O wiongas

A Spectra Energy Company

February 29, 2012

Ontario Energy Board
2300 Yonge Street
Suite 2700

Toronto, Ontario
M4P 1E4

Attention: Ms. Kirsten Walli, Board Secretary

Re:  EB-2012-0048 — Union Gas Limited — Request for Approval to Close Deferral
Account No. 179-121 and 179-122 — Interrogatory Responses

Dear Ms. Walli:

Please find attached Union’s responses to the EB-2012-0048 interrogatories.

Should you have any questions or concerns with respect to this submission, please
contact me at 519-436-5473.

Sincerely,
[original signed by]

Karen Hockin
Manager, Regulatory Initiatives

cc: EB-2012-0048 Intervenors
C. Smith (Torys)
N. McKay (Board staff)
M. Kitchen (Union Gas)
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UNION GAS LIMITED

Answer to Interrogatory from
Board Staff

Ref. EB-2012-0048, Application and Evidence

a) Please provide the date on which the balance in Account No. 179-121 was
reversed.

b) Please provide the final balance recorded in Account No. 179-121 prior to Union
reversing the balance in the account.

c) Please provide the reversing journal entries.

d) Please explain and demonstrate if / how the impact of the Cumulative Under-
Recovery of the St. Clair Transmission Line up to March 31, 2012 has been
reflected in Union’s earnings sharing calculations over the same period. If this
impact has not been incorporated into Union’s earnings sharing calculations
during that period, please explain.

e) The reversing journal entries may impact Union’s earnings sharing covering the
period from the date on which the journal entries are reversed to the start of
Union’s next rebasing test year, January 1, 2013. Please explain if / how Union
proposes to treat the impact of the reversing journal entries on Union’s earnings
sharing over this period.

Response:

a) The balance in Account No. 179-121 was reversed on December 31, 2011.

b) The balance in Account No. 179-121 was a credit of $6.4 million prior to Union
reversing the balance.

C) The reversing journal entry was:

Debit Account No. 179-121 $6.4 million
Cumulative Under-recovery — St. Clair Transmission Line

Credit Account No. 171 $6.4 million
Extraordinary Plant Losses
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d) The impact of the Cumulative Under-recovery of the St. Clair Transmission Line has
been excluded from earnings for purposes of calculating earnings sharing. This is
demonstrated at EB-2010-0039, Exhibit A, Tab 2, Appendix B, Schedule 1 Corrected,
Line 12, Column (c), which has been included as an Attachment.

e) The reversing journal entries will be treated consistently with the original entry that
recognized the cumulative under-recovery. The original entry was excluded from
earnings for purposes of calculating earnings sharing and the reversing entry will be
excluded as well.



Filed: 2012-02-29
EB-2012-0048

Exhibit A1.1
Attachment
UNION GAS LIMITED
Earnings Sharing Calculation
Year Ended December 31, 2009
Line Non-Utility 2009
No. Particulars ($000s) 2009 Storage Adjustments Utility
(@) (b) () (d)=(a)-(b)+(c)
Operating Revenues:
1 Operating revenue $ 1,699,503 $ -3 - $ 1,699,503
2 Storage & Transportation 299,108 119,909 (1,874) i 177,325
3 Other 35,760 - (9,047) i 26,713
4 2,034,371 119,909 (10,921) 1,903,541
Operating Expenses:
5 Cost of gas 1,025,674 6,318 - 1,019,356
6 Operating and maintenance expenses 332,607 12,897 (1,646) i 318,064
7 Depreciation 194,485 7,312 - 187,173
8 Other financing - - 474 v 474
9 Property and capital taxes 68,392 1,754 - 66,638
10 1,621,158 28,281 (1,172) 1,591,705
Other
11 Lobo C / Brantford-Kirkwall write off (1,889) - - (1,889)
12 Gain / (Loss) on sale of assets (6,838) (436) 6,402 v 0
13 Other (1,094) (1,094) -
14 Gain / (Loss) on foreign exchange (1,207) (46) - (1,161)
15 (11,028) (1,576) 6,402 (3,050)
16 Earning Before Interest and Taxes $ 402,185 $ 90,052 $ (3,347) $ 308,786
Financial Expenses:
17 Long-term debt 150,719
18 Unfunded short-term debt 606
19 151,325
20  Utility income before income taxes 157,461
21 Income taxes 28,767
22 Preferred dividend requirements 2,665
23 Utility earnings 126,029
24 Long term storage premium subsidy (after tax) 7,171
25 Short term storage premium subsidy (after tax) 7,540
26 14,711
27 Earnings subject to sharing $ 140,740
28 Common equity 1,253,827
29 Return on equity (line 27 / line 28) 11.22%
30 Benchmark return on equity 10.47%
31 50% Earnings sharing % (line 29 - line 30, maximum 1%) 0.75%
32  90% Earnings sharing to ratepayer % (if line 31 = 1% then line 29 - line 30 - line 31) 0.00%
33 50% Earnings sharing $ (line 28 x line 31 x 50%) 4,732
34  90% Earnings sharing to ratepayer $ (line 28 x line 32 x 90%) -
35 Total earnings sharing $ (line 33 + line 34) 4,732
36 Pre-tax earnings sharing (line 35/ (1 minus tax rate)) $ 7,063
Notes:
i) Remove out of period accounting of C1 Margin rebate related to 2007
ii)  Shared Savings Mechanism (8,879)
Market Transformation Incentive (500)
Accounting adjustment 332
(9,047)
iii)  Donations (446)
Remove out of period PST assessment related to prior periods (1,200)
(1,646)
iv)  Customer deposit interest
v)  Provision for Cumulative Under-recovery - St. Clair Transmission Line
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UNION GAS LIMITED

Answer to Interrogatory from
Board Staff

Ref: EB-2010-0048, Application and Evidence
EB-2010-0039, Oral Hearing Transcripts, Vol. 1, pp. 126-128 and 136-137

Preamble:

The following exchange occurred at the Oral Hearing in EB-2010-0039 regarding
how the St. Clair Line was removed from rate base during IRM:

MS. SEBALJ: And you have been asked, I think, a couple of times today about the
meaning of removal of the asset in the context of IRM. So | won't take you back to
that, but is it not correct to say that Union continues to receive an ROE on this asset?

MS. ELLIOTT: Not from regulated ratepayers. At this point, we're accruing payables
back to the ratepayer for all of the amounts of what's in the ratepayer rates, and we've
removed the asset from cost-of-service and all of the related costs. So it is true that

there is a return on the asset, but it is all captured on the shareholder side, if you will.

MS. SEBALJ: Fair enough. So what | was going to suggest to you was that the asset
has only notionally been removed, but what | am hearing is that Union has done its
absolute best to make that notional removal from rate base -- which can't actually
occur until rebasing -- as actual as it possibly can be, in terms of costs and revenues.

MS. ELLIOTT: That's true. We have reflected the accounting and the classification as
if it has been removed from rate base.

MR. SOMMERVILLE: Is that accomplished through 179-122?

MS. ELLIOTT: 179-122 only captures the revenue to be refunded back to the
ratepayer. The removal from rate base is a separate accounting. We have to -- it is still
in property, plant and equipment. Because we transferred it to available for sale, that
account does not get included in the rate-base calculation.

MR. SOMMERVILLE: Thank you.

MS. SEBALJ: At part (b) of the answer to the Board's IR 1.7, you indicate that
reclassifying the asset as held for sale reduced the utility rate base by 0.2 million in
2009 and by 5.2 million in 2010. Either it's in rate base or out of rate base, so |
assume this step-wise removal is an accounting exercise, that it wasn't done in two
steps?
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MS. ELLIOTT: The rate-base calculation is an average of monthly averages. So for
20009, it was in property, plant and equipment from January through to November. It
was removed in December. So, if you will, it's only one month which works to be
1/24th of the rate base, but because it was done in December, you get the whole value
removed in 2010.

MS. HARE: | have just a few clarifying questions, starting with Ms. Elliott. | was a
bit confused with the answer that you gave to Ms. Sebalj, in terms of not earning an
ROE on that piece of pipe. The rate base, you are under PBR, so the rate base was set
for the base year, and there have not been any adjustments to that rate base, either up
or down; correct?

MS. ELLIOTT: We actually do our earnings-sharing calculation on actual rate base,
not the 2007 approved rate base. So when we're calculating our utility ROE, we're
doing it on an actual rate base.

MS. HARE: So you have taken it out?
MS. ELLIOTT: We have taken this out of actual rate --

a) Please provide the date on which the balance in Account No. 179-122 was
reversed.

b) Please provide the final balance recorded in Account No. 179-122 prior to Union
reversing the balance in the account. Please provide an annual breakdown of the
amounts recorded in the account for 2010, 2011, and any amount recorded in
2012.

c) Please provide the reversing journal entries.

d) Please clarify the answers provided above regarding the removal of the St. Clair
Line from rate base. Please explain more fully how the St. Clair Line was
removed from rate base during IRM. Please include all accounting entries that
operated to remove the St. Clair Line from rate base.

e) Revenue Requirement Impact.

i. Please quantify the revenue requirement impact (all rate base and OM&A
consequences) of removing the St. Clair Line from rate base for the period
December 2009 to March 31, 2012.

ii. Please reconcile the amount in part e) i) above to the balance in Account No.
179-122 as at the date the journal entries are reversed, as stated in part b)
above. Please explain any discrepancies.
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iii. Please explain and demonstrate if / how the revenue requirement impact (all
rate base and OM&A consequences) of the removal of the St. Clair Line from
rate base for the period December 2009 to March 31, 2012 has been reflected
in Union’s earnings sharing calculations during that period. If this impact has
not been incorporated into Union’s earnings sharing calculations during that
period, please explain.

f) The reversing journal entries may impact Union’s earnings sharing covering the
period from the date on which the journal entries are reversed to the start of
Union’s next rebasing test year, January 1, 2013. Please explain if / how Union
proposes to treat the impact of the reversing journal entries on Union’s earnings
sharing over this period.

Response:
a) The balance in Account No. 179-122 was reversed on December 31, 2011.

b) The balance in Account No. 179-122 was a credit of $2.2 million prior to Union
reversing the balance.

c) The reversing journal entry was:

Debit Account No. 179-122 $2.2 million
Other Deferred Charges — St. Clair Transmission Line

Credit  Account No. 300 $2.2 million
Operating Revenues
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d) St. Clair Line was removed from rate base through the following
Debit Account No. 105 $10.6 million
Accumulated Depreciation — Utility Plant
Credit Account No. 100 $10.6 million
Utility Plant in Service
Debit Account No. 110 $5.2 million
Other Utility Plant
Debit Account No. 319 $0.3 million
Other Income
Credit Account No. 105 $5.5 million

Accumulated Depreciation — Utility Plant

i. The revenue requirement impact of removing the St. Clair Line from rate base
is as follows:

2009 - $0

2010 - $1.0 million*

2011 - $1.2 million

2012 - $0

*Based on the deemed transaction date of March 1, 2010.

ii. There are no discrepancies between part e)i) and part b).

iii. The revenue requirement impact of the removal of the St. Clair Line from rate
base has been excluded from earnings as well as the earnings sharing
calculation as demonstrated through the accumulated balance in Deferral

Account No. 179-122.

f) Thereversing journal entries as well as the assets’ return to rate base will be
excluded from the calculation of the 2011 earnings sharing.
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UNION GAS LIMITED

Answer to Interrogatory from
Board Staff

Ref: EB-2012-0048, Application and Evidence
EB-2010-0039, Oral Hearing Transcripts, Vol. 1, p. 131

Preamble:
In EB-2010-0039, Ms. Sebalj asked the following:

And if you're returning the asset to rate base, how do you propose to deal with the
foregone depreciation since December 2009?

Ms. Elliott replied:

| think at this point in time we would return it to rate base at its historic costs, so it is
$5.2 million on the books. We would just return the 5.2 to rate base and start the
depreciation clock again.

a) What year was the St. Clair Line first included in rate base?

b) What was the gross book value of the St. Clair Line at the time of inclusion in rate
base?

c) Please provide the amounts recorded to depreciation expense and accumulated
depreciation for the St. Clair Line from the time it was included in rate base to
December 2009 (when the asset was removed from rate base). Please list the
amounts by year.

d) Assuming the St. Clair Line related deferral accounts were never created and the
St. Clair Line was never removed from rate base, what would the deprecation
expense and accumulated depreciation have been for the period December 2009
to March 31, 2012? Please list the amounts by year. Please provide the net book
value of the St. Clair Line at March 31, 2012 assuming it was never removed
from rate base.

e) Please confirm that Union intends to return the St. Clair Line’s historic net book
value of $5.2 million to rate base if closure of the St. Clair Line related deferral
accounts is approved. If this is not the case, please explain.
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Response:

a) The St. Clair Line was first included in rate base in 1990. There were assets that
were transferred to Assets Held for Sale at the St. Clair Line Valve Site Station

that went into service in 1987.

b) In 1990 the value of the assets transferred to Assets Held for Sale was

$8,715,528.52.

Depreciation

Accumulated

Year Expense Depreciation
1987 92.95 92.95
1988 185.91 278.86
1989 185.91 464.77
1990 114,538.14 115,002.91
1991 239,199.26 354,202.17
1992 250,660.00 604,862.17
1993 252,161.20 857,023.37
1994 252,516.78 1,109,540.15
1995 262,364.57 1,371,904.72
1996 272,204.92 1,644,109.64
1997 272,203.73 1,916,313.37
1998 272,327.12 2,188,640.49
1999 272,492.08 2,461,132.57
2000 272,533.67 2,733,666.24
2001 272,533.67 3,006,199.91
2002 272,548.23 3,278,748.14
2003 274,690.70 3,553,438.84
2004 277,285.43 3,830,724.27
2005 277,769.65 4,108,493.92
2006 277,787.05 4,386,280.97
2007 277,787.05 4,664,068.02
2008 277,787.05 4,941,855.07
2009 147,170.13 5,089,025.20

5,089,025.20




d)

Depreciation

Accumulated

Year Expense Depreciation
2009 278,246.70 5,220,101.77

2010 278,553.04 5,498,654.81

2011 278,553.04 5,777,207.85

2012 March 69,672.47 5,846,880.32
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Net book value of St. Clair assets transferred to Held for Sale as of March 31,
2012 — $4,728,356.48.

e) Yes, Union plans to return the St. Clair Line to rate base at its net book value of

$5.2 million.
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UNION GAS LIMITED

Answer to Interrogatory from
Board Staff

Ref: EB-2012-0048, Application and Evidence

a)

b)

Please confirm that Union is seeking to have the St. Clair Line returned to rate
base as part of its April 2012 QRAM proceeding.

Please explain the process (and accounting methodology) for returning the St.
Clair Line to rate base.

Please confirm whether there are any rate impacts related to the return of the St.
Clair Line to rate base as proposed by Union. If so, please explain and describe
these rate impacts in detail.

Response:

a)

b)

Union is seeking to have the St. Clair Line returned to rate base in the same
month that Union receives an Order from the Board granting approval to do
so. There will be no impact to the April 2012 QRAM as a result of this request.

Union will return the St. Clair Line to rate base at the net book value transferred
to Assets Held for Sale in 2009. The accounting entry would be as follows:

DR Regulated Utility Plant 10,569,517.73
DR Unregulated Storage Plant 5,719.07
CR Assets Held for Sale 5,182,879.48
CR Accumulated Depreciation — Regulated 5,390,102.54
CR Accumulated Depreciation — Unregulated 2,254.78

Union does not expect any material rate impacts from the return of the St. Clair
Line to rate base.

The costs associated with the St. Clair Line are included in Union’s 2007 Board-
approved cost allocation study, which underpins Union’s delivery rates during the
2008 to 2012 Incentive Regulation (“IR”) term. Union’s delivery rates were not
adjusted during IR to reflect the removal of the St. Clair Line from rate base.

In lieu of adjusting rates, two deferral accounts were established. Deferral
account 179-121 recorded the cost of removal for the St. Clair Line to be equal to
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the amount of cumulative under-recovery of the St. Clair Line from 2003 to
February 28, 2010. Deferral account 179-122 recorded the impact of removing
the St. Clair Line from rates effective March 1, 2010.

In Union’s 2013 rebasing application, the St. Clair Line is included in rate base
and the costs associated with the asset have been allocated to rate classes
consistent with the Board-approved 2007 cost allocation methodology.



Ref: EB-2012-0048, Application and Evidence
EB-2010-0039, Decision and Order, May 25, 2011

Preamble:

The Board noted in the EB-2010-0039 Decision and Order that:

Answer to Interrogatory from
Board Staff

UNION GAS LIMITED
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Nothing in this Decision shall be construed so as to prevent or inhibit parties
from asserting that some remedy or consideration arising from the
underutilization of the assets may be considered by the Board in subsequent
cost of service rate proceedings. Neither should this decision be construed
S0 as to be predictive, in any manner or degree as to how the Board may

view or consider such assertions.

a) Please provide a table highlighting the utilization of the St. Clair Line from 2003

—-2012.

b) Please provide Union’s view on the need for any potential remedy / adjustment to
reflect the underutilization of the St. Clair Line if it is approved to be returned to

rate base.
Response:
a)
Year Total Oty GJ

2003 12,871,981
2004 7,734,450
2005 7,109,431
2006 1,933,078
2007 3,654,821
2008 10,671,520 @
2009 9,134,585
2010 8,844,949
2011 31,703,413
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The 2012 forecast for both Bluewater and St. Clair to Dawn is 45,918,202 GJ,
Union does not forecast the volumes associated with the St. Clair line on a
standalone basis.

U EB-2010-0039 Exhibit B4.05 included forecasted quantities. This has been
updated to reflect actual quantities.

b) Union does not view any adjustment as being necessary. As reflected in Exhibit
Al.4, Union’s current delivery rates, based on Union’s 2007 Board-approved cost
allocation study, include the costs associated with the St. Clair Line. Consistent
with the Board’s EB-2010-0039 Decision and Order dated May 25, 2011 parties
that wish to assert that some remedy or consideration resulting from any
underutilization of the St. Clair Line should do so during Union’s 2013 cost of
service proceeding.
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UNION GAS LIMITED

Answer to Interrogatory from
Building Owners and Managers Association, Greater Toronto ("BOMA")

a) When was the St. Clair Transmission Line built? Is the Line now owned by
Union Gas or by an affiliate? Was it ever owned by anyone other than Union Gas
since it was built?

b) Please provide a map showing its location in relation to Union Gas's system, at
and around Dawn, and relative to all St. Clair River Crossings.

c) Why was the Line built? Please discuss.
d) Please provide a copy of the Board's leave to construct decision for the Line.
e) How is the Line currently used? Please provide details.

f) Isthe St. Clair River Crossing entity separate from the St. Clair Transmission
Line? In what ways?

Response:

a) The St. Clair Line was built in 1989 by Union and has never been owned by any
other party.

b) Please see Attachment 1.

c) The St. Clair line was built to provide Union with access to underground storage
in Michigan, to provide access to competitively priced gas supplies from the U.S.
and to enhance Ontario’s security of gas supply.

d) Please see Attachment 2.

e) The St. Clair Transmission Line is used to provide transportation services
between Michigan Consolidated Gas Company (“MichCon”) and the Dawn HUB.
Union offers both firm and interruptible transportation services options, and offers
short and long-term contracts.
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f) The St. Clair River Crossing is owned by St. Clair Pipelines L.P. (“SCPL”), a
subsidiary of Westcoast Energy Inc. The St. Clair Transmission Line is owned by

Union, a subsidiary of Westcoast Energy Inc.
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E.B.L.O. 226
E.B.L.O. 226-A

IN THE MATTER OF the Ontaric Energy
Board Act, R.S.0. 1980, chapter 332,
and in particular Sections 46 and 48
thereof;

AND IN THE MATTER OF an Application by
Union Gas Limited for leave to con-
struct a natural gas pipeline and
ancillary facilities in the Townships
of Moore and Sombra, both in the County
of Lambton,

BEFORE R.W. Macaulay, Q.C.
Pregiding Member

0.J. Cook
Member

C.A. Wolf Jr.
Member

September 1, 1988

DECISION WITH REASONS
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1. INTRODUCTION

1.1 THE APPLICATION

In an application dated April 21, 1988 (the
Application), Union Gas Limited (Union, the
Company or the Applicant) applied to the Ontario
Energy Board {(the OEB, or the Board) pursuant to
Sections 46 and 48 of the Ontario Energy Board
Act, R.S5.0. 1980, chapter 332, (the Act) for an
order or orders granting leave to construct a
natural gas pipeline and ancillary facilities in
the Township of Moore and the Township of Sombra,
both in the County of Lambton.
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2.

1.2 DESCRIPTION OF THE PROPOSED FACILITIES

Union requested leave to construct the facili-
ties shown in Appendices 4.1 and 4.1.1 which

are described as follows:

(a) 5.68 kilometres of NPS 24 (610mm) pipeline
from a proposed valve in the west quarter
of Lot 13, Front Concession, Moore Township
(the st. Clair Vvalve Site), to a point of
interconnection with Union's existing
Sarnia Industrial Line at a proposed
station to be located 1in the southwest
corner of Lot 25, Concession I, Moore
Township (the Sarnia Industrial [Line
Station), together with valving facilities
at each location; and

(b)Y 6.05 kilometres of NPS 24 pipeline from
the above defined interconnection with the
Sarnia Industrial Line to Union's existing
Bickford Pool Compressor Station in the
Township of Sombra.
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2,

2.

2.

The facilities described in {(a) and (b)) are
together known as the St. Clair - Bickford Line
and total 11.73 kilometres in length.

Union's proposed line from the St. Clair Vvalve
Site to the Bickford Pool Compressor Station
would connect with a 700 metre NPS 24 pipeline
to be constructed by St. Clair Pipelines Limited
{(St. Clair Pipelines) which would extend from
the St. Clair Valve Site to the international
boundary between the United 8States of America
and Canada, at the c¢entre of the §8t. Clair
River. At that point 1t would connect with an
NPS 24 pipeline to be constructed by Michigan
Consolidated Gas Company of Detroit, Michigan,
United States of America (MichCon), which in
turn would extend from the international boarder
to MichCon's Belle River Mills Conmpressor
Station (Belle River Mills) inshore from the
St. Clair Riverbank in Michigan.

In addition to the construction of the 11.73
kilometre St. Clair - Bickford Line, the Appli-
cation also contemplated the <c¢onstruction of
the Sarnia Industrial Line Station to provide
check measurement and control for wvolumes
flowing in either direction., A sectionalizing
block valve would be located at the St, Clair
Valve Site some 300 metres inshore of the St.
Clair River, thereby separating the river
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.2,

2.

crossing pipe from the 8t. Clair - Bickford
Line and its interconnections with Union's
existing and future distribution systems. The
initial capacity of the St. Clair -~ Bickford
Line would be 200 MMcf/d. This initial capacity
was calculated utilizing MichCon's maximum
compression available at Belle River Mills,
which was proposed to initially be 750 psig at
the international boundary, and would provide
more than the design minimum inlet pressure at
Union's Dawn Compressor Station (Dawn).

The volumes to be transported through the St.
Clair - Bickford Line are capable of being
delivered to the Bickford Storage Pool or
directly to Dawn, through the Bickford Storage
Pool Line (the Bickford Line), for further
transportation or storage. It was noted in
Union's evidence that the use of the Bickford
Line would be restricted to varying degrees
during 280 days of the year, thus limiting the
flow of wvolumes through both the St. Clair -
Bickford Line and the Bickford Line to approx-
imately 73 percent of their annual capacity.

Union's Sarnia Industrial Line serves a domestic
market normally in excess of 100 MMcf/d. When
the Bickford Storage facilities are unable to
take the volumes delivered through the St., Clair
— Bickford Line to stordge, or directly to
Dawn, Union claimed it would be able to direct
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1.2.10

the delivery of these volumes to the Sarnia
Industrial Line.

Union's witnesses testified that the Company
will need additional pipeline capacity from its
Bickford and Terminus storage pools to Dawn
when expected storage and transportation needs
materialize. This additional pipeline capacity
could make the total annual capacity of the St.
Clair ~ Bickford Line available for transporta-
tion directly to Dawn and increase the delivera-
bility and operating flexibility of the Bickford
and Terminus storage pools,

Increases in the capacity of the 8t. Clair -
Bickford Line could be accomplished by adding
compression either in Ontario or in Michigan as
deemed appropriate at the time.

The design specifications meet Class 2 location
design criteria in what is now a Class 1 loca-
tion. Union justified the use of Class 2 design
criteria on the basis of future use and expan-
sion in the Sarnia area through which the
pipeline would run,

The total cost of construction for the 8t. Clair
- Bickford Line and associated facilities was
estimated by Union to be $9,352,000.
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1.2.11

Union stated that its construction procedures
will be in accordance with the Board's "Environ-
mental Guidelines for the Construction and
Operation of Hydrocarbon Pipelines in Ontario",
and will also accommodate the environmental
impact mitigation measures recommended by the
envirconmental consultants retained by Union,
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1.3 PURPOSE OF THE PROPOSED FACILITIES
The St. Clair - Bickford Line would, according

to Union, provide it and other Ontario local
distribution companies (LDCs), with access to
underground storage in Michigan, This addi-
tional gas storage in Michigan would allow Union
to meet the anticipated storage requirements of
the Company and its customers.

Union also intends to use the proposed facili~
ties as a means by which it can access competi-

tively priced ©United States gas supplies,
initially through contractual arrangements with
ANR Pipeline Company (ANR) in the United States.

Other eastern Canadian LDCs expressed an inter-
est in contracting for transportation services
on the St. Clair - Bickford Line in order to
also acquire competitively priced supplies of
firm and spot gas in the United States.
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.3,

Union claimed that the proposed pipeline would
enhance Ontario's security of gas supply due to
increased access to Michigan storage, United
States gas supplies and the array of United
States transportation alternatives. Union and
other Ontario LDCs would therefore be less vul-
nerable due to interruptions in the supplies of
Alberta gas delivered to them by way o¢f the
NOVA, AN ALBERTA CORPORATION (NOVA), Great Lakes
Transmission Company (Great Lakes) and Trans-
Canada PipeLines Limited (TCPL) systems.
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2. BACKGRCUND

2.1 DESCRIPTION OF NATURAL GAS SYSTEMS

Introduction

2.1.1
The natural gas industry consists of four major
components: producers, consumers, pipeline
systems and storage facilities, Canada's

natural gas industry is, in many ways, unique
when compared to other industries or to the
natural gas industry in the United States.
Issues such as Union's current application
require the understanding and consideration of
the natural gas pipeline systems, contractual
arrangements and jurisgdictions invelved in the
flow of gas from the wellhead in Alberta to the
burner tip in Ontario.
2.1.2

The majority of the natural gas c¢onsumed 1in
Ontario is produced from reserves in Alberta.

Smaller volumes of Ontario's gas supply
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originate in other locations such as Saskatche-
wan, The descriptions of natural gas systems
and arrangements that are provided herein focus
on Alberta supplies as being generally repre-
sentative of domestic sourced gas supplies from
outside Ontario, and are not intended to imply
that Alberta is Ontario's exclusive source of
gas supply.

Significance of Natural Gas to Ontario’'s Fconomy

Natural gas is the dominant non-transportation
fuel in Ontario, satisfying about 44 percent of
the province’s "off the road" energy needs.
Nearly 60 percent of Ontario's households are
currently heated with natural gas. Approx-
imately 54 percent of the province's commercial
and institutional sectors' energy demands are
met by natural gas. Ontario's industries
account for about 43 percent o¢f the province's
total energy consumption. Natural gas provides
approximately 30 percent of Ontario's industrial
fuel and energy related feedstock requirements,
compared with oil and coal which provide roughly
25 percent and 21 percent, respectively.

Healthy economic growth and employment depend
on the competitiveness of the province's
regsource, manufacturing and high-technology
industries in domestic and international
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markets. Energy intensive industries, where

energy costs range from 17 percent to 80 per-
cent of the cost of manufacturing, provide 20
percent of the province's manufacturing jobs
and output,. When taken in total, Ontario's
resource-based and manufacturing industries
account for almost 40 percent of the economic
output and provide three out of every ten jobs
in the province. The availability and price of
gas, and the health of the Ontario LDCs, is of
tremendous significance to the well-being of

the province.

The availability of gas supplies 1s a signi-
ficant factor in determining industrial plant
sites. Ontario's established natural gas
distribution system and Board approved rate
schedules currently allow industries to consider
remote locations and thereby bolster the
province's regional development aspirations.

Some of the province's industries, such as the
fertilizer industry, are inextricably tied to
natural gas as a raw material. Such "feedstock"
uses account for about 8 percent of the total
industrial demand for gas in Ontario. As much
as 40 percent of the industrial use of gas as a
fuel is in "dual-fired" facilities where users
can switch between an alternate fuel and gas on
short notice. To maintain its share of the
Ontarico industrial fuel market, natural gas
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.1,

supply and pricing must remain competitive with
alternative energy forms and in line with gas
and fuel costs in other competing manufacturing
centres, particularly in the United States.

In 1986 Ontario's demand for natural gas repre-
sented 33 percent of the total Canadian use and
24 percent of the combined domestic and export
markets for Canada’s natural gas production.
Ontario's natural gas use 1is therefore also

important to the western producing provinces.
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2.2 THE TRANSMISSION AND DISTRIBUTION OF
NATURAYL GAS

Introduction

2.2.1
This Chapter provides a brief summary of the
transmission and distribution of natural gas in
Canada, It provides the necessary background
to understand the custody, control and ownership
of natural gas as it moves to and within provin-
cial markets.

2.2.2
Natural gas was first discovered in Canada near
Niagara Falls, Ontario in 1794, The first
natural gas well was completed in Moncton, HNew
Brunswick, in 1859, followed by discoveries in
Port Colborne, Ontario in 1866, in Xamsack,
Saskatchewan in 1874 and the drilling of
Ontario's first commercial well near Kingsville
in 1889.
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Alberta, although destined to add dramatically
to the known store of energy in Canada, did not
drill its first gas well until 18%0. However,
the drilling of the Leduc discovery well in 1947
touched off an intensive, widespread and long-
term exploration program which has revealed
very large reserves of natural gas and oil
throughout western and northern Canada. These
discoveries in the late 19405 and early 1950s
came at about the same time as advances in the
technologies of manufacturing 1large diameter
pipe and installing it over long distances.
This conjunction of circumstances made the
development of projects to move gas to major
population centres attractive,

Transmission

To address the problem of moving Alberta gas to
the distant markets of eastern Canada, TCPL was
incorporated in 1951 by Special Act of Parlia-
ment . In 1954, TCPL received permission to
remove natural gas from Alberta. It was alsgo
granted a permit from the federal Board of
Transport Commissioners to construct a pipeline
from Alberta to Quebec. In June, 1956, further
legislation was passed by the federal government
establishing a Crown corporation to construct
the northern Ontario section of the pipeline.
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L2,

2.

2.

Construction of the initial pipeline system from
the Alberta/Saskatchewan border to Quebec was
completed in 1958, and the benefits of natural
gas were made available to millions of Canadians
not previously served. A petrochemical indus-
try, which 1is critically dependent on natural
gas as a feedstock, has developed as a result.
At the same time, opportunities arose for new
export revenues from the sale of natural gas to
the United States of America,

In 1963, TCPL purchased the northern Ontario
section of the pipeline from the Northern
Ontario Pipe Line Crown Corporation and thus
took possession of the entire gas transporta-
tion system from Alberta to Quebec.

Most of the natural gas used in Ontario comes
from approximately 650 producers in Alberta.
The gas 1is collected and combined from the
various producing areas into transmission lines,
owned principally by NOVA, for delivery to
long~distance carriers.

