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--- On commencing at 9:58 a.m.

MR. FRASER:  Well, good morning, everybody.  My name is Peter Fraser.  I'm vice-president of industry operations and performance here at the Ontario Energy Board, and I would like to welcome you to the 2014 Natural Gas Market Review stakeholder conference.


Before we get started, I would like to ask the teleconference moderator to connect the conference participants who are joining us by phone, if you could do that.


OPERATOR:   Certainly, one moment, please.


[Teleconference connection established]

OPERATOR:  You are now on line with your phone participants.


Okay.  After that brief musical interlude, I would like -- but before I turn over the meeting to Rosemarie Leclair, our chair and CEO, for opening remarks, a couple of housekeeping matters that you should be aware of.


First, fire exits.  The fire-exit stairwells are just down the halls here on either side of the elevator bank that you came up and which face you as you exit this room.  In the event that there is a fire alarm, you can stand by during the relatively slow first-stage alarm, but everyone must leave the building using the stairwell as the faster second-stage alarm sounds.  If you're not sure, we'll have fire wardens here to help direct you.


Women's and men's washrooms are also about halfway down the hallways to the right and left respectively of the elevator bank as you leave the room.


We will have beverages available at the morning break and at the afternoon break, but you are on your own for lunch.  And just to ensure we're not disturbed, please set your cell phones to vibrate or turn them off.


Okay.  Without further ado, then, I would like to turn it over to Rosemarie Leclair for introduction.

Welcome and Introductions by Board Chair LeClair:

MS. LECLAIR:  Good morning, everyone, and welcome to the Board's Natural Gas Market Review for 2014.  As many of you may know, I think the last time we did a full-scale natural gas market review was in 2010, so we're definitely pleased to have so many of you joining us this morning.  Some of you, I understand, from as far away as Alberta, so welcome.


I have to say -- Peter and I were chatting about this -- we're quite relieved with the weather forecast for today, a balmy 4 degrees, although you wouldn't believe that from the height of this building, balmy plus 4 degrees today, and we're hopeful that our luck is going to hold out at least for the next several weeks, if not the entire winter.  If we can't hope for that much, then hopefully it will hold out at least until tomorrow to allow all of you to travel back home safely.


You know, the weather is always a topic that you don't really want to talk about, and I think that is all I'm going to say about the weather, because I understand that it is one of the topics that you are going to spend a fair bit of time on today, as it is the second panel discussion this morning.


The Board is especially pleased this morning to be engaging with a group to talk about natural gas issues.  You know, much of the work of -- the Board does in natural gas doesn't make headlines.  The electricity sector sure gets the lion's share of the attention, or at least it has for the last decade or so, until -- speaking of weather -- last winter's natural gas situation, when high prices got everyone's attention and certainly got the Board's attention.  There were some real hardship stories that were shared with the Board in terms of customer impacts.


But despite not getting a lot of attention, the Board does actually do a lot of work in the gas sector, and we have been quite busy over the last little while.  Recently we approved two new incentive regulation plans for Ontario's two major gas distributors, and in January of this year we approved major infrastructure investments of over a billion dollars.


And something that we've been working on extensively as well over the last little while that you will see very soon is our new six-year framework for natural gas demand-side management, and all of this policy work and significant work, in addition to the 20 or so applications that are currently before the Board.


So we've been busy.  We announced our 2014 review of recent developments in North American natural gas markets, and when we did that, it was very much with the intent to better understand the potential implications of these developments for Ontario, and many stakeholders have been talking to us extensively about that over the last several months.


So over the next two days, we'll be hearing about those developments, developments like new sources of supply that are creating new opportunities out there, the implications of other changes in the North American natural gas market that the sector's undergone over the past few years, due mostly to the vast increase shale gas production and the subsequent changes to the supply landscape and the direction of gas flows, including gas flows into and out of Ontario.


So the Board is very much interested in hearing from you on what the potential implications of these changes may be for Ontario's natural gas sector over the foreseeable future.  We're interested in hearing your thoughts on the potential need for and the timing of modifications to our natural gas-related regulatory framework and our natural gas-related policies, including how we review utility applications that affect rates, as well as quality of service to customers.


And while today's review -- and I did mention that it's been almost four years or a little bit more than four years since we last reviewed -- although we do expect that today's review will help get the Board up-to-date on natural gas issues, we also want to engage much more frequently so that we can stay ahead of natural gas issues so that we're not playing catch-up, so that we're not meeting four years later to review what's gone on.


So as I announced earlier this morning at the Board of Trade, the Board has decided to hold a forum just like this one on an annual basis.  We will be holding both the natural gas as well as an electricity forum.


The forums are intended to be an opportunity for stakeholders to engage with the Board and to discuss changes that are happening in the natural gas market more generally, including the way Ontario's natural gas and electricity markets interact with one another and to consider how all of those changes should be reflected in our regulatory priorities going forward.


So more than 75 of you have registered to participate in today's forum, and to me that is a clear indication of the importance of providing these kinds of opportunities to talk about generic issues outside of the context of Board policy proceedings, as well as adjudicative proceedings.


Before I turn the floor over to Peter to get today's discussions underway, I want to do just a couple of things.  One is, I certainly want to acknowledge the extensive work of Staff in putting together a forum.  Although it's going to seem simple when you show up and you sit in the -- there is a lot of work that goes into planning for the day, as well as the logistics, and I know we spent a lot of time dialoguing with various stakeholders to make sure that we made the day's session informative for you and allowed you to have an opportunity to engage with us.  So a big thank you to Staff.


I also want to thank all of you who did put yourselves forward and put forward presentations that you want to share with the Board.  Without your input it would be an interesting discussion, but it would be us talking at you, and we really want to hear from you.  We also recognize the significant amount of effort that goes into putting in place a meaningful presentation, and we want to thank you for that and for sharing the materials with all the participants upfront.


We also want to recognize that, despite the fact that it is a structured process, and that is so that we allow an opportunity to hear from all of the delegates, hopefully there will be a fair amount of time for dialogue and discussion, because I think that really is important.


And as I have mentioned, maybe my last remark on this, as I mentioned, we do plan to hold these forums on an annual basis, and so your feedback at the end of two days, in terms of how we can do these going forward, both in terms of construct, in terms of topics, in terms of venue, in terms of style, whatever you take away from it that's positive, please take the time to share that with us.  Whatever you take away from it that perhaps didn't meet your expectations or your needs, I encourage you to share that with us as well so that we can make these a really meaningful session in years to come that's worth both your time and effort as well as ours.


And last, but certainly not least, I do want to take the time to acknowledge Board members who are here today.  Board members will be coming in and out over the next couple of days.  The gas issues are certainly of importance to us, and we want to participate as fully as we can and hear directly from you as best we can, so you will see Board members coming in and out today.


Hopefully most of us will be able to spend the bulk of the time with you, but I want to acknowledge Ken Quesnelle, our Vice-Chair, who is on my right with Peter Noonan.  As well, one of our Board Members on my left, Emad Elsayed, as well as Christine Long.  So I want to thank them for clearing their schedules.


I want to speak as well just quickly about their role.  The Board Members' role as well as the Staff role is just like yours, to participate actively, to listen intently, to share and to learn.  And so, hopefully, everyone will benefit from today's and tomorrow's very important discussions.


With that, I want to welcome you and turn it over to Peter to get the session underway.  Thank you.

Conference Overview by Mr. Fraser:


MR. FRASER:  Well, thank you, Rose.  I should begin by noting that we have a pretty full schedule to get through over the next two days, five sessions and a total of six different panels.


Our goal in organizing this conference is to have an informed discussion about the key issues affecting Ontario's natural gas sector and what its regulator might do.


For that goal to be achieved, we need to do some informing and some discussing.  And to ensure that we have sufficient time for the discussions, I have asked the presenters to assume that we've read the slides and are interested mainly in the information highlights, the main conclusions, and the main issues that each presenter wants to bring to everyone's attention.


So I have asked them to limit themselves to 15 minutes, and we will be there with a three-minute warning.  And we have modern technology; we have an iPad with a countdown clock on it.


[Laughter]


MR. FRASER:  So Stephen here doesn't have to wave every time that -- as the clock is counting down.


[Laughter]


MR. FRASER:  Now, in terms of the discussions themselves, I will get to, later, the technicalities of using your microphone, which will be essential, but I wanted to emphasize that of course we want questions to the -- questions to the presenters, but we also invite comments, with very much the emphasis you have to keep your comments or your questions very much to the point, so that we can have as many participate as possible.


Your participation in this discussion over the next two days will help us all in fleshing out what these issues are, and hopefully help all of you who are planning to make a written submission, which by the way is due on the 15th of January, 2015.  And certainly it's going to be of use to us and Members of our Board in terms of the report to the Board and what we decide to do subsequently.


Before we begin, I wanted to -- with the first session, I wanted to note a couple of other policy initiatives we have underway that are related to the discussions that we have today.


As we indicated in the letter kicking off this consultation, the Board will consider by way of a separate consultation the matter of extending natural gas infrastructure and distribution service to rural and northern communities.  We have been active in having preliminary discussions with key stakeholders on this, and will be making further information available about that consultation in due course.


The second Board initiative I want to update you on is the consultation the Board is conducting on TransCanada's proposed Energy East pipeline.  As most of you know, the Minister of Energy has asked the OEB to examine a report on the Energy East proposal from an Ontario point of view.


With the filing of TransCanada's application before the National Energy Board, the OEB's process is entering its second consultation phase.  We will be conducting our second round of community consultations early in the new year, and we will work on finishing our report to the Minister as soon as possible after that.


I would note that while Energy East is subject to a separate consultation, I would expect there will be a discussion of Energy East and its potential impact on Ontario's gas consumers during the first panel, session 4 tomorrow morning, and I expect that to be a lively discussion.


So now I would like to move on to the first panel.  And we're going to begin with a retrospective look at natural gas market developments.  This is our 2010 -- since our 2010 review.


We have asked Navigant, consultants engaged by Board Staff, to produce two reports you have hopefully had a chance to look at by now, provide us with an overview of recent North American natural gas market developments.


I would like to ask Gord Pickering from Navigant to kick off session 1 by introduce the Navigant team and providing us with a high-level view of the recent influences on the North American and Ontario natural gas market.


MR. PICKERING:  I think, Peter, we were going to have a couple of other members of the team come up also, if that's fine.


MR. FRASER:  Please.


MR. PICKERING:  Standing up or sitting down?

SESSION 1: OVERVIEW OF RECENT NORTH AMERICAN NATURAL GAS MARKET DEVELOPMENTS


Mr. Gordon Pickering, Mr. Van Horne and Mr. Williams
Presentation by Mr. Pickering:


MR. PICKERING:  Just while we get settled in here, I am Gordon Pickering with Navigant Consulting.  I head our natural gas and LNG practice, and I am pleased, very pleased to be here, back in Ontario, honestly, and very nice to be here on this relevant topic.  And I hope that with this opening session, we will be able to touch on some of our findings that we have been working hard at for some time, numbers of years, and give a flavour for what is apt to be a broader topic of discussion over the next couple of days.


I also want to acknowledge a couple of members -- other members of Navigant who are with me here today and will be participating in the workshop.  Jeff Van Horne, also in our natural gas group.  Also Todd Williams, who is our managing director in the Toronto office.  Todd is in the audience somewhere.  I see him at the back there.


And then other people who have worked with us on the two reports that Peter mentioned, the winter assessment and also the market overview.  Craig Sabine from MNP, and Craig lives here in Toronto.  And also folks at Aegent, another firm that we partnered with for our work that we have filed in terms of reports that you have access to.


The final thing I want to say is that we do have a prepared presentation that will give you some idea of the details that are in -- there are two reports that are -- you're also aware of and have been instructed perhaps to go through, and I encourage you to go through as you have time.


So on with the show here.  This is really a story, if you like, and this is a story that is in real time.  One only has to take a look at today's Globe and Mail to see the Energy East project, for one, which will be a topic that was mentioned earlier.  We are talking about very relevant things and very current.  This is not while we're talking initially about the history of how we got to where we are today; this is very current history, and doesn't go back very far.


From a very changed marketplace that is illustrated, in terms of the slide that you have on your screens there, that shows the -- a couple of things.  First of all, that this natural gas shale, which we'll be paying quite a bit of attention to, has really reshaped the natural gas market in North America.


You can see how it has reshaped by the aerial (sic) extent and the broad regions that are across the country where gas shale is found in North America.  This is important to the understanding of what has happened.


And we only have to go back to 2008 and just think about what the situation was at that point.  And we like to draw reference to the U.S. industry leaders at that time, Natural Gas Council, which is members of the pipeline industry, the producing sector services association.


The conventional wisdom was that without foreign LNG imports or without opening up the park lands, which was going to be a tough sell, the country, the United States, was running out of natural gas.


The conventional wisdom was that we were running out of natural gas.  This is 2008, six years ago, not very long ago.


Then a key thing happened in the marketplace.  The Energy Information Administration, the U.S. government, filed an adjustment to the amount of resources that they had calculated previously.  It was a 24 percent or 6.2 Bcf average annual adjustment to the deliverability of unconventional onshore gas for the region, 2010 to 2030, in their AEO, and this was a change, a vast change from what they had filed just in their AEO 2008.


And like we say, this sea change was just beginning.


Industry/government associations have -- while initially this was -- this news was reacted to like any new information, with some trepidation, pretty soon thereafter, within a year or two or perhaps three, there was a consensus that this was the real thing.  And there have been subsequent reports that have essentially confirmed that the era of abundance of natural gas, as a result of a technological breakthrough of hydraulic fracturing, combined with horizontal drilling as applied to the gas shale resource, was reforming this industry.  The supply section of the industry was changed and would never go back, likely, like it was before.


And as a market that we were fortunate to have here in North America, the most sophisticated natural gas market in the world, a market that is transparent, has all of the fundamental pieces to the market that make it a vibrant and very effective commodity market, and as supply abundance came upon the industry, the market reacted as one might expect, as economists would have us know, prices decreased.


And in this particular slide we're just illustrating that at places like Henry Hub, the national reference point for pricing in the United States, is some changes to Henry Hub as the market becomes more diversified, but also at Dawn, a point that you folks and we'll be talking about more in the next two days, and at AECO in Alberta, where apparently some of our friends from Alberta know well from -- in Alberta.


So across those points there is a certain amount of correlation in terms of pricing, and you can see that if we put a trend line there, you can see a decrease in pricing pretty well since 2008, the year that we like to say -- we like to draw reference to when this industry changed in North America.


And certain things happened that we're pointing out and we will talk more about, is that the Western Canadian sedimentary basin has been under production declines going back before 2008.  In this particular chart we'll point out that production in Alberta, in particular, has been in decline since 2000, and also, you will see some changes in the production profile, but could not quite make up for the declines in Alberta because of the size of the resource, some increases in British Columbia, and some declines, actually, in production through the rest of the country.


The price trend corresponds to the explosive growth of unconventional gas production in North America.  Here's a chart that there will be other people that present, I see, that are similar to that, but we'll just draw reference to, again, going back to January 2007, not very long ago, where shale production was around five Bcf a day.  Today it is over 40 Bcf.  This is a substantial increase by anybody's imagination.


In fact, shale gas has led to new highs in total U.S. gas production, historical levels, looking back to 1973.  The country, in 2013, produced 24.3 Tcf of natural gas.  You can look at the chart.  Going back to 1973, much higher than what was produced at the previous peak in 1973, and the small chart in the middle there shows back to the earliest production statistics in the United States, going back to 1930.  We're producing more gas now than ever before in the history of the United States.


On abundance, many potential LNG projects, so the market has changed.  With abundance, other opportunities have come forward, and with a -- what is a surplus situation of natural gas right now, we wanted to point to the fact that there has been significant developments, in terms of LNG exports throughout North America.  Certain areas are highlighted here, because that's where most of the activity has been going on.  Navigant's been very active in this LNG export area.  You can see the gulf and the west coast of British Columbia, also in Oregon, two projects in Oregon and two projects in the U.S. east coast, two other projects in the east coast of Canada.  Lots of people trying to access this new situation, this new market situation, and do something with it.


Increases in total gas demand have been driven by the electric generation sector.  I think this may not be a surprise to many, but the market has been rather flat for natural gas for some time, other than the electric generation sector.  There have been some reasons why the electric generation sector for the gas industry has been important and one of the life bloods of the industry on a historical basis.


While total electric generation, the U.S. -- U.S. again -- has been flat, there has been an increase in gas-fired generation and a decrease in coal-fired generation.


There's been a change in the makeup of the electric industry in the United States, variety of reasons for that, but a lot of it has to do with coal.  The fleet is getting to be very old.  Also, most importantly, the economics of natural gas are now less expensive than coal in many cases, and on a competitive basis, in a competitive market, the results are perhaps predictable.


Coal to gas switching has been driven by both recent cost advantages in gas and the beginning of impending coal retirements.  I just mentioned that.  There is a couple of charts looking forward, the retirements in the United States, there has been significant numbers of megawatts that have been taken offline or gigawatts taken offline already, even more to come over the next two years.  A significant development in the North American marketplace, in terms of the natural gas industry.


You can see that the forward market on the left chart at the bottom also forecasts -- this was a month or so ago's futures numbers, that the gas would have a competitive advantage price-wise versus coal going forward, at least through the end of 2015.


Similar to the U.S., Ontario has -- gas demand and market share has recently been increased by some coal to gas switching.  There has been proactive developments here in Ontario that have recognized this and have speeded this process, but the fact -- the point we're just making here is that there is some similarities, overall U.S. market, with what has happened here in Ontario.  Coal industry is struggling and some would say going to have not a very long future going forward.  We will see about that.


Gas demand in Canada as a whole have been driven by industrial gas demand.  It is just a point that we'll probably spend some more time over the next few days, but I want to make people aware of the importance of the industrial sector, especially in Alberta with the oil sands.  The oil sands is an important part of the Canadian gas industry, especially the industrial sector, and needs some special attention, arguably.


You can also see that in terms of the Canadian industrial sector, the import to Alberta, to our friends in Alberta, is most important.  It also, though, is important to Ontario, in terms of the industrial sector and what happens and gas supply, availability, pricing, et cetera, to the industrial sector, which is significant to you folks here in Ontario.


Then we've got some charts.  The sum total of this is that what we're trying to highlight here is changes in North American gas production.  This is the supply story that I said that I was talking about to some degree that have led from the Western Canadian Sedimentary Basin to decreases in deliveries, especially to eastern Canada and to the U.S. Northeast.  We're showing this on this chart.  Hard to read the numbers.  Have to go back into the report to get some further detail.  I apologize for that.


But the point is that there is some changes from the Western Canadian Sedimentary Basin.  It is ending up more to the direct south and to the west, and probably that market and that change in terms of its flow will occur, continue to occur, in the future.


Changes in the Marcellus production, the largest natural gas shale deposit in the world today, and a significant producing basin, without question, and very proximate to the Ontario market.  We've also got some flow data, historical flow data, that we're illustrating here.


The point here that we'll be talking about much more is, where's Marcellus -- all of the gas in the Marcellus and the Utica shale going to end up?  Primarily it is supporting a lot of markets in the east and including markets to the north into Ontario on a go-forward basis.


Because of the large Marcellus production traditional Gulf supplies, what has happened to the Gulf region?  Gulf gas is staying home, primarily.  Gas that used to go to the Northeast is now being met by the Appalachian Marcellus Utica basin.  It is also going to -- somewhat into the mid-continent region into -- towards Chicago.


So the change in flows from the Western Canadian Sedimentary Basin from Alberta is evidenced by the TransCanada Mainline utilization, we would suggest, which is dropped significantly in all zones.  There will be more discussion on what has happened to the TransCanada Mainline, very important straw that connects the producing basin in Alberta with the supply and with Ontario markets.


And due to the TransCanada Canadian rate structures, we would point out, transport rates increased in order to maintain the Mainline's rate of return.  This is factual.


Higher rates on lower utilization; this is a topic for some discussion that we're putting out there.  Perhaps an untenable construct in the long term.


Higher rates on lower flows, a -- potentially a black swan, we suggest, situation that may require some deep thinking by Canadians across the country to try to reconcile.  Much more to say on that as we go through the next two days.


Culminating in January 2013, all this change in -- just about as dramatic as we can paint it, is that gas is now -- net monthly gas exports from Canada at Niagara have reversed.  So where gas was exported from Niagara, in January 2013 flows were -- went the other way.  First time in history, and doesn't look like there's been any change since.


Looking forward, Western Canadian Sedimentary Basin supplies continue to be displaced by the Marcellus, we're going to put forward here.  This is our view looking forward.  You can see that the Marcellus is going to become more important.  You'll know Marcellus-Utica a lot more than what you have in the past.  This is our forecast going forward of gas supply to the U.S. northeast right now.


Into the Ontario market, we think that it is apt to be repeated similar to the U.S. northeast market, and we will have some discussion about the similarities between the two markets or -- that kind of thing.


So that was our presentation, and we look forward to the discussion.


MR. FRASER:  Well, thank you.  And thank you for keeping to time as well.


So I am going to open up for questions.  Before I do, I am just going to go through the process for those of you in the room and then the Bell operator will do the same for folks who are calling in.


So if you are in the room and you want to ask a question or make a comment, you need to use the microphone so others in the room can hear you and so those on the phone can hear you, and so that the reporter who is transcribing this conference can hear you.


So if you're in the room, raise your hand and I will recognize you.  When I do, press and release the little red button at the base of your microphone so the light goes on.  Please begin by stating your name and who you are representing, again clearly, so our reporter can write it down.


If you want to ask a question, you are on the phone -- and you are on the phone, let the operator know that you want to ask a -– well, the operator now will go through the process exactly how to do that but -- she will explain.  So, operator?


OPERATOR:  Certainly.  If you wish to ask question and you're using speaker a speakerphone, please lift your handset before making your selection.  To ask a question, press star-1 on your telephone keypad, and should you wish to cancel your question, press the pound sign.  Please press star-1 at this time if you have a question.


MR. FRASER:  Okay.  So time for questions.  Sorry, Ian, please.

Q&A Session:


MR. MONDROW:  Thanks, Peter.  Just to break the ice, it is Ian Mondrow speaking.  I'm here as counsel for the Industrial Gas Users Association this morning.


Gordon, I wanted to ask you a question.  Back on your slide 4 --


MR. PICKERING:  Let's go to the slide.  We'll try to follow you a little bit.


MR. MONDROW:  Which is the slide where you superimposed pricing curves at Henry Hub, Dawn and AECO, which generally -- except, I guess, in July 2005 -- seemed to track each other fairly well.


But the one outstanding point, obviously, is the winter of 2014.  I wonder if you could just describe a bit your observations or hypotheses about that pricing disconnect.


MR. PICKERING:  A very good observation.  An obvious oversight on my part in just going through that slide as I went through the presentation.


Things were different last winter.  There is without a doubt, the winter of 2013-2014, the subject of a separate report of ours and a separate investigation, it required that.  It's a complicated set of circumstances that we will talk more about here in the next panel, but essentially what you're seeing here is -- in a base sense is, again, another indication of a market that works very well in North America.


It also talks to a market that is an integrated market, and perhaps this -- here I'm talking a North American integrated market between Canada and the United States, which has happened for a long time, but increasingly we need to be looking forward and talking about Mexico as being integrated as a true North American integrated gas market as it's becoming in the future.


What happened then as a result of some anomalies, weather conditions essentially last winter -- and there's a lot more detail that we will share and have talked about in our analysis of what did happen last winter -- that essentially drove a circumstance to higher prices than what were faced in other regions that didn't have the same kind of weather pattern in a market region.


We're talking about a -- without letting too much out of the bag, but talking about a weather event that was broad in terms of its aerial (sic) extent and hit in a similar fashion on similar periods to major supply-demand areas that, as a consequence in total, had the impact that they did on pricing into the -- at various market prices.  Dawn being one of the areas that experienced the full brunt of the weather.  Certainly for phased prices, they were higher prices, I will say.  We had not included all the market points that -- much higher prices in the northeast that were experienced than at Dawn.


MR. WIGHTMAN:  James Wightman on behalf of VECC.  I just was wondering -- there was a report that was issued this year called "Drilling Deeper" by J. David Hughes.  He claims that, barring the discovery of a new Marcellus, shale gas production will peak by 2020.  And he also claims that in the past EIA, estimates have been overly rosy.


Could you comment on that, and have you seen the report?  Thank you.


MR. PICKERING:  I have not seen the report.  The reports like it are not -- as I imagine, I have seen before.  And there are some of those views that have come up from time to time.


I don't know the date of that report.  Frankly, the reports that have -- are built on the peak resource prognostication for the shale industry in particular -- I think that is what the point was -- quite honestly, those kinds of reports are less in number these days than they were in 2008, 2009, 2010.


I think largely the facts have come -- been a little bit more history, but a lot of additional work that the industry has been able to bring to bear to basically discount any of those kind of reports that -- certainly has any talk about the shale gas peaking in 2020.  That certainly is something that we don't ascribe to, and I think it is -- it's just -- I don't know.  It is hard to react.  I just don't agree with it, but I don't know much about the report either.


MR. FRASER:  So I have a question.  One of the things that was striking, the two charts you showed side by side of the U.S. northeast and of Ontario in terms of how quickly the U.S. northeast has changed over to shale, and by contrast, Ontario, there has been a change but not nearly as much.


Is that primarily simply because that's where the gas is?  It's very little additional infrastructure required to move the gas in, to distribute it in the northeast, throughout the northeast?  Or is that more a question of -- or are there other differences there?


MR. PICKERING:  The market has changed, but it still needs to go away even in the northeast.


It is, to this point, primarily about the resource itself, so gas supply, supply, supply, supply.


The gas story is all about new supply that is being -- has been developed through a technological breakthrough that has that is now available to the market.


There are still some challenges.  And if we're talking about the U.S. northeast market, in terms of the infrastructure to be able to tie the supply to the large markets that are –- that certainly exist in the U.S. northeast region, what is very important about the northeast and about the Marcellus and the Utica formation, that is by some estimates maybe even larger than the Marcellus, is the proximity to the market.


So any -- we often show another chart that shows the spiderweb of pipeline capacity throughout North America.  We're very fortunate for that.  And so when we're talking about infrastructure build-out, especially if you talk to a foreign audience, which has a better perspective on this, they would love to be working from the infrastructure position that North America has now.


In most cases, when -- going back to the Northeast, we're talking about shorter length pipeline infrastructure build-outs, important ones, and not without challenges, but not long-haul.  We're not talking about building a pipeline from the Gulf into the Marcellus or vice versa.  Shorter, and in a lot of cases it isn't new pipe at all.  It's efficiencies that the pipeline industry have shown some adeptness over the history to be able to reverse pipelines when they are in existence and to be able to connect.


There's just a lot of opportunities to be able to -- to give additional pipeline infrastructure capacity at reasonably lower -- quickly and reasonably lower prices than certainly other areas around the world.


MR. FRASER:  Yes.


MR. THOMPSON:  Yes, I'm Peter Thompson.  I am here for Canadian Manufacturers & Exporters.  Following up on Peter Fraser's question and the shift of the sources of supply that you have mentioned, have you assessed whether there is any potential for existing facilities becoming largely unutilized in the medium-term in Ontario in particularly, or facilities that are being currently paid for by Ontarians?  And if so, what do you foresee there?


MR. PICKERING:  We don't see that.  The changes that are supply-driven, I guess, result in sort of a net sum game, where, as opposed to coming from one supply basin by existing pipelines, the situation that we're outlining is that the gas supply will come from another basin through some new capacity and some existing capacity to the market area.


Within Ontario, there is still some work to be done.  And I think the utilities in particular, TransCanada, the pipeline people will have more to say about that, how they plan on looking at their own programs to be able to take advantage of a fundamental change in the marketplace from a supply perspective.


But in terms of -- the Ontario situation may not be a good example for stranded assets.  I think that is what you're talking about.  Don't really see that necessarily in this marketplace.


And what we have looked at this in the United States market, which -- and the reason -- one of the reasons for talking about the U.S. market is that it is a bit ahead in terms of the development of the shale industry in the United States as to what has happened at this point in Canada.  So it's probably useful to talk about -- learn some lessons about something that has happened a few years ago.


In terms of stranded assets, there have been some situations, but mostly -- and I think we're talking about pipeline capacity -- you're talking about conventional gas that had existing pipeline capacity for years that took gas from the conventional gas and delivered it to markets around the continent.


In some -- in many cases, and in most cases, I would suggest, shale is being found in very close proximity to existing conventional gas in a lot of cases, and so it is replaced.  The shale gas has allowed the -- has been the back-fill, in terms of pipeline capacity to conventional gas that is not being produced, in some cases, because it is not as economic to produce as shale gas today.


To some degree the amount of shale gas that is being produced is because it is the cheapest gas to produce today.  It not necessarily means that conventional gas has disappeared or gone from the equation.  At some appropriate price conventional gas is still -- and still is in the market.


I hope that addressed your question.  Did it?


MR. THOMPSON:  Yes.


MR. PICKERING:  Okay.


MS. LECLAIR:  Ian next, and then John.


MR. MONDROW:  Thanks, Peter.


Gordon, I want to come back and take another run at this slide 4 that I was talking to you about, because I have been trying to consider your answer, but maybe I didn't ask it particularly enough.


I can understand why Henry Hub -- which is in Louisiana -- might experience kind of completely different pricing, despite what you kept repeating was a widespread winter phenomenon this past winter, which we're all well aware of.


But what I wanted to ask you maybe to comment a little more on, because I think this will be important in the next couple of days, is, given the historical connection between western Canada and eastern Canada, why was the pricing at AECO so depressed relative to the pricing at Dawn, given that here we're relying a lot on Dawn and that really affects Ontario?  Can you talk a little bit about that?


MR. PICKERING:  The western Canadian market -- as referenced by AECO -- is -- and supported by just their own renaissance of shale gas in British Columbia, primarily, and potentially in Alberta going forward, but there is at least a very good position that there is a lot more gas than there is market for, certainly.


And I think that what you're seeing, essentially, in terms of the pricing, first of all, the weather in Alberta did not experience the same kinds of weather conditions last winter as the eastern part of the continent.


And so -- but primarily it's a situation that there is just a lot of gas in the basin that is tending to keep prices lower relative to what happened at Dawn.


The situation, and what happened over the course of the winter, there are some particulars to that, but essentially you have a market that, given two years from now, is still emerging, is still developing, in terms of especially the infrastructure to support prices at Dawn or the Ontario market in general, that have not yet occurred, and that help to maybe make prices at the Dawn region higher than what they were proportionately at Empress or at AECO.


MR. MONDROW:  Thanks.


MR. FRASER:  John?


MR. WOLNIK:  John Wolnik representing APPrO.  I had a question on the Utica supply shown on the very first slide.  And I know geographically it looks like, that the Utica supplies of Marcellus tend to overlap, but I think from a stratigraphic perspective, I think the Utica supplies are quite a bit deeper.


It's my understanding that there is a fair bit of liquid production expected with the production of the gas itself.  Can you comment on sort of the importance of the liquid revenues as a driver for the development of that basin as compared to the sort of the gas revenues?


MR. PICKERING:  And it's important for the Marcellus too, that the liquid production parts of the Marcellus are very wet and have certainly supported the Marcellus's production over the last few years.


Utica, right, is deeper.  I think that translates into higher costs generally for producing the Utica than the Marcellus.


And what I think you may be alluding to is the -- well, the question is the liquid, what is the importance to it, and possibly, you know, how much are liquids' revenues required to support the development of the Utica?


I think that, you know, it's going to be important, but in some cases the Marcellus, even in the wet parts of the Marcellus, has effectively a zero production cost, because -- gas production cost, because of the liquids that come out of the stream.


But there's also other -- so much other gas that currently exists in the Northeast, the Appalachian especially, from the Marcellus that is waiting to be tied in behind pipe, essentially, and is there to support the market and will delay any development of the Utica just because there's other gas that's more readily available waiting to be tied in in many cases.


So this needs to be factored into the Utica.  And the Utica and prices that -- for liquids which are tied to oil prices.  And maybe behind the question with $66 oil prices here the other day, what is the impact, there's been some suggestions that seem to be coming out of the Middle East that the industry is going to be destroyed, the oil industry is going to be destroyed, perhaps carrying forward through to the gas industry in North America, as a result of low oil prices and a play by the -- by OPEC to continue to drive oil prices down.


It's yet to be seen as to what -- certainly we're not oil people, but where oil prices will shake out, but at -- even at $66.  If oil production actually does get -- there isn't as much drilling in the oil industry, there is an opportunity, actually, for rigs that the gas industry has not been able to acquire because the industry is flat out, to be able to now be drilling for natural gas, possibly at better prices than the fleet has been able to be deployed before.  So there may be some opportunity, actually, as the oil production and drilling for oil goes down.


So that will support -- and even at prices that are in the $66 area, there's a significant uptick on a per-Mbtu basis of the liquids versus natural gas.


So it is apt to support it.  It would be my feeling.


MR. SABINE:  Wondering if I can ask a question about my own report, I suppose.  Craig Sabine from MNP.


Just to add to Mr. Mondrow's questions, I wonder if it might benefit us to -- you will be able to explain this more nuanced than I, but if we think of AECO and Henry Hub as pricing points that are associated with unconstrained supply as well, and if we were to zero in pricing points closer and closer to Dawn, where we get to more constrained pricing points, would we see the pricing get closer and closer to that spike that we saw?  And in some cases actually farther to the northeast, we would actually see higher prices?


MR. PICKERING:  Yes, I think so.


MR. SABINE:  And that would be what we would expect in a properly functioning market, given the factors that were being levied on the province and North America?


MR. PICKERING:  Yes.  I think you see a difference, and -- to some degree from the supply areas to the market areas, and we are going to go into a bunch of detail on that in the next session is all I can say, and be patient.


Yes?


DR. HIGGIN:  It's Roger Higgin for Energy Probe.  I just wanted to ask a question about one of the figures in the report.  I don't think you put it up on the screen.  It is figure 33.


It talks about the -- electricity-driven is where I'm going, but the natural gas demand by sector.  You have that?


MR. PICKERING:  Yes.


DR. HIGGIN:  You have that?


The question is this, that we have the 2013 Long-Term Energy Plan, and that takes us out for a period.  So I am not too surprised by the graph about electricity demand for natural gas up to around 2020.


But I am quite surprised by the huge increase that happens in 2020 and beyond, and what's driving that demand.  It's something I haven't seen in the forecasts currently.


So that's my question.  What is driving that significant and major increase for electricity -- for natural gas for electricity generation?


MR. PICKERING:  You know, what I would like to do is bring in Todd, our electric expert, to be able to address that question, Todd Williams.  Todd, I don't know....


MR. FRASER:  There is a mic over there to your right, Todd, on the stand.  You may have to press the button at the bottom to turn it on.  It's at the bottom, the button.


MR. PICKERING:  We don't have the report up and can't put it on the screen right now.


DR. HIGGIN:  It is figure 33, and that's on page 33 also of the report.


MR. WILLIAMS:  Roger, can you hear me now?


DR. HIGGIN:  Yes, I can.  Thanks.


MR. WILLIAMS:  The figure you're referring to shows an increase in the gas use for generation.  And that's really due to -- that's replacement gas or replacement energy that's not being supplied by the nuclear fleet in Ontario as it gets refurbished.


If you look at the peak of that graph, in terms of the gas use, it is around 2024, as I recall.  I don't have it in front of me.


DR. HIGGIN:  Yes.  2023.


MR. WILLIAMS:  That is about the trough of the nuclear bathtub, as the nuclear units are refurbished.


DR. HIGGIN:  Okay?


MR. WILLIAMS:  So I think that is the basis for that, Roger.


DR. HIGGIN:  Right.


MR. WILLIAMS:  That's gas for electricity that is not being supplied by nuclear units because they're being refurbished.


DR. HIGGIN:  Okay.  Thank you.


MR. PICKERING:  Just a follow-up to that is that -- and the reason why it was very helpful to have Todd here is that our model, gas forecast model, is integrated with our electric models, and the thinking behind and the forecasts for the electric demand for the gas industry comes from our electric people like Todd.  So...


MR. FRASER:  Any questions on the phone?  I am not seeing any right now but -- operator, is there anybody waiting?


OPERATOR:  Once again, please press star-1 at this time if you have a question.


MR. FRASER:  A question I would like to ask is about access to shale and competitive advantage for industry.  We certainly are seeing a lot of -- the big growth in shale in the northeast and places like Pennsylvania and I guess into Ohio now.  There is certainly -- one thing I've heard is that those areas are benefiting in terms -- industry in those areas are benefiting from the availability and the relatively low cost of the shale.


Conversely, I would say New England, where there does seem to be rather significant supply constraints, obviously they're seeing higher prices.  I would assume that they're not benefiting or not enjoying the benefits that, further west in the U.S., they're seeing.


Could you comment on that, whether that, in fact, is the case?  Or to the extent you have seen any kind of industry resurgence in the areas where there's been availability of shale?


MR. PICKERING:  In the producing sector in particular?


MR. FRASER:  Well, not just --


MR. PICKERING:  Or just in general?


MR. FRASER:  Yes, just large users of gas that are -- now have access to cheaper shale gas.


MR. PICKERING:  Yes.  In places, I mean -- and it would be, you know -- get the chance to visit occasionally to a place like Pennsylvania, that while, you know, we must realize some of the earliest producing oil and gas wells were from Pennsylvania but essentially had limited production or no production in the state for 75 years or so, I guess.


And then gas shale emerged.  Everybody always knew that the Appalachian basin was there; you just couldn't produce it and make any money, so it sat until there was the technology breakthrough.


And the situation that, you know, has developed in places like West Virginia, in Pennsylvania and in Ohio is rapid activity of the highest order, with attendant economic activity around the exploration and production sector that is being reshaped to have second-tier effects eventually, in terms of other opportunities for industry that have -- can take advantage of low-cost feed stock.


So a lot of that is yet to emerge.  And the other interesting point on this is -- is a comparison -- and I think that sometimes we all can benefit by having additional perspective.  When you look at a situation in Europe that has -- is in a place where their security, their supply is coming from one country primarily.  They do have some LNG import facilities there.  But they are terribly concerned about the availability of natural gas to serve their markets, whatever it might be.


And recognizing that Europe and the rest of the world, we're all in a competitive situation at some point, and there's a great concern in other markets about the situation that has developed in North America with low gas prices and the competitive position, apparently, that that puts a lot of industry -- a lot of industry believe this is the case -- to be able to compete with areas like Europe that may have produced widgets in the past.


So these activity levels are many, many layers deep.  They're starting out at the exploration area, mom-and-pop operations, people that own land, and the success of the industry has been a result of that, of getting money into people's hands, the public's hands in many cases, rapidly, and getting it to people who are the ones that really count, after all.


The other things that are emerging are future developments to try to take access of this change in the supply picture that will have their own repercussions and benefits, I suggest, in the future.


MR. FRASER:  Okay.


MR. QUINN:  Dwayne Quinn on behalf of FRPO and the Ontario Greenhouse Vegetable Growers.


I just wanted to, prompted by Dr. Higgin's referring to the report, I had some questions in the report, and I thought this one here is a fairly high-level question.  It is found on page -- well, it is your outlook for inter-regional flows, found on page, just to give a reference here, 37 of your report.


And it is figure 39, but I will just read if I may and then get your comment, on to a question.  You have indicated as part of your analysis that -- it says:

"As shown in figure 39, Navigant estimates that between 2014 and 2020 the percentage of Ontario demand met by western Canadian sedimentary supplies will drop from 74 to 42 percent, while the percentage met by Marcellus supplies will increase from 13 percent to 41 percent."


I struggled in reconciling that with the Mainline settlement agreement that was just approved by the National Energy Board last Friday, wherein the utilities, collective utilities, of Enbridge and Union, along with Gaz Métro, were going to reduce their reliance on the Mainline to a minimum of 13 percent for their supplies.


I guess I would like you to comment if your figures have taken into account the Mainline settlement agreement and what your expectation would be beyond 2020, if you have that response.


MR. PICKERING:  Where are you coming from?  You think that we are projecting too high prices coming from -- on the Mainline than what we could have?  Is that the thrust of where you're coming from?


MR. QUINN:  My view would be that there would be a lower percentage met by Western Canadian Sedimentary Basin --


MR. PICKERING:  Western Canadian.  Now, if I have got my dates right, I think the settlement was last Friday.  So we have not had the benefit of the settlement agreement or really understanding the deal at all in our analysis.  You are absolutely right.


We're pretty tough on the Western Canadian Sedimentary Basin.  And, you know, we'll see where things end up.  Maybe the settlement agreement is going to result in additional decreases in the Mainline, and this will be something that will be very troubling for our friends at TransCanada, of course.


But we have not factored that into our estimates at this point.  It's clear.


I will only say that for the next couple of years -- and, you know, we are only projecting out to 2020 here, and -- but that's a fair long period of time in an industry that has changed as rapidly over the last six years.  So still a lot can happen, and we think a lot will happen in terms of the infrastructure build-out in particular, pipeline capacity from the Marcellus and the Appalachian basin in general to supply the Ontario market.


There are some challenges within Ontario also to be able to make this viable for the end users here in the province.  But the -- there's still some -- we are talking about, there's some estimates of 50-some projects, 50 to 60 pipeline projects out of the Marcellus now.  Not all targeted toward Ontario, but a lot of projects, pipeline projects, that are in the mix that in two years' time -- we're not talking a long period of time, certainly within the period from today to 2020, which is the period that we really focus on for our review -- there will be quite a change in terms of the access to the Marcellus and probably the availability of gas in the Ontario market.


It's maybe at that point where you're talking about the -- maybe with this new settlement, culminated with -- you know, on top of the settlement that Alberta looks to be even at more risk.  I don't know.


MR. QUINN:  Okay.  If I may, I just, I appreciate that it has not been taken into account, and I would encourage that factor to be integrated.  And if possible -- and I'm putting myself in the hands of the Board and Staff here -- if that part of the report could be updated, because it is foundational to the inter-regional flows that affect Ontario.


I guess for a lot of us we have been taking the Mainline settlement agreement into account and have turned our attention to Energy East, which will then have a significant impact once again.


So very importantly for the Board to rely upon the information about what inter-regional flows may affect Ontario.  I think that is a very significant agreement that should be taken into account, and I will leave it at that at this point.  Thank you.


MR. FRASER:  Certainly, this is a -- as noted on the cover, it is a preliminary report, and indicated we will be updating it before it is final.


Sorry, I'm only going to have time for one more question because we're running over, so Shahrzad, you get the last question.


MS. RAHBAR:  One quick comment.


MR. FRASER:  Yeah, just an ID for the --


MS. RAHBAR:  One quick comment and a question, comment, Peter, to the question you asked.  We have seen Chemistry Industry Investment, refiners and chemical processing investments in Canada and the U.S. track one another fairly closely for the past decade with a one-to-ten ratio.  In the past three years we have seen the U.S. investment take off.  So there is a real story there that the access to gas has brought.


The question, Gordon, you note the North American integrated market and the benefits that we have compared to the other parts of the world.  We do have some differences, though, between FERC's jurisdiction and the National Energy Board's jurisdiction.  In particular, the FERC has the market oversight capability, and that they have exercised both gas markets and the electricity markets.  That function is absent in Canada.


Do you -- rather than me giving you my views on that, I'd welcome your thoughts on, do you see differences between the two markets as a result?


MR. PICKERING:  The structure and the regulatory structure of the two countries who are in closer integration -- if you accept what we are suggesting -- is bringing this and will continue to bring this more into focus as we go along here.


If you -- I just, I will quickly suggest, if you are in a situation that Canada was fortunate to be in, where we relied on one market for 50-some years, essentially, especially resonates with western Canada and Alberta, then to a situation where that market has gone away, and the requirements of a regulatory structure that oversee various aspects of a commodity, and there's a call for -- and then realizing that now you are going to be relying on your former market that you used to sell everything you got down there if you felt that was appropriate -- now you are going to be to some extent relying on that market, you have a different structure, and you put that on top of the different regulatory structure that the industry in Canada has been developed upon with the American experience, and you talk about some aspects of that, and yet you have a closer integrated market in close competition with one another, it does bring up the question as to whether the country -- and -- is in a -- one hand behind their back in terms of competing with changed circumstances.


I will just leave it at that.  There is a broad question that certainly we have in terms of Canada's regulatory policy affecting the gas industry in particular, and the pipeline industry, that may be starting to be brought into question.  I appreciate that question that seems to start to drive to the -- some the fundamentals of what we all should be talking about going forward.


MR. FRASER:  Well, I think that is a good question on which to end this session.  Thank you to the presenters and for all your questions and comments.


We will take a very short break, literally five minutes.  We will be back at 11:15.  So if you just want to step out and have a coffee, we should have some fresh coffee, and we will re-start at 11:15.  If I could have those presenting on session 2, panel 1 come up, come up and talk to us, just so we can make arrangements.

--- Recess taken at 11:10 a.m.

--- On resuming at 11:18 a.m.


MR. FRASER:  Okay.  If we all take our seats, please, we will get the next session started.

SESSION 2/PANEL 1: WINTER 2013-14 NATURAL GAS PRICES


So we're moving on to session 2 now -- if you could all be seated, please -- to talk about last winter.  Certainly some of the questions that Ian Mondrow was raising in the first session certainly alluded to this, and we have, of course, a lot of analysis to discuss today.


Because after all, there is nothing in the energy sector that gets public attention faster than a sudden change in energy prices.  If you live out in Alberta, the recent dramatic fall in oil prices is certainly a cause for concern, but here in Ontario, at the other end of the pipe, it was the sudden rise in natural gas prices last winter that got everyone's attention and that showed up in the natural gas bills for millions of customers, and on both natural gas and electricity bills for our very largest customers.


So the challenge to understand what happened, why it happened, and whether we should do things differently in the future.  Was it just a long, cold winter?  Was the pricing on TransCanada important?  Does it indicate an infrastructure deficit?


Here to help us sort things out, we have our consultants from Navigant, Jeff and Gord, and we're going to be joined by Chris Shorts, director of gas supply at Union and Kevin Petak at ICF.  And we will start with Navigant, so Jeff, please.
Presentation by Mr. Van Horne:


MR. VAN HORNE:  Okay.  Good morning.  My name is Jeff Van Horne, and I will be going over some of the highlights about the gas prices last winter in Ontario.  We have a fair number of slides, so I will be highlighting various slides, probably, and moving over some others more quickly.


Just as an introduction, what I am going to address mostly is the confluence of several aspects of the weather patterns and how that relates to the regional supply and demand situation.


And the key points are that the -- it was cold.  It was very cold, and it was persistent cold for the entire winter, and it was widespread.  So you take those three aspects and you put them together and that creates a pretty difficult situation.


And then the cold translates into gas demand, of course.  So we'll be looking at that and how that demand impacted the market dynamics through, say, storage changes, storage inventories, and just general competition for supplies.


Which one do I need here?  Thank you.


Okay.  So I will just highlight a couple of slides here with some summary information on prices.


Now, we can see that the northeast prices -- which are the spiky ones in blue and purple –- there was a lot of spiking activity before February, and it was well in excess of the Dawn price levels.


Now, in the northeast this type of spiking -- maybe not to this level.  This is higher than normal.  But spiking-type activity is more normal in the northeast.


But what's different is that in Dawn, the spikes are not normal, and there's only been one time since 1998 with a spike above $20, say.  So really, the Dawn situation in February is -- February is the period to be looking at, really, irrespective of the northeast pricing shown here.


So moving over to looking at Dawn with the Midwest, we'll really be focussing more on this time period and these types of prices.


There's some instances of spiking in January, but the most significant effects are the sustained increases that we can see extending basically throughout February.


Looking at the weather data shows that on a month-by-month basis it was colder than -- it was colder than average.  This is a last five-year average shown on the top chart.  Colder than average virtually every month straight through, and obviously higher than the range -- higher than the coldest month, rather, sorry, higher than the coldest month over the last five years every month.


And there's additional data, you know, going way beyond the five years.  We've seen reports.  You know, Union, the coldest since they had their records in 1969, and the U.S. as well.  It's the coldest or the near -- second, third coldest in the last 29 years of the reported data that we looked at.  But we're just showing this five years here because it ties back with the demand data that we're showing in other charts.  So there is some nice symmetry there.


On the bottom part of the page, this is looking at the season totals for three large cities here in Ontario.  And, actually, I need to clarify this is the prior ten years, so we have a min and a max shown that is over the prior ten years.


We see that last winter was definitely colder than each of those years -- and actually the 2010-2011 was the red bars.


Moving on to the U.S. weather, it is, similarly in the U.S. Great Lakes region, persistent cold, every month.  And then similarly compared to the prior ten years, especially down in the east -- north central is the Michigan, in particular, and Illinois, Indiana, Ohio, that area.  So that was particularly cold relative to historical.


And this just makes the point here we're looking at -- it's almost a continental effect, but it is definitely a regional effect and spreading out beyond that.  We will see that, actually, later in some later charts.


Now, so the cold weather is going to play out in increased gas demand for -- primarily for the heating purposes.  And again, just like the weather, it is persistent on a month-by-month basis.  You can see in the U.S. -- this is again over the last five years -- demand exceeded for November through March.  Each month it is higher than any of those months in the previous five years, by a pretty good amount actually.  And it's about 14.8 percent higher than if you add up all of the highest months for the prior five years in the winter.  That's over average, and 7 percent over the maximums.


Similarly, I guess, here in Ontario it's the same type of situation.  Not as pronounced, maybe, early on, but definitely it's building later in the year.  You can see in February and March there's an uptick there. And it is over 12 percent above the average consumption of gas for the year.


A key aspect of the market dynamics, then, relates to storage.  And this is eastern Canadian storage levels.  The red line is the average over the prior five years.  This is a storage inventory level, and -- right.  So this is a calendar year, basically, running from May through until June of the following year.


So the blue line in the middle of the page is the wintertime.  Those are the actual inventory levels in Ontario as they're dropping.


What's interesting, I think, is to look at the chart on the bottom of the page with the numbers, the table, compare various columns.  But the right two columns, the far right column is the percent of the average November 1 level, so that is kind of like your gas gauge as you're going along, versus having a full tank.  And the column 1 over to the left is kind of the average year over the -- the prior five years, rather.


So it is pretty evident that there were -- it's running below -- it's running below average and significantly below, in fact, and by the time you get to the end of January on January 31st, inventories are at 28 percent, whereas the normal level would be 59 percent.  So that's a little less than half of what would ordinarily be there, say, in an average year.


And to get to that situation it's basically three months of above-average, pretty heavy withdrawals, three months in a row.  And that's how you end up at 28 percent.


Now, another comparison to look at is that the 28 percent at the end of January is lower than the 34 percent that shows up at the bottom of the second column to the right for the end of March.  So it's really -- it's really a pretty significant situation to have the storage that low.


So moving on, the next slide will summarize the supply mix, basically, and let's see.  So this is month-by-month, each of the components of how demand was met on an average -- for an average November, say, and then November for last summer -- last winter, and then straight through the winter.


So a couple of things.  The right-hand columns are all higher.  So that's because gas demand is higher.  And the mix, to make up each of those columns, you can see that the green for the first three months, storage has been pulled, heavier than normal, and that's probably the -- one of the things that stands out there.


Then you get to February, and there's a large shift in how supply is being met, and that is storage withdrawals are a lot below average in February, whereas the imports -- both from the U.S. -- well, imports from the U.S. and then flows from western Canada are both -- you know, they're picking up the slack, as far as how to meet supply.


So these are some of the important drivers of what is in the supply mix.  And in our report, we discuss some additional things that I'm not covering here exactly but -- with a specific slide, but they're things that in February they're additional factors that play into what was happening in February.


So one is the -- it's called check-point balancing.  So direct-purchase customers in Union's system, they have a requirement that kicks in on February 28th to have purchased a certain amount of gas according to their tariff and their supply agreements with the utility, but that's a deadline to have bought some additional supplies to make up anything that they may be short from their prior procurements.


And what happened -- what happens, I guess, is that there is a -- you know, everybody has to meet the deadline.  So you get down to the end of February and there's a lot of activity in the market, kind of, they're making up for -- making up for prior consumption that hadn't been procured yet, which ordinarily I think isn't maybe that noteworthy, but you combine all these factors together.


And again, it is the persistent cold weather throughout a large area impacting the U.S. as well, and which it all flows back into the markets, Chicago and Dawn, and so that was a driver on moving prices upwards.


Then similarly, another factor that we do discuss also in the report is the interruptible tolls, the charges to move gas on an interruptible basis from western Canada over to the east.  Those rates, under a new structure there was some additional -- basically market-driven rates without -- minimum rates could be set at higher levels than in the past.


So the rates were higher, and that contributed to some of the market dynamics, as far as where gas was flowing, which -- that's going to affect prices.


So -- okay.  Moving on, what we have here, there's a series of slides, and probably when you look at these on your own computers you can play around with it to see how things change over time.  They're all lined up for that purpose.


So I will flip through these to show that.  But basically, we see elevated prices starting in late January at Dawn, and so we're going to -- this will illustrate what we've already discussed here about weather and prices and storage, and prices not only in Ontario but other important market centres.  I know we had a question on that earlier.  So let's just flip through here and see how it plays out.


This is kind of the base line of what happened, and moving on.  So we have a snapshot basically as the weeks progress, and the bottom-right is some storage levels, and you can see that we pick up this analysis already in mid-January.  So we're already -- the storage levels are already down, and so I will click through here.


The prices are on the lower left.  See how those move.  The Ontario prices will be in the middle, and then on the right will be the temperature.


So flipping through, see some price spikes there.  This is middle of January.  Again, storage is tracking lower.  Oh, I'm sorry.  And then on the very top there's a tracking of heating degree days.  Those are what each day is looking like, and it is tracked back to the prior five days, but there's some adjustment in there, so it's not just going to pick up a particular day and give you a weird piece of data.

Now, this is interesting, because in the lower left here we have those prices circled.  This is an instance where there's a lot of price elevation basically throughout the country, and that's in early February.


So again, we have cold weather, high prices, some other regional higher prices, and again, storage is tracking down.  And I think -- okay.  So let me just wrap up here.  Sorry, I'm a little over.


Really, these conclusions here pretty much probably just restate what we have already run through on here.  I would note, I think, the discussion on the interruptible tolls mentioned down on the fifth bullet -- that's figures 24 through 26 in the report.


But basically, we're looking at a somewhat unusual weather event just because of its persistence and widespread nature, combined with other factors, such as the check-point balancing and the interruptible tolls, you know, a lot of things just coming together at once, and probably leading into some other discussions later, you know, there's a discussion about the QRAM drivers, and so -- which we have summarized basically on the next slide.


But I think the focus of this particular presentation was basically the weather and the prices.  So I can leave it at that, probably.


MR. FRASER:  Well, thank you.  Now I would like to turn it over to you, Chris and Kevin, for the next presentation.  Thank you.


MR. SHORTS:  Thanks, Peter.  Am I going in the right direction here?


MR. FRASER:  Just a sec.  We will set it up for you.


MR. SHORTS:  I will try not to retread any ground that Jeff has already covered here.

Presentation by Mr. Shorts:


So again, my name is Chris Shorts, director of gas supply, Union Gas, and just going to talk to you about how we and the Ontario market met the challenges of the winter of '13-'14.


Our favourite picture of the notorious polar vortex, which really showed where the cold concentrated itself on, which seemed to be right in our backyard.  Again, as Jeff had said, extreme cold for an extended period of time impacted a large area, especially Ontario.


This slide shows the cumulative winter heating degree-days that Ontario has seen, especially the Union franchise area since 1969. 


As you can see, that red bar at the end is '13-'14, which is obviously the highest one that we can see on the chart.


The other thing to note, if you look back just two years ago, that winter of '11-'12 or the winter that really wasn't, you will see that that's actually the lowest one on the chart.  And that is one of the challenges of a gas supply plan, and the procedures that you have in place is you have to have a balance.  You have to be able to manage those types of swings.  You have to be able to have an ability to operate and to manage effectively to compensate for either one of those scenarios happening to you, either an extreme cold or an extreme warmth.  People forget that back in '11-'12, we actually had to get rid of about 25 PJs of gas that winter, versus buying another 30 PJs of gas like we did in the winter of '13-'14.


So it is very important that the gas supply plan needs to be able to be flexible enough to balance those extremes.


This is our operational slide.  Basically the gist of this slide is, yes, we had incremental demand in Ontario, about 20 percent colder than normal, that we expected.  But we also saw at the same time incremental flows coming in from the pipelines west of us actually decline.


So we saw 15 percent less gas coming into Dawn than we normally would have expected.


If you looked earlier in the winter, those numbers were actually higher.  If you look at our storage withdrawals in December of 2013, they were ten times what the storage withdrawals of December of the previous year were.


Basically, that gas was being drawn to colder markets, who were competing for that gas and winning the day.  And that gas supply stopped early on in the process.


Operationally, we set a number of records on our system.  We set new withdrawal records out of Dawn early in December, of about 3 PJs a day.  We also set in January some new throughput on our Dawn-to-Parkway system, of almost 2.3 PJs a day.


The nice part was, operationally, the system worked very well.  We were able to meet the challenge, as well as we had very, very limited, what I will call, distribution or delivery interruptions.


We only had a very short period of time, three days in early January and three days late in January in our Union South extreme south market, between Windsor and Leamington area.  Again, those were just for interruptible customers.


We also had about seven days of interruption near the end of January in Sault Ste Marie.


So again, very limited; not a lot of what I would call widespread interruption activity on the Union system.


The key here is that even though we had lower supplies coming in, we were able to meet that -- the challenge by having Dawn storage pick up the slack.  And it was really the workhorse that got us through and was the real benefit for all Ontario through the -- through certainly the beginning part of the winter.


One of the things also I just want to mention, we also don't have anything specifically for section 3, but from the electricity and gas interface one of the things I just want to remind people is that when we went through in 2006, Union certainly led the way in creating power services that were flexible enough for the power generators.  And if and when we see some changes from NAESB's perspective and FERC on whether or not it is a gas day change or a nomination window change, we will certainly be ready for that.


We've already got services that are up to 96 nomination windows a day, so not going to be an issue for us.  We will be ready if and when those changes actually occur.


So the previous slide we talked about the storage.  This is a slide that will really show us the correlation or the inverse relationship between the Dawn storage level and what the prices at Dawn actually were.


So as you can see, when we got near the end of January and our storage balance was really where we would expect it to be at the end of March, that's when we saw, as Jeff had mentioned, new supplies needing to come in to supplement the storage withdrawals.  That's when we really started to see the spike in some of the pricing.


That was also coupled with some upstream pipeline issues.  TransCanada has a pipeline disruption the third week -- sorry, 25th, I think it was, of January.  That was also around that same time.


We also had, near the end of February, some issues -- and beginning of March on the Nova system, which kind of disconnected AECO from Dawn as well as disconnected AECO from Empress.


So those were all factors that really contributed to the price spike at Dawn, really driven by the fact that the storage maintained the low-price environment, and was a real benefit until basically the storage level got to where we expected it to be at the end of the winter, and we still had two more months of forecasted very cold weather.


These are the -- the previous slide was the average or day-ahead prices.  These are the maximum daily prices.  And we've looked at a couple of various areas that impact the area, especially the east.  Dawn being the thick blue line.  Alberta delivered to Dawn in yellow.  Chicago in red.  And the Ontario/New York border or Waddington in the dark.


And as was mentioned, we only showed this past winter.  If we went back a couple of winters, you would continue to see that Ontario/New York border price, as Jeff mentioned, showed some obvious volatility in the winter because of the constraints in the U.S. northeast.


As we saw, the nice part about having Dawn in our backyards is it was able to actually get us through and stop that volatility and delay it until the end of January, beginning of February.


That is when storage levels got down to those levels in which we had to start to replenish it a lot earlier than we had thought. 


Certainly in more normal winters we would not expect that.  If we were to go back in time, as Jeff had already mentioned, we wouldn't see those spikes at Dawn in a lot of the upstream markets as well, in a more normal winter in which there weren't supply or transportation constraints.


This next slide is a slide that you may have seen already.  We included this, or a version of it, in our April 1 QRAM, or quarterly rate change adjustment filing.


This really not only shows the impact of the prices and how they change throughout the winter, but it also shows where Union Gas, for our sales service customers, was out buying gas.  So each of the diamonds represents a buy, for example, and I will look at the red.  So the red diamonds are our February deliveries, whereas the red line is the February price.


So you can see the prices stay fairly steady, because up until the actual month we're dealing in the month-ahead price, which is much less volatile than the day-ahead price.


Once the month actually starts, that's when you start seeing some volatility as you're actually into the day-ahead market.


I mean, as we went through the market -- as we went through the winter we obviously managed the price impact by monitoring the markets, the prices, and we actually adjusted our purchasing strategy.


We used to traditionally just buy based upon actual demand that we would see, but when we got into the end of January and we saw the forecast was pretty much spot-on that we had seen and it was continued to be forecast to be cold, we actually started to go out and buy for the forecasted weather impact.


So we kind of changed our strategy part of the way through the winter and stayed flexible.  The key thing was we really tried to not rely on the day market and continued to stay in the month-ahead market.


The nice part was that when it was all said and done, you know, we averaged probably a little over $7 a gJ for all of that roughly 30 PJs of gas we had to buy, and we felt pretty good about that in hindsight.  At the time it didn't feel good, but in hindsight it actually was a -- was good.


When you look at how the cost of the winter actually worked its way through to customers a number of ways, the April QRAM was really the key.  At that point in time we saw an increase in our -- not only the costs that we were covering for the gas we already bought through January through March, but also the incremental gas supply that we had to purchase to meet the higher demand, as well as the biggest impact -- and I will get into it in a little bit more detail in the next one -- being the price of the 12-month NYMEX increase going forward.


When we got around to October QRAM -- we actually had skipped the July QRAM; the Board had asked us to delay the July for a review of the QRAM process.  So when we recycled and came back for the October QRAM, we found a big part of that forward-looking price impact had actually come off.  About 60 percent of that price increase had dropped off, so we saw prices settle back a little bit more.


Even though most of the costs of that 30 PJs were recovered through the QRAM process, because predominantly they're mostly driven by our need to help our sales service market, we did have to go out and procure some incremental gas supplies for our bundled direct-purchase market and those didn't fit the QRAM model.  So we actually had that in the 2013 deferral hearing.


Union actually had gone out and purchased about 0.8 Bcf or PJs of incremental gas to help supplement the direct-purchase customers who had incremental demands post the February 28th checkpoint setting.


We also had to recover or sought to recover the cost of the price variance related to unaccounted-for gas purchases throughout the winter.


The Board allowed us to recover the gas, the prices of the cost -- the incremental gas to our direct purchase customers, as well as the Board ruled that all customers who rely on Union for compressor fuel, which is where unaccounted-for gas is compensated for, to be recovered from all customers who paid for that.


We also had a winter penalty proceeding in which Union sought for a one-time exemption from approved tariffs to actually reduce the penalty charged to those customers who didn't comply during February and March.  We sought to reduce that from 78 to 50, and the Board approved that as well.


So what did this mean to the sales service customers?  An average residential customer, when we went in and proposed the April QRAM, we expected a $200 annual increase due to the changes, three components or three buckets:  Increased price of the plan purchases.  In other words, when we go ahead and purchase our January through February -- our January through March gas, a lot of that gas would have been bought on a NYMEX index basis and a basis differential.  As those changed throughout the winter, even in the month-ahead market, that caused about a $50 increase to customers' bills.


The 30 PJs was about a $40 increase to customers for the extra gas we had to go out and purchase, but the biggest impact was the result of the NYMEX price going up on the forward basis.  So that was 110 of the 200.

When we came back for October, obviously the 50 and the 40 doesn't change, because it has already happened, but the forward price had really dropped off.  That 60 percent retracement of the price or retracting of the price really resulted in that $110 impact being only about $36.


So in hindsight, what we thought was going to be about a $200 annual impact really turned out to be $126.


There was some concern about the QRAM process after the winter, and the Board initiated that review process.  There were a lot of submissions filed.  I think most of the concerns that we saw centred around communications protocols and really early warning when we see something that's coming down the pipe, so to speak, that customers should be aware of.


And, you know, if there were some lessons learned from last winter, it was definitely, we didn't do enough communicating, and we should have communicated more when we saw that happening.


So definitely the Board has taken that into account and has amended the process so that when there is a significant change expected there will be some communications upfront, but we also learned that lesson on our own, and we are planning to communicate more efficiently and effectively going forward.


From the QRAM process perspective, we certainly feel that it does provide the proper market signals.  It does help to reduce rate volatility.  And it does work.  And I think the key there is that that was not only our view, but a view of many of the other participants who made submissions.


So in summary, I think it is safe to say that from Union Gas's perspective it worked out pretty well.  We were able to manage the coldest winter on record, and customers received the gas that they needed, and the system on itself from an operational perspective worked very well.


Although there was less gas delivered to Ontario and we had the combined impact of the colder weather, Dawn storage was actually critical and was the work horse that really helped us meet the incremental winter needs.


Having the benefit of the access to the Dawn storage helped to delay that volatility til the end of January that certainly some of the other markets were seeing much earlier.


Our process of frequently monitoring and proactively purchasing I think was critical in helping us to manage the cost impact to the sales service customers.


The vast majority of Union's direct purchase customers did comply with their contractual requirements.  Our bundled direct purchase customers during the February checkpoint delivered about 5.6 PJs of incremental gas, and, you know, hats off to them.


The one thing I would say from a lessons learned perspective is, you know, customers do get their information every month, and customers could have certainly acted a little earlier than waiting until February to do that.


I think that is probably a lesson learned that the entire market will look at and probably will see going forward.  Customers will probably take, like we did, take maybe a little bit more proactive approach to balancing.


Last but not least, obviously when you have increased access to other supply basins, much like Marcellus or Utica, going forward, anytime we can have incremental supply and access to the lowest-price basin we're going to get more choice, increased supply and reliability, as well as more liquidity, which means more suppliers, more choice, and I think better pricing going forward.  And any of that new supply and infrastructure will help to dampen these kind of effects going forward.


I am going to hand it over to Kevin now.

Presentation by Mr. Petak:


MR. PETAK:  Thank you, Chris.


Good morning, or good afternoon now, everyone.  Delighted to be here to talk about a report that we have issued on behalf of Union for this event.  My name is Kevin Petak, and I direct the fundamentals -- oil and gas fundamentals shop at ICF.


I have the advantage of going last in this panel, in that I've heard the other two presentations and can provide colour commentary around the other presentations.


I also have the disadvantage, in that a lot of probably what I would say about this past winter in retrospect has already been said.


So this past winter was an extremely cold winter, and that's what by and large drove the behaviour.  The cold was very widespread, as both Jeff and Chris pointed out.


Chris's map was a really nice map that showed the polar vortex and how deep and widespread it was far down into the southern U.S.


I would say that Ontario fared pretty well compared to some other markets, and that is by and large what I am going to do in this presentation, is contrast Ontario with some of the other markets around the U.S. to show price behaviour in the different markets and talk in more detail about that price behaviour.


Ontario does have a benefit compared to some other market areas in the U.S. in particular, in that it has pretty robust gas supply capability, and that it can tap into supplies back into western Canada, it can tap into supplies along the Gulf Coast, the mid-continent U.S., and it can also reach back into the Marcellus and tap into that robustly-growing supply in the Marcellus area.


And there's a large amount of infrastructure, pipeline infrastructure, that makes it possible for Ontario to tap into those different supply sources.


So whenever I look at price behaviour in the market areas in particular, I see that the Dawn market area or the Ontario market area was generally below prices -- the prices there were generally below prices in some of the other market areas that we see here on this chart.


For instance, if I look at Ontario compared to New England, Algonquin prices, or New York prices, Tranzco Zone 6 prices, the prices are generally much lower in Dawn than they are in New York and New England.


This is also the case even though I am not showing Tranzco Zone 5 prices, which are more representative of south Atlantic market area prices, Virginia, the Carolinas.  Those prices were also fairly high and volatile, and that is because of the widespread and deep cold that was a persistent cold that went throughout the entire northeast and eastern Canada and down into even the south Atlantic states.


One chart that I am not showing here, but it is back in the appendix of our presentation, is the volatility chart.  It clearly shows that some of the price volatility is greater in some of the market areas than the supply areas, which is an excellent lead into the next chart, which shows supply area prices which are markedly lower than market area prices.


And in particular, Dominion Southpoint, which is representative of the Marcellus market area, has -- was among the lowest and most stable of the prices this past winter, and that's because the supply is robustly growing in that area.


So clearly supply area prices are less volatile.  There's generally a lot of infrastructure in the supply areas to move the gas around, and tapping into supply areas and being able to benefit from those lower prices and less volatile prices is a clear advantage if a market area has access to such a supply area.


This slide also shows AECO versus Empress prices, and this gets to a question that was raised earlier by Ian and elaborated on by Jeff and Chris, which is that if you look at Empress prices, they're a little bit higher than the AECO prices, a little bit more volatile.  That is due to some of the Nova constraints, particularly in late February, early March.


And I think the point that Mr. Sabine from the audience made earlier is that, as you move closer and closer to the Ontario market area, you see that the prices become higher as you move along the path and become more connected to the Ontario market area.


This chart elaborates on the strength of the cold weather that we had this past winter.  It clearly shows that -- and we're taking perhaps a longer view than Jeff did.  We're taking a 65-year view, and even a longer view than Chris, with 45 years.  It shows this was one of coldest winters on record in the Ontario market and the Midwest markets.


In fact, NOAA some interesting statistics from this past winter:  91 percent of the Great Lakes were actually frozen, and that's only the second time that that has occurred in the past 100 years.


So very cold weather, widespread cold again.  And what the bars on this chart show is that this winter was generally 13 to 20 percent colder than normal in the two areas, Toronto and Chicago weather station data, as shown here.  And so it was clearly one of the coldest winters on record.


And thus demand -- and Jeff made this point well -- demand tends to track with winter weather.  A large part of the gas use in the wintertime is for space heating purposes in households and commercial establishments.


So the demand was, here, compared to the prior three or four winters, was much higher.  It was certainly much higher in both the U.S. and in eastern Canada, about 13 to 15 percent higher demand levels than we had experienced over the prior three or four winters.


So essentially what we're not showing here as well is we're not showing peak day use, which -- the peak day use down in the U.S. was an astounding 120 to 130 billion cubic feet per day.


So very large demand levels that led to a lot of the price volatility throughout the market areas, and even some of the price volatility that was experienced in supply areas during the later winter months.


Now, if I look at flows on TransCanada pipeline coming into Ontario, the eastern Ontario triangle was highly utilized, particularly in the late winter.  Whenever the storage levels were much lower, the pipeline was highly relied on to deliver gas within Ontario and to move the gas around within Ontario.


The flows from the Midwest into Ontario, conversely, were actually down, particularly in the later winter months.  That is because storage levels were also depleted in the United States, in the Midwest in the United States, and thus the gas was needed in Michigan, Illinois, Indiana, those states that were also experiencing very cold weather at that same point in time.


And this -- Chris has actually talked to this chart.  Jeff showed some data on this as well.  It is a little bit of a variant, and it is showing daily storage activity, it is showing activity aggregated up for the different holders and owners, operators of storage in Ontario.


And this gets to Chris's point, in that the storage pools or withdrawals were very high, particularly in December and January.  So there were relatively early winter -- relatively speaking, some fairly significant early winter pools.  And that led to the significant depletion of the storage by the end of the winter and the relatively low levels of working gas that are seen in the chart on the right at the end of winter.


So the story line is essentially the same as both Chris and Jeff alluded to.


Then finally -- and I will wrap this up so we can move on to questions, because again, it is colour commentary around the prior two presentations -- last winter was a very cold winter.  There's only so many different ways you can say that it is cold outside.


[Laughter]


MR. PETAK:  Thus that led to relatively high demand.  Relatively constrained market area conditions, not only in eastern Canada but also the northeast U.S. and even going down into Transco Zone 5, some of the south Atlantic states.


Actually, Ontario fared pretty well throughout this environment, a little bit lower prices compared to elsewhere and a little bit less price volatility compared to some of the other market areas.


Storage was a critical component of the marketplace.  This past winter, the Dawn storage is heavily relied on.  It was a workhorse, as Chris coined the phrase, so to say.


And the availability of regional storage was, at least in part, part of the reason why prices stayed relatively in check in Ontario compared to elsewhere.


Then lastly, we do believe that pipeline access to growing supplies, the Marcellus-Utica supplies in particular, is very important going forward.  It is a juggernaut of a supply.  I have spoken at many conferences, talking about what we foresee for Marcellus and Utica production going forward.  ICF projects in the longer term -- I don't want to steal Mike Sloan's thunder tomorrow, whenever he talks about our market predictions, but we have Marcellus and Utica growing to over 30 billion cubic feet per day of production post-2025.


And putting that in perspective, the United States and Canada together consume roughly 85, 90 billion cubic feet per day.  So Marcellus and Utica would be accounting for a third, roughly a third of the consumption today in the U.S. and Canada.


So certainly tapping into that supply going forward to a robustly growing supply is very important.


Thank you.


MR. FRASER:  Thank you for those presentations.


Now the floor is open for questions.  Marika?

Q&A Session:


MS. HARE:  Yes, it is Marika Hare from the Ontario Energy Board.  I have a question for Navigant.  It is slide 19 of your presentation.


Could you please elaborate on the very last point on that slide, talking about the supply plan storage management more conservative supply plan?  Can you expand on that, please?


MR. VAN HORNE:  The parameters that the utilities would need to comply with, as far as how much they're allowed to pull down, the trajectory of that, if it was not so front-loaded perhaps, if the requirement was to maintain more storage longer.


MR. PICKERING:  So just to comment a little more on the intent of that, is that there's some ability here in Ontario and in Canada for the utilities to use some discretion in terms of how they manage storage and how they manage load over the -- we're talking about in the course of the winter.


And a discussion that's worthwhile from your question is there are things that the regulators can do to -- might have addressed a more rapid drawdown of the storage by putting limits on a monthly basis.  And that's sort of what we're talking about, so as a matter of discussion.


We also have suggested, you know, when we're talking about other factors worth talking about, are they practical or not, additional storage would have done perhaps the same thing.  If there was additional storage, they could be incented in some way, perhaps from a regulatory perspective in some way.  Maybe that would have had some positive impact.


But the point that you asked is:  Is it appropriate?


Now, what will go into that consideration, of course, is that there may be a cost to it.  So if you put triggers and limits on storage, managing how the utility -- reducing the flexibility of the utility as to how they manage the storage, it may end up with a cost at the end of the wintertime.


So there's a trade-off here in terms of regulatory policy and how much leeway you see appropriate in a storage situation for a utility to manage within.


So that's sort of what we were getting to.


MS. HARE:  Okay.  Thank you.


MR. FRASER:  Yes?


MR. QUINN:  Dwayne Quinn on behalf of FRPO and the Growers.


I want to follow up on Member Hare's question, because I want to differentiate between more storage and the amount the storage is filled.


I think, if I am reading your comments and more in your report, that what we're talking about here is the assets may be sufficient, but the amount of fill of those assets over the course of the winter is the important factor.


Am I interpreting that correctly?


MR. VAN HORNE:  I think we highlighted both aspects.  The way to get a higher initial inventory would be to have more storage, and then as the winter progresses there could be differences in how it is operated.


MR. QUINN:  Okay.  And I accept that.  I just would add that, based upon our experience from last winter, would you agree that one of the tools that could have been exercised is to keep the storage levels higher?  Because the storage contracts were already in place, that's harder to adjust midstream than to purchase more gas.


MR. PICKERING:  Yes.  I mean, I think in retrospect it is always -- and I agree.  So in retrospect, it would have worked out better.  I don't think even perhaps.  It would have worked better if there wouldn't have been an early season draw-down.  This is what our analysis seems to indicate.


So -- but it did, and, you know, yeah, I mean -- or additional storage in the first place.


So I think we have to be careful about this retroactive decision-making on the process here.  And it is more helpful to look at the pluses and the minuses of what can occur, and again, from a regulatory perspective, to manage the process, will increased management be helpful?  Will it be less costly?  Would it be able to, everything considered, have allowed for the winter that I think all of the analysis that we're seeing here had to do with the winter that is anomalous.


MR. QUINN:  Okay, thank you.


MR. SHORTS:  Dwayne, I can just add to that as well.  I mean, you know, when I look at our perspective, we go into the winter full, and our expectation is that it will be empty at the end of March.


And we started to buy gas, you know, early in December to try and, again, maintain those storage levels and looking forward, and we changed the -- from an actual to a forecasted perspective.  That was also another way to try and, again, maintain that deliverability that we would have normally expected to see in the late winter.


MR. QUINN:  Okay, thank you, Chris.


MR. FRASER:  Yes.  Peter.


MR. THOMPSON:  Just to follow up, Chris.  Peter Thompson for CME.


You have described the fact that Union adopted more frequent monitoring and proactive purchasing.  You just mentioned that strategy a moment ago, a few moments ago.


In retrospect, the prices that ratepayers were charged for Union's purchases were considerably less than the prices that customers of Enbridge were charged.


Could you just elaborate on the facts that prompted Union to adopt this more frequent monitoring and proactive purchasing strategy?


MR. SHORTS:  Peter, it is not a major change.  I mean, we always frequently monitor it.  In '11-'12 we were frequently monitoring it for the opposite reason.  I mean, we were trying to see, oh, my goodness, how are we going to get rid of all of this extra gas we're going to have?


So it is no different.  We're continuously monitoring it.  I mean, obviously when there is extremes we're frequently meeting, you know, way more often.  I mean, we usually do weekly -- trust me, during this past winter we were meeting practically every day, discussing, you know, should we buy?  How much should we buy?

And when we changed at the end of January to not just buy for what we have actually seen, but for the forecasted going-forward changes, that was one of the changes that we, you know, we just adopted for us to be able to work with this challenge of the winter.


So it wasn't anything -- I wouldn't call it a major change.  We always frequently monitor.  We always try to buy in smaller pieces.  We don't want to try and influence or impact the market too much.


We always try to stay in the forward market.  We try to stay out of the day market as much as we can.


So those kinds of processes are just part of all of our guiding principles.


MR. THOMPSON:  What was the information in this winter that you were looking at that -- was it forecast information of some sort that prompted this decision?  And if so, what were the forecasts of?


MR. SHORTS:  Well, the forecasts were basically of the temperatures and the demand impact those temperatures were having.


So when we looked at -- for example, in December, when we started to buy, we were buying strictly for -- for example, if we in early December decided we were going to buy some gas to make up for the incremental consumption we had already seen in November, we would do that.  That is normal practice for us to do.


What we were seeing was the level of the extreme.  So we were seeing much greater pulls than we had expected.  Even much greater pulls than were forecasted.


When we saw that continuously happening, and then in late January we actually saw it continuing to be forecasted, that's when we say, you know, we're not going to wait until we actually see the data in, for example, for January weather, because we know it's been cold.  We know demand is going to be up.  We felt it was better and more prudent to just go out and buy on a forward forecasted basis as well.


So we essentially had bought everything we needed, almost, other than .4 PJs, by the end of January.  We had essentially bought all the supply we felt we were going to need.


MR. FRASER:  John Wolnik is next.


MR. WOLNIK:  A couple more questions on storage, Chris, I think for you.


Looking at slide 5 of your presentation.  That is your draw-down curve of storage.  I just wanted to just sort of just talk a little bit about that.


I know you just indicated that typically Union plans to fill storage by November 1st and empty it by the end of March.  And I think, if I recall, you used storage a little differently prior to March 1st than after March.  I think prior to you used it for gas supply and deliverability reasons, and then after March, as I recall, it is kind of to look after supply needs in the event of a cold March.


So it looks like you didn't fill storage March 1st.  Was that because you drew it down sort of at the end of October?  Or are there other reasons that it didn't get filled?


MR. SHORTS:  Well, again, this is the whole -- this graph does depict the entire storage inventory.  So this would be the entire 166 PJs of the Dawn hub storage.


MR. WOLNIK:  Oh, I see.  So --


MR. SHORTS:  It is not just the storage that the utility would be managing.  In other words, I'm going to call it the 65 PJs of sales service and bundled customers.


MR. WOLNIK:  So at the end of the cycle, then, it looks like you didn't cycle about 10 percent of the storage itself?


MR. SHORTS:  We got down to about 9 percent --


MR. WOLNIK:  Nine percent?  Was that because you couldn't cycle it or there weren't the draws by those parties using storage?  Was the tire flat at that point?


MR. SHORTS:  We did also go into a little bit of integrity at the end of March.  So we keep a little bit of extra -- we keep about 6 PJs of gas in the ground for that scenario, and we did dip into that.


So I would say that it was really about people looking forward and not expecting to be able to continue to pull gas out of storage.  They really want to refill the storage capacity.


From a direct purchase customer's perspective, I think of the T-service customers --


MR. WOLNIK:  Right.


MR. SHORTS:  -- the T-service customers also -- we don't talk about them, but they brought in about 10 PJs of gas as well throughout the wintertime.


MR. WOLNIK:  So really the question was:  Could you cycle that amount of gas if you needed to?  Like, is that 9 percent still there?  Or is it sort of effectively cushion gas that can't be cycled?


MR. SHORTS:  Well, again, part of that 9 percent would have been the 6-and-a-half PJs or 6 PJs of contingency that we have, or integrity.


MR. WOLNIK:  But you could use that.  If you --


MR. SHORTS:  You could use that.  I mean, the problem with integrity space is it is really designed to be there for those unforecasted events that you can't react to.


We knew this was happening.  So we did not want to utilize that space, or that supply, I should say.


For example, if we would have had a major outage near the end of March, a vector outage and/or a TransCanada outage, that is really what you want the integrity to be there for.  You don't want it because you are just using it to supply-manage.


MR. WOLNIK:  Okay, good.  Sir, the second question is, given -- Kevin talked about the robustness of the market in southern Ontario and access to all of the different supply basins.  And I know that Union or Spectra at least has some additional plans of increasing the access to new supply basins in Utica.


Do you foresee a change in the way you use storage, given the -- given some of the surplus deliverability that exists on TransCanada, maybe Great Lakes, and some of the new deliverability that you have access to, Utica?


MR. SHORTS:  No, I don't think so, John.  I think what we would see, storage continuing to play the role it plays today.  These will just be new supply sources that we will be able to tap into.


MR. WOLNIK:  Okay, thanks.


MR. FRASER:  Julie next.


MS. GIRVAN:  I have two questions.  First is a clarification with respect to the Navigant presentation.  On slide 13, just, you talked about $5.  What is the unit?  Is that a gJ?  It was about pricing in mid-January was about $5.


MR. VAN HORNE:  I'm going to say that it is probably dollars per Mbtu.


MS. GIRVAN:  Maybe -- maybe it is not that slide.  It is maybe slide 14.  Just at the top.  You said in mid-January -- maybe it is the one before -- mid-January prices were -- maybe it is 12, sorry.  Somewhere you said it was $5 in mid-January.  I just wanted to know.


You don't have units on any of these slides.  Even down --


MR. VAN HORNE:  These are --


MS. GIRVAN:  It is a common practice in this industry to mix these things up a bit.


MR. PICKERING:  We deal with many languages in the industry.  Rather than be made fools of completely here, we will confirm that.  We think it is U.S. dollars per Mbtu.


MS. GIRVAN:  Okay.


MR. PICKERING:  The only comment I would like to make, is that what was shown here is quite a -- we're coming from a situation of global warming and the winter that was.  And we have spoken to other people that are in the business of managing gas supply that a psychology of global warming and the way that the storage shaped up going into the prior years leading into last year was -- may have been a factor on a -- we're getting into the Ouija board stuff, but on a psychological basis, so that we, industry, was set for what had been.  And circumstances that it was more of a challenge, I suggest, to sometimes get rid of, at the end of the year, storage inventory, that was a concern by some utilities, to a situation that we outlined here of a vastly different weather picture that came over the whole region and caught many people unaware.


You know, it may be more instructive to be talking about:  Is it repeatable?  Is it apt to be repeatable?  Are there things going forward that can be learned by what happened last winter?


MS. GIRVAN:  So then I had another question.  I think it was on the Navigant slides.


You talked that there's some recommendations, sort of at the end, about maybe what the utilities could have done.  And so I just wondered with both ICF and Navigant, if you've done any analysis of the sort of behaviour and the gas supply planning of both Enbridge and Union, and if you have recommendations going forward.


Because as I understand it, for example, you talk about increased storage.  So there's costs and benefits to all of that.  So maybe they would have purchased more storage or filled more storage, but maybe there would be an inclement -- if the winter wasn't as cold, there would be a cost to that.


So I just wanted to get a sense from both ICF and Navigant if you have come to any conclusions about sort of going forward that might be helpful, at least to us and to the Board.


MR. PICKERING:  I can just say from our perspective that was not part of what we looked at.  We've more put some of the questions out for this process here for the next two days.  And it isn't something that we have done a lot of work on, certainly, in this -- and there would need to be work in this context for Ontario, for Ontario storage and this marketplace.  Work done in another marketplace wouldn't work.


MS. GIRVAN:  So I think on one of your slides -- sorry, it is on the Navigant -- the one Marika referred to.


MR. PICKERING:  Which one?


MS. GIRVAN:  The slide that Ms. Hare referred to.  I think it's the end of the –- 19, sorry.


MR. PICKERING:  And the particular bullet point?


MS. GIRVAN:  Yeah.  So it is the second-to-last one I was more interested.


MR. PICKERING:  Is not clear?


MS. GIRVAN:  You've made a conclusion there, and I just wondered if you have done some analysis on that in terms of --


MR. PICKERING:  No, we haven't.


MS. GIRVAN:  All right.  What about ICF?


MR. PETAK:  We were not asked by Union for this event, to talk about that.  Of course we have done supply planning for many utilities around North America, and it largely comes down to cost-benefit analysis on choosing different supply options and looking at the cost of the supplies and the benefits.


And it is somewhat a probabilistic analysis too, in that -- you know, Chris is kind of making this point.  Whenever they're weighing what to do with storage, you have to account for both really cold winters like last winter, and really warm winters like the winter before -- or the 2011-'12, two winters before.  Thank you.


So it is very difficult planning to do and really cumbersome.  And it, again, comes down to cost-benefit and probabilities.


MR. SHORTS:  I know you didn't ask me, but I am going to chime in anyway.  I guess one of the things too is when you look at a, really, 1 in 65-, 45-year event, you know, we certainly don't think that anything needs to change, from that perspective.


We felt that, you know, the reaction that we certainly had taken was the proper one.


You know, if you're going to try and either get incremental capacity or maybe even incremental storage, those are really, long-term, quite expensive.  You're not talking about something you're going to have to commit to for a year.  You're going to make probably a 15-year or at least a long-term commitment to that.  And you really have to look at that analysis and say:  Am I willing to make that huge long-term commitment for maybe a once in a lifetime potential event?


So, you know, it is all about diversity and balance and having enough complexity in a portfolio.  So it is, again, one of the things you have to manage.


MS. GIRVAN:  Sorry, Chris, so in hindsight, from your perspective, you're saying you wouldn't really do anything differently, in hindsight?


MR. SHORTS:  Like I say, tweaking it around the edge.  What we did, we went in, I think, this winter a little bit more -- we usually go in about 70 percent of our supply into a season essentially locked up.  We went in a little bit stronger.  I think we were about 80, 81 percent this year, just because of the forecasts, at least at the time, of a colder than normal winter.


You tweak it around the edge, but I don't think there is any call for a major -- major change or major shift in the way we're doing it.  So...


MS. GIRVAN:  Okay.  Thanks.


MR. FRASER:  I think actually Shahrzad is next, and then...


MS. RAHBAR:  Shahrzad Rahbar, IGUA.  Questions for Chris.


Would you agree that your storage levels were essentially full?  The fact that storage was below seasonal -- well below the five-year average had to do with DP storage levels versus utility storage levels, would you care to comment on that?


MR. SHORTS:  Well, our storage levels certainly were drawn down as well.  No doubt about that.


MS. RAHBAR:  Going into the season?


MR. SHORTS:  Oh, going into the season?  No, going into the season we were full.  From a utility perspective, we were absolutely -- we try and get to that absolute 0.1 of being full.  We try to get exactly as full as we can.


MS. RAHBAR:  So I think Jeff's slide 7 showed that storage levels going into the previous winter were roughly half the storage levels that had been in the general average?


MR. SHORTS:  I think that if it was half, it might have been Canadian, because I think we were -- we would, again, from a Union Gas Dawn storage perspective, we were in the -- certainly over 90 percent full going into the winter, in total, as well.


MS. RAHBAR:  In total?


MR. SHORTS:  Yes, in total.  It might have been right around 90 percent, but I'm pretty sure if you took everybody's -- including the direct-purchase market, the marketer storage -- I'm pretty sure we were in that sort of 90 percent storage level.


MS. RAHBAR:  Okay.  Sorry, the question becomes Jeff's.  Help me understanding what is happening on your slide 7.


MR. VAN HORNE:  Okay.  Which number are you...


MS. RAHBAR:  At the beginning of the season, the first point you have showing the blue line, which is...


MR. VAN HORNE:  Oh.  That is at the end of last -- the first date is July...


MS. RAHBAR:  Yes?


MR. VAN HORNE:  July of 2013.


MS. RAHBAR:  July 2013 until we hit to winter, you see that storage levels are below normal.  That's what I'm asking.


What caused storage -- what caused that blue line to be below your band?


MR. VAN HORNE:  Okay.  Well, that's left over from the prior winter.  And then by the time they get up to this point here, that's where this winter is starting, where Chris is saying they're full.


MS. RAHBAR:  Well, no.  You're looking at, basically, November.  Typically storage fills up before November.


MR. MONDROW:  So you've got a range on this graph, and the range is the normal range.


And the blue line for going into this past winter was well below the normal range.  I think the question is:  Why is that?


MS. RAHBAR:  No, I'm saying:  What happened in July?  The question is:  What was different about last July versus all of the Julys before it?


MR. VAN HORNE:  We actually looked at last winter, so --


MS. RAHBAR:  Okay.


MR. PICKERING:  From a -- this is a story for Chris, but what I suggest may have happened and could have explained this in an abstract sense -- because I don't know what Union did -- is it is part of a buying strategy.


So the important point is that by the start of winter, November 1, defined as winter November 1, under contracts, that the storage is full, which it was.  That's what we're showing.


If the storage was less than full prior to the winter season, I would suggest that there was -- a possible explanation was that it made more sense to buy later in the season.


MR. MONDROW:  Chris, was that the case?


MR. SHORTS:  It is hard to see on the graph, but if you look at the way storage was, when we started last winter we were in that upper 80s to 90 percent, if memory serves me correctly.


So, again, that's just, again, the Union Dawn.  I don't have Tecumseh worked in.  They would have Tecumseh in here, so there could be some impact there, but certainly from the Dawn perspective and our Dawn storage, we were essentially in that upper -- that last 10 percent.


MR. MONDROW:  Right.  But Tecumseh's size relative to Dawn wouldn't have made the curve look like that, so there's some broader phenomenon here.


I guess while it actually didn't impact the winter, given where storage levels were in November, the question looking forward is:  What caused that, and are we likely to see that again?


That wasn't that long ago, right.  It was within the last --


MR. SHORTS:  Sorry, maybe I am missing something here, but when I look at the curve I am wondering whether the dates are not correct on the bottom.


Because at this point when I see the lines all converge -- and we're on slide 6, right?  When I see the lines all converge, I would expect that to be November 1.


MR. MONDROW:  Right.  That's right.  But the question relates to the period prior to November 1, in the summer and the fall, and this looks like it is a pretty significant divergence from normal.


Now, more recently this past summer and fall, we see the curve trending at the bottom of the normal range, even after that winter.  Maybe it is just refilling.


But understanding what happened there might well be relevant to the questions we're going to talk about in respect of changes in market dynamics and flows and how to plan for the future.


You know, maybe that is discretionary pricing.  I don't know.  But really, that is the question, what caused that.


MR. SHORTS:  It was certainly not driven definitely by the utility.  I mean, we stay on a plan and a curve, and, you know, when we come out of the winter basically as zero, we start refilling that back up, and every year you would see a very small band between where we plan to be in and where we actually end up, because we're frequently managing it.


I mean, from the perspective of all the other marketers, et cetera, there could have been -- I can't recall what could have been happening in the marketplace.


We did have a late -- if you remember the spring of '13, it was a late winter.  In other words, we didn't really have much winter until about February, and then it never wanted to quit.  I mean, it stayed cold right through to the end of -- if I recall, we were making withdrawals right into May.


MR. MONDROW:  Right.  But this starts in July.  So Peter, I know you are out of time, and we don't -- I mean, this isn't a cross-examination, obviously.  But -- as much as that is my instinct, so I am going to stop.

[Laughter]


MR. SHORTS:  It feels like it.


MR. MONDROW:  I bet it does.  You're not under oath, though.


But the -- so maybe we will come back to this.  But I guess, you know, something happened around there, and the hypothesis certainly in my mind is TransCanada got pricing discretion or discretion on interruptible services.  Did that cause people to back off filling storage?  I don't know.


And we will come back to it, perhaps, at some point over the next couple of days.  If anyone has some insights -- because the issue prospectively, it is not so much about understanding what happened a year ago, but is that likely to happen again?  Or what were the forces that caused that that we should be looking out for.  Even though, you know, you caught up by the winter, that's quite a big gap there.  So we can just, Peter, leave it at that.  I know you probably want to move on.  Thanks, guys.


MR. FRASER:  Thanks.  I think we have time for one more question.  Craig Sabine, I had you next on the list.


MR. SABINE:  Thanks, Peter.  Craig Sabine from MNP.


This is a respectful question for my former colleague and friend, Kevin Petak.


Slide 7 of your presentation.  I am struggling to grasp what is trying to be said by the second bullet and first sub-bullet about Great Lakes reversing.  It just may be me not understanding ICF dialect anymore, but could you just elaborate on that a little further, please?


MR. PETAK:  Well, okay.  So we will wait for slide 7 to come up, but, yeah, Great Lakes actually typically flows from north to south or west to east into Michigan from Emerson -- or from the border.


Now, it did reverse over this past winter, particularly during cold-weather periods, whenever the weather in the upper Midwest and in Canada was extremely cold.


And plus, with the TransCanada Pipeline disruption in late January, January 25th and into early February, that was a period of time where clearly we saw some of the pipeline dynamics change, because TransCanada wasn't moving gas to Emerson at that point in time.  As a matter of fact, TransCanada had all their lines shut down at Emerson at that point in time.


So clearly during that period of time you would see that if you had any interconnect capability you would be moving gas back some distance along Great Lakes.


So that's what we mean by reverse, which is the pipeline was not necessarily moving gas from west to east, but moving it back west during particularly the cold-weather events and during the disruption.


MR. SABINE:  So the part that says "moving gas from Dawn to the eastern Ontario triangle", that's kind of more what is concerning me.  I am not sure what that means.


MR. PETAK:  That's a little bit different.  That is looking at the TransCanada dynamics within Ontario itself and what the specific flows look like within Ontario.


So that's not necessarily referring to Great Lakes pipeline flows.


MR. SHORTS:  I will just add to that too.  And I hate to use this term, because we have used it a lot of times.  We call this around the horn.  But there were some times in which TransCanada was actually, yeah, trying to move supplies to actually serve the east around the top of the lake, so that's the terminology we have used, probably overused.


MR. SABINE:  Thanks.


MR. FRASER:  Okay.  Sorry, I am going to have to cut it off there to give us time for lunch.  It is about 12:35, and we will resume at 1:30.  Thank you.

--- Luncheon recess at 12:34 p.m.

--- On resuming at 1:29 p.m.

SESSION 2/PANEL 2:  WINTER 2013-14 NATURAL GAS PRICES


MR. FRASER:  Good afternoon, everybody.  It's 1:30, so I thought we would get started again.


As I noted before lunch, last winter was expensive for consumers and led to a significant increase in the cost of gas for those taking regulated supply using the so-called quarterly rate adjustment mechanism or QRAM.


Now, the Board has already determined the large utilities followed their approved supply plans last winter; that is not the session in this session.  But part of this review includes an examination of the underlying drivers of the QRAM, highlighting the cost and risk trade-offs of different gas supply planning parameters.  In other words, looking ahead, is there something different the utilities ought to be doing when it comes to procuring supply for the regulated customers?


For our first session after lunch we have two presentations, Jamie LeBlanc and Andrew Welburn from Enbridge Gas, and they will be followed by Dwayne Quinn representing Federation of Rental-housing Providers of Ontario, who has analyzed whether a different approach to storage management could save customers money going forward.


So with that, I will turn it over to Jamie and Andrew.


MR. LeBLANC:  Just to begin, I just introduce myself as Jamie LeBlanc, director of energy supply and policy at Enbridge Gas Distribution.


And Andrew here can introduce himself, and he is going to do the first presentation.

Presentation by Mr. Welburn:


MR. WELBURN:  Thanks, Jamie.  I am Andrew Welburn.  I'm the manager of gas supply and strategy at Enbridge, and I will be providing a presentation today that is looking a little bit on the -- more of a go-forward basis, and how we deal with lessons learned and some changes based off of what we experienced last year.


So to start, the gas supply planning principles that we use in order to establish our gas supply plan are the foundation.  And in there, we talk about reliability, flexibility, diversity and landed costs.


And all of those components are actually utilized when we're developing our gas supply plan, and I think the important thing to take from this slide is that we don't assign specific weights to any one of those particular principles.  We actually look at those on a case-by-case basis and evaluate them based on the criteria that we're looking at.


As an example of that, in our supply portfolio we have contracted for some FTSN, or short-notice firm transportation.  That type of transportation does have a cost premium to it, but it also brings some additional flexibility with nomination windows.  So there's a value in that that we assessed and felt justified including that in our portfolio.


Conversely, you can look at something like STFT, which we used to have in our portfolio, short-term firm transportation, and following the RH3-2011 decision and the pricing flexibility that was granted to TransCanada, made that service a little less economical for us to utilize.  And as a result, we've been not utilizing that service on a go-forward basis.  So even though it reduces some of the flexibility that we had, the cost didn't really justify it when we were doing that analysis.


I also included on this slide here a curve that would be, in essence, a typical heat-sensitive supply-demand curve that we would plan to.  And in here, you can see there are various elements that go into meeting the supply there.


At the bottom we have the base load supply, which would, in essence, mean that we're utilizing the particular assets there at 100 percent utilization.


That would include things like RM -- sorry, on our Alliance and our Vector and TransCanada long-haul, predominantly.


There is also the Dawn discretionary piece in there that we would utilize in the wintertime, should we need to procure some extra supply to assist with storage levels.


And then the next part there is the winter supplies, and that part is where we would utilize things like our M12 capacity that we have with Union Gas, our short-haul and our long-haul that we have with TransCanada.


And then there is the peaking, seasonal and peaking supplies up at the top, that we would use along with curtailment, and other deliveries, which would include things like the accrual in storage that we have in our franchise.


So once we take those gas supply planning principles into account, we then look at how to develop our gas supply plan.  And the whole purpose of that exercise is to ensure that we have an appropriate amount of assets in place in order to meet the demand that we determined under a presupposed level of risk.


And in order to do that, there's a number of inputs that go into the process.


So we have a budget demand that we use, that we would, in essence, develop a smooth curve like we saw in the previous slide.


From there, we would apply design criteria to the peak day.  And that design criteria is, in essence, where we do things like put in our 18 multi-peaks in there that would create the peaks and valleys along the December, January and February months.


Once that curve has been determined and we know what our peak demands are going to be, we would then look at trying to come up with an appropriate mix of transportation and storage in order to meet that demand.


Then from there, we can actually come up with the costs that are associated with that portfolio that has been developed.


Last -- I guess it was 2013, when we did our rate application, we actually made some changes to the design criteria that we apply to our peak day, and that predominantly involved increasing the heating degree-days.  As you can see on here, for the central region we increased from about 39.5 up to 41.4 heating degree-days.


And I guess the other thing I just wanted to highlight off of this slide here is that the design criteria that we're applying right now is actually being applied to the -- particularly the winter peak months and -- which are creating those peaks and valleys.


So the next slide is talking about the risks and trade-offs, and this is really the crux of the design criteria.  We never really design in order to meet 100 percent of the risk; that becomes quite uneconomical and a very challenging thing to do when you're dealing with something like weather.


And weather is the main factor in regards to determining what that demand is going to be.  There are some areas where people may use other factors such as sunlight, humidity, wind speed, things like that.  For the calculations we do, it is predominantly determined by weather.


And that is very important for us because of the fact that we've got about 1.9 -- about 1.9 million of our 2 million customers are residential, so we are very susceptible to a heat-sensitive load.


The reason that -- when we apply the design criteria, that criteria does create a large range of demand outcomes.  By that, I mean we're actually applying them to those multi-peaks and creating not just a smoothed demand that we're trying to meet, but trying to factor in some of the variability that comes with weather.


In order to do that, it becomes -- it comes down to an exercise of trying to balance off how -- what we term in here how risky or conservative you would like your design criteria to be.


So by having a more risky criteria -- and I am just referring to this table here now -- the advantage of that is that you actually end up with much lower budget costs, and then when you go into a more conservative-type design criteria your budget costs can go up significantly, depending on how much more conservative you want to be.


The other side of that, though, is you have to look at the possibility that your demand is actually going to exceed what you have budgeted for.  And if you actually have a demand that comes in right around what you budgeted, then your execution costs tend to be more on the neutral side, because you've already got the assets in place to deal with that.


But if you run into a situation similar to what we had last year, where your demand is coming in a lot higher than what you have budgeted for, then you're going to end up with a lot of high execution costs.


So it really becomes a trade-off.  And that's really part of the challenge of putting these gas supply plans together, is really the question of:  Do we want to smooth out the gas supply variances on a year-to-year basis by having a more conservative approach?  Or do you go with a more risky gas supply plan?  You will have the benefit of a lower cost throughout the years where your weather is coming in more around what you are forecasting, but in those cases where the demand is exceeded, then there is going to be a lot higher execution costs that have to be dealt with, and that is, in part, what we had saw last year.


So in talking about what happened last year, we've gone back and had a look at our gas supply plan that we have in place right now, and looking at potential ways of making changes to that that might help address the concerns that were raised in our last QRAM.


One of the things that we've analyzed is looking at applying design criteria to the annual demand and not just the peak demand.  And so this table here is summarizing some of the preliminary results we had from that, and so the first line, for example, is -- is in essence the criteria we have today, which is a one-in-two reoccurrence interval.


The reason we're saying that it is a one-in-two reoccurrence interval is because the annual demand is actually an average of the past history that we look at for weather.


So it is a simple average, and as a result you have a 50/50 chance of the demand coming in above or below that budget that you put in place.


So if you were to increase the recurrence interval -- in other words, make your design criteria a little bit more conservative to, let's say, a one-in five -- then that is in essence saying that you have a one -- you would actually exceed your budget once every five years or 20 percent chance each year.  Then you would see here at the very end of it there would be an incremental storage requirement of about 9 Bcf.  And if we were to go even more conservative, one in ten, you would be up to 14 Bcf.


One of the more interesting ones also is we had a look to say, okay, if we were to actually apply the design criteria that we have for peak day to our annual weather assumptions, then what would the impact of that be?  And we would in essence need about an extra 16 Bcf of storage in order to maintain a similar level of risk.


So just in concluding on that, what we were taking from this is right now, especially for the annual weather assumptions that we're applying into our gas supply plan, there isn't a very much -- well, there isn't a lot of design day criteria that we're applying in there.  It is a very risky profile for the annual weather assumptions that go into that.


So what we're going to be looking at on a go-forward basis is ways to try and address that, by potentially looking at more conservative design criteria, and potentially looking at ways trying to standardize how the design criteria works for us versus how other utilities such as Union Gas do that.


And by that what I mean is, there is certain assumptions that go into it.  For example, when we do the -- that analysis that I showed you on the previous table, one of the reasons -- and I probably should have mentioned this when I was on that slide -- but for the incremental storage, is rather than having the maximum storage withdrawal capability there in order to meet peak day, we were extending that right out to the end of February so that we can have maximum withdrawal capacity from our storage facilities right out to the end of February, and then -- and also incorporate into that the ability to withdraw enough storage in order to meet the March peak day on March 31.


So by having that extra-conservative approach into the design plan, it actually necessitated a requirement for a little bit of extra storage.


And that's starting to get a little bit more in line with some of the parameters that other utilities, such as Union Gas, are using.


And I guess the last point I will mention in here too is, for 2015 we've taken a similar approach to this, although we don't have the time in order to fill that storage and don't have approval to go ahead with that.  But we have actually looked at procuring additional supply in order to maintain those storage balances.


So instead of actually getting the incremental storage, we've filed to actually procure the supply necessary in order to maintain those storage levels at the level needed in order to maintain the withdrawal capability for maximum withdrawals out to the end of February and then in order to meet our March peak day on March 31.


So with that I will go and get through it quickly.


MR. LEBLANC:  So I'd just add one -- just -- really just a recap of what Andrew has said.  You know, our current plan -- you know, the first step is, from what we're trying to do in '15 is to make sure that we have deliverability later in the season.  That is going to move purchases earlier in the winter.


So our plan will incent us to move purchases earlier in the winter, but that is still buying gas in the winter, which is still riskier than in the summer, so our further step, which is sort of indicated in that table that Andrew went through, is we think that it is warranted, given how much residential and heat load that we have more storage and we fill up more storage in the summer, further protecting the ratepayers and customers from winter pricing, wherever it might land.


So I would just add that.  And I guess, then, that's it for us.


MR. FRASER:  Dwayne, over to you.


MR. QUINN:  Is there a secondary marker for the two seconds you had left over on the clock?


MR. LEBLANC:  You can have those if you'd like.


MR. QUINN:  Thank you.

Presentation by Mr. Quinn:


Good afternoon.  I'm Dwayne Quinn, and I am here representing two clients:  The Ontario Greenhouse Vegetable Growers.  I am here with Dr. Justine Taylor, who's joined me at the back of the room, and in this presentation I'm representing the Federation of Rental-housing Providers of Ontario.


First off I would like to thank the Board for the opportunity to present here and for bringing together the number of minds that we have in the room and that have contributed to this.  This is an important time for Ontario.  The North American market obviously is in flux, and we appreciate the Board's desire to hear from us and to understand how things may evolve from a regulatory perspective and what role the Board may have.  So we thank you for that.


The purpose of my presentation has very much evolved over this last week since I submitted it, and even in this last number of hours, as I have had a chance to talk to Enbridge, and have greater insight into where they're going.


So I am just going to cover off the main emphasis of our submissions, is managing to storage targets.  I am going to only touch on last winter, because I think we've learned a lot this morning, including some great submissions from Chris Shorts of Union Gas, and then talk about lessons learned going forward.


Any utility, as Enbridge has laid out and Andrew walked through, must plan for two factors, two main factors, and that is meeting its peak day, but also meeting a seasonal cycle, which in Canada means more gas consumption during the winter.


Obviously assets have to be contracted for in advance, and through the gas supply plan assets are purchased that would provide customers with reliable service throughout the winter at an economical cost.


However, any plan is going to change with reality, and the reality of last winter just gives us an indication that notwithstanding people believe in the acceleration of global warming, last winter proves that it still can vary.


So our view is that as a utility you have an opportunity to establish a plan, but the ongoing monitoring of that plan is crucial to its execution and the benefits that customers enjoy as a result of that.


In this last winter we had record cold.  It's been documented by many participants so far, and I am sure we'll continue to talk about it into tomorrow.  So I am not going to go and spend a lot of time on that, but I am going to talk about the fact that in our view we have opportunities to learn from last winter and to apply those learnings going forward.


And I am encouraged and comforted by the fact that Enbridge has talked about managing to storage targets, which was the main impetus to our submissions and our presenting today.


So I have chosen, and I won't at this time go through the spreadsheet in any level of detail, because I actually got insight from Enbridge of improvements to that, and will probably resubmit to the Board an edited version of that in terms of our final submissions.


So I want to work with Enbridge moving forward, because they are moving in the same direction that we were going to encourage the Board to consider for the utility going forward, and we want to support them in that.


Ultimately, though, the benefits are real.  And last winter those benefits -- I was going to provide a hypothetical view of what those benefits could have achieved.  Some people would say that is retrospective.  It was a hypothetical model to demonstrate the potential impacts of what could be out there.


But, in fact, I thought Union Gas very well described what a utility can do in monitoring of storage targets and the impact of drawing down on storage earlier.


In our view, beyond the storage and transportation assets that the utilities have as a lever to pull, there is also landed gas at Dawn.  We've heard a lot about Dawn as a robust market, and that market, it is evidenced in some of the slides from Navigant that the prices were relatively stable even in through January, providing opportunity to add additional gas.  And that additional gas can be a substitute for storage withdrawal.


So where I may vary from my friends at Enbridge, I'm not -- I would love to see their plan that says additional storage would benefit ratepayers, but I believe having sufficient storage and then using that storage to its full potential is a better way of doing it, and that is bringing in additional gas.


And Chris Shorts this morning talked about recognizing they have drawn down their storage at the end of November so they brought in gas in December.  They were still short at the end of December and started bringing more gas, but then they started being forward-looking in terms of what is happening in the market.


That's their experience.  The experience I have on behalf of another utility client is that we were doing a similar thing; we were bringing in additional gas throughout the winter.


However, in forward looking, while we weren't looking as closely at the weather as Union did, we also anticipated the checkpoint balancing was going to create issues for Ontario.  In fact, just before the checkpoint balancing reports came out I was talking to our gas buyers and asked:  When do those reports come out?  Because the market is going to go crazy at Dawn and we need to potentially get some more gas to get to our ideal storage target by the end of February.


Frankly, I was too late.  The reports came out.  The market went high, as was evidenced in the reports, so we took a different tack.  And this is where I differentiate between a retrospective and a prospective.


We had a plan.  We established a storage target.  We weren't going to meet that target anymore, so we could steadfastly stick to that target and buy premium gas at 25 or $30, or we can say:  What other levers do we have and when do we actually need to have the gas? 


So, in fact, we didn't get involved in the gas market in February at Dawn.  We waited to the second week of March when we got down to crucial levels, such that we really did need to have additional gas.  And purchasing at that time, we were able to get gas in the order of $8 a gJ.


This is what I would want to encourage for the utilities, and I think that Union has demonstrated that and we commended -- I've commended Union privately and publicly in terms of the way they managed last winter.


I think we all can do better, and by sharing the knowledge of what can be put in place, we're encouraged that Enbridge can, and is talking about moving forward with managing to storage targets.


So I wanted to just re-emphasize again that if you manage to storage targets, you have some additional levers like bringing in additional gas, and the opportunity is there.


The asset costs that utilities have are very much fixed costs.  The variable costs for using storage is marginal.  In fact, when you bring in gas, you actually reduce your withdrawal charge because you're bringing the gas above ground and you don't have an additional cost.


So there are great opportunities to look at the plan in process with what you know in the market at that time, and apply that understanding to the best economic path going forward, which, in our view, minimizes that risk because you're doing it with better information than when you establish a gas supply plan some six or eight months before that.


So I am just checking my notes to make sure I have covered the points, because this has evolved, as I say, recently.  I guess I will leave you with a summary.


And it is a phrase we use considerably in my dealings with my other utility client, and that mistakes are learning opportunities.  We don't use the word "mistake" when we do something.  And we have had considerable learning opportunities over the last number of years in managing the assets that that utility has.


I think last winter created a lot of learning opportunities for all of us, and it is prime time for us to be in front of the Board to talk about what happened last winter, learn from it and move forward together.


So that is the end of my submissions, Peter, and I will take any questions.  Thank you.


MR. FRASER:  Well, thank you.  So I will open the floor to questions now.  Ken?

Q&A Session:


MR. QUESNELLE:  Thanks, Peter.  Just to Mr. Quinn, I wonder if you could just expand on your last advice, Dwayne.


You're suggesting that we learn from the past, and I think that is what today is all about and this was the intent.  It always is with the market reviews.  It's a hindsight look and a little bit of crystal-balling, to just get a bearing as to where we are and where we should go.


But I am interested to know what you think we should do in a tangible way with the learnings in the context of the next plan that comes before the Board, or the next supply plans.  To the extent that we've got plans that -- and I think we're learning more about what the plans are based on, and I think that we all had a good understanding of that.


But it's the decisions that are made when the plans inevitably don't come to fruition as was intended or was, you know, forecasted.  And that -- I will put something out and ask you to comment on it.


Are you suggesting that the Board could look at additional features to a plan, which would include "what if" scenarios and run the gamut of the, you know, bands of over or under predictions and what are the agreed-to next steps in approval of a plan?  How far do you think that we could do go with that?


Or is there benefit, or what is the downside, upside of basically -- and I'll use an extreme notion just to make the point, that we have a plan that runs on an algorithm that, you know, anticipates all eventualities and then spits out a decision as to:  Okay, on this day, given this criteria, here's what you do.


Now, that's kind of almost, you know, kind of a futuristic notion, but directionally, if we were to go in that direction, do you see an upside or downside?


MR. QUINN:  There were a number of questions in there, and if I don't address all of them or miss something that's very important, please, I would like to handle it maybe in reverse order.


To your last point about creating an algorithm and generating decisions based upon that algorithm, a huge challenge, and it would not -- in my experience, I would not think that that would be helpful to the utilities, because with any plan you miss, maybe, potential anomalies that do occur.


The best example I can give of that was last year, as Enbridge put together its gas supply plan.  It had consistently used short-term firm transportation from TransCanada.


So in their plan from the spring, they would have been expecting to use short-term firm to help have the additional assets and the additional gas to get through the winter.


The National Energy Board decision came out in the spring, and by the summer we all understood that short-term firm was considerably more expensive than we would have anticipated.  And I commend Enbridge for coming to the Board and to ratepayers and saying:  You know, this is not the value it was before.  We need to alter our plan, but the downside of that is we have the anticipation of some additional EDC, which we would like protection from.


So we worked together last fall to come up with an agreement whereby Enbridge could provide -- or could acquire additional firm transportation services different from the past, and set up a deferral account to manage the cost.


What we asked in exchange was additional reporting, which was provided by Enbridge, and it has continued to evolve and probably could evolve going forward.


So to your first point, what could the Board be reviewing, would be to have a plan similar to where that spreadsheet is.  And I have to tell you, since I generated the original spreadsheet that Enbridge fills out in terms of its UDC risk, it could be improved greatly, and I would love to work with the utilities so that they have the view of what their targets are, what they plan to do going forward, but then the discretion to learn what is happening in the market in the moment, and make adjustments accordingly.


Union Gas did very similar last year by monitoring the targets and saying:  Storage is being drawn down more quickly; we need to bring in additional gas.  And additional gas is essentially a substitute for storage withdrawals.  So they accessed that gas at a marginal premium to what they had purchased previously, but as Chris Shorts -- and it is in evidence elsewhere, but they end up with a gas cost that was close to $7.


And that, to me, is what a utility should have the discretion to do, and we don't want to be having a retrospective analysis.  We want to say:  Okay, what did we learn from last winter?  How do we apply it to this winter?  And I am hearing that from our friends at Enbridge here today.


Did I answer the question sufficiently?  Or is there some question I missed? 


MR. QUESNELLE:  You did.  But in your response I don't know that we're that far apart in the suggestion I put out as to how this improves the planning.


What I am looking for is:  Do you think that there is merit in expanding on what the plan that the Board would test against, in that if we have -- you know, best predictions made are always going to be an error.  Everybody recognizes that.  But that there is -- within the plan there's additional features that would also suggest that -- not suggest, that would set up the expectation that certain reactions would occur when and if certain criteria surfaced, and then an inevitable feature of the marketplace or temperature, and weather, all those things, because it strikes me that what we do inevitably is take a look -- and we're doing it here today -- comparing, okay, which company did what in response to.


And as Chris mentioned earlier, it is not new for them to monitor things on a regular basis.  What I am asking is, do you think there is merit in taking that business approach to these things and kind of crystallizing them in the plan as a feature, as to, when X happens we intend to do Y, and actually have that as part of the plan that then would be tested against after the fact.


And open that to any of the panel members as to where you see that as a good thing in the public interest to be heading in that direction?  What is the downside of that?  Any consequences of that that you would see that should be brought to the surface?


MR. QUINN:  If I might start, Jamie, I'm just going to -- because I missed the sensitivity analysis.  That was the point you had made, and I went down my list and I had missed that.


I think a good sensitivity analysis at the outset, if it's 10 percent colder than normal, what is going to happen; 10 percent warmer, this is what we expect to do.


But at the same time, I would want to have -- and I am speaking on behalf of my clients and the ratepayer as I see it -- the utility has some discretion.  So they're intended to, let's say, bring in additional gas at Dawn.


However, they may at that time learn that they could access that gas in a better way than they thought that they could.  So they should have the freedom to adjust, and all they would need to do is document it for themselves.  And to the extent they were asked a question by the Board at a subsequent time, You said you were going to do A, you did B, and they said, Well, yes, at A this was the cost.  We did B, and this is the cost and these are the savings.

But what that does is provides a sense that, Here's the plan.  We're going to adjust, but we're going to adjust with what's known at that time and make a decision going forward.  Sorry, Jamie.


MR. LEBLANC:  Sorry, I don't know how to get to our presentation.


MR. CAIN:  I have to do that for you.


MR. LEBLANC:  Can you get to my slide 4?


So I will just speak to a few things.  First, I guess your idea of an algorithm or some sort of formula, I think that is a dangerous path to go down.  I think I heard Dwayne agree that you can't anticipate all of the outcomes out there, and that it is important for utilities to be able to exercise the judgment and knowledge that they have in managing their supply portfolio.


But you did -- I think you did key in on something -- basically -- so we talked about -- Dwayne talked about learnings, we talked about learnings.  So the key thing that we learned last winter is that our gas supply plan is risky in really cold conditions.  It works well for normal conditions, even, you know, 5, 10 percent above normal conditions.


It starts to show its cracks when you put it under the pressure of a one-in -- well, we call it a one-in -- it's been debated what -- how many years, but one-in-37 winter.  It starts to show that the plan is risky and, I would submit, riskier than other utilities' plans, including Union's.


So what we're -- what our learning was, was that our plan was risky, and then we talked about that a lot internally trying to figure out what that meant.


And what we -- we came to the conclusion that, you know what?  We need to -- Andrew talked a little bit about -- let's actually go to slide 5, sorry.  So line 1, our current situation.


So we planned to our peak day based on a, what they call a one-in-five logarithmic distribution, which implies a bunch of -- a level of risk and protects us from a certain level of risk.


But the rest of our winter, so the rest of our winter supply, is a simple average.  And if you design your storage targets based on a simple average of winter, when weather really varies significantly you don't have enough tools in your toolbox, and you end up being exposed to risk.


So what this table is really talking about is, we think -- and I think this is sort of what you were saying.  Let's apply some scenarios and decide how much risk we want to take on and ultimately compare it to cost.


So what we're showing here is, if you, instead of want a one-in-two recurrence interval, so 50 percent chance higher or 50 percent chance lower, if you want to move towards, I can cover off -- there's a 20 percent chance that it will be higher than my plan, so it is therefore covering off 80 percent of the possibilities, you have to have a bit more storage.  If you want to cover off 90 percent of the possibilities, you have to have a bit more storage again.


So what we're suggesting is -- so we do a pretty good job, although we do think our peak day is more risky than the way Union sets theirs.  It is not bad, but we think the way we set our storage targets is a little bit -- is riskier, and that's -- so what we've actually filed, I think, late last week in our evidence for 2015 -- which we think is an interim step -- is we've said:  Our supply plan assumes a certain peak day and having full deliverability at peak day and even to the end of January, and then deliverability falls off after that during the winter.


Union's plan actually plans to have full deliverability to the end of February and the ability to meet a peak March day to the end of March.


So basically, they hold deliverability in check longer into the winter in order to allow them to respond to later winter weather.


Our current plan doesn't do that, and it falls off, and that was part of what showed exposure of our plan through last winter.


The other thing that Union talked about -- and I will be on two sides of this, I guess -- is weather.  And Dwayne talked about it too.  Weather forecasts are forecasts, and long-term weather forecasts are long-term weather forecasts.  And you have to be careful not to rely on 100 percent long-term forecasts.


So for instance, last winter -- so we look at a number of forecasts.  DTN is one of them.  Last winter they were bang-on.  They forecast what happened this last winter, I think it is to the 99th percentile or something like that.


So that was fantastic for last winter, but the winter before they were off by 26 percent.  The winter before they were, like -- just a perfect forecast one year is not necessarily a perfect forecast another year.  And actually, there were just as many competing forecasts saying it was going to be a warm winter, and I -- so that was last winter.


This winter is the same thing.  So DTN right now is saying, We're going to have another cold winter starting right from now right through.  Environment -- that's not the one I wanted to talk about.  The Weather Network saying the same thing:  January, February, above-normal cold.


Environment Canada -- actually, I think it was just yesterday -- put out a forecast that said, No worries, it is going to be above normal for the rest of the winter.  Everyone relax.

So it just shows you that weather forecasts are just that.  They're weather forecasts, and you have to be careful about relying too heavily on them.


But what we have said in our '15 plan is -- so one is we would like to simulate having more storage by pushing out our deliverability later in the season, and we're going to take into account a bit more the longer-term weather, because traditionally we are -- our plan said, Look for the next seven days.  Use your budget weather there on out.

So we have sort of taken those two, what we call -- what we feel are interim steps, but all that this would really do if we were in last winter is it would have meant us buy more gas earlier in the winter, but you're still buying gas in the winter.


So what we think is a better plan is to adjust our design criteria for storage and actually buy the gas in the summer rather than the winter.  We think that is the ultimate solution.


We think our plan is a little too risky, and we think we need a bit more storage, given how peaky our supply plan.


Union has a lot of industrial load.  Gaz Métro has a lot of industrial load.  We have industrial load, but we lean much more towards the heating load.


We think over time that's been getting -- our system has been getting peakier and peakier, and I think it is time to reset to the proper level of storage for our system.


I hope that answers.


MR. QUESNELLE:  It does.


Peter, I will let you carry on for further questions.  Obviously I don't want to hog this, but just for clarity, the scenarios I was speaking of -- and I didn't, perhaps, describe them very well because they're not for sensitivity analysis to create the plan.  It would be an additional feature, which I don't think exists now, that has built into the plan scenarios that would trigger operational responses once reality is known.


So that is a different idea, I think, a different concept, so I will just let that hang out there.


MR. FRASER:  Thank you.  Other questions?   Ian?


MR. MONDROW:  Thanks, Peter.  Ian Mondrow for IGUA.  Jamie, still on the slide 5, was there analysis that we don't see reflected here that led you to land on storage as the best response option to increase reliability of your plan?  If so, can you just describe that?


MR. LEBLANC:  So different assets could have different effects.  We looked at that.  We used our -- we have a modelling system send-out that helped us to analyze it, and it picked storage.  So that's sort of how we did it.


It looks at --


MR. MONDROW:  Could I ask it a question, then?


[Laughter]

No, I'm being facetious, but what options did it look at, other than storage?


MR. LEBLANC:  Other things could be adjusted.  We don't think they're as impactful.


So Union uses -- what we understand, Union uses the coldest day on record to set their peak day and designs to that.


So they would have both storage and transportation assets set up to be able to meet that.


We could have moved our peak day higher; that is an option as well.  So ours is not designed to the coldest day in history.  It's designed to a 1-in-5 logarithmic recurrence interval.


So we think our peak day is also more risky than Union's.  So that is another option, which would drive out more transportation.  So transportation is another option versus storage.


MR. MONDROW:  Are those the only two, transportation and storage?


MR. WELBURN:  When we ran the model simulations, we didn't specify that it had to pick additional storage in order to meet that deliverability.


We simply made a restriction there, saying we wanted to maintain that deliverability target right out to the end of February, and then meet the peak for March.


What we did we, though, is we let the model decide on how best to do that.  So another option the model could have picked was actually procuring additional supply in the wintertime to maintain those storage levels, similar to what we have proposed for 2015.


So long story short, it wasn't us saying we want additional storage in there.  We let the model actually make that decision, based on the -- the suite of assets that were available to it.


MR. MONDROW:  Thanks.


MR. WELBURN:  I don't know if that helps.


MR. MONDROW:  Yes.


MR. FRASER:  Yes, Peter?


MR. THOMPSON:  Yes.  Peter Thompson for CME.


And you may have answered this already, but just for my benefit, could you clarify what it precisely was in the EGD's current gas supply plan which prevented EGD from adopting the same proactive purchasing strategy which Union adopted?


MR. LEBLANC:  So I guess maybe to do that I would go back to -- ultimately what we mentioned is what we were going to change in our 2015 plan is to take -- we've always monitored weather, but our weather has always been -- we have always relied only on the next seven days as driving our forecast for purchases.


We haven't historically relied on long-term weather forecasts.  For, I think, pretty good reason, whether long-term weather forecasts are not that reliable, and can be very -- I mean, for instance just for December of this year, we're looking at -- we have two main forecasts, Accuweather and DTN.  One says warmer weather than normal, one says colder weather than normal.  If you average the two, you would get about normal weather.


But we are going to take weather a little bit more into account.  We think there is some value to that, and particularly early in the winter.  If we see a cold forecast out there and it is early in the winter, we can afford to react a bit to that weather forecast, because if it doesn't turn out, we can use the flexibility in our plan to back off.


You have to be careful as you get later in the winter, but earlier in the winter we can -- I do not want to say gamble because it is not a gamble, but we can bet a little heavier on longer term forecasts because we have the room to sort of unwind it.


Last winter, if the forecast had have been wrong and suddenly it got warm, we would have looked like heroes.  Right?


So the problem is weather forecasts are difficult.  You can't rely on them as much as maybe it seems like people want us to.


But we do think that it is worth spending -- taking a little bit more of that into account, particularly earlier in the winter, because earlier in the winter we have the flexibility in our plan to back away from it.  If we ended up buying too much in December and then January through the end of the winter turns out really warm, we have more room to back off.


But ultimately it could mean that we end up at the end of the winter with more in storage if we do that.  And we're sort of recognizing that risk in our plan, that we could end up with more in storage than our plan says because weather doesn't turn out the way the forecast says.


MR. THOMPSON:  Okay.


MR. FRASER:  Thank you.  I just wanted to check on the phones to see if there were any questions.


THE OPERATOR:  Once again, please press star-1 at this time if you have a question.


MR. FRASER:  Okay.  Meantime, Marion?


MS. FRASER:  Thank you, Peter.  Marion Fraser representing the Building Owners and Managers Association.


Jamie, I wonder if you could reiterate the reasons why your system is getting peakier.  You contrasted your system to Union's, but what is happening specifically in your --


MR. LEBLANC:  It's simply the nature of our customer base.  So we have a much larger, what we call, heating load, residential-type heating load, and less industrial, versus Union that has much more industrial load.  And they have residential, but to a lesser extent, so the balance --


MS. FRASER:  But that has always been the case?


MR. LEBLANC:  Yeah, but ours has -- you're right, but it's getting -- we think ours is getting peakier all the time, because the industrial load has fallen off, you know, is in a little bit of a decline, and residential has been growing as we have been adding customers.  So it is getting peakier over time.


MS. FASER:  Have you looked at any options on the demand side to mitigate, either in short term or long term, to reduce the peakiness of your system?


MR. LEBLANC:  I am not an expert on demand-side management, unfortunately.  With having two panel members, we don't really have someone that probably can speak to demand-side management issues, unfortunately.


MS. FRASER:  Okay.  Thanks.


MR. FRASER:  John Wolnik?


MR. WOLNIK:  Just picking up on Ian's point in terms of sort of some of the assets, and in terms of your -- I guess the peakiness of Enbridge's load here, I know that, you know, these are relatively rare occurrences, these really cold periods.  And you can either serve them through storage deliverability, which in itself requires a lot of assets in terms of gas in storage that may or may not be used for those few peak days, or pipeline deliverability that also tends to be that capacity is available for the 365 days a year.


As I recall or remember looking at load duration curves, these peaks occur relatively for short durations within the year.  So one of the other potential assets that are out there is LNG.  And I know that Union has LNG, GMI has LNG, and Fortis and BC.


Has Enbridge looked at LNG as a potential option here to look in managing  this, sort of the short-term, low-frequency risk?


MR. LEBLANC:  Yes.  Certainly Enbridge has looked at LNG.  Unfortunately, I am not one of the people that has looked at it, so I can't speak too much to it.


But the problem with that, it will hit our peaks, but it wouldn't have helped us last year, where -- the problem with last year is it was -- winter was so long, so cold, and just continued and continued and continued.


So it didn't give -- there was no rest.  So, you know, peaking would only go so far there.


So do I think that might be an option to help manage peaks?  Absolutely.  Do I think it necessarily would have saved us last winter?  I don't think it would have been as effective as having daily deliverability of storage on a more long-term basis.


MR. WOLNIK:  Okay, thanks.


MR. WELBURN:  I think the other important thing to note too is that we do have design criteria in place in order to address the peak days, and the peak day last year wasn't an issue.  We were able to manage that with the assets that we had in place.


The challenge is, when you look at the design criteria that is applied to our annual load, it is right now -- it's a one-in-two.  It is very risky.  Customers benefit from that year over year when we have the warmer winters, but when you do have these colder swings come in, then there are significant incremental costs which resulted in a significant adjustment to the QRAM, which is what happened last year.


So I think what we're trying to do right now is to say that we have a fairly good set of design criteria for a peak day, but we're looking at, what can we do in order to ensure that we have a similar set of design criteria in place for the annual loads.


MR. WOLNIK:  So what I hear you saying is more aggregate gas through the wintertime, as opposed to the gas during the peak periods or the coldest days of the year.


MR. LEBLANC:  Right.  We should plan to -- you know, instead of planning to meet the average overall winter demand, we should plan to be equipped to meet more than the average winter.  That's sort of the point of what we're getting at, is if for peak day we don't plan for the "average" of the last -- you know, we don't take -- what were the coldest days for the last 30 years, and whatever the average is, that is what we will design to.  We design to a much higher level on the peak day.


We're saying you should do the same thing when designing your assets to meet the whole winter.  Otherwise what our plan says is, if demand comes in higher than budget, you have to go out and buy, and that's what we did, because that's what our plan -- how our plan was designed.


But if we had have had a plan that had more storage, we were set up to meet a higher level of -- higher than average winter, we could have relied more on storage before we had to take that step and step out and start buying gas.  So we would have bought less gas in the market.  We would have had it in storage already.  So that's what --


MR. WOLNIK:  I mean, I agree, if it's prolonged cold you need physical gas to do that.  But I would have thought for peak day, I mean, if you're really designing for peak day and using storage inventory as one of the tools to do that, I think your average deliverability from storage is something like 1.2 percent, which I think requires a fairly high degree of inventory in order to allow you to meet that.


So I just thought LNG may be another option potential.  I don't know if it is lower cost, but another option to consider.


MR. LEBLANC:  If I was going to use LNG, so we current -- one of the riskier and more expensive items in our supply plan today is peaking supply.  So if I was -- if I was going to put an LNG plant in our franchise, I would use it to replace peaking supply rather than storage.


I think it is a better match of what it does versus what peaking does for our plan.


So we buy tranches of gas to deliver it into our franchise on the coldest days.  We call these people up and say, We need your gas today, and they deliver it.  That is sort of what a peaking unit would do.


I agree that that could be a replacement for some of that -- what we consider are sort of our most risky and more expensive parts of our portfolio.


So, yes, I agree there.


MR. WOLNIK:  Okay, thanks.


MR. FRASER:  Dwayne, you had a comment?


MR. QUINN:  Just had an additional comment, because I digest your question, Vice-Chair Quesnelle, and I missed a nuance that I think clarified at the end.  I think you were asking, could there be tolerances set up whereby the utility goes into the season with a plan, but if a tolerance is breached, what response or range of responses would the utility then take?


In that type of forward-looking plan, I think that that is wise, because out of some sensitivity analysis you can generate, what is a reasonable range of colder than normal or warmer than normal, and with those types of effects, what would the utility anticipate to do when they're triggered by, in my view, their storage reaching a certain level at a certain date?


And it doesn't necessarily have to be month-end.  It could be middle of January, middle of February.  But it is ongoing monitoring, and then a resulting response or range of responses that are most economically effective to ensure the -- to basically buy insurance for the customers.  Then that could be further exposed to higher costs.


MR. QUESNELLE:  Thank you.


MR. LEBLANC:  Can I just speak -- I just wanted to speak to, you know, I think fundamentally what Dwayne is saying is -- and this letter says we should have bought more gas in December.  And what I would say to you is our gas supply plan is designed to meet load, and one of the new things in our gas supply plan last year was actually the settlement agreement, which I agree with Dwayne was a good thing for everybody to use long-haul instead of STFT.


What that created was a UDC and an expectation that was specific in the settlement agreement to do our best to mitigate that UDC.


So going into specifically just to pick a point in time and to give you a sense, because I think in our evidence we walked through, for those of you who have seen it, March, and how we made decisions, so I want to give you a sense of the decision made, I guess, more proximate to some of Dwayne's point, I think.


So going into -- facing January and in the middle of December and looking at forecasts and looking at what we had for tools to meet January's demand, our forecast said:  January -- we always used January budgeted weather.  If we used budgeted weather and we looked at the assets we had, we had everything we needed to bring our storage targets back in line, which is sort of what Dwayne is suggesting, is that we should have managed to specific storage targets, because we had -- our forecast said:  Your assets for January will cover everything you need in January, plus you've got ten Bcf of UDC at your disposal if you need it.


So the decision that got made in December was, we could double -- so we're already buying 450,000 a day, which is a big number at Dawn.


We could have doubled or actually more than doubled what we were purchasing at Dawn, which we're big enough that I don't know what that would have -- impact would have had on the market.  We're not generally comfortable buying more than 600- to 800,000 a day, and that's really pushing it, and that was at the end of the winter, when we had to.


But to go and try and buy a Bcf or 1.1 Bcf or something to try to meet a storage target when you had UDC in January that your forecast said was going to be unutilized based on weather would have meant, if normal weather, budgeted weather, had have occurred, we would have been -- we would have bought a whole bunch of gas in December, had whatever impact, and then in January we would have been left sitting on 10 Bcf of UDC that people would have said, Well, why did you leave that empty and buy a bunch of gas?

So, I mean, you have to -- I guess ultimately what I'm saying is we can only make decisions with the information we have in front of us, and you have to -- and it is really hard.  We do it ourselves.  You have to be careful not to look backwards, not to look back retroactively and not, you know, sort of imply what should have been done.


With the information we had at the time we think we made -- we used our judgment.  We think we made the best decision.  What we found out is that our plan ultimately is risky in a really, really cold winter, and so that is what we've -- why we've put in these new things in our supply plan for '16, which we think those steps for '15 will be good, and we think ultimately what we're saying, planning to meet more than -- but our average winter weather would be good improvements on our plan, would set us up better to meet a really unusual and cold winter.


MR. FRASER:  Thank you.


We're right on schedule right now, so we will take a 15-minute break and resume at 2:45.  Thank you.

--- Recess taken at 2:30 p.m.

--- On resuming at 2:44 p.m.


MR. FRASER:  Okay.  It is 2:45 so we're going to resume.

SESSION 3: NATURAL GAS/ELECTRICITY MARKET INTERFACE


This session concerns the interface between the natural gas and electricity markets, so obviously a very important part of what happened last winter.  And going forward, of course, it is very important in terms of our gas supply and flexibility -- gas needs and our flexibility in gas needs.


In fact, when I was -- concerning last winter, when you look at south of the border, what the Federal Energy Regulatory Commission, when they looked at last winter, the issue that seemed to dominate their discussions was really the impact of the high natural gas prices on the electricity markets.


And in particular, there were a number of concerns identified, and there have been some follow-up measures, particularly in New England, on operational coordination between the operators of gas pipelines and of electricity system operators.  And the debate down south of the border as to whether further measures are needed is something we will hear about in this session.


Fortunately, Ontario was in a relatively good position in this regard, thanks to some work that we did back in the mid-2000s through the process known as the Natural Gas Electricity Interface Review, which led both to new rates for the gas generators and also better operational coordination between the IESO and operators of the gas pipelines.


But that did demonstrate the very different ways in which gas and electricity markets operate, and also in their degree of transparency.


So how well did all those changes work last winter, and what are potential implications going forward?


So to that end we have three presentations.  We will begin with Steve Dorey, who is a member of the Ontario Energy Board's Market Surveillance Panel.  And then we have, from APPrO, Dave Butters, who is president of APPrO, who will be presenting with John Wolnik of Elenchus, and finally we will have Len Johnson from the IESO.


So I will turn it over to Steve.


MR. DOREY:  Thanks, Peter.
Presentation by Mr. Dorey:


Great.  What I am going to present -- what I am going to present is excerpts from our semi-annual report, which will be released in January or February, and that covers the period -- covers last winter, essentially.


The MSP looks at the electricity market and doesn't look much beyond the electricity market, so I will have relatively little to say about gas issues.


I should note I have with me Tim Carey from the market assessment unit of the IESO.  And Tim is somewhere -- oh, toward the back.


So if our report comes out and says something slightly different than I say today, don't sue us.


[Laughter]


MR. DOREY:  We are going to touch on factors impacting on power prices, a little bit on weather-related reliability issues in the sector, and lessons learned last winter.


To remove all of the suspense, as you probably know, there are high wholesale prices last winter and the high cost of natural gas had a significant impact on electricity prices, on wholesale electricity prices in Ontario.  But by and large, the gas-fired generators performed within historical norms.  There wasn't a lot of instances of weather-related, unusual activity.  Dave might be able to speak a little better to that, but in any event...


What the panel does is look at anomalous events, and we define anomalous events just by looking at the data.  So if power prices are in excess of $200 a megawatt-hour, that would be treated by us as an anomalous event.


Congestion management settlement credits, more than a million dollar a day, and so on.


As you can see from this table, last year we had 133 hours where the price for power was in excess of $200.  The previous year we had five, the year before that, three, the year before that, one.


So this was clearly outside the norm.


Interesting to note, we also had more -- during the six-month period we also had more negative prices, but that is another issue for another day.


[Laughter]


MR. DOREY:  In terms of the weather, you're all well aware that the blue line here represents last year, the black line the year before.  Right through the winter, it was colder in terms of heating days than the five-year period, which is the gray, the five-year period previously, and the year before.


What this chart shows is peak daily hourly demand over the course of this six-month period from November to April, and what it shows essentially is, as you would expect, lots of days where the peak was well without the band of the previous five years.


The average hourly energy price in Ontario was $48.78 last year, which is almost exactly twice what it was the previous six month -- the previous winter.


The highest price was $964 on February 27th.  And I will talk a little more about events around that day, but that was a reasonably high peak.  Again, 133 hours with prices over $200.


For a variety of reasons, gas is setting the price in the Ontario market for about half the time, but most of the peak periods.  And with the removal of coal from the supply mix, that obviously becomes more common.


So gas matters.


Dispatchable hydro also offers peaking capacity, but it tends to be based on opportunity cost, which means gas cost, essentially.


This chart shows the hourly price and the hourly demand.  One of the things that is interesting here is that in November and December of last year, despite the fact that it was cold, there was only one hour where the price was in excess of $200, and 132 hours in January, February and March.


So it came on later in the year, and that corresponds, in large measure, to the trend in gas prices.


What we've done in this particular slide is show the relationship between hourly power prices in Ontario and a representative gas-fired generation plant.  And I think what it shows is there's a –- it tracks pretty closely.  The peaks are certainly -- the peak in gas prices certainly match the peaks in electricity prices.


Import transactions are also important.  Last winter, because this was a widespread cold spell, we had episodes where imports of gas into Ontario were constrained off, and that had an impact on our market.


Particularly, in this particular case, the spike there is the Belle River plant in Michigan, which was not available, and so MISO imposed restrictions on imports into Ontario.


As you probably know, Ontario has been a net power exporter for the past several years.  That wasn't the case last February.  I apologize, the months didn't appear on this slide, but that is essentially February, where -- which is circled, where we were in fact a net importer, despite the fact that some imports from some States were constrained off, significant imports from neighbouring provinces and states.  And that helped meet the need.


In terms of reliability, the gas-fired generators, with one or two exceptions, actually performed pretty close to historical norms.  There weren't a lot of forced outages beyond what one would normally expect.  And I think that is probably a little surprising, but it worked very well on the whole.


There is, you can see, one period there.  Again, that's around the end of February, early March, and that was a confluence of -- a confluence of events that came together.  It was the restrictions on imports from Michigan.  It was extremely high gas prices.  It was a situation where one or two of the gas-fired generation plants had weather-related issues, so that was really the only major period where there were above-normal outages in the gas-fired generation business.


It is really not the topic of today's, but there were also significant outages above-normal for nuclear plants, in terms of issues around water intakes freezing, and there was a period where wind -- wind farms also saw some forced outages because of icing blades and so on.


In terms of the price that consumers actually see, we have a system, as you know, we have a regulated price plan, which is intended to moderate price volatility for mass-market consumers.  And believe it or not, it actually did that.


So there was much less -- because other than the gas-fired generation, the other prices are largely fixed, and we have essentially a blended price system.


So that through the RPP, mass-market consumers, while they still paid more than class A, mostly industrial consumers, that gap narrowed dramatically, and in fact there was a period, a short period, where, in fact, the global adjustment was negative.


So by way of conclusion, the forced outages at gas-fired plants were within historical norms.  Not exceptional.


High demand was associated with higher prices, but that wasn't the only factor.  Gas prices, inter-tie prices, import curtailment, all played a part in producing the prices we saw in Ontario.


And the decline in the global adjustment paid by mass-market consumers essentially cushioned the impact on those consumers.


MR. FRASER:  Thanks, I will turn it over to Dave now.

Presentation by Mr. Butters:


MR. BUTTERS:  Thanks, Peter, and thank you to the Board for doing this.


I'm sorry I wasn't here this morning.  Just to show you that gas and electricity are actually not coordinated, not well-coordinated, there was actually a stakeholder advisory committee meeting with the IESO this morning, so I had to be there.


And I understand from the conversation, conversation with John and others, that at least one of the issues that I was going to raise is not an issue, at least according to Chris Shorts from Union, so thank you for that.


It is sobering to -- always sobering to be sitting beside the Market Surveillance Panel if you're a generator, so -- but I -- it's a good thing, and to be in between the two, between the MSP and the IESO.


I just wanted to say before I got into my slides -- and I'm going to kind of rush through my slides a little bit and maybe change some of the stuff that we put in there, because this is a little bit old now, and based on some more information we can perhaps get into some other interesting points.


But Peter, you raised the NGEIR issue, and that was a very good piece of work by the Board and by all of the stakeholders.  Our business partners at Union and Enbridge and TransCanada were all involved in this, and I think we have arrived at a place in Ontario where we do have a robust electricity -- a robust gas system working with a robust gas-fired generation fleet, and I think that proved out over the course of the winter.


So NGEIR was a really good process, and the Board deserves a lot of credit for undertaking that and doing it, because I don't think we would have been able to weather, if I can use that word, the storm quite as well had we not thought about that in the early days.


Now, how do I move this forward here?  Okay, there we go.


I'm going to skip the introduction to APPrO.  APPrO is the Generation Trade Association.  Talk a little bit about an overview of the gas-fired power generation market and some issues that APPrO is thinking about.  And they're listed here.  Utility services -- while NGEIR was great, there is some things we can do better, we can improve upon.  Obviously the issue around upstream and downstream infrastructure is critical, and then I'm going to talk just a little bit about Energy East, because it is out there.  It is a big issue, and it has been topical.


And the only thing I wanted to say on this slide here, the introduction to APPrO, is that really, you know, one of our focuses, because for the natural gas fleet gas is such a huge input cost, it gets our attention very significantly, and so we're very focused on trying to manage the downside risks to our members who have to move this gas along and pay for the transportation and distribution costs, make sure that we've got the best all-in landed price of gas at the burner tip.  That is a huge focus, and it has a huge impact on the business success of those companies.


Now, the numbers are pretty significant.  We've gone a long way in Ontario since NGEIR in replacing -- swapping out our coal, in large part for nuclear, but also significant amount of gas-fired generation to provide the flexibility that coal used to provide and to back-stop our renewables.


So I think that is a significant achievement, and we still have some more to go.  We've still got the Napanee project in eastern Ontario and the St. Clair Township.  So there is an additional 1,200 megawatts yet to come.


And then we're probably going to see more smaller distributed generation, combined heat and power.  Those are still government-directed policy initiatives, and so those will have an impact as well too.


This is -- this graph is, I think it's kind of glaringly obvious, I would say.  All the gas plants are all pretty much located where you would expect them to be, very close to the major Union, Enbridge, and TransCanada distribution pipes or transportation lines.


You can see that they're spread along there pretty well throughout Ontario.  Some of these are NUGs from the early days, the non-utility generators.  Others are new CES-type contracts.  But that's where they are.


Let me just -- before I go any further here, I just wanted to talk a little bit about the winter past.  This is not in my slides.  But as Steve said, you know, the gas fleet did perform well.  As far as I'm aware, no gas-fired generator in Ontario ever had problems sourcing gas or getting gas.  And I don't believe there are any interruptions in gas supply or delivery, so that is good news.


Interestingly, the increase in energy demand during the period was met about a third by wind generation and two-thirds by increased imports, mostly from Quebec, with no significant increase in gas-fired generation.


So kind of an interesting experience.  There were times when the gas really didn't run simply because the economics were not there.  And I don't know, I haven't got all the details, but I understand that per their CES contract some money would have gone back to the OPA, so there was a -- that probably is a good thing.


I guess that is probably really all I wanted to say there.


In the Long-Term Energy Plan, of course, you know, gas still plays an important role and will continue to play an important role going forward.  As we move into nuclear refurbishment, as we continue along with regional planning, local distribution, combined heat and power, all these kinds of things, I think we're going to see more gas, better use of the gas-fired generation fleet, to provide the kind of flexibility the IESO needs and wants.


The things that we're thinking about, keeping our eye on -- is the evolving infrastructure scene.  Other issues which are external, and I don't think are being addressed here, but we should think about them, and that is the impact of greenhouse gas policies both in the U.S. and in Canada, as between Ontario and Quebec and the federal government.  We have a lot of players.  How do those impact the way in which the fleet operates, the kind of costs, or not, as the case may be.


We still have -- we're still working through the recontracting of the non-utility generators.  I think you could say that that is going along okay, perhaps not quite as well as or as quickly as we would want it to.


One thing to keep in mind here is that these are essentially capacity contracts.  And if, as the IESO says it is doing, we're going to move forward into capacity auctions as well as contracts, it is always important to remember, I think, that capacity contracts do commoditize capacity, and they don't really provide any incentive to invest in flexibility.  And if you're looking at flexibility, this is an important point to keep in mind.  So just keep that out there.  It is not that we shouldn't do it, but we should be making sure that we don't repeat some of the mistakes that our colleagues in the U.S. have gone through.


I think we have talked a lot about this and I don't think I really need to go through it.  We have talked about the growing role of gas -- sorry, the growing role of natural gas.  You can see in this slide here how that is increasing and becoming increasingly important.


So in summary, at least on that side of the ledger, demand for gas, for natural gas for the power fleet will continue.  New plants, higher capacity factors, I think we will see higher capacity factors during nuclear refurbishment.  Capacity auctions, as I mentioned, we're not sure how that will play together with gas.


And the bottom line there is, as you see here, we're saying that existing utility services don't fully meet the needs of generators.  So let me just go through this quickly.  This is a busy slide.


Basically, what it says is that we should see gas generators moving to unobligated DCQs, instead of the obligated.  And I will move on to the last point here on page 14.


We're actually in the process of working with Union Gas on this right now.  Union has a stakeholder initiative.  I think we have seen good progress here.  I think we will -- hopefully we can get to a place where we can see that take place.


But we do work closely with the utilities to make sure that we've got the right services.


If there are any really detailed questions, ask my wingman John Wolnik.  John knows all about this.  Don't ask me.


[Laughter]


Union North services is another one, but here again, we are working in a discussion with Union and we'll see how that plays out.  But I think we can arrive at a reasonable solution on this one as well too.  And again, John is certainly more expert on this than I am.


This is the one that I probably should take out, I understand.  We had raised this as a potential issue, the changes in the gas nomination, FERC and NAESB.  Union assure us that they can work around that, work through it.  So if that is the case, then we're happy to take their word for it.


We want to make sure always that we have sufficient upstream infrastructure to bring gas into Ontario and to minimize price volatility, because the more robust the infrastructure, the less opportunity, the less chance there is for constraints and better pricing and less price volatility.


The same thing with downstream infrastructure.  Again, we're not going to go into all of the details here, but perhaps we can address some of this in questions.


Energy East is a hot topic.  Even today, the Premier has, I guess, met with Premier Prentice and having some further discussions about it.  It is a big project.


There is -- there are differences of opinion as between TransCanada and the market area shippers.


This is a big project and it will have impacts in Ontario, so I think it is -- I think what we're really saying here is we don't have a position on it, and the application has only been filed with the National Energy Board, and still the board has to certify that it is a complete application.


We want to be clear that we do understand what the impacts of flows -- as this changing gas world emerges, what the flows sort of into, onto and through the TransCanada system look like and how that impacts Ontario.


And that will be -- I think that will be, obviously, a very -- there will be a lot of robust discussion about that over the coming months.  So that is another one that we're keeping our eye on very closely.


I think that really is it for me.  I would just say in conclusion we are seeing, as everybody knows, we're seeing a lot of change.  That evolution brings winners and losers and costs and benefits.


Power generators are kind of stuck in the middle, where we are absorbing a lot of the costs and not being able to pass those costs on, as they probably should flow, all of them, into the electricity system.  They don't always.


So to some extent we're subsidizing these changes.  But I think the other important lesson is, in this evolving world, that we keep an eye on what the issues are, learn from them, and continue to be as flexible as we can on a go-forward basis.


I will also add that flexibility is a nice continuing to have, but it can also be costly.  Flexibility can be good for customers and can be good for suppliers, but as I say, flexibility is a valuable product and it has a price.  And so there is always a trade-off between flexibility and certainty, but I guess that is the Board's job to adjudicate that, and not mine.


That is really all I have to say.  And thank you very much.  I look forward to questions. 


MR. FRASER:  Well, thank you, Dave.


Now, I will turn it over to Len Johnson from the IESO.

Presentation by Mr. Johnson:


MR. JOHNSON:  Good afternoon.  My name is Len Johnson.  I'm the manager of market forecasts and integration at the IESO.  I'm here with my colleague Dave Barrett from regulatory affairs.  My group looks after the short-term planning at the IESO from tomorrow to about 34 days out.


I'm going to talk a little bit about gas-electric coordination.


So in Ontario's energy capacity, right now we're a little over 33,000 megawatts of installed capacity.


This pie chart illustrates the different fuel sources that are available to Ontario.  Each fuel source plays a unique role in filling our electricity demand.


Nuclear, as you probably already know, fills a base load generation, as well as some of the hydroelectric does.  That means that they have to run around the clock most of the time.


Wind and solar, which is increasing penetration in Ontario's grid, they are fuel takers, so whenever the fuel is available -- the sun shines or the wind blows -- they produce.


Natural gas is a very important fuel source in Ontario because the natural gas fleet fills in the blanks from the base load generation to the peaks, as I will illustrate in some upcoming slides.


So this is kind of a typical summer day in Ontario.  It is not too hot.  Our demand is just over 20,000.  You can see from the slide our nuclear fleet is flat out at this day, like they normally are.  The wind and solar, there's no solar shown on this, because it was very small at that time.  It is only coming into a larger amount right now.


But you can see the hydroelectric helps to fill in as the demands rises, but the main fuel source that is following the load in Ontario is gas generation now, and that's taken over from coal.  It used to be coal that filled this role in Ontario, and now it is natural gas.


The other big advantage that gas generation has in Ontario is its ramping capability.


So this is a simulated day.  It was, I think, around 2016 or 2017 that the people that originally built this slide were simulating.


The dark line on the top simulates a typical demand -- it's a warmer or a higher day for demand, just over 22,000.  So right now our winter peak, I think, was around 23,000.  So it is a pretty high-demand day in Ontario.  The green line is wind and the red line is solar.


So of course this day is simulated to show a bad day, to just illustrate where the gas plants really help in Ontario.


So even though the wind is ramping up as the load is coming up in Ontario, what that does is that stops some gas plants from coming online, because they're simply not needed.  We have enough generation with the wind.


But a lot of these gas plants have very long lead times for them to get on, so sometimes it is not advantageous if they're not on by noon or shortly after noon.


The solar's the same every day.  When the sun shines, the solar comes up.  But on this day, the solar drops out just when the load in Ontario is ramping up.


So the dotted blue line on there is simulating the increased ramping requirements in Ontario if you took away the variable generators.


And this is where the gas plants are a terrific asset to Ontario.  They're usually high-ramping, quick availability for loading once they're online, and it is an important asset in Ontario to successfully integrate all of this variable generation.


So in summary, up to this point in time we've really had a good relationship with the pipelines from the IESO point of view.  We have operated successfully together for decades.


Things have changed quite a bit recently, though.  Now the gas fleet is much bigger than it ever was in the past.  This growing interdependency has created more frequent reliability challenges, particularly in the States.  Not so much in Ontario.


Often, these things turn up during extreme cold weather.  If there's outages on the power system or there is gas supply disruptions, taken to the extreme they can cause blackouts.  We don't experience it in Ontario, but they did -- if you think back into west Texas, they had blackouts because of gas supply issues.


It just goes to show the importance of a good gas-electric coordination.


I am just going to talk a bit about some of the initiatives that are going on around us and at the IESO itself.


So there's two initiatives in the States, the FERC order 787 and the scheduling coordination one, which I will briefly touch on, and the IESO gas-electric review. 

So FERC order 787 was issued in November of 2013.  What it did is it authorized pipelines and IESOs in the United States to voluntarily share non-public information to promote reliable service and to promote operational planning.


What this has led to in the States is that there's several places in the States that share their gas generator schedules with the pipelines and storage providers, and some pipelines in the States share maintenance and outage plans with their IESO.


In Ontario, we do do a bit of the last bullet.  We do do some sharing of maintenance and outage plans with the gas pipelines.  But we do not do bullet number 2 presently.


So I guess I will briefly touch on this.  These are the changes that are proposed by NAESB.  From the IESO's point of view, they don't affect us except for, that if they are successful in getting the changes, FERC is going to ask the IESOs in the States, and we will look at it as well to change their day-ahead commitment process, so in Ontario we do do some large generator commitment day ahead, where we tell them that we need them the next day and they're going to come on.


What that will change in Ontario is that we'll have to do that earlier, and that will allow the gas generators to go and meet the timely nomination window should the NAESB adopt those new times.


The IESO initiated their own gas-electric coordination review in 2014, largely as a result of last winter and the FERC polar-vortex report that came out.


Our review consisted of interviewing gas generators and pipelines, reviewing our own rules and manuals, reviewing other information from what other IESOs had done in the gas-electric coordination, and reviewing a lot of public information that is out there on this subject.


The recommendations from our review were to review others' reporting requirements with gas generators, review how gas generators should offer due to equipment startup limitations, create a new signal for generators without offers in our real-time market, and to enhance communication protocols between gas generators, gas pipelines, the storage providers, and the IESO.


So we did a few actions out of that.  We had a webinar with gas generators on October 15th, where we reviewed the things on the bullets that are stated there.  We are in the process of creating a new signal for gas generators without offers in the real-time market.  We expect that to come into place by December 15th, I believe.


The main reason we're here is to just talk about enhancing communications.  So we have had a great relationship with the pipelines in the past.  Based on the earlier slides and the importance of gas generation in Ontario, we would like to move ahead with enhancing our communications.


So there's an opportunity for enhanced gas-electric coordination, as evidenced in the States, with the different options that the IESOs have done down there.


In Ontario, though, gas pipelines and gas storage providers are not bound by the IESO market rules to share this information.


What we would like to do in our own market rules is to authorize that the IESO can share that information with pipelines, and of course we would include provisions to ensure confidentiality, but we're also requesting that the OEB review if there's any regulatory instruments that may prevent gas pipelines and gas storage providers from sharing this information with the IESO for the express purposes of promoting reliability and operational planning.


That is all I have.
Q&A Session:


MR. FRASER:  Thank you, Len.


I would actually like to start the questioning here just by throwing a bit of a scenario at the panel, and anybody who feels they can respond to it.


Last winter we got through, and if I understand what happened not just in Ontario but throughout the -- in the U.S. as well, gas got -- it got cold, gas got expensive, and the power sector, wherever you could substitute out, you did.  Inside Ontario, OPG was burning oil at Lennox, and that was kind of it for Ontario.  But outside Ontario -- we saw it in New England, for example, and other areas.  And of course, one thing they leaned on more heavily was coal.


Now, fast-forward a couple of years, and given the new EPA regulations, a lot of coal is expected to leave the U.S. system.  That suggests that another cold winter comes along, the demand for gas from power generation is going to go up quite a bit.


How does that affect everything?  How are we going to -- how does that affect gas supply at Dawn?  Is there something we need to be doing about that?  Because it seems to be quite a significant question.


Any comment from any of the panel?


MR. BUTTERS:  Maybe I will start.  I think it comes down to, at least from a gas-fired generator's perspective, what, you know, what is the relationship between the hourly energy price, the market clearing price, and gas prices, and whether you can -- whether you can get gas at a sufficient price for you to be able to offer in and run.


And the other part of it is this -- is this chain of firm contracts, storage and the like, that allow you to do that.


So I think as long -- you know, it is obviously of concern.  But I would say this, that the market, at least from our perspective, the market worked the way it is supposed to work this year.


When the price -- when the economics were not there, generators didn't run, and that's, I think, what you would want to have happen.  There were substitutions for it.  We either imported less expensive -- we imported less expensive power from New York or Quebec and vice versa.


So I think as long -- I think the real issue comes down to sufficient -- this is why we talk about the sufficiency of upstream infrastructure, making sure that we -- that we've got -- that we don't have bottlenecks there.


And then if you look forward, Peter, at what is going on in the gas world, you can see that there are a number of new projects to bring Marcellus gas up into Ontario, the SONO project, a whole bunch -- you know, Nexus, so I can't foresee a situation where we would be short of gas.


I can see a situation where the economics of the market might dissuade you from offering-in, but then there are also substitutions, and as we get, you know, more wind, also during the winter, this past winter, it was quite windy when it was cold.  So, you know, we got full value out of our renewable fleet as well too.


So I'm not sure I answered your question directly, but..


MR. FRASER:  I appreciate your thoughts.  Others, Steve?


MR. DOREY:  Yes, I think what you will see is gas will continue to increase as a price-setting fuel both in Ontario and northeastern U.S., and that creates the possibility of more spikiness in electricity prices throughout the region.


Obviously, we are in a heavily integrated market.  So what happens to prices in the U.S. has an influence on what happens to prices in Ontario.


MR. FRASER:  Thank you.


MR. JOHNSON:  I would agree; you know, from what we saw, the market worked as designed.  We still have a lot of options, even on that coldest days, of importing more power into Ontario.  We did run into some problems where some of our neighbours were reducing those imports, but as long as we have enough lead time ahead of time, we have sufficient generation in Ontario right now to meet our needs, with a lot of flexibility on the inter-ties as well.


MR. FRASER:  Okay.  Questions, here, please.


MR. RIOUX:  Hi, my name is Jason Rioux, from Workbench.


Just to pick up on the question you asked, Peter, which was -- let me stand back a bit.  

[Technical interruption]


Hello?  Hello?  All right.  Can -- when we look at the discussion this morning about the shale gas opportunity and the questions around bringing that supply up into our markets here in Ontario, and sort of the infrastructure projects necessary to get that into, let's say, the Dawn area, where all the transactions are happening from a gas supply perspective for the Ontario generating fleet, we heard about the local distribution companies, gas buying, gas supply planning activities, and their seasonal buying behaviours.


In Ontario the gas-fired generators are on a day-by-day market buy, effectively.  And given the nature of how they operate in the IESO marketplace and their Ontario Power Authority contracts, and -- but to make investments into infrastructure, that would then bring that additional -- that new gas supply into Ontario, that would benefit sort of the volatility component of things, having that independent supply into the Dawn marketplace.


How does Ontario build a business case for considering the volatility reduction and the flexibility of the other supply source into Dawn, first of all, to know if that infrastructure, in terms of new pipelines bringing shale gas to Ontario, is worth the investment?


And then at that point, if it's a business case for Ontario, how do you execute on that when gas-fired generators themselves aren't in a position to be making decisions on upstream gas supply out of pocket, and then you've got the gas utilities themselves, the LDCs serving load here on a more seasonal basis?


Kind of a loaded question, but I will throw that out.


MR. WOLNIK:  Well, maybe I can start.  I mean, I think you have hit the nail on the head.


I mean, building new pipelines is difficult, not just from a physical perspective but from a commercial perspective.  Investment in pipelines generally requires long-term contracts, and it requires long, you know, commitments for that capacity, sufficient capacity to get it built.  And that's the challenge.


You're right.  In terms of gas generators, the commercial hand that they have been dealt doesn't allow them to go upstream of Dawn.  So really it requires other parties to take that commercial risk, whether that's marketers, utilities, or producers, perhaps.


So I think there needs to be other players.  It needs look at that.  And I think that is one of the reasons that we included that issue, the sufficiency of upstream transportation in this presentation.  I think it could become an issue.  It may not be today, but as you look forward here, there's been substantive interest in moving to Dawn to access new shale supplies.


Union and Enbridge and TransCanada are all looking at building, or have construction plans to build new capacity away from Dawn.  But when we see some projects on the books to build new capacity into Dawn, but we don't have the business case yet, that I am aware of, that really substantiates sufficient capacity to make that happen.


So I think that's -- you know, we've highlighted that as an open issue to the Board here, to say that needs to be addressed, to reduce that volatility.


So I don't have a specific answer, but I think you've raised an important issue, or agree with an important issue that we have highlighted here.


MR. FRASER:  Thanks.


Other questions?  Yes?


MR. WIGHTMAN:  James Wightman for VECC.  This is, I think, a question for the APPrO gentleman.


Could you clarify, if the cost of one of your members, generators, the commodity costs for gas is increased but you are dispatched on, you know, do you not recover that under the terms of your contract?  Or is it a risk to your bottom line if the price of gas goes up?


MR. BUTTERS:  If you were dispatched on -- well, let me put it this way.


You would bid into the market based on the market heat rate, your facility and gas costs, and if it was economic for you to do that and you were dispatched, those commodity costs would all be recovered in what you get paid.


If there was a situation where the IESO needed you to be there, then you would be constrained on, and there's a process by which you get your costs -- you get recompensed through that through the CMSC calculations.


MR. WIGHTMAN:  So is there any bottom line risk to APPrO generators due to gas price changes?


MR. BUTTERS:  Yes.  So if there was a circumstance where the market heat rate was such that, under your CES contract, you should have bid into the market, but based on what you saw in gas prices, the commodity price, it didn't make economic sense for you to do that, you would then be subject to a penalty under your contract, if you were CES-type generator.


So generators look at those situations on a day-by-day basis and they make that determination based on their -- the balance that they see between the opportunities and the risks, and they do as they feel they have to.


But generally speaking, it works very, very well and there are anomalies when, you know -- as I said, this happened during the winter, where there were times where it was better off -- ratepayers, customers in Ontario were better off to have electricity imported into Ontario than some native generation providing it.


MR. WOLNIK:  I have a couple of examples that might help the situation.


I think you saw a slide earlier that Len showed that talked about sort of the load following the requirements of gas generators.  So they may need to -- if the wind dies down, they may need to come up more than expected during the intra-day markets.


So what it means is they have to go into the intra-day market to buy gas.  The revenue they get is based on the index set the day before, but the intra-day price volatility can be very high.  So you never buy gas at lower than the index during the day, so you're obviously going to pay a premium.  And they're exposed to that premium, number one.


I think the other one that comes to mind was really this obligation to deliver.  So some of the generators are required to deliver gas -- in this case to Union -- to meet that DCQ obligation, and yet they may not be running.


That happened last February.  And as you are aware, there was some fairly high prices to be paid for gas towards the end of the month.  And the end of the month happened, I think, during the Friday or the -- yes, Friday, Saturday, Sunday.  So the very high index prices that were there were –- generators had to -- with that obligation had to deliver at those high index prices even though they weren't running.


So they had to deliver at 70 or $80 a gigajoule and they weren't running, and that gas goes into storage.  And then by the time they can get it out, it is usually some number of months later.  So a huge price exposure in those situations.


MR. WIGHTMAN:  Okay.


MR. FRASER:  Further questions?


THE OPERATOR:  Once again, please press star-1 on your telephone keypad if you have a question.


MR. FRASER:  Well, I think we might get out early today.


THE OPERATOR:  There are no questions registered at this time.  I would now like to turn the meeting over to Mr. Fraser.  Please proceed, sir.


MR. FRASER:  Thank you.


I think it is time to thank all of our panellists.


MR. MONDROW:  Peter, sorry, it's Ian Mondrow again.  I think you asked this question, but I am not sure.


MR. FRASER:  Okay.


MR. MONDROW:  I don't want to miss the opportunity, especially since we have extra time.


I have been looking at one of the Navigant slides from the first presentation.  It is slide 11 for reference, but it is the slide where Navigant has the -- what they call the actual, announced and at risk coal-fired retirements, which is a function, obviously, of the EPA rules and other policies in the U.S..


The curve between 2014 and kind of the end of 2016 is almost straight up and down.  And according to this slide, it is somewhere in the range of -- it's like 100 gigawatts of capacity, or something between 80 and 100, if I am reading this slide correctly, which seems to me to be a huge amount.


And I just wonder -- you know, maybe David or John and the IESO gentleman can reassure us all that this isn't going to be a problem.  I just don't -- I mean, it seems to be such a huge amount of generating capacity, coal being replaced by gas, primarily, which is going to pull gas.


I know this is all over the U.S..  Or maybe it is North America; it is not clear to me from this slide.  I guess it is mostly the U.S..


But I just don't know how the gas infrastructure is going to keep up with that if these states are sitting on top of the shale gas and we have to bring it in from somewhere.  I mean, is there just so much shale being produced that this isn't going to be a pricing issue?


So maybe that is essentially what you asked, Peter, but I didn't get the comfort from the responses so far.


MR. BUTTERS:  Thanks for that question, Ian.


[Laughter]


MR. MONDROW:  You're welcome.


MR. BUTTERS:  I think -- this is just based on what I understand.  I'm not an expert on this, but all of the -- all of the material and the information that I've been able to access and acquire and think about, at least on the gas side of it -- leave aside the infrastructure -- is that there is sufficient -- there's more than sufficient gas for some period of time to come.


So then the real issue then becomes:  How do you get it from, you know, the resource basins to the end-users?


And I think that's -- and I don't know how that will play out, but that's kind of the -- I think the critical point that everybody is struggling with -– "struggling" is perhaps not the right word.  People are trying to figure out how does that all fit together and what are the appropriate investments to make, where it's probably the nexus of this difference of opinion between the market area shippers and TransCanada and Energy East.


But I think just in terms of what I know about gas basins and gas supply, there is no question that we have ample supply of gas for some period to come, even including re-powering away from coal towards natural gas.


MR. MONDROW:  So maybe, Peter, this is a question to come back to tomorrow and perhaps the distributors would have some insight.  And I agree with you, David, everything I've seen says that we're awash in gas.


Nonetheless, this past winter, despite being awash in gas, we had all of these pricing pressures, because getting the gas to where it is needed is driving prices all over the place in really unpredictable ways and certainly very volatile ways.


This curve to me looks like it is going to, in terms of pricing effect, mimic the winter we just came through for different reasons, but the same sort of impact on pricing.


And if you combine that with a cold winter, you know, one can only imagine what will happen in Ontario as we face our bills and the utility pricing.


So in fairness, David, thank you for your answer, but maybe it is not a fair question for you.  Maybe it is about whether anyone is looking at the local gas cost impacts of this surge in demand that is predicted and, if there is concern about it, how that can be dealt with from a gas supply perspective, not only for power generators, but other gas customers.


MR. PICKERING:  Let us, Navigant, take a shot at this.


First of all, the forecast of the supply-demand are -- bake these forecasts in of the coal to gas switching that is shown in the slides that you are drawing reference to.


And, yes, you're absolutely right, that there is significant amount of change that is happening in amongst the electric industry from coal to gas, but there is another overlay.


You talked a little bit about where this is happening and how much of a disruption upon the gas industry this is going to be.  It does so happen that a lot -- the majority of the coal to gas switching is happening in the Northeast.  The heavy coal-generating areas of the United States are basically from the Midwest over to the east coast.  That happens to be proximate to the biggest shale play, the Marcellus Appalachian basin.


So it is maybe not as much disruption as you might think with respect to this switching from coal to gas.


There is a significant -- and this change in the industry is -- electric industry is something that has maybe come slowly in the United States, come slower, more slowly than a lot of people would have thought, and it comes about not so much as a result of regulatory policy, but by the market itself, where natural gas prices are now below coal prices in most cases.


And what has happened to the coal industry, and now it is being supported by public policy in the United States, is a move toward some clean legislation that -- regulation that is going to support what the market's already been doing already, and a lot of the coal that was used in the United States is now being exported to Europe, for instance.


So this is a fundamental change that we're convinced will -- is supported by the analysis that we are seeing now from public policy in the federal level primarily, will not have a -- you can see our forecasts, our price forecasts.  It is within that forecast that we have included these coal to gas switching, the retirements and the economics of the change, in the marketplace.


I think there shouldn't be too much unnecessary alarm as to what is happening.  The resource base, the natural gas resource base, is truly that large.


MR. MONDROW:  And the ability to move it to where it is needed?


MR. PICKERING:  And the -- so the lesson of --


MR. MONDROW:  Sorry, we had the same resource base last winter, and yet we had some real pricing events.  So it --


MR. PICKERING:  Yeah, and --


MR. MONDROW:  -- is not the amount of gas.  It is getting it to where it is needed that is the concern.


MR. PICKERING:  That is right, that is right.  So the discussion -- I think there will be some further discussion tomorrow in terms of the -- what is the pace of the buildout of infrastructure capacity to get gas from areas where Marcellus, the Utica, by and large, into market areas to serve market.


And as mentioned this morning, there's something like 50 to 60 pipeline projects now.  I will hesitate a bit of a guess that to suggest that if the same kind of market circumstances, certainly the kind of weather pattern existed, as existed last winter was to occur in two years from now, you would have an entirely different event pricing everything, if things continue in terms of the infrastructure buildout, as we believe they will.


MR. MONDROW:  All right.  Thanks.


MR. FRASER:  Sorry, Dave.


MR. BUTTERS:  I just wanted to add to that, that one of the -- and this is where I think Ontario has done a really good job, and I talked about this at the beginning, about NGEIR.  And NGEIR works, all that work, was the other side of contracts, of long-term contracts.  So there's been a lot of discussion about capacity, markets and capacity auctions, but our observation in the U.S. is a lot of these pricing issues are driven by the point that I made earlier, which is that when you commoditize capacity you have little incentive to invest in flexibility to enter into the kind of long-term arrangements that pipelines need to recover their costs.


So it becomes a vicious circle, and what we're seeing in the U.S. in all of the markets right now is in fact those markets, PJM, NYISO, ISO New England, they're looking at continuing on with their capacity markets, and we're fine, because that is the basis for new build, but they're also looking at contracts and capacity obligations to make sure that when you bid your capacity in, that you're actually going to stand in behind it and be able to provide the energy that the capacity, that you are being paid for, deserves to be there.


So it is a complex issue, and it also -- but it also involves, you know, how this capacity is being built and how that relates to gas infrastructure.


In Ontario I think we have done a pretty good job, but, you know, the U.S., it does it differently, and they're not going to change to our methodology anytime soon.


MR. FRASER:  Okay.


MR. RIOUX:  Yes, Jason Rioux here again.


The topic of the shale gas finding its -- I am not sure if my mic is a problem here, but the topic of shale gas finding its way to Ontario, I have a question.  It might be a Navigant question.


I have had a few interactions with shale gas producers in the last couple years, and it strikes me that they're kind of like three or four worlds apart from our market here in Ontario.


Generators, you know, deal with their gas suppliers and marketers and their pipeline utilities deliver gas to their sites on a regular basis.


The gas suppliers themselves are, you know, another world or two beyond that.  And neither of the two ever talk effectively.


How do we better understand their business to ensure that we understand how we can have a sort of a made-in-Ontario solution, made-for-Ontario solution, that, you know, works with their business needs before their commodity and infrastructure gets built to other markets southbound or east and westbound versus northbound.


MR. PICKERING:  Yes.  I think that it is through efforts like this that are really going on around the continent.  This workshop here is not the only workshop on these kinds of topics that are occurring these days, and it is happening more so, and there's a variety of topics that capture what is being covered over the two days.


So it is really driven.  We're not talking about a long history.  We're talking about something -- a reformation of an industry in six years.


So we can't be too critical in ourselves as to the fundamental changes that have come over the -- these complicated industries and then the effect of one industry upon another.  So we're second-tier.


And it is through this, and this integration of the two countries and of the systems that is absolutely necessary to further appreciate this market change that is -- is very fundamental and has happened in -- a few years earlier in the United States, so there was some additional track record, some additional time for the U.S. industry to -- and people to get used to this.  It is a bit newer here in Canada.


So what is happening with respect to the Western Canadian Sedimentary Basin and the back-filling, if you like, from the Marcellus and the Utica.


This is really big stuff, and one just needs to try to, you know, assess the kinds of things that we're talking about here.  Is this in the end, at the end of the day -- and when we started talking here this morning I said I was going to talk about a little bit of a story here.  And this is a good-news story.


Bottom line, we have a resource here that we never thought we had six years ago.  So in the end, once we get through the machinations of understanding what is above us, one only -- we haven't talked a lot about pricing.  We've talked a lot about in the 2013-'14 winter what happened in terms of the peaking prices as a result of weather event and such.  But we didn't compare that to what prices were on aggregate three or four or five years ago.


So if you be fair about this, we have come a long ways, and that impact is still fairly insignificant compared to average prices that were in the market three, four years ago. 


MR. FRASER:  Well, thank you.  And I think that is a really good point on which to end the day.


I would like to thank the presenters on this panel and the presenters that we've had all day today.  I know it is a lot of work to prepare for these things, and we very much appreciate the efforts that have been made.


I think we're leaving in a good place, really, the question of prospective, what is going to change over the next few years.  We got into that a bit in the next panel, and tomorrow that is what the discussion is going to be about.


So we resume tomorrow morning at 9:00 o'clock.  We will see you then.

--- Whereupon the conference adjourned at 3:45 p.m.
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