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CHAPTER 1 - INTRODUCTION

Background

In the Western Accord of March 28, 1985 on
Energy Pricing and Taxation, the goveraments of
Canada, Alberta, British Columbia and Saskat-
chewan agreed that a more flexible and market-
orientated pricing structure for natural gas
was required for commercial, industrial and
residential users. To accomplish this goal, an
agreement between these governments was signed
on October 31, 1985 and was referred to as the
Agreement on WNatural Gas Markets and Prices
(Agreement). (attached Appendix A and the Back-
grounder Appendix B).

The Agreement is the first step toward a par-
tially deregulated natural gas industry in

Canada. The terms provide for a transition or
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interim period (the interim period), from
November 1, 1985 to October 31, 1986 during
which prices will continue to be prescribed by
governments but end-use customers will have the
opportunity to purchase gas directly from pro-
ducers, Such a system will reqguire some chang-
es at both the Federal and Provincial levels of

regulation.

Paragraph 5 of the Agreement, in particular,
has implications for provinecial Jurisdictions

and states:

Effective November 1, 1985, con-
sumers may purchase natural gas from
producers at negotiated prices,

either directly or wunder buy-sell
arrangements with dJdistributors, pro-
vided distributor contract carriage
arrangements are avallable in respect
of such purchases. This provision is
in no sense intended to interfere
with provincial jurisdiction in
regard to regulation of gas dJ8istri-
bution uvtilities,

The Ontario Minister of Energy (the Minister),
in response to the Agreement, made a statement
outlining Ontario's position on contract car-
riage {transportation service or T-service) of

natural gas. He stated, among other things:

First, in view of the significant
potential economic benefit to large
gas users, Ontario supports the
introduction of interim contract
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carriage, for the transitional period
ending October 31, 1986.

Second, our intention during this
interim period is that rates to other
customers o©of the gas distributors
will not be affected by the introduc-
tion of contract carriage for direct
purchasers. Essentially this would
mean that an interim contract carri-
age rate would be approximately equal
to the current rates -~- adjusted for
the distributor's added or avoided
costs, including such items as the
cost of gas.

I have,. therefore, reguested the
Board to move expeditiously so¢ that
there can be no question regarding

Ontario's commitment to implement a

viable direct purchase option.
On December 9, 19285 the Ontario Energy Board
(OEB or the Board) called hearings on its own
motions to inguire into certain matters relat-
ing to interim contract carriage arrangements
on The Consumers' Gas Company Ltd.'s
(Consumers'}), Northern and Central Gas
Corperation Limited's (Northern) and Union Gas
Limited's (Union), Ontario distribution
systems. The Thearings were combined in an
effort to expedite the process and the common

hearing is the subject matter of this Decision.

Due to the nature of the current regulatory
environment in Canada and the extensive con-

tractual relationships between TransCanada
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PipelLines Limited (TCPL or TransCanada) and the
Ontario distributors, certain matters +o be
decided at the Federal level will impact on
contract carriage arrangements in Ontario.
Such matters include the possible duplication
of demand charges levied by TCPL, commonly re-

ferred to as the 'double-demand charge' issue.

These potential problems were recognized in the

Agreement and paragraph 7 stated:

To enable the market-responsive pric-
ing system to operate within the in-
tent of this Agreement, the affected
governments reguested the National
Energy Board (NEB) to review the fol-
lowing concerns:

i) whether  inappropriate duplica-
tion of demand charges will
result from possible displace-
ment of one volume of gas by
another; and

ii) whether the policy regarding the
availability of T-Service, as
outlined in the NEB's latest
TransCanada PipeLines Limited
toll decision is still appropri-
ate, taking into account, among
other things, interested par-

ties' views on the fair and
equitable sharing of take-or-pay
charges.

The NEB 1s cuvrrently conducting hearing RH5-85
to decide these matters. The Board is cogni-

zant of the inter-relationships between its
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hearing and the NEB hearing and will address

any accommodations in its findings.

Regulation of the Natural Gas Industry

1.9

1.10

For many years the natural gas industry in
Ontario has been regulated by the OEB., By vir-
tue of the Ontario Energy Board Act, R.S.0.
198G, Chapter 332 (the Act), the OEB has the
responsibility and authority to ensure the
reasonably priced supply of natural gas for
Ontario consumers. The Board conducts public
hearings to approve or fix natural gas rates
that are fair and reasonable to the customer
and allow the shareholders of the utility the
opportunity to earn a fair return on their in-

vestment.

For all natural gas utilities operating in
Ontario (except those municipally owned and
operated by the cities of Kingston  and
Kitchener), section 19 of the Act requires the
Board to determine rates and charges for the
transmission, storage, distribution and sale of
natural gas. The Act allows the Board to de-
signate and authorize natural gas storage
areas; to authorize the construction of and
expropriations for natural gas pipelines; and
to approve franchise agreements between utilit-
ies and municipalities to serve designated

areas.
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Prior to the Agreement all end-use customers in
Ontario purchased their gas from Ontaric dis-
tributors at rates approved by the Board. No
contract carriage or transportation rates
(T-Rates) were in place to provide for the
transportation of gas purchased directly from
the producer by an end-user., The Agreement now
provides for direct purchases, envisages
utilities providing T-~services, and anticipates
the Board approving or fixing just and reason-
able interim T-rates. This has prompted the
hearing, which is the subject matter of this

Decision.
The Agreement has already produced several met-
hods whereby gas can be acquired by end-users

in Ontario at a lower cost. 'These include:

Direct Purchase: An arrangement whereby an

end-user of natural gas purchases gas directly
from a producer or broker. The gas is trans-
ported to Ontario by TCPL and can be handled by

the local utility in one of two ways:

i) Buy/Sell: Wherein the Ontaric utility
would purchase the direct purchaser's
volumes, commingle it with the balance of
the utility's supplies, and then sell to
the direct purchaser as a sales customer

under the appropriate rate schedule.
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ii) Contract Carriage: Wherein the Ontario
utility does not take title to the direct

purchaser's supply but the volumes of gas
would be transported from the point of
receipt through the utility's system
(under contract with the end-user) to the

direct purchaser's plant.

Competitive Marketing Program (CMP): Whereby

system—-producers (i.e. those producers from
whom TCPL. purchases gas) provide specific
discounts to individual end-users of gas. The
contractual gas supply arrangements between the
system-producers, TCPL, and the utilities are
unaffected. TCPL delivers and sells all
volumes to the utility at approved prices. The
utility delivers and sells all volumes to
specific customers at its approved sales
rates. The utility provides TCPL with details
each month of the sales made to each customer.
TCPL rebates to the utility the discount for
those volumes so0ld and the utility flows the
rebate to the customer through a credit on the

following month's invoice.

The Minister's statement also regquested that
during the interim period the Board conduct an
intensive study into the potential impact of
T-rates in Ontario over the long run. This is
expected to result in a hearing either in late
August or September which could confirm or
change the interim rates that will be approved
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as a result of this decision.

General OQutline of The Natural Gas Industry in Ontario

1.14

There are three major gas distributors in
Ontario which together serve approximately
1,475,000 customers.

Each gas distributor was granted franchises to
operate a monopoly within a given area: Union
operates within south-western Ontario,
Consumers' operates in southern, central, and
eastern Ontario, and Northern operates in

north-western, northern and eastern Ontario.

Without a guaranteed share of the market, the
utilities would not have attracted the private
sector investment needed to finance expensive
pipeline construction. In exchange for freedom
from competition from other companies, the
utilities, in effect, gave up their freedom to

set their own rates.

The three major gas distributors in Ontario
each have different systens. The unique
aspects of each distributor will have some
bearing on the types of T-services that can be

offered and the form of the T-rates themselves.
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1.18

1.19

Consumers' is Canada's largest ‘natural gas
distribution utility. In 1985, it distributed
8.7 billion cubic metres (109m3) of gas to
over 800,000 customers in Ontario through its
network of approximately 18,000 kilometres of
pipeline (map attached Appendix J). In 1985,
it had a net utility plant investment in

Ontario of about $1 billion .

Consumers' does not have any storage facilities
of its own but it does have contracts for
storage with TUnion and with Tecumseh Gas
Storage Ltd, (of which Consumers' and Imperial
0il each own 50 per cent). The combined
capacity of storage available to Consumers'

through both Tecumseh and Union is in excess of

2.0 10703,

Northern operates a natural gas distribution
system 1in northern, northwestern and eastern
Ontario serving 120 communities by way of
approximately 5,500 kilometers of pipeline
originating at 84 delivery points on the TCPL
transmission system (map attached Appendix K).
Northern's net wutility plant is expected to
have an average value of approximately $313
million in 1986, Northern projects that in
1986 it will have sales volumes of approxi-
mately 3.1 109m3 and will serve an average

of about 154,000 customers.
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The storage available to Northern is very
limited. It contracts with Union for approxi-
mately 3.5 Bcf of gas and has its own Liquified
Natural Gas (LNG) facility with a capacity of
apout 0.5 Bcf. The LNG facility 1s used for

winter peaking purposes.

Union operates a fully integrated gas dis-
tribution system encompassing the use of stor-
age, transmission and distribution facilities.

In its 1987 fiscal year it expects to sell over

7.3 109m3. In addition, Union transports
and stores some 5.7 109m3 of gas annually,
for the account of other utilities. In pro-

viding such services, Union receives delivery
of gas from TransCanada at both its Dawn and

Oakville delivery points.

The Company's assets totalled approximately 1.3
billion as at March 31, 1985 (A map showing the
Union Gas system is attached as Appendix L).
Its net utility plant investment as at March
31, 1985 was approximately $771 million.

The storage made available by Union plays a
critical role in enabling TCPL to maximize the
efficient use of its delivery system. Union is
the largest operator of underground storage

pools 1n Ontario, with a developed working

9 3
capacity of 2,7 10 m . In the summer per-

iod, a major portion of the gas delivered to
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Union 1is received at OQakville and is trans-
ported westerly to Union's storage. In the
winter period, the movement of gas is easterly

from Union's storage.
a9

The Hearing

1.25

The hearing commenced on January 27, 1986 and
continued for thirteen days concluding on

February 12, 1986.

Participants

The following is a list of the participants in
the hearing:

Special Counsel on behalf of Board staff

J.A. Campion

Distributors

The Consumers' Gas Company Ltd.

R.S. Paddon, Q.C.

Northern and Central Gas Corporation Limited

J.M., Roland, Q.C., D. Hodgson

Union Gas Limited

J.B., Jolley, Q.C,
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Associations

Industrial Gas Users Associations (IGUA)
P.C.P. Thompson, Q.C., P. Doody

Independent Petroleum Association of Canada (IPAC)
G. Shields

Canadian Petroleum Association (CPA)
A.L. McLarty, ©.C.

Canadian Chemical Producers' Association (CCPA)
G. Addy

Other Intervenors

Algoma Steel Corporation, Limited

F. Oswin

Allied Chemical (Allied)
G. Willcocks, M. Peterson

Anschutz Resources Limited (Anschutz)

J., Leon

Brenda Mines Limited (Brenda Mines)
J. Balaban

C-I-I, Inc (C-I-L)

P. Jackson
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City of Kitchener (Kitchener)
J.A, Ryder, Q.C.

Consoligas Management Ltd
S. McAllister

Cyanamid Canada Inc, and Cyanamid Canada Pipelines Inc.
(Cyanamid)

A, Leibel
J. Ryan

Domtar Inc. {(Domtar)
W. Zboroluk

Dow Chemical Canada Inc.
L. Ricchetti, J. Sibley

Federation of Northern Ontario Municipalities (FONOM)

B. Cameron

Gulf Canada
M. Jackson, J. Nezick

Imperial 0i1 Limited~Essc Resources Canada

J. Hughes

Inco Limited (Inco)
T.G. Andrews

Nitrochem Inc. (Nitrochem)

R. Van Banning
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Northern Petroleum Marketing Inc. (Northridge)
M. Kay, L. Smith

Ontario Association of Physical Plant Administrators
(OAPPA)
H. Arndt

Polysar Limited
J.H., Francis, Q.C., G.P. Sadvari

Rio Algom Limited
S. Koskie

Shell Canada Limited
L. Zaidler

Suncor Inec. (Suncor)

G. Willcocks, M. Peterson

TransCanada Pipelines Limited

M. Brown
Urban Development Institute-Apartment Group and Certain
Named Industrial Gas Users (UDI)

5. Kawalec

Witnesses:

1.27 The following is a list of witnesses who
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appeared at the hearing:

Consumersg'
Hamilton Manager, Gas Supply
Loberg Vice-President, Marketing
Rewbotham Director, Rates
Union
Black Manager, Gas Supply
Hunter Vice-President, Gas Supply
Korbin Manager, Rate Design
Northern
Callow Vice~President and General Manager
Gibbons Director, Rate Administration
Rhodes Vice-President, Gas Supply and
Planning
Nitrochem
Ride Director of Energy and Supply
Northridge
Hall Vice-President of D.W. Minion
Consultants
Minion Chairman
Snyder Vice-President, Natural Gas
C-I-L
Darling Energy Planning Manager, Agriculture
Tye Manager, 0il and Gas
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CHAPTER 2 ~ FORM OF THE TRANSPORTATION RATE

Introduction

2.1

Exempting the wutilities' other c¢ustomers and
shareholders from gains or losses is funda-
mental to the Board's position with respect to
interim contract carriage arrangements., Thus,
neither the utilities' other customers nor the
utilities' shareholders should be affected by
the introduction of transportation service
options. The Board also considers simplicity,
expediency, certainty and accessibility to be

important criteria.

The next five sub-headings deal with those
issues which the Board considers vital in
setting the form of the transportation rate
(T-rate).




REASONS FOR DECISION

Existing Rate Forms as a Basis for T-Rates

2.3

The 1issue is whether or not the utilities
should utilize the rate forms that are current-
ly used for their existing sales customers as

the basis for their transportation rates.

Positions of the Parties

Consumers' roposed a transportation rate
prop e

based on the existing rate forms established
for its firm and interruptible sales custom-—
ers. The existing firm rates have both demand
and commodity components and the existing in-
terruptible rates have only a commodity com-
ponent. Use of these existing rate forms as a
basis for T-rates was considered by Consumers'

to be simple.

Union's proposed transportation rate is also
pased on its existing firm and interruptible
rate forms which are similar in nature to Con-
suners' rates except that Union's industrial
rates are negotiable within a specified range.
Union believed that its proposal to use exist-
ing rate forms as the basis for its T-rates is

practical and easily implemented.

Northern did not propose to use its existing

firm and interruptible commodity range rate
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forms for its transportation rates., Instead it
proposed a monthly fixed charge specific to
each customer to recover Northern's gross mar-

gin,

Northern proposed to convert the gross margin
currently forecast to be earned from the cus-
tomer on a sales rate basis over the contract
period, together with the TCPL demand charge
and other added costs, into a monthly fixed
charge by dividing the total amount by the num-
ber of months in the contract period. It was
proposed that the volume forecasts for its 1986

fiscal year be used.

Northern contended that this proposal was con-
sistent with the Minister's statement that
there should be no gains or losses to the dis-
tributor or its other customers as a result of
a4 sales customer taking advantage of the direct
purchase option and becoming a transportation
customer, Northern will no longer be
responsible for the gas supply of the
transportation customer and thus Northern sub-
mitted that the transportation customer is es-
sentially contracting for space on Northern's
system and should pay for this space whether or

not it is used.

IGUA accepted, for the interim period, Union
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2.10

and Consumers' proposals to use their existing
rate forms which have a commodity charge and a
minimum bill. It was submitted that this rate
form would provide the necessary recovery of
fixed costs and a proper incentive for the cus-—
tomer to continue its traditional load pro-
file, IGUA also accepted Northern's proposal
to apply a monthly fixed charge since it wounld
also recover the utility's fixed costs and
provide the incentive for the customer to

continue its traditional load profile.

CPA and IPAC recommended that interim con-

tract carriage rates parallel existing rates,
CPA cited the practicality and ease of imple-
mentation of this approach to interim rate
design and the fact that the utility's costs
will be recovered in the same manner as they

would be through existing margins.

Nitrochem submitted that it is unable to
agree or disagree with Northern's proposed mon-
thly fixed charge because the method for cal-
culating such a charge is too general. Nitro-
chem noted that it was not aware of the fore-
cast 1286 volumes used by Northern for it and
that, 1if a monthly fixed charge is used, its
concurrence with such volumes should be re-

quired,
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Special Counsel submitted that all three of

the utilities should use their existing rate
forms for their transportation rates. The use
of such rate forms would allow the risk of
forecast error to remain with the utilities and
would simplify and speed up the negotiation
process. Northern's proposal was rejected by
Special Counsel because the proposed monthly
fixed charge would guarantee the rate of return
for transportation customers and would delay
negotiations because of the requirement that
the parties agree upon the forecast volumes to

be used in the rate design.

The Board's Findings

The Board finds that all three utilities shall
utilize existing rate forms as a basis for the

establishment of transportation rates. There-
fore, the Board accepts Consumers' and Union's
proposals in this area and rejects Northern's
monthly fixed charge proposal. The utilities
should be willing to accept the same risk of
under-recovery of return they now accept with
respect to their sales customers. The existing
rate forms currently provide for recovery of
fixed «costs through minimum annual volume
regulirements (to be discussed below).
Furthermore, the use of existing rate forms is

simple, practical and will facilitate the
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negotiation process.

Bundled vs. Unbundled Rates

2.14

2.15

A bundled rate is a single charge for services
such as storage, transportation and load
balancing. These are currently part of the
distributors’ services in Ontario although not
all the wutilities offer the same services.
Unbundled rates would consist of separate rates
for each of these services thereby allowing a
customer to contract and pay for only those

services desired.

Positions of the Parties

Consumers' proposed a bundled rate for the

interim period. Unbundled rates were rejected
by Consumers' because 1t has no experience in
selling unbundled services; the customers have
no experience in purchasing unbundled services;
this lack of experience leads to uncertainty as
to whether or not income neutrality would re-
sult if unbundled services were offered; and
the unbundling of rates would be a lengthy pro-
cess resulting in a delay in the introduction

of T-rates,

Union also proposed a "bundled transportation
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2.18

storage service thal c¢an be expeditiously im-
plemented in the sghort term and will ensure
that the operating efficiencies of its system
are maintained." The utility stated that it
would consider an unbundled rate design for the
long term but an unbundled design in the in-
terim would not accomplish the interim object-
ive of leaving the distributors and theilir cus-
tomers financially unaffected by the intro-
duction of T-~service. Furthermore, unbundled
rates would not be compatible with the use of
existing sales rategs as a starting point for

the design of T-rates,

Northern submitted that its proposed T-rate
is effectively unbundled because it originates
from its negotiable sales rate. In any event,

Northern d4did not consider 1t to be reasonable
or practical to unbundle services £for rate-

making purposes.

Northern also submitted that because its trans-
portation rate is effectively unbundled it

should not he reguired to prepare any cost
allocation studies for the determination of

future unbundled rates.

IGUA submitted that in the interim, although
not vital, unbundling of services is preferable
and ought to be considered if the Board

believes unbundled rates can be reasonably
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estimated. Unbundled rates in the interim were
considered by IGUA to be of potential signifi-

cance on Union and Consumers' systems due to
their large amounts of storage. Such rates
were seen to be important for incremental vol-
umes and as a “consistent and logical first
gtep towards long-term unbundled cost-based
transportation services and storage services."”

IGUA suggested the use of current sales rate
cost allocation information for the unbundling

of services and pricing of such services.

CPA and Northridge argued that it is extreme-

ly lmportant that the customer receives all of
the services for which it is paying. CPA was
especially concerned with Consumers' proposal
in which the customer is paying a bundled rate
including storage, but is not entitled to the
same sgervice opportunities available to a sales

customer,

CCPA did not support contract carriage ser-—

vice which would consist of bundled transporta-

tion and storage components for either the
interim period or subsequent periods. Tt
argued that the ability to contract for trans-
portation and storage separately 1is more con-
sistent with the nature of the flexible and
market-oriented pricing regime that is contem-

rlated by the Agreement.
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2.24

IPAC supported the use of the bundled service
concept for interim T-service tolls. It argued
that "bundled services will provide the least
disruption to distributor gas supply load
balancing and delivery allocations from the

comingled gas streams."

C-I-L proposed an unbundled c¢ontract c¢arriage
service. It did not support bundled services
because they are more compatible with a buy/-
sell arrangement, Furthermore, 1f the customer
wishes to obtain load balancing and storage
services, they can do so on the basis of a
specific contract and rate assigned to such
services. C-I-L suggested that the unabsorbed
demand charges that an industrial customer
would incur in order to do its load balancing

on the TransCanada system could serve as an

estimate of load balancing costs.

Other Intervenors, for the most part, either

implicitly or explicitly accepted the need for
bundled rates in the interim period with proper
congideration being given to unbundled final
rates, The main reason behind this acceptance

was expediency.

Special Counsel also pointed out that, in

order to maintain income neutrality, the fixed

costs of storage and 1load balancing, etc, must
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be recovered in the interim period. Bundled
rates will allow such fixed costs to bes recov-

ered from the customers in the same manner they

are currently recovered.

The Board's Findings

2.26 The Board agrees that unbundling utility ser-
vices and rates will give customers greater
flexibility in choosing a mix of services and
in tightening the relationship between the cost
of service and the specific services received.
However, the Board finds expediency and sim-
plicity to ©be compelling c¢riteria for the
interim period and finds that transportation
rates and services for the interim period will
be bundled. The Board alsc agrees that the
fixed costs associated with storage and load
balancing must not be shifted to non-trans—
portation rate customers in the interim per-
iod. This supports the use of bundled trans-
portation rates for this time frame. There-
fore, the Board approves bundled transportation
services and rates in the interim period with-
cut prejudice to i1ts future consideration of

unbundled rates.

Application of the T-Rate Formula

2.27 In the Minister's statement of December 3,
1985, the following formula was proposed as a

starting point for the design of transportation
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rateg in Ontario:

T-rate = current selling price - avoided costs

+ added costs

Pogsitions of the Parties

Consumers', Union and Northern accepted the
use of the formula as the basis for the deter-

mination of transportation rates. However,
they differed in the application of the for-
mula, As discussed above under existing rate
forms, all wutilities proposed to use their
existing rates in defining the current selling
price but proposed different dJdefinitions of
avoided and added costs which are discussed in

Chapter 3.

Intervenors did not f£ind the formula to be

controversial and it was seldom mentioned in

argument, However, Northridge noted that any
difficulty with the formula stems from its

application and recommended that 1t be simple

and straight-forward.

The Board's Findings

The Board believes that the use of this formula
for developing interim contract carriage rates
will produce rates which keep non-trans-
portation service customerg and utility share-
holders indifferent to the utility offering
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transportation service. Therefore, the formula
for designing interim transportation rates is

accepted by the Board.

Separate Rate Schedule vs. Rider

2.31

2.32

The issue 1is whether the transportation rate
should be offered as a separate rate schedule
or accommodated through the use of a rider

appended to an existing sales rate schedule.

Positions of the Parties

Consumers' proposed a rider which will Dbe

used in conjunction with existing rate
schedules. The rider would refer to the appro-
priate rate schedule as the companion rate
schedule. A customer qualifying £for service
under rates 100, 110, 130 or 145 would refer to
both the appreopriate rate schedule and the
rider. All provisions in the rider would over-
ride the provisions in the existing rate sched-
ules. If a provision in an existing rate
schedule clearly has no application it will not
be adopted. Consumers' submitted that the use
of a rider is simple and comprehensible because
customers are familiar with the basic form of

the existing rate schedules,
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Union proposed to use a separate rate sched-
ule, referred to as vrate schedule T1, under
which Unicon would offer firm, interruptible,
combination or seasonal T-service, General
terms and conditions applicable to transporta-
tion customers would be set out in the rate
schedule. The rates asg previously mentioned
would be based on existing rate forms and the

T-rate formula.
Northern also proposed the use of a separate
T-rate schedule, referred to ag interim rate

T-50.

CPA and IPAC expressed a preference for

riders to existing rate schedules. CPA argued
that this would provide a means of ensuring
that transportation rates closely mirror exist-
ing sales gservice rate achedules. IPAC
described the rider approach taken by
Consumers' as a simple, straight~forward means
of establishing interim transportation rates

pending more detailed rate-making efforts,

Special Counsel submitted that as a practical

matter, the use of a rider or a separate rate
schedule makes little difference. However, he
recommaended the use of separate rate schedules
for two reasons. First, the terms and con-

ditions that apply to transportation rates may
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not apply to existing sales rate customers and
vice versa making the rider format less desir-
able. Second, the wuse o0f a separate rate
schedule indicates that transportation service
is fundamentally different from existing sales

rate service,

The Board's Findings

The Board is not convinced that the separate
toll schedule is superior to the rider approach
proposed by Consumers'. Both methods appear to
be simple and straightforward. Therefore, the
Board finds that Union and Northern may utilize
their proposed separate T-rate schedules and
that Consumers' may utilize its proposed rider

to existing rate schedules.

Minimum Annual Volume (Minimum Bill) Requirement

2.38

The utilities' relevant existing rate schedules
permit a minimum annual volume for purposes of
a minimum bill which provides protection for
the utility for recovery of fixed costs. This
protection is reguired in that Consumers' and
Union's demand charges are not sufficient +to
recover all fixed costs. In other words, the
commodity charge in the existing rate schedules
includes some fixed costs. As Northern's rates

generally consist of commodity charges, its
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fixed costs for these customers are recovered
through the commodity charge. Therefore, if a

regular industrial sales customer's actual
volumes are less than the volumes forecast for

that customer the utility must protect itself
against lack of recovery of the fixed costs

that are included in the commodity charge.
This protection is provided through the minimum

annual volume reguirement.

Positions of the Parties

Consumers' proposed a minimum annual volume
requirement for its transportation customers
which will be the same as exists in the com-—
panion rate schedule, Consumers' argued that
this minimum annual volume which translates in-
to a minimum bill is necessary to maintain the
status quo during the interim period. The con-
pany also stressed that the minimum bill is as
appropriate for transportation customers as it
is for sales rate customers Dbecause it will
cover fixed costs incurred by the T-rate cus-
tomer which has, in effect, reserved distri-
bution capacity for its use. Regardless of
whether the gas flows or not, the customer must
still pay for the availability of this distri-

bution capacity.

-



REASONS FOR DECISION

Union's transportation proposal also con-
tained a minimum annual volume reguirement
which Union refers to as a minimum annual
transportation activity level. This level
would be egquivalent t¢ the minimum annual
volume requirement in the companion sales rate
schedule. Again, Union c¢laimed that it should
be provided with the same revenue protection
from its transportation customers as it cur-

rently receives from its sales rale customers.

Northern also proposed a minimumn annual
volume reguirement for its transportation cus-
tomers. It argued however, that 1if its fixed
monthly demand charge is not accepted the mini-
mum annual volume requirements in its existing
sales rate schedules will not he sufficient to

protect its revenues.

IGUA supported Union and Consumers' proposals
to impose minimum annual volume requirements
(minimum bill) on their transportation cus-—
tomers as such requirements would provide for
recovery of fixed costs and an incentive for

the customer to continue its traditional load

Prattern,

CPA argued that a minimum annual volume re-

guirement and minimum monthly charge would
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2.46

wholly protect all the utilities for the recov-
ery of their fixed costs and allow the util=-
ities the opportunity to earn their allowed

return without guaranteeing their return.

Cyanamid opposed the minimum bill concept
which flows from a minimum annual volume re-

guirement. It argued that the requirement pro-
vides for the recovery of amcunts which are
much larger than the fixed costs of the few
kilometres of pipeline which serves Cyanamid
and a few other customers. Cyanamid submitted
that the wminimum bill concept is inconsistent
with a market-driven pricing environment and
that a volumetric rate would provide the
necessary incentive £for the distributor to £ill

its unused capacity by adding new loads.

