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Friday, December 21, 2012

--- On commencing at 9:28 a.m.

MR. QUESNELLE:  Good morning.  Please be seated.

The Board sits today on the matter of an application filed by Union Gas Limited on April 13, 2012 under section 36 of the Ontario Energy Board Act for an order of the Board amending or varying the rate or rates charged to customers in connection with the sharing of 2011 earnings under the incentive rate mechanism approved by the Board, as well as final disposition of 2011 year end deferral account and other balances, as well as the approval of the disposition of the variance between the demand side management budget included in 2012 rates and the revised budget approved by the Board in EB-2011-0327.

The Board has assigned file number EB-2012-0087 to the application.

The Board has issued a series of procedural orders dealing with, among other things, the establishment and scheduling of a technical and settlement conferences.  In Procedural Order No. 3 dated August 15, 2012, the Board determined that it would address the issue of Union's treatment of upstream transportation revenues in 2011 as a distinct and preliminary issue in this proceeding.  A technical conference was held on August 21st, 2012 to allow parties to gain a better understanding of this issue and other matters included in the application.

The Board issued its decision on the -- an order on the preliminary issue on November 19th, 2012.  The settlement conference was held as scheduled in Procedural Order No. 5 on November 27th and 29th.  As a result of the settlement conference, a partial settlement was reached by the parties and, in accordance with Procedural Order No. 6, a settlement proposal was filed with the Board on December 14th.

The settlement proposal contains the terms of agreement on all issues except one.  The Board's decision and order on the preliminary issue required Union Gas to respond to the Board with a confirmation of the total amount of dollars pertaining to the upstream transportation optimization activities that would be subject to the Board-ordered revenue sharing arrangement.

Union's response to the decision and order on the preliminary issue proposed the establishment of an upstream transportation FT-RAM optimization deferral account.  That would be account number 179-130.  And Union proposed that the amount of FT-RAM net revenue that shall flow to ratepayers in account 179-130 should be $18.947 million.  This would be 90 percent of the FT-RAM revenue net of third-party costs, or $22 million, less compressor fuel and the UFG on Union's system of 0.948 million.

The other parties do not accept the reduction for a compressor fuel and UFG costs on Union's system of 0.948 million, nor do they agree with the proposed wording of the upstream transportation FT-RAM optimization deferral account order, number 179-130.

The Board has established today's hearing to allow for further examination of any unsettled issues, as well as Union's argument in-chief on those issues.  A further schedule for written submissions and intervenor -- from intervenors and Board Staff, as well as Union's reply, has also been established.

My name is Ken Quesnelle.  I will be presiding over today's proceeding.  With me on the Panel is Board member Karen Taylor.  I'll take appearances now.
Appearances:


MR. SMITH:  Thank you, members of the Board.  My name is Crawford Smith from Torys.  I appear as counsel on behalf of Union Gas, and with me to my left is Karen Hockin from Union Gas and to my right, Mark Kitchen, also from Union Gas.

MR. QUESNELLE:  Good morning.

MR. QUINN:  Good morning, Mr. Chair, Member Taylor.  I am Dwayne Quinn and I'm here on behalf of Federation of Rental-housing Providers of Ontario.

MR. QUESNELLE:  Mr. Quinn.

MR. DeROSE:  Good morning.  Vince DeRose on behalf of CME.

MR. QUESNELLE:  Mr. DeRose.

MS. SEBALJ:  Good morning.  Kristi Sebalj, Board counsel, and with me is Lawrie Gluck, the case manager.

MR. QUESNELLE:  Ms. Sebalj.  Mr. Smith, any preliminary matters you would like to discuss first?
Preliminary Matters:

MR. SMITH:  I just have a few preliminary matters, members of the Board.  As indicated in the opening remarks, you should have a settlement agreement filed by Union dated December 14th that reflects the outcome of the settlement conference ordered by the Board.  Just a couple of points with respect to that agreement.

As you indicated, with the exception of one issue, which relates to compressor fuel and unaccounted-for gas or UFG, which finds itself in three places:  item 2, which is at page 4/5 of the settlement agreement; item 19 at page 11; and item 23, which is at page 13.  And the issue relates to the appropriateness of Union's proposed deduction of fuel and UFG to arrive at the net margin of FT-RAM-related net margin to include in deferral account 179-130.

Other than that, the settlement agreement reflects a complete agreement on all issues.

The second issue with respect to the settlement agreement relates to the establishment of the account itself, 179-130, and as the Board indicated, that account is Union's response to the Board's orders contained in its decision dated November 19, 2012 on the preliminary issue.

As the Board will appreciate, Union took a different position than arrived at by the Board in its decision, and obviously Union's response and the proposed establishment of the account should be understood in that context and not more than that.

As I said, the response is set out in Union's letter dated November 26, and I wonder whether it might be appropriate to have that letter marked as an exhibit.

MR. QUESNELLE:  We can do that, Mr. Smith.

MS. SEBALJ:  Sure.  It's Exhibit K2.1.
EXHIBIT NO. K2.1:  Letter dated November 26, 2012 from Union GAS.

MR. SMITH:  And two items to draw to your attention, which I'm sure I'll talk more about in argument.  But the issues that I understand we will primarily be discussing are captured by item number 1 in the letter, which asks -- where the Board asked for confirmation of the amount of FT-RAM net revenue that would flow to ratepayers as a gas cost reduction.

Then the second issue, which again relates to fuel and UFG, is with respect to the wording of account 179-130.  The proposed accounting order is set out at appendix D of the letter.  And, with apologies, the pages are not marked.  But as I understand it, subject to my friend's comments, as we go through argument, the real issue here is the inclusion of the wording relating to the deduction for fuel costs set out in that proposed accounting order.

You should also have received, members of the Board, a letter from Union dated December 19th, 2012 which updates certain of the information in the November 26th letter.  I don't think it is going to be germane to any discussion here today, but the items relate to the allocation to the rate 25 rate class of FT-RAM optimization net margin and the amount of the refund to south sales customers.

You can see that set out on page 2 of the letter, and I wonder if that should be marked, as well.

MR. QUESNELLE:  Okay.  We can do that.

MS. SEBALJ:  It's Exhibit K2.2.
EXHIBIT NO. K2.2:  UNION LETTER DATED DECEMBER 19, 2012, UPDATING CERTAIN INFORMATION IN LETTER DATED NOVEMBER 26, 2012.

MR. QUESNELLE:  Thank you.

MR. SMITH:  Lastly, Members of the Panel, subsequent to the settlement conference, Union received questions from FRPO on December 7th and from CME on Monday and Tuesday of this week, seeking additional information with respect to the fuel and UFG.

And Union prepared and filed a letter containing answers to those questions yesterday, and I understand that you have a copy of that.  It should be a letter dated December 20th, 2012, from Ms. Hockin, with attachments.

And I would ask that that be marked, as well.

MR. QUESNELLE:  Thank you.  We have that.

MS. SEBALJ:  K2.3.
EXHIBIT NO. K2.3:  UNION LETTER DATED DECEMBER 20, 2012, CONTAINING RESPONSES TO QUESTIONS FROM FRPO AND CME.

MR. QUESNELLE:  Thank you.

MR. SMITH:  Thank you very much.  Members of the Board, I would like to ask Mr. Tetreault, Ms. Elliott and Mr. Isherwood to come forward and please be sworn to provide their evidence.
UNION GAS - PANEL 1


MR. QUESNELLE:  I might as well place it on the record now, Mr. Smith, or I will forget later, but the Board accepts and hereby approves the settlement as filed on December 14th.

MR. SMITH:  Thank you very much.  That is extremely helpful.

Greg Tetreault, Sworn


Pat Elliott, Sworn


Mark Isherwood, Sworn

Examination-In-Chief by Mr. Smith:

MR. SMITH:  Members of the Panel, the witnesses are well known to the Board so I will be brief, but starting first with you, Mr. Tetreault, I understand that you are the manager of rates and pricing for Union Gas?

MR. TETREAULT:  That's correct.

MR. SMITH:  And that you have held that position since 2008?

MR. TETREAULT:  That's correct.

MR. SMITH:  And that you have been employed by Union Gas since approximately 1998?

MR. TETREAULT:  Yes.

MR. SMITH:  And that you have an honours bachelor of commerce degree from the University of Windsor?

MR. TETREAULT:  Yes.

MR. SMITH:  And a geography degree from that institute, as well?

MR. TETREAULT:  That's correct.

MR. SMITH:  Ms. Elliott, I understand that you are the controller of Union Gas?

MS. ELLIOTT:  That's correct.

MR. SMITH:  And you have held that position since 2008?

MS. ELLIOTT:  Yes.

MR. SMITH:  And you have been with Union in positions of increasing responsibility for some time?

MS. ELLIOTT:  That's true.

MR. SMITH:  And you are a chartered accountant?

MS. ELLIOTT:  Yes.

MR. SMITH:  And you have appeared before this Board on any number of occasions?

MS. ELLIOTT:  I have, yes.

MR. SMITH:  Mr. Isherwood, I understand that you are the vice-president of business development, storage and transmission for Union Gas?

MR. ISHERWOOD:  That's correct.

MR. SMITH:  And that's a title that you have held since the beginning of this year?

MR. ISHERWOOD:  That's correct.

MR. SMITH:  And prior to that, you were the general manager, business development, storage and transmission?

MR. ISHERWOOD:  That's correct.

MR. SMITH:  A position you had held since 2010?

MR. ISHERWOOD:  Yes.

MR. SMITH:  And I understand that you've been with Union since approximately 1982?

MR. ISHERWOOD:  That's correct.

MR. SMITH:  And that you have a MBA and a bachelor of commerce degree from the University of Windsor?

MR. ISHERWOOD:  Yes.

MR. SMITH:  And an engineering degree from the University of Waterloo?

MR. ISHERWOOD:  That's correct.

MR. SMITH:  Just one brief question for the panel.  We have marked as Exhibit K2.3 the answers to the questions asked by FRPO and CME, and do you adopt those answers for the purposes of your evidence today?

MR. ISHERWOOD:  I do.

MR. SMITH:  Thank you very much.  Those are the questions I have in examination-in-chief.

MR. QUESNELLE:  Thank you, Mr. Smith.

Mr. DeRose I see you going for the mic.

MR. DeROSE:  Yes, if that is acceptable to the Board, I will go first.
Cross-Examination by Mr. DeRose:


MR. DeROSE:  Good morning, panel.  If I could, I would like to start with Exhibit 2.3, which are the questions and the answers that were filed late last night.

If I can take you to CME Question No. 1, it's eight pages and then there is attachment 1 and attachment 2 on page 9 and 10 of the package.

I would like to start with attachment number 1, which sets out your utility compressor fuel and UFG for the years 2007 through 2011.

Do you have that attachment?

MS. ELLIOTT:  Yes, we do.

MR. DeROSE:  And what I would like to start with is just to walk through with you and so that we can, for the Board Panel members, just understand exactly how your UFG and compressor fuel is both built into rates and adjusted through the QRAM process.

So I will start with that sort of at the 10,000-foot level.  We don't have to get into the nitty-gritty, I don't think.

But starting with line 1, you have 2007 Board-approved.  So with the compressor fuel, the costs, there is 53.6 million.  That was the Board-approved in base rates in 2007.  That's the starting amount that was initially baked into rates; correct?

MR. TETREAULT:  That's correct.

MR. DeROSE:  And for the UFG, if we move over on the same line 1, you have the 47.9 million.  Again, that is the same thing.  That's the starting point for the amount that has been baked into rates at the commencement of IRM; correct?

MR. TETREAULT:  That's correct.

MR. DeROSE:  And then if we -- lines 2 to 6 show what your actual compressor fuel and UFG was for the years 2007 through to 2011; correct?

MS. ELLIOTT:  That's correct, yes.

MR. DeROSE:  And each of those years, both the UFG and the compressor fuel is adjusted through the QRAM process; correct?

MS. ELLIOTT:  The price is adjusted through the QRAM process.  So the change in the cost of gas is adjusted quarterly through that adjustment mechanism, but it's adjusted on the Board-approved volumes.  So the volumes in line 1, the price is adjusted on those volumes.

MR. DeROSE:  And so by way of example, you've included at line 8 -- and as I understand it this, is for 2011, if we take -- under compressor fuel, you'll show 21,616,000.  That is the QRAM adjustment to the initial base rates of 53.6 million in 2011; is that right?

MS. ELLIOTT:  That's correct.

MR. DeROSE:  And then if we move over to the right, we have 17.5 million adjustment.  Again, that is an adjustment from the initial 47.9 million that was baked into rates in 2007?

MS. ELLIOTT:  That's correct.

MR. DeROSE:  And while I don't think we need it for this proceeding, that QRAM adjustment, there would be a similar type adjustment for every year since 2007?  You've given us the 2011 because it is relevant to this proceeding, but there would be an annual -- actually, a quarterly adjustment; correct?

MS. ELLIOTT:  Correct.  Line 8 represents the accumulation of those adjustments.  So it's the change over the period 2007 to 2011.

MR. DeROSE:  Okay.  And so in terms of -- as of -- for 2011, if we then go to line 9, the variance, for compressor fuel you show 3.3 million, which, as I understand it, is the -- it's the variance between what was initially baked into rates, what you have actually paid for 2011, and then you've adjusted it by the cumulative QRAM adjustments over the years; correct?

MS. ELLIOTT:  That's correct, yes.

MR. DeROSE:  So that $3.3 million, there is no additional true-up mechanism; correct?

MS. ELLIOTT:  That's correct.  That variance goes -- flows through earnings for 2011.

MR. DeROSE:  Right.  So that 3.3 million flows through to the shareholder earnings and to -- through the ESM when the threshold is exceeded?

MS. ELLIOTT:  That's correct, yes.

MR. DeROSE:  Okay.  And then if we move to the right, the UFG, similarly, you do the similar calculation and you come up with -- there's 23 million, which has flowed through to the earnings arising out of UFG for 2011?

MS. ELLIOTT:  That's correct, yes.

MR. DeROSE:  And again in that regard, because there's no -- while there is an adjustment mechanism through the QRAM, there is no true-up mechanism in the sense that Union takes some risk with UFG and compressor fuel.  In any given year, if the actuals are lower than the amount baked into rates, there would be -- it would flow to earnings, and, conversely, if the actuals are greater than what is in rates, it would deduct from earnings; correct?

MS. ELLIOTT:  That's correct.  Union has the volume risk on compressor fuel and unaccounted-for gas.

MR. DeROSE:  Okay.  And the 948,000 that you are seeking for the Board to approve in this matter - this is the $948,000 that you have associated with the $22 million for the FT-RAM - that would be -- that would be incremental or in addition to the 26 million that you are showing here in attachment 1?

