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Thursday, September 4, 2014


--- On commencing at 9:11 a.m.

MS. HARE:  Good morning.  Please be seated.


Do we have any preliminary matters arising from yesterday?

Preliminary Matters:


MR. SMITH:  Just a couple of preliminary matters, Madam Chair.  We did provide, in advance of this morning, the table that Mr. Quinn had requested yesterday.  It was not given an undertaking number, but we have copies, and I am happy to have them distributed and then marked for the record.


MS. HARE:  Okay.  Why don't we do that.  We will mark it as an exhibit number.  So where are we, K2.1, Mr. Millar?


MR. MILLAR:  Yes, that's correct.

EXHIBIT NO. K2.1:  TABLE.


MR. SMITH:  As a second matter, there was, during the examination -- I believe it was by Mr. Crane yesterday -- reference to evidence filed by Union in EB-2008-0106.  It was referred to as a QRAM proceeding.  It wasn't a QRAM proceeding, it was the Board's standard -- it was the Board's generic standardization, QRAM standardization and load balancing proceeding, but that evidence -- although we were able to call it up on the screen -- wasn't in fact -- isn't in fact in the record anywhere, and it probably makes sense that it be marked as an exhibit, and I have a copy of the two pages which were referred to, and I propose to have those marked as well.


MS. HARE:  Okay, thank you.


MR. MILLAR:  That is K2.2.

EXHIBIT NO. K2.2:  EVIDENCE FILED BY UNION GAS IN EB-2008-0106.


MR. SMITH:  We had mentioned yesterday the general terms and conditions.  I don't believe anybody's going to them.  I don't happen to have copies of them.  I obviously have a copy, but I don't have copies, and once I do we can just perhaps mark those, or maybe Union can file them as an undertaking.  It just depends on when I get the copies, that's all.


MS. HARE:  Was it an undertaking request?  I believe it was.  Was it, Mr. Millar?


MR. SMITH:  I'm not sure if it was given an undertaking.


MR. MILLAR:  I don't believe it was, Madam Chair.  There were only two undertakings yesterday, and I don't think that was one of them.


MS. HARE:  All right.  So we will give it an exhibit number.


MR. MILLAR:  Mr. Smith, do you think you'll have copies today?  If not, it might be easier to mark it as an undertaking.


MR. SMITH:  No, I certainly will have copies later --


MR. MILLAR:  Okay.  So we will mark it now as K2.3, and with copies to follow.

EXHIBIT NO. K2.3:  COPY OF THE GENERAL TERMS AND CONDITIONS (Copies to Follow)


MR. SMITH:  The two undertakings which were given yesterday will have -- I don't have them right now, but we will have them today.  That is just by way of heads-up.  And those are the only matters.


MS. HARE:  So Mr. Millar, I believe you and Mr. Quinn have changed orders, and you are going next?


MR. MILLAR:  Yes, we have, thank you, Madam Chair.

UNION GAS - PANEL 1, resumed


Greg Tetreault, Previously Affirmed.


Pat Elliott, Previously Affirmed.


Chris Shorts; Previously Affirmed.

Cross-Examination by Mr. Millar:

MR. MILLAR:  Good morning, panel.  My name is Michael Millar.  I am counsel for Board Staff.  As it happens, most of my questions were covered largely by Mr. Aiken, so I just have a couple of follow-ups in two areas.  And I will start with a couple of questions about your unaccounted-for gas, the UFG account.


You will recall some discussions yesterday with Mr. Aiken surrounding the proposal and, in particular, the proposal that it would be -- that it would be cleared solely to system gas customers.  Do you recall that?


MS. ELLIOTT:  Yes.


MR. MILLAR:  And indeed, I think it was a FRPO interrogatory -- FRPO No. 4.  I don't know that you need to call it up, but there were some questions around this, and I guess there were some questions as to why it wasn't being allocated to all customers.


What Union said was that:

"For the recovery of spot gas purchases related to UFG variances, Union considered recovering these costs from all customers.  Union rejected that approach -- rejected the approach described above, as it was not consistent with Union's historical treatment of UFG price variances."


I think that is on page 2 of the interrogatory response, but you will recall that response?


MS. ELLIOTT:  Yes.


MR. MILLAR:  And so what I took from that is you're allocating it to system gas customers, essentially because that's the status quo and that's how it has been done in the past.  Is that a fair characterization?


MS. ELLIOTT:  That's correct, yes.


MR. MILLAR:  Okay.  If we were to look at this through a cost causality lens, is that how you would do it?  Would it only be allocated to system gas customers?


MR. TETREAULT:  Difficult to say, Mr. Millar, as it relates to the price variance of UFG, but the actual -- UFG costs associated with Board-approved volumes from a cost causality perspective are -- they're driven by volume, by the level of activity, and recovered in two ways:  One, in delivery rates, and in customer-supplied fuel ratios for rate classes that provide fuel in kind.


Again, though, that is dealing with a Board-approved volume that has an associated cost, as opposed to a -- solely a price variance associated with UFG.


MR. MILLAR:  Let me take you to page 8 of your pre-filed evidence.  That is Exhibit A, tab 1, page 8 of 49.  You will see, starting at about line 3, it states:

"UFG represents the difference between total gas available from all sources and the total gas accounted for as delivery, net interchange, and company use.  The difference could include leakage or other actual unmeasured losses, discrepancies due to meter inaccuracies, variations of temperature and/or pressure, and other variants, particularly due to measurements being made at different times and at different points on the system."


Could those factors that lead to unaccounted-for gas, could they also apply to direct-purchase customers as well as system gas?


MR. TETREAULT:  Yes.


MR. MILLAR:  Okay.  So don't let me put words in your mouth, Mr. Tetreault, but what I think I'm hearing is, if you were to look at this purely from a cost causality perspective, some of it would probably be allocated to customers other than system supply.  And it might be difficult to exactly determine what the appropriate ratio is, but some of it would go to direct-purchase?


MR. TETREAULT:  I think it is fair to say, Mr. Millar, that as it relates to UFG volumes -- and again at issue here is a price variance associated with a spot purchase, but as it relates to UFG volumes, they are driven by volumetric activity on the system, which is -- which is the result of all customer activity.


MR. MILLAR:  Okay.  I think I have your answer on that.  Thank you very much.


Let me move to my second area.  Just a few questions about the spot gas variance account, and just to remind ourselves what we were talking about, or at least remind me, just to give a bit of background to this, my recollection is that you purchased about 29.8 petaJoules of gas from the spot market last winter.  Is that correct?


MR. SHORTS:  We -- in the QRAM for April 1st we had included in that 29.8, but we had an additional .4 in mid-March, so that brought the new total to 30.2.


MR. MILLAR:  Okay.  So somewhere around 30 petaJoules of gas on the spot market?


MR. SHORTS:  Correct.


MR. MILLAR:  What we're talking about in this proceeding is that you are proposing to allocate .8 of those petaJoules to your southern direct-purchase customers; is that right?


MR. SHORTS:  We're actually proposing to allocate the summer-winter differential of .8 to those direct purchasing customers, the load balancing costs, not the actual molecule.


MR. MILLAR:  Understood, yes, you're right.  And the rest of that 29.8, I understand, has already been dealt with in other proceedings; is that right?  Largely through the 2014 QRAM?


MR. SHORTS:  Yes, subject to some reconciliations that will be coming in the next QRAM.  Most all of those costs have been dealt with.


MR. MILLAR:  Okay.  So well in excess of 90 percent of your winter gas spot purchases have already been dealt with in Board proceedings?


MR. SHORTS:  Subject to the math, yes.


MR. MILLAR:  Okay.  And I understand in the QRAM 25.9 petaJoules -- this is the April 2014 QRAM -- 25.9 petaJoules of the spot gas purchases were allocated to, I guess, three categories, the South system gas customers, the North system gas customers, and the bundled -- and the North bundled direct-purchase customers.  Is that right?


MR. SHORTS:  Yes, that was the bulk, yes.


MR. MILLAR:  Okay.  Of that 25.9 -- correct me if I've got my numbers wrong -- but I think 2.9 of that 25.9 -- again, we're talking about the QRAM -- 2.9 of those petaJoules were allocated to your northern service territory, either system supply or direct-purchase.


Does that sound right?


MR. SHORTS:  Yes, correct.


MR. MILLAR:  Okay.  And as I understand it, that 2.9 petaJoules that went to the North, that was allocated both to your system gas customers and your northern direct-purchase customers?


MR. SHORTS:  Yes.


MR. MILLAR:  And were the purchases, the spot gas purchases you made over the winter that were allocated through that QRAM, they were made for -- were they made for load balancing purposes?  That's why you purchased the gas?


MR. SHORTS:  They would be made for load balancing purposes, as well as just generally to refill supply.


MR. MILLAR:  For your northern direct-purchase customers, how did you allocate those costs?


MR. SHORTS:  The northern direct-purchase customers would get allocated, again, a summer/winter differential on the load balancing, because for North direct-purchase customers we would expect them to bring that gas in later in the year to balance off their own needs before their contract renewed.


So very similar to what we're proposing to do for the Union South direct-purchase customers.


MR. MILLAR:  Well, again, correct me if I'm wrong.  I'm hardly an expert in this area, but from what I've heard that is not exactly how you're doing it in the South, right?


In the South you are allocating based on the banked gas account and where a particular customer's balance was in that account; is that correct?


MR. SHORTS:  Yes.  In the South we are allocating it based on that.  In the North it would just be based upon overall volumes.


MR. MILLAR:  Can you tell me why there is the difference between how you're allocating in the North than in the South?


MR. SHORTS:  In the North we do not have checkpoints, so we don't -- we have to manage all the load balancing in aggregate for the system and the northern bundled-T customers.  Yes.


MR. MILLAR:  And just to confirm -- we were over this Yesterday -- there is no contractual March 31st checkpoint for the South; is that correct?  There is the February checkpoint and then one at the end of September, I think, but there is no actual contractual checkpoint?


MR. SHORTS:  There is no contractual checkpoint for Union South bundled-T customers for March.


MR. MILLAR:  Okay.  Thank you, panel.  Those are my questions.


MS. HARE:  Thank you.  Mr. Quinn, were you waiting for a document?  Has that arrived?


MR. QUINN:  The document was the document that Union handed out this morning as K2.1.  I will handle that a little bit later in my cross-examination just so I can digest it and hopefully have some --


MS. HARE:  I wanted to make sure that you had everything you needed.


MR. QUINN:  Thank you.  I appreciate that.


And I wanted to be conscious of the time you were targeting for a break.  I know we're a little bit off schedule this morning, so...


MS. HARE:  Around 10:30 would be good, or some suitable time in terms of your cross.


MR. QUINN:  That would be great.  Thank you very much.

Cross-Examination by Mr. Quinn:


MR. QUINN:  Again, good morning, Madam Chair, Member Fry.  Dwayne Quinn, on behalf of FRPO and OGVG.


I want to basically walk through the outstanding issues and make sure we have clarity for the basis of the record and our understanding.


So I think what we will do is, if I may, if I start with the average use, Mr. Aiken covered off a good part of this yesterday.  And I had the benefit of the transcript, so that I could gain some understanding, but also I need some clarification.  So if possible, could we start at page 46 of the transcript from yesterday?


Do you have that?


MS. ELLIOTT:  Yes, we do.


MR. QUINN:  Okay.  Thank you.  It starts in the bottom of page 46.


What you were discussing with Mr. Aiken, so you can digest it in context, is the additional costs that Union was concerned that would have to be balanced against the additional revenues if storage -- if the storage rates were to be included in the average use calculation.


Maybe you could, Ms. Elliott, provide your concise description of this.  Is that acceptable to you?  If not, provide your description.


MS. ELLIOTT:  Sorry, you're asking for a listing of the additional costs that relate to the storage activity?


MR. QUINN:  No.  I apologize.  I just wanted to make sure that I was preparing you in context.  Obviously I had a chance to look at this and I wanted to make sure you had a chance also, so I am just giving a frame of reference.


Mr. Aiken was asking you about additional costs as a result of increased average use, and specific to the storage.  And it starts in the bottom of page 46 at line 27.


MS. ELLIOTT:  Yes.


MR. QUINN:  Okay.  I just want to make sure that I was fair in terms of giving you some context.


So at the bottom it says:

"Those costs include some fixed storage costs."


First off, how much storage is in the base rates for Union for in-franchise use?


MS. ELLIOTT:  The easiest way to answer that, I guess, is, first of all, there's 100 pJs of utility storage space that is allocated or available for utility use.


And in the 2013 Board-approved rates, there was something in excess of just over 11 pJs of excess utility space.


So the differential being what is recovered in utility rates.


MR. Quinn:  Okay.  That would suggest in the order of 89?


MS. ELLIOTT:  Yes.


MR. QUINN:  So starting with the base of 89 pJs, can you help me understand what changes in storage fixed costs would be incurred as a result of a year that had a higher average use?


