me a second here.

So we did talk about bundled, and I was trying to think of it in terms of what the customer paid for in the amount of interaction or management of the service the customer needed to do.  Then we looked at -- the second part, again, is semi-unbundled, more as pay for what you elect; still no notice consumption, but obviously much more management, as the customer does need to stay within an allocated amount of storage.

Then I will just read you what I was thinking last night is the unbundled now moves to no longer is it a no-notice service.  I can talk about, we know that there is two different types of services.  There is the unbundled for residentials or the unbundled for industrials.

The industrial customer, let's say, the U7, who would be the counterpoint to the T1, that customer, the onus is on them to forecast their consumption on a daily basis, and they need to meet that consumption through a combination of gas arriving on the system or withdrawals from storage, and any version of that.

What was important about the unbundled service, both the U7 and the U2 service, is Union recognized that the daily balancing responsibility brought with it -- with responsibility comes certain benefits, I guess is what we said.

So the unbundled service came with the ability of the customers now were able to directly nominate their deliverability.  So customers that were meeting that daily consumption, whether it be a residential, market-required nomination, or an industrial forecasted consumption for himself, they would be able to do it with gas arriving on the system, as well as nominations of injections or withdrawals from storage.

And at any point in time that they were not using those storage services to meet the end-use meter plant location, then the onus would be on them to know they were to meet that location, and they could use those services to either optimize that space or, as you will, capture market opportunities.  

So that was the evolution of the service.

What we are proposing -- and, as I mentioned, in the semi-unbundled, the semi-unbundled service still came with the fact that the storage, components of the storage service, the space and the deliverability, were still tied at cost-based rates, tied, as Mr. MacEacheron explained earlier, to the end-use meter.

What this proposal has built into it is the recognition of the evolving market, and as the T1 customer and T3 customer evolves to become more and more like the unbundled-type customers, and as these customers do want the flexibility, do want to now further unbundle that storage service and have access to it, that Union is proposing at market prices, if the deliverability is over 1.2 percent, that the customers would have access to that deliverability in the same manner that as an unbundled customer does or as an ex-franchise customer does.

MR. GRUENBAUER:  Thank you for that.

Is it fair to say that for somebody to capture the savings and to be able to do some of the optimization of the unutilized assets that you just mentioned, they would need to forecast their gas usage on a daily basis pretty accurately or it would be, in fact, far more costly than the semi-unbundled or bundled options?  It is not for everybody, is it?

MS. PASSMORE:  It is for a customer that can certainly forecast their consumption on a daily basis.

MR. GRUENBAUER:  Under the semi-unbundled service, the injections and withdrawals are, is it fair to say that they're deemed after the fact because of the nature of the no-notice --

MS. PASSMORE:  Yes.  Yes, that is correct.  

MR. GRUENBAUER:  -- service?  

At what point are those injections and withdrawals deemed to occur?  Is it at Dawn?  

MS. PASSMORE:  I would say, yes, they are at Dawn.  

MR. GRUENBAUER:  Thank you.  So semi-unbundled is a hybrid.  It's a bridge --


MS. PASSMORE:  That's correct. 

MR. GRUENBAUER:  --from fully bundled to fully unbundled.  And somebody would move all the way to unbundled if they met the characteristics of the services you described earlier.  In that context, the proposition I want to put to you to see if you can agree with it:  Is it the unbundling that occurs under the semi-unbundled service T1 and T3, is that done more for ratemaking purposes than operational purposes, because of the no-notice nature of the service?  

MS. PASSMORE:  I'm going to have to think about that question, Jim.  

I'm having difficulty with the concept of, is it for ratemaking purposes.  So you're going to have to help me with that.  

MR. GRUENBAUER:  Okay.  The unbundled service clearly, because you have to discretely nominate the sources of supply to meet the demand requirements on a daily basis, to me that is unbundled for purposes of rates and services and operationally, because there's a very rigorous management requirement to use that service.  

The opposite is true for fully bundled service.  

MS. PASSMORE:  Correct. 

MR. GRUENBAUER:  Semi-unbundled is somewhere in the middle. 

MS. PASSMORE:  That's correct. 

MR. GRUENBAUER:  If I was to characterize that service, I would say it is semi-unbundled.  It is semi with respect to the rates are unbundled, but it's not been operationally unbundled to the same extent as the U-services.  Can you agree with that?  

MS. PASSMORE:  I think -- I believe I can, yes.  

MR. GRUENBAUER:  Okay.  

Now, on the features of the proposal with respect to this, what you're calling flexibility under the proposal and the exchange that you had with Mr. Thompson around the obligated DCQ, and that, if I think I heard you correctly, you said something along the lines of:  That a customer could meet its obligation to deliver under the contract with firm withdrawals from storage in all months except March and April.  

Did I hear that right?  

MS. PASSMORE:  That's correct.  

