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Monday, April 6, 2009

--- On commencing at 9:31 a.m.

MR. SOMMERVILLE:  Please be seated.  Thank you.

Good morning, everyone.  The Board -- on May 29th, 2008, the Ontario Energy Board commenced a proceeding on its own motion to determine the methodology to be used by natural gas distributors for gas commodity pricing, load balancing, and cost allocation between the supply and delivery functions in relation to regulated gas supply.

The Board has assigned file number EB-2008-0106 to this proceeding.  This is the oral portion of that proceeding.

Cathy Spoel and myself, Paul Sommerville, will be presiding in this matter.  Could I have appearances, please?
Appearances:

MR. SMITH:  Crawford Smith from Torys on behalf of Union Gas, and with me are Chris Ripley and Mark Kitchen.

MR. CASS:  Fred Cass for Enbridge Gas Distribution, with Anton Kacicnic and Norm Ryckman.

MR. HOAKEN:  It is Eric Hoaken for the Gas Marketers Group, which consists, as you probably know, of three companies, Direct Energy Marketing Limited, Ontario Energy Savings and Superior Energy Management.  With me are Ric Forster from Direct Energy and Nola Ruzycki From Ontario Energy Savings.

MR. SHEPHERD:  Jay Shepherd, School Energy Coalition.

MS. GIRVAN:  Julie Girvan for the Consumers Council of Canada, and I would like to register an appearance for Robert Warren, as well.

MR. KILLEEN:  Bill Killeen with ECNG Energy LP.

MR. QUINN:  Dwayne Quinn on behalf of FRPO.

MR. SOMMERVILLE:  Mr. Quinn.

MR. GRUENBAUER:  Jim Gruenbauer on behalf of the City of Kitchener.  I would like to register an appearance for Mr. Ryder, who may be here from time to time on our behalf, as well.

MR. SOMMERVILLE:  Thank you.

MR. AIKEN:  Randy Aiken on behalf of LPMA and BOMA.

MR. DeROSE:  Good morning, Vince De Rose on behalf of CME.

MR. SOMMERVILLE:  Mr. DeRose.

MR. MONDROW:  Good morning, Mr. Chairman.  Ian Mondrow on behalf of the Industrial Gas Users Association, IGUA.

MR. SOMMERVILLE:  Mr. Mondrow.

MR. MACINTOSH:  Good morning.  Paul Manning on behalf of the Low Income Energy Network.

MR. SOMMERVILLE:  Mr. Manning.

MR. BEAUCHAMP:  John Beauchamp on behalf of Richard King.

MS. CAMPBELL:  Donna Campbell and Rudra Mukherji for Board Staff.

MR. SOMMERVILLE:  Being all of the appearances, are there any preliminary matters?  Mr. Smith.
Preliminary Matters:


MR. SMITH:  Yes, Mr. Sommerville, there are a couple of handouts that Union has distributed this morning that I thought should perhaps be marked before I made a brief opening, if I may.

There was, the first day, statement of qualifications for all of the Union witnesses who will be appearing.

MS. CAMPBELL:  You are faster than I am, Mr. Smith.  I just wanted to make one comment before we started with Union's submission, simply to acknowledge that the Board Secretary received correspondence from Superior Energy on April 3rd, 2009.  The letter indicated that while SEM was not putting forward a witness for the hearing, it was wishes to ensure that the panel and the parties were aware that Superior fully supports the GMG group witness panel, and they asked that we acknowledge receipt of this letter and indicate that it will in fact form part of the record.  And it will and it having been filed with Board Sec.  Thank you, Mr. Smith for your indulgence.

MR. SMITH:  Thank you.

The first item was a statement of qualifications for the various Union witnesses you will be hearing from over the next two days, and perhaps we could mark that.  

MR. MUKHERJI:  K1.1.
Exhibit No. K1.1:  Statement of qualifications for Union witnesses.

MR. SOMMERVILLE:  Thank you.

MR. SMITH:  The second is a schedule from Union's April 1st or most recent QRAM filing, which I will refer to in opening and I thought might be of some assistance to the Panel in understanding exactly what it is that we are here to discuss.

I suppose that is 1.2.  

MR. MUKHERJI:  K1.2.
Exhibit No. K1.2:  Schedule from Union's April 1, 2009 QRAM filing.

MR. SMITH:  Lastly, you will have seen, Members of the Panel, in Union's prefiled evidence, various scenarios, I believe referred to as scenarios 1, 2 and 3.  In the photocopies that you have, they're not in colour and somewhat difficult perhaps to read.  We have prepared colour copies that we would like to mark as K1.3, if we may.
Exhibit No. K1.3:  Union Scenarios 1, 2 and 3 in colour copy.

MR. SOMMERVILLE:  Thank you.  Do all of the parties have these documents Mr. Smith?

MR. SMITH:  They do.

MS. SPOEL:  The one that is K1.2, is that the one that says Union Gas Limited's calculation of Alberta border --

MR. SMITH:  Yes, it is, Member Spoel.

MS. SPOEL:  Thank you.  I had it mixed in with something else.

MR. SMITH:  By way of opening, I will make a couple of brief remarks, if I may.  This proceeding is ultimately the product of the Natural Gas Forum report back in 2005, and in that report the Board indicated that the appropriate price structure for the regulated gas supply option should reflect the following three objectives:  first, a balance between an accurate price signal and price stability for customers; second, transparency that results from QRAM prices that reflect market prices; and, third, reference prices and PGVA calculations and disposition methodologies that are formulaic and consistent.

Now, the Board also raised or asked two questions with respect to those three objectives.  The first is:  Is a 12-month price outlook appropriate as the basis for the regulated -- for the price of the regulated gas supply option; and second:  Is the frequency of the price adjustment, i.e., quarterly, appropriate?

Finally, the Board indicated that it wished to consider in a subsequent proceeding, first, the load balancing policies of the utilities, and, second, the cost allocation policies of the utilities as they relate to the costing of the delivery and gas supply functions in order to address any concerns regarding cross-subsidization.

Now, Union has endeavoured in its evidence-in-chief and in its answers to interrogatories to respond to these questions as framed by the issues list in this proceeding.

You will hear from the witnesses, and ultimately from me in argument, that after reviewing its policies and after discussions with Enbridge regarding its methodology, Union believes that its QRAM load balancing and cost-allocation methodologies substantially address the objectives the Board pointed out in the Natural Gas Forum report; therefore, Union is proposing no significant changes to its methodologies in this proceeding.

With respect to QRAM, Union is proposing to eliminate its intra-period WACOG deferral account and to revise somewhat the filing requirements associated with its QRAM filing, the effect of which will be to shorten the lead time prior to the QRAM filing.

As I said, there are no changes proposed to load balancing or cost allocation, and there is a fourth issue that's been attached to this proceeding, billing terminology, and Union is not proposing any changes to its billing terminology.

Now, if I might ask the Panel to refer to K1.2.  At least for my part, and hopefully yours, this will provide you with some assistance in understanding how the reference price, which is at issue in this proceeding, is calculated.

What you have here is a schedule from Union's most recent QRAM filing.

As you will hear in evidence, Union buys gas or calculates its reference price based on a 12-month outlook.  Here you have 12 months from April through to March, with the various numbers of days in the month at issue.  The NYMEX 21-day average price for each of those months and Empress basis, which is the difference between the NYMEX price and Empress price -- and that is just a posted rate.  There is no magic in that.  That is available publicly.  Similarly, the foreign exchange rate is from a publicly-available source, which gives you your Alberta border price in Canadian dollars per gJ.

Next is the total volumes that Union intends to buy in pJs, and it is called the north supply cost because Union buys -- unlike in the south, Union buys all of its gas in the north from the Canadian Western Sedimentary Basin.  The reference price is used across Ontario, but for ease of calculation it just simply used the north volume.  

So those are the north volumes, which you will see are even, depending on the number of months in -- number of days in each month, subject to minor rounding.  That's the only difference why July and August aren't the same, for example, which gives you a cost at market.  

Then ultimately, on the far right-hand side, you will see a weighted average price in gJs for the Alberta border reference price.  That is the price that we are talking about here.  The Ontario landed reference price is arrived at by adding fuels and tolls, and that is the price that is used, you will have seen in the evidence, for the PGVA in the south.  

It is a little bit different in the north, as you will hear, because of the physical differences between in the north and south.  In the north, Union's customers are served off TCPL transmission.

Now, that was just by way of reference to see how the price is calculated.

You will have also seen, at the back of Union's evidence, and I believe Enbridge's, as well, an appendix A.  This was intended to assist you, Members, and other parties understanding the current processes Union and Enbridge follow and their Union's proposal.

So you will see there, if you look at appendix A -- it is at the very back of Union's prefiled evidence.

MR. SOMMERVILLE:  Yes.

MR. SMITH:  You will see what I referred to by way of opening, and it explains Union's current processes under the various components of this proceeding, QRAM being part A; load balancing, part B; cost allocation, part C; and billing terminology D; and implementation part E.

You will see on the far right-hand side what I had said earlier, that Union is largely not proposing any changes to its various methodologies.  It does also indicate, in appendix A, where Enbridge is proposing some changes to harmonize with what Union is doing, and then you will see what Union is doing, by way of example, to eliminate the intra-period WACOG account to harmonize with Enbridge.

So subject to any questions you might have, Members, I would propose to call Union's first panel.

MR. SOMMERVILLE:  We will swear the witnesses, Mr. Smith.  Thank you.

MR. SMITH:  So with us are Greg Tetreault and Patti Piett and perhaps they could be sworn.
UNION DISTRIBUTION GAS INC. - PANEL 1

Patti Piett, Sworn


Greg Tetreault, Sworn

Examination by Mr. Smith:

MR. SMITH:  Ms. Piett, I understand that you are the director of gas supply for Union Gas?

MS. PIETT:  Yes.

MR. SMITH:  And you have had various gas supply related functions since at least 2005?

MS. PIETT:  Yes.

MR. SMITH:  And I understand that you have been with Union since approximately 1984?

MS. PIETT:  That's correct.

MR. SMITH:  And you hold an MBA from the University of Western Ontario?

MS. PIETT:  Yes.

MR. SMITH:  And an HBA, or honours business administration, degree from Western, as well?

MS. PIETT:  Yes.

MR. SMITH:  And you have appeared before the Board on several occasions before as a witness?

MS. PIETT:  That's correct.

MR. SMITH:  Were you responsible or assisted in the preparation of the evidence under heading A in Union's prefiled evidence?

MS. PIETT:  Yes.

MR. SMITH:  And in preparing answers to interrogatories in respect of that evidence?

MS. PIETT:  Yes.

MR. SMITH:  Do you adopt that evidence for the purposes of this proceeding?

MS. PIETT:  I do.

MR. SMITH:  Thank you.

Now, Mr. Tetreault, I gather that you are the manager of rates and pricing for Union Gas?

MR. TETREAULT:  That's correct.

MR. SMITH:  I understand that you have been with Union since 1998?

MR. TETREAULT:  Yes.

MR. SMITH:  And I understand that you hold a bachelor of commerce and finance from the University of Windsor?

MR. TETREAULT:  That's correct.

MR. SMITH:  And a bachelor of arts and geography, as well?

MR. TETREAULT:  That's correct.

MR. SMITH:  And were you responsible or assisted in the preparation of the evidence under heading A in Union's prefiled evidence?

MR. TETREAULT:  Yes.

MR. SMITH:  And in preparing answers to interrogatories in respect of that evidence?

MR. TETREAULT:  Yes.

MR. SMITH:  And do you adopt that for the purposes of this proceeding?

MR. TETREAULT:  I do.

MR. SMITH:  Thank you.  I have no examination-in-chief.  I would tender the witnesses for cross-examination.

MR. SOMMERVILLE:  Thank you, Mr. Smith.  Have intervenors determined an order for cross-examination?  Mr. Hoaken?

MR. HOAKEN:  We had a have very brief discussion about it, and I think all fingers pointed at me, Mr. Chair, and the suggestion was that I should lead off, which I am happy to do with this panel.

MR. SOMMERVILLE:  Thank you.
Cross-Examination by Mr. Hoaken:  

MR. HOAKEN:  I will start by saying good morning to the panel.  My name is Eric Hoaken and I am counsel -- as you probably heard, counsel for the Gas Marketers Group.

I would like to start, if I may, by taking you to the transcript from the technical conference on the 27th, and I am going to start with you, Ms. Piett, if I may, at page 55 of the transcript.

MS. PIETT:  Did you say page 55, sir?

MR. HOAKEN:  Yes, I did.  I'm sorry, just for the record, I should have said the 27th of November 2008.

Just for context, I will pick it up, if I may, at line 21 on page 55.  You have been asked, you will see there, about the 12-month outlook and the impact on price volatility; do you see that?

MS. PIETT:  Yes.

MR. HOAKEN:  And then starting at line 27, you are then answering the question that is asked on line 25, that is the smoothing effect -- or, sorry:
"Does the smoothing effect have incentives for conservation; right?"

MS. PIETT:  Yes.

MR. HOAKEN:  So your answer, then, you say -- starting at line 27, you say -- in answer to the question, you say:
"I would say no.  I would say that the 12-month price reflects what we expect to pay for gas." 

And you say:   
"We buy gas on a 12-month plan."

Correct?

MS. PIETT:  Yes.

MR. HOAKEN:  If I could just stop you there, you buy on a 12-month plan, but, as I understand it, you actually procure the gas on a monthly basis; correct?

MS. PIETT:  We procure the gas in varying ways.  Sometimes we buy one month at a time.  Sometimes we may buy a strip or a whole year, but in each of those cases it is priced monthly.

MR. HOAKEN:  Right.  Priced on a monthly index, as I understand it; correct?

MS. PIETT:  That's correct.

MR. HOAKEN:  And the significance of that, I would suggest to you, is that you would know, on a month-to-month basis, just how accurate your forecasts are; correct?

MS. PIETT:  On a month-to-month basis, once the NYMEX settles and we know the result of the AECO Index, we will know what the cost of gas will be for the next month, but that is just the gas that we are buying.

What customers are being served will be a combination of that gas, plus anything that may be coming from storage.

MR. HOAKEN:  All right.  But just to stick for a moment with the gas you are actually procuring, I am suggesting to you that you will know on a month-to-month basis how your actual procurement costs compare to the costs that you forecast; is that fair?

MS. PIETT:  Once the NYMEX settles and once the AECO settles, then we will know the cost of gas for the next month, yes.

MR. HOAKEN:  Thank you.  Just carrying on in the transcript, then, at line 4, you say then:
"So our reference price that we charge customers is what they pay for gas."  

I am going to suggest to you that that's not technically right.  I am going to suggest to you that it is actually what you forecast the customers will pay for gas; is that fair?

MS. PIETT:  The reference price represents what we forecast our gas costs will be over the 12 months, and then that, plus the rider, which is the second charge on the bill, we will true up the difference between the forecast and the actual.

So in the end customers, will pay exactly what we pay for gas.  The reference price is a forecast.

MR. HOAKEN:  Thank you.

That was really my point, is that in line 4 you say, The reference price is what we charge customers for gas, or at least you say that is what they will pay for gas.

I'm simply suggesting, and I think you are agreeing, that it is the reference price, subject to the adjustment with the rider, is what customers will actually pay?

MS. PIETT:  Yes.

MR. HOAKEN:  And in that same paragraph of the transcript, you then go on and say:
"So that is the proper market signal for what customers should be using as a benchmark to determine if they should conserve or not."

I am going to suggest to you that that may not be actually correct, if there are significant adjustments after the fact by way of rate riders; is that fair?

MS. PIETT:  What I had said in this transcript is that our best view of the market, in fact the market signal, is -- for the forward 12 months is what is reflected in our reference price.

So it is definitely market signals that we pass on to customers, which is our view of what the gas will cost over the next 12 months.

MR. HOAKEN:  All right.  So to the extent that the reference price is sending a market signal, it is sending a market signal that is somewhat imperfect; is that fair?

MS. PIETT:  To the extent that the market is imperfect, it would be imperfect.

MR. HOAKEN:  Right.  But the imperfection -- I am suggesting to you the imperfection in this market signal arises from the fact that the reference price that appears on the customer's bill, for example, is not reflective of what they're actually paying at that particular moment?

MS. PIETT:  The reference price represents what customers are paying, because that, in the end, ends up being very close to our rate.

What Union is paying for their supplies is dependent on the actual settles of the market each month.

MR. HOAKEN:  Now --

MS. PIETT:  So there may be a variance that would be collected through a rate rider.

MR. HOAKEN:  All right.

Then if you just come down the page, then you will see at line 16 -- or I guess line 17, you are then asked about a portion of the prefiled evidence that makes reference to:
"A utility's three-month price or one-month price will provide inappropriate price compared to the three to five years of annual prices that are offered by marketers."

Do you see that?

MS. PIETT:  Yes, I do.

MR. HOAKEN:  All right.  Tell me, do you agree that it's desirable and beneficial that there be an easy basis for comparison of price of the various supply options in the market?

MS. PIETT:  Yes.

MR. HOAKEN:  Would one way to accomplish that, at least as between the two utilities, be for there to be an Ontario-wide reference price?

MS. PIETT:  No.

MR. HOAKEN:  Why or how would an Ontario-wide reference price not provide the ready type of comparison or basis for comparison that you have agreed is beneficial?

MS. PIETT:  In Union's view, the reference price should be the best price that customers can use as a proxy for what they will pay for gas over a reasonable term.  We suggest a 12-month term.

