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The evidence is clear that the risk Mmanagement activity reduces volatility in
Union’s cost of gas, by 31% over the period 2002-2006, at an average cost of
0.3% of total Commodity costs. However, the actual mark to market resuylts while
netting to $3.4 million over the Same period, have ranged from a cost of $22

Risk Mmanagement has reduced the sjze of PGVA rate riders by 149 and the
volatility of those rate riders by 17%. |t was on the basis of these impacts that
the Board in itg prior decision concluded that the program should pe maintained.
However, the rate rider itself has been less than 10% of the cost of gas.
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DEcision
month. Most of the impacts are well below this level.

The Board agrees that in the event of price volatility customers are Subject to the
price impacts, but the use of the QRAM process and the equal billing plan have
the effect of Smoothing customer Impacts generally in any event. The evidence

Period. The Board understands that on a net basis there should be no gain or
loss, howeﬂ in comparmg. ese swmgs with the marginal leve| of benefits, the L
Board concludes that there s N0 material net benefit for customers. As a result, " . 3

the Board wi| disallow the recovery of the associated costs. The Board wij| make
No consequentia| adjus at this time, but Union is \
directed to record the costs, which are currently embedded in_rates for the s 2:5
duration of the IR period, in a_deferral account for disposition later. Lhe o
appropriate adjustments to distribution rates will be considereq at the timg_g':f L~

Union’s next rebasing.
e

COSTs

The Board hereby directs:

1. Eligible intervenors claiming final costs are to file their claims by
September 22, 2008 in accordance with the Board'’s Practice Direction on
Cost Awargds.

2. Union ang Enbridge shaj| have until 14 calendar days from the date the
cost claim was filed to object to any aspect of the costs claimed. The party
claiming costs shall have 7 calendar days from the date of filing of the
objections to file areply.
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DEcision

was caused by events entirely beyond Union’s control and had nothing to do with
Productivity gains initiated by Union ® Under a cost of service regime these cost
reductions woulqd flow through to the customer at each cost of service rates

application.

The lntervenors, on the other hand, argued that prior period tax reductions
should not pe considered and that the tax reductions at issue are those that
occur within the specified IR term. |f prior tax period reductions are eliminated,
they claim that only a fraction of the tax reductions wijl| flow through to the price
cap index during the IR term.

Board Findings

This is a difficult question with g large amount of Cconflicting evidence. But the
--r_; . - . —\\ﬁ\_-ﬂ—‘_—-—.
Principles are relatlvely straightforward. In order for an IR plan to be Successful,
it is important that the parties believe it js fair at the outset. There js expected to
be a large reduction in taxes over the period. |t is understandable why the
Intervenors are concerned that ratepayers woy|q lose the benefit of an estimated

$80.5 million cost reduction at the very Outset of the plan. Such 3 reduction
would clearly enyre to the benefit of ratepayers if the Company were Subject to

*Tr. vol. 4,p. 65
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n the other hand,

DEcision
(@) it is accepted by all of the experts that tax reductions

reductions at issue are of this nature

factor. This Board in RP-2001-0029 did not require Union to demonstrate that
the tax reductions would find their way, in their entirety into the inflation factor
within the specific term of the IR plan. This approach has also been adopted by
regulators in other jurisdictions including  the Federal Communications
Commission in the Uniteq States” and the CRTC in Canada.®

In the circumstances, the Board believes that the fair solution is to treat 50% of
the tax reductions as a Z factor.

e T 1 Al

agreed to in the Enbridge case. That is not the reason for the Board'’s decisign
he‘f'"e'f%—d"d not treat the E nbridge%&t
E?Rp-zoomon as a precedent. Byt it n may Ecrsorr__le_ comfort that

both gas utilities y

The Board notes that the 50% allocation was the same solution the parties

inder the Soard's jurisdiction have the same result regarding
this particular Z factor.

—=

"In the Matter of Policy and Rules Ccncernmg Rates for Dominant Carriers ( 1989) 4 Fcc Red
2873, 1989 FCC Lexis 860 at para 272; 1990 FCC Lexis 5301 at para 178

®CRTC Telecom Decision 97-9 (May 1, 1997) at para 105
=——=—==2com Decision 97-9
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MR. THOMPSON : Thank you.

Let's move on to the Z-factor

2008 to 2012,
Just a Couple of points:

status of tax reductions,

The amount in issue is this
$80.5 million that's referenced

in Exhibit 3.1.1. 1% could
be more under different assumptions. 1g that what 7T should

take from your discussion with Mr,

Shepherd yesterdayv?
ME. BIRMINGHAM: It could pe more or less,

©n the actual amounts that materialize,

MR. THOMPSON :

depending
yes,

It is a big number. Would you agree?

MR. BIRMINGHAM: Yes, sir.

MR. THOMPSON : Lt

MR. BIRMINGHAM: It is not a form of productivity

initiative for Union Gas, no.

MR. THOMPSON : It's an item that is beyond the control

would you agree?

MR. BIRMINGHAM:

of the utility;

Absolutely.

MR. THOMPSON :

It is clearly in €Xcess of the Z-factor
threshold Specified in the dgreement, of $1.5 million per
year?

MR. BIRMINGHAM: The Z-factor thresholqg facter &f 1.5

million pre-tax per year,

would see all of these changes
€XCeed that threshold,

MR. THOMPSON : Now with réspect to this amount,
am I correct § million of j{
2008 rates,

the §0
million,

t is already baked into

by virtue of the Boarqd'

S interim order?
MR. BIRMINGHAM- B

'm not following that question, Mr.




UNION GAS LIMITED
=== JAS LIMITED

Answer to Interrogatory from
The Building Owners and Managers Association of the Greater Toronto Area (“BOMA”;
The London Propertx Management Association (“LPMA”}
The Wholesale Gas Service Purchasers Group (“WGSPG”!

Question:

Please see Attachment.

Question: February 15 2008
Answer: F ebruary 22, 2008
Docket: EB-2007-0606
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Exhibit E3.1 1

Attachment
Estimated Tax Rate Change Impacts {2008-2012)
Tax Rel, Amounts F ast from CCA Ra Chan (5 millions) 2008 2009 2010 2011 2012
(a) (b) (c) (d) (e)
Computer Equipment (Class 45) - Opening UcC Balance 6.77 10.50 12.55 13.68 14.30
New purchases (2007 Board Approved additions) 8.74 8.74 B.74 8.74 8.74
Capital cost Allowance (CCA) at 459 - former tax rule cca rate 5.02 6.69 7.81 812 840
Closing Undepreciateq Capital Cost (UCC) 10.50 12.55 13.68 14.30 14,64
Computer Equipment (Class 45) - Opening Ucc Balance 6.34 9.19 10.47 11.05 11.31
New purchases (2007 Board Approved additions) 8.74 8.74 8.74 8.74 8.74
Capital cost Allowance (CCA) at 559 - 2007 Federal Budget tax rule CCA rate 589 7.46 8.16 8.48 862
Closing Undepreciated Capital Cost (UCC) 9.19 1047 11.05 11.31 11.43
Distribution Assets (Class 1)- Opening UCC Balance 130.56 255 90 376.23 491.74 602 64
New purchases (2007 Board Approved additions) 133.23 133.23 133.23 133.23 133.23
Capital cost Allowance (CCA) at 4% - former tax rule CCA rate 789 1290 17.71 22.33 26.77
Closing Undepreciateq Capital Cost (Ucc) 25590 376.23 491.74 602.64 709.09
Distribution Assets (Class 1) - Opening UCC Balance 129.23 250.71 364.89 47223 573.13
New purchases (2007 Board Approved additions) 133.23 133.23 133.23 133.23 133.23
Capital cost Allowance (CCA) at 8% - 2007 Federal Budget tax rule CCA rate 1175 19.04 25.89 32.33 38.38
Closing Undepreciated Capital Cost (Ucc) 25071 364 89 472 23 57313 667 97
CCA Difference 4.74 6.90 8.73 10.36 11.84
Tax Rate (Anticipated Corporate Income Tax Rates during IR term) 33.50% 33.00% 32.00% 30.50% 29.00%
Tax Impact 1.59 228 279 . 3.18 3.43
Grossed-up Tax Amount (Cumulative Total Forecast) 239 340 4.11 4.54 4.84 19.27
Incremental Amount 239 1.01 0.71 0.44 029

Tax Relat, Amounts Fo ast from Income Ta, Rate Change

Taxable Income (Rate Order Working Papers/S4/co| (e)line 10) 80.782 80.782 80.782 80.782 80.782

Gross Deficiency (Rate Order Working Papers/S1/co| (e)line 7) 23.12 23,12 23.12 2312 23.12

Interest Incoma (included in Taxabie Income, line 23) - - - - -

Board Approved Taxable Income for Income Tax Expense Caleulation 103.9 103.9 103.9 103.9 103.9
36.12% 36.12% 36.12% 36.12% 36.12%

2007 Approved Tax Rate
Anticipated Tax Rates During the IR Term 33.50% 33009 3200% 30509 28.00%

Tax Rate Variance 262% 3.12% 4.12% 5.62% 7.12%

Annual Income Tax Savings vs. 2007 Approved Taxes (Cumulative Total Forecast) 272 3.24 4.28 584 7.40
Grossed-up Tax Savings 4.09 4.84 6.30 8.40 10.42 34 05
Incremental Amount 4.09 0.74 1.46 211 2.02

Tax Rel Amounts For, t from C. ital Tax R Changes

2007 Taxable Capital as Filed (EB-2005-0520‘ Exhibit D3/Ts/s1) 30209 30209 30209 3,0209 3029 9

2007 Decision and Settlement Agreement Adjustments to Taxable Capital - - - - -

2007 Board Approved Taxable Capital 3,0209 3.0209 30208 30209 30208

2007 Board Approved Capital Tay Rate (EB-2005-0520 ADR Agreement, p.20) 0.285% 0.285% 0.285% 0285% ¢ 285%
Anticipated Capital Tax Rates During the IR Term (1) 0.225% ¢ 225%  0.075% 0.000% 0.000%

Capital Tax Variance 0.060% 0.080% 0.210% 0.285% o 285%

Annual Capital Tax Savings vs. 2007 Approved Taxes (Cumulative Totaj Forecast) 1.81 1.81 6.34 8.61 8.61 27.19
Incremental Amount 1.81 - 453 227 -

Cumulative Total Forecast Tax Related Amount (lines 20+30+38) 8.29 10.08 16.75 21.56 23.86 80.51
Note:



