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Thursday, May 31, 2012


--- On commencing at 9:33 a.m.

MR. MILLAR:  Good morning, everyone.  I think we will get started.

This is the Technical Conference in EB-2011-0210, the Union cost of service proceeding.  It is being transcribed and also broadcast so people can listen in over the Internet.

We have, as I understand it, four panels that have been provided by Union, two of which each day.  They've sent out an e-mail explaining which issues will be addressed by each panel.

We only have the two days, and as we have seen from some of the prefiled questions, a lot of material to get through, so I won't delay here.

And I will hand it over to you, Crawford.

MR. SMITH:  Thank you, Michael.  I assume you want appearances for the record?

MR. MILLAR:  I suppose we should.  Thank you.

MR. SMITH:  It's Crawford Smith, counsel to Union Gas.

With me are Mark Kitchen and Chris Ripley.

The panel we have today -- from my left, Paul Gardiner, Sarah Van Der Paelt, Mark Isherwood and Carol Cameron -- are here to discuss the topic of revenue.

MR. MILLAR:  Why don't we go around the room?  Tom, do you want to go next?

MR. BRETT:  Tom Brett, counsel for BOMA.

MR. WOLNIK:  John Wolnik, representing APPRO.

MR. SHEPHERD:  Jay Shepherd, School Energy Coalition.

MR. THOMPSON:  Peter Thompson, for Canadian Manufacturers & Exporters.

MR. QUINN:  Dwayne Quinn, on behalf of FRPO.

MR. GRUENBAUER:  Jim Gruenbauer, for the gas utility of the City of Kitchener.

MS. GIRVAN:  Julie Girvan, Consumers Council of Canada.

MR. AIKEN:  Randy Aiken, London Property Management Association.

MR. STACEY:  Jason Stacey.  I have a consulting business in my name.

MR. NADEAU:  Eric Nadeau, TransCanada Energy.

MR. MacINTOSH:  David MacIntosh, Energy Probe.

MR. MILLAR:  I think that's it, Crawford.

MR. SMITH:  In terms of a process for today, there were a number of parties who had provided questions, some more in advance than others.  I would suggest that we pick an order.  I am indifferent as to the order, but we pick an order and people can go through their questions that relate to this panel, and we will try and move systematically through the questions.

So do we have a person to go first?

MR. MILLAR:  Any volunteers?

MR. SMITH:  There being no questions, we --

UNION GAS - PANEL 1 - REVENUE


Paul Gardiner

Sarah Van Der Paelt

Mark Isherwood

Carol Cameron
Questions by Ms. Girvan:


MS. GIRVAN:  I will go first.  I have one question, and it is sort of more of a general question, but it refers to J.C-4-5-2.  It's a Consumers Council of Canada interrogatory.

So I am just trying to fully understand in more detail about the S&T revenue increases over the period 2007 to 2011, and now that those revenues are expected to decline in 2012 and 2013.  In addition, I would like to get the year-to-date S&T revenue.

So if you could just give me a better explanation as to why those revenues significantly increased, and now they are in decline?

MS. CAMERON:  In 2012, the decrease in forecasted revenue of approximately 14 million is driven by a reduction in the C1 short-term transport and exchanges revenue, of which 10 million is attributable to the elimination of the FT RAM program, and 2 million is an attributable to St. Clair-to-Dawn transportation.

There is also a reduction of short-term storage revenue of $2 million due to declining market values.

In 2013, the decrease in forecast revenue of approximately $16 million is driven by a reduction in the M12 transport of $5 million due to turn-back, a reduction in the C1 short-term transport and exchange revenue of $12 million attributable to the elimination of RAM, and that is all partially offset by an increase in short-term storage revenue of about $2 million due to forecasted market value increases.

MS. GIRVAN:  Okay.  Can you just explain to me the dynamic between this FT RAM?  I don't fully understand that, why that's impacting your revenue so significantly.

MS. CAMERON:  If you look at line 4 of the attachment 1 of J.C-4-5-2, you will see that there is increase in time of the short-term transportation exchanges.

This increase was primarily driven by increases in exchange revenue supported by the FT RAM program.

The FT RAM program is a benefit that we receive from TransCanada Pipeline Service.  TransCanada has proposed to eliminate that program effective November 1, 2012, so it's not included in the forecast going forward.

MS. GIRVAN:  Okay.  And so that's that program has significantly increased your revenues in the period 2007 to 2011?

MS. CAMERON:  Yes.

MS. GIRVAN:  That's accounted for most of those increases?

MS. CAMERON:  That is the biggest increase.  When you look at the schedule, that is one of the bigger single impacts that you will see.

MS. GIRVAN:  Okay.  Thank you.


MR. SMITH:  Do we have a next volunteer?

MR. THOMPSON:  If we have a follow-up up to those answers, should we jump in now, or...

MR. SMITH:  Yes, Peter.
Questions by Mr. Thompson:


MR. THOMPSON:  Okay.  My understanding is that Union is opposing TransCanada's efforts to eliminate the FT RAM; is that right?

MR. ISHERWOOD:  Union Gas is intervening in the TransCanada case with two other parties, Enbridge and Gaz Métropolitan in Quebec, often referred to as MAS, M-A-S, and the MAS group is supporting the continuation of FT RAM.

MR. THOMPSON:  And assume it continues; what do you forecast the FT RAM will produce in 2013?

MS. CAMERON:  In a response to J.C-4-7-9, we have indicated that we would propose that the revenue in 2013 would be 11.6 million, if the FT RAM program did continue.

MR. THOMPSON:  Thank you.


MR. SMITH:  The next volunteer?
Questions by Mr. Wolnik:


MR. WOLNIK:  I am happy to go next.

APPrO had submitted several kind of follow-up questions, and I think it was the last one that pertains to this panel.  And it has to do with the revenue forecast for the rates in the north, primarily rates 20, 25 and 100.

These rate classes are going up 43, 43 and 29 percent respectively, and APPrO members use those rate classes and so, as you can appreciate, these are particularly important to APPrO members.

By some standards, these level of rate changes will be considered rate shock, and often requires mitigation and hopefully detailed explanations as to why they are going up.  We had requested more detail in the original IRs, and were redirected to another IR that really didn't talk about these rate classes.  It did talk about some very general stuff, but not these specifically.

Can you provide a lot more detail on why these rate classes are going up this amount?

MR. SMITH:  John, subject to the comments of the panel, I think this is better directed to the cost allocation and rate design panel, which is going to be handling the H1 to H15 issues, and they will be on tomorrow afternoon.

MR. WOLNIK:  Some of it may relate to revenue; that's why I ask it now.  I appreciate it may be part of the cost allocation, as well, and I am happy to deal with it there, but to the extent there are some revenue-related issues, it may be better to at least get the revenue side of this now.


MR. SMITH:  Well, looking at your questions, 5A I through I through to VIII, subject to what the panel has to say, I don't see how they are in a position to answer the question.

MR. WOLNIK:  If I were to look at A1 on forecast volumes, and I look at Ms. Van Der Paelt, I would have thought that would be directly within her area of responsibility, as I know it.

MS. VAN DER PAELT:  John, I am just going to bring up my evidence on the forecast volumes.

So if I can refer you to Exhibit C1, tab 2, page 11 of 14?

MR. WOLNIK:  I didn't bring all my binders, so...

MS. VAN DER PAELT:  C1, tab 2, page 11.

Table 3 is the volume comparison by rate class.  So if you look at the forecast volumes for -- I think you were referring to rate 100, 25 and 20, what you will notice is that the 2013 forecast is the same as the 2011 actuals, the rate 20 2013 forecast is slightly less than the 2011 actuals, and the rate 25 is also slightly less than the 2011 actuals.  But they are not what would be driving -- so they would contribute in terms of the volume that underpins the rate design, but I can't speak to how that, then, is translated into rate design.

MR. WOLNIK:  One of the tables - and I believe it was figure 1 in C2, tab 2, page 13 - you do show a decline in power-related volumes.  And in a response to one of our IRs, you had indicated that -- and that would be J.C-3-13-1, where we asked a fair bit of detail on a variety of power loads by rate class.

Everything there seems to me to suggest that the revenues would be constant, and yet you show them as declining.  And you also had talked about a contractual change regarding, I think it was, MAVs; can you just, A, explain sort of the MAV contractual change, because you don't show that change in the response here?

MS. VAN DER PAELT:  The contractual change is related to the northern utility generators.  We have contracts that will be renewing starting in the 2013 timeframe.  They will be moving from a self-dispatch 24/7 to being dispatched, we believe, by the IESO, and probably be a 5/16.

So it is anticipated there will be a reduction based on feedback from the client.

MR. WOLNIK:  Every generator I talked to - which wasn't all of them, but it was many of them - had indicated that they had not expected a decline.  Moreover, your MAV in (b), part (b) of that response, doesn't illustrate a decline.

MS. VAN DER PAELT:  The minimum annual volume, the decline would be actually reflected in the commodity that is consumed.  It may not impact the minimum annual volume, depending on the contract loads.

MR. WOLNIK:  And the commodity represents a relatively small portion of the total revenue; is that a fair statement?

MS. VAN DER PAELT:  The demand is the bigger portion, yes.

MR. WOLNIK:  Much bigger?

MR. SMITH:  What do mean by that, John?

MR. WOLNIK:  Well, you tell me.  I mean, I --


MR. SMITH:  It's your question.

MR. WOLNIK:  What proportion does the commodity represent of the total revenue, I guess.

MS. VAN DER PAELT:  I don't have that here with me, John.

MR. WOLNIK:  Is that something you can provide by way of undertaking?  Are we doing undertakings today?

MR. SMITH:  Well, we will provide undertakings as appropriate.  I am not going to tell you in advance whether I am going to undertake to answer every question.

MR. WOLNIK:  Is that something you can provide, then?

MR. SMITH:  Yes, I think we can provide that.

MR. MILLAR:  That will be JT1.1.
UNDERTAKING NO. JT1.1:  TO ADVISE WHAT PROPORTION THE COMMODITY REPRESENTS OF TOTAL REVENUE


MR. WOLNIK:  Would you agree that in the response to J.C-3-13-1(b) that, at least based on these numbers, all of the contractual volumes are constant during this time period, this five- or six-year timeframe, including the forecast period?

MR. SMITH:  Don't answer that question.

That's just cross-examination; that's not clarification.

MR. WOLNIK:  All right.  I don't have any other questions, then.
Questions by Mr. Aiken:


MR. AIKEN:  I will be happy to go next.

I sent some questions in on the last week and then filed them with the Board the 28th.

For this panel, I will be starting with the operating revenue questions, so it's question number 1 refers to Exhibit J.C-1-2-2 --


MR. SMITH:  Sorry, Randy, just one second.

MR. AIKEN:  My first question refers to part (a) of the question –- sorry, part (b):

"Please confirm that the changes in the average use shown on the table on part (b) are the result of changes other than degree-days, such as the economy, DSM, persons per house, furnace efficiency, etc."


MR. GARDINER:  Yes.

MR. AIKEN:  Okay.  Part (b):

"Please explain why there are more than 30 residential rate M2 customers with an average use of more than 100,000 cubic metres per year."

How many Jim Balsillies do you have living in your area?

[Laughter]


MR. GARDINER:  I can't comment on individual customers.

[Laughter]


This is an interesting question, and the company is reviewing the information.  There are big homes, like the one you mentioned; there are farms, which, when the rates were converted to M1, M2 back in 2008 when the rate was set up, that were identified as service class residential and rate M2.  They are all rate M2 customers.

There are some, I have been advised by the billing department that there may be some misclassification; there may be some commercial accounts.  But I do not have that information available.

But there are farms that may have heated buildings, sheds, big barns, classic car barns that we have around Chatham.  Those customers, when you would add up their volumes, would be above 50,000.

MR. AIKEN:  Part (c):

"Please explain the significant drop in the residential rate M2 use from the 2011 actual level."

MR. GARDINER:  Okay.  It's basically because for the rate M2 classes and rate M1, I use a volumetric allocation of the volumes, and -- which is based on the previous year, and applying that to the estimates for 2012 and 2013, I get my break-out, and then applying the customer numbers to it, the NAC decline.

So it's all due to the volumetric allocation.

MR. AIKEN:  And when you did the forecast, you didn't have actual 2011; is that correct?

MR. GARDINER:  That is correct.

MR. AIKEN:  Okay.  Part (d):

"What is driving the significant drop in the commercial rate 10 use from the 2011 actual?"

Is the answer the same there?

MR. GARDINER:  Partly.  And also 2011, as I mention in an IR response to you, actually, where I give you the variance analysis for 2011, we saw a spike in usage in 2011 in the commercial market overall, and the spike is unexplainable from the model.  And I also mention in the response and in the -- in the response that the data for the first four months of this year is indicating that the spike is receding back to levels that we saw in the recent past.

So part of the drop that you are referring to in the question is due to the fact we had a spike in consumption, and the spike is like the third spike in this pattern, this sawtooth pattern that we've witnessed since 2005.

MR. AIKEN:  And then part (e):

"What's driving the significant drop in the tobacco rate M1 and M2 use from the 2011 actual levels?"

MR. GARDINER:  The forecast is really generated by a rolling five-year average analysis, and that's indicating that consumption is dropping by about 10 percent per year.  Behind that, smokers are butting out and production levels are falling.

MR. AIKEN:  Part (f):
"The total NAC has declined by an average compound rate of 0.92 percent between 2007 and 2011, and by 0.16 percent between 2009 and 2011.  The decline in 2012 is 3.71 percent, with a further decline of 2.11 percent in 2013.  Please explain what is driving this accelerated decline in light of the slowing decline experienced in 2009 to 2011."

MR. GARDINER:  The spike that we were talking about earlier in the commercial market explains a good part of the 0.16 compound rate between '09 and '11, and so when you go from 2012 to 2011 and you recognize the spike, that's where you are seeing a good portion of the 3.7 decline.

The other thing is the DSM plan, both in 2012 and 2013, are reducing consumption; for example, about half of the decline in 2013 is attributable to the DSM plan.

MR. AIKEN:  And then my second question is on Exhibit J.C-1-2-3, and the response to this equation mentions -- or sorry, to this question mention a couple of equations.

Can you provide both equations referred to in the response, including the regression statistics, and all the explanatory variables used in them?  For example, there is reference to a fitted non-linear line.

MR. GARDINER:  I have that information, and I think we can make that available to you, because it's -- the equation has 12 decimals in it, so...

MR. AIKEN:  I would have settled for 11, but...

[Laughter]

Can we have that as an undertaking, then, please?

MR. SMITH:  Yes, that's fine.

MR. MILLAR:  JT1.2.
UNDERTAKING NO. JT1.2:  TO PROVIDE BOTH EQUATIONS REFERRED TO IN THE RESPONSE, INCLUDING THE REGRESSION STATISTICS, AND ALL THE EXPLANATORY VARIABLES USED


MR. AIKEN:  My next question is on J.C-1-2-6.
"Part (c) of the response did not provide the answer requested.  Please provide the actual 2011 and forecast 2012 and 2013 figures for each of the residential equations used to forecast the residential volumes (i.e. Use and Volume shown as Eqn. 1 and 2.)"

MR. GARDINER:  Similar to the previous, I have that in table form for you.

MR. AIKEN:  Okay.  So another undertaking, please?

MR. SMITH:  Yes.

MR. MILLAR:  JT1.3.
UNDERTAKING NO. JT1.3:  TO PROVIDE ACTUAL 2011 AND FORECAST 2012 AND 2013 FIGURES FOR EACH OF THE RESIDENTIAL EQUATIONS USED TO FORECAST THE RESIDENTIAL VOLUMES (Use and Volume shown as Eqn. 1 and 2)

MR. AIKEN:  And then a couple of questions on some deferral and variance accounts.  All have to do with Issue DV4, so I believe that's for this panel.

And that's on page 4 of my questions, and the first one is -- refers to J.DV-4-2-1.  Let me just find it here.

This has to do with the average use per customer deferral account.  So the question is, first of all:

"Union states there is no need for the Average Use Per Customer deferral account in 2013 but wishes to keep it available as a possible component of its next multiyear incentive regulation proposal."


So part (a) of the question is:

"Could Union discontinue this account for 2013 and request the addition of the same or similar account when it files a proposal for the next multi-year incentive regulation plan?"

MR. SMITH:  We will provide the answer to that by undertaking.

MR. MILLAR:  JT1.4.
UNDERTAKING NO. JT1.4:  TO ADVISE WHETHER UNION COULD DISCONTINUE THE AVERAGE USE PER CUSTOMER DEFERRAL ACCOUNT OR SIMILAR ACCOUNT WHEN IT FILES A PROPOSAL FOR THE NEXT MULTI-YEAR INCENTIVE REGULATION PLAN; TO PROVIDE RESPONSES TO J.DV-4-1-1 PARTS (B) AND (C)


MR. AIKEN:  I assume that will include the response to part (b), as well, then?

MR. SMITH:  Yes.

MR. AIKEN:  Part (c), as well?

MR. SMITH:  Yes.

MR. AIKEN:  Okay.  The second question refers to J.DV-4-2-3.

"The response provided to part (b) is not complete.  If Union does not sell all of the space in excess of in-franchise requirements up to the 100 PJ on a short-term basis and Union receives revenue generated from this excess space for something other than short term storage, does Union agree that this revenue should be included in the deferral account to be shared with ratepayers?  If not, why not?"

MS. CAMERON:  As indicated in the response to the interrogatory, J.DV-4-2-3, Union forecast to sell all of its excess utility space on a short-term basis.  For example, in 2011, the excess utility space was 10.1 PJs.  This information was included in Exhibit C3, tab 4, schedule 3.

Union's evidence on Exhibit C1, Tab 3, page 15, we indicate that the 10.1 PJs of short-term peak storage was sold in 2011.

Additionally, on the same schedule 3, we indicate that 12.6 PJs was forecast as excess utility space in '12, and then the evidence, again, on page 15, we include that 12.6 PJs has been forecast to be sold as short-term storage.

We structure our activities to ensure that 100 percent excess utility storage will be sold short-term, and there is no unsold excess utility storage on an annual basis.

MR. AIKEN:  Okay.  So if we could move now to J.DV-4-10-1?

MR. SMITH:  Sorry, Randy, I missed that reference.  4-10-1?

MR. AIKEN:  Yes, and this follows up with that last response:

"Could Union earn any revenue for a service that would be generated from the storage space or deliverability required by the utility for upcoming storage year for in-franchise requirements?"

In other words, your forecast might be wrong, and if you had that extra space available, is there other revenue that you can generate using it on an actual basis?

MS. CAMERON:  So our practice is to sell all the excess utility forecasted as short-term peak space.  All other storage is reserved for utility use and is required by the ratepayers.

MR. AIKEN:  And my question is:  What if your forecast was wrong, and you had excess space?

MS. CAMERON:  For example, to go on to that response, our system customers, we plan for them to be full on October 31st.  BT customers have checkpoints, and we also plan for them to be full on October 31st.

That leaves the unbundled and the T1 customers, who may have space available, but they also have the ability to optimize their own space.

In addition, those unbundled and T1 customers may realize operational changes which could result in their filling of their storage over a short period of time.

As a result, we would consider the unbundled and T1 customers are utilizing all their space and it's not available for optimization.  If, after October 31, there is utility space available -- this is after our peak day of October 31, but we can and we do sell that as off-peak storage.  The revenues for off-peak storage are currently subject to ratepayer and shareholder earning on a 90/10 basis, and Union's proposal -- we are not -- that will be continuing in the future.

MR. AIKEN:  Okay.  Then so, again, you have partially answered my next question, which is part (b):

"If Union did generate additional revenues from the storage space or deliverability reserved for in-franchise requirements but subsequently not needed, would that additional revenue accrue solely to Union's shareholder under Union's current proposal?"

And I think you are saying no, it wouldn't; some of it could be shared.

So I guess my question would then be:  Are there any revenues that would not accrue to both ratepayers and shareholders that you could foresee being generated?

MS. CAMERON:  From which asset?

MR. AIKEN:  From the short-term, anything up to the 100 PJs.

MS. CAMERON:  No.  We forecast the excess utility space to be sold short-term, and all the other utility space we would forecast to be utilized.

MR. AIKEN:  Okay.  Thanks.

MR. QUINN:  Can I follow up on that, Randy?

MR. AIKEN:  That was my last question, so go ahead, Dwayne.
Questions by Mr. Quinn:


MR. QUINN:  I just want to follow up just on that one for the moment.  Randy gave a proposition and he answered it himself, and I didn't hear an answer from the technical panel.

So are there any revenue streams that come from the utilization of these utility temporary surplus storage space? Are there any short-term revenue streams that will not be shared 90/10 with ratepayers?

MS. CAMERON:  Excess utility space?

MR. QUINN:  The utility space post-October 31st that now becomes available for optimization.

MS. CAMERON:  All short-term storage is subject to deferral.

MR. QUINN:  At 90/10?

MS. CAMERON:  Yes.

MR. QUINN:  So post-October 31st space, you don't distinguish that any different than you would what you forecasted prior to October 31st?

MS. CAMERON:  No.

MR. QUINN:  Okay.  Thank you.
Questions by Mr. Thompson:


MR. THOMPSON:  Can I just follow up on that question?

There is 100 PJs of utility space, and there is in-franchise requirements of a certain amount.  I have just forgotten what they are.

And are you saying you will not use any of the utility space that's excess for anything other than short-term?

MR. ISHERWOOD:  That's correct.

MR. THOMPSON:  My question is:  Why?  Why wouldn't you optimize it in whatever way you can?

MR. ISHERWOOD:  The NGEIR decision actually went through that in a number of different places throughout the decision, and the whole premise of the NGEIR decision was that utility space, because it's deemed to be excess and set aside for use by a utility, would always be sold short-term.

So that's why we sell both the excess component, which is kind of a fixed number from year to year but changes year to year, short-term, and obviously off-peak space, by its definition, would be sold short-term, as well.

MR. THOMPSON:  And short-term means what again?

MR. ISHERWOOD:  Short-term means one year or less.

MR. THOMPSON:  Okay.  Okay.  Thanks.  I will come back to that.

MR. MILLAR:  Tom, did I hear you volunteering to go next?

MR. BRETT:  Yeah, I did.
Questions by Mr. Brett:


Panel, good morning.  The first question I have is -- it's based on an IR, J.B-1-16-3, and this has to do with housing starts, and the question was really whether you could break down your housing starts in the test year as between single-family units and multiple-family units.

In my question that I -- the written questions that I submitted there, I have a bracketed piece referring to the evidence -- I guess it's the (b) evidence, in fact -- but you do make a comment there that - and I am going by memory - to the effect that multiple-family units are increasing as a percentage of total housing starts, and -- which doesn't surprise me, thinking about the Toronto experience, anyway.

But my question is:  Can you provide a breakdown over -- as between multiple-family units and single-family units?  We are talking here just residential, of course.

MR. GARDINER:  In the revenue forecast, the residential customers, the billed customers, are not broken down by multiple- and single-family, so I don't have that information.

The comment about the increasing share of multi-family, if you look at CMHC data, you will see over the last 10 years that multi-family is becoming a larger portion of total attachments in Ontario.

Our attachment data shows that over the period, last 10 years, we have also seen an increase in the split.

MR. BRETT:  So your attachment data, you do have attachment data that shows for each -- this would be actual data, I guess, for each of the years that shows the split.

Can you provide me that?

MR. GARDINER:  I don't have that with me right now.

MR. BRETT:  No, I know you don't, but by undertaking?

MR. SMITH:  Sorry, just one second.

Yes, we will do that.

MR. MILLAR:  JT1.5.
UNDERTAKING NO. JT1.5:  TO PROVIDE DATA ON SPLIT FROM ATTACHMENT DATA FOR EACH YEAR OF 10-YEAR PERIOD.


MR. BRETT:  Okay.  Thank you.  Now, the second question is in the same general area, and it really is just -- you have a number.  Again, this is my 16, J.B-1-16-4, our IR, and you have a number in there about an average square footage of a multiple-family unit of 1,480 square feet.  That just -- is that -- that seemed large to me.  I mean, maybe I should ask, when we talk about multi-family units or when you talk about multi-family units, I guess that's apartments, townhouses, any residential unit other than a single-family home, is it?

MR. GARDINER:  That is correct.

MR. BRETT:  And then how do you get to 1,480 square feet? Is that something that you've measured, or that you have analyzed through a consultant or -- I guess my question really is:  How did you develop that number?

MR. GARDINER:  That number is obtained from surveys that Union Gas has, residential penetration surveys.  And one of the questions that they ask is type of dwelling, size of dwelling; that's where that number comes from.

MR. BRETT:  Okay.  And those surveys would have representative samples of different types of units, apartments and townhouses?

MR. GARDINER:  Correct.

MR. BRETT:  Okay.  Now, the next questions are sort of a series of questions, and they are really all -- it revolves around, philosophically, how you measure, how you forecast contract customer volumes, how you do that, how you put together that forecast.

And you have -- as I understand it, you have general service customers.  For this purpose, for this purpose, at least, the purpose of volume forecast, you have general service customers and then contract customers, two sort of broad categories.

For your contract customers, do you make an assessment on an individual contract-by-contract basis of what the next year's volume will be, test year volume will be?  Or how do you do it?

MR. SMITH:  Sorry, Tom, is there an interrogatory response that requires clarification?

MR. BRETT:  Yes.  This is the -- this one is -- there is one here I have noted, J.C-1-16-8, and basically it is the...

MR. SMITH:  The question relating to capitalization of O&M?

MR. BRETT:  No, that's not the question.  I think this is more of a general question.  In other words, you have got forecasts throughout this piece of evidence on the contract volume for contract customers.

And my question is -- it's a fairly straightforward one, basically.  It's:  Do you do this on a customer-by-customer basis?  Or do you do it some other way?

MS. VAN DER PAELT:  So as we laid out in the evidence at Exhibit C1, tab 2, pages 4 to 6, those customers that are in the M4, M5 and Rate 20 are forecast on a econometric basis, and those customers in the M7, T1 and Rate 100 are on a customer-by-customer basis.

MR. BRETT:  Okay.  So could you just give me those again?  M4, M5 and?

MS. VAN DER PAELT:  Rate 20.

MR. BRETT:  Rate 20 are on an econometric basis?

MS. VAN DER PAELT:  Correct.

MR. BRETT:  And those could be commercial customers or industrial customers, any type of customer other than residential, I guess?

MS. VAN DER PAELT:  Correct.

MR. BRETT:  So those are sort of the small to midsize customers in those classes?

MS. VAN DER PAELT:  Correct.

MR. BRETT:  What are the other ones, please?

Pardon my voice.  I have an allergy problem here.

MS. VAN DER PAELT:  M7, T1 and Rate 100.

MR. BRETT:  Those are the large commercial and industrial customers?

MS. VAN DER PAELT:  Correct.

MR. BRETT:  How many of those do you have, approximately?


MS. VAN DER PAELT:  If I can refer you to Interrogatory Response J.C-3-14-1?

MR. BRETT:  Yes.

MS. VAN DER PAELT:  In the third table.

MR. BRETT:  I don't have those responses with me, but --


MS. VAN DER PAELT:  All the customer accounts are listed by rate class there.

MR. BRETT:  Sorry, those are individual customers?

MS. VAN DER PAELT:  They are individual customers for the 2013 year, yes.

MR. BRETT:  I don't have that in front of me, but you are saying there is actually a list of individual customers?

MS. VAN DER PAELT:  Customer number by rate class, not the names.

MR. BRETT:  Right.  Okay.  And how many are there, approximately?

MR. SMITH:  The answer is in the interrogatory.

MR. BRETT:  I am wondering if she could give it now, if you don't mind.

MR. SMITH:  I do mind.

MR. BRETT:  Well, look, this is not a cross-examination.  This is supposed to be a reasonably friendly series of questions and answers.

Why don't you stop intervening and trying to over-formalize this thing?  We are going to have a problem.

MR. SMITH:  Well, then we will have a problem.

MR. BRETT:  This is unbelievable.  Okay.  Let's go on.

I would like you to take a look at J.C-1-16-7, and I want you to, in connection with that -- that's a reference to table 1 at page 3 of your evidence, of tab 1, C, tab 1, page 3.  You have a table there; could you look at that?

And I think you touched on this a little while ago in a slightly different context, but what I was concerned -- what I was interested in there was you have two commercial rates, M1 and M2, and that's in Union south; right?

MR. GARDINER:  Correct.

MR. BRETT:  Those rates, what's the cut-off?  It is 50,000?

MR. GARDINER:  50,000.

MR. BRETT:  GJs, yeah.  So the...

MR. GARDINER:  Cubic metres.

MR. SMITH:  Sorry, the cut-off is cubic metres.

MR. BRETT:  Sorry, I can't...

MR. SMITH:  You said GJs.  The cut-off is cubic metres.

MR. BRETT:  All right.  So it's 50,000 cubic metres.

If we look at the change in throughput for those from 2010, I guess, to the test year, for the M1, now the M1, commercial M1, these would be the very small commercial customers, like the sort of convenience stores, small office buildings, that sort of thing?

MR. GARDINER:  Correct.

MR. BRETT:  The commercial M2 rate, that would get you into what sort of -- what sort of entities would that be?

MR. GARDINER:  Community colleges, small hospitals, large big-box stores, things like that.

MR. BRETT:  Office buildings?

MR. GARDINER:  Yes.

MR. BRETT:  So they would be sort of the bulk of the mid-sized commercial.

Now, what is interesting to me there is you have got - the commercial Rate M1, you show going up, an NAC decline.  Now, if we look at the comparison of the columns 1 and column 5, column 1 is 2010 volumes and column 5 is projected for 2013.  Now, for commercial rate M1, you have that increasing from 582,000 to 713,000.  And then commercial Rate 2, you have going down from 722 to 605.

Why would there be such a difference there?  I think you were start starting to explain something about how you did those volumetric, how you did that, but I would like you to kind of, if you could, explain that or kind of take me through how you do that analysis of the commercial M1 and M2.

MR. GARDINER:  Okay.  The way this table works is you start with the historic year.

MR. BRETT:  That's the 2010?

MR. GARDINER:  2010.  And then you isolate the customer growth-related volume --


MR. BRETT:  Sorry, you isolate the customer growth?

MR. GARDINER:  Related volume.  In other words, from 2010 to 2011 to 2013, the commercial Rate 1 and commercial Rate M2, the number of customers grow.  There is more growth in the commercial Rate M1.

MR. BRETT:  Right.

MR. GARDINER:  Okay?  In customer growth.

And then you apply the DSM plan impact over the years, and you can see that it's a little bit more towards M1.

MR. BRETT:  Right.

MR. GARDINER:  And because the NAC decline between the two markets volumetrically are different, but the NAC decline in M2 is much larger because there is fewer customers, and it goes back to the response I was giving Mr. Aiken yesterday.

The volumetric allocation is in -- this morning, I should say.  The volumetric allocation is behind this.

MR. BRETT:  Okay.  Well, actually the NAC decline line, I just wanted to pause on that for a minute.

The NAC is what?

MR. GARDINER:  Normalized average consumption.

MR. BRETT:  Okay.  I may have been confusing that with something else.  I wanted to make sure I was on the right track.

That's not a deemed number or anything like that?  That's an actual normalized number, based on current past trends, eh?  Like, it's not an automatic factor that kicks in?

MR. GARDINER:  The historic NACs are weather-normalized actual recorded consumption.

The forecast NACs are the estimates that come out of the demand equation for the average use, and after applying the impact of DSM.

MR. BRETT:  Okay.  Now, when you said you make the -- just the part, the next part, was when you said you did a volumetric breakdown, I didn't quite -- how does that work again?

Like, I understand the part about increasing the number of customers; that, I can see.  The DSM plans, I can understand that.  That's a relatively small adjustment, but I can see it there.  How do you, then, go from there to end up with -- is it really -- is it really just that you got a lot of new customers in the Rate 1, but very few new customers in Rate 2?  Or is there --


MR. GARDINER:  No.  It goes back to the way the commercial market is forecast.

MR. BRETT:  That's what I really want to try and get at.

MR. GARDINER:  The first step is to look at the total commercial general service market, and there is an equation for that market.

Then there are -- I need -- once I get the result of the NAC for the total commercial market, I have to come up with regional estimates.  And in the evidence, in the appendix it shows the piggyback regression equations I refer them to, where I, based on historical analysis and regressions for each of the northern region and the southern region, regressions estimate from the total what the NACs would be in the north and the south.

So now I have cut the pie in two pieces, and now I have to slice the pie pieces into Rate M1, Rate M2, commercial O1, commercial 10.  And in order to do that, I use volumetric allocation of the volumes that come from step 2, because I know how many customers I have in the north, I know what the consolidated northern commercial is, so that will give me a volume.  And then I allocate that volume into M1 -- 01 and 10, and then I divide that by the customers and then I get the NACs for each of the pieces.

MR. BRETT:  So when you allocate those volumes, I guess that's a key step, isn't it, in the sense that you -- that's what gives you -- you are talking now about the test year, so you're -- how do you allocate those volumes?  On historical ratios, between the --


MR. GARDINER:  Right.  I use the previous years.

MR. BRETT:  In other words, what it amounts to is if it starts off in one direction, it'll keep going that way in a sense, I guess?

Like, in other words, you have got one that goes up quite a lot, and you've got one that comes down quite a lot; they almost together balance out, which is what got me started thinking about this, but is that -- that's just coincidence, eh?  They are not meant to balance one another out?

MR. GARDINER:  Well, you are allocating the volumes, so you have your volume estimate for 2011, 2012 and '13, and you know that, for the sake of discussion, 70 percent is in commercial M1, so then you split your volume estimate.  And then knowing the customer forecast, you would back into the NACs.  Okay?

So the volume allocation between the supply to get to the rate case -- to the rate class estimates doesn't change.

MR. BRETT:  Okay.

MR. GARDINER:  Okay?

MR. BRETT:  Okay.  Well, that's -- I am further ahead than I was.  That's helpful.

And then the -- I have -- I want to refer you to page 24 of that same -- C1, tab 1, page 24.  I think you have actually half-answered this a minute ago, but I want to make sure I got it right.

So it's that figure 7, at the bottom of page 24.

MR. GARDINER:  I have it.

MR. BRETT:  Okay.  Now, this may be part of –- now, first of all, this graph are actuals.  Now, what it shows is a move up in -- and this is volume; right?  Sorry, this is the NAC that we are talking about here, and this is a historical picture of the NAC.  As you mentioned, this peak or spike, this shows that spike; right?  In 2011?

MR. GARDINER:  That is correct.

MR. BRETT:  And so it shows it going up fairly dramatically.

Now, the forecast is shown for 2012 and 2013, and it's below, a fair amount below the last NAC, but if you look at the NACs in the little box for '11, '12 and '13, well, first of all, in '11 it's already an actual.  So we have it there; right?  That's that spike?

But what about -- oh, I see what you have done here.  So you have got NACs going down relative to 2011, and you mentioned to one of the other questioners that you couldn't really explain the 2011 volume on your -- based on your equations?

MR. GARDINER:  Right.

MR. BRETT:  So what does that -- what do you conclude from that?  I mean, is that -- does that mean your equation is missing something?  Or maybe -- I mean, is that spike -- I think you said that spike's abating already?

MR. GARDINER:  Yes.  Okay.  I refer you to IR response J.C-1-2-4, pages 2 and 3.

On page 3 are the variance analyses for 2011, and there is one for the total commercial market just below the middle of the page, and it shows that the "Other" is the largest variance, and the "Other" is a residual, so it's not explained by the model.

I also mention on page 2 that the first four months of this year, the first four months represent about 54 percent of the NAC.  And given what we have so far, it would indicate that the NAC level is below 16,500.  So if you look at the spike, it's coming down; it's come down by more than half, and –-

MR. BRETT:  Right.  It's about halfway?

MR. GARDINER:  Right.  So I feel confident in any forecast for 2013.

MR. BRETT:  Okay.  And that's –- just, again, for my benefit, those NACs are all normalized; right?

MR. GARDINER:  Correct.

MR. BRETT:  So in other words, it isn't the case that if we had a hideously mild spring or something, or the reverse, that that wouldn't -- that wouldn't throw it off, because you would be normalizing that back over, what, a period of years?