Special Counsel submitted that there should
be a minimum annual volume requirement for

T-customers at the same level as the current
regquirement in the companion sales rate
schedules., He argued that "since existing rate

forms are to be used for contract carriage

customers, this approach is recommended to pro-
tect the utilities from non-recovery of fixed

costs due to volume declines."

The Board's Findings

The Board recognizes that minimum annual volume
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requirements protect the recovery of fixed
costs. The Board does not, however, agree with
Northern's contention that the minimum annual
volumes required of its transportation cus-
tomers should be greater than those reguired of
its sales customers. The fixed costs of
service for transportation customers are no

greater than those for sales customers.

For these reasons the Board finds that minimum
annual volume (minimum bill) requirements for

transportation customers are acceptable and
directs that the minimum volume requirement for

T-service be the same as the requirement for a
sales customer served under a companion rate

schedule.
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CHAPTER 3 - ADDED/AVOIDED COSTS

Introduction

3.1

The use of the T-rate Formula (i.e. T-Rate =
Current Selling Price - Avoided Costs + Added
Costs) regquires that avoided and added costs be
defined. These are costs that are either
avoided or incurred as a result of an end-user
choosing transportation service rather than

sales service.

Positions of the Parties

3.2

Consumers' initially submitted that, during

the interim period, the only avcoided cost would
be the CD and ACQ commodity cost of gas pur-
chased from TCPL, It also submitted that there

would De no significant added costs in the
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interim. In response to Special Counsel's
argument, however, Consumers' revised its posi-
tion somewhat and agreed to define its avoided
cost as the cost of CD gas (including hoth
demand and commodity components) and to recog-
nize CD demand as an added cost component.
This does not change the proposed T-rate but
merely provides for the separation and identi-~
fication of the demand charge. The net effect
is that the only avoided cost of gas is the CD
commodity cost pending the disposition of the

double demand charge issue by the NEB.

Union submitted that its added and avoided
costs must be customer specific. It was pro-
posed, by way of a rather elaborate calcula-
tion, to use the cost of CD-100 gas (CD gas at
100 per cent 1load factor which includes both
the demand and commodity components) as the

major avoided cost. The demand charge is then
considered to be an added cost. The net effect
is, as with Consumers', that the CD commodity

cost 1g treated ag the avoided cost of gas
pending disposition of the double demand charge
issue by the NEB.

Union alsc proposed to negotiate other added
and avoided costs with each individual customer
and argued that any uncertainty surrcunding the

amount o¢f such c¢osts will be removed through
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the negotiation process. Upon negotiation the
added and avoided costs will be included on the
customer's bill or credited to the customer in
order that Union's shareholders and its other
customers neither gain nor lose from the intro-
duction of T-Service. The other added costs
proposed by Union include the costs associated
with the caryying or disposition of gas stored
for customers that switch to transportation
service and any additional legal, c¢onsulting

and administrative costs.

In response to Special Counsel's argument,
Union submitted that legal and administrative
costs will not be assessed agalnst CMP cus-
tomers because they are insignificant bhut that
such costs will be assigned to buy/sell cus-
tomers. Furthermore Union argued that the
initial high legal and administrative costs of
the early T-service contracts "will be spread
among subsequent contract carriage participants
and even partly absorbed by the shareholders",

It was not shown how this might be done.

Northern proposed the commodity cost of CD
gas as its only avoided c¢ost, in the interim
period, subject to the NEB's dJecision with res-
pect to double demand charges, Added costs
that may be incurred because of T-service as

proposed by Northern include gas dispatching
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and electronic metering expenses; adminlistra-
tive and general expenses; legal and consulting
expenses; and Jlost or reduced rights to CD
diversions and AOI. Northern estimated that
electronic metering expenses could be §$12,000
plus per customer and loss of CD diversion and
AOI rights could be as high as $25,000 per cus-
tomer. However, because the magnitude of the
proposed added costs 1s not certain and because
these costs will be customer specific, Northern
intends to negotiate them on an individual cus-

tomer basis.

Should the two parties be unable to agree on
the added costs, Northern submitted that the
Board review such costs and if they are found
to be sgignificant they should be taken into

account.

IGUA submitted that the commodity and demand
costs of CD gas should be treated as avoidable,

as proposed by Union and eventually Consumers',
but that the demand charge should not be treat-
ed as an added cost unless "the distributor has
done everything necessary to achieve avoidance
of these costs". It was also proposed by IGUA
that other gas supply-related costs be consid-
ered to be avoidable, IGUA argued that any
added costs, other than the demand charge

referred to above, will be negligible and that
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3,11

in any event the Board should determine any
such added costs in its customer~specific
orders. IGUA rejected Union's suggestion of

open—ended added costs.

CPA argued that the demand charge should be
treated as an added cost, as proposed by Union,
in order that such charges be readily identifi-
able. It was alsco submitted that other avecided
and added costs be clearly identified; bhased on
forecasts rather than subject to fluctuation
throughout the period; and that added costs be
kept to a minimum. It argued that otherwise
uncertainty and/or onerous costs will prevail
which will serve as discouragements to trans-

portation service.

IPAC was also concerned that unnecessary or
inflated added costs could render T-service

non-competitive and recommended that the BRBoard
either sgpecifically identify items allowable as
added costs or accept Consumers' proposal that
for the interim period there will be no signif-
icant added costs. Should added costs be allow-
ed they must be spread over aleruservice cus-~
tomers rather than applied to the first few and

should be billed as a separate item.

Allied and Suncor agreed with Union's

definitions of added and avoided costs. In
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addition they submitted that the distributor
should clearly identify and provide full

accounting of such costs.

C-I-L accepted Union's definition of avoided
costs but, because C-I~L also proposed unbund-
led rates, submitted that 1oad balancing and
storage services not provided should also be
treated as avoided costs. Due to the uncer-
tainties surrounding the significance or exist-
ence of Union's proposed added costs, C-I-L
submitted that Union not be allowed to negoti-
ate these costs. Rather it was proposed that
Union keep track of any such costs and charge
them to the transportation customers at the end
of the interim period. If there is no agree-
ment between the parties at that time the Board

should intervene.

Cyanamid was not generally opposed to
Consumers' proposed definitions of added and

avoided costs. It submitted, however, that if
TCPL demand charges are allowed to be ccllected
from the customer they should be separately
identified and the Board should ensure that
they are not already accounted for in the

existing Rate 110 monthly demand charge.

Cyanamid also argued that, 1f the NEB relieves
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3.15

3.17

Consumers' of its demand charge obligation in
respect of gas taken by Cyanamid on a direct
prurchase contract, the interim rate should be

reduced to reflect the concomitant transfer of

risk from Consumers' to Cyanamid.

Cyanamid also submitted that any benefits
derived by the distributor due to the avoidance
of purchasing A0I gas as a result of direct
purchase should be passed on to the transpor-

tation customers.

FONOM agreed with Northern's definition of
avoided and added costs but dJdisagreed with
leaving the quantification of added costs sub-
ject to negotiation and uncertain prediction.
It proposed that, to maintain the status quo in
the interim, an estimate of added costs should
be allowed in the T-rate with a mechanism £for
readjustment at the end of the interim period

should unanticipated added costs be incurred.

Nitrochem argued that Northern's definition
of avoided costs 1is deficient in that storage
costs, financial inventory carrying costs, the
reduction in financial risk related to non-
payment of gas supply Dbills, load balancing
costs and backstop costs will no longer be
incurred for the saleg c¢ustomer that switches
to transportation service. Nitrochem recom-

mended that these costs should be included as
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3.18

avoided costs. It was suggested by Nitrochem
that these avoided costs be equal to the amount
which a particular sales customer pays in ex-

cess of the minimum permitted in its rate

schedule.

With respect to electronic metering costs,
Nitrochem argued that the need for telemetering
has not been proven (monitoring could be hand-
led by telephone) and therefore "at the very
least Northern should be required to prove on a
customer specific basis the need for the added
costs it claims from that customer", It also
argued that Northern's administrative, general,
legal and consulting expenses arising solely
from the introduction of contract carriage do
not warrant an "added cost" because they are
regular business expenses. If, however, the
Board feels that a specific charge for these
expenses 1ig warranted, Nitrochem submitted that
a fixed amount should be charged to all trans-—
portation and CMP customers to ensure equality
among the options. Nitrochem rejected
Northern's claim for an added cost in respect
of reduced rights to CD diversion and AOI
because, during this and the NEB hearing,
Northera's witnesses testified that the dis-
tributor has enough gas supply under contract
to meet 1its requirements, almost all of which

is CD gas.
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Northridge also subnitted that the TCPL
demand charge should be treated as an added

cost in that it would then be easily identified
pending the NEB decision on the double demand
charge issue. The avoided cost for a specific
customer is defined by Northridge as the cost
of the same volume of gas to the utility.

OAPPA accepted the wutilities' proposals with
respect to added and avoided costs but con-
sidered Northern's added costs to be question-
able. It submitted that allowed added costs
should be directly identifiable with contract

carriage arrangements.

Kitchener submitted that the T-service con-
tract does not need to deal with other added
and avoided costs in the interim. Because the
distributors were unable to specifically ident-
ify and quantify such costs, their inclusion
could lead to protracted negotiations and fur-

thermore such costs will be largely offsetting.

Special Counsel submitted that the avoided

cost of gas will be the utility's CD cost of
gas, including the demand and commodity compo=
nents, and that the TCPL demand charge should
be treated as an added cost that 1s separately
identified on the customer's bill,
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3.24

Special Counsel was concerned that the inclus-
ion of a number of added costs may result in
the contract carriage option being more onerous
than other available options, especially when
these added costs are not assessed against the
buy/sell and CMP options. He expressed other
concerns including the difficulties involved in
identifying and gquantifying the avoided and
added costs:; the open-ended nature of the added
costs and hence the uncertainty of the rate
level; how the initial start-up costs, such as
administrative and legal costs, will be spread
across all transportation customers:; and final-
ly that the cost of computing the added and

avoided costs may exceed the benefits of this

computation.

Given these concerns Special Counsel recommend-
ed that the Board not allow any avoided and
added costs other than the avoided cost of gas
(both demand and commodity components) and the
TCPL. demand charge as an added cost. To avoid
any substantial disruption of the status qguo,
Special Counsel also submitted that there be a
mechanism of appeal "if the customer or the
utility can demonstrate that the net difference
between the avoided and added costs exceeds two
percent of the total transportation revenues

expected from the customer (excluding the re-

covery of the TCPL demand charge)".
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The Board's Findings

3.25

The Board notes the almost unanimous acceptance
of Union's proposal and Consumers' final posi-
tion with respect to the definition of the
avoided cost of gas as the cost of CD gas (i.e.
both the demand and commodity components) and
with respect to the inclusion of the TCPL
demand charge as an added cost pending the NEB
decision with respect to the double demand
charge issue. The Board agrees that this met-
hod allows the separate identification of the
amount of the TCPL demand charge paild by each
customer. Such identification will facilitate
the process of refund should the NEB decide
that a refund is warranted. The Board notes
that Northern indicated during the hearing that
it could separately identify the TCPL demand

charge quite easily.

Therefore, the Board finds that the avoided
cost of gas will be defined as the CD-100 cost
of gas for Union and Consumers' and the appro-
priate CD cost of gas, including the demand and
commodity components, for Northern. The TCPL
demand charge will be an added cost that will
be identified separately on each customer's
monthly invoice. The TCPL demand charge will

be discussed in greater detail in Chapter 4.
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3.27

With respect to other avoided and added costs
the Board agrees with Special Counsel that
"keeping the utility and its other customers
whole requires the determination of each and
every avoided and added cost element. However,
administrative simplicity, speed and certainty
requires that all insignificant avoided and
added costs be ignored or considered as offset-
ting in the interim." The Board is not con-
vinced that the other avoided and added costs
anticipated by Union and Northern will neces-
sarily arise or, if they do, that they will be
significant during the interim period. The
Board is also concerned that the open-ended
nature of Union and Northern's proposals and
the resulting uncertainty may lead to onerous
conditions and will  unnecessarily protract
negotiations, Furthermore, the Board has not
been satisfied that administrative, legal and
consulting fees can be allocated equitably to
all transportation customers. In addition, the
imposition of these costs on transportation
customers but not on CMP customers would be

discriminatory.

For the above reasons, the Board finds that no
avoided and added costs shall be included in

the interim rates approved herein, other than
the above defined avoided cost of gas defined

in paragraph 3.26 and the TCPL dJdemand charge
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added cost. In the event that a utilitv or
customer can demonstrate that the net Jdiffer-

ence between other avoided and added costs 1is
significant it can request the Roard to examine
such costs when the agreement is before the
Board for approval. The order may or may not

be made without a hearing.
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CHAPTER 4 - TCPL DEMAND CHARGES

Introduction

4.1

When an Ontario end-user purchases 1its gas
directly from a producer, Dbroker or agent in
Alberta or Saskatchewan, the gas must be trans-—
ported on TransCanada's system to the Ontario
delivery point. Part of TransCanada's charge
to the end-user for firm transportation is a
demand charge to reserve the necessary pipeline
capacity. Prior to the introduction of the
direct purchase option customers bought their
éas from the distribution utility, To supply
their customers the utilities entered into
long-term gas supply contracts with Trans-

Canada. These long-term contracts also include
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demand charge commitments to reserve pipeline

capacity.

Therefore, an end-user purchasing gas directly
becomes responsible to TransCanada for a demand
charge  and the utility continues to Dbe
contractually obligated to pay the demand
charge associated with the pipeline capacity
reserved to serve that customer. This has
resulted in allegations that there is a "double
demand charge" and as discussed in Chapter 1
the NEB is currently conducting a hearing to

look into this matter.

The issue that must be resolved in this Deci-
sion is who should pay the TCPL demand charges
currently being paid by the utility when an
end-user elects to purchase 1ts gas supply
directly. If it is determined that the end-
user must pav these demand charges, the appro-
priate amount of such charges must be decided
by the Board.

Positions of the Parties

4.4

Consumers' argued that it should be entitled
to collect the relevant TCPL demand charges

from its transportation customers Dbecause it
continues *to be contractually responsible for

these commitments, If any refund is found to

/50



REASONS FOR DECISION

be necessary by reason of the NEB's decision
with respect to the double demand charge issue,
Consumers' will refund such amounts as the
Board decides are appropriate. Consumers'
agreed in its reply argument to bill the TCPL

demand charge to each customer on a separate

item basis.

Consumers' proposed to bill the customer month-
ly for the TCPL demand charge obligations as-
sociated with 1/365th of the T-service cus~
tomer's annual direct purchase volumes. (This
is deemed to be the customer's daily demand).
It submitted that it "will nominate on a daily
pasis to purchase 100 per cent of its CD enti-
tlement less the volume to be delivered by the
T-service customer{s)."” With respect Lo this
position Consumers' applied to TCPL for relief
from the demand charges which it is imposing on
its two existing transportation customers.
Consumers' noted, however, that it may Dbe
forced to use some of this CD commitment that
is being paid for by the transportation cus-

tomers.

Union proposed that any TCPL demand charges,
that relate to contractual capacity that be-

comes redundant to Union due to the introduc-
tion of transportation service, be paid for by

the appropriate end-user. It argued that
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should the end-user not pay these demand
charges and no relief be granted to Union, un-

absorbed demand charges would arise.

The demand charge will be billed monthly as a
separate added cost and will be eguivalent to
the TCPL demand charge obligations associated
with 1/365th of the expected annual volume pro-
viding the customer is capable of delivering
gas at 100 percent load factor,. In the event
that the NEB decision results in relief of this
charge, Union will cease to bill this item as
an added cost,. Should a refund be involved,
Union will return any amount including inter~

est, refunded to it.

Union disagreed with some intervenors' recom-—
mendations that the utilities be obligated to
request relief from TCPL in respect of the con-
tractual obligations that will be incurred by
transportation customers. However, Union sub-
mitted that it would cooperate with its cus-
tomers in this respect, Union also agreed with
Consumers' that should it be required ¢to
utilize its CD entitlements that are being paid
for by the transportation customer in order to
gain access to its discretionary purchase
rights, it should not be required to refund the
related demand charges to the transportation

customers.
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4.10

4,11

Northern's position with respect to  TCPL

demand charges was similar to that of
Consumers’ and Union. Again, Northern is re-
quired to pay such demand charges associated
with volumes displaced by transportation ser-
vice, Therefore, unless and until any relief
is provided to Northern, the transportation
customer will be required to pay the TCPL
demand charges. Northern submitted that if
relief is granted it will provide the appropri-
ate relief to its transportation customers and
the records that it will maintain for these
customers will allow the proper relief to be

granted.

Although Northern does not believe it necessary
to treat the TCPL demand charge as part of the
avoided cost of gas and then as an added cost,
it submitted that it would be able to do so.
"Northern would identify the demand charge com-
ponent of the sales contract price as
TransCanada's unit demand charge in the appli-
cable rate =zone multiplied by the customer's

contracted daily demand."

Northern objected to any proposed obligation on
Northern to request relief but is prepared to
do so and has reguested such relief from
TransCanada with respect %o its transportation
contract with Nitrochem. Northern also submit-

ted that the transportation customer would be
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4.12

4,14

relieved of the relevant TCPL demand charges on
any day that Worthern intentionally uses that
CD entitlement. However, Northern would not
provide such relief if the use of the CD enti-
tlement was accidental and will not provide

such relief for the entire contract period.

IGUA submitted that the TCPL demand charges
should be "separately identified and guantified
in the customer specific rate order." However,
the customer ought not to be responsible for
any TCPL demand charges "until the utility has
identified the extent to which the customer has
displaced capacity entitlements and until the
utility has presented a request to be relieved
from paying for the capacity." Furthermore,
IGUA submitted that if any of the CD entitle-
ment that is being paid for by a transportation
customer is used by the utility then the demand
charge obligation to the customer should cease
at least for the period during which the util-

ity uses the entitlements.

CPA submitted, as noted previously, that the
TCPL, demand charges be separately identified.
The Board was urged, 1in the event relief is

granted by the NEB, to ensure that such relilef

is effected as a customer specific credit.

With respect to the amount of the TCPL demand
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4.15

4.17

4,18

charge that ought to be assigned to a trans-
portation customer, CPA recommended that the

demand charges associated with the volumes con-

tracted for, be allowed.

CCPA recommended that contract carriage cus-

tomers not be responsible for duplicate demand

charges.

IPAC advocated the collection of the TCPL
demand charge from dJdisplacement transportation

customers, pending the NEB decision. It recom-
mended a retroactive reallocation of these
charges be directed by the Board should relief
be granted. IPAC submitted that the amount of
the TCPL demand charges, paid for by the trans-
peortation customers, "must reflect the distri-
butors actual aveoided costs of gas purchased

including consideration of AOI volumes costs.”

Allied and Suncor recommended that the c<on-

tract carriage customer pay the TCPL demand
charge as a separate added charge to the extent
that the utility 1s willing to give up its
associated CD entitlement. Should the dis~
tributor use any part of this entitlement it

must then pay the related TCPL demand charge.

With resgpect to any relief that is granted by
the NEB, Allied and Suncor submitted that, to
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4,19

avoid problems with the amount of relief, Union
should be bound by the NEB's definition of

incremental and displacement loads. It also
recommended that relief be given with interest.

C-I-L, given that Union proposed to transfer
the demand charge obligations associated with
1/365th of the expected annual volume to be
used by the customer, submitted that this
volume bhe agreed upon between Union or
Consumers' and the customer. The appropriate
amount of CD service that should be assigned to
Northern's customers, C-I~L recommended, is the
amount of the customer's contract demand with

Northern.

C-I-1L argued that the utilities should not be
allowed to collect the TCPL demand charges,
associated with the above defined CD service
transfers, pending the NEB decision,. I1f, how-
ever, the Board allows this "upfront" collec-
tion, C~I-L submitted that the utilities should
be allowed to do so only on compliance with

IGUA's recommendations in this area.

Cyanamid submitted that Consumers' should not
be allowed to charge its contract carriage cus-

tomers for its TCPL demand charge obligations.
The "upfront" collection of the full amount of

demand charges was particularly objected to
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because Consumers' may itself choose to use the
pipeline, that the transportation customer has
pald for; if there 1is no relief from the NEB
there will be no incentive for Consumers' to
seek ways of reducing such charges; and such an

allowance will effectively eliminate direct

purchase and hence market-oriented gas
pricing. In addition, because the customers
were not parties +to Consumers' contractual

commitments to TCPL, it was submitted they
should not be reguired to bear such
commitments, The customers would not be

required to do so if they left the system.

If the Board allows the utilities to include
the TCPL demand charges in their transportation

rates, Cyanamid recommended that Consumers':

a) identify the extent to which it is pre-
pared to seek the reduction of its demand
¢harge obligations from TransCanada and be

reguired to seek such relief;

b) apply to the NEB for such relief if it 1is

denied by TransCanada:;

c) hold demand charge payments in a deferral
account;
aj) refund such demand charges with interest

if relief is granted; and
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4.23

4.24

e} undertake mitigation efforts 1f relief is

not granted.

FONOM supported the collection of the
relevant TCPL dJdemand charges from transpor-
tation customers on an easily identifiable

basis.

Nitrochem submitted that any TCPL demand
charges included in Northern's fixed monthly
charge should be separately identified and that
no such charges should be permitted unless the
utilities seek relief of these charges and pass
on any relief granted to their customers. It
was also submitted that the TCPL demand charges
paid by the customers ought to be set aside in

a deferral account pending the NEB decision,

Northridge recommended separate accounting

for any TCPL demand charges paid by transpor-
tation customers. It was also submitted that
there should be no double demand charge com-
ponent in interruptible rates because
TransCanada's interruptible rates do not have a
demand charge component. Northridge also urged
the Board to oversee any relief arrangements

made by the utilities.

OAPPA supported the proposals of Northern and

Union with respect to the TCPL demand charge

issue.
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4,28

Inco submitted that TCPL demand charges
should not ©be included in T-rates because
T-customers are not parties to the agreements
under which the utilities are obliged to pay

these charges.

Brenda Mines was opposed to the i1nclusion of
TCPL demand charges in T-rates. It argued that

if T-customers pay these charges the utilities
will be able to reap a benefit by purchasing CD
gas rather than AOI gas. Because the T-cus-
tomer will have paid the CD demand charge the
utilities will be able to pay only the CD com~
modity cost which is less than the cost of AOIL

gas.

Special Counsel recommended that the Board
allow the utilities to treat the relevant TCPL

demand charges as an added cost to transpor=-
tation rates pending the NEB decision. He,
however, recommended that the Board impose the

following limits:

a) the maximum amount of the TCPL demand
charge to be collected from Union and
Consumers’ customers monthly be limited to
that amount associated with 1/365th of the

customer's annual volume:

b) the maximum amount of the TCPL demand
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charge to be collected from Northern's
customers be TransCanada's unit demand
charge multiplied by the customer's con-~

tract daily demand:

c) the amount allowed be limited to the

amount of the contract obligation from

which the utility requests relief;

a) the transportation customer be relieved of
the associated TCPL demand charge for the
entire contract period should the distrib-
utor use the pipeline space being paid for

by the customer; and

e) any adjustments required, due to the
utility using available pipeline capacity
or due to less than 100 per cent relief
being granted, be made on a pro-rata basis
to all transportation customers entitled

to relief.

The Board's Findings

4.30

The Board finds that exempting the utilities'
other customers and shareholders from gains or
losses reguires that transportation customers
must pay the demand charges relating to the
utilities' contractual capacity with TCPL that
becomes redundant due to these customers elect-

ing to purchase their gas directly. The
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utilities continue to be contractually obliga-
ted for these TCPL demand charges and must
recover them pending the NEB's decision with
respect to the double demand charge issue, As
noted in Chapter 3, the Beoard finds that such

demand charges must be accounted for separately.

The Board recognizes that the amount of the
TCPL demand charges that should be c¢ollected
from each transportation customer is difficult
to determine and is complicated further by the
uncertainty surrounding the NEB decision. The
Board directs therefore that the amount charged
each customer must be clearly identified and

must be determined in accordance with the fol-

lowing:

1. The maximum amount of the TCPL demand
charge to he collected monthly frem Union
and Consumers' customers will be calcu-~
lated on the basis of 1/365th of the
expected annual volume that the customer
contracts to deliver to the utility. This
amount will not be subject to the customer
being able to deliver at 100 per cent load
factor. The expected annual volume will

be agreed to by both parties.

2. The maximum amount of the TCPL demand

charge to be collected from Northern's
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transportation customers will be
TransCanada's unit demand charge multipi-
ied by the customer's contract daily

demand.

Subject to the above maximum limits the
amount of TCPL demand charges to be col-
lected from each transportation customer
will be limited to the amount of the con~
tractual obligation from which the utility
seeks relief from TCPL., The imposition of
this limitation is not considered by the
Board to be an undue burden on the utilit-
ies and is considered to provide some com-

fort for the customers.

In the event that a distributor intention-
ally uses pipeline capacity that is being
palid for by its transportation customers,
such customers will be relieved of the
associated TCPL demand charges for the
entire contract period on a pro-rata
basis. However, should the utility be
forced to use the pipeline capacity under
protest 1n order +to prevent unreasonable
curtailment of its interruptible customers
or to protect its firm customers, the
utility will only be required to reimburse
its transportation customers for the
amount of the CD entitlement used, and
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4.32

only for the periods during which it was
used., The utility must document the con-
ditions under which it uses the pipeline
capaclty that is being paid for by 1its
transportation customers, for presentation

to the Board in a future hearing.

The Board also finds that in the event relief
is granted to the utilities for contractual

obligations that are being paid for by trans-
portation customers such relief, including
interest if any, shall be passed on to the cus-
tomers forthwith. The pass through of such
relief including any refund that may be reguir-

ed must be approved by the Board.
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CHAPTER 5 - ELIGIBILITY CRITERIA

Introduction

5.1

This chapter dealg with certain criteria sug-
gested by the utilities as eligibility require-
ments for transportation service during the
interim period. The proposed criteria include
minimum volumes, c¢ontract applicability, supply
support and broker/producer versus end-user
contracts, These are dealt with individually

below.

Minimum Volumes

Pogitions of the Parties

Consumers', Union and Northern each proposed

a minimum consumption level as an eligibility

criterion for transportation service during the
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interim period. Consumers' and Northern spec-
ified daily volume levels of 40,000 m3 and
30,000 m3 regpectively. Union specified an
annual volume of 28,000 103m3 as its
gualifying level of consumption. This 1is
approximately equivalent to 76,000 m3 per day.

Consumers' stated that the 40,000 n3 ber

day qualifying minimum was an arbitrary level
that would restrict the number of applicants
for T-service, It does not wish to discourage
potential c¢ustomers and is not married to the
40,000 mB/day level; nevertheless some
restriction is considered desirable because of
the limited staff available to handle potential
T-customers. Consumers' indicated that 40 cus-
tomers from rate classes 110 and 145 would
qualify at the above level, of whom approxi-
mately 20 would be eligible during the interim
period, consuming approximately 10-15 Bcf. No
enquiry had been received by Consumers' from a
potential T-~customer regquiring less than 40,000
ns per day but Consumers' acknowledged that
it would be prepared to apply to the Board for
an order to vary the level if experience shows

that a lower level is more appropriate in the

interim.

Consumers' proposed that a transportation cus-

tomer would be allowed to contract up to the
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9]
(o)

average daily requirement, based upon estimated
consumption in the interim period, not its peak
day requirement. Consumers’' said that if a
T-customer contracted for more thgn its average
daily requirement, the customer would become a
purveyor of gas to the system to the detriment

of Consumers' purchasers of system gas.

Union's position is similar to Consumers' in
that the threshold is seen as an appropriate
means to limit the number of applicants to
manageable levels, with the limited number of
trained staff available. The proposed level of
28 103 per yvear would, according to
Union, limit the number of potential T-cus-
tomers to about 20, most of whom would be from

the M7 Rate class.

