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Monday, July 17, 2006

     --- Upon commencing at 9:00 a.m.

     MR. KAISER:  Please be seated.  Good morning, Mr. Ryder.  

Any preliminary matters?

     MS. SEBALJ:  Yes, as I understand it, Mr. Thompson has one.

     PRELIMINARY MATTERS:

     MR. THOMPSON:  Yes, Mr. Chairman.  I have a couple of preliminary matters I'd like to speak to.

     The first is, dealing just with a transcript correction.  I noticed in volumes 9 and 10 of the transcript Mr. Stauft is characterized as IGUA/AMPCO - Panel 1.  I think, in fairness, that designation should be changed to perhaps Consumers/End-users - Panel 1, because he does represent all of the end-users, as you're aware.

     MR. KAISER:  Thank you.

     MR. THOMPSON:  The second point, which may take a few moments, pertains to the proposed in-camera appearance of a BP witness on Wednesday evening of this week.

     Concerns with respect to this proposed process were raised and discussed on Friday.  As you're aware, the transcript reference is volume 11, pages 130 to 138.  And I've discussed these concerns with my client and my instructions are to object formally to the in-camera process.

     And I have discussed this with Mr. Leslie and Mr. Ryder and Ms. Sebalj, and they're content that I register the objection on the record now, if that is acceptable to the Board.

     MR. KAISER:  Yes, thank you.  

Did you want to make submissions? 

     MR. THOMPSON:  Yes, I would like to make submissions on the point, if I might.

     MR. KAISER:  Please go ahead.


SUBMISSIONS BY MR. THOMPSON:

     MR. THOMPSON:  Thank you.

     As you're aware, one of the concerns that was raised on Friday was with respect to the rationale for the in-camera process.  Another was with respect to the nature of the subject matter to be canvassed during the examination of the BP witness.  And one of concern to my client was the ability of those other than counsel for the parties to be involved in the information exchange process.

     You gave a preliminary indication of your views, Mr. Chairman, with respect to these matters, and indicated at transcript volume 11, lines 13 and 14, that you would be thinking about the matter over the weekend.

     Like you, as counsel for IGUA and AMPCO, I've also reflected on the matter and have discussed it with Mr. Fournier as well as with Mr. Stauft, and my instructions are to object to what I submit is a premature extension of in-camera protection to any evidence to be provided by a BP witness with respect to matters in issue in these proceedings.  My submission to you, Mr. Chairman, is that if a BP witness attends to testify at the Board's invitation, that witness should not be treated any differently than the witnesses from other parties to the proceedings.  There are, in my submission, fairness factors to be considered with respect to the solicitation of evidence in the midst of the proceeding from a particular party which has, to that point, chosen not to lead any evidence.

     In addition, there are legal requirements, in my submission, that need to be satisfied before this particular tribunal can direct that testimony be heard in-camera.

     One of the fairness factors, and there may be others, include, in my submission, the Procedural Order requirements that everyone submitting evidence with respect to storage regulation was to file written evidence by May 1st of this year and be subject to examination thereon in a Technical Conference thereafter.

     If the BP witness appears and testifies, as the Board proposes, then no one will have had this opportunity to deal with advance notice of the information to be provided and to question it in a discovery process.  And I submit that that is unfair.

     The balance of my objection to the proposed in-camera process will focus on what I submit are the legal conditions precedent, which ought to be satisfied before this Board can hear any evidence in-camera.

     The starting point of these submissions is Rule 37.01 of the Board's Rules.  Rule 37 deals with hearings in the absence of the public.  Rule 37.01 reads:

"Subject to the Statutory Powers Procedure Act and the statute under which the proceeding arises, the Board may hold an oral or electronic hearing, or part of the hearing, in the absence of the public with such personals in attendance as the Board may permit and on such conditions as the Board may impose."

Section 9 of the Statutory Powers Procedure Act, as I'm sure you're aware, Mr. Chairman, reads as follows:

"An oral hearing shall be open to the public except where the tribunal is of the opinion that --" and then there are two subcategories of exception, "-- matters involving public security may be disclosed."

Just stopping there, in my submission, that exception does not apply.  And then the second, (b), reads:

"Intimate financial, or personal matters, or other matters may be disclosed at the hearing of such a nature having regard to the circumstances that the desirability of avoiding disclosure thereof in the interests of any person affected or in the public interest outweighs the desirability of adhering to the principle that hearings be open to the public, in which case the tribunal may hold the hearing in the absence of the public."

     In the context of these statutory requirements, Mr. Chairman, my submission is that before the Board can decide to hear any particular matter in-camera, you need an objective demonstration from, in my submission, the party seeking the in-camera protection that answers to matters about which questions have been asked fall within the scope of matters deserving of in-camera protection.  And my submission to you is that no objective determination of that issue can reasonably be made before particular questions giving rise to answers of that nature have been asked.

     And the difficulty that we have in this case, as you're aware was discussed on Friday, is that we don't know the nature of the questions, the particular questions the Board wishes to pose to BP.  We do have, and you described on the record, the general sort of flavour of the kinds of questions that you would like to have BP address.  And looking at those questions and the general nature of them, it's my client's submission that the answers to those questions would not be deserving of any in-camera protection.

     My client understands and accepts that the Board wishes to obtain evidence from a marketer, or from marketers, with respect to the operation of the secondary market in unbundled storage services at Dawn, and my client understands and accepts that one of the questions to be determined in this proceeding is the extent to which such a market exists and whether whatever does exist operates as a good substitute, as that term is defined in the market power theory, for Union's primary exfranchise market in unbundled storage services at Dawn.

     However, many witnesses have been examined on these points on the public record, and my submission is that anything BP proposes to offer on this subject should also be presented on the public record.  And at this point, it's my submission there is no justification for treating BP any differently than the other witnesses have been treated.

     BP can describe, in my submission, the criteria that it says marketers apply to determine the price that marketers generally offer in the secondary market, and that's a matter that should not be heard in secret.  I concede those criteria are relevant to a determination of a matter pertaining to market power.

     I also recognize that actual prices BP currently charges for services it may offer into the secondary market, unbundled storage services at Dawn, would likely be deserving of treatment as a confidential matter, but the ambit of the examination that's proposed appears to be far broader than those particular narrow questions.

     So, unless BP demonstrates that it's deserving of in-camera protection, my submission is, it ought not to be granted to them, and certainly not in advance of their appearance.

     The significance of all of this, Mr. Chairman, and a ruling to this effect, is that the examination of BP will be on the public record, subject to rulings during the course of the examination.  And as a result, Mr. Stauft and Mr. Fournier will be able to attend and hear the evidence of the BP witness and provide us with - when I say "us," provide counsel - with whatever assistance we may need on the facts to which a BP witness may testify.

     And if at some point in-camera protection is sought for any particular questions, and the answers to any particular questions, I can, as counsel, ask you to allow you Mr. Stauft and/or Mr. Fournier to be present to hear whatever is said in-camera, again, to help us understand what is being said and whether we need any further information to deal with it on cross-examination.

     So, in summary, on behalf of my clients, IGUA and AMPCO, I'm formally objecting to the in-camera process that has been tentatively scheduled for Wednesday evening.  There should be, in my submission, no premature determination that evidence from a BP witness will be heard in-camera.  I submit that BP should be advised that the proceedings will take place on the public record, except to the extent that it demonstrates that the answer to any particular questions asked falls within the parameters of the phrase used in Section 9 of the Statutory Powers Procedure Act that I described a moment ago.

     If these circumstances prompt BP to decline the invitation to testify and you still wish their evidence or evidence from marketers before you decide matters at issue in this case, then the recommendation of my client is that you issue a summonses and that you issue it not only against one marketer but perhaps more than one marketer.

     My client very much doubts that evidence from one marketer only can provide an adequate factual foundation for determinations with respect to the operation of the secondary market in unbundled storage services at Dawn.

     If, despite this objection, you continue with the plan to have what I'd characterize as a blanket in-camera feature of the process scheduled for Wednesday, then I am seeking direction that Mr. Stauft and Mr. Fournier can attend to hear the evidence of the BP witnesses in order to assist counsel in dealing with it in cross-examination, if necessary.

     Unless there are any questions, those are my submissions with respect to this objection.

     MR. KAISER:  Thank you, Mr. Thompson.  

Mr. Warren, do you have anything on this?

SUBMISSIONS BY MR. WARREN:

     MR. WARREN:  Very briefly, Mr. Chairman.  

On behalf of my clients I wanted to indicate that I support Mr. Thompson's submission.  As I indicated in my submissions to the Board on Friday, I have a small broader-based concern than Mr. Thompson has with respect to this process.  

And I, first of all, acknowledge that the Board has every right to ask for a BP witness, indeed, any witness it wants to hear from in this matter.  There is, however, an issue of fairness with respect to the ability of counsel to be prepared to cross-examine, let alone the ability to, which apparently won't exist, call reply evidence.

     And in addition to the relief that Mr. Thompson has asked for, I would ask that -- I presume that the Board knows now, Members of the Panel know now, the questions that they want to ask.  In order to try and mitigate any concerns about fairness, I'm wondering if it would be possible for the Board to provide questions in advance to BP so that BP could, to the extent it could before Wednesday, provide the equivalent of a will-say statement on the questions that the Board has asked so that we know, in advance, the general nature of the evidence they're going to give.  If there are particular concerns with respect to answers to the questions being of a confidential nature, then BP Canada can, in advance, indicate that it intends to object giving that evidence on the public record.

     I ask this relief, Mr. Chairman, in order, as I say, to try and provide some balance, in order to ensure that, to the extent possible, this evidence, as I said on Friday, doesn't skewer the analysis of the issues in the case.

     Those are my submissions.

     MR. KAISER:  Thank you.  

Mr. Leslie?

     MR. LESLIE:  We have no objection to the in-camera proceeding, sir.  One question in my mind is whether or not BP's counsel is aware of the discussion that's taking place this morning, or that this discussion was going to take place.

     MR. KAISER:  Can you help us with that, Ms. Sebalj?

     MS. SEBALJ:  No, I was only made aware of it a few moments ago, so I wasn't able to give Mr. Brett any heads-up on this.

     MR. KAISER:  Right.  Thank you.  

Mr. Smith.

SUBMISSIONS BY MR. SMITH:

     MR. SMITH:  Mr. Chairman, I didn't come here this morning anticipating that there would be a procedural exchange on this.  But having listened to my friend, I'd simply observe that, in our respectful submission, the record is very complete in terms of the operation of the secondary market from people that actually participated in it, including the utilities, from people who have consulted directly with those active in that market.  I'm speaking of Mr. Reed, Mr. Smead, the people from EEA, and others.

     So, should the Board decline, in light of these procedural issues, to still require BP to appear, I think that nonetheless there is a very well-developed record on this issue.

     We certainly have no objection whatever to the Board seeking the information it needs to make its decisions, but just to reflect on what has transpired to date, there's a pretty good understanding of how that secondary market works.

     MR. KAISER:  Thank you.  

Mr. Stevens?

SUBMISSIONS BY MR. STEVENS:

     MR. STEVENS:  Thank you, sir.  

Like Mr. Smith, we didn't come here with the anticipation of addressing this issue today.  But Enbridge Gas Distribution certainly understands the reasons why the Board may feel it would be useful to have BP attend here and provide some further evidence.

     Having heard the cross-examinations of different parties like Gaz Métro, Enbridge Gas Distribution also understands why BP would have misgivings about doing this in public.  And we're in the Board's hands on this, but, like Mr. Leslie, we would be prepared to certainly not object to the proceeding happening in-camera.

     MR. KAISER:  Thank you.  

Ms. Campbell, do you have anything on this?


SUBMISSION BY MS. CAMPBELL:
     MS. CAMPBELL:  Just briefly, sir.  Like the others, I didn't come prepared to argue this.

     Just taking it from the point of view of public interest and the general principle that there should always be a public hearing, if at all possible.  I would simply take the position that any in-camera proceedings, the in-camera part of the proceeding should be as restrictive as possible to protect the principle of public hearings in general.  

In other words, that portions of the hearing could be closed, it could be something that the Panel wishes to consider, as opposed to closing the entire hearing.  

Those are my submissions, thank you.

     MR. KAISER:  Thank you.  

Mr. Ryder, anything?

     MR. RYDER:  No.

     MR. KAISER:  Ms. Sebalj?


SUBMISSIONS BY MS. SEBALJ:
     MS. SEBALJ:  Just a few things in response to Mr. Thompson.

     The first being, again, to reiterate that Mr. Brett is not here, nor do we have any other representatives of marketers this morning.  And I think that is an important consideration; that we should attempt to get their views on the record at some point today, if that's at all possible.

     Secondly, Mr. Thompson pointed you to the rule, Rule 37.01, as it stands now, which is fairly broad in scope in terms of the Panel's options and the considerations that it takes in deciding whether or not to have a hearing in the absence of the public.

     Thirdly, from an evidentiary perspective, I understand Mr. Thompson's concern, and it's certainly not ideal that the marketers' evidence was not discoverable throughout the proceedings.  But I think the practicalities in this proceeding dictate that -- I think we've discovered throughout the proceeding, through many parties, not just the marketers, that there is some fairly sensitive and confidential information that many parties, not just marketers, are unwilling to provide publicly.

     And so the Board's perspective, I think, from all of the statutes and the rules, as well as the Confidential Filing Guidelines, the perspective, of course, is to try and strike a balance between maintaining confidentiality over those records that are deemed to be confidential while, of course, as Ms. Campbell said, making as much of this process public as possible.  But I would stress that we do have a mechanism in place to do that, and that is the ability to have an open proceeding that goes in-camera when we hit confidential information, or to have an in-camera proceeding with two transcripts; one that is redacted and publicly available, and the redactions would be limited, of course, to the very confidential matters that the Panel determines are confidential.

     In terms of Mr. Thompson's concern about having his client present to be able to appropriately cross-examine, I think that that's just a fact when we have in-camera proceedings, that counsel is present.  And I think that his assertion that this is some sort of proposal of a secret proceeding, counsel is present and counsel does have the ability to cross-examine, and I think can appropriately anticipate in this case the types of questions that the Panel will be interested in hearing the answers to.

     In terms of providing a summons to all marketers, I think that would be a fairly extreme use of the Board's powers, but of course it is always within the Panel's discretion to do that.  And in terms of the assertion that one marketer is not enough, of course, that will always go to weight, in terms of the Panel, as to what information you've heard throughout the proceeding and what information you hear potentially from one marketer and what weight you would put on that evidence.  

Those are my submissions.

     MR. KAISER:  Thank you.  We'll take 15 minutes on the point and see if we can give you some further direction on this.  

Thank you.

     --- Recess taken at 9:22 a.m.

     --- On resuming at 9:32 a.m.

     MR. KAISER:  Please be seated.

     DECISION:

     MR. KAISER:  The Board has heard submissions this morning from a number of parties, led by Mr. Thompson, regarding the proposed hearing currently scheduled for Wednesday evening, which will be an examination of BP.  The Board, as you are aware, asked BP to appear and answer certain questions, notwithstanding the fact that they had not proposed and do not propose to call evidence.  And the question arises, as Mr. Thompson styles it, as to the appropriateness of a blanket ruling to declare all of these proceedings in-camera. 

     In that regard the Board agrees that there are merits to Mr. Thompson's submission, having regard to section 37 of the Board's Rules and Statutory Powers Procedures Act.  Accordingly, with respect to that aspect of the matter, we propose to have the hearing in public, and, where certain questions are raised that raise confidential issues in the opinion of BP, they can make that declaration, and we can deal with that on a case-by-case, factual basis.

      That may lead, depending on the result, to a separate hearing or a second phase of that hearing dealing with the confidential aspects.  At that time, we can deal with the question of who should be in the room and who should not be in the room, based upon the specific evidence at issue.  It may be that BP's position varies depending on what the question is.  They may, for instance, and we are speculating, have an objection to their competitors being in the room but perhaps not an objection to Mr. Thompson's clients being in the room.  We don't know.  We can deal with that on a case-by-case basis.

     Let me deal with the second aspect of the concern.  The Board recognizes that this is always a question of balancing fairness.  When we address these issues we're always concerned with trying to make sure that we're fair to all parties.  And one aspect of the unfairness that's raised here by Mr. Thompson and others has to do with this question that there's been no disclosure.  There has been no discovery or disclosure similar to that applied in this case to other evidence.  Of course, this is not evidence, and so it is unique in that regard.  

     We are not prepared to accede to Mr. Warren's request for some form of will-say statement.  But, where the situation does arise, and where counsel find they are not prepared to proceed with cross-examination because of the short notice, then we will consider an adjournment to allow counsel to prepare and obtain instructions and other information in order to cross-examine in an effective manner.  This issue can also be dealt with on a case-by-case basis.  We accept the point that hearing evidence for the first time out of the mouths of the witnesses without any prior disclosure may create an unfairness, and, if that does arise, we will hear those submissions and we will deal with it, and we have a remedy for that.

     So, unless there are any further questions, that is the basis on which we are prepared to proceed at this point.  

     Is that acceptable, Mr. Thompson?

     MR. THOMPSON:  Yes, I understand your ruling, sir.  

Thank you very much.

     MR. KAISER:  Thank you.  Does that meet your concerns, or is it at least step 1 to meeting your concerns?

     MR. THOMPSON:  Yeah, well, I'd like to get instructions from my client on it, but my immediate reaction is that it is responsive to my concerns.

     MR. KAISER:  Thank you, sir.  

Mr. Ryder.

PROCEDURAL MATTERS:
     MR. SMITH:  Mr. Chairman, I had just one very brief procedural matter arising from the Board's announced schedule for argument.

     As the Board would recall, Market Hub Partners had indicated that it would, and did, request an expedited decision on what it stylized as "core points" that were outlined in its evidence, and that that expedited decision had respectfully been requested for sometime in the August time frame in order to deal with long-lead items.

     Sir, the company is reconsidering its critical path in light of the passage of time.  However, that concern with the need for an expedited decision, in roughly that timeframe, still exists.  We certainly appreciate that we've all been overtaken by events timewise, and what we would ask of the Board at this point, and of interested parties, is if in the order of argument and reply already announced, if the Board would make clear that parties should address the Market Hub Partners request for an expedited decision on the core points when they present their argument on August 11th.

     Certainly, Market Hub will make its case -- sorry, I've got this out of sequence.

     Market Hub Partners would propose in its argument to make its case for the expedited decision on the core points when it files its argument on August 11th.  When the intervenors, those opposite, were to provide their argument, which is, I think, some 10 days to two weeks later, if those intervenors could be directed to at least address those points to identify what their position is on it.  

The Board may be in a position to decide whether or not to grant the expedited relief requested without hearing the reply argument from Market Hub Partners, Consumers -- or, sorry, Enbridge Consumers Gas, and from Union, all of whom are supportive of Market Hub Partners, as the record would disclose.

     So we are, at this point, simply asking the Board to keep an open mind towards a potential expedited decision on the limited subset of issues, stylized the core points, and secondly, to ask that intervenors be requested to at least address item as part of their argument when they file their argument.  

That's all.  Thank you, sir.

     MR. KAISER:  Thank you, Mr. Smith.  

     Mr. Thompson, do you have any response to this?

     MR. THOMPSON:  Not at the moment, Mr. Chairman.  I think I'd have to reflect on it.  Thank you.

     MR. KAISER:  All right.  Why don't we come back to this issue.  If any of the intervenors have -- I take it Union and Enbridge are not opposing it, but if any of the intervenors have a concern with Mr. Smith's proposal, you'll let us know after lunch. 

     MR. THOMPSON:  Mr. Chairman, I have to return to Ottawa for a client meeting, so my ability to let you know after lunch -- I may have to communicate that to Ms. Sebalj, or someone else, if that's satisfactory.

     MR. KAISER:  Yes, of course.

     MR. THOMPSON:  Thank you.

     MR. KAISER:  Ms. Sebalj, are we ready to proceed with Mr. Ryder?

     MS. SEBALJ:  Yes, I believe so, or Mr. Leslie, if you have any direct or --

     MR. LESLIE:  Yes, I do.

     Mr. Chair, there's one piece of information that was filed this morning.  We've given copies to Ms. Sebalj.  It's entitled:  "Supplementary response to Union Gas Limited Undertaking No. 43a and 43b.  This was an undertaking that was given to the City of Kitchener during the Technical Conference, I believe.

     I don't know whether that needs an exhibit number or not.

     MS. SEBALJ:  I thought we might mark it just to keep things straight with respect to this undertaking.  It will be J12.1.

     EXHIBIT NO. J12.1:  SUPPLEMENTARY RESPONSE TO UNION 

GAS LIMITED UNDERTAKING NO. 43A AND 43B

     MS. SEBALJ:  I did put copies on the side table, for those of you who are interested.

     MR. LESLIE:  Mr. Chairman, the panel this morning from Union Gas is, from the far left, Mr. Drew Quigley, who is Union's manager of integrated gas supply planning.  Beside Mr. Quigley, and in the middle, is Mr. Steve Poredos, who has appeared previously.  Mr. Poredos is director capacity management.  And finally, beside Mr. Poredos, is Michael Broeders.  And Mr. Broeders is manager product and services costing, which is a part of the rate group.  

I wonder if those witnesses could be sworn, sir.  Mr. Poredos has already been sworn.

    MR. KAISER:  Yes, he has.

    UNION GAS LIMITED – PANEL 1:

     Drew Quigley; Sworn.

     Steve Poredos; Previously sworn.

     Mike Broeders; Sworn.


EXAMINATION BY MR. LESLIE:

     MR. LESLIE:  Mr. Chair, this part of the hearing deals with a discrete issue, which is storage allocation as it relates to the City of Kitchener.

     There was no pre-filed evidence as such from Union Gas on this issue.  The evidence is really in response to questions that were asked during the Technical Conference, and also evidence that was transported into this hearing from the rate case where there was other evidence filed.

     I'll give you the references for that evidence so that you can look at it.  The material from the rate case is in and the exhibit list as “Union additional evidence”.  It's Exhibit B, tab 2.  And that is a series of undertaking responses that, as I say, were in the rate case and then brought into these proceedings as a result of the Board's directives.

     And then, in addition, there were undertakings given and answered as a result of the Technical Conference on May 19th of this year.  And that material is found in the exhibit list as appendix 3, page 6 of 12.  It's “Union Gas' Undertaking responses No. 41 to 45”, and in particular, No. 44, which is a five-page summary of Union's position on the issues.

     With your permission, sir, I do intend to take the witnesses through this issue as Union sees it, in I hope brief examination in-chief.  I'll direct my first question to Mr. Poredos.  

Mr. Poredos, could you explain to the Board the storage allocation methodology that Union uses for infranchise customers, including the City of Kitchener.

     MR. POREDOS:  Yes.  Union uses the aggregate excess storage allocation to allocate physical storage to all infranchise customers who get storage at cost-based rates.  The allocation provides customers with the base load-balancing needs they require during the winter period, and it's been used since about 2002.  And the use there was approved by the Board in the unbundling hearing, which I believe was RP 1999-0017.  

The calculation is the difference between the customer's total winter demand, from November through March, and the average daily demand over that same period.  And that period extends over 151 days.  This is an industry standard, in fact, for the winter period.

     The calculation is based solely on the total demand forecast based on the customer's forecast.  And with the customers who have weather-sensitive load, it is based on a normal weather condition, which would be the weather forecast that is approved by the Board.

     The calculation is used solely to determine the space requirement for winter demand.  It is not to determine deliverability, which is a separate service.  Now, deliverability is just the maximum amount of gas that a customer can take out of storage on any one day.

     MR. LESLIE:  All right, Mr. Poredos, you said that the methodology you described has been used, I believe you said, since 2002.  And you referenced the Board decision RP-1999-0017.  Should that date be 2000, sir?

     MR. POREDOS:  I believe I said 2000, but if I misspoke myself, I apologize.

     MR. LESLIE:  I may have misheard.

     A follow-up question:  What is, from Union's standpoint, at least, what is the purpose of using the aggregate excess methodology to allocate storage?

     MR. POREDOS:  From Union's standpoint, we allocate the space in this fashion to all infranchise customers who receive at cost-based rates storage because it ensures a common, consistent, and what we believe is equitable access to storage assets for all infranchise customers.

     From a storage standpoint, it actually relates directly to their forecasted winter demand and it provides the seasonal load balancing that they require.

     The methodology does not discriminate against any one customer, because the forecast that's used is based on the customer's forecast, or at least it is included in the negotiations from a industrial standpoint, as to what they require over a certain period.  

It allows customers to contract for suppliers on their pipelines at a hundred percent capacity, which provides cost efficiency.

     The assumption also is that the storage is fully utilized, or fully cycled, over a 365-day period, which provides utilization efficiency. 

     MR. LESLIE:  All right.  

Now, another feature of your planning which has been referenced in the evidence, led by Kitchener and the responses from Union Gas, relates to something called the March 1 control point.  Can you explain to the Board what that is.

     MR. POREDOS:  Yes.  In fact, Union plans on two control points, and let me explain that.

     The first one is the March 1 control point, which is considered the latest date that Union can have a design day, which is a 44-degree day; virtually maximum load on the system.  The latest date in the wintertime that that could occur.  And Union plans to have enough inventory to meet all of Union's infranchise demands and exfranchise contract obligations in storage at that time.  This is a deliverability issue.  Basically, what I talked about is the maximum draw on any one day.  

Then, for March 31st control point, it ensures that you have enough inventory, planned inventory, in the ground for late-season withdrawals and for system operator variances.  And as you get later in the year, because your inventory levels are so low, any small change in your system operator variance can cause quite a significant impact on the system.  Union, as the operator, must react to those quickly.

     MR. LESLIE:  All right.  And how do you internally plan for storage space as it relates to the control point you have mentioned, and in particular the March 1 control point?

     MR. POREDOS:  As I said, we allocate to infranchise customers the storage on the basis of aggregate excess.  That, then, determines our November 1st inventory that Union as a utility for those customers that we serve would have to fill to.  And, based on that -- or, sorry, that November 1 inventory, then, is based on the corporate demand forecast.  It's based on normal weather, for heat-sensitive customers, and the Board-approved weather methodology.

     The gas supply plan, then, assumes that all infranchise storage that is allocated is full on November 1.  And Union then calculates it's a March 1 inventory that it will have, compared to the requirement that it needs, by using the November 1 inventory, full inventory, adding the planned supplies that it has from customers and itself, for the utility, and then subtracting the planned demands over that winter period.  That would then provide the March 1 planned inventory that would be required, the design day, so to speak.  

And we also as assume that all T-service customers, and other contract customers during that period, who have elected to provide their own deliverability, which is a certain service option that customers can choose, would have the required amount of inventory to provide their maximum deliverability at that period.  And I think that's the 20 percent inventory ratchet that has been -- I think it's been spoken about.  I'm sure it's in the evidence that Kitchener's put forward.

     This allows their contract -- allows them to take their maximum required amount out of storage on that day, whatever day they have as their peak requirement.

     If required, Union would go out and buy additional inventory or additional deliveries over the winter period to meet that March 1 design day.

     March 1, however, is not used to allocate storage in total.  Storage is strictly a capacity issue, whereas March 1 is more of a deliverability issue.

     MR. LESLIE:  All right.  

And during the course of the year, in practice, how does Union manage to ensure that it can meet the requirements of those two control dates, March 1 and March 31?

     MR. POREDOS:  As I mentioned, our plan, our inventory, is based on heat-sensitive loads and any commercial contracts or demands that are still in a bundled service.  If those demands or the customers use gas faster, or there's incremental demand, Union would go out and buy incremental supply during the wintertime.  

Normally, that is spot.  And that then is disposed of, those costs are disposed of, to customers on an annual basis through a Board hearing.

     This also includes the DP customers who have gone through the load-balancing hearings.  They also have to bring in gas, if there's incremental demand, by the end of February to protect that March 1st design day. 

     All T-service customers, then, would manage their inventory according to the contractual parameters that those T-customers have negotiated with Union.

     MR. LESLIE:  All right.  