MR. GARDINER:  Yes.  These are all weather-normalized according to the 2013 20-year declining trend normals, so the comparisons of the normalized consumption year to year are apples to apples.

MR. BRETT:  So you are using that 20-year -- that's 20 years back, a 20-year trend, so you are using that to normalize, as well?  And you're using that, I guess, for two purposes?  One to normalize and then one to predict what will be coming up next?

MR. GARDINER:  Correct.  For the forecast period, yes.

MR. BRETT:  Right.  Okay.

Now, we are moving along here.

MR. SHEPHERD:  Tom, do you mind if I jump in and ask a follow-up question on that?

MR. BRETT:  No, no, no.
Questions by Mr. Shepherd:


MR. SHEPHERD:  Just on that point you were asking about, I see that your original evidence, your 2012 and 2013 forecasts were almost exactly the same as your current evidence, despite the spike, and that suggests to me - and tell me whether this is correct - that you have essentially treated the 2011 spike and actual as an aberration that doesn't affect the trend?

MR. GARDINER:  That is correct.

MR. SHEPHERD:  Thank you.
Continued Questions by Mr. Brett:


MR. BRETT:  Okay.  Now, then, on the -- I think you partly answered this, but again, on -- if you go to tab 2 of C1, C1, tab 2, page 4, this is where we are talking about the methodology.

This is sort of the -- for want of a better word, like, the topology of the customers.  You were talking here about the -- which I think you told me about earlier, Ms. Van Der Paelt, the detailed, bottom-up forecast for the large T1 and Rate 100 customers.

Those are the ones you do the individual forecasts for?

MS. VAN DER PAELT:  That's correct.

MR. BRETT:  And then my question is –- and you have got a number of percentages in here, which are quite helpful, that sort of describe what the composition of these is.  How many of them are there?  You've answered that.

What percentage by volume do these larger T1 and Rate 100 -- first of all, just a question of grammar or semantics, for my benefit.

When you say "larger T1 and Rate 100 customers" you mean all of the T1 and Rate 100 customers?

MS. VAN DER PAELT:  That's right.

MR. BRETT:  So that cluster of T1 and Rate 100 customers, which represents all of them, what percentage do they make up, by volume, of the total contract customer volume?  Like, how big are they as a group?

MS. VAN DER PAELT:  On page C1, tab 2, page 6, so there are approximately 60 customers.

MR. BRETT:  Okay.  And what volume --


MS. VAN DER PAELT:  It's right in here.

About 12 percent of customers and about 60 percent of throughput and revenue.

MR. BRETT:  So 60 percent of throughput?

MS. VAN DER PAELT:  Volume throughput and revenue.

MR. BRETT:  Sixty percent of each, of volume throughput and revenue?

MS. VAN DER PAELT:  Yes, approximately.

MR. BRETT:  That's of the contract class; not of the total, but of the contract?

MS. VAN DER PAELT:  Of the total contract class, yes.

MR. BRETT:  So they are the dominant part of the contract class.

Now, this LCI group that you talk about, I don't know what that means, but that's the other, smaller group that you do the forecasting by model; is that right?

MS. VAN DER PAELT:  That's correct.

MR. BRETT:  So if you add up the LCI group on the one hand, and the 60 large T1 and Rate 100 customers on the other hand, if you add those two together, does that, then, make up your total contract class?  Or is there something missing?

MS. VAN DER PAELT:  There is also the greenhouse market, and the REM wholesale.

MR. BRETT:  What's the last one?

MS. VAN DER PAELT:  The wholesale market.

MR. BRETT:  This is, like, the Kitcheners and --


MS. VAN DER PAELT:  Correct.

MR. BRETT:  And the greenhouse, you have answered that.  The greenhouse, you forecast the greenhouse separately as a sector.  Now, is that by accounting or by equation?  Is that a...

MS. VAN DER PAELT:  So the way we have presented the evidence is in two formats.

There is by rate class, so the greenhouse market that have an M5 account would be forecasted econometrically.

There are greenhouse market customers, there are a few who have T1.  They would be bottom-up.

So the methodology is based on the rate.

MR. BRETT:  Okay.  I see.  So they would be a combination of a T1 and some interruptible gas?

MS. VAN DER PAELT:  Right.

MR. BRETT:  They would be all on direct purchase, essentially?

MS. VAN DER PAELT:  That's right.

MR. BRETT:  Okay.  And then that -- let me just check for a second here.  Those are the ones that I sent you.

Now, there are a couple of others there, but I think you have already -– well, let me just perhaps -- one more.

Page 5 of that same -- just where you were reading from there, page 5 of tab 2, page 5 of 14, can you go back to that?

It talks about multiple regression analysis as being the method that you use for your -- this is for your LCI, I guess, the smaller commercial industrial?

MS. VAN DER PAELT:  Yes.

MR. BRETT:  Now, what is meant by that?  And what would you consider the strengths and what are the limitations of that method?

MR. GARDINER:  Multiple regression analysis is a standard fiscal tool used in econometric forecasting, and it enables you to relate demand variables to explain consumption.

If you have a group of -- a population, a group of customers that's sufficiently large -- and in the case of the LCI and greenhouse market, we are talking about customer groups that are in -- either about 240 accounts or 100-and-something accounts for greenhouses, so sufficiently large.  They display patterns of consumption, seasonal patterns.  There's trends, and whether it be economic indicators such as exchange rates or alternate fuels or the number of accounts -- and you can statistically show that if you increase the number of accounts, your volume goes up; if you change the exchange rate, the volume goes down.

Those are the strengths.

The weakness is that you have to have a sufficiently large amount of data.  It's monthly data, so I need at least 60 data points, at least five years.  So that's why you will see in the evidence, in the appendix, that depending on the market, we have gone back maybe to 2001 or maybe back to -- subject to checking here, you will see that, for example, in the LCI, we have gone back to 2006, and in the greenhouse market we went back to May 2001.

MR. BRETT:  That's because you have fewer greenhouses I guess, so you need –- effectively, you need enough of a record that gives you confidence that you sort of fit the curve to the past data points, and then see where it goes?  You extrapolate from that to the future?

MR. GARDINER:  In this instance, the selection of the data was based on the availability of the data.

And then the other point is that your grouping of customers that you are looking at, that you have to make sure that there has not been a huge structural change in the group, because what you are seeing in the charts and the evidence are pretty regular patterns.

And variables like weather, the number of accounts, the exchange rate and price of oil in the case of greenhouses can explain the change in the volumes that we are measuring.

MR. BRETT:  So if you had a basic change, I mean, as an example -- not a very good example, but if the greenhouses switched to burning biomass, for example, that might -- you'd have to reconsider the relevance --


MR. GARDINER:  En masse.

MR. BRETT:  -- of the oil?  En masse, yes.  Okay.

Now, if you just bear with me a moment, I just want to check these other -- if I had any other -- I think, yeah, just briefly going back to the RAM subject and the exchange revenues that you talked about, I think, with Ms. Girvan and perhaps with one or two others, am I right in thinking that the RAM revenues in the past several years -- do they constitute all of the exchange revenues, or are there other types of operations that also are included within exchange, that have nothing to do with RAM?  And what would be examples of what those would be?

MS. CAMERON:  Is there a specific IR response that you are referring to?

MR. BRETT:  No, there is not.  I don't think there is.  I mean, you have information, you have a table at one point that I think you referred to a few minutes ago, that listed the revenues for the last five years from exchanges and listed the percentage of those revenues that RAM constituted.

MR. QUINN:  This might be helpful, Tom, if I may.  If you turn up J.C-4-7-9, attachment 2, I think this is the table you might be referring to.

MR. BRETT:  What is that again?  J.C-4...

MR. QUINN:  7-9, attachment 2.

MR. BRETT:  Could you turn that up, perhaps?  I don't have that with me, but...

MS. CAMERON:  Sorry, can you repeat -- now that I am on 4-7-9, what is the question?


MR. BRETT:  The question is -- what I wanted to know, there was some discussion about -- that I listened to a few minutes ago about exchange -- revenues from exchanges and revenues from RAM, and my question, the first part of it, is I understand that -- I mean, you explained what RAM was all about, but does it constitute all of the exchange revenues, or just a part of them?

MS. CAMERON:  Just a portion.

MR. BRETT:  And what are the sorts of other things that could be in exchange?  What other kinds of transactions could be under exchange?

MS. CAMERON:  Union can complete exchanges without the benefit of the RAM program.

MR. BRETT:  Sorry?

MS. CAMERON:  Union can complete exchanges without the benefit of the RAM program.

MR. BRETT:  How does that work?  Could you just give me an example?  Like, what would be an exchange -- what are you doing when you do an exchange transaction, typically?

MS. CAMERON:  An exchange transaction is a transaction where a customer will give Union gas at one location, and we will return gas to them at another location.

One of those locations is usually not a point on Union's system.

MR. BRETT:  Not on Union's system?

MS. CAMERON:  Yes.

MR. BRETT:  Okay.  And then how do you charge for that, basically?

MS. CAMERON:  We calculate the value based on the difference in market spreads between the two locations.

MR. BRETT:  Okay.  I see.  Okay.  So in other words, it's a substitute for having to pay a transport toll to get from A to B, essentially?

MS. CAMERON:  It could be considered a transportation substitute, yes.

MR. BRETT:  You can look at it that way?  Okay.

Then the other point was, on RAM, could you just explain -- and I haven't had a chance, frankly, just because of time.  I haven't had a chance to go back and read the TransCanada -- relevant parts of the TransCanada tariff, but I assume that it sort of lays out the terms and conditions under which RAM is offered?

MS. CAMERON:  Absolutely.  And that information is included in our evidence.

MR. BRETT:  Okay.  Now, could you tell me -- there are revenues that accrue from RAM and there are also credits, I gather, associated with RAM; could you just explain how those two work together?

MS. CAMERON:  Union will take the credits that are provided to us due to the RAM program.  We generate credits due to RAM, and we use those to earn revenue through exchanges.  We will monetize the credits.

MR. BRETT:  Sorry, let me just go back -- I missed -- my hearing is not so good today because of this cold, but you get credits through RAM, and that's because you follow the provisions of the TransCanada tariff, and by doing what you are doing -- could you give me just a very short, high-level summary of what is RAM?  Like, what do you have to do to earn a RAM credit, essentially?  Or what did you have to do to earn a RAM credit?

MS. CAMERON:  RAM credits are provided -- it was a program started by TransCanada to support customers who had un-utilized demand charges.

So if you left your pipe empty, they would give you credit for those demand charges, that you could spend somewhere else on their pipeline.

MR. BRETT:  Okay.  So they were encouraging you, effectively, to have your pipe empty, or...

MS. CAMERON:  They were trying to keep the pipeline full, but they recognized that you may not always use your contracted path.

MR. BRETT:  Okay.  So in other words, if you didn't use your contracted path, you took your gas some other way, you were going to have some UDC, so they would give you a certain number of credits to purchase more TransCanada service?

MS. CAMERON:  Yes.

MR. BRETT:  Okay.  And then you do that, you purchase the additional service, that's -- in other words, it's a sort of a -- the service is given to you?  You don't have to pay cash for the service; you pay in RAM credits?

MS. CAMERON:  Yes.

MR. BRETT:  Where does the revenue, then, come from?  What's the revenue in question?

MS. CAMERON:  So I would use the credits.  I would provide an exchange service to some party with my credits.

So for example, if we provided an exchange from Dawn to Niagara, I have credits on TransCanada's system.

To the extent that we use TransCanada IT transportation, I don't have to pay for that transportation.  I have enough credits to offset the cost.

MR. BRETT:  I see.  So effectively that drives your cost of your exchange transaction down, so increases your revenue from it?

MS. CAMERON:  Yes.

MR. BRETT:  Okay.  That's helpful.

And now you -- Mr. Thompson and others were talking to you a bit about this.  I guess the fact is we don't know what's going to happen in this massive TransCanada toll hearing that's underway, but if, for example, the NEB were to allow MAS to prevail, and say:  Well, we are going to continue RAM, how do you handle that, then, in your -- or how would you propose to deal with that in the test year?

At the moment -- I guess at the moment, I think what you told one of the other folks, was that you don't have revenue from RAM in the test year?  In 2013, you show it as, like, over?

MS. CAMERON:  As Mr. Quinn mentioned -- he brought us to IR Response J.C-4-7-9, and in that response, Union deals with how we would manage RAM if it proceeded.

MR. BRETT:  Okay.  J.C-4-7-9?

MR. QUINN:  Tom, if I may, could I add to your questions here at the end?  Because I have a --


MR. BRETT:  Yes, by all means, carry on.
Further Questions by Mr. Quinn:


MR. QUINN:  Okay.  That might be helpful.

If you have in front of you, panel, the questions that we submitted relative to this, it was J.C-4-10-6 and –7.  You don't feed to turn them up, because they actually refer back to J.C-4-7-9, attachments 1 and 2, which we were just talking about.

But we have out questions listed -- I understand, Mr. Smith, you want us to read the question to --


MR. SMITH:  Why don't -- Mr. Quinn, if we are going to -- if Mr. Brett is finished.

MR. BRETT:  Yes, I am done.  Yes.

MR. SMITH:  Then why don't we just roll into your questions?

MR. QUINN:  Okay.  But I would like to stay on that topic, because we are here, and then I will roll back up to the top of my questions for panel 1, and I have some clarifications questions on -- maybe I can give this to you right now, Mr. Smith.  Who is handling D15 and 16?  They don't seem to be in the table, so if you want to consider that while we walk through this initial question?

MR. SMITH:  Yes.

MR. QUINN:  Okay.  So, panel, do you have my questions that were submitted?

MR. ISHERWOOD:  We do.

MR. QUINN:  Okay.  This goes to about the third page, J.C-4-10-6 and –7.  There is a paragraph that refers to J.C-4-9, attachments 1 and 2.

Do you have that?

MS. CAMERON:  We do.

MR. QUINN:  Okay.
"Union provides the revenue generated for the respective categories of optimization."

This is the table you were just talking about with Mr. Brett.
"Please provide an actual numeric example of each of the categories to show how net revenue is calculated.  Please show all the costs associated with the transaction."

So can we have that by way of undertaking?

MR. SMITH:  Sorry, just a second.

Yes, we will do that.

MR. MILLAR:  JT1.6.
UNDERTAKING NO. JT1.6:  TO PROVIDE AN ACTUAL NUMERIC EXAMPLE OF EACH OF THE CATEGORIES TO SHOW HOW NET REVENUE IS CALCULATED; TO SHOW ALL THE COSTS ASSOCIATED WITH THE TRANSACTION


MR. QUINN:  Now, this is more a general question I would like the panel's response to, but in answering the IR in terms of uncertainty associated with the RAM program, please reconcile the answer in C1 with the answer in (g); in other words, is Union's shareholder willing to take the risk of including a RAM forecast in the S&T forecast?

MS. CAMERON:  Union did not include a forecast for RAM beyond November of '12.

MR. QUINN:  We understand it's not included, but when you answered the question in terms of the two options available to you, to put it in or not put it in, you answered in C1 that you could increase the S&T forecast to include a revenue of 11.6 million, and create a deferral account to manage the difference between the forecast revenue and the actual revenue attributable to RAM.

And then further, in (g), you say Union will retain the variance, positive or negative, between the 2013 forecast and actual exchange revenues, subject to the earnings-sharing mechanism associated with Union's incentive regulation framework.

So I guess my question is:  Are you willing to put in the 11.6 forecast and manage the risk on that, similar to what you have said in (g)?

MR. SMITH:  We will provide you that answer by way of undertaking.

MR. QUINN:  Okay.  Thank you.

MR. MILLAR:  That's a separate undertaking?

MR. SMITH:  Yes.

MR. MILLAR:  So JT1.7.
UNDERTAKING NO. JT1.7:  TO ADVISE WHETHER UNION WILL INCLUDE A RAM FORECAST IN THE S&T FORECAST; Since the future of the FT RAM program is unknown, does Union agree the deferral account for transportation exchange revenue is warranted

MR. QUINN:  And if we could add to the last sentence in that, Mr. Smith, if you are willing to add that, it's:

"Since the future of the FT RAM program is unknown, does Union agree the deferral account for transportation exchange revenue is warranted?"

MR. SMITH:  Yes, we will include an answer to that in the undertaking.

MR. QUINN:  Okay.  Thank you.

To go through this more systematically, then, if I may -- I appreciate Mr. Brett's segue into this -- just at the top of the page, panel, is -- we start off in the area of C3, Issue C3, and it's related to power generator revenue forecast for 2013, which is $3.26 million lower than 2011 actuals.

And there is a reference there, but the question is -- and it relates to your response to C3-2-2, which I think is APPrO, or is it -– sorry, it's LPMA:

"The 2013 forecast includes no Rate 25 revenues for Lennox and no authorized overrun for CES plants.  Does Union also exclude all interruptible services for other CES plants?"

MS. VAN DER PAELT:  There is interruptible services in the forecast for CES plants.

MR. QUINN:  Can that be found somewhere?  Is there a reference to where we would find that?

MS. VAN DER PAELT:  I don't believe it's laid out separately.  It's all part of the revenue forecast.

MR. QUINN:  Can you provide us the number and the basis for the forecast, provide the historic numbers in the forecast?

MS. VAN DER PAELT:  We can do that.

MR. QUINN:  Okay.  Thank you.

MR. MILLAR:  JT1.8.

UNDERTAKING NO. JT1.8:  TO PROVIDE HISTORIC NUMBERS AND BASIS FOR FORECAST


MR. SMITH:  Mr. Quinn, before you move on, I understand that questions in relation to D-15 can be put to panel 2, and D-16 I see listed in respect of panel 4.

MR. QUINN:  Panel 4?  Okay.  I missed that -- I will defer to panel 4 for that, thank you.

The next question in that list is –

Further Questions by Mr. Wolnik:


MR. WOLNIK:  Dwayne, could I ask a follow-up question on that, on overrun revenue?

Can you just comment how overrun revenue is generated?

MS. VAN DER PAELT:  Overrun revenue is generated when a customer exceeds the contract parameters that they have signed up for, whether those be firm contract parameters or interruptible contract parameters.

MR. WOLNIK:  So for the new CES contracts, would that be the firm billing contract demand?  Would that be one of the parameters, that if, when that level is exceeded, it would generate overrun revenue?  Is that right?

MS. VAN DER PAELT:  If the customer exceeds what they require on a firm basis, if they don't have an interruptible service, it would be overrun.

MR. WOLNIK:  What's the rationale for that being zero for the CES customers in 2013?

As I recall, there was about $200,000 in 2011, and $600,000 for 2012.

MS. VAN DER PAELT:  Are you speaking of overrun services or interruptible services?

MR. WOLNIK:  No, sorry, the overrun.

MS. VAN DER PAELT:  We spoke with all of the customers, and they indicated that they do not intend to operate beyond their contracted parameters.

As a result, they did not change their contracted parameters.

We don't forecast overrun, and we based it on what the customers told us.

MR. WOLNIK:  So for those customers that have a billing contract demand -- and my recollection is there is probably only one in your franchise area; is that a fair statement?

MS. VAN DER PAELT:  That's fair.

MR. WOLNIK:  So for that one customer, anything over the level of the billing contract demand, if they took that, would generate overrun revenue; is that right?

MS. VAN DER PAELT:  That's correct.

MR. WOLNIK:  So the response you got back from them is that they wouldn't operate above that billing contract demand?

MS. VAN DER PAELT:  Right.  Their forecast does not show them operating beyond their firm requirements.

MR. WOLNIK:  Okay.  Thanks.
Further Questions by Mr. Quinn:


MR. QUINN:  Moving on to the next question, J.C-3-10-1, I was actually making a note here, so I am concerned that Mr. Wolnik may have been asking this, but you have authorized overrun from T1 customers with billing contract demand was $606,000 in 2011.

Why does Union assume this will be zero in 2013?

MS. VAN DER PAELT:  That was based on the customer's feedback, as I just --


MR. QUINN:  You talked to all the T1 customers?

MS. VAN DER PAELT:  As Mr. Wolnik indicated, the customers with billing contract demand, there is one.


MR. QUINN:  Okay.  All right.  Sorry, I apologize.  I was making a note and I thought you were answering that question then.

If we could, then, move to C4-10-1 -- sorry, Union's response does refer us back to the TransCanada interrogatory, C-4-7-7, and that's more helpful to turn that up.

MS. CAMERON:  I have it.

MR. QUINN:  You can defer this to a subsequent panel if it's appropriate, but basically at the end of that, it talks about the additional demands if you added the Bluewater-to-Dawn demands and the revenue associated with it.  It would result in a shift, but then it says:

"The impact on 2013 proposed rates would be minimal."

And I guess our question is:  Could you please describe why it would be minimal, and provide the assumptions that underpin that conclusion?

MS. CAMERON:  So to confirm, you're referring to 4-7-7?

MR. QUINN:  Yes (sic).

MS. CAMERON:  Which refers to St. Clair to Dawn, not Bluewater?


MR. QUINN:  Oh, I am sorry.  Bluewater to Dawn.

It says:

"If the additional demands of 20,000 GJ/d resulting from the recent Bluewater to Dawn open season were incorporated in Union's 2013 forecast, there would a shift in Ojibway/St. Clair demand costs of approximately $258,000 from South in-franchise rate classes to the C1 rate class.  The impact on Union's 2013 proposed rates would be minimal."

I guess we are trying to understand why that would be minimal, and what assumptions underpin that conclusion.

MS. CAMERON:  To confirm, I believe you just referred to the response to J.C-4-7-8.

MR. QUINN:  I am sorry.  I didn't have the top of the page open.  That's my mistake.  So, yes, I just read from 7-8 instead of 7-7.

So the same question on 7-7, but to be clear, so the record is clear:

"If the additional demands of 21,101 GJs per day resulting from the recent St. Clair to Dawn open season were incorporated in Union's 2013 forecast, there would be a shift in Ojibway-St. Clair demand costs of approximately $272,000 from South in-franchise rate classes to the C1 rate class.  The impact on Union's 2013 proposed rates would be minimal."

Can you help us, again, with what assumptions underpin that conclusion?

MS. CAMERON:  I believe, now that I fully understand your question -- so I apologize for taking you through that.

MR. QUINN:  That makes two of us.

MS. CAMERON:  I think that's a more appropriate question for the rates panel.

MR. QUINN:  Okay.  I suspected as we got to that point that it probably would.  So that would be cost allocation?

MR. SMITH:  Panel 4.

MR. QUINN:  Panel 4?  Okay.  All right.  Thank you.

C-4-10-4 is the next one.

We are just trying to get confirmation that the number, in fact, that Union has assumed -- what would be the rate effect of going away from Union's assumed value of zero to the value generated in 2011?

MS. CAMERON:  So this IR response, so J.C-4-10-4 actually refers -- asks questions about the Dawn-to-Parkway capacity that was excess due to turn-back.

The capacity that was turned back in 2012, Union used that capacity to reduce our winter peaking service requirements.  So while there isn't any Dawn-to-Parkway incremental revenue, that's due to the fact that capacity is otherwise being utilized for winter peaking service requirements.

In addition, if you look at C1, tab 3, page 10, we've gone on to outline that the Dawn-to-Parkway forecast overall is higher in 2012 to 2013 than it was in 2011, so we have increased our forecast.

MR. QUINN:  Can you provide that reference again, please?

MS. CAMERON:  Certainly.  It's C1, tab 3, page 10.

MR. QUINN:  All right.  I will look that up and possibly have a follow-up, if it affects the cost allocation/rate design panel.  Thank you.

Okay.  We have been on the TCPL IRs, and you spent a little bit of time with Mr. Brett and it created a follow-up question for me, so if you go to C-4-7-10?

MS. CAMERON:  I have it.

MR. QUINN:  You have two attachments.  One shows the load factor, in attachment 2, but the one I want to refer to is attachment 1.

MS. CAMERON:  Yes.

MR. QUINN:  Outlined on the tables in attachment 1 are the -- what I understand -- maybe I won't try to interpret it.

Can you please describe what this table shows?

MS. CAMERON:  Attachment 1 outlines the capacity assignments by month and by zone from 2007, which were related to RAM.

MR. QUINN:  Which are related to RAM?

MS. CAMERON:  Yes.

MR. QUINN:  So if we were to -- and it is the previous IR.  If we are looking at J.C-4-7-9, which is the previous one, attachment 2, capacity assignments is listed in line number 2.  The revenues generated from these capacity assignments is what we would see in that table?  Is that accurate?

MS. CAMERON:  Yes.  The revenue associated on line 2 of attachment 2 is associated with the capacity assigned included in attachment 1 of J.C-4-7-10.

MR. QUINN:  And you are going to be providing us a breakdown of how the costs go, but just so I understand it, if I am looking at Empress-to-Eastern zone, I see a significant amount of consistent GJs, right through from basically December '07 through to present day.  In fact, some of them, you know, have increased.

Can you help me with the contracts that underpin that, how much capacity that Union has to the Eastern zone in total?

MS. CAMERON:  I don't have that information with me.

MR. QUINN:  Well, possibly we can do it this way, to save the time.

If you could provide the total Eastern zone capacity and a breakdown of the vintages of the contracts and opportunities for turn-back that were available to the Eastern zone customers, starting in December '07, each year you would have had an opportunity for turn-back, how much was turned back and how much was kept, going back from '07 through until present day, that would be helpful.

MR. SMITH:  All right, Mr. Quinn.  Just let me reflect on your question.

I guess let me ask this question:  Why is the vintage information required?

MR. QUINN:  On an annual basis, TCPL, if a vintage contract has gone through its primary term, TCPL offers the opportunity for turn-back, and Union has an annual process that it goes through, not only for itself, but for its direct purchase customers in evaluating the amount of capacity that needs to be maintained.

And we are interested in how much was turned back and how much was kept, over the period that is shown in these tables.

MR. SMITH:  Okay.  We will provide the undertaking.

MR. QUINN:  Thank you.

MR. MILLAR:  JT1.9.
UNDERTAKING NO. JT1.9:  TO ADVISE HOW MUCH WAS TURNED BACK AND HOW MUCH WAS KEPT OVER THE PERIOD SHOWN IN THE TABLES


MR. QUINN:  The next question refers to J.C-4-10-9.

MS. CAMERON:  I have it.

MR. QUINN:  So part (f) asked for 2010 and 2011 revenue generated using utility storage space that is not included in excess utility storage space.

The answer stated that the services using both excess utility space and available non-utility space -- first question is:  Did the non-utility space get sold?

MS. CAMERON:  This follows very much with the response that I shared with Mr. Aiken earlier this morning, that Union sold all of the excess utility storage space for each of '10 and '11 as short-term peak storage space.

MR. QUINN:  That includes the non-utility space?

MS. CAMERON:  The excess utility space was sold as peak short-term space.

MR. QUINN:  I guess we are asking about the non-utility space.  Did it get sold as part of that excess peak?

MR. SMITH:  Sorry, you are talking about space beyond the 100 PJs?

MR. QUINN:  Yes.

MR. SMITH:  The question -- I am confused, Mr. Quinn.  The question asks, in part (f), for the revenue that Union received using utility storage space.

MR. QUINN:  Well, the answer does say that short-term storage and balancing services were provided by using both excess utility space and available non-utility space.

MS. CAMERON:  The question, as I refer to it, says:

"Identify, by service, the storage and balancing service revenue that Union received in '10 and '11 using utility storage space that is not included in Excess Utility space."

The response directs you to Exhibit C1, tab 3, page 15, which refers to off-peak storage, loans, balancing.  Those services are provided using utility storage space, and also provided using non-utility space.  Off-peak storage comes from the integrated assets.

MR. QUINN:  So non-utility space did get sold, and how were the revenues allocated?

MS. CAMERON:  All short-term storage revenues are subject to deferral.

MR. QUINN:  So if non-utility space was sold, it gets lumped in together for allocation through the short-term balancing services account, 179-70?

MS. CAMERON:  For short-term storage contracts like off-peak storage balancing gas loans, Union Gas does not differentiate whose assets are providing the service, and the revenues are all shared because of the term of the contract, which is a short-term contract.

All short-term storage contracts are subject to deferral.

MR. QUINN:  Somehow that seems inconsistent with what we heard in -0038, so I am going to have to review that in the record, but I guess what I am trying to understand, then, is you are selling non-utility space to support short-term services, and you are saying you don't differentiate.

What I thought I read is Union has the ability to separate the revenues by service; is that not accurate?

MS. CAMERON:  In the deferral proceeding that you are referring to, I believe we were referring to long-term storage contracts, and certainly on a long-term storage contract we can differentiate whose assets we are selling.

On a short-term contract basis, we sell all the excess utility assets on a short-term basis.  They are a forecasted value.  We can determine where that asset came from.

But for off-peak storage balancing those short-term accounts, they are small in quantity.  We don't -- we don't separate those; they just come from the integrated asset.

MR. QUINN:  So you don't separate them, but can you? Does your system have the ability to separate them?

MR. SMITH:  We will provide that by way of undertaking.

MR. QUINN:  Okay.  Thank you.

MR. MILLAR:  JT1.10.
UNDERTAKING NO. JT1.10:  TO EXPLAIN WHETHER THE SYSTEM HAS ABILITY TO SEPARATE OFF-PEAK STORAGE BALANCING THOSE SHORT-TERM ACCOUNTS.

MR. QUINN:  We don't have to go far for the next one, because the next one was J.C-4-10-10.

MS. CAMERON:  I have it.

MR. QUINN:  I will read the question:

"Attachment 2-2 shows a significant increase in storage space between October 11 and November 11.  What contributed to that increase, and how was the additional space utilized?"

MS. CAMERON:  The November increase in storage space is due to a new peak storage contract that was sold, starting in November.

MR. QUINN:  So what created that space?  Where did the space come from?

MS. CAMERON:  That was space that was available starting in November of '11, and that particular contract goes on for a multiple year, two years.

MR. QUINN:  I appreciate you are helping me with where there was a contract signed, but what space was used to underpin that contract?

MS. CAMERON:  Excess utility space.

MR. QUINN:  That was all excess utility space?  No non-utility space was used?

MS. CAMERON:  Pardon me?

MR. QUINN:  No non-utility space was used?

MS. CAMERON:  No.

MR. QUINN:  Okay.  Thank you.

And why is there no increase in the withdrawal capability, then, between October '11 and November '11?

MS. CAMERON:  This contract does not have firm withdrawal rates.

MR. QUINN:  It then has interruptible rates?

MS. CAMERON:  Yes.

MR. QUINN:  Okay.  Well, that makes sense, then.  Okay.

The next page we get into Issue C6, and I will start off with J.C-6-10-1.

MS. CAMERON:  I have it.

MR. QUINN:  You are much quicker than I.
"Please describe how Union achieves recovery for transportation services under the M16 rate.  Specifically, how is the demand component of transportation recovered?"

MS. CAMERON:  If there is a demand component, the customer will pay a demand charge.

MR. QUINN:  And what does the demand charge recover?  What cost does it recover?

MS. CAMERON:  I will have to put that to the rate design panel.

MR. QUINN:  Okay.  Panel 4?  Okay.  Thank you.

And now the next question is C-6-10-5.

MS. CAMERON:  I have that.

MR. QUINN:  I am going to get your people that help you prepare to help me.

Okay.  So:

"Please explain why Union has refused to provide the information related to transportation for third-party storage services."

MR. SMITH:  Sorry, just a minute, Mr. Quinn.  I am getting the question.

Which portion of the question are you referring to?

MR. QUINN:  We had asked in that interrogatory, which I am re-reading, about the services are used to bring gas from Michigan to Dawn, and are these, in fact, utility services that are being utilized to do that.

MR. SMITH:  I'm sorry.  You are referring to part (a)?

MR. QUINN:  In part (a), you provide a response about Black Creek, but then you say:

"Other third-party storage contracts are part of Union's unregulated businesses and are not relevant to Union's 2013 regulated rates."

MR. SMITH:  Yes.

MR. QUINN:  If the third-party storage contracts utilize utility transport, there is a regulated component, that we are interested in how it is being utilized and how the costs are being recovered.

So I guess our question still is:  Is Union's regulated transportation service being utilized for these third-party storage contracts?

MR. SMITH:  So your question is:  Are utility transportation services being used?  That's your question?

MR. QUINN:  It might be helpful, Mr. Smith, if I just read the next question here.  It says:

"Please describe how Union's transports gas between Michigan storage and Dawn, and explain whether any utility transportation contracts on MichCon, Vector or TCPL are used for these transactions."

Clearly, the other potential pipeline that is going to be used here is Union's, and we are interested in the regulated transportation impact for 2013 rates.

MR. SMITH:  That's fine.

MS. CAMERON:  With respect to our transportation between our Michigan storage contracts and Dawn, we do not use our utility contracts to facilitate those withdrawals.

The utility is using those contracts and keeps them fully optimized and utilized on a winter day, so there is no capacity available.

The non-utility business goes out and will contract for transportation or third-party services to move the Washington 10 gas specifically back to Dawn.
Further Questions by Mr. Thompson:


MR. THOMPSON:  Can I just jump in there?

Are you saying there Union has two sets of transportation contracts on these routes, one utility and non-utility?

MS. CAMERON:  The non-utility business, in order to facilitate our withdrawal, will have to acquire its own transportation, and that's included in the S&T costs to facilitate transportation back to Dawn.

MR. THOMPSON:  That wasn't my question.  It's are there two sets of contracts, utility and non-utility, for transportation.


MR. SMITH:  Sorry, for transportation on which path?

MR. THOMPSON:  From Michigan to Dawn, as Mr. Quinn is posing the question.

MS. CAMERON:  The contract that we use would be a year-to-year contract.  It's not considered a utility asset.

MR. THOMPSON:  So there are no utility contracts on the Michigan-to-Dawn path?  Is that what I hear you saying?

MS. CAMERON:  Union utility does hold contracts on Vector; for example, to transport its gas supply to Dawn.

MR. THOMPSON:  So does Union non-utility have a contract with Union utility for transportation on Vector?

MS. CAMERON:  No.  Union holds a contract either with Vector -- the S&T non-utility group will either go out and contract for its own capacity on Vector, or contract with a third party to transport its storage withdrawals from storage to Dawn.
Further Questions by Mr. Brett:


MR. BRETT:  Can I just ask a question of clarification there?

I think Mr. Quinn mentioned this, or you mentioned it in a reply to him, but either does Union, the regulated Union utility or the non-regulated S&T company -- I guess it's the latter -- they have storage in Michigan?  Is that part of it?  They have storage pools in Michigan?

MS. CAMERON:  Yes.  As part of the non-utility business, we contract for third-party storage in Michigan.

MR. BRETT:  And so the question -- the question of -- the route you are talking about now is if you wanted to get gas from your storage in Michigan and use it where?  Back in Ontario?  Is that...

MS. CAMERON:  If we need to move gas from Michigan to Dawn because of storage withdrawals, the S&T business will find a way to transport that through a third-party exchange or contracting with a pipeline directly, and those costs are attributable to the non-utility business.
Further Questions by Mr. Thompson:


MR. THOMPSON:  Let me try it once again.

If the Union contract on Vector is shipping nothing, and Union non-utility needs space on Vector, do they get it Union utility, or do they go somewhere else?

MS. CAMERON:  When we are withdrawing gas from storage, that will typically be in a winter month so January, February.

At that point, the utility needs all the capacity it can get, and those pipelines –- Vector, specifically -- would be full.  The utility would have it full of system supply, so there is no excess capacity on the utility-owned contracts in the winter months on the Vector path.

There isn't an un-utilized asset for the non-utility to use.

MR. THOMPSON:  What about the summer months?

MS. CAMERON:  We are not facilitating withdrawals in the summer months.
Further Questions by Mr. Quinn:


MR. QUINN:  Do you want me to try, Peter?

Peter was asking and you answered specific to Vector.  What about Great Lakes in that same scenario?

MS. CAMERON:  None of our third-party storage contracts connect to Great Lakes.

MR. QUINN:  Okay.  Let's take it off of a specific pipeline.

If the utility has space that is underutilized at any period of time, does the non-utility have opportunity to utilize that space?

MS. CAMERON:  Subject to check, in the event that the utility has a UDC or un-utilized demand charge, any proceeds from using -- releasing that capacity goes to the ratepayer; that is not a benefit of the non-utility.

