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NATURAL RESOURCE GAS LIMITED 

RESPONSES TO INTERROGATORIES FROM 
THE ONTARIO ENERGY BOARD

ISSUE 1 – ADMINISTRATION 

Ref: Exhibit A – NRG Audited Financial Statement

1.3 Are NRG’s audited financial statements from 2006 to 2009 appropriate?

1. In Note 8 to NRG’s audited financial statement dated September 30, 2008, it has 
been noted that NRG has pledged all its present and future assets as security against 
the term note payable. Please answer the following questions with respect to the 
term note:

(a) Considering that all of NRG’s assets are pledged as security to the bank, does the 
Company have the ability to finance future expansions? Please provide a detailed 
response.

(b) Can NRG obtain financing from another institution or is it restricted to obtaining 
finance only from the Bank of Nova Scotia?

RESPONSE

(a)  A General Security Agreement (or GSA, whereby a borrower pledges all assets to the lender) 
is standard practice.  NRG would finance future expansion via its unused line of credit of $1 
million, earnings and/or additional borrowing (depending upon size of the expansion project(s)).

(b)  NRG is not restricted from obtaining financing from another financial institution.
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2. In Note 9 to NRG’s audited financial statement dated September 30, 2008, it is noted 
that the Company is subject to externally imposed capital requirements. Please 
calculate and provide the following ratios for the years 2007 through to 2009.

(a) EBITDA to interest expense plus current portion of long-term debt

(b) Current ratio (current assets to current liabilities)

(c) Total debt to tangible net worth

(d) Funds from Operations/Net Debt

(e) Funds from Operations Interest Coverage

RESPONSE

Please see Attachment. 



2007 2008 2009
EBITDA to Interest Expense plus
  Current Portion of Long Term Debt 2.54 1.74 1.71

Current Ratio 1.52 1.17 1.73

Total Debt to Tangible Net Worth 1.78 2.71 2.73

Funds from Operations/Net Debt 13.08% 5.93% 11.56%

Funds from Operations Interest Coverage 3.40 2.49 4.18

Attachment to OEB 2

RATIO SUMMARY
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Ref. ExhibitA1/ Tab5/Sch.1/Pages1-2

1.2 Has NRG amended its security deposit policy as directed in the Board’s EB-2008-
0413 Decision?  

3. With respect to the determination of the security deposit please confirm that NRG’s 
calculation is in accordance with the Board’s direction set out in EB-2008-0413, 
Appendix B, item 5.  More specifically, please confirm that NRG will be using the 
customer’s average monthly consumption of gas (and not the average annual 
consumption as indicated by NRG in its evidence) X the billing cycle factor to 
determine the maximum amount of a security deposit that NRG may require of a 
consumer.

RESPONSE

Confirmed.  This was a typographical error.  The security deposit should read “monthly” not 
“annual”.  NRG’s Rules and Regulations have been amended accordingly (see Attachment).



Attachment to OEB 3

1. INITIATION OF SERVICE

1.1 APPLICATIONS

The Company may, at its discretion, accept applications for gas service on existing service 
laterals or new service laterals.  Each applicant must complete an Application for Gas Service in 
the form attached as Schedule 1 A. Any business or company making application must also 
complete a Credit Application in the form attached as Schedule 1 B. The applicant must 
complete both sides of the blue copy and will receive the yellow copy for their records after 
approval.

The only exception to the above shall be in the case of contract rate customers. Contract rate 
customers are required to execute a contract for a specified term of not less than one year.

The Company will charge a $30.00 transfer/connection charge, plus applicable taxes, on all 
approved applications, which will be charged on the first gas billing.

1.2 SECURITY DEPOSITS (as per EB 2008-0413)

General: 
After an application for Gas Service is completed, the Credit Department will run a credit check 
and determine if a security deposit is required (outlined further below).The Security Deposit 
must be paid before connection can occur.

Determination of Security Deposit (All Residential & Commercial Customers )
The security deposit is determined based on the average monthly consumption of gas during the 
last 12 consecutive months, within the past two years, at the specific address in which the gas 
service is installed or will be installed. Note this is for new customers or for customers who no 
longer have a good payment history (defined below).

The maximum amount of a security deposit NRG may require a consumer to pay shall be 
calculated as follows:

Billing cycle factor 2.5 X average monthly consumption over past 12 consecutive 
months or consumers estimated consumption, or a reasonable estimate made by NRG.

Security deposits will not be required: 
• If a consumer is residential or general service, and a satisfactory credit check has been 

conducted, at the time of application. A beacon score of 680 + and a credit utilization of 
less than 50% will be required.

• If a consumer can provide a letter from another gas/ electricity distributor in Canada 
confirming good payment history.
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4. Please answer the following questions with respect to NRG’s security deposit policy:

(a) Please indicate why the onus is on the consumer to file a written request for a refund 
of the security deposit when NRG is conducting annual reviews to determine if a 
consumer is entitled to a refund or adjustment.

(b) Are consumers notified of results once a review has been completed (i.e. that they 
are indeed eligible for refund)? If not, then how would consumers know that they 
are eligible for a refund?

(c) Please advise whether NRG is able to return security deposits within six weeks of 
closure of a consumers account as per EB-2008-0413, Appendix B (18).  If not, 
please explain why. 

RESPONSE

(a)  As indicated in our policy, we review our customer’s deposits on an annual basis and if they 
meet the criteria as set out in the policy, a refund cheque or credit to their account is processed.  
No written request is required for this annual review.  We have allowed customers the additional 
option to file a written request for refund at any time.

(b)  Customers are notified by letter if the annual review determines that they are not eligible for 
a refund (with reasons provided).  Customers who are eligible for a refund receive a cheque or 
credit.

(c)  Yes.
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Ref. ExhibitA1/ Tab5/Sch.1/Appendix B#10

1.2 Has NRG amended its security deposit policy as directed in the Board’s EB-2008-
0413 Decision?  

5. Has any provision been made for consumers to pay security deposits in installments 
over 4 months? 

RESPONSE

Yes.  However, NRG is monitoring the impact of such a policy, since it could allow for a 
security deposit to only be fully funded after four months of non-payment.  The practical impact 
would be inadequate from a credit risk perspective.
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ISSUE 2 – RATE BASE

Ref. Exhibit B6-B8/Tab3/Sch.1

2.3 Is the forecast level of capital spending in 2010 appropriate?

2.4 Is the forecast level of capital spending in 2011 appropriate?

6. Please answer the following questions with respect to the capital spending program 
in 2010 and 2011:

(a) The Automotive component of Property Plant and Equipment is expected to rise by 
over $88,000 and $46,000 in 2010 and 2011 respectively. In addition, the 
corresponding level of depreciation is also expected to rise by over $92,000 and 
$100,000 for the same years. Please provide a detailed breakdown and explanation 
of the automotive costs. Also what depreciation policy was used to determine the 
2010 and 2011 estimate? 

(b) With respect to the Computer Equipment component of Property Plant and 
Equipment, please provide a detailed breakdown of these costs for 2010 and 2011 as 
well as an explanation of why costs have been increasing.  

(c) Please provide a breakdown of Meter component of Property Plant and Equipment 
for 2010 and 2011. Please also provide an explanation of why meter related costs are 
expected to increase.

(d) Please provide a detailed breakdown and explanation for the rise in Computer 
Software component of Property Plant and Equipment for 2010 and 2011.

(e) From 2009 there is a significant increase in Communication Equipment costs.  
Please provide a breakdown of these costs for the years 2009, 2010 and 2011.   Please 
also provide an explanation for the increasing trend in Communication Equipment 
costs. 

(f) Please provide a breakdown of the Rental Equipment (residential) costs for the 
years 2009, 2010 and 2011.  Please also provide an explanation for the recent rise in 
these costs. 

(g) With respect to Franchises and Consents, please provide a detailed breakdown of 
these costs for 2010 and 2011.  What depreciation policy was used to arrive at the 
depreciation amounts for 2010 and 2011? 

(h) Within “Franchises and Consents”, please explain the meaning of Consents and 
identify the items included in it. 
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RESPONSE

Preamble:  Please note that the questions refer to capital spending but the Schedules and 
numerical values cited are the Summary of Averages from the evidence.

(a)  Automotive expenditures for 2010 and 2011 are as follows:

2010: ½ Ton Pick Up $28,000

¾ Ton Pick Up $37,000

2011: 1 Ton Flat Bed $35,000

These vehicles are anticipated to meet the criteria for replacement as per our Fleet Policy.

Depreciation Policy = Straight line over 6 years, consistent with prior years.

(b)  Computer Equipment expenditures (prices inclusive of taxes, etc.) for 2010 and 2011 are as 
follows:

2010: $6,000

2011: $6,000

We have forecasted to upgrade our phone system and have accounted for this over a two-year 
period (current quote is $15,000).  These costs have not been increasing.  Expenditures in recent 
years are as follows:

Actual 2006: $21,852

Actual 2007: $18,270

Actual 2008: $11,879

Actual 2009 $  3,348

(c)  The breakdown of Meter component costs are as follows (prices inclusive of taxes, etc.):

2010:

Refurbished AL225 400 Qty $16,000

Refurbished RC230 250 Qty $10,000
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Refurbished AL425     40 Qty $  5,600

Refurbished AL800     10 Qty $  5,400

Refurbished AL1000     10 Qty $  5,400

Refurbished AL1600        2 Qty $  2,400

New Large Rotary        6 Qty $15,750

New Putnam Station        1 Qty $10,000

New All meters * 510 Qty $69,450

* includes 10 large

2011:

Refurbished AL225 400 Qty $17,600

Refurbished RC230 250 Qty $11,000

Refurbished AL425     40 Qty $  6,160

Refurbished AL800     10 Qty $  5,940

Refurbished AL1000     25 Qty $14,850

Refurbished AL1600        2 Qty $  2,640

New Large Rotary        6 Qty $14,150

New Putnam Station        1 Qty $10,000

New All meters ** 325 Qty $67,660

** includes 15 large

For an explanation of meter-related costs, please see response to Board Staff IR 8(a). 
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(d)  Our current software for billing does not generate a number of reports that are required in 
order to properly manage the business.  We brought in a programmer to assist in improving the 
reporting and we have a number of reports that will be created in fiscal 2010 and fiscal 2011, 
such as:

 security deposit eligibility

 hot water heater tracking

 accounts receivable improved report with additional information 

 accrual of gas on a m basis

In addition, we will be streamlining our existing MS access system (cost of $7,350).

We will also be looking at alternative billing software packages in existence that might offer 
improved reporting to management and easier programming.  The current software program is 
over 25 years old and is very timely/costly to create any upgrades.  

(e)  Communication equipment expenditures are anticipated to be:

2009:

Cellular/Radio Backhaul System $  8,478

New Meter Readers and Desk Dock $12,348

Alpha Numeric Pagers $     302

2010: 

$20,000:  Consisting of a new radio hub for Norfolk to reach more well locations, as well as 
antenna and site upgrades to increase reliability from existing sites.

2011:  

$20,000:  Consisting of expansion of the radio system to include more mercury unit.  This 
expansion will help us monitor and report problems sooner and track incoming and outgoing gas 
more accurately.  An average communications package for a site is $2,000.  In preparing this 
response, NRG realized that it had not included $26,000 for the communications software in the 
budgeted amount.  However, NRG will manage this cost over the IRP term, and is not seeking to 
amend its requested amount.
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(f)  Rental equipment capital additions are as follows:

Actual 2008 $245,961

Actual 2009 $222,983 

Bridge Year 2010 $193,009

Test Year 2011 $202,659 

This relates to Rental Hot Water Heaters, which is removed from the company-wide revenue 
requirement through cost allocation.  The increase from year 2010 to 2011 is based on an 
anticipated 5% increase in costs.  

(g)  The expenditures for Franchises and Consents for 2010 and 2011 are:

The original cost (i.e., gross property, plant and equipment) as at October 1, 2009 was $413,057.  
This cannot be broken down with the exception of the Aylmer franchise renewal costs (see 
response to Board Staff IR 7(c)).  The accumulated depreciation is $159,281, leaving a net book 
value of $253,776 (annual depreciation = $97,483).  The depreciation policy is to amortize over 
the life of the franchise.

(h)  The term “Consents” appears to be a legacy term used in our rate model.  We are not sure 
whether certain costs related to consents to utilize land were previously incurred by NRG.
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Ref. Exhibit B5-B6/Tab3/Sch.1, Exhibit B6/Tab2/Sch.1

2.2 Were amounts closed (or proposed to be closed) to Rate Base in 2008 and 2009 
prudently incurred in view of the fact that not all amounts received OEB scrutiny? 

7. Please answer the following questions related capital expenditures in 2008 and 2009:

(a) There was a significant increase in Computer Equipment costs for 2008 and 2009.  
Please provide a breakdown of the Computer Equipment costs of $150,192 and 
$164,663 for 2008 and 2009 respectively. 

(b) Please provide a breakdown of 2008 Plastic Mains costs of $7,027,030. 

(c) Please provide a breakdown of the 2009 Franchise cost of $261,963 as well as an 
explanation of these costs.

RESPONSE

(a)  Please note that the figures of $150,192 and $164,663 are the gross property, plant and 
equipment summary of averages, so a breakdown cannot be provided.  The computer equipment 
expenditures for these two years are as follows:

2008 (Total Expenditures = $11,878)

New computers (2) $2,850
Modems/solar panels   5,159
Part Switches       977
Notebook (1)    1,771
New printer       471
Router       650

2009 (Total Expenditures = $3,348)

New computers (2) $3,231
New printer      117

(b)  A breakdown of  pipeline main additions for 2008 can be found at Exhibit B5, Tab 2, 
Schedule 2.

(c)  This figure relates to the Aylmer Franchise renewal costs.  A breakdown of the revised costs 
for the Aylmer franchise renewal is attached.  The amount has been corrected (for a modest 
reduction). 