MR. GRUENBAUER:  Okay.  So if I turn that around, does that mean that my obligation to deliver supply, a DCQ, is only firm now in March and April?  

MS. PASSMORE:  No.  I can't make that linkage, Jim.  I can't make that linkage right here.  

MR. GRUENBAUER:  Okay.  In the current structure and it's even in the T1 and T3 rate schedules and it's certainly in the contracts and in the general terms and conditions, the obligation -- obligated DCQ is a very key concept.  Do you agree with that?  

MS. PASSMORE:  Yes, it is.  

MR. GRUENBAUER:  What you're proposing, if it was accepted, would that trigger changes in the wording that's found in either the rate schedules, the contract, or the general terms and conditions to introduce this notion that -- I will give you an example.  

In the month of January there's just been a cold snap but the projection is we're going to get a mini heat-wave and I know my consumption is going to go down.  I don't want to deliver my gas so I just turn it off.  I don't tell you that.  And I meet my lower demand in the middle of January with firm withdrawals from storage.  

Is that something that would work under your proposal if it was accepted?  

MS. PASSMORE:  I would like to see that in writing and let me respond to it after I have seen it in writing.  

I am following you conceptually but I don't want to say anything that is inaccurate at this point. 

MR. GRUENBAUER:  That would be helpful to me, because to me that is fundamentally different from what's gone on in the past -- 

MS. PASSMORE:  Yes.  

MR. GRUENBAUER:  -- when under bundled or semi-unbundled service November 1st to March 31st, you know, unless it was an extraordinarily warm winter, forget about trying to get authorization to reduce your DCQ.  Obligated DCQ had to be delivered every day through the winter period, regardless of what was happening with consumption.  

Do you agree with that?  

MS. PASSMORE:  Yes.  Oh, no, that's very true.  

I want to make sure I'm answering you correctly, because I thought I heard you said two different ways so I am not going to -- if you can put that in writing and let me answer that.  

MS. WONG:  Why don't we do that by way of an undertaking.  We have the question on the record so we will give you an undertaking to answer it. 

MS. CAMPBELL:  But if you are going to state the question again on the record, how would you say it?  

MS. WONG:  Well, I would just follow the question that Jim put on the record when he said it.  Sorry I don't know -- if he wants to restate it he can. 

MR. GRUENBAUER:  I don't.  

MS. CAMPBELL:  All right.  I am just saying this because the people who provide the wonderful transcripts that follow in about two to three hours of this will struggle to make sure that they have the precise phrasing when they do the little caption of "undertaking," so I just want to make sure that it's clear.  

MS. WONG:  For the caption, maybe we could agree on undertaking to consider the example proposed and advise whether Union agrees.  The example would have to follow out of all of the words that Jim put to us, which none of us want to repeat.  

MS. CAMPBELL:  All right.  We will call that breathtaking work of prose TCU2.12.  
UNDERTAKING NO. TCU2.12:  TO CONFIRM THE PRINCIPLE AND MECHANICS OF THE EXAMPLE PUT FIORWARD BY KITCHENER, I.E. MEETING GAS DEMAND IN JANUARY SOLELY WITH FIRM WITHDRAWALS FROM STORAGE, UNDER UNION'S PROPOSAL; 
UNION TO CONFIRM IT IS A FUNDAMENTAL DEPARTURE FROM THE EXISTING REGIME FOR DELIVERY OF OBLIGATED DCQ UNDER RATE T3; 
UNION TO ADVISE IF ITS RATE SCHEDULES, CONTRACTS AND/OR GENERAL TERMS AND CONDITIONS REQUIRE AMENDMENT TO INCORPORATE THIS DEPARTURE FROM OBLIGATED DCQ UNDER THE EXISTING REGIME IF ITS PROPOSAL IS ACCEPTED AND APPROVED BY THE BOARD.

MR. GRUENBAUER:  Thank you.  I just want to turn, very quickly, to Exhibit A3.11.  This is Randy's interrogatory response.  In the body of that response you identified the components of the cost-based portion of deliverability and the market-based, that's $1.98 per gigaJoule per month and $2.28 per gigaJoule per month.  Do you see that?  

MS. PASSMORE:  Yes, I do.  

MR. GRUENBAUER:  I understand you would be hesitant to speculate directionally about where the $2.28 might go?  And you would probably say it is not at issue here, but could I focus on the $1.98 for a moment.  That $1.98, I find that on the T1 and T3 rate schedules, that is the firm demand charge for deliverability where Union provides inventory?  

MS. PASSMORE:  That's correct.  

MR. GRUENBAUER:  That's correct?  Okay.  The corresponding number for a customer like ourselves, that provides our own deliverability inventories is $1.05 per gigaJoule; would you accept that?  

MS. PASSMORE:  That's correct.  

MR. GRUENBAUER:  Okay.  Would, directionally, on the $1.98 or $1.05, is it your understanding that would be impacted over time by whatever pricing regime falls out of the incentive regulation?  Whether it is price cap or whatever?  