Now, dealing specifically with Kitchener's proposals.  Kitchener, in their evidence, point out that they are a local distribution company, like Union Gas, and compare themselves to Enbridge as well.  Can you compare and contrast the position of Kitchener with respect to its relationship with Union to the services that Union provides to those other utilities?

     MR. POREDOS:  Kitchener is served under a T3 contract, carriage contract, which Kitchener has chosen the parameters around.  They've chosen to provide their own deliverability inventory.  That's not necessarily a requirement.  There are other options.

     And what that contract allows them is -- or provides them is the provision of delivery of gas to the city gate, within their area.

     It's a no-notice service.  So from that aspect, as long as Kitchener is delivering their average daily quantity, their supply off the pipeline, and they have sufficient inventory at the 20 percent above, the customers within the Kitchener franchise can burn as much gas as they require without Kitchener having to do anything, because Union provides the daily load-balancing out of their T-service inventory.

     So, at the day that one of their industrial plants may be burning a little more, Kitchener does not react to that, Union does, in terms of providing more gas out of storage during that period.

     In terms of contrast to other utilities - and let me suggest that's Enbridge, also the Kingston PUC utilities - those utilities are actually served under fully unbundled contracts, exfranchise contracts.  And in fact, I think we've spoken about those.  Those would be under the C1 rate schedule, and are actually served at market-priced storage services.

     Those customers must, in fact, manage their own daily variances due to temperature, due to commercial activity, and they would nominate, as you've heard previously in this hearing, on the four NAESB windows.  And they would have to balance in that nature on a daily basis.

     So, really, they manage their inventory, manage their load, their transportation on a daily basis.

     MR. LESLIE:  And do those utilities contract independently for the storage they require and the transportation they require under the C1 rate?

     MR. POREDOS:  Yes, it's a fully unbundled contract, so they can buy as much storage as they'd like and they can buy as much transportation as they'd like.  They're not connected in any manner, unless the customer wants to connect them in some fashion.

     MR. LESLIE:  All right.  

Another topic that appears throughout the Kingston (sic) evidence and the Union response to that evidence has to do with system integrity space.  My understanding is that Kitchener takes the position that they should be entitled to some additional storage to reflect system integrity space that Union reserves.  Can you explain to the Board what system integrity space is, what its purpose is?

     MR. POREDOS:  System integrity space is set aside for Union as the system operator.  And when I talk about system operator, I talk about the storage, the transmission and distribution piece of the business that we operate.

     And Union requires that to provide its capacity and balancing necessary to manage all of the service that we provide, so that we can provide integrity for the entire system, and the quality of service that we actually provide all customers, including infranchise and exfranchise customers.

     Just to give you an idea.  As a comparison, if I could compare this to the electric business, it would be very similar to reserve capacity or what you've probably heard of as a spinning reserve, where there's some capacity set aside for those instantaneous draws on the system that the utility must react to instantaneously and has very little opportunity to move into the market to offset, through market purchases or so forth, those draws on the system.

     MR. LESLIE:  What components are included in the reservation of space for system integrity?  

     MR. POREDOS:  Yes.  I believe we actually submitted an undertaking or an IR, I believe it was, in the rate case, in fact, on this.  And the system integrity space in total is about 9.1 Bcf, and that's broken down into three areas.

     The first area we require is for managing weather variances for the daily non-metered customers, and it is equivalent to about 3.3 Bcf of the 9.1.  When I say "daily non-metered customers," these are residential customers or small commercial customers where they take as much gas as they want; there's no way of shutting them off.  In fact, the utility doesn't even know at that instant in time how much they're taking individually.  We can only measure it in aggregate as it goes through stations.

     The amount was actually looked at from a standpoint that on a daily basis, when the -- the day prior when Union has to look at the system and say, well, how much heat-sensitive load are we going to have the next day, we really look at the temperature for the next day's delivery.  That's a forecasted temperature.

     What happens is, in the lot of cases is, the forecasted temperature does not occur.  In fact, there are cases where it's been 5 to 8 degrees colder on an actual basis than what we'd scheduled from a forecast.  On that basis, 3.3 Bcf allows you that additional reaction time during the day to supply that incremental heat load -- or the heat-sensitive load during the actual day that you actually operating.

     Another area was for backstop failures, and we've allocated 1.7 Bcf to that.  That goes to the risk of upstream compression failures, pipeline failures, operating restrictions on other pipelines, where, again, we cannot stop supplying our customer instantaneously when the compressor on Vector or TCPL goes down and restricts supplies into Union's area.

     And again, this is really focused on the daily response, not on the seasonal response or the monthly response.  It's about, It happened to me today, I can't do anything about it, I've got to get more gas out of storage to feed my customers and provide the service I'm obliged to provide.


The last area is the operational integrity area, which we've allocated 4.1 Bcf to.  That area really concerns a lot of the operational variations on a daily basis, or perhaps even on a seasonal or monthly basis.  And those are more about operations between pipelines, the draw on line pack on a daily basis, how it can swing, more or less, because of different loads on the system.

     It's about the unaccounted gas, where the meters are spinning but they may not have the correct calculation or the correct number at our gate station.  So you assume there's been less consumed, but there's been more consumed, therefore, I have to bring more out of storage.  

It's about storage pool operations, where in fact storage pools, because they are not man made, may react differently during different operational circumstances.

     And also, in terms of pipeline imbalances, because we are interconnected with various other pipelines with loads coming in and going out, there are imbalances on a daily basis that we have to manage.  We can't short our customers because there's an imbalance with another pipeline.

     MR. LESLIE:  All right.  

A question for you, Mr. Quigley.  I understand this is your area.  In connection with the gas supply planning process, how is the system integrity space used?

     MR. QUIGLEY:  The system integrity space is not used in the gas supply planning process.  The purpose of the gas supply plan is to meet the infranchise sales service and bundled direct-purchase customer demands.  We hold the system integrity space outside of that planning process.

     In our plan, we would model that 9.1 Bcf of system integrity space that has been talked about.  We would fill 5.6 Bcf of that, plan to have physical gas molecules in that space for the entire year, and we'd hold 3.5 Bcf empty to handle all those reasons that Mr. Poredos has talked about.  

For instance, from a space perspective, if we saw actual injections to be greater than the forecasted injections in the October/November timeframe, there would be space available for that additional gas to go into on the other side.  In the late winter, April timeframe, if we saw actual withdrawals greater than forecasted withdrawals there are molecules there to draw on.

     MR. LESLIE:  Mr. Poredos, in conclusion, with respect to the positions that Kitchener is advancing, and there are really two theories on which they submit they should be allocated more space.  

One, as I understand it, relates to the March 1 control point, and they've made submissions that they should get more space in order to be in a position to have the reserves necessary on March 1 to maintain deliverability so that space is, in effect, backed out of what's required on March 1.

     Can you comment on that proposal and why Union disagrees with it?

     MR. POREDOS:  In Union's view, the 20 percent ratchet on the T3 contract is to ensure full deliverability to the customer at any time.  It's really an inventory management issue, not a space allocation issue.

     We believe that the equitable allocation of physical space is really based on the seasonal load-balancing requirement by the customer and not the deliverability requirement.  It's not about the amount of gas you have and storage at any one time, it's about making sure that you've got enough gas that you can withdraw out of storage when you require it.

     Kitchener's temperature risk is really addressed through their contract demand at the city gate.  And they will contract for the maximum amount of draw that they require through their city gate into their franchise, which then sets their maximum amount of deliverability out of storage.

     As part of the T3 contract, in fact, Kitchener's chosen to provide the deliverability inventory, that 20 percent amount, to get their full withdrawal rate above the -- at 20 percent or above, to get their full withdrawal rate.  They do have other options.  

In the M9 rate that they used to be at, Union manages that.  They don't have to worry about the deliverability inventory.  Under the U9 service, again, -- sorry, even under the T3 service, there is an option to have Union provide that deliverability.  And again, you do not have to worry about the 20 percent ratchet.  Union will do that.  There is a certain cost to that, because now we have to carry that inventory and manage it.

     The other service I mentioned, in fact, was the U9 service where they can -- that is a fully unbundled service where the customer can manage the inventory on a daily basis.  They will then nominate to their gate.  They would then also manage the transportation, as an exfranchise customer would, but those would still be under cost-based rates.  Sorry.  

I was going to go on to the second option that Kitchener put forward in terms of suggesting that they require a portion of the integrity space.

     It's unclear to Union why Kitchener feels that they require the integrity space, nor why they believe they are a system operator when Kitchener receives a no-notice service and Union provides all the daily balancing.  So it's, in fact, Union that holds that risk and brings it out of their storage inventory.

     As I mentioned, as long as Kitchener delivers their daily requirement off the pipe and maintains sufficient inventory, the 20 percent ratchet or above, their customers will be served.  In fact, they can actually overrun their 20 percent.  Their customers would still be served out of inventory, and Kitchener would be charged an overrun charge.  So it's not like we go and put a lock on the meter and not allow the gas to flow through their station.  

System integrity space has never been physically allocated to customers, other than they've been allocated the cost of us holding that space to provide service to Kitchener and other customers.

     Kitchener manages only the seasonal balancing.  As I said, as long as they deliver the gas the customers get fed.  They have to balance the amount of gas they have in storage.  That is not a decision that's made daily, that's a decision that can be made over the whole winter period as to when you buy that spot to replenish your inventory for incremental demand or for deliverability, maximum withdrawal from storage.

     MR. LESLIE:  All right.  

Thank you, Mr. Poredos.  Thank you, panel.  

Those are all my questions, sir.

     MR. KAISER:  Thank you, Mr. Leslie.  

Mr. Ryder.

     CROSS-EXAMINATION BY MR. RYDER:

     MR. RYDER:  I should say at the outset, panel, that we see the issue not as to whether the aggregate excess method is appropriate for Kitchener, but whether it's appropriate at all, in the way you use it.

     But at the beginning I should ask you to turn up two sets of documents.  The first is the materials for cross-examination.  Do you have those?

     MR. BROEDERS:  Is this the package that was sent out?

     MR. RYDER:  Yes.  So can that be marked as an exhibit?

MS. SEBALJ:  Do we have that information?

MR. RYDER:  Yes, I have a bundle here.  I have others in my briefcase.

     MS. SEBALJ:  It can be marked as J12.2.

     EXHIBIT NO. J12.2:  CITY OF KITCHENER MATERIALS


FOR CROSS-EXAMIATION

     MR. RYDER:  Thank you.  

And also, I will be making one or two references to Kitchener's pre-filed evidence.  Do you have that with you?

     MR. POREDOS:  Yes, I do.

     MR. RYDER:  Now, the infranchise customers that are served under the aggregate excess method, I would like to make a list of those.  I take it it includes the sales customers under the M classes; M2, M4, M5, M7, and M9?

     MR. POREDOS:  I believe that's all of them, yes.  They are served under the aggregate excess.

     MR. RYDER:  Yes.  And the carriage customers under T1 and T3?

     MR. POREDOS:  That's correct.

     MR. RYDER:  And are your unbundled customers also served under the aggregate excess?

     MR. POREDOS:  Yes, that's correct.

     MR. RYDER:  Right.  And does that complete the list of service categories that are covered by the aggregate excess method?

     MR. POREDOS:  I don't think there are any other customer classes.  But as I stated before, all infranchise customers are treated under the aggregate excess allocation for physical storage space.

     MR. RYDER:  And as you told us, the aggregate excess method is based on the assumption of normal weather; right?

     MR. POREDOS:  Yes, that's correct.

     MR. RYDER:  Over a period of 151 days?

     MR. POREDOS:  Yes, that's correct.

     MR. RYDER:  And that's between November 1 and November 31?

     MR. POREDOS:  Sorry, it's --

     MR. RYDER:  Sorry, March 31.

     MR. POREDOS:  It's assumed to be between November 1 and March 31, correct.

     MR. RYDER:  And if you add up all the days in the calendar, that comes to 151.

     MR. POREDOS:  That's correct.

     MR. RYDER:  Right.  And is one of the assets used to meet the March 1 control requirement?

     MR. POREDOS:  Sorry, could you repeat the question?

     MR. RYDER:  It is one of the assets.  Storage in place on November 1 is one of the assets Union uses to meet the requirement of the March 1 control point.

     MR. POREDOS:  Storage is one of the assets, and so is incremental supply in the wintertime, buying spot or incremental pipe and so forth.

     MR. RYDER:  Yes.  And your contractual deliveries, planned contractual deliveries, is another asset that is used?

     MR. POREDOS:  Union has planned actual deliveries off the pipeline.

     MR. RYDER:  Right.  So would that be all of the assets that you use to meet the March 1 control point in any particular year? 

     MR. POREDOS:  The reason I'm pausing, Mr. Ryder, is, when you say "assets," the storage is a physical asset, but so are storage compressors and so forth.  So the total assets of Dawn are used to meet the requirements of this service.

     MR. RYDER:  Right.  But in addition to storage, we've got transportation contracts and additional contracts over and above those planned.

     MR. POREDOS:  They may not be contracts, they may be decisions to purchase gas during the winter period, that's correct.

     MR. RYDER:  So do I have every source of supply now to meet the March 1 control point that can be used in any year?

     MR. POREDOS:  Yes, I believe so.

     MR. RYDER:  All right.  Now -- or there's curtailment.  You can always -- it would be another source of meeting the March 1 control point?

     MR. POREDOS:  Curtailment is a source of us -- what curtailment means is we've got interruptible customers.  And if we reach a peak day, we would interrupt the customers on the transportation system to provide capacity on the transportation system.  There's been one incident where they were interrupted because deliverability was an issue.

     MR. RYDER:  But it's another remedy for you in order to meet the March 1 control point?

     MR. POREDOS:  It is a remedy, but in today's market, many of our customers are firm customers and that particular remedy is not a very large one, Mr. Ryder.

     MR. RYDER:  All right.  Thank you.

     Now, you have two control points, March 1, and March 31st, as you've said; right?

     MR. POREDOS:  Yes.

     MR. RYDER:  And these are storage control points, in that they determine the amount of storage inventory on those two dates?

     MR. POREDOS:  Well, the March 31st is more of a storage inventory, or an inventory issue.  Deliverability is about how much I can get out of storage, not necessarily the inventory at any point in time.

     MR. RYDER:  All right.  But the March 31st is an inventory control point?

     MR. POREDOS:  To have sufficient inventory in there to be able to meet pipeline variances and weather-related items around that period; correct.

     MR. RYDER:  All right.  And you told us that the March 1 control point requires sufficient inventory to meet demand day conditions on that date; right?

     MR. POREDOS:  Correct.

     MR. RYDER:  And the March 31 control point requires sufficient inventory to meet a cold snap in the first two weeks of April?

     MR. POREDOS:  It could be in the first two weeks of April.

     MR. RYDER:  Yes.  And your plan, essentially, covers November 1, at the start, all the way through to April 15 at the end.

     MR. POREDOS:  The plan is actually from November 1 to March 31st.

     MR. RYDER:  But the March 31st control point provides protection until April 15th, does it not?

     MR. POREDOS:  If we have colder weather during that period, we will have sufficient inventory or we will have to go out and buy a spot in the marketplace.

     MR. RYDER:  But it's designed to provide protection until April 15th.

     MR. POREDOS:  It's designed to provide inventory at March 31st that could provide protection to April 15th.

     MR. RYDER:  Well, why do you have the inventory on March 31st if it is for protection into April?

     MR. POREDOS:  It's protection against variances on the operational side and late-season weather that may occur during the first few weeks of April.

     MR. RYDER:  All right.

And in a normal winter, the storage injected pursuant to the -- the storage level injected in November under the aggregate excess approach will be zero at March 31st?  

     MR. POREDOS:  The allocation of excess -- sorry, the aggregate excess should be zero at the end of March.  That's the basis of the calculation; correct.

     MR. RYDER:  And so that means the -- but yet you have some storage inventory on March 31st; right?

     MR. POREDOS:  The inventory of March 31st would be related to the system integrity space.

     MR. RYDER:  Now, you've got -- well, I'll come to system integrity.  So, you rely on system integrity space to provide the protection between March 31st and, say, April 15?

     MR. POREDOS:  It is required for variances on the pipeline and on the system to provide all services to all customers.  Because inventories are getting to a low position, you don't want to be stuck with having not to be able to buy from anyone, because no one has inventory at that point in time.  So it's an integrity issue for the system operator.

     MR. RYDER:  I'm just referring to the 3.3 Bcf of system integrity space used to manage weather variances.

     MR. POREDOS:  That is used during the winter period for temperature changes on a daily basis.  It is not inventory that would be used for the April weather variance.

     MR. RYDER:  Okay.  So what inventory is used to provide protection between March 31st and April 15th?

     MR. POREDOS:  If we do not have sufficient inventory at March 31st, we would go out and buy spot to replace that.  But it would normally come -- most of it would come from the operational integrity.

     MR. RYDER:  You mean the 4.1 Bcf for operational integrity?

     MR. POREDOS:  Normally, Union would include about 5 Bcf, or target about 5 Bcf, at the end of March to be able to manage the deliverability, the inventory that we require at that period.

     MR. RYDER:  All right.  Is that spot or is that siphoned off from system integrity?

     MR. POREDOS:  That's -- no, that's not siphoned off of system integrity.

     MR. RYDER:  Well, with respect, Mr. Poredos, look at J6.28, which was an exhibit in the rates case recently, and I've included it at page 84 of J12.2.

     It's at page 84.

     MR. POREDOS:  Page 84 or of your package?

     MR. RYDER:  Yes, of my bundle, which is J12.2.  

And it just repeats what you've told us in your direct evidence.  It gives us the three components of system integrity.

     MR. POREDOS:  Would you repeat that?  I was reading.

     MR. RYDER:  This document gives the three components of system integrity.

     MR. POREDOS:  That's correct.

     MR. RYDER:  And it has 4.1 Bcf for operational integrity; right?

     MR. POREDOS:  Yes.

     MR. RYDER:  And you say you use some of that to provide protection between March 31st and April 15th.

     MR. POREDOS:  Sorry.  The 3.3 Bcf would probably be there also, or some portion of it would remain, to provide the daily variances during that period.

     MR. RYDER:  So you've told us that on March 31st your aggregate excess storage is at zero, but yet you still need some storage.  And you use portions of the 3.3 Bcf of weather variance system integrity?

     MR. POREDOS:  For those customers who we manage, we have to manage the daily variances on temperature.

     MR. RYDER:  Okay.  So that 3.3 is available to provide protection between March 31st and April 15?

     MR. POREDOS:  In terms of the daily variances, Union would use that integrity space.  If we require it because of incremental demand overall, we would have to go out and buy spot.  

And Union has done that, bought spot during March, to make sure that we're meeting the incremental demands yet not putting ourselves into the position of not being able to provide the daily variances as we get through into March.

     MR. RYDER:  All right.  So to provide service between March 31st and April 15th, your sources of supply can be the 3.3 Bcf of system integrity, plus some spot?

     MR. POREDOS:  3.3 would be for daily temperature variances and spot would be for any incremental demands over that period.

     MR. RYDER:  Right.  And now you mentioned a figure of 5.6 Bcf.

     MR. POREDOS:  That would be the physical inventory in total that we would be trying to target to.

     MR. RYDER:  So the March 31st target is 5.6, or is it 5?  Did you say 5?

     MR. POREDOS:  I may have.  It's 5.6 pJs, I believe it is.

     MR. RYDER:  Okay.  And that's about 5 Bcf?

     MR. POREDOS:  Sorry, my colleague informs me that it's 5.6 Bcf.

     MR. RYDER:  5.6 Bcf.  And where does that -- the sources of that gas, that storage inventory.

     MR. POREDOS:  That would be spot requirements that we would purchase prior to March, or during March, if we required it, plus the integrity inventory that would remain there for the variances at the end of March.

     MR. RYDER:  Can I have a minute?

     So the 5.6 Bcf, is it planned to be there on March 31st?

     MR. POREDOS:  Sorry?

     MR. RYDER:  The 5.6 Bcf is planned to be there on March 31st?

     MR. POREDOS:  On a planning basis, it is planned to be there, yes.

     MR. RYDER:  All right.  And aggregate excess doesn't provide it, so it comes in from additional sources, as you've told us.

     MR. POREDOS:  If required, because there's been incremental demand. 

     MR. RYDER:  So if it's planned, when is the plan implemented to obtain and inject into storage that 5.6 Bcf?

     MR. POREDOS:  Let me back up for a minute.  From a standpoint of the 9.1 Bcf, as an operator, when we go into October, we need to have some of that space left empty because you have the same variances on the injection side, as you might have on the withdrawal side.  You may have warmer weather going into October, you may have extra deliveries, and you may have measurement variances and so forth.  So we will leave a portion of that space empty to manage the system.

     Then the 5.6 would be full all the time to provide the inventory we require to manage the March 31st control point.

     MR. RYDER:  So it's injected on November the 1st?

     MR. POREDOS:  Sorry the 5.6?  It's there all the time, unless it's -- it's there for the reasons of integrity space, and it's always full; the 5.6.

     MR. RYDER:  And it's available to meet -- it's how you meet the target of 5.6 storage inventory on March 31st.

     MR. POREDOS:  The 5.6 is not available for incremental demand during the winter, no.

     MR. RYDER:  No, but it's how you meet the target of storage.

     MR. POREDOS:  It is how we meet the target.

     MR. RYDER:  Yes.  And it's your planned way of meeting the target.

     MR. POREDOS:  As the system operator, it is our planned way of meeting our requirements as the system operator.

     MR. RYDER:  And it's purchased in the summer and injected in November?

     MR. POREDOS:  Well, it's there all the time, unless it's actually used.  If it is used, it would be replaced the next summer with incremental supply.

     MR. RYDER:  Okay.

     MR. RYDER:  Now, going back to the exhibit at page 84 of my bundle.  The costs of the 3.3 Bcf are only allocated to the M2?

     MR. QUIGLEY:  That's correct.

     MR. RYDER:  And the 1.7 Bcf for backstop failures, they're not allocated to either the T1 or T3 classes?

     MR. QUIGLEY:  That is correct.

     MR. RYDER:  And so T1 and T3 only pay for the functions performed by the 4.1 operational integrity?

     MR. QUIGLEY:  That's correct.

     MR. RYDER:  Now, have you told us all the situations in which the 3.3 Bcf is used?

     MR. POREDOS:  3.3 Bcf is used for the daily variances on the basis of temperature.  That's correct.

     MR. RYDER:  And is that over a long period of time?

     MR. POREDOS:  Well, it's over the winter, winter season.

     MR. RYDER:  And I think, from what you've told us, the winter season ends on April 15th?

     MR. POREDOS:  Well, it's over the withdrawal season, Mr. Ryder, and the withdrawal season can vary between injections.  It can go into March -- or, sorry, into November the 15th, and the withdrawal season could go a little longer, into April 15th.  Normally, based on our information, and I believe we've answered an IR on this in a previous hearing, the 151 days is substantiated as a withdrawal season.

     MR. RYDER:  And I think you told us that the problem with the M2 demand is that it's beyond the control even of customers?

     MR. POREDOS:  Sorry?

     MR. RYDER:  It's determined by weather, the M2 demand.

     MR. POREDOS:  The M2 demand would be determined by weather.

     MR. RYDER:  Yes.  And so Union can't control the M2 demand, by contract, or otherwise.

     MR. POREDOS:  Well, Union can't control it, but we can certainly plan for it.

     MR. RYDER:  Yes.  And you have a firm obligation to meet it.

     MR. POREDOS:  Union has a firm obligation to meet all of our service.

     MR. RYDER:  Yeah.  And I meant to ask you, your maximum pull from storage on any day is 2 Bcf?

     MR. POREDOS:  I believe the number is closer to about 2.4, today.  And I believe that was actually in the IR in the rate case that the City of Kitchener has asked for.  It was J5.08, I believe.

     MR. RYDER:  Okay.  Thank you.

     And so that sort of confirms that the 3.3 can be used for a period of time.

     MR. POREDOS:  I'm not sure how you can relate the 3.3 to the deliverability that we -- the maximum deliverability that we have out our storage.

     MR. RYDER:  Well --

     MR. POREDOS:  Total assets.

     MR. RYDER:  The 3.3 can be used over an extended period of time.

     MR. POREDOS:  Well, the 3.3 can be used over the winter period for daily temperature changes.  That's what we use it for.  It has nothing to do with the 2.4 Bcf of capability that Union has on a peak day.

     MR. RYDER:  All right.

     MR. RYDER:  And I think you told us that it's more than just the 3.3 that's used towards the end of the season, it's up to 5 Bcf, 5.6 Bcf.

     MR. POREDOS:  That's what would be planned to be in storage.

     MR. RYDER:  Yeah.

     MR. POREDOS:  For all requirements.

     MR. RYDER:  Well, what manages the cold weather snap in April?  What have you got for that?

     MR. POREDOS:  Well, if Union didn't have enough in inventory, we would have to go out and buy gas to replace that.

     MR. RYDER:  Right.  But of the 5.6 you have in inventory, how much do you plan to have available for the March 31st to April 15th weather variances for the M2?

     MR. POREDOS:  It's really managed as a total, Mr. Ryder.  I don't necessarily paint the molecules.  The way this was -- the allocation we have here is strictly for the allocation of cost to infranchise customers, or to the customer categories that we've listed.

     I can't Paint molecules.  I cannot tell you that today I took 2 molecules out of the 3.3, or tomorrow I took 5 molecules out of the 4.1.  What it is is a total inventory that Union requires as a system operator to provide the services, ensure the integrity of our system, and the quality of the services.

     If the system operator doesn't have that capability in the spinning reserve, as I said, the system could fail.  And I guess that's the responsibility of the operator; to have enough assets in place to be able to deal with that.  And that's what this is.

     So I can't necessarily tell you that it's out of the 3.3, or the 1.7, or 4.1; we manage it in total.

     MR. RYDER:  Okay.

     MR. POREDOS:  This was strictly done for a cost -allocation purpose.

     MR. RYDER:  All right.  But you know you have a target of 5.6 on March 31st.  You've told us that.

     MR. POREDOS:  Correct.

     MR. RYDER:  So we start with that.  And we know that a portion of that target is there to provide for a cold snap in the early weeks of April.

     MR. POREDOS:  For the deliverability, in terms of the weather change, yes.

     MR. RYDER:  All right.  And you say you don't know how much of that is sort of set aside, notionally, for the cold weather problem.

     MR. POREDOS:  From a standpoint that Union could expect the cold snap, longer term than just the day before, sort of thing, we would go out and buy additional spot.  We would plan for it, so to speak.

     If it happens without us planning for it, then that difference between what we thought the weather was going to be, the amount that we nominated on the system to go out, and what actually happened, the draw on that day, would come from this inventory.

     MR. RYDER:  So you don't know how much of the 5.6 of your target is earmarked for the weather variances, for the M2?

     MR. POREDOS:  Well, as I said, we manage the system in total.

     MR. RYDER:  Just yes or no.

     MR. POREDOS:  As I said, we manage this in total, sir.  I can't tell you exactly how much of that would be earmarked at that end state.

     MR. RYDER:  How did you arrive at the 5.6 number?

     MR. POREDOS:  Well, it goes back to how we arrived at the 9.1.  In fact, each one of these variables, if taken individually, would provide more deliverability or more inventory than is provided with that inventory than what we agreed to.

     Because of diversity on the system, because I know that the cold snap is not going to happen in the northern area at the same time it's going to happen in the southern area, we've, in fact, taken that diversity into account and, from operational experience, have said this is the right amount that the system operator requires to manage the system in an effective way.

     MR. RYDER:  So form operational experience, you can’t tell us how much you needed for the weather variances for the M2?

     MR. POREDOS:  Well, it depends on what the -- the weather variance would be dependent upon what the weather during that period was.  It's a direct relationship.

     MR. RYDER:  And I take it the 5.6 target is a target that is in your plan, assuming normal weather?

     MR. POREDOS:  System integrity is separate from our planning.

     MR. RYDER:  I'm not talking system integrity.

MR. POREDOS:  I realize that.

MR. RYDER:  We're talking target for the March 31st control point.

     MR. POREDOS:  But I'm trying to explain to you, Mr. Ryder, it's a separate issue.  System integrity is a separate issue from the storage allocation we provide for infranchise customers, including our heat-sensitive customers.