[Witness panel confers]


MS. ELLIOTT:  The easiest way to look at this is probably to look at the evidence where we addressed the excess utility space in the storage deferral account.


So what had happened in the Board-approved rates, we have a forecast assumption of 89 pJs of storage space being used by utility customers.


On an actual basis, I think that was about 3 pJs higher, so we were at 92 pJs of actual space used by utility customers.  So as a result of the higher use in 2013, we required more space for utility customers.  So the space that would have otherwise been -- the costs that otherwise would have been recovered by the -- by selling the excess space at market was no longer available to us and it was sold in-franchise.


So the revenues from the in-franchise sale are really offsetting the loss of revenue from the ex-franchise sale or the market price sale.


MR. QUINN:  So you knew going into the winter that your gas supply plan required closer to 91.4 pJs, as opposed to the 89.  Therefore there is less opportunity for non-utility sales.


Is that an accurate summary?


MS. ELLIOTT:  And more costs allocated to the utility operation, yes.


MR. QUINN:  Okay.  Thank you.  I may come back to that later on, but that is good clarity on that first point.


So you have a higher average use, and it goes on on page 47 -- sorry, back to the transcript, Ms. Shaw.  I am on page 47, line 4.  You said:

"On an actual basis in 2013 there was more storage use for utility's customers."


That is what you referred to.


The result, though -- and I am struggling to do this, so I am hoping Mr. Shorts can help us.  If there is a higher average use, first off, average use is weather normalized, correct?


MS. ELLIOTT:  That's correct.


MR. QUINN:  So average use is weather normalized.  So it should take out what would in effect be the seasonal peaking component.  So to the extent that there is colder than normal weather, the weather normalization would actually remove that effect.  Is that correct?


MR. SHORTS:  If we had a situation where we've had -- where we've had incremental volumes in general, then those incremental volumes, if they were -- depending on what market they were in -- would continue to drive more storage.


If they were in the residential market and we had X incremental pJs of load from one year to the next, then that would require, obviously, more storage that wasn't there previously.


MR. QUINN:  But if you think of it as a curve, the average use actually reduces the effect of weather.


MR. SHORTS:  I'm referring to a brand-new load.  Not average use.


MR. QUINN:  Okay.  And in this case here, if I understand Union's evidence, the higher average use drove increased storage costs.  I am having a hard time reconciling how that works.  Maybe you could help me with that?


[Witness panel confers]


MS. ELLIOTT:  What we saw happen in 2013 is the customer use was higher than we had forecast in the rate case.  And that higher use was both winter and summer use, but what it drove was a higher requirement for storage space at October 31st.


So when you have higher use on a per customer basis, you have a greater need for storage.  And so storage that was forecast to be available for sale at market prices was no longer available.  It was in the supply plan reserved for or taken up by the utility customers.


MR. QUINN:  And I think I understand most of that, but in terms of point of clarity, the 2013 gas supply plan, would it not be based upon what was anticipated as average use for customers in 2012?  You would do your weather normalized calculation for your usage in 2012 to come up with your 2013 gas supply plan?


MS. ELLIOTT:  The gas supply plan for the winter of '12/'13 would have been finalized in the fall of '12, yes, so we would be using the best information available at the time, which was what we were seeing in 2012.


MR. QUINN:  Well, okay.  Then I will try to be concise here.  You're anticipating -- well, you are driving a storage need based upon average use.  But if you are looking at the average use in the same year -- which you haven't measured yet -- how can that contribute to a higher storage need?


MS. ELLIOTT:  We were in fact forecasting the higher average use earlier than the -- our experience.  So in 2012 we were seeing higher average use, and it was being forecast, so when the supply plan was being put together for the winter of 2012 and '12/'13, or '13/'14, that higher average use would have caused us to reserve additional storage space for utility customers in the plan.


MR. QUINN:  What months of storage use are you recovering for in the deferral account, this deferral account proceeding?  Is it just the calendar months of 2013?

MS. ELLIOTT:  I'm sorry, could you repeat that question?


MR. QUINN:  Are you recovering for higher storage costs in the calendar months of 2013, or are you recovering for the winter of '12/'13 or the winter of '13/'14?


MS. ELLIOTT:  We don't actually have a proposal in this application to recover storage costs.


MR. QUINN:  Sorry, the deferral account -- we're relating this back to an average use for the calendar months of January to December of 2013.  Is that accurate?


MS. ELLIOTT:  So the average use deferral account is capturing delivery revenue from the -- the variances in delivery revenue due to increased average use during the period January 1 to December 31st, 2013.


So those -- and the deferral account as it stands today only includes delivery revenue.


MR. QUINN:  Right.  And so you would make your gas supply plan based upon what you forecasted, I heard, as your average use as a result of the calendar months of 2012 or the winter of '12/'13?


MS. ELLIOTT:  So the gas supply plan for the winter of '12/'13 would include forecast volumes for January 1 to March 31st, 2013.


MR. QUINN:  And if you were forecasting a higher average use, would that not have already found its way into your rates for 2013 as a result?


MS. ELLIOTT:  No.  The 2013 rates were based on the forecast that was filed in July of -- sorry, November of 2011.  So the forecast underlying the 2013 rates was a 2011 forecast.


MR. QUINN:  Okay.  There may be just a shift in cycle that is off, and I am not sure it is going to get us anywhere, so I appreciate a better understanding of what you're saying, and I will reserve the rest for later.


If I could just move on to UFG.  I understood there was an increased activity, what is being represented here, there was increased activity, and that drove an impact on UFG, which is in the next lines, 9 through 13.  Sorry, yes, increased compressor fuel, and that's driving UFG.  That was another area of costs that you had identified?


MS. ELLIOTT:  That's correct.  When we move more volume through the system, we have more variable costs.  Those variable costs include compressor fuel and unaccounted-for gas.


MR. QUINN:  But your compressor fuel for storage is handled separate from the compressor fuel for transmission.  Correct?


MS. ELLIOTT:  The rate for storage includes the fuel for storage compression, and the rate for transmission and delivery would include a compression on that system.  But the shareholder is exposed to the variances in those costs.


So the shareholder is at risk for the higher cost associated with the higher activity on both the storage and the transmission system.


MR. QUINN:  Okay.  Well, I want to separate the two of them.  So on the transmission system, if there is greater throughput, there is greater compressor fuel offset by greater revenues because of that throughput.  Is that accurate?


MS. ELLIOTT:  Generally I would say that is accurate, with the exception of the fact that we have this average use deferral account, which takes some of that revenue and puts it in the deferral account for a refund to the ratepayers.


So there's not a perfect match on the delivery system between revenue and cost, but it's a cost that for simplification purposes we're managing.


MR. QUINN:  Okay.  I was trying to distinguish between transmission and distribution, and I accept on the transmission side -- sorry, I said transmission distribution.  I meant transmission and storage.


However, on the storage side, if you have a greater need for gas, you have allocated a certain amount of storage already.  If you have additional needs, those are offset, like in this proceeding, by bringing additional gas.  Is that not correct?


In other words, you don't cycle your storage more times.  You bring in additional gas.


MS. ELLIOTT:  I'm sorry, I'm not sure I understand the question.


MR. QUINN:  If you have a higher use because -- your point is that there is increased utilization that increases your UFG because of your -- the compressor fuel that is needed.


However, if you have a greater need for gas during the winter -- like we're speaking of in this last period -- you're bringing in additional spot gas; is that not correct, Mr. Shorts?


MR. SHORTS:  If we had a greater need, we would bring in the additional spot gas.  But as Ms. Elliott mentioned, for the winter of '13, '14, going into that gas supply plan, we knew we needed an incremental couple of pJs of space.


So we would have had to have basically filled that prior to the winter happening.


MR. QUINN:  Okay.  Maybe we don't have context here.  And it may be it is something that you can quantify roughly, but if you were to add up all of these costs, could you give us just an estimate -- I don't mean here, but by way of undertaking -- what an estimate of these additional costs would be which would go against offsetting the storage revenue if we were to have storage rates included in the average use account?


You mentioned, Mr. Shorts, an example, 2 pJs, you had to use -- you had to fill an additional 2 pJs of storage.  What's the cost of that, in terms of compressor fuel, and what would it drive in terms of UFG costs?


That, in itself, should be a simple calculation; would you agree with me?


MS. ELLIOTT:  I think we can do that, but it will require some assumptions.


We can identify the variance in the total cost.  What we haven't done, because it hasn't been required up til now, is determine how much of that variance is, in fact, related to the activity associated with average use.


So we have higher fuel costs.  We have higher unaccounted-for gas costs in the calendar year 2013.  The percentage of those costs associated with average use is something that we're going to have to make an assumption as to how to allocate those costs, because it hasn't been required to track those costs related to storage.  We have captured them in their entirety, but not attempted to allocate, if you will, on an actual basis what is related to average use.


But we can probably come up with a reasonable estimate on a volumetric basis as to what those costs would look like.


MR. QUINN:  I would be happy with that.  I understand there have to be some assumptions.  The example Mr. Shorts used was the 2 pJs of extra space, a simplifying assumption as to what the cost impact, that's all we're looking for.  I am just looking for round numbers as to what the costs would be relative to the increased revenues.


MS. ELLIOTT:  We can do that.


MS. HARE:  Can you just clarify, is it 2 or is it 3?  I thought I heard you say, Mr. Shorts, 3 pJs.


MS. ELLIOTT:  I think we have changed years here at some point.


MS. HARE:  I see.


MS. ELLIOTT:  But there would have been an increase in storage space in the '12, '13 winter and a further increase in the '13, '14 winter.


So we will quantify the actual increase in space and the related variable costs and fixed costs that go along with that space increase.


MS. HARE:  For which period?


MS. ELLIOTT:  I will do for the calendar year 2013.  So it will have to be a portion of both winters.


MS. HARE:  Okay.  Thank you.


MR. MILLAR:  That's J2.1.
UNDERTAKING NO. J2.1:  TO PROVIDE AN ESTIMATE OF ADDITIONAL COSTS FOR 2013 IF STORAGE RATES WERE INCLUDED IN THE AVERAGE USE ACCOUNT.


MR. QUINN:  Thank you, panel.  That would be most helpful.


I wanted to move into understanding better the issues around the additional supply that was discussed.


Again, you went over parts of this with Mr. Aiken, Mr. DeRose and Mr. Crane, so I am going to try to avoid those areas, but I just want to take a step back before we take a step forward.


Would it be a fair summary of your checkpoint system, is Union providing direct-purchase customers the opportunity to deliver gas on a flat profile throughout the year, and then providing them enough storage to handle the seasonal higher consumption in the winter?


MR. SHORTS:  Yes.  We would take the forecast that was provided for by the customer, as well as their DCQ.  That would give us a load curve, and that would essentially be the amount of load balancing that would be -- that we would assume in the plan, that would provide us with both the October 31 checkpoint for them and the February 28th checkpoint.


So that gives us the curve that they would follow, such that it would determine their checkpoints.


MR. QUINN:  Mr. Shorts, you know this area better than I, but I was struck by -- is it the October 31st checkpoint for direct-purchase customers?  Or --


MR. SHORTS:  Sorry, I misspoke.  It is the end of September.  End of September and end of February checkpoint for the direct-purchase customers.


MR. QUINN:  Okay.  Thank you.  I just want to make sure the record is clear.


So looking at specifically the end of September checkpoint, you're ensuring that customers are filling storage but not putting too much gas in storage, compromising your ability to serve other customers with storage; is that a fair summary?


MR. SHORTS:  What we would have in the plan would be their checkpoints at the end of September and their obligations not to exceed that checkpoint, to go to have volumes in the ground any higher than that.


Then their end of February checkpoint is to ensure that they don't have any volumes that -- or a volume that is lower than what their forecasted balance was at that point.


MR. QUINN:  You're anticipating where I was going next, and that is -- so February 28th they have the corollary of a checkpoint.  In other words, they have a minimum that they need in storage based upon their forecasted consumption and their flat deliveries?


MR. SHORTS:  It's a minimum balance.  It is not necessarily storage, because many of the customers would actually be negative already on February 28th.  It is just they can't go further negative.  They want the forecast and want and what their checkpoint states.


MR. QUINN:  And that is a good clarification.  So their balance, they have a minimum balance.  They can have more than that, but they can't have less; otherwise, there are consequences for the customer?


MR. SHORTS:  That would be for the February 28th checkpoint, yes.


MR. QUINN:  So this is a problem that was grappled with through the evolution of direct-purchase.  And yesterday you talked about March park, which brought us all back to some of the earlier 2000s.


But what you came up with, and ultimately it has been designed, is this checkpoint system that provides the customer with the ability to bring in, on a flat basis, and to the extent that they are over-consuming in the winter -- possibly like this last winter -- they can bring in additional volumes to ensure that that minimum balance, as you called it, is maintained as of February 28th?


MR. SHORTS:  We certainly forecast and expect that all of the customers will meet their February 28th checkpoint.


MR. QUINN:  And so if they over-consumed, they can either -– and I think you said it yesterday -- they can either ratchet back on their consumption or they can bring in additional gas to make sure that they have met that minimum balance?