And an Ontario-wide price would not exactly reflect what each utility expects to pay for gas in the next year.

So to the extent that it is off, then that variance will be collected through the rate riders at a later time.  So our view is, Would you not want a reference price that would be better what we would expect customers to pay in the end?  And we charge that up front, and we would have a smaller disposition at a later time.

MR. HOAKEN:  But -- just for the purposes of this discussion, I am not even going to ask you about what you just said, but would a reference price not provide a beneficial basis of comparison to the other supply options in the market?

MS. PIETT:  Yes, it does.

MR. HOAKEN:  Then just carrying on in the transcript, then at line 23, you say:
"When a customer is deciding whether to go direct purchase options or stay with the utility, they will look at the utility price that they will have on their bill at that time, or they can look on the Internet to see what the price is."

Do you see that?

MS. PIETT:  Yes.

MR. HOAKEN:  I'm going to suggest to you that neither one of those reference prices would be reflective of what that customer would actually pay for gas.

MS. PIETT:  It would not be exactly reflective, because costs, to some extent, are trued up after the fact.

But, in our view, it is a very close proxy to what they will pay for gas, and it is based on market prices of the forward 12 months.

MR. HOAKEN:  Well, it is based on market prices, but not necessarily on the then prevailing market price when the customer is attempting to do the comparison; correct?

MS. PIETT:  It is based on the market prices, and it is updated four times a year.  So at the start of the winter and middle of the winter, and the start of the summer season and the middle of the summer season, that reference price is trued up.  So it does very much reflect market prices, but in any one month, it may have been set one month prior, so it would be slightly out of date.  But it continues to be what we think is a reliable benchmark.

MR. HOAKEN:  Right.  How reliable it is, I suppose, depends upon the magnitude of the rate rider that has to be applied after the fact; correct?

MS. PIETT:  I would say how reliable it is depends on the market swings and market -- volatility in the market at the time. 

MR. HOAKEN:  Now, I am just going to ask you, while we have the transcript open, could you just flip forward for me to page 85?

Actually, I am going to give you a break and ask your colleague, Mr. Tetreault, to take a look at this.

So, again, just for context, perhaps the best place to start is on page 85 at line 26.  You will see you are -- in the middle of the page your answer there, and you are making reference to the intra-period WACOG deferral account.

Then if you keep going -- and, in fact, I may have lied to you, Ms. Piett, because I see actually the portion that I want to take you to is your evidence.

But if you keep reading, you will see on page 86, at line 8, you say:
"I think the point is:  Why would we wait until the end of the year to clear a deferral account when there is a mechanism to clear up more readily?"

Do you see that?

MS. PIETT:  Yes.

MR. HOAKEN:  Then just for completeness, just go down to line 16 and you will see there you say:   
"So why have a deferral account standing there until the end of the year -- and, in fact, by the time we get year end deferral balances cleared and we can actual will implement, it is usually July of the following year.  Why would we wait until then, when we can pass on costs or benefits to the consumers sooner than that?"

So these answers were given, as I understand it, having read the transcript, in the course of questioning from my colleague, Mr. Shepherd, and, as he has pointed out, I think in the transcript, this logic of passing on deferral accounts sooner rather than later can be applied to any deferral account activity.

So on that basis, would Union agree that the more frequent clearing of PGVA accounts is beneficial to both Union and its customers?

MS. PIETT:  No.

MR. HOAKEN:  So can you just help us understand, then, why that concept or logic, which appears to be of general application, does not apply to the clearing of PGVA accounts?

MS. PIETT:  On page 86, we were talking about the clearing of the intra-period WACOG deferral account.

We were proposing that we move that from an annual clearing to a quarterly clearing, and we think that the discussion that was happening on page 86 very much related to that.  I don't think you can transfer that philosophy to the clearing of the PGVAs in this proceeding, if we're talking about moving it from a quarterly disposition spread over 12 months to a monthly disposition cleared in one month.

MR. HOAKEN:  Well --

MS. PIETT:  The reason I say that is because when you are looking at dispositions, at a time when there may be a very large disposition and very little consumption happening with our customers, you can end up with a very large rate rider that we think would be very problematic.  And that is exactly what happens in scenario 3 that we've handed out.

That's why scenario 3, which is an MRAM, is problematic when you have dispositions of large costs that perhaps could occur in the summer when there is very little consumption, which is what is driving the great volatility.

And, in fact, if you look at the last quarter on page 18 of our evidence, which is scenario 3 that we distributed, gas actually gets to be free in the summer.  In fact, it is a negative number.

That is the kind of skewing that happens when you have a disposition of a large amount of money spread over a one-month time when there is very little consumption occurring.

MR. HOAKEN:  Okay.  Well, that is an excellent segue, then.  I was going to take you to those scenarios, so why don't we look at those?

If you could turn to your prefiled evidence starting at page 13, which is some of the discussion that precedes those graphs?

MS. PIETT:  I have it.

MR. HOAKEN:  So just to set the context again, the purpose of this portion of the evidence, as you say, is to compare the attributes of the current QRAM to some other alternatives that may be worth considering; is that fair?

MS. PIETT:  That's correct.

MR. HOAKEN:  And you say, then, on page 14 at line 10: 
"The purpose of the exercise was to determine whether or not, with the benefits of actual information, a better alternative to the current QRAM exists."

MS. PIETT:  That's correct.

MR. HOAKEN:  We will come back to this, but I take it that as a consequence of performing this activity, Union concluded that there was no better alternative to the current QRAM?

MS. PIETT:  Yes.  That's our view.

MR. HOAKEN:  Just so I understand the methodology that was used here, you applied this definition of a better alternative, being one that offers an improved balance between price stability on the one hand and market price sensitivity on the other?

MS. PIETT:  That's correct.

MR. HOAKEN:  Yes.  Then you say at line 13:
"Stability is measured through a volatility calculation defined as the range in which prices occurred within one standard deviation."

Now, when you refer to "prices" in that context, are you referring to the reference price or to the price -- excuse me, reference price plus the rider?

MS. PIETT:  We are referring to the reference price plus the rider, because we feel that that is the rate that customers should consider when they are wanting to understand what they're paying for the natural gas.

MR. HOAKEN:  All right.  Then just carrying on, you say:
"Market price sensitivity was measured..." 

And you explain how it was calculated.  By "market price sensitivity", what you are tracking is the extent to which the price being charged to consumers tracks what is going on in the larger market for natural gas; is that fair?

MS. PIETT:  Yes.

MR. HOAKEN:  And you say at line 17:
"The actual cost of gas was intended to generally represent market prices."

And this is -- if you look, for example, you will see in each of the scenarios you've got the dark shaded portion that reflects what you described as the actual cost of gas?

MS. PIETT:  Yes.

MR. HOAKEN:  Can you just help us understand what was the basis for the quantification or calculation of the actual costs of gas that were carried on these graphs?

MS. PIETT:  The actual cost of gas is simply what Union paid for gas in that month, averaged in dollars per gJ for its procurement of supplies.

MR. HOAKEN:  I'm sorry, did you say average cost per month?

MS. PIETT:  Average cost per gJ for its procurement of supplies.

MR. HOAKEN:  Okay.  Just coming back to the calculation, you say:
"Market price sensitivity was measured by calculating the absolute difference between Union's actual cost of gas and the rate approved each quarter through the QRAM process."

I take it that the greater the correspondence between those two things, the more accurate the price signals to consumers will be; is that fair?

MS. PIETT:  Yes.

MR. HOAKEN:  Now, if we look at the first of the scenarios -- so I am now looking at page 16 of your prefiled evidence, which I think is replicated in the exhibit that was marked this morning, K1.3.

Looking at scenario 1, this is different from the current QRAM, in that it calls for monthly filing rather than quarterly, but, apart from that, it is the same; is that fair?

MS. PIETT:  The green line is that scenario.  The blue line is our current QRAM that we had in place since 2004.

MR. HOAKEN:  Yes.  I am simply trying to establish that the difference, the only difference as I understand it, between the two - that is, the blue line and the green line - is one is monthly and one is quarterly filing?

MS. PIETT:  That's correct.

MR. HOAKEN:  But they use the same 12-month outlook and the same 12-month PGVA disposition?

MS. PIETT:  that's correct.  It was simply a look to see whether filing more often in a similar fashion to what we do now would be useful.

MR. HOAKEN:  Understood.  Thank you.

If you look, for example, in the month of October 2007 and if we look at the two blue lines -- so the thin blue line, as I understand it, is the reference price a consumer might see on his or her bill or might be able to find on the Internet in October of 2007 showing the price per gJ; correct?

MS. PIETT:  The thin blue line is the reference price, and the thick blue line or thick green line, for that matter, is the reference price plus the rider, yes.

MR. HOAKEN:  Right.  Just taking a snapshot, if you will, of October of 2007, if a consumer were to look at his or her bill, the price that is graphed by the thin blue line is the price that he or she might see on his or her bill; correct?

MS. PIETT:  They would see both prices on their bill.

MR. HOAKEN:  But the price -- I guess that this is the part I'm not understanding, then.  The price that is reflected with the thick blue line, that can only be determined after the fact; isn't that correct?

MS. PIETT:  No.  That's not correct.

MR. HOAKEN:  All right.

MS. PIETT:  In October 2007, which is the period that you suggested we look at --

MR. HOAKEN:  Yes, yes.

MS. PIETT:  -- customers would see on their bill the thin blue line or the thin green line as the reference price.

MR. HOAKEN:  Yes.

MS. PIETT:  Then the next line on their bill would be the rider.  And those two charges together would equal the thick lines.  So, in our view, we made the lines thick, because we think that is the more relevant number, and that is what customers would want to compare to their conservation options or the direct purchase options, or simply to know what they should expect to pay for their gas that month and future months.

MR. HOAKEN:  All right.  Thank you.

So looking at the chart at the bottom of the graph, then, as I understand this -- and if I don't, I'm sure you will tell me, but in option was found to have only slightly more volatility than your current QRAM; is that right?  You have charted it as 2 percent.

MS. PIETT:  That's correct.

MR. HOAKEN:  And so thinking about that balance, then, this is an option that is only marginally, I am going to suggest to you, less volatile -- or, excuse me, more volatile than your current QRAM?

MS. PIETT:  That's correct.  It is 2 percent more volatile.

MR. HOAKEN:  Right.  In terms of accuracy, it appears this is significantly more accurate, 21 percent?

MS. PIETT:  It is 21 percent more accurate; that's correct.

MR. HOAKEN:  Right.  So I guess what I was having trouble understanding, then, is if we're trying to achieve this balance between these two things, I couldn't understand why this wasn't a more attractive alternative to QRAM -- sorry, to your current QRAM, given it is significantly more accurate.

MS. PIETT:  If you look at page 19 of 72, so the last page in the handout, the K1.3.

MR. HOAKEN:  Yes.

MS. PIETT:  You will see all of the scenarios graphed together, and the chart at the bottom that shows all of the scenarios, including number 1 that you are asking.  You will see that scenario number 1 was the only scenario that showed an improvement in stability or accuracy.  And even that was only more accurate.  It was less stable.

So of all the scenarios, that was the only one that came close to what we were doing.  In one aspect, it was stronger.  But if we were to consider that number one 1 scenario, then you would also have to take with that some other things, which is what we have laid out in our evidence on page 21 of 72.

And what that says is that if we were to accept scenario 1 as the better option, we would have to also take with it the other things that would come with that, and what that would come -- what would come with that is that we would be filing with the Board every single month.  So rather than having four filings in a month, we would have 12.

So it is significantly more administrative, costly, and it would also mean we would continually have a QRAM filing under way all the time, and at least one of them before the Board at any one time, depending on when we filed that QRAM application.

MR. HOAKEN:  All right.  So with this methodology - and I am speaking of scenario 1 being 21 percent more accurate - that would send a more accurate price signal to consumers; correct?

MS. PIETT:  Yes, it would.

MR. HOAKEN:  A significantly more accurate price signal?

MS. PIETT:  It would be 21 percent more accurate.

MR. HOAKEN:  I guess we can debate whether 21 percent is significant, but what you are saying, I guess, is that Union's approach was that the additional regulatory costs and burden of filing on a more frequent basis did not, at least in Union's view, justify a change to this approach which would bring an improved price signal to the market; is that fair?

MS. PIETT:  Scenario 1 would result in more costly administration.  It would also result in, I think, more customer confusion.  Every month the rate would be changing.  Every month customers would be hearing from Union Gas, presumably, that the market is different and it is resulting in a change in your rate.

It would also result in, every single month, that the bills would have to be estimated on how much gas was consumed before the first of the month and how much gas was consumed after, which results in more difficult call centre calls, as customers enquire as to why we prorated it the way it was, or if they're moving part way through the month, and so on, it makes for more costly administration on our end, as well, in the customer care arena.

MR. HOAKEN:  Just picking up on the point about customer confusion, I have come to learn that customer surveys are a big part of this business.

Did you do any customer surveys to address that, and is your conclusion that customer confusion would result the product of any such research?

MS. PIETT:  We have not done surveys on that.  It is just based on our own experience.

MR. HOAKEN:  All right.  So you are surmising that changing the rate more frequently would lead to customer confusion, but there is no in-depth analysis of any kind that Union has conducted on that point?

MS. PIETT:  No.  We have no in-depth analysis other than our own experience.

MR. HOAKEN:  Can we go back, then, to the scenarios, and I want to look at the second one with you, if I may?

This one uses quarterly filing, which is what you are doing now, but uses a three-month outlook or forecast and three-month disposition; correct?

MS. PIETT:  That's correct.

MR. HOAKEN:  And what I was trying to understand, as I looked at this, is:  How do you retroactively go back, or how did you, for the purposes of this scenario, go back and forecast on a three-month basis, and how did you model a three-month disposition of the PGVA balance when, in fact, you were doing both, as I understand it, on a 12-month basis?

MS. PIETT:  We have a model that we use to create our QRAM applications, and in that model we gather all of the market data that's used to calculate the forward reference price.

We collect all of the market prices each month since 2004 in that model.  So we can go back and adjust that model to pick up only three months at a time, rather than 12 months in the forward strip.

Likewise, we know our disposition -- we know our PGVA balances in each of those months, so we simply spread the rate rider over three months, rather than over 12.  So it is all market data that we were using at that time.  We have simply used it in a different way for this scenario.

MR. HOAKEN:  And recalculated it, effectively?

MS. PIETT:  Yes.

MR. HOAKEN:  Then looking at scenario 3, this, then, reflects the monthly filing with the one-month outlook and the one-month disposition, none of which you currently do; fair?

MS. PIETT:  Pardon me, I couldn't hear you.

MR. HOAKEN:  Sorry.  This model reflects monthly filing and a monthly -- a one-month outlook and a one-month disposition, and my question was simply:  None of those are things that Union is currently doing?

MS. PIETT:  That's correct.

MR. HOAKEN:  I'm sorry, just before I take you to the third scenario, can I just go back to the second one for a minute?

Just to pick up on your answer, when I was asking you how this was calculated, you said you applied the PGVA balances.  Did you use the original PGVA balances, or did you recalculate them for the purposes of this model?

MS. PIETT:  I'm not sure I understand your question.  Perhaps it would be best if I just described how we did it and that may answer your question.

MR. HOAKEN:  Thank you.

MS. PIETT:  Okay.

At the start of each QRAM period in this scenario number 2, we calculated the amount that would have accumulated in the PGVA balances for the previous three months, and we took that amount and we divided it over the planned consumption over the next three months.

So they're actual PGVA balances, that we simply created a new rate rider to clear over three months, rather than 12.

MR. HOAKEN:  Okay, thank you.

So then going back to the third scenario, as I look at the graph, here is what I am trying to understand.

Would you agree that since July of 2005, the reference price - that is, the thin red line, as I understand it - for scenario 3, which is forecasted monthly, appears to be more accurate or align more closely with the actual cost of gas than the Union reference price based on the 12-month forecast?

MS. PIETT:  Yes.  The thin red line is closer to our cost of gas than the thin blue line.

MR. HOAKEN:  And does that not suggest that forecasting for a shorter period or over a shorter period yields a more accurate result?

MS. PIETT:  No.

MR. HOAKEN:  And could you tell us, for the purposes of this scenario, what rider was applied?  Was it the monthly PGVA clearance rider or was it the QRAM rider?

MS. PIETT:  It was a monthly rider that was calculated by calculating the PGVA balance that occurred in the previous one month and forming a rate rider that would clear that balance in the next month.  

So this is truly a one-month view of the market, where we have a one-month reference price and an immediate one-month disposition of whatever accumulated in the PGVA balance in the previous month.

MR. HOAKEN:  The rider is determined, then, on the upcoming month's volumes?

MS. PIETT:  Yes.

MR. HOAKEN:  Okay.

MS. PIETT:  The planned volumes.

MR. HOAKEN:  Right.  Thank you.

Just, in general, do you agree that balances in PGVA accounts are related to the accuracy of and the method that is used in forecasting?

MS. PIETT:  Yes.

MR. HOAKEN:  And the goal is to have PGVA balances that are as low as possible?

MS. PIETT:  Within reason, we would have that as a goal, yes.

MR. HOAKEN:  And do you agree that forecasts - I am speaking of price forecasts - that are made closer to the effective supply dates would tend to be more accurate than forecasts that are made earlier?

MS. PIETT:  Yes.

MR. HOAKEN:  Do you agree that when monthly forecasting is used for a monthly rate adjustment mechanism, the reference price more closely matches the monthly index price?