So if the pipeline leaves capacity un-utilized, so UDC, that benefit goes to the ratepayer, subject to check.

MR. QUINN:  I would like check, and if we discern that we need an undertaking, we will accept that.

But in that scenario, if you have a UDC, it's not a revenue, it's a cost; correct?

MS. CAMERON:  We will go off with UDC and release that capacity into the market, and try to get some value for that.

MR. QUINN:  But there is a cost associated with UDC that the utility would pay for the un-utilized demand charge?

MS. CAMERON:  And any capacity release revenue that we can earn offsets that cost.

MR. QUINN:  So you agree with me there is a cost, the utility is experiencing a cost?

MS. CAMERON:  Yes.

MR. QUINN:  To the extent that the non-utility buys that un-utilized capacity, for one cent per GJ, a revenue is generated, and that revenue would go to offset the un-utilized demand charge?

MS. CAMERON:  Went when we release the un-utilized capacity due to UDC, it's through an auction.  It has gone into the public market.

MR. QUINN:  Does the non-utility have a right to enter that auction?

MS. CAMERON:  That would be difficult, since it's a Union Gas bidding on Union Gas capacity.

MR. QUINN:  Therein lies the challenge.  If you are doing an auction for non- -- for space that Union Gas cannot use, what's the hierarchy?  You say you don't need it for utility; does somebody check with non-utility to see if they need space before it is released to the market?

MS. CAMERON:  No.

MR. QUINN:  Who is the bearer of the contract?  Who is the party that's on the contract? Is it Union Gas?

MR. SMITH:  Which contract?

MR. QUINN:  If you have a contract with a pipeline –- example, Great Lakes -- Union Gas is the counterparty to that contract?

MS. CAMERON:  I believe it would be Union Gas Limited, yes.

MR. QUINN:  If an auditor were to go in and say:  Show me your utility contracts and your non-utility contracts, how would an auditor discern if this is a utility contract or a non-utility contract?

MS. CAMERON:  The contracting party would be similar, but where the costs are streamed would be very different.

MR. QUINN:  But how is that designated so that an auditor could determine that these costs are going to the right buckets?

MS. CAMERON:  Our internal records would specify that this was held for the non-utility portion, and the costs are not streamed to our cost of gas.

MR. QUINN:  So an auditor would have to rely on your subsystems, not the contracts?

MR. SMITH:  Don't answer that question.

MR. QUINN:  I am trying to understand, Mr. Smith, how this is done.

And I am hearing Union Gas is the party to the contract, and how utilization of that contract happens during swing periods is something of interest to the ratepayers.

MR. SMITH:  You have my position.

MR. QUINN:  Okay.  Well, I heard subject to check, so you will be getting back to us with your clarification of the response you made previously?

MR. SMITH:  Yes.

MR. QUINN:  Okay.  Thank you.
Further Questions by Mr. Shepherd:


MR. SHEPHERD:  Can I ask a follow-up?  I am actually circling back to Peter's original question.

Do I understand correctly that the utility has a contract to transfer gas from Michigan to Dawn on Vector?

MS. CAMERON:  Sorry, I apologize.  There was a cough.  I missed the beginning of the question.


MR. SHEPHERD:  Do I understand correctly that the utility has a contract to transport gas from Michigan to Dawn on Vector?

MS. CAMERON:  From Chicago to Dawn.

MR. SHEPHERD:  Do I understand that the S&T group has a different contract to transport gas from Michigan to Dawn on Vector?

MS. CAMERON:  Yes.

MR. SHEPHERD:  So Mr. Thompson's original question is:  Do you have two contracts on the same route to transport gas, one utility and one non-utility?

The answer is yes?

MS. CAMERON:  The routes would be different based on the receipt and delivery points, so the receipt points would be different.  So they are not identical.

MR. SHEPHERD:  And the utility doesn't have any access to the capacity that the S&T group has on that route, and the S&T group doesn't have any access to the capacity that the utility group has, the utility has; is that right?

MR. ISHERWOOD:  In terms of the capacity that the non-utility has, it would be from, as Ms. Cameron pointed out, from a receipt point called Washington 10, would be an example, which is a storage facility in Michigan.

The utility has no storage capacity there, so they would have no need to have that receipt point in their contract.

MR. SHEPHERD:  I understand it's more complicated than that, but just accept that this is way too complicated for me and I'm trying to ask simple questions.

And my simple questions are:  The utility has a contract on some part of Vector, from one delivery point to another to a receipt point, and the S&T group has no access to any of that capacity; right?

MR. ISHERWOOD:  In terms of moving storage space, I think we explained that it we did, it would be using unabsorbed demand charges.

MR. SHEPHERD:  Sorry, it's just  a yes or no question.

MR. ISHERWOOD:  To your point, it's more complicated than that.

MR. BRETT:  Can I just ask --


MR. SHEPHERD:  Sorry, let me just finish.

So that -- you said that if the utility has a contract and it has capacity available, it puts it out to auction, and the S&T group can't bid; right?

MR. ISHERWOOD:  Correct.

MR. SHEPHERD:  So do I understand, then, correctly that if the S&T group can't bid it has no access to that capacity under that contract?

MS. CAMERON:  We do not use it to earn dollar revenue for the unregulated business, yes.

MR. SHEPHERD:  Thanks.

MR. QUINN:  Where does the cost of utilizing that space -- who bears the cost of utilizing that space if it is used to move gas from Washington 10 to Dawn?

MS. CAMERON:  The unregulated business.

MR. QUINN:  So there is a UDC charge to the Union ratepayer first, because you said you had to release it?

MS. CAMERON:  If we release it, it is assigned away to a third party, a marketer, typically, and they are utilizing the capacity and we no longer have access to it.

MR. QUINN:  But that marketer could be the same organization you go to to get your non-utility transportation effected?

MR. SMITH:  I am not sure I followed that question, Mr. Quinn.  Can you restate it?

MR. QUINN:  So if you have the capacity and it's gone out for release, and XYZ company bought the capacity, then the non-utility could go back to XYZ company and say:  Now we want gas delivered from Washington to Dawn.  Could you do that for us, and what's the price?

And it could be using the same capacity; is that not accurate?

MS. CAMERON:  Could you provide a little more detail in your example, please, like more detail in your scenario?

MR. QUINN:  Mr. Millar had come and asked me offline how much further I had to go.

If it is helpful, Mr. Millar, why don't we take a break now?  I will try to put some specificity to it.

And I only have one more follow-up question after that, and I don't want to dominate the time here, but just so that we get some precision and we do get an answer, I think it would be helpful.

MR. MILLAR:  Why don't we do that?  Doubtless the court reporter and the witnesses could use a break, and all of us.

Before we do that, I would like to get a handle on time left for this panel.

If it helps, I think Board Staff has maybe five or maybe 10 minutes for this panel.

Could I get a guesstimate on time from remaining parties for panel 1?

MR. MacINTOSH:  Energy Probe has maybe five minutes.

MR. MILLAR:  Thank you.

MR. STACEY:  I have one question, a minute or two.

MR. MILLAR:  Anyone else?  Peter?

MR. NADEAU:  I would have one question, very quick.

MR. SMITH:  Can I ask Mr. Stacey a question on the record?  Which is:  I understand he has a consulting company in his name, and I was wondering which particular constituency is being represented by that consulting group in this proceeding.

MR. STACEY:  Sure.  I broadly work with or typically work with larger industrial customers and natural gas power generation customers.

MR. SMITH:  Would these customers fall into either CME, IGUA or APPrO?

MR. SHEPHERD:  Mr. Millar, I am going the interrupt here.  I am a little uncomfortable with this discussion.  This is not the place to have discussions about whether people are qualified to be intervenors.

Either the Board has made them an intervenor, or not.

MR. MILLAR:  That's fair enough.  If Mr. Stacey wishes to answer the question, that's fine.

He is obviously not a witness at this Technical Conference, and if this is something that Union pursues with the Board, it can do so.

Mr. Stacey can answer or not, I suppose.

MR. SMITH:  Okay.  Thank you.

MR. MILLAR:  Peter, how long?

MR. THOMPSON:  I think I have five or six questions on this list that are for this panel, so I am guessing 15, 20 minutes, maybe.

MR. MILLAR:  Jay, zero?

MR. WIGHTMAN:  I have about six minutes, probably, for this panel.

MR. MILLAR:  Anyone else?

Okay.  It looks like we won't have any trouble finishing this by lunch.

Why don't we break until quarter to 12:00?

--- Recess taken at 11:28 a.m.


--- On resuming at 11:48 a.m.

MR. MILLAR:  Dwayne, we'll continue with you.
Further Questions by Mr. Quinn:


MR. QUINN:  Thank you.

Panel, I think I would like to try it this way.

I am going to break it down into a couple of questions and then you can help me with your response.

First off, on the Union contract from Chicago to Dawn, is Washington 10 a receipt point on that contract?

MR. ISHERWOOD:  We don't know.

MR. QUINN:  Would you undertake to check that?

MR. ISHERWOOD:  We can.

MR. QUINN:  Because this is one that may require the undertaking, so if I may, Mr. Millar, I will just include this in the same undertaking.

But does Union have an internal document that describes the capacity release process that it must undertake to release capacity?

MR. ISHERWOOD:  The process itself is, at least in the U.S., is fairly well documented, and it's based on each individual pipeline, actually.

MR. QUINN:  I guess I'm asking:  Does Union have an internal document for capacity release that it uses when it makes a determination that it may not need the capacity?

MR. ISHERWOOD:  Our gas supply group will look at that month to month, and to the extent that we don't need the capacity, that would be a recommendation coming out of the gas supply group.

MR. QUINN:  So is there a documented procedure that they must go through?

MR. ISHERWOOD:  I am not sure, to be honest.

MR. QUINN:  Well, can I get that as an undertaking, for you to check and determine?  And if there is available, provide it on the record, a process that is documented?

MR. SMITH:  Yes, we'll do that.

MR. QUINN:  That will shorten things up considerably.

MR. MILLAR:  JT1.11.

Mr. Quinn, you had asked a question before.  Did you want that...

MR. QUINN:  Yes, included, if they look at Washington 10 as a receipt point on their Chicago-to-Dawn Vector contract.

MR. MILLAR:  That's JT1.11.
UNDERTAKING NO. JT1.11:  TO ADVISE WHETHER WASHINGTON 10 A RECEIPT POINT ON THE CHICAGO-TO-DAWN VECTOR CONTRACT; WHETHER THERE IS A DOCUMENTED PROCEDURE for capacity release

MR. QUINN:  Thank you.  I had missed the fact that D16 is under panel 4, but I thought it would be on this panel.

So you can defer the answer to this, but I am going to refer you to D-16-10-2, because it's more capacity management than cost allocation, and I am just trying to understand, again, the principles Union uses with the system integrity space.

MS. CAMERON:  Can you repeat the IR number again, please?

MR. QUINN:  Sorry, J.D-16-10-2.

MS. CAMERON:  I have it.

MR. QUINN:  What we were asking was you have three-and-a-half PJs that's left empty for fall contingency, but then you have a further six PJs that you fill for winter need.

I guess our question was:  Why don't you use the three-and-a-half PJs that you have empty in the fall, and use that space as part of your six PJs that you have to fill for the winter, and fill that space in December?  What reason would Union have not to do it that way?

[Witness panel confers]


MR. SMITH:  Mr. Quinn, is there a portion of the (b) response to that that is not responsive to the question you asked?

MR. QUINN:  Yes.  I am not saying to fill the space in addition to the six PJs; I'm saying use the three-and-a-half as part of the six, so you are not having to keep two separate sets of system integrity space, one empty and one full.

The empty space can, a couple of months later, become the full space, and that's what I would call asset optimization.

MR. ISHERWOOD:  I will try and supplement the actual answer here, but to the extent that space stayed empty in the fall because it wasn't needed in the fall, your premise is, then, to fill it in December, which would be an expensive month to fill it.

And to the extent the cold weather didn't come around and you needed to empty it, you would then be carrying expensive gas into the summer, and you would empty it to be ready for the next fall.  So you would be filling it unnecessarily with expensive gas, and forced to empty it in the following spring, summer, to make room again for the following fall.

MR. QUINN:  Your assumption is December gas is going to be expensive gas; is that correct?

MR. ISHERWOOD:  Typically it is, yes.

MR. QUINN:  Typically it is?   Okay.  So what is the value of the storage space?

MR. ISHERWOOD:  The summer/winter differential.

MR. QUINN:  The summer/winter differential?  So can you, by way of undertaking, show us a numeric example for the last three years that demonstrates that keeping the space empty has saved ratepayers money?

MR. SMITH:  No.

MR. QUINN:  Why not?  That's -- this is getting clarity on a technical question.  The witness has told us that it's more expensive, and I would like to see that demonstrated.

MR. SMITH:  We will do it.

MR. QUINN:  Okay.  Thank you.

MR. MILLAR:  JT1.12.
UNDERTAKING NO. JT1.12:  TO PROVIDE A NUMERIC EXAMPLE FOR THE LAST THREE years THAT DEMONSTRATES THAT KEEPING THE SPACE EMPTY HAS SAVED RATEPAYERS MONEY

MR. QUINN:  Lastly, then, I did have one more question that I think is this panel, but it's in D14.

Again, it shows panel 2, but it's a capacity-related question, so we can answer it here or answer it tomorrow, but under -- these are the list of questions that we submitted -- D14, and the reference is D3, tab 2, schedule 5, page 2.  We have asked the question --


MS. CAMERON:  Sorry, can you repeat the reference slower?

MR. QUINN:  You were so quick before, I thought you would have it automatically.

MS. CAMERON:  They were kind of sequential before.  Now you're...

MR. QUINN:  The reference is D3, tab 2, schedule 5, page 2.

MR. SMITH:  Schedule 5, Mr. Quinn?

MR. QUINN:  Schedule 5, page 2, yes.

MS. CAMERON:  We have it.

MR. QUINN:  The question was:

"Please explain the reason for 60,000 GJs of Union Dawn to Union CDA capacity on TCPL."

MS. CAMERON:  That we will defer to the gas supply panel.

MR. QUINN:  And including capacity management, has Union extending this contract?  Is that them also?

MS. CAMERON:  Yes.

MR. ISHERWOOD:  Yes.

MR. QUINN:  Then I will just defer the rest of those questions in that area.

Thank you very much.  Those are my questions.

MR. MILLAR:  Thank you, Mr. Quinn.

Who would like to go next?

Maybe we will go, if no one else is jumping up.

I neglected to put in appearances for Board Staff, which I think I should now, because many of them will be asking questions.

To my left is Mr. Khalil Viraney, to my right Mr. Lawrie Gluck, and behind me we have Tina Li and Munir Madhavji.

And Mr. Viraney will be asking questions of this panel.

MR. VIRANEY:  This is with reference to a Board Staff IR.  Reference would be J.C-3-1-2.

Union has provided reasons --


MR. SMITH:  Sorry, 3-1-2?

MR. VIRANEY:  Yes.

MR. SMITH:  Okay.

MR. VIRANEY:  Union has provided reasons for the under-forecast of throughput for 2011 within the large commercial and industrial segment.

The reason for the forecast in Rate M7 is as a result of customers remaining on M7 when they were originally forecast to migrate to another class.


Is this customer still in rate M7?

MS. VAN DER PAELT:  No.

MR. VIRANEY:  So which class is this customer moved to, and where is the corresponding increase in volume in the other rate class?

MS. VAN DER PAELT:  The customer moved to T1, and it would have been effective the last two months of 2011.

So it was a marginal increase.

MR. MADHAVJI:  In the same IR response, Rate 25, which represents the power market, was under-forecasted.

In its application, Union has stated that the power market is expected to improve in 2013 with the new gas generation facilities.

With new gas-fired generation coming online in 2012 and 2013, why would volumes fall below the 2011 number in 2013?

MS. VAN DER PAELT:  Can you just refer me to the schedule you are looking at, sir?

MR. VIRANEY:  That would be C1, tab 2, page 12.

Union has stated that the power market is expected to improve in 2013.  C1, tab 2, page 12.

MS. VAN DER PAELT:  So there are no new gas-fired plants coming online in 2012.  I think you asked why if there was a new gas-fired plant coming on in 2012?

MR. VIRANEY:  And in 2013.

MS. VAN DER PAELT:  In 2013, we only have two months of revenue for the new gas-fired plant to coming on, because it's expected to go online November 1.

MR. VIRANEY:  And the next one is an LPMA IR.  That reference is J.C-3-2-4.

MS. VAN DER PAELT:  We have it.

MR. VIRANEY:  Union has updated the regression demand variables for the large contract and greenhouse markets, and this has resulted in updated volumes for 2012 and 2013.

So is Union updating its application with the new volumes?

MR. SMITH:  Sorry, I just missed the question.  Can you repeat it?

MR. VIRANEY:  Union has updated the regression demand variables for the large contract and greenhouse markets; that is in response to J.C-3-2-4.

So this has resulted in updated volumes for 2012 and 2013, so is Union amending its application to reflect these updated volumes?

MS. VAN DER PAELT:  No, we weren't.

MR. VIRANEY:  And is there a reason for that?

MS. VAN DER PAELT:  These numbers were just a point in time, so one has gone down, one has gone up.

We had no plans that I am aware of to update it.

MR. VIRANEY:  The next question, I am not sure it's for this panel, but if you can let me know, I will just ask the next panel that question.

This is in reference to Board Staff IR J.B-1-1-5.

MS. VAN DER PAELT:  Was that J.D or J.B?

MR. VIRANEY:  J.B.  B as in Bravo.

MS. VAN DER PAELT:  We have the IR.

MR. VIRANEY:  Union has responded in that IR that its conversion forecast did not include customers in Red Lake.

However, in response to J.B-1-1-1, it has stated that the Red Lake project will be in service by December 2012.  So why has Union not included Red Lake customers in its 2012 forecast?

MS. VAN DER PAELT:  At the time of the filing, the certainty of the Red Lake project was unknown.

MR. VIRANEY:  Do you have an update now?

MS. VAN DER PAELT:  I can tell you how many customers are expected, and it would be immaterial to the forecast.

MR. VIRANEY:  So how many customers are expected?

MS. VAN DER PAELT:  In 2013, it would be less than 500.

MR. VIRANEY:  Less than 500?

Thank you.  Those are my questions.

MR. MILLAR:  Thank you, Khalil.

Mr. Stacey?
Questions by Mr. Stacey:


MR. STACEY:  Good day, panel.  Good to see some familiar faces.  I find it useful and helpful to be apprised of Union's rate applications and what's going on there, and the technical conferences like this to get additional information.

I had a follow-up question to Carol on -- Julie Girvan was asking about the S&T revenue forecast, and I was just wondering if the result of the -- the NEB approved the TCPL Parkway-to-Maple expansion on May 22nd.

Would that impact your revenue forecast at all, or not?

MS. CAMERON:  The contracts that -- Union has already included the contracts that are associated with our side of that Parkway-to-Maple expansion in our forecast.

So there would be no impact.

MR. STACEY:  Okay.  When I was just skimming your evidence, I -- it looked like that was the case.

I think on page 1 you state there would be no incremental capacity built downstream of Parkway beyond the proposed TransCanada expansions for 2012 and '13.

So I just wanted to clarify that.  Thank you.

MR. MILLAR:  Next?
Further Questions by Ms. Girvan:


MS. GIRVAN:  It's Julie here.

Just to jump in, I've neglected to –- or maybe you neglected to answer my question first time around.

I had asked in my original question about year-to-date S&T revenue; can you tell me how that's trending, relative to your forecast, 2012?

MS. CAMERON:  I don't have that information.

MS. GIRVAN:  Could you undertake to provide that, please?

MR. SMITH:  Yes, we will do that.

MS. GIRVAN:  Thank you.

MR. MILLAR:  JT1.13.
UNDERTAKING NO. JT1.13:  TO EXPLAIN HOW YEAR-TO-DATE S&T REVENUE IS TRENDING, RELATIVE TO 2012 FORECAST.
Questions by Mr. Nadeau:


MR. NADEAU:  Eric Nadeau for TransCanada Energy.

My first time here, it's very interesting.

My question is very simple.  Reading the document, I was wondering what it really meant as contract customers, so my question is:  Can you associate a specific rate class or specific rate classes to contract customers, or are contract customers in all kinds of different rate classes and –- like, for example, I expect T1 would be labelled as a contract customer class?

MS. VAN DER PAELT:  Our contract rate classes are in several categories, M4, M5, M7, M9, M10, T1; those are what we consider out southern rate class contract customers.

In the north, it would be Rate 20, Rate 100 and some Rate 25.

MR. NADEAU:  So when you say "some Rate 25" would it be that there are clients in Rate 25 that would not be considered as a contract customer?

MS. VAN DER PAELT:  Rate 25 is an interruptible service, so you have customers who will have a Rate 20 contract and a Rate 25.  So it could be a double-count, if you went to the evidence and counted both of them individually.  Some customers are just a Rate 25 customer.

So it depends if you are looking for customer count.

MR. NADEAU:  No, no, I wasn't really looking for customer count.

My question was really when I am looking at a specific rate class.

MS. VAN DER PAELT:  Then Rate 25 would be contract.

MR. NADEAU:  And the rate classes that you gave me here are –- are there -- I don't know what's the right word in English, but exclusives, or...

MS. VAN DER PAELT:  They have parameters.  They are all outlined on our website in terms of the parameters of what a customer has to forecast and their volume consumption would look like to qualify for a contract rate class, and each of them are different.

And my colleague here has mentioned that I forgot T3 would be our other contract rate class.

MR. NADEAU:  And I guess the new T2 would be a contract?

MS. VAN DER PAELT:  T2 would be a contract rate class.

MR. NADEAU:  Thank you very much.
Further Questions by Mr. Brett:


MR. BRETT:  Can I just ask one question on that?

I understood from your evidence -- and you haven't said anything to the contrary, but when a person is in a contract class it means they have the option to sign a contract, and that it -- so is that right?

MS. VAN DER PAELT:  That's correct.

MR. BRETT:  They don't have to, and I further understand from your evidence that there are some customers that -- like hospitals or universities, some customers that you might think would be contract customers, for one reason or another have decided not to become contract customers?

MS. VAN DER PAELT:  If there are customers in the non-contract class who have enough volume, they would qualify for contract if they choose to.

MR. BRETT:  Right, and could you just without -- just briefly, could you say why would a customer who would be entitled to have a contract not choose to have one?

MS. VAN DER PAELT:  I don't know why they don't choose to.

MR. BRETT:  You don't know why they wouldn't?

MS. VAN DER PAELT:  Right.

MR. BRETT:  Right.  Okay.

MR. MILLAR:  Thank you.

Who was next?
Further Questions by Mr. Nadeau:


MR. NADEAU:  If I may just clarify this a little bit, I am trying to understand what it means.  So a customer could be, for example, in a T1 and not have a contract?

MS. VAN DER PAELT:  No.  A T1, you have a contract.

MR. NADEAU:  You have to have?

MS. VAN DER PAELT:  Yes.

MR. NADEAU:  But if you are like -- to use the example hospital, that hospital would not have a contract, it means it would not have a daily demand in it?

MS. VAN DER PAELT:  So if I can clarify Mr. Brett's question, the rate class M1 and M2 do not require contracts.

A customer makes the choice whether or not they would like to sign a contract, which would prescribe a daily demand and parameters around pressure and hourly flows.

So any customer could choose; if they chose not to, they would automatically fall into an M1 or M2 rate class, with no contractual requirements.

MR. NADEAU:  Okay.  But if a rate specifies -- if a rate class has a contract -- not a contract, but a demand charge -- then I would expect that there has to have a contract, no?

MS. VAN DER PAELT:  No, our M1 and M2 non-contract rates do have customer demand charges on the rate schedules.  It's associated with the distribution of the gas to their home, so there is a fixed portion and a variable.  All the rates, the schedules are listed on the website, and it identifies.

MR. NADEAU:  Just my curiosity -- I don't want to delay this much longer, but just quickly, how does someone pay a demand charge without a contract?

MS. VAN DER PAELT:  It's a customer charge, would be the term that we would use.

MR. NADEAU:  Ah.  Okay.  Thank you.


MR. MILLAR:  Who would like to go next?  James?
Questions by Mr. Wightman:


MR. WIGHTMAN:  Thank you.  My first question for the panel, for this panel, references J.C-1-1-1, and that's the furnace energy efficiency index.

And page 2, there is a table, and just looking at the column that says "entitled survey results," and if you look at the first two survey results, 1991 and then there is a little skip to 1993, the survey shows inefficiency going down from 0.738 in the former to 0.732, and then in three cases of successive years, 2003 to 2004, 2007 to 2008 and 2010 to 2011, you also show decreases in FEI.  They are not too big in the first two cases, but it's a little bit larger in the third case.

Would you attribute these what I'd call anomalous -- at least according to what you would expect -- results to sampling error?

MR. GARDINER:  Yes.  These are due to sampling error, but when examined as to whether the variation about the observation is within estimation range, they are within estimation range.

MR. WIGHTMAN:  Can you tell me what's the minimum size of the sample that you base this on?

MR. GARDINER:  The residential surveys are based on a sample of respondents of about 1,200.

MR. WIGHTMAN:  Thank you.

My next question refers to J.C-1-1-3, and this is about, I think, your industrial demand forecast and the impact of the recession on it.

Anyhow, at a point in this response you talk about the structural shift beginning in 2008.  I was just wondering how you identified that structural shift.

MR. GARDINER:  There is two ways.

First of all, when I run the regression, I look at the residuals, and if the residuals are large -- two-and-a-half times the standard error -- that's usually an indicator of an outlier, and visually if I take you to page 15 of C1, T1, appendix A -- let me find it -- you will see a chart, figure 9.

I draw your attention to the Quarter 2 and Quarter 3 points, and those are -- Quarter 3 is the bottom, Quarter 2 is the one just a little bit above to the left.

And note that in 2009 and '10, the distance is smaller than it was in the past, so something happened.  That's a structural shift.

MR. WIGHTMAN:  Okay.  I was -- my DVD drive or CD drive isn't working, but I will check that later, then.  Thank you.


You mention also the use of a dummy variable or a qualitative variable?

MR. GARDINER:  Yes.

MR. WIGHTMAN:  And you have assumed that in 2013 you have set that dummy variable to indicate that the recession will be continuing?

MR. GARDINER:  No.  In 2013, the dummy variable –- okay.  There is several -- can you clarify which dummy variable you are...

MR. WIGHTMAN:  You mentioned two of them.  My Adobe is not responding now.  You mentioned...

MR. SMITH:  Mr. Wightman, do you happen to know the interrogatory question?

MR. WIGHTMAN:  J.C-1-1-3.  Yes, it was just about that discussion, and I am going by memory now, but I think you mentioned you have two dummy variables.

But it's just the ones that indicate the state of the business cycle that I am talking about, because you did an ex-post analysis and said:  Oh, looking back, our errors are much smaller ex-post if we correct for the 2009 structural change.

That's in that response.


MR. GARDINER:  The two dummy -- for 2013, the Q4 2009 and the Q1 2010 is turned off.

MR. WIGHTMAN:  Thank you.

Okay.  The next question, the reference J.C-1-3-1, part (a), attachment 1, this is the 2004 Rudden report, and specifically pages 15 to 17 of that report.

MR. GARDINER:  Yes.

MR. WIGHTMAN:  And the reference page is section 6.  "Recommendations for Future Investigation" is the title of it.

MR. GARDINER:  Yes.

MR. WIGHTMAN:  And these recommendations included investigating, possibly, re-specification of weather variables, testing of ARIMA-type structures, use of dynamic regression, various alternative for minimizing auto-correlation and heteroskedasticity.

Now, did you investigate any of those?  I will make it simpler than the questions I sent you.

MR. GARDINER:  We investigated number one, and we found it to be inferior to the results, and we discussed with this with Mr. Rudden, with our consultant.

And as it states in the recommendation, that if the first step didn't work, you can stop, so number two and number three, we didn't do.  Number four, various alternatives for minimizing auto-correlation and heteroskedasticity, yes, we have done that.  We have shortened time spans as one trick to deal with -- one technique, I should say, to deal with auto-correlation and heteroskedasticity.

And also we always look at our residuals in our regressions, and we look for the heteroskedasticity in the residuals, and we don't want to see it and we don't.

So we have taken his recommendations and we plot out the residuals and we look at them and make sure our regressions are clean.

MR. WIGHTMAN:  My next question, it's kind of related to this, and this is just a visual question.  The reference is J.C-2-2-1, page 4.

And it's just looking at the -- there is a figure there that's entitled "Normal heating degree-days methodologies comparisons."

MR. GARDINER:  Yes.

MR. WIGHTMAN:  And just looking at the actual HDD in that picture -- we could look at a few others, but this is just an idea -- does it look to you like there is some kind of short-term cycling about a longer-term trend downwards, just looking at the picture?

MR. GARDINER:  Appearances can be deceiving.  There is oscillation, but it's irregular.

If you look, and I have -- if you look at the time from the peak to trough and from peak -- from trough to trough, you will find that the time periods are not the same.  Okay?

And that's the issue with trying to model weather.  Yes, there is variation about the trend line.  It's Canada; it's cold and it's warm.

Now, the point you are making is:  Can you model the pattern?  None of the consultants back in 2003 advised us to do so, and it's because the pattern isn't regular.

There is another chart that shows Toronto, and you will see the pattern break, so...

MR. WIGHTMAN:  Well, just a quick comment on that.  I guess what I was really driving at is not -- is this some sinusoidal kind of thing with a constant period, I wasn't meaning that at all.

What I am trying to suggest is that if you do look at some time series analytical techniques, which were developed specifically for time series data, because it always goes from one period to the next to the next, by using some of those techniques sometimes you can identify patterns in the data that aren't obvious from just running a linear regression through them and looking at residuals, or just looking at the picture.  That's all.

MR. GARDINER:  None of the consultants we talked to back in 2003 on how to prepare a weather-normal did not propose that, for the reasons I mentioned, because you are looking for a real regular pattern, and it isn't present.

MR. WIGHTMAN:  Okay.  I don't want to argue about that, but I just want to say that the general ARIMA model structure has variable lags that can be put in, and co-efficiency can be estimated, and sometimes you can just do better than with linear regression.

That's all.  That was the only point.

Okay.  So the next question is a bit redundant, but is there anything else you have -- without a reference, is there anything else you have done with this weather-normalization investigation, or kind of things you have carried out that you haven't mentioned, either today or in your evidence?

MR. GARDINER:  We have followed the weather-normal discussion and evidence as presented to the Board, since Union did so back in 2004.  We have continued to compare ore current blended method with the 20-year trend.

We noted that Enbridge was successful in obtaining the 20-year trend for their largest region, the GTA region, and with more data that we have since we have last made the argument before the Board -- we have nine more years, and more -- you know, the analysis indicates the superiority of the 20-year trend, and that's what we have done.

MR. WIGHTMAN:  You are saying it's superior because of the smaller root mean squared error, and in comparison with the 30-year average and the blended?

MR. GARDINER:  Correct.

MR. WIGHTMAN:  And it's the best of those three?

MR. GARDINER:  Correct.

MR. WIGHTMAN:  Thank you.  Those are my questions.

MR. MILLAR:  Peter, I think that just leaves you.

MR. SMITH:  I think Mr. MacIntosh -- I thought he had questions, as well.

MR. MILLAR:  I'm sorry.

MR. SMITH:  I don't care who goes next.  I just...

MR. MILLAR:  Go ahead.
Questions by Mr. MacIntosh:


MR. MacINTOSH:  My reference is J.C-1-3-5, and it's No. 3 of our Technical Conference Questions, which we submitted on the 25th.

MR. GARDINER:  Can you repeat that?

MR. MacINTOSH:  J.C-1-3-5 is the reference.

MR. GARDINER:  We don't have that.

MR. MacINTOSH:  It's Question No. 3 of the questions we submitted for the Technical Conference.

MS. VAN DER PAELT:  It's not in here.

MR. MacINTOSH:  Maybe, then, I run out and get a copy of this made.

MR. SMITH:  No, it's -- the IR doesn't appear to be in their binder.  That's all.

The question we have.  I think the question was covered earlier, Mr. MacIntosh, but I will let you ask it, and the witnesses can advise us, the witnesses can advise as such.

MR. MacINTOSH:  The witnesses can answer, yes.
"Please provide an explanation of the 2011 actual commercial all-rates NAC of 17,006 metres-cubed compared to forecast and the implications for the 2012/'13 forecast."

MR. GARDINER:  We found it.  All right.  Ready to go.

This was discussed earlier.  2011 total commercial NAC spiked, and it's receding.

As I mentioned earlier, we saw a spike in usage.  I can't explain why I have a large residual.  I do know it's receding, and it's first four months of the year, indicating a level below 16-5, and given the estimate I have for 2013, I still feel confident in that estimate.

MR. MacINTOSH:  At the same level as 2012 forecast?

MR. GARDINER:  Yes.  The '12 and the '13 estimates, I stand by.

MR. MacINTOSH:  Fine.  And the next question, with reference of J.C-2-3-2, and that would be our Technical Conference Question No. 4.

MR. GARDINER:  Yes.

MR. MacINTOSH:
"Please provide the original evidence used to support the correlation of Pearson Airport weather with the southern and northern zones, respectively."

MR. GARDINER:  The correlations between the north and the south with Toronto enable transference of the conclusions for Toronto.

In the original presentation to the Board back in 2003, there was no sort of official supporting correlation.  There were correlations mentioned, that we could use Toronto as a central location to demonstrate the concept, and because Toronto had sufficient data going back, we had two choices for Toronto.

One was the old Toronto weather station, which is, I think, in High Park, and goes back to 1841.

And we had also the airport, which goes back to 1955.

And we selected the airport because it allowed us to compare the methods and start comparisons in the year 1985, which gives us about 26 data points to do comparisons with.

Whereas if we used Union data, we'd have data starting in the '70s. We would only have, like, a dozen data points.

So we used Toronto.  Toronto data showed the concept.  The other thing about Toronto is it's centrally located, and we are all familiar with the weather outside.

The correlations between the northern and the southern and Toronto are very high.  So that says what the conclusions are in the Toronto is true for the north and the south.  So that's why we used Toronto.

MR. MacINTOSH:  Thank you.

Number (b) of that question:

"Please provide the updated summary statistics table for each of the northern and southern zones."

MR. GARDINER:  I don't have that information with me right now.

MR. MacINTOSH:  Can we have an undertaking for that?

MR. GARDINER:  The information needs to be prepared, reviewed...

MR. SMITH:  We will do that.


MR. MILLAR:  JT1.14.
UNDERTAKING NO. JT1.14:  TO PROVIDE THE UPDATED SUMMARY STATISTICS TABLE FOR EACH OF THE NORTHERN AND SOUTHERN ZONES

MR. MacINTOSH:  And my last, which was number (c):

"Please provide the heat-sensitive load and forecast the 2013 revenue for each of the franchise areas, and please compare this data to the 75/25 weighting for HDD."

MR. GARDINER:  Now, that information is available in the evidence, schedule C1, SS series.

There, you will find the volumes and the revenues for the northern rates and the southern rates.

The information is available in evidence, where I mentioned it.  You go to the 2013 evidence schedules, you will see the volumes, you will see the consumption, and the percentages can be calculated from there.

MR. MacINTOSH:  Thank you.  Those are my questions, Michael.
Further Questions by Mr. Quinn:


MR. QUINN:  Can I just clarify that?

What was the reference you gave?  You said to the SS series?

MR. GARDINER:  There is the C1, S...

MR. SMITH:  Summary schedules.

MR. GARDINER:  Summary schedules.

And then there are variations; there is a summary schedule 1, 2, 3.

MR. QUINN:  That's helpful.  Thank you.

Further Questions by Mr. Thompson:


MR. THOMPSON:  I guess it's over to me, Peter Thompson, for CME.

The first question we have is with respect to your response to J.C-1-14-1; this deals -- in that response you gave revenue -- volume and revenue numbers with respect to three different weather-normalization blends.  I am assuming, since this is a C number, that you folks can help me with this, but what we were seeking was the revenue requirement impact of the three blends that are there shown.  It's 55/45, which is, I understand, the existing method, and then 50/50 and 40/60.

Can we have that information, please?

MR. GARDINER:  The revenue differences between the scenarios and the 20-year trend-based revenues is in a response.

