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Tuesday, May 1, 2012


--- On commencing at 9:36 a.m.

Preliminary Matters

MR. SOMMERVILLE:  Thank you very much.  Please be seated.


Just as a preliminary matter, Mr. Brett, yesterday you raised the question of written argument, as an option for intervenors who can't attend on May 17th, to give their argument orally.  The Board has indicated, clearly, that it in this case prefers the argument to be made orally, because it allows the Panel to ask questions of those who are giving the argument, and we think we benefit from that exercise and that the process benefits from it.


But if there are intervenors who have a problem with the 17th, it will certainly be acceptable, if you want to file a written argument one week prior, no later than one week prior, which would be May 10th.  And with that, we are ready to proceed.


Mr. Thompson, you were right in the middle of your cross-examination, and are you ready to proceed?


MR. THOMPSON:  Yes, I am, Mr. Chairman.  Mr. Warren has a point he called me about yesterday, and I don't have any problem if he deals with that now, if that is acceptable to you.


MR. SOMMERVILLE:  Mr. Warren.


MR. WARREN:  Yes.  With apologies to the Panel members and to counsel for the two applicants.


After yesterday's session, I noted in yesterday's Report on Business an article by Gwynn Morgan that was, in turn, reporting on a recent study by the Fraser Institute on the question of subsidies for renewable generation in Ontario.


And I wanted to file that as part of this proceeding, file both the Morgan article in the Report on Business, and I will undertake to provide -- I am in the process of getting copies of the Fraser Institute study.


It is a subject which I propose to put to the third panel.  And the context for this, so the Board will understand it, is there were questions yesterday that were pursued about what information was put to the respondents to the Ipsos Reid panel, whether or not it was appropriate to focus simply on the individual respondents' view of pricing or whether broader issues should have been put to them.


In my respectful submission, this information is in the public domain.  It is something that the public is talking about and is, therefore, a relevant portion of the record, and I would ask that the article be introduced as an exhibit.  I propose to take it up with panel 3.


MR. CASS:  Mr. Chair, if I might address that, please?


MR. SOMMERVILLE:  Yes, please, Mr. Cass.


MR. CASS:  Excuse me.  I have not seen the Fraser Institute report that's been referred to by Mr. Warren.  However, the article was handed out this morning by Mr. Thompson and I have looked at it.


It is very clearly the opinion of a particular person, in this case, Mr. Gwynn Morgan.  There is no doubt one could come here with innumerable articles and opinion pieces on this subject matter that would represent a wide range of opinions, many of which would be completely contrary to Mr. Morgan's view.  That is point number one.


Mr. Chair, point number two, this article is replete with factual assertions by Mr. Morgan.  He's not here to be tested on them.  There is no other evidence in the record of these factual assertions.


Having made those two points, Mr. Chair, if it would be helpful for the Board to have the witnesses comment on something of this nature, I don't have a problem with that.  In my submission, though, this certainly does not become evidence.  The opinion of Mr. Morgan does not become evidence, and all of the facts in his article or in any Fraser Institute report do not become evidence.


If the applicants had been aware that there would be an attempt to put in viewpoints of this nature on one side of the issue, they could well have brought forward any number of viewpoints on the opposite side of the issue as part of the evidence in this proceeding.


In my respectful submission, that is not appropriate.  Again, if the Board thinks it would be useful for the comments of a witness panel on this, then that is another matter.


Thank you, Mr. Chair.


MR. WARREN:  If I could just respond briefly to that?  Mr. Cass clearly didn't hear what I said earlier.


I am not asking this to be put in on the issue of whether or not subsidies are a good or a bad thing, or whether or not Mr. Morgan's opinions on those questions are accurate or otherwise.


The question -- the only purpose for which this would be put in is an indication of the information which is in the public domain, part of the public debate and which, in our respectful submission, might well have informed the information that was put to the respondents of the Ipsos Reid survey.


It is part of a public debate about whether or not subsidies are a good or bad thing.  There are lots of opinions one way or the other.


So it's an informational piece about what is in the public domain, just as the Auditor General's comments in his recent report are part of the public discussion of these issues.  That is the only reason for which I want the article submitted.


MR. CASS:  Well, Mr. Chair, I am sorry for adding to this debate, but if the whole point is to go to what should have been asked in a survey, surely that is not appropriate for a future panel.


MR. SOMMERVILLE:  Mr. Warren, would you like to respond to that aspect?  Mr. Poch, I have seen you want to add something.


MR. POCH:  My friend beat me to it.  Exactly my concern.


MR. WARREN:  Well, I am not sure what panel 3, talking about billing information, is going to talk about.  And I take it that one of the issues that they're going to talk about is the issue of whether or not the appropriate level of charge to consumers is before the Board, and that, in turn, turns on what information was in the Ipsos Reid report; and, therefore the Ipsos Reid report doesn't just get cauterized as a result of yesterday's testimony.  It continues to be a foundational point of every aspect or central aspect to this application.


So, in my respectful submission, it is a relevant issue for panel 3.


MR. SOMMERVILLE:  So as I understand it, Mr. Warren, the proposal is that you want to be able to refer to this document, being the Gwynn Morgan article in the Globe and Mail of yesterday, and the Ipsos -- pardon me, the Fraser Institute's report.


You want to be able to put that to witnesses for their reactions to some of the statements within that report; is that the idea?


MR. WARREN:  What I want to put to them is whether or not -- the billing information -- sorry, the proposed cost to ratepayers is derived specifically from the responses to the Ipsos Reid report.


And if there are flaws in the Ipsos Reid report, then -- and I submit, with respect, one of the flaws is that the wrong questions were asked of those folks -- then that remains a relevant consideration for whether or not we've arrived at the right billing target.


That is the issue I want to put to them.


MR. SOMMERVILLE:  The Board will take this question under advisement and get back to the parties accordingly.


MR. WARREN:  Thank you.


MR. SOMMERVILLE:  Is there any other preliminary matter?


Mr. Thompson.

PANEL 1:  PROJECT OVERVIEW, RESUMED


Barbara Gardiner, Sworn Previously


Bryan Goulden, Sworn Previously


James Gregory Grant, Sworn Previously


Trevor Maclean, Affirmed Previously


Sandra Elizabeth Guiry, Sworn Previously

Continued Cross-Examination by Mr. Thompson

MR. THOMPSON:  Thanks.  Yes, panel, at the conclusion of questioning yesterday, we were discussing -- the statement had been made in the examination-in-chief to the effect that the enabling proposal that's before the Board in this proceeding is critical to the viability and sustainability of the natural gas industry.


The narrow point I was trying to make, by referring to the gas supply situation in the Direct Energy interrogatory, was that the natural gas distribution industry will be viable and sustainable for many years, I suggest, without the Board approval of what you have proposed.


And what I was trying to suggest in this context is this, and I will put the question this way.  Can we agree that the, quotes, "enabling proposal" that's before the Board in this proceeding is really not about the viability and sustainability of the industry, but it's about whether special conditions should be created to enable the public interest benefit of having biomethane displace conventional supply be achieved; and, if so, what are the special conditions, and upon whom should they be imposed?


Is that a fair characterization of what this is all about?


[Mr. Goulden and Mr. Maclean confer]

MR. GOULDEN:  No, Mr. Thompson, I wouldn't agree with your assertion.


This is about an application for an RNG program to enable an industry which, without this application, we do not believe will be established.


MR. THOMPSON:  All right.  Well, I will move on and leave that for argument.


In any event, your position is, on this question of enabling and by how much and at whose expense, your position is that the Board should act to force Union and Enbridge ratepayers to become the enablers to the tune of premium costs of, at the outset, $60 million per year, and for a period of 20 years; is that fair?


[Mr. Goulden and Mr. Maclean confer]


MR. MACLEAN:  Yes.  Our response has two elements to it.  First of all, we would note that at the outset it is not $60 million, and in fact, it is 56 or whatever the number works out to, and that is after five years' time, so if the program is fully taken up.


So that is more of a technical clarification.


But if I go back to the broader question that you are asking, which I think is really a matter -- ultimately I think you used the word "fair" and we're going to suggest that this program is, in fact, fair, and that the premise of this program is really about society avoiding GHG emissions.


And we're suggesting that there will come a time when our customers and those that use natural gas will be placed into a position where there will be an economic disincentive, and in fact, we're suggesting that if you want to attribute fairness to this, that those who are creating the problem in society, so to speak, so those that are using natural gas, should be the ones that should ultimately pay some of the costs to be able to deal with that externality.


MR. THOMPSON:  All right.  Well, again, I will move on.  Your proposition for achieving your proposal is that the Board pre-approve your purchase of a maximum volume of biomethane at fixed prices which are more than three and four times the current competitive market price, and your proposition that these be purchased under the auspices of 20-year contracts.


Is that a reasonable paraphrase of the proposition?


MR. MACLEAN:  Yes.


MR. THOMPSON:  All right.  I would like to examine, then, the appropriateness of the proposal by reference to a number of factors that we think are relevant to its consideration.


The first one is the Board's pre-approval of contracts policy.  Are you aware of this policy?  This was the policy under which both Union and Enbridge recently applied -- well, perhaps several months ago -- for approval of -- pre-approval of some contracts they'd entered into with TransCanada Pipelines.


Are the members of the panel familiar with this policy?


MR. GOULDEN:  Generally, although I wouldn't pretend to be an expert.


MR. THOMPSON:  All right.  Well, can you agree with me that it does not apply in the circumstances of this case?


MR. GOULDEN:  Yes.


MR. THOMPSON:  I would like to then move to the traditional gas procurement practices and evaluate the appropriateness of your proposal in that context.


In that respect, we did ask you some questions on this in CME 6, which I don't think you need to turn up.  I will just paraphrase it.


We had some detailed questions on your current portfolio, contract terms, prices, and that kind of thing.  And the response that we got was to the effect:  We're not giving you that information.  It's confidential.


I don't agree with that, but let me just ask you some questions about the current gas procurement practices.


Am I correct that each company acquires a portfolio of supplies?


MR. GOULDEN:  Yes.


MR. THOMPSON:  Am I correct that each company acquires the portfolio under the auspices of RFPs?


MR. GOULDEN:  I think the answer is yes, Mr. Thompson, but maybe it would be helpful -- the third panel, which will have some gas supply experts, can speak to the intricacies.


That sort of ends my knowledge of the gas supply procurement process.


MR. THOMPSON:  Okay.  I will do that, but I am running through here at 40,000 feet and hopefully you can confirm this.


Am I correct that the portfolio includes a range of terms -- some spot, some short and some longer terms -- is that your understanding?  Enbridge and Union?


MR. GOULDEN:  I'm sorry, I don't actually know.


MR. THOMPSON:  Do you know whether longer terms are indexed to market prices?  There's some sort of index that applies?


MR. GOULDEN:  I'm sorry, Mr. Thompson, I can't help you.


MR. THOMPSON:  What about the Enbridge witness?


MR. MACLEAN:  I'm sorry, I have had no experience in gas supply, so I really don't have anything to offer in this area.


MR. THOMPSON:  Can you help me whether it is an objective of the current gas procurement practices to achieve a WACOG that represents a competitive market outcome?


MR. GOULDEN:  I'm sorry, we -- the gas supply panel will have a representative for both Union and Enbridge, and this is what they do.  So we can't really help you further.


MR. THOMPSON:  All right.  Well, can you confirm that under the current procurement practices, contracts are not conditional on prior OEB approval with respect to any of their components?  Price, term, volume?


MR. GOULDEN:  I'm sorry, we just don't know.


MR. THOMPSON:  So did you even consider the proposal you are making here with respect to the purchase of RNG in the context of the current gas procurement practices?


MR. GOULDEN:  I believe we did, and that's why we had representation from our gas supply teams as part of the process.


MR. THOMPSON:  Okay.  Can this panel confirm that there is nothing to preclude, today, an RNG supplier from bidding for a piece of your system gas, company-use gas, unaccounted-for gas requirements?


MR. GOULDEN:  We don't believe so but, again, we don't know.


MR. THOMPSON:  All right.  Well, let's then move on to a topic that Mr. Poch was talking about yesterday, and this was the -- this is Exhibit K1.3, just to keep your finger on that, if you have it.


This was his calculation where he was showing that --various outcomes with carbon at $30 per tonne, $15 per tonne, $50 per tonne.  Do you recall that discussion?


MR. MACLEAN:  Yes, and we have the exhibit in front of us.


MR. THOMPSON:  So let me preface this with this question.


If someone other than ratepayers enables 5.5 million gigaJoules of RNG supply, to the tune of $60 million per year -- I have rounded the 56 up to that number -- then that supply can be bid into the traditional, market-price competitive-procurement process in competition with today's prices; is that right?

MR. GOULDEN:  Generally, we believe so, but, again, we don't know all of the details, Mr. Thompson.

MR. THOMPSON:  Okay.  Well, then let's move to Mr. Poch's exhibit.  You will have to help me with this, because I'm no rocket scientist when it comes to GHG reduction and the consequences of it.

But my understanding is, from the discussion you had with Mr. Poch and looking at the middle of his page where he's talking pessimistic case, what he's talking about there, as I understand it, is the no RNG market development beyond the 5.5 million gigaJoules of RNG supply that you folks are proposing as your ceiling.  Have I got that straight?

MR. GOULDEN:  Yes, that's correct.

MR. THOMPSON:  Okay.  And then there was discussion of $15 per tonne and $30 per tonne, but my understanding of the discussion was that at $30 per tonne, the monetized value of the carbon reductions would be $72 million.  This is his 2,400 correction, which he added 36 million for $15 per tonne, just doubled 72 million.

MR. GOULDEN:  You are referring to 30, not 50; right?

MR. THOMPSON:  Thirty, yes.

MR. GOULDEN:  That would be correct.

MR. THOMPSON:  And the $72 million, I took it to be a monetized value.  Is that your understanding of it?

MR. GOULDEN:  Yes.  I believe what Mr. Poch did is he took the number of kilotonnes carbon dioxide equivalent that our program would save, and multiplied it by $30 per tonne.  That would be monetized, yes.

MR. THOMPSON:  So that would be producing for the benefit of the RNG producer, assuming he had given these attributes to somebody else, benefits of $72 million, which I understood Mr. Poch to be saying that's really more than the 60 you folks are proposing to enable the market by.

Is that a fair understanding of that discussion?

MR. GOULDEN:  I think there's a couple of assumptions in there, if I can just maybe clarify.

If a producer were to develop renewable natural gas or biomethane and sell them to the utilities under the conventional utility supply approach, and the utilities only purchased the commodity and, therefore, the producer continued to own the environmental attributes and they could realize $30 per tonne for those environmental attributes, then that is the case, yes.

MR. THOMPSON:  All right.  Well, whether it is sale to the utility first or later, I took it from the discussion that if there -- let me just back up.

Is the $30 per tonne a tax of some sort?  What is it?

MR. GOULDEN:  The $30 per tonne is a figure that was plugged into the calculation made by Mr. Poch, which is representative of a carbon tax or a carbon cap and trade, or whatever you wish to call it, whereby there is some value for that carbon.

So it wasn't clear with regards -- as I understand it, with regards to the analysis, whether that was a tax or some other monetization approach, but it basically said, if carbon is worth $30 per tonne, then this is the result.

MR. THOMPSON:  Okay.  And what is it that needs to be done to produce that monetized approach to carbon; that the government need to do something?

MR. GOULDEN:  The carbon market, as you are probably aware, in Canada is not developed.

So Mr. Poch led us yesterday through a couple of provinces, I believe, British Columbia and Alberta, where there are carbon values, but there are not -- there's not currently a carbon value in Ontario.

MR. THOMPSON:  All right.  So what needs to be done in Ontario to make that happen?

[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  There's lots of ways that this can happen, whether it is a voluntary cap and trade or a carbon tax and all of that stuff, and we're not pretending to be experts in sort of what the path is.  But what Mr. Poch identified is there's -- based on his analysis, that $30 per tonne is not available in Ontario today.  So that would have to be available through some mechanism.

MR. THOMPSON:  All right.  Well, where do Enbridge and Union stand on this approach, the carbon tax approach or the monetization of carbon?  Do you support it?

[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  I can't speak for Enbridge, obviously, but from Union Gas's perspective, corporately we do support the concept of a carbon tax being established.

MR. THOMPSON:  Enbridge?

MR. MACLEAN:  I can't actually say what our corporate position is, as I don't know it.

I would say that, more generally speaking, though, that we fully expect that some form of mechanism will develop over time, and whether that mechanism is a market-driven or a government-driven or a tax or a carbon trading system, cap and trade, is unknown to me.

We just believe that, from our perspective, that there is an inevitability here that that is the direction that society is moving in.

MR. THOMPSON:  Can you undertake to provide me with Enbridge's corporate position on this issue?

MR. MACLEAN:  Sure.

MR. MILLAR:  J2.1.
UNDERTAKING NO. J2.1:  TO PROVIDE ENBRIDGE’S CORPORATE POSITION ON THE MONETIZATION OF CARBON; TO ADVISE ON CORPORATE ACTIVITIES IN THIS AREA.

MR. THOMPSON:  Can either of you tell me what the companies are doing to prompt this outcome now?

[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  Sorry for the delay, Mr. Thompson.

MR. THOMPSON:  No problem.

MR. GOULDEN:  With regards to Union Gas and our parent, Spectra, we're quite involved in developing carbon capture and sequestration at some of our other facilities.

We are also active in terms of advocacy for the need for a carbon value being established, specifically a tax.

MR. THOMPSON:  Enbridge?

MR. MACLEAN:  I'm sorry, I'm not able to say today exactly what our activities are in this area.

MR. THOMPSON:  Could you add a corporate position on that to the undertaking already given?

MR. MACLEAN:  Sure.

MR. THOMPSON:  Thank you.  Now, do you expect this --


MR. SOMMERVILLE:  Can we have a number for the undertaking?

MR. MILLAR:  I understood that was to be added to J2.1.

MR. SOMMERVILLE:  Thank you.

MR. THOMPSON:  Now, with respect it the inevitability of this, do you expect it will happen within the next five years, or sooner?

MR. GOULDEN:  I don't know.

MR. THOMPSON:  Well, can I take from this discussion that the government of Ontario, and perhaps others working with the government, can enable RNG production to a greater extent than what you were actually proposing by simply adopting the carbon tax or some other form of monetization of the type you've described?  That's another alternative to what you folks have put on the table.