MS. PIETT:  Yes.

MR. HOAKEN:  All right.  I am going to turn to something else.  The reference that you may want to look at - and I may yet get to you, Mr. Tetreault - is prefiled evidence of Union, page 23.

At lines 19 to 21, you say a utility three-month price or one month price would provide an inappropriate price comparator to the three- or five-year annual prices.

I am going to suggest to you that there are other examples in the consumer marketplace where longer-term products, if you will, have to be compared to shorter term.  The obvious example I am going to suggest to you is mortgage rates.

Is it not the case that consumers routinely use longer-term rates available for mortgages and compare those two shorter-term rates as a means of deciding what their risk tolerance is and how they want to manage that risk?

MS. PIETT:  I am not sure it is helpful to look at mortgages, when we have all of the information here in front of us now and how these things work in the natural gas industry.

MR. HOAKEN:  Well, I guess what I am --

MS. PIETT:  I am in no way an expert on mortgages, so...

MR. HOAKEN:  I understand that.  But I guess the approach I am taking is that I take it -- tell will me if I am wrong about this.

You have suggested that it is inappropriate to compare the short term to the long term.  That's the gist of it?

MS. PIETT:  I think if you look at a short-term price that can be very volatile, compare that to a long-term option, you will end up with incentives or disincentives that may not be in a customer's best interest.  And what I mean by that, if I can just elaborate for a moment, on scenario number 3, I think it is important to understand what would happen if an MRAM like that was in place in Ontario.

And if you look at, for instance, even just the last year in 2008, we would have ended up with prices in the July time frame at the top of that thick red line of 15.68.  These numbers are filed in a table at IR 8.2, but, for the sake of this conversation, that top point, that peak in the red line, is 15.68.

And two quarters later, the gas would have been minus 0.25.

So that's the volatility customers would have seen in their bills through that last year.

In our view, that would be a very bad thing, to compare against a fixed price offering that a marketer would offer.

In the July period, a customer would be inclined to move towards direct purchase and move towards more conservation initiatives.  In October 2008, customers would be inclined to do exactly the opposite.  In fact, conservation would not even be a consideration at that time.

If customers were considering putting new windows in for that winter and they found out that gas was free through the summer, I would suggest they would cancel their project.  And I would suggest that would be a very bad thing for those customers to do, because in no way should customers expect that the continued rate of gas will be free.  It will be something different than that.

MR. HOAKEN:  All right.  Don't you think most consumers would be able to figure that out for themselves, that gas was not going to continue to be free?

MS. PIETT:  I think customers would understand that gas won't continue to be free, but I don't think they would have any way of knowing what it should be.  What they should use as a benchmark for what gas costs will be through the utility?

And if we didn't provide that information, I don't know how they would get a good market view of the next 12 months.

MR. HOAKEN:  I am not going to give up on my analogy about the mortgage, because I actually think it does work here, because doesn't a consumer who goes with a short-term mortgage expose himself or herself to precisely the same situation that you just addressed, is that he or she will not know what his actual costs will be, but is willing, making a conscious decision, to tolerate the volatility in the expectation that over the long term he or she may save money?

So how is that a less desirable circumstance or scenario in the context of natural gas purchase than it is in personal finance when people mortgage their homes?

MS. PIETT:  I don't think you can compare mortgages to the natural gas default pricing mechanism, because the system gas there -- there is disposition of past cost variances, and you don't have that in lending rates with banks.  So it is the disposition of the past cost variances which is causing most of the volatility.

So if we were just looking at the thin blue lines or the thin red lines in the scenarios, if that was all that was in matter, we maybe would have a different conclusion than we do.

But you also have to consider, as well, when you are determining what's the proper benchmark for a customer to pay for gas, let's say in January you had an MRAM and it was simply the next month's price of gas in the market.

And in January, let's say that that price was ten dollars, and customers would see that and think that their price of gas is ten dollars and they will make decisions based on that price.  And they may not know what it will be after that, but they're just looking at January.

If you think of that one month for a moment, it is important to know that the gas isn't being served by just the January market price.  It is actually more than 50 percent served out of storage, and that storage has been accumulated over seven months in the summer at varying prices.

So if a customer used a ten dollar price as a benchmark to make any decisions at all, even that would be false, because we don't procure gas, like they do in Alberta, in the month of consumption.

MR. HOAKEN:  As I understand it -- let me just go back a couple of steps.  Union is both a distributor and a regulated retailer; correct?

MS. PIETT:  Yes.

MR. HOAKEN:  Can you just help me separate what is the role that Union should be playing as a distributor, as distinct from the role that it sees for itself as a regulated retailer?

MS. PIETT:  In terms of offering the default supply, I think that the role that the utility should be is to provide a service to customers that offers them a reasonable choice of natural gas supply, that represents a balance of price stability and volatility reduction and market sensitivity, as well.

And we can't ignore the fact that no matter what happens, the customers will use the utility supply as a benchmark for other offerings and for conservation initiatives.

MR. HOAKEN:  Right.  But you will agree with me Union is not, in that role, a competitor with the other market participants.  It is not competing for market share as it might in other endeavours; is that fair?

MS. PIETT:  That's correct.

MR. HOAKEN:  Just to skip forward one page from where you left off, page 25 of your evidence, pages -- sorry page 25, line 5 to 13, you make reference to cycle billing.

And the conclusion that you reach in item 3 here is that:
"This would result in a bill that on an ongoing basis would be cluttered and confusing to customers."

Now, again, is there any market research or market study or survey, or anything like that, that Union has conducted in order to reach that conclusion?

MS. PIETT:  That conclusion is based on our experience.  We offer a bill every quarter that does exactly what number 3 describes.

And what happens is, when a price changes at the first of the month, customers aren't -- customers' meters aren't rid on the first of the month, so we have to prorate how much gas probably was consumed before that period and how much was consumed after.

What we're suggesting in number 3 is that would simply occur every month.  We do know through call centre activity that when that happens, when we do have these prorations, it results in more difficult conversations at the call centre.

MR. HOAKEN:  Right.  But your prorations now, how frequently do your prorations occur now?

MS. PIETT:  Every quarter when we change our reference price.

MR. HOAKEN:  Right.  And are you suggesting that those prorations on a quarterly basis are confusing to customers?

MS. PIETT:  They're more confusing than the other two months in between those quarters, for sure.

MR. HOAKEN:  Is there data from your call centre, for example, that would suggest that you have a higher volume of calls in months when you have prorations?

MS. PIETT:  I believe there is, and Mr. Boulton will be testifying on our fourth panel, and he is the director of residential marketing and conservation, and I am sure he could provide that information.

MR. HOAKEN:  All right.  Why don't I save that for him, then?

You are aware, though, that there are prorations four to six times a year in the Alberta market?

MS. PIETT:  I wasn't aware of that.

MR. HOAKEN:  All right.  So let me move to something else.  Union's response to the Board IR No. 1 is Exhibit IR 24.1.

As I understand it, it is Union's position that the implementation costs for more frequent rate setting would include additional postage costs of approximately $830,000; is that correct?

MS. PIETT:  I'm sorry, but I will have to punt that to Mr. Boulton, as well.  He can speak to any questions regarding how the bills would actually be sent and what they would look like.

MR. HOAKEN:  Okay.  And what the costs would be, and those sorts of things?

MS. PIETT:  That's correct.

MR. HOAKEN:  All right. 

If I could ask you to look at Union's response to GMG's IR No. 8.8, it is Exhibit IR 8.9.  There is a long response here I won't read.  I assume you have read it and are familiar with it.  

But, as I understand it, what is being said here is that it is Union's view that to repeat the same process that it is currently engaging in would be more complex - and I take it more costly - than adding an additional component to the QRAM process.  Is that essentially Union's view?

MR. TETREAULT:  I'm sorry, are we on IR 8.8?

MR. HOAKEN:  I'm looking at Exhibit IR 8.9.

MR. TETREAULT:  Sorry.

MR. HOAKEN:  I'm sorry, let me ask the question again.

MR. TETREAULT:  Please, please.

MR. HOAKEN:  Is it Union's view that to repeat the same process that it is currently engaged in, but to do it more frequently, is more complex than adding an additional, new component to the QRAM process?

MR. TETREAULT:  That's correct.

MR. HOAKEN:  And the same logic for increasing the frequency of the commodity rate setting, then, does that not apply to increasing the frequency of the delivery rate setting?

MR. TETREAULT:  Are you -- I just want to make sure I understand the question.  Are you asking me about the possibility of updating delivery rates on a monthly basis as opposed to quarterly, per our proposal?

MR. HOAKEN:  Yes.

MR. TETREAULT:  Yes, I think the same would apply.

MR. HOAKEN:  All right.  Thank you.

Sorry, can I just have a moment?

MR. TETREAULT:  Sure.

MR. HOAKEN:  Let me just ask you to look at Exhibit K1.2, which was marked this morning by your counsel.

You, or he, perhaps, explained what this is, but let me just very quickly make sure that I've got it.  If we look at line 5, this is, as I understood it, the price at the Alberta border.  On the far right, we've got the total or 12-month average, which is 5.917; correct?

MS. PIETT:  That's correct.

MR. HOAKEN:  So then what we see included in the 12 months for which that average has been calculated, we see the months April to June, where the price per gJ is then significantly less than that average; is that fair?

MS. PIETT:  Yes.

MR. HOAKEN:  And so for those months, at least, there is an over-collection that is occurring through the use of the average price per gJ; correct?

MS. PIETT:  We need to keep in mind this is just the reference.  This is nothing to do with the rider, but you are right.  On the reference line on the bill, which would result in our rate, we would slightly over-collect by about a dollar in the April to June time frame, and then the reverse would be true in the winter.

MR. HOAKEN:  Correct.  All right, thank you.

Thank you.  Those are my questions.

MR. SOMMERVILLE:  Thank you, Mr. Hoaken.

Mr. Shepherd?

MR. SHEPHERD:  Mr. Chairman, we have no questions.

MR. SOMMERVILLE:  Thank you.  Ms. Girvan?

MS. GIRVAN:  No.

MR. SOMMERVILLE:  Mr. Killeen?

MR. KILLEEN:  No questions.

MR. SOMMERVILLE:  Mr. Quinn?

MR. QUINN:  No questions, sir. 

MR. SOMMERVILLE:  Mr. Gruenbauer?

MR. GRUENBAUER:  Yes, sir, I had one.

MR. SOMMERVILLE:  Thank you.
Cross-Examination by Mr. Gruenbauer:  

MR. GRUENBAUER:  Bear with me for a moment, here.  Yes, I think my question is for Ms. Piett with respect to a response to one of our interrogatories, the scenario 4 interrogatory.

MR. SOMMERVILLE:  Could you just press your button?  Thank you.

MR. GRUENBAUER:  There we go.  Can you hear me now?

Yes.  The exhibit reference is IR 6.1.  It is on page 2 of that response, which has the graph and the chart at the bottom for scenario 4, with a seasonal filing using a 12-month outlook and 12-month disposition.

Ms. Piett, if you could just help me understand, in the table, my expectation for a response to this was, from an accuracy standpoint, I wasn't surprised to see that it would be less accurate based on the measure used for the other scenarios, but I was surprised when it came back as being 22 percent less stable than the benchmark. 

And perhaps if you could just walk me through why that result happened?  I suspect my confusion is not understanding what Y is or the mean price that is being used in this volatility measure, that I understand that is how the stability is determined, according to your prefiled evidence.

MS. PIETT:  Perhaps just to review briefly what the purpose of this scenario was, this was a scenario where the City of Kitchener had asked us to do -- run another scenario where we would only update the QRAM at the start of November and the start of April using the same methodology that we do now.

So we ran that scenario, which resulted in this graph, and you are right.  I was surprised by that result, as well, Mr. Gruenbauer, but I wasn't surprised that it would be less accurate, because you are updating your forecast of the market less often.  So we would expect that it would be less accurate.

It also was less stable, and that may be just the way it worked out in the market, for the prices over the time that we looked at from 2005 forward.

But when we ran that volatility on the new line, 

the -- in this case it is an orange line.  When we ran the volatility on the thick orange line - and it is just a standard calculation of volatility using one standard deviation - it resulted in a range of 2.44, rather than 2.0 in the blue line.

So it is an automatic calculation.  It would have calculated a mean, and then took, 68 percent of the time, the data points around that mean resulted in a range of 2.44.

MR. GRUENBAUER:  If I understand it correctly, the volatility measure is on the combined price, the reference price, plus the rate rider?

MS. PIETT:  Yes, it is.

MR. GRUENBAUER:  Okay.  Just -- sorry, I apologize.  One other follow-up question.

When you were answering questions earlier this morning with respect to what the actual cost of gas was, the shaded area in all of these scenarios, I believe you said that it was the actual cost of gas procured in the month, an actual cost of total dollars over total gJs equals your actual average cost of gas procured on a monthly basis; is that right?

MS. PIETT:  That's correct.

MR. GRUENBAUER:  If we look over the time frame from July 2004 to October 2008, am I right to understand that in the more historical period, the earlier years, there was an element of price fixing and hedging in your actual costs, and, as you get out to October 2008, you are more in the scenario where, today, there is just straight index gas; is that correct?

MS. PIETT:  It is correct.  In 2008 Union ceased its risk management program, and our risk management impact would have been included and was included in the gray area prior to that time. 

MR. GRUENBAUER:  Okay, thank you.  Those are my questions.

Thank you, sir.

MR. SOMMERVILLE:  Thank you.  Mr. Aiken.

MR. AIKEN:  Thank you.
Cross-Examination by Mr. Aiken:  

MR. AIKEN:  Panel, could you turn to page 32 of your prefiled evidence?  This deals with the elimination of the intra-period WACOG deferral account.

Am I correct that with this elimination of this deferral account, that the distribution rates will change each quarter?

MR. TETREAULT:  That's correct.

MR. AIKEN:  Now, is there going to be a rate rider, or is it the actual distribution rate that will change?

MR. TETREAULT:  It would be the actual distribution rate that would change.

MR. AIKEN:  Okay.  And will that distribution rate have to be prorated to the same extent that the gas commodity charge would under the MRAM?

MR. TETREAULT:  That's correct.

MR. AIKEN:  Okay.  Do you have any idea of the level of the impact on the change of the distribution rate on a quarterly basis in this process?

MR. TETREAULT:  In what terms, Mr. Aiken?

MR. AIKEN:  In terms of as a 0.1 cents a cubic metre or half a cent a cubic metre?  Have you done any historical analysis to see what the distribution rate change would be under your proposal?

MR. TETREAULT:  No.  We did not do a historical analysis.

I believe in an IR response to CME, we did provide an illustrative example of what that would mean to a bundled contract rate class.

MR. AIKEN:  Okay, thank you.  Those are my questions.

MR. SOMMERVILLE:  Thank you, Mr. Aiken.  Mr. Mondrow?  I beg your pardon, Mr. DeRose.

MR. DeROSE:  Unless you would like to skip over me, Mr. Sommerville, that's fine.

MR. SOMMERVILLE:  I wasn't wearing my glasses, Mr. DeRose.

MR. DeROSE:  That's fine.  All is forgiven.

[Laughter]

MR. DeROSE:  I have waited years to say that.

MR. SOMMERVILLE:  I feel much better for it.
Cross-Examination by Mr. DeRose:

MR. DeROSE:  Thank you.  Unfortunately, I think our discussion now may be longer than my questions.

I have a question that I - Mr. Hoaken started to ask you some questions about Board Staff IR number 1 - this is 24.1 - about the costs associated with moving from a QRAM to an MRAM.  He asked you specifically about the postage costs, which you, I think in your terms, booted to Mr. Boulton.

I have some questions about the costs associated with moving from a QRAM to an MRAM.  Is Mr. Boulton the right person to ask all of those questions to or is it you?

MR. TETREAULT:  I think, in my view, related to IR 24.1, Mr. Boulton is the best individual.

MR. DeROSE:  That's fine.  I will wait for Mr. Boulton, then.  Thank you very much.

MR. SOMMERVILLE:  Mr. Mondrow.
Cross-Examination by Mr. Mondrow:

MR. MONDROW:  Thank you, Mr. Chairman.  

Briefly, panel, if I could, if the Board directed the utilities to move to monthly price adjustments, what would you propose in respect of the distribution rate adjustments that you are now proposing to move -- Union is now proposing to do those quarterly as opposed to annually?

MR. TETREAULT:  I think we would withdraw our proposal to eliminate the intra-period WACOG deferral and update distribution rates on a quarterly basis, and continue on with the process we have today, which is the continuation of that deferral account and the clearing of any variance on an annual basis as part of our annual deferral disposition.

MR. MONDROW:  Why would you do that?  What justification would you have for sticking with an annual distribution rate, delivery rate change, as opposed to going to monthly?

MR. TETREAULT:  Much like our thoughts on monthly changes to gas commodity rates, our view is that having distribution rates change on a monthly basis is not appropriate.

MR. MONDROW:  Okay.  One more area for a question, if I could, and I apologize.  This is probably reflected in the record somewhere, but I wonder if you could just help me, quickly.

Can you describe how the cost of gas in storage is feathered into the QRAM?

MS. PIETT:  The QRAM methodology takes a 12-month outlook, which mirrors the way that we purchase our gas supplies and use storage, which is the primary reason that Union supports a 12-month outlook in our QRAM period.