MR. THOMPSON:  Can you just give me the number on the record, or the numbers?

MR. GARDINER:  I am looking for the IR response.  Sorry, can you tell me which intervenor number you are?

MR. THOMPSON:  We are 14.  J.C-1-14.

I don't want to prolong this.  If it has to --


MR. GARDINER:  The information is -- I have to find the IR.

MR. SMITH:  We will provide it by way of undertaking, Mr. Thompson.  We will provide you with the interrogatory number.

MR. MILLAR:  JT1.15.
UNDERTAKING NO. JT1.15: TO PROVIDE REVENUE DIFFERENCES BETWEEN SCENARIOS AND 20-YEAR TREND-BASED REVENUES

MR. THOMPSON:  The next one, reference to J.C-3-14-1, and this -- I think this in part is your panel -- this question asked how many customers that you classify as manufacturers are in the various rate classes.

And in attachment 1 to that response, and attachment 2 and attachment 3, you have a total there as 261 that you classify as manufacturers.

The question I had, by way of clarification, is this exhibit doesn't refer to customers under M2 or Rate 10, and my question is:  Are there customers in there that you would classify as manufacturers?  And if so, could you provide the number of customers in each rate class?

Is this better for panel 4 or is this --


MS. VAN DER PAELT:  No, this is us.

So we confirmed there are customers in the M2 and M1 rate class that are manufacturers.

However, we don't have the information here to give you the percentages, and we will have to take that as an undertaking.

MR. THOMPSON:  Not so much percentages as the number of customers.

MS. VAN DER PAELT:  The numbers, sorry.

MR. MILLAR:  JT1.16.
UNDERTAKING NO. JT1.16:  TO PROVIDE NUMBER OF M1 AND M2 CUSTOMERS THAT ARE MANUFACTURERS.


MR. THOMPSON:  What about Rate 10?

MS. VAN DER PAELT:  It would all be included.

MR. THOMPSON:  And then the follow-up to that -- and this may well be for panel 4, but what we asked was to cross-reference the information that's in this exhibit, J.C-3-14-1 -- and I guess the information had been provided -- to two things.

One was the Exhibit J.F-2-5-1, and that was a presentation that was made to management, that had some rate impacts for specific rate classes, and they had -- there was small, medium and large, and that kind of thing.

And then there was another response, J.H-1-14-2, and one of our questions that asked you to identify those who faced an increase greater than 2 percent.


And the question was please indicate -- so this is of the 261 plus the number of those customers that are looking at a rate increase greater than 2 percent.

Can that be done by way of undertaking?

MR. SMITH:  Sorry, just one minute.

We will have to talk to the rates group, Mr. Thompson.

MR. THOMPSON:  Well, I will raise it again with them, because I thought that might be a panel 4 question.

MR. QUINN:  Did you get an undertaking, Peter, for the first question about the M2 Rate 10?

MR. THOMPSON:  Yes, thanks.

My next one relates to J.C-3-14-2 and –3, and this was where we -- what we were trying to get was information that you gather from the customers as to what they're forecasting and then what you're forecasting, trying to get a comparison of the two.

And the answer that we got was:

"Union does not require detailed consumption forecasts to be produced by the customers."


And my question, then, was by way of clarification:  What do you mean by "detailed consumption forecasts"?

MS. VAN DER PAELT:  So we don't ask the customer to provide by month how much natural gas they are going to consume.

MR. THOMPSON:  What do you ask them?  Anything?

MS. VAN DER PAELT:  We take the historical consumption numbers to the customer, and ask them how their production is changing, how their plant operations may be changing, and what impact that would have on their energy use.

So these are discussions that we have with the client, and then the client tells us, for example:  Normally, I shut down for two weeks in July.  This year, I am shutting down for a month

Those types of discussions.

The account rep takes those comments, reflects it back in the forecast, sends the revised numbers back to the client to make sure that they are in agreement that that's what the profile would look like, and then assess whether the actual contract parameters need to be restated as a result.

MR. THOMPSON:  Okay.  So are your forecasts being done independently of what the customers say, or does what the customers have to say have some influence?

MS. VAN DER PAELT:  What the customers have to say absolutely has influence.  We start with the historical, and then the customers tell us what's changing.

MR. THOMPSON:  So tying that back to the discussion you had with John Wolnik and others about overrun, the customer says:  I don't expect to take overrun, I mean, do you accept that, in the face of historical record that there is always overrun?

MS. VAN DER PAELT:  The customers in the power industry are dispatched by a party other than themselves, so they do not plan for operating at those points in time.

I mean, the customer tells me this is how he is going to operate, to the extent he was using a different service we would change his contract parameters to accommodate that.  And if they are telling us that they are not and they don't want their contract parameters changed, then that is the agreement.

MR. THOMPSON:  Well, regardless of the agreement, in terms of forecast usage, do you really expect these people that have told you:  We are not going to have overrun, that they won't have overrun?

MS. VAN DER PAELT:  We have years where they haven't had overrun and years where they have, so it's not a continuous pattern.

MR. THOMPSON:  But the historical record would be of some assistance in determining whether your forecast of zero overrun is appropriate?

MS. VAN DER PAELT:  And we do look at that, and we talk to the customers about their need for our services, but, bottom line, if -- these are large customers and if they are telling us this is how they are going to operate, then that's what we go by.

MR. THOMPSON:  Okay.  Well, I think, Mr. Wolnik -- you are getting the historical record for Mr. Wolnik, are you?

Or should I be asking for that?

MR. WOLNIK:  I think that's in the evidence, actually.  The last two years, anyway.

MR. THOMPSON:  Okay.  So it's already there.

Thank you.

MR. WOLNIK:  Maybe you should ask the panel, just to confirm that.

MR. THOMPSON:  Yes.  Is Mr. Wolnik right?  Is the historical record of actual overrun for these customers in the record?

MS. VAN DER PAELT:  I think it was an IR response.  I will just check that.

MR. THOMPSON:  That's fine if it's IR -- okay.

You can check it and put it on the record now, if that's not a problem.

MS. VAN DER PAELT:  Mr. Thompson, are you talking for all markets, or just the power market?

MR. THOMPSON:  I am talking for all markets.

MS. VAN DER PAELT:  All markets?  I don't think the overrun -- the overrun for all markets is not in the record.

MR. THOMPSON:  All right.  It's in there for the power market?  John, do you have the number, by any chance?


MR. WOLNIK:  I recall, I think, 2011 was $600,000.  And 2010 --


MR. THOMPSON:  Is it in one of your IRs?

MR. WOLNIK:  I don't remember exactly where it is.

MR. QUINN:  It's C-3-10-1.  This is for T1 customers, specifically.

John, is that the one you are referring to?

MR. WOLNIK:  That's the one I was thinking of, yes.

MR. QUINN:  So it's J.C-3-10-1.

MR. THOMPSON:  Just dealing, then, with the other markets, are you forecasting zero for other markets, as well?

MS. VAN DER PAELT:  There is overrun forecast in the LCI and key market.

MR. THOMPSON:  All right, but is the historic record on which that forecast is based in the record?

MS. VAN DER PAELT:  No, it isn't.

MR. THOMPSON:  If not, could you provide it, please?

MS. VAN DER PAELT:  Yes, we can.

MR. MILLAR:  JT1.17.
UNDERTAKING NO. JT1.17:  TO PROVIDE OVERRUN FORECAST FOR ALL MARKETS

MR. THOMPSON:  Thanks.

The next question on my sheet here flows from some questions that FRPO asked, J.C-4-10, Questions 8, 9 and 10, and this deals with the issue of how you utilize excess storage capacity, how you optimize it, and what I am trying to get at in this question is the situation pre-NGEIR, and then how it changed with NGEIR, and I understand you are proposing some further changes now.

So to help focus this discussion, I think if you go to one of Mr. Quinn's responses -- it's J.C- -- yes, if we go to J.C-4-10-10, attachment 1, and let me know when you are there.

MS. CAMERON:  We have it.

MR. THOMPSON:  Okay.  So this exhibit is showing services on the left-hand side.  This is under the heading "Short-term storage and balancing revenue."  And then there is a list of five items of services, short-term, peak storage, off-peak storage, supplemental balancing services, gas loans; have I got that right so far?

There are those services listed in that attachment?

MS. CAMERON:  Yes.

MR. THOMPSON:  Okay.  So my question is -– and this is -- it's in writing, but I will paraphrase it here.

I first of all want to get a -- let me back up.

Pre-NGEIR, everything was regulated.  All storage was regulated; fair?

I didn't think that was such a toughie.

MS. CAMERON:  Yes.

MR. THOMPSON:  Okay.  Thanks.

So when you were optimizing the storage capacity before NGEIR, all of the optimization activities were being captured in utility deferral accounts; fair?

MR. SMITH:  Mr. Thompson, is there a part of this answer that you don't understand?

I mean, this isn't the opportunity to cross-examine.  If you want to cross-examine at the hearing, you can certainly do so, but I think we can speed this up if you just ask the question that requires clarification.

MR. THOMPSON:  All right.  Well, what I have said in the question in my document is we seek clarification of the storage services that were available from Union prior to the NGEIR decision upon which Union relied to optimize disintegrated assets.  So that was question one, or part of it.

And then we sought to clarify the extent to which each of those services were used after NGEIR to optimize the value of such assets.  And then we go on and ask for a list of the items that were available before NGEIR, a list of the items that are available and used after NGEIR to optimize both utility and non-utility, and a list of the services that you are proposing to apply in 2013 and beyond to optimize the value of the utility and non-utility portions of integrated storage assets.  I was trying to set the table for those questions.

If you would like to do that by way of undertaking, I'm...

MR. SMITH:  Yes, we will do that by way of undertaking.

MR. MILLAR:  JT1.18.

UNDERTAKING NO. JT1.18:  TO CLARIFY THE EXTENT TO WHICH SERVICES WERE USED AFTER NGEIR TO OPTIMIZE THE VALUE OF DISINTEGRATED ASSETS; TO PROVIDE A LIST OF THE ITEMS THAT WERE AVAILABLE BEFORE NGEIR, A LIST OF THE ITEMS THAT ARE AVAILABLE AND USED AFTER NGEIR TO OPTIMIZE BOTH UTILITY AND NON-UTILITY, AND A LIST OF THE SERVICES THAT UNION IS PROPOSING TO APPLY IN 2013 AND BEYOND TO OPTIMIZE THE VALUE OF THE UTILITY AND NON-UTILITY PORTIONS OF INTEGRATED STORAGE ASSETS; TO ADVISE WHETHER UNION CAN PROVIDE ANY OF THESE SERVICES LISTED IN ATTACHMENT 1 FOR A PERIOD OF TWO years OR MORE; INCLUDING MULTIYEAR GAS LOANS


MR. THOMPSON:  And just before I leave it, in terms of clarifying the short term -- I asked a question earlier and I understood short term is less than one year?

MR. ISHERWOOD:  Actually I should correct that.  It's actually less than two years.  We often think of it as being one year, but it's less than two years.

MR. THOMPSON:  Okay.  And so anything -- well let me ask this:  Can you do any of these services, provide any of these services that are listed in attachment 1 that we mentioned for a period of two years or more?

MR. SMITH:  Why don't we roll that into the undertaking.

MR. THOMPSON:  Okay.  And just to be clear, anything that is provided for a term of two years or more, any service that's provided for a term of two years -- that isn't in this list in attachment 1, I am assuming will be covered in the response to my questions.

MR. SMITH:  As non-utility?

MR. THOMPSON:  Well, as a service that can be provided.  Whether it's non-utility or utility depends on the space you decide to use.  I am looking at the range of services.

MR. SMITH:  Yes, we will undertake that.

MR. THOMPSON:  All right, thank you.

MR. QUINN:  So that would include, then, multiyear gas loans in that undertaking response?

MR. THOMPSON:  As far as I am concerned, yes.

MR. MILLAR:  Is this a fresh undertaking or part of 18?

MR. SMITH:  No, I think it's all part of it.

MR. QUINN:  It's part of it.  I just wanted to make sure it was included, thanks.

MR. THOMPSON:  So that I think takes me to J.C-4-14-2 where there is a forecast for -- let's turn that up.

MS. CAMERON:  We have it.

MR. THOMPSON:  I am just catching up to you.  Okay.

If you go to attachment 1, we have the forecast for Bluewater to Dawn in terms of capacity utilization in 12 and 13 that's at 48 percent and St. Clair to Dawn for each of those two years is zero.  And so in the context of that information and a part of a presentation that's contained in a TransCanada exhibit which is J.B-1-7-8, we have the question that we framed in the material we circulated last night.  And so I will just read it into the record.  In J.C-4-14-2 we say:

"This exhibit shows that increases in the utilization of the Bluewater-to-Dawn S&T facilities are expected in 2012 and 2013.  Attachment 3 in the J.B-1-7-8 exhibit refers to a Bluewater river crossing replacement project as a growth project - that phrase comes from the slide.  From the information provided in the interrogatory responses..."

And I am referring there to TransCanada stuff.
"...the Bluewater river crossing replacement appears to be a bypass of the Bell River-St. Clair River crossing St. Clair line systems that were to form components of the Dawn-Gateway pipeline system to connect Dawn with Michigan storage.  In connection with this information please provide the following clarifications."

The first is:

"Will the 250,000 GJs per day capacity of the Bluewater to Dawn facilities..."

This is the new replacement facilities.
"...provide the same or similar services that the Dawn-Gateway pipeline would provide to connect Michigan storage and Dawn?"

Stopping there, do you have an answer to that question today or do you need to do that by undertaking?

MR. ISHERWOOD:  I think we can answer that question today. From the point of view of do both pipelines connect Michigan storage to Dawn, the answer is yes, but it's important to note that on the St. Clair or the Gateway path, as described in the first (a) part, it describes the MichCon system to Union/Dawn.

And then in terms of Bluewater, it's actually a company called Bluewater Gas Storage not too far from MichCon, but in Michigan, and not too far from the Canadian border, but that Bluewater line actually connects that storage field to Dawn.  Both lines connect Michigan storage to Dawn.

MR. THOMPSON:  Okay.  Am I right that this Bluewater river crossing replacement project is of a size that's larger than the existing Bluewater crossing where the lease is expiring?

MR. ISHERWOOD:  I think the actual pipeline is larger.  The current pipeline is 12-inch.  The lease is a 12-inch line.  The new pipeline is a 20-inch line.

The new line is being built actually by St. Clair Pipelines and not Union Gas.

MR. THOMPSON:  I understand that.

MR. ISHERWOOD:  So in terms of the actual capacity of the river crossing that St. Clair would own, it would increase, obviously, because of the size of the pipe increases.  But once it lands on the Canadian side there is no incremental takeaway at the Union Gas side.  Both the St. Clair line, as you know, and the Bluewater line both tie into the Sarnia market, essentially, and that is not changing.

So although the pipe is bigger the actual capacity we can take is the same.

MR. THOMPSON:  Right, but am I correct it does bypass the St. Clair line?

MR. ISHERWOOD:  It does not.  The two lines will operate in parallel.

MR. THOMPSON:  They operate in parallel?

MR. ISHERWOOD:  Not -- they both will continue operating.  There still will be a Michigan-St. Clair path and there will be a Bluewater path.  Shippers can contract on either path.

MR. THOMPSON:  Okay, well I think there's some schematics in there about where it ties in, but I will leave that for now.

The second part of my question is:  To what extent would the demands expected on the Bluewater river crossing replacement flow on the St. Clair crossing, Bell River route, to connect Dawn and Michigan storage in the event that regulatory approval for the Bluewater river crossing replacement project was denied?

MR. ISHERWOOD:  So the Bluewater gas storage company operates a fairly large field not too far from the St. Clair River on the U.S. side.  And they have actually made it their point to actually tie into four different gas pipelines.  They tie into the MichCon system, the Great Lakes system, the Vector and Union Gas system.

So to the extent that the one path was denied to your question it still leaves three different paths open for the Bluewater gas users and they could either go on MichCon Gateway path or they could go on Great Lakes or on Vector.

I think notionally, from an economic point of view, I think Great Lakes and/or Vector would be cheaper than St. Clair, but it's possible some volumes could go on the St. Clair path.

MR. THOMPSON:  Okay, coming back, if I could, to attachment 1 in J.C-4-14-2, where we are seeing St. Clair-to-Dawn capacity utilization forecast for 2013 at zero, should I be taking it from that that you are expecting no flows on the St. Clair line?


MS. CAMERON:  There is a footnote, number 3, that says that the St. Clair-to-Dawn activity is included with Bluewater-to-Dawn in the '12 and '13 forecast.

MR. THOMPSON:  I guess that just goes to my point.  The Bluewater is bypassing St. Clair, according to this document.

MR. ISHERWOOD:  No.  Both pipelines tie into our Sarnia industrial system, so both pipelines, the capacity is interdependent in a way, and interdependent on the Sarnia market.

MR. THOMPSON:  Could you break out, then, what's Bluewater to Dawn and what is St. Clair to Dawn?

MS. CAMERON:  We don't forecast them separately.

MR. THOMPSON:  Well, can you break it out?  The footnote says it's -- St. Clair-to-Dawn activity is included, and so I am, in effect, asking what's included, and you are telling me you don't know.

MR. SMITH:  We will do that.

MR. MILLAR:  JT1.19.
UNDERTAKING NO. JT1.19:  TO BREAK OUT ACTIVITIES FOR BLUEWATER TO DAWN ST. CLAIR TO DAWN.

MR. THOMPSON:  Thank you.  And I think my last question –

Further Questions by Mr. Quinn:


MR. QUINN:  Peter, I was listening to see if you were finished, because there was a submission of question by TransCanada last night that we were interested in also.

I will just read it, because it says, in this area of Bluewater-Dawn, it says:

"Please confirm the Bluewater-to-Dawn path design-day and peak-day capacity will not change after the new NPS 20 river-crossing pipe is placed into service."

I understand that's what you are saying, Mr. Isherwood, is that even though it goes from 12 to 20, the path design-day and peak-day capacity will not change?

MR. ISHERWOOD:  Yes.  As I tried to differentiate, the pipe itself, obviously being larger, has more capacity.

But the limiting factor is not the pipe itself; it's the market that absorbs the capacity, and the market is not changing.

MR. QUINN:  The market doesn't change, but Union has some choices as to how to serve that market by using different flows options, including the Sarnia industrial line?

MR. ISHERWOOD:  No.  Both pipes are dependent upon the Sarnia industrial market – sorry, the Sarnia market.

MR. QUINN:  So you are saying the market is not changing, so therefore the takeaway capacity is not increasing?

MR. ISHERWOOD:  That's correct.

MR. QUINN:  But you could choose to flow more through Bluewater with a 20-inch connection now, as opposed to a 12-inch connection?

MR. ISHERWOOD:  The majority of the capacity flowing on both paths are not utility capacity; it's capacity of third-party shippers.

We actually sell that capacity on both pipelines.  So it's not up to us to pick which pipeline.  We will sell to whichever pipeline has the highest value.

MR. QUINN:  So with this change, there is a greater opportunity for Bluewater to meet more of the Sarnia market demand?

MR. ISHERWOOD:  The other panel, I think, is more prepared for that question, but when it gets to land, it's the same size on the land side.  The only thing changing is the river crossing itself, but Mr. Redford is probably in a better position to answer that.

MR. QUINN:  That's panel 3?  Okay.  I will come back to it then.  Thank you.
Further Questions by Mr. Thompson:


MR. THOMPSON:  I think my last question deals with J.O-5-3-1.  I think O-5 is for this group, so let me just find that.

MS. CAMERON:  We have it.

MR. THOMPSON:  That response -- which I don't have yet, but I know I have it somewhere -- has attached to it a letter, outlining Union's position with respect to this TCPL expansion that Mr. Stacey was talking about.

And in the letter to the NEB, as I understood it, Union was saying the TCPL expansion wasn't large enough, or words to that effect.  And Mr. Stacey told us, I think, the NEB approved TCPL's expansion in a decision rendered May 22, 2012; is that right?

MR. ISHERWOOD:  Yes.  That application has been approved last week.

MR. THOMPSON:  Okay.  So were you taking any position in that application?  Did you take the position it should be enlarged, or was that rejected, or...

MR. ISHERWOOD:  No, the only position we took was in the letter that was filed here, actually.  We had no other involvement in the hearing.

MR. THOMPSON:  And so I had understood -- and maybe this is for another panel -- I had understood that all of your Parkway stuff was linked in part to this TransCanada application.

Do we now have some duplication, now that the TCPL application has been approved?

MR. ISHERWOOD:  No.  The application for TCPL is for 2012 builds.

And we had always assumed that the NEB would approve that, and our forecast assumes that build was approved.  And it was just, as expected, approved last week.

MR. THOMPSON:  Your proposal is an add-on?  It's not...

MR. ISHERWOOD:  Our proposal and open season we had was for '14 and '15.

MR. THOMPSON:  But it's still the same route?

MR. ISHERWOOD:  Same path, yes.

MR. THOMPSON:  Okay.  Thanks.  Those are my questions.
Further Questions by Mr. Shepherd:


MR. SHEPHERD:  I have just one follow-up question.

Peter asked about the impact of the changing weather-normalization method.  I think you gave an undertaking on it.

I have a reference here.  J.H-1-1-2 says -- it talks about some of the impacts on the deficiency.  It says, for example, the equity thickness is a $15 million hit, and it says going from 55/45 to a 20-year declining trend is a 7 million impact on your deficiency; is that the reference you are referring to, or is there another place where you have an analysis of these impacts?

MR. GARDINER:  Yes, that's the 7 million.

And I did find the interrogatory response where the scenarios were prepared.

I take you to J.C-1-14-1, attachment 1, and on that table you will see all the rate classes, service classes, the volumes, the delivery volumes and the sales revenue, for the three scenarios.

And comparing the 55/45 current blend to the 20-year trend, the difference at current rates of $6.956 million, at 50/50 it's $6.324 million.  And at 40/60, it's $5.059 million for delivery revenue.

MR. SHEPHERD:  These are deficiency numbers, though?  These are the revenue numbers; right?

MR. GARDINER:  These are the revenue numbers, yes.

MR. SHEPHERD:  So that doesn't take all the impacts into account?

MR. GARDINER:  I am not able to answer that.  That would be another panel.

MR. SHEPHERD:  All right.  So then is this $7 million impact on the deficiency, is that the same as you're referring to here, this difference of 38.578 to 38.62?

No, it's not even that.

MR. GARDINER:  This is for rate design.

MR. SHEPHERD:  Well, but you only have one deficiency; right?  That you know of?

MR. SMITH:  We are out of time.

MR. SHEPHERD:  I'll follow it up later.  Thanks.
Further Questions by Mr. Thompson:


MR. THOMPSON:  There is just one question I forgot to ask.  I will put it to this panel, but -- and it relates to weather-normalization and your proposal to go to 20-year trend.

And in terms of a question that -- I will refer you to this interrogatory response.  It is J.O-4-4-2; it's referenced in Question 13 of my material at page 3.

In this response, you indicate that:

"Favourable earnings over the period 2008 to 2011 were in part driven by favourable weather."

And my question is of this panel:  I assume that means colder than normal; is that right?

And my question is, and maybe you can just punt it to the other panel, but do you people know the extent to which weather was colder than normal in the years 2008, 2009, 2010 and 2011?


MR. GARDINER:  Yes.


MR. THOMPSON:  Okay well, could you share it with us?


MR. GARDINER:  If you go to interrogatory response J.C-1-3-1, page 1 of 2.  The response to part (b) shows you the actual weather, the normalized weather, and the variances for each of the years going back to 2001.  This shows data up to 2010 and 2011 was warmer. I can't address the overearnings --


MR. THOMPSON:  No, I appreciate that.


MR. GARDINER:  -- but I can only talk about the weather.


MR. THOMPSON:  Was it colder in every year or did I hear you say 2010 was warmer than normal?


If all of that information is in that exhibit then I can find it myself.  Is it?


MR. GARDINER:  Yes, you can.


MR. THOMPSON:  Okay, thanks very much.


MR. WIGHTMAN:  Can I follow up with one quick question?


MR. MILLAR:  Quickly, because we are well past one o'clock.


MR. WIGHTMAN:  Just at that last part (b) response you were speaking about, when you say "weather normal HDD", how is that weather normal HDD calculated?


MR. GARDINER:  In each historic year the weather normal was the normal based on the approved normal methodology.


MR. WIGHTMAN:  Thank you.


MR. MILLAR:  I think that concludes panel 1.  We will break for lunch and I am going to suggest we be back promptly in an hour because I think we have more for panel 2 than we have for panel 1.  That's my guess, anyways.


Mr. Smith, is panel 2 actually available tomorrow, or do we have to finish them today?


MR. SMITH:  We have to finish them today.


MR. MILLAR:  Okay.  So I will ask people to keep that in mind as they perhaps review their questions over the break and we will be back at 2:10.


--- Luncheon recess taken at 1:11 p.m.


--- Upon resuming at 2:14 p.m.

MR. MILLAR:  Why don't we get started again?  We are going to have a busy afternoon, so I suggest we get right to it.

I had volunteered to go first, unless anyone else has pressing matters they need to get to, but first, Crawford, would you like to introduce your panel?
UNION GAS – PANEL 2 – COSTS


Pat Elliott

Beth Cummings

Darrin Canniff

Michael Broeders

MR. SMITH:  Yes.  This is the second panel, dealing with costs.

From the left, Pat Elliott, Beth Cummings, Darrin Canniff and Michael Broeders.

Oh, they've switched; Michael Broeders and Darrin Canniff.

MR. MILLAR:  Unless there have any preliminary matters, I suggest we get right to it.
Questions by Mr. Millar:


Good afternoon, panel.  My name is Michael Millar.  I am counsel for Board Staff.  I am going to be sharing the questioning duties for this panel with Tina Li, who is to my right.

To begin with, could I ask you to turn up the response to Interrogatory J.B-4-1-3?

This is a Board Staff interrogatory, generally asking about your practices with respect to balancing your maintenance and capital costs in terms of asset replacement.

Again, J.B-4-1-3.

MS. CUMMINGS:  Yes, we have that turned up.

MR. MILLAR:  Thank you.

I think I know the answer to this question, but can you confirm this for me?  Were any of your replacement and maintenance policies for aging facilities altered or changed in any way under IRM?

If I read (e) correctly, I think it's saying the answer to that is no.

MS. CUMMINGS:  Yes.  The answer is no.

MR. MILLAR:  Thank you.

If you look at your response under (d), it's getting after this question, and you make reference -- I guess it's in the second sentence -- to a financial model you use to make decisions to replace pipe versus maintaining it.

Do you see that?

MS. CUMMINGS:  Yes, I do.

MR. MILLAR:  Has that financial model been changed in any way over the IRM term?

MS. CUMMINGS:  Not that I am aware of.

MR. MILLAR:  And would you be aware if it had?

MS. CUMMINGS:  Yes.  There have been no changes to that.

MR. MILLAR:  Thank you.

I am cautious here.  I don't want to get into cross-examination, so please take this as request for information, and I will take what you can give me.

MR. SMITH:  I will just listen to the words.

[Laughter]

MR. MILLAR:  Mr. Smith is very forgiving on these matters, so I am sure there won't be my problems, but let me put the questions to you.

You have made no changes in your policies, and I observe that one of the purpose of IRM is meant to encourage efficiencies for utilities.  I think everyone would agree on that.

Did you have a look at your policies or review them in any way under the IRM term, to see if any additional efficiencies could be squeezed out of that?  Or did you just -- I guess my question is:  Were they reviewed and not changed, or were they not reviewed and not changed?

MS. CUMMINGS:  This particular question deals mostly with capital, and a lot of our capital policies really deal with aging condition and risk management policies.

So for the most part, none of those would have been reviewed for the IRM period, because they relate to the safety and integrity of our pipeline system.

MR. MILLAR:  So -- I am not following.

Why wouldn't you review that to seek additional efficiencies?

I guess if you have a policy, the purpose is both safety and maintaining the assets, but I am not sure why that leads to a conclusion that you couldn't squeeze additional efficiencies out of that.

MR. SMITH:  Is there a follow-up question?

MR. MILLAR:  If the answer to my question is no, they were not reviewed, I guess I can leave it at that.  And I take it that's the answer?

MS. CUMMINGS:  Actually, there was a project called our C-PREP project that we have identified in our productivity, that did actually review some of our processes around pipe replacement, and looking for better and more efficient ways to implement pipeline projects.

MR. MILLAR:  And what were the results of that review?

MS. CUMMINGS:  I think they were listed in the productivity evidence; I think it was $7 million.

MR. MILLAR:  I am advised that we have seen that, so thank you.

But otherwise, no review of your practices in that regard?

MS. CUMMINGS:  Not specifically...

MR. MILLAR:  Okay.  That's helpful.

Sorry, if you had anything to -- I didn't mean to cut you off.

MS. CUMMINGS:  Well, I guess I am struggling because we do review processes on an ongoing basis.  That's just part of what we do.

So I am trying to think of anything that would have resulted in a material change, that's going to impact the answer.  So that's why I'm struggling a little bit.

MR. MILLAR:  I understand that there haven't been any material changes.  I don't want to belabour this.

I guess my question was:  Had there been a review to determine there shouldn't be any changes?  Or was there no review and no changes?

MS. CUMMINGS:  I would say no review and no changes.

MR. MILLAR:  Thank you.

Could I ask you to turn to J.B-4-1-4?

This was a question about your integrity management, and if you look at the response to (c), the question was -- it's referencing a change in approach.  The question was:

"Did this change in approach depend on any changes in Union's economic policy, regulatory environment..."

Et cetera.  And if you flip to the response, your response to (c) on page 2 of that interrogatory is:

"The change resulted from a change in operating code and regulatory requirements.  This led Union to look at the full lifecycle and incorporate a management system approach to managing the assets."

My first question on this is:  What changes to operating codes and/or regulatory requirements are you referring to here?

MS. CUMMINGS:  That would relate to some of the changes with the ZZ -- Z662, the CSA-Z662 code that's identified in the integrity evidence, Exhibit B1, tab 6.

MR. MILLAR:  Anything else?

MS. CUMMINGS:  There was also reference in this information to the TSSA director's order associated with cross-bore.

MR. MILLAR:  Anything else?

MS. CUMMINGS:  I believe those are the main ones that have been highlighted in the evidence.

MR. MILLAR:  And I take it that these two -- I am not sure what to call them.  One's an order, and one's a -- CSA is Canada Standards Association; is that right?

MS. CUMMINGS:  I believe so.

MR. MILLAR:  These two documents, I take it from your response, led Union to look at a full lifecycle approach to managing assets; is that right?

MS. CUMMINGS:  Yes.  That was the requirement of the changes in the code.

MR. MILLAR:  Ah.  So that's directly from the code?

MS. CUMMINGS:  It's directly from the changes in the code.

MR. MILLAR:  That's helpful.  Thank you.

J.B-4-1-6, some questions about pigging.

We asked you some questions -- I am sorry, do you have that interrogatory answer?

MS. CUMMINGS:  Yes, we do.

MR. MILLAR:  We ask some questions about when you pig and when you don't, and as part of your response, if you look at the first sentence, it states:

"As part of its baseline assessment approach, Union has targeted to use pigging as the preferred choice for inspecting the condition of the pipelines where it is practical to do so."

My first question is:  When you say "practical" do you mean feasible or cost-effective?

MS. CUMMINGS:  I actually don't have the answer to that question.

MR. MILLAR:  Is anyone on the panel able to assist?

MS. ELLIOTT:  No.

MR. MILLAR:  I have got a couple of questions around this, which I will try, and if we get nowhere -- first of all, Mr. Smith, I assume this is the proper panel for this interrogatory answer?

MR. SMITH:  It is, but you will have noticed from the prefiled evidence that this is Mr. Alexander's specific area of responsibility, and obviously we haven't called all of the witnesses that we will be calling in the hearing.

MR. MILLAR:  Understood.

Well, let me ask, does anyone here know anything about pigging?   That will be any next question, I guess.

For example, I understand that there are some pipes that are too small to be piggable; is anyone able to assist with --


MS. ELLIOTT:  I am afraid not.

MR. MILLAR:  Okay.  Mr. Smith, just to move this along, maybe will ask for a single undertaking on that question.

I had some follow-up, but generally I don't think it's suitable for undertaking, so I may have to pursue it in cross if necessary, but the question for which I am seeking an undertaking is:  From the reference that I just read from the undertaking response, does the word "practical" mean feasible or does it mean cost-effective?

And just for clarity, by "feasible" I mean whether it's physically possible to do it on those lines.

Is that acceptable?

MR. SMITH:  Yes.

MR. MILLAR:  That's JT1.20.

UNDERTAKING NO. JT1.20:  RE PIGGING, TO ADVISE WHETHER "PRACTICAL" MEAN FEASIBLE OR COST-EFFECTIVE

MR. MILLAR:  Next, J.B-4-1-11.  We'd put some questions to you observing that there had been -- this is with respect to station asset integrity expenditures.

We'd noticed there had been some increases in capital spending starting at 2011, and we asked you if you were sort of doing some catch-up for some deferred maintenance, and you resisted that suggestion and said no.

But to respond to our question as to why those expenditures had been increasing, you state -- and I take you to your last sentence in that response:

"Union is now putting additional focus on stations as part of its evolving and improving integrity programs.  This identified funding is required for these assets to improve their integrity."

Again, I am not looking to get into cross-examination here, but I am hoping to get a little more information on this.

Can you help me with why you started spending money on this in 2011, as opposed to previously?  Was there some study or documentation of any type that can show why those expenditures picked up starting in 2011?

And again, if you are actually looking for the evidentiary reference, it's from Exhibit B1, tab 6, page 17.  It's table 7, which shows your capital and O&M expenditures on station asset integrity.

MS. CUMMINGS:  I think the -- actually, the first part of the second paragraph, it references the fact that we have done some of this work before, but it's actually showing up in the overall O&M and capital budgets of general integrity, so it's not necessarily split out in the previous years.

For '11 and '12, I would suggest that it's related to the changes in the code and the lifecycle approach.

MR. MILLAR:  Just to make sure I got that right -- I am not sure if you have the table in front of you, but if you do, you will see from 2007 to 2010 there were no capital expenditures on station asset integrity.

Did I hear you correctly that there may, in fact, have been some expenditures on that?  Just they are recorded somewhere else?

MS. CUMMINGS:  I am just trying to reconcile the two pieces of information.

I know we have done capital work on stations between 2007 and '10, so whether it was classified as integrity or just included in our general capital budget, I am assuming it is just included in the general capital budget, as referenced in the response.

MR. MILLAR:  Sorry, when you say "referenced in the response," that's the response to the interrogatory?

MS. CUMMINGS:  Yes, the response to the interrogatory says we have historically undertaken O&M and capital activities tied to stations that are included in the O&M and capital budgets for their general integrity and condition, so we didn't segregate them out and track them separately.

MR. MILLAR:  Did you start doing that in 2011?

MS. CUMMINGS:  From tracking them separately, yes.

MR. MILLAR:  So when we look at table 7 back in Exhibit B1, tab 6, when it shows no expenditures, that's not accurate?

MS. CUMMINGS:  I believe that's the case, but perhaps we need to take an undertaking.

MR. MILLAR:  Yes, maybe I would ask for that.  And my hope would be that, to the extent it's possible, first, if you can confirm whether there had been spending or not, and if so, it would be very helpful to get an idea of the number, just so we could compare it with 2011 through 2013.

MR. SMITH:  Yes.  We will do that.

MR. MILLAR:  So that's JT1.21.

UNDERTAKING NO. JT1.21:  TO CONFIRM there were no capital expenditures for station asset integrity from 2007 to 2010

I am going to move on to some of the J.O undertaking responses, starting with J.O-4-1-3.  I think this is a fairly straightforward question.

We asked:

"Union stated that for cost savings revenue increases to be considered productivity, it must be sustainable over multiple periods and not a one-time exercise."

We asked you what "sustainable" meant.

If you look down to your response under (a):

"Sustainable is defined as cost savings or revenue generation that Union is able to maintain over a long period of time, that may or may not be permanent."

My question is:  In order to be sustainable, does it have to extend over the five years of an IRM term?  Or could it be less or more than that?

MR. CANNIFF:  To be sustainable, we find it to be a minimum of two to three years.