Union claimed that it will reduce its minimum
threshold and expand the availability of T-ser-
vice as rapidly as possible; this will depend
on the number of applications and the staff

resources available,

Northern's views were similar to both
Consumers' and Union insofar as the proposed

3

minimum level of 30,000 m per day was

arbitrarily chosen as a threshold which will
keep the number of potential customers to an

adminisgtratively feasible level, Northern
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stated that approximately 51 customers would
qualify from rates classes 20 and 25 of which

four or five may take advantage of T-service in

the interim period.

While Northern's proposed T-~service level is
available only if there is sufficient capacity
in its system to provide the service without
affecting adversely the service extended to its
other customers, Northern stated that it did
not anticipate capacity problems on 1ts sys-
tem. Northern indicated that it was not tied
to the 30,000 m3 per day figure and it would
apply to the Board if a lower level appeared
appropriate where a prospective T-customer had
made arrangements for a supply of gas, and its

carriage, to Northern's system.

Kitchener argued that the setting of a mini-
mum threshold level 1is inconsistent with the
purposes of the Agreement and that one should

not be permitted.

CPA expressed concern that arbitrary limits
may preclude T-service for some customers and
raised the issue of discrimination. CPA bel-
ieved that distributors' concerns regarding
administrative difficulties in the interim
period had not been substantiated, but took
comfort that each of the distributors had in-
dicated flexibility toward administering the

eligikility requirement.
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5.13

5.14

UDI argued that the concerns expressed by the
distributors were "excuses ... to deny Ontario
gas users the immediate opportunity to obtain
lower priced gas supplies."” UDI argued that
proposed limits create discrimination and sub-
mitted that all utility contract rates should
be considered as reasonable qualifying levels

in the interim.

IGUA argued that there should be no eligibi-
lity limits or exclusions in any interim T-rate
schedule., Minimum volumes could be determined,

if necessary, on a case-by-case basis.

Cyanamid submitted that contract carriage
should be open to any customer or group of cus-
tomers that wish such service, regardless of
volume reguirements, However, recognizing that
there there may be problems in coping with a
large number of customers in the interim,
Cyanamid 4did not object to Consumers' proposed
minimum regquirements in the interim period pro-
vided that customers which do not automatically
qualify may apply to the Board on a case-by-
case Dbasis. Cyanamid made no specific refer-
ence, 1in argument, to Union's or Northern's

proposed eligibility levels.

Allied and Suncor, with particular reference

to Union, argued against any minimum level
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being set since this would arbitrarily exclude
potential direct purchasers. According to
Allied, the practicalities of the market place
will set the de facto entry level.

OAPPA objected to the high volume levels
reguired by wutilities for customers to be
eligible for interim T-service and proposed
that they be reduced. The OAPPA submitted
that, at best, about one-half of the 16 member

universities would qualify for T-service,

FONOM submitted that because of the relative-
ly short interim period, some minimum eligibi-
lity reguirements are an administrative neces-
sity. However, it stated that the combination
of a minimum volume and exclusion until exist-
ing contracts expire, may preclude a number of
industrial customers from T-service in this

period.

CCPA submitted that, in the market responsive
environment anticipated by the Agreement,

artificial restrictions such as minimum volume
reguirements or minimum annual transportation
volumes should not receive this Board's en-
dorsement, The CCPA believed that the econo-

mice of a particular transaction will determine

the appropriate volumes.
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5.19

C-I-I, argued against limiting, in advance,
the access of customers to contract carriage
arrangements and stated that there is no need
to raise arbitrary barriers. C-I-L stated that
the market realities that make such arrange-
ments attractive to large volume customers will
likely limit contract carriage to a reasonable
level. C-I-L also pointed out the unjustness
of having different eligibility reqguirements

for each of the three distribution systems.

IPAC stated that, for each distributor, the
minimum volume requirements are substantially
in excess of those required for comparable
sales service in existing rate schedules. IPAC
did not agree with the utilities' contentions
that T-service will cause a significant in-
crease in administrative workload, since the
potential T-customers are already on the dis-
tributors' systems and known to then. IPAC
argued that the minimum eligibility volumes
should be no higher than the levels required
for sales service and, preferably, should be

substantially lower.

Northridge argued against imposing minimum
volume reguirements, pointing out that low load

factor customers would be unable to Jjustify the

costs of arranging such sales. Stating that no

justification for such limitation had been
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&1

shown, Northridge believed +that the market
itself will resclve the matter.

Special Counsel submitted that eligibility
regquirements in the form of minimum volumes are

unnecessary and discriminatory and ought to be
rejected., In his opinion it was more appropri-
ate to let the market determine eligibility for

contract carriage in the interim period.

The Board's Findings

The Board is not persuaded by the submissions
of Consumers', Union and Northern that, in the
interim period, minimum eligibility volumes of
the levels proposed by these utilities are
necessary in order to control, for administra-
tive purposes, the numbers of potential applic-

ants for transportaticon service,

The Board finds that for the interim period,
the minimum volumes eligible for T-service
shall be no higher than the volumes stipulated
in the companion sales rate schedules. The
companion sales rates schedules shall be Rates
100, 110, 130, and 145 for Consumers'; Rates 20
and 25 for Northern; and Rates M4, M5A, M7, and

M2 for Union.
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Contract Applicability

5,24

5,25

Pogitions of the Parties

Consumers' submitted that 1its customers will

not be eligible for transportation, nor buy/-
sell, services unless current sales contracts
have expired. As current contracts expire in
the interim period, customers which meet
Consumers' eligibility levels <could obtain
transportation service under Rate 100 and/or
Rate 110, and seasonal reguirements under Rate
130. Interruptible transportation service will
be available under Rate 145. During the hear-
ing however, Consumers’ said that i1f a customer
required T-service before expiry of the current
contract, Consumers' would be prepared to dis-

cuss it.

Union, in a similar fashion to Consumers’,
will accept contract c¢arriage requests from
existing customers as sales contracts expire.
Union believed that expiry of a current con-
tract as a pre-reguirement of T-service is
inherent iIn the Agreement, However, Union
stated that i1if this were shown not to be the
case, it would be  prepared to consider
re~negotiation of the contract in the interim.
Union proposed to offer firm and interruptible
T-service to customers currently being served,

mostly under Rate M7.

/73



REASONS FOR DECISION

185

Northern did not specifically state that
expiry of current contracts was a prior requi-
rement for negotiating T-service in the interim
period. However, its position can be inferred
as being similar to Consumers' and Union's.
Northern proposed to offer only firm T-service
to potential customers currently being served

under Rates 20 and 25,

Intervenors did not refer in argument to the

proposals of the three utilities to offer
T-service only on expliry of current sales con-

tracts. However, most expressed the view that

transportation service should be introduced as

gquickly as possible,.

The Board's Findings

The Board finds that since the utilities and
other customers are being kept whole, the
utilities should not wait for expiry of a gas
sales contract before negotiating interim
T-service. The utilities are directed there-
fore to consider any request for renegotiation
of a customer's contract, before normal expiry,

to provide for T-service, or buy/sell service.
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Supply Support

.30

8]

Pogitions of the Parties

Consumers' and Union, in particular, expres-

sed concern regarding the non-arrival of a
T-service customer's gas, and the possible
adverse impact on other customers. To satisfy
their obligations +to other customers, the
utilities claim they should be entitled to
verify T-customers' upstream arrangements in-
cluding their suppliers' gas reserves, and the
adequacy of T-customers' arrangements with
TCPL. Union and Northern proposed to negotiate
a general indemnification clause whereby sales
customers would not be adversely affected by

the provision of T-service.

Northern stated that the utility should not

be required to protect the T-customer from the

results of supply failure.

Kitchener submitted that the wutility should

not have the right to satisfy itself as to the
ability of the T-customer to effect delivery of
contracted volumes, and that the distributors
had not established in the hearing that failure

to supply would affect other customers.
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5.34

CPA considered that the review and evaluation
of a customers' gas supply is immaterial in a
carriage arrangement, If carried out, the cost
should be borne by the utility, not the cus-

tomer.

IGUA argued that an obligation upon the
T-customer to deliver and his liability for
failure to deliver are matters more akin to a
buy/sell arrangement than a transportation
arrangement. The obligation to deliver is not
properly part of a transportation service
arrangement, but i1f such an obligation were
imposed, it should not, according to IGUA, also
impose and quantify in advance a fixed penalty
for failure to deliver. IGUA also took issue
with the proposed broadly-worded indemnifi-
cation clauses. In IGUA's view, the matter of
the adeqguacy of gas supplies could be deter-
mined, if necessary, on a case-by-case basis.
Basically, IGUA argued that the increased risks
envisaged by the utilities as the result of
T-service, could be largely avoided by using

the buy/sell alternative.

Cyanamid opposed the requirement that
T-customers deliver their average daily volume

at 100 percent load factor each day. In
Cyvanamid's view, direct purchase customers
should bear their own supply risks: an

776



RFASONS FOR DECISION

inadequate gas supply is a concern of the
T—-customer, not the distributor.

Allied and Suncor argued that the distributor

should not need to be independently satisfied
with the deliverability of gas under the direct
purchase contract. They c¢ontended that Union

had not established the need for indemnity,.

FONOM supported Northern's position that any
increased risk, of supply or otherwise, to the
utility or system customers should be borne by
the T-customer. FONOM submitted that this
should be covered by an appropriate broad in=-

demnity clause.

Nitrochem argued that in a transportation
arrangement there is no need for the distribu-
tors to satisfy themselves as to the adequacy
of the T-customer's gas supply since the cus-
tomer already has a vital interest in gas
availability. Where a fixed charge is required
as in Northern's proposal, Nitrochem argued
that whether or not gas is actually transported
should be a matter of indifference to the
utility. There is therefore no need to inves-
tigate the supply and reserve position of the
supplier. Nitrochem believed that such fea-
tures are more appropriate to buy/sell arrange-

ments.
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5.38

5.39

Northridge argued that security of supply is

the T-customer's responsibility and risk. It
pointed out that requiring the delivery of
average dalily volumes at 100 per cent load
factor 1is not usual in a contract carriage
arrangement. Northridge Tbelieved that the
indemnity provisions being sought are unwar-

ranted or, at least, much too broad.

IPAC stated that the responsibility for gas

supply under T-gservice rests with the
T-customer, It found unacceptable the concern
of distributors that supply failure by
T-customers will lead to interruption of ser-
vice to sgales customers, given modern metexing
and telecommunications. In connection with the
use of brokers and producers, IPAC also stated
that these entities are in a better position to

provide assurance of supply than an end-user,.

Special Counsel pointed out that contract

carriage customers have a substantial stake in
the continuity of their gas supplies. Verifi-
cation of gas supplies is unnecessary Dbecause
of the checking performed by other authorities
in Alberta. ZLosses resulting from supply fail-
ure fall only on the contract carriage cus-
tomer; consequently the regquirement of checking

supplies is unnecessary to protect the

utilities' other customers. However, Special
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5.42

Counsel felt that due to the integrated nature
of the Union system there was a risk that a

supply failure on the part of a Union
T-customer could impact upon other Union cus-

tomers in the interim eriod. See "Risk" 1in
P

Chapter 7 for further discussion of this issue,

The Board's Findings

In E.B.R.L.G. 26, dated February 10, 1984, the
Board stated on Page 75 that

By acqguiring its own gas supply, the
direct purchaser would automatically
assume the risk of sgupply failure,
previously borne by the utility. A
direct purchaser would have to make
its own arrangements for back up sup-
ply since it would be irresponsible
for it to plan to rely on the gas
distributor and/or the distributor's
other customers to gupport it 1if its
gas supply was Inadequate, and un-
reasonable for the utility to be
obliged to serve in these circum~-
stances.

The Board, in keeping with its views as expres-
sed in E.B.R.L.G. 26, finds that verification

of upstream supply arrangements including
verification of the gas reserves shall not be a

condition of providing T-service by the utility.
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Brokers vs. End-User Contracts

5.43

Positicons of the Parties

Consumers’, Union and Northern stated that

they wish to deal only with end-users and that
T-service would not be available to brokers or

producers.

CPA, while accepting that verification of
financial wviability 1is reasonable, disagreed
with the proposed limitation of T-service to
existing end-users and pointed out that
Consumers' itself had dealt with a broker in
the shape of Canadian Natural Gas Clearing
House. CPA regarded the intention to deal only
with end-users as arbitrary. Some customers
might be disadvantaged to the extent that ben-
efits which might otherwise accrue to them from
arrangements made with gas marketers or gas

producers would be denied.

IGUA argued that to exclude Dbrokers would
negate the objective of the Agreement to intro-
duce competition into the pricing of gas, and
that such exclusion would not be in the public

interest.

Cyanamid submitted that contract carriage

should be open to any customer or group of
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5.48

5.49

customers regardless of volume requirements or
ownership of the gas. Cyanamid protested

against Consumers' intention to deal only with

end-—-users.

Northridge argued that there is no sound

Yeason to limit T-services to end-users.,.
Credit-worthiness, if that is a concern, should
be satisfied in the specific negotiations, not

by excluding all but end-users.

IPAC argued that restricting T-service to
end-users only 1s unnecessarily restrictive and
limits the availability of T-service in the
interim period. IPAC maintained that T-service
should be available to producers and brokers,
as well as end-users. Iin many potential
T-service situations, IPAC believed producers
are responsible for arranging transportation
through to the end-user. In IPAC's view, the
use of brokers 1is in keeping with the mnore
aggressive marketing of gas, which should be

welcomed.

Special Counsel argued that the use of brok-

ers should be permissible if the minimum volume
requirements are dispensed with, since brokers
would Dbe able to arrange gas supplies for
several smaller customers provided each cus-

tomer entered into a T-service arrangement




REASONS FOR DECISION

with the utility. Special Counsel submitted
that it is reasonable for the utility to look

to the end-user for payment and, therefore, the
contract. He argued that Dbrokers should be
permitted to operate in Ontario and that the

utilities should cooperate with them.

The Board's Findings

The Board finds that the use of brokers and
producers i1s necessary 1in furtherance of the
objectives of transportation service and buy/-

sell arrangements in Ontario.

While the Board wishes to encourage co-opera-
tion between utilities and brokers (and pro-
ducers), it appreciates that utilities must
look to end-users for performance and payment.
Accordingly, the Board finds that where con-
tracts are entered into by utilities for buy/-
sell or T-service arrangements, they should be

made with the gas end-users.
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CHAPTER 6 — THE INTERIM CONTRACT PERIOD

Introduction

6.1

Representations were made by many parties as to
the length of the term of any interim trans-
portation service rates which might be put in

rlace by the Board.

Positions of the Parties

6.2

Northern maintained that all contracts for
interim transportation service should conclude
on October 31, 1986. It was argued that this
is the period that was established by the
Agreement; that October 31 is the anniversary
date of most of Northern's industrial sales
contracts; and that there are many uncertain-

ties beyond November 1, 1986.

Northern is, however, prepared to consider, on

a case by case basis, transportation service
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contracts beyond October 31, 19286. It also in-
dicated that it is prepared to enter into con-

tracts for periods as brief as one month but
believed that it is impractical to contract for

periods less than one month.

Union proposed that interim T-service con-
tracts extend to at least March 31, 1987 and
commence no earlier than April 1, 1986 to coin-

cide with Union's operating cycle,

Union indicated that it had qualified support
for CPA's suggestion that the interim rates
established by the Board continue until it is
appropriate to set a permanent rate in a dis-

tributor's main case.

Union also said that if there is to be a fur-
ther hearing by this Board in terms of long

term arrangements that the hearing should be

delayed until the spring of 1987.

Union argued that short term T-service con-
tracts are not compatible with the purchasinag
and operating constraints on the utility,

Plans must therefore be made over the entire

operating season,

Union declared that a T-service customer wigh-

ing to return to the system as a sales customer
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6,10

as of November 1, 1986, could not be guaranteed

service since Union wmay not have sufficient
volumes of gas 1in storage to meet the cus-

tomer's requirements.

Consumers' argued that interim transportation
service should only extend to October 31, 1986,

IGUA's position was that permanent cost-based
T-service rates should commence by October 31,
1986 or as soon after as possible. Furthermore
"it is the Board, not the utility, that should
determine whether an interim transportation
services relationship extends beyond October
31, 1986", 1IGUA argued that the interim agree-
ments should not automatically end on that
date, but should, in appropriate circumstances,
be extended. In any event, interim trans-
portation agreements should not be terminated

without a Board order.

Cyanamid proposed that the interim period
should run until October 31, 1986 and continue
thereafter until the Board fixes permanent
rates. Cyanamid also proposed that the Board
should permit customers to apply for extensions
of the term to coincide with any TCPL contract

term regquirements.

CPA took the position that "what 1is contem-
plated by the current hearing is the establish-
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ment of a new utility service." It argued that
for this reason the service should not be dif-
ferently characterized £from any other service

offered by a utility.

CPA recommended that interim contracts remain
in existence until changed, finalized, revised
or terminated. Changes c¢an take place and
longer term arrangements considered when in-
dividual distributor specific rate applications
are brought before the Board. At that time,
CPA argued, the toll can he established either
by a formula or on a cost allocation basis.
CPA argued that any doubt about the availabil-
ity of carriage service beyond October 31, 1986
will create an additional stumbling block to
direct sales being effected during the interim

period.

CPA pointed to a further hurdle in that interim
service contracts on TCPL's system for a period
of time less than one vear reguire the approval

of the NEB under Section 59 (2).

Kitchener and UDI supported the termination

of the interim T-rates as of October 31, 1986,

Northridge appeared to accept October 31,
1986 as the expiry date of interim rates on the

grounds it expects that there will be no un-
pundling of the rates until interim contracts
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6.20

expire and it is anxious to avoid any further
delay since "a competitive market necessitates

unbundled rates",

IPAC maintained that T=service should he
available for any term up to ten years commenc-
ing at any time during the interim period and
that only the toll may need to change after
October 31, 1986, IPAC took the position that
a distributor does not have justification for
refusing T-service beyond October 31, 1986 on
the basis that it may be exposed to some un-
known and as yet ungquantifiable risk or cost

over the longer term.

IPAC argued that to have to apply under Section
59(2) of the NER Act is an unnecessary compli-

cation and would only discourage contracts
being entered into in the interim period.

CCPA believed that the interim period should
not go beyond October 31, 19286 and that all
efforts should be made t0o ensure a prompt
transition to a more competitive environment,
CCPA argued that except for special circum-
stances, contract carriage or buy/sell arrange-

ments should be for a period of 12 months.

FONOM argued that only large industrial users

can take advantage of carriage rates in the
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interim period and this discriminates against
residential and commercial customers., FONCM
stated "the inherent danger in introducing con-
tract carriage arrangements 1is that having

created a mechanism, {even on an interim basis)
to flout cheaper gas to one group of customers
and not to all customers, establishes a pre-~
cedent which will 1likely never be reversed.
FONOM submitted that all customers should share

in the benefits of cheaper gas.

FONOM's position was that interim T-service
should not extend beyond October 31, 1986 to
ensure that the inherent discrimination between

classes of customers, which may be tolerable on

an interim basis, is not perpetuated.

Nitrochem argued that the dJdecision of this
Board dealing with the longer term may not be
available Dby October 31, 1986 and therefore
transportation service should be continued on
the same terms and conditions as during the
interim period, 9pending disposition of the

long~term matter by the Roard,.

Allied and Suncor submitted that T-service

contracts ought to be subject to amendment to

reflect any changes to the interim T-rates that
might be in effect after the setting of a long-

term T-rate.
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C.I.L.'s position was "that it would be
inappropriate and discriminatory to have dif-
ferent interim periods apply in respect to each
of the three utilities and that accordingly the
end of the interim period for all three should
bhe October 31, 1986.° C-1-IL, claimed that a
customer should be allowed to enter into an
interim contract for any portion of the interim
period which it chooses. It pointed out that
if at the end of the interim period, a customeXr
wishes to return as a sales service customer,
that it might do so subject to the same legal
criteria which apply when a new customer seeks

to join a digtribution systemn.

Brenda Mines recommended that interim T-rates
remain in effect until the Board dJdetermines

permanent T-~rates,.

Special Counsel submitted that the proposals

of Union and Consumers' be accepted and that

Northern's contract period coincide with its
fiscal year end of December 31, 1986. He noted
that "any significant changes that occur on,
before or after November 1, 1986 that would
reguire adjustment of the interim contract
carriage rates can be made by the Board on its
own motion or on the application of the

parties.,™
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Special Counsel recommended that the Board
begin its intensive studies of long-term con-
tract carriage arrangements as soon as possible
so that consideration in a public forum can

commence before November 1, 1986.

The Board's Findings

6,28

The Board finds that there are many uncertain-
ties which may arise from events which are
expected to take place before October 31, 1986

amongst which are the following:

a) The research and assessment of the long-
run implications of transportation service

contracts which are now underway and which
will result, in all likelihood, in a hear-

ing of this Board later this year.

b) The pending report of the NEB in relation
to transportation service rates and 1in
particular the problems involving "double

demand charges".

c) The report of the Pipeline Review Panel
chaired by Mr, G. Edge (Former Chairman of
the NEB).

d) The re-negotiation of existing contracts
between TCPL and local distributors.

/20



REASONS FOR DECISION

6.29

6.30

During the interim period to October 31, 1986
many of the uncertainties may be resolved but

there 1s no assurance at this stage that long-

term rates will be approved by that date.

The Board therefore will not require that all
contracts for T-gervice should have a fizxed
termination date of October 31, 1986 but
expects the term of each agreement to be
negotiated based on the specific
clrcumstances. Any contracts entered into
prior to the Board's decision on long-term
T-rates, regardless of the termination date,

will reflect the principles established herein.

The Board directs that the Ontario utilities
need not restrict direct purchase and CMP

arrangements to the interim period but shall
negotiate the term of the contract which will

subsequently be subject to approval by this
Board. The approval may be given with or

without a public hearing.
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CHAPTER 7 - CONDITIONS

Introduction

7.1

Backstop

7.2

This chapter addresses the conditions under
which transportation service will be provided
by the utilities including backstop, delivery
point, storage, priority, risk, assignment and

diversions,.

Backstop is an arrangement made by an end-user
such that if its primary supply fails, an
alternative supply is available to be delivered

at the utility's normal point of receipt.

Positions of the Parties

Consumers' said that 1t 1s prepared to make

every reasonable effort to provide backstop

arrangements. It did not demand backstopping
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as a condition of T-sgervice. It stated in
argument that this would be on a best efforts
basis where a T-customer contracts for such
service, and would be classified as a general

sales service pursuant to Rate 6.

Union stated that i1t will require the direct
purchaser to backstop its gas supply in a man-
ner satisfactory to Union. It argued that this
is necessary to reduce the risk that Union will
lack the gag supplies needed for sales custom-

ers and other distributors.

If, in its opinion, it can reasonably do so,
Union will supply backstop service at the

reguest of the customer at Rate M2.

Northern did not insist on backstop arrange-
ments as a pre~condition of T-service.
T-customers will be responsible for providing
their own backstop supply arrangements. If
Northern has gas available it may negotiate
backstop arrangements with customers, but not
in advance. It expects to have gas available
in summer but no certainty of supplying in
winter or shoulder months. If available, it
would be supplied under General Firm Service

Rate 08.

Kitchener argued that the utilities had not
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7.10

established that a supply failure will affect
other customers; furthermore, backstop arrange-
ments should not be a pre-condition of
T-service because the risk of a supply failure

falls only on the customer.

CPA argued that where the demand charge
obligation hasg been transferred to the
T-customer, it should be responsible for back-
stop arrangements, However, pending the dJdeci-
sion of the NEB regarding transfer of demand
charges, and alsc because, in the interim
period, the rates are proposed to be bundled,
backstopping should be provided to the
T-customer by the utilities because the capac—

ity and the service are being paid for.

IGUA's position was that because the
T—customer will, in the interim period be pay-
ing the full gross margin as it would under the
applicable sales rate, any backstop supply from
the utility should be at that sales rate, not
the general service rate, Howevelr, once the
rate hag been unbundled, IGUA felt that it may

be reasonable for the general service rate to

apply.

Cyvanamid also argued against the general ser—
vice rate being charged for backstop gas, sub-

mitting that this will bring a windfall for
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7.12

Consumers' compared to the sales rate for
system gas. This violates the ‘'status quo"
principle, according to Cyanamid. Backstop
gas, if made available, should be at the
avoided cost of gas, which 1is the price
Consumers' 1s willing to pay for surplus gas
delivered by the T-customer. At worst,
Cyanamid argued, the customer should pay no
more than the rate for system gas and it should
not pay any surcharge for failure to make up

any supply shortfall in the following month.

Allied and Suncor, while accepting that the

utility can only provide backstop gas if it is

reasonably able to do so, argued that there is

no justification for imposing a penalty for the
service. The price should be the applicable

sales rate, according to Allied and Suncor.

C-I-L referred, in argument, to Union's pro-

posal to backstop the customer's supplies where
it may consider it reasonable to do so (but
without obligation). C-I-L believes that it is
inappropriate for Union to charge at the pro-

posed M2 rate for discretionary service and
argued that an M7 customer should Dbe charged a

rate within the M7 range.

IPAC stated in argument that the responsibi-

lity for backstopping as a necessary aspect of
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7.16

T-service, rests with the customer which should
make separate arrangements for it with
producers, or 'TCPL, or with distributors. It
made with the latter, IPAC stated that since it
represents additional sales service, the
appropriate charge for it may be a premium rate
although this should be subject to negotia-
tion. Any excess revenue from this source
should, according to IPAC, either be credited
to producers or held in a deferral account to
be applied to reduce distributor tolls in the

next rate period.

Northridge agreed that T-customers should be

responsible for their own backstop arrange-
ments., If the utility is able to provide this
service, it 1s 1likely to be paid for in the
bundled rate, according to Northridge, and the

T-customer 1s entitled to a '"proportionate

share of backstop gas at no additional cost.”
OAPPA considered that it would be appropriate
for the utilities to supply backstop service on

a best efforts basisg, but without guarantee.

Special Counsel stated in argument that the

determination of the need for, and the suffici-
ency of backstop supplies should be left to the

T-customer.
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The Board's Findings

Reference is made to paragraph 5,41 herein,
gquoting E.B.R.L.G. 26 P. 75, where the Board
stated that the direct purchaser must assume
the risk of supply failure and make 1its own
backstop supply arrangements. The Board finds
that the T-customer shall be free to make what-
ever Dbackstop supply arrangements 1t considers
necessary, and to make those arrangements with

whomever it wishes,

If the utility is in a position to supply on a
"best efforts" or "if available" basis, the
price should reflect that element of non-com-
mitment on the part of the utility. The
utility should not be reguired to sup?ly that
service at a rate egual to that which the cus-
tomer would have enjoyed without T-service.
Accordingly, the Board finds that during the
interim period, a utility that supplies hack-
stop service may charge the appropriate general
sales rate (Northern - Rate 08, Consumers' -~
Rate 6, Union - Rate M2} for the backstop

volumes delivered.
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Delivery Point

7.19

7.20

7.21

7.22

Positions of the Parties

Consumers', Union, and Northern all claimed

that they must have the sole discretion to
determine delivery points on TCPL's system at
which they will receive a direct purchaser's

gas.

Consumers' said that delivery points may need
to change with the seasons or operational con-

siderations.

Union argued that a T-customer cannot Dbe
isolated so that it alone will bear the risks
of supply failure. On Union's integrated
system, curtailment of a T-customer would not
necessarily prevent damage to other customers,
according to Union. it stated that it will
require firm deliveries by the T-customer to
its Oakville delivery point during the interim

period.

Northern stated that the delivery point will
always be in the delivery zone on TCPL's system
in which the customer is located; Northern

claimed that this will enhance its ability to

meet the T-customer's total gas regquirements.

/99



REASONS FOR DECISION

7.23

7.25

Kitchener argued that the delivery point
should be negotiated between the T-customer and
TCPL. In the case of Union, 1if the customer
and TCPL negotiate Dawn as the delivery point,
Union should not insist - on Oakville. If the
Dawn delivery point impacts the transportation
revenueg earned by Union from TCPL, the anmount
can be identified and charged to the T-customer

as an added cost.

