
 

P. O. Box 2001, 50 Keil Drive North, Chatham, ON, N7M 5M1  www.uniongas.com 
Union Gas Limited 

 
 
 
 
 
July 24, 2012 
 
 
 
 
Ontario Energy Board 
2300 Yonge Street 
Suite 2700 
Toronto, Ontario 
M4P 1E4 
 
 
Attention:  Ms. Kirsten Walli, Board Secretary 
 
 
RE: EB-2011-0210 – Union Gas Limited – 2013 Rates Application – Day 5 

Undertaking Responses 
 
 
Dear Ms. Walli, 
 
Please find attached Union’s responses to the undertakings from Day 5 of the oral hearing 
for EB-2011-0210 with the exception of J5.1. 
 
 
Yours truly, 
 
[original signed by] 
 
Chris Ripley  
Manager, Regulatory Applications 
 
 
cc:   Crawford Smith, Torys 
 EB-2011-0210 Intervenors 
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UNION GAS LIMITED 

 
Undertaking of Mr. Aiken 

To Mr. Broeders 
 
Please calculate actual equity component. 
------------------------------------------------------------------------------------------------------------------- 
 
The actual equity components are at a point in time and for the total company (regulated and 
unregulated business). 
                                                December 2011                 June 2012 
Preference shares           2.85%                          2.96% 
Common equity                33.29%                        36.50% 
Total                                36.14%                         39.46% 
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UNION GAS LIMITED 

 
Undertaking of Mr. Brett 

To Mr. Broeders 
 
Please file undertakings given by Spectra to the OEB or Government in the context of assessing 
the risk of Union Gas, with reference to Standard & Poor’s report filed at Exhibit A3, Tab 6. 
------------------------------------------------------------------------------------------------------------------- 
 
Please see the Attachment. 
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UNION GAS LIMITED 

 
Undertaking of Ms. Taylor 

To Mr. Broeders 
 
Please restate the tables to show situation at 36 percent and 40 percent. 
------------------------------------------------------------------------------------------------------------------- 
 
The attached schedule shows Union’s capital structure proposed to finance the 2013 utility rate 
base at 40 percent common equity and what the capital structure would look like at 36 percent 
common equity. 
 
The capital structure is established to finance utility ratebase to arrive at the cost of capital 
included in the test year revenue requirement.  Utility ratebase for 2013 as per the settlement 
agreement is $3,713,887,000.  The proposed capital structure is: 
 
·         40 % common equity; 
 
·         the utility portion of preferred shares; and 
 
·         the utility portion of the long term debt 
 
.         the balance is short-term debt. 
 
In the proposed case the long-term debt reflects Union’s actual long-term debt as at December 
31, 2011 plus a new issue of $100 million in October 2012. 
 
Adjusting to the 36% common equity scenario decreases the common equity component and 
increases the short-term debt component to balance.  In this case the resulting short-term debt 
maximizes the short-term borrowings requiring a long-term debt issue of $ 200 million in 
September 2013 to rebalance.   The resulting capital structure has a smaller negative short-term 
component than the proposed structure. 
 
The difference between Union's actual short-term borrowings and the amount included in the 
utility capital structure relates to the financing of items not included in rate base, these include 
construction work in process (CWIP), pension contributions in excess of amounts expensed. 
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EB-2011-0210
Settlement Agreement

Appendix B 
Schedule 3

 Requested
Line Cost Rate  Return
No. Particulars ($000's) (%) % ($000's)

(a) (b) (c) (d)
 

Per Settlement Agreement at proposed Common equity component of 40%

1 Long-term debt  2,234,597     60.17            6.53% 145,957        
2 Unfunded short-term debt (108,513)       (2.92)             1.31% (1,422)           

3 Total debt 2,126,084     57.25            144,535        

4 Preference shares 102,248        2.75              3.05% 3,117            
5 Common equity 1,485,555     40.00            9.58% 142,316        

6 Total rate base  3,713,887     100.00          289,969        

Per Settlement Agreement at assumed Common equity component of 36%

7 Long-term debt  2,289,139     61.64            6.47% 148,138        
8 Unfunded short-term debt (14,499)         (0.39)             1.31% (190)              

9 Total debt 2,274,639     61.25            147,948        

10 Preference shares 102,248        2.75              3.05% 3,117            
11 Common equity 1,336,999     36.00            9.58% 128,085        

12 Total rate base  3,713,887     100.00          279,150        

Long-term Short-term Preference Common
debt debt shares equity

13 Balance at 40% (Lines 1,2,4,5) 2,234,597     (108,513)       102,248   1,485,555     
14 Common equity reduction to 36% (Line 6, col (a) x 4%) 148,556        (148,556)       
15 Sept 2013 - $200 million long-term debt issue 54,542          (54,542)         

16 2,289,139     (14,499)         102,248   1,336,999     

Utility Capital Structure

UNION GAS LIMITED
Summary of Cost of Capital

Calendar Year Ending December 31, 2013
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UNION GAS LIMITED 

 
Undertaking of Mr. Millar 

To Mr. Broeders 
 
Please show how the interest coverage ratio of less than two for the regulated side was reached. 
------------------------------------------------------------------------------------------------------------------- 
 
The interest coverage ratio is calculated by dividing available earnings by the interest 
requirement.  Available earnings are defined as net income before long-term interest and income 
taxes.  The interest requirement is a pro-forma value of the long-term interest expense giving 
effect to new debt issues and any retirements.  i.e. it recognizes the annualized interest of debt in 
existence at the date of the calculation. 
 