Gas for Ontario and other eastern markets leaves
Alberta and the NOVA system at Empress, Alberta,
where it enters the pipeline facilities of TCPL
at Burstall, Saskatchewan,
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2.2.10

2.2.11

As gas flows eastward from Alberta, the gas
pressure decreases due to friction with the
pipe wall. In order to achieve the required
flow rates, the gas must be recompressed at
compressor stations 1located along the trans-
mission line at intervals of 80 to 160 kilo-
metres.

Between Burstall and Winnipeg there are as many
as five parallel pipelines. Volumes from
Alberta are supplemented in Saskatchewan by gas
from Saskatchewan Power Corporation, Consoli-
dated ©Natural Gas Limited and Steelman Gas
Limited.

From Winnipeg, two parallel lines move gas into
Ontario and Quebec, with portions of a third
line also in service in northern Ontario. The
northern 1line branches at North Bay. One
branch, the North Bay Shortcut, runs generally
east and then south through eastern Ontario,
while the other runs south to Toronto. There
it branches again, with +two lines travelling
east along the north shore of Lake Ontario to
Montreal while a third skirts west of Toronto
and runs south to the Niagara peninsula,
connecting at the dinternational border with
pipelines serving the northeastern United
States.
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2.2.12

2.2.13

2.2.14

Gas also travels eastward from Winnipeg to
markets in southwest Ontario and the midwestern
United States through the facilities of Great
Lakes, which is 50 percent owned by TCPL. The
Great Lakes system runs south of Lake Superior
and Lake Huron across Minnesota and northern
Wisconsin, then south through the State of
Michigan with 1links to Canadian systems at
Sault Ste. Marie and Sarnia. Near Sarnia, in
Dawn Township, the gas is received by Union and
transmitted across southwestern Ontario on its
Dawn-Trafalgar transmigsion pipeline to the
Trafalgar Station, near Oakville, where it
eithef rejoins the TCPL pipeline running south
to Niagara and east toward Montreal, or connects
with the distribution system of The Consumers'
Gas Company Ltd. (Consumers').

Expansion of the initial pipeline system by
TCPL has continued in the form of new pipe-
lines, looplines, additional compressor stations
and additional power at existing stations, all
to meet the increasing demand for natural gas.
The total book value of TCPL's assets 1is now
more than $6 billion.

The present TCPL system which extends along a
4,400 kilometre right-of-way, consists of 9,345
kilometres of pipeline and loopline and approx-
imately 795,100 kilowatts of compressor power
at 48 compressor stations.
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2.2.15
The map in Appendix 4.2 shows the TCPL and
Great Lakes systems.

Distribution

2.2.16
There are three major gas distributors in
Ontario which together serve approximately
1,700,000 customers: Consumers', ICG Utilities
(Ontario) Ltd (ICG) and Union. Under rights
granted by the OEB, Union operates in south-
western Ontario, Consumers'’ in southern,
central, and eastern Ontario, and ICG in
northwestern, northern and eastern Ontario.

2.2.17
The three major gas distributors in Ontario,
under the jurisdiction of the OEB, have differ-
ent systems. The unique aspects of each
distributor require different approaches to
managing wvariations in demand, particularly
during winter peaks.
Union

2.2.18
Union was incorporated in 1911, and has been
involved in producing and distributing natural
gas Since that time,. In 1942, Union became
engaged in the storage of gas.

2.2.19

In 1953 Union incorporated Ontario Natural Gas
Storage and Pipelines Limited as a wholly~owned
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2.2.20

2.2.21

2.2,22

subsidiary, which in 1957 took over Union's
storage and transmission facilities as well as
Union's wholesale operations. The two companies
and their respective operations were fully amal-
gamated in 1961.

In 1958, Union purchased the majority of the
assets of Dominion Natural Gas Company Ltd.,
and simultaneously sold all its assets situated
in Lincoln and Welland Counties to the Provin-
cial Gas Company Ltd. At approximately the
same time, Union also purchased several other
small local distributors and manufacturers of

gas.

In 1985, Union reorganized its corporate and
financial structure in order to segregate its
utility assets from its non-utility assets.
Union Enterprises Ltd., which previously was a
wholly-owned subsidiary of Union Gas, began
operating as the parent company with two wholly-
owned subsidiaries, Union Gas Limited (utility
operations) and Union Shield Resources (which
was in turn a holding company for Precambrian
Shield Resources Limited and Numac 0il & das
Ltd.).

Unicorp Canada Corporation was created by the
amalgamation o©of Unicorp Financial Corporation
and Sentinel Holdings Limited in late 1979.
Unicorp Canada Corporation is the parent company
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2.2.23

2.2.24

of Union Enterprises Ltd. and Unicorp American
Corporation. Unicorp American Corporation 1is
involved, through its subsidiaries and 1its
investments, in the energy, real estate and
financial services industries. Unicorp Canada
Corporation has several holdings in Canada and
in the United States as outlined in the organi-
zation chart in Appendix 4.16. The Canadian
holdings are in the energy field as well as in
utility operations. Unicorp Canada Corporation
also holdg investments in a number of unrelated

industries.

In November of 1986, Union Enterprises Ltd.'s
67 percent interest in Precambrian Shield
Resources Limited (PSR) was amalgamated with
Bluesky 0il & Gas Ltd. and exchanged for a 38
percent interest in Mark Resources Inc. through
a reverse takeover transaction. Mark Resources
Inc. became in turn, a co-owner, with Union
Enterprises Ltd., of PSR Gas Ventures Inc. whiéh
had previously been a subsidiary of Precambrian
Shield Rescurces Limited. PSR Gas Ventures
Inc. operated as a marketer of natural gas in
both Canada and the United States.

In 1988, PSR Gas Ventures Inc. split away from
Mark Resources Inc. and amalgamated with Enron
Canada Ltd. to form Unigas Corporation, which
is now the Canadian natural gas marketing arm
of Unicorp Canada Corporation.
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2.2.25

2.2.26

2.2.27

2.2.28

In 1987, Union Enterprises Ltd. established a
natural gas marketing subsidiary in the State
of ©Ohio called Unicorp Energy Inc., which
operates exclusively in the United States.

An organization chart showing Unicorp Canada
Corporation and its subsidiary companies 1is
attached as Appendix 4.16.

Originally, Union's supply of natural gas came
from Ontario sources, but as of 1%47, supple-
mentary supplies were obtained from Panhandle
FEastern Pipe Line Company in the United States.
Once 7TCPL's pipeline facilities were completed
in 1958, Union entered into a long-term contract
with TCPL for supplies of western Canadian
natural gas. Union's distribution system
expanded rapidly from then onward.

Union operates a fully integrated gas distribu-~
tion system employing production, underground
storage, transmission and distribution facil-
ities. In its 1988 £fiscal year, Union sold
over 7,000 106m3 of gas to approximately
544,000 customers. Union annually stores 2,000

106m3 of gas for 1its own use and stores

some 650 106m3 of gas for other wutilities.
In providing storage and transportation serv-
ices, Union receives gas at both TCPL's Dawn

and Trafalgar delivery points.
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2.2.29

2.2.30

2,2.31

2,2.32

Union‘'s total assets exceeded $1.3 billion on
March 31, 1988 and its net utility plant invest-
ment was approximately $957 million. Union's
gathering, storage, transmission and distribu-
tion pipelines totalled 19,364 kilometres at
March 31, 1988,

The storage made available by Union plays a
significant role in enabling TCPL to optimize
the use of its delivery systemnm. If Union had
not been able to store gas for itself and
others, the TCPL delivery system would not be
as efficient as it 1is. Union receives and
stores gas in the off-peak period and is then
able to use that gas to supplement deliveries
from TCPL in the peak period to its customers
which include other wutilities such as Con-
sumers', ICG, the City of Kingston and Gaz
Metropolitain inc, (GMi). Union is the largest
operator of underground storage pools in
Ontario.

The map in Appendix 4.3 shows Union's system.

Consumers '

Consumers' was incorporated in 1848 by a Special
Act of the Province of Canada. Consumers' was
formed for the purpose of manufacturing and
selling gas in the City of Toronto. Although
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2,2,34

2.2.35

2.2.36

rates for the sale of natural gas became subject
to control in Ontario, no such control applied

in the case of manufactured gas.

In 1954, in anticipation of expanded operations
and a change from a manufacturer and distributor
of gas to a distributor of natural gas only,
Consumers' was re-incorporated under the Corpo-
rations Act (1953). With this c¢hange, Consu-
mers' became subject to the provisions of the
Ontario Fuel Board, which then approved all
rates to be charged to natural gas customers.

Consumers® arranged for the supply of natural
gas from the United States in 19%4, and also
expanded its operations beyond the limits of
the City of Toronto. This was accomplished
through the acquisition of new franchises in
municipalities not previously served, and
through the acguisition of certain manufactured
gas systems in other areas which were then con-
verted to natural gas.

In 1958, once the TCPL system was completed,
Consumers' discontinued its purchases of
natural gas from the United States, and con-
tracted with TCPL for long-term supplies from
western Canada.

Consumers' is <Canada's largest natural gas

distribution utility, serving customers in

/23



Filed: 2012-02-29
EB-2012-0048
Exhibit A2.1

DECISION WITH REASONS Attachment 2

2.2.37

2.2.38

Ontario, western Quebec and northern New York
State. The company currently has total assets
of about $1.9 billion and distributes gas to
approximately 950,000 customers through its
network of over 19,000 kilometres of mains.

In addition to its regulated gas distribution
activities, Consumers' is engaged in:

0 the exploration for and the production of
0il and gas, primarily in southwestern
Ontario;

0 the operation o¢f underground gas storage
facilities in Ontario, through a subsi-
diary; and

0 contract well drilling for gas and oil in
Ontario and the northeastern United States.

Underground storage located in southwestern
Ontario is a key component of Consumers' inte-
grated natural gas transmission and distribution
system. Tecumseh Gas Storage Limited
(Tecumseh), located in the Sarnia area, provides
storage facilities for the Consumers' system.
Jointly owned by Consumers®' and Imperial O0il
Limited, Tecumseh operates storage reservoirs
with a working <capacity of 1,670 106m3.
Additional storage capacity of wup to 365
106m3 igs =secured under 1long-term agreements
with Union. Consumers' also operates a small

underground storage reservoir in the Niagara
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2.2.40

2.,2.41

2.2.42

peninsula, Crowland, which 1is used to meet

local peak day requirements.
The map in Appendix 4.4 shows Consumers' system.

ICG

ICG began as Northern Ontario Natural Gas
Company Ltd. (Northern), and Twin City Gas
Company Ltd. (Twin). These were originally
separate corporations, but Northern ultimately
acquired over 97 percent of Twin's voting
shares. Thereafter the two entities essen-
tially operated asg one.

Initial construction of what were to become
ICG's distribution systems began in 1957,
coincident with the construction of the TCPL
system. Aithough the first gas delivery on
these systems was in December of 1957, construc-
tion continued until 1959, which marked the real

beginning of commercial operations of substance.

In 1968, the company was reorganized through the
statutory amalgamation of three interrelated
Ontario gas distributors: Northern, Twin and
Lakeland Natural Gas Ltd. The resulting entity
was renamed Northern and Central Gas Corporation
Ltd. (Northern and Central). The majority of
Northern and Central's business was the distrib-

ution of natural gas, but it also acted as a
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2.2.44

holding company for a number of other corporate
activities. Northern and Central's gas distrib-
ution operations were later sgeparated from its
other businesses, leaving Northern and Central

as an essentially "pure" utility.

In October of 1984, Inter-City Gas Corporation,
a holding company, and two of its subsidiaries,
ICG Resources Ltd. and Vigas Propane Ltd.,
purchased all the common shares of Northern and
Central. Northern and Central's name was offi-
cially changed to ICG Utilities (Ontario) Ltd
in 198e6. ICG Utilities (Canada) Ltd. currently
ownsg 100 percent of ICG Utilities (Ontario) Ltd.

ICG operates a natural gas distribution system
serving 120 communities by way of approximately
5,500 kilometres of pipeline originating at B84
interconnections on the TCPL transmission
system. The ICG system essentially consists of
a series of laterals off the TCPL pipeline as
it crosses Ontario. The individual 1laterals
are not interconnected. As noted, ICG serves
customers from northwestern to eastern Ontario.
ICG estimated that its net utility plant will
have an average book cost of approximately $357
million in 1988. ICG projected that in 1988 it
would sell approximately 3,100 106m3 of gas
and serve approximately 165,000 customers.
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2.2.,46

2.2.47

The storage available to ICG is very limited.
It contracts with Union for approximately 99.1
106m3 of gas storage and has its own liquid
natural gas storage facility with a capacity of
about 14.2 106m3, when converted to gas.
This facility and Union's storage are used for

winter peaking purposes.

The map in Appendix 4.5 shows ICG's system,

Systems Management

Consumers', ICG and Union, together with TCPL
and Great Lakes, provide the complex network of
pipelines and storage which serve Ontario with
natural gas. In the summer, this network has
excess pipeline capacity in many of its seg-
ments, and consequently there are alternative
ways in which gas can be routed through the
province, sometimes reverging the normal direc-
tion of flow. This flexibility permits each
utility to undertake maintenance and construc-
tion projects during the off-peak period of the
year while continuing to supply gas. In
addition, gas injection into the underground
storage pools in southwestern Ontario during
the summer is facilitated by the ability to
transport gas 1in two directions in the Union
line between Dawn and Trafalgar, and in certain
segments of TCPL's system.
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2.2.48

2.2.49

Gas is injected into storage during the summer
off-peak period. As winter approaches and
demand increases, injection of gas into the
storage pools slows and then stops. Once the
demand exceeds the limits of the supply agree-
ments between TCPL and the Ontario LDCs, gas
flows into the distribution system from the
underground storage pools. On peak demand days,
the combined ability of TCPL and the storage
pools to meet the demand approaches its limit.

At times of peak demand, any failure of a pipe-
line, compressor or valve may threaten signi-
ficant portions of an LDC's customer base. This
is true if the failure occurs anywhere between
gas wells in Alberta and the point of use in
Ontario. Serious failures to date have been
rare and when they have occurred, all suppliers
who had gas available cooperated to deliver it
to those affected.
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2.3 DEREGULATION

Backqground

The following chronology of the major events of
deregulation is provided as background informa-
tion:

On October 31, 1985 the Governments of Canada,
Alberta, -British Columbia and Saskatchewan
signed the Agreement on Natural Gasg Markets and
Prices {(the Agreement). The stated intent of
this Agreement was:

...to create the conditions for such
a regime (a more flexible and market
oriented pricing regime), including
an orderly transition which is fair
to consumers and producers and which
will enhance the possibilities for
price and other terms to be freely
negotiated between buyers and sellers.

The Agreement provided, émong other things,
that:
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.3.

o access to natural gas supplies would be
immediately enhanced for Canadian buyers;

0 during the 12 month transition period
commencing November 1, 1985, gas consumers
would be able to enter into supply arrange-
ments with producers at negotiated prices
(direct sales);

o) effective November 1, 1986, the adminis-
tered price of gas at the Alberta border
would be removed; and

o) the parties to the agreement would foster
a competitive market for natural gas in
Canada.

The then Federal Minister of Energy, the Honour-
able Ms Carney, at the time of the signing of
the Agreement and on many occasions since,
interpreted the Agreement as permitting all
buyers of gas to have access to the many sellers
of gas, and that governments would not interfere
with the working of a competitive market. She
issued a communique relating to the Agreement,
which said in part:

.. .DYy November 1, 1986 all natural gas
buyers and sellers in Canada will be
released from unnecessary government
intervention in the marketplace.
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.3,

.3,

.3,

3.

Although Ontario was not a signatory to the
Agreement, thisg Board accepted the above
interpretations, and moved to accommodate the

principle of a competitive market.

The transition period (November 1, 1985 +to
October 31, 1986) saw producers and brokers
offering direct purchase options. Under direct
purchase, customers without a gas sales contract
with an LDC could negotiate directly with a
broker or producer and purchase gas outside
Ontario, The LDC could either transport the
gas without taking title (contract carriage) or
purchase the gas from the customer outside
Ontario and continue to sell to the customer
under Board approved rates (buy/sell),

The LDCs, TCPL and its system gas producers met
this c¢ompetition to system gas sales through
two discount fund arrangements. The LDCs intro-
duced Market Responsive Programs (MRPs) and
Competitive Marketing Programs (CMPs). The
customer and LDC negotiated discounts under an
MRP, or the customer, LDC and TCPL jointly nego-
tiated CMP discounts. Either program provided
the discount needed to retain that customer as

a purchaser of system gas.

The LDCs were not, however, released from any
contracts for the purchase of gas; only the
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2.3.10

pricing of supplies under contract was subject
to negotiation.

Following a hearing early in 1986, the National
Enerqgy Board (NEB) issued Decision RH-5-85 find-
ing that:

(a) transportation service to direct purchasers
of natural gas would reduce the operating
demand volume (ODV) of the LDC and displace
gas supplies previously acquired from TCPL,

thus removing double demand charges;

(b) a distinction would be made between incre-
mental and displacement sales in defining
displacement volumes for tariff purposes;
and

(¢) a recommendation be made, such that non-
system gas sales bear some portion of
TOPGAS carrying charges.

The NEB RH-3-86 Decision also removed con-
straints on TCPL's gas marketing agent, Western
Gas Marketing Limited (WGML), which had pre-
viously been prevented from making direct sales.
WGML/TCPL is now, therefore, able to compete to
retain system gas' market share in Ontario by
uging direct sales as well as by using the MRP
and CMP discount arrangements with the LDCs and
the end-user. In 1987 the Board ordered that
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MRPs and CMPs are to be discontinued on Qctober
31, 1988.

Traditional Sales Service — Physical Flow

2.3.11
Traditional sales service involves TCPL pur-
chasing, transporting and supplying gas to the
Ontario LDCs for their sale in Ontario. With a
few exceptions this was the case until November
1, 1985. This type of service arrangement still
serves most of the Ontario natural gas market.

2.3.12
An end-user or the shipper will generally have
title to the gas as it moves from the wellhead
through the field gathering systems. At the
interconnect of the NOVA system and the field
gathering systems, TCPL or its agent takes title
to the gas it purchases. Custody and control of
the gas transfers from the field producer to
NOVA., The NOVA system is essentially an exten-
sion of the field gathering system which inter-
connects with the TCPL system. NOVA's rates
are subject to its own Act, NOVA, AN ALBERTA
CORPORATION Act, which provides for regulation
(by exception) by the Alberta Public Utilities
Board.

2.3.13
Gas flows through NOVA's system t¢ the Empress
station at the Alberta/Saskatchewan border,
where TCPL's system interconnects with the NOVA

/33



Filed: 2012-02-29
EB-2012-0048
Exhibit A2.1

DECISION WITH REASONS Attachment 2

2.3.14

2.3.15

system. Custody and control o©f the gas then
shift to TCPL which continues to hold title to
the gas it has purchased. The gas then flows
eastward through TCPL's facilities reaching
Ontario either through TCPL's Northern Line or
through the Great Lakes system. The TCPL system
is regulated by the NEB and the portion of the
Great Lakes system within the United States of
America 1is regulated by the United States
Federal Energy Requlatory Commission (FERC).
The gas that flows through TCPL's Northern Line
can be delivered to Ontario through a number of
interconnections with the Ontario LDCs. The
gas flowing through the Great Lakes system is
delivered to Ontario at Dawn.

Custody, control and title to the gas typically
shift to the LDC at the delivery point where
the TCPL inter-provincial system connects with
the LDC's system. The LDC may then transfer
custody and contrel as the gas enters storage
facilities such as Tecumseh or Union's storage,
or the Union transmission system.

TCPL retains title to gas that it has contracted
with Union to carry through Union's Dawn-Tra-
falgar transmission system for delivery to the
LDC at delivery points in Ontario and Quebec.
However, Union owns all of the line-pack gas in
that system.
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2.3.16

2.3.17

The LDC retains title to gas in storage but
custody and control may shift to the storage
company and/or transmitter. For example, under
Consumers' storage contracts with Union, Con-
sumers® takes title to the gas at Dawn and owns
its gas in storage, but Union has custody and
control of the gas during storage and transmis-—
sion to a delivery point on Consumers' system.
The QOEB regulates the rates for all gas storage
and transmission on the LDCs' systems within
Ontario,

Gas sold to an LDC passes through its distribu-
tion system to 'the sales customers. Title,
custody and control of the gas remain with the
LDC until the gas is delivered to the customer's
plant gate or meter. Title, custody and control
then shift to the customer. The LDC's facili-
ties and distribution rates are subject to the
jurisdiction of the OEB.

Traditional Sales Service — Contractual Obligations

2.3.,18

Gas flows from west to east under a number of
contractual arrangements. TCPL pays for the
supplies of gas from 1its contracted producers
on a het-back pricing basis. The producer's
price is equal to the market price less all
transportation costs etc. not borne directly by
the producer, and a margin to WGML,
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2.3.19
The Ontario LDCs have gas supply contracts with
TCPL. The price paid by the LDCs reflects the
price paid by TCPL to its producers, the cost
of transportation on TCPL's system and any other
charges borne by TCPL under the net-back scheme,

2.3.20
Traditional sales service end-users purchase
gas from the LDC under established terms and
rate schedules approved by the CEB.

2.3.21
The flow of gas is initiated by the LDC when it
nominates the daily amount of gas it wishes to
take under its demand contracts with TCPL.
Typicaliy a nomination stands until notice is
given to change it.

Differences Between Traditional Sales Service and
Direct Purchase with Contract Carriage Service

2.3.22
Since November 1, 1985, the Ontario end-~user has
been able to directly purchase natural gas from
western producers. The resulting arrangements
have changed the way in which some gas reaches
Ontario end-users.

2.3.23

Under a traditional sales service arrangement,
TCPL holds all regulatory approvals related to
the movement of its gas in Alberta, and on its
own system under the jurisdiction of the NEB.
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2.3.24

2.3.25

2.3.26

The LPC holds all franchise and other OEB regu-
latory approvals required within Ontario.

An end-user, or its agent(s) who purchases
directly, must obtain removal permits and exemp-
tion orders in Alberta. Pricing orders and a
transportation order to require contract car-
riage on TCPL's system must be obtained from
the NEB. Contract carriage arrangements with
the Ontario LDC are subject to OEB approval.

The physical flow of gas is essentially the same
for traditional sales service and contract
carriage from the wellhead to the burner tip.
NOVA maintains custody and control in Alberta.
The important difference is in the ownership of
the gas. In the case of a direct purchase,
title to the gas while in the NOVA system no
longer rests with TCPL, but is either with the
end-user, its agent or the producer.

East of the NOVA/TCPL interconnect at Empress,
the actual physical transportation of gas on
the TCPL system, on behalf of a direct purchase
customer, 1is notional only. In the case of
direct purchase, the actual gas transported is
not owned by the direct purchaser or its agent
during the period of transportation in TCPL's
system. TCPL owns all the -line-pack gas in its
system, regardless of direct purchase.
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2.3.27

2.3.28

2.3.29

Even though natural gas moves at approximately
30 km/hr, which would equate to approximately
4.5 days for gas to move from Alberta to
Ontario, through displacement, gas is deemed to
be delivered in Ontarioc instantaneously with
its input into the system in Alberta. That 1is,
gas is injected into the TCPL system in Alberta
and exchanged with an egual amount of gas that
is withdrawn from TCPL's line-pack in Ontario.

The charges paid by the end-user to TCPL for
transportation are in accordance with NEB
approved rates, but are based on the notional
transportation of the gas. As a result, the
contractual relationship between TCPL and the
direct purchaser does not match the physical
operation of the systemn. The rate charged by
TCPL is for transportation of the direct pur-
chaser's gas, but physically, only TCPL's gas
is transported. However, the customer pays a
price to TCPL that is based on the presumption
that the gas 1t owns has actually travelled
from Alberta as opposed to having been instan-
taneocusly exchanged.

Under a contract carriage agreement, ownership
of the gas delivered to the end-user's plant
varies according to locad balancing arrangements.
Load balancing occurs when the LDC provides
make-up supplies, or takes excess deliveries to
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2.3.30

2.3.31

accommodate fluctuations in the rate at which
the end-user consumes gas, If the end-user
takes all the gas it has delivered to the LDC,
the title to that gas will remain with the end-
user while carried by the LDC. Custody will be
with the LDC as it transports gas to the plant
gate, at which time custody will be transferred
to the end-user. Again{ the transportation is
notional. The LDC owns its system's line~
pack, and provides instantaneous deliveries to
end-users. If the end-user requires gas in
excess of the amount transported for the end-
user by TCPL and the LDC, then this supply will
be supplemented by gas %to which the LDC has
title, custody and control to the end-user's
plant gate.

If the end-user delivers more gas to the LDC
than the user requires, the gas not required by
the end-user may be purchased by the LDC.
Title, custody and control changes and the gas
is commingled as part of the LDC's integrated
gas supply. Only the amount the end-user
requires is 1in the custody of and transported
by the LDC's system to the end-user's plant
gate, with the end-user retaining title.

Unlike Union and Consumers', ICG presently does
not provide load balancing for contract carriage
customers. Therefore, title 1is not an issue.
The end-user simply retains title and uses what-
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ever gas is delivered to the TCPL/LDC metering
station on its behalf. The end-user's nomina-
tions at Empress must be very closely matched
by its consumption.
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2,4 HISTORY OF GAS REGULATION

Ontario

When Ontario's gas industry was in its infancy,
all regulatory matters were under the jurisdic-
tion of the Minister of Public Works. The Gas
Inspection Act was enacted to ensure the safety
of works and the integrity of franchises.

In 1918, Ontario passed the first of a series
of Natural Gas Acts. These statutes initially
placed the entire natural gas industry under
the Jjurisdiction of the Ontario Railway and
Municipal Board (ORMB) . The Natural Gas
Advisory Board assisted the ORMB in regqulatory
matters,

The 1919 Natural Gas Act superceded the 1918 Act
and enshrined the government's right to super-
vigse all drilling. However, the 1919 Act did
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4.

.4.

4.

not provide the power to authorize rate adjust-
ments. Therefore, another Natural Gas Act was
passed in 1920 which empowered the Natural Gas
Commissioner to increase rates and to limit and
requliate the use of natural gas.

This Act was amended once more in 1921, At that
time, the contrecl and regulation of the produc-
tion, transmission, distribution and sale of
natural gas was placed under the Jjurisdiction
of the Minister of Mines. Natural gas companies
were removed from the jurisdiction of the ORMB.
The Natural Gas Referee took over in its stead,
and was empowered to fix rates. All administra-
tive responsibilities were transferred to the
Natural Gas Commissioner.

In 1923, the Referee was replaced by the Natural
Gas Board of Reference for a short period. In
1924, the Referee took over the rate-fixing

jurisdiction once more.

In 1954, the Ontario Fuel Board Act was passed,
which placed all regulatory matters pertaining
to natural gas under the Jjurisdiction of the
Ontarioc Fuel Board. 1In 1960, the Ontario Energy
Board Act was proclaimed and superseded the
Ontario Fuel Board Act. All rate control powers
transferred to the Ontario Energy Board.
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Federal

The concept of a national energy board emerged
from the recommendations of two Royal Commis-
sions that reported following the Pipeline
Debate of 1956, The pipeline controversy
centred around the emergence of the eastern
Canadian energy market and the western Canadian
0il and natural gas resources. Since the
western reserves were physically distant from
major Canadian markets, the Province of Alberta
sought markets in the United States. However,
the federal government was concerned that
adequate gas and oil pipeline links be estab-
lished with the eastern Canadian market.

In 1957, the Gordon Royal Commission on Canada's
economic prospects commented on the extent and
importance of Canada's energy resources. The
Commission recommended the development of a com-
prehensive energy policy and the formation of a
national energy authority to advise the govern-
ment on all matters connected with the long-term
energy requirements in Canada.

The Borden Royal Commission was also appointed
in 1957 to recommend the policies to best serve
the national interest regarding the export of
energy and energy resources. This Commigsion
was further asked to report on the regulation
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2.4.10

of prices or rates, the financial structure and
control of pipeline companies, and all other
matters concerning the efficient operation of
inter-provincial and international pipelines.
This last report contained extensive recommend-
ations regarding the formation of a "national
energy board". Legislaticon was introduced in
1959 and was enacted as the National Energy
Board Act.,

The overall purpose of the National Energy Board
Act was to consolidate government actions in the.
energy field. The National Energy Board (NEB)
was to recommend policy to the federal govern-
ment, and later implement the national energy
policy. The National Energy Board Act was
largely based on the the legislation it re-
placed: the Pipe Lines Act and the Exportation:
of Power and Fluids and Importation of Gas Act.
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2.5 INTER-PROVINCIAL AND INTERNATIONAIL NATURAL
GAS PIPELINE LINKS REGULATED BY THE
NATIONAL ENERGY BOARD

Short pipeline links within the jurisdiction of
the NEB, joining provincially regulated systems:
in adjacent provinces, and similarly between:
provincially regulated systems and systems in
the United States, are common. The extent of:
this practice is illustrated in Figure 18 from:
the 1987 Annual Report of the NEB (Appendix’
4.6).

Several pipeline 1links under NEB jurisdiction.
which connect Ontario with Quebec, and Ontario
with the United States of America, are as
follows:

Champion Pipeline Corporation Ltd. {(Champion)

Noranda

Champion owns a 98 kilometre pipeline connecting:
TCPL's pipeline at Earlton, Ontario to the local’
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distributor, Le Gaz Provincial du.Nord de Québec.
Ltée. (Le Gaz) in Noranda, Quebec.

Temiscaming

Champion owns a 1.98 km pipeline extending from:
the Town Border Station in Thorne, Ontario:
acrogs the Ottawa River to the facilities of’
the local distributor, Le Gaz, in Temiscaming,
Quebec¢. Northern and Central Gas, now known as
ICG, was the local distributor in Thorne at the
time of construction,

Both Champion and Le Gaz were wholly-owned sub-
gsidiaries of Northern and Central Gas Corpora-
tion Limited (Appendix 4.7).

Niagara Gas Transmission (Niagara)

Cornwall-Massena

Niagara owns and operates a 14 km transmission
pipeline from the take-off point on the TCPL.
gsystem near Cornwall, Ontario to the interna-
tional boundary where it interconnects with the
8t. Lawrence Gas Company, Inc. (8t. Lawrence),
an LDC in northern New York State. ICG is the
franchised distribution company which supplies}
local gas demand in Cornwall.
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2.5.7

Both Niagara and St. Lawrence are wholly-owned
subsidiaries of Consumers' (Appendix 4.8).

Ottawa—Hull

The short pipeline link between the high-water:
mark on each side of the Ottawa River 1is owned’
by Niagara and interconnects Consumers' system
in Ottawa with that of Gazifére de Hull de
Québec (Gazifére de Hull) in Hull.

Both Niagara and Gazifére de Hull are owned by
Consumers'.

Union — Panhandle Eastern Pipeline Compan Panhandle

Eastern)

2.5.10

In 1947, Union began receiving deliveries of
United States sourced gas from Panhandle Eastern.
through two NPS 12 pipelines constructed under:
the Detroit River. The two pipelines of about.
1 km in length from the Canada/United States.
border to Union‘'s Ojibway Meter Station near
Windsor are owned by Union, and were certifi-.
cated by the NEB under Section 95 of the NEB Act
in 1960. These lines connect the line owned by:
Union, extending from the 0Ojibway Meter Station-
to Union's Dawn Compressor Station in Sarnia:
(the Panhandle Line), and Panhandle Eastern's
network in the United States. Union's Panhandle:
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NOVAcorp

Line 1is wunder the Jjurisdiction of the OEB..
(Appendix 4.9)

International Pipelines Ltd. (NOVAcorp)

2.5.11

2.5.12

On June 27, 1988, the NEB announced its approval:
of the construction of the Canadian portion of

a pipeline to cross the Detroit River near Wind-

sor. The NOVAcorp pipeline will be 0.7 km long,

extending from Union's Ojibway Meter Station to

the Canada/United States border. The continuing

portion of this pipeline from the border into

the United States will be owned by Natiocnal

Steel Co;poration (National Steel).

