
EB-2006-0606
IN THE MATTER OF the Ontario Energy Board Act, 1998, S.O. 1998, c.O.15, Sch. B;

AND IN THE MATTER OF an Application by Union Gas Limited for an Order or Orders approving or fixing rates for the sale, distribution, transmission and storage of gas commencing 
January 1, 2008.

INTERROGATORIES TO DR. MARK LOWRY
ON TAX ISSUES FROM THE

SCHOOL ENERGY COALITION

1. If a competitive company benefits from a cost reduction due to lower taxes, it must make a decision as to how that money will be distributed, spent or invested.  Please describe the impact on inflation, and the specific mechanism by which that impact takes place, depending on whether competitive companies receiving tax savings make each of the following decisions:
a. Reduce prices of the company’s goods or services.  Please describe how the impact on inflation and the mechanism will differ depending on the percentage of the company’s goods or services that are sold domestically vs. internationally.

b. Increase dividends or other profit distributions to shareholders.  Please describe how the impact on inflation and the mechanism will differ depending on whether the shareholders are 
i. Canadian or non-Canadian, or

ii. taxable or non-taxable entities.

c. Increase salaries, benefits, or other remuneration to employees.  Please describe how the impact on inflation and the mechanism will differ, if at all, depending on the income or consumption levels of the affected employees (eg. executives vs. unionized employees).
d. Increase retained earnings of the company.  Please describe how the impact on inflation and the mechanism will differ depending on whether the increased retained earnings result in reduced debt, or reduced investment in the company’s equity securities, or no change in the company’s capital structure.

e. Invest in transactions that do not create productivity or competitiveness gains (e.g. buying existing businesses or other income-producing assets).  Please describe how the impact on inflation and the mechanism will differ depending on whether:
i. The businesses or assets purchased are Canadian or foreign.

ii. The vendors of the assets, or their shareholders, are Canadian or foreign.
iii. The businesses or assets purchased are represented by listed securities or privately traded securities or property.

iv. The purchase price of the businesses or assets is paid fully by the cost reductions, or is financed in part by new debt or equity of the purchaser.

f. Invest in increasing the productivity or competitiveness of the company receiving the cost reduction.   Please describe how the impact on inflation and the mechanism will differ depending on whether:
i. Investments are in capital assets, or on operating costs that produce long term benefits (such as R&D).

ii. Investments are to increase productive capacity in order to expand sales or revenues, or to improve efficiency in order to reduce unit costs.

2. In the case of each of the answers in question #1, please provide your estimate of the lag between the tax change and the inflation impact you estimate will occur.  If the inflation impact is graduated (ie. builds over time), please provide your estimate of the trajectory of that impact and its timing.  In either case, please provide your full calculations. 
3. In the case of each of the answers in question #1, please advise the extent to which either the impact or the mechanism will differ based on whether the inflation measure is GDPIPPIFDD or CPI (All Items).

4. In the case of each of the answers in questions #1, #2, and #3, please advise how your answers would differ, if at all, if we were referring to a U.S. company with changes in U.S. taxes.

5. In the case of each of the answers in question #1, please advise the extent to which either the impact or the mechanism will differ depending on whether, as effective Canadian corporate tax rates decline, tax rates for U.S. corporations:

a. Decline at a similar pace and level;

b. Remain unchanged;

c. Increase.

6. Please advise how the inflation outlook and/or projections of the major forecasting bodies (StatsCan, Bank of Canada, major banks, etc.) have been adjusted to reflect the announced changes in corporate tax rates in Canada.  Please provide specific references to the publications of those forecasting bodies.  Please advise how U.S. bodies that forecast inflation adjust those forecasts to reflect changes in corporate tax rates, and provide examples through references to the publications of those forecasting bodies.
7. Please provide your estimate of the extent to which the domestic prices of goods and services are controlled by non-Canadian markets or price-setters, as opposed to Canadian market forces.  Please provide references if available.
8. Please provide a description of the interaction, if any, between 

a. reduced Canadian federal government revenues resulting from corporate tax cuts,

b. Canadian interest rates and the shape of the interest rate curve, and

c. exchange rates between Canadian dollars and the currencies of our major trading partners.

9. Please provide your calculation of the reduction in GDPIPPIFDD that can reasonably be expected to arise in each of the years 2007 through 2012 as a result of the announced changes in Canadian federal corporate tax rates, federal CCA rates, and Ontario capital tax rates, assuming each is implemented as currently scheduled.  If you are unable to calculate the impact on GDPIPPIFDD, please explain why, and provide instead your calculation of the annual reductions in CPI (All Items) instead.   
10. Please describe the ways, if any, that Canadian core CPI is adjusted for changes in tax rates.  Please advise how those adjustments differ based on whether the taxes are direct or indirect, or based on the nature of the tax changes.  Please describe the extent, if any, to which similar adjustments are used in the calculation of Canadian GDPIPPIFDD, and describe the reason for any differences from the core CPI adjustments.  Please describe how your answers would be different if this question were referring to US core CPI and the US GDP domestic price deflator.
11. Please confirm that, in general, if a future cost reduction is known and expected, companies in the economy may in certain circumstances change their investment patterns or amounts in anticipation of the change, but they will less often change their prices before the change has already occurred.  Please provide references to any empirical studies known to you that analyse or provide further details on this phenomenon.
12. On average, what percentage of the assets of a Canadian company are in each of Class 1 and Class 45 of the federal CCA tables?  What is the percentage of the assets of Union Gas in each of those CCA classes.
13. What percentage of the price of distribution services provided by Union Gas is represented by costs driven by capital assets (ie. costs of capital, including both debt and equity, depreciation, and taxes)?  What percentage of the prices of Canadian companies general is represented by costs driven by capital assets (as above)?

14. Please provide copies of all studies, papers or other publications authored by you (or in which you were involved) in which the connection between changes in tax rates or amounts, and changes in the inflation rates, has been analysed or referred to.  If any of those documents are empirical studies, please so identify.
15. Please provide a bibliography of all studies or other reference materials used or referred to by you in developing your evidence dated February 8, 2008.  Please identify which of those materials are empirical studies of the relationship between tax changes and inflation.

16. Please confirm that “the inflation measure and other terms of the PCI formula already provide an appropriate rate adjustment for the event” (Evidence, page 5) would, in the context of tax changes, apply only if the rate adjustment so provided through the PCI is at substantially the same dollar level as the actual change in the cost input.  

17. Please describe the key ways in which the relationship between monetary policy as it relates to inflation, and fiscal policy, differs between Canada and the United States.

Respectfully submitted on behalf of the School Energy Coalition this 15th day of February, 2008.

SHIBLEY RIGHTON LLP

Per:______________________

Jay Shepherd
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