Date Vendor No. Total

11-Nov-08 Lenzner, Slaght 78232 1,215.00            
8-Apr-09 Lenzner, Slaght 81242 38,573.14          

11-May-09 Lenzner, Slaght 81729 12,521.62          
13-May-09 Lenzner, Slaght 81972 1,342.76            

Lenzner, Slaght 82586 4,473.22            
Lenzner, Slaght 83774 8,833.39            
Lenzner, Slaght 85504 22,481.19          

12-Mar-08 Ogilvy Renault 790242 2,025.00            
14-Apr-08 Ogilvy Renault 798365 13,300.00          
18-Jul-08 Ogilvy Renault 823380 8,411.25            
24-Nov-08 Ogilvy Renault 857842 7,355.73            
16-Dec-08 Ogilvy Renault 865556 13,713.29          
23-Jan-09 Ogilvy Renault 873013 21,674.25          
23-Feb-09 Ogilvy Renault 882024 9,104.57            
13-Mar-09 Ogilvy Renault 886722 41,283.69          
8-Apr-09 Ogilvy Renault 893602 8,895.25            

25-May-09 Ogilvy Renault 904965 609.51               
16-Jun-09 Ogilvy Renault 910518 1,053.04            
16-Jul-09 Ogilvy Renault 917060 6,045.49            
12-Aug-09 Ogilvy Renault 924110 1,890.00            
5-Jun-09 Ontario Energy Board 2010004 11,216.02          
28-Feb-09 Aiken & Associates 905-2009 218.75               
5-May-09 IGPC 4,655.89            
5-May-09 Town of Aylmer 18,410.03          

259,302.08      

Attachment to OEB 7 (c)

Aylmer Franchise - Detail
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Ref. Exhibit B1/Tab2/Sch.1, Ref. Exhibit B8/Tab2-3/Sch.2-3

2.3 Is the forecast level of capital spending in 2010 appropriate? 

2.4 Is the forecast level of capital spending in 2011 appropriate? 

8. Please answer the following questions with respect to proposed capital expenditures 
for 2010 and 2011:

(a) Please provide a detailed breakdown of meter costs of $140,000 for 2010 and 2011.  
Please also explain the increase in meter costs as compared to 2009.

(b) Please provide further details regarding the year to date status of the mains 
additions projects for 2010. 

RESPONSE

(a)  Please refer to the response to Board Staff IR 6(c) for a breakdown of meter costs.  The 
increase in meter costs in 2009 can be explained as follows:

In 2008, meters were shipped to Measurement Canada for testing on December 31, 2008.  
Approximately 378 meters were tested and failed.  These meters were replaced in 2009 from 
inventory on hand from previous years.  Therefore,  there was no cost for meter purchases in 
fiscal year 2009.

In 2009, meters were shipped for testing in early October.  A number of meters tested were 
granted extensions from two years minimum to six years maximum.   The number of meters that 
failed testing were 624 (478 small and 146 large meters).  These 624 are scheduled to be 
replaced throughout 2010.  In addition, we are required to pull and submit for testing 140 meters 
from five groups.  We are anticipating that this testing will require the replacement of 
approximately 700 meters.   We are anticipating a high failure rate due to the fact that two of the 
five groups were given a two year extension in 2008, and these two groups represent include 
approximately 590 meters. 

In 2011, six groups of meters (for a total of 1200 meters) are to be tested.  We anticipate 
approximately  500 meters will require replacement. 

(b)  The Wilson Line Extension was completed as a loop in November 2009.  The Springerhill 
Extension was completed in January 2009.  Work on the Glencolin Line is scheduled to start in 
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June 2010 (estimated completion time is four weeks), and work on the Heritage Line Extension 
is scheduled to start in September 2010.
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Ref. Exhibit B8/Tab2/Sch.3

9. The Prouse Road to Avon Drive tie-in project has a benefit cost ratio of 0.83.  Please 
provide the following information regarding this project: 

(a) Which customers will be contributing an aid to construction, of what amount and 
for how long? 

(b) Please explain why the estimated cost of this project has been revised higher in the 
update.

(c) Has the project work sheet been updated to reflect the higher project costs?  

RESPONSE

(a)  It should be noted that the construction of this line represents a system expansion into an area  
presently unserviced, and by so doing it will open up the opportunity to provide future service to 
a grid of approximately 20 kilometers to areas both North and South of the proposed Prouse to 
Avon Line.

Attached is an updated File for the Prouse Road to Avon Capital Project. This file was updated 
on May 4, 2010 with the additional projection of adding 10 residential customers in year 3.  
These customers have been added to our projections since the new line on Prouse passes Spring 
Lake Resort which include permanent modular home sites. This opportunity was missed on our 
submitted project summary. The addition of these 10 customers in year 3 brings the Cost Benefit 
Ratio to 1 and thus eliminates the previous aid to construct requirement.

(b)  The Project costs were revised January 21, 2010 to correct a previous program error that 
resulted in a portion of the project material cost not being inputted into the total project costing. 
This program correction was made to reflect the corrected estimated project cost. 

(c)  The project work sheets in our rates submission reflected this change as does the updated 
file.

Note:  Although the NPV of costs on the updated schedule has now increased slightly from the 
one currently in our rates submission ($99,890 vs $95,940) we feel it is not sufficiently material 
to warrant an update to our submission.
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Project SummaryNATURAL RESOURCE GAS LIMITED

Aid to Construct Calculator

Project Description: Prouse road to Avon tie in
Planned for Fiscal: ( WITH Spring lake trailer park)
Date of Last Test: Nov.02 2009 up date May 4 2010
Nature of Project (MA, MR)

Size Description Quantity
Unit of 
Measure Price Total

6" P.E. Pipe -                   m -$             -                      
4" P.E. Pipe 4,500            m 15.10$          67,950             
3" P.E. Pipe -                   m 9.50$            -                      
2" P.E. Pipe -                   m 3.76$            -                      

1.25" P.E. Pipe -                   m 2.31$            -                      
1" P.E. Pipe -                   m 1.58$            -                      

1/2" P.E. Pipe -                   m 0.63$            -                      
1/2" service risers -                   m -$             -                      

Tracer Wire 4,950            m 0.22$            1,089               
Total 69,039             

Hours Hourly Rate  Total 
Labour

180               25.40 4,572               
-                   25.40 -                      
-                   25.40 -                      

Total 4,572               

Capitalized Equipment Hours Hourly Rate  Total 
Trucks 60                4.90$            294                  
Generator 10                1.50$            15                   
Trencher 20                39.00$          780                  
Compressor 10                3.60$            36                   
Kubota 30                2.20$            66                   
Plow 30                22.10$          663                  

 Total 1,854               

Capitalized Depreciation Hours Hourly Rate  Total 
Trucks 60                1.20$            72                   
Generator 10                0.50$            5                     
Trencher 20                -$             -                      
Compressor 10                4.20$            42                   
Kubota 30                4.80$            144                  
Plow 30                26.50$          795                  

 Total 1,058               

Subcontractors & Rentals
Unit of 

Measure Units Hourly Rate  Total 
Lumpsum m 800               20.00$          16,000             

-                   -$             -                      
Total 16,000             

Total Cost 92,523$         
Contingency 10% 9,252               
Total Project Cost 101,775$       

Cost per Meter 20.60$             

Benefit Cost Ratio 1                     

Aid to Construction -$                    
Aid to Const (each) -$                    

Payback (Years) 30                   

Expected Customer Additions Potential 1 2 3 4 5 Total
 Residential 40                10                10                10                   -                   -                   30          
 Commercial -                   -                   -                   -                      -                   -                   -            
 Industrial Rate 1 1                  1                  -                   -                      -                   -                   1            
 Industrial Rate 4 -                   -                   -                   -                      -                   -                   -            
 Seasonal -                   -                   -                   -                      -                   -                   -            
 Industrial Rate 3 - Firm -                   -                   -                   -                      -                   -                   -            
 Industrial Rate 3 - Interruptible -                   -                   -                   -                      -                   -                   -            

Year
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Ref. Exhibit B8/Tab4/Sch.1

2.5 Is the working capital allowance for 2010 and 2011 appropriate? 

10. Please provide a detailed explanation of how NRG arrived at the monthly level for 
security deposits provided in Exhibit B8/T4/S1 (updated), and B7/T4/S1.)

RESPONSE

The security deposit levels were based on the balance on hand at time of submission of this rate 
application less the amount of security deposits greater than one year old which met the criteria 
for refund.  This amount was approximately $250,000.

It was assumed any current security deposits being returned were equal to the security deposits 
on new accounts or delinquent accounts being received.

As at March 31, 2010 the security deposit balance is $245,190.  There is still a balance of 
approximately $95,000 that are greater than one year old that meet the criteria for refund.  
However, the balance of $250,000 appears to be too high, and we have amended the schedules 
accordingly to a balance of $150,000.  Please see attached.



Allowance for Workina Ca~i ta l  

October 
November 
December 
January 
February 
March 
April 
May 
June 
July 
August 
September 

Total 

Attachment to OEB 10 

NATURAL RESOURCE GAS LIMITED 

Allowance for Workina Ca~ i ta l  
Test Year 2011 

($'s) 

Cash 
Working 

Inventorv Ca~i ta l  
Security 
D ~ D O S ~ ~ S  

Tota I 
Allowance 
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Ref: Exhibit B7/Tab2/Sch.1

2.6 Are amounts related to the IGPC pipeline added to 2009 rate base appropriate? 

11. Please provide a detailed breakdown of the $5,073,000 new steel mains costs for 
2009 (actual) related to the IGPC pipeline.   

RESPONSE

Please see Attachment. 



Total Costs

NRG Paid 
Directly to 3rd 

Party
Payable by NRG 
(Contingencies)

IGPC Paid 
Directly to 3rd 

Party

Materials

 Pipe 863,420                -                        -                           863,420           

 Custody Transfer Station 884,003                -                        -                           884,003           

 Construction Material 92,822                  92,822               -                           
Total Material 1,840,245           92,822              -                          1,747,423       

Prime Contractor

 Prime 3,188,173             3,188,173           -                           -                      
Total Labour & Material 5,028,418           3,280,995         -                          1,747,423       

Labour

 Project Manager/Inspection 397,945                397,945              -                           -                      

 Design, Drafting, Procurement 794,530                794,530              -                           -                      

 Environmental 79,919                  42,436               -                           37,483             

 Regulatory & Other Legal 989,228                763,140              226,088                -                      

 Survey 72,118                  72,118               -                           -                      

 Non Destructive Testing 211,809                211,809              -                           -                      

 Local NRG Labour 3,528                    3,528                 -                           -                      
Total Labour 2,549,077           2,285,506         226,088              37,483            

 Insurance 62,000                  62,000               -                           -                      

 Finance Fees 48,142                  48,142               -                           -                      

Total Other 110,142              110,142            -                          -                      

Customer Transfer Station

 Union Aid to Construct 736,000                -                        -                           736,000           

 Land - NRG side 12,105                  12,105               -                           -                      

Total Other 748,105              12,105              -                          736,000          

Sub-total 8,435,742           5,688,748         226,088              2,520,906       

Interest 217,073                217,073              -                          -                      

Net Project Costs 8,652,814           5,905,820         226,088              2,520,906       

Payments made from IGPC directly to NRG (1,058,908)         -                       1,058,908        

Net Investment 8,652,814           4,846,912        226,088              3,579,814      

SUMMARY Actual Original Budget

Paid by NRG 4,846,912             5,310,000           

Contingencies 226,088                -                     

Total Cost on NRG's books 5,073,000             5,310,000           

Paid by IGPC 3,579,814             3,790,000           
Total Cost of Project 8,652,814             9,100,000           

Attachment to OEB 11
Cost of Pipeline - Summary



EB-2010-0018
Exhibit I

Tab 1
Page 17 of 53

May 18, 2010 
DOCSTOR: 1931188\3

ISSUE 3 – OPERATING REVENUE

Ref. Exhibit C7/Tab2/Sch.2

3.1 Is the customer addition forecast for 2010 appropriate? 

12. Please provide the year to date customer additions by rate class for fiscal 2010.

RESPONSE

The net customer additions as at March 31, 2010 (most current data) is as follows:

Rate 1(General Service)*: 141

Rate 2 (Seasonal Service): ( - 8)

Rate 3 (Special Large Volume): 0

Rate 4 (General Service Peaking): 0

Rate 5 (Interruptible Peaking): 0

*Within Rate 1, the Residential additions are 129, there is 1 fewer commercial customer, and the 
Industrial additions are 13.
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Ref: Exhibit C2/Tab1/Sch.1/Pg.8

3.3. Is the volume throughput and revenue forecast appropriate for 2010 and 2011?

13. In the Use Per Customer data presented in ExC2/T1/S1/Pg.8, average use for 
Residential and Industrial R1 customers is fairly stable from 2008. However, 
Commercial average use shows a declining trend from 2008 onwards. Please provide 
reasons for the declining average use in R1 commercial load when other R1 classes 
do not display a declining trend.

RESPONSE

The R1 Commercial class has seen the net addition of customers in fiscal 2008 and 2009. The 
added customers have lower average use compared to the existing customers in the class. This 
has contributed to a slight decline in overall class average use.
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ISSUE 4 – COST OF SERVICE

Ref:  Exhibit D8/Tab3/Sch.1

4.2 Is the O&M cost forecast for 2010 and 2011 appropriate?

14. Repair and Maintenance expenditures show a substantial increase in 2011, 
increasing from $162,662 to $289,066. Please provide reasons for the substantial 
increase in maintenance related expenditures. Also, please provide a breakdown of 
the repairs and maintenance costs for 2010 and 2011.

RESPONSE

The repair and maintenance cost breakdown is as follows:

Bridge 2010 Test 2011

General $ 49,446 $ 51,915 

Computer 40,807 42,848

Building 13,742 19,430

Other Equipment 5,775 6,064 

Small Tools 6,725 7,062

Rental – Outside Equipment 4,371 4,590

Ethanol Pipeline (Lakeside Contract) 41,796 43,050

Ethanol Pipeline (Maintenance) -  114,107

Total $162,662 $289,066

The increase from 2010 to 2011 is attributable to:

 a general 5% increase in repairs and maintenance, with exception of the Lakeside 
Contract (a 3% increase); 

 a $5,000 increase in building maintenance (upgrade to premises); and

 the maintenance contract with MIG Engineering for the ethanol pipeline commences in 
fall of 2010.  (Up until this time, the pipeline has been under a warranty and with the co-
operation of the manufacturer and suppliers as well as use of our service department, we 
have been able to satisfy maintenance activity requirements to this point in time.  This 
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short term solution needs to be modified because NRG staff size does not permit ongoing 
maintenance of this specialized pipeline without luring additional staff.  The maintenance 
contract is the most practical and cost effective solution.)   
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Ref:  Exhibit D7/Tab3/Sch.1 and Exhibit D8/Tab3/Sch.1

4.2 Is the O&M cost forecast for 2010 and 2011 appropriate?

15. Expenses related to bad debts are forecasted to increase substantially, from the 
$50,000 level in 2009 and 2010 to $75,000 in 2011. At the same time, collection 
expenses have also increased from $14,308 in 2009 to $20,000 in 2011.