MR. MILLAR:  Presumably two to three years and up to indefinitely?

MR. CANNIFF:  Correct.

MR. MILLAR:  Moving on to J.O-4-1-6 --


MR. SMITH:  Sorry, Mr. Millar, I missed that.

MR. MILLAR:  J.O-4-1-6.

MR. SMITH:  Thank you.

MR. MILLAR:  This is where we had asked some questions about some of the capital you had invested to improve efficiency, and if you look at (b), we asked a two-part question, and you helpfully answered the first part but I am not sure we got an answer to the second part.

So let me try and take you through it.

(b) states:

"If any incremental capital expenditures were incurred to achieve the cost savings, please confirm that these incremental investments are reflected in Union's capital data reported in Exhibit B of this filing..."

Just to stop there, if we look down to your response, you say "confirmed."

But then the question continues:

"... and estimate the net impact on Union's overall cost of service in 2013 resulting from each such initiative that required incremental investment."

And I don't think we got an answer to the second part of the question.  Is that something you can assist us with, either by way of undertaking or a response here?

MR. CANNIFF:  There were no capital expenditures incurred to drive those productivity savings.  So we should have noted that in the IR response.

MR. MILLAR:  So no capital at all?

MR. CANNIFF:  Correct.

MR. MILLAR:  J.O-4-1-16, in particular question (b), again, these were some more questions about productivity gains and your rate of productivity over the years.

You stated that these efficiencies become harder to achieve over time, and we ask at (b):
"Please explain why the activities will be harder to achieve and require significant investment."

And then you respond at the start of your first -- pardon me, the second paragraph to that response:

"In 2008, a pool of productivity initiatives was identified, spanning a five-year timeline."

And then you go on to discuss how you have been working your way through those.

My question is:  You created this pool in 2008; have you gone back since 2008 to look at the pool, to see if maybe new things could be added or existing items changed or improved?


MR. CANNIFF:  When we put together the pool in 2008 there was a long list of items, and we went through those, selecting the best ones first, and then went through the process accordingly to go through that list.

Certainly, on an ongoing basis, we are also looking for productivity measures.  We are always looking to see what we can do better.

So through the process in 2008, we documented a number of things, and the other things have always been kept in mind, whether they become feasible based on changes in situations.

MR. MILLAR:  So the pool is a list of potential things you can do to improve efficiency?

MR. WARREN:  Yes.  It was formed in 2008, correct.

MR. MILLAR:  Have you added anything to it since?

MR. CANNIFF:  I am not aware that we've add anything formally on the document.  Certainly there is other things that would have been done off the document for productivity gains.

MR. MILLAR:  But you haven't made a new -- there is not a new separate pool?

MR. CANNIFF:  No.

MR. SHEPHERD:  Mr. Millar, I have a follow-up.  Should I ask it now?

MR. MILLAR:  Go ahead.
Questions by Mr. Shepherd:


MR. SHEPHERD:  Do we have that list?

MR. CANNIFF:  I don't believe we filed the list, the extensive list of all the projects.

Just to clarify, we have noted some of the larger ones, and then there is a list of 70 or 80 others under the "Other" category noted in the evidence.

MR. SHEPHERD:  I wonder if you could undertake to file that then, please.

MR. SMITH:  Yes, we will do that.

MR. SHEPHERD:  Thank you.

MR. MILLAR:  JT1.22.
UNDERTAKING NO. JT1.22:  to PROVIDE LIST OF ALL PROJECTS TO IMPROVE EFFICIENCY.


MR. MILLER:  Thank you, Mr. Shepherd.  We would be interested in that, as well.

Did you have something else?

MR. SHEPHERD:  Yes.  There is another part to that, because you just answered Mr. Millar, saying -- I guess surprising some of us -- that none of your productivity projects had any capital expenditures associated with them.

So when you talk about investment, you are talking about investment of operating expenses now for less operating expenses later; right?

MR. CANNIFF:  That is correct.

MR. SHEPHERD:  Does your list include any that would have capital expenditures associated with them?

MR. CANNIFF:  Not that I am aware of, no.

MR. SHEPHERD:  Did you look at any that would have had capital?

MR. CANNIFF:  I don't know.

MS. GIRVAN:  It's Julie here.  Could I jump in?
Questions by Ms. Girvan:


If you look at the evidence, A2, tab 5, page 2, and it's the evidence of David Richards, productivity.

MR. SMITH:  Sorry, Julie, A2?

MS. GIRVAN:  A2, tab 5, page 2.

MR. CANNIFF:  Yes, I'm there.

MS. GIRVAN:  Okay.  And I look at the chart down at lines 15 and 16, there is capital referred there.

MR. CANNIFF:  Yes.  That is projects that have saved capital dollars, so those are the dollars identified for the initiatives that we did that saved capital.

They weren't entailing capital; they were saving capital.  So that is what that is identifying.

MS. GIRVAN:  Can you give me an example of something like that?

MS. CUMMINGS:  If you flip to table 3 on page 5 –- sorry, page 4, that actually explains what those capital initiatives were.

MS. GIRVAN:  Okay.  Okay.  Thank you.
Further Questions by Mr. Millar:


MR. MILLAR:  Thank you.  I will continue.

Just to clarify, the list of initiatives you will be providing in response to that undertaking, that's the one that was prepared in 2008?

MR. CANNIFF:  Correct.

MR. MILLAR:  If I heard you correctly, you stated that there may have been some other initiatives you have looked at since 2008 that weren't part of that list; is there any documentation surrounding those?

MR. CANNIFF:  I don't have any documentation for that, no.

MR. MILLAR:  Okay.  Maybe I can ask, if something comes up or if you recall if there is documentation about further initiatives you have looked at, you could include it as part of that undertaking response?

MR. SMITH:  Yes, we will do that.

MR. MILLAR:  Thank you.
Further Questions by Mr. Shepherd:


MR. SHEPHERD:  Sorry.  Let me just interject again.

Please, if you have a list of all of them from 2008 onwards, still include the original 2008 document in the undertaking.

MR. SMITH:  Yes, yes.

MR. SHEPHERD:  Thank you.
Further Questions by Mr. Millar:


MR. MILLAR:  Can I take you back to J.O-4-1-9?  This, again, relates to your productivity cost savings and incremental revenue generation.

And back in Undertaking 16, I didn't bring you to this specifically, but you will probably recall that you stated that you assume 1 percent productivity savings for 2013 and beyond?

MR. CANNIFF:  That's correct.

MR. MILLAR:  And that's already reflected in your application?

MR. CANNIFF:  Yes, it is.

MR. MILLAR:  You will see you have provided table 1 to the undertaking response 4-1-9, and that provides us data for 2008 through 2012?

MR. CANNIFF:  Yes.

MR. MILLAR:  Are you able to carry that chart through to 2013?

MR. CANNIFF:  We have not done the work on 2013 specifically to forecast those amounts out.

Sorry, to correct that, the O&M, certainly we have put a 1 percent factor in there.  The inherent savings and the capital flows through, and that all the capital dollars that we did not spend through '08 through '12 would not be in rate base in '13, and then the revenue amounts deal with FT RAM, which was discussed earlier, that we haven't -- a significant portion of that, as noted in table 4, that noted that it's not forecast to go past 2012.

MR. MILLAR:  Okay.  But on the O&M and capital side, you talked about the 1 percent assumption of productivity savings; does that apply to both O&M and capital?

MR. CANNIFF:  That refers to O&M.  We wouldn't have put a 1 percent productivity in the capital.

MR. MILLAR:  For 2012, was it about 1 percent, as well?

In other words, can we assume that it's about 16 million, or would that be an improper assumption?

MR. CANNIFF:  Sorry, are you referring to O&M?

MR. MILLAR:  Just O&M.

MR. CANNIFF:  That's correct.

MR. MILLAR:  So it would be about the same as 2012?

MR. CANNIFF:  Yes.

MS. CUMMINGS:  If I can interject, in this project list, you'll see between 2011 and '12, there is incremental O&M of about 0.5 million.

That was all that we had, I will say, from this particular initiative that identified from a productivity perspective.  When we built the budgets, we actually implemented a 1 percent target in each of the budgets, so the productivity identified for many of the groups has been identified as a bit of a stretch that we built directly into the budget, that wouldn't have been necessarily captured in this particular list.

MR. MILLAR:  Sorry, when you say "list" --

MS. CUMMINGS:  The particular list that you are looking at, of these specific initiatives and projects.

MR. MILLAR:  I am a bit dim.  I am not look at a list right now; I'm looking at a table 1.  Was there a --

MS. CUMMINGS:  Table 1, sorry, yes.

MR. MILLAR:  I see, so table 1.  I was confusing my terminology.

Sorry, so you were saying that for the -- maybe I could ask you to repeat that.

MS. CUMMINGS:  Sorry, I apologize for not being as clear.  For 2012, the number that you see there is 16.0 million.

MR. MILLAR:  Yes.

MS. CUMMINGS:  That really is the forecast of the existing projects, and what they outlook to be for 2012.

Specifically in 2012, we implemented a 1 percent productivity target against the budget, which was probably about a $3.1 million productivity, I will say, cut within the budget, which is obviously larger than the 0.5 incremental you are seeing on this page, if that helps.

MR. MILLAR:  I think I understand.  Thank you.

MR. SHEPHERD:  Hold on.  You are a better man than I am, Mr. Millar, because I --

MR. MILLAR:  I will pretend to understand.  Go ahead.
Further Questions by Mr. Shepherd:


MR. SHEPHERD:  So the 16 million in 2012 is two things: it's 1 percent of budget, or $3.1 million, plus the impact in 2012 of the existing projects?

MS. CUMMINGS:  Sorry, the 16 million references the cumulative effect of the projects that have been listed and identified within this particular piece of evidence.

MR. SHEPHERD:  Okay.  Then what's the 1 percent?  You said you put 1 percent in 2012?

MS. CUMMINGS:  We then -- as the budgets were prepared, we targeted the groups.  We asked each administration group to look for 1 percent productivity savings, which they have actually built in their budgets, and which is not reflected in these numbers.

MR. SHEPHERD:  So that's additional -- that 3.1 would be additional productivity in 2012?

MS. CUMMINGS:  3.1 is the amount we have got built in 2012. 0.5 of it is shown in this list.

MR. SHEPHERD:  Okay.  Sorry, I am looking at

J.O-4-1-9.

MS. CUMMINGS:  Yes.  So incremental between 2011 and '12 is 0.5 million.

MR. SMITH:  Just so the record is clear, which table in 4-1-9 are we looking at?

MR. SHEPHERD:  Thank you.

MR. SMITH:  Which table are we talking about?

MS. CUMMINGS:  Sorry, table 1 is where I thought your question was directed.

MR. SHEPHERD:  So I don't see a 0.5 in table 1.

MS. CUMMINGS:  Incremental between 2011 at 15.5, and 2012 at 16.0.

MR. SHEPHERD:  Okay.  Are these figures cumulative?

MS. CUMMINGS:  Yes, they are.

MR. SHEPHERD:  Then how could capital go down between 2011 and 2012 if it's cumulative, and similarly revenue?

MS. CUMMINGS:  Sorry, I apologize.  The O&M items are built on cumulative, and the capital is in-year savings and the revenue are in-year savings.  Sorry, I -- sorry.

MR. SHEPHERD:  Okay.  The...

MS. CUMMINGS:  Our total savings on O&M from the beginning of the program until 2012 are $16 million.

MR. SHEPHERD:  That's the -- the 16 million is the 2012 impact of the projects?

It's not the cumulative over the years.  It's the 2012 impact of projects that have been built over several years; is that right?

MS. CUMMINGS:  I believe -- I just want to make sure I have the nuances correctly, yes.

MR. SHEPHERD:  All right.  And that 16 million is the forecast of the impact of existing projects; right?  That's what you said?

MS. CUMMINGS:  Within this piece of evidence, correct.

MR. SHEPHERD:  All right.  And in addition to that, you have built into the budgets another 3.1 million?

MS. CUMMINGS:  We have actually built in 3.1 million into the budget for 2012.

MR. SHEPHERD:  And that's in addition to the 16 million?

MS. CUMMINGS:  The incremental from 2011 to '12 would be an offset against the 3 -- against the amount I talked about.

MR. CANNIFF:  Sorry, just to help clarify, in our evidence under Exhibit D1, tab 2, page 6 of 15, we do talk about that starting at line 12.

That should hopefully clarify your question.

MR. SHEPHERD:  All right.  So you want me to -- instead of answering the question here on the record, you want me to go to the evidence and look at it?

MR. CANNIFF:  That describes on how the cumulative is 15.5 plus the 1 percent factor for '12 plus the 1 percent factor for '13.

And it documents down here at 22.5 million savings, net for 2013.

MR. SHEPHERD:  1 percent in 2012 would be 3.1 million?  That's what you said; right?

MR. CANNIFF:  Correct.

MR. SHEPHERD:  So if you had 15.5 already and you added 1 percent, that would be 18.6.  I don't see 18.6 there, so I am just trying to understand it.

MR. CANNIFF:  Yes.  And then you add in another 1 percent for 2013, it gets you to your 22 million that we are talking about in the evidence.

MR. SHEPHERD:  But in 2012, you have 16; you don't have 18.6?

MS. CUMMINGS:  So that's where I was trying to make the clarification, and I obviously wasn't very clear.

We actually have built into the budget, as Darrin has indicated, the $18 million.  However, this particular piece of evidence is only tracking that specific list of projects that we started with, and that is why that number is only showing $16 million.
Questions by Mr. Brett:


MR. BRETT:  Just to double-check something, because I was reading that evidence you just referred to on page 6, and you say:

"For the years 2008 through 2011, Union completed several productivity initiatives.  Actual productivity experience during this period is forecast to be 15.9 million.

Now, the 15.9 is not the cumulative amount of the three or four years of productivity, is it?  It's the annual impact of the productivity?  Or is it the cumulative amount of the savings realized from 2008 through 2011 inclusive?

MR. CANNIFF:  It's the annual impact.

MR. BRETT:  Okay.  Sorry.  Thank you.
Further Questions by Mr. Millar:


MR. MILLAR:  I will continue if there is nothing more.

And I am almost done, before I pass it over to Ms. Li.

I asked you for a guesstimate on 2013 for O&M, and you said it would be about the same as 2012.  And I guess we heard some discussion about whether that's 16 or 18-and-a-half, but I think the record says what it says on that.

Do you have a figure under capital?

MR. CANNIFF:  No, we don't.

MR. MILLAR:  And are you able to -- why can you give me the O&M number but not the capital number?

I take it we shouldn't assume it to be the same as 2012?

MS. CUMMINGS:  The capital savings, much of the capital savings is related to the C-PREP project, if I can refer you to table 3 where we were just looking.

Those savings tend to be tracked after the fact, so at this point we don't know what the savings would be forecasted into next year.

MR. MILLAR:  And you won't know until the end of the year?

MS. CUMMINGS:  That is correct.
Further Questions by Mr. Shepherd:


MR. SHEPHERD:  Sorry to jump in again, but how could you do a budget if you don't know what is in the budget?

I mean, surely you have a budget for capital expenditures.  If you have productivity in that budget, you know what productivity number you put in that budget, don't you?  Or am I misunderstanding this completely?

MS. CUMMINGS:  This particular initiative, the C-PREP project, focuses on basically trying to reduce costs, and I will say try not to do capital work.

So we build the capital budget knowing that we need to do certain replacements or pieces of work.  As they do better planning and as they do more upfront work, the goal is to try -- or the goal is to reduce the overall cost of the project by doing better upfront planning.

So initially, we build in the budget for the capital project, and to the extent that they are successful in mitigating costs by doing better planning, we would see those savings experienced through the year.

MR. SHEPHERD:  So do I understand correctly, then, that the budget that you have currently in your application for capital spending for 2013 does not include any capital -- any productivity?  You will only figure that out later?

MS. CUMMINGS:  Specifically for the C-PREP initiative, so not all of it would be included, yes.  Correct.

MR. SHEPHERD:  Thank you.

MR. MILLAR:  Thank you, panel.  I think those are my questions.  I am going to pass it over to Ms. Li.
Questions by Ms. Li:


MS. LI:  Hi, panel.  My name is Tina Li, Board Staff.  I am going to ask a number of questions related to a number of issues.  So the first one is related to the J.B-4-1-15.

So in this question we asked for the capitalization policy review, and then you gave us a table, which outlined the review of minimum capitalization rule policy for the six Canadian gas and electric companies.

So that's in attachment 1 of the interrogatory response.

So I just wondered, can you please provide your reason for choosing these six gas and electric distributors for the review?

MR. SMITH:  Apologies, Ms. Li.  The witness is just turning up the interrogatory.

MS. ELLIOTT:  Can you give me the reference again?

MS. LI:  It's J.B-4-1-15.

MR. SMITH:  So your question is, why were these utilities selected?

MS. LI:  Yes.

MS. ELLIOTT:  I believe this sample was probably available regulatory information that created the six utilities.

We didn't canvass the utilities, so we would have done research from regulatory filings.

MS. LI:  So basically you choose these six utilities because you think they are most comparable to Union; am I correct?

MR. SMITH:  That's not what she --


MS. ELLIOTT:  We chose them because the information was available.

MS. LI:  The information was available?  So I would assume that these utilities' information was relevant for Union's analysis; can you confirm my understanding?

MS. ELLIOTT:  It was just the available information from utilities in Canada that had filed something with their regulator.

MS. LI:  Okay.  So I also have a request for information.  Can you also expand this table, because currently the table only provides the minimum capitalization rule?  Can you also expand the table by including a number of other informations?  Because you said the information was available to Union, so can you provide it by way of undertaking, by including the accounting standards that these utilities are going to adhere to?  That's number one.

And number two is regulatory accounting framework, i.e. MI5, so USGAAP, for the utility in their rate application.

And number three is capitalization policy with respect to indirect overhead cost.

And number four is componentization.

MR. SMITH:  Let me just reflect on that for one minute.

Perhaps, Ms. Li, you could assist me in understanding both the relevance of that, and given that the evidence is that this information was information Union obtained from public sources, why Board Staff would not be in a position to do that itself?

MS. LI:  I think I can answer your question of the relevance.

The relevancy is in terms of the benchmarking, you know, of Union's capitalization policy against the other utilities.  Since you already said in the response that you are not going to conduct a full capitalization review, I would think this information will be helpful.

And then your witness already said that the information is readily available to Union, as well.

So definitely Board Staff can do this analysis.

MS. ELLIOTT:  All we did was ask about the minimum rule.  We didn't do a full study of what all of those utilities are doing.  We asked a specific question, to do some regulatory research to find out what minimum rule these utilities were doing.  We didn't do a full study of their accounting practices.

MS. LI:  Okay.  That's fine, then.
Further Questions by Mr. Shepherd:


MR. SHEPHERD:  I wonder if I could jump in, then, because I guess I don't understand whether you are proposing that the rules that are set out here are comparable to yours, or are relevant or not.

Are you saying that this benchmarks what you are doing and is justification for what you are doing, or not?

MS. ELLIOTT:  Our minimum plant rule is $1,000.  We took a look to see what others were using, and the results came back in the range of 500 to $2 million.

We did not change our rule from the thousand dollars.

MR. SHEPHERD:  I am asking whether this table that you provided -- because you weren't asked to provide a table; right?  You were asked did you a capitalization rule, and your answer was:  No, we didn't.  What we did is we looked at these other utilities, and here is the table.

So I am asking:  Is this table intended to be justification for your rule? It's a simple yes or no question.

MS. ELLIOTT:  Our rule is consistent, so yes.

MR. SHEPHERD:  Then it seems to me that if you are proposing that it's supportive of your rule, then the accounting standard that's used and the componentization method used would be relevant.

MS. ELLIOTT:  Not for the minimum rule.  I don't think so, no.

MR. SHEPHERD:  So that's a refusal?

MR. SMITH:  Yes.

MR. SHEPHERD:  Okay.  Thank you.
Further Questions by Ms. Li:


MS. LI:  So next question moves on to the Issue D8, which relates to the employee future benefit.  The reference is J.D-8-1-2.

MS. ELLIOTT:  I have that.

MS. LI:  Okay.  So basically the interrogatory is about the discount rate for the pension liability and the OPEB liability, and based on -- as per our request, you provided a hypothetical double-A corporate bond yield curve to support the 4.3 discount rate used for pension liability and 4.33 percent used for OPEB liability.

So in the second question, I think you said the duration for the liability you choose, the duration for the pension liability you choose is 13.9 years, and then for the OPEB is 15.2 years.

And the question (b) actually is -- I think you only answered part of the question (b), because question (b) is asking about please demonstrate that the duration basically approximates the period of your pension liability and OPEB liability.

So your answer only says:  Okay.  Our duration is 13.9 years and 15.2 years.

So can you please further clarify, like, how this can approximate the pension and OPEB liabilities?

MS. ELLIOTT:  So the answer to (b) is the pension liability has a duration of 13.9 years.

If you go to the graph and you look at the 14-year mark, and you go up to the line, you are approximately at the 4.3 interest rates.  If you move over to the 15-year mark, you can see the duration curve matches about the 4.3.

So we are supporting the 4.3 and the 4.33, and you need the duration along the X-axis to hit the curve.

MS. LI:  Yes.  I perfectly understand that.

My question is why you choose 13.9 for your pension liability, why you choose 15.2 for your OPEB liability.

MS. ELLIOTT:  That's what the actuarial results would suggest our obligations are.

MS. LI:  So let me go to another reference.

Attachment 1 of J.D-8-1-1, you provided an actuarial report; right?

MS. ELLIOTT:  Yes.

MS. LI:  On page 12 of this actuarial report -- sorry, wait a second.

So I see in the actuarial report it basically says expected remaining service life for the pension is 10 years, and then for the OPEB is 18 years.

So my question is:  Is the liability -- the duration of the liability is supposed to match the expected service life of employees?

MS. ELLIOTT:  No, the expected service life of the employee is the term, is the length of time we expect the employees to continue working.

MS. LI:  Right.  Okay.

MS. ELLIOTT:  The pension liability is the length of time we expect them to draw pension after they are done working.

MS. LI:  So expected service life, once they expect to serve Union and after 10 years they retire, they're supposed to withdraw the funds?

MS. ELLIOTT:  That's correct.

MS. LI:  That's correct; right?  And so if expected service life is 10 years for pension, is it true that after 10 years, then you're supposed to pay out the liability?

MS. ELLIOTT:  No.  It starts to pay out after 10 years and then pays out for the term -- time of after they retire until death, or until their -- when they benefits cease to be relevant.

MS. LI:  So there is no relationship between the expected remaining service life with the duration of the liability you choose, that 13.9 versus 10 years, there is no relationship?

MS. ELLIOTT:  That's correct.

MS. LI:  Okay.  So my next question is related to
J.D-8-1-4.

MS. ELLIOTT:  I have that.

MS. LI:  Okay.  So in this question we asked you to prepare a table, basically break down the defined benefits pension costs.

So in the response on the line 4, "Expected return on asset," I can see from 2011 to 2012, 2011 the expected return on asset is 34.2 million.  Is it -- Union measures millions; right?  34.2, and then in 2012 it's 40.5.

So basically, it's increased by 6.3 million from 2011 to 2012; am I correct?

MS. ELLIOTT:  That's correct.

MS. LI:  So also in the J.D-8-1-3, which is the one IR before that, you said that expected return on planned assets in 2011 is 7 percent, and then in 2012 it is 6.75 percent.

So my understanding is expected rate of return on planned assets decreased from 7 in 2011 to 6.75 in 2012, so can you explain to me why the rate decreased versus -- still the dollar amount of the return increased?

MS. ELLIOTT:  The asset base on which the return was applied increased.

MS. LI:  So basically this is telling me, because it is increased -- dollar amount increased by 6.3 million, so you are telling me that the asset base increased a lot?

MS. ELLIOTT:  The asset base would have increased to increase the return, and then the rate of return decreased so it --

MS. LI:  So the asset base, the increase of asset base is more than offsetting the decrease of the rate of return?

MS. ELLIOTT:  The decrease in rate of return is a quarter of a point, but we had more assets to apply the lower return on.

MS. LI:  Okay.  My next question is in the issue for D-11, the income tax return.  So the reference is D-11-1-2.

So in this -– do you have it?

MS. ELLIOTT:  I do.

MS. LI:  So in this IR, we ask for the 2010 income tax return, and then assessment and reassessment, and you said that you declined to provide.

So I wonder, have you provided the income tax return in your past cost of service rate application.

MS. ELLIOTT:  We have not, no.

MS. LI:  You have not?

MS. ELLIOTT:  No.

MS. LI:  So why cannot you provide tax return in this rate application?

Because you said it's filed in confidence with CRA, so I just want to know why you cannot file in confidence with the Board.

MR. SMITH:  Union's not prepared to file its tax returns, nor has it been obliged to do so in the past.
Further Questions by Mr. Shepherd:


MR. SHEPHERD:  Can I just ask a related question?

Do you file your tax returns for triple-R purposes?

MS. ELLIOTT:  No, we don't.

MR. MILLAR:  Mr. Smith, just to be clear - maybe it's a misunderstanding on my part - did I hear you say that Union has not filed its tax returns in the past, even on a confidential basis?

MS. ELLIOTT:  We have not, no.

MR. SHEPHERD:  Let me just ask one other thing, because I want to make sure I get this on the record.

You were asked for the 2010 tax return and you have refused that, so I am going to ask you:  Will you provide the 2011 tax return?

I assume you are going to refuse.  I just want to get it on the record.

MR. SMITH:  Yes.

MR. SHEPHERD:  Thank you.
Further Questions by MS. Li:


MS. LI:  Also in J.D-11-1-3, we ask for the CCA schedule; you also refused to provide that; right?  For the same reason?

MR. SMITH:  I am sorry, I missed the reference.  11?

MS. LI:  11-1-3, sub (a).  We ask for the schedule 8, CCA schedule, and then you said -- referred to the same response.

MR. SMITH:  Yes.

MS. LI:  Okay.  My next question is J.D-11-1-5.

MR. THOMPSON:  Sorry, can I just jump in on this tax return business?

What is the rationale for refusing to file them?  So what if you haven't filed them before?  Is that the rationale?  You never had to do it before, so why should we do it now?

MR. SMITH:  The tax returns contain a good deal of information that has no relevance to this proceeding, obviously covering unregulated activities.

And Union has provided company-wide information elsewhere in its application, and as a result we don't feel that the tax returns are relevant and shouldn't be ordered produced.
Further Questions by Mr. Shepherd:


MR. SHEPHERD:  Can you just tell me, Mr. Smith -- or maybe your witnesses can tell me -- do the tax returns contain material information related to the utility?

MR. SMITH:  Sorry, I don't think that that's an appropriate question.

MR. SHEPHERD:  Why?

MR. SMITH:  Well, I don't think that we need to engage in this forum in a debate about the relevance of the information.

This is to obtain clarification of our position, and we have told you that we are not prepared to provide them.  If there is a different position, if you feel the position is inadequate, there are remedies available and we will have to address it in that forum, but I don't think it's appropriate.

MR. SHEPHERD:  Well, sorry, I am not trying to debate whether you should file them or not; I am asking a simple factual question.

The factual question is:  Do the tax returns contain material information relative to the utility?  It's a simple question.  And I don't want to debate whether you should file them; I am just asking a factual question.  Before we can determine whether to file a motion to get this information, we need to have the facts on the table; that's a fact.

MR. SMITH:  Okay.  You can answer that question.

MS. ELLIOTT:  The tax returns will be prepared for Union corporate.  The filing contains the utility tax calculation.  It's a deemed calculation; it's not an actual -- it's not from the actual tax return.

MR. SMITH:  Sorry, just for the record, when you say "the filing," Ms. Elliott, you mean the filing in this case?

MS. ELLIOTT:  Right.  The rate filing calculates a deemed tax calculation for the utility, and that's filed in evidence.

MR. SHEPHERD:  I am not sure how that's responsive to my question.  Let me -- and maybe it is and I just didn't understand.

What I am asking is:  Is there information about the utility in the tax return that is material to the utility?

Materiality is a known concept.  Your auditors have a specific concept.

MR. SMITH:  But material to the -- material to what aspect of the utility and what aspect of this filing?

MR. SHEPHERD:  It doesn't actually matter what aspect of the utility.  I am asking is there any that's material to the utility, period.


MR. SMITH:  I think you need to be more precise with your question.

MR. SHEPHERD:  I have never seen the tax returns.  How could I be precise?

MR. SMITH:  No, but implicit in your question as to material to the utility, there must be -- materiality to the utility must be referenced to the issues in this proceeding.

So if there is an issue in this proceeding that you say this information is directed to, then I would like to know that.

MR. SHEPHERD:  So for example, the undepreciated capital cost of each category of asset that is a utility-only asset, is that in the tax return and is that a material number?  Just an example.

MS. ELLIOTT:  The undepreciated capital cost for the assets of the company will be in the tax return, yes.

MR. SHEPHERD:  That's in the utility assets?  There is are some assets of the company that are only utility assets; right?

MS. ELLIOTT:  That's correct, yes.

MR. SHEPHERD:  They would be in the tax return?

MS. ELLIOTT:  That's correct.

MR. SHEPHERD:  And they would be material numbers?

MS. ELLIOTT:  Yes, they would.

MR. SHEPHERD:  Thank you.
Further Questions by Ms. Li:


MS. LI:  Okay.  So I'll continue with my questions.

So the next one is J.D-11-1-5.

MS. ELLIOTT:  I have it.

MS. LI:  So this question is related to the drawdown, deferred tax drawdown.

So you provide a schedule that was approved in a prior decision, EBRO-499.  Also, in response (b), you said:

"Union determined that approximately 10.3 percent of the assets that gave rise to the deferred tax balance at December 31st, 1996 were associated with Union's unregulated business."

So I am not quite sure that -- can you clarify if this percentage, 10.3 percentage, was approved in the same decision, or any other -- if it's any other decision, can you give the evidence and the reference?

MS. ELLIOTT:  It was not approved in the EBRO-499 decision, and I am not aware of any other decision where that number was specifically approved.

MS. LI:  So can you please provide how you decide this 10.3 percent should be applied to the unregulated business?

MS. ELLIOTT:  It was based on the storage assets that at the end of 2006 were separated from the utility asset base and their tax value.

So it was a 2006, 2007 calculation, based on the NGEIR decision.

MS. LI:  So since then, you were drawing down the deferred tax for 90 percent of the balance; right?  Which is applied to the regulated business?

MS. ELLIOTT:  That's correct.

MS. LI:  So I wonder if you can provide the calculation of that 10.3 percent?

MS. ELLIOTT:  I don't have that information with me.

MS. LI:  Can you answer it by undertaking?

MS. ELLIOTT:  Yes.

MR. SMITH:  Yes, we will do that.

MR. MILLAR:  JT1.23.
UNDERTAKING NO. JT1.23:  TO PROVIDE CALCULATION OF THE 10.3 percent NUMBER.
Further Questions by MR. Shepherd:


MR. SHEPHERD:  Before you move on, let me just see if I understand that part.

In EBRO 499, which would have been, what, about 2000 or 1999, something like that?

MS. ELLIOTT:  Yes.

MR. SHEPHERD:  The deferred tax drawdown was approved, and then the 10.3 came about because of NGEIR, so the original approval was for all of it.  And then when you split it up under NGEIR, so the calculation was done in 2006 and '07; right?

MS. ELLIOTT:  That's correct, yes.

MR. SHEPHERD:  And prior to that, all of those assets were treated as regulated assets?

MS. ELLIOTT:  Prior to the NGEIR decision, all of the assets were utility assets, yes.

MR. SHEPHERD:  So you were getting 100 percent of the drawdown, was going --

MS. ELLIOTT:  100 percent of the drawdown was going into the revenue requirement calculation, as were 100 percent of the costs, yes.

MR. SHEPHERD:  Yes.  Okay.  I understand.  Thank you.
Further Questions by Ms. Li:


MS. LI:  So the next question is J.D-11-1-7.

So we asked for the breakdown of the utility permanent difference of 4.693 million, and you provided the breakdown, and the one item I don't quite understand is the stock base compensation listed there as one of the permanent differences is 3.272.

I understand in your evidence you said that you mentioned there is -- you have a long-term incentive program, which is a stock-based plan consisting of two types of awards: one is performance share units, one is phantom stock units.

So can you explain to me that -- is this stock-based compensation related to these two types of awards?

MS. ELLIOTT:  Yes, it is.

MS. LI:  And then -- both awards or one of the awards?

MS. ELLIOTT:  It's the total cost of the long-term incentive program, that's not tax deductible.

MS. LI:  Okay.  So basically you did -- that 3.272, you deducted for regulatory purpose; right?  Not deducted, you included in the regulatory in determining the revenue requirement?

MS. ELLIOTT:  It's included in the revenue requirement, yes.

MS. LI:  However, it's added back as -- in tax, because it's not deductible.

Can you explain to me why it's permanent difference, which seems to be never going to be deductible?

MS. ELLIOTT:  That's about the extent of my understanding of it, as well.  It's a permanent difference; it is not deductible for tax purposes.

MS. LI:  I still don't get why it's permanent, not temporary, timing difference, because when the employee exercised the option, if this is option shares, they have to be taxable.  And then when the company needs to deduct expense, is there a timing difference?

MS. ELLIOTT:  They are taxable in the employee's hands, not the company.
Further Questions by MR. Shepherd:


MR. SHEPHERD:  Sorry to keep asking follow-ups, but that one is interesting.

This stock-based compensation includes phantom stock?

MS. ELLIOTT:  It does, yes.

MR. SHEPHERD:  And it includes real stock options; right?

MS. ELLIOTT:  Its includes performance shares and phantom stock, yes.

MR. SHEPHERD:  Phantom stock is real stock, so when the person cashes in, it's deductible; right?

MS. ELLIOTT:  I can't answer those questions.  I am not a tax expert.

MR. SHEPHERD:  I am going to ask you to undertake, then, to confirm that when phantom stock is cashed in and paid out to the employee, that amount is treated like any other bonus you would pay to the employee and is deductible.

MR. SMITH:  Yes, we will confirm -- we will look into it.  I don't know whether we whether we will be confirming or not confirming.  We will look into it.

MR. SHEPHERD:  Thank you.

MR. MILLAR:  JT1.24.
UNDERTAKING NO. JT1.24:  TO CONFIRM THAT WHEN PHANTOM STOCK IS CASHED IN AND PAID OUT TO THE EMPLOYEE, THAT the AMOUNT IS TREATED LIKE ANY OTHER BONUS YOU WOULD PAY TO THE EMPLOYEE AND IS DEDUCTIBLE

Further Questions by Ms. Li:


MS. LI:  I also have another question related to the same interrogatory response.

So on page 2 of the same response, you listed in "Other," there is items capitalizes for accounting purposes, but deductible -- I guess deductible for tax is 27 million -- 27.496.  It should be 27 million.

So can you give me a further breakdown of this item capitalized for accounting purposes?

MS. ELLIOTT:  I don't have a further breakdown of that number, no.

MS. LI:  Can you take an undertaking to give me a breakdown?

MR. SMITH:  You are looking for a disaggregation of the 27.496 on page 2?

MS. LI:  Yes.

MS. ELLIOTT:  I can see what's available.

MR. SMITH:  Yes, we will see what's available.

MR. MILLAR:  JT1.25.

UNDERTAKING NO. JT1.25:  TO DISAGGREGATE THE 27,496 million


MS. LI:  Okay.  My next question is related to J.D-15-1-1.

MS. ELLIOTT:  I have that.


MS. LI:  Okay.  So this question is about the segmented information for regulated and unregulated business.

So we understand that in Union's financial statement, it has never been disclosing the unregulated business as a separate reportable segment.  And also in the triple-R, I think there is a statement saying that the utility shall disclose information separately according to the settlement disclosure provision in the CICA handbook.

So we asked whether the unregulated business is considered by Union as a material business in 2010 and 2011, and your answer is you do not consider unregulated business as a reportable segment as defined by CICA, and then basically -- and you evaluated -- the needs is based on a management approach, and information used by the chief operating decision-maker.

So I just want you to further clarify, like, what do you mean by management approach and information used by the chief operating decision-maker.