[Mr. Goulden and Mr. Maclean confer]

MR. GOULDEN:  We don't think it would be effective to wait.  What we have done, what the utilities have done with regards to this proposal is we are acting with regards to RNG in alignment of what we believe is government policy, most specifically as identified in the Green Energy Act.

MR. THOMPSON:  That really wasn't my question.  It was:  Do you think the carbon tax monetization outcome that you have described is going to happen within the next five years?

And the second part of it was:  Do you agree it is an alternative to what you folks have proposed?

MR. GOULDEN:  I'm not sure if carbon monetization will happen in the next five years, but we believe it is inevitable, so it is a matter of when.

With regards to your second question with regards to alternatives, sure, there are other alternatives.  From our perspective, we didn't think from a policy perspective we should wait.  We need to build the foundation now to establish an industry to address this important issue.

MR. THOMPSON:  Okay.  Let's move it on.

Let's flip it around, then, and I suggest to you what you are asking the Board to impose on ratepayers is equivalent to the imposition by government of a carbon tax of $30 per tonne; is that fair?

[Mr. Goulden and Mr. Maclean confer]

MR. MACLEAN:  What we're asking for is approval to move ahead with the cost consequences of a program which is designed to give customers in the longer term options for dealing with an issue that they will face at some future point in time.

MR. THOMPSON:  Is it fair to characterize that what you are proposing as equivalent to the imposition by the government of a carbon tax of $30 per tonne?

[Mr. Goulden and Mr. Maclean confer]

MR. MACLEAN:  No, we would not agree with that characterization, on two sides, if you will.

One is that we're not asking for $30 a tonne or any number like that.  The basis of the mathematics is to allow projects, individual projects, to succeed, and therefore a marketplace to develop.

So it's not benchmarked against 30 million or $30 a tonne or any other number such as that.

And the second point that we would note is that we're asking for this to be applied to our system gas customers.

MR. THOMPSON:  All right.  Well, perhaps I won't browbeat you on this, but the carbon tax of $30 per tonne does produce the $72 million of monetized annual amounts, as we previously discussed.  We don't disagree on that point?  It's an enabling amount of $72 million?

[Mr. Goulden and Mr. Maclean confer]

MR. MACLEAN:  The mathematics behind the $72 million, as you have noted, are correct.  But we would note that this is not our exhibit and it is not our information and it is not our proposal, that the number would be $30 a tonne and therefore $72 million.

MR. THOMPSON:  All right.  And the number, the annual number that you are proposal produces for enabling is something slightly less than $60 million?  We have been through that.


MR. MACLEAN:  Yes.  The number that we have proposed of all of the projects at the maximum capacity that we have allocated to the program would be on that order of magnitude of cost.

What we would do is take you back to the factors that we've talked about with respect to maturation of the process here.

You know, to try to do a direct connection, to say that the cost structure is directly related to this economic value or theoretical economic value for GHG is only one of the components.

We identified a number of components with respect to change of this marketplace and enabling the marketplace, one of which was the cost of carbon, a second of which was the price of natural gas.  The third and fourth were really around technology development and producer sophistication.


So it is the composite of all of those things that really gets to the cost structure and the future benefits.

MR. GOULDEN:  Sorry, Mr. Thompson, just to add, so the $58 million which you were referring to, that's based on an analysis, a snapshot with regards to all of the factors that Mr. Maclean identified.

To the extent the price is higher, obviously that number would be lower.  So that's why it is a fluid number.

MR. THOMPSON:  I understand that, and were the carbon tax producing $72 million of annual benefits, the 60 million would be totally unnecessary.  You would have conditions that are needed to enable RNG producers to bid at competitive market prices.


MR. GOULDEN:  That's correct, but in the meantime the market is not developing, which is why we are here.

MR. THOMPSON:  All right.  Well, let me move on.

I was going to ask you some questions about the evolution of the current competitive market pricing gas procurement process that I discussed with you earlier, and compare your proposal to that procurement process.

I take it I should reserve those for the next panel?  Is it the next panel, or panel 3?

MR. GOULDEN:  That would be panel 3.

MR. THOMPSON:  Thank you.  Now...

MR. MACLEAN:  If I might, may I qualify the answer to a previous question?

MR. THOMPSON:  No.

[Laughter]


MR. SOMMERVILLE:  Yes, you may.

MR. THOMPSON:  That's my ruling.

[Laughter]


MR. MACLEAN:  My partner here talked about, you know, the equivalency, and whether or not it would simply be a matter of a tax and therefore that would be equivalent and projects would succeed.

And I would like to point out it is not quite that simple, because you need money to flow to the actual proponents of the systems to actually build the infrastructure, build these projects and so on.

So it's not a matter of a simple tax being the equivalent of this.  There are many, many aspects of this proposal.  They're about building the, quote/unquote, "infrastructure" required for these projects to come forward and for them to succeed, and the very starting point of that is for the producer to be able to receive a financial reward for the investment.

MR. THOMPSON:  Okay.  How about tantamount to a tax?  Would you be comfortable with that word, as opposed to "equivalent"?

MR. MACLEAN:  No.  I think in my previous response -- I am going to disagree with that.  It's not tantamount.

I mean, you could say it is the same amount of money, but it is not going to have the same result.

One has the result of a tax, and one has a result of stimulating an industry and providing a revenue stream to people who actually build projects.

MR. THOMPSON:  All right.  Let me move on.

Would it be fair to -- well, let me back up.  This is probably for Union Gas more than Enbridge, but there was a great brouhaha earlier last year about the special purpose charge that the government was planning to impose on natural gas companies.

Do you have any familiarity with that, Mr. Goulden?  Do you know of it?

MR. GOULDEN:  Yeah, but I wasn't part of the brouhaha team.

[Laughter]


MR. THOMPSON:  Good.  Well, anyway, Union got itself in a white heat over that and the Board -- sorry, the government eventually yanked it.


But isn't what is being proposed here really a special-purpose charge on system gas users in the amount of the premium?  You are asking the Board to impose it.


MR. GOULDEN:  I am not sure that is an appropriate analogy.  I haven't given it much thought.


MR. THOMPSON:  Think about it and you will see that it is.


Let me move on, then, with another characterization of what your proposal amounts to.  This goes back to the discussion you were having with Mr. Hughes about -- it's CME No. 9, so it is Exhibit I-6-9 and it is at page 24.


This was an iteration of the questionnaire that you were putting to -- that Ipsos Reid were putting to the sample of customers.


You may recall this.  If you don't, turn it up, but the question that was being discussed was:

"Do you strongly support, somewhat support, somewhat oppose or strongly oppose your natural gas utility investing in biogas projects?"


Do you recall that discussion, Mr. Goulden?


MR. GOULDEN:  Yes, I do.


MR. THOMPSON:  And I understood that as part of the discussion, you folks thought it was appropriate to characterize the premium amount as an investment in biogas projects, which I take to mean RNG gas production.  Did I understand that correctly?


MR. GOULDEN:  I'm not sure you did.  Perhaps Ms. Guiry can speak in more detail.  But, as I recall, the explanation was more around, in a market -- in a customer survey, you want to use plain language, and the plain language was intended to reflect the fact that:  Would the utilities or should the utilities be involved, rather than investing as opposed to using some other verb?


MR. THOMPSON:  Okay.  Well, then let me ask the question straight out.  Can we characterize the premium amount that you are asking the Board to impose on ratepayers as an investment in biogas methane production?  It seems to me that is exactly what it is, but...


[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  I would characterize it as a purchase of RNG supply, not an investment in any facilities.


MR. THOMPSON:  All right.  So then why was the question asked:

"Do you strongly support, somewhat oppose or strongly oppose your natural gas utility investing in biogas projects?"


Are you saying that is clearly a misleading question now, or what?


MR. GOULDEN:  I didn't say anything of the sort.


MR. THOMPSON:  I know, but you are telling me it is now no longer to be characterized as an investment in biomethane production.  I must be missing something.


MR. GOULDEN:  As I think I explained with regards to the market research process, part of the process involves using plain language to describe the type of activity that might have been involved.


So the term "investment" was, as I understand it -- subject to Ms. Guiry's clarification, perhaps, it was intended to mean the utilities to be involved in a financial way.  Whether that was an investment or purchasing incremental supply, it was intended to encompass all of those potential outcomes.


MS. CHAPLIN:  I am just going to interrupt for a brief moment just to make sure the record is clear, to make sure my understanding is clear.


When I look at the draft at page 24 which is in the attachment, or even when I look at what I believe is the final results of the report, it appears that both questions were asked, whether or not there was support for the utility investing, and then the next question is about the purchase.


Is that correct, that both questions were asked?


MS. GUIRY:  That's correct.


MS. CHAPLIN:  So I am not sure if that has a bearing on your line of questions.


MR. THOMPSON:  Well, it seems to -- it indicates to me that "investing" means something different than "purchasing".  And investing means investing to me, not purchasing.


So what are we missing here, Mr. Goulden?


[Mr. Maclean and Mr. Goulden confer]


MR. GOULDEN:  I can't really speak to the survey, Mr. Thompson, in terms of the intent.  Again, my understanding is it was a plain-language use of the term, and perhaps the market research people can help give you a better answer.


MR. THOMPSON:  Well, really what I am driving at, and I don't mean to cut off the market research people, but I am trying to see if we can agree that the premium amount that you are asking the Board to impose is, in substance, an investment in biomethane gas production, that it's needed to jump start the industry.  That's what I understand you folks to be telling us.


MS. GUIRY:  For me, the most salient part of the questionnaire is:  Would you be willing to pay a premium of X percent, which equates to X dollar amount, per month, for your -- forgive me for the wording, I don't have it right in front of me -- for the purchase of -- for a utility to purchase biogas.


So, to me, that is the question that we want to be focussing on:  Would you be willing to pay a premium of this amount for a utility to purchase biogas?


I don't know if we can infer from that whether they support or oppose investing, per se, at that dollar amount.


MR. THOMPSON:  Okay.  Where is the premium question?


MS. GUIRY:  It's on page 25.  So if you just flip the page.


MR. THOMPSON:  All right, thanks.  Well, what I was coming to was this, Mr. Goulden, and for Enbridge -- and for Union, as well as Enbridge.  Are both the companies still subject to the undertakings that they had given to the Lieutenant-Governor-in-Council that prohibited them from engaging in activities other than transmission, distribution and storage gas, except through an affiliate?


MR. GOULDEN:  We do have undertakings.  I can't agree or disagree with your characterization, because I don't know all of the details, but, yes, we do have undertakings.


MR. THOMPSON:  So they still need to be complied with, is your understanding?  Should I pursue this with panel 3?


MR. GOULDEN:  They do need to be complied with, I agree.


MR. THOMPSON:  Okay.


MR. CASS:  Mr. Thompson, panel 3 is not going to have any expertise in the undertakings.  If you want to pursue it, you can raise it in argument.  It has been pursued in a previous proceeding, you may recall.  You may recall that Enbridge came forward to the Board with a proposal in respect to some green energy initiatives.


MR. THOMPSON:  Right.


MR. CASS:  In the context of that proceeding, the amendments to the undertakings were put in front of the Board.


MR. THOMPSON:  These are the amendments that go way back.  Is that...


MR. CASS:  No, not at all.  They were relatively recent amendments at the time when Enbridge brought that proposal to the Board, and I would take a guess at the time frame, but I would make a mistake.  It wasn't all that long ago.


MR. THOMPSON:  Okay.  Well, perhaps I can get an undertaking to file the amended undertakings so we know what it is we're talking about here.  Could we have that, Mr. Cass?


MR. CASS:  Yes, certainly.


MR. MILLAR:  I think we are at J1.3.


MR. SOMMERVILLE:  Two-point.


MR. MILLAR:  2.3, my apologies.

UNDERTAKING NO. J2.2:  TO FILE THE AMENDED UNDERTAKINGS TO THE BOARD FILED IN PRIOR PROCEEDING.

MR. THOMPSON:  So maybe I should ask Mr. Cass.  Are the utilities prohibited from participating in activities tantamount to gas production, except through an affiliate?

MR. CASS:  Well, I wouldn't agree with your characterization to begin with, Mr. Thompson, that the utilities are participating in activities tantamount to gas production.

The utilities are proposing a certain source of supply for their gas supply portfolios, and the undertakings do not prohibit that.

MR. THOMPSON:  All right.  Let me ask it this way.  If an investment was directly made -- can a utility invest directly into a biomethane gas producer under the undertakings?

MR. CASS:  I would have to double-check it, Mr. Thompson.  I haven't looked at it in a while.

My recollection is that they were framed to allow that.  They were framed to allow that.

But I would have to double-check the wording.  I haven't looked at that in a while.


MR. THOMPSON:  Let's leave it there.


The other topic -- and I am just about done this analysis of your proposals -- is with respect to the Board, OEB objectives with respect to gas.  Are you familiar with those, Enbridge and Union witnesses?

MR. GOULDEN:  I think we are, generally.  We did respond to Schools Interrogatory No. 1, where we identified the Board's stated mandate, if that is helpful.


MR. THOMPSON:  Okay.  Well, perhaps you could just turn up, if you have the act there.  I am looking at section 2.  I just wanted to touch on a couple of these objectives and evaluate your proposal.


The first one is that the Board, in carrying out its responsibilities in relation to gas, shall be guided by the objective of facilitating competition in the sale of gas to users.


Would you agree that your proposal does not facilitate competition in the sale of natural gas to users, because it prefers RNG suppliers over others?


[Mr. Goulden and Mr. Maclean confer]

MR. MACLEAN:  We would disagree with that characterization.


While, in the short term, I think there's some merit to your position, in the longer term, the intent is, in fact, to develop a different source of supply that would compete with traditional natural gas on the basis of a different attribute.

MR. THOMPSON:  So you agree that in the short term -- what do you mean by "short term"?  Five years, 10 years?

The short term does prefer RNG suppliers, by giving them this lock on 5.5 million gJs of supply?


[Mr. Goulden and Mr. Maclean confer]

MR. GOULDEN:  The reference I made to Schools Interrogatory No. 1 was in response to a question, which is:  Which objective under section 2 do you rely on?

In our response, we identified we relied on section 5 -- I'm sorry, objective 5 in section 2, which states:

"To promote energy conservation and energy efficiency in accordance with the policies of the Government of Ontario, including having regard to the consumers' economic circumstances."

MR. THOMPSON:  Well, that's fine.  I am looking at objective 1, and I am saying to you your proposal does not facilitate competition in the sale of gas.


It stifles competition.  It hives off 5.5 million gJs from your competitively priced supply procurement practices, it earmarks that for RNG suppliers, and in addition, it is going to pay them a price that is way over prevailing market price.

That does not facilitate competition in the sale of gas.  Surely you can agree with that?


MR. GOULDEN:  We -- I think we disagree.  We're relying on objective number 5, and we really don't have anything to add with regards to the other objectives.


MR. THOMPSON:  Okay.  Well, I suggest to you it doesn't comply with objective 2.  It doesn't protect the interests of consumers with respect to prices.  It charges them more than what they would be charged if all gas were priced competitively.  Do you agree with that?

MR. MACLEAN:  Again, I would not agree with that characterization, because the intent of this proposal is to protect consumers against the potential downside negative effects in the longer term.

That's the reason why we are asking for this industry to be started and kick-started, and ultimately I think it goes back to:  What is the heart of this argument?


The heart of this argument is that we're predicting --and I think with good, due reason to predict -- that society is changing and its attitudes are changing with respect to fossil fuel and GHG emissions, and there are, in fact, going to be consequences of that in the longer term.

And the whole intent of this proposal is, in fact, to protect customers against downstream, downturn effects.


MR. THOMPSON:  Under your proposal, you have a first-come, first-served feature for the RNG suppliers; is that right?


MR. GOULDEN:  Yes.


MR. THOMPSON:  That is not a competitive approach.  Would you agree?


MR. GOULDEN:  I wouldn't agree.


MR. THOMPSON:  You would not agree that first-come, first-served is -- too many "nots" in here.

But are you saying first-come, first-served is a competitive approach to pricing a product?


MR. GOULDEN:  I'm saying, with regards to having access to the system in order to be an RNG supplier, it's an appropriate approach.

MR. THOMPSON:  Just on the first-come, first-served, we did ask a question -- I think it was CME 2 -- about related companies -- well, I will paraphrase it, but it was to the effect whether Union and Enbridge or affiliates, related companies, are likely to become involved in RNG production.

The answer I took from the responses was:  No, we're not, and we're not engaged in that kind of activity at this time, not currently engaged in that kind of activity.


What is the game plan for Enbridge and Union in terms of RNG production?  And I am talking about your related companies or your affiliates.  Will they be in the queue for first-come, first-served?


MR. GOULDEN:  From the utility's perspective, our intent is to establish and receive approval for the program.

With regards to at least Union's affiliates, we have no plans at this point to get involved in investment in RNG production facilities.

MR. THOMPSON:  So what about Enbridge, sorry?


MR. MACLEAN:  It is the same situation with respect to Enbridge.

Our position is that we're trying to do the right thing for our customers and for the industry, and the right thing is to establish a price and a timeframe to allow other proponents to come to the marketplace and build these facilities, and we're confident enough of them will come to the marketplace that we will not need to be involved.


MR. THOMPSON:  All right.  Well, you can be involved in many ways.  You could buy them later and so on.

Am I understanding it correctly that both the companies and, I guess, their parents, would, if this goes forward in some fashion with the Board, agree to a prohibition that related companies or affiliates qualify for this RNG production benefit?

Do you want to take an undertaking on that and get back to me?  Or can you answer it now?


[Mr. Goulden and Mr. Maclean confer]

MR. GOULDEN:  We will take an undertaking on that, Mr. Thompson.

MR. THOMPSON:  Thank you.

MR. MILLAR:  Mr. Chair, I inadvertently mismarked the last undertaking.  It should have been J2.2, the previous one.  So this will be J2.3.

MR. SOMMERVILLE:  Thank you.
UNDERTAKING NO. J2.3:  TO PROVIDE RESPONSE AS TO WHETHER ENBRIDGE AND UNION WOULD AGREE TO A PROHIBITION THAT RELATED COMPANIES OR AFFILIATES QUALIFY FOR RNG PRODUCTION BENEFIT.

