® wiongas

A Spectra Energy Company

December 18, 2008

Ontario Energy Board
2300 Yonge Street
Suite 2700

Toronto, Ontario
M4P 1E4

Attention: Ms. Kirsten Walli, Board Secretary
Dear Ms. Walli:
Re:  EB-2008-0220 - Corrections to Evidence and Interrogatory Responses

On December 17, 2008 Union filed responses to interrogatories in EB-2008-0220.
Union’s evidence and two interrogatory responses require correction.

The second table in Exhibit 5.1b) incorrectly identifies the 2008 capital investment as
$92,000. The correct capital investment for 2008 is $592,000. The corrected Exhibit
B5.1 is attached. The IFRS Z factor costs were correctly captured in the pre-filed
evidence.

The 2007 actual throughput data used in the Average Use adjustment calculations was
incorrect in Union’s pre-filed evidence and interrogatory response Exhibit 5.2. The
corrected Exhibit B5.2 is attached.

In addition, Union has attached a corrected Working Papers Schedule 10 Calculation of
2009 Average Use Adjustment. The corrections result in a rate increase of approximately
$500,000 to the General Service rate classes (M1, M2, Rate 01 and Rate 10). For the
average residential customer consuming 2,600 m3 per year, the bill impact of this
correction is approximately $0.23 per year.

Union will file a draft rate order following the Board’s Decision which will incorporate
the corrected AU calculation and the Board’s December 10, 2008 Tax Decision.

Yours truly,
[original signed by]

Chris Ripley
Manager, Regulatory Applications

cc: EB-2007-0606 Intervenors
M. Penny (Torys)

P. O. Box 2001, 50 Keil Drive North, Chatham, ON, N7M 5M1 www.uniongas.com
Union Gas Limited




Exhibit B5.1
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Corrected
UNION GAS LIMITED

Answer to Interrogatory from
The London Propertv Management Association (“"LPMA™)

Ref: Exhibit A, Tab 1, pages 4 — 10

Question:

a)

b)

d)

g

h)

)

Please provide a breakdown of the capital investment figures shown in Table 1 for each
vear 2008 through 2012 showing the amount and nature of the investment including, but
not limited to, the asset categorv and the CCA class to which the investment will be
booked.

Pleuse provide a breakdown of the depreciution expense for each vear shown in Table ]
for each of the asset categories requested in part (a) above. Please also provide the
Board approved depreciation rate used to calculate each component of the overall
depreciation expense, along with all calculations used.

Please provide all the calculations and assumptions used to calculate the interest cost
shown in Tuble 1 for each year shown, including the derivation of the interest rate used.
If applicable, please provide the Board approved rates used. Please also show the
calculation and assumptions used to determine the rate base amount that needs to be
financed for each of the years.

Please provide a detailed breakdown of the O&M costs for each vear shown in Table 1.
Please explain why none of the O&M costs shown in Table 1 are capitalized.

What evidence does Union have that “corporations carrying on business internationally
likely already comply with the new international standards and will not incur conversion
costs.” (page 8)?

Is there any impact on Union related to [FRS reporting reluted to the EB-2008-0034
application that transfers ownership of Union to a limited partnership?

How are the costs being shared between Union and the other groups within Spectra
Energy related to shared resources and information? Are any of these costs included in
Table 1? If so, please provide a breakout of these shared costs that are included in Table
1.

Please provide the assumptions and calculations used to calculate the taxes for each year
in 2008 through 2012 shown in Table 2.

Question: December 1, 2008
Answer:  December 17, 2008
Docket:  EB-2008-0220
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l)

m)

1n)

o)

'z

q)

Exhibit B5.1
Page 2 of 7
Corrected

Pleuse explain why Union is proposing to recover costs in 2011 and 2012 through an
adjustment to the 7 factor when, according to Table 1, the costs for 2011 and 2012 would
not meet the materialitv threshold for a Z fuctor event.