MS. ELLIOTT:  We looked at the requirements for segment reporting and focussed on management reports internally, and we do not report the unregulated storage operation separately.  There is no internal management reporting that goes to the chief decision-maker on that particular business operation.

Decisions are not made by that segment, if you will, and that's why we have determined that it's not a reportable segment.

MS. LI:  Can you tell me the approximate percentage of Union's unregulated business with respect to the revenues and assets?

MS. ELLIOTT:  I don't have that information with us, but the threshold test is not the only test we look at; our reliance is on the decision-making.

MS. LI:  So I understand that you mentioned that threshold test -- actually, yeah, the number of threshold tests in the CICA Handbook, for you to determine if this is reportable segment or not in terms of revenue assets, profits, something else.

So I just wondered, you do this -- Union has done this threshold test; right?

MS. ELLIOTT:  Yes, we have.

MS. LI:  Can you provide me with a copy of the threshold test?

MS. ELLIOTT:  I can provide you with the calculations.  I don't have them with me, though.

MS. LI:  Okay.  Sure.

MR. MILLAR:  JT1.26.
UNDERTAKING NO. JT1.26:  TO PROVIDE CALCULATIONS FOR THRESHOLD TEST.
Questions by Mr. Thompson:


MR. THOMPSON:  Can I just jump in here on the subject of what's reported to management?

I don't have it here, but there is a document in your material, and I think it's in J.O-4-15-1.

It's the subject matter of a question I asked, and my recollection is it was a presentation to your board of directors, where you have redacted out information that's separately reporting unregulated activities, and...

MS. ELLIOTT:  It's reporting line items, but not a separate income statement balance sheet and cash flows.

The information that's been redacted in these presentations is available in the annual report, but that's not the format of the segment reporting.

MR. THOMPSON:  So what is it transmitting to management when they read it?  How your unregulated segment is doing?

MS. ELLIOTT:  No.  It's simply what the revenue is.

MR. THOMPSON:  Okay.  Well, it will come up again.  Thank you.
Further Questions by Ms. Li:


MS. LI:  I also need to follow up on this question.

Since you transitioned to the USGAAP, there is no difference in terms of accounting treatment for the reportable segment for USGAAP?

MS. ELLIOTT:  That's correct.  There is no difference.

MS. LI:  So my next question is on J.O-7-1-2.

So in this question, we basically asked about what evidence you raise in the –- in your application evidence, you said after completing work on the IFRS conversion project, Union determined that overhead costs are capitalized in the regulatory environment, but expensed in the unregulated environment.

So although you now are no longer adopting IFRS, you opt to continue to use this methodology.

And in this response (a), I am trying to understand this first paragraph, the response (a).  So I am just trying to read it in so everybody can hear it:

"IFRS, Canadian GAAP and USGAAP all state that costs are directly attributable to purchase.  All construction of an asset can be capitalized.  Specifically excluded from capitalization are administration and other overhead costs.

So that's the two sentences under response (a), and then the next paragraph, you said:
"USGAAP allows for difference in accounting treatment if they are specifically permitted by a regulator.  As a result, Union is able to capitalize indirect overhead costs for regulated assets, but that these same costs are expensed for the unregulated operation."

So I am just trying to understand that -- the first sentence, you said USGAAP is no different than IFRS and the Canadian GAAP, in terms of they can only capitalize the direct attributable costs.

However, in the second paragraph you are basically indicating that there is another leeway under USGAAP; say if it's specifically permitted by a regulator, then you can do what is consistent with regulatory accounting.

So can you please clarify, are you referring to two different sections under USGAAP for the first sentence?  And then the second allow for the difference?

MS. ELLIOTT:  The first sentence deals with the standard for capitalization, which is consistent across all GAAPs, that costs directly to the purchase or construction can be capitalized.

In previous Canadian GAAP and in USGAAP, there is provision for rate-regulated accounting, which allows for capitalization of what we refer to as overhead.  So our capitalized overheads are capitalized as a result of regulatory accounting treatment, and that's something that USGAAP allows.  IFRS did not allow it, so when we were going through the IFRS project, we had to identify those costs, and we were setting out system up to be able to separately identify them, so that they could be reported for regulatory purposes, but not for GAAP purposes.

We can continue to report them for GAAP purposes as capital under USGAAP.

MS. LI:  So I am just trying to confirm that under USGAAP, basically in the general purpose financial statement, if the entity is not regulated, then they only allow to capitalize the direct attributable costs into their capital assets; right?

Because the entity is regulated, and there is another layer in the USGAAP, which allows for the capitalization if the regulator permits, if the cost is recoverable from the ratepayers.

MS. ELLIOTT:  That's correct.

MS. LI:  Okay.  Also, I just wanted you to clarify, because you said if they are "specifically permitted."

Can you clarify what you mean by "specifically permitted"?

MS. ELLIOTT:  That the regulator allows the recovery of these costs in future rates.

MS. LI:  Is there specific criteria in the USGAAP that the utility had to meet?

MS. ELLIOTT:  As a rate-regulated entity, there are criteria in USGAAP that the utility has to meet, yes.

MS. LI:  Can you provide the relevant section of the criteria in USGAAP?

MS. ELLIOTT:  I can do that.

MS. LI:  Okay.  Thank you.


MR. MILLAR:  JT1.27.
UNDERTAKING NO. JT1.27:  TO PROVIDE RELEVANT SECTION OF USGAAP FOR UTILITIES

MS. LI:  So I just want to further elaborate on this question.

So basically in 2013 now is the test year; you are coming from the rate base rebasing.  And then currently you propose to capitalize the indirect overhead costs; right?

And then if the Board approved your request, then Union can apply regulatory accounting under USGAAP to recognize this capitalization of indirect overhead costs on the financial statement.

So the other scenario is, say, if the Board does not approve the capitalization of indirect overhead cost, then you would not be able to capitalize these capital assets on the financial statement; am I right?

MS. ELLIOTT:  That's correct, and we would be looking to recover those costs in rates in the year they were incurred through an O&M expense.

MS. LI:  Right.  So because of flexibility of the USGAAP, then it's basically up to the regulator to –- for Union to -- how to do the capitalization?

Sorry, just for -- just repeat myself from another angle.

So if, because the flexibility of the USGAAP, there is no additional administrative cost for Union to align its financial reporting with its regulatory accounting?

MS. ELLIOTT:  That's correct.

MS. LI:  Okay.  Also in the same interrogatory response, the part (c), we asked you to provide the impact of a utility earning rate base and location of regulatory assets versus unregulated assets, if these indirect overhead costs are to be expensed, rather than be – rather to be capitalized.

And you said that the utility earning is to be decreased by $68.66 million?

MS. ELLIOTT:  That's 48.66.

MS. LI:  Sorry, $48.66 million, and rate base is to be reduced by 24.112.

My question is:  Can you provide the impact to revenue requirement if the indirect overhead cost is to be expensed?

MS. ELLIOTT:  So essentially what's missing from this answer is the reduction in interest and return associated with the reduction of rate base.

The revenue requirement would go up by $46.7 million as a result of the higher O&M, and would go down by something in the order of 2 or $3 million as a result of the reduction in rate base.  So that --


MS. LI:  Sorry, can you repeat the number, the revenue requirement impact?

MS. ELLIOTT:  So the revenue requirement impact, the biggest component of that would be the 48.7 million increase in O&M would increase the revenue requirement.

When rate base goes down 24 million, the cost of interest, return and taxes on that is approximately two-and-a-half to $3 million.

So I would say, as an estimate, the revenue requirement would go up by about $45 million if we expensed those costs as incurred.

MS. LI:  Will go up by $45 million?

MS. ELLIOTT:  Yes.

MS. LI:  Can you confirm, besides this inconsistency of the treatment between the regulated versus unregulated environment, the indirect overhead cost treatment, is there any other area that's different?

MS. ELLIOTT:  The whole area of deferral accounting is different.  The --


MS. LI:  I mean the capitalization only, with respect to capitalization, capital assets.

MS. ELLIOTT:  Sorry, can you ask the question again, then?

MS. LI:  So with respect to the capitalization of the capital assets -- for example, the componentization, the asset useful life -- is there any other difference besides this between the regulated versus unregulated environment?

MS. ELLIOTT:  Yes.  The other difference would be the existence of what we refer to as negative salvage in the utility depreciation rate, which is a regulatory construct.

So our depreciation rates include a cost to remove the assets.  That's not a GAAP measure.

MS. LI:  So besides this salvage value, depreciation rate, including the cost to remove assets, that's -- you use for the regulated environment.  However, this is not GAAP; then it's not used in the unregulated environment; right?

MS. ELLIOTT:  That's correct.

MS. LI:  So that's the only other difference?

MS. ELLIOTT:  Those are the two differences, yes.

MS. LI:  Okay.  Also the same response (c), you said the unregulated planned percentage allocation remains at 5.5 percent of the total plan.

Can you give us -- can you please just briefly explain where this 5.5 percent coming from?  Is this from the NGEIR decision?

MS. ELLIOTT:  No.  It will be a calculation of unregulated assets as a percentage of total assets.

MS. LI:  So why it's -- still remains as same, since the gross value of the gross planned will be impacted by the treatment of indirect overhead cost?

MS. ELLIOTT:  I am not sure I understand your question.

MS. LI:  My question is:  If I read your response, you said although gross planned will be impacted by the expense of indirect overheads, there is no impact to the allocation of regulated versus unregulated.


MS. ELLIOTT:  The allocation is based on -- the allocation of regulated assets is based on the spend.

It isn't impacted by the capitalization.

MS. LI:  Sorry, I didn't hear you.  You said is not impacted?

MR. SMITH:  Why don't we just given an undertaking to get the answer to this?

MS. LI:  Okay.

MR. MILLAR:  JT1.28.
UNDERTAKING NO. JT1.28:  TO CLARIFY IMPACT TO THE ALLOCATION OF REGULATED VERSUS UNREGULATED


MR. SMITH:  Ms. Li, if I may just ask how much longer expect to be?  I don't --


MS. LI:  Just one last question.

MR. SMITH:  Okay.  I am going to ask for a very short break after this.

MS. LI:  So last question is J.O-7-1-3.  This is about the change of accounting for line-pack gas.

So in response, you basically said 7 million base line-pack gas, because of transition to USGAAP, you are going to reclassify this line-pack gas from gas inventory to PP&E.

So I just wondered that can you explain if there is any impact to the QRAM process, since in the past this line-pack gas is inventory, and then subject to the inventory re-evaluation and recorder, by the -- through the QRAM process.

Now, you reclassify into the PP&E, so is there any impact?  If so, provide your assessment of the impact.

MS. ELLIOTT:  We have actually requested a change in the accounting order, because there is an impact.

The current accounting order requires revaluation of this amount.  We would like to stop revaluing it and just book it as PP&E effective January 1, 2013.

MS. LI:  Okay.  So in terms from the ratepayer perspective, is there any impact from the reclassification?

MS. ELLIOTT:  The impact is relatively small.  It would be the carry on the change in gas cost, so to the extent that the cost of gas goes up or down today, inventory goes up or down and we would get the increased or decreased carry depending on the direction.

It's a relatively minor impact.

MS. LI:  Okay.  And then in response (c) you said Union does not classify any of its line-pack gas as unregulated assets.

Can you explain to me further why you don't classify any of the line-pack gas as unregulated assets.

MS. ELLIOTT:  Line pack is an asset that's primarily associated with the transmission and distribution lines, not storage.

MS. LI:  Transmission is used to transmit gas both to utility and non-utility?

MS. ELLIOTT:  Transmission is 100 percent utility.

MS. LI:  Okay.  These are all my questions.

MR. SMITH:  Thank you.

MR. MILLAR:  You wanted a short break, Mr. Smith.

We will do a time check on people; is 10 minutes sufficient?

MR. SMITH:  Yes.

MR. MILLAR:  Thank you.

--- Recess taken at 3:46 p.m.

--- On resuming at 3:58 p.m.

MR. VIRANEY:  Good afternoon, panel.  My reference is to rate base, and it's a response to Board Staff IR J.B-1-1-5.  I just wanted to know how many potential conversion customers are there in Red Lake.


MS. CUMMINGS:  We don't have that information with us today.


MR. VIRANEY:  Can we get an undertaking?  Can you provide that response?


MS. CUMMINGS:  Yes.


MR. SMITH:  Yes.


MR. VIRANEY:  That will be JT1.29.
UNDERTAKING NO. JT1.29:  TO ADVISE NUMBER OF POTENTIAL CONVERSION CUSTOMERS IN RED LAKE


Next is a response to Board Staff IR.  The reference is J.B-4-1-13.  In response to that IR, Union has provided a report by Vesta Partners.  That is attachment 1.  That is dated January 2012, titled "Asset management Strategy Assessment."


In this report the authors have made some recommendations.  Does Union intend to adopt these recommendations, and is it going to adopt all or just some of them?


MR. SMITH:  Sorry, which --


MR. VIRANEY:  Is that's the Vesta report, Vesta Partners.  That's the Asset Management Strategy Assessment, that's attachment 1.


MR. SMITH:  To which interrogatory?  My apologies.


MR. VIRANEY:  Reference is J.B-4-1-13.


MR. SMITH:  Yes I have it, thank you.


MS. CUMMINGS:  Sorry, your question was have we considered the...?


MR. VIRANEY:  The recommendations made in the report and do you intend to adopt these recommendations.


MS. CUMMINGS:  That is a question we are not prepared to answer today, sorry.  We don't have the information today.  We can take that as an undertaking.


MR. VIRANEY:  Sure.  That will be JT1.30.

UNDERTAKING NO. JT1.30:  TO ADVISE WHETHER UNION INTENDS TO ADOPT ANY OR ALL OF THE RECOMENDATIONS OUTLINED IN "ASSET MANAGEMENT STRATEGY ASSESSMENT" BY VESTA PARTNER PROVIDED AS IR NO. J.B-4-1-13, ATTACHMENT 1


MR. VIRANEY:  So I guess my next question will also probably be an undertaking.  I the same report, page 28, under the heading "Training and competency", the authors have noted that 88 percent of respondents, all from STO but one, claim there is no training program in place for planners.  How many planners are there at Union?


MS. CUMMINGS:  I don't have that number offhand with me.


MR. VIRANEY:  Okay so that will be JT1.31.

UNDERTAKING NO. JT1.31:  TO ADVISE THE NUMBER OF PLANNERS AT UNION; TO COMMENT ON ASSESSMENT OF UNION'S SUCCESSION PLANNING


MR. SMITH:  Yes.


MR. VIRANEY:  And moving on, the authors also add on the same page that succession planning is inadequate.  So does Union have an opinion on this observation and whether Union intends to do anything about it?


MR. SMITH:  Are you referring to a portion of the recommendations section?


MR. VIRANEY:  Yes that's on page 28 under the heading "Training and competency."


MR. SMITH:  Then we will capture it in the earlier undertaking.


MR. VIRANEY:  Do you just want to provide an undertaking.


MR. SMITH:  What I was saying is we will capture it in the earlier undertaking.


MR. VIRANEY:  Okay that's fine, thanks. So moving on, this is O&MA and the reference is, it's a response to CCC IR reference J.D-1-5-7.  And it's in attachment 4 on page 3, under operating and maintenance expense by cost type.  That's 2010 versus 2009.


There are three reasons provided for the increase in general expenses.  Can you please elaborate on expenses related to the asbestos issue and fraud?  I just would like to know more what these issues were.


MS. CUMMINGS:  Sorry which attachment are you in, which year?


MR. VIRANEY:  In attachment 4 on page 3.


MS. CUMMINGS:  Thank you.


MR. VIRANEY:  And you have O&M expense by cost type, 2010 versus 2009, and you have reasons for increase in general expenses.  You have two expense item there, asbestos issue and fraud.


MS. CUMMINGS:  The fraud issue identified refers to a third-party fraud issue that resulted in a double payment that wasn't covered through our insurance.  The MoL asbestos issue, I believe, I believe was a fine we paid, subject to check.


MR. VIRANEY:  So it was a fine as in -- the fine was imposed by who?


MS. ELLIOTT:  That's the Ministry of Labour.


MS. CUMMINGS:  Sorry MoL, yes.


MR. VIRANEY:  Okay, thank you.  Moving on, this is SEC IR and the reference is J.O-4-15-1.


MS. ELLIOTT:  Can you repeat the question number?


MR. VIRANEY:  It's J.O-4-15-1.


MS. ELLIOTT:  Okay, I have it.


MR. VIRANEY:  In that response Union has provided the presentation made to the executive team.  In the O&M budget by responsibility area one of the items in the 2012 budget includes corporate adjustments amounting to 5.6 million dollars.  What are these adjustments?  What do they include?


MS. CUMMINGS:  We are just finding it here.  Sorry, which page specifically are we looking at?


MR. VIRANEY:  The page reference, I guess it's the 2012 budget.  The page is I think 9, page 9.  It's 9 of 10.  Did you find it?  It's in "other".


MS. CUMMINGS:  Yes, we found it, thank you.


MR. VIRANEY:  So you have 5.6 million in 2012.  I am just wondering what does it include, because it's fairly higher than the other years.


MS. CUMMINGS:  Sorry, we don't have that information.  We will have to take that as an undertaking.


MR. VIRANEY:  That's JT1.32.  Those are all my questions, thanks.

UNDERTAKING NO. JT1.32:  TO EXPLAIN $5.6 million ADJUSTMENT IN SEC IR J.O-4-15-1

MR. SHEPHERD:  Actually Mr. Quinn is going to go next, if that's all right.

Questions by Mr. Quinn:


MR. QUINN:  Thank you.  I guess the first interrogatory, and I am going to refer back to the follow-up questions that were submitted on May 28th, and I carved out the panel 2 questions I think that are supposed to go here.


In talking to Mr. Smith I understand that the first question ought to have gone to the first panel and it's deals with B6, but in fact it references some C exhibit information.


So the question is simply is: In response to our IR J.B-6-10-1, the question asked, what overrun penalties would be -- the question asked what the overrun penalties would be and Union discussed how they would be accommodating.  Notwithstanding what could occur, please calculate the unauthorized overrun penalties that could accrue for the amount of space and deliverability overruns in the non-utility business in October of 2011.


I understand, Mr. Smith, you will take that as an undertaking?


MR. SMITH:  Yes.


MR. QUINN:  Thank you.


MR. MILLAR:  JT 1.33.

UNDERTAKING NO. JT1.33:  NOTWITHSTANDING WHAT COULD OCCUR, TO CALCULATE UNAUTHORIZED OVERRUN PENALTIES THAT COULD ACCRUE FOR THE AMOUNT OF SPACE AND DELIVERABILITY OVERRUNS IN THE NON-UTILITY BUSINESS IN OCTOBER OF 2011


MR. QUINN:  Now, from there I am going to go on to B-8, which references J.B-8-10-2.  And it refers to attachment 1, line 3, and there will be a few questions on that attachment, if you want to turn that up, then.


Some of these may be appropriate for undertaking and maybe that will speed things along, if that is what you are willing to do, but let's just go through the questions in order. Do you have that, panel?


MS. ELLIOTT:  We have it.


MR. QUINN:  Okay, thank you.  So reading from the questions submitted:

"Union states that the non-utility storage plant allocation factor for the Dawn Plant J project should be 42.5% because (a) it is a storage and transmission asset, and (b) the project created incremental capacity.  Please show in detail how the 42.5% allocation factor was calculated."


MS. ELLIOTT:  I can give you a high level calculation, but I don't have the detailed components of that project, but the $42 million capital project, about 30 of that is the cost of the to replace the existing asset and that was allocated based on the current allocation, so that's the 19.8 percent unregulated which gives -- six of the 30 goes to the unregulated, 24 goes to the utility.  That's the only cost that goes to the utility.  The rest of the cost is the -- the incremental cost to expand the facility was 100 percent directly non-utility.


So 24 million of the 42 is utility, and that's the 57 percent.  And that's 80 percent of the cost to replace the existing asset.


MR. QUINN:  We may be able to read that back from the record and try and make it understandable, but we had asked, following that:

"Identify the costs that were allocated and the costs that were direct assigned, with an explanation for each."

And then we said:

"Please provide the resulting increase in working capacity and deliverability for each storage pool."


We would like, ideally, to have that as an undertaking so we could see the methodology that underpins the allocation of costs.  So would you be able to provide it as an undertaking?


MR. SMITH:  Sorry, just one minute.  Yes we'll do that.


MR. QUINN:  Thank you.


MR. MILLAR:  JT1.34.

UNDERTAKING NO. JT1.34:  TO RESPOND FRPO Technical Conference Question REF: J.B-8-10-2, Attachment 1, line 3 (first three parts)


MR. QUINN:  Moving along, then, the next area refer to line 144 in that same attachment, and we say:

"Please provide the additional detail on Line No. 144 including the type of infrastructure and its role in creating additional services.  Are these type of services also provided by the non-utility business?"


Is that something you can provide an undertaking or do you have an answer for that?


MS. ELLIOTT:  I don't have an answer for that here.


MR. QUINN:  Okay, would you be able to do it as an undertaking?


MS. ELLIOTT:  Yes.


MR. SMITH:  Yes, we will do that.


MR. MILLAR:  JT1.35.

UNDERTAKING NO. JT1.35:  TO RESPOND FRPO Technical Conference Question REF: J.B-8-10-2, Attachment 1, line 3 (part 4)


MR. QUINN:  Next, similarly:

"Please provide additional detail On Line No. 146 including the type of infrastructure and its role in meeting emerging demands."


How are those demands met, it should be.


MR. SMITH:  Sorry, this is the reference to IT demand management?


MR. QUINN:  Yes.


MR. SMITH:  I am just missing the reference to emerging demands.


MR. QUINN:  I think it's in the cost allocation.


MR. SMITH:  Yes, we will provide that.


MR. QUINN:  Okay, thank you.  At this rate I won't be half an hour so I appreciate your helpfulness.


MR. MILLAR:  Sorry that's a fresh undertaking?


MR. QUINN:  Yes.


MR. MILLAR:  Yes, JT1.36.

UNDERTAKING NO. JT1.36:  TO RESPOND FRPO Technical Conference Question REF: J.B-8-10-2, Attachment 1, line 3 (PART 5)


MR. QUINN:  Similarly line 13 in that same attachment:

"Please describe the improved injection and withdrawal capacity that will result from the Mandaumin Pool Modifications project.  Provide the working capacity and design deliverability for this pool before and after the project."


MS. CUMMINGS:  We don't have that information available either, so we will have to take that one as an undertaking.


MR. QUINN:  If you would, and just ensure it includes the question at the end as to please explain why direct allocation to non-utility storage is not necessary for this project.


MR. SMITH:  Yes.


MR. QUINN:  Thank you.


MR. MILLAR:  JT1.37.

UNDERTAKING NO. JT1.37:  TO RESPOND TO FRPO Technical Conference Question B.8, REF: J.B-8-10-2, Attachment 1, line 13


MR. QUINN:  Moving down slightly to line 19:

"Will Union need to install emergency shut down valves on any storage injection/withdrawal wells that were put into service since the NGEIR decision?"


MR. SMITH:  Sorry, just one second.  I take it, Mr. Quinn, you are just talking about storage injection wells related to the utility business?


MR. QUINN:  We are talking about emergency shut down valves on injection withdrawal wells that have been put into service since NGEIR decision.  So to the extent that you are adding additional capability, that would be non-utility, and yet we have an allocation to utility and non-utility in that table.


MR. SMITH:  Yes, sorry, just -- Mr. Quinn, as you know that for storage facilities that are constructed subsequent to NGEIR which are incremental non-utility storage, the costs associated with those are directly assigned so there is no allocation to the utility business.  So that's why I asked my question.  I take it what you are talking about are storage injection that would be related to facilities that service the utility business.


MR. QUINN:  Yes and --


MR. SMITH:  And to that extent we will give you the undertaking.


MR. QUINN:  Okay I think because we have some figures here and there is an increment I will accept that as the utility wells.


MR. SMITH:  Yes that's fine.


MR. QUINN:  Okay, thank you.  Because the next one is, Provide a table showing, for each Union storage pool, the number of storage/injection withdrawal wells in operation at year end of 2006, 2011 and 2012, you know, and that on a forecasted basis.


MS. ELLIOTT:  Again, we don't have that information with us.


MR. QUINN:  And you would accept to provide it as an undertaking?


MR. SMITH:  Yes.


MR. QUINN:  Thank you.


MR. MILLAR:  JT1.38.

UNDERTAKING NO. JT1.38:  TO RESPOND TO FRPO Technical Conference Question, REF: J.B-8-10-2, Attachment 1, line 19


MR. QUINN:  Now the next set of questions refer to the categorization of general under lines 142 to 147.

"Using the same methodology shown in EB-2010-0039, Exhibit A, Tab 4, page 13, please calculate the General Plant Excluding Vehicles Allocation Factor for each year from 2008 through 2013 using the actual or forecast data applicable to that year."


And that is referring to specifically line 144.


MR. SMITH:  Just reflecting on how this question is clarification, Mr. Quinn.


MR. QUINN:  You've -- well, I will let you reflect.


MR. SMITH:  I take it it's not; it's just a further question you would like answered?


MR. QUINN:  There is an allocation that's demonstrated at 2.9 percent.  We are trying to understand how this is being applied to these general projects.


MS. ELLIOTT:  We can do that calculation, but I don't have it with me.


MR. QUINN:  Okay, thank you.


MR. MILLAR:  JT1.39.

UNDERTAKING NO. JT.1.39:  TO EXPLAIN APPLICATION OF ALLOCATION TO GENERAL PROJECTS (frpo tECHNICAL CONFERENCE QUESTION B.8, REF: J.B-8-10-2, ATTACHMENT 1, LINE 142-147)


MR. QUINN:  Now these we might be able to answer here.

"Please confirm that the ex-franchise services referred to are the F24-T, F24-S, UPBS, and DPBS services and that except for the F 24-T, these services are non-utility storage services."


MS. ELLIOTT:  Again, we don't have that information.


MR. QUINN:  Can you undertake to provide it?


MS. ELLIOTT:  We can have somebody put it together, yes.


MR. SMITH:  We will do that.


MR. QUINN:  Thank you.


MR. MILLAR:  JT 1.40.

UNDERTAKING NO. JT.1.40:  TO REspond to all questions referred to under frpo tECHNICAL CONFERENCE QUESTION B.8, REF: J.B-8-10-2, ATTACHMENT 1, LINE 142-147


MR. QUINN:  "Please identify the portion of

$1.932 million capital cost that Union proposes to include in rate base that is associated with the non-utility storage service and the portion of the cost that is related to F24-T."


MS. ELLIOTT:  We can include that in the undertaking.


MR. QUINN:  Okay, that would probably work well, thank you.  This is probably a typo here.

"Was this capital expenditure included in the 2007 budget that was approved in the 2007 rate case?"


Could that just be added to the undertaking?


MS. ELLIOTT:  I am assuming because it's got the NGEIR tag on it that it probably wasn't, but we will undertake to look at that.


MR. QUINN:  If that could just be added, I think, to that same undertaking we just did?  Because the next is:

"Please confirm that Union has been charging a rate for the F24-T service that is designed to recover the incremental costs of providing this service."


MS. ELLIOTT:  We will include that in the undertaking.


MR. QUINN:  Okay.  And lastly and it might flow into the same undertaking is:

"Please provide the revenue Union has collected each year for the F24-T service from 2007 to the present."


MS. ELLIOTT:  Yes.


MR. QUINN:  Okay, that's sufficient.  I'm sorry I've got one more question, though. I think I hit a new record of under the half hour, but if I can refer the panel to D -- the issue is D-15 and I think I can just read this and hopefully again maybe better responded to as an undertaking but it's the issue is:

"Is the allocation of O&M costs between utility and non-utility operations appropriate?"


In its August 26th, 2012 submission in EB-2011-0038, page 10, Union stated:

"For assets that were in existence prior to the NGEIR Decision, the factors used to allocate operating and maintenance expenses are updated annually based on current operations.  As a result, as the compression requirements based upon adding more facilities for the under-regulated operation increases, so does the allocation of O&M expense."


The question is:

"Please explain how the O&M cost allocation for pre-NGEIR storage pools has been updated to reflect projects that expand storage space or deliverability."


MR. SMITH:  Sorry just one minute.  Can you give me that question again, Mr. Quinn, just the last tail part of it?


MR. QUINN:  The last sentence that contains the question is:

"Please explain how the O&M cost allocation for pre-NGEIR storage pools has been updated to reflect projects that expand storage space or deliverability."


MR. SMITH:  Go ahead, Ms. Elliott.


MS. ELLIOTT:  I think you -- the question is a little confusing because you have combined the concept of pre-NGEIR storage pools, which are the existing assets at the time of separation, and so the O&M costs that are associated with those assets continue to be allocated in proportion to the split of the existing assets.  And when you talk about new pools and new development, the O&M costs associated with the incremental capacity are 100 percent assigned to the unregulated operation.  So we track the new and directly assign it, and we allocate the existing.


MR. QUINN:  But I am specifically referring to O&M costs.  And so to the extent -- and I will use a numeric example.  If you had five injection withdrawal wells into an existing storage pool, then you undertook to drill five more wells on that same storage pool and those capital costs are borne by the non-utility, you still now -- you now have a storage pool that has ten wells, five of which are used for non-utility and the existing five were proportionality allocated between utility and non-utility.


We are interested in how the O&M expense is being -- to use your phrase before, as you increase non-utility investment, your allocation of O&M experiences is adjusted accordingly and that's just a paraphrase.


MS. ELLIOTT:  Yes.  So in your example, if we had doubled the number of injection and withdrawal wells in an existing asset, then that asset would be -- the cost of the five new wells would be unregulated; the cost of the existing wells would have been split between the utility and the non-utility in the let's say 60/40 percentage.  And so the resulting allocation is the blend of five new at 100 percent plus 40 percent of the existing would give you a new factor for the O&M for that storage pool to be allocated.


MR. QUINN:  So following your numbers, that would be about 70 percent non-utility, 30 percent utility?


MS. ELLIOTT:  And it's a weighted average.  It will be impacted by the dollar value of the new assets.


MR. QUINN:  Why would that be?


MS. ELLIOTT:  So the pool value will have five new wells at a cost, and five old wells at an existing cost.


MR. QUINN:  So you're allocating it proportional to the capital investment, not the space and deliverability capabilities?


MS. ELLIOTT:  We are allocating it a proportion to the dollar value of the asset, yes.


MR. QUINN:  This is where I think we would benefit from seeing -- could you take that last numeric example that you provided or -- I start with five existing wells.  You drill five more for non-utility and show us what the O&M -- how to O&M allocation is done.  You can put some imaginary capital numbers to it, if that's helpful, for the purpose of being illustrative.  But that's what we are trying to understand.


MR. SMITH:  Sorry, I am a little bit troubled because I think we already have approval of the cost allocation methodology between the regulated and unregulated business including capital and O&M, so I am not inclined to revisit this debate.


MR. QUINN:  I want to be clear, Mr. Smith, and I understand and respect that's the panel's desire also not to revisit that.  But my understanding is that those costs would be allocated based upon the change in storage space and deliverability.  Ms. Elliott is saying, no, it would be based upon the capital invested and the existing -- I assume the undepreciated portion of capital invested in the existing wells.


And I don't remember seeing that anywhere in your evidence in 0038.


MR. SMITH:  What we will do is we will confirm the basis upon which the allocation is done.


MR. QUINN:  And I am asking that it would be helpful to see it so that we make sure we have clarity in the calculation.  So if you could take that under consideration, Mr. Smith, and see if providing that clarity would help all of us understand, this is what Union has had approved, in its view, that would be helpful.


MR. SMITH:  Well, I will take it under consideration.  Whether I do it or not I am not sure.

MR. MILLAR:  JT1.41.
UNDERTAKING NO. JT1.41:  TO CONFIRM BASIS FOR COST ALLOCATION


MR. QUINN:  Those are my questions.  Thank you, Mr. Millar.

MR. MILLAR:  Thank you, Mr. Quinn.

Mr. Shepherd?
Further Questions by Mr. Shepherd:


MR. SHEPHERD:  Indeed.


So I wonder if I could start with -- and I did send you some written questions.  Sorry that they didn't come to you yesterday, but it was the earliest I could get them done.

And maybe I can start with J.O-4-15-1, in which I ask where are the attachments.

So apparently the attachments are on the Board's website, which I now have, and so I have some questions on them.

MR. SMITH:  Sorry, Mr. Shepherd, what's the reference?  My apologies.

MR. SHEPHERD:  J.O-4-15-1.

MR. SMITH:  Thank you.

MR. SHEPHERD:  And so I just have a couple of questions on these.

Can you go to page -- I think it's page 6 of attachment 2.  Maybe it's page 5.  They are cut off.  I think it's page 5.

Which is O&M expense by cost type, and this is the second of the presentations to your board; right?

MR. BROEDERS:  Can you confirm whether that has two sets of columns, or just the one set?

MR. SHEPHERD:  It has four columns.

MR. BROEDERS:  Just the four columns?  Thank you.  And you said page 6?

MR. SHEPHERD:  Page 5, actually, "Volume expense by cost type."

MR. BROEDERS:  We have that.

MR. SHEPHERD:  And if I understand correctly, the -- I am looking at the 2013 forecasts, all right?

And everything appears to be pretty well the same, what you reported to your board, as what is in your application, with a couple of small differences, except for one big one, which is pension and OPEBs.

If you add the two figures, 33.7 and 28, you get 61.7, and in what you filed with the Board you have got 85.8.  And so that's a $24.1 million difference.

Can you identify what that is?  Presumably there is something else in the application that isn't in what you reported to your board.

MS. CUMMINGS:  Just a point of clarification.

We filed a benefits number in Exhibit D1, summary schedule 2, for benefits of 81 million 082.7, not 85.

MR. SHEPHERD:  I have 85.8 from -- just a second, I will find it.  Here we go.  Sorry about that.  I'm looking for the reference.  I am looking at my own table, which I sent to you as a separate question, and I am looking for the source document for that.

MS. CUMMINGS:  Actually, if I can clarify, the schedule that you were just referring to with the bars on it, that we are talking about, still reflects the old information prior to the updates of the evidence that we made in March, which reflected the major increases in pension.

MR. SHEPHERD:  All right. So the only difference, then, the only significant difference between what you proposed to your board and what you proposed to this Board is that increase in pension -- in pension and OPEBs?

MS. CUMMINGS:  Yes, that was the change that we made with the last update.

MR. SHEPHERD:  Okay.  Another question on this same page.

You see the two numbers, "Loadings" and "Capitalization," and are those equivalent of indirect and direct capitalization?

MS. CUMMINGS:  Yes, they are.


MR. SHEPHERD:  So those two have changed, as well; right?  Between what you reported to your board and what you put in your application?

MS. CUMMINGS:  Yes, they have, as well, because the pension carries a certain amount of overhead capitalization associated with it, so it would be a direct proportion to the allocation of the overheads on the pension increase.

MR. SHEPHERD:  So the only change in those two numbers, the only material change, is the pension and OPEBs change; is that right?

MS. CUMMINGS:  I believe so.  I am not -- that was the only change we made from when we updated the evidence of the schedule that we filed.

I haven't cross-checked it specifically against this particular schedule.

MR. SHEPHERD:  Wonderful.

And now I am going back to attachment 1, and it's the fifth page of attachment 1.  My pages are not numbered, but again, it's O&M expense by cost type.

And this is an earlier presentation that you gave to your board; right?

MR. BROEDERS:  That's correct.

MR. SHEPHERD:  And it appears to me -- and tell me whether this is correct -- that the only major difference between the two -- and there is a bunch of small differences, but the only really major difference between the two is that you had forecasted at that time that your DSM would be 17.2 million, and ultimately it's 24.2 million, is your approved budget; right?

MR. BROEDERS:  That's correct.


MR. SHEPHERD:  Thanks.

Now, if I can go back to J.D-1-1-3(a), and you were asked some questions about this already and I have to tell you that I am still not 100 percent sure I understand this.

You --

MR. BROEDERS:  Sorry, what was the reference?

MR. SHEPHERD:  J.D-1-1-3.


MS. ELLIOTT:  I have that.

MR. SHEPHERD:  So if I understand this correctly -- and tell me whether I have got it wrong -- you were going to convert to IFRS, so you had to back out some capitalized amounts; is that right?

