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REASONS FOR DECISION

A. INTRODUCTION

1. The APPIication

TheConsumersIGasCompany(''Consumers|',orthe
ücompany,, or the "Applicant" ) by application dated

August4|1978,(the',mainapplication'')appliedtothe

ontario Energy Board (the "Board" ) for an order or orders

approving or fixing just and reasonable rates and other

chargesforitssaleofgas.Themainapplication
consisted of one proceeding of two phases. In the first

phase (,,Phase I,, ) , the Board deterrnined rate base t return

earned on such rat.e base and t'he revenues required to

realize such return. In a second phase ("Phase II")t the

Applicant has requested the Board to approve or fix rates

designed to recover the revenue approved by the Board in

Phase I. The Board issued its Reasons for Decision with

respect to Phase I on August 31, 1979' The Board

determined the rate base to be $810 t678'800 as at

september 30, l.g7g. A net ut,ility income of $76r057'800

vras determined for the fiscal year 1979, the test year in

phase I. The rate 0f return found reasonable by the

Board was 10.34 percent. This rate of return when

applied to the above rate base produced a revenue

deficiency of $15'565'000.
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2. I¡terim epplications

Four interin applications were brought subsequent to

the filing of the main application and they have been

disposed of by the Board. The first, reguesting approval

of increased rates to recover an alleged revenue

deficiency, vras heard prior to hearing of the evidence in
support of the Applicantrs Phase I evidence; the Board

rejected the requeste<l increase. The second interim
application sought permission to pass on a gas cost

increase that was effective AugusÈ 1, Ig7g. The Board

permitted the Applicant to increase its rates to recover

this gas cost increase and related charges. The third
interim application was brought to recover the revenue

deficiency found by the Board in its August 31, LgTg',

Phase I Reasons for Decision. The Board approved

interim rate increases effective October I, Ig7g, to
permit the Applicant to recover this revenue deficiency.

The order approving this increase contained a condition

that all amounts collected could be subject to retro-
active refund or adjustment on the cornpletion of the

Phase II proceeding.

On January 2Lr 1980, Consumersr filed the fourth

application for interin relief to recover increased gas

costs that :comfltêtrcêd on February 1, 1980. . The Board

approved increased rates arising from this interim that

wiII become effective April 4, 1980.
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3. The Hearing

phase II $ras commenced by the filing of an applica-

tion dated November 15, 1979. Evidence in support of

this application was filed with the Board from nid-

November through early December. Staff interrogatories

and responses were exchanged in December and early

January. A procedural pre-hearing conference was held on

January 4, 1980.

An intervenor, the Industrial Gas Users Association

(rrIGUArr) brought a motion that the Applicant produce

certain additional information. This motion was heard on

January 4, 1980, and the Applicant was ordered to produce

the requested informat,ion. The hearing of evidence

commenced on January 15, 1980, and concluded on

January 25, 1980. llritten argument from the parties was

requested in accordance with the following schedule:

Applicantrs argument' February 1, 1980t

Board counsel and
intervenors argument February 8' 1980,

Applicantrs rePlY
argument FebruarY 15t 1980'

4. Appearances

The following entered appearances in Phase II:

P. Y. Atkinson for the APPlicant

R. !ü. llacaulay, Q.C o - for the Ontario Energy
Board
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P.C.P. Thompson

S. J. Kawalec

Schrecker

M. McGuire

5. lrlitnesses

The following employees

during Phase II:

F. D. Rewbotham

D. J. Vtatt

R.E.E. Potts

D. C. Morton

R. Gibson

B. Taylor

K. A. !{alker

R. S. Lougheed

J. R. Hamilton

the Applicant

testify in the area

were s

for IGUA and Cyananid
Canada Inc. ( "Cyanamidu )

for the Urban Development
Institute of Ontario,
Apartment Group ( IUDI" 

)

for Richard Johnston' MPP

for TransCanada PipeLines
Linited ('rTransCanada" )

of Consumersr gave evidence

T.

G.

H.

vt.

Manager, Rate Research

Manager, Economic Studies

Director, Strategic
Planning

Director, Cust.omer and
General Accounting

Manager, Rate Design

Director, Economics and
St at is ti cs

Þlanager, Regulatory
Accounting

Senior Vice President, Gas
Supply and Development

Manager, Gas Supp1y

also called three other witnesses to

of price elasticity studies. These
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G. C. !{atkins President,, DataMetrics
Limited

Dr. E. R. Berndt Consulting Associatet
DataMetrics Limited

M. R. Corio Senior Economic Consultant,
National Economic Research
Associates, Inc.

Board counsel calLed the following witness:

R. A. Ransom Principal Consult'antt
Ransom and Casazza

No other witnesses $tere called during Phase II '
A verbatim t,ranscript of the hearing was mader and a

copy is available for public scrutiny at the Boardrs

offices. The Board has not, therefore' considered it

necessary to summarize the evidence or submissions of the

various parties in detail. All of the evidence and the

submissions were carefully considered by the goard in

deciding the issues.

6. The Applicantrs ProPosal

The Àpplicant filed proposed rate schedules that

incorporated several changes, most of which $tere in

response to directions from the Board. These directions

were set Out in the Reasons for Decision, E.B.R.O. 363-II

dated October L7, 1978. The Applicant also filed updated

cost allocation studies and demonstrated that the

proposed new rates would produce the revenues found

reasonable in the Boardrs Phase I decision.
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The Applicantrs proposed rates ¡r¡ere based upon a

different allocation of the Phase I revenue deficiency

among the customer classes from that previously approved

by the Board on an interim basis. The Applicant clairned

Lhat the supporting evidence justified the change and

asked'the Board to approve Èhe proposed rates.

Metric equivalent rate schedules $tere submitted to

show the effect of a "soft" conversion, together with

metric designed rate schedules that would be used in a

I'hardtt conversion. The Board was asked to approve the

hard conversion rate schedul-es.