CPA submitted that delivery should be made at
the nearest TCPL delivery peoint, to the extent
reasonably possible. However, it regarded the
selection of Cakville as the mandatory delivery
point on Union's system as an impediment to
effective contract carriage. CPA also pointed
out that the exclusion of Dawn as a delivery
point appeared to negate any oppoertunities for
direct purchases to be made from U.S. suppli-
ers, or of western Canadian subplies being
delivered via the Great Lakes system, or of the
opportunity to gain access directly to Dawn

storage.

More significantly, however, CPA, in a lengthy
analysis concluded that the mandatory require-
ment of Oakville as a delivery point carried
with it the obligation to supply gas to Union
in order to meet Union's peak day requirement

to indemnify Union in respect to Union's

o
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7.26

obligationg downstream of Oakville,

CPA pointed to the inconsistency of the
Oakville delivery requirement with the firm
industrial loads which Union serves in south-
western Ontario. It also referred to Union's
contractual obligation to Gaz Metropolitain,
inc., {GMi), Consumers' and Northern, and
concluded that at times of peak demand Union
cannot satisfy through its own system those
contractual obligations as well as meet its own
need at the eastern end of the system. There-
fore, according to CPA, Union must rely on firm
volumes being delivered for its account by TCPL
through the latter's northern gystem to
Oakville: a portion of these nominations 1is
actually delivered by TCPL to Dawn and nomin-
ally transported to Oakville on Union's system,
although in practice it 1s actually used en

route to supply Union's customers.

According to CPA, Union's concern is that gas
under contract carriage must not displace
deliveries via TCPL's northern aystem to
Oakville. CPA gquestioned whether there is any
doubt that existing customers would continue to
be served (if deliveries were made at Dawn) and
stated that the real issue relates to Union's

inability to meet its contractual obligations

to GMi, Consumers' and Northern unless firm
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7.29

deliveries are made through the TCPL northern
system, In CPA's opinion, Union apparently
intends to transfer these obligations to the

T-customers.

IGUA argued against the specification of a
particular delivery point, or points (in the
case of multiple delivery). While delivery
points c¢an be negotiated, IGUA stated that
delivery point(s) should be approved or fixed
by the Board.

Cyanamid pointed out that the NEB had deter-
mined that the Black Horse Station on TCPL's
system is the delivery point for the purposes
of the TCPL T-rate for Cyanamid. If Consumers'’
proposed a different delivery point, Cyanamid
suggested it should be “compatible with the

NER's determination",

Allied and Suncor agreed that, for the in-

terim, Oakville is an acceptable delivery point
for direct purchase gas to be delivered from
TCPL to Union's system. They argued that the
matter had been insufficiently examined to con-
sider Oakville as the delivery point in the
longer term. Allied and Suncor suggested that
the onus should be on Unicon to present a de-
tailed rationale for its position, and the

costs of alternatives.
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7.3

7.33

CCPA argued that, in keeping with the new
market environment, dJdelivery points should not
be artificially limited but should include any
point where TCPL has delivery arrangements with

the distributor.

C-I-L submitted that 1its plant, to the west
of Dawn is served by the Great Lakes pipeline:
gas from Great Lakes in the winter always exce-
eds the firm requirements of customers west ot
Dawn, and gas never flows from Oakville to Dawn
in the winter. A supply failure to a contract
customer west of Dawn supplied via the Great
Lakes pipeline would be balanced exactly with
curtailment to the customer's plant. But 1if
the delivery point is Oakville, a customer's
supply failure would result in the northern
system to Oakville being cut back rather than
Great Lakes, according to C-I-L. On a peak
day, customers in the Oakville area would suf~
fer. C-I-L argued that this means that it
makes no sense to mandate delivery at Oakville,
put rather the opposite. In a lengthy analy-
sis, C-I-L concluded that Union's real conceirn
is to avoid the loss of transportation revenues

from TCPL.

IPAC accepted the position of Consumers' and
Northern as outlined 1in para. 7.22 on the

understanding that no cost penalty or
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7.34

deliverability problems will result. IPAC
argued, however, that by making Oakville man-
datory, Union will save costs in moving gas
from the west end of the system to satisfy
eastern load obligations. Furthermore, IPAC
argued that it was inappropriate for Union,
having specified Oakville as the single deliv-
ery point to use that as a rationale to review
the security of supply of T-customers. However,
IPAC is prepared to accept Oakville as the
single delivery point for the interim, provided
no additional costs are thereby incurred by

T-cugtomers.

Northridge argued in favour of flexibility in

designating delivery points.

Anschutz argued that the Board should con-
sider, in this case, the interconnections of
Lake Erie gas producers' lines with those of
Consumers' as delivery points. This would
aliow for the possibility of a T-service
arrangement between an end-user and a producer

in Lake Frie,

OAPPA accepted the Consumers' and Northern
positions. It argued against the Union posit~-
jon on the basis that the selection of Oakville
as the mandatory delivery point would leave

revenue benefits with Union. It suggested
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7.37

7.38

7.40

these could arige from the difference between
the average cost of transportation reflected in
the T-rate and the lower actual cost incurred

by Union.

Domtar recommended that transportation cus-
tomers be allowed flexible delivery points pro-

vided that monthly notice is given for such

deliveries.

Special Counsel analyzed the Union position
and illustrated how a supply shortage could

emerge at Oakville 1f a T-customer contracted

for Dawn as the delivery point; alternatively,
Union could suffer a loss of transportation
revenues from TCPL or could contract for its
own backstop supply. Special Counsel pointed
to the possible long term solution of new

facilities.

Special Counsel submitted that, for the interim
period, the Board should agree to the utilities
having the right to specify delivery points,
given Union's possible supply problems and the
need for all utilities to protect the quality

of service to remaining customers.

The Board's Findings

The Board notes that designation of delivery
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points by each of the utilities could inhibit
development of transportation services. The
Board is concerned with any inhibiting of these
services and is opposed to the possible entry
of gas from the U.S. being excluded by unneces-
sarily restricting delivery points. As well,
the Board bhelieves that the possibility of
Lake FErie gas being the subject of transporta-
tion service should not be rejected at this

time.

The Board understands that choice of delivery
points may have significant impact on utilities
and their T-customers and sales customers and
accepts that care must be exercised in the
interim period until experience has been gained

with the impact of T-service.

The Board finds the proposals of Northern and
Consumers' acceptable in respect to delivery
points for the interim period. The Board
directs that Union not mandate Oakville as the
delivery point but treat the matter on a cagse-
by-case basis in the interim in order not to
discourage potential T-service customers. In
the event of a dispute, this will be resolved
when the utility or the customer applies to the

Board for approval of the T-Service agreement,
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7.43

Storage

7.44

Particular considerations applying to the
impact of delivery points on U.S. gas imports
and Lake Erie gas will be more fully examined
in the hearing into longer term T-service at a

later date.

Positions of the Parties

Consumers' stated that it has no storage to

offer dJdirectly to T-customers. However, stor-
age service is currently provided within the
existing rate structure and this will be con-

tinued under interim T-rates. The proposed

balancing provisions to be incorporated in
individual T-customer contracts will recognize

the customer's traditional usage pattern.

Union proposed to allow the T-customer the

contractual right to place gas in storage to
facilitate the customers' ability to Dbalance

daily/seasonal deliveries with daily/seasonal

use., The maximum storage level will De
negotiated. According to Union, this will en-
able the customer to use TCPL's system at 100

per cent load factor.

Northern stated that it has no storage availl-

able for T-customers.
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7.49

7.50

Kitchener accepted Union's proposal.

CPA recognized that Northern's proposed
T-rate reflects the absence of storage and that
Union's proposal effectively paralleled exist-
ing storage services provided in sales rates.
However, CPA argued that Consumers', which has
recourse to storage, should be able to negoti-
ate storage in a manner similar to that propos-

ed by Union.

IGUA argued that the storage and load balanc-

ing services currently enjoyed by a sales cus-
tomer shouid continue for a T-customer. IGUA
agreed with Union's and Consumers' proposals
for the interim period. In the longer term,
IGUA foresees that unbundled rates will permit

separate storage arrangements to be negotiated.

Cyanamid argued that 1f Consumers' 1is provid-

ing storage in existing rates, any charges to
T-customers for backup and peaking services
should bhe adjusted to reflect this fact, In
future, according to Cyanamid, T-customexs
should be entitled to obtain storage under a
"cost~based" unbundled rate. If necessary,
Consumers' should acguire additional storage
space from Union, Cyanamid stated, to provide

storage to T-customers.

/108



REASONS FOR DECISION

7.53

Allied and Suncor analyzed Union's storage

proposal and concluded that under circumstances
where a T-customer's delivery versus usage
pattern differed from that assumed by Union,

the customer could incur a subgtantial cost,.

CCPA stated that all users should be treated

alike with respect to storage, for both the

interim and subsegquent periods.

C-I-I argued in favour of unbundling the
storage service and suggested that there is no
inherent difficulty in assigning a particular
rate for storage service, This would enable
the T-customer to assess the economic alter-
natives. C-I-L. argued that although  the
T-customer would be paying close to the full
rates for existing load balancing and storage
services, it would not be getting the bene-
fits. In a lengthy analysis, C-I-L concluded
that the T-customer could not, under certain
circumstances, enjoy the load balancing which
it did under a sales contract, and would not be
ensured the benefit of 100 per cent load factor

use on the "CPIL system.

IPAC agreed that for the interim period, it
would Dbe appropriate to include in T-gervice
tolls the storage -cost component currently

included in sales rate schedules. IPAC also
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7.56

7.57

suggested that, in long term toll design, the
Board should examine unbundling of storage

costs for T-service.

Northridge submitted that to the extent that

storage service 1is included in the bundled
rate, the T-customer should be entitled to such

service at no additioconal cost.

OAPPA submitted that, with bundled rates, the
T-service customer is paying for a share of
storage service which he must be able to call

upon for balancing purposes.

Special Counsel argued that since the bundled

rate includes a storage charge, Union and
Consumers' should be reguired to continue to
provide storage services during the interim
period, subject to reasonable volumetric lim-
its. He submitted that this should not result
in an obligation upon the T-customer to use the
allocated storage to take gas at 100 per cent
load factor. The customer should make 1its own
economic choice. Northern should not be re-

quired to offer storage services in the interim.

The Board's Findings

The Board Tbelieves that T-customers would

usually find it advantageous to be able to move
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Priority

7.60

7.61

gas on TCPL's system at 100 per cent load fac-
tor. Consumers' proposal for load balancing
and Union's proposal to make storage available
would appear to facilitate this for the interim
period. The Board accepts that Northern is

unable to offer load balancing/storage services.

The Board finds that the utilities' proposals

with respect to storage are acceptable.

Positions of the Parties

Consumers' and Union stated that they will

give equal priority to sales service and

T-service customers.

Northern stated that an existing sales cus-
tomer seeking T-service will be given equal
priority for the volume of gas projected in the
1986 test year. Volumes in excess will be
transported within system capacity limita-
tions. HNorthern proposed to negotiate the mix
of services with a customer requiring multiple
services and expressed 1its concern with the
possible shift of a customer's high load factor
requirements to T-service, leaving Northern to
provide sales service for the remaining low

load factor volumes.
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7.67

Kitchener accepted Union's position,

CPA submitted that T-customers and sales cus-
tomers should have equal priority for similar

service.

IGUA argued that services of similar type
should have equal priority regardless of the
supply source; thus, firm T-services would have
equal priority with firm sales services, and
interruptible T-gservices with interruptible

sales services.
Cyanamid also argued £or equal priority being
given to firm T-contracts as to firm sales con-

tracts.

CCPA stated that customers with similar types

of service should be treated egually and the
nature of the supply arrangements should not

affect priority.

C-1-I, submitted that, in the event of a gas

supply shortage leading to legiglative alloca-
tion of gas, it would be appropriate that
T—customers be treated similarly to sales cus-
tomers under the terms of the allocation. In
C-I-L's view, it would be inappropriate for

Ynion to be authorized to make the allocation.
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7.68

7.70

IPAC supported the acceptance of T-service on
an equal basis with sales service for similar

reguirements.

Northridge submitted that since the bundled
rate imposes the same costs on the T-customer
as the sales customer, there 1is no justifica-

tion for any different treatment between them.

Nitrochem submitted that priority of service
for T-customers should be on an equitable basis
relative to service for other customers of the
utility and should recognize historical use of
capacity on the utility's system. Nitrochem
stated that utilities should not make unilater-

al decisions on this issue.

Special Counsel submitted that the Board

should adopt Union's and Consumers' proposals
to accord eqgual priority to T-customers and
sales customers, for similar type services e.g.
interruptible T-gustomers beling interrupted
equally with interruptible sales customers, in
order to maintain service to firm T-customers
and firm sales customers, Special Counsel
stated that since Northern's storage capacity
ig limited, it cannot offer interruptible
T-service, and moreover should be allowed o
accord equal priority to T-service and sales

customers in the manner it proposed.
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The Board's Findings

7.72 The Board finds that all customers shall be
given egual priority for similar type services:
interruptible T-customers and interruptible
sales customers must be treated equally, as

must firm T-customers and firm sales customers,

7.73 The question of allocation priorities to be
given to all customers of gas utilities in
times of emergency or gas supply shortage can
only be dealt with, in the Board's opinion, in

the circumstances then obtaining.

Risk
Positions of the Parties

7.74 Union and Consumers’', Consumers' will regquire
delivery everyday; Union, however, emphasized
requiring delivery on peak days but appeared
also to require some discretionary power to
demand delivery on other days.

7.75 Consumers' drew attention to the potential

increase in supply risk brought about by the
fact that it will no longer own and control all
volumes. It argued that it will be less able

to direct daily supplies between interruptible
and firm markets as required, particularly if
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7.78

interruptible gas sales are replaced by firm
T-service. Consumers' may suffer a loss of
discretionary lead balancing capability within
its own control. It anticipates having to
exercise vigilance over individual gas streams

to avoid impacting its own nominations to TCPL.

Consumers' proposed a 2¢ per > penalty for
failure to deliver unless the deficient volume
was made up in the following month, and regard-
less of whether the T-customer reduced its own

consumption to match the reduced delivery.

Union also pointed to the potentially adverse
impact of supply risk upon sales customers
under the new arrangements, which it claimed
would be unfair. Union proposed a general
indemnification clause to ensure that its other
customers are not adversely affected by
T-service, and to protect Union against any
additional economic penalty arising from enter-

ing into T-service contracts.

Northern argued that all additional risks
arising from T-service should be borne by the
T-service customer and proposed to negotiate a
broad indemnification of Northern from vrisks

consequent upon the provision of this service.

/11



REASONS FOR DECISION

7.79

7.81

Kitchener submitted that risk associated with
failure to deliver resides with the T-customer,
and has no implications for Union's other cus-

tomers.

CPA stated that the risk of supply failure
for a T~customer rests solely with that cus-
tomer, and contract carriage should not in-
crease risks incurred by the utility. In CPA's
view the risks identified by the utilities have
been self-generated in that they stem from the
terms and conditions which they seek to
impose. For example, an obligation for the
delivery by a T-customer of fixed volumes will
generate a risk to the utility arising from the
utility's dependence on that supply. CPA said
that if changing from interruptible to firm
T-service (or firm sales service) resulted 1in
an unacceptable risk, the new firm service

ought not to be offered.

IGUA argued that if increased risks arise
from T-service which are significant, they can
be avoided by the utility offering a buy/sell
arrangement., IGUA stated that onerous indemn-
ification obligations are not imposed upon
current transportation customers of TCPL and
Union, and ought not to be imposed by the
utilities as part of the interim arrangements.

IGUA argued that the risk of non~arrival of the

FA A



REASONS FOR DECISION

7.82

gas should rest with the T-customer.

Cyanamid noted that Consumers' claims of
increased supply risk were not supported by
evidence., In Cyanamid's opinion, it was incon-
ceivable that supply constrictions could arise

since Consumers' has substantial overcapacity.
Cyanamid argued that Consuners' will have

complete flexibility to balance supply and
demand no later than November 1, 1986 when it

will be able to purchase gas directly.

Allied and Suncor submitted that a direct

purchaser's liability should be restricted to
that flowing from its own default, They con-
sidered that Union had not established the need
for an indemnity clause. With resgpect to
Union's requirement for the mandatory delivery
point of Oakville and the risk associated with
the failure by a T-customer to deliver at that
point, Allied and Suncor suggested this risk
could he avoided. TCPL could gdeliver part of
Union's ACQ gas to Oakville instead of to Dawn,
on the day of the T-customer's failure, as an
emergency backstop agreed among TCPL, Union and
the T-customer. The costs of such re-direction
would be borne by the T-customer; this is pre-
ferable to an indemnity, in Allied’'s and

Suncor's view.
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FONOM supported the position that any
increased risk to the utility or the level of
service be borne by the T-customer. FONOM also
supported the inclusion of a broad indemnity
clause in T-service contracts and agreed with
Consumers' that any loss of system flexibility
may lead to higher fixed costs being borne by
sales service customers. It referred to the
introduction of interim T-service as carrying
"the risk that reduced gas costs are passed on
to one class of customer only and that this
inegquity may become a structural feature of gas
supply". According to FONOM, this risk can
only be addressed by the utilities themselves
seeking market sensitive prices for all cus-—

tomers.

CCPA suggested that the market environment
now envisaged implies increased risk to those
participating in it. In CCPA's view, no par-
ticipant should be sheltered from its share of
market risk and no special case should be

allowed.

C-I~I, suggested that the risk of supply fail-
ure falls entirely on the T-customer which
would be obligated to curtail its consumption
to the extent of any shortfall., C-I-L submit-
ted that there was no increase in risk to Union

in respect of such a supply failure.
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7.87

7.88

7.89

IPAC submitted that a T~customer must accept

the risk for its own gas supply. It maintained
that the risk of the utility incurring overrun
charges as the result of a T-customer's supply
failure, is best addressed through the provi-
sion of |Ybackstopping arrangements, In the
event that such overrun charges are actually
incurred through a T-service supply failure,
they should be borne by that customer rather
than sales service customers. IPAC recognized
that these are issues more properly addressed

in considering the longer term.

Northridge submitted that the indemnity pro-
visions being sought by the wutilities are
unwarranted and stem from the T-customer beling
forced to accept a rigid arrangement and then
being held 1liable for occurrences arising
therefrom. In Northridge's view, any indemnity
should Tbhe confined to the fault of the

T—-customey.

Nitrochem submitted that in principle a
T-customer should bear only the risk to itself
of failure to deliver, and the risk to others

of costs associated with failure to comply with

its obligations. Nitrochem <c¢riticized the
broad indemnification clause proposed by
Northern which, it said, would shift to

T-customers an unguantified risk for which they
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are not directly responsible. Nitrochem saw
this as discriminatery and likely to lead a
prudent customer towards a CMP, rather than a

transportation arrangement, all other things

being egqual.

Special Counsel referred to the inter-related

components of risk, the obligation to deliver
and indemnification, which he submitted gave
rise to perceptions of risk which the utilities
are seeking to be borne by contract carriage
customers. The terms suggested by the utili-
ties «c¢reate, 1in Special Counsel's view, an
open-ended liability on the T-customer which is
not in character with the nature of the new
arrangement, Special Counsel suggested that
remedies are available to protect the utilities
from breach of contract 1f damages arise, and
excessive added costs can be the subject of an

application to the Board.

Special Counsel alsoc consgsidered the question of
risk 1in the context of Union and Consumers'
proposed obligation to deliver on the part of
T-customers., He noted that Union proposed a
broad indemnification c¢lause and Consumers'
proposed a penalty of 2¢ per m3 for failure
to deliver unless the under-delivery is made up
in the following month. This penalty would bhe

imposed even 1if the customer reduced his take
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7.92

of gas in the month of under~delivery to

compensate for non-delivery, Northern d4id not

Propose an obligation to deliver.

According to Special Counsel such obligations
impose the risk on Consumers' T-customers of a
penalty payment to that utility. Union's
T-customer, 1in addition to the simple risk of
having insufficient gas for its own needs, is
open to the risk that 1its failure to deliver
may lead in turn to Union's failure to provide
gas to its other customers. He also pointed
out that Union and Consumers' are not obligat-
ing themselves to buy gas that is delivered but
not consumed by the T-customer. Special
Counsel believed that the attraction of the
contract carriage option may be unnecessarily
limited by these risks. He recommended the
elimination of the obligation to deliver and
the penalty payment proposed by Consumers; he
stated that loss or damage arising from
non-delivery should fall only on the T-service

customer.

Special Counsel recommended that Union find an
alternate to obligating the T-customer to
deliver. He suggested that Union may be able
to arrange for 1its own backup supply on the
days that the T-customer fails to deliver, or

buy gas in the spot market, or forgo some of
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7.94

its transportation revenue from TCPL. Until
the cost of such an alternative can be cal-
culated, Special Counsel submitted that no cost
should be levied against the T-customer in the

interim,

Special Counsel argued that the utilities ought
not to have the right in the interim to be
indemnified against all direct and indirect
damages attributed to a contract carriage cus-
tomer, by means of an indemnification clause
approved by the Board. He stated that the
utilities have a remedy in the courts for fail-
ure to perform by a contract customer and the
responsibility for damages ought not to be pre-
judged by allowing the utilities to impose an

indemnification provision.

If a significant added cost is incurred by the
utility, relief can be sought before the Board,
Special Counsel suggested, either from
T-customers generally or from a specific

T-customer.

Special Counsel concluded that an indemnifica-
tion clause is inconsistent with the concept of
simple, certain rates and the speedy introduc-

tion of contract carriage.
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7.98

7.99

The Board's Findings

The Board finds that there may well be circum-
stances where an obligation to deliver is
reguired to protect the other customers of the
utility:; on the other hand, there may be cir-
cumstances where such an obligation would not

be required.

The Board finds that an obligation to deliver
is not an essential pre-requisite to T-service
and that this matter shall be left for negotia-
tion between the parties, with the understand-
ing that Board approval is required for each

contract.

The Board agrees with Special Counsel that the
utilities ought not to have the right to be
indemnified against all direct and indirect
damages attributed to a contract carriage cus-
tomer., The Board agrees that the wutilities
have remedies 1in the courts for failure to
perform; alternatively, if appropriate the
utilities may seek to recover excess costs
through a Board order. Accordingly the Board
finds that it is inappropriate to include wide
indemnification clauses of the type proposed by
Northern and Union in T-service contracts and
such clauses will not be allowed. This doeg
net preclude the use of the standard
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indemnification clauses which are found 4in the

existing sales contracts.

The Board also finds that the 2¢ per m3 pen-

7.100
alty proposed by Consumers' is inappropriate in
that Consumers' may charge the general service
rate for any volumes supplied by it to offset
the deficient volume.

Assignment
Positions of the Parties

7.10]1 Consumers' proposed that its contracts for
T-service be site-specific and assignable to a
successor—-owner of the site if approved by
Consumers', Assignment of T-service to a Jdif-
ferent site will not he accommodated as this
might put sales contract customers at risk.

7.102 Union propose that there should be no assign-
ment without its approval.

7.103 Northern requested the right to approve
assignments in respect of transportation con-
tracts, in the same way that it has that right
in sales contracts.

7.104 Intervenors in general agreed that assignment
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should be permitted by consent of the utility
but that such consent should not be unreason-
ably withheld.

7.105 Special Counsel submitted that the Board
should allow assignment of transportation con-
tracts subject to the same restrictions as
apply to sales contracts.

The Board's Findings

7.106 For the interim period, the Board finds that
assignments should be subject to the consent of
the utility, such consent not to be unreason-
ably withheld.

Diversions
Positions of the Parties

7.107 Consumers' submitted that 1t will not allow
inter-plant and inter-company diversions in
T-contracts for the same reasons that it
opposes assignments. '

7.108 Union submitted that it will not allow diver-

sion of T-service to another location or cus-
tomer because each contract must be site and
customer-specific. Union claimed that to do

otherwise would result in its losing control of
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7.109

7.110

7.111

7.112

the operating system, extra costs for others
and discrimination against sales customers who
have no rights to divert. Furthermore, dJdiver-
sion may result in the T-customer becoming a
seller of gas without a certificate of public

convenience and necessity.

Northern agreed to permit diversion within
the system with its prior approval, subject to
there being a transportation contract for both

locations, and the agreement of TCPL.

Intervenors generally and  Special Counsel

submitted that dJdiversions should be permitted
subject to the consent of the utility, and that
such consent should not be unreasonably with-
held.

Nitrochem submitted that direct purchasers
should be allowed to divert gas without the
consent of the utility, provided diversion does
not displace system gas. Nitrochem believed
this to be particularly appropriate in the case
of Northern, which will not provide storage or

backstop services.

The Board's Findings

For the interim period, the Board finds that
diversions will be permitted with the approval
of the servicing utility, and that such
approval shall not be unreasonably withheld.
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CHAPTER 8 - SERVICES OFFERED

Introduction

8.1

Contract

During the hearing there was a broad discussion
by the utilities, as well as the intervenors of
various tvpes of service to be offered. In
this chapter the submissions made concerning

those services are reviewed.

Carriage

Positions of the Parties

Northern took the position that direct pur-
chase is not a service offered, but a step in a
series of transactions between the wellhead and
the final sales meter. Northern pointed out
that the service it will offer is ‘Y“contract
carriage" which conmpliments a customer’'s direct
purchase of gas. It defined contract carriage
as a transportation service provided under
contract to transport gas not owned by Northern.
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Union argued that "direct purchase encompas-
ses both  buy/sell and contract carriage
arrangements, Union offers Dboth.” We take
Union's position to mean that it will convey
gas which 1is customer owned and it will also
take part in buy/sell transactions, whereby the
customer buys directly from a producer, broker,
or agent and arranges with TCPL for transporta-
tion to its utility. The gas 1s then sold to
the utility at a higher price, transmitted as
gas owned by the utility and resold to the cus-

tomer at Board approved rates.

Consumers' took the position that "upon
expiry of their sales agreements with
Consumers', gqualifying customers may negotiate

with producers to purchase directly their natu-
ral gas requirements", This gas will be car-
ried from the field to Consumers' by TCPL, at
which point the customer can either opt for
transportation service or a buy/sell arrange-

ment.

Consumers' pointed out that during the interim
period, it proposed to accept for transporta-
tion to a customer's plant, no more than a
customer's expected reguirements for that
period. Therefore customers will not be able
to build an inventory of gas over the period

beyond October 31, 1986. Consumers' took this
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position because it maintained that it does not
have any significant storage space available.

Consumers' argued that its proposed backstop

and load balancing arrangements do not convert

contract carriage to a buy/sell.

IPAC maintained that true gas-to-gas competi-
tion will only occur when buyers have a choice

of supply.

FONOM described direct purchase arrangements
as a western producer acquiring the right to
supply an industrial user, which is an inhabit-
ant of a municipality, with gas. It claimed
that 'accordingly, the supply of gas 1in a
direct purchase gituation, 1in the absence of
the Dby-law called for under the Municipal
Franchises Act, 1s unauthorized and illegal and
such supply can be restrained by an injunction
at the instance of the municipality which is
admittedly unlikely, at the instance of the
utility with established £franchise rights in
the municipality, possikly at the instance of a
competitor of the industrial customer being
supplied or at the instance of a disgruntled

competitor of the western producer.”

Northridge strongly supported contract car-

riage which, it claimed, will create diversity
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8.10

8.12

8,14

and a market wvalue, from which will flow bene-

fits as envisaged in the Western Accord.

C-I-L took the position that buy/sell

arrangements should be clearly distinguishable

from contract carriage arrangements.

IGUA considered transportation service to be
a regulated relationship the terms of which are
approved or fixed by the Board pursuant to sec-

tions 192 and 16 of the Act.

Polysar supported direct purchase with a buy-
er being able to choose its gas supplier and
the services required such as contract carri-
age, buy/sell, competitive market programs, and

the traditional distributor system gas.