(a) Please provide detailed reasons for the substantial increase in forecasted bad debt 
expenses for 2011.

(b) Why is there no decrease in forecasted bad debt expenses despite increased efforts 
in collection related activities as noted from the increase in collection expenses?

(c) Have the Company’s collection related efforts successful? If not, has NRG 
considered other alternatives to reduce bad debt?

RESPONSE

It is our belief that the current economic climate together with the most recent change in our 
security deposit policy will result in an increase in the number of accounts requiring collection 
expenses to be incurred.  There will be a decrease in our collection success rate, since we do not 
currently have the ability to offset these accounts with a security deposit, as we had in the past.

NRG does not believe a change in collections strategy would alter NRG’s bad debt expenses.  
Currently, NRG uses credit bureaus and small claims court for collections.  However, the bulk of 
NRG’s bad debt is attributable to customers that “skip town” and are difficult to then track down.  
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Ref:  Exhibit D7/Tab3/Sch.1 and Exhibit D8/Tab3/Sch.1

4.2 Is the O&M cost forecast for 2010 and 2011 appropriate?

16. Expenses related to dues and fees show a substantial increase in 2010 and 2011 as 
compared to 2009 ($41,705 versus $19,424). Please provide reasons for the 
substantial increase. Also, provide a breakdown of the cost item.

RESPONSE

The dues and fees for 2010 and 2011 are expected to be as follows:

Technical Standards & Safety

Pipeline Renewal License * $15,100
Audit 3,900
Certificate & License renewals 2,423

Training courses

2D & 3D Modelling 350
CAD 1,200
Fall Arrest 1,150

Enbridge Compliance Testing 2,800

Chamber of Commerce Dues 400

Measurement Canada Inspection Fees 160

Canadian Standards Association 695

MTO – License renewals 2,882

Miscellaneous 4,570

GL Industrial Services 6,075

Total $41,705

*   There is an  increase in renewal license in 2010 by $10,200
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Ref:  Exhibit D1/Tab3/Sch.3

4.3 Is the proposed advertising expense for 2011 appropriate?

17. NRG has proposed advertising expenditures of $98,000 for 2011. This includes a 
new initiative that will offer $1,000 rebate to customers to convert their vehicles to 
natural gas. Please answer the following questions with respect to this initiative:

(a) Why benefit will NRG derive from pursuing this initiative?

(b) What is the cost of this program in 2011?

(c) What is the expected uptake of this program? How many customers are forecasted 
to convert their vehicles to natural gas from 2011 to 2015? Please provide a 
breakdown for each of the years.

(d) Does NRG’s franchise area have the infrastructure to support this initiative (natural 
gas filling stations, conversion kits, repair facilities etc.)? Please provide a detailed 
response.

(e) Will NRG be developing the infrastructure or will it be developed by other 
partners/companies?

(f) Has NRG included any infrastructure costs in this Application? Please provide 
details.

(g) Is there supporting infrastructure outside NRG’s franchise area considering that 
vehicles that would be converted would travel outside NRG’s franchise area?

(h) How does NRG intend to make this initiative successful when Union Gas Limited, a 
larger distribution utility tried this program and abandoned it in 2004? 

Has NRG conducted any market research to understand the potential demand, consumer 
interest, risks and infrastructure requirements of this initiative

RESPONSE

The advertising expense is comprised of a number of initiatives to promote NRG and increase 
the use of natural gas.  They include the following direct advertising expenses:

Direct Advertising:

Updating the Company Brochure 
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Newspaper Advertising 
 This is a recurring expense - advertising in the local newspaper 
 Campaign to target new customer service highlighting reasonable 

installation costs
 Advertisement in publications, such as: 

 Home and Garden
 Backyard Vacations
 Progress (Business Focus)
 Fire Safety
 Christmas Magazine

Local sponsorship promotional advertising, such as:
 East Elgin Community Centre 
 Attendance at local Trade Shows
 International Plowing Match
 Chamber of Commerce

Website 
 A website for NRG to promote public awareness of our services

Flyers 
 As in the past, we are planning on doing this in 2011 with the introduction 

of a new flyer to be delivered within our Franchise areas.

Conversion Advertising  
 “Powered by Natural Gas” on all our trucks
 Promotional Flyers
 Ads in Newspapers

Promotional Rebates: 

Continue current promotional rebate program 

Vehicle – Natural Gas Sales (Budget = $15,000)

 Our preliminary research of the conversion of our wholly owned fleet of 
vehicles to natural gas has shown significant savings.  Based on data from 
the conversion of our own fleet there is a savings of approximately 40% 
per vehicle, which is a 27 month payback on the cost to convert.  These 
savings and the benefits to NRG are maximized when using gas supplied 
from NRG and that is what we would be promoting.  Local fleets, such as 
school bus operations, truck lines, delivery businesses, and individually 
owned vehicles.
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 We will be offering a substantial rebate to the first customers to convert 
per designated areas throughout the Franchise Area.  It is hoped that word 
of mouth will take over from there and if possible we would like to have a 
standard rebate for conversions for the short term.

Any combination of these initiatives will be introduced with the intent of spending on average 
$98,000 per year over the IR Period.

With respect to natural gas vehicles, the current trend is to utilize compressed natural gas home 
refuelling units, which are easy to install and operate, and are reasonably priced.  We feel this is 
a viable option to promote our product in our franchise area, which will generate sales and 
revenue.  

With respect to Union Gas initiative we cannot address why they abandoned this initiative.
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Ref: Exhibit D1/Tab3/Sch.6

4.4 Are the proposed regulatory costs for 2011 appropriate?

18. The evidence indicates that the external regulatory costs for preparing the 2011 
rates application includes $350,000 of consulting costs. Please provide a breakdown 
of the costs. Also, please provide reasons for the sizeable amount of this cost.

RESPONSE

NRG had initially budgeted $350,000 for both Elenchus Research Associates (“ERA”) and 
Aiken & Associates.  Based on billings to date, this amount now appears to be too low – as at 
April 30, 2010, ERA had billed $281,859.00 and Aiken & Associates had billed $29,075.00.  
Consequently, NRG has updated the $350,000 to $500,000.  

These amounts are more than in past years for several reasons:

 This application represents NRG’s first multi-year incentive regulation plan (“IRP”).  
Consequently, the amount budgeted for ERA includes fees related to the preparation of 
an NRG-specific IRP.  

 In addition, this application is the first rate application made to the Board with IGPC as a 
distribution customer.  The existence of IGPC as a customer necessitated the creation of 
an entirely new customer-specific rate class, which raised certain unique issues 
including: (a) determining the appropriate depreciable life to apply to the IGPC 
dedicated line; and (b) the allocation of common costs to the new rate class.

 Aiken & Associates had previously been NRG’s consultant for rate applications.  
Because this application involved the significant issues noted above (i.e., the IRM and 
new rate class) and the Board’s tight timeline for filing the application, Mr. Aiken did 
not believe that he could undertake the work involved in preparing this application and 
evidence.  Consequently, NRG determined that the best long-term solution would be to 
purchase the rate model that Mr. Aiken had developed for NRG and retain a larger firm 
for this application.  The amount paid to Aiken & Associates was primarily for the 
purchase of the rate model NRG has historically been using (which was developed by 
Mr. Aiken).

 Finally, it has been four years since NRG last filed a rate application, which means that 
there is a significant amount of historical data to be filed as part of this application.
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Ref:  Exhibit D1/Tab3/Sch.4

4.5 Are the management fees proposed for 2011 appropriate?

19. NRG has proposed management fees of $235,157 for 2011. Please answer the 
following questions with respect to this charge:

(a) Please provide a breakdown of the proposed management fees for 2011.

(b) The evidence indicates that the significant increase in 2009 resulted mainly from 
moving the Controller and Assistant Controller functions from NRG to Ayerswood 
Development Corporation. Please identify the corresponding decrease in other cost 
categories as a result of moving the Controller functions to Ayerswood.

RESPONSE

(a)  The breakdown of management fees for 2011 is as follows:

Executive Support $  20,000

Financial Management 135,000

Support Staff 20,000

Office Support & Expense 60,157

Total $235,157

(b)  The decrease is in Total Salaries, as follows:

Total Salaries 2008 $1,196,983

Total Salaries 2009 $1,093,368

Decrease $103,615

Please note that Total Salaries is prior to any allocation to ancillary services or capitalized 
labour.
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Ref:  Exhibit D1/Tab3/Sch.7/Pg.2

4.6 Are the IGPC period costs for 2010 and 2011 appropriate?

20. NRG’s 2011 insurance costs are estimated to be $284,925 of which $197,962 is 
attributable to IGPC. The evidence indicates that NRG proposes to allocate 59% of 
the premium related to the $15 million general liability insurance coverage to IGPC 
(based on throughput). Please answer the following questions with respect to this 
allocation:

(a) What coverage does the general liability insurance provide?

(b) What is the relationship between throughput and the coverage provide under 
general liability insurance? 

(c) Why is IGPC’s throughput an appropriate allocator as compared to the net book 
value of the IGPC pipeline in determining the allocation of the general liability 
insurance premium?

(d) Please recalculate the allocation based on the net book value of the IGPC pipeline as 
a proportion to the total assets of NRG in rate base and provide IGPC’s portion of 
the general liability insurance premium.

RESPONSE

(a)  NRG’s commercial general liability insurance covers $2 million coverage per occurrence 
(bodily injury or property damage); $2 million coverage (products/completed operations); and $6 
million (general aggregate).

(b)  It is NRG’s position that its general liability insurance would be called upon if, for example, 
there was a catastrophic failure of any of its mains or services or fixtures thereto such that a 
sudden and uncontrolled release of natural gas occurred.  NRG has used gas volume throughput 
to allocate general liability insurance because it relates to the consequences that would be 
mitigated against through this policy.

(c)  NBV is determined through accounting data and methodologies.  NBV does not correlate to 
the risk of an uncontrolled natural gas release.  
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(d)  

2011 IGPC pipeline NBV: $4,428,306*
*  Please note that this is not the true cost of the pipeline but only the NBV of the cost net of IGPC’s aid-to-construct.

2011 rate base: $13, 618,731
ratio of IGPC pipeline NBV to 2011 rate base: 32.5%

scenario allocation of G.L. and umbrella insurance to IGPC:
comprehensive general liability insurance premium: $165,452
revised allocation to IGPC: $53,772
additional umbrella liability insurance premium: $42,262
full allocation to IGPC: $42,262
business interruption insurance premium: $25,580
full allocation to IGPC: $25,580



Natural Resource Gas Limited

Coverage Premium Coverage Premium

General Liability Coverage 2,000,000            88,882$        2,000,000       94,467$       

Umbrella Liability 8,000,000            55,132          13,000,000     95,223         

10,000,000          144,014        15,000,000     189,690       

Additional Umbrella Liability 5,000,000            20,125          

15,000,000          164,139        15,000,000     189,690       

Additional Umbrella Liability 5,000,000            20,125          

20,000,000          184,264        15,000,000     189,690       

Additional Umbrella Liability 

20,000,000          184,264        15,000,000     189,690       

 * - 100% charged to IGPC
Deliveries Union Gas Total

Capital - Cost into System Transportation
Total 22,656,996    53,652,236     4,015,538    57,667,774         
Ethanol 9,041,662      31,537,291     1,218,150    32,755,441         

40% 59% 30% 57%

Natural Resource Gas Limited
At 59% At 40%
2011 2011

Coverage Premium Ethanol Premium Ethanol Premium

General Liability Coverage 2,000,000            88,882$        3,555             85,327$       50,156                34,131           

Umbrella Liability 8,000,000            55,132          2,205             52,927$       31,111                21,171           

10,000,000          144,014        

Additional Umbrella Liability 5,000,000            20,125          805                19,320$       11,356                7,728             

15,000,000          164,139        

Additional Umbrella Liability 5,000,000            20,125          20,125                20,125           

20,000,000          184,264        

Additional Umbrella Liability 5,000,000            20,125          20,125                20,125           

25,000,000          204,389        132,873              103,279          

Transfer Stations 33,702          33,702                33,702           
166,575              136,981          

Attachment to OEB 20 (a)

 Less 4% NRG Corp Portion

2010 2009

2011



OEB Interrogatory # 20

% IGPC
Allocator Coverage Premium Coverage Premium

Property Insurance (39 Beech St) 860,000         2,828             574,257         2,106          
Equipment Floater 203,015         1,355             222,193         2,258          
Fleet Insurance 12,062           11,865        

31.5% 5,117         16,245           16,229        

General Liability Coverage 2,000,000      93,326$         2,000,000      80,000$      

Umbrella Liability 13,000,000    79,020           13,000,000    85,904        

15,000,000    172,346         15,000,000    165,904      

Less: 4% allocated to NRG Corp (6,894)           

59.0% 97,617       165,452         

Additional Umbrella Liability 100.0% 42,262       10,000,000    42,262           

Business Interruption Insurance 100.0% 25,580       25,580           

Transfer Stations 100.0% 35,387       1,785,000      35,387           

200,846     284,925         182,133      
197,962     

2011 2008
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Ref:  Exhibit D1/Tab3/Sch.7/Pg.4

4.7 Is NRG’s proposed depreciation life for the IGPC pipeline appropriate?

21. The evidence indicates that no other customers are expected to connect to the new 
IGPC pipeline. Have any customers expressed an interest in connecting to the new 
line? If “Yes”, please provide details.

RESPONSE

No, and at this time no potential customers have located in the area.
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Ref: Exhibit D8/Tab6/Sch.1

4.10 Is the income tax forecast for 2010 and 2011 appropriate?

22. Please answer the following questions with respect to the calculation of income taxes 
payable for the 2011 Test Year.

(a) The federal income tax rate on page 1 use to calculate 2011 taxes payable shows a 
rate of 16.88% in place of 16.5%. Please provide the appropriate reference to this 
rate.

(b) NRG is eligible for the small business deduction. This has not been included in the 
income tax calculations. Please recalculate using the appropriate credits and 
deductions.

(c) NRG is claiming a total federal income tax of $38,649. Board staff’s calculation 
indicates an amount of $30,195 or an effective rate of 13.2% that includes small 
business credits. Please reconcile or explain the difference.

RESPONSE

(a)  Refer to response to IGPC IR 53.

(b) and (c)  The federal small business deduction is available for Canadian Controlled Private 
Corporations with less than $10 million in taxable capital.  It is then clawed back for capital 
between $10 million and $15 million.  Companies with over $15 million of taxable capital are 
not entitled to the small business deduction.  NRG had for their September 30, 2009 year end 
taxable capital of over $15 million, and is expected to have capital over $15 million in the next 
few years as well.  Therefore NRG is not entitled to the small business deduction.
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Ref:  Exhibit D1/Tab2/Sch.1

4.13 Is the cost of gas from 2007 to 2011 appropriate?

23. NRG purchases gas from an affiliate which is classified as “Local Production – A” 
in the Cost of Gas schedules (D4-D8/T2/Sc1). Please answer the following questions 
with respect to gas purchased from the affiliate.

(a) In the 2005-0544 Decision, the Board on page 19 accepted NRG’s methodology to 
calculate natural gas prices associated with purchasing gas from the affiliate. Please 
confirm that NRG has complied with the directives of the 2005-0544 Decision. 
Please explain fully if NRG has not complied.

(b) The evidence (D4-D8/T1/Sc1) shows the cost of gas purchased from the affiliate. The 
cost is $0.3012 m3 for 2007, 2008, 2009 and 2010. It is the same for all the four years. 
Please explain how prices which are calculated on the basis of a market price for the 
last 10 days of September can be identical for 4 years. Please provide a detailed 
response.

(c) Please provide a copy of the “Source Report” identified on page 17 of Decision with 
Reasons in EB-2005-0544 for the month of September showing daily prices for 2007, 
2008 and 2009. Please also calculate the average price for the last 10 days of 
September from this report for 2007, 2008 and 2009.

(d) If NRG cannot provide the “Source Report”, would NRG agree if the Board 
recalculated the price using the same methodology from a different publicly 
available source for gas purchased from the affiliate in 2007, 2008 and 2009?

RESPONSE

NRG’s former management neglected to calculate the commodity price for natural gas purchased 
from NRG Corp. in accordance with the methodology set out in EB-2005-0544 decision for the 
years noted in part (b) of the question.  In order to determine the impact of this omission on 
NRG’s customers, NRG has re-calculated the amounts using the Board-approved methodology 
and compared that amount to the actual amounts paid to NRG Corp.  The end result is that for 
fiscal 2007, 2008 and 2009, NRG’s ratepayers have paid slightly less for the natural gas than if 
NRG had used the Board-approved methodology.  See attached reconciliation, which shows 
NRG’s ratepayers having benefited by $71,897.

In addition to the reconciliation prepared by NRG, we are also enclosing a copy of the 
supporting Energy Source reports (along with currency conversion figures).  During this period, 
Energy Source discontinued their 1-year forward price forecast, so NRG has used a Shell 
Trading report.  Should the Board determine that the existing methodology be continued, it is 
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NRG’s view that the Shell Trading report replace the Energy Source report.  Shell is a larger 
industry player, and their reports appear to be more consistent and reliable. 

For fiscal 2010 (to date), the price paid to NRG Corp. (which was not adjusted – i.e., remains at 
the $0.3012 per cubic metre price) is above the price that would have been generated by the 
Board-approved methodology in EB-2005-0544 (which would be $0.229607 per cubic metre).  
Based on volumes supplied from October 1, 2009 to April 30, 2010 (1,813,113 m3), NRG 
customers have paid $129,807 more for natural gas in that seven month period than if NRG had 
used the Board-approved methodology.  Cumulatively then, failure to follow the methodology 
for the past three and a half years has resulted in a small “overpayment” to NRG Corp. of 
$57,910.  

NRG became aware of the oversight (to adjust prices annually) in the fall of 2009 when dropping 
prices caused the company to look internally at the matter.  At the lower price ($0.229607), NRG 
Corp. was unwilling to sell.  However, NRG’s system is somewhat unique in that NRG requires 
NRG Corp. to consistently supply a small amount of natural gas to maintain system stability, 
prevent line pressure drop and maintain a safe level of odorant in the system.  Thus, even if the 
market price is not a price that NRG Corp. would be willing to sell at, from a system reliability 
perspective, NRG needs a small amount of NRG Corp.’s natural gas.  The reason for this relates 
to the historical development of NRG’s system.  Initially, it was a gathering system from 
producing wells, but over time has become a significant distribution company.  Given the need 
for the gas, the $71,897 “deficit” and the pending rate, the parties agreed to hold the price steady 
and transact the smaller amount of gas required for system pressure.  Correspondence to this 
effect is attached.  

Based on its review of this issue, NRG believes that there are two issues to resolve here: (a) what 
to do with calculation differentials that have accumulated over the past 3½ years (i.e., the 
differential of $57,910); and (b) what methodology should be used going forward. 

With respect to (b), it should be noted that the existing methodology (i.e., 10-day strip) is 
somewhat volatile.  For example, had NRG used the September monthly average in 2006 instead 
of the last ten days of September, the $71,897 underpayment by NRG to NRG Corp. would have 
been a $329,000 underpayment.  In other words, the price drop in natural gas over the course of 
September 2006 alone was enough to more than quadruple the differential over the three year 
period.  Second, NRG understands that the Board has moved Union and Enbridge to monthly 
market pricing for all system gas commodity.  
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Note 1 Prices per Source Report 

Nw 06-Ocf 07 Year Year 
Dawn FX CDN $1m3 CDN S/Md 
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10 Day ;Average 0.29836 8.40612 
Transportation cost Union Gas 0.00523 

Nde f -Prices per Dally Energy Market Update (Shell) 0.30350 
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Source Report -did not go beyond Nov 07 
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1 Year Fwd Strlp Year Year 

Dawn FX CDN $hn5 CON $IMcf 

, , .  . 12 
17-Sep-07 : . , ,. , , ' ,. ' . :' ' .8 0,dQ'. ': ' "' "' 1' . . .  . . . . :1;0308.' 0.29416 8.2876 . .  . . . . .  . .. . 

.. . 18-~ep-07 , i .  : 7.980. ' ' ' .  ' ' .1:;0236 0.28992 8.1683 
19-Sep07 , 7.790 ,'. 1.0147' 0.28056 7.9045 
20-sep-07 ' 7 ~ 5 0  .' 1,001s 0.28263 7.9627 
2lSep-07 . .  . ' .7.990 ' . l.OpQ9. 0.28385 7.9972 
2esep-07 ' . . .  . bd80 ' :,:i;oq?2 0.28713 8.0897 
25Sep-07 , , . . . .  . ' '8.000 : , j;0010' 0.28423 . . , . 8.0080 
26-Sep-07 ' . : .  . ,  : :7,;950j .1.0048 . 0.28353 7.9882 . . .  
27-Sep-07 .' , . . . . .  . . .  . . , , . . . '7.940: " I ,0031 0.28269 

. . 7.9646 
28Sep.07 . . j.950 1'  .. , : ' 0.9963 0.281 13 7.9206 

10 Day Average 0.28498 8.02914 
Transportation cast Union Gas 0.00537 

0.29035 

Prlces are from Source Report - One Year Strip Not Available 
Od 08 - Apr 09 - 
Mar 09 Sept 09 Year Year 
Winter Summer 
Dawn Dawn Dawn FX CON $Im3 CON IIMcf 

6 6 12 
16Sep-08 8.346 . . .' , , '8.594 8.470 " " '. 1 :073& 0.32270 9.0917 
17Sep-08 8.183 . . " 8.479 8.331 . .. 1.0743. 0.31885 8.9833 
18Sep-08 ' ' 8.73 ' 8.820. 8.776 . . ' .1.:0701.' 0.33331 9.3907 
19-Sep-08 8.583 . 8.736 8.675 1 i0470 0.32236 9,0822 
23-Sep-08 8618 ' ' . 8.825 8.722 1..0355 0.32055 9.031 1 
24-Sep08 . 8.764 . . .8,887: 8.826 " 1 . .  . 1.8351 ' 0.32424 9.1353 
25-Sep08 , ., ' 8.579 , . . . '8;794: 8.687 . ' :.l.U338: 0.31874 8.9801 
26-Sep08 ' ..' .. ' : . 8;610..' ' .' . : . : ..:8.808" 8.709 ' : '  ' ,:1,:.0349, 0.31990 9.0129 
294ep08 ' . . . . . 8,385'.' .: . ..'8.633 8.509 ' ' . . , .: 1.0394,: 0.31392 8.8443 
30-Sep-08 8;101 8.427 8.264 : , " .:1.0599 0.31089 8.7590 

10 Day Average 0.32055 0.03106 
Transportation cost Union Gas 0.00538 

0.32592 

Tracking 01-Oct-06 to 01-Oct-07 to 01-0d-08 to 
30Sep-07 30Sep-08 30Sep-09 

m3 purchased from NRG Corp 8,654,796 6,679,010 5,007,939 

Price per pricing model per m3 0.303595 0.290354 0.325924 

Price charged by NRG Corp 0.301200 0.301200 0.301200 

Under (Over) Charge $ 20,724 $ (72,439) $ 123,816 

Cumulative Total $ 20,724 $ (51,714) $ 72,102 



near the $5 level while the winter months dropped another 22 cents. Hurricane activity In the ~ u l f  of ~ e i c o  is not expecledin the near 
term. Hurricane Gordon is now traveling east, away from the continental US and Hurricane Helene appears to be following Gordon's 
earlier path towards Bermuda. The National Weather Service's 8 to 14-day forecast calls for cooler air holding firm in the West with most 
of the rest of Ule country posting warmer than normal temperatures. Have a great week1 (en) 

MlpproMd by DIN MarketA(~ss www.dmmPrkttames~.cQm Ron Stitt rsull@ono~ysourco,ca 

Andmw Walt awal@enorpysoureo.ca 
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. , 
$5 m a i .  In the phy&l gas market, next da; gas were able to hold their-own. A cold'front sweeping east across ~ h e k ~  Is 
replacing summer weather with autumn conditions and in borne cases an early taste of winter. These cooler temperatures helped boost 
trading volumes. (cn) 

15-SepQ6 4.400 
18-Sep06 5.030 

Nvmex Futureg; 
O M 6  4.942 
Novd6 6.256 

Nov 06 - Mar 07 7.810 
NOV 08 - O d  07 7.746 

Settle Datg 
13-S6P-06 
15-S6~06 
18Sep-06 

AECO Futurex 
Ocm 
NOV-06 

Nov 06 - Mar 07 
NOV Q6 - Od 07 

Nova8 
Nov 06 - Mar 07 
NOV 06 - Oct 07 

NYMW Forward Cuwe ISUSlMMBtul 

I AECO Dally vci. Next Month ICClGJl I 

Working Oaa In Underground Storage (Bcf) 

. . 1 &Jm Web 3Uu 31-Wsl 2gPpr W a y  2% 2 1 4  lbClp 1 6 5 s ~  1SOd 1SNw 8-ho 

MBD cimidPd bv DTN M&elAWBas: w . d ( n r m r k 4 ~ C C d S I I c O m  

2WB Stoekr (Bcf) WeeKl~Cnanw 6-Yr Avg Stocks (Bcf) 

1.781 1,593 

Producing 
Total 3 084 108 2,743 
Source: %Ir.dve.nov 

Busy souls have no time to be 
busybodies. 

energywSOUrCe .. canada inc 

102 - 76 Farqtrhar Street, Guelph Ontario, NIH 3N4 

PHONE: 619-82E-0777 FRY: 518837-0006 
O m  Comlos dcornlas@energysourcac. 

WoaorGc-rmons wgermms@nEnoqysoumaca 
Crlslh Nicholls cnRhollx@onorgRouneDca 

Ron SBit rsilR@anagysourco.co 



. - - -  
the natural gas storage figures. The cuirent 406 Bcf surplus is even forcing natural gas producers to pull back dn drilliig operations. This 
natural gas surplus was handed to us by Mother Nature last winter when warrn-than-normal temperatures slammed the brakes on heating 
consumption. What can we expectthis inter? There are already preliminary winter forecasts stating that the El Nino pattern that has 
noticeable curbed this year's hurricane season may help induce colder-than-normal temperatures in the latter half of winter. In the mean 
time the bears remain in the driver seat. (cn) 

Mapprodded by DYN Market Amrc wmr.dt,mnarkarrcclsr.ewn Ron SWft rr(m@nergyswno.cs 



reported natural gas in stwage at 3177 Bcf as of September 15,2006. The net Increase of 93 Bdwas right inline with Industry 
expectations. Working gas in storage is roughly 12% above the five-year average. October natural gas is currenlly tradlng at 
$4.8OUSIMMBtu, down 13.1 cents on the day. The unexpected mild hurricane season and ample storage situation continue to 
overshadow everything else in the natural gas pit. Crude oil Isn't helping either; wlth a break from the geopolitical tension crude oil has 
dropped roughly $20 since its peak in early July. (cn) 

N o v a - M u 0 7  

Nov 06 - Mar 07 
NOV 06 - Od 07 

Nov 06 - M a r  07 
NOV 06 - 013 07 7.733 

1 AECO Dally vs. Next Month (CSIGJ) 1 

I Worltlng Gas In Underground Storage (Bcf) 

ZOMI sws ( ~ q  W'e"'ygCna"!Je 6 - ~ r  ~ v g  Stocks (Bcl) 

1.835 

Producing 
Total 3 177 2,826 
Source: 

To become truly great, one has to stand 
with people, not above them. 

energywSOUrCe - - canada inc 

102 - 75 Farquhar Street, Guelph Ontario, NlH 3N4 
PHONE: 6f 9-828-0777 FAX: 519-837-0008 

Oavo Comler dcomleo@enomyaourco.cr 

WourcrOonnanm \rg~mrans@snbmysou#o.oa 

CllsUn N&holl. cniehollsgenogyrwrse.ce 

Map mYld4 by DTN M o t  Aaess: w . d t n m ~ s s . m  Ron S M  ~ e n c r g y s w m o . c a  . . - r .. - . .  * . . . Andraw Wan a w o ~ o n c ~ e o u r c o . c a  

lhm Wtoa  Raporl (cb'Rpf) b p r w  br mmmd -sa)l ma hkrmlbm (DNhd h h a  R o ~  hdrm kmauritydrrbc4ercuuq ) p s u r  8mrmq mnndbb purrntwd EnvmS-mC4nda k 
rElYa -'I mh. mr-m-. e, . n h r  undMlam.m w hdd dnrMd or rulvn*hml-r~n #-cad lot% Rcoolt and a1 nfamUa cmsln*d htno R o t d  b omJd.d on a n ' U  l?r t 4 l  nd h rlnilllm 

















NYMEX!Hci:ry l i c ~ b  $6.47 $8.05 S8.16 $7.36 87.69 Iiub forward pricing dropped in October. 
AECOiNIT. A B  Rm!s !sO.afi) [$O.sW ($7.'14; ,221 ( ' I 0  ($1.00j Movemher and December by $0.56, $0.61 

!SO.U7) ($0.06) 1 (80.2 1) (90.1 4) ($!>,'I 7) and $O.B~USU/MMBIU. The Winter Slrlp 

Trst\xo Zone 6 NY 

own for the Balance of Year by 
$4,75/MWh. Ontario's 7x24 forward 
prices fell $3.60 for Quarter 1 2007. On 
peak prices shed $3.80 for Calelidar Year 

I, US I ~ o r i c s  haw inaeased by 4.4 MVB, ard w starxi at 1071.4 

experience temperatures below 
average this perid. 



