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Friday, November 13, 2015
--- On commencing at 9:34 a.m.

MS. SPOEL:  Good morning.  Please be seated.

Good morning.  The Board is sitting this morning on two matters, an application by Union Gas Limited, EB-2015-0166, and an application by Enbridge Gas Distribution Inc., EB-2015-0175, each of which is an application for pre-approval of the cost consequences of long-term contracts with NEXUS gas transmission.  These applications are made under section 36 of the Ontario Energy Board Act.

My name is Cathy Spoel.  I will be the presiding member, and sitting with me are Allison Duff and Christine Long.

Can I have appearances, please.
Appearances:


MR. KEIZER:  Good morning, Madam Chair.  It is Charles Keizer here on behalf of Union Gas Limited.  With me is Mr. Mark Kitchen and Ms. Karen Hockin, also from Union Gas.

MR. STEVENS:  Good morning, my name is David Stevens.  I'm here on behalf of Enbridge Gas Distribution.  With me is Kevin Culbert and next week Joel Denomy will be with me.

MR. BRETT:  Good morning, Madam Chair, Panel.  My name is Tom Brett.  I am here on behalf of BOMA.

MS. SPOEL:  Mr. Brett.

MR. QUINN:  Good morning, Madam Chair, Dwayne Quinn on behalf of Federation of Rental-housing Providers of Ontario.

MS. SPOEL:  Mr. Quinn.

MR. YAUCH:  Good morning, Brady Yauch on behalf of Energy Probe.

MS. ALEXANDER:  Good morning, my name is Eden Alexander, counsel for Canadian Manufacturers & Exporters.  And I have also been asked to enter an appearance on behalf of Julie Girvan for Consumers' Council of Canada.

MS. SPOEL:  Thank you.

MS. ALEXANDER:  They have decided to not do cross-examination, but file written argument.

MS. SPOEL:  Thank you.

MS. DEABREU:  Good morning, Madam Chair.  I am Lisa DeAbreu, representing TransCanada Pipelines.

MS. SPOEL:  Ms. DeAbreu.

MR. WOLNIK:  Good morning, John Wolnik representing APPrO.

MS. SPOEL:  Mr. Wolnik.

MR. MONDROW:  Good morning, Madam Chair, Panel members, Ian Mondrow for IGUA.

MR. RUBENSTEIN:  Good morning, Madam Chair, Panel members.  Mark Rubenstein, counsel for the School Energy Coalition.

MR. MILLAR:  And good morning, Madam Chair, members of the Panel.  Michael Millar, counsel for Board Staff.  I am joined by my co-counsel, Ian Richler, who is at the end of the table, and beside me is Lawrie Gluck, and behind me and to my right is Pascale Duguay.

MS. SPOEL:  Before we start, are there any preliminary matters, Mr. Keizer or Mr. Stevens?

MR. KEIZER:  None from me, Madam Chair.

MR. STEVENS:  And none from us, thank you.

MS. SPOEL:  So I understand, Mr. Keizer, that the first panel is a panel of one witness each from Enbridge and Union to present a map showing where the NEXUS pipeline fits into the big picture -- I guess you could put it that way.  Then we will proceed with Union's panel, followed by Enbridge's panel.  Is that correct?

MR. KEIZER:  Yes, that's correct.  What we've filed and what Enbridge and Union filed yesterday was a short presentation, probably consisting of about five slides.

The concept is that a member from -- a representative of Union and a representative of Enbridge would present that jointly.  And then the thought would be that we would then -- any questions arising thereto could be addressed on the panels of Union or Enbridge at the time, rather than spending any questions with respect to this panel, and to just leave this as being the presentation itself.

I leave it in your hands as to whether you want the witnesses to be affirmed now, or whether we would affirm them as part of their panel and then just simply have them adopt their presentation.  It may be just as convenient to affirm them now.

MS. SPOEL:  Yeah, we thought we would affirm them now since they will be witnesses anyway and it is evidence.  It is probably better.

MR. KEIZER:  Yes.  So I will introduce, then, the witnesses.  Thank you, Member Duff.

Immediately at the -- is Mr. Jamie LeBlanc of Enbridge.  He's director of energy supply and policy.  And next to Mr. LeBlanc is Mr. Christopher Shorts.  He is director of gas supply and customer support for Union Gas Limited.

MS. DUFF:  Okay, he can remain seated.
ENBRIDGE-UNION JOINT PANEL 1

Chris Shorts, Affirmed

Jamie LeBlanc, Affirmed

MS. DUFF:  Thank you.

MR. KEIZER:  Madam Chair, I believe that the presentation has been loaded.  It is available on screen, but also we have hard copies available as well.  And I think that they have been handed up to you, so you will have hard copies in front of you.

And now I would turn it then over to Mr. LeBlanc and Mr. Shorts to take us through the presentation.

MS. SPOEL:  Thank you.
Presentation by Mr. Shorts and Mr. LeBlanc:

MR. SHORTS:  Good morning, Panel, good morning, everyone else.  We've got a few short slides here that will try and lay the context of both the project and what Union and Enbridge are seeking approval for.

So on the first slide, this first slide shows the NEXUS project.  The NEXUS project is designed to provide direct access to the growing Appalachian basin, primarily Utica and Marcellus gas, to markets in Ohio, Michigan, and to Dawn.  It's a combination of significant new infrastructure as well as the efficient use of existing infrastructure.

In particular, it is a 400-kilometre greenfield pipeline that starts from an area in southeast Ohio in the heart of the Utica production area, that has connections to the Kensington gas processing plant, the Tennessee gas pipeline system, and the Texas Eastern system.

These three interconnects alone provide approximately 3 Bcf a day of capacity and allow for wide access to various Utica and Marcellus supplies and suppliers.

The NEXUS greenfield pipeline, as you can see on the map, is the dark hatched yellow highlighted line, and that starts in Kensington, Ohio and will connect to the DTE system in southeastern Michigan.  It will then also connect to the Vector pipeline and use these existing systems to transport gas to Ontario and to Dawn.

It is designed to transport 1.5 Bcf a day of gas, at a capital cost of just over $2-billion, and is slated to commence November 1 of '17.

The shippers on the project include both suppliers, CNX --


[Teleconferencing interruption]


MR. MILLAR:  Madam Chair, just to explain, we do have the telephone system connected because Mr. Tolmie indicated he might be calling in.  I don't think he has done so yet.  I had assumed we could just keep the line open, but I don't know if that -- maybe Mr. Gluck, is there a button we need to press to -- or do you wish to have it turned off?

MS. SPOEL:  Well, I think we can leave it on, and if that happens again we will deal with it, I guess.  I wouldn't want Mr. Tolmie not to be able to get in if he so desires.

MR. MILLAR:  Thank you.

MS. SPOEL:  Sorry for that interruption.

MR. SHORTS:  Oh, no problem.

MS. SPOEL:  I had forgotten about the...

MR. SHORTS:  So the -- technology.

Shippers include both suppliers, CNX, Noble, Chesapeake, as well as LDC customers, Union, Enbridge, and DTE.

The NEXUS project will enhance security of supply by adding diversity and will increase the liquidity of the purchases at Dawn hub -- off the Dawn hub by providing more competition and more volumes than otherwise would be without the NEXUS project.

MR. LeBLANC:  Good morning, Panel and everyone.  So for Enbridge, NEXUS enhances the diversity of its gas supply plan.  It displaces Chicago's supply with a competitive Utica base supply through a direct connection to the Appalachian basin, and such a connection is currently not part of our gas supply portfolio.

So similar to Union, the increase in diversity enhances security of supply for Enbridge and for its -- and particularly for its system gas customers.

MR. SHORTS:  Moving to the next slide, this map shows the approximate locations of the two major infrastructure projects that are being proposed to move significant volumes of Appalachian gas into south-eastern Michigan and to Dawn.

Rover and NEXUS both follow similar paths.  But unlike NEXUS, Rover was originally all brand new pipe and new infrastructure to Dawn, and is supported solely by suppliers.

As you can see, there are other pipelines in the area. But for some, like Rockies express and/or ANR, these require contracting on multiple pipelines to get to Dawn if it’s possible, and/or did not provide significant enough volumes to warrant making such a commitment.

Other options like Niagara are now already contracted, and have already been incorporated into the gas supply plans for both Union and Enbridge.

I think it is clear that there really is no other alternative in the market today to get access to significant new volumes of Appalachian gas available to Dawn.

By having NEXUS, Rover and Niagara develop, it will allow for similar amounts of gas to flow into Ontario at two different points.  Expectation is that up to 1.3 Bcf of gas or more will flow into Ontario at both Niagara, and to and through Dawn by these three routes, to provide a palled support for the Ontario pipeline grid.

Moving on to slide 4, this map is a subset of the earlier maps and focuses in on the two paths that gas can take on NEXUS to get to Dawn.  As you can see depicted here, Union's NEXUS arrangement brings gas from the Kensington area to Willow Run, and then on DTE to the St. Clair DTE interconnect at the international border.

This is the Union Gas NEXUS transportation contract that Union negotiated a fixed toll of 77 cents US per dekatherm, and this is what we are seeking pre-approval for this this proceeding.

We are not seeking approval for the supply cost that would be feeding into that transportation contract.

From St. Clair, that gas will then flow on the Union Gas system to Dawn on facilities owned and operated by Union, for which we are proposing to charge our sales service customers the posted toll of 3 and a half cents Canadian per gJ.

MR. LeBLANC:  So Enbridge's path starts out very similar to Union's.  The first leg of the path is the greenfield new pipe from Kensington to Willow Run.

After that, once on to the DTE system, Enbridge's path goes on to the DTE interconnect with the Vector pipeline at Milford.

And those two components of our path represent the path for which we've contracted with NEXUS, for which we're seeking pre-approval of the cost consequences of.  So it is strictly the Kensington to Milford path and, for that path, we've negotiated a fixed toll of 70 cents US per dekatherm per day.

After that, the third leg of our path is on the Vector pipe, and it is actually on existing capacity that Enbridge already has with Vector today.  And we've arranged with Vector to have a fixed 16 cents US per dekatherm per day toll from Milford to Dawn for the duration of the NEXUS contract, should it be approved and we move forward.

And then just to finish off, for other NEXUS shippers who are coming to Dawn, their path is the same as ours, as far as on the map.  The only difference for them is they've contracted with NEXUS for the full path.  So NEXUS has negotiated transportation by others’ agreement with Vector, and they're offering just the full path to those shippers, rather than it being broken up similar to ours.  But otherwise, it is the same path as we have.

I think we're now moving to the next slide.

MR. SHORTS:  So slide five shows the comparison of the present agreements that Union and Enbridge have executed with NEXUS.

As you can see, Union has contracted for 150,000 dekatherms a day or roughly 158,000 gJs a day, which provides for anchor shipper status, and replaces existing capacity Union had contracted with Alliance, Vector and TransCanada.

As I mentioned on the previous slide, Union's NEXUS contract covers the transportation from Kensington all the way through to the Union St. Clair interconnect, and for that path we have that negotiated fixed rate of 77 cents US.

That rate is subject to a capped plus or minus capital cost tracker, and could change before the contract actually comes into place.

This is the contract again that we are seeking approval for of the cost recovery.

For comparison purposes, as Mr. LeBlanc has just mentioned, to get that gas to Dawn, the landed cost you need to add the Union Gas St. Clair to Dawn rate of three and a half cents Canadian per gJ, or 2.8 cents US per dekatherm, to get a landed Dawn cost of 79.8 cents US per dekatherm to Dawn.

MR. LeBLANC:  So for Enbridge, our contract is similar to Union's in many ways.  But I would just highlight a couple of the differences which we've put in this chart.

First of all, the volume that we -- what I would call the base volume of our contract is 110,000 dekatherms a day, which is about 116,000 gJs a day.

And I say base volume because we've also, as part of our contract, negotiated an option where we could, if we chose, move up to 150,000 dekatherms a day, similar to what Union has contracted for.  But I want to be clear that although we have that option, what we're asking the Board for here is pre-approval of the cost consequences strictly of the base contract of the 110,000 dekatherms a day volume.

Then as we already have discussed, our path is a little different.  It is Kensington to Milford, rather than Kensington to St. Clair in the case of Union, and we've negotiated the 70 cent US per dekatherm per day fixed toll, which is subject to a cost tracker, same as Union's.

I guess of note, if we did exercise the option to move to 150,000, there is the opportunity to reduce our toll by about one-and-a-half cents if we did move to that level, that sort of anchor shipper level.  But we are not asking for that pre-approval here.

MR. SHORTS:  And just to add one point.  The capital cost tracker is structured not off the entire rate, but on only the greenfield portion.  For Union that is 63-and-a-half cents US per dekatherm, and that is what the capital cost tracker would be applied to.

MR. LeBLANC:  I guess I would just add -- I know Chris covered his side, but I would just add one last thing.  If you want to compare to Union's 80 cents that he described, US -- or 80 cents US per dekatherm per day of the full path, ours is the 70 cents on the NEXUS path plus the negotiated 16 cents on Vector, for a total of 86 cents for the full path to Dawn.

I guess then we're on to the final slide.  Now I will just touch on this briefly.  We thought it would be useful to provide a chart of some of the milestones from our point of view of the NEXUS timeline.

So both Enbridge and Union bid into the NEXUS open season in November of 2012.  And then over the next 18 months or so, we proceeded to negotiate our initial precedent agreements with NEXUS.  And around mid-2014 when we were finalizing those agreements, the Rover project was announced.  That Rover project was initially announced as a complete greenfield build of pipe all the way from eastern Ohio all the way into Dawn.

At the time it was announced, it was announced that it already had sufficient supplier support to move forward.

After that, both of us continued to refine our agreements with NEXUS.  We worked on things like path and rates, and other various things to further refine the agreement, to try to bring, I guess, the best value or benefit to the agreement for ratepayers.

Once complete, we immediately filed for pre-approval with the Board and commenced the regulatory process at that time.

And then one of the conditions precedent in both of our precedent agreements was to seek OEB approval for pre-approval for costs by October the 1st.  Leading up to that date we obviously knew that that wasn't going to work, and so in our precedent agreement we had provided the opportunity to waive the date for that condition precedent by 90 days, so we both exercised that.

So I guess we're now here today hoping to reach a conclusion and approval of this for August -- or -- for August.  I wish.  December the 29th is sort of the 90-day extended period.  So that is what we're seeking, and that is all in support of NEXUS maintaining its timeline to have an in-service date of November of 2017.

MR. KEIZER:  Madam Chair, that is the extent of the presentation that the -- Enbridge and Union intended to put in today.  So we could now move to have the remainder of Union's panel join Mr. Shorts, and Mr. LeBlanc retire until Enbridge's panel.

MS. SPOEL:  Let me just see if the...

Yes, I think we will move on.  Before we do that, should we mark this presentation as an exhibit?

MR. KEIZER:  Yes, we should.

MR. MILLAR:  K1.1.
EXHIBIT NO. K1.1:  PRESENTATION.

MS. SPOEL:  I think we will keep our questions for each panel, as opposed to asking any at this point.

MR. KEIZER:  Thank you.

MS. SPOEL:  So thank you very much.

[Mr. LeBlanc withdraws.]

MR. KEIZER:  So if I could ask the remainder of Union's panel to come forward to be introduced and to be affirmed.

Madam Chair, Union's panel members have come forward.  If I could introduce them.  The witness who is to the right of Mr. Shorts is Mr. Jason Gillett.  Next to Mr. Shorts is Mr. Mark Isherwood, and next to Mr. Isherwood is Mr. Greg Tetreault.  If I could ask that they be affirmed.
UNION GAS LIMITED - PANEL 1

Chris Shorts, Previously Affirmed.


Jason Gillett, Affirmed.


Mark Isherwood, Affirmed.


Greg Tetreault, Affirmed.

Examination-In-Chief by Mr. Keizer:

MR. KEIZER:  I have just a very brief direct examination, starring first with Mr. Gillett.

Mr. Gillett, you have been an employee of Union Gas Limited since 2003; is that correct?

MR. GILLETT:  That is correct.

MR. KEIZER:  You currently hold the position of manager, transportation acquisition?

MR. GILLETT:  I do.

MR. KEIZER:  And you have been involved in the preparation of evidence with respect to this matter?

MR. GILLETT:  Yes.

MR. KEIZER:  And do you, on behalf of Union Gas Limited, adopt the evidence that has been filed in this matter by Union Gas?

MR. GILLETT:  Yes, I do.

MR. KEIZER:  And Mr. Shorts, we've obviously met you before and dealt with your title, and you are -- as you know, have been involved in the preparation of this evidence for Union Gas Limited?

MR. SHORTS:  Yes, I have.

MR. KEIZER:  And do you on behalf of Union Gas Limited adopt the evidence that has been filed in this matter?

MR. SHORTS:  I do.

MR. KEIZER:  And Mr. Isherwood, you have been -- you are currently -- sorry.  One moment.

You're currently vice-president, business development, storage, transportation?

MR. ISHERWOOD:  Yes, I am.

MR. KEIZER:  And you have been an employee of Union Gas Limited since 1982; is that correct?

MR. ISHERWOOD:  That's correct.

MR. KEIZER:  And through that time you have had increasingly -- positions with increasing responsibility over the time?

MR. ISHERWOOD:  I have.

MR. KEIZER:  And you have been involved in the preparation of this evidence with respect to this matter?

MR. ISHERWOOD:  Yes.

MR. KEIZER:  And do you adopt on behalf of Union Gas Limited the evidence that has been filed in this proceeding?

MR. ISHERWOOD:  I do.

MR. KEIZER:  And Mr. Tetreault, you currently are manager, accounting and finance -- sorry, manager of accounting and finance support; is that correct?

MR. TETREAULT:  That's correct.

MR. KEIZER:  And you have been an employee of Union Gas Limited since 1998?

MR. TETREAULT:  That's correct.

MR. KEIZER:  And over that time you have had positions of increasing responsibility; is that correct?

MR. TETREAULT:  Yes.

MR. KEIZER:  And you have been involved in the preparation of evidence in this matter?

MR. TETREAULT:  Yes, I have.

MR. KEIZER:  And do you on behalf of Union Gas Limited adopt the evidence that has been filed in this proceeding?

MR. TETREAULT:  Yes, I do.

MR. KEIZER:  The CVs of each of the panelists has been filed.  I don't know if it has been actually marked as an exhibit.  It will be filed, sorry.  It will be filed and it will need an exhibit number for those CVs.

MS. SPOEL:  Thank you.

MR. MILLAR:  Madam Chair, would you prefer to mark those now or wait until we actually receive them?

MR. KEIZER:  I think the Panel has received them.  They have been put forward.

MR. MILLAR:  Oh, I'm sorry.  Okay.  Well, then I think we can safely --


MS. SPOEL:  If we have them we can mark them, because we have something to write a number on.  Here they are.

MR. MILLAR:  So that will be K1.2.

MR. KEIZER:  Thank you very much.
EXHIBIT NO. K1.2:  CV OF WITNESS PANEL MEMBERS.

MR. KEIZER:  I just have one other preliminary matter with respect to direct examination, and that is to you, Mr. Shorts.  It is my understanding that you have a correction to be made to an interrogatory response?

MR. SHORTS:  Yes, that's correct.  It can be found Exhibit BT1.Union.LPMA.5.  It's a minor -- a minor correction, but what we had included in the original response was, we had shown the St. Clair to Dawn toll as three-and-a-half cents U.S. per ^dekatherm and not Canadian per gJ.  And therefore, when we actually convert that three-and-a-half cents Canadian per gJ to U.S. dekatherms, it actually should have resulted in 2.8 cents rather than 3.5, and the resulting toll total, then, is 79.8 cents, not 80.5 that was originally included within the IR response.

MR. KEIZER:  If I could just have a moment, please.

Madam Chair, that is our direct examination.  The panel is now available for cross-examination.

MS. SPOEL:  Thank you, Mr. Keizer.  I think Board Staff is going first; is that correct?

MR. MILLAR:  Yes, thank you, Madam Chair.
Cross-Examination by Mr. Millar:

MR. MILLAR:  Good morning, panel.  My name is Michael Millar.  I'm counsel for Board Staff.  I think I know most of you.

Before we begin, Board Staff prepared a compendium which we have circulated to the parties, and I would propose to mark as an exhibit, and unless there are any objections, that is Exhibit K1.3.
EXHIBIT NO. K1.3:  CROSS-EXAMINATION COMPENDIUM OF BOARD FOR UNION PANEL 1

MR. MILLAR:  All of the documents in it are either already on the record or are documents such as the Board's policy, which are well-known to the parties, so I don't think there are any surprises there.

I should note that we had some administrative issues with pagination, so half the ones we circulated have pages at the bottom, but where we did that it actually took off the reference at the top, so you have either got one that has page numbers or references.  We thought for the panel we would give them the ones with the references because that will hopefully assist them more.   The tabs are all there, so hopefully we won't have any trouble finding the pages I am going to.

So with that as background, perhaps we could start by looking at Board Staff's compendium.  I would like to start the cross-examination with kind of a high-level look at the Board's policies and decisions that will hopefully frame this discussion.

If I could ask you to turn to tab 1.  And it is page 2, written at the top of tab 1.  This is the Board's letter of April 23rd, which introduced the filing guidelines, and it provides some of the Board's rationale, I guess you would say.

So if we could turn to the next page, please.  Yes.  And if you see the second paragraph down -- forgive me, at the beginning I am going to be reading some of these things to you just so we can keep them in mind for the actual questions later.

But you see at the second paragraph it states:

"At these meetings..."

And these were meetings with the stakeholders in building up the guidelines:

"...no substantive issues were raised and stakeholders generally agreed to a pre-approval process for long-term contracts that support the development of new natural-gas infrastructure; example, new pipeline facilities to access new natural-gas supply sources such as LNG plants and frontier production".

You see that?

MR. ISHERWOOD:  I do.

MR. MILLAR:  And then if you could flip to the next tab, please, this was a report -- in fact, I think the letter is referencing this report.  And if you turn to page 4 at the bottom, that is page 4 of the Board's report itself, it is section 3.2, and I think it is page 14 of the compendium.  Again, you will see similar language there, under 3.2, the Board's conclusions -- I guess it is the third sentence in that first paragraph:
“The Board believes that these applications should be limited to those that support the development of new natural gas infrastructure (e.g. new transportation facilities to access new natural gas supply sources).

The Board does not believe that the pre-approval process for long-term contracts should be used for the utility's normal day-to-day contracting, renewals of existing contracts, and other long-term contracts.  These contracts should continue to be addressed in the utility's rate application."

So you have seen that, and I am sure you have read that many times before.  Is that fair?

MR. ISHERWOOD:  Yes.  The only point I would point out, I guess, is the Board's conclusion is not specifically referring to LNG plants or frontier gas.  It is more around the development of new natural gas infrastructure, which I think is a key distinction.

MR. MILLAR:  Although I’ve read them in the wrong order, the letter came after the report, is that correct?  The report is dated -- I didn't do that to trick you; I did that because I put them in the wrong order perhaps.

The report is dated February 11, 2009, and the letter is April 23, 2009.  But I do take your point.

MR. ISHERWOOD:  In the letter is more of a commentary, whereas the Board's conclusions we always take more seriously than the commentary around the Board's conclusions.

MR. MILLAR:  That's a fair comment, thank you.

The Board has spoken to these issues in a number of cases, and I have only pulled one of them out because I think it was the one that had the lengthiest discussion on this.  It was the Board's decision in EB-2010-0300, 0333, and you will see that at tab 3 of the compendium.

And if I could ask you to turn to page 7 of that decision, which is page 28 of the compendium, and if we could scroll down to the bottom of the page there, I am going to read a couple of segments of this decision.

The Board refers to the report and it says:
“As the 2009 report of the Board and the LTC filing guidelines make clear, pre-approval is an unusual regulatory instrument reserved for cases where it is genuinely needed in order to enable infrastructure development."

And then if I could skip ahead to page 9, which is page 30 of the compendium, and again towards the bottom of that page -- I guess this case also dealt with access to Marcellus gas, but the Board made the following comment:
"While it is true that Marcellus natural gas is a new source of supply, technological innovation having created access to otherwise non-recoverable natural gas supplies, it is important to note that it is not so new that it is not already being produced and transported.
"It has been integrated into the market, and it is having an effect on the market.  Moreover, Pennsylvania and New York State can hardly be described as frontier areas, being relatively well-populated with significant and mature natural gas pipeline infrastructure."

I assume you have all seen that before?

[Teleconferencing Interruption]

MR. MILLAR:  Maybe what we will do is, we will have someone actually come in so the line will actually be kept open.

MS. SPOEL:  Good plan.

MR. MILLAR:  Before we were interrupted, I had read you some passages and I think you were probably about to agree with me that you are familiar with this decision, is that fair?

MR. ISHERWOOD:  I am familiar with it.  But I guess that is why I said earlier on that we – sorry, the distinction we make is frontier gas relative to the guideline is around new infrastructure, and I do agree that this application around the Niagara contract that both Enbridge and Union Gas had back in -- this is a 2011 decision, and clearly it was a much different circumstance than we had today.  It wasn't greenfield pipe; it was a very small investment in – or risk of transportation tolls.

So this contract had a risk for Union around seven million.  The contract that is before the Board today is $700 million.  So there are a lot of distinctions, including greenfield, the scope and size of the project, scope and size of the impact on our gas supply plan.

For so for us, it is a different application answer different criteria.  In fact, there is a response to Board Staff IR 2, under T1, that looks at the Niagara application and made it relative to the application for NEXUS, and there is a lot of distinctions.

MR. MILLAR:  Okay, I am not suggesting they're the same case.  I just wanted to go over the Board's findings with respect to applications of this type before.  I accept it is not the application; there are differences.

But just to take a step back from all of that, you would agree with me that almost all of your current transportation contracts were not pre-approved by the Board.  This is for unusual circumstances, as the Board stated.

MR. ISHERWOOD:  We have not had any contract pre- approved.

MR. MILLAR:  So this would be the first one.  You don't disagree with the Board when it said this is for unusual circumstances?

MR. ISHERWOOD:  The only other contract we had of this magnitude would be back in 2000, when we contracted for the Alliance-Vector path, and in 2000 these guidelines weren't available.  I am sure we would have applied had they been available.  But since these guidelines have been available, we have applied a couple of times.  But this truly is the first time we have one of this order of magnitude.

MR. MILLAR:  Okay, thank you.

I have a map in my compendium, but I actually think the map you produced in your slide deck is better.  I am hoping we could have that pulled up.  It is slide 3 of the deck that -- yes, that's the one there.

If we look on that map, we see NEXUS and Rover.  But just so I can orient myself, am I right that generally speaking, the shale gas plays run kind of north-east from -- you see Clarington there, up through Kensington, I guess it is Leidy, Ellisburg -- it is sort of that area, is that right?

MR. ISHERWOOD:  Your compendium map might be better.  It does show the Marcellus and Utica shale on your map.   But that’s correct; it is in that area.  It’s in through Pennsylvania and New York State, and then into Ohio up along Lake Erie.

MR. MILLAR:  I think what I wanted to look at from this map is -- I think you’ve already conceded this point, but there are innumerable pipelines in that area already; is that fair?

MR. ISHERWOOD:  There’s lots of infrastructure in that area, for sure.

MR. MILLAR:  I think you already said you don't consider this to be frontier gas.

MR. ISHERWOOD:  I don't think it needs to be frontier gas; that was my point.

MR. MILLAR:  No, but you don't think it is frontier gas either.

MR. ISHERWOOD:  I'm not sure what frontier gas is, I really don't.  Is that Mackenzie Delta or -- I don't know.

MR. MILLAR:  Do you consider Marcellus to be frontier gas?

MR. ISHERWOOD:  I consider Marcellus and Utica gas to be a brand new resource that's available to North American buyers.  It is brand new and it is becoming -- it is the largest resource in North America.

So from my point of view, it is a game-changer and it is a resource that Ontario needs to be connected to directly.

MR. MILLAR:  And indeed, Ontario already does supply a portion of its gas from Appalachian gas; is that fair?

MR. ISHERWOOD:  That's correct.  There is always some gas coming in from Niagara and Chippawa today.

MR. MILLAR:  You don't have to pull it up, but in response to BOMA 33, Union itself gets something in the neighbourhood of 21,000 gigaJoules a day --


MR. ISHERWOOD:  That's correct.

MR. MILLAR:  -- presumably from Appalachia.

MR. ISHERWOOD:  Well, we buy it from Niagara and I assume it’s from Appalachia.  That is the most likely case.

MR. MILLAR:  I won't ask you to speak for Enbridge, but they get even more than that, I think.  Is that right?

MR. ISHERWOOD:  Just starting November of this year, they started getting 200,000 dekatherm -- sorry, 200,000 gJs a day at Niagara and Chippawa.

MR. MILLAR:  So would it be fair to say that NEXUS is a new and direct path for Appalachian gas to Dawn, but it is not necessarily the only path.

MR. ISHERWOOD:  It is the only path directly to Dawn.  Not the only path in Ontario.

MR. MILLAR:  Well, it is the only direct path to Dawn?

MR. ISHERWOOD:  That's correct.

MR. MILLAR:  You could get gas from Appalachia to Dawn, presumably through other routes.

MR. ISHERWOOD:  Not of the nature we're talking about.  In terms of the 150 Union is contracting for, the 110 Enbridge is contracting for, I would say the NEXUS path is the only path.

MR. MILLAR:  Well, there is also the Rover path, is that right?

MR. ISHERWOOD:  Our understanding it is sold out,  so --

MR. MILLAR:  Okay.  But Rover would be a direct pipeline that more or less follows the route of NEXUS, is that fair?

MR. ISHERWOOD:  Yes.

MR. MILLAR:  Where does Rover stand with respect to regulatory approvals?

MR. ISHERWOOD:  They have also applied to FERC for approval. They took a slightly different path than the NEXUS.

Rover was just advised by FERC, I think last week or earlier this week, that they may be delayed by six months or so.

MR. MILLAR:  Delayed?  They have already filed, is that right?

MR. ISHERWOOD:  They’ve filed.  In terms of service date, it may be delayed in terms of process.

MR. MILLAR:  NEXUS has not yet filed, is that right?

MR. ISHERWOOD:  NEXUS has done a pre-filing and they're doing the formal full filing in the next week or two.  But NEXUS still believes that the November 1 in-service date is attainable.

MR. MILLAR:  Okay, could you turn to tab 4 of the Board Staff's compendium?  It is page 37 of the compendium.  I think this is the map you were -- you invited me to have a look at before.

So I wanted to talk about the extent to which the project is greenfield.  Am I right that the portion that starts at Kensington -- and it is kind of the yellow highlighted dotted line and runs to just southwest of Detroit, I think the point is called Willow Run, though it is not marked on the map -- that is brand-new greenfield pipe; is that right?

MR. ISHERWOOD:  Yes, that's correct.  I guess it might be easier to -- if you want to talk about greenfield versus existing, the other map actually is a really good --


MR. MILLAR:  I think you might be right.  Whichever map I take you to is the wrong one, so maybe we could go to -- back to the last map.

Is it the next page?

MR. SHORTS:  I believe it would be the next slide.

MR. MILLAR:  Okay.  That's perfect.  Yes.  So you see Kensington, Willow Run.  That is greenfield new pipe, that is the NEXUS pipe; is that right?

MR. SHORTS:  That's the NEXUS greenfield pipe that is currently forecast to be two billion dollars.

MR. MILLAR:  Okay.  But you're actually seeking approval for the cost consequences of a contract that runs from Kensington, essentially all the way to Dawn; is that right?

MR. SHORTS:  No.  We're actually seeking approval of the contract that runs from Kensington to the St. Clair interconnect.

MR. MILLAR:  To St. Clair, because the rest is Union's own pipeline.

MR. SHORTS:  Correct.

MR. MILLAR:  Okay.

MR. SHORTS:  The Kensington to St. Clair is both greenfield and the transportation by others that NEXUS has contracted with DTE to provide the service to Union.

MR. MILLAR:  Okay.  Willow Run to St. Clair is not greenfield.  Would you agree with that?

MR. SHORTS:  It is not.  It is using existing facilities, although there may end up being some requirement to do some work on the DTE.  That would be the responsibility of DTE, and then recover those costs through the transportation charged to NEXUS.

MR. MILLAR:  And if I look at the map -- I'm not sure if this is quite to scale -- is it almost a third of the route that would be not greenfield?  I mean, just ballpark?

MR. SHORTS:  I don't know if it's to scale, but on that map?  It looks like about one-third.

MR. MILLAR:  It is not a tiny portion, it is a significant part of the route would be existing pipelines?

MR. SHORTS:  I don't know the length, but by what shows on the map that would be about one-third.  And not a significant -- an insignificant portion.

MR. MILLAR:  So with reference to the Board's guidelines, what's the rationale for having pre-approval for existing pipe in the ground?  For a contract that involves a good chunk of existing pipe in the ground.

MR. ISHERWOOD:  The rationale is the NEXUS -- NEXUS company, if you want to call it that, is actually contracting on DTE to create part of their path.  TransCanada is the same thing.  They contract on our system to provide services to their customers for Dawn to market, for example.

Even though the first part of their service is transportation by others on our system, they go from Dawn to market, they use Dawn to Parkway on Union's system first.  It is an efficient way for other pipeline companies to reach market, rather than building greenfield pipeline all the way to Dawn.  It is more economical and better for environmental footprint, et cetera, to use as much existing infrastructure as possible.

But the NEXUS path goes the entire way from Kensington to the U.S./Canadian border at St. Clair.  So that is the contract with NEXUS is that point of Kensington, receipt to delivery at St. Clair.

MR. MILLAR:  So it is a single toll from Kensington to St. Clair?

MR. ISHERWOOD:  Yes, it is.  It is a single nomination, is a single bill, it's a single everything.

MR. MILLAR:  Is there an option just to have a contract from Kensington to Willow Run?

MR. ISHERWOOD:  There's not.  The contract with NEXUS goes to St. Clair.

MR. MILLAR:  Well, that is the contract you have, but --


MR. ISHERWOOD:  Right.

MR. MILLAR:  -- is that something you explored just for the greenfield portion?

MR. ISHERWOOD:  We looked at it, but it's from the point of view of having one nomination, one bill, our preference is to have NEXUS take the gas all the way to St. Clair.

MR. MILLAR:  No doubt you need to get the gas.  In fact, you need to get the gas to Dawn.

MR. ISHERWOOD:  Our preference is NEXUS take it all the way to St. Clair.

MR. MILLAR:  Well, so why is that your preference?

MR. ISHERWOOD:  It is simpler, it is easier.  From a coordination point of view we want to go from point to point.  And likewise, for the producers that are taking capacity on this pipeline, they're going from Kensington all the way to Dawn, using transportation by others.

MR. MILLAR:  As I understood the rationale behind the pre-approval of contracts, taking out the part -- the references to frontier gas, it is to support the creation of new infrastructure.  And I don't see will Willow Run to St. Clair as being new infrastructure.

MR. ISHERWOOD:  It is part of the bigger picture, it is a small piece of the bigger picture.  The bigger picture is getting access to Kensington, and that is a two billion dollar part of the project.

MR. ISHERWOOD:  And it's not to say there isn't going to be new infrastructure required on DTE and for that matter even Vector with meter capacity into Dawn.  But that is the responsibility of those customers to provide that to NEXUS, and NEXUS has contracted for that to cover off those costs.

MR. MILLAR:  Okay, I think I will move on.  Thank you for those answers.

I would like to talk about Dawn and get a better understanding of the potential for you to take additional deliveries at Dawn.

And maybe we can start this discussion, if you could turn to tab 5.  It is page 39 of the compendium.  It is just a single page.  This is a helpful pie graph that shows your supply into Dawn in 2015 and projected for 2017.

So obviously the biggest change you see is NEXUS.  It goes from zero to 30 percent from 2015 to 2017.  There's some other changes as well, but the one I wanted to focus on was, for 2015 you source about 8 percent of your gas directly from Dawn; is that right?

MR. ISHERWOOD:  That's correct.

MR. MILLAR:  And it says "Dawn other".  What does "other" mean?  Is this all stuff you get at Dawn?

MR. ISHERWOOD:  In 2017 we still have 100 -- I believe 150,000 gJs a day of uncommitted supply still.  So at this point we have not bought it on any other option.  So as a placeholder we put that at Dawn for now.

MR. MILLAR:  Okay.  But almost all of this would be gas you supply at Dawn?

MR. ISHERWOOD:  But the 150 that we have not yet done any deals on or contracted any path on yet, that will eventually get allocated amongst other pieces of the pie here.

MR. MILLAR:  Okay.

MR. ISHERWOOD:  Some may stay at Dawn.  Like, the 8 percent may go to 10 or something, but I would suspect that some other parts of this pie will expand as we get closer to November 1 of 2017.  There is 150,000 gJs a day still uncommitted.

MR. MILLAR:  Might you get that at Dawn?

MR. ISHERWOOD:  You might.  We will make those decisions as we get closer.  But as I said, I think the 8 percent may grow a little bit, buying some of that 150 at Dawn, but we may buy it at Niagara, may buy it at Dawn Vector, we could buy it anywhere.  We just haven't made those decisions yet.

MR. MILLAR:  All right.  Well, I wanted to talk about the possibility of getting it from Dawn.  Dawn is a liquid hub.

MR. ISHERWOOD:  It is.

MR. MILLAR:  And I understand what you can do there is, instead of buying your gas from wherever else you can just buy it directly at Dawn.

MR. ISHERWOOD:  That's correct.

MR. MILLAR:  That is how that works?  Okay.

And so are you -- I understand you're anticipating more gas at Dawn, whether it be from Rover or NEXUS or what-have-you, but will the supply of gas increase at Dawn?

MR. ISHERWOOD:  If Rover and NEXUS, either or both, get built, it will increase at Dawn.  If neither gets built, then obviously it won't.

MR. MILLAR:  And is that why you're showing you will get more gas at Dawn in 2017?  There will just be more gas available for purchase?

MR. ISHERWOOD:  No, it is just out of convenience.  We're just trying to keep a placeholder for the fact we still have to commit to more supply from somewhere.  So because we don't know, the default is Dawn.

MR. MILLAR:  Okay.  So you could get 17 percent of your gas from Dawn?

MR. ISHERWOOD:  It is unlikely we would do that.  We would try to diversify and spread that gas around.

MR. MILLAR:  What annual volume does the 17 percent represent, approximately?  The chart didn't show the total, the actual number.

MR. ISHERWOOD:  The total transportation is around 450,000 gJs a day, so 17 percent of that would be an approximation.

MR. MILLAR:  Okay.  Could you turn to tab 6 of the compendium, please.  This is a BOMA interrogatory, Interrogatory No.2.  It is page 41 of the compendium, but it is just a -- it is just a one-pager.

So just to summarize what we see here.  It is your understanding that the total planned capacity of NEXUS is about 1.5 million dekatherms a day?

MR. SHORTS:  Yes, 1.5 Bcf a day is correct.

MR. MILLAR:  And can you help me with the conversion?  How does a dekatherm compare to either a Bcf or a gigajoule?

MR. SHORTS:  So the dekatherm^ and Mmcf and Bcf are essentially the same.  So 1.5 million-dekatherms, 1.5 Bcf, 1.5 Mmcf.

MR. MILLAR:  Okay.

MR. SHORTS:  GJ, 5 percent -- about 5 percent greater.  So our 150,000 dekatherms is equated to about 158,000 gJs.

MR. MILLAR:  So it is similar no matter --


MR. SHORTS:  Yes.  Similar.

MR. MILLAR:  All right.  So of this 1.5 million dekatherms, you're expecting about 760,000 dekatherms to flow to Dawn?

MR. ISHERWOOD:  On NEXUS, that's correct.

MR. MILLAR:  On NEXUS.  And of that 760,000, you and Enbridge are contracting for 260,000 of that?

MR. ISHERWOOD:  That's correct.

MR. MILLAR:  And that is about 35 percent?

MR. ISHERWOOD:  That's correct.

MR. MILLAR:  And the remaining 65 percent, do I understand that that's been contracted largely by producers and suppliers?

MR. ISHERWOOD:  We understand that to be among three producers.

MR. MILLAR:  Okay.  And I guess what they plan to do is take that gas to Dawn and try and sell it there; is that right?

MR. ISHERWOOD:  What they have contracted for with NEXUS is to go from Kensington to Dawn, and they will have the optionality to drop that off anywhere along that pipeline path, so there will be interconnects with utilities in Ohio, power plants in Ohio, power plants in Michigan, and utilities in Michigan, so we're basically at the end of the line.

MR. MILLAR:  Okay.  But --


MR. ISHERWOOD:  They will flow to the highest price market on any given day.

MR. MILLAR:  Which could well be Dawn.

MR. ISHERWOOD:  Could well be Dawn.  We hope it is.

MR. MILLAR:  They're bringing a lot of extra gas into Dawn?  Is that fair?  If you're willing to pay for it?
^
MR. ISHERWOOD:  Willing to pay for it's correct.

MR. MILLAR:  What about Rover?  Do you have an estimate of how much gas is expected to flow into Dawn on Rover?

MR. ISHERWOOD:  We understand that the contracts they have as far as Dawn is around 900,000.

MR. MILLAR:  Dekatherms?

MR. ISHERWOOD:  Again, their customers will have the same option to drop that gas off along the way as well.

MR. MILLAR:  So that could potentially be another almost one million dekatherms getting to Dawn?

MR. ISHERWOOD:  0.9, that's correct.

MR. MILLAR:  0.9, fair enough.  And to the extent that that gas reaches Dawn, Union could purchase that gas, is that fair?

MR. ISHERWOOD:  Yes, yes.  Any buyer at Dawn could buy it.

MR. MILLAR:  Anybody could buy it, and presumably -- I understand that Rover has been -- all the contracts on Rover are producer suppliers.

MR. ISHERWOOD:  That's our understanding.

MR. MILLAR:  Presumably, they're taking it to Dawn because they want to sell it at Dawn, or along that route.

MR. ISHERWOOD:  That's correct.

MR. MILLAR:  It is not spoken-for gas for an end use customer already.  They're looking for customers.

MR. ISHERWOOD:  We don't know.  I suspect it is largely unsold, but I don't know.

MR. MILLAR:  Okay.  Given that –- I mean, you’ve told me the 17 percent in the chart I took you to earlier is probably not 17 percent from gas.  It seems to me that if NEXUS and Rover get built, or even only one of them get built, there is going to be an awful lot more potential gas coming into Dawn that you could purchase.  Is that a fair statement?

MR. ISHERWOOD:  Go back to our supply -- our gas supply buying principles.  We also have focussed on having diversity of supply and security of supply.

So Union has always gone back into the basin to buy gas.  So today we buy gas at the start of Alliance, which is in south-eastern B.C.; that is a basin.  We buy gas in Alberta.  We buy gas in the Gulf coast.  We buy gas in the mid-continent.  They're all supply regions.

So the NEXUS contract we're asking for approval for today takes us back to a brand new basin that is rapidly expanding and has become the biggest and largest.  Today, just to put it in perspective, the Marcellus production is equal to, or slightly bigger than Alberta when it was at its peak four or five years ago.  It’s 20 Bcf a day.  Alberta peaked at 18 Bcf a day and we expect Marcellus, by 2035, to be twice that.

So we just -- our perspective is it’s very important for Union and for Ontario to get direct connectivity between the Marcellus-Utica basin, often called the Appalachian basin, and Dawn.  Dawn is a great hub, the second-best hub in North America, and needs to get fed directly from Marcellus.  We would not take 150 a day and just plop it in at Dawn and start buying at Dawn.  We would look for other ways to get to supply basins, at least for part of it.

MR. SHORTS:  Yes, and to add to that, one distinction you have to recall is that the utilities are pretty much the only -- the only entities that have that capability of contracting upstream.

Most of your end users who want to, you know, buy at Dawn, they really don't have the capability or desire to go upstream of Dawn.  We've seen that with them not wanting us to continue with our vertical slice program, et cetera, wanting to get back to Dawn as part of the Parkway delivery obligation shift.

So every unit of gas that we buy at Dawn is a unit of gas that won't be there available for, say, end users to be able to buy.

MR. MILLAR:  Okay.  I think I understand your answer on this.

Is it fair to say there would be more -- all else being equal, you could get more contract flexibility for gas you buy at Dawn?  You wouldn't have to go for a 15-year term, for example, to buy gas at Dawn?

MR. ISHERWOOD:  It may be a higher price.

MR. MILLAR:  No, I understand.  I'm saying all else being equal, there is more flexibility with contracting and gas you buy at Dawn?

MR. ISHERWOOD:  You buy gas at Dawn on the day, in the month, in the year; it is a very liquid hub.

MR. MILLAR:  That would be one of the great advantages of using Dawn.  The disadvantages I heard you discuss, but that would be an advantage of buying directly at Dawn -- presumably why you already buy a good portion of your gas at Dawn?

MR. ISHERWOOD:  We buy less than 10 percent today, and likely would stay at that percent going forward.

MR. MILLAR:  Okay.  Again, I am just about done on this point.

Rover, I understand, is already fully contracted, is that right?

MR. ISHERWOOD:  That's our understanding.

MR. MILLAR:  But would it be possible for you to subcontract some of that from the producers and suppliers who are already on Rover?  Again, they're looking to sell that gas; that's something you might be able to access?

MR. ISHERWOOD:  Typically, the reason a producer has a contract on Rover or NEXUS is to get to a higher value market.  They're trying to take gas that’s in a low value market and move it to a high value market to recover more revenue, basically.

So I don't think they would be necessarily willing to assign capacity to give to us.  But they would definitely be happy to sell us gas at Dawn, but at a higher price than had we been at Kensington and bought it ourselves.

MR. MILLAR:  It would depend on what the market dictated, I suppose.

MR. ISHERWOOD:  If they thought the capacity wouldn’t recover the money, they wouldn’t take the capacity.

They have taken the capacity with the belief that it will be od investment for them, and they will make more money in the long-term.

MR. MILLAR:  I guess time will tell if they're right on that or not.

MR. ISHERWOOD:  Sure.

MR. MILLAR:  Let's move on.  I am hoping this is a quick one.

Could you turn to tab 7 of the compendium, please?  I am just trying to reconcile some data and maybe it will be done by undertaking, if that is easiest.

This is a response to a FRPO interrogatory, and it show the supplies -- the sources of gas coming into Dawn, I believe, or coming into the transmission system.  Maybe that explains it.

But just take, for example -- the print is a bit small, but you see there is Vector at the bottom.  And if you swing over to 2017, it shows fifty-one percent coming from Vector.

We just couldn't reconcile that with the pie graphs we had earlier, if you could flip back a couple of pages in the compendium.

It, for example, shows Vector down around 23 percent for 2017, and we just couldn't -- I'm assuming these are talking about different things, but we couldn't reconcile that data.

MR. ISHERWOOD:  They are different things.  I think the pie charts are probably a better representation.

I mentioned on the first pie chart discussion that the Dawn number – ^you had asked why it went from 8 percent to 17 percent.  It was because we used the 150,000 of uncommitted supply we need for 17, we put that as Dawn supply.

On these charts, we put it as part of the Vector delivery because the question was more around what transmission capacity is being used to deliver the gas.  So we just assumed that that 150 would be delivered on the Vector path.

But in terms of where the gas is coming from, I think the pie chart on the earlier exhibit is more accurate.

MR. MILLAR:  Sorry, what is tab 7 actually showing then?  What is the difference?

MR. ISHERWOOD:  The question was to show how the gas is showing up on what transmission lines, whereas the pie chart was asking what is your supply mix.

So the assumption on the supply mix question in the pie chart was this uncommitted block of supply, which is obviously causing a bit of confusion this morning.  We assumed that was Dawn supply in the pie chart.

Then when you asked the question -- there is no Dawn transportation.  If you go down on the bar graph, there is no Dawn listed.  So Dawn is coming somehow, some way on some pipeline.

So we made -- because the question was around which pipeline is this gas all coming to you on, we made the assumption on the paragraph it was coming in on the Vector path as an assumption.

But as I mentioned earlier, we will buy that gas from a variety of places probably, and this is only a placeholder in the assumption here.  But I do agree the 51 percent across the page is confusing; the pie chart is a better analogy.

MR. MILLAR:  Okay, I will leave it at that.  It is actually Mr. Quinn’s interrogatory, so if he is not satisfied, he may choose to follow up.

Can we turn to tab 8, please of the compendium?  I want to discuss the different estimates of the two utilities for the Dawn landed price.

And if we could flip to the next page -- and we made need our glasses unfortunately.  Oh, this is --


[Laughter]

MR. MILLAR:  We may have to have this blown up.  Just so we know where I'm going, this is Union's response that discusses the landed gas -- this is your landed cost gas analysis, is that right?

MR. SHORTS:  Correct.

MR. MILLAR:  If we look at the third row down, it says NEXUS/St. Clair.  You can see it on your page there.  If you go all the way across to the landed cost, you've got it at -- again this is for 2017 to 2032 -- $6.70, is that right?

MR. SHORTS:  That's correct.

MR. MILLAR:  So that would be using the NEXUS pipeline?  That is the cost of using the contract that you are seeking approval for?

MR. GILLETT:  That would be correct.

MR. MILLAR:  If we skip down to Dawn, which is about four rows lower, and you go all the way across, your Dawn landed price for that time period is shown as $7.38.  Is that right?

MR. SHORTS:  Correct.

MR. MILLAR:  So the delta there is Dawn is 68 cents more expensive, in your analysis?

MR. SHORTS:  That is the analysis that -- when we were using the ICF provided numbers, that is the result of the analysis.

MR. MILLAR:  And this is obviously important, right, because much of the gas savings we're talking about depend on the landed price for NEXUS gas?

MR. SHORTS:  Yes.  I think it is important, though, that really -- what the landed cost is supposed to represent is really just a representation.  It's not going to be absolutely accurate.  They change from time to time.  It all depends on the assumptions going in.

I think one of the things that is most important is we -- this is really not about landed cost.  It is really about diversity and security of supply, and not so much landed cost.

The cost is shown as reasonable and when we quoted the gas cost savings, that was quoted against our current portfolio of Alliance, Vector and TransCanada.

MR. MILLAR:  Okay.  But it is an input into your decision, I assume.

MR. SHORTS:  It is an input into the decision process.

MR. MILLAR:  And the best information you have right now is that Dawn will be about 68 cents more expensive than NEXUS?

MR. SHORTS:  When this analysis was run, that was the result.

MR. MILLAR:  And you haven't run it since?

[Witness panel confers]

MR. MILLAR:  Is 68 cents the best number?

MR. GILLETT:  We have run it more recently than this, and it comes out with similar results.

MR. MILLAR:  Okay.  So I can use 68 cents for the purpose of this discussion?

MR. GILLETT:  It's indicative, yes.

MR. MILLAR:  Okay.  Enbridge did its own analysis, which I am sure you are aware of.  So if you could flip a couple of pages ahead.  It is actually in tab 9, and you will see a similar chart on page 2, which is page 49 of the compendium.  Okay.  Again, we may need to have that blown up a little bit.

But if you look at the top, we have the same -- we have -- you will see -- there we go -- Dawn, second from the top.  And if you go across, their estimate is $5.08 for Dawn.  And if you flip -- if you go down you can see the NEXUS base case about five or six down, and again, if you go across it is 5.55 is their estimate of the landed cost.

So I guess two things stick out at me.  The first is, is that their numbers are quite different from yours.  But just as importantly, for them they have Dawn at 47 cents cheaper than NEXUS, whereas you have it as 68 cents or whatever it is more expensive.

And Mr. Shorts, I heard you, I accept these are -- these are your best estimates going forward and no one expects them to be 100 percent accurate.  But it strikes me, these are quite different.

I'm wondering if you have any insight as to why your numbers are so different from Enbridge's.

MR. SHORTS:  I think it is predominantly the resource.  So we use ICF.  ICF has been a long-standing resource that we use for long-term landed cost analysis.

And we know that they have a pretty sophisticated model that calculates various nodes, and I think one of the distinctions is, you know, nodes and points aren't necessarily absolutely equal.  A good example is, you know, they may have a node called Niagara.  That might not be absolutely the Niagara point, but a combination of the area.

So that's one of the differences.  But I think from an ICF perspective we have used them for as long as I can recall to be our -- our guide for the long-term landed cost analysis.  We don't make any adjustments to their forecast, et cetera.

MR. MILLAR:  Do you know if ICF assumed Rover was built or was not built?

MR. SHORTS:  ICF doesn't assume particular projects get built, but they will assume a certain volume of incremental gas gets delivered into, say, for example, Dawn in this case.

MR. ISHERWOOD:  And their assumption is a Bcf a day of new pipeline coming to Dawn.

MR. MILLAR:  Okay.  So if I -- NEXUS and Rover together would be about 1.8 million; is that right?  No, it is more than that.

MR. ISHERWOOD:  No.  Around 1.6 or something like that.

MR. MILLAR:  I thought Rover was .9.

MR. ISHERWOOD:  Right.

MR. MILLAR:  And what is --


MR. SHORTS:  .9 plus the 760, so --


MR. MILLAR:  Right.  So 1. --


MR. SHORTS:  1.6 range.

MR. MILLAR:  Okay.

MR. SHORTS:  But you have to remember that ICF is looking at an annual number, not a capacity on a day number.
MR. MILLAR:  No, I understand --


MR. SHORTS:  So they expect, on average, a Bcf a day of incremental gas will be showing up either through NEXUS/Rover come 2017 into 2018.

MR. ISHERWOOD:  Capacity is different than actual flows, I think what we're saying.  The flow -- the average flow would be a Bcf a day.  Maybe 1.6, 1.7 of capacity.

MR. MILLAR:  Okay.  And do you happen to know if that's one of the key drivers of the difference?  Or is that something I should take up with Enbridge -- or my co-counsel should take up with Enbridge?  Like, do you know if they assume more gas getting into Dawn?

MR. SHORTS:  I don't know the assumptions that they have placed within their costs.

MR. MILLAR:  Okay.  I think this probably goes without saying.  To the extent ICF had predicted more gas getting into Dawn, I assume that would drive the price down somewhat?

MR. ISHERWOOD:  It may.  I think the other difference -- and you can explore with Enbridge, but I think with ICF their model goes out a long period of time, 15, 20 years.  I think the Enbridge information may not go quite as long, and they modify it to cover the last part of the period of the contract.  So it might be a different way the models work as well.

MR. SHORTS:  We know Enbridge does not rely, for example, on ICF numbers.  So -- like we do.

MR. ISHERWOOD:  Different source.

MR. MILLAR:  All right.  So we will take that up with Enbridge.

I would like to talk about the estimated gas cost savings that arise in your analysis from this contract.  And if I read the application correctly -- I don't think you have to pull it up -- but your best guess is that NEXUS could save customers in the range of $700 million over the term of the contract.  Is that about right?  I think I read that at page 41 of Exhibit A, if you...

MR. SHORTS:  It is anywhere from 700 to 900, depending on where the capital cost tracker and the ultimate rate ends up.  The 700 million was the most conservative, assuming that the capital cost tracker in the final rate was at plus 15 percent.

MR. MILLAR:  Okay.  Oh, it was, okay.  So if it's actually at zero, if there is no -- if the capital tracker is not engaged the savings are higher.

MR. SHORTS:  The savings are about 800 million.  And if we actually get the discount to the full extent and it is minus 15 percent, it is almost 900.

MR. MILLAR:  And those are your best -- those numbers haven't been updated since then?

MR. SHORTS:  No.

MR. MILLAR:  Okay.  And if I understand it, the source of these savings is that the landed cost of NEXUS is going to be a lot lower than whatever NEXUS replaces; is that fair?

MR. SHORTS:  It was lower than the Alliance/Vector landed cost and the TransCanada landed cost, yes.

MR. MILLAR:  Okay.  And that's what I was going to get to.  That's what -- you proposed to displace that Alliance^ and the TCPL mainline^ gas with NEXUS gas?

MR. SHORTS:  Correct.

MR. MILLAR:  And that's -- so to get to that 7- to 900 million, whatever the number is, you simply took the delta^ on those and multiplied it by the volume, some analysis like that?

MR. SHORTS:  That's correct.

MR. MILLAR:  Okay.  Currently, is it fair to say that your western Canadian gas supplies that flow on TCPL are the most expensive part of your supply portfolio?

MR. SHORTS:  On a landed cost basis it is the most expensive part of our portfolio and traditionally has been on a landed cost forecasted basis.

MR. MILLAR:  And Alliance is up there as well?

MR. SHORTS:  Correct.

MR. MILLAR:  And would it be fair to say that whether or not you contract on NEXUS or you enter -- whether or not the Board approves this application, you would be reducing your supply of long-haul on TCPL in any event.  Is that fair?

MR. SHORTS:  We are reducing the -- both those Alliance/Vector and the TransCanada contracts already.  Correct.  We are reducing those.  The Alliance/Vector ends in about two weeks, November 30th.  And the TransCanada contracts will shift to short-haul when TransCanada is able to provide the facilities to make that happen.

MR. MILLAR:  So whatever you replace those contracts with will be cheaper than the current arrangements; is that fair?

MR. SHORTS:  That would be the expectation, yes.

MR. MILLAR:  And that is not accounted for in your gas cost savings analysis.  The base case you use is the TCPL, mainline, and Alliance/Vector?

MR. SHORTS:  Correct.  We were just looking for a proxy, and the proxy was what were the current capacities contracted and sources, versus what they will be in '17-'18.

MR. MILLAR:  I see.  Okay.  So the 700- to 900 million, that is not -- a portion of those savings will happen in any event?

MR. SHORTS:  Correct.

MR. MILLAR:  Have you done any of the analysis on what that number would be?

MR. SHORTS:  No, we have not.

MR. MILLAR:  I appreciate that would be difficult because you don't --


MR. ISHERWOOD:  We don't know the sources.

MR. MILLAR:  Okay.  Again, still some questions on Dawn.  Tab 10 of the compendium.

Madam Chair, I think you were going to look for a break at some point.  Somewhere closer to 11:00?  Would that be suitable for the Panel?  Or what -- I'm in your hands.

MS. SPOEL:  Whatever works.  I think we should take a short break since we're only sitting for the morning, but it would be good to take a short break, and anytime between now and 11:00 that works for cross-examination --


MR. MILLAR:  Okay.  I will go another ten or 15 --


MS. SPOEL:  -- is fine --


MR. MILLAR:  -- and find a spot.

Could you turn to -- again, this is tab 10, and it is the last page of tab 10, which -- of the compendium is page 56, I believe.  Again, this is a response to an APPrO interrogatory.  Interrogatory 2.  And it is just talking about the incremental supply that will come into Dawn on Rover and NEXUS.  It is about .3 petajoules; is that right?

MR. ISHERWOOD:  That's correct.

MR. MILLAR:  I think we have discussed this, so I don't want to belabour the point.  But that would tend to increase the level of liquidity at Dawn; is that fair?

MR. ISHERWOOD:  Yes.  We view the building of Rover and/or NEXUS to improved liquidity at Dawn.

MR. MILLAR:  And .3 petajoules, as a percentage of existing capacity we calculated about 5 percent.  Is that fair?  If it is not you can give me the number, but...

MR. ISHERWOOD:  I'm not sure how you define total capacity.  Is that total capacity into Dawn?

MR. MILLAR:  Yes.

MR. ISHERWOOD:  I would have to do the math.  I don't know.

MR. MILLAR:  Would you mind taking an undertaking for that?

MR. ISHERWOOD:  We can do that.

MR. MILLAR:  We had about 5 percent.  If it is a different number, we don't want to misstate anything.

MR. KEIZER:  I think that is fine, Madam Chair.

MR. MILLAR:  Okay.  It's J1.1, and it is to provide the -- what percentage of the .3 petajoules would be of the existing capacity into Dawn. 

MR. ISHERWOOD:  My colleagues are saying it is .3 divided by seven, whatever that math is.

MR. MILLAR:  That doesn't help me.

MR. GILLETT:  It is about 4.2 percent, so close.

[Laughter]

MR. MILLAR:  We don't need an undertaking then.

MR. GILLETT:  4.2.

MR. MILLAR:  Do you have to expand any of the facilities at Dawn to accept this new gas?

MR. ISHERWOOD:  Vector will need to expand their measurement station at Dawn, which is a pretty straightforward thing.

MR. MILLAR:  And that’s something Vector does, not you?

MR. ISHERWOOD:  We would do it on behalf of Vector, but Vector would pay for it. 

MR. MILLAR:  Got you.  Can you turn to tab 11, please, of the compendium?

MR. ISHERWOOD:  Just on the 0.3, I think there was a discussion around that at the technical conference as well.  And from my perspective, there are other things to think about as well, in terms of – we’ve talked about how much capacity is contracted on Rover and NEXUS to get to Dawn is 1.6 pngs.  So people ask the question -- or Bcf a day.

So people ask the question, well, if you get 1.6 coming in on two pipelines, why is only .3 showing up at Dawn.

A couple of things happening in the background.  One is that Vector has a lot of turn-back capacity.  Vector was largely built to move gas from Chicago to Dawn, but also to move Alliance gas that comes to Chicago.

A lot of people are turning back Alliance, including Union and Enbridge.  So Vector is getting turned back.

So part of the volumes being contracted with Rover and NEXUS is really the de-contracted volumes on Vector.  So the fact that Vector is getting decontracted, then really fully re-contracted back up is a good thing as well.  So we're actually getting a pipeline fully recontracted through the construction of Rover and NEXUS.

So it is more happening than just .3.  There is a lot of things happening in the background.  I also expect a load factor of Vector, which could potentially be higher as well.  So the .3 itself is a small number, but there is other things in the background that makes it much more significant.

MR. MILLAR:  Okay, thank you for that.  Again this is on a similar point, but tab 11 is a response to a LPMA interrogatory, and I just want to make sure that we're all on the same page here.

If you look in the response A, the second paragraph, and this is about liquidity at Dawn, it states:
"With the benefits that the NEXUS pipeline will bring to the natural gas market at the Dawn hub, it is reasonable to expect that the current level of liquidity at Dawn will be supported."

And then if you could flip to tab 12, this is a response prepared by your consultant, is you Sussex Economic Advisors LLC, and it states at the top:
“In aggregate, NEXUS will enhance the liquidity at the Dawn hub as it will diversify the gas supply available to the Dawn hub^.”

So I didn’t see those interrogatory responses as actually saying the same thing.  One said maintain, the other said enhance.  But I think, Mr. Isherwood, I heard you say earlier that it will enhance. 

Maybe you could just clarify and help me with these two responses. 

MR. ISHERWOOD:  Yes, fair enough.  And if I were to change a word on that IR it would be not support, but enhance.

So I think it is probably understated.  Elsewhere in evidence, in IRs, we do talk about it being enhanced.  I think Sussex does do a good job in terms of why it would be enhanced, and our belief is that it would be enhanced.

Any time you have a new pipeline to a new basin, it can only do good things to Dawn.

MR. MILLAR:  Okay, I that answers that.  Thank you very much.

I want to talk about diversity.  It is one of the things you have mentioned a few times in both your initial presentation and in our discussions this morning. 

Could we go back to tab 5 of the compendium?  That is the pie graph again, and it is at page 39 of the compendium.  This shows both 2015 and 2017.

One of the benefits of NEXUS you’ve discussed is increasing diversity.  Is it fair to say, though, that in 2015, the supply at Dawn is already pretty diverse? 

MR. ISHERWOOD:  It is, but between the two pie charts -- I want to also talk about Union North in a second.  But between the two pie charts which is Union South, there’s really two things happening between 2015 and 2017.

The first is in the bottom right corner, the WCSB, which is Alliance and Vector.  That's going to zero.  And as Mr. Shorts mentioned, that happens in a couple of days.  So that piece of our diversity in securing supply is lost.

As well, the WCSB in the bottom left-hand corner the TCPL goes from 15 percent down to three percent, so that is greatly reduced.

So if you look at those two changes by themselves, we're having a reduction in diversity and security of supply.  It’s being replaced by us contracting on a direct path to the Appalachia NEXUS path, which gives us more security, more diversity. 

And I think even a more bold of view of this -- if you could bring up -- I guess it is page 29 of Exhibit A. 

So there is a few pages before this.  It is not in the compendium, this is actually in the evidence. 

MR. MILLAR:  That is the north portfolio? 

MR. ISHERWOOD:  The north portfolio.  I think it is more drastic, I think, in terms of diversity and security of supply.  


So the first pie chart shows the north portfolio today, and the north today is supplied 100 percent from Western Canada.  It has been since the beginning of time, and it is where the supply goes from Thunder Bay to Cornwall, supplied a hundred percent through TCPL.

Through the contractual changes, we have been able – and this goes back to the settlement agreement that the three utilities signed with TCPL, and it’s opened the path for the north to get back to Dawn. 

So you can see by 2018, which is a full year of gas flowing to the north, this is primarily flowing to the northeast part of the province, and central and just kind of Sudbury east.

A hundred percent goes down to -- I am trying to read the number there.  I guess 48 percent, is that right? 

MR. MILLAR:  Yes.

MR. ISHERWOOD:  TCPL.  And then you can see Dawn at 26 and Appalachia at 26.  So we're going from one source, one supply, no diversity, no nothing to potentially three sources.

MR. MILLAR:  Isn't that as a result of the facilities you're building, not the NEXUS contract?

MR. ISHERWOOD:  Right.  So what I would point out is if NEXUS didn’t get approved in this hearing and we did not go forward, the Dawn other would fill the whole left side of that chart. 

So it won't change TCPL; WCSB would still stay at 48.  At that point, Dawn would be at 52 percent.

By going to the NEXUS contract, we go from two options to three.  That's increasing security of supply, it is increasing diversity of supply.  And it is increasing pricing point diversity and supplier diversity. 

MR. MILLAR:  Well, Dawn others, you said earlier, includes uncommitted capacity, right.  So it is not -- there could be several sources of supply there? 

MR. ISHERWOOD:  Yes.  So that whole left side of that pie could be anything, it could be Dawn or anywhere upstream of Dawn.

Our filing here is to bring some of that back to Appalachia, which is, as I mentioned, the largest -- the largest supply basin today and growing to twice as high in the next 20 years.

MR. MILLAR:  I don't want to get bogged down on that point, so thank you for your answer.

Let's imagine a scenario where over the next 15 years or so, the term of the NEXUS contract, your demand amongst your customers actually falls. 

If that were the case, what would you do to ensure that you don’t have transportation -- excess transportation capacity?  I assume you have to decontract from something? 

MR. ISHERWOOD:  So our total portfolio is around 450,000 gJs a day, and the NEXUS contract is 150,000 gJs per day.  So it is about one-third, in round numbers.

So to the extent our overall demands changed, we would decontract on the other two-thirds -- 


MR. MILLAR:  Right.

MR. ISHERWOOD:  -- which gives us lots of flexibility.

MR. MILLAR:  Sure, it gives you flexibility.  But wouldn't that, in that scenario -- and who knows if that is a likely scenario or not, but I suppose it is something that could happen -- could that actually decrease your diversity of supply?

You would be stuck with NEXUS for 15 years and you would have to contract elsewhere, so is that a possibility? 

MR. ISHERWOOD:  I think you decontract across different basins, potentially.  You look at it at the time I guess, and you still want to maintain a good price point as well.  But maintaining diversity, you still try to do that as well. 

So you may take a bit of the reduction across the different options, instead of all one option.

MR. MILLAR:  But in that scenario, NEXUS could become larger than a third? 

MR. ISHERWOOD:  It could be, or we could also sell off our NEXUS position as well, right?  We could always assign it to other people. 

MR. MILLAR:  Just on that point, if I understand the guidelines, you're meant to give us the total duration of each of your transportation contracts with the expiry -- the start and expiry dates.  Do we have that on the record? 

MR. ISHERWOOD:  I would ask Mr. Shorts that question. 

MR. GILLETT:  So from the technical conference, undertaking JT1.4 showed the various expiry dates for our southern contracts.  And this request was done to be paired up with a previous IR that showed our north contracts, which was TCPL 9. 

So between those two, between the IR response and this, it shows our various expiry dates.  I am not sure if that is what you were looking for. 

[Witness panel confers]

MR. MILLAR:  It doesn't give us the start dates.  I don't know if this is difficult, since you have given us -- could we ask by way of undertaking that we also get the start dates for these contracts?  Is that a difficult thing to provide? 

MR. GILLETT:  No. 

MR. MILLAR:  Okay.  Is that the first undertaking?  J1.1.


UNDERTAKING NO. J1.1:  UNION TO update JT1.4 to PROVIDE START DATES FOR transportation CONTRACTS


MR. SHORTS:  So I just want to be clear.  So what you're asking for is to update JT1.4 to show the start date of those contracts? 

MR. MILLAR:  Yes. 

MS. SPOEL:  This answers JT1.4 -- yes, okay, fine.  It was off the screen, thank you. 

MS. LONG:  And TCPL 9, as well?  Does this just deal with south, and you have another undertaking with respect to north? 

MR. GILLETT:  Is that what you're looking for as well, the start dates of the northern contracts?

MR. MILLAR:  All of them, if we could have that.

MR. GILLETT:  Yes.

MR. MILLAR:  I'm sorry, the other one just showed southern, so all of them, if you don’t mind, the duration of all of the contracts.

Madam Chair, it is about five to eleven.  Would this be a suitable spot for a break?

MS. SPOEL:  And given that we're going to finish by about 12 or 12:15, can we just take ten minutes? 
--- Recess taken at 10:55 a.m.
--- On resuming at 11:05 a.m.

MS. SPOEL:  Please be seated.  Okay.  Mr. Millar?

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

Welcome back, panel.  A couple of questions, very quickly, on some impacts on your northern customers.

There's a -- I don't know how many, but there's a decent chunk of your customers who are captive to the TCPL mainline; is that correct?  Thunder Bay, something like that?

MR. ISHERWOOD:  We just recently applied to the Board for approval to split the north into two zones, basically, northwest and northeast, and the northwest zone is still best served through Empress supplies, western Canadian supplies, on TransCanada.

MR. MILLAR:  Right.

MR. ISHERWOOD:  And the northeast is best served through Dawn.

MR. MILLAR:  And I know it is not entirely because of NEXUS, but you're de-contracting generally off the mainline?

MR. ISHERWOOD:  Right.

MR. MILLAR:  And will that, all else -- I assume that will increase the tolls at some point on the mainline?

MR. ISHERWOOD:  That was really the topic covered off in the settlement agreement --


MR. MILLAR:  Yes.

MR. ISHERWOOD:  -- between TransCanada and the three utilities.  TransCanada's concern obviously was us -- us being the three utilities -- de-contracting long-haul and going to short-haul and thereby having less revenue.

So the settlement agreement actually allowed TransCanada to reshape the rates and reshape the framework they're operating in to allow us -- all three of us to get access to Dawn where the supply is much more economical.

So those rates are in place and have been since the summer of '14.  So there is no further impact of Enbridge, Union, or GMI switching from long-haul to short-haul.

MR. MILLAR:  That is only true until 2020; is that correct?

MR. ISHERWOOD:  Well, it's actually out to 2030.

MR. MILLAR:  Oh, it's out to 2030.

MR. ISHERWOOD:  The calculation was done out to 2030.

MR. MILLAR:  So there will be no impact on mainline tolls for your northern customers until 2030?

MR. ISHERWOOD:  Well, by then -- as I was saying, at that point, never, but, yes.

MR. MILLAR:  Okay.  I have some questions about what happens either if the Board doesn't approve this at all or if it takes us past December.  If I understand the precedent agreement, you're supposed to sign it by October, right?  Is that -- do I have that date right, or is it November?

MR. ISHERWOOD:  We're supposed to have OEB approval by October the 1st.  That was our obligation or condition precedent.

MR. MILLAR:  And we are obviously not going to hit that.  But I understand there is a provision for a 90-day extension?

MR. ISHERWOOD:  That's correct, which takes us to December 29th.

MR. MILLAR:  Okay.  Imagine a scenario in which, whether the Board approves it or not, you don't have a decision by the 29th.  What happens then?

MR. ISHERWOOD:  In essence, we're in -- that contract will become null and void, in terms of the contractual obligations.  We obviously would want to go back to NEXUS and see if we could get an amendment to that, but our obligation -- our contractual obligation is to try our best to still get all of our approvals requirements by December 29th.

MR. MILLAR:  So if that doesn't happen, technically the contract is -- is dead?

MR. ISHERWOOD:  We failed to -- we have failed to -- failed to meet one of our condition precedents.

MR. MILLAR:  And you may or may not be able to negotiate an additional extension?

MR. ISHERWOOD:  Or that extension may come with other requests from the NEXUS side.  So our obligation is to still try and meet the December 29th, and that would be our hope at this point in time.

MR. MILLAR:  We asked -- or TCPL asked you about that.  If you could turn to tab 13, and I think it is page 63 of the compendium.  It is TCPL 2.  And I guess they asked you about your alternative supply plans in the event NEXUS is either not approved or I guess if it is late.  That is response A.  And you state:

"Union would expect to have similar options to what it has today, which include its default planning assumptions to purchase additional supplies at Dawn, which could be delivered from Rover or NEXUS."

And it goes on.

Is there anything to add to that?  Is that -- if NEXUS doesn't happen, that is a fairly big chunk of your supply portfolio we're talking about.  What is your plan to get that gas?

MR. ISHERWOOD:  Well, we currently have 150,000 gJs a day of uncommitted supply in November 1st, 2017.  So our 150 would become 300,000, essentially, and --


MR. MILLAR:  That's a lot of gas.

MR. ISHERWOOD:  That's a lot of gas.  You have to be working on that pretty hard, pretty quick.

MR. MILLAR:  You say non-committed.  I assume you have some plan, some contingency?  There must be something that you've at least considered the possibility of, since we've already missed October 1st.

MR. ISHERWOOD:  No.  No.  In terms of 150,000 gJs of uncommitted, we would place that as we get closer to November 1st of 2017.  Our plan today is still to contract on NEXUS, subject to approval, obviously, but our plan is still contract on NEXUS and get supply at Kensington.  We're doing a lot of work today at getting supply at Kensington.

MR. MILLAR:  So as of today you have 300,000 uncommitted?

MR. ISHERWOOD:  I guess that's kind of one way of looking at it, sure.

MR. MILLAR:  Is that 66 percent at --


MR. ISHERWOOD:  Two-thirds, yes.  Hmm-hmm.

MR. MILLAR:  Are you -- I'm not a gas supply person.  That sounds like a lot to me.

MR. ISHERWOOD:  It is a lot of gas.  That's why we're focused as much as we are on the NEXUS path.

MR. MILLAR:  And you don't have a contingency plan, other than what's related in this interrogatory response?

MR. ISHERWOOD:  Well, I think if Union and Enbridge got denied access to -- or got denied contracts on NEXUS, there could be other ramifications coming out of that, in terms of would NEXUS go ahead.  There is still some question mark around would Rover go ahead.  So there's lots to happen the next two years, and I think we'd want to see some of that unfold before we start making commitments other than on the NEXUS supply.

We are really focused now on doing work with suppliers at the receipt point of NEXUS.  That's really where our focus is.

MR. MILLAR:  Okay, thank you.

Some discussions about your partners in this endeavour, or your co-contractors.  I don't think you have to pull it up, but it is Union's view that the Board's Affiliate Relationships Code does not apply to the arrangements you will have with NEXUS.  Is that right?

MR. ISHERWOOD:  I think in our -- I think there was an interrogatory, I believe.  Maybe it was in evidence as well.  I think we're prepared to say that we are prepared to live within the ARC framework.  We recognize that 50/50 is close to 51/49, and we're prepared to live within the framework of ARC.

MR. MILLAR:  Okay.  Because I wanted to explore that a little bit more.  First, just to give the proper background, Spectra Energy Transmission is one of the two 50/50 partners in NEXUS?

MR. ISHERWOOD:  That's correct.

MR. MILLAR:  And Spectra Energy Transmission is wholly owned by Spectra Energy Corp.?

MR. ISHERWOOD:  That's correct.

MR. MILLAR:  And you are also wholly owned by Spectra Energy Corp.?

MR. ISHERWOOD:  Correct.

MR. MILLAR:  So within the meaning of the Affiliates Relationship Code, you are an affiliate of Spectra, both Spectra Energy Corp. and Spectra Energy Transmission?

MR. ISHERWOOD:  Correct.

MR. MILLAR:  And the reason I understood that the ARC may not apply is that NEXUS is actually a partnership, as opposed to a corporation.  It is a partnership between Spectra Energy Transmission and DTE, I believe.

But -- and again, if Mr. Keizer is a better person to answer this I'm happy to get that as well.  But maybe it is best if we turn -- if you turn to the very end of the Board's compendium, I actually have an excerpt from the Ontario Business Corporations Act.  The reason that is there is because the Board's Affiliate Relationships Code adopts the definition "affiliate" from the Ontario Business Corporations Act.


I thought the reason the ARC might not apply here is because the ARC defines an affiliated body corporate as exactly that, a corporation, whereas NEXUS is not going to be a corporation, it is going to be a partnership.

But I heard you talking about 51 percent versus 49 percent.  So maybe, could you clarify for me what it is about the definition of "affiliate" that makes you think you're not an affiliate of --


MR. KEIZER:  Maybe that is best asked as a legal question.

MR. MILLAR:  It is.

MR. KEIZER:  And not a factual question.  I think, as I understand, the witness is referring to the relationship within NEXUS between the partners that exist in NEXUS and the fact that it's 50 percent from Spectra and 50 percent DTE.  So that there is no 51 percent control, such that if you were to look at a definition of "affiliate", the entity is not otherwise controlling all of the subsidiary, being, you know, we have an entity in control, and then that is somehow also controlling the other entities, being the Spectra-related entities and also Union Gas.

I think there is an interrogatory response.  I just can't bring it to mind where this question was asked.  I believe it was a BOMA interrogatory response, and we can at the -- when we're finished today, if I have that chance, I can point you to it.  But it relates one to that, so that the ARC itself, as I understand it, it looks directly at control and the element of control.

And so in the circumstance of NEXUS, Spectra doesn't have control of NEXUS.  It sits at fifty-fifty and, although it may control Union, Spectra as an entity, partnership or otherwise, does not -- is not controlled by Spectra.

So as a result, that entity is not affiliated with Union Gas.

MR. MILLAR:  Okay.  I don't want to spend too much time on this.  Maybe we can deal with it in argument if we have to.  I read a different definition of "affiliate", but I don't propose to -- I actually tend to agree that under the Affiliate Relationships Code you're probably not an affiliate of NEXUS, although I think so for a different reason, but it doesn't really matter for the purposes of my cross-examination.

Just to be clear, if we look at the precedent agreement itself -- I think if you turn to, I think it is page 36 of the Precedent Agreement, which is in tab 15 -- pardon me, tab 14, page 36 of that document – yes, and page 101 of the compendium -- there it is.

This is just the signature page.  This is the Precedent Agreement.  It is signed by Mr. Isherwood, who joins us on the panel today.  It is also signed by Spectra Energy transmission and DTE.

It is not actually signed by any organization known as NEXUS.  Is that fair?

MR. ISHERWOOD:  I think at that point in time, NEXUS may not have been fully formed, so it was signed by the two partners; that is my understanding.

MR. MILLAR:  So your counter party to at least the Precedent Agreement^ includes Spectra Energy Transmission, which is a wholly-owned subsidiary of your parent company, Spectra Energy Corp.; is that right?

MR. ISHERWOOD:  That's correct.

MR. MILLAR:  And when we get to signing the actual agreement, who will be the counter party to that agreement?

MR. ISHERWOOD:  I would expect that to be a NEXUS counter party.

MR. MILLAR:  So it will be signed by -- whoever the name is, the title will be president of NEXUS or --

MR. ISHERWOOD:  Something like that, yes.

MR. MILLAR:  And currently the expectation is that will be a 50/50 split between LCSA between DTE and Spectra Energy Transmission?

MR. ISHERWOOD:  It is currently 50/50, and I don't expect that to change.

MR. MILLAR:  Okay, all right.  Fair enough.  I think the agreement does speak to the possibility of the ownership share shifting, but if I hear you, you're not expecting that to happen?

MR. ISHERWOOD:  Correct.

MR. MILLAR:  Spectra, both Energy Transmission and your parent, Spectra Energy Corp, it is fair to say they would like to see this pipeline built?

MR. ISHERWOOD:  Yes.

MR. MILLAR:  What say, if any, does Spectra Energy Corporation have in Union's decision as to whether or not it signs the NEXUS agreement?

MR. ISHERWOOD:  That decision has already been made.  So the decision has been made that if we do not obtain OEB approval, pre-approval, then we will not sign the contract.

MR. MILLAR:  You will not sign any contract, or will not sign the contracts set out in the Precedent Agreement?

MR. ISHERWOOD:  The contract set out in the Precedent Agreement.

MR. MILLAR:  It is conceivable you would sign a different agreement?

MR. ISHERWOOD:  It is not contemplated, but it is conceivable, yes.

MR. MILLAR:  Who made the decision on Union's behalf to sign the Precedent Agreement?

MR. ISHERWOOD:  To sign the Precedent Agreement?

MR. MILLAR:  Yes.

MR. ISHERWOOD:  I signed it, but I obviously had the approval of my boss, the president.

MR. MILLAR:  Is it the president, or is it the board of directors that makes that decision?  I guess my question is:  What input, if any, does Spectra Energy Corp. have in that decision?

MR. ISHERWOOD:  I am pretty sure it was the president.

MR. MILLAR:  What, say, does Spectra Energy Corp. have in Union's decision to sign the Precedent Agreement?

MR. ISHERWOOD:  I think any major decisions are discussed obviously with the senior folks at Spectra Energy.  So obviously they have input and are involved in the decision-making.

But Mr. Baker was the one that made the decision on behalf of Union Gas.

MR. MILLAR:  Okay, thank you.  Just one final area I would like to discuss, and it is around the concept of the risk that we're talking about for these contracts.

You don't have to turn it up, but in Exhibit A, page 4 of your pre-filed evidence, you state that:
“Without assurance provided by contract pre-approval, Union will not commit to a contract of this magnitude.”

I think you just said the same thing a couple of minutes ago, Mr. Isherwood, so that is a fair statement of Union's position?

MR. ISHERWOOD:  That's correct.

MR. MILLAR:  And is that another way of saying that absent Board approval, you're simply not willing to take on the level of risk that would be associated with a 15-year contract?

MR. ISHERWOOD:  $700 million dollars is a significant amount of money, so it is a business decision really.  It is a risk we would have if it is not pre-approved, and we're not comfortable with taking that risk.

I would liken it to the capital cost pass-through in our current IRM.  Part of the current negotiation -- or the negotiation that IRM framework was to allow for recovery of large capital projects built during the five-year IRM.

And the two projects that had been approved by the Board with the 2015 Dawn to Parkway facilities and the 2016 Dawn to Parkway facilities.  In both cases, a little more than $400 million.

So when we applied for the facility applications, we asked the Board for confirmation that the capital pass-through could be applied and we could recover those costs in our rates.

So you look at the order of magnitude of that $400 million decision -- it happened twice -- versus $700 million, it’s really the same business decision.

You can't afford to invest or be liable for $700 million without some comfort.

MR. MILLAR:  Well, let's talk about -- so it is about risk.  We would agree it is about risk?

MR. ISHERWOOD:  Absolutely.

MR. MILLAR:  Is it regulatory risk?  Is that the type of risk we're talking about?

I guess ultimately you're concerned that a portion of the -- I forget the number, $750 million, whatever, ultimately would not be approved by the Board.  That is the risk you're running?

MR. ISHERWOOD:  The difficulty is once you sign the contract, the consequence of that contract, the gas supply delivered to Dawn, becomes an item that is reviewed on an annual basis for prudency.  And it is really that risk is that you sign a $700 million contract or value of the contract and then, on an annual basis for the next 15 years, are exposed to cost disallowances.

MR. MILLAR:  These would come up through the QRAM; is that where these costs would show up?

MR. ISHERWOOD:  Today it would be the QRAM, that's right.

MR. MILLAR:  And I guess you have -- so give me a sense of what you think could go wrong, I guess.  Would it be a situation where the Board, you know, five years out says, you know, 15 years was a long time.  Some new gas has come into play since then.



What are the types of things you are concerned the Board will find fault with this contract?

MR. ISHERWOOD:  Well, it would generally be as a result of the cost consequence of the contract, because the prudency review is really around cost.

MR. MILLAR:  Prudency review can't use hindsight, is that right?  The Board couldn't say five years out, oh, now it turns out there's cheaper gas available which you didn't buy, so we will disallow recovery.

MR. KEIZER:  I am not sure you're asking a legal question, and given the current precedent, I'm not sure that --

MR. MILLAR:  I am happy to deal with that in argument.

MR. KEIZER:  Thank you.

MR. MILLAR:  I don't think that is a disputed point. But regardless, if the witnesses would prefer not to answer, that's fine.



There is no serious risk you -- you don't contemplate a situation where the Board disallows the entire cost of this contract; is that fair?

MR. ISHERWOOD:  I don't know how you could portion it out.  I think it is all or nothing, I think.  But it is up to the Board for sure.

MR. MILLAR:  I mean the only time this has happened that I am aware of is Enbridge took a bit of a haircut on its Alliance-Vector contract, is that right?

MR. ISHERWOOD:  I think the other point to consider though, Mr. Millar, is really a fact when we buy gas supply, we don't have a mark-up on gas supply.  We don't make money selling gas.  We make money by moving gas through our facilities.

MR. MILLAR:  You don't make money or your O&M costs either, but those are still subject to review.

MR. ISHERWOOD:  They are subject to prudence review, absolutely.  So the fact we would be exposed to any cost disallowance when we don't make money on gas supply is something we can’t expose ourselves to.

So we take a lot of effort to make sure we are as prudent as we possibly can, make the right decisions as often as we can.  And this is a large contract; this is $100 million over fifteen years, so it does meet the guidelines for pre-approval and we think it is big enough and large enough and a big part of our -- to your earlier point, it is a third of our total portfolio; it is significant decision to make.

MR. MILLAR:  That is a good summary of your position on this.  I am not sure it is responsive to the question.

My question, first of all, was the only case in which the Board has actually made a disallowance that I am aware of -- maybe there were some -- I shouldn't say that.  There probably are a few.  But the most prominent one is the Alliance Vector^ one.  In that case, the Board didn't allow all of the costs of that.  They essentially looked at maybe what Enbridge should have done and they looked at the Delta there and made a disallowance object that basis.  But it wasn't to disallow the entire cost of the contract.  Is that your understanding as well?

MR. ISHERWOOD:  That is my understanding as well.

MR. MILLAR:  Okay, let's assume the Board does pre-approve the contract as you have requested.  The risk doesn't go away; is that fair?  The risk is simply transferred from Union to the ratepayer.  Is that a fair statement?

MR. ISHERWOOD:  Which risk is that?

MR. MILLAR:  Well, you're talking about regulatory risk that the Board will make disallowances of a portion of the costs.

If the Board were to, at a later date -- imagine it is not approved and you do it anyways, and at some later date there are some level of disallowances, absent pre-approval, it is Union that takes the haircut there.  But if you have pre-approval, that risk is taken away.  So in theory, it would lie with the ratepayers, as I see it.

MR. ISHERWOOD:  To be clear, we won't go ahead without Board pre-approval.  So the shareholder won't be taking a haircut.  It can't.

MR. MILLAR:  No, but on any contract.  All of your current contracts are not pre-approved, and you have some regulatory risk associated with all of those.

MR. ISHERWOOD:  I guess on this path I would point out that we're already getting pre-approval on the transmission or transportation costs of the contract.  We still have prudency review on the gas supply arrangements that fill the pipe.

MR. MILLAR:  I know, but we're still talking about the $750 million from transmission.  I guess my suggestion to you is -- I'm not even saying it is wrong.  The Board has clearly contemplated there will be instances where pre-approval is given, and as I see it, that the Board has recognized there will be some cases where it is appropriate to transfer risk from the utility to customers.  So it is not necessarily a wrong thing, a bad thing.

But I just -- I want to know if you and I are on the same page.  That is what is happening here.  It is a transfer of risk from the utility to ratepayers.

MR. ISHERWOOD:  I guess I would summarize it would be if the Board does provide pre-approval then the ratepayers would be picking up the cost.

MR. MILLAR:  All right.  Maybe that is just a different way of putting it, but I have your answer on that.

MR. TETREAULT:  Mr. Millar, I don't consider it myself to be a transfer of risk.  I mean, we're entering into this contract on behalf of sales service customers like we would any other upstream transportation contract in our portfolio.

As you know, within our IRM, gas costs, including upstream transportation costs, are considered a pass-through, considered a Y-factor.  So I wouldn't agree that there is necessarily a transfer of risk going on here between the shareholder or ratepayers.

MR. MILLAR:  Well, you're asking for pre-approval of $750 million.  And if you get that pre-approval you will recover $750 million.  Is that right?

MR. TETREAULT:  That's correct.

MR. MILLAR:  And if you didn't get pre-approval -- and I have heard you say you won't go into the contract, but imagine there's a different contract or different commitments for $750 million.

If the Board later found that those were not prudent, you would take some sort of haircut on that.  You would get less than $750 million.  Is that fair?  Say they said $700 million; you would lose $50 million.  Is that -- that's the risk that you are seeking to avoid?

MR. ISHERWOOD:  The risk we're trying to avoid is taking a haircut on any part of that 715 million.

MR. MILLAR:  Right.

MR. ISHERWOOD:  What I should point out, that the 715 is really -- it's the worst-case scenario.  It is assuming the plus 15 percent capital.

MR. MILLAR:  The number doesn't matter.  I guess what I'm saying is, you want pre-approval that if it's -- let's call it 750 -- that you will get your 750 million no matter what.  And if you didn't have that pre-approval there is at least a theoretical risk that you wouldn't recover a portion of that.  Is that fair?

MR. ISHERWOOD:  By pre-approval, that is exactly what's --


MR. MILLAR:  Okay.  And let's say -- so that risk is then transferred to ratepayers.  To the extent that those contracts turn out to be imprudent, then you're protected from that risk, but ratepayers are not.  I don't -- the Board has already said that these sorts of arrangements are acceptable under certain circumstances.  I just want to be clear that that is the impact of that.

MR. ISHERWOOD:  I will stick with my first answer, but to the extent that the Board approves it, then the ratepayers will pick up the cost of the contract.

MR. MILLAR:  Okay.  Those are my questions.  Thank you very much.

MR. KEIZER:  Madam Chair, should I just clarify?  My friend has indicated a number of times, quoting the number 750 million.  I just for the record -- the evidence on the record is that the capital cost -- sorry, the recovery of costs is 715 million.  That is the evidence that is on the record.  I just want to make sure that that is clear.

MS. SPOEL:  Thank you, Mr. Keizer.

All right.  Who is next on the -- Mr. Millar, I don't -- we have a hearing plan, but I don't know where it is.

MR. MILLAR:  I believe APPrO is next.

MS. SPOEL:  APPrO.

MR. MILLAR:  Yes.

MS. SPOEL:  Yes.  Thank you.
Cross-Examination by Mr. Wolnik:

MR. WOLNIK:  Thank you.  Good morning, panel, my name is John Wolnik, and I represent APPrO.  I think I know all of you.  I have a few questions, some of which were already covered by Mr. Millar, so I think I will be briefer than originally anticipated.

I've got two areas that I wanted to sort of get into, just so that you're aware.  The first one is sort of the physical nature of the project itself, and secondly, some of the benefits of the project.

So I would like to distinguish each of those separately, if I could.  And what I would like to do is first start with your presentation from this morning.  And on page 2, the title of -- that you included there for the NEXUS project was bringing Marcellus and Utica gas to LDCs, power generators, and industrial users in Ohio, Michigan, and Ontario.

And you characterize this as a one-and-a-half Bcf a day a project, right?

MR. SHORTS:  Correct.

MR. WOLNIK:  I appreciate that this is not in evidence, but I did check on the Spectra website, and they have a page for NEXUS, and they talk about NEXUS bringing gas to Chicago and the Dawn hub.

Would you agree with that as well?

MR. SHORTS:  Because of the connection with Vector, there will be a capability of that gas also going on Vector to Chicago.

MR. WOLNIK:  So shippers on -- shippers on NEXUS to Dawn -- and maybe I will ask perhaps you this question, because you've got a contract with -- or at least a Precedent Agreement with NEXUS.

Does your agreement provide that you have secondary delivery points along the path between Chicago and Dawn?  Or is it strictly -- I guess in your case it is the St. Clair interconnect.  But do you have access to secondary receipt points?

MR. SHORTS:  We would have access.  They wouldn't be firm to those secondary receipt points, but we do have access to secondary receipt -- receipt points along our path.

MR. WOLNIK:  And those other shippers that are delivering all the way to Dawn, presumably they would have access to those secondary receipt points as well?

MR. SHORTS:  Yes, correct, they would have access.

MR. WOLNIK:  So -- and I would assume that they make rational decisions, that they would profit-maximize, if they have access to other points upstream of Dawn or between Chicago and Dawn, they will look to sell gas to the highest valued market.  Is that a reasonable assumption?

MR. ISHERWOOD:  I made that point earlier.  They would take the highest value market along the path.

MR. WOLNIK:  Okay.  Thank you.  I told you that Mr. Millar covered a few of the things that I was going to cover.

I would like to go to APPrO 2(c) if I could.  I don't have a compendium --


MR. ISHERWOOD:  Is that T1, Mr. Wolnik?

MR. WOLNIK:  T1.Union.APPrO.2(c)(ii).  That's page 6 of 6.

The first response there, I wonder if there is a typo in the first response?  It says:

"Given the publicly available information, it is Union's understanding that approximately 500 dekatherms a day has been contracted by NEXUS."

Should that be 500,000?

MR. SHORTS:  Contracted by NEXUS?

MR. WOLNIK:  Right.  And this is -- the question goes to what capacity I think they have on --


MR. ISHERWOOD:  That's right.  That's correct.

MR. SHORTS:  Oh, it is 500,000.

MR. WOLNIK:  Yeah, so that is a typo there, okay, thank you.

And I would like to focus a little bit on this sort of the .3 PJs a day.  And I know Mr. Millar touched on that as well.  And if we can go back to sort of page 3 of 6 on this IR.  I think the .3 PJs a day really comes from the additional Vector capacity that is constructed in 2017?  Is that --


MR. ISHERWOOD:  That's correct.

MR. WOLNIK:  And I think in the response to -- again going back to 2(c).  Sorry for going back and forth -- in (ii) you talk about:

"The development of Rover and NEXUS pipelines along with other potential changes on the Vector system will result in up to this .3 PJs a day of incremental capacity in Dawn."

Right?

MR. ISHERWOOD:  Correct.

MR. WOLNIK:  So I just -- can you shed any more light on, is it one of these projects, is it both of them together, or is it something completely different that drives this .3 PJs a day?

MR. ISHERWOOD:  So on the Vector system, Rover has contracted for capacity on Vector, as has NEXUS.  Those two combined require Vector to expand, and I believe it is the only change they need to make, but expand their metering capacity at the Dawn yard.  And I am going to change units here a little bit.  But the meter today is at 1.5 Bcf a day, which I think is around 1.6, round numbers, and they need to go up by the .3.

MR. WOLNIK:  So that is the only thing they really need to do to...

[Witness panel confers]

MR. ISHERWOOD:  Mr. Shorts points out that the other shippers on Vector as well beside obviously NEXUS and -- other than NEXUS and Rover.

MR. WOLNIK:  Of course.

MR. ISHERWOOD:  Yes.

MR. WOLNIK:  So that additional capacity comes strictly from a meter change then?

MR. ISHERWOOD:  Yes, it does.

MR. WOLNIK:  Okay.  So that is a pretty minor change, then.

MR. ISHERWOOD:  So there's a couple of things happening on the Vector system.  I mentioned the one earlier on, which is, Vector is getting some turn-back because the Alliance contracts are being restructured.

And the other thing that happens on Vector is -- it happens on all systems, but the NEXUS and Rover capacity hits Vector kind of towards the end of their system.  So that is the efficient capacity to get all the way to Dawn, because it has a short path to go, so that helps Vector actually deliver more gas across the border because it is a very short haul for the Rover or NEXUS path on Vector.

MR. WOLNIK:  Right.  I appreciate that.  Kind of an analogy might be gas coming in at -- in your system at --


MR. ISHERWOOD:  At Kirkwall, same thing.

MR. WOLNIK:  -- getting to Niagara.  I understand that.

So we have got a relatively minor expansion or cost to expand the system to that 0.3 PJs a day.  Is that pretty much the limit that they can do to sort of increase capacity on Vector without sort of a more substantive upgrade? 

MR. ISHERWOOD:  You're actually asking us to look at expending the metered capacity a bit more, and really for two reasons. 

The metered capacity is always based on the worst case conditions for the pipeline.  So to the extent that the pressure to the meter station is a little higher, for example, they get more gas through the meter. 

So even on the graph that is in your interrogatory response, the Vector graph, you can see even today -- if I can find it, even today they're above 1.6 PJs a day on some winter days.  That is just because operationally, on a cold winter day, they might be able to get a bit more through.

And as well, I think they have some opportunity to expand the system on the US side.  That would give them another bump in capacity.  So they want to change the meter capacity once rather than twice, so they're actually looking at actually going a little bit bigger than 0.3.

MR. WOLNIK:  Does that mean the incremental capacity will be bigger as well, then --

MR. ISHERWOOD:  Yes, yes.

MR. WOLNIK:  -- sort of the official capacity? 

MR. ISHERWOOD:  Yes.

MR. WOLNIK:  That's helpful, thank you. 

I would like to get into the benefits of NEXUS now, because I think there's probably several benefits.  I think you highlight that in your -- again in your title and certainly your evidence, in terms of sort of the evidence to LDCs, and presumably you mean your system sales customers.

And I think one of the things you talk about is sort of cheaper gas, and I wanted to just ask you -- I recall somewhere in the evidence, I don't remember precisely where, you talk about the benefits to system sales customers being in the order of $29 a year.  That would be the benefits that would accrue through to individual customers; is that about right? 

MR. TETREAULT:  That's right, Mr. Wolnik.  That is in an interrogatory response.  It is Exhibit B, issue 1, Union.Staff.8.

MR. WOLNIK:  Okay.  A question that I had was:  Is it fair to conclude that those economic benefits by themselves would support the development of this pipeline? 

You talk about secondary benefits, and I will get to that in a second.  But are those economic benefits that are accrued to system sales customers sufficient on their own to go forward here? 

MR. ISHERWOOD:  I guess I look at it from the perspective of the cost to deliver that gas to Dawn is lower than other options. 

So the fact that you can get an option that delivers gas cheaper than other options, then it would support the path.

MR. WOLNIK:  Okay, thank you.  And I would like to talk about some of the secondary benefits.  At Exhibit A, page 12, you point out that NEXUS will help to lower price and enhance pricing stability in Ontario. 

Do you need a minute to get that?

So NEXUS will help to lower price and enhance pricing stability in Ontario, and these are a major benefit to all market participants, including power generation customers who rely on supply arrangements to Dawn. 

So I would just like to kind of dig into that a little bit deeper.  When you talk about price here, you're talking about the Dawn index price presumably, are you? 

MR. ISHERWOOD:  Correct. 

MR. WOLNIK:  Okay.  On pricing -- perhaps you could just explain what you mean by pricing stability. 

MR. ISHERWOOD:  I guess one thing I would look at, and I mentioned this earlier on in terms of capacity, that the 0.3 in the scheme of Dawn is a small number.  But in terms of how much connectivity you have between Marcellus and Dawn, it is really the sum of what Rover has coming to Dawn and the sum of what NEXUS has coming to Dawn, which I think we established was around 1.6 -- I don't know if it is Bcf or PJs, but it doesn't really matter. The 1.6 is --

MR. WOLNIK:  A big number.

MR. ISHERWOOD:  -- a big number.  That is the connectivity we now have, where some of that connectivity, before all of the decontracting on Vector, was really between Chicago and Dawn.

Chicago and Dawn move fairly similarly.  So in the terrible winter we had in 2013-14, we had days where Dawn was spiking and Chicago was spiking. 

I think what will happen in future, as this pipeline is built and we're part of it, is that we now have that connectivity shifted – at least part of it is shifted, not all of it, but part of it shifted to another resource which is robust, and I would expect that to have some moderating impacts.  I think Sussex goes to that point on their evidence as well. 

MR. WOLNIK:  And even though there is 1.6 Bcf a day, or whatever units you want to talk about, given that Vector is still connected to Chicago, there's still the option of a party shipping gas into Dawn on that capacity, is there not? 

MR. ISHERWOOD:  On the Chicago to Dawn?  Absolutely. 

MR. WOLNIK:  Right, okay.  So I mean I focussed in on this .3 Bcf a day is the incremental amount -- and maybe it is a little bit bigger, as you noted earlier.  But isn't that the number that is kind of important for other markets, just the increase in net capacity as opposed to the total connectivity?

MR. ISHERWOOD:  I don't think so, because I think some of the people talked about the producers on Rover and on NEXUS.   But those producers are now bringing gas from Marcellus to Dawn rather than before; it might have been Chicago to Dawn.

So this is, again, the 0.3 is what is incremental to Dawn, but the basin now is exposed -- a whole different gas supply basin is much bigger than that. 

MR. WOLNIK:  So your point is that it may be a lower cost basin, so those supplies -- producers can afford to sell them at a lower cost at Dawn, then?

MR. ISHERWOOD:  And still profit from that. 

MR. WOLNIK:  Okay, all right, thank you. 

In terms of this lower price, have you tried to estimate how much that might be as a result of NEXUS coming in? 

MR. ISHERWOOD:  In terms of overall Dawn index?  I have not. 

MR. WOLNIK:  Right, okay.  Looking at some of your expansion projects that you've got on the go, and I think this was referenced in BOMA 32, T3.BOMA.32.  I think you list your various projects that – the downstream projects that you have got on the go. 

And if my math is right, there is about 1.3 PJs a day of increased Dawn to Parkway capacity you're looking to construct, I guess, over the next several years including 2015, is that about right? 

MR. ISHERWOOD:  Yes.  Assuming we get OEB approval for the 2017 facility build, then the total for the three years, 2015, 2016, 2017, is about is about 1.2, 1.3 PJs.

MR. WOLNIK:  If you don't get approval for new supplies coming into Dawn, given this increase in demand going away from Dawn, how would you describe the potential impact? 

MR. ISHERWOOD:  It’s a good point I actually probably forgot to mention in discussion with Mr. Millar earlier today.

But there is lots of new supply coming to Dawn, so --but there is also lots of new demand at Dawn.  We have 1.2 PJs of incremental demand coming to Dawn over the next three years.  So if you put it that in perspective of what’s happening at Dawn on Rover and NEXUS happening, Rover and Nexus is a good thing to meet that new supply.

There is actually a piece in the 2017 Dawn Parkway evidence that was written by ICF, and ICF actually asked the same question or dealt with the same question in terms of what happens with or without Rover/NEXUS coming in at Dawn.  Their conclusion was the 2017 expansion didn’t need Rover or NEXUS.  But if it did happen, it would make Dawn better.

MR. WOLNIK:  If it doesn't happen, how would you anticipate those demands, those new demands at Dawn would be met? 

MR. ISHERWOOD:  It would be met with existing capacity at Dawn.

MR. WOLNIK:  And they would just be at a higher price then? 

MR. ISHERWOOD:  I think what ICF is getting to is it would come in at a higher price.  Dawn would be better off with Rover and NEXUS and 2017 happening.

MR. WOLNIK:  Going back to that statement that I read out earlier, where you talk about a major benefit to all market participants including power generation customers, when you referred to power generation customers, did you mean the actual power generators themselves, or the final electricity consumers in Ontario? 

MR. ISHERWOOD:  I think that was discussed at the technical conference, and I think the IR was probably again not written absolutely clearly.

But power producers in Ontario have gas costs largely as pass-through.  So it would be really be -- lower gas costs at Dawn would help power customers, not necessarily power producers.

MR. WOLNIK:  So if there is a lower cost, that gets passed on directly -- it would be electricity consumers in Ontario that would benefit from that lower price? 

MR. ISHERWOOD:  That's correct.

MR. WOLNIK:  Okay, thank you.  And can I just circle back to the physical side for a second. 

Just kind of looking at again this .3 Bcf which you indicate might be slightly higher now, you talked earlier about having some supply flexibility, or flexibility in your supply plan of 150,000, I think, gJs a day in the future.

To the extent that some of the other supply options that you have available become more expensive, can you talk about the scalability of this path from Kensington to Dawn? 

MR. SHORTS:  Sorry, I am not sure what you mean by the scalability. 

MR. WOLNIK:  I mean, you are looking to contract for 150,000 a day, and some of the other parties are taking capacity.

What if Dawn requires more supply?  We've talked about this 1.3 PJs a day of capacity going away from Dawn, and an incremental amount coming in of 0.3.  So what is the ability to scale these volumes up, or scale any volumes up at Dawn to help facilitate this additional demand? 

MR. SHORTS:  Well, I think it's going to depend on --if Rover and NEXUS go forward, it will depend on the market factors that will hopefully draw supply and draw those suppliers to want to deliver to customers at Dawn.

So it is really one of those factors where we don't know how much gas will ultimately get there. 

But by us contracting, Enbridge contracting and other anchor shippers that are on the path, we certainly hope that that incremental volume will be drawn to Dawn, but there's definitely no guarantee.

We could certainly increase, if there was excess capacity on Rover or on NEXUS that wasn't contracted for, we could look to increase the amount of contract to fill some of that 150, the same way we would look at Niagara path or any other path that was available.

MR. WOLNIK:  If we assume the full 1.5 Bcf a day was contracted between Chicago and Dawn, but you wanted -- you needed more capacity in the future, do you see the greenfield portion of NEXUS, is it able to expand economically?

MR. ISHERWOOD:  I'm not sure it is, actually.  I think it is being built to be 1.5, and it is a 36-inch pipeline.  It already has a fair bit of compression on it, so if it can expand it is not in large amounts, I don't think.

MR. WOLNIK:  Okay, that is helpful.  Thank you.  Those are my questions.  Thank you, Madam Chair.

MS. SPOEL:  Thank you, Mr. Wolnik.

CME is next.  Ms. Alexander, sorry.

MS. ALEXANDER:  That's all right.  I am just looking at the clock --


MS. SPOEL:  Yes.

MS. ALEXANDER:  -- and understanding that CME -- we asked for somewhere between 15 and 20 minutes, which I know -- I do recognize that we are at.  But the nature of the questions from both Mr. Wolnik and some of the responses is making us sort of rethink a lot of our questions or making me rethink a lot of my questions, so --


MS. SPOEL:  Which means you think you might need more time or less time?

MS. ALEXANDER:  I am anticipating that we may need more time, and I understand that clearly we want to use all of the Board's time that we have here today.  But I am also feeling that our questions may be more useful to the Board if I can reconvene with them and put them in less of a piecemeal order than they will arrive at at this time.

MS. SPOEL:  I appreciate that.  Is there -- we do have sort of 20 or 25 minutes still that we can sit today.

Is there anybody else -- Mr. Rubenstein, are you -- would you -- you put down a 15-minute estimate.  Would you be prepared to proceed now?  Or do you need time?  I don't want people to take up time with unfocused questions.  Certainly that is not productive for anybody.  But is there another party that might be able to use up 20 minutes of time and allow Ms. Alexander to spend the weekend refocusing --


MS. ALEXANDER:  I apologize.

MS. SPOEL:  We don't have a lot of flex in the schedule for additional time.  The anticipation was that people's questions would reduce in the amount of time as they -- as we went further down the list, not expand.  So I am -- and I am hoping that perhaps Mr. Quinn might not need a full two hours next week, and Mr. Brett might not need all of his time, because otherwise we won't get this done.

So I appreciate --


MS. ALEXANDER:  To be clear to the Board -- I'm sorry to complicate things, but I am happy to go ahead.  I do just think that my questions will be sort of less jagged and piecemeal --


MS. SPOEL:  That's fine.  I appreciate that.  I'm just wondering if there is someone else who can profitably use the next 20 minutes?

MR. YAUCH:  I can go today.

MS. SPOEL:  Energy Probe?  Fine.

MR. YAUCH:  Yeah --


MS. SPOEL:  Why don't you proceed then, and then Ms. Alexander can be more focused on Monday morning.

MS. ALEXANDER:  Thank you for the Board's indulgence. 

Cross-Examination by Mr. Yauch:

MR. YAUCH:  Good morning, thanks for having me.

Is it possible to bring up an exhibit?  I don't have a compendium, because I wasn't ready to go today, but I just need one.  Exhibit B, BOMA 7.

MR. ISHERWOOD:  Is that under T1?

MR. YAUCH:  Yes, yes.

Can you go to the second page, please.  So this lists all the new incremental gas that's coming from Marcellus and Utica into Canada.

You can trust my numbers are right, but it is about 7,500.  That's the new amount of gas coming in.  NEXUS is about 2,000, according to your evidence, which is around 26 percent.

Doesn't this kind of call into question the idea that this pipeline is bringing new gas that's not already making its way to Canada here?

MR. ISHERWOOD:  I think Mr. Shorts answered most of these questions.  I just want to point out, though, on this table Rover shows up twice as kind of phase 1, phase 2, and it adds up to over 3 pJs -- or 3 Bcf a day.  We know that what comes to Dawn is around 900.  So these are kind of project -- high-level project statements.  I wouldn't necessarily say this is gas coming to Canada.  Rover has two paths they're taking, and this 3.2 Bcf being listed here is really going in both directions.  So the amount coming to Canada is much less than that.  It --


MR. YAUCH:  So about a third, it wouldn't actually  make it to Dawn --


MR. ISHERWOOD:  Two-thirds would not make it to Dawn.

MR. YAUCH:  Two-thirds.  Sorry, yeah.

MR. ISHERWOOD:  Now that Mr. Shorts...

MR. SHORTS:  And if you look at this chart, this chart again was an ICF chart, and some of those that are on this chart are on hold or have been delayed, some of these projects.  So for example, the south-to-north project is basically on hold.  The NR east project is also on hold.  Those ones that have said announced but there is no further process.

MR. YAUCH:  Okay.  But there are currently high-level plans at least to bring a significant amount of gas from the shale -- from shale regions to Ontario, even without Rover?  Or even without NEXUS?

MR. ISHERWOOD:  Even NEXUS is listed here as 2 Bcf.  We know now that coming to Dawn is less than one, right?  So these numbers are, I would say, inflated, and they're preliminary numbers from probably quite old data at this point.

MR. SHORTS:  And they're to Canada as well.  Not necessarily to Dawn.  So you have got to take that into account as well.

MR. YAUCH:  Okay.  And I guess the other -- in general we support the idea of natural gas coming to Ontario, but one risk, I think, the major risk of this project is that if over the 15 years other, more economic means of transferring gas into Ontario become evident, ratepayers are bearing the entire risk if that doesn't become a possibility.

I think that is the main problem with the pre-approval, is that it doesn't just transfer risk from the shareholder.  It transfers the risk of the entire gas supply over 15 years or a third of Union's gas supply.

Am I correct in reading it in that way?

MR. ISHERWOOD:  That was the discussion that Mr. Millar and I had a few minutes ago, and I guess my answer then was, if the pre-approval is granted, then it means that the ratepayer will pay the cost of the transportation pipeline over the 15 years.

We would still have obviously prudency review on the gas supply going into the pipeline.

MR. YAUCH:  The prudency review wouldn't be able to apply hindsight.  So it is more than just -- it is the risk that they can't access other, more economic means if they become available over 15 years.

That is the bigger risk, correct?

MR. ISHERWOOD:  Well, I think the evidence that we have on file from Sussex shows how robust the Marcellus production is going to be.  It is already the largest basin in North America, and it's going to double in size over the term of our contract.

So Sussex is suggesting -- I think ICF has said the same thing in their reports.  Marcellus is huge, and it is important for Ontario to be connected directly to it.  And --


MR. YAUCH:  And I think just to --


MR. ISHERWOOD:  -- just say, and that supply is growing during the 15 years here.  So I would expect NEXUS and its entry point at Kensington to remain a very competitive point.

MR. YAUCH:  And fair enough, but right now there is an arbitrage opportunity that Dawn tends to be higher price in other areas, so shale producers would want to get there anyways with or without pre-approval, right.  Why isn't (sic) the market not capable of handling this on its own? Why do we need pre-approval --


MR. ISHERWOOD:  The interesting concept, Union Gas has spent a lot of time in the last couple years talking to individual producers, sometimes at a conference in terms of presentations, but often one on one.

And from a producer point of view, a lot of them are, I'm going to say mid-sized companies, and they're mid-sized companies doing business in the U.S.  And they have options.  They have options to go to southeast U.S., you know, Atlanta type thing, Florida, they have back to the Gulf, to the U.S. northeast, Rex pipeline being reversed to take gas back -- they have lots of options -- back to Chicago -- they have lots of options.

So I talk to them about Dawn.  I'm introducing things like, you're selling in gJs per day, you're selling Canadian dollars, you have HST to deal with, you have import/export permits.  They get really nervous.  So NEXUS has attracted, I think, three producers to go on their pipeline.  I think Rex has attracted some as well.  But there are many, many producers that are reluctant to do business in Canada.

Another example, the type of subsidiary to sell gas in Canada, you have to have a Canadian arm to do that.  A lot of hurdles to get across for a producer to do that.

MR. YAUCH:  Even though Dawn is the second-largest market in North America, they're still nervous.  The market itself won't go --


MR. ISHERWOOD:  They are skittish, absolutely.

MR. YAUCH:  So you don't think the market is capable of managing the arbitrage that currently exists?

MR. ISHERWOOD:  I think the other thing they think about is, there is an arbitrage today, but once you build a pipeline -- this happens in other pipelines.  It happened with Alliance as well.  There is this big arbitrage opportunity, then you build a Bcf pipeline and it goes away.

MR. YAUCH:  Doesn't that then -- it's ratepayers that are paying to close this arbitrage, not suppliers.  Isn't that the problem with the pre-approval --


MR. ISHERWOOD:  If you don't build the pipe, you have the arbitrage, so then the ratepayers get the benefit of building the pipe and having the cheaper gas.

MR. YAUCH:  But suppliers also get the benefit currently in the short-term of selling higher-priced gas themselves.  There is benefit to them as well.

MR. ISHERWOOD:  If they're willing to take the pipe risk going into Canada --


MR. YAUCH:  So right -- under the current -- but under the current proposal they don't take any risk.  The ratepayers take all the risk, correct?

MR. ISHERWOOD:  No.  I think for the part of the pipe that they take, so on NEXUS there are three producers that are taking capacity on NEXUS, to Canada.  They are taking the full risk of that.  And they will sell their gas at Dawn, and they will win or lose based on the market conditions.

So in that condition, they are taking the risk. 

And what we're asking for is our ability to go back to buy their gas, not at Dawn obviously, but buy the gas back in Ohio and that allows us to buy gas cheaper than the arbitrage. 

MR. YAUCH:  Okay.  My last question is related to some the questions earlier about the benefits. 

So I believe the evidence is the benefits are $700 million, but that is conservative and it is based on it being 15 percent more expensive to build it, and so on and so forth. 

But you also mentioned that those benefits don't include all of these other opportunities that are happening in gas, and the ability to get cheaper gas from all sorts of different directions.

So is it fair to say those benefits might be overstated because they don't take into consideration the change in landscape?  They're backwards-looking as opposed to forward-looking? 

MR. ISHERWOOD:  I think if you look at other supply basins around North America, and getting the gas landed at Dawn, there is nothing cheaper than landing Marcellus to Dawn.  Because it is the closest, it is 300 kilometres away, it’s going to be the cheapest gas to land, and it is robust supply and a growing supply. 

So our view is of all of the shale supply, it is much cheaper to buy shale supply in Marcellus and bring it to NEXUS than to buy shale gas in B.C, in British Columbia, and bring it to Ontario.

MR. YAUCH:  But the benefit being presented to the Board is that those benefits won't be realized naturally.  That without NEXUS, they won't happen.  But in fact, they probably will happen, even without NEXUS.  So the benefits might be overstated in that regard? 

MR. ISHERWOOD:  I'm not sure -- it depends on what benefit you're talking about.  I wouldn't say, generally speaking, they would happen anyways. 

MR. YAUCH:  You would not say that shale gas is going to make its way here and benefit ratepayers in the form of lower gas regardless of NEXUS or not?

MR. ISHERWOOD:  I don't think it would arrive in the quantity it is going to arrive at with the benefit of NEXUS and Rover. 

MR. YAUCH:  Okay.  Those are all of my questions, actually, thank you. 

MS. SPOEL:  Thank you, Mr. Yauch. 

I think we will adjourn for today, rather than forcing someone else to start for ten minutes or so. 

We will resume promptly at 9:30 on Monday morning.  I just remind the parties, I think we have Mr. Quinn, you are up -- well, Ms. Alexander, maybe you would like to start on Monday morning and followed by Mr. Quinn.  And then Mr. Rubenstein, I think, is next, and then Mr. Brett. 

As I said, I would remind all parties to take out your editing pencils and if there are things that have been covered today, you will have the benefit of the transcript, we would prefer not to repeat areas obviously, but we do want a full examination.  We're just mindful of the time. 

So unless there are any other matters, we will adjourn for today.  Thank you very much.  Have a good weekend.
--- Whereupon the hearing adjourned at 12:00 p.m.
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