CPA maintained that if market sensitive pric-
ing is tc exist, there must be the opportunity
for gas-on-gas competition both at the well-
head and in the market place, which cannot be
achieved  through either CMP or buy/sell
arrangements alone. Hence, there is a need for
contract carriage arrangements which will be

effective and which will be utilized.

Kitchener sgubmitted that the obligations of a
gas sales customer should not be imposed on any

party which owns gas and has arranged for its
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8.18

shipment. It also argued that the charges
imposed on T-service customers for services,
should be cost~based and only for services not
already paid for under the T-service formula as

currently devised.

Special Counsel argued that free market com-

petition should result in lower rates for end-

user customer which may reguire the distribu-
tors to create services additional to those

currently offered.

According to Special Counsel the Board should
ensure that utilities do not, either through

onerous terms and ceonditions or unfairly high
rates, limit the availability of these services

or attempt to steer customers toward one ser-

vice or another.

The Board's Findings

The Board believes that the free market for
gas-on-gas competition will bring benefits to
end-users 1in Ontario and therefore the Board

finds that contract carriage will be offered by

the Ontario utilities.

Adjustments in the marketing and transportation

of gas appear necessary in Canada in the future
and during the interim period contract carriage
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Buy/Sell

8.22

will be an integral component. The Board finds
that they should be encouraged but should not
adversely impact upon the utilities or theix

customers.

The Board finds that the end-user shall have a
choice of services and directs each utility to
structure its proposals to end-users such that
the terms and conditions will not favour one

tyvpe of service over another.

At this time the Board will not take a position
with respect to the issue raised by FONOM (see
para. 8.8).

Pogitions of the Parties

Northern did not anticipate that any cus-
tomers will seek this kind of service in the
interim period but advised that it will cooper-—
ate with customers who can assemble all the

elements of a buy/sell arrangement.

Union stated that it is prepared to enter

into buy/sell arrangements.
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8.24

8.25

Consumers' testified that 1t will enter into
buy/sell arrangements with its customers.
Consumers' pointed out that the savings which
the customer achieves will be the difference
between the price at which it buys the gas in
the field and the price at which its sells the
gas to the distributor. Consumers' will con-~
tinue all the obligations of a distribution

utility with respect to sales services.

CPA supported the availability of buy/sell
arrangements and considered such arrangements

to be an alternative +to direct purchases using

contract carriage.

Cyanamid submitted that the distributors must
be obligated to provide buy/sell services 1if

required by the customer.

IGUA supported the buy/sell mechanism for
providing a direct purchaser with an unregula-
ted delivery arrangement. It provides a
mechanism for bundled transportation, storage
and load balancing together with back stop sup-
plies, through the medium of a sale of the
shippers' gas to the distributor and a repur-—
chase of that supplied by the shipper/consumer

from the distributor.

Northridge considered that the option of
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8.29

buy/sell should be available, but that they "do
not appear to have much attraction”.

IPAC maintained that Tbuy/sell arrangements
are a viable alternative to T-service and that

both are totally compatible. 1In essence, a
buy/sell arrangement is an expansion or diver-
sification of the supply base that does nothing
to relieve the utility of the demand charge
obligations to TCPL under the existing c¢on-
tracts. The same supply risks apply under
buy/sell as under T-service and in fact may be
greater to other customers under buy/sell

arrangements.-

Special Counsel supported the availability of
buy/sell arrangements and recommended the pur-

chase of gas Dby the utility be a separate
negotiation from the sale back to the customer

at Board approved rates.

The Board's Findings

The Board finds that buy/sell arrangements are
in fact a viable alternative to and compatible
with, T-service. The Board considers it essen-
tial that at least during the interim period
Board approval of all buy/sell arrangements is
required to ensure that the utility's other

customers are protected and directs that all
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such agreements be the subject of an applica-
tion to the Board.

The Board approves the proposal of the utilit-
ies that gas purchased by the utility under a

buy/sell agreement will be at a rate no higher
than the utility's aveoided commodity cost of

gas.

Competitive Marketing Programs

8.32

8.33

CMP's enable TCPL system producers to compete
with non-system producers for the customer's
business in the interim period. These prograus
allow TCPL producers to offer a discount from

the sales rates for a particular customer.

Positions of the Parties

Northern has negotiated a number of CMP's for
its customers, and expects to negotiate more in

the future.

Union has entered into one or more CMP's and

supports these as a method of providing access
to lower priced gas for its large industrial

custoners.

Consumers' stated in itse submissiocn that

although it receives no direct Dbenefits on
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behalf of 1its general customers through end-
user CMP's it "supports the concept of CMP's
and agrees to pass on the benefit negotiated

between TCPL and the end user.,"

FONOM maintained that while direct purchase
arrangements may be administratively unworkable
in the interim period for the smaller volumes
required by residential and commercial users,
the wutility should exercise all possible dili-
gence in securing a cheap supply of gas for its
system customers. It considered CMP's as the
sole source of market-sensitive priced gas in
the interim period for residential and com-

mercial customers,

Northridge submitted that CMP's provide no
competition. There must be Jdirect sales,
CMP's follow the market; they do not lead it,
CMP's at present enjoy an advantage over direct
sales in that there is no double demand charge
and Northridge charges that this may constitute
unfair or unjust discrimination in the rate

structure,

IGUA maintained that CMP's enable system gas
to compete with non-system gas. Tt was con-
cerned that T-service should not be such that
system gas would have an advantage over non-

system gas.
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8.40

Cyanamid supported CMP's but claimed that
they will not be available at all and certainly
not at as low a price, unless viable and acces-
sible direct purchase options are in place. It
argued that effective gas-on-gas competition is
necessary and distributors should not be entit-
led to use their demand charge obligations to

TCPL to undermine direct purchases and exploit
their monopoly power in favour of CMP's.

CPA's position was that a CMP is not a direct
purchase, it does not substitute for competi-

tion, and the need remains for effective con-

tract carriage arrangements.

Special Counsel considered that the avail-
ability of CMP's is largely out of the Board's

hands. "Since CMP's are generally offered when

the producers perceive a threat that the
customer will enter into a contract carriage or
buy/sell arrangement, it is submitted that this
lends further to all of the recommendations set
out above which encourage or remove impediments

to contract carriage.,"

The Board's Findings

The Board finds that CMP's are acceptable in

that they provide a means whereby lower priced

gag can reach customers in Ontario.
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Firm and Interruptible Service

8.43

8.44

8.45

Firm service means that the customer has con-

tracted for volumes of gas which the utility

must supply if required by the customer,.

Interruptible service means that the custonerx

has agreed to purchase volumes of gas on the
understanding that the gas supply can be inter-
rupted from time to time by the distributor.
The price of interruptible gas 1is therefore

lower than the price of firm gas.

Positions of the Parties

Northern pointed out that it has adeguate
pipeline capacity and will not distinguish
between firm and interruptible transportation
service, Northern also pointed out that it has
no capaclity constraints which would require it
to interrupt a transportation customer, Thus
Northern will offer continuous transportation
service of a customer’'s gas. Such transpor-
tation service ig firm, but clearly can be
interrupted at the customer’s reguest,
Northern proposed to contract with each trans-
portation customer for space on Northern's
system at the customer's peak day requirement
which Northern c¢alls the contracted daily

demand. "On any given day, a customer can
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8.49

transport any amount of gas up to its con-

tracted daily demand."

Northern pointed out that "the higher the cus-

tomer's load factor, the lower the customer's
per unit gas cost because the £fixed monthly
charge for the interim period will be dJdeter-
mined by the forecast sales volumes which were

displaced”.

Northern argued that it can allocate the gas it
purchases from TCPL to optimize its system use

and provide interruptible gas sales service,
This advantage is lost when Northern doesn't

own the gas. Therefore, it claims that it can-

not offer interruptible T~service.

Northern rejected the proposal of Special
Counsel that it offer an interruptible

T-service and purchase certain gas for its own
use from transportation customers since it had
not proposed to do so and does not want to do

S50,

Union proposed to provide both firm and

interruptible transportation service on its
systen. It will offer service to its trans-
portation customers similar to the sales

service which customers are now recelving.
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Union stated that it is not anxious to encour-
age its present sales customers to move from
interruptible to firm T-service, If its
T-service arrangement encourages customers to
do so, that might seriously dimpair Union's
system operation and adversely affect its

remaining sales customers.

Consumers' stated that it "will provide
interruptible transportation service under rate
145 (pursuant to the Interim ‘Transportation
Rider) and firm service for the full interim
period under rate 100 and/or rate 110 and for

seasonal reqguirements under rate 130",

Consumers' however pointed out that its ability
to render these transportation services is

dependent upon a number of assumptions such as
availability of distribution capacity, dJdemand

profile and and economic viability.

CPA submitted that firm and interruptible
service should be offered to a contract car-
riage customer to enable 1t to match its pre-
vious purchase pattern. CPA believed wherever
a customer is now purchasing a combination of
these services, equivalent services should be
provided on a transportation basis. The only
difference, according to CPA, between sales

arrangements and transportation arrangements is
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8.55

the responsibility for gas supply.

CPA noted that the proposals of Consumers' and
Union include an interruptible service,
although it considers Consumers' proposal to be

effectively, a firm gales service,

CPA noted that the transportation toll of
Northern will constitute a weighted average of
forecast charges under a sales schedule and
therefore should reflect the existing service

currently being provided,

CPA submitted that since Northern's interrupt-
ible service will Dbe converted to firm
T-service that overall costs should reflect the
lower priced interruptible service inciuded in
the previous sales arrangement. It noted that
Northern's proposal recognizes that the gas
supply obligation is properly that of the

direct purchaser,

CPA expressed concern that the requirement of
both Consumers' and Union for £firm dJdeliveries
at a 100 per cent load factor would preclude
direct purchasers from utilizing interruptible
service on the TCPL system. It considered that
direct purchase customers could make effective
use of the summer valley capacity in the TCPL

system and thereby improve the overall system

/141



REASONS FOR DECISION

load factor. CPA argued that direct purchase
transportation customers should be entitled 1o
the same opportunity for interruptible sezrvice

as a distributor.

Cyanamid considered that Consumers' should
provide firm and interruptible service and was
critical of the utilities reqguiring demonstra-
tion of adequate gas supply. Cyanamid submit-
ted that the attitude of the distributors in
this regard demonstrates a reluctance to aban-
don their paternal attitude +towards customers,
attitudes which have no place in the
competitive environment. Cyanamnid attacked
what it saw as an attempt by Consumers' to
place one more road block in the way of the

easy access to T-service.

Polysar maintained that a direct purchaser
should be able to nominate both STT and T-AOIL

gas in its deliveries to the distributors. 1t
noted that the use of STT capacity on TCPL's
pipeline entitles the user to nominate T-AOI
gas when space is available and since the AOIL
transportation service has no demand charge
component, it 1s cheaper than STT service.
Since T-A0I deliveries are more flexible a
direct purchaser, within the limits of its AOI
entitlement, can balance its own load. Polysar

submitted that a direct purchaser, should not
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8.63

be required to trade off its AOI entitlements
to Union, but should have access to the cheaper

gas and be able to balance its lcad to the best

of its ability.

IGUA argued that since interruptible trans-

portation services are available on TCPL,

logically, therefore, such services ought to be
available on the distributor system. However,
to take advantage of TCPL's interruptible
T-service a customer would need considerable

storage,

Because interruptions have been infrequent for
many interruptible industrial customers, those
who wish to enjoy the same degree of supply
continuity will probably have to commit for

firm transportation on TCPL's system.

IGUA accepted Northern's proposal for handling

interruptible customers who shift to T-service
as reasonable, and relied on the Board to "fix

and approve” terms and conditions for inter-
ruptible service by Union and Conusmers’ to

parallel current services.

IPAC strongly supported firm and interrupt-

ible T-services in the context of market

regponsive pricing.
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8.04

IPAC claimed that Northern's reasons for not
offering interruptible T-service are suspect.
It argued that as long as there is unused
capacity, it would appear to be in the best
interest of all users of the system and the

distributor to utilize that capacity.

IPAC maintained that if there is any Jjustifi-
cation for a minimum activity level charge for
interruptible T-service, it should be lower
than that required for interruptible sales
service,. IPAC noted that the distributor's
proposals for T-service effectively reqguire a
100 per cent load factor demand charge, with
limited make~up rights and penalties for excess
deliveries, IPAC argued that this will
effectively thwart any attempt to utilize
T-service in any form to reduce overall gas

costs.

Special Counsel submitted that it 1is import-

ant to recognize that storage is needed 1in

order to offer interruptible transportation
service, He agreed that Union and Consumers'

should offer such service, while Northern need

not, at least in the interim period.

However, Special Counsel submitted that
Northern should consider for the longer term,

offering an interruptible service, whereby it
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could interrupt a customer's gas supply on a
given day and purchase this gas for its own use.

The Board's Findings

The Board finds that the mixture of firm and
interruptible services offered Dy Union and

Consumers’ are acceptable for the interim
period. The proposal by Northern to offer only

firm T-service is accepted by the Board for the
interim period based on its understanding of
Northern's gas supply situation and lack of

storage.

Peaking Service

8,69

8,70

Positions of the Parties

Northern stated that it cannot contract in
advance to provide peaking service to trans-
portation service customers in the interim
period. However, if the gas 1s availlable,
Northern will negotiate to provide such service

on a day-to-day basis.

Union indicated that it does not ofifer a
“pbeaking service" in its sales rate that would
be analogous to TCPL's winter peaking service
and it will not offer such a service to

T-gservice customers.
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8.71

8.73

8.74

8.75

Consuners' noted that peaking service for

rate 110 sales contract customers is provided
pursuant to rate 120. It also noted that

"service under all other rate schedules to
which the Interim Transportation Rider is pro-
posed to apply, requires the customer to con-
tract for his peak daily regqguirement."” There-
fore, 1if the customer's peak reguirements are
correctly forecast in the sales contract,
Consumers' c¢laims it would provide the same
quality of service, assuming that the cus-

tomer's supply is delivered to Consumers'.

IPAC took the position that peaking service

should be available to T-service customers.

Allied and Suncor argued that under Union's

proposal for a maximum T-service volume of the
daily average consumption, the direct purchase
customer may not have sufficient gas in storage
to meet its peak-day requirements. They ¢laim-
ed this is a further reason for the Board to
reject Union's average day regquirement and

delivery obligation.

Northridge claimed that peaking service
should be available without additional cost if

it is being paid for in the bundled rate.

IGUA expected that 1if gas 1s available the
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Board will approve or fix the cost of a gas
supply to be consumed by a T-service shipper in

excess of its peak-day transportation service
entitlement. It considered this service to Dbe

a variant of the backstop supply service.

CPA argued that Union's proposed obligation
to deliver effectively imposes the requirement
on the end-user to provide peaking service to
Union. It considered such a requirement to be
outside a reasonable contemplation of a con-
tract carriage arrangement, unduly onerous, and
providing Union with a significant benefit. It
also submitted that peaking service should bve

contracted and charged for on a separate basis.

Special Counsel argued that the utility

should provide peaking service at a rate com-
mensurate with that being paid by other cus-
tomers for the same type of service. Unantici-
pated requirements should, he said, be treated
as unauthorized overruns with the rate being
that applicable to overrun service, Special
Counsel submitted that the rate for authorized
peaking volumes should be as approved in the
appropriate rate schedule which covers those

service conditions.

The Board's Findings

The Board accepts for the interim period the
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Overrun

§.80

utilities' proposals with respect to peaking

service.

Positions of the Parties

Northern offered to supply overrun gas at its
general firm service rate schedule (Rate 08) in
the event that supplies are available, but only
if requested and authorized. Northern noted
that unauthorized overrun volumes would be
subject to the penalty as set out in the trans-
portation service contract; such provisions
would be similar in nature to those in the

existing contracts.

Union stated that it “would offer transpor-
tation overrun to T-service customers compar-—
able to provisions of overrun to its sales cus-—
tomers”. The charges will be calculated by
deducting the weighted average cost of pipeline

gas from sales overrun rates.

Consumers' stated that it will not offer an

overrun service. Customers must contract for
their maximum reguirements and amounts taken in
excess of those requirements would constitute

unauthorized overrun and there would be renalt-

jes as set in the "companion rate schedule".
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8.82

§.85

CPA considered overrun and peaking service to
be essentially the same service. Unauthorized
overrun is the subject of contractual terms
established in most distributors' sales con-
tracts and also the subject of specific requ-
irements provided for in the transportation
tariffs of TCPL. In that regard, it seemed tO
CPA rather a simple matter, as reflected in the
Northern proposal, to provide authorized over-
run to end-use customers in the same mannelr as
authorized overrun flexibility is provided to

the distributors.

CPA considered Consumers' statements on overrun
to be irrelevant since its customers can con-
tract for no more than 1/365th of their average

annual requirement.

Cyanamid did not understand why Consumers'
should have any concern with respect to over-
runs of a customer's Own gas. Cyanamid agrees
that if direct purchase customers make unautho=-
rized overruns so as to Jjeopardize the security
of supply to Consumers' sales customers, an

overrun penalty may be appropriate.

TQUA stated that the use of facilities for

transportation of the shipper's gas beyond the
contracted level of entitlement, should carry a

normal overrun penalty, which the Board can
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approve or fix when establishing a transpor-
tation service relationship between the shipper

and the carrier.

Northridge submitted that contract carriage
should allow for day-to-day operational imbal-
ances, which should be accounted for by adjust-
ment to the subsequent daily nomination. With
bundled rates, this would appear to be part of
the service being paid for and as such, should

be available.

FONOM noted a distinction in Northern's evid-
ence between customer overrun and system over-
run, FONOM endorses the position taken by
Northern that there should be a penalty for
unauthorized overrun. FONOM pointed out that
system overrun penalties are clearly an added
cost directly attributable to T-service and
should be recoverable from the T-service cus-
tomer which it maintains Northern dJdoes not
intend to do. FONOM thereupon reconmended
various mechanisms by which added and other
costs which may not be anticipated, could be

recovered.

IPAC proposed that penalties imposed for

overrun under sales service are appropriate for

T-gservice, given due allowance for avoided
costs. IPAC took the position that under
Consumers' T-gservice proposal, make~up gas
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8.90

should not become subject to the imposition of

overrun charges.

Special Counsel submitted that transportation
customers should be treated in a fashion

identical to sales customers with respect to
overrun and hence, the charge for overrun gJgas
should be the same as the charge now being

charged large industrial sales customers.

The Board's Findings

The Board finds that to the extent that overrun
charges are referred to in currently approved

rate schedules, the utility shall use such
rates. Any variation of such charges shall be

identified and bhe subject to approval by the

Board.
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CHAPTER 9 - THE BOARD'S JURISDICTION

Introduction

2.1 During the hearing there were a number of mat-
ters raised which involved the Board's opera-
tions and Jjurisdiction. The Board felt that it
would be useful to place all of these matters

together in this chapter.

Board Approval of Fach Customer Contract

Positions of the Parties

©.2 Northern proposed that for the interim period
negotiation of a contract carriage arrangement
with a customer would be followed by an appli-
cation to the Board for approval of the rate or
rates at which the customer-owned gas would be
transported. The rate would be determined in
accordance with the formula in Northern's rate

schedule T-50.
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Northern submitted that if it and the customer
were able to agree on the rate, then the Board
might make an Order approving the rate without
a hearing under Section 19 (11). Without an
agreement it acknowledged that a hearing would
be required. Northern pointed out that Beoard
approval of each contract carriage agreement 18
required because Northern is proposing a method

for rate determination, not a specific rate.

Northern added "although Northern understands
that the Board may require that the contract be
filed with the Board for monitoring purposes,
Northern submits that that is the extent to
which the Board should exercise jurisdiction
over terms and conditions of the contract other

than those which affect the rate".

Northern agreed that the Board can reserve its
response to “these questions" until it Thas
specific problens which need resolutiomn.
Northern stated that "jurisprudence is probably
better developed in the context of specific

factual situations".

Union took the position that a hearing would

not be necessary to approve each contract

because the toll would Thave already been
approved by the Board. It acknowledged that
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"added and avoided costs" are customer speci-
fic, but considered the Board should be satis-~

fied with Union's explanation of its method of

calculating such charges.

Union stated that the negotiations of T-sexrvice

contracts would be similar to the negotiation

of Rate M7 sales contracts.

Consumers' took a similar position to Union,

namely, that Board approval of each T-service
contract 1is not necessary, Consumers' added
"there is no evidence before the Board ia this
hearing that such an approval system is requir-
ed or desirable, The present large volume con-
tract regime has worked in Ontaric £for many

vears and there is no need to change it".

Consumers' stated "as a last resort, if
negotiations undertaken honestly and in good

faith, cannot result in a contract being con-

cluded, both the customer and the utility
should have some access to the Board".

Consumers' went on to add "competitive market
pricing should not Dbe allowed to produce

regulatory drafting of contracts for

T-services".

IPAC considered that a hearing for each cus-

tomer would be unnecessary, particularly if
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toll schedules are set down by the Board and
are publicly available. It stated that pub-
lished tolls reduced the potential for dis-
agreement and the risk of unegual application
of wvalue of service. It submitted, however,
that Board approval of each contract 1is a
necessity i1f the approved and published toll

schedules are not clearly defined.

Nitrochem stated that it does not wish to be
at the mercy of the utility's monopoly power or
be in a position where it has to agree to what
it considers to be unreasonable o©or onerous
terms in order to obtain transportation ser-
vice. Nitrochem noted that Northern acknow-
ledged that it would like to have a contract
because of "leverage in terms of discussing
with the customer." Nitrochem submitted that a
contract should not be required for the pro-
vision of transportation service but left to
the mutual agreement of the parties. In the
alternative, Nitrochem took the position that
if the Board endorses Northern's request that a
contract be a necessary condition for service,
then at the very 1least, the customer should
have the right to have any dispute over the

terms of the contract resolved by the Board.

Allied and Suncor submitted that a hearing
will not be required for each customer if the
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2.13

9.14

9.16

Board approves T-service rates and general
terms and conditions. They argued that the
Board should accept jurisdiction at the request
of the distributor or customer if a contract,
following bona fide negotiation, cannot be com-

pleted.

CCPA believed that to the extent that tolls
and tariffs are published it is unnecessary to

have individual customer contracts approved by

' the Board, except in exceptional cases.

C-I-IL took the position that the essential

parameters of the rates, terms and conditions
for contract carriage will be set by the Board
and that it will be unnecessary to hold a hear-

ing for each particular customer.

IGUA argued that for the interim period there
should be an application to the Board to
approve and fix the transportation service
rates and the terms and conditions essential to
the transportation services relationship

between the utility and the shipper.

1+ ceonsidered that the Board and not the

utilities ought to control the terms and con-
ditions appropriate to transportation services

relationships.
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9.20

IGUA submitted that during the interim the
Board should reject negotiable transﬁortation
service rates, The absence of a negotiable
transportation service rate does not prevent
the parties from negotiating and reaching an
agreement. It simply means that the Board has
not given advanced blessing to the results of
any agreement that the parties might reach,
Accordingly, there would need to be a Board
order for each customer-specific transportation
service rate in accordance with Section 19 (8)

of the Act.

IGUA recommended that during the interim period
the Board ensure consistency in the terms and
conditions of T-service for each customer to
avoid wundue discrimination. It noted that
under the Act orders for less than one year may

be made without a hearing.

Kitchener submitted that the Board should
appoint a Thearing officer to arbitrate any
differences between the parties that arise in

the negotiation of T-service contracts.

CPA submitted that since there is 1little
reason to distinguish transportation service

from any other utility service offered,
customer-specific hearings should not be
required.
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Cyanamid took the position that if either
party requests the Board to approve the con-
tract or settle any of its terms, the Board

should be available for that purpose.

FONOM stated in its submission: "Because
Northern has proposed a methodology for the
computation of a rate, and the actual rate will
only appear in the contract negotiated Dbetween
the T-service customer and Northern, it follows
that OEB approval of each contract will be

required.”

Special Counsel submitted that the Board

ought to indicate that 1t will entertain all
appiications of utilities or customers to set-
tle individual disputes that may arise in the
introduction of interim contract carriage and
that the Board will decide its Jjurisdiction to
deal with issues as they arise. Such applica-

tions may be decided with or without a hearing.

The Board's Findings

The Board finds that it has the Jjurisdiction to

approve all contract carriage, buy/sell, and

CMP agreements.

In the event of a dispute between a utility and

a customer or proposed customer, either party

/159



REASONS FOR DECISION

9.27

may apply to the Board to fix the disputed term
or terms with or without a public hearing.

The Board also finds that to the extent the
terms and conditions impact directly on the
rate or rates included in an agreement, or in-
directly on the rate or rates through guality
of service, its approval of terms and condi-

tions will be regquired.

Neither the gas utilities nor the end-users in
Ontario Thave had extensive experience with
direct purchase or CMP arrangements. The Board
regquires that all such agreements shall be sub-
mitted for approval by this Board before they

go into effect.

The Board may proceed with or without a public

hearing. It does not, except in unusual cir-

cumstances, anticipate that any undue delay
will be occasioned by this procedure.

By the approval process the Board can asgsure
itself of the lack of adverse impact of such
arrangements on the utility and its sales cus-

tomers.

Applications to vary or terminate any arrange-

ment shall be made by either party to it, under

appropriate circumstances, to the Board.
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Monitoring by the Board

9.31

2.33

Positions of the Parties

Northern submitted that the Board can be
satisfied that the integrity of the utility and
the rates to other customers will not be
affected in the short or long term by the in-
troduction of contract carriage without any
additional monitoring. Northern also noted
that since its revenue requirement for 1986
will be determined without reflecting any con-
tract carriage agreements, other customers can-
not be affected and no additional monitoring is
required. For the longer-term, Northern is of
the opinion that the annual rate hearing con-

stitutes sufficient monitoring.

Union's position was that the existing monit-
oring mechanism is adequate and no additional

monitoring is needed.

Consumers' took the same position in terms of

monitoring as did Union Gas. It also objected
to the detailed list of data which Special
Counsel suggested should be filed on a monthly
basis with the Board, and added that the sug-
gestion that the current monitoring forms be
modified to accommodate the new services being

offered 1s acceptable.
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9.34

9.37

IPAC took the position that monitoring by the

OEB is both appropriate and essential, parti-
cularly in the interim period. It considered

it essential that the Board obtain sufficient
information concerning the development and

utilization of T-service on distributor systems

in Ontario. It alsc recommended that the en-
tire T-service contract should be filed with

the Board for monitoring purposes.

Allied and Suncor were of the view that the

current monitoring system is satisfactory and

that there will be an element of self-monitor-

ing both by the distributor and the purchasers.

FONOM believed that the wutilities should be
reguired to fully report to the Board towards
the c¢lose of the interim period on their
experience in furnishing T-service with par-
ticular regard to any problems encountered with
gas supply, added costs and impact, 1f any, on

system customers.

IGUA took the position that monitoring might
be required when a distributor uses part of 1ts
CD entitlemrent that has been considered to have
been displaced by a T-service shipper, The
distributor ought to be required to provide
periodic information showing the extent to

which it has utilized its CD entitlements with
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9.38

9.39

9.40

TCPL and 1if an adjustment to the shipper's
obligation to pay for displaced demand 1is in-

dicated, such an adjustment ought to be made.

CPA indicated that monitoring should be
adequately and effectively achieved through
existing reporting requirements and through

regular rate cases,

Kitchener saw no Dbenefit in the ongoing
monitoring of the operation of T-service con-—
tracts by  the Board. However, Kitchener
believes that the Board ought to monitor the
steps taken by each distributor to renegotiate
their supply contracts with TCPL under clause
13 of the Agreement. In addition, it felt that
its proposed hearing officer should encourage
parties to T-service contracts to file descrip-
tions of difficulties encountered during the

term of such contracts.

Special Counsel submitted that because the

utilities constantly reminded the Board that
each had no previous experience in terms of
transportation arrangements, the outcome of
contract carriage or transportation arrange-
ments as they are operating should be available

to the Board for monitoring purposes.

