
[image: image1.jpg]) SIC PERMANET

| _rocus | 4
Ontario

VT INCEPIT

2\




ONTARIO

ENERGY

BOARD

	FILE NO.:
	EB-2010-0199

	

	VOLUME:

DATE:
	2010 Natural Gas Market Review - Stakeholder Conference
October 7, 2010
	


EB-2010-0199
THE ONTARIO ENERGY BOARD

2010 NATURAL GAS MARKET REVIEW
STAKEHOLDER CONFERENCE

Held at 2300 Yonge Street,

25th Floor, Toronto, Ontario,

on Thursday, October 7th, 2010,

commencing at 9:32 a.m.
--------------------

VOLUME 1
--------------------

KEN QUESNELLE
Board Member

ALECK DADSON
Board COO

LJUBA DJERDJEVIC
Board Counsel
MAUREEN HELT

LISA BRICKENDEN
Board Staff
NEIL MACKAY

LAURIE KLEIN

LENORE DOUGAN

leonard crook
ICF Consultants

KEVIN LOK

STEPHEN SHRYBMAN
The Council of Canadians

LISA SUMI
KEVIN PETAK
STEVE POHLOD
TransCanada Pipeline Limited

JOHN REED
DON BELL

MALINI GIRIDHAR
Enbridge Gas Distribution Limited

NORM RYCKMAN

JOHN WOLNIK
Association of Power Producers of
DAVID BUTTERS
Ontario (APPrO)

JOHN ROSENKRANZ
Consumers Council of Canada (CCC), Canadian Manufacturers & Exporters (CME), City of Kitchener, Federation of Rental-Housing Providers of Ontario (FRPO), London Property Management Association (LPMA), School Energy Coalition (SEC), Vulnerable Energy Consumers' Association (VECC)

IAN MONDROW
Industrial Gas Users' Association (IGUA)
LARRY SCHWARTZ
Energy Probe Research Foundation

TOM LADANYI
Ontario Power Generation

KAREN MORTON
National Energy Board

PAUL CHELIAK
Canadian Gas Association

JAMES WIGHTMAN
Vulnerable Energy Consumers' Coalition (VECC)

DWAYNE QUINN
Federation of Rental-Housing Providers of Ontario (FRPO)

EMILY KIRKPATRICK
Union Gas

MARK KITCHEN
JIM GRUENBAUER
City of Kitchener

GORDON CAMERON
TransCanada Pipeline Limited

PAUL TOWNE

JASON STACEY

1--- On commencing at 9:32 a.m.


1Opening Remarks by Mr. Dadson


5THE COUNCIL OF CANADIANS


Steven Shrybman, Lisa Sumi, Kevin Petak
7Presentation by Ms. Sumi


24Question and Answer Session


46--- Recess taken at 10:56 a.m.


46--- On resuming at 11:09 a.m.


46TRANSCANADA PIPELINES LIMITED


Steve Pohlod, John Reed, Dawn Bell
46Presentation by Mr. Pohlod


61Question and Answer Session


91--- Luncheon recess taken at 12:40 p.m.


91--- On resuming at 1:31 p.m.


91ENBRIDGE GAS DISTRIBUTION


Norm Ryckman, Malini Giridhar

91Presentation by Ms. Giridhar


102Question and Answer Session


122ASSOCIATION OF POWER PRODUCERS OF ONTARIO


David Butters, John Wolnik
122Presentation by Mr. Butters


135Presentation by Mr. Wolnik


142Question and Answer Session


151--- Recess taken at 3:11 p.m.


151--- On resuming at 3:33 p.m.


151CCC, CME, CITY OF KITCHENER, FRPO, LPMA, SEC, VECC


Jay Shepherd, John A. Rosencranz
152Presentation by Mr. Rosenkranz


179--- Whereupon the conference adjourned at 4:26 p.m.




NO EXHIBITS WERE FILED IN THIS PROCEEDING

Error! No table of figures entries found.
NO UNDERTAKINGS WERE FILED IN THIS PROCEEDING

Error! No table of figures entries found.NO


Thursday, October 7, 2010

--- On commencing at 9:32 a.m.
Opening Remarks by Mr. Dadson

MR. DADSON:  Good morning.  I think we are going to get under way now.  I want to welcome you to the stakeholder conference in respect of the Board's 2010 Natural Gas Market Review, and I would like to begin my introducing myself and the others at the front of the room, most of whom will be here throughout the conference over the next two days.

My name is Aleck Dadson, and I am the chief operating officer of the Board.  The other members of Staff present are Lisa Brickenden, Neil McKay, our Board counsel Ljuba Djurdjevic, Laurie Klein and Lenore Dougan, and I believe we also have several numbers of the ICF team here, Leonard Crook, and I believe the other two members of the team are --


MR. LOK:  Kevin Lok.

MR. DADSON:  Yes.  And I guess we are missing -- oh, they are all here now.  Good.  Thank you.  You crept in when I wasn't looking.

As you know, the Board has periodically initiated a review of trends in the natural gas market in Ontario, and I know that there are a number of veterans of those past reviews here this morning.  In the late 1990s, the Board convened the ten-year market review and the market design task force with a view to looking at options for better regulation in the provincial natural gas sector.

A number of years later, in 2003, the Board undertook a further comprehensive review of the gas sector, really to look at whether there were ways in which the regulation of natural gas in Ontario might be enhanced.  And, as you know, one of the outcomes or the key outcome of that consultation and review was the publication of the Board's report on natural gas regulation.  And, ultimately, that review and the publication of that report led to a number of important initiatives, particularly with respect to changes in the way in which we regulate storage, and obviously also the introduction of an incentive rate regulation scheme for natural gas distributors.

Earlier this year, the Board concluded it was appropriate to initiate a further review of developments and conditions in the North American natural gas sector, and the purpose of the current review is to assess how those changes -- how the changing conditions in the North American natural gas sector are affecting Ontario, how the province's natural gas sector is responding and adopting those changes, and also to consider how the Board should adopt or respond to those changes and developments.

The review, in particular, will look at impacts over the next three to five years.  It will look, in particular, at potential impacts on prices, services and the way in which the provincial natural gas infrastructure is used.

A specific objective is to consider whether there was need for regulatory change.  Last week, a number of you had an opportunity to meet with ICF and discuss with them the background paper that they prepared for Board Staff and which is available on our website.  The purpose of the stakeholder conference this morning is to hear from a number of presenters and give you an opportunity to pose those questions and to discuss the ideas that they are presenting today and tomorrow.

There will also be an opportunity for written submissions in due course.


I should stress that this is a conference.  It is not a hearing.  It is a consultation convened by Board Staff to assist Board Staff in our consideration of the issues. Board Members may join the conference from time to time, but the conference will be led by and will be moderated by Board Staff.  Indeed, we have one board member, Ken Quesnelle, here with U.S. this morning, and other Board members may, schedules permitting, attend periodically, as well.

As I indicated, there will be an opportunity at the end of this conference for participants to file written submissions.  Those comments, together with the proceedings over the next two days, will assist Board Staff in the preparation of a Board Staff report to the Board.  That report will set out Board Staff's assessment of developments in the sector and will set out Board Staff's recommendations to the Board as to whether any further regulatory action, if any, should be considered by the Board.

With that, I am going to turn the matter over to Neil McKay, who perhaps will give U.S. some more details regarding logistics for this morning and the rest of the consultation.

MR. MacKAY:  Good morning.  My name is Neil McKay.  Just in terms of the way we expect things to run over the next two days, I wanted to start with a bit of a glitch.  The building management has announced late yesterday that there will be a test of the sound system for the fire alarm today at 11 o'clock.  So there are several good things with that.  It's not a fire drill.  There is no evacuation involved.  It happens to correspond with our 11 o'clock break time, so if you are having a coffee, that's good.  And, thirdly, there shouldn't be a fire.  So those are three good things.

As you know, the consultation today will be transcribed and can be heard via the webcast.  Therefore, if you have any comments or if you have any questions, we would ask that you identify yourself both for those people who are listening in, as well as for the court reporter who is transcribing everything here.

We will have additional microphones, as you can see, in the back, which are provided to participants for question periods.  The questions can only be taken from inside the room, so if there are parties who are listening on the webcast right now and they would like to have a question put forward, we would ask that those parties contact either a colleague here or get that transferred via an e-mail so that we can get that transferred and get it on the record here.

I know that's a bit awkward, but we just didn't have the capability of direct transfer from the webcast.

As Aleck mentioned, we will be moderating the discussion, and we are hoping that everyone has an opportunity to provide their input.  And we will try to keep the time lines that we have set out in the agenda.

We have scheduled about an hour to an hour-and-a-quarter for the presentation and question and answer, and I have already been approached about what happens if we are in the middle of a good discussion and -- while we have allotted some time for tomorrow for a bit of spillover, we will try to be fairly strict around the timing.  So we are hoping the presentations don't go much more than half an hour, and that will allow an hour -- or half an hour to 45 minutes for further discussion.

We are planning to wrap up for noon tomorrow.  We know it's the Friday before a long weekend and I know a lot of people are probably going to be interested in getting an early start tomorrow.  So that's our plan.  We will try to maintain that.

Unless there are any questions in terms of how we are going to proceed -- and are there clarifying questions?


MR. DODSON:  If not, then we would like to start off with the first presentation, and that's the report prepared for the Council of Canadians.
THE COUNCIL OF CANADIANS


Steven Shrybman

Lisa Sumi


Kevin Petak


MR. DODSON:  It will be presented by Lisa Sumi, but I understand there will be other colleagues up here with her.

Lisa is a science and research advisor with EARTHWORKS, and the topic is "Environmental Concerns and Regulatory Initiatives Related to Hydraulic Fracturing in Shale Gas Formations: Potential Implications for North American Gas Supply".

MR. SHRYBMAN:  My name is Steven Shrybman.  I represent the Council of Canadians, and Andrea Harden from the Council of Canadians' Energy Campaign sitting at the end of the table there and is here with U.S.  I will just say perhaps two words about the Council, and then turn things over to Lisa.

The Council of Canadians is one of Canadian's largest citizen-based advocacy organizations.  I believe we have 15-, maybe 20,000 members in Ontario.  It is concerned with matters of Canadian sovereignty, our natural resources from water to energy.  We have participated in Board proceedings before, though we are not a frequent visitor to this regulatory process and haven't engaged in natural gas review processes before.

We retained Lisa to look at one of the uncertainties that the ICF report identified, which is the way in which emerging environmental concerns about shale gas exploration and development may drive the regulatory agenda in the United States and too, by implication, in Canada in a manner that will impact the availability of supply from this particular source.

The Council's concerns are driven by a concern about the impact of exploration and development of shale gas on groundwater resources, but also they arise from a concern about energy security for Canada, and when, you know, the prospect of rewiring the system in order to accommodate a new source of supply, which may be very problematic from an environmental point of view comes up, we take an interest, and that's why we have retained Lisa to shed some light on, you know, that important dimension of the issues that the Board will have to contend with.

So with that let me turn things over to Lisa.

MS. SUMI:  Thank you very much.
Presentation by Ms. Sumi:


MS. SUMI:  So as I was introduced, my name is Lisa Sumi.  I am an environmental consultant based out of Durango, Colorado, but I actually grew up here in Ontario in a little town called Wawa, on the north shore of Lake Superior, and did my schooling, my science degrees, at the University of Toronto.

I really appreciate the opportunity to be here with you today.  My plan is to address some of the issues raised in the ICF report with respect to hydraulic fracturing and its impacts, and then I will go into some of the state regulatory initiatives in the United States right now that pertain to the Marcellus Shale development, and also talk a little bit about some of the federal regulatory initiatives that may impact shale development in the United States.

And Steven outlined basically why I wrote this report, so I won't go into that in any more detail except to say that the reason that I am focusing on Marcellus Shale is that the ICF report highlighted it as one of the critical sources of supply in the supply outlook that they've prepared.

Shale gas is predicted to supply 30 percent of the gas in North America by 2020, and the Marcellus Shale play was indicated as providing the most shale gas out of any of the shale gas plays in the United States.

The Marcellus Shale isn't predicted to supply Ontario directly.  What it is going to do is fill the needs in the northeastern United States markets, where western Canadian gas previously went, and now more of that gas, as outlined in the ICF report, can remain in Ontario.

Concerns around hydraulic fracturing were explained in the ICF report, and hydraulic fracturing is absolutely essential to get the gas out of shales, and so, as outlined in the ICF report, if regulations occur that are stringent, it really does have the possibility of impacting the supply of gas from shales.

I am going to just step back here, and I am not sure if everybody in the room knows what hydraulic fracturing is, so I am just going to quickly run through an explanation.


When a well is drilled, a gas well is drilled, or an oil well, for that matter, you know, the hole is drilled, they put in a typically steel pipe, which is known as casing, and in the shale gas plays a lot of the wells being drilled right now are horizontal, so the well is sunk 5 to 8,000 feet deep into the ground, and then it turns, and then the companies perforate that steel casing within the shale layer.

Hydraulic fracturing is a way to stimulate the gas flow.  So what companies are doing is they inject a mixture of water, sand, and chemicals -- typically water, sand, and chemicals -- into the well at high pressures, typically 10,000 to 15,000 pounds per square inch in some of these shale plays.

They keep forcing it into that well.  It goes into the formation, and eventually the formation cracks under the pressure.  They release the pressure, and those fluids flow back out of the well.  Hopefully the sand that was in that mixture stays in those cracks, it props it open, and that allows the gas to flow from the formation into the well.

There are a whole host of potential impacts related to hydraulic fracturing.  There are air-quality issues, both with the heavy equipment that's associated with hydraulic fracturing, but also air emissions from the wastes that come back out of the well.  There is noise, erosion, soil- and water-contamination issues, water-quality issues, and I am going to go into more detail about some of these impacts right now.

The ICF report listed three main environmental impacts related to the fracturing of shales, or hydraulic fracturing in general:  water requirements, chemical exposures related to hydraulic fracturing, and contaminated water management.

One of the differences between fracturing shale formations and more conventional formations, or even some of the other unconventional formations, like coal bed methane, is that shale gas requires much more massive volumes of water.

So a typical shale gas well in the Marcellus region might require between 1 and 10 million gallons of water.  That can be five to 100 times more than what a conventional well would use.

It's been calculated that to transport a million gallons of water would require 200 tanker-truck trips, and, you know, so if you have a larger frack job than that you might potentially have 1,000 or even 2,000 tanker trucks moving through communities, creating safety issues, traffic concerns, road impacts, and also localized air-emission issues.

Access to water has been a key issue for developers in the Marcellus Shale region.  In that region the gas operators typically use surface water.  In some of the other shale gas plays they are actually using groundwater to fracture wells.

The huge water withdrawals are definitely a concern for folks regionally.  They are worried that these huge withdrawals are going to have impacts on the aquatic communities, and some impacts have been felt already.  And you don't often think about the northeastern States as having an issue with drought conditions, but actually, last year, or just this past summer, in July and August, the water levels -- the area was experiencing a drought, and the water levels were so low in some of the tributaries of the Susquehanna River that they had to actually shut down some of the water withdrawals from the natural gas companies.  So that meant companies either had to go farther afield to get their water, which boosted the costs, or they had to put off the hydraulic fracturing operations until they could have -- until those water levels came back up.

And, so, water requirements definitely are a concern with shale gas development.

Chemical exposures was another issue raised in the ICF report.  There are a large variety of different types of chemicals that are used in fracturing jobs.  They are used to control bacteria, to control corrosion, to improve the flow of the fluids through the well.

They make up a very small percentage of the overall hydraulic fracturing fluid, but, in fact -- so you often see a chart like this where it's broken out -- you know, half a percent of the overall hydraulic fracturing fluid might be chemicals, but if you actually break it down, a 4 million gallon frack job would actually use something like 80 tonnes of chemicals or 200,000 gallons of chemicals.

These are chemicals that are moving through communities.  They are being stored on the well pad.  There is the opportunity for spills, and spills do happen.  There have been a number of spills in Pennsylvania in the Marcellus Shale.  One example is hydraulic fracturing fluid gel.  There were two incidents where a total of 8,000 gallons of the gel was spilled into a creek and resulted in a fish kill in Pennsylvania.

Another chemical exposure pathway that wasn't really highlighted in the ICF report was the issue of methane migration.  And there has been a lot of discussion and debate around whether or not hydraulic fracturing can create pathways for methane to migrate to the surface -- methane or these chemicals to migrate to surface groundwater.

There have been recently a number of cases in Pennsylvania where, after drilling and fracturing, there has been methane migration into homes.  There have been a number of homes that have exploded because of high concentrations of methane.  People are finding methane in their well water, and, in addition to methane, they are finding in some cases chemicals like benzene, which can come from the shale formation itself or they are definitely present in some hydraulic fracturing fluids.

The pathway for the methane to migrate is, of course, with the hydraulic fractures.  They can intersect natural fractures, which can then lead to the surface, or in some cases they are intersecting old abandoned well -- gas wells or producing wells, and they are finding a pathway to the surface that way.

When these cases occur, there can be high price tag for natural gas companies.  In Dimock, Pennsylvania, the Department of Environmental Protection recently requested that Cabot Oil & Gas provide a fresh water supply to more than a dozen homes in Dimock where their water had been contaminated, which the department has claimed is because of Cabot's activities in the region.  And the cost of that fresh water supply is above $11 million.

So if problems occur, it can definitely have a high price tag for companies.

Another form of chemical exposure are the air emissions from these waste impoundments.  When the hydraulic fracturing fluids come back out of the well, they are typically stored in open pits or sometimes tanks, but often open pits on the surface, and the air emissions from these pits not only can lead to regional air-quality issues because of the volatile organic compounds in the waste, but also really localized emissions that can affect nearby residents.

You can see in this photo, there are houses located very close to where these large pits are located.  Dr. Theo Colborn, who is known for her work on endocrine-disrupting chemicals has done a study of more than 350 chemicals used in drilling and fracturing, and she has an article actually coming out in the International Journal of Human and Ecological Risk Assessment.  I think it's due out this month.

But her study found that more than 80 percent of the chemicals used in drilling and fracturing are known to have links to respiratory illnesses, and also skin and eye irritation.  Seventy-five percent are linked to liver and gastrointestinal illnesses, and more than 50 percent can affect the brain and nervous system.

People living next to these pits are experiencing a whole host of these types of illnesses.  There have definitely been stories from Colorado and Texas, the Barnett Shale, as well as the Marcellus Shale, where people living close to these impoundments have had problems breathing.  They have had skin and eye irritation, rashes.  In some cases, during the high off-gassing periods of these wastes, people can't leave their homes.  The dogs won't even go out.

So this is -- I think it's a serious issue that is beginning to gain more attention.  The University of Pittsburgh's School of Public Health is starting to look into the air emissions from these pits.  I think we are going to get a lot of information out in the near future which may push some regulatory actions.

The third issue raised in the ICF report was contaminated water management.  So there are two types of waste contaminated water that are produced from shale gas wells or natural gas wells, in general.  The flowback are the hydraulic fracturing fluids that come back out of the well after it's fractured, and then brines are the -- it's the water contained within the shale formation itself that more slowly over time work their way out of the formation and are produced at the surface.

Both the flowback and the brines contain a whole host of toxic substances, and some of the studies that have been done show that a number of the chemicals are at concentrations that exceed water quality standards.  There are metals, salts, volatile organic compound, semi-volatile organic compounds, and radioactive substances are being found, as well, because these shales actually, in the Marcellus region anyway, are what is known as highly radioactive shales.  They contain high concentrations of radium and thorium and other radioactive constituents.  And these substances are being found in the waste water, and it's a real challenge for operators to adequately find adequate disposal for some of the waste water.

I am going to talk a bit more about that and some of the challenges in Pennsylvania, in particular, in a minute.

So that concludes the first part of my discussion on hydraulic fracturing and its impacts.  I am going to move into some of the regulatory initiatives now.

So the Marcellus Shale is located in northeastern United States.  It underlies parts of four states, New York, Pennsylvania, Ohio and West Virginia.  The states have responded very differently in terms of their reaction to shale development.  New York State, by far, has had the most precautionary approach to the development.  Pennsylvania, West Virginia and Ohio all allow shale gas development, and the ones that have allowed it are finding that they actually have to backtrack a little bit and work on their regulations in order to adequately control some of the impacts related to the development.

New York State, in the late -- probably around 2007, some of the first proposals were coming into the state to develop shale gas in New York, and there was a huge upwelling of concern generated among both people living in the regions where the drilling was going to happen and also in New York City, because the area of shale gas development is actually New York City's watershed.

And so people were concerned that there might be contamination of their water supply, and so there was huge amount of pressure placed on regulators and legislators to -- some people were calling for an outright ban on drilling, and others were asking for a moratorium while more study could be done, and in effect that's what happened.  The New York Department of Environmental Conservation decided to undertake a review of hydraulic fracturing and horizontal drilling in New York and spend the time to come up with new permitting regulations.  That's still happening.

And another -- so that review is hopefully going to come up with some regulations in early next year.  In the meantime, the State Senate in New York recently passed a moratorium on hydraulic fracturing in the Marcellus Shale which will extend through May of 2011.

So there hasn't been drilling in New York, and there isn't likely going to be drilling, at least -- at the earliest it would happen next year.

It's difficult to assess the potential impact of this regulation in the long-term.  There was a report done for the American Petroleum Institute that estimated that if the moratorium in New York were to continue through 2020 that 2 billion cubic feet of gas per day -- they have predicted 2 billion cubic feet of gas per day from the Marcellus Shale less than what the ICS study predicted would be produced from the Marcellus Shale.  So it could have a big impact on the supply of gas from the Marcellus Shale.

It's unlikely, I think, that a ban or moratorium will continue through 2020, but what is more likely is that there are some regions in New York that are going to basically be off-limits to development.  I think we are looking at some potentially more stringent regulations in the Delaware River Basin, which is the region where New York's water supply is.

The Delaware River Basin Commission is expected to come out with its own regulations later this month, and I have heard that they are going to be some of the most stringent regulations on the books.  In a lot of places companies have to post bonds of, you know, around $25,000 in order to hopefully cover some of the costs if there are impacts.  And the Commission is actually proposing a bond amount more in line with 1 million or $2 million.  So that is going to be a huge deterrent for companies to develop in that region of New York.

Pennsylvania, like I said, took a very different approach, in terms of Marcellus Shale regulation.  They -- Pennsylvania has had a lot of oil and gas development in the past, and so they felt like their regulations were adequate to deal with shale gas development.

But what they have found is that there have been so many more impacts than they ever anticipated that they have had to go back and review their regulations.  They have come out with some proposed regulations around well casing and how wells are drilled, and they are also developing -- or they have developed water regulations, which I will talk about in a minute.

But another initiative in Pennsylvania is to impose a severance tax.  Pennsylvania is one of the few oil- and gas-producing states in the nation that does not have a severance tax, and there are a lot of folks in Pennsylvania right now calling for some kind of severance tax which would help to raise funds to help cover the cost of some of the environmental impacts that are occurring.

The industry has warned that if a severance tax is imposed, it could force them to leave the Marcellus Shale and move to other shale plays or even out of the country.  I have no way of assessing whether or not that would actually happen, but anyway, the severance tax is -- it passed in the House in Pennsylvania, in the State House, and it's currently sitting in the Senate.  They hope to have a decision on it by the end of the month.

Pennsylvania has had to face up to some of the impacts that shale gas has had on its water, on the waters of the state.  In 2008 companies were basically taking their wastewater and running it through municipal water treatment plants.  These treatment plants were not able to remove a lot of the chemicals found in the wastewater.  Pennsylvania did some studies on some of its river systems and found that the total dissolved solids and salts in a number of the rivers were extremely high, that it was causing damage to the aquatic eco-systems, and so they ordered a huge reduction in the amount of wastewater that could be disposed of through municipal treatment plants.

In 2010 they came out -- just this past August they came out with some new regulations which vastly lowered the allowable concentrations of TDS and salts in gas wastewater that would be disposed of in surface waters, and that's posed a great challenge to some of the operators in the area.

There are only a few wastewater treatment plants in the state that can process the wastewater and get the water clean enough to meet those standards.  Pennsylvania operators have other options.  They can dispose of the wastewater in what are called injection disposal wells.  But the number of those wells in Pennsylvania is limited.  They can ship the waste to other states that have injection wells, and they are doing that.  Some of it is going to Ohio and West Virginia.  But that's really expensive, to truck wastewater through sometimes extremely mountainous terrain in order to dispose of it.

The third option for operators is to recycle and reuse some of the wastewater, which is what more and more operators are doing, but there are problems with that approach too, because they have to dilute the wastewater in order to make it acceptable to inject, to use as a hydraulic fracturing fluid.

So they are still generating a lot of waste, and I think it's an issue that -- especially if the predictions for the number of new wells comes to bear, they are going to be generating a lot more wastewater, and it's an issue that I think is going to present a big challenge to the operators in the area.

I am going to move now to regulations specific to hydraulic fracturing.  Currently in the United States some of the states have -- the states have varying degrees of regulation related to hydraulic fracturing.  At the federal level it's exempt from the major piece of legislation that governs drinking water, which is the Safe Drinking Water Act.