The existing Canadian pipeline network, includ-
ing the facilities of TCPL and Union, will bhe
used to carry gas from western Canada to the:
proposed junction with the NOVAccrp line near
Windsor for direct delivery to National Steel's
plants at Ecorse and River Rouge, Michigan.

TCPL Dawn Extension

2.5.13

TCPL's Dawn Extension connects to the Great:
Lakes system at the Canada/United States border
near the middle of the St. Clair River near;
Sarnia and terminates at Union's Dawn Compressor-
Station. This existing system consists of 0.39
km of dual NPS 24 pipe under the river and!
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about 23 km of NPS 36 pipe from. the. river to.
Dawn. Pursuant to NEB Order No. XG-7-88, TCPL
ig now authorized to construct an additional
8.8 km of NPS 36 loop to be placed in service
on this system, by November 1, 1988, (Appendix
4.10)
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3. THE HEARING

3.1 THE _HEARING

In its Notice of Hearing dated May 20, 1988, the.
Board appeointed Thursday, June 16, 1988, as the:
first day of this hearing. In its Procedural
Order-1 dated May 20, 1988, the Board called for
all evidence, interrogatories and responses to-
interrogatories to be filed by June 13, 1988. '

By Notice of Motion dated June 6, 1988, TCPL
brought a motion before the Board requesting an
order that Union's Application was not within
the Board's jurlisdiction. The Board, with the-
consent of all parties present, deferred hearing:
the motion regarding Jjurisdiction wuntil the
conclusion of evidence.

Mr, Peter Gout, an owner of storage facilities
in Michigan, applied at the hearing for late
intervenor status. The Board denied Mr. Gout:
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full intervenor status because the substance of..
his intervention was the private litigation bet-
ween himself and Union which was already before
the Courts, and which was not relevant to the
matter before the Board. The Board allowed that
Mr. Gout could renew his application at a later
date 1if he could present additional evidence
relevant to this ©proceeding pertaining to:
Michigan storage. '

The hearing of evidence began on Thursday, June
16, 1988, and was completed on Monday, June 20,
1988. Oral argument from all parties, except:
Northridge Petroleum Inc. (Northridge), was]
pregsented on Wednesday, June 22, 1988. North—i
ridge was permitted to file written argument byj
Friday, June 24, 1988. Board Staff and Unioni
were granted the right to reply to argument by
July 1, 1988, but no replies were submitted.

Appearances

The following parties made appearances and
participated in the hearing:

Union Gas Limited B. Kellock, Q.C.
Counsel to Board Staff J. Campion

C-I-L Inc. P

. Jackson

The Consumers' Gas Atkinson

Company Ltd.

t
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Mr. Peter Gout

Northridge Petroleum
Marketing Inc.

St. Clair Pipelines

Limited

TransCanada PipeLines

Limited

Witnesses

The following witnesses

J. A, Giffen, Q.C.

P. Budd
G. Ferguson

S. Lederman
Murray

Francis, Q.C.
Schatz

gy

gave testimony during

the course of the hearing:

for Union -

(Panel 1)

P, D. Pastirik,
Manager, Financial
Studies, Union

A, F. Hassan,
Manager, Gas Supply
Logistics, Union

W, J. Cooper,
Senior Vice
President,
Marketing & Gas
Supply, Union

G. D. Black,
Manager, Storage &
Transportation
Services, Union

W. G. James,
Manager, Facilities
Planning, Union
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1.

for Union - (Panel 2) R. Bryant,
Manager, Pipeline
Engineering, Gas
Supply Engineering,
Union

P, 6. Prier,
Project Manager,
Ecological Services
for Planning Ltd.

for Northridge - D. W. Minion,
Chairman, Northridge

G. E. Ferguson,
Regional Manager,
Eastern Canada,
Northridge

for TCPL - A. A. Douloff,
Vice President,
Transgportation, TCPL

M. Feldman,
Manager, Facilities
Planning, TCPL

A, S. Cheung,

Senior Engineer,
Facilities Planning,
TCPL

A verbatim transcript of the proceedings,
together with a «copy of all exhibits is
retained in the Board files and is available to
the public.
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3.2 POST HEARING NOTICES AND PROCEEDINGS

TCPL's July 19, 1988, Notice of Motion

Subsequent to the close of the evidentiary phase
of the hearing and the receipt of all arguments,

TCPL submitted a Notice of Motion to the Board:
dated July 19, 1988, wherein it requested leave:
of the Board to receive additional evidence in-
these proceedings. TCPL specifically sought to

enter Transcript excerpts dated July 8, 1988,

and July 11, 1988, from another Board Hearing,

under Board File No. E.B.R.L.G. 32, dealing.
with the security of Ontario's gas supplies.

TCPL contended that these excerpts are relevant
to the issue of Jjurisdiction raised in the:
E.B.L.O. 226 hearing.,.

In its Notice of Motion, TCPL advised that the;
cited Transcript and an Affidavit of Jill:
Catherine Schatz, a solicitor in the Legali
Department of TCPL, sworn to on July 1%, 1988,
would be used at the hearing of the motion.
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The Affidavit by Ms Schatz, which was withdrawn.
upon consent, dealt with a Transcript relating
to an Application by Empire State Pipeline
(Empire) to the Public Service Commission of
the State of New York (NY PSC) for authorization
to construct and operate a natural gas pipeline
from Grand Island, New York to Syracuse, New
York (the Empire Pipeline). TCPL claimed the
Transcript was relevant to the E.B.L.O. 226
hearing, and was not available to TCPL prior to
the close of evidence and the making of its

argument on June 22, 1988,

By copies of its Notice of Motion, TCPL advised
all intervenors in the E.B.L.0O. 226 proceeding:
of its intentions.

The Reopened Hearing

3.2.

The Board issued a Notice of Hearing of Motion

to all active participants in the E.B.L.O. 226

proceeding on August 2, 1988, wherein Tuesday,

August 16, 1988, was set as the date on which:
it would hear TCPL's Motion (the Reopened-
Hearing). The Reopened Hearing was convened:
under Board File No. E.B.L.O. 226~A on August
16, 1988, and lasted 1 day.
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Appearances
3.2.5
The following parties made appearances and
participated in the Reopened Hearing:
TransCanada Pipelines J. Francis, Q.C.
Limited
Union Gas Limited J.D. Murphy
Counsel to Board Staff J. Campion
3.2.6
The results of the Reopened Hearing are pre-
sented in section 3.7 of this Decision.
3.2.7

A verbatim transcript of the proceedings in the
Reopened Hearing together with a copy of all
exhibits is retained in the Board files and 1is
available to the public.

TCPL's June Notice of Motion

After the conclusion of evidence and argument:
in these proceedings, TCPL submitted an undated|
Notice of Motion ({(the June Notice), seeking to.
have documents which were not available to TCPL .
prior to its making argument on June 22 and:
which TCPL <c¢laimed were relevant to the

jurisdictional issue raised in this proceeding..
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3.2.10

3.2.11

In its June Notice TCPL sought to have three
documents, referenced in an affidavit of Jill
Catherine Schatz sworn to on June 28, 1988;
entered 1into evidence: the application by
Fmpire to the NY PSC for authorization to
construct the Empire Pipeline, the prefiled.
testimony of W.J. Cooper of Union in support of
Empire's application, and a letter from the
said W.J. Cooper to Empire dated June 14, 1988,

TCPL's June Notice also sought to cross examine
W.J. Cooper with regard to the matters raised.
in the documents it proposed for filing.

In a letter of June 29, 1988, to the Board,
Mr. G.F. Leslie, Counsel for Union, stated that-
Union had no objection to the filing of the.
three documents which were the subject of
TCPL's June Notice. He further stated that the
clarification TCPL sought to obtain through its
cross examination of W.J. Cooper had been:
provided to Counsel for TCPL. In that letter.
Mr. Leslie went on to state that Mr. Francis
had told Union that under the circumstances he:
did not need to pursue the June Notice and had;
authorized Mr. Leslie to request that the Board:
dispose of the matter of the June Notice on thef
basis of Mr, Leslie's June 29 letter.
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3.2.12

3.2.13

3.2.14

On July 4, 1988 Mr. Francis wrote toe the Board
acknowledging Mr. Leslie's letter of June 29,
1988, and gave notice that he was discontinuing
TCPL's June Notice. In his July 4 1letter
Mr. Francis made the “suggestion" that Mr,
Leslie's June 29 letter and the three exhibits
referred to in the June Notice be marked as
exhibits.

On the basis of TCPL's discontinuing its
motion, the Board withdrew the three exhibits
which were the subject of the Notice, and the
J.C. Schatz affidavit of June 28 from the
Exhibit List.

Due to a clerical error, these documents had
been prematurely entered as Exhibit Nos. 21.2,
21.3, 21.4 and 21.5 in this proceeding. The
Board informed all parties of the withdrawal of
these exhibits by letter dated August 18, 1988
which enclosed the final corrected Exhibit List.

TCPL's Auqust 23 Notice of Motion

3.2.15

Thirty~two days after having made its argument:
in the main hearing, TCPL filed its fourth:
Notice of Motion in this ©proceeding dated.
August 23, 1988 {the August 23 Notice).
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3.2.16

3.2.17

3.2.18

TCPL's August 23 Notice was to regquest the
filing of the same three documents that were
the subject of its June Notice as described
above in paragraph 3.2.9.

In its August 23 Notice TCPL claimed that the
proposed £ilings were relevant to the
jurisdictional issue raised in this proceeding
in that they were claimed to clarify the
relationship between the Empire Pipeline
project and the proposed St. Clair - Bickford:
Line, The August 23 Notice also acknowledged:
the Board's having previously received as:
exhibits the Transcript excerpts which also:
dealt with the Empire Pipeline's relationship
to this proceeding and which were the subject:
of the Reopened Hearing on August 16, 1988, :

TCPL advised that 1t intended to use the.
affidavit of Jill Catherine Schatz sworn to on
June 28, 1988, and the affidavit of John:
Herbert Francis sworn to on August 22, 1988.
(which presented a chronological account of the;
events, and Mr. Francis' interpretation of!
these events, 1leading to the filing of the.
August 23 Notice) in the hearing of this latest:

motion.
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3.2,19

By copy of its August 23 Notice TCPL informed
all active parties to the E.B.L.O, 226
proceeding of its intentions.

The ex parte Decision Survey

3.2.21

3.2.22

On August 26, 1988 the Board, by electronic
written notice, informed all parties to the
E.B.L.O. 226 proceeding that it deemed the
prolonged nature of this proceeding to have
created a special c¢ircumstance warranting the
Board to invoke subsection 15(2) of the Act in
an effort to minimize the time, expense and
inconvenience to all parties when dealing with
TCPL's August 23 Notice.

The Board asked all parties to indicate if they
objected to the filing of the documents
proposed by TCPL in its August 23 Notice, and
if they objected to the Board deciding ex parte
to grant this motion. In its communique, the
Board stated that if no objections were
received by the close of business on August 29,
1988, the Board would issue a decision
accepting TCPL's motion.

/60



Filed: 2012-02-29
EB-2012-0048
Exhibit A2.1

DECISION WITH REASONS Attachment 2

3.2.23
The results of this survey of the parties, and
the Board's ex parte decision under Board File
No. E.B.L.O. 226-A are presented in section 3.7
of this Decision.
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3.3 NEED _FOR THE PROPOSED FACILITIES

Access to Michigan Storage

A prime purpose of the proposed facilities, as:
described by the Applicant, was to enable it to.
enter into arrangements with MichCon to access:
Michigan storage space in 1989, and meet Union's§
immediate storage regquirements for its domestic?
markets that, according to the Company, cannot’
otherwise be accommodated by developed storage:
in Ontario. l

Further, Union plans to integrate Michigan and.
Ontario storage facilities through the proposed.
connection of MichCon's Belle River Mills Com-:
pressor Station to Union's Dawn Compressor
Station. The proposed St. Clair-Bickford Line
would, according to Union, be a key component

of this integration plan.  Union argued thaté
such integrated storage <capabilities would:
yield additional flexibility for the Company:

/62



Filed: 2012-02-29
EB-2012-0048
Exhibit A2.1

DECISION WITH REASONS Attachment 2

and its transportation customers when they pur-.
chase United States gas.

Access to Alternate Gas Supplies

Union's witnesses identified a priority need to
diversify Union's gas supply services by meansf
of the proposed facilities which would increase:
access to additional storage facilities and.
potentially provide access to alternate supplies
of competitively priced gas from the United
States.

Deregulation of the gas industry was cited by:
Union as having created an environment in which
TCPL, and others will take advantage of their;
increased ability to export gas into markets in:
the United States. Consequently, according to:
Union, service on the TCPL/Great Lakes and NOVA:
systems can be expected to be more vulnerable:
to disruptions as firm capacity becomes fully
utilized. Interruptible service on these
systems was characterized by Unilon as already.
being constrained. Union c¢laimed it and the:
other Ontario LDCs could no longer afford to;
totally rely on the TCPL/Great Lakes and NOVA:
systems for essentially all their supply. !

The need for supply diversification was, there-.
fore, seen by Union to be essential, in order'
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for the LDCs to fulfill their mandate to provide.
a reliable supply of natural gas to Ontario

consumers.,

Enhanced Bargaining Position

Union argued that, based on its experience in.
the United States gas supply market through its:
interconnection with Panhandle Eastern, the-
proposed facilities would increase its access
to supplies of less expensive spot gas and
competitively priced firm gas from the United-
States.

Despite price deregulation, Union claimed it
has not been able to successfully negotiate-
fully market competitive gas prices under its:
existing €D and ACQ «contracts with TCPL.
Union's access to United States gas via its:
Panhandle Line has, however, according to the:
testimony of Union's witnesses, provided the:
leverage to negotiate discounts amounting to:
$15.9 million to date under its contracts with:
TCPL. However, Union claimed that its United.
States gas purchases via the Panhandle Line are.
limited, as recognized by the Board in its:
Reasons for Decision in E.B.R.O. 412-TII dated§
January 22, 1988,

Union expected that the increased ability to:
access and store spot and firm United States:
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Enhanced

gas, which the proposed facilities. would. pro-.
vide, will enhance its bargaining power when
negotiating the price of western Canadian
supplies. Union estimated that this enhanced
bargaining power would result in gas cost
savings of at least $10 million per year for
its sales customers.

Security of Supply

3.3.10

Improved security o¢f gupply was another of
Union's significant objectives. Increasing
capacity constraints on the NOVA, Great Lakes
and TCPL delivery systems were claimed by Uniocon:
to be responsible for the deliverability prob-.
lems experienced in January, 1988, and TCPL's:
unexpected reduction in the interruptible
service available to Ontario LDCs.

Union expects that its security of supply will
be improved by having increased access to the
broader United States gas reserves base, and
transportation alternatives. Also, the pro-
posed pipeline interconnection with MichCon's
Belle River Mills storage system was seen by
Union as a way to further enhance its security
of supply. Evidence was submitted by Union
that it is currently negotiating a gas exchange
agreement with MichCon for this purpose.
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Positions of Other Parties

ICPL

3.3.11
TCPL acknowledged the value of Union's goals.
However, TCPL did not agree with the means by
which Union proposes to achieve these goals. .
TCPL's alternative to Union’'s proposed facil-
ities is addressed 1in section 3.6 of this-
Decision.
Consumers'

3.3.12
Consumers' main concern was security of supply.
Its position was that the existing delivery:
system is "too tight". It viewed the proposed.
facilities as a project which will enhance the;
deliverability of gas from a more diversified:
supply. |
Northridge

3.3.13

Northridge supported Union's objective. Its .
position was that the proposed facilities, when.
linked through the facilities of St. Clair Pipe--
lines to MichCon, would benefit both suppliersé
and purchasers of natural gas. The ability to:
access gas supplies and storage from an expanded:
number of sources would, according to North—?
ridge, improve the c¢limate of competition in.
the natural gas marketplace. Northridge argued’
that:
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3.3.14

3.3.15

3.3.16

A substantial segment of the present
Ontario gas market has not yet enjoyed the
benefits of deregulation due to the lack
of available supply alternatives, that is,
lack of effective competition. Potential
suppliers and customers have also been
prevented from realizing these benefits
because accegss to monopoly pipelines is
frequently limited or restricted by
government regulations.

Access to alternate gas supply Sources
through the proposed Union facilities,
should provide that sort of competition in
the Ontaric gas market. The proposed
facilities will also improve the operating
flexibility of Union and other parties,
such as Northridge ands/or end-users, by
providing alternative supply capabilities
and 1increased access to storage. These
advantages, which should be available to
all purchasers or potential purchasers on
a non-discriminatory basis, will enhance
Ontario's security of supply and provide
opportunities to minimize transportation
and supply costs.

C-I-L Inc. (CIT

CIL took no position on whether the proposed
facilities should, or should not, be built,
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Board Staff

3.3.17
Board Staff held that, subject to economic
feagibility, Union has proven a need for the:
proposed facilities, at least in the short run.

3.3.18
On the basis of Union's evidence that it could:
supply its long-term storage requirements from§
facilities in Ontario, Board Staff concluded
that a short-term need for 2 Bcf of incremental
storage was not sufficient reason for the Beard
to grant this Application.

3.3.19
Similarly, Board Staff did not endorse Union's:
argument regarding enhanced security of supply!
since, according to Board Staff, there was no:
compelling evidence that the existing deliveryg
system, including Alberta gas producers, would:
have any difficulty in meeting the 1ong—term§
needs of Ontario gas customers. '

3.3.20
However, Board 8Staff agreed that the proposed:
project would yield potential savings on Union's
discretionary gas purchases and increase the:
Company's negotiating leverage when bargaining
with TCPL and WGML.

Board Findings

3.3.21
Numerous previous public proceedings before this.
Board and the NEB have already established that
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TCPL's existing delivery system i1s "tight", and
that Union's storage facilities are near capa-

city.
3.3.22
During the recent hearing of TCPL's 1988 and
1989 Facilities Application before the National
Energy Board {(Order No., GH-2-87), TCPL's evid-
ence indicated that excess capacity on its
system will be greatly reduced, starting in
1988, Previous excess capacity permitted the
LDCs in eastern Canada to meet their require-
ments, partly through discretionary purchases.
3.3.23

In this Board's Report to the Lieutenant Gover-
nor, dated May 2, 1988, under Board File No.
E.B.O. 147, on the matter of an application by
Tecumseh for a regulation designating the Dow
Moore 3-21-XII Pool as a gas storage area, the
implications of this tightened supply situation
became apparent:

Correspondence between Consumers' Gas
and TCPL filed in evidence indicates
that there is no spare capacity avail-
able, i.e. no peaking service (PS) or
temporary winter service (TWS) and only
limited interruptible service (IS).

... the development of additional stor-
age 1s essential for the satisfactory
operation of the system, assuming that
incremental firm service volumes are
available, The purpose of contracting
(storage capacity) with Tecumseh is to
ahsorb the summer season surplus
through injections to storage in order
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to supply the winter deficiency through
withdrawals from storage.
3.3.24

The above scenario was limited to the existing
TCPL delivery system which is currently the
only significant delivery service to eastern
Canada. Hence, the emphasis 1s on storage.
There is an obvious need for increased access
to diversified supply services in order to
enhance the deliverability of gas to Union, the
other LDCs and their customers.

3.3.25
Reinforcement of gas supply to Union for sales
within Union's franchised municipalities,
including the Sarnia industrial area, and to.
Union's storage and transportation customers
(including Consumers' and GMi, and their mega-
lopolitan service areas), requires access to
alternative sources of supply.

3.3.26
Storage continues to be extremely important.
Storage can provide Union with additional
flexibility in its exercise of the various
purchase options that can be made available by
the proposed facilities and their upstream
interconnections.

3.3.27
The Board finds that there is a need for the:
Ontario gas market to receive the benefits that
can flow from the competition that enhanced gas

supply alternatives will generate. The Board-
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3.3.28

3.3.29

finds that the proposed facilities will contrib-
ute to a more conpetitive and open gas supply
market, wherein both Union and its storage and
transportation customers will have increased
bargaining power, purchasing options, flexibil-
ity and strengthened back-up supplies. This is
consistent with the public interest criterion
of providing reliable service to the Ontario
consumer at the lowest possible cost.

The Board finds that Union's proposal will
enhance security of supply, system reliability
and system flexibility. Supply to both the
Sarnia industrial area and major gas markets
elsewhere in southern and eastern Ontarioc will
be reinforced as a result of the proposed facil-
ities and their link with Union's Dawn-Trafalgar
transmigsion system.

The Board, therefore, finds that the proposed
facilities will £fill a need 1in the public
interest.
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3.4 ROUTE, CONSTRUCTION, LANDOWNER AND
ENVIRONMENTAL IMPACTS

Positions of the Parties
Union

Union changed its prefiled route alignment, to
locate the pipeline adjacent to the south side
of the road allowance on Moore Rcad No. 2, from
the western extremity of Lot 12, Front Conces-
sion to the eastern half of Lot 26, Concession
iT1. The realignment 1is entirely within lands
owned by M. Ladney and C. A. Apcynski who re-
quested the relocation of the pipeline to the
land which is =zoned industrial. The previous
location was not compatible with the landown-
ers' plans for future industrial development in
this area.

Union also agreed to comply with the recommend-
ations set out in a letter from the Ministry of
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4.

.4.

.4,

4.

Consumer and Commercial Relations, dated June
10, 1988, concerning the proximity of the
proposed pipeline to two houses on Lot 27, Con-
cession II.

With respect to the siting of the Sarnia Indus-
trial Line Station, Union's witness explained
that the proposed location was based on road
accessibility, suitability of the terrain and
landowner consent,

A comparison of the component costs of Union's
NPS 24 Kirkwall Line (EBLO 218/219) and the
proposed pipeline was made by Union's witness.

Union confirmed that it used Class 2 location
design factors becausge the area is a designated
industrial ‘zone, and future developmeht would
cause the area to be reclassified from its
present Class 1 location. Mr. Ladney's possible
construction of a plastics plant was cited as

an example of future development.

Union explained that the environmental assess-
ment study filed in this hearing will be part
of the construction contract, and its mitigation
recommendations will therefore be imposed on
the pipeline contractor.
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3.4.7

3.4.10

ICPL

TCPL claimed that its alternative is environ-
mentally superior to Union's proposal because

it does not regquire a new utility corridor.

TCPL argued that no leave to construct order
should be issued by the Board until all neces-
sary regulatory approvals have been granted,
including all necessary import and export
approvals. Union countered that the amended
negotiated condition described below is suffi-
cient and that some judgments must be 1left to
the utility's management.

Board Staff

Conditions of Approval (Appendix 4.11) were
introduced by Board Staff during the hearing.
These conditions address construction, monitor-
ing and reporting requirements and were accepted
by Union. As originally filed and agreed to by
Union, these conditions called for the leave to
construct to expire on December 31, 1988.

One further condition of approval, which was
proposed by Board Staff for addition to any
order or approval that the Board may decide to
grant, was agreed to by Union's Counsel:
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The Beard's approval for the construc-
tion of the 8St. Clair to Bickford
transmission 1line proposed by Union
Gas Limited is contingent upon 8t.
Clair Pipelines Limited and Michigan
Consolidated Gas Company receiving all
the regulatory approvals necessary to
construct the pipelines from the 8St.
Clair Valve Station to MichCon's Com-
pressor Station at Belle River Mills,
Michigan, in order to complete the
connection to the storage facilities
situated in the State of Michigan, one
of the United States of America.

Copies of the approvals issued by FERC,
or whatever approvals may be necessary
in the United States, the Michigan
Public Service Commission and the
National Energy Board shall be filed
with the Board prior to the commence-
ment of construction of the St. Clair
—~ Bickford transmission line,
3.4.11

Union later suggested that the first 1line 1in
paragraph two should read "Copies of the approv-
als issued by or through FERC, the Michigan

U This wording was proposed in order to
accommodate the issuance of a Presidential
permit which is required to make the
international connection, and would be

processed through FERC,

Board Findings

3.4.12
The Board finds that Union has been diligent in
addressing landowner and environmental concerns
in its final route selection, and has properly
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.13

.14

.15

.16

.17

sought to mitigate these concerns through con-
sultation and negotiation.

The selection of Class 2 location pipe is found
by the Board to be prudent, given the potential
for industrial development along the pipeline
route during the 1ifetime of the line.

The Board notes that the Applicant's environ-
mental assessment studies for the pipeline
routes were 1in accordance with the Board's
guidelines, and were reviewed and approved by
the Ontario Pipeline Coordination Committee.

The Board notes that the route selection was
responsive to revisions initiated by concerned
landowners prior te the hearing and, therefore,
no landowners found it necessary to object.

The Board finds the revised route proposal to
be appropriate. The fact that the alternative
proposed by TCPL does not require a new pipeline
corridor is recognized but is considered insuf-

ficient grounds for rejecting Union's proposal.

The Board finds that the construction costs are
consistent with those of other current pipeline
projects of equivalent pipe size.
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3.4.18

3.4.19

3.4.20

3.4.21

The Board approves the form of the Agreement
for Land Use filed by the Applicant.

The Board finds that leave to c¢onstruct shall
be conditional on the initial requirements
proposed by Board Staff and agreed to by Union,
However, given that these proceedings have now
been protracted, the Board finds that it 1is no
longer reasonable to condition its approval to
the original, agreed upon, expiry date. The
Board, therefore, now specifies that its leave
to construct shall expire on December 31, 1989,
These conditions as filed, and amended regarding
the expiry date, are presented in Appendix 4.11
to this Decision.

The Board finds the additional condition regard-
ing regulatory approval, agreed to by Counsels
to Board Staff and for Union, and subsequently
revised by Union, is appropriate and shall also
be included as a condition of approval. This
condition is presented in Appendix 4.12 to this
Decision.

The Board finds that the recommendations set
out in the letter from the Ministry of Consumer
and Commercial Relations, dated June 10, 1988,
and accepted by Union, &are appropriate and
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3.4.22

3.4.23

shall also - be - included -- as --conditions of
approval. ‘These conditions are presented in
Appendix 4.13 to this Decision.

The Board finds that the granting of a leave to
construct order does not need to be conditioned
upon the prior granting of all necessary import
and export approvals, as recommended by TCPL.
However, as noted earlier, the Board directs
Union to file copies o0f all requisite regula-
tory approvals prior to commencing construction.

The Board, therefore, finds that, in complying
with the conditions as defined in Appendices
4.11, 4.12 and 4.13, Union will have dealt with
environmental and landowner concerns and the
public interest in a responsible and acceptable
manner.
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3.5 ECONOMIC FEASTIBITLITY

Positions of the Parties

Union

In its economic justification for this project

posting $9,352,000, Union estimated savings of
$2.5 million in both 1988 and 1989 as a result

of purchases of United States spot gas and
$750,000 in each year due to purchases of United
States firm gas. Union forecast an ongoing
annual $10 million savings to be achieved as a
result of increased negotiating leverage when
bargaining with TCPL. The expected total sav-
ings were specified by Union to be $13,250,000
in each of 1988 and 1989,

Union identified various costs to be deducted
from these potential savings, such as the costs
of transportation by St. Clair Pipelines,
Ontario Hydro lease payments, municipal, éapital
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and current. income taxes... The.net _cash. flow,
after deducting these expenses, was claimed by
the Applicant to be $7,546,600 in 1988 and
$7,700,197 in 1989.

The capital cash flow was projected by Union to
be $8,745,859 in 1988 and $6,401 in 1989. Union
then calculated the accumulated net present
values of the net cash flow and capital streams
'as vielding a profitability index of .816 in
1988 and 1.559 in 1989.

TCPL

In its direct evidence, TCPL submitted data
comparing the annual cost of transporting 200
MMcf/d of firm or interruptible gas, at differ-
ent load factors, from the St. Clair River to
Dawn on TCPL's Dawn Extension with the annual
fizxed and operating costs of the St. Clair-Bick-
ford Line, exclusive of any transportation costs
to be imposed by 8St. Clair Pipelines. The
claimed savings in favor of the TCPL option,
under various load factors and combinations of
firm and interruptible service, ranged from
$941,000 to $1,716,000 per annum. This evidence
showed, according to TCPL, that it can offer
the transportation service Union is seeking at
a lower cost, and without duplicating facili-
ties. The substance of TCPL's alternative
proposal is dealt with in section 3.6 of this
Decision.
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3.5.5

3.5.7

Consumers' had no specific submissions on this
topic.

Northridge

fNorthridge submitted that, with improved access
;to United States supplies of gas, Union and
others should be in a stronger bargaining posi—:
tion with WGML. American gas supplies were
tlaimed to be at least as competitive as
Canadian supplies, and to be "highly available”.
Notwithstanding that United §States producers
are generally -less willing than Canadian pro-
ducers to contract for 10 to 20 year supplies
of gas, long-term American supplies are, accord-
'ing to Northridge's experience, available. Both
Union and Northridge gave evidence that suffi-

{cient United States spot and firm gas are

available to support Union's claims of economic
advantages. Northridge submitted that the'
Union proposal is the least expensive alterna-
tive in a generic sense and, on the evidence,
the cost of the facilities appears to be
recoverable within two years.

The Union proposal will, according to North-
ridge, provide significant additional firm
pipeline capacity for the Ontario market at
minimal cost. Therefore, Northridge suﬁmitted_
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that it is a - relatively  inexpensive..proposal,
which will be paid for quickly, and result in
substantial gains to Ontario consumers, .
utilities and other market participants. In
addition, because the facilities will influence
a trend to more competitive gas prices for end-
users and distributors in Ontario, there should
be further benefits to the provincial economy.

Boar ff

Board Staff accepted that the existence of the
United States gas alternative would result in
some level of negotiated savings to the Company.

Board Staff did not accept the $10 million per
year savings forecast which Union claimed to be
-a conservative estimate. Board sStaff cited
‘Union's admission that, in order to achieve the
$10 million forecast, it would have to be pre-~
pared to acquire 52 Bcf of United States gas to
displace TCPL/WGML supplies at the projected
level of savings. This amount of displacement
seemed particularly large to Board Staff, and
not justifiable in spite of the testimony of
Union's and Northridge's witnesses that such
volumes would be available from the United
States at competitive market prices.

3.5.10
Board Staff further questioned Union's attempt
to justify its claimed $10 million savings,
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ment 2

3.5.11

3.5.12

based on-a comparison of its proposed negotiated
Savings with the savings obtained in 1987 under
TCPL's "Summer Incentive CMP" discount program,

Board Staff submitted that this was not a useful

comparison since other utilities obtained simi--

lar discount relief from TCPL, without having

-access to Union's Panhandle system and American

gas.

Board Staff concluded that, while some amount of
negotiated savings will be realized, the exact
amount cannot be easily determined. Board Staff
estimated that, without negotiated savings,:
economic feasibility would be attained over six
years as demonstrated in Union's response to

Board Staff interrogatory No. 41, wherein itj

projected the savings to be obtained from United
States spot and firm discretionary supplies over;
that period. ~Board Staff acknowledged that

there were additional unquantifiable benefits
that would result from enhanced security of

supply, short-term access to storage and other

‘long-term benefits, and that these would be

additive to the savings generated by purchasing
discretionary supplies from the United States.

Union's Reply
In addressing the credibility of its initial

$10 million negotiated savings per year fore-
cast, Union presented a chart which, in its
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submission, .established . that estimated. savings
of $11 million in commodity and transportation-
demand charges payable to TCPL would be real-
ized. Union acknowledged that TCPL demand
charges are payable whether firm gas is taken
from TCPL, or displaced by gas from United
States sources.