The Applicant also tendered evidence, ât the

direction of the Board, on late payment penalty and other

charges, unabsorbed demand charges and remedial costs,

and its plans for monitoring of returns from system

expansion.
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B. RATE DESIGN ISSUES

1. Cost Studies

The Applicant submitted in this proceeding a fully

allocated cost ('FAC', ) study for the fiscal year 1978

(ended september 30, 1978) and clained that' except for

minor changes, the methods used in its preparation vtere

the same as had been employed in previous submissions to

the Board. The FAc study was entered as Exhibit. 1I0.

In response to a request by Board staff the

Applicant, also submitte<l as Exhibit I27, a revised

version of Exhibit, 110, revised only to reflect the

reduced volumes taken by Ontario Hydro in the J-979 fiscal

year. The Applicant claimed that, since Fhe reduced

volume sold to Ontario Hydro in 1979 was the only really

significant change from the data used in the 1978 study,

then the revised study would be a reasonable substitute

for a FAC study based on 1979 data.

The Applicant, also filedr âs Exhibit L29, a long-run

incremental cost ("LRICI) study, based on forecasts for

the period 1979-1983. This study was prepared using the

same basic methodology that had been used in the study

subnítted in a previous proceeding before the Board, with

the exception that this study is presented in current

dollars and the anticipated future costs of capital in

current terms have been used.
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It was generally agreed by all participants that the

1978 FAC study and the LRIC study .v/ere acceptabtre and

consequently neither the methods used nor the results

vrere challenged. The Board accepts that the assumptions

made and the methodology empJioyed by the Applicant in the

preparation of the Lg78 FAC study, Exhibit ll0' and the

LRIC study, Exhibít I2g, are consistent with those used

in preparing studies submitted in previous proceedings.

The revised 1978 FAC study (Exhibit L27l $tas

challenged by Board counsel who claimed t,hat since the

Applicant mixed data from two fiscal years, making

revisions only in respect of Ontario Hydro even though

other known changes have occurred, thereforet

Exhibit lr27 should be rejected. Mr. Macaulay subnitted

that the FAC study filed as Exhibit 110 should be used t'o

the extent that reLiance is placed on FAC studies.

The Board has not,ed the many comments made by

various parties with respect to the accuracy of such

studies, the extent to whích judgment has been used in

the preparation of each study, and the use that should,

or should not, be made of these studies. Frequently,

during rate proceedings the Board is urged to adopt

either an FAC study or an IRIC study as the basis for

approving or fixing rates, and strong arguments are made

in favour of either approach. The Board, however,

belÍeves that both FAC and LRIC have some value in these

matters, but that complete reliance should not be placed
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on either one. The Board is satisfied that the results

of such studies, and more importantly the trends

disclosed by a serÍes of studies, are useful in

evaluating the reasonableness of the revenue levels

generated by each customer class.

The Board is not prepared to reject completely the

revised FAC study because of the objections of Board

counsel, but hís objections may affect the use that can

be nade of this study. This will be discussed in the

following section.

It was suggested by Board counsel and certaín other

intervenors that the FAC studies would be of more value

in assessing the reasonableness of t.rr"nu. levels and the

rate schedules if the customer categories used in the FAC

studies coincided with the various rate schedules used by

the Applicant. The Board notes that ot,her utilities

under its jurisdiction do rely largely on rate schedules

to determine the rate classes used for FAC studies and

the Board believes that there may be merit in Consumersl

investigating such an apProach.

2. Recovery of Revenue Deficiency

The Applicantrs position in this proceeding was that

the rates previously ín effect,, and the revenues produced

by those rates, had been approved by this Board in

E.B.R.O. 363-II as just and reasonable, so that those

rates became the starting point or base from which
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changes should be made. The Applicantrs submission was,

therefore, that the revenue deficiency of $15r sGStOO0, as

found by Èhe Board in Phase f of these proceedings,

should be altocated among the various customer classes

and that new rates should be designed to produce the

increased revenue requirement from each customer c1ass.

The Applicant proposed new rate schedules which would

accomplish this.

As indicated earlier, as a result of the hearing in
October 1979, interim rate increases rìrere approved by the

Board to recover the $15r565r00Q revenue deficiency.
Reasons for De,cision E.B.R.O. 369-I-3 dated October 31,

Lg7g, detailed the interim increases approved for each

rate schedule. In its Reasons for Dêcision the Board

rejected the method proposed by the Applicant for
allocat,ing the revenue deficiency among the various

customer classes because it relied on an untested FAC

study, and because an adjustment was made which the Board

considered would, on an interim basis, unduly change the

status quo. This adjustment, made by the Applicant to
maintain t,he relationship between Rate #6 and Rate #lO0

considered desirable by the Board in E.B.R.O. 363-ff,
reduced the deficiency responsibility for Rate #6

customers by over $2 million and increased the deficiency
responsibility of residential customers by the same

amount.
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In this proceeding the Applicant again submitted

that, the appropriate allocat,ion of the revenue deficiency

would be that which it had proposed in the interin
proceeding (Exhibit 110.22.Ir. In support of this

proposal a neht calculation of the allocation was

subrnitted (Exhibit L27.18.1) that was based on the

following:

customer class rate base responsibilities from

the revised I97B FAC study, Exhibit I27¡

the Rate #6 revenue deficiency responsibilit.y

r.iras reduced by Ç21046r000 to maintain the

reLationship between Rate #6 and Rate #I00;

the revenue deficiency responsibitity to the

residential classes $¡ere increased by the

$2t046r000 removed from Rate #6;

IgTg sales volumes vrere used to determine unit

increases for each class.

The deficiency allocation proposed by the Company in

Exhibit 110 had been base<l on different data and a

different method from that used in Exhibit I27 | but in

both cases the results hrere substantially the same. The

Applicant, therefore, concluded that. iÈs proposal $¡as

justified.