There have been numerous proposals to increase the regulation of hydraulic fracturing both at the state and federal level.  Some of the states have started to require companies to disclose the chemicals that they are using.  Prior to these types of regulations, companies did not have to tell anybody what they were putting down the well.  They would provide some very general information, but communities did not know what chemicals were being used in these wells, what chemicals were moving throughout their communities, and it was real problem or a concern amongst emergency responders.  They wanted to know, If there is a spill in my community, what are those chemicals, so that we know how to adequately respond to the spill?

So there has been a lot of pressure over the past five years, I would say, to get states to regulate the disclosure or to require the disclosure of these chemicals.  Colorado last year passed the first law in the nation to require chemical disclosure.  This year Wyoming passed some even more stringent regulations.  I think we are likely to see some of the states move ahead -- some other states move ahead with similar disclosure requirements.

Louisiana, which is the Haynesville Shale plate, they are looking at their own hydraulic fracturing regulations with an eye on the disclosure piece.  I think if New York State comes out with regulations, they are likely to require disclosure, as well.

At the federal level, there are a number of studies going on right now that will likely -- or have the potential to lead to regulation at the federal level.  The EPA is conducting a major study looking at hydraulic fracturing and its potential impacts on water.  That study has just gotten under way and won't come out until 2012.

But there is a Congressional committee investigation into hydraulic fracturing, as well.  Representatives Waxman and Markey have asked hydraulic fracturing companies to provide information on the chemicals they are using, and the volumes of waste they are generating.  They want to know what they are doing with the waste, where they are disposing of it, and I think all of this will inform future federal regulation.

It's possible that regulation could occur before 2012.  There are a number of bills right now moving through Congress.  There is the Fracturing Responsibility and Awareness of Chemicals Act, the FRAC Act.  That act would require disclosure, and it would also remove the exemption of hydraulic fracturing from the Safe Drinking Water Act.

And one of the ramifications of that would be that it would be possible, then, to require companies to provide much more information on what is happening with the fractures.  Right now, they don't have to do -- they are not required to do any studies on where those fractures are going and the potential -- what the geology is.

So I think that is a piece that has the natural gas industry worried, because if those types of requirements were put in place, it could increase the costs of developing these wells.  The American Petroleum Institute has done some studies looking into the regulation of hydraulic fracturing, and the types of costs that would be incurred and the effect on production, and they -- the one study that I looked at, which is a 2009 study, estimated that if these types of federal regulations were put into place, it could reduce production of natural gas in the United States by as much as 20 to 30 percent, which is a huge amount.

Again, I don't have a crystal ball.  I can't say whether or not these regulations will pass, but if they did, there is a potential for vastly decreased production.

So, in conclusion, the ICF report, and others, have called shale gas a game changer for the North American supply of natural gas.  And it's true these shale gas formations hold huge, huge amounts of natural gas, but I think shale gas has been a game changer in another way.  The range and level of impacts being felt in some of the communities where development is occurring has greatly increased public concern about the issues and public pressure to get adequate regulation of both hydraulic fracturing and natural gas, shale gas development, in general.

The regulatory responses so far have been varied, but we are seeing that some of the states that have shale gas development are going back and revisiting the regulations.  Pennsylvania is a good example.  We are seeing it in Texas right now with the Barnett Shale.  They had -- they are experiencing some air quality issues around natural gas development in the Barnett Shale, which brings me to one final point, and that is that there is one more -- two more sets of federal regulations, I think, that are on the horizon that could affect both shale gas development and also natural gas development as a whole in the United States.

There are some air quality regulations at the federal level that are slated to come out next year.  They would provide more stringent regulation of some of the hazardous air pollutants related to oil and gas operations.  That has the potential to add another layer of cost to the development of the resources.

And I think further down the line there is the potential for some greenhouse gas regulations that, as pointed out in the ICF report, will definitely have an effect on coal production in the United States and Canada.

But, also, any greenhouse gas emissions caps could also affect the production of natural gas, because methane and carbon dioxide are both emitted throughout the process, in some cases at very high levels.

So further down the road, we may see some regulation that could impact natural gas.

In conclusion, I think that there are many regulatory uncertainties around shale gas development right now, and there are some that are happening right now and there are some that are further off into the future.  And I hope the OEB will consider these uncertainties as it begins to plan and shape its policies related to natural gas usage over the next five to ten years.  Thank you.
Question and Answer Session:


MR. MacKAY:  Thank you, Lisa.  We would like to open it up for any questions or commentary that we have got in the room.  Ian, you have your hand on the button.

MR. MONDROW:  Thanks.  Ian Mondrow.  I am counsel to the Industrial Gas Users Association, and I appreciate your presentation and the Council bringing it forward.  This is information that isn't otherwise in the material, and I think it's very helpful to have.

My question, though, actually is for ICF in relation to this study and this presentation.  We had some discussion about this yesterday, and I thought it might just be useful to reflect it on the record a little bit, since we are being transcribed today.

And my question -- not yesterday, last week.  My question was, to try to understand the report, is how this environmental exigency which is addressed in the report, but, as far as I recall, not directly linked to the analysis, is factored into the analysis at all.

What kind of -- and related to that is:  What kind of sensitivities could you kind of outline for U.S. in the event that there was significant slowdown, in near term or longer term, in shale production as a result of some of these dynamics?

MR. PETAK:  So our report assumes that current regulations that are in place for fracturing move forward, so any of the states that have regulations on fracturing fluids -- for instance, you can't use diesel in a number of states, many states for that matter.  That's carried through to the future.

The moratorium for New York is carried through to 2011, but then we make the assumption that the moratorium is lifted after that point.  However, we do not have any drilling in the New York City watershed area assumed in our projection.  So, you know, that's an uncertainty going forward.

Will the moratorium be lifted?  Will it be carried through longer term?  Obviously, as Lisa pointed out -- and, you know, she is correct for pointing this out -- there is a lot of uncertainty regarding the regulations going forward.

A frack act -- we do not assume the FRAC Act is implemented, so any federal policies that are currently in place are carried through, but there are no new policies.

So I would characterize the ICF case best as a status quo case regarding policies.  Anything currently in place remains in place, but anything new is not implemented.

Uncertainty regarding -- you know, obviously there is a whole number of scenarios that could play out regarding regulations.  Who knows what could play out.  A frack act could be implemented, and is -- you know, Lisa pointed out, API did a study on that.  They quantified it two different ways.  They actually quantified the amount of resource reduction or supply development that could be reduced as a result of the FRAC Act, and I think the number was somewhere in the 20 percent ballpark, as Lisa mentioned.

They also tried to quantify the cost increases that could result, and I think I the cost increases were somewhere in the 10 percent ballpark.

So clearly it reduces -- it both increases cost and reduces potential development.  That's with regards to the FRAC Act.  Obviously a moratoria carrying through to New York from now until whenever would reduce all of the supply development out of the Marcellus in New York, and, you know, some additional numbers that weren't in our written report are split on the 6.1 billion cubic feet per day of Marcellus by 2020 is somewhere about 4 Bcf/d for Pennsylvania, 1 Bcf/d for West Virginia, and 1 Bcf/d for New York, a little bit over 1 billion cubic feet per day for New York.

So, you know, I would just -- I would just put a qualifying statement on this.  I am not too sure how API came up with the assessment that we would reduce a carry-through of the moratoria from now until whenever, would reduce production from the Marcellus by 2 Bcf/d from the ICF case.  I don't know how API came up with that assessment, but that's -- it's probably not a correct assessment, given our splits.  Well, it's not a correct assessment, given our splits in our case.

Obviously if you saw states take a stance, like Lisa mentioned, with Louisiana's looking at Haynesville fracturing -- and Haynesville, by the way, is also very prominent growth for shale gas in our scenario.  If you look at one of the charts in our projection, it's the second-greatest growth component of shale gas production by 2020.

You know, obviously if Louisiana took a very stringent track on fracturing, then that could, you know, impact the Haynesville, and if you remember from our report, it's not just the Marcellus supply that's affecting Ontario supplies, it's also the mid-continent supplies that make their way up from the Gulf Coast on through Michigan and into Ontario that are important supplies as well.

So the sensitivities -- this is kind of a long-winded response to get to the sensitivities question, but it depends on the stringency of the environmental policies.  And you could certainly see significant reductions if the policies are very stringent regarding fracturing.

And, now, having said that, you will see other supplies penetrate the market.  You would see demand response, because you would see higher prices.  You wouldn't perhaps see as much demand growth across other areas.

So in order to analyze this question properly, I think scenario -- alternate scenario analysis would be in order.  It's not easy for me to answer, you know, well, if this were implemented and that were implemented it would reduce supplies for 20 percent, and what other supplies would do and demands would do beyond that.  That's not an easy question for me to answer without alternate scenario analysis.

MR. MONDROW:  Fair enough.  If -- and maybe, in light of the last part of your answer, you can't really give U.S. much more information on this, but if the shale gas production rates in your report were considered to be halved going forward from your current case, that seems to me that would have pretty significant implications from an Ontario perspective for some of the conclusions and dynamics outlined in your report.  Would that be a fair assumption?

MR. PETAK:  Yes, that's certainly a fair assessment.  If you look at the charts in our projection, the amount of shale gas supply is -- what exhibit is that?  I am looking for the exhibit.


Very significant -- it's 30 billion cubic feet per day or thereabouts by 2020.  So if you cut that down, 15 billion cubic feet per day, the shale gas supply -- one of the charts we show in our report shows the mix of supplies coming into Ontario over time, and the shale gas supply grows pretty significantly, mostly from the mid-continent shale.  Craig's better at finding figures than I am.

So if you look at Exhibit 36, that shows the mix of shale gas, and we're up to almost 30 billion cubic feet per day, so you cut that by 15 billion cubic feet per day, and then Exhibit 37 shows the Ontario mix of supplies.  If it, you know, is roughly a proportionate impact, the shale gas subtotal into Ontario is 1 -- a little bit over 1 billion cubic feet per day, so that would reduce the supply into Ontario by a half billion cubic feet per day, which is -- the incremental growth is .8 billion cubic feet per day overall here.  It's because the shale is displacing some of the other supplies that would otherwise come into Ontario.

So it's a vast portion of that incremental supply.  It's almost all of the incremental supply that's coming into Ontario would be impacted by half if it were roughly proportionate.

MR. MONDROW:  Okay.  Thank you very much.

Just, sorry, one more question for Ms. Sumi, if I could.  And I tried to follow, and you gave U.S. a lot of information, which I appreciate, on regulatory state of play.

My instinct is that we are very early in the game, and the status quo is really effectively not much regulation of shale right now.  Is that a fair kind of generalization?

MS. SUMI:  I mean, there are the regulations that pertain to all natural gas and oil production, and, yeah, that's the status quo right now.  In terms of specific regulations related to shale and some of its greater impacts, right, I think we are behind the ball on that.

And I think it will be interesting to see what comes out of the New York review, because they really are looking at shale gas production specifically, or the combination of the high-volume fracturing and horizontal drilling, which is what happens in shale development.  So that might inform how other jurisdictions might regulate in the future.

MR. MONDROW:  Thank you very much.

MR. MacKAY:  Any further questions?  Jay?

MR. SHEPHERD:  Hi, my name is Jay Shepherd.  I represent the School Energy Coalition.  And a lot of the technical stuff is beyond me, but the message I am getting from what you're saying to the Board as an energy regulator -- and tell me whether this is right -- is, don't do anything rash right now.  Don't authorize the spending of a lot of money marching in a new direction.  Keep your options open until you -- for the next year or two until you see whether shale gas really is going to be a game-changer, or whether it's going to be much less so.  Is that essentially the message?

MS. SUMI:  I am not sure I would come out with a specific message for them other than, I am raising the issues, and that they have to move forward as they see fit.

MR. SHEPHERD:  No, I understand what you are saying, and I am not trying to -- I am not trying to get you to say something to them that you don't want to say.  What I am asking is, is that the conclusion that you are reaching from the facts that you are seeing, that now is not the time to march in a new direction, now is the time to keep your options open?

MR. SHRYBMAN:  Jay, can I jump in?  I will be formulating our submissions after we listen to everybody's presentations and learn more about this.  That's certainly our inclination, that the regulatory agenda is going to move in a very significant way.  I think we are going to find out a lot more about shale gas than we know, and some of the hype, I think, is probably unjustified, so being prudent and cautious, in terms of planning for Ontario, is probably the order of the day.  So I think that's where we are headed, but we will formulate our submissions after we get to hear everybody present.

MR. SHEPHERD:  Thanks a lot.

MR. MacKAY:  Yes?

MR. SCHWARTZ:  Thank you.  Larry Schwartz, Energy Probe Research Foundation.

Thank you for your submissions.  I enjoyed the report.  I have a couple of questions about the water situation, and one thing I wasn't clear on:  Is the water needed simply at the drilling stage, or is it a continuous need for water to produce the gas?

MS. SUMI:  So water is needed to drill the wells and to fracture the wells, and that's it.  It's a one-time use for that, you know, the numbers I quoted, although in some shale plays they are having to re-fracture wells in order to re-stimulate them at some point over their lives, in some cases several times over the course of its productive life.

So we could see more of that happening in the Marcellus Shale.  It's too early to tell, really, in the Marcellus.

MR. SCHWARTZ:  And where do they source the water from?  I mean, is it lakes, rivers, streams, you know, nearby, or, if they truck it in, are they trucking it in from lakes, rivers and streams that might otherwise satisfy residential demand?

MS. SUMI:  Yes.  In the Marcellus, they are primarily using the surface water.  So Susquehanna River has been a big supply, and that, yes, also does serve as a water source for communities.

MR. SCHWARTZ:   Okay.  And who then -- who do they pay for the water?

MS. SUMI:  The Susquehanna River Basin Commission is the body that regulates withdrawals from that river system.  The Delaware River Basin Commission would do the same for parts of Pennsylvania and New York.  So it's those commissions.

MR. SCHWARTZ:  And do they pay a different price from, I take it, municipalities who withdraw water for residential use or local commercial use, or is it -- I mean, do they pay a higher price, a subsidized price?

MS. SUMI:  I don't know.  I am not sure.  That's a very good question.

MR. SCHWARTZ:  Because I wonder, in light -- and I take seriously the point about the extreme water use.  Presumably one wouldn't want -- whatever else one might say about this, you would want them to be paying the full price for the water to make -- so that they can determine whether the price they are receiving for the gas is worth it.

MS. SUMI:  Yes, I am not sure.

MR. SCHWARTZ:  And if they are receiving a subsidized price on the water, then that could be a significant part of the decision to exploit the resource.

MR. PETAK:   I am guessing that it is a very uncommon feature for there to be significant feeds associated with water-taking permits, certainly in Canada, and I doubt that the situation is much different in the U.S.  And that may be another emergent area of regulatory control in terms of the availability of water-taking permits from surface water resources.  I don't know.  Lisa, did you look at that --


MS. SUMI:  I did not.

MR. PETAK:  -- that particular issue?

MS. SUMI:  No, I did not.

MR. PETAK:  Thank you.

MR. MacKAY:  Just a quick follow-up question.  Ontario has very strict -- you mentioned the water-taking permits.  They have very strict limits on the amount of water that can be taken out at any day.  I was wondering if someone could just fill out the picture in terms of what Pennsylvania and Virginia would allow in terms of how much water can be taken, the surface water we are talking about, because the quantities that we have heard about are very large.  I would imagine they would have to be extracted in a very short period of time.  Anyone?  Lisa?

MS. SUMI:  The only one I have looked at is the Susquehanna River Basin Commission, and they do their water balance studies.  And that's why this summer they had to shut down some of the water withdrawals, because they realized that it was too much for the system to handle.

MR. LADANYI:  Tom Ladanyi, Ontario Power Generation.  What is the production life of a typical Marcellus well?  How long does it stay in production?

MS. SUMI:  That's a very good question.  I think it's too early to tell.  I have seen a wide range of estimates.  What I do know is that most of the production occurs in the first couple of years of the Marcellus gas -- or shale gas wells, in general.  Most of the production occurs in the first couple of years, and then it tails off fairly quickly and those well wills be producing very low amounts for the rest of their life, whatever life span that is.  I am not sure.

MR. LADANYI:  So the producer would then have to leave that site and go to another site, and they would leave that pond with contaminated water on the site?

MS. SUMI:  No, no.  They aren't allowed to do that.  So they would have to eventually dispose of all that waste and reclaim the site, get rid of the liners.  And, so, no, they are required to clean up after they --


MR. LADANYI:  But with the limited experience, we really actually don't know.  That hasn't happened too many times already, has it, in terms of this whole production has been going on for a relatively short time, so we really don't know what a longer-term regulatory response to all of this is going to be?

MS. SUMI:  Right.  And for Marcellus Shale, in particular, yes, that's true.

MR. MONDROW:  Thanks.  Ian Mondrow again for IGUA.  Just to follow up on Tom's thought, I would ask ICF:  When you did your -- your analysis goes out to 2020, so it's quite a long period.  Are you assuming that sort of a life span for a well production before it drops off?

My understanding is current views are that that production drops off.  The decline rate is fairly quick so far for shale, for horizontal shale frack wells, and so my guess is that the ICF report is assuming to feed that supply.  You are projecting kind of constant drilling, which would mean constant water use, not kind of a big hit, and then a lull.

Maybe you can confirm what I am assuming the picture is.

MR. PETAK:  That's correct.  The typical shale well would decline rather rapidly.  However, the life of the shale can be rather long.  It can be ten to 20 years, but your first year decline rate is pretty significant.

You typically end up producing over 50 percent of the total molecules that.  A typical shale well in the Marcellus will have 4 billion cubic feet of what's called estimated ultimate recovery from the well, and you will typically produce about half that 2 billion cubic feet in the first couple of years of production.

So then over the next ten, 15 years of production, you are going to recover the remaining 2 billion cubic feet.  So, consequently, to grow the production in the Marcellus, producers will need to continue to drill wells because of the fairly substantial decline rates in the first couple of years.  And our scenario is a constant drilling case for the Marcellus, where producers this year, 2010, are completing 1,200 wells and they continue to complete 1,200 wells per year every year thereafter.

So they are incrementally adding to that production, and that's how the production rate is growing on up from what it is this year, which currently it sits at about 1.5.  I've seen current estimates of 1.5, 1.6 billion cubic feet per day of production on up to 6 billion cubic feet per day by 2020.

But, yes, it is constant drilling, and producers are continually drilling the wells and continually using water for fracture treatments on the wells.

MR. SHEPHERD:  Just a follow-up question on that.  The site reclamation costs, the asset retirement obligations, are quite substantial; right?  They're a lot of money?

MS. SUMI:  The reclamation, remediation?

MR. SHEPHERD:  Yes.

MS. SUMI:  Yes, it can be.  It depends on a number of factors.  I mean, it depends on how much land has been cleared, if they are constructing these huge impoundment pits.

MR. SHEPHERD:  What I am trying to figure out is:  How big is the impact of deferring that on the economics of continuing to extract gas after you have got most of it in the first two years?  I mean, it sounds like I guess a big part of the economics for the remaining ten to 15 years, isn't it, just deferring when you have to pay that money?

MS. SUMI:  I am not an economist.

MR. SHEPHERD:  ICF, do you know anything about that?

MR. PETAK:  Sorry, what was the question?

MR. SHEPHERD:  After the first couple of years, you have got half your gas out, but you continue to, in a typical shale play, extract gas at much, much lower levels for ten or 15 years.  I assume a big part of the economics of that is deferring the asset retirement obligations for a longer period of time.  You don't have to clean up the site.

MR. PETAK:  I don't think that's true.  I think the site is reclaimed after the well is drilled and the producer leaves the well pad area, and they clean up the water.  And I would add, too, that the water could be reused, potentially, for an additional fracturing treatment on a new site.  And on some of these sites they may -- the reason they would stay on a site longer is because they could be drilling multiple wells from the same pad as well, which is also a common practice.

MR. SHEPHERD:  And reusing the same package of
water --


MR. PETAK:  They reuse -- they will clean up the water and then reuse the same package of water as well.  That's a cost-control measure that the producers typically do, is the longer they can stay on a certain pad and drill more horizontal wells, they can reduce their incremental cost of each additional well.

MR. SHEPHERD:  But do I understand you correctly that after they finish drilling the well they reclaim the site then?

MR. PETAK:  Typically, yes.

MR. SHEPHERD:  And then produce thereafter?

MR. PETAK:  Yeah, because there is no need for them not reclaim the site, because the only thing that's left from their operations at that point is a wellhead, it's producing gas, and the gas is being put into a pipeline.

MR. SHEPHERD:  Thanks a lot.

MR. MacKAY:  Is there anyone in the room who hasn't -- yes, there is a question at the back.  Please.  Can you state your name, please?

MS. MORTON:  Thank you.  I'm Karen Morton from the National Energy Board.

Lisa, you mentioned radioactive shales and that the Marcellus is identified as one such shale.  Can you identify if there is any such radioactive shale in Canada, like the Utica or Montney Horn River?  Are any of those also radioactive?

MS. SUMI:  I have not looked into that.  I am not sure if the ICF folks know.  Sorry?  I don't know.

MR. PETAK:  Thank you for putting U.S. on the spot.  We have not looked at the chemical composition of the different shales within Canada, no.

MS. MORTON:  Does anyone have responsibility for looking at the chemical content of these shales?  Is it with the provincial authorities?

MS. SUMI:  I would assume that the state -- or provincial geological surveys would do some sort of analysis or might already know, you know, have done that, but I am not sure they are required to.

MS. BRICKENDEN:  May I ask if there is a gentleman here from the Canadian Gas Association?  They provided an overview to U.S. electronically, and it may help answer Karen's question.  It does have a bit of a discussion on the regulatory framework in Canada.

MR. CHELIAK:  I can't answer your question.  It doesn't work.

FEMALE SPEAKER:  Oh, it's on.  It's on.

MR. CHELIAK:  Okay.  Speaking of being put on the spot.  We submitted the report from the Canadian Society for Unconventional Gas on behalf of the CGA.  We are not experts in that field, but we thought it'd help provide for the group the overview of what's happening in Canada with respect to water use, fracking, chemical disclosure, generically what the process is for a producer when they get the land, what they do when they drill it, so it really just gives that overview.

Certainly there are provincial regulations that cover the gamut from the moment you step on the land until the moment you leave the land.  The overview is provided in this presentation here.  So I would really defer people to that.

In addition, there are some images that show what it looks like when a producer gets to the land, the equipment they bring in, the vastness of that operation, and then really what's left when they are gone.  So I would direct people to look at that, and if they have questions, there are technical experts, geologists, at the Canadian Society for Unconventional Gas that would be more than welcome to answer your questions.

Now, Canada is not the same as U.S., so there are parallels that cannot be drawn there, so keep that in mind.

MR. MacKAY:  John, you had a question?

MR. BUTTERS:  Lisa, Dave Butters, the Association of Power Producers of Ontario.

I just wanted to focus in a little bit on the radioactivity issue.  I'm not an expert, obviously, on this topic, but is it fair to say that radioactivity is present in many mineral formulations, including coal and others, and could you inform U.S. or, you know, enlighten U.S. a little bit on the degree of radioactivity that you are talking about?  Is this a normal -- normal for, you know, mineral formulations?  Is it excessive?  What precisely is the danger from that radioactivity?

MS. SUMI:  I can't speak to a comparative analysis with other types of formations, but what I can tell you is that in the water testing that's been done of some of the wastewater, the concentrations of, in particular, radium have, you know, far exceeded what is allowable in drinking water or for disposal in surface waters.

I mean, naturally-occurring radioactive materials are found in a lot of oil- and gas-producing areas.  It's not a new thing for the industry to handle, but it is a barrier for -- or a challenge for the water disposal.

The New York Department of Health made some comments in the whole New York review process, saying, you know, they had concerns about worker health and safety for those handling the wastewater at some of the treatment facilities.  So others have pointed out the risks in handling the water.  I am not sure how it compares, you know, to other formations.

MR. BUTTERS:  So are these levels significantly higher than is permitted, or are they just -- you know, what's the relative significance, I guess is the point I am getting to.

MS. SUMI:  Right.  I would have to look that up.  I have some of that information with me.  I am not going to be able to put my hands on it right now.  I seem to recall the number like 270 times, but I could be wrong, so I can get back with you on that.

MR. BUTTERS:  I know it's not a hearing, so we're not taking -- there are no undertakings, but it might be useful if you could point U.S. to that.

MR. SHRYBMAN:  We would be happy to do that.

MR. MacKAY:  Any further questions in the room?

MS. SUMI:  I actually have a question for ICF, if that's okay.  Sorry I wasn't able to participate on the call.

One of my questions has to do with liquefied natural gas.  And in your report you talk about how the United States could and Canada could have some imports of liquefied natural gas.  What about the potential for exporting shale gas from some LNG sites?  I know that there was just a site in -- on the Louisiana-Texas border, the Sabine Pass plant, that has proposed an LNG export, and in their materials they talk about shale gas as being exported.

MR. PETAK:  That's correct, Lisa.  The facility along the Gulf Coast did recently apply for an export licence of LNG from that facility.  It actually was built as an import facility, a regasification facility, but they have applied for a liquefaction licence to be able to export the gas.

And there is another facility in play in North America, the Kitimat facility in western Canada, that would export natural gas from North America.  Those are the two facilities that we are aware of that have applied for export licences.