MR. THOMPSON:  I just have two short topics and I will be finished.  The first one is dealing with the disposition scenarios with respect to this application – and this may also relate to panel 2 - that has a number of questions on it about the features of your proposal, but can I ask it this way?

Suppose you don't get exactly what you are asking for, but you get something less or materially less than what you are proposing.  Say, for example, the price isn't fixed as you've proposed, but it's something that the Board says you can purchase RNG at market, competitive market price, or at 11 percent ROE on the purchaser, and that ROE, that calculation -- sorry, for the seller, but that calculation would be subject to someone's review.

That is just an example, and you could have a number of features of the proposal that is different than what you have outlined.  I am trying to get a feel for it.

If something like that comes out of this decision, if you don't get what you are asking for, is that it?  In other words, is it take it or leave it from Enbridge and Union on this 20-year fixed price, fixed-volume proposition, or should we be trying to come up with some alternatives to this?

[Mr. Maclean and Mr. Goulden confer]

MR. GOULDEN:  The proposal we've made, Mr. Thompson, is what we see as being the best way to enable the RNG market.

So there are some critical elements in regards to that.  To the extent -- and we explored some of those options at the Board Staff NO. 5.  To the extent there's another way to get to the same spot, then, you know, we are receptive to that, but our view is many of the critical elements of our program, like term and how this will act in the market, are what is necessary for the program to be successful.

But we are not certainly suggesting there might not be an alternative that could work, and we would be receptive to that.

MR. THOMPSON:  So 20-year term is critical?

MR. GOULDEN:  Yes, as far as we understand.

MR. THOMPSON:  And are the fixed prices you propose critical for 20 years; in other words, no review, no nothing?

MR. GOULDEN:  The financial certainty of the revenue stream for a biogas developer is critical, we believe, for a 20-year term.

So what we have identified is prices that reflect that, so they have a revenue stream so they can make that investment.  Is there an alternative that can still allow them to make those investments?  We are not aware of them, but there certainly could be.

MR. THOMPSON:  All right, let me move on.  Let's assume it is denied, the Board denies your specific proposal, and I just want to explore with you.  The options then available to RNG suppliers, in terms of selling to utilities, they could continue to -- or could they continue to bid on your RFPs at a competitive price from year to year; in other words, just act like any other gas supplier?

MR. GOULDEN:  Yes, subject to the caveat that again we are not the gas supply experts, but we believe so.  Again, there aren't any in Ontario right now, Mr. Thompson, but theoretically they could.

MR. THOMPSON:  All right.  To the extent developments occur that enable them to monetize the attributes, that could enhance their ability to play in under the traditional procurement regime; fair?

MR. GOULDEN:  Theoretically, yes.  But, again, nothing has happened to date in that regard.  We don't believe it will without us being involved.

MR. THOMPSON:  That's fine.  To the extent gas prices increase as time passes on, again, that, in combination with the monetization scheme for these attributes, will enable them to play under the competitive pricing procurement model; fair?

MR. MACLEAN:  I think we have outlined a number of components that get to effectively market maturation, and there were four, and we iterated them earlier on:  The price of carbon, the price of natural gas, producer sophistication and technology development.

So any potential producer under this scenario would be subject to the changes with respect to those four things.

However, one of the core issues here is the disconnect between the people that actually own the supply and their ability to sell the supply, and who is actually going to buy it and market it to customers.

That is essential to considering this model and what we are proposing to do, which is connect potential channels for moving supply to customers with people that actually have production capability.

MR. THOMPSON:  Well, I think that is a "yes" answer to my question, with explanation.

MR. MACLEAN:  I don't think that is actually a "yes" to your question.  I think your question implied that if a person had a source of supply, that only those factors would be required.  And I am suggesting, no, that you need to be able to connect to the supply with a marketing ability to bring it to the marketplace.  Somebody still has to buy it.

MR. THOMPSON:  All right.  Well, I was dealing first with the options available to RNG suppliers and dealing with the utilities.

The RNG suppliers dealing with the market directly, they can do that today, can they not?  Bullfrog does it.

MR. MACLEAN:  So I would note that Bullfrog does not, in fact, procure RNG from local Ontario supply and pay producers for that supply.

MR. THOMPSON:  Well --


MR. MACLEAN:  There is no competitive marketplace in the province of Ontario, which is the problem.

MR. THOMPSON:  Sorry.  An RNG supplier could procure - let's assume it could procure RNG from a landfill in Ontario and could sell that directly into the market, could it not?

MR. MACLEAN:  If the question is, at the end of the day, if you look at the four factors that we identified that would allow an RNG producer to be competitive in the marketplace, what you're suggesting is we would jump forward in time to the point where we have a competitive marketplace, which is a bit of a conundrum, because how do you get there unless you actually stimulate a marketplace to develop in the first place?

So you won't achieve the changes that you are looking to achieve.  You are just presuming they have already occurred.  Well, if they have already occurred, we wouldn't be here.

MR. THOMPSON:  Well, maybe we're at cross-purposes.

An RNG supplier, let's assume they got a grant from the government to be up and running, connected to your system just like any other Ontario producer.  That supplier could go directly to customers, just like any other direct marketer today, and sell his product to those customers; fair?

MR. MACLEAN:  That is theoretically possible.  We are proposing an open-access system so that our distribution systems would allow people to inject, and for other participants to take custody effectively of that gas and resell it to marketers over time.

We would note, however, that that is in fact not happening.  So while in theory it is possible to happen, there is absolutely no evidence that it is happening or that it will happen without this program being instituted.

MR. THOMPSON:  All right.  Well, I will move on.  I will leave that for argument.

One point I just wanted to make that I forgot to make.  You are talking about jump-starting the market.  There is no guarantee that it's going to jump-start, is there?

The reason I raise that is we had the natural gas vehicle market floundering around here in Ontario for years.  It started off as being subsidized by customers, and we finally put a stop to that, but it's never really got started in a big way.

I suggest that is an outcome, that is a possibility here, as well; is that fair?


[Mr. Maclean and Mr. Goulden confer]


MR. GOULDEN:  With regards to the potential outcome of the RNG enabling industry, we acknowledge, you know, the industry at the end of five years may not be as strong as it should be.  The industry may not be viable.

But what we are proposing with regards to our application is to enable the industry enough to build the foundation.

We are not suggesting we're going to be involved in this for a long, long time, or we need to be.  So after five years, that could, in fact, be the outcome, but we believe even if that is the outcome, we are going to have a lot more of an industry that has been developed than to simply stand on the sidelines and have nothing happen.

And from our perspective in terms of the benefits, we think it is critical that we do that now.

MR. MACLEAN:  If I might add a few supplementary comments there, as my partner said, we're looking at building a foundation in five years, not full market transformation occurring in five years.

And if we go back to even where we starred with respect to the various scenarios, we had our consultant run nine different scenarios, nine different types, across a number of different sizes and types.

So you may find yourself in a situation five years from now where everything is perfect, and the market and the industry is taking off on its own.  We shouldn't discount that possibility, as well.

You may end up in a future where none, no projects come forward, which we find unrealistic, but that is possible.  And the consequences of no one coming forward is zero cost implications.

So we're really probably talking about something more in between, and it is possible that some of the projects that would succeed underneath of our program in five years' time, those types of projects would not be viable because we haven't reached the point of market maturation yet, in which case some of them wouldn't go forward.

But we believe that a sufficient number of projects would be enabled and that a sufficient portion of the marketplace would be enabled in a number of these different sectors that at least some of the market would continue.

In any case, you would at least have the projects that have been built up until that point in time and the full benefits of those projects over 20 years.

Finally, my last comment on this is that we've really bounded this from a scope point of view as best we can with respect to the price implications and cost implications to our customers, so we know pretty much what we're getting into from the outset.

MR. THOMPSON:  Okay.  Well, there is a lot of uncertainty, but one certainty is ratepayers, under your proposal, ratepayers will pay the premium for 20 years for everybody to sign up, right?


MR. MACLEAN:  System gas customers.


MR. THOMPSON:  All right.  System gas ratepayers.  There is a dispute about that amongst some.


But let me move on to my last question.  It deals with the costs of this particular process.


You had some discussion with others about this, and this process dates back, as I understand it, to April 2010.  I make that statement based on a slide presentation that is contained in one of the information request responses you provided to CCC.

But is that the sort of order of magnitude?  It's been going on for about two years?  Is that fair, gentlemen?

MR. GOULDEN:  Yes, that's correct.

MR. THOMPSON:  Okay.  There have been a number of internal costs over the two years.

Then in the record, Mr. Warren was discussing with you this 630 million, more or less; do you recall that discussion?


MR. GOULDEN:  Yes.


MR. THOMPSON:  Okay.


MR. SOMMERVILLE:  I believe the number is 630,000.

MR. GOULDEN:  Thousand, not million.  You lulled me into accepting that.


[Laughter]


MR. THOMPSON:  In terms of subsidies you guys get from ratepayers.  My apologies.

[Laughter]


MR. THOMPSON:  Okay.  $630,000.  And we now have this process and all that it entails.  Could I have by way of undertaking an estimate of the total costs from inception to the conclusion of this process, that Union and Enbridge combined expect will be incurred?  Would that be possible?


MR. GOULDEN:  Maybe you can clarify what you are seeking.  Do you mean sort of the incremental cost, or the -- including the sort of rolled-in time of staff?  Or what were you looking for?

MR. THOMPSON:  Well, I am looking for a reasonable cost estimate.  I suppose it would be the -- you can do it either way, or do it both ways, on a direct cost and then an allocated cost basis, just to give us some order of magnitude of what this exercise is costing.


MR. MACLEAN:  Sorry.  I still need a little bit of clarification.

I don't mean to be obtuse, but are you saying that you want to know what is beyond what we've already filed in time?  So we filed something in terms of our cost structure that occurred at the moment that we had filed it, and subsequent to that we have been involved in this hearing and we will continue involved in this process.

Is that what you're looking for?


MR. THOMPSON:  I am looking for a cost estimate for the period April 2010 to the conclusion of this process, from Union and Enbridge and combined.


MR. MACLEAN:  So, again, I'm sorry.  We provided a direct cost estimate.  Are you suggesting that that is insufficient?  And if it is, what exactly are you looking for?

MR. THOMPSON:  I didn't understand that to include internal costs that have been incurred since April of 2010.  Was I mistaken?


MR. MACLEAN:  Okay.  So now I understand what you are getting at, which is, you know, staff cost, if you will.

We certainly can undertake that.  However, there is a problem that I would note, and the problem is that we haven't done record-keeping with respect to the exact amount of time that has been spent on this.

So we would have to acknowledge that it would be a best estimate.

MR. THOMPSON:  That's fine.  Best estimate would be satisfactory.  Can the companies do that, please?

MR. MACLEAN:  Certainly.

MR. MILLAR:  J2.4.

UNDERTAKING NO. J2.4:  TO PROVIDE COST ESTIMATES FOR THE PERIOD APRIL 2010 TO CONCLUSION OF THIS PROCESS, FOR UNION AND ENBRIDGE, AND COMBINED.

MR. THOMPSON:  Thanks.  And finally, a discussion you were having with -- I can't remember who it was, about the business plan.

I took it from that discussion that all of this is -- there is no business plan to support it?  Am I understanding that correctly?

And if I am misunderstanding it, perhaps you could clarify what it is that is guiding this exercise.


[Mr. Maclean and Mr. Goulden confer]


MR. GOULDEN:  The application outlines the critical elements of our business plan.  But if you are asking is there a cost-benefit analysis that we can provide, there isn't, because many of the benefits of this program, in fact, are intangibles, as we have identified; for example, GHG impacts.

MR. THOMPSON:  No, what I was asking for:  Is there a business plan?

I don't understand how executives of the company could approve all of this that's going on without there being some concrete business plan that you are working towards.


MR. MACLEAN:  Sorry, I think we misinterpreted the question.  So our answer is you -- in the response to the interrogatories, you have all of the information that has already been made available to you, in terms of communications and business plans and presentations and so on that have been made to senior management.


MR. THOMPSON:  So it is in the three volumes?  Is that the answer?  There is no sort of single sign-off document that the executives saw at the outset, saying:  This is where we're going and why, and what we hope to achieve?


MR. MACLEAN:  Well, I can say in Enbridge's case that effectively the sign-off document is the authority to proceed with the proposal that we put in front of the Board.

MR. GOULDEN:  Specifically, Mr. Thompson, I think that was indicated in our response to CCC Interrogatory No. 4.


MR. THOMPSON:  All right.  Thank you very much.  Those are my -- excuse me one sec.

Thank you very much.  Those are my questions.  Thank you for your patience, Board Members and panel, witness panel.

MR. GOULDEN:  Mr. Thompson, if I may -- and I got a little bit confused and I apologize for this.  I guess I should have dealt with this as a preliminary matter.  But in an exchange we had yesterday, I think there is a bit of clarification required, and, if I could just take a minute, I will identify what the exchange was.

You and I were talking at page -- when I reviewed the transcripts last night, I realized there might have been some room for confusion.  The confusion was around the discussion we had generally yesterday about the term "biogas" versus "biomethane".

And the Chair was quite right in identifying throughout the day that we should be precise in our references to both of those.

At page 162, you and I had an exchange with regards to two projects.  One was Abitibi and the other was Gerdau; otherwise known as Walker and Cambridge landfill.

When we talked about those projects, I might have given the impression that those were biogas projects.  They are existing projects which, because of their close proximity to industrial customers, feed a boiler.  So they feed biogas, but I might have inappropriately characterized that going forward, those projects were biomethane projects.

In order for them to become biomethane projects, the people involved in those projects would actually have to invest in cleaning up the gas, and they would obviously have to connect to the utility's system.

So I just wanted to clarify, because when I reviewed the transcript, I think it was a bit confusing.

MR. THOMPSON:  Thanks very much.  I think you might have had a discussion to that effect with Mr. Poch and one of the other witnesses about the cleanup that was necessary for those plants to be upgraded.  Anyway, thank you very much.

MS. HARE:  Mr. Thompson, could you just explain something that you said?  In response to a question, Mr. Maclean said the premium would be paid by system gas ratepayers.  And you said there is a dispute about that amongst some.

Are you suggesting it is not clear that it is just system gas customers that would be paying for it?  Or maybe you could just explain.  Maybe you want to wait until argument if that is the case, but I just was curious about what you meant by that statement.

MR. THOMPSON:  Yes.  What I meant was there are some questions that have been asked by, I think it is, Randy Aiken's group, for example, saying:  What happens if you use the biomethane to displace company use gas versus system gas?  And that would lead to an allocation, in Union's case, to customers that would include ex-franchise customers.

So I was getting at that kind of thing, the push-pull between ratepayers as to who pays.

MS. HARE:  Okay, thank you.

MR. SOMMERVILLE:  Mr. Cass.

MR. CASS:  Mr. Chair, if I may, could I make a quick comment before other cross-examiners carry on with this panel?  There is no criticism intended.  In fact, I am concerned that there may have been a lack of clarity on the part of the applicants.

Having heard some of the suggestions from time to time about questions that might be asked of the next panel, such as questions about the undertaking to the Lieutenant-Governor-in-Council, I am just concerned to clarify that the word "technical" was chosen for a reason.

I have been sitting here trying to think of a better way to describe it, but I really can't.  It is a technical panel.  So for other cross-examiners, if they have a thought in mind that those types of questions could be answered by the next panel, they really ought to be thinking -- not thinking that way.

It is intended -- the next panel is intended to address the technical aspects of the proposal.

MR. SOMMERVILLE:  Thank you, Mr. Cass.  We will adjourn for 15 minutes.  We will come back at 11:15.  Thank you.

--- Recess taken at 11:01 a.m.

--- On resuming at 11:22 a.m.

MR. SOMMERVILLE:  Thank you very much.  Please be seated.


Mr. Warren, the Board has given some thought to the question of the Gwyn Morgan article and the Fraser Institute report.

I think, consistent with Board usual practice, the Board will allow that material to be presented to the witnesses.  It's not being presented, as I understand it, to prove the figures or even the assertions that are included within it, but rather as a tool to put propositions to the witnesses, which they can respond to as they choose.

That, I think, is pretty consistent with the Board's practice.

Mr. Cass, do you have any difficulties with that?


MR. CASS:  No, Mr. Chair, subject to my comment that they ought to be put to the right witnesses.


MR. SOMMERVILLE:  Well, and that may well emerge as time goes by, as to how that plays out.  But certainly in terms of the ability to reference those documents, the Board will permit that.


Who is next?  Thank you, sir.

MR. RUBENSTEIN:  Good morning, Panel.


Before we begin, I provided Board Staff yesterday and I provided to your counsel a compendium of documents.  I don't know if the Board Panel has it.


MR. MILLAR:  We have it here.

MR. SOMMERVILLE:  We do, Mr. Rubinstein.


MR. MILLAR:  I propose to mark that, Mr. Chair.  K2.1.
EXHIBIT NO. K2.1:  SEC COMPENDIUM OF DOCUMENTS.

MR. MILLAR:  I note, Mr. Chair, that we have not yet marked the article by Mr. Morgan.  Did you want that entered now, or will that be -– we'll leave that in the context of a witness panel?

MR. SOMMERVILLE:  I would think that would be most appropriate, when Mr. Warren wishes to use the document.

Now that I look at it, I am not sure that we actually do have your material, Mr. Rubinstein.

MR. MILLAR:  I have copies here, Mr. Chair, so I'll bring them up.

It will be Exhibit K2.1, and it is the compendium of materials by the School Energy Coalition.


MR. SOMMERVILLE:  Thank you.

MR. RUBENSTEIN:  The compendium is just copies of documents that have already been filed on the record.


MR. SOMMERVILLE:  Thank you.
Cross-Examination by Mr. Rubenstein

MR. RUBENSTEIN:  So the first thing I would like to address is the general purpose of the application, and how Enbridge and Union knows or is able to predict with proper certainty that this program will be able to develop a viable natural gas industry, renewable natural gas industry.

If I could take you to page 1 of the compendium, it is an excerpt from the joint evidence.

And the application states, under "Purpose":

"The purpose of this application is to establish a renewable natural gas program to enable the development of a viable RNG industry in Ontario.  This will allow the benefits outlined in the evidence to be realized."

So would you agree with me that unless the program can actually create a viable RNG industry, we won't see most of those benefits?

[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  Mr. Rubenstein, I would say no.

