EB-2008-0090
ONTARIO ENERGY BOARD

IN THE MATTER OF the Ontario Energy Board
Act, 1998, S.0. 1998, ¢.15 (Sched. B);

AND IN THE MATTER OF an Application by
Natural Resource Gas Limited for an order or orders
approving or fixing just and reasonable rates and
other charges for the sale, distribution, transmission
and storage of gas as of July 1, 2008;

AND IN THE MATTER OF the Quarterly Rate
Adjustment Mechanism.

APPLICATION

1. As part of the EB-2008-0031 Decision and Order dated March 25, 2008 the Board
approved a PGCVA reference price of $0.351880 per m’ and a gas supply charge of
$0.362417 per m°, both effective April 1, 2008.

2. Based on actual and forecast natural gas prices for the July, 2007 through June,
2008 pcriod the PGCVA balance is projected to be a debit of approximately $20 per
residential customer. If unadjusted, the projected PGCVA balance at the end of June,

2009 would be a debit of approximately $177 per residential customer.

3. The PGTVA balance is projected to have a credit balance of approximately $6
per residential customer over this period. NRG is not requesting any change to the
PGTVA reference price in this proceeding. The actual PGTVA balance at the end of
Fiscal 2007 will be disposed of through a separate application.

4, Rased on the requested change in the PGCVA reference price effective July 1,
2008, the GPRA, if unadjusted, would have a projected debit balance of approximately
$238,000.00, including accumulated interest, at the end of June, 2009.



NRG hereby applies to the Board for further orders effective July 1, 2008 as

an order changing the reference price authorized by the Board’s EB-2008-
0031 rate order for use in determining the amounts to be recorded in the
Purchased Gas Commodity Variance Account (Account No. 179-27) by
$0.086632 per m® from the Board approved level of $0.351880 per m’® to
$0.438512 per m’;

an order changing the rates and other charges from those authorized by the
Board’s EB-2008-0031 rate order to reflect a projected $0.097508 per m’
change in the gas supply charge from the Board approved level of
$0.362417 m* to a projected cost of $0.459925 per m”. This change is the
sum of the change in the PGCV A reference price and the change required

to prospectively clear the balance of the GPRA.

This application will be supported by written evidence that will be pre-filed with

the Board and intervenors of record in EB-2005-0544.

The address of service for Natural Resource Gas Limited is:

Mr. Mark Bristoll

Natural Resource Gas Limited
39 Beech Street East

P.O. Box 307

Aylmer, Ontario, N5 251

Telephone:  (519) 773-5321

Fax:

5.

follows:
a)
b)

6.

7.

And

(519) 773-5335

Mr. Randy Aiken

Aiken & Associates

578 McNaughton Ave. West
Chatham, Ontario, N7L 4J6

Telephone:  (519) 351-8624



Fax: (519) 351-4331
Dated at Aylmer, Ontario, this 3" day of June, 2008.

NATURAL RESOURCE GAS LIMITED

Mark Bristoll
Chairman
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NATURAL RESOURCE GAS LIMITED

INTRODUCTION
As part of the EB-2008-0031 Decision and Order dated March 25, 2008, the Board

approved a PGCVA refercnce price of $0.351880 per m® and a gas supply charge of
$0.362417 per ma, both effective April 1, 2008.

In EB-2005-0544 (Decision with Reasons dated September 20, 2006), the Board
approved a Purchased Gas Transportation Variance Account (“PGTVA”) reference price

of $0.019029 per m°, effective October 1, 2006.

In RP-2002-0147/EB-2003-0286 (Accounting Order dated January 30, 2004), the Board
approved a Gas Purchase Rebalancing Account (“GPRA™) to record the increase
(decrease) in the value of the gas inventory available for sale to sales service customers
due to changes in NRG’s PGCV A reference price. In EB-2008-0031, the Board approved
a GPRA rate of $0.008709 per m”.

NRG is proposing to adjust the gas supply charge, the GPRA rate and the PGCVA
reference price effective July 1, 2008 to reflect an updated forecast of gas costs, the

projected balance in the PGCVA and the projected balance in the GPRA.

NRG is not proposing any change to the PGTVA reference price as part of this

proceeding.

PGCVA

Updated Forecasts

The purpose of this evidence is to provide the projected PGCVA account balance for the
twelve-month period ending June, 2008 and for the twelve-month period ending June,
2009. Based on actual and forecast costs, the PGCVA account balance totals a charge of

$19.68 per residential customer for the twelve month period ending June, 2008 (Schedule

June, 2008
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2). This debit, in the absence of a change in the PGCVA reference price, would become

a debit of $177.37 per residential customer by the end of June, 2009 (Schedule 5).

The current forecast reflects the forecast for natural gas prices over the relevant period.
These gas prices reflect current market conditions, including alternative energy prices,

demand for natural gas, the weather outlook and the impact of current storage levels.

The PGCVA balance has been calculated using the most recent information available,
including actual volumes and costs through March, 2008. The remaining months in the
twelve-month period ending June, 2008 are calculated using estimated prices based on
the best information available at the current time. Forecast prices have been used for the
period July, 2008 through June, 2009 period, except where actual contracted prices are

available.

The gas supply portfolio reflects the current and forecasted mix of delivery points utilized

by NRG for system gas purchases.

Gas Supply Portfolio

NRG’s gas supply portfolio includes local production, deliveries of Western Canadian
gas at the Alberta border and purchases at Parkway on the Union Gas (“Union”) system.
When required, NRG also purchases additional Ontario Delivered gas in February and/or

September. The requirement for these purchases is discusscd below.

NRG is required to balance its total supply with its total demand on the Union Gas
system on an annual basis, at the time that the direct purchase contract with Union Gas is
renewed. This may entail NRG purchasing Ontario Delivered gas or shedding excess

gas.

NRG is a direct purchase customer on the Union Gas system. Under its bundled

transportation contract, NRG is obligated to deliver a fixed amount of gas each day to
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Union. This amount is determined by Union and is based on the expected annual volume

divided by 365.

Additional Ontario delivered gas that may be purchased in February of each year is
rcquired for NRG to meet its forecast banked gas account winter balancing checkpoint on
the Union Gas system at the end of February if consumption is greater than forecast.
The Board approved this requirement for Bundled-'1" customers on Union’s system in RP-

2003-0063 (Decisions with Reasons, dated March 18, 2004),

NRG is currently required to deliver 1,500 GJ/day to Union Gas. Of this amount, NRG
has assigned a total of 180 Gl/day to its direct purchase customers, leaving 1,320 GJ/day
for system gas customers. The composition of this 1,320 GJ/day is 581 GJ/day at AECO
and 739 Gl/day at Parkway. NRG is not projecting any change to these figures in the

relevant time period covered by this application.

The composition of the gas deliveries for direct purchase and system gas customers is

shown in the following table.

GJ/s per Day
Delivery Point Oct., 2007 Oct., 2008
Direct Purchase 180 180 |
AECO 581 581
Parkway 739 739
Dawn 0 )]
Total 1,500 1,500

In addition to the obligated deliveries described above, NRG purchascs gas from local

preducers in its franchise area.

As indicated previously, NRG is required to balance its supply with its demand on the
Union system to within +/- 4% at the end of the coniract year under its bundled
transportation contract with Union. The bundled transportation contract year-end

corresponds with the end of NRG’s fiscal year (September 30). NRG purchases
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additional balancing gas (or Ontario Delivered gas) or sells gas and/or reduces deliveries

such that total demand on the Union system is offset by the supply provided to Union Gas

to remain within the contract parameters.

The composition of the gas supply portfolio volumes for the July, 2007 through June,
2008 period is shown on the top of Schedule 3. This schedule shows the monthly volume
of gas purchased or forecast to be purchased from local producers, obligated deliveries at
Dawn, Parkway and the Alberta border (Western), and balancing gas (Ontario Delivered).
Similarly, the composition of the gas supply portfolio volumes for the July, 2008 through
June, 2009 period is shown on the top of Schedule 6.

Gas Costs

NRG’s actual and forecast gas costs for the July, 2007 through June, 2008 period, by
source of supply, are shown in Schedule 4 in $/GJ. Thesc prices are also shown in the
middle section of Schedule 3 in $/m’. The conversion factor used is based on the heat
values used by Union Gas in their calculation of NRG’s Banked Gas Account balances.
The conversion factors used are shown in Schedule 4. All prices shown are actual prices
paid in July, 2007 through March, 2007. Prices for the remaining months in this period

are based on estimated and contracted prices to be paid in these months.

Prices for July, 2008 through June, 2009 are based on prices averaged over 10 days in the
period May 13, 2008 through May 28, 2008. NRG attempted to use 10 consecutive
trading days for the average prices. However, NRG was not able to obtain the necessary
pricing information from its suppliers for May 16™. Pricing information was unavailable
on this day to computer problems at the provider of this information. This period also
included a holiday long weekend. These prices are shown in Schedule 7 in $/GJ and in
the middle section of Schedule 6 in $/m>. Gas prices for each of the sources of supply are
described below, In addition to the above, contracted prices have been used where

purchase decisions have been made.
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The first source of supply noted in Schedules 4 and 7 is “Local Production (A)”. This
refers to gas that is produced in NRG’s franchise area and purchased from a related
company. This gas has been contracted for through September 30, 2008 at a {ixed price
of $0.3012/m” {(Schedule 6). The forecast price of $11.212/GJ shown in Schedule 7 for
the October, 2008 through June, 2009 period is the forecast price for Dawn gas in these

months.

The second source of local production is noted as “Local Production (B)” in Schedules 4
and 7. The price paid for this gas is for Dawn delivery. NRG is not forccasting the

purchase of any gas from this source in the July, 2008 through June, 2009 period.

NRG also purchases gas for delivery at Parkway and Empress. The pricing of this gas at

these delivery points is discussed below.

The Empress price over the July, 2008 through June, 2009 period shown in Schedule 7
(Western Deliveries) is based on a combination of forecast prices and actual contracted
prices. The average Empress delivery rate forecast is $10.6934/GJ in July, $10.725/GJ in
August, $10.763/GJ in September and October, $11.392/GJ in November through March
and $9.704/GJ in April through June. Fuel costs of 6% are included in these rates.

The average Empress delivery rate includes two fixed price contracts. The first fixed
price contract is for 250 GJ per day at a price of $9.960/GJ over the July through October
period. The second fixed price contract covers the same period, but is for 150 GJ per day
at a price of $10.570/GJ. The remaining 181 GJ per day to be purchased at Empress has
been priced based on the 2008 summer strip, and November 2008 through March 2009
winter strip and the November 2008 through October 2009 one year strip average price
forccasts from the May 13, 2008 through May 28, 2008 period.

The Parkway price over the July, 2008 through June, 2009 period is also based on a

combination of actual contracted prices and forecast prices over this period. In particular,
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NRG has two contracts over the July 2008 through October 2008 period each for 250 GJ
per day. These contracts are at prices of $11.370/GJ and $12.140/GJ. NRG also has
contracted for the delivery of 100 Gl/day at a price of $13.00/GJ over the November
2008 through March 2009 period. The remaining Parkway deliveries (239 Gl/day in July
2008 through October 2008, 639 GJ/day in November 2008 through March 2009 and 739
GJ/day in April 2009 through June 2009) have not been contracted for at this time. The
forecasted prices used $11.664/GJ in July 2008 through October 2008, $12.652/GJ in
Novembcr 2008 through March, 2009 and $10.678/GJ in April 2009 through June 2009.
Again, these forecasted prices are based on the 2008 summer strip, November 2008
through March 2009 winter strip and the November 2008 through October 2009 one year
strip average price forecasts from the May 13, 2008 through May 28, 2008 period.

NRG is not forecasting the purchase or sale of any delivered gas in September, 2008 for

balancing purposes.

Other Forecast Assumptions

A number ol other assumptions have been used to calculate the projected balance in the
PGCVA. As shown on Schedules 4 and 7, the fuel ratio for Western deliveries has been
forecast at 6.0%. This ratio has been reflected in the forecast prices shown in the

schedules for western deliveries.

TCPL tolls have been forecast at a rate of $1.40/GJ effective June 1, 2008, This updated
toll (an increase from $1.09/GJ) is reflective of the new tolls approved by the National
Energy Board on May 27, 2008.

PGCVA Balance
The projected June, 2008 balance in the PGCVA is a debit of $193,493.83, including a

debit of $45,177.79 in accumulated interest, based on the Board approved short term
interest rate. This estimate is based on actual and forecasted purchases and the balance

brought forward from June, 2007. The PGCVA debit amounts to a charge of
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approximately $19.68 for a typical residential customer consuming approximately 1,985

m’® per year. These figures are shown on Schedule 2. The interest rate used is that

prescribed by the Board.

Proposed PGCV A Rate Changes

Schedule 5 shows the impact at the end of the twelve-month period beginning July, 2008
if no change is made to the reference price. At the end of June, 2009, the balance in the
PGCVA is a debit balance of $1,813,141.00, including a debit balance of $79,365.77 in
accumulated intcrest. This represents a charge of $177.37 for a residential customer

consuming approximately 2,000 m’ per year.

NRG proposes to adjust the reference price effective July 1, 2008 based on the projected
accumulated balance in the PGCVA as of the end of June, 2008 and the forecasted cost of
gas over the 12 month period beginning July, 2008 and ending Junc, 2009. The reference
price will be set such that the projected PGCVA balance at the end of June, 2009 would

be close to zero.

NRG’s proposal will clear the PGCVA balance on a prospective basis, eliminating the
need for retroactive adjustments. 'this is consistent with NRG’s past proposals in QRAM
applications, which were accepted by the Board. In those proceedings, NRG indicated
that its customers had made clear their opinion on retroactive adjustments. A large
percentage of NRG’s gas sales volumes are agriculturally based and these customers
cannot recover any retroactive charges. The proposal contained in this application is
designed to minimize, and eliminate where possible, the existence of further retroactive

billing adjustments.

NRG proposes to change the reference price by $0.086632 per m’ effective July 1, 2008,
from $0.351880 per m’ to $0.438512 per m’. The derivation of this rate is shown in
Schedule 8. This is the reference price required to bring the PGCVA balance close to
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zero on a twelve month forecast basis. This change will also be reflected in the gas

commodity charge.

GAS PURCHASE REBALANCING ACCOUNT

The impact on the GPRA of the proposed July 1, 2008 change in the PGCVA reference
price from $0.351880 per m® to $0.438512 per m’ is a debit of $242,850.23, as shown on
Schedule 9. This figure is shown in column (J) of Schedule 9 and on the June, 2008 line.

It is calculated as the change in the PGCVA reference price between July and June,
multiplied by the cumulative inventory balance at the end of Junc. This cumulative
inventory balance is the sum of the actual monthly inventory balances for March, 2008
and forccasts for the subsequent months., These forecasts will be replaced with actual
balances for these months in subsequent QRAM applications as this information becomes
available. As well, the monthly inventory balances are based on a deemed level of
unaccounted for gas (“UFG”) of the total throughput volume, as shown in column (E) of

Schedule 9. The 0.0% is the Board approved level of UF'G from EB-2005-0544.

NRG proposes to adjust the gas commodity charge effective July 1, 2008 based on the
projected accumulated balance in the GPRA. The adjustment to the gas commodity
charge will be set such that the projected GPRA balance at the end of June, 2009 would
be close to zero. The rate required to achieve this is shown in column (K) on Schedule 9.
Column (P) shows the reduction of the inventory revaluation debit based on this rate of

$0.019585 per m® over the July, 2008 through June, 2009 period.

NRG’s proposal will clear the GPRA balance on a prospective basis, eliminating the need
for retroactive adjustments. 'This is consistent with NRG’s proposal for the continued
prospective clearance of the PGCVA and is made with the same reasons in mind as
outlined above for the PGCVA. This change will also be reflected in the gas commedity

charge.
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GAS COMMODITY CHARGE

> will be maintained. This figure

The system gas supply cost of $0.001828 per m
represents the functionalization of additional costs over and above the commodity and
transportation costs that form the PGCVA reference price to the gas supply function.
These additional costs are portions of the wages and benefits, management fee, return on
rate basc (working cash) and income taxes. This functionalization is unchanged from that

approved in EB-2005-0544.

The change in the gas commodity charge proposed for July 1, 2008 is summarized below.
The change in the gas commodity charge reflects both the change in the PGCVA
reference price and the change in the recovery of the inventory revaluation amount in the

GPRA. The change in the gas commodity charge is as follows:

EB-2008-0031 Proposed

Apr. 1,2008 July 1, 2008 Difference
PGCVA Reference Price $0.351880 $0.438512 $0.086632
GPRA Recovery $0.008709 $0.019585 $0.010876
System Gas Supply Cost $0.001828 $0.001828 $0.000000
Gas Commodity Charge $0.362417 $0.459925 $0.097508
PGTVA
PGTVA Balance

Based on the current reference price of $0.019029 per m’, the projected June, 2008
balance in the PGTVA is a credit of $68,728.92 including a credit of $1,740.71 in
accumulated interest, based on the Board approved short term interest rate. This estimate
is based on actual and forecasted costs over this period. The PGTVA credit amounts to a
rebate of approximately $6.29 for a typical residential customer consuming

approximately 1,985 m’ per year. These figures are shown on Schedule 10.
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Schedule 11 shows the impact at the cnd of the twelve-month period beginning July,
2008 based on the reference price of $0.019029 per m’. At the end of June, 2009, the
balance in the PGTVA is a credit balance of $68,666.70, including a credit balance of

$2,379.22 in accumulated interest. This represents a rebate of $6.39 for a residential

customer consurning approximaiely 2,000 m’ per year.

The balance in the PGTVA forms part of the distribution delivery rate charged by NRG
and, as such, is not impacted by changes in gas costs. NRG is not proposing to change
the PGTVA reference price as part of this gas cost proceeding. NRG plans to dispose of
the actual balance in the PGTVA at the end of September, 2007 based on final fiscal
2007 delivery volumes by way of a one-time rebale to customers based on their actual
consumption in fiscal 2007. This is the same approach as approved by the Board in EB-
2007-0092 for the actual balance in the PGTVA at the end of September, 2006. NRG
expects to file a separate application shortly to clear this balance when the fiscal 2007

figures have been confirmed.

SUMMARY

In summary, NRG proposes to change the reference price for amounts to be recorded in
the Purchased Gas Commodity Variance Account from $0.351880 by $0.086632 to
$0.438512 per m® effective Tuly 1,2008. This change is shown in Appendix B.

NRG also proposes to change the gas supply charge from $0.362417 to $0.459925 per m’
effective July 1, 2008. This change reflects the change of $0.086632 per m related to the
change in the PGCVA reference price, as described above and the change of $0.010876
per m® related to the recovery of the GPRA balance, also as described above. These
changes apply to all system gas customers served under Rates 1, 2, 3, 4 and 5. There are
no other changes to these rate schedules. The proposed rate schedules are attached as

Appendix A. The proposed customer notices are attached as Appendix C.
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Schedule 12 provides a residential bill comparison showing the impact of the proposed
changes on a year over year basis for the appropriate quarter as well as the annual bill
impact of the most recent guarterly change. The annual impact on a customer consuming

approximately 2,000 m® is an increase of $195.93.
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