$6.36 57.77 $7.94 $7.53 
(50.02) [SO.C';OI 1 0 j  1 1  8) ( I  ($1 .DBI 
(S0.07) ($O.O!i) iSO.1:ij 0 . 2  1 S O  5 ($0.1 7) 

$0,50/MWh for Balance of Year. On-peak 
prices wero up for the Balance of Year by 
$1.00/MWh. Onlarlo's 7x24 forward 
prices rose 92.20 for Quarter 1 2007. On 
peak prlces increased $1.90 for Calenclor 
Year 2007 and Quar~er 1 2007. 

h a l l ,  U6 imtories tsve itmeas& by 4.4 NM3. ard rm stand at 1071.4 

Puodcrcing 886 
above and below average 



NYMEX/Iionry iluh $6.26 $7.81 $7.81 $7.70 
AECOiNIT. Ai3 Hasis (SC.85) (S0.76) (S'l.OCl) .Os) (S0.05) ($1 .Ul) 

l'rali5co Zow C t.JY 

$0.25 $0.11 $0.07 50.14 $0.11 

1.25/MWh. Ontario's 7x24 forward 
rices fell 30.60 for Balance of Year. On 
eok prices declined $1.30 for Balance of 
ear and Quarter 1 2007. 

temperatures below average 



$5.86 97.35 

$6.20 $7.88 $7.86 $7.65 $7.74 
i$0.'79j (S(l.r;Yj . iS1.05) 0 is0.99) 
(30.0R) (SO.Q7) i$o.'t 1) (So:l'7j ($0.12) 1So.'l.I) 

prices were up for the Balance of Year by 
$O.SO/MWh. Ontario's 7x24 forward 
prices fell $0.50 for Quarter 1 2007. On 
peak prices rose $0.80 for Balance of Year. 

327.7 M. Distill 

Tla Western US will sea warm 
temperatures next week. The 

weekend, but cool weather will 
return early next week. 



"ri?!n,f(Di;.:] io Indcx ecroascd by $0.01. $0.1 2 and $0.1 1 /GJ. 

NYIAEXhHcr.ry I-lub $6.02 87.66 $7.64 $7.50 $7.56 
AECO!NIT. AB ksis  jSO.P4) (SO.l54) iSC).O/l (SO.$!;) ($0.031 iS0.94 

(so.oal $0.01 (~o.04) joo.o\~) I ($o:I 1 

$0.29 $0.20 $0.15 $0.18 $0.17 

07. On peak prices dropped for 

oil st& d e a d  28 to 324.9 M. Distilla imrtaier iweased to 
MvB. W i n e  i~wrtcries, at 207.6 MvB, hare imeased by 0.6 fWB 

temperalures next week. The 

weekend, but cool wather will 
relurn early next week. 



85.59 $6.88 for October, November and December 

decreased by $0.25, $0.1 5 and S0.36/GJ. 

$6.01 $7.39 $7.39 57.33 $7.35 
AEC:.YNIT, AY Basls 

'Trar r \co  Zorw 6 NY 

ropped lor Balance of Year by 

11, us inrndwies k v e  inacaxd by 4.3 WB, art raw stand at 1 

return early next week. 
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NYT;lEX/iil?nry I.?UII 55.88 87.40 57.37 $7.27 $7.32 
AECD/i.IIT, A8 sari< (S0.83) (90.76) I$o.!lZ) (s'l.(YA) is0.9li) ($0.99) 

Trit1~5co Zolw 6 NY 

tario's 7x24 lorward prlces galried 

. .' week, M cool temperatures will 
Ptoduciny 915 

Eastern US will see cool weathw 



85.20 $6.66 

forward pricing dwreased in Octobcr, 
55.73 $7.22 S7.21 $7.20 $7.21 

;so.an) ' I  (10.91) !'El .02) [s0.97) iSr~,991 
o I I iso.os) ($0.07) (30.1 5) 0 . 1  (S'J:ISJ 

11, US imwmk k7vn imensed by 4.3 WA, ard rw stami at 1075.4 

The Western US will see warmer 

this week, with warmer than 



55.28 86.75 

$5.81 $7.32 $7.30 $7.29 57.29 
The Henry Hub forward prlcos Increasing in 

(sO.'7H) (S0.8'1! ($0.921 ('$1.02) 1 . 0 )  ($1.01) 
0 1 ! ($0.05) ($0 09) iSO.16) 0 I f )  ($U, 16) 

T{ar\srd Zorn G NY 

$1 .OO/MWh for Balance of Year and 
Quarlor 1 2007. On-peak prices increased 
for Quarter 1 $1.75/MWh. Ontario's 7x24 
forwarcl prices gained $1.00 for Quarter 1 
and Calendar Year 2007. On peak prices 

all, US iMor[es have imw& by 4.3 M\M. an3 ~ l ~ k v s i a r d  at 1075.4 MVB. 

Producing 915 

this week, with warm?? Ulan 



165.15 $6.67 

ecernber decreased by $0.18, $0.13 and 

Henry hlub forward prices decreased in 
N'r'MEX!Hi!nry I-ic~b $5.67 87.21 
AECO/NII. AB Ensir (JG.fi3) (SO.79) (S0.88j ($0.99) !$0.0!3) [$O.CS!)) 

$O.oO (50.(321 i%C.Ofi) (50.1 3) (S0.14) (:;(>.I 3) 

decreased for Quarter 1 $2.25/MWh. 
Ontario's 7x24 forward prices gained 
$1 .OO for Balance of Year. On peak prices 
fell for Quarter 1 and Calendar Year 2007 

The Western US will see warmer 

reurrn early next week. The 

this week, with wormer than 



NYFKX/tionry Fiub $5.39 $7.04 S6.09 $7.20 $7.11 
AECC)/NIl', AR B : ~ s ~ s  0 . 4  ($0.10) ($0.31) ('JO.!3:<) (S0.97) ($O,'J5] 

$0.02 iSU.01) ($0.09) (SO.121 ($0.1 1) 
Tcairsco Zo~re 6 NY 

50.24 $0.27 50.18 160.17 $0.17 

rices decreased for Balance of Yoar by 
2.75/MWh. On~ario's 7x24 forward 
rices fell $1.00 for Balance of Year. On 
eek prices fell for Quarter 1 and Balance 
f Year by $2.00 and $1.00/MWh. 

Producing 942 average temperatures next 



S5.22 $6.117 r November and December increarad by 

0.29 and $0.33/GJ. The Wlnrer Slrip fell 

$5.62 57.35 S7.28 $7.39 $7.34 
($0.85) ($O.(iS) ($t1.83: (S0.94) (40.67) iSiJ.56) 

ant1 $O.~'L~USD/MMBIII. The Wlnter Strip 

$0.01 ISU.01) ( 0  (S0.12) ($U.'I 1) 
and Gas Year 2007 gnlned $0.29 ond 

$l.OO/MWh for Quarter 1 2007. On-peak 
prlces increased for Balance of Year by 
$2.75/MWh. Ontario's 7x24 forward 
prices rose 31 .OO for Balance of Year. On 
peak prlces were up for Quurter 1 and 
Btlla~lce of Year by 33.00 and 

average temperatures this wwk. 
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50.48 $0.72 $1.75 $2.57 50.72 $1.43 

creased for the Balance of Year by 



! m . .  QL~! 
$5.36 $5.98 $6.66 56.58 $6.63 56.61 

price for Calendar Year 2008 lost 
$ 1  .OP/MWh. Owpeak prices 
decreased for the Balance of Year by 



ecreased for the Balance of Year by 



$4.75 $5.64 $6.46 $6.36 $6.46 $6.42 

(SO.101 0 1 )  [SO. I I; i$'J.ln) ($0 'In) 

& r s c n a d d T c r 3 j n ~ r g  
mtinues inb e d y  Q3dzr. 



Mnr@B .. . OclOn -, ., Q~at 
$4.85 $5.65 $6.48 $6.38 $6.50 $6.45 

7x24 price for Calendar Year 2008 
gained $O.BO/MW h. On-peak prices 
increased lor the same time frame by 



MdIQS,., Oc.ln2.. Q J Q ~  
$5.15 $5.81 $6.57 $6.47 $6.55 $6.52 

creased for the same time frame by 

T h e D f p c r f m e n t d ~ ~ e d l o r t h e d ~ t y ~ e p l e n h  I&, XK)7thcB 





iknrz Osr'!!fi.. <.2<&??2 
$5.18 $5.73 $6.42 $6.34 $6.47 $6.42 

peak prices decreased for Calendar 
2008 by $0.25/MWh. In Ontario, the 
7x24 price for Calendar Year 2008 lost 
$0.53/MWh. On-peak prices 





Prrrn/iDisc! to Index 

Trcnsco Zone 4 IW, 88o,is 
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After a very volatile week that saw the natural gas prompt month up 80 cents week over week; this market continues to move up. The 

October contract was up another 18 cents in early morning trading. Short covering and increased storm activity in the Atlantic continue to 

push this rnalket higher. It would appear that speculators continue to have a strong impact in the natural gas markets. Fundamentals 

Indicate that given the time of year, the high levels of storage and no weather related demand, prices shwld be closer to last year's sub 

$6.00 USIMMBtu levels. Strap In because we are in for a very bumpy ride the next few weeks. (dc) 

urnex ~utures: 
04-07 6.279 
Nova7 7.054 
Dee07 7.764 

Oct 07 - Jan 07 7.300 

......... . -. ,- 

Settle Date 
12-Sep07 ' 6.125 
13sep07 5.135 
14-Sep-07 5.130 

AFCO Futures 
0 4 0 7  5.114 
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WoWng Gas In Underground Storage (Bcf) 
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- 
This week has started the market off with a few curve balls. With Hurricane Ike not belng as destructive as expected to Ihe produdion In the Gulf and the financial 
fallout that has occurred on Wall Slreet, the markel has been caught between $7.00 and $8.00 aa traders try to decipher how all 
gas. Crude has continued ils downward spiral reaching as low as $90.51 USlbbl today to close]ust slightly above that. Focuslng 
storage) natural gas wlll be experiencing yet anolher bearish week wiih the storage report expedlng to come in between 50 and 60 Bd. Minerals Management 
Service released statistics Monday afternoon that 91.9% of the Gulfs natural gas production is still currently shut-In. Early aptifnates of40 Ed of nat gas were kst 
productbn from Hurricane Ike this past week. With no news of any new storm activity h the Gulf and temperatures forecasted to 
10 days. the market Will be focusing on supply. There is no settlement for Henry Hub for Sopt 15th as a result of force majeure that was called In preparaUon of 
IHurricane Ike (ah). 

Henn MMs!& 
1 l-SepQB 7.785 
12-Sep-08 8.035 
1SSep-08 0.000 

Nvmex Futures 
Oct-08 7.374 
NOV-08 7.856 

sQwQ& 
1 l-Sep-OB 
12-Sep-08 
15-Sep-08 

AECO F a  
OdQB 
NOV-08 
DsGOB 

Winter 200812MS9 

7.440 
15-SepOB 7.230 

Dawn F w  
Od-08 7.374 
Nov-08 7.916 
Dm-08 8.360 

Winter 200812009 8.346 
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East 1,723 47 1,629 
387 9 38 1 

Produdna 795 2 813 

Interesting Fact: The human eye can distinguish 
about 500 different shades of gray. 
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lmollifyii concerns of further economlcturmoii In the U.S. Statlstlcs from the Mlneral Management S e ~ i w  released Tuesday shows some Improvement h I 

I production ln the Gulf region. MMS indicated that approxlrnately 97.2 percent of oll product l~ and 82.2 percent of the region's natural gas output Is currently shut 
In showlng some improvement from the day prior. The US Department of Energy reported Tuesday that some gas pipallne~ and processhg facilities might take 
several weeks to return to full service due to flooding and eleclricity outages. Unseasonably cool evening weather is forecasted for Southern Ontarlo thls week. 
harbhger of early wlnter? (mb) 

Fettle Date 
12-Sep-08 5.885 
15Sep-08 5.745 
16-Sew8 5.775 

pECO Futures: 
Od-08 5.866 
NOV-OB 6.424 
D e e  7.027 

NYMEX Forward C u n s  [SUS/MHBtu) . . . .  . . .  .-.-.- --(-.r---i--.-,-- 
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2008 6 1 a k s  (Ed) WeeM~&rung 6-Yr Avo Stocks (Bcf) 
East 1,723 47 1,629 
West 387 9 381 
Producing 785 2 813 
Total 2,905 58 2,823 
souce:o%ldeepsll 

Do not repeat the tactics which have gained you one 
vlctory, but let your methods be regulated by the lnflnlte 

variety of circumstances. 

I General Sun Tzu -The Art of War I 
L I energywSOUTCe - . canada ~ n c  

102. 76 Fatquhar Street, Guelph Onfado, N1H 3N4 

PHONE:. 619.8284777 FAX: 610-837-0008 
Davo Cornlcs dcornlar@Qn#~ysoum.ca 

Stcfanlo Carroll scemN@enarpy.ourcasr 

Amarrde Ha.dwtUa ahardca tNo@an~~yso~~~e .ca  

Nancy K l f h  nklfis@ancrgpowce.ca 

Man m m d  bv DTN Make1 Aaasr  ~ . d l M u r k s t . ~ s s . c o m  Mark &aWo mboattl@onQrgysouno.sr 



Overnight trading blew past $8.00 into the 98.30 range despte any dear change In fundamentals. Trading has returned to the $7.60 mark after the U.S. 
Energy Informalion Administration reporled a htgher than expected Injection Increase (67 Bcf). The contimulng problems on Wall S t  weakened the U.S. dollar 
prompting investors to return togdd and commodities. On the flip side, the SCAD has made some wad moves but has generally strengthened overall. 
Conbnued power outages In Texas are hampering efforts to bring gas and oil platforms online but steady improvemant Is being demonstrated daily (mb). 

NYMEX Fomard C u ~ e  (SUSIMMBtu) 

Fun Fact: A jiffy ie an actual unit of time for 1ilOOth of 
second. Thus the saying, I will be there In a Jiffy. 
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- 
Going into Iheweekend, the US dollar is down and commodity prices am up. Crude has rebound over the past two days getting over $100.00 USlbbl reaching 
as high as $105.25, and closlrg at $104.55 up $7 on the day. Natural gas has nestled Itself back In the $7 to $8 zone after yesterday's storage report was 
relead, and it seems to be a range that the market Is getting qulte comfortable with for the Ume belng. Looking at supply, even though the storage number 
yestarday was-above pre-released expectations it was stil well below the five year average (88 Bd). Total Inventory, aasurning an average refill rate for the next 
eight weeks, season-ending inventories are seen near 3.4 T d  which would be just above the lndustrles "comfort zone" before going into winter (ah). 

NYMEX Folward Cuwo (SUSIMMBtu) 
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01 prices. Oil futures made thelr largest single day jump on Monday climbing as hlgh as $130 per barrel In cwmblned electronic and floor tradlng. Meanwhile, the 
U.S. Nallonal Weather Service Is calllng for cooler-than-normal temperatures amas the northeast end mkbAUanUcfor Sept 28th to Oct 2nd. Temperatures a u l d  
spark demand fw healing in these regions. The U.S. Mlneral Management Smlces reported Monday that 65.5% d Natural Gas output from the Gun rernalns shu'- 
h. The U.S. dollar got beaten down across the board yesterday and the CDN dollar gained almosl 2%. The SCDN st111 has room to go and will likety cmtinw, I< 
strengthen. U.S. lawmakers are debating today on Capltol Hlll and may seek to lndude wmrnodky spewlatlon limb In leglslatlon. Yerterdafs $25 dlmb has 
pomptad the Commodity Futures Trading Comrnisslon to say that H was 'closely rnonltorlng' prkes for manipulation (mb). 

7.800 
22-Ssp-08 7.665 
Futurea; 
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N o v a  7.943 
Dec-MI 8.31 1 

Winter 2008/2009 8.353 

!JaKmak KAM 
18-Ssp08 7.850 
1 9 - S e e  7.585 
22-Sep-08 7.425 

Dawn Futures; 
06-08 7.626 
Nova8 8.123 
Dec-08 8.616 

Wnter 200812009 8.618 
Summa 2008 8.825 
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Did you know? 96% of people put the peanut butter on fi 
when making a peanut butter and jelly sandwich. 
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Friday explrath on October options and futures contracts. The financial crisis continues to loam large as US politicians fall over each other pdntlng fmgen and 
playing the general blame game. Flnger pointing includes a new FBI pobe on possible abnlnal deallngs lnslde the falled Ikms. In yesterday's Bemanke~Paukon 
testimony lg fue Senate. Bemanke gave-a very grave outlook emphashhg what would happen If Congress failed to pass the ballout plan. Publlc anger from boUl 
Republicans and Democrats is mounting and could delay a quick passage of tha emergency bill. Meanwhile, Canada's Inflation rate roae to the hlghest in more 
than live years In August as prices fw gasoline and food surged. The Bank of Canada signaled this month thal bmowlng cosls would stay put for the foreeeeable 
future, cHhg energydriven inflation. High energy pims have made ~t dlffwlt for the Liberal's Stephane Dlon lo sell hls plan lo  fund programs and lax cula througt 
a levy on polluters (mb). 

Henrv Hub SeUle: 
1 Mep-08 7.800 
22-~eb-08 7.665 
29Sep-08 7.845 
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Settle Date 
19Sep-08 
22-Sep-08 5.650 
29Sep-08 5.670 em 
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The October Natural Gss I-t~res cnn(aU IS sl~ghUy lower than yesterday b14 holding above the 57.60 sLpport. C a h g  o f l a  cant# of gllins In h e  priorhvo sesskns, prOrR takvlp 1 

Settle Date 
2 2 - S e e  
25Sep-08 
24-Sep-08 

AECO Future% 
Od-08 
NOV-08 
Oec-08 

Winter 2WB12009 

emred most of V1s week's gains. Uncmahty ~ l e r  all of Vu, markets as the US C~ngess remalns mabk to mwe @kty to Nabilbe and solve the flnanclal uisk. Ths US 

President has called a high level meeting wilh the Presidential candidates and lop leaden In Congress the mwnhg b Iry lo get a deal dare. In a separate mwe. Congress moved 

c l e r  10-nhindon'i'a'26-yearbld ban oralland ~h'dr l l l lng In moi l  US Federal witers'wtside the Gulf of MCbeo:'The b~ would end Dn'Odober 1st. The Energy lnfcrmation 
Agency thla momhp reported e change of 51 BCF landing In Ihe kw part d the expeded renge between 46 and 85 BCF. Tha Mkerel ManaOemmt Service estimelrs Ulet 

approxhaldy 1,450 oil end gas produclion pbtforms in lhe '&If of M e d a  were expored to hurrlcsne conditions. As d Sept 23rd i( has b n  repwted lhal52 podiaion plalfms, 

jackup Mnhg rigs m d  1 platfcrm drilling rig were destroyed in the storms. Overall, however, signincant improvement In Me Gun Is belng nrportr. In total, dose to 150 BCF has bee 

7.790 
24-Sep-08 7.890 

pawn Futures; 
Od.08 7.669 
N W-08 8.088 
Dee08 8.551 

Wnter 200812009 8.579 "..--.-- .)- a -,.-.A 
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The expbing Odober nal~ral gas futues cootraa phmged hard n the morning lo tesl suppod near $7.30. Worries of furlherdemand destnrctim and emmmk uxlcemr mnUnue 

. . . . . . . 

U.S. Lawmaken hew yet to cane to an apreemenl about Washtrgton'r 17008 baiiut plen. lmpoved pipeline oper6limsfrom the Gulf, generally mlWer weather and low demanc 

aasss h.!Jf?.. c o l l t i w t o  p l t  d.-ard Prewure on pricein therhorttwm. Royal,Dm SMll a ~ ~ l n c e d t p d a y  Vial !?expsclq have themejo~y.Cil?.Ou~,ddMsdco. . , . 

produdon up and N M ~  wilhln Iw weeks mifrorinq pmleclbm from other ma]w pmducers h Vie araa. Gas stwage inventories have surpassed the 3-Tdmark with slx weeks 

lefl in the t r a d i l  refill season. Ontario E n f f ~ y  Mhiter, Gaorge Smithemtan asked Vw Ontario enagy induslry Tbeday to push more a~msslvely for a ' q w n  shW. 

,Initiatives indude a shal frcm coal fued generators to biomass, more wind   en era lion and a push f a  more smart materr (mb). 

. .. . . . . . 



settle Date 
24-~ep-08 
25.Sep-08 
2B-SepOB 

AECO Futures: 
06-08 
Nov-08 
Decoo 

Wvlter 200812009 
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Bar ina  Date YLAEil 
24-Sep08 7.880 
25.Sep08 7.545 
26Sep-08 7.430 

pawn Futures 
06-08 7.517 
N o v a  7.853 
DecOB 8.350 

Winter 2008R009 8.385 
Summer 2009 8.633 

down again as November assumed the prompt month posltbn today. Crude oll futures were also down U~is morning, dipphg under $100 USlbarrel yet agah, overa 
crude futures were down over 67.W.US/barml on the day. A comblnatlon of a negatlve outlook on the ecanmy as well as an expected return to abova average 
storage lnjecllons may have been part of the basis for today's drop. Looklng ahead to this week'sstorage hhction, average expedauons ere for a bulld of80 Ed, 
higherthan last yeah 62 Bcf as well as Ule 72 Bcf tive year average. The expected build In storage Is surprlslng msklerlng nearly half of h a  pmduclbn from the 
Gulof Mexico remains shut-in. The "cotnlci-t zone" d3.400 8d In storage seems likely, the question Is win it bs enough to prevent a price spike similar to Ule one 
seen this Summer. (mb) 

zoo8 stocks (w 5-Yr Avg Stocks (Bcf) 
1.735 

Producing 808 854 
Total 3.023 31 988 
s c u r c a : m  

I have a feeling when my ship comes in I'll be at the 
alrport. 

Chard8 Schulz 
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a huge $10.52 to settle below $1 00. World stock markets nosedived sparWng fears of a global recession after the US Congress rejected a plan to bell out the 
fi"a"Gal .mdu btw.. . This.riiiji"i"g;.howe"6r,.st(jCti; olheilnvashtmts *eill.rallyh $.%,, the a r.ellef packag.o will be.ratifiC 

desplte yesterday's calamity. The DOW galnad 200 points h early tradlng, c ~ d e  )umped and gas prkes an, tradlng up at $7.35. A powerful cold front will be the 

focal poht for strong storms moving through the east Fmst Is expected thls week wlth the mcinlng kws. 

The road to success Is always under construction. 
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Bank of Canada - Exchange Rate Look-Up Results Page 1 of 1 

I-ow [ high ] 1 25/09/2008 1.0338 CAD [ 0.9673 USD 'j ii 
: ............... n .............-. ..................................... ..l.*,.... ........... - .......................................... ...- . .-...,. ... : ..................-..... .................. ..-..-...., ~..- .......................................... ;; 

Average 1 02/09/2008 - 30/09/2008 1 0583 CAD [ 0 9449 US0 ] '! ; ........................................................................................................................................................ I ............................................................... : ............................................. ;! 

t High [low 11/09/2008 1.0796 CAD [: 0.9263 USD ,,I1 
. . . . . . . . . .  ............................................................................................................................... , ...................................................................................... 

1 USD -> CAD 1 1 CAD -> USD 
/i 

Date !I 
........................................................................... .- .................................. .. .............................................. I ................... .. 1 

! 01/09/2008 Bank holiday Bank holiday !I 
8 j ............................ .-........I. ...................... i . - .....-....-.-..-..-..-... * .-,." .......-... ? ............ . .  . ..........*........-...... ....:.... ...-.. :._. .................. ".." -...-. "."!i 

02/09/2008 i 1.0701 j 0.9345 j /  
I : ............................ -.. . i .............. .......................................................................... 1 ......................................................................... I: 

03/09/2008 1.0607 i 0.9428 11 
....................................... ...................................... ............. .............. :.. . . . .  , ........,.....-..- .. ,.-.... ...-.... ! ......_........-.. 

i ;I 04/09/2008 1.0642 1 0.9397 [I j ........-. "" -..-... . -...--..-.,...... 1 - ......-...-..-..-...-.-..-..-..-. ... -.,...-. -" ..,-.-. ~.- .  ...- ........-.. ;" .,,...-.-.-- :.-: ..:. .,.*,*.." - ..-.-.....---.....--.. .. .......-..-. ; 
. i ! 05/09/2008 1.0641 1 0.9398 I 1 ....................... .............. i ........................ .._ .................................... .... . . . . . . . . . . . . . . . . - . . .  .I .............................................. .......................................................... 

i ! 08/09/2008 ._ ___..__. ! 1.0696 1 0.9349 .-.. ̂...* ..-..,,.. _._. ........-. .-.. ..........-.-..----._ t ." ^".Î I*.. -.. . .  . . ..... ....... ii 
I I 

/I 
, 09/09/2008 1.0679 1 0.9364 / j  ................ ...- ....... "- ..............-..- -.-..---rl_-.- - ..-...-.. ,..---. ..? .-.--. * ..- ........ .... "..,."......" ...-.- - ....-.... . -..-...-..-.-..- _, 

10/09/2008 ! 1.0738 ' 0.9313 j i .  .................................................................. ...................... ................................... ................................................................... ; ; .... 1 2. 

11/09/2008 1 1.0796 
I 

.............................. ..................... ............................... .... . t 09263 ii : ...! ...................... r : - .. !, 
, 12/09/2008 . , 1 1.0609 ] 0.9426 jl 
; ..................................... ...........- ......................... " ..---........-........-............... .. - ..........- ..-. . .....,.-c-.--... .......-...-....... " v.-... ...-.-.............-.... " ........... ?." - ......-........-.. 2/ 

15/09/2008 1.0677 i 0.9366 
. . .  . . . . . . . . . . . . . . . . . .  ,. . ,  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 . .  ................................................................................ .'i 

16/09/2008 1 1.0734 1 0.9316 ij 
I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . ............................................................................. : .I ! j 

' 17/09/2008 1.0783 ' 0.9274 
......... ................................................... . ..... ........... ...... 1 . . -  ..- .; ....-....-...-...-.........................-. " ....! .- !; 

. I 

18/09/2008 I I 1.0701 1 0.9345 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . ........................................................................................................................... .................... !I 

19/09/2008 1.0470 'i 0.9551 I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  i: ................................................................................. ,-..; ........-.... ...................................................................... .:i 
1 '- "' 22/09/2008 1.0382 i 0.9632 !i 

........................................................ . . .......................................... i .  . . . .  .; ; ........-.............-..............-...........-............................................... .................................. .....- !: 
i , 23/09/2008 ! 1.0355 ! 0.9657 .- .." ., ~ , "  ,.,..I ....-.......,..................... ..-. .-..-- --,-,-,..--....--.-----.--. ......- :I - .....--...-.....--....--...-.-...-... "?"" ?..-." ....----..*.......-........ "-1 i j ......... .................. .,........ .. . 
j 

24/09/2008 
! 