With regards to the benefits to be realized, we're talking about enabling, which is establishing the foundation, so the foundation to be established to ultimately mature into an appropriately developed market.

So this is about establishing the foundation over the next five years.


MR. RUBENSTEIN:  And if ultimately you can't enable that viable RNG industry, many of the benefits which you outline in your evidence will not come into existence; we won't see those benefits?


MR. GOULDEN:  I disagree slightly, and that is many of the benefits that we have outlined in the program will be realized, but just not to the extent that we would like them or we believe they should be realized.

In other words, there will be an industry.  It may not grow as much as we might expect that it will, but there will still be benefits associated with the projects that do occur.

MR. RUBENSTEIN:  But the benefits of a viable renewable natural gas industry, you won't see all of the benefits?

You outline in your -- we will get to those in a minute, but you outline in your application all of these benefits that you get from a viable RNG industry, but you won't see all of those unless this program or some other external force creates a viable RNG industry?

MR. MACLEAN:  In our evidence, we've outlined the benefits, but we haven't quantified all of the benefits for a program that enables the RNG industry to exist over the longer term, with the exception of the supply-side quantifying the total amount of biogas that can actually be produced.

So what we're saying is that at the end of five years -- and we tried to answer this, I think, in the last round of questioning -- at the end of five years there is a whole range of possibilities that could occur.

You could have 50 projects, let's say -- I am just throwing that order of magnitude out -- that take our full cap to the 5.5 pJs that we have suggested.

Those 50 projects come with benefits.  Those benefits will continue into the future.  The benefits would be associated with the GHG reduction as a result of those projects, and they could also potentially include waste management benefits and other benefits that we have articulated in our evidence.

So those discrete projects that we have -- that the industry will have built, that we have facilitated, will continue on into the future.


The question, then, is what happens beyond the program?

And as we tried to get to in the last line of questioning, in the most extreme example, there might not be any other projects that could occur.  We find that very difficult to believe.

It's much more likely that somewhere in between or perhaps even the positive example, the most extreme positive example, could occur, as well, and that is that industry will continue on its own.

For us to quantify what is the total long-term maximum benefit of all of that is difficult, because we can only quantify the amount of biomass and therefore the amount of biogas that could potentially produce.  We can't quantify the total amount of economic benefits.

So I find the question is really very difficult to answer, because, you know, in an idealized world, what is the maximum potential?  You are asking me to comment on:  Will we realize the maximum potential?


I don't know if you will ever realize the maximum potential, but we will realize as much potential as makes economic sense.

MR. RUBENSTEIN:  If you could go to page 2 of my compendium, it is an answer to Board Staff Interrogatory No. 6.

And you are asked, essentially, to discuss the principles and assumptions behind the premise in your application that biomethane prices paid by the utilities will allow the maturing market to establish itself until it matures.  Following this process, RNG should be able to compete with conventional gas supply.

And you have provided a number of, you call them, elements.  You were asked to provide assumptions or principles; I take it that they're the same thing.

Can you agree with me that the likelihood of those principles and assumptions are -- that the likelihood of the principles and assumptions occurring are important?


[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  Yes, we would agree the likelihood of them all succeeding is important, but we do note that they are effectively interconnected.


So they don't have to all be at the maximum in order to, in fact, result in what we would see as a mature market.

MR. RUBENSTEIN:  And what are Union and Enbridge's basis for these assumptions that are -- that they are likely to occur?  Are they your own analysis, or review from other jurisdictions, third-party analysis, or something else?


[Mr. Goulden and Mr. Maclean confer]


MR. MACLEAN:  We will answer that with a couple of different perspectives.

The first perspective I will refer to as sort of a generic perspective, that these four elements that we're looking at here, you know, in many markets might be common.  They're not necessarily things that apply just to the renewable natural gas industry.

Things like technology development occur in many different marketplaces, and you can see the effect of technology development and downward pressure on price over time in things like semiconductors.

In terms of specifics around RNG, there are elements of this that we are informed on, in terms of understanding the industry and being informed by our consultant in terms of Electrigaz, on some of the things around technology development, and it is reasonable to presume that people will try to improve the technology over time.

Whether or not they will be successful and to the extent they will be successful and the extent they will be able to make those changes over time is unknown to us, but in theory, at least, issues like scale of technology and their ability to handle smaller quantities of volumes, issues like manufacturing efficiency to be able to produce the technological conversion equipment, these would appear to us to be rather straightforward principles.

Our ability to evaluate exactly when they will occur, we don't disputes that we don't know exactly when they will occur. But I think it is reasonable to believe that these are certainly the elements that could occur.

MR. RUBENSTEIN:  So I would take it this is based on your own internal analysis and expertise, from that answer?

MR. MACLEAN:  Generally speaking, yes, as informed from our consultants.

MR. RUBENSTEIN:  And in doing so, before you retained the consultants to go forward with this type of application, you never consulted with anyone else outside of your respective companies about:  What is the best way to enable an industry, a viable industry?

[Mr. Goulden and Mr. Maclean confer]

MR. MACLEAN:  We would disagree, I think, with the characterization that, you know, we haven't consulted anybody.  I guess it turns on what you mean by "consult".

Certainly we have been aware of developments within the biogas and biomethane industry for some period of time and we have talked to people.

For instance, I know I have spoken directly with the only person that is actually running an RNG plant in Canada, who is the leader of Catalyst Power.  He actually has five different farms that feed his system in British Columbia.

So he's explained to me some the challenges that he's had around getting the recipe right, for instance, in terms of the mix of inputs and how important that is in terms of the amount of gas he can get out of it, and so on.

So to suggest we are completely uninformed as to other opinions I think is inappropriate.

MR. RUBENSTEIN:  I wasn't suggesting anything.  I was just asking a question.  But on the broader question about how you enable a viable industry, you haven't looked -- or you haven't retained any experts about sort the broader question, not about what is the -- what are the challenges of an individual landfill owner turning his waste into biomethane?

MR. GOULDEN:  If you are asking did we consult with a market enabling consult, no, we did not.  But, again, as my colleague identified, we consulted generally with people in the business to identify what we thought were the gaps in development of the industry.

MR. RUBENSTEIN:  And has Enbridge or Union ever enabled the development of a viable market of any product or service before?

[Mr. Goulden and Mr. Maclean confer]

MR. MACLEAN:  I'm not sure if it's a perfect analogy, but we might go towards water heating.  If you go back in time long enough, I think you will find out the utilities had a central role in bringing natural gas water heating to the province of Ontario and that, in fact, over time built that marketplace, and then it was appropriate to carve that off to other market participants after the marketplace had been established.

MR. RUBENSTEIN:  And I am not -- I assume it took more than five years to do that?

[Mr. Goulden and Mr. Maclean confer]

MR. MACLEAN:  Sorry.  We were just conferring on what exactly you meant, and we're not suggesting that there is a full transformation of the marketplace within five years.  We are suggesting that our program can lay the foundation to allow market transformation to exist over a longer period of time.

With respect to water heating, I am not an expert in the history of it, but it is my understanding that it, in fact, took a longer period of time than that.

MR. RUBENSTEIN:  Thank you very much.  So if I could take you to our compendium on page -- jumping ahead a little bit to page 567, it is an excerpt from Enbridge's presentation to its senior management team dated October 17th, 2011, which you produced in the CCC interrogatory.

As you can see at page 6 under the heading "RNG Application Background", a certain bullet is redacted.  You later provided an unredacted copy of that document on the next page.

Under the "Enbridge Objective", it states:
"To facilitate a market for RNG in Ontario as a defensive strategy to enhance the sustainability of the core product we deliver."

Can you explain what you mean by, within this context, "defensive strategy"?

MR. MACLEAN:  I think over the previous number of questioners, we have tried to establish this position a number of times, that it is our contention that in the longer time period society is, in fact, changing with respect to its attitudes regarding fossil fuel usage and GHG.

So we go back to that original principle.  We expect that over time there will be negative effects of that on our customers, and also on our industry.

So this statement here is a generic statement about our industry and about our customers, and that, at the end of the day, this is defensive for our customers and it is defensive for our industry in providing a supply source that helps to overcome a problem that we see coming.

I guess it's, you know, akin to the light-in-the-tunnel situation.  If you are in a dark tunnel and you see a light, you may wish to step off the track.

MR. RUBENSTEIN:  I am just wondering -- moving on a little bit, I was wondering if, at the most general level - at the most general level - we can agree that to determine the reasonableness of a project or a program or the prudency of it, the benefits should outweigh the costs, at the most general level?

MR. GOULDEN:  We would generally agree that that's the case, should be the case.

MR. RUBENSTEIN:  And it's been established by a number of questioners and by interrogatories that you did not do a formal cost-benefit analysis.  Am I correct?

MR. GOULDEN:  Yes, for all of the reasons we identified previously.

MR. RUBENSTEIN:  I would like to review the proposed overall benefits of the biomethane program you outline in your application, and I have included them on page 13 of 15 of the compendium.

So the first is greenhouse gas emission reduction.  You mention here that, according to the Alberta Innovates report you commissioned, the potential GHG emission reduction from biomethane is 13 million tonnes per year, CO2, to be more than 45 percent of the province's 2020 GHG emission reduction targets.

So can you confirm that this program won't actually reduce 13 million tonnes per year due to the volume caps?

MR. GOULDEN:  That's correct.  I think maybe the more appropriate reference would be GEC's Exhibit K1.3, where we identified the implications on something called GHG reduction value pessimistic case of 2,400 kilotonnes of carbon dioxide equivalent.

MR. RUBENSTEIN:  So the number of this specific program that you could -- if the volume caps are met, that you could guarantee that the volume caps are met, would be much less than 45 percent?

[Mr. Goulden and Mr. Maclean confer]

MR. RUBENSTEIN:  I believe there is a FRPO IR which -- an updated version of it that was presented yesterday that puts it at 8.1 percent.  Is that -- can you confirm that?

MR. GOULDEN:  That's correct.  That is response to FRPO IR No. 9, and it is, if in fact our program is successful and we reduce 5.5 pJs, then the impact is 2,400 tonnes of carbon dioxide equivalent, which equals 8.1 percent of the province's target.

MR. RUBENSTEIN:  Moving on to another benefit which you discuss, and that is waste alleviation, have you calculated the economic or financial benefit from that?  What is the total cost avoided?

MR. MACLEAN:  We have not calculated what the total cost avoided is, but I would actually go a step further and say that waste alleviation provides benefits which go beyond direct cost.

For instance, I don't think anybody would like to have another incident involving manure and water run-off, and so, for instance, that is an example of a waste alleviation issue that, to some degree, is addressed in our program.

MR. RUBENSTEIN:  If we move on to another benefit, support for the Ontario economy, you discuss, and it mentions economic benefits through local job creation.  Can you confirm that you have not calculated the benefits of local job creation?

MR. GOULDEN:  We have not calculated the benefits to the local job creation, no.

MR. RUBENSTEIN:  Can you confirm you haven't calculated the overall benefits to the Ontario economy, which you also mentioned?

[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  Sorry, we were just conferring.

There is two elements of the support for the Ontario economy.  One is about jobs, and the other is, in fact, about where the payments would stay.

So the benefit of developing a made-in-Ontario RNG industry is, in fact, you would be paying dollars into the economy in Ontario, which we see as being a benefit, as well.

MR. RUBENSTEIN:  But you haven't calculated -- I mean, we can debate if that is necessarily true, but you haven't done any studies to show the actual economic benefit to the Ontario economy?

MR. MACLEAN:  No, we haven't done any studies that can give you a mathematical figure.

However, other than the relatively modest amount of local supply that is procured in Ontario, the rest of gas supply comes from outside of Ontario.

So the degree to which there is more local supply from Ontario, there is money going to Ontarians for that supply.

MR. RUBENSTEIN:  So if you have not done any economic valuation or study, what support do you have that this is beneficial for the overall economy?

MR. GOULDEN:  We haven't done a study to identify the specific numbers based on a specific scenario, but what we have identified is there are two values to the Ontario economy as a result of our program.

One is around the potential for jobs, and the other is around the potential for payments that would otherwise go outside the province, to remain in the province.

MR. RUBENSTEIN:  But would you agree with me there also would be a cost, since certain ratepayers are paying more?

MR. GOULDEN:  I would agree there is a cost to everything.  Likewise, there is a potential spin-off benefit if the dollar that you spend in Ontario, you know, leads to other benefits and all of that stuff.

We haven't pretended to do that, or to be able to do that analysis at this point, but there are definitely significant financial benefits, in our view.

MR. MACLEAN:  If I might add to that, I am certainly not an economist, but my understanding is that any time you spend a dollar, you automatically -- some portion of that goes to the economy and stimulates the economy.  It is a matter of how much.

MR. RUBENSTEIN:  Well, I don't want to get into a debate, but we will leave it at that.

I want to move on to flexibility, and more efficient alternative to electricity generation.

Can we agree that the benefits can only be realized if potential producers of biogas or biomethane decide to take up the proposed program instead of the OPA's feed-in tariff program for biogas?

[Mr. Goulden and Mr. Maclean confer]


MR. MACLEAN:  We're going to ask you just to repeat the question, if you can, because we're not sure we fully understood it.

MR. RUBENSTEIN:  Not a problem.

Can we agree that the benefits of the increased efficiency can only be realized if potential producers of biomethane or biogas decide to take up the proposed program instead of the OPA's feed-in tariff program for biogas?

MR. MACLEAN:  I wouldn't agree with that statement, because ultimately the benefits to society are as a result of the project that's undertaken.

So the benefit that is undertaken in an RNG project is the benefit of that project itself and the efficiency itself.

I think you are asking for a differential comparison between an RNG project in our system and an electricity project in our system, and I am suggesting that if you build an RNG project, you get the benefit.

MR. RUBENSTEIN:  If I could take you to your own -- this is on page 15, number F:

"As cited above, RNG results in increased energy utilization efficiency relative to the current alternatives generating electric power for connection to the electricity grid under the OPA feed-in tariff program."

MR. MACLEAN:  Yes.  Sorry, I interpreted your question as whether or not you get the benefits of using it.

And certainly you do within the RNG world.  If you are asking about only, narrowly, the differential benefit, if the basis of comparison is, say, an OPA FIT contract, and you have two potential alternative uses for the same biogas and you chose to invest in the Ontario -- or the OPA FIT contract, you would get a certain set of benefits.

If you chose - so if this is narrowly your question - if you chose to do so underneath of our program, you would enhance those benefits.

So from that basis, if you're comparing two projects on the same supply source, you would get the comparative advantage of going with RNG.

MR. RUBENSTEIN:  Well, it is your benefit that you are discussing, right?

MR. MACLEAN:  Yes.

MR. RUBENSTEIN:  The efficiency --


MR. MACLEAN:  Yes.  I'm sorry, I just -- I didn't fully understand the question.

MR. RUBENSTEIN:  It's probably my fault.

Have you spoken to any potential suppliers of biomethane or biogas about, first, why many are not signing up for the FIT program?

[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  We have spoken to lots of potential RNG or, you know, biogas developers, if you will, so biogas developers who might develop electricity projects.

We understand one of the significant issues that the potential OPA FIT program participants have is around access to the transmission system.

In other words, it doesn't work, because either the costs of connecting are so high or they're in a transmission-constrained area, or they don't like the price.

MR. RUBENSTEIN:  And did you discuss with them the price and conditions of the proposed program?  And were they more likely now to use their waste to enter into a -- to join your program, as compared to the FIT program?

[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  I am a little bit confused by your question, so I will try to answer what I think I heard.

And that is we did have discussions with lots of potential participants in the RNG market, including OPA potential participants.  On the basis of that, we then went away and we designed what our program would look like.

After we had identified our program and the reference prices, we have done some outreach to those people, so we have informed them of what our pricing is.

We haven't got involved in negotiations with any of them, specifically, save for the Seacliff Energy agreement we have with regards to going forward with that project, which is part of Union's evidence.

MR. RUBENSTEIN:  No, but did you present the proposed program to them, even in the most general terms?  Not, you know -- you don't need to show them the contract necessarily.  And did they seem more likely to take up your program as compared to the FIT biogas program?

[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  We did have those discussions.

We can certainly confirm there was, you know, various levels of enthusiasm, you know, some ranging from exuberance to:  Price isn't right; you got to do this and you got to do that.

We don't have a sense of whether that means, you know -- or what percentage of those projects might go ahead, but we did -- the message we received was generally receptiveness to the program and the pricing, again, with some reservations.

MR. MACLEAN:  I think I can also add, just as an add-on to that, that it is difficult for us to speculate on whether or not anybody's opinion has changed one way or another, based upon the actual evidence that's been provided and the actual proposal that is in front of the Board now.

MR. RUBENSTEIN:  But I think you would agree with me that ultimately you will need a critical mass, of sorts, to enable a viable RNG industry.

So maybe not to the cap, but you will need, you know, a significant amount?

MR. GOULDEN:  Yeah, we would agree.  We have identified a cap among the 5.5 pJs.  Dr. Abboud's potential report indicates there is a whole lot more potential, and we believe the 5.5 pJs is about the right number to enable the market, to get it going.

MR. RUBENSTEIN:  The last thing I want to discuss with you, you had an exchange with Mr. Brett yesterday and you actually then -- there was an exchange with some other parties later, when you were asked about the 11 percent ROE number, and you said that it was informed by the 11 percent ROE number for the FIT program.  And you seemed to take care in using the term "informed".

So am I right that you didn't base it solely on the FIT ROE number?

MR. GOULDEN:  That's correct.

MR. RUBENSTEIN:  So can I ask what else you based it on?

MR. GOULDEN:  I can generally respond to that, but for more specifics you may want to speak to the technical panel, who were involved in rolling up their sleeves and doing the assessment.

What we were concerned -- the way we looked at the FIT program is that was a program which was in existence as of now.  So we wanted to be -- we wanted our program to be responsive to the approach that they had taken, and we wanted our program to be a reasonable comparison of what the FIT program was structured like.

But what we didn't want and we didn't strive to have is a program which was identical, because it wasn't necessary.

MR. RUBENSTEIN:  And my last question, actually, I apologize, is:  In your discussions with Mr. Warren yesterday, I believe, as well, Mr. Thompson, and I don't have it in front of me, but there was an interrogatory response where it listed -- it was in the e-mails.  I think it was CCC Interrogatory No. 5, if my memory -- you don't need to pull it up.