Board Findings

3.5.13

The Board finds Union's conclusions regarding
its estimated savings of $10 or $11 million due
to improved negotiating leverage to be somewhat
tenuous and less than fully substantiated. The
leverage that access to United States supplies
can provide 1is accepted, but it 1is difficult:
for this Board to quantify the level of savings
that will result.

3.5.14
‘The Board notes that no evidence was presented
to dispute the operating and capital costs
submitted by Union.

3.5.15
In spite of the observed weaknesses in Union's
estimates, the Board notes that the savings
expected to result from United States spot and
firm discretionary gas purchases can reasonably
be expected to exceed the costs to be incurred
within six years. Thus, the Board finds that
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Union's .proposal.  is.economically feasible since
the profitability index will likely be accept-
able over six years, and will certainly meet
the Board's criterion over the lifetime of the
project.
3.5.16

The Board finds Union's proposed project to be
in the public interest on the basis of the
Company's Stage 1 analysis as prescribed by the
Board. The Board concurs with Union that quan-
tification of 8Stages 2 and 3 benefits 1is,
therefore, unnecessary.
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3.6 TCPL_ALTERNATIVE

Description

TCPL described its existing Dawn Extension as
extending from an interconnection with Great
Lakes, at the international border near the
middle of the St. Clair River near Sarnia, to
an interconnection with Union's transmission
line at Dawn. The existing system consists of
0.39 km of dual NPS 24 river crossing pipe,
23.34 km of NPS 36 pipe to TCPL's Dawn Sales
Meter Station and 0.81 km each of NPS 36 and
NPS 20 loop to Union's Dawn Compressor Station,

TCPL confirmed that it recently was authorized
by the NEB to construct 8.8 km of NPS 36 loop
which is expected to be in service by November
1, 1988. TCPL claimed that it c¢ould provide
200 MMcfrsd of firm transportation service by |
extending this loop with an additional :5.8 km
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of NPS 36 pipe, and installing additional.meter-
ing facilities at Dawn, for a total capital cost
of $6.1 million. About 100 MMcf/d of interrupt-
ible capacity would then also be available on
the Dawn Extension. TCPL submitted that no new
éasements would be required to construct this
additional loop. If the entire service were to
be provided on an interruptible basis, TCPL
hdvised that no additional facilities would be
required on its Dawn Extension.

Positions of the Parties

TCPL

3.6.3
TCPL submitted that its alternative would
eliminace the need to construct Union's pro-
posed St. Clair Valve S8Site, the Sarnia Indu-,
strial Line Station and the NPS 24 pipeline
from the St. Clair Valve Site to the Bickford
Storage Pool, as well as the need for a new
utility corridor.

3.6.4

In addition to matching Union's projected gas
cost savings, TCPL claimed that its alternative
proposal would result in transportation cost
savings to Union and other Ontario LDCs ranging
from $790,000 to over $1.7 million per year,
under various assumed load factors and types of
service. TCPL asserted that its alternative
can provide the same benefits that Unioﬂ.indiu
'cated would result from its proposal.
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3.6.7

During cross—examination, TCPL's witnesses .
acknowledged that the Dawn Extension is used to
import gas flowing eastward on the Great Lakes
:system. Therefore, the ability to move gas
westward from storage in Ontario to storage in
Hichigan would be achieved by displacement.
rather than by reverse flows. TCPL also con-
ceded that Union would have less supply flexi-.
bility under the TCPL alternative because TCPL
would not carry United States gas when this
would cause WGML's gas to be displaced, since
it could not do so under its current TOPGAS
contractual commitments.

nion

Union's position was that TCPL's alternative is
not a credible option. Union stated that Great

Lakes has shown no interest in allowing it to

move gas back and forth between Belle River
Mills and Dawn. The fact that TCPL will not
carry self-displacement gas, in Union's view,
further renders the Great Lakes/TCPL system
useless as a bargaining tool, or as a method of
accessing alternative, less expensive, United
States gas supplies.

Union stressed the importance of its ability to
obtain advantageous alternative supplies of
gas, even 1f self-displacement 1is inéolved.
The TCPL alternative was not acceptable to
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Union because--its ability  to-negotiate.savings.
is dependent upon Union having access to altern-
‘ative supplies of gas, even when allowances
must be made for unabsorbed demand charges.

Further, Union was convinced that, in the
:absence of enhanced supply alternatives, Union
would have no leverage 1in current or future
;negotiations with TCPL, and that it would be
:forced to accept terms set forth by TCPL. Union;
was not comforted by the occasional availability
'of discounts under TCPL's interruptible service. .

Consumers®' supported Union's Application and
did not address TCPL's alternative. ;

Northridge
3.6.10

Northridge argued that the TCPL alternative
would not provide Union or others with the
competitive edge that would result from Union's
ability to own and control the facilities.
Northridge supported Union's c¢laim that the
;TCPL alternative would not be a feasible
alternative because TCPL would refuse to trans-
port any gas identified by TCPL as self-dis-
placement gas. Northridge related that its
negotiations with Great Lakes for transporta-
tion space to move Alberta gas have been iengthy
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and difficult. . . Northridge ..submitted . that
Union's proposal would provide the best option
to redress existing competitive and capacity
constraints, and would yield the greatest
assurance of real benefits to Ontario.
3.6.11

Northridge claimed that the facilities proposed
by Union would be justified by the negotiating
leverage they would provide. If a pipeline
icrossing the St. Clair River were not to be
built by a distribution company, such as Union,
then Northridge stated it is prepared to build
such a pipeline itself., ©Northridge submitted
:that it had already initiated pre-application
.studies for a river c¢rossing pipeline, but
abandoned these when Union came forward with
its proposal. '

. CIL
3.6.12
CIL did not address TCPL's alternative.

Board Staff

3.6.13 ‘ _
Board Staff's position was that the TCPL altern-
Eative will provide Union with 1less control,
access, volume flow and ability to access stor-
age in Michigan than will the Union proposal.
.Despite TCPL's intention to supply Union by
means of its proposed alternative, Board Staff
was concerned that TCPL's conflicting obliga-
tions to its corporate affiliate, WGML, would
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3.6.14

cause it to -deny .the - transmission .of. .. .altern-
ative supplies to Ontario consumers.

Board Staff submitted that the leverage which
Union might obtain when negotiating prices with
TCPL and WGML will not be available if the TCPL
alternative is the only option available to
Union.

Board Findings

3.6.15

3.6.16

3.6.17

The Board finds that the TCPL alternative would
not provide the interconnection with MichCon,
or facilitate the various arrangements envis-
‘aged in the Union proposal, particularly with
regard to the integration of Ontario and
ﬁichigan storage, since the Dawn Extension
would be restricted to only the easterly
movement of gas.

The Board finds that extending the looping of}
the Dawn Ezxtension, together with the other
elements comprising the TCPL alternative, does
not enhance security of supply since it is not
an independent pipeline with access to diver-
sified sources of gas supply.

The Board notes that TCPL's TOPGAS obligation
and its resultant inability to transport. self-
displacement gas will not allow Union to achieve
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3.6.18

3.6.19

3.6.20

3.6.21

its supply diversification~objectivermwThe-Board
further finds that the TCPL alternative will
not provide Union the ability to access Michigan
storage and consequently will deny Union the
ability to take advantage of the benefits of
such storage.

The TCPL alternative will not improve Union's
negotiating leverage since it largely elimin-
ates the alternative of competitively priced
United States gas supplies. The competitive
reality of delivery facilities owned and
directly controlled by Union and its affiliates
would also be absent under TCPL's alternative.

The Board finds that the TCPL alternative will
place operational control in the hands of
Union's sole major supplier, and that it thus
lacks the flexibility and independence of
control that is inherent in Union's proposal.

While the Board accepts that the TCPL altern-
ative eliminates the need for a new utility
corridor, the Board considers this to be only
of marginal benefit.

The Board accepts TCPL's uncontested evidence
that the total estimated capital cost of an
additional loop on its Dawn Extension, plus
metering facilities at Dawn, would be $6.1
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3.6.22

million,mwandmmbewmmore~mattractivemmthanmwthe
estimated $9.35 million cost cited for Union's
broposed facilities, all other things being
equal.

The Board is not satisfied that the economic
advantage claimed by TCPL will outweigh the
opportunities that will be 1lost to Union and
its customers by having the TCPL alternative as
Union's only option. The Board, therefore,
finds the TCPL alternative proposal to be defi-
cient as a means to meet the needs which have
been found as fact. The Board therefore rejects
the TCPL alternative.
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3.7 RESULTS OF POST HEARING NOTICES AND
PROCEEDINGS

The Reopened Hearing

3'7.1
None of the parties to the E.B.L.O. 226 proceed-
ing objected to TCPL's motion which was the
subject of the Reopened Hearing.

Board Findings

3.7.2

The Board has reluctantly agreed to permit TCPL
to file excerpts from Transcript pages 461 to
465 (inclusive), pages 586 to 590 (inclusive)
and pages 607 to 611 (inclusive) obtained in
another hearing before a differently consti-
tuted panel of this Board (E.B.R.L.G. 32), The
evidence contained in the filed Transcript
pages was available and could have been adduced
when this matter first came before this Board.
This evidence has been reviewed by the Board
and given little weight.
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The Board has no hesitation in observing that
the Empire State project 1is not a certainty,
and in the Board's view, its imminence or lack
of imminence does not detract from the fact
that the Board believes that the pipeline
applied for is a wise venture for Union to
ﬁndertake, even if no Empire State project 1is
ever realized. The Board noted, during the
hearing of the motion, the recent decision of

the Federal Court of Appeal, (The Minigter of

Employment and Immigration and the A.-G, Canada
v. Harvinder Singh Sethi (unreported) June 20,
1988 Ct. File No. A-493-88), in which the Court

commented upon the uncertainty of legislation
gulminating in reality. The Board finds much
truth in that decision, which is equally
applicable to the uncertainty of the realiza-
tion of the Empire State project. Before the
Empire 8State Project c¢an become a reality,
approvals must be obtained from the New York
State Public Service Commission, the New York
State Power Authority, the (U.8.) Federal
Energy Regulatory Commission, the (Canadian)
National Energy Board and very 1likely this
Board as well, HNone of these approvals are as
yet in hand and many have yet to be applied
for. The Board has, therefore, concluded that
emense uncertainty surrounds the future of the
Empire Pipeline project.
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It is the Board's view that the Board's cost of
hearing the TCPL motion should be paid by TCPL,
after being fixed by the Board's Assessing
Officer. The Board's decision is based upon
the proposition that, if TCPL had been better
prepared, the information could have Dbeen
obtained before the conclusion of evidence and
argument in the main case. In addition, the
Board finds that the evidence was not of
assistance to the Board in ©reaching its

decision on the issue of jurisdicition.

The Board's ex parte Decision

None of the parties to the E.B.L.O. 226
proceeding objected to TCPL's August 23 Notice,
or to the Board's granting TCPL's motion by an
ex parte decision.

Board ¥indings

3.7.6

The Board notes that there were no objections
to the filings proposed by TCPL. The Board
further notes that the subject matter of the
proposed filings bears some relationship to the
matter now before this Board. However, the
Board also notes that, in light of the quantity
of evidence already on the record regarding the
Empire ©Pipeline project, and the Board's
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findings in the Reopened..Hearing,..the proposed
documents do not contribute to the Board's
understanding of the matter of Union's
Applicatioen or the jurisdictional issues that
have arisen therefrom.

While the Board is inclined to dismiss TCPL's
motion, it will reluctantly allow the filing of
the three documents proposed by TCPL if only to‘
hssure that all parties have been unencumbered
in their efforts to structure a record

supportive of their positions.

In allowing this motion the Board reiterates

its position that there must be some finality

to the conclusion of a proceeding. The Board
is satisfied that the record with regard to

Union's proposed project and the jurisdictional

issues associated therewith is sufficiently

complete for the purpose of this proceeding.
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3.8 JURISDICTION

TCPL's Motion

3.8.1:

Counsel for TCPL made a motion to the Board at
the outset of the hearing for an Order declaring
‘that the subject matter of Union's Application
'was "not within the jurisdiction of the Ontario.
jEnergy Board"”, but rather was "within the exclu-
‘sive jurisdiction of the National Energy Board"
:(Appendix 4.14). The grounds for this motion
fwere that the proposed pipeline fell within
‘federal and not provincial Jjurisdiction, and
that the project was a "pipeline" within the
definition as set out in Section 2 of the
National Energy Board Act R.S.C. N-6, as amended
{the NEB Act).

The hearing of this motion was deferred until
‘all the evidence had been heard. This was
acceptable to all the parties. The jurisdic-
tional arguments that follow concluded the
‘hearing.
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. Positions of the Parties -
TCPL

‘Counsel for TCPL argued that the proposed
pipeline is part of a larger undertaking that
‘goes beyond Ontario and Union's primary goals
to access storage and alternate supply. Ini
fsupport of this argument, and its conclusion
:that the proposed pipeline is a work or under—g
taking within the jurisdiction of the NEB, he
asserted that: :

%(a) the Ontario gas customer will be drawn
into .a :‘North American network of supply
and transportation because of Union's
corporate affiliation with the Empire
State Project in the State of New York,
and Union's contemplated use of the pro—;
posed pipeline and its interconnections in'
the long run to market gas in Michigan and
the Northeastern United States; '

‘(b) Union's corporate partnership with ANR
will provide access to gas from the State
of Louisiana and the United States Gulf
Coast Area;

(c) although the physical work proposed by
Union is within Ontario, the agreements
and use of facilities outside Ontario
extend the undertakings beyond Ontario;
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(@) .Union _wants..to. create .a. pool combining
storage in Ontario and Michigan and to
attract pipelines to it, thereby establish-
ing a trading centre from which Union
could offer a portfolio of storage and
transportation services to United States
customers;

i(e) St. Clair Pipelines was incorporated at the'

last minute solely for legal and jurisdic-
tional reasons; :

(f) the entire interconnected system from Belle

River Mills to the Bickford Pool will be
controlled by MichCon when gas is flowing
west, making it an international facility
in the context of North American trading;
and ‘

{(g) it may not be in the public and national

interests for the OEB to be asked to
approve an interconnection between storage
facilities in Ontario and Michigan.

‘Counsel for TCPL made the following citations
-and conclusions drawn therefrom:

1. Re Westspur Pipeline Co, Gathering System
(1958), C.R.T.C. 158 (Bd. of Transport

Commissioners).
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..(a). Physical..connection. alone does .not
make the proposed pipeline a part of
an inter-provincial/international
system,

{b) Ownership does not determine the
character of a system. Despite the
fact that 8t. Clair Pipelines has
made application to the NEB for the
river crossing, Union is still
involved in an international under-
taking.

{c) Operation of the proposed pipeline
will be. under the control of a
Michigan corporation.

(d) The proposed pipeline cannot be
limited to a local segment. It musti
be viewed as a part of the larger
undertaking regardless of the way in
which title is held.

2. Alber vernment Telephon v R.T.C.

‘ et al. (1985), 15 D.L.R. (4th)515; [1985]
2 F.C. 472; 17 Admin. L.R. 149 (F.C.T.D.);
(1985) 24 D.L.R. (4th) 608; [1986] 2 F.C.
179; 17 Admin. L.R. 190 (F.C.A.)

The fact that Union proposes to stop its
legal title near the shore of the river
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3.8.10

-—-does -not -mean that its proposal-is-not part
of an undertaking extending beyond the
province. Beyond the interconnection there
is no functional distinction because the
continuing line becomes part of a system
controlled by a utility outside Ontario.

3. International rotherh f El rical

: Workers and W 0 Transmission Compan
Ltd,, Report of Canadian Labour Relations
Board, April 1974.

The assumption that an operation is prim-
arily intra-provincial is only wvalid if
the focus is on the source and the initial
delivery point of gas. However, it was
clear to TCPL that the proposed pipeline
is not 1limited to an intra-provincial,
operation but is central to an extended
operation envisaged in a larger plan.

nion

Counsel for Union emphasized that the only
existing legislation which has anything to do
with the constitutional argument is the NEB Act
which has only one provision which is of any
relevance to the OEB in this case, and that is
its definition of a pipeline in Section 2:
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~Pipeline means a line for the trans- .
mission of gas or o0il connecting a
province with any other or others of
the provinces or extending beyond the
limits of a province.
3.8.11

He observed that the language above tracks
closely the language of Section 92 (10)(a) of
the Constitution Act, 1867, which is an excep—'
tion to provincial jurisdiction. '
3.8.12

He referred to the Decision of the Federal Court
of Appeal In the Matter of a reference by the
National Ener Boar rsuan section

he Federal rt Act, [1987] F.C.J.
No. 1060, Ct. File No. A-472-87, November, 1987,
(F.C.A.), (the bypass case). He claimed that in
this case there is a distinction between works
‘and undertakings, stating that works are
physical things and undertakings are arrange-
iments that make use of works. He argued that
‘the NEB Act focuses only on works. |

3.8.13

He submitted that unless the proposed pipeline,
located entirely in Ontario, is a work which
will connect Ontarioc to another province or
‘country, it is not a pipeline within the meaning
of the NEB Act and does not fall within NEB

Jurisdiction.

3.8.14
He emphasized that the proposed pipeline will
be an integral part of Union's system which
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3.8.15

3.8.16

3.8.17

-already extends as - far.-as.-the-Sarnia-Industrial
Tine, a distance of 3.1 km from the St. Clair
River.

He explained that the proposed pipeline will be
routed through industrially 2zoned 1land where
Union holds franchises for gas distribution to.
present and future customers,

He submitted that this case is the reverse of
fthe (Cyanamid) bypass case in the sense that
the argument would be that the small St. Clair
Pipelines interconnection is an integral part:
iof Union's large intra-provincial system.:
‘However, because the St. Clair Pipelines 1link
‘reaches the international border, he claimed it
cannot for jurisdictional reasons be subject to
OEB control. He stated that if the focus is on
the pipeline, which is all the legislation

requires, there are two separate pipelines.

The point of demarcation, he submitted, is
‘wherever Union's system stops. He contended'
that the most logical place for the intercon-
nection between St. Clair Pipelines and Union
'is at the river bank.

He noted that the Ojibway c¢rossing link between
‘Union and Panhandle Eastern happened before

there were thoughts of Jjurisdiction, and the
NEB was created later. He argued that the NEB
decided to requlate this 1link and issued some
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3.8.18

3.8.19

make Union a "company" within the NEB Act since
.Section 25 (2) simply says that, - for those
'pipelines that have been operating prior to a
certain date, they may continue to operate
?providing they get a certificate. He noted
‘that there was never any certificate from the
‘NEB to construct that line. Nevertheless, he
said, the NEB seems satisfied to exercise juris-
diction over the pipe that is in the river at
Ojibway. He proposed that the same situation
applies in this case.

He observed that the NEB, under its statute,
exerts authority with respect to the import and

export of gas to and from Canada, and it also

‘has. the authority, under Parts. VI and VI.1 of

the NEB Act, to regulate the flow of gas in and

out of provinces. Union's point was that
1Par1iamentary jurisdiction extends only to\
?regulating the movement of gas in and out of
‘Canada, and in and out of the provinces, not to
_regulating local distribution companies.

With respect to TCPL's preoccupation with
Union's involvement in a broader sense, he
responded by explaining that Unicorp is already'

‘involved in the North American energy picture

through Unicorp Energy Inc. He explained that
Unicorp controls, through Union Enterprises,
Union which has been part of the North American
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3.8.20

3.8.21

energy - system-for-a-long time...He-pointed. out.
fthat TCPL's gas supply arrives from the Great
éLakes system at Dawn, is delivered to Oakville
and back into TCPL's system by Union's Dawn-
fTrafalgar Transmission system. According to
Union's Counsel, this has been an established
fact for many years which is not going to be
changed by the Application before this Board
;(see map in Appendix 4.2). '

iThis case shows, according to Union's Counsel,
‘that some of the Unicorp companies, for examplef
St. Clair Pipelines, will be federally requ-.
lated, and some, such as Union Gas, will be
;provincially regulated. He noted that Union's
'intra—provincial gas distribution system is
‘regulated by the OEB, and only so far as it.
engages in imports and exports, which it has‘
been doing for a long time, is it federally
jregulated. ’

.The point he made was that each member of the
Unicorp family will have .a role to play in
Unicorp's grand scheme, Nevertheless, the
evidence in this case, he claimed, establishes
what Union's system is at present, and what it
.will be should the proposed pipeline be
constructed.
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3.8.22

3.8.23

3.8.24

Consumers®. . ...

The position of Counsel for Consumers' was that
thig is a relatively straightforward case of a

‘project within the Province of Ontario in that

Union has already recognized the NEB's juris-

diction over the river crossing portion which
provides the international connection. He

submitted that the work, 1i.e. the proposed

‘pipeline, is located solely within Ontario and
‘attracts provincial jurisdiction only.

He did not see any major distinction between

the decision that Union is seeking f£rom the

Board and those of the Divisional Court, the

Court of Appeal and the Federal Court in the

‘bypass case. This was seen by Consunmers'
‘Counsel to be an easier case .because of the.
nature of the pipeline proposal, and particu-

larly because Union has recognized the juris-

diction of the NEB.

éQlL

‘Counsel for CIL did not take any jurisdictional
:position. However, she observed that the bypass

case does not resolve the issue of jurisdiction
in this case. She pointed out that TCPL was

not proposing to operate the Cyanamid bypass
‘pipeline and, particularly, that the operation
‘'of the bypass pipeline was not necessary,
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3.8.25

3.8.26

3.8.27

integral -.or...vital.. to ..the . .operation. .of.  the
overall, integrated, inter-provincial under-.
taking of TCPL,

She suggested that there is a stronger argument
for the point of interconnection between Union
and the international pipeline work to be at
the Sarnia Industrial Line Station because this
is the point from which gas is distributed into
the Sarnia industrial area.

.ﬂgggg Staff

‘Counsel to Board Staff urged the Board to define
the undertaking in accordance with the Applica-

tion as transporting gas from a point in Ontario

‘to another point in Ontario as an appropriate
‘limitation, having regard to §. 92 (10) of the
- Constitution Act, 1867, and the ejusdem generis. .

rule, "it is transportation we are 1looking at

‘and that is all®*. Counsel to Board Staff's
‘position was that the 1limit of the Board's

jurisdiction is at the point where the wholly
provincial facility connects with a facility

‘that leads to an international or inter-provin-
cial interconnection. In this case, he
‘claimed, that point is at the St. Clair Valve

Site.

He emphasized that neither the procurement of
gas nor the international marketing issue raised
by TCPL are relevant since these factors do not
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change the nature of - the undertaking,..which is.
limited solely to transportation, and is based
on the history of NEB jurisdiction upstream of
interconnections with provincial undertakings
that are subject to OEB jurisdiction.

3.8.28 '
He identified five cases in which the Courts
have held that the high degree of integration
between the federal and provincial undertaking
was such that the local enterprise was governed
by laws enacted by the Federal Parliament. In
each case, Counsel to Board Staff concluded
that the present Application is distinguishable
from the reference decision in that the proposed
pipeline will be closely integrated with the
provincial system. He submitted that the pro-
posed pipeline is not a federal undertaking but
is a true 1local transportation work or under-
taking wholly operated and built within Ontario,
having regard to the ownership of the facility,
the physical relationship between Union's
existing system and both the proposed pipeline
and S8t. Clair Pipelines, and the operational
characteristics of the facility.

3.8.29 _
Counsel to Board Staff referred to the trilogy
of the bypass cases, i.e. the Divisional Court
judgments, the Federal Court of Appeal judgments
and the Supreme Court of Ontario judgments, and
submitted that they are directly applicable to
this case. :
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....3.8.30 e
‘He dealt with the ratio of the Divisional Court. ..
where it says: '

The typical bypass facility located
entirely within Ontario remains a
local work under s.92 (10){(a) because:

1. It is owned, controlled and main-
tained by a separate entity from
the interprovincial work.

3.8.31

‘He submitted that the proposed pipeline operates.
;separately from the inter-provincial work in'
that it operates from the St. Clair Valve Site
all the way to the Bickford Pool.
‘Further,

2. It 1is operated separately from the

interprovincial work.
3.8.32

He submitted that while the proposed pipeline
will also be operated in conjunction with the
St. Clair Pipelines interconnection, both the
interconnection and its operation alone do not
bring the proposed pipeline into a federal
sphere. Further,

3. It has no direct effect on the operat-
ing ability of the interprovincial
work.

3.8.33

He admitted that this ratio creates an issue
with which the Board must deal. Further,

4, Its purpose is entirely to serve an
Ontario user.
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e 3 .8 .34

3.8.35

3.8.36

3.8.37

He held that the proposed pipeline is meant to. ...

serve Ontario users alone. And lastly,

5. It is not vital, essential or integral
to the interprovincial work.

He -admitted that the proposed pipeline does not
entirely meet this ratio which, by itself, does

not satisfy the 1issue. Rather, he suggested

‘that one must look to history.

In turning to the Reasons for Decisions of the
Federal Court of Appeal (in the bypass case),

Counsel to Board Staff observed that its ratio
-is not directly applicable to the facts of the

present case because there is a much closer

nexus between Union's proposed pipeline and the
‘international pipeline. ;

He pointed out that the practicalities and

history indicate that the intra-provincial line

owned by Union is regulated by the OEB, and the

.change in jurisdiction is at the interconnection

with the international line. He argued that
Union has recognized the federal jurisdiction
over the international 1line in that a proposed
condition of approval by the OEB is that both
the NEB and FERC grant their approvals.
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3.8.38

3.8.39

3.8.40

TCPL's Reply i

Counsel for TCPL asserted that the Dome Petro-
leum Case, regarding storage caverns being

integral to a pipeline, 1is relevant to the

issue of whether a pipeline which is designed,:
.among other things, to 1link storage pools in
Michigan with storage pools in southern Ontario,

so as to create what Union's witness described
as "a big pool of storage" in this area of

‘North America, is an undertaking which extends

beyond Ontario.

The evidence was absolutely clear, according to

:TCPL'S Counsel, that from an operational stand-

point, the subject pipelines of Union, St., Clair

Pipelines and MichCon will all be controlled by
MichCon when the gas is flowing west, at which

time Union will not be operating the pipeline.

Regarding Union's position that the proposed
line is not a "pipeline” under Section 2 of the
NEB Act, he responded that the statute was
intended to deal with pipelines which go to the

border and beyond, and the fact that 1legal

title at the border becomes that of an American
corporation does not preclude the NEB from
having jurisdiction over the pipeline to the

border.
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3.8 .41

3.8.42

3.8.43

3.8.44

-%Union's assertion that the proposed pipelineﬁmw

travels through industrial land within Union's
;franchise area was considered by Counsel for
TCPL, to be irrelevant. He argued that the
existing TCPL line from Courtright to Dawn also

5passes through Union's franchise area but no
‘one would suggest that this gives the OEB juris-

diction over the line.

fIn response to Union's allegation that OEB

Jurisdiction ends wherever Union's system
stops, Counsel for TCPL considered that the

Dome Petroleum Case answers that contention,

:since corporate ownership is irrelevant, parti-
‘cularly when the corporations are related. The
‘fact is, according to Counsel for TCPL, the

pipeline from the international border to the

‘Bickford Pool Station is an integrated line and
‘any segregation is artificial.

Further, he contended that the St. Clair Valve
Site is not literally at the shore and it is
truly arbitrary that the division be at the

valve,

Regarding Union's arqgument that Union is not a
*company® within the NEB Act, he referred to

‘overlooked Section 25(3) of the NEB Act which

states:
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- For the purpose of this Act, ... .
{c) a person, other than a company,

(i) operating a pipeline con-
structed before the 1lst day of
October, 1953 ... is deemed to
be a company.

3.8.45 _
He concluded that, in order for Union to oper-:
ate the pipeline lawfully to the internationalf
porder at Detroit for connection with the
fPanhandle Eastern, Union must be a "company"
under the NEB Act.

3.8.46

He referred to the Agreement for Firm Trans—
portation Services between MichCon and Union
(Exhibit 9.4) and pointed out that under Article
5.2, delivery, and therefore title, to the gas
will pass from MichCon to Union one foot on the
United States side of the interconnection
‘between the Belle River and St. Clair Pipelines. .
‘Therefore, he contended that Union is acquiring
title to the gas and taking delivery in the
United States of America, for transmission
‘through a section of the MichCon pipeline under
the St. Clair River and ultimately to the Bick-
ford Storage Pool, Union's undertaking, he
submitted, must extend at least that far into
the United States of America, even if Union is
not the owner of all the pipe through which its
gas is transmitted.
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.- 3.8.47 e e e e e
In response to Counsel to Board Staff, he.
contended that the "proposed pipeline operated
in Ontario" has no special constitutional
significance. However, he noted that from an
operational standpoint, the ©pipeline from
MichCon's Belle River Mills facilities to the
Bickford Pool will, according to Union's wit-
ness, be operated as a single system and, when
the gas 1is flowing west, the pipeline will be
controlled by MichCon. Therefore, he contended
it is wrong to base any jurisdictional argument
on the assumption that Union will at all times

. control the operation of the proposed pipeline.
3.8.48
In response to Board Staff's position that the
division of jurisdiction between the NEB and
the OEB is based on history, Counsel for TCPL
-argued that the proposed St. Clair wvalve and
the proposed Sarnia Industrial Line Station do
not exist and therefore have no history. He
argued that there is no evidence to justify the
exact location of the §8St. Clair valve and,
therefore, to base regulatory jurisdiction on
the location of the wvalve alone appears to be
arbitrary.
3.8.49
Further, Counsel for TCPL argued that the fact
that a provincial regulatory body has historic-
ally exercised jurisdiction over particular
undertakings does not lead to the necessary
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3.8.50

3.8.51

3.8.52

inference ~that it is-—properly - -so--regulated. .
Reference to the AGT case (Alberta Government
Telephones, supra, at 92) shows that history
does not always count. A provincial regulator'
cannot acquire jurisdiction over a federal
undertaking through squatter's rights, according;
to Counsel for TCPL. :

He argued against Counsel to Board Staff's

submission that the Federal Court of Appeal

*rejected” the Luscar Case, Luscar Collier v.'

MacDonald, [1927] 4 D.L.R. 85; [1927] A.C. 925.

He did not agree with Counsel to Board Staff's
fcomparison of the proposed pipeline to the
characteristics of a 1local work, particularly
'the statement that "it is meant to serve Ontario
users alone." He argued that the evidence is,

that the line will be operable in either direc--

tion in conjunction with the "large pool of
storage", and will attract pipelines to this

area and. turn it into a trading centre. He

‘further argued that while it would be primarily
an international pipeline operating for Union's
‘own purposes, it would also be available on a

carrier basis to anyone, including non-Ontario
distributors such as GMi and TCPL whose markets
lie both in, and beyond, Ontario.

In response to arguments supporting some
arbitrary point for limiting NEB jurisdiction,
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Counsel for TCPL suggested that it is.sufficient
‘that- the OEB decide the only relevant question, ...
namely, jurisdiction over the proposed pipeline.
A finding that the NEB has such jurisdiction
does not, he contended, necessarily imply that
it has Jjurisdiction over the remainder of
Union's system, according to TCPL. He argued
that the selection of an arbitrary point to
separate jurisdictions would not be a rationall

zsolution to the jurisdictional problem.

Supplementary Evidence

3.8.53

3.8.54

On July 19, 1988, TCPL filed a Notice of Motion
with the Board requesting that further evidence
:in the form of Transcript excerpts, dated July

8, 1988, and July 11, 1988, £from the Board.
Hearing under Board File No. E.B.R.L.G. 32 be

accepted as evidence in this hearing, (E.B.L.O.’