A comparison of the Applicantrs proposed allocation

of revenue deficiency with the allocation used by the

Board in E.B.R.O. 369-I-3 indicates that the significant

difference is the Boardrs treatment of the amount of the
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revenue deficiency re-allocated from Rate #6 and its use

of 1980 sales volumes. If the revised rate base respon-

sibilities from Exhibit. 127 were substituted in any of

the above calculations.it would not result in any signif-

icant change. The rate base responsibility factors from

Exhibit ir27 are therefore not required fot the allocation

of the revenue deficiency in these proceedings'

The Board in E.B.R.O. 369-I-3 elected to use 1980

volumes to determine unit increases on the basis that the

revenue deficiency would in fact be collected over those

volumes. The Board is persuaded by the Applicantts argu-

ments that since the test year in these proceedings is

Ig7g, the Ig79 volumes should be used for determination

of the unit, increases for each class.

The major issue remaining is the adjustment required

to maintain the relationship between Rates #6 and #100.

Should all of the revenue remove'd from Rate #6 be applied

to the residential rates as proPosed by the Applicanti or

on the basis of rate base as in E.B.R.O. 369-I-3i or

should it be distributed on some other basis?

Mr. R. A. Ransorn appeared on behalf of Board staff

and presented several alternatives for the allocation of

the revenue deficiency, a1l based on the Applicantrs LRIC

study. The resulting increases for the residential class

were all lower than that proposed by the Applicant, in

some cases by a considerable amount. Mr. Ransom

suggested that the frequency of hearings could be reduced
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the recovery of future revenue deficiencies vtere based

LRIC studies.

The evidence before t.he Board suggests that a lower

increase to the residential class would adversely affect

the Applicantrs prospects of achieving its authorized

rate of return in the future. Therefore it does not

appear that the frequency of rate hearings could be

reduced by adopting Mr. Ransomrs proposal' The Board is

not convinced that any of his alternatives would be

appropriate.

InitssubmissionstheApplicantclaimstohave

considered non-cost factors before deciding on its

proposal. However, most of the non-cost considerations

that have been used to justify deviation from cost-based

rates in previous proceedings are not specifically

referred to, instead it appears that the Applicantrs

justification of its proposed non-cost revenue adjustment

has been summarized by the testimony of Mr. Gibson which

states 3

,,In the f irst place, it [the residential class]
is the only *ulior customer classif ication for
which gas þricãs are substantially below the
main co*p.Liti.te fuel. It is also the only
class that has shown an under-contribution in
every year since cost studies were first made'
Anotherreasonformakinganadjustnentatthis
time is that there has been only one upstream
gas cost-itt"t""". this ye?r' ID t'he last f ive
f".t" the average annual increase to t'he
?esidential claãs has been about 3'5Q/Ccf
mostly due to upstream increases ' Since this
V"át t'" increase has only amounted to about
i.+ç¡c"f it appears to be a reasonable time to
rnakè an adjuslrnent to the residential
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undercontribution by passing along I.Gç/Ccf as
opposed to 1.3\çlCcf deficiency indicaÈed by
the cost study."

The Board does not find these reasons to be

persuasive. However, the Board has reviewed the evidence

adduced at the hearing with particular reference to the

levels of return for each customer class, and the

extensive discussions as to risk and elasticity for each

class. The effect on the return frorn Rate #6 and

residential classes that would result from implementation

of the Applicantrs proposal r4rere particularly noted. The

Board concludes that the change in return would not be

unreasonable in view of the other non-cost factors. On

the basis of that evidence, the Boar<l concludes that the

Applicant.rs proposed allocation of the revenue deficiency

is not unreasonable and the Boârd accepts that
a1 locat ion.

3. Elasticity Study

In the Boardrs Reasons for Decision, E.B.R.O. 302-II
dated September 4, 1975, the Applicant was requested to
prepare and submit a price elasticity study. In

E.B.R.O. 363-II, such a stu<ly was submitted. The Board

found that the study in t,he form presented in that case

was "of very litt1e value". The Applicant was directed
rrto present for the next Phase II hearing a more complete

analysis of the shorÈ-run and intermediate-run price
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elasticities of demand" (Reasons for Decisiont

E.B.R.O. 363-IIr P. 241 .

Consumersr Manager of Economic Studies,

Mr. D. J. Watt, testified in the current proceeding with

respect to; the Applicantrs efforts to meet the Boardrs

direct,ions; the use the Applicant nade of elasticity

studies; the potential uses of such studies and the

Applicantrs intent with respect to future studies'

Two studies were commissioned by Consumersr to

comply with the Boardrs directive. First' Datal'letrics

t inited ( "DataMetrics" ) was selecteci to prepare estimates

of the price elasticity of demand in the apartmentt

commercial and industrial sectors of the market served by

Consumersr. Mr. G. C. V'fatkins and Dr. E. R. Berndt

testified with respect to this study. Secondlyt National

Economic Research Associates, Inc. (UNERA'r) prepared a

study on price elasticit.y of demand in the residential

sector and Ms. M. R. Corio testified concerning that

stuciy.

The DataMetricrs report was based on econometric

modelling techniques which dístinguished between:

". . . demand thaL is potentially variable
because it is not committed to existing
equipmenÈ and demand that is inflexible
because it is tied to past investments '

The former was labelled n'flexible" demand and the latter

"captive'r demand. In each of the three market sectOrs

studíed in the report four variants of energy price
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variables were specified. Statistically meaningful

results $rere produced for only two of the variants, and

for one of these two variants such results vrere produced

in only one market secLor.

The variant for which significant results $rere

obtained for all sectors studied specified the price of

gas as the only price variable affecting flexible demand.

Representative, results indicated the following

coefficients of price elasticity:

Short-run (I year)

Intermed iate-run
( 3 year)

Long-run

Apartment
Sector

-0.1

-0.25

-0.'l

Commercial
Sector

-0.2

-0 .4

-1.1

Industrial
Sector

-0.25

-0.6

-1. 5

A second varÍant specified both the price of gas and

the price of alternative fuels as variables affecting

flexible demand. Based on results approaching statisti-

cal significance and values achieved in other studies a

cross-price elasticity of fuel oi1 of 0.5 was assigned.