But you had met with many different participants.  You had met with municipalities and stakeholders, and you were just sort of detailing those.

One of them is you met with the OPA.  Am I correct?

MR. MACLEAN:  Did you say that was CCC No. 5?

MR. RUBENSTEIN:  Off the top of my head I believe, but -- sorry, their number 5 -- number 4.  It was the long one with the e-mails.

MR. WARREN:  Excuse me.  I think it is CME No. 3 that has the list of people with whom they met -- Board Staff No. 3.

MR. RUBENSTEIN:  It is not necessarily important to pull it up, but it just a list of the people who you met with.

What I was wondering is:  Am I right that you met with the Ontario Power Authority?  It is up on the list -- on the board.  Thank you, Mr. Buonaguro.

MR. MACLEAN:  Just while we're searching, I can tell you my hesitancy.  I know I personally did not.  That's why I am searching.

MR. RUBENSTEIN:  No problem.  It is up on the screen, so you don't need to...  Oh, yours is not on?

MR. MACLEAN:  Sorry, I see it there, yes.

MR. RUBENSTEIN:  I was wondering what you discussed with the OPA specifically.

[Mr. Goulden and Mr. Maclean confer]

MR. GOULDEN:  Sorry, we can't be more helpful, as this panel -- neither of us was at that meeting.  Mr. Schneider, who was listed as being at the meeting, will be on the technical panel and he can provide you with probably more information.

MR. RUBENSTEIN:  I will ask him, then.  Thank you very much.  Those are my questions.

MR. SOMMERVILLE:  Thank you.  Mr. Aiken.
Cross-Examination by Mr. Aiken

MR. AIKEN:  Thank you, Mr. Chair.  I also have a compendium that the Board should have and I hope all of the witnesses have.  It was filed on Friday.

MR. MILLAR:  I have copies here, Mr. Chair.

MR. AIKEN:  I have additional copies here, if the witnesses require some.

MR. MACLEAN:  I think we do require them.

MR. MILLAR:  I have some copies here, if that assists.  We will give it Exhibit No. K2.3.

MR. SOMMERVILLE:  The Panel has that.
EXHIBIT NO. K2.2:  LONDON PROPERTY MANAGEMENT ASSOCIATION CROSS-EXAMINATION COMPENDIUM.

MR. AIKEN:  Again, these are copies of materials that have been filed in this proceeding.

MR. SOMMERVILLE:  Did you say K2.2?

MR. MILLAR:  It is 2.2, Mr. Chair.

MR. SOMMERVILLE:  Thank you.

MR. MILLAR:  We will bring some copies to the witnesses, if that helps.

MR. AIKEN:  I believe they have them now.

MR. MILLAR:  Does the Panel have them, Mr. Chair?  Okay, so everyone is good?

MR. SOMMERVILLE:  Yes.

MR. MILLAR:  Thank you.

MR. AIKEN:  So if you could start with page 1 of the compendium, am I correct that this is an Enbridge handout at a meeting you had with Bullfrog Power?

[Mr. Goulden and Mr. Maclean confer]

MR. MACLEAN:  Sorry, we are just checking the original reference to see which meeting this was related to.

MR. SOMMERVILLE:  While the witnesses are conferring, the Board is looking at the time and wondering about perhaps everybody revisiting the time estimates with a view to finishing this panel, if at all possible, this morning.

So is there any -- sort of keep that in mind after Mr. Aiken, and Mr. Aiken yourself while you are making your cross-examination.  Thank you.

MR. AIKEN:  Mr. Buonaguro put up the reference on the screen, handout -- one slide.

MR. MACLEAN:  Sorry, we are confused, because the version that we have just graphically looks slightly differently, but the words are in fact the same.  So I can now confirm that.

MR. AIKEN:  Okay.  Were there other marketers or suppliers that this was presented to at different meetings?

[Mr. Goulden and Mr. Maclean confer]

MR. MACLEAN:  Yes, it appears that at least Just Energy, and it looks like Direct Energy, as well.

MR. AIKEN:  What was the general reaction from these parties to this proposed business model?

MR. MACLEAN:  We would refer to I-1-3, page 8 of 9, where we have feedback/comments/concerns of the energy retailers on the supply model discussed.  And I think we've articulated a number of bullets there.

MR. AIKEN:  Okay.  If you could turn to page 2 of the compendium, this is Exhibit I, tab 1, schedule 4, and I just want to go through the answer to part (b) a little bit.

It states that:
"EGD originally conceptualized a business model where the utility would purchase RNG supply from producers on contracts and then offer that supply to energy marketers.  Marketers could then offer this supply to their customers.  Any excess supply would have then been co-mingled with conventional gas supply for system gas customers."

Now, I understand that was Enbridge's original proposal.


Now, the response goes on to say:

"Further internal review and review with Union demonstrated that the utilities could not 'broker' gas to energy marketers."

So I just want to pause there.


What do you mean by -- that you could not broker the gas to the energy marketers?


[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  The terminology refers to the potential whereby we would purchase the RNG and then resell it to the energy marketer, for them to then sell to their customers.

MR. AIKEN:  So if you go to the table -- and sorry, this is not in the compendium, but it has been referred to yesterday -- Exhibit I, tab 1, schedule 5, page 4, which has the table of the different business models that were looked at, under the option that is called "system gas procurement with third-party market pass-through," one of the cons of that option, number one in particular, is:  "No mechanism for doing so."

Is that what that essentially refers to?


MR. MACLEAN:  Yes.


MR. AIKEN:  Okay.  Then the response back in page 2 of the compendium goes on to say that another of the issues is that -- the issues of recovery and disposition of the potential mismatch between purchase costs.

Is that also related to that first issue, the lack of a mechanism for doing so?


[Mr. Goulden and Mr. Maclean confer]


MR. MACLEAN:  Yes.  I think that is an accurate characterization.  As we -- I think we spent a fair amount of time on this yesterday, with respect to Bullfrog.

We recognize that there are a number of positive benefits of trying to find a path or mechanism for third-party marketers to participate within this program.

We certainly think that, in the longer term, that is a desirable state.

What we felt is that on reflection, it does not appear that we have a mechanism in place to resell gas, that we don't, in fact, sell gas, that we're more of a supplier of last resort.  I don't know if that is the correct words to use.

And so we had some concerns and issues with respect to the mechanism to be able to do that and the mechanics to be able to do that.

And the other aspect that we considered in this is that if we were to try to make something available on a pass-through basis, that we would want the costs to be fully recovered so that there wasn't any subsidization from system gas customers, but subject to being able to solve those two problems, we think there is merit in proceeding in that direction.

MR. AIKEN:  Back on Exhibit I-1-5, page 4, the second con says:
"Likely raises same voluntary market issues."

Can you explain what the "same" in particular is referring to?


MR. MACLEAN:  Yes.  I can.  And I will preface my comments by saying it is kind of a limitation of the format in which this entire interrogatory response is created.

In order to understand that, I think you need to look at the relationship between "likely raises some voluntary market issues" to, on the previous page, some of the cons with respect to voluntary market issues, and on the following page, some of the pros with respect to the utility supply approach.

I don't think we need to go back and forth between all the pieces of paper.  I think I might be able to articulate it here.

We don't think that third-party marketers are going to be able to build this business on their own, and we would suggest that is why it hasn't happened.

But we acknowledge that they would like to be able to -- at least some of them would like to be able to participate in the marketplace at some time.

We also acknowledge that there is the potential to use -- to use, so to speak, for the industry to benefit and our customers to benefit from the various marketing approaches that the third-party marketers can bring to the table.

So we didn't approach this from the point of view of, you know, exclude people for the sake of excluding people.  We approached it from the point of view of what is really within the control of the utilities, and what is really within the control of the utilities is our own system gas supply portfolio.

And we originally thought that is the means by which we could stimulate the marketplace, but it would be great if we could then find a door to open to allow third-party marketers to be involved in the marketplace.

We came up against these issues.  So when we refer to "voluntary" we're referring to sort of the broader perspective.  Will the third-party marketers and will a purely voluntary marketplace really be enabled over the short term?

And our suggestion is no, because it is very expensive to find those customers that would be willing to pay a premium.  It is very difficult to contract for supply of gas when you don't know if you have the number of customers.

So the whole notion of being able to build solely on the basis of a voluntary marketplace, a market that does not exist today in this realm, seems unreasonable to us.  So that is what we were getting at.

Not that it doesn't have advantages, because we think it does and it would be nice if we could find a way to have that coexist with a utility program.


MR. AIKEN:  My next question is based on page 3 of the compendium, which is attachment 2 to Board Staff Interrogatory No. 3.


Specifically, the bottom bullet point on this slide indicates that a project in Abbotsford, BC came on-line, injecting biomethane into the Terasen Gas pipeline system.

My questions -- or my first question on this is:  To your knowledge, is Terasen buying the gas that is being injected into their system?


MR. GOULDEN:  Yes, they are.

MR. AIIKEN:  And is part of this going to system gas supply and part of it to customers who opt in to the 10 percent RNG supply?

MR. GOULDEN:  I'm sorry, I heard a very interesting question from Mr. Maclean at the same time, and I...

MR. AIKEN:  His was probably more interesting than mine, so...

MR. GOULDEN:  Can you repeat your question?


MR. AIKEN:  The cost of the gas that is going into the Terasen Gas pipeline system, or I guess the Fortis BC system now, part of that is being allocated to system gas supply and part of it is being allocated to customers on system gas supply who opt in for the 10 percent RNG supply; is that correct?

[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  It is our understanding that the production from this facility is -- enters the Terasen, now Fortis BC system.  And it's the volumes of gas that are available for sale under -- to system customers under the 10 percent program, voluntary program that Terasen has.

MR. AIKEN:  And any of that gas that is not used by anybody who opts into that 10 percent option gets allocated to all the other system gas customers?


MR. GOULDEN:  I'm not sure that is the case, Mr. Aiken.


MR. AIKEN:  Okay.  Then who pays for the additional gas that's been injected, but not opted in for?


[Mr. Maclean and Mr. Goulden confer]


MR. MACLEAN:  Sorry, we are a little slow in responding, because, while we're generally aware of some of the approaches that Fortis BC has taken with respect to its program, we did not model our program after it, and so we're not sure if we know all of the intricacies.

But my general understanding is that Fortis BC markets gas to its customers.  My general understanding is that this would be an additional program, if you will, or offering, if you will, with respect to the 10 percent blend.

And I am only hypothesizing that any amount that was not contracted for with customers would be absorbed, but I think the intent was ultimately for Fortis BC to try to acquire as many customers as they could, prior to actually building incremental production facilities.


MR. AIKEN:  Just to follow up on that, what do you mean by "absorbed"?  Or who is doing the absorbing?


MR. MACLEAN:  I'm sorry, we're going to have to say that that is beyond our knowledge and understanding right now.

MR. GOULDEN:  Sorry, Mr. Aiken, I think we can be slightly more helpful that.  You keep turning it off.

MR. MACLEAN:  I know, brother.

MR. GOULDEN:  I hope we can be a bit more helpful than that.  In our response to VECC Interrogatory No. 8, we attached a copy of the British Columbia Utilities Commission decision.  It is an 89-page decision and we don't pretend to have any expertise in that, but it is attached there.  So it might have some of those details.

MR. AIKEN:  Okay.  I think you have pointed me in the direction I need to go.

On the following page of that attachment, which unfortunately I forgot to put in the compendium, there was a map -- I believe it was a map, and it showed that there were two existing biomethane injection projects in Canada.

So am I correct that the Abbotsford project was one of those two that is referenced there?

MR. GOULDEN:  I don't have the map in front of me, but, yes, it was.

MR. AIKEN:  Okay.  Can you provide details on the other Canadian project?  It appears to be in Quebec, but that is about all I know about it.

[Mr. Goulden and Mr. Maclean confer]

MR. AIKEN:  It is on the screen now.

MR. THOMPSON:  If it is of any help, it is referenced in I-6-8, which is a CME interrogatory, and it is described as EBI Berthierville, QC, Quebec I guess that is, and there is a website provided.

MR. AIKEN:  I have a specific question on both of those projects in Canada, and that is:  Do you have any information on the pricing mechanisms and terms of the contracts associated with one or both of those RNG projects?

[Mr. Goulden and Mr. Maclean confer]

MR. GOULDEN:  We don't have any specific information, Mr. Aiken, but we understand the Fortis BC, the Catalyst Power project in British Columbia, is supplier -- is a supplier to the program that Fortis BC has in effect, which is impacted by the BCUC, and I believe the prices -- the maximum price is described there.

With regards to the other program, it is my understanding that it's injecting, I believe, into the TransCanada system, and we don't know the details about the pricing, but we do understand that the environmental attributes associated with that program are in fact those that are serving Bullfrog in what they're doing -- part of what they're doing in Ontario.

MR. AIKEN:  Now, the map also shows ten projects in the United States.  Do you have any information about pricing mechanisms, in terms of contracts, on any of those projects?

[Mr. Goulden and Mr. Maclean confer]

MR. GOULDEN:  In the interests of giving you a more fulsome answer, it might be more helpful to ask the technical panel, because they have more information on the details of those contracts, to the extent that they have, you know, more knowledge.

MR. AIKEN:  Okay.  Mr. Buonaguro is marvelling at my technical expertise over here.

Moving on to the next page of the compendium, it is a graph, the Ontario landed reference pricing.  With respect to this graph, does it end, as it appears, with the July 2010 QRAM?

MR. GOULDEN:  No, it does not.  And, in fact, in our response to CME interrogatory 5(e), we've provided more complete data.

MR. AIKEN:  Does that more complete data include a set of numbers on the price graph?

MR. GOULDEN:  Sorry, Mr. Aiken, yes, it does.  It indicates the price from January of 1999 to October of 2011.

MR. AIKEN:  Okay, thank you.

MR. GOULDEN:  It identifies the historic QRAM prices, which vary from a high of just over $12 per gJ to a low of just under $4.00 per gJ.

MR. AIKEN:  Page 5 is my next question -- the reference to my next question.  This slide indicates prices have to be set to enable producers to earn a reasonable return on investment.

And I think you have indicated that the prices you are proposing are based on an after-tax return on equity of around 11 percent; is that correct?  This question may be leading into questions more for the technical panel.

MR. GOULDEN:  We can answer that one, and it is yes.

MR. AIKEN:  Okay.  And the rest I think I will leave for the next panel.

Page 6 of the compendium, the third bullet point on this page states that customers wanting zero percent or 100 percent RNG have the option to purchase supply from marketers.

Does this statement mean that customers will have a choice of a mix of supply from marketers with the RNG component ranging from zero percent to 100 percent of their total supply?

MR. GOULDEN:  We weren't intending to speak for marketers at the time, or we still are not.  What the intention of that point was to indicate is we understand some marketers may in fact offer RNG, and if they offer RNG, then in fact customers will have that additional choice.

MR. AIKEN:  So it is your expectation the marketers will offer some sort of option with RNG in their mix?

MR. GOULDEN:  We would generally -- we would have expected that at the time.  It is quite limited at this point.  So it would be our expectation, but it hasn't happened yet.

MR. AIKEN:  Okay.  Now, if a system customer wants all RNG or some portion of their annual consumption other than the 2 percent or whatever your proposal works out to be, does that mean they have to become a direct purchase customer?

MR. GOULDEN:  Under our proposal, yes.

MR. AIKEN:  And does it also mean that if a system gas customer does not want any RNG at all, it also has to become a direct purchase customer?

MR. GOULDEN:  That's correct.

MR. AIKEN:  Now, what are the difficulties associated with allowing the opt-in/-out option that Fortis BC is using that Union and Enbridge have identified?

MR. GOULDEN:  We identify sort of generally the pros and cons in our response to Board Staff No. 5, page 3.  But, most specifically, Mr. Aiken, the real challenge we had in designing the program was around planning certainty for volumes.

And what I mean by that is one of the critical elements of the program that we have proposed has a cap, albeit a cap, but nonetheless a volume which we have identified the program will grow to.

And the benefit of having that volume that the program will grow to, provided you have demand for that, is, in fact, you have some planning certainty with regards to being able to commit to supply, being able to commit to contracts with potential suppliers.

So one of the significant benefits of our program, in contrast with the sort of opt-in/opt-out option, is if you have opt in and opt out, you no longer have demand certainty.  If you no longer have demand certainty, then in fact what you don't have is you don't have the ability to grow the supply in a planned, certain way.

And, consequently, that uncertainty means you can't have contracts, and, if you can't have contracts, you can't develop the market.

So it is a bit of a chicken or egg thing, and we recognize there's some heartache with regard to the concept of a mandatory program, but that is why we need a specific demand around the RNG program, because otherwise you don't have sufficient certainty allowed -- to allow the supply to grow.

MR. AIKEN:  Did Union or Enbridge ask any questions on the customer survey relating to an option similar to that offered by Fortis BC, where the system gas customer can opt in to include 10 percent of RNG in their system supply?  And if not, why not?

MS. GARDINER:  No, we did not.


MR. AIKEN:  Second part of the question was:  Why not?


MS. GARDINER:  Because when the survey was getting finalized, the companies had determined that they were going with the option that is before you today.


MR. AIKEN:  So based on that response, would I also be --


MR. GOULDEN:  Excuse me, Mr. Aiken.  I can maybe add to that response.

At the time we did the research, we were contemplating -- we had sort of gone through the sifting through what the program would look like, and we had identified the challenge which I just described, which is, if you don't have a mandatory program, you don't have that certainty.


So the concept, as we considered it when we did the market research, was to have a mandatory program and to test that.


MR. AIKEN:  Okay.  So based on that answer, did your survey provide any indication, when you asked customers about how much they would be willing to pay for renewable natural gas, that some customers would be asked to pay for it; i.e., system gas customers, and others would not be asked to pay for the premium?  And again, if not, why not?

[Mr. Goulden and Mr. Maclean confer]

MR. GRANT:  Could you just repeat the question, please?


MR. AIKEN:  Did your survey indicate or impart the impression that some customers would be asked to pay -- i.e., system gas customers -- while other customers would not be paying any of the premium?


MR. GRANT:  No, it did not.  And the reason for that is that we could look at the answers separately if we wanted to, from those that -- from different classes of customers.

MR. AIKEN:  And how would you do that?


MR. GRANT:  Well, we could identify -- we could simply break out the results by different types of customers.