226). The Board reopened these proceedings for
the purpose of hearing TCPL's motion, and
granted the motion as described herein under
section 3.7 of this Decision.

On August 23, 1988, subsequent to the close of
the Reopened Hearing TCPL filed a Notice of
Motion that the Board accept for filing in

these proceedings, three documents relating to

Empire State's application before the NY PSC
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3.8.55

3.8.56

for -leave -to . construct..the . .Empire..-Pipeline,
;including Empire States’ application, the,
prefiled testimony of Mr. W.J. Cooper of Union,
and a letter dated June 14, 1988 from Mr,
jCooper to Empire State. The Board granted this
motion by an ex parte decision as described in
section 3.7 of this Decision,

TCPL claimed that all the evidence it proposed
;for post-hearing filing was relevant to the
;question of Jjurisdiction which was raised in
these proceedings.

In reaching its decision on the question of
jurisdiction, the Board has taken account of
the Transcript and documents relative to the
Empire Pipeline which were filed after the
conclusion of the main hearing, and has given..
this evidence the weight which the Board deemed
appropriate under the circumstances, as
described in section 3.7. :

Board Findings

3.8.57

As stated earlier in this Decision, the issue
of the OEB's jurisdiction was raised by TCPL in
a specific motion to the effect that this Board
did not have the jurisdiction to decide the
proposal before it. The Board, with the
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consent--0f-all -parties, -reserved. . its.decision
on the matter of jurisdiction until it had. ...
heard the evidence and arguments of the parties.-

3.8.58
The evidence and arguments having been com--
pleted, the Board now addresses the matter of
its Jjurisdiction  to decide the Application
before it. -

3.8.59 .
Historically, the collection of gas in the
resource provinces, as well as the distribution
and storage of gas in the user provinces, has
been directly or indirectly acknowledged by
every responsible board, government, parliament
‘or legislature in Canada to fall within the
jJurisdiction of the provinces.

3.8.60
Union has been under the regulatory supervision
of the Province of Ontario for seventy vyears. :

3.8.61
A specific, short, international link was built
to connect Union with Panhandle Eastern to
‘access United States gas sources in the 1950s.
This 1link came under the jurisdiction of the
NEB in 1960, the 1link having been constructed
in 1947. There has never been any suggestion
that the ©NEB's jurisdiction over that 1link
should extend onward into the Union distribu-
tion system. |

/119



Filed: 2012-02-29
EB-2012-0048
Exhibit A2.1
Attachment 2

DECISION WITH REASONS

——-3.,8.62
" ‘There are other well known inter-provincial .and
‘international electrical power 1line and gas
pipeline connections which are under the juris-
diction of the NEB. None have ever been used
to support an argument that the jurisdiction off
the NEB should extend to include all, or any.
:part of, the distribution systems on either
side of the link, Some of these are referred
- to in section 2.5 of this Decision. :
3.8.63
‘The Board finds in law that it has jurisdiction'
fover the proposed line from the west side of
the St. Clair Valve Site eastward, and that the
NEB has jurisdiction over the short section of-
the line from the international boundary east-
ward up to but excluding the valve site. This
decision 1is based 'on the following seven‘
reasons: ‘
3.8.64 .
1. The pipeline over which the ‘Board finds it
has Jjurisdiction, when built, will lie
entirely within the Province of Ontario
and 1is fundamentally designed to be, and
will be, an important part of the Union
distribution system in Ontario. It is an
intra-provincial work.
3.8.65
It is argued that the proposed St. Clair-
Bickford Line will connect to an interna-
tional link and, therefore, it is under
the jurisdiction of the NEB, In some
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it is not so. Patently, Union, Consumers'
and ICG are, at many points, connected to
the TCPL line which is under the
jurisdiction of the NEB. There is no
substantial jurisdictional difference, in
this Board's experience, between an
international link and an inter-provincial
link., No one has ever argued that, because
Union, Consumers' or ICG connect to the
TCPL 1line, and are fed by it, the
jurisdiction of the NEB extends to include
those three distribution systems.
3.8.66

It has also been argued that the line to
be built in Ontario goes nowhere unless it
connects to the intermational 1link, and
therefore the Jjurisdiction of the NEB
extends not only to the 1link, but to the
St. Clair-Bickford Line as well, This
argument is answered on three grounds:

(a) the St. Clair-Bickford Line before
this Board has & purpose beyond con-
necting to the international 1ink,
namely, to become part of the dis-
tribution system of Union in local
areas in which Union is the fran-
chised gas distributor.
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..{b) - the .jurisdiction.-of._the NEB..can be
protected fully, as are -Canadian
interests, by ending the NEB's juris-
diction somewhere. If the jurisdic-
tion does not cease as proposed by
Union, it could embrace the entire
Union system, Such a result could‘
cause serious economic, political and
regulatory discord in Canada.

(c) Union is already supplied by an inter-
connection, the Panhandle Line which,E
to be effective, has not required
that the NEB's jurisdiction be extend-
ed downstream. As well, Union is
supplied by TCPL which has not
occasioned the NEB's incursion into
an historical area of provinciali

, jurisdiction.
3.8.67
2. The Board finds as a fact that the St.
Clair-Bickford Line should be accepted as
a component of the distribution system of
Union, with or without the international
link.
3.8.68

The St. Clair-Bickford Line, if Dbuilt
prior to meeting the capital investment
criteria of this Board (see EBO 134),
might cause difficulties to Union if it
later attempted to have this line accepted
as part of its OEB approved rate base.
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- 3.8.69

3.8.70

3.8.71

This Board clearly would have. had the
jurisdiction to consider this line as part
of Union's distribution system if there
were no proposal to link the St. Clair-
Bickford Line to a system interconnecting
into the United States.

As part of a local distribution system,j
(whose many lines serve several functions
simultaneously: arterial, transmission
and distribution), the St. Clair-Bickford
Line traverses municipal areas for which
Union possesses distribution franchises.
The Board finds this as a fact, of which
information it is seized as the approving
authority for the terms and conditions of:
gas franchises in Ontario.

In addition, the Board finds as a fact
that Union has a reasonable expectation:
that it will, in the foreseeable future,’
need to extend distribution lines into the
area traversed by this line. This finding
is reinforced by the evidence that the
said area is zoned for industrial develop-
ment, as well as its proximity to other
neighbouring industrially developed areas.
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e B B T2 O R
o The Board finds that it is entirely reason-. -

able for Union to expect that it will serve
this area with gas. Before that expecta-
tion can be realized, and the St. Clair-.
Bickford Line can be included in Union's
rate base, a further hearing will be
required and this, in any event, is not
the subject of this hearing.

3.8.73
It 1is, therefore, not correct to allege
that the S8t. Clair-Bickford Line has only
one use, namely to connect with the inter-
national line. As the Board has found,
the primary constitutional characteristic
of the proposed line is as a part of the
Union distribution system, not as an
*integral" part of the short international
line.

3.8.74

i3. This Board has the requlatory jurisdiction

over the economic viability and performance
of Union. No c¢onnection to Union could
become more significant to its econonic
viability than a line connecting the Union
distribution system to the storage in
Michigan, which also provides access to
potentially cheaper United States gas, and
thereby provides enhanced security of
supply and operational flexibility.
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- 3.8.75
‘ In the Board's view, the St. Clair-Bick-.
ford Line is integrated with Union's
Ontario system, and is of no national
significance or jurisdiction, but is basic
to the economic fabric of Ontario and
particularly southwestern Ontario, in that
it provides the means by which Union can:
supply local industrial, residential and
commercial natural gas requirements, '
3.8.76
In the Board's opinion, it would be opera-
tionally impossible to share jurisdiction
of this important 1local function with
another board which has no experience in,
or mandate for, regulating Ontario gas
: distributors. :
3.8.77
Not only is there the problem of shared
control, there 1is, as well, the major
difficulty of defining where the jurisdic-:
tion of the NEB would end should jurisdic-
tion be shared. A Court c¢ould be in
constant controversy trying to arbitrate
the unarbitrable. The reason regulation
has been successful within Ontario is that
it has been strong, focused and undivided.
3.8.78
4, Neither the international link nor the St.
Clair-Bickford Line will be operated by,
or form part of, the TCPL system; or a
truly Canadian gas transportation system. -
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-Therefore, this -Board, by -taking --juris-
diction of the §8t. Clair-Bickford@ Line,
causes no risk to TCPL and aveoids any
risky sharing of jurisdiction.

3.8.79
5. The NEB will control gas exports out of

Canada and gas imports into Canada,
including tolls and service, totally,
whether the link is 100 feet or 100 miles
in length. The jurisdiction of the NEB is
served and reserved by limiting its juris-
diction between two points: the interna-
tional border near the centre of the St.
Clair River, and the St. Clair Valve Site
as proposed by Union.

3.8.80
In the Board's opinion, control of the
movement of gas in and out of Canada, and
between Canadian provinces, is what the
Constitution sought to reserve to the
federal government. History has confirmed
that concept and the allocation of juris-
diction and control that flows from it.

3.8.81

6. As already discussed above in reason 1,

the proposed 8St. Clair-Bickford Line 1is
part of a distribution system long
recognized as being within the juris-
diction of Ontario. The fact that the St.
Clair-Bickford Line's financial viability
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may be presently dependent on an interna-
tional connection does not, in this Board's
opinion, justify removing the OEB's juris-
diction over a local system, its storage,
its supply and its distribution, as 1long
as the NEB has control over the short
international connecting link.
3.8.82

7. If the NEB were to have Jjurisdiction
easterly beyond the short, river crossing
link, where would its Jjurisdiction end,
and for what reason? If not at the pro-
posed valve site, then where? How far
east into the bowels of the Union system
should the NEB's jurisdiction extend?
CIL, unhelpfully said it did not know.
TCPL on the other hand was of the view
that the NEB's jurisdiction went at least
as far as the Bickford Pool, but how much
farther it 4id not know,

3.8.83

In the Board's view, any attempt to extend
the jurisdiction of the NEB east of the
proposed valve site will cause serious and
unnecessary economic, legal, political and
jurisdictional problems. Clearly the NEB's
jurisdiction must have a beginning and an
ending:

/127



Filed: 2012-02-29
EB-2012-0048
Exhibit A2.1
_Attachment 2

REPORT OF THE BOARD

(a) The beginning must be no further west
than the centre of the St., Clair
River, lest it encroach on the juris-
diction of a sovereign nation.

(b) Th ndin in the Board's opinion
should be at the 8t. Clair Valve
Site, lest it encroach on the estab-
lished right of provincial 3jurisdic-
tion over local distribution systems.

{(c) The ending could be proposed to be
Hamilton or Trafalgar including
Union's storage facilities. This
proposition would suggest that the
NEB should also have jurisdiction
over NOVA in Alberta, and all dis-
tripution c¢ompanies connected to the
TCPI, system in all the provinces. In
fact, this hearing tests the very
foundation of that hypothesis.

3.8.84
If the 8t. Clair Valve Site is not to be
the end of the NEB's jurisdiction, except
for arbitrariness, where would the termin-
ation be?

3.8.85

The St. Clair Valve Site is a control
mechanism to separate the under-river
pipeline and, as such, it can be placed
almost anywhere east of the 8t.- Clair
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River bank, However, if the wvalve is to
fulfill its intended purpose it can not be
located such that the separated river
crossing section also includes current or
anticipated local distribution lines. The
Board considers the proposed valve site
location to be appropriate for the purpose
to which it is intended, and that its
selection was not on an arbitrary basis.
3.8.86
In reaching its decision the Board is aware of,
and has reviewed, a 1long inventory of cases
decided in Canada which deal with jurisdiction
under the Constitution. These are listed in
Appendix 4.15,
3.8.87
The Board does not feel that any of these cases
deal specifically with the real historical and
operational merits of the jurisdictional matter
before it.
3.8.88
The Board finds that the 8t. <C(lair-Bickford
Line, as proposed by Union, falls within the
jurisdiction of the OEB, while the interna-
tional 1ink falls within the jurisdiction of
the NEB.
3.8.89
The Board, therefore, dismisses TCPL's motion.
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3.9 T D MPLETION OF THE PROCEEDINGS

Costs

None of the parties appearing in these proceed-
ings has asked for costs. It is unnecessary,
therefore, for the Board to deal with any party
and party costs other than the costs of the
Board. Under subsection 28(4) of the Act the
Board has the authority and discretion to f£fix
its costs, "... regard being had to the time
and expenses of the Board".

The Application before the Board has caused the
Board to incur certain costs related to its time
and expenses which would normally be borne in
total by the Applicant.

As a result of TCPL's unsuccessful motion chal-
lenging the Board's jurisdiction, TCPL's
filings of post-hearing evidence relative to
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the Empire State application to the NY PSC, the
reopening of this hearing to hear TCPL's July
19, 1988, Notice of Motion and TCPL's August
23, 1988 Notice of Motion for the further
filing of post-hearing evidence, the Board has
incurred additional and unusual costs.

Board Findings

3.9.4

The Board finds that the Applicant shall pay
the Board's costs incurred as a result of the
main portion of this hearing but excluding
those costs incurred by the Board as a result
of TCPL's wunsuccessful motion regarding the
Board's jurisdiction, TCPL's post-hearing
filings of evidence relative to the Empire
State Application to the NY PSC and the costs
of the Reopened Hearing.

The Board further finds that those of its costs
determined to have been incurred as a result of
TCPL's unsuccessful motion on 3jurisdiction,
TCPL's post-hearing filings of evidence
relative to the Empire State Application to the
NY PSC and the costs of the Reopened Hearing
shall be paid by TCPL.

Because the jurisdictional issue impacted to
some degree on all aspects of this hearing, it
is impossible to make a precise division of the
Board's costs as described above. As a result,
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the Board has had to rely on its experience and
judgement in arriving at a fair allocation.
The Board finds that 50 percent of its total
costs fixed in these proceedings shall be paid
by Union, with the balance to be paid by TCPL,

The Board will, in due course, issue orders
requiring the payment of its costs in keeping
with the above findings.

Completion of the Proceedings

3.9.8
The Board grants the Applicant leave to con-
struct the proposed facilities, conditioned as
described in Appendices 4.11 as amended by the
Board, 4.12 and 4.13 attached hereto, and will
issue the necessary Order in due course.
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Dated at Toronto this Afday of September, 1988.

ONTARIO ENERGY BOARD

MU\,& |

R.W. Macaulay, Q
Presiding Member

C.A. Wolf Jr.
Member

Z/yJ%/
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TRANSCANADA PIPELINES AND CONNECTING SYSTEMS MAP
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UNION GAS PIPELINE SYSTEMS MAP
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CONSUMERS*® GAS SYSTEM MAP
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ICG UTILITIES (ONTARIO) DISTRIBUTION NETWORK MAP
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Figure 18
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Appendix 4.11

ST. CLATR-BICKFORD LINE

Conditions of Approval E.B.L.0O, 226
(Exhibit 10.2 except for amended Condition 1)

a) Subject to Condition (b), Union shall comply
with all undertakings made by its counsel
and witnesses, and shall construct the pipe-
line and restore the land according to the
evidence of its witnesses at the hearing.

b) Union shall advise the Board's designated
representative of any proposed change in
construction or restoration procedures and,
except in an emergency, Union shall not make
any such change without prior approval of
the Board or its designated representative.
In the event of an emergency, the Board or
its designated representative shall be
informed forthwith after the fact.
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c) Union shall furnish the Board's designated
representative with every reasonable
facility for ascertaining whether the work
has been and is being performed according to
the Board's Order.

d) Union shall give the Board and the Chairman
of the OPCC 10 days written notice of the
commencement of construction of the pipeline.

e) Union shall designate one of its employees
as project engineer who will be responsible
for the fulfillment of conditions and
undertakings on the construction site.
Union shall provide the name of the project
engineer to the Board. Union shall prepare
a list of the undertakings given by its
witnesses during the hearing and will
provide it to the Board for verification and
to the project engineer for compliance
during construction.

£) Union shall file with the Board Secretary
notice of the date on which the installed
pipeline is tested within one month after
the test date.

g) Both during and after the constructiont
Union shall monitor the effects upon the
land and the environment, and shall file ten
copies of both an interim and a final
monitoring report in writing with the Board.
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The interim monitoring report shall be filed
within three months of the in-service date
and the final monitoring report within 15
months of the in-service date.

h) The interim report shall describe the
implementation of Conditions (a) and (b), if
any, and shall include a description of the
effects noted during construction and the
actions taken or to be taken to prevent or
mitigate the long-term effects of the
construction upon the land and the
environment., This report shall describe any
outstanding concerns 0f landowners.,

i) The final monitoring report shall describe
the condition of the rehabilitated right-of-
way and actions taken subsequent to the
interim report. The results of the
monitoring programs and analysis shall be
included and recommendations made as appro-
priate. Further, the final report shall
include a breakdown of external costs
incurred to date for the authorized project
with items of cost associated with
particular environmental measures delineated
and identified as pre-construction related,
construction related and restoration ‘
related. Any deficiency in compliance with
undertakings shall be explained.
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j) Union shall file “"as-built® drawings of the
pipeline; such drawings shall indicate any
changes in route alignment.

k} Within 12 months of the in-service date,

: Union shall file with the Board a written
5 Post Construction Financial Report. The
Report shall indicate the actual capital
costs of the project and shall explain all
significant variances from the estimates
adduced in the hearing.

1) The Leave to Construct granted herein
terminates December 31, 1989,
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Additional Condition of Approval

The Board's approval for the construction of the St. Clair
to Bickford transmission line proposed by Union Gas
Limited is contingent upon St. Clair Pipelines Limited and
Michigan Consolidated Gas Company receiving all the
regulatory approvals necessary to construct the pipelines
from the St. Clair Valve Station to MichCon's Compressor
Station at Belle River Mills, Michigan, in order to
complete the connection to the storage facilities situated
in the State of Michigan, one of the United States of
America.

Copies of the approvals issued by or through FERC, the
Michigan Public Service Commission and the National Energy
Board shall be filed with the Board prior to the
commencement of construction of the St. Clair - Bickford
transmission line.
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APPENDIX 4.13
June 10, 1988

File: # 5170
f 5011

Mr, Neil McXay

Chairman .

Ontario Pipeline Coordination Committee
Ontario Energy Board

P.0, Box 2319

2300 Yonge Street

26th Floor

Toronto, Ontario

MAP 1E4

Dear Mr, McKay:
RE: Revised Route « NP$ 24 St. Clair Line

This is in response to Union Gas letter of June 7, 1088
and further to our letter of February 26, 1988 regarding
the proposed St, Clair Line. '

The location of the pipeline adjacent to the Moore Road
N.2 in a 18m., casement appears adequate after considering
other alternatives, although two houses will be close to
the pipeline easement,

Because of this, the following recommendation should be
taken into account:

a) The pipeline shall be located in the northerly
portion of the easement so that the distance of the
closest house to the pipeline is 18m. a8 a minimum as
shown on Union's drawing No. 15524,

b) Require Union Gas to have a written acknowledge from
the house occupants that they have no objection to
the construction of the pipeline in their £ront yard
a8 per drawing No, 15524.

e€) Requirte Union Gas to implement special mitipatory
measures in order to minimize disruption during
construction ansure safe access to and out of the

/  houses, prevent the possibility of chlldren falling
into the trench and restoring the ri!ht of way and
working space to its original conditlons.



Jul, o ol

0L MILUR oen Q1w Uiy 2Rirr Wik

Mr, Neil McKay
June 10, 1988
Page 2.
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Should you have any questicns, please call us at your

convenience.

Yours truly,

/Y oo Py

E.X. Taylor, P. Eng.
Chief Engineer

¢c: R. Chan, Unfon Gas
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E.B.Llo. 226
ONTARIO ENERGY BOARD
Application by Union Gas Limited for
Leave to Construct a Natural Gas
Pipeline and Ancillary Facilities in

The Townships of Moore and Sombra,
Both in The County of Lambton.

NOTICE OF MOTION

TAKE NOTICE THAT the Intervenor TransCanada
PipelLines Limited will make a motion to the Ontario
Energy Board at the commencement of Hearing of the within
Application, on Thursday, 16 June 1988, or so soon after

that time as the motion can be heard.
THE MOTION IS FOR the following relief:

(a) an Order declaring that the subject matter of
the within Application by Union Gas Limited is
not within the jurisdiction of the Ontario

Energy Board:;

(b) an Order that the subject matter of the 'within
Application by Union Gas Limited is within the

exclusive jurisdiction of the National Energy
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Act, R.S.C. N-~6, as amended:

(c) alternatively, pursuant to the Ontario Energy
Board's draft Rules of Practice and Procedure,
Rule 13(b), that the Board state a case to the
Divisional Court respecting the jurisdiction of
the Board and, further, that the Board order
that the hearing of the within Application be
stayed pending the decision of the Divisional

Court on this issue.
THE GROUNDS FOR THE MOTION ARE:

{a) that the proposed pipeline falls within Federal

and not Provincial jurisdiction;

{b) that the proposed pipeline is a ‘"pipeline"
within the definition set out in Section 2 of
the National Energy Board Act R.S.C. N-6, as

amended.
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DATED at Toronto this day of June, 1988,

TRANSCANADA PIPELINES LIMITED

e G €A
1Solit.:itgratz \\\:3

TO: Ontario Energy Board
2300 Yonge Street
26th Floor
Toronto, Ontario
M4P 1E4

AND TO:
Blake, Cassels & Graydon
P.0. Box 25
Commerce Court West
Toronto, Ontario
Attention: Burton H. Kellock, Q.C.

Solicitors for Union Gas Limited

AND TO:

All Intervenors
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E.B.L.O, 226

ONTARIO ENERGY BOARD

Application by Union Gas Limited for
Leave to Construct a Natural Gas
Pipeline and Ancillary Facilities in
The Townships of Moore and Sombra,
Both in The County of Lambton.

NOTICE OF MOTION

TransCanada Pipelines Limited

P.C. Box 54
Commerce Court West
Toronto, Ontario
M5IL 1C2
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(1987), 59 O.R. {(2d4) 766 (Div. Ct.).
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Canada et al, (1977), 83 D.L.R. (3d) 178 (S.C.C.).
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A.C, 925,
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(1985), 15 D.L.R., (4th) 515 [1985], 2 F.C. 472 17 Admin.
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: Tank Truck Tran rt, [1960] O.R. 497
R. v, Cooksville Magistrate's Court, ex parte Liquid
Cargo Lines [1965] 1 O.R. 84
R. v. Man, Lab, B4, ex parte Invictus (1968), 65 D.L.R.
(2d) 517

; A, - nd Baillar n (1978), 97 D.L.R. (3d) 447
Re: lonial ach Lines, [1967] 2 O.R. 25
Re: Windsor Airline Limousine Service, (1980) 30 O.R.
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m 11-Benn v m Midw rn, [1954] S.C.R.
207
Sask. Power Corp. v. TransCanada Pipelines, [1979] 1
S.C.R. 297.
Kootenay & Elk R, Co, et al v, CPR Co. et al (1972), 28
D.L.R. (38) 385 (1974) S.C.R. 955
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Central Western Ry, Corp. v, United Transportation Union

et al, (1988), 84 N.R. 321 (F.C.A.)
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5. L AR ERM,
ANNUAL An annual quantity of gas sold by TCPL
CONTRACT under a contract to a customer under a
QUANTITY delivery schedule largely at the
(ACQ) GAS discretion of TCPL. Forty percent is

deliverable in the winter period and

sixty percent in the summer. The

charge for such is on a volumetric
basis with a provision for a supple-
mental charge for volumes offered and

not taken.
ANNUAL LOAD A mathematical indicator of the way in
FACTOR which a customer consumes gas over the

year. It can be calculated in more

than one way. A common approach is to

express the average daily volume of gas

consumed by a customer over the year as

a percentage of the customer’s peak day
" consumption. -
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Becf An abbreviation for a billion cubic
feet of gas which 1is equivalent to

28.328 10%m3.

BUY-SELL In this arrangement, the end-user
purchases 1its own supply of gas and
arranges for transportation, generally
to the distributor's receipt point.
The distributor purchases the gas and
commingles it with the balance of its
supplies, and then sells to the
end-user as a sales customer under the
appropriate rate schedule.

BYPASS Bypass involves the total avoidance of
the LDC's system for the transportation
of gas. '

CLASS LOCATION A classification of a geographic area

according to its approximate current
and future population density and other
characteristics considered when
prescribing the design and methods of
pressure testing for pipelines to be
located in the area.

CLASS 1 & 2 A Class 2 location has higher

LOCATION population density than a Class 1
location. Therefore a ~ pipeline
designed originally for Class 1

location would be subject to a
reduction in pipeline operating

/2
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pressure, and hence lower throughput,
in the event that the area was later
reclassified as Class 2. The original
pipe would have to be replaced with
heavier pipe to maintain the same
maximum operating pressure.

COMPETITIVE A mechanism by which *"system producers”
MARKETING (i.e. those who sell gas to TCPL)
PROGRAM provide specific discounts to

(CMP) individual end-users of gas. The

distributor sells to the end-user under
the approved sales rate schedule; the
distributor advises TCPL of volumes
sold each month, TCPL rebates to the
distributor the agreed upon discount
for the preceding month's volumes and
the distributor fiows the rebate
through to the end-user.

CONTRACT A transportation service provided under
CARRIAGE contract for the transport of gas not
owned by the transporter.

CONTRACT Gas which the utility or a customer has
DEMAND GAS the contractual right to demand on a
(CD GAS) daily basis from the supplier of the

gas. For the transportation of the gas
the customer must pay a fixed monthly
demand charge regardless of volumes

yac)
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DEMAND CHARGE

DESIGN MINIMUM
INLET PRESSURE

DIRECT

PURCHASE

DIRECT SALES

DISCRETIONRARY
PURCHASE

actually taken. A commodity charge
related to the volume taken is also
paid.

A monthly charge which covers the fixed
costs of a pipeline. The demand charge
is based on the daily contracted or
operating demand volumes and is payable
regardless of volumes taken.,

The minimum acceptable delivery
pressure at the downstream end of a
pipeline.

Natural gas supply purchase arrangements
transacted directly between producers,
brokers, or agents and end-users at
negotiated prices.

Natural gas sales by producers or
agents, (as opposed to sales by an
LDC), directly to end-users.

The gas utility volumes purchased over
and above those under contract with
TCPL and which are usually associated
with the availability of excess
capacity in the TCPL system. .
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DISPLACEMENT According to the TCPL definition
VOLUME approved by the NEB, {which is

currently under review), the volume of
gas contracted under a direct purchase,
firm transportation contract with TCPL
is considered a displacement volume if,
assuming the absence of such direct
purchase, the LDC could supply the
account on a firm contract  Dbasis
without itself contracting for
additional firm volumes to accommodate
that demand.

DOUBLE A double demand charge occurs when a

DEMAND CHARGE direct purchase sale displaces a
distributor's sale, and the space
reserved by that distributor on the
TCPL system is paid for twice: first by
the utility and second, by the direct
purchaser.

FEEDSTOCK Natural gas used as a raw material for
its chemical components and not as a
source of energy.

FIELD GATHERING Systems of pipelines that convey gas

SYSTEMS from gas wellhead assemblies to treat-
ment plants, transmission .~ lines,
distribution lines or service lines.
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FIRM SERVICE A relatively higher priced service for
a continuous supply of gas without
curtailment, except under extraordinary
circumstances.

HYDROCARBON Any compound of hydrogen and carbon.
Fuel o0il and natural gas are referred
to as hydrocarbon fuels.

INTERRUPTIBLE Customers whose gas service is subject
CUSTOMERS to curtailment at the discretion of the
utility. The duration of continuous

and cumulative interruptions as well as
required notice ©pericds are usually
specified in the service contract.

INTERRUPTIBLE Transportation service or sales service

SERVICE (IS) provided on a best-efforts basis
depending upon the availability of
spare capacity on a pipeline. The
shipper or buyer must pay a commodity
charge related to the volume taken.

LINE-PACK GAS The inventory of gas in the pipeline
system to which gas is continually
being added at the upstream end and
withdrawn at the downstream end.

LOAD-BALANCING The efforts of a utility or of a direct
purchaser to meet its gas requirements
in the most economic manner. It

/6
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involves balancing the gas supply to
meet demand by using storage and other
measures.

LOAD FACTOR A mathematical indicator of the way in
which a gas utility system, or end use
customer draws on its supply of gas
over a period of time. The annual 1load
factor can be expressed as the average
daily volume of gas demanded over the
vear expressed as a percentage of the
peak day demand.

L.ooP Additional pipeline which 1is located
parallel to an existing pipeline over
the latter's entire length, or any part
of it, and is added to increase the
capacity of the transmission system.

MANUFACTURED A combustible gas artificially produced
GAS from coal, coke, or oil, or by
reforming liquefied petroleum gases.

MARKET This program permits a local distri-
RESPONSIVE bution company to offer customers
PROGRAM (MRP) discounts from the price normally paid

under the sales tariff. The funds for
these discounts are provided by . system
gas producers through Western  Gas
Marketing Limited. MRPs are similar to
CMPs in that they assist system gas to
compete with direct purchase supply.

77
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MAXTMUM The maximum compression currently
COMPRESSION available at the upstream end of a

AVAILABLE pipeline which limits the trans-

' portation capability of the pipeline to
a level below the pipeline's potential
capability.

METHANE Methane, a colourless hydrocarbon gas,
is the chief component of natural gas.
Its chemical formula is CH4.

NPS NPS means nominal pipe size and is used
in conjunction with a non-dimensional
number to designate the nominal size of
valves, fittings and flanges. More
specifically the following nominal pipe
sizes appear in this document:

Equivalent
Imperial
Qutside Diameter Size in
in Millimetres Inches_
NPS 12 323.9 12
NPS 20 508 20
NPS 24 610 24
NPS 36 914 36
OFF-PEAK A period during which the amount of gas
PERIOD required by a customer or local

distribution company 1is less than its
maximum requirement. -
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ONTARIO An interministerial committee, chaired
PIPELINE by a member of the OEB staff and
COORDINATION including designates from those

COMMITTEE (OPCC) ministries of the Ontario Government
which collectively have a responsi-
bility to ensure that pipeline
construction and operation have minimum
undesirable impacts on the
environment. The environment,
perceived in a broad sense, covers
agriculture, parklands, forests,
wildlife, water resources, social and
cultural resources,
public safety and landowner rights.

OPERATING Volumes specified in the distributor's
DEMAND CD contracts with TCPL, less the
VOLUMES volumes deemed to have been displaced

by direct sales, as determined under
the NEB's rules.

PEAK DAY A peak period of 24 hours duration.

PEAK DEMAND The maximum amount of gas required over
a given, usually short, period of time.

PEAX PERIOD A period, usually of short duration,
during which the maximum amount of gas
is required by a customer or local dis-
tribution company.
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PEARING SERVICE A discretionary purchase for the
(PS) delivery of gas during the winter

season. The service is not subject to
interruption and includes a take-or-pay

provision.
PROFITABILITY A measure of whether there is a net
INDEX cost to a utility's customers as a

result of undertaking a proposed
project. A profitability index of 1.0
would mean that the net present value
of the cash inflows is egual to the net
present value of the cash outflows over
the period selected for the analysis,
based on the utility's incremental cost
of capital.

*PURE"* UTILITY A local distribution company which is
not engaged in any other unrelated
business activities.

RATE BASE The amount the utility has invested in
assets such as pipes, meters,
compressors and regulator stations,
etc., minus accumulated depreciation,
plus an allowance for working capital
and other amounts that may be allowed
by the Board.