Please provide an update to the first column in Table 1 for 2008, showing the vear-ro-
date costs incurred und the projected vear-end costs. Please explain any variances from
the 2008 figures provided in Tuble 1.

Please provide all the assumptions and calculations used to calculate the reduction in the
revenue requirement related to taxes, including the calculation of CCA deductions for
each vear shown in Table 2.

The evidence at page 9 indicates that Union is proposing to make the Z factor
adjustments provided in Table 2 annually over the IR term starting in 2009. However,
the tuble only shows Z factor adjustiments beginning in 2010. Please reconcile.

Are there any cost reductions or eliminations associated with the systems that are going
to be replaced by the new software (O&M and/or capital investments)? Please explain.

Union indicates that it wants to recover the costs shown for 2009, 2010, 2011 and 2012
in Table 2, but not the amount of $868 shown for 2008. Please explain. Please also
explain why the 2011 and 2012 costs would be recoverable when the pre-tax figures
shown in Table I are below the $1.5 million materiality threshold.

Union indicates at page 7 that the change in accounting standards is beyond
management control. However the criteria for determining whether an event qualifies
for u Z factor is that the cost must be beyond the control of the utility's management.
Please explain how the costs, and the timing of those costs, are beyond the control of
management.

How does Union propose to treat any variance between the actual IFRS conversion
revenute requirement in 2009 through 2012 as compared to the forecasted figures shown
in Table 2?

Response:

a)

The capital expenditures shown at Exhibit A, Table 1 are related to changes and
enhancements to the Company’s accounting system (SAP). These changes are required
to enable the Company to report both OEB regulatory requirements and under IFRS.
These are software costs and are subject to CCA class 11.

Question: December 1, 2008
Answer:  December 17, 2008
Docket:  EB-2008-0220
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b) The following table provides the CCA and depreciation rates for each year of

depreciation.

Year CCA  Depreciation

1 50.0% 12.5%

2 50.0% 25.0%

3 25.0%

4 25.0%

5 12.5%

100% 100.0%

The following table is a schedule of depreciation using the rates noted in the table above:

($000’s)
Year of Investment 2008 2009 2010 Total
Capital Investment > $592 $1,334 $263 $2.189
2008 74 74
g 2009 148 167 315
k2 2010 148 333 33 514
2 2011 148 334 65 547
= 2012 74 333 66 473
< 2013 167 66 233
g 2014 33 33
S 2015
$592 $1,334 $263 $2,189

c) The interest rate used in Exhibit A, Table 1 is consistent with the 4.706% rate used in the
Board Approved weighted average cost of capital calculation.

Question: December 1, 2008
Answer: December 17, 2008
Docket: EB-2008-0220
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(S000’s)
Capital Investment 2008 2009 2000 20112012
Opening balance - 592 1,926 2,189 2.189
Additions 592 1.334 263 - -
Closing balancc 592 1,926 2,189 2.189 2,189
Accumulated
depreciation 74 389 903 1,450 1,924
NBV 518 1,537 1,286 739 265
Rate base (average) 259 1,028 1,412 1,012 502
Interest rate 4.71% 4.71% 4.71% 4.71% 4.71%
Interest expense $12 $ 48 $ 66 $48 $24

d) The following table provides a detailed breakdown of the O&M costs for each year, by
major cost type.

($000’s)

O&M Costs 2008 2009 2010 2011 2012 Total
Consulting $768 $441 $394 $35 - $1,638
Additional staff 48 205 416 51 - 720
Project management 53 163 79 - - 295
Administrative costs 13 40 40 10 - 103
Audit fees - 299 - - - 299

$882 $1,148 $929 $96 - $3,055

¢) The O&M costs shown at Exhibit A, Table 1 are not capitalized because they do not meet
the CICA or OEB guidelines for capitalization. To be capitalized the costs would need to
embody a future benefit that involves a capacity to contribute directly or indirectly to
future net cash flows (CICA 1000.30).

f) IFRS is an international accounting standard recognized in over 100 countries’'.
Corporations in Canada that operate internationally are likely already reporting under
IFRS and would have systems, policies and procedures that are IFRS compliant. If they

'[FRS Conversions: What CFOs Need to Know and Do (page 3). wyww.cicaca

Question: December 1, 2008
Answer: December 17. 2008
Docket:  EB-2008-0220
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are already IFRS compliant. there is no need for those companies to convert.

¢) There is no impact on Union related to [FRS reporting related to the EB-2008-0304
application.

h) The cost of resources and information shared between Union and the other groups within

Spectra Energy are shared equally between Union Gas and Westcoast, the two Spectra

publicly accountable enterprises in Canada. A summary of these costs that are included

on hne 5 of Exhibit A, Table 1 are as follows:

($000’s)

2008 2009 2010 2011 2012

1 Consultant $ 88 1188 - - -
2 Project management $ 106.7 3252 1575 - -
Lines
3 Total Shared Costs 1+2 $ 1155 4440 157.5 - -
Unton's Share (50%) Line 3
4 included in line 5 of x 50%
table | $ 578 $222.0 $78.38 - -
)
($000’s)
2008 2009 2010 2011 2012
1 Revenue Requirement Table 2, line 6 $868 $1,239 $1,440 $919 S$712
2 0O&M Table 2, line 1 882 1,148 929 96 0
3 Depreciation Table 2, line 2 74 315 514 547 473
4 Interest Table 2, line 3 12 48 66 48 24
5 line 2 + line 3 + line 4 968 1,511 1,509 691 497
6 Income before taxes line 1 -line 5 (100) (272) (69) 228 215
7 add depreciation line 3 74 315 514 547 473
8 deduct CCA See Exhibit 5.1a) and by* (296)  (963) (799) (132) 0
9 Taxable Income line 6 + line 7 + line 8 (322)  (920) (353) 644 688
10 tax rate 34% 33% 32%  31% 29%
11 line 9 x line 10 (108) (304) (113) 196 200

Question: December 1, 2008
Answer: December 17, 2008
Docket:  EB-2008-0220
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Amounts by year are calculated based on the following formula:

(previous vear’s capital investment x 50%) + (current vear’s capital investment x 50%)

Please sce response at Exhibit B2.1 ¢).
Update to Column 1 (2008) from Exhibit A, Table 1

Capital Investment 932

Depreciation 74
Interest 12
Total 86
O&M 907
Annual Cost 994

The variances in costs are related to the timing of actual expenditures relative to the
project plan.

Please see response to 1) above.

m) The Z factor adjustments at Exhibit A, Table 2 show the increase (or decrease) in the IFRS

0)

p)

conversion revenue requirement from the previous year. Each year’s adjustment is added to
or deducted trom the previous year’s revenue requirement so that Union is able to recover the
amounts labelled “Total” on line 6 of Exhibit A, Table 2.

There will not be a reduction to O&M or capital costs due to the new software. The new
software is to add functionality to the accounting system required to comply with the new
IFRS requirements; it is not intended to increase cfficiency of work currently being
performed.

Union is not proposing to recover the costs associated with 2008 by adjusting 2009 rates
because the 2008 costs were not known at the time the 2008 rate order was processed.
Please see response to Exhibit B2.1 c).

The requirement by the Canadian Accounting Standards Board (“AcSB”) that all publicly
accountable enterprises adopt IFRS in place of Canadian GAAP for interim and annual
reporting purposes for fiscal years beginning on or after January 1, 2011 is the
precipitating event. The incurrence of the costs and timing of the costs related are a natural
consequence of the requirement imposed by the AcSB and thus, are beyond the control of
the company’s management.

Question: December 1, 2008
Answer: December 17, 2008
Docket:  EB-2008-0220
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q) Variances between the estimated cost of conversion included in rates and the actual cost
of conversion will be managed by the company.