MS. PASSMORE:  The actual cost-based component?  

MR. GRUENBAUER:  Yes.  

MS. PASSMORE:  That would be my understanding.  I'm not an incentive regulation expert.  

MR. GRUENBAUER:  What I am trying to get a sense of, to the extent I can, is the difference between those two numbers is 30 cents per gigaJoule, per month.  Further on in the attachment to that same response, and I better get it in front of me here, are the numbers for T1 and T3.  Do you have that, Libby, the A3.11 attachment?  Mr. Ryder took you through that earlier.  You see the deliverability above 1.2 percent is 22,489 gigaJoules.  And the annual price differential impact, based on that number is $80,960.  

MS. PASSMORE:  That's correct. 

MR. GRUENBAUER:  I have done the math myself on that $80,960 and it basically reflects that 30 cent premium. 

MS. PASSMORE:  Yes.  

MR. GRUENBAUER:  Okay.  Would it be possible for you to update this schedule to reflect what the impact would be on the deliverability above 1.2 percent, if aggregate excess applies to our space allocation?  Because that 22,489 number falls out of our existing space of 3,370,182 gJs.


MS. PASSMORE:  Okay.


MR. GRUENBAUER:  And what I would expect to see, subject to willingness to update this schedule, is because our CD is fixed, the way the formula works, that 22,489 will increase because our CD is fixed, our DCQ is fixed, so the deliverability is fixed.


But with a lower storage space allocation, the split of the overall deliverability between cost-based and market-based changes such that that 22,489 increases and it would impact the annual price differential, and that's what I would ask, if you could update that.


MS. PASSMORE:  Okay.


MS. WONG:  Yes, we can take that as an undertaking.


MR. GRUENBAUER:  Great.  Thank you.  I am almost there.


MS. CAMPBELL:  That actually needs a number.


MR. GRUENBAUER:  Oh, sorry.


MS. CAMPBELL:  It needs -- it will become TCU2.13.

UNDERTAKING NO. TCU2.13:  TO UPDATE A3.1 TO REFLECT THE IMPACT ON DELIVERABILITY ABOVE 1.2 PERCENT, IF AGGREGATE EXCESS METHODOLOGY IS USED TO CALCULATE KITCHENER'S SPACE ALLOCATION 

MR. GRUENBAUER:  Thank you.  Drew, you've gotten off really easy today, so I am going to make life difficult for you for a couple of minutes.


In the supplemental evidence that was just filed several days ago, towards the end of the written part there are discussions around alternative storage providers, NR and so on, and how their storage offerings are typically characterized as a 90-day service, a 150-day service, et cetera.  Are you there?


MR. QUIGLEY:  Yes.


MR. GRUENBAUER:  So an 83-day service would be 

1.2 percent deliverability.  I think that's correct; is that right?


MS. PASSMORE:  Is that a 93-day service?


MR. GRUENBAUER:  1.2 percent deliverability would equate to an 83-day service.


MS. WONG:  While he is doing the numbers, I think the difference is Union regards it as 93 because of the ratcheting.


MR. QUIGLEY:  That's what I was going to say.


MR. GRUENBAUER:  I will get there in a second, too.


So 2 percent deliverability without any ratcheting would be a 50-day service; is that correct?


MR. QUIGLEY:  Yes.


MS. PASSMORE:  Yes.


MR. GRUENBAUER:  And the reason it's called either an 83-day service or a 50-day service is because theoretically you could fill storage to capacity, and then drain it over that period of time; is that correct?


MR. QUIGLEY:  Correct.


MR. GRUENBAUER:  Okay.  How many customers actually utilize their storage in that fashion, the same amount every day and drain it over that period of time, based on their deliverability rights?


MR. QUIGLEY:  I couldn't give you an answer at this time as to the number.


MR. GRUENBAUER:  Would you accept the proposition that very few, if any, end-use customers would likely operate their storage in that manner?  There would be...


MR. QUIGLEY:  I'm not certain.


MR. GRUENBAUER:  Well, I will put this proposition to you.


Over a 151-day winter period from November 1st to March 31st, it would be likely on many of those days for someone that had -- whether it was 1.2 percent deliverability or 2.0 percent deliverability or 1.9 percent, like a T3 customer like ourselves has, it would be unlikely for them to utilize their storage fully every day.


There would be unutilized storage deliverability capacity over that 151-day period on many days.  Could you accept that proposition?


MR. QUIGLEY:  If you're asking me, Would a customer withdraw to their firm deliverability percentage every day of the winter, I would say the answer to that is not likely, but I can't state that with certainty.


MR. GRUENBAUER:  Well, if we just assume, for purposes of this question, that there was a customer that was unable to fully utilize their storage deliverability capacity, under your proposal, how would that customer mitigate the cost of that unutilized capacity?