The NERA report contained basically two types of

models for determining gas price elasticity in the

residential market on1y. The first set of models was

directed at determining elasticit,y coef f icients for the

short-run and intermediate-run where the stock of gas

consuming appliances was assumed to be fixed. The other

set of models to determine the elasticity applicable to
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long-run gas demand varied the stock of gas consuming

appliances. The short-run elasticitíes were found to be

in the range of -0.12 to -0.21. An internediate-run

elasticity of -0.34 was determined. These values $tere

not out of line with those found by Datalvtetrics for the

apartment sector and determined in other studies for the

residential market. Due to data lirnitations, Ms. Corio

did not recommend any reliance be placed by the Board on

her long-run elasticity study. The major weakness of the

long-run models according to Ms. Corio was t'due to the

timited degree of variability of gas and oil prices in

the dat,a base these long-run results hlere statistically

unsatisfactory." In the Boardrs view, the NERA study

tends to confirm certain values obtained by DataMetrics

for the short-run and intermediate-run.

Two essential questions remain. First, what use

should be made of the studies in the present case given

their admitted shortcomings? Secondly, what is the

benefit of studies on this subject in the future?

The Applicant and its witnesses vtere adamant in

stating that the tendered elasticity studies were not

used in rate design and that these studies should not be

so employed.

The results were stated to be too aggregated to be

usefuf in assessing specific rates or blocks within

rates. The najor use of the studies was identified by

Mr. gtatkins "to investigate the relationship between any
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increase in rates by class of customer and the volume of

consumption" and to see "what impact Èhat will have on

revenuesrr. Ms. Corio,agreed with Mr. !{atkins and the

other witnesses on this subject when she said ". . . in

terms of the distortion or disruption in volume caused by

an increase in the pricesr You can get a general idea

r^¡hat will happen to revenues. That is as f ar as I take

it." This appears to be t.he future use the Applicant

intends for these efforts when it speaks of "developing

elasticity models into forecasting models.rr Mr. vÙatt

indicated that future efforts would involve largely

in-house skills. He noted that a large portion of the

costs related to such studies had been spent -- "the

fixed costs have been incurred and a great deal of the

data has been collected."

Board counsel emphasized the inherent neutrality of
.l

elasticity studies and urged the improvement of the

econometric models developed for the Applicant as addi-

tional useful data becomes available.

submissions to the Board in respect of competitive

conditions are of necessity a subjective assessment based

on the Applicantrs marketing experience so that a neutraL

verification provided by such studies might well be of

assistance in justifying rate proposals. The Board would

caution, hovrever, that econometric analysis, tike many

quantitative tools, are often attributed unwarranted
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virtues of precision while less scientific approaches are

dismissed as judgmental.

The Board has, and continues to, place great weight

on the utilitiesr actual experience and the collective

judgment of management that they bring to bear when

proposing rates to the Board. In view of the lack of

confidence currently shown by those who produce the

studies, it is not surprising that to date elasticity

studies have not been used in either designing or justi-

fying rates. The Board however believes such studies

ñay, in the future, be useful for more than just fore-

cast,ing revenue effectF. As confidence leveIs improve'

subsequent sÈudies may provide an additional guide in

assessing proposed rates. The Appticant is commended for

its stated int,ent to continue to improve its efforts

with respect to such studies.

4. Risk

The Applicant was directed in the previous proceed-

ing before the Board to:

". . . make a submission with the next
Phase II application which will attempt to
quantify Èhã risk elements associated with
Àach of the customer classes contained in the
fully allocated cost of service study.rl

The Applicant sub¡nitt,ed that it was unable to provide a

study t oE produce any other evidence that, would quantify

the elements of risk associated with each class of
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service. The treatment of this subject during the course

of these proceedings did, however, prove helpful in

improving the Boardrs perspective on risk, and illus-
trated a possible ranking of customer classes on the

basis of risk.

Mr. Rewbotham during this and the previous proceed-

ing was of the opinion that, residential customers repre-

sent the least overall risk and that large interruptible

customers represent the greatest risk. ft was submitted

by Mr. Macaulay that the elasticiùy study bears this out

and he recommended that the elasticity study should be

"accepted as a quantified surrogate for risk", and where

the risk is greatest the rewards (return on rate base)

should also be greatest.

Although risk was not quantified and therefore

cannot be used ,ilirectly in assessing the reasonableness

of rates of return by c1ass, Mr. Rewbotham submitted that
a range of reasonableness night be indicated by the cost

of the various components of capital. He pointed out

that equity capital is eurrently allowed 14 percent and

that other capital costs approximately 8.39 percent. It
$ras his opinion that no customer class should have all
the benefits associated with the least cost fu.nding nor

should. any class be assessed the fuIl burden of the cost

of equity capital-

The Board is satisfied that risk cannot be

quantified but finds the Applicantrs subjective ranking
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ofcustomerclassesinaccordancewithperceivedriskto
provide further guidance in assessing the reasonableness

of the returns bY class'
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THE RATE SCHEDULES

The Board has already acknowledged the reasonable-

ness of the allocation of increased costs to the various

customer classifications. The Board is satisfied that

the revenue requirement allocated to each of the classes

of service is acceptable and that the rat'es of return by

class of service as índicated by the FAC studies are

within a range of reasonableness. The rate schedules now

proposed are purported to yield the revenues required in

order that the Cornpany will realize its authorized rate

of return.
In this sec¡ion the Board will consider the proposed

rate schedules and assess the appropriateness of each

with respect to prevailing conditions and the raÈe design

modifications recommended in past Board decisions. The

proposed rate schedules htere filed by the Applicant as

Exhibit l3I, Schedule 4 during the proceeding' This

schedule was subsequently updated during

E.B.R.O. 369-II-1 by the filing of Exhibit !69 |

schedule 4. These updat,ed rate schedules ernbodied the

interim increases in rates resulting from a gas cost

increase together with the rate proposals cont'ained in

Exhibit 131' Schedule 4 but indicated an effective date

of Þlarch 25, 1980. The ef fective date will, holvever, be

April 4t 1980r âs discussed in a subsequent sect'ion.
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Residential - Rat,e #1

The Applicant proposed several- revisions to the

residential rate. The revisions are interrelated in that
any one of the proposed nodifications is dependent, upon

the implementation of a related modification if the

desired objective is to be realized. The objective is to

eliminate an "end use" feature presently contained in the

residential rate

The Conpany proposed to delete clause (b) as

contained in the present rate schedules. This clause

provided for rate concessions for air conditioning and

off-peak uses such as water heat,ing for swirnming pools.