/10
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RAW NATURAL
GAS

A naturally occurring unprocessed

mizxture of hydrocarbon and non-

hydrocarbon gases of 1low molecular
weight.
REMOVAL A permit granted by the Alberta Energy
PERMITS Resources Conservation Board that
authorizes the export of gas from the
Province of Alberta.
ROAD A right-of-way reserved for a highway
ALLOWANCE which includes the travelled portions
of the highway and its perimeter.
SECTIONALIZING A valve used to interrupt the flow of

BLOCK VALVE

gas and isolate a section or sections
of a pipeline for maintenance, repair,
safety or other purposes.

SELF- The purchase of gas by an LDC from

DISPLACEMENT sources other than TCPL to displace gas
it would otherwise obtain from TCPL.

SPOT GAS Gas available in the market place
through short-term, fixed price

contracts generally lasting 1less than
twelve months.

FE e
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STAGE 1 The Board requires each gas utility to
use a three-stage process to evaluate
the economic feasibility of system
expansion., Stage 1 is a profitability
test based on a discounted cash-flow
(DCF) analysis.

STAGE 2 Stage 2 is designed to quantify other
public interest factors not considered
in a Stage 1 analysis of the costs and
benefits when testing the economic
feasibility of a utility system expan-
sion project.

STAGE 3 Stage 3 takes into account all cther
relevant public interest factors that
cannot be readily gquantified in a
cost/benefit analysis when testing the
economic feasibility of a utility
system expansion project.

SUMMER A price discount feature of the
INCENTIVE CMP Competitive Marketing Program to
encourage individual end-users to

purchase system gas during the summer
season when both producers and TCPL
have excess capacity.

SYSTEM GAS Gas supplied under contract to TCPL by
gas producers,

79N
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SYSTEM Gas producers that have contracts to
PRODUCERS supply TCPL with gas.
TCPL. DEMAND A component of TCPL's CD rate designed
CHARGE to recover all or most of the fixed

costs of transmission. Demand charges
are payable by the shipper whether or
not gas is taken.

TEMPORARY WINTER A discretionary purchase for the

SERVICE (TWS) delivery of gas during the winter
season. The service 1is subject to
limited interruption and includes a
take-or-pay provision.

TOPGAS & Two banking consortiums formed in 1982

TOPGAS II and 1983 respectively which have made
an aggregate of approximately $2.65
billion of take-~or-pay ©payments to
Alberta gas producers for gas
contracted for but not taken by TCPL.
These payments were made on a project
financing basis and are referred to as
the TOPGAS and TOPGAS II loans.

UNBUNDLED A rate for an individual, separate

RATE service offered by a distributor as
opposed to a rate which combines the
costs of a variety of -component
services.

1



Filed: 2012-02-29
EB-2012-0048
Exhibit A2.1

Attachment 2
DECISION WITH REASONS
UNABSORBED Charges which occur when a distributor
DEMAND purchases its gas or receives its gas
CHARGE at less than the forecasted load factor
used in setting rates.
WINTER The higher gas requirement of a
PEAKING customer or 1local distribution company

in response to higher demand in the
winter season.
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APPENDIX 4.2

TRANSCANADA PIPELINES AND CONNECTING SYSTEMS MAP
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APPENDIX 4.4

CONSUMERS' GAS SYSTEM MAP
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ICG UTILITIES (ONTARIO) DISTRIBUTION NETWORK MAP
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Figure 18
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Appendix 4.11

ST. CLAIR-BICKFORD LINE

Conditions of Approval E.B.L.O. 226
(Exhibit 10.2 except for amended Condition 1)

a) Subject to Condition (b), Union shall comply
with all undertakings made by its counsel
and witnesses, and shall construct the pipe-
line and restore the land according to the
evidence of its witnesses at the hearing.

b) Union shall advise the Board's designated
representative of any proposed change in
construction or restoration procedures and,
except in an emergency, Union shall not make
any such change without prior approval of
the Board or its designated representative.
In the event of an emergency, the Board or
its designated representative shall be
informed forthwith after the fact.
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c) Union shall furnish the Board's designated
representative with every reasonable
facility for ascertaining whether the work
has been and is being performed according to
the Board's Order.

d) Union shall give the Board and the Chairman
of the OPCC 10 days written notice of the

commencement of construction of the pipeline.

e) Union shall designate one of its employees
as project engineer who will be responsible
for the fulfillment of conditions and
undertakings on the construction site.
Union shall provide the name of the project
engineer to the Board. Union shall prepare
a list of the undertakings given by its
witnesses during the hearing and will
provide it to the Board for verification and
to the project engineer for compliance
during construction.

f) Union shall file with the Board Secretary
notice of the date on which the installed
pipeline is tested within one month after
the test date.

g) Both during and after the construction,
Union shall monitor the effects upon the
land and the environment, and shall file ten
copies of both an interim and a final

monitoring report in writing with the Board.
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The interim monitoring report shall be filed
within three months of the in-service date
and the final monitoring report within 15
months of the in-service date.

h) The interim report shall describe the
implementation of Conditions (a) and (b), if
any, and shall include a description of the
effects noted during construction and the
actions taken or to be taken to prevent or
mitigate the long-term effects of the
construction upon the land and the
environment. This report shall describe any
outstanding concerns of landowners.

i) The final monitoring report shall describe
the condition of the rehabilitated right-of-
way and actions taken subsequent to the
interim report. The results of the
monitoring programs and analysis shall be
included and recommendations made as appro-
priate. Further, the final report shall
include a breakdown of external costs
incurred to date for the authorized project
with items of cost associated with
particular environmental measures delineated
and identified as pre-construction related,
construction related and restoration
related. Any deficiency in compliance with
undertakings shall be explained.
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j) Union shall file "as-built" drawings of the
pipeline; such drawings shall indicate any
changes in route alignment.

k) Within 12 months of the in-service date,
Union shall file with the Board a written
Post Construction Financial Report. The
Report shall indicate the actual capital
costs of the project and shall explain all
significant variances from the estimates
adduced in the hearing.

1) The Leave to Construct granted herein
~ terminates December 31, 1989.
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Appendix 4.12

Additional Condition of Approval

The Board's approval for the construction of the St. Clair
to Bickford transmission line proposed by Union Gas
Limited is contingent upon St. Clair Pipelines Limited and
Michigan Consolidated Gas Company receiving all the
requlatory approvals necessary to construct the pipelines
from the St. Clair Valve Station to MichCon's Compressor
Station at Belle River Mills, Michigan, in order to
complete the connection to the storage facilities situated

in the State of Michigan, one of the United States of
America.

Copies of the approvals issued by or through FERC, the
Michigan Public Service Commission and the National Energy
Board shall be filed with the Board prior to the
commencement of construction of the St. Clair - Bickford
transmission line.
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APPENDIX 4.13
June 10, 1988

File: # 5170
# 9011

Mr. Neil McKay

Chairman :

Ontario Pipeline Coordination Committee
Ontario Energy Board

P.0., Box 2319

2300 Yonge Street

26th Floor

Toronto, Ontario

MAP 1E4

Dear Mr, McKay:
RE: Revised Route -« NPS 24 St. Clair Line

This is in response to Union Gas letter of June 7, 1088
and further to our letter of February 26, 1988 regarding
the proposed St, Clair Line,

The location of the pipeline adjacent to the Moore Road
N.2 in a 18m, casement appears adequate after considering
other alternatives, although two houses will be close to
the pipeline easement.

Because of this, the following recommendation should be
taken into account:

a) The pipeline shall be located in the northerly
portion of the easement so that the distance of the
closest house to the pipeline is 18m. as a minimum as
shown on Union's drawing No. 15524,

b) Require Union Gas to have a written acknowledge from
the house occupants that they have no objection to
the construction of the pipeline in their front yard
as per drawing No, 15524.

c) Require Union Gas to implement special mitigatory
measures in order to minimize disruption during
construction, ensure safe access to and out of the

/  houses, prevent the possibility of children falling
into the trench snd restoring the right of way and
working space to its original conditions.
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Should you have any questions, please call us at your
convenience,

Yours truly,

Y et V.

E.K. Taylor, P. Eng.
Chief Engineer

cc: R, Chan, Union Gas
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E.B.L.O. 226
ONTARIO ENERGY BOARD
Application by Union Gas Limited for
Leave to Construct a Natural Gas
Pipeline and Ancillary Facilities in

The Townships of Moore and Sombra,
Both in The County of Lambton.

NOTICE OF MOTION

TAKE NOTICE THAT the Intervenor TransCanada
PipelLines Limited will make a motion to the Ontario
Energy Board at the commencement of Hearing of the within
Application, on Thursday, 16 June 1988, or so soon after

that time as the motion can be heard.

THE MOTION IS FOR the following relief:

(a) an Order declaring that the subject matter of
the within Application by Union Gas Limited is
not within the jurisdiction of the Ontario

Energy Board;

(b) an Order that the subject matter of the within
Application by Union Gas Limited is within the

exclusive jurisdiction of the National Energy



(c)

(a)

(b)
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Board pursuant to the National Energy Board

Act, R.S.C. N-6, as amended:

alternatively, pursuant to the Ontario Energy
Board's draft Rules of Practice and Procedure,
Rule 13(b), that the Board state a case to the
Divisional Court respecting the jurisdiction of
the Board and, further, that the Board order
that the hearing of the within Application be
stayed pending the decision of the Divisional

Court on this issue.
THE GROUNDS FOR THE MOTION ARE:

that the proposed pipeline falls within Federal

and not Provincial jurisdiction;

that the proposed pipeline is a "pipeline"
within the definition set out in Section 2 of
the National Energy Board Act R.S.C. N-6, as

amended.
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DATED at Toronto this day of June, 1988.

TRANSCANADA PIPELINES LIMITED

vor: S 2 A

Jill C. Schatz \\\:3
Solicitor

TO: Ontario Energy Board
2300 Yonge Street
26th Floor
Toronto, Ontario
M4P 1E4

AND TO:
Blake, Cassels & Graydon
P.0O. Box 25
Commerce Court West
Toronto, Ontario
Attention: Burton H. Kellock, Q.C.

Solicitors for Union Gas Limited

AND TO:

All Intervenors
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E.B.L.O. 226

ONTARIO ENERGY BOARD

Application by Union Gas Limited for
Leave to Construct a Natural Gas
Pipeline and Ancillary Facilities in
The Townships of Moore and Sombra,
Both in The County of Lambton.

NOTICE OF MOTION

TransCanada PipeLines Limited
P.O. Box 54

Commerce Court West

Toronto, Ontario

MSL 1C2
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Appendix 4.15

LIST OF CASE CITATIONS

Capital Cities Communications Inc. et al. v. Canadian
Radio-Television Commission et al. (1977), 81 D.L.R.
(3d) 609; [1978] 2 S.C.R. 141.

Re Ontario Enerqy Board and Consumers' Gas Co. et al.
(1987), 59 O.R. (2d) 766 (Div. Ct.).

Re Public Service Board et al, Dionne et al and A.G. of
Canada et al. (1977), 83 D.L.R. (3d) 178 (S.C.C.).

Luscar Collier v. MacDonald, [1927] 4 D.L.R. 85; [1927]
A.C. 925.

Alberta Government Telephones v. C.R.T.C. et al;.
(1985), 15 D.L.R. (4th) 515 [1985]; 2 F.C. 472 17 Admin.
L.R. 149; (F.C.T.D.); (1985) 24 D.L.R. (4th) 608; [1986]
2 F.C. 179; 17 Admin. L.R. 190 (F.C.A.)

Re Westspur Pipeline Co. Gathering System (1958),
C.R.T.C. 158 (Bd. of Transport Commissioners)

In the Matter of a reference by the National Energy
Board pursuant to subsection 28(4) of the Federal Court
Act, [1987] F.C.J. NO. 1060, Ct. File No. A-472-87,
November, 1987 (F.C.A.).

Reference re: Lesiglative Authority in Relation to
Bypass Pipelines, [1988] 0.J. NO. 176, February, 1988
(C.A.).

Dome Petroleum v. National Energy Board (1987), 73 N.R.
137 (FCA)

Northern Telecom and Canadian Union of Communication
Works v. Communication Workers of Canada and A.G.
Canada, [1983] 1 S.C.R. 733
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City of Montreal v. Montreal Street Railway, [1912] A.C.
333. :

Re: Requlation and Control of Radio Communication in
Canada, [1932] A.C. 305.

Canadian Pacific Railway v. A.G. B.C,, [1950] A.C. 122.

Re Inter-provincial Paving Co (1962), C.C.H. Lab. Law
Cases, 1188 (Ontario Labour Relations Board)

Canadian National Railway v. Nor-Min Supplies Ltd.,
[1977] 1 S.C.R. 322.

B.C. Electric Railway v. Canadian National Railway,
[1932] S.C.R. 161.

Re: Industrial Relations and Disputes Investigation Act
(The Stevedoring Reference), [1955] S.C.R. 529.

In the matter of a Public Hearing Into Certain
Facilities Owned or Leased and Operated by Dome
Petroleum Ltd., National Energy Board, January 1986.

R. v. Board of Transport Commissioners, (Go Train Case),
[1968] S.C.R. 118.

Re Henuset Ltd. et al. (1981), 1 D.L.R. (3d) 639

Flamborough v N.E.B. et al. (1984) 55 N.R. 95 (F.C.A.)

A.G. B.C. v. A.G. Canada, [1937] A.C. 377

Re Validity of S.5 of Diary Industry Act, Canadian
Federation of Agriculture v. A.G. Quebec et al
(Margarine Reference), [1951] A.C. 179.

International Brotherhood of Electrical Workers and
Westcoast Transmission Company Ltd., Report of Canadian
Labour Relations Board, April, 1974.

Attorney-General Ontario v. Winner et al., [1954] 4
D.L.R. 657

Re: Carleton Regional Transit Comm. (1983), 44 O.R. (24)
560
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Re: Tank Truck Transport, [1960] O.R. 497

R. v. Cooksville Magistrate's Court, ex parte Liquid
Cargo Lines [1965] 1 O.R. 84

R. v. Man. Lab. Bd. ex parte Invictus (1968), 65 D.L.R.
(2d) 517

Re: A.-G. Que. and Baillargeon (1978), 97 D.L.R. (3d) 447

Re: Colonial Coach Lines, [1967] 2 O.R. 25

Re: Windsor Airline Limousine Service, (1980) 30 O.R.
(2d4) 732

Campbell-Bennett v. Comstock Midwestern, [1954] S.C.R.
207

Sask. Power Corp. v. TransCanada PipeLines, [1979] 1
S.C.R. 297.

Kootenay & Elk R. Co. et al v. CPR Co. et al (1972), 28
D.L.R. (3d) 385 (1974) S.C.R. 955

The Minister of Employment and Immigration and the A.-G.
Canada v. Harvinder Singh Sethi (Unreported) June 20,
1988, Ct. File No. A-493-88 (F.C.A.)

Central Western Ry. Corp. v. United Transportation Union
et al. (1988), 84 N.R. 321 (F.C.A.)




Filed: 2012-02-29

EB-2012-0048

Exhibit A2.1
Attachment 2

UNICORP CANADA

CORPORATION
|
lUNION ENTERPRISES LTD. | UNICORP AMERICAN CORPORATION
I NVESTMENT |
QIL%LEX ENER |
UNION MARK WESTBURNE | INVESTMENTS EAL| ESTA
GAS RESOURCES | INTERNATIONAL | |
LIMITED INC. INDUSTRIES LTD | | CITYFED SYBEDON
| FINANCIAL | CORPORATION
| || | CORPORATION JOINT VENTURE
UNIGAS
— CORPORATIO |
MIDLAND I
1 DOHERTY ATLANTIC UNICORP
FINANCIAL | FEDERAL ! PROPERTY
CORPORATION —|  SAVINGS & . PANAGEMENT INC.
ST. CLAIR | LOAN ASSOC.
=~ PIPELINES I
LIMITED UNICORP
NUMAC OIL | FINANCIAL PROPERTY
CRICORD & GAS LTD. I SERVICES IDEVELOPMENT INC
L ]| enERGY INC.
I LINCORP. INC.| UNICORP
| PROPERTIES
' DIVISION
| LINCOLN
SAVINGS | UNICORP
| BANK AMERICAN VENTUREY -
| CORPORATION
|
| AMERICAN
MEDICAL
| BUILDINGS INC.
CANADA !

(1988)

91° ¥ XIAN3IddY



Filed: 2012-02-29
EB-2012-0048
Exhibit A2.1

Attachment 2
DECISION WITH REASONS
5. GLOSSARY OF TERMS
ANNUAL An annual quantity of gas sold by TCPL
CONTRACT under a contract to a customer under a
QUANTITY delivery schedule largely at the
(ACQ) GAS discretion of TCPL. Forty percent is

deliverable in the winter period and
sixty percent in the summer. The
charge for such 1is on a volumetric
basis with a provision for a supple-
mental charge for volumes offered and
not taken.

ANNUAL LOAD A mathematical indicator of the way in
FACTOR which a customer consumes gas over the
year. It can be calculated in more

than one way. A common approach is to
express the average daily volume of gas
consumed by a customer over the year as

a percentage of the customer's peak day
consumption.

/1



Filed: 2012-02-29
EB-2012-0048
Exhibit A2.1
Attachment 2

DECISION WITH REASONS

Bcf An abbreviation for a billion cubic
feet of gas which 1is -equivalent to
28.328 10°m3.

BUY-SELL In this arrangement, the end-user
purchases its own supply of gas and
arranges for transportation, generally
to the distributor's receipt point.
The distributor purchases the gas and
commingles it with the balance of its
supplies, and then sells to the
end-user as a sales customer under the
appropriate rate schedule.

BYPASS Bypass involves the total avoidance of
the LDC's system for the transportation
of gas. )

CLASS LOCATION A classification of a geographic area

according to 1its approximate current
and future population density and other
characteristics considered when
prescribing the design and methods of
pressure testing for pipelines to be
located in the area.

CLASS 1 & 2 A Class 2 location has higher

LOCATION population density than a Class 1
location. Therefore a pipeline
designed originally for Class 1

location would be subject to a

reduction in pipeline operating

/2
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pressure, and hence 1lower throughput,
in the event that the area was later
reclassified as Class 2. The original
pipe would have to be replaced with
heavier pipe to maintain the same

maximum operating pressure.

COMPETITIVE A mechanism by which "system producers"
MARKETING (i.e. those who sell gas to TCPL)
PROGRAM provide specific discounts to

(CMP) individual end-users of gas. The

distributor sells to the end-user under
the approved sales rate schedule; the
distributor advises TCPL of volumes
sold each month. TCPL rebates to the
distributor the agreed wupon discount
for the preceding month's volumes and
the distributor flows the rebate
through to the end-user.

CONTRACT A transportation service provided under
CARRIAGE contract for the transport of gas not
owned by the transporter.

CONTRACT Gas which the utility or a customer has
DEMAND GAS the contractual right to demand on a
(CD GAS) daily basis from the supplier of the

gas. For the transportation of the gas
the customer must pay a fixed monthly

demand charge regardless of volumes

/3
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actually taken. A commodity <charge
related to the volume taken 1is also
paid.

DEMAND CHARGE A monthly charge which covers the fixed
costs of a pipeline. The demand charge
is based on the daily contracted or
operating demand volumes and is payable

regardless of volumes taken.

DESIGN MINIMUM The minimum acceptable delivery

INLET PRESSURE pressure at the downstream end of a
pipeline.

DIRECT Natural gas supply purchase arrangements

PURCHASE transacted directly between producers,

brokers, or agents and end-users at
negotiated prices.

DIRECT SALES Natural gas sales by producers or
agents, (as opposed to sales by an
LDC), directly to end-users.

DISCRETIONARY The gas utility volumes purchased over

PURCHASE and above those under contract with
TCPL and which are wusually associated
with the availability of excess
capacity in the TCPL system.

/4
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DISPLACEMENT According to the TCPL definition
VOLUME approved by the NEB, (which is

currently under review), the volume of
gas contracted under a direct purchase,
firm transportation contract with TCPL
is considered a displacement volume 1if,
assuming the absence of such direct
purchase, the LDC could supply the
account on a firm contract basis
without itself contracting for
additional firm volumes to accommodate
that demand.

DOUBLE A double demand charge occurs when a
DEMAND CHARGE direct purchase sale displaces a
distributor's sale, and the space

reserved by that distributor on the
TCPL system is paid for twice: first by
the utility and second, by the direct
purchaser.

FEEDSTOCK Natural gas used as a raw material for
its chemical components and not as a
source of energy.

FIELD GATHERING Systems of pipelines that convey gas
SYSTEMS from gas wellhead assemblies to treat-
ment plants, transmission lines,

distribution lines or service lines.

/5
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FIRM SERVICE A relatively higher priced service for
a continuous supply of gas without
curtailment, except under extraordinary

circumstances.

HYDROCARBON Any compound of hydrogen and carbon.
Fuel o0il and natural gas are referred
to as hydrocarbon fuels.

INTERRUPTIBLE Customers whose gas service is subject
CUSTOMERS to curtailment at the discretion of the
utility. The duration of continuous

and cumulative interruptions as well as
required notice periods are usually
specified in the service contract.

INTERRUPTIBLE Transportation service or sales service

SERVICE (IS) provided on a best-efforts basis
depending upon the availability of
spare capacity on a pipeline. The
shipper or buyer must pay a commodity
charge related to the volume taken.

LINE-PACK GAS The inventory of gas in the pipeline
system to which gas 1is continually
being added at the upstream end and
withdrawn at the downstream end.

LOAD-BALANCING The efforts of a utility or of a direct
purchaser to meet its gas requirements

in the most economic manner. It

/6
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LOAD FACTOR

LOOP

MANUFACTURED
GAS

MARKET
RESPONSIVE
PROGRAM (MRP)

involves balancing the gas supply to
meet demand by using storage and other
measures.

A mathematical indicator of the way 1in
which a gas utility system, or end use
customer draws on 1its supply of gas
over a period of time. The annual load
factor can be expressed as the average
daily volume of gas demanded over the
year expressed as a percentage of the
peak day demand.

Additional pipeline which 1is 1located
parallel to an existing pipeline over
the latter's entire length, or any part
of it, and 1is added to 1increase the
capacity of the transmission system.

A combustible gas artificially produced
from coal, coke, or oil, or by

reforming liquefied petroleum gases.

This program permits a local distri-
bution company to offer customers
discounts from the price normally paid
under the sales tariff. The funds for
these discounts are provided by system
gas producers through Western Gas
Marketing Limited. MRPs are similar to
CMPs in that they assist system gas to
compete with direct purchase supply.

/7



Filed: 2012-02-29
EB-2012-0048
Exhibit A2.1

h

Attachment 2

DECISION WITH REASONS
MAXTMUM The maximum compression currently
COMPRESSION available at the upstream end of a
AVAILABLE pipeline which limits the trans-

portation capability of the pipeline to
a level below the pipeline's potential
capability.

METHANE Methane, a colourless hydrocarbon gas,
is the chief component of natural gas.
Its chemical formula is CH4.

NPS NPS means nominal pipe size and is used
in conjunction with a non-dimensional
number to designate the nominal size of
valves, fittings and flanges. More
specifically the following nominal pipe

sizes appear in this document:

Equivalent
Imperial
Outside Diameter Size in
in Millimetres Inches
NPS 12 323.9 12
NPS 20 508 20
NPS 24 610 24
NPS 36 914 36
OFF-PEAK A period during which the amount of gas
PERIOD required Dby a customer or local

distribution company is less than its

maximum requirement.

/8



Filed: 2012-02-29
EB-2012-0048
Exhibit A2.1
Attachment 2

DECISION WITH REASONS

ONTARIO
PIPELINE
COORDINATION
COMMITTEE (OPCC)

OPERATING
DEMAND
VOLUMES

PEAK DAY

PEAK DEMAND

PEAK PERIOD

An interministerial committee, chaired
by a member of the OEB staff and
including designates from those
ministries of the Ontario Government
which collectively have a responsi-
bility to ensure that pipeline
construction and operation have minimum
undesirable impacts on the
environment. The environment,
perceived 1in a broad sense, covers
agriculture, parklands, forests,
wildlife, water resources, social and
cultural resources,

public safety and landowner rights.

Volumes specified in the distributor's
CD contracts with TCPL, less the

volumes deemed to have been displaced
by direct sales, as determined under
the NEB's rules.

A peak period of 24 hours duration.

The maximum amount of gas required over

a given, usually short, period of time.

A period, wusually of short duration,
during which the maximum amount of gas
is required by a customer or local dis-
tribution company.

/9
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PEAKING SERVICE A discretionary purchase for the
(PS) delivery of gas during the winter
season. The service is not subject to

interruption and includes a take-or-pay

provision.
PROFITABILITY A measure of whether there is a net
INDEX cost to a wutility's customers as a

result of undertaking a proposed
project. A profitability index of 1.0
would mean that the net present value
of the cash inflows is equal to the net
present value of the cash outflows over
the period selected for the analysis,
based on the utility's incremental cost
of capital.

“PURE" UTILITY A local distribution company which is
not engaged in any other unrelated
business activities.

RATE BASE The amount the utility has invested in
assets such as pipes, meters,
compressors and reqgulator stations,
etc., minus accumulated depreciation,
plus an allowance for working capital
and other amounts that may be allowed
by the Board.

/10
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RAW NATURAL A naturally occurring unprocessed
GAS mixture of hydrocarbon and non-

hydrocarbon gases of low molecular

weight.
REMOVAL A permit granted by the Alberta Energy
PERMITS Resources Conservation Board that

authorizes the export of gas from the
Province of Alberta.

ROAD A right-of-way reserved for a highway
ALLOWANCE which includes the travelled portions
of the highway and its perimeter.

SECTIONALIZING A valve used to interrupt the flow of

BLOCK VALVE gas and isolate a section or sections
of a pipeline for maintenance, repair,
safety or other purposes.

SELF- The purchase of gas by an LDC from
DISPLACEMENT sources other than TCPL to displace gas

it would otherwise obtain from TCPL.

SPOT GAS Gas available in the market place
through short-term, fixed price
contracts generally 1lasting 1less than
twelve months.

/11



Filed: 2012-02-29
EB-2012-0048
Exhibit A2.1
Attachment 2

DECISION WITH REASONS

STAGE 1 The Board requires each gas utility to
use a three-stage process to evaluate
the economic feasibility of system
expansion. Stage 1 is a profitability
test based on a discounted cash-flow
(DCF) analysis.

STAGE 2 Stage 2 is designed to quantify other
public interest factors not considered
in a Stage 1 analysis of the costs and
benefits when testing the economic
feasibility of a utility system expan-
sion project.

STAGE 3 Stage 3 takes into account all other
relevant public interest factors that
cannot be readily quantified 1in a
cost/benefit analysis when testing the
economic feasibility of a utility

system expansion project.

SUMMER A price discount feature of the
INCENTIVE CMP Competitive Marketing Program to
encourage individual end-users to

purchase system gas during the summer
season when both producers and TCPL
have excess capacity.

SYSTEM GAS Gas supplied under contract to TCPL by
gas producers.
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SYSTEM Gas producers that have contracts to
PRODUCERS supply TCPL with gas.
TCPL DEMAND A component of TCPL's CD rate designed
CHARGE to recover all or most of the fixed
costs of transmission. Demand charges

are payable by the shipper whether or
not gas is taken.

TEMPORARY WINTER A discretionary purchase for the

SERVICE (TWS) delivery of gas during the winter
season. The service 1is subject to
limited interruption and includes a

take-or-pay provision.

TOPGAS & Two banking consortiums formed in 1982

TOPGAS II and 1983 respectively which have made
an aggregate of approximately $2.65
billion of take-or-pay payments to
Alberta gas producers for gas
contracted for but not taken by TCPL.
These payments were made on a project
financing basis and are referred to as
the TOPGAS and TOPGAS II loans.

UNBUNDLED A rate for an individual, separate
RATE service offered by a distributor as
opposed to a rate which combines the

costs of a variety of component
services.
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UNABSORBED Charges which occur when a distributor
DEMAND purchases its gas or receives its gas
CHARGE at less than the forecasted load factor
used in setting rates.
WINTER The higher gas requirement of a
PEAKING customer or local distribution company

in response to higher demand in the

winter season.

<R

T
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UNION GAS LIMITED

Answer to Interrogatory from
Building Owners and Managers Association, Greater Toronto ("BOMA")

Please explain fully what is meant by the "cumulative underecovery of the St. Clair
Transmission Line from 2003 until today”. The explanation should include, among
other things:

a) What was the amount of the underecovery in each year from 2003 to the end of
2011, inclusive?

b) Show the calculation of the annual amount of underecovery for each year.

c) Was the St. Clair Transmission Line a part of the Union Gas rate base over the
above period? When was it removed? Please provide details.

d) When will it be returned to the Union Gas rate base?

Response:
a) and b) Please see the Attachment.

c) The St. Clair Line was included in rate base from 2003 through 2009. It was
removed from rate base in December 2009.

d) Please see the response at Exhibit Al1.4 a).
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UNION GAS LTD
Calculation of the Cumulative Under-recovery of the St. Clair Line
for Deferral Account 179-121 (January 1, 2003 to February 28, 2010) and Deferral Account 179-122 (March 1, 2010 to December 31, 2011)
(Amounts Excluding Interest)

Deferral Account 179-121 Deferral Account 179-122 (8)

Particulars ($000's) 2003 2004 2005 2006 2007 2008 2009 2010 (1) 2010 (1) 2011 Total
(@) (b) () (d) (e) ® ()] (h) 0] (0) (k)

Net Revenue 2) 400 836 642 297 120 510 707 30 127 1,455 5,124
Net Depreciated Value (St. Clair Line) 3) 6,961 6,710 6,433 6,155 5,877 5,738 5,461 5,414 5,183 4,905
Working Capital - Linepack 4) 64 64 64 64 64 64 64 64 64 64
Total Rate Base (line 2 + line 3) 7,025 6,774 6,497 6,219 5,941 5,802 5,524 5,478 5,247 4,969
Return and Taxes (5) 886 824 794 759 657 622 595 94 472 534 6,238
Depreciation Expense 275 277 278 278 278 276 278 46 232 278 2,495
Operating Expenses
St. Clair River Crossing - Toll (6) 342 342 342 342 342 342 342 57 285 342 3,078
Operating and Maintenance @) 35 36 37 39 40 40 41 7 35 43 354
Total Operating Expenses (line 7 + line 8) 377 378 379 381 382 382 383 64 320 385 3,432
Estimated Actual Cost of Service (line 5 + line 6 + line 9) 1,538 1,480 1,451 1,417 1,316 1,281 1,256 205 1,024 1,197 12,165
Estimated Annual Under-recovery of the St. Clair Line (line 1 - line 10) (1,138) (644) (809) (1,120) (1,196) (771) (550) (175) (897) 259 (7,041)
Estimated Cumulative Under-recovery of the St. Clair Line (1,138) (1,782) (2,591) (3,711) (4,907) (5,678) (6,228) (6,402) (7,299) (7,040)

Notes:

(1) The actuals for 2010 are pro rated for 2 months to March 1, 2010 as per Board decision.
(2) Revenue associated with firm and interruptible transport, net of unaccounted for gas and excluding compressor fuel.

(3) EB-2008-0411, FRPO, Interrogatory #6.

(4) St. Clair Valve Site to Bickford Compressor Station Linepack of 6,758 GJ, valued at $9.439/GJ (as per EB-2005-0520).
(5) Return on Rate Base calculated as per Board Approved Capital Structure and Rate of Return.

2003 Return on Rate Base as per RP-1999-0017, Exhibit B, Tab 2, Appendix H, Schedule 7.
2004 to 2006 Return on Rate Base as per EB-2005-0520, Exhibit 6, Tab 1, Schedule 1.

2007 to 2010 Return on Rate Base as per EB-2009-0101, Exhibit A, Appendix A, Schedule 4.