MS. ELLIOTT:  We didn't have to back them out because IFRS was dealing with them prospectively, but we had to have a way of tracking them separately for accounting purposes under IFRS, where they are not allowed to be capitalized, and for ratemaking purposes, where they are part of the capital assets and part of the rate base and recovered over a period of time.

So we needed our system to be able to be able to identify them for regulatory reporting separately from accounting.

MR. SHEPHERD:  Okay.  And so you did that, but then you decided to go with USGAAP, and you couldn't, then, include the indirect capitalization in the asset amounts anymore?

MS. ELLIOTT:  We could mathematically.  We could take that pool of dollars and allocate it over the assets, as we have been doing all along under Canadian GAAP.

We choose not to.  We took that and separately identified it, and calculated a composite rate of depreciation.

It just made sense once the accounting system was already up and running.

MR. SHEPHERD:  Doesn't that mean that the cost of your assets -- of each asset is understated?

MS. ELLIOTT:  Individual assets will not have the overheads in them, where they used to have, but the asset class will have an overhead, or a regulatory asset.  So we will be able to include that in the total assets.

It's just separate from.  So when we retire assets, we will need to retire a portion of the overheads.

MR. SHEPHERD:  So you still have to track the capitalized amount?

MS. ELLIOTT:  We are tracking the capitalized amount as an asset.  We are just tracking it as one asset, not assets, not broken out by individual asset for the year.

MR. SHEPHERD:  That's the part I don't understand, is it sounds actually like more work than just doing what you did before, which is putting it into the cost of the asset in the first place.

MS. ELLIOTT:  Initially it's less work, and then the system takes care of the more work.

MR. SHEPHERD:  It's not a significant thing to move it back to the old method; right?

MS. ELLIOTT:  We could close the asset and distribute those dollars back to the assets.  That's possible, yes.  We chose not to.


MR. SHEPHERD:  Okay.  Thanks.

The next one is J.D-1-2-6(a).

Now, I am just asking you to confirm an inflation calculation and tell us whether we have got this right, that the cumulative percentage change from 2007 to 2013 in all-Canada CPI is 11.8 percent on your forecast, and on Ontario CPI, it's 12.9 percent?

MS. CUMMINGS:  Based on the January 2012 Canadian forecast summary from Global Insight, yes, we can confirm the 11.8, but the 12.9 should be 12.8.

MR. SHEPHERD:  Okay.  12.8, good.  That's a six-year cumulative total; right?

MS. CUMMINGS:  I believe so, yes.

MR. SHEPHERD:  Wonderful.  Then the same interrogatory, we have provided you –- ah, that's where the reference was.  Okay.  We have provided you with some tables, which we think are figures from your evidence, from your interrogatory responses, that combine the budget information and the per-customer information.

Have you had a chance to look at those tables and confirm that they correctly set out the information you filed?

MS. CUMMINGS:  Yeah, we took a high-level look at them.  I would suggest the only correction we found was the reference to the 2013 pension and benefits number that we just talked about.

It should be 81 million instead of 85, I believe.

MR. SHEPHERD:  It should be 81 what?

MS. CUMMINGS:  Sorry, it's in D1, summary schedule 2.

It should be 81 million 082.7.


MR. SHEPHERD:  Okay.  Otherwise, it appears to be correct?

MS. CUMMINGS:  It appears to be correct.


MR. SHEPHERD:  All right.  Thank you.


And similarly, we gave you two different comparisons; one was to 2007 Board-approved, and one was to 2007 actual.

They are both correct as far as you can see, except for that error in the 2013 benefits line?

MS. CUMMINGS:  Based on our first look, for sure, yes.

MR. SHEPHERD:  Okay.  You will let us know if you find anything?

MS. CUMMINGS:  We will.


MR. SHEPHERD:  Then the next is J.D-1-5-3, and most -- this is a response to a CCC interrogatory in which you're talking about contract services.

And you break it out, and almost all of it is in line 1, "Service contractors."

Can you break that down for us, what service contractors -- are there categories, subcategories we can understand?

MS. CUMMINGS:  Actually, we don't have any subcategories within the system, but I think sort of in the vein of your question, an explanation of the increases, at a high level the major increases from 2007 through to 2013 specifically relate to inflation, increased line locates and integrity spend.

MR. SHEPHERD:  Okay.  Sorry, that was part of it, but I still sort of need to understand the -- you have got a $13 million increase in one line that is sort of 99 percent of the budget area.

I'd like you to undertake to disaggregate that line, "Service contractors," into at least some meaningful categories, so we can understand where the increase came from.

I mean, if it was all in the "Legal fees" category, we would like to know that.

MR. SMITH:  Well, increased utilization as a result of increased proceedings.

[Laughter]


MR. SMITH:  Some unmeritorious.

Why don't we do this?  We will see what we can do to disaggregate it, and if we can do something we will provide that.

MR. SHEPHERD:  Thank you so much.

MR. MILLAR:  JT1.42.
UNDERTAKING NO. JT1.42:  TO ATTEMPT TO DISAGGREGATE "SERVICE CONTRACTORS" LINE.

MR. SHEPHERD:  42?  This must be a record.


MS. CUMMINGS:  Sorry, what was the question?  Sorry?

MR. SMITH:  I am sure that will be reflected in your respective submissions about our level of cooperation and willingness to assist in the process, no doubt.

MR. SHEPHERD:  Absolutely, absolutely.

[Laughter]


MR. SHEPHERD:  The next question is J.D-1-5-4, and again, you have one line which is the vast majority of the items, and it's "Consulting fee."

And so the other ones are sort of understandable, but "Consulting fee" seems to be a catch-all, and it almost doubled.

So can you help us with hah with that is?

MS. CUMMINGS:  Again, like the previous question, we don't have the detailed breakdown.

However, the difference, the significance difference from the 6 million in 2007 to 2013 is almost all -- almost all -- related to the ETIK program, which was close to $5 million.

MR. SHEPHERD:  Wonderful.  That makes that simple.  I don't need an undertaking.

The next is J.D-1-5-5, attachment 1, and in the affiliate expense side, there is an increase in the overhead capitalization from basically nothing to $1.7 million.

MS. ELLIOTT:  Yes.  Unfortunately, the variance on those lines probably shouldn't have been calculated.  The lines under 2007 for overhead capitalization -- and the unregulated allocation, but the overhead capitalization was not zero, it was blank, because when we settled 2007, we didn't have the kind of detail that allowed us to calculate the capitalized overheads at that level.

So it shouldn't be looked at as a variance from '07 to '10.  If -- we looked at the actuals for '07.  The capitalized overhead rate on affiliates was about 16 percent, and in 2010 it's 17 percent.

So we haven't significantly changed the allocation; it's the schedule that was presented here that the problem –-

MR. SHEPHERD:  So does that mean that the column that says "Board-approved," all those figures in lines 1 to 16 are not done on the same basis as the column "2010 actual"?

MS. ELLIOTT:  No, only line 19, "Overhead capitalization," is not done on the same basis.

We didn't have a number to put in line 19 under 2007.


MR. SHEPHERD:  Which means that the numbers in lines 1 to 16 are already net of overhead capitalization; right?

MS. ELLIOTT:  No, it doesn't.

The overhead capitalization was looked at in total in 2007, because the settlement was for O&M in total.


So we have pulled out a number of line items to get the affiliate cost, but we didn't have an overhead calculation on those numbers.


MR. SHEPHERD:  I am sorry, I am still confused.


Take a look at "Affiliate expense," line 16.  You got -- in 2007 Board-approved, you got 11,933, and then in 2010 actual you have got 9,087, but we know that the 2010 actual isn't actually that number.  It's actually 7,570; right?  Because you had to back out overhead capitalization?


MS. ELLIOTT:  That's correct.


MR. SHEPHERD:  Did you, then, also have to back out overhead capitalization in the 11,933?


MS. ELLIOTT:  Yes, but we didn't have that number to put on this schedule, so the schedule is missing a number.


If I looked at what happened on an actual basis in 2007, I'd say the overhead capitalization rate is about 16 percent, so you can do an equivalent calculation.


It's just that we didn't do that calculation for the purposes of that schedule.


We shouldn't have calculated a variance on those lines, because we left the 2007 number blank rather than making something up.


MR. SHEPHERD:  So we should read this -- tell me whether this is correct -- we should read this table up to line 18 only, and just ignore lines 19 to 21 because they are not correct?


MS. ELLIOTT:  That would be my suggestion, yes.


MR. SHEPHERD:  That's very useful.


Then the next is J.D-1-5-7, attachment 4, and you started to answer this in response to Board Staff's questions.


I am looking at page 3 of 7 in attachment 4.  So let me start with the fraud issue.  You say there was a third-party fraud that -- in which you made a double-payment, and it was not covered by insurance?


MS. ELLIOTT:  That's correct.


MR. SHEPHERD:  And why was it not covered by insurance?


MS. ELLIOTT:  We have a million dollar deductible.


MR. SHEPHERD:  Ah.  Okay.  And do you have a provision in your budget for frauds and defalcations and that category of things in the test year, that is not covered by insurance?


MS. ELLIOTT:  No.


MR. SHEPHERD:  Okay.  Thanks.  The other thing is you have this, something called -– on line 21 called a "closed-loop management system"?  Can you tell me what that is?


MS. CUMMINGS:  Those were consulting costs, in order to implement the C-PREP project that we had talked about in productivity.


MR. SHEPHERD:  So it was CLMS and it became C-PREP?


MS. CUMMINGS:  I guess so.


MR. SHEPHERD:  All right.  Thank you.


The next is J.D-1-15-1, and you've used a budget methodology that I have to admit I don't really -- it's not something I am used to.


And so I wonder if you could just walk us through the logic behind using prior year minus productivity plus inflation.


MS. CUMMINGS:  Typically when we build a budget, we start with the prior year budget.  We look to increase that budget for merit and promo increases, as well as inflation, offsetting that with productivity, and then also increasing it with customer growth.


So that's basically the premise of the high-level budget that we work with our clients on to develop.


From there, we talk with our clients and we look specifically for additional programs that will cost additional money, or additional programs that will actually result in a reduction in the budget.  And those are listed below the line.


MR. SHEPHERD:  So the concepts like zero-based budgeting and stuff like that, you don't use anything like that?


MS. CUMMINGS:  We typically start with the year before as the baseline.


MR. SHEPHERD:  Does that include departments or functional areas that you know are going to have major changes?


Are there any segments of the utility operations where you say:  Look, you are going to have enough changes that we want you to do a budget from scratch, we want you to figure it out anew?


MS. CUMMINGS:  That probably happens in some cases on a very micro basis, but not -- but only if there is a significant change.


MR. SHEPHERD:  Thank you.  The next one is J.D-2-2-1, and we have provided you with a table from a report that Enbridge is required to file and they have filed, that does a very detailed breakdown of their intercompany allocations.  The system is called RCAM, which is invented solely for the Ontario Energy Board.


And so I am wondering if you can undertake to provide us something with the same level of granularity, and conceptually similar to that for your test year proposed allocations.


And what I am looking for, really, is total budget from the enterprise, how much you're being allocated and that sort of information, much as we see in the Enbridge filing.


MR. SMITH:  I am sorry.  Just so I understand, your -- this is a system that Enbridge has --


MR. SHEPHERD:  Ordered by the Board, yes.


MR. SMITH:  And you want us to create this?


MR. SHEPHERD:  No, no, no, no.  This is a sample of certain categories of information that they report; they report the total budget, they report how much is allocated to them and to others, and they actually report in their report they also -- explain why.


I am wondering if you can give us a table at that level of granularity and that type of information.


MS. ELLIOTT:  We don't capture the information like I see on that report, but we did provide in a response to an undertaking, J.D-2-5-2, for those areas where we receive services only, we did show total cost and the allocation to Union in those categories.


MR. SHEPHERD:  For 2010 and '11?


MS. ELLIOTT:  Yes.


MR. SHEPHERD:  Have you looked at the report that Enbridge has filed?


MS. ELLIOTT:  I only glanced at it.  And no, we don't have anything like that in terms of a tracking or reporting requirement.


MR. SHEPHERD:  All right.  Well, for now, can you extend the information in J.D-2-5-2, page 2, for 2012 and '13?


MR. SMITH:  I'm sorry, you are asking for what we have at 2-5-2 for '12 and '13, Jay?


MR. SHEPHERD:  Yes.


MS. ELLIOTT:  The 2013 forecast was based on the 2011 agreement, so the numbers that we have shown in 2011 would just be inflated to get to 2013.


MR. SHEPHERD:  And is that true of '12, as well?


MS. ELLIOTT:  Yes.


MR. SHEPHERD:  So in fact the amounts that you have to pay to Spectra, I guess, may be quite different than what you have got in your application?  You don't know at this point?


MS. ELLIOTT:  We have no reason to believe at this point that they would be any different.  Nothing has changed in the way of the services being provided.


MR. SHEPHERD:  Okay.  I am just looking for my next Question.  Hang on.


So then the next is J.D-3-15-1, in which we asked you to provide -- you were asked to provide a list.  Hang on.


J.D-3-15-1, a list of the entities that were considered affiliates, and you haven't provided the list.

Can you provide a list?

MS. ELLIOTT:  Essentially on the Exhibit A1, tab 11, which is the org chart, every entity on that org chart is an affiliate, except for the entity referred to as BC One Call, which is less than 50 percent ownership.

MR. SHEPHERD:  All others you have treated in this application as affiliates?

MS. ELLIOTT:  They are affiliates by definition.  We don't necessarily have any dealings with them, but they are affiliates of Union Gas.

MR. SHEPHERD:  Okay.  The next is J.D-7-15-1, number (b).

MS. CUMMINGS:  Yes.

MR. SHEPHERD:  I am just looking for it.  Hang on.

In Appendix B, you have –- no, hang on, sorry.

Yes, okay.  Sorry, you said Appendix B has not been provided, as it includes a list of historic member-specific project investments.

And so what we are asking for is just the Union list of member-specific project investments.

MS. CUMMINGS:  So the Union list consists of five projects: RNG, renewable natural gas, smart energy grid, integrated community energy, industrial, and renewable energy power generation.

MR. SHEPHERD:  Sorry, RNG, smart energy grid, integrated community energy...

MS. CUMMINGS:  Industrial processes, and renewable energy power generation.

MR. SHEPHERD:  So these are all projects that were being done or were done internally at Union Gas as part of the utility?

MS. CUMMINGS:  I don't specifically know that.  We will have to take that as an undertaking.

MR. SHEPHERD:  Thank you.

MR. MILLAR:  JT1.43.
UNDERTAKING NO. JT1.43:  TO CONFIRM THAT ALL FIVE MEMBER-SPECIFIC PROJECT INVESTMENTS WERE DONE INTERNALLY AT UNION AS PART OF THE UTILITY.


MR. SHEPHERD:  And now with respect to the business plan itself, the first question really is -- there is a number of sub-questions, but the first one really is I couldn't understand why ETIK has incremental costs when you have listed who is doing what and everything is internal people from the members.

So I don't know how you have incremental costs; can you help us with that?

MS. CUMMINGS:  So as indicated on page 18 and 19 of the business plan, ETIK incremental costs are required to pay the salaries of the ETIK executive director and all related expenses for ETIK-related resources.  This is illustrated in table 1 in reference to the ETIK staff functions and related expenses.

MR. SHEPHERD:  I understand.  I guess what I am trying to get a handle on is your contribution to this is some millions of dollars, and the other members are contributing, as well; right?

So it's pretty big budget, and what I am trying to get to is I didn't see that sort of spending in here anywhere, unless ETIK is paying, is reimbursing the member organizations for their seconded resources; is it doing that?

MS. CUMMINGS:  I don't know.

MR. SHEPHERD:  Okay.  So then what I would like to know is if you have staff members, Union for example, that are on your payroll, included in your budget, that are doing work on ETIK, is ETIK reimbursing you for some of that?  Do you know that?

MS. CUMMINGS:  I don't know.

MR. SHEPHERD:  I wonder if you could undertake to let us know, please.

MR. SMITH:  Yes, we will do that.

MR. SHEPHERD:  If you are, can you give us a projection of how much that will be in the test year?

MR. MILLAR:  JT1.44.
UNDERTAKING NO. JT1.44:  TO CONFIRM WHETHER ETIK IS REIMBURSING FOR UNION STAFF TIME ON ETIK WORK; TO GIVE A PROJECTION OF COSTS FOR TEST YEAR.


MR. SHEPHERD:  Then on page 13 of this report, you have a series of action items; can you tell us where you are on those?

MS. CUMMINGS:  ETIK has completed the first two deliverables, as well as the last deliverable, with the remaining seven under development.

MR. SHEPHERD:  The last being the launching of the first round of projects has happened; is that right?

MS. CUMMINGS:  Yes.

MR. SHEPHERD:  It seems -- I am a little bit confused here, because, for example, that means that you haven't yet done securing of LDC approval for new projects, but you have launched them, unless I am misunderstanding that.

MS. CUMMINGS:  I will have to confirm that last answer.

MR. SMITH:  Sorry, Mr. Shepherd, which list are you looking at?

MR. SHEPHERD:  Page 13 of the ETIK business plan says:

"Virtual organization September 2011 to December 2012."

It has a list of deliverables - appear to be about 10 - and I have been told number 1 and number 2 and the last one are done, and the others are in process.

MR. SMITH:  Okay.  We will confirm that answer.

MR. SHEPHERD:  Thank you.

MR. MILLAR:  JT1.45.
UNDERTAKING NO. JT1.45:  TO CONFIRM HOW MANY ETIK DELIVERABLES ARE DONE AND HOW MANY ARE IN PROGRESS.


MR. SHEPHERD:  The next is -- and there are a number of references.  I have given you one of them, but there is a number of services that are being provided by CGA to ETIK, and I wonder if you can give us a breakdown of all the amounts that are expected to be paid by ETIK to CGA for any services being provided by CGA, whether they're from third parties or from CGA internally.

Can you give us a breakdown of that?  What I'm trying to get at is whether this money that you are giving to ETIK is indirectly funding CGA, so if you can just give us a breakdown of all those amounts.

ETIK has a budget; right?  So presumably, you can just take it right from the budget?

MR. SMITH:  Yes, we will do that.

MR. MILLAR:  JT1.46.
UNDERTAKING NO. JT1.46:  to PROVIDE A BREAKDOWN OF ALL AMOUNTS EXPECTED TO BE PAID BY ETIK TO CGA FOR ANY SERVICES BEING PROVIDED BY CGA, WHETHER FROM THIRD PARTIES OR FROM CGA INTERNALLY.


MR. SHEPHERD:  On page 21, you refer to a document that was completed on September 26th, 2011, called a "regulatory ask paper."

And I am not actually interested in what CGA's regulatory asks are, but if this money that's going to ETIK is indirectly a lobbying activity -- which is what it looks like -- then I would like to know that.

So I wonder if you can provide us with that regulatory ask paper, so we can figure that out.

MR. SMITH:  We will consider it.

MR. MILLAR:  JT1.47.
UNDERTAKING NO. JT1.47:  TO PROVIDE REGULATORY ASK PAPER TO CONFIRM WHETHER MONEY GOING TO ETIK IS INDIRECTLY A LOBBYING ACTIVITY.


MR. SHEPHERD:  Cool name, by the way.

MR. SMITH:  ETIK?

MR. SHEPHERD:  No, regulatory ask paper.

And then on page, 24 you talk about the various projects, and I guess I didn't quite understand the point of the integrated community energy systems project.

And maybe it's because I was reading it late at night, but it didn't look to me like something that normally a gas utility would be doing, so can you help us understand what that project is?

It's a Union project; right?  Originally?

MS. CUMMINGS:  I don't have any additional information beyond the page and a half that's written in this document.

MR. SHEPHERD:  Okay.  Is this intended to be an activity that, if you pursue it in the end, that it'd be something that Union did or something Spectra did?  Or some other unregulated affiliate?

MS. CUMMINGS:  We will have to take that one offline, as well.

MR. SHEPHERD:  Thank you.

MR. MILLAR:  JT1.48.
UNDERTAKING NO. JT1.48: TO PROVIDE DETAILS OF THE INTEGRATED COMMUNITY ENERGY SYSTEMS PROJECT.


MR. SHEPHERD:  The next one is J.D-8-1-1, in which you provided a report from Towers Perrin, but you redacted it.  You haven't filed this in confidence with the Board, unredacted, have you?

MS. ELLIOTT:  We have not, no.

MR. SHEPHERD:  I am going to ask you to do that, then, please.

MS. ELLIOTT:  The information that we have taken out of this report doesn't pertain to Union Gas.

MR. SHEPHERD:  I understand, and I think the Board has to decide that.  And I think that the rule is you have to file it unredacted and let the Board decide, so that's what I am asking you to do.

MR. SMITH:  We will consider your request.

MR. SHEPHERD:  Does that need an undertaking number, or should I just leave that on the record?

MR. SMITH:  To be perfectly clear, I am not committing to agree to the request, but I will reflect on it.

I mean, whether you reflect it as an undertaking or not, it doesn't matter to me.

MR. MILLAR:  Let's mark it.  JT1.49.
UNDERTAKING NO. JT1.49:  TO PROVIDE UNREDACTED TOWERS PERRIN REPORT.


MR. SHEPHERD:  Thank you.  So now I am moving to

J.D-8-1-5.

MR. SMITH:  I should observe I think there is a difference between relevance and confidentiality, and that would be reflected in the decision to redact information unrelated to Union.

It's not a question of confidentiality.

MR. SHEPHERD:  Fine.  I am not agreeing with you.  I just understand your position.

MR. SMITH:  You rarely do.

MR. SHEPHERD:  In J.D-1-8-5, you talked about this $2.8 million impact of the elimination of the amortization of the transitional obligation.

Do I understand correctly that there is an offsetting impact to that, somewhere on a different line, so that the net to the ratepayers is zero?  Is that right?

MS. ELLIOTT:  For 2013, the revenue requirement reflects a pension expense, employee future benefits expense, that's $2.8 million less under USGAAP.

The amount for the transitional obligation has been set aside in a deferral account.  We are amortizing those costs in '12, because they were currently recovered in rates.

When we come to the end of 2012, we will have a deferral account balance to be disposed of.

MR. SHEPHERD:  So the difference is not that you are reducing the expense; you are collecting it in a different way?

MS. ELLIOTT:  That's correct.

MR. SHEPHERD:  The next is 8-2-1, and I wonder if you could tell us or you could give us the CGAAP numbers for this table, if you have them available, or if not, if you can undertake?

If you already know that they are not materially different, that's fine, but if they are materially different, then I wonder if you could provide them.

MS. ELLIOTT:  I don't have the exact number, but on the surface, the Canadian GAAP number would be the $2.6 million higher, because the transitional obligation, the amortization of the regulatory asset would still be an expense under Canadian GAAP.

MR. SHEPHERD:  So the net, assuming you're collecting it through a deferral account, the net would be no difference?

MS. ELLIOTT:  That's correct.

MR. SHEPHERD:  Okay.  Good.

The next is J.D-9-2-5, and this relates to the short-term incentive program, and I am looking at page 2, which has the list of the STIP measures.  Do you call it STIP?

MS. CUMMINGS:  Yes.

MR. SHEPHERD:  And what I am trying to understand is a lot of these look like they are Spectra profits, and I can't figure out how Spectra profits help the ratepayers.

Could you help me with that?

MR. SMITH:  You are referring, then, the answer at question (c)?

MR. SHEPHERD:  I am referring, actually, to (b) and (c).  (b) is where the numbers are, and (c) is where the explanations are.

And the explanation doesn't talk about how Spectra profits help the ratepayers, only how Union's financial viability helps the ratepayers.

But most of it is actually Spectra.  That's what I am trying to understand.

MR. SMITH:  Well, I think you will see further explanation at the bottom of page 3.

MR. SHEPHERD:  That's all you have to offer, is that the health of the parent company is a good thing?

MR. SMITH:  Well, the purpose of this is not cross-examination.

I mean, if you don't understand the answer, then you don't understand the answer, but I don't --

MR. SHEPHERD:  Sorry, Mr. Smith, what I am trying to do is make sure that your witnesses have an opportunity to put whatever the full explanation is that they have available.

This didn't appear to be a full explanation of most of the dollars.  I am giving them the opportunity to give a fuller explanation if they want.  If they don't want to, that's fine.

MS. ELLIOTT:  This is the explanation that we have, yes.

MR. SHEPHERD:  Wonderful.  The next is J.D-9-3-1, and attachment 1 has seven pages to it, and we is tried to -- we have just looked at the "Management" line.

Can you confirm the calculations we've done, the increase in FTEs of 22 percent, the increase in average compensation of 16.6 percent, and the increase in total compensation of 42.2 percent for the "Management" line?

MS. CUMMINGS:  Yes.  Those calculations are correct.

MR. SHEPHERD:  And just to follow on that, is there anything about -- do you have any changes in accounting or in how you allocate personnel that would explain this?

MS. CUMMINGS:  There are probably two factors that would need to be considered.

When we look at the FTE number for 2007, that is an actual number through to 2011.  Those are actual FTE numbers.

As we have identified in a previous interrogatory, the 2012 and '13 numbers are actually our total numbers, without taking a vacancy calculation off.

So at any point in time, we have approximately 70 employees' vacancies in the organization.  So that number of 70 has not been removed from the bottom line calculation for 2012 and '13 which contributes partially to the increase of FTEs.


MR. SHEPHERD:  And do you know how much that contribution is?


MS. CUMMINGS:  We use a 3 percent vacancy so it would probably be about 30.


MR. SHEPHERD:  So -- and you apply it to each category?


MS. CUMMINGS:  Yes.


MR. SHEPHERD:  So around 30 vacancies -- what you actually expect and what your test year -- what your application assumes in terms of cost, then, is not 1031 but rather more like 1000.


MS. CUMMINGS:  Correct.


MR. SHEPHERD:  Okay, go ahead.

Further Questions by Mr. Thompson:


MR. THOMPSON:  Can I just follow-up on the approximate 70 vacancies?  Can you give us a number that would identify an exclusion -- well identify all of the costs in the 2013 revenue requirement related to those 70 vacancies, 69 I think is the number in your filing.  What I am interested in is, by what amount would the revenue deficiency decrease if we eliminated all cost associated with 69 vacancies? Could that be provided by way of undertaking?


MS. CUMMINGS:  The 69 vacancies are not included in the O&M costs.


MR. THOMPSON:  But they are in the revenue requirement.


MR. SMITH:  Sorry I took the answer to be that they are not.


MR. SHEPHERD:  That was my understanding that they are not. You do a gross personnel budget.


MS. CUMMINGS:  Yes we do.


MR. SHEPHERD:  And then you deduct 3 percent.


MS. CUMMINGS:  Exactly.


MR. SHEPHERD:  That then reflects your vacancy rate.


MS. CUMMINGS:  Yes it does.


MR. SHEPHERD:  Okay.


MR. BRETT:  So they are not in the revenue requirement.


MS. CUMMINGS:  Correct, they are not in the revenue requirement.


MR. SHEPHERD:  Just on that same J.D-9-3-1 in the question, yourself, you said your salary data is not tracked by the categories in the Towers-Perrin report; is that right?


MS. CUMMINGS:  Yes we did.


MR. SHEPHERD:  But didn't they have to have that data in order to do their report?  I don't understand how they got data if you didn't give it to them?  Maybe I am missing something.


MS. CUMMINGS:  I can't speak specifically to what information we provided to Towers Watson (sic), but currently within our SAP system we do only track the categories that we’ve identified here.  So I am assuming for their calculation they must have used a subset or a broader set of data.


MR. SHEPHERD:  That didn't come from Union?


MS. CUMMINGS:  Yes, it would have come from Union.


MS. ELLIOTT:  It would have come from the HR system in terms of the employees and their salaries, but that's not the way we capture dollars in the accounting system and what you are looking at is the accounting system records.


MR. SHEPHERD:  All right. Now my next question J.D-11-1-2 you have already given an undertaking on.  I assume, tell me if this is correct that our question under J.D-11-1-3, the schedule -- CCA schedule, if we end up having the tax returns we will see the schedule; right?


MS. ELLIOTT:  That's true, yes.


MR. SHEPHERD:  And if we don't you are not going to give us the schedule 8 either.


MS. ELLIOTT:  That's correct.


MR. SMITH:  No, we will not.


MR. SHEPHERD:  I get it, all right.   Am I right in understanding my cost of capital questions also come to this?


MR. SMITH:  You are correct.


MR. SHEPHERD:  Okay, I -- so the first question is J.E-1-1-2 A.  And you have said that the rating agencies have implicitly assumed -- sorry it's not A, it's B.  My apologies.  You said the rating agencies implicitly assumed that you are going to be given a 40 percent equity; is that right?


MR. BROEDERS:  No what we are saying there is that the rating agencies they implicitly assume that at some point or equity level will come in line with other utilities with similar risk.


MR. SHEPHERD:  Can you tell me where they have said that because I looked everywhere.


MR. BROEDERS:  Most of it is based on verbal discussion that our treasury departments had with the rating agencies if you look at J.D-2-15-3, attachment 2.


MR. SHEPHERD:  This is DBRS.


MR. BROEDERS:  Yes it is, page 1, second paragraph.  It starts about halfway through that paragraph.  It says DBRS views the company's current 64 percent debt level target as rather high given its rising non-regulated business exposure.  DBRS notes that the company has filed a rate case for the 2013 rebasing asking for 40 percent deemed equity, currently 36 percent.  If its request is granted, DBRS expects Union to manage its balance sheet in line with the new regulatory capital structure and maintain greater financial flexibility commensurate with the current rating category.  So that last piece there is saying when it comes into 40 percent it’s commensurate with their current rating category.


MR. SHEPHERD:  So are you implying that the rating is therefore dependent on you getting 40 percent?


MR. BROEDERS:  No I am not.


MR. SHEPHERD:  Or that they rated you at your current rating assuming you will get 40 percent?


MR. BROEDERS:  This is implying there is assumption that our equity thickness will come in line with other utilities.


MR. SHEPHERD:  All right, well, so we looked at page 6 of that same report, is it the same report, just a second.  J.E-2-15-3, page 6, and -- oh yes, DBRS I see, okay.  And they don't seem to be saying that on page 6.  Let me just find the reference.  They seem to be saying in fact that you're managing just fine.


MR. BROEDERS:  What I see in the third point of the outlook near the bottom is that debt levels are expected to increase since the company continues to finance cash shortfalls with debt, DBRS expects the debt level ratio to return to 64 percent level in the medium term.  That's in reference to when they look at our financial statements they see our level is at about 61 percent range and they expect it to come into the 64 percent range.  And the 64 percent range they go on to say which DBRS views as high for the current rating so they are saying still here the 64 percent debt is high for the rating they are currently giving us.


MR. SHEPHERD:  But they are saying that their rating is based on the assumption that your leverage will be 64 percent; right?


MR. BROEDERS:  I am saying that they are expecting our department levels to come back to our approved debt level and they consider that level high for the rating that they have given us.


MR. SHEPHERD:  Yes, no, sorry, your other interrogatory says that they are assuming that you are going to go to 60/40 but this appears to say, and I am just trying to understand whether I am misunderstanding --


MR. BROEDERS:  Sorry. Could you clarify the first part?  What we are saying in the other IR wasn't that we were going to 64 --


MR. SHEPHERD:  60/40.


MR. BROEDERS:  Oh, 60/40, I am sorry.


MR. SHEPHERD:  This appears to say that they are assuming that you are going to be at 64, 36.


MR. BROEDERS:  This is saying that on our current operation, so right now they see our financial statement’s at about 62 percent.  Our approved structure is 64 percent.  So they are assuming that in the short term or medium term that we will come back into our currently approved debt structure.


MR. SMITH:  Sorry, can I just interject for a second?  Both Mr. Shepherd and Mr. Broeders are speaking quite quickly and it's late in the day for the reporter.  I must just ask the witness to slow down a bit.


MR. BROEDERS:  I forget where we are at.


MR. SHEPHERD:  I will leave it there in J.E-2-15-1 you have ratings reports which are -- one is an update.  These are the most recent ratings reports?  You have nothing more recent than that? These are I think they are Spectra and Westcoast.


MR. BROEDERS:  That's correct.


MR. SHEPHERD:  In the S&P report that’s attached to J.E-2-15-3, it's attachment 1, they actually refer to your equity thickness as 35 percent.  This is quite a recent report.  Can you confirm that's an error?


MR. BROEDERS:  I believe that's an error, yes.  Our approved structure is 36 percent.


MR. SHEPHERD:  And do you know why they are assuming 35 percent in their rating?


MR. BROEDERS:  I believe it's an error.


MR. SHEPHERD:  Just a typo?


MR. BROEDERS:  Yes.


MR. SHEPHERD:  Then my last question relates to your expert, Mr. Fetter.  We ask a question about him at 2-15-4 about his expertise and in particular we asked about his consumer advocate clients, and he has listed one.  Can you confirm that's the only consumer advocate client he has had?


MR. SMITH:  Sorry just one minute, when you say he listed one, who are you referring to?


MR. SHEPHERD:  I am assuming -- oh these are four separate clients.


MR. SMITH:  That's why I ask the question.


MR. SHEPHERD:  Okay I misunderstood that.  It looked like they were.


MR. SMITH:  One proceeding, four clients.


MR. SHEPHERD:  One proceeding.


MR. SMITH:  Four clients.


MR. SHEPHERD:  Okay so then I was right, so he prepared one piece of evidence and so I am asking is this the whole list of his consumer advocate clients, are there any more?


MR. BROEDERS:  I don't know.


MR. SMITH:  We will ask him if other than these actually two proceedings and four clients there are others.


MR. SHEPHERD:  Okay.


MR. MILLAR:  JT1.50.

UNDERTAKING NO. JT1.50:  TO CONFIRM NUMBER OF CONSUMER ADVOCATE CLIENTS OF UNION'S WITNESS MR. FETTER


MR. SHEPHERD:  And that's my questions.


MR. MILLAR:  Thank you Mr. Shepherd.  Who wants to go next?


MR. WOLNIK:  I have two quick questions.


MR. MILLAR:  Mr. Wolnik, why don't we get those out of the way?

Questions by Mr. Wolnik:


MR. WOLNIK:  The first one relates to the response to J.B-1-13-2.  It talks about a 36-inch valve replacement program, or at least for replacing the existing valve.  I'd asked a little bit more information about that, and the response was that there was no additional revenues associated with that expenditure but there was some efficiencies in terms of pressure loss.


There was also a chart provided that showed the throughput at that Great Lakes location, and also provided a reference to some TransCanada evidence.  I don't know if you have had a chance to look at it or not, but it shows declining throughput on TransCanada to that location.


So I was just trying to better understand the benefit of replacing that valve, given the declining throughput and I'd ask for some specific pressure information, pressure loss, and if there was also, if there was any curtailment of any flows on the peak day that was referenced in the original IR.


MS. CUMMINGS:  In the interest of being responsive to the question, I do have a response to each of those questions however the breadth of depth beyond my initial response will be somewhat -- will be very limited.


MR. WOLNIK:  Okay, if you have response to question I won’t ask any follow-up.


MS. CUMMINGS:  I can certainly share what I have gathered for part (a).


For part (a), no, there is no additional rationale than what has been provided in the evidence to replace the valve at this time.   However, as per response to J.B-8-10-3(b), expected throughput efficiency is gained when Great Lakes volumes are high.   Response to (b):  There is no actual information available through engineering calculation.


However, the estimated pressure drop across the controllers on February 18th was approximately 18 kilopascals.


For (c), no demand was curtailed as a result of this pressure bottleneck.


And (d):  Peak flows during 2008 to 2011 were consistently between 45 and 55,000 and 10-cubed M-cubed per day, which is consistent with the February 18th 2011 day referenced.


MR. WOLNIK:  Thank you.  I have one more question on number 4 dealing with hysteresis.  By chance, is that something you are able to respond to or is that something Mr --


MS. CUMMINGS: I’m sorry, which --


MR. WOLNIK:  My question number 4, dealing with hysteresis.


MS. CUMMINGS:  1-13-4?


MS. CUMMINGS:  Yes the original IR was J.D-16-13-1.


MS. CUMMINGS:  I have a note that panel 3 was prepared to answer that question.