Generally, you know, North America had been a rather constrained -- or over the last ten years has generally been what most analysts would refer to as a constrained natural gas market from a supply standpoint, in that there was a, you know, a scarcity in the market, and that's what brought on the relatively high and volatile prices that we saw in the mid-part of this past decade.

And, you know, therefore, there have not been a lot of companies that have applied to export shale gas production in the form of LNG.  That could certainly become more common if we were to go into a relatively -- continued relatively soft supply-demand balance for the foreseeable future, and gas prices would be relatively low, but we certainly, you know, in our market projections that we provide in our report we certainly don't see that occurring in abundance.

You know, we don't have the Sabine Pass facility coming on as an export facility in our projection.  We are keeping a close eye on that.


We do, however, have the Kitimat facility on as an export facility in our projection, and it exports out of western Canada roughly one-half billion cubic feet per day to 0.8 billion cubic feet per day of natural gas.

MS. SUMI:  There is actually another facility in Freeport, Texas, I think, that has recently applied for an export licence, but I guess my concern is -- or the point I wanted to bring up is that the Sabine Pass is talking about potentially exporting up to 3 billion cubic feet per day, and so that definitely seems to -- that could have an impact on the whole supply projection.

MR. PETAK:  Agreed.  Although I would say it's rather unlikely that they would export that full 3 billion cubic feet per day.  That's what their licence could be for the potential to export that.  From a producer's perspective, it's a supply optionality issue which a producer -- and this is why they contract for pipeline capacity to various markets.  It's why producers throughout the country, throughout the continent, who are developing shale have signed up and subscribed to a lot of pipeline capacity as they have developed the shale resources.

It's because they like to have the optionality to move gas to different markets to be able to arbitrage prices.  They don't -- a producer will not necessarily want to be pinned to a single market, because then they are subject to the prices in that market.  And if that market becomes glutted with gas due to pipeline constraints or some other reason, then they could be capturing relatively low gas prices for their natural gas.

So they like to have the optionality to go to various markets around the continent, and around the globe for that matter.  And so with an export licence of 3 Bcf/d, I would say it's rather unlikely that they would be continually exporting 3 Bcf/d out of that facility, because, again, it's an optionality issue.  They are going to be able to move the gas from that facility to other markets, to the extent the prices relatively higher in those other markets.

MR. MacKAY:  I see it's about time for our break, at least our scheduled break, so unless there is maybe one more question in the room -- yes, James.

MR. WIGHTMAN:  James Wightman on behalf of the Vulnerable Energy Consumers' Coalition.  Lisa, are you aware of any cost benefits studies that justify the drilling or the sort of exploitation of shale gas that take into account air quality, water quality and future water supplies?

MS. SUMI:  I am not aware of any studies.

MR. MacKAY:  Any follow-up question there, James?

MR. WIGHTMAN:  Well, no.  I just thought those might be considerations you would look at before you started doing this.

MR. MacKAY:  Well, maybe with that we will take a break.  I would like to thank the -- do we have one more?  Is there another question out there?

Okay, I would like to thank the Council of Canadians for bringing forward this very informative and engaging discussion, and, in particular, Lisa Sumi for putting it together.  Thank you very much.


So we will get back at five after -- well, maybe five after. If we can 5 after, and then TransCanada's team will be up for their presentation.  Thank you.

--- Recess taken at 10:56 a.m.
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MR. POHLOD:  Well, good morning, everyone.  My name is Steve Pohlod.  I am the vice-president of commercial east for TransCanada.  I am basically responsible for the TransCanada mainline commercial business.

Here with me today on my left is John Reed.  He is the chairman and CEO of Concentric Energy Advisors, and Concentric has been working with TransCanada on mainline-related issues, but Concentric is also, I think, very, you know, knowledgeable, and John is very knowledgeable on what is happening in the United States, in terms of the evolving gas market and what's happening in the U.S. northeast, and in the Marcellus, you know, as well.

To my right is Dawn Bell.  He is the director of commercial east, and he is responsible for marketing TransCanada mainline capacity, and responsible for our Toronto office as well.

I will be making TransCanada's presentation here today, and I think we are all looking forward to answering any questions that you may have after that.  My presentation today will start off by addressing the integral role that TransCanada plays in supplying the Ontario gas market.

I am going to talk as well about the market changes that have impacted TransCanada mainline flows, the benefits and costs related to the evolving market.  I am going to touch on the mainline -- TransCanada mainline toll, versus the cost of gas for Ontario consumers, and spend some time talking about how we believe TransCanada is well-situated to help Ontario benefit from the emerging continental supply, and after that move on to address the four specific topics that the Ontario Energy Board has listed as topics that they are interested in hearing from all of the parties on this part of this process.

The TransCanada mainline has a major presence in Ontario, and a significant portion of that presence is in northern Ontario, as illustrated by the following statistics and the map that you see in front of you.

The length of the TransCanada right-of-way in Ontario is about 3,250 kilometres, and in northern Ontario it's over 1,550 kilometres from the Manitoba border to North Bay.

We have 164 delivery points in Ontario, and 52 of those points are located in northern Ontario.  On a peak winter month our deliveries into Ontario range from 2 to 2-and-a-quarter Bcf a day, and in northern Ontario they range up to about 350 million cubic feet a day.

Our rate base for our net plant in Ontario is about $4.1 billion.  $2.3 billion of that is in northern Ontario.  We supply about eight gas-fired power generation facilities that produce approximately 500 megawatts along our route in northern Ontario alone.  And just for context, TransCanada's rate base is just slightly bigger than the rate base of either Union Gas or Enbridge in the province of Ontario.

This slide shows the historical mainline contract demand, and it illustrates the evolution that has taken place in the market.  The market has changed from one with a single pipeline and a single source of supply that was underpinned by long-haul contracts to one where the market now has access to many pipelines and many sources of supply, with a predominance of short-haul contracts.  The increase in short-haul contracts that are shown is a result of TransCanada facilitating access to new supplies, with Dawn as a receipt point.

Over the last ten-year period or so this graph shows just how the situation has changed, in terms of how the market has contracted for capacity on the TransCanada mainline.  Long-haul contracts on the TransCanada mainline have decreased from 5 billion cubic feet a day to less than 1-and-a-half billion cubic feet a day today.

Eastern short-haul contracts on the TransCanada mainline have grown from approximately 1 billion cubic feet a day to volumes between 3-and-a-half and 4 billion cubic feet a day, and the volume of contracts from Dawn alone has grown from about 250 million cubic feet a day to 1.25 Bcf a day today.

TransCanada has provided unrestricted access to and out of Dawn in the most cost-effective manner throughout this time and has minimized capital expenditures and the resulting transportation costs to Ontario consumers.  This access has been provided through a combination of physical expansions, the flexibility of the integrated TransCanada system that has allowed for deliveries along different paths for the existing infrastructure, the use of innovative services, and through back-hauls, and this has resulted in the most efficient movement of gas around and through Ontario.

TransCanada observes the emphasis that Union Gas has in its presentation related to the need for additional infrastructure between Parkway and Maple.  To be clear, TransCanada is not limiting the movement of supply into and around Ontario.

TransCanada intends to continue to provide unrestricted access to all points on its system to meet the changing needs of the market, and is prepared to build future infrastructure, future expansions, as required.

The evolving market that we have seen has resulted in both costs and benefits to Ontario.  During the last decade, the mainline revenue requirement has declined from about $2.2 billion in the year 2000 to less than $1.75 billion, or approximately $1.72 billion today.

The TransCanada rate base has decreased over this period from $9.4 billion to approximately $6.5 billion today.  Operation and maintenance costs, or O&M costs, the single large costs that TransCanada can control, have been aggressively managed and reduced from approximately $180 million a year in the year 2000 to less than $150 million a year today, and that's despite the inflation that has taken place over this time period.

Total costs, which include the cost of fuel that needs to be collected on an annual basis, have declined even more substantially.  They have declined from about -- or just less than $3 billion a year to approximately $1.75 billion a year, or have been nearly cut in half over that period.

However, declining throughput on the TransCanada system has resulted in increased unit costs for transportation.  There has been a shift away from long-haul service that has reduced billing determinants, and the evolving market has led to increased TransCanada mainline tolls.

What I think is more significant, however, is that the benefits of the evolving market have exceeded the costs for Ontario consumers.  Ontario consumers have seen increased diversity and increased security of supply.  They have seen decreased natural gas prices and price volatility, increased liquidity, an increase in the number of counter-parties in the market, the introduction of new services, and increased service flexibility.

ICF in its report has focused on mainline tolls as one of the most pressing issues facing Ontario consumers.  To put this into perspective, I think it's important to understand how small a portion mainline tolls are of the overall delivered cost of gas.

Distribution costs and the commodity cost of gas are far greater components of the delivered cost of gas to Ontario consumers than TransCanada mainline tolls.

Further, even with the recent increases in mainline tolls, the delivered cost of gas has declined substantially from its peak in 2006 and is similar to what it was ten years ago.  Ontario gas consumers have clearly benefited from the evolving market, even in the face of increasing TransCanada tolls.

This graph shows the cost of delivered gas to residential consumers in the Enbridge franchise area.  The bottom dark blue slice shows the transportation and distribution cost...

[Interruption due to fire alarm]

MS. BRICKENDEN:  Apologies for the delays.  Please proceed.

MR. POHLOD:  Let me almost -- let me dive in kind of where I left off and basically just start off with this graph and talk about what it shows.  I mean, this graph shows the delivered cost of gas to residential customers in the Enbridge franchise area.

The bottom dark blue line shows the transportation and distribution cost, while the light blue portion above it is the gas commodity cost.  The white line across the bottom illustrates TransCanada's long haul toll throughout this period.  It includes the Alberta system toll and the TransCanada mainline toll and fuel.

Even though there have been some recent toll increases, overall over this period, the cost of transportation has been reasonably stable as the increasing toll has largely been offset by decreasing fuel costs.

The TransCanada toll line that you see is not the level of TransCanada costs that are included in the transportation and distribution costs for Enbridge.  It would be if Enbridge sourced all of its supply from TransCanada through long haul firm contracts.

The dollars paid by Enbridge to TransCanada have declined substantially over this period, as Enbridge has shifted its supply away from the TransCanada system.  As such, the annual cost of TransCanada long haul transport for Enbridge Gas Distribution is currently only 5 percent of Enbridge Gas Distribution's total transportation and distribution costs, and about 3.25 percent of the cost of delivered gas to their customers.

TransCanada has been very focussed on connecting supply and emerging supply to its pipeline systems, as well as ensuring that it can meet the needs of the market.  We have been aggressive in connecting Western Canadian Sedimentary Basin shale supply.  We received NEB approval and are currently building a 36-inch line into British Columbia to connect 1.7 Bcf a day Montney gas, which will be in service by the fourth quarter of 2010.

We filed an application with the National Energy Board to construct the Horn River pipeline, which will have a capacity of about 1.6 Bcf a day that will be in service by the second quarter of 2012.

Our efforts to connect northern gas, both MacKenzie Delta and Alaska, are ongoing, although we realize these are longer-term endeavours.  We have conducted two open seasons this year to bring Marcellus gas into Canada and into Ontario at Niagara and Chippawa.

We have received significant requests for capacity through these open seasons to various locations on our system, and the total requests that we have received exceed 1 billion cubic feet a day.  Those are requests for firm year round transportation contracts with onstream dates that will range from 2012 to 2013.

We are in the process right now of getting agreements executed with the potential shippers and evaluating the facility requirements to meet these requests.

Our U.S. pipelines have also been active in promoting expansions into the Ontario market and the connection of emerging supplies.  They have pursued expansions of the ANR and the Great Lakes Gas Transmission systems into Ontario.  The Dawn Express project and the Dawn Eclipse project that were pursued in recent years were not sufficiently subscribed at the time, but may be required in the future as the market continues to evolve.

Our U.S. pipelines have also substantially expanded their interconnect capacity to other basins and to U.S. midcontinent shale production, and now can access over 5 billion cubic feet per day from the various new sources that will be able to reach Ontario markets through existing capacity, as well as future expansions, and they are also currently pursuing the connection of the emerging Collingwood and Utica Shales in Michigan.

This map and the one I am going to show on the next slide provide a visual illustration of the supply diversity that is supported by the current infrastructure.  The Canadian infrastructure provides more than just access to traditional WCSB conventional supply.  In fact, it will also provide access to the evolving WCSB shales that I will discuss a little more later on, as well as to the northern gas supplies which we believe will be coming in the future.

New supply sources continue to change the flow patterns on pipelines in the United States, as well.  The yellow arrows on this map indicate that traditional flow paths, while the orange arrows indicate the currently emerging flow trends.  It's difficult to predict where new supply sources may develop or whether emerging supply will continue to grow as robustly as it has over the last several years.

TransCanada's backbone of pipeline facilities in Ontario is well situated to serve the supply distribution needs for all Ontario consumers, regardless of where supply may come from now or in the future.

I am going to move on now to address the four specific topics that were identified by the Ontario Energy Board as topics that they wished parties to address as part of this proceeding.

The benefits of supply diversity, security and price have already been discussed.


The opportunities for the future for Ontario include access to even greater volumes and diversity of supply, including WCSB shale gas that will be accessible through the existing infrastructure, the TransCanada Alberta system and the mainline; northern gas that will accessible through existing facilities; Marcellus shale gas that can be accessed through the TransCanada mainline; mid-continent shale gas and potential new supplies from Michigan that will be accessible through our U.S. pipelines, A&R and Great Lakes gas transmission; and eastern Canadian, or Utica Shale, when it is developed, and to the extent that it is developed in Quebec, will also be accessible through the TransCanada mainline.

Looking into the future, TransCanada is well-situated to provide access to many of the new developing gas plays that are listed on this slide.  Our infrastructure serves most Ontario demand centres and provides an economically efficient option to transport new supplies.

It's important to note that, even in the face of all the new supply that's forecast to come on-stream, WCSB supply will continue to be a significant supplier to the Ontario market.  The mainline provides secure access to Canadian supplies and provides major supply diversity benefits as Ontario increases its access to U.S. gas.

There has been a lot of talk in the market about U.S. shales, and I think much less hype about what is going on in the Western Canadian Sedimentary Basin and Canadian shale gas potential.  It's important to understand and not to underestimate the significance of the developments in the WCSB.  Over the last couple of years WCSB remaining potential reserves have increased from just over 100 TCF to somewhere between 234 and 314 TCF with the emergence of unconventional supplies.  Further increases can be anticipated as other WCSB shale plays emerge and new horizontal well technologies are applied to conventional and tight-sand reservoirs as well.

Canadian shales in general compare very favourably to their U.S. counterparts, in terms of depth, thickness, total organic content, and estimated recovery per well.

The second table on this slide shows how the WCSB shales compare and how they are as good as, if not more prolific than, some of the more publicized U.S. counterparts.

The Horn River has a thickness and ultimate recovery per well that is second to none of the other shale deposits that have been discovered to date.  And although it's not identified and not addressed on this slide, the cost of the development of WCSB shales is also comparable to the U.S. counterparts.

With the reduction in WCSB supplies over the past several years -- while the reduction of WCSB supplies over the past several years is well-known, TransCanada expects that conventional and non-conventional supply combined will soon stabilize and begin to grow.

TransCanada, based on the activity that's taking place in the WCSB today, expects WCSB production to bottom out in 2011 and then increase to a level of 16 to 16-and-a-half billion cubic feet a day by 2016, and this is similar to the recent peak supply levels that were reached in 2006 and 2008.

We believe this is really supported by what's going on in the WCSB and what's going on in those shale plays today.  Our forecast of WCSB shale production has production increasing from 750 million cubic feet a day currently to approximately 5 billion cubic feet a day in 2020.  TransCanada has signed contracts for volumes that start at approximately 200 million cubic feet a day in 2010 and increase to about 2-and-a-half billion cubic feet a day by 2014 from the Montney and Horn River Shales.

Producers have committed to firm demand charges and are underpinning our planned pipeline expansions that I discussed earlier.

Some parties believe that our numbers may even be conservative and that volumes will continue to grow over time as infrastructure is built into these new areas.

Another opportunity that we have in front of U.S. today is the opportunity to enhance the competitiveness of the existing TransCanada mainline infrastructure.  The initiative now to restructure the mainline rate design, business model, and services has been ongoing for over a year.  TransCanada has been involved in industry discussions on substantial changes to enhance the competitiveness of the TransCanada mainline.  We focused on achieving toll reductions and increased toll certainty and stability.  The discussions that we are having with industry are confidential, so I am sure all of you will understand that I will not really be able to answer questions that are related to this area, but what I can say is that some of the parties in this room, Ontario stakeholders, are involved in these discussions and continue to be involved in the process.

TransCanada is still hoping to achieve an industry settlement on this initiative in the near future.  However, TransCanada is planning to submit an application to the National Energy Board by the end of the year, whether current settlement negotiations are successful or not.

The Ontario Energy Board has asked one very specific question as part of this process.  They have asked that if, as a result of new gas supply from the Marcellus, new or an expansion of Ontario natural gas pipelines under the jurisdiction of the OEB are proposed, should potential impacts on existing pipeline facilities in the market, in terms of Ontario customers, be considered.  And TransCanada's answer to that question is a definite "yes".

The impact on existing pipeline facilities and the ability of existing infrastructure to serve Ontario gas demand need to be primary considerations of the Board in determining whether to approve new infrastructure.

In some cases new infrastructure can have a negative impact on Ontario consumers.  New infrastructure in some cases can reduce throughput on existing infrastructure.  Reduced mainline throughput means that captive Ontario consumers will face increased tolls on existing service.

Under cost-based toll regulation, falling throughput results in increased tolls.  The costs and benefits of the supply optionality in the evolving market have not been distributed equitably or equally to all consumers in Ontario.  Northern Ontario consumers are currently paying higher transportation costs, while all Ontario consumers are benefiting from the decrease in gas price that we have seen over the last while.

We are also aware of the fact that there are some power generators that are paying the costs of increased transportation, while electricity consumers in Ontario are benefiting from decreased electricity price resulting from decreased gas costs.

We believe that it's in the public interest and that it is sound public policy to keep energy infrastructure costs for all Ontario customers as low as possible.

Increasing tolls on existing infrastructure are in a sense transition costs, and they are being driven by the changes in supply sources and pipeline flow patterns that are occurring in the market today.

The market is in transition, and while overall costs have declined, rising tolls are one of the negative consequences.  Transition costs can be mitigated through the optimum use of existing infrastructure wherever possible to access new supplies.  That mitigates the loss of billing determinants and lowers tolls.  It keeps total Ontario infrastructure costs as low as possible, eliminates the risk of building underutilized new facilities, and eliminates the environmental costs associated with new facilities.

Considering the impact of new infrastructure on existing infrastructure is essential.  Potential transition costs must be determined.  The cost of new infrastructure must also be considered, and the total cost of Ontario infrastructure should be minimized.

To properly consider the impact of new infrastructure on existing infrastructure, everyone needs to understand the impact of offloading on the existing infrastructure.  This table summarizes the impact of offloading 500 tJs a day of long-haul, as well as the impact of converting 500 tJs a day of long haul to short haul on the TransCanada system.

Losing that volume of long haul increases the cost of existing infrastructure for the remaining Ontario customers by $79 million each year, and converting that volume of long haul to short haul increases the cost by $72 million per year to Ontario consumers alone.

This impact does not include the cost of new infrastructure, which would be additional cost to Ontario consumers that would also need to be recovered.  Utilization of existing infrastructure, where economically efficient, even for short haul service, would minimize costs and avoid investment for new infrastructure, which costs would need to be recovered.

In conclusion, TransCanada suggests that the Board's focus during this period should be broader than the three possible pipeline-related policy suggestions in the ICF report.  TransCanada believes that the OEB should focus on:  maintaining the benefits enabled by access to a wide variety of gas supply for Ontario consumers, that it should ensure that access to Canadian supplies is not compromised; maximize the use of existing infrastructure, where appropriate; balance the costs and benefits to all consumers of both new supply access and the cost of existing pipeline infrastructure serving Ontario; harmonize policy with other regulators, when appropriate; and that the Board may need to address the allocation, collection and possible amortization of the cost of transition to the evolving market to ensure that there is equitable treatment for all Ontario market participants.

Thank you.  That basically concludes my presentation, and we would be glad to answer questions.
Question and Answer Session:


MR. MacKAY:  Thank you, Steve.  We can open it up for questioning.  Anyone?  Ian, want to kick it off?

MR. MONDROW:  Sure, thanks.  Ian Mondrow for IGUA.  Steve, I am going to ask you a provocative question, and if you want to answer to undertake, that's fine, too, but it is something I kind of am driven to think about.

I take from the messages in your presentation a view that we should treat the benefits and costs of this evolving market on kind of a socialized basis.  There are some winners and some losers, and it would be prudent public policy to make sure that everyone shares in the costs and benefits, which some people would call a subsidy, but I understand the driver for the proposal.

My question really is:  Would the same apply to the pipeline companies?  TCPL has interest in U.S. pipes that will likely benefit from these developments.  The cost might come on the mainline system.  So would it be relevant for a regulator to look at, on an enterprise-wide basis, those costs and benefits, as well, in kind of sharing the pain and the rewards?

MR. POHLOD:  I don't really consider it a provocative question, but let me approach answering it in this way.  I am not sure that I really, really share the premise that you started with, that being that TransCanada is proposing the costs and benefits be treated on somewhat of a socialized basis.

I think that is something for the Board to consider in terms of how it is most appropriate to treat those costs and allocate those costs within the province of Ontario.

The point I was trying to make is that decisions that are made within Ontario, whether they are decisions for how gas is contracted or what new infrastructure is built, the extent to which those decisions are made that have impacts on Ontario consumers, then that is what I believe the Ontario Energy Board has to consider when it is making those decisions.

And if the Ontario Energy Board is making decisions that increase the benefits or lower the costs of delivered gas for some Ontario consumers and raise the costs or the transition costs or pipeline tolls, or whatever those costs may be, for other Ontario consumers, then that is something I believe the Ontario Energy Board should consider when it is making those decisions, and then, in that situation, the Board should consider what is the proper allocation of those costs, if any.

So I am not trying to suggest that these costs need to in some way be socialized.

MR. MONDROW:  So when I look at the last bullet on your last slide, it says:
"The Board may need to address the allocation, collection and possible amortization of the costs of transition ..."


I gather from what you just said that what you are intending to suggest is if new infrastructure to Ontario might further increase long haul tolls, the Board needs to be conscious of the net balance of those costs and benefits on a province-wide basis, and consider the winners and the losers in Ontario in providing or withholding approval for new infrastructure.  Is that what you are saying?

MR. POHLOD:  In determining which infrastructure is most appropriate, but it is not just the impact on long haul tolls.  It is the impact on costs for Ontario consumers, whether it be long haul costs, short haul costs or any other costs.

MR. MONDROW:  Okay.  So I take it from that that the second part of my premise, which is, from a regulatory perspective it would be relevant to look at the enterprise-wide impacts on TCPL, is not something you would endorse?

MR. POHLOD:  I don't believe that it is something that is within the Board's jurisdiction, in terms of I don't know how the Board can go outside of Ontario in looking at how costs should be allocated or distributed or treated or managed.

MR. MONDROW:  Okay, that's fair.  Thank you.

MR. BUTTERS:  Dave Butters, APPrO.  Steve, just following up on Ian's point, would it be fair to say - and I think I agree with your last bullet point - that this transitional cost issue is broader than just the Ontario Energy Board and the entities that it regulates?  It probably captures, at least on the power side, the counterparties like the Ontario Power Authority and the Ontario Electricity Financing Corporation.

So I guess it's maybe not so much a question as a comment, but that there are other agencies of government who are involved in this, and they probably should be part of that solution, as well, too.

MR. POHLOD:  I am not quite sure what the question was, so I find it hard to comment.

MR. BUTTERS:  It was -- I think it was a comment more than a question -- or a statement.

MR. MONDROW:  Sorry, Steve, I should just clarify.  When I said that's a fair point, I acknowledged the veracity of -- the logic in your reasoning, not necessarily that IGUA agrees with it.  I just realized, as informal as this is, we are being transcribed, and so just in the interest of clarity, I wanted to clarify that.  I appreciate the exchange.  Thanks very much.

MR. POHLOD:  You're welcome.

MS. BRICKENDEN:  It's Lisa Brickenden.  I have a segue question that I think is related, and it's a question I would start asking Steve and perhaps throw to the rest of the room.

On your second last bullet, I think Dave's point somewhat speaks to potential opportunity for harmonizing policies with other agencies/regulators, and I would like to know, Steve, if you have any particular thoughts on which policies could be harmonized?

MR. POHLOD:  I think we provided -- TransCanada provided that as a general comment.  I don't think I have a specific recommendation or specific suggestion as to exactly what policy needs to be looked at or what needs to be harmonized, or not.

But I think as we move forward, the extent to which different regulators potentially consider and adopt different approaches or different methodologies for the allocation of costs or transition costs, then it seems to make sense that the regulators harmonize their approach to that.

MS. BRICKENDEN:  Thank you.

MR. BUTTERS:  Just a follow-on comment to that, and I think Lisa's comment is well taken.  I, for one, am very pleased to see the National Energy Board here, because they obviously have an important role upstream in this issue.  So I am not quite sure what the policy harmonization issues are, but I think the fact that NEB is here and listening to this is kind of part of that, that sort of initial take-off for that kind of opportunity and -- anyway, I guess that's just a comment, as I say.

And I know the OPA is here, as well, too.  So those are -- I think bringing those organizations together - and I think the Board the OEB does a very good job of that - is helpful in this discussion as we look forward.

MR. MacKAY:  Any more questions?  I've got a quick question -- oh, Tom?

MR. LADANYI:  Tom Ladanyi, Ontario Power Generation.

You mentioned several times maximized use of existing infrastructure where appropriate.  How would OEB do that?  How do you see OEB would do this?

MR. POHLOD:  I think that what I am suggesting is that, to the extent that existing infrastructure can meet the needs of the evolving market, that the OEB should take that into consideration if they are faced with the decisions of whether -- decision of whether or not to approve new infrastructure.

For example, existing infrastructure can serve the -- can be used to bring Marcellus gas into the market if that's where Marcellus gas is choosing to go, and it's certainly making indications along those lines.  Or you can bypass existing infrastructure and approve the construction of new infrastructure.  And what I have been suggesting is that minimizing the overall cost of infrastructure is in the interest of Ontario consumers.

MR. LADANYI:  So you are suggesting essentially that the OEB review applications by, let's say, Union Gas or Enbridge for other facilities?  Is that what you are saying?

MR. POHLOD:  Review -- that is their mandate.

MR. LADANYI:  And look at what TCPL has on offer at that time, what capacity --


MR. POHLOD:  Well, look at whether new facilities are required, and whether they are in the best interests of Ontario consumers.

MR. LADANYI:  The OEB always does that.

MR. POHLOD:  Yes.  I am not suggesting anything new.

MR. WOLNIK:  John Wolnik, representing APPrO.

I have got two questions.  The first one is on -- related to slide 11, and it talks about Utica Shale gas.  I raised the issue at a Q&A period for ICF about Utica Shale, and to try to get a sense of sort of how big that is and sort of the impacts.  I think, if I recall, ICF's comment was it was premature because the supply hasn't been proven out yet.

So I know TransCanada owns part of TQM and operates that facility, and you are commenting here about using that to -- potentially, I guess, for Ontario to access Utica Shale gas.

Can you comment on, firstly, the -- how you see the resource itself, in terms of potential magnitude within this sort of 2020 period; and secondly, how your facilities fit into that, because I was my understanding that GMI is playing a broader role, in terms of building out their specific infrastructure to connect that resource.

MR. POHLOD:  I think that to a certain -- in a certain sense we, as TransCanada, share ICF's view that it's a little premature to completely assess what Utica Shale in Quebec is going to be.  We have actually built it into our forecasts.  We have built it into our forecasts in a very conservative manner right now, and I think when TransCanada looks at supply-demand and continental supply-demand, I think we are building in -- and I could be a little off on this -- I think we are building in about Utica growing to about 150 million cubic feet a day by 2020.  And like I said, I could be a little off on that.  I know the number isn't that much different from that.

There have only been a few wells -- you know, a couple of wells that that have really been successfully drilled and tested, and as such, it really is too early to say exactly what's going to happen in the Utica.

And, you know, I am aware of the fact that there is certainly environmental opposition in Quebec as well, and whether or not that impacts the pace of development or development of that resource, I can't say yet.

The extent to which that resource, though, is developed, and to the extent that it becomes a significant source of production, ultimately the infrastructure that is built into the area is, you know, GazMétro's distribution infrastructure and TransCanada's and TQM's transmission infrastructure.

And the gas demand in Quebec is quite seasonal as well, whereas production from that resource, if it's developed successfully, is likely to be quite constant.

I view -- whether the first initial wells are tied into GazMétro's infrastructure, which is tied into, you know, the TQM and TransCanada infrastructure, ultimately, whether the first few wells are absorbed -- have production absorbed locally or not, to the extent that sufficient development occurs, it's the existing infrastructure that is going to be, you know, best positioned to take that gas away and to move it into the continental market, be that, you know, into Ontario or into U.S. export delivery points, wherever that market is.

MR. WOLNIK:  Is it more likely just to stay local, though?  I mean -- I mean, given the storage that GMI contracts for in Ontario, I mean -- I mean, I can see some long-term negative impacts to TransCanada.

MR. POHLOD:  If the volume that is developed is substantial, like, if we are talking hundreds of millions of cubic feet a day, you know, whether it's two or three or whatever, I don't believe it can stay local, at least not -- you know, maybe in the winter it can stay local.

And if you are looking at GazMétro's contracted storage, you know, that, you know, by necessity means it's not staying local.  It has to be transported, whether it's to Dawn or wherever, and transported back out again at some point in time, or transported to some other location.

MR. WOLNIK:  Okay.  Thanks.

The second question I had related to slide 13.  And that was your forecast of supply on the WCSB.  And I think, if I remember correctly, you had indicated that you would see Montney and Horn River supplies increasing to about 2-and-a-half Bcf a day by 2020, and that you were signing a firm contract for that capacity; is that --


MR. POHLOD:  That's not quite correct.

MR. WOLNIK:  Okay.

MR. POHLOD:  Our forecast of Horn River and Montney Shale supply has it increasing to about 5 billion cubic feet a day by 2020, and we currently have already signed firm contracts for volumes that are growing to about 2-and-a-hal Bcf a day by 2014.

MR. WOLNIK:  Okay.

MR. POHLOD:  And those volumes are actually volumes that have committed to firm demand charges and are underpinning actual pipeline construction.  So we are fairly confident that those volumes are going to materialize.

MR. WOLNIK:  Are any of those firm volumes contracted east of the Alberta border?

MR. POHLOD:  Most producers in the WCSB -- and I will generalize by saying most -- typically contract to get that supply on to the Alberta system and to, you know, the nearest liquid hub, which is, you know, NIT.  So the extent to which those supplies come on to the Alberta system at NIT, they are then available to flow on all of the infrastructure that is leaving Alberta in different directions, whether it's to the south towards California, towards the Midwest, or the TransCanada mainline.

Most of the infrastructure -- or most of the pipelines currently leaving Alberta are relatively full and, as such, the extent to which that supply comes on, we expect substantial volumes of it will end up having to flow down the mainline.

MR. WOLNIK:  If I remember other discussions we might have had in the past, I think you've sort of referred to the mainline as a swing pipeline.  And I won't comment on exactly what that meant, but I think the implication was that it's one of the last ones to fill up.

So to that extent, how much of the sort of the B.C. shale gas would we anticipate showing up in eastern Canada?  Or Ontario, more specifically, I guess.

MR. POHLOD:  You know, I don't know if I have ever personally referred to the mainline as the swing pipeline, although I am sure some people have.  And we do, you know, a fairly detailed North American supply-demand analysis, and we do a fairly detailed analysis of what we expect will flow on all of the pipelines out of Alberta.  It's just not something that I have available with me today.  But I am certainly willing to share that with you on -- you know, in the future if you are interested.

MR. WOLNIK:  Okay.  Thanks.

MR. MacKAY:  I think Dwayne actually -- Dwayne Quinn had a question.

MR. QUINN:  Yes, thank you, Neil.  Dwayne Quinn on behalf of the Federation of Rental-Housing Providers Ontario.  Steve, I appreciate your presentation.  I understand and I respect TransCanada's understanding of the North American market from not only the TCPL mainline, but obviously your pipelines owned in your corporation.

You addressed fairly early on in your presentation your awareness of the submissions that Union has made and will be delivering tomorrow indicating a bottleneck between Maple and Parkway.  I would like to ask a question and possibly a follow-up, but does TransCanada have ideas of other ways that that need that Union is trying to address, in terms of diversity of supply to the north -- does TransCanada have an idea of another way of managing that same issue?

MR. POHLOD:  You know, TransCanada always takes a look at what it believes the most appropriate way to manage capacity is at any given point in time.  I guess what I took a little bit of exception to is the fact that it's not TransCanada's position that there is a bottleneck between Parkway and Maple.

The parties that have wished to contract and move gas from Dawn to market, wherever that market has been, have been able to do so.  The extent to which parties have requested new capacity from Dawn to market, in open seasons, they have been awarded that capacity.  They have been awarded contracts.  We don't believe that path has been bottlenecked.

I believe that as we move forward, if there is increasing demand for increased volumes along that path, then potentially there could be a future bottleneck, and that future bottleneck may have to be relieved by building capacity through that path, if there is a bottleneck.

MR. QUINN:  So the underlying premise of a bottleneck is something you might debate, and we may have that opportunity in the future.  I guess, then, the further follow-up question would be you had alluded to in the presentation about the Ontario Energy Board's obligation and opportunity to look at the total cost of gas to the Ontario consumer.  Part of what is very difficult obviously to quantify is the value of diversity of supply.

Would you support -- and you are probably aware Mr. Rosenkrantz has done a study on behalf of some of the representative ratepayers here.  Would you support the Ontario Energy Board looking at any incremental facilities in the macro; in other words, looking at the implications to existing and proposed infrastructure using the bottom line of increased -- or in terms of what the cost of gas is to the Ontario consumer?

MR. POHLOD:  The overall cost of gas to the Ontario consumer, I believe that is what is appropriate.

MR. REED:  I think the only thing I would add that is we have also said that considerations go beyond Ontario.  Certainly the actions of Ontario's customers of TCPL very much affect costs upstream and downstream.

So to the extent that policies should be harmonized on a broader basis involving other regulators, we would encourage regulators to consider that, because there are both downstream and upstream effects from decisions made here in Ontario.

MR. QUINN:  Thank you very much.

MR. MacKAY:  I think Union had a question.

MS. KIRKPATRICK:  Emily Kirkpatrick on behalf of Union Gas.  If we could just turn to slide 4, I am wondering if you can just give U.S. a sense of your forecasting usage for 2011 to 2020 on both short haul and long haul, assuming a base case for WCSB and for Montney and Horn?

MR. POHLOD:  Actually, I just don't have the numbers with me.  I know that we are working on our forecast for 2011 and beyond, but I am not in a position to provide it today.

MS. KIRKPATRICK:  Understood, understood.  If that information can be provided at some point during the process, that might be helpful.  I appreciate your not having it immediately at your fingertips.

I also just had a question.  This was going back to something that was talked about a little while ago.  In terms of the proposed new infrastructure and how that should be taken into account, I am wondering if you could provide some thoughts on TCPL's proposed new infrastructure and how the Board might take that into consideration, given the fact that it doesn't directly regulate.


MR. POHLOD:  Could I ask you to be a little more specific when you say "proposed new infrastructure"?

MS. KIRKPATRICK:  Should Eclipse and Empress, for example, have to get approval by the Board?

MR. POHLOD:  Those were projects that I think were proposed that were predominantly projects in the United States that would have required FERC approval, I believe.  And, as such, they are projects that would have been outside of Ontario, although delivering gas to Ontario.

So I would not imagine that they would be projects that would have required Ontario Energy Board approval.

MS. KIRKPATRICK:  But to the extent that they form part of the infrastructure in Ontario and they are going to be potentially a part of or an alternative to other new projects in Ontario, how does the Board take them into consideration?

MR. POHLOD:  I think the Board needs to be aware of any and all of the projects that may be around that will potentially deliver gas to Ontario.  But in terms of actually regulating projects outside of their jurisdiction, where the costs of those projects are not borne or visited by Ontario consumers, I am not sure there is a direct kind of regulatory requirement or implication, other than an awareness of the overall environment and what it means in terms of overall supply that's available for Ontario.

MS. KIRKPATRICK:  Thanks.  And just last, but not least, getting back to the Parkway to Maple issue, I am just wondering if you can tell U.S. sort of what any existing plan might be for that expansion, and what the details of that might look like, both in terms of timing and size?

MR. POHLOD:  Currently, we have requests for service results from our open season, and we have existing contracts that we have signed as a result of previous open seasons.  We believe incremental capacity is required from Dawn to market or from Parkway to market based on the requests -- based on the contracts that we have signed.

We have not yet completed the negotiation or the execution of agreements resulting from our last open season, and, until we do, we can't size or scope what's required for facilities.  We can't have a definite number until we know that.

But if we look at the contracts that we have signed and we assume that the contracts that we currently have on the system renew, or that we do not have turnback capacity made available -- because one of the things that we generally do is offer turnback capacity prior to expanding.  We do believe that capacity along that corridor will have to be expanded.

But at this point in time, until we have gone through those steps, I don't think we are in a position to say by how much or how much incremental capacity.

MS. KIRKPATRICK:  Thank you.

MR. MacKAY:  Ian, you had a few more questions?

MR. MONDROW:  Thank you.  Mr. Reed, I heard you a minute ago, I think correctly, to say that when the Ontario Energy Board makes decisions it should consider the upstream and downstream impacts or the impacts on other parts of the gas system in other jurisdictions, and I wonder if I heard you correctly and, if so, if you could elaborate on that a bit?

MR. REED:  My point was simply that there are consequences on the TransCanada mainline system and with regard to tolls from decontracting decisions that may be made within Ontario.

It is our view that Ontario is going to remain an important customer of the mainline for the foreseeable future, and as such those toll impacts will be captured within Ontario consumption and Ontario customers, as well as partially resulting in cost shifts to customers on the rest of the system.

The issue generally described within regulatory policy is that benefits and burdens should operate in parallel, basically that burdens should follow benefits.  To the extent that we get into a jurisdictional dispute with regard to the benefits occurring in Ontario and the burdens falling both within and outside Ontario, those are issues that certainly the NEB will be concerned with.

We think the provincial regulators also have an interest in that and I think understand their responsibility in contributing to the economics of the system as a whole. Everyone benefits from the system being more competitive and from the tolls being as low as possible within all of the reasonable bounds of regulation.

So my point is simple, which is that we should look at the entirety of the costs both within and without the jurisdictions of the different provinces, and certainly that is part of the issue of coordinating with the NEB.

MR. MONDROW:  So let me ask you two things about that.  First of all, when you say "we" and "our", are you speaking for TCPL or Concentric?

MR. REED:  No, I am speaking about our perspective as experts on the market, not on behalf of TransCanada itself.

MR. MONDROW:  Okay.  That's fine.  That's a technicality.  But I just want to parse your answer a little bit.  And let's assume for a minute that new infrastructure will benefit Ontario consumers as a whole -- whether spreading those benefits or isolating them we can maybe talk about another time -- but let's assume there is a net benefit to Ontario, but potentially a net detriment downstream or upstream of Ontario.

Are you saying that the Ontario Energy Board needs to be guided and needs to guard against that net disbenefit outside of its jurisdiction?  I struggle a bit with you -- I am not saying that from a social policy perspective that would be a bad thing.  I am struggling a bit, though, how a provincial regulator could -- not only would, but could do that.  And maybe you have some insight into how other jurisdictions have done that, if indeed they have done that.

MR. REED:  Again, I would not use the word "need", but certainly it is a policy -- it is a valid policy consideration.  Within the States that happens all the time on the electric grid, where a decision is made with regard to transmission and distribution facilities that affect region-wide reliability and region-wide costs on the transmission system, are very much considered by state regulators, as they approve applications by utilities to build facilities within their state.

So, yes, I do think it's an appropriate policy consideration.  Do I think it, you know, necessarily would represent the tipping point for a project that would otherwise be beneficial to consumers within Ontario?  That's a policy call.

But as I said, we begin with the fundamental premise that all of the customers on the TransCanada mainline are going to benefit by keeping the mainline as competitive as possible.  Any actions which cause transition costs or cause those tolls to increase threaten the integrity and the competitiveness of the system in its entirety, and I think that is something that provincial regulators within each province served by the pipeline should consider.

MR. MONDROW:  Okay.  And in those jurisdictions in the U.S. you refer to electrical transmission infrastructure.  Are there -- and just a general answer.  I don't need at this point -- I wouldn't ask you to parse individual jurisdictions.  But my sense is there are general legislative mandates, even at the state level, to consider regional reliability impacts.  Is that a fair -- is that an accurate perception?

MR. REED:  No, not entirely.  There are federal mandates to consider reliability through RTOs, but when we are talking about the mandate for, you know, the New Hampshire commission or the Massachusetts commission, as an example, typically those -- that legislative mandate does not include a mandatory consideration of regional reliability impacts, but it is done.  And it's done on a coordinated basis.

I mean, there is a conference, as it's called, a conference of public utilities commissioners, where commissioners from all six states get together and discuss the impacts that their decisions have on each other, and that's a very effective forum for having discussions of that sort.

MR. MONDROW:  It seems to me those models might be of some interest here.  So you mentioned one.  If there are others that you think provide a good example of that, of the ability to coordinate regionally, it would be helpful, I think, for this process to have, not necessarily to ask you to provide the information, but maybe just the references where those organizations are, under whose auspices, and then we can do some research on them.  That would be helpful.

MR. REED:  As TransCanada puts together its submission, that's something we'll take under consideration.

MR. MONDROW:  Great.  Thank you.

MR. WOLNIK:  Could I just ask a follow-up to that question?  Just in terms of Ontario, looking at sort of the benefits or disbenefits, both upstream and downstream on the pipeline, TransCanada has expanded over the years to serve northeast markets, is my understanding, and quite a bit of capacity, and as I understand it, many of those -- many of those markets have, not decontracted, but not renewed long-haul capacity in favour of other competitive supplies, whether that's short-haul capacity on the mainline or other sources, be it LNG or maybe some of the shale gas.

Can you comment on which of those northeast regulators sort of took similar things into account, looking at, when they approved the gas supply provisions of those LDCs, how they took Ontario benefits into account?

MR. REED:  I think that probably goes beyond what I was stating to suggest that the state regulators in Rhode Island, for example, considered impacts on Ontario with regard to decontracting decisions that may have occurred in New England.

I think it's fair to point out that the level of decontracting in the U.S. markets, if you look at Iroquois, for example, and if you look at the upstream commitments on TransCanada, the U.S. decontracting is far less than the level of decontracting that's occurred here in Ontario.

And in terms of supporting the incremental facilities that were built to serve A&E, as an example, there has been far greater revenue contribution to cover those costs on a sustained basis than there has with regard to revenues paid in Ontario for the mainline.

MR. WOLNIK:  Can you also comment about sort of long-term expected throughput on Portlands, for instance?

MR. REED:  That probably goes a little bit beyond the scope of what I thought we were here to discuss, but obviously the outlook for throughput on Portlands and on Iroquois has turned down.  The contracted levels for capacity in those systems remains intact, in terms of contract demand, but throughput has been down at all of the U.S. export points as a result of this whole market dynamic of shale, combined with an economic downturn.

MR. WOLNIK:  So I suspect what you are saying then, people that -- I wouldn't really call it decontracting.  I mean, I understand that contracts come to their natural end.  They have an option to renew, or they can look at other competitive options.  And presumably people that have to make gas-supply decisions have an obligation either to the shareholder or whoever to make the best decision at that time, which may involve recontracting on the mainline or it may not.  Is that a fair statement?

MR. REED:  Yes, I think each one looks at the issue of recontracting on the basis of the alternatives that are available to them.

MR. WOLNIK:  Okay.  Thank you.

MR. ROSENKRANZ:  This is John Rosenkranz.

I was just curious in more of a general sense in understanding -- I sense that TransCanada is being very careful with its words in this presentation, but the word that struck me was toward the end of the discussion or the presentation, the word "transition".  And to my mind, "transition" means you going from one state to another state.  And I thought that where you were going was from a state of emphasis on the good old days where the gas came from Alberta and everyone was using the long haul transmission capacity to a state where there is more diversity, people are using other points, Dawn, but in future now we are looking at Niagara.

I understand that Iroquois Pipeline recently got FERC approval to export gas.  So that may perhaps become a source of supply, and who knows.  Maybe even PNGTS has reversed and is delivering gas into the TransCanada system.

So that's where I thought you were going.  Then I see the slides about, no, don't let people contract from Niagara, because it has toll impacts, and I also see your slide about don't count out the WCSB, because it's -- maybe it's coming back.

So what is the state we are going to?  I mean, is this transition just waiting for the good old days to come back and what the OEB should do is having people hang tight, to the extent that they can, or are you really looking at a more open access and use of different receipt and delivery points on the system?

That was a very long question.  I apologize for the length, but I had to get all that in.

MR. POHLOD:  But it's an interesting one.  I do believe we are seeing a market in transition.  I think we're seeing continental supply that has evolved in terms sources that were not around a few years ago, and were not even on the radar screen or predictable a few years ago.

I don't believe that it's a matter of returning to good old days.  I am not sure what the good old days were.  I believe that we have seen a lot of change.  I believe we may continue to see a lot of change.

I think there is a kind of uncertainty of what's going to happen within shale production?  Is it going to hold?  Is it going to grow as much?

At TransCanada, we have it in our forecast, as well.  I mean, our forecast for Marcellus had U.S. growing 5 and 6 Bcf a day by 2020.  Our forecast is very similar to ICF's forecast for Marcellus Shale production.

Could we be wrong?  Sure.  Could there be other sources of supply, Collingwood, you know, some of the shales in Michigan?  What else are we going to see in the horizon?  Is northern gas going to happen?  When is it going to happen?

I think the one thing that I would take away is we don't know what five years from now will look like.  We don't know what ten years from now will look like.  We should make sure that we can have infrastructure in place that will provide flexibility, that will provide for diversity, that will provide for security of supply.

I have never said that we should not be or the OEB should not be letting parties contract for supply from Niagara.  In fact, I believe parties are looking to contract for supply from Niagara, and I believe as TransCanada, to the extent that that's what the market wants, we are looking at facilitating it.  We have held open seasons to bring Marcellus gas in at Niagara and Chippawa and deliver it downstream into markets and deliver it into Ontario markets.

The points we were trying to make related to WCSB supply is that there is uncertainty as to what's going to happen there.  So, no, this isn't a, Hold on, don't do anything, and the WCSB is coming back.  You know what?  There is uncertainty in everything.

The point we were trying to make is that when making infrastructure decisions, not where supply is contracted from -- although that needs to be a consideration, as well, but in making infrastructure decisions, that the OEB needs to look at minimizing the overall infrastructure costs for Ontario, utilizing existing infrastructure where economic and where appropriate, and ensuring that Ontario consumers benefit from the lowest cost alternatives.

A long-winded answer to that.

MR. ROSENKRANTZ:  No, those are...  So perhaps is it fair to say I was misled by the word "transition", which I think of as being maybe a set period of time between two states?  You are really saying that going forward in the future, we are looking a more uncertain time.  We are looking at a gas market that will continue to have more opportunities available.  I mean, you have certainly import LNG.  We saw offshore Nova Scotia being potentially the next new thing, and then going away.

MR. REED:  John, I think in terms of transition, we see the transition as being continuous for the next ten years, basically.  The impacts that we have already had from shale are significant, but we really are still at the tip of the iceberg.

We see Marcellus more than doubling between now and 2020.  We see similar increases in Hinton, for example.  So when you look at the impacts on continental gas flows, really, which is what affects all the pipeline companies, those impacts are just beginning to actually materialize, and then we will see, I think, responses to those changes, responses in the supply side from LNG, for example, and responses on the demand side.

And that's another element of the equation that again needs a lot of attention, which is what will happen with regard to demand coming back.

So right now, I see those transition costs as having been established today, but realistically continuing to be out there for the next decade as we move to a market that really has fully embraced the new continental gas flow paradigm.

MR. POHLOD:  If I can even add to it, I don't think we should lose sight of and lose focus of the fact that the evolving market has been a very positive thing for Ontario.  Having access to multiple sources of supply, having continental supply evolve, and the distribution of it change, all of these things, I believe, have been good for Ontario.  And we shouldn't look at transition costs or the fact that maybe there are increased pipeline costs or transportation costs, as a result of some of this on some infrastructure, as being a problem for Ontario.

Overall, what we have seen as an opportunity for opportunity for Ontario, what we have seen is benefits that have exceeded costs for Ontario.  We have had distributional impacts, and certainly the increase in costs are a problem for some parties.  They are a problem for TransCanada, but they are a problem for some of the Ontario consumers, as well.

But, overall, we certainly don't want to picture this as a return to the good old days of something else.  In fact, these are probably the better days for Ontario.

MR. ROSENKRANTZ:  So just to clarify for my thinking, if you could help me, there is -- in TransCanada's policy, there is no seen need for restrictions on people's ability to access new points, do more short haul.  Your point is, if I am understanding correctly, it should just be done with eyes open in terms of what the total impact is?  Certainly, TransCanada is not going to put any restrictions on, say, people's -- in open season people being able to use Iroquois as a receipt point, for example, that wouldn't be something you would want to do?

MR. POHLOD:  We'd provide open access transportation.

MR. ROSENKRANTZ:  Thanks.

MR. MacKAY:  We are running a little over, obviously, because of the fire alarm, and that's fine, so we are going to be put behind schedule, but I wouldn't mind wrapping it up in the next five minutes or so.  Ian, you have another question.

MR. MONDROW:  I have a quick comment, and maybe either Mr. Reed or Mr. Pohlod can comment on it.  It seems to me that one of the ways for an economic regulator, in any event, to kind of hedge against the uncertainty and opportunities that are no doubt out there, but can't be predicted with certainty, is to let the market decide, wherever possible.