(6) Cost Based on the September 16, 1996 agreement between St. Clair Pipelines (1996) Ltd. And Union.
(7) Estimated Operating and Maintenance Expenses based on EB-2005-0520, Exhibit G3, Tab 3, Schedule 1, Updated for EB-2005-0520 Board Decision.
(8) The balance in deferral account 179-122 will continue to accumulate until rates are reset to remove the St. Clair Line, provided the sale of the line takes place.
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UNION GAS LIMITED

Answer to Interrogatory from
Building Owners and Managers Association, Greater Toronto ("BOMA")

On what date does Union propose to return the St. Clair Line to rate base? If it is
other than December 31, 2012, please explain why.

Response:

Please see the response at Exhibit Al.4 a).
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UNION GAS LIMITED

Answer to Interrogatory from
Building Owners and Managers Association, Greater Toronto ("BOMA")

Will the St. Clair Line operate in the next few years as it has since 2003? Please
discuss.

Response:

Union will continue to sell transportation services between MichCon and the Dawn
HUB to meet market demand. The demand for transportation between Michigan and
Ontario has increased recently, and this path will continue to play an important role in
bringing supply diversity to Ontario.
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UNION GAS LIMITED

Answer to Interrogatory from
Building Owners and Managers Association, Greater Toronto ("BOMA")

Will the underecovery likely continue?

Response:

As discussed in Exhibit A2.4, the demand for transportation between Michigan and
Ontario has increased over the past few years. As shown in the Attachment to Exhibit
A2.2, there was an over-recovery of the St. Clair line in 2011 of $0.259 million. The
long-term over or under-recovery of the St. Clair Line is dependent on the ongoing
demand for transportation between Michigan and Ontario.
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UNION GAS LIMITED

Answer to Interrogatory from
Canadian Manufacturers & Exporters (“CME”)

Union advises that the sale of the St. Clair Line to Dawn Gateway LP (“DGLP”) has
been cancelled and on the basis of that cancellation, has reversed the balances in
Deferral Accounts No. 179-121 and 179-122 and reduced them to zero. The sunset
date for the prior approvals granted by the Board with respect to the Dawn Gateway
project was December 31, 2013. Under the initial proposal, DGLP would be leasing
the U.S. assets of MichCon that formed part of the project. In this context, please
provide the following further information:

a) Does the cancellation of the sale of the St. Clair Line to DGLP mean that the
Dawn Gateway project has been permanently cancelled, with the result that the
approvals previously granted by the Board with a sunset date of December 31,
2013, should now be treated as having expired?

b) If not, then is there a possibility that the project will be re-structured to proceed
prior to December 31, 2013, with a lease of the St. Clair Line to DGLP, rather
than a sale being the structure initially proposed for the project’s use of MichCon
assets? If the answer to this question is yes, then please provide details of the
proposed restructuring of the Dawn Gateway project.

c) Please provide an update on the status of approvals for the Dawn Gateway project
requested from U.S. authorities. Have these requests for approvals been
withdrawn? If not, then please explain why these requests for approval are
proceeding.

Response:

a) Asreflected in Union’s letter, the sale to DGLP has been cancelled and the
project terminated. In the circumstances, the right of sale granted by the Board in
EB-2008-0411 is not applicable.

b) There are no plans to re-structure and proceed with the project prior to December
31, 2013 with a lease of the St. Clair Line to DGLP.

c) Union understands that all approvals for the Dawn Gateway project requested
from U.S. authorities have been withdrawn.
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UNION GAS LIMITED

Answer to Interrogatory from
Canadian Manufacturers & Exporters (“CME”)

Board Staff in their Interrogatories to Union ask a number of questions pertaining to
the accounting transactions related to the account closure relief Union proposes,
including the accounting that would have prevailed had the under-utilized St. Clair
Line and its related under-recovery burden been charged as an expense to over-
earnings realized by Union in the period between January 1, 2010 and December 31,
2012.

By way of further elaboration on the information Board Staff seeks, please provide
the following information:

a) Has Union, in its accounting records, treated the St. Clair Line as a non-utility
asset since December 31, 2009?

b) What was the actual net book value of the St. Clair Line at December 31, 2009,
and what is the actual net book value of the asset in Union’s accounting records at
December 31, 20117

c) What is the precise date upon which Union proposes to return the St. Clair Line to
Rate Base?

d) What is the actual net book value in Union’s accounting records for the St. Clair
Line as at the precise date on which it proposes to return the Line to Rate Base?

Response:

a) Since December 31, 2009 the assets have been reported in Union’s balance sheet
as Assets Held for Sale, this account is excluded from the calculation of utility
rate base.

b) The net book value of the St. Clair Line at December 31, 2009 was
$5,182,879.48. The net book value at December 31, 2011 was $5,182,879.48.
No depreciation expense is recorded on assets while held for sale.

c) Please see the response at Exhibit Al.4a).

d) $5,182,879.48.
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UNION GAS LIMITED

Answer to Interrogatory from
Canadian Manufacturers & Exporters (“CME”)

In Board Staff Interrogatory No. 5(a), Union is asked to provide a table highlighting
the utilization of the St. Clair Line from 2003 to 2012. By way of an elaboration of
the information requested in Board Staff Interrogatory No. 5(a), please provide the
following:

a) A broadened and updated response to Union’s answer to Undertaking J1.2 in the
EB-2008-0411 proceeding showing, for the 6-year period referenced in that
Undertaking response and for the additional yearly periods to December 31, 2012,
the deficiency amount and negative rate of return being earned by Union on the
asset.

b) An exhibit that will show the calculation, as a year-by-year percentage amount in
each of the years 2003 to 2012 inclusive, of the extent to which the St. Clair Line
has been and continues to be under-utilized.

c) An exhibit that quantifies, in percentage terms year-by-year, the extent to which,
if at all, the St. Clair Line has been used since the NGEIR Decision to support in-
franchise utility services rather than transportation related to non-utility storage
services that Union provides.

Response:

a) Please see Attachments 1 and 2.
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MichCon-Union Gas Interconnect
Receipt at St.Clair Valve Site
Year | Total Qty Avg. Avg. | % Used | % Used by
GJ Qty/Day | Qty As by Union
GJd a % of | Others System
Daily Supply
Cap.
2003 12,871,981 35,266 16.5% 100% 0%
2004 7,734,450 21,190 9.9% 100% 0%
2005 7,109,431 19,478 9.1% 100% 0%
2006 1,933,078 5,296 2.5% 100% 0%
2007 3,654,821 10,013 4.7% 100% 0%
2008 | 10,671,520 ® | 29237 13.7% | 100% 0%
2009 9,134,585 25,026 11.7% 100% 0%
2010 8,844,949 50,595 23.6% 78% 22%
2011 | 31,703,413 86,859 39.4% 83% 17%

The 2012 forecast for both Bluewater and St. Clair to Dawn is 45,918,202 GJ,
Union does not forecast the volumes associated with the St. Clair line on a
standalone basis.

W EB-2010-0039 Exhibit B4.05 included forecasted quantities. This has been
updated to reflect actual quantities.

Since 2003, the largest portion of transportation activity is attributable to
marketers. These transportation customers bring their gas to Dawn where it may
be sold to other parties, including infranchise customers, other marketers, and
utilities, or where it may be injected into the storage accounts of the transportation
customer. There is no requirement for transportation customers to hold storage
contracts with Union.
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Please see the response to b) above.



Net Revenue

Operations
St. Clair River crossing toll *
Operations and maintenance
Insurance
Property taxes
Capital taxes

Depreciation
Total operating expenses

EBIT

Union Gas Limited
St. Clair Line

2003-2011 Net Revenues and Estimated Operating Costs
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($ 000's)

2003 2004 2005 2006 2007 2008 2009 2010 2011
400 836 642 297 120 510 699 157 1455
342 342 342 342 342 342 342 342 342

24 25 26 26 27 28 29 29 30
11 12 12 12 13 13 13 13 13
100 96 96 92 94 95 95 97 99
21 20 19 18 17 4 4 4 0
275 277 278 278 278 276 278 278 278
$773  $771  $773  $769  $771  $758  $760  $763  $762
-$373 $65  -$131  -$472  -$651  -$248 961  -$606  $693

* Cost based on the September 16, 1996 agreement between St. Clair Pipelines (1996) Ltd. and Union
(@) The 2012 net revenue forecast for both Bluewater and St. Clair to Dawn is $1,151,783, Union does not forecast the revenues
associated with the St. Clair line on a standalone basis.
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Using the revenue and estimated operating expenses filed with the Market Valuation
report and the information in Attachment 1, the calculation of rate of return on common
equity of the St. Clair Line assets would be:

2003 -20%
2004 -9%

2005 -14%
2006 -24%
2007 -28%
2008 -16%
2009 -11%
2010 -32%
2011 18%

Attachment 1 only shows EBIT while the returns above are based on net income
applicable to common equity.

The rate of return for 2012 is not available; Union does not forecast the revenue
associated with the St. Clair line on a standalone basis.
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UNION GAS LIMITED

Answer to Interrogatory from
Canadian Manufacturers & Exporters (“CME”)

By way of further information relevant to the potential remedy/adjustment to reflect
the under-utilization of the St. Clair Line, if it is approved to be returned to Rate
Base, referenced in Board Staff Interrogatory No. 5(b), please provide the following
information:

a) Produce the valuation report filed as Exhibit K1.5 in the EB-2008-0411
proceeding estimating the market value of the St. Clair Line at November 1, 2008,
at $1.6M to $2.0M.

b) Indicate whether the levels of prospective utilization of the St. Clair Line reflected
in the valuation study for years beyond November 2008 have been over-estimated
or under-estimated compared to actuals and estimated actuals for the period
November 1, 2008, to December 31, 2012.

c) Have the impacts of returning the St. Clair Line to Rate Base been reflected in
Union’s 2013 Rebasing filings?

d) What is the incremental revenue requirement impact in the 2013 Rebasing year of
returning the St. Clair Line to Rate Base in 2012 at the net book value Union
proposes?

e) By what amount will the incremental revenue requirement impact in the 2013
Rebasing year, requested in the previous question, reduce if the St. Clair Line is
returned to Rate Base at a market value of $1.6M to $2.0M, rather than the net
book value Union proposes?

Response:
a) Please see the Attachment.

b) The actual utilization from 2009 to 2011 of the St. Clair Line was greater than the
assumptions in the valuation study.

c) The St. Clair Line has been included in rate base in Union’s 2013 cost of service
application (EB-2011-0210).
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d) The incremental revenue requirement in the 2013 rebasing year of returning the
St. Clair Line to rate base in 2012 at the net book value Union proposes is
$1,068,000.

e) The incremental revenue requirement identified in d) will be reduced by $197,000
to $222,000 if the St. Clair Line is returned to rate base at a market value of $1.6
million to $2.0 million.
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VALUATION OF
ST. CLAIR LINE

AS AT NOVEMBER 1, 2008
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MarcusE fssociates - Hoare-[ alton

Chartered Accountants Litigation & Valuation Services

Private and Confidential

Mr. Glen Priestley
Union Gas Limited

50 Keil Drive North

PO Box 2001

Chatham, ON N7M 5M1

November 28, 2008

Dear Sirs:

Re: Fair Market Value of the St. Clair Line

Enclosed is our estimate of the fair market value of the St. Clair Line as at November 1,

2008.

The values are based on the information available at the date of this report and are subject
to the restrictions, limitations and assumptions cited in our report.

We consent to the inclusion of the complete text of this report and the estimate of value in
the Union Gas Limited application for leave to sell the St. Clair Line to the Joint Venture
(as herein defined) and to the filing thereof, as necessary, with the Ontario Energy Board

and the National Energy Board.

Should you have any questions with respect to this matter, please do not hesitate to contact

us.

Yours truly,
R e ot

Blair V. Mutch, CA, CBV

Marcus & Associates 1ip HoareeDalton

131 Wharncliffe Road South London, Ontaric, Canada « N&J 2K4 Telephone: 519 433 9231 « Facsimile: 519 645 1397 » www.marcus.on.ca
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Introduction

1. Marcus & Associates LLP HoareeDalton has been engaged by Union Gas Limited
(“Union™) to provide an estimate of the fair market value of the St. Clair to

Bickford natural gas pipeline transmission asset (“the St. Clair Line”).
2. The valuation date is November 1, 2008 (the “Valuation Date™).

3. We understand the purpose of the estimate of value is to assist Union in the
evaluation of a potential sale of the St. Clair Line to a joint venture that is proposing
to operate a pipeline between the St. Clair River and Union’s Dawn Hub (the “Joint

Venture™)

4.  The analyses, comments and conclusions herein were developed and this valuation
report has been prepared in conformity with the Practice Standards of The Canadian
Institute of Chartered Business Valuators.

Value Conclusion
5. Based on the scope of review and subject to the assumptions, restrictions and

limitations noted herein, we estimate the fair market value of the St. Clair Line, as

at the Valuation Date, as summarized in the following table.

The St. Clair Line

Low High
Fairmarket valte ... ..o.oooiiiiiniin e $ 1,600,000 $ 2,000,000

6. If asked to select a specific point in the value range, we would select $1,800,000,
which is the midpoint of the range.
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Fair Market Value

Definition

7. Fair market value is defined as the highest price available in an open and
unrestricted market between informed and prudent parties, acting at arm's length

and under no compulsion to act, expressed in terms of money or monies worth.

8.  In preparing our estimate of value, we were not authorized to solicit, and did not
solicit, the interest of any party with respect to the acquisition of, or any business
combination or other extraordinary transaction involving the St. Clair Line. The
conclusions expressed within this report represent our estimate as to the fair market
value of the St. Clair Line, in the context of the notional marketplace.

Fair Market Value in Relation to Price

9.  Fair market value, as defined above, is not necessarily representative of the price
that would actually be realized on the sale of a business. Many different prices may
exist for a particular business, due to differing negotiating strengths among parties
to a transaction, differing perceptions of each of the parties involved as to the future
prospects of a particular business and other factors. The price, which a potential
purchaser might pay to acquire a business, is not only a function of the intrinsic
value of the particular business to be acquired, but also the opportunities for
synergies, economies of scale or other benefits, which the acquisition creates for the
potential purchaser. The fair market value attributable to these additional benefits
depends upon the unique circumstances of each specific special purchaser. The
ultimate price for which a business might be sold may be higher or lower than its

notional fair market value.
Special Interest Purchasers
10. Theoretically, each purchaser can be presumed to be able to enjoy synergies,

economies of scale and other such benefits in differing degrees and therefore each
purchaser could pay a different price for a particular pool of assets than could each

November 28, 2008 Page 3



other purchaser. The fair market value attributable to these additional benefits

depends upon the unique circumstances of each specific special interest purchaser.

11.  We understand that a potential joint venture partnership between affiliates of Union
and Michigan Consolidated Gas Company (“Michcon™), referred to herein as the
Joint Venture, is a potential purchaser of the St. Clair Line. In our view, the Joint
Venture would qualify as a special interest purchaser for purposes of determining
fair market value. For purposes of determining the fair market value of the St. Clair
Line we have considered the potential effects of the Joint Venture on value.

Scope of Review

12. In connection with our estimate of fair market value, we reviewed and relied upon
(without independently verifying the completeness or accuracy of), among other

things, the following:

i) St. Clair to Dawn C1 Transportation Revenues;

ii)  the St. Clair Line Estimated Costs, prepared by Union management;

iii) the St. Clair Line Estimated Net Book Value;

iv) a copy of the Belle River — Bickford Pipeline Operating Agreement dated
May 1, 1988;

v)  Union Cross Franchise Transportation Rates schedules effective for the years
2002-01-01 to 2009-01-01, inclusive;

vi) public company information relating to the business, operations and financial
performance of Union; and,

vii) such other corporate, industry and financial market information, investigations
and analyses we considered necessary or appropriate in the circumstances.

13.  We also had discussions with Union management.
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Restrictions and Limitations

14.

15.

16.

17.

The comments expressed herein represent our estimate as to the value of the St.
Clair Line viewed in the context of the notional marketplace. Our valuation
approach is based on an assessment of the operations of the St. Clair Line and on
rates of return on invested equity considered reasonable, having regard to certain
factors. These factors include external industry and economic conditions, which
influence risks associated with the St. Clair Line and internal factors, which affect

the future profitability of the St. Clair Line.

The comments and calculations noted herein do not represent a comprehensive
opinion of value. Rather, our calculations represent our estimated range of value

based on the information made available to us.

The reader is referred to Appendix A, attached, for the restrictions and limitations
that apply to this report and the values determined herein.

This report was prepared by Blair V. Mutch, CA, CBV and James B. Hoare,
CAeIFA/CBYV. The professionals from Marcus & Associates LLP HoareeDalton do
not have any present or contemplated future interest in the St. Clair Line or Union,
any personal interest with respect to the parties involved or any other interest that
might prevent us from performing an unbiased valuation. Our compensation is not
contingent on an action or event resulting from the analyses, estimate or

conclusions in, or the use of, this report.

Assumptions

18.

In preparing our estimate of value, we assumed, in addition to assumptions noted

elsewhere in this report, that:

i)  the estimate of value is rendered on the basis of securities markets, economic,
financial and general business conditions prevailing as at the Valuation Date
and the condition and prospects, financial and otherwise of the St. Clair Line
as they were reflected in the information;

ii)  the information provided by Union is complete, accurate and fairly presented;
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vi)

vii)
viii)

ix)

all government, regulatory or other consents necessary for a transfer or sale of
the St. Clair Line would be obtainable;

a potential purchaser could obtain commitments for natural gas throughput
with the participants of the BR to Dawn Pipeline (as hereunder defined);

the reported historical cash flows of the St. Clair Line contain no material
non-recurring or unusual items of revenue and expense, except as noted in this
report;

except as otherwise noted, non-arm's length transactions during the period
under review were at market value;

the St. Clair Line had no material assets that were not noted in this report;

at the Valuation Date, the St. Clair Line had no contingent liabilities, unusual
contractual obligations or substantial commitments, other than in the ordinary
course of business, or litigation pending or threatening;

there were no material contracts being negotiated at the Valuation Date which
might have an effect on the future operating results of the St. Clair Line that
have not been noted in this report; and,

the prevailing federal and provincial income tax rates prevailing and
announced at the Valuation Date are a reasonable proxy for rates in the

foreseeable future.

Overview of the St. Clair Line

Description of the St. Clair Line

19.

20.

21.

The St. Clair Line forms part of a contiguous natural gas pipeline system beginning
at Michcon’s storage facility located in St. Clair County, Michigan, running under
the St. Clair River and terminating at Dawn in Lambton County, Ontario (the “BR

to Dawn Pipeline™)

The BR to Dawn Pipeline’s primary purpose is to transport natural gas from
Michcon’s transportation system in Michigan to Union’s Dawn Hub in Ontario.

We understand the St. Clair Line pipeline was constructed to provide security of

natural gas supply to the Ontario market.
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22.

23,

24.

25.

The St. Clair Line is described as approximately 11.8 kilometers of 24 inch pipe,
originating at the St. Clair Valve Site and ending at Union’s Bickford Pool
Compressor Station, on the BR to Dawn Pipeline. The St. Clair Line Station is
located at the approximate mid-point of the St. Clair Line’s length.

The undertaking and assets of the St. Clair Line are owned by Union and are
regulated by the Ontario Energy Board (“OEB”), forming part of Union’s regulated

rate base.
The other participants and related segments of the BR to Dawn Pipeline are:

i)  Michcon — owns the approximate 4.7 kilometer 24 inch pipeline segment
commencing at the Belle River storage facility in St. Clair County, Michigan
and ending at the international border between Canada and the United States
in the middle of the St. Clair River.

il)  St. Clair Pipelines L.P. - owns the approximate 0.9 kilometer segment
commencing at the international border between Canada and the United States
in the middle of the St. Clair River and ending at the St. Clair Valve Site,
Lambton County, Ontario.

The St. Clair Line ends at the Bickford Pool Compressor Station. Bickford is the
site of a Union storage facility and compressor station. At Bickford, the St. Clair
Line connects with the Bickford to Dawn 24 inch pipeline. The Bickford-Dawn line
is built primarily for transporting storage gas to Dawn but can transport some
volumes from the St. Clair Line on an interruptible basis only.

26. We understand the effective pipeline capacity to be approximately 214 GJ's per
day.
Financial

27.

28.

Assets of the St. Clair Line form part of Union’s regulated rate base.

For valuation purposes, we assumed a sale of the St. Clair Line would be on a debt

free basis.
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29.

30.

31

32.

33.

34.

35.

On Schedule 1, attached, is a summary of revenues from the St. Clair Line.

Union does not specifically forecast the St. Clair Line revenue. For purposes of our
analysis, Union prepared an outlook for 2008 revenue, which is summarized on
Schedule 1. The outlook revenue is net of unaccounted for gas (UFG).

Annual St. Clair Line transportation net revenue, excluding commodity, averaged
$459,000 over the years 2003 to 2007. We understand, subsequent to 2005,
pipeline revenue declined due to the expiration of customer contracts and lower
activity (transportation demand) due to an increase in fuel charges imposed on the
U.S. side of the BR to Dawn Pipeline system.

The St. Clair Line net revenue ranged from $400,000 to $836,000 in the years 2003
to 2005. Revenue of subsequent years is generally lower due to the decreased
transportation demand noted above. The average net revenue over the years 2003
to 2005 was $626,000.

The 2008 outlook for the St. Clair Line net revenue is $510,000.
Note that revenue figures are net of a UFG allocation.
On Schedule 2, attached, we summarized the 2008 estimated operating costs of the

St. Clair Line based on an analysis prepared by Union management and our

discussions with Union regarding the various component cost factors.

Industry

36.

37.

We understand over 95% of Ontario’s gas supply comes from outside the province,
principally from the Western Canadian Sedimentary Basin, with additional suppiies

from the U.S. and small amounts of Ontario production'.

Natural gas enters Ontario through the northern mainline of the TransCanada
Pipeline Limited interprovincial pipeline system and through the Dawn Hub in

southwestern Ontario’.
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Union Gas Limited

38.

39.

40.

Union owns and operates natural gas transmission, distribution and storage facilities
in Ontario serving approximately 1.3 million residential, commercial and industrial
customers. The property, plant and equipment of Union consist primarily of

. . . vger 2
pipeline, storage and compression facilities”.

We understand Union has over 4,000 kilometers of high-pressure transmission
pipeline and approximately 59,000 kilometers of distribution main and service
pipelines. The Union underground natural gas storage facilities have a working

capacity of approximately 150 Bef and are the largest in Canada®.

Through its transmission system, Union gives shippers access to 15 pipeline and

distribution companies®.

General Economic Conditions

41.

42.

43.

44.

The Ontario Ministry of Finance is projecting real GDP in Ontario to grow at 0.1%
in 2008 and 0.7% in 2009°.

Annual housing starts in Ontario were forecast to end the year at 75,000 units.
Housing starts for 2009 were forecast to decline to 64,900 units’.

The consumer price index was forecast to rise 2.3% in 2008 in Ontario and 2.0% in
2009°.

Selected current economic statistics are setout in the following table.

(Intentionally left blank — see over the page)
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Economic Forecast Canada — Annual US — Annual
Averages Averages

2007 A 2008F 2009F | 2007 A 2008F 2009F

Growth in the Economy

(% change)

Real GDP - National 2.7 0.9 1.5 2.0 1.5 0.2
Ontario 2.2 0.1 0.7

Business investment 34 1.2 1.9 3.1 -4.3 -6.0
Res. construction 3.0 -2.3 -2.6 -17.9 -20.8 -11.2
Non-residential structures -0.4 -0.8 2.5 12.7 9.5 -3.9

Corporate Profits

(% change)

Pre-tax profits 3.3 5.6 0.8 0.7 -16.7 0.7

Interest Rates
( year-end rate)

90-day T-bills - % 3.82 1.25 3.00 3.70 0.85 1.75

Government bonds (10-year) 3.99 3.60 4.25 4.10 3.65 4.35
Source: Econoscope Volume 31, Number 11 November 2008 and 2008

F=Forecast A= Actual Ontario Economic Outlook - October 16, 2008

Valuation Approach

45. Based on the prospect of positive operating cash flows, we adopted a going concern

approach to value.

46. In valuing a business, there is no single standard or specific mathematical formula.
The particular methodology and the factors to consider will vary in each instance.
Based on our review, we estimated the value of the St. Clair Line based on both a
discounted cash flow (“DCF”) analysis and an asset based methodology.

47. The DCF methodology reflects the prospects and risks inherent in the St. Clair Line
by taking into account the amount, timing and relative certainty of projected
unlevered free cash flows expected to be generated by the St. Clair Line.

48. The asset based methodology reflects the potential earning power of an asset based
enterprise. The estimated value of the St. Clair Line book value reflects potential
earning power, generated by ownership of the St. Clair Line, through the OEB rate

setting process.
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Valuation Calculations

Discounted Cash Flow

Methodology
49. Application of the DCF valuation methodology contemplates the following
considerations:

i)  the anticipated cash flow from future operations projected over a time period,
which is reasonable in the circumstances;

ii) a residual fair market value of the St. Clair Line at the end of the explicit
projection period is determined;

iii) the cash flow stream for the projection period and the residual market value
are discounted to their present value by applying an appropriate discount rate;
and,

iv) the discount rate represents expected investor required rates of return after
considering risk-free rates of return available, risk adjustment factors
reflecting the particular business and industry and the degree of uncertainty in
achieving the cash flow projections. The possibility that certain of the cash
flow assumptions will prove to be inaccurate is one consideration in the
determination of the discount rates to be used in establishing a range of
values.

Projected EBITDA

50. Based on our discussions with Union management, the historical average net
revenue for the 2003 to 2008 period under review is considered indicative of the
tuture prospects for the St. Clair Line long-term revenue generation.

51. For valuation purposes, on Schedules 3A, 3B and 3C, attached, we prepared

projected operating earnings before interest, taxes, depreciation and amortization
(“EBITDA”) for the St. Clair Line at the low, base case and high end of the range,

respectively, based on the following:
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i)  For all points in the projected EBITDA range, revenue for 2008 was based on
the Outlook 2008 net revenue from Schedule 1.

ii)  Revenue at the low end of the range, on Schedule 3A, for the years 2009 to
2012 was projected at the average net revenue for the two most recent years,
being 2007 and 2008 as summarized on Schedule 1.

iii) Revenue for the base case, on Schedule 3B, for the years 2009 to 2012 was
projected at the average net revenue for the period of review, being the years
2003 to 2008 as summarized on Schedule 1.

iv) Revenue at the high end of the range, on Schedule 3C, for the years 2009 to
2012 was projected at the average net revenue for the three highest revenue
years, being the years 2003 to 2005 as summarized on Schedule 1.

v)  Operating expenses for 2008 are projected based on the estimated expenses on
Schedule 2.

vi) The St. Clair River crossing toll cost is assumed to remain constant.

vii) Other operating expenses for the years 2009 to 2012 are projected to increase
at the rate of inflation.

viii) Capital taxes are calculated based on the 2008 and 2010 estimated rate bases.

ix) Inflation is projected at 2% per annum.
52. Projected EBITDA for 2008 is $19,400.
53. Projected EBITDA ranges for the years 2009 to 2012 are summarized as follows:

e Low end of range on Schedule 3A — negative annual cash flow of $171,500 to
$178,000.

¢ Base case on Schedule 3B — negative annual cash flow of $18,500 to $25,000.

e High end of the range on Schedule 3C — positive annual cash flow of $133,000
to $139,500.

Present Value Discount Rates

54. The projected unlevered after-tax free cash flows of the St. Clair Line were
discounted based on the estimated weighted average cost of capital (“WACC”).
The WACC for the St. Clair Line was calculated based on the expected after-tax
cost of equity and debt, weighted based on an assumed optimal capital structure.
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55. We utilized the capital asset pricing model (“CAPM?) to determine WACC.

56. The CAPM approach calculates the cost of equity capital as a function of a risk-free
rate of return, the volatility of equity prices in relation to a benchmark (“Beta™) and
a premium for equity risk. The CAPM approach calculates the cost of debt as a
function of the risk-free rate of return plus an appropriate borrowing spread to

reflect credit risk, assuming an optimal capital structure.

57. On Schedule 4, attached, we summarize the calculation of the estimated WACC.

Cost of Debt

58. The pre-tax cost of debt is based on the risk-free rate of return and an appropriate
borrowing spread to reflect credit risk and debt maturity for a mix of mid and long-
term debt maturities, at the optimal capital structure. Income taxes are applied to

the pre-tax cost of debt to determine an after tax cost for debt.

59. Referring to Schedule 4, we estimated the after-tax cost of debt to be 4.52%.
Cost of Equity

60. The cost of after tax equity is determined with reference to a base rate representing
the risk-free rate of investment returns available and an equity risk premium

adjusted for volatility of natural gas utility equities.

61. In determining the equity Beta or adjustment for volatility of natural gas utility
equities, there were no directly comparable companies for our review. We selected
a Beta based on our review of the Betas of somewhat comparable publicly traded

companies.
62. We also considered the potential OEB approved regulated rate of return. Based on
existing usage of the St. Clair Line, Union and potential purchasers are subject to

OEB regulation with regard to capital structure and allowed rates of return.

63. We estimated the St. Clair Line cost of equity at 8.76%.
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Optimal Capital Structure

64.

The assumed optimal capital structure of debt and equity was determined based on
a review of market information for pipeline companies in Canada and the U.S. and

the risks inherent in the industry.

65. The optimal capital structure was assumed to be 40% equity and 60% debt.

WACC Summary

66. Referring to the detailed WACC analysis on Schedule 4, we calculated the WACC
applicable to the St. Clair Line to be 6.22%.

67. Based on the foregoing analysis and taking into account sensitivity analyses on the

variables utilized, we determined a range of discount rates for the St. Clair Line
cash flows of 5.75% to 6.75%.

Present Value of Discounted Cash Flows

Cash Flow — November 1, 2008 to December 31, 2012

68.

69.

For the low and base case EBITDA projections, the annual cash flows are projected
to be negative. Accordingly, no value is attributed to the projected free cash flows
for the low and base case projections from Schedules 3A and 3B.

Under the high range of projected EBITDA, we calculated the present value of
projected free cash flows of the St. Clair Line for the period November 1, 2008 to
December 31, 2012 on Schedule 5A and Schedule 5B, attached, as follows:

i)  annual cash flow on Schedules 5SA and 5B is the projected high range
EBITDA from Schedule 3C;

ii) we estimated the cash flow for the period November 1 to December 31, 2008
by prorating the full year 2008 cash flow for two months;

iii) unlevered cash income taxes calculated at the rate in effect each year are
deducted;

iv) working capital changes are assumed to be $nil; and
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70.

71.

72.

v)  net capital expenditures are assumed to be $nil.

Union management indicates quantifying an anticipated remaining economic and
physical life of the St. Clair Line is difficult. The subject pipeline facilities are
believed by Union to be sound and will be maintained as such for the foreseeable
future. We understand operating and maintenance expenditures are adequate to
maintain the pipeline assets to a code acceptable standard. Based on our review of
the annual capital expenditure activity in each of the St. Clair Line major asset
classes and our discussions with Union management, for valuation purposes we

assumed $nil future capital expenditures.

On Schedule SA we calculated the discounted net present value of the projected
unlevered after-tax free cash flows of the St. Clair Line, over the period November
1, 2008 to December 31, 2012, based on the high end of the WACC range of
6.75%.

On Schedule 5B we calculated the discounted net present value of the projected
unlevered after-tax free cash flows of the St. Clair Line, over the period November
1, 2008 to December 31, 2012, based on the low end of the WACC range of 5.75%.

Cash Flow - Terminal Value

73.

74.