This modification was held to be in accordance with

previous urgings of the Board.

The Company proposed to introduce a seasonal price

differential for cusÈomers consuming 60 Ccf per month or

more. Those consuming in excess of 60 Ccf per month will
pay one cent per Ccf less during the perio<l of May

through Octobero

It also propose<i to insert a rate block which

includes the 31st to 60t,h Ccf of monthly consumption.

This in effect confinesrthe seasonal clifferential to

levels of consumptions in excess of 60 Ccf, a level of

consumption that satisfies requirements for basic uses.

Mr. Atkinson reminded the Board in his argument that
there was no opposition to the elimination of the conces-

sion now extended to customers with high summer use. The
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Board regards the elimination of an end use rate as

desirable in itself. The seasonal differential at one

cent per CCf is regarded as a reasonable reflection of

the Companyrs cost of service.

The Board approves Rate #f as proposed by the

Applicant in Exhibit 13I.4.1' and updated in

Exhibit 169.4.1.

2. Residential I'Flat Rate Low Input" hlater
Heating Service.(closed) - Rate #3 -

This rate is not available to new customers and is

being phased out. The rate schedule proposed in

Exhibit L6g.4.2 is aPProved.

3. Residential rrFlat Rate" Water
Heatinq Service - Rate #4

In a previous proceeding before the Board it was

impossible to deduce from the evidence the reasonableness

of this rate. The Applicant has now submitted evidence

indicating that annual costs exceed revenue by some

$21.00 per customer.

This rate is av¿iilable for customers taking water

heating service only. The Applicant reported that such

business is not being actively prornoted; that such

service is unmetered and that every such customer is a

potential space heating customer which can be acquired at

minimaL cost.
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The rate schedule is approved as filed in

Exhibít 169.4.3.

4. General Service - Rat,e #6

This rate schedul-e is available to those non-

resiclent,ial customers who, because of load factor and/or

annual volumes, cannot qualify for service on any other

rate schedule. 
,

As in the residential service, it is proposed to
discontinue the end use rate for air conditioning and

accommodate such customers with a seasonaL differential.
The differentiat proposed is one cent per Ccf and this is
regarded as a reasonable reflection of the cost of

selling gas in the summer. The differential becomes

effective after the first 500 Ccf ancl this is al.so

regar<led as reasonable.

Conservation efforts undertaken by some customers

have resulted in them no longer qualifying for service

under one of t.he other rate schedules so t,hat they are

obliged to take service under R.ate #6. The Applicant has

maintained the relationship beËween Rates #6 and #100

close to that prev,iously approved by the Board, and

consequently the economic inpact upon reclassification is
modest

, Mr. Kawalec pginted out that there may be a problen

with interruptible customers who, because of their
conservation efforts, disqualify themselves under the
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charges under Rate #6. He claimed Èhat this was an

injustice in that the dual fuel equipnent requireid to

accommodate interruption becomes redundant "Ín the$è

circumstances. This issue will be dealt with undër

Rate #145.

The Board aPproves proposed Rate #6 as filed in

Exhibit l-69.4.4.

5. Firm Gas Contract SerYice - Rate #100
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This schedule is available

consumption is not less than Lz

annum. There are no structural

acceptable relationshiP between

been maintained.

CNrÀ,ruO- ENERGY BO.ãRÐLBa4RT _r+.-'

to customers whose

nillion cubic feet Per

changes proposed and an

this rate and Rate #6 has

The Board approves Rate #100 as proposed in

Exhibit 169.4.5.

6. Demand and Commodity Firn Contract
Service (High toad Factor) - Rate #1I0

This rate is available to large users with a high

annual load factor. Customers who qualify for this rate

tend to be industrial processing or feedstock customers.

Mr. Thompson challenged the reasonableness of thís

rate and partícularly as it apptied to Cyanamid.

Cyanarnid is now the largest single customer of the

Applicant taking apProximately seven Bcf per year.



29-

In response to an interrggatory from this inter-
venor, the Applicant submitted Exhibit 1441 which, among

oLher things, sets out the rate of ,return realized frorn

the two sub-classes of this rete, Schedule 2 of this l

exhibiÈ, indicates an over-contribution of $369r000 in the

test year. The assigned revenue requirement was exceeded

by 1.2 percent.

Mr. Thompson made an appeal for rate relief for
Cyanamid on the basis of the FAC studies which, he

claimed, showed an over-contribution of approxinat,ely

$3001000 based on the authorized rate of return for the

company as a whole being the appropriate return for each

customer class

This over-contribution anounts to about 4.0 cents

per Mcf and the Board notes that several other customer

classes exceed this and that the apparent rate of return
for those classes exceeds the return Índicated for the

group of which Cyanamid is a part. The Board is of the

opinion that the rate availabre to cyanamid is within an

acceptable range of reasonab,rçness and this customer is
not being treated unfairly.

The Board approves the proposed Rate #110 as fited
in Exhibit 169.4.6.
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7. Override Firn Gas Contract
Service - Rate #120

This rate provides for a supplementary supply for

customers already taking service under Rate {+I10. The

proposed raÈe was not challenged.

The Board approves Rate #120 as proposed in

Exhibit 169.4.8.

8. Seasonal Firm Contract
Service - Rate {*130

This rate is intended to accommodate summer peaking

customers.

The Board approves Rate #130 as proposed in

Exhibit 169.4.9.

9. Interruptible Gas Contract
Service Rate #145

The Applicant, in response to suggestions of the

Boardr has proposed to merge the present Rates {+140 and

#150 into a single rate idenÈified as Rate #145 which

wilt be applicable to both commercial and industrial

customers without distinction.

Both I"1r. Thonpson and Mr. Kawalec vtere critical of

the proposed merging of the two rates, claiming that it

vras in fact an extension of the range rate philosophy

which they claim the Board has been striving to

eliminate. It was also regarded by these intervenors aS
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providing the Applicant with a further opportunity for
undue discrinination and also as a strategy to facilitate

negotiations with a view to increasing charges to

contract customers.

Mr. Atkinson pointed out that the negotiating liber-

ties remain much as they vrere in the past and that the

fully allocated cost studies show that to date these

customers have not been treated unfairly.

The Board notes Mr. Kawalecrs suggestion that

Rate {f150 should be merged with Rate #140 as this would

result in transferring a smaller number of customers t,o a

new rate. However, the Board is satisfied that the

difference between the proposal put forward by the

Applicant and Mr. Kawalecrs suggestion would be insigni-

ficant.

The Board is concerned, as is ME. Kawalec, with the

possible injustice arising out of situat.ions where

customers because of their conservation efforts disqual-

ify themselves under Rate #145 and consequently are moved

to Rate #6. The Board is sat.isfied, however, that these

customers can best be protected by adding to Rate #145 a

clause sinilar to that now contained in Rate #140. The

clause required would be as follows:

Any Rate #145 customer whose annual consump-
tion is reduced to less than 12 million cubic
feet due primarily to energy conservatíon
measures may take service at the next appli-
cable rate or continue to purchase gas here-
under. If service is continued under this
schedule atl of the provisions of Rate #145
shall apply except that the price for all gas
taken shall be 25,846ç per Ccf.
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The Board has noted the criticisn with respect to

the negotiating tatitude inherent in the new Rate #145'

Hovtever since the total range encompassed by the old

Rates #140 and #150 was the same as that nolü covered by

thenewRate*l45ltheBoarddoesnotconsiderthatthe

negotiatinglatitudehasbeenincreasedunduly.The

Board therefore finds the rate to be acceptabÌe as to

princiPle and form.

The Board wilt approve the proposed Rate #145 as

filedinExhibit169.4.l0withtheabovemodifications.

VoIume ContractI0.
#160

This rate is applicable only to the R' L' Hearn

Generating Station of Ontario Hydro' Service is offered

underbothafirnandinterrupt'ibleservicecontract.
The Applicantrs contract with Ontario Hydro has in

thepastprovidedbenefitstoallcustomersofConsumersI

through seasonal purchases that contributed to a higher

system load factor than would have otherwise been

cl-ifia¡ì that' ttlYexperienced. l*1r. Potts testified that the rate recer

negotiatedwithontarioHydroiswithintherangefor

large volume high load factor sales under Rate #110'

althoughthesalet'oontarioHydrowillnotachievethe

loadfactortoqualifyítforserviceunderthatrate.

The Board notes that the evidence is that the new rate

negot'iatedwithontarioHydroforfirmsalesissuchthat

Special
Service

Large
Rate
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the previous under-contribution has been eliminated. In

addition there are potent,ial benefits to the Consumersl

systen t,hrough interruptible sales in excess of the firm

contract. Any such interruptible sales would recover all

variable costs and could make some contribution to fixed

costs which would oÈherwise hav':e to be borne by other

customers of the Applicant. Therefore, in the opinion of

the Board the continuation of the Special Large Vo1ume

Contract service to Ontario Hydro is justified.

The Board finds the rate to be acceptable and

Rate #f60 is approved as filed in Exhibit 169.4.12.

11. Metric Conversion

The Applicant subnitted additional rate schedules

expressed in metric measure. Exhibit 133 provides a soft

conversion to metric for infornation purposes only. The

Applicant also submitted rat,e schedules for the approval

of the Board where the rate blocks have been modified

sIight,ly to achieve a hard conversion to metric.

The Applicant also filed evidence indicating

that hard conversion can be achieved with insignificant

changes in the annual cost to customers. Residential

customers should experience an increase or decrease in

annual bills of less than twenty-five cents. The

economic consequence of metric conversion to the Company
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as a vrhole is expected to be a reduction in gross

revenues amounting to less than $4r000 per annum.

Mr. Gibson speculated that bills would not be issued

in metric units until December of 1980. The Board finds

the timing acceptable but would suggest that an earlier
implementation date rnight be preferable. The Board does

require that metric billing be introduced at a tine which

will not coincide with any other rate changes.

The Board has been assured that all conversions are

mathematically correct, and will therefore approve Èhe

rate schedules for eventual implementation as filed in

Exhibit, l-69, Schedule 8.

12. Effective Date

As indicated earlier in these Reasons for Decision,

the Board has approved an interim increase in rates

effective April 4, 1980, to pernit the Applicant to
recover increased gas costs. In order to minimize the

number of rate changes the Board considers that it would

be appropriate to implenent the rate schedules approved

herein effective that same date, April 4, 1980.
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D. OTHER ISSUES

1. Unabsorbed Demand Charges

During Phase I of these proceedings' the Applicant

had advised the Board that it did not expect to take all

of the gas contracted for under its cD contract, so that

partofthedemandchargespaidtoTransCanadawouldnot

be absorbed through the volumes of gas purchased' The

Board in Reasons for Decision, E'B'R'O' 369-I' approved

the deferra] and amortization over a three-year period of

such costs or charges and said:

"The Applicant will however be required to
file wiltt the Board for approval in Phase II
of these proceedings its proposal as to the

"Þu"if 
ic irechanics of amoitizing the annual

u-nabsorbe<l demand charges' Since the Board
will be required to apþrove any rate changes
introduced to recover-Lhese costs, the Board
will be in a posit'ion to monitor the account
set up for th;: unabsorbed demand charges and

its amorization.'l

EvidencesubmittedbytheApplicantduringthis

proceeding indicated that consumersr had taken all gas

contracted for in :.:gTg and anticipated that the same

situationwouldcontinuethroughoutfiscall9S0.

Howeverritwasdisclosedthatthishadbeenachieved

through the efforts of consumersr personnel in disposing

of the otherwise surplus gas and that additional costs

had been incurred by the company as a result. During the

hearing these additional costs were referred to as
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"remedial costs'r. The Applicant advised that the

remediaL costs incurred in rgTg hrere relativelxr insignif-
icant and that it would not seek to recover these costs.
The Applicant forecasts, how,everr that in 1980 remediaL

costs will be incurred and in response to a Board staff
int,errogat,ory the AppricanÈ indicated that such remedial

costs could be in the order of ç2.2 million for fiscal
198 0.

Mr. Macaulay noted the nature of these costs and

suggested that perhaps they should be shared between

customers and shareholders, but he concluded that in any

event, the whole guestion of rernedial costs shoul,d be

deferred to a subsequent Phase f proceeding.

Mr. Kawalec submitted that the Company shouLd not be

allowed t,o defer and amortize either unabsorbed demand

charges or remediar costs unless the contract cusÈomers

of the Company are relieved from their minimum bilf
obligations. Mr. Kawarec sees the Applicantrs situation
as be,ing similar to those contract customers who have to
pay a minimum bill regardless of vol-umes taken.

The Board sees the relationship between the

Applicant and its large volume contracÈ customers as

being.very different to that of the Applicant and

TransCanada. The Applicant must enter into long-term

contracts with TransCanada w.,íth little opportunity to
change quantities. The Applicantrs customers have the

opportunity to renegotiate their contracts more
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frequently or to cancel their contracts after a price

increase. The customers therefore are able to react to

changes in circumstances far more readÍly than is the

Appl icant.

The Applicant has submitted a proposal for the rate

treatment of unabsorbed clemand charges and remedial costs

and requests the Boardrs views on this proposal' The

Board notes, ho\,irever, that no unabsorbed demand charges

have been incurred with respect to gas purchased in 1979

and that, ât this time, the Applicant anticipates that no

charges will be incurred with respect to gas supply

purchases in 1980. The Board acknowledges that the

avoidance of unabsorbed demand charges involves the

possible incurrence of remedial costs and since only

rernedial costs are anticipated to be incurred, the Board

restricts its opinion to such costs in these Reasons for

Decision.

In the opinion of the Board, the incurrence of the

remedial costs would benefit the customers and therefore

some portion of those costs could appropriately be

included in rates. Ho$rever, the prudent management of

thegassupplyofanaturalgasutilityandtheability

to deal with unexpected events, is an integral part of

the conduct of its business. It, is arguable therefore

that, since management acts for the shareholders, some

portion of remedial costs should also be borne by the

sharehol-ders.
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In view of the lack of evidence

Board has concluded that it woul-d be

conclusively of this matter at this

on this subject the

premature to dispose

time.

2. Monitoring Returns from System Expansion

fn Phase I of these proceedings, the Applicantrs

witnesses hrere examined at some length with respect to

the magnitude of the system expansion program and the

return that the Company was forecasting on this invest-

ment. fn Reasons for Decision, E.B.R.O. 369-I, the Board

said:

'rThe Board is concerned, however, that there
should be some method of establishing whether
the investment in system expansion has in fact
produced the projected sales and, on average,
the required return. The Board will monitor
boÈh investment. and results over the next
several years and will, during Phase II of
these proceedings, determine how this can be
accompl ished . "

The Applicant was directed to prepare and subnit in

Phase II its proposal for obtaining each year, on a

cumulative basis, the necessary data from which the

return and net present value can be calculated on ne$t

sales that result from the investment in the system

expans ion.

Exhibit 137 (subsequently revised by 1374) was filed

by Mr. Taylor as the Companyts proposal for meetÍng the

Boardrs requirements. He proposed that initially,
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because of computer limitations, a statistically signifi-

cant sampling would be made of construction projects each

year and these sample projects would be updat'ed in subse-

quent years as additional customers are added.

Mr. Taylor advised that the sample would consist of some

90 projects selected from a total of about 600 projects

undertaken each year. He reported that the Company has

already undertaken preliminary studies based on this

approach using 60 projecÈs from 1977 additions and he

reported that the rate of return ranged between 9.62 per-

cent and 11.98 percent with a 95 percenÈ confidence

1eve1.

It is also understood that the company is installing

a new customer accounting system late in 1980, and that

it hopes to have certain links integrated into the system

to provide better data for such evaluation. It is

possible that ultimately this will permit monitoring

I00 percent of the new additions to the system.

The Board is satisified that the Applicantrs

proposed program, and the progressive improvement thereto

will provide a satisfactory means of rnonitoring system

expansion projects and their contribution to the

companyrs rate of return. The Board is of the opinion

that the proPosed monitoring plan should meet the

concerns expressed in E.B.R.O. 369-I.
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3. Motion by the Urban Development Institute

Mr. KawaLec represented the Urban Development

Institute ( "UDf" ), Apartment Çroup, brought a motion

before the Board requiring the Applicant to fully anshrer

his Interrogatories #8 and #f8. The Board denied the

motion but indicated written reasons would follow.

Interrogatories #8 and #I8 requested inforrnation as

to the Applicant's procedure for determining the rate

level for specific customers en Rates #140, #150, and the

proposed Rate #145. The Applicant, provided anshrers to

the interrogatories but Mr. Kawalec considered that the

ansvrers r"rere incomplete in that the Company had not

provided the pricing matrices used by Consumers I sales

personnel in the administration of these interruptible

rates

Mr. Kawalec, supported by Mr. Thompson¡ argued that

the matrices should be produced in order that customers

and prospective customers could establish that the prices

charged by the Applicant are fair. Mr. Kawalec argued

that the factors used ín the pricing matrices were not

the only factors considered by the Company in establish-

ing the price to be charged for interruptible gas so thaç

the other factors would provi{e the flexibility and

confidentialÍty required by the Company even if the

pricing matrices $rere made public in this proceeding.

Ivlr. Thompson subrnitted that the Board could not judge the

reasonableness of Rates #140r #I50 or #145, without, t.he

matrices and an understanding of how they work.
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Mr. Macaulay suggested that the matrices should be

filed with the Board on a confidential basis in order for

the Board to establish their usefulness.

The Applicantrs position was that the energy market

is currently very volatile and that although gas may

currently have a competitive advantage the position could

be reversed quite rapidly. The Applicant also claimed

Èhat the Applicantrs marketing position for interruptible

gas could be weakened by t,he publication of the pricing

matrices. :

It is generally accepted that the sale of gas on an

interruptible basis is important to both the Company and

to aII other customers on the system since interruptible

sales enables an improved load factor, resulting in a

lower unit cost of purchased gas. The Board is reluc-

tant, t,herefore, to require the f iling of any information

that may adversely affect the sale of interrupt'ible 9âs

unless that information is essential to the Board I s

deliberations. The Board recognized that flexibility to

negotiate prices is desirable. Interruptible customers

have the equipment in place to use alternative energy

sources and as such tend to purchase almost solely on the

basis of cost. since the Board did not consider the

prícing matrices to be essential for purposes of its

ñ9, the motion fordeliberations in this Phase II proceedir

production of this information was denied.
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4. Other Charges

section 19(1) of the Act empowers the Board to make

orders "appnoving or fixing just and reasonable rates 
.and

other charges for the sale of gas. "

Three subjects reLated to'"other charges" v¡ere

discussed in the current .proceeding (i) lat,e payment

penalt,ies, (ii) security deposÍts, and (iii) credit

checks.

The Board invited parties interested in these

subj,ects to address the scope of the Boardrs jurisdicÈion

with resPect to these matters.

First, it is clear from paragraph (c) of

subsection 7 of section 19 that "prompt payment discounts

or delayed-payment penalties" falI within the scope of

what the Legislature.intended by the words ilother

charges". secondly, the Boardts jurisdiction with

respect to security deposits was dealt with in

E.B.R.O. 314-II dated NOvember 24, 1977, where the Board

found that it had no jurisdiction to adjudicate on the

subject of securitY dePosits.

Mr. MorLon testified, that the majority of credit

checks are obtained when the Àpplicant is selling

merchandise to cUstomers. Since such credit checks are

not in the nature of, a chargg for the sale of gas the

Companyrs practises with rqspect to credit checks do not,

in the opinion of the Board, fall within the Boardrs

j urisd iction.
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As part of Exhibit 136' the Applicant filed its

proposal for changes respect to late payment penalties.

These changes arise from guidelines issued as the result

of discussions among the gas utitities in Ontario and the

Ministry of Energy. In accordance with the guidelines,

Consumersr proposes that Rate Schedules #1' #3, #4 and #6

be changed so that the time period before a late palzment

penalty is charged will be 16 days instead of 10 days.

The above guidelines also dealt with the subject of

security deposits and credit checks and the Board noÈes

Èhe Applicantrs undertaking to abide by these guidelines.

5. General Review

Mr. Johnston¡ M.P.P. in his submission observed that

there might be value in a proceeding concerned with a

general review of the principles "of costing and pricing

with respect to natural gas". This observation may

arise, in part, from the fact that the Board has

conpleted such a review in the case of electricity. That

review arose from a reference by the t"linister of Energy

to the Board of the principles of po$ter costing and

ratemaking appropriate for use by Ontario Hydro. The

Board had not considered such matters prior to that

reference. However, in the case of nat'ural gas

distributors in Ontario, the Board examines in detail the

basis of cost allocation and raLe design for each company
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at regular intervals, as it is doing in the case of

Consumersr in the current proceeding. The Board does, not

believe that a general. review of the principles sruch as

that suggested by Mr. Johnson is necessary at this time.

6. Costs

Mr. Kawalec submitted that:

". . . the Board should award reasonable costs
to responsible intervenors who have actively
participated at these hearings, and assisted
the Board in their Decision."

Having now reviewed all of the evidence submitted t

the Board has conctuded that there are no special

circumstances which would just.ify the awarding of costs

to intervenors.

An order will be issued charging the costs and

expenses of the Board to the Applicant.
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E. CONFIRMATION OF INTERTM ORDERS

The Board, in approving increased rates in response

to certain interim applications, required the Applicant

to maintain records to permit subsequent refund or

adjustment if so ordered at the conclusion of the main

proceeding.

The Board novit finds that no refund or adjustment is

necessary in respect of any of the interim increases

approved and confirms the interim rate increases as

ordered. The Applicant is relieved of any further

requirement to maintain records of amounts collected as

required by those orders.
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F. COMPLETION OI' THE PROCEEDINGS

The Board expects the Applicant to draft an order

v¡ith imperial and metric rate schedules attached

incorporating modifications, revisions and corrections in

conformiÈy with these Reasons for Decision. The

Applicant shall file a copy of the draft order with the

Board Secretary an<l arrange a meeting with the Board to

settle the terms. The Applicant shatl then deliver a

copy of the draft order and give notice of the meeting to

all counsel and other persons who participated in the

hearing. A Board order will be issued as soon as

possible after the meeting held to consider the

Applicantrs draft.

DATED at Toronto this 2nd day of April, 1980.

ONTARIO ENERGY BOARD

er
Presiding Member

I"lember

,\

I. B.