Is that a principle that -- Steve, is that a principle that kind of comes out of TCPL's thinking as it's been presented here?  Would that be a legitimate kind of touchstone for a regulator, an economic regulator like the OEB?

MR. POHLOD:  I think, yes, let the market decide, as long as all of the economic impacts are properly considered in the decisions that have to be made.

MR. REED:  Just to circle back to the beginning part of your question, in these uncertain times what should a provincial regulator or economic regulator do, typically the answer in uncertain times is to preserve optionality, to not make commitments that take you down one path to the exclusion of others.


I think that's generally an appropriate strategy for what we see as the market for the next ten years, with the understanding that preserving optionality has a cost associated with it, and that cost should be factored into the decisions that are made with regard to new facilities, existing facilities, contracting decisions, and so forth.  But keeping the options open is typically the right answer in markets that are this uncertain.

MR. MONDROW:  And a corollary or a subset of those considerations, it seems to me, is who bears the costs, which one might also characterize as risks.

MR. REED:  I think we have raised the point that in this case the burdens may not directly follow the benefits to all consumers in the province, and that is a valid policy consideration to look at and ask whether the apportionment of benefits and costs are appropriate, are reasonable.

MR. MONDROW:  That's helpful, thank you.

MR. MacKAY:  I have what I think is a practical question, which is, we have heard a lot about what the scope of what the Board -- the OEB should consider in reviewing new pipelines expansion and reinforcement.  But when I look at the projections, in terms of what's been filed with U.S., in terms of announced northeast pipeline expansion projects, there's very little that's occurring in Ontario, and I am assuming that we've got a fairly mature pipeline system here.

And I don't see any major expansion projects coming before this Board.  At least there's none on the immediate horizon.  And we can certainly ask Enbridge and Union what their immediate plans are.  But in the listing we have been provided by ICF they have no Ontario-based major expansion projects going on.  So I am just wondering if anyone wanted to comment on that.

MR. BUTTERS:  Neil, could I just -- could I get one question in here before we break for lunch?

One of the things that -- it's on -- I haven't got my glasses on.  I think it's slide 16.  Steve, you talk about market-based -- a cost-based toll regulation.  I'm just -- this is kind of a speculative question, so I am not quite sure how you might answer.  Maybe John.

But in this transitional period, where we're seeing more sources of supply and presumably more liquid hubs, is cost-based regulation, as opposed to, say, market-based capacity, is that the right way to go in this kind of changing environment?  Do you see that we might get away eventually from kind of cost-based regulation and going to sort of more market-based capacity?  Is that likely after that transitional period, or...?

MR. REED:  I don't see departure from cost-based regulation occurring with regard to what I would call the default core service.  However, I do see market-based or market value considerations coming in more for the discretionary services.

And again, that's consistent with the way we have seen other markets develop.  That is, slack capacity develops in markets, and as cost-based tolls continue to predominate for the core default service, certainly value of service considerations come in for a wide range of innovative services and non-core or discretionary services.

MR. BUTTERS:  Thank you.

MR. MacKAY:  Well, with that, let's take a break for lunch, and would it be cruel to ask everybody to come back for 12:30 -- I mean, 1:30?  That would be cruel.  1:30?  And I believe Enbridge is up after the lunch break.  Thank you.

--- Luncheon recess taken at 12:40 p.m.


--- On resuming at 1:31 p.m.

MR. MacKAY:  Good afternoon.  I think we'll get started again.  Thanks to everyone for accommodating a truncated lunch.  I appreciate it.  Helps U.S. keep on track, and hopefully get everybody out of here at a decent time later this afternoon.

So the next presentation is by Enbridge, and I'll let the panel introduce themselves for the court reporter.  Thanks.

MR. RYCKMAN:  Thank you, Neil.
ENBRIDGE GAS DISTRIBUTION


Norm Ryckman


Malini Giridhar

MR. RYCKMAN:  I am Norm Ryckman, director of regulatory affairs for Enbridge Gas Distribution.  And to my left is Malini Giridhar.  So Malini will be providing the presentation this afternoon, and Malini is our director of energy supply and policy, so she is responsible for gas supply, which includes procurement, planning, dispatch and budgeting.

So with that, I will turn it over to Malini.
Presentation by Ms. Giridhar:


MS. GIRIDHAR:  Thanks, Norm.

The structure of my presentation, well, essentially I will have a few slides by way of background material on Enbridge's procurement, gas procurement, a few comments on the ICF report and Enbridge's view on it, and then a few thoughts on opportunities and challenges for Ontario, and then finally a concluding slide in terms of looking forward.

So by way of background, this slide, slide number 3 talks about Enbridge's customer demand profile as at the end of December 2009, and our average daily demand is approximately 1.1 million gJs per day, split roughly equally between marketers and Enbridge's own procurement of supply.  However, because our demand is largely residential in nature, over 90 percent of our customers are residential, our peak-day demand appears to be a fairly large multiple of that average demand.  It's 3.5 million gJs, plus, actually.

Moving on to the next slide, I think you heard earlier today that Enbridge has diversified its supply, and that is the case.  Slide number 4 shows our gas supply portfolio as at the end of 2009, and you can see that our procurement from the Western Canadian Sedimentary Basin is about 23 percent of the franchise's requirements, but 21 percent is procured from Chicago, but 7 percent from Dawn and marketers provide the rest, between 48 and 49 percent of that number.

So this is, again, in annual terms, but of course the profile of purchasers is quite different at different basins.  The further away you go, obviously, the load factors tend to be very high, because of the efficient use of transportation capacity.  A lot of our Dawn purchases revolve around our seasonal requirements, both for filling storage and for meeting winter demand.

The next slide, number 5, I just wanted to talk a little bit about a trend that we have seen lately, and it shouldn't come as any surprise.  What we have done here is we have got the landed coast of gas in our franchise from our three major supply sources.  So I have got the WCSB, Dawn and Chicago.

And what you can see, obviously, is that the landed cost does vary and -- as they would, but overall, through much of 2009, they seem to be fairly closely bunched together, which meant that they weren't huge differentials in the landed cost of supply.  However, in 2010 there is an appreciable increase in the cost of landing gas from Alberta relative to Chicago and Dawn, and these reflect basically the totals on the mainline for 2009, which were substantially lower, and 2010, which are a lot higher.

So that's just by way of observation, but landed cost is only one of the criteria, and a very important one, but nevertheless one of the criteria that we would use in our supply plan.

The next slide, slide number 6, has a matrix that essentially ranks two sources of supply.  It's generically called supply-via-Dawn; it doesn't necessarily mean the supply originated at Dawn.  And then the TCPL mainline, which here actually is a synonym for TCPL long-haul.

So there are four criteria that we look at.

One is diversity of supply, i.e., how many supply basins can you access off that path; there is operational flexibility, you know, do the contracts allow you to for example load balance effectively, how is it connected to your franchise those sorts of things; contractual flexibility, how long are you committed to the capacity for, you know, the renewal terms, so on and so forth; and then, of course, land cost, and we talked about landed cost in the previous slide.

So when we look at taking supply from the south versus the TCPL long-haul, from a diversity of supply perspective, certainly there is more supply basin connectivity directly into Dawn, so it does diversify our sources of supply.

From the operational flexibility perspective, we rely very heavily on TransCanada STS service to meet our winter demand; that's a service that's tied to TCPL long-haul, and so that does provide U.S. operational flexibility.  The vast majority of our interconnects are TransCanada's mainline; we have two with Union.

And more importantly, over the last decade most of our growth areas to the north and to the east are in fact served directly off TransCanada's system.  So I am talking about growth in the distribution franchise going up to Barrie and then going east towards Oshawa.

From a contractual flexibility perspective, our TransCanada contracts are now annually renewable, so there is definitely a lot of optionality that we have with the TransCanada contracts.

And then finally from a landed cost perspective, I think the previous slide talked about the rising cost of landing gas from the WCSB and the franchise, and the prospect of that differential increasing over time, as a result of some of the things that were discussed earlier today in terms of what's happening with the mainline throughput.

Moving on to slide number 7, our view of the ICF report is that we largely agree with the conclusions of the report, and we'd like to specifically comment on a few aspects of it.

So on the left, we have got an ICF key finding, and on the right we have got Enbridge Gas Distribution's comment on it.

So from a gas demand perspective, I think what we saw in the report was that increased demand is pretty much led by the power sector.  We don't see a lot of traditional core market demand increasing.

We would tend to agree with that, and we would say that Ontario is very well poised to serve increased gas demand for the power sector, largely through the regulatory proceedings in the last few years and the market responses that have come out of it.

Our distribution system will require greater flexibility to balance load variations, depending on how that increased power generation evolves over the next few years, and in terms of its coincidence with our peak times, for instance.  And then certainly we'd have operational concerns about integrating flows from the upstream gate stations with when these power generators come on, but that's really an infrastructure question and something that's easily resolved with the right infrastructure in place.

From a supply perspective, the ICF report talked about conventional production continued to decline.  We would agree with that, and with shale being the principal source of supply growth in North America.  And our view is that shale gas promises to be a game-changer, and obviously it's subject to estimation and environmental and regulatory risks, as we have heard a fair bit today.

From an interregional pipeline flow perspective, ICF report believes that western Canadian gas remains the largest supply source for Ontario, but continues to decline, with the difference being made up, I think, largely by mid-continent shales.  And it concludes that Marcellus Shale is not a major source of supply for Ontario; what it will do is reduce exports to the U.S. northeast, and allow more gas to stay in Ontario.

Our view is we would agree that we expect to see lower western Canadian exports into the U.S., and market area share production, both of which will result in higher TCPL tolls However, we have a tough time actually coming to the conclusion that Marcellus Shale will not be a source of supply for Ontario, just based on the responses we have seen from producers to open seasons that have been conducted at Niagara and Chippawa.  And my next slide will talk to that.

From a pricing perspective the ICF report talks about a rebound in prices due to economic recovery down the road, and then essentially that those expected prices will support supply development and the current status quo regulatory environment, and that regional gas prices will continue to track Henry Hub with some basis changes, and one of the things we noticed, I think, was an increase in Dawn basis in the report relative to both Henry Hub and AECO.  I think we pretty much would agree with that, with that view.

And then finally, from a policy perspective, ICF has laid out three options.  One was the do nothing, the second was TCPL starts discounting its pipeline tolls, and then the third one was diversify away from TCPL.  Enbridge's view is that we have a continued reliance on the TransCanada mainline, in terms of geography and current infrastructure.  At a minimum we are reliant on TransCanada long-haul in the short-term because of its associated ties with the storage transportation service that we need to meet our winter demand.

In the longer-term, obviously, more solutions will open up, and in that event, again, given the geographic connectivity to the TransCanada, what's called the eastern triangle, we do see TCPL short-haul being an important element meeting our infrastructure needs.

The one point I would like to make is that we have postage stamp rate-making across our franchise, so regardless of physical connectivity, the benefits of gas supply diversification and the costs of increased TransCanada tolls or whatever pipeline tolls are in fact spread across the franchise equally, so what that does mean, though, is that, you know, we can truly focus on the net benefit to our customers, because there is no differential rate impacts on our customers.  I think that's an important point to keep in mind.

We would agree that new infrastructure would be required for any significant level of diversification away from TransCanada, and our long-term focus will be on flexibility and our portfolio adaptability to new supply and lower cost options.

So I just want to finish off this section by talking about access to Marcellus supply.  And I think I took a look at Union's presentation.  They have some details on this as well, but that's coming tomorrow.

What you see on slide 8 is just some of the open seasons that we have been tracking.  And I won't go at length into them, but in total what we can see is approximately 800 million cubic feet per day of capacity that's being announced and committed to at Niagara -- or to Niagara, anyway, and what we see is that there are a few different producers and shippers in each of those open seasons.  I think that augurs well for Ontario, because it does imply that there will be a competitive market at Niagara, with more than one producer willing to provide supply to Ontario.

In addition, we have had open seasons from TCPL and Union that would link into the supply at Niagara.  So in our view, looking at the commitments from producers, the fact that there is more than one producer, and fairly significant quantum of capacity in gas that we are looking at, we do believe Marcellus supply can be an attractive source for Ontario customers, and we are looking to seriously consider that option, in terms of procuring supply at Niagara.

So moving on to the next slide.  So what is the opportunity for Ontario?  So as I have just mentioned, I think the opportunity is greater diversification of supply and lower cost gas.  And I have alluded to the several open seasons that we have seen that will allow Marcellus gas to be procured at Niagara and transported to the market area.

We have seen significant producer interest, and Enbridge Gas Distribution has bid for Niagara CD capacity in TCPL's recently concluded open season.

There are other benefits that we have identified.  We think that the prospect of being close to market area production increases deliverability and lowers winter spreads for U.S., so in addition to having market area storage, market area production would just intensify that, and that's really good news for our customers.

And then finally, I just wanted to mention a couple of other initiatives that Enbridge is looking at.  One of them is, we are looking to engage in a distribution system reinforcement over the next few years.  It's going to be necessitated by factors such as aging elements in our infrastructure.  And while we ponder on that, we want to make sure that we are not just replacing like for like, but exploring synergies with our gas procurement, so to be a little bit more specific, to the extent that we need to replace pipe in our downtown core for a variety of reasons, whether it's because the pipe's aging and needs replacement or whether there's been a localized growth that needs to be met or, in fact, you know, power generation that puts hourly flow stresses on our system for a combination of those reasons, we'd also like to explore to see if we can actually increase takeaway from Parkway, which would allow U.S. to diversify further, in particular in the direction of Marcellus supply.

And then the last thing we think we should keep note of is that we have seen a big decline in our small levels of Ontario production over the last decade.  It's pretty much de minimus today.  But we wanted to highlight the potential for renewable bio-methane to be part of our supply stream in the future.  We really don't know how big that's going to be, but to the extent that it's 3, 4, 5 percent of our supply and it's Ontario in-franchise production, we think that's something that we should be considering in the future.  Of course, it would be great if we had shale gas in Ontario as well that we could exploit.

In terms of challenges for Ontario, I think we heard TransCanada talk about their tolls.  And certainly we are looking at a lower commodity cost environment, which is great, but at the same time there is the prospect of higher transportation costs that we need to keep in mind.  And our focus again really is on further diversification, but at the same time, given the uncertainty we see out there, we do want to maintain contractual and operational flexibility and the overall strategy of keeping optionality open.

What do we see as the role of the regulator?  To the extent that further diversification results in the need for long-term contracts to underpin facilities, we would be looking potentially at pre-approval of long-term contracts as required, so certainly the Ontario Energy Board's guidelines for pre-approval of contracts has really set the stage, in terms of providing clarity for the sorts of things that the Board would be looking for, and we would expect to use it if required.

The other aspect we wanted to emphasize is the role of regulator in terms of facilitating new infrastructure, whether that's pipelines, renewable gas, gas-fired generation, or even a focus on conservation.

So just to conclude, what do we see looking forward?  Well, I think we have heard at length about the changing environment and increased uncertainty.  Certainly, you know, we are looking at unforeseen impacts on gas flows, pipeline tolls, and basis differentials.

The one thing we do know is that, even if we are approximately right in our projections, we are going to be precisely wrong in those outcomes, because it's impossible to project what these impacts will be.

So what we would be looking for, of course, is the need to diversify and maintain a sense of balance in our portfolio as we move forward.

And finally, we do believe it's important to have a wider perspective, in terms of our own distribution infrastructure, to ensure that any infrastructure enhancements are focused both on system reliability as well as meeting gas-supply needs to the extent that we can.

And that concludes the presentation, and I think we are open for questions.
Question and Answer Session:


MR. MacKAY:  Anyone have any questions?  Ian?

MR. MONDROW:  I will let someone else...

MR. MacKAY:  All right.

MR. MONDROW:  You notice I always pause first in case someone else wants to start, but no one else seems to step forward.  So in the meantime, while they are thinking about it, Malini, I do have a couple of questions based on your presentation.

I want to talk about the new infrastructure needs, which is one of the things that seems to me to be most directly relevant to the Board's mandate coming out of this informational exercise, as I understand it.  And I think you can help with some of that.

So you identified two categories, I think, in your presentation of potential infrastructure needs related to this -- these gas-market developments.  The first was to diversify supply away from TCPL.  And you had a slide, slide 8, which I think addresses this facet of the infrastructure need, and the question I have is whether these new pipelines capture the infrastructure diversification that you referred to, or is there more, either at the transmission or the distribution level, related to the diversity of supply issue.

And I am going to come back to the power generation issue, but just on the diversity of supply issue.

MS. GIRIDHAR:  I think you are looking asking me:  Are we looking to contract on more new infrastructure than just these?

MR. MONDROW:  Well, a little more broadly than that, thinking of the Ontario market and the contribution that the Ontario ratepayers will make to this new infrastructure to accommodate the new continental gas flows.

You have identified on slide 8 kind of five pipelines, some of which are new -- I think maybe they are all new or all newly expanded, which will entail costs.  And so I am wondering whether this captures, when you say diversification -- sorry, when you say new infrastructure to diversify supply away from TCPL, first of all, let's break it down, then.

On the transmission level is this it on slide 8, or is there more?

MS. GIRIDHAR:  No I don't think that that's it.  That's just what we believe has recently occurred in terms of open seasons.

We have also seen other open seasons with respect to reversals that will bring supply to Iroquois.  There is potential for Michigan supply to land up at Dawn.

So I think there are a lot of alternatives that could bring additional supply into Ontario.

MR. MONDROW:  Okay.  Then if we move down to the distribution level, are these transmission-level infrastructure developments going to require distribution infrastructure changes or developments?

MS. GIRIDHAR:  I think it depends on how the connectivity occurs.  So if we get increased supply directly into the CDA, then of course we may have some localized infrastructure requirements to be able to accept the gas.  Specifically to the extent that we introduce the gas into our system at Parkway, we would be needing some distribution reinforcements.

MR. MONDROW:  Okay.  Let me, then, ask you about the power generation demand percentage increase, which seems to be universally forecast and for a good reason, it seems to me.

And ICF, we had some discussion with ICF about this last week, and they talked about new services and access to storage services, in particular both the physical space and the deliverability from storage.

So my question for you is from the distributor's perspective.  Other than the storage and deliverability part of the infrastructure, is there additional infrastructure needs for the distributor to kind of adequately serve the power generation demand, given that it's, by definition, rather peaky?

MS. GIRIDHAR:  I think it depends on how this increased power generation demand evolves.  So we have already had some power plants set up in our franchise and announcements for, I think, a few more.

As of now, you know, the distribution infrastructure was sized to meet their peak load, but to the extent that they are running more frequently or differently than they have been dispatched in the past, it could cause localized constraints that would need to be remedied.  To the extent there is, say, distributor generation, for example, that would be spread in smaller amounts, but throughout the franchise we would probably need to reinforce our system.

But those are all, you know, forecast assumptions that need to be modelled on a network group.

MR. MONDROW:  But some of those, if they come to fruition, could be fairly significant costs to the distribution system?

MS. GIRIDHAR:  Well, we have feasibility guidelines that dictate how those costs should be recovered.  Our feasibility requirements dictate that to the extent that the rates over the contract term don't cover the cost, then capital contributions need to be made by the generator.

So we have an existing framework in which to analyze distribution infrastructure.

MR. MONDROW:  Fair enough.  And David Butters earlier talked about institutional coordination, which seems to me o be important in that respect as well, so that's helpful.

I wanted to ask you another question related to infrastructure.  You talked about the need in the next few years, I think is what you said, to reinforce your GTA infrastructure.  Can you give U.S. any more information on that?  What's the time frame and what's the general magnitude of that project?

And I think what you were suggesting is as you turn to that, you would like, ideally, to consider as much information about the impact of this continental gas flow change in designing that work.

So how imminent is that?  And what is -- in terms of the magnitude of the investment -- what's it going to look like?

MS. GIRIDHAR:  Our network planning group is beginning to look at it, so I know they have got a few different potential routes and pieces of pipe that they have identified.

We are not at the stage where we have actually costed it, so at this point I am actually interacting with them to get a better understanding of the options out there and how they might meet increased flows from one or the other gate station.

So the discussion is fairly preliminary right now, but we have definitely identified the need for some system reinforcement.

MR. MONDROW:  Do you have a sense that it's going be a fairly broad project across the franchise, or on a fairly large portion of the franchise?  Or is it very localized?

MR. RYCKMAN:  Right now, they are looking at a whole range of options, so we can't really say with any certainty.

Certainly, they will have to work through those and the different cost implications.  I think the important thing, once again, is to think about it in the context of how the distribution system may be changing in terms of its operations to meet the power gens, how any future growth, where that will occur, those sorts of things.

Sp there is a whole range of things they have to look at, and they are in the early days of that.

MR. MONDROW:  Do you have any sense in the pace at which we are going to have to proceed from early days to detailed planning?  Is this an imminent project?

MR. RYCKMAN:  My sense is that we would be looking somewhere in -- come forward, probably with greater details, in 2011, 2012 maybe, at the latest.

MR. MONDROW:  All right.  That's great.  Thank you for that.

MR. SHRYBMAN:  Can I ask you a question or two further about this slide 8?  Forgive me if you have already covered this.  I am just not sure what I'm looking at here.  Of these five -– these are five open seasons.  Are these pipelines new pipelines?

MS. GIRIDHAR:  No, they are existing pipelines.

MR. SHRYBMAN:  They're all existing pipelines?  And you're saying that the gas that's being contracted is gas from the Marcellus?

MS. GIRIDHAR:  The first three pipelines are south of the border, and their open seasons relate to accepting gas into their systems and shipping them in the direction of Niagara or to Niagara.  So yes, they are tied to Marcellus production.

MR. SHRYBMAN:  Are they exclusively sourced in the Marcellus?

MS. GIRIDHAR:  Just locationally, I would have to say yes.

MR. SHRYBMAN:  And the shippers, Statoil and Royal Dutch Shell, are they the developers of the source there or are they an aggregator of supply from --


MS. GIRIDHAR:  These are producers, I understand.

MR. SHRYBMAN:  They are what?

MS. GIRIDHAR:  They are producers.

MR. SHRYBMAN:  They're producers?  They're the primary producers of the quantity they are committing to ship?

MS. GIRIDHAR:  That right.

MR. SHRYBMAN:  All right.  Thank you.

MR. ROSENKRANZ:  I had a question about the -- you mentioned, Malini, about the STS service on the TransCanada, and that's been a service that I have never totally -- totally understood, but it sounded from your discussion that to some extent that commits you to long-haul on TransCanada.

Could you explain that a little more?  And if I am correct or incorrect in terms of what that does in terms of your flexibility in terms of diversifying away from Empress?

MS. GIRIDHAR:  Sure.  So the storage transportation service, the STS service, is used by Enbridge to take gas away from the market area in the summer and bring it back in the winter when it's needed.

So it's really a load-balancing service.  The extent to which that service can be used is -– without additional costs, is tied to the amount of capacity coming into the franchise on TransCanada's long-haul.

So to the extent that we need to deliver X amount of gas in the wintertime on a daily basis, and ship it to portions of our franchise, we use the service and if we de-contracted further -- tomorrow, let's say -- then we would incur addition that will costs in terms of providing that supply in the wintertime.

MR. ROSENKRANZ:  And that service is important for accessing your storage at Dawn?

MS. GIRIDHAR:  Correct, yes.

MR. ROSENKRANZ:  Including your own storage?

MS. GIRIDHAR:  That's right.

MR. ROSENKRANZ:  Thank you.

MR. MacKAY:  Could I just ask that you identify yourself for when you're asking questions?  That last question was from John Rosenkranz.  Thanks.

MS. KIRKPATRICK:  Emily Kirkpatrick, for Union.  Malini, I've just got a positional question.  Would Enbridge agree that liquidity at Dawn is important?

MS. GIRIDHAR:  Oh, absolutely.  It's very important.  We source supply at Dawn, and we also use Dawn for a lot of our discretionary requirements; in other words, to fill storage in the summertime and then to supplement storage withdrawals in the wintertime, so, yes.

MS. KIRKPATRICK:  Thank you.

MR. TOWNE:  I'm Paul Towne with TransCanada.  Just a question about the open seasons that you had on slide 8.  Is it your assumption that the open seasons that were held, the gas that's being directed towards Niagara into Aurora, that that gas is earmarked or destined for Ontario markets?

MS. GIRIDHAR:  That's what we have heard.  So in our discussions with producers, that's what they tell U.S.  They have committed to capacity for, some of them, up to 20 years, and they expect to use it.

MR. TOWNE:  For delivery to Niagara?

MS. GIRIDHAR:  That's right.

MR. TOWNE:  Have you considered the possibility, as ICF pointed out in their report, that New York has a drilling moratorium on Marcellus production in New York?  Have you considered the possibility that the participation of these open seasons may be to have gas delivered to Niagara to facilitate the mechanism by which New York shippers would be able to access Marcellus supply, since they don't currently have access to it within the state?  How does the gas get from Pennsylvania and West Virginia into those contracts or into folks who have contacts that originate from Niagara on the downstream side?

MS. GIRIDHAR:  So the presumption being that those contracts would be required to then take gas away from Niagara back on TransCanada's system to deliver it to points east?  Is that...?