And I come to the 26 million just adding the compressor fuel and the UFG.

MS. ELLIOTT:  I'm not sure that it would be in addition to.  The $948,000 that we're looking at that is attributed to the exchange activity is actual fuel, and it is included in line 11.  Sorry, it is actual fuel and unaccounted-for gas.  So it is included, sorry, in line 6.  In the 2011 actuals, those are the actual total fuel and unaccounted-for costs recorded by Union in 2011, and that number would include the $948,000 of costs attributed to the exchange revenues.

MR. DeROSE:  And I don't know whether this is possible, but the $948,000 is a combination of both fuel and UFG, or is it just fuel?

MS. ELLIOTT:  It is fuel and UFG.

MR. DeROSE:  Okay.  And so if we look at line 9 for 2011, you are just over $26 million.  You've collected $26 million more than what the actual cost was; correct?

MS. ELLIOTT:  The variance in cost is $26 million.

The costs are $26 million favourable relative to the costs in the 2007 Board-approved rates.

MR. DeROSE:  I think we're saying the same thing.

MS. ELLIOTT:  The difficulty I have is we collect actuals from our ex-franchise customers, so the amount collected will be equal to the costs in 2011 from the ex-franchise customers.

MR. DeROSE:  Okay.  But this attachment 1 is only in-franchise; correct?

MS. ELLIOTT:  No, this is total.

MR. DeROSE:  Oh, this is total.

MS. ELLIOTT:  This is total compressor fuel on Union's system and total unaccounted for on Union's system.

MR. DeROSE:  And I take it that because you collect actuals from ex-franchise, is it fair to say that the variance arises from in-franchise?

MS. ELLIOTT:  There is a variance in the cost of fuel.  We incurred less fuel than we had built into rates and into in-franchise rates.

MR. DeROSE:  Right.  You collected more money from in-franchise rates than you actually incurred for compressor fuel and UFG for 2011?

MS. ELLIOTT:  Yes.

MR. DeROSE:  And that $948,000, do I understand it right that that is included in this $26 million at line 9?

MS. ELLIOTT:  It's included in the cost at line 6.  It will have been recovered from the ex-franchise customers in their revenue.  So that cost is recovered in the revenue activity from the exchanges.

So there's no variance in cost.  The revenue is recovered from the C1 activity, and the costs are recorded and shown on line 11 -- or line 6.  I'm sorry.

MR. DeROSE:  Okay.  If the Board were to approve the additional $948,000 in fuel costs that you're seeking, so to reduce the $22 million by $948,000 --


MS. ELLIOTT:  Yes.

MR. DeROSE:  -- would that in any way affect attachment 1?

MS. ELLIOTT:  No.  This is the cost.  So the costs were incurred.  The revenue was recovered from the C1 activity.

So this is a summary of the total costs on the system.

MR. DeROSE:  Now, the $53 million that was Board-approved, that is on line 1, for compressor fuel --


MS. ELLIOTT:  Yes.

MR. DeROSE:  -- was that for both in-franchise and ex-franchise?

MR. TETREAULT:  Yes.  It's total utility.

MR. DeROSE:  Okay.  And I take it that you would agree with me that when we look at -- at least for 2011, when you look at the amount that the Board approved as it's been adjusted through the QRAM cumulatively up to 2011, you have collected enough in rates -- in fact, more than enough in rates to cover all of your compressor fuel and UFG for 2011, including the $948,000.  You aren't out of pocket?

MS. ELLIOTT:  We're not out of pocket the $948,000 of fuel.  We, in fact, recovered that fuel in UFG costs from the C1 activity from -- in the revenue from the C1 activity.

So we're talking about here matching the costs with the revenue subject to deferral.  So the C1 exchange revenue from optimization activities has been pulled out of the revenue and subject to deferral.

The costs being recovered by that revenue, or the $948,000, need to be matched against that revenue in the deferral calculation.

MR. DeROSE:  Okay.  Now, just on that point, and I am going to switch -- I think we're going to move away from attachment 1 now.

Just in terms of your calculation of the $948,000 -- and I may have to take you to your November 26th letter, but let me just again start at the 10,000-foot level.  That $948,000, as I understood it, you have not been able to actually track it through each optimization transaction and say this is exactly how much UFG and compressor fuel, but, rather, what you have done is gone through your total transactions and attributed a portion to the $22 million FT-RAM.

So there is an allocation that's gone on.  It's not an actual tracking; is that correct?  Is my understanding correct in that?

MR. ISHERWOOD:  So it may be helpful to actually go to that November 26th letter.

MR. DeROSE:  Okay.

MR. ISHERWOOD:  I think there is a table that will help us, probably.

MR. DeROSE:  Is that at tab B?

MR. ISHERWOOD:  Yes, tab B.

MR. DeROSE:  Okay.  And, panel, just for -- this would be Exhibit K2.1, tab B, and it's a table titled "Summary of compressor fuel and UFG costs related to FT-RAM optimization for the year ended December 31, 2011."


MS. TAYLOR:  You're saying tab B is the same as appendix B?

MR. DeROSE:  I'm sorry, appendix B.  It is the same.

MR. ISHERWOOD:  Perhaps I could walk through the table at a high level.  When we went through 2011 before the Board's decision, we treated exchange revenue and costs the same as FT-RAM exchange revenue and costs.  They're intermingled, if you want.  We didn't separate them out into a green bucket or a red bucket.  They're all the same costs, because whether we did an exchange in FT-RAM, the accounting was identical.

So with the Board's decision, we had to go back and separate out exchanges from FT-RAM-based exchanges, and what we knew was the total volume that was FT-RAM based on exchanges was a 15.152 million -- sorry, 15.1 pJs or 15.1 million gJs, I guess, which is line 10 in the far right side under the "Total" column.  So we knew the volume was 15.1.

And what we did is looked at the paths that were Dawn to Parkway based and included lines 1 through 9.

Now, in all of those lines, 100 percent of the activity on each of those paths was FT-RAM-based, except line number 3, which is Dawn to Enbridge CDA, and the total volume we did in 2011 for that one path was much greater than that.  But to add up to the 15.1, that was the one we used to kind of balance the table.

But the rest of the exchanges still use Dawn to Parkway.  It is just -- in terms of the Enbridge CDA exchange, still use Dawn to Parkway.  It is just they're in the exchange bucket and not the FT-RAM exchange bucket; still incurred fuel; still incurred UFG.  It's just being accounted for differently now than the FT-RAM exchanges.

So I think the 15.1 pJs is an accurate number.  I think the representation of these paths is an accurate representation.

The only item I would add -- that's on line 11 -- is we also did FT-RAM exchanges between Parkway and Enbridge CDA; not a lot.  You will see the total here is 1.6 pJs.  In this case, it didn't incur fuel on Dawn to Parkway, but it still incurred UFG on our system.  So that's how we get the sum total.

Then using the ratios that are on lines 12 and 13, we can apply those by month by the activity, to come up with a total volume of UFG and compressor fuel, and then multiplying that by the WACOG that was in effect at the time for each month, we then come up with the 948.

So it is a fairly detailed calculation.

MR. DeROSE:  And lines 12 and 13, the ratios, how have you developed those ratios?

MR. ISHERWOOD:  The fuel ratios, actually we went back to 2011, we looked at the fuel that we used on the system, and that was the fuel by month for Dawn-to-Parkway activity for ex -- all activity that went through Dawn and Parkway was ex-franchise for the most part.