Special Counsel set out certain additional
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9.42

9.43

9.44

matters which he submitted should be monitored
by the Board on a monthly basis. These were:

a) dally CD nominations from TransCanada;

) daily volumes transported under the trang-
portation arrangements separated out for

each customer;
) daily volumes contracted under the trans-
portation or contract carriage arrange-

ments separated out for each customer; and

d) TCPL demand charge and associated volumes

billed to each transportation customer,

The Board's Findings

The Board finds that additional monitoring is
regquired during the interim contract period
because of the lack of experience in Ontario

with direct purchase and CMP arrangements.

The Board will issue a special monitoring order
with which the Ontario utilities will comply as

will all customers to which the order applies.

Replies to the monitoring procedures shall bhe

filed with the Board on a confidential basis

until otherwise ordered.
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Confidentiality

9.45

9.46

9.47

o

.48

Positions of the Parties

Northern had no objection to filing a synop-
sis of a contract carriage arrangement on a

confidential basis.

Northern was of the view that individual
customers who negotiate direct purchases should

have to disclose to Northern the terms of the

direct purchase contract.

Union's position was that T-service contracts
should be held confidential.

Consumers'’ submitted that the contracts
should be confidential, at least during the

interim period.

Consumers' demanded the right to examine con-
tracts related to a customer's upstream gas

supply and backstop arrangements but did not
intend that these should become public.

Kitchener was of the view that T-service con-
tracts should be filed with the Board and be
available to the public.
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9.54

CPA argued that contractual terms of a com-
petitive nature must remain confidential. How-
ever, it submitted that utility services should
be public since they are regulated in the
absence of competition.

Cyanamid submitted that direct purchase cus-
tomers should have no obligation to provide
Consumers' with copies of their gas purchase
contracts. Among other reasons, Cyanamid
claimed that 1if the terms of those purchase
contracts are known it could enable the distri-
butors to exploit their monopoly to the benefit

of CMPs or system gas.

With respect to T-service c¢ontracts, Cyanamid
stated "it 1is not enough to ask customers to

take (the distributor) on faith, that the power

to exploit will never be exercised. Customers,
particularly ammonia producers, can only be
protected by this Board. This protection en-

tails making T-service contracts public so that

ammonia producers can be assured that they are

being treated fairly,"

IGUA said that 1if each contract is approved
by the Board, it is then available to the
public; alternatively, if the terms are dis-
closed in the order of the Board, the terms

will be public.
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9.59

IGUA indicated that the agreement between the
shipper and the regulated carrier ought to be
public so that other customers seeking the same
services will be able to avoid being unduly
discriminated agailnst. IGUA took the " posi-
tion: "If regulated services are provided to a
direct purchaser-shipper, the details of those

regulated services must be disclosed.”

IGUA's position was based upon the fact that
the relationship is regulated. It added
"where vregulation is not applicable, namely
between a direct purchaser and 1its gas sup-
plier, there is no need for public disclosure

of that agreement."

IGUA maintained that even where range rates are
approved, the exact position within the range

and therefore the terms of the agreement should

be made available to other customers.

IGUA stated further: "If the utilities wish to
create a delivery arrangement in Ontario that

will be confidential, they have the power to do
so, by entering into a buy/sell arrangement,
the whole of which, the utilities will be at
liberty to treat confidentially."

C-I-I, argued that: "The rate structure pro-
posed {(and supported by C-I-L) for interim con-

tract carriage has, as its starting point, the
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9.63

customer's existing gas sales rate. According-
ly, and to keep that number confidential, C~-I-L.

submits that the contract of carriage should be
confidential. Under C-I-L's proposal, the
terms and conditions to be contained in that
contract will have been set by the Board, and
therefore it is not necessary that they be
publicly available."

Northridge submitted that distributor con~
tracts for transportation service ought to be
public on the grounds that the distributors
enjoy a monopoly and the users of the system
need the protection. On the other hand, in a
free market with gas prices and gas purchase
agreements, there should he no compulsory dis-

closure of the price or the terms,

Nitrochem argued that T-service contracts,
being regulated, should be made public whereas
the gas purchase contracts, not being regula-

ted, should be confidentilal.

IPAC took the position that confidentiality
gshould be maintained by the Board in circum-~
stances where parties to the contract request
such confidentiality.

IPAC also said: "There is a companion issue of
confidentiality, however, with respect to the
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gas purchase contracts under direct purchase
arrangements, The Board may well reguire the

filing of these gas purchase contracts as part
of its broader monitoring function of natural
gas supply costs to Ontario,. This will be
particularly important during this transitional
period to market responsive pricing on November
1, 1986."

In terms of gas purchase contracts, IPAC saw no
reason for disclosing these contracts to the

distributors.

Special Counsel considered that the Board

should treat contract carriage agreements in
the same way as sales contracts. He also said
that there should be no requirement for supply
contracts to be made public, disclosed, or
filed, particularly since these are not regu-

lated by this Board and are confidential,

The Board's Findings

The Board finds that it does not require at
this time, the filing or disclosure of the gas
supply contracts. The Board also finds that it
is not necessary unless otherwise ordered, for
the customer to disclose to the distributor the
terms of the gas purchase contract. The Board

further holds that it is not necessary at this
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time for the distributor or the T-customer +to
disclose to others the terms of the T-service

contract.

Jurisdiction of the Roard

.67

The major issues raised concerning the Board's

jurisdiction were as follows:

1) Has this Board jurisdiction to require a
gas utility in Ontario to supply service

to a customer which requests service?

2) Has this Board Jurisdiction to determine

the contents of a contract of service
between a distributeor and a customer?

3) Does the word "rates" as used in section
19 of the Act include anvthing beyond

monetary terms?

4} Should the Board state a case to the
Divisional Court as requested by Northern
as to the Board's Jjurisdiction? {Subse-
gquently withdrawn by Northern in its reply

argument. )

Positions of the Parties

Northern declared thig to be "an extremely

7170



REASONS FOR DECISION

9.70

important and very difficult issue". It stated
that "the matter i1s not free from doubt and

before the Board makes any pronouncement con-
cerning its Jurisdiction to force a contract
between the distributor and the customer for
either the sale or +transportation of gas it
should state a case in writing for the opinion
of the Divisional Court pursuant to Section
31(1) of the Act.,"

Northern went on to argue that "if the Board
was making contracts for the gas distributors,
then the Board is really becoming involved in
management and in Northern's submission that is

inappropriate".

Northern took the position that this Board has
no Jjurisdiction to require it to provide ser-
vice to a customer, or to require that it enter
into a c¢ontract with a customer, If it does
enter into such a contract, Northern submitted
that this Board has no Jjurisdiction to do more
than set the monetary rates and may not deter-

mine the terms of any contract other than mone-

tary terms,.

Northern added that "if the parties are unable

to agree to the term of a contract, the option

of Thaving the Board =act as a consensual
arbitrator to settle the contract remains

available”,
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9.72

Union took fundamentally the same position as
Northern but added ‘"recognizing the contract

negotiations are not always successfully com-
pleted, a party should be free to approach the
Board for assistance in settling terms upon

which agreements cannot be reached".

Union drew the attention of the Board to
Section 22 of the Act and concluded that "this

specific reference to the setting of terms and
conditions by the Board for a service required
of a utility would lead to the conclusion that
the Board does not have the authority to dic-
tate terms and conditions for the other utility

services of sales and transmission."

Consumers' supported the general position of
Union and Northern and also submitted "any
power of the Board to require that the distri-
butor enter into a contract with a consumer of
gas must be found in the express words of the
Ontario Energy Board Act (or some other statute

of the Province of Ontario).

Consumers' also said "there is no section of
the Act which expressly deals with the subject
of the Board forcing a distributor to enter
into a contract with a consumer of gas" and
that "such gquestions as to the obligation of

the utility to provide service to a particular
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customer fall to be decided by the courts under
the Public Utilities Act”. It stated "fixing
or approving the terms and conditions of ser-
vice and deciding whether, in any particular
case, the distributor 1is obliged to provide
service are two very different things”.

Consumers' referred to the Board's reasons for
Decision E,B.R.0. 377-1 in support of 1it's
position that the Board has no authority to
force a distributor to supply gas.

Reference was made by Consumers' to the deci-
sion of the Supreme Court of Ontario in
Holmberg et all vs. Public Utilities Commission
of Sault Ste, Marie [1966] 2 0.R.675 wherein

the Court of Appeal upheld a decision of
McDermott J. to issue an order of mandamus
directing a public utility commission to supply
water and electricity to a dwelling house.
Consumers' also referred to other decisions of
the courts such as Peat Marwick Ltd vs. The
Consumers' Gas Co Ltd. (1977) 18 0O.R.(24) &31
and RoyNat Ltd. vs. The Consumers' Gas Company

Ltd (1980) 28 oO.R. (2d) 97 to support its

position.

Nitrochem proposed that this Board should
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9.80

92.82

have the jurisdiction:

a) to fix or wvary any and all terms and
conditions raelated to transportation

service and

b) to order a distribution company to provide
transportation service to a customer which

neets the terms and conditions laid down
by the Board.

It proposed that the Board should proceed on
the basis that it has the jurisdiction to force
a contract and saw no advantage in the BRBoard

submitting a case to the Divisional Court. It

submitted that this would cause uncertainty and
delay and 1if Northern wanted to challenge the

Board's authority it could take such steps as

it saw fit.

Allied and Suncor argued that the Board has

jurisdiction to force a contract.

CCPA Dbelieved that this Board has Jurisdic-
tion to force the distributor to accept a

reasonable contract.

Northridge argued that the Board should have
jurisdiction and that the governing legislation

is capable of such interpretation.
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Northridge made reference to the general law
relating to public utilities as reviewed in
Chastain et al, vs. British Columbia Hydro and
Power  Authority (1973) 2 W,W.R. 481 at
490~497, It referred to the decision of Mr.

Justice McIntyre at page 491 of that decision

and concluded as follows "“having regard to the
common law duties, it seems reasonable that the
governing legislation would be construed so as
to confer jurisdiction upon the Board to order

the provision of service, whether the sale of

gas or its transportation."

C-I-I, submitted that the Board has the autho-
rity to set Jjust and reasonable rates for
transportation service. It submitted that
authority is meaningless, if the Board does not
also have the authority to set the terms and
conditions of transportation service and to
require distribution companies to provide
transportation service. It added "in the
absence of the latter authority, the power to
set just and reasonable rates can be rendered
nugatory by the distributor refusing to provide
service, or providing service on terms and
conditions which are so onerous as to make the

service an impossibility."

It also submitted "that the time at which that

authority is most necessary is exactly now, at
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0

.86

9.88

the outset of the provision of a new service
where there is no historical set of terms and
conditions traditionally attached to the ser-

vice."

IGUA argued that the Board may impose such
terms and conditions as it considers proper and

an order may be general or particular. It is
for the Board to decide whether any particular

term and condition is rate-related.

It argued that the Board can approve terms of a
contract which may have been agreed upon by the
parties, or can fix the terms of a contract
even though the parties have not reached agree-—
ment, or can fix the terms of the contract

different from the terms of any agreement

reached between the parties.

IGUA pointed out that the Board cannot force
people to agree but considered that it can
impose or fix the terms of a transportation
service relationship between a shipper and a
carrier. In exercising that Jurisdiction it
can fix and determine any terms and conditions
related to the shipper's use of the carrier's
system for transportation services, including
the price to be paid by the shipper to the

carrier for those services.
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IGUA considered that the Board's Decisions in
EBRO 343-I1 and EBRO 367-I1 made it clear that
the Board has Jurisdiction under Section 12
(1)(2) and Section 16 of the Act to approve and
fix the terms of transportation services,

It considered an overstatement the claim made
by Union that "the Roard has, with reasgsonable
consistency, held that the terms and conditions
of service between a distributor and its sales
customers are not a subject matter for approval
by the Board."

IGUA contended that the previous Board Deci-
sions cited by Union do not support the con-
clusion that the terms and conditions of ser-

vice between a distributor and its customer are

not subject matter for approval by the Board.

Polysar submitted that the Board may impose
on the parties to a contract for the sale,
transportation, distribution or storage of gas,
whatever monetary or non-monetary terms and

conditions it deems appropriate.

It also argued that the Board has autherity to
impose an obligation upon a gas utility to
service any customer requesting transportation

service.
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Polysar further argued that the Board's juris-
diction related equally to buy/sell and con=-

tract carriage.

Cyanamid took the position that the Board has
Jurisdiction to approve all terms and condi-
tions of a contract between a distributor and a
customer and relied upon Section 19 (1) and
Section 19 (8) and Section 16 of the Act.

Cyanamid argued that the word ‘rate' has a very
broad context and terms and conditions affect
the rate and therefore are rate-related, It
argued: "The price, therefore, is a reflection
of all services provided, from reading the
meter to balancing the load, from the quality
of gas to the right to exercise force majeure,
If any of those services c¢hange, the effective
price to the customer changes, There simply
are not any terms in a contract which would not
have altered the effective price under the

contract.,"

Cyanamid argued that Section 22 {1) offers no
comfort to the argument of Northern that the

Board does not have jurisdiction to fix the

terms and conditions of a contract.

CPA maintained that the important guestion is
whether, in establishing a toll, the Board may
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9.9¢9

9.100

9.101

also establish the terms and conditions of
service to which the toll would apply. It was
the opinion of CPA that the Board has such

jurisdiction.

Kitchener submitted that the Board's
jurisdiction to fix rates covers all the terms

and conditions of service. It also maintained
that the Jurisdiction of the Board under

Sections 16 and 19 of the Act presumes the
existence of the obligation +to serve, which

obligation arises from Section 54 of the Public
Utilities Act.

Special Counsel noted that many experts des-

cribe the relationship between the regulator
and the regulated as a social contract wherein
the regulated firm agrees to charge a Jjust and
reascnable price and to forgo windfall profits
or supra-normal returns, He considered that
the utility further agrees to accept an obliga~
tion to serve all customers at that rate, pro-
viding that service 1is economically viable and
in the public interest. He suggested that, in
return, the regulatory authority allows a price
that will permit the utility "a fair chance to

earn a compensatory rate of return.,"

Accordingly, Special Counsel submitted that the

scheme of the Act regulates monopolies such
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9.102

9.103

that the obligations and benefits set out above
apply to the Board and the utilities. It is
therefore inherent in regulation under the Act
that all of the utilities in Ontario are obli-
ged to serve all customers who reguest service
at rates fixed by the Board, providing that
such service is economically viable and in the

rublic interest so to do.

Special Counsel submitted that the Minister's
published statements of December 3rd, 1985 gave
clear support for the advancement of interim
contract carriage arrangements in Ontario.
Counsel also submitted that it is clear that
the Minister is of the view that the Board has
bower to effect interim contract carriage rates
in Ontario but that if the Board did not have
such jurisdiction in any necessary area, the
government would be prepared to introduce
legislation to ©permit the introduction of

interim contract carriage in Ontario.

Special Counsel submitted that in law, the
Board is neither bound by a ministerial assess-
ment of the Board's jurisdiction nor by state-
ments by the Minister unless there is clear
statutory authority enabling the executive
branch to give binding policy directions.
Counsel noted that there is no such statutory
authority, He therefore submitted that it 1is
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9.104

9.105

©.106

up to the Board to decide what weight should be
given to any such evidence and cited in support

the decision sometimes known as the Barrie and

Innisfil decision of the Supreme Court of
Canada [1981] 2 s.C.R. 145.

Special Counsel argued that in setting rates,
the Board has the Jjurisdiction and should
exercise it in respect of terms and conditions
pertaining to price. He referred to these
terms as 'rate-related’' and submitted that the
Board has express jurisdiction under the Act to
deal with non-monetary, rate-related, terms and

conditions.

Special Counsel submitted that it is difficult
to imagine any term and condition which is not
rate-related and concluded that the Board need
go no further than state its general Jjurisdic-
tion at this time and reserve to individual

cases arguments that a term is not rate-related.

He argued that the Board ought not to state a
case to the Divisional Court because the
Board's jurisdiction is clear. Since the Board
is not required to make any specific terms and
conditions and there is no indication that the
utilities will not supply service to transpor-
tation customers, Counsel submitted that the
Board ought not to deal with its jJjurisdiction
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9.107

9.108

2.109

except in general terms.

The Board's Findings

The Board is of the view that 'rates' include
more than monetary terms and do, in fact,
include many conditions of service, Special
Counsel and others called these conditions
rate-related. The Board will not define rate—
related but, will look at each case on its
merits to decide what is rate~related, As
noted earlier the Board has concliuded that if
the matter is directly or indirectly rate-
related, the Board has the jurisdiction to

decide that term of the contract.

The Board rejects the suggestion by Northern
that by settling the conditions and terms of a
contract of service, the Board is improperly

interfering with management.

The Board finds that it has the jurisdiction to
require that all T-service contracts be approv-
ed by it, It is of the view that it has the
jurisdiction to ensure that neither the utility
nor its c¢ustomers are adversely impacted by
imprudent contracts or contracts not in the
public interest. The practice is continent-
wide that no matter what management may have
decided, where the regulatory authority finds
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9.110

9.111

9.112

the commitment of management is imprudent, the
regulator may very well disallow the item in

the cost of service.

The Board makes no finding on its jurisdiction
to order service to a customer because there is

no instance of such refusal before it. How-
ever, the Board will entertain applications by
eligible customers that are refused T-service

by any Ontario utility.

The Board sees no merit in stating a case to

the Divisional Court.

The Board believes that the overall scheme of
the legislation in Ontario implicitly confers
on it the jurisdiction to require service to a
customer that qualifies for such service. In
any event, as stated by the Minister, legisla-
tion expressly conferring jurisdiction on the
Board would be implemented if reguired and such

amendments are currently in preparation.
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CHAPTER 10 - OTHER CONCERNS

Introduction

10.1

Concerns

A number of the parties expressed concerns
Other than those already dealt with. The Board

has, therefore, assembled these concerns under

this chapter.

of the Parties

10,2

Union pointed out that the reguest of FONOM
and IGUA with respect to an award of costs

should be rejected as the same would be inap-
propriate, particularly for a hearing of this
nature, Union maintained that the distributors
are parties to the proceeding on the direction
of the Board and that they have nothing to gain
by their participation other than to maintain
the status quo for themselves and their custom-

ers,
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10.3

10.4

10.5

10.6

Consumers' submitted that there should be no

costs awarded in respect to this hearing.

Allied and Suncor stated that they considered
the establishment of long-term T-rates to be of

very high priority in the province. They added
that they believed notice of a hearing dealing
with such a subject should be given well in
advance and that benefit could occur by holding
a preliminary meeting to identify the issues
and any particular studies that might be regui=-

red.

Allied and Suncor also stated "the unbundling
of T-rates will have impacts at all levels of
the gas delivery system. A careful measuring
of those impacts is essential to the establish-
ment of long-term T-rates and the Board must

have the benefit of all essential information

in its deliberations on this matter."

C-I-L pointed out that long-term direct pur-
chase arrangements following October 31, 1986
are of critical importance to gas customers angd
therefore they should know as soon as possible
the structure of the long-term contract car-
riage rates in Ontario so that they may have
the necessary lead time to structure direct
purchase arrangements. C-I-L pointed out that
unless the nature of long~term
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contract carriage 1is ascertained with reason-
able speed, those customers who are on system

gas may have no alternative but to remain so.

Cyanamid rejected Consumers' suggestion that
value of service be a component in carriage
rates, It referred to the evidence of Mr.
Minion and particularly the following words:
"...1f the pipeline is only five miles long or
two miles long and the gas only has to be moved
that distance, you can't talk in terms of a
whole distribution system value of service for

that particular customer.”

Cyanamid stated in its submission that "what
Consumers' seeks 1s a continuation of the his-
toric huge over-contribution and subsidization
of the residential «c¢lass by the industrial
customers, Instead of proposing a fair tran-
sportation rate which will relieve the over-
contribution, Consumers' proposes to load even

more costs onto the industrial customers,"

Cyanamid added: "Indeed, Mr. Minion stated that
the only way a big industrial customer will
ever determine the real value of service being
supplied by a distributor is to find a by-pass

to the distributor."
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10.10

10.11

10.12

FONOM referred to 1its limited financial reso-
urces, pointing out that it had taken part
recently in the generic hearing dealing with
cogts and also franchise agreements because of
the signficance of both those matters to the
particular framework and organization of
FONOM., FONOM added "the advent of transport-
ation service introduces a risk of distribution
system dismemberment and higher rates for resi-
dential and commercial consumers of natural gas
and was perceived to be an issue of the utmost

importance to FONOM, ™

FONOM requested that it be awarded costs for

its participation in these proceedings,

Other Intervenors requested costs.

The Board's Findings

10.13

10.14

To the extent that the Board has not dealt with
the above arguments in these Reasons for Deci-
sion, it will do so in the main hearing of this
proceeding which is expected to be held later

this vyear,.

With respect to costs, the Board finds that an
award of costs 1is not appropriate in this case
therefore no costs will be awarded to partici=-

pants. However, the three utilities
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will each pay one~third of the Board's costs,
which costs will be set forth in a Board Order
te follow.
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CHAPTER 11 - COMPLETION OF THE
PROCEEDINGS

Union, Consumers' and Northern are directed to
broduce and submit to the Board forthwith,
draft orders together with interim rate
schedules or riders that reflect these Reasons

for Decision.

DATED at Toronto this 4th day of April, 1986.

LG C O

R.W Macaulay, Q.C.
Chairman and Presiding Member

ALC, Bﬁ%ler ¥
Vice Chairma

N Zpzan

D.A. Dean
Member
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APPENDIX A, AGREEMENT ON NATURAIL GAS
MARKETS AND PRICES
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AGREEMENT AMONG THE GOVERNMENTS ‘
OF CANADA, ALBERTA, BRITISH COLUMBIA AND SASKATCHEWAN
ON NATURAL GAS MARKETS AND PRICES

=

INTENT
I, In the Western Accord of March 28, 1985 on Energy Pricing and Taxation, the

governments of Canada, Alberta, British Columbia and Saskatchewan agreed
that & more flexible and market-oriented pricing regime was required for the
domestic pricing of natural gas. The present Agreement is intended to create
the conditions for such a regime, including an orderiy transition which is fair to

PRINCIPLES

rA

Effective November 1, 1986, the prices of all natural gas in interprovincial
trade will be determined by megotiation between buyers and seljers. Access wil]
be immediately enhanced for Canadian buyers to natural gas supplies and for
Canadian producers to natural gas markets while at the same time assuring that
the reasonably foreseeable requirements of gas for use in Canada are protected.

The twelve month period commencing November 1, 1985 is the transition to a
fully market sensitive pricing regime. While prices will continue to be
prescribed by governments, immediate steps will be taken to enable gas
consumers to enter into supply arrangements with gas producers at negotiated
prices (direct sales), which prices will then promptly be endorsed by
governments in the context of the administered system. . After this transition

‘period, purchase and sale of natural gas will be freely negotiated, and prices

will no longer be prescribed.

It is the intention of the parties to the Agreement to foster a tompetitive
market for natural gas in Canada, consistent with the regulated character of
the transmission and distribution sectors of the gas industry. In this regard the
governments commit, without qualification, that once the transition to the new
marketing and pricing system is completed, the system will stay in place for the
foreseeable future.

DOMESTIC NATURAL GAS SALES
A. Direct Sales and Competitive Market Programs

3

. Effective November 1, ‘1985, consumers may purchase natural gas from
producers at negotiated prices, either directly or under buy-sel! arrangements

with distributors, provided distributor contract carriage arrangements are
available in respect of such purchases. This provision is in no sense intended to
interfere with provincial jurisdiction in regard to regulation of gas distribution
utilities,
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For the period November 1, 1985 to October 31, 1986 consumers who seek
reiease from existing contractual arrangements with distributors shall be
eligible to purchase natural gas from producers at negotiated prices, as
described in paragraph 5 above, only where the producers supplying the gas
under the existing contractual arrangements have agreed to such release.

To enable the market-responsive pricing system to operate within the intent of
this Agreement, the governments request the National Energy Board to review
the following concerns: .

i) whether inappropriate duplication of demand charges will result from
possible displacement of one volume of gas by another; and :

if)  whether the policy regarding the availability of T-Service, as outlined in
the Board's latest TransCanada PipelLines tol] decision is still appropriate,
taking into account, among other things, interested parties' views on the
fair and equitable sharing of take-or-pay charges.

Effective November 1, 1985, competitive marketing programs (CMP) to meet
special market requirements may be pegotiated between distributors, shippers
and the producers who are providing the natural gas volumes associated with
such programs.

A consumer purchasing natural gas under a direct sale or a competitive
marketing program must waive eligibility for payments under the Natural Gas
Market Incentive Program (NGMIP), for those volumes taken under the direct .
sale or CMP, . .

B. New Sales to Distributors

10.

Effective November 1, 1985, a distributor may under new or renegotiated
contracts, purchase natural gas from shippers or directly from producers at
hegotiated prices. Notwithstanding such an arrangement, prior to November |,
1986, the distributor shall take the full volumes of gas committed under
existing contracts before accepting the delivery of any volumes of gas under a
hew contract. .

C. Existing Sales to Distributors

1.

12,

The price of gas delivered under existing shipper-distributotr contracts shall
remain at $2.79804 per gigajoule at the Alberta border for the period
November 1, 1985 to October 3], 1986.

The National Energy Board has approved for implementation November 1, 1985,
an increase in TransCanada Pipelines' (TCPL) transportation tolls. In order to
maintain the Alberta Border Price and the Toronto Wholesale Price at their

. current Jevels, and to allow TCPL to recover its approved costs for the

transportation of natural gas consumed in domestic markets, the Government of
Canada agrees to pay an amount equal to the value of revenues foregone over

e .
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the period November I, 1985 to October 31, 1986. These payments will be
made under & Transportation Assistance Program financed by an extension of
the Market Development Incentive Program (MDIP) to October 31, 198¢.

Prior to November I, 1986, negotiations shall commence between distributors,
shippers and the producers supplying the gas in question respecting the price to
be paid for natural gas delivered under existing contracts. Prjces resulting
from such negotiations shall come into effect November 1, 1986 and as agreed
thereafter. Where contract renegotiation between buyers and sellers, whether
of price or volume, takes place in good faith and on a voluntary basis,
governments will not obstruct the resulting commercial transactions.

In the absence of an Agreement between a shipper and a distributor, or a
producer and & shipper, on the price to be paid for gas under existing contracts
on November 1, 1986, and thereafter, the price shall be determined through
arbitration.

With respect to gas produced in Alberta, the Government of Alberta intends to
amend the Arbitration Act. The amendment would enable pricing disputes
between producers and purchasers to be arbitrated under the act or under
alternative arrangements established by contract between the parties. The
amendments will ensure that the arbitration of pricing disputes is done in an
impartial and equitable manner consistent with the policy of implementing a
more market-responsive domestic gas pricing system. Specifically, the
Government of Alberta commits to amend Section 17 of the act to permit the
arbitrator to take into account all relevant factors required to arrive at a fair.
decision on the price of the natural gas in question. '

EXPORT NATURAL GAS SALES

16.

17,

.

18.

The governments anticipate that reviews of surplus tests underway or shortly to
be initiated by the Nationa! Energy Board and by the appropriate provincial
authorities will result in significantly freer access to domestic and export
markets and thus will contribute to the achievement of the market-oriented
pricing system contemplated in this Agreement.

Effective November 1, 1983, the Government of Canada will take appropriate
steps to amend its existing policy on short term export sales of natural gas.

Specifically:
i) the "incrementality test® shall be eliminated;
ii)  the "competing fuels test” shall be eliminated; and

iii) the National Energy Board VI Regulations, Section § shall be amended to
allow the export of natural gas by order without volume limitation for
terms not exceeding 24 months.

Effective November I, 1985, the Government of Canada will amend jts policy in
regard to the conditions exporters of natural gas must meet for gas exported
under licence. To obtain approval, all licence hoiders must demonstrate that
their negotiated contractual arrangements meet the following criteria:



19.