MR. AIKEN:  But did you tell the customers that different types of customers would pay and other types of customers would not pay?

MR. GRANT:  No, we did not.  We -- essentially we have the system gas customers and direct-purchase customers.

The direct-purchase customers wouldn't necessarily have to pay, but the system gas customers would.

But if we wanted to find out if they were different, we could break out those results.


MR. AIKEN:  I don't think you're understanding the question.  Let me rephrase it this way.

In the survey, did system gas customers who identified themselves as system gas customers know that they would be paying 2 percent, while their neighbours who were buying from Direct Energy or Bullfrog Power would not be paying an additional 2 percent, when they responded to the survey?


MS. GARDINER:  Perhaps I could assist on this.

All customers were asked the same question, regardless of their status as a system or a DP customer.

So what we did was we gauged the willingness or support across all the pricing scenarios, regardless of their status.

So they would not have known that others would not be paying.  So -- but it was specifically with respect to their circumstance, and on that basis, that's how we determined that -- those strong support levels.


MR. AIKEN:  So you gauged the willingness and support, but you didn't gauge their reaction to the fairness of whether some customers should pay and others should not?

MR. GOULDEN:  Sorry, Mr. Aiken.  We gauged their support, and whether they were a direct-purchase customer in the market research or they were a system gas customer, they had a very strong level of support for the program, based on the reasonable costs that we put before them.


So they -- all of them supported it, to the tune of 68 percent of our customers.


MR. AIKEN:  And do you believe the results would have been the same if the customers had known that some would pay and others would not, under your proposal?  That goes to the issue of fairness.  And did you gauge that?


MS. GARDINER:  That was not gauged in this survey, and I don't think we can actually speculate on the outcome there.

MR. AIKEN:  Moving on to page 7 of the compendium, this is Board Staff Interrogatory No. 8.  The response to part (a) indicates that the City of Hamilton is commissioning a project for injection into Union's distribution system from the wastewater treatment plant.

What is the status of this project?


MR. GOULDEN:  The project is just finishing commissioning, Mr. Aiken.  So it has technically injected a small amount of RNG into our system, but the project is complete.


MR. AIKEN:  Okay.  Is Union going to be purchasing this RNG, or is it being sold to someone else?


MR. GOULDEN:  The City of Hamilton actually is moving -- they are -– effectively, to use an electrical term, they're injecting the gas into the Union Gas distribution system and they're wheeling it to other locations that the City of Hamilton has.

They're using this for their own use.


MR. AIKEN:  Okay.  Is this -- also in the response to part (a), it says that only one biomethane supplier exists in Union's franchise area.

Is the City of Hamilton project in addition to that one, or is that the one you are referring to?


MR. GOULDEN:  Sorry, it is one and the same, and the WWTP –- it's the Hamilton Wastewater Treatment Plant.


MR. AIKEN:  Okay.  And I take it in the response to Exhibit I, tab 11, schedule 3 -- this is an LPMA Interrogatory, part (c).  I don't know if you need to pull it up, but it says:

"Neither utility is currently purchasing any biomethane produced in Ontario.  However, Union is currently transporting biomethane produced from one location in its franchise under an M13 contract on behalf of in-franchise customers."

Am I correct that is the City of Hamilton?


MR. GOULDEN:  Yes, that's correct, Mr. Aiken.

So M13 is the contract rate which allows them to move the gas within our system.


MR. AIKEN:  And if I have any questions on the M13 rate, that should be for the technical panel?


MR. GOULDEN:  It depends on the question.


MR. AIKEN:  Okay.

MR. GOULDEN:  If you have any rates questions on M13, then Mr. Tetreault will be up on the third panel, as well.


MR. AIKEN:  Okay.  If you could move -- sorry, Mr. Chair.  When did you want to take -- have you decided whether you are going to take a lunch break, or --


MR. SOMMERVILLE:  Let me ask you a question.


MR. AIKEN:  -- or plough through?


MR. SOMMERVILLE:  Which is:  When do you think you are going to finish?


MR. AIKEN:  Depending on how questions get punted to panels 2 and 3, I could be another 20 minutes, at least.


MR. SOMMERVILLE:  We will continue, Mr. Aiken, to complete your cross-examination.


MR. AIKEN:  Thank you.


MR. SOMMERVILLE:  Thank you.


Now, I asked everybody except the panel.  Are you comfortable with that?  Staying for another 20 minutes before break?

MR. GOULDEN:  I think we are fine.  Thank you.

MR. SOMMERVILLE:  Thank you.


MR. AIKEN:  Just to follow up, then, on what the City of Hamilton is doing, and I asked this in Interrogatory No. 22, so it is Exhibit I, tab 11, schedule 22.  It is not in the compendium.

My question is -- and this centres around whether municipalities are buying the green gas -- why have Union and Enbridge not been more proactive in determining the willingness of municipalities to purchase RNG, that many of them will be producing?


[Mr. Goulden and Mr. Maclean confer]

MR. GOULDEN:  Sorry for the delay, Mr. Aiken.  With regards to our discussions with municipalities, the discussions we had with municipalities was more around, Are you aware of this?  What does this look like?

We didn't get to the stage of:  Are you going to purchase RNG, because at least in most of the municipalities we talked to, they sort of weren't advanced to that stage.

So we didn't really have the opportunity, because we were educating them more about the concept.

MR. AIKEN:  Is Union -- are Union and Enbridge aware that some municipalities, and corporations for that matter, purchase green electricity?

MR. GOULDEN:  Yes.

MR. AIKEN:  Would it not be reasonable to assume that the same entities may at least be interested in purchasing green gas and supporting the local economy?

MR. GOULDEN:  Possibly, although at the time we had these discussions, there was not an option.  That was not an option that was available.

MR. AIKEN:  If you turn to Exhibit I-1-14, and this is on page 8 of the compendium.  I am not sure whether this is a question for this panel or a subsequent panel, but it is on the lack of an RFP process.

Would I be best in asking these questions of this panel or perhaps panel 3?

MR. GOULDEN:  We're hoping we can help you, Mr. Aiken.

MR. AIKEN:  Okay.  The first question:  Can you explain in more detail why you're not proposing an RFP process?

MR. MACLEAN:  We would refer you to our response at I-1-5, which is Board Staff No. 5, page 3 of 5, under the section "Request For Proposal".

And you should see there itemized in the right-hand column a number of cons.  So let me just acknowledge that, you know, generally, there are advantages of procuring things through a request for proposal, but if we step back and we ask ourselves:  When is that appropriate?  The first thing we should be asking ourselves is:  Is it appropriate when the people that are potentially participating in the RFP don't actually have perfect information?

So what I am going to suggest is that in a well-developed marketplace, it makes a lot of sense where the people both buying and selling understand the rules of the game and understand what is to happen and how they can participate, and so on.

In this case, we're talking about a marketplace that is just being developed, and so I think that raises a number of issues of complexity around here.

So we've tried to -- my colleague here is just reminding me that there is further information available, as well, on Bullfrog Power Interrogatory No. 6.

I think they basically get to the same thing.  If you want to stimulate a marketplace where you're going to have a bunch of new market participants that haven't participated in this marketplace before, and you want to include things like waste water treatment plants and potentially farmers with solutions on the agriculture side, you want to make sure that (a) you don't screen out a whole bunch of people because you are trying to actually be inclusive as opposed to being exclusive.

So one of the problems with RFPs, in general, is it tends to favour those people that are more sophisticated proponents as opposed to proponents that don't have a lot of experience in responding to RFPs.  So that is one of the issues.

Another one of the issues is, you know, how do you establish what is in fact the best method for establishing your RFP process?  So we said there's nine different scenarios that we asked our contractor to envision.

So you could end up in a situation where now you're not doing one RFP, but you're doing potentially nine RFPs.  And the reason for that is because a large landfill is going to have a different economic situation than a small agricultural facility, but what we tried to do is encourage a number of different types of projects, a number of different types of participants.

And, therefore, you are now in a situation where you likely have to have multiple RFPs to really get to the same point.

When you start layering these things on top of each other, you really get down to:  How much does it cost to go through an RFP process?  Are you really bringing the people to the table that want to participate in this RFP process, or are you really just winnowing it down to only the most sophisticated players?

Then there are other further complexities, because even in the process, you can't be certain you are going to be able to attach to the distribution system.  So we have to go through a whole analysis to determine capacity, and so on and so forth.

So I guess the nutshell of this is there is pros that one can recognize with respect to an RFP process, but we don't think it is actually the best way or the most cost-effective way to implement this particular program, based upon the -- frankly, the uncertainty around the marketplace, and, therefore, people's ability to participate.

MR. AIKEN:  Part of the producers' costs that they need to cover through depreciation and the return on capital is the cost of the connection to the utilities through the aid to construction.

Am I correct that these assets would be built and owned by the utilities, but paid for by the producer?

MR. GOULDEN:  That's correct.

MR. AIKEN:  Is it reasonable to assume that producers that are closer to the distribution facilities may have a lower cost than another producer that needs a longer and/or more expensive connection to the system?

MR. GOULDEN:  Possibly, but not necessarily.

What I mean by that, Mr. Aiken, is one of the challenges with regards to RNG is the connection.  So how far are you from the natural gas distribution system?

But the other very real consideration is, you know, unlike the rest of what we do in the gas business, it's about the summer minimum load of -- the take-away capacity in the market at the lowest point in the summer.

So you may be very close to the natural gas distribution system.  You happen to be located near a village of 100 people.  And, consequently, the distribution node that you are connected to has very low summer demand.  Henceforth, you know, even though you are close, you may have to go a long way to connect to the right market within the utility.

So that is a fairly complex process, and that was what Mr. Maclean was referring to.

MR. AIKEN:  But in general terms, the lower the cost of the connection to the distribution system, which takes into account your example, the lower the depreciation and cost of capital that the producers have to recover?

MR. MACLEAN:  Perhaps I can provide a more fulsome response.

When we talked with our consultant and we looked at the various scenarios, we were trying to establish price points that worked for a number of scenarios and, within each scenario, to look at a range of possible projects that could be financially viable within that scenario.

So I think you are correctly identifying one of the variables, which is:  How much does it cost to actually make the physical connection?  But there are other variables, as well, related to the total amount of supply, the scalability of the equipment, the source of the supply itself if you're doing mixing, for instance, with a manure and other waste products.

So there are a number of variables that go into establishing what the actual economic return is going to be for any individual project.  And so what we did is we established an overview, because unless -- you can't prejudge all of the possible projects that come forward, and unless you want to micro manage every single project that comes forward, which we would suggest is far too complex and far too expensive to do, what you have to do is you have to put out something that will allow a range.

And there will be some projects -- if you think of it as like a bell distribution curve, there will be some projects that will be on the right-hand side of the range and some that will be on the left-hand side of the range.

So I think you are identifying one of the variables that goes into, but it is not the only variable.

Having said that, if you held everything else constant and you had two identical projects in all other regards, then I would agree with your statement that the capital cost for connection is going to be the determining factor between the difference on returns on those two projects.  I hope that helps.

MR. AIKEN:  It does.  So if you lump all of these conditions and situations together, wouldn't an RFP process bring about some sort of efficiency, so that the lower-cost producers, whatever the reason is for being the lower-cost producer, get connected first?


MR. GOULDEN:  When I consider an RFP process, I consider it to be sort of potentially a means of sort of expediting the process.

What Mr. Maclean has described really is that, with regards to connection, it is very -- it's extremely location-specific.


So in order to respond to the RFP, I'm not sure how you would do it in a time-effective manner, Mr. Aiken, because in order to respond to an RFP, you would have to know what your facilities cost, and in order to know what your facilities cost, you have to do a lot of analysis of the distribution system costs and how much pipe you have to run and all that stuff.

So theoretically you could have an RFP, but I am not sure, from our perspective, that it would be effective or efficient for that reason.

It would be very complex.

MR. AIKEN:  Wouldn't the potential producers still have to know that information under your proposal?  They would have to know if there are distribution constraints close to their landfill site or close to their farm operation?

They would have to contact you, get that information, get a projected aid-to-construction cost before they could decide whether they wanted to proceed?


MR. GOULDEN:  Before they could contract.

MR. AIKEN:  Yes.

MR. MACLEAN:  If I might just elaborate on that last point, what my colleague was suggesting is before the contract -- and I think we should think about the implications of that -- we have suggested that it might be a fair amount of time between the time you first express interest and the time that you contract.

And the problem with a request for proposal is you are actually asking everybody to incur all of those costs upfront, to establish all of those parameters.


MR. AIKEN:  Now, I did have one question that I can't find here, but it had to do with your discussion yesterday with Mr. Thompson.

And this is at page 159 of the transcript, and it had to do with the Abitibi and Thorold connection, I believe it was.  This was for Enbridge.

You indicated that, I believe, you helped in the construction of the pipeline for the biogas between the landfill and the customer.

Now, what I am not sure about is:  Is that pipeline owned by Enbridge and included in its regulated rate base?


MR. MACLEAN:  I am not an expert in this area, but my general understanding is that it's similar to what we're talking about with respect to the RNG proposal, that it was built under aid –- a construction and aid mechanism.

And therefore it is owned by Enbridge, and that the customer provided the funding to have it built.


MR. AIKEN:  Okay.  Then maybe we're getting hooked or held up on the definition of biogas versus biomethane.

My understanding was this was a transfer of biogas, which by definition would not be injected into Enbridge's distribution system, unless it is upgraded to biomethane.

Or is this something I should take up with the other panel?


MR. MACLEAN:  No.


[Mr. Goulden and Mr. Maclean confer]


MR. MACLEAN:  I think that was the point Bryan tried to make before the break, that, in fact, what is happening there is biogas, not biomethane, and that it is actually coincidental that there is a facility in nearby proximity that could use that biogas, which is not, in fact, the case in most cases, and similarly with use of waste heat.


MR. AIKEN:  Again, I come back -- is that pipeline in Enbridge's revenue requirement?  Even if it is fully paid for in an aid-to-construction basis, you have OM&A costs?

MR. MACLEAN:  I would have to take an undertaking on that as beyond my expertise.  Or -- no, actually, maybe it could go to another panel.

[Laughter]


MR. MACLEAN:  I like that option even better.


[Laughter]


MR. MACLEAN:  Now that I think about it, I don't think there is a requirement for an undertaking.  I think the rates panel, the third panel, would likely be able to discuss that.


MR. AIKEN:  Okay.  One final question, I think, for this panel, and this is Exhibit I, tab 11, schedule 17, so again, an LPMA interrogatory.

This deals with the value of the environmental attributes and benefits that will accrue to system gas customers.

How often will Union and Enbridge credit this value to system gas customers?  Once there is a value in that deferral account, will it be credited to customers on a quarterly basis through the QRAM process?


MR. GOULDEN:  This is probably an unsatisfactory answer, but we haven't really thought that through entirely, Mr. Aiken.

Our intention is to credit it regularly, whatever "regularly" means, and presumably that would -- well, we would assume that would be part of the deferral account disposition process, whether that happens once per year or once per month or once per quarter.

We haven't figured that out yet, but likewise, you know, the monetization of environmental attributes has not been developed, but that is the concept.


MR. AIKEN:  Okay.  So when you say it could be cleared once a year, you are not proposing that any credits go to the deferral account and sit there for five years before they're rebated to the system gas customers?

It would likely be a maximum of one year, is what you're saying?


MR. MACLEAN:  Yes.  I think as my colleague has represented, we are not clear as to the processes by which this would occur, but certainly it is our intent to credit that to the system gas customers as soon as we can accommodate within the processes that makes sense.


MR. AIKEN:  Okay.  Now, a couple of questions back on the commercial survey, and probably specifically for Union, even though they weren't really part of it.

Did Union have any input into the wording of the commercial survey?


MS. GARDINER:  Yes, we did.


MR. AIKEN:  And are those in the record, in those series of e-mails?

[Mr. Goulden and Mr. Maclean confer]

MR. GRANT:  I believe most of them would be.  I believe they would be, and any changes to the questionnaire would be indicated.


MR. AIKEN:  Okay.  Now, has Union done any market research or market studies of how your commercial customers may differ or be the same as Enbridge's commercial customers, in terms of industries they're in or the size of their gas consumption?

[Mr. Goulden and Mr. Maclean confer]

MS. GARDINER:  No, we have not done any studies comparing Enbridge to Union customers.

However, after the work was done on the Enbridge customers for this study, we did go and have a look at the different sector breakouts that were there, and we did a comparison.

And the manufacturing component was very, very close in terms of its representation.


MR. AIKEN:  What about the non-manufacturing sector?  I am thinking, like, apartment buildings, institutions, those type of commercial customers?

[Mr. Goulden and Mr. Maclean confer]

MS. GARDINER:  I'm wondering if we could get back to you on whether or not we have a breakout that would allow for that comparison.


MR. AIKEN:  That would be fine.


MR. MILLAR:  J --


MS. GARDINER:  One thing I would just like to add.

This question came up the other day, and it really surrounds the decision not to survey the Union customers.

And even though we didn't have any, as you say, studies that compared the attitudes, we really didn't have any reason to believe that on this particular subject that there would be a difference between, let's say, Enbridge commercial customers and Union commercial customers.

So that was the judgment that was made when the decision was made not to survey Union commercial customers.

MR. AIKEN:  Okay.

MR. MILLAR:  I think we just had an undertaking, J2.5.

MR. SOMMERVILLE:  Perhaps that undertaking could be restated just for clarity.

MR. AIKEN:  And how soon do you want to go for lunch?

[Laughter]

MR. SOMMERVILLE:  The undertaking is no good unless we understand very precisely what it is supposed to produce, and it seems to me it had to do with whether the company was in a position to provide a -- or to conduct a breakout of the commercial class --


MR. AIKEN:  Non-manufacturing.

MR. SOMMERVILLE:  The non-manufacturing group.

MS. GARDINER:  Yes.  So with respect to the commercial study for the Enbridge customer, you would like to see a sector breakout and whether or not it includes the property management segment?

MR. AIKEN:  Not that it includes it, but is the property management sector -- for example, there are not many buildings this size in Union's territory, and there certainly aren't as many buildings, I don't think, in Union's territory as there is in downtown Toronto of this size, not to mention Ottawa.

So, for example, is the property management sector in Enbridge's territory bigger than it is in Union, and is the institutional breakdown, you know, similar for hospitals, universities, colleges?  That is what I was really looking for.