     The storage allocation's assumed to go to zero.  It is based on normal weather.

     MR. RYDER:  Yeah, but then your target, you still have a target, though, on top of zero.

     COUNSEL 2:  For system integrity to have inventory in place for us to be able to react as a system operator.

     MR. RYDER:  Could I have a minute?

     You said that your maximum pull from storage is 2.4 Bcf?

     MR. POREDOS:  That's the design capability of the total system.

     MR. RYDER:  Yeah.

     MR. POREDOS:  That's correct.

     MR. RYDER:  Does the storage pull, the maximum storage pull, vary depending on how cold the weather is, or is maximum the maximum?

     MR. POREDOS:  Sorry, are you asking whether, if it gets colder, does our capability go up or down?

     MR. RYDER:  Yeah, I'm going to go on to another point.

     MR. POREDOS:  Okay.

     MR. RYDER:  Now, you understand that Kitchener has its own heat-sensitive load of customers that are of the M2 type of customer that Union serves?

     MR. POREDOS:  Yes, I believe you have residential customers that are heat-sensitive.

     MR. RYDER:  Yes.  And do you accept that Kitchener has the same firm obligation to meet that load as you have for your M2?

     MR. POREDOS:  I expect you do, yes.

     MR. RYDER:  Yes.  And to meet that load, Kitchener is responsible to buy the gas and arrange for storage and delivery to the burner tip?

     MR. POREDOS:  That's correct.  Just like any utility would.

     MR. RYDER:  And so would you accept that any LDC operating in Ontario with an obligation to serve residential customers would face the same situations that Union faces on March 31st with respect to service to the M2?

     MR. POREDOS:  Yes.  I agree.  The variation would be as to how they actually choose to manage that.

     MR. RYDER:  Yes.  And we know that you choose to manage it, in part, by targeting 5.6 Bcf in storage on March 31st.

     MR. POREDOS:  For system integrity space as the system operator, yes.

     MR. RYDER:  Yes.  And you can use that to meet weather variances, or a portion of that to meet weather variances?

     MR. BROEDERS:  I think, just to clarify, from a planning perspective, as has been stated, we would plan for -- our plan is built on a monthly basis.  So we plan for the aggregate excess space to be empty at March 31.

     April is planned to be a net injection month, so our supplies are exceeding our demands in the month of April.  But a portion of the 5.6 of the integrity molecules that are there at the end would be to meet any daily variances.  So if you had a day where you had your actual withdrawals were greater than your forecasted withdrawals, there are molecules there to handle that excess. 

     So I think the issue is that it is not there to draw on.  We plan that we're going to be injecting into storage over the month of April, but on any specific day you may get a variation in your actual or forecasted weather, and you do have to be able to have inventory available to manage those variations, as the system operator.

     MR. RYDER:  And it's prudent to have some reserve at March 31st, as a utility; is it not?

     MR. POREDOS:  As a system operator, you have to have some reserve to be able to react to the various services on the system and the various changes in pipeline balances and storage pool variances, as I talked about earlier.

     MR. RYDER:  Now, you said earlier that, in your view, the aggregate excess method applies to everybody in your franchise?

     MR. POREDOS:  The aggregate excess methodology is applied to all customers within Union's franchise; that's correct.

     MR. RYDER:  All right.  Can I ask you to turn to your Undertaking No. 45, which appears at page 56 and 57 of Exhibit J12.2.

     MR. POREDOS:  Yes, I have that Mr. Ryder.

     MR. RYDER:  Right.  And on page 57 we have a list of all the T1 and T3 customers that receive a storage allocation that varies from the aggregate excess calculation; right?

     MR. POREDOS:  Yes.  Just to explain the table, just for a minute.  What that shows is all the T customers that we have in our franchise.  And the ones that are noted on the right-hand side as “1” are the ones that were grandfathered under the 0017 unbundling case decision.

     The ones that are noted as “2's” are the ones that have had changes to their CD at 5 percent or more that have now been applied these specific aggregates excess calculation.  Those that have number 2's on the right-hand side and have a variance are ones that have been calculated the aggregate excess probably two, three, years ago, and have since not had a change in their CD.  But what the question was, the undertaking was, was to take a calculation of the aggregate excess based on their present demand forecast, and that's what's shown in the aggregate excess allocation, column B.

     So there could be a variance, but only because the calculation of aggregate excess was done two or three years ago, and their CD has not changed by the 5 percent or more over the last two or three years.  So there's been no need to go back and recalculate until they actually hit the trigger of plus or minus 5 percent.  Again, that was agreed to through the unbundling case.

     MR. RYDER:  Well, is number 2, Note 2, customers, are you telling us that you're not showing the actual allocation that they are currently receiving but what they could potentially receive?

     MR. POREDOS:  No, their actual allocation, Mr. Ryder, is under column one.  That is what is under contract today.

     Under column B, I believe you had asked us to do the calculation based on what it could be, based on their new demand forecast.  So the difference, then, is what's under contract to what it could be, had we done the aggregate excess calculation today.  The allocation of the contract is based on previous years’ demand forecasts, which may be different than what their allocation today might be, if we had to do that calculation again.

     MR. RYDER:  So, for the customers identified by Note 2, none of them are receiving the allocation that they would receive if aggregate excess were applied to them?

     MR. POREDOS:  No, that's not what I said.

     What I said was that they are receiving the aggregate excess allocation.  That aggregate excess allocation was done some time prior, but after 2000, the year 2000.  And with the new demand forecast that was put in the rate case, this would have been their new allocation.  But they have not yet triggered a new calculation of aggregate excess because the trigger was plus or minus 5 percent of their CD or their contract demand at the plant.  Or at Kitchener city gate, let me put it that way.

     MR. RYDER:  So number 2 is --under column C, is not the -- or under column B, I guess, is not the allocation that they are currently getting?

     MR. POREDOS:  No, the allocation that they're currently getting is under column A.

     MR. RYDER:  So, just to leave this, look at T1.  No, no, let me -- look at, sorry, AH.  Do you see AH?

     MR. POREDOS:  AH?  Yes.

     MR. RYDER:  And he has a contractual storage space of a lot, over a million gJs; right?

     MR. POREDOS:  Sorry.  I actually converted mine to 103 so I can understand them.  Yes, you're right.

     MR. RYDER:  And so he's getting -- but he should be getting zero, is that what you're saying?

     MR. POREDOS:  That's what the chart shows, Mr. Ryder.  I don't know who that particular customer is, so I can't give you the specific reasons for that particular customer.

     MR. RYDER:  All right.  Well, I think we need an explanation to understand this interrogatory.  Can you provide that for us?

     MR. POREDOS:  I'm not sure I could provide any more explanation or any more detail than I have, unless I actually provide individual customer information, what is it --

     MR. RYDER:  See if you can do it without providing individual customer information as to how a customer could be getting over a million gJs, but aggregate excess would only give him zero.

     MR. POREDOS:  We can look into that.

     MR. RYDER:  Thank you.

     MR. RUPERT:  Excuse me, Mr. Ryder.  Can I just make sure I understand footnote 2.  Some of these are quite large, and Mr. Ryder's pointed out one of them, but there are others.  Customer AI, for example, which follows that, has substantial differences between column A and column B.  

Given what footnote 2 says about periodic review and adjustment if the contract demand changes by an amount greater than plus or minus 5 percent, some of these numbers are so large that, on the surface of it, it appears that the plus or minus 5 percent threshold must have been hit.  Is that true?

     MR. POREDOS:  Based on my understanding of -- I don't manage the contracts individually, but my understanding of this is that if the customer's CD in any one year, when they're reviewed, would change by more than 5 percent, then there would be a review of their storage allocation.

     Until that point they would either have their grandfathered storage, which was agreed to in the unbundling case, or the amount of storage that was allocated to them under the aggregate excess calculation from a prior year.

     So their CD may have changed, say, in 2001, and we've allocated aggregate excess.  Since that time, their demands have changed but their CD at the plant may not have changed significantly to have actually triggered the plus or minus 5 percent.  So their storage allocation would remain the same until it does.

     MR. RUPERT:  Right.  I understand that, I think.  Except, on the surface of it, and maybe this is the wrong conclusion to make, some of these numbers are so different in column A and B that, sort of, one assumes there has to have been a plus or minus 5 percent change in CD, otherwise column B would be much closer to column A, wouldn't it? 

     MR. POREDOS:  Some of the variances on here, or some of the impacts on it, could be a customer that has a very flat load, so, in fact, their CD would not change.  And in fact, if they used a thousand units every day, you wouldn't get more storage space with that calculation on aggregate excess.

     The other thing I would point out is there are customers who, in fact, have less space today than they would be allowed under the aggregate excess, if their CD had changed by 5 percent one way or the other.

     If a customer has a very flat load profile, their CD won’t change that much, so their allocation for storage may stay the same for quite a long period of time.  If it's a very small change in overall load, demand load over 365 days, it may not trigger a CD change at the plant.

     MR. RUPERT:  Okay, thanks.  

Sorry, Mr. Ryder.

     MR. RYDER:  Thank you.  

We'll come back to Note 2 in a minute, but just some basic information on Undertaking No. 45.

     I take it that there are 77 T1 customers and one T3 customer for a total of 78; am I right there?

     MR. POREDOS:  I don't have the numbers in front of me as a count, but I will take that, subject to check.

     MR. RYDER:  Thank you.  And so, of the -- and Undertaking 45 lists 45 customers; right?

     MR. POREDOS:  Sorry, Undertaking --

     MR. RYDER:  The list on page 57 of the cross-examination materials totals 45?

     MR. POREDOS:  Approximately.  I haven't done the count.

     MR. RYDER:  Okay.  Well, I have.  So could you take that, subject to check?

     MR. POREDOS:  Yes.

     MR. RYDER:  That may not be right, but it must be close.

     And a lot of them, leaving out your explanation number 2, a lot of them have allocations that deviate from the aggregate excess approach.

     MR. POREDOS:  I'm sorry, are you asking me to confirm that or answer that?  I'm sorry.

     MR. RYDER:  Well, all the T1s do.  Sorry, all the Note 1 customers deviate, because of grandfathering.

     MR. POREDOS:  That's correct.

     MR. RYDER:  Right.  And some of the -- and we'll come to some of the Note 2 customers in a minute.

     Dealing with the Note 1, though, does this mean that all the -- the aggregate excess approach was agreed to in the case 0017?

     MR. POREDOS:  That's when it was agreed to and approved by the Board; correct.

     MR. RYDER:  Right.  And it was first agreed by way of an ADR agreement among parties.

     MR. POREDOS:  I believe so yes, that's my understanding.

     MR. RYDER:  And the Board approved that?

     MR. POREDOS:  I believe so, yes.

     MR. RYDER:  And it's never been litigated, I mean, the Board has never had the opportunity to hear opposing views of the aggregate excess examined and cross-examined on?

     MR. POREDOS:  I can't speak to that directly.  However, I do know that this issue has come up in front of the Board several times since 2000.  There have been two or three rate cases where this has been a discussion and has been approved, in my understanding, every single time as it's come in front of the Board.

     MR. RYDER:  Well, if you could show me that in reference any Board decision where they've examined the aggregate excess in any detail at all and approved it, could you provide me with the references to those decisions?

     MR. POREDOS:  Well, what I was saying is, I do not know that they've examined it in detail, the formula, but they've examined it in terms of the process of the Board hearing and have agreed with the position that has been taken by intervenors, which intervenors have agreed with the allocation process.

     MR. RYDER:  All right.  And the agreement was in the ADR agreement of 0017; right?

     MR. POREDOS:  That is my understanding, yes.

     MR. RYDER:  Yeah.  And that agreement, I've included it in my list of documents, at page 22.

     MS. SEBALJ:  Mr. Ryder, just before you leave that undertaking at page 57, you had earlier, I think, got an undertaking from Mr. Poredos.  And I just want to mark it, if that's the case.

     MR. RYDER:  Yes.

     MS. SEBALJ:  It had to do with customer AH and the difference between the over a million gJs and the zero.  I just want to make sure with Mr. Leslie that there is an undertaking and that we mark it, if there is.

     MR. RYDER:  Can we come back to that?

     MS. SEBALJ:  Sure.

     MR. RYDER:  Because I've got some more questions, not just on AH, but on others that fall in the same category.

     So, going to page 20 of my list of documents, my cross-examination materials, the ADR agreement is June 7, 2000?  Do you see that?

     MR. POREDOS:  Yes.

     MR. RYDER:  And the agreement is at page 22, in the middle of the page?

     MR. POREDOS:  Yes.

     MR. RYDER:  All of it is.  And in the middle of the page, you agree, Union agrees, to grandfathering: 

“To grandfather existing T-service customers currently operating with storage at their existing storage deliverability level.”

     MR. POREDOS:  Yes.

     MR. RYDER:  And at that time, Kitchener didn't take part in these -- in this agreement?

     MR. POREDOS:  Well, my understanding is that Kitchener took no position.

     MR. RYDER:  Yes.  And Kitchener had already entered into a five-year contract which included a storage allocation?

     MR. POREDOS:  I don't have specific information to that, but that was my understanding, that Kitchener had entered into a contract at that point.

     MR. RYDER:  Yes.  I understand that Kitchener and Union entered into a contract which agreed to a storage allocation in April, 2000.  Will you accept that, subject to check?

     MR. POREDOS:  Subject to check, yes.

     MR. RYDER:  Thank you.  And the reason Kitchener didn't participate in the 0017 case, with respect to storage allocation and some other issues, is that it had agreed not to, as part of the overall agreement with Union.

     MR. POREDOS:  Again, I don't have the specifics to that, Mr. Ryder.  I wasn't at part of that discussion or that agreement, but that's my understanding.

     MR. RYDER:  Yeah.  And is that not the reason why grandfathering, which is specifically made available to the T1 -- or does that undertaking for grandfathering apply to both T1 and T3?

     MR. POREDOS:  No, it was Union's understanding at that point in time and, in fact, it was confirmed later by Union, that it was only for T1 service customers.

     MR. RYDER:  Right.  And the reason you didn't include us is why?

     MR. POREDOS:  My understanding, and again, I was not part of this discussion, is that the T3 was not discussed as part of this grandfathering.

     MR. RYDER:  Because we were already covered by -- or Kitchener was already covered by an agreement that provided for a storage allocation.

     MR. POREDOS:  You had just signed a contract two months prior to that, or three months prior to that.

     MR. RYDER:  Now, I don't know what will happen to grandfathering in this case, but is there any reason in principle why grandfathering available to T1 customers should not be available, should not apply, to T3?

     MR. POREDOS:  Again, that was a decision that was made back then.  I can't speak to what the issues were around that decision.  My understanding, however, is that the agreement at that time was strictly for T1 customers.

     MR. RYDER:  All right.  But is there any reason in principle why grandfathering applicable to T1 would not, on the merits, apply to T3?

     MR. POREDOS:  As the system operator, not the contract negotiator, I have a hard time answering that question, because I don't know what went into the discussion here.

     MR. RYDER:  All right.  In any event, grandfathering was a condition of the approval that the aggregate excess method obtained.

     MR. POREDOS:  The grandfathering was a part of the agreement with intervenors to move forward with the decision, yes.

     MR. RYDER:  Right.  And does Union have a proposal as to what should happen to that grandfathering commitment should aggregate excess be approved?

     MR. POREDOS:  Aggregate excess, in my understanding, is already approved.

     MR. RYDER:  Should it be approved in this case as the -- under Issue II as the restraining method.

     MR. POREDOS:  Union's not proposed any changes to the way we operate this system or manage the customers today.  The aggregate excess we've put forward, that we would continue to provide at cost, and we have not suggested any changes to the infranchise market.

     MR. RYDER:  All right.  So all the grandfathered customers would continue to be grandfathered?

     MR. POREDOS:  Yes.

     MR. RYDER:  And does that apply to them even if their CD changes?

     MR. POREDOS:  No.  My understanding is that if a customer's CD changes by plus or minus 5 percent, then they would have to go through the grandfathering process of the aggregate excess -- or, sorry, not the grandfathering process but the aggregate excess.

     MR. RYDER:  So that means that the plus or minus 5 percent change in CD trumps grandfathering.

     MR. POREDOS:  Well, let me just back off on that, because again, not being the contract negotiator and not being a part of the specific discussions, I may want to check that.  Because my understanding was that the grandfathered customers would be grandfathered until perhaps further notice.  I can't speak to that specifically, and it probably should be something I'd take as an undertaking to confirm.

     MR. RYDER:  That would be good.  Could you do that?

     MR. POREDOS:  Yeah.

     MR. KAISER:  Mr. Ryder.  Could we take the morning break at this point?

     MR. RYDER:  Yes.

     MR. KAISER:  And I don't know whether you will have a chance over the break to check on that last response to Mr. Ryder, but it does seem to be at variance with page 57, so.

     MR. POREDOS:  Yeah.

     MR. KAISER:  Hopefully, you can get some information on that.

     MR. POREDOS:  I will.  Thank you.

     MR. KAISER:  15 minutes.

     --- Recess taken at 10:58 a.m.

     --- On resuming at 11:23 a.m. 

     MR. KAISER:  Please be seated.  Mr. Ryder

     MR. LESLIE:  Mr. Chair, I think Mr. Poredos can deal with the last question that was asked about grandfathering and the relative significance of the 5 percent versus the grandfathering arrangement.

     MR. POREDOS:  Yes, I've confirmed that any customer that was grandfathered would be subject to the aggregate excess calculation once their CD, their contracted demand, at the city gate, or at the plant, changes by plus or minus 5 percent.

     MR. RYDER:  So the plus or minus 5 percent rule trumps the grandfathering undertaking in the ADR agreement?

     MR. POREDOS:  Yes.  What you're saying is that if the customer who has been grandfathered changes their CD by plus or minus 5 percent, they would then be applied the aggregate excess.  That would be their new contracted space.

     MR. RYDER:  And is there any Board approval to the 5 percent CD change rule that would allow it to trump the ADR agreement?

     MR. POREDOS:  In fact, the plus or minus 5 percent rule, as you call it, was agreed to under the IR.  And I don't remember the exact number of it, but it has been submitted as an IR, as part of the unbundling hearing.

     MR. RYDER:  Well, is there agreement to it by the participants in a rate case?

     MR. POREDOS:  I would assume that if an IR is submitted, that the participants have seen it, understood it, and that would be part of the total agreement for ADR.

     MR. RYDER:  Well, was it ever included in an ADR?

     MR. POREDOS:  It was included if the total hearing to get to the ADR process.

     MR. RYDER:  It was included in an interrogatory response.

     MR. POREDOS:  Yes.

     MR. RYDER:  Solely?

     MR. POREDOS:  I can't say that it was solely, sir.

     MR. LESLIE:  Mr. Chair, I think there's a certain amount of uncertainty here.  Why don't we take this as an undertaking?

     MR. KAISER:  You can probably answer that best.

     MR. LESLIE:  I don't know.  I would have to look at that with the agreement with that in mind, and I can do that.  And that may answer the question.

     MS. SEBALJ:  So we'll mark it as K12.1.

     UNDERTAKING NO. K12.1:  TO PROVIDE WHETHER THE “PLUS


OR MINUS 5 PER CENT RULE” WAS ONLY INCLUDED IN AN


UNDERTAKING IN THE ADR PROCESS

     MR. RYDER:  Now, I want to go back to a point that we discussed earlier, if I could, when you told us, I think in your evidence in-chief, in your direct testimony this morning, that your forecast temperature can be off by 5 to 8 degrees.  Do you remember saying that?

     MR. POREDOS:  Yes.

     MR. RYDER:  And is that Fahrenheit or Celsius?

     MR. POREDOS:  That's heating degree days, sir.

     MR. RYDER:  Okay.  All right.  And a temperature variance of 5 degrees from forecast colder, that would impact on what you take out of storage; right?

     MR. POREDOS:  If it was 5 percent colder during the day from the original forecast, yes, we would have to take more gas out of storage.  It would automatically just come out of storage, because there would be a demand on the system, so we would have to withdraw more to satisfy the load.

     MR. RYDER:  Thank you.  And can you tell us the amount of additional gas taken from storage if your temperature's decreased by 5 percent -- by 5 degrees?

     MR. POREDOS:  How much -- the amount?  Sorry?  Can you just --

     MR. RYDER:  The amount of increased gas from storage.

     MR. POREDOS:  If it goes down by 5 percent?

     MR. RYDER:  Yes.  5 degrees.

     MR. POREDOS:  Sorry.  5 degrees?

     MR. RYDER:  5 degrees, yes.

     MR. POREDOS:  If the temperature goes down by 5 degrees, we would not remove any incremental molecules for that because the -- you don't require -- the load isn't there.  I'm assuming the question is that, based on the forecast that I have, let's say it was 10 degrees Celsius, it is now 15 degrees Celsius on an actual basis --

     MR. RYDER:  No, no.  It's now -- if your forecast is 15 degrees Celsius.

     MR. POREDOS:  Yes.

     MR. RYDER:  And the actual temperature is 10 degrees Celsius, so it goes down --

     MR. POREDOS:  Yes.

     MR. RYDER:  -- by 5 degrees, that means you take more from storage; right?

     MR. POREDOS:  Correct.

     MR. RYDER:  And how much more is what I'm asking.

     MR. POREDOS:  I don't have that calculation in front of me.  It would be based on the use per customer as to the heat-sensitive load within the system.

     MR. RYDER:  Could you undertake to provide that information?  Now, this is during the winter period, during the 151 days.

     MR. POREDOS:  So, just to be certain, you're asking for a 5 degree change colder.

     MR. RYDER:  Yes.

     MR. POREDOS:  And how much gas would come out of storage for a 5 degree colder day compared to forecast?

     MR. RYDER:  Yes.

     MR. LESLIE:  Mr. Poredos, does the answer to that question depend on when during the season that happened?

     MR. POREDOS:  Well, it's based on degree days, that's the whole point, is that the --

     MR. LESLIE:  Well, I just wondered whether Mr. Ryder wanted to specify.

     MR. RYDER:  Well, what about March 31st?  Can we pin it down to that day?  Then it will be applicable to the discussion we've had.  

     MS. SEBALJ:  I'm just waiting, I haven't heard an acceptance of the undertaking.

     MR. POREDOS:  Yes.

     MS. SEBALJ:  So we're complete.

     MR. POREDOS:  Yes.

     MS. SEBALJ:  So it's undertaking K12.2.


UNDERTAKING NO. K12.2:  TO PROVIDE THE AMOUNT OF GAS


THAT WOULD COME OUT OF STORAGE ON MARCH 31ST SHOULD


THERE BE A 5 DEGREE COLDER THAN FORECAST DAY

     MR. LESLIE:  Sorry, just for my own notes.  I had a note that there was an undertaking to deal with the two columns at page 57 of Mr. Ryder's material, Exhibit J12.2.

     MR. RYDER:  We're coming to that.  I was going to revisit that.

     MR. LESLIE:  Oh, I see.  Sorry.

     MR. RYDER:  Now -- I have to wait for Mr. Poredos.

     Now, turning to page 57 of my cross-examination materials, which is original Undertaking 45.  Dealing with the Note 1 people, these are the grandfathered people, you see customer A gets 1.5 times the aggregate excess amount, and B and C and D and E get, you know, up to 43 -- B gets 43 times aggregate excess.  So when you terminate the grandfathering, these customers, you'll agree, will have to replace what they've lost by going out and buying at the market, buying storage at the market; is that right?

     MR. POREDOS:  Customers will likely look at other options, and one of those obligations may be replacing the storage at market, or they may provide additional deliveries during the winter period.  They have various options to supply that difference.

     MR. RYDER:  Right.  But you went into the aggregate excess approach knowing that a lot of customers had significant departures from aggregate excess.

     MR. POREDOS:  I guess I'm not so sure that we went in specifically knowing, customer by customer, what the differences would be.

     I think that the contracted space that had been there historically has been contracted through negotiations up until the year 2000 in the unbundling hearing.  So from that standpoint, there may not have been a specific calculation or a specific way of getting at that storage.

     MR. RYDER:  But now that you know, surely you could agree that the removal of grandfathering is going to place a significant financial change, if not a hardship, on some customers.

     MR. POREDOS:  Mr. Ryder, it may provide a change but, again, aggregate excess is based on the customer's forecast.  And if the customer's forecast is suggesting that they require this amount of storage for the winter period, then that would be the amount that they should be contracted at cost.

     MR. RYDER:  Yes.  Well, all that's agreed between Union and the customer is the CD.  What is not agreed, these customers think that they need more storage than aggregate excess provides.

     MR. POREDOS:  I guess that's subject to the time when those customers come up for renegotiation, when their CD changes by plus or minus 5 percent.  There have been other customers, as you can see under the items 2, who have accepted the aggregate excess under their demand forecast when it was negotiated.

     MR. RYDER:  Well, these customers, certainly when you're moving from a negotiated contract of storage -- a negotiated allocation of storage to an imposed one, these customers are going to be severely hit.

     MR. POREDOS:  There will be changes to their contract.

     MR. RYDER:  Imposed. 

     MR. POREDOS:  Imposed based on the aggregate excess calculation and their demand forecast.

     MR. RYDER:  All right.  Now, some of these big changes, like customers TZ and AH, were any of these negotiated since the Board's approval in June of 2000?

     MR. POREDOS:  Well, based on the information in front of me, T is still grandfathered as a 1, if I'm reading it correctly.  Z is still grandfathered.  And AH has gone through the calculation.

     Now, the calculation --

     MR. RYDER:  What do you mean, “has gone through the calculation”?

     MR. POREDOS:  Well, because it's a 2, okay?

     MR. RYDER:  Oh, I see.

     MR. POREDOS:  At some point in time, previous to this year, perhaps this year, there's been a calculation done that's allocated them storage under aggregate excess, prior to this year.

     So under that one, the issue may be that the plant's shut down or it may be a change in their demand.  I'm not certain exactly, for that specific customer, the impact of why that is a zero.  But it could be as easy as a customer's demand has gone down significantly, or they've shut the plant or the process that they're using this for.

     So, specifics I do not have.

     MR. RYDER:  Are any of these customers summer-peaking customers?

     MR. POREDOS:  Again, I don't have the specific information for that, Mr. Ryder, but that could be another reason for having an allocation of a lower amount of storage than what you would otherwise have had under negotiations.

     MR. RYDER:  Well, the customers TZ and AH, they all have zero under the allocated -- sorry, the aggregate excess, but they have significant storage contractually.

     MR. POREDOS:  And again, Mr. Ryder, I can't tell you the specifics for those specific customers.  It could be as much as a plant shutdown; it could be a change in the demand forecast because they're summer peaking or have summer load.  I don't know the specifics of those particular customers.

     MR. RYDER:  Well, do you have summer-peaking customers?

     MR. POREDOS:  Again, I am not the contract person, but we do have asphalt plants and plants like that that would be on the system that could be summer peaking.  So there could be summer-peaking customers included in this, I do not have that specific information.

     MR. RYDER:  I thought the aggregate excess approach, after you calculated it on the basis of 151 days, you knock it down by 3.6 percent, or 2.6 percent, to take into account the fact that you don't want to over-allocate storage because some of your storage is used by the summer-peaking customers.

     MR. POREDOS:  Well -- sorry.  Yes, that's true, Mr. Ryder.  From a standpoint of customers when they were bundled, we had a certain amount of storage space in aggregate.  And because some customers had different profiles, some of them having summer load rather than winter load, they, in fact, benefited the total bundled customers by reducing the amount of total storage required by those bundled customers.  And that was because of the diversity throughout the customer class.  

Once you take those customers out and you unbundled them, it's like taking the pieces out, and individually they require more storage than they did in total.  So what the situation was under the unbundling agreement is that Union at that time, and I believe the number was reduce the total amount of space per customer, as they were coming out of the bundled customer class -- or they allocated about 97.6 percent of the space that was allocated under the bundled class, to obtain that diversity factor, to show that there's a difference when you take them all apart.  You don't have enough storage for everybody.  

     MR. RYDER:  Well, we're getting beyond my point.  My point is that some of your customers are summer peaking?