.\v‘&

i} the price of exported gas must recover its appropriate share of costs
incurred;

i) the price of exported natural gas shall not be less than the price charged
to Canadians for similar types of service in the area or zone adjacent to
the export point;

1
i} export contracts must contain provisions which permit adjustments to
reflect changing market conditions over the life of the contract;

iv)  exporters must demonstrate that export arrangements provide reasonable
assurance that volumes contracted will be taken; and

v) exporters must demonstrate that producers supplying gas for an export
project endorse the terms of the export arrangement and any subsequent
revisions thereof.

The Government of Alberta agrees that the export flowback system shall
continue in its current form, subject to the actions contemplated in paragraph
12, until November 1, 1986, at which time the system will be eliminated.

NATURAL GAS IMPORTS

20,

There is provision for the import of natural gas in the National Energy Board
Act and Regulations.

GENERAL APPLICATION

Z1.

22

23.

The Government of Canada has broad responsibilities to ensure that trade
among provinces and between Canada and its foreign trading partners is
conducted in a manner which will provide benefits for all Canadians. Nothing in
this Agreement shall limit Canada's power ot its ability to meet its
responsibilities in relation to interprovincial and international trade.

The governments of Alberta, British Columbia and Saskatchewan have broad
responsibilities with respect to the development of their natura! resources.,
Nothing in this Agreement shall limit the producing provinces' powers or their
ability to meet their responsibilities in relation to their ownership and
management of their natural resources.

The producing provinces shall retain their right to condition the removal! of
natural gas from the province to protect provincial public interest.
Notwithstanding this basic right of ownership, the producing provinces do not
intend to use this right to frustrate the intent of this Agreement. Specifically:

i) Alberta and British Columbia will initiate a review of their respective
surplus tests to ensure that the tests will contribute to the achievement
of the market-oriented pricing system contemplated in this Agreement.

i)  Alberta will review the wording of the Gas Resources Preservation Act,
specifically Section 5(3)(c), and as necessary, intends to amend the
Jegislation to ensure that it does not require new sales to be incremental
to existing sales prior to Novemnber 1, 1986.
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iii) Saskatchewan, in order to decrease its reliance on extraprovincial sources
of gas, will permit limited quantities of its gas for sale outside the
province and for direct sale within the province, as a market incentive to
stimulate exploration of conventional resources. So jong as Saskatchewan
is reliant on extraprovincial gas, the price of gas sold outside the province
shall be not Jess than the price at which gas may be purchased in
Saskatchewan. .

Non-arm's-length sales of natural gas between producers and shippers, between
producers and distributors, or between producers and consumers shall be subject
to appropriate provincial legislation for purposes of determining and coliecting
royalty or mineral tax revenues payable to the respective provincial Crown.

In conjunction with the transition to a more flexibje and market-oriented
pricing regime for domestic natural gas sales, the governments agreed that an
early and all-encompassing review of the role and operations of interprovincial
and international pipelines engaged in the buying, selling and transmission of
gas is in order. Towards this end, the parties agree that the review will be
carried out by an impartial panel appointed by the Minister of Energy, Mines
and Resources in consultation with the ministers representing the governments
of Alberta, British Columbia and Saskatchewan, The review shall be completed
no later than June 30, 1986 and a {ina] report submitted to the Minister of
Energy, Mines and Resources on or before July 31, 1986, The details of pane)
membership, mandate and reporting relationship will be made public separately.

CONSUMING PROVINCES

26.

It is anticipated that the governments of the consuming provinces who are not
signatories to this Agreement will make changes to ensure the effectiveness of
the market-sensitive gas pricing regime, including legislative changes and the
provision of direction to provincial agencies to provide consumers with
alternative sources of supply through the availability of transportation services
on distribution systems, and to provide distributors with greater flexibility in
determining prices for gas sold by them.

MONITORING

27.

28,

To ensure that the intent and objectives of this Agreement are achieved, a
senior official representing each of the parties to this Agreement shall be
appointed to monitor the implementation of the provisions contained herein
and, among other things, the degree to which regulatory processes have resulted
in significantly freer market access. These officials shall report their findings
on a quarterly basis to their respective ministers.

The parties to this Agreement jntend to enact expeditiously the appropriate
Jegislative and regulatory changes necessary to implement the market-oriented
pricing policy contemplated herein.



Dated on this 31st day of October, 1985,

For the Government of Canada

Pat Carney
Minister of Energy, Mines and Resources

For the Government of British Columbia

For the Government of Alberta

John Zaozirny
Minister of Energy and Natura]
Resources

For the Government of Saskatchewan

Stephen Rogers
Minister of Energy, Mines and Resources

Paul Schoenhats
Minister of Energy and Mines
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BACKGROUNDER

IMPORTANCE OF NATURAL GAS

Natural gas is one of Canada's great energy strengths. Canada s
fortunate to have this fue! in abundant supply. Already approximately 3 million
householders enjoy the advantages of natural gas heating. Natural gas is also a
source of energy and a raw material for our major industries across the country and js
developing as a transportation fuel of the future. It is also a major source of export
earnings contributing $4 billion to Canada's trade surplus, and an important
contributor to economic activity.

HISTORY

Domestic Gas Pricing

Prior to November 1975, the price for natura) gas in interprovincial trade
was determined by negotiation between producers and TransCanada Pipelines
(TCPL). TCPL was the sole purchaser and carrier of gas into interprovincial markets
east of Alberta, It sold its gas to provincial distributors at the City-gate at
negotiated prices. The transportation component of the price has been regulated by
the National Energy Board.

The passing of the Petroleum Administration Act in 1975 provided {for the
federal prescription of city-gate prices and jed to the hegotiation of the first
Canada/Alberta Gas Pricing Agreement effective November 1, 1975. Since 1975, the
prices of Alberta natural gas sold in interprovincial trade have been administered
under agreements between the governments of Canada and Alberta, During this
period, natural gas prices were linked to crude oil prices.

Export Gas Pricing

Since 1975 export prices were set by the federal government. On
November 1, 1984, the Government of Canada revised its export pricing policy to
allow Canadian companies to export gas to U.S. buyers at negotiated prices. The
policy also made provisions for short-term exports of natural gas by order subject to
volume limitations.

In response to the policy changes of November 1984, Canada's natural gas
exports increased by more than 23 per cent from the previous year, Export revenues
from natural gas have been maintained despite severe downward pressure on prices in
the United States. Export revenues for the period from November 1, 1984 to
September 30, 1985 were $Can 3 €96 million compared with $Can 3 €74 million in the
same period last year,

The Western Accord

Among its other elements, the Western Accord of March 28, 1985
committed Canada and the producing provinces to develop by November §, 1985 a
npew market-responsive pricing system for domestic pricing of natural gas in

1
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interprovincial trade. To develop this mechanism, a task force of senior officials
from the federa] government and the producing provinces was struck to work with alj
interested parties, including consuming provinces and industry.

A natural gas "summit group", including representatives of the Canadian
Gas Association, the Canadian Petroleum Association, the Independent Petroleum
Association of Canada and the Ontario Natural Gas Association, provided a forum for
dialogue among organizations from the production, transmission and distribution
sectors of the natural gas industry. The issues identified by the Summit have been
used as a basis for discussion between the federal government and the producing
provinces.

OBJECTIVES OF AGREEMENT

The agreement among participating governments is intended to create the
conditions for a new market-responsive pricing system consistent with the regulated
character of the transmission and distribution sectors of the gas industry. It signals
an end to government administered prices and a8 return to market forces
characterized by choices for buyers and sellers. While the agreement provides for a
transition period of one year, access will be immediately enhanced for Canadian
buyers to natural gas supplies and for Canadian producers to natural gas markets.

The new regime will provide the framework for negotiated prices between
buyers and sellers. Prices will be affected by conditions in the marketplace; both
supply and demand will influence the price. Competition will be fostered which
should increase the industry’s ability to react quickly to changing conditions.

1

TERMS OF AGREEMENT

Interim Prices

For a transition period, from November 1, 1985 to July 31, 1986, the
governments have agreed to freeze the Alberta Border Price (ABP) of gas for existing
contracts at $2.79 per gigajoule (GJ) ($2.9¢ per Mcf). The governments have further
agreed to freeze the Toronto Wholesale Price {TWP) at its current level of $3.79/GJ.

Consumers will not be asked to absorb the increase of 11.2¢/GJ in TCPL
tolls due to take effect November 1, 1985. A new Transportation Assistance Program
(TAP 1I) wil! accommodate the TCPL toll increase for all domestic zones and for all
domestic TCPL services. The cost of the program will be funded from revenues

provided by the Government of Alberta. .
As a result of the TAP 1l initiative by governments and of the June |,

1985 elimination of the Canadian Ownership Special Charge (COSC), which was
effectively & cents per gigajoule. Canadians will enjoy Jower natural gas costs this
winter,

Direct Sales and Competitive Marketing Programs

After November 1, 1985, gas customers will be able to enter into supply
contracts with gas producers (direct sales) at negotiated prices for new contracts or
as their existing contracts expire.
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Such arrangements will be possible as soon as regulatory agencies provide
for availability of access to the distribution systems (contract carriage). As well,
consumers who choose to renegotiate their contracts during the transition period may
do so with the agreement of producers supplying the gas. :

Provisions will be made for competitive marketing programs (CMPs),
beginning November 1, whereby producers selling system gas can offer :discounts to
meet competitive situations in the marketplace.

Canada, Alberta and the consuming provinces will exclude the volume
associated with direct sales and CMPs from eligibility for the Natural Cas Market
Incentive Program. This program is due to expire April 30, 1986. However, direct
sales and CMPs volumes will qualify to earn the export flowback revenue, until this
system expires November ], 1986,

New Sales to Distributors

Effectively immediately, and subject to the provision of contract
carriage, a distributor may enter into direct purchase arrangements at negotiated
prices for volumes of natural gas which are incremental to the quantity of gas
committed under existing or renegotiated contracts.

Existing Sales to Distributors (System Gas)

Beginning November I, 1986, the prices of all natural gas in
interprovincial trade will be determined by negotiation between buyers and sellers,

Parties to existing contracts may in good faith and on a voluntary basis
negotitate for both price and volume provisions.

Exports

Export Pricing Policy

To provide for more open access to export markets by Canadian
producers, Canada will amend its export pricing policy with respect to the
relationship between domestic and export prices for natural gas. The Toronto
Wholesale Price floor for all exports will be replaced with a regional reference price
criterion. This will ensure that any Canadian gas sold to the United States will not be
priced lower than gas sold to Canadians for similar types of service in the area
nearest the export point.

Export Market Access

To provide more open access by Canadian producers to export markets,
Canada will amend its regulations to allow the export of natural gas by order without
volume limitation for terms not exceeding 24 months,

Export Surpius Tests

The participating governments anticipate that the reviews of surplus tests
currently underway by the NEB and soon to be initiated in provincial purisdictions will
result in significantly freer access for producers to domestic and export markets.

Gas Imports
There is provision for the import of natural gas in the National Energy
Board Act and Regulations. .

~—
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GOVERNMENT COMMITMENTS

To facilitate direct sales and CMPs the governments of Canadz and
Alberta will amend price Jegislation and regulations affecting natural gas trade in the
transition period. Additionally, Alberta agrees to amend its Arbitration Act and
review its removal permit process to ensure these are consistent with the overal]
intent of the Agreement. Canada will undertake to ensure that direct sales have
equitable and open access to TCPL transmission facilities.

The Government of Canada wil! ask the NEB to review the pertinent
issues regarding access to TCPL's transmission facilities.

PIPELINE REVIEW

The Western Accord governments agreed to initiate a comprehensive
review of the role and the operation of pipelines engaged in the buying, selling and
transmission of gas in interprovincial and international markets.



5.

GLOSSARY

Alberta Arbitration Act: Provincial legislation providing the terms and conditions for
contract arbitration, including pricing provisions, in gas purchase contracts,

Alberta Border Price (ABP): The price, expressed in dollars per gigajoule (GJ), at
which natural gas Jeaves the province of Alberta for domestic markets.

Canadian Ownership Special Charge (COSC): A federal Jevy imposed on natural gas
and oil to help defray the costs of Canadianization of the energy industry.

City-Gate Price: Price distributors pay for TCPL's gas (Alberta Border Price) plus
the relevant transportation tolis.

Competitive Marketing Programs (CMP): Mechanism which allows distributors
currently selling system gas to offer discounts on certain volumes to meet
competition in the marketplace.

Commodity Charge: The variable component of pipeline transportation tolls gesigned
to recover the variable costs of delivered gas.

Contract Carriage: Transportation service provided under contract to transport gas
not owned by the pipeline company.

Demand Charge: The fixed component of pipeline transportation tolls designed to
recover the {ixed costs related to pipeline service, '

Direct Sales: Natural gas supply purchase arrangements transacted between
producers, including marketers, and end-users at negotiated prices for which
pipeline charges must be contracted separately.

Export licence: A licence issued by the National Energy Board for a Jong-term (in
excess of two years) export of gas.

Export order: An order issued by the National Energy Board for short-term {up to
two years) export of gas.

Flowback: Revenues received from exports of Alberta-produced gas in excess of
those that would have been received for similar sales in Canada,

Gigajoule: A measure of the energy content of a fuel; a typical residential consumer
of natural gas might use about 130 gigajoules (GJ) per year for household
heating. (One gigajoule equals .95 Mcig

Incremental Gas: Demand for gas in addition to that already supplied to a market
area or which would be Jost under existing supply conditions.

Market Development Incentive Payments (MDIP): Payments made by the
Government of Alberta to the Government of Canada created to fund programs
designed to facilitate the expansion of domestic gas markets for Alberta-
produced gas. :
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Natural Gas Markets Incentive Program (NGMIP): An incentive plan for Alberta
natural gas sold to large.volume users, primarily industrial, in Manitoba,
Ontario and Quebec. The program went into effect on May §, 1984 and will end
on April 30, 1986. The plan provides for rebate of up to $0.35/G3J on eligible
volumes.

Regional Reference Price: A criterion by which the National Energy Board will
assess export prices at the international border to ensure that domestic
consumers do not pay more for Canadian gas than their U.S. neighbours.

Removai Permit/Certificate: A permit granted by a provincial government
authorizing the removal from Alberta of natural gas or from the province of
production.

Spot Sales:  Short-term sale of natural gas generally on a best-efforts and
interruptible basis.

Surplus Tests: The criteria established by provincial or federal regulations to
determine the quantity of gas which may be surplus to the reasonably
foreseeable provincial or Canadian requirements and therefore available for
sale in interprovincial and international markets.

Take-Or-Pay (TOPY: Gas supply contracts wsually contain provisions that gas
contracted for, but not taken, will be paid for. Weaker than expected demand
for natural gas in the late 1970s and early 1980s led to large payments being
made by pipeline companies to producers for gas not taken,

TOPGAS: A banking consortium was formed in 1982 to refinance the take«or-pay
payments made by TransCanada PipeLines to producers for $2.7 billion dollars
of gas. The refinancing is referred to as the TOPGAS loan, and the interest on
this loan is paid by TCPL gas producers.

TOPGAS Charges: The interest on the TOPGAS Joan is paid by gas producers.

Toronto Wholesale Price (TWP): The cost of natural gas for resale by distributors in
TransCanada PipeLine's (TCPL) eastern delivery zone equal to the sum of the
Alberta Border Price and the TCPL transportation toll

Transportation Assistance Program (TAP): A federa! government subsidy program
initiated February 1, 1984 to reduce the impact of rising gas transportation
tolls.

T-service: The gas transportation tariff offered by a pipeline company or distributor
to transport gas owned by others. See also contract carriage.
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NATURAL GAS AGREEMENT OUTLINED

OTTAWA ~ Canada will move from government-administered prices to a
market-oriented regime for both domestic and exported natural gas during the next year
with immediate benefits to both consumers and producers, the Honourable Pat Carney,
Minister of Energy, Mines and Resources, announced today.

An agreement between the federa) government and the gas-producing
provinces of Alberta, British Columbia and Saskatchewan, which takes effect Novemnber ],
1985, will mean lower prices for consumers and improved market access for producers.

During a one-year transition period the benchmark Alberta Border and Toronto
Wholesale Prices are frozen at existing Jevels. -

Residential consumers will pay Jower gas costs this winter than last as they
benefit by a1 Jeast & cents per gigajoule from the removal of the Canadian Ownership
Special Charge resulting from the Western Accord.

Domestic consumers will not pay the TransCanada Pipelines (TCPL) tol!
increases recently approved by the National Energy Board (NEB) totalling approximately
11 cents per gigajoule and due to be applied November 1. Under the agreement, the toll
increases are to be absorbed by producers. In return, producers will have improved access
to export markets.

During the transition year, customers whose contracts expire will be free to
hegotiate new contracts directly with producers at competitive prices provided a
transportation toll service is in place, About 60 per cent of industrial contracts will -
expire during the year and will be able to benefit from this provision. All customers will
be able to renegotiate existing contracts during the transition period providing all parties
agree, .

"By November 1, 1986, a!l natural gas buyers and seliers in Canada will be
rejeased from unnecessary government intervention in their market place,” Miss Carney
said. "In the transition period, the ability to voluntarily renegotiate contracts and to

- more -

Canadi
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increase exports will create and preserve jobs. The agreement is an excellent example of
balanced regional compromise in the natjonal interest,”

The agreement provides for:

— direct sales at prices and terms freely negotiated between producers and
distributors or large industrial users, provided transportation service is
made available by consumer provinces' regulatory bodies;

~ Competitive marketing programs under which distributors will be permitted
to offer discounts to meet competition;

=~ export {loor prices based on regional price tests rather than a single
Toronto price;

— 2an NEB review of TCPL's services in light of the new pricing system to
ensure equitable access to this system;

- removal of volume restrictions on short-term natural gas exports;

= acomprehensive review of the role and operations of interprovincial and
international pipelines,

.Equjtable access will be provided for British Columbia gas through the Alberta

pipeline system to new markets in both the U.S. and eastern Canada.

The agreement anticipates that consuming provinces, ‘through their regulatory
bodies, will ensure provisions of the agreement {low through to consumers so that they
can take advantage of opportunities for market pricing.

The agreement also anticipates that NEB and provincial regulatory agency
reviews of surplus fests for natural gas exports will result in significantly freer access to
domestic and export markets.

Although producing provinces retain the right to control removal of natural
gas from their provinces, they have agreed not to use this power to frustrate the intent of
the agreement on natural gas.

*The agreement completes the process begun in the Western Accord of
replacing prices set by government with prices set by the market,” Miss Carney said. "All
Canadians will benefit."

-30- -

For further information, piease contact: Andrew Hutton
Press Secretary to the Minister

(613) 993-5252



REASONS FOR DECISION

APPENDIX D. NOVEMBER 1, 1985 - STATEMENT
BY THE ONTARIO MINISTER OF
ENERGY, THE HONOURARBRLE
VINCENT G. KERRIO




STATEMENT BY

HONOURABLE VINCENT G. KERRIO

MINISTER OF ENERCY

NATURAL GAS PRICING AGREEMERNT

NOVEMBER 1, 1985

it



Mr. Speaker:

Yesterday, the Federal Minister of Energy,
the Honourable Pat Carney, announced a new agreement

for the pricing of natural gas in Canada.

As you know, even though Ontario was not at
the negotiating table, I made strong representations on

behalf of consumers in Ontarieo, both large and small.

The agreement which was announced yesterday
is very complex and we are studying its implications
carefully. The immediate effect of this agreement is
to freeze the wholesale price of natural gas for one
year. The wholesale price in Southern Ontarioc will

remain at about $4.07 per thousand cubic feet.

The potential price increase of 12 cents
per thousand cubic feet which would have resulted
from higher tolls on TransCanada Pipelines will be
absorbed during that year by natural gas producers in

Western Canada.

Also during that year, large natural gas
consumers in Ontario will have the opportunity teo
negotiate direct purchases from producers in Alberta
which could result in some lower prices for those

customers. By November 1st,1%86, the price of natural
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gas in Canada will no longer be set by government
but will be‘determined by negotiations between

buyers and sellers.

- The Province will monitor very closely
the practical implementation of this agreemént
because we are the major market, and we are very

concerned that our industries remain competitive.

We will look at all the options and watch
very closely price developments in ‘the United States
market where our industries have to compete. There
is no doubt that during the transition year this
agreement will have major implications for natural
gas distributors in Ontaric and we will be reviewing
these effects with the distributors. The impact of
this agreement on the distributors' long term

contracts is not at all clear.

Our officials will be in touch with major
natural gas consumer associations in Ontario, and
will also be working cleosely with Quebec officials,
as many of these implications will apply in that
market. I will be making representations to my
Federal counterpart on any concerns which arise

during the coming months.

- 30 ~

November lst, 19B5.
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Ontario
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Energy
Ontario For immediate release;

Decerber 3, 198%

Contact:
Shirley Teasdale (416) 965-5237

ENERGY MINISTER
STATES ONTARIO'S POSITION
ON CONTRACT CARRIAGE OF NATURAL GAS

The following is a statement that would have
been made in the Ontario Legislature today by the
Honourable Vincent G. Kerrio, Ontario Minister of
Energy.

However, Mr. Kerrio is not in the legislature
today, since he is inspecting the damage caused by
yesterday's storm in the Niagara Peninsula and
southwestern Ontario.

The minister intends to be present in the
legislature on Thursday, December 5, and to be
available to respond to questions regarding the

following statenment:
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*On October 3lst, the Energy Ministers of

3

Canaca and the three western producing provinces
announced an agreenment on natural gas pricing angd

markets,

As I have stated in the House previously,
Ontario has argued that a market-criented pricing
system should result in lower natural gas prices to
Ontario.

Lower prices are needed to keep Ontario
industries comppetitive with their American
counterparts, which have access to falling natural
gas prices.

The new agreement essentially freezes domestic
prices for a one-year transitional period, ending
October 31, 1986€. However, there is an immediate
cpportunity for large industrial customers to obtain
lower prices. This opportunity is through the direct
purchase of natural gas from producers ©r brokers in
Western Canada at a negotiated price.

A key requirement for direct purchases is that
the buyer be able to arrange with his natural gas
distributor for transportation service -- or contract

carriage ~-- to his plant,
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The situation today, of course, is that the
distriduters buy gas from TransCanada PipeLinesK and
reséil it to the end user. The new condition of
contract carriage would reguire distributors «- such
as Consumers' Gas, Unicn Gas and Northern and Central
Gas -~ to carry natural gas owned by gas users.

Today, 1 want to set out Ontario's position on
the ipportant issue of contract carriage.

First, in view of the significant potential
econonic benefit to large gas users, Ontario supperts
the introduction of interim contract carriage, for
the transitional period ending October 31, 19Bé6.

) Second, our intenticn during this interinm
period is that rates to other customers of the gas
distridbutors will not be affected by the introduction
of contract carriage for direct purchasers.
Essentially, this would mean that an interism contract
carriage rate would be approxinately egqual to the
current rates -~ adjusted for the distributor’'s added
or avoided costs, including such items as the cost of
gas,

In this way, the lower price negotiated in
Alberta by a direct purchaser would be passed on

through the Ontarioc distributor to that customer.
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With eontract carriage in place, alternative
forms of direct purchase -- such as the buy»sel}
optf&n, where the distributor takes ownership o; the
| gas -~ would become possible, I would also expect
the distributors thexmselves to compete with direct
purchases, through competitive marketing progranms,

Where distributors and direct purchasers
negotiate interim contract carriage ATrrangenents, it
is ny expectation that they would do so in a manner
that is consistent with the positions I have
outlined. The distributors would then apply to the
Ontario Energy Board for approval.

In the event that the parties are not able to
reach agreement, the direct purchaser can apply to
the Ontarioc Energy Board. The Board has the
authority te :e#iaw and approve an interim eontract
carriage rate for a particular customer.

1 have, therefore, reguested the Board to move
expeditiously so that there can be no guestion
regarding Ontario's cozmitment to izmplerent a viable
direct purchase option.

Should it prove necessary at any stage, the
government is prepared to introduce legislation to
perxit the steps I have cutlined to be taken.
However, at this point, it is not apparent that any

nev legislation is reguiread,

'
L}

.
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It is important to note that the success of
direct purchase is 2150 contingent upon the
resSluticn of outstanding issues in other
jurisdictions,

Ontarioc belijeves that lower-priced gas can be
negotiated through direct purchase. It is also
evident, however, that these negotiated benefits
could be frustrated or eroded by developments outside
Ontario -- such as constraints relating to long-term
contracts,

This leads me to our third position, namely that
in the spirit of the pric{pg &greexent, all benefits
negotiated by a direct purchaser must be passed on
through all parts of the systexr, from Alberta through
‘TransCanada Pipelines to Ontario.

As issues are resolved over the transitional
yYear, the Ontaric Energy Board will carry out
intensive studies to deterzine whether contract
carriage rates can be continued without adverse
impacts on other gas customers ©r on the integrity of
the gas distribution system,

In the meantime, the positions I have outlined
will' make contract carriage available to djirect
purchasers -~ giving them the benefit of lower
negotiated prices, without adversely affecting other

custorers,
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It is my expectation that these lower negotiastegd
direct purchase prices, in turn, should trigger iower
pric-t-:s by November 1, 1986, for the much larger
volumes of gas under contract by the distributors for

their remaining customers,”

- 30 -
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Ontario

Energy
Board
Ontario
E.B.R.O. 411

IN THE MATTER OF the Ontario Energy Board Act,
R.S.0. 1980, Chapter 332;
AND IN THE MATTER OF subsection 13(5)
and section 19 of the said Act:

_AND IN THE MATTER OF a hearing to inquire into,
hear and determine certain matters relating to
interim contract carriage arrangements on
Northern and Central Gas Corporation Limited's
Ontario distribution systen.

BEFORE: R.W. Macaulay, Q.C. )
Chairman )
) December 9, 1985
J.C. Butler )
)

Vice-Chairman

PROCEDURAL ORDER - 1

UPON the Ontario Energy Board {the 'Board") having
issued a Notice of Public Hearing dated December 9, 1985,
providing for a public hearing in which the Board will
inquire into, hear and determine certain matters relating to
interim contract carriage arrangements on Northern and
Central Gas Corporation Limited's ("Northern") Ontario

distribution system;

AND WHEREAS it is expedient to make provision for

certain matters related to the public hearing;
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THE BOARD ORDERS THAT:

1. (a) Northern shall forthwith serve the Notice of

Hearing, either personally or by registered mail, upon:

i) all the intervenors in each of the company's
last two main rate applications before the
Board;

ii) all Rate 20 and 25 customers of Northern; and

iii) all Ontario municipalities served by Northern.

(b) Northern shall file with the Board affidavit
evidence proving the above service immediately upon

completion thereof.