MS. GARDINER:  So let me see if I can rephrase this.  You would like to see a comparison of the size of the commercial property management sector between Enbridge and Union Gas?

MR. AIKEN:  That would be part of it, because, again, the size may differ, size in terms of gas consumption.  In other words, BOMA members may consume more gas than LPMA members.

MR. SOMMERVILLE:  Why don't we do this?  Why don't we -- after the break, we will define the undertaking and there will be an opportunity to kind of make sure that we're all ad idem on that subject?

MR. AIKEN:  Sure.

MR. SOMMERVILLE:  Okay, thank you.

MR. AIKEN:  One final comment or maybe question.  I want to try and summarize what your proposal is and compared to something that happened probably 20 years ago, and that is, 20 years ago, we had to have more TransCanada capacity into Ontario.  And the only way TransCanada would build additional loops was with long-term contracts, and the only parties who were interested in long-term contracts were Union and Enbridge.

The retailers or marketers didn't want to sign up for a 20-year contract on TransCanada.  So the utilities did that.  And now your current proposal, I believe, is similar in that, again, Union and Enbridge are stepping up and saying, We need to develop a market.  We're the only ones who are willing to or capable of signing 20-year contracts to enable this market.

Again, the retailers may not want to do that.  Is that a valid comparison, in your opinion?

[Mr. Goulden and Mr. Maclean confer]

MR. AIKEN:  I know Mr. Goulden goes back as far as I do on some of these issues, and probably further.

[Laughter]

MR. GOULDEN:  Thanks for that, I guess.  With regards to your analogy, I am not sure if it is an appropriate analogy.

My only comment would be, to me, the -- where it kind of falls apart for me is we're talking about a market that doesn't exist.  You know, going back to the TCPL growing the business, I am just not...

I don't know all of the sort of parameters that were impacting the market then in that business.  I do know it is a pretty complex business with regards to how to enable the RNG market.  So I can't comment if it is an apt analogy or it's the subject for cold beverages.

MR. AIKEN:  Okay, thank you.  Those are my questions.

MR. SOMMERVILLE:  Thank you, Mr. Aiken.  We will break until 2 o'clock.  Thank you.

--- Luncheon recess taken at 1:00 p.m.

--- On resuming at 2:10 p.m.

MR. SOMMERVILLE:  Thank you very much.  Please be seated.  Mr. Quinn?

MR. QUINN:  Yes, sorry, I was deferring to Mr. Cass, if there was any report back on the undertaking discussions we had before lunch.

MR. SOMMERVILLE:  Ah.

MR. SMITH:  We unfortunately weren't able to identify any additional information that puts us in a better position to frame a helpful question, but I think Mr. Aiken has some language anyway.

MR. SOMMERVILLE:  That is discouraging, but...

[Laughter]


MR. AIKEN:  Think about how I feel.

[Laughter]


MR. AIKEN:  I was going to suggest some wording, and Union would provide an answer on a best-efforts basis, depending on what information they may or may not find out they have.

Basically, it would be to -- for the multi-family sector, how many customers they have versus Enbridge, and what their average gas use is for those customers versus Enbridge.  And as I say, and any other information that they may have on similarities or differences, on a best-efforts basis.

MR. SOMMERVILLE:  Okay.

Mr. Smith?  Are you satisfied with that?

MR. SMITH:  I think we can work within that framework.  Thank you.

MR. MILLAR:  I believe that is J2.5, Mr. Chair.

MR. SOMMERVILLE:  Thank you.
UNDERTAKING NO. J2.5:  FOR MULTI-FAMILY SECTOR, TO PROVIDE NUMBER OF UNION CUSTOMERS VERSUS ENBRIDGE CUSTOMERS; AND WHAT THEIR AVERAGE GAS USE IS FOR THOSE CUSTOMERS VERSUS ENBRIDGE CUSTOMERS; AND ANY OTHER INFORMATION ON SIMILARITIES OR DIFFERENCES, ON A BEST-EFFORTS BASIS.

MR. SOMMERVILLE:  Mr. Quinn, are you next?

MR. QUINN:  Yes, I am, sir.  Thank you.

Good afternoon, panel.  My name is Dwayne Quinn --


MR. SOMMERVILLE:  Just before you start, I have to mention that the Board has a hard cap of 4:30 this afternoon, so we will not sit beyond 4:30.  Thank you.
Cross-Examination by Mr. Quinn


MR. QUINN:  Good afternoon, panel.  I am Dwayne Quinn on behalf of the Federation of Rental-Housing Providers of Ontario.  And the first section of questions I have are for Ms. Guiry -- is that correct?

MS. GUIRY:  That's correct.

MR. QUINN:  Okay.  Thank you.  You may have recognized from spending the last day and a half with us that none of us around here are marketing experts, so I was hoping we could use your experience to provide some working definitions for that questions that I may have.

But can you define for purposes of -- in terms of marketing survey, how a survey -- the concept of cognitive dissonance is important to constructing a marketing survey?

MS. GUIRY:  I am not sure I am familiar with the term cognitive – what was it?

MR. QUINN:  Cognitive dissonance.

MS. GUIRY:  Dissonance?  It is not a term I have familiarity with.

MR. QUINN:  Okay.  How about hypothetical bias?

MS. GUIRY:  If what you mean by hypothetical bias is survey bias, I can certainly speak to survey bias.

MR. QUINN:  Survey bias created by hypothetical -- the aspect of a hypothetical situation.

MS. GUIRY:  Yes.  Okay.

MR. QUINN:  Can you provide us with a working definition of how hypothetical bias is a concern in constructing a survey?

MS. GUIRY:  Just to be clear, like, I think what you are asking is a definition of survey bias.

MR. QUINN:  Well, I am relating it to two aspects of survey bias, and particularly those concerns, but if you maybe could help us, maybe I can use a more generic term, survey bias.

MS. GUIRY:  Right.  Essentially, there's two elements to survey bias.

There's sampling bias, which is commonly attributed -- or dealt with through the margin of error.

And then there is non-sampling bias, of which there is a variety of issues.

Non-response bias, meaning if there is a bias in terms of the composition of people who did not complete the survey versus people who did.

There's interviewer bias, so any bias that might be introduced in the way the questions were asked, that may not be consistent from one respondent to the next.

The third one would be coverage bias, which would suggest -- if you have coverage bias, you haven't surveyed a representative sample of the coverage you are trying to estimate.

MR. QUINN:  Okay.  I think I will carry on with my questions, but I may have to truncate at some point.

What I want to do is refer back to interrogatories that were discussed with folks yesterday afternoon, and they come under the CME Interrogatory I-6-9.

If you will remember, we were in that batch of interrogatories and we looked at the process of the survey being created, and I think that is the most helpful source of information to refer to for my questions.

One more definition may help us as you're turning that up Ms. Guiry.  Can you define cross-tabs for the purposes of -- from a marketing survey point of view?

MS. GUIRY:  Yes.  A cross-tab is when you segment the overall survey response by various variables, in an attempt to determine whether there is a difference between two groups based on a certain variable.

MR. QUINN:  Okay.  Thank you.  I think the best place to start would be right in the survey itself, and it is on page 22 in the bottom right-hand corner.

If we could start with -- this is the blue-lined survey response, but it is page 22, bottom right-hand corner.

MS. GUIRY:  Yes, I have it.

MR. QUINN:  Okay.  Thank you.  So the first section of questions that I want to refer to are under section G, and it says:

"Overall, how concerned are you about each of following?  Are you very concerned, somewhat concerned..."

And the next -- each of the respective areas of concern or potential current have to do with environmental issues; would you agree with that?

MS. GUIRY:  Yes.

MR. QUINN:  Okay.  Now, you have asked questions about environmental aspects in that section, and turning over the page, we have questions that ask about steps that they've taken to save energy in their home.

Do you see those questions?

MS. GUIRY:  Yes.

MR. QUINN:  Okay.  Now, these were part of the residential survey, if I have that right?

MS. GUIRY:  Yes.

MR. QUINN:  This was done through the Internet?

MS. GUIRY:  The residential survey was conducted on-line.

MR. QUINN:  Yes.

MS. GUIRY:  Yes.

MR. QUINN:  So when you had the responses, you have quite a number of categories.

First off, let's deal with the environmental aspects.

Did you cross-tab the responses in the concerns over environment, how concerned they are about the relative environmental conditions?  Did you cross-tab that with their willingness to support the renewable gas program?

MS. GUIRY:  I'd have to check to be sure.  I don't know if we did.

MR. QUINN:  Okay.  I couldn't find it in the record.  That is why I was asking the question.

Would you check into that, and would you be willing to provide that information if it is available?

MS. GUIRY:  I believe we could, yes.

MR. QUINN:  Okay.  Thank you.

So just maybe to add to that, if I may, if we are going to take the undertaking, is whether they supported the program and the percentage increase that they were willing to support, if you did any of those types of cross-tabs.  That is what I am looking for.

MS. GUIRY:  Are you looking for it for each of the elements in that question?

MR. QUINN:  I would be accepting of any cross-tabs that were done.  And I will be specific: either for environmental concern or subsequently for their steps that they've done already to save energy.

MS. GUIRY:  Yes, we can do both.

MR. MILLAR:  J2.6.
UNDERTAKING NO. J2.6:  TO ADVISE on CROSS-TAB RESPONSES BETWEEN CONCERN OVER ENVIRONMENT AND WILLINGNESS TO SUPPORT RENEWABLE GAS PROGRAM; AND PERCENTAGE INCREASE SUPPORTED WITH STEPS ALREADY TAKEN TO SAVE ENERGY

MS. GUIRY:  Either/or.

MR. QUINN:  Given the questions and your answers to the first, I think I will just move on, although I would be appreciative of getting that information, but I will move on to the next area, which is back to more the program design.


What I was surprised by, and I wanted to check my understanding, because something was said yesterday that wasn't consistent with my understanding, and it may be my lack of understanding of the overall program design, and it came from an exchange that the Panel had with Vice Chair Chaplin yesterday.

So if you would be able to turn up yesterday's transcript on page 26, starting at line 12?

MR. GOULDEN:  We have that.

MR. QUINN:  The part that -- I am just going to read it in to make sure I am clear with this and make sure we're looking at the same section, but the Vice Chair Chaplin said:
"Sorry, just before you go, Mr. Gardner, Mr. Maclean and Mr. Goulden, and just to ensure I understand the way the program is proposed, my sense would be that if the prices were higher, you would purchase less.  Am I correct in understanding the control over the impact is the ratepayer impact and that, given whatever the price is, that determines how much you will buy?  Am I correct?"

Mr. Maclean's answer was:
"Yes, that's correct.  And I think it really gets to the overall modelling that you can't enable every single possible theoretical project, because the cost of some of them is going to become excessive.  What we're trying to do is maximize the volume for the cost impact to the customer."

Now, what I would like to get clarity on is that statement by the utilities.  Our understanding is that for the purposes of this proposal in the application, the price was set by last year's QRAM price.  Stopping there, is that correct?

Maybe if I could go on with that, Mr. Goulden.

[Mr. Goulden and Mr. Maclean confer]

MR. GOULDEN:  The analysis with regards to the rate impact whereby we used -- we determine the rate impact and limit it to $18 per year was based on a number of -- sort of taking a snapshot of a number of things.

One of the things we took a snapshot of, if you will, was the current QRAM price at the time we put the numbers together.  So that was used to determine the financial impact, yes.

MR. QUINN:  Okay.  So in using that number, the respective volumes of 3.3 pJs for Enbridge and 2.2 pJs for Union, that's what you're seeking approval for, because the cost last July equated to the volumes that you are applying for?

MR. GOULDEN:  We're seeking approval for a number of things, including the reference prices.  But we calculated the volumes based on the customer impact, and the customer impact was based upon the QRAM at the time we determined that, so it was the QRAM price at the time.

MR. QUINN:  So said another way, are the volumes of 3.3 and 2.2 set?

MR. GOULDEN:  Yes, they are.

MR. QUINN:  Yes, they are.  Thank you.

If you could turn up, then -- it's an LPMA interrogatory, and LPMA did us the benefit of asking both Union and Enbridge specifically what the rate impacts would be.  So I am just going to deal with one for the purposes of here, because I don't want to go into a lot of detail.  That's billing impact.

But from a program design point of view, I want to make sure we understand.  So if you would turn up IU-11-28?

MR. GOULDEN:  We have that.

MR. QUINN:  Okay, thank you.  In section (b), Mr. Aiken asked:
"What is the annual increase in total gas costs that would be paid for by system gas customers if the biomethane volumes is at the 87 million m3 level compared to current gas costs as of January 1, 2012?"


And then (c) asks that it be disaggregated.

So, again, not wanting to go through the detail of billing impact, I just want to skip to your responses in attachment 2 and if you could confirm for me that I understand what I'm looking at.  As you are looking at that, I understand Union separated the volumes between south and north.

So for 1.7 pJs, which would be allocated to the south, attachment 2, page 1 of 6 has the rate M2 commercial impact for assumed annual consumption of 73,000 cubic metres.

If I go down to the bottom right-hand corner and the summary of that table, I am looking at the total impact of 3.1 percent.  Is my understanding correct that as of the January 1st, 2012 QRAM, the bill impact for this type of rate M2 customer would be in the order of 3.1 percent?

MR. GOULDEN:  I didn't make the calculations, so I don't know the details, but that appears to be the case.  Mr. Tetreault, who is on the third panel, could speak to that in more detail.

MR. QUINN:  Okay.  That is specific to Mr. Goulden.  I didn't want you to go through the calculation, but in reading that, I was trying to just understand.

It appears to me that notwithstanding our concerns about the survey methodology, the result is the expected premium is above the 2 percent that the utilities determined through the survey as the appropriate premium the customers are willing to pay.

Given that, you know, one single example, but the other ones are there and we can go through in detail with Mr. Tetreault, would you agree with me that we're already at a point that the design of 2 percent customer bill impact has already been exceeded?

MR. GOULDEN:  I think what you're identifying, Mr. Quinn, is that January 2012, based upon the request to update the numbers, it appears that the 2 percent is exceeded.

My only comment with regards to that is the QRAM is called the QRAM because, on a quarterly basis, the commodity prices vary.  In some months -- in some quarters, it will go up and in some it will go down.

So you are absolutely right.  We used the best available information we had when we prepared the evidence.  That's going to change going up and down every quarter going forward.

MR. QUINN:  But it will not vary the amount of volume you buy?

MR. GOULDEN:  That's correct.  It wasn't our intention to have a whole lot of what I'll call sort of yo-yo type of effects where the price goes up and, therefore, the volume goes down, and vice versa, every quarter.  We didn't think that that was appropriate, and, as a result, we used the numbers we had at the time we pulled the proposal together.

MR. QUINN:  Okay.  I just wanted to make sure I had it proper in my mind.  Volumes are set.  Price will fluctuate.  Impact will be a determined number at that point, and it will vary quarter to quarter?

MR. GOULDEN:  Yes to all of the above.

MR. QUINN:  Thank you.  Okay, I think this will be the last area I am going to finish up with.  I appreciate the help of Mr. Aiken and my other friends in covering off a lot of our concerns.  But an area that didn't get asked that I want to make sure I ask about, if you could turn up the updated interrogatory responses that were filed on March 9th?

I am asking specifically of that, because it is the unredacted version, and if you could turn to I-5-4.  Oh, I'm sorry, I said I-5-4.  The one area I am going to take you to directly - I will skip over this - is I-5-6, attachment 1, and that's page 6 of 25.

And if I have got the reference right, it is an e-mail from Lyne McMurchie on Friday, May 27th.  Do you have that?

MR. GOULDEN:  We do have that.

MR. QUINN:  Okay, thank you.  Now, there is a number of bullet points which are action items, but I am going to ask you to focus on the fourth from the bottom.  There is a bullet point that I will read that says:
"Legal counsel to opine on how much detail we should add about TGI/FortisBC and whether we should include adoption curve information."


One of the areas that we had asked about in our interrogatories -- you don't have to turn it up, but we were trying to understand the Terasen program.

I didn't see an adoption curve information provided in the record.  Did I miss something?  Is that somewhere else in the record?

[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  I believe the reference to adoption curve may be we had some discussion when we were looking to prepare the evidence about having a technology adoption curve, a generic technology adoption curve, where you would identify sort of early adopters.  And I wasn't very good at marketing in school, but that stuff, to identify at what point on the curve we were.

That's my recollection of what the adoption curve was.

So it was to be illustrative of sort of the fact that we were very low on the curve because the market had not developed.

MR. QUINN:  Okay.  So then, to distinguish, you're not talking about a forecasted adoption by customers?


More of a conceptual model of early adopters through to other components?

MR. GOULDEN:  Yes.  I think there is two pieces there.

One is the TGI/Fortis stuff, and the other is the generic adoption curve, and they weren't related.

MR. QUINN:  Okay.  I am interested specifically in the Terasen information.

Is that your understanding?  Did you answer the question specific to the Terasen information, or the adoption curve information?


MR. GOULDEN:  The two are mutually exclusive, so, as I recall, the adoption curve was to help in having people understand where we were with regards to the -- sort of the development of the RNG market, we were going to provide a generic illustrative picture.

TGI and Fortis was a completely different subject.

MR. QUINN:  Okay.  That is probably my problem, Mr. Goulden.  I probably linked the two in my mind.  That is what I was looking for, was how they forecasted adoption.  So that's a sufficient answer from my point of view.

Thank you very much.  Those are my questions.


MR. SOMMERVILLE:  Thank you.

Mr. Buonaguro?

Cross-Examination by Mr. Buonaguro

MR. BUONAGURO:  Thank you.  Good afternoon, panel.

First, I have a quick question for Mr. Maclean that has to do with the cross-examination that happened this morning.


At one point, I believe it was Mr. Thompson asked you about allocating costs to system gas customers, and you gave him an answer.

And as I recall, part of the answer was something to this effect: that it was fair to allocate costs in the way you are proposing under these applications, because you are allocating the costs of the RNG program to people who were causing greenhouse gas emissions.  I don't have the exact quote because the transcript isn't out yet, but it was something to that effect.

I wanted to make sure that I understood what you were getting at specifically, and very specifically that you weren't suggesting, for example, that system gas customers were somehow more or uniquely responsible for greenhouse gas emissions.