MR. SHORTS:  Correct.


MR. QUINN:  Okay.  Thank you.


So I am not going to go back into March park.  You might be relieved about that, but I did want to at least now turn to the compendium that I sent, that was marked yesterday as K1.3.


Now, Mr. Crane did refer to this yesterday, and Mr. Smith was good enough to bring in copies of the pages.  But just so that there is clarity, K2.2 has the two pages and -- the first two pages of my compendium, K1.3.  I am just going to refer to K1.3 at this point.


So Mr. Crane did go through some of the principles, which is on page 1.  It says page 42 of 72 at the top.


This is evidence in the QRAM load balancing proceeding from 2008.


So not to go over what Mr. Crane said, there is one area that I wanted to focus on and that is the principle that Union has in the third bullet:

"Union should not make gas purchase decisions that impact direct-purchase customers' supply costs."


So this was one of the principles that Union used to design this checkpoint system?


MR. SHORTS:  Yes, it was.


MR. QUINN:  Okay.  In doing so, and I was using that example of February 28th, this gives the customer the opportunity to decide if they can ratchet back on consumption or they bring in extra gas to meet that February 28th balance criteria?


MR. SHORTS:  Correct.


MR. QUINN:  Okay.  And I am going to flip the page to page 43, which is page 2 of that compendium.


There is basically an excerpt from the decision with Reasons.  And focussing down on line 10 -- let me make sure my line is straight here -- it says:

"Having chosen direct-purchase gas supply, it is predictable that direct-purchasers would prefer an informed opportunity to manage any divergence from forecast that have arisen at February and at September."


I think that is what we have been talking about here, Mr. Shorts?


MR. SHORTS:  Well, we have been talking about both that opportunity in February, but as well, really what we're focused on is the incremental consumption that happened in March after the checkpoint was set.


MR. QUINN:  And that's accurate.  That's more the issue for this proceeding.  But would you not agree with me that that statement would equally apply to the month of March?


MR. SHORTS:  Again, the customers have an obligation at the end of February, and it was Union's obligation -- as we have stated before -- to continue to manage the incremental consumption post that checkpoint for those bundled direct-purchase customers.


MR. QUINN:  I think that is your evidence, and I understand, sir, that -- I don't want to repeat too often, but I asked you would the statement, though, from the Board be equally applicable to a direct-purchase customer for the month of March?


MR. SHORTS:  The statement refers to February and September, so I can't speculate whether or not the Board would have thought that would apply to March as well.


MR. QUINN:  Okay.  I --


MR. SHORTS:  Because within that same application we included the discussion and the examples of what we would do post-February 28th checkpoint if there was incremental consumption within that same application.


MR. QUINN:  Yes, sir.  I have gone through the application, and I will draw on it for argument, so I'm not going to go through it again today.


But you would agree with me that out of the discussion from yesterday you conceded that, in fact, there was no specificity in how the costs would be allocated.  Is that correct?


MR. SHORTS:  No.  We did not at any communication specify how that was going to be allocated.


MR. QUINN:  Okay, thank you.


So would you agree with me the decisions that Union undertook did, in fact, impact direct customers' supply costs?


MR. SHORTS:  Yes.  And I would say, as all general principles are, we try to maintain that at all times, but you have to understand that in situations of exceptional weather -- and I would say that this past winter was exceptional -- but obviously we had incremental costs that we had to go out and take action to cover off those actions of the direct-purchase customers.


MR. QUINN:  And I think we will come to those actions here in a moment.  But I think you did give me an affirmation, and I think that is sufficient for the record.


So I want to make sure we have clarity on what those actions were and the costs that arose out of those actions.  You spent a little bit of time yesterday -- and I think I understand, but I really want to make sure, because this is important -- as to what, in fact, you are asking direct-purchase customers to pay for.


So if you would carry on in that compendium, I wanted to give the context.  You have made purchases which are in table 1, which you described as additional spot gas that was purchased to meet the colder than normal winter.  And we all accept that that had to be done.


But moving forward into page 5 of the compendium -- if I can move forward -- you had actually tried to break out what variances were that contributed to these additional purchases.


You've got actual variances in table 1 from November 13th to July 2014 -- or, sorry, January 2014.  But that is not for the whole winter.  That is just for that three-month period?


MR. SHORTS:  Yes.


MR. QUINN:  Then you projected your variances for February and March because of the timing of this evidence being March 6th.  I trust that not all your February data was available, so you have been able to put an estimate for the remaining period of February and March to come up with a total variance of 23?


MR. SHORTS:  Correct.


MR. QUINN:  Then down below -- and this is what intrigued me, and I want to make sure I understand -- there is -- starting at line 11 it says,

"these included higher general service use of 3 pJs, incremental demand in the sales service contracts of 1 pJs", and then it says "and the need to buy an additional 1.8 pJs of gas to manage the impact of approximately 25,000 DP customers returning to sales service".


When were those 25,000 customers forecast to return to sales service?


MR. SHORTS:  We wouldn't have a forecast of customers returning to sales service.  We would be reacting as customers actually did come back.  So for example, on November 1st, December 1st, January 1st, we would get up-to-date information in regards to which customers had returned to system.  And then their forecasts would be layered into the activity going forward.


MR. QUINN:  So the 25,000 was incremental to your forecast that you had already?


MR. SHORTS:  Yes.  That 25,000 of direct-purchase customers returning to system would be in addition to -- would be in addition to the forecast that was certainly used to set the gas supply plan that was done earlier in the year.


MR. QUINN:  Okay.  I can accept that, thank you.


But for clarity, and to make sure we don't have another 1.8 confusing the matter, this 1.8 is a completely separate issue.  It is just for this one aspect of customers returning to sales service.


MR. SHORTS:  Correct.


MR. QUINN:  Okay.


MR. SHORTS:  There are too many 1 -- I agree there is too many 1.8s.  We need another decimal.


MR. QUINN:  Yes.  That might have been helpful, for future reference.


Then I am just going to -- right at the bottom of the page, line 16, it says:

"The variance in the opening storage position of .9 was a result of actual variances realized in spot price paid and the forecast summer price."


Focusing on the --


MR. SHORTS:  I'm sorry, Mr. Quinn, that is two separate --


MR. QUINN:  Oh, that's why it is -- I wanted to focus on the -- sorry, just on the .9.  That is what I wanted to understand.  You're saying what you have captured in this table under line 5 is a variance in the opening storage position of .9 pJs.


Can you tell me what creates a variance?  What are the two numbers that you are comparing?


MR. SHORTS:  Well, we would have an expectation of having an opening storage balance of X, whatever that number is.


MR. QUINN:  Just for context, would that be the 91.4 that was in -- we described earlier in your gas supply plan -- you had, Ms. Elliott, pulled up the table, which I don't think we have to go back to.  It said 91.4 pJs.  Would that be the expectation for full storage?


MR. SHORTS:  Well, 91.4 would be for all in-franchise customers, and a large chunk of that is for T1, T2, or T3 customers and northern storage customers.


So the amount that Union would be managing to, for the bundled and the sales service, would be certainly much less than the 91.4.


MR. QUINN:  Okay.  I think I am going to get clarity later on, because I will have to come back to that.


Can you tell me what the .9 refers to and what numbers you are dealing with to calculate the .9?


MR. SHORTS:  So for the -- so for the markets that Union manages for the sales service and for the bundled direct-purchase customers, they -- essentially for the sales service customers we were .9 pJs below what we had expected, and therefore we had to make up that .9 throughout the winter to get back, because we had hoped to be 100 percent full for the system sales allotment.


And as you'll see from that other chart we provided, we did come in short of the 100 percent.  We target the 100 percent, but we don't ever try to go over the 100, and therefore we came in slightly under on behalf of the sales service customers.


So the .9 was the difference that we had to make up over the winter because we had assumed we were going to be 100 going in, 100 percent.


MR. QUINN:  Okay.  And yesterday we heard a number of times -- and I am going to touch on that later on -- but you talked about managing your storage in aggregate.


I hear you saying the sales service was .9 pJs.  Help me understand your management in aggregate versus your ability to differentiate that the sales service volumes were .9 pJs lower than expected.


MR. SHORTS:  We do manage for the bundled direct-purchase customers and the sales service customers, but we would not necessarily plan to purchase additional volumes, because the direct-purchase storage levels for the bundled customers were lower than what they had planned for October 31.


MR. QUINN:  Okay.  I think that that is sufficient.  Thank you for those clarifications.  I was just trying to make sure I understood those variances.


Moving forward then.  Maybe this is -- will help us get to the nub of the issue, and then depending on timing we might be able to take a break.


I think I understand what these costs are for, and I think you referred to Mr. Millar this morning again.  It is the purchase -- or essentially it's the loaning of gas that you have that you expect to be returned to you in the summer.


MR. SHORTS:  Correct.


MR. QUINN:  Okay.  So -- and again, not to dwell on March park, but it is somewhat analogous to what March park was trying to create, in terms of how you're calculating this notional transfer?


MR. SHORTS:  Yes, they would be similar.


MR. QUINN:  And again, I used the word "notional" and maybe I should back up.


The direct-purchase status reports that you provide to customers, in this case, to the extent that you anticipated that a customer would be lower in March and bought gas -- and a group of customers would be lower in their balance in March, you don't actually transfer the gas to their banked gas account, do you?


MR. SHORTS:  No.


MR. QUINN:  So it is a notional transfer to make up for an expected deficit in their banked gas account relative to forecast?


MR. SHORTS:  It is just a recovery of the costs of the activity Union had to undertake to manage it.


MR. QUINN:  Okay.  Thank you.  That is well said.


I think if we go to the transcript, again -- page 79?


MR. SHORTS:  We have it.


MR. QUINN:  Okay.  Now, yesterday we did spend some time on this.  And I think Mr. Crane was talking to you about the purchases that you made in anticipation for this deficit that you expected for direct-purchase customers in March.


I am looking at line 8, 9 and 10.


Am I to understand that the decision was made sometime in the middle of February and a purchase made February 21st, as Union forecasted that deficit specifically for direct-purchase customers?


MR. SHORTS:  Again, this is the too many 1.8s coming in again, but when -- at February 21st, assuming that all the bundled direct-purchase customers would meet their February checkpoint -- because we continued to assume that right through to the end of February -- we had taken the action based upon our expectation of two things.


Number one, for the Union-determined balancing customers, we had determined that the forecast we had used to provide their checkpoint activity was actually lower than what was materializing.


We had continuously been given higher forecasts for the end of February.  So we knew that we were probably a little short on the activity that we instructed the February 28th customer-determined -- or Union-determined checkpoint customers, we were probably a little short on the amount of gas we had requested for them to bring in, because of that change in the forecast that was later in the month of February, after we had already told them what they needed to do.


So we knew we needed to buy for that activity.


We also had forecasts of colder than normal weather in March.  And we had used that, along with the best available information we had on where customers were actually sitting, because again we're trying to net off those that are over versus those that are under to come up with a number that we had to go out and purchase.


But that 1.8 that we purchased on February 21st was to cover a number of those reasons, including incremental -- continued incremental consumption for the sales service customers.


MR. QUINN:  Would you agree with me those are two separate issues?  One is a recognition of under-forecasting for February checkpoint, and then subsequently a forecasted deficit for March?


MR. SHORTS:  They're two separate issues but we handle them in the same way, in the sense that when we have stated how we would manage or the obligation of Union to manage the load balancing for bundled direct-purchase customers, we have stated that it would be incremental activity after the February 28th checkpoint activity was set, plus any March consumption variances that we have to manage.


So we manage them in the same bucket.


MR. QUINN:  So you manage in the same bucket.  How do you handle the costs associated with it?


MR. SHORTS:  We're handling the costs the way we have proposed here, which is to charge the Union South bundled direct-purchase customers that summer/winter differential to cover off the costs of the borrowing of the gas from the sales service inventory throughout the month of March.


MR. QUINN:  So the amount that was under-forecast by Union for direct-purchase customers to the end of February, that's in the 1.9 million that you're allocating to direct-purchase customers?


MR. SHORTS:  That would be also part of that 1.954 million, yes.


MR. QUINN:  Okay.  Are you able to separate those two in terms of the quantity of projected under-forecast for February and the amount of expected under-forecast for March?


[Witness panel confers]


MR. SHORTS:  I'm not sure, Mr. Quinn, the level of detail that we have, whether we could actually split that out.  I would have to go back and check.  I don't know for sure whether or not we could.


MR. QUINN:  Well, an idea may be -- and I am just offering this as an idea, because obviously this would have to be an undertaking.  But you made a purchase on February 21st.  There must have been some analytics that informed the quantity of that purchase, that, if you present the information that was used to inform you that 1.8 pJs should be purchased February 21st, would that not have that breakdown for you?


MR. SHORTS:  It would have, again -- we manage this in aggregate, because we also are managing customers that we would expect to be over, because some customers would have been tracking.  I mentioned yesterday there were 325 that were under, but there were 275 that were over.


So we have to manage both of those sides of the equation when we're making these purchase decisions, in addition to the overall supply for the sales service customers.


I would expect that volume to be quite low, comparatively, but I would have to check.


MR. QUINN:  Well, if you could do, on a best-efforts basis, an analysis as to what is February under-forecast and what is expected March under-delivery, relative to banked gas positions -- if I said that precisely for you enough -- then that would be adequate.  That is all I am looking for, is a round number split of the 1.94 million.


MR. SHORTS:  I could certainly do a volumetric breakdown.  In other words, ultimately what the 0.8 of volume reflected and what drove it, but I'm not sure.  We would have to discuss on how the cost would be then allocated.  I am not sure if it would follow in the same fashion as the way we have already allocated the costs.


MR. QUINN:  If there are any additional assumptions you have to make, if you would just spell them out, that should be adequate.  I would be comfortable with that.


MR. SHORTS:  We will try.


MR. SMITH:  We can do that, sure.


MR. MILLAR:  J2.2.
UNDERTAKING NO. J2.2:  TO PROVIDE AN ESTIMATED BREAKDOWN OF THE QUANTITY OF PROJECTED UNDER-FORECAST FOR FEBRUARY AND THE AMOUNT OF EXPECTED UNDER-FORECAST FOR MARCH, ON A BEST-EFFORTS BASIS.

MR. QUINN:  I want to, before --


MR. SHORTS:  Sorry, Mr. Quinn.  Just for order of magnitude, because we're dealing with a smaller subset of the entire direct-purchase customer class and we're talking about just Union-determined, again, then we would be talking about all customers for March -- for the March over-consumption.


I would expect it to not be of a great magnitude of the 1.954, in general.


MR. QUINN:  Okay.  I still would be interested to find the number and --


MR. SMITH:  We will do it.


MR. QUINN:  Okay.  Thank you.


And this may or may not add clarity to it, but, again, just making sure we understand the numbers, right at the bottom of the page -- so starting at line 27 and we will continue on on to page 80 -- but it says:

"The 1.8 here happens to coincide with the 1.8 that we filed in the hearing as being the amount for direct-purchase customers, which subsequently, based on actuals, was brought down to 0.8."


So if I understand the chronology of what you're saying -- and please correct me if I'm wrong -- you anticipated you would need 1.8.  You ended up calculating later on that you only needed 0.8 for direct-purchase customers; is that accurate?


MR. SHORTS:  That's correct.


MR. QUINN:  Okay.  So that 0.8 is for just March?  Or does it include the February aspect we were just discussing?


MR. SHORTS:  It would include that February aspect as well.


MR. QUINN:  Okay.  Thank you.


So the question comes, where did the extra 1 pJ go?  If you bought 1.8, then you determined you only needed 0.8, where does the 1 pJ go?


MR. SHORTS:  The extra 1 pJ, in reconciling to actuals, was actually for the account of the sales service customers.  Their consumption actually turned out to be higher by 1, and their balance, accordingly, needed the incremental 1 pJ for the sales service.


MR. QUINN:  So that 1 pJ would have been cleared through QRAM?


MR. SHORTS:  Correct.  If it's not already done, it would be done in the subsequent QRAM when we reconciled to actuals.


MR. QUINN:  Okay.  Well, thank you.  I just wanted to make sure, and that adds great clarity, thank you.


I think I will handle one more area, and then we will move to a break.


If you could turn up page 26 of the transcript.  Again, it was helpful for Mr. Aiken -- as I did with Mr. Crane, we had compared some notes ahead of time, and I understood Randy was going to cover this area.  He has done a pretty good job of understanding some of what Union does operationally to manage the system.


At the top of page 26, Mr. Aiken had -- maybe you can -- may have to flip back to the start of page 25 to read it in context -- sorry, Ms. Shaw -- Mr. Aiken said:

"What I'm talking about..."


Sorry, just at the bottom of page 25.  Mr. Aiken said:

"But I'm talking about the Union system as a whole.  If you do not have enough gas at the end of February and the system is at risk, that system is not just system customers, it is direct-purchase customers."


I am putting in my own words.  I think he's saying "as well".  Would you read that -- would that be a correct read from your perspective?


MR. SHORTS:  Yes, that would be the direct-purchase customers as well.


MR. QUINN:  So it is in aggregate, both system and direct-purchase?


MR. SHORTS:  Yes.


MR. QUINN:  So then you go on to say:

"It is the end of March that is when the system is at risk.  So why we have a checkpoint in February is to allow for, if customers don't meet February 29th or 28th checkpoint, then Union has time to actually make up the difference to ensure for the overall system that we do not go below 6 pJs of integrity space that is required on March 31st for the plan."


And I understand that is that window that you're trying to create to make sure you can make adjustments as necessary, but what confused me is, my understanding is that February 28th is also a critical date for Union in terms of planning, in that that is -- you must have sufficient gas in storage in aggregate to provide the push for the March 1st peak day.  Is that not correct?


MR. SHORTS:  It is definitely a point that the system operations group manages to, but from the perspective of what we purchase for from a supply perspective, our focus is on the March 31st push for the peak day at that point in time.


MR. QUINN:  But I want to make sure we have clarity here, Mr. Shorts.  I know you're saying it from the supply perspective.  But from a system integrity perspective, Union needs sufficient gas in storage to meet its March 1st peak day.


I think that's been your evidence in other proceedings.  I didn't try to bring it out, but I thought we could hopefully agree easily on that.


MR. SHORTS:  We would certainly have -- we would need the integrity space most definitely in the ground at all times, so we need the 6 pJs in the ground throughout the year, whether it be March 1st or April 1st, for example.


MR. QUINN:  But I was asking about the other space.  So setting aside the integrity space -- we know that you are trying to maintain 6 pJs February 28th and March 31st.  But the amount of gas in storage to provide push for deliverability, my understanding is you need a quantity of gas to provide that push.


So that on a 44 degree-day, or now 43.1 heating degree-days for March 1st, you have system capability to service all firm customers.  Is that not -- yes, all firm customers.  Is that not correct?


MR. SHORTS:  Yes, I believe there is a value for March 1st that they would need to ensure was there to provide the overall push for the system.


MR. QUINN:  This is important, so if you are comfortable with the answer, I accept that.  If you want to check it at the break, then you can come back with any clarifying that you would like to make.


MR. SHORTS:  I know there is a value.  I just don't know what that value is.


MR. QUINN:  Okay.  Well, maybe to ensure that we have numbers, let's take -- if you don't mind, is to take an undertaking to provide that number, and it may be already in front of us after the break, but I want to make sure that we have that number on the record when we complete.


MR. SMITH:  We can do that.  I don't know how quickly we can get it, but --


MR. QUINN:  I understand, Mr. Smith, it may not be available after the break, but at least it will be on the record when --


MR. MILLAR:  The undertaking will be J2.3.

UNDERTAKING NO. J2.3:  TO PROVIDE A NUMBER OF THE VALUE FOR MARCH 1ST.


MR. QUINN:  I think this would probably be an appropriate time before I go into the table in another area, if that is to your satisfaction, Madam Chair.


MS. HARE:  That's fine.  We will take our break now and return at 20 to 11:00.


--- Recess taken at 10:15 a.m.

--- On resuming at 10:48 a.m.


MS. HARE:  Please be seated.


Okay.  Mr. Quinn, you ready?

MR. QUINN:  Yes, thank you.


Just as a preliminary matter, just to get clarity, Union was doing its best -- and I appreciate their efforts -- in trying to provide a number that was -- I had hoped would be part of K2.1, which we received this morning.


Mr. Smith, can you help me with how you would like to handle that, that would be best for the process?


MR. SMITH:  It's coming from Chatham, not physically, and -- you know, I expect to have it in the next ten or 15 minutes.  And maybe with the Board's indulgence when we have it, I assume Ms. Hockin is going to bring it up and we can just have the numbers read into the record at that point.


MS. HARE:  That would be fine.


MR. QUINN:  Thank you very much.


So I will start on the line of questions that we were leaving off with before the break, and certainly anticipate that I will get to that in ten minutes, at least.


Just before the break and in the questions I was asking you, Mr. Shorts, I talked about the notional transfer.  In other words, you've bought gas, transferred it temporarily as a loan, and then have it returned back to you in the summer.  And I think you agree with me that that was a simplified characterization of what Union accomplishes?


MR. SHORTS:  Yes.  That's what the load balancing proposal was, to recover those costs, yes.


MR. QUINN:  Right.  The question I have, though -- and it certainly struck me that -- it looked like March park but it also -- I understand the cost allocation principles behind it.


But going back into the business principles about the customer controlling their own purchases, you've compared the costs that you are charging for this to what it would have cost them to bring in the gas.  And we all know the gas was fairly expensive but the price did drop off at the end of March; would you agree with me?


MR. SHORTS:  Yes.  The price did drop off at the end of March, yes.


MR. QUINN:  Would you agree with me also that a customer could have undertaken a similar approach themselves?  In other words, said:  You know what?  I think I'm going to be okay.  Later on in the fall, for whatever reason, if they had a November 1st anniversary for their contract.  So they said:  Okay, I know I've got -- if I know that I need to bring in the gas or I'm going to get a charge, I will ask for the gas to be delivered to me at Dawn and I will return it back to my supplier in the summer.


Would you agree with me that could be done by a customer?


MR. SHORTS:  That could be done.  I think in hindsight, though, we wouldn't know at the time what exactly the prices were going to be, come the end of March or the beginning of March.


So from our perspective, we could necessarily have waited and we wouldn't necessarily wait until the last minute to try and balance.  So to the extent that the price did drop off later in the month, chances are customers potentially would have made decisions already based on the higher price at that point in time.


MR. QUINN:  They may have.  But the principle you had in place is the gas had to be there by March 31st.


So in a scenario where you would have communicated that to the customers in February, that, yes:  Thanks for your efforts in February, but we also have to be concerned about March and the weather reports are coming in colder than normal.  You will be charged for our balancing gas if you are out of balance.  Or you have an opportunity to bring the gas in in March.


Would you agree with me that a customer could have undertaken a similar type of loan from a supplier to meet their obligations?


MR. SHORTS:  It is possible, but just let's back up for one second and talk about the timing, because we would not have known by the end of February and even at the end of March, until the end of March, that it was actually 0.8.


So any notification that we could have given or communication, we may have said:  You're going to get charged, and then actually when it came into effect and we reconciled for actuals, it could have been that nothing was needed.  And therefore they would have taken the action, incurred a cost, and then Union wouldn't have been even proposing to provide a cost anyway.


So, I mean, that could have been an outcome.


So again, when you give the notice you don't want to create the incentive that may come back and say to you:  Wow, you know, you told us, Union, to go out and do something.  We did it, and now you come back and reconcile and there was no cost, and I incurred this additional cost and now you weren't going to put it forth to me anyway.


So we were concerned about that kind of mixed messaging as well.


MR. QUINN:  I understand, Mr. Shorts.  And yet, going back to the principles, that communication, notified appropriately that there is a risk.  That's what you're contemplating.  You have purchased in February -- I think the record shows that -- you purchased in February for your expected under-deliveries of your direct-purchase customers.


So you anticipated there would be some, whether it be 0.8 or 1.8.  It could have been some other number, but you anticipate --


MR. SHORTS:  It could have been zero, yes.


MR. QUINN:  But you anticipated at that point you would have to charge them, with due notice.


Would you not agree with me that a customer then could analyze its own risks as to where its consumption pattern is?  And if the opportunity presented itself, to do something like I have described in terms of a gas loan?


MR. SHORTS:  A customer could have taken some action, sure.


MR. QUINN:  Okay.  And in the comparative nature, because we are dealing with hypotheticals -- I understand that.  But a customer knows their own consumption.  They can get it off your electronic system.  So on a daily basis, they could know, by, let's say, March 21st where they stood relative to their forecast?


MR. SHORTS:  If they had the capability, they could monitor that, basically up to the day, for sure, yes.


MR. QUINN:  So that we're not dealing in hypotheticals, could you undertake to provide a reference price source, like CGPR, of what the price at Dawn was for, let's say, the last weekend of March if a customer said:  Bring me gas the last weekend of March and I will give it back to you in the summer?  Pick a month; June, July.  And that would then quantify what the customer would have seen at that point in time to determine whether they wanted to potentially incur a cost or to manage their own risk by doing a gas loan?


MR. SHORTS:  So just to be clear, are you asking for the actual price of the gas, or an actual price of a loan?


MR. QUINN:  Price of a loan.  So the cost of gas at Dawn delivered, let's say -- March 28th, I think, is the Friday.  You can do it for the weekend, whichever is simplified.  You would have a CGPR number.  Pick a date, March 28th, and say -- and that gas then would be returned back to the supplier in June, because that, again, maybe likens it to the March park, but that is in essence what you have done.


A customer would not necessarily spread that gas over the rest of the summer and give it back on a daily basis.  They would probably pick a month or a day depending on the quantum.


So pick the month the June or a date in June and say what the price would have been.


MR. SHORTS:  We can try and do that calculation.  Again, it will include some assumptions but we can try to do the calculation.


MR. QUINN:  I just want to take it out of the hypothetical and into what the actual numbers would look like.  So I would appreciate that.  Thank you.


MR. MILLAR:  J2.4.

UNDERTAKING NO. J2.4: CGPR gas prices at Dawn March 28 and at Dawn in June to calculate the cost of a gas loan to a customer.


MR. SMITH:  Sorry, Mr. Shorts.


MR. SHORTS:  I was just going to say, to put into context, we have talked about the two-forty-fours being the summer/winter differential, but if you actually look at the interrogatory from CME in which we actually provided the amount of the balancing charge and the volume, it is actually about $1.35, that difference.


So I just want to make sure it's -- the cost on a per-gJ basis for those customers is about $1.35, just so there is context.


MR. QUINN:  Okay.  Thank you.  That's adequate clarification.


I am going to move on to system integrity space, and then we will deal with K2.1 in a moment.  I appreciate Ms. Hockin's efforts to bring it.


Yesterday with Mr. Aiken -- and I don't think you need to turn it up, because I am going to talk in a high level, but if we need to we can go to the transcript.  But you talked about the needs for system integrity space, and the system integrity space was needed as of March 31st.  And you alluded to the fact the winter was still cold at the end of March.


Do you recall that conversation, Mr. Shorts?


MR. SHORTS:  Yes.


MR. QUINN:  So as I understand it -- and a summary of it would be that to the extent that the weather actually turned out colder than initially forecast, the system integrity space would provide the extra gas for an unexpected cold weekend, let's say.  Is that --


MR. SHORTS:  That is the function that it performed this past March.


MR. QUINN:  Okay.  But we didn't have a context for those numbers, and that's what I was struggling with.  I went back through the record to see, well, what would that look like.


So if the forecast said it was minus ten degrees Celsius and it ended up as minus 15, which is considerably cold -- weather forecasters aren't too bad these days, and you have your own professionals that do that, I understand.  But what would a five heating degree-day difference -– what would the in-franchise incremental gas need for a five heating degree-day difference be?


I would think that is something on your gas supply plan you would be able to do fairly quickly?


MR. SHORTS:  I would have to see the level of detail that we could do, but I am not 100 percent sure.  We could actually provide that, but...


MR. QUINN:  Well, let me put it this way.  As of March 1st you're going to have a 43.1 heating degree-day, and the design is going to say in-franchise customers total demand for this -- for our firm customers as of that date is a number.  Call it X.


It is a linear interpolation between your base load and your peak day for simple forecasting purposes.  Is that not correct?


MR. SHORTS:  There is definitely a correlation, and we do use the linear to calculate the peak day consumption.


MR. QUINN:  So that is a simple calculation I'm looking for, if you would have anticipated an example of 25 heating degree-days or 30 -- let's say 30 heating degree-days and it became 35, which is the example you talked about -- if it got colder, what amount of gas would that look like?  What additional gas would system integrity provide to cushion the impact of that colder than normal weather?


MR. SHORTS:  Yes.  So that for that last weekend of March we were going into that period expecting to have 6 pJs in the ground, and then we found out, after the fact when the actuals came in -- because it is not necessarily always just driven by heating degree-days.  I mean, consumption can be varied by other factors other than just the heating degree-days, as well as what our actual unaccounted-for gas would have also come in at at the end of March.  That is what essentially drove us to be .6 pJs into integrity on April 1st.


MR. QUINN:  So you had about 5.4 net of actual system integrity space available.


MR. SHORTS:  On April 1st, correct.


MR. QUINN:  Okay.  So to come back to my question then, how much of that gas would be utilized by an increase in heating degree-days of five heating degree-days on a day?  If you want to extend that over a weekend, you can take two days, and just, I am looking for, are we talking about 1 pJ?  Are we talking about half a pJ?  Are we talking about .05 pJs?


MR. SHORTS:  So you're talking about the, just the impact of five heating degree-days would be on consumption, if the forecast was out over a weekend?


MR. QUINN:  Yes.  In-franchise consumption.


MR. SHORTS:  Versus all the other factors that we would have to manage through integrity, or using integrity?


MR. QUINN:  Yes.  But I just -- that was one of the factors you brought up, that it needs to be there for that.  And I did, I went back to the record to say, can I quantify that?  And I can't.  So I don't know if it is bigger than a bread box, if we're talking 1 pJ or .1 pJs.  That's the level I'm looking for:  What is the quantum that five -- a colder than expected forecast -- if the weather was actually colder than the expected forecast, what impact would that have on system integrity space?  How much do you need?


MR. SHORTS:  So what would be the incremental consumption of a five-heating-degree-day weather impact over a weekend?


MR. QUINN:  For in-franchise customers.


MR. SHORTS:  For system sales and bundled direct-purchase customers?


MR. QUINN:  Correct.


MR. SHORTS:  We can try and do that calculation.


MR. QUINN:  And again, you can put any caveats, simplifying assumptions -- I am okay with simplifying assumptions, because I'm looking for an order of magnitude, not a precise number.


MR. MILLAR:  J2.5.

UNDERTAKING NO. J2.5:  TO PROVIDE THE INCREMENTAL CONSUMPTION OF A FIVE-HEARING-DEGREE-DAY WEATHER IMPACT OVER A WEEKEND.


MR. QUINN:  Now, I did want to turn to the exhibit that was filed this morning by Union as a table, K2.1, and I understand we may have some quantities to go with the percentages.


MR. SMITH:  If I can just give it to Mr. Shorts.


MR. QUINN:  Yes, thank you.


--- Mr. Smith passes document to witness panel.



MS. HARE:  So was this an undertaking given this morning?


MR. SMITH:  This was an undertaking -- this was the very first undertaking given this morning, to provide the percentages, and then this now correlates the percentages to the actual numbers.


MS. HARE:  So this would be J2.1?  Is that right, Mr. Millar?


MR. MILLAR:  I guess this replaces J2.1?


MR. SMITH:  Sorry, it was an exhibit.


MR. MILLAR:  Sorry, K2.1.


MR. SMITH:  K2.1, yes.


MS. HARE:  It replaces K2.1.


MR. QUINN:  It can be used in tandem with it.  If we mark it as a separate exhibit, I think that would be helpful.


MS. HARE:  Do you have copies for us?


MR. SMITH:  It is exactly the same information, just with a new column.


MR. QUINN:  Thank you, Mr. Smith.  You are accurate.  Sorry, it is all together now, thank you.


MS. HARE:  Mr. Quinn, do you want to take a minute to look at it?


MR. QUINN:  I had done some math ahead of time, so I think I'm okay, but I will need to go back to an interrogatory, which I think I can find fairly quickly.  OGVG -- sorry, FRPO-OGVG.2.  I am just trying to make sure I have the numbers in mind, and then we can walk through just the impact of the table.


MR. SHORTS:  I have both.


MR. QUINN:  I am just waiting for it to come up on the screen.  Oh, okay.


Mr. Shorts, I know you are going to be answering the questions, and I think -- I got it now, okay, thank you.


For the benefit of Madam Chair and Member Fry, you have that up?


MS. HARE:  Yes, we do.


MR. QUINN:  Okay, thank you.


Okay.  So originally I was asking about these numbers, and we have a comprehensive package now.


So in the response, the targeted storage fill of October 31st for sales and bundled direct-purchase customers is 74.6, including 6 of the 9.5 pJs of system integrity space.


If I do the math off of that, I get 68.6 as the amount of gas in storage net of system integrity.  Is that correct, Mr. Shorts?


MR. SHORTS:  So you would say 74.6 minus the 9.5, because we also have the 9.5, being the 3.5 being left empty.


So what we went into on October 31st was a plan to have 64.9 full.


MR. QUINN:  But this says here -- and I'm looking for clarity.  I am not trying to argue this.  I am just -- you say it is 74.6, including 6 of it.


But you are enhancing that by saying the 3.5 also has to be netted out for your forecast inventory position?


MR. SHORTS:  Yes.  Because we -- again, we leave that.  You wanted to see net of integrity space.  So we have a total amount, then we reduce that by the integrity that would be left full, as well as the three and a half that we need to leave empty at October 31.


MR. QUINN:  Okay.  So it is --


MR. SHORTS:  64.9 would have been our 100 percent target.


MR. QUINN:  So I do the math, I get 65.1, but I think we're not going to quibble over .2, but that is the way the math should go.  You exclude all of the 9.5 from the 74.6?


MR. SHORTS:  Correct.


MR. QUINN:  Okay.  So turning then to the table of K2.1.  What we have starting in October -- which we have talked about, the importance of trying to get storage filled, and Mr. Shorts, you did talk about it yesterday -- you try to get it as full as possible.  You ended up with a position of 95 percent.


95 percent equates to going down, using the numbers below, 3.3 pJs of shortage.


MR. SHORTS:  Yes.  That is the 64.9 less the 61.6.


MR. QUINN:  Okay.  So we talked about earlier this morning a .9 pJ variance on sales service.


MR. SHORTS:  Yes.


MR. QUINN:  So is that where you would have extracted the .9 and said, At that point sales service is short .9.  We need to go out and buy .9 more?


MR. SHORTS:  That's correct.  So the difference between the 3.3 and the .9 in that example would be because the bundled direct-purchase customers were short of their full storage allotment.


MR. QUINN:  Okay, thank you.


I think between this proceeding and the QRAM proceeding, and some of which we brought into evidence here through exhibits, we have a history of purchases that were made throughout the winter as the winter became colder, and Union was responding to that.


But if I move myself forward to the end of December, your actual storage position is 51 percent versus a forecast of 75 percent, resulting in 16.2 pJs short?


MR. SHORTS:  That looks like the right math, yes.


MR. QUINN:  Thank you.  I am struggling with, with the knowledge of what we have talked about previously, what, at that time, Union was doing to try to eliminate that deficit.
I understand there were extra purchases made of spot purchases, but that is a very significant deficit at the end of the calendar year in the middle of winter?


MR. SHORTS:  Yes.  And there were varying forecasts that we were weighing, some colder than others.


We were also looking at the March 31st target, and that is why we started to arrange for supplies early in December.


MR. QUINN:  And I appreciate it.  And we won't have to go through the record, because the detail of the dates were provided and that is helpful.


There were some adjustments made based upon expected forecasts.  But the reality is, as of December 31st, you know you're are 16 pJs short?


MR. SHORTS:  At December 31st, we know on a forecasted basis we are 16 pJs behind where we were forecasted, but from a targeting perspective we were still looking to ensure that we were going to be at least zero plus 6 in the ground at March 31st.


MR. QUINN:  Well, that is why we spent a bit of time on this this morning.  I wanted to give you an opportunity to take it subject to check, but in my understanding -- and I think you confirmed it -- February 28th is a critical date also for Union's system integrity to meet its March 1st peak day.


MR. SHORTS:  We also have a target or a forecast for February 28th or March 1st.  And if you see -- if you look at the forecasted inventory position of 20 percent, that would have been the number that our storage planning group would be planning on to have in the ground to meet their requirements for a March 1 expectation of a peak day.


But recall that at the same time we were out purchasing large quantities of incremental gas that was being brought in above ground, which would offset the need for the storage deliverability.


So in our interactions with our supply planning group, they looked at our supply purchases versus what they had in the ground, and they were -- those covered off their needs for the March 1st control point.


MR. QUINN:  Okay.  Would you be able to provide us what was delivered February 28th, March 1st -- pick either of the dates -- above ground that would have supplemented that storage position?


MR. SHORTS:  Well, if we go to the QRAM schedule -- I don't have the number absolutely handy, but order of magnitude, we can look at the purchases listed on that table 1 of page 6 of the QRAM.


MR. QUINN:  It's actually, if I may, Mr. Shorts, it is on page 3 of my compendium.


MR. SHORTS:  Oh.  Okay.  Page 3 of the compendium?


MR. QUINN:  Yes.


MR. SHORTS:  So if you look at -- if you look at that chart, what we can do is look at all of the volumes that were being delivered between January 28th to March 31st, as well as those being delivered in March and those at the end of February.


Again, it depends on if you are looking at an absolute day or if you are looking at the crossover of the days.


So when you look at February deliveries, we were receiving 2 plus 7, say, plus another 1 or so, so we were receiving about 10 pJs over that -- 10 or 11 pJs over the month of February.


Crossing over into March, then, we were also getting an incremental 4.3 pJs being delivered.


So the gas that we were getting delivered would be communicated to our capacity management utilization group, who would be having these ongoing discussions with our storage planning folks.  And when they looked at the amount of gas we had coming in above ground, that deliverability offset the reduced amount of deliverability that was available because the storage volumes were lower than what we had forecasted.


MR. QUINN:  Okay.  Thank you.  There is no need for a further undertaking.  That met my need.  Thank you.  I appreciate the clarity that has now been brought to that issue.