MS. PASSMORE:  Under this -- under this proposal, if that customer was very confident that the gas supply arriving on the system and the withdrawal capability that he had was in excess of the consumption, that customer would have firm access to nominate some deliverability out of storage at Dawn, if he elected to take advantage of market opportunities at Dawn.


MR. GRUENBAUER:  I could see a marketer doing that, Libby, but maybe you can help me with how an end-use customer, an in-franchise end-use customer, would be able to do that.


MS. PASSMORE:  I don't see what the difference would be.


MR. GRUENBAUER:  With the assumption that many of the end-use customers utilizing storage for reasonable seasonal load balancing would all be in the same boat at about the same time with respect to unutilized capacity, where would that -- if I had unutilized capacity, say, because February was mild, how would I mitigate that?


MS. PASSMORE:  I would assume you would work with a marketer that would be managing that for you and taking advantage of those opportunities, working with you to manage your contract parameters.


MR. GRUENBAUER:  Under the current regime, would you accept the fact that because all of my storage deliverability is a cost-based rate, to the extent that I have unutilized capacity during the winter on that withdrawal capability, I'm absorbing that based on a cost-based rate as opposed to a higher market-based rate?  Would you accept that?


MS. PASSMORE:  Yes, yes.


MR. GRUENBAUER:  Okay.  I think this is my last question.  It's with respect to the ratchet.  I was speaking with Mr. Dent on Monday and he suggested that I ask you this question, Dave, because he couldn't answer it.


MR. MacEACHERON:  Remind me to thank him.


MR. GRUENBAUER:  Yes.  You can buy him a beer.


Because Kitchener provides its own deliverability inventory, in order to utilize 100 percent of our withdrawal capability through the winter, we have to maintain at least a 20 percent balance in our storage account.


You agree with that; correct?


MR. MacEACHERON:  If you've contracted for that type of deliverability.  I'm not quite familiar with the parameters under the Kitchener contract, but if you're telling me you have customer-supplied deliverability parameter, then that would be correct.


MR. GRUENBAUER:  Yes.  And I think it isn't tied to Kitchener's contract.  It is a requirement under the T3 and T1, for that matter, rate schedule.


MR. MacEACHERON:  Okay.


MR. GRUENBAUER:  Do you accept that?


MR. MacEACHERON:  I would accept that.


MR. GRUENBAUER:  Okay.


Now, what we do have in our contract and what we understand may be in other T1 customer contracts, where they are providing their own deliverability inventory, is that if you fall below the 20 percent, as you fall below 20 percent down towards zero there is a pro rata reduction of your ability to withdraw from storage on a firm basis.  That's the ratchet.  


Does that sound right the way I have characterized it?


MS. PASSMORE:  Yes, that's correct.


MR. MacEACHERON:  Yes.


MR. GRUENBAUER:  And in our case, for example, if we only had 10 percent of our storage full, then we would only have 50 percent of our maximum firm withdrawal capability.  Would you agree with that?


MS. PASSMORE:  That is the way I understand it.


I would like to subject -- to verify it, but that is the way I understand it.


MR. GRUENBAUER:  We're all on the same page.  


Now for the kicker.  Did Union give any thought, when they were formulating these proposals, to alter that ratchet in some manner and, in fact, to make it more beneficial to the customer, instead of a pro rata reduction unit for unit, something less than that, because of additional deliverability that you had in the system as a result of storage developments that either have been done recently or are in the works?


MS. PASSMORE:  We certainly did not consider it.


MR. GRUENBAUER:  Okay.  All right.  Then my last question is:  Conceptually, if your proposal was accepted and Kitchener winds up paying market-based pricing for deliverability above 1.2 percent, on whatever level of deliverability that we have to satisfy our requirements, and we pay more for it, where is the benefit to us?  What are we getting for paying that premium?  

MS. PASSMORE:  I'm going to start by saying I am not an S and T expert, once again.  But in the same manner that customers who pay market price for deliverability and space, their services are structured with ratchets.  So I am not quite sure what you're asking.  

MR. GRUENBAUER:  Probably a clumsily worded question on my part.  The ratchet is not linked to the question I asked you.  Mine was more of a -- I am a customer that is looking at, once we see the updated numbers, something approaching $100,000-a-year increase in my storage deliverability costs as a result of this 30 cent premium.  And it could be higher than that down the road if it is approved and the premium is sixty cents or a dollar, whatever.  It's a significant cost increase.  

My question is fairly simple.  I'm not -- what am I getting?  What am I getting here for paying that extra market-based pricing for deliverability that I already feel I am entitled to at cost?  

MS. PASSMORE:  I don't think I have an answer for that, simply because the proposal is, is that the standard deliverability would be 1.2 percent.  

If you value that deliverability as a service from Union for the incremental 0.7, then that's what you're getting at market.  The other option would be to have a variable gas supply plan or many of the other transactional third-party services to bring in incremental supplies on days that you believe the 1.2 percent plus your DCQ would not meet your consumption. 

This is not -- I don't believe this is a matter of more Union giving the -- it's once we establish a standard for the level of deliverability, the customer chooses what services they value.  

MR. MacEACHERON:  And I would add to that.  Above and beyond the deliverability benefit that you would get that's above 1.2 percent, you're getting the flexibility now that we are attaching to that, that previously you and other T1 customers did not have.  

So we're talking about providing flexibility to make your service consistent with that of other ex-franchise market services that we offer for storage.  

So -- and in our evidence, we've characterized that as ten months firm for injection.  All but October and November it is firm.  So in December, whether we're having a mild December or not, if you see an opportunity in the market to purchase gas at a price that is attractive to you, you may do so within your firm parameter to inject that gas on a firm basis into storage.  

Likewise, in the wintertime, if you see an opportunity that you want to perhaps move some gas to help optimize your storage space, you want to move some gas into the market, you can plan to do so for ten days straight on a firm basis as long as you stay within your firm deliverability parameters.  

So we think that flexibility is going to give our T1 customers what we mentioned before, was something they've been evolving towards.  That transactional activity we're seeing more and more of it, where they would like to bring gas in in the fall and they would like to take gas off in the winter and other times of the year and we're giving them that capability with this flexibility proposal to do that on a firm basis for ten of the 12 months of the year.  

MR. GRUENBAUER:  I understand both of your answers and the position and I guess there will be some disagreement with the characterization of flexibility that customers haven't had before because in the current regime, to me firm ask firm, Dave.  

We are paying a fixed monthly demand charge for firm injection with withdrawal rights.  We stay within that entitlement, the flexibility, to us, appears created in order to sell the idea of market-based pricing.  But I don't want to get into argument, but -- 

MR. MacEACHERON:  I would like to add though, too, that today your deliverability is really tied to serving the end-use delivery point, you know, the meter, at Kitchener.  

Thus to the extent that you want to use those services for other market opportunities, that wasn't the intent of the cost-based service.  We're untying that now with this flexibility.

 We're saying you may do what you wish with your deliverability, because you're paying that market price for it, you may do as you wish with it, unrelated to what your end-use facilities may or may not require.  

Other customers that I have talked to about that view that as an enhancement, particularly the ability to do that on a firm basis for 10 of the 12 months of the year.  

MR. GRUENBAUER:  Again, I don't want to get into argument.  Would you accept that our storage deliverability costs right now -- you can go and check the math -- it's almost $800,000 a year for the firm deliverability that we're paying right now under the T3 rate schedule.  Would you accept that subject to check?  

MR. MacEACHERON:  I would accept that subject to check.  I don't have the numbers in front of me. 

MR. GRUENBAUER:  When we see the updated response to the attachment on Randy's interrogatory, we're going to see a number I suspect that is close to $100,000 with respect to this 30 cent premium on the portion of the deliverability that would be subject to market rates. 

So I am looking at a $100,000, roughly, rate increase on an $800,000 cost.  It is more than 10 percent.  I'm just questioning where is the value.  Where am I going to see at least $100,000 if not more in offsets to that.  Again, I am just letting you know so you understand it.  I didn't want to delve into argument at that point.  

MR. MacEACHERON:  Okay.  

MR. GRUENBAUER:  Thank you for your answers.  Thank you, that is all I have.  
Questions by Mr. Aiken 

MR. AIKEN:  Good morning, good afternoon.  Whatever it is. 

MR. MacEACHERON:  Good evening.  

MR. AIKEN:  I am going to be quite brief, I hope.  My questions resolve around the M2 U2 more than anything else.  

Now, my understanding for an M2 customer, they're served with two parts of storage.  One being the standard supply service which I equate being the 1.2 percent deliverability.  Then the standard peaking service which is anything above that.  Is that correct?  

MS. PASSMORE:  Standard peaking service actually was defined as a service capable of providing 10 percent deliverability.  

MR. AIKEN:  Yes.  Okay.  

Now, your proposals don't affect any of the M2 pricing.  

MS. PASSMORE:  They do not. 

MR. AIKEN:  My question is, for an M2 customer who goes U2, is the standard peaking service or anything in excess of the 1.2 percent, is that going to be at market-based rates as well?  

MS. PASSMORE:  The proposal does not contemplate the standard peaking service for the U2 customers at market prices.  

MR. AIKEN:  So they will stay at cost-based rates?  

MS. PASSMORE:  That is correct.  

MR. AIKEN:  Okay.  Those are my questions.  
Questions by Ms. Young 

MS. YOUNG:  Good afternoon.  Valerie Young for Aegent Energy Advisors and I just have a couple of questions having to do with the proposal around additional deliverability flexibility.  

Would we be correct that if -- I want to understand the proposal in its entirety -- take the section on the flexibility proposal from your February submission and couple it with the section from the November submission and you've got the full picture.  

MS. PASSMORE:  Yes.  

MS. YOUNG:  Okay.  And the only thing that would change in the February submission is that where you've said ten times deliverability, we're now talking about ten times DCQ?  

MR. MacEACHERON:  That's correct.  

MS. YOUNG:  Okay.  If a T1 customer were to make use of this additional flexibility - I think you may have answered this earlier - does the customer have to go through Union's authorization process?  Or is it a matter of, they can just -- as long as they're operating within their contract parameters they can just do it?  They can just nominate it?  

MS. PASSMORE:  That is the proposal, that the customer would nominate directly, and it would be firm for the ten months of the year.  They would still nominate in the months of the year we're proposing the server would be interruptible but it would be an interruptible service and treat it as such, okay.  

MS. YOUNG:  Sorry, Libby, can you repeat that last bit.  

MS. PASSMORE:  Basically by moving to the market price deliverability, the T1 customer would no longer be seeking authorization, all right.  So the customer now would be nominating the injection and withdrawal.  The proposal would be that the nominated injections are firm, ten months of the year.  All right.  And the nominated withdrawals are firm ten months of the year.  

The two months of the years when the services are now interruptible, they still would be nominated.  There is still no process for an authorization notice.  But as with other ex-franchise interruptible services, there is the possibility that it won't be -- that it won't be scheduled, right, it becomes an interruptible service.  But the authorization notice -- that's where we believe customers are actually responding that this is definitely an improvement, because the administrative burden has reduced with no longer requiring the authorization notice.

MS. YOUNG:  Okay, thank you.  Those are my questions.

MS. PASSMORE:  Thank you.

MS. CAMPBELL:  I have a few.
Questions by Ms. Campbell


MS. CAMPBELL:  First of all, you have put forward one alternative method.  Were any other methods considered?

MS. PASSMORE:  I would say no.

MS. CAMPBELL:  Right after lunch, Mr. Thompson took you through a sequence that involved using A2.2.

In A2.2, what he was establishing is that there was little evidence to support the choice of ten times DCQ, and he pointed out that all but two had multipliers greater than ten.  He broke it down into four groups.

My question to you is:  Right now what you have is ten times DCQ, and when I look at the information that you have provided about all of the different T1 customers, I'm struck by the very different profiles; yet you have only got one particular method and it's ten times DCQ.

Have you considered or would you consider having a variation of that to fit different profiles for different customers?

So using Mr. Thompson's example, we have two who are under ten, 14 between ten to 20, 25 in the 20 to 50 group and nine in the 50 to 100.

I am just picking a number right now, but it's to illustrate what I would like you to comment upon.  Did you consider or would you consider, given the variation in customers - but keeping in mind you don't have to suit it to each customer's unique needs - instead of having one alternative method, have an alternative method that has four classes?

MS. PASSMORE:  We certainly hadn't contemplated that, and obviously if the Board directs us to go back and contemplate it, we would.

We have to recognize that within this column C, the wide variation does certainly reflect customers that are true seasonal load profile, so those aggregate excess customers do have storage allocations in high multipliers to their DCQ.

Within this, we also have grandfathered customers.  We do believe that there really are two types of customers.  They are the seasonal load-profile customers and there are process customers.  We believe that the ten times DCQ proposal really fits the needs of the process load customers.

So at this point in time -- and I can really run through the logic behind that is there is really three scenarios a process load customer does need to deal with.

They need to deal with the planned shutdown.  In the event of a planned shutdown, history shows that these customers do not inject their full DCQ.  They take advantage of transactional services.  It would be highly inefficient for an industrial customer to inject 30 days' worth of gas supply and just let it sit in the ground.  So that's not how customers are acting today.

So with the ten days, we believe it gives a 
customer -- and we are respecting that an obligated gas supply might have longer-term gas supply arrangements behind it, but ten days certainly gives a customer - and I would assume they would have prepared it beforehand - plenty of time to unwind or temporarily mitigate those gas-supply arrangements.

The second scenario is the process load customer who has an unexpected shutdown, right, so equipment failure.  Well, first of all, our experience does show us that those customers get up as fast as they can.  There is no desire to stay shut down.  But what we wanted to do is allocate a reasonable amount of space for those customers, if required, to mitigate that gas supply.

So that's why you see within our proposal the concept that being quite reasonable, if the customer was running their storage allocation at 50 percent, 50 percent full, in a worst-case scenario - they had an unexpected shutdown on a Thursday, going through a long weekend, had a problem mitigating their gas supply - they would have five days until the following -- the gas day of the Tuesday of the following to be able to make arrangements to sell that gas or to work with their marketer.  So that was the unexpected shutdown.

Then the third scenario was the process load customer who, as we talked about, has daily process load fluctuations.  When you have process load fluctuations, it does come back to the concept -- we spent a lot of time today talking about load factor. 

Well, the DCQ that the customer is bringing in reflects that load factor.  So the customer is just managing along and managing the difference between their DCQ and their amount of the CD.  It's a very narrow band of storage that those customers need, and we do believe that ten times DCQ is a reasonable amount of space.

MS. CAMPBELL:  And when you came to the conclusion that it was reasonable, did you have extensive discussions with the T1 customers who have been listed to confirm that in fact what you said -- thought was reasonable was in fact reasonable in their eyes, also?

MR. MacEACHERON:  We had many discussions with T1 customers through our development of the proposal and the period that has since elapsed since we filed it on February the 2nd.

It's a little bit of a difficult discussion, because storage is something all customers want more of.  The more storage you have, the more you can do things with it, above and beyond serving your end-use needs.

You can -- to the extent you have anything surplus at all, you can play with it and take advantage of market opportunities and profit from that.

So, therefore, storage is something that -- what is reasonable is difficult to answer from someone who would like to have more of it.

MS. CAMPBELL:  That also work works the other way, because the more storage that Union has that it can put in the marketplace, the more money it makes.  So there is a bit of a conflict there.  There is a tension?

MR. MacEACHERON:  Other than the fact that this is storage that is sold to that customer at cost.

MS. CAMPBELL:  I appreciate that.

MR. MacEACHERON:  Union is cost-based and they would be competing in the market against market participants who are working with market-based and market-priced assets.

That just strikes us as being unfair.

MS. CAMPBELL:  All right, I understand your point.  But I don't know whether I quite got an answer.  Perhaps I did.

My question was whether you confirmed or discussed with the various T1 -- there are, what -- the difference between contracts and customers, and I believe we established there are 51 contracts.

My question was simply whether the T1 customers who will be limited by that ten days, that ten-day multiplier, are content that it is, in fact, reasonable for their needs, because I just refresh your memory that NGEIR says that the objective of allocation of cost-based storage space is to assign an amount that is reasonably in line with what the customer is likely to require.

So my question about reasonableness goes to the particular customers that are going to be affected by this.  All of those T1 and I think T2 customers that are listed here, did they believe that it is in accordance with what they would reasonably require, or did you make that enquiry and can you answer that question?

MR. MacEACHERON:  I can't say that I recall, you know, specifically putting to them, Do you think this is reasonable?

When we do discuss what is a reasonable level of allocation, again, we do get into the challenge of trying to define what "reasonable" is.  We try and restrict it to balancing the constant supply of the customer versus the end-use load. 

The customer, perhaps if they're a grandfathered customer, might have an over-allocation of storage, might think that, no, what was reasonable is what I had before.  I didn't have to worry about my storage.  That's reasonable.  I shouldn't have to.

Someone else might just have a resistance to change.  Well, why would I want to have a lower allocation?  It will make me do more work?

Well, what is reasonable as far as the allocation of this cost-based storage is focussing on just managing your constant supply versus the variable end-use demand.

We have had a little bit of an education to do in that regard, and I think it will take a bit more, as well.

MS. CAMPBELL:  Moving on to the appropriate level of storage deliverability, which was Issue No. 2, some of the evidence that has come out today that was given in response to answers to undertakings indicates that the great majority of deliverability, at least in the evidence that was provided to me, is in excess of 1.2 percent.

Given the fact that the current customers have deliverability that is, on the whole, in excess of 1.2 percent, why is it appropriate given what the customers already have?  

MR. QUIGLEY:  Well I think it is a situation where we looked at the direction from the Board to provide a consistent standard.  So we went to look at what was a consistent standard for deliverability, and the underlying physical storage pools that are supporting those customer groups, deliver, on average, about 1.2 percent deliverability.  

When you get into looking at what they're getting now, you're getting into issues that have been discussed extensively today of grandfathering and storage deliverability requirements that were contracted prior to unbundling.  Deliverability requirements that are based on a cost allocation model that looks at design day deliveries and design day withdrawals from storage.  

And for each of them it is very unique and we interpreted the direction from the Board to be, come up with a standard level of deliverability for all customers.  

So we went back to things like:  What's the physical design of the pools, the comparable services.  So the non-obligated DCQ, customers are getting 1.2 percent.  We believe the Board has agreed that aggregate excess customers are getting 1.2 percent of standard deliverability. 

We looked to the ex-franchise market.  On average, they get 1.2 percent standard deliverability. 

Then at the table that Mr. Gruenbauer and I were discussing, we looked at what other storage providers in the region were providing, and even though they do provide a range, on average 1.2 percent was consistent with what other service providers are providing.  

So we looked at it at what we thought was a reasonable consistent standard across all groups.  

MS. CAMPBELL:  But are you saying that what is a consistent standard is actually an appropriate level of deliverability?  

MR. QUIGLEY:  At cost-based rates.  

MS. CAMPBELL:  So you say the standard is what is appropriate?  

MR. QUIGLEY:  Yes.  At cost-based rates, yes.  

MS. CAMPBELL:  I would like to discuss with you the transition.  You have some information concerning the transition process.  And the actual question, the issue that's going to be dealt with is the appropriate transition process upon the expiring of existing contracts.  

So what's the appropriate transition process for existing unbundled and semi-bundled customers upon the expiry of existing contracts to adopt any new storage allocation method or methods that may be approved by the Board in the context of customer impacts or other relevant factors.

 And the only part that I have found, the only transition process that I found is on page 23 and I know that you have updated the date, but the text that I am looking at is 23 of 26 which was the February 2nd filing.  

Specifically -- and I think this is it.  Maybe there is something else and you can direct it to me.  Starting at line 1.

 In response to the implementation concern expressed by customers and in regular anything of the Board's comments in the NGEIR decision that changes to contracts should be implemented in a controlled and deliberate manner, Union is proposing a transition mechanism for those grandfathered customers who want it, Union is proposing to provide grandfathered T1 customers with a contract expiry prior to March 31st, is now 2009, I believe.  

The option of buying off-peak storage for the quantity of gas that a customer physically has in storage going into the winter of, and I take it it would now be 2007, or 2007 or 2008/09.  

MS. PASSMORE:  Assuming we get a decision in the first quarter of 2008 that would be 2008/2009.  

MS. CAMPBELL:  Thank you.  In excess of the customer's new cost-based storage allocation.  

Then there are qualifications, which is all the gas stored under the service must have been delivered as part of the customer's obligated DCQ.  

Now, first of all, can I ask why it is that you chose March 31st, 2009.  What was the thinking behind that?  

MR. MacEACHERON:  I think the thinking behind that is, is that would allow all of our customers to transition to the new methodology in a manner that would, they would receive a benefit from the off-peak pricing of the service that we offered.  

Once you get beyond that date, everyone should have transitioned by then and it should be business as usual.  

MS. CAMPBELL:  Did you calculate the cost of buying off-peak storage for the customers who would be affected by this?  

MR. MacEACHERON:  We have an idea of what that would be.  It would be somewhere in about the 30-cent-per-gJ price range.  

So the value to a customer transitioning, the majority -- a good number of our T1 contracts, the majority of them in fact anniversary or renew on or about October 31, which is peak for storage.  

What we're proposing for those customers in that peak period is to provide them with an off-peak storage service to house their surplus gas, to help them transition to the new, to new methodology, such that by the next contract renewal date, which should be October 31, the next year, they will have had a chance to manage that surplus gas and get within their parameters. 

So we think that was a significant benefit.  

Once you get beyond the January kind of time frame, you're starting to get into a period now where off-peak is available anywhere.  It's plentiful.  And the customer may find other alternatives to ours that are more attractive than that pricing, but I would dare say that for the October-November time frame, the 30 cent price range is very attractive for our T1 customers and should help facilitate their transition.  

MS. CAMPBELL:  In some of the answers that were given -- and this is probably something that Ms. Wong can answer -- there was a resistance to answering questions that had to do with financial impact upon customers.  Perhaps I misunderstood some of this, I would like to clarify it.  

In issue 4, when -- 

MS. WONG:  Issue 4, yes. 

MS. CAMPBELL:  Issue 4, when the panel is considering the appropriate transition process, one of the phrase at the ends is:
"In the context of customer impacts and other relevant factors."

Is it going to be the position of Union that the Board shouldn't be looking at the financial impact upon customers when considering the appropriateness of the transition period?  

MS. WONG:  I think that was the undertaking where we undertook to consider it.  Perhaps we should answer that by way of undertaking, as well.  

MS. CAMPBELL:  Yes.  Because obviously that's something that we would like to know in advance, what Union's position is, because it is part of issue 4.  

As you probably know, anybody who has been involved in a rates case, for example, when you're talking about rate shock, one of the ways of figuring out a transition period for something that is significant depends on how big it is.  

So in order to figure out the propriety or appropriateness of transition period, whether it is time or the actual process itself, is to figure out the significance of the impact.  

One of the ways of figuring out impact upon a customer is the financial impact.  So if you could clarify what your position will be on that, that would be appreciated.  

MS. WONG:  We will do so. 

MS. CAMPBELL:  We should give that -- I'm sorry.  You said that's already been given an undertaking?  

MS. WONG:  Well, I think the undertaking was to consider the undertaking.  So why don't we give that an undertaking. 

MS. CAMPBELL:  Yes.  If you could give mine an actual undertaking.  

MS. WONG:  Yes.  

MS. CAMPBELL:  You can consider the others, but make mine firm.  All right.  

MS. WONG:  Very well.  

MS. CAMPBELL:  A little bit of energy humour.  That would be TCU2.14.  
UNDERTAKING NO. TCU 2.14:  Union to clarify position on figuring out financial impact upon customers.   

MS. CAMPBELL:  Thank you.  Those are my questions.  Does anybody else have anything?

Thank you.  It appears that we are finished.   Thank you for your time.

--- Whereupon the hearing adjourned at 5:03 p.m.
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