When Union determines its procurement plan, it takes the annual demands for the year, for only 12-month period, and it divides that by 365.  And that is the amount of gas basically that we deliver each day, just like a marketer would to Union Gas.  So we have a flat delivery profile.

So that procurement strategy assumes that, of course, if the supply is greater than demand, then that gas will go into storage, and the reverse is true in the winter.  So the fact that gas is used allows us to have the flat delivery profile that you see on our schedule 1, which is K1.2.  

The cost of storage isn't related to our supply PGVA or our reference prices, because that's determined in our distribution hearing and it is captured in our storage line on the bill.  But the fact that we use storage allows us to have a methodology of procurement like you see on K1.2.

MR. MONDROW:  Let me ask you perhaps some more pinpointed questions.  Thank you for that explanation.  I appreciate it.  When you were responding to Mr. Hoaken, I thought you referred to the fact that in the winter, a lot of the gas actually being supplied to customers is taken out of storage as somehow impacting the price those customers are paying.

So I guess the question is:  Does the fact that you take gas out of storage in the winter, which presumably you injected in the summer and fall, affect either the reference price, as you have described it, or the price that customers pay in the winter period?

MS. PIETT:  The fact that we use storage the way you have described and in the winter -- for instance, in January, we will take half of our supplies out of storage to meet customer demands and the other half will be -- approximately half will be piped to customers.

That affects our cost of supplying those customers which, in the end, is the price that customers will ultimately pay for their natural gas.  When I had that discussion earlier, I was referring to the price signal to customers in January, that if we use simply the price of gas that is being piped to customers and not coming out of storage, if we used that as the price that customers were charged gas, it would not reflect our true cost of gas to serve those customers in January.

So the reason we support a 12-month outlook is because we buy gas on a 12-month outlook, and it very much affects the cost of our supply, because we buy a flat delivery profile, and we only balance of supplies to meet demands at the end of the year.

So if we were a load-following purchasing company, so we bought our gas according to how customers burned that gas, we would have a very different cost profile than we do.  But because we buy gas on an even amount all year round, that is the true cost of gas to customers.

Whether the customers consume it in January or July, it would not affect our purchase profile or our cost of gas.

MR. MONDROW:  So does your January 1st QRAM price reflect the historical cost of the gas in storage?

MS. PIETT:  Our January 1st reference price represents our average cost of gas over the next 12 months.  So it would include gas that is being stored, as well as gas that is being piped directly to customers.

MR. MONDROW:  So it will include the lower-priced gas in storage prospectively - that is, you are forecasting gas that you will be buying in the summer - and those volumes, which, because of your storage, are greater than the amount of gas consumed in the summer, will result in a reference price on January 1st that is lowered, if I can put it that way, as a result of the reality that you will be buying gas in the summer, and the cost of that summer gas is factored into the January price.  Is that inelegant but accurate?

MS. PIETT:  That is an accurate description, assuming that natural gas prices in the summer are less expensive than the winter.  But whatever the monthly price of gas is in the next 12 months will be averaged into that reference price.

MR. MONDROW:  Okay.  That is helpful.  Thank you very much, Mr. Chairman.

MR. SOMMERVILLE:  Thank you.  Mr. Manning.

MR. MANNING:  No questions, Mr. Chair.

MR. SOMMERVILLE:  Thank you.  Any redirect, Mr. Smith -- I beg your pardon.

MS. CAMPBELL:  Mr. Sommerville, two things.  Mr. Buonaguro would like to ask questions of panel 1, and, number 2, I also have some questions, but I am wondering - it is ten to 11:00 - whether you want to take the morning break now, and I can see if Mr. Buonaguro is available, or you would like me to start and go a little bit longer, and then see if we can fish Mr. Buonaguro out of the Oshawa hearing?

MR. SOMMERVILLE:  Why don't we break and you can get Mr. Buonaguro, and then you can finish and he can finish, too, and then we can go to Mr. Smith's redirect?

MS. CAMPBELL:  All right.

MR. SOMMERVILLE:  We will take until ten minutes after 11:00.  Thank you.

--- Recess taken at 10:52 a.m.


--- Upon resuming at 11:30 a.m.

MR. SOMMERVILLE:  Please be seated.

Thank you.

Mr. Buonaguro is still engaged next door and will be for a little while.  We are going to proceed with questions from Board Staff, at which point we will take a break for lunch, one hour for lunch, and then we will commence with any questions that Mr. Buonaguro may have for this panel and move on, after that, to the subsequent panels.  Is that acceptable to everyone?

So without further ado, Ms. Campbell.
Cross-Examination by Ms. Campbell:  

MS. CAMPBELL:  Thank you.

An easy question off the top.  Supposing that the Board approved a monthly rate adjustment model in the proceeding.  What's the earliest date by which the changes that have been proposed by Union could be implemented and put into place -- or, sorry, the changes suggested by GMG could be implemented and put into place?

MR. TETREAULT:  I don't know that we know at the current time.  We haven't given much consideration to what the implementation time line would be with that proposal at this point.

MS. CAMPBELL:  I am going to go, first of all, to your evidence, just a couple of questions that relate to some of the implementation of the changes that you are suggesting.

So if you could turn up your prefiled evidence, if I could take you to page 38 -- sorry, page 37 and 38 have your prefiled evidence, which is Exhibit E-2.

First of all, on page 37, lines 10 through 12:
"Union believes that with the improved efficiencies in the application process and the elimination of written interrogatories, the close of the 21-day strip could be moved closer to the QRAM effective date, making it more reflective of current market conditions."

My first question to you is:  What are the improved efficiencies in the application process that you are referring to?

MR. TETREAULT:  The improved efficiencies relate back to the standard filing requirements that are, I believe, discussed earlier in the evidence, where we would, along with Enbridge, put forward a common series or framework of schedules that would allow for a more efficient review process.

MS. CAMPBELL:  So it's the framework of schedules that would lead to the efficiencies.

There's a reference later on in that sentence to the elimination of written interrogatories.  It was my understanding that the procedural order for the QRAM doesn't require written interrogatories.  

MR. TETREAULT:  I believe that is the case.

MS. CAMPBELL:  Okay.  So why do you need to eliminate written interrogatories if there is no need for them?  They're already not included --

MR. TETREAULT:  I think we --

MS. CAMPBELL:  -- is my understanding.

MR. TETREAULT:  I think we might be referring to the comment period that is associated with the current procedural orders --

MS. CAMPBELL:  Oh, the comment period?

MR. TETREAULT:  -- and trying to streamline that, recognizing, of course, that we do hold informal discussions with CME and IGUA on a quarterly basis, and would certainly want to continue to do so in the future.

MS. CAMPBELL:  If I could take you to page 38, this has to do with the steps and the time lines, again, of the proposed new time table that will be a result of the streamlining that we have been discussing.

The dates that are there, I notice that there is reference to five business days and eight business days.  And, Mr. Mukherji, being the incredibly efficient person that he is, has totalled up the number of days, and of course you know the difference between a calendar day and a business day.

And what he has figured out is that based on your evidence, you are proposing to reduce the lead time from 45 calendar days to 30 calendar days; that's correct?

MR. TETREAULT:  That's correct.

MS. CAMPBELL:  All right.  Out of the 30 calendar days, 14 days are set aside for Board process and 16 days are set aside for Union, is the way that we add them up.

MR. TETREAULT:  Okay.  I can agree with that.

MS. CAMPBELL:  Can you agree with that?  Good.

MR. TETREAULT:  Yes, I can.

MS. CAMPBELL:  It appears to us that you are proposing to prepare an application and implement the Board's decision in 16 calendar days, not business days.  We simply wanted to -- if you go to page 36, lines 6 to 8 on page 36, it sounds like 13 business days.  Sorry, page 38, lines 6 to 8.  It sounds like business days.

So what we wanted to do is confirm with you which of the two it is that you need, business days or calendar days, because obviously that affects the schedule.

MR. TETREAULT:  As is referenced on page 38 at lines 6 through 8, we do mean business days.

MS. CAMPBELL:  You do mean business days?

MR. TETREAULT:  Yes.

MS. CAMPBELL:  Okay.  So business days, then, according to our calculation, extends the time period then past the 30 calendar days, business days being the five days of the week as opposed to the full seven.

MR. TETREAULT:  I am not --

MS. CAMPBELL:  The concern is simply that you have enough time to accomplish what it is that you would like to do.

MR. TETREAULT:  Certainly.  I am not sure I have -- I may be misunderstanding you.  There may be something that I need to take away and take a look at.

MS. CAMPBELL:  Can I ask that you do that over lunch, and just add up the difference between the business and calendar days and come back and say, Yes, we're satisfied with those numbers, or, No, they change?

MR. TETREAULT:  We can do that.

MS. CAMPBELL:  Okay.  Since you are going to be coming back after lunch, anyway.  Thank you.

Now, I have a question that comes out of the answer that you gave about the schedules.  We talked about the improved efficiencies, and you said it would be the filing of the new schedules.  And there is a reference to -- I believe it is meeting with stakeholders.  Let me just find this.

This will take you, actually, out of your prefiled evidence and into the book of interrogatories, and I will be staying in the book of interrogatories for the rest of the questions.  

So if everybody could turn to the interrogatory brief, Exhibit IR 8.10, which is Union's response to GMG Interrogatory No. 10?

The response to the question, "Does Union support Enbridge's position to have the Board and stakeholders determine which information should be presented by the utilities in filing QRAM applications?", the answer was that:
"Union supports the Board determining the information required for a QRAM filing.  Union anticipates that following a Board decision in proceeding, key stakeholders, including the utilities and the intervenors, will have an opportunity to file submissions as to what information is required for QRAM applications.  Union further anticipates the Board will take these submissions into consideration when making a final determination in this matter."

First of all, just for clarification, who are the key stakeholders?

MR. TETREAULT:  I think the key stakeholders, in my estimation, are largely the parties that are participating in this proceeding.

MS. CAMPBELL:  In the development of the schedules that you have made reference to, do you anticipate that the Board would make a general outline of the guidelines, and then the specific schedules -- the contents of the specific schedules would be determined by the meeting with key stakeholders?  Is that what you anticipate?

MR. TETREAULT:  I think that is a fair assumption.

MS. CAMPBELL:  How soon after the decision could you begin this process of compiling and creating the new schedules?


MR. TETREAULT:  That I don't know, at this point.  We haven't given a great deal of consideration to the time that would be involved to prepare those schedules.


In most cases they would look similar, I think, to some of the schedules that we file now, subject obviously to the discussion with stakeholders and intervenors.


MS. CAMPBELL:  Now I have some specific questions concerning GMG's responses to interrogatories.


The first one I am going to refer to is EGD Interrogatory No. 5.  That is under the first tab in the interrogatories brief.


It is EGDI Interrogatory No. 5.  My specific questions relate to the use of storage in an MRAM, and this is arising out of a response given by GMG to this interrogatory from EGD.  Specifically, if I could go under the chart graph --


MS. SPOEL:  Sorry, I am lost.


MS. CAMPBELL:  If you go to the interrogatories brief?


MS. SPOEL:  Yes, I am in the interrogatories brief.


MS. CAMPBELL:  First tab, GMG-EGDI IR No. 1.


MS. SPOEL:  Oh.


MS. CAMPBELL:  Yes.  You can't really follow the labels.  They're just guidelines.


MS. SPOEL:  EGDI-GMG?


MS. CAMPBELL:  Yes.


MS. SPOEL:  Which is IR 8.14 --


MS. CAMPBELL:  No.  First tab.


MS. SPOEL:  What's the number on the top of the page?


MS. CAMPBELL:  The number on the top of the page says "Exhibit IR1 (GMG responses)".  In the upper left-hand corner EGDI Interrogatory No. 5.


MS. SPOEL:  Okay.


MS. CAMPBELL:  It's behind the tab immediately after "Index".


MR. SOMMERVILLE:  Page 5 of...


MS. SPOEL:  Oh.  Our binder doesn't look the same as your binder.  I can't find it at all.


MR. SOMMERVILLE:  It doesn't compute here, either.

--- Mr. Mukherji passes document to Panel Members.


MR. SOMMERVILLE:  Thank you.


MS. CAMPBELL:  My questions arise out of the paragraphs underneath the graph.


First of all, what I would like to go to is in the first paragraph.  It starts with the second sentence:

"The GMG proposal for Ontario would see purchases in excess of consumption being injected into storage for the pending winter consumption.  Accordingly, the monthly index during the summer would be the default rate, while at the start of the winter season, November, there would be an appropriate amount of gas in storage that would be withdrawn at a fixed canned price, leading to a blended WACOG."


My first question to you is:  Can you give me Union's view of this particular proposal?


MS. PIETT:  Union has indeed looked at that proposal, and it continues to carry with it the problems that any MRAM would have.


So although GMG has suggested an alternative way to deal with the gas that would come out of storage in the winter months, it continues, for us, to have problems related to it, because it simply is a one-month price of the market.  And as long as you have a one-month price of the market, then you aren't giving to customers a benchmark that would indicate to them what they can expect to pay for gas over some time period longer than a month.


So in the summer -- in the summertime, like it is right now, you might see a three dollar price per gJ on a customer's gas bill, but I would not want customers to think that that is a reasonable price of gas to pay for any forward time to which they can consider alternatives.


The other problem with this methodology is that we would have to file every month.  It would be administratively more difficult.  It would also be very volatile for customers.


So the MRAM that you saw in scenario 3 that we distributed earlier, the problems with that would continue to arise even with this scenario.


MS. CAMPBELL:  Do you see any advantages to this proposal?


MS. PIETT:  I can't think of any.


MS. CAMPBELL:  And the second area of the IR I would like your comment on is in the following paragraph, which states:

"During the winter notionally 50 percent of the demand would be satisfied by monthly index purchases and 50 percent by the fixed price storage gas.  The result would be a system price that would trend with the wholesale market, while the magnitude of any price movement would be muted by the fixed price storage gas."


Can I have your response to that statement, please?


MS. PIETT:  I think the paragraph is just intended to say that, for instance, in the month of January, half of the gas would be priced at the current January price in the market, and the other half would be a blend of what was put into storage, the price of that gas.


So you would have a price of gas that would be a combination, market price and a previous summer price.  I'm not sure what signal that would present to customers, but, in any case, it would be very volatile for customers and, again, would be a poor benchmark of future prices.


MS. CAMPBELL:  Do you agree with the statement in the second sentence of that paragraph that the magnitude of any price movement would be muted by the fixed price storage gas?


MS. PIETT:  Yes.  The price that would be offered would be muted by the fact that you are weighing in stored gas, the price of stored gas, which is a historic price that doesn't reflect transparent market prices.  So I would agree with that, yes.


MS. CAMPBELL:  And staying in the same tab, but moving on to interrogatory -- EGDI interrogatory 14.


Now, specifically in the response -- under the heading of "Response", starting with the second sentence of the first paragraph under "Response": 

"The GMG is suggesting that the summer/winter price differential be passed on to customers through the withdrawal of stored gas at the..."


What would I call that, WACOG 2:

"...and used to create a blended rate between the gas expected to be purchased for the month and the gas withdrawn from storage."


Then after the reference:

"The major difference is that the 12-month curve price would be replaced with the month ahead price each month."


Can I ask you what Union's view is of this statement?


MS. PIETT:  My response to that question is exactly the same as my previous response, in that Union appreciates that, in this description, there is a way to accommodate the stored gas coming out of storage into the winter and blending that into the winter MRAM price.


So it is a better solution than what the Gas Marketers Group had put forward in their original prefiled evidence.  However, even with this better methodology to deal with inventory, it continues to be limited by the fact that it's a one-month price.  So it is very volatile, it is a poor benchmark, and it is administratively costly.


MS. CAMPBELL:  If I could go to the paragraph below that that begins with the word "Alternatively":

"Alternatively the storage inventory balance could be deemed withdrawn each month at the original purchase price and deemed reinjected at the current month cost with the differential value, either positive or negative, included in customers' current month's rates."


What do you think of the alternative?


MS. PIETT:  Our view of that alternative is it is a very poor one.


MS. CAMPBELL:  Okay, so when you say "very poor", the first one that we were talking about was better than this one?  The alternative is not a good one --


MS. PIETT:  Yes.


MS. CAMPBELL:  -- in comparison to the first?


MS. PIETT:  The second one absolutely would not work.


MS. CAMPBELL:  Why not?


MS. PIETT:  Because what would happen is this requires that we revalue inventory each month.  And if you think in the summertime, when we have a lot of gas in storage, we could have 30 pJs in storage in September, and if we were required to revalue that, then we would possibly be passing on a three dollar price change to customers in one month, which would be $90 million.


And to do that in a rate rider spread over very little consumption, you would end up with, for sure, a negative price.  So it simply wouldn't work.  We would have to give money back to customers in August based on their consumption, and it would be ridiculous.


MS. CAMPBELL:  The second sentence in that paragraph says:

"In this manner, the value of storage gas would remain reflective of current market prices so as not to introduce the seasonal price signal distortions that now occur, and both the customers and utility would be kept whole over this storage season."  


Do you agree with that conclusion?


MS. PIETT:  I agree with it, in the sense that if you revalue inventory every month, yes, the inventory would continue to be valued at the current reference price or WACOG, which is consistent with the current accounting rules that the Board has issued to Union Gas and the other utilities.


So the inventory would continue to be valued at WACOG, which is what we're required to do, but, in order to achieve that, we would have to give very large rate riders to customers through the summer months, when little consumption is occurring.


MS. CAMPBELL:  And I have one other question.