I am going to turn back, then, to one of the issues that is outstanding, and it is the principles of allocation of the penalty.


We talked yesterday and Mr. Aiken and others walked you through content of the –0154.  And to summarize it -- and hopefully that is all we need -- Union is providing an economic deterrent to customers that would, I guess, incent them toward balancing to the end of February.


Would that be a summary of what the penalty rate is?  If you have better words, help me with that.


MR. SHORTS:  Well, the penalty rate is designed to ensure that the system sales customers or the utility, if we had to go out in February or March, in this case, and purchase the gas, if we were forced because of timing, we would want to make sure we had the worst case scenario, which was the highest price in that month or the month after in which we would have had to have taken action, that at least we know that those customers would have paid at least the cost that we would have incurred had we had to do the same thing.


MR. QUINN:  Now, that is some of the construct from Union's perspective, and I appreciate that.  And from a direct-purchase-customer perspective, would they not see the risk of a penalty as an economic incentive to act and to bring themselves back into their BGA balance that is required as of February 28th?


MR. SHORTS:  Yes.  The reason that the charge is also -- or the cost is the month of and the month after is that you really don't want it to be an economic decision.


You want to incent them to actually meet their contractual obligation.  And that really takes the economic calculation out.


Prior to this, we used to have a flat rate number years ago.  I honestly can't remember what it was; I think as it about $6 a gJ.  And what we found was customers would just make an economic decision and say:  If the price of gas is over 6, I just won't do it and I will let -- I will pay the penalty.


MR. QUINN:  And I think there might be some semantics in here, so I am going to change the wording.  That may be, hopefully, helpful.


The penalty is an incentive for the customer to ensure that they are meeting their contractual obligations?


MR. SHORTS:  Correct.


MR. QUINN:  We will dispense with "economic" because fundamentally direct-purchase customers have some decisions to make about their balance and they can say:  Do I feel lucky, or should I go ahead and make the decision myself?  Is that adequate, in terms of the perspective of a direct-purchase customer?


MR. SHORTS:  We would expect a direct-purchase customer to meet their contractual obligations.  So if they didn't, that would be their choice.


MR. QUINN:  Maybe -- and I was maybe being a little cavalier, so I will say it.  In the context -- you can tell me if this is correct -- a direct-purchase customer looking at this, if they buy the gas in February at whatever cost, they will do no worse than the costs they bought it at, because if they were the worst -- if they made the worst purchase in February, at, let's say, $30, the penalty rate is not going to be higher than $30 because they were the worst.  So they can do no worse than their actual purchase decision.


MR. SHORTS:  A customer who did buy the gas obviously wouldn't be subject to the penalty, so they have capped their cost.


MR. QUINN:  Right.  Exactly.


So -- and you are aware what the costs of gas were in Chatham, and we don't have to get an undertaking or whatever -- sorry, in Dawn.


MR. SHORTS:  It was the same price in Chatham.


[Laughter]


MR. QUINN:  Yeah.  So the customers are paying 20 to $25.  Some customers had to pay that.  Your records, I think, might have shown that, in the penalty rate proceeding.  Again, we don't have to turn it up, but, round numbers, some customers paid 20 or $25 a gJ, just because they knew if they didn't, they could get worse.


MR. SHORTS:  Oh, I would suspect customers paid even more than that, because the price did get higher.  It obviously was higher than 50, and it did get to 78.


I do believe there were -- we did know of transactions that customers took on the last day of March.  And assuming that they were buying at what the screen was saying, then that would assume they were paying $78 to balance.


MR. QUINN:  Now, you said at the end of March.  Do you mean the end of --


MR. SHORTS:  End of February.


MR. QUINN:  Just for clarity.


MR. SHORTS:  Thank you.


MR. QUINN:  In that scenario, a customer has now had an economic impact and I -- let's say a financial impact.  If they had their gas fixed at a lot lower level, $5 or $6 for the winter, and they had to top up to meet their BGA position and had to incur a $25 gas charge, they have been impacted financially; correct?


MR. SHORTS:  But again, remember that we send those checkpoint -- or the BGA statements are sent out throughout the entire winter.  So customers did not have to certainly wait until any notice came to them that they had to bring  -- that they should bring in gas for the end of February.


Therefore, they could have, if they acted -- you know, in the forward market they could have definitely done much better than waiting until February.


So they did have that option to take earlier action rather than waiting until the end of March or the end of February.


MR. QUINN:  And so let's say they did it at the end of January and they had to pay $10 as opposed to $25.  They were more prudent, they did a lot better than waiting.  Is that what you're saying?


MR. SHORTS:  Absolutely.


MR. QUINN:  Okay.  But having said that, $10 is higher than most customers would have fixed their gas for the winter, given the forward price going into the winter.


MR. SHORTS:  Oh, yes.  Most definitely.


MR. QUINN:  Okay.  So there is a financial impact, and we understand they have got a contractual obligation to do this balance.  They have had the benefits of choosing their direct-purchase versus accepting the system sales rate.  So they have to have this financial impact, which just happened this year to be the biggest ever across the board.  Would you agree with me on that?


MR. SHORTS:  Yes.  The prices we saw this year were unprecedented.


MR. QUINN:  Not to bring too much of the penalty rate in, but the penalty rate is a recognition, and I accept it this way, and I have to be careful the way I say it, because I have to get instruction in that proceeding, but Union has applied a penalty and has applied to have a penalty that is lower than the $78.72 or whatever the number was.  Union is softening that in part in recognition that this was a colder than normal winter and people had to manage through a difficult time, and so Union has applied for a reduction to a lower level than they would otherwise have the right to charge?  Is that --


MR. SHORTS:  A one-time exemption to the rate that is approved by the Board within the R1 rate schedule.


MR. QUINN:  Okay.  Thank you.  And the number is 50.50.  There is debate as to what the actual cost is, but I think you would agree with me that the actual cost is substantively lower than 50.50?  The actual cost of gas that would have been transferred to replace the gas that they didn't otherwise bring in?


MR. TETREAULT:  I don't think I can agree with you, Mr. Quinn.  The original sale of gas to the customers that were not compliant with their February checkpoint was $78.


And in the other proceeding, as you mentioned, we're proposing a one-time exemption from the R1 rate schedule to reduce that to something less than that.


But the original sale of gas to customers was the $78 per gJ.


MR. QUINN:  Maybe I didn't -- wasn't precise with my question, Mr. Tetreault.  The cost of gas that would have been transferred from Union Gas inventory to make up for that volume, I think you conceded with Mr. Aiken yesterday the cost was lower than 50.50.


MR. TETREAULT:  Yes.  That's true.  My point was more that the cost in the market, if you will, for the spot prices we were seeing at Dawn over the course of February was something much higher than that.


MR. QUINN:  In the abundance of caution to get clarity, I am talking about the cost of gas from Union's inventory transfer.  That was substantively lower than the 50.50.


MR. TETREAULT:  Yes.


MR. QUINN:  And I think Mr. Aiken went through some numbers with you, which I will not go back through, but $9 million or $6 million based upon whether the application is approved or not would be the difference between what the gas was sold at versus the inventory transfer cost.


MR. TETREAULT:  That's correct.


MR. QUINN:  Okay.  So we have a number of 6 or 9 --


MS. ELLIOTT:  Excuse me, excuse me.  The inventory transfer cost was at the approved reference price.  Just keep in mind that the actual cost -- the increase in the actual cost is sitting in the deferral account.


So the credit that we have in the deferral account is the difference between what we billed and the reference price.  It's not the difference between what we billed and the actual cost.  The actual cost is higher than the reference price.  Just keep that in mind.  The 6- or $9 million is the difference between what we charged the customer at $78 or $50, and the $5 reference price, where the actual cost of gas purchased on average in the spot gas deferral account was $7.


MR. QUINN:  Okay.  So again, I'm trying in my own mind to decide if an undertaking is necessary.  Again, maybe I am just going to ask for it.  Can you tell us what that -- as opposed to the 9. -- the numbers that Mr. Aiken asked for, what would be the difference between the cost of gas

-- of the spot gas you referenced and 50.50?  I will only ask for the one number.  If you could calculate that by way of undertaking.


MS. ELLIOTT:  The difference between $50.50 and in the case of the spot gas deferral $7.12?  I can calculate that.


MR. QUINN:  Okay.  I just want to have that on the record.  But what we're talking about, round numbers would still be millions of dollars, correct?


MS. ELLIOTT:  Yes.


MR. QUINN:  Closer to $5 million and six maybe for the 50.50?


MS. ELLIOTT:  I don't have -- yes, but -- it will be millions of dollars, but it will be less than six.


MR. QUINN:  Okay.  Using $5 million as a hypothetical placeholder at this point, since we don't have the number, and I respect that --


MR. MILLAR:  Mr. Quinn, I want to give the undertaking a number.  J2.6.


MR. QUINN:  Oh, sorry.

UNDERTAKING NO. J2.6:  TO PROVIDE THE DIFFERENCE BETWEEN $50.50 AND IN THE CASE OF THE SPOT GAS DEFERRAL $7.12.


MR. QUINN:  There would be a notional -- and in talking about it with Mr. Crane -- and I don't know if I want to take credit for coining the word "windfall", but he used the word "windfall" there.  That amount of quantum of revenue over cost is an amount of money that -- round numbers could be in the order of $5 million, and I will use that for a placeholder.


So customers have now in some cases in February, as we discussed, Mr. Shorts, they have gone and balanced in February at a premium price, accepted if they did it in January they could have got a better price, but they have had to incur a financial impact in this colder than normal year.


You have a $5 million incentive -- or, sorry, $5 million balance that would accrue somewhere as a result of getting a higher price for the gas than the actual cost.


Recognizing that we're talking about $1.9 million of costs that Union is applying for in this proceeding to be transferred to direct-purchase customers who didn't balance in March -- notice and all other things considered -- would Union see that applying a portion, approximately maybe 40 percent, using a $5 million placeholder, a portion of those proceeds to offset the cost for these customers in March as being a more equitable approach than providing that money to a system gas program, as would normally be your course of action.


MS. ELLIOTT:  I think the two transactions are quite separate.  We had a situation where customers failed to balance.  In order to balance them we transferred system gas inventory to those customers, and we charged them for it.


I will agree that what we charged them, the revenue is in excess of the costs.  We have to recover the costs of that inventory, and at that point the excess revenue has been captured in the deferral account for the benefit of the system gas customers.


I believe -- I mean, mechanically we can take some of that excess and use it to offset the penalty, but I don't -- or, sorry, the balancing costs, but I don't agree that it would be equitable.  It would just be a mathematical truism.


MR. QUINN:  If it's not equitable, can you help me understand what -- why the system gas customer should benefit from the increment?


MS. ELLIOTT:  It's their inventory that we transferred.  It's the inventory that they paid for, and pay for through the deferral account disposition.


MR. QUINN:  But the system gas program does not purchase for the opportunity of making a margin in resale.  Is that correct?


MS. ELLIOTT:  It doesn't.  That's why the benefit -- that's why the excess revenue goes back into the deferral account.  Can't go to the shareholder.  It's not recorded as revenue in excess of the cost.  It is a variance in the -- it's a negative variance in the cost of gas, which we treat as a component of the deferral account.


MR. QUINN:  And that is your historical treatment.  And it is on the record in this proceeding and in the penalty rate proceeding.


In Union's management of the coldest winter in 40 or 50 years, there have been costs.  And I would -- I would say that Union's recognition of that may be implicit in the reduction of the penalty to recognize customers are bearing costs in an extraordinary time.


Given that circumstance, would you not agree with me that there is -- I want to stay away from the word "equity", but in a principle basis that customers who have already been exposed to higher cost could have their costs for March softened, especially considering that they did not have the discretion to choose their own actions?


[Witness panel confers]


MR. TETREAULT:  Mr. Quinn, I think I will echo what Ms. Elliott said, but no, I don't think that is an equitable proposition that you have put to us.


So sales service customers in both Union North and Union South have incurred load balancing costs as a result of the cold winter.


Union North bundled direct-purchase customers have incurred load balancing costs as a result of the cold winter.


And Union is seeking, here, to recover load balancing costs from Union South customers associated with the March variances after the checkpoint and -- sorry, the February variances after the checkpoint and March weather variances.


So I think it is entirely equitable to suggest, as we have, or as we have proposed, that Union South DP customers would incur load balancing costs in a manner similar to all other sales service and bundled-T customers.


And therefore I don't think it is appropriate that South DP customers should get the benefit or partial benefit of the penalty revenue related to a completely separate matter.


MR. QUINN:  When you say it is a "separate matter," though, I thought we agreed with -- and that was with Mr. Shorts, that the penalty is in place as part of Union's system of managing direct-purchase customers and incenting them to do the right thing so that all customers' interests are taken care of during the winter.


MR. TETREAULT:  The penalty charge is there, in the case where customers are not compliant with their winter checkpoint per their contract.


MR. QUINN:  So as a result, customers had a choice to buy, as an example $10 gas in January or $25 gas in February to avoid that penalty.  And you're saying that the proceeds from that penalty are a separate issue from direct-purchase balancing?


MR. TETREAULT:  I'm simply suggesting that I don't believe the proposition you put to us is equitable.


All other sales service and bundled customers incurred load balancing costs this winter.  As I understand your proposition, you're suggesting that Union South bundled customers shouldn't, and should get the benefit of the -- or partial benefit, anyway, of some of the penalty revenue related to the customers who weren't compliant with their February checkpoint.


And I'm simply stating that that proposition that you are putting to us, I don't believe is equitable.


MR. QUINN:  So if a customer balanced in February, unknowingly was out of balance in March, you believe that they should incur a penalty for March and they should not get any benefits of the fact that --


MR. TETREAULT:  I'm not suggesting they should incur a penalty.  They did not and they would not.


But to the extent there were load balancing costs to manage to a March 31 storage target, on behalf of those customers I think it is appropriate to recover those costs from the customers that caused the purchase.


MR. QUINN:  Even if they weren't informed?


MR. TETREAULT:  I'm sorry?


MR. QUINN:  Even if they weren't informed of their obligation?


MR. TETREAULT:  Well, they don't have a contractual obligation.


MR. QUINN:  We understand that, but they weren't informed of the fact that they could get a load balancing charge.


MR. TETREAULT:  Yes.  I think we established a few times yesterday that -- that perhaps notice or communication was less than perfect.


MR. QUINN:  Okay.


MR. SHORTS:  Mr. Quinn, also don't forget that those bundled direct-purchase customers, those 325 customers, did receive a benefit from their other bundled direct-purchase customers who were over.


So that -- that did help to offset some of the load balancing costs, given the fact that there were 275 customers that were over.


MR. QUINN:  Okay.  Thank you.  I heard that yesterday, and I respect that is your position and I think we have a risk of getting into argument here.  So thank you, panel.  I appreciate the efforts to answer all of our questions.


And those are my questions, Madam Chair.


MS. HARE:  Thank you.  The Panel does have a few questions.  Ms. Fry?
Questions by the Board:


MS. FRY:  Good morning, panel.  Just a couple of questions.


Okay.  So unaccounted-for gas, just to confirm, in this proceeding we're only talking about the unaccounted-for gas that is associated with spot gas purchases, right?


MS. ELLIOTT:  Yes.  In this proceeding, we're only talking about the purchased cost variance associated with the unaccounted-for gas volume.


MS. FRY:  And you will see my questions are at a fairly high level.


Okay.  So, Ms. Elliott, just to continue on a little bit of the discussion you were having earlier with Mr. Millar when he asked why unaccounted-for gas, in your view, shouldn't be allocated to direct-purchase customers and you talked about historical practice and so on, going back to the testimony that you gave yesterday, I think you also said that it would be difficult if it were decided that you were to allocate that to direct-purchase customers.


Can you just elaborate a bit on how it would be difficult?


MS. ELLIOTT:  Yes.  I think essentially the approach we take is to leave the purchase volumes all intact.  So gas purchased for system sales for unaccounted-for is all part of the deferral account process and all dealt with in the QRAM, which charges those costs to -- through to the system supply customers and some of the costs to the direct-purchase customers in the North.


To strip away a purchase price variance for unaccounted-for would require a change in either the QRAM process or in another regulatory process, to pass that through the delivery rates for those customers where Union supplies fuel for.  And I would say that it is not just unaccounted-for; it would be compressor fuel.


And so those system operating costs, I think the practice has been that the variances have been relatively minor.  So they are left intact in the one deferral account.


But separating them out would require additional process, additional regulatory process, to get it through a delivery rate.


MS. FRY:  So are you saying it is solely regulatory process that would be a concern in that instance?  Or is there also a concern about changing your accounting systems?


MS. ELLIOTT:  I think it would be an additional allocation of price variances to fuel and unaccounted-for gas volumes.


So mathematically it could be handled, and then it would be a question of which rate proceeding that it would fall in, in terms of the delivery rate change.


MS. FRY:  So are you saying it would be a change to your accounting systems, but it wouldn't be huge?  Is that what you're saying, or no?


MS. ELLIOTT:  It would require tracking so we could change the accounting systems to track those costs to fuel and unaccounted-for.


MS. FRY:  Okay.  Now, I want to ask you, panel, about storage.  And I am not sure who the appropriate person to answer is.  Whoever is appropriate.


So I guess my question is:  Can you give us any historical insight or your view as to why storage was not factored into this deferral account?  Any or all of you?


MR. SMITH:  You mean the average use deferral account?


MS. FRY:  Yes.


MR. TETREAULT:  It really goes back to what we discussed yesterday with regard to the EB-2007-0606 settlement agreement, where the average use was first established, or the average use deferral was first established.


And in essence, I think at the time parties recognized that there could be margin variances related to average use being higher or lower.  And to resolve that, the deferral account was established.


And my understanding is the intent at the time, though, was to attempt to keep the deferral account administratively simple.  So in that sense, only gas delivery rates were factored into the deferral account, and in fact, only volume adjustments to delivery-related billing units were processed in ratemaking over the course of the last IR.


So I would say there was a recognition that average use could cause margin variances related to delivery, and the methodology evolved from there in both ratemaking and deferral accounting.


MS. FRY:  Okay.  Do either of your colleagues have any other comments on that?


MS. ELLIOTT:  No, I don't.


MS. FRY:  No?


MR. SHORTS:  No.


MS. FRY:  Okay.  Thank you.  Those are my questions.  Thanks very much.


MS. HARE:  I have just one question, and it follows up on what Board Member Fry was asking.  Again, it is about the average use per customer.


You mentioned 2007-0606, and you did mention yesterday that in the 2013 cost of service case there was a decision to continue it.


Now, I don't -- I mean, I was on that case, but I don't remember the details and I didn't look it up.  Was there any discussion about that account in that 2013 cost of service?  Or is it simply just accepted?  Was there any discussion at all?


MR. TETREAULT:  My recollection was that there was a great deal of debate about Union's volume forecast, and over the course of the proceeding it may have been in argument where we -- and subject to check, but I believe during the argument phase of the proceeding we agreed that -- or we argued that one of the ways to eliminate any of the doubt associated with the volume forecast in the general service rate classes would be to continue the AU deferral accounting for the year 2013.


MS. HARE:  Do you recall if there was a difference of opinion from intervenors or other parties?


MR. TETREAULT:  I can't recall, Madam Chair.


MS. HARE:  You know --


MR. SMITH:  I read the decision the other day.  Mr. Tetreault's recollection is correct in that respect.  There was a debate about the volume forecast Union proposed in, I believe, reply.  It had been Union's position that, it being a rebasing proceeding, a deferral account was not appropriate.


But Union in reply indicated that a solution rather than adjusting the volume forecast would be to continue the average use deferral account that had been in place in the IRM period, and that was what the Board ultimately concluded.


I think, in fairness, I should say there is no discussion in the decision itself of the parameters of the average use deferral account, nor do I believe there was such a discussion in Union's reply argument.  It was simply an offer to continue the 118 deferral account, which the Board ultimately concluded was appropriate.


MS. HARE:  Thank you.  Does the panel have a view as to whether it is appropriate or inappropriate to make any change at this time to the definition of that deferral account and what is included?


MS. ELLIOTT:  I think, in terms of changing the definition of the 2013 deferral account, it would be our position that we should continue with the language that exists in the deferral account, which is delivery only.  That's the proposal before us.


MS. HARE:  Okay, thank you.  Those are my questions.


Mr. Smith, do you have redirect?


MR. SMITH:  I only have two questions.

Re-Examination by Mr. Smith:


MR. SMITH:  I am going to ask Mr. Tetreault to identify something that I would like to have marked on the record, and I will just distribute copies.


--- Mr. Smith distributes copies of a document to participants in the hearing room.


MR. SMITH:  Mr. Tetreault, do you have the document in front of you?


MR. TETREAULT:  Yes, I do.


MR. SMITH:  Am I correct that --


MS. HARE:  I'm sorry, does this get an exhibit number?


MR. SMITH:  Yes, sorry, let's mark that if we could.


MR. MILLAR:  Exhibit K2.4.  It appears to be the final decision and rate order from EB-2013-0109.

MR. SMITH:  Correct.

EXHIBIT NO. K2.4:  EXCERPT OF THE FINAL DECISION AND RATE ORDER FROM EB-2013-0109.


MR. SMITH:  It is not the entirety of the decision and the rate order, which is much, much larger.  I just wanted a couple of portions to be identified.


Can I ask you to turn four pages in to appendix D of the rate order.


MR. TETREAULT:  I have it.


MR. SMITH:  And set out here appears to be a listing of certain deferral accounts.  Have you got that?


MR. TETREAULT:  That's correct.


MR. SMITH:  Can you just identify for me whether any of the deferral accounts which are listed here are deferral accounts from which the balances -- sorry, the balances of which are recovered at least in part from South bundled direct-purchase customers?


MR. TETREAULT:  Yes, I can.  Those would be the accounts from line 4 down to line 17.  So those -- the deferral accounts listed between those lines represent what I would refer to as either storage or delivery-related deferral accounts, and a portion of the balances in those deferral accounts would be disposed of to South bundled direct-purchase customers.


MR. SMITH:  And Mr. Shorts, you indicated yesterday that the South bundled direct-purchase contract does not refer to deferral accounts.


Does that include the deferral accounts that have just been identified by Mr. Tetreault?


MR. SHORTS:  That would include those deferral accounts as well.


MR. SMITH:  Thank you.  You mentioned, just for the completion of the record, Mr. Shorts, you mentioned earlier today, I believe, in response -- well, it must have been in response -- I believe in response to a question from Mr. Quinn, but it might have been Mr. Millar -- that you don't have checkpoints in the north.  Can you just explain why that is?


MR. SHORTS:  In our North service territory we have to rely on third-party services to enable us to load-balance those customers in the north that are not directly connected to Dawn and the Dawn to Parkway transmission system like our South bundled direct-purchase customers are.


So any transactional activity that we would have to put on those customers would be much more difficult, and really at this point in time we have to analyze as to how we could ever do checkpoints in the north, but it's been a difficult -- it would be a difficult process.  It was certainly something that potentially could happen at some point in time in the future, but currently right now, the way that the third-party services are structured, it is just not practical as it stands today.


MR. SMITH:  Those are the only questions I had in re-examination.


MS. HARE:  Thank you.  Just give us a moment, please.


[Board Panel confers]


MS. HARE:  Okay.  We are going to break for lunch now.  Before we do, though, I wanted to set out the schedule for further submissions.  That way if anyone has a problem with the proposed time lines they can think about it over lunch.


We are proposing Staff submissions would go first and be due on Friday, September 19th.  Intervenor submissions would then be due on the 24th of September, and Union's reply on October 4th.


The other matter we still have to tie up is the settlement agreement.  And Mr. Millar, you are still waiting for one response?


MR. MILLAR:  I will double-check.  I may have them all now, but I can advise when we come back with Mr. Smith.


MS. HARE:  We will deal with that when we come back.


So we will come back at 1:15 and hear Union's argument-in-chief.


MR. SMITH:  I don't know whether this changes anyone's plans, but I could do it right now.


MS. HARE:  I will tell you it doesn't change our plans, because Ms. Fry has another meeting over lunch that she is scheduled when we thought that --


MR. SMITH:  Not a problem.


MS. HARE:  So 1:15.  Thank you.


--- Luncheon recess at 11:46 a.m.

--- On resuming at 1:20 p.m.


MS. HARE:  Please be seated.  Sorry for the delay.


Okay.  I would like to deal with two matters before we hear the argument-in-chief.


The first is that I indicated reply would be due on October 4th.  That is a Saturday, so...


[Laughter]


MR. SMITH:  That's how we roll.


[Laughter]


MS. HARE:  So we will change that to noon on Monday the 6th.


MR. SMITH:  Thank you.


MS. HARE:  Secondly, we still have the settlement agreement, and I was asking Mr. Millar if he had heard back from everybody.


MR. MILLAR:  Yes, Madam Chair.  As you requested, I sent a note to all of the parties, in particular the ones who were signatories to the agreement but were not here.  There were four of those parties, and I have received positive responses from three of them; in other words, indicating they don't object to the change, at least for the purposes of this particular settlement.


I have not heard from Mr. Brett, who represents BOMA.  I did indicate in the e-mail that the Panel intended to hear this issue, to make a determination on this issue this morning.  So I am not sure exactly where that leaves us.  I would suggest if he had a problem with it, he probably would have contacted us.


MS. HARE:  Yes, I think so.  Mr. Smith?


MR. SMITH:  I don't have any concerns in that respect.  The Board, when it establishes -- established the procedure, advised all parties that one of the things it would be considering is the settlement agreement.  And I think it is fair that if they haven't participated, the Board proceed.


MS. HARE:  Okay.  The Panel, then, will accept the settlement agreement, with the deletion of those words on page 2.  Okay?  Thank you.


MR. SMITH:  Yes, thank you.


MS. HARE:  So we are ready for your argument-in-chief, please.

Final Argument by Mr. Smith:

MR. SMITH:  Thank you, members of the Board.


As indicated at the outset, this is an application by Union for, at least in relevant part today, an order of the Board for approval of final balances for 2013 deferral accounts and an order for disposition of those balances, and approval of certain spot gas purchases related to unaccounted-for gas, price variances to be recovered in the next QRAM proceeding after the Board's decision in this matter.


As discussed and just observed, a settlement was reached with parties in respect of most but not all of the issues in the proceeding.  And there are four issues that proceeded to argument.  They are identified at items 1, 10 and 18 in the settlement agreement, and I simply propose to walk through them in that order, subject to any questions you may have.


The first issue relates to the spot gas variance account, which is account number 179-107, and as the Board has heard, there are really two main issues that fall under that.  The first relates to certain load balancing costs and the second relates to the price variance in relation to unaccounted-for gas.  So let me take them in turn.


As I said, the first sub-issue relates to the recovery of a net $1.8 million, or, more precisely, $1.801 million debit in this account, which is comprised of a debit of 1.954 million to be recovered from Union South direct-purchase customers and 0.153 million proposed to be credited to Union South sales service customers.


Underpinning the issue is the load balancing cost associated with Union's purchase of 0.8 pJs of gas on February 21st of this year for March delivery.  And the evidence in relation to this issue, the prefiled evidence, can be found beginning at pages 2 and continuing through pages 11 of Exhibit A, tab 1.


As set out in the evidence and as you have heard, as system operator Union retains load balancing obligations for weather variances after the February checkpoint date is established and into March.


And so that there is no confusion on the record, the February obligation relates to the time after the checkpoint is established.  You heard evidence in relation to the February 28th checkpoint, but the actual checkpoint volume that South bundled direct-purchase customers are expected to deliver is established earlier in the month, and I believe it is the 10th of February, as reflected in the contract that's been filed.


So the obligation that we're talking about for Union is the obligation after that date and through March.


Union's load balancing obligation is required to ensure there is sufficient gas and storage at March 31st to maintain system integrity.  And in Union's submission, this obligation is independent of any contractual arrangement it may have with its South bundled direct-purchase customers.  And indeed, as I will come to later, the entire concept of the contractual obligation is somewhat misplaced in this context.


As Union set out at page 4 of its prefiled evidence, notwithstanding the contractual obligations between it and its South bundled direct-purchase customers, to meet the February checkpoint, Union may require additional gas to meet its load balancing obligation.


Again, as set out in the evidence, the purpose of checkpoint balancing is really to appropriately reduce the need for Union to load balance on behalf of those bundled direct-purchase customers who assumed the obligation under the contract.


And I should observe, in this respect, checkpoint balancing has been highly successful.  This is the first application Union has ever had to bring in relation to spot gas purchases for March weather variances, and the checkpoint balancing has done exactly what it was intended to do.  And that's reflected -- so you have it by way of ease of reference -- in Union's response to FRPO Interrogatory No. 5.


I would invite the Board -- I don't propose to read it, but in my submission -- or read it in its entirety; I will take you to parts to it.  That interrogatory or the response to that interrogatory is particularly important in relation to the issues in this proceeding.  And I will read one part of it right now.


At page 2 of 3 of the response, Union indicates:

"The February 28 checkpoint only protects the system to the end of February based partially on a forecast for February.  In a winter such as the 2013-14 winter, higher than forecast consumption continued through the end of February and into March.  The allocation of costs contained in Union's evidence in this proceeding ensures that the costs are recovered from those parties that drove the cost."


And it is important to recognize the relationship in that respect between the contract and Union's obligations.  Union's obligations -- it has not transferred wholesale its obligation as system operator to its direct-purchase customers by way of the contract.  It has an underlying obligation, and that's the obligation it has to carry out, obviously prudently.


The Board recognized as far back as the 0063 case that checkpoint balancing -- when it ultimately rejected the March park -- the checkpoint balancing would be an important step in load balancing, but it wouldn't obviate the need for Union to perhaps take steps.


Again, at that same page 2 of 3 of the interrogatory response the Board indicated "the Board expects that the load balancing proposal discussed subsequently" -- and the subsequently is checkpoint balancing -- "will have the effect of significantly reducing, if not eliminating, the need for spot gas for balancing direct-purchase gas accounts", and those words have proved prophetic, as spot gas purchases have not been needed up until now.


Now, factually what happened here, I mean, Union recognizing that South bundled direct-purchase consumption was exceeding forecast after the February checkpoint dates had been established, and through March, purchased gas.  And that is precisely the proposition that Union adverted to in the generic QRAM proceeding, and you were taken to this by Mr. Shorts in one of his answers yesterday.  But so you have the reference, it is attachment 1 to OGVG-FRPO 5.


And what Union said there at the bottom of page 45, which parenthetically, I should observe, followed the principles that many of my friends took the witnesses to, Union observed:

"Under normal weather conditions, it is unlikely Union would incur any costs associated with balancing BT customers."


In fact, true:

"Union will only incur costs if it must take action outside of the checkpoints on behalf of BT customers.  If Union is forced to take action and by doing so incurs load balancing costs, Union will seek recovery of these costs as part of the disposition of deferral accounts.  Since the checkpoint mechanism was implemented, Union has not incurred any incremental load balancing costs on behalf of BT customers."


That is exactly what has happened, and it is exactly what we're here talking about.


So Union is proposing to recover the load balancing costs associated with this purchase from those South bundled direct-purchase customers who were below their planned banked gas account balance in March.  It is those customers that drove the need for the purchases and, in Union's submission, it is appropriate that they bear the costs.


Now, there are three sub-issues in relation to this issue, if I can call them that.  The first is whether Union is permitted to recover the debit balance from customers; the second, assuming recovery, whether it should be from those customers who were below their banked gas account or some different group of customers; and then thirdly, the timing for disposition.


Let me just deal with each of those in turn.  First, in Union's submission, there can be no serious question regarding the permissibility of recovery.  Indeed, as Mr. DeRose prefaced one of his questions -- and by way of reference, it is at page 58 of the transcript from yesterday -- the Board always has the power on variance accounts.


So in my submission, there is no real question whether or not the Board has jurisdiction in relation to load balancing costs.  In my submission, of course it does.


The fact, in my submission, that this issue is not explicitly identified in the South bundled direct-purchase contract is a non-issue.  In fact, the entire discussion is, in my submission, a bit of a red herring.


First, none of the deferral and variance accounts established by the Board and recovered from South bundled direct customers are actually referred to in their contract.  It is an entirely separate obligation.


The second reason it's a non-issue is you're really talking about two different things.  The first is, the contract imposes the contractual obligation for the September and February checkpoints.  We're not talking about that.  We're not talking about non-compliance with those checkpoints.  There's actually another proceeding right now that talks about that.


We wouldn't be having a variance account discussion if the contract did cover it.  What we're talking about is Union's obligation as system operator.  And in my submission, it's not a contractual obligation at all.


Customers had no contractual obligation to load balance and, thus, the issue of notice doesn't even arise.  If Union had provided notice, it had no contractual right and could not reasonably expect customers to load balance on its behalf.


And I want you to think about, in this respect, the proposition that's being advanced, at least as I understand it, against Union in this respect.  And it's that because it is not covered by the contract, you can't recover load balancing against us.


Implicit in that, effectively, is that those customers -- had they been provided with notice -- would have met the obligation on behalf of Union.  They have no contractual obligation to do so.  And in my submission, it would be not only unreasonable, it would be imprudent, for Union as system operator to offload its responsibilities on parties that have no obligation to deliver.  Union couldn't justify that decision, in my submission, to the Board.


And this isn't a hypothetical situation we're talking about.  In February of this year, one month earlier, 54 customers who had a contractual obligation didn't meet it.  So how could Union, foreseeing over-consumption, count on anybody other than itself as system operator to load balance?  And specifically, to load balance for its South bundled direct-purchase customers?  If it didn't, if those customers failed, then as system operator Union has to step in, and the costs of that would be borne by system customers.  And in my submission, that would be wholly inappropriate, because they did not cause the imbalance.


Turning to the second issue -- and I touched on this already -- that is the question of recovery.  In my submission, applying principles of cost causality, the customers who caused the purchase should bear the cost, and that's those customers who were below their banked gas account balance.  And in my submission, they're, on any principle, the customers who should bear the cost.


With respect to timing, the issue is whether or not disposition should be now or in a 2014 proceeding.  In my submission, there is no time like the present.  The Board generally favours timely disposition of deferral accounts.


And that statement is particularly true, whereas here what you're talking about is gas commodity purchases, and typically those flow through the QRAM.  So in my submission, timely disposition only makes sense.


So to summarize on those three issues, there is no serious question of permissibility.  The contract is a non-issue.  The issue of notice is similarly a non-issue for the same reasons, because it is not a contractual issue at all.  And the recovery should be from the South bundled direct-purchase customers who are below their BGA balance, and the timing should be the present.


Turning to the second main issue under the first issue relating to the spot gas variance account.  That's the issue of the UFG, unaccounted-for gas, and the allocation of the $4.729 million which are associated with price variances related to UFG and the spot gas variance account.


In a nutshell, Union is seeking to apply the same method it has applied in the past.  UFG price variance have flown through the South purchased gas variance account.  Historically this has produced a considerable benefit for South system customers, and you will have seen in the evidence that that benefit averages roughly five-and-a-half million dollars per year going back to 2008.


This year, it does not.  It produces a debit balance, but in Union's submission that is not a reason to apply a different methodology.


Now, I should pause here to say that it is arguable, certainly, that relying strictly on principles of cost causality, there is an argument that Union South direct-purchase customers who take the Union supply option -- but not those who deliver their own supply, but those who take the Union supply option should receive some of these costs.


And I believe this was the question that Mr. Millar was getting at, and, Member Fry, Madam Chair, you may have been getting at as well.


The point to be made there is, historically, those customers have not received any of the benefit.  So to the extent they should be bearing some of the costs now, they have a good argument that they should have received some of the benefit in the past and they received none of that benefit.


That brings me to issue number 3, which is item 10 in the settlement agreement, and that relates to the average use deferral account.  My submissions here and on the last issue will be very brief.


The account has been in place at least as far back as  -- well, as far back as 2008.  You were taken through the establishment of the account in examination-in-chief, and again in answers to questions from the Board.


There is no dispute as to how the amount in the account has been calculated, and that it has been calculated appropriately in this proceeding, having regard to the terms of the account and having -- and in precisely the same way it's been calculated every year since 2008 and in precisely the same way as Union illustrated it would be calculated in appendix C to the 0606 case and in answer to Mr. Aiken's interrogatory in the 0052 case.


So from Union's submission, Union's submission, it has no proposal to change the disposition of the account.  The accounting order was established by the Board in the rebasing proceeding, and at this stage Union does not think it would be appropriate to change it for 2013, and thus proposes to clear the account on precisely the same basis as it has in the past.


That brings me to the final issue, which is the allocation of the checkpoint balancing penalty amount.


Here, the proposal by Union is to allocate the revenues to -- from the penalty proceeding to the sales service customers.  They were the customers whose gas was used to manage the breaching customers' failure to meet their February checkpoint, and accordingly they should receive the benefit.


And other than an argument that mathematically offsetting some of that would reduce load balancing costs, I don't -- in Union's submission there is not a principled reason to do anything other than what it has proposed.


No other customer, it is important to bear in mind, no other customers -- even those who met their checkpoint -- contributed to managing the breaching customers' failure to meet their obligations.


And so customers, South direct-purchase customers who met their contractual obligation only did that.  They met their obligation, but they didn't manage the breaching customers' failure on behalf of the system customers; it was their gas that met that obligation, what shortfall, and accordingly they should receive the benefit.


I should make one observation in relation to the proposal.  And I know the Board is well aware of this, but it is worth bearing in mind.  To the extent parties in argument suggest that there should be some sort of an offset established, the effectiveness of that offset is really dependent -- maybe "effectiveness" isn't right -- but the amount by which there is an offset depends entirely on the result of the 0154 proceeding.


And so while parties said it would be a windfall and used numbers like 9 million, 6 million, 5 million, that is of course entirely dependent upon the result of that other proceeding.  The extent to which the penalty revenue is greater than the weighted average cost of gas is unknown.


So in my submission, that drives one further to the conclusion that we should be relying on principle, and not some generalized notion of there will be additional money, because I don't know and nobody can know how that proceeding will unfold, ultimately.


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


MS. HARE:  Thank you.  And the Panel has no questions.


MR. SMITH:  Thank you very much.


MS. HARE:  So this proceeding has now concluded.  Thank you very much.  And we await submissions.


MR. SMITH:  Thank you.


MS. HARE:  Have a good weekend.


--- Whereupon the hearing concluded at 1:46 p.m.
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