MR. WOLNIK:  That's fine, thanks.  That's all my questions.


MR. MILLAR:  Thank you.  Before we continue I'd just like to do a time check. I suspect the court reporter could probably do a break soon and I get the feeling we more than a few minutes before conclude.  Mr. Thompson, how much do you have?


MR. THOMPSON:  Well, I have done a calculation here.  I think I have eight questions and I can -- I will stick to my script, and so I probably could accept undertakings, so I am guessing 10 minutes.


MR. MILLAR:  Mr. Gruenbauer, five minutes?


MR. GRUENBAUER:  Yes.


MR. AIKEN:  I am down to about ten questions, some of which could be undertaking responses.  So maybe ten 15 minutes.


MR. MILLAR:  Did I miss somebody?


MS GIRVAN:  Five for me.


MR. BRETT:  Five minutes.


MR. MILLAR:  So we still have a good -- we have more than half an hour.


MR. NADEAU:  No questions from TransCanada Energy.


MR. MacINTOSH:  Five to ten minutes for me.


MR. MILLAR:  We are going to need to take a break sometime, and I suggest we take it now we will do one final push and get ourselves out of here.  We will come back at quarter to.


--- Recess taken at 5:38 p.m.

--- On resuming at 5:51 p.m.

MR. AIKEN:  I am going to be referring to the questions that were filed, the LPMA questions on the 28th, and I am starting with question number 3 under rate base.  So this refers to Exhibit J.B-4-1-, and in that response it says that the average cost of gas is 537 a GJ.  My question is:  Which QRAM price is at 537?


MR. BROEDERS:  January 2011.

MR. AIKEN:  The next question, J.B-4-2-1 and Exhibit B3, Tab 2 schedule 2; if you'd just turn up the interrogatory response.  Line-pack gas has been moved from gas and inventory to property plant and equipment, and Union proposes to fix the value of the line-pack gas at the prevailing WACOG at the time the quarterly revaluations end.  Union also proposes to keep the line-pack gas recorded at historical cost as of December 31st 2012.  So my first question is, based on the date of December 31st 2012, would the WACOG from the October 1st, 2012 QRAM or the January 1st, 2013 QRAM be used as the quote-unquote prevailing WACOG at the time the quarterly revaluations end?

MS. ELLIOTT:  It would be the October 1st QRAM.

MR. AIKEN:  The second part of the question is:

"Please indicate where the base line-pack gas has been included in Exhibit B3, Tab 2, schedule 2", and "Please also indicate the value of this base line-pack gas included in the PP&E for the 2013 test year in the updated evidence and the QRAM price that this value is based on."


MR. BROEDERS:  Line-pack gas is not in that schedule.  It's still in the gas in inventory line in the working capital.  So from an accounting perspective we have it in our property plant and equipment, when we go to our rate base calculation we reclassify it back to the gas in inventory line.

MR. AIKEN:  Okay so that's why I couldn't find it there.  And then, so what is the value.

MR. BROEDERS:  It would be at the January 2011 QRAM.

MR. AIKEN:  What is the total dollar value we are talking about?  Because my understanding is this base line-pack gas is a portion of your total line-pack gas? I am happy to have it as an undertaking if that would be better.

MR. SMITH:  Well let's just see what we have.

MR. AIKEN:  And what time do you want to leave here tonight, Crawford?

MS. ELLIOTT:  It's about $7 million.  We just looked at in a response to a Board Staff interrogatory.

MR. BROEDERS:  The total of the gas in inventory line would be about 9.4 million, sorry.

MR. AIKEN:  Yes I assumed it was.  The next question is on J.B-4-15-1, and there are some variances shown there with the total.  Lines 1 through 7 don't add up to the figure shown on line 8.  Can you provide a corrected version of this --


MR. BROEDERS:  Line 1 should have the number 19 as the variance.

MR. AIKEN:  Positive or negative?

MR. BROEDERS:  Positive.

MR. AIKEN:  Okay.  My next set of questions for this panel are on cost of service, so issue D.  The first one is on Exhibit J.D-1-2-6, attachment 2.  can you please confirm that the OM&A per customer of 34,647 shown for 2008 should be 24,647?


MS. CUMMINGS:  Yes, confirmed.

MR. AIKEN:  Next question is on J.D-2-2-2, I am just trying to find it here.  The response indicates and also this refers to Exhibit D-1, tab 7, table 2, the response to the interrogatory indicates that the 2013 depreciation expense of 2.44 million is not based on any depreciation study. So my question is, can you please provide the depreciation rates used in the calculation of the 2013 depreciation expense for each line item shown in table 2 of Exhibit D1, tab 7.

MS. ELLIOTT:  The supply chain costs are amortized over five years.  The HR internal controls and treasury costs are all amortized over ten years.

MR. AIKEN:  Okay, thank you.  The next question is J.D-9-2-2.

"Please explain why and how the total variable pay has been consistently above the total variable pay available at 100 percent payout."


MS. CUMMINGS:  The variable pay exceeded 100 percent of our targets because overall performance on an aggressive of all the measures exceeded 100 percent of the targets.

MR. AIKEN:  No comment.  The next question references J.D-12-2-2:

"Has Union reflected the potential cancellation of the provincial corporate tax reduction in the updated revenue requirement and deficiency calculations?  And if not, does Union propose to adjust the revenue requirement and deficiency to reflect the increase of about 2.1 million for income taxes?"


MS. ELLIOTT:  No to both questions.

MR. AIKEN:  My next question is on Issue O, other issues.  First question references J.O-2-2-1.  Can you separate the $543,000 impact into the M2 and 10 component, or give me a rough ballpark?


MR. BROEDERS:  M2 would be 339,000, Rate 10, 150,000.  And that totals the 542,000.

MR. AIKEN:  Thank you.  Next question, Exhibit J.O-2-2-2, attachment 1.  What are the sources for the salary and wage increases shown attachment 1?

MR. BROEDERS:  The salary assumptions come from Towers Watson.

MR. AIKEN:  And then the follow-up to that is:  Why are there no figures shown for 2012 and '13 in the March 2012 columns?  And, please provide the forecast for 2012 and '13 from the latest forecast from the sources -- I guess it would be Towers Watson -- and provide the date of the forecast.

MR. BROEDERS:  The assumptions weren't shown because we did not have a budget process that kicked off at the beginning of the year, due to the detail we already have for 2013.  But Towers Watson -- we have a letter from Towers Watson dated April 24th that was submitted in J.D-9-2-4, which has the same assumptions.

MR. AIKEN:  Sorry, that was J.D-9-2-4?

MR. BROEDERS:  That's correct.

MR. AIKEN:  Okay, thank you.  And question 3 in this area, Exhibit J.O-3-3-1(a).  Can you please explain the significant drop in total appointments shown in there between 2007 and 2011; and secondly, does Union expect the number of total appointments in 2012 and '13 to approximate the levels recorded in 2010 and '11?


MR. CANNIFF:  Prior to 2009, work for the field utility services representatives was planned partially in the district offices and partially in the centralized planning and dispatch offices.  This creates some inefficiency in the way work was planned and contributed to higher level of missed appointments.


In 2009 an initiative was undertaken to centralize all planning for this workforce, resulting in a drop in the number of missed appointments. Union does expect the levels recorded in 2010 and '11 to continue into '12 and '13.

MR. AIKEN:  I really wasn't asking about the missed appointments.  I was talking about the total appointments.  They go from more than 20,000 in 2008 to a forecast of 3,200 -- sorry an actual of 3,200 in 2011.

MR. CANNIFF:  The second, the missed appointments, is a subset of appointments met within four hours.  So it falls out of that.  So you can see 89 percent, so we were missing 10.6 percent which was equivalent of 20,000, and in 2009 we only missed 4 percent, which was 1,000 missed and then so on.

MR. AIKEN:  Oh okay, okay, thank you.  Those are my questions.
Further Questions by Ms. Girvan:


MS. GIRVAN:  I will go.  Thanks. I did submit some questions very quickly, I will be very brief, this is with respect to JD-1-5-3, and I think Jay may have covered part of this off but it's the budget for contract services, and for 2013 -- I will wait for you to get it.  Okay.  Contract services at 66.37 million in 2013 and in 2007 it was 52.3.  The question is what has caused this cost category to increase well above inflation; are there new services or expanded services being contracted for?


MS. CUMMINGS:  So I mentioned in the previous question we were asked for the detail the significant increase in contract services, the significant increase in contract services has been related to inflation approximately 3.9 million for line locates and approximately 6.5 million for integrity spending.

MS. GIRVAN:  Are those new services, or just increase in contract?  It is just a significant variance, that's all?


MS. CUMMINGS:  I think we have seen increases in our line locates because of the efforts towards the One Call initiative and the call before you dig and in integrity spending, those costs are detailed in Doug Alexander's evidence as to what constitutes that 6.5 million.

MS. GIRVAN:  Thank you.  And in J.D-1-5-5, this is about the reduction in affiliates services and the associated costs.  The comment in the answer is that change over the period 2007 to 2010 is not a trend that can be expected to recur in subsequent periods.

MS. ELLIOTT:  So the single biggest change in affiliate services in that period was a result of the reorganization of Duke Energy and the spinoff of Spectra Energy, so that caused a shift in what was affiliate services versus what was internal costs.  That happened in 2007 and it has basically been sustained since then.

MS. GIRVAN:  Okay.  And then there is one more in this section, J.D-7-5-2.  This is about the ETIK initiative.


The evidence states that proposed spending for other CGA ETIK members are still being developed.  I would like to know when that will be determined, and how much Enbridge is contributing in the years 2011 to 2013.

MS. CUMMINGS:  Union is not aware of when other ETIK members will be -- when their specific spending commitments will be will be completed and we cannot speak specifically to Enbridge's ETIK contribution plans.

MS. GIRVAN:  Is there any way you could find that out?

MR. SMITH:  We can make an enquiry of Enbridge and who knows what they will say.

MS. GIRVAN:  Okay, all right, thank you.

MR. MILLAR:  JT1.51.
UNDERTAKING NO. JT1.51:  TO PROVIDE ENBRIDGE'S ETIK CONTRIBUTION PLANS


MS. GIRVAN:  And just one last clarification on the evidence.  If you can turn to Exhibit A-2, tab 1, schedule 1, and it's the exhibit about the deficiency.  Drivers of the deficiency, components of the deficiency.  A 2, tab 1, schedule 1.

MR. BROEDERS:  I think I have it.

MS. GIRVAN:  It’s a 30-page document.  Page 3, and under compensation is the driver, the number there is 59 million so it's an increase of 59 million.


And I am trying to reconcile that number, and if you turn to page 28, there are two numbers there that I am trying to reconcile with the 59 and I will wait for you to get there. So there are two elements in the compensation referred to on page 28.  One is HR costs, and it says it increased 41.6 million between 2007 and 2013; do you see that, on page 28 at the top?


MR. BROEDERS:  The 41.6; yes, I see it.

MS. GIRVAN:  Yes, okay.  So I have that number, and down further it says the pension and benefits have increased from 55.6 to 81.1, which the difference there is 25.5 million.  Do you see that?  So I am just trying to reconcile what I see on that page 28 of a difference of 67.1 million versus the 59 million on page 3.  And you can take it away if you want.

MS. CUMMINGS:  I think we are going to have to take that one away.  It's getting late.

MS. GIRVAN:  Thank you, those are all my questions.

MR. MILLAR:  JT 1.52.

UNDERTAKING NO. JT1.52:  To reconcile the difference in pension and benefits on page 28 and page 3


MR. MILLAR:  Who is next?  James, do you want to go?

Questions by Mr. Wightman:


MR. WIGHTMAN:  Sure.  Okay, first question references J.B-1-1-2.  It's actually (b) and (c).   It's about the Owen Sound line, and your evidence said that you first identified integrity concerns with this line in 2003 and you fixed it piecemeal and now you have to spend some more bucks.


I was wondering if you could -- if we have somewhere in the evidence or you could provide the total amount spent to address these issues in the piecemeal fashion or whatever from 2003 to 2011 inclusive?

MS. CUMMINGS:  It was too close, sorry.  The costs that were incurred between 2003 to 2011 from an O&M perspective it was 2.093 million, and for capital it was 4.842 million.  I will put the caveat around the 4.82 that does include the cost to make the line capable so we will need to subtract that cost of 2.6 million.

MR. WIGHTMAN:  My next question is -- the reference is J.B-1-3-4(a), and you provided a sensitivity estimate in response to an Energy Probe interrogatory where you gave the combined revenue requirement and deficiency impacts of 1,000 residential adds and ten commercial adds.  Could you separate those?

MR. BROEDERS:  One thousand residential additions would have a revenue requirement of about 179.6 thousand, and a decrease to the deficiency of 36.1 thousand.  Ten commercial additions would a revenue requirement of 1.8 thousand and decrease to the deficiency of 8.9 thousand.

MR. WIGHTMAN:  Thanks.  Next question is J.B-1-15-1, and this IR was asking about the stronger Canadian dollar and its impact on the cost of capital assets.  And my reading of your response, my interpretation is that you focused mainly on the sort of the dampening of demand, and lowering growth.  I was just wondering if there were any offsetting impacts of a stronger Canadian dollar in terms of reducing spending on plant equipment and machinery sourced in the U.S. because of the stronger dollar, the idea being that that presumably should save you some money, I am wondering if you have captured that impact of the stronger dollar.

MR. BROEDERS:  At the end of the response we indicate that capital spending for 2013 is expected to be 5.6 million lower than it otherwise would have been.

MR. WIGHTMAN:  That is -- but that's -- is that the impact of cheaper plant equipment and machinery you are buying in the States, or is that the overall impact?


MR. BROEDERS:  That's taking a look at our estimated U.S. dollar plant purchases and multiplying it by the difference in the exchange rate.

MR. WIGHTMAN:  Great.  Next question is J.D-1-4-1, attachment 1.  2010 budget iterations and the question is just about the first page of that.  You start with the June 5th, 2009 budget then you have chronological adjustments, and then you end earlier at February 2009 budget.

MS. CUMMINGS:  That should be a correction.  It should say February 2010.

MR. WIGHTMAN:  Thank you.  The next question, the reference is J.D-1-4-3(b) and you identified, you said there were 31 roles, I believe, eligible for the LTIP.  Was that number constant from 2007 to 2011?

MS. CUMMINGS:  We don't have that information.

MR. WIGHTMAN:  Could you provide it?

MS. CUMMINGS:  Yes, we can.

MR. MILLAR:  JT1.53.
UNDERTAKING NO. JT1.53:  to provide the number eligible for Ltip from 2007 to 2011


MR. WIGHTMAN:  Last question. J.D-3-4-2(a) and attachment 1, do you -- you told me that the interest rates applicable to intercompany loans were the same whether you were borrowing or lending.  Can you tell me the rate that is used for interest rate for intercompany loans?


MS. ELLIOTT:  We used the monthly average of 30-day bankers' acceptance.

MR. WIGHTMAN:  Okay.  And could you tell me in comparison with what you pay on customer deposits?  How do those compare in general?

MS. ELLIOTT:  We only pay three quarters of 1 percent on customer deposits.

MR. WIGHTMAN:  What would be a ballpark number for the 30-day bankers' acceptance.

MS. ELLIOTT:  I don't have that information.

MR. WIGHTMAN:  Okay, I don't think it's important enough to get it.  On attachment 1, can you confirm that all the affiliated transactions are captured with respect to gas transportation and storage among the affiliates.

MS. ELLIOTT:  Yes.

MR. WIGHTMAN:  Now are there any other financial transactions among affiliates that -- swaps or loans or sort of taking trading things like maybe options or whatever, something you might have called hedging before or speculative stuff.  Is there any of that kind of stuff going on?


MS. ELLIOTT:  No.

MR. WIGHTMAN:  Great, thank you.

MR. MILLAR:  Who is next?  Tom.
Further Questions by Mr. Brett:


MR. BRETT:  Okay, I will just get my three questions in here. Could you just look at Exhibit D1, tab 2, page 4; that's your evidence on payrolls and stuff.

MR. SMITH:  I am sorry, I was looking at your list of questions. Tom, sorry, where are you?


MR. BRETT:  This is -- I am at D1, tab 2, page 4, human-resources-related costs.  Does everybody have that one?

MS. CUMMINGS:  Yes.

MR. BRETT:  Okay, if you look at the third line there, you say that, talking about human resource cost of 61 million, increase between 2007 Board approved and 2013 test year forecast, and you talk about the drivers of that.  You note that the salary increases as a whole have increased 2012 over 2011 at 3 percent and 2013 forecast, 2013 over 2012 of three-and-a-half percent.  And prior to that you said that the salary and wage increases between 2008 and 2011.


What I'd like to know is what are the comparable numbers for 2008, '9 '10 and '11, to the 3.0 and the 3.5.

MS. CUMMINGS:  Sorry, we are just finding the interrogatory.  We can refer you to J.D-9-2-1.

MR. BRETT:  Okay; it has that information in it?

MS. CUMMINGS:  Yes.

MR. BRETT:  All right.  The second, the next question is with respect to your capital expenditures costs.  When you plan for expansions, either building additional pipe or putting in additional compressors or headers or meters, custody transfer equipment of various sorts, do you do the engineering work in-house or do you contract it out?  Or do you do both?

MS. CUMMINGS:  I believe it's a combination of both.  Mostly in-house, but I would have to confirm.

MR. BRETT:  Okay, I will ask you one other question on the extension of that.  When you actually move from engineering into constructing, whatever the pipe is or constructing the meter station or actually putting the compressor into place, do you use your own people in-house to do that construction work?  Or is that contracted to third parties?

MS. CUMMINGS:  Construction of equipment pipeline assets would be a combination of both.

MR. BRETT:  Roughly for engineering and for construction separately, what would you estimate the percentages would be in-house versus outside?  I take it they would be a bit different.  My hunch would be more of your engineering is done in-house and less outside, and your construction would be likely done more outside, less inside; can you give me any further guidance on that?


MS. CUMMINGS:  I tend to agree but I have nothing to support that.

MR. BRETT:  Sorry?

MS. CUMMINGS:  I would probably agree with you but I don't have the data to support that, so if you'd like us to...

MR. BRETT:  Would it be possible to give me an undertaking on that?


MS. CUMMINGS:  We can validate that.

MR. MILLAR:  JT1.54.
UNDERTAKING NO. JT1.54:  TO ADVISE ON ENGINEERING WORK DONE IN-HOUSE VERSUS OUTSIDE


MR. BRETT:  Thank you very much.  Turning to your costs of capital -- and you discussed this briefly with Mr. Shepherd -- my question is actually quite a general one but it does touch on, it's based on an answer.  It is based on a paragraph that you read to Mr. Shepherd from the DBRS report, the first paragraph you read him.  Not based on it, it derives from it.


My question is, everything else being equal, is it your view that the more the utility company progresses into non-regulated businesses, has non-regulated assets, and is doing non-regulated business activities, the riskier the utility corporation is viewed to be by the people that do the rating reports, everything else being equal?

MR. BROEDERS:  It really depends on the activity that the non-regulated operations would be.  So other than that, I couldn't comment on what the rating agencies would interpret as risky or not risky, or comparing risk versus other regulated operations.

MR. BRETT:  Okay.  And this isn't a cross-examination so I am not going to try and put you on the spot, but as I recall, that paragraph you read to Mr. Shepherd - and I realize that he was reading it to you for a different purpose; and it's not my -- that's not my interest.

My interest is, I think, in the response that you read out from the DBRS, there was a statement that said, effectively, in light of the increasing non-regulated aspects, increasing non-regulated assets or activities that the utility is involved in -- and it went on from there to talk about the need to have a -- the need to -- that that in itself, that trend, if you like, was a rationale for thinking carefully about the debt/equity ratio; is that a fair paraphrase of what he was trying to say?

MR. SMITH:  I think if you want to put that proposition to the witness, we should maybe turn up the document.

MR. BRETT:  Yes.  I don't have it in front of me, but that's why I was going by memory.

Maybe -- do you have it?  Do you have the DBRS report in front of you?  And would you be able to find the paragraph that you first read back to Mr. Shepherd?

I don't want to make too much of this, but I just --


MR. QUINN:  Jay's reference was J.E-2-15-3.


MR. BROEDERS:  Thank you.


MR. BRETT:  Sorry, I apologize for not having that in front of me.  I didn't anticipate asking a question in this area, actually.


MR. BROEDERS:  Now that I am looking at it, what was the question?  I'm sorry.

MR. BRETT:  The question was could you read back the - the question was the author of the report made a reference in that first paragraph that you read back, to non-regulated aspects of the utility's business.

MR. BROEDERS:  So when DBRS looks -- sorry, I will read the sentence first.

"DBRS views the company's current 64 percent debt level target as rather high, given its rising non-regulated business exposure."

MR. BRETT:  All right.  That's fine.


That's all I wanted to -- that was the reference I was thinking of.

So I guess my own -- what I took from that is that -- and perhaps you could just say whether you think I -- whether you agree.

What I took from that, one of the things I took from that was that to the extent that Union or a company like Union, to the extent that Union gets into the unregulated businesses -- as within the corporation, because -- within the utility enterprise, as the phrase goes, to the extent that the enterprise becomes -- has a larger and larger component of unregulated business than -- relative to a -- for want of a better word -- a pure utility which does no unregulated business, the risk increases, everything else being equal.

MR. BROEDERS:  As a non-regulated business increases, and again, depending on the type of operations, but the statement would tend towards the risk is increasing as a result of non-regulated.

But DBRS is rating the total company, and so you have this risk, and then you have to look at all the other metrics, realizing that it's total company.

MR. BRETT:  I agree.  That's why I said everything else being equal.

Okay.  Those are my questions.

MR. MILLAR:  Peter, do you want to go?

MR. THOMPSON:  Am I the only thing standing between you guys and dinner?

MR. SMITH:  And a whole lot else.

[Laughter]

Further Questions by Mr. Thompson:


MR. THOMPSON:  Okay.  Well, we can smell the barn here, so I am going be quick.

And referring to the questions I circulated yesterday, the first one that for your panel, I believe, is No. 1 here, but it refers to J.B-1-14-6 and -7.

And this was a question where we were looking at your capital spend versus the 313 million approved for recovery in rates for 2007.

And the information that we were seeking in these two questions was the full-year revenue requirement impact of a reduction in capital spending in 2013, of 275 million, which is what we calculate the average underspend to be for five years.  We estimate it at 55 million per year.

And so my question, then:  Can you give me the revenue requirement, full-year revenue requirement impact of a reduction in capital spending of 275 million?

MR. SMITH:  Is it a reduction to 275 million, or a reduction of 275 million?

MR. THOMPSON:  Reduction of 275 million.

MR. BROEDERS:  A lot of assumptions would have to go around the capital spending, but if I just assume that you are referring to the 275 million as a reduction to rate base, then the approximate pre-tax return for our rate of return is about 10 percent.

Multiplying that by the 275 million shown here would be a reduction of about 27.5.

MR. THOMPSON:  All right.  Thanks very much.

Now, the next one, I believe, is at No. 7.  I think Mr. Shepherd covered this.

This refers to Exhibit J.D-8-1-1, and it's talking about the unredacted document, and I believe that's a reference to the Towers Perrin report.

And you are taking under advisement, as I understand it, whether you are going to file the complete report with the Board and follow the confidentiality process?

MR. SMITH:  Yes.


MR. THOMPSON:  No. 8 is the tax return, and there has been discussion on that, so I won't repeat that.


No. 9 deals with cost of capital, and it refers to Exhibits J.E-2-12-1 and J.E-2-2-2(e).  These are interrogatory responses provided with respect to risk.

And in this information, you indicate that -- Union indicates that its proposal to increase its equity level to 40 percent is not based on changes in risk.

Just stopping there, have I got that straight?

MR. SMITH:  Have you read the words correctly?  Yes.

[Laughter]


MR. THOMPSON:  Okay.  I will take that as a positive development.

And my question is to clarify whether Union accepts that its financial -- this is the utility accepts that its financial and business risk have either remained unchanged or have declined since they were last analyzed by Dr. Paul Carpenter of the Brattle Group.

MR. SMITH:  We will take that by way of undertaking.

MR. THOMPSON:  Thank you.

MR. MILLAR:  JT1.55.
UNDERTAKING NO. JT1.55:  TO CONFIRM IF UNION ACCEPTS THAT ITS FINANCIAL AND BUSINESS RISK HAVE EITHER REMAINED UNCHANGED OR HAVE DECLINED SINCE LAST ANALYZED BY DR. CARPENTER OF THE BRATTLE GROUP.

MR. THOMPSON:  The next one is 10.  I am putting it to you folks because it refers to a presentation that -- it was attached to Exhibit J.F-2-5-1.

This is a slide presentation to the board of directors, and at slides 5 and 6, there was rate impact information presented for a number of rate classes and typical customers within those classes, and my question is:  Can the slides be modified to show the rate impacts in a scenario where the revenue deficiency for 2013 is zero?


What we are interested in obtaining is a presentation of this nature that will separate the impact of the cost allocation and rate design changes Union is proposing from the revenue deficiency amount being requested in 2013.  Can that be done?

MR. BROEDERS:  I am going to have to defer that to the fourth panel.

MR. THOMPSON:  Sorry, that's panel 4; thank you.  So the next one will be for panel 4.  Number 11 will be for panel 4 as well, then.


Now, number 12 on our list deals with the benchmarking studies that have been --unredacted copies were circulated under the auspices of the confidentiality undertaking that we and others signed.  These are materials that are referred to in Exhibit J.0-4-1-11, and I see today you have sent this a letter seeking confidentiality protection for those documents.


My question is can you identify in each of the AGA studies that are filed and in the public service electric and gas study that has been filed, first of all, the AGA study, the participants are identified by letter and in the second one they are identified by number, and I guess I should say:  Would you identify at this stage in confidence the letter that refers to Union and the letter that refers to Union in these studies?


MR. SMITH:  We will do that.  I had actually thought that we had, so we will identify which party is Union.

MR. CANNIFF:  I have that information.

MR. SMITH:  Okay, there you go.

MR. CANNIFF:  For all AGA distribution studies Union is company AD, as in David for the AGA transmission KPI study, Union is company F as in Fred and for the PSG&E, Union is company number 11.

MR. THOMPSON:  Thank you.  The next is number 13.  This refers to Exhibit J.0-4-4-2 where there is some discussion as to the contributors to the overearnings that were achieved in 2008 to 2011 and one of the factors there is favourable weather.  We asked whether you could provide the extent to which the overearnings in each of the years 2008 to 2011 - and they are shown in Exhibit J.E-3-5-1 - are attributable to favourable weather; could that be done by way of undertaking?  Or if you have it now, by all means give it to us.

MR. BROEDERS:  Sorry, I just want to check the reference to see if I am talking pre-tax or post.

MR. THOMPSON:  The reference we are talking about, it would be before taxes like -- it's revenue sufficiency that those numbers refer to.

MR. BROEDERS:  Thank you, that helps.  2008 was favourable by 7 million, 2009 favourable by 4 million.  2010 and 2011 were warmer.

MR. THOMPSON:  So are those negative numbers, then?


MR. BROEDERS:  Yes.

MR. THOMPSON:  Could you give me the numbers?

MR. BROEDERS:  13 million for 2010, three-and-a-half million for 2011.

MR. THOMPSON:  So on balance your overearnings for the entire period are not attributable to favourable weather?  In other words, the deficiencies exceed the sufficiencies?  That's what I understand you to be telling me.  Eleven is less than 16.5.

MR. BROEDERS:  Yes.

MR. THOMPSON:  Okay so with that in mind, could I ask this with respect to J.O-4-4-2?  I think there are three factors identified in that interrogatory response that contributed to these overearnings shown in the J.E-3-5-1.  Could you by way of undertaking identify in each year the amount attributable to each of the three factors, you have done it now for weather, I am just now trying to get the other pieces filled in.  I take it from your answer that weather on the whole was contributing to that level of overearnings but on the whole it's not?  Do you understand what I am getting at?


MR. SMITH:  We will do that by way of undertaking.

MR. MILLAR:  JT1.56.
UNDERTAKING NO. JT1.56:  IN J.O-4-4-2, TO IDENTIFY FOR EACH YEAR THE AMOUNT ATTRIBUTABLE TO EACH OF THE THREE FACTORS that contributed to overearnings


MR. THOMPSON:  The document in question 14, J.O-15-1.  I believe Mr. Shepherd has referenced that, so I am done.  Thank you so much.

MR. MILLAR:  Thank you Mr. Thompson.  I think, Jim, did you in fact have something?

MR. GRUENBAUER:  I just wanted to get it out on record that Mr. Ripley advised me earlier that I think the questions I had for this panel will in fact be addressed by Mr. Wood tomorrow on panel 3.  Is that right?


MR. RIPLEY:  Correct.

MR. MILLAR:  Mr. MacIntosh, did you still have something?

Questions by Mr. MacIntosh:


MR. MacINTOSH:  Thank you.  Turning to our questions that we filed.  Question 5.  Please comment on the requirements of the arc regarding service level agreements in light of this response and that response was J.D-2-3-1, part (b).

MS. ELLIOTT:  Yes.  The arc requirement requires that we maintain up-to-date records and provide the information as may be requested, but there is no requirement for us to file our service-level agreements with the Board.

MR. MacINTOSH:  So you file them if requested by the Board?

MS. ELLIOTT:  We make them available if the Board requests them, but we don't file them, no.

MR. MacINTOSH:  Can you compare that to the process and procedures followed by Enbridge Gas Distribution?


MS. ELLIOTT:  I can't speak to what Enbridge does.

MR. MacINTOSH:  Next question, number 6, and that reference is J.D-2-3-2.  Has the Board approved the corporate cost allocation methodology now being used by Spectra to allocate costs such as SAP to affiliates?


MS. ELLIOTT:  The Board did approve or methodology for allocating affiliate costs in EB 2005-0520, not specifically related to the SAP costs because those are new costs but we are using the same methodology as was presented in that hearing.

MR. MacINTOSH:  Is Union requesting any approval of its methodology and cost consequences in this proceeding?

MS. ELLIOTT:  We are requesting approval of the cost consequences to the extent that we have included those costs in the revenue requirement calculation for 2013.

MR. MacINTOSH:  Is the full methodology in evidence and has it been independently reviewed?


MS. ELLIOTT:  The last time we filed the full methodology was in EB-2005-0520.

MR. MacINTOSH:  Thank you.

MS. ELLIOTT:  And that was independently reviewed at that time.

MR. MacINTOSH:  Thank you.  Next question, reference, J.D-9-3-1, attachment 1.

MS. CUMMINGS:  I have that.

MR. MacINTOSH:  For the data provided on pages 1 to 6 of attachment 1, please graph the dollars per FTE for the five categories of employee average yearly compensation from 2007 to 2013.

MS. CUMMINGS:  I believe we will have to send that in as an undertaking.

MR. MILLAR:  JT 1. --

MR. MacINTOSH:  I would think, yes.

MS. CUMMINGS:  Yes.  Can I clarify, though?  I do believe it's pages 1 through 7, just so I am clear.

MR. MacINTOSH:  Fair enough.

MR. MILLAR:  JT 1.57.

UNDERTAKING NO. JT1.57:  FOR THE DATA PROVIDED ON PAGES 1 TO 6 OF ATTACHMENT 1, TO GRAPH THE DOLLARS PER FTE FOR THE FIVE CATEGORIES OF EMPLOYEE AVERAGE YEARLY COMPENSATION FROM 2007 TO 2013.


MR. MacINTOSH:  Part (b) of that question:  Please provide the following data for the period 2007 to 2013:  Customer numbers; throughput volumes normalized; ratios of total compensation; O&M per customer and per M cubed; and average overall 2007 to 2013.

MR. SMITH:  Sorry, just a second.

Sorry, can you tell me, Mr. MacIntosh, what it is that you want clarified?

MR. MacINTOSH:  Well, we are looking at the ratios and so my next question would be asking for graph of those ratios.

MR. SMITH:  No, we are not going to do it.


MR. MacINTOSH:  And the final part of that question is:  Please provide a graph of the data on page 7 showing 2007 to 2013, total salaries and wages, O&M on the left axis, total benefits on the right axis, and total O&M expense left axis.

MR. SMITH:  Not prepared to do that.


MR. MacINTOSH:  Thank you.

The next question, reference J.D-9-3-2.  The question asks for the latest salary benefits comparison study.  Only benefits were provided in the response, with a reference J.D-9-2-4.

The Towers Watson compensation update, with that reference attachment 1, addresses base pay and short-term IB but not long-term IB and, hence, not total compensation.

Has Union undertaken or retained consultants to undertake a total compensation benchmark study?

MS. CUMMINGS:  No.  Union has not undertaken directly or retained consultants to do a total compensation benchmarking study for this rate application.

MR. MacINTOSH:  When was the last one filed with the Board?

MS. CUMMINGS:  The last one was filed with the OEB in March 2006 for the 2007 rate case.

MR. MacINTOSH:  Thank you.

Next question.

Reference J.E-1-3-1, attachment 1, and J.E-1-2-1, attachment 1.  Please confirm the second reference lists all senior debt issues and indicates issues that are redeemable but not callable and the estimated costs of redemption.


MR. BROEDERS:  The second reference lists all senior debt issues that are redeemable and indicates the estimated cost of redemption.  So the ones we can't redeem are not included in that list.

MR. MacINTOSH:  Thank you.

And the last part of that question:  Please list Union's preference share issues and indicate which are callable and/or redeemable, indicating those that have a rate reset feature and when that occurs.


MR. BROEDERS:  So if I can take you to Exhibit E3, tab 1, schedule 3, that shows what our preference shares are.  We have four.  There are three Class A and one Class B.  The Class A shares are redeemable at a premium of 10 percent.  They are at a par value of $50, so it means that we can redeem them at $55.


The Class B shares are redeemable once every five years, can be repriced at that time based on market or floating rate of 80 percent of Canadian prime.

MR. MacINTOSH:  Thank you.

Next question reference, J.E-2-3-1.  Please confirm that the differences between actual and deemed capital structure are due in large part to financing of non-utility asset operations.

Now, am I right that you covered that previously today?

MR. BROEDERS:  I honestly can't remember.

MR. MacINTOSH:  That was my problem, I thought.

MR. BROEDERS:  There are a few differences:  One of them is the non-utility business; another is that our equity structure that we have shown is on a deemed basis, and debt is only relative to what's included in rate base, which means that there are a number of financial accounts that are not included in it, like cWhIP and deferred pension costs.

You also have a difference in that the financial statements are based on December 31st balances but the deemed structure is based on a rate base calculation, which is the average of the monthly averages.  So there is no way to directly compare them.

MR. MacINTOSH:  Next part of that question:  What is the amount of total capitalization related to non-utility operations in 2007 to 2011, and reconcile that to total capitalization.

MR. BROEDERS:  I don't have the first part, and I can't do the second part, based on what I explained earlier.

MR. MacINTOSH:  All right. Moving to my last question.

J.E-2-3-6, attachment 1.  Are the ratings shown in the attachment based on the latest ratings for Gaz Métro, Union, and Enbridge Gas Distribution?

MR. BROEDERS:  Yes, those are the latest ratings.

MR. MacINTOSH:  Please provide a copy of the summary rating discussions for these three utilities.

MR. BROEDERS:  Union's latest credit rating can be found in J.E-2-15-3.  Union does not have the credit rating reports for the other entities.  They are not necessary to obtain the credit ratings, you can just create an account on the rating agencies and get the ratings.  So we do not have the reports for the other entities.

MR. MacINTOSH:  Thank you. Enbridge and Union are rated as A by DBRS, despite having the lowest deemed equity ratio. Why is this the case and why are S&P ratings relatively lower than DBRS?

MR. BROEDERS:  As discussed in J.E-1-1-2, DBRS does have that assumption about Union's thickness increasing over time.

Other than that, I don't know all the factors that DBRS uses to come up with the rating.

I know for S&P, the rating is less because S&P rates Union based on the parent, Spectra Energy.  But, beyond that, I don't know if there are other factors that have changed the rating.

MR. MacINTOSH:  Thank you, those are my questions.
MR. MILLAR:  Thank you, David. I think that is everything.  Thank you all, especially the witnesses and the court reporter. And we will see you in a couple hours.


--- Whereupon the conference adjourned at 6:50 p.m.

87