It is IR 24.2, which is Union's response to Board Staff interrogatory, so it is towards the back of the volume.


MS. SPOEL:  I have it.


MS. CAMPBELL:  "Union-OEB IR 24" is what the tab says.  It is the fourth tab from the back of the volume.


MS. SPOEL:  It's actually not, Ms. Campbell, because ours are in a different order, but --


MS. CAMPBELL:  You have different organization than I do?


MS. SPOEL:  We do, but I am...


MS. CAMPBELL:  Well, thank you.


MR. SOMMERVILLE:  We can find it here.


MS. CAMPBELL:  I would like to note for the record that I was not counsel when the tabbing system was created.


My question comes out of part B on the first page of Exhibit IR24.2.  It is a statement, and I would just like some clarification around the statement:

"Union's gas in inventory has been split into two accounts, gas in inventory for sale and gas in inventory for balancing purposes.  Only the gas in inventory held for sale to system supply customers is revalued."


Can you explain how the amount of gas in inventory for sale to system customers is determined and whether this amount of gas in inventory is updated every quarter?


MS. PIETT:  Yes.  The inventory that is meant for resale is simply the difference between the amount of gas that we supply each month and what is consumed by customers.


So even if you go back -- if you go back to the schedule that we distributed earlier today, K1.2, if you look at line 6, that is the amount of gas that we purchased, for instance, for the north customers through the year, and you will see it is a fairly even profile.  


And through the summer, a significant portion of that gas would be injected into storage, and the other would be burned by customers through the summer.


The difference -- that gas that is injected into storage, it is accumulated each month until the wintertime, when it is later withdrawn.


As each QRAM is updated, the current volume that is in storage is revalued at the current new reference price, and that difference, whether it is a cost or a benefit to customers, is put in a rate rider to customers that would run over the next 12 months.


The result is that inventory in the ground is always held at the value of the current WACOG.


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


MR. SOMMERVILLE:  Thank you.  We will break now for lunch until 1 o'clock.  We are making faster progress than I think -- well, perhaps than was anticipated.  I guess that may have caught Mr. Buonaguro by surprise, to some extent, as well.  So we will have Mr. Buonaguro's questions for this panel, should he have any, at one o'clock, and then we will then proceed to redirect, if any, and proceed on with the rest of the panels.


It looks as though we are going to make pretty good progress, from a scheduling point of view, and you may want to be thinking about that as we go forward.


Our time for Enbridge is fixed to start next Monday, no matter what else happens, and I guess it may be -- it may be an issue as to whether NRG is actually required to attend to provide evidence at all, and I guess Staff is going to explore that, to some extent.  


So we may find ourselves in the happy accident of not having to sit tomorrow or Thursday, as we had scheduled to do.  So we will keep you abreast of developments on that side, and see everyone back here at one o'clock.


Thank you.


--- Luncheon recess taken at 11:56 a.m. 


--- Upon resuming at 1:01 p.m.


MR. SOMMERVILLE:  Please be seated.  Thanks.


Mr. Buonaguro.  We hope you have some questions.


[Laughter]


MR. SOMMERVILLE:  I am being facetious.  If you don't have questions, that's fine.


MR. BUONAGURO:  I have been advised several times over the lunch break that the proceeding has come to a grinding halt as a result of my unavailability this morning, so I thank the Board for waiting for me and giving me the opportunity to ask something.  


I do have a couple of -- a few minutes of questions.


MR. SOMMERVILLE:  Thank you.

Cross-Examination by Mr. Buonaguro:


MR. BUONAGURO:  Good afternoon, panel.  I'm Michael Buonaguro, counsel for VECC.


The first question I have -- or the first questions I have have to do with your forecasting of prices.


It is with respect to the details of where you get the numbers.  My understanding is that for the NYMEX numbers, they are public, but, in terms of the rest of the data that goes into your forecasting, it is our understanding that that is not publicly available.  Is that true?


MS. PIETT:  We get our market data from a number of different sources.  We subscribe to a software package called ProfitX.  That provides a lot of the information.  Some of the information, for instance, on interest rates, we get from a bank that's publicly available.


And other Canadian information we get from other sources, such as the BP website, and so on.  So there are a number of different sources we use, but is it all publicly available, other than what we get from ProfitX, and we are a member of that software company.


MR. BUONAGURO:  I see.  So you are saying most of it is publicly available except for the one or how large --


MS. PIETT:  Pardon me.  It is all publicly available, but the one source, ProfitX, is available to the public but you have to have a fee to access it.


MR. BUONAGURO:  Okay, thank you.


With respect to QRAM filing, QRAM filings specifically, in going through your -- Union's QRAM filings, it is my understanding that if we wanted, or if a customer or somebody interested wanted to be able to determine actual forecast costs or compare actual forecast costs for different specific routes or components of the overall portfolio, they couldn't do it, which is to say that the QRAM filing for Union is aggregated to the point where, if you wanted to look at a specific route or component, you wouldn't be able to do that.  Is that true?


MS. PIETT:  The information that Union files now in accrued QRAM proceeding shows the cost of our portfolio in total.


It doesn't show the particular routes, such as gas that is delivered on the Vector pipeline, for instance.


MR. BUONAGURO:  Right.  Is that level of detail that I am inferring or implying the ability to show the different components of the portfolio, so disaggregating the presentation in your QRAM, is that something Union could do?


MS. PIETT:  We could do it, but we have never been asked to do it, so I don't know if it would add to the complexity of our application, when in fact I think we are trying to streamline it.


MR. BUONAGURO:  I am assuming you are aware of Enbridge's QRAM filing and the way they do their filing?


MS. PIETT:  I have reviewed their filings before, yes.


MR. BUONAGURO:  And it is my understanding, and I may be wrong, that looking at Enbridge's filing, they do have a level of disaggregation that Union doesn't have, in terms of particular transportation pass, for example, and different sources of gas.  Is that fair?


MS. PIETT:  Yes, I know they do provide that information.  I am not sure to what end they do that, but they do provide the different landed prices on the different pipeline routes.


MR. BUONAGURO:  I think, although -- I think it is fair to say that although they do that on a more disaggregated basis than Union does, they don't to it on a monthly basis, whereas your information is on a monthly basis?


MS. PIETT:  I can't comment on what they do on a monthly basis.  I can't recall.


MR. BUONAGURO:  Okay.


Thank you.  Those are my questions.


MR. SOMMERVILLE:  Thank you, Mr. Buonaguro.

Further Cross-Examination by Ms. Campbell:


MS. CAMPBELL:  Before Mr. Smith begins, I had asked the panel a question about calendar and business days, and it was agreed you would look at it over the lunch and tell me whether or not sufficient time was set aside.


Could you give an answer for me?


MR. TETREAULT:  Yes.  We did review the table on page 38 of our prefiled evidence, and just to confirm, it is business days, both five and eight, and we feel that the table as provided is accurate.  In other words, it does give us the time we need to properly process QRAM changes.


MS. CAMPBELL:  Thank you.


MR. SOMMERVILLE:  Thank you.  Mr. Smith, any redirect?

Re-Examination by Mr. Smith:


MR. SMITH:  Yes, thank you.  I have -- now have two questions as opposed to three.  


Ms. Piett, you were asked a question by Mr. Mondrow, I believe it was, on behalf of CME, and by Ms. Campbell about storage and how that is reflected in your QRAM filings.  Do you recall those questions?


MS. PIETT:  Yes.


MR. SMITH:  My question to you is:  How is the price of gas in inventory reflected in rates?


MS. PIETT:  The use of storage, and therefore the price of gas in inventory, is reflected in rates at two different places.


Number 1, it is reflected in the reference prices, which is the forward look of the 12 months.  The use of storage in Ontario allows Union to buy gas on an even basis through the year, and, therefore, the 12-month outlook reference price incorporates this benefit.


As a result, the reference price is lower than it otherwise would be.  So, in other words, it reflects the use of storage in that way.


The use of storage is also reflected in the rate rider each quarter, since all gas that is already in inventory is valued at the current WACOG.


When that WACOG changes each QRAM, then Union updates that inventory value to the new WACOG.  We call that process "inventory revaluation".


This cost adjustment is included in the rate rider each quarter.


MR. SMITH:  Okay, thank you.  Mr. Tetreault, my last question is to you.  You were asked, I believe by Mr. Hoaken, a question about interrogatory 89.9 and whether, in Union's view, it would be administratively less burdensome to update delivery rates quarterly than commodity rates monthly.


Do you recall that?


MR. TETREAULT:  I do.


MR. SMITH:  And this may be a function of the fact that I simply haven't seen the transcript yet, but you were asked about whether or not the same logic applied for updating delivery rates monthly, and you said "yes".  Can you please explain what you meant by that?


MR. TETREAULT:  I think our view is that any rate that is updated on a monthly basis, whether it be the commodity rate or the delivery rate, would be more administratively burdensome than doing the same -- or doing the same process on a quarterly basis.


MR. SMITH:  Thank you.


Those are my questions.


MR. SOMMERVILLE:  The Panel has no questions.  This panel is excused.  Thank you very much for your evidence.


MR. SMITH:  I am calling the load balancing panel next.  Ms. Piett will be leaving us.  So this will be Mr. Shorts and Mr. Tetreault.  I don't think we need to re-swear Mr. Tetreault, but perhaps Mr. Shorts could be sworn.  


MR. SOMMERVILLE:  Mr. Shorts, could you approach and be sworn.  Thank you.

UNION GAS DISTRIBUTION INC. - PANEL 2


Chris Shorts, Sworn


Greg Tetreault, Previously Sworn
Examination by Mr. Smith:


MR. SMITH:  Mr. Shorts, I gather that you are the manager of product and process development for Union Gas Limited?


MR. SHORTS:  Yes, that's correct.


MR. SMITH:  And I understand that you have been with Union since about 1986?


MR. SHORTS:  Yes, that's correct.


MR. SMITH:  And you hold a bachelor of commerce degree from the University of Windsor?


MR. SHORTS:  Yes.


MR. SMITH:  And you have testified before this Board on at least a half a dozen occasions?


MR. SHORTS:  Sounds about right, yes.


MR. SMITH:  Were you involved in the preparation of the evidence at section B of Union's prefiled evidence?


MR. SHORTS:  Yes, I was.


MR. SMITH:  And in preparing answers to interrogatories to those, in respect of that evidence?


MR. SHORTS:  Yes.


MR. SMITH:  And do you adopt that evidence for the purposes of this proceeding?


MR. SHORTS:  I do.


MR. SMITH:  Mr. Tetreault, I suppose, in completion, I should perhaps ask this question.  Were you involved in the preparation of the evidence in sections B and C?


MR. TETREAULT:  I was.


MR. SMITH:  And in preparing answers to interrogatories?


MR. TETREAULT:  I was.


MR. SMITH:  Oh, thank you.  Okay.  I tender them for cross-examination.


MR. SOMMERVILLE:  Thank you.  Mr. Hoaken, are you going first this time, too?


MR. HOAKEN:  I am certainly happy to.  I think I only have one question, Mr. Chair.


MR. SOMMERVILLE:  Thank you.

Cross-Examination by Mr. Hoaken:  


MR. HOAKEN:  You detailed, in the prefiled evidence at pages 41 through 44, some of the factors or at least some of the problems you experienced with load balancing over the winters, I think 2001 through 2003.


You outlined the changes that were implemented as a result.  I wondered if you could tell us if -- since the implementation of those changes, if you found that new approach to be workable in practice, or whether there are any particular problems with implementing that new approach.


MR. SHORTS:  Since we instituted the checkpoint balancing in Union south, it has had very broad acceptance.  We have not had a number of -- any complaints in regards to that.  It has been a workable solution, and so far we've been able to accommodate a lot of the requests that customers have had in and around the whole load balancing issue.


MR. HOAKEN:  All right.  Thank you.


MR. SOMMERVILLE:  Mr. Hoaken.  Mr. Mondrow?  Mr. Manning?


MR. MANNING:  Yes, I am going to go before Mr. Mondrow.


MR. MONDROW:  Sorry, Mr. Chair, I should have explained, I apologize.  Mr. Manning is going to go.  We were chatting about an issue earlier which he would like to question on.  I may have a follow-up question.  If not, I will defer at that time.  Thank you.

Cross-Examination by Mr. Manning:


MR. MANNING:  Good afternoon.  Just a couple of points of clarification.  I wasn't entirely sure whether this was one for the previous panel or this panel, but hopefully you will bear with me on it.


It's a question about storage.  We heard from the previous panel that storage enables Union to purchase fairly evenly through the year.  Did I understand that correctly?


MR. TETREAULT:  That's correct.


MR. MANNING:  And it is correct that, generally speaking, prices are cheaper in the summer than in the winter; is that generally true?


MR. TETREAULT:  I think that is generally a fair statement.


MR. MANNING:  Right.  In terms of use of storage, does Union use its storage capacity to capacity during the summer?


MR. SHORTS:  The in-franchise customers, the bundled customers, are allocated an amount of storage space, and whatever space was not required by those customers could be sold to ex-franchise markets, but the goal of Union is to use all of the space that it can.


MR. MANNING:  Right.  So is there any latitude, which is really the thrust of my series of questions?  Is there any latitude to increase, perhaps disproportionately, purchasing and, therefore, use of storage in the summertime, to reflect in a better price overall to pass through to consumers, and, for that matter, to help even out overall some of the volatility in the pricing?


MR. SHORTS:  Union's goal is to try and utilize all of its assets at the highest load factor possible, and through the integration in the management, we have been able to do that and we have found that by having 100 percent load factor, as flat a load factor as possible, it makes the best use of the assets and it provides the best balance between the costs.


MR. MANNING:  Just so -- you were answering me a question earlier where you said you do make maximum use of your storage assets, but that could well be by selling off surplus to other parties.


And so when you say that you are maximizing your assets, it doesn't necessarily get to the question of:  Are you able to use greater storage capacity in that mix of how you deal with it?  Are you able to use greater storage capacity to buy and store a greater amount of cheaper gas that you can pass on, therefore, through the QRAM pricing mechanism?


MR. SHORTS:  I guess it is very hard to know at the time whether it will be cheaper ultimately.


MR. MANNING:  Hmm-hmm.


MR. SHORTS:  Again, we don't necessarily know on a month-to-month basis whether or not -- I mean, you can look at the future, but you don't know for sure whether or not that decision will ultimately not be the correct one in hindsight, to the extent that if you purchase that gas and the price was cheaper later on, then it would certainly look like that wasn't the best alternative.


MR. MANNING:  So if you look at it historically, if you look back at recent years, is that an analysis that you have undertaken as to how it has actually worked out, if you could have bought more cheaply?  Was that ever part of the hedging mechanism, for example?


MR. SHORTS:  I am not aware of that -- of any kind of analysis.  We have seen in the past certain prices in the February time period to be as inexpensive as any other time of the year.  So...


MR. MANNING:  But in terms of -- so are you saying that there would be no costs -- I don't think you are saying this, but just to understand, what is your view, therefore, of the -- because you buy, presumably, the best that you can in the marketplace -- to try and buy consistently greater volumes and store greater volumes at what appears to generally be the cheaper time to buy?  


I'm still not understanding why you wouldn't do that.


MR. SHORTS:  Again, we are trying to find that balance, so we are trying to find the balance between utilizing the assets to their best ability, and then getting the most reasonable price that is out there at the time, so...


MR. MANNING:  Thank you for that.  Assuming just for a moment that you were -- in my little paradigm, that you were able to buy consistently more cheaply in the summer and, therefore, you were utilizing more of your storage for that purpose, and bearing in mind, also, that storage is now an open market situation, would the prices that you pay for the storage in the summer -- would the advantage be offset by increased prices in the storage?  


Do you think there would be a greater demand that would lead through to a greater price -- a greater cost of storage that would, in some way, offset the benefit that I am proposing could be obtained from this particular exercise, this summer purchasing exercise?


MR. SMITH:  Just if I may interrupt the witness, I have been content to allow this to go along, but I think it is fair that these are directly questions not related to load balancing, but related to the gas supply function.  Ms. Piett is here.  


I wonder if it may be better to have Ms. Piett just answer these -- to answer these questions, rather than Mr. Shorts.


MR. MANNING:  I would certainly be content with that, Mr. Chair, if that is --


MR. SOMMERVILLE:  The Board has no problem with that.  Ms. Piett has been sworn and should consider herself still sworn.


--- Ms. Piett joins the panel.


Patti Piett, Previously Sworn


MR. SOMMERVILLE:  Brought in from the bullpen.


MR. SMITH:  The additional concern I have about the question is obviously Union has been directed to discontinue its risk management activities.  It now buys what it needs, not in the hopes of obtaining a lower price of gas, but with that caveat, I am fine with it.


MS. PIETT:  Union uses storage for the system supply portfolio in the same manner that we allow our direct purchase customers to use the storage.  So each planning cycle, we do an aggregate excess calculation, and the result of that calculation determines the amount of storage that the system pool uses in the very same manner as direct purchase customers have access to.


So our storage target is that regardless of the prices in the summer, we fill to that point for October 31st.


MR. MANNING:  Okay, thank you.  That's all of my questions, Mr. Chair.  I believe Mr. Mondrow may have some questions.


MR. SOMMERVILLE:  Mr. Mondrow.

Cross-Examination by Mr. Mondrow:


MR. MONDROW:  Thank you, Mr. Chair.  


I wanted to clarify one thing, if I could, Mr. Shorts.  You talked about utilizing assets to the highest load factor possible.  Were you referring to the delivery network when you were talking about assets in that context?