     MR. POREDOS:  They may be.

     MR. RYDER:  Right.  And summer-peaking customers would have zero storage allocated under the aggregate excess approach?

     MR. POREDOS:  As long as there is no winter load that is above their daily deliveries, then they would not have any storage requirement.  If you had a customer that had a very flat load throughout the year, 365 days --

     MR. RYDER:  They may have a summer peak.

     MR. POREDOS:  They may have a summer peak, but that does not require storage, necessarily, in the winter.  This is a winter allocation of storage.  So under some customer scenarios, where there are very flat deliveries and their load and the deliveries off the pipe are actually equal, they don't require storage.

     MR. RYDER:  Okay.  But passing on to the Note 2 group, some of them, as you've noted, have contracted for less than their aggregate excess allotment.

     MR. POREDOS:  What you're saying is that the existing contract is less than what the new aggregate excess would calculate?

     MR. RYDER:  Well, do any customers have less storage than the aggregate excess would allow?

     MR. POREDOS:  Yes.  In fact, customer X is contracted 30,000, and the aggregate excess calculation, based on their present demand forecast, is 44,000, which is about 14,000 less.

     And the customer has agreed to that, or is saying that they can find other options which may be cheaper, or they have different ways of managing that.  That's the customer's decision.

     MR. RYDER:  Right.  Now, for those decisions -- for those customers, once they have contracted for less than the aggregate excess, do they forego the difference forever?

     MR. POREDOS:  I believe that was a case that was agreed to in 0017.  But again, if that's a specific issue you need to verify, I can take that under undertaking.

     MR. RYDER:  Thank you.

     MS. SEBALJ:  It's K12.3.

     UNDERTAKING NO. K12.3:  TO PROVIDE WHETHER CUSTOMERS


THAT AGREE TO LESS STORAGE THAN THE AGGREGATE EXCESS


CACLULATION ALLOWS WAIVE THAT STORAGE CAPACITY FOREVER

     MR. RYDER:  Thank you.  Now, for some of these major deviations in note -- identified as Note 1 and Note 2, can you provide the details as to how these deviations occurred?  And some of them are quite massive.  And the ones that I'm interested in, and I'll list them:  AH, AI, AJ, AQ, AK, T, and Z.

     MR. POREDOS:  So you're asking for some explanation as to why the difference between those?

     MR. RYDER:  Yeah.  Why the variation between the aggregate excess and their contractual space.

     MR. POREDOS:  So is this under the original undertaking that we were discussing?

     MR. RYDER:  Yes, that is the, that is the wording of the original undertaking.

     MS. SEBALJ:  We'll mark it as K12.4.

     UNDERTAKING NO. K12.4:  TO PROVIDE AN EXPLANATION FOR


THE VARIATION BETWEEN THE AGBGREGATE EXCESS AND 


CONTRACTUAL SPACE FOR CUSTOMERS AH, AI, AJ, AQ, AK T


AND Z LISTED ON PAGE 57 OF EXHIBIT 12.2

     MR. POREDOS:  Could we just go through and confirm the customers within the undertaking if that's possible, please?

     MR. RYDER:  Yes.

     MR. POREDOS:  It's customer T.

     MR. RYDER:  Yes.

     MR. POREDOS:  Customer Z.

     MR. RYDER:  Yes.

     MR. POREDOS:  Customer AH, customer AI.

     MR. RYDER:  Yes.

     MR. POREDOS:  Customer AJ, customer AK.

     MR. RYDER:  Yes.

     MR. POREDOS:  And customer AQ?

     MR. RYDER:  Yes.

     MR. POREDOS:  Okay.

     MR. RYDER:  Thank you.  So you understand that you're going to give the explanation for these variations for each individual identified?  Each individual customer identified; the details?

     MR. POREDOS:  We will look at the customers and try -- we will look at the customers and try to explain why there's a difference between what is allocated and what is the new calculation.

     MR. RYDER:  Now, T3 is at the bottom, and there's one T3, and that's Kitchener.

     MR. POREDOS:  Yes.

     MR. RYDER:  And there's a deviation there?

     MR. POREDOS:  Yes.

     MR. RYDER:  And I make that deviation to be 11.85 percent.  Is that about right?

     MR. POREDOS:  It looks in the right ballpark, subject to check, sir.

     MR. RYDER:  Right.  And I see that about 10 customers have greater deviations than Kitchener does:  A, B, C, D, E, F, I, AH, AI, and AJ?  And I may have missed one or two.

     MR. POREDOS:  I haven't done those calculations, so I can't be --

     MR. RYDER:  But a number have more than we do?  We could all make the same calculations, but a number have greater deviations than Kitchener?

     MR. POREDOS:  And some of those may be grandfathered, as per the agreement.

     MR. RYDER:  Yes, well, for whatever reason.  Now, Kitchener -- well, you say it was not formally grandfathered, but it was negotiated prior to the ADR agreement in the 0017 case.

     MR. POREDOS:  Yes.

     MR. RYDER:  And can I ask you to turn to the letter at tab B of Kitchener's evidence.

     And on the second page in item 4, Mr. -- this is a letter from Mr. Quinn to Union, he explains how Kitchener got to its current storage allocation of 89,300 cubic metres.

     MR. POREDOS:  Sorry, Mr. Ryder, just to make sure.  I haven’t got tab B in my file.  This is the letter dated August 24, 2000, to the attention of Mr. Simpson?

     MR. RYDER:  Yes.

     MR. POREDOS:  From Mr. Quinn?

     MR. RYDER:  Yes.

     MR. POREDOS:  And you're on page 2, sorry?

     MR. RYDER:  I'm on page 2, item 4.

     MR. POREDOS:  Item 4?

     MR. RYDER:  Yes.  This is Kitchener's version as to how they got to the contractual allocation. 

     MR. POREDOS:  Okay.

     MR. RYDER:  And do you have any comments on that? Are you able to comment on that?

     MR. POREDOS:  My understanding is that the -- I haven't gone into the detail of this letter, but my understanding is that the calculation was done under aggregate excess.  I am not privy to the negotiations of that particular contract.

     MR. RYDER:  Well, if it was done under aggregate excess, it would have been based on a forecast of CD contract -- no, a forecast of -- an annual demand forecast.

     MR. POREDOS:  It would have been an annual demand forecast if it was calculated that way, yes.

     MR. RYDER:  Right.  And I understand that the annual demand forecast that would justify a storage allocation of 89,300 cubic metres would be greater than Kitchener has ever dreamed of, at the moment?

     MR. POREDOS:  Again, I can't speak to the forecast nor the calculation.  I'm not sure if it was based on Kitchener's normalized forecast or what the forecast was.  

     MR. RYDER:  Now, to move to another point, and this is the supply planning generally.  To repeat ourselves, one of the purposes of the gas supply plan is to ensure that there is sufficient gas in storage inventory at the control points?  Or is it at March 31st?

     MR. POREDOS:  The sufficient gas would be for March 31st.

     MR. RYDER:  Right.

     MR. POREDOS:  We check at March 1st to make sure that there's sufficient gas in there.  Having said that, if there isn't, we would go out and buy additional spot or find some other way of meeting that minimum inventory.

     MR. RYDER:  And so 5.6 Bcf on March 31st of storage is part of the original supply plan?

     MR. POREDOS:  From the standpoint of the system integrity space; correct.

     MR. RYDER:  Right.  And the sources of supply to meet the supply plan are gas placed in storage on November 1st; right?

     MR. POREDOS:  Yes.

     MR. RYDER:  And then your transportation contracts.

     MR. POREDOS:  Well, the transportation contracts would be already included in the planning process as we went through the winter, yes.

     MR. RYDER:  Right.  And I think a little bit of UDC might be part of the plan?

     MR. POREDOS:  The UDC would be more in the northern area, because we require more pipe in the north because it's the best way to supply for peak day.  There is no better way, there's no cheaper way or less expensive, let me put it this way, to meet the peak day in the north.

     MR. RYDER:  But it's a part of the plan?

     MR. POREDOS:  It would be a part of the plan.

     MR. RYDER:  And then there's spot?  That's part of the plan?

     MR. POREDOS:  Union does not forecast spot, because the aggregate excess should allocate enough from a standpoint of winter demand.  So we try to go into the winter without any spot requirement.

     MR. RYDER:  Right.  And I understand that there is linear computer program called SENDOUT that you're familiar with that can determine the least-cost mix of these assets for use in the gas supply plan?

     MR. POREDOS:  Yes.  Union does have the SENDOUT model, or at least the modules that Union requires to do the job.

     MR. RYDER:  Right.  So you use SENDOUT to determine the assets or the sources of gas, how much UDC, how much transportation, et cetera?  

     MR. POREDOS:  I'm going to allow my colleague here who used the model, who is more fluent in the model than I am, to answer.

     MR. BROEDERS:  Yes.  We use SENDOUT to optimize the delivered supply.  So we take a fixed storage allocation, based on aggregate excess, and place that in the model, along with all of our transportation contracts that we have entered into, and then the model solves for the -- along with the, sorry, along with the commodity forecasts associated with the various supply basins that these various contracted pipelines are contracted with, and then the model solves for the optimal mix to fill pipe, based on being able to serve all customer demands.

     MR. RYDER:  Right.  It solves for everything but storage.

     MR. BROEDERS:  It solves for transportation.  We fixed the storage constraint; we fixed the pipe capacity that's in the model.

     MR. RYDER:  So the model doesn't determine storage?

     MR. BROEDERS:  No, the model does not determine storage.  We calculate the aggregate excess amount of storage based on our seasonal load-balancing need.  And because that storage is priced at cost, we fix it as a constraint when within our model.

     MR. RYDER:  Now, there's been an exchange of correspondence designed to show what would happen if, instead of fixing storage under the aggregate excess model, you allowed -- or aggregate excess method, you allowed the SENDOUT model to determine storage along with everything else. 

     And I think the first answer you gave us was in Undertaking 43a.  And the first answer appears at page 44 of my cross-examination materials.

     Do you have that?

     MR. BROEDERS:  Yes.

     MR. RYDER:  And so if you allowed -- and we're doing this based on the 2007 rates case because it's of recent memory.

     MR. BROEDERS:  Yes.

     MR. RYDER:  And your answer says that if you allowed the model, SENDOUT, to fix the allocation of storage, it would increase from 68,025 to 70,700.  What's that, in cubic metres or tJs?  

     MR. BROEDERS:  Yes, it's in tJs. 

     MR. RYDER:  And your UDC would also increase?

     MR. BROEDERS:  That is correct.

     MR. RYDER:  Right?  But there would be a net savings of 0.15 percent.

     MR. POREDOS:  Over the term of the plan, the 5-year plan.

     MR. RYDER:  Yes.  And the 5-year plan is from when to when?

     MR. BROEDERS:  The model to meet the rate case filing would start at April 1, 2005, and run for five planning years, so, ending March 2010.

     MR. RYDER:  And in one of your answers, and I think it's in -- you said that the annual savings to customers of allowing storage to be determined by SENDOUT would be 1.6 million?

     MR. BROEDERS:  That was the average savings over the 5-year term of the plan.

     MR. RYDER:  Yeah, so you multiply that by 5 and you get the annual -- you get the total savings of the 5-year term of the plan?

     MR. BROEDERS:  Correct.

     MR. RYDER:  Right?  All right.  And I take it, when you provided your answers to Undertaking 43, you left the UDC costs -- you assumed there would be no mitigation of UDC costs?

     MR. BROEDERS:  The plan would have -- yes.  Right now the plan would run and would calculate the amount of unfilled pipe capacity, which is the UDC.

     MR. RYDER:  Right.  But if you didn't calculate the reduction in UDC that would result if you allowed everything to float, UDC, transportation, and storage?

     MR. BROEDERS:  Well, the Undertaking as requested was to leave all constraints in the model fixed except for removing the aggregate excess methodology.  So nothing --

     MR. RYDER:  I don't want to get into a debate with you about what we're trying to get here.  What we're trying to ascertain is, if you used the SENDOUT model to determine the storage level along with everything else, and let everything float, what would be the cost impact?

     And I take it the cost impact would be a minimum of 1.6 million per year, plus perhaps a reduction in UDC costs?

     MR. POREDOS:  Mr. Ryder, the real issue is, though, that this plan that we use was based on a point in time estimate.  It had a point in time estimate of the QRAM, the molecule costs going forward for five years.  So the plan savings or costs, in fact, would change as those other costs would change.

     In fact, 2005 costs that we show there, or savings, were not attained or couldn't be obtained because we had a warmer than normal winter, and in fact there was inventory left in storage.  So you would not obtain those savings.

     MR. RYDER:  But you didn't know that when you initiated your plan at the beginning of the year, or before the year began.

     MR. POREDOS:  But the aggregate excess model, or the aggregate excess, allows you to use your demand forecast on the basis of equal probability of a warmer or colder winter.  That's why it's an appropriate allocation.

     The plan in your case would suggest that, under a point forecast, that there is a different outcome.  Yes, correct, under a point forecast, there may be a different outcome.

     MR. RYDER:  No, but SENDOUT allows you to determine the lease-cost mix of assets needed to meet your control points; right?  And you don't use it for that purpose?

     MR. BROEDERS:  We use it to provide the least-cost supply.  We fix -- because the aggregate excess -- the storage is allocated at aggregate excess and storage is priced at cost, we fix the storage based on the demand, seasonal demand need for Union of storage.

     MR. RYDER:  Yes, I know.  And I simply say that if you used -- if you allowed SENDOUT to ascertain the appropriate mix of all the available assets, including storage, you would not only save 1.6 million annually, on an average winter, but you would save more because you would be able to mitigate your UDC costs.

     MR. BROEDERS:  I think the important thing to note is that the costs --

     MR. RYDER:  Can you answer my question? 

     MR. BROEDERS:  Could you repeat your question, then, please?

     MR. RYDER:  Yes.  Please answer it, because you seem to be skirting it in your answers, to Undertaking 43 as well.

     I'm saying that if you use SENDOUT to determine all the assets used, the appropriate mix of assets, in your gas supply plan to meet your control points, you would save more than the 1.6 million you've told us annually on a normal winter because your UDC wouldn't be as high.

     MR. BROEDERS:  Well, actually, according to the results of the undertaking, our UDC did increase by allowing SENDOUT to determine the amount of storage.

     MR. RYDER:  Yeah, but -- all right.  You could mitigate that.  If, during the winter season, you realized that you didn't need the UDC that you had planned for, you could take steps to mitigate that?

     MR. BROEDERS:  I think the important thing to note is that what the model did was, in our plan, because of the fact that we pipe up -- we hold pipe capacity in the north in order to meet a peak day, we do have unfilled pipe capacity in our plan, which tends to be predominantly in the summertime, some small amount in the wintertime.

     By removing the aggregate excess constraint and putting in a price for storage at cost, what the model did was look at the value of storage, which would be represented by the summer/winter differential between the commodity prices.  And it was greater than the cost of storage in the model.  So the model looked to fill that empty pipe that's in the summertime, and put it into storage.

     What happens then is, though, based on the demand needs, when it got into the winter, it doesn't need that storage to meet its demands so it starts shutting off incremental pipe in the winter.  

So what we've seen is a shift from our unfilled pipe capacity from the summer to the winter.  But then the issue with that is that most of the pipe is northern TCPL pipe, and we need to be flowing that pipe in the wintertime, for potential to meet peak-day demands.

     So, therefore, it's very unlikely that we would be willing to shut that much pipe off in the wintertime under normal conditions.  

So the net effect would potentially be that we would put gas in storage and then end up carrying it all the way through to the winter to the next year to mitigate because there's more gas in storage than we actually require to meet our demands.

     MR. RYDER:  I'm not sure whether we're in a position to deal with the supplementary response that you gave us this morning, which is J12.1, but I'll ask you some questions on it now.  And if my advisors have more to instruct me on, maybe I could ask the Board's indulgence and deal with it in the afternoon.

     But just as a beginning, in Exhibit J12.1, you say, "CCK plus 4 percent."  And does that mean that the weather is warmer by 4 percent or colder by 4 percent?

     MR. BROEDERS:  Demands have increased by 4 percent.

     MR. RYDER:  All right.  So it's colder; right?  Demands have increased.  All right.

     And your top line is -- no, it's not this one -- Okay.  So 43A, where will I find that?  Okay.  No.

     If I could have the Board's indulgence for a moment.

     MR. KAISER:  Yes.

     MR. RYDER:   Page 50.  If I could take you to page 50.

     So this is a response we got, I think, last week some time.  And it shows how, I think, you arrived at the 0.14 percent.

     MR. BROEDERS:  Correct.

     MR. RYDER:  Right?  And you've included in line 1 the commodity costs?

     MR. BROEDERS:  Correct.

     MR. RYDER:  And so if you took out the commodity costs, that would change the percentage?

     MR. BROEDERS:  Pardon me?

     MR. RYDER:  If you took out the commodity costs, that would change the percentage?

     MR. BROEDERS:  I'm not sure how you could take the commodity cost out.  The model is solving for the cost of commodity, solving for storage based on the cost of commodity.

     MR. RYDER:  Well, we're trying to determine delivery costs, are we not, not supply costs?

     MR. POREDOS:  Mr. Ryder, just to hopefully to be helpful.  When Union looks at the supply plan, we optimize to try to have the lowest landed cost at Dawn.  So we've got to look at a lot of other options, not just storage.  We also look at diversity of pipe, we've got various pipelines who would want to come in.  We want to make sure that your spot availability in the wintertime, that you're not getting a high price, that you've got some diversity.  

So there are a lot of other issues other than just this storage piece that are taken into account when a gas supply plan is done.  That's why you can't necessarily remove the cost of the commodity and say that this is the best plan.  It's really about what it is going to cost the customer at the end of the day.

     MR. RYDER:  All right, but to start at square one, this table at page 50 was created by SENDOUT?

     MR. BROEDERS:  The results on page 50 were -- came out of the SENDOUT model.

     MR. RYDER:  All right.  And just because I'm slow, can you tell me what assumptions were made about UDC?

     MR. BROEDERS:  All the -- there were no -- the assumptions about UDC were that, from a pipe perspective, we kept all of our pipe contracts as we had them in our cost-of-service plan.  UDC is a function of -- yes.  The model decides how much pipe to fill, and when, and which pipe to take UDC on.

     MR. RYDER:  Was UDC redetermined on the basis of allowing storage to float?  Was it redetermined by SENDOUT?

     MR. POREDOS:  Yes.

     MR. RYDER:  And -- all right.  Is it possible to restate the table after excluding the gas commodity costs in line 1?

     MR. BROEDERS:  The issue there will be that we would have to do some work around our back-end financial model, because we don't put the cost of storage into our model.  So, to be able to run a full financial model, detailed financial model, we would have to make modifications to our back-end financial reporting. 

     In order to meet the substance of this undertaking, we did some work around to get total costs out.  But in order to go through and get properly remove all detailed costing information, we would have to go in and rework our financial module at the end to include the cost of storage, to make sure it's properly placed in the right bucket.

     MR. RYDER:  The question, then, I think, that Union should be asked is:  What is the total cost of the gas supply that was put into the rates for the 2007 year, only those costs that would be recovered through delivery rates?  So that we get the delivery company answer, as opposed to a combined supply and delivery company answer.  Can that be done? 

     MR. BROEDERS:  It can be done.  I don't have that information with me.

     MR. RYDER:  Can you give that an undertaking number?

     MS. SEBALJ:  It's K12.5.

     UNDERTAKING NO. K12.5:  TO PROVIDE THE TOTAL COST OF 


GAS SUPPLY THAT WAS PUT INTO RATES FOR 2007; INCLUDING


ONLY THOSE COSTS RECOVERED THROUGH DELIVERY RATES

     MR. RYDER:  Now, footnote 1 says that the forecasted cost excludes cost of Union storage.  What do you mean by that?

     MR. BROEDERS:  What that means is that, as I stated previously, in our normal planning process, we do not put a cost of storage into the model.  We fix the model -- we fix the storage allocation based on the aggregate excess and hold it as a constraint in the model, but it's not priced.  So, therefore, there is no cost associated with storage in the gas supply model.

     MR. RYDER:  Yeah, but if SENDOUT was to determine the amount of storage, it would do so at cost, would it not, subject to this case?

     MR. BROEDERS:  Sorry, could you repeat the question?

     MR. RYDER:  If SENDOUT was to determine the appropriate level for storage in the gas supply plan, it would do so at cost?

     MR. BROEDERS:  That's what it did in this undertaking, because we ended up putting in a cost for storage.

     MR. RYDER:  Okay.  Well, can you stick storage back in, then?  We want --

     MR. BROEDERS:  Sorry, I don't understand what you're --

     MR. RYDER:  Well, we want -- we're trying to obtain the cost effect of having all the assets determined by SENDOUT.  That would include storage.  So I'm puzzled why you would exclude the cost of storage.

     MR. POREDOS:  Storage is allocated on the basis of a physical calculation.  It is at cost.  It does not change.  So there's no -- the actual cost of storage would just be the cost of storage, based on the amount that you're allocating.

     So the storage costs will not move up or down.  I guess, if we put in the market value of storage, absolutely, this thing would be different.  But on an allocation basis, you're allocated physical capacity.  That's all you're allocating.

     MR. RYDER:  Well, for the SENDOUT -- SENDOUT determines the cost of the assets that are appropriate for the gas supply plan, and that would include an element of storage.

     [Witness panel confers]

     MR. POREDOS:  If we can have a moment, Mr. Ryder, I just want to make sure that I understand what the numbers are.

     MR. RYDER:  Here's what I'm trying to do.  I'm trying to compare the cost of establishing storage by SENDOUT versus the cost of establishing storage by aggregate excess.  Storage, the cost of all the mix, if you determine it by aggregate excess or you determine storage by SENDOUT.

     MR. QUIGLEY:  In our gas cost-of-service filing there is no cost for storage put in.  The storage cost is determined by the costing group and then allocated to the various users, based on the aggregate excess, that same aggregate excess amount that we've put in as a constraint into the model to fill.

     MR. LESLIE:  Mr. Ryder, can I try?  

I think what it’s saying is, it excludes the cost of storage as a variable in determining how much storage in line 1.  But the amount of storage that's allocated in line 1 through the aggregate excess calculation is costed.  So there is a cost-of-service in there, it's just not used as a variable to determine how much storage.

     So the footnote is slightly misleading in that regard.

     MR. RYDER:  Okay.  With the Board's leave, I would like to stop this tooth-grinding portion of the cross-examination and come back after I get some instructions on J12.1.

     MR. KAISER:  That's fine, Mr. Ryder.  Did you want to take the lunch break at this point?  Would that help you?

     MR. RYDER:  Any time you're prepared to provide that relief, I'll take it.

     MR. KAISER:  Well, whatever suits your convenience.

     MR. RYDER:  Well --

     MR. KAISER:  Mr. Rupert has some questions.  If you want to take a breather, we'll let him go.


QUESTIONS FROM THE BOARD:

     MR. RUPERT:  Thanks.  I just wanted to go back to page 57 of the Kitchener materials that we spent some time on earlier and just understand a little bit more.  And this is not on the areas that you're going to have undertakings, but it's some more general information for me.

     Column A, which is labeled "contracted storage space," how long, typically, are these contracts these people have?  Is there a standard term?  Do they run to 2 years, 5 years?  Do they vary?

     MR. POREDOS:  They're evergreening every year, so the contract would be something that, unless something significantly changes within the contract, the contract would roll over year-to-year.

     MR. RUPERT:  Automatically?

     MR. POREDOS:  Automatically.

     MR. RUPERT:  So when does the plus or minus 5 percent kick in?  And I gather from your answer after the break this morning that the plus or minus 5 percent contracted demand is applicable to all of these contracts, whether they're labeled footnote 1 or footnote 2?  So when does that actually kick in, then?

     MR. POREDOS:  Well, on an annual basis, our sales reps will discuss with customers what their new forecast will be, what their new requirements for the plant will be.  They negotiate is the contracted demand sufficient, do they need more or less, and is the forecast more or less.

     So from that standpoint, there will be a review every year of what the contract parameters should be.  But if there's not a significant change, there may not be any change because the operation of the plant hasn't changed --

     MR. RUPERT:  Right.

     MR. POREDOS:  -- the contract wouldn't be rewritten.

     MR. RUPERT:  Now, just so I'm clear, what does contracted demand actually mean?

     MR. POREDOS:  Contracted demand is the maximum flow through the meter station to the plant, or --

     MR. RUPERT:  A peak concept.

     MR. POREDOS:  A peak concept.  It would be the maximum amount that, in this case, would be flowing to Kitchener that they have contracted for.  So on a peak day they would have sufficient flow into their franchise.

     MR. RUPERT:  Is that a peak day in the 151 days covered by this aggregate excess demand or could it be a summer peak?

     MR. POREDOS:  It depends on the operation.  I'm assuming with Kitchener it would be a winter peak.  In some operations, the CD may occur in the summertime because they may have more production in the summer on a certain item.  An asphalt plant, for example, would have a summer peak, and their CD would be the amount of total draw that that process would take during the certain portion that they believe they would have maximum production, or whatever's driving that particular process.

     MR. RUPERT:  Thank you.  So even though the peak could be in the summer and this calculation is solely concerned with the winter, that would still, perhaps, change?

     MR. POREDOS:  I guess it depend if the customer required a winter -- again, the aggregate excess is based on your winter demand.  So if the customer does not require winter demand, this calculation would say you don't need any.

     MR. RUPERT:  Okay.

     MR. POREDOS:  And that was the example I tried to give with a customer that's a perfect customer from the standpoint of demand being equal to their supply, you would not require any storage whatsoever during the winter period.

     MR. RUPERT:  Right.  Okay.  

Switching to another topic, back on the more general forbearance issue that we've spent a long time on this hearing.  This table brings to mind a question about Union's proposal for freezing the storage allocation for infranchise customers on January the 1st, 2007.  And there was a number, and I've forgotten what it is, but a number that you're proposing be frozen, and, going forward, any storage requirements over and above that for infranchise customers would be at market rates.  You would procure it.

     Given the significant difference on this table on page 57 between the space calculated by the aggregate excess method and the contracted storage space, what numbers are or would be included in the amount of frozen space for infranchise customers January 1, 2007?  Would these amounts that are much higher than the aggregate excess amount be actually included in that calculation?

     MR. POREDOS:  The calculation was based on the existing contracts at the time.  So it would probably be based on column A.  And -- well, for all customers it would be included in column A.  

We have no reason to forecast whether the customer's CD would be going up or done by 5 percent within that timeframe.  So we used the existing contracts, based on what we knew at the time in terms of their forecast.

     MR. RUPERT:  Thank you.  

And one last question on a different area.  You mentioned this morning that you -- or you likened the system integrity space to operating reserve in the power markets, and sort of said it was a somewhat similar idea.

     And the power markets, as you know, whether it's in the IESO Market Rules, it's in the NPCC rule, it’s in FERC rules, there's a very clearly documented, laid-out structure for system operators in the power industry to determine their operating reserve needs, how many megawatts they need.

     Are there any similar rules or requirements that you're subject to, as a gas system operator, that are equivalent to those rules, where it's very clear the way in which you are to determine something that's on a basis consistent with what a similar utility elsewhere might be doing?

     MR. POREDOS:  I'm not aware of any rules that Union or Enbridge or any other utility in Ontario would be subject to for those requirements.  Those requirements were based on the analysis under unbundling.  And Union, in fact, prior to unbundling, had 10.4 Bcf of contingency space -- sorry, system integrity space.  And at the end time of the negotiations, we had re-looked at how much we thought we needed from an operating standpoint, and actually reduced it down to 9.1 Bcf.  

But I am not aware of any specific rules or calculations that are set out.

     MR. RUPERT:  Okay.  And one last question.

     That whole discussion this morning with Mr. Ryder about the system integrity space got me a bit confused about space versus inventory.  Now, I understand the calculation you've made of the, I think, 9.1 Bcf.  Work up a number.  But it sounded like you never really have a 9.1 Bcf of inventory, if you will.  There's space that's sort of allocated for this purpose, but the inventory you carry is actually considerably less.