We calculated terminal enterprise value at the end of the explicit projection period
based on the discounted present value of the projected annual EBITDA less cash
taxes over the remaining expected economic life of the pipeline. We assumed nil
growth for EBITDA subsequent to 2012. Accordingly, projected EBITDA was
held constant at the 2012 year level.

The St. Clair Line was assumed to have 35 years of remaining economic life at the
2012 year end.

The terminal cash flow values were discounted to the Valuation Date utilizing the
St. Clair Line WACC range. On Schedule 5A we applied the high end of the
WACC range of 6.75% and on Schedule 5B we applied the low end of the WACC
range of 5.75%.
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Total Present Value of Discounted Cash Flows

76.

77.

The net present value of the November 1, 2008 to December 31, 2012 cash flows
and the terminal value were added to determine the present value of the St. Clair

Line projected cash flows.

Based on our calculations, at the high end of the EBITDA range we estimated the
value of the St. Clair Line, based on the present value of the St. Clair Line
discounted cash flows, to be within the range of $1,540,000 to $1,750,000.

Asset Based Methodology

78.

79.

80.

81.

The undertaking and assets of the St. Clair Line are owned by Union and form part
of Union’s regulated rate base. Separate rate base records for the St. Clair Line
assets are not maintained. Management prepared an analysis to estimate the portion
of rate base attributable to the St. Clair Line. We understand rate base

approximates the net book value of the assets.

On Schedule 6, attached, we summarized the St. Clair Line estimated 2008 book
value. The estimated book value is approximately $5,584,000.

We understand that a transaction with the Joint Venture, if any, would likely occur
in 2010. On Schedule 7, attached, we summarized the estimated 2010 book value
of the St. Clair Line. The estimated book value for 2010 is indicated to be
$5,273,000.

We understand that on sale of the St. Clair Line, Union would likely retain the
working capital assets. Excluding working capital assets, the estimated 2010 book
value of the St. Clair Line is $5,157,000.

Estimated Asset Based Value

82.

Union is provided a return on its investment in the St. Clair Line in accordance with
Union’s overall approved rate of return on capital, as set by the OEB. The actual
rate of return achieved may vary from the rate allowed by the OEB as a resuit of
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83.

84.

85.

36.

87.

88.

unexpected changes in weather, inflation, interest rates, general economic
conditions and the utility’s ability to achieve forecast revenues and manage costs.

We understand the St. Clair Line was constructed to ensure safety of natural gas
supply to the Ontario market. The cash flow generating ability of the St. Clair Line

was not the primary reason for the investment in the pipeline.

The present value of the projected cash flows from existing transportation revenues

are less than the current estimated St. Clair Line book value.

There are significant risks to realizing a future adequate return on investment by a
potential purchaser of the St. Clair Line. In our view, a potential purchaser would
discount the value indicated by the net book value of the assets to a value more
indicative of the potential cash flows generated from an investment in the St. Clair

Line.

Our review of publicly available information for natural gas distribution and
transmission enterprises indicated no directly comparable pipeline enterprises.
However, our review indicates that, on a relative basis, value is negatively impacted
by lack of profitability and certain business risks. Business risks that would
negatively impact the value of the St. Clair Line include, amongst others, generally
declining revenue, a limited number of customer contracts and the small size of the

asset.

Based on our review of price to book value metrics for selected public utilities and
considering the risk factors noted herein, we estimated the value of the St. Clair
Line, on an asset based methodology, to be 40% to 60% of the estimated 2008 book

value,

We estimated the fair market value of the St. Clair Line, on an asset based
methodology, to be within the range of $2,230,000 to $3.350,000.

Special Interest Purchaser Considerations

89.

Unless a pool of business assets is exposed for sale, it is often speculative as to
whether or not potential purchasers can take advantage of synergies and economies
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90.

91.

92.

93.

94.

of scale and even if they can realize synergies and economies of scale, can be
negotiated into a position to pay for them. In our view, in a market with only one
special interest purchaser and no ability to create an auction for the business assets,
a single special interest purchaser would not normally be willing to pay in excess of
the intrinsic value indicated by the earning power of the business.

The St. Clair Line is located between the St. Clair Pipelines L.P. (an affiliate of
Union) segment of the BR to Dawn Pipeline in the west and the Bickford to Dawn
pipeline in the east, without direct access to third party shippers of natural gas. For
valuation purposes, we assumed a potential purchaser could obtain commitments
for natural gas throughput with the participants of the BR to Dawn Pipeline.

Based on our review of the current cash flows from existing operations, except at
the high end of the cash flow projection range, the St. Clair Line does not generate
adequate revenues or cash flows to justify the values calculated herein. Based on
our discussions with Union management, the historical average net revenue for the
2003 to 2008 period is considered indicative of the future prospects for the St. Clair

Line’s long-term revenue generation, under existing operations.

The only party, of which we are aware, to be in a position to ensure an adequate
transportation throughput and associated cash flows is the Joint Venture. The Joint

Venture represents a potential special interest purchaser.

We valued the St. Clair Line assuming the Joint Venture could obtain commitments
to ensure an adequate transportation volume to realize net revenues at the high end
of the EBITDA range.

Potential opportunities for synergies, economies of scale or other benefits, which an
acquisition may create for the Joint Venture, have been excluded from
consideration on the basis that in a market with a single special interest purchaser
the potential purchaser would not be willing to pay in excess of the intrinsic value

indicated by the earning power of the existing operation.
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Summary of Value

95.

96.

97.

The following table is a summary of the range of estimated fair market values of the
St. Clair Line resulting from the DCF methodology and the asset based

methodology as discussed above.

Summary of Valuation Approaches — The St. Clair Line

Low High
Discounted cash flow methodology............ccovvnvninnn $ 1,540,000 $ 1,750,000
Asset based methodology.........oovevviiiiiii $ 2,230,000 $ 3,350,000

The analyses summarized above involve complex considerations and judgments
concerning financial and operating characteristics and other factors. In arriving at
our estimate as to the fair market value of the St. Clair Line, we were required to
make qualitative judgments as to the significance and relevance of each analysis

and factor.

Based upon and subject to all of the foregoing, as at the Valuation Date, we
estimate the fair market value of the St. Clair Line to be within the range of
$1,600,000 to $2,000,000. ’

Joint Venture Transaction

98.

99.

100.

We understand that a transaction with the Joint Venture, if any, would likely occur
in November 2010. We were asked to comment on the effect on value, if any,

related to a valuation date of November 2, 2010.

Based on the information available and assumptions applied at the date of this
report, there would be little change to the discounted cash flow value range if the
valuation date was November 1, 2010 versus the Valuation Date utilized herein.

On Schedule 7, attached, we summarized the estimated 2010 book value of the St.
Clair Line. The estimated book value is indicated to be $5,273,000,
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101. As previously discussed, the present value of the projected cash flows from existing
operations is less than the estimated the St. Clair Line book value. We further note
there are significant risks to realizing a future adequate return on an investment in

the St. Clair Line.

102. In our view, a potential purchaser would discount the value indicated by the 2010

book value of the assets.

103. Based on current markets, the information available and assumptions applied
herein, we would expect there to be little or no change in value utilizing a

November 2, 2010 valuation date.

" Source: Discussion Paper on System Supply in Ontario prepared for the OEB by ICF Consulting and
PEG and Excel Consulting.

? Union Gas Limited Annual Information Form for the Year Ended December 31, 2007,

* 2008 Ontario Economic Outlook and Fiscal Review — Annex II: Economic Outlook.
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Revenues
($ 000's)
Historical
Qutlook
Year Ended December 31 2003 2004 2005 2006 2007 2008
Revenue '
St. Clair to Dawn
C1 Firm transportation - demand 630 905 683 295 122 525
C1 Firm transportation - commodity 94 69 - 2 - -
C1 Interruptible transportation - commodity 32 12 - 11 48 14
756 986 683 308 170 539
Dawn to St. Clair
C1 Firm transportation - demand - - - - - -
C1 Firm transportation - commodity - - - - - -
C1 Interruptible transportation - commodity - - - - - -
UFG costs (356) (150) (41) (11) {50) (29)
Total net revenue for the St. Clair Line § 400 § 836 S 642 § 297 § 120 $ S5u0
Average net revenue for the two most recent years - 2007 and 2008 $ 315
Average net revenue for the period under review - 2003 to 2008 $ 468
Average net revenue for the three highest revenue years - 2003 to 2005 § 626
1 Source - Union spreadsheet summary St. Clair to Dawn C1 Transportation Revenues,
November 28, 2008 This schedule forms part of, and should be read in conjunction with, our report of same date.

Union Gas Limited
The St. Clair Line

Schedule 1
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Jnion Gas Limited
The St. Clair Line

2008 Estimated Operating Costs
($ 000's)

Operations
St. Clair River crossing toll'
Operations and maintenance
Insurance
Property taxes
Capital taxes

Depreciation

Total operating expenses

Source: Union spreadsheet the St. Clair Line Estimated Costs.

1 Cost based on the September 16, 1996 agreement between St. Clair Pipelines (1996) Ltd. and Union.

This schedule forms part of, and should be read in conjunction with, our report of same date.

$

342
28

95

276

758

Schedule 2
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Year Ended December 31

Projected revenue '

Projected expenses

$t. Clair River crossing toll 2
Operations and maintenance *
Insurance *

Property taxes®

Capital taxes *

Projected EBITDA °

A i DI

5

Note: Inflation assumed at 2% per annum.

Union Gas Limited
The St. Clair Line

Projected EBITDA - Low Range

($ 000's)
2008 2009 2010 2011 2012
510.0 315.0 315.0 315.0 315.0
342.0 342.0 342.0 342.0 342.0
28.0 286 292 29.8 30.4
13.0 13.3 13.6 13.9 142
95.0 96.9 98 8 100.8 102.8
126 12.2 4.0 - -
490.6 493.0 4876 486.5 489.4
$ 194 $ (178.0) S (172.6) S (171.5) S (174.4)

2008 based on the Outlook 2008 revenue from Schedule 1. Subsequent years based on the average revenue for the years 2007 and 2008, from Schedule 1.

Based on the estimated expense from Schedule 2.

2008 based on the estimated expenses from Schedule 2. Subsequent years increased at rate of inflation.

Capital taxes were calculated based on the estimated 2008 and 2010 rate bases and the following capital tax rates: 2008 0.225%; 2009 0.225%:;

2010 0.15% ceasing effective July 1; and subsequent years are nil.
Earnings before interest, taxes, depreciation and amortization.

This schedule forms part of, and should be read in conjunction with, our report of same date.

Schedule 3A
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Year Ended December 31

Projected revenue ’

Projected expenses

St. Clair River crossing toll >
Operations and maintenance *
Insurance *

Property taxes

Capital taxes *

Projected EBITDA ®

L

Note

Union Gas Limited
The St. Clair Line

Projected EBITDA - Base Case

(8 000's)
2008 2009 2010 2011 2012
510.0 468.0 468.0 468.0 468.0
342.0 342.0 342.0 342.0 342.0
28.0 286 29.2 298 30.4
13.0 133 13.6 13.9 142
95.0 96.9 98.8 100.8 102.8
12.6 122 4.0 - -
490.6 493.0 487.6 486.5 489.4
S 194 S (25008 (196) S (185 S @Ql4)

2008 based on the Outlook 2008 revenue from Schedule 1. Subsequent years based on the average revenue for the years 2003 to 2008, from Schedule 1.

Based on the estimated expense from Schedule 2.

2008 based on the estimated expenses from Schedule 2. Subsequent years increased at rate of inflation.

Capital taxes were calculated based on the estimated 2008 and 2010 rate bases and the following capital tax rates: 2008 0.225%; 2009 0.225%;

2010 0.15% ceasing effective July 1; and subsequent years are nil.
Eamings before interest, taxes, depreciation and amortization.

Inflation assumed at 2% per annum.

This schedule forms part of, and should be read in conjunction with, our report of same date.

Schedule 3B
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Union Gas Limited
The St. Clair Line

Projected EBITDA - High Range

(3 000's)
Year Ended December 31 2008 2009 2010 2011 2012
Projected revenue ' 510.0 626.0 626.0 626.0 626.0
Projected expenses
St. Clair River crossing toll > 342.0 342.0 342.0 3420 3420
Operations and maintenance * 28.0 28.6 29.2 29.8 30.4
Insurance * 13.0 13.3 13.6 13.9 14.2
Property taxes’ 95.0 96.9 98.8 100.8 102.8
Capital taxes * 12.6 122 4.0 - -
490.6 493.0 487.6 486.5 489.4
Projected EBITDA * $ 194 S 133.0 § 1384 § 1395 § 136.6
1 2008 based on the Outlook 2008 revenue from Schedule 1. Subsequent years based on the average revenue for the highest three revenue years of
2003 to 2005, from Schedule 1.
2 Based on the estimated expense from Schedule 2.
3 2008 based on the estimated expenses from Schedule 2. Subsequent years increased at rate of inflation.
4 Capital taxes were calculated based on the estimated 2008 and 2010 rate bases and the following capital tax rates: 2008 0.225%: 2009 0.225%:

2010 0.15% ceasing effective July 1; and subsequent years are nil.
5 Earnings before interest, taxes, depreciation and amortization.

Note: Inflation assumed at 2% per annum.

This schedule forms part of, and should be read in conjunction with, our report of same date.
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Union Gas Limited
The St. Clair Line

Weighted Average Cost of Capital Analysis

Cost of Debt
Risk free rate !
Estimated borrowing spread
Pre-tax cost of debt
Tax rate
After tax cost of debt

Cost of Equity
Risk free rate !
Equity risk premium *
Levered beta®

After tax cost of equity

Optimal Capital Structure
Debt
Equity

Calculated weighted Average Cost of Capital (WACC)

Range of WACC for valuation purposes

1 The risk free rate is measured as the Government of Canada 10-year bench mark bond yield.

2 Based on Ibbotson Associates. Canadian Risk Premia Over Time Report.
3 Based on review of natural gas utility betas.

3.76%
2.9%%
6.75%
33 00%
4.52%

3.76%

5.00%
1.00

8.76%

60.00%
40.00%

6.22%

5.75% to  6.75%

November 28, 2008 This schedule forms part of, and should be read in conjunction with, our report of same date.
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Union Gas Limited
The St. Clair Line

Discounted Cash Flow Analysis - High Range of EBITDA

(8 000's)

Discount Rate - 6.75%

Nov. 1 to Dec. 31

2008 2009 2010 2011 2012

Cash flow - November 1, 2008 to December 31, 2012

Projected EBITDA 32 100.0 138 4 1395 136.6

Unlevered cash income tax - (6.6) (19.9) (20.4) (19.5)

Projected unlevered after-tax free cash flow? 32 934 1185 119.1 117.1

Present value discount factor® 0.99457 0.95739 0.89685 0.84014 0.78702

Net present value 32 86.4 106.3 100.1 92.2
Terminal value

Present value of after-tax free cash flow for the years 2013 to 2047 1,151.7
Present value of cash flows 1,542.9

Rounded $ 1,540

Capital expenditures and changes in non-cash working capital assumed to be insignificant.

- P

Aunnual EBITDA held constant for vears subsequent to 2012,

November 28, 2008

Discounted to November 1, 2008. Discount factor based on the weighted average cost of capital.

All years hased on Schedule 3C. Full year projected 2008 cash flow is prorated for the period November 1 to December 31, 2008,

This schedule forms part of, and should be read in conjunction with, our report of same date.
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Union Gas Limited
The St. Clair Line

Discounted Cash Flow Analysis - High Range of EBITDA

Discount Rate - 5.75%

Nov. 1 to Dec. 31

2008 2009 2010 2011 2012

Cash flow - November 1, 2008 to December 31, 2012"

Projected EBITDA 32 133.0 1384 1395 136.6

Unlevered cash income tax - (17.5) (19.9) (20.4) (19.5)

Projected unlevered after-tax free cash flow? 32 1155 1185 1191 117.1

Present value discount factor 0.99535 0.96341 091103 0.86149 0.81465

Net present value 32 111.3 108.0 102.6 954
Terminal value

Present value of after-tax {ree cash flow for the years 2013 to 2047 1.333.8
Present value of cash flows 1,754.3

Rounded $ 1,750

N N

Arnnual EBITDA held constant for years subsequent to 2012,

All years based on Schedule 3C. Full year projected 2008 cash flow is prorated for the period November 1 to December 31, 2008,
Union represents minimal capital expenditures will be required to maintain the pipeline for the next 30 to 40 years.
Discounted to November 1, 2008, Discount factor based on the weighted average cost of capital.

This schedule forms part of, and should be read in conjunction with, our report of same date.
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Union Gas Limited
The St. Clair Line

Estimated 2008 Book Value

($ 000's)
Property plant and equipment
Land rights 452
Structures and improvements 15
Mains 7.695
Measuring and regulating 2,323
10,485
Accumulated depreciation (5,017)
5468
Working capital
O & M working capital 4
Line pack 64
Inventory 44
Prepaids and deferred expenses 4
Payables -
116
Accumulated deferred taxes' -
Estimated book value $ 5584
Source:  Union spreadsheet the St. Clair Line Estimated Costs and the St. Clair Line Estimated Net Book Value.
1 We understand the accumulated deferred taxes will not be included in a potential sale of the St. Clair Line. Accordingly,
we have excluded the deduction from the book value analysis.
Schedule 6
November 28, 2008

This schedule forms part of. and should be read in conjunction with, our report of same date. Page 29
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Union Gas Limited
The St. Clair Line

Estimated 2010 Book Value
($ 000's)

Property plant and equipment’

Land rights 452
Structures and improvements 15
Mains 7,695
Measuring and regulating 2,323
10,485
Accumulated depreciation (5,328)
5,157
Waorking capital
O & M working capital 4
Line pack 64
Inventory 44
Prepaids and deferred expenses 4
Payables -
116
Accumulated deferred taxes® -
Estimated book value $ 5273
Source: Union spreadsheet the St. Clair Line Estimated Costs and the St. Clair Line Estimated Net Book Value.
1 We understand the accumulated deferred taxes will not be included in a potential sale of the St. Clair Line. Accordingly,

we have excluded the deduction from the book value analysis.

This schedule forms part of, and should be read in conjunction with, our report of same date.
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Appendix A

Restrictions and Limitations

1. We relied on the information cited in the Scope of Review in our calculation of the
estimate of value. We have not audited the aforementioned information.
Consequently, we disclaim any responsibility or liability for any losses suffered by
any party as a result of our use and reliance on this information.

2.  The estimate of value has been prepared to assist Union in the evaluation of a
potential sale of the St Clair Line to the Joint Venture and is not intended for
general circulation; nor is it to be reproduced, referred to or used for any purpose
other than outlined above without our written permission in each specific instance.
We do not assume any responsibility or liability for losses sustained by Union, or
any other parties as a result of the circulation, publication, reproduction or use of
this estimate of value contrary to the provisions of this paragraph. We consent to
the inclusion of the complete text of this report and the estimate of value in the
Union application for leave to sell the St. Clair Line to the Joint Venture and to the
filing thereof, as necessary, with the Ontario Energy Board and the National Energy
Board.

3. With Union’s approval we have relied on the completeness, accuracy and fair
presentation of all financial information, forecasts and projections obtained from
Union. Our estimate of value is conditional upon such completeness, accuracy and

fair presentation of such information.

4. We disclaim any undertaking or obligation to advise any person of any change in
any fact or matter affecting the estimate of value, which may come or be brought to
our attention after the date of this report. Without limiting the foregoing, we
reserve the right to change, modify or withdraw the estimate of value in light of any
information existing as at the Valuation Date which becomes known to us

subsequent to the date of this report.

5. We believe that our analyses must be considered as a whole and that selecting
portions of the analyses or the factors considered by us, without considering all

November 28, 2008 Page 31



factors and analyses together, could create a misleading view of the process
underlying the estimate of value. The preparation of a valuation is a complex
process and is not necessarily susceptible to partial analysis or summary
description. Any attempt to do so could lead to undue emphasis on a particular

factor or analysis.
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Blair V. Mutch, CA, CIRP, CBV

Curriculum Vitae

Education and Professional Designations

e University of Windsor — Bachelor of Commerce — Honours Business
Administration (1989)

o Chartered Accountant (CA)
e Chartered Insolvency and Restructuring Professional (CIRP)
e Chartered Business Valuator (CBV)

e Various annual professional practice courses and seminars regarding valuation and
restructuring of businesses

Professional Associations

e Canadian Institute of Chartered Accountants (1992)

o Institute of Chartered Accountants of Ontario (1992)

o Canadian Institute of Chartered Business Valuators (2007)

e Canadian Association of Insolvency and Restructuring Professionals (1997)
Professional Experience

¢ HoaresDalton, Litigation and Valuation Services
Associate (2001 to present)

o KPMG and KPMG Inc.
Vice-President and Senior Manager, Financial Advisory Services Practice (1994

~2000)

o Deloitte & Touche Chartered Accountants
Owner Managed Business Services (1994)

¢ KPMG, Chartered Accountants
Auditor and Financial Advisory Services accountant (1989 — 1993)



Blair V. Mutch, CA, CIRP, CBV

Curriculum Vitae

Expertise
¢ Business and Securities Valuations

Purchase and sale of businesses
Shareholder oppression and appraisal rights
Family law matters

Income tax and capital gains
Expropriations

e Mergers, Acquisitions and Divestitures
Transaction services
Corporate reorganization
Financial restructuring
¢ Damage Calculations
Breach of contract
Loss of income
Personal injury
Income tax gross-up
o Forensic Accounting Investigations

Seminars and Presentations

e Presentation to the Middlesex Family Law Association — Business Valuation and
Income Determination Concepts — May 2008



Blair V. Mutch, CA, CIRP, CBV

Curriculum Vitae

Valuation Experience

Supervised or participated in the valuation of enterprises in the following

industries:

» Agriculture
» Feed distribution
» Various farming enterprises

» Business services
= Accounting
= Automobile and heavy truck
service
=  Consulting
= Record storage

= Security
»  Trucking
» Distribution and Wholesaling
= Auto parts
» Industrial supplies
*  Lumber

* Materials handling equipment
»  Media equipment

» Entertainment
= Sports franchise

» Financial services
* Insurance brokerage
= Investment holding companies
=  Wealth management

» Health care
» Medical device, equipment
and supplies manufacturing
and distribution
* Dental supply
»  Home care services
= Professional practices

» Manufacturing
= Auto parts
* Chemicals
= Food processing
= Packaging
= Pharmaceutical supplies
=  Printing

» Real estate and construction
» Electrical contracting
® Mechanical contracting
* Real estate holding and
management
» Real estate brokerage
» Residential development
* Transportation infrastructure

» Retailing
»  Apparel
*  Automobiles
*»  Fuel

» Paints and wallpaper

» Utilities
* Local electricity distribution
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UNION GAS LIMITED

Answer to Interrogatory from

Federation of Rental-housing Providers of Ontario (“FRPO™)

Ref: EB-2010-0039 Union Motion Volume 1 20110406, page 116, lines 4 to 27
Preamble:
MR. QUINN: Okay. Thank you.

I am going to move to the impact of clearing a deferral account. We know the issue
obviously is in front of this Panel as to whether the deferral account clearance will
need to await the sale or not.

But presuming that the answer is that they do not have to wait for the sale, | wanted to
explore something.

Mr. Thompson went over the IRM implications with Ms. Elliott this morning, but
what I didn't hear was the impact to earnings-sharing mechanism.

Could Ms. Elliott or somebody else provide to us -- walk through, starting at
December 31st, 2009 when the assets were removed, what the earnings-sharing
treatment Union has either done or is proposing, moving forward?

MS. ELLIOTT: The simple answer is there is no earnings-sharing treatment, because
the costs are no longer in utility cost-of-service.

So as of December, 2009, the asset was removed from rate base, which will remove
the costs associated with that asset. That is how they were treated through 2010, as
well.

So the costs are gone and the revenue is gone, leaving utility earnings with no,
basically, residual cost or revenues from the St. Clair pipeline.

How was revenue from third parties shippers using the St. Clair Line treated in the
period that the asset was deemed to be a non-utility asset?

Response:

In 2010 it was Union’s expectation that the Dawn Gateway project would proceed
and as a result the revenue from third party shippers using the St. Clair Line was not
included in earnings in 2010.
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The revenue from third party shippers using the St. Clair Line was included in
earnings in 2011 for purposes of the earnings sharing calculation.
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UNION GAS LIMITED

Answer to Interrogatory from

Federation of Rental-housing Providers of Ontario (“FRPO™)

Ref: EB-2010-0039 Union Motion Volume 1 20110406, page 116, lines 4 to 27
Preamble:
MR. QUINN: Okay. Thank you.

I am going to move to the impact of clearing a deferral account. We know the issue
obviously is in front of this Panel as to whether the deferral account clearance will
need to await the sale or not.

But presuming that the answer is that they do not have to wait for the sale, | wanted to
explore something.

Mr. Thompson went over the IRM implications with Ms. Elliott this morning, but
what I didn't hear was the impact to earnings-sharing mechanism.

Could Ms. Elliott or somebody else provide to us -- walk through, starting at
December 31st, 2009 when the assets were removed, what the earnings-sharing
treatment Union has either done or is proposing, moving forward?

MS. ELLIOTT: The simple answer is there is no earnings-sharing treatment, because
the costs are no longer in utility cost-of-service.

So as of December, 2009, the asset was removed from rate base, which will remove
the costs associated with that asset. That is how they were treated through 2010, as
well.

So the costs are gone and the revenue is gone, leaving utility earnings with no,
basically, residual cost or revenues from the St. Clair pipeline.

Who operated the line while it was held by the non-utility?

a) If Union, what compensation was provided by the non-utility for operating costs?

Response:
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Union operated the St. Clair line while it was held as available for sale and excluded
from utility rate base. The costs of operating the line, consistent with the Board-
approved allocation methodology, were removed from the utility earnings calculation.
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UNION GAS LIMITED

Answer to Interrogatory from

Federation of Rental-housing Providers of Ontario (“FRPO™)

Ref: EB-2010-0039 Union Motion Volume 1 20110406, page 116, lines 4 to 27
Preamble:
MR. QUINN: Okay. Thank you.

I am going to move to the impact of clearing a deferral account. We know the issue
obviously is in front of this Panel as to whether the deferral account clearance will
need to await the sale or not.

But presuming that the answer is that they do not have to wait for the sale, | wanted to
explore something.

Mr. Thompson went over the IRM implications with Ms. Elliott this morning, but
what I didn't hear was the impact to earnings-sharing mechanism.

Could Ms. Elliott or somebody else provide to us -- walk through, starting at
December 31st, 2009 when the assets were removed, what the earnings-sharing
treatment Union has either done or is proposing, moving forward?

MS. ELLIOTT: The simple answer is there is no earnings-sharing treatment, because
the costs are no longer in utility cost-of-service.

So as of December, 2009, the asset was removed from rate base, which will remove
the costs associated with that asset. That is how they were treated through 2010, as
well.

So the costs are gone and the revenue is gone, leaving utility earnings with no,
basically, residual cost or revenues from the St. Clair pipeline.

Did Union Gas pay the non-utility business for any use of the St. Clair Line while it
was held as a non-utility asset?
a) If so, what was the level of compensation and how was it determined for:

i. 2009?

ii. 2010?

iii. 20117

iv. 2012 YTD and forecast to March 31, 2012?
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b) Please provide the specific calculations that yielded the determination.

Response:
Yes.
a)
i. 2009 - $0
ii. 2010 - $0.021 million calculated as: 10,551 GJ * $0.971/GJ (C1 rate) * 2
months.

iii. 2011 - $0.143 million calculated as: (10,551 GJ *$0.971/GJ (C1 rate) * 10
months) + (21,101 GJ *$0.971/GJ (C1 rate) * 2 months).
iv. 2012 YTD and forecast to March 31, 2012 - $0.

b) Please see the response at a) above.
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UNION GAS LIMITED

Answer to Interrogatory from

Federation of Rental-housing Providers of Ontario (“FRPO™)

Ref: EB-2010-0039 Union Motion Volume 1 20110406, pages 85-88
What is the expected balance in Deferral Account 179-122 as of March 31, 2012?
a) Will that amount come back directly to ratepayers as a direct disposition?

b) Is it Union'sintent to include the revenue in total revenue for the utility and make
it subject to the Earnings Sharing calculation for 2012?

i) Ifso, given Union's projection for 2012 profitability of well less than 200
basis points, what would be the resulting disposition to ratepayers?

Response:

Please see the response at Exhibit Al.2.

a) As the balance in the account is $0, there is nothing to dispose.
b) Yes.

i) There would be no resulting disposition to ratepayers.
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UNION GAS LIMITED

Answer to Interrogatory from

Federation of Rental-housing Providers of Ontario (“FRPO™)

Please provide a description along with the specific calculations to show for each of
the years, how Union's treatment in ESM resulted in no cost to ratepayers for each of
the periods.

Response:
For 2009, please see the response at Exhibit Al.1d).

For 2010, please see column (c), note i) and iii) in EB-2011-0038, Exhibit A, Tab 2,
Appendix B, Schedule 1, which has been included as an Attachment.

Union’s 2011 Earnings Sharing Mechanism application has not yet been filed.



UNION GAS LIMITED
Earnings Sharing Calculation
Year Ended December 31

Filed: 2012-02-29
EB-2012-0048
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Attachment

Line Non-Utility 2010
No. Particulars ($000s) 2010 Storage Adjustments Utility
(@) (b) (©) (d)=(a)-(b)+(c)
Operating Revenues:
1 Operating revenue $ 1497451 $ - % - $ 1,497,451
2 Storage & Transportation 307,561 123,904 (326) i 183,331
3 Other 28,913 - (5,409) ii 23,504
4 1,833,925 123,904 (5,735) 1,704,286
Operating Expenses:
5 Cost of gas 793,775 726 570 iii 793,619
6 Operating and maintenance expenses 363,410 13,339 (698) iv 349,373
7 Depreciation 198,821 8,645 - 190,176
8 Other financing - - 621 v 621
9 Property and capital taxes 66,791 1,661 - 65,130
10 1,422,797 24,371 493 1,398,919
Other
11 Gain / (Loss) on sale of assets (399) (400) - 1
12 Other / HTLP (1,067) (1,067) - -
13 Gain / (Loss) on foreign exchange (520) (19) - (501)
14 (1,986) (1,486) - (500)
15 Earning Before Interest and Taxes $ 409,142 $ 98,047 $ (6,228) $ 304,867
Financial Expenses:
16 Long-term debt 147,336
17 Unfunded short-term debt 1,073
18 148,409
19 Utility income before income taxes 156,458
20 Income taxes 25,036
21 Preferred dividend requirements 2,670
22 Utility earnings 128,751
23 Long term storage premium subsidy (after tax) 3,692
24 Short term storage premium subsidy (after tax) 7,765
25 11,457
26 Earnings subject to sharing $ 140,209
27 Common equity 1,285,309
28 Return on equity (line 26 / line 27) 10.91%
29 Benchmark return on equity 10.54%
30 50% Earnings sharing % (line 28 - line 29, maximum 1%) 0.37%
31 90% Earnings sharing to ratepayer % (if line 30 = 1% then line 28 - line 29 - line 30) 0.00%
32 50% Earnings sharing $ (line 27 x line 30 x 50%) 2,369
33 90% Earnings sharing to ratepayer $ (line 27 x line 31 x 90%) -
34 Total earnings sharing $ (line 32 + line 33) 2,369
35 Pre-tax earnings sharing (line 34 / (1 minus tax rate)) $ 3,433
Notes:
i) St. Clair Line activity
ii) Shared Savings Mechanism (4,659)
Market Transformation Incentive (500)
CDM / HPNC (250)
(5,409)
iii)  St. Clair Line activity (342)
Accounting adjustment 912
570

iv) Donations

v) Customer deposit interest
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