Attachment 1 shows the interest coverage ratios calculated as follows: 
 
• 2010 & 2011 excluding the sufficiency and for actual results 
• 2012 & 2013 excluding the sufficiency/deficiency and for estimated results 
• 2013 assuming a 36% common equity component and 9.58% ROE 
• 2013 assuming a 37.25% common equity component and 9.58% ROE as proposed by SEC 

per K5.1 page 2 
• 2013 assuming a 36% common equity component and updated for the June ROE formula of 

9.10% 
 
Based on the capital structure and related return the only instance where the Utility company 
would be in a position to issue debt on its own merit is when the common equity component is 
40% since the interest coverage ratio is above the required 2.0.  Only by including the 
unregulated operations to supplement the utility business would Union be able to exceed the 
requirement. 
 
On an actual basis the regulated business was above the required 2.0 due to earning above the 
allowed ROE. 
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2010 2011 2012 2013 2013 2013 2013
Line Actual Actual Estimate J5.4 - 40% J5.4 - 36% K5.1 pg 2 - 37.25% 36% Equity
No Particulars ($000s) E6 T1 S1 E5 T1 S1 E4 T1 S1 Common Equity Common Equity Common Equity 9.10% ROE

(a) (b) (c) (d) (e) (f) (g)

1 Long-term debt 147,329 142,509 143,680 145,957 148,138 135,809 148,138
2 Unfunded short-term debt 1,074 1,312 1,679 -1,422 -190 1,946 -190
3 148,403 143,821 145,359 144,535 147,948 137,755 147,948

4 Preference shares 2,670 3,075 2,892 3,117 3,117 3,115 3,117
5 Common equity 109,765 104,488 107,391 142,316 128,085 132,532 121,667
6 112,435 107,563 110,283 145,433 131,202 135,647 124,784

7 Return 260,838 251,384 255,642 289,969 279,150 273,402 272,732

8 Add (deduct) unfunded short-term debt (Line 2) -1,074 -1,312 -1,679 1,422 190 -1,946 190

9 Increase return by income tax expense(1) 30,214 33,119 18,560 9,989 9,989 9,989 9,989

10 Adjust actual taxes for deficiency(sufficiency)(2) -13,707 -16,694 -1,527 14,232 9,361 (4) 10,883 (5) 7,164 (6)

11 Available Earnings based on approved/proposed capital structure (sum of Lines 7 to 10) 276,271 266,497 270,996 315,611 298,690 292,328 290,075

12 Regulated interest requirement(3) 143,152 141,135 144,596 144,134 151,520 151,520 151,520

13 Utility interest coverage ratio based on interest requirement (Line 11 / Line 12) 1.93                1.89                1.87                2.19                    1.97                    1.93                           1.91                

14 (Deficiency)/Sufficiency 44,069 62,449 11,963 -56,580
15 Actual Utility Available Earnings (Line 11 + Line 14) 320,340 328,946 282,959 259,031

16 Actual/Projected Utility Interest Coverage Ratio (Line 15 / Line 12) 2.24                2.33                1.96                1.80                    

Notes
1 Exhibit D1, Summary Schedule 1, line 7, columns (b), (c), (d) respectively

2013 - Settlement Agreement, Appendix B, Schedule 2, Line 13

2 Exhibits F6, F5, F4, Tab 1 Schedule 1, Line 6, column (a)
2013 - Settlement Agreement, Appendix B, Schedule 1, Line 6

3 The interest requirement gives effect to maturities and new issues to annualize the interest expense for debt issues that exist at the end of the period.  See Attachment 2

4 Adjusted for reduction in equity from 40% to 36% in line 5, 14,232 + (128,085 - 142,316) / (1 - 25.5%) * 25.5% = 9,361

5 Adjustment for reduction in equity from 40% to 37.25% in line 5, 14,232 + (132,532 - 142,316) / (1 - 25.5%) * 25.5% = 10,883

6 Adjustment for reduction in ROE from 9.58% to 9.10% in line 5, 14,232 + (121,667 - 142,316) / (1 - 25.5%) * 25.5% = 7,164
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UNION GAS LIMITED 

 
Undertaking of Mr. Millar 

To Mr. Broeders 
 
Please explain what portion is for preference equity is treated as debt versus equity by the 
auditors. 
------------------------------------------------------------------------------------------------------------------- 
 
With the change to US GAAP all of Union’s preference shares are classified as equity. 
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