Question: December 1, 2008
Answer:  December 17, 2008
Docket:  EB-2008-0220
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UNION GAS LIMITED

Answer to Interrogatory from
The London Property Management Association (“LPMA™)

Ref: Exhibit A, Tab 1, page 12

Question:

a)

b)

c)

d)

Please provide the 2005 through 2007 data used to calculate the AU adjustments of -
0.3% for rates M1 and M2, -0.7% for rate 01 and +1.8% for rate 10.

Are the reductions calculated by Union and noted above in (a) based on a starting
point of the 2008 average use estimate from the EB-2007-0606 Settlement Agreement
dated January 3, 2008 or from Union's most recent forecast of normalized average
use for 2008? Pleuase provide the 2008 base to which the changes are to be applied
and specify their source.

Please provide the 2004 through 2006 data used to calculate the AU declines applied
in 2008 of 1.7% for Rates M1 and M2, 2.4% for Rate 01 and 1.8% for Rate 10, as
specified in Section 4.1 of the EB-2007-0606 Settlement Agreement dated January 3,
2008.

Please confirm that the AU factor is based on normalized actual figures that reflect
the 55/45 blended weather method updated annually.

Response:

a)

b)

)

d)

Tables 1-5 attached, provide the data used to calculate the AU adjustments for Rate
M1, Rate M2, Rate 01, and Rate 10. Tables 1-4 provide the number of customers and
show the build-up of DSM adjusted annual volumes. Table 5, Column P, shows the
calculation of the AU factor under the heading “3 Yr. M.A.” (3 year Moving
Average). The 2009 annual delivery rate adjustment incorporates AU factors based
on annual percent changes observed for the period 2005 to 2007.

The reductions calculated by Union are based on a starting point of the 2008 Average
Use estimate from the EB-2007-0606 Settlement Agreement dated January 3, 2008.
The 2008 base reflects the final volumes used to set 2008 final rates which appear at
EB-2007-06006, Rate Order, Working Papers, Schedule 4, Column (x).

Please see response to a) above.

Confirmed.

Question: December 1, 2008
Answer: December 17, 2008
Docket:  EB-2008-0220
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EB-2008-0220

Rate Order
Working Papers
Schedule 10
Corrected
UNION GAS LIMITED
Calculation of 2009 Average Use Volume Adjustment
2008 Average Use 2009 Change in
Line Billing Units (1) Volume Adjustment Billing Units Volume (2)
No. Particulars (10°m?) (10°m’*) (10°m?) (%)
(a) (b} (c) ()
Rate M1
1 First 100 m” 925,696 (4,628) 921,067
2 Next 150 m’ 773,377 (3,867) 769,510
3 All Over 250 m* 1,112,795 (5,564) 1,107,231
4 Total 2,811,868 (14,059) 2,797,809 -0.5%
Rate M2
5 First 1 000 m® 76,390 (382) 76,008
6 Next 6 000 m® 371,307 (1,857) 369,450
7 Next 13 000 m® 305,234 (1,526) 303,708
8 All over 20 000 m® 336,223 (1,681) 334,542
9 Total 1,089,154 (5,446) 1,083,708 -0.5%
Rate 01
10 First 100 m°® 202,014 (1,616) 200,398
11 Next 200 m® 282,491 (2,260) 280,231
12 Next 200 m® 135,281 (1,082) 134,199
13 Next 500 m® 128,900 (1,031) 127,869
14 Over 1 000 m* 134,838 (1,079) 133,760
15 Total 883,524 (7,068) 876,456 -0.8%
Rate 10
16 First 1 000 m® 23,172 301 23,474
17 Next 9000 m® 143,455 1,865 145,320
18 Next 20 000 m® 100,995 1,313 102,308
19 Next 70 000 m® 69,358 902 70,260
20 Over 100 000 m® 40,552 527 41,079
21 Total 377,632 4,908 382,440 1.3%
Notes:

(1) EB-2007-0606, Rate Order, Working Papers, Schedule 4, Column (x)

&
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EB-2007-0606, Settlement Agreement, Page 13