So whatever the ratio was in the Dawn-to-Parkway system for the month is what we applied to this incremental activity, which was in the same month.

And UFG was just Board-approved number.

MR. DeROSE:  That's the 0.328?

MR. ISHERWOOD:  That's correct.

MS. TAYLOR:  Mr. DeRose, if you don't mind, I would like to ask a question.

MR. DeROSE:  Go right ahead.

MS. TAYLOR:  I just need to make sure I understand.

If I go back to attachment 1 of the Exhibit K2.3, which we spent some time discussing, I think you made it very clear that there is no volume true-up in rates.

There is a cost true-up using the initial volume approved in 2007; is that correct?

MS. ELLIOTT:  That's correct.

MS. TAYLOR:  So now if I then go back to the discussion that Mr. DeRose just had with you, using the chart in K2.1, you've done a volume calculation.

So are you not doing a partial volume true-up based on your exchange, your FT-RAM-related?  This is a volume calculation; is that not correct?

MS. ELLIOTT:  In actual fact, I probably should correct.

The volume true-up, there is no volume true-up on the in-franchise, but ex-franchise fuel is recovered on actual volume.  So the M12 fuel rates are adjusted to actual through the YCR calculation on the rate schedule, and the C1 pricing is based on actual.

So for ex-franchise customers, we recover actual fuel through the pricing mechanisms that we have available to us for those services.

MS. TAYLOR:  So the follow-on question to that, coming back to the schedule that you filed yesterday, December 20th, in Exhibit K2.3, you said that this schedule is total in-franchise and ex-franchise and that you now have, in fact, a true-up on volume for ex-franchise.

Did you have those numbers anywhere?

MS. ELLIOTT:  So further on in that exhibit, in response to the Question 1 from FRPO, there is a schedule there that shows for 2011 -- and this is only Dawn-Parkway fuel, so it is a subset of the information provided on schedule 1.  But it will show the volumes recovered from the ex-franchise market on the Dawn-Parkway system, relative to the total fuel on the Dawn-Parkway system.

MS. TAYLOR:  Only on the Dawn-Parkway?

MS. ELLIOTT:  Right.

MS. TAYLOR:  Are all the FT-RAM transactions through Dawn-Parkway?

MS. ELLIOTT:  Yes.

MS. TAYLOR:  Thank you.

MS. ELLIOTT:  Sorry, and the only true-up is actually through Dawn-Parkway.  So the other fuel is not trued up.

MR. QUESNELLE:  Have we identified what table you are looking at?

MR. ISHERWOOD:  Yes.  Attachment 1 to Question 1.

MR. QUESNELLE:  Attachment 1 to Question 1?  Okay.  Thank you.

MS. TAYLOR:  Sorry I interrupted you.

MR. DeROSE:  Oh, no, it was helpful.

The attachment 1 to FRPO that you just referred to, do you have an equivalent for in-franchise?  Are you able to track that type of information for in-franchise customers?  Or is that something you are only capable of doing for ex-franchise?

MS. ELLIOTT:  Line 5 actually represents the residual fuel that's not recovered from ex-franchise.  So by default, it is the in-franchise fuel.  Line 5 on attachment 1 to FRPO Question 1.

MR. DeROSE:  Sorry, I don't see line 5.  This is attachment 1 to -- oh, I'm sorry.  It is the double-sided that –- so line 5 is the in-franchise.

Can we go back to CME Question 1, attachment 1?

Is it possible to break these numbers out between in-franchise and ex-franchise on an annual basis?  Or given that the Board-approved amount was for ex-franchise and in-franchise, that's just -- is that even possible?

[Witness panel confers]


MS. ELLIOTT:  It is certainly possible.  I am just trying to figure out if there is a high-level way of looking at this.

The total fuel on attachment 1 to CME Question 1 is transmission and storage fuel.  And for storage, it will be the utility storage fuel plus the short-term storage.

The $23 million on the FRPO Question 1, attachment 1 is the Dawn-Parkway fuel included in the 28.

MR. DeROSE:  Or perhaps I can put my question another way, so that you understand what I am looking for.

I would like to understand how much of the 26 million can be attributed to -- well, how much of the original Board-approved 53.6 million for fuel and UFG, 47.9 million, is paid for by in-franchise customers, baked into in-franchise rates.

And then if we go to line 9, how much of the 3.3 million for compressor fuel and 23 million for UFG is attributable to in-franchise customers as opposed to ex-franchise customers.

And is that something that you can calculate and provide us an answer for in an undertaking?

MS. ELLIOTT:  Yes, we have that information.

MS. SEBALJ:  It is J2.1.
UNDERTAKING NO. J2.1:  to PROVIDE BREAKDOWN BETWEEN IN-FRANCHISE AND EX-FRANCHISE ON AN ANNUAL BASIS.

MR. DeROSE:  Thank you.

Then I have one question, and it is -- if I can then take you to attachment 2 to CME Question No. 1, this is the UFG calculations for 2013.

Do you have that attachment 2?

MS. ELLIOTT:  I do.

MR. DeROSE:  If you see at line 1, 2 and 3 you have, as I understand it, the actual UFG volumes for each of those three years.

First of all, are those the actual volumes for UFG for 2011, 2010, 2009?

MS. ELLIOTT:  Yes, they are.

MR. DeROSE:  Okay.  On attachment 1 -- the numbers for lines 1, 2 and 3 on attachment 2 for 2011, 2010, 2009, appear to be different than the numbers you have included in attachment 1 for the actuals for -- for those same years.

So for instance, for 2011 in attachment 2 you have 35.6 million, and in attachment 1 you have 28.6 million?

MS. ELLIOTT:  Yes.  One is total -- so, the calculation of unaccounted-for gas that was filed in the rate case, that is total company, regulated and unregulated, unaccounted-for.

On attachment 1 to CME Question 1, that's the utility or the regulated portion of the UFG only.

MR. DeROSE:  Okay.  Thank you for that.

And then, finally, if I can just turn you to - this will be the last area I'm going to ask on - CME Question No. 2.

This is on, as we have described it, a verification mechanism around the remittance of the $22 million to customers.

First of all, as I understand it, the way you proposed to return the $22 million would be over the summer months; correct?

MR. TETREAULT:  That's correct, for the portion of the $22 million that is related to general service customers.

MR. DeROSE:  Yes.  And is it fair to say that by doing it in that way, the one thing we know for sure is that you may remit a little more than $22 million or you may remit something less than $22 million.

MR. TETREAULT:  Yes, that's fair.  I would expect the actual volumes to be slightly different than the forecast volumes that are used.

MR. DeROSE:  Okay.  Is there a reason why you wouldn't remit this just in a one-time payment so that the full $22 million is reimbursed as opposed to going through the process you've suggested, which will result in something different than $22 million being remitted?

MR. TETREAULT:  No.  I don't think that would be reasonable, Mr. De Rose.  We would be -- in your scenario, we would be looking to do a one-time adjustment for each of our general service sales service customers and bundled DP customers in the north.  So you would be - you'd be dealing with a one-time adjustment on a million bills, essentially.

MR. DeROSE:  Okay.

MR. TETREAULT:  And we are also proposing to treat the disposition of this deferral account consistent with the treatment of the other deferral accounts that are being -- that are being disposed of.

MR. DeROSE:  Okay.  Now, do you agree that you could implement a true-up mechanism whereby you would track the amount that has been reimbursed in this particular deferral account?

MR. TETREAULT:  Yes, that's fair.

MR. DeROSE:  And I take it that a true-up mechanism would -- let me back up.

You were proposing to do this over -- is it six months?

MR. TETREAULT:  That's correct.

MR. DeROSE:  Okay.  And so if a true-up mechanism were to be directed by the Board, or approved, at the end of the six months you would be able to report to ratepayers and to the Board whether there was something more than $22 million -- well, more than $22 million less 10 percent, or something a little bit less; correct?

MR. TETREAULT:  Yes.  At some point after the close of that period, it would be possible to do that.

MR. DeROSE:  Okay.  Can you provide an explanation to the Board as to why you are opposed to a true-up mechanism in this situation?

MS. ELLIOTT:  It isn't our current practice to true up on deferral account dispositions.

So we have -- we're subject to forecast variances on those dispositions of all of the various deferral accounts, and our experience has been the over- or under-distribution over the past five years has been a relatively small number and it has been both over and under.

And it is just a matter of closing the deferral account when the disposition is complete, and not continually reviewing variances on deferral dispositions.  It's more of an administration and just simplifies the transaction to close it at the end of the initial distribution.

MR. DeROSE:  So to summarize, it is just because that's the way you've done it in the past?  Is that...

MS. ELLIOTT:  Yes.  And if you look, again, at question 5 for FRPO, we've provided the experience we've had over the last five years.

This was -- this issue was examined in a previous case in terms of whether it was necessary to actually have a deferral account on deferral dispositions.  And at that time it was basically -- it just simplifies the process by terminating it after the initial distribution.

MR. DeROSE:  Now, that --


MR. ISHERWOOD:  I would just add it is also a matter are of materiality, as well.  So in that question on page 2 of 2, it gives a history of over the last five years.

And, actually, three of the five years it was actually a cost to Union and two of the years it would be a ratepayer impact.

But it's plus or minus around zero, and materiality is what we consider to be an issue here, as well.

MR. DeROSE:  Now, the information that you have included in that FRPO answer is for all of your deferral accounts; correct?

MS. ELLIOTT:  That's correct.

MR. DeROSE:  It is for the whole portfolio?

MS. ELLIOTT:  That's correct.  If we were going to do it for one, we would do it for all of them.

MR. DeROSE:  Well, if the Board felt this was of particular importance because the $22 million was not something that was forecast but was something that was known and that should be remitted, Union could do it just for this one account.  There is nothing that would prevent you from doing it for only one?

MS. ELLIOTT:  No, there is nothing that would prevent us from doing it with just one.

MR. DeROSE:  Okay, thank you very much.

Subject to any questions that the Board may have, that is all of my questions.  Thank you.  Thank you, panel.

MR. QUESNELLE:  Okay.  Thank you very much, Mr. De Rose.  Mr. Quinn?
Cross-Examination by Mr. Quinn:

MR. QUINN:  Yes, thank you, sir, and good morning, panel.

I think I'm, again, trying to work around what Mr. De Rose already covered, but I think it would be helpful if you would turn up FRPO Question 2 in your responses that were received last night.  I guess that's K2.3.

Do you have that?

MS. ELLIOTT:  We have that.

MR. ISHERWOOD:  Yes.

MR. QUINN:  I just want to walk through a little bit slowly to make sure I understand your responses here, but we're trying to understand how Union, as the S&T part of your business, nominates fuel gas on Union Gas transportation.

So we had asked about the following categories.  So for the M12 contracts, other transportation services or very specifically -- well, for the first two, I understand no additional fuel gas is nominated to Union Gas by its S&T department; is that correct?

MR. ISHERWOOD:  Our S&T department wouldn't normally nominate fuel at all, I guess is really the base line here.

And when we sell an exchange, say, from Dawn to Enbridge CDA or Dawn to Waddington, we're actually selling it to a third party, and the third party, when they want to use that exchange, will, they actually nominate the exchange themselves.

So we sign a contract saying you're allowed to nominate for the volume you want to ship, and, as Ms. Elliott said earlier, typically with exchanges we don't -- we don't have customers supply fuel.  They actually have -- the fuel cost is built into the value of the exchange we sell.

So when they go to nominate, when they nominate, they will nominate the flow of the exchange only.

MR. QUINN:  Okay.  I had -- I had referred to numbers 1 and 2 specifically.  If I heard your answer correctly, you moved on to number 3; is that correct?

MR. ISHERWOOD:  The same would be true for one and two.  We don't nominate fuel for our customers.  They nominate their own fuel if fuel is part of the transaction.

MR. QUINN:  That's why I was going to walk through it slowly, Mr. Isherwood.  I appreciate you have a greater grasp on this than I.

So for numbers 1 and 2, M12 contracts or other transportation service that Union S&T is selling, there is no nomination of fuel; correct?

MR. ISHERWOOD:  So looking at number one by itself, as an example, to walk through it.

MR. QUINN:  Okay.

MR. QUINN:  If Enbridge, being our largest M12 customer, wants to ship gas on their M12 contracts, M12 typically requires customers to supply their own fuel.

So when they nominate to flow gas from Dawn to Toronto, they would also nominate an incremental amount of fuel to accompany that, as per the fuel ratios in the toll schedule.

MR. QUINN:  That's helpful.  So if you would do the same thing for number 2, other transportation services?

MR. ISHERWOOD:  I'm not sure what they would be.  Do you have an example that...

MR. QUINN:  So an interruptible transport service, Dawn to Parkway.

MR. ISHERWOOD:  So that is typically like a C1 type of transaction.

MR. QUINN:  Yes.

MR. ISHERWOOD:  Again, when we sell C1 transportation, it is normally short term.  Typically the customer and Union will negotiate a price that includes fuel and UFG.

So we would then allocate those costs to fuel and UFG.  And when the customer nominates the service in our pipeline system, they're nominating for the volume in the contract and not fuel in addition.

MR. QUINN:  Okay.

MR. ISHERWOOD:  C1 and exchange is basically exactly the same transaction, so two and three are identical.

MR. QUINN:  If I could stop you there, sorry.  I was looking at Ms. Elliott and I don't want us to jump around too much, but you -- I think maybe it is helpful if we go one at a time.

If you could flip back, I think it is just two pages, I think what I heard Mr. Isherwood say is that on another transportation service, like a C1 IT contract, the cost of fuel and the UFG would be negotiated in as a price, but then I thought I heard him say would then be stripped out and allocated back to fuel costs and UFG.

MR. ISHERWOOD:  Sorry, let me clarify, because I may have misstated.

When we negotiate a price for an exchange or for C1 service, part of the value of that service -- call it 20 cents -- there would be a fuel component that would be a cost against the total revenue.  When I say "fuel" I'm including UFG in that.  So fuel and UFG are the same for -- are embedded in the same percent.

So if we sell a 20-cent exchange or C1, there may be five or six cents of fuel that is embedded as a cost, that we would then deduct off to get to a net revenue and margin number.

MR. QUINN:  So you take in 20 cents of revenue and we will use five cents for simple math?

MR. ISHERWOOD:  Sure.

MR. QUINN:  15 cents, then, comes back.  Where did the five cents go?  Where is it booked?

MS. ELLIOTT:  So the full 20 cents in this example is booked as revenue, and the cost of fuel and UFG is booked as a cost of gas expense.

So we would have 20 cents of revenue and we would have five cents of cost, and we would have a net margin of 15 cents.

MR. QUINN:  Where does the five cents go?

MS. ELLIOTT:  The five cents is the fuel and unaccounted-for gas is recorded as a cost of gas expense.