MR. TOWNE:  No, it's actually more of shippers who are on downstream pipelines in the U.S. who have contracts that originate from Niagara who have relied on supply from the WCSB and from Dawn to supply their load requirements, who have contracts that only can originate from Niagara.  How do those contracts now get supplied with gas in the future, and is it possible that the delivery of gas in these open seasons is a mechanism by which Marcellus gas can basically feed into those downstream contracts?

MS. GIRIDHAR:  I am presuming that's a possibility, but I would have to think about that some more.  I don't see why that wouldn't work, but to the extent that the production is downstream of Niagara, I am not sure why they would go all the way back to Niagara and then come back.  It depends on the connectivity to the gas, I suppose.

MR. TOWNE:  I guess it's a bit of a mechanistic approach, but if -- well, for instance, on Tennessee, Zone 4 is Pennsylvania.  Zone 5 is New York.  In order to get from Zone 4 to Zone 5 you have to transport that gas to there.  And that's the question, is whether it can be interpreted as gases earmarked for Ontario, or is that indeed -- is this the way that basically -- a mechanistic way of supplying those contracts so that they no longer have to rely on gas being exported through the Niagara point.  In other words, is this a means of how they accomplish that supply alternative, rather than relying on Canadian supply.

MS. GIRIDHAR:  I really would have to think about that.  It may be a possibility, but I think it also depends on how the market devolves at Niagara.  So to the extent that there is liquidity out there and marketers willing to provide U.S. gas, unless the presumption is all of that supply itself is -- the supply itself is going to be tied long-term to those markets, I am presuming there will be additional gas available for Ontario.

MR. TOWNE:  Are you familiar with where that Aurora point is at?

MS. GIRIDHAR:  Am I what?

MR. TOWNE:  Familiar with where the Aurora point is at?

MS. GIRIDHAR:  Roughly on the map, yes.

MR. TOWNE:  Okay.  So would you agree it's not Niagara?

MS. GIRIDHAR:  That's not Niagara, yes.

MR. TOWNE:  Yes, it's not Niagara.

MS. GIRIDHAR:  That's right.

MR. TOWNE:  Okay.

MS. GIRIDHAR:  Sorry?  Oh, I don't know if it's on this map, but I know that Niagara -- Aurora is south of Niagara on the map.  I can't see it, if it's in here.

MR. MONDROW:  So it's right beside Chippawa, I'm being informed, right?  Does that help?

MR. TOWNE:  Actually, that's -- it's not next to Chippawa.

MR. MONDROW:  Well, where is it?

MR. TOWNE:  It's farther south and east in New York.  It's the point where the Niagara spur intersects with the Tennessee gas mainline.

MR. MONDROW:  It's in New York.

MR. TOWNE:  It's in New York.  It's 40 or 50 miles east-southeast of Niagara.  It's on the other end of the Niagara spur.

MR. MONDROW:  So it is on this map on slide 8.  If you look at the Chippawa label and you go down and to the right, that yellow dot, is that what you're talking about?  So you'd find the Chippawa dot and go down and to the right along that red pipeline?

MR. TOWNE:  That's correct.

MR. MONDROW:  Thanks.

MR. MacKAY:  Quinn, you had a question?

MR. QUINN:  Yes, thank you, Neil.  Malini, your slide, in terms of background with slide 5, you have identified a differential that's formed fairly recently, predominantly in 2010, on the difference between WCSB and Dawn Chicago.

Just for clarification, was the Chicago line -- does that include pipeline tolls from Chicago through to the EDA, or was that a market price?

MS. GIRIDHAR:  The Chicago would reflect Chicago supply plus Vector tolls from Chicago to Dawn, and then the short-haul from Dawn to the CD.

MR. QUINN:  So it is pipeline tolls from Chicago.

MS. GIRIDHAR:  Yes.

MR. QUINN:  Okay.  Just for clarification.  Thank you.

MR. GRUENBAUER:  Jim Gruenbauer, with the City of Kitchener.

Malini, just a quick question maybe out of the blue sky.  Given Niagara and Chippawa, that there is this possibility of reversing flow or becoming bidirectional on that pipeline, perhaps in, you know, much higher quantities, or significant quantities, is there any opportunity for development of incremental storage in your franchise area down in the Niagara peninsula as, you know, a smaller alternative to Dawn, or does the geology just not support that?

MS. GIRIDHAR:  I am not aware that there is.

MR. RYCKMAN:  I have no idea.

MS. GIRIDHAR:  I haven't heard.

MR. GRUENBAUER:  Yeah, just, I seem to recall there was gas production down in that part of the province, you know, depleted reservoirs, a little bit of storage, but I was just curious.

MS. GIRIDHAR:  I am not aware of any incremental plans.

MR. GRUENBAUER:  Okay.  Thank you.

MR. MacKAY:  Tom?

MR. LADANYI:  Tom Ladanyi, Ontario Power Generation.

I am trying to understand, are you saying that you are expecting physical gas from Marcellus to come in Niagara, or is it just contractual gas, you know?  Will there actually be a real reversal of flow that you are talking about?

MS. GIRIDHAR:  I guess it's one of those things that I don't know whether it will necessarily be displacement or physical flow.  I think it depends on how much gas is distinct to Niagara versus the Marcellus production that's heading up that way.

I think we know ICF's view is that there'll be a physical reversal in the summertime, but not necessarily in the wintertime, so I think it's one of those things that it's too early to tell.

MR. LADANYI:  So your modelling doesn't show anything.  You haven't gone to that kind of full modelling to tell you what's going to happen right now.

MS. GIRIDHAR:  Enbridge doesn't have any kind of proprietary North American flow model, so the answer is "no".

MR. MacKAY:  Gordon, did you have a question?

MR. CAMERON:  Yes, Gordon Cameron for TransCanada.  I would like to ask you a clarification question about your slide number 4.  To the far left of the map in the corner you've got the WCSB at 23 percent.  Can you break that out between your flow on the TransCanada system and on the Alliance Vector systems?

MS. GIRIDHAR:  Yes.  I can give you approximate numbers now, but not exact ones.  Do you want me to follow up later?

MR. CAMERON:  Approximate would be fine, thank you.

MS. GIRIDHAR:  So approximately 80,000, I guess, is on Alliance, and I think our TransCanada long-haul is probably in the 250 range.

MR. CAMERON:  And now on your slide 5, does the blue line for the WCSB include both of what we were just talking about; that is, your TransCanada capacity and your Alliance Vector capacity?

MS. GIRIDHAR:  That one is actually just TransCanada.

MR. CAMERON:  And where are your Alliance Vector volumes?

MS. GIRIDHAR:  I haven't got that on that slide.  I don't have Alliance on the slide.

MR. CAMERON:  On...?

MS. GIRIDHAR:  I don't have Alliance shown on the slide.

MR. CAMERON:  And can you tell U.S., if you had put Alliance Vector on that graph, where it would have fallen for the last data point?

MS. GIRIDHAR:  I will have to go back and look at it, so I can get back to you, if you like.

MR. CAMERON:  I would appreciate that.  Thank you.  And then finally on your slide 9, and this ties in to some of the earlier questions that have been asked about supply at Niagara, are you predicting that Marcellus gas will have a lower landed cost in Ontario than gas from other sources?

MS. GIRIDHAR:  We have done some landed cost analysis, and it appears to be fairly competitive with Dawn supply and other alternatives that we have considered.

MR. CAMERON:  And does "competitive" mean at about the same price as Dawn supply?

MS. GIRIDHAR:  Or a reasonable differential to Dawn supply.

MR. CAMERON:  Sorry, did you say "or a reasonable differential"?

MS. GIRIDHAR:  To Dawn supply.

MR. CAMERON:  Can you help me with that?  A differential that's reasonable because of moving it from Niagara to Dawn, or --


MS. GIRIDHAR:  Right.  So, you know, taking into account the somewhat lower transportation costs from Niagara to the CDA, relative to Dawn to the CDA, and looking at some projections of where Niagara basis may be in the future.

Some of our own analysis shows some compression in the Niagara-to-Dawn basis as a result of Marcellus going forward, so they were definitely in the ballpark, if you will.

MR. CAMERON:  And can you tie that into the first line of the bullet, where you talk about lower-cost gas?

MS. GIRIDHAR:  Mm-hmm.  To the extent that any of that Niagara supply -- at this point our interest in the open season from TransCanada was focussed on achieving some level of diversification from our Dawn purchases.  To the extent that any added diversification is looking at what we now get from on the mainline, there is a cost differential there.

And that is what that is referring to.

MR. CAMERON:  Thank you.  You talk on this slide about producer interest and supply in Niagara will foster a competitive market.  Do you envision a competitive market at Niagara?

MS. GIRIDHAR:  Again, this is our expectation based on our conversations with some producers.  As to whether that will, in fact, evolve, I guess is something we will find out, but what we understand is that there is an interest from the producers who have contracted on these open seasons to supply Ontario gas at Niagara.

MR. CAMERON:  Okay.  And that would be a competitive market at Niagara, as opposed to --


MS. GIRIDHAR:  A single producer --


MR. CAMERON:  Sorry, I am not being clear.  As opposed to simply another source into Dawn?

MS. GIRIDHAR:  I think I use the word "competitive" there in the sense of being multiple suppliers.  So I wasn't necessarily referring to it as competitive with respect to Dawn on a landed basis.  The comment there with respect to competitive market was that there will be more than one producer or marketer willing to give U.S. gas.

MR. CAMERON:  Fair enough.  And so you would envision, if this comes to pass, purchasers having multiple potential producers competing for their business at Niagara?

MS. GIRIDHAR:  That's right.

MR. CAMERON:  Okay.  Do you have a view on how this will affect the market at the Dawn hub?

MS. GIRIDHAR:  Not really.  I don't have a view.

MR. CAMERON:  Okay.  Thank you very much.  Those are my questions.

MR. MacKAY:  I have a question at the back of the room?

MR. STACEY:  Good afternoon.  My name is Jason Stacey, and I have an energy consulting business out of Oakville.  I just wanted to follow up on Mr. Rosenkranz's question on STS.

You mentioned that to the extent you reduced your long-haul commitment on TransCanada, you would lose STS rights, and that would add additional costs, and I
assume -- this is what I wanted to clarify -- that that additional cost would not offset the savings in your landed costs that you show on slide 5?

MS. GIRIDHAR:  I think in the short- to medium-term, there are operational reasons why we would stay with STS.

First of all, because, for example, we wouldn't have a bi-directional service that would allow U.S. to take gas away from the franchise and back into the franchise.  So there are some operational characteristics of the STS service that are not available through other transportation services.  So that's a big part of it.

In addition, I have to say, though, that we would have to do a detailed analysis in terms of what paying excess withdrawal charges on STS would do to our total costs.

Again, keep in mind we are a big believer in maintaining diversity of supply basins as well as supply paths.

MR. STACEY:  But couldn't you in the summer divert your long-haul that's coming into the franchise down to your storage?  And I assume that would have an additional cost.  And then, I guess, would the costs of withdrawing that in the winter, would they not be similar to what you are paying now?

MS. GIRIDHAR:  No, because the way I understand STS works from a tolling perspective is that you actually have to inject volumes off a TransCanada long-haul in the summertime to get equivalent withdrawal credits in the wintertime.  And if there isn't that corresponding injection in the summertime, then you are paying what they call excess withdrawal charges, that are actually, I understand, even more expensive than just the short-haul service.

So it's a powerful incentive to actually keep you on long-haul, the way that toll works.  So it definitely is a short- to medium-term issue for U.S. that will determine the extent of diversification away from TransCanada.

MR. STACEY:  But is it fair to say, then, that the -- that generally the -- if you replace that service, that the added costs of something else, if it was available, would not offset the reduction in landed cost?  Can you go as far as that?

MS. GIRIDHAR:  No.  I --


MR. STACEY:  Or is it more there is nothing else out there that can --


MS. GIRIDHAR:  I don't know if we have the ability absent an STS -- a bi-directional service, such as STS today.  In the future, we may have other alternatives and we would be looking to see what those alternatives are.

From a pure landed cost perspective, I don't know that I can say necessarily one way or the other.  We would have to do the analysis.

But from an operational perspective, right now we are dependent on STS, so that's the short-term, short- to medium-term, and then the longer-term, of course, we will have to do a full landed cost analysis on the assumption that additional services become available.

MR. STACEY:  Okay.  And operationally, you are at your limit at this point to the -- where you need to be on the STS level; is that fair to say?

MS. GIRIDHAR:  From an operational perspective, the STS contracts give U.S. the ability to flow gas to many of the gate stations that are towards the north and the east of our franchise.

So again, in the future, to the extent that, for example, we had a distribution system reinforcement in the downtown core that allowed U.S. to flow more gas there, then that might have some impact on how much gas we need to use on STS.

But as it stands today, the configuration of our distribution system and the inherent pressures of our different segments of the pipeline require U.S. to rely on STS to get gas to all parts of our franchise.

MR. STACEY:  Thank you.

MR. MacKAY:  Thank you.

Any further questions?  Well, if there isn't maybe we can move on to the next presentation.  Thank you very much from Enbridge for –-

MS. GIRIDHAR:  Thank you.

MR. MacKAY:  Malini, thank you.  Next up is the Association of Power Producers of Ontario, John Wolnik and David Butters.

ASSOCIATION OF POWER PRODUCERS OF ONTARIO

David Butters


John Wolnik

Presentation by Mr. Butters:


MR. BUTTERS:  Okay.  Thanks very much.  My name is David Butters.  I am the president of APPrO, the Association of Power Producers of Ontario, and with me is John Wolnik.  John is a consultant who works with U.S. on a regular basis on gas-related matters.

What I wanted to do today is -- and this is the agenda -- is basically give you a little bit of background.  I am sure most of you know or would know who APPrO is.  But just a little bit of background on APPrO, who we are, what we do, some background on Ontario's gas-fired generators, some of the current issues that we are facing, responses to the OEB questions.  Then we will wrap up, and hopefully we will have some interesting questions.

Now, APPrO is a trade association that represents the majority of Ontario's, what I would call kind of commercial-scale electricity generators and other related businesses.  We have over 20 members, who produce most of Ontario's electricity, 98 percent of it, give or take, from a wide variety of sources, ranging from nuclear, hydro-electric, fossil, wind, solar, waste, wood, and other fuels.

Our members have built and operate nearly all of Ontario's generation.  We represent about 90 percent of the capacity of Ontario's gas-fired fleet.  And the -- just out of interest, for those of you who are interested in knowing how much energy that is this year, that's about 13.4 gigawatts, gigawatt-hours, or 12.7 percent of the total energy produced as of September the 13th.  Obviously it is a little bit more than that now, but those are the latest numbers I could get.

Our main focus as an association is advocacy, so working on behalf of our members to address risks or opportunities to their businesses to ensure that they can be profitable.

We produce a bimonthly magazine, Ipso Facto, which many of you will know of or receive as subscribers.  We put on Canada's largest power-sector conference, and I could not resist the plug, which is why there is a revised presentation, which is November 16th and 17th.  And if you haven't registered, the early deadline passed yesterday.  But I am sure that many of you, we will see you there, and it's going to be a good conference, with, amongst other things, gas as a significant issue.

I also wanted to mention, because it was in Malini's presentation, that a recent copy of Ipso Facto, a recent publication -- issue of Ipso Facto had a -- quite an interesting article, in part authored by John Wolnik, on natural-gas issues.  If you are interested in seeing that, you can go to our website, www.appro.org, and the article is available on the Web.

So these are some of our key generator members.  I won't go through all of them, but you can see that they are all of the major players in Ontario, starting with Ontario Power Generation, still the largest generation company in Ontario, and ranges down through a range of other companies, some of whom are more precisely focused on certain kinds of generation than others, but it's a wide-ranging and growing number of members.

So our mission is to achieve a policy and business environment that supports the business interests of commercial electricity generators, including a reasonable rate of return.  We are looking for things like a long-term regulatory and policy framework that is stable, that fosters investment of the most efficient cost.

We have always been focused on competitive and reliable market-based systems, and that includes, of course, things like competitive procurement practices -- I'd put that in there as well too -- recognizing that generators do operate in the context of the larger public good.  If the economy isn't robust, neither is our business, so we're -- you know, this is not simply about what's good for U.S., because what's good for the economy is good for APPrO and its members.

And in all those considerations we do look very carefully at the environmental economics, sustainability, and I think it's fair to say that APPrO has been on the leading edge of environmental sustainability, going back to the days when it was Ipso, and pushing hard for renewable energy in Generation Ontario, so it's an important part of our business focus as well.

Okay.  That's not moving forward.  How do we move that slide forward?  Oh, page down?  Okay.  It seems to be functus.

Well, I won't -- I will just speak to my written notes here.  So that's a bit of a background of APPrO and who we are, where we are in our place in the generation system.

MR. MONDROW:  We have the hard copy, right?

MR. BUTTERS:  Yes, so I will just go through the hard copy.  In terms of gas-fired generation, it's now about 24 percent of our mix in Ontario, 35,781 megawatts in total capacity Ontario, 36,000, rounding out, obviously, so gas-fired generation's about 24 percent of that.

About 31 stations -- and this includes all of the major generators, plus those stations like Bruce Power and others that have gas-fired generation as part of their service load, about 8,500 megawatts.

The next bullet point is now out-of-date, since the government has just announced that they are not going to go ahead with the Oakville-Southwest GTA facility.  So subtract -- that leaves 300 megawatts over approximately for York, in terms of new and forward-looking new gas generation.

On the other hand -- on the other hand, at a recent speech of the Ontario Energy Network Colin Anderson, who's the president of the OPA, noted that we are -- we are continuing to see local growing load demand pockets regardless of the Oakville decision in Oakville, in Windsor-Essex, in Ottawa, South Simcoe, and Kitchener-Waterloo, so, you know, we -- our anticipation is that when the long-term energy plan comes out, it will look at addressing the role of generation and transmission -- I am not quite sure how that will fall out at this stage -- in addressing some of those local reliability concerns, those local reliability concerns primarily what are driving the investments in York and Oakville.

And we also expect that we will see some smaller, probably more surgical type combined heat and power capacity type additions in the Greater GTA area, where we still have significant reliability issues, in terms of transmission access to the city, to the area.

This is not a particularly good map, but because of the size it's hard to get everything on here, but, you know, this, I guess -- and maybe it is a statement of the glaringly obvious, that gas-fired generators are located close to natural-gas pipelines.  You can see that this is actually the truth.

But there are quite a few of them.  Most of them are -- you can see the ones that Steve Pohlod alluded to in northern Ontario.  You can see the clusters down along the Union and Enbridge franchises and lines, down to southwestern Ontario and so forth.  So that just gives you an extent -- an idea of where they are, but that's exactly where you would expect them to be.

There are a number of -- we have got a number of categories of generation facilities in Ontario.

The newest ones are the -- what I would call dispatchable gas-fired plants.  They are OPA-contracted facilities that are there to fulfill a number of functions; they are there to replace our existing coal fleet, to address local reliability needs, as I discussed earlier, and as we grow our renewable fleet -- we are currently around 7, 800 megawatts of renewables on-line -- and we will see another couple of thousand, maybe another 3,000 megawatts, depending on how the FIT program plays out, of additional renewable energy coming in, and so we will be looking at -- as we move out of coal, which provides --regardless of its environmental impacts is very well suited for intermediate function in Ontario, that ramping up and ramping down, we will see gas probably fulfilling a lot of that function.

So it's going be doing a number of things in terms of the Ontario generation fleet.

They range from very small to very large.  The largest one is the Greenfield Energy Centre down in the southwest, about 1,000 megawatts.  And some of them are much smaller.

A lot of these are combined-cycle gas turbine facilities, but there are a number of smaller combined heat and power facilities, and they have all been in service from about 2002 through to Halton Hills, which is the most recent, which is -- I am not sure whether it's actually commissioned or whether it's still in commissioning, but it's in that place right now.

This is just a list which ICF kindly put together here, which indicates the OPA-contracted facilities, and you can see that there is about 6,700 megawatts of OPA-contracted capacity.

These are large projects.  They can be up to billion dollars in capital investment.  They rely heavily on the debt markets to finance their projects.  And as you would expect, the lenders scrutinize the field procurement practices very closely for risk exposure, and these follow revenue flow to ensure the lenders are supportive.

The OPA requires a gas management plan, as well, too, so that everyone understands that the generator has done its homework and is prudent in terms of how it will manage gas.

The contracts themselves, the OPA contracts seek to provide an effective hedge between the Ontario electricity price and the Dawn day-ahead gas index on the one hand; on the other hand, gas delivery and management costs generally are covered by the fixed portion of the OPA contract price, and that does lead to some issues, which I will elaborate on in a little bit later.

The other broad category of gas-fired generators in Ontario are the older ones, the so-called non-utility generators, or NUGs.  These were developed by various independent power producers in the 1990s, with power purchase agreements, or PPAs, from the old Ontario Hydro.

There is about 1,300 megawatts of capacity in the north, the southwest and eastern Ontario, as you saw on the map.  They are mostly combined heat and power.  They are still mostly self-scheduling; they are not dispatchable.  They are different arrangements, different contracting arrangements.  These were -- although the contracts have actually held up very, very well over the years, and we have been able to migrate those contracts from the old Ontario Hydro to the Ontario Electricity Financing Corporation, and those facilities still operate and they have a very high level of reliability and high capacity factor, but different contracts.

Their gas-supplying transportation rings that they entered into to finance those plants generally had gas arrangements that were supplied under high-load-actor firm long-haul arrangements, the transportation generally not indexed.  There was an index in the NUG contracts for prices, called the -- and this is all very complicated.  Even I don't really understand it all that well, but the direct customer rate, which is based on a thing called the total market cost, but the transportation portion of those contracts generally is -- it does not have an index or an escalator to it.

Those power purchase agreements start to expire in 2012 and on out to 2020.  Generally, the gas arrangements expire a few years or as short as six months before the PPAs expire.

These are the NUG facilities.  I just want to draw your attention to one typo here.  Cardinal Power, which is about halfway down the list, that contract expires in 2014, not 2018.  And we will send the Board a revised version of that, but I couldn't revise it for this presentation.

But you get a sense of where they are and who owns them, and you can see that they are -- you know, a number of companies have clusters of non-utility generators -- generator contracts.

Our expectation is that as those contracts roll over, that some of those facilities will continue on.  Some will be required for system reliability issues, local reliability issues.  As I say, they are good plants.  Many of them are combined heat and power, and therefore they support local industry.

One of the things that we are pretty certain will happen as those contracts are renewed –- well, I shouldn't say -- not renewed.  They won't be renewed.  There will be some form of new contract.  It will probably look more like the CES-type contracts the OPA has today, I would imagine.  The OPA will want and system operator will want to see a higher level of dispatchability or flexibility from those NUG operators, so they will likely be looking for arrangements, the kind of gas supply and transportation services arrangements, that the CES generators were looking for and have gotten out of the NGEIR process.  More balancing services to accommodate generation during peak periods, that kind of thing, access to local competitive supplies.


Most of the NUG generators have long-term long-haul transportation contracts back to Empress, because at the time they were entered into, Dawn wasn't nearly as liquid a hub as it is today, and the WCSB and Empress was kind of the place to be doing business.

And so that kind of thing.  So we imagine that whatever those new contracts look like and with whichever NUGs are in the -- make it to the contract finalization stage, they will look, probably, more like a CES-type contract, and we will see more flexibility from those particular facilities.

This is just a slide to illustrate what I have already been saying, which is that we have a growing gas fleet and we expect it will continue to grow over the coming years, notwithstanding the Oakville setback.

I wanted to talk about current issues for Ontario's gas-fired generators.  And I would say generally that the work that the Board did with stakeholders in the Natural Gas Electricity Interface Review process was very productive.  I think we got a long way towards where we wanted to get to in terms of enhanced flexibility and services from Union and Enbridge.

I think there is probably still some room to go there, but for the most part I think that's worked out pretty well.  I think the distributors and the generators would say that's worked out reasonably well.

One of the things that we see, and TransCanada touched on this in its presentation, is that we are in this transitional period between -- and the CES contracts are a classic example of this, you know.  Supply based at Empress versus supply from other hubs like Dawn or elsewhere.

And so we are moving to a new model, and as the ICF report points out -- and we have no reason to believe that this is not going to be the case, notwithstanding some of the environmental issues, based on what we have heard from Enbridge and others that we know the producers are knocking at the door and interested in doing business, we are going to see Shell Gas be responsible for about 30 percent of Ontario's total gas supplied by 2020.  We see TransCanada flows decreasing, and as this slide illustrates, you can see the outcome of that, as Steve pointed out, is that tolls have increased significantly over the past three years, and over 60 percent since the inception of the most recent settlement agreement.

There are discussions going on right now about how to address this issue.  As Steve pointed out, it's -- those are confidential discussions that are ongoing within the tolls task force.  There are a number of Ontario organizations involved in that, including the Ministry of Energy.  And hopefully we can arrive at something that works, but it is a matter of concern.

And as you can see, this is just another graphic representation of the decline and flows from western Canada.

The challenge, to put in a nutshell, is that the cost of this transition result -- I should say that this transition results in costs and benefits which are not distributed in an equitable fashion.  We are seeing lower fuel prices.  Lower fuel prices result in lower electricity costs, when gas is on the margin.  But contracts, for the most part, that the generators have with either the Ontario Power Authority or the Ontario Electricity Financial Corporation, the OEFC, have very limited ability to cover some of these significant increases.