MR. MACLEAN:  I recall the discussion that you're talking about, and I think I can be helpful in this regard.


I think the general principle at play that I was referring to is if the issue is essentially an externality, the issue is essentially emissions, and if society decides that we're going to pay for that, then it seems that a principle at play is the person that is actually consuming gas should bear some of the costs of that.


That's one factor at play.


From our perspective, in terms of how we design the program, we acknowledge that general principle, but how we designed the program is that what is within the utility control, so to speak, is system supply.

And for a number of various factors, we felt this is ultimately a gas supply issue, but we don't supply all of the gas to everybody.

If we did, if, for instance, there was only one market for gas and we were the only vehicle by which that was delivered to customers, then that principle would be the sole principle at play.

But that's not, in fact, the case.

What is the case is that we supply gas through system supply to a number of customers, and we have direct influence, if we might use that term, with regard to that.

When I referred to earlier on in testimony about third-party marketers, it would be fantastic if third-party marketers were able to bring an RNG product to the marketplace and then broaden the participation of all gas users paying for it, so to speak.

MR. BUONAGURO:  So you seem to be saying to me that if only there was a way that you could allocate the cost to all gas users, you would, but you can't?


MR. MACLEAN:  I think we identified in our response to Board Staff No. 5 a number of options, and perhaps we could refer to that.


MR. BUONAGURO:  Yes.  Sure.


MR. MACLEAN:  That is I-1-5, and I am going to page 4 of 5.  And I think the area that you are exploring is probably most appropriately represented in the columns having to do with cost recovery through distribution rates.

MR. BUONAGURO:  Yes.


MR. MACLEAN:  And in that, we identified a number of benefits of that particular approach, and we identified a number of cons with respect to that particular approach.


MR. BUONAGURO:  Right.  And I guess one of the pros is that you can, in fact, allocate the cost to every gas user, or almost every gas user in Ontario?

MR. MACLEAN:  Yes.  We definitely identified that, under number 2, as:

"Public interest benefits are distributed across all ratepayers."

MR. BUONAGURO:  Thank you.  Now, this was -- the reason I was able to get to that exhibit so quickly is this is part of my cross, so I'm going to skip ahead to that part of my cross, for continuity's sake.

I have gone over to the utility supply price approach, which, as I understand from cross-examination so far, that is essentially the application; correct?


MR. MACLEAN:  That's correct.


MR. BUONAGURO:  And in the interests of moving along - because I have given a very tight timeframe to the Board, and I am trying to stay to it – you see I am highlighted a number of the pros?

And I'll just read them quickly.  The pros that I've highlighted are:

"High control over cost impacts, program parameters, limits customer bill impact.
"2: invites many types and sizes proponents to participate.
"3: including RNG and system supply eliminates the need for significant marketing/customer communication costs."

And then I skip over 4.
"5: consistent with other Ontario mechanisms, e.g. FIT.
"6: can coexist with other retail market offerings that include renewable energy.
"7: provide planning clarity and certainty to RNG developers.
"8: can be implemented quickly and supports rapid market development."

I read those quickly because I think the court reporter can see it on the screen, hopefully.


My understanding is that all of those attributes which are pros for the utility supply approach would also apply to cost recovery through distribution rates, wouldn't they?


MR. MACLEAN:  We're just going to take a second to go through them one at a time, if you don't mind.

MR. BUONAGURO:  Sure.


 Mr. Aiken points out we're going to stop my clock while you look at it.


[Mr. Goulden and Mr. Maclean confer]

MR. GOULDEN:  Mr. Buonaguro, we generally agree with what you've put to us.

My only comment is, really, one of the challenges we had is around an appropriate mechanism, and quite frankly, given that we are in the supply business and we have a Board-approved QRAM pricing mechanism, which is fully transparent -- and again, we're in the supply business -- that sort of makes the most sense from our perspective.

But I acknowledge what you're saying.


MR. BUONAGURO:  Thank you.

Just quickly while I am on this page, number 5 – "consistent with other Ontario mechanisms, e.g. FIT" -- I think you would agree with me one of the important differences between your proposal and presumably any proposal that you may have with respect to RNG, is that the FIT program is a government program; correct?  I think it is legislated?

MR. GOULDEN:  I don't believe it is legislated; I believe it is an OPA program.

And as Mr. Maclean said earlier, there is no really analogous agency to the OPA in the gas side, so...

MR. BUONAGURO:  That is one major difference?  Yes?  Between the FIT program and your program?  It's administered by the government in some form, whereas yours would be administered by you.

MR. GOULDEN:  No.  I think what we're saying is in fact that is how it -- it is consistent.  The analogue in our business for that sort of -- that sort of direction might in fact be us, which is the difference.

MR. BUONAGURO:  The government of gas?

MR. GOULDEN:  No, again --

MR. BUONAGURO:  Sorry, I couldn't help myself.

[Laughter]

MR. GOULDEN:  That is where we struggled a bit, because, you know, the framework is not identical.

MR. BUONAGURO:  All right.

MR. GOULDEN:  So consequently, you know, that's how we've identified over the last day and a half one of the challenges we've had.

MR. BUONAGURO:  Right.  Thank you.  I think this second major difference, as I understand it, is that the -- whereas under your proposal you are proposing to recover all of the costs - and by "costs", I mean the premium that you are going to be paying on renewable natural gas - you're going to be recovering that from a very small subsection or a particular subsection of customer, i.e., system gas customers; whereas the FIT program costs, as I understand it - and I have been -- maybe I should have done more research, but I am almost sure this is true -- is recovered through the global adjustment, which is recovered from all Ontario electricity customers.

Have I got that right?

[Mr. Goulden and Mr. Maclean confer]

MR. GOULDEN:  I think you posited a couple of things there.  With regards to the recovery, we are proposing recovery through system customers.  System customers, in fact, are the majority of our residential customers at this point.  So it is a big proportion, not a small proportion.

With regards to the recovery of the OPA -- sorry, the FIT program costs, I believe you are right.  I think it is through the global adjustment mechanism.

MR. BUONAGURO:  Thank you.  I am going to go back to the order that I was -- had in my head.  Just give me a second.  I wanted to ask you a few questions about the volume cap.

You have gone through it a few times.  Generally speaking, my understanding is the volume cap was arrived at through the survey; i.e., you went to the survey to find out what kind of an impact your program -- what kind of impact would be tolerated by customers as a result of this program.  And based on your view of what toleration or impact was according to the survey, that gave you the trigger for determining a volume cap, based on a snapshot last year, as you were talking about with Mr. Quinn?

MR. GOULDEN:  Yes.

MR. BUONAGURO:  Okay.  Now, my understanding of that process, though, is that if the survey had shown a greater tolerance, the cap may have been higher; is that right?

So, for example, you asked about a 4 percent impact.  If people had been thumbs up to 4 percent, the cap might have been higher?

MR. GOULDEN:  In fact, they were thumbs up to 4 percent, but we used our judgment and said 2 percent seems to be about right in terms of the volume.

MR. BUONAGURO:  Okay.  Well, maybe that is part of my question.  You went to 2 percent.  You asked about 1 percent and half a percent, too.

My understanding is that if there had been very little receptiveness, according to your survey, until you hit something like 1 percent or 0.5 percent, that might have affected the cap, as well?

MR. GOULDEN:  It might have affected the cap.  We didn't see a material difference, so we used our judgment.

MR. BUONAGURO:  When you say you didn't see a material difference, you didn't see a material difference in the reaction, the customer reaction?

MR. GOULDEN:  We had data available on 1 percent and 2 percent and 4 percent.

MR. BUONAGURO:  Right.

MR. GOULDEN:  What the data showed, that 68 percent of our customers supported --

MR. BUONAGURO:  I wanted to clarify that when you said you saw no material difference, you meant no material difference in the customer reaction.  That is what you meant by no material difference between the different categories under a certain level?

MR. GOULDEN:  Sorry.  No.

MR. BUONAGURO:  That's why I asked the question.  Thank you, go ahead.

MR. GOULDEN:  What I meant to say was we used our judgment based on the market research that we had.

There was differences with regards to the responses.  We had pretty good support at 1 percent and 2 percent and 4 percent, but we used our judgment and said 2 percent seems to be right, based on our judgment with regards to how much support we have.

MR. BUONAGURO:  Okay.  Now, it leads me to this question, which there didn't seem to be a lot of information on or any information on, which is that regardless of customers' toleration for rate impact, did you do any research into what a minimum level of volume would be reasonable to do the program at all?

I.e., what would have happened if you got -- people didn't start reacting positively at all until 0.1 percent bill impact, and, therefore, that would dictate, under this sort of way of establishing a volume cap, a 0.1 percent bill impact with related volumes, which would have been a fraction of what you're asking for?

Do you have an independent analysis of what the minimum volume cap would be?

MR. GOULDEN:  When we did the research, what we wanted to identify was the kind of support we had.

If, in fact, the research suggested we didn't have support that we were comfortable with, except at a much, much lower level - 2 cents per month and that worked out to be a very small volume - then we would have paused and looked at whether, in fact, based on our gut check with regards to whether that could be a successful program, whether that would be successful.

So I suspect what would have happened, if that were the case, and the volumes were so small that in our estimation it would not be successful in enabling the market, that we would not have had the program.

MR. BUONAGURO:  Okay, I see.  So my understanding is you never got to that gut check level, based on the survey results and other market research you say you had?

MR. GOULDEN:  When we got the results of the market research, what we determined is there appeared to be a fairly high degree of support for having a program, and when we did the math and identified -- so backed into what the volumes were, the gut check we did was:  Does that volume make sense in terms of what it would take to sort of develop the market?  And it did.

MR. BUONAGURO:  From your previous answer, what you're telling me is that that level was a healthy level for what you thought might be the case.  You never had to go further than that level, in terms of determining what a minimum level of volume that would have to be in order to support the RNG program?

MR. GOULDEN:  The results were supportive, so we didn't go to that extent.

MR. BUONAGURO:  All right, thank you.  That's fine.

Now, just quickly, you were asked yesterday by Mr. Warren about the fact that there was a written -- this is a survey question.  You were asked about the fact that in the original draft of the survey, there was an opt-in question and that it was omitted.  Do you remember that conversation?

MR. GRANT:  Yes, I remember.

MR. BUONAGURO:  And part of the answer to that question was, well -- and you used numbers.  You said, Well, it didn't make sense to put an opt-in question because - and I am paraphrasing; I apologize.

It seemed to me that you knew that the results would be only around 1 percent of customers would opt in, and that would necessitate a 40 to 50 percent premium in order to achieve -- in order to obtain enough renewable natural gas to make the program workable.

MR. MACLEAN:  I think that the more policy side of the panel will answer that question, since the market research people were basically executing, you know, our intent.

So it was really the policy panel that provided direction to the market research group --

MR. BUONAGURO:  Okay.

MR. MACLEAN:  -- about what was the proposed business model.  And I would suggest to you that there were a number of factors that entered our minds as to what our proposed business model was going to be and why it was going to be.

And one of the issues is, in fact, whether or not we thought that we would be able to obtain sufficient numbers of customers on a voluntary in/out program, but another factor is whether or not we could actually execute a voluntary in/out program.

As I noted yesterday, one of the key aspects about that is that we are not, in fact, marketing organizations.  We don't sell or market gas to our customers.  It is sort of last resort, if you will.

And if you want to find the number of people willing to pay a premium, you have to acquire them, and the cost to acquire customers is pretty substantive.  And I think you could actually ask a number of the third party market retailers in this very room how much it costs to acquire a customer.

One of the principles that we had at play was that if we're going to ask people to pay for this through system supply, which we thought was integral to our process, we want as much as possible of the money to be spent on the actual RNG procurement, and not spend money on something that we don't have core competency around, which is attracting customers from gas marketing.

MR. BUONAGURO:  Right.  So let me tell you what I take from that.  If I combine what I was told through evidence yesterday in terms of why the question was removed -- and part of that answer was, We expected about 1 percent opt-in, which would necessitate a 40 to 50 percent premium on the customers who opted in and, therefore, we didn't do that, and then you have jumped in and said, Well, that is partly because of the direction we gave them.

Fair enough.  My understanding from all of that, though, is your direction to Ipsos Reid -- and I am putting words in your mouth, but you're saying, Don't bother with an opt-in program.  We're never going to get opt-in which would make sense.

And somehow you had that impression and gave that impression to Ipsos Reid.

MR. GOULDEN:  Sorry, that is not exactly what happened.

As I understand it, originally, the contemplation of the market research was around a potentially voluntary program.

As we discussed it internally -- so between the two companies -- about is it voluntary and what does the program look like, we determined, in fact, in our view a voluntary program could not be a successful program.

So consequently with regards to the market research, the market research was changed to reflect what we finalized our approach to be, which was going to be a mandatory-type program.

MR. BUONAGURO:  Thank you.  So the numbers that were thrown around yesterday -- 1 percent opt-in and 40 or 50 percent resulting premium -- is simply a reflection of a general direction, which is opt-in is just not going to work?

MR. GOULDEN:  Yes, that's correct.

MR. BUONAGURO:  All right.  I will take that.  Thank you.

Now, speaking of opt-in and opt-out, some of the testimony today was to the effect that one of the reasons you didn't want to do opt-in was that -- and I am trying to remember exactly what was happening, and you can correct me if I am wrong -- if you allowed people to opt in or opt out, more importantly out of the program, it would cause instability in how much gas supply you could have, because as people opt out of the program, if that's the model, or if people don't opt into the program, if that's the model, it affects how much gas you can procure within a reasonable impact level?

Is that generally true?


MR. GOULDEN:  That's generally true.  The only word I would use a little bit differently is probably "instability" isn't the right word because we weren't concerned about month to month.

We were actually concerned about longer-term planning certainty.  And if we didn't have a fixed demand target, which is where the 5.5 pJs comes from, then we couldn't, in our view, effectively deal with a contractual supply basis if we had that -- too much uncertainty.

So that was where this sort of need to fix the demands in order to figure out a way to make the supply happen in a reasonable way.

MR. BUONAGURO:  Thank you.

Now, under your proposal, my understanding would be that part of the snapshot is the percentage of customers who are on system gas at the time that you did your analysis; is that correct?

MR. GOULDEN:  Yes, that's correct.

MR. BUONAGURO:  Right.  So if that percentages changes - i.e., if it goes down significantly - then let's do a scenario.  If you at some point get locked into your maximum volume cap of contracts for the next 20 years, within the next five years, and at the same time let's say, for example, system gas customers represent 70 percent of the total residential - I am just putting out numbers - if that goes in half, hypothetically, then you will be committed to the volumes, but under your system, people will have opted out, over half of the customers, at least, on the residential side would have opted out of the program by going to some sort of retail offering, leaving the rest of the system gas customers to pick up the premium?

Is that a scenario?

MR. GOULDEN:  That is a scenario.  The only thing I would add, Mr. Buonaguro, is we believe we built in conservatism in the forecast in terms of the assumption, but you are absolutely right.

MR. BUONAGURO:  All right.  So in that sense, on the one hand you are assuming that nobody will want to opt into the program?

MR. MACLEAN:  If I might actually add a little bit more before your follow-up question, if you don't mind?

MR. BUONAGURO:  Sure.

MR. MACLEAN:  I think you are positing, you know, one tale.

The opposite is also true, and the opposite is really an interesting perspective, because both utilities are growing and growing over time, and so the numbers of customers that we're adding is a material amount on a yearly basis.

And so it is not actually just a straight calculation based upon percentage.  It actually comes down to the gross number of customers that you have.

And so while you are establishing one variable -- which is the preference of existing customers to switch from one option to another option -- there is another factor at play, as well, which is the total number of customers is increasing over time.

So it is the intersection of these things that is a balance.

MR. BUONAGURO:  Right.  I guess I think that is true of a lot of different factors, though.

For example, there's an issue of declining average use, for which there are specific mechanisms under the IRMs that both companies are under; correct?


MR. MACLEAN:  I think -- in responding to your question, I think we should probably talk about the more general point, right?

And that is that there are multiple variables at play here, and it is very difficult to fix all of them.  In fact, you can't fix all of them simultaneously.  It is just not possible.

So you have to choose which ones to fix, and we chose -- the variable that was key to fix was based upon total volume, because ultimately the core thing that we're trying to do is enable the industry.

But we would acknowledge that there is no perfect answer to this, and that there are multiple variables at play.

MR. BUONAGURO:  Thank you.

Lastly, I want to confirm that I had questions that I set aside for what I thought was the bill impact panel, and it had to do with -- you will have seen in the interrogatories there is a number of interrogatories about own-use gas, and how they would fit in under a scenario where the RNG program was funded through allocating it using own-use gas.

Do you know the IRs I am talking about?


MR. GOULDEN:  Yes.

MR. BUONAGURO:  I have a few specific questions about -- and hopefully Mr. Aiken also has questions and will go before me, so he will understand the answers -- about how those calculations were made in the interrogatory responses, but I think those are for another panel.


MR. GOULDEN:  We can perhaps help you generally, but Mr. Tetreault for Union is the right person to talk to the rates impacts.


MR. BUONAGURO:  Okay.  I think I am going to be -- I am going to jump ahead and say those are for the other panel.

So those are my questions.  Thank you very much.

MR. SOMMERVILLE:  Thank you, Mr. Buonaguro.

Mr. Forster?
Cross-Examination by Mr. Forster


MR. FORSTER:  Thank you, Mr. Chair.  Good afternoon, panel.  My name is Ric Forster, and I represent Direct Energy Marketing Limited.

Mr. Maclean, if I could take you back to your examination-in-chief from yesterday, please, you had mentioned something about -- that this RNG program will protect customer investments.  And the specific reference, if you would like, is -- it starts on -- starts at line 24 on page 12 of yesterday's transcripts.


MR. MACLEAN:  I have that now.

MR. FORSTER:  Thank you.

So you stated:

"We often think of the utilities' investment, but really, I assure you when you look at the millions of buildings and the amount of money that our customers have in terms of furnaces and water heaters and other equipment in those buildings, they have very substantial investments.  This is an opportunity for us to help them protect their investments and to give them a hedge against downside risk."

Is that correct?

MR. MACLEAN:  Yes, that's correct.

MR. FORSTER:  Thank you.  So is the quality of RNG gas, is that any different than conventional supplies?

MR. MACLEAN:  RNG quality, from a technical use point of view in terms of how it interacts with your equipment is no different, but RