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Thursday, November 27, 2008

--- On commencing at 9:37 a.m.

MR. MILLAR:  Good morning, everyone.  Why don't we get started?

Welcome to the technical conference for the EB-2008-0106 proceeding.  My name is Michael Millar.  I am counsel for Board Staff.  I am joined today by Pascale Duguay and Angela Pachon from Board Staff.
Introductory Remarks:


MR. MILLAR:  Before we get started, I will just make a few introductory remarks.  We will also go through the through the room so we can introduce ourselves, as well, but I would like to start to remind people of the purpose of the technical conference today.

You will all have received a letter from the Board dated November 10th, and I will just read briefly an excerpt from it.  It states that:
"The objective of the technical conference is to help parties gain, through presentations and an interactive exchange, a clearer understanding of the evidence that is due to be filed by Union Gas Limited, Enbridge Gas Distribution and Natural Resource Gas on November 14th, 2008.  A clearer understanding of the evidence will assist parties in preparing interrogatories which are due on December 5th, 2008.

"The technical conference is not meant to act as a substitute for interrogatories, and it is anticipated that questions from parties will be of a more general or high-level nature."

Now, to a certain extent, we may get into some disputes about what is proper for a technical conference and what is better for an IR.  I am here acting as a facilitator, and of course I am not a Board panel member or anything like that.  I am happy to help try to assist the parties to see if they can come to a resolution if there are any disputes, but, ultimately, if there are refusals for questions, you will just have to save them for interrogatories.

With regard to the schedule, we sent out a draft schedule.  I have spoken with the utilities and it looks like we will have significantly less presentation time than we had anticipated, which I think is probably a good thing, because it will leave more time for questions.

I have also done some canvassing on how long people will be with their questions.  I think it is good that we will have extra time for questions, but I am hopeful we can get through everything, especially if we all work together.

Finally, when you are speaking, you have to speak into your mike, and there is a green light beside the mike and a little button beside it.  The green light has to be on, first, so our court reporter can hear you and everyone in the room can hear you.


But I also understand we have some people on the line from Calgary, as well, and they won't be able to here you unless you have your mike on.

Just so I'm sure this works, Calgary, are you with us?
Appearances:


MR. MCINTOSH:  I am.  James McIntosh with Direct Energy.

MR. MILLAR:  I think you are the only one, Mr. McIntosh.  Did you actually have questions, or are you simply listening in?

MR. MCINTOSH:  I might have some questions.  Ric Forster and Andrea Gibbs will be taking most of the questions from Direct.

MR. MILLAR:  Okay.  Well, don't be afraid to pipe up if we forget you are there.

MR. MCINTOSH:  Okay.

MR. MILLAR:  Why don't we start by going around the room with appearances?  We will start with the utilities, and once we do appearances, we will get right to Enbridge's presentation.

So, Mr. King, do you want to start?

MR. KING:  Richard King, counsel for Natural Resource Gas Limited.

MR. SMITH:  Crawford Smith, counsel to Union Gas Limited, and with me is Chris Ripley, Mark Kitchen, Patti Paitt and Greg Tetrault from Union Gas.

MR. CASS:  Fred Cass for Enbridge Gas Distribution.

MR. THOMPSON:  Peter Thompson for Canadian Manufacturers & Exporters.

MR. SHEPHERD:  Jay Shepherd, School Energy Coalition.

MS. GIRVAN:  Julie Girvan from Consumers Council of Canada.

MR. BUONAGURO:  Mike Buonaguro, counsel for VECC, and with me is James Wightman, consultant to VECC.

MR. QUINN:  Dwayne Quinn, Federation of Rental-Housing Providers of Ontario.

MR. GRUENBAUER:  Jim Gruenbauer, City of Kitchener.

MR. AIKEN:  Randy Aiken for the London Property Management Association and the Building Owners and Managers Association of the Greater Toronto Area.

MS. GIBBS:  Andrea Gibbs for Direct Energy.

MS. ROBERTSON:  Susan Robertson for Direct Energy.

MS. WASNEY:  Judy Wasney for Superior Energy.

MR. FORSTER:  Ric Forster for Direct Energy.

MS. RUZYCKI:  Nola Ruzycki, Ontario Energy Savings.

MS. YOUNG:  Valerie Young for the Industrial Gas Users Association.

MS. PASSMORE:  Libby Passmore, Union Gas.

MR. ABBASI:  Iftikhar Abbasi, Enbridge Gas Distribution.

MR. RYCKMAN:  Norm Ryckman, Enbridge.

MR. ROSS:  Murray Ross, TransCanada.

MR. KILLEEN:  Bill Killeen with ECNG Energy, LP.

MS. SUAREZ:  Margarita Suarez, Enbridge.

MR. MILLAR:  Anybody else?  Okay, thank you.  I think we will get started with the presentation.  Maybe I will hand it over to Mr. Cass.

MR. CASS:  Thanks, Mike.

To address the first issue - that's issue A, the general review of the QRAM process - we have here today Malini Giridhar and Don Small.  I think everyone knows them from many past appearances before the Board.  Anton Kacicnik is also sitting with them.  He is not so much directly involved in this issue, but sitting with the two witnesses.

I will let them get right into the presentation.

Just before that, I have one small housekeeping matter to address.  It doesn't actually relate to this presentation.  It is the next presentation, issue B, load-balancing.

There was just a graphing error with a chart that appears at page 8 of the issue B evidence.

So what I have is a substitute page that I could hand out to everybody.  You can take out the old page and insert the new one.  If you compare, you will just see that one of the lines was improperly placed on the chart.

So everyone can just put in the new page.

--- Documents handed out.

MR. CASS:  So, Malini, I think you can take over any time you want.
ISSUE A: Review of QRAM and Associated Implementation Issues

Presentation by Enbridge Gas:

MS. GIRIDHAR:  Good morning, everyone.  Nice to be back and see familiar faces here.  Is this on?  It's not on?  Oh, here.  Thank you.

So I will be addressing our QRAM process, Enbridge's QRAM process today.  I will start with a brief overview of our current QRAM methodology, and then a response to the specific issues.  So it is really a summary of our evidence that I will be presenting.

So our QRAM process commenced -- our QRAM methodology was approved in May of 2001 as part of RP 2040, and it replaced a system where we changed our prices on an annual basis, except when we crossed certain thresholds in terms of price changes.

So in those days, I guess, the commodity cost changes were sporadically reflected through interim prices changes when thresholds were exceeded.

I think I will just sit down.  Thank you.

Sorry.  So our QRAM methodology was implemented in 2001.  This is okay?  Raise my voice?  This is okay?

I didn't realize I was this soft-spoken.  Nobody has told me that.

The QRAM process was intended to establish an enhanced reflection of gas supply prices on a regular basis.  As I mentioned, prior to our QRAM process, we had annual rate changes. And we wanted, as well, to mitigate large annual adjustments in our customer bills.

This process has worked since 2001, with few modifications, as noted.  There were a couple of modifications in a couple of cases a few years ago.  The point to note is our QRAM process focusses exclusively on capturing impacts from changes in our forecast of gas costs, as well as changes to our PGVA variance account.

So, briefly, there's four components to our QRAM methodology.  There is the determination of the QRAM reference price.  There is the purchase gas variance account, which captures the variance between forecast and actual prices.  There is a QRAM approval process that's prescribed for us, and, finally, there is the customer communication piece.

So the QRAM reference price is based on a 21-day strip, and I will go into what that 21-day strip represents.  And essentially it reflects a forecast of our supply costs and attendant transportation costs for our test year.

I already talked about the PGVA and the approval process and customer communication.

The 21-day strip, just moving on to the next slide, slide number five, the 21-day strip represents a simple average of future market prices and it reflects the 12-month period from the date on which the QRAM is effective.  It also reflects pricing points that underpin our supply portfolio.  So basically, we would pick those points where we purchase gas, look at the forward prices for a 12-month period, and take simple average and then apply that to our approved gas supply volumes, purchase volumes.  And essentially, that's what the calculation reflected.

What we do have in our methodology is a trigger.  So we do this calculation every quarter, but then we have a test that we apply so if the change in that QRAM reference price exceeds 0.5 cents per cubic metre, then the change is reflected in our prices.  Otherwise, there is no change, you know, reflected that quarter.

Finally, we then have rate adjustments to our gas supply charge as a consequence of the change in the utility price, but we also have changes in our delivery charges to reflect gas supply-related elements, for example our working cash, carrying cost of gas and storage, and distribution losses.

It is important to note that all customers see the impact of our QRAM changes, our sales customers as well as our direct purchase or transportation customers because we reflect these changes in our transportation delivery rates as well.

Finally, the new reference price becomes the benchmark for capturing variances in the PGVA; in other words, the benchmark against which the actual costs are measured changes with every QRAM.

So moving on to our PGVA clearance.  We have a gas cost adjustment that's reflected every quarter.  We call it rider C, and there is a specific prescribed methodology for that, as well.

Essentially, we would take our forecast year-end PGVA balance, each quarter, and we would divide it by the forecast consumption for the remainder of the test year.  So what that means is that our January QRAM has a 12-month consumption, that is the denominator for the derivation of the unit rate, but each of the subsequent QRAMs has lower volumes because we always go to the remainder of the test year.  We always use Board-approved volumes to make that calculation so that remains static.  Then, again, the balance itself is a projected year-end balance that we look at.  We have a trigger for this element as well.  So if the rider that is calculated based on that prescribed methodology varies by more than 0.5 cents per cubic metre from the previous QRAM, then that rider change is implemented.  Otherwise, the costs continue to be captured in the PGVA and then disposed of in the subsequent QRAM when the same test is applied.

Finally, at the end of the year, we have a true-up exercise, where we look at the actual balances in the PGVA and we also do a very detailed decomposition or disaggregation of the PGVA into specific components of gas supply, transport and load-balancing, and then that is allocated to our different rate classes.

So the interim QRAMs, essentially, you know the interim price changes are reflected to our supply customers with respect to the rider, and then the year-end applies to everybody.

So specific issues that we wanted to address:  The trigger mechanism, price adjustment frequency, reference price calculation methodology, again, our variance account treatment, and then what all of this means on our revenue requirement.

So issue number 1 -- I am on slide 8 now.  Should there be a trigger mechanism to prompt a change in the reference price, and I just mentioned that we do have a trigger mechanism.  Our view is that there should not be a trigger mechanism going forward.  So this is a change from our current practice.

As I mentioned, there are two triggers.  There is the change in the reference price that's subject to a trigger, and there is also a rider that is subject to a trigger.

Our view is that since 2001 there have been –- actually, January 1, 2002, there were only three times when the reference price did not change, but in each of those instances the rider changed.  So one of the two things changed and we had to implement a rate change.

As well, there were five times when the rider did not change, but the reference price changed.  So essentially every single quarter, since January 1 of 2002, we've had some sort of rate change that was implemented.

So we obviously came to the conclusion that the current trigger mechanism, either because of the size of the trigger or for other reasons, has not been very effective as a trigger, and therefore we think we would be very comfortable disposing of that trigger mechanism and that, also, does harmonize us with Union with is one of the objectives of this process to see where harmonization is possible.  We think the implementation of this change is straightforward.  There is no costs of getting rid of the trigger, because we really didn't see cost savings associated with the trigger in the first place.



Moving on to issue 2.  Is there -- is the price adjustment based on a 12-month price forecast appropriate for the regulated gas supply option?  I just described the 21-day strip that takes 12 months of forward prices into account, and our view is, yes.  We do believe that we should use a 12-month price forecast or continue to use the 12-month price forecast.  The reasons are, it is consistent with our gas supply procurement process and the manner in which we use storage.  In other words, we purchase an equivalent amount every month of the year, excess supplies are stored in storage and then withdrawn for the winter time.

Our view is that a failure to link forecasting methodology with the way we incur costs will result in greater variances which must be trued up at a later date.  So to the extent our forecasting methodology deviates from our operating practices, and given the fact that gas costs must be trued up, it is just -- it is either pay now or pay later.  So deviations from our methodology ultimately need to be reflected in rates.

Finally, the 12-month price forecast is also consistent between our sales and direct purchase customers.  This is because our direct purchase customers are subject to an MDV requirement which is essentially the same as the treatment for the gas sales customers which is they supply the same amount of gas every single month of the year, and then the company does the load-balancing and uses storage on behalf of all of our customers.

Under a monthly forecast, for instance, you know, if you're looking at changes from the 12-month, we believe that applying a varying monthly price to varying monthly consumption will result in a variance between our annual bills and our annual purchases, even if there is no variance between the forecast and actual.  So that is a bit of a mouthful and maybe I can explain it.  If you look in our evidence you will see a table that we have put out which essentially shows that.

So the reason is our 12-month strip shows varying prices on a monthly basis.  But we have almost the same purchases every single month from a supply perspective.

If it is applied to the customer's consumption pattern -- which we know vary significantly between winter and summer -- because winter prices tend to be higher than summer prices and you are applying it to higher volumes than what you actually purchase in the winter time, you will end up with over-collection at the end of the year, which then needs to be returned back to the customers again going back to the point that we have to true-up our gas costs.  So essentially using anything other than a 12-month price forecast will automatically put dollars into our deferral and variance accounts, and these dollars shouldn't be there in the first place because they are not related to the difference between forecast and actual prices.

They're related to a purchasing pattern which could have been reflected in the first place in the way we designed rates.  From the rate making perspective, our view is it is inherently inconsistent with the way we designed rates.  At the end of the day, if the future unfolds exactly as you forecast, you should not really have deferral account variances, but here is an instance where even if your forecast prices were actual prices you're going to be putting dollars into the PGVA.

So we have an issue with that methodology.  The same thing would apply if you used a three-month forecast, for instance.  It all goes back to the fact that our operating practice is to purchase for a 12-month period and use storage to balance consumption.

Is the quarterly price adjustment appropriate for the regulated gas supply option?  Our view here, again, is we believe it is appropriate.

Let's see why, I mean look at the alternatives.  If we go back to an annual price adjustment, it would be a return to a methodology prior to the implementation of QRAM and we know we had issues with that methodology.

A monthly price adjustment based on a monthly forecast period, we know -- I just explained that it does not capture the operating characteristics of the utility and the operating efficiencies that our storage provides, nor is it true to the philosophy that the utility must pass on its true purchase costs.


Finally, if we implemented a higher price adjustment frequency of any sort, you know, over and above the quarterly methodology we have, it would drive additional costs as compared to the current methodology, and so I think that is something we need to keep in account. 

We did mention on issues day that we believe in the philosophy of standardization, but we certainly should, you know, look at what it costs to achieve that.  In this instance, we're actually standardized with Union.  We both have quarterly changes and will be moving to a different standard which will have attendant costs.


Moving on to issue 3.1, which is slide 11:

"Should a single Ontario-wide reference price be used as the basis for the gas supply commodity?"


Our view is that it should not.  The fundamental reason - I think you have probably recognized that thread throughout - we want to be reflecting the operating characteristics in our rates, because ultimately, again, this is something that needs to be trued up.


Using a single Ontario-wide price, let's say, for example, between Union and ourselves, would deviate from our operating and rate-making practices.  Because we have to true up, it will create dollar variances which must be trued up at a later date.  So it just defers a current price signal for an adjustment later on in the year.


It would -- in our view, if you look at our evidence, you will also see that we have other concerns with the single Ontario reference price, because this goes back to the fact that the utility actually performs two roles through its gas supply procurement. 

On the one hand, it is the supplier to its system sales customer, but it is also the system operator for its distribution system.  So we load balance our sales customers and our direct purchase customers, and we look at our landed Ontario price, you know, as derived from our gas supply portfolio, to then allocate costs based on where they belong, whether they should be allocated to our supply customers or whether they are load-balancing in nature and they should be allocated to all customers. 

So if you now actually deviate from our price and adopt a single Ontario-wide price, then we will have two problems.  One is, you will again be putting more dollars into the deferral account, but, secondly, your benchmark for deciding who gets allocated what costs has also changed.


So, you know, we are concerned that we would have equity issues in terms of determining what element of that price relates to our supply function and what elementary relates to our system operator function.


So that is the reason why we think that a single Ontario-wide reference price does not really work for us, and, ultimately, it has to go back to the fact that each of us balance our own systems.  We have our own procurement practices.  Depending on our physical location, the transportation paths and the places where we purchase our gas are different.


So this is a very different situation than if we were a single distributor in the Province of Ontario providing the entire province with their natural gas needs.


Moving on to issue 4:

"What deferral and variance accounts and what should the disposition of the methodology be?"


Fundamentally, the idea with the deferral account is to keep our ratepayers and distributors whole with respect to price changes, as reflected in gas costs.  So that fundamental philosophy is to capture the variance between our forecast and actual costs. 

But what you capture and how you capture it is a function of how they were reflected in rates in the first place.  So the disposition -- or the determination of the balances has to be consistent with how rates were determined in the first place.  To the extent that our rate design methodologies may not be exactly the same between both -- between all utilities in Ontario, the deferral account composition has to take that into account.


Fundamentally, we believe the elements we have today in our deferral account are the appropriate elements.  The way they are calculated is appropriate.  They do keep our ratepayers and our shareholders whole.


The one issue where we are proposing a change is in our disposition methodology.  I described our rider, the fact that we look at a forecast year-end PGVA balance and always clear that over the remaining volumes of the year.


We are proposing to adopt the methodology that Union uses, which is to always take a 12-month volumetric consumption as your basis for calculating the rider, so we'll always be using 12-month rolling methodology. 

We would also look at the composition of the PGVA every quarter as opposed to the end of the year.  So there will be a rider that would be applied to our sales customers, as well as our direct purchase customers.


And, finally, this would allow us to eliminate the true-up mechanism that we have, the one-time clearance at the end of the year as it relates to the PGVA.


We do expect incremental implementation costs and we will be referring to that towards the end of the presentation.


Moving on to slide 13, issue number 5:

"What methodology or methodologies should be used for recovering the carrying costs of gas and inventory and related costs, and should the revenue requirement change as a result of the change in the reference price?"


I mentioned at the start of the presentation that our QRAM methodology allows us to reflect gas cost related impacts on working cash, as well as carrying costs of gas in inventory on a quarterly basis.


We believe that this is the appropriate methodology to use.  It minimizes year-end deferral account variances, because they're reflected each quarter.  And our understanding is that Union Gas proposes to align with our methodology, so here is another instance where you will see harmonization between the two utilities.


Filing requirements.  Enbridge supports a common approach to QRAM filings, and we have some ideas on what the composition of that filing would be.  For example, we could have tabs devoted to the determination of the QRAM reference price, the derivation of the rider, the change in the annualized revenue requirement, the derivation of rates and the rate handbook.


We also support efficiencies in terms of the timelines for our QRAM filings, and we think there are two areas where efficiencies can be derived.


The first one is we can shorten the time gap from 45 days to 30 days between the time the QRAM reference price is determined and the QRAM effective date, and this -- I might have omitted to mention this earlier when I was talking about the 21-day strip.


The last pricing point for our 21-day strip is 45 days before the effective date of the QRAM.  So, in other words, if you have a QRAM implemented on January 1st, November 15th or the 16th would be the last date you would take into account for the 21-day strip.


We are proposing to move that closer to the QRAM implementation date, so the last date will now be, I guess, December 1st or November 30th or, you know, thereabouts.


Finally, another area where we think efficiencies can be derived and which will in fact allow us to move this 21-day strip forward is to actually have some efficiencies in review and approval process while continuing to accommodate all of our current process components.


That is basically it.  Thank you.


MR. MILLAR:  Okay, thank you.


I think we will move to Union now, and then NRG, and then we will hold the questions until all three have presented.


Mr. Smith, did you want to move your folks up there?  Is that easiest?  It is probably preferable if you are facing the crowd.

Presentation by Union Gas:


MR. MILLAR:  Did you have any introductory remarks, Mr. Smith or did you wish to introduce your panel?


MR. SMITH:  Well, we have Patti Piett and Greg Tetrault from Union Gas which will be speak -- who will be speaking to the first issue and providing an overview of Union's evidence with specific reference to the issues in the case.

MR. TETRAULT:  Well, we are certainly pleased to be here as well.  I think I am on.

You will see that our presentation is structured in a way that essentially responds directly to the issues that have been articulated.  You will see a bit of a back and forth between Patti and I, but certainly we will cover all of the issues in the presentation between the two of us.

I will start.

The first issue, as you know, relates to whether there should be a trigger mechanism to prompt a change in either the reference price or to clear PGVAs or other gas supply deferral accounts.

As you know, Union's current practice of changing reference prices or clearing deferrals does not involve a trigger mechanism of any kind.  Our view is that the trigger could reduce predictability of price changes and produce unnecessary lags between when costs are incurred and when those costs may be recovered.

Further, I think our current practice has been established for a number of years and has gained a large measure of acceptance by all of the stakeholders in the QRAM process.  So we are not, at this time, proposing any change to our practice of not having a trigger, and I would note, just for clarity, that as you heard in Enbridge's presentation, they are proposing to move to Union's methodology here.

MS. PIETT:  The second issue dealt with the price adjustment frequency and the forecast period.

2.1 and 2.2 dealt with when we do file a change of rates, for what period should the outlook be when we are determining our rate?

Currently we have a 12-month outlook now.

We propose that the 12-month price forecast continues.  What it is is an average of the next 12 months and it is a weighted average based on the amount of gas we plan to buy in each of those 12 months.  So that the reference price or the rate we charge customers at the end of the year should match what we spent on gas through that year.

The reason we like a 12-month forecast is because it reduces price volatility for customers it smoothes out any seasonal or monthly volatility that may be in the market.  If winter prices are higher than summer prices then it would average that out.  Or if a particular month had an unreasonably, unusual price of gas because of different fundamentals that may be occurring in the market, that, too would be smoothed out for customers.

So aside from the smoothing out effect of a 12-month price, we also think it helps customers use the natural gas reference price from Union Gas as a benchmark for their other alternatives in the market.

So direct purchase options use an average annual price as well.  In fact they usually have a three or five-year price.  We think that a one-year price, average price that the utility offers is a good and reasonable benchmark for customers to use when determining their various options.

2.2 and 2.4 dealt with how often Union or the utilities should update their price for customers.  Currently we have a quarterly update, as you know, and other options could be an annual update or monthly update.  Keep in mind this is independent of how long the outlook would be when we do file.  It is simply is how often do you update your price whether it be a 12-month outlook or a one month outlook.

We continue to propose that the quarterly updating process that we have now continues to be appropriate.  Number one, it's a good balance of price stability.  Certainly the market changes each month, but if we think that if we use a quarterly update then it is a reasonable balance of efficiency, and market sensitivity.

A monthly price, of course, would mean that we are constantly in the mode of getting updates done on our QRAM process.  In fact, if we continued with the same methodology, if we updated monthly, we would have two QRAM proposals in front of the Board at any one time.

So we would have to change that process, I would think, and it would be administratively more burdensome for everyone.

Also a monthly adjustment -- we have done these scenarios -- if you have read our evidence, you will see that we have looked at different scenarios for different outlook periods and different filing periods.  And we've looked at monthly updates and we have looked at quarterly updates and we have looked at different forecast periods for each of those.

After analysis, we continue to think the quarterly update with a 12-month outlook is the best balance of all of the objectives.

Issue 3 dealt with whether we should have a common price across Ontario for natural gas, and perhaps similar to what you might see on electricity.

We feel that on the natural gas side, each utility has particular supply plans that vary.  And it is due to our geography.  It is due to the connection of each of the utilities to different pipelines and different supply basins.  If we were to have a simple Ontario reference price, then we would not be adequately reflecting what we expect our costs to be for gas supply.

The difference between what our expected costs would be and this particular common reference price, those supply costs would gather in our deferral accounts and they would be trued up later.

So it would be sending, perhaps, an incorrect market signal to customers because we would not be adequately reflecting what we think customers will pay for gas in the supply rate.

We do have a common methodology, I should add.  When we determine what our reference price is or our rate for customers, the three utilities use a very consistent methodology to determine what our rate will be.

So the methodology is very common.  The only thing we do differently is we then add on what we think our supply costs will be that is particular to our utility and also particular to the variance delivery areas in which we operate.

The idea there is so that we are doing our very best guess at estimating what we think our customers will pay for gas in the end and we put that in the rate upfront rather than a true-up mechanism later.

Question 3.3 dealt with if an Ontario price is not implemented, then what supply inputs and data would we use?

I think I have already touched on this a bit.  But in the evidence and how we do it now, all three utilities, is that we use an Empress market price as the basis for our reference price.  That continues to appropriate because we continue to buy the bulk of our gas from western Canada.  So even though would he now have new supply points available to the utilities such as Rockies or Chicago or the Gulf of Mexico, the bulk of the gas that we buy continues to be sourced from Empress.  So it continues to be a good reference price for the rate of gas.

Then once we determine that reference price, then we layer on any other particular supply costs or savings that each utility sees so that the reference price then becomes an adequate benchmark for what we expect costs to be for customers.

3.4 dealt with what role should the Board take in studying the reference price.  Our view is that the role the Board takes now is a very good one, and that is what they simply approve the rate brought forward by the utilities.  The utilities have to calculate that reference price anyway.  We have all of the data available to us.  We download pricing market information every single day.  We know the Empress market at any time.

So it is a process that is very efficient to let us continue to bring that reference price forward because we would calculate it anyway.  And we provide all of that information and the Board simply has to approve it.  And you will see each quarter that the utilities come with a very, very common price.  The only thing that might vary between our reference prices is the difference in our supply portfolios.  That's actually a minor part of it.

 MR. TETRAULT:  Issue 4.1 dealt with:  What should be the deferral or variance accounts to capture variances in commodity, transportation and load-balancing and inventory revaluations?  Union is proposing to maintain its current practice, which is to maintain separate deferral accounts to capture variances in all of those cost elements.

We feel that maintaining separate deferral accounts really provides the right level of transparency as to how costs are incurred, eliminates the need for any allocation of costs between either north and south, in our case, sales customers or between system and direct purchase customers.  We're able to directly assign those costs as a result of maintaining separate deferral accounts.

So again, we propose to keep that methodology as it stands currently.  Just on the next slide, provide a little more detail as to how this works in both the Union south and Union north.

For example, Union south, we have a PGVA that captures both commodity variances as well as transportation variances.  And that one deferral account really allows us to recover costs from sales service customers only, within the single deferral account.

The north works a little bit different where commodity costs are recovered in the north PGVA from sales service customers, but we have a transportation - referred to as a TCPL tolls deferral - account, that recovers variances in upstream transportation costs from both sales customers, as well as direct purchase customers, and that is just a function of our rate design in the north where we are providing the transportation service to both groups of customers.

So, again, we propose to continue to manage that process as we do now and feel that really that is the best way to avoid any type of cross-subsidy between seasonal customers, by disposing of those amounts over a 12-month rolling period and reduces price volatility, unnecessary price volatility, for customers.

4.2 dealt with what methodologies should be used by distributors to determine the variance account balances to be disposed of.  We are not proposing any change in this particular issue.

Our comment is just that we feel that deferral account balances should be determined by comparing the actual prices of gas supply commodity and upstream transport to the appropriate Board-approved reference prices that are utilized in each deferral account.

4.3 and 4.4 dealt with what methodologies should be used by distributors to dispose of deferral account balances, and how frequently should the accounts be cleared.


Again, Union is not proposing any change here.  We are proposing essentially the status quo, where disposition would continue to occur on a quarterly basis, with balances being recovered or refunded prospectively over a 12-month period.

In our view, this eliminates the possibility of large out of period adjustments and volatility, and at the same time provides the appropriate market signal to customers.

The final part of this issue dealt with whether there should be a final allocation to the PGVA, and our view remains that the answer to that is "no", that because we are prospectively recovering every quarter over 12 months, there is no need for a final adjustment at year-end.

4.5, which I think I touched on earlier, talks about the implications of the different methodologies in light of seasonal consumption patterns.  Again, I think by doing a quarterly update to allow for prospective recovery over a rolling 12-month period, we have managed to capture all customer consumption that would take place over 12 months, and that eliminates or minimizes any seasonal consumption pattern issues that might develop otherwise.

Issue 5.1, 5.2, I would suggest this is the primary change that Union is proposing with regard to QRAM issues.

These issues dealt with what methodologies should be used by distributors for recovering the carrying cost of gas and inventory and related costs, those related costs being compressor fuel and unaccounted-for gas.

Union's current practice does not involve a quarterly update to distribution rates or revenue requirement as a result of a change in the QRAM reference price.

As you know, right now we have an inter-period WACOG deferral account that is disposed of as part of our annual deferral account disposition that captures the variances between the QRAM reference price that is updated quarterly, and the cost of gas that is approved in our delivery rates on an annual basis.

So, as I mentioned, we are proposing to make a change to this practice to achieve greater harmonization with Enbridge, and we are really proposing two things, that we would update distribution rates on a quarterly basis for the three delivery-related cost of gas items that I discussed earlier, which are inventory carrying costs, compressor fuel, and unaccounted-for gas.

Further, that would then allow us to eliminate the inter-period WACOG deferral account after a final balance was disposed of.

This should allow us to really eliminate what could be large out of period adjustments associated with the inter-period WACOG deferral account, and, as I mentioned earlier, achieve greater alignment on this issue with Enbridge.

Issue 6.1 dealt with whether there should be standardized pricing mechanisms for all natural gas distributors, and what are the cost benefits and implications for ratepayers and other stakeholders. 

We feel, particularly after the changes that both Enbridge and Union have articulated here, that our QRAM processes are very much aligned and provide an appropriate pricing structure for the regulated gas supply option, and, furthermore, achieve what we feel is a good alignment between the Board's stated QRAM goals where we were trying to balance market price sensitivity with rate stability, transparency, and also a process that is administratively efficient.

Finally, on issue 7.1, which deals with whether there should be standard filing requirements for QRAM applications, Union's view is that we're very supportive of standard filings where it makes sense.  The current approach that we have recognizes some utility-specific differences in calculations, and while we do view standard filing requirements as being a positive, we at the same time want to recognize there may be some differences between the utilities that need to be maintained.

Generally, we think we can -- that the standardization will provide really a more mechanical and expeditious process and allow, potentially, as Enbridge mentioned, the closing date of the 21-strip to be moved closer to the QRAM effective date.

I believe in our evidence we provided a schedule and suggested that we could move the closing of the 21-day strip for an October QRAM from August 15th to August 29th, which would be 14 days closer to the QRAM effective date.

Again, the benefits of a more streamlined process, we feel, is that we can provide a more timely market price for each QRAM by moving the 21-day strip closer, and create what is hoped to be a more efficient and effective regulatory review process.

I think that is it; that completes our presentation.

MR. MILLAR:  Thank you very much.  Mr. King, you had about two hours of presentation, or was it two minutes?  Over to you.

MR. KING:  Do you want me to go here?

MR. MILLAR:  Wherever you are most comfortable.
Presentation by NRG:

MR. KING:  The approach I am going to take is slightly different.  NRG is a small, largely rural utility embedded within Union's territory.

I am not going to go through NRG's position on those issues that apply to us.  They don't all apply to us.

They're in the evidence.  You can read them, but I will explain the differences in our QRAM process as opposed to the other two utilities. 

Those differences are largely driven by the fact that we are embedded within Union's territory.  So we have a purchased gas commodity variance account, a purchased gas transportation variance account, and a gas purchase rebalancing account.

The purchased gas transportation variance account, or the PGTVA, I will dispense with that first, because that doesn't form part of our quarterly QRAM process.  It deals with NRG's transportation costs incurred on transporting the gas for NRG's system and direct purchase customers through Union's system.

So they are costs essentially triggered by Union's M9 rate as charged to NRG.

If you are curious about it, schedules 10 and 11 of our QRAM filing contains how you calculate the PGTVA, but it is there for illustrative purposes only.  We don't clear the PGTVA as part of our quarterly process.  That gets cleared separately on an annual basis.

The PGTVA, as I said is -- applies to both our system gas customers and our direct purchase customers.

Our QRAM process deals with three things, the PGCVA, the GPRA - the gas purchase rebalancing account - and the setting of the reference price.  That QRAM process is different than the PGTVA, in that it only applies to our system gas customers.

As utility, NRG purchases gas from -- at three points.  It purchases western Canadian gas and ships that over TCPL on capacity assigned to us from Union, because we're a direct purchase customer of Union.

The second piece of gas we buy is Parkway-delivered gas, and then the third piece - and it is significant - is domestic production, which feeds into the NRG system.  That accounts for about just under 40 percent of NRG's through-put.

In terms of how we calculate the reference price, that is in schedules 2 and 5 to our normal QRAM filing, and we've filed our most recent QRAM application with our evidence.

It is a -- like Union, it is a 12-month forecast forward, and that is simply arrived at by taking our forecasting contract prices that we have for those 12 months for the commodity, the TCPL tolls, the fuel costs, and interest, and dividing that by our forecast of volumes we expect to purchase over the 12 months.

Then you take that and you add, or subtract, our projected PGCVA balance, and the theory there is that we try to get the PGCVA balance to zero at the end of that 12- month forecast period.  Based on that, you get your reference price.

How we set our commodity price is set out in appendix A, Schedule A of our filing, and we basically take our reference price and then we add our system gas fee, which is the fee we'll talk about tomorrow, I guess.  That gets set at every cost of service rate application we have.

Then we add or subtract from that the third element which is this gas purchase rebalancing account recovery rate.

The last thing I will tell you about is that this GPRA is -- how we calculate that is set out in schedule 9 of our QRAM.  And that is basically an item that arises because we have, our direct purchase contract with Union starts on October 1st every year which means that we draft Union's system for the first part of the year.

So we have a negative inventory.  And the consequence of that is we are selling gas to customers in those first six months, for example, as a certain price and then that price may change going forward.

As a consequence of that, there is a disparity between what we pay for gas and what we ultimately collect from clients because of this negative inventory balance and that is how we -- that disparity gets taken into account and added to come up with the commodity price.

That's all I have.

MR. MILLAR:  Thank you, Mr. King.

We're going to open up to questions now.  I think what we will do, and I have just discussed this briefly with the utilities.  I think it is probably more efficient to throw everyone up there and then we will go intervenor by intervenor and you can ask questions of whoever you want to.

Maybe I would ask -- Enbridge, I know, has a lot of witnesses.  Maybe they could only put two people up, for example, and if other people have to answer the questions that's fine we will accommodate them.

So maybe I will ask the Union witnesses to go back up.  Mr. King you can probably just stay there, that is probably most convenient for you.

While people are making their way up to the front, just a quick word on the schedule.  It looks like we're well ahead of the schedule so far.  That is good.

I am hoping we will take a short break around 11 just to let the court reporter rest her hands and then we will probably break for lunch around 12:30.  We will see where we are with the questions, but, why don't we reassess then.
Q&A Session


MR. MILLAR:  In terms of the intervenors, Mr. Forster, I notice you seem to be the most eager and have the most questions anyway.  I would suggest, unless there are any objections, that maybe you can go first and then others will sort of take tick off their questions as you ask them and we will see what is left when you are done unless you have any objections to that.

MR. FORSTER:  No, I think we will go collectively on it as a group.

MR. MILLAR:  That's fair enough, but you’re collective, in any event.  Board Staff also does have some questions but we are content to wait and see if they're asked by others.


MS. GIRVAN:  Can I ask one question?

MR. MILLAR:  Julie, I have no objection to that.


MS. GIRVAN:  I just want to be clear, and I think I have it in my notes, but I just want to be clear if someone could summarize, either Union or Enbridge, just today what the differences are in your current methodologies.  If you could just run through -- I think the differences I know with the rate rider with Enbridge was recovered over the forecast year-end where Union is the 12 months and that's going to change, I think, under your proposal.

I just want to be clear that I know the current differences today between your different methodologies.

MR. SMITH:  Julie, I think that is in appendix A.

MS. GIRVAN:  Can they just repeat it for me?

MS. GIRIDHAR:  Patti, you can jump in when we're done.  Okay?  Lean into it, okay.

In Enbridge's view, there is a couple of major differences that we are harmonizing away.  One is the trigger mechanism, which we will be getting rid of, and the second one is the disposition of our PGVA balance through the rider.  I believe Union has identified one area that they will be harmonizing with us.

MS. PIETT:  That's the inter-period WACOG account.  So I think there were three major differences between the utilities.


MS. GIRVAN:  That's fine.  That is what I have written down, I just wanted to be clear so I could understand the further discussion.  Thanks.

MR. MILLAR:  Thank you, Julie.  Mr. Forster, I can turn it over to you.

MR. FORSTER:  Could either one of Union or Enbridge please advise if you have a calculation in the form of a formula which determines the current quarterly rate.  In your evidence, you have talked about the process that you go through in order to arrive at what the quarterly rate is, but in order to determine transparity and clarity on what actually goes into that rate, is there actually a formula that you can share with us that you use?

MR. SMALL:  Well, I guess the process for Enbridge starts with our initial volumetric forecast that underpins our budget for the test year.

So we would have our monthly forecast of supply portfolio.  When we come to the QRAM, if we were to look at the January 1 QRAM, what we would do is we would look at prices, the 21-day strip from October 15th back 21 days, and from that strip, we would have the various prices for AECO, Empress, Chicago, Dawn or whatever.  And we would have average prices for each month throughout that 12-month period.

We would then apply that unit price to the supplies that we were forecasting to buy based upon that 12-month supply portfolio to come up with what our commodity costs are.  Inclusive to that, we would add in our transportation costs for those supplies that have to be moved on either TransCanada, for example, Alliance or the Vector pipeline.

So we would then come up with our total gas acquisition costs, if you will, and pass that over to our rates department, who then would take those costs and allocate them to the various rate classes.  And they would distribute that based upon an element for the gas supply charge, how much of that would be for load-balancing, and then those costs that they identify for load-balancing, for example, would then be distributed against the various rate classes as per the, their cost allocation rate design methodology.

That is how they would come up with what the gas supply charge that would be underpinning the rate.

MR. FORSTER:  So I guess our question is:  Is that a set formula?  Or does it change on a quarter-to-quarter basis?

MR. SMALL:  It is a set formula.  The only thing that would change would be the inputs into it which would be the 21-day pricing.

MR. FORSTER:  So then it would be possible to come up with a formula that might be similar to the global adjustment that -- the formula used in electricity, just to say, X plus Y equals Z.

MR. SMALL:  Well, one of the things we try to allude to during Malini's presentation was the concern I have, is because we have a diverse supply portfolio that we're relying upon, if you had a price dictated to you, you would end up having to go from that end price to come up to see what an estimate of what your forecasted costs are.

For example, if an Empress price was dictated to us, we would have to come up with a mechanism whereby we would come up with a basis forecast for pricing differentials between Empress and Chicago.

We would still have to come up with some sort of forecast which then the rates department would then have to try to allocate those costs.

The problem I've got is at the end of the year or at the end of the quarter when you are looking at the amounts in the PGVA, you now have to try to come up with what elements, within the PGVA, are your gas cost differences or your variances, and how you allocate those to your various rate classes.

So, in my mind, it is a lot better if you start off at the beginning and work your way through, and then allocate your costs.

MS. PIETT:  Perhaps I could add to that answer as well.  The formula that you are looking for, it sounds very complicated when we describe it in words, but it actually is very simple, and if you look -- as an example, if you looked in any one of our QRAM filings from Union Gas, on tab 1, schedule 1 is a one-page chart with not a lot of numbers on it.  It describes exactly how we came up with our reference price.

Basically what it is is we look at the market for 21 days, and we get an estimate of what we think the price will be for gas at Empress in each of those 12 months, and then we weight that by the volume that we plan to buy in each of those 12 months.  That's our reference price.

So it is actually a very simple methodology now.  We do weight on what we plan to buy in each of those months at Empress, and Enbridge would have a different weighting than we would have, but it is the same methodology.

I am not sure you can get more simple than that, actually.

MR. FORSTER:  Thank you.

MS. RUZYCKI:  I am just wondering -- sorry, Enbridge, if you could provide the source for the data that was used in the graph on page 10 of your initial filing.  Sorry, and I guess if they were actual numbers, or if this was just an example of --

MR. SMALL:  What I tried to do there was to look at what the typical consumption would be for a rate 6 customer -- sorry, rate 1, and look at the monthly profile for that, and then just said, Okay, if we assume that we were to buy the same amount of gas each and every day, and then -- so that over the 12-month period you would buy 3,600 units, then what would be the monthly distribution based upon that typical profile?

Then I applied to it the prices that I believe was inherent in the most recent QRAM, if I believe -- well, it would have been the October one -- the October one, to just come up with a proxy and say, Okay, if this was the Empress price that occurred, what would your acquisition costs be, and then try to do a comparison.

MS. RUZYCKI:  Sorry.  So the column that says "Monthly Market Price", is that the price, then -- that's the forecast for those months going 12 months out?

MR. SMALL:  That would be taking that month's price, if you will, times that month's consumption.

What we were trying to demonstrate is if you are buying roughly the same -- or the same amount of gas month over month, you are going to have an annual acquisition cost.

If everything went according to plan, whatever you bought would equal whatever the consumption for that customer would be.

So if you used the 12-month average price, then you would have a match between the acquisition costs, and then the costs being charged to the customer for whatever he consumed.

If you then, instead, applied the monthly price to his consumption, then you would have a difference between what our acquisition costs would be and what he would be paying through his sales rate.  That was what we were trying to demonstrate, that you are creating a variance when there would be no price difference that you would be capturing in some sort of deferral account that you would have to dispose of at a later time.

MR. FORSTER:  So just for clarity, the monthly market price column, column 2, are proxies and not actual historical values?

MR. SMALL:  What I tried to do is take the -- or what I did was take the -- if you were to look at our October QRAM, you will see we file in our QRAMs a schedule that shows the monthly prices that are underpinning in the 21-day average period, so to take those Empress prices and just use those as a proxy.

MS. GIRIDHAR:  If I could just add to that, I think it really doesn't matter what prices you use.  It was an illustration.

The key point there is that as long as those prices vary on a monthly basis, which in fact they do, and your purchase pattern is different than the consumption pattern, using a monthly price or applying a monthly price to consumption as opposed to a weighted average price for 12 months to consumption is going to yield a variance, irrespective of what prices you used. 

As long as the price in January is different than the price in April, for instance, where the difference between consumption and purchase is significant, you're going to end up with a year-end number that needs, you know, clearance through a deferral account.

In fact, I mean, I could -- I did a quick analysis which said, okay, if you then took the variance each month, and, rather than look at the $42.36 at the end of the year, if you looked at the difference between the purchase cost and the bill on a monthly basis, and let's say you kind of cleared that the following month and did that every single month so you cleared the previous month's difference, you could end up with a price that could go from 10 cents per cubic metre to $1.15.  I mean, in this example, I am just quoting numbers.

But the fundamental reason there is you are taking a big part of dollars that have nothing to do with price variance and everything to do with purchasing pattern, relative to consumption, and then you are reflecting that in price.  So...

MR. SMALL:  Just to add, I mean, like, you could pick any prices you wanted to.  If you had a crystal ball, for example, and you knew what the prices were going to be on a monthly basis over the next 12 months and there was no variation in the price, in our current methodology today, we would say, Okay, that's going to cost us X or over a 12-month period.  That average price then gets applied to the consumption.  At the end of the day, whatever that customer paid for his gas supplies equalled what our consumption was.

By moving to some sort of monthly pricing mechanism, then you are creating a variance that you would have to deal with and not related to a price change.

MS. GIRIDHAR:  Of course if you purchased an amount each month that equalled what was consumed in each month, then you wouldn't have this variance, because it really wouldn't matter what the distribution price was, and that I think is the fundamental point we are trying to make here.

MR. FORSTER:  Thank you.

This is for Enbridge.  On page 15, paragraph 44 - I believe that is where it was - you stated that an Ontario-wide reference price would cause a disconnect between distributors' procurement practice and pricing.

Could you explain that a little bit more, please?

MS. GIRIDHAR:  Sure.  I think Patti talked about it, as well, in her presentation.

Because of how we are geographically located and how we are connected from the perspective of gas infrastructure, Union Gas and ourselves have different procurement paths and different pipelines that basically -- that we contract on.

So using an Ontario-wide reference price, whatever that would be, would not be reflective of how each of us actually procures our gas.  And what that would then mean is because we have to true up our actual costs, you would be putting additional costs into a deferral account.  That would stem from the assumption of a single Ontario price.

So, in other words, if prices were exactly -- actual prices were exactly as forecast, you know, for both Union and ourselves, just the fact that we purchase gas differently, but assume we purchase the same way, will cause dollars to go into the deferral account.

MS. PIETT:  It would be a step away from representing the market-sensitive price in the rate.

MS. GIRIDHAR:  Yes.

MS. PIETT:  Which I think is what is counter to what we want to do.

MS. GIRIDHAR:  Yes.  We want to reduce large account deferral variances, and one way of doing that obviously is by sticking to the operational practices we actually have in terms of how you procure gas.

MR. FORSTER:  Thank you.

With respect to forecasting, would the utilities agree that the 12-month forward look was more applicable when there were long-term fixed price positions as opposed to the way that you are procuring now?

MS. PIETT:  I can answer that.  I would say "no".

The reason we have a 12-month outlook is so that we can average out the ups and downs in the market for the forward 12 months.

So although we buy all of our gas on index prices, we don't fix the price of gas going forward.  We still have a very keen desire to provide a stable price for customers, and having a 12-month outlook achieves that. 

So it's been a long time since we bought forward fixed price gas, but we continue to think a 12-month outlook is the right look. 

MR. FORSTER:  Thank you. 

MS. GIRIDHAR:  If I could just add.  Our view, as well, is that, you know a fixed price is nothing to do with use of 12-month forecast.  The reason we use a 12-month forecast is because we actually ensure that purchases and consumption equal each other on a 12-month basis.  We don't do that on a monthly basis, because we use storage to even that out. 

MS. RUZYCKI:  I just wanted to get clarification on reference page 36 this is for Enbridge as well, paragraph 119, where you are speaking about the short notice and referencing your understanding of it.  I just wanted to clarify were you discussing Union's short term notice or short notice?  Or was that specific to Enbridge?


MS. GIRIDHAR:  I'm sorry, is that page 36, paragraph 119? 

MS. RUZYCKI:  Page 36. 

MS. PIETT:  I couldn't hear you question.  Is your mike on? 

MS. GIRIDHAR:  Could you repeat that again? 

MS. GIRIDHAR:  Nola, sorry, I still didn't get the page number and paragraph.

MS. RUZYCKI:  Sorry, page 36, paragraph 119.

MS. GIRIDHAR:  That actually has to do with the next topic that we will be discussing which is issue B, load balances.

MS. RUZYCKI:  We will wait until then.  Thank you. 

MR. FORSTER:  We are finished, Michael.  Thank you. 

MR. MILLAR:  Thank you.  I am hoping to break in about ten minutes for a morning break.  Does anyone have in and around ten minutes' worth of questions?  Volunteers? 

MR. FORSTER:  Sorry, can I ask if James on the phone has any questions.

MR. MILLAR:   Yes.  James, Mr. McIntosh, if you’re there, do you have any questions?

MR. McINTOSH:   I do have a couple.

MR. MILLAR:  Please go ahead. 

MR. McINTOSH:  I'm curious with regard to how the utilities view the importance of matching the costs incurred with the actual customers served.



The context is really with -- especially with the 12- month deferral recovery but even with a 12-month forward view of price as customers come and go, system customers what importance do Enbridge and Union place on matching the costs and benefits with the customers. 

MS. GIRIDHAR:  Could I just seek a clarification?  Is this from the perspective of matching incurrence and billing customers who may move from direct purchase to system and vice versa?  Is it specific customers? 

MR. McINTOSH:  My question is really around, like if you take a 12-month forward view of price in this time of the year, it's going to have a muted impact with regards to the upcoming winter. 

If customers do choose to leave in April, let's say, there might be a concern with regards to lower prices.  It is just really matching the customers with the costs and the 12-month windows.  I am just curious to get your view on that. 

MS. GIRIDHAR:  I don't know that it really matters from our perspective, because as I said, the use of the 12- month forecast is reflective of the way we purchase gas for all of our supply customers, for sure.  But by the same token, the way we accept gas for our direct purchase customers also reflects that same practice, which is that we accept an equal amount of gas every single month from our direct purchase customers. 

From a load-balancing perspective, of course we look at what is required to balance the entire system.  So when we're making those purchasing decisions really we're not looking at who has moved from system to direct purchase or vice versa, we're just saying, okay, what is the shortfall today with respect to demand and we will procure that gas and then we have a process through the deferral account that then identifies, okay, were you system or direct purchase?  And did you benefit from the purchase of gas on January the 20th, for instance, which is more today than forecast.



So we manage our pools to groups of customers.  I do acknowledge that if an individual customer went from system to direct purchase at a particular point in time, I don't know if the rider mechanism -- you don't have exit fees at the end of the day, you know, for customers moving from one type of service to another one.  So we don't really have a way of calculating exactly what that particular customer imposed on the system, but that is the approach we used which is to manage for pools of customers and then look at cost incurrence on that basis.  We don't really track you know specific customers.

One way to do that would be to actually have some sort of exit fee that when you move from one type of service to another, but my understanding is we haven't gone down that route.  I am presuming it was well debated in forums such as this. 

MR. McINTOSH:  Thank you.  I had one other question, as well.  That is with regards to the 21-day strip that you referred to, and I acknowledge you can use any sort of pricing methodology or pick a point in time.  But was it considered by Union and Enbridge to move it even closer to the actual flow dates or would the setting of the quarterly price, such that you take the latest NYMEX settle three days prior to the delivery month as just even getting more market sensitive price? 

I guess the question is:   What was the thinking behind the 21-day strip and time lag prior to?  I know you suggested tightening that up somewhat. 

MR. SMALL:  Maybe I will try and Patti can add.

When we were first looking at the QRAM, the reason -- my recollection is the reason we went to 21 days is because that was the number of days that a contract typically traded as the near month. 

So we felt that was a good average or a good representation of what the monthly price would be. 

We came up with a 45-day time frame when we looked at the amount of time that was required for all of the various processes involved to get the rates implemented, whether it be rate notices, opportunity for the Board to make a decision, and leaving some time for intervenor questions as such. 

So what we were hoping to do as part of our proposal was that if we could shorten that time frame from 45 days to 30 days, what you would hopefully do is still maintain the 21-day average, but what you typically see is in the last week or so, week and a half, there tends to be a lot more volatility in the prices and what we were thinking was that by shortening that time frame you could kind of eliminate some of that and maybe you wouldn't have as big differences occurring through your deferral accounts. 

MR. McINTOSH:  Thank you.  That's all I had right now. 

MR. MILLAR:  Okay, thank you very much. 

I see we are close to 11 now.  Why don't we do this, I propose we take our morning break and over that time, perhaps the intervenors could discuss amongst themselves who wants to go next.  Staff has some questions as well.  I think we're happy to go next if that assists people but let's discuss it over the break and get started again promptly as 11:15. 

Thank you. 

--- Recess taken at 10:55 a.m.


---Upon resuming at 11:17 a.m.

MR. MILLAR:  I think we will get started again, if everyone is ready.  It looks like Board Staff will go now, and then I understand Mr. Thompson has volunteered to go after that, and then we will see who wants to go next.  Ms. Pachon is going to act for Board Staff, so I will turn it over to her.

MS. PACHON:  Thanks, Michael.  Good morning, and thank you for your attendance today.

Our first question is for -- well, Enbridge panel, and refers to issue 2.1, which is on page 9, paragraph 31.

So Enbridge discusses some of the implications of moving to a monthly price for the regulated gas supply option.

Our question is:  Would heat sensitive customers end up paying more under monthly price forecast in comparison to the status quo?

MS. GIRIDHAR:  That is correct.  There it is, sorry.

We would agree that under a monthly price methodology, heat sensitive customers would pay more.

MS. PACHON:  Can you explain why?

MS. GIRIDHAR:  Well, there's two ways of looking at it.  One would be -- maybe I should clarify this.  Were you thinking of a monthly disposition of the PGVA or were you thinking a monthly gas supply charge?

MS. PACHON:  A monthly gas supply charge.

MS. GIRIDHAR:  Because heat sensitive customers have more of their consumption weighted in the winter months than the summer months, and the assumption behind the monthly price forecast is to take that monthly price and apply it to all of the customers' consumption, irrespective of whether that gas was actually purchased in that month or not, you would have a higher price being paid by heat sensitive customers than by the non-heat sensitive customers.

MS. PACHON:  What's the view of Union?

MS. PIETT:  Pardon me?

MS. PACHON:  What's the view of Union?

MS. PIETT:  I would agree with Malini.  I would agree with Malini that the winter customers would pay more than they do now.  It is presumably because the gas that those heat sensitive customers would be using in the winter doesn't all come from the market.  At least a third of it would come from storage in Union's operating system.

So when the gas comes from storage, that gas would have been purchased in the summer at different prices.

If you take an example where winter prices are higher than summer -- and they're not always, but in a case where winter prices were higher, if we had a monthly price that was determined just by the market in that one month, we would be charging customers a higher rate than actually the gas we're using to serve them cost us.

MS. PACHON:  Okay, thank you.

Our next question relates, again, for Enbridge as to  -- relates to issue 4.3.

On page 18, paragraph 53, Enbridge indicated that in each quarter, EGD will identify the elements of the PGVA attributable to commodity, transportation and load-balancing costs.

So can you please explain the methodology that Enbridge will use to make that determination?

MR. SMALL:  Well, I guess what we were trying to do was make the distinction -- under our current methodology right now, when we look at what that projected year-end balance is, for purposes of establishing the rider, we deem that balance or that projected balance of the PGVA to be all commodity, and then it gets cleared as such.  The rider is charged to system customers.

Then at the end of the year, when we do the detailed analysis of the components of the PGVA, then we would then -- there would be a true up.

What we would be suggesting now is that for each quarter, what you would do is you would say, Okay, here's the balance of the PGVA that you want to clear through your rider over the next 12 months, but what you would do is you would identify the individual components that make up that balance, whether it be commodity, transportation or load-balancing.

So you would deviate from our current practice of just assuming it is all commodity.

MS. DUGUAY:  With regard to the details as to how that would be apportioned, would that be better to deal with that question through an interrogatory?  With regard to the actual breakdown, if you will?

MR. SMALL:  Yes.

MS. DUGUAY:  Thank you.

MS. PACHON:  Okay.  So our next question refers to issue 5.  More specifically, it is issue 5.2.  At page 24, paragraph 71, Enbridge states that:
"The cost drivers or allocators employed to allocate the cost to each customer rate class reflect the Board-approved test year forecast and are maintained for each of the four QRAMs within a test year."

Can you please clarify if the company is proposing each year to use allocators that reflect the Board-approved volumes in the respective annual IRM filing or to use the allocators that underpin the rebasing year; in other words, the 2007 test year?

MR. SMALL:  If I understand your question, what we would be doing -- for example, for the January 1, 2009 QRAM, what we would be using would be the supply portfolio that we filed as part of the 2009.

So each year, we would be updating our supply portfolio through the IR time frame, and it would be that new supply portfolio that we would be using to develop our price change.

MS. GIRIDHAR:  Yes.  We also have a volumetric budget that is established for each year from which the allocators could be derived.

MS. PACHON:  Moving on to issue 7.1, on page 29, paragraph 92, Enbridge mentions that typically during the last two weeks of contract trading at the near month, contracts are subject to a greater price volatility, which translates into future months, as well.

So our question is:  Will the use of longer than 21-day strip minimize this volatility?

MR. SMALL:  I don't think it would.  I think you would be taking -- I guess the way I would look at it is the reason we use the 21 day is that typically is when the contract trades over a time frame.

So what it does is it helps us smooth out the peaks and the valleys, and I think, if you shorten it, then you would accentuate the peaks, if you will, or the valleys, and if you had a longer period, it would have a similar effect where it dampens it.  So I think the 21-day period works nicely for coming up with what the average price would be over that time frame or for that contract.

MS. PIETT:  For clarity, that is a 21 business day, so it is the entire business month, really.  It is a month.  For clarity, when we talk about a 45-day lapse between the start of the effective price change or a 30-day lapse, that is a 30 calendar day.  So I thought for clarity, we use these numbers and we actually mean slightly different things sometimes.

MS. PACHON:  Well, thank you.  Now our questions are for the Union panel.  Our first two questions refer to the background section provided in the evidence.

On page 11, lines 4 to 9, Union states that:
"The south sales service customer rate for transportation services is determined by comparing the average forecasted landed cost of the south portfolio to what the costs would have been had all of the south supplies been purchased at Empress and transported on TCPL.  This cost differential, referred to as the south portfolio cost differential, or SPCD, is added to or subtracted from the eastern zone TCPL toll to derive the south transportation rate."

So does the use of the SPCD result in reflecting in the south transportation rate the forecast cost of the transportation portfolio in the south?

MS. PIETT:  The combination of the reference price for the commodity plus the transportation rate in the south will equal what we expect to pay for the gas for those south customers.

We have a common commodity reference price for both north and south and it's the Empress price.

But because in the south, we purchase those supplies not only from Empress but we purchase them from across North America, then we have to account that we have -- we will have different landed costs in some instances than just a straight Empress and TCPL route.

So what we do is we add up our total costs for the south portfolio, and we calculate what the difference landed price is from the whole basket of supply options.

The differential to -- if the south gas is less expensive or more expensive than had we shipped it all on TCPL, we account for that difference on the transportation line.  The difference is deemed to be transportation related costs and we do that so all customers pay the same commodity rate and any small differential in landed cost is captured on the transportation line.

MS. PACHON:  Okay.  So now, because in its reference price calculation, Enbridge describes its forecast transportation cost for each of the pipeline companies that they buy transportation services from.

If Union were to do the same, will this eliminate the need to the SBCD if you disclose all your -- your transportation contracts?

MS. PIETT:  We don't disclose them in our application, but we certainly calculate what our landed costs are in each and every route that we move gas on.

So when we look at all of our costs that are coming up from the Gulf of Mexico or from Chicago, or from any other route in North America, we calculate what those landed costs are, and then we add up all of the costs from all of the different routes and determine - and you will see that in our schedule, schedule 3 of what we filed - we calculate certainly all of those different routes and we know that there is a landed cost differential, because they're different routes and we capture all of that in the transportation line.  So I think we use a very similar methodology to what Enbridge does for sure.

MS. GIRIDHAR:  I just wanted to say that it is a very similar methodology.  To the extent we are purchasing gas in Chicago as well, we would do the same thing.  We would attribute the Empress cost and any "cost savings" as a result go to the transportation line.

MS. PIETT:  Right.

MS. PACHON:  I see.

Okay.  Now, turning to issue 2.1 on page 23, lines 8 to 10.  Union states that a 12-month outlook reduces price volatility for consumers by smoothing out seasonal or monthly volatility in market prices.

So does this smoothing affect incentives for conservation, in your view?

MS. PIETT:  I would say no.  I would say that the 12-month price reflects what we expect to pay for gas.  We buy gas on a 12-month plan.

So we buy gas in the same amount each month as we have mentioned a couple of times already this morning.

So our reference price that we charge customers is what they will pay for gas.  So that is the proper market signal for what customers should be using as a benchmark to determine if they should conserve or not.

So I think what will encourage customers to have the right price signal so they can choose whether conservation is cost-effective for them or not, should be -- they should be looking at the price of gas that they will pay.

Our 12-month outlook represents how we buy gas which represents how we will charge customers in the end for their gas.  So I think, in fact, a 12-month outlook assists them in making those conservation decisions.

MS. PACHON:  Okay, thank you.

On the same issue on page 23, lines 19 to 21, Union mentions that a utility’s three-month price or a one-month price will provide an inappropriate price compared to the three to five years annual prices offered by marketers.



MS. PIETT:  Right.

MS. PACHON:  Can you please explain this statement?

MS. PIETT:  Yes.  When a customer is deciding whether to go to direct purchase options or to stay with the utility, they will look at the utility price that they will have on their bill at that time or they can look on the Internet to see what our price is.

They will consider the price that the utility is charging and they will consider that against the other options in the market.

If Union had a very volatile monthly price, and let's say for instance in the winter it was, in gJ terms, let's say it was a high price, it was a cold winter, and the price was $16 a gJ.  They would look at that against what their other options in the market and they may determine that the best price for them is the marketer price because it is a flat even price and they would say, well, that's $8 and this is $16, clearly, I should be going direct purchase.  Where they don't – maybe not realize is that a direct purchase at a fixed, they will pay that rate for the rest of the next five years when in fact the utility price, in the summer, their price could be $4.

So a monthly price compared against a flat, even price is an inappropriate comparator, in our view.

Maybe a good place to illustrate that is if you look in our evidence on the scenarios that we presented, and they are -- just a moment -- I will give you exactly the reference.  It is in our evidence on page 18.

18 is an example of what the rates for customers would have been had we had a monthly rate adjustment mechanism over the last four years.

If that monthly adjustment was -- had an outlook of one month as well.  So each month our price would change and we would file that new rate with the Board each month, and this would be the result of the reference price plus the rate rider.

You will see, for instance the second-last quarter there, July 2008, we would have had in the market a cost for customers the rate of almost $16 a gJ and customers would have had the opportunity then to compare that against DP options and make a choice on their best supply option.

Then the next quarter, October 2008 or that month gas would have been free.  In fact, it would have been a little less than zero.  The customers at that time would say I'm not going DP, I'm going to stay with the utility because gas is a wonderful price.  So that is the sort of examining they would be doing each month if they were wanting to compare that to a direct purchase options, and only if they were very informed of how our system works or if they had some view on the market that is the only way they could determine their best option.

So I think it is very clear to say that they use the utility as a benchmark, and that would not be a very reliable benchmark, in our view.

MS. PACHON:  Okay, thank you.

Thank you.  So our next question is, refers to issue 3.1, page 26, line 7 and 8.

Union indicates that the most appropriate gas supply reference price for each utility is one that best reflects the supply portfolio of each utility.

So in the calculation of the reference price, are the projected volumes to be purchased Board-approved?  And if so, will this approval be done as part of the annual IRM application?

MS. PIETT:  The volumes that we plan to buy is consistent with our most recent integrated supply plan that the utility does each year.

So it is the best information we have on what we expect to buy in each of the months over the forward 12 months.

So is it Board-approved?

MS. PACHON:  Yes.

MS. PIETT:  In an IR period where we have approval every five years, I don't believe it is.  But it is our best estimation of what -- so because the forward price is a forecast of what we think we will spend on gas, it is our most recent forecast of what supply volumes as well.  So it would take into account any return to system that may have happened from direct purchase, or movement away from the system supply over to direct purchase.  So we're constantly updating our supply portfolio and plans to represent what we have -- the customers that we have buying from Union at that time, from the utility.

MR. TETRAULT:  If I could add to Patti's comments, I don't believe there would be any implications on our IR framework.

MS. PACHON:  So next question is on issue 5.1, page 32, lines 17 to 22.

Union proposes to eliminate the inter-period weighted average cost of gas deferral account in favour of resetting distribution rates as part of the QRAM process.

Does the inter-period WACOG account capture variances associated with carrying costs of inventory, compressor fuel and unaccounted-for gas exclusively?

MR. TETRAULT:  That's correct.  That account tracks the variance and delivery-related cost of gas items, and the variance that's being calculated is the variance in the WACOG that is approved in our four QRAM reference prices throughout the year and the weighted average cost of gas that is included in our distribution rates.

MS. DUGUAY:  Staff understands that in the case of Enbridge, there are other elements that are also captured in the delivery component of the rates, for example, working cash allowance, GST, and the capital tax effect associated with the carrying costs of gas and inventory.

Could you explain why you are not proposing to include these components?

MR. TETRAULT:  We really haven't given those items any consideration.  We largely looked at the items that are included in the inter-period WACOG deferral account.

MS. DUGUAY:  In the existing account?

MR. TETRAULT:  Yes, with the goal being, in this proposal, eliminate the annual disposition of that account.

MS. DUGUAY:  Thank you.

MS. PACHON:  Now, our last question for Union refers to issue 7.1, the table presented on page 38 where Union proposes changes to the current QRAM steps and timelines.

What is the proposed time frame for Union to provide reply comments to intervenors under this new proposed schedule?

MR. TETRAULT:  I think we -- I don't know that I have a good answer for you.  I think it would generally be between, in our schedule, the September 12th and September 19th time frame.

I would also reference that, as referenced in our evidence, we do have and have acknowledged some informal discussions we had with certain intervenors on a quarterly basis, to try to, I will say, improve the efficiency of the current process.

MS. PACHON:  Okay.  Well, no.  This question is because there is just the two-day difference between what you are proposing and Enbridge is proposing, and Enbridge identified these two days as time to prepare reply comments to intervenors.

So do you think, with these days that you are proposing, you will have enough time to do it?

MR. TETRAULT:  I believe so.

MS. PACHON:  Okay, thank you.

So now we have some questions for NRG, and our first question is about issue 1 on pages 6 and 7.  NRG provides some background information on the trigger mechanism.

Mr. King, can you please clarify if NRG supports, or not, a trigger mechanism to prompt a change in the reference price and/or to clear the PGVA?

MR. KING:  NRG moved to a QRAM in 2004.  Prior to that, NRG did operate through sort of a two-tiered trigger mechanism, both based on PGVA balance attributable to the typical residential customer, the first threshold being $20 per residential customer, the second being $30.

I don't remember the rationale as to why we moved to a QRAM, a quarterly rate adjustment mechanism, but it was at the Board's direction as part of the 2004 rate case.

MS. PACHON:  But under -- I mean, you are proposing to maintain trigger mechanism, or to --

MR. KING:  The trigger mechanism was eliminated in 2004 and we don't propose to have it reintroduced.  We're not proposing any changes.

MS. PACHON:  Okay, thank you.

Our next question refers to issue 2 on page 8.  NRG states:
"If the forecast period is less than 12 months, any gas cost variance in this period will be recovered or returned to a different set of customers."

Is this a statement valid with a shorter than 12-month forecast period combined with 12-month period for disposition of the PGCVA?

MR. KING:  Can you repeat the question again?  I think it is still true, but less true.

MS. PACHON:  Okay.  If you have a shorter than 12-month forecast period combined with a 12-month period for disposition of your PGCVA, this statement will be true?

MR. KING:  It's still true, yes.  It is an unusual utility, in that we have -- a significant component of our customer load is used in the late summer and early fall, because it is a rural utility.

We have large grain -- large agricultural users.  We have seasonal gas customers that, if the period were shorter, would be charged at a certain rate, but that rate would change, and I guess the consumptions that they would utilize would be recouped by other customers later in the year.

MS. PACHON:  Okay.

Thank you.  So now our last question refers to issue 4 on page 4, lines 23 to 30.  NRG mentions that it does not adjust the reference price associated with the purchase gas transportation variance account, or PGTVA, as part of the QRAM process.

Please explain the rationale for dealing with the disposition of this account as part of a cost of serving filing rather than through a QRAM process.

MR. KING:  I think it's because the PGTVA has to be separate from the PGCVA, because they apply to different customers.  The PGTVA applies to not just system gas customers, but NRG's direct purchase customers.  The transportation costs of NRG are essentially Union's rates as applied to NRG.

PGCVA -- NRG's PGCVA applies only to NRG's system gas customers.

All of NRG's customers utilize the M9 capacity, but for the purposes of the PGCVA, that's only restricted to calculating gas customer -- system gas customers.

MS. DUGUAY:  But that would be the same for Union, for example, with respect to their south versus their north PGVA.

Our understanding is the north PGVA gets cleared to customers on system supply, whereas the south PGVA has a commodity and a transportation element.

MR. KING:  Is the question:  Why don't we clear our PGTVA quarterly as opposed to on an annual basis?

MS. DUGUAY:  Yes.

MR. KING:  I'm not positive.  I suspect it is because, in terms of true costs, amount of money, the PGTVA deals with a lot smaller sum of money and it would probably be a waste of time to do it on a quarterly basis.

MS. PACHON:  All right.  Thank you.

MR. MILLAR:  Okay, thank you, Angela and Pascale.  Peter, are you ready?

MR. SMALL:  Excuse me before Mr. Thompson starts, could I just -- sorry, Mr. Thompson.  If I could just say one thing before we start.

One of the other benefits that we see by shortening the time frame from the 45-day period to the 30-day period is what we have experienced over the last year and a half is that there have been TCPL toll changes that arise very close to when we're filing our QRAM.

Our policy has always been that we won’t incorporate those TCPL changes unless there is NEB approval for them.

So we have had a number of incidences over the last year, year and a half where our reference price hasn't reflected the TCPL toll change, even though it has become effective as the same date as our new QRAM.

What we're thinking is by shortening the time frame, it gives us an extra opportunity to incorporate those toll changes if they should arise that close to the QRAM.

MR. MILLAR:  Okay, thank you.  Mr. Thompson.

MR. THOMPSON:  Thanks.  My questions will be of the high-level nature that Michael mentioned at the outset and I will try and ask them of Enbridge and Union as we go along. Just to put my questions in context, I would like to make sure that I understand the components of Enbridge's rates, as well as the components of Union's rates.

Starting with Enbridge first.  Am I right that there is a customer charge, there is a load-balancing charge, there is a distribution charge and a commodity charge in Enbridge's rates?

MS. GIRIDHAR:  That is correct.

MR. THOMPSON:  So there are four components.

Then with Union, am I right there is the customer charge, there is a transportation charge, there is a storage charge, a distribution charge, and a commodity charge.  Is that right?

MR. TETRAULT:  That's correct.

MR. THOMPSON:  So you've got five components, all right.

With Enbridge, am I right that transportation and storage is in that load-balancing charge?

MS. GIRIDHAR:  That is correct.  And I -– no, I'm sorry.  I should have known this.

The transportation charge is with the load-balancing.  The storage is with the distribution.

My understanding is, when our new CIS system will be implemented, we will have a separate transportation charge much like Union.

MR. THOMPSON:  Okay, thanks.

Is it the commodity charge in your rates that marketers compete with?

MS. GIRIDHAR:  That is correct.

MR. THOMPSON:  Does that go for Union as well?

MS. PIETT:  In the south, customers can choose to take both commodity and transportation from their direct purchase options.  So we would compete on both of those areas.

In the north, the bundled customers only supply their own commodity and Union supplies the transportation service.

MR. THOMPSON:  Okay.  Let me just -- what is the commodity charge in Enbridge's – well, let me ask you:  Is the commodity charge in each rate the same?

MS. GIRIDHAR:  Almost the same -- let me put it this way.  The underpinning gas supply charge I believe is the same, but there may be some differences in allocation of some of the other costs, such as bad debt and working cash.  So there may be slight differences but...

MR. THOMPSON:  So just taking the residential class, what is Enbridge's commodity charge today?  Roughly.

MR. SMALL:  Roughly 34 cents a cubic metre.

MR. THOMPSON:  34 cents.  If I go to Union, and ask the same question, what's the commodity charge in Union's residential rates today?  Let's take it in the south first then we will go to the north.  Is it the same sort of ballpark?

MS. PIETT:  We have the October 1 filing with us, actually, so we can tell you that.

MR. THOMPSON:  Sorry, that's a -- the QRAM you're talking about?

MS. PIETT:  Yes.  Isn't that what you were talking about.

MR. THOMPSON:  I want something that is comparable to their 34 cents.

MR. TETRAULT:  Our current, in the south, gas commodity and fuel rate is 37 -- I'm sorry this is the July.  I'm sorry, I think I've got an October filing in my...

MS. PIETT:  I do.

MR. TETRAULT:  So our current south gas commodity and fuel rate is 33.5 cents per cubic metre.

MR. THOMPSON:  Okay.

MS. GIRIDHAR:  We -- actually, I just got our October prices, it is 33.75 so very close.

MR. THOMPSON:  It's very close.  Is that 33.5 in Union south and north?  Or is there a different number in the north?

MR. TETRAULT:  It will be different in the north as a result of TCPL fuel differences to the various delivery areas.

MR. THOMPSON:  So, what, it will be a little more?

MR. TETRAULT:  It would be a range.  So for example, our western rate is 32.8 cents per cubic metre.

MR. THOMPSON:  Right.

MR. TETRAULT:  And then just moving further east, northern zone currently is 33.2 cents per cubic metre.

MR. THOMPSON:  Okay.

MR. TETRAULT:  And the eastern zone is the same as the southern rate that I mentioned earlier.

MR. THOMPSON:  All right.  Thanks.

So when a marker comes to a residential customer's door, then they're trying to put a price that competitive with that price.  Is that fair?  That's what they're competing against in the rate schedules.

MS. PIETT:  A marketer would offer both commodity and transportation.  So those two charges together would be competing against Union's commodity and transportation options in the south.

MR. THOMPSON:  In the south.  So let me understand that.

All right.  So what does the marketer pay for – well, let me ask.  In Enbridge, is that the way it works in Enbridge?  Does the marketer quote delivery and commodity?  I thought they just quote commodity and then you send the bill.

MS. GIRIDHAR:  Yes.  In our case, it is an Empress price, so it is a commodity charge that presumably the marketer is competing with.

MR. THOMPSON:  So that’s -- there is something different in Union is what you're telling me?


MS. GIRIDHAR:  Yours is landed price?

MS. PIETT:  In Union's area, the north and south is different.  In the south, the DP group supplies both commodity and transportation, so it is a landed price.  And in the north, it is an Empress equivalent.

MR. THOMPSON:  All right.  So then in the south, what is the charge in your rates that the marketers competing against for transportation?  Is it the transportation charge plus the storage charge?  Or is it something else?

MR. TETRAULT:  I don't know that I could accurately answer what the marketers are competing against.  I can certainly provide the information on the current transportation rates for sales customers in the south.

MR. THOMPSON:  Don't they advertise in the newspapers and that kind of thing what they're selling?

MR. TETRAULT:  I imagine they do.

MR. THOMPSON:  So do they have a transportation piece in their ads?

MR. TETRAULT:  I would assume they do.  I don't know.

MR. THOMPSON:  Well is there someone -- could you undertake to find that out for us?

MR. SMITH:  No.

[Laughter]


MR. THOMPSON:  Well -- if it is public information.  If not, fine.  All right.

Okay.  So when we talk about the reference price, my question is, is that really an appropriate term "reference price" because Enbridge's evidence talks about the utility price.

MR. SMALL:  I think the utility price is a phrase that was used when you went -- if you look back to the QRAM when it was first developed, they talked about it as being the utility price.  So we were trying to quote that or use that throughout the evidence as much as we could.

MR. THOMPSON:  But that is what it is.  You take your supply portfolio, your forecast supply portfolio, you plug in the numbers.

MR. SMALL:  Right.

MR. THOMPSON:  You divide it by your forecast and send-out and that is your utility price; is that right?



MR. SMALL:  Well, it wouldn't just be the costs of the commodity itself.  You are going to have to include the associated transportation costs.  You are also going to have some of our supplies that are on a delivered basis, so the price that we're going to use is a commodity and transportation all rolled into together.

So what we're trying to do is we're saying, Okay, here is how much gas we think we're going to have to buy over the next 12-month -- that forecast period, and included in that acquisition cost is going to be the commodity plus any transportation costs associated with that.

It is that average unit price that is the utility price, if you will, or the reference price.

MR. THOMPSON:  That's what I understood.  You've got that schedule in your evidence that lists all of the supplies.  You have your forecasted requirements that are  -- that the Board approves.  So that is the sort of volume forecast that's embedded in rates.

MR. SMALL:  Hmm-hmm.

MR. THOMPSON:  Then you have a price for each of those items that includes commodity and transportation.

MR. SMALL:  Yes.  And I guess just the -- not to go too far down the cost allocation aspect of it, but, for example, there is a commodity price associated with our Chicago supplies.

So the differential between an Empress price and that Chicago price, then that element gets treated differently.  It doesn't roll in through the commodity costs that you would see in the 34 cents that we had talked about before.  That would get captured through -- I believe it is the load-balancing or the transportation component.

MR. THOMPSON:  This is what I want to get clarified, is that in the supply schedule that you have in your -- when you determine what I would call the utility cost of gas, there's volumes, and then there is prices.

MR. SMALL:  Hmm-hmm.

MR. THOMPSON:  If you buy something at Chicago, that is a commodity cost, right, in that schedule?

MS. GIRIDHAR:  Yes, yes.

MR. SMALL:  Using the Chicago prices, yes.

MR. THOMPSON:  If you buy something at Empress, what you pay at Empress is the commodity, and then the transportation is costed out as transportation?

MS. GIRIDHAR:  That's correct.

MR. THOMPSON:  If you buy something at Dawn, that shows up in that schedule as a commodity cost.

MS. GIRIDHAR:  That's right.

MR. THOMPSON:  Right?  Okay.

You add up all of those numbers and you divide them by something, and that's the utility price or the reference price?

MS. GIRIDHAR:  That is right.

MR. SMALL:  Right.

MR. THOMPSON:  That is not the charge that ends up in the commodity charge in rates?

MS. GIRIDHAR:  That's correct, too.  That's because the utility price is a price that reflects the cost of landing that gas in our franchise.

The commodity price is a price of acquiring that gas at Empress.

I think as Patti said, there is a difference between us and Union south.  They have taken a cost of landing that gas in their franchise area.  I mean, in reality, I think it is the way direct purchase evolved in each of our franchise areas, and so we have actually stuck with an Empress price, because we still have a lot of direct purchase that actually uses our transport to get that gas into Ontario.

So, I mean, eventually this could evolve either way.  Either you take the Empress price or you take an Ontario price.  The way we work is with an Empress price in the commodity.

MR. THOMPSON:  Well, if we were looking for a price of gas that was roughly equivalent to the commodity charge in your rates, that would be an Empress price of gas?

MS. GIRIDHAR:  That is correct, yes.

MR. THOMPSON:  Is there some published source that quotes Empress prices?  If I picked it up today, would it say 34 cents for a year?

MR. SMALL:  If you picked it up today, no.

The difficulty you would have is if you went to Canadian Gas Price Reporter, for example, you would have a price for spot gas, month price or the next season, but it would also have an annual price.

What we would do is we would take that annual price that's been reported over a 21-day period and apply that price to a particular month's supply.  So we would have that.

So the average that rolls through as our gas supply charge would be the average of the 12-month Empress prices, if you will, at the time that we did it.  So you wouldn't be able to see it if you looked up --

MR. THOMPSON:  The average 12-month thing?

MR. SMALL:  Yes, yes.

MR. THOMPSON:  I just want to understand between Union and Enbridge.

Enbridge does its supply schedule with items costed or forecast to costed, and then you update that based on your 21-day strip for the commodity chunks?

MR. SMALL:  Right.

MR. THOMPSON:  I suppose if there is any transportation cost changes when you do this thing for a QRAM, you would factor those in.  Is that --

MR. SMALL:  That's correct.  The only other thing would be is if there is US exchange differences, too, because don't forget your Chicago prices are in US dollars per MMbtu, so we have to take that into consideration as well.

MR. THOMPSON:  That gives you a utility price or what we're calling a reference price?

MR. SMALL:  Hmm-hmm.

MR. THOMPSON:  Then, as you mentioned earlier, that goes over to regulatory?

MR. SMALL:  Hmm-hmm.

MR. THOMPSON:  They do an allocation, and what pops out of that is the commodity charge, and other stuff gets dumped into transport -- load-balancing or distribution or whatever?

MR. SMALL:  That's correct.

MR. THOMPSON:  Okay.  And you are mentioning Chicago, for example.  If you buy something at Chicago for, let's say, a dollar per unit, you calculate a transportation piece of that to get it from Empress to Chicago; right?

MR. SMALL:  The differential between the Empress price or the 12-month average Empress price and that Chicago price that we would have used, that differential, we then would deem to be recovered through the load-balancing component.

MR. THOMPSON:  Right.  But that differential is done on basis points or something, and it could be zero or even negative, depending on market conditions?

MS. GIRIDHAR:  I don't know that it's ever been negative.  There is always some cost to get gas from Empress to Chicago, but, yes, that number could vary.

MR. THOMPSON:  But it is not the cost of carrying a unit from Empress to Chicago?

MR. SMALL:  Implicitly, the differential between the Empress price and the Chicago price is the value of the transportation between those or the basis between those two points.

MR. THOMPSON:  It is a market value of transportation, not a cost?

MR. SMALL:  Yes, that's true.

MR. THOMPSON:  What about Union?  Do you do up your cost of gas schedule similar to what Enbridge does; in other words, pricing everything for commodity at the point where you buy it, and then do you go through this separating of transportation out?

MS. PIETT:  Our schedule for the commodity is an Empress price, and it is located in our evidence at tab 1, schedule 1.  And it is an Empress price and then -- to which we apply foreign exchange and a weighted volume basis to come up with an average price for the next 12 months.  So it is pure Empress.

We calculate our -- pardon me.  That becomes the reference price, and we add on some factors and it will derive our rate for the commodity.

MR. THOMPSON:  When you use the phrase "reference price" --

MS. PIETT:  Right.

MR. THOMPSON:  -- it has a different meaning than what Enbridge said.  Enbridge is talking about the utility price in their franchise area, as I understand it.

MS. PIETT:  We have two reference prices depending on which deferral account you're talking about.

We have an Ontario Board or reference price, and that is the reference price that we use to determine the deferral accounts for the north PGVA.

We have an Ontario landed reference price that we use to determine the deferral balances for the south PGVA.  So one is landed and one is at Empress.

MR. THOMPSON:  But the Empress is commodity?

MS. PIETT:  Yes.

MR. THOMPSON:  Pure commodity?

MS. PIETT:  Yes.

MR. THOMPSON:  And the other one is a blend?

MS. PIETT:  Is a landed price; represents a diverse portfolio.

MR. THOMPSON:  In setting the commodity prices in your rates in each of these zones in which you operate, which one do you use?

MS. PIETT:  To set the commodity rates, we use the Empress reference price, and then we layer on that the fuel charges to the particular zones and the gas supply administration charge, as well.  That becomes the rate that customers pay.

So the rate varies depending on the delivery zone in which they are.

MR. THOMPSON:  All right.  So it is not pure Empress commodity.  It is Empress plus something?

MS. PIETT:  It is Empress plus fuel to get to their location.

MS. GIRIDHAR:  That is true for us, as well.  We do add the fuel to the supply charge.

MR. THOMPSON:  All right.

MS. GIRIDHAR:  I think it is fair to say our methodologies are very, very similar, if not identical.

MS. PIETT:  It is practically twins, yes.

MS. GIRIDHAR:  Yes.

MR. THOMPSON:  I will leave that for later.

[Laughter]

MR. THOMPSON:  Okay.  Now, so just...

In terms of doing the periodic updates, if you will, of the gas costs embedded in rates from which you derive the commodity charge in rates, right now you start with the forecasts that are embedded in rates, the forecast volumes, and you use those same forecasts each quarter?

MR. SMALL:  At Enbridge we do, yes.

MR. THOMPSON:  Does Union?

MS. PIETT:  Union uses the most up-to-date forecast of our supplies that we have at that time.  So for instance, if we have just come out of a warm winter and we have surplus gas on our system than what we had planned, then we may determine that we can reduce our supplies over the next little while to balance our system.  And we would show the exact amount of gas in our forecast for -- we show exactly the amount of gas we plan to buy in the next 12 months.

MR. THOMPSON:  So you are updating forecasts as required.

MS. PIETT:  Yes.

MR. THOMPSON:  And Enbridge sticks with what is embedded in rates.

MS. GIRDIHAR:  That's correct.

MR. THOMPSON:  So now just in terms of the incentive regulation regime, how does Enbridge propose to apply the QRAM into years subsequent to the base year, or subsequent to year one?

MR. SMALL:  As I mentioned earlier, the January 1 QRAM that we're going to file tomorrow or Monday - I am not really sure exactly when it is going to get filed - what we would base that utility price or reference price on is the supply portfolio that was in the 2009 application that we filed.  Because we said, when we were filing our 2008 application, that we wanted to have the opportunity to update our supply portfolio as we went through the IR time frame.

So what we want to do is then, we're saying is that then reflects an update to our supply portfolio, update for our volumetric budget and those kinds of things and that would be, in our case, the appropriate volume to use going forward for the Jan ’09, April 2009 and so forth.

MR. THOMPSON:  You will have annual update.  And will Union have at least annual updates, the way they do it?

MS. PIETT:  Yes, yes.

MR. THOMPSON:  Okay.  In part of that process, do we see the actuals for the historic year?  In other words, existing rates are based on a forecast and then you move into the next year.  Will we have actuals?  I know we will have them in Enbridge's case, I guess, but we will have that in Union's case in the incentive regulation regime?

MS. PIETT:  Yes.  Each quarter we file the last 12 months' of actual, so our actual cost of gas and our actual volumes and we update that every quarter.

MR. THOMPSON:  Okay.  Now, just a couple of more questions, then.

Conceptually, let me ask this of Enbridge first then I will ask Union -- what do you say the purpose of the QRAM is?

MS. GIRIDHAR:  Okay.  I have that in my presentation.  Enbridge's view is that the QRAM is established to achieve an enhanced reflection of gas supply prices on a regular basis, while mitigating large annual adjustments to customer bills.  So...

MR. THOMPSON:  Okay.  Well, should I interpret that to mean that its purpose is to update for the charge in your rates against which marketers compete?  Or are you saying it is far broader than that?

MS. GIRIDHAR:  I think timely reflection of prices is obviously good for a competitive marketplace.  But it also means that it reduces the retroactivity that comes from having a true-up in a deferral account process.

Our view is that the QRAM achieves a good balance between timely reflection of prices and reducing the deferral account balances.

MR. THOMPSON:  Okay.  Well Enbridge currently includes things like compressor fuel changes, unaccounted-for gas, carrying costs on inventory, and another list of items were also mentioned, but am I correct, all of that is in charges other than the commodity charge?  It gets allocated into those distribution charges and load-balancing charges?

MS. GIRIDHAR:  That's right.  The working cash for the commodity purchase actually goes with the commodity charge.  But the carrying cost of gas in inventory, I can go through this, goes through the load-balancing charge and then the unaccounted-for and fuel charges go through the distribution charge.

Where it sits is a function of who should bear the costs for that item.

MR. THOMPSON:  Okay.  On the Union side, I understand -- please correct me if I am wrong -- that what Union does, currently, is really confined to the commodity charge in its rates?  In other words, you don't include all of this other stuff in your QRAMs at the moment?

MR. TETRAULT:  At the moment, we don't, no but we are of course proposing a change that we described on issue 5.

MR. THOMPSON:  Right.  But my question of Enbridge is, did you give any thought to narrowing the scope of your current QRAM process to make it like Union's?  In other words, keep it simple so idiots like us won't criticize it.

MS. GIRIDHAR:  I won't respond to that.  Our view, Peter, really is that we think the QRAM should be a process whereby you reflect all commodity-related changes, and that's why the Enbridge system was designed the way it was.  The whole intent was to keep the ratepayer and shareholder whole.

Now agreed, if you defer all of these other elements, you would only be changing one element of the rate which is the gas supply charge and then putting everything else, you know, in a deferral account to be cleared at the end of the year, that -- that does increase the size of the adjustments at the end of the year.  But more importantly, we are actually moving into a process for IFRS, which is, you know, a whole new accounting system.  And we understand, from that -- I am certainly not an expert on it -- but my understanding is that the IFRS system actually conflicts with rate-regulated entities and the use of deferral accounts.

So to simplify our process and increase the size of our deferral accounts, when we're going into an accounting mechanism that might even affect the existing level of deferral accounts does not really make a lot of sense from our perspective.

MR. THOMPSON:  Okay.  But in terms of these other elements, like carrying charges on gas and inventory, you have to know inventory balances, I guess, before you can calculate it.

My question is, does that not introduce a whole lot of sort of arguably contentious issues into this QRAM process, which is very abbreviated.  People don't have a whole lot of time to question it.

MR. SMALL:  I don't think so, because what we have done as part of the gas and storage, for example.  We, in our case, we would take the -- we would apply that unit rate change each quarter to the average of average balance, of gas storage balances, based upon the budgeted volumes.

So you are establishing in your revenue requirement an element that you want to collect, based upon your budget.

What we do, then, is the actual balance of that gas, of storage, at the time of the QRAM, that differential because of that price change rolls into the PGVA account.  So customers are then collecting or paying for any price variance associated with that.  So I think we capture it both ways.

MS. GIRIDHAR:  I think the process, as we have it today, for Enbridge has actually hit the right spot in terms of keeping our ratepayers and shareholders whole through a mix of what's reflected on a timely basis, vis-à-vis what is reflected on a deferred basis.  I think what that is what Don is saying as well.

So the contention is really not an issue, because ultimately this particular function is a pure pass-through and all variances are reflected.

MR. THOMPSON:  Well, did Union’s doing it once a year cause any problems?   Would you be comfortable with continuing that?

MR. TETRAULT:  I haven't given it that much thought, Peter, to be honest.  We have proposed to make a change to eliminate large out-of-period adjustments or potential large out of period adjustments, and again achieve a greater degree of harmonization with Enbridge on it.

MR. THOMPSON:  Okay.  Enbridge, have you done an analysis to see what these four changes a year -- they can go up and down on these other charges just like they can do on the gas costs; right?

MS. GIRIDHAR:  Our view, it is taking us backwards from where we are today.  We actually have a system that works to reflect these changes on a timely basis.

MR. THOMPSON:  Okay.  Thanks.  That's all I have.

MR. MILLAR:  Thanks, Peter.  Jay, you want to go next?
MR. SHEPHERD:  I will go next.  I only have two questions.  Where Peter said he was going to be at a high level, I am really going to be at a really high level.  I thought that was really down in there, so...

I want to just ask at the conceptual level, and maybe this is just so obvious that is why if is not in your evidence.

One aspect of your business is that you sell commodity to people, sell the commodity to people as a default supplier of gas.  The deal you have with the regulator, in effect, is that is a straight pass-through; right?  You don't make money.  You don't lose money.  It is just a pass-through; right?  That's the basic concept?

MS. GIRIDHAR:  That's correct.

MR. SHEPHERD:  But your other business, which is distribution and delivery, which includes the timing of when you deliver it and all of the costs associated with delivering it, and all that stuff, I understood that the deal on that was that you managed to it through a forecast; right?

MS. GIRIDHAR:  With the exception of gas variance.

MR. SHEPHERD:  That's what I don't understand.  Why would you pass through gas costs when they're just a cost of doing that business?  I just don't understand why it is different than other costs.

MS. GIRIDHAR:  I see us as having three roles, actually.  One is the supply of the commodity.  The other is a system operator, and then we are a distributor, as well.

What you were referring to, I think, was the distributor role, which is where we manage our forecast.  The system operator role would be similar to what the IESO does, which is, you know, it is charged with the responsibility of making sure supply equals demands on its distribution system, you know, every minute, every hour, every day.

So we perform the first two activities through our procurement of gas, and, you know, we believe that both of those elements should be a pass-through, a true pass-through.

MR. SHEPHERD:  Oh, I see.  Okay.

All right.  So then with respect to the -- I am not so much concerned about the commodity component of this.  Other people can deal with that.  But I am concerned with the revenue requirement component of that, which Peter was asking about.

So there is two parts to that.  One part is the true up at the end of the year of those costs.

MS. GIRIDHAR:  Yes.

MR. SHEPHERD:  The system operator role, if you like.  And the second is changing it every three months, which you do right now and Union doesn't and Union wants to change.

I am not sure I understand what the benefit is of moving to a quarterly change, when right now you have a whole area of your customers that don't need to participate in QRAMs for Union, but do for your QRAMs, because you affect their rates.

Now you are both proposing to go to -- now everybody has to look at your QRAM.  I don't understand why that is a benefit.  Is there so much money involved that that is necessary?

MR. TETRAULT:  I think there is the potential that the year-end adjustments could be large.  Again, we're referring to the inter-period WACOG deferral account.

Really, by moving that process into the QRAM process, we are ensuring more timely recovery of whatever the variances might happen to be in that account.

MR. SHEPHERD:  But you can say that with any variance account; right?

MR. TETRAULT:  Potentially.

MR. SHEPHERD:  These ones are particularly vague; that's my point.

MS. PIETT:  I think the point is why we would wait until the end of the year to clear a deferral account when there is a mechanism to clear it more readily?

Enbridge had perfected a program for them that cleared the deferral balance each quarter, and it seemed to work well, and Union did not do that.  So our view was their system seems to work well for them and we thought we would propose it for us.

So why have a deferral account standing there until the end of the year and, in fact, by the time we get year-end deferral balances cleared and we can actually implement, it is usually July of the following year.  Why would we wait until then, when we can pass on costs or benefits to customers sooner than that?

MR. SHEPHERD:  I understand.  Are these particular clearances -- that is, the non-commodity amounts, the adjustments to non-commodity components, are they particularly large on a quarterly basis?

MS. GIRIDHAR:  They can be.  The carrying costs of gas and storage can be a very significant element of our --

MR. SHEPHERD:  I went back and looked, and I didn't see any that were particularly big.  Can you give me some examples of when they were big?

MS. GIRIDHAR:  You're asking somebody who has a very poor memory.  I know every time we've had a major rate change, we have had about $40 to $50 million.

MR. SMALL:  For gas and storage alone?

MS. GIRIDHAR:  Gas and storage.

MR. SMALL:  Well, as part of the revenue requirement calculation, it's on the average of average balance.  So you are looking at, typically, an average of average gas and storage balance probably of about 1.4 million 103m3, so if you had a $50 unit rate change, you know, you're looking at around $60 million -- probably $60, $70 million that is being impacted in the revenue requirement.

MR. SHEPHERD:  I am asking:  When has that actually happened?

MR. SMALL:  Sorry?

MR. SHEPHERD:  When has that actually happened?

MR. SMALL:  Well, it would be part of the revenue requirement calculation for each QRAM.  You would take into consideration that carrying cost element.

MS. GIRIDHAR:  It is a real cost to the company, Jay.

MR. SHEPHERD:  So you don't remember a time when it actually happened?

MS. GIRIDHAR:  Oh, no, no, no.  I do remember, you know, every time we have had significant price changes -- for example, our July QRAM this year, you know, we went up by 20 percent or -- no, actually, commodity price went up 40 percent in that one QRAM.  So when you think of us carrying, you know, a storage balance of close to 100 Bcf, you know, at the start of the withdrawal season, that magnitude of change -- like, a 40 percent increase in our carrying cost requirement for gas and storage is a very significant number, and it has real consequences for our treasury group, in terms of carrying that cost and making sure we have the right amount of -- you know, the capital structure has to absorb that change.

MR. SHEPHERD:  I understand.  Last question on this.  You mentioned IFRS, and I understand that IFRS has a potential to change the rules about how you value your gas and storage; right?

MS. GIRIDHAR:  Among other things.

MR. SHEPHERD:  Am I right in understanding that the changes in the gas and storage component of revenue requirement are likely to be much greater on a quarterly basis under IFRS than they are today?

MS. GIRIDHAR:  I don't know.  I couldn't answer that question.  My understanding was that the bigger question with IFRS was with just having deferral accounts, in general, because I am told -- my understanding is that the accounting process under IFRS doesn't like the idea of recovery on a prospective basis.

MR. SHEPHERD:  That's only relevant on your year-end balance; right?

MS. GIRIDHAR:  What's that?

MR. SHEPHERD:  That's only relevant on your year-end financial statements, so it doesn't matter quarterly; right?

MS. GIRIDHAR:  Well, on a quarterly basis, you would have to accrue those changes, anyway; otherwise, you are affecting your quarterly earnings.  So you've got to make the assumption that you are going to be able to recover that at year-end.

So I do think it is pertinent to have that.  You know, having said that, I am not the accounting expert.  I don't know much about IFRS, so please don't hold the company accountable to what I say.

[Laughter]

MR. SHEPHERD:  Understood.

MS. GIRIDHAR:  In this respect.  In this respect, alone.

MR. MILLAR:  Okay, thank you, Jay.  I would just like to do a time check here to see if we can finish this panel before lunch.  Julie, did you have much?  You had nothing?  Mike?  Anybody else?  Jim?  How long for you, Jim?  Five minutes.  Five minutes.

Why don't we try to finish this before the lunch break, and then I will hand it over to you, Jim, or anyone?

MR. QUINN:  Thank you.  I am going to ask this question of the panels, in general, because it is more of an information-type request.

A lot of the questions that Peter was asking, to get down to some assumptions made in terms of the functionalization and allocation of costs.  When you are bringing in your gas, you are distributing the costs across whatever.  In Patti's case, I understand you have one pool, both system gas and distributor gas; is that correct?

MS. PIETT:  The supply that we buy is both for system customer use, as well as company use.

MR. QUINN:  Yes, okay.  That is better stated.

MS. PIETT:  The company's is a very, very small portion of that pool.

MR. QUINN:  For Enbridge, is that also the case?

MS. GIRIDHAR:  That is the case, but the timing of our purchases would also be intended for load-balancing all of our customers.

MR. QUINN:  Therein lies some of the potential rub here.  I would like to understand better how those costs are allocated.  Are they allocated on a monthly basis as the cost of gas comes in, and how are they put into the respective load-balancing or commodity cost buckets for recovery through rates in commodity or through rates in load-balancing in your case?

So simply put - and it would help us refine our questions for interrogatories and I think it would be efficient for the process - some of us don't have some of your background evidence as to how those costs are allocated so that we can ask a better question in interrogatories or subsequently in cross-examination.

So is it possible both utilities could either provide to the Board for its website or distribute to the intervenors here a simple summary of, Here are the pertinent aspects of our cost allocation process, so that we can understand which costs go where?

MS. GIRIDHAR:  Could I confer with our cost allocation people before I respond to that?

MR. QUINN:  Sure.

MR. TETRAULT:  Yes.  I would suggest perhaps that is better left for the other two panels.

MR. QUINN:  Clearly -- maybe by asking the question now I can get a response from them.  It may not help us in refining our questions for that panel.  I just don't want us to go a long chain of questions for that panel that could be easily answered by a couple of pieces of paper that have been submitted two, three, five years ago and approved by the Board, so that your whole process, there is no issue but not all of us have that clarity and understanding of how those costs are allocated.  So that is all I'm seeking, is that understanding and I will try to defer some aspects of cost allocation until after we have seen that.

MS. GIRIDHAR:  Sorry, you want something between today and tomorrow?

MR. QUINN:  No.  What I'm suggesting at this point we would need it well ahead of interrogatories if that is going to be efficient.  I don't think that I will have time to digest it, let alone be able to refine my questions for the cost allocation panel.  So as per Mike's request, we will keep the questions at a high level right now with the understanding we can get some background evidence to understand better your cost allocation processes.

MS. PIETT:  I suggest you ask our cost allocation panel that will be here tomorrow that question.  I don't know if they can answer that off the top of their head or whether they will have to take it as an IR later or whatever.

MR. QUINN:  Well, Patti you provided schedule 1, tab 1, that is part of your QRAM.  In your QRAM, you are doing price setting methodology.  What isn't seen is what is behind that and the underlying assumptions that are going into the cost-allocation process.  That is what I am looking for.

MS. PIETT:  Maybe the panel tomorrow can help you with that.

MR. QUINN:  Yes, absolutely.  I thought I would put it out there now so we didn't actually go down through this in load-balancing later on as we were talking about system gas versus company used gas.  We will leave the cost allocation questions if we can.

Having that sooner than later will be efficient for the process.  Thank you.

MS. PIETT:  You're welcome.

MR. MILLAR:  That's all?

MR. QUINN:  Yes.  Thank you.

MR. MILLAR:  Okay, thanks.  Valerie.  Oh, I'm sorry, Jim.

MR. GRUENBAUER:  Thank you.  Thanks for letting me ask questions even though I said in my e-mail yesterday I wasn't going to have any questions for this panel.

I will try to keep this at a high level and your presentations this morning were pretty helpful to me in trying to capture this.  I think what we're here on this issue to talk about at a high level is, how to set system gas rates in the best way possible, and specifically, how does a QRAM methodology measure up against some of the points that Union put in their prefiled evidence that the Board set out in the NGF, a balance between an accurate price signal and price stability, transparency that results from prices that reflect market prices, reference prices, calculations and methodologies that are formulaic and consistent.  That is what we're -- where the touchstone is.

It just strikes me, when I heard this morning that we're talking about a dynamic model here.  I will just toss out what I see as sort of the key components to that.



There is a dynamic among the frequency of the rate changes, there is seasonal distortions in impacts that are driven by the use of storage to balance a volumetrically stable gas supply with an inherently unstable gas demand that is weather sensitive.

And you are trying to do all of this while you've got constraints that we have talked about, GAAP, the matching principle, revenues and costs have to match in the underlying period.  That's why you do a storage inventory, recalculation when you change the price.  So that is a constraint, the pass-through is clearly a constraint.

Everybody agreeing with me so far?

MS. GIRIDHAR:  Why would you call the pass-through a constraint?  It is a requirement, right?

MR. GRUENBAUER:  When you look at in totality, you can't make any money.  It is the issue of no sticky fingers, no profit or loss for the utility or ratepayers on the commodity portion of it.

MS. GIRIDHAR:  Yes.  I see that as a principle.

MS. PIETT:  Jim, maybe I could comment.  You asked if we agreed with what you were saying.

You called it a dynamic model.  It is actually a very mechanical formulaic model.  Our model is very routine,  very mechanical.

I think the only dynamic element to it is the market prices that go into it.

MR. GRUENBAUER:  Cut in just before I got to my number five.

MS. PIETT:  Sorry.

MR. GRUENBAUER:  This is I think the biggie, the commodity price volatility puts stress on that dynamic.  Would you agree with that?

MS. PIETT:  No, no.  It's just a factor of the market price.  I don't know if from is a stress at all.

MR. GRUENBAUER:  It is sensitive.

MS. PIETT:  We take market prices and divide it by 12 and come up with an average price that we charge customers and we update that quarterly.

MR. GRUENBAUER:  I'm not diving down, I am trying to look at it from 10,000 feet and what causes it to move 20 million this way, 30 million that way.  It is -- price volatility is the thing that drives that primarily, is the point I am trying to raise.

There is a connection between the seasonality distortions and the volatility.  Right?  Is that fair?  Because we -- traditionally we see that in the market pricing.  Because Ontario is a winter-peaking market, value of winter gas is typically higher than summer gas.  So there is a seasonal aspect in the pricing, as well.

MS. GIRIDHAR:  Yes.  I guess I don't – you use words like “distortion” and “constraint,” I mean I view that as the basic parameters of how we operate.

MR. GRUENBAUER:  Well, maybe I am getting too mathematical here.  But it strikes me as a model, and some genius could probably do a good job of trying to model this and optimize it and that is really what we're talking about.

The results that you get out of it and the ability to meet the Board's objectives will swing.  That's why some ways are better than others.  And Union, I think, you have tried to demonstrate that as some the scenarios that you have done.

This is what I am coming to.  Okay.

I look around the room and there is a handful of people that probably have been around as long as I have that remember a time when there was seasonal gas costs in rates, there were winter/summer price differentials winter and summer rates.  I am seeing – Murray, you're an old guy like me, he remembers.  So does Peter.

MR. ROSS:  Thank you.

MR. GRUENBAUER:  You're welcome.

My question is:  Would it make any sense to, in trying to deal with some of these seasonal impacts -- I won't call them distortions, Malini, but would it help to embed, within the QRAM, seasonal places for gas a winter price and a summer price, or is that just a really dumb idea, that wouldn't help?

MS. GIRIDHAR:  I think we go back to the fundamental principle about how we procure our gas which is we procure gas over 12 months to meet the annual requirements of our customers.  And that's the reason why we use a 12-month forecast.

To use any subset of that 12 months, in my view, is distortionary, because you don't have something left over that you have to account for through a deferral account or some other process.  I hope that is clear.

So if we had a six-month forecast price derivation based on purchases over the winter and separated that from purchases over the summer, the problem is that gas purchased in the summer is consumed in the winter by customers.  Sorry?

MR. SMALL:  I was just going to add.  You would have to go back to your first principles and change your cost allocation rate design to begin with.  Because if you have established your rates initially and all you are trying to do in the QRAM is just change those embedded rates by a price change, if you try to layer in an element of seasonality through the QRAM, how do you make sure that gets reflected through your cost allocation rate design methodology?

MS. GIRIDHAR:  You know 12 months is our operating cycle, it is how we purchase our gas.  It is how we set rates.  It is how we look at volumes.

To have all of them inherently consistent I believe is the best way of doing it because it minimizes, you know, extraneous variances that then have to be captured through a deferral account which is really only intended to capture variance in market price.  I mean as Patti said, it is really a very mechanical model.  It is internally consistent.  The only element of change really that we are trying to account for is market price changes because those cannot be forecast.  That's why I what we have in place today is consistent and makes sense.

MR. GRUENBAUER:  Okay.  So the simple answer to my question about embedding seasonal rates within the QRAM is "no"?

MS. GIRIDHAR:  That's right.

MR. GRUENBAUER:  Okay, that's fine.  I thought I heard that right.

My last question is, and I will pose it to Union because of the scenario analysis, the 1, 2, 3 scenario analysis which was going more -- typically was more frequency associated, either more frequent rate changes or more frequent recognition of the monthly changes.

As an alternative to a QRAM, have you considered - again, with my questions about seasonality - going to say a November/April price change instead of a quarterly?  Does that make any sense?

MS. PIETT:  So we would file six months in that scenario is what you would say?  Perhaps every six months, or every November and April we would file so twice a year?  Is that what you're suggesting?

MR. GRUENBAUER:  Yes.  Instead of four changes a year, two changes a year, at April 1 and November 1.

MS. PIETT:  We could do that, but we would not be reflecting the changes in the market as often as we do now.

To me, that would be a step away from what we're trying to do, is have a balance between price stability and price sensitivity to the market.

If we updated less often, we would be less sensitive to the market.  Generally, that isn't what we have wanted to do.  We try to strike a different balance than that.

MR. TETRAULT:  I think we would expect, in that scenario, that the deferral account balances would potentially show more variance than they do now through a quarterly process.

MR. GRUENBAUER:  So if you back-tested that kind of methodology like you did with your three alternatives, you would expect results that would be poorer than the existing QRAM?

MS. PIETT:  You would expect that it would be less accurate compared to our actual cost of gas.  The less often you update, the less accurate you will be.

MR. GRUENBAUER:  Thank you.  Thanks.

MR. MILLAR:  Thanks, Jim.  Valerie?

MS. YOUNG:  I have a quick question for both utilities.

What would be the impact on your proposal with respect to changing the revenue requirement for changes in reference price under a monthly reference price regime?

MR. TETRAULT:  I will perhaps start here.  The quick answer is I don't know the answer to that.  That's not something that we've taken a look at in any of our preparatory work.

MS. GIRIDHAR:  I would venture the same response.

MS. YOUNG:  Fair enough.  The second question is for Enbridge.

By going to the Union methodology for clearing the PGVA, so the 12-month rolling methodology, basically, that will generate riders for your T-service customers; am I correct?

MS. GIRIDHAR:  Yes.

MS. YOUNG:  All your T-service customers?

MS. GIRIDHAR:  That is correct.

MS. YOUNG:  At the end of the day, though, is there a difference in the amounts being collected from those customers, or is it just a question of the timing of collecting the amounts?

MS. GIRIDHAR:  I believe it is a question of timing of collecting the amounts, because the methodology would be exactly the same as our year-end adjustment process.  So the same cost allocation principles would be applied on a quarterly basis to the PGVA balance as what has been done now to the year-end number.

MS. YOUNG:  Conceptually, you are not collecting any more or any less from that group of customers?

MS. GIRIDHAR:  I don't believe so, because, at the end of the year, that is what the year-end adjustment process does, exactly what should have been charged to system gas customers and direct purchase customers.

MS. YOUNG:  And a last question for Union.  When you were talking about Union north and that the upstream transportation costs are recovered from both sales service and direct purchase, when you say "direct purchase", do you mean -- can you confirm you just mean your bundled-Transportation customers?

MR. TETRAULT:  That's correct.

MS. YOUNG:  Not your transportation customers?

MR. TETRAULT:  That's correct.

MS. YOUNG:  Thank you.  That's it.

MR. MILLAR:  Okay.  Thanks, Valerie.  Is there anyone else who has questions for this panel on this topic?  Okay.  Why don't we break for lunch.  We will come back with issue B.  Let's come back for quarter to 2:00.  Thanks.

--- Luncheon recess taken at 12:41 p.m.


--- On resuming at 1:46 p.m.

ISSUE B:  Review of Load-balancing Obligations and Associated Implementation Issues


MR. MILLAR:  Okay, welcome back everyone. I think we will get started.  We are now on to issue B and this time Union is up first, so Mr. Smith, if you have any opening remarks, otherwise we will get right to the presentation.

MR. SMITH:  No, no opening remarks.

We have Chris Shorts with us, manager and product and process development, who will walk through the Union presentation on load-balancing.
Presentation by Union Gas:


MR. SHORTS:  Thanks, Crawford.  First off, I just wanted to go through, quickly, a high-level overview of the current process Union follows, then address the Board issues and questions for both the load-balancing and the DCQ resetting process as we go through the presentation.

First off, I’m going to start on the load-balancing and concentrate on Union south.  In the Union south area, we utilize what we call a seasonal checkpoint methodology.

We start that process with the consumption forecast, which helps us determine the daily contract quantity and the bank gas account or the BGA curve.

This BGA curve is the ongoing difference between the consumption and the deliveries that defines the end of September which we call the fall checkpoint and the end of February or winter checkpoint.

The bundled-T customer is then obligated to have a BGA balance at or below the fall checkpoint, and at or above the winter checkpoint.

The customer must also balance at the end of the contract term to zero.  There is also an allowable variance of plus or minus 4 percent which is carried into the next contract year.

If the BGA balance at the fall checkpoint is greater than the 4 percent variance -- if the customer, if the BGA at the fall checkpoint is higher than that checkpoint amount, or at the end of the contract greater than the 4 percent allowance, then an unauthorized storage overrun charge would apply.

If the BGA balance is below the winter checkpoint, or below the negative 4 percent variance at the contract year-end, then a banked gas purchase happens.  The gas banked purchase is outlined in Union's R1 rate schedule and it is the higher of this daily spot gas price in Dawn in the month in which the occurrence happens or the month after or Union's WACOG, whichever is greater.

In the Union north, it is a little bit different.  We only have an end-of-year balancing requirement.  By the end of each contract year, the balance is financially trued up with either a buy or a sell, depending on if the BGA is negative or positive.  The rate we use is the Alberta border reference price adjusted for fuel.

Moving to slide 3.  Issue 8.1 asks:  Should there be standardized load-balancing arrangements and what are the costs and benefits for the utilities?

Union feels a load-balancing mechanism should be driven certainly by the unique operational characteristics and features of each utility.  Features such as proximity to storage and, therefore, liquid trading points, upstream pipeline assets, supply diversity, customer base and overall infrastructure are certainly different from one utility to the next and in Union's case, they actually are different between Union south and Union north.

For example, as outlined in the evidence, Union south is anchored by the Dawn-Trafalgar transmission system as well as the embedded Dawn storage, while in the north, we're highly dependent on TransCanada Pipelines as our entire market in the north is served through laterals off of the TransCanada main line.  And the north does not have the embedded storage advantage that the south has.

The key benefits of these methodologies are that they both recognized cost causality, they're both aligned with the current design and physical operation of each area, as well as provides customers options and choice.

For these reasons, consistent load-balancing approaches are not practical.

Moving on to slide number 4.  Load-balancing issue 8.2 is, therefore, what mechanism should we be using?

Whatever mechanism is employed should follow some basic principles.  To the greatest extent possible and practical, load-balancing mechanisms should anchor themselves on a number of principles, cost causality, the fact that whatever mechanism should not unduly influence customer choice, should also limit retroactive adjustments and, as well, be administratively simple.

Union's current load-balancing mechanisms, in both the north and the south, are consistent with these principles.

Moving on to slide 5, issue 8.3.  What are the implications related to drafting?

As I mentioned in the last slide, the specific mechanisms for each utility should be specific to match that utility's system.

As well, for Union, the cost of the forecasted drafting is already included within the delivery rates and the unforecasted drafting costs are picked up by the customers through either their specific actions and/or deferral account disposition.

Slide 6.  I am going to switch gears now and talk a little bit about the DCQ, or our MDV or daily contract quantity setting methodology currently employed by Union.

That daily contract quantity or DCQ is the daily amount of gas that a customer must deliver to Union each and every day for Union to ultimately redeliver to those customers.

Union uses a consumption forecast for each of the bundled-T contracts and divides that number by 365 to come up with that DCQ.

The consumption forecast used can be a specific forecast from the customer, or the previous 12 months of consumption, weather normalized for customers that it makes sense to weather normalize for.

When I speak about who that makes sense for obviously for -- from our perspective it is appropriate for those customers who are affect the by weather the greatest and that would be general service, or residential and commercial markets as everybody refers to them as.

As well, during the contract year, the DCQ end checkpoints will be adjusted, if the number of accounts added or deleted to that contract result in a change that generates at least four gJs per day of a difference.

Moving to slide 7.  Issue 8.4:  Should the DCQ re-establishment process be standardized including weather normalization?

Union does not believe that there needs to be standardization but certainly we do feel the DCQ should use weather normalization where those customers are weather sensitive, i.e., in that general service market I spoke about before.

Certainly the bundled-T contracts should be reviewed and recalculated and adjusted if there are material changes throughout the year, again subject to that materiality threshold I spoke about before.

Certainly the current process Union follows we feel is a fair and a balanced approach.

The last slide.  In conclusion load-balancing mechanisms should be utility-specific and certainly match the design and physical operations of each utility's system.

The load-balancing mechanism should support the guiding principles that those customers who cause the costs ought to bear them, as well Union's current mechanisms in both Union's south and north are consistent with this principle.

On the customer interaction side, customer -- Union has received little or no feedback or issues concerning the current methodologies in either Union north or south by customers or marketers.

Therefore Union believes no changes to its load-balancing or its DCQ and MDV mechanisms are required at this time.

Thank you.

MR. MILLAR:  Enbridge next.

MR. CASS:  Yes.  Thanks, Mike. For Enbridge we have Malini Giridhar again and with Malini is Bruce Manwaring.  Bruce may be new to some people.  He is manager, contract support and compliance with Enbridge.
Presentation by Enbridge:


MS. GIRIDHAR:  So Bruce and I will talk to our load-balancing mechanisms, as well as our banked gas management or BGA management mechanisms.

So just by way of background - I think I talked about that in this morning's presentation - Enbridge Gas Distribution does balance its system gas customers, as well as its direct purchase customers.  Our load-balancing tools include short haul pipe typically from storage, our storage facilities and the gas therein; the use of peaking and seasonal supplies; and, lastly, we also use supplies from curtailed customers on peak day or when required.

So what I wanted to do here is sort of briefly describe how load-balancing occurs for our Enbridge customers, and what you see on this graph is a demand curve with a peak, and you see a number of -- a couple of coloured lines.

If you look at the dotted line at the bottom, it is called average annual demand.  That, in a sense, is the long haul pipeline deliveries that come into our system, you know, roughly the same amount every single day.

Then you can see that the demand curve obviously exceeds that significantly at the peak, and at that time we really need more than just long haul pipeline to balance demand, so we use storage and associated short haul from storage, because storage is not embedded within our distribution system, unlike Union south.  In addition, we use peaking, spot and curtailment in order to meet peak day demand

What you see here is the utility demand including our system customers, as well as our direct purchase customers, because that's essentially how we -- how our system operator role is carried out.  You would look at total demands in the system and figure out, you know, what is needed to balance that demand.

What I wanted to show here is that what I put down preliminarily, I mean, initially was the forecast demand on our system, but obviously actual demand can be something different than what you forecast, and then you have to balance that variance between the forecast and the actual.

So the purple line that just got added was one scenario where actual demand exceeded the forecast demand and, therefore, necessitated some sort of action on the part of the utility.

You could obviously also have a warmer situation where your entire forecasted costs don't end up being utilized, because you didn't really have to load balance as much.

In both of these instances, what happens is that the variance in costs from the forecast level gets captured in our PGVA, and then at the end of the year that -- and through our year-end adjustment process, that gets recovered from all of our customers.

The allocation methodology we use is the same methodology that was used to allocate the forecast load-balancing costs, just so that then you have symmetry in terms of how you set rates and how you recover these additional costs or savings.

So just to reiterate what I just said, our forecast load-balancing costs are recovered through rates.  Our deviations from forecast load-balancing costs are recovered through the clearing of the PGVA, and the clearing of the PGVA is consistent with our cost allocation and rate design principles.

I just mention this because this is sort of relevant in terms of asking the question:  Should we be harmonizing our load-balancing of the direct purchase market with Union, for instance, in terms of checkpoint balancing, or whether -- you know, our existing approach?

And I will hand it over to Bruce.

MR. MANWARING:  Thanks, Malini.  Good afternoon, everyone.

We will bring this down to a customer level now at this point.

There are two ways for customers to buy gas.  You are probably familiar with Enbridge supply, where we -- we also call it system gas, where we do all of the supply and transportation arrangements, or through direct purchase, where the customer or service provider take on the responsibility to arrange the supply, and, in the case of Ontario T-service customers, the transportation piece, as well.

It is likely common that when a service provider does take on those responsibilities for customers, that they form them into pools, and pools are just groupings of customers that can be handled as like or one entity, so that it is easier for management.

In the direct purchase market in Ontario, the market works on the principles of mean daily volume deliveries and banked gas account management rules to ensure that the total deliveries match the consumption at the end of the contract year.

Other than a BGA tolerance, which I will explain a little bit later in more detail.  Enbridge provides the load-balancing and distribution service to both system gas customers and direct purchase customers.

So remembering that the direct purchase pool secure their own gas supply, they then deliver it to Enbridge via the MDV, or the mean daily volume.  And, as the name suggests, that is a daily volume of gas.  It's delivered to the franchise every day in the same quantity, and we calculate that by taking the previous year's actual consumption of a customer, unadjusted, and divide it by 365.  So that every day of those 365 days, the delivery is made and it should end up being the amount that the customer uses over the course of the year.

In the Enbridge model, the MDV does not change for the duration of the contract or pool term.

Interesting.  I have to beg the indulgence of everyone here this afternoon, as the representative graph of banked gas account and -- this is new to me, as well.  It is not the tool that I thought it was going to be, so I would like to ask you to just kind of ignore what is on the screen and we will discover it together.

[Laughter]

MR. MANWARING:  Just allow me to explain through how the MDV works in our franchise, and I will get a slide, a proper slide, to everybody in due course on this.

So, basically, what I wanted to demonstrate is the MDV is the flat line that would run through the middle.  It is a constant supply of gas every single day.

In the colder months of the year, especially for heat sensitive customers, you are going to use more gas than what you are delivering, so there is going to be a disparity there, and Enbridge load balances that with the system.

So as the quantities for consumption rise over the MDV, it is tracked through the banked gas account, and, at the end of the year, the consumption ideally, in a perfect world, would be what the deliveries are with the MDV.  And the BGA, the banked gas account, tracks all of that.

Since we don't live in a perfect world and we have an intangible called weather involved, it is not common or never happens that the consumption equals the BGA directly, so we also have a tolerance at the end of that period for customers to account for certain degrees of weather differences from what the forecast was.

It is, however, the direct purchase customer's responsibility to manage the banked gas account to be within that tolerance, and so Enbridge makes different tools available for accomplishing that:  Make-up deliveries, if somebody is short on their BGA and they need to bring in more gas, they can do it through additional gas deliveries; suspensions, where the opposite would be the case, where they're over-delivered in their BGA, and so there is a mechanism to not deliver your MDV in order to help to bring things down towards tolerance.

There are in-franchise title transfers that allow for one customer who is in an over-delivered position to trade gas with a customer that is in an under-delivered position so that both win.  That's within the franchise.

There is also a mechanism that allows the same sort of activity to happen between Enbridge Gas and Union Gas, so transferring gas between the franchise areas.

The difference or point that is needing to be made there is that once, on the Enbridge system, those load-balancing or the BGA management pieces are accepted by the system, they're considered as firm.

So should there be standardized mechanisms between Union Gas and Enbridge?  For the most part, Enbridge feels that the mechanisms are fairly similar right -- as they are right now, with two notable exceptions, one being the MDV re-establishment and the other being checkpoint or multi-point balancing.

As I mentioned earlier, with the MDV in the Enbridge system, the MDV does not change through the contract, the pool term, and what that means is that if a customer, if a pool loses some volume of their customer base within a pool, they would have to continue in the Enbridge system delivering that same MDV throughout the entire term of the pool, so it could create quite -- well, it would create a rather large imbalance.  That means there is more management of the BGA required by the service provider there.

Checkpoint balancing.  Operating in different geographical areas with different conditions available to us means that for Enbridge to get involved in a checkpoint system would likely be impractical based on the implementation -- or based on the characteristics of the two different systems.  I will explain that a little bit further with a slide that did actually turn out the way I intended it to.

This is just a quick look at the southern Ontario gas supply system in a simplistic form.

In a checkpoint balancing system, it is -- it requires that if we tell a customer that they have to make an alteration or take an action to effect their BGA, the tools need to be there for them to accomplish that.

I have already said that with the Enbridge side of the business, the tools are considered firm, but they're also restricted at different times of the year for the -- to reflect the physical constraints of getting gas into the franchise area.

So if we offered unrestricted load-balancing pieces or BGA management pieces, it would compromise the system during times when we're in peak situations.

That would mean that we would need to offer the BGA balancing pieces or the mechanisms for doing the management of the BGA on an interruptible basis.

That would mean that if we had a customer that we had to offer a suspension to or had to suspend their BGA piece to, it would mean that they would have to go out, on short notice, and bring in more gas, arrange for supply then also arrange for transportation.

As was already mentioned, without a liquid trading centre such as Dawn or storage within the franchise area, that would cause risk to the customer and would make things difficult for them to be able to handle a transaction like that.

The cost and benefits of the current system.  Checkpoint model requires direct purchase customers to manage their BGAs and associated costs at specific times of the year.  Currently, Enbridge load balances incremental variances from forecast and recovers these costs through the PGVA so introduction of a checkpoint balancing will not eliminate the need to recover from the PGVA or from direct purchase customers.

In Enbridge's case, no appreciable advantage or benefit to ratepayers of one approach to the other would be noticed.

The cost of standardizing from one to the other.  The impact to Enbridge of engaging in a standardization process would require large-scale changes to Entrac, to our contracts, to the business processes, policies and tariffs.  Preliminary estimate, and I need to add that or reinforce that these are only in-house estimates based on time and areas of the business we know we would have to address, to just do the MDV re-establishment piece including weather normalization aspect to it would be somewhere in the neighbourhood of $3.7 million.  To take that then to the full checkpoint balancing package. which would include the MDV re-establishment piece. would be somewhere in the neighbourhood of $8.5 million.

What mechanism should be used?  Load-balancing methodology should reflect each utility's composite customer demand, and should also reflect their physical operating constraints.

Implications of drafting or packing.  Enbridge accounts for drafting and packing in our gas supply plan, i.e., it is inherent in the load-balancing function.  Weather variances can result in more drafting and packing and this applies to both system and direct purchase customers.

Provisions -- discourage that we have -- provisions in our system for large volume customers discourage intentional occurrences of packing with penalties for consumption greater than allowable limits and with limitations on how many customers can be added to pools.

Standardizing the MDV or DCQ.  A MDV that accurately reflects the actual requirement of a pool means less management of the BGA for the customer service provider, customer or a service provider.

Enbridge proposes to adopt a process of using weather normalization when establishing the MDV at contract renewal, and Enbridge proposes to re-establish the MDV during the contract year to address customer migration.

Thank you.

MR. MILLAR:  Thank you, very much.  Mr. Forster, can we impose upon you and your group to begin again.  Yes, I'm sorry, we should call the Union witness back to the seat.
Q&A Session

MS. RUZYCKI:  I guess now is the appropriate time to ask the question I asked last time which was at page 36, paragraph 119 Enbridge states -- you are referring to short notice, and I am just wondering if that is with respect to Union's system or is it... do you have the exact...

It says here:  Our understanding of an interrupted suspension would mean that the customer would have to replace deliveries on short notice.  I am not sure what -- if you are referring to Union's system or maybe you can just clarify what you were referring to there.

MR. MANWARING:  The short notice was that, in the case of an interruptible load-balancing piece or BGA management piece, the notification would have to go out to the customer that the suspension, for example, that they thought that they had in place was now going to have to be reverted or recalled, suspended in fact.

So it would be relatively short notice, we're assuming, in relation to having set the suspension up in the first place.

MS. RUZYCKI:  But that's only if you went to BGA.  You would now become very similar to Union, in that it would be short notice?  And how long is short notice?  Is it a couple of hours?  Four hours?

MS. GIRIDHAR:  Well, I think that would depend.  So what we're referring to here is that if we went to the approach of having checkpoint balancing, and we offered -- then obviously, you know, you would need to offer the suspension and make-up tools that allowed customers to manage their BGAs because you have tighter tolerances now, the issue for us is if they had, as Bruce mentioned, if they had asked for suspension and we had approved it but they were interruptible so now we realize we need the gas, we revoke the suspension and ask them to deliver the gas, then depending on whether you can actually hit the timely window or not, nomination window, I mean, the customer might have difficulty procuring that gas.  Whereas if we were actually in a liquid trading hub like Dawn or if the customer had access to additional storage that somebody could give them more gas, obviously it would be easier for the customer to then meet that requirement.

So this I guess is just as an example to show that Enbridge, because of where it is located and how it balances its system, would be hard-pressed to offer firm --  I mean would be hard-pressed to offer year-round suspensions and make-ups on an interruptible basis.

We would prefer to provide firm suspensions and make-ups, but because they're firm, they can only be at certain times of the year.

MS. RUZYCKI:  That's fair.

Sorry, Bruce, I think I heard you correctly but it faded out here a bit at the back about the checkpoint balancing is 8.5 million includes the MDV and weather normalization?

MR. MANWARING:  That's correct.



MS. RUZYCKI:  Thank you.


MR. FORSTER:  While we're on that subject, can you provide any details around the estimates of the 8-1/2 million dollars?  It just seems like a significant amount of money to do something more frequently than how you do it today.

MR. MANWARING:  Well, what sort of details are you looking for?  There wasn't a formal costing study done, if that's what you're asking.  These estimates were done kind of in advance of doing any kind of a design session or a scoping study.

So it was just discussions within the company as to what pieces of the business would be affected, how much time estimate it would take to do the work, based on projects -- we have done similar types of projects previously.

So it wasn't a formal scoping study or anything formalized that way.  It was more just, inter-company or inter-departmental, looking at things.

MR. FORSTER:  So could we assume, then, that because there wasn't a formal investigation, that this would probably be a high-end estimate?

MR. MANWARING:  I would be hesitant to assume anything along that line.  Obviously we tried to include everything that we could think of, but sometimes there's things that you don't get that would be fleshed out in a formal scoping study.

MR. FORSTER:  Thank you.

This question is for both Union and for Enbridge.  Could you please let us know your thoughts on, you know, do you believe that more frequent balancing than those offered today could provide greater efficiencies in the system matching supply more closely with demand and costs?

MS. GIRIDHAR:  Maybe I can try.  More frequent balancing, by that, do you mean tools for BGA management?

MR. FORSTER:  Do you think that the system would be more efficient if you were able to balance more frequently than balancing today?  So today you can balance on the anniversary of the contract.  If you were to balance more frequently, would it provide any greater efficiencies?

MS. GIRIDHAR:  I think in Enbridge's case the reality is that, on a real-time basis, it is the utility that does the balancing for the entire system, both with respect to what was forecasted to be the balancing requirement, as well as any change from that forecast.

The year-end balancing works well for us, because what that does mean is that, in the course of the year, we offer customers the tools to manage their BGA at certain times of the year when it is advantageous for us and for them, you know, which typically means that in the peak of winter, we wouldn't really authorize suspensions, and, in the summertime, you know, obviously suspensions are less of an issue and there is greater opportunity to do that sort of balancing.

So, from our perspective, I think what works best for us is a model where we do the balancing for the entire system, and then figure out the times of the year where we can provide the tools for customers to manage their BGAs.

Bruce, would you like to add to that, I think specifically with respect to offering the suspensions and make-up tools that are required to do it more frequently?

MR. MANWARING:  I don't think I can really add to that.  It's reviewed on a weekly basis through meetings, and we offer up, based on conditions of the day, predominantly weather, but all of the delivery pieces that are reflective of weather, we offer up as much as we can, as frequently as we can, with respect to always being able to guarantee supply through the system.

MR. SHORTS:  I think the key, from Union's perspective, is looking for that illusive balance.  You have to remember we're talking about bundled-Transportation.  So a bundled-Transportation customer on Union has a choice.  They could certainly go to a transportation or a T1 or a T3 service, which has more ongoing balancing, but, from our perspective, you have to find that balance for a bundled customer.

If you push them more to an unbundled-Type service, then why would you have the choice?

MR. FORSTER:  Thank you.  With the issue of drafting, I believe that in -- I think it was Enbridge's evidence, I'm sorry -- there was note of 60 percent of the volumes are direct purchase volumes.

So my question, in terms of drafting, is:  Considering that DP customers deliver so much gas into the province, and the utilities control whether a DP customer can suspend deliveries or not, can you advise if it is possible for the utilities to draft on DP supply?

MS. GIRIDHAR:  I think I would -- first of all, the issue around drafting and packing has to be viewed in the context of the load-balancing obligations of the utility, and Chris summarized that very well.

With our bundled customers, they are actually taking upon themselves an arrangement where they deliver the same volume every single day of the year, and then the utility then balances for them.

So, essentially, there are times of the year when that customer is packing the system and other times when the customer is drafting the system, but, in total, the whole system is balanced, because the utility steps in to provide the difference between what they consume and deliver.

So, from that perspective, is the utility drafting from the direct purchase customer?  Yes, at the time of the year when the direct purchase customer is packing the system, we are drafting from them, and vice versa, but that is the design of the system and the load-balancing mechanism, and that is the mechanism that the direct purchase customer has chosen from the utility.

I mean, they could always have gone to an unbundled rate where, in fact, the tolerances for drafting and packing for the customer are very constrained.  And we have had unbundled rates for the last two or three years now, and my understanding is Union also offers those rates.

So it is really the choice of the customer that has driven how they have contracted for it, and if they're packing at a point in time, it must mean that the utility is using their supplies, and when they're drafting, we're packing.

MR. FORSTER:  Thank you.

MR. SHORTS:  Not being the expert on how the actual system manages itself, what I would say is that currently the way Union operates is that both the system and  bundled-T customers are managed in an aggregated pool.  So from that perspective, we really don't disaggregate that at any point in time.

Now, granted, if we ran into a situation where costs were incurred on behalf of those customers, we would have to make some sort of calculation to figure out how much was allocated to bundled-T versus how much was allocated to system.  But certainly the way that we operate the system now, we operate it very similar, whether we're managing system customers or bundled-T customers.

MR. FORSTER:  Thank you.

Sorry, could I ask if James McIntosh has any questions for the panel?

MR. McINTOSH:  Not at this time, Ric.

MR. FORSTER:  Thank you.

MR. MILLAR:  Thank you.  Staff has just a couple of questions, so I propose we ask them, and then I think Mr. Thompson has volunteered to go, and then we will see where we are.

MS. PACHON:  Okay.  So our first question is for Enbridge.  On page 36, paragraph 117, Enbridge mentions that the company will agree to allow for threshold-based changes to the MDV during the pooled term.

On page 39, paragraph 131, Enbridge states that its purpose is to adopt the MDV re-establishment process and harmonize it with Union.

So can Enbridge clarify if it is proposing to use a materiality threshold of 4 gigaJoules per day as the net impact for account conditions and removals during the term of the contract, as is the case for Union?

MR. MANWARING:  I think the position is that we agree with the idea of an MDV re-establishment process, in principle.

When it comes to the actual values of tolerances, where it is practical to harmonize exactly with the Union Gas's practice, we would probably try to go that way.  Where it is impractical or impossible for us to, we would probably try to make it as close as possible.  But if it is impossible to do, then it would end up being different.

MS. PACHON:  All right.  Thank you.

Our second question is for Union, and it is on page 59, lines 7 to 9.  Union mentions that it recovers the forecasted load-balancing costs for sales service and DP customers in delivery rates in the south and in the gas supply transportation rates in the north.

So can you explain why you make this difference?

MR. SHORTS:  I am actually not the cost allocation expert, so I probably have to defer that question to the next, to the cost allocation panel.

MS. PACHON:  That's fine.  That is our only questions.

MR. MILLAR:  Thanks, Angela.  Peter.

MR. THOMPSON:  Yes, thanks.  Starting if I might just with terminology, small point.

Union calls it DCQ and Enbridge calls it MDV.  Can we agree on one?

MR. SHORTS:  DCQ it is, Peter.

[Laughter]


MR. THOMPSON:  That's fine with me.  Enbridge okay with that?

MS. GIRIDHAR:  Sure.

MR. THOMPSON:  There we go.  Progress.

Then I would like to move to the DCQ establishment discussion.  Now, as I understood what Union does, they establish DCQ at the beginning of the year.  And what I understood was, it is either historic or forecast.  Like, is that an option?  How does that work?

MR. SHORTS:  Well, it comes down to whatever the customer feels is the most appropriate one, Peter.  So for example if a customer says, My last 12 months is the proper forecast, then that's the one we would use.

If, for example, for the general service customers, in a lot of cases it is the past 12 months, weather normalized, moving forward.  It really just depends on what's the best forecast to use to get the most accurate DCQ.

MR. THOMPSON:  So you provide this information to the customer.

MR. SHORTS:  We start off and provide the previous 12 months, then the customer can call back and say, Yeah, that's the right number.  No, it's not the right number.  It needs to be this.  Now for the large industrial customers, most of those forecasts are on a bottom-up process where the customer actually can provide that.

MR. THOMPSON:  They essentially choose it is what I was interested in.

MR. SHORTS:  They have a choice to adjust that based upon what is the most correct and most up-to-date forecast for them.  We want the number to be as close to the right number.

MR. THOMPSON:  And in Union's system, it is a weather normalized number.

MR. SHORTS:  For the general service customers, yes.

MR. THOMPSON:  Okay.  Now is Enbridge currently the same?  Or are you proposing to align yourself with Union?

MR. MANWARING:  No.  We are proposing that, agreeing with Union, that the closer it is to actual, the better.

So we do not weather normalize for the general service customers currently.  We just take the historical, the last 12 months historical.

And we are, I think, virtually the same with large volume customers where they are able to determine their forecast for the upcoming year.

MR. THOMPSON:  But do general service have the forecast option in your system?  Or are you prepared to provide that?

MR. MANWARING:  That is not one that we have discussed as a forecast option.

MS. GIRIDHAR:  I would think, again, I may need to clarify this later, you know, based on discussions internally, but I think for residential customers, for instance, if that is what you mean by general service, it does make sense to have an algorithm that would apply to all of those customers.  There’s not really appreciable differences -- and I am just trying to think administratively if you want one group of residential customers to use a forecast consumption for the next year versus a normalized actual for the previous year.  I'm just wondering how that would work.  It does make a lot more sense.

MR. THOMPSON:  I was trying to see what the differences are between your two systems for all classes of customers.

MS. GIRIDHAR:  Right.

MR. THOMPSON:  Then see whether one system works for everybody.

MS. GIRIDHAR:  I think the key is the weather normalization.  They don't weather normalize right now and I think it does make sense for us to align with Union and weather normalize.

MR. SHORTS:  Peter, just to add to that, what we found in history is that very few times did the residential-type contracts, once we provide that data, very few times is it actually adjusted.  They usually take the 12 months actual weather normalized as the going forward. There is very few exceptions.

MR. THOMPSON:  Residential would be part of an aggregated situation, so they would bundle it all.

Am I right that you DCQ establish every year?  In other words --

MR. SHORTS:  Subject to the materiality change.  If it is not going to be a difference in the 4 gJs, then you won't necessarily change it.

MR. THOMPSON:  That's what I meant.  It has to be material change but you look at it every year.

MR. SHORTS:  Every year.

MR. THOMPSON:  Does Enbridge do that?

MS. GIRIDHAR:  Yes.

MR. THOMPSON:  So let's move to DCQ re-establishment.  I just want to get clear, in my mind, what we're talking about.

This is something Union does at the moment, but Enbridge doesn't do.

MR. MANWARING:  Correct.

MR. THOMPSON:  But Enbridge is proposing to do it?

MR. MANWARING:  Correct.

MR. THOMPSON:  And so just precisely, what is it?  Does it apply to individual general service customers for example?  Or is this something that applies to aggregators?   I mean Union does it, so you tell me.

MR. SHORTS:  Basically what we do is, it mostly applies to the aggregated type of general service direct purchase contracts.  You may have thousands of actual end-use locations on those contracts.

Every month or whenever they may want to add or delete contracts or locations from that contract.  We do the material threshold test and if it comes in less than four, then we make the account change but we don't actually change the DCQ.

Now, for larger industrial customers, if they have a change, they might sell off a division of a company or something like that, it is liable to be material so we would make that change as we went through with those --

MR. THOMPSON:  So the four, was it 4 gJs?

MR. SHORTS:  Four gJs a day.

MR. THOMPSON:  Per day.  If that threshold is exceeded in Union's system for an aggregator, you automatically change the DCQ?

MR. SHORTS:  The DCQ would be changed, as well as potentially the check points as well as that filtered its way through the process.

MR. THOMPSON:  Right.  So I don't know if it is important or -- but does the customer get a choice?  I mean does the customer want this?

MR. SHORTS:  Well, we looked at what the materiality needs to be, and you have to try again to use that word balance.  You need to try to find that balance between being responsive to those account changes, but also not creating a physical or balancing planning problem that we might have.  So for example if we had 200 or 300 contracts that added 3.9 gJs a day, you might find that that dollar value of the balancing, of that variance at the end, might be significant.  So you don't want that to happen.  So we worked with the marketplace and 4 gJs a day seems to be the acceptable tolerance level.

MR. THOMPSON:  How frequently does this happen?  Like, is this common?

MR. SHORTS:  That's common in the -- yes.

MR. THOMPSON:  That is something that happens during the year, but you're still reviewing annually --

MR. SHORTS:  Correct.

MR. THOMPSON: -- for each of these aggregators?

MR. SHORTS:  Yes.

MR. THOMPSON:  Does that apply to large volume too?

MR. SHORTS:  The large volume customers?  If they would have a change throughout the year.  Like I said, if they sold off a division of the company or a significant amount, then you would obviously make a change at that time to both the DCQ and the checkpoints.

MR. THOMPSON:  Okay.  Now Enbridge doesn't this at the moment but is proposing to add it; is that right?

MR. MANWARING:  Correct.

MR. THOMPSON:  Have you any idea how frequently that is going to occur?  Like, is it going to be an unusual situation or quite common, do you think?

MR. MANWARING:  I guess that's a function of what the threshold would be that sets it.

We would -- if the changes of pooled compositions, change greatly, then it would happen frequently.  If they stopped changing frequently, it would happen less frequently.

MR. THOMPSON:  Well does the 4 gJ threshold work for you folks or you still have to figure that out?

MR. MANWARING:  We still have to figure that out.  It is obviously, as I said earlier, if it makes sense and fits with the system operation that we have to deal with, then we would probably try and align ourselves as closely as we could to that.

MR. THOMPSON:  Are there some costs that go with that?  I thought I saw a number in your stuff --

MR. MANWARING:  Aligning ourselves to that process?

MR. THOMPSON:  Yes.

MR. MANWARING:  Yes, that was the $3.7 million.

MR. THOMPSON:  So you are going to eat that in incentive regulation, is that what I understand you to be saying?

MS. GIRIDHAR:  No.  We would collect that.

MR. THOMPSON:  Okay.  Just to nail it down, in terms of the availability of this DCQ re-establishment.

Is it intended to be something that the distributor determines is available, or does the customer come and say:   I want this service?

MR. SHORTS:  It's automatic.  So if the marketer or broker provides us with, say, 500 new accounts, and that results in a material change greater than the 4 gJs a day, and then the contract and the checkpoints -- the DCQ and the checkpoints would be adjusted.

MR. THOMPSON:  Is that the way Enbridge proposes to apply it?

MR. MANWARING:  Yes.

MR. THOMPSON:  Okay, thanks.

Just on the balancing point parameters.  I just want to see where the differences are and perhaps why they are.  But taking Union first, we've got the south, and there is the two-point balancing that you mentioned, Chris, or the seasonal checkpoint balancing.

As I understand it, there is a tolerance level at these points of 4 percent?

MR. SHORTS:  Just at the contract renewal.  There is no tolerance at the checkpoints.  The checkpoints are maximums; in other words, you can't exceed the fall checkpoint and you can't be below the winter checkpoint.

At the end of year balancing, the obligation is still zero, and then you get plus or minus 4 percent.

MR. THOMPSON:  Okay.  So if the end of the year and the checkpoint are one in the same, do you get 4 percent?  My question is:  4 percent of what?

MR. SHORTS:  The 4 percent is of the annual consumption or DCQ times 365.  It is, the estimated annual deliveries times 4 percent gives you your maximum allowable variance.

MR. THOMPSON:  Okay.  I am trying to correlate that to Union's 20 times DCQ, which is your end of year tolerance.

MR. SHORTS:  Correct.

MR. THOMPSON:  I am trying to correlate whether yours is the same as theirs or close or...

MR. SHORTS:  Well, if you look at 4 percent and you calculate on the year, it is 14 days.

MS. GIRIDHAR:  So ours is 5 percent.

MR. SHORTS:  Theirs is five.

MR. THOMPSON:  All right.  Would you like to go to five, Union?

MR. SHORTS:  Four sounds like the right number to me.

MR. THOMPSON:  Flexibility.

MR. SHORTS:  It's been number -- you know, I mean, the 4 percent really has been historical for Union south.  We have looked at it over the years.  It really takes into account some of the billing cycle issues we have, along with what I will call the delay in getting actual versus forecasted numbers on a monthly basis, because we have different cycle billing.

MR. THOMPSON:  Okay.

Now, in terms of these seasonal checkpoints, Enbridge, as I understand it, you don't have these and you say, We don't need them; is that right?

MS. GIRIDHAR:  That's correct.

MR. THOMPSON:  Why is that?  Because you have a different toolbox?

MS. GIRIDHAR:  Two reasons.  One is we do have a different toolbox, in that because we are not located -- because we don't have within our franchise area embedded storage or, for example, a trading hub, we need more than storage to actually balance our system, load balance our system.

MR. THOMPSON:  Sure.

MS. GIRIDHAR:  So what happens is, as part of our forecasted load-balancing toolkit, we have not just storage, but we also have discretionary supplies and peaking supplies that, you know, we need to resort to to balance our customers.

So, for example, in this checkpoint situation, if you had to do more balancing than what you had forecast, well, we have to go out and get more discretionary supply and more peaking, and those are costs incurred on the day that you go out and get them.

The return of a molecule of gas on a particular checkpoint date will not absolve the direct purchase customer of bearing the costs of the timing of that purchase, if that makes sense to you.

So, essentially, checkpoint balancing does not eliminate the need for clearing actual dollar variances to direct purchase community.  We do that already today through the PGVA, so it could be part of a solution.

It will never be the full solution for us, and, therefore, we query whether it is necessary for us, quite apart from the fact, if I could conclude, the flexibility you need to provide a direct purchase customer so they can do that checkpoint balancing would be, you know, things like more suspensions and make-ups throughout the year, and I think we have already established that, given where we are located relative to where the supply comes from, we cannot have it on offer all through the year.

We can only offer it at certain times of the year, which then to impose a checkpoint balancing on a direct purchase customer but not give them the tools to manage that would not be fair to them.

MR. THOMPSON:  So, Chris, just refresh my memory.  Why is it you guys need it?  Why do you need this checkpoint balancing?

MR. SHORTS:  Well, one of the reasons was coming out of that -- the couple of cold winters we had in early 2000s.  A lot of direct purchase customers said, We balanced.  Why are we now, all of a sudden, getting allocated extra costs?

We said, If you want to have the ability, which you should, of being able to control your own destiny, then we will then tie much closer the time in which you actually have to deliver those molecules, or should, versus the time when we need that gas to be brought in or we need the gas off the system.

So the timing is much closer for the checkpoints.

MR. THOMPSON:  I understand that.  So is it an anti-drafting measure?

MR. SHORTS:  No.  Customers are allowed to draft.  Customers are allowed to draft to the level that is forecast and built into the rates.  That is what gives you the load-balancing forecasted checkpoint.

So just to be clear, a customer could have, for example, a checkpoint of minus 100 units for February 28th, and, as long as they came in at less than -- sorry, greater than negative 100, then they would be all set.  They wouldn't have to take any action.

But if they were coming in at greater -- I am going to get this all -- let's look at the absolute numbers.

If they came in and drafted us greater than that, let's say by another 20 units, then they would either have to bring in that 20 units before that checkpoint, or they would buy that gas under the R1 rate schedule under their banked gas purchase.

MR. THOMPSON:  Thanks.

Which brings me to my next topic, which is this drafting issue.  My question was:  What is meant by forecast drafting?  Is this just people who are negative on the checkpoint day?  What does Union mean by -- what does Enbridge mean by it?

MR. SHORTS:  Actually, they have the graph which showed where a customer would be at certain point in times in the year in their banked gas account.

MR. THOMPSON:  Right.

MR. SHORTS:  So on a cumulative basis, depending on when your contract starts, you could actually have delivered less gas than what you assumed, so you would essentially be drafting the system.

MR. THOMPSON:  Okay.

So is that what Enbridge means by forecast drafting?

MS. GIRIDHAR:  That's correct.  It's forecast load-balancing by another name.  The words "drafting" and "packing" seem to have some connotations to it, but they really shouldn't.  All it is is you deliver a constant quantity of gas to us and we make up the difference.

MR. THOMPSON:  Then you talked about the forecast drafting costs are built into rates.

MS. GIRIDHAR:  Correct.

MR. THOMPSON:  Which I now understand.  Then you talked about unforecast drafting costs.

MS. GIRIDHAR:  That's right.

MR. THOMPSON:  Now, tell just me what unforecast drafting is, and then how we determine the costs of that, each of you.

MS. GIRIDHAR:  Okay.  An unforecast drafting situation would be -- would occur, let's say, if you had a colder winter than what you had forecast.  So you expected to load balance your direct purchase customers by 100 units, and that is what you forecast and that is what you built into your rates.

Instead, you had to load balance by 120 units.  So you have to go and procure an extra 20 units either on that day, and let's say you did that by getting some more gas out of storage, you went and got some more peaking gas or you bought more spot gas at Dawn.  You have incurred the cost consequences of that, and then you now have to find a way of recovering those costs.

If all of those 20 units came out of storage, maybe what you would do is to get those 20 units, the molecules, back from the customer, and that is what checkpoint balancing does, but if you have 10 units out of storage, five from peaking and five from buying more gas at Dawn, there is actually cost implications for the 10 units that did not come out of storage, because you paid maybe 12 dollars instead of 8 dollars, and that amount goes into the PGVA and that is recovered at the end of the year from all of the customers who are in that position.

MR. THOMPSON:  That was my next question.  It's recovered from everybody or the drafters?

MS. GIRIDHAR:  It is recovered --

MR. THOMPSON:  Unforecast drafting?

MS. GIRIDHAR:  The cost allocation methodology looks at the over-drafting and uses these cost allocation principles to recover those costs.

MR. THOMPSON:  Okay.

MS. GIRIDHAR:  Given that most of the drafting on our system is potentially weather related, given that we're so residential, you know, focussed in our system, chances are you can use those same allocators for system gas customers, as well as direct purchase customers, because they were all at variance from what the forecast was.

So that principle works.

MR. THOMPSON:  Is that the way Union does it, Chris?

MR. SHORTS:  I would much rather just give an example, Peter.  That's the way I think.

As I mentioned before, if you had a forecasted drafting position of minus 100 units, that was the level of forecast drafting that was considered to be part of the aggregate that was built into rates, and that customer was coming in at minus 120, then that customer would need to bring in that 20 units of gas so that they didn't go outside of that checkpoint in the winter and overdraft.

The costs then would be actually the costs that customer incurred to buy that gas in mid-February, if that was the time in which they purchased that gas.

If not, then they would pay the highest spot gas, Dawn spot gas price in the month of the occurrence or the month after, as the banked gas account purchase.

Now, that covers off the unforecasted drafting up to and including the checkpoint.  There is a scenario where we could go beyond the February 28th checkpoint, customers could continue to draft, Union may have to actually take action in aggregate and then customers would potentially be open to a deferral account adjustment after that.

MR. THOMPSON:  Okay.  What I hear you saying is you have some protection built right into the individual customer contract to -- to recover these costs.

MR. SHORTS:  Yes.

MR. THOMPSON:  But there is a scenario where you get into kind of the class over-drafting problem that Malini was speaking about where you have to allocate it.

MR. SHORTS:  The check points cover your balancing up to those check points.  Any balancing activity after the check points Union may have to take to maintain system integrity on behalf of those bundled-T customers would be costs we would seek recovery through a deferral adjustment after the fact.

MR. THOMPSON:  Okay.  Thanks.  Those are my questions.

MR. MILLAR:  Thank you, Peter.  Mike have you got anything?  Dwain?  Your microphone.

MR. QUINN:  Sorry.  Does anyone find it warm in here?  The thermostat over there needs adjusting.

I guess I will start with you, Chris, if I may.  We were talking an awful lot about this.  It becomes a difficult subject, without a whole bunch of graphs or whatever.  But simply put:  Does your system gas program have a flat delivery profile?

MR. SHORTS:  On a forecasted basis, I am not exactly sure how the gas group manages it.

Predominantly they would assume that gas is delivered on even dailies, but I am not sure.  It could depend on a year-to-year basis of whether spot gas was in the plan or not.  I don't know that for sure.

MR. QUINN:  Okay.

MR. SHORTS:  But it is managed in a similar -- my understanding it is managed in a similar fashion as the bundled-T customers are managed, which is anchored off of even, firm even daily type of deliveries.

MR. QUINN:  I guess I will -– defer, I guess, to an interrogatory to get a specific answer on that, some of the questions I had were based upon that presumption and I wanted to make sure we were clear.

Let's go forward on that presumption.

So if system gas is long relative to forecast, you're having a warmer than normal winter and you’re long transport, what happens to the transport?

MR. SHORTS:  If we're long transport on the system basis, then the system would potentially be in a UDC position.  So there would be unutilized or unabsorbed demand charges that could be out there to be incurred.

MR. QUINN:  Okay.  So that is specific to the cost implications and certainly we'll ask some questions of the next panel.

But in terms of what happens to the transport.  So assuming you suspend because you don't need the system gas, you don't want to deliver because you have a warmer than normal winter.  What happens to the transport itself?  Is it just left empty?

MR. SHORTS:  I think it would be up to the -- up to our gas acquisitions group to decide how they would manage that.  They may leave it empty.  They may fill it.  I really don't know.  It would probably depend on the actual time in which they would look at various alternatives and what was the cheaper option.  It might be cheaper to let it go empty, that might be an alternative that we would take.  We would certainly try to find "the best alternative"; either leaving it empty or filling it.

MR. QUINN:  Okay.  Again, we don't have a specific answer so I won't ask the follow-up question to that.  We can defer that also.

I guess in that line, though, if you have a flat profile, you've now got colder than normal winter, does system gas -- or check points imposed upon the system gas program comparable to the direct purchase customers?

MR. SHORTS:  Well, the system customer portfolio is managed to similar check points as the -- that's how we got the check points.  They are very similar to the ones that the system portfolio uses to manage to, whether it be the fall checkpoint or the winter checkpoint.

MR. QUINN:  There is a rigorous application of a minimum in the winter, February --

MR. SHORTS:  We would have design points we would have to manage to, and ensure that the system portfolio was within that tolerance.

MR. QUINN:  To the extent you have to bring in extra gas in a colder-than-normal basis, who pays for that?

MR. SHORTS:  If it was system customers it would be the system customers.

MR. QUINN:  So you have appropriate -- maybe it is your cost allocation people, so you can defer if you want.  There is appropriate allocation of a cost back to system program versus load-balancing?

MR. SHORTS:  There would be, when you mean load-balancing you mean --

MR. QUINN:  Total distribution.

MR. SHORTS:  We would be able to determine which costs were incurred for the bundled-T and which were for system.

MR. QUINN:  Okay, thank you.

That would be done on the basis of that checkpoint system or is there other criteria that would be invoked?

MR. SHORTS:  Predominantly the checkpoint.  As I mentioned before, we could have a scenario where, post checkpoint, you would have to do some incremental balancing activity and might incur some incremental cost which would have to be allocated to bundled-T or system customers depending on who drove the cost of those, or who drove those costs.

MR. QUINN:  I want clarity on that point if I may.  Zero is zero.  If you hit a benchmark, if you're a direct purchase customer, you have to bring it into a number.  So that cost causality reverts right back to the direct purchase customer.  System gas you're telling me they do the same thing, but post February 28th you have a cold March, what process does Union go through to determine whether those costs should be visited upon system gas program versus total load-balancing costs for the utility?

MR. SHORTS:  We would look at who actually drove those costs, which markets drove those costs and that would be the markets that would endure that cost.

MR. QUINN:  Where would people see that in evidence to determine whether there was appropriate allocation of those costs?

MR. SHORTS:  Since we haven't incurred any of those costs over the last few -- since the checkpoint came into place, I couldn't give you a straight answer on that one.

MR. QUINN:  Okay, well, I can defer on that, again, thank you, but I appreciate trying to understand what I am hearing played back is system gas is run similar to a large contract.

MR. SHORTS:  That's my understanding, yes.

MR. QUINN:  What is set aside for system gas in terms of the storage space that will be utilized to manage the system gas responsibility for the annualized program?

MR. SHORTS:  I don't know that actual number.

MR. QUINN:  Not the number.  How is it derived?  How is it determined how much storage space is set aside for system gas in the gas control plan at the start of the year?

MR. SHORTS:  It would be the net difference between the bundled-T plan and that, like the bundled-T expectation and whatever the total amount was would be then the system amount of storage required to balance.  So they would look at all of the forecasted consumptions of all of the bundled-T contracts, compare that to the forecasted deliveries or DCQs, that would give you a load profile.  Then they would look at the aggregate load profile and the difference would be the system.

MR. QUINN:  So if I interpret that correctly, excess over average is not used by the system gas program?

MR. SHORTS:  I don't know the excess over average relates to that at all.

MR. QUINN:  Okay.  I can follow up.  Thank you.  I thought that was part of that portfolio.

I think you described for Peter some of the benefits of two-point balancing in terms of making sure costs are visited upon those who, you know, would be drafting -- over-drafting unforecasted drafting to use that terminology.

Was there -- obviously there was a contingency space that Union would have utilized in the past to have managed the difference at a February 28th example checkpoint.  Was there any reduction in contingency space as a result of two-point balancing?

MR. SHORTS:  I don't know the answer to that one.

MR. QUINN:  Okay.  Well, I guess we can follow-up some of those questions but I guess at the heart of this is, is what we're trying to do in terms of principle is level the playing field.  So if you have direct purchase customers and they have the two-point balancing situation, they would be treated as a system gas customer.  And notionally, I am hearing you telling me to a great extent they are, it becomes where the costs -- where do the costs go in managing those things and we can talk to your cost allocation panel subsequently.

I guess I would then move on to the folks from Enbridge, if I may.

I think we heard that you are going to do some changes to your MDV process, weather normalization and re-establishment but I just want to make sure we start at the starting points of what the history is.

I heard that the MDVs were established on the basis of 12 months of actual.  Are there times that Enbridge would have changed what was provided as a forecast that would differentiate it from what was actual and given to the customer as their delivery forecast?

MR. MANWARING:  Not that I'm aware of, but I would have to clarify that for you, unless you're talking about general service customers at this point.

MR. QUINN:  As an example, sure, yes.

MR. MANWARING:  I would have to clarify that for you.

MR. QUINN:  Okay.  So there is no -- internal to the processing of establishing an MDV, is there any Enbridge oversight that says, Does this number now make sense, and, if not, how do we adjust it?

MR. MANWARING:  I think that is ultimately what the weather normalization piece would address.

MR. QUINN:  Moving forward?

MR. MANWARING:  Moving forward.

MR. QUINN:  But, historically, was there anything like that, Bruce?

MR. MANWARING:  No.  It would probably be done regressively at that point.  If there was something -- penalties caused or something a customer could bring to our attention that said that this was out because of a reason that they -- we could discover between ourselves that was at fault somehow, then we would work with them to relieve them from any penalties or -- that's all considered on a case-by-case basis.  It's not done at the front end, though.

MS. GIRIDHAR:  I think my understanding, Dwayne, is that it is pretty much what our Entrac system calculates as mean daily volume.  From our perspective as system planners, we would just take that number, the aggregated number, for all direct purchase customers and say, Okay, given the demand profile on a budgeted basis, how much gas do we need to bring, you know, at different points to balance the system, knowing that at the end of the year direct purchase customers will be in balance so the molecule will be returned at that point?

MR. QUINN:  Okay, thank you.

So I heard -- and I didn't see anywhere in your evidence specific dates or any criteria that says, Okay, somebody is -- use the example of long gas.  They're going to be long going into the winter, November 1st.  They believe, based upon where they're at in the spring or summer, they're going to be long gas.

What criteria does Enbridge use to say if they're going to open up a suspension period to allow customers to shed gas that they may be long?

MS. GIRIDHAR:  The suspension decision -- well, there would be two things we would look at.

We would look at the BGA positions, you know, based on a report of all of the pools as to, Do customers need suspensions, is the first question that we would ask based on their PGVA balance.

In other words, customers are approaching the end of their contract term with a balance that is significantly over 20 times MDV and do they need to take action?  That is question number one.

Secondly, we would look to see if maybe there is opportunities for title transfers between customers, if there are some customers that are up, some that are down, and, therefore, the transfer can happen intra-franchise.

But then above all, we would look to see, Can we accommodate suspensions at this time?

So in terms of our near term projections of where weather is going to be or, you know, projections out for the next month or so, when you look at weather, when you look at supplies, can we really allow suspensions?  That would be the question.

If the answer is customers need suspensions and, yes, we can accommodate suspensions, then we will offer suspensions.

MR. QUINN:  Who triggers that review?

MS. GIRIDHAR:  We have an internal group that would do that.  It is a cross-functional team of people that would visit that question.

MR. QUINN:  So do they have a criteria they work to?

MS. GIRIDHAR:  I think that is what I said.  Are suspensions needed?  Can we accommodate suspensions?  If there are, then they will be accommodated.

MR. QUINN:  Numeric criteria?

MS. GIRIDHAR:  Numeric criteria would be what we believe we can accommodate reasonably without affecting our storage targets and meeting demands of our customers.

MR. QUINN:  I am not asking for the number.  I just want to know if there is numeric criteria as opposed to, I think March is going to be warm, I think we're okay.

You know, obviously there has to be a little bit of rigour applied to it, but I am hearing your internal group triggers this as opposed to a customer who individually may be long, and it may not be weather related.  So if they were individually long, could they ask for a suspension even though it is a non-suspension season?

MS. GIRIDHAR:  If they were individually long, they could of course ask for suspension.  And if our combination of numeric and qualitative criteria tells us that we can accommodate the suspension, then we would.

MR. MANWARING:  Possibly.

MS. GIRIDHAR:  If we could accommodate it.

MR. QUINN:  That's that qualitative criteria?

MS. GIRIDHAR:  That's right.

MR. QUINN:  Okay.  So in a situation like that -- now, maybe I will use the generic example.  So you say there is suspension room.  We have 100 units that can be suspended.  What criteria do you use to say who gets it?  Is it most long customers, or first come, first serve?

MR. MANWARING:  It is first come, first serve.

MR. QUINN:  That's what I thought.

MR. MANWARING:  We post the suspensions and they're there for whoever wants to take them.

MR. QUINN:  Does Enbridge hold the right to deny?  If so, if they want is suspension, but their BGA looks in balance and somebody says, I want -- you're putting out 100 units.  I want 20 units of suspension, but they look like they're forecasted to land fairly close to zero at the end of their contract, does Enbridge review it and say, No, or is it they were first to come, so they get the suspension?

MR. MANWARING:  Entrac -- these are all done through Entrac, and there's rules within Entrac that say that a suspension or a make-up would not be accepted if it puts the customer into a further imbalance in the position that they're already in.

MR. QUINN:  Imbalance of gas versus actual?

MR. MANWARING:  If you are short and you are trying to suspend, it wouldn't allow you to, because you are going to go further short.

MR. QUINN:  Short on a forecast basis, then, not short in a BGA position like your graph?

MR. MANWARING:  Yes.

MR. QUINN:  Okay.  Excuse me.

So if we run to the end of the contract, then, and a customer is long on gas, they're only going to be long 20 days, after that, it is purchased from them at what the rate handbook says, where does that gas go?

MS. GIRIDHAR:  The molecule or the cost?

MR. QUINN:  The molecule.  I will start with the molecule.

MS. GIRIDHAR:  Well, this is a situation where the customer is long gas.

MR. QUINN:  Yes.

MS. GIRIDHAR:  So they sell the gas to us.  At that point, it would become part of the system supply.

MR. QUINN:  So it goes into system supply.

If I may ask, or you can defer to the other panel, at what cost does it go into system supply?

MS. GIRIDHAR:  Maybe I will defer that to the other panel.

MR. QUINN:  Okay.

MS. GIRIDHAR:  The rate handbook lays out what that disposition price will be and how it is calculated.

MR. QUINN:  Okay.  I will follow that up.

So on the other side of the equation, so now somebody is short.  They're short by minus 30, or whatever, so they have to basically notionally purchase ten days of gas.  The price is laid out in the handbook.  Where does that gas come from?

MS. GIRIDHAR:  They would be basically purchasing the gas from the company.

MR. QUINN:  From the company system gas pool?

MS. GIRIDHAR:  It is really a deemed purchase, is how I view it.

MR. QUINN:  Okay.  Well, I think we can probably answer that question with the cost question on the other side of the equation, because that molecule is a molecule, but obviously if there is a variance from the reference price, then somebody is getting a notional benefit or cost associated with that?

MS. GIRIDHAR:  When the customer is short, essentially the company has purchased the molecule to replace the gas at the point at which it was consumed.

MR. QUINN:  Hmm-hmm.

MS. GIRIDHAR:  And that molecule is -- you know, through the purchase, it's being returned back to the cost pool.  That's why I call it a deemed purchase.

MR. QUINN:  I think I understand that, but I would appreciate if you could repeat that, because I am not sure I quite caught the distinction, and it is different in my mind.

MS. GIRIDHAR:  It is always difficult to repeat exactly as I stated it the first time, but I guess what I am trying to say here, if the customer is short, that means we loan them gas.  In other words, we bought the gas at a point in time.  The cost consequences of that purchase were recorded in the PGVA.

Now the customer, through the disposition of the PGVA, has had a deemed purchase and compensated us for the costs that we incurred.  Those costs go back into the PGVA.

MR. QUINN:  See, I am dealing with an individual customer.  I think you have taken to aggregate in PGVA.  If it is an individual customer and they have -- you have notionally loaned them or sold them the gas, and now you have deemed they purchased it from you, it is not at a price -- it's not the reference price.  Doesn't your handbook suggest there is another mechanism for creating that price?

MS. GIRIDHAR:  There is -- I can't remember exactly what the handbook price is, but it is listed right there as to what price that would be at.

MR. QUINN:  Okay.  Well, that probably gets into more cost allocation issue so I will defer those questions.

You noted in your evidence in terms of establishing your tool kit or how you're going to do load-balancing you use a program send out.

MS. GIRIDHAR:  That's right.

MR. QUINN:  What I saw was 13 percent of your program is seasonal peaking service and sometimes interruptions, which are part of getting by a few days, not necessarily getting by a season.

MS. GIRIDHAR:  Right.

MR. QUINN:  When send-out is used -- maybe you can tell me upfront.  Bruce, do you do send out?  Like are you familiar with how it's...

MS. GIRIDHAR:  My group does send-out, but I cannot say I am intimately familiar with how send-out is run.  Why don't you ask me a question and I will tell you if I know the answer.

MR. QUINN:  What I am trying to do is trying to understand how is send-out -- what criteria is put into send-out to be able to come up with your optimized program? So what are you trying to minimize or maximize when you establish approximately 13 percent seasonal supply?

MS. GIRIDHAR:  My understanding is that the send-out model will take the demand profile.  It will take, you know, contracted for a committed to supply and transportation that we have.  It will look at what the gap is between demand and supply, based on a daily profile.

It would look at an input of prices that we put in, in terms of, you know, procuring additional storage or peaking or spot gas or whatever it is.  Then it will do least cost optimization.



MR. QUINN:  Does it solve the amount of storage that should be applied?

MS. GIRIDHAR:  It will solve all of the tools that needs to be applied, whether it’s -- the combination of storage, supplies and peaking.

MR. QUINN:  Okay.  That's enough of the high-level right now.  Thank you for that answer.

The one point that was made in the presentation, I didn't think I understood from your evidence.  Was additional penalties in place for packing, for additional packing, let's call it unforecasted packing to stay with the vernacular.  I am not sure I saw that in the evidence.

I am not familiar, what penalties are in place if somebody were to try to buy extra summer gas to put themselves in a better place for winter?

MS. GIRIDHAR:  It would be a makeup -- they could only do that additional packing by requesting a makeup that we authorize, and I am presuming would we would not authorize that makeup unless their BGA balance warranted that makeup.

MR. MANWARING:  Unless it is a large volume customer that you are talking about, in which case, if they -- they have contracted volumes that they're allowed to consume on any given day, and if they exceed those volumes, then we would penalize them for going over it, by way of resetting their contract demand and adjusting the demand charges that they're using to a representative level that would have had them using that volume through the entire year.

MR. QUINN:  And that’s in the position of over-consumption.  So if they over-consume, you ratchet up the contract demand and they pay for that demand throughout the year.

Maybe I misunderstood but I thought I heard there were penalties in place for packing.

Your response, Malini, is Enbridge would authorize the delivery so once they're authorized they're firm.

MS. GIRIDHAR:  Yes.

MR. QUINN:  So they would only authorize if their customer was deemed to be short.

MS. GIRIDHAR:  Right.

MR. QUINN:  You're not in a position because you don't have that two-point balancing, you're not in a position to penalize a customer who persuaded you to allow them to bring in extra gas; is that accurate?

MS. GIRIDHAR:  The penalization, I guess, occurs through the BGA disposition.  So if as a result of all of the packing at the end of the year they're more than 20 percent off, then there is a deemed sale of that gas to the company and then the company's purchase price, you know, I am trying to recollect, I think it is 80 percent the replacement value of the gas or whatever.  So there is the deemed penalty.

MR. QUINN:  So the penalty is at the end of the contract if they can't manage back to 20.

MS. GIRIDHAR:  At the end of the contract, that's right.

MR. MILLAR:  Dwain, I don't mean to interrupt but thinking about an afternoon break, do you have a lot more for this panel?

MR. QUINN:  No.  Thank you.  I appreciate to defer some questions until tomorrow.

MR. MILLAR:  I want to do a time check here.  Jim, do you have anything?  Valerie, did you just have one question?

MS. YOUNG:  I have one question.


MR. KILLEEN:  I have one question.

MR. MILLAR:  I am inclined to press on if it is only going to be another five or six questions despite the fact that it is about 1000 degrees in here.  Teresa, are you okay for five to eight more minutes?  Okay, let's keep going.

MR. GRUENBAUER:  Thank you.  Just a couple of quick questions for you, Chris.  If you could pull up your evidence, page 42 I think it is.  The second bullet at line 13 and 14.  On a plain reading, I don't think it actually conveys what the intent is.

The solution -- this was the principles in back of the original filing for the two -- the checkpoint balancing, that the solution should not prevent or cause undue switching between service options.

I am interpreting that as an indifference principle.

MR. SHORTS:  We don't want to create an artificial incentive for people to go from one service to another because of the way you have structured it.

MR. GRUENBAUER:  Like preventing undue switching, to me, doesn't seem right.  I think you meant prevent due switching and not cause undue switching.  But --

MR. SHORTS:  We just took that, that was directly lifted out of that.

MR. GRUENBAUER:  I didn't have it available to me last night to just check it, but the principle is one of indifference, what you do with the checkpoint balancing shouldn't motivate people to switch from one form of service to the other.  It should be other parameters, relevant parameters.

MR. SHORTS:  That's correct.

MR. GRUENBAUER:  That's what I thought.  Just over on the next page, 43, where you talk about how the principles are still valid today and you quote from the Board's findings.  And then from 16 to 21, you speak about the physical operations underpinning the checkpoint balancing mechanism in Union's south franchise area.

My question is, the checkpoint balancing was implemented before the end-year forbearance decision came out with all of the bells and whistles around the 100 pJ cap and the treatment of cost base storage for in-franchise customers and market-based storage elsewhere.  And at a high level, my question for you is:   What if any impact did the NGEIR decision have on this aspect of equitable load-balancing for DP customers and system gas customers given that storage is in there?

MR. SHORTS:  I don't think it had any impact.  I mean the number basically was the number.

We looked at, you know, what customers needed to balance based upon what their forecasted DCQs were versus what their consumption levels are and I don't think it changes that.

I mean, the south is blessed with having the embedded Dawn storage and liquidity that provides.  And as well they have greater access to those transactional services that allow them to balance.

MR. GRUENBAUER:  Okay.

The only other question I had was further along at, I think it is page 46.  Let me just get there.  Lines 21 to 22.  Yes.
“If costs are incurred on behalf of bundled-T customers after the check points they will be deferred into the spot gas or variance deferral account.”

I just wanted to ask the spot gas variance deferral account, does that include costs other than just buying spot gas?  You note costs of other tools to load balance, things like storage overrun or transactional services, you know, peaking service, curtailments, whatever.

MR. SHORTS:  It could include any of those, yes.

MR. GRUENBAUER:  Okay, that's it.  Thank you.

MR. MILLAR:  Thanks, Jim.  Valerie.

MS. YOUNG:  Thanks.  I just have one question for Enbridge and it has to do with your proposal around MDV re-establishment.

It wasn't clear to me to whom your proposal applied.

Like Union, are you anticipating or do you envision it would also apply to large volume customers who, for example, their plant operations might change significantly during the course of the year as opposed to sort of general service customers aggregated into a pool?


MR. MANWARING:  Yes.  I think it would be for both.  And I think it would be pool-based, if the customer has multiple locations and have all of them within a pool, then it would apply the same way to all of them.

If the threshold was met by one of those locations dropping out, then that would -- and that volume hit the threshold that we established it to be, be it the 4 percent or something other, then that would apply the same way.  You would readjust the MDV.

MS. YOUNG:  Okay, thanks.  Could I just -- in that case, can I just follow up on one other item?

The provisions around -- the details around the MDV re-establishment, things like who initiates it, under what circumstances, those types of questions, I gather those details may not be available right now.  Would those questions be suitable for an IR so that they might be available in a response?

MR. MANWARING:  I suppose they would, but you would have to consider that they haven't been worked through or designed.  Rules haven't been put to this design yet.  So it may be premature to go looking for them.

It has to be designed so that it fits our system.  We haven't gotten there yet.  So by all means answer (sic) the question, and, if the answer is available, you get it.

MS. YOUNG:  Okay, thanks.

MR. MILLAR:  Is that everything, Valerie?  Okay, Mr. Killeen, did you have --

MR. KILLEEN:  Yes, I just have a few quick questions.  I just wanted to start out by thanking Enbridge, Union and NRG for their presentations today.  I think they have been very helpful for everybody in the room.

Chris, in your presentation, in your conclusion slide, you actually had a bullet that mentioned that Union has received no feedback or issues concerning the current methodologies on load-balancing.  And I just wanted to be clear that there is a policy working group that Union has, and, in that forum, there is always discussion about the tools that are used related to load-balancing and, you know, the suspensions and things like that.

So I am not quite sure that your bullet on the slide is 100 percent entirely correct.

MR. SHORTS:  Well, basically it was that we haven't had anybody say, We don't like what you are doing, we don't like two point, we don't like the single checkpoint in the north.  That is what it was in reference to.

I agree with you, Bill, we have those policy groups.  They get together, and that's why -- one of the reasons we created some of the transactional services for the northern customers last year.

MR. KILLEEN:  And related to that, there was a distinction between methodology, and then the tools that are underpinning the methodologies themselves.

Malini, you made a comment today that -- I am paraphrasing here, but you essentially give the tools to customers that allow them to balance, allow them to load balance.

I think, in that context, the tools are the make-up, suspensions and the like, but would you not agree that one of the fundamental requirements for those tools to be helpful is that the customers are provided up-to-date, timely and accurate information?

MS. GIRIDHAR:  I would agree.

MR. KILLEEN:  I'm sorry, you would agree with that?

MS. GIRIDHAR:  I would agree.

MR. KILLEEN:  That is all of my questions.  Thanks.

MR. MILLAR:  Okay.  Is that everybody?

Okay, great.  Thanks very much, everybody.  I guess we are back tomorrow morning at 9:30 to begin with issue C.

Thanks.
--- Whereupon the conference adjourned at 3:19 p.m.
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