We refer to it at times as company-used gas.  So it is the total cost of compressor fuel and unaccounted-for gas on our system.

MR. QUINN:  So would that five cents, then, appear in aggregate as it is added up into line 6?

So I pointed you back to FRPO Question 1, attachment 1.  Would it appear in the costs under line 6 for compressor fuel and unaccounted-for gas?

MS. ELLIOTT:  Sorry, it is in line 3.

So line 3, the C1 transportation and exchange revenues, that would be where the five cents of fuel for that service is.

MR. QUINN:  I appreciate that's well answered, because I asked the wrong question.

I'm looking at FRPO Question 1, attachment 1.  I see it's line 3, that is where it is embedded there.

But then if I could ask you to turn up CME Question 1, attachment 1, where you had broken out the compressor fuel and the unaccounted-for gas, would those C1 amounts of transportation exchange services then appear in line 6 of attachment 1 to the CME question?

MS. ELLIOTT:  Yes, they would.

MR. QUINN:  Okay.  That's what I was trying to get at.  Thank you.  I just jumped ahead a step, but that was helpful to walk through.

I want to turn now, Mr. Isherwood, back to the third type.  And the third type, to be clear, these FT-RAM supported exchanges are the exchanges that are at issue, and that you are providing us on the November 26th attachment that we went through earlier.

These are the transactions that accrued the 948,000 of UFG and compressor charges?

MR. ISHERWOOD:  That's correct, yes.

MR. QUINN:  So we're on the same point, then.

So in that question 2, you said that there is no nomination of fuel gas by your S&T department for those transactions?

MR. ISHERWOOD:  That's correct.

MR. QUINN:  Okay.  Now, going back to M12 contracts, you use an example of Enbridge.  But if -- let's say TCPL had a Dawn-to-Parkway contract, an M12 Dawn-to-Parkway contract.  They, then, would nominate fuel to move the gas from Dawn to Parkway; correct?

MR. ISHERWOOD:  All M12 customers nominate fuel to move gas on M12.

MR. QUINN:  Including TransCanada?

MR. ISHERWOOD:  TransCanada would be included as "all."

MR. QUINN:  Okay.  So if TransCanada had sold that service to, let's say, Enbridge, who would nominate the fuel gas to TransCanada, for the TransCanada capacity?  Would it be Enbridge or TransCanada?

MR. ISHERWOOD:  It depends how they sold it.  My sense would be they would likely assign the capacity to Enbridge, and when Enbridge picks up the assignment from TCPL they would have the obligation to deliver the fuel when they nominate.

If TCPL sold some sort of exchange service, it could be some other negotiated arrangement.

MR. QUINN:  I was dealing with the assignment.  Thank you.  But that's a good clarification on the exchange.

So if Union, then, were to have a contract with TransCanada for capacity from Dawn to Parkway, then it, too, would have to nominate fuel gas; is that not correct?

MR. ISHERWOOD:  TransCanada FT contracts also require the shipper to supply fuel.

MR. QUINN:  Okay.

MR. ISHERWOOD:  On all paths.

MR. QUINN:  And you would be aware, Mr. Isherwood, that Union did, in fact, have a transportation contract from Dawn to Parkway with TransCanada throughout 2011?

MR. ISHERWOOD:  We do.

MR. QUINN:  And that's at 60,000 gJs, I believe it is?

MR. ISHERWOOD:  I believe it is, yes.

MR. QUINN:  Okay.  So in that case, Union would have to nominate fuel gas to have the volumes flow from Dawn to Parkway?

MR. ISHERWOOD:  When we flow on that contract, we have to nominate fuel volumes.

MR. QUINN:  Where would the cost of that fuel go?

[Witness panel confers]


MS. ELLIOTT:  So you're talking about a contract that Union holds on TransCanada to supply gas to customers in northern Ontario.  That's a cost that would go to the north gas supply portfolio.

MR. QUINN:  Okay.  So the 60,000 is completely assigned to service to the north?

MR. ISHERWOOD:  Yes.

MS. ELLIOTT:  There may be some small part to the south, but it is a cost of gas contract.

MR. QUINN:  If you will excuse me just for a moment, I am struggling with that answer, if only that I know that...

When I to the index of customers for TransCanada -- and I know you don't have it up, so I'm not asking you to turn it up -- TransCanada delineates the direction for the gas, and it has a south and north and northeast delineation nation for Union Gas contracts.

I assume that that delineation is TransCanada's and not Union's?

MR. ISHERWOOD:  I have no idea.

MR. QUINN:  Okay.

MR. ISHERWOOD:  It is TransCanada's delineation.

MR. QUINN:  Okay.  Well, I think I will accept the answer.  It's different than what I was reading, but nonetheless, let's move on.

I want to then clarify Ms. Elliott's answer.

The cost of the fuel gas for the 60,000 of transport from Dawn to Parkway would be borne in what transportation account in the north?

MS. ELLIOTT:  That Dawn-Parkway contract for the north is actually a cost of withdrawal from storage.  So it is, if you will, a cost that is assigned to and recovered from the storage rates in the north.

MR. QUINN:  And that includes the commodity cost of fuel in this case?

MS. ELLIOTT:  That's correct.

MR. QUINN:  Okay.  So that, then -- if I can go back to the CME Question 1, attachment 1, when you separate your costs, you have put in a component; would it show up in this compressor fuel cost?

MS. ELLIOTT:  No, it would not.  That's a cost that we pay to TransCanada.  That's a gas supply cost, not a cost of gas expense or an operating cost on our system.

MR. QUINN:  Okay.  Then -- and I guess, then, from your answer, going back to our Question 1, attachment 1, that cost would not be appearing in that attachment also, if I understand your answer?

MS. ELLIOTT:  That's correct.  The Dawn-Parkway fuel costs in attachment 1 to Question 1 are our operating costs, our compressor fuel costs on the Dawn-Trafalgar system.

MR. QUINN:  How is that transportation contract utilized when it is not fully needed?

So in other words, a day like today, where it is not cold in the dead of winter and the north may not require its full volumes, how is that contract utilized?

[Witness panel confers]

MR. ISHERWOOD:  We haven't spent a lot of time studying that, to be honest, Mr. Quinn.  But to the extent the gas is not required to flow down Dawn to Parkway, it would be left empty on those days.

MR. QUINN:  Would it, though, appear to your operations people as unneeded capacity and, therefore, potentially optimized on the day?

MR. ISHERWOOD:  We look at the system in total on each and every day and we come up with how much gas is -- sorry, how much capacity is not required on each and every day individually.

So to the extent that that capacity or any other capacity, Enbridge or GMI or anybody else is not using, we look at it and try to optimize that, as well.

MR. QUINN:  So to the extent that you sell a service that utilizes that capacity, you would have to nominate fuel gas to TransCanada to support the transportation of that gas?

MR. ISHERWOOD:  I guess I'm again thinking out loud.  When we are selling an exchange, we would never link the exchange to any one contract.

If the system is not being used by TransCanada -- actually, on the example you're giving, the nomination would be from Union to TransCanada.  TransCanada would then nominate it to us for use of Dawn to Parkway if they're using their own contracts on the Dawn to Parkway system.

TransCanada has other ways of getting gas to Parkway.  They sometimes take gas from Dawn back through Michigan and back around.  It is not always on the direct path.  It is sometimes due to displacement on their own system.

I am not sure if that 60,000-a-day contract you're referring to is actually on the path.  In fact, I think it is almost not on the path, if I remember correctly, and it's not using our system.  It is going around our system, essentially.

But to the extent TransCanada is not nominating the use of their M12 contract and they do have some M12 contract, then that would be considered in addition to the capacity that Enbridge and the capacity of GMI and others are not using.

And we would then sell an exchange service, again, not linked to any one contract, and they would just ship or nominate from Dawn to Parkway with fuel in.  I don't know really see the exchange as using that contract, to be honest, Mr. Quinn.  I don't know how they would.

It may be considered as being empty capacity in total.  As empty -- as I mentioned with -- Enbridge and GMI have empty capacity on some days, but we wouldn't look at that contract.

It would be very unusual to do that.  As I mentioned earlier, I am not sure it goes in the path anyways.  I am pretty sure it goes around and bypasses us.

MR. QUINN:  That may be the actual flow of gas, but the nomination would be Dawn to Parkway; correct?

MR. ISHERWOOD:  It would be Dawn to Parkway on TransCanada.  They have a different fuel rate, different rate and everything else.

MR. QUINN:  You would have to nominate the fuel gas to them if you used the capacity that is allocated to that contract?

MR. ISHERWOOD:  And we wouldn't do that.  We would just use our own capacity.  We have our own -- on a day like today, we have tons and tons of capacity.  We don't need to make it complicated by using a TCPL contract that is bypassing us.  We have lots of capacity available to us.

MR. QUINN:  But to be crystal clear, if you did use that contract, you would have to nominate fuel gas to TransCanada and that commodity cost would not show up here?

MR. ISHERWOOD:  I'd have to refer to Ms. Elliott where the cost shows up, but if we use the contract, we nominate fuel.  I don't believe we would use that contract for exchanges.

MR. QUINN:  Ms. Elliott has answered the question already.  It doesn't show up in these schedules that have been attached.

MS. ELLIOTT:  Well, now you've changed how we're using the contract.

If we use it for the purpose to which it was intended, we have a cost of gas and we have an offsetting revenue.

So we would use the gas -- we would use the contract inside the gas plan as it was intended.  We would have a cost and we would have a revenue.

If the capacity was empty, we would have no cost and we would have no revenue, because we didn't need the service.

If, in fact, we used that capacity - we will call it upstream capacity - for an exchange service, that cost would be deducted from the revenue.

So when we look at the $22 million of exchange revenue, we have upstream costs, third party upstream costs, deducted to arrive at that $22 million.

So if we had used a TransCanada contract to generate exchange revenues, that cost would be recorded against the revenue earned from that contract.

MR. QUINN:  And would that impact the UFG calculations at all?

MS. ELLIOTT:  No.

MR. QUESNELLE:  That would be in the category of the third party charges?

MS. ELLIOTT:  That's correct, yes.

MR. QUESNELLE:  Thank you.

MR. QUINN:  Okay, thank you very much.  Those are my questions.

MR. QUESNELLE:  Okay, thank you.

Ms. Sebalj, do you have any?

MS. SEBALJ:  No.  Board Staff has no questions.

[Board Panel confers]
Questions by the Board:

MS. TAYLOR:  So I have a question and I am not quite sure who is going to answer this, but it occurs to me as I'm listening to the exchange and your answers.

Can you indicate, either in the original 2007 decision of the Board or in the IRM framework, where the Board is aware that there is a partial volume true-up going on for ex-franchise customers, if I understand this, associated with FT-RAM transactions or optimization, in general, because that is what you're telling, I think, based on your earlier answer with the $948,000 as driven by system gas, weighted average cost of gas calculation, and then you are allocating volumes for unaccounted-for gas and fuel gas?

But based on your earlier answer, there does not appear to be a true-up mechanism for volume, either for the actual billing to ex-franchise or for the in-franchise customers.

So can you explain to me or just point out to me somewhere that the Board, in approving optimization back in 2007 or in any decision since then, understood that what you're asking for today in fact should occur?

MR. ISHERWOOD:  I think there is two parts to that question, probably.

The part we're asking for today is to the extent we're providing a service, whether it is C1 transportation or exchange service, that is using our system, then those volumes using our system do incur compressor fuel and do incur UFG.

So what we're asking for today, because the accounting has changed with the sharing now, what we're asking for today is that before we share, we calculate the net margin by subtracting off the fuel and UFG cost from the total revenue.

That's a little bit different than, Do we true up the actual volumes on C1 and M12?

On M12, we have been trueing up volume for many, many, many years using a formula called -- we call it YCR, which is a yearly true-up mechanism.  So if we over-collect or under-collect for M12, we actually go back to the M12 shippers and collect either more fuel or less fuel, depending on if we're over or under.

That's been going on for well before the IR incentive mechanism.

In terms of the C1, we always charged C1 built into the rate.  We charged for the C1 transport.  We have always charged a fuel ratio -- or fuel costs and UFG cost that is as close to actual as possible.

And what we have in this case is, because we're looking at retroactively, we can go back to 2011 and get the actual cost.   And the actual cost we can calculate by the fuel ratios in each of the months.

So it is probably more accurate today than it would have been had they been charging the fuel in January of 2011 and go back now retrospectively and get the exact number.

MS. TAYLOR:  Thank you.

MR. QUESNELLE:  Okay.

Mr. Smith, any re-direct?
Re-Examination by Mr. Smith

MR. SMITH:  Just one question.  In Mr. Quinn's examination, members of the panel, you referred to an example - I believe it was you Mr. Isherwood or Ms. Elliott - of 20 cents of revenue and 5 cents of costs.

Is it the 5 cents of costs conceptually that goes into the $948,000 or is it something else?

MR. ISHERWOOD:  The 5 cents is the cost to cover UFG and fuel on our system and that is part of the $948,000.

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

MR. QUESNELLE:  Okay, thank you.  I believe that is all that we have this morning for this panel.

Thank you very much for your answers this morning.

Mr. Smith, we had intended to have your argument in-chief this morning.  We will certainly take a break before you deliver that, if you would like, and is that -- how much of a break would you need?

MR. SMITH:  Fifteen minutes.  I don't think I will be very long, so...

MR. QUESNELLE:  Okay.  Why don't we resume, then, at 11 o'clock.

--- Recess taken at 10:38 a.m.

--- On resuming at 11:05 a.m.

MR. QUESNELLE:  Thank you.  Please be seated.

Whenever you are ready, Mr. Smith.
Final Argument by Mr. Smith:


MR. SMITH:  Thank you.  Members of the Board, as I said at the outset, there is, from Union's perspective, a single issue on the continuation of the hearing, and that being the amount of FT-RAM net revenue to flow to ratepayers as a cost of gas reduction, minus the 10 percent incentive to Union ordered by the Board.

In Union's submission, the appropriate amount is the $18.947 million.

That figure is reflected in Union's letter marked as K2.1.  It is detailed at appendix A to that letter, where you see the derivation of it.  It is the $22 million net of third-party costs already, less $948,000 in fuel and UFG related to FT-RAM transactions.  And I will come to this in a minute, but it's not all FT-RAM-related transactions; it's a subset of them, those known as optimization transactions, not the capacity assignments.

Which gives you a net RAM revenue figure of 21.052 million, less the 2.105 incentive to Union gives you the $18.947 million to ratepayers.

You can see the derivation of the $948,000 in fuel and UFG at appendix B to that letter, K2.1, and I won't take you to it.  Mr. Isherwood did speak to it in answer to questions from FRPO.

As the witnesses testified, the amount of 948,000 reflects fuel and UFG incurred by Union on its system, as compared to, for example, fuel and UFG on TCPL's system as part of facilitating FT-RAM-related exchange activity.

In Union's submission, the Board, having ordered the movement of revenues into a deferral account -- that being account 179-130 -- it is appropriate to move the costs, as well.  And absent this movement, ratepayers will receive the benefit of the exchanges, i.e., the revenues, while incurring less than a commensurate amount of the costs.

Indeed, if Union were not in earnings sharing, ratepayers would pay none of the associated costs related to these transactions.  And in my submission, that would be an inappropriate outcome.

Union's proposed treatment of fuel and UFG and the deduction of those costs is consistent with the calculation of the net margin in account 179-69, which you may recall was the deferral account which captured exchange transactions prior to its closure as part of the agreed-upon IRM framework.

And the evidence for that can be found at K2.3, in response to FRPO Question 4 on page 1 of 3.  And under the heading "Calculation of net exchange revenue prior to elimination of deferral account," as Union advises there, prior to 2008 Union shared net transportation and exchange revenue with ratepayers through the disposition of deferral account 179-69.  To arrive at net transportation exchange revenue to be shared with ratepayers, Union deducted the costs of compressor fuel and UFG incurred to provide the transportation exchange service.

This had been Union's practice since 1993, when transportation and exchange margin was first deferred and shared with ratepayers.  And there is also a reference there back to the rebasing proceeding at transcript volume 6, page 78.

So what Union is proposing in this proceeding is nothing new, it is nothing novel, and it is, indeed, the very treatment previously accorded in account 179-69.

Over on page 2 of FRPO Question 4, there is also an extract going back to RP-2002-0130, which was Union's 2003 customer review process.  And there is an exchange there between Mr. Aiken on behalf of LPMA and Mr. Baker from Union Gas, and Mr. Aiken asks about the deferral accounts and he asks what type of costs are put in the deferral accounts.

And as Mr. Baker advises:

"The costs that typically go against the revenues in those deferral accounts are costs associated with activity.  They can be things like compressor fuel and unaccounted for gas, and those kinds of things. So it's costs associated with the activity that we are pursuing."

And that evidence is entirely consistent with the evidence you heard today and with the evidence of Ms. Elliott at the technical conference at pages 29 to 31.

Now, as I said a minute ago, one point to bear in mind is that the UFG and compressor fuel costs that we are talking about relate only to FT-RAM optimization transactions.  They do not relate to capacity assignment transactions at all.

And the fuel and UFG that we are talking about is only the fuel and UFG in relation to the exchange undertaken or sold -- the exchange sold by Union using its C1 rate schedule.

That makes use of RAM credits, and you can see that, members of the Board, at page 6 of CME Question No. 1 in K2.3.

And it may be worth just pulling this up, but Union was asked by CME in Question No. 1(a) and (b) to describe the use of its system in a capacity assignment and an optimization transaction relative to the gas supply plan.

And what you see there is -- well, under 1(a) is the discussion of capacity assignment, with a diagram showing how the transportation paths may change and how Dawn-to-Parkway compressor fuel and UFG is incurred by Union in the example.

And what you see at the bottom of page 4 is the ultimate conclusion, which is that, both on a planned basis and on a physical basis in a capacity assignment, the same quantity of Dawn-Parkway compressor fuel and UFG -- which is all we're talking about here in the 948 -- are incurred on the Union system.

So no impact at all, and none of the 948 is made up of these costs.

The second type of transaction is the FT-RAM optimization transaction undertaken by Union, as it's been referred to, and the description of that and the diagrams are set out on pages 5 and 6.

You might recall that in these sort of transactions, there's first a step where the pipe -- it all happens simultaneously, but the step where the pipe is left empty, and then an exchange service is sold by Union.

And you will see the first part of the answer at page 5 and over on page 6 talk about the first part of the transaction.

You will see there the top of page 6, again, both on a planned basis and on a physical basis, the same -- now it says "quality".  That is a typo.  It should say "quantity".   Both on a planned basis, figure B, and on a physical basis, the same quantity of Dawn-Parkway compressor fuel and UFG are incurred on the Union system.

So, again, no difference.  The only thing we're talking about here is the incremental transaction that is undertaken, and that transaction is described under the FT-RAM transportation exchange service in the bottom paragraph of page 6, and halfway through, where Union explains, in facilitating a Dawn to Waddington transportation exchange, Union purchases TCPL IT capacity from Parkway to Waddington using the remaining RAM credits to reduce the cost.  To complete the path, Union also uses available Dawn-Parkway capacity, and it is this Dawn-Parkway flow that results in the additional, i.e., incremental, fuel and UFG costs that are recovered in the transportation exchange service revenue.

And to use the examples we were talking about before, that's the 5 cents that should follow the $22 million in revenues and adds up to the $948,000.

So in my submission on behalf of Union, it is appropriate to deduct the $948,000 to arrive at the figure, and doing so would be consistent with past practice and is consistent with the Board's decision treating these matters as gas cost reductions.  In my submission, if that is -- if that is the outcome, both the revenues and the costs associated with the transactions need to follow one another.

Let me just make an observation.  In response to cross-examination relating to favourable earnings on UFG and compressor fuel, with respect, this is really a submission or a line of cross-examination that the revenues should be subject to deferral, but that the costs should be subject to earnings sharing.

Either the revenues and costs are captured in the deferral account, or, as they were previously, in earnings sharing, but it should not be the case that the revenues are in the deferral account, but the costs are in earnings sharing, which is the effect of that.

It is true that UFG and fuel have had favourable variances during the currency of IRM, but, in my submission, that is an irrelevant consideration.

The real question is a question of incrementality, and what we're talking about here is the costs are incremental; i.e., they're new costs as a result of facilitating these exchanges.

As explained in the answer to FRPO No. 2, fuel on Union's system -- I believe it is Question 2.  My apologies, Question 1.

Question 1 asks about fuel on Union's system since 2007 or the EB-2005-0520 case, and fuel has decreased on Union's system as a result of changes in the uses of the system.

Those are detailed extensively over at pages 1 and 2, but the fact that fuel costs have gone down or that Union has achieved favourable variances on UFG is, as I said before, irrelevant, just as it would be irrelevant to look at any other item, part of the framework, for example, other O&M costs, and decide, yea or nay, whether Union had had a favourable variance on that item or not.

To the extent that Union has had favourable variances on UFG and fuel, they are of course picked up on the earnings sharing mechanism, and by that I mean fuel and UFG unrelated to these transactions.  Ratepayers receive the benefit of that, as they should, through earnings sharing.

What we're talking about here are different incremental costs, and they should be treated accordingly and similarly to the revenues.

So subject to any questions, those are Union's submissions.

MR. QUESNELLE:  Okay.

MS. TAYLOR:  No, I think I'm okay.  Thank you.

MR. QUESNELLE:  Okay.  I think we are wrapped up for the day.

Mr. Smith, thank you very much.

MR. SMITH:  Thank you.  Happy holidays.

MR. QUESNELLE:  Happy holidays to everyone here, and safe travels if anyone is travelling over the holidays.

We have the schedule I mentioned earlier.  I believe the dates are January 9th and the 15th, I think are the submissions from Board Staff and intervenors, and then subsequent to that the reply.  So I am looking forward to that.

We are adjourned.  Thank you very much.

MR. SMITH:  Thank you.

--- Whereupon the hearing adjourned at 11:24 a.m.
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