MR. SHORTS:  If you were to look at the north, for example, we've been able to over the years, utilizing our assets, to create a higher load factor to basically get to 100 percent, which has, in essence, created a more efficient system in the north.  So it is predominantly utilizing those upstream assets so that -- upstream and downstream assets, so that we can actually maintain 100 percent loads factor on those upstream deliveries.


MR. MONDROW:  Again, in the south, for example, I am distinguishing in my head between storage space and the actual delivery pipes.


I thought that when you were talking about assets, you were talking about the delivery pipes.


MR. SHORTS:  Yes, yes.  That's why, for a daily contract quantity, it is the customer's annual consumption divided by 365.


MR. MONDROW:  Right, okay.  So your view, which you expressed to Mr. Manning a minute ago, was that if those pipes are generally full, that's the most cost-effective use of the Union delivery system.  Is that what you were saying?


MR. SHORTS:  That's the way we plan, and that's the way the rates are designed, to accommodate for that upstream load factor being as close to 100 percent as possible.


MR. MONDROW:  Upstream of Union's system?


MR. SHORTS:  So all of the deliveries coming into Union's system are designed to be on a one-365th or 100 percent load factor.


MR. MONDROW:  Okay, thank you.  Thank you, Mr. Chair.


MR. SOMMERVILLE:  Mr. DeRose.


MR. DeROSE:  No questions, thank you.


MR. SOMMERVILLE:  Mr. Aiken?


MR. AIKEN:  No questions.


MR. SOMMERVILLE:  Mr. Gruenbauer?


MR. GRUENBAUER:  No, sir.  Thank you.


MR. SOMMERVILLE:  Mr. Quinn?


MR. QUINN:  Yes, thank you, sir.  I do have some questions, if I may ask the panel.

Cross-Examination by Mr. Quinn:


MR. QUINN:  My mistake.  If I could ask the panel to turn up Exhibit IR 10, the interrogatories from FRPO, and I am going to hopefully walk back and forth between a few in a way that makes some sense, hopefully, to the panel and the rest of the people here.


I will let you turn that up.  If I could start at IR 10.3, it is probably the best place to start.


Do you have that?


MR. SHORTS:  Yes, we have.


MR. QUINN:  I'm sorry, okay.  Yes.


One of the things I wanted to do is start off with the vernacular.  It seems that as we're talking about harmonization in some areas, sometimes organizations use different terminologies.  So I just want to make sure we're clear for the record, because sometimes I think different phrases are used for Union's responsibility as a distributor versus Union's responsibility as a system sales provider.


So would you be comfortable with those terms, of Union as the distributor to express the delivery obligations?


MR. SHORTS:  Sure, yes.


MR. QUINN:  Because in some of the questions I may have asked, I seem to get a different answer, and it may be that I wasn't specific enough in which functional area of Union I was referring to.


So if we separate, then, the load balancing as the distributor obligations and sales service as the default system gas supplier, I understand for the record that that company-used gas is treated as part of the system sales service?


MS. PIETT:  That's correct.


MR. QUINN:  That's correct.  Thank you.


And so if I look at IR 10.3, in terms of procurement, and we are referring to the delivery profile here, when we're talking about procurement, the company is providing sales service.  And the question was asked:   

"Is a flat delivery profile used for monthly deliveries?"


In B, it says:

"It is largely a flat delivery."


But in C:

"The delivery forecast is determined by using send-out."


Are we referring to the sales service forecast needs being derived by send-out?


MS. PIETT:  The sales service forecast needs - and in that, I will include the company-used gas as one of those customers, really - the demands are driven by our forecast, our corporate demand forecast.  We input that demand into our send-out model, along with our transportation assets, to Union Gas, and send-out derives to us the most optimal way to flow gas, which turns out to be a 365-day scenario.


So send-out will instruct us to buy gas on an even amount all year round and use storage to the extent that we can.


MR. QUINN:  So that would be a flat DCQ, in the common terminology, as a direct purchase customer would look at it?


MS. PIETT:  If is largely a flat DCQ.  There are some anomalies that -- the model, particularly in the north, has us leaving some of the TCPL pipeline empty for a small portion in the summer in order to meet our storage target of October 31st.


MR. QUINN:  So the anomalies are predominantly in the north, when you say "largely"?


MS. PIETT:  Yes.  My recollection is it is all in the north, but it is a very small amount of UDC that we take, UDC standing for unexpected demand charge.


MR. QUINN:  Okay.


MS. PIETT:  It is almost insignificant.


MR. QUINN:  So from that answer D, then, when Union does not plan to purchase more gas in the winter, that would be systems sales service gas?  Is that what you're referring to when you answer that question?


MS. PIETT:  Yes, the default supply.  We do not plan to buy more gas in the winter than the summer.  And if our plan is often it's a colder winter than normal or we have a large return to system of customers from DP, or something like that, that would change our outlook, then we may be required to buy gas in the winter, but, otherwise, we don't buy more in the winter than the summer for the system pool.


MR. QUINN:  That's for the system pool.  Thank you, that's the clarification I was seeking.  Do you have planned purchases for loads balancing gas for your distributor obligations in the winter?


MS. PIETT:  We do not purchase load balancing gas.  That is an inventory that is maintained on our system.


MR. QUINN:  To the extent that send-out derives a certain amount of gas in storage at the outset of the winter, you are filling that storage; is that what you're saying owe?


MS. PIETT:  We determine the storage requirements by an aggregate excess calculation, and we fill that gas with purchases for the system pool.


The load balancing pool is kept very separate, and that's the 28 pJs that I believe you are aware of, and that gas is maintained on our system as a separate pool and is used to balance the customers as needed through the year.


MR. QUINN:  Those customers would include both the sales service and DP customers?


MS. PIETT:  Yes.  That's the system operator function, so it is all customers that are bundled on our system have access to that balancing gas.


MR. QUINN:  So when you run your send-out model, have you put in the 28 pJs as a fixed factor of the amount of storage necessary?


MS. PIETT:  It's a fixed factor of the amount of load balancing gas available.


MR. QUINN:  Of load balancing, okay.


So to the extent that Union experiences colder than normal operating conditions, there must be a profile of how that 28 pJs forecasted throughout the winter -- it doesn't stay -- I won't make the assumption.  The 28 pJs doesn't stay in the pool full for the winter.  It is used to balance; is that accurate?


MS. PIETT:  Yes.  On a planned basis, it is allocated to either the direct purchase bundled customers or sales service customers.


MR. QUINN:  Okay.  So to the extent that Union experiences colder than normal conditions and that pool is depleted, the delivery distributor obligations' responsibility uses a March 1st checkpoint to determine if additional load balancing gas is required; is that accurate?


MS. PIETT:  The direct purchase customers that have checkpoints will balance themselves, and they will bring in their own gas to meet their checkpoints.


And the direct purchase customers in the north that do not have checkpoints, and also the sales service customers, will be managed -- Union will manage those balancing requirements and buy additional gas, if necessary.


MR. QUINN:  So if you have the direct purchase customers balancing themselves --


MS. PIETT:  In the south, yes.


MR. QUINN:  Let's deal with the south, because it might complicate things unduly to go to the north.  In the south, if the direct purchase customers are using their checkpoint balancing system, is it Union's assumption that any additional volumes of gas to meet the March 1st checkpoint -- are those volumes attributed to sales service program in entirety, or is there an allocation methodology that distributes the difference between forecast and actual?


MS. PIETT:  Could you repeat that question?  I am not sure I followed your analogy.


MR. QUINN:  What I am understanding you to say is the direct purchase customers will be responsible to meet checkpoint, and, therefore, they will not need balancing gas.  I will stop there.  Is that accurate?


MR. SHORTS:  Excuse me.  The balancing gas inventory, the 28 pJs, is in rates, in delivery rates, for all bundled customers, whether they be sales service or bundled customers.  And it is there to ensure that the bundled customers would draft the system predominantly in the winter, because of the date when their contract may start.  


So that's the main purpose of that balancing gas inventory, is to recover or allow for that drafting by the bundled-T customers throughout the wintertime.


MR. QUINN:  So the gas -- commodity gas is used up out of that storage during the winter?

MR. SHORTS:  The balancing inventory could be used by the direct purchase customers if they drafted more than what was planned, or, likewise, if they drafted less than was planned, then any excess would be available for the system portfolio to utilize.  That's just because all customers, the bundled -- both sales service and bundled-T customers pay for that balancing inventory within their distribution or delivery rates.

MR. QUINN:  And the understanding, though, I want to clarify, is the gas does not stay at that 28 pJ level throughout the winter.  It is used up for that same drafting -- forecasted drafting that will occur naturally in the winter?

MR. SHORTS:  Well, that 28 pJs actually fills a portion of the direct purchase or bundled-T customers' aggregate excess space that they're allocated.

MR. QUINN:  Hmm-hmm.

MR. SHORTS:  So whatever they don't utilize would be available for the system portfolio to use, if it wasn't utilized by those bundled-T customers.

MS. PIETT:  The 28 pJs is a constant number, and on our books it is either out on loan or it is in storage.  In the winter, it will all be out on loan.  And in the summer, it is returned back to us so that it is back to Union Gas, the full 28, by the end of the summer.

MR. QUINN:  So on a forecast basis, you have allocation of that 28 pJs between both direct purchase and sales service customers.  I will say - and be specific here - in a colder than normal January, to the extent that your direct purchase customers are heat sensitive, you are going to advise them that they need to bring in additional volumes to meet the February 28th checkpoint; is that accurate?

MR. SHORTS:  It showed they were going to be below their checkpoint, they would be required to bring gas in to meet that checkpoint.

MR. QUINN:  How is the system sales service program handled?

MS. PIETT:  Exactly the same way.

MR. QUINN:  So if, in that scenario, gas is brought in to a February 28th -- sorry, a March 1st checkpoint for the delivery company for the distributor obligations, all of that cost, then, is borne by the system sales program; is that accurate?

MS. PIETT:  No.  If we are required to buy gas in the wintertime, the gas inventory will be attributed to the sales service pool.

But to the extent that it was direct purchase customers that caused us to buy that gas in the winter, rather than the summer, when we normally would buy that inventory, then we would track those costs and we would pass those costs on to the customers that drove the need for us to buy that gas in the wintertime.  And we use the spot gas deferral account to track those costs.

MR. QUINN:  So in this scenario whereby you have advised your direct purchase customers to balance their February 28th checkpoint, and, in this scenario they have all done that and fulfilled their obligation to their checkpoint, would there be any allocation of costs of the direct purchase customers, or would it be all be borne by the system sales service customers?

MS. PIETT:  I should clarify we're talking about south where there are checkpoints, because the north would be a different answer.

MR. QUINN:  Yes.

MS. PIETT:  In the south, we would not have a requirement to buy gas for the bundled direct purchase customers up until their checkpoint.

After their check point, if March continues to be very cold and we find that we need more gas Ontario system because the bundled direct purchase customers are drafting us more than planned, we may be required to buy gas at that time.  But since we have instituted the checkpoints, we have never had to do that.

MR. SHORTS:  Just to add to that, it could be purchasing gas on behalf of those direct purchase customers, or it could be like a March park, for example, that we would actually purchase.  But that cost themselves of that March park, if we had to purchase that to help supplement the bundled-T can contract customers, then those costs would also be sought for recovery from the bundled-T customers.

MR. QUINN:  Mr. Shorts, my memory of March park was that I didn't -- can you clarify the term "March park" just for the record, so I make sure I understand what you're saying?

MR. SHORTS:  The March park is originally a concept where Union would pay someone to maintain a volume in storage for a longer period than they otherwise would.  So we would pay, say, an ex-franchise holder of storage space to actually keep gas on our system to help us through to the March 31st time period.

MR. QUINN:  And that system is actively being utilized?

MR. SHORTS:  We haven't had to utilize that since we went to the checkpoints for the bundled-T customers in the south.

MR. QUINN:  Okay, that's helpful.  Thank you.

So when we get down to the sales service customers and your clarification of the company-used gas being part of the sales service program, I know you don't have budget people, but you are all part of the Union area.  

I understand that Union has a fairly rigorous budget process to establish the needs of its functional areas.  So I guess my question, in terms of company-used gas:  There would be a forecast developed, through whatever budgeting process, that would forecast the company-used gas for the respective services that Union Gas provides?

MS. PIETT:  Yes.

MR. QUINN:  Yes.  Okay, thank you.

And in that establishment of the forecast, it becomes then part of what would be eventually the overall sales service forecast for the company at this point?

MS. PIETT:  Yes.  The volume of gas that's required for company use is included in the system portfolio requirements.

MR. QUINN:  Has Union ever analyzed its company-used gas to determine if it follows the same profile as its sales service forecast?

MS. PIETT:  The forecast that we have for company-used gas is based on a monthly requirement.  So we could compare that to the rest of the portfolio.  But, in any case, because we buy our gas on a flat delivery schedule, whether that gas is forecast to be consumed in January or March or July, it wouldn't have an impact on the way that we buy gas for the system portfolio, because we would buy a flat delivery profile in any case.

MR. QUINN:  Given that there is a separate forecast created for company-used gas, is there anything standing in the way of Union Gas treating the company-used gas like a direct purchase customer, with checkpoints and obligations similar to a direct purchase customer?

MS. PIETT:  I don't think it would be an efficient way to run our portfolio.

The company-used gas represents less than 5 percent of the total portfolio, so to separate that out as a separate pool on its own, I don't know if it would be an efficient use of resources and to assign transportation just to it, and to buy gas just for that small pool.

So we put it together with the system supply portfolio just for efficiency purposes, and probably cost-effectiveness, as well.

MR. QUINN:  I understand the economies of scale that may be associated with aggregating it together, but how do you ensure that there is no cross-subsidization between system sales service and distributor obligations when the pools are aggregated?

MR. SOMMERVILLE:  Sorry, I didn't hear the last part.

MR. QUINN:  When the pools are aggregated.  Maybe I will state it more clearly.

If the company-used gas is aggregated with system sales service, how do you ensure there is no cross-subsidization between the delivery obligations and system gas program?

MS. PIETT:  Because it is such a small portion of the overall system portfolio, I don't think there would be any different cross-subsidization with that requirement than any other requirement on the system.

What we provide as the default supplier is a bundled default service that is available to customers regardless of their pattern of consumption.

I don't think it is any different for the customer -- or the company-used gas than any other customer that may use that portfolio.

MR. QUINN:  However, Union hasn't analyzed the data to ensure that the profile of company-used gas is consistent with that of the system sales customers?

MS. PIETT:  I can't recall that we have specifically looked at the profile of company-used gas versus the rest of the portfolio.  But, like I said, it really wouldn't matter in the way we procure gas, anyway, or the way it is costed.  So I am not sure it would be a valuable exercise to do.

MR. QUINN:  I guess at the risk of -- from a -- let's handle the question this way.  Company-used gas would entail that gas which would be used for throughput to the Dawn-Trafalgar system?

MS. PIETT:  Yes.

MR. QUINN:  To the extent that there was incremental volumes that Union was able to put through the Dawn-Trafalgar system, for whatever reason - for electricity generation, industrial use or whatever - it isn't necessarily heat sensitive.  Would you agree with me that it wouldn't necessarily follow a heat sensitive profile like your system gas program?


MS. PIETT:  I can't answer that.  I am not sure of the demand forecast for the company-used gas.


MR. QUINN:  Okay.  Well, my understanding is, through submissions that have been made by Union to the Board, that there is incremental transportation that Union has benefitted from in 2008.  So to the extent that there is incremental transportation that wasn't forecast, that isn't necessarily going to follow the same demand profile as your system gas customers.


Would you agree with that?


MS. PIETT:  I can't answer that.


MR. QUINN:  Okay.  Possibly we can move on to IR 10.6.


So we discussed the use of send-out to try to optimize assets associated with Union's overall obligations.


To the extent that Union is in a long position relative to gas in the winter, my understanding of the response of 10.6(a) is Union doesn't mitigate system gas length to March 31st.


So in a warmer than normal winter, there is no change from forecast that Union employs prior to March 31st?


MS. PIETT:  Generally that's the case.  We will continue on with our purchases in the planned manner through the winter, because if it's warmer than normal in, say, December or January, we would be hesitant to shed our supply not knowing what February and March will be ahead of us.


So we generally will wait until we're through the winter, and then we will determine if we are long gas, and we will shed that gas usually starting mid March, the end of March, and we will make plans at that time.


MR. QUINN:  I understand the uncertainty of weather and what later months can bring.  But has Union does done any sensitivity analysis that would say what is the upper end of gas that could be utilized in February/March relative to forecast?


MS. PIETT:  We have all kinds of analysis on the amount of weather-driven demand on our system.  But how it affects the supply portfolio is not necessarily relevant to that.


When we buy gas through the winter, we buy again on an even planned basis like we mentioned already.  If it is warmer than normal weather in the winter, we would be hesitant to shed supply.  Even though we understand that ahead of us February and March can only be so cold based on our past analysis -- if we were extremely long and we knew, no matter what the weather was in February/March, we could shed gas, we might do that.  


But there wouldn't be a large incentive to do that, because we would incur UDC if we did that; in other words, unabsorbed demand charges on the pipe.


And we don't have a checkpoint until October 31st, where we can't be long past that time.  So we would probably still wait to see how the weather played out.  But, again, there is judgment at that time, and just how long you are and what the prices are in the market at that time, and we would want to be as prudent as we could.


MR. QUINN:  And I guess that is the answer that I anticipated getting in here, but I heard -- it sounded more hard and fast that there was -- nothing was done until March 31st.  I appreciate foresight in terms of what the costs will ultimately be, because my next question is:  I assume once you got to April 1st, in a scenario like this - we'll just say nothing was done until April 1st - there would be a reduction in the needs forecast to October 31st for the system sales program.


So with that as a backdrop, what does Union do with the pipe that becomes available that was forecast for system gas purposes, but is no longer necessary because of the length coming out of the winter?


MS. PIETT:  Once Union determines that it is in a position to shed supply and not fill some of our pipe, then we would release the unnecessary pipe to the market and recapture the value that we could in the marketplace.  And any resisting -- recurring costs that would happen after we had done that, then we would pass that on to customers through the UDC deferral account.


MR. QUINN:  Okay.  This may sound rhetorical, but would you agree with me that if Union Gas is long gas coming out of the winter, it is likely the market in the general geographic market area would be long gas coming out of the winter?


MS. PIETT:  It's possible.


MR. QUINN:  And I guess my question is an element of - using that foresight, would it not provide system gas customers the benefit if Union were to employ more rigorous February 28th checkpoint and deal with the system gas program, similar to a direct purchase customer?


MS. PIETT:  Union employs a very rigorous checkpoint for the end of the year, March 1st and March 31st.  I can't think we could be any more rigorous than we already are, when you compare that to a direct purchase customers.


MR. QUINN:  Those are for your delivery obligations versus the system sales service obligations?


MS. PIETT:  I am speaking of sales service obligations.


MR. QUINN:  So there is a rigorous February 28th checkpoint for the system sales service program?


MS. PIETT:  It's a March 1st and March 31st checkpoint for the sales service customers.


MR. QUINN:  Well, this is the point.  I am trying to understand where I am missing it.


If nothing is done, if you are long gas at the end of January, you have a February 28th checkpoint that says you're going to have sufficient length, but the flip side of that is you are long gas and you are, you know, very well aware of that.  


Would it not be prudent to start mitigation prior to March 31st?


MS. PIETT:  The sales service pool acts in the same way the direct purchase pools act, and the checkpoints that happen at the end of the winter are a floor.


It means that you can't be below that level of inventory at the end of the winter, and that's how the sales system would manage itself, as well.


And then we wouldn't be above our target in the fall time, like direct purchase customers.  So in all circumstances we manage those targets in the same manner as direct purchase customers.


MR. SHORTS:  Just to add to that, we don't approach direct purchase customers and say, You have too much gas, you need to get some off to get closer to your February 28th checkpoint.


MR. QUINN:  Except -- and I know you can't speak for direct purchase customers, but you would say that is their risk to manage?


MR. SHORTS:  That's correct.  And direct purchase customers can manage that, and if Union can operationally accept it, they will remove gas off the system to get closer to their checkpoint.  They have that right to ask for that during the winter.


MR. QUINN:  So they have that right.  So Union then would be managing that risk on behalf of system sales customers?


MS. PIETT:  Yes.


MR. QUINN:  And so I guess it is back to the point about using that foresight of what is the most gas you could use between February and March and using that as a criteria to, say, shedding can actually occur before March 31st to maximize the value of what may be available from the pipe that was -- ostensibly be UDC.  Would that not be a more prudent approach?


MS. PIETT:  You are talking very hypothetically.  We would consider all of those options, and we would try to be as prudent as we can, and we would also consider the price of gas in the market at the time.


MR. QUINN:  Well, I trust that the answer you have given enhances your interrogatory response, in a way, that it says there is some discretion employed by Union to be able to manage that risk on behalf of system gas customers, and that would have been my concern.


MS. PIETT:  Yes.  I think the response in the interrogatory was our general practice, in that we would not normally shed gas through the winter, not knowing what winter weather is ahead of us.  So that's the practical answer.


Hypothetically, we could do something different.  I just haven't seen it happen.


MR. QUINN:  Okay.  Well, I think the rest of my questions are more cost consequences, which would be the cost allocation panel.  So thank you very much, including the bullpen.


MR. SOMMERVILLE:  Thank you.  Mr. Killeen?


MR. KILLEEN:  No questions.  Thank you.


MR. SOMMERVILLE:  Mr. Buonaguro?


MR. BUONAGURO:  No.


MR. SOMMERVILLE:  Ms. Campbell?


MS. CAMPBELL:  No questions, thank you.


MR. SOMMERVILLE:  Redirect?


MR. SMITH:  I have no questions.


MR. SOMMERVILLE:  There is an epidemic of no questions.  I think we will proceed with the next panel, Mr. Smith.  


This panel is excused, and thank you very much for your help again.  Don't go far.  Be advised to not leave the jurisdiction.


[Laughter]

UNION GAS DISTRIBUTION INC. - PANEL 3


Michael Broeders, Sworn


Greg Tetreault, Previously Sworn

Examination by Mr. Smith:  


MR. SMITH:  Just briefly, Mr. Broeders, you're the manager of product and services costing?


MR. BROEDERS:  That's correct.


MR. SMITH:  And you have held that position since 2004?


MR. BROEDERS:  That is correct.


MR. SMITH:  And you have been with Union in various capacities since 1996?


MR. BROEDERS:  Yes.


MR. SMITH:  And you hold a chartered accountant designation?


MR. BROEDERS:  Yes, I do.


MR. SMITH:  Which you obtained at I guess the then Coopers and Lybrand?  


MR. BROEDERS:  That's correct.


MR. SMITH:  I understand that you have a bachelor in math from the University of Waterloo?


MR. BROEDERS:  That's correct.


MR. SMITH:  And that you have appeared before this Board on several occasions?


MR. BROEDERS:  That's correct.


MR. SMITH:  And also in front of the State of New York Public Services Commission?


MR. BROEDERS:  That's correct, too.


MR. SMITH:  And you were involved in the preparation of the cost allocation portion of Union's prefiled evidence?


MR. BROEDERS:  Yes.


MR. SMITH:  And in preparing answers to interrogatories in respect of that evidence?


MR. BROEDERS:  That's correct.


MR. SMITH:  And do you adopt that evidence, sir, for the purposes of this proceeding?


MR. BROEDERS:  Yes, I do.


MR. SMITH:  Thank you very much.  I have no questions in examination-in-chief.


MR. SOMMERVILLE:  Did Mr. Smith and intervenors have any discussion about who wants to go first?


Mr. Hoaken?


MR. HOAKEN:  Well, I was hoping, as a credit for my willingness to go first earlier, I might be able to defer.  I may have no questions at all, depending on the questions of others.


MR. SOMMERVILLE:  Mr. Manning?


MR. MANNING:  I have no questions.


MR. SOMMERVILLE:  Mr. Mondrow?


MR. MONDROW:  No, sir, no questions.


MR. SOMMERVILLE:  Mr. DeRose?


MR. DeROSE:  No questions.


MR. SOMMERVILLE:  Mr. Aiken?


MR. AIKEN:  No questions.


MR. SOMMERVILLE:  Mr. Gruenbauer?


MR. GRUENBAUER:  Ditto, sir.


MR. SOMMERVILLE:  Mr. Buonaguro?  Mr. Quinn?


MR. QUINN:  Yes, please, sir.

Cross-Examination by Mr. Quinn:


MR. QUINN:  I just want to follow up that line of questioning I had with the previous panel and the cost consequences of it.  Because it is fresh in everybody's memory, I think I can just continue with the same analogy and ask the panel at this point.


My proposition before was that the company-used gas has its own individually generated profile.  Ms. Piett was good enough to clarify, yes, there are some economies of scale that are associated with purchasing gas together.


But as a cost allocation expert, would you agree with me that separating programs has a greater opportunity for ensuring reduced cross-subsidization potential?


MR. BROEDERS:  Sorry, could you repeat the question?  I will leave my mic on, too, so I don't fight with it.


MR. QUINN:  If company-used gas were separated from system sales service gas, would you agree with me that there is a greater opportunity for rigour in the analysis of cost consequences to other different functional areas?


MR. BROEDERS:  I guess it would depend on the specifics of what it is you're analyzing.


For the company-used gas, if it is viewed from a cost allocation perspective, we have the system gas.  We have the compressor fuel, which I think is on the Dawn-Trafalgar system, which is the example you were trying to go towards, and we also have the gas that the company itself uses for its own heating in its offices.  


System gas has one allocation methodology, the compressor fuels allocated separately, and the heating gas goes through our operating and maintenance expenses, and it is also separated.  It just flows through the O&M.


So from a cost allocation perspective, I don't really have any issues as to trying to meld the pools together.  Each one of those things are budgeted separately.


MR. QUINN:  So if they're budgeted separately and there's additional demand by one of the respective functional areas, you would be able to track the costs more accurately if the programs were separated?


MR. BROEDERS:  On an actual basis, the compressor fuel is separate from the heating used by the company, as well as by used by customers through billing mechanisms and metering.


MR. QUINN:  And so would you agree with me, then, that having separate allocation of company-used gas from system sales service would provide more precise differentiation of costs?


MR. BROEDERS:  I guess what I'm saying is on an actual basis that is how it is done.


It is metered separately through -- the system portfolio people use versus what the company itself uses, and for the compressor fuel that is used on the system to transmit the gas.


MR. QUINN:  That's for the volumes of gas that are utilized, but for the price varies with time.  So to the extent the price varies with time, which functional area created -- the incremental monthly demand would be -- there would be greater opportunity to separate those if they were accounted for separately.  Would you agree with that?


MR. BROEDERS:  I guess you're mixing volumes and the pricing.  Pricing has a separate mechanism on how that is applied.


So I don't really understand what you are driving towards.


MR. SOMMERVILLE:  Mr. Quinn, it might be of general interest if you could simply give us sort of the proposition that you want to make, and then perhaps pursue that with specific questions.  I think that may help the witnesses to try to answer your questions.


MR. QUINN:  Okay.  Thank you, sir.


The proposition would be that demands -- monthly demands will change based upon what is being experienced.  So to the extent -- I will use an example maybe, sir, is to say during the summer, the amount of gas that Union would expect from a sales service customer would not vary greatly, because there is no heat sensitive component.  But to the extent that it was a warmer than normal summer, there would be a greater electricity generation opportunity for natural gas to meet that demand.


Therefore, the amount of gas used and the respective price would vary during that period.  So to the extent that volumes are tied to price and not flowed together in the same account, you would get a separation of cost allocation that would be more specific to cost consequences going into the right accounts?


MR. BROEDERS:  The cost-allocation methodologies that I use are based on forecasts.  So it is on the demand.  To the extent that summer load varies from winter load, those assumptions would all go into the preparation of the forecast.


On an actual basis, I am not exactly sure how the variances get tracked, but systems would be in place to make sure that we are tracking our compressor fuel for our purposes, our own use, system use versus customer use.


MR. QUINN:  So the volumes would be tracked.  The acquisition price -- to the extent that incremental volumes had to be purchased that were attributed to compressor fuel, would that be tracked?


MR. BROEDERS:  Excuse me.


[Witness panel confers]


MR. BROEDERS:  I don't think I can really add anything to what Patti has already -- sorry, Ms. Piett has already answered in the previous panel.


Yes, I don't have anything to add to that.


MR. QUINN:  I was trying to differentiate by asking forecast questions to Ms. Piett, but I am asking to you cost allocation questions.  So, in this case, to the extent that compressors used a higher -- significantly higher demand than was forecast last July when the prices were higher than forecast, would the cost consequences travel directly to that account, or would they be blended with the system gas sales pool?


MR. BROEDERS:  Cost allocation is done on a forecast basis to determine rates.  I am not involved in the actual tracking of the actual costs.


As far as compressor fuel and what that is using, that is what the meters are for, to make sure that the fuel costs are tracked towards their specific uses.


MR. QUINN:  So to put it simply, if there is any differentiation from forecast, those differences are not tracked separately to be allocated on a cost consequences basis?


MR. BROEDERS:  I don't believe there is any allocation that happens on volume differences between forecast --


MR. QUINN:  Volume differences or price differences for additional volumes purchased to make up the difference between forecast and actual?


MR. BROEDERS:  Again, you are going into the actual territory as opposed to forecast territory, which is where the cost allocation is really necessary for the determination of rates.


MR. QUINN:  It's not for the determination of rates, but for the --


MR. BROEDERS:  That is what cost allocation is for.  That is what my job entails.  I am there to prepare the cost of service.


MR. QUINN:  Well, rates go into revenue requirement.  Revenue requirement obviously, then, with costs allocated precisely, generates profit.  So would you agree with me that there would be a bottom-line impact that could be generated from differentiation of costs between respective programs?


MR. BROEDERS:  To the extent that variances happen between actual and forecast, yes, there would be variations in price.  But, again, I am saying that is not a cost allocation exercise for me to determine.


MR. QUINN:  My question was the bottom line.  So I appreciate, as a cost allocation person, that you are telling me that there is no separation of those cost impacts.


MR. BROEDERS:  How they track the compressor fuel differences, I am not exactly sure.


There is no -- on an actual basis, as compressor fuel is used, there is no deferral account that I am aware of that tracks that specific variance.


MR. QUINN:  Okay.  Thank you.  Those are my questions.


MR. SOMMERVILLE:  Thank you, Mr. Quinn.  Mr. Killeen?


MR. KILLEEN:  No questions.  Thanks.


MR. SOMMERVILLE:  Ms. Campbell?


MS. CAMPBELL:  No questions, thank you.


MR. SOMMERVILLE:  Redirect?

Re-Examination by Mr. Smith:


MR. SMITH:  Well, at the fear of making things somewhat more complicated, I suppose my question, Mr. Broeders, is firstly this.


There were a number of questions about company-used gas.  Can you answer this question?  Is the company billed separately, like a sales service customer, for the gas it uses?


[Witness panel confers]


MR. BROEDERS:  Sorry, you are asking if we send ourselves a bill?


MR. SMITH:  Yes.


MR. BROEDERS:  I don't know if we actually, physically cut the bill, but to the extent that we use our own volume, that revenue is not charged to anybody else, and that is something that the company would have to put through its O&M -- operating expenses.


MR. SMITH:  Can you tell me in what rates are compressor fuel costs captured in?


MR. BROEDERS:  Compressor fuel costs would be allocated to some extent to all rate classes.


MR. SMITH:  What do you mean by "to some extent"?


MR. BROEDERS:  It depends on the use.  Compressor fuel for storage would go to all rate classes that use storage.  So, for instance, our M12 rate class wouldn't get any storage compressor fuel.  Transmission compressor fuel would go to, I believe, all customers, based on demands.


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


MR. SOMMERVILLE:  The Panel has no questions.


The panel is excused.  Thank you very much for your assistance.


I think we have a final panel, and I think we will press on.


MR. SMITH:  If I might ask for a five-minute break, Mr. Boulton is actually, I don't believe, in the room right now.  He is downstairs.


MR. SOMMERVILLE:  In which case we will take 15 minutes and come back at 20 minutes after -- 25 minutes after the hour.  Thank you.


--- Recess taken at 2:06 p.m.


--- Upon resuming at 2:27 p.m.


MR. SOMMERVILLE:  Please be seated.


Thanks.


MR. SOMMERVILLE:  Mr. Smith.


MR. SMITH:  This is our only panel without Mr. Tetreault.


MR. SOMMERVILLE:  Mr. Tetreault has made a strategic withdrawal, I see.


[Laughter]


MR. SOMMERVILLE:  He won't be back.


MR. SMITH:  This is Keith Boulton, and perhaps he could come forward and be sworn.

UNION GAS DISTRIBUTION INC. - PANEL 4


Keith Boulton, Sworn

Examination by Mr. Smith:


MR. SMITH:  Mr. Boulton, I understand that you are the director of energy conservation and residential marketing for Union Gas?


MR. BOULTON:  I am.


MR. SMITH:  You have held positions with Union Gas since 2000?


MR. BOULTON:  Yes.


MR. SMITH:  And prior to that, you were with Union Energy, and prior to that with Union Gas?


MR. BOULTON:  Yes.


MR. SMITH:  And you have an MBA from the Edinburgh Business School?


MR. BOULTON:  Correct.


MR. SMITH:  And a bachelor of sciences, chemical engineering from the University of Waterloo.


MR. BOULTON:  Correct.  Is that better?  Sorry.


MR. SMITH:  You are a professional engineer?


MR. BOULTON:  I am.


MR. SMITH:  And am I correct that you were involved in the preparation of Union's evidence at section C -- D, sorry, relating to billing terminology?


MR. BOULTON:  I was.


MR. SMITH:  And in the preparation of answers to interrogatories in respect of that evidence?


MR. BOULTON:  I was.


MR. SMITH:  And do you adopt that evidence for the purposes of this proceeding?


MR. BOULTON:  I do.


MR. SMITH:  Thank you.  I have no questions in examination-in-chief.


MR. SOMMERVILLE:  Thank you, Mr. Smith.  Have intervenors determined an order?  Mr. Manning?


MR. MANNING:  Is it possible I might go a bit later on?  Questions such that I may have may be --


MR. SOMMERVILLE:  Mr. Mondrow.


MR. MONDROW:  I have no questions, thank you.


MR. SOMMERVILLE:  Mr. DeRose.

Cross-Examination by Mr. DeRose:


MR. DeROSE:  Thank you, Mr. Chair.  You will recall that in the first panel I asked whether Mr. Boulton would be the right person about costs associated the transfer from QRAM to MRAM.  I have actually just finished talking to counsel for Union, and I am now advised that Mr. Boulton probably is not the right person to give that answer.  But what we suggest -- what we were hopeful the Board would accept is that I set out the information I am looking for, and Union would be willing to give an undertaking for the following information.


It is, just by way of background, for the record, at Exhibit E2, page 21 of 72, talking about what has been referred to as "scenario 1".  The evidence says that if the Board is prepared to accept scenario 1 as a better alternative on the basis that it is more accurate, it must also accept the increased regulatory burden, administrative costs, communication costs and customer confusion. 


Board Staff IR number 1 or 24.1 sets out $1.6 million in incremental costs associated with the move from a QRAM to an MRAM.


My understanding is that while that captures administrative costs, there are certain additional regulatory costs on top of the 1.6 million that would also be associated or may be associated with moving from a QRAM to an MRAM.


So Union has agreed, by way of undertaking, to set out all incremental costs associated with moving from a QRAM to an MRAM.


MR. SOMMERVILLE:  That appears to be a sufficiently clear undertaking that could be given effect to.  Mr. Smith, can you acknowledge that?


MR. SMITH:  My mic won't go on, so I will speak up.  Yes.


MR. MUKHERJI:  J1.1.

Undertaking No. J1.1:  To provide all incremental costs associated with moving from a QRAM to an MRAM.


MR. DeROSE:  With that undertaking, that is all of the information that we were looking for to have on the record.  Thank you.


MR. SOMMERVILLE:  Thank you, Mr. DeRose.  Mr. Aiken?


MR. AIKEN:  No questions.


MR. SOMMERVILLE:  Thank you.  Mr. Gruenbauer?


MR. GRUENBAUER:  No questions, sir.


MR. SOMMERVILLE:  Mr. Quinn?


MR. QUINN:  No questions, sir.


MR. SOMMERVILLE:  Thank you.  Mr. Killeen?


MR. KILLEEN:  No questions, thank you.


MR. SOMMERVILLE:  Mr. Hoaken?


MR. HOAKEN:  Yes, thank you.

Cross-Examination by Mr. Hoaken:


MR. HOAKEN:  I am going to start, if I may, Mr. Boulton -- I am Eric Hoaken for the Gas Marketers' Group, and this morning I was asking your colleague, Ms. Piett, a few questions, and she suggested in a couple of instances that those questions might more appropriately be directed to you.  


So let me start, if I may.


I had started by asking Ms. Piett in reference to page 25 of Union's prefiled evidence.  I was asking her some questions about cycle billing.  So let me give you a moment to just turn that up.


MR. BOULTON:  I have it.


MR. HOAKEN:  If you look starting at line 5, you will see there is a question there, item -- or an answer to a question.  I think it is item 3.  At the end, it says:

"This would result in a bill that, on an ongoing basis, would be cluttered and confusing to consumers or customers."


I had asked Ms. Piett if she was aware if Union had done any customer research or studies that had led it to that conclusion.  Are aware of whether it has?


MR. BOULTON:  We have not done any specific research on that, but it is based on our experience, talking to customers.


MR. HOAKEN:  That is what she also started to say, as well, I think in reference, in particular, to the call centre.


Does Union track the calls to the call centre, and has it any data to support the conclusion that in months when there are prorations, there is a higher volume of calls to the call centre?


MR. BOULTON:  What we do see in our experience, when we have particularly QRAM months where rates go up, and, in particular, in the winter months, we do see higher call volumes during a QRAM period, particularly when volumes are prorated across the calendar month, and, again, more so when rates are going up than down.


MR. HOAKEN:  All right.  So in those instances, the increased volumes may be more attributable to the direction in which rates are going than to the fact that there's a proration between two periods on the bill; is that fair?


MR. BOULTON:  Well, there are really three areas that we see customer calls.  One I would say is more high bill complaint, so, as rates go up, customers tend to call us with higher bills and seeking clarity around what is happening with rates.


And the second one is the proration across the months as the rates change, and third really is, overall, just the rates themselves.


So our sense is, based on our experience, that those are the three categories that drive customer calls to our call centre.


MR. HOAKEN:  All right.  Do you then track those three elements?  That's very helpful.  Do you track those three elements separately, and would you be able to produce any information to tell us what portion of the calls, and, in particular, the increased volume of calls you say you are seeing, is it attributable to this element of proration?


MR. BOULTON:  I think what I would say is that these are very broad buckets of categories that we're talking about.


So it might be helpful if I talked to the process a little bit.  This is where a customer has phoned Union Gas and has a question about their rates or their bill, and our call handlers would then categorize those calls into very broad-based buckets. 


I think it would be challenging for Union to draw a direct linkage to the specific issue of proration, to specific numbers of calls.  I think, suffice to say, though, that our experience generally is, as we go through those periods of QRAM bills, we do see increased traffic at the call centre as customers seek clarity around their bill


MR. HOAKEN:  For all of the three reasons you told us about?


MR. BOULTON:  I think they're broad buckets, and generally that's our experience.


MR. HOAKEN:  Quite fairly, what you're saying is you can't tell us what proportion of those calls would be attributable to or focussed on the proration element as distinct from the other two elements; is that fair enough?


MR. BOULTON:  Correct.


MR. HOAKEN:  Thank you.  Are you aware that in Alberta there's considerable experience with proration and cycle billing?


MR. BOULTON:  I am not aware of that.


MR. HOAKEN:  All right.  Has any of the work that your customer care people have done, in relation to this volume of calls and the three elements that you have gone through -- has any of that involved a study of other markets, such as Alberta, for example, to see the extent to which there's been any customer confusion?


MR. BOULTON:  I am not aware of that.


MR. HOAKEN:  Now, the one other left over from Ms. Piett, I think, was in relation to Exhibit IR 24.1, which I was just turning up when she begged off. 

All right.  Have you got that turned up, Mr. Boulton?


MR. BOULTON:  I do.


MR. HOAKEN:  As I understand it, it is Union's evidence that as far as the implementation costs for more frequent rate setting is concerned, is that Union would incur additional postage costs of approximately $830,000; is that right?


MR. BOULTON:  That's correct.


MR. HOAKEN:  And as I understand it, that cost is directly attributable to the need or perceived need to move to a three-page bill; is that right?


MR. BOULTON:  That's correct.


MR. HOAKEN:  And at present, can you tell us, are both sides of the bill used for active billing information that is account-related information of customers?


MR. BOULTON:  Yes, it is.


MR. HOAKEN:  And what analysis have you done, then?  I guess what I am having trouble understanding is how it is that you have concluded that this more frequent rate setting is going to push you to three pages.  What is the basis for that conclusion?


MR. BOULTON:  When we first launched our current bill design and we went through the QRAM process that we're currently under, what we have found is with the implementation of rate rider, specifically, on the back side of our bill, any time you go through a significant rate change, every time you add a new line to the bill, it does push us to a third page, physical -- two physical pieces of paper, but three-page bill.


MR. HOAKEN:  Sorry, just to stop you there just so I've got it, just adding one extra line, in your analysis, is that moves you to a third page?


MR. BOULTON:  Well, I think there are a number of contributing factors, but it is generally when we have a QRAM, where you also have rate riders being prorated across different calendar months.


With the addition of all of those incremental lines, it does push us to a third page.


MR. HOAKEN:  Has Union been using inserts?


MR. BOULTON:  We do.


MR. HOAKEN:  Right.  Have you done any analysis of the effectiveness of doing the rate riders via inserts as opposed to on the bill?


MR. BOULTON:  Rate riders specifically?


MR. HOAKEN:  Yes.


MR. BOULTON:  No.  We haven't done any specific research to the value of having rate riders on bill inserts versus on the bill as they are today.


MR. HOAKEN:  Or I should say -- I should expand my question:  Or rate changes more generally?


MR. BOULTON:  Well, I think it would be helpful to understand there are a couple of things we do during a QRAM today.  So we do include a rate notice during a QRAM.  We also have information both on the bill, as well as the rate riders themselves on the bill.  So there are a number of different avenues that we educate customers around the rate change.


In addition to our website, we have all of our rate information presented to customers on the website.


MR. HOAKEN:  Just so I understand it, when you make reference to the rate change, is that a communication that is actually on the bill or is that via insert?


MR. BOULTON:  It is both.


MR. HOAKEN:  And what analysis -- how is it, at the risk of asking a trite question, that you have concluded that having a third page in the envelope will push the weight over the 30-gram threshold that will increase the postage costs?


MR. BOULTON:  Well, it's something that we have had our call centre, the folks that handle and print the bill, have a look at that.  It's been our experience that with the addition of a third page, as well as a rate notice to communicate that rate change, that that would more often than not push us over the 30-gram limit.


MR. HOAKEN:  Are there any Union customers who are already getting a three-page bill?


MR. BOULTON:  It does happen on occasion.  We know that a three-page bill is a significant driver of customer dissatisfaction.  So it is something that we do try very hard, on a monthly basis as this occurs, to try to squeeze everything on to two pages.  But there are a certain percentage that happen during a QRAM period where we go to three pages.


MR. HOAKEN:  All right, thank you.  Let me now ask you about billing terminology, which I understand is why you are here.


Just by way of reference, in Union's response to GMG's IR No. 16, this is Exhibit IR 8.16 --


MR. BOULTON:  Sorry, what was the reference?


MR. HOAKEN:  It's Exhibit IR 8.16.


MR. BOULTON:  Okay, thank you.


MR. HOAKEN:  And in the first line of the second paragraph in the response, you say:

"The bill presentment and terminology used by Union and Enbridge is largely consistent."


I take it, Mr. Boulton, that in order to make that statement, you did some analysis or review side by side of the two bills; is that fair?


MR. BOULTON:  That's fair.


MR. HOAKEN:  I take it in the course of doing that, you noted that there are, in fact, differences in the terminologies that are used?


MR. BOULTON:  There are some minor differences, I would agree.


MR. HOAKEN:  Right.  So, for example, on the Enbridge bill, it is referred to a "customer charge", while on the Union bill it is referred to a "monthly charge"?


MR. BOULTON:  Correct.


MR. HOAKEN:  And on the Enbridge bill, what is referred to as a delivery charge is simply "delivery" in Union territory; is that fair?


MR. BOULTON:  That's my understanding.


MR. HOAKEN:  In the Enbridge bill, what is referred to as "gas supply charge" is on the Union bill simply "gas used"?


MR. BOULTON:  Correct.


MR. HOAKEN:  You will agree with me that those are terms that are different and have different meanings?


MR. BOULTON:  I would agree that those are different terms, but I would -- Union's position is the meanings of those terms are the same and that the intent of those terms are identical.


MR. HOAKEN:  Now, you told me a moment ago, when we were talking about cycle billing, that customer confusion is a concern and it can manifest itself in a number of ways, including increased call volumes to your call centre; is that fair?


MR. BOULTON:  That's fair.


MR. HOAKEN:  You would agree with me that where terms being used are different, that that at least has the potential to create confusion on the part of customers who encounter both terms; so, for example, customers who move from one territory to another?


MR. BOULTON:  Well, I think, as we have said in our evidence, certainly Union's not aware of any research that supports the conclusion that customers are comparing the Union and Enbridge bill.


So we're not aware of any customer confusion, as you have described.  But, again, I think --


MR. HOAKEN:  I'll just to stop you there.  You are also not aware of any research that suggests that customers are confused by proration, but that is a conclusion you based -- you have reached, as you say, based on your experience; correct?


MR. BOULTON:  That's correct.


MR. HOAKEN:  All I am simply suggesting to you - and it is not intended to be controversial - is that there is a large potential for customers to be confused about a variety of things? 


MR. BOULTON:  I suppose that is fair.


MR. HOAKEN:  Right.  So, for example, if the Ontario Energy Board was conducting some sort of education plan or program, there would be a potential for confusion, in that that plan or program could refer to the terms used on the Enbridge bills, leaving Union customers unsure about what was intended; is that fair?


MR. BOULTON:  To the extent that a communication strategy were to specifically pinpoint a specific term in relation to the Enbridge bill, would that confuse -- if your question is do we think that would confuse a Union customer, I think our position is, that, no, it wouldn't, because generally the terms are very similar in nature and refer to the same charges on the bill.


So, no.


MR. HOAKEN:  So you don't believe -- Union doesn't believe that the lack of uniformity in terms, such as the ones that you and I have just discussed, could potentially lead to any customer confusion?


MR. BOULTON:  Generally, no.  I think in a, you know, theoretical world, where, you know, you are looking at two different terms, would there be some potential for some minor confusion?  Potentially, in some very small subset of the market.  It's not been our experience, and our position has been that to spend any money trying to align terms that are largely aligned today doesn't make a lot of sense in Union's view.


MR. HOAKEN:  So if -- just using the three terms that I used as an example, as you and I were talking, if Union were, tomorrow to start using the terms that Enbridge uses, or vice versa, what would the disadvantage be?  If customers are not being confused by the different terms, then surely they're not going to be confused if you standardize or make uniform those terms?


MR. BOULTON:  I would say, from a customer confusion perspective, I would agree with your statement.  I think our position, though, has been that there's very little benefit that we can see that would justify spending any money or time doing that exercise.


MR. HOAKEN:  All right, thank you.  Those are my questions.


MR. SOMMERVILLE:  Thank you, Mr. Hoaken.  Mr. Killeen?


MR. KILLEEN:  No, thank you.


MR. SOMMERVILLE:  Mr. Manning?

Cross-Examination by Mr. Manning:


MR. MANNING:  I hope that is on.  Yes, sir, I have a couple of questions, brief questions.


Good afternoon.  Just a couple of questions arising from what you have been saying and the surveys you have been doing.


So I have been reading in your evidence how pleased people are with your bill, your eight-out-of-ten success record.  And you have a call centre, and I assume that there are two out of ten that aren't so pleased, but I am not really trying to get at that.  But, more importantly, people presumably ring up with concerns and complaints and questions to your call centre, and you monitor those and analyze those.


I am just interested to understand the degree of sensitivity to volatility, in particular.  Do you have any impression or analysis, from the feedback that you get, whether people have a particular concern about volatility in their prices over the period of a year or two?


MR. BOULTON:  I don't have any specific statistics, but what I can speak to is our experience.  Generally, we find, when we have volatile rates and, in particular, as rates go up, not so much when they go down, we do see increased traffic at our call centre as customers seek to understand why gas prices are moving and why they're going up.


MR. MANNING:  Okay, that's helpful.


The second question is:  In terms of the sample analysis that you do with working out your eight out of ten satisfaction and the people that you choose, is there any analysis of the type of customer -- that is my particular interest, is whether, for example, you are able to understand how many are low-income consumers out of the sample set that you analyze?


MR. BOULTON:  Yes.  The survey that we referred to in evidence is largely residential customers.


MR. MANNING:  Right.


MR. BOULTON:  We don't segment that any further into low income or any other residential category.  We're really interested in what overall residential customers think of our bill.


So we haven't segmented it in that fashion, although to the extent that, you know, it is a random sample, and so whatever distribution the survey picks up would pick up low-income customers in the survey.


MR. MANNING:  Okay, that is all of my questions.  Thank you, sir.


MR. SOMMERVILLE:  Thank you.


MS. CAMPBELL:  Mr. Chair, I actually do have one question.  I am going to follow Mr. DeRose's lead, because I had a question that is related to IR 24.1 that I held for Mr. Boulton, only to find out that Mr. Boulton is not the right person.


So what I am going to propose to do is, provided Mr. Smith, once he hears what it is, is content with giving an undertaking to answer it, I propose to deal with it the same way that Mr. DeRose dealt with it.  

Cross-Examination by Ms. Campbell:


MS. CAMPBELL:  The question falls out of IR 24.1.


24.1 - Mr. DeRose made reference to it - indicated that scenario 1, which is the monthly filing based upon the 12-month outlook and 12-month disposition, would cost a minimum of 1.6 million.


My question is simply:  Scenario 3, which is the monthly filing using the one-month outlook and one-month disposition, would the costs be comparable to the estimate of the costs for scenario 1?  So are the costs for scenario 3 comparable to the costs for scenario 1, which is 1.6 million, Mr. Smith?


MR. SMITH:  I believe the answer to that is going to be "yes", but we will certainly give you the undertaking.


MS. CAMPBELL:  Thank you very much.  Those are my questions.


MR. MUKHERJI:  J1.2.

Undertaking No. J1.2:  To provide the answer as whether the costs for scenario 3 are comparable to the costs for scenario 1 of $1.6 million.


MR. SOMMERVILLE:  Thank you.


Any redirect, Mr. Smith?


MR. SMITH:  No.  I have no questions.  Thank you.


MR. SOMMERVILLE:  The Panel has no questions.  Unless there is anything that anyone would like to raise -- I will mention some scheduling things momentarily, but unless there is anything for the Union panels, at this stage we will excuse Mr. Boulton and you can return to a normal seat, to some extent.


--- Mr. Boulton withdraws


MR. SOMMERVILLE:  Thank you very much for your assistance.


We will adjourn for today.  Board Staff will be communicating with all parties with respect to the requirement for NRG to appear on Thursday.  


It appears we will not need tomorrow at all, Mr. Smith.  That seems obvious.  So pending that communication with respect to NRG, we will either reconvene on Thursday to hear NRG's evidence, or on Monday to begin with the Enbridge panels, to be followed by the GMG panels directly thereafter.


So unless there is anything else, we will stand adjourned.


Thank you very much.


--- Whereupon the hearing adjourned at 2:54 p.m.
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