So in the case of the NUGs, where there is very, very little flexibility, there is significant -- you know, the generator takes a bottom-line hit on these toll increases.  There is nowhere to pass those through.

The CES contracts are not quite as bad.  Many of them are using TransCanada on a short-haul basis, but there is still a hit there.

As I say, electricity users, ratepayers, benefit from the lower gas prices, and therefore Ontario electricity prices, generators have to pay the freight on these toll increases.  And it really -- and it's a TransCanada issue, but it is something that I think should be of some concern.

I should say here that, you know, from a gas perspective, what electricity generators are looking for is, they -- you know, they're indifferent to supply, a supply basin.  What they are looking for is the lowest all-in landed cost of gas at the burner tip.  That's good for them, that's good for the economy, that's good for ratepayers.

But there is no allegiance to one basin or another.  We are simply looking for the best cost, the optimal cost, all things being considered, and closer gas supplies with shorter transportation arrangements are going to be cheaper than farther-away supply sources with longer transportation arrangements.

I threw this slide in because I thought it was interesting, illustrative, perhaps.  This shows -- and I have -- and I haven't updated this to 2010, but I have no reason to believe that it's not the same for 2010.  What this shows is that the hourly Ontario energy price, or HOEP, and the Dawn gas price, track each other pretty closely.

And I suppose there are a number -- there are probably a number of good reasons for that.  It's not simply an electricity issue.  But you can see that as the price of -- the Dawn price, which is the red line, has declined, so too have off-peak, on-peak, and the weighted average of HOEP.

So in that sense, to the extent that, you know, electricity -- that gas generators are on the margin at any given time, that's a benefit to Ontario ratepayers.

Now, what I wanted to do, because John Wolnik has been working very closely on this -- with me on this is to turn over the rest of the presentation to him and go through, and then I will wrap up at the end, and hopefully we can answer whatever questions folks here and the Board Staff have for U.S.  Thank you.
Presentation by Mr. Wolnik:


MR. WOLNIK:  As part of the, I guess, just initiative, there were a variety of questions that the Board Staff had asked, and we've got some responses to those, so I will just kind of work through those.

The first one really had to deal with, what were the opportunities for the Ontario gas market participants, be they pipelines, to providers, transmitters, distributors, et cetera.

So I think the first observation that I would make is that gas flows in North America are migrating towards a more north-south flow pattern.  We are seeing, certainly with a lot of the population based in the U.S. closer to Ontario, there is a lot of infrastructure that's built to serve the northeast, be it through Ontario or up to the northeast from U.S. supplies, so just because of the proximity of Ontario there is a natural north-south migration.

The same thing happens in the west, in terms of, a lot of the supplies from the WCSB also end up in U.S. west coast type markets.  So it's fairly natural, given that -- the distances between the traditional WCSB supplies and markets in the east here.

So the Ontario market is a natural market for many of these U.S.-source supplies, because of the proximity and the pipeline connections as well, and from a historical perspective, those who go back a few years like I do, there are several connections that really date back to Niagara Falls and Windsor that really were used prior to the TransCanada pipeline being installed to really move gas back and forth across the U.S.-Canadian border.

Ontario also has a high-quality storage -- has high-quality storage that can be used to enhance some of these U.S. shale supplies.  Ontario storage has been an integral part of the industry here in Ontario, and I think it will continue to be, whether it's used for U.S. gas or WCSB gas.

Generators and other Ontario customers want access to these U.S. supplies because they have been or at least have the potential to be very competitive.  Access to U.S. supplies also increases the overall security supply for Ontario.

I think Malini had indicated as well their strategy is to look at multiple supply sources, because it does create that security supply, whether it be for disruptions in the, you know, in the pipeline systems or whatever.  It creates security of supply, and that's important to generators, as well as other customers.

We think the pipelines directly or indirectly accessing U.S. supply sources, be they, you know, in Ontario here or other locations, should be encouraged to develop competitive services to encourage supply across the border.

We also think that more U.S. production will naturally be available in the summer months and winter, as ICF have suggested.  I think -- although I think they have indicated it's probably more in the shoulder months, and I'd probably agree with that as well.  So I think that again creates opportunity for storage development in an around Ontario.

Many Ontario customers, including many generators, are captive to -- in the short- and medium-term for TransCanada.  So that has an implication.  Whether it be a generator in northern Ontario or a customer in Kingston, they really do rely on the TransCanada system, and probably will always rely on the TransCanada system for some time to come to really access their supplies, so that's an important thing to keep in mind.

We see the role of the TransCanada system, though, is changing from its current long-haul function to becoming more of a regional supply function and to allow more access to these other shale gas sources from the U.S.

The second question really talked about some of the challenges for the Ontario market, some of the consequences and the issues of this.  So, I mean, one of the things we have talked about several times already today is really the TransCanada tolls.  I probably don't need to spend much more time on that, but there are implications for those captive customers that I did want to highlight.

We think the Board policy should continue to promote access to competitive supply and not create artificial barriers to limit access to competitive supplies, as this will in the medium- and long-run cost Ontario customers more, which could negatively impact the economy.

APPrO sees that the access to these additional U.S. supplies will increase the diversity and increase the overall security supply.  It will also increase competition among various supply sources, which I think is also one of the Board's mandates.

In terms of access to capital, which I think was one of the questions proposed by the Board, we don't see that having a significant impact on storage providers, transmitters, or distributors.

The -- we also see that there may be lower throughput on the TransCanada, as pointed out by ICF, as time goes on here.  I think in their Exhibit 45 of their report, I think they referenced a 1.2 Bcf decline in throughput between 2009 and 2020.  And I think this was from a combination of things, first of all the increase in demand for gas in Alberta, as well as an access to more competitive supplies in Ontario.

This clearly will create challenges for TransCanada, in terms of this reduced throughput.  We believe there's ways that TransCanada can work towards mitigating some of these effects, and I list a few here.  We think there is probably others as well.

One of the questions also dealt with the producer community, and we think, given the increase in demand for gas in western Canada, there will be no impact on upstream producers with Ontario accessing U.S. gas supplies.

The third question really resulted more specifically from long-term arrangements, supply and transportation arrangements, and as a result of this supply from Marcellus, you know, should potential impacts on potential pipeline facilities in the marketplace be considered and, if so, why.

We recognize the need for the rational and efficient development of the natural-gas infrastructure.  It's expensive, it's there for the long haul, and should be utilized in an efficient fashion.

If new infrastructure is being developed that potentially results in other infrastructure being underutilized, we need to kind of give some thought to what the implications are:  Is this a result of new supply shifts or new competitive supplies or lack of competition, potentially, from other supply routes, or it is just from growth in the marketplace.

If the Board considers the effect of new supply routes and new supply sources on existing infrastructure, we need to give some thought to the criteria that the Board should use to evaluate that, and what infrastructure should be considered.  Is it just, for instance, the TransCanada system?  Do we look at the Nova system?  Or do we look at the Saskatchewan system?

What if it reverses?  Do we look at the U.S. systems that have been built to consider this?  And what are the long-run costs of natural gas at these various locations?

Does a concept of such a review reduce a requirement for alternative supply sources and routes to operate efficiently and competitively?  You also need to look at the impact on security of supply and overall competitiveness.

APPrO is of the view that the Board should encourage market mechanisms to work, but the Board needs to keep in mind that many customers will be captive to TransCanada or other systems by geography or contract for some time.  So we need to give some thought to those customers that are located in these captive areas, and the impact on those systems.  They're relatively few customers, and far apart.  They can't afford to pay the entire cost of the upstream system if it comes to that.

These customers will not have any alternative supply option and require some form of rate protection to ensure their rates are just and reasonable.  The Board should therefore consider the unintended consequences of some of these new developments.

So I think the fourth question was:  What further action, if any, might the Board undertake on its own or in conjunction with others?

And I think one of the big things in making sure that there aren't artificial barriers for access to competitive markets, I think that's a long-term goal that needs to be kept in mind as we move forward here, and also ensure that pipelines accessing the Ontario markets operate efficiently and competitively.

MR. BUTTERS:  So summing up, what we see is gas-fired generators could be a third of Ontario's total gas demand by 2020.  We believe strongly in market mechanisms, but we also think that there needs to be a balance between that issue, kind of rational development and economic efficiency, and bearing in mind the public interest, as John has outlined, in accessing those new supply arrangements.

The issue of the cost of transition and how that is distributed, I think, is something that we need to look very carefully at, and it is a significant issue for generators.

The other thing I would say is that electricity, I think it goes without saying, electricity is the lifeblood of our economy.  It's essential to human welfare.  It's a very, very significant factor in our overall economic well-being and wealth creation.  And so as we look at -- as we look at these energy issues, I think we always have to be mindful that we are not doing this in a -- we are doing this in a larger context that has to do with how well we do as a province.

And so these energy issues take on an importance that goes just beyond kind of what where the gas comes from, where it goes and how it flows.  It's integral to our economic health.

So that's our presentation.  We are happy to answer any questions that we can.  And John will answer most of them, because he is way more knowledgeable than I am.
Question and Answer Session:


MR. MacKAY:  Does anyone want to open up the questions?  I am always leaning towards Ian, but if someone else wants to start, that would be fine too.

MR. MONDROW:  I don't know, David and John, if you can be any more precise about this, but of course the struggle is always to figure out how to strike that balance that you talked about a couple of times, between the costs and benefits, and in particular who benefits and who must absorb the costs and what's a regulator to do when a new and -- we talked about this earlier -- when a new piece of infrastructure promises benefits, but there'll be some that lose out.  And what should the regulator do?  Or should it be the regulator?

And I was interested earlier, David, you talked about the benefit of coordinating response amongst the agencies with a small-R regulatory function, which would include the OPA, potentially the Ontario government directly.

So I don't know if you can -- it's not really a question so much as a series of disjointed observations, but I don't know if that prompts any more comments from you.

MR. BUTTERS:  I think probably the other smaller agencies like the OPA and the OEFC are in the same boat as the rest of U.S., is that this transition, this change, was, I think, largely unforeseen when we entered into these new gas-fired generation contracts back in the early -- well, 2005, I guess.

And I guess the only lesson that I take away from that is that now that we are in a changing world, we need to be flexible.  The challenge there is trying to line that up with their obligations to the ratepayers of Ontario to be, you know, prudent about those costs and not to have kind of open-ended contracts.

So I am not quite sure what the answer to that is, other than there are times when those parties have to sit down and negotiate a change to the contract that is equitable for both parties, that doesn't unduly burden one or the other.  Whether that is around gas issues or things like the reallocation of the global adjustment, they
have -- we want the make sure that parties are flexible.

And I have no reason to believe the OPA doesn't understand that it won't be flexible, but...

It's not a very good answer to your question, but it's kind of a -- I think it's just something that we have to keep in mind is that, you know, there were, as we've seen when we look back on the NUG contracts, when those were entered into back in the '90s, the lenders required long-term 20-year contracts.

TransCanada wasn't offering those.  They were 10-year contracts.  Well, that's what the lenders required.  And they -- we would design contracts in a different way.  They are good contracts and they worked well, but our experience is that things do change and so we have to be flexible.

MR. MONDROW:  And I guess you made a point that the overall state -- it's in no one's interest in Ontario, certainly, to have -- whether it's power generators or industrial consumers, become insolvent because they happen to be in the wrong geographic part of the system.

And so it seems to me that we had some discussion earlier with Concentric and TCPL about considering impacts in other jurisdictions, but there are impacts in our jurisdiction that go beyond simple energy prices and go to economic well-being, which presumably the regulator is fully mandated to consider and will probably need to at some point.

MR. BUTTERS:  Right.

MR. MONDROW:  Thanks.

MR. WOLNIK:  I mean, a comment I would make on that, Ian, is I think we have got -- we are migrating towards a much more competitive market than we have been in the past.  We had these liquid hubs, be it NIT in the west or Dawn in the east, and I think the point that was made this morning was that, you know, there is a lot more gas coming into Alberta from some of the B.C. shale supplies.  Those producers aren't interested in necessarily holding downstream capacity; they are holding capacity into the liquid hub.

Sort of the mirror image of that is ideally customers in the market areas would hold capacity from the liquid hub to wherever they consume the gas, whether that's within the distributor franchise or another distributor's franchise, and I think that's kind of the ideal situation.

And then we have those competitive pipelines in between, whether it's supplies coming from the Western Canadian Sedimentary Basin, whether it is coming from the Gulf coast, the Rockies, Marcellus, wherever, or for Ontario production.

And if you are operating in between those various hubs, you need to be competitive.  Otherwise you don't get the business.  It's pretty simple.  If your rates are increasing and somebody else has a more cost-effective rate, they will get the business.

And that basis differential between the hubs also supplies a very important price signal that will allow efficient expansion to the system between those points, as well.

I think the challenge we have got in front of U.S. now is we have got part of the system serving Ontario, which is the TransCanada system, has traditionally served it for a number of years and a lot of customers are captive off that system, whether it be industrial customers, generators, homeowners.  To the extent that a lot of even more supplies migrate off the system, I think the challenge is how do we deal with that.

Under the current model, we have got -- the remaining shippers on the TransCanada system today pay the remaining revenue requirement.  That's a very difficult situation to be in, and I think if we continue that model on an ongoing basis then a very few customers will pay all of that $1.8 billion revenue requirement.  That's not sustainable in the long run.

So I think we have these captive customers from the hub, whatever that hub may be.  And maybe it's a customer in Manitoba buying gas from the NIT hub.  They need some sort of rate protection to make -- ensure that their rates are just and reasonable from that hub to their site, and those customers that don't require that protection because they are buying gas at the hub -- maybe it's the customer in Sarnia that is able to by gas at Dawn and to ship it that very short distance -- they have the market mechanisms that they can rely on to provide that rate protection for them.

But sort of the extent that it's not there, we need to look to the regulator to provide that rate protection.  And the rates do need to be just and reasonable, not just loading everything into the remaining customer's rate.

MS. BRICKENDEN:  Yes.

MR. CHELIAK:  Sorry, the long build-up.  I guess a question to both of you.  Post, say, 2014, do you see gas use in Ontario as tapped out, or do you see new generators coming online?  And if you do, maybe when?  What would that megawatt be?  What would the gas use be?  And does that offer some potential for greater flows on TransCanada to those facilities?  Sorry, it's Paul from the Canadian Gas Association.

MR. BUTTERS:  Well, that's good question.  I think it -- you know, on the first part of it, I think it would be really kind of premature to be very definitive, but we're just, we're going through -- we've just initiated in Ontario, as you know, this -- a review of the long-term energy plan, the former IPSP.  That's underway right now, and my understanding is that that will result in a revised supply directive to the Ontario Power Authority, who will then use that as input for their plan, which I expect we will see come forward sometime in 2011, and then it would have to go to the Board.

But I would -- I think that that will be a focus of their plan, is just, what is the -- we know that the role of gas has changed from the original IPSP.  What we don't know is how we are going to address these local reliability issues.  Are we going to look at local generation solutions?  I mean, that would obviously be our preferred route.  Or are we going to look at transmission, or are we going to look at a combination of the two?  And how we do that, I think will have an impact on how much new gas we will see in Ontario.  And then the other issue is what -- how much of the current non-utility generator fleet, that 1,300 megawatts, how much of that will be recontracted.

So a difficult question to answer.  I would say it's in the OPA's court right now.

MR. WOLNIK:  The one comment I would make is, I'm not sure whether you chose 2014 as a result of the off-coal program, but to the extent that it was, some of that will migrate towards sort of the existing gas fleet, whether it's some of these new CES contracts that are operating under lower load factors, but I think there is a potential to the extent that they -- gas is on the margin a little bit more to -- more gas to be -- more gas to be consumed by those.

Most of those sort of more recent contracts, they're all buying gas at Dawn, but TransCanada is a big supplier of gas at Dawn, so I think to the extent that more gas could come down to Dawn in a competitive fashion that it could increase throughput.

MS. BRICKENDEN:  Dwayne, do you have a question?

MR. QUINN:  Yes, thank you.  Dwayne Quinn, Federation of Rental-Housing Providers of Ontario.

John, in going through some of the alternatives that you postulate that we should be considering, you had the temporary deactivation of underutilized assets.  Could you elaborate a little on that as to what that would look like from an economic perspective from the pipeline shipper point of view right through to the ratepayer?

MR. WOLNIK:  I am not an expert in that area, but I think one of the things we need to look at is, the revenue requirement on TransCanada today is based on full utilization of the system.  I think, based on the chart that we included on slide 17, it's pretty evident that throughput on -- through northern Ontario is substantially less than what it used to be.

So the issue becomes, I think, it's the principle, are those assets still being -- are they still used and useful, to use kind of a regulatory term, and it appears that, if there is no long-term use for the facility, or at least medium-term use for the facility, should those assets be deactivated.

Now, the concept of deactivation is really not -- it's just putting it aside, basically putting it in hibernation, and to the extent that load builds up over time, you could bring those facilities back online at some future point, bring it back into rate base.  So it was really just a potential strategy to look at cost reductions.

MR. QUINN:  Thank you.  Just as a follow-up, how would the costs of those deactivated assets be carried going forward?

MR. WOLNIK:  Well, they would be -- they would come out of rate base, so you would calculate the rate base without those assets in until such time as they were reactivated.

MR. QUINN:  Okay.  Thank you very much.

MS. BRICKENDEN:  Are there any further questions for APPrO?  I have a question of clarification, as you are thinking.  It's on slide 26.  The last bullet suggests that the Board should carefully consider any unintended consequences in approving new supply sources.  Could you clarify what you mean?  Did you -- because the Board doesn't actually approve new sources.  Did you mean scrutinize the utility's supply policies, or...?

MR. WOLNIK:  Well, I mean, the Board approves facilities, presumably, to accommodate new supply sources.

MS. BRICKENDEN:  Okay.

MR. WOLNIK:  And I think the issue there was -- is that the point of clarification you are looking for?

MS. BRICKENDEN:  Yes.

MR. WOLNIK:  Okay.

MS. BRICKENDEN:  Thank you.  Ian?

MR. MONDROW:  I think Malini raised this on behalf of Enbridge earlier, that the Board may also in the near term be asked to approve long-term supply contracts, and the policy, as I recall it, is that the Board favours that where there is a support arising from that contract for new infrastructure development, and so it seems to me that the reference can equally apply to those sorts of approvals which are more of a direct rate impact than perhaps a facilities case might be.

MR. WOLNIK:  Yes.

MR. MONDROW:  And so the second part of the bullet was that such reviews should not discourage the need for pipeline systems to operate efficiently.  I gather that that's meant to caveat the principle in the first part of the bullet with, but don't protect them and preclude the need for those pipelines to do everything -- those carriers to do everything that they can to keep costs as low as is reasonably possible.

MR. WOLNIK:  Right.  And I think that was part of the discussion we had with Dwayne, in terms of looking at ways of reducing costs, keeping those alternative sources of supply as competitive as possible, and if so, then you may not require those alternate supplies.

MR. MONDROW:  There is another balance there between facilitating and maintaining competition on the one hand and approving anything that's "long-term" on the other hand.  That's a pretty delicate balance, which we have seen in the case of the mainline.

MR. WOLNIK:  Right.  Right.

MR. MONDROW:  Again, disjointed observations.  I'm not sure that's helpful, but...

MS. BRICKENDEN:  Thank you, Ian.

Are there any other questions for APPrO?  Well, perhaps we could take an early break.  I might suggest we get back at -- we are a little bit ahead.  How about we come back at 3:30?  And then we will be ready for Mr. Rosenkranz.  Thank you.

--- Recess taken at 3:11 p.m.

--- On resuming at 3:33 p.m.

MR. MacKAY:  Maybe we can get started again.  Thanks.

So we have John and Jay to go over the next presentation, so I will let you guys start.  Thanks.
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MR. SHEPHERD:  Hi.  My name is Jay Shepherd.  I represent the School Energy Coalition.  Seven ratepayer groups retained John Rosenkranz to analyze the issues in this proceeding.

Mr. Rosenkranz is probably known to many of you more than he is known to me.  He is a pretty well-known person in the field, and he has worked for ratepayer groups, for utilities, for private companies who are in the gas business, and for regulators all over North America.

And he flew in last night from the FERC to help U.S. up here.  So with no further ado, I will give you John Rosenkranz.
Presentation by Mr. Rosenkranz:


MR. ROSENKRANZ:  Thank you.  As was explained, I was asked to prepare a research paper on the subject of this proceeding by the Consumers Council of Canada, Canadian Manufacturers and Exporters, City of Kitchener, the Federation of Rental Housing Providers of Ontario, London Property Management Association, School Energy Coalition and the Vulnerable Energy Consumers Coalition.

The directive I was given was to look at the topic and the letter that came from the Board, and from the perspective of Ontario natural gas consumers, come up with some thoughts, some ideas for the Board to consider, based on the -- using the basis of the analysis in the ICF report.

The Board's objectives, in two parts, were to assess the impact of changing dynamics in the North American natural gas supply markets, and that certainly has been ably done by ICF, so the focus of my paper was on assessing the need, if any, for further regulatory initiatives in response to the impacts that were identified.

To do that, I just looked at some basic questions. What are the changes that we were concerned about?

And the changes identified by IFC were further drops in throughput on main TCPL mainline, lower exports at Niagara and Iroquois, increased flows between Ontario and Michigan, and flow reversal in Niagara.

Among other things, those are the main types of changes that have been identified, and again, they have already been discussed here earlier in the day.

So the question, then, becomes:  What are the implications for consumers in Ontario?  And without trying to be exhaustive, I focussed on a couple of different things that came to mind as being obvious ways that these changes could affect consumers, and really focussed very specifically on things that were within the regulatory purview of the Ontario Energy Board, so really things that were within the province of Ontario.

The first was, well, changes in gas flows and the changing North American gas-flow paradigm, as it was described earlier today, is likely to cause changes in the need for various gas infrastructure, and particularly gas transmission structure.  It's going to change the utilization of existing facilities and is going to create, potentially, a need for new transmission facilities, and that could have impacts on consumers.

The other big difference was -- the big change is new source of supply creates new supply options.  And again, part of the problem of being so late in the day, those have been very thoroughly discussed.  But certainly changes in relative prices at gas supply points, the ICF report had some very interesting graphs showing the expected changes over time of the major supply basins in North America, and certainly it's reasonable to expect that people are going to change their gas purchasing and gas delivery patterns in response to those changes in relative prices.

The other change was change in direction of flows, and particularly the discussion, as John Wolnik described it, as more of a north-to-south flow as opposed to -- or south-to-north flow and vice versa, as opposed to primarily west-to-east flow.

And that raises the question of:  Are there going to be more market centres or more points of gas purchase that people can take advantage of?

So then what are the regulatory changes that should be considered?

So going back to our changes in transmission facilities, what are the risks?  The risk would be that -- one risk would be the distribution charges increase because in-franchise customers subsidize transmission facilities that have been built for other markets.  Now, this is kind of a specific statement, but just a more general issue of when there are changes required and there are costs involved, who ends up paying and who benefits.

And certainly, the specific example within Ontario of provincial-regulated transmission facilities would be the Dawn-Trafalgar system, and in the paper I did some discussion on that in terms of what the system is, how it's used.

The fact, I think, that what's relevant for this presentation is the fact that that is a facility that's shared by distribution customers of Union Gas.  It's also used by other utilities within Ontario to move gas away from Dawn storage and balance their systems, and it's also used very much by off-system or ex-franchise customers, including a lot of customers in New York and New England, total capacity either from Dawn or have gone back further to Chicago or Michigan, and are big users of the Ontario transmission system.

The possible risk to Ontario consumers is that expansion on behalf of other -- by other potential customers could, in some direct way or indirect way down the road, could result in higher cost.  One risk would be expansion; I call it an uneconomic expansion, but it's saying that rates increase because the incremental costs of the new capacity is higher than the current rate, so just under a straight cost-based rate design program, you end up when you bring the new facilities on-line, the higher cost you roll that through your formula and it ends up being higher costs for everyone.

So that's a question.  Is that something that -- that would certainly be an impact for any existing customers.

The other issue is related to the uncertainty of how long these new flow patterns are going to stay in place, and are there going to be new changes in flow of patterns coming down the road, so you have the risk that there is new capacity built in the short term that isn't needed in the long term, and you have the risk that you have de-contracting down the road or non-contract renewal, and you end up with a situation that has been talked about on TransCanada, where you have the same facilities being supported by a smaller base of customers.

The other issue that was looked at other or the other risk would be contract constraints could cause gas costs for the customers themselves to be higher than would be necessary.

Two ways this could happen would be, one, in terms of gas supply or transportation commitments made by the utilities themselves may turn out to be, over time, poor choices, and it locks you into, for a matter of ten, 15, 20 years, a gas supply that looked like it was going to be good at the time and looked like under the forecasts at the time it was entered into was an optimal way to go, but looking at it from the current situation with now this restructuring of gas flows in the North American market you have ended up purchasing gas at the wrong place or locked into transportation from the wrong place, and it's transportation that's essentially out of the market.

Those costs may be passed through to consumers, either through their gas purchasing or the fact that they are locked into utilizing that transportation through the services that they have with the utility.

And that may have been even more directly in terms of specific restrictions in utility contracts that may
cause -- require customers to deliver gas at specific locations, the obvious issue being, certainly it made sense for a long, long time to have supplies for gas that's flowing through the TransCanada system to Ontario be delivered to the utility for transportation from Empress, so make that the point of where the gas is received by the utility and locking the customer or the customer supplier into having to deliver at that particular point.

So having identified what the potential changes might be and what risks that may create of what are potential regulatory changes to try to specifically address the second question that was posed by the Board.

And I just have a couple of suggestions.  The first has to do with the review of economic guidelines for gas transmission projects.  And again, we have talked about this, the need, when a new project is proposed, to look at all of the ramifications of that, in terms of who is taking the risk.

And one of the things I have just discussed in the paper, certainly someone from -- who works in the U.S. is very familiar with the Federal Energy Regulatory Commission policy, and one of the things the Federal Energy Regulatory Commission is very much focused on, this issue of who is responsible for the costs of new facilities and has been -- has established that their -- for the purpose of permitting, their threshold question is, is there an impact, or is this being subsidized by existing customers.  Is it a -- can this new project stand on its own economically without having some type of cost-shifting that affects parties that may not be directly benefiting from this new -- from these new facilities.

And again, that's the threshold question.  There certainly are other things that the FERC takes into mind, and certainly we expect that the Ontario Energy Board would do things similarly, in terms of, there are always exceptions, there are always reasons why there is a mixture of individual benefits to the shippers on the expansion, and may also create benefits to existing customers.  So there may be reasons to not strictly use only that particular criterion.  But again, the underlying issues make sure that there is not unnecessary or undue subsidization, and that people aren't taking the risk.

So one of the principle things that the Federal Energy Regulatory Commission has done is to look at -- probably be more focused, in terms of incremental pricing in new facilities, as one way to make sure that that doesn't exist, that subsidy doesn't occur.

And one of the things discussed in the paper again is the recent Union Gas expansion, minor expansion of facilities to create the new Dawn to -- Dawn TCPL transportation service under the C1 rate schedule.

And Union made exactly that point in their submission, in terms -- or their proposal, in terms of coming up with a rate design for that service for the customer that wanted that service to make sure that those specific costs for that project were recovered from that customer over the time period, and in this case it was a period of five years, of that customer's contract, so there would be no risk, essentially, no immediate effect on other customers, but also that there would be no effect down the road.

So one concern, as Union points out, under the existing guidelines, it's really looked at, and my interpretation was that, going back and looking at the Board's guidelines that were referenced, they really came back -- they were really designed for a situation where you are attaching a new town or a new neighbourhood or, you know, essentially a very long-lived new market that you are going to add to the distribution system, and it was based on a long-term economic outlook of recovering costs over something like 20 years.

That may not be appropriate to use that same type of economic test if your -- if, to be more specific, Union Gas is expanding capacity to supply Pittsburgh gas and electric in Massachusetts under a ten-year contract, so -- because you then have the risk that, what happens in ten years when the costs of that expansion have not been fully recovered.

Certainly, we would hope that there would still be demand for the capacity and there will be a replacement customer that then will continue to contribute to the cost of service, but as, again, we have seen in other situations, there is no guarantee of that.

So there are a number of things that can be done: limiting the time frame for the evaluation to determine whether there is an economic expansion or not.  The other thing that is done -- and this is certainly done in the U.S. by the FERC -- is to attach an at-risk condition so that you're identifying those specific costs and keeping track of them through the life of the asset and making sure that the pipeline continues to be at risk for that capacity that's created essentially for some period of time.

They can't just then say, 'I lost those -- that customer, that customer didn't renew, therefore I am just going to recover those incremental costs from other customers.'

The other risk we looked at was the question of access to new sources of supply.  And that just becomes a more -- a general issue of, I think, looking at the specific services and looking at -- I think that this is an opportunity or cause to look afresh at some of these service terms and, you know, ask, are they still necessary, are they still justified in -- are the reasons that they were first put in place, do those still exist.

And things like Empress and Parkway obligations, again, they may still make sense, but I would just say that it's probably the fact that there are such major changes in gas-purchasing, potentially, on the horizon, it's probably something that would be looked at.

The third suggestion would be to have some type of a resource planning for gas in Ontario gas utilities.  And perhaps this is -- this is something that I have seen come up in some other proceedings, in the experience that I have had with -- at the OEB of sometimes participating in things, or sometimes just watching from the sidelines.

They're -- and comparing that to what I am aware of in other state jurisdictions or other -- what I am aware of in other provinces, where there is a requirement -- in Ontario it seems you -- in a lot of different proceedings you have people asking some basic -- very basic questions about what Enbridge or Union is doing, in terms of contracting gas supply, how they see the future, how they see their market developing, and that, to me, is something that in other jurisdictions is done on a more organized basis.  And maybe it's -- and specifically by having the utility file some type of plan for identifying what their gas needs are projected to be and having that be open for scrutiny and questions by the regulators and interested parties, describe how they are going to meet those needs with the existing -- with their existing contracts, and what those contracts are and what opportunities they have the change those contracts over the -- whatever the period of review is.  And many times it's going to be the three to five years or until the next opportunity for a research planning proceeding.

And then what did they see as in terms of the options that they are considering going forward.

These are basic -- kind of basic things, and it strikes me that having that type of process, certainly no one likes more regulatory proceedings, but it may make some of the other things simpler.  It may turn out that yes, it looks like you are adding another proceeding, and -- but we would hope that it would also make some things a little smoother and perhaps avoid some of the Monday morning quarterbacking, or at least have a record of what the situation was and what everyone saw, including the regulators and the other stakeholders, at the time that certain commitments were entered into.

Certainly, having been involved with the long-term contracts guidelines proceeding, I think the Board came up with a process to say that, yes, those individual contracts can come up for review.  Other states have either -- other states in the U.S., or states in the U.S. have requirements to review individual contracts.  And certainly in Massachusetts, where I live, it's -- specifically the commission says that will be reviewed in the context of your resource plan.

So it provides a basis.  It should make those subsequent reviews simpler, so particularly in a situation where we are looking at significant change and significant uncertainty, anything that provides more transparency, provides more information to the potentially affected parties, could be beneficial and is something that could be considered as part of the coming out of this proceeding.

So that wraps up what I wanted to say.  There are, as I said, I wrote -- I was asked to write the paper and then be available to talk about that.

So there are other things that were in the paper that I will leave it to you to ferret out, but at this point I think I will open it up for any questions.

MR. MacKAY:  Anyone want to start?

MS. KIRKPATRICK:  So it's Emily Kirkpatrick for Union.  So I am just curious on this last point about the supply plans.  Can you maybe expand a bit on what this specifically is adding?  Because as I understand it, as part of the QRAM process, the Board already has access to this information, either in the context of contract renewal or pre-approval of long-term contracts.

MR. ROSENKRANZ:  I agree that some of this information is gotten already in other contexts.  I think from my understanding, some of these issues come up in rate cases.  There is exhibits dealing with gas supply over some period of time, certainly going backwards, but I think forward as well.

But you are not having rate cases very often anymore under the new program.

I think it could be as simple as taking information that's already available but might be in disparate filings and putting it all in one place.  It could be helpful to -- in if some jurisdictions, there is a specific template, a format that the reporting is provided for by all the utilities, so it's easier for people to make comparisons or aggregate or understand what it is.

It can be a lot of things, and one of the critical issues is it can be as simple as information filing, it can be information with a some sort of public hearing to review, or it can get very involved with there is actually an approval of the plan.

My expectation is that the Ontario Board probably wouldn't want to go that far, just in terms of the way they see their role, but it could be a number of things.

MS. KIRKPATRICK:  So am I hearing you right when you're saying it's mostly -- it would be an organizational technique, as opposed to an informational need?

MR. SHEPHERD:  Let me just step in.  You are suggesting that the quarterly updates of your gas supply planning replaces an integrated resource plan for -- a longer-term integrated resource plan?

I am not sure I am understanding the question.

MR. KITCHEN:  No, Jay.  As part of the QRAM process, to the extent that we renew contracts, throughout the IR term or whenever, we do provide that information on the renewal of existing contracts as part of the QRAM process.  So I'm not talking about filing a resource plan as part of that QRAM.  It's more about when we renew, because things don't change until –- once you've set your plan, you don't change your plan until you actually have a position where you're renewing contracts.

So that was that piece, and the other piece is just that to the extent that we enter into new long-term contracts, contracts that weren't already in the existing plan, the Board has guidelines around pre-approval, and we would seek pre-approval of those contracts.

So I guess the question is there seems to be mechanisms out there already to deal with this, and do we need something more formal, as John is suggesting?

Sorry, it's Mark Kitchen, Union Gas.

MR. ROSENKRANZ:  Yes, Mark, I mean, that's a good point, and you point out the fact that -- that you did -- recently have agreed to providing information on contract renewals in the QRAM process.  I don't believe Enbridge has the same obligation.  So that's one gap.

But also, it's -- having seen what you have done, it's not in context.  I mean, it is analysis of one contract, and an observation I guess I didn't -- I am not here to debate you on this.  It was really brought as something to begin discussion.  It's -- again, as someone -- as a user of gas supply information in different contexts, it
seems -- it's certainly much easier to understand what's going on, and I would –- it reduces the number the questions you have to ask, if you can actually start with a file plan, something that's updated every three years, it's comprehensive.

And again, the other issue is forward looking.

MR. KITCHEN:  And I'm not really trying to debate it either.  I was just trying to understand what's deficient with what the current processes are.

MR. MONDROW:  I can maybe make a comment on behalf of IGUA.  I agree with Jay wholeheartedly that reference to the QRAM isn't terribly helpful.  It's a summary process.  It's basically a change in the index, and that's what QRAM is about.

So I appreciate you filed information.  The question is what happens with the information and how it's reviewed.

But maybe, you know, to the extent there is a suggestion, Mark, that we haven't had a long-term contract approval process under the new framework that I am aware of, at least not a comprehensive one, but maybe all John is saying is, you know, if and when that comes forward, and my sense is we are going to get some, we need to look at that contract in the context of a broader supply plan.

And, you know, if that's the preferred forum for whatever reason for the broader look, we can equally set a baseline through that, the first of those processes, and then evaluate subsequent applications relative to that baseline until the situation changes so much that we need to reset that picture.

So maybe that's what you are saying, in which case I don't sense there is any great divergence.  The particular process will presumably be a function of when these issues need to be brought forward.

I don't know, John, if you have -- I think what you were contemplating, as I understand it, was kind of a more formalized, 'Let's do it now, and then we will reference it.'  But the basic concept is that we have a full picture against which to reference particular proposals moving forward from having established that picture.

MR. ROSENKRANZ:  That was really the fundamental observation, is that it's -- makes sense to have something that has the full picture and an expectation going forward, both in terms of the requirements and contracts and some discussion, in terms of options, and have that available for people, and use that as a starting point, as opposed to have people try to get that information during the middle of a process.

MR. SHEPHERD:  Mark, is your concern the additional regulatory burden, or are you concerned that this sort of planning in a period of uncertainty is too difficult?

MR. KITCHEN:  I think it's -- I am not sure it's too difficult.  I think it's a bit -- one, there is additional regulatory process involved, and I'm not sure that we need it.  The second issue is, I think, that when you are in a situation like we are in now, where there are lots of things changing, lots of moving pieces, you know, flexibility is important, and, you know, I think that ultimately the cost consequences of any deal that a utility enters into are dealt with by the Board, and the Board has the ability to deny costs, to accept the proposals, or do whatever, so that's really the context.

MS. GIRIDHAR:  It's Malini here from Enbridge.  I just wanted to comment on one thing.  I think, John, you mentioned that Enbridge is under no obligation to file changes to its gas supply plan or changes to its contracts.  We actually file a gas cost budget every year.  Under existing IR formula we are required to show the different components, the transportation components of our gas cost, so I just wanted to clarify that.

MR. MONDROW:  It's Ian Mondrow again.  I mean, it seems to me that there is something more than simply, what are your costs for the upcoming rate year.  I think, John, maybe you can help U.S.  What you are talking about is a bit more of a perspective and holistic view of plans in a -- over a period of time extending into the future, beyond just costs to establish now for a test year.  That's not an IRP, right?  That's not a gas plan, in the sense you're talking about.

MR. ROSENKRANZ:  I will -- yes, I agree with you.  And to answer Malini, I meant -- I was referring to what I understood to be the specific requirement that Union has, and I thought that's what was being referred to by Union, of when they enter into a long-term contract, it's -- I believe it's after the fact you file an analysis, and it's a requirement -- it's actually -- was the basis for the long-term contracts guidelines, that checklist.  All I said was that I don't think you had exactly that same requirement.  I didn't mean to say there weren't other things that you do that are very good.

MS. GIRIDHAR:  Granted.  Thank you.

MR. SHEPHERD:  Both utilities still do this kind of planning, right?  The question is not whether you do it.  The question is whether there should be a regulatory process associated with it.  The long-term planning is something you have to do anyway.

MS. GIRIDHAR:  Yes, we do do a short-term and a long-term plan that we update periodically, you know, but again, the long-term plan that we update periodically is based on information at the time.  You may never act on that long-term plan.

So, for example, five years ago we probably projected a fair bit of LNG in the system, because shale gas wasn't around at the time, so, you know, how meaningful is it for a regulatory process if there is no actions that emerge from that long-term plan and you actually do have a process when you do act on it to come before the Board and seek pre-approval, so...

MS. BRICKENDEN:  In a similar vein, perhaps to just put a proposition from the electricity side on the table, the Board has recently had to review a number of its practices and policies and approaches on the electricity side in light of the obligations under the Green Energy Act.  It had caused a need for U.S. to look elsewhere to see what's done elsewhere, and this might be familiar to some of you in the room, and has resulted in new policies, new approaches, to provide either incentives or guidance on planning, on infrastructure build and perhaps rate treatments.  While it doesn't necessarily generate big regulatory proceeding -- I wouldn't look at it that way -- but it is providing a new way of looking at it, and the Board did review its approaches.

In light of what you have heard so far today, are we talking maybe on a smaller scale of a similar approach, re-looking at maybe how some of these reviews or activities are approached in order to perhaps spur some of the new services and new facilities as may be needed in order to benefit the province?

MR. MacKAY:  I think I heard John earlier say that the Board might want to review its economic feasibility analysis, tests, if you will, around new pipeline construction, given the changing market conditions, and I think Lisa is saying that there is a similar exercise going on in the electricity side.

I am just wondering what thoughts you might have on what -- how that test might -- what that test might look like and how it might be applied.

MR. ROSENKRANZ:  I think I suggested a couple basic changes, and the biggest change was to look more specifically at the actual economic commitments, particularly for ex-franchise business, and make certain that there was a matching of the costs with the commitments and, if there was not, determine how to deal with that.

I mean, it may be something that it makes sense to provide for roll-in at a future date.  It may be something that there needs to be some -- it can't go forward unless the toll is restructured, or may be something that it can go forward as long as the utility takes the risk.

MR. MacKAY:  Any more questions?  Tom?

MR. LADANYI:  I noticed on your regulatory initiatives you say you require incremental pricing where rolled-in rates would increase costs for existing customers.  Of course, as a lot of U.S. know, this has been a very difficult area for regulators, and you probably might recall 20 years ago NEB had great hearings about this and determined that they should stick with rolled-in tolls for TransCanada Pipelines, rather than having incremental tolls for facilities that would serve customers that were essentially outside of Canada, in the northeast U.S. and Massachusetts for all places, probably, and a lot of, I think I would say ratepayer groups in Ontario at that time were opposed to it, because it increased tolls that Ontario ratepayers had to pay.

Looking back at that, was -- so rolled-in tolls, you would say, if I look at this, it would say that was a mistake by the NEB.  You think that NEB really at that time probably should have had incremental tolls, and on a going-forward basis is -- should we be looking at having incremental tolls for customers that are outside Ontario?  Really, that's what you're saying here, isn't it?

MR. ROSENKRANZ:  Since I live outside of Ontario, maybe I don't want to go quite that far, and in terms of the recommendation, was more to look at -- consider how the FERC has looked at these same issues, and it's -- as I said, even in the FERC case it's not black and white.

There -- I certainly don't think that you can just say that -- I mean, there certainly is a potential problem, the fact that there may have been facilities built to go into New England.  I know a lot went to independent power generators, some of whom went bankrupt.  I worked for one of them.  And that, you know, those contracts were not renewed.

In retrospect, certainly it does seem that there should have been a different structure.

Now, as you know, on TransCanada there already was an export versus domestic split, so we -- those of U.S. who were buying gas into the U.S. were feeling that we would have liked to get the eastern zone toll for gas that we are taking off into Iroquois instead of distance-based toll, which was higher.

So you've opened up a whole can of worms once you do this, but it sounds like a whole lot of people are ready to open that can, right?

MR. LADANYI:  Maybe I can just follow the follow-up question.

When you look at total rate impact, you would look, obviously, at the near-term rates, like in the near years, so maybe you look at the rate impact over the entire life of the facility -- let's say, over 20 years or whatever -- and can you comment on that at all?

MR. ROSENKRANZ:  Generally, I have seen it -- I mean, that's a great point.  To do it correctly, you have really got to look at the rate that will actually be paid over the life of...

My experience is that these tests are generally in reference to the current effect -- the rate currently in effect, and what's going to be the impact on that.

But you are absolutely correct that in specific cases, it may make sense and I'm sure that it's brought up in specific proceedings, to look at things a little differently.

MR. LADANYI:  Thank you.

MR. KITCHEN:  Mark Kitchen, Union Gas.  John, I just have -– it's really a practical question more than anything, because I'm not an expert in incremental tolling, so what I know of it is really what I have read in the past.

But when you have Union's Dawn-to-Parkway system that you have referenced as a potential candidate for incremental tolling, how do you deal with the fact that when we do an expansion, we quite often do an expansion that will include both meeting in-franchise Union needs, it could meet in-franchise power needs, it could immediate ex-franchise but in-Ontario power needs, Enbridge's own distribution requirements, or serving their distribution system and ex-Ontario needs?  How do you practically deal with incremental tolling when you have a pipeline that has -- is serving so many different types of demands?

I just done understand how you could parse the costs away, to have them sort of rolled in for some groups, incremental for others.

MR. ROSENKRANZ:  As a practical matter, my impression is that virtually all of the expansion that Union has done over the last five years has been for non-Union-itself customers.  I mean, it's -- the preponderance of that system is already for that type of business, M12 contracts.

MR. KITCHEN:  Well, then I would agree that there's -- If you look at our expansions and market, but if you look at our expansions in '06, '07 and '08, and I probably would agree that most of that was for ex-franchise requirements.

But I believe Enbridge would have been part of that, those open seasons, and part of those contracts, and I guess --


MR. ROSENKRANZ:  I am sorry.  Just to clarify, when I talk about ex-franchise, I mean all M12, I mean Enbridge's ex-franchise.

MR. KITCHEN:  Right.  Okay.  So you are not talking ex-Ontario?

MR. ROSENKRANZ:  No, I am certainly not picking on foreigners.

[Laughter.]

MR. KITCHEN:  That was the only clarification I wanted to make.

MR. ROSENKRANZ:  Yes.

MR. KITCHEN:  And then, I guess, prior to that, though, we have done expansions, for instance, as we get into needing to meet our own in-franchise requirements, right?  Because we do have winter peaking service needs, we get to a point where we need to deal with those.  We do build for in-franchise requirements as well, so that's just a point of clarification.

MR. ROSENKRANZ:  That's a good question, and part of the beauty of my task is I wasn't required to go into the details, but certainly there is a question in terms of how you would deal with that.  Would you impute an incremental rate and then roll it in?  I mean, you should -- in theory, you should be treating all the parties that are causing those costs equally.  Then the question is what do you do with those costs.

So if 10 percent of the expansion was for in-franchise needs, presumably kind of 10 percent of the incremental cost of service should be allocated to in-franchise customers.

And I see for you, as someone who deals with rates, you are seeing headaches.  And I am sympathetic to that, but I have been able to state the principles.

MR. MONDROW:  John, I am just looking at the Board's guidelines for pre-approval of long-term supply or transportation contracts, which is a very short guideline, as you know, and there a part 3 entitled "Contract Diversity" and one of the two parameters for evaluation of any application for pre-approval is the following.  It says -- these are filing guidelines, this is what the utility has to address in its application:

"An assessment on how the contract fits into the applicant's overall transportation and natural gas supply portfolio in terms of contract length, volume and services."

And I was wondering if you -- with reference to
that -- you might be able to elaborate if there is anything major, other than what's captured in that statement, that would be reviewed in the kind of long-term gas supply plan that you have been referring to, that we talked about and that's in your paper.

And if you want to think about it and provide some further response, that's fine.  But I am just trying to differentiate between the guideline we already have, and what more the Board might consider in refreshing that guideline, for example, in light of your paper.

MR. ROSENKRANZ:  I think you have caught me in terms of -- I mean, it was my participation, assisting Board Staff in doing some research for that particular proceeding was certainly -- were the seeds where this recommendation came from.  The fact that is in the guideline, the question is how would -- is that something -- how would you really implement that?  Wouldn't it make more sense -– and again, in other jurisdictions, they deal with that by having -- you just will file that every three years, so it's available.

So when a contract comes up and you want to go through a pre-approval process, you can reference that.  Presumably, time is of the essence.  You don't have to create all this regulatory documentation at the same time.

Just in terms of what else is considered, I think an important issue in other jurisdictions is very much what's the requirement, and the demand forecasting becomes a bigger part of it as well.  You know, having to do with, probably, experience -- I am just guessing now -- of experience where there has been overcontracting for supply, they want to make, I think -- it's partly to make sure there's reliability, but I think they are also concerned on the other side, that you are demonstrating that you really have the need for that type of -- that amount of contract capacity.

MR. MONDROW:  Okay.  That's helpful.  Thank you.

MR. MacKAY:  Any further questions in the room?
Yes, Jim?


MR. GRUENBAUER:  Yes.  Jim Gruenbauer for City of Kitchener.  A question and a comment or a recent example that might help here, just tagging on to what Ian was saying and the point that I think John is trying to make.

In Union's 2008 deferral account disposition, you recall you dealt with the issue of the renewal for an additional seven years of some Vector capacity, and there was some evidence that was filed in that proceeding to substantiate that.

I think the point that John would be making is you would deal with that procedurally going forward, as part of this resource plan, and not sort of ad hoc.

But the kind of information that you would file, Mark, would probably be very similar.  I guess it's just how you deal with it, and you kind of formalize it and structure it on a regular basis.

John, you are nodding your head.  So I have got the thought right?

MR. ROSENKRANZ:  That's exactly it, and that's what I should have explained better.  In my mind, it was always organizing things that you do already and putting it in a place where people can find it, as opposed to -- and ad hoc was the word I should have used, is I think that all, if not –- most, if not all, of what I have seen in other jurisdictions is done here, but it's done on an ad hoc basis, it's done on an as-needed basis, it's done in pieces and filed in different places, as opposed to done on a regular schedule with a defined procedure, with a defined format and then referenced in other proceedings.

MR. MacKAY:  You have one more question, Ian?

MR. MONDROW:  One more area I just want to try to understand, John or Jim, perhaps.  The paper, John, in your presentation this morning referenced this Empress/Parkway delivery-obligation issue, and I'm just not -- I know you dealt with it very quickly, and you mentioned it today.  I wondered if you could elaborate on it at all.  Union is coming up tomorrow, and, you know, it may be easier to ask them questions about it if we had a little more information on what the concern is.

MR. ROSENKRANZ:  The example that was in the paper was the fact that there was a recent Board proceeding to look at distribution services and cost allocation, I believe it was, and discussion of the Union north zone.  The evidence that Union put in was, 'We have this Empress delivery obligation, we have always had it, and we think it still makes sense.'

Certainly those markets are going to be continued to be supplied through TransCanada, just geographically, but perhaps in the future there will be other points on the TransCanada system that can be used on a reverse flow basis or back-haul basis.

So that's just an example.  And again, the recommendation there is to look at it.  I don't have the answer.  I didn't do analysis of it.  It's something that strikes you, though, as it does come up quite a bit between that concern and also certainly the Parkway requirement for certain customers in the Union south area that may be located in one part of the system, but they need to, I guess at Parkway -- perhaps with more gas coming in in the eastern part of the system, that won't be -- you know, the gas coming through Niagara and coming in at Kirkwall, maybe -- maybe that can be, you know, looked at, because it was justified based on the need for new facilities, based on the system as it operated eight years ago or whenever the last cost estimate was done.

So, I mean, those are the types of things that -- just simple principle, looking at something like that when -- certainly whenever I see a contract that says, 'You will deliver at such-and-such point,' it immediately screams out to me, 'Where is my optionality,' right?  So the question is, can there be more optionality given to some of these customers.

MR. MONDROW:  Thanks.

MR. MacKAY:  Any further questions in the room?  Well, if not, I would like to thank John for covering the presentation material and the discussion that's taken place today, and thank everybody in the room for their participation, and hopefully you have got enough stamina left to come back tomorrow at 9:30 and keep the discussion rolling.  We are still aiming to get out for noon tomorrow.  Thanks.

--- Whereupon the conference adjourned at 4:26 p.m.
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