2. (a) Northern shall file with the Board on or before

Friday, January 10, 1986:

i) fifteen (15) copies of a proposal for a just
and reasonable interim contract carriage rate
(or rates) to be offered on its Ontario
distribution system; and

ii) fifteen (15) copies of the evidence to be
adduced in support of the proposal,
(b) For purposes of this paragraph, filing means in the
hands of the Board Secretary by 5:00 p.m, Friday, January 10,
1986.
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3. Northern shall distribute by courier a copy of the
proposal and evidence to any intervenor requesting such

material on or before Friday, January 10, 1986,

Issued at Toronto this 9th day of December, 1985,

ONTARIO ENERGY BOARD

-
e S

S.A.C. Thomas
Board Secretary
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N oA E.B.R.O
mﬁm F.B.R.O. 411
Ontario E.B.R.O

IN THE MATTER OF the Ontario Energy Board Act,
R.5.0. 1980, Chapter 332;

AND IN THE MATTER OF subsection 13(5) and
section 19 of the said Act:

AND IN THE MATTER OF a hearing to inquire into,
hear and determine certain matters relating to
interim contract carriage arrangements on The
Consumers' Gas Company Ltd.'s, Northern and

Central Gas Corporation Limited's and Union Gas
Limited's Ontario distribution systems,

BEFORE: R.W. Macaulay, 0.C.
Chairman

J.C. Butler

)
)
) December 9, 1985
)
Vice-~Chairman )}

PROCEDURAL ORDER - 2

UPON the Ontario Energy Board (the "Board') having
issued three Notices of Public Hearing dated December 9, 1985
for a public hearing on Monday, January 27, 1986 in which the
Board will inquire into, hear and determine certain matters
relating to interim contract carriage arrangements for The
Consumers' Gas Company Ltd. (""Consumers'"™) under Board Docket

No. E.B.R.0. 410, for Northern and Central Gas Corporation
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Limited ("Northern") under Board Docket No. E.B.R.O. 411, and

for Union Gas Limited ('"Union'") under Board DPocket No. 412;

AND UPON the Board having issued three Procedural
Orders, dated December 9, 1985 being a Procedural Order for
each of Board Docket Nos., E.B.R.O. 410, E.B.R.O. 411, ang

E.B.R.O. 412;

AND UPON the Board being of the opinion that it is
expedient to combine the three public hearings to consider
the elements of interim contract carriage arrangements which

are common to Consumers', Northern, and Union;

AND UPON the Board being of the opinion that it is
appropriate, following the consideration of common elements
of interim contract carriage arrangements as outlined above,
to consider specific applications for interim contract

carriage arrangements;

THE BOARD ORDERS THAT:

1. The three public hearings under Board Docket Nos.
E.B.R.0O. 410, E.B.R.O. 411, and E.B.R.O. 412 commencing at
10:00 a.m, on Monday, January 27, 1986 in the Board's hearing

room, 8th floor, 14 Carlton Street, Toronto, Ontario be
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combined to consider the elements of interim contract
carriage arrangements common to Consumers', Northern and

Union.

2., The directions set out in each Notice of Hearing and
Procedural Order issued under Board Docket Nos. E.B.R.O. 410,
E.B.R.0O. 411, and E.B.R.0O. 412 remain in full force and

effect for the purpose of this hearing,

3. Consumers', Northern and Union shall:

a) jointly have the Notice of Hearing attached to
this Order as Appendix "A" published forthwith
in two consecutive issues of the Globe and
Mail. The Notice is to appear headed with the
Ontario Government logo and the words "Ontario

Energy Board";

b) jointly have The Notice of Hearing attached to
this order as Appendix "B" published forthwith

in one issue of The Ontario Gazette; and

c) file with the Board affidavit evidence proving
the above publications immediately upon

completion thereof,
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4. Following the consideration of common elements of

interim contract carriage arrangements, specific applications
for interim contract carriage arrangements will be considered
under the relevant Board Docket Number (being F.B.R.0., 410 or

E.B.R.0. 411 or E.B.R.O. 412).

Issued at Toronto this 9th day of December, 1985.

ONTARIO ENERGY BOARD

Board Secretary
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Procedural Order.dated
December 9,.-1985, :

-

CALC, Thbmas
oard Secretary
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E.B.R.O. 410
E.B.R.0O. 411
E.B.R.0O. 412

THE CONSUMERS GAS COMPANY LTD,
NORTHERN AND CENTRAL GAS CORPORATION LIMITED
UNION GAS LIMITED

NOTICE OF PUBLIC HEARING
INTERIM CONTRACT CARRIAGE ARRANGEMENTS

TAKE NOTICE that the Ontario Energy Board (the
"Board") has requested The Consumers' Gas Company Ltd.,
("Consumers''"), Northern and Central Gas Corporation Limited
("Northern') and Union Gas Limited ("Union") to appear before
it for a hearing into certain matters relating to interim
contract carriage arrangements on their respective Ontario

distribution systems.
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The Hearing

The hearing will commence at 10:00 a.m. on Monday,
January 27, 1986 in the Board's hearing room, 8th floor,

14 Carlton Street, Toronto, Ontario,

This hearing is being held pursuant to subsection

13(5) and section 19 of the Ontario Energy Board Act.

The Purpose of the Hearing

The Governments of Canada, British Columbia, Alberta
and Saskatchewan signed an Agreement on Natural Gas Markets
and Prices, dated October 31, 1985. Clause 5 of the

Agreement reads;

Effective November 1, 1985, consumers
may purchase natural gas from
producers at negotiated prices, either
directly or under buy-sell
arrangements with distributors,
provided distributor contract carriage
arrangements are available in respect
of such purchases. This provision is
in no sense intended to interfere with
provincial jurisdiction in regard to
regulation of gas distribution
utilities.

The Ontario Minister of Energy (the '"Minister") has

announced Ontario support for contract carriage arrangements
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on an interim basis, The Minister has further requested the
Board to carry out intensive studies during the transitional
year to determine whether contract carriage rates can be

continued without adverse impacts on other gas customers or

on the integrity of the gas distribution system;
The Board therefore intends to conduct a public
hearing into interim contract carriage arrangements for

Consumers', Northern and Union.

How To Participate

Any person wishing to make submissions to the Board
or to participate in the hearing shall file with the Board,
on or before Monday, January 6, 1986, a notice of
intervention containing a detailed listing of what interest
the intervenor has in this public hearing, the ground for
intervening, a concise statement of fhe nature and scope of
the intended participation, the name of any counsel or agent
representing the intervenor, the address, telephone number
and name of the intervenor, counsel or agent to whon
communications may be sent and indication of whether the
intervenor wishes to receive pre-filed evidence. Filing
shall be effected only if the notice is in the hands of the
Board Secretary on or before Monday, January 6, 1986,
Failure to comply with this requirement may result in the

intervention being rejected.



Ontaric Energy Board

On Wednesday, January 8, 1986, the Board Secretary
shall distribute a list of intervenors. Pre-filed evidence
will be sent to all intervenors, who have requested it, by
Consumers', Northern and Union on or before Friday, January

10, 1986,

Persons who have filed notices in accordance with
the above directions and who wish to present evidence to the
Board, shall file with the Board fifteen (15) copies of that
evidence and shall distribute a copy by courier to the
appropriate distributor and to all intervenors who have
requested it, on or before Friday, January 17, 1986. Filing
shall be effected only if the evidence is in the hands of the
Board Secretary on or before Friday, January 17, 1986,
Failure to comply fully with this requirement may result in

the evidence being excluded.

If You Wish to Comment Only

If you wish, you may comment on issues relating to
interim contract carriage arrangements without becoming a
formal intervenor. Comments may be made by writing a letter
to the Board Secretary, clearly stating your views and any
other relevant information. You will not, however, be
classed as an intervenor and thus will not receive any

further communications.
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Important
If you do not file a notice of intervention, the
Board may proceed in your absence and you will not be

entitied to further notice of these proceedings,

Procedural Orders

Procedural Orders as to how the matter will proceed
were issued to each of Consumers', Northern and Union on
December 9, 1985. 1In addition, Procedural Order No. 2,
providing for the combining of the three hearings to consider
the elements of interim contract carriage arrangements which
are common to the three distributors, was issued on December
9, 1985. Copies of these Procedural Orders can be obtained

from the Board Secretary.

ADDRESSES
Ontario Energy Board The Consumers' Gas Company Ltd.
Attn: S,A.C. Thomas 1 First Canadian Place
Board Secretary Suite 4200, P.0. Box 90
14 Carlton Street Toronto, Ontario
9th Floor M5X 1C5
Toronto, OntaTio (416) 495-5000

M5B 132
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Northern § Central Gas
Corporation Limited
245 Yorkland Boulevard
Willowdale, Ontario
M2J 1R1

(416) 491-1880

Union Gas Limited
50 Keil Prive North
Chatham, Ontario
N7M 5M1

(519) 352-5450

Dated at Toronto this 9th day of December, 1985,

ONTARIOQ ENERGY BOARD

- -'A/
/"‘ ’
- &
MV
oo T N /:;
SIS T e

—

S A.C. Thonas
Board Secretary
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Procedural Brder dated
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S.A.C. Thomas
Board Secretary

E.B.R.O. 410
E.B.R.0O, 411
E.B.R.O. 412

THE CONSUMERS' GAS COMPANY LTD.
NORTHERN AND CENTRAL GAS CORPQORATION LIMITED
UNION GAS LIMITED

NOTICE OF PUBLIC HEARING
INTERIM CONTRACT CARRIAGE ARRANGEMENTS

The Ontario Energy Board has requested The
Consumers' Gas Company Limited, Northern and Central Gas
Corporation Limited and Union Gas Limited to appear before it
for a hearing into certain matters relating to interim
contract carriage arrangements on their respective Ontario

distribution systems,.

This hearing is being held pursuant to subsection

13(5) and section 19 of the Ontario Energy Board Act.

The Board has fixed Monday, January 27, 1986 for the

commencement of the hearing,
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This notice does not constitute service but is

published as a matter of record only.

Dated at Toronto this 9th day of December, 1985.

ONTARIO ENERGY BOARD

T — i,
A S S e

S.A.C. Thowas ‘
Board Secretary
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IN THE MATTER OF the Ontario Energy Board Act,
R.S5.0., 1980, Chapter 332;

AND IN THE MATTER OF subsection 13(5) and
section 19 of the said Act;

AND IN THE MATTER OF a hearing to inquire into,
hear and determine certain matters relating to
interim contract carriage arrangements on The
Consumers' Gas Company Ltd.'s, Northern and
Central Gas Corporation Limited's and Union Gas
Limited's Ontario distribution systems,

BEFORE: R.W. Macautltay, 9.C,
Chairman
December 16, 1985

J.C. Butler
Vice-Chairman

e A

PROCEDURAL ORDER - 3

UPON the Ontario Energy Board (the "Board'") having
issued a Notice of Public Hearing and Procedural Order Nos. 1
and 2, all dated December 9, 1985, for each of Board Docket
Nos. E.B.R.O. 410, E.B.,R.O0. 411 and E.B.R.O. 412 providing
for a public hearing in which the Board will inguire into,
hear and determine certain matters relating to interim
contract carriage arrangements on The Consumers' Gas Company
Ltd.'s ("Consumers'), Northern and Central Gas Corporation
Limited's ("Northern") and Union Gas Limited's ("Union')

Ontario distribution systems;



WIIEHTU ENRIYY BUEIO

AND WHEREAS it is expedient to make further
provision for certain matters relating to the said public

hearing;
THE BOARD ORDFRS THAT:

1. a) Consumers', Northern and Union (the "companies')

shall file evidence separately,

b) The companies shall include in their respective
evidence, to be filed with the Board and with aﬁy intervenor
requesting pre-filed material on or before Friday, January
10, 1986 pursuant to Procedural Order - 1 dated December 9,

1985, the following information:

i) A description of the rate design methodology to
be employed with respect to an interim T-Rate
design that would ensure the maintenance of the
status quo during the transition period and,

more particularly, would:

a) except all other customers from increases or
decreases in rates; and

b) except the companies from gains or Josses.

ii) A commentary on the necessity of monitoring

activities to ensure that the objectives set



iii)

iv)

U IS Y UG

out in clause 1) herein are achieved. Assuming
that such monitoring is considered by the Board
to be necessary and appropriate, provide a

description of how it should be undertaken and
delineate the areas of responsibility among the

customer, the companies and the Board.

The following formula has been advanced for
consideration in respect to the determination

of T-Rates:

T-Rate = Current Selling Price -

Avoided Costs + Added Costs

Comment on the appropriateness of this
approach and provide definitions for each of
these terms. Specific examples of each of

these terms should also be provided,

A description of the mechanism which would
enable the Board, in setting interim T-Rates,
to accommodate the forthcoming National
Energy Board decisions on matters relating to
T-Service on the TransCanada Pipelines
Limited pipeline system including the issue

of double demand charges.



V)

vi)

A listing of, and the basis for, the criteria

to be employed with respect to the issue of

T-Rates availability. This list should

consider such factors as:

a)
b)
c)
d)
e)

£)

g)
h)
i)

k)

terms and conditions of service;

length of contract;

requirement for backstop arrangements:
determination of delivery point locations:
ability of end users to engage in
contract carriage, buy/sell, CMP
activities, respectively, or combinations
thereof, concurrently or alternately;:
storage;

priority of service;

acceptance of risk;

assignability;

diversions; and

shippers' rights/pipeline operators'
rights with respect to the provision of

compression fuel, if applicable,

A description of the types of T-service and

related types of services that might be

offered, such as:



vii)

viii)

ix)

X )

wiarn iy Ei[cigy Duary

a) storage, peaking service;
b) Dbackstop gas;
c) firm/interruptible; and

d) long-term/short-term.

An identification of and commentary on
company policies with respect to contract
administration such as: daily dispatching,
contract metering, overrun/underrun volumes,

heat content and indemnification.

A discussion on the need for confidentiality
of information from both the customers' and

the companies' points of view.

Each company shall provide a map of its
Ontario distribution system which identifies
the location of all major industrial contract
customers as defined in the Procedural Order
in respect to service of the Notice of

Hearing.

A discussion on the necessity, following the
combined hearing, for public hearings to
consider applications from individual

customers for interim T-Rates,



c)

vniario energy Board

xi) With respect to interim T-service, the

companies' views as to whether the Board

should approve:

a)
b)

¢)

d)

the rate only, or

the general terms and conditions, or

the entire contract entered into between

transporter/shipper, or

a combination thereof.

xii) A listing of and commentary on any additional

issues which the companies' consider to be

relevant to this proceeding.

For purposes of this paragraph, filing means in the

hands of the Board Secretary by 5:00 p.m. Friday, January 10,

1986.

Issued at Toronto this 16th day of December, 1985,

ONTARIO ENERGY BOARD

S.A.C. Thomas
Board Secretary
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APPEWDIX T, MAP OF TRANSCANADA PIPELINES







ipelines

NEW YORE

Brockvitle

: ;
® »%v%. /s

PENNSYLVANIA

and Connecting Systems

TransCanada P

kY
| m .
‘,_,. \ N <
3 - . \ ‘ ..::._ ©
— 2 “o '
3]
. 4 =
w v 2
/ .
= F...o \&f .........
&
3 & -
s . w
- o L3 3
il *OUlkaw IR
) |
......F\\ <
{
> ,,
A ]
i
© I
=z
(3]
A z
-t Q
M x]
wn
= , =
o N *
w H
o
5 .
x RNy i
q
- ;
Q
w
w
Z
. z
2
bony :
,.. v
4 |
um :
&
umm
F
EE
]
T o=
x 2
© «
Z 5
E
: 2
v w
&
€ ¢
w8
> n
m i ¢ £ @
mm o @ m _..—m
: £g £
" c3 8 5]
m_., S+ -]
2y 8 hd
LR ] g
4 @
o §Fbos
mw < g s 0200
= @
£ z 3 EE 5§
H <t L8 e < 28 @
mm EO0F 06D F
H ﬁ -
- t £ 1 2 11







REASONS FOR DECISION

APPENDIX J, MAP OF CONSUMERS' ARER OF
OPERATION
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APPENDIX K. MAP OF NORTHERN'S AREA QF
OQPERATION




NORTHERN ZONE
f

LARGE INDUSTRIAL CUSTOMER

1. Algoma Steel Corp. Ltd.

2. -St. Mary's Paper Inc.

3. Denison Mines Ltd.

4. Eldorado Resources Ltd.

5. Levesque Plywood Ltd.

6. Spruce Falls Power & Paper (o.

7. Abitibi Price Inc.

8. Normick Perron Inc.

9. Abitibi Price Inc.

16. Kidd Creek Mines Ltd. {Hoyle)

11. Kidd Creek Mines Ltd. (Mine Site)
12. Cliffs of Canada Ltd. (Adams Mine)
13. Grant Waferboard

1. Cliffs of Canada Ltd. {Sherman Mine)
15. Department of National Defence
16. Dupont Canada Inc.

17. Hordfibre Company

18. Ontario Northlands Trans. Comm.
19. Ontario Psychiatric Hospital

20. MacMillan Bloedel Ltd.

21. Falconbridge Ltd.

22. Inco Ltd.

23. E.B. Eddy Forest Products Ltd.
24. Rio Algom Ltd.

TOWN

Sault Ste. Marie
Sault Ste. Marie
Flliot Lake
Blind River
Hearst
Kapuskasing

Smooth Rock Falls

Cochrane
Iroquois Falls
Timmins
Timmins
Englehart
Englehart
Temagami

"‘North Bay

North Bay
North Bay
North Bay
North Bay
Sturgeon Falls
Sudbury
Sudbury
Espanola
Elliot Lake
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NORTHERN AND CENTRAL GAS
CORPORATION LIMITED

NORTHERN ZONE

LEGEND
® PRESENTLY SERVICED COMMUNITIES
O UNSERVED COMMUNITIES & ALE GAZ

DEC, 84



LARGE INDUSTRIAL CUSTOMER

Kimberly-Clark of Canada Ltd.
Huronfa Regional Centre
Eldorado Rescurces itd,

Borg Marner Chemicals

General foods

Ontario Development Corp.
United Yire & Rubber Co. Ltd.
Department of National Defence
Domtar Packaging Ltd.

Trent Valley Paperboard Mills
Corby's Distilleries Ltd.
Bakelite Thermosets Ltd.
Belleville General Hospital
Mead Jobnson Canada

Baxter Canning

Strathcona Paper Co. Ltd.
Canada Cement Lafarge itd.
C.P.S. Mitthaven

Hitihaven Fibres Ltd.

fupont Canada Inc.

TOWN

Huntsville
Oriliia
Port Hope
Cobourg
Cobourg
Cobourg
Cobourg
Trenton
Trenton
Trenton
Corbyville
Belleville
Bejleville
Belleville
Bloomfield
Napanee
Bath
Mi1lhaven
Millhaven
Kingston

EASTERN ZONE

LARGE INDUSTRIAL CUSTOMER

21.
22.
23.
24,
25.
26.
a7.
28,
29.
30,
il.
32.
33.
3.
15.
36.
37.
8.
39.

€.P.S5. Xingston
Department of National Pefence
€.P.S. Jdoyceville

Stelco Inc.

Dupont Canada Inc.
Nitrochem Inc.

Casco Company

Dominton Textile Inc.
Rohm & Haas

Ault Foods Ltd.

Nestle (Canada) Ltd,
Kraft Foods Ltd.

BASF Canada Ltd,
Champlain Industries 1td,
Cornwall Chemicals Ltd.
Cornwali Gravel Co. Ltd.
Courtauld's Canada Inc.
Domtar Fine Papers Ltd.
Pfizer Co. Ltd.

TOuN

Kingston
Kingston
Joyceville

‘Gananoque

Maitland
Augusta
Cardinal
Iroquois
Morrisburg
Winchester
Chesterville
Ingleside
Cornwali
Cornwall
Cornwall
Cornwall
Cornwal)
Cormwall
Cornwa tl
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NORTHERN AND CENTRAL GAS

CORPDRATION LIMITED
EASTERN ZONE

LEGEND
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DEGC. 84



WESTERN ZONE

LARGE INDUSTRIAL CUSTOMER

10.

1.

12.

Boise Cascade Canada Ltd.

Griffith Mines

Great Lakes Forest Products Ltd.

Abitibi Price Inc.

Canada Malting Co, Ltd.

Can-Car Rail Inc.

Great Lakes Forest Products Ltd.

Lakehead University

MacMillan Bloedel Ltd.

McKellar Hospital

“Domtar Inc.

Weldwood of Cz da Ltd.

TOWN

Kenora

Ear Falls

Dryden

Thunder Bay

Thunder Bay

Thunder Bay

Thunder Bay

Thunder Bay

Thunder Bay

Thunder Bay

Red Rock

Longlac
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APPENDIX L. MAP OF UNION'S AREA OF







CONTRACT CUSTOMER ACCOUNT MAP

UNION GAS PIPELINE SYSTEM
Serving  Southwestern Ontario
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REASONS FOR DECISION

APPENDIX M, GLOSSARY OF TERMS

APPLICABILITY
CLAUSE

ANNUAL CONTRACT
QUANTITY (ACQ)
GAS

ANNUAL LOAD
FACTOR

A clause in a rate schedule which defines the

reguirements for access to the rate.

A contracted for annual quantity of gas sold by
TCPL to a customer under a delivery schedule

largely at the discretion of TCPL. Forty per
cent is deliverable in the winter period and
sixty per cent in the summer. The charge for
such gas is on a volumetric basis with a provi-
sion for a «certain supplemental charge for

volumes offered and not taken.

The annual 1load factor 1s a mathematical
indicator of the way in which a customer con-
sumes gas over the vyear. It 1is the average
daily volume of gas consumed by a customer over
the year expressed as a percentage of the peak

day consumption,
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AUTHORIZED
OVERRUN
INTERRUPTIBLE
(AOI) GAS

BUNDLED
RATE

BUY~SELL

COMPETITIVE
MARKETING
PROGRAMS
(CMP)

Gas which TCPL sells to a customer which is in
excess of the amount contracted for by the cus-
tomer and which TCPL may have available from
time to time., There 1s a transportation charge

related to the volume of gas taken.

A single charge that covers a number of ser-
vices provided by the distributor. Examples of

such services are storage and load balancing.

In this arrangement, the end-user purchases its
own supply of gas and arranges for transporta-
tion to the distributor's delivery point. The
distributor purchases the gas and comingles it
with the balance of its supplies, and then
sells to the end-user as a sales customer undex

the appropriate rate schedule.

A mechanism by which "system producers" (i.e.
those who sell gas to TransCanada) provide spe-
cific discounts to individual end-users of gas.
The distributor sells to the end-user under the
appropriate sales rate schedule; the distributor
then provides to TransCanada details of these
sales; TransCanada rebates to the distributor
the agreed upon discount for the preceeding
months volumes: and the distributor flows the

rebate through to the end-user.
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CONTRACT
CARRIAGE

CONTRACT
DEMAND GAS
{CD GAS)

COST OF
GAS

COsST
ALLOCATION

COST BASED
RATES

A transportation service provided under contract
for the transport of gas not owned by the pipe-

line company.

Gas which the utility or a customer has the con-
tractual right to demand on a daily basis from

the supplier of the gas. For the transportation
of the gas the customer must pay a fixed monthly
demand charge regardless of volumes actually
taken and alsc a commodity charge related to

the volume taken.

The utility's total cost of gas including pur-
chases from TCPL, private local producers in
Southwestern Ontario and in some cases the

utility's own local production.

The allocation of a utility's capital and oper-
ating costs among customer classes as a guide
in designing rates to recover those costs in an

equitable manner,

Rates designed to recover the allocated cost of

service,
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CUSTOMER
CLASSES

CUSTOMER
LOAD

DEMAND
COMMODITY
RATE

DECLINING
BLOCK
RATE

DIRECT
PURCHASE

The division of the customers of a utility into

groups with similar gas use characteristics.

The total amount of gas used by a customer in a

fixed period of time.

A rate consisting of two components - a charge

based on the maximum daily demand and a commod-—
ity charge for the volumes taken. The demand
portion of the rate is intended to recover
these utilities costs which will be incurred
whether or not gas is consumed, and the commod-
ity portion is designed to recover those costs

associated with each unit of gas consumed.

A rate structure with two or more successive
blocks with declining unit prices for each block
as the level of consumption of gas increases.
The total bill consists of the summation of the

charges for each block.

Natural gas supply purchase arrangements trans-
acted directly between producers, brokers, or

agents and end-users at negotiated prices.
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DIVERSIONS

DOUBLE
DEMAND

DUAL FUEL
CAPACITY

GIGAJOULE

INTERRUPTIBLE
CUSTOMERS

A diversion occurs when gas is delivered at a
different delivery point than contracted for.
Such a diversion 1is generally undertaken to
assist in the Dbalancing of a transmission

gystem or of supply and demand.

Occurs when there is a displacement of a sale by
a distributor sco that the space reserved by
that distributor in the TCPL system is paid for
by the utility and by the direct purchaser.

A customer's capacity to use an alternate fuel

as well as natural gas.

A measure of the energy content of a fuel. One

gigajoule equals 948,213.3 Btu.

Customers whose gas service is subject to inter-
ruption at the discretion of the utility. This
type of customer is required to be a dual fuel
customer in order and to have an alternate form

of energy available in the event of interrup-

tion.
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LOAD
BALANCING

MINIMUM BILL

PEAK DEMAND

PRICE
DISCRIMINATION

REVENUE
DEFICIENCY

The efforts of a utility to meet its sales re-
guirements iIn the most economic manner. It
involves balancing the gas supply to meet sales
by using storage and other peak supply sources,
curtailment of interruptible sales, and diver-

sions from one delivery point to another.

A charge to recover a portion of the fixed anad
capital costs which will be incurred by the gas
distributor whether or not any gas is consumed,
e.g. the expenses of meter reading, billing,
collecting, and customer accounting as well as

those capital costs associated with the service.

A phrase used to describe the maximum amount of

gas reguired over a given unit of time.

Price discrimination takes place when customers
that impose similar costs on the system face

different prices.

Revenue deficiency is the difference between the
revenues required to achieve the allowed annual
level of earnings established by the Board and
the revenue that will be produced with current

rates.,
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RATE BASE

RATE OF
RETURN ON
RATE BASE

RATE OF
RETURN ON
COMMON
EQUITY

RANGE RATES

The amount the utility has invested in assets
such as pipes, meters, compressolr and regulator
stations etc., minus depreciation, plus an
allowance for working capital and other amounts

that may be allowed by the Roard.

The amount, including interest, which the Board
allows a utility to earn net of all taxes and
other expenses, expressed as a percentage of

rate base,

The net income of the utility expressed as a
percentage of the amount of common equity or

shareholdings in the company.

A rate structure which allows the gas company
to negotiate prices with the customer within a
range of rate levels, The final negotiated
price takes into consideration variocus charac-
teristics of the customer including size, load
factor, supply pressure, minimum annual volunme,

competitive alternatives and other variables.
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SINGLE BLOCK A rate with a single unit price regardless of
RATE the level of consumption.
TAKE-OR-PAY Gas supply contracts often contain a provision

g0 that gas contracted for, but not taken, will

be paid for.

TCPL DEMAND A component of TCPL's CD rate, designed to
CHARGE recover 1its costs of meeting 1its peak gas
demand, particularly the fixed costs o0f trans-
mission, Demand charges are payable by the

utility whether or not it takes any gas.

TOLL A charge for service which is exclusive of the

cost of gas.

TOPGAS Two banking consortiums formed in 1982 and 1983
& regspectively which have made an aggregate of ap-
TOPGAS TWO proximately $2.65 million of take-or-pay pay-

ments to Alberta gas producers for gas con-
tracted for but not taken by TransCanada, The
payments were made on a project financing basis
and are referred to as the TOPGAS and TOPGAS
TWO loans. The interest on these loans is paid

for by TCPL gas producers.
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T-SERVICE The gas transportation service offered by a
pipeline company or distributor to transport
gas owned Dby others for a toll. See also

CONTRACT CARRIAGE,

UNBUNDLED A series of rates where a number of the services
RATE offered by a distributor are priced separately.
UNABSORBED Occurs when a distributor purchases its gas or
DEMAND receives its gas at less than its forecast load
CHARGE factor. The retail rateg for the distributor

are designed to recover gas costs calculated on
the assumption that gas is purchased at the

forecast load factor.

VALUE OF A phrase used to describe rates set on the basis
SERVICE of the value of service to the cusomer, usually
CONCEPT in relation to alternative service or forms of

energy.
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SHORT FORMS

ACQ - Annual Contract Quantity

Act - Ontario Energy Board Act

Agreement - Agreement on Natural Gas Prices and Markets
AOI - Authorized Overrun Interruptible
Board - Ontario Energy Board

Bef - Billion cubic feet (of gas)

CD - Contract Demand rate

ERCB - Energy Resources Conservation Board
LNG - Liguified Natural Gas

Mcf - Million cubic feet (of gas)
T-Customer - Transportation customer

TOP - Take-Or-Pay

T-Rate - Transportation rate
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T-Service - Transportation service
uDcC - Unabsorbed Demand Charges

WES - Winter Peaking Service