     MR. POREDOS:  The inventory will be less as we get -- because we leave about 3.7 Bcf empty going into the winter, because we need some fungability in terms of empty space if the weather changes or if a system's doing something different, I don't have as much -- or have more coming into the area than I thought.

     So we don't have 9.1 fully in the ground all the time, from an operating standpoint.

      And again, we've got to go back to the unbundling notion here.  Back when unbundling was put on the table, the assumption was made that all customers would unbundle, that Union would no longer have any infranchise customers that we would be managing.

     The ways these were put together was under that premise.  We're not there yet.  So we're using the integrity space the way we used to use it prior to unbundling, and including unbundling as it's becoming more prevalent.

And as we get to a fully-unbundled state, the 9.1 will be full because we won't be managing that, necessarily.  The 3.3, unless we are managing the customer's forecast under an unbundled state, we won't require, but we are managing that today, still with a bundle.  And with a bundled customer or unbundled customer, I still have to have that space or that molecule there to be able to provide that service, to be able to provide the integrity of the system.

     I mean, even with electric generation coming on, it’s going to be even more prevalent.  When they have a draw on the system, I'm going to have to react to it very quickly.  If I see the draw, I can't go out to the market within minutes and buy it.  I've got to react through my integrity space to be able to provide that service.

     MR. RUPERT:  Thank you.

     MR. KAISER:  Can I just follow up on your answer with respect to January 1, 2007, you were just discussing with Mr. Rupert.  And you've indicated that the volumes to be frozen at cost-base are the contracted storage volumes, the column A volumes.

     What's your estimate of what percentage of your volumes on that date, on January 1, 2007, will be available for sale at market-based rates?  What percentage of your total storage volume?

     MR. POREDOS:  In total -- sorry, for exfranchise storage?  

     MR. KAISER:  Well -- this is infranchise, right, we're talking?

     MR. POREDOS:  These are infranchise customers; correct.

     MR. KAISER:  So would there be no excess -- I think the brunt of Mr. Rupert's question is whether there will be, what percentage of your -- all of your excess franchise is going to go at market-based rates; right?

     MR. POREDOS:  All the exfranchise --

     MR. KAISER:  Right.  So we're talking about infranchise.  What percentage of your infranchise volumes will become available for sale at market-based rates?  Or, put differently, the contracted volumes as of that date, those will be frozen and those will be sold in the future at cost-based rates?

     MR. POREDOS:  The assumption going into '07, that, in fact, these volumes here for the T-service customers would be frozen at these levels in column A, we have not taken a look at or estimated that in a year or two some of these grandfathered customers will have a plus or minus change in their CD and then there would be some additional storage come available or some additional storage may need to be provided to those customers.  We haven't gotten through that detailed analysis yet.

     So we have locked in the volumes that you see there for '07, as per the rate case.

     MR. KAISER:  Are these volumes pretty constant, the infranchise volumes?  I mean, the volumes that we see here, are they likely to be the volumes that will apply in '07?  Do they move up and down very much?

     MR. POREDOS:  I would suspect so.  There's not a lot of movement in those volumes.

     The industrials that are here today have their storage, they’ve got their processes.  Unless they change something dramatically in their process or add a new plant or whatever, that would be where the change would come in.

     I would expect that there would be a huge amount of shifting back or forth.  Again, as I say, there are some customers that we would have to find storage for under the column A, if we do the aggregate excess after grandfathering.

     MR. KAISER:  All right.  Thank you.  

We'll take the lunch break at this point, and come back in an hour.

     --- Luncheon recess taken at 12:29 p.m.

--- On resuming at 1:35 p.m.

PRELIMINARY MATTERS:
     MR. KAISER:  Please be seated.  

Mr. Ryder.
     MR. RYDER:  Thank you, sir.
     MR. LESLIE:  Mr. Kaiser, if I might, just before my friend gets started.  There was a discussion of the table , which is at page 50 of the Kitchener materials, J12.2, and the question was around the footnote that said the storage costs had been excluded.  I volunteered an explanation, and it turns out I was wrong.
     The answer is that the storage costs have been excluded in both lines, and probably should have been included in both lines, or at least the increment should have been included in the second line.  So, with your permission, we'll redo that table with that explanation so that it's more accurate, apart from anything else.
     MR. KAISER:  Thank you.  

Is that satisfactory, Mr. Ryder?
     MR. RYDER:  Well, probably not -- sorry, sir, because we won't get the table until after the witnesses have left the stand.  But subject to that, it will have to be satisfactory.
     MR. KAISER:  Okay.  Thank you.
     MR. LESLIE:  The one other thing.  You had asked, Mr. Kaiser, about the rider on the settlement agreement that provided for changing to grandfathered amounts, if there was a plus or minus 5 percent change in the contract demand.
     That was the subject of a -- Mr. Poredos' referred to an IR.  It was an interrogatory that was asked in the rate case involved, which was seeking a definition of what Union considered to be a "material change" and the plus or minus 5 percent came out of the answer to that interrogatory.  It's C24.10 in that hearing.  The settlement agreement itself just refers to a material change, but my understanding is that that is modified by the interrogatory response, so in effect, it was part of the settlement.      

We can file -- the settlement agreement, I believe, is already in evidence.  We can file the interrogatory response along with the other material that we're filing, if that's acceptable.
     MR. RYDER:  What case?
     MR. LESLIE:  It's RP-1999-0017.  It's, I think, the same case you were referring to this morning, Mr. Ryder.
     MR. RYDER:  Well, is the settlement, then -- it would be already in the -- beginning at page -- sorry.  Maybe you can just point us to it now.
     MR. LESLIE:  Sorry, I've got it as a separate document.  I'd have to find it in your...
     MR. RYDER:  So page 22 refers to C24.10, but for the life of me I can't see any reference to a --
     MR. LESLIE:  It's at page 21, I believe, Mr. Ryder.
     MR. RYDER:  -- any material change.
     MR. LESLIE:  It's the second paragraph at page 21 of your material. 
     MR. RYDER:  I see.  Thank you.
     MR. LESLIE:  And that paragraph is modified, as I understand it, by the interrogatory response which defines what a material change is and defines it in terms of plus or minus 5 percent.
     Sorry for the interruption.  That was all.
     MS. SEBALJ:  Did we want to park your offer to reconstruct the table at page -- sorry, I've lost the page reference.
     MR. LESLIE:  It was page 50 of J12.2.
     MS. SEBALJ:  So, Mr. Leslie, are you in agreement that we can mark that as an undertaking?
     MR. LESLIE:  Yes.
     MS. SEBALJ:  So that will be K12.6.
     UNDERTAKING NO. K12.6:  TO RECONSTRUCT TABLE LOCATED

AT PAGE 50 OF J12.2
     MS. SEBALJ:  And then are we marking as an exhibit the C24.10, or was that just for Mr. Ryder's reference?
     MR. LESLIE:  No, I'm going to file that, and I'll file it as a document in connection with the undertaking that was given.  It was K12.1.
     MS. SEBALJ:  Okay.

MR. RYDER:  Thank you.
     Just arising out of this last information, the adjusting mechanism of the 5 percent plus or minus and the change in CD, so we now know that that's been in effect since June of 2000; right?
     MR. POREDOS:  Yes, that's correct.
     MR. RYDER:  And so that would take effect on the anniversary of every contract since then?
     MR. POREDOS:  It would take effect whenever the customer's CD would change by that amount.
     MR. RYDER:  Even though it would be a change in mid-contract?
     MR. POREDOS:  The contracts are normally one-year contracts, and they would be renegotiated or adjusted at the end of the contract, which are annual.
     MR. RYDER:  All right.  So on the anniversary of the 

-- for the renewal -- it would have been applied at the first renewal of the contract after the CD change?
     MR. POREDOS:  Yes, that's correct.
     MR. RYDER:  And the effect of the mechanism would tend to move the contractual allocation into conformity with the aggregate excess within one year, then?  Or shortly after the year.
     MR. POREDOS:  The specifics of that -- I believe it would, based on the plus or minus 5 percent of the CD.
     MR. RYDER:  Well, given the disparity between the aggregate excess amounts and the contractual amounts of storage, I would like you to provide the annual CD for those customers where there's been a significant -- where there is a significant deviation.  And I'll give the list again.  It's AH, AI, AJ, AK, AQ, T, and Z.
     So would you please provide the annual CDs in the year 2000 to the present time?  Because I find it hard to believe that this self-adjusting mechanism could leave outstanding so much deviation, as we see at Undertaking 45.

MR. LESLIE:  Mr. Ryder, I'm told we may not have all that information back that far, but subject to that we'll give you the information.
     MR. RYDER:  Thank you.
     MS. SEBALJ:  It's K12.7.
     UNDERTAKING NO. K12.7:  TO PROVIDE THE ANNUAL CDS IN

THE YEAR 2000 TO THE PRESENT TIME FOR THE FOLLOWING

CUSTOMER CLASSES:  AH, AI, AJ, AK, AQ, T, Z
     MR. RYDER:  Now, just for a point of clarification on this adjusting mechanism.  For a customer like Kitchener, whose aggregate excess was set in the year 2000, all right -- sorry, whose storage was set in the year 2000, and there's a deviation ever since then between the contractual allocation and the aggregate excess, in our view, and the CD has gone up since then.  So does the self-adjusting mechanism mean that the storage allocation goes up?  Or would Kitchener revert back to the aggregate excess level?
     MR. POREDOS:  Could you just repeat that so I understand what the question is, please.
     MR. RYDER:  For Kitchener, or for any of these customers, where the CD goes up, you do an adjustment; right?  Even though the CD goes up, but if you’re getting more of the aggregate excess, does that mean that you're -- on the renewal you're adjusted back down to what the aggregate excess would give you?
     MR. POREDOS:  If the CD changes by more than 5 percent, you're saying it goes up --
     MR. RYDER:  I'm saying upwards.
     MR. POREDOS:  Upwards.
     MR. RYDER:  Yes.  Which would indicate a greater need for storage.
     MR. POREDOS:  Not necessarily, no, because the CD is based on deliverability, as I tried to explain in my opening statements.
     MR. RYDER:  It has a role under the contract.
     MR. POREDOS:  The winter demand is what sets your allocation of storage space.
     MR. RYDER:  Well, but the mechanism is based on changes in CD.
     MR. POREDOS:  Correct.  And your CD normally doesn't change by a lot in most -- for most customers.  So it's not something that changes every year or every other year.  Most customers have production in place; have their plants in place.
     So it would be a significant change in terms of production, an addition to the plant, something like that, that would change the CD for a industrial.
     MR. RYDER:  Yes.  And in the case of that plant, where the CD goes up, but the plant is still getting more than aggregate excess beforehand, would you then bring it back down to aggregate excess?
     MR. POREDOS:  It would depend on whether their new demand forecast, if they've added a new plant or a new process, actually said that it would have to come down to the extent that you're suggesting here.
     It may, in fact, stay the same; it may come down a little bit; it may go up, depending on the demand, the annual demand for that customer.
     MR. RYDER:  It goes to wherever the aggregate excess says it should go.
     MR. POREDOS:  That's where it should go.
     MR. RYDER:  And even though your CD goes up, it comes down to aggregate excess.
     MR. POREDOS:  If you're over-allocated space previously.
     MR. RYDER:  And then -- so, more space, if it doesn't go to the customer, is freed up to go to the exfranchise market?
     MR. POREDOS:  Well, not necessarily.  It would go -- as I think I mentioned earlier, it may go back into the cost-of-service area if other customers require more cost-of-service space, because their calculations said they needed more space.
     MR. RYDER:  All right.  Well, a change in topic.      Before April of 2000, Kitchener was an M9 customer; before it became a T3 customer it was an M9 customer?
     MR. POREDOS:  Yes.
     MR. RYDER:  And can I ask you to turn to page 25 of the materials.
     MR. POREDOS:  Yes, I have it.
     MR. RYDER:  And this is an undertaking response to Mr. Aiken about the M9 service?
     MR. POREDOS:  Yes.
     MR. RYDER:  Right?  And at page 26, we see that there are four -– sorry, there are three M9 customers.
     MR. POREDOS:  Yes.
     MR. RYDER:  And Kitchener was customer A at the time?
     MR. POREDOS:  Yes.
     MR. RYDER:  And so it had roughly 94 percent of the volume; right?
     MR. POREDOS:  Subject to check, yes.
     MR. RYDER:  Yes.  And on the first page, at page 23, you broke down the storage space allocated to the M9 class into two components?  Sorry, page 25.
     MR. POREDOS:  Sorry, are you on page 25?
     MR. RYDER:  Yes, sir.
     MR. POREDOS:  The space allocated to Kitchener was the 8677.
     MR. RYDER:  That was to all the M9s.
     MR. POREDOS:  Or, yes, to all of them, yes.  To all the M9s, and then the 14,748 is actually contingency space, which is not allocated physically but the costs are allocated to those customers.
     MR. RYDER:  Yes, it's held by Union.
     MR. POREDOS:  That's correct.
     MR. RYDER:  And the costs or the contingency space is allocated to the M9 customers, or was then, because it underpins service to the M9.
     MR. POREDOS:  And that's because M9's a bundled service where Union provides all of the deliverability inventory and all the service.  In fact, M9 can go negative in terms of their draw.
     So, yes, that's...
     MR. RYDER:  All right.  And, now, if I can get you to turn to Kitchener's evidence at page, I think it is, 18.  No, 16.
     MR. POREDOS:  Was it 16?  Sorry.
     MR. RYDER:  Yes.  And just as a note of clarification, in that interrogatory response, at page 25 of my materials, the space is referred to as contingency space, but -- and you now refer to the -- that means the same as system integrity space; is that right?
     MR. QUIGLEY:  That's correct.
     MR. RYDER:  And these numbers on page 16 of Kitchener's evidence of the breakdown of system integrity space come from an exhibit in the rates case, which, if you want to check, is at tab 5 of the -- sorry, it's tab H, appendix H, of Kitchener's pre-filled material.
     But you can see that for temperature risk, Union requires 84,984 103m3 of contingency space for a temperature risk?  
     MR. POREDOS:  That's correct.
     MR. RYDER:  And part of -- and that space is available; in fact, 5.6 -- oh, sorry, and that amount converts to 3.3 Bcf; 84,984 converts to 3.3 Bcf?
     MR. QUIGLEY:  The 84,984 is actually only 3 Bcf.  It's actually concerned with the system integrity space that we have in the south.
     MR. RYDER:  All right.
     MR. RYDER:  And part of that 3 Bcf is available to provide protection to your service to the M2 between March 31st and April 15th?
     MR. POREDOS:  No, that is for the system integrity space, as I said before, is available for system issues late in the season, system operational issues.
     If we could forecast late-season draw, we would buy spot ahead of time.  If, however, during first few weeks of April, there is a temperature deferential during the day that we don't forecast during the day, then it would come out of this contingency -- out of the system integrity space; that's correct.
     MR. RYDER:  All right.  So it's not just for system-wide operational problems, it's for temperature risk.
     MR. POREDOS:  But it was during the winter period also, sir, for the daily variance on temperature.
     MR. RYDER:  Yeah.  And, in fact, you have more space available -- more storage available to meet temperature risk because you've got 5.6 as your targeted storage balance on March 31st?
     MR. POREDOS:  That is the total space of integrity inventory that we target for the end of March, sir.
     MR. RYDER:  All right.  But it's there.  And it's available for temperature risk?
     MR. POREDOS:  For daily temperature variations, not for an incremental load over a period of time.
     MR. RYDER:  All right.
     MR. POREDOS:  It's for daily differences in the forecast, weather forecast.
     MR. RYDER:  Well, 3 Bcf will take you over an extended period of time.
     MR. POREDOS:  Yes, the 3 Bcf is part of the 5, but I also have within that 5 these other items which are required to also backstop as a system operator.
     MR. RYDER:  Now, let me try to return to Undertaking 43.
     Can you turn to page 39 of my examination materials, please?
     MR. POREDOS:  Yes, we have that.
     MR. RYDER:  And that's a letter from me trying to explain what we're after with respect to Undertaking 43.
     MR. POREDOS:  Yes.
     MR. RYDER:  And if I can turn you to the second page of that letter.  In the second-last paragraph, I state:     
     
"Clearly, the intent of Undertaking 43B is to

ascertain the impact on costs and the storage

allocation to infranchise customer of weather
impacts, where the SENDOUT model solves for
storage as opposed to storage being a fixed
constraint." 

All right?  See that?
     MR. POREDOS:  Yes.
     MR. RYDER:  And the weather impacts were warmer 

by 40 percent -- sorry, 4 percent warmer-than-normal winter and a 4 percent colder-than-normal winter.  Those were the two scenarios?
     MR. POREDOS:  The weather normalized, you're talking about, above 4 percent?.
     MR. RYDER:  4 percent above normal and 4 percent, you know, below, as I've noted there.
     MR. POREDOS:  Yes.
     MR. RYDER:  Now, has that question been answered?
     MR. BROEDERS:  Yes.
     MR. RYDER:  And can you point me to the answer, please?
     MR. BROEDERS:  The supplemental response that was handed out this morning shows the impact on storage and UDC of...
     MR. RYDER:  And that's J12.1?
     MR. BROEDERS:  Yes.
     MR. RYDER:  Well, let's see what your answer is with respect to UDC.  If we can go back to page 44 of my materials, this is your first stab, I think, at 43A, this is.  Under the column “2007 Rate Case Filing,” you've got 4,657, is that tJs, of UDC?
     MR. POREDOS:  Yes.
     MR. RYDER:  And if you allowed storage to float, that increases to 6,141 tJs?
     MR. POREDOS:  Yes.
     MR. RYDER:  And so there's a cost associated with having empty pipe?
     MR. BROEDERS:  There's a cost associated with having pipe, period.
     MR. RYDER:  Yes.  And if it's empty, there's a cost associated with it?
     MR. BROEDERS:  Yes.
     MR. RYDER:  And I understand that SENDOUT can help Union to mitigate the cost of UDC during the course of the year.
     MR. BROEDERS:  I'm not sure I understand how your question -- what do you mean by "help to mitigate"?
     MR. RYDER:  Well, it would show you where and how you can sell it.  SENDOUT would determine the pipeline that the UDC exists on and the cost, and when it's empty?
     MR. BROEDERS:  Correct.
     MR. RYDER:  And that would help you to sell it, even at a discount, and mitigate the cost?
     MR. POREDOS:  Mr. Ryder, you're suggesting that when it forecasts that the pipe would be empty during the summer, that then Union would be looking at selling that pipe in the summer during that period?
     MR. RYDER:  No, but you would be able to sell it during course of the year?
     MR. POREDOS:  Yes, Union has the option to take the demand charge, which is at cost, during the year if it does not require that supply, but we do have to have the supply, especially in the north, for peak-day reasons.

So we can't get rid of that pipe; otherwise we can't supply our peak day in the northern area.
     MR. RYDER:  Is all the UDC in the north?
     MR. BROEDERS:  I don't have the exact breakdown but the bulk of the UDC, it's on north TCPL pipe.
     MR. RYDER:  Well, if -- I mean, here we see that -- the scenario of this undertaking is that storage is allowed to be determined by the SENDOUT method.  So my question to you is, if your CEO comes into your office and says, I'm allowing the storage to be determined by the SENDOUT model and I'm instructing you to mitigate this UDC cost, could you do that?
     MR. POREDOS:  We could mitigate the UDC cost if the supply was not required.
     The issue is that you would not mitigate all of your costs.  The UDC is basically the demand charge on the pipe.
     MR. RYDER:  Well, you could mitigate it, some of it?
     MR. POREDOS:  You could mitigate some of it, but I'm telling you right now, you're not going to be getting much for the pipe.  This summer, the pipe has no value in most cases.
     MR. RYDER:  What about as we head into the winter?
     MR. POREDOS:  As I said, in the winter, the majority of those pipes are required for peak day demand in the north, which means I have to even fill it to make sure that we supply the customers in the north.
     MR. RYDER:  Can you take a stab at estimating the effect of mitigation at the outset of the plan?
     MR. BROEDERS:  Pardon me?
     MR. RYDER:  Can you take a stab at estimating the -- quantifying the effect of mitigation if you introduced it at the outset of the plan?      

[Witness panel confers]
     MR. POREDOS:  The UDC, to try to estimate what the value of the pipe is for next summer or next winter is difficult.  So if you're looking at UDC, you'll have to really evaluate what you think the forward price of gas will be and what you believe that the demands will be and whether you require the pipe in the north or not.  And in our case, the northern pipe is required.  I don't know what what the proportion of the southern pipe is, but we would normally get rid of pipe in the summertime, not in the north -- or not in the winter.
     MR. RYDER:  Well, I think I'm instructed to ask you to take a stab at that, please, at least so we know what the savings are in the south.
     MR. POREDOS:  Could you please define exactly what you're asking?  Is it take a stab at...?
     MR. RYDER:  At quantifying the effects of mitigating the UDC.
     MR. POREDOS:  Okay.
     MS. SEBALJ:  I'll just mark that as K12.8.
     UNDERTAKING NO. K12.8:  TO QUANTIFY THE EFFECTS OF

MITIGATING THE UDC
     MR. RYDER:  Now, as a rule, gas purchased in the summer and then stored to be able to use it in the winter is less costly than gas purchased in the winter and used in the winter.  Is that a fair statement?
     MR. POREDOS:  The summer price of gas is lower, but the winter price of gas, you would have to add the cost of storage on to it.
     MR. RYDER:  Yes, and when you add the cost of storage on to it, on to the summer gas, it's still cheaper than the winter gas.
     MR. POREDOS:  Under some circumstances, not all circumstances.
     MR. RYDER:  But isn't that one reason for the considerable premium in storage prices?
     MR. POREDOS:  That's what I'm saying.  I mean, today it is, but, again, this is looking at a point in time -- as I had said before, under similar circumstances, you can buy winter gas at the same price as you buy summer gas.  That's happened in the marketplace.
     MR. RYDER:  And when that day comes, there won't be a premium on storage?
     MR. POREDOS:  During those periods there would not be a premium in storage, and in fact in the evidence the EEA put forward, there have been several cases where that the happened in history, over the last five years, probably. 
     MR. RYDER:  There's a premium in storage currently, isn't there?  Right.
     MR. POREDOS:  Today there's a premium to storage, correct.
     MR. RYDER:  And so it’s cheaper to buy –- currently, under current conditions, it's cheaper to buy gas in the summer and store it and then use it in the winter than to buy winter gas.
     MR. POREDOS:  Only if you right.  I guess you wouldn't be packing storage for the -- on the basis of some speculation that you would require it.
     Union uses the aggregate excess and it fills to the November 1, with summer gas.  So the aggregate excess -- or, sorry, storage space that's allocated infranchise is full going into the winter.
     MR. RYDER:  Well, just for the purposes of this examination, can you quantify the difference in price between summer gas plus storage versus winter gas, for me?  And you can use -- and you can take it out over five years using NYMEX.
     MR. POREDOS:  Are you asking me do that?
     MR. RYDER:  Yes.
     MR. POREDOS:  As an undertaking?
     MR. RYDER:  Yes.  1 Bcf.
     MR. POREDOS:   Sorry, 1 Bcf, and what’s the -- could you repeat the question, please, or the undertaking?
     MR. RYDER:  The difference in price between -- the difference in cost between purchasing gas, purchasing summer gas and storing it at cost for use in the winter as against purchasing gas in the winter for winter use.
     MR. POREDOS:  The difficulty that Union will have with that is that you have to settle on a forward price curve for a commodity, and there's probably variability in that forward price curve.  So, to suggest that any one forecast is the right forecast, I'm not sure how we're going come to a conclusion on it.
     MR. RYDER:  Well, can you do it as of today's prices?
     MR. POREDOS:  Which is a point in time where prices are quite high because of the situation we're in today.      Now, two years from now or four years from now, that price could be the opposite way around where you might, in fact, have negative prices and storage will have no value, and you --
     MR. RYDER:  Well, insofar as it would impact on the 2007 gas supply plan, could you use today's prices?
     MR. POREDOS:  We'll attempt to do that.
     MR. RYDER:  Thank you, sir.
     MR. RUPERT:  Mr. Ryder, so I'm following this -- I'm not quite sure what you're asking.  Are you asking for the -- buying gas today, storing it for several months, at what price?  What storage price?
     MR. RYDER:  At cost.
     MR. RUPERT:  At cost, okay.  And that gives you, at the end of six months or whatever, an all-in cost, compared to what?
     MR. RYDER:  Compared to purchasing gas in, say, February and March for delivery in February and March.
     MR. RUPERT:  How are you going to do that now?
     MR. RYDER:  By using NYMEX forward prices.
     MR. LESLIE:  He's suggesting we use the NYMEX strip for the next five years.
     MR. RUPERT:  Oh, you're using today's forward price.
     MR. RYDER:  Yes.
     MR. RUPERT:  Well, it's pretty obvious the answer you're going to get to that question.
     MR. RYDER:  Well, that's probably why it's not a bad question.
     MR. LESLIE:  Well, on the other hand, Mr. Ryder, you can get an answer to the question, but given the qualifications around it, how much use is this actually going to be to the Board?
     MR. RYDER:  Sorry, Mr. Leslie.
     MR. LESLIE:  Sorry.  With respect to your request for an undertaking to compare the cost of summer gas and storage with the cost of winter gas, based on a NYMEX strip for five years at today's prices, my question is, how much use is that information going to be to anybody?  If the proposition you're trying to support is that it's cheaper  to use storage than it is to buy gas in winter, I mean, all that does is tell you what it might be at any point in time.  It doesn't -- I mean, those prices can change daily.  That's a lot of work to go to for something that really doesn't tell us very much.
     MR. RYDER:  Well, I'm told it's not that -- a lot -- great deal of work, but... I'm in the Board's hands.  I think it would be helpful because it emphasises the value of storage as opposed to storage for infranchise.
     MR. LESLIE:  All right, then.  Will do.
     MR. RYDER:  Thank you.
     MR. KAISER:  Can we get that number?
     MS. SEBALJ:  It's K12.8 (sic).
     UNDERTAKING NO. K12.9:  TO COMPARE THE COST OF SUMMER

GAS AND STORAGE WITH THE COST OF WINTER GAS, BASED ON

A NYMEX STRIP FOR FIVE YEARS AT TODAY'S PRICES
MR. KAISER:  Thank you.
     MR. RYDER:  Now, I'd like to turn to your Undertaking No. 44.
     MS. SEBALJ:  Sorry.  I misread my own notes.  It's K12.9.  My apologies.
     MR. RYDER:  Which begins at page 51, but it has five conclusions.  It ends up with five conclusions at page 55.  Can I ask you to turn to your conclusions?
     MR. POREDOS:  Yes, I have them.
     MR. RYDER:  The first one makes two statements, and the first is that the allocation methodology applies equally to all customers, including its own sales customers.  And I suggest to you that the method, presumably, is the same no matter which customer is subject to it, but the reality is that the method is more honoured in the breach than the observance, if Undertaking 45 tells us anything.  There is so much deviation from the method that -- how can you say that it applies equally to all customers?
     MR. POREDOS:  Well, the method does apply equally to all customers, Mr. Ryder.  The issue is that some customers' demand forecasts are different than the forecasts that the City of Kitchener might have, or those that our sales service customers may have because they're heat sensitive.
     MR. RYDER:  I guess my point is that the storage allocation that Union actually follows deviates significantly from the aggregate excess in a number of cases.
     MR. POREDOS:  I believe it deviates.  The only place that it would deviate is where there's been grandfathering.  The demand forecast is perhaps different for different types of customers.  Industrial customers would have a different demand forecast than a residential customer.  But the methodology is applied consistently for all infranchise customers.
     MR. RYDER:  Well, Undertaking 45 shows that 45 customers don't getting aggregate excess.
     MR. POREDOS:  Because they're either grandfathered or they haven't triggered the plus or minus 5 percent since last time the aggregate excess was applied.
     MR. RYDER:  All right.  So, whatever the reason, you can't say that you've squeezed your customer group into the aggregate excess method on a universal basis.
     MR. POREDOS:  Well, I believe with any change there's some transition, and that's what was anticipated during the unbundling hearing, is that there would be a transition for our T-service customers to this new methodology.
     The infranchise customers, the heat-sensitive customers, have been on that methodology since that agreement was put in place, so there are some transition periods that have to be taken into account.
     MR. RYDER:  And you go on to say, in conclusion one, that:

"Kitchener's proposed methodology applies the only Kitchener." 

Well, surely you appreciate that it's applicable to any utility with an obligation to meet firm demand of heat-sensitive customers?  They have to have some reserve at March 31st.
     MR. POREDOS:  Our comment there was that this application that Kitchener's proposing will only be applied to Kitchener.
     MR. RYDER:  Well, if NRG and Six Nations goes out to 

-- becomes a T3 customer, presumably they will want to reserve for March 31st.
     MR. POREDOS:  That's speculation at this point.  I'm not sure what that customer would want.
     MR. RYDER:  Yes.  Well, you have a reserve for March 31st, don't you?
     MR. POREDOS:  We have a reserve for integrity space; that's correct, for operational reasons, as I discussed earlier, not for weather variances on a seasonal basis.
     MR. RYDER:  No, you have some weather variance reserved.
     MR. POREDOS:  No, into April.
     MR. RYDER:  April 15th.  Aggregate excess runs out on March 31st.
     MR. POREDOS:  That's correct.
     MR. RYDER:  Now, the second one, you say that:

"Aggregate excess addresses seasonal storage needs." 

Right?  Do you see that?
     MR. POREDOS:  Yes.
     MR. RYDER:  But that's only for a normal winter, is it not?
     MR. POREDOS:  The aggregate excess is based on a normal winter, yes.
     MR. RYDER:  Yeah.  And there's no protection in the aggregate excess for a colder-than-normal winter?
     MR. POREDOS:  Based on definition, no, there isn't.  There's an equal probability of warmer and colder, with a normalized -– normal forecast.
     MR. RYDER:  Yes, but if you have an obligation to serve the M2, you've got to have some protection for colder-than-normal weather because it will happen some time, maybe even 50 percent of the time.
     MR. POREDOS:  Cold weather will happen some time, and it may happen 50 percent of the time.  But from the standpoint of having enough volume in place for your seasonal demands, any incremental demand, because of cold weather, Union, as would a -- as the DP customers will do today, as other customers will do, they'll go out and buy spot.  And that's how they manage the incremental demand during the winter period.
     MR. RYDER:  Well, you've also got 3 Bcf, but we've been through that, that can be spent over some period of time, for colder-than-normal weather?
     MR. POREDOS:  For daily variation.
     MR. RYDER:  Now, you also say that Kitchener's peak-day responsibility is satisfied by the formula:  Deliverability equals contract demand minus DCQ.  Do you see that, the end of -- 
     MR. POREDOS:  Yes, I do.
     MR. RYDER:  And that really means that deliverability from storage equates to CD minus – no, sorry.  Deliverability means deliverability from storage; right?
     MR. POREDOS:  Deliverability means deliverability from storage.
     MR. RYDER:  Yes.
     MR. POREDOS:  The deliverability, the CD, minus your daily deliveries or your annual average demand, is what your CD -- or, sorry, what your -- the difference between your CD and what you deliver on a daily basis off the pipe is what the deliverability out of storage would be.  That is your maximum amount of deliverability that you would have.
     MR. RYDER:  Okay.  I confused myself.  Let me start again.
     What the formula means is that CD, which is your peak demand, equates -- is met by daily deliveries, your DCQ, plus deliveries from storage; right?
     MR. POREDOS:  Yes.  And CD is a one-day event.
     MR. RYDER:  Yes.
     MR. POREDOS:  It is the peak day, so to speak.
     MR. RYDER:  Yes.  And so it's a 44-degree day.
     MR. POREDOS:  A 44-degree day is what Union uses as its peak day, as its design day.
     MR. RYDER:  And that's a prudent definition of peak day for a utility?
     MR. POREDOS:  It's a prudent definition for the southern area that Union uses.  In the north, the weather is colder and the peak day is somewhat higher.
     MR. RYDER:  In Kitchener, it’s a 44-degree day.
     MR. POREDOS:  44 is reasonable for Kitchener's southern area, yes.
     MR. RYDER:  And under the contract between Kitchener and Union - you spoke about this - and for all T-service contracts, the customer needs to maintain a minimum level of 20 percent of its storage balance, because after -- in order to have peak deliverability.
     MR. POREDOS:  As per your contract; that's correct.
     MR. RYDER:  And for a peak day, to meet a peak-day demand, a utility needs full delivery, full deliverability. 
     MR. POREDOS:  If you're saying that you need the full deliverability on your peak day, you're correct.  What you're saying is that on a peak day you require your deliveries off the pipe plus the difference, which is the deliverability from storage.
     MR. RYDER:  Right.  And so, in order to have full deliverability from storage on a peak day, on March 1st, Kitchener can't fall below 20 percent in its storage balance.
     MR. POREDOS:  Under Kitchener's contract, at any time of the year, regardless if it's the 1st of March, the last of March, the middle of the summer, or the middle of January, the contract states that if you're at 20 percent or above, you get your full maximum deliverability.  If you're below that, it is proportionally rated.      

MR. RYDER:  And so if it goes below that, you can't meet your peak-day responsibilities?
     MR. POREDOS:  You can meet your peak day by buying additional inventory, or, if you drop below that and you draw more than your deliverability, you would just get charged overrun.
     MR. RYDER:  Well, look at your formula that you've included in your second conclusion.  I suggest to you, Mr. Poredos, that that formula only works if Kitchener has full deliverability.
     MR. POREDOS:  Are you suggesting that your CD equals your deliverability plus your daily deliveries off the pipe?  I agree with you.
     MR. RYDER:  I'm just dealing with your formula.  Do you agree with me?
     MR. POREDOS:  I'm agreeing that the deliverability is equal to the difference between the CD and your deliveries off the pipeline.
     MR. RYDER:  Yeah.  But that formula that you've got, that you described, only works if Kitchener has a full deliverability from storage.  It's got have at least 20 percent of its storage balance.      

MR. POREDOS:  If you have 20 percent or more, you will get your full deliverability from storage that you've contracted for.      

MR. RYDER:  Okay.

MR. POREDOS:  Having said that, you have other options.  If that's something that Kitchener doesn't want to do, there are other services that Union provides, at cost, that can be used.  I talked about those earlier.  You could use a T3 service where Union provides the deliverability; then we have to manage that 20 percent or the amount of the deliverability required by yourself.
     MR. RYDER:  I understand.
     MR. POREDOS:  We could also go to a U9 service.
     MR. RYDER:  I understand that.  But for the purposes of my question, I'm right that your formula, which you've described here in your testimony - this is your answer - only works if Kitchener has 20 percent of its storage balance intact.
     MR. POREDOS:  I already agreed to that.
     MR. RYDER:  Thanks.  

Now, your third -- moving right along, your third point, you say:

"The Kitchener method assumes that colder-than
normal is a higher probability." 

Do you see where you say that?
     MR. POREDOS:  Sorry, could you repeat that?
     MR. RYDER:  Your third conclusion states that:

"The Kitchener method assumes that colder-than-normal is a higher probability." 

Do you see that?
     MR. POREDOS:  Yes.
     MR. RYDER:  And I simply -- maybe you've already told me this, but don't you agree that the supply plan for any distribution utility must at least be capable of handling colder-than-normal weather?
     MR. POREDOS:  Union's supply plan assumes a 50/50 probability for both colder and warmer weather.  So we will put enough molecules in place November 1 to handle a normal winter.  Any incremental demand on a seasonal basis above that, we will go out and buy spot to replace it during the winter.  So we'd only buy what the incremental demand is with spot.
     MR. RYDER:  And spot is the high-costing gas, winter gas.
     MR. POREDOS:  Well, it's purchased during the winter period; I wouldn't say that it's high cost.
     MR. RYDER:  Right.  And the cost of that is paid for by your M2 customers?
     MR. POREDOS:  The cost of that is reviewed by the Board and is disposed of at the end of the year.
     MR. RYDER:  Right.  Now, point 4, I think we agree with point 4, but I take it you don't dispute that Kitchener has responsibility for the M2 heat-sensitive customers?
     MR. POREDOS:  Kitchener has a responsibility to meet their obligations to their customers and provide the service that they've put forward.  What we're saying in point 4 is that Kitchener isn't a system operator.
     MR. RYDER:  Thank you, Mr. Poredos.  Those are my questions.  

Thank you, Mr. Chairman and Panel Members.
     MR. KAISER:  Thank you, Mr. Ryder.
     MS. SEBALJ:  I don't know whether there's anyone else in the room that has questions for this panel on this issue?

MR. LESLIE:  Is there anyone else?
     MS. SEBALJ:  Yes, Mr. Leslie brings up a good point.  Is there anyone else in the room?  We just have a few follow-up questions.
     CROSS-EXAMINATION BY MS. SEBALJ:
     MS. SEBALJ:  If I can turn you to -- I think the easiest way to refer to this is page 57 of Exhibit J12.2, which is Mr. Ryder's package for cross-examination, and that's Undertaking No. 45.
     Having reread the question in this undertaking, which is actually in the previous, page 56, it's my understanding from previous questioning is that the list of customers is a lot longer.  It's about -- in the seventies of contracts.  This is a subset of those that have a difference between their aggregate excess number and whatever is currently in their contract.      

[Witness panel confers]
     MR. POREDOS:  Yes.  There are some others.
     MS. SEBALJ:  And we can assume, I suppose, from a question from the others that there is no difference between the aggregate excess number and whatever is currently in their contract?
     MR. POREDOS:  That's correct.
     MS. SEBALJ:  Thank you.  Of the customers in this list - I think I counted 45 as well, Mr. Ryder - is Kitchener -- is the last one, the T3, the only LDC in that list, or do you know?      

MR. POREDOS:  Kitchener's the only LDC that has T3 services, so far as I understand it.
     Sorry.  They would all -- any other utilities that are within our franchise would be in M9.  So I don't believe there's any other utilities other than Kitchener that is on this list.
     MS. SEBALJ:  Thank you.  I also have some questions relating to footnote number 2, which -- I think this footnote has received more attention than any footnote I've ever seen in a proceeding, but believe it or not, I think these questions are different than the ones that have been asked.
     Is the review that's referred to, just to be clear, is the review that's referred to in the footnote also applicable to Kitchener, the plus or minus 5 review?
     MR. POREDOS:  Yes, it would be.
     MS. SEBALJ:  And so that means that Kitchener has the option, on an annual basis, to revise its allocation for storage on this basis, if there's a plus or minus 5 percent deviation?
     MR. POREDOS:  My understanding is that Kitchener has increased its CD over the last while to a number that is greater than 5 percent.
     MS. SEBALJ:  Of the 45 customers that are listed in this undertaking, have any other customers expressed concern to the Board or to Union with respect to the inadequacy of the existing aggregate excess methodology for allocation of storage?
     MR. POREDOS:  I don't know of any.
     MS. SEBALJ:  Is it possible that there have been some?  Is it worth your giving an undertaking on this to find out if there's someone else in the organization who might know?
     MR. POREDOS:  We can take an undertaking on that just to be sure, but we have not heard of any complaints on that.  But we'll take an undertaking on that just to be sure.
     MS. SEBALJ:  Thank you.  I appreciate that.  That will be K12.10.
     UNDERTAKING NO. K12.10:  OF THE 45 CUSTOMERS LISTED IN

UNDERTAKING NO. 45, PROVIDE LIST OF HOW MANY, IF ANY,

HAVE EXPRESSED CONCERN WITH RESPECT TO THE INADEQUACY

OF THE EXISTING AGGREGATE EXCESS METHODOLOGY FOR

ALLOCATION OF STORAGE
     MS. SEBALJ:  My apologies.  Just one moment.
     I'm wondering -- I'm just trying to find the page reference to something Mr. Ryder took you to previously.  I just have to find it.
     Does Union consider Kitchener to be a heat-sensitive customer?
     MR. POREDOS:  From our standpoint, Kitchener is a customer, a T-service customer, like any other T-service customer.  We don't necessarily know what's on the other side, other than with discussions on process load or industrial load that might be on the other side.
     Obviously, being a utility, they would have both heat-sensitive load and industrial load on the other side of the meter.  But T-service customers normally will manage their contract to provide that variation in demand.
     MS. SEBALJ:  Thank you.  Those are my questions.
     MR. KAISER:  Thank you.

QUESTIONS FROM THE BOARD:
     MR. RUPERT:  Just two questions, following up again on page 57.  This is the table.      

This plus or minus 5 percent factor is in relation to contracted demand; right?  Changes of that magnitude?
     MR. POREDOS:  That's correct.
     MR. RUPERT:  The calculation of aggregate excess allocation, of course, doesn't include or it's not by reference to contract demand; right?  It's a simple average winter versus average annual.
     MR. POREDOS:  It's not directly related, if that's what you're suggesting.  Just repeat the question for us to make sure --
     MR. RUPERT:  Well, the calculation of aggregate excess, as I understand it, is for that 151 days in the winter.  You look at your average draw daily in that period versus what it is for the entire year.
     MR. POREDOS:  That's correct.
     MR. RUPERT:  So whether in the winter or summer I use all of my gas at a hundred percent load factor or I use it all, to be extreme and ridiculous, on one day of the year, it doesn't matter in the aggregate excess calculation, does it?
     MR. POREDOS:  No, it would not matter if they used it over a single day, but it's the seasonal demand in the wintertime that the aggregate excess is based on.
     MR. RUPERT:  I guess what I'm wondering is what relevance -– not what relevance, but how good a trigger this plus or minus 5 percent is to the question of what seasonal storage demands you need.  And I'm just wondering, as to some background, how the changes in a single peak-day figure became the trigger for a reconsideration of the allocation to these customers.
     MR. POREDOS:  CD is really the only hard information that we would have in the contract that actually we can stipulate in terms of the customer’s peak-day demand, the contracted demand.  So, from that standpoint, it was an easier trigger to track overall.
     MR. RUPERT:  But I may be in a case where my daily winter demands are going up, my average daily winter demand’s going up continuously over the years, but my peak’s not changing.  In that case, the trigger doesn’t really help me very much.

MR. POREDOS:  In that case, you wouldn't be triggered.  But your annual demand could change without changing your CD.  You're absolutely correct.
     MR. RUPERT:  The second question I've got, and the only other one, is, I just want to understand the current system better than I do.  Say I'm a brand new industrial in your territory, and I happen to be in a business where I'm a heavy user of gas in the summer.  So my peak day would be in the summer.  My average consumption in the summer is far higher than my winter consumption.  So I just opened up business, and I come to you, and it turns out when I do the aggregate excess calculation, you look at it and say, You’re going to have zero, so you're not going to get any allocation on that basis.  But I still want storage for whatever it is in my business that I'm doing.  What do I do?  You told me that column B would be zero for me because I'm likely to be a fairly modest winter user compared to summer.  So what do I do to get storage?
     MR. POREDOS:  In that case, I would suspect most customers would buy off-peak storage, which we have available during the majority of the year, except for around the October 31st time frame.  And off-peak storage is much cheaper than peak storage, which is what we're talking about here, the aggregate excess.
     So from that standpoint, if I were a power generator or somebody that was just generating a product during the summer period, I would buy off-peak storage and then use that to inject and withdraw during the summer period.
     MR. RUPERT:  What's the cost of the off-peak storage, in rough terms?
     MR. POREDOS:  Again, it would fluctuate with market and market demands and requirements.  This year, I think some of the values have been somewhere around 20 to 35 cents U.S.      

As we get closer to the end of October this year, however, off-peak storage is going to become very much more valuable because there's not a lot of storage available.  Everybody's going to be full.  So people who would want to find a place to put some gas will be willing to pay more for it in the marketplace.
     MR. RUPERT:  So I have to buy storage at market, whatever that might be.
     MR. POREDOS:  Yes.
     MR. RUPERT:  As opposed to these folks who have got contracts at cost, I guess; right?
     MR. POREDOS:  But, in fact, the off-peak storage that we've been selling today is cheaper than cost-based storage.  So there's some trade-off there.
     MR. RUPERT:  Okay.  Thanks.

MS. CHAPLIN:  I'm trying to understand this question that Kitchener's raised sort of on a higher conceptual level, and I'm hoping you can help me a little bit with this.  It seems to me that Union -- I take the point that Union is the system operator.  But it seems to me Union is also, in a sense, a storage customer for its bundled infranchise customers.  Would you accept that characterization?
     MR. POREDOS:  Yes.
     MS. CHAPLIN:  Sort of separate and apart from being the operator of storage and the operator of the transmission system.
     MR. POREDOS:  We have storage set aside for infranchise customers; that's correct.
     MS. CHAPLIN:  Okay.  Now, from the questioning and the information that's been passing back and forth, my sense is, and this is where I'm looking to be corrected if my impression is incorrect, my impression is that Union, as a storage customer, can avail itself of some of the services or some of the capability that Union, as the storage operator, holds.  And I'm thinking particularly towards the end of the storage season, when you're describing that if there's in-day temperature changes for your infranchise customers, you are making use of those inventories and that deliverability.  Is that -- am I missing something or am I incorrect?  Am I correct?
     MR. POREDOS:  The temperature change portion of the integrity space is there for just that.  It is there for the daily variances for infranchise customers.  But only the infranchise customers that use that or we use for them are the ones that pay for that part of the integrity space.  Only the M2 customers pay for it, basically.
     MS. CHAPLIN:  Okay.  They pay for that space on a -- and that is a cost-based --
     MR. POREDOS:  That's correct.
     MS. CHAPLIN:  And I'm trying to contrast that with what Kitchener, as a storage customer, has access to at that end of the season.  And it appears to me that they don't have access to that cost-based space.  But, in effect, they are the same type of storage customer.  They are a storage customer in the same way that Union, as a distribution system operator, is a storage customer.  And I'm trying to understand -- what I understand is, you make a distinction.  I'm having trouble seeing that distinction.
     MR. POREDOS:  Well, the distinction from Union's standpoint is that the customer's taken on a T-service contract, and we're managing that T-service contract on the basis of the parameters of that contract that have been approved and agreed to.
     So, from that standpoint, the options that they've taken with that contract, Kitchener specifically has taken the 20 percent, that they will provide the deliverability inventory, and they have other options to be able to do that.  So they manage -- T-service customers manage, within the contract that they've agreed to, within those parameters.
     So if they went to the M9 service, again, they would avail themselves of the assets and products and abilities of that service, so to speak.  The same with the U9 service.  They have the ability, then, to manage the storage independently.  They have the ability to take gas off the franchise, except for the 22-day call.  So they have a lot more flexibility.
     But it's really the level of the service that you're buying, that you're contracting for.
     MS. CHAPLIN:  Okay.  And so the closest analogy to Union, as a storage company –- Union, as a storage customer, would be if Kitchener were taking M9?  Is that sort of the comparable -- because implicitly they would have access to that system integrity space at the end of the season for daily weather variation.  Is that --
     MR. POREDOS:  Under that scenario, Union would be managing the deliverability; they would not have to provide that inventory, and, in fact, they could go negative in terms of the total amount in storage.  So they'd be drawing on the system allocation of space and molecules, and then we would have to go out and buy spot because they're burning incremental demand.
     We would buy spot, and then that would come back as a prudency decision by the Board and dispensed with to those customers.
     MS. CHAPLIN:  Okay.  Thank you.  Those are my questions.
     MR. KAISER:  Any re-examination, Mr. Leslie?

RE-EXAMINATION BY MR. LESLIE:
     MR. LESLIE:  Just one question, I think, in connection with deliverability and inventories at the end of the March, beginning and end of March.

Mr. Poredos, I understood you to say that Kitchener did have the option of purchasing from Union a deliverability service that would, in effect, ensure that they had the deliverability they require at the end of the season to meet seasonal -- to meet demand?
     MR. POREDOS:  Yes.  Even under the T3 service, there is an option under that service where Union would provide the deliverability, the 20 percent deliverability.  So Kitchener would not have a trigger.  They could play anywhere within their total space.  Other than going negative, they could play within their space without any issues with deliverability.
     MR. LESLIE:  And is that service cost-based?
     MR. POREDOS:  Yes, it is.
     MR. LESLIE:  Thank you.  Those are all my questions.
     MR. KAISER:  Thank you, Mr. Leslie.  

Thank you, gentlemen.
     MS. SEBALJ:  As I understand it, Kitchener is --basically they're going to switch spots, or not, depending on what's convenient.
     MR. KAISER:  Mr. Ryder, do you want to take a break now while we're getting set up?  Would that be of help to you?
     MR. RYDER:  Doesn't matter.
     MR. KAISER:  All right.  15 minutes.      

--- Recess taken at 2:43 p.m.

--- On resuming at 3:12 p.m.
     MR. KAISER:  Please be seated.  

Mr. Ryder.
     MR. RYDER:  Thank you, sir.

PRELIMINARY MATTERS:
     MS. SEBALJ:  Mr. Chair, if I may, just before we get started.  Mr. Ryder, sorry to interrupt.  I've left in front of you copies of two separate e-mails, both dated today, a few minutes ago, actually.  They're both forwarded to St. Andrew's Club at the top, but one is from Mr. Thompson and one is from Mr. Warren, and this is with respect to the MHP Canada request that Mr. Smith put on the record this morning.
     I'll mark those.  And then we can give Mr. Smith an opportunity to respond.  I think he's had an opportunity to read both.
     So we'll mark the e-mail from Mr. Thompson as J12.4.

EXHIBIT NO. J12.4:  E-MAIL FROM MR. THOMPSON, DATED

JULY 17, 2006
     MS. SEBALJ:  And the one from Mr. Warren as J12.5.

EXHIBIT NO. J12.5:  E-MAIL FROM MR. WARREN, DATED 

JULY 17, 2006
     MR. KAISER:  Mr. Smith, do you want to deal with these now or later?
     MR. SMITH:  I could do it very briefly now, sir.
     MR. KAISER:  All right.
     MR. SMITH:  I just want to make clear that we were not asking to have the decision on whether or not your decision on the core point should be expedited, decided at this point.  We were simply asking that the Board take into consideration the possibility of doing that once the arguments from parties opposite had been presented as part of the full case.
     In fact, as I look at Mr. Thompson's e-mail, the sixth paragraph, which is at the bottom of the first page on my copy, states that:

"IGUA/AMPCO have no objection to MHP reiterating

in its argument in these proceedings its request
for severance and an accelerated decision with
respect to the issues which it characterizes as
core points to its particular situation.  If any
intervenors have an interest in these issues,

they can provide their response thereto in the
arguments they are to deliver on or about the
August 28, 2006.  After all arguments with
respect to the matter have been received, the
Board can determine whether the request that MHP
makes for severance and accelerated decisions
with respect to its core points should be
granted." 

Sir, that is all we're requesting.  And we're quite content to proceed on that basis.  We had simply wanted to be clear that we were requesting parties to address that issue in their arguments.  MHP will certainly make that plain in its argument in-chief on the 11th of August.
     MR. KAISER:  Yes.  Thank you.  That's how I had understood it. 
     MR. Ryder.
     MR. RYDER:  The City of Kitchener has two members to its panel.  Mr. Quinn, the director of utilities, who is closest to you, and Mr. Gruenbauer, who is closest to me, who is manager of regulatory affairs and supply.  I won't go extensively into their curriculum vitae.  But could I ask you to turn it up, Messrs. Quinn and Gruenbauer -- I guess first you should be sworn.
     CITY OF KITCHENER – PANEL 1:

Dwayne Quinn; Sworn.

James Gruenbauer; Sworn. 
     EXAMINATION BY MR. RYDER:
MR. RYDER:  Thank you.  

First your resumé, Mr. Gruenbauer.  I understand that you are in full-time employment with the City of Kitchener?
     MR. GRUENBAUER:  Yes, sir; that's correct.
     MR. RYDER:  And so your former consulting work is in the past, and you're not doing any consulting work now?
     MR. GRUENBAUER:  That's correct.
     MR. RYDER:  Okay.  And your role at the City of Kitchener speaks of negotiation and risk management of gas contracts.  And what kinds of contracts do you deal with?
     MR. GRUENBAUER:  Those would be gas supply contracts, gas transportation, and, of course, the storage aspect of our T3 contract with Union Gas.
     MR. RYDER:  Right.  And the supply contracts are for your sales customers?
     MR. GRUENBAUER:  For our systems sales customers; that's correct.
     MR. RYDER:  To provide service to them?
     MR. GRUENBAUER:  Yes.  Purchase and resale of the commodity.
     MR. RYDER:  And your participation in other hearings before this Board is set out in the second page?
     MR. GRUENBAUER:  That's correct.
     MR. RYDER:  And can you just tell us what topics you addressed -- your evidence addressed when you were a witness for Consumers and then for Northern and Central and ICG?
     MR. GRUENBAUER:  Yes.  The appearances listed on behalf of Consumers Gas were from about 1989 through 1993, and those were predominantly main rate cases.  I testified in marketing matters, dealings with direct purchase options, and sort of the initial efforts at unbundling those services to facilitate procurement of gas supply by customers under direct purchase arrangements.
     The five citations noted with Northern and Central Gas and ICG utilities, those, again, were main rates cases, and I gave evidence in cost allocation rate design and gas supply.
     MR. RYDER:  Thank you.  And when you served as an independent secretary of the working group, as I recall, you were selected or that position was forced on you by your peers? 
     MR. GRUENBAUER:  Nobody else would do that job, sir.
     MR. RYDER:  And, Mr. Quinn, you're the director of utilities, and you've held that position since 1998?
     MR. QUINN:  That's correct.
     MR. RYDER:  And before that, you had other functions within the system, within the division?
     MR. QUINN:  Yes.
     MR. RYDER:  And some years before that, you were an employee of Union Gas?
     MR. QUINN:  That's correct.
     MR. RYDER:  Okay.  And with the responsibilities noted at the top of the page.
     MR. QUINN:  Yes.
     MR. RYDER:  And you've also testified before this Board?
     MR. QUINN:  Yes, I have.
     MR. RYDER:  In the proceedings that are listed at the bottom of the page?
     MR. QUINN:  That's correct.
     MR. RYDER:  All right.  Now, can you, in a nutshell, either of you, tell us why the Kitchener utilities is an active participant in this case?
     MR. QUINN:  Yes.  Energy markets have increased in their volatility over the last number of years.  As a community-owned utility, most of our customers are also owners, and therefore we think it's very important to manage the load-balancing costs and the commodity risk on behalf of our community.  We understand that storage provides a significant asset that allows us to do risk management, and therefore we have employed that asset in serving the community.
     What we've learned about storage has helped us in our role, but we also believe it's more important in terms of its role in the Province of Ontario at this time, and we believe our experience could be helpful to this Board in rendering a decision in this area.
     MR. RYDER:  Now, in particular, with respect to Issue II, what positions is the City taking?
     MR. QUINN:  We are not experts in market power to be able to talk about issues of forbearance, as has been developed throughout this proceeding.  But we have registered our concern about considering forbearance in the absence of a storage and transportation access rule.  Without assurances of non-discriminatory access, we don't believes the in the public interest to forbear at this time.
     Further, throughout this proceeding, we have come to the position that we believe cost-based storage should be available to all customers in Ontario.  Specifically in terms of the constraining allocation, in terms of sub-Issue IV of Issue II, we believe that storage should be managed in a more prudent fashion to ensure the interests of the Province of Ontario are managed first, and then other opportunities as they evolve.
     In our experience, this comes down to ensuring those who manage themselves work to a March 1st peak day.
     MR. RYDER:  Well, before we get to the March 1st peak-day requirement, has Kitchener considered the financial impact on it of cost-based storage for Ontario?
     MR. QUINN:  Yes, we have.  As an infranchise customer of Union, we currently share in the proceeds of Union's S&T deferral accounts.  Cost-based rates for all of Ontario would reduce the amounts available for distribution.
     While we cannot be precise in terms of the financial impact on an annual basis because we don't know the breakdown between Ontario and non-Ontario customers, we believe that this impact will be an increase in cost to Kitchener of between 100 and 200,000 dollars on an annual basis.
     MR. RYDER:  Getting to your proposal for an allocation method to the gas utility or the City, can you explain why the March 1st storage level requirement is your starting point?
     MR. QUINN:  From our collective experience, we understand that a 44-degree day on March 1st is the criteria used for southwestern Ontario, and therefore we've employed that at the City of Kitchener to meet our obligations to serve our customers on March 1st.
     As required by contract, we must maintain a minimum of 20 percent of gas in inventory on that day to be able to provide the firm obligation to our customers without imposition of penalties that could occur, should we not have 20 percent in our storage.
     MR. RYDER:  And in addition to the March 1st storage level, why do you say there should be a reserve not unlike Union's system integrity space for its M2 customers?  That 3.3 or 3 Bcf that it refers to.
     MR. QUINN:  Well, there are a couple of reasons that come from the history of your work in this area.  At the outset of our current contract, the information that we had emanated from EBR-0499, and subsequently 99-017.  And in those proceedings, we were able to see a breakdown of this contingency space and, as a subject of our negotiations with Union Gas, request a portion of that space as we unbundle ourselves into a T3 contract.  And, as is in our evidence, we were able to get a portion of reserve.  We accept that Union is the system operator and therefore has system integrity needs beyond temperature, but we wanted ours for temperature, especially for late-season deliverability.
     Further to that, we emphasized that in 99-017, and I have a reference here on Exhibit B, tab 1, page 64, Union, in its own evidence, referring to system integrity space, says that:

"It allows Union to continue to meet the demands above forecast through to the end of the winter, i.e., weather colder-than-normal in March and April, by keeping some extra gas in storage for late-season deliverability." 

That information was in front of us at the time, and we argued for a similar position for Kitchener to be able to manage its late-season deliverability obligations also.
     MR. RYDER:  What about the late-season deliverability options that the Union panel discussed this morning and this afternoon?
     MR. QUINN:  Certainly the panel provided an obligation to us, and I'll start with U9.  That is the full unbundled option. 

Kitchener has considered and in fact has had discussions with Union on a U9 alternative.  However, the obligations and risks associated with that service are still greatly in excess of the benefits, as far as we're concerned, and therefore we've chosen to maintain our current T3 status until that would change.
     Further, Union provided, there is a deliverability option in the T3 contract whereby Union can provide that deliverability.  While they have provided that option, in quantifying the cost of that option, it equates to approximately $500,000 a year to have that option, versus carrying our own inventory at a cost of approximately $100,000.  So we have maintained the principle that we would provide our deliverability option.  

The challenge we have is, while we've accepted the responsibility for that deliverability space -- sorry, that deliverability gas that we will be managing, we do not have, if we accept aggregate excess, we do not have the space that we would need to manage that.  If Union were providing that option, it is our belief that they would provide that option using space that is part of what they maintain as a system operator.
     MR. RYDER:  And finally, before I give way to Mr. Leslie, do you have Union's Undertaking 44?
     MR. QUINN:  Yes, I do.
     MR. RYDER:  And at page 5, it gives -- well, it gives four conclusions and sort of a statement at number 5.
     Do you have anything to say about those?
     MR. QUINN:  Yes.  At the conclusion of our discussions with the Union panel, we went through the conclusions, so I don't think there's any need to reread them.  However, going through them in order, with number 1.  

We did not go into specific detail about the applicability of our proposal.  Union's conclusion presumes that Kitchener's asking for more space than it would expect others to receive, and that's clearly not the case.  We believe the March 1st control point, with system integrity space, should be available for all wholesale customers who choose an unbundled option.
     Further, for end-use customers who take the T1 service, we believe the March 1st control point methodology would more closely match their contractual commitments as it does with Kitchener.
     In number 2, Mr. Ryder, you went through with Union the criteria of deliverability equals Kitchener's contract demand minus DCQ, and quite frankly, again, as we asked, that presumes that we have a minimum 20 percent in storage to meet the market -- to be able to have that deliverability.
     So clearly planning for 20 percent up until March 1st is very important to us.  However, if we use all of Union's formulas and the agreed-to forecasts with Union, we come up short of 20 percent as of March 1st and, therefore, on a systemic basis would need to bring in additional deliveries during the winter.
     In number 3, unfortunately Union misstates Kitchener's position, because we are not assuming a higher -- or colder-than-normal winter.  We firmly believe, though, by our experience, that managing the costs of a colder-than-normal winter, that cost is higher in a colder-than-normal winter than it would be, the cost of keeping that gas or carrying that cost in a warmer-than-normal winter.  And that is currently our practice, and our experience has demonstrated that.
     On number 4, managing the integrity space.  Kitchener is not the system operator.  We went through that a number of times this morning.  But we do manage seasonal variation that occurs in our load, due to weather.  And, like Union, we have no control over the decisions of our bundled customers, nor the weather.  Unlike Union, though, Kitchener does not receive an allocation of system integrity space to manage it if we use aggregate excess as the constraining methodology.
     On the last point, it talks about the T1/T3 allocation being there to meet the seasonal load-balancing requirements.  But as I described, again, it presumes that we will get through March 1st, and the risk is there on a systemic basis for us to be below 20 percent.  And, in fact, using our delivery profiles from the last number of years, it demonstrates to us that if we only use the aggregate excess methodology and the DCQ provided for as a function of our annual load, that we will be below 20 percent as of March 1st.  And that is a risk that we cannot incur on behalf of our customers and owners.
     MR. RYDER:  Those are all the questions I have by way of direct.      

MR. KAISER:  Thank you, Mr. Ryder.  

Mr. Leslie.
     MR. LESLIE:  Thank you, sir.

CROSS-EXAMINATION BY MR. LESLIE:
     MR. LESLIE:  Mr. Quinn, I just wanted to clarify, one, the nature of your proposals, and two, their applicability.      The first proposal, as I understand it, would require Union to allocate more cost-based, storage base to Kitchener, based on what you refer to as the March 1 control point?
     MR. QUINN:  That would be correct, in Kitchener's case, yes.
     MR. LESLIE:  And that's really, as I understand it, a calculation that's driven by your requirement for deliverability as at March 1?
     MR. QUINN:  By our contractual commitment to Union for 20 percent as at March 1st, yes.
     MR. LESLIE:  No.  But to put it the other way around, on March 1, you require a certain amount of gas that you can get out of storage; is that correct?
     MR. QUINN:  To meet our firm delivery obligations, we need 20 percent March 1st; that's correct.
     MR. LESLIE:  But the deliverability is an amount of gas that you're withdrawing from service or that Union is withdrawing from storage on your behalf, is it not?  You require the 20 percent inventory in order to maintain that level of deliverability.
     MR. QUINN:  I'm sorry, the question was?
     MR. LESLIE:  The 20 percent inventory requirement is a requirement that exists in order to maintain a level of deliverability; is that not the case?
     MR. QUINN:  Our firm delivery right in our contract, yes, requires --
     MR. LESLIE:  Yes.  And what is that number?
     MR. QUINN:  What is the specific 20 percent number of our space?
     MR. LESLIE:  No.  What is your peak storage withdrawal entitlement?      

MR. QUINN:  Mr. Gruenbauer informs me it's approximately 63,000 gJs.
     MR. LESLIE:  All right.  And in order to get at that 63,000 gJs, you're required by your contract to maintain a 20 percent inventory?
     MR. QUINN:  That's correct.
     MR. LESLIE:  All right.  Now, as I understand what you're proposing, it's really calculating the amount of storage space you're entitled to, based on ensuring that you've got enough space to put -- to meet that 20 percent requirement.
     MR. QUINN:  It presumes, given the forecast, that we will have sufficient gas inventory March 1st, and therefore subtracting our expected consumptions, adding our DCQ, we can work backwards to November 1st as the allocation that we would need manage the March 1st at 20 percent.
     MR. LESLIE:  All right.  Have you got your evidence in front of you, sir?
     MR. QUINN:  Yes, I do.
     MR. LESLIE:  Could you look at Exhibit G?  I think you do the calculation there.
     Now, as I understand what you're proposing, you take your demand from November to February, which is the 179,000 number.  I'm looking at the first column under April '07.  And you subtract from that your supply from November to February.  The difference is what you need to withdraw from storage over that period of time.
     MR. QUINN:  That's correct.
     MR. LESLIE:  And you assume that that difference is 80 percent, and then you gross that up so that the hundred percent will equal your storage allocation, which is the 90,000 number below.
     MR. QUINN:  That's correct.
     MR. LESLIE:  And that allows you to have 20 percent in inventory, working backwards, so to speak, on the March 1 control point.
     MR. QUINN:  Correct.
     MR. LESLIE:  Are there other ways of achieving that level of inventory on March 1?
     MR. QUINN:  Well, as we've described, we are seeking an alternative to prudently manage our obligations to our community during the year.  There are other ways, yes, but this is the most -- least-cost way, in our view, of all of the economics that we've gone through over the last half a dozen or so years.
     MR. LESLIE:  Well, it's the least cost, assuming you get access to cost-based storage.
     MR. QUINN:  It is the least-cost way, presuming least-cost storage, as we are proposing in this model.  Correct.
     MR. LESLIE:  But if the cost of storage was valued at market, there would be other ways of doing it that would become more attractive?
     MR. QUINN:  The potential is there, depending on what the market price is and what the composition of our asset mix is during that time.  Obviously we have to, as Union does, plan for upstream obligations, contract in the long term, and therefore, depending on the mix of those assets, we have to consider storage as an alternative.  But it would be a different economic calculation with market-based storage, I grant you that.
     MR. LESLIE:  All right.  And the witnesses this morning said, in Union's case, one of the other ways they achieve what you're attempting to achieve is to purchase more gas, and that would be an option for you as well, sir.
     MR. QUINN:  It is an option to us, and it has been our experience, as we have been delivering more to Union than a flat DCQ over the six-year term of our contract to this point, that gas has come in at a premium cost, and we believe that premium can be avoided should we have a constraining allocation that more closely reflects our contractual obligations to Union.
     MR. LESLIE:  All right.  Now, I want to understand, that proposal, I take it you're suggesting that that method of calculating storage allocation should apply to infranchise customers of Union's beyond the City of Kitchener?
     MR. QUINN:  Yes.
     MR. LESLIE:  And exactly what groups would qualify for that?
     MR. QUINN:  Customers who are moving from a bundled service to an unbundled service, and that would be T1, T3, and possibly the U2, U7, U9 categories, as they would also be moving to an unbundled and would be managing their own storage.  Not knowing enough about what the U7/U2 obligations are, I can’t say completely if there would be something else that they would be able to utilize.
     MR. LESLIE:  All right.  Do you have any estimate of how much additional storage that would make available to those rate classes?
     MR. QUINN:  No, we do not have that amount.  We obviously sought some additional evidence to determine the amount of storage that is provided to customers.  But, depending on where the Board goes with the constraining allocation, if everybody were forced to an aggregate excess or some other methodology, like ours, the March 1st, there would have to be redistribution of storage.  And whether that would be increasing or decreasing the cost-based storage available to Union, I'd have to ask Union that question, I guess.
     MR. LESLIE:  All right.  Now, the other part of your proposal, as I understand it, is that you would get -- you, the City of Kitchener, would get a portion of the space that Union currently reserves under the title of system integrity space?
     MR. QUINN:  Our proposal is that we would have a comparable level of storage, which we refer to as system integrity because it was common in the vernacular.  Mr. Ryder, in his lead for us, talked about a reserve.  Whether it's called system integrity or reserve, we would ask for an additional space to manage late-season deliverability.
     Should Union determine what its late-season needs are as of April 1st, and maybe the undertakings will be helpful to us to figure that out, we may be able to get a portion of that space.  Should Union believe it needs all of that space, then we would expect that Union would find another way of providing that space not out of its system integrity space.
     MR. GRUENBAUER:  And I should just add to Mr. Quinn's response that the system integrity that Kitchener's proposing that be allocated is only a portion with respect to the temperature risk component.
     MR. LESLIE:  It's the 3.3 Bcf?
     MR. GRUENBAUER:  Yes, that's correct.
     MR. LESLIE:  And you would want a proportionate amount, would you?
     MR. GRUENBAUER:  Yes, which we calculated, and we show that on page 18 of the evidence.
     MR. LESLIE:  Right.  And that, I take it, would be a 

-- that would be an add-on; you would want that in addition to the space that you got as a result of using the deliverability-driven space calculation?
     MR. QUINN:  That's correct.  As Union has separated, there are two issues; one is March 1st and one is March 31st.  The initial space will get us to March 1st; the additional reserve, possibly out of system integrity, would provide us late-season deliverability for post-March 31st.
     MR. LESLIE:  Right.  And would you share that proposal with other rate classes as well, or is that just for Kitchener?
     MR. QUINN:  That would be for embedded distributors in Union's territory and potentially in Enbridge's territory; however, I have to respect that my knowledge of Enbridge's proposal at this point and their territory in terms of embedded distributors is limited.
     MR. LESLIE:  Well, the embedded distributors, as I understand it, are NRG and Six Nations.
     MR. QUINN:  As I understand it, in Union's territory, yes.
     MR. LESLIE:  And they're M9 customers?
     MR. QUINN:  That is my understanding.
     MR. LESLIE:  So they're bundled; this wouldn't apply to them.
     MR. QUINN:  It would not apply to them to the extent that they remain unbundled.
     MR. LESLIE:  Remain bundled.
     MR. QUINN:  Remain bundled; I'm sorry.
     MR. LESLIE:  So for now, at least, it would just apply to Kitchener?
     MR. QUINN:  For now, at least, the integrity space request or reserve for integrity space request would only apply to Kitchener.  The T -- the methodology for March 1st, though, would also apply to T1 customers.
     MR. LESLIE:  Okay.  The City of Kingston is also a community-owned utility.  Do you agree with that? 
     MR. QUINN:  Yes, I do.
     MR. LESLIE:  They're not an embedded utility.
     MR. QUINN:  They're not embedded in the same way we are.  They, as I understand it, have a direct link to TransCanada pipelines that provides them their service.  And, again, I have a knowledge limitation on Kingston.  I can agree that they are a community-owned utility, but they have a direct link to TCPL, is my understanding.
     MR. LESLIE:  But they also deal with Union Gas?
     MR. QUINN:  From the information that has come out in this hearing, and maybe it was in 0520, I have come to know that Kingston has a long-term storage contract with Union.
     MR. LESLIE:  And they also get M12 service from Union, do they not?  Or C1 service, I should say.
     MR. QUINN:  That I don't have knowledge of.
     MR. LESLIE:  Transportation service?
     MR. QUINN:  Again, I don't have knowledge of that.
     MR. LESLIE:  Right.  Coming back to Kitchener.  There was some discussion this morning of a planning model that Union uses called SENDOUT.  Does Kitchener have a similar planning model that it uses?
     MR. QUINN:  No, we do not have the level of sophistication provided by SENDOUT?
     MR. LESLIE:  Do you have any level of sophistication?  
     MR. QUINN:  We have a level of sophistication based on our collective experience.  Myself, Jim, and Loraine Buyargan (phon) buyer John, who have, I guess, decades of experience in the industry, we use the tools that are available to us, and have had discussions with the manufacturer of SENDOUT.  At this time, while we are semi-unbundled, we have not invested in that program.  Should the market evolve and other choices be made, we may consider an investment such as SENDOUT.
     MR. LESLIE:  All right.  Well, Mr. Quinn, it seemed to me, in reading your evidence and listening to your evidence today, that historically - and I don't mean this unkindly - Kitchener has defined its requirements for storage base by essentially looking at what Union does and determining what, in its view, its entitlements should be.
     Do you also do any analysis of what amount of storage space you actually need, separate and apart from what you may or may not think you're entitled to get from Union?
     MR. QUINN:  Yes, we do.
     MR. LESLIE:  And how do you do that?
     MR. QUINN:  An example of that is in our evidence.  We know what our obligations are contractually, and we have provided an example of that in our evidence.  Building it back up, from our knowledge of March 1st as a peak day, as example, yes, it does come from Union.  And we are aware of the work that some of Union's predecessors have done in the hearings to reaffirm March 1st as a 44-degree day, with Mr. James talking about the Industrial Economic study.  And we have seen that it has been proven scientifically, so there's no need for us to reinvent the wheel if that has been scientifically proven.
     MR. LESLIE:  So that's really your proposal as it relates to the March 1 control date and the storage space derived from the deliverability requirements?
     MR. QUINN:  Again, going back to Mr. James' evidence in 456, that is clearly one of the control points that Union had, and it was well defined, using 20 percent.
     Union has evolved since that time.  It has poked more storage holes in; has increased their compressors, such that March 1st is no longer a constraint for Union in the way it was historically.  March 31st, however, is, and, as was offered by the panel this morning, they have to check for March 1st suitability.  Had we done the same thing, we would come up with a problem as of March 1st.  

The challenge we have with that analysis is, if we are to do be kept whole, as EBR-0412 would suggest, in moving from bundled to unbundled, we should get a mix of assets that makes us indifferent whether bundled or unbundled.  And, in our view, that hasn't been the case, if we use aggregate excess as the storage allocation methodology. 

MR. LESLIE:  All right.  But do you have any estimation, analysis of what your storage requirements are for seasonal balancing, apart from looking at the deliverability model that we've talked about earlier?
     MR. QUINN:  On an ongoing basis, we evaluate what is in our portfolio.  In our responsibilities both to our taxpayers, as the delivery utility, we have to manage the cost of load-balancing prudently.
     At the same time, as being the system supplier to those who have not chosen direct purchase, we have obligations in contracts to those customers.
     From that position, and what other assets we have contracted for long-term, such as storage, then we figure out what is prudent for us to go forward and to purchase.  And that is an annual exercise that is updated throughout the year, depending on market conditions and weather conditions.
     MR. LESLIE:  When you say "purchased," do you include the purchase of storage, sir? 
     MR. QUINN:  We have a firm contract for storage embedded in our T3 contract, so it is a contracted asset that we employ to get through the winter.
     MR. LESLIE:  This is the cost-based storage that you get from Union?
     MR. QUINN:  That's correct.
     MR. LESLIE:  And which you're attempting to get more of?
     MR. QUINN:  We are attempting to have an allocation to us that reflects our contract based upon our experience.
     MR. LESLIE:  You've agreed that the City of Kingston is the other community-owned utility in the province.  It's also the other utility that isn't regulated by the Ontario Energy Board, as I understand it.  Is there any material difference between Kitchener and Kingston in terms of what you would do and what your obligations to your customers are?
     MR. QUINN:  What I will say is, we are both gas utilities and as gas utilities we have a firm obligation to serve our customers.  What differs between the two of us is in our corporate structure, and I don't know sufficient knowledge of Kingston's corporate structure and their integration with the electric utility to be able to comment further.
     MR. LESLIE:  But you're both owned by the community, you're owned by the municipality, and you serve load within the municipality, and it's, in part, at least, a heat-sensitive load, what we've referred to as M2?
     MR. QUINN:  Again, I don't have a knowledge of Kingston's heat-sensitivity.
     MR. LESLIE:  Well, is it fair to assume they have more or less the same obligations as you do, sir?  Kitchener, that is.
     MR. QUINN:  They have the same obligations to firm service, I would believe, yes.
     MR. LESLIE:  Do you know whether they make any provision in their supply planning for contingency space of the kind that you're asking for?
     MR. QUINN:  I'm not aware of how they plan their contingency space.  Again, because of their direct link with TransCanada, they are a different -- in a different position, geographically, and from a pipe infrastructure point of view.
     MR. LESLIE:  All right.  Thank you.  Those are my questions.
     MR. KAISER:  Thank you, Mr. Leslie.
     MS. SEBALJ:  Mr. Smith, did you have any questions?
     MR. SMITH:  No, thank you.
     MR. KAISER:  Thank you.  

Ms. Sebalj, go ahead.      

CROSS-EXAMINATION BY MS. SEBALJ:  
     MS. SEBALJ:  Good afternoon.  You're definitely in the home stretch now, Mr. Gruenbauer.
     MR. GRUENBAUER:  Thank you.
     MS. SEBALJ:  Kitchener is proposing that in this proceeding the Board approve the March 1 control point and system integrity space methodology for storage allocation, I think, on the grounds that the current Board-approved aggregate excess methodology is inapplicable to embedded utilities; is that correct?
     MR. QUINN:  I don't want to get into semantics.  We wouldn't say inapplicable, but it provides insufficient cost-based storage, in our view, yes.
     MS. SEBALJ:  If I can get you -- actually, you don't have to turn it up, but in Union's Undertaking No. 42, there was a reference to the Board-approved aggregate excess methodology and the settlement agreement that occurred in that regard.
     CC -- sorry, Kitchener was a signatory to that settlement proposal, and, as indicated, and I think there was discussion about in this morning, took no position on the matter; is that correct?
     MR. QUINN:  That's correct.
     MS. SEBALJ:  Kitchener now has a position that it disagrees with the Board-approved methodology as agreed in RP-1999-0017; is that correct?
     MR. QUINN:  That's correct.  And if I may, to reconcile the differences, I may be anticipating your question, I'd like an opportunity to do that, but I want to hear your question and then I'll...
     MS. SEBALJ:  Well, I was just going to ask, what has changed since that time or what happened at the settlement?  Did you not have an opportunity to voice this concern at that point?
     MR. QUINN:  Well, that's well stated, and I'll back up.  The negotiations were completed by letter of agreement April 7th, 2000, wherein we agreed to an allocation of space that was well in excess of what had been offered under aggregate excess.  We had harkened back to what underpinned our M9 rate and had done a calculation and informed Union that this is what we wanted.
     But we would even accede to their 96.7 percent factor by way of negotiations to come up with a factor -– sorry, the storage space allocation was 89,300.  In doing to, and providing extra deliverabilities throughout the contract, winter deliverabilities, we were also asked, as was evidenced in 2003-063, unfortunately we were asked for a long-term lack of representation at the Board during the course of the contract.
     We would not agree to that, and yet we said, this was our responsibility in terms of getting the contractual parameters set up.  And in doing so, we would agree not to make comments to storage space allocation in the 99-017 proceeding because we were already satisfied in our contract.  We wouldn't, in essence, try to renegotiate the contract by way of involvement in the ADR or in the subsequent hearing.
     So, as part of our letter of agreement, and it was evidence in 2000-063, the April 7th letter indicated that we would not represent ourselves on the issues of storage allocation and other storage-related issues in 99-017.
     MS. SEBALJ:  And so basically you had concerns but you negotiated those away, for lack of a better way of putting it?
     MR. QUINN:  We had concerns and our concerns were satisfied.  Because we were given our space plus the contingency space we thought we were warranted in those discussions, we agreed to additional deliveries, as I say, which was a cost for us throughout the contract.  But in trying to assure Union that we wouldn't sign the contract, then go in and, for lack of a better term, make their lives miserable in the proceeding, spouting off the information that we had this contract and we were going to tell everybody else, you know, about what we believed was an appropriate allocation methodology, we agreed not to try to go into 99-017 with the concerns that we had, because our concerns were resolved in the contract.
     MS. SEBALJ:  Fair enough.  If I can get you to turn up your evidence.  At page 4, the third full paragraph, you say:

"Kitchener's evidence herein and the evidence to follow by way of reply and/or presentation at the oral hearing for NGEIR is expected to assist the Board in determining an appropriate longer-term allocation methodology for Kitchener and other embedded distributors." 

I think we've asked this question a couple of different ways; Mr. Leslie certainly has.  But are you aware of any other embedded utility in Union's franchise area that has brought forward a similar proposal or has similar concerns to those of Kitchener's?
     MR. QUINN:  We went over NRG, and Six Nations is the only known embedded distributors, and I have no knowledge of them bringing forward similar concerns themselves.  And yet, as we've discussed, they are currently an M9 customer, fully bundled. 

     MS. SEBALJ:  And so at this point in time, the methodology that you are suggesting would be catering primarily to Kitchener, or only to Kitchener?

     MR. QUINN:  The methodology would apply to Kitchener, and would hopefully be available to NRG or Six Nations, should they determine that that's the route that they wanted to choose.

     MS. SEBALJ:  On page 13 of your evidence -- sorry.  In the first full paragraph, last sentence, you say:

"For an LDC with no control whatsoever over its demand, this is a potentially critical flaw in the allocation methodology."

What was the approximate accuracy of Kitchener's total demand forecast for 2005 for the rate classes identified in your Undertaking No. 2A?

     MR. QUINN:  If I can get you to clarify that, Ms. Sebalj.  You said the level of accuracy?

     MS. SEBALJ:  Your forecast accuracy.

     MR. GRUENBAUER:  Could I maybe take a stab at restating the question?  You would like to know the extent to which our actual consumption in 2005 was off what we had forecast?

     MS. SEBALJ:  Yes.

     MR. GRUENBAUER:  For 2005?

     MS. SEBALJ:  Yes.

     MR. GRUENBAUER:  Okay.

     MR. QUINN:  Mr. Gruenbauer asked me if we know the answer to that, and I would have to say off the top of my head, no.  It would take a little calculation for us to take what we had embedded in our load planning model and compare it to the actual results for 2005.  I take it you mean the 2005/2006 winter, or the entire year?

     MS. SEBALJ:  The entire year.

     MR. QUINN:  We could undertake to provide that, if that would be helpful.

     MS. SEBALJ:  That would be.  I believe we're on Undertaking K12.11.

     UNDERTAKING NO. K12.11:  TO PROVIDE THE AMOUNT THE

CITY OF KITCHENER’S ACTUAL ENTIRE YEARLY COMPSUMPTION 

VARIED FROM THEIR FORCASTED CONSUMPTION IN 2005

     MS. SEBALJ:  This may also have to be done by way of undertaking, but do you know the average growth in Kitchener's demand from 2001 through to 2005?

     MR. QUINN:  Through that -- and if I may be helpful in answering this, you can tell me if you need more.  2001-2005 encompasses a period in which we worked with Union Gas, actually, to try to come up with a weather-normalized forecast for the City of Kitchener.  We put together our knowledge and Union's knowledge of how they do it in their territory, and we came up with an agreed-to model on a weather-normalized basis.  And this model was completed in 2004.  The degree of load growth was 2.2 percent.

     MS. SEBALJ:  Thank you.  

Referring again to your Undertaking No. 2, I'm wondering if it's possible to compare the forecasts in your part D of the undertaking with the observed, actual consumption in part A of the undertaking.

     MR. GRUENBAUER:  I'll give that a try.  

It appears that the table that includes the forecast for calendar 2005 in part D of Undertaking No. 2, the annual volume, I see there is, over in the total, 307,947 cubic metres.  And that would have incorporated an assumption of normal weather, plus the customer growth from the model that Mr. Quinn just spoke to.

     And if we flip back over to page 3 of that same undertaking, if you were to look at the total for the calendar year 2005 actual, I see 295,733, 103m3s.  So that would be an apples-to-apples comparison, except the variances between the two, of course, would be primarily due to weather and other differences in consumption.

     MR. QUINN:  If we haven't provided a sufficient answer, Ms. Sebalj, we could re-clarify, because I'm not sure we fully answered your question.

     MR. RUPERT:  Mr. Gruenbauer, can I just take it as well, if I go back to 2004, I have the same apples-to-apples comparison?  If I'm looking at page 5, it's 306,433, and going back to the table at page 3 of 5, it’s 293,795.  So is that also an apples-to-apples comparison?

     MR. GRUENBAUER:  Yes, that's correct, with one qualification.  The forecast methodology for the 2004 numbers is different from the forecast methodology used to -- that follows for 2005, 6, and 7.

     MR. RUPERT:  That's the footnote on page 5 of 5?

     MR. GRUENBAUER:  Yes.

     MR. RUPERT:  Thanks.

     MS. SEBALJ:  I'm getting instructions from my expert.

     If we can look at this undertaking one more time.  When I look at 2004, for instance, my understanding is that that the actual demand, on page 3 of 5, was 293,795.  Is that correct?

     MR. GRUENBAUER:  Yes.

     MS. SEBALJ:  And Kitchener's forecast estimate, which is at page 5, for that year was 306,433?

     MR. GRUENBAUER:  Yes.

     MS. SEBALJ:  Okay.  And then also at page 5, the Union forecast was 286,000, which is in the second full paragraph?

     MR. GRUENBAUER:  Yeah, that's correct too.

     MS. SEBALJ:  So, then, Union's forecast was off by about 4.3 percent; I don't know if you'll take that, subject to check?  Sorry, Kitchener's estimate was off by about 4.3 percent?  It was lower.

     MR. GRUENBAUER:  Yes.

     MS. SEBALJ:  And Union's estimate was off by about 2.7 percent; it was higher?  Is that correct?

     MR. QUINN:  I will take those numbers, subject to check, and I would like to add two points.  

One is that the 286, I'm not sure how well it is described in there without looking over Mr. Gruenbauer’s shoulder, but the 286, as I understand it, was actually calculated by taking the last three years' average and adding 1 percent, which again became an issue in the 2003-0063 case.  As a weather-sensitive customer, we believed our load should be weather normalized, not unlike other work that Union had done.  So in the intervening year, as a result of the Board directive, we worked with Union to come up with a forecasting methodology, and it's those numbers that you see in the rest of the chart that are the agreed-to numbers by Union and Kitchener as to the demand forecast for Kitchener going forward.

     MS. SEBALJ:  That's fine.  I guess I'm just wanting to get your agreement that Kitchener's forecast seems to overestimate actual consumption by about 4.3 percent, whereas Union's estimate underestimates the annual forecast by about 2.7 percent.

     MR. QUINN:  That would be accurate for that year.  Yes.

     MS. SEBALJ:  And the 2005 forecast versus actuals suggests again that the forecast has overestimated annual demand by about 4.1 percent.

     MR. QUINN:  Once again, now, that's the agreed-to forecast.  It is over and above that amount that you've given, subject to check.

     MS. SEBALJ:  Thank you.  

If we can turn now to page 12 of your evidence.  I think this is actually in your title, or your subtitle for point 4 on that page, it says:

"Aggregate excess methodology fails to meet storage needs of an LDC."

And then you go on to say, at the last sentence, actually, on that page:

"This creates an inequitable risk of insufficient storage and storage deliverability."

And it goes on.

     What are the risks of variations in demand due to weather on Kitchener's storage allocation?

     [Witness panel confers]

     MS. SEBALJ:  I can repeat if you need me to.

     MR. QUINN:  If you would.  I'm sorry, I didn't think I caught it.

     MS. SEBALJ:  What are the risks in demand, based on variations due to weather, on Kitchener's storage allocation?

     MR. QUINN:  What I understand you to say is that, what are the risks to Kitchener if demand varies through the course of the year?  Is that correct?

     MS. SEBALJ:  We're looking to know what damage is there to Kitchener, I suppose, corporately or from a customer point of view, if there are variations in demand and not enough storage.

     MR. QUINN:  Okay.  That's helpful.  Thank you.  Sorry, just wanted to make sure I answered the right question here.

     Should demands vary -- and I'll take a colder than normal winter, because that's been the premise for a lot of the discussions today.  In a colder than normal winter, we would have to adjust the amount of gas that we purchased on an ongoing basis through to March 1st.  So we would have to buy spot gas on the market.  That would have a two-fold impact.

First off, to the extent that it is needed for our load-balancing, that would create an additional cost to the utility in managing the load-balancing for its customers.  We choose not to pass that load-balancing cost on to our customers.  As again, a community-owned utility, we will absorb that cost.  And an example, in 2003, after going through that winter, even though we incurred additional load-balancing costs, we just reduced our profit by the amount.  So it's up to us to prudently manage that risk.

     Further, if the weather is colder than normal, there's a commodity arriving for our customers.  And again, to the extent that the system supply is in deficit, because it has to balance its contract, it's pseudo-contract inside of Kitchener's utility to April 1st, it has to bring in extra gas during that period also.  So there is a price risk to the customers in their commodity price.

     So those are the two major impacts.  And I see Mr. Gruenbauer may be helpful in adding to it.

     MR. GRUENBAUER:  Really, the risk that the weather creates is also a function of the timing and the duration of that unforcasted variance due to weather.

     There are periods of time during the winter, and I think this came out in the evidence earlier from Mr. Poredos, when you can purchase incremental gas in an opportunistic way.  For example, between Christmas and New Year's, in a winter that may be normal, or warmer than normal to date, may provide an opportunity to buy than gas to bank it to use, just in case January, February, and March are quite cold.

     And that would be contrasted between not making that purchase and then having to buy the same volume of gas two months later at double the price.  And it could be literally the difference between $8 at Dawn and $16 at Dawn.

     MS. SEBALJ:  I think we heard from Union earlier that there are services that are available in Union to deal with these possible contingencies.  I guess a two-part question is:  Does Kitchener agree that there are services available that it can avail itself of, and secondly, why hasn't it to date?

     MR. QUINN:  We agree that there are options available from the market, or potentially through Union.  And should we decide to contract for additional storage space, we have in our contract, as we've discussed, carried a greater than average amount of gas throughout the winter.  So we've been providing winter gas at a higher level every year of our contract.

     And in doing so, we've managed that risk already by buying that gas ahead of time to try to mitigate the price risk of it.  So already our planning takes into account we're providing that.

     Should we find that weather has varied beyond what our prudent planning would allow, then, yes, we have to go to the market for options.  And we can go to Union, to the extent that they have some services available to us, but often we have chosen to look for how we can get spot gas, or potentially - and we have done this over the last number of years - we actually buy ourselves some insurance by selling gas in the fall and having it redelivered to us in March or April.

     So gas that we know that we're going need in March and April, because of some of the potential risks that are there, we will sell a strip of gas, for example, the month of September, and say, okay, bring it back to us in March, above-ground.  That reduces our risk and actually increases our deliverability, reducing the risk of penalties for an over-withdrawal from storage.

So these are some of the things that we have been doing on a regular basis, and have been doing for a number of years.

     MS. SEBALJ:  Do you know how many times, say, in the last five years your contracted storage allocation was insufficient and resulted in insufficient storage and deliverability for your customers?

     MR. QUINN:  What's the period of time, the last five years?

     MS. SEBALJ:  I arbitrarily picked five years.

     MR. QUINN:  Fair enough.  Our current experience inside this contract, we have in that period of time, at April 7th, 2003, we ran over our withdrawal requirements so we had insufficient gas in storage.  So during that day, yes, we did contravene it.  

April 8th, we recognized that there was a risk of doing similar, so we brought in intra-day gas, actual gas in the late nomination, brought to us above ground the next day to reduce the risk of that penalty incurred, again, and we were able to avoid it. 

     MR. SEBALJ:  So, sorry, maybe I misunderstood.  So that's one occasion.

     MR. QUINN:  One occasion, and one we mitigated the risk for.

     MR. SEBALJ:  One you mitigated.  In the event that Kitchener's proposed methodologies over-allocate space to Kitchener, what do you plan to do with the additional storage space?

     MR. QUINN:  I guess the question you've asked is if the storage is in excess of our needs over the course of a winter?

     MS. SEBALJ:  Yes.

     MR. QUINN:  Okay.  And in that context, our responsibility to our taxpayers and our community would be to mitigate the risk of that storage.  Sometimes that is, as it is in 2005 -- or, sorry, 2006, the winter of 2005/2006.  We are carrying that gas in inventory, reducing some of our purchase requirements to be able to manage that.  And when, in fact, we're having to shed gas at this time in the market, to make sure that we meet our November 1st obligations.

     But sometimes, and it has been our experience that, sometimes keeping the gas and holding it in storage, we can live with the carrying costs of that gas in storage over another year, versus being in a position of having to sell it out in the market, hoping for the best, and then having to replace it potentially at a higher price.

     Our tendency is to, if we have the gas, keep it.  If at some point we find that we don't need it back until next winter, sometimes we sell the gas and have it returned back to us before the next winter.

     MS. SEBALJ:  And so when you sell it -- I guess what I'm hearing you say is that, more often than not, you'll keep it and absorb the carrying costs, but that you sometimes resell it, and that would be at market-based rates?

     MR. QUINN:  We resell the gas through one period.  So as an example, we'll sell March, and say, bring it back to us in August.  We don't need it 'til next winter now, we know we have enough to get through.  We’ll sell in March, and then they’ll give it back to us in the same period so that, in essence, we're keeping the gas.

     In an extreme circumstance, as we've seen with the warm weather we've had this year, we've had to sell gas, period, because otherwise we would exceed our storage peak November 1st.  So we've just had too sell it off in the market as a cost of doing business.

     MS. SEBALJ:  Thank you, gentlemen.  

Those are all my questions.

QUESTIONS FROM THE BOARD:

     MR. RUPERT:  Mr. Quinn, I think you said in your opening comments or in response to questions from Mr. Ryder that why Kitchener hasn't got a position on the forbearance issue, the big issue number 2 on storage, is you wanted to be sure that, if there is forbearance, that there's non-discriminatory access to storage here.  But I'm -- tell me if I'm wrong.  

I'm getting the impression that it's not just non-discriminatory access to storage you would like, if I can put it this way, non-discriminatory access to cost-based storage.  Right now, do you have a problem with access to storage at Union?  Have you ever been refused, if you wanted to go and acquire more storage?

     MR. QUINN:  I'm going to try to handle your questions in the reverse order.

     MR. RUPERT:  Okay.

     MR. QUINN:  We have not been constrained in terms of approaching Union for additional storage.  Our concern, that access to storage and transportation in the interlink is done in a non-discriminatory basis, we have had, and it is in the back of our evidence, where we have tried to, as Ms. Sebalj was walking us through, mitigate the cost of our storage, and there has been some restrictions put in place that we didn't believe were something that was imposed on the entire market, and so we had to pursue it in that way.  

So believe that non-discriminatory access enhances the market for the participants, including ourselves, and we believe that that would be a step forward toward an opportunity, should the Board consider forbearance.

     MR. RUPERT:  Mr. Leslie was asking about Kingston, and also, we heard from -- I don't know whether your folks were here when GMI was at their hearing.  Both of them are distributors, one is in Québec, one in Ontario.  Both are exfranchise customers of Union.  Both, as I understand it, buy their storage services, and I guess transportation services from Union, or certainly storage at market.

     And I'd just like to really understand what you see as the differences between those two LDCs and Kitchener, recognizing you don't know the intimate details of their operations.  Although, GMI did tell us, and it's certainly quite believable, that they have an extremely peaky winter load, given the weather they have in Montreal and so on.  

     What are the differences between those two that would make it appropriate for them to pay market rates - and GMI's quite happy, I guess you could say, as they tell us they’ll pay market rates as long as they have this non-discriminatory access - but to have Kitchener have access to more storage if it wants it at a different rate?

     MR. QUINN:  Again, it's a complex question that goes to, I guess, the fundamental premise of what storage is for.  And I guess the history of storage in Ontario has evolved since the original Langford report.  But in our view, that storage opportunity was given to the LDCs wherein they had a superior access to those resources and the first right to develop storage.  And those investments were underpinned in the long term by the Ontario customers.

     Therefore, our view was the Ontario customers have underpinned that position in the long term, and therefore should benefit now that that investment is coming to fruition in Ontario.

     GMI's position is somewhat different.  And I am limited in terms of how the Régie handles their rates and the flow-through of those costs to storage.  However, with LNG on the horizon, and potentially some of it right in LNG's backyard, that will put GMI in a different position.  They may or may not want market-based storage, because they have superior alternatives created by what's going on in the evolution of the market in North America.

     MR. RUPERT:  So, not to be argumentative, but that sort of sounds to me like it's not quite non-discriminatory access that you're interested in, because you sort of said that you want to tilt the playing field to Ontario, not even Ontario LDCs, Ontario embedded LDCs.

     MR. QUINN:  Actually, if I didn't speak well, I apologize.  Ontario customers.  So the customers underpinned the storage investment over the years, and therefore, while there may have been years where there wasn't a return on that.  The risk was, in part, held by those customers, and therefore now that there is market opportunity with that, we believe that that should be expanded.

     Now, I know that would change the current situation, whereby Enbridge customers potentially would have to pay a cost-based rate implicit in their rate to Enbridge because Enbridge is buying a market-based rate from Union.  We believe that that's only right.  

Quite frankly, this is a lesson for us, reviewing the history of where storage came from and what's appropriate in today's environment.

     MR. RUPERT:  One other question on a different subject.

     You spent a lot of time this morning going through at that table and the derivation of the system integrity space, the 9.1 Bcf, I think it is.  And in your evidence and elsewhere, there are calculations that show the components of how Union's built up to that number.  And I just wanted to ask you whether you're paying too much attention to the individual components of that.  

And I sort of hearken back to what Mr. Poredos, I think, said.  He said, in maybe a rough way, you can liken this to operating reserve in electricity.  Now, in electricity, we look at things like, what's the biggest generator that could go out tomorrow, a unit at Darlington.  What's the next biggest contingency?  And then you work it up and you come up with an operating reserve.  But I don't think anyone would claim that the operating reserve's only claimable, only tappable, if Darlington goes down.  

     So there's a way of calculating a number, 9.1 Bcf, but I'm wondering why you attach so much individual significance to the individual components of the calculation that Union has done.  There’s no storage allocation with a lock on it that says this 3.3 is for this.  They have calculated a number, and I’m just wondering why you attach so much significance to the individual components of that.

     MR. QUINN:  I'm happy to answer that question, because one thing we're not trying to do here is create a perception that we should get anything we want.  What we've tried to do is separate out the fact that we are not the system operator, and therefore, the allocation of integrity space that has been allocated to the system operator, we don't believe we have a part in.

      Backstopping is the other component.  We have to financially backstop ourselves.  To the extent that we had a supplier default, we'd have to get gas in the market and have to the contractual recourses we have available.  So again, so again, we separate that out.

     We went for temperature risk because, I guess, from our original negotiation, and supported by the evidence that was available at the time, that temperature risk was part of why there was system integrity space in the first place.  And we're saying we manage temperature risk as Union does, and therefore should have integrity space to do that, as they keep for themselves.

     MR. GRUENBAUER:  Mr. Rupert, if I could just tag on on the backstopping part of it.  Another reason we're different from other folks as an embedded LDC is we have direct-purchase customers behind our city gate that provide their own commodity, and we have contractual arrangements with them that have certain remedies associated with that.  So that's another tool in our toolkit to manage that.  

That suggests to us, you know, No, don't need a piece of the system integrity space related supply backstopping that Union has unbundled as a result of the RP-2000-0017 proceeding. 

     MR. KAISER:  I just have a few questions, gentlemen.  This business where it's a bad winter, or a cold winter, and the rubber hits the road, where it is at the end of the winter, around March 1st, and you don't have enough storage, and as you indicated sometimes you have to go out and buy spot gas.  That's the only solution.  And storage is tight for everyone.  It's tight for Union.  They use storage to meet the requirements of their customers, just as you do.

     If you somehow get more storage, then doesn't it just shift the cost of buying spot gas to Union?  They'd have to go, as they've described, out into the spot market and fill the gap.  It just shifts the costs.  That bad winter hits everyone, doesn't it?

     MR. QUINN:  You're correct, sir.  The bad winter does hit everybody, and we're encouraging the Board to consider that storage is part of the solution for that.

     The teeth-grinding, I think, that Mr. Ryder referred to as, we were trying to get out to the record, our experience is if you can use storage, it manages those colder than normal winters.  And the direct experience we have is the winter of 2002/2003, where we had a colder than normal winter, which we underestimated in our forecasts and didn't have assets for, and neither did Union.  Union came back with a $41 million load-balancing cost to its customers and received the opportunity to get that money back.  

     Our cost for going through that winter was significantly less, to the point where we went back to our Council, even though history says we will follow Union Gas' rates.  We did not put that rate rider on for our customers, because that would have been our community who rendered a windfall profit of $3 million, because our costs of getting through that winter were, what we calculated at the time, about 130,000 dollars.  

So the rate rider would have created 30 times revenue than cost.  And therefore, we went to our council and said, I know our precedent is to follow Union Gas' rates, we don't think it's appropriate in this case.  We've managed the costs in a different way and to a lower number.

     MR. KAISER:  I know, but that was sort of an internal judgment you made.  You both incurred extra costs for the same reason, and, in fact, solved it the same way.  You went on the spot market, bought gas.  They chose, through the regulatory process, to recover it one way; you chose to do it another way.

     The solution you've described, you have a reserve, this 20 percent reserve that's in your contract.  They've got a reserve, we've gone through the 9.1, and you can divide it up.  But the reserves are there for a reason; right?  Nobody's complaining about the reserve.

     You, sir, say, Well, give us part of your reserve, and then we won't bump against our reserve.  We won't have to buy spot gas.  But that's not creating any more storage, that's just playing a game to see who gets more storage and who has to buy less spot gas, isn't it?  

     MR. QUINN:  I don't agree, sir, and I maybe haven't explained myself well.

     MR. KAISER:  Well, you’re not suggesting Union has storage and they wouldn't give it to you?

     MR. QUINN:  I'm suggesting that if the Board is willing to consider a different constraining methodology, that Union doesn't have to plan for an average winter, they can add an element of prudency, using its SENDOUT model, to come up with a lower cost of service to all of Ontario.  And that would mean that they were allocating more storage for infranchise service and forgoing the opportunity for exfranchise premiums.

     We're not saying, take more of your scarce resource and give it to us, we’re saying, give more to all.  And as part of that process, we are trying to come up with a reasonable methodology to demonstrate our need for it inside of our contract.  And we're saying T1 customers, who are industrial customers that have this similar type contracting that we do, should get a similar type of allocation also.

     The result will be less storage available for exfranchise customers, but we believe that's appropriate.  And we're willing to speak with our money by saying -- and we think all of Ontario, even if that costs us money in the short term.

     MR. KAISER:  All right.  So I think it's -- not a question of you can somehow create more storage by reducing the reserves or some such thing.  It's that there's a mechanism to shift storage from the exfranchise the infranchise?

     MR. QUINN:  That's correct.

     MR. KAISER:  All right.  And then, finally, I'm still a bit confused -- well, two questions.

     Leaving aside whether there's a repricing of any existing storage.  Leave that aside.  And leave aside the question of where the rents go.  You've spoken about the rents.  Leave those issues aside.

     On new storage, newly-constructed storage, if it's at market-based rates, do you oppose that?

     MR. QUINN:  Once again, speaking as a non-economist, I still firmly believe that the positions that Union and Enbridge have, the knowledge that they gained of the geology, the access to their infrastructure, they're in a superior position than anybody to develop that storage. 

I've been here throughout the proceedings, and I've heard that unless market-based rates are available, utilities are unwilling to further invest in storage.  But I say their position over the years have been created by being allowed to have the opportunity of the first right of developing that storage, such that they've created a juggernaut position now.  And quite frankly, they should be encouraged, if the Board decides that's the case, to go out and explore and develop more at cost, because it's in the public’s best interest.

     At this point, I'm not sure what has changed between their capabilities to do that up until 2000 and now, but clearly they have the expertise, they've demonstrated a superior capability to do that over the years.  Why wouldn't they continue, and continue to do that in the public interest, while still being able to make the cost-of-service rates that they get being a monopoly franchise?

     MR. KAISER:  Well, their position, in a nutshell, is that the cost of developing new storage is significantly greater than the cost of developing storage in the old days, and they're not going to do it at cost-based rates.  And nobody's going to have the storage; not you, or GMI, or anyone.  

But had thought that your argument was, as we sometimes hear, that the infranchise customers have paid for this storage, they've financed it, it's been in rate base, et cetera, et cetera, so therefore, you know, we ought to get a special deal, i.e., cost-based rates.  That argument, of course, doesn't apply to new storage.  That will be financed by the shareholder and the shareholder exclusively.

     But your argument and your subsidiary argument, we paid for your education, it's like my paying for my kid's education, and if you go and make some money, you have to remit something back in the form of cost-based rates.

     So even if new storage, financed totally on the back of the shareholder, you think infranchise customers should get a special deal, as opposed to exfranchise?

     MR. QUINN:  What I hear you saying is, if it's invested in totally by the shareholder.

     MR. KAISER:  Correct.

     MR. QUINN:  And should the Board construct a regulatory construct for them to do that?

     MR. KAISER:  Right.

     MR. QUINN:  Then yes, that would be market-based rates.  However, I think the alternative is still available to us today to say, if the cost to deliver today to storage is twice what it was five years ago, they can still make that investment.  They still get a rate of return, so they would get double the dollars of that investment.  

     What I fail to see is why that is not considered to be an option.  Because whatever the quantum of costs is, the amount of risk that they will see in the market is going to be as a result of other factors, like long-term bond rates and all those other things.  So they can go ahead and make the investment.  Their investment is still secured.  

There's no greater risk then, in fact, because of the integration of their utility and the fact that their customers are going to take their service.  They have the same level of risk as they did it in the past.

     MR. KAISER:  Now, looking at the famous chart on page 57, which I guess we beat to death right now, but I'll risk one more question.  You're the biggest guy there, your 3 million gJs.  

Have you ever thought of going out and getting storage from somebody else?  You're not captive to Union, are you?  Is there anything in your contract that says you can only buy storage from them?

     MR. QUINN:  There's nothing in our contract that constrains us to getting storage only from Union.  However, we are committed to provide them delivery obligations, and we have a need to make sure that our contracted demand is filled.  Because of the challenge of getting gas through their system to us, it is easier and more cost effective to have it done by Union.

     MR. KAISER:  So that's what I wanted to understand.  Because you're dependent, in part, on their distribution system.  Is it that their storage is necessarily tied to that that it's not practical for you to go get storage from a BP or somebody else in Washington 10?  Is there a constraint on your accessing the storage?  There are other storage operators; right?  

Mr. Gruenbauer, have you ever gone out and shopped for storage somewhere else?

     MR. GRUENBAUER:  We've certainly looked at what the market value for storage is.  We routinely get the open season materials from Union Gas.  We have an opportunity to bid.  Mr. Quinn and I look at it, we talk about it, and while we don't have a SENDOUT model, we do some forecasting and some excel modeling, and we run the numbers.  

And we go, Well, we've got this longer-term contract.  We have these issues that we're hopeful of resolving over time with Union.  But at the end of the day, it comes down to price.  And if we can maintain an equitable access to the cost-based storage that we have at 35 cents, again, in the context of being a municipally-owned utility, we'd be nuts to go shop for a dollar a gJ.

     If I can paint a better world that I wish had resulted, to address -- kill a couple of birds with one stone.  You’ll recall about a decade or so ago, at least, there was an application to convert an oil line from, you know, the Dawn vicinity to Toronto, from oil over to natural gas, as a competing alternative to the Dawn-Trafalgar line.  That thing died on the vine for environmental reasons.

     Now, it hadn’t have died on the vine, if there was another pathway parallel to Dawn-Trafalgar and if we had options - when I say “we”, I mean Kitchener - to access a different transportation route, and that opened up other upstream transportation options and other storage in Michigan, we might not be having this conversation, or it would be quite a different conversation.

     MR. KAISER:  You're not accusing Union of not giving you access to transportation if you wanted to ship gas from some other storage centre are you?

     MR. GRUENBAUER:  No, but it's the reason why we asked as many questions as we did around access and information, and the things that are done in the U.S. as a result of the 636 electronic bulletin board.  And the questions that Ms. Chaplin asked about the integrated nature of the storage and transportation systems, we're just not sure that we're on a level playing field with information and what's available, and at what price, and for what duration.  

It's somewhat an information asymmetry.  And we just don't have the comfort level to make that leap of faith to say, Sure, let's just jump in the water and go for it and hope that we can narrow that gap between what the market value of storage is to an alternative now, and the cost-based storage that we'd like to continue to access with Union.

     MR. KAISER:  One final question.  

You mentioned that as a form of insurance policy, one time, you sold some gas in the fall and you took it back in March.  That was an insurance policy.  What's wrong with that strategy?

     MR. QUINN:  There's nothing wrong with it, sir, and we have done it, I think, subject to check, three out of the last four winters.  We've put ourselves in that position.

     That helps, but it's not the solution.  It's just one of the tools, to buy an insurance policy.

     MR. KAISER:  But are you really saying it helps?  I mean, it's just a more costly solution as opposed to getting more storage.

     MR. QUINN:  Yes, it is, potentially more costly.  Should we have access to more storage?  Yes, that would be the preferable alternative.  But given our contractual amount that we have at this point, it was a sound remedy.  Sometimes it costs us, sometimes there's a benefit, but ultimately it's more insurance.

And that's what we believe we need because, again, storage shouldn't be the only thing we rely on, and we have to look for other alternatives also.

     MR. KAISER:  Thank you, gentlemen.  

Mr. Ryder, any re-examination?

     MR. RYDER:  I just have some points of clarification.

     MS. CAMPBELL:  Could you turn your mike on, please?

     MR. RYDER:  I just have a few questions to clarify what you've said recently in your cross-examination.

     RE-EXAMINATION BY MR. RYDER:

     MR. RYDER:  You told Ms. Sebalj that there was one occasion when your contractual level was insufficient over the past five years.

     MR. QUINN:  That's correct.

     MR. RYDER:  Are you able to say how often, over the past five years, you would have experienced insufficient storage had your level been at the aggregate excess level?  
MR. QUINN:  As a simple analysis, if we took our actual volumes as they came for the last six years and we provided a flat DCQ, as we would under an aggregate excess formula, five out of the six years we would be under a -- at March 1st we would be under 20 percent, and that would have created a risk for us.  I do not have information as to are any of those days -- would any of those days, would we have had insufficient storage.

     MR. RYDER:  Right.  Also, you were asked about how you got to the 89,300 10³M³, and there was a reference.  What I'd like to do is point you to the reference in appendix B of your testimony.  And without going into any detail, I take it this, Mr. Quinn, is your explanation as to how the number was arrived at?

     MR. QUINN:  This is my letter to Union in 2000 which basically provides them the facts as to how we came up with that allocation methodology.

     MR. RYDER:  All right.  Now, on the bottom of the second page, you state:

"Ron and I tried to develop a weather-normalized forecast with reasonable growth to support the storage allocation but were not successful."

    That's to support a storage allocation under aggregate excess?

     MR. QUINN:  Yes.  That's correct.  We'd attempted to build more growth in, but the growth that would be required to support that level, I couldn't honestly sign up to as being something I thought could reasonably happen.

     MR. RYDER:  So you couldn't come up with a forecast to justify 89,300 based on aggregate excess?

     MR. QUINN:  That's correct.

     MR. RYDER:  All right.  One other point.

     You referred to the evidence of Bill James.

     MR. QUINN:  Yes.

     MR. RYDER:  And is that the evidence at page 55 of the materials used for cross-examination, or page 58, rather?

     MR. QUINN:  I don't believe so, Mr. Ryder.  This is evidence from EBR-405.  And while the name isn't present on here, I do remember going through more of that evidence, and I believe this was from Mr. Black --

     MR. RYDER:  Okay, so we don't have Mr. James' evidence?

     MR. QUINN:  No, that was from 456, and it outlined Union's approach to a 44 degree day.  And a group out of Massachusetts had done a study to scientifically prove the level of risk was reasonable that Union was undertaking by using 44 degree days on March 1st.

     MR. RYDER:  Okay.  Those are all my questions.  

Thank you.

     MR. KAISER:  Thank you, Mr. Ryder.  

Anything further, Ms. Sebalj?

PROCEDURAL MATTERS:

     MS. SEBALJ:  I don't think there's anything else formally planned for today.  I just wanted to make a couple of administrative announcements.  We are still tentatively scheduled for a session on Wednesday evening at 5 p.m.  I am assuming that that will go for at least two or three hours, depending on what the Panel directs.  We are also scheduled to return to the St. Andrew's Club for that session, as well as on Thursday morning at 9 a.m.  

On Thursday morning, we will cover any outstanding rates issues from the Enbridge settlement agreement, in particular there's an outstanding issue around -- their section 1.1 and 1.6.

     As well, we'll be hearing the evidence of Mr. Butler and Mr. Fournier for IGUA and AMPCO.  That's all I have.

     MR. KAISER:  Thank you.  

So we'll be back here Wednesday, 5 p.m.  Thank you.

     --- Whereupon the hearing adjourned at 4:39 p.m.
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