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1.1

1.1.1

1. INTRODUCTION

Trrn PNOCEEDING

Natural Resource Gas Limited ("NRG", the "Applicant", or the "Company") filed

an Application with the Ontario Energy Board ("OEB"or the "Board") dated

November 26,1997 ("Application") pursuant to section 19 of the Ontario Energy

Board Act, R.S.O. 1990, c.O.13 ("Act"), requesting an order or orders approving

or fixing just and reasonable rates and other charges for the sale, distribution,

transmission and storage of gas for two fiscal years. These are the fiscal 1998 year

commencing on Octob er l, 1997 and ending on September 30, 1 998, and the fiscal

1999 yeu commencing on October 1, 1998 and ending on September 30,1999.

The Board issued an interim order (EBRO 496-01) on Septembet 26, 1997

directing that the rates and other service charges approved for the fiscal 1997 rate

year be declared interim, effective October l, 1997 , for a period of no longer than

one year, and subject to change retroactive to that date. The Board issued a Notice

of Application dated December 23, 1997 along with directions for service of the

Notice.

On January 28,1998, the Board issued Procedural Order No. 1, which specified

dates for a technical conference, the issues day hearing, the filing of intenogatories,

the filing of intervenor evidence and the alternative dispute resolution ("ADR")

settlement conference.

r.t.2

1.1.3
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r.1.4

1.1.5

1.1.6

1.2

1.2.1

1.2.2

The technical conference was held on Friday, February 13,lggg,to review NRG's
prefiled evidence and to discuss the issues relevant to the hearing of the

Application. On Februa ry 19, 1 998 the Board issued Procedural Order No. 2, which
set out the issues for the proceeding.

Procedural order No. 3, dated April 17, 1998, established the commencement of
the hearing on Monday, May 4,1998.

The hearing of the oral evidence began on Monday May 4,1998 and continued for
three days, ending on wednesday May 6, 1998. The company's Argument-in-
chief was filed on M.ay20,1998; Board staff filed its Argument on May 28,r99B
and NRG filed its Reply Argument on June 3, 1998. Copies of all the evidence,

exhibits and submissions in this proceeding, together with a verbatim transcript of
the hearing are available for public review at the Board's office.

ApprlmNcps AND WrrNpssns

The participants and their representatives were:

NRG Peter Budd

Judy Goldring

Jennifer Iæa

Ian Mondrow

Although not an active participant, The consumers' Gas company Limited
("Consumers Gas") intervened and was represented by Barbara Bodnar.

Union Gas Limited ("Union") was also registered as an intervenor but did not

participate.

Board Staff

Heating, Ventilation and Air Conditioning

Contractors Coalition Inc. ("HVAC Coalition")

r.2.3
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1.2.4 Because of the absence of other active intervenors, Board Staff was an active party

in the proceedings.

1.2.5 As a witness, counsel to NRG called W. Blake, President and General Manager.

I.2.6 In addition, NRG called the following expert consultants to testify on behalf of the

Company:

R. Aiken Principal, Aiken and Associates

G. Bowman Partner, Crosbie Houlihan Lokey Inc.

C. Mclælland Associate, Crosbie Houlihan lokey Inc.

K.C. McShane

W.E. Suchard

Foster Associates, Inc.

Chartered Accountant

Mr. Suchard gave his evidence via a telephone conference call.

1.3 Suunllnv oF THE Cotttp¡,Ny's Pnoposu.

1.3.1 The Applicant's prefiled evidence was:

Fiscal 1998 Fiscal 1999

Utility Income s1,121,637 $1,045,705

Utility Rate Base $8,258,977 $8,937, 281

Overall Rate of Return tl.lÙvo 10.857o

Rate of Return on Equity 10.307o t0.1070

Revenue Sufficiency s369.850 s137.174

THn AI,TnRNATTVE DTSPUTN RNSOT,UTTON AGREEMENT

I.4.1 The ADR settlement conference was held at the Board's offices from April 7 to9,
1998. It was attended by the Applicant, Board Staff and counsel for the HVAC

Coalition. An ADR Agreement ("Agreement") was drafted by NRG's counsel in

1.4
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consultation with the parties and filed with the Board Secretary on April 16, 1998.

The Presiding Member informed the parties at the beginning of the hearing that the

Agreement provided sufficient evidence for the Board to render a decision on all
issues settled in the Agreement.

L4.2 The ADR Agreement in its entirety is included as Appendix A to this decision.

t.4.3 Approximately 26 of the total of 41 major issues were settled between the parties,

subject to the Board's approval, leaving 15 that remained unresolved in part or

total. The settled issues and agreed positions corresponding to the issues identified

on the Issues List were:

A. GENERAL

. V/ith regard to Economic Feasibility Model Revisions, NRG would

consider the EBO 188 Report and, if appropriate, make adjustments to its

discounted cash flow model and provide the Board with a detailed

description of the model by October 1, 1998.

. NRG has adequately addressed the Board's directives from EBRO 491.

B. RATE BASE

. The methodology used by NRG in the working cash study and the resulting

revenue and expense lags were appropriate.

' NRG's analysis of its performance in the area of capital expenditures for

fiscal 1996 and fiscal 1997 was accurate.

. NRG's proposed fiscal 1998 capital budget should be reduced by:

o $ meters for new customer additions;
. 25 regulators; and

o | 1 residential water heaters.
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. NRG's proposed fiscal 1999 capital budget should be reduced by:

c !¡ service additions;

. $99 to reflect the forecast number of customer attachments;

. 15 regulators; and

r I I residential water heaters.

. NRG's methodology and determination of working capital were

appropriate.

. NRG should continue to expand service wherever the Company can

maintain a project protitability index ("Pf') of 1.0 according to its cunent

and future economic feasibility studies.

C. OPERATING REVENUE

. The five-year weighted average forecast as supported by the statistical data

entered into evidence was appropriately used in the degree day forecast

methodology.

. NRG's proposed customer attachments should be increased by 10

residential attachments in each of 1998 and 1999.

o f¡ 1998, NRG should increase the estimated volume throughput by 14,955

m3 and the estimated capital budget by $3,470 because of the increased

number of customer attachments.

o f¡ 1999, NRG should increase the estimated volume throughput by 59,662

m3 and the estimated capital budget by $3,540 because of the increased

number of customer attachments.

. NRG's amended estimated volume throughput and gas sales revenue for

residential, commercial, industrial, seasonal and contract customers for
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1998 were acceptable, but were acceptable for 1999 only as they relate to

residential, commercial, seasonal and contract customers.

NRG's forecasts of net operating revenue from the water heater rental

program, the contract work program, customer service charges and delayed

payment charges for 1998 and 1999 were acceptable.

v/ith regard to allocation of costs to ancillary programs and the impact on

rates of return, NRG would investigate a change to fully allocated costing

for ancillary programs, and file its proposals in this respect in its next rates

case. The Company would provide the necessary data, including cost

allocations to the ancillary programs based on a fully allocated

methodology as mandated by the Board for Consumers Gas in EBRO 495,

to enable immediate application of a fully allocated costing methodology

for its ancillary programs, if approved by the Board.

D. COST OF SERVICE

NRG's updated, corrected forecasts of Union's gas transportation costs for
1998 and 1999 were acceptable.

NRG's 1998 and 1999 forecasts of unaccounted for gas of 1.4 percent and

1.9 percent respectively were acceptable.

With respect to wages and benefits, NRG committed to moving in the

direction of adopting employee performance policies before its next rates

case.

NRG's proposed staff levels for 1998 and 1999 were acceptable.

NRG would limit its costs for intervening in Union's main rates case to

$25,000 for 1998 and would record costs for participating in other Union
proceedings and in generic proceedings in a newly opened Regulatory

Expenses Deferral Account.
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. Reductions in various forecast cost of service expenses would be:

. travel and expenses - $15,000 for each of 1998 and 1999;

. consulting fees - $1,800 for 1999;

o automotive expenses - $2,500 for 1998 and $5,000 for 1999; and

. bank charges - $250 for 1998'

. Estimated cost of service expenses that were acceptable would be NRG's

forecasts of:

. management fees for 1998 and 1999, as updated;

. office rent for 1998 and 1999;

. consulting fees for 1998;

. insurance costs for 1998 and 1999, as updated; and

. bank charges for t999, as updated.

. The total service life and salvage rate of plastic mains would remain

unchanged as would the depreciation rute of 2.25 percent. The

methodology and results of the depreciation study for the remaining

categories of assets were also acceptable.

. The proposed disposition of the Purchased Gas Variance Account

("PGVA") was appropriate.

. NRG would proactivelymanage its gas volumes underUnion's bundledT-

Service during 1998 and 1999 by (i) ongoing monitoring of its balance

position; (ii) where appropriate, making cost effective purchases of gas to

address its balance situation; and (iiÐ considering alternative gas

supply/transportation options to help manage balancing and demand

charges on the Union system.
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. NRG would split the PGVA into commodity and transportation

components with respective reference prices, but the two-step threshold

point would remain based on the aggregate amount.

. The Company would discontinue its Demand Side Management ("DSM")
Initiatives Deferral Account and transfer the balanc e of $4,627.88 to 1998

cost of service.

' NRG's proposed disposition of the Long-term Financing Strategy Deferral

Account was appropriate.

. NRG would conduct a DSM survey, which would include an adequate

group of commercial customers, with the results to be presented in the

Company's next rates case.

E. COST OF CAPITAL

. The cost of short-term debt for fiscal 1998 and fiscal 1999 would be

7 .53 percent and7 .75 percent respectively.

. Although the cost of long-term debt might change depending on the

Board's finding on the issue of the Junsen standby fee, subject to that

finding, the cost for fiscal 1998 and fiscal 1999 would be 11.85 percenr

and II.72 percent respectively.

F. COST ALLOCATION

' The revised results of the zero intercept study, based on the inclusion of the

mains additions undertaken in 1996 and 1997 had been accurately reflected

by the Company. NRG would update the zero intercept study and refile the

study results in the Company's next rates case.

' The revised results of the weighted customer allocators for customer

billing, meters and services were appropriate.
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1.4.4

r.4.5

NRG's proposal to unbundle the gas commodity costs for gas received from

the transmission and storage costs incurred on the Union system was

appropriate.

DSM costs had been appropriately assigned to Rate 1 customers

(residential, commercial and industrial) and allocated to these categories on

the basis of the number of customers.

Board Findings

Based on the evidence and the submissions of the parties, the Board accepts the

positions agreed to by the parties in the ADR settlement conference and NRG's

commitments.

After giving effect to the ADR Agreement, the calculations of amounts considered

significant for this hearing were:

Fiscal 1998 Fiscal 1999

Utility Income $1,184,820 $1,090,133

Utility Rate Base $8,264,722 $8,967,741

Overall Rate of Return tt.t070 10.847o

Rate of Return on Equity 10.307o r0.tÙvo

Revenue Sufficiency $483,527 s213.749
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2. UTILITY RATE BASE

2.0.1 The issues discussed in this Chapter are:

. f:tirt:::ïJä:ä to incrude in rate base ror rhe rownship or

Yarmouth franchise;

the prudence of the costs related to the construction of the NPS 6 line to

Imperial Tobacco; and

the inclusion in rate base of Mr. Graat's vehicle.

2.1 Clplrnl, BuocnrVaRIANcEs

2.1.1 The substance of this issue related to the results of the capital budgeting process

used by NRG to arrive at the Company's capital budget forecasts. The specific

methodology in and of itself was not in question. The problem was that previous

Board-approved capital budgets (EBRO 491) and actual results had been at

significant variance.

2.1.2 NRG's capital budget process began with a review of all the accounts. Pipelines

had traditionally comprised the largest component of this budget. The Applicant

utilized a zero-based methodology for other expenditures in preparing its capital

budget.

1l
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2.1.3

2.t.4

2.1.5

2.r.6

The following table illustrates the issue of variances:

Fiscal Year Board-approved Actual Variance

1995 $1,32s,119 $842,870 (5482,249)

1996 $1,390,658 $1,168,899 ($221,769)

1997 $r,216.260 $883,421 ($332,839)

Positions of the Parties

Board Staff submitted that the net revenue sufficiencies in fiscal 1996 and 1997

were achieved in part by overstating the proposed capital budget expenditures in
the EBRO 491 rates proceeding. Hence, Board Staff recommended that NRG

should be directed to inform the Board Secretary if the variance in the capital

budget expenditures for either the 1998 or 1999 test year exceeded 10 percent of
the Board-approved budget. Board Staff also argued that NRG should be required

to provide an explanation for the variance.

NRG argued that these variances arose because several large capital projects were

delayed or canceled due to the delay in obtaining franchise approval for service to

even a portion of the Township of Yarmouth. NRG submitted that these

developments should be viewed as one-time occurrences, and should not be taken

as indicative of the Company's cunent budgeting proposals, since NRG was not

forecasting any capital expenditures in either of the test years for areas for which

it did not hold a valid franchise agreement.

NRG stated that Board Staff had agreed that a good forecast should have an equal

chance of being too high or too low. Over the past 8 years, NRG's actual

expenditures had been higher than the Board-approved levels in four years, and

lower in four years, thus meeting Board Staff's own criterion. Taking the recent

8 years as the measure, the actual historical record of expenditures averaged 107.1

percent of the Board-approved capital budget.

NRG also informed the Board that the Company was in the process of improving
the methodology for capital budget forecasting and preparation. This involved

2.1.7

T2
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2.2

2.2.1

2.2.2
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longer term forecasting with a 5-year planning horizon, a more formal approach to

the operation, and a more methodical scheduling of building projects.

In sum, NRG submitted that there was no credible reason or evidence for requiring

variance explanations, should NRG's actual capital expenditures exceed the

10 percent variance.

Board Findings

The Board is concerned that inaccurate capital budget forecasts may lead to

inappropriate rates in the latter years of a multi-year rate approval. The Board

believes that reporting of variances from the capital budget forecasts that form the

basis of the rate proposal would allow the Board to determine whether rate

adjustments were necessary. The Board therefore directs NRG to inform the Board

Secretary if the variance in annual capital budget expenditures exceeds 10 percent

of a Board-approved budget. The Board also directs NRG to provide reasons for

the variance to the Board Secretary at the time that the Company informs the Board

of the variance.

TowISrrp OF YARMOUTH FRANCHISE

In 1993, NRG began to attempt to secure a franchise to provide natural gas to the

Township of Yarmouth ("Township" or "Yarmouth"). In EBRO 480, issued on

January 25, 1994, the Board noted the absence of a franchise and certificate for

Yarmouth, although NRG was serving two customers in this area. The Board

directed the Company to "proceed expeditiously to file appropriate franchise and

certificate applications."

Pursuant to Board directions contained in EBRO 491, NRG indicated that the

actual Yarmouth franchise costs transferred to the construction work in progress

("CWIP") account as of October 1, 1995 were $44,578. Since that date, a further

$l6,T39incostswereincurred,ofwhich$l5,316werelegalcosts. Inaddition,the

CWIP account attracted $5,888 of interest in fiscal 1996 and a further $7,352 of

interest in fiscal lgg7,resulting in a balance as at October I, 1997 of $74,607.

t3
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2.2.3

2.2.4

2.2.5

2.2.6

2.2.7

on August 12, 1996, Yarmouth gave final reading to a by-law that provided NRG
with a franchise for part of the Township, with Union receiving a franchise for the

other portion. The franchise obtained by NRG included the area containing the two
customers for whom the Company had previously provided service.

NRG stated that, as a result of receiving the franchise from Yarmouth, the

company had connected, to March 19, 1998, 19 new industrial, commercial or
seasonal customers, which according to the Company's analysis was equivalent to

about 80 residential customers. In addition, NRG was forecasting an incremental

load over the next five years equivalent to that of about 160 residential customers.

The Company also said that the net present value benefit of this project was

approximately $211,000. Compared with 974,000 in franchise costs, the residual

overall net present value was $137,000.

Positions of the Parties

Board Staff agreed that the customers of NRG would benefit from its partial

expansion into the Township, but argued that the $15,316 of legal costs incurred
in fiscal 1996 appeared to be excessively high. Board Staff argued for a reduction

of $10,000, to compensate for what they believed were "excessive legal fees

incurred in the preparation for the EBA 730ÆBC 242 proceeding." The resulr,

Board Staff submitted, would be that $64,607 should be allowed in the rate base

as of October I,1997.

NRG noted that Board Staff presented no evidence to support its submission that

legal fees were excessive and argued that the Company "would have been at a
serious disadvantage without legal counsel when the other parties involved

[Yarmouth] had legal counsel assisting them."

T4
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2.3
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Board Findings

The Board notes that the total historic cost of acquiring the 14 other existing

franchises for NRG was about $76,272,or approximately the cost of obtaining the

Yarmouth franchise. It also notes, however, that the resolution of this issue took

from fall 1993 to fall 1996, a period of three years.

The Board considers the costs of obtaining the Yarmouth franchise to have risen

to such unprecedented heights due to unique circumstances. The inclusion in the

Company's rate base of costs of this magnitude to obtain a single franchise should

not be considered as an example to be cited in support of future actions by the

Company.

The Board finds that, in the specific circumstances under which the franchise was

obtained for the Township, it is appropriate to include $74,607 in NRG's rate base

as of October l, 1997 .

NPS 6 Lrnn ro lupnnl¿,r. Tonlcco

The Company included $671,083 in its fiscal 1998 capital expenditures budget for

the construction of 14,350 metres of 6 inch pipeline ("NPS 6") from the 7'h

concession line to the Imperial Tobacco plant in Aylmer. This amount was after

receipt of $50,000 from Imperial Tobacco as an aid to construction. The project had

a PI of 1.0.

The pipeline was constructed in November and December, 1997,by Ayerswood

Development Corporation ("Ayerswood"), an affiliate of NRG. The contract with

Ayerswood was for $493,200. Another 551,245 of the total project cost was paid

to Ayerswood forchange orders, transportation andearlycompletion of the project.

Of the remainder, $162,330 was budgeted for consulting, legal, surveying,

easements, etc. and $14,308 was for contingencies related to these activities.

15
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2.3.3

2.3.4

2.3.5

2.3.6

2.3.7

According to NRG's witnesses, the project was sole-sourced to Ayerswood because

of "the urgency of ... getting this pipeline built". NRG stated that the company
does not have a policy of soliciting competitive bids for pipelines as the Company

usually constructs these itself.

The Company stated that Imperial Tobacco committed to additional volumes of gas

on October 20,1997 and wanted to receive these volumes during the 1998 winter
season. Consequently, the Ayerswood contract included a performance bonus of
$ 1,800 per day for each day that the project was completed prior to Decemb er 24,

t997.

The cost of the line was calculated by NRG to be $34.56 per metre. some $20 of
this was identified by the Company as being the cost of materials.

Positions of the Parties

Board Staff noted that both Consumers Gas and Union are required to comply with
undertakings established by the Lieutenant-Governor-in-Council as a condition of
approval for changes in ownership. One of the undertakings requires that these

utilities obtain prior Board approval for any affiliate transaction aggregating

$100,000 or more annually. While this condition did not apply to NRG, Board

staff submitted that the spirit of this undertaking should be observed by NRG.
Specifically, Board Staff submitted that contracts for capital projects should not be

signed with any affiliate without competitive bids being sought so that NRG could
determine whether the affiliate provided the lowest price.

Board Staff also submitted that:

"the costs for constructing the NPS 6 line to Imperial Tobacco were

excessive and unnecessarily inflated by the desire to have the project

completed by December 24,1997";

t6



2.3.8

2.3.9

Drcrslotrl wtrH RrRsolrls

there was "no corroboration that the project was undertaken at a price

[which was] fair to NRG's existing ratepayers, since no competitive bids

were sought";

the Ayerswood contract price of $493,200 should be replaced with a figure

of $446,000 (a difference of $47,200), calculated by multiplying

14,350 metres of pipeline by $3 I .08 per metre, which was NRG's historical

cost of constructing NPS 6 pipelines;

the amount paid to consultants on the project appeared "to offer excellent

value";

the legal and survey costs appeared to be reasonable;

the average unit price paid to acquire easements could be considered high'

but not excessive; and

the allowance for contingency should be reduced by $39,508, which

included $25,200 paid for the early completion of the project.

As a result of the proposed reductions of $47,200 and $39,508, Board Staff argued

that $86,708 should not be included in NRG's rate base, effective January 1, 1998.

NRG argued that, despite the lack of competitive bidding, the Company obtained

the services of Ayerswood at a competitive price to the benefit of its ratepayers.

NRG did not agree that all construction of capital projects should be put out for

competitive tender because this could constrain the Company from moving as

expeditiously as required to deal with customers needs.

t7
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2.3.t0

2.3.t1

2.3.r2

2.3.13

NRG replied that the required project completion date was driven by their client's
requirements and the potential for the Company to lose future revenue if it did not
meet this need on a timely basis, i.e., the fact that:

.....lmperial Tobacco required the increased capacíty to operate

their plant during the 1997/98 wínter. If natural gas had not been

available, Imperial Tobacco would have used another fuel. If
Irnperial Tobacco incurred the expense related to providing the

infrastructure necessary to use anotherfuel, such as propane or oil
storage tanks, NRG would run the risk of losing this additional load

for not just the current year, but for several years in the future.

The Company estimated that, if the project had not been undertaken until the spring

of 1998, the lost revenue in fiscal 1998 would have been $140,000 and that "the
inclusion of the $671,000 in rate base for 9 months in fiscal 1998 has a cost of
servicethatisconsiderablylessthanthebenefitof$140,000." NRGsubmittedthat
the resulting lost revenue and the potential loss of future revenue would not have

been offset by lower construction costs.

NRG argued that, while the historical cost of constructing NPS 6 lines was $3 1.08

per metre, the $34.57 cost per metre associated with the Ayerswood contract

reflected the fact that the project "required a substantial amount of boring under

environmentally sensitive areas, creek crossings, municipal drains, railroad
crossings, and major roads."

The Company argued that no reduction was required in the amount included in the

budget for contingencies as this amount applied "not only to the Ayerswood
portion of the costs, but also to the soft costs (consulting, legal, easements, etc.) as

well as the costs associated with NRG labour and equipment, and the regulator
station."

18
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Board Findings

The Board notes that the potential for cross-subsidization and inappropriate asset

transfer pricing always exists. Utility costs associated with affiliate transactions

must be transparently reasonable and not detrimental to the utility ratepayers.

The Board understands the Company's rationale for seeking to commence

construction of the NPS 6 pipeline to Imperial Tobacco as quickly as possible in

order to capture the revenue expected to flow from the additional capacity. The

Board wonders, however, since the project was contemplated for some time and

was completed earlier than the required deadline, if it might have been possible to

seek competitive bids for planned pipeline construction during the period of

contemplation. This action on the part of NRG would have:

provided evidence that the construction costs incurred, even if paid in a

non-arm's length transaction, were the least-cost option for NRG's

ratepayers; and

avoided the bonus payment made for early completion of the project.

To provide a degree of assurance that capital project costs are prudently incured,

the Board directs NRG to develop and implement a policy requiring the Company

to seekcompetitivebids on all capital expenditureprojects over$50,000 that would

otherwise be sole-sourced to an affiliate.

Based on the evidence that the NPS 6 pipeline project has a PI of 1.0 over the five-

year life of the existing contract with Imperial Tobacco and that the per metre cost

appears reasonable in the circumstances, the Board finds that $671,083 is properly

included in NRG's rate base.

t9
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2.4

2.4.r

2.4.2

2.4.3

2.4.4

2.4.5

Mn. Gnur's Vrurcr.p

The Company proposed to include the vehicle of the Chairman and sole owner of
NRG, Mr. Graat, in rate base. This cost had been removed in the Board's

EBRO 491 Decision.

The Company's witnesses indicated that there had been no changes in

circumstances since EBRO 491. The rationale given for inclusion of the vehicle

in the rate base was that Mr. Graat required transportation to do his job at NRG and

that provision of a vehicle, as part of his compensation package, was not

unreasonable.

Mr. Suchard, the Company's witness on Mr. Graat's compensation, stated that

71 percent of the full-time executives included in the Morneau Sobeco Coopers &
Lybrand survey were provided with a company vehicle, but that he had no

"particular knowledge of part-time executives and what perks they might be

provided."

Positions of the Parties

Board Staff submitted that nothing had changed since EBRO 491 and that the

Board should confirm its previous decision to exclude the costs of Mr. Graat's

vehicle from rate base.

NRG argued that Mr. Graat required transportation to do his job at the Company

and should not be expected to manage the Company from his office.

Board Findings

The Board notes that NRG indicated that basically nothing has changed relative to

the use of Mr. Graat's vehicle. Additionally, Mr. Suchard was unable to provide

any information about "perks" for parttime executives.

2.4.6
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The Board therefore finds that the cost of Mr. Graat's vehicle should not be

included in rate base. The Board, however, agrees with NRG that Mr. Graat should

not be required to manage the Company from his office. The Board deals with this

matter, along with the depreciation expense implications of excluding Mr. Graat's

vehicle from rate base, in Chapter 3 of this Decision.

Excluding Mr. Graat's vehicle from rate base will decrease NRG's gross plant in

fiscal 1998 by $37,891 and in fiscal 1999by 539,946. This finding will also result

in a reduction of the capital cost allowance used by the Company in its calculations

of income tax by $5,035 in fiscal 1998 and $3,787 in fiscal 1999.

InapICr OFTHEBO.IRO'S FTNUNCS ON UTILITY RATE Ba'sN

As aresultof the ADRAgreement and theBoard's findings in this Chapter, NRG's

rate base for fiscal 1998 and 1999 will be $8,234,572 and $8,938,508 respectively.

The impact statements showing the results of the Board's findings are set out in

Appendix B.
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3. UTILITY INCOME

3.1 Oppn¡,rrnc Rnvnnup

3.1.1 This segment of this Chapter deals with:

: ä:::i'å;*.ä1,ilïiT:,'"ï:::ï:",":iffiifiscar 
leee; and

Number of Rate l lndustrial Customers'1999

3.1.2 The forecast provided by NRG indicated that there would be24 Rate 1 industrial

customers in 1999.

3.1.3 NRG indicated that there had been a steady increase in the number of Rate 1

industrial customers since 1996 and this trend was expected to continue into fiscal

1999. The recent history of Rate I industrial customer numbers is set out in the

following table.
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Fiscal Year Forecast Board-approved Actual

1995 (Nore l) t7 t7

r996 (Note l) t6 l7

1997 (Note 1) t'1 22

t998 (Note 2) 23 23

t999 24

Note 1: Prior to 1998, the Rate 1 industrial customer forecasts were not

segmented from the Rate 3 industrial customer forecasts.

Note 2: The proposed 1998 number was asreed to durine the ADR process.

3.1.4

3.1.5

3.r.6

Positions of the Parties

Board Staff submitted that, for the past two years, actual number of Rate 1 industrial

customers had been above the Board-approved level. Board Staff argued that an

appropriate level of industrial customers could be determined by taking the average

level of under forecasting from fiscal 1995 to 1997,or 2 customers, and adding this

amount to NRG's 1999 forecast to arrive at total of 26 Rate I industrial customers.

NRG argued that, if the Board believed that NRG had under forecast Rate 1

industrial customers, at most 2 additional customers should be added to the 23

accepted by Board Staff in fiscal 1998 as part of the ADR agreement, for a total of
25 Rate 1 industrial customers for fiscal 1999.

Board Findings

The Board notes that the actual number of customers in 1997 was significantly
higher than forecast. Under forecasting of customer numbers may disadvantage

NRG's customers in that rates are higher than they would otherwise have been.

Approving a number of customers that is greater than that which actually

materializes does not have a negative effect on NRG's actual customers. Weighing

these factors, the Board finds that the appropriate number of Rate 1 industrial
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customers for 1999 should be26. The Board has not made any specific changes to

rate base as a result of these additions, deeming the amount to be immaterial.

Volumes for Rate 1 Industrial Customers - 1999

NRG's forecast of volumes from Rate 1 industrial customers in 1999 was

562,7Ig m3. Average use per customer in 1999 was forecast to be 23,824 m3, on a

normalized basis.

The forecast'was based on the use of the degree day methodology. The Company

used degree day data provided by Environment Canada in its regression analysis.

The results of the regression analysis were adjusted based on the judgment of the

Company's management.

The Company's evidence on normalized volumes related to Rate 1 industrial

customers was:

NRG stated that normalized use by Rate 1 industrial customers in fiscal 1997 was

about 150 percent higher than forecast, partly due to the number of customers being

29.4 percent higher than forecast. According to the Company's evidence,

normalized Rate I industrial volumes were also above the Board-approved levels

in 1996.

Fiscal Year Forecast Board-approved Actual

1995 (Note l) 691,700 653,271

1996 (Nore l) 299,062 369,758

1997 (Note 1) 288,670 721,629

1998 (Note 2) 867,647 867,647

1999 562,719

Note l: Prior to 1998, the Rate I industrial customer forecasts were not

segmented from the Rate 3 industrial customer forecasts.

Note 2: The proposed 1998 volumes were agreed to during the ADR
Drocess.
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3.1.1 1

3,T.T2

3.r.r3

3.t.r4

According to NRG, the updated forecast for 1998 was higher than originally
calculated because of a larger than normal crop with a higher than normal moisture

content. NRG also said that 1998 was an abnormal period due to higher than

expected use by the grain dryers in the months of November and December, 1997.

According to the Company, two factors were responsible for this occurrence, an

extremely wet spring in 1997, which delayed planting and in turn made harvesting

unusually late with a colder and wetter period for this activity, and a higher than

normal moisture content in the crop that season.

The Rate I industrial throughput forecast for fiscal 1999 indicated a decline of
35.2 percent from fiscal 1998. NRG explained the reduction in the 1999 forecast

as a return to normal use by the small grain dryers that dominate the Rate I
industrial category.

Position of the Parties

Board Staff argued that the reduction in forecast volumes from 1998 to 1999 was

very significant and there was no concrete data to support this drop. Basically, a

judgment call had been made that the fiscal 1999 growing season would be

"normal" while the past two years had been "abnormal". Board Staff said that one

indication of a good forecast was that the actual level of volumes should be

expected to be above forecast level half of the time and under the forecast level half
of the time. It was Board Staff s contention that, in NRG's case, there was a trend

to under forecasting volumes.

Board Staff also submitted that the econometric model used had remained

unchanged despite the evidence that there was a genuine need for a new forecasting

model, which incorporated better weather information as it related to grain drying.
Board staff argued that, since NRG's forecasting methodology was inadequate, it
would be more accurate to determine the average normalized use per customer

based on an average ofthe past four years ofdata.

Board Staff concluded that the appropriate level of Rate 1 industrial volumes for
fiscal 1999 was 722,077 m3, based on multiplying the average use per customer

3.1.15
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3.t.17

3.1.18

3.1.19

3.1.20
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from 1995 to 1998 of 28,184 m3 by 26,the number of Rate 1 industrial customers

considered appropriate by Board Staff.

NRG argued that, during 1995, volumes consumed in this category were below the

Board-approved level, and only two years actually were under forecast, 1996 and

1997. NRG submitted that experience over two years does not constitute a trend.

As for the appropriate figure for average use per customer to be used for

forecasting volumes for 1999, NRG was opposed to including the forecast fiscal

1998figure of3T,T23m3intheaveragingprocessbecauseoftheuniquenessofthe

period.

NRG submitted that its rates should be set on the basis of normalized throughput,

which in turn was based on normal conditions, whether those were heating degree

days, growing degree days or moisture content. In sum, NRG's position was that

its forecast for Rate 1 industrial volumes in fiscal 1999 was appropriate and

reflected a return to normal conditions.

Board Findings

The Board is concerned that, recently, the results of NRG's forecasting

methodology, after adjustment for management's judgment, have been highly

inaccurate. The Board therefore directs NRG to undertake a review of its

forecasting methodology, with the objective of identifying any improvements that

can be introduced. The Board expects the Company to file the results of the review

at the Company's next rates hearing.

The Board also directs NRG to document what is considered to be a "normal" year

for Rate 1 industrial customers, in particular with respect to temperature,

precipitation, crop size and crop moisture content. Further, NRG is directed to

indicate how such a "normal" year assumption would be applied in its forecasting.

The explanation should be filed at NRG's next rates hearing so that the description

may be tested during the proceeding.
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3.1.21

3.t.22

3.t.23

3.2

3.2.r

Given the Board's finding earlier in this Chapter, that the Company's forecast of
Rate 1 industrial customers should be 26, the Board fînds that an additional
47,648 m3 ¡23,824 m3 x 2f should be included in the company's forecast of
volumes related to Rate 1 industrial customers for 1999.

The Board will not substitute a forecast based on averages for that produced by the

Company. The Board finds that the appropriate volume to be included in the 1999

fiscal year for Rate 1 industrial customers is 610,367 m3.

The Board directs NRG to file annually with the Board Secretary the actual

volumes consumed by Rate 1 industrial customers on a regular and normalized
basis.

CosroFSERvrcE

This segment of this Chapter deals with:

1998 gas commodity cost forecasts;

1999 gas commodity cost forecasts;

the wages and benefits related to the executive payroll;

transfers between wages category and management fees;

costs, both operational and depreciation, related to Mr. Graat's vehicle;

the depreciation expense related to the Yarmouth franchise;

the methodology used by NRG in calculating capital taxes; and

the methodology used by NRG in calculating income taxes.
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3.2.2

3.2.3

3.2.4

3.2.5

3.2.6

Gas Sunnlv Portfolio 1998

NRG's gas commodity purchases for 1998 were forecast as:

Suppliers
Volumes *

m3
Commodity Costs

$

Norfolk t,852,441 218,008

Hemlock r,t99,329 104,292

NRG Corp. 17,623,236 l,981,936

* Asreed to during the ADR process

Two of NRG's gas supply arangements were with affiliates: NRG Corp., and

Norfolk. Norfolk is owned by NRG Corp. For the 1998 test year, NRG has forecast

that the Company would purchase approximately 857o of its gas supply from NRG

Corp., and that the Company would buy approximately 9Vo of its gas supply needs

from Norfolk.

Withregard to the gas suppliedbyNorfolk, NRG stated thatthe pricing mechanism

in this contract, which would expire in June, 1999, tied the price paid by NRG for

the volumes purchased from Norfolk to Union's gas supply commodity charge for

utility sales. For the period June 1998 to September 1998, NRG forecast that the

Company would purchase 619,828 m3 of gas from Norfolk.

V/ith respect to its affangements with NRG Corp., NRG stated that the Company

had signed an agency agreement and a separate gas supply contract with NRG

Corp. Both agreements will expire on September 30, 1998.

For the gas supply underpinned by NRG's TransCanada Pipelines capacity, the

Company indicated that NRG Corp. was paid a fixed price of $0.108577 per m3.

This price was determined at the end of September 1997, through negotiations

between NRG and NRG Corp. The balance of the volumes forecast to be delivered

by NRG Corp. were Ontario-delivered supplies and the price forecast for this

supply was $0.124470 per m3. NRG's price forecast for Ontario-delivered

volumes was based on recent market information obtained by NRG. NRG said,
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however, that the Company was not bound to buy gas from NRG Corp. for any

needed Ontario-delivered volumes, but could instead buy these volumes from
another supplier.

NRG forecast an average gas commodity cost of $0.1 1 1450 per m3 in fiscal 1998,

prior to any adjustment arising from the Board's findings on Union's EBRO 494-

09 application. To the extent that there are any differences in gas prices for
fiscal 1998, these would be captured in NRG's PGVA account and disposed of by

the Board at a future date.

Position of the Parties

Board Staff submitted that the prices forecast to be paid to NRG's gas suppliers for

fiscal 1998 were reasonable. However, Board Staff indicated a residual level of
discomfort with the transactions with NRG Corp. for fiscal 1998 because NRG did

not solicit bids from other potential suppliers prior to entering into arrangements

with its affiliate.

NRG submitted that the Board had approved the EBRO 494-09 Union application

on May 26, 1998, resulting in an increase of Union's gas commodity price to

$0.l3l l60perm3effectiveJune 1, 1998, witharesultingincreaseof $0.013794per

m3. NRG determined that this increase in the price resulted in an additional cost

of gas for Norfolk purchases of $8,550 over the June to September period. NRG

argued that the Board should take this approved price change into consideration

when setting the gas commodity price, and approve a commodity cost of gas of
$0. 1 1 1864 per m3 for fiscal 1998.

Board Findings

The Board notes that the situation with regard to NRG's purchase of gas will
change in 1999, and comments on it in the next section.

The Board finds that NRG's revised forecast of gas supply commodity costs based

upon the Board-approved EBRO 494-09 rates for Union is reasonable. NRG's

3.2.tt
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forecast of gas costs of $0.111864 per m3, the weighted average cost of gas

("WACOG"), for fiscal 1998 is found to be appropriate by the Board.

Gas Sunnlv Portfolio 1999

NRG's gas commodity purchases for 1999 were forecast as:

Suppliers
Volumes *

m3

Commodity Cost
$

Norfolk t.673,536 196,416

Hemlock 1,042,438 90,650

NRG Corp. 18,218,379 2,289,404

* Aereed to during the ADR process

NRG stated that, in fiscal 1999, the Company was planning to issue a tender for

the volumes previously delivered by NRG Corp. NRG suggested that the tendering

might be done directly by NRG or by NRG Corp. in exchange for a fee. NRG was

also prepared to accommodate whatever suggestions or orders the Board might

make on how the gas supply alrangements might be priced.

The Company's witnesses indicated that there was a relatively high degree of

uncertainty associated with the forecast of volumes required because of the

Company's proposal to introduce the option of direct purchase to all its customers.

Position of the Parties

Board Staff submitted that NRG's forecast cost of gas for fiscal 1999 was

reasonable given the state of developments and the high degree of uncertainty in

NRG's 1999 gas supply portfolio.
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3.2.16

3.2.17

3.2.t8

3.2.r9

Board Staff submitted that any variance in the 1999 cost of gas could be dealt with
in one of two ways:

by the Board's directing that NRG file a revised 1999 forecast along with
a forecast year-end PGVA balance sometime before the start of the 1999

test year, with a decision to be made at that time on whether the 1999 gas

costs should be changed given the new information; or

the Board could rely on the existing PGVA trigger threshold mechanism

approved in the EBRO 491 Decision, recognizing the change in the gas

commodity charge under EBRO 494-09.

Board Staff also noted that NRG planned, for fiscal 1999, on tendering for the

volumes previously supplied by NRG Corp. and was encouraged by this

determination. In Board Staff s opinion, this would ensure that NRG would rcalize

the lowest available market price for its gas supply. Board Staff noted that NRG

Corp. did not need to be excluded from making a bid provided the tendering

process was arranged in such a way that no advantage accrued to the affiliate
company.

NRG submitted that the Board-approved increase in Union's gas commodity cost

would result in an increased cost of gas for Norfolk purchases of $23,085, which

would raise the total commodity cost of gas by $0.001103 per m3 from

50.123074 per m3 to $0.124177 per m3. NRG argued that the Board-approved

commodity cost of gas for fiscal 1999 be set at $0. 12 4177 per m3 .

NRG also argued that the existing PGVA trigger threshold was the appropriate

mechanism to deal with the uncertainty surrounding gas costs in fiscal 1999. In the

Company's opinion, this mechanism provided a proven process through which gas

cost variances could be dealt with.
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Board Findings

As indicated previously in this Chapter, the Board approved an increase in Union's

gas commodity rate to $0. 13 I 160 per m3 effective June 1 , 1998.

The Board finds that NRG's revised forecast of gas supply costs based upon the

Board-approved EBRO 494-09 rates for Union is reasonable. NRG's submission

of a WACOG of $0.124177 per m3 for fiscal 1999 is accepted by the Board.

Earlier in this Chapter, the Board has found that the Company's forecast of gas

volumes to be sold should increase by 47,648 m3. Consequently, the Board finds

that the gas purchased volume should also increase by this amount. Applying the

Board-approved V/ACOG, this results in an increase in the 1999 forecast cost of

gas of $5,917. The Board has used V/ACOG in this calculation because of the

immaterial differencebetween WACOG and the incremental cost of gas forNRG.

The Board finds that the existing PGVA trigger threshold mechanism should

continue as the appropriate method for dealing with uncertainty sunounding gas

costs in fiscal 1999.

The Board directs NRG to proceed with its plan to tender for non-local gas

volumes that would otherwise be supplied by an affiliate. This will meet the

Board's concerns that NRG and, hence, its customers should realize the lowest

available market price for the Company's gas supply.

The Board expects that NRG will manage the tendering process itself, and that

NRG Corp. will not be excluded from tendering, provided that the affiliate does not

benefit from its affiliate status.

Executive Payroll

NRG proposed a salary range for Mr. Graat for fiscal 1998 and 1999 of $65,000 to

$75,000. Theevidenceindicatedthaton averageMr. Graatspentabout 15-20hours

per week on various responsibilities and duties relating to NRG.

3.2.26
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3.2.27

3.2.28

3.2.29

3.2.30

3.2.3r

In the EBRO 491 Decision, paragraph 2.7.I9 indicated that "the Board expects

NRG to develop a comparative standard to measure the appropriateness of Mr.
Graat's executive compensation package". A study completed by Mr. Weston
Suchard responded to the Board's directive.

Mr. Suchard said that he relied mainly on a national compensation survey for 1997

prepared by Morneau Sobeco Coopers & Lybrand and on conversations with the

Company's management on Mr. Graat's role and responsibilities. He also stated

that he had little knowledge of part-time compensation, utility companies or how

executives of utility companies are generally compensated. In addition, Mr.
Suchard indicated that utility companies were not included in the survey he relied
on to conduct his analysis.

Mr. suchard concluded that "it would be reasonable for the company to pay Mr.
Graat a salary in the range of $65,000 to $75,000". In addition, NRG indicated that

Mr. Graat does not receive any other form of compensation from the utility, outside

of a company vehicle.

Position of the Parties

Board Staff argued that, while Mr. Suchard's evidence did provide some insight
into executive compensation, there was a lack of evidence related to part-time

executive and utility executive compensation. Board Staff therefore submitted that

the study was inconclusive about the appropriateness of Mr. Graat's compensation

level as a part-time executive in a utility operation.

Board Staff submitted that a disallowance of 25Vo of Mr. Graat's salary was

necessary. Given that a salary range of $65,000 to $75,000 had been identified for
Mr. Graat, Board Staff argued that a reduction of $17,500 to the utility cost of
service was appropriate.
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NRG argued that it had more than adequately fulfilled the Board's EBRO 491

directive with respect to Mr. Graat's executive compensation package, and that no

reduction should be made to the cost of service with respect to Mr. Graat's salary.

Board Findings

The Board is disappointed that Mr. Suchard's study did not include evidence on the

salaries paid to part-time executives or executives within the regulated utility

industry.

Nevertheless, the Board finds that the salary of $65,000 for Mr. Graat's services to

NRG is acceptable for each of 1998 and 1999, taking into account the evidence that

this represents approximately one third of the range for full-time executive

compensation. However, the Board stresses that it needs to be satisfied on an

ongoing basis that the ratepayers are getting value for Mr. Graat's services.

Transfers Between Wages and Management Fees

In 1998, according to NRG, accounting services that were provided by NRG in

1997 would be provided by a new Financial Manager position within Cornerstone

Properties Inc. ("Cornerstone"), an affîliate of NRG, and charged back to NRG

through a management fee.

The Company also said that the Financial

three other affiliate companies. However,

NRG's building in Aylmer.

Position of the Parties

Manager provided services to ttwo or

the position was physically located in

Board Staff submitted that NRG should be directed to locate the Financial Manager

position, charged out to other companies on an as needed basis, within the

regulated utility because:

3.2.37
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3.2.38

3.2.39

3.2.40

3.2.4t

3.2.42

the majority of the Financial Manager's responsibilities (i.e. i5vo of his
time commitment) relate to NRG and include supervisory duties at NRG;
and

it is physically located at NRG's Aylmer office.

Board Staff also submitted that NRG's cunent time studies did not provide an

accurate indication of future time commitments of the Financial Manager position,

which made it difficult to determine the related costs on a prospective basis.

NRG submitted that the location of the Financial Manager position within
Cornerstone provided the Company with greater flexibility through the cost sharing

of the function. NRG also expected the time commitment of the Financial
Manager to change, with the possibility that the Company might require less time
from the Financial Manager in the future. NRG also revealed that, to date, it had

not experienced conflicting priorities resulting from the structure of the position.

NRG argued that its use of an employee of Cornerstone as Financial Manager was

not a ne'ff practice, but rather a reversion to previous arrangements.

Board Findings

The Board notes that whether the Financial Manager position is within NRG or
within Cornerstone should have no overall cost impact in fiscal 1998 and fîscal

1999.

For fiscal 1998 and fiscal 1999, the Board finds that the current position of the

Financial Manager as an employee of cornerstone, which charges back an

appropriate management fee to NRG, is acceptable.

Costs Related to Mr. Graat's Vehicle

The Company stated that Mr. Graat utilized a company vehicle for transportation

while providing services for NRG. Automotive expenditure for this vehicle was
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also included in the forecast cost of operation and maintenance for both fiscal

years.

NRG provided the following forecasts for each test year regarding Mr. Graat's

vehicular expenses:

Category 1998 1999

Automotive Expense $s00 $s00

Depreciation Expense $7,741 $10.7r3

Positions of the Parties

Board Staff submitted no argument on the subject of automotive expense

allowances for Mr. Graat's vehicle.

NRG argued that Mr. Graat required transportation to travel to Aylmer and to

attend meetings in Toronto, and in general to carry on the work of the Company.

NRG noted that Mr. Graat cannot manage the company solely from his office at

NRG's headquarters.

Board Findings

In the light of the Board's finding regarding the unacceptability of including Mr.

Graat's vehicle in the rate base, the Board fînds that NRG should include $500 for

each test year in its cost of service for Mr. Graat's automotive expenses.

The Board also finds that depreciation expenses of $7,74r in fiscal 1998 and

$ 10,7 I 3 in fiscal 1 999 should be excluded from NRG' s cost of service calculation.

Depreciation Expense Related to the Yarmouth Franchise

According to NRG, the Company's proposed depreciation rate for franchises was

calculated by dividing the net book value of all franchises by the remaining life of

the franchise agreements.

3.2.49
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3.2.50

3.2.51

3.2.52

For 1998 and 1999, assuming as the Company did, that the net book value should

include theproposedcostof the Yarmouth franchise, theproposed depreciation rate

was 4.33 percent. Applied on a straight line basis to the cost of the Yarmouth
franchise, this results in$2,423 being included in cost of service as depreciation of
the Yarmouth franchise in fiscal 1998 and $3,230 in fiscal 1999.

Positions of the Parties

Neither party made specific submissions on the subject of either the depreciation

rate that would be applicable to the Yarmouth franchise or the amount of the

depreciation relating to the Yarmouth franchise.

Board Findings

In Chapter 2 of this Decision, the Board found that the costs of obtaining the

franchise for the Township of Yarmouth, as estimated by the Company, should be

included in rate base. Consequently, the Board finds that:

these costs are properly included in the calculation of the depreciation rate

to be applied to capitalized franchise costs;

the rate of 4.33 percent is appropriate; and

the depreciation expense to be included in NRG's cost of service for fiscal

1998 and fiscal 1999 is $2,423 and $3,230 respectively.
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Capital Tax

Companies with assets of over $10 million are required to pay the large

corporations tax (also known as the federal capital tax). NRG, as a stand alone

entity, had taxable capital employed in Canada of about $6 to $7 million, which

was substantially less than the $10 million threshold that identifies a large

corporation.

NRG explained that, for federal capital tax calculation purposes, the Company was

considered together with other affiliated companies that were also owned by Mr.

Graat. Consequently, the Company was not exempt from the large corporations

tax, as the assets of the affiliated companies, when grouped together, amounted to

more than $10 million.

The level of federal capital tax that NRG forecast for fiscal 1999 was $10,317.

The federal capital tax figure for fiscal 1998 was 56,626.

Position of the Parties

Board Staff submitted that it was standard regulatory practice to treat a utility as a

stand alone entity for regulatory tax pu{poses. In Board Staffs opinion, NRG

should be held to the same regulatory standard as other utilities.

Board Staff argued that ratepayers should not have to pay higher taxes because of

NRG's affiliate relationships. Ratepayers should not have to subsidize or pay any

taxes related to unregulated activities. As a result, Board Staff submitted that NRG

should be directed to remove from the utility's cost of service the $10,317

identified as the federal capital tax for fiscal 1999 and 56,626 identified as the

federal capital tax for fiscal 1998.

NRG maintained that the Company obtained benefits from its association with the

Graat group of affiliated companies. NRG indicated that the chief benefits were

access to financing and management support. According to the Company,

therefore, it was appropriate to treat NRG as part of the group for tax purposes.

3.2.58
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Board Findings

The Board notes that the avoidance of cross-subsidization between regulated and

non-regulated activities of a company or group of companies is a key principle in
regulation. While there may be benefits to NRG from being part of the Graat group

of affiliated companies, there are benefits to other entities within the group from
the presence of NRG within the family. NRG's management fee compensates the

Graat group of affiliated companies for any access to financing or management

support provided.

Consequently, the Board finds that NRG should be treated as a stand alone entity

for purposes of calculating the federal capital tax to be included in NRG's cost of
service. Therefore, NRG is directed to remove $10,317, identified as the federal

capital tax for 1999,and66,626,identifîed as the federal capital tax for 1998, from

the utility's cost of service for those fiscal years.

Income Tax

NRG's witnesses testified that, for income tax purposes, all the Graat companies

were pooled and taxes payable calculated on the consolidated finances of these

companies. The Company stated that it paid two levels of taxes: provincial and

federal.

NRG received a Small Business Deduction at both the provincial and federal

levels. Surtaxes were also applied to the Company at both the provincial and

federal levels.

NRG indicated that the surtax and the Small Business Deduction offset one another

at the provincial level, so that the net impact was zero. In its presentation of
income taxes, NRG included an amount for the federal corporate surtax but did not

reduce the amount shown for the federal Small Business Deduction.
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Positions of the Parties

Board Staff submitted that, for regulatory purposes, NRG should have included in

the Company's cost of service only the level of taxes appropriate for a stand alone

entity, regardless of its association with other companies. Furthermore, Board

Staff argued that a proper filing of tax calculations, including all the appropriate

deductions, should be expected from NRG as part of it regulatory filing.

Board Staff submitted that NRG was entitled to the federal Small Business

Deduction. This deduction should have been included in the calculation of income

tax for regulatory purposes. Therefore it was Board Staff's position that the

income tax calculation has been over stated by an amount corresponding to the

Small Business Deduction, i.e., 16%o of the first $200,000 of income or $32,000.

Consequently, income taxes included in the Company's cost of service should be

reduced by this amount for each of the test years 1998 and 1999.

NRG argued that the Company should be allowed to recover in its cost of service

the total income tax that the Company expected to pay.

Board Findings

As previously stated, the Board is a strong proponent of the principle of avoidance

of cross-subsidization. Consequently, the Board finds that NRG should be treated

as a stand alone entity for purposes of calculating the income tax to be included in

NRG's cost of service.

The Board finds that, since NRG should be entitled to the federal Small Business

Deduction, this deduction must be included in the calculation of income tax for

regulatory purposes. Therefore, the Board directs the Company to reduce the

amount allowed in the cost of service for income taxes by $32,000 for each of the

1998 and 1999 test years.
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3.2.69

3.2.70

3.3

3.3.1

The Board also directs NRG to include in its filings for future rate hearings, a

detailed calculation of the income taxes included in the Company's cost of service,

showing any surtaxes that the Company must pay and any deductions to which the

Company, considered on a stand alone basis, is entitled.

The Board holds that interest expense deductions allowed in determining NRG's
taxable income must includethe interestcalculated on all components of the capital
structure approved by the Board for rate making purposes. The Board therefore has

incoqporated the interest associated with the unfunded debt component of the

capital structure in the net interest expense deducted in determining NRG's taxable

income.

IIvTp¡,cr oFTHE BoInn's FrnnrNcs oN UTILITY INcoME

As aresult of the ADR Agreement and the Board's findings in this chapter, NRG's
utility income for fiscal 1998 and 1999 will be $1,210,766 and $1,122,689
respectively. The impact statements showing the results of the Board's findings

are set out in Appendix B.
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4. COST OF CAPITAL

This Chapter of the Decision deals with:

capital structure;

cost of equity; and

cost of debt.

In the EBRO 491 Decision, the Board requested that NRG prepare a long-term

financing strategy report. The goal, in the Board's view, was to provide

"independent, objective information, supported by the appropriate theoretical

underpinnings, for a company as unique as NRG". That report (the "Crosbie

Report") was completed and filed in this proceeding. The Crosbie Report provided

expert advice on: NRG's business risk, appropriate debt to equity ratios, likely

long-term debt costs, the availability of third party financing and prepayment

penalty clauses.

C,lprrrl Srnuctunn

NRG requested a deemed equity ratio of 50 percent, although the Company's actual

equity ratio was forecast to be 51.02 percent in fiscal 1998 and 52.14 percent in

fiscal 1999,before any adjustments arising from the ADR Agreement. According

to NRG, the Company's request for a deemed equity ratio of 50 percent was based

on two independent studies: the Crosbie Report, and the Opinion on Required

Equity Risk Premium of Foster Associates, Inc.

4.0.1

4.0.2

a

a

a

4.1

4.1.1
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4.1.2

4.r.3

4.L4

4.1.5

The Crosbie Report concluded that NRG's capital structure should have a long-
term equity target of between 50 percent and 60 percent. According to Mr.
Bowman and Mr. Mcl-elland, NRG' s witnesses from Crosbie Houlihan Lokey Inc.,
(the "Crosbie witnesses") the rationale for this was the perspective given in the

Crosbie Report on the impact of NRG's size on business risk and the expectations

of the marketplace.

Ms. McShane, of Foster Associates, another witness on behalf of NRG,
recommended thatNRG should have a deemed common equityratio of 50 percent.

Ms. McShane stated that, in her approach, it is the deeming of a capital structure
(i.e., establishing the weighting of the capital components) that is the mechanism

to adjust for relative business risk rather than adjusting the percentage cost of, or
return on, equity.

There was also a discussion in the evidence of the appropriateness of NRG's actual

equity ratio as opposed to a deemed component. Ms. Mcshane held that the Board

should not focus on the actual ratio unless "the actual ratio is the optimal equity
ratio".

Positions of the Parties

Board Staff acknowledged that the optimal balance of equity within the capital

structure cannot be divorced from the return on, or cost of, that equity. Board Staff
noted that Ms. McShane's oral and written evidence was compelling. secondly,

in Board Staff's opinion, any Board-approved capital structure would form the

cornerstone of NRG's capital structure and should not vary with changes in the

actual equity ratio or without significant cause.

Board Staff submitted that deeming a 50 percent equity ratio would have very little
impact on NRG's proposed revenue requirement, since the Company's proposed

equity ratios for fiscal 1998 and fiscal 1999 were approximately 50 percent.

4.1.6
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NRG submitted that the Board should approve the Company's proposal, i.e., an

equity ratio of 50 percent. The Company argued that this deemed equity

component was consistent with its business risk.

Board Findings

The Board notes that the recommendations of Board Staff, Ms. McShane and the

Crosbie witnesses are congruent. The Board finds that a deemed 50 percent debt

to equity ratio for NRG is appropriate for fiscal 1998 and fiscal 1999.

The Board wishes to emphasizethatthis is a "deemed" debt/equity ratio, and is not

a finding that the actual debt to equity ratio is appropriate. The deeming of the 50

percent ratio would be the Board's decision even if the actual debt to equity ratio

was different.

CosroFEeuITY

Required Risk Premium

Ms. McShane presented analysis on the issue of business risk and concluded that

NRG's business risk relative to that of Consumers Gas had not changed materially

since EBRO 491. The analysis focused on customer base and size-related factors.

Ms. McShane found that, as a small company, NRG had fewer opportunities to

spread the risk, could be more susceptible to negative events, had fewer financing

options and attracted less financial institutional interest.

Ms. McShane recommended that the Board allow an equity risk premium equal to

that of Consumers Gas, provided that the Company was allowed a deemed

common equity ratio of 50 percent. Ms. McShane stated that "the common equity

ratio of NRG offsets the differential level of business risk relative to Consumers,

... there's no need for any adjustment to Consumers Gas' equity risk premium" and

"that an approximate fifteen ... percentage point spread between the two common

equity ratios; that is, 35Vo for Consumers Gas and 50Vo for NRG, would equate the

companies' total risk."
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4.2.3

4.2.4

4.2.5

4.2.6

Ms. McShane also noted that "the appropriate risk premium based on a 507o

coÍrmon equity ratio is not directly related to the fact that ... they INRGI happen

to have around 50 [percent] this year."

Ms. McShane noted that the Board had applied a significantly higher common

equity risk premium to the 40 percent equity element allowed by the Board in

EBRO 491. Additionally, Ms. McShane asserted that a 40 percent ratio would only

partially compensate equity investors for the differences in business risk between

Consumers Gas and NRG and would, therefore, command a higher risk premium

than a 50 percent equity ratio.

With respect to business risk, the Crosbie Report concluded that NRG faced

significantly higher business risks than Consumers Gas and Union because of
NRG's restricted franchise area, economic and weather-related risks, dependency

on a single industry or small group of consumers, forecast risks and the market

impact of deregulation.

Positions of the Parties

Board Staff agreed with both Ms. McShane and the Crosbie Report that NRG had

an inherently higher business risk profile than Consumers Gas. NRG's recent good

performance and the growth opportunities available to the Company did not negate

the underlying risk characteristics. Board Staff submitted that the tone of the

Crosbie Report was unduly negative in light of NRG's progress in customer

additions and system improvements. Board Staff suggested that the Crosbie

Report's conclusions were weakened by lack of experience with regulated utilities,

the use of generic material and selection of publicly-traded comparables.

Board Findings

Given the consensus of opinions among the witnesses, the Board finds that NRG

does indeed have a higher business risk than Consumers Gas. The Board finds that
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the difference in business risk is fully accounted for by the larger deemed equity

component approved for NRG.

The Board notes that, while the Crosbie Report was helpful, it reflects a lack of

experience with, and reference to, regulated utilities in its conclusions.

Rate of Return on Equity

Subsequent to the EBRO 491 decision, the Board moved to adopt a formula-based

return on common equity for regulated utilities.

Ms. Mcshane presented evidence indicating that, if the Board imposed a deemed

50 percent equity ratio, the deemed equity component would allow for the greater

business risk of NRG versus Consumers Gas. For 1998, Ms. McShane's opinion

was that this deemed equity should be allowed a rate of return of 10.30 percent, the

same cost of equity awarded to Consumers Gas.

Positions of the Parties

Board Staff submitted that, for 1998, if the Board approved a deemed 50 percent

equity ratio, it would be appropriate forNRG to be allowed the same cost of equity

as approved by the Board for Consumers Gas in EBRO 495. Similarly, Board Staff

argued that there should be no equity premium applied over that of Consumers Gas

for the 1999 test year. Board Staff suggested applying the Board's formula using

the most current Consensus Forecasts available at the time of the Decision to

determine the 1999 rate.

NRG also submitted that a cost of equity equivalent to that allowed to Consumers

Gas in its most recent proceeding should be applied to a deemed 50 percent equity.

NRG agreed with Board Staff s suggestion on the calculation of the 1999 cost of

equity.
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Board Findings

Given the Board's finding on the appropriate debt to equity ratio for NRG, the

Board finds that a 10.30 percent rate of return on equity should be allowed for
1998.

The formula used to adjust the 1998 return on equity reflects interest rate changes

between the August 1997 and July 1998 Consensus Forecasts. This results in a
9.50 percent rate of return on equity for 1999. The Board finds that this percentage

should be used in the determination of the NRG's revenue requirement for 1999.

COST oFDEBT

Standby Fee

NRG stated that, pursuant to an amendment of its loan agreement with Junsen, an

affiliated company, in February 1998, Junsen provided NRG with a line of credit
of not more than $1.3 million with a standby fee, to be paid to Junsen, of 1 percent

per annum on the unused balance. The estimated outstanding loan balance was

forecasr as$278,339 in 1998 and $484,104in1999.

The Crosbie witnesses expressed the view that the standby fee and the prepayment

penalty negotiated with Junsen were reasonable and normal in the industry. These

witnesses indicated that the rate for a standby fee "may be as high as l.jVo" and "it
is our view that lVo of the unused facility for this type of loan would not be

unreasonable under the circumstances".
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Positions of the Parties

Board Staff noted that while such a fee is not unusual, at 1 percent it is at the high

end of the range, as acknowledged by the Crosbie Report. Board Staff argued that

the allowed amount of carrying cost of the debt should be reduced in two ways:

the standby fee should be reduced from I.07o to 0.75Vo; and

the level of the line of credit should be reduced, since the unused portion

was forecast to be approximately $l million in 1998 and approximately

$800,000 in 1999.

NRG submitted that the total cost of the line of credit was reasonable. NRG argued

that the full credit facility of $1.3 million was required to cover all contingencies

in the test years, including the impact of Board findings; warmer weather in 1998

and, potentially, in 1999;smaller tobacco crops; and other factors. NRG contended

that these factors could put the Company at financial risk and if the credit facility

was exhausted, NRG would be forced to seek additional financing at higher rates

than those negotiated under the amendment of the Junsen loan agreement.

Board Findings

The Board finds that the 1 percent standby fee recoverable in cost of service should

be reduced to 0.75 percent. The Board also finds that the level of the line of credit

on which the standby fee is calculated for cost of service purposes should be

reduced to $500,000.

The Board notes that the standby fee is described as being at the high end of the

range and believes that a transaction with an affiliate should be, if not at the low

end, at least towards the middle of the range. The Board also notes that, during the

1998 test year, NRG does not intend to avail itself of the line of credit and, for test

year 1999, the amount needed will be only $220,000. This means that if NRG

earns higher net income or reduces its capital expenditures for the fiscal year 1999,

the full amount will not be needed.
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4.3.7

4.3.8

4.3.9

4.3.r0

4.3.tl

4.3.12

These changes would reduce the standby fee costs for 1998 (8 months) to $2,500
from the $6,717 indicated in the evidence. For 1999, the fee would be reduced to

$2,100 from $7,875.

The Board's finding will also reduce the cost of long-term debt recoverable in cost

of service from 11.85 percent in fiscal 1998 to 11.74 percent and from
11.72 percent in fiscal 1999 to 11.59 percent.

Long-term Debt - Terms and Conditions

NRG stated that the Company had an outstanding loan with Imperial Life
Assurance Company ("Imperial Life") with various covenants attached to it. The

Company noted that NRG had been in breach of the covenant related to capital

expenditures for the year ended September 30,1997.

Mr. Blake admitted that the covenant would continue to be breached as capital

expenditures were forecast to exceed the limits specified in the covenant. The

limits on capital expenditures as specified in the loan agreement were $525,000 for
fiscal 1 998 and $550,000 for fiscal 1999 . NRG's capital expenditures for 1 998 and

1999 were forecast to be $1,818,444 and $1,140,087 respectively.

While NRG did not expect the loan agreement to be terminated because of the

breach of the covenant, Imperial Life had refused to waive this covenant. The

evidence indicated that this was a potential problem since the penalties could be as

high as $1,126,000, although the terms regarding the penalties were ambiguous.

The Company said that, although negotiations continued between NRG and

Imperial Life on the loan covenants, nothing had been resolved.

Positions of the Parties

Board staff submitted that the Board needed to be kept informed of any

developments with Imperial Life, NRG's senior lender. Board Staff was concerned

4.3.r3
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that if there was a hardening of Imperial Life's position with respect to covenant

contraventions, the likelihood of penalties could increase.

Board Findings

The Board believes that the covenant contraventions could have a serious impact

on the financial viability of NRG, particularly in light of the evidence submitted

concerning the difficulty of acompany such as NRGbeing able to obtain financing.

Consequently, the Board directs NRG to file with the Board Secretary

correspondence relating to loan covenants, requests for waivers and any item

relating to the violation of covenants, as such documentation originates. If the

Company feels that this information is confidential, itmaybe filed with theEnergy

Returns Officer.

Iup¡,cr oF THE Bolnn's Fnoncs oN Cosr oF CAPITAL

The cost of capital resulting from the ADR Agreement and the Board's findings in

this Chapter is:

The resulting cost of capital, as adjusted for the Board's findings, will be

11.06 percent for fiscal 1998 and 10.49 percent for fiscal 1999. The impact

statements showing the results of the Board's findings are included in Appendix

B.

Capital Component Fiscal 1998 Fiscal 1999

PeTADR

Impact

Statement Per Board

PeTADR

Impact

Statement Per Board

Long-term Debt ll.85Vo tt.74vo ll.727o ll.59Vo

Short-term Debt 7.53Vo 7.53Vo 7.757o 7.757o

Common Equitv 10.307o l0.30Vo 10.107o 9.507o
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5. RATE DESIGN

5.0.1 This Chapter deals with:

: ru,iÏiffi,:,î*:'''revenuesufficiencv;

Revenue to Cost Ratios

5.0.2 The prefiled evidence of NRG shows that its historical and proposed revenue to

cost ratios are:

Customer Classes 1998 at 1997 rates 1998 Proposed 1999 Proposed

Rate I - residential customers .8745 .8921 .9174

Rate I - commercial customers 1.2583 1.1817 t.l'111

Rate I - industrial customers 1.3083 1.2998 1.1064

Rate 2 - seasonal customers t.1729 t.0322 1.0323

Rate3-firmcustomers 1.591 t.1662 l.t07t

Rate 3 - interruptible customers r.0079 1.0076 .9723
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s.0.3

5.0.4

5.0.5

s.0.6

5.0.7

Mr. Aiken, NRG's witness, explained that the intent of the proposed rate design

was to reduce the rates paid by NRG's non-residential customers, in rate classes 1,

2 and 3, while proposing a small increase in rates to residential customers in rate

class 1. He indicated that the proposed rate design was part of a long-term process

of improving residential revenue to cost ratios.

Positions of the Parties

Board Staff made no specific submission on revenue to cost ratios.

NRG indicated that customers in rate classes with ratios of more than 1.0 were over

contributing in relation to the costs that were allocated to that customer class.

Conversely, customers in rate classes with ratios of less than 1.0 were under

contributing.

Board Findings

The Board has espoused, in previous NRG proceedings the concept of cost-based

rates. However, to minimize the possibility of rate shock on the captive Rate 1

residential customers, the Board directs NRG to maintain, for fiscal 1999, the

revenue to cost ratio of Rate 1 residential customers at .8745, subject to adjustment

for the ADR Agreement and the Board's findings on rate design and customer

impacts appearing later in this Chapter. The Board also directs the Company to

allocate the impact of the Board's findings in this rate case in such a way that the

movement toward cost-based rates continues for all other classes of NRG's
customers.

Rate Unbundlins

NRG proposed to unbundle all three rate structures to allow customers to supply

their own natural gas. The Company designed a "Bundled Direct Purchase

Contract Rate" ("8T1") to enable NRG to pass the costs of transporting gas to

Ontario to direct purchase customers or their agent(s).
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The Company stated that the delivery charge would be based on the cost of service

within NRG's franchise plus the cost of storage, load balancing and transportation

across the Union franchise that NRG pays under Union's M9 rate. The Company

proposed to bill the delivery charge to the direct purchase customers, or their

agent(s), on a monthly basis.

However, NRG's witnesses did not provide detailed information concerning the

proposed service. The Company indicated that none of the customer

documentation had yet been prepared.

Positions of the Parties

NRG stated that the Company's proposal to unbundle the gas supply charge from

the delivery charge across Rates I,2 and 3 would facilitate the use of the direct

purchase option by all of NRG's customers. NRG's witnesses said that the change

would also bring NRG more in line with the other utilities in Ontario and eliminate

the need for gas supply credits for Rate 3 customers who elected to supply their

own natural gas.

Board Staff stated its support for the proposed separation of gas commodity costs

from the utility transportation and distribution costs in the rates proposed for all

customer classes, and for the proposed concept that unbundled T-service

(transportation service) should be available to all customers.

Board Staff submitted that NRG should, however, submit the documentation

related to its proposed ABC (Agent Billing and Collection) T-service to the Board

for its review and approval before the ABC T-service was introduced.

Consequently, Board Staff argued that the new ABC T-service, if approved by the

Board, should not be available for customers until October l, 1998. In Board

Staff s opinion, NRG should be directed to file with the Board a complete package

of all necessary customer documentation by August 1, 1998.

Board Staff also argued that approval of the proposed ABC T-service for NRG

should be contingent upon NRG adopting the code of conduct previously

developed by the Direct Purchase Industry Committee (now the Ontario Energy
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Marketers Association), and ensuring that the code is observed by any marketers

active in its franchised territory.

In its reply, NRG indicated that the Company agreed with Board Staff's submission

that Rate 1 and 2 customers should have the option to become direct purchase

customers, along with Rate 3 customers, after proper notice had been issued to all

NRG's customers.

NRG also stated that the Company agreed with the conditions suggested by Board

Staff, but was concerned that it might not be able to meet an August 1, 1998 filing
deadline if the Company waited for the Board's Decision. As a result, NRG

indicated its intention to move forward on this documentation and provide the

material to the Board as soon as it was available.

Board Findings

The Board agrees with the concept of unbundled rates and notes that NRG has

indicated its willingness to adopt the code of conduct developed by the Direct

Purchase Industry Committee, and ensure that the code is observed by any

marketers active in its franchise tenitory. However, the Board is concerned that the

lack of supporting information regarding an unbundled service and the extent of
review that will be required before the service is approved, could unduly delay the

implementation of NRG's rate order. In the interest of timely implementation of
NRG's fiscal 1999 rates, the BTl rate is not approved at this time.

The Board will consider an application for a special rate to enable NRG to provide

an unbundled service. The application should contain the necessary details on the

operation of this service, a forecast of customer migration to this service and the

impact on WACOG. It should also provide information about how NRG has

addressed the fairness issue regarding the attribution of the cost of the load

balancing component of gas supply commodity costs.
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Disposition of the Fiscal 1998 Revenue Sufficiency

NRG proposed to rebate the 1998 revenue sufficiency by introducing the proposed

rate changes retroactively to be effective as of October I,1997 .

Positions of the Parties

Board Staff argued that Rate 2 customers would unfairly benefit from the retroactive

rate restructuring proposed by NRG, since this customer class would receive a

disproportionate share of the projected 1998 revenue sufficiency at the expense of the

Rate I residential customers.

Board Staff also argued that it was inappropriate to undertake rate restructuring

retroactively. Board Staff submitted that the fiscal 1998 revenue sufficiency of

$483,527 resulting from the ADR Agreement should be rebated uniformly to all

customers in the form of a rate decrease of approximately $.0195 per m3.

In reply, NRG stated that:

Given that a new rate order is not likely to be implemented prior to
September l, 1998, NRG agrees with Board Staff's submission that

thefiscal 1998 revenue sfficiency shouldbe rebated uniforrnly to all
customers in the form of a rate decrease on a per m(3) basís for all
consutnption duríng fiscal 1998.

Board Findings

The Board finds, after adjustment for the impact of the findings made throughout this

Decision, that the 1998 revenue sufficiency is $541,239. The Board directs that this

amount should be rebated uniformly to all customers on the basis of their

consumption during 1998.
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5.0.23
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Rate Restructurinc

-

The changes proposed by NRG in its prefiled evidence were:

The effect of the changes proposed in NRG's prefiled evidence on the Rate 1 and

Rate 2 customer classes were:

Customer Classes 1998 1999

Rate I - residential customers 0.97o 4,370

Rate I - commercial customers -2.17o 4.3Vo

Rate I - industrial customers -9.2Vo 4.77o

Rate 2 - seasonal customers -ll.8Vo 5.ZVo

Information on the proposed rate on Rate 3 customers was not available.

NRG stated that the proposed increase in the fixed monthly customer charge to Rate

1 customers would enable the Company to recover26.5 percent of the fixed customer

costs allocated to the Rate I class by 1999, up from 22 percent in 1997. The

Company also said that the widening of the differential in the delivery charge

Rate 1 Rate 2 Rate 3

1998 1999 1998 1999 1998 1999

Fixed Monthly
Customer Charge

+$.50 +$.50 +$.50 +$.50 N/C N/C

Differential between
first and second block
rates (April - October)

+$.0426 N/C +$.007 N/C N/A N/A

Differential between
second and third block
rates

N/A N/A +$.0285 N/C N/A N/A

Firm Demand Charge NiA N/A N/A N/A N/C N/C

Firm Delivery
Commodity Rate

N/A N/A N/A N/A -$.0286
per m3

N/C means no change N/A means not applicable
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between the first and second blocks allowed for a reduction in rates collected from

larger Rate I customers, which were primarily commercial and industrial entities.

As with the proposed changes in the fixed monthly customer charge for Rate 1

customers, NRG said that the increase in the amount paid by Rate 2 customers would

enable the Company to recover a higher percentage of the fixed customer costs

allocated to the Rate 2 class.

The Company also stated that the proposed widening of the differential between the

first and second blocks and between the second and third blocks of Rate 2, together

with the overall reduction in delivery charges across all blocks would reduce rates to

Rate 2 customers and bring these rates more in line with the costs of serving this

customer class.

Positions of the Parties

Board Staff indicated their concern that Rate 2 customers have paid only 8 to

l0 percent of the fixed charges through the fixed monthly customer charges,

compared to the 25 to30 percent paid by Rate 1 customers. Board Staff argued that

NRG should be directed to review the fixed monthly customer charge for Rate 2

customers and to propose a charge that would recover approximately 25 to 30

percent of the fixed costs allocated to the Rate 2 customer class.

Board Staff noted that NRG did not propose to increase the $50 fixed monthly

customer charge to Rate 3 customers, introduced in 1995 and unchanged since then.

Board Staff argued that NRG should be directed to bring forward evidence on the

appropriateness of this customer charge at the Company's next rates application.

Board Staff also argued that the Rate 3 delivery charge was too low, since it resulted

in customers taking intenuptible delivery paying a higher rate, at the top end of the

interruptible rate range and assuming a 100 percent load factor, than did customers

taking firm delivery. Board Staff submitted that, to avoid this perverse result, NRG

would have to offer service to interruptible customers at the lower end of the price

range, regardless of the criteria provided in the Rate 3 intenuptible class rate

schedule.
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5.0,32
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5.0.34
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Board Staff submitted that the proposed changes to the rate structures should become

effective October 1, 1998, after due notice had been issued to all NRG's customers.

In reply, NRG was pleased that Board Staff saw merit in moving towards cost-based

rates in the fiscal 1999 rate proposals and also recommended that the Rate I and2
changes as proposed by NRG should become effective October 1, 1998.

V/ith regard to the Rate 2 fixed monthly customer charge, NRG submitted that

increasing the charge so that it recovered approximately the same percentage as was

recovered in the fixed monthly customer charge to Rate I customers could result in
a tripling of the charge from the $9.20 proposed in fiscal 1999 to nearly $30 per

month. The Company stated that, given that Rate 2 customers only used gas for
2 months of the year, it would be concerned that a $25 to $30 per month charge for
ten months, when gas was not used, could result in a large number of Rate 2

customers requesting a temporary discontinuance of service in order to avoid paying

the monthly charge.

NRG also argued that it was not necessary for the Board to direct the Company to

bring forward evidence on the appropriateness of the $50 fixed monthly customer

charge for Rate 3 customers in the next rates application. The Company indicated

that one of its goals is to increase the fixed monthly customer charges to increase

recovery of the fixed costs across all rate classes.

Board Findings

The Board notes that the impacts in 1999 of an order to change rates from those in
effect in 1997 could be:

increases in the monthly fixed charge by $1.00 for both Rate 1 and Rate 2

customers (Rate 1- from $7.95 in 1997 and 1998 to $8.95 in 1999; Rare 2 -

from $8.20 in 1997 and 1998 to $9.20 in 1999);

increases in the differentials between the first and the second block rates from

$0.0174 in 1997 and 1998 to $0.06 in 1999 for Rare 1 customers and from
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$0.038 in April-October, 1997 and I 998 to $0.045 in April-October, 1 999 for

Rate 2 customers;

an increase in the differential between the second and third block rates

applicable in the April-October period for Rate 2 customers, from $0.0135

in 1997 and 1998 to $0.035 in 1999; and

reductions in the firm commodity rate charged to Rate 3 customers from

19.858 cents per m3 to I7 .94I6cents per m3 in 1999 (both figures include gas

commodity and transportation charges).

The Board is concerned about the impact of increasing rates to Rate 1 residential

customers by a greater percentage than could be justified by projected inflation rates,

at a time when substantial reductions in rates are being proposed for other classes of

customers.

The Board notes that the anticipated rates of inflation for 1998 and 1999 calendar

years are approximately 1.5 percent and 1.7 percent respectively. The Board also

notes that the proposed fixed monthly customer charge to Rate I residential

customers will recover a higher percentage of the fixed customer costs allocated to

this customer class than is apparently recovered from any other type of customer.

In light of the evidence and these facts, the Board finds that:

the fixed monthly customer charge to Rate 1 customers should not be

increased;

the proposed rates for Rate 1 residential customers should increase by no

more than the anticipated rate of inflation for 1999, i.e., 1.7 percent;

the widening of the differentials between the first and second blocks for Rate

1 and Rate 2 customer classes and between the second and the third blocks

for the Rate 2 customer class are reasonable and appropriate;
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the rate restructuring proposed for the Rate 3 customer class is reasonable and

appropriate; and

the proposed rates for the Rate 2 customer class should be used to provide the

balance of the revenue requirement of the Company, after taking into account

the calculated revenue sufficiency for 1999 and the impact of the Board's

findings elsewhere in this document.

The Board finds, after adjustment for the impact of the findings made throughout this

Decision, that the 1999 revenue sufficiency is $334,104.

The Board also finds that the new rates, once approved, should be effective from

October 1, 1998.

The Board directs NRG to develop rates for 1999 based on the findings stated in this

Decision and to provide these and the resulting revenue to cost ratios to the Board for

its review.

The Board notes NRG's goal of increasing fixed monthly customer charges to

increase recovery of fixed costs across all rate classes. The Board directs NRG to

provide information in its next rate hearing on the percentage of fixed costs recovered

from each rate class or group and the rationale for this percentage recovery.

Long-term Changes

NRG proposed no new long-term rate proposals in the current proceeding, but relied

on the proposals that the Company had filed in the EBRO 491 application.

As part of the actions to be taken to achieve these long-term objectives, NRG stated

that the Company proposed to file a seasonal load study in its next main rates case.

The rationale given for this action was that the load study would examine the

customer load profile for the purpose of determining the block levels for Rate 2. The

Company also proposed to investigate the possibility of a separate rate class for those

contract (Rate 3) customers who have a distinctive fall peaking load. The results of
this study would also be filed at NRG's next rates case.
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Positions of the Parties

Board Staff submitted that the long-term rate objectives were appropriate as long as

the rate-making criteria established by Bonbright were observed. Board Staff argued

that, for the captive residential customers, a revenue to cost ratio of 95 percent must

be attained slowly and should, where possible, be achieved through efficiencies that

reduce NRG's costs.

Board Findings

The Board agrees that NRG's long-term rate-making goals remain appropriate.

However, the Board expects that NRG will not take advantage of its captive

customers, i.e., the Rate I residential customers, by subjecting them to the full impact

of reducing rates to those customers who have other fuel-use options. The Board

expects the Company to operate effectively and efficiently, thereby being able to

reduce rates for all customer classes, not just a select few.

The Board will expect to see the proposed seasonal load study and study of the

characteristics of Rate 3 customers at NRG's next rates hearing.
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6. DEFERRAL ACCOUNTS. COMPLETION OF PROCEEDINGS AND COSTS

6.1 Dprnnn¿¡,AccouNrs

6.I.1 This section deals with the issues of:

: :,:lïiïJffï:ffi"åtrïïi:'.ff:i.ií,iiivA");and

Purchased Gas Deferral Account

6.1.2 During the ADR settlement conference, the parties agreed that the PGVA would be

split into two components: the Purchased Gas Commodity Variance Account

("PGCVA"), and the Purchased Gas Transportation Variance Account ("PGTVA").

Each component would have its own reference price.

6.I.3 Evidence and discussion on the commodity cost of gas is set out in Chapter 3 of this

Decision.

6.1.4 NRG's evidence was that the transportation cost of gas would be $0.017636 per m3

for fiscal 1998 and $0.018993 per m3 for fiscal 1999.
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Positions of the Parties

Neither party commented on the reference prices for the PGCVA or the PGTVA.

Board Findings

In Chapter 3 of this Decision, the Board found that the 1998 V/ACOG would be

$0.111864 per m3 and that the 1999 V/ACOG would be $0.124177 per m3. The

Board therefore finds that these shall be the reference prices for commodity gas for
purposes of calculating amounts to be recorded in the PGCVA for fiscal 1998 and

1999 respectively.

Based on the fact that there was no dispute among the parties about the estimated

transportation cost of gas, the Board finds that $0.017636 per m3 and $0.018993 per

m3 shall be the reference prices for gas transportation for calculating amounts to be

recorded in the PGTVA for fiscal 1998 and fiscal 1999 respectively.

Property Tax Deferral Account

Because of uncertainty arising from the property tax assessment reform initiated by

the Ontario Government, NRG proposed the establishment of a PTDA to record any

property taxes in excess ofthe levels forecast for the test years 1998 and 1999.

The Company stated that the defenal account would accumulate both negative and

positive variances arising from the direct charges for municipal taxes, for a period

that began in the last few months of fiscal 1998 and lasted until such time as the

Ontario Government completed its property tax reform.

Positions of the Parties

Board Staff agreed with the Company's proposition to establish a PTDA, which

would capture both positive and negative variances. Board Staff also said that the

disposition of such an account should be at the Board's discretion at the appropriate

time.

6.1.10
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Board Findings

6.1.11 The Board does not believe that the establishment of a PTDA is necessary at this

time. As indicated previously, the Board does not support the principle of creating

deferral accounts "just in case".

6.I.12 However, NRG may apply to the Board for an Accounting Order to set up a PTDA

should material negative variances result from actual tax expenditures in fiscal 1998

and 1999.

6,2 Cotupr,nrIoN oFPnocnnnrNcs

6.2.1 By Order dated September 26,1997, NRG's rates and other charges were declared

interim pending final disposition of the Application. The Board finds that the

effective date for a change in the Company's rates shall be October 1, 1998 for the

1999 fiscal year and that, as indicated earlier in this Decision, the Company's

revenue sufficiency of $541,239 for fiscal 1998 shall be refunded to its customers

on a cents per m3 consumed basis.

6.2.2 The one-time adjustment that shall appear on the customer's first bill issued on or

after the implementation date of this Decision, will incorporate:

. :Ïiiälï'l:iffi:i,Ï,:i,"',fJ::#., accounrs, as agreed,o in

the ADR settlement conference.

6.2.3 If necessary, the adjustment shall also include the difference between NRG's interim

rates and the rates approved for fiscal 1999, for the period from October l, 1998 to

the date of implementation ("the interim period"), without interest.

6.2.4 The Board directs NRG to file a draft Rate Order within 15 days from the receipt of
this Decision. The draft rate order shall include appropriate rate schedules with
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supporting documentation and proposed notices to customers reflecting the Board's

findings in this Decision.

The draft Rate Order shall also include:

details supporting the disposition of the 1997 and 1998 defenal accounts;

defenal account descriptions for fiscal 1999 Board-approved accounts;

listing of the Board's directives contained in this Decision;

the rate schedules; and

rate base continuation schedules impacted by the findings in this Decision.

Cosrs

Consumers Gas, Union and the

proceedings. Consumers Gas, and

submit argument nor request costs.

HVAC Coalition were intervenors in these

Union, however, did not take an active role,

The HVAC Coalition asked asmall numberof intenogatories and took an active role

in the ADR settlement conference, specifically on the issue of allocation of costs to

NRG's ancillary businesses. Since settlement of the issue in which the HVAC
Coalition had an interest was included in the ADR Agreement and since the Board

accepted the agreement, the HVAC Coalition did not actively participate in the

hearing nor submit argument, other than its cost claim.

The HVAC Coalition requested that the Board order NRG to pay its reasonably

incurred costs, but reduced its claim for fees by 30 percent "in deference to the scope

and scale of NRG's operations, and the relative impact on NRG's cost of service of
intervenor cost awards."

Board Findings

The Board concludes that the settlement reached on the issue of allocation of costs

to ancillary programs, and the agreement of NRG to investigate other cost allocation

models and ensure that water heater installation grants remain available to qualified

6.3.4
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customers, will benefit the customers of the NRG. The Board therefore finds that the

HVAC Coalition is entitled to recover its reasonable costs of participating in this

proceeding, after the proposed 30 percent reduction. The Board directs NRG to pay

this amount upon receipt of the Board's Cost Awards Officer's report.

The Board also finds that the Applicant shall bear the Board's costs of these

proceedings. Accordingly, NRG shall pay the Board's costs of, and incidental to, this

proceeding immediately on receipt of the Board's invoice.

DATED at Toronto August 20,1998.

F.A. Drozd

Presiding Member

S.F.
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ONTARIO ENERGY BOARD

APPENDIX A

8.8.R.O.496

IN THE MATTER oF the ontarío Energy Board Act,
R.S.O. 1990, Chapter 0.13

AND IN THE MATTER oF an Applicarion by Narurar
Resource Gas Limited to the ontario Energy Board ror a" order
or for orders approving or fixing just and reasonable rates and
other charges for the sale, distribution and tansmission of gas.

AGREEMENT AMONG INTERESTED PARTIES

BENNETT JONES VERCHERE
Barristers & Solicitors

3400, One First Canadian place
P.O. Box 130

Toronto, Ontario
M5X 1A4

April 16, 1998





AGREEÙTENT ANIONG INTERESTED PARTIES

This ADR Agreement ("Agreement") is for the consideration of the Board in itsdetermination of rates for Natural Resource Gas Limited ("NRG") un¿., gourd fileE'B'R'O. 496. This Agreement deals with all issues identified in ihe Board,s Issues List
and notes where agreement has been reached between Board Staff and NRG for the
pu{pose of establishing rates for fiscal 1998 and rgg9. This Agre.*.nialso identifieswhere agreement has been reached befween NRG and the rrvÀc Coalition with respectto the issue of allocation of costs to ancillary progïams and the impact on rates of return(Issue C5.5), which is the issue HVAC Coaiitìon-raised. Wirh u.rõl;;; of the
agreement on this issue by the Board, HVAC Coalition will forego fu.th., participation inthis proceeding. FrvAC Coalition takes no position with r.rp..ño the.;alance of the
Agreement. The Agreement is supported by the existing pr"-fit.a evidence. The
financial impacts of the Agreement are attached as Appendix ,,A,,.

A. GENERAL

4.1 Budget Process

There was no agreement on this lssue.

4.2 Economic Feasibility Model Revisions

Board Staff and NRG agree that the E.B.O. 188 Reporr is not binding on NRG.
However, Board Staff and NRG will meet as soon ãs possible to discuss how the
principles of E.B.o. 188 may be adopted by NRG. rå tne extent that the
principles of E.B.O. 188 are considered appropriate to NRG, NRC will make
adjustments to its DCF model and providè a ¿ètailed a.r.rijtion orrn. model by
October 1, 1998.

4.3 Affitiate Transactions

There was no agreement on this issue.

4.4 Status of Board directives

Board Staff and NRG agree that NRG has adequately addressed the Boarddirectives from E'B.R.O. 491. Both parties alsä observe that the results of thesurvey of seasonal customers directed by the Board at para-rra ph2.2.5of E.B.R.9.491 were nor conclusive (A/Tg/Sl).
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4.5 Audited Fiscal 1997 FinancÍal Statements

Board Staff and NRG agree that NRG will file audited financial statements with
the Board by April 28, 1998.

B. RATE BASE

8.1 Lead/lag study

Board Staff and NRG agreed with the methodolory presenred by NRG in the
working cash study, and the resulting revenue and expense lags. (82/Tl/Sl)

8.2 CWIP - Township of Yarmouth Franchise

. There was no agreement on this issue.

8.3 Fiscal 1996 and Fiscal 1997 Capital Budgets compared to Board approved

Actual Board Approved Variance

Fiscal 1997 $861,954 51,216,260 (5332,839)
Fiscal 1996 $1,168,889 $1,390,658 (S22L,769)
Fiscal 1995 $842,870 51,325,119 ($482,249)

Board staff accept that much of the variance in the capital expenditures for fiscal
1995 and fiscal 1996 was caused by the delay in obtaining a franchise to serve part
of the Township of Yarmouth and the limitation of that franchise which only -
permitted NRG to economically serve from the Township of Malahide boundary
west to Catfish Creek.

The variances of ($33 2,83g)in the fiscal telZ .upital budget (yTlls28) and of
($221,769) in the fiscal year 1996 capital budget (yT1lS29) led to a lower acrual
rate base which has been partly responsible for NRG's sufficiency during the
bridge years 1996 and 1997.



3

8.4 Reconciliation of Fiscal 1997 rate base with Board approved.

Board Staff and NRG agree with NRG's analysis of its performance for fiscal
1996 and 1997 as set out in VTIlSl updated. As appeais from that analysis, the
change in the actual rate base from that approved Ui ttre Board contribuied 55,793
to the 1996 net sufficiency of 5234,709 and $44,0i9 to the 1997 net sufficiency of
$402,181 (VT1lSlru).

8.5.1 Proposed Fiscal 1998 Capital Budget

Mains Additions: there w¿ts no agreement on the prudence of the costs incurred for
the construction of the NPS 6 line to Imperial Tobacco in rhe fiscal i99g Capital
Budget.

Board staff and NRG have agreed to settling the balance of the lggg capital
Budget on the following terms while noting that there is no agreement on the
inclusion in rate base of Mr. Graat's vehicle for the fiscal y.J 1SSS,

Service Additions: Board staff accepted NRG's up-dated evidence of $5g,095 for'service additions to reflect forecasted customer attachments and the service line
costs. (W | / S26N and B4fl2ls t /LD.

Service Replacements: Board Staff and NRG agreed with the service replacements
of $15,015 based on the updated evidence filedly NRG respecting the number and
the unit cost of replacements (yTl/S26ru).

Meters: Board Staff and NRG agreed to a reduction of 8 meters for new customer
additions at a unit cost of $97(totaling 5776) to reflect the forecast of customer
attachmenß (C4n2/ SZN ; and VT l/S 26M.

Regulators: NRG agreed to a reduction of 25 regulators in the forecast for fiscal
1998 to reflect the number of customer attachmènts forecasted by NRG for fiscal
1998 (C3IT2/S2N). NRG agreed to a reduction of 10 regularors from the
forecasted number of 150 "627" high pressure regulators io 140 (WUS26/paN)
and from the forecasted number of 157 regulators for new custoàer additions to
142 (UTl/526/p.4N) for a tot¿l ieducrion of $3,235.

Buildings: Boa¡d Staff accepted NRG's updated explanation for expenditures of
S49,000 for buildings for fiscal 1998 (84Æ2/SLN). r
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Computer Software: Board Staff and NRG agreed on the updated evidence filed on
forecasted expenditures of $26,300 for computer soffware $nlß27N).

Automotive: Board Staff accepted NRG's updated evidence on automotive
expenditures of $110,400 for fiscal l99S (VTl /SZ7M.

Rental V/ater Heaters: Board Staff and NRG agreed to a reduction of l l residential
water heaters. This results in a reduction of capital expenditures of $6,292
(vTus26/=l,.

8.5.2 Proposed Fiscal 1999 Capital Budget

Mains Additions: Board Staff accepted NRG's proposed expendinrre of 53 L7,sgs
for mains additions (83Æ2lSl/tJ).

Service Additions: NRG accepted Board Staffs adjusûnent to reflect the forecast
for customer attachments resulting in a reduction of 4 service additions at a per
unit cost of $205, or a total reduction of $820 (VTL/SZ6M.

Service Replacements: Board Staff and NRG agreed with the service replacements
of $12,555 based on the updated evidence filed by NRG on the numbe¡ and the
unit cost of replacements (VTlls26ru).

Meters: Board Staff and hIRG agreed to the updated evidence filed in respect of
meters. NRG agreed to a reduction in the forecast of $99 to reflect the forecast
number of customer attachments for fiscal 1999 (C3Æ2/S2M and the updated
residential meter costs (VTl /526N).

Regulators: NRG agreed to a reduction of 15 regulators in the forecast for fiscal
1999 to reflect the number of customer attachments forecasted by NRG for fiscal
1999 (C3n2lS2M. NRG agreed to a reductiòn of 5 regulators from the
forecasted number of 130 "627" high pressure regulators to l2S (VTl/S}6/pafie
and from the forecasted number of 155 regulators for new customer additións to
145 (UTl/526/p.4N) for a roral reduction of $ 1,770.

Buildings: Board Staff and NRG agreed to the expenditures of $29,000 forecasted
for fiscal 1999 as set out in the updated evidence (83/T2lSl/t-l; aná I/\1/SZ7M.

Computer Software: Board Staff agreed to the updated expenditure of $10,000
forecasred by NRG for fiscal 1999 (83/T2/slN; and vTùs27M.
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Automotive: There was no agreement on Mr. Graat's vehicle in the capital budget
for fiscal 1999.

Rental Water Heaters: Board Staff and NRG agreed to a reduction of l l residential
water heaters. This results in a reduction of capital expenditures of $6,424
(Í/TL/526M.

Fiscal 1998 and Fiscal 1999 Rate base: Allowance for \vorking capital

Board Staff and NRG agree with NRG's methodology and determination of
working capital of $104,585 for fiscal l99g and $91,095 for fiscal 1999
(84/T 1/S l/ti; and B3/T1/S lru).

Per Customer Capital Expenditures

Board Staff and NRG agree that NRG should continue expanding service wherever
it can maintain a project PI of 1.0 according to its current and future economic
feasibility shrdies.

OPERATING REVENI'E

Degree Day Forecast Methodology

Board Staff and NRG agree with the use of the five year weighted average forecast
as supported by the statistical data at C2/Tl/52.

Customer Attachments - actual and forecast

Board Staff and NRG have agreed to an adjusûnent of residential atüachments from
275 to 285 for fiscal 1998 and from 265 to275 for fiscal lggg. The impact of this
adjustment is an increase in capital budget in fiscal 1998 by $3,470 to åcount for
additional service lines, regulators and meters. Volume througirput in fiscal 1993
is increased by 14,955 m(3) (average annual consumption for n.* attachments
calculated as 1495.5 m(3) per customer). Simitarly, ih" capital budget in fiscal
1999 will be increased by $3,540 and volume throughput will be inJreased by
37,253 m(3) (average annual consumption for n.* ãtt 

"h*ents 
calculated as

1484.4 m(3) per customer, plus 22,409 m(3) for 10 additional customers at the
beginning of 1999) (uff2lszU; c4/T2/s2N; andÍ/Tt/26Ð.



6

C.3 Volume Forecast -- actual and forecast

Board Staff and NRG agree on the updated forecast (taking account for the
adjustment of ten new residential att¿chments for each of 1998 and 1999) for
residential, commercial, seasonal and contrac.t customers for 1998 and 1999, and
for industrial customers for 1998. No agreement was reached for rate 1 industrial
throughput for fiscal 1999 (C4\2/SIN; andC3|T2/S1/LD.

C.4 Gas Sales Revenue

Board Staff and I.IRG agree on the updated forecast (taking account for the
adjustunent of ten new residential attachments for each of 1998 and 1999) for
residential, corlmercial, seasonal and conhact customers for 1998 and 1999, and
for industrial customers for 1998. No agreement was reached for rate I industrial
revenue for fiscal 1999 (C4/T2/SLN; and C3lT2lSlru).

C.5 Other Operating Revenue - water heater rental program

Board Staffand NRG agree with the forecast of net operating revenue from the
water heater rental program for fiscal 1998 and 1999 (C4lT\lSlÂJ; and
c3lT1/S1/(Ð.

Other Operating Revenue - contract work program

Board Staff and NRG agree with the forecast of net operating revenue from the
contract work progËm for fiscal 1998 and 1999 (C4n 1/S1/u; and C3|T1/Stru).

Other Operating Revenue - customer service charges

Board Staff and NRG agree with the forecast of net operating revenue from
customer service charges for fiscal 1998 and 1999 (C4/T1lS1/u; and C3lTl/Slru).

Other Operating Revenue - delayed payment charges

Board Staff and NRG agree with the forecast of net operating revenue from
delayed payment charges for fiscal 1998 and 1999 (C lTllSlÂJ; and C3lTl/Slru).
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Other Operating Revenue -Allocation of costs to ancillary progr¡ms and the
impact on rates of return

The currently accepted costing methodology for NRG's ancillary programs is a
combination of fully allocated costing (in the case of most capital costs) and
marginally allocated costing (in the case of most general oveiheads) as set out in
In2/55. NRG agrees to investigate a change to fuily allocated costing for the
ancillary programs it operates or proposes to operate at the time of its next rates
case and to file its proposal in this respect in its next rates case. To facilitate
resolution of the issue at that time, NRG agrees to provide sufficient costing
information in its next rates case to enable immediate application of a fully-
allocated costing methodology Qt its ancillary programs, should the Boarã accept
the methodology as appropriate for NRG to adopt. This information will includð
cost allocations to the ancillary programs based on a fully allocated methodology
as mandated by the Board for consumers Gas in E.B.R.O 495.

HVAC Coalition and NRG also agree that, to the extent that the water heater
installation grants currently available to NRG franchise area customers continue to
be offered in the test years, such grants will remain available to all NRG franchise
area customers regardless of where those customers chose to obtain their natural
gas water heaters. These grants are addressed in C3/T3/S1; C4Æ3lSl; and
In2/52.

Board Staff also agrees with the foregoing resolution of this issue.

D. COST OF SER\TICE

D.1.1 Gas Costs: Gas supply portfolio 1998 and 1999

Board staff and NRG agree with the updated forecast of the lggg and lggg union
Gas Transportation costs of 5434,468 for fiscal 1998 (D4/TZ\SLM and $501,925
for fiscal 1999 (D3/T2/SLM. The 1999 figure represents a correction from the
updated evidence. There is no agreement on the 1998 and 1999 gas commodity
costs forecasts.

D.1,2 Gas Costs: Forecast of unaccounted for gas

Board staff agreed with NRG's updated forecast of unaccounted for gas of 1.4%
for fiscal 1998 and l.9o/o for fiscal 1,999 (D4/T2/S2N and D3/T2 /SzN).



D.2 Operation and IVlaintenance Expense: Explanation of significant variances
and major cost drivers, including:

(A) wages and Benefits: explanation of wage and merit increases

Board Staff and NRG agree to an adjustment of wages to $755,035 for fiscal 1998
and $790,358 for fiscal 1999 and to an adjustment of benefits for fiscal 1998 to
593,122 based on a headcount in fiscal 1998 of 19.8 and in 1999 of 20.3 as well as
a CPI of 1.7% in 1998 and?.I% in 1999 (VTL/57).

Following up on the Board's direction in E.B.R.O.49L (s.2.7.13), and NRG's
evidence filed in response to that direction, Board Staff and NRG agree that NRG
will commit to move in the direction of adopting employee performance policies in
its next rates case.

lYages and Benefits: headcount levels

As indicated above, Board Staff and NRG agree with the proposed staff level for
. fiscal 1998 and 1999 (VTl/57).

\Vages and Benefits: executive payroll

There was no agreement on this issue.

'Wages and Benefits: Transfers between \üages category and management fees

There was no agreement on this issue.

CB) Regulatory Costs: Review of Forecast Assumptions for key components

Board Staff and NRG agreed that NRG will limit its costs for intervening in
Union's main rates case to $25,000 in 1998. NRG's costs for participating in
proceedings arising out of Union's main rates case, such as various interim
proceedings, in addition to the costs for participating in generic hearings, will be
recorded in the Regulatory Expenses Deferral Account.
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(C) Travel and Entertainment: Justification for forecast increase

Board Staff and NRG agreed to reduce NRG's forecast of fiscal l99g and 1999
travel and entertainment expenses from $36,000 (D4lT3 ¡SZM to $21,000 and
from $3.7,000 for 1999 (D3n3/szU) ro $22,000. The adjusrment reflects a
reduction of $15,000 due to Mr. Graat's entertainment expenditgres as identified
by NRG (YT1/S63):

(D) Management Fees and office Rent: Explanation of key components
and staff transfer

Board Staff and NRG agreed to the management fees updated forecast for fiscal
1998 of $71,900 (D4n3ß2llr) and s75,000 for fiscat 1999 (D3/T3/s2M.

Board Staff and NRG agreed to the office rent forecast for fiscal l99g and 1999 of
59,600 (D3n3/52/U and D4/T3/S2N).

(E) consulting Fees: Explanation of significant components

Board staff and NRG agreed to NRG's forecast for consulting fees of $35,000 in
fiscal 1998 CD4/T3/S2M and to a reduction of $1,800 in coniulting fees for fiscal
1999 from $40,000 to $38,200 (mn3/52Q.

(Ð Insurance Costs

Board Staff and NRG agreed with the updated forecast for insurance costs of
$141,415 for fiscal 1998 (D4lT3/s2fiJ) and $143,000 for fiscal 1999
(D3n3/52M.

(G) Automotive: Variance explanations and costs for Mr. Graat,s vehicle

Board staff and NRG agreed to a reduction of $2,500 in automotive expenses
forecasted for fiscal 1998 from $76,900 to 574,400 (D4n3ßzlTf . Boårá staff and
NRG also agreed to a reduction of $5,000 in automotive expenses forecasted for
fiscal 1999 from $82,700 to $77,700 (D3Æ3/S2ILÐ. Ther.ï* no ugr..*enr on
the treatment of Mr. Graat's vehicle.
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(Ð Bank Charges: Explanation of Junsen prepayment charge

Board Staff and NRG agreed to a reduction of $250 in the updared banking
charges forecasted by NRG from $7,500 to $7,250 for fiscal 1998 and to the
updated forecasted banking charged by NRG for fiscal 1999 of S8,000
(D4/T3 I S2lU; and D3 lT3 / S2M.

Board Staff and NRG agreed with the updated evidence filed by NRG which
reflected the removal of prepayment charges in the provision of the Junsen loan
(D1/T3lSs/1.D.

D.3 Depreciation Expense: Depreciation Study and proposed changes to
depreciation rates

As indicated in issue 8.2, Board Staff and NRG did not reach agreement as to the
proper treaûnent of the expenses incurred in obtaining the Yarmouth franchise. As
a result, there was no agreement on the depreciation rate respecting franchises.

Board Staff and NRG agree that total service life and salvage rate of plastic mains
will remain as approved by the Board in E.B.R.O. 488 and the depreciation rate
will therefore not be changed as proposed in DZlTllSLlpT; that rate will remain at
2.25%.

Board Staff and NRG agree with the methodology and results of the depreciation
study filed at DZITL/S| for the remaining category of assets.

D.4. Property and Capital Tax: mill rate forecast and assessed value forecast -

As discussed below, in light of the uncertainty of the property tax assessment
initiated by the Government, NRG proposes the establishment of a properry tax
defenal account to record any properly taxes in excess of the levels forecast for the
test years 1998 and 1999 (DllT7lSl/Ulppg-10). Board Staff takes no position on
this issue.

D.5 Income Taxes: derivation of effective rate for Fiscal 1998 and 1999 and
explanation of 34.9o/o drop in 1998

There is no agreement on these issues.
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D.6 Deferral Accounts:

PGVA: Board Staff and NRG agree to the proposed disposition of the pGVA
balance (D5ff2/53ÂI; and Dl/T7lslru). Board Staff and NRG also agreed that
NRG will proactively manage its balance position under Union's bundled-T
Service during 1998 and 1999 by (i) ongoing monitoring of its balance positiön;
(ii) where appropriate, making cost effective purchases of gas to address its
balance situation; and (iii) considering alternative gas supply/transportation
options to help manage balancing and demand charges on the Union system.

PGCVA and PGCTA: Board St¿ff and NRG agree thar NRG will split rhe pGVA
into commodity and tansportation components with respective referènce prices
and that the two-step threshold point remains based on the aggregate amount.
(D1/T7lS1; UTI/S70)

DSM: Board Staff and NRG agree with NRG's proposal to discontinue this
account and üansfer the balance of $4,627.99 to l99g cost of service
(D I fß / SaN / pl ; D 1 Æ7lS I N I pp1 -6; and D5Æ3/S 5/tÐ.

LTFS: Board Staff and NRG agreed with the proposed disposition of the LTFS
deferral account (DlÆ7lSl/pp 6-8; and E5Æ1/S6/tÐ.

REDA: As indicated at D.2 (B), Board Staff and NRG agree to NRG's opening a
nev/ account to capture the costs of NRG's intervention in generic hearings as well
as proceedings arising out of Union's main rates cases, such as interim
proceedings (D 1Æ7lS l/LJlpp 8-9).

PTDA: Given the uncertainty ofthe property tax assessment reform initiated by
the Government, NRG proposes the establishment of a properry ¿¿x defenal
account to record any property taxes in excess of the levelJforecast for the test
years 1998 and 1999 (D1Æ7lSlU/ppg-10). Board Staff takes no position on this
issue.

D,7 DsNl Initiatives: DSùI PIan, advertising and promotion and impact on
revenues and capital budgets

Board staff and NRG agreed that a DlM survey will be conducted and presented
in the next rates case, and that in conducting the survey, NRG will include an
adequate group of commercial customers (D2lT2/52).
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E. COST OF CAPITAL

E.l Capital Structure: Long Term Financing Strategy Study (Crosbie Report)

There was no agreement on this issue.

Capital Structure: Ratio of Debt to Equity Financing

There was no agreement on this issue.

Capital Structure: Forecast Debt Levels

There lvas no agreement on this issue.

Capital Structure: Deemed Equity Component

There was no agreement on this issue.

Capital Structure: Business Risk

There was no agreement on this issue.

8.2 Cost of DebÍ Cost of Short-Term Debt

Board Staff and NRG agree with the updated forecast of prime at 6.03Yo for fiscal
1998 and 6.25% for fiscal 1999 and the short term cost of debt of 7.53Yo and
7 .7 5o/o, respectively (E 1/T 1/S2ru).

Cost of.Debt: Cost of Long-Term Debt

Board Staff and NRG agree with the cost of long-term debt as forecast
(ElÆl/S2/tI). However, Board Staff opposes the inclusion of the stand-by fee on
the Junsen loan in the carrying cost of long term debt capital.

Cost of Debt: Long term debt, term and conditions

There u/as no agteement on this issue.
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F.l

l3

E.3 Cost of Equify

There was no agreement on this issue.

COST ALLOCATION

Proposed changes to the cost allocation methodology including:

Update of the zero intercept study

Board Staff and NRG agree with the revised results of the zero intercept study
based upon the inclusion of the mains additions underbken in 1996 unã t99Z
(G2IT1/S1/pp3-5). They also agree that the study should be updated and refiled in
NRG's next rates case.

Weighted customer allocators

Board Staff and NRG agree with the revised results of the weighted customer
allocators for customer billing, meters and services (G2Æ1lSl/pp6-9).

Separation of gas commodity costs from transmission and storage costs

Board Staff and NRG agree with NRG's proposal tó unbundle the gas commodity
costs for gas received from the tansmission and storage costs incurred on the
union Gas system and allocated as part of NRG's unbundling proposal
(GzlTttst/p2).

Demand side management costs

Àourd staff and NRG agree with the allocation of DSM costs as filed
(G2Ælls1/p2). DSM costs have been assigned to Rate 1 customers and allocated
on the basis of the number of Rate I customers.

Revenue to cost ratios

Although Board Süaff accepts and supports NRG's determination of the revenue to
cost ratios, Board Staff intends to address this issue at the hearing because,
according to Board Stafq revenue to cost ratios bridge the cost allocation and rate
design issues.
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G. RATE DESIGN

G.l Proposed Rate I Changes

There was no agreement on the updated changes.

G.2 Proposed Rate 2 Changes

There was no agreement on the updated changes.

G.3 Rate Unbundling

There \¡/as no agreement on this issue.

G.4 Proposed long term changes

There was no agreement on this issue.

Parties to the Agreement

Natural Resource Gas Limited

Ontario Energy Board Staff

FIVAC Coalition
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NATURAL RESOURCE GAS LIMITED

UTILITY INCOME

For the Year Ending September 30, 199g
(s)

Revenue
Gas Sales
Cost of Gas & Transportation
Gas Sales Margin

Other Revenue (Net)
TotalRevenue

Fxpenses
Operation & Maintenance
Depreciation & Amortization
Property & Capital Taxes

Total Expenses

Utility lncome Before lncome Taxes

lncome Taxes

tltility lncome

Per
Comfrany

6,299,074
^ 757 1^â
3,531,949

424 993
3,956,941

1,559,1 15
513,527
2Ð 728

2,315,370

1,641,571

519 934

1 1^1 632

Agreement
Acljustments

4,843
1.861

2,992

0
2,992

(63,093)
(23,512)

0
(86,605)

gg,5g7

26 404

63-183

Per
Agreement

6,293,917
2.758 987
3,534,930

424 993
3,959,923

1,496,022
490,015
24? 728

2,229,765

1,731,159

546 338

1184Å29

(1)
(2)

(3)
(4)

(5)

(1) lncrease due to addition of 10 residential customers with associated volume of 14,gS5 m3.

(2) lncrease due to increased gas sales. lncreased volumes costed at rate for gas in excess
of TCPL based suppties ot $0.124470/m3 (t/T1lSS3/U).

(3) (17,165)Reduction in wage expenses
(3, 1 78) Reduction in benefits expenses

(25,000) Reduction in regulatory expenses
(15,000) Reduction in travel and entertainment expenses

(2,500) Reduction in automotive expenses
(250)Reduction in bank charges

(63,093)

Reduction in depreciation rate for plastic mains trom 2.71% to 2.2s%.

Per Appendix A, Page 2 of 10

(4)

(5)
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NATURAL RESOURCE GAS LIMITED

CALCUL.ATION OF TNCOME TAXES

For the Year Ending September 30, l99g
($)

Per Agreement
Comf'any Adiustments

1,641,571

513,527 .

6,626

12.000

502,977

505 499

't 165 ?48

5lgg34

89,597

(23,512)

0

(7,500)

(600)

0

se 125

26.4A4

Per
Agreement

1,731,158

490,015

6,626

4,500

502,377

505 499

1 )24 423

540,33€

Utility lncome Before'lncome Taxes

Plus: Depreciation Expense

Federal CapitalTax
(nondeductible)
Meals & Entertainment
(nondeductible portion)

Less: Capital Cost Allowance

lnterest Expense

Taxable lncome

lncome Taxes (at 44.620/o)

(1)

(2)

(1)

(2)

Change in nondeductible portion of travel & entertainment expenses due to reduction in
travel & entertainment expenses.

29 lncrease in capitalexpenditures in class 1

$29)Decrease ¡n capital expenditures in class g

(600)
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UTILITY RATE BASE

For the Year Ending September 30, 1998
(s)

Per Agreement per
Company AdjJrstm"nt. Agreement

Gas lttility Plant
Gross PlantatCost 11,337,799 (2,012) (1) 11,335,727
Less: Accumulated Depreciation 3.1s3 397 ig g¿oi izi 3 173 4s7

Net Utilig Plant 9,154,392 7,g2g -A,1OZ,SZO

Allowance for Working Capital
lnventory 14o,g9s o t4o,Bgs
Working Cash Allowance 33,562 (2,1g3) (3) 31,379

_ Security Deposits (69 B7^I 0 (69.g72)
TotalWorking Capital 1O4,S8S (2,1g3) 1OZ,4O2

Utility Rate Base S2SS.]9ZZ 5-245 B2SAJ22

(1) 834 lncrease in expenditures for service replacements
(323)Decrease in expenditures for meters

(1,348) Decrease in expenditures for regulators
(2,621) Decrease in expenditures for water heaters
1.446 lncrease in expenditures for 10 additional residential customers

(2,0'12)

(2) 34 lncrease in expenditures for service replacements
(10) Decrease in expenditures for meters
(57) Decrease in expenditures for regulators

(165)Decrease in expenditures for water heaters
54 lncrease in expenditures for 10 additional residential customers

(9 T96lDecrease due to reduction in plastic mains depreciation rate
(9,940)

(3) (691) Oecrease in labour costs
(447) Decrease in labour-related costs
(352) Decrease in other costs
(623)Decrease in GST - O & M expenses
(70)Decrease ín GST - Capital expenditures

(2,183)
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NATURAL RESOURCE GAS LIMITED

CAPITALIZATION AND COST OF CAPITAL

For the Year Ending September 30, l99g

Per Company

Long-Term Debt

Short-Term Debt
Operating Loan
Unfunded Debt

Common Equity

Total

Per Agreement

Long-Term Debt

Short-Term Debt
Operating Loan
Unfunded Debt

Common Equity

Total

Capital
Structure

4,184,793

130,000 1.57%
(185,305) -2.24%

4,129 489 50 000/n

8.258.974 1Q0^00%

(s)

Cost Return
Ratios Rate Component

50.670/o 11.85% 6.000/o

Capital
Structure

4JU,793

130,000
(182,432)

4',132 361

8"264J22

Ratios

50.63%

1.57%
-2.20%

50 000/o

10_0^00%

Cost
Rate

11.8s%

7.53%
7.53%

10.30%

Retum
ComFonent

6.00%

0.12%
-0j7%

5150/ã

't1 10%

Return

495,706

9,793
(13,s53)

425 337

91âft&

Return

495,706

9,793
(13,737)

425 633

917-3_el

7.53o/o 0.12%
7.53o/o -0.17%

10.30% 5150/o

1'l 100
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NATURAL RESOURCE GAS LIMTTED

DETERMINATION OF REVENUE DEFTCIENCY

For the Year Ending September 30, 199g
($)

Per Agreement
Company Adiustments

1,121,637

8,259,977

13.58%

11.10o/o

2.48o/o

2U,923

165,027

3â9.850

63,193

5,745

0.760/o

0.00%

0.760/o

62,954

50,723

113ß77_

Per
Agfeement

1,184,920

8,264,722

14.U%

11.10o/o

3.24o/o

267,777

215,750

l&LE?g

Net Utility lncome

Utility Rate Base

lndicated Rate of Retum

Required Rate of Retum

Sufficiency in Rate of Return

Revenue Sufficiency (afrer tax)

Provision for lncome Tax

Gross Revenue Sufficíenry
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Revenue
Gas Sales
Cost of Gas & Transportation
Gas Sales Margin

Other Revenue (Net)
TotalRevenue

Erpenses
Operation & Maintenance
Depreciation & Amortization
Property & Capital Taxes

Total Expenses

Utility lncome Before lncome Taxes

lncome Taxes

Utility lncome

NATURAL RESOURCE GAS LIMITED

UTILITY INCOME

For the Year Ending September 30, 1999
(s)

Per
Company

(1)

6,411,424
3 078.395
3,333,029

468 1?7
3,801,156

1,572,096
514,143
255.504

2,341,733

1,459,423

413718

1 045J05

Agreement
Adjustments

12,228
4774
7,454

0
7AU

(22,142)
(25,435)

0
(47,577)

55,031

10 603

44 4t8

(2)
(3)

Per
Agreement

6,423,652
3 083,169
3,340,483

468 1)7
3,808,610

1,549,944
488,708
z5s 504

2,294,156

1,514,454

424 321

1-09"0133

(4)
(5)

(6)

(1)

(2)

company evidence corrected to reflect increase in gas transportation costs.

lncrease due to addition of 10 residentialcustomers in fiscal 1g9g and a further 10
residential customers in 1999, with a total associated volume of 37,2s3 m3.

lncrease due to increased gas sales. lncreased volumes costed at rate for gas in excess
of TCPL based supplies of $0.128149/m3 (l/T1lS53/U).

(342) Reduction in wage expenses
(15,000) Reductíon in travel and entertainment expenses

(5,000) Reductíon in automotive expenses
(1 800) Reduction in consulting expenses

(22,142)

Reduction in depreciation rate for plastic mains from2.T1o/o lo 2.25o/o.

PerAppendix A, Page 7 of 10

(3)

(4)

(5)

(6)
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UtilitS, lncome Before lncome Taxes

Plus: Depreciation Expense

Federal Capital Tax. (non{eductíble)
Meals & Entertainment
(non{eductible portion)

Less: Capital Cost Allowance

lnterest Expense

Taxable lncome

lncome Taxes (at 44.G2o/o)

NATURAL RESOURCE GAS LIMITED

CALCUI.ATION OF INCOME TAXES

For the Year Ending September 30, 1999
($)

Per
Comfrany

(1)

1,459,423

514,143

10,317

12,500

551,392

517 788

927 203

413^7.78

Agreement
Acljjrstment"

55,031

(25,435)

0

(7,500)

(1,668)

0

?3JJ4

l0 603

Per
Agreement

1,514,454

4gg,70g

10,317

5,000

549,724

517 788

050 967

424.327

(2)

(3)

(1) Company evidence conected to reflect increase in gas transportation costs.

(2) Change in nondeductible portion of travel & entertainment expenses due to reduction in
travel & entertainment expenses.

(3) 107 lncrease in capitalexpenditures in class 1

C1 775) Decrease in capital expenditures in class g
(1,668)
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NATURAL RESOURCE GAS LIMITED

UTILITY RATE BASE

For the Year Ending September 30, 1999
($)

Per Agreement per
Company Adirrstments Agreement

Gas Utility Plant
Gross Plant at Cost 12,435,241 (6,950) (1) 12,42g,291
Less: Accumulated Depreciation 3.s89 055 (37 984) (2\ 3 SS1 071

Net Utility Plant 8,846,186 31,034 8,A7Tp2O

Allowance for Working CaFital
' lnventory 140,833 0 140,933

Working Cash Allowance 20j64 (S74) (3) 19,590
Security Deposits (69 9o^) 0 (69 902)

TotalWorking Capital 91,095 (S74) 90,521

tltility Rate Base 1937 â81 30-460 1S6ZJ47

(1) (4,831)Decrease due to reduced capitalexpenditures in fiscal 1998
(411) Decrease in expenditures br service additions
901 lncrease in expenditures for service replacements
(54) Decrease in expenditures br meters

(959) Decrease in expenditures br regulators
(3,480) Decrease in expend¡tures for water heaters
1 917 Increase in expenditures for 10 additional residentialcustomers

(6,950)

(2\ (528) Decrease due to reduced capitral expenditures in fiscal 199g
(18) Decrease in expenditures tor service additions
37 lncrease in expenditures for.qervice replacements
(2) Decrease in expenditures for meters

(41) Decrease in expenditures for regulators
(218) Decrease in expenditures for water heaters

75 lncrease in expenditures for 10 additional residentialcustomers
(37 289) Decrease due to reduction in plastic mains depreciation rate
(37,e84)

(3) (14) Decrease in labour costs
(6) Decrease in labour-related costs

(179) Decrease ín other costs
(318) Decrease in GST - O & M expenses

(57) Decrease in GST - Capital expenditures
(574)



Appendix A
Page 9 of l0

NATURAL RESOURCE GAS LIMITED

CAPITALIZATION AND COST OF CAPITAL

For the Year Ending September 30, lg99

Pel ComFrany

Long-Term Debt

Short-Term Debt
Operatíng Loan
Untunded Debt

Common Equity

Total

Per Agreement

Long-Term Debt

Short-Term Debt
Operating Loan
Unfunded Debt

Common Equity

Total

Capital
Structure

4,331,513

Capital
Structurq

4,331,513

130,000
22,357

4 483 871

8AÊ1_-747

Ratios

48.30o/o

1.45o/o

0.25%

50 00o/o

100 000

Return
Component

5.66%

0.11%
0.020/6

5,0s%

'lo g40t

($)

Cost Return
Ratios Rate Component

48.47o/o 1'1.72o/o 5.OB%

130,000 1.45% 7.75o/o 0.11o/o7,'127 0.08% 7.15o/o O.O1%

4 468.641 so 00% 10.10% s.os%

8,937-2.f'7 100-Q0% 10jS9¡

Cost
Rate

11.72%

7.75%
7.75%

10.10o/o

Return

507,713

10,075
552

451 333

9.6.9-623

Return

507,713

10,075
1,733

452 871

972.392



NATURAL RESOURCE GAS LIMITED

DETERMINATION OF REVENUE DEFICIENCY

For the Year Ending September 30, 1999
(s)

Per
Comf'any

(1)

1,045,705

8,937,291

11.70%

10.85%

0.85%

75,967

61,207

13L174

Agreement
Adjustments

44,429

30,460

0.460/o

-0.01%

Q.47o/o

42,407

34,169

76-525

Appendix A
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Per
Agreement

1,090,133

8,967,741

12.16%

10.84o/o

1.32%

118,374

95,375

?ßJÆ

Net Utility lncome

Utility Rate Base

lndicated Rate of Retum

Required Rate of Retum

Sufficiency in Rate of Return

Revenue Sufficiency (after tax)

Provision for lncome Tax

Gross Revenue Sufficiency

(1) Company evidence corrected to reflect increase in gas transportatíon costs.
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NATURAL RESOURCE GAS LIMITED
UTILITY INCOME

For the Year Ending September 30, 1g9g
($)

Revenue
Gas Sales
Cost of Gas
Gas Sales Margin

Other Revenue (Net)

Total Revenue

Expenses
Operations and Maintenance
Depreciation
Property and Capital Taxes

Total Expenses

Utility lncome Before
lncome Taxes

lncome Taxes

Utility lncome

Company
After ADR Board
lmpact Adiustments
tll

6,293,917
2,758,987 8.550 t2t
3,534,930 (8,550)

0424.993

3,959,923

'1,496,022

490,015

(8,550)

(2,819) [3]
242,729 (6,626\ [4]

2,228,765 (9,445)

1,731 ,159 gg5

546,338 (25,0s11 /5/

1,184,920 25.946

Per
Board

6,293,917
2,767,537
3,526,380

424,993

3,951,373

1,496,022
487,196
236,102

2,219,320

'1,732,053

521,287

_1,A0,766_

_9,550

_læ191
_(6,629I

NOTES:

[l] Refer to Appendix A for Details of Adjustments Contained in the ADR Agreement

[2] lncrease in Gas Commodity Cost of Norfotk Contract Commencing June lggg

[3] Depreciation lmpact of Removing Mr. Graat's vehicle From Rate Base

[4] Elimination of Federal CapitalTax Provision

[5] See Appendix B, Page 2 of 10



NATURAL RESOURCE GAS LIMITED
CALCULATION OF INCOME TAXES

For the Year Ending September 30,
(s)

Company
After ADR

lmpact
tll

'1,731,158

490,015
6,626
4,500

502,377
505.499 (19.089)

1.224,423 15,574

1 998

Board
Adiustments

895

(2,819)
(6,626)

Per
Board

1,732,053

487,196
0

4,500

(5,035) l5l 497,342

Appendix B
Page 2 of 10

t6l 486,410

1,239,997

Utility lncome Before Taxes [2]

Plus:
Depreciation Expense
Federal CapitalTax
Meals and Entertainment

Less:
Capital Cost Allowance
lnterest Expense

Taxable lncome

lncome Taxes (44.62ïo)
Small Business Deduction

lncome Taxes (44.62%)

t3l
t4l

546,338 6,949 553,287
0 (32,000) (32,000)

546,338 (25,051) _521,287_

NOTES:

[1] Befer to Appendix A for Details of Adjustments Contained in the ADR Agreement

[2] Refer to Appendix B, Page 1 of 10

[3] Depreciation lmpact of Removing Mr. Graat's Vehicle From Rate Base __læ1q_

[4] Elimination of Federal CapitalTax Provision __(6,62qL

[5] CapitalCost Allowance lmpact of Bemoving Mr. Graat's Vehicle From Rate Base _lgr935)_

[6] Reduction in Junsen Loan Standby fee ($500,000 in Provision and 0.25 Percent in Rate) (4,217)
lnclusion of Unfunded Debt in lnterest Provision (14,872\

___c_9,0q9L
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NATURAL RESOURCE GAS LIMITED
UTILITY RATE BASE

For the Year Ending September 30, 1998
($)

Company
After ADR Board per
lmoact Adiustments Board

ttl

11,335,777 (37,891) [2] 11,297,886
3,173,457 (7,741\ l3l 3,165,716
8,162,320 (30,150) 8,132,170

Utility Plant
Gross Plant at Cost
Accumulated Depreciation

Net Utility Plant

Allowance for Working Capital
lnventory
Working Cash Allowance
Customer Security Deposits

TotalWorking Capital

Utility Rate Base

(69,872) (69,872)
102,402 102,402

140,895
31,379

140,895
31,379

8,264,722 (30,150) _9,234,572

NOTES:

[1] Refer to Appendix A for Details of Adjustments Contained in the ADR Agreement

[2] Removal of Mr. Graat's Vehicle on Gross Plant ____øs911

[3] lmpact of Removal of Mr. Graat's vehicle on Accumulated Depreciation (7,741\
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Per Company and
ADR Agreement [1]

Long-Term Debt
Short-Term Debt
Operating Loan
Unfunded Debt

Common Equity

Total

NATURAL RESOURCE GAS LIMITED
CAPITALIZATION AND COST OF CAP¡TAL

For the Year Ending September 30, 1998
($)

Capital
Structure Ratios Cost Rate

4,184,793 50.63% 11.85%

130,000 1.57% 7.530/"
(182,432) -2.20% 7.53%

4,132,361 50.00% 10.30%

e,264,722 100.00%

Return
Component Return

6.00% 495,706

0,12o/" 9,793
-0.17% (13,737)

5,15% 425,633

11 .100/o 917,395

Per Board

Long-Term Debt
Short-Term Debt
Operating Loan
Unfunded Debt

Common Equity

Total

Capital
Structure Ratios Cost Rate

4,184,793 50.g2Io 11.74% [2]

130,000 1.58o/o 7.53o/o
(197,s07) -2.40% 7.53%

4,117,286 50.OOo/o 10.30%

a,%a,572 100.00%

Return
Component

5.97%

0.120/o
-0.18o/o

5.15%

Return

491,489

9,793
(14,872)

424.080

11.06% 910.490

NOTES:

fil No Direct ADR Agreement lmpact. lndirect lmpact of ADR Rate Base Agreements.

[2] Reduction in Junsen Loan Standby fee ($500,000 in Provision and 0.25 Percent in Rate) 4,217



Net Utility lncome

Utility Rate Base

lndicated Rate of Return

Required Rate of Return

Rate of Return Excess/(Deficiency)

Excess/(Deficiency) After Taxes

Provision for lncome -lax (44.62%)

Gross Revenue Excess/(Deficiency)

NOTES:

[1] Refer to Appendix A for Details of Adjustments
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NATURAL RESOURCE GAS LIMITED
DETERMTNATTON OF REVENUE EXCESS(DEF|CIENCY)

For the Year Ending September 30, l gg8
($)

Company
After ADR Board per
lmpact Adiustments Board
tll

1,184,920 25,946 1,210,766

8,264,722 (30,150\ 9,234,572

14.34o/o 0.36% 14.70%

11.10% -0.04% 11.06"/"

3.24% 0.40% 3.94%

267,777

215,750

31,961 2gg,73g

25,751 241,501

483,527 57.712 541.239

Contained in the ADR Agreement
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NATURAL RESOURCE GAS LIMITED
UTILITY INCOME

For the Year Ending September 30,
($)

Company
After ADR

1 999

lmpact Adiustments

tll
6,423,652 12,956 tzl
3,083,169 29,002 Í3J
3,340,483

Revenue
Gas Sales
Cost of Gas
Gas Sales Margin

Other Revenue (Net)

TotalRevenue

Expenses
Operations and Maintenance
Depreciation
Property and Capital Taxes

Total Expenses

Utility lncome Before
lncome Taxes

lncome Taxes

Utility lncome

Board

468.127

(16,046)

0

3,809,610

1,549,944
488,708
255,504

(16,046)

(3,1251 [4]
(10,317) 15',l

2,294,156 (13,442)

1,514,454 (2,604)

424,321 (35,160\ [6]

1,090,133 32,556

Per
Board

6,436,609
3,112,171
3,324,437

468,127

3,792,564

1,549,944
485,583
245,197

2,280,714

1,511,850

389,161

_1,122,689_

5,917
23,085

_29,002_

__püqt
_0_0,317L

NOTES:

[1] Refer to Appendix A for Details of Adjustments Contained in the ADR Agreement

[2] lmpact of Rate 1 lndustrial Customers Using Weighted Sales Rate (90.271905 Per m3). 12,956

[3] lmpact ot Rate I lndustrial Customers Using Weighted Gas Costs 1.9. 124177 Per m3).
lncrease in Gas Commodity Cost of Norlolk Contract Commencing June 1998

[4] Depreciation lmpact of Removing Mr. Graat's Vehicle From Rate Base

[5] Elimination of Federal CapitalTax Provision

[6] See Appendix B, Page 7 of l0
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NATURAL RESOURCE GAS LIMITED
CALCULATION OF INCOME TAXES

For the Year Ending September 30,
($)

Utility lncome Before Taxes [2]

Plus:
Depreciation Expense
Federal CapitalTax
Meals and Entertainment

Less:
Capital Cost Allowance
lnterest Expense

Taxable lncome

lncome Taxes (44.62%)
Small Business Deduction

lncome Taxes (44.62%')

Company
After ADR

lmpact
tlI

1,514,454

488,709
10,317
5,000

549,724

1 999

Board
Adiustments

(2,604)

(3,125)
(10,317)

Per
Board

1,511,850

485,583
0

5,000

(3,787) [5] 545,937
[6] 512,613

943,883

421,161
(32,000)

_q8s¡_ar_

t3l
t4l

517,788 (5,175)

950,967 (7,084)

424,321 (3,160)
0 (32,000)

424,321 (35.160)

NOTES:

[l] Refer to Appendix A for Details of Adjustments Contained in the ADR Agreement

[2] ReÍer to Appendix B, Page 6 of 10

[3] Depreciation lmpact of Removing Mr. Graat's vehicte From Rate Base

[4] Elimination of Federal CapitalTax Provision

_19,1?gI

___@glzl

[5] CapitalCost Allowance lmpact of Removing Mr. Graat's Vehicte From Rate Base __gJSlL
[6] Reduction in Junsen Loan Standby fee ($500,000 in Provision and 0.25 percent in Rate) (5,775)

lnclusion of Unfunded Debt in Interest Provision 600

_15,175L
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NATURAL RESOURCE GAS LIMITED
UTILITY RATE BASE

For the Year Ending September 30, 1999
($)

Company
After ADR Board
lmpact Adiustments

tll
12,428,291 (39,946)
3.551 .071 110.713)
8,877,220 (29,233)

140,833
19,590

(69.902)

90,521

8.967.741 Q9.233\

12,388,345
3,540,359
8,847,987

140,833
19,590

(69,902)
90,521

_9p99É99_

_(39,946L

_0_o/19L

Per
Board

Gas Utility Plant
Gross Plant at Cost
Accumulated Depreciation

Net Utility Plant

Allowance for Working Capital
lnventory
Working Cash Allowance
Customer Security Deposits

TotalWorking Capital

Utility Rate Base

t2l
t3l

NOTES:

[1] Refer to Appendix A for Details of Adjustments Contained in the ADR Agreement

[2] Removalof Mr. Graat's Vehicle on Gross Plant

[3] lmpact of Removal of Mr. Graat's Vehicle on Accumulated Depreciation



Appendíx B
Page 9 of 10

Per Company and
ADR Agreement [lJ

Long-Term Debt
Short-Term Debt
Operating Loan
Unfunded Debt

Common Equity

Total

NATURAL RESOURCE GAS LIMITED
CAPITALIZATION AND COST OF CAPITAL

For the Year Ending September 30, l ggg
($)

Capital
Structure Ratios Cost Rate

4,331,513 48.30% 11.72"/"

130,000 1.45% 7.75%
22,357 0.25% 7.750/o

4,483,87'1 5O.OOo/" 10.10%

8,967,741 100.00%

Return
Component Return

5.66% 507,7't3

0.11% 10,075
0.02% 1,733

5.05% 452,871

10.84% 972.392

Per Board

Long-Term Debt
Short-Term Debt
Operating Loan
Unfunded Debt

Common Equity

Total

Capital
Structure Ratios Cost Rate

4,331,513 48.46% 11.59% [2]

130,000 1.45% 7.75%
7,741 0.09o/o 7.75yo

4,469,254 5O.OOo/o g.5o% [3]

8,938,509 100.00%

Return
Component Return

5.62o/" 501,938

0.11% 10,075
0.01% 600

4.75% 424,s79

'l0.4go/o 937,192

NOTES:

[1] No Direct ADR Agreement lmpact. lndirect lmpact of ADR Rate Base Agreements.

[2] Reduction in Junsen Loan Standby fee ($500,000 in Provision and 0.25 percent in Rate) (S,77Sl

[3] Reflects Rate of Return Formula using July tgg? consensus Forecast
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NATURAL RESOURCE GAS LIMITED
DETERMTNATTON OF REVENUE EXCESS(DEF|C|ENCY)

For the Year Ending September 30, 1999
($)

Company
After ADR Board Per
lmpact Adiustments Board

nl
1 ,090,133Net Utility lncome

Utility Rate Base

lndicated Rate of Return

Required Rate of Return

Rate of Return Excess/(Deficiency)

Excess/(Def iciency) After Taxes

Provision for lncome Tax (44.62%)

Gross Revenue Excess/(Def iciency)

32,556 1,122,699

8,967,741 (29,233) g,g3g,50g

12.16"/"

10.84%

0.40% 12.56o/"

-0.3s% 10.49%

't.32% 0.75o/" 2.07%

118,374

95.375

66,653

53.702

185,O27

149.O77

213,749 120,355 334.104

NOTES:

[1] Befer to Appendix A lor Details of Adjustments Contained in the ADR Agreement
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DecrsloN rü/ITH ReesoNs

8.8.R.O.496

IN THE MATTER OF the Onrario Energy Board
Act, R.S.O. 1990, c.O.l3;

AND IN THE MATTER OF an Application by
Natural Resource Gas Limited to the OntarioEnergy
Board for an order or orders approving or fixing just
and reasonable rates for the sale, distribution and
transmission of gas commencing October I, 1997.

BEFORE: F.A. Drozd
Presiding Member

F.G. Laughren
Chair and Member

S.F. Zerker
Member

DECISION WITH REASONS - ADDENDUM

September 21,1998





6.

6.1

DgcrsroN wrrH ReesoNs

In preparing NRG's rate order for fiscal 1998 and 1999 certain matters have come

to the Board's attention. The following findings are necessary for the rate order

to be finalized.

DEFERRAL ACCOUNTS. COMPLETION OF PROCEEDINGS AND
COSTS

DEFERRAL ACCOUNTS

Interest Calculation

The Board finds that interest shall be calculated on the monthly opening balance

for each deferral account at the Board-approved short-term cost of debt for fiscal

1998 and 1999 respectively.

Purchased Gas Transportation Variance Account

Subsequent to the Reasons With Decision being issued, NRG informed the Board

by letter dated August 26,1998, rhar NRG had neglected to file Ex. D3n2ßI/rJ,
dated April 10, 1998, which takes into account the updated forecast of Union's
transportation costs. This update had been recognized in the ADR settlement, but
not formally entered as an exhibit in the proceedings. The revised exhibit shows

the total gas transporration cost revised to $0.020116 per m(3).

6.1.13

6.t.r4





6.1.15

DectsroN wrrH ReesoNs

V/iththisinformationtheBoard revisesitsfindingatparagraph6.l.T andapproves
a PGTVA reference price for transportation of gas in 1999 of $0.0201 l6 per m3 in
place of $0.018993 per m3.

Long-Term Financing Study Deferral Account

Subsequent to the hearing of evidence, NRG advised the Board by letter dated June

24, 1998 that the actual cost of the Long-Term Financing strategy Report was
greater than the amount forecast by the Company. NRG requested in its letter that
the Board use the actual figure when setting rates for 1998 and 1999. The Board
finds that the forecast study costs are the appropriate amounts for the purpose of
setting rates for fiscal 1998 and I 999. The Board directs NRG to establish a Long-
Term Financing Study Deferral Account to capture the difference between the
actual and forecast study costs. The Board will consider the disposition of this
account in NRG's next main rates case.

DATED at Toronto Seprember 21, 1998.

Presiding Member

F.G. Lauþhren /
Chair and MemUer
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E.B.R.O.496ONTARIO ENERGY BOARD
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R.S.O. 1990, Chapter 0.13
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April 16, 1998









AGREEÙIENT AMONG INTERESTED PARTIES

This ADR Agreement ("Agreement") is for the consideration of the Board in its
determination of rates for Natural Resource Gas Limited ("NRG") under Board file
E.B.R.O. 496. This Agreement deals with all issues identified in the Board's Issues List
and notes where agreement has been reached between Board Staff and NRG for the
purpose of establishing rates for fiscal 1998 and 1999. This Agreement also identifies
where agreement has been reached between NRG and the ffVÃC Coalition with respect
to the issue of allocation of costs to ancillary programs and the impact on rates of return
(Issue C5.5), which is the issue HVAC Coalition raised. With acceptance of the
agreement on this issue by the Board, HVAC Coalition will forego further participation in
this proceeding. FIVAC Coalition takes no position with respectlo the balance of the
Agreement. The Agreement is supported by the existing pre-filed evidence. The
financial impacts of the Agreement are attached as Appenàix "A".

A. GENERAL

A.l Budget Process

There was no agreement on this issue.

4.2 Economic Feasibility Modet Revisions

Board Staff and NRG agree that the E.B.O. 188 Report is not binding on NRG.
However, Board Staff and NRG will meet as soon as possible to discuss how the
principles of E.B.O. 188 may be adopted by NRG. To the extent that the
principles of E.B.O. 188 are considered appropriate to NRG, NRG will make
adjustments to its DCF model and provide a detailed description of the model by
October l, 1998.

4.3 Affiliate Transactions

There was no agreement on this issue.

4.4 Status of Board directives

Board Staff and NRG agree that NRG has adequately addressed the Board
directives from E.B.R.O.49L Both parties akð obsèrve that the results of the
survey of seasonal customers directed by the Board at paragraph2.2.5 of E.B.R.O.
491 were not conclusive (A/T8/Sl).
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4.5 Audited Fiscal 1997 Financial Statements

Board Staff and NRG agree that NRG will file audited frnancial statements with
the Board by April 28, 1998.

B. RATE BASE

8.1 Lead/lag study

Board Staff and NRG agreed with the methodology presented by NRG in the
working cash study, and the resulting revenue and expense lags. (82/Tl/Sl)

8.2 C\VIP - Township of Yarmouth Franchise

. There was no agreement on this issue.

8.3 Fiscal 1996 and Fiscal 1997 Capital Budgets compared to Board approved

Achral

Fiscal 1997 $861,954
Fiscal 1996 $1,168,889
Fiscal 1995 $842,870

Board Approved

$1,216,260
$1,390,659
$1,325,119

Variance

($332,839)
(s22t,769)
(s482,249)

Board staff accept that much of the variance in the capital expenditures for fiscal
1995 and fiscal 1996 was caused by the delay in obtaining a franchise to serve part
of the Township of Yarmouth and the limitation of that franchise which only -
permitted NRG to economically serve from the Township of Malahide boundary
west to Catfish Creek.

The variances of ($33 2,83g)in the fiscal teSZ .upital budget (yTlls28) and of
($22t,769) in the fiscal year 1996 capital budget (VTL/S}}) led to a lower actual
rate base which has been partly responsible for NRG's sufficiency during the
bridge years 1996 and 1997.
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8.4 Reconciliation of Fiscal 1997 rate base with Board approved.

Board Staff and NRG agree with NRG's analysis of its performance for fiscal
1996 and 1997 as set out in VTllSl updated. As appears from that analysis, the
change in the actual rate base from that approved by the Board contributed 55,793
to the 1996 net sufficiency of $234,709 and $44,099 to the 1997 net sufficiency of
$402,181 (VTIISlru).

8.5.1 Proposed Fiscal 1998 Capital Budget

Mains Additions: there was no agreement on the prudence of the costs incurred for
the constn¡ction of the NPS 6 line to Imperial Tobacco in the fiscal 1998 Capital
Budget.

Board Staff and NRG have agreed to settling the balance of the 1998 Capital
Budget on the following terms while noting that there is no agreement on the
inclusion in rate base of Mr. Graat's vehicle for the fiscal year 1998:

Service Additions: Board staff accepted NRG's up-dated evidence of $58,095 for
service additions to reflect forecasted customer attachments and the service line
costs. (W I / 526 N and BA|TZIS I ru).

Service Replacements: Board Staff and NRG agreed with the service replacements
of $15,015 based on the updated evidence filed by NRG respecting the number and
the unit cost of replacements (VIL/526N).

Meters: Board Staff and NRG agreed to a reduction of 8 meters for new customer
additions at a unit cost of $97(totaling 5776) to reflect the forecast of customer
attachments (C$nzlszl[J; and l/tlls26Q

Regulators: NRG agreed to a reduction of 25 regulators in the forecast for fiscal
1998 to reflect the number of customer attachments forecasted by NRG for fiscal
1998 (C3IT2/52M. NRG agreed to a reduction of 10 regulators from the
forecasted number of 150 "627" high pressure regulators to I4O (lu,TllS}6/pa[)
and from the forecasted number of 157 regulators for new customer additions to
142 (VTt/526/p.4N) for a total reducrion of $3,235.

Buildings: Board Staff accepted NRG's updated explanation for expenditures of
$49,000 for buildings for fiscal 1998 (B4/TZ/SIN).
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Computer Software: Board Staff and NRG agreed on the updated evidence filed on
forecasted expenditures of $26,300 for computer software Gnl/527N).

Automotive: Board Staff accepted NRG's updated evidence on automotive
expenditures of $110,400 for fiscal l99B (VTl /527M.

Rental Water Heaters: Board Staff and NRG agreed to a reduction of l l residential
water heaters. This results in a reduction of capital expenditures of $6,292
(r/Tt/s26M.

8.5.2 Proposed Fiscal 1999 Capital Budget

Mains Additions: Board Staff accepted NRG's proposed expenditure of $3 17,Sgs
for mains additions (83/T2lSl/tÐ.

Service Additions: NRG accepted Board Staffs adjusünent to reflect the forecast
for customer attachments resulting in a reduction of 4 service additions at a per
unit cost of $205, or a total reduction of $820 (If[L/SZ6M.

Service Replacements: Board Staff and NRG agreed with the service replacements
of $12,555 based on the updated evidence filed by NRG on the numberãnd the
unit cost of replacements (VTllS26ru).

Meters: Board Staff and NRG agreed to the updated evidence filed in respect of
meters. NRG agreed to a reduction in the forecast of $99 to reflect the forecast
number of customer attachments for fiscal 1999 (C3Æù/SZM and the updated
residential meter costs (VTl /526N).

Regulators: NRG agreed to a reduction of l5 regulators in the forecast for fiscal
1999 to reflect the number of customer attachments forecasted by NRG for fiscal
1999 (C3n2/52M. NRG agreed to a reduction of 5 regulators from the
forecasted number of 130 "62'7" high pressure regulatorJto n5 eTllSz1/paftJ)
and from the forecasted number of 155 regulators for new customer additións to
145 GnUS26/p.4N) for a toral reduction of $1,770.

Buildings: Board Staff and NRG agreed to the expenditures of $29,000 forecasted
for fiscal 1999 as set out in the updated evidence (83Æ2lsl/t¡; aná yryUSZTM.

Computer Software: Board Staff agreed to the updated expenditure of $10,000
forecasted by NRG for fiscal 1999 (B3iT2/slU;and vTùszZM.
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Automotive: There was no agreement on Mr. Graat's vehicle in the capital budget
for fiscal 1999.

Rental V/ater Heaters: Board Staff and NRG agreed to a reduction of l l residential
water heaters. This results in a reduction of capital expenditures of $6,424
(uTUS26M.

8.6 Fiscal 1998 and Fiscal 1999 Rate base: Allowance for Working Capital

Board Staff and NRG agree with NRG's methodology and determination of
working capital of $104,585 for fiscal 1998 and $91,095 for fiscal lggg
(84/T l/S l/tJ; and B3/T 1/S lru).

8.7 Per Customer Capital Expenditures

Board Staff and NRG agree that NRG should continue expanding service wherever
it can maintain a project PI of 1.0 according to its current and future economic
feasibility studies.

C. OPERATING REVENUE

C.l Degree Day Forecast Methodology

Board Staff and NRG agree with the use of the five year weighted average forecast
as supported by the statistical data atC2/TL/SZ.

C.2 Customer Attachments - actual and forecast

Board Staff and }IRG have agreed to an adjusûnent of residential attachments from
275 to 285 for fiscal 1998 and from 265 to 275 for fiscal L999. The impact of this
adjustment is an increase in capital budget in fiscal 1998 by $3,470 to account for
additional service lines, regulators and meters. Volume throughput in fiscal 1998
is increased by 14,955 m(3) (average annual consumption for new attachments
calculated as 1495.5 m(3) per customer). Similarly, the capital budget in fiscal
1999 will be increased by $3,540 and volume throughput will be increased by
37,253 m(3) (average annual consumption for new atlachments calculated as
1484.4 m(3) per customer, p1us22,409 m(3) for l0 additional customers at the
beginning of 1999) (C3ff2/S2N; C4/T2/S2N; andl/Tt/26\.
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C.3 Volume Forecast -- actual and forecast

Board Staff and NRG agree on the updated forecast (taking account for the
adjustment of ten new residential attachments for each of 1998 and 1999) for
residential, commercial, seasonal and contrac.t customers for 1998 and 1999, and
for industrial customers for 1998. No agreement was reached for rate 1 industrial
throughput for fiscal 1999 (C4\2/SIN and C3lT2lS lru).

C.4 Gas Sales Revenue

Board Staff and NRG agree on the updated forecast (taking account for the
adjustnaent of ten new residential attachments for each of 1998 and 1999) for
residential, commercial, seasonal and confact customers for 1998 and 1999, and
for industrial customers for 1998. No agreement was reached for rate 1 industrial
revenue for fiscal 1999 (C ITZISLN; and C3/T2IS lru).

C.5 Other Operating Revenue - water heater rental program

Board Staff and NRG agree with the forecast of net operating revenue from the
water heater rental program for fiscal 1998 and 1999 (C4n 1/Sl/tJ; and
c3lTl/s1/u).

Other Operating Revenue - contract work program

Board Staff and NRG agree with the forecast of net operating revenue from the
contract work program for fiscal 1998 and 1999 (C4/TllS1/[J; and C3/T1/S1ru).

Other Operating Revenue - customer service charges

Board Staff and NRG agree with the forecast of net operating revenue from
customer service charges for fiscal 1998 and 1999 (C4/T1IS1ÂJ; and C3lTl/Slru).

Other Operating Revenue - delayed payment charges

Board Staff and NRG agree with the forecast of net operating revenue from
delayed payment charges for fiscal 1998 and 1999 (C lTllSlÂJ; and C3lTl/Sl/tD.
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Other Operating Revenue -Allocation of costs to ancillary programs and the
impact on rates of return

The currently accepted costing methodology for NRG's ancillary programs is a
combination of fully allocated costing (in the case of most capital costs) and
marginally allocated costing (in the case of most general overheads) as set out in
I/T2/55. NRG agrees to investigate a change to fully allocated costing for the
ancillary programs it operates or proposes to operate at the time of its next rates
case and to file its proposal in this respect in its next rates case. To facilitate
resolution of the issue at that time, NRG agrees to provide sufficient costing
information in its next rates case to enable immediate application of a fully
allocated costing methodology for its ancillary programs, should the Board accept
the methodology as appropriate for NRG to adopt. This information will include
cost allocations to the ancillary programs based on a fully allocated methodology
as mandated by the Board for Consumers Gas in E.B.R.O 495.

HVAC Coalition and NRG also agree that, to the extent that the water heater
installation grants currently available to NRG franchise area customers continue to
be offered in the test years, such grants will remain available to all NRG franchise
area customers regardless of where those customers chose to obtain their natural
gas water heaters. These grants are addressed in C3Æ3/S1; C4lT3lS1; and
In2/52.

Board Staff also agrees with the foregoing resolution of this issue.

D. COST OF SERYICE

D.1.1 Gas Costs: Gas supply portfolio 1998 and 1999

Board Staff and NRG agree with the updated forecast of the 1998 and 1999 Union
Gas Transportation costs of $434,468 for fiscal 1998 (D4lT2/51Â) and $501,925
for fiscal 1999 (D3n2lSlM. The 1999 figure represents a correction from the
updated evidence. There is no agreement on the 1998 and 1999 gas commodity
costs forecasts.

D.1.2 Gas Costs: Forecast of unaccounted for gas

Board staff agreed with NRG's updated forecast of unaccounted for gas of l.4Yo
for fiscal 1998 and l.9Yo for fiscal 1999 (D4/T2/S2N andD3lT2/S2N).





D.2 Operation and Mainten¡nce Expense: Explanation of significant variances
and major cost drivers, including:

(A) Wages and Benefits: explanation of wage and merit increases

Board Staff and NRG agree to an adjustment of wages to $755,035 for fiscal 1998
and $790,358 for fiscal 1999 and to an adjustment of benefits for fiscal 1998 to
593,122 based on a headcount in fiscal 1998 of 19.8 and in 1999 of 20.3 as well as
a CPI of 1.7% in 1998 and2.lYo in 1,999 (VTl/57).

Following up on the Board's direction in E.B.R.O.49r (s.2.7.13), and NRG's
evidence filed in response to that direction, Board St¿ff and NRG agree that NRG
will commit to move in the direction of adopting employee performance policies in
its next rates case.

Wages and Benefits: headcount levels

As indicated above, Board Staff and NRG agreewith the proposed staff level for
fiscal 1998 and 1999 (I/tl/57).

Wages and Benefits: executive payroll

There was no agreement on this issue.

Wages and Benefits: Transfers between wages category and management fees

There was no agreement on this issue.

(B) Regulatory Costs: Review of Forecast Assumptions for key components

Board Staff and NRG agreed that NRG will limit its costs for intervening in
Union's main rates case to $25,000 in 1998. NRG's costs for participating in
proceedings arising out of Union's main rates case, such as various interim
proceedings, in addition to the costs for participating in generic hearings, will be
recorded in the Regulatory Expenses Deferral Account.
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(C) Travel and Entertainment: Justification for forecast increase

Board Staff and NRG agreed to reduce NRG's forecast of fiscal 1998 and 1999
travel and entertainment expenses from $36,000 (D4iT3lSzM to $21,000 and
from $37,000 for 1999 (D3/T3/S2N) to $22,000. The adjustmenr reflects a
reduction of $15,000 due to Mr. Graat's entertainment expenditrres as identified
by NRG (L/T1/S63).

(D) Management Fees and office Rent: Explanation of key components
and staff transfer

Board Staffand NRG agreed to the management fees updated forecast for fiscal
1998 of $71,900 (D4n3ß2/tl) and $75,000 for fiscal 1999 (D3/T3/SZM.

Board Staff and NRG agreed to the office rent forecast for fiscal 1998 and 1999 of
$9,600 (D3 n3 / Szl[J and D4/T3 / SzN).

(E) Consulting Fees: Explanation of Significant Components

Board Staff and NRG agreed to NRG's forecast for consulting fees of $35,000 in
fiscal 1998 (D4Æ3/S2M and to a reduction of $1,800 in consulting fees for fiscal
1999 from $40,000 to $38,200 (D3n3/52M.

(Ð Insurance Costs

Board Staff and NRG agreed with the updated forecast for insurance costs of
$141,415 for fiscal 1998 (D4/T3/S2M and $143,000 for fiscal 1999
(ún3/s2M.

(G) Automotive: Variance explanations and costs for Mr. Graat's venicte

Board staff and NRG agreed to a reduction of $2,500 in automotive expenses
forecasted for fiscal 1998 from $76,900 to $74,400 (Dhn3ls2lt). Board staff and
NRG also agreed to a reduction of $5,000 in automotive expenses forecasted for
fiscal 1999 from $82,700 to $77,700 (D3/T3/S2[LI). There was no agreement on
the treatment of Mr. Graat's vehicle.
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(tÐ Bank Charges: Explanation of Junsen prepayment charge

Board Staff and NRG agreed to a reduction of $250 in the updated banking
charges forecasted by NRG from $7,500 to $7,250 for fiscal 1998 and to the
updated forecasted banking charged by NRG for fiscal 1999 of $8,000
(D 4 lT3 / Szlu; and D3 lT 3 / S2M.

Board Staff and NRG agreed with the updated evidence filed by NRG which
reflected the removal of prepayment charges in the provision of the Junsen loan
(D1/T3/Ssru).

D.3 Depreciation Expense: Depreciation Study and proposed changes to
depreciation rates

As indicated in issue 8.2, Board Staff and NRG did not reach agreement as to the
proper treatnent of the expenses incurred in obtaining the Yarmouth franchise. As
a result, there was no agreement on the depreciation rate respecting franchises.

Board Staff and NRG agree that total service life and salvage rate of plastic mains
will remain as approved by the Board in E.B.R.O. 488 and the depreciation rate
will therefore not be changed as proposed in D2lTl/SI/p7; that rate will remain at
2.25%.

Board Staff and NRG agree with the methodology and results of the depreciation
study filed at DzlTl/Sl for the remaining category of assets.

D.4. Property and Capital Tax: mill rate forecast and assessed value forecast

As discussed below, in light of the uncertainty of the property tax assessment
initiated by the Government, NRG proposes the establishment of a property tax
defemal account to record any property taxes in excess of the levels forecast for the
test years 1998 and 1999 (DllT7/SLN/pp9-10). Board Staff takes no position on
this issue.

D.5 Income Taxes: derivation of effective rate for Fiscal 1998 and 1999 and
explanation of 34.97o drop in 1998

There is no agreement on these issues.
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D.6 Deferral Accounts:

PGVA: Board Staff and NRG agree to the proposed disposition of the PGVA
balance (D5Æ2IS3/[J; and Dl/T7lslru). Board Staff and NRG also agreed that
NRG will proactively manage its balance position under Union's bundled-T
Service during 1998 and 1999 by (i) ongoing monitoring of its balance positiön;
(ii) where appropriate, making cost effective purchases of gas to address its
balance situation; and (iii) considering alternative gas supply/transportation
options to help manage balancing and demand charges on the Union system.

PGCVA and PGCTA: Board Staff and NRG agree that NRG will split rhe PGVA
into commodity and transportation components with respective reference prices
and that the two-step threshold point remains based on the aggregate amount.
(D1Æ7lS1; VTI/S7O)

DSM: Board Staff and NRG agree with NRG's proposal to discontinue this
account and tansfer the balance of $4,627.88 to 1998 cost of service
(D I /B/SaÃI/p I ; D I Æ7lS t N / ppí -6: and D5Æ3/S 5/LD.

LTFS: Board Staff and NRG agreed with the proposed disposition of the LTFS
defenal account (D1/T7ISl/pp 6-8; and E5Æl/S6ru).

REDA: As indicated at D.2 (B), Board Staff and NRG agree to NRG's opening a
new account to capture the costs of NRG's intervention in generic hearings as well
as proceedings arising out of Union's main rates cases, such as interim
proceedings (D 1lT7lS lÂJlpp 8-9).

PTDA: Given the uncertainty ofthe properly tax assessment reform initiated by
the Government, NRG proposes the establishment of a property tax defenal
account to record any properly taxes in excess of the levels forecast for the test
years 1998 and 1999 (DlÆ7/Sl/Ulppg-10). Board Staff takes no position on this
issue.

D.7 DSM Initiatives: DSM Plan, advertising and promotion and impact on
revenues and capital budgets

Board staff and NRG agreed that a DSM survey will be conducted and presented .

in the next rates case, and that in conducting the survey, NRG will include an
adequate group of commercial customers (D2IT2/SZ).
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E. COST OF CAPITAL

E.l Capital Structure: Long Term Financing Strategy Study (Crosbie Report)

There was no agreement on this issue.

Capital Structure: Ratio of Debt to Equity Financing

There r¡/as no agreement on this issue.

Capital Structure: Forecast Debt Levels

There was no agreement on this issue.

Capital Structure: Deemed Equity Component

There was no agreement on this issue.

Capital Structure: Business Risk

There was no agreement on this issue.

8.2 Cost of Debfi Cost of Short-Term Debt

Board Staff and NRG agree with the updated forecast of prime at 6.03Yo for fiscal
1998 and 6.25% for fiscal 1999 and the short term cost of debt of 7.53Yo and
7 .7 syo, respectively (E 1/T I /S2/tt).

Cost of..Debh Cost of Long-Term Debt

Board Staff and ¡IRG agree with the cost of long-term debt as forecast
(81/T1/S2ltI). However, Board Staff opposes the inclusion of the stand-by fee on
the Junsen loan in the carrying cost of long term debt capital.

Cost of Debt: Long term debt, term and conditions

There was no agteement on this issue.
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E.3 Cost of Equity

There was no agreement on this issue.

F. COST ALLOCATION

F.l Proposed Changes to the cost allocation methodology including:

Update of the zero intercept study

Board Staff and NRG agree with the revised results of the zero intercept study
based upon the inclusion of the mains additions undertaken in 1996 and 1997
(G2lTl/S1/pp3-5). They also agree that the study should be updated and refiled in
NRG's next rates case.

Weighted customer allocators

Board Staff and NRG agree with the revised results of the weighted customer
allocators for customer billing, meters and services (G2lTl/sl/pp6-9).

Separation of gas commodity costs from transmission and storage costs

Board Staff and NRG agree with NRG's proposal to unbundle the gris commodity
costs for gas received from the transmission and storage costs incurred on the
Union Gas system and allocated as part of NRG's unbundling proposal
(GzlTr/St/p2).

Demand side management costs

g-ourd staff and NRG agree with the allocation of DSM costs as filed
(G2lTllsl/p2). DSM costs have been assigned to Rate 1 customers and allocated
on the basis of the number of Rate I customers.

Revenue to cost ratios

Although Board Staff accepts and supports NRG's determination of the revenue to
cost ratios, Board Staff intends to address this issue at the hearing because,
according to Board Stafq revenue to cost ratios bridge the cost allocation and rate
design issues.
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G. RATE DESIGN

G.l Proposed Rate I Changes

There was no agreement on the updated changes.

G.2 Proposed Rate 2 Changes

There was no agreement on the updated changes.

G.3 Rate Unbundling

There was no agreement on this issue.

G.4 Proposed long term changes

There was no agreement on this issue.

Parties to the Agreement

Natural Resource Gas Limited

Ontario Energy Board Staff

I{VAC Coalition
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NATURAL RESOURCE GAS LIMITED

UTILITY INCOME

For the Year Ending September 30, 199g
($)

Revenue
Gas Sales
Cost of Gas & Transportation
Gas Sales Margin

Other Revenue (Net)
TotalRevenue

E-penses
Operation & Maintenance
Depreciation & Amortization
Property & Capital Taxes

Total Expenses

Utility lncome Before lncome Taxes

lncome Taxes

tltility lncome

Per
ComF,any

6,289,074
2.757 126
3,531,949

424 993
3,956,941

1,559,115
513,527
24? 728

2,315,370

1,æ1,571

519.934

1.1â1 632

Agreement
Adjrrstments

4,943
L861
2,982

0
2,982

(63,093)
(23,512)

0
(86,605)

89,597

26 404

63_183

Per
Aglreement

6,293,917
2758987
3,534,930

424 993
3,959,923

1,496,022
490,015
242.728

2,229,765

1,731,159

546 338

1 184-82A

(1)
(2)

(3)
(4)

(5)

(1) lncrease due to addition of 10 residentialcustomers with associated volume of 14,gS5 m3.

(2) lncrease due to increased gas sales. lncreased volumes costed at rate for gas in excess
of TCPL based supplies of $0.124470/m3 (t/T1lS53/U).

(3) (17,165)Reduction in wage expenses
(3,178) Reduclion in benefits expenses

(25,000) Reduction in regulatory expenses
(15,000)Reduction in travel and entertainment expenses

(2,500) Reduction in automotive expenses
(250)Reduction in bank charges

(63,093)

Reduction in depreciation rate for plastic mains from 2.71o/o lo 2.25%.

Per Appendix A, Page 2 ol 10

(4)

(5)
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NATURAL RESOURCE GAS LIMITED

CALCULATION OF INCOME TAXES

For the Year Ending September 30, 1998
($)

Per Agreement
Company Adjustments

1,641,571

513,527 .

6,626

12,000

502.977

505.499

't 165248

ã19.93é

89,587

(23,512)

0

(7,500)

(600)

0

5s 175

26.4L4

Per
Agreement

1 ,731 ,1 5g

490,015

6,626

4,500

502,377

505.499

1)24.423

ã4033_E

Utility lncome Before'lncome Taxes

Plus: Depreciation Expense

Federal Capital Tax
(nondeductible)
Meals & Entertainment
(nondeductible portion)

Less: Capítal Cost Allowance

lnterest Expense

Taxable lncome

I ncome Taxes (at 44.620/ol

(1)

(2\

(1) Change in nondeductible portion of travel& entertainment expenses due to reduction in
travel & entertainment expenses.

(2) 29 lncrease in capitalexpenditures in class 1

(629)Decrease in capitalexpenditures in class I
(600)
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NATUR.AL RESOURCE GAS LIMITED

UTTLITY RATE BASE

For the Year Ending September 30, lggS
($)

Per Agreement per
Company Actjustments Agreement

Gas tltilíty Plant
Gross Plant at Cost 11,337,789 (Z,O12l (1) 1'1,g31,77l
Less: Accumulated Depreciation 3.183.397 (9 940) (2) g,t7g 457

Net Utility Plant 8,154,392 7,929 9,162,320

Allowance for Working Capital
lnventory 140,BgS O 140,ggs
Working Cash Allowance 33,562 (2,193) (3) 31,379

_ Security Deposits (69 87^) 0 (6g.a7^)
TotalWorking Gapital 1O4,SBS (2,193) ,tO2,4Oz

Utility Rate Base SJSA^977 s74s ÐZgAJz

(1) 834 lncrease in expenditures for service replacements
(323)Decrease ¡n expenditures for meters

(1,348) Decrease in expenditures for regulators
(2,621) Decrease in expenditures for water heaters
1 446 lncrease in expenditures for 10 additionalresidentialcustomers

(2,0121

(2) 34 lncrease in expenditures for service replacements
(10) Decrease in expenditures for meters
(57)Decrease in expenditures for regulators

(1 65) Decrease in expenditures for water heaters
54 lncrease in expenditures for 10 additional residential customers

(9 796)Decrease due to reduction in plastic mains depreciation rate
(9,940)

(3) (691) Decrease in labour costs
(447) Decrease in labour-related costs
(352) Decrease in other costs
(623)Decrease in GST - O & M expenses
(70)Decrease in GST - Capitalexpenditures

(2,183)
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Per Company

Long-Term Debt

Short-Term Debt
Operating Loan
Unfunded Debt

Common Equity

Total

Per Agreement

Long-Term Debt

Short-Term Debt
Operating Loan
Unfunded Debt

Common Equity

Total

NATURAL RESOURCE GAS LIMITED

CAPITALIZATION AND COST OF CAPTTAL

For the Year Ending September 30, 1998
($)

Capital
Structure

4,184,793

130,000
(185,305)

4J29 489

8-258A7a

Capital
Structure

4,1U,793

130,000
(182,432)

4132.361

g_2Â4J22

Ratios

50.63%

1.57%
-2.20%

50 00o/o

100_0.0%

Cost
Rate

11.8s%

7.53%
7.53%

10.30%

Ratios

50.670/o

1.57%
'2.24o/o

50 000/n

100^00%

Cost
Rate

11.85%

7.530/o

7.53o/o

10.30%

Return
Component

6.00%

0.12o/o
-0.17o/o

5 15olo

11 l0oh

Retum
Component

6.00%

0.12o/o

-0.17o/o

5^ I 50/ô

11 10%

Return

495,706

9,793
(13,e53)

425 337

91Â8!3

Return

495,706

9,793
(13,737)

425 633

917*_3_9,ã
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NATURAL RESOURCE GAS LIMITED

DETERMINATION OF REVENUE DEFICIENCY

For the Year Ending September 30, 199g
($l

Per Agreement
Company Adjustments

1,121,637

8.259,977

13.58%

11.10o/o

2.48o/o

204,923

165,027

3â9i50

63,193

5,745

0.760/o

0.00%

0.76%

62,954

50,723

3ßßZZ

Per
Agreement

1,184,920

8,264,722

14.34o/o

11.10o/o

3.240/o

267,777

215,750

&LãzJ

Net Utility lncome

Utility Rate Base

lndicated Rate of Retum

Required Rate of Retum

Sufficiency in Rate of Return

Revenue Sufficiency (afrer tax)

Provision for lncome Tax

Gross Revenue Suffi ciency
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Revenue
Gas Sales
Cost of Gas & Transportation
Gas Sales Margin

Other Revenue (Net)
Total Revenue

Fxpenses
Operation & Maintenance
Depreciation & Amortization
Properg & CapitalTaxes

Total Expenses

Utility Income Before Income Taxes

lncome Taxes

tltility lncome

NATURAL RESOURCE GAS LIMITED

UTILITY INCOME

For the Year Ending September 30, lg99
($)

Per
Company

(1)

6,411,424
3 078 395
3,333,029

468j27
3,801,156

1,572,096
514,143
255.504

2,341,733

1,459,423

413718

1045J05

Agreement
Adjustments

12,229
4774
7,454

0
7,4U

(22,142)
(25,435)

0
(47.577)

55,031

10.603

44 428

(2)
(3)

Per
Agreement

6,423,652
3 083.169
3,340,493

468.127
3,808,610

1,549,944
488,708
255$04

2,294,156

1,514,454

424 321

l*090133

(4)
(s)

(6)

(3)

(1)

(21

(5)

(6)

company evídence corrected to reflect increase in gas transportation costs.

lncrease due to addition of 10 residential customers in fiscal 1998 and a further 10
residential customers in 1999, with a total associated volume of 37,253 m3.

lncrease due to increased gas sales. Increased volumes costed at rate for gas in excess
of TCPL based supplies of $0.128149/m3 (l/T1lS53/U).

(342)Reductíon in wage expenses
(15,000) Reduction in travel and entertainment expenses
(5,000) Reduction in automotive expenses
(1 800)Reduction in consulting expenses

(22,142)

Reduction in depreciation rate for plastic mains trom2.71%to 2.25o/o.

PerAppendix A, Page 7 of 10

(4)
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NATURAL RESOURCE GAS LIMITED

CALCULATION OF INCOME TAXES

For the Year Ending September 30, 1999
($)

Utili$ lncome Before lncome Taxes

Plus: Depreciation Expense

Federal Capital Tax
(non{eductible)
Meals & Entertainment
(nondeductible portion)

Less: Capital Cost Allowance

lnterest Expense

Taxable lncome

lncome Taxes (at 44.620/o)

Per
ComFany

(1)

1,459,423

5't4,143

10,317

12,500

551,392

517 788

gt72o3

413J78

Agreement
Adjustments

55,031

(25,435)

0

(7,500)

(1,668)

0

23,764

:10 603

Per
Agreement

1,514,4U

488,709

10,317

5,000

549,724

s17 788

950 967

424321

(2)

(3)

(1)

(2)

(3)

company evidence conected to reflect increase in gas transportation costs.

Change in nondeductible portíon of travel & entertainment expenses due to reduction in
travel & entertainment expenses.

107 lncrease in capitalexpenditures in class 1

(r 775) Decrease in capital expenditures in class g
(1,668)
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NATURAL RESOURCE GAS LIMITED

UTILITY RATE BASE

For the Year Ending September 30, 1999
($)

Per Agreement per
Company Adjustments Agreement

Gas t ttility Plant
Gross Plant at Cost 12,495,241 (6,950) (1) 12,42g,291
Less:Accumulated Depreciation 3.589.05s (37 9e4) e\ 3 SSI 07i

Net Utilig Plant 8,846,186 31,034 g,gl7p2}

Allowance fnr Working Capítal
lnventory 140,833 0 140,933
Working Cash Allowance 20j64 (S74) (3) 19,590
Security Deposits (69 90^) 0 (6s gO^I

TotalWorking Capital 91,095 (S74) 90,521

tltility Rate Base 1937 281 3(L460 gl6zJ4t

(1) (4,831)Decrease due to reduced capitalexpenditures in fiscal 1g98
(4't1)Decrease in expenditures br service additions
901 lncrease in expenditures for service replacements
(54)Decrease in expenditures br meters

(959)Decrease in expenditures br regulators
(3,480) Decrease in expenditures for water heaters
I 917 lncrease in expenditures for 10 additional residential customers

(6,950)

(2) (528)Decrease due to reduced capitat expenditures in fiscal 199g
(18)Decrease in expenditures for service additions
37 lncrease in expenditures for.qervice replacements
(2) Decrease in expenditures for meters

(41) Decrease in expenditures for regulators
(218) Decrease in expenditures for water heaters

75 lncrease in expenditures for 10 additionalresidentialcustomers
(37 289)Decrease due to reduction in plastic mains depreciation rate
(37,984)

(3) (14) Decrease in labour costs
(6) Decrease in labour-related costs

(179)Decrease in other costs
(318) Decrease in GST - O & M expenses

(57) Decrease in GST - Capital expenditures
(574)
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NATURAL RESOURCE GAS LIMITED

CAPITALIZATION AND COST OF CAPITAL

For the Year Ending September 30, 1999
($)

Pel Company

Long-Term Debt

Short-Term Debt
Operating Loan
Untunded Debt

Common EquiÇ

Total

Per Agreement

Long-Term Debt

Short-Term Debt
Operating Loan
Untunded Debt

Common Equity

Total

Capital
Structure

4,331,513

130,000
7,127

4 468641

8-937.281

Capital
Structure

4,331,513

130,000
22,357

4 483 87r

8Aß7fA7

Ratios

48.47o/o

1.45o/o

0.08%

50 000/0

10(L00%

Ratios

48.30%

1.45o/o

0.25%

50 00o/o

100-00%

Cost
Rate

11.72o/o

7.75o/o

7.75o/o

10.10%

Cost
Rate

11.72o/o

7.75%
7.75o/o

10.10%

Return
Component

5.68%

0.110/o

0.01%

5 05%

70ß.59a

Return
Component

5.667o

0.11o/o

0.02o/o

5 05o/o

79^L4%

Return

507,713

10,075
552

451 333

96.9623

Return

507,713

10,075
1,733

45? 871

912.392





NATURAL RESOURCE GAS LIMITED

DETERMINATION OF REVENUE DEFTCIENCY

For the Year Ending September 30, l9g9
($)

Per
Company

(1)

1,045,705

8,937,291

11.70%

10.85%

0.85%

75,967

61,207

13LtA

Agreement
Adjustments

44,429

30,460

O.460/o

{.01%

0.47o/o

42,407

34,168

z6-ã25

Appendix A
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Per
Agreement

1,090,133

8,967,741

12.160/o

10.84o/o

1.32o/o

.118,374

95,375

?ß.w

Net Utility lncome

Utility Rate Base

Indicated Rate of Retum

Required Rate of Retum

Sufficiency in Rate of Return

Revenue Sufficiency (after tax)

Provision for lncome Tax

Gross Revenue Sufficiency

(1) Company evidence corrected to reflect increase in gas transportation costs.
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IMPACT OF THE BOARD'S FINDINGS IN THIS DECISION









NATURAL RESOURCE GAS LIMITED
UTILITY INCOME

For the Year Ending September 30,
($)

Company
After ADR

lmpact
ttl

6,293,917
2.758.987

1 998

Board
Adiustments

8.550

Appendix B
Page 1 of 10

Per
Board

6,293,917

t2l 2,767,537
3,526,380

424,993

3,951,373

Revenue
Gas Sales
Cost of Gas
Gas Sales Margin

Other Revenue (Net)

TotalRevenue

Expenses
Operations and Maintenance
Depreciation
Property and Capital Taxes

Total Expenses

Utility lncome Before
lncome Taxes

lncome Taxes

Utility lncome

3,534,930

424,993

(8,550)

0

3,959,923 (8,550)

1,184,820 25,946 j,aoJ66 ,

NOTES:

[1] Refer to Appendix A for Details of Adjustments Contained in the ADR Agreement

[2] lncrease in Gas Commodity Cost of Nortolk Contract Commencing June 1998

[3] Depreciation lmpact of Removing Mr. Graat's Vehicle From Rate Base

[4] Elimination of Federal CapitalTax Provision

[5] See Appendix B, Page 2 of l0

_gtrq_
__(2,eEL

_(wal

1,496,022 1,496,022
490,015 (2,819) [3] 487,'t96
242,728 (6,626\ [4] 236,102

2,228,765 (9,445) 2,219,320

1,731 ,158 895 1,732,053

546,338 (25,051) Í5l 521,287
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NATURAL RESOURCE GAS LIMITED
CALCULATION OF ¡NCOME TAXES

For the Year Ending September 30,
($)

Utility lncome Before Taxes [2]

Plus:
Depreciation Expense
Federal CapitalTax
Meals and Entertainment

Less:
Capital Cost Allowance
lnterest Expense

Taxable lncome

lncome Taxes (44.62/",
Small Business Deduction

lncome Taxes (44.62%\

Company
After ADR

lmpact
nl

1,731,158

1 998

Board
Adiustments

Per
Board

1,732,053

487,196
0

4,500

497,342
486,410

1,239,997

553,287
(32,000)

_521,287

490,015 (2,819)
6,626 (6,626)
4,500

502,377 (5,035)
505,499 (19,089)

1,224,423 15,574

546,338 6,949
0 (32,000)

546,338 (25,051)

l3l
l4l

t5l
t6l

NOTES:

[1] Refer to Appendix A for Details of Adjustments Contained in the ADR Agreement

[2] Refer to Appendix B, Page 1 of 10

[3] Depreciation lmpact of Removing Mr. Graat's Vehicle From Rate Base _l?Él_9l
[4] Elimination of Federal CapitalTax Provision __(6,62qL

[5] CapitalCost Allowance lmpact of Removing Mr. Graat's Vehicle From Rate Base _(ilgql
[6] Reduction in Junsen Loan Standby fee ($500,000 in Provision and 0.25 Percent in Rate) (4,217)

lnclusion of Unfunded Debt in lnterest Provision (14,872\
(19,089)





Appendix B
Page 3 of 10

NATURAL RESOURCE GAS LIMITED
UTILITY RATE BASE

For the Year Ending September 30, 1998
(s)

Company
After ADR

lmpact
nl

11,335,777
3,173,457

Board
Adiustments

(37,891)
0.7411

9,162,320

140,895
31,379

(30,150)

(69,872)
102,402

8,264Jn (30J50)

Per
Board

Utility Plant
Gross Plant at Cost
Accumulated Depreciation

Net Utility Plant

Allowance for Working Capital
lnventory
Working Cash Allowance
Customer Security Deposits

TotalWorking Capital

Utility Rate Base

t2l
tsl

11,297,996
3,165,716
8,132,',17O

140,895
31,379

(69,872)
'102,402

_8,2U,572

_(%qgu
(7,741\

NOTES:

[1] Refer to Appendix A for Deta¡ls of Adjustments Contained in the ADR Agreement

[2] Removalof Mr. Graat's Vehicle on Gross Plant

[3] lmpact of Removalof Mr. Graat's Vehicle on Accumulated Depreciation
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Per Gompany and
ADR Agreement [1]

Long-Term Debt
Short-Term Debt
Operating Loan
Unfunded Debt

Common Equity

Total

NATURAL RESOURCE GAS LIMITED
CAPITALIZATION AND COST OF CAPITAL

For the Year Ending September 30, 1998
($)

Capital
Structure Ratios Cost Rate

4,184,793 50.63% 11.85%

130,000 1.57% 7.53%
(182,432\ -2.20o/o 7.53%

4,132,361 50.00% 10.30%

8,264Jn 100.00%

Return
Component Return

6.00% 495,706

0.12% 9,793
-0.17o/o (13,737)

5.15% 425,633

11.10% 917,395

Per Board

Long-Term Debt
Short-Term Debt
Operating Loan
Unfunded Debt

Common Equity

Total

Capital
Structure Ratios Cost Rate

4,184,793 50.82% 11.74% [2]

130,000 1.58% 7.530/o
(197,507) -2.40o/o 7.53o/"

4,117,286 50.OOo/o 10.30o/o

8,234,572 100.OO%

Return
Component Return

5.97o/o 491,489

0.12o/o 9,793
-0.18"/o (14,872)

5.15% 424,080

11.06% 910,490

NOTES:

['f ] No Direct ADR Agreement lmpact. lndirect lmpact of ADR Rate Base Agreements.

[2] Reduction in Junsen Loan Standby fee ($500,000 in Provision and 0.25 Percent in Rate) 4,217
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NATURAL RESOURCE GAS LIMITED
DETERMTNATTON OF REVENUE EXCESS(DEFIC|ENCY)

For the Year Ending September 30, 1998
($)

Company
AfterADR Board
lmpact Adiustments

ttl
1,184,820 25,946

Per
Board

1,210,766Net Utility lncome

Utility Rate Base

lndicated Rate of Return

Required Rate of Return

Rate of Return Excess/(Deficiency)

Excess/(Def iciency) After Taxes

Provision for lncome Tax (44.62/o)

Gross Revenue Excess/(Deficiency)

8.264.722 (30.150) 8.234.572

14.340/o

'11.107o

0.36%

-O.O4o/"

14.70%

11.06%

3.24To 0.40o/ø

267,777

215,750

31,961

25,751

299,738

241,501

483,s27 57,712 541.239

NOTES:

[1] Refer to Appendix A for Details of Adjustments Contained in the ADR Agreement
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NATURAL RESOURCE GAS LIMITED
UTIL¡TY INCOME

For the Year Ending September 30, 1999
($)

Revenue
Gas Sales
Cost of Gas
Gas Sales Margin

Other Revenue (Net)

Total Revenue

Expenses
Operations and Maintenance
Depreciation
Property and Capital Taxes

Total Expenses

Utility lncome Before
lncome Taxes

lncome Taxes

Utility lncome

Company
After ADR Board
lmoact Adiustments

nl
6,423,652 12,956 t2l
3,083,169 29,002 t?l
3,340,483 (16,046)

468.127 0

Per
Board

6,436,608
3,112,171
3,324,437

468,127

3,792,564

1,549,944
495,583
245,197

2,290,714

3,808,610 (16,046)

1,549,944
488,708 (3,125) [4]
255,504 (10,317\ [5]

2,294,156 (13,442)

1,090,133 32,556 _1,122,689

NOTES:

fll Refer to Appendix A for Details of Adjustments Contained in the ADR Agreement

[2] Impact of Rate 1 lndustrialCustomers Using Weighted Sales Rate (80.271903 Per m3). 12,956

1,514,454 (2,604\ 1,51 1,850

424,321 (35,160'l 161 389,161

5,917
23,095

_2g,oo2

___(æqL

_ll_0,317L

[3] lmpact of Rate I Industrial Customers Using Weighted Gas Costs l.$.124177 Per m3).
Increase in Gas Commodity Cost of Norfolk Contract Commencing June lggS

[4] Depreciation lmpact of Removing Mr. Graat's Vehicle From Rate Base

[5] Elimination of Federal CapitalTax Provision

[6] See Appendix B, Page 7 of 10
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NATURAL RESOURCE GAS LIMITED
CALCULATION OF INCOME TAXES

For the Year Ending September 30, 1999
($)

Utility lncome Before Taxes [2]

Plus:
Depreciation Expense
Federal CapitalTax
Meals and Entertainment

Less:
Capital Cost Allowance
lnterest Expense

Taxable lncome

lncome Taxes (44.62%)
Small Business Deduction

lncome Taxes (44.62%l

Company
After ADR Board
lmpact Adiustments

ttl
1,514,454 (2,604)

488,708 (3,125)
10,317 (10,317)
5,000

549,724 (3,787) [5]
517,788 (5,175)

950,967 (7,084)

424,321 (3,160)
0 (32,000)

4243A (35J60\

tsl
t4l

t6l

Per
Board

1,511,850

485,583
0

5,000

545,937
512,613

943,883

421,161
(32,000)

_@l_aL

NOTES:

[1] Refer to Appendix A for Details of Adjustments Contained in the ADR Agreement

[2] Refer to Appendix B, Page 6 of 10

[3] Depreciation lmpact of Hemoving Mr. Graat's Vehicle From Rate Base ___(æqL

[4] Elimination of Federal CapitalTax Provision _0_qtrL
[5] CapitalCost Allowance lmpact of Removing Mr. Graat's Vehicle From Rate Base _lgrZglL
[6] Reduction in Junsen Loan Standby fee ($500,000 in Provision and 0.25 Percent in Rate) (S,7TS)

lnclusion of Unfunded Debt in lnterest Provision
(5,175)
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NATURAL RESOURCE GAS LIMITED
UTILITY RATE BASE

For the Year Ending September 30, 1999
($)

Company
After ADR Board Per
lmpact Adiustments Board

ttl
Gas Utility Plant
Gross Plant at Cost 12,428,291 (99,9461 t?l 12,388,945
Accumulated Depreciation

Net Utility Plant

Allowance for Working Capita!
lnventory
Working Cash Allowance
Customer Security Deposits

TotalWorking Capital

Utility Rate Base

3,551,071 (10,713) [3/ 3,540,358
8,877,220 (29,233) g,g47,gg7

140,933
19,590

(69,902)

140,933
19,590

(69,902)
90,52190,s21

8,967J41 (29,233\ _9,938,599_

NOTES:

[1] Refer to Appendix A for Details of Adjustments Contained in the ADR Agreement

[2] Removalof Mr. Graat's Vehicle on Gross Plant _lqg1ql
[3] lmpact of Removalof Mr. Graat's Vehicle on Accumulated Depreciation (10,713)
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Per Company and
ADR Agreement [1]

Long-Term Debt
Short-Term Debt

Operating Loan
Unfunded Debt

Common Equity

Total e,967J41 100.00%

Return
Comoonent Return

5.66% 507,713

0.1'lo/o 10,075
0.02% 1,733

5.05% 452.871

10ß4% W2,392

NATURAL RESOURCE GAS LIMITED
CAPITALIZATION AND COST OF CAPITAL

For the Year Ending September 30, 1999
($)

Capital
Structure Ratios Cost Rate

4,331,513 48.30%',t1.72%

130,000 1.450/o 7.75%
22,357 0.25% 7.750/o

4.483,871 50.00% 10.100/o

Per Board

Long-Term Debt
Short-Term Debt
Operating Loan
Unfunded Debt

Common Equity

Total

Capital
Structure Ratios Cost Rate

4,331,513 48.46% 11.59% [2]

130,000 1,45% 7.75"/"
7,741 0.09% 7.750/o

4,469,254 50.00o/o g.5O% [3]

8,938,508 100.00%

Return
Component

5.62%

0.11%
0.01%

4.75%

Return

501,938

10,075
600

424,579

10.49% 937.',t92

NOTES:

['l] No Direct ADR Agreement lmpact. lndirect lmpact of ADR Rate Base Agreements.

[2] Reduction in Junsen Loan Standby fee (8500,000 in Provision and 0.25 Percent in Rate) (5,775)

[3] Reflects Rate of Return Formula Using July 1998 Consensus Forecast
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NATURAL RESOURCE GAS L¡MITED

DETERMTNATTON OF REVENUE EXCESS(DEFICTENCY)

For the Year Ending September 30, 1999
($)

Company
After ADR Board
lmpact Adiustments

ttl
1,090,133 32,556Net Utility lncome

Utility Rate Base

lndicated Rate of Return

Required Rate of Return

Rate of Return Excess/(Deficiency)

Excess/(Def iciency) Afte r Taxes

Provision for lncome Tax (44.62%)

Gross Revenue Excess/(Deficiency)

8,967,741 (29,233) 8,938,508

12.16"/o

10.84"/"

O.4O"/o

-0.35%

Per
Board

1,122,699

12.56%

10.490/o

1.32% o.75% 2.07"/"

1',18,374 66,653 185,027

95,375 53,702 149,077

213,749 120,355 334,104

NOTES:

[1] Refer to Appendix A for Details of Adjustments Contained in the ADR Agreement