1.0351 0,9661 ii 
........................................... .: ..................... - ............. .......... ....................... ..( ................................ .... ............................................................. {I : 
25/09/2008 ! 1.0338 0.9673 i! 

.................................................. i ...... ....--. ..............................-..........-........................................ A ............ "-..--....... ............... ..---...-..-....----...-,,-.----....- .. - ........ r: 
26/09/2008 i 1.0349 1 0.9663 i\ .............. ..,........... - .....-... ...,...-......... .. ..... i ......- .,..-- ...............,.,..-....--..-...-..-..-...-...---.-..-.-.- ! -..-.-----..-. - .- -....-..-.-. .-.-. ,.(> 

29/09/2008 I 1.0394 
li f 0.9621 ... ............................................... I ........................................ ............-..-............................................. ........................................ ..._ ................................... :! 

; [ 
30/09/2008 1.0599 2 0.9435 

I 

,.:- 1 .. " . ....................... ........ .. . ......... .......... ..........-.......... ..................... ._. .......................................................................... ................................................................................................................... 'i 
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September 1,2009 

Natural Resource Gas Limited 
39 Beech St E 
P.O. Box 307 
Aylmer, Ontario N5H 2S1 

Dear Mr. Howley, 

This is to notify you that effective October 1,2009 all of our wells will be shut in in the Natural Resource 
Gas Limited Franchise Area. Due to the current market price of gas it is not in our interests to supply 
any gas at this time. 

If you have any concerns, please contact the undersigned. 

Yours truly, 

NRG Corp 

- 
Manager 



September 30,2009 

Natural Resource Gas Limited 
39 Beech St E 
P.O. Box 307 
Aylmer, Ontario N5H 2Si 

Dear Mr. Howley, 

You have requested continued service of gas deliveries in the Bayham area. Due to the current price 
of gas NRG Corp has shut in all of its' wells. As a result of your request, NRG Corp is willing to 
continue operating a number of its' wells to accommodate your needs, at the current price of $8.486 
mcf, otherwise it is not prudent to do so. 

We understand, Natural Resource Gas Limited requires the gas in the Bayham area to maintain a safe 
level of odorant in the system and help stabilize the system and prevent a severe line pressure drop. 

NRG Corp will continue delivery of gas into Natural Resource Gas Limited system from the following 
wells: 
07-09; 06-08; 07-01 ; 0508; 05-04; 06-09; 06-10; 06-04; 07-06; 05-03 and 06-07 

Please sign below your acceptance. 

Yours truly, 

NRG Corp 

Joh Ca c 
General Manager [ 



EB-2010-0018
Exhibit I

Tab 1
Page 34 of 53

May 18, 2010 
DOCSTOR: 1931188\3

Ref:  Exhibit D4/Tab2/Sch.1

4.13 Is the cost of gas from 2007 to 2011 appropriate?

24. For the cost of gas in 2007 please explain how the total gas commodity cost is $13.9 
million and the average cost is $0.76 m3.

RESPONSE

Data was inadvertently duplicated in a cell that was hidden for presentation purposes.  The 
revised schedule is attached.
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Ref:  Exhibit D4/Tab2/Sch.1

4.13 Is the cost of gas from 2007 to 2011 appropriate?

25. NRG purchases gas from different sources. Please answer the following questions 
with respect to gas supply?

(a) Does NRG have a gas supply plan?

(b) How does NRG determine the quantities of gas to be purchased from the different 
sources?

(c) How does NRG ensure that it is paying a reasonable or market determined price for 
the cost of gas purchased from the different suppliers? Please provide a detailed 
response.

RESPONSE

(a), (b) and (c):  NRG has three suppliers of gas: Shell, Energy Source and NRG Corp.  NRG’s 
gas purchasing strategy has been to mitigate the exposure of our ratepayers to gas price volatility.  
Consequently, when NRG is of the view that gas appears to be at a low price, NRG locks in 
pricing for up to one year (for 80% to 90% of fixed monthly purchase requirements).  
Periodically, we test the price from our principal suppliers against pricing from other suppliers.  
This is done with the assistance of Shell Trading.  
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ISSUE 5 – COST OF CAPITAL

Ref: Exhibit E1/Tab1/Sch.3

5.1 Is NRG’s proposed capital structure of 58% debt and 42% equity with a return on 
equity (“ROE”) of 50 basis points above the Board-approved ROE appropriate?

26. NRG has requested a 50 basis point premium over the Board-approved ROE. The 
document prepared by Kathleen McShane titled, “Opinion on Capital Structure 
and Equity Risk Premium” on page 31 (lines 841-842) states, “Based on my analysis, 
an incremental equity risk premium relative to the benchmark ROE of 0.50% is 
warranted for NRG”. Please answer the following questions with respect to NRG’s 
request for an equity risk premium.

(a) Please provide a list of Board regulated utilities other than NRG that receive an 
equity risk premium above the Board determined ROE.

(b) Canadian Niagara Power Inc. (“CNPI”) – Port Colborne and CNPI – Eastern 
Ontario Power share a similar profile to NRG. In both of these rate cases (EB-2008-
0224 and EB-2008-0222) the above noted utilities received the Board determined 
ROE. Please compare the profile of these two utilities (rate base, number of 
customers, franchise area etc.) with NRG and provide reasons as to why NRG 
should receive an equity risk premium when the above mentioned utilities did not 
receive any.

RESPONSE

(a)  Union Gas is allowed a risk premium of 0.15% above that applicable to Enbridge Gas 
Distribution.  The Board made specific reference to this premium in EB-2005-0544, when it 
adopted the 0.50% risk premium for NRG. 

(b)  The Board’s cost of capital policy as regards electricity distributors effectively assumes, as a 
default position, that the cost of capital is the same for all.  Individual electricity distributors are 
not precluded from seeking a different cost of capital from the default position, but for small 
utilities, this is a relatively expensive undertaking.  While the Board’s standardized approach to 
cost of capital for the electricity distributors is understandable from a regulatory efficiency 
perspective, as there are approximately 80 electricity distributors, it does not recognize 
differences in cost of capital which result from differences in size and fundamental business risk 
factors.  In contrast, the Board’s approach to setting the cost of capital for gas distributors has 
historically recognized the differences in risk as among Enbridge, Union and NRG.  

The standardized approach to cost of capital for the electricity distributors was originally adopted 
in 2006, when the Board adopted the same capital structure for all and confirmed the then-
prevailing risk premium, which was identical to that applicable to Enbridge Gas Distribution.  
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Only three months previously, in EB-2005-044, the Board had recognized NRG’s higher risk 
relative to Enbridge Gas and allowed NRG a common equity ratio of 42% and a risk premium 
0.50% higher than that applicable to Enbridge Gas.  The reset of the benchmark ROE in the 
December 2009 cost of capital policy report, in the absence of a change in NRG’s risk relative to 
Enbridge Gas, should not alter the Board’s conclusion that NRG is a higher risk utility than 
Enbridge, i.e., faces a higher cost of capital than Enbridge Gas and thus requires a higher overall 
return.  If the Board takes the position that each utility under its jurisdiction should receive the 
same ROE, and all differences in business risk should be reflected in capital structure, the 
evidence of Ms. McShane demonstrates that, with the benchmark ROE, the deemed common 
equity ratio for NRG should be set at 48%.  A deemed common equity ratio of 48% would be 
reasonably aligned with NRG’s capital structure over the proposed term of the IRP, as set out in 
response to Board Staff IR 27.

Ms. McShane does not have sufficient information as regards the specific circumstances of Port 
Colborne or Eastern Ontario Power to offer an opinion on their relative risk, but as a general 
proposition would note that broadly, there are at least two factors that generally distinguish gas 
distributors from electricity distributors, including higher weather related revenue variability for 
gas distributors (in the absence of a weather normalization clause, which NRG does not have, or 
a rate design which recovers a high percentage of fixed costs in a fixed charge), and the fact that 
electricity for certain baseload services has no substitutes.  In Ontario, where gas distributors are 
directly responsible for the retail function, they have the obligation to arrange for gas supply, 
storage capacity, and transmission, while electricity distributors are price takers.  All other things 
equal, a gas distributor would face a somewhat higher cost of capital than a similarly positioned 
electricity distributor.
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Ref: Exhibit E1/Tab1/Sch.3

5.1 Is NRG’s proposed capital structure of 58% debt and 42% equity with a return on 
equity (“ROE”) of 50 basis points above the Board-approved ROE appropriate?

27. NRG has requested a capital structure of 58% debt and 42% equity. Kathleen 
McShane’s opinion on Capital Structure and Equity Risk Premium on page 12 (line 
320) indicates that NRG’s actual capital structure in 2009 was 61% and 39% equity. 
In the same report on pages 20 and 21, a table showing capital structures of smaller 
Canadian gas and electricity distributors indicates that a majority of the utilities are 
at 40% equity. Please explain why NRG is not proposing an equity structure of 60% 
debt and 40% equity that is more aligned to their actual capital structure and is in 
line with the structure proposed by the Board for Ontario electricity distributors.

RESPONSE

The premise of the question, which suggests that a capital structure containing 60% debt and 
40% equity is more aligned with NRG’s actual capital structure, does not comport with the 
evidence filed.  As discussed in Ms. McShane’s evidence, while the actual capital structure 
calculated at the end of fiscal year 2009 was comprised of approximately 61% net debt and 39% 
equity, the capital structure for the test year calculated on the same basis is forecast to contain in 
excess of 46% common equity (page 13, lines 329-300).  Further, Ms. McShane’s testimony 
indicates that, over the term of the IRP as proposed by NRG, assuming NRG earns its allowed 
return, no dividends are paid and the principal amounts of debt are repaid as required, the actual 
equity ratio would average above 47% based on gross debt and, assuming the GIC remains in 
place at the 2011 level, approximately 57% based on net debt (page 13, lines 331-335).  
Consequently,  since there is no evidence that NRG’s business risk has materially changed since 
the Board found a 42% common equity ratio to be reasonable in EB-2005-0544, a deemed 
common equity ratio equal to that adopted in EB-2005-0544 should continue to be reasonable.  

While the question states that a majority of the utilities in Ms. McShane’s Table 4 are at 40% 
equity, there are several companies included in the table whose regulated common equity ratios 
will potentially increase.  Two of the gas utilities shown in the table with equity ratios currently 
at 40% (Terasen Gas (Vancouver Island) and Terasen Gas (Whistler)) were directed in 
December 2009 by the BCUC to file in their next revenue requirements application the capital 
structure that best reflects their long-term business risk.  Since the direction of the BCUC 
accompanied its decision to raise the deemed common equity ratio of the benchmark utility, 
Terasen Gas, by five percentage points, from 35% to 40%, it would be reasonable to infer that 
the two smaller gas utilities would be allowed common equity ratios higher than 40%.  Two 
other BC gas utilities (PNG-West and PNG (N.E.)) are currently requesting deemed common 
equity ratios higher than 40%.  The common equity ratio of 40.5% most recently allowed for 
Maritime Electric reflects its actual forecast 2009 common equity ratio; the company’s target 
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ratio as Table 4 indicates is 45%.  Accordingly, NRG’s proposed common equity ratio of 42% is 
well supported by Table 4 in Ms. McShane’s evidence.
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Ref: Exhibit E1/Tab1/Sch.2

5.3 Is NRG’s proposed cost of long-term debt for 2011 appropriate?

28. The evidence indicates that the short-term debt of NRG continues to reflect the sum 
of compensation cash balance held by NRG as a GIC totalling $2,009,332 for the 
2011 Test Year. Please answer the following questions:

(a) Why does NRG have to hold a GIC with the Bank of Nova Scotia?

(b) What would be the impact on NRG if it were to withdraw the amount of the GIC 
from the Bank of Nova Scotia?

(c) Has NRG explored other alternatives so that it does not have to provide security of 
such a large amount?

(d) Does the equity of NRG in the form of retractable shares have an impact on the 
Bank of Nova Scotia requiring NRG to hold a GIC?

(e) NRG’s cost of debt included in the cost of capital is much higher than its actual cost 
of 6.69%. This is due to the requirement of posting a GIC with the Bank of Nova 
Scotia. Please explain why ratepayers should pay higher than the actual cost of debt.

RESPONSE

(a) and (b)  It is important, when considering the efficacy of the terms of NRG’s borrowing 
arrangements with the Bank of Nova Scotia that it is understood that the debt is a term loan that 
is payable on demand.  The Bank is holding the GIC to further secure the loan.  The letter of 
credit held by the Bank may only be called on in the event of a default by IGPC in its contract 
with NRG.  The Bank has stated that they will not permit the GIC to be liquidated at this time 
and applied to the loan.

(c)  NRG has had meetings with other financial institutions but felt it best to continue with Bank 
of Nova Scotia where the conditions were considered reasonable and could not be improved 
upon or duplicated with another lender.

(d)  The fact that NRG has issued retractable preferred shares is not of any concern to the Bank 
because that the holders of the shares have postponed their retractable rights to the interest of the 
Bank.

(e)  In the Test Year 2011, the actual interest cost is $652,595.  If one calculates these actual 
dollars of interest cost as a percentage of the loans net of the GIC (i.e., $7,898,864) the 
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percentage rate (i.e., 8.26%) will be much higher than the rate determined by applying the same 
dollar cost of interest to the gross loan amounts $9,908,196 (i.e., not net of the GIC).
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ISSUE 6 – RATE OF RETURN

Ref: Exhibit F8/Tab1/Schedule1

6.1 Does the evidence support a rate increase to recover NRG’s delivery related 
revenue deficiency for the 2011 Test Year?

29. Please recalculate the revenue requirement for the 2011 Test Year using a capital 
structure of 60% debt and 40% equity with the Board approved Return on Equity 
and a total debt rate of 6.69%.

RESPONSE

The 2011 Test Year revenue requirement recalculated based on the scenario above is provided in 
the Attachment.
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ISSUE 7 – COST ALLOCATION

Ref: Exhibit G1/Tab 2/Schedule 1/Sheet 3.1

7.1 Are the proposed updates and changes to the cost allocation methodology 
appropriate?

30. Board staff notes that in the cost allocation schedule, common costs have not been 
allocated to Ancillary Services. Please explain how these costs have been allocated to 
or accounted for in ancillary services. 

RESPONSE

NRG notes that a total of $662.4k of 2011 Revenue Requirement responsibility has been 
assigned to Ancillary Services.  This includes the assignment of $261.0k OM&A expenses and 
the return on and income tax expense arising from the assignment of $150.3k of General Plant 
and $204.2k of Working Capital – all of which are common costs.

Exhibit G3, Tab 2, Schedule 1 Sheet 1.1 shows the 2011 Rate Base functionalized to Ancillary
Services and Sheet 1.3 shows the 2011 Revenue Requirement functionalized to Ancillary 
Services.   

Exhibit G3, Tab 1, Schedule 1 Sheet 2.1 shows the 2011 Rate Base that is classified to Ancillary 
Services and Sheet 2.2 shows the 2011 Revenue Requirement that is classified to Ancillary 
Services.  These sheets provide the data that supports the allocation of $657.9k of 2011 Revenue 
Requirement to Ancillary Services as shown at Sheet 3.1.  
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Ref: Exhibit G1/Tab 4/Schedule 1 

7.1 Are the proposed updates and changes to the cost allocation methodology 
appropriate?

31. In accordance with the Board’s decision in EB-2005-0544, NRG has developed a 
contingency plan to address possible reductions in Rate 2 volumes. NRG has 
suggested that it is appropriate to anticipate the elimination of its Rate 2 customer 
class. 

NRG’s proposal could result in the closing of the Rate 2 customer class during the 
term of the Incentive Regulation Plan (if approved by the Board). Board staff notes 
that this issue has not been addressed in NRG’s cost allocation study. 

(a) If Rate 2 is closed within the term of the IR Plan, how does NRG propose to 
reallocate Rate 2 related costs to other rate classes? 

(b) What would be the rate impact on the other rate classes as a result of this 
reallocation?

(c) If Rate 2 class customers are migrated today to Rate 4, what would be the impact on 
the Rate 2 customers?

RESPONSE

(a)  NRG proposes to transfer Rate 2 customers to Rate 4 if Rate 2 is closed during the term of 
the IR Plan.

(b)  NRG estimates that its other rate classes would not be materially impacted by the transfer of 
Rate 2 customers to Rate 4.  This is chiefly because the proposed Rate 2 and Rate 4 rates are not 
materially different. 

(c)  Please see the response to part (b) above. 
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Ref: Exhibit G2/Tab 1/Schedule 1  

7.3 Is NRG’s derivation of an incremental System Gas rate appropriate? 

32. NRG stated that the System Gas Supply costs in the Fully Allocated Cost (“FAC”) 
Study have been amended to reflect the application of an incremental costing 
methodology.  Please provide a schedule which highlights the amendments made to 
the System Gas Supply costs in the FAC. 

RESPONSE

The amendments were made to the functionalization of costs on Sheet 1.1 and Sheet 1.3.  Direct 
assignment of costs was preserved and any functionalization of costs achieved through proration 
(e.g., using a proportional allocation) was eliminated.

The following changes were made to the functionalization of rate base:

 All General Plant prorated allocations were eliminated.

 The direct assignment of Working Cash Allowance – Gas Commodity was preserved

 The proportional allocation of the Insurance, Rent and Wages components of the 
Working Cash Allowance was eliminated.

The following changes were made to the functionalization of revenue requirement:

 The direct assignment of a portion of the Regulatory expense was preserved.

 The direct assignment of a portion of the Consulting expense was preserved.

 The proportional allocation of the Wages and Benefits, Insurance, Utilities, Repair and 
Maintenance, Management Fees to Gas Supply was eliminated.
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Ref: Exhibit G1/Tab 2/Schedule 1 

7.4 Is NRG’s methodology to allocate costs to IGPC appropriate? 

33. NRG stated that it has used its legacy allocation factors to allocate common costs to 
IGPC (Rate 6). Please provide a schedule which sets out the legacy factors used to 
allocate costs to IGPC (Rate 6). 

RESPONSE

Please refer to Exhibit G2, Tab 1, Schedule 1 Sheet 3.2.
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Ref: Exhibit G1/Tab 2/Schedule 1 

7.4 Is NRG’s methodology to allocate costs to IGPC appropriate? 

34. NRG noted that it has applied the Rate 3 legacy factors to allocate costs to IGPC 
(Rate 6). NRG believes that this is reasonable because the Rate 3 legacy factors were 
used to allocate costs to Rate 3 when NRG served Imperial Tobacco (a large Rate 3 
customer). 

Please explain why NRG believes that the legacy allocation factors that were used to 
allocate costs to Rate 3 (at the time that NRG served Imperial Tobacco) are 
appropriate for allocating costs to IGPC (Rate 6)? The response should include the
following: 

(a) Total number of customers and total delivered volume (at the time referenced by 
NRG when it was serving Imperial Tobacco). 

(b) Number of Rate 3 customers and Rate 3 delivered volumes (at the time referenced 
by NRG when it was serving Imperial Tobacco). 

(c) A table, similar to the one included in Exhibit G1, Tab 2, Schedule 1, Page 2, which 
provides a breakdown of the costs allocated to Rate 3 (at the time referenced by 
NRG when it was serving Imperial Tobacco). This table should present the 
aggregate costs and the costs as a percentage of the total costs incurred by NRG. 

RESPONSE

NRG notes that under its proposal common costs will be allocated to IGPC using the Rate 3 
legacy factors and that most of the costs that IGPC is proposed to be responsible for are directly 
assignable.  This approach does not result in the inadvertent creation of any incremental 
inequities for other rate classes.  

NRG has relied on data from 2004 for the purposes of responding to this question.

(a) Total # of customers: 5,943
Total throughput volume: 24,430,935 m3

(b) # of R3 customers: 5
R3 throughput volume: 4,276,687 m3

(c)  The data relied on to prepare the referenced table summarizes the directly allocated costs.  
Because Rate 3 was not directly allocated costs in the previous rate application, the requested 
information is not readily available.  Inspection of EB-2005-0544, Exhibit G3, Tab 2, Schedule 
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1, Sheet 1.3 shows that, per the application, Rate 3 was to be allocated $144.7k (or 3.6%) of the 
$3,001.1k proposed 2007 test year revenue requirement.
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ISSUE 8 – RATE DESIGN 

Ref: Exhibit H1/Tab 1/Schedule 1 

8.2 Is the proposal to increase the monthly fixed charges and the monthly customer 
charges across all rate classes appropriate?

35. NRG has proposed to increase the monthly customer charge for Rate 1, Rate 2 and 
Rate 4 customers. Is the proposal revenue neutral? If not, please provide details of 
the impact of the increased monthly customer charges.

RESPONSE

The proposed increase of the monthly customer charge for Rate 1, Rate 2 and Rate 4 customers 
is revenue neutral.

NRG is proposing to set rates so that the total forecast revenue in the test year will equal the 
revenue requirement. If NRG were not proposing to increase the monthly customer charge (fixed 
charge) for these classes, it would be necessary to proposed higher larger increases in the 
variable charges in order to recover the forecast revenue requirement in the test year. Hence, 
under an alternate fixed variable split with no increase in the fixed charges , the total revenue 
would be the same.
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ISSUE 9 – INCENTIVE REGULATION MECHANISM 

Ref: A Proposed Incentive Regulation Mechanism for Natural Resource Gas Limited – A Report 
by Elenchus Research Associates Inc. 

9.2 Is NRG’s proposal of including an all-in-one fixed price cap escalator of 1.5% 
during the IR term appropriate? 

36. On page 4 of the Report, Elenchus Research Associates Inc. recommends a price cap 
escalator of 1.5% stating that the escalator accommodates inflation, productivity 
and the impact of declining volumes. Please answer the following questions with 
respect to the price cap escalator. 

(a) How did Elenchus arrive at the 1.5%? Please provide evidence that the 1.5% 
accommodates inflation, productivity and impact of declining volumes.

(b) Did Elenchus conduct scenarios or research to conclude that the 1.5% takes into 
account inflation, productivity and impact of declining volumes? If “Yes”, please 
provide details including the scenarios conducted. 

(c) What was the inflation and productivity factor used in the calculation of 1.5%? 

RESPONSE

(a)  The approach used to derive the recommended figure of 1.5% for the price cap escalator is 
described in section 2.1 of the Elenchus evidence, which states:

The Board Decisions pertaining to both the Union and Enbridge IRM 
Settlement Agreements indicated that the annual increase for the 
residential class was not expected to exceed 2% (Union, EB-2007-0606 
Decision, p. 2; Enbridge, EB-2007-0615 Decision, p. 2). A simple and 
balanced approach to establishing a fixed annual adjustment rate would 
be to adopt an escalator that is below this 2% level.  Establishing an 
“all-in” price cap escalator of 1.5% would provide reasonable price 
protection for customers while accommodating inflation, productivity 
and the impact of declining volumes. In adopting an all-in fixed 
escalator, NRG’s rate increases will not reflect actual inflation rates or 
declining volume; hence, it will be exposed to higher risk than it would if 
these factors were determined annually and the price cap adjusted 
accordingly.

The 1.5% figure arrived at through judgment rather than analysis in that it appeared to provide 
substantial protection for customers in terms of future rate increases (relative to the benchmark 
of expectations for Union and Enbridge rates), while providing a realistic price escalator that 
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would allow NRG to manage its costs so as to earn an appropriate return, barring circumstances 
that would trigger a Z-Factor, Y-Factor or off ramp.

As this quote indicates, it is inherent in adopting the simplified approach (an “all-in” price 
escalator) that NRG bears the risk associated with the aggregate impact of inflation, productivity 
and declining volumes. 

It may be noted that an explicit inflation factor such as the factor included in the Union and 
Enbridge IRMs (GDP Implicit Price Index Final Domestic Demand) is intended as a proxy for 
the price trend for all of the companies input costs. The correlation of any broad price index to 
the costs trends for a specific LDC can be expected to decline for very small companies such as 
NRG since their purchasing patterns are more likely to deviate from national averages. In 
adopting the all-in cap of 1.5%, NRG will have to manage its costs within this cap, without 
regard to actual inflation trends.

With respect to productivity, no attempt was made to derive an explicit factor for use in the 
formula since data are not available to conduct appropriate econometric analysis or other 
empirical studies as a basis for establishing a target productivity factor that would be reasonable 
for NRG at this time. Doing so would be analogous to undertaking these types of studies for 
Ontario’s electricity sector on an LDC-by-LDC basis. Any results derived would either lack 
credibility or would require an inordinately expensive data collection and analysis exercise that 
could not be justified for NRG given its small revenue base. 

The inability to derive a credible productivity factor for NRG at reasonable cost was an 
important consideration in recommending that a “simplified version of the Union price cap index 
based IRM” (Elenchus Evidence, section 1.3 at page 3) be adopted.

Declining volume was also a difficult factor to include explicitly in the NRG IRM since a loss of 
customers, given the relatively small customer base, is at least as important a concern for the 
company as declining use per customer. The all-in price cap escalator of 1.5% appeared to be an 
approach that was more consistent with the simplified IRM methodology than an explicit 
average use mechanism along the lines of those adopted for the Union or Enbridge IRMs.

Given the simplified approach that has been used, it could be concluded that there is no evidence 
that “the 1.5% accommodates inflation, productivity and impact of declining volumes.” 
Alternatively, it can be concluded that “the 1.5% accommodates inflation, productivity and 
impact of declining volumes” by definition.

(b)  Consistent with the approach to establishing the simplified price cap index mechanism for 
NRG discussed in the evidence and in the response to a) above, Elenchus did not “conduct 
scenarios or research to conclude that the 1.5% takes into inflation, productivity and impact of 
declining volume.”  

(c)  As noted above, there are no explicit inflation and productivity factors embedded in the 
proposed 1.5% price cap escalator. In fact, it is inconsistent with the simplified approach that has 
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been recommended to attempt to justify the overall price cap on the basis of disaggregated 
components. The intent of the proposal is simply to identify a price cap escalator (1.5%) that 
reasonably balances the interests of ratepayers and the company given the significant risks and 
uncertainties associated with future costs and volume throughput. 
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Ref: A Proposed Incentive Regulation Mechanism for Natural Resource Gas Limited – A Report 
by Elenchus Research Associates Inc. 

9.4 Is NRG’s proposal for Earnings Sharing Mechanism, Off-Ramps, Z-Factors and 
Y-Factors under the IR Plan appropriate? 

37. NRG’s IR Plan proposes to adopt the Earnings Sharing Mechanism as noted in 
Union’s IRM Settlement Agreement (EB-2007-0606) dated January 3, 2008. Union’s 
Settlement Agreement on page 22 states, “If in any calendar year Union’s actual 
utility return on equity is more than 200 basis points over the amount calculated 
annually by the application of the Board’s ROE formula in any year of the IR plan, 
then such excess earnings will be shared 50/50 between Union and its customers.”

(a) Union’s Settlement Agreement refers to actual utility return in a calendar year. 
Please confirm that NRG is proposing the same timeframe.

(b) Does NRG propose to use the Board’s ROE included in rates or the most recent 
Board approved ROE for a given year? 

RESPONSE

(a)  In order to minimize administrative complexity, it would be appropriate to calculate the 
shared earnings on a fiscal year basis. NRG’s fiscal year (October 1 to September 30) matches its 
rate year. Hence, once the financial results for a fiscal year have been finalized, the shared 
earnings would be calculated. The shared earnings would be included in a deferral account so 
that they net earnings is appropriately adjusted for the fiscal year. The amount in the deferral 
account would be subject to carrying costs, consistent with standard practice. The shared 
earnings would then be disposed of at the end of the following fiscal year and included in rates 
subsequently.

For clarity, the shared earnings for the 2011 fiscal year (ending September 30, 2011) would be 
determined in the months following the fiscal yearend. These shared earnings, including carrying 
charges, would then be included in the rates that are implemented for October 1, 2012.

(b)  NRG proposes to use the most recent Board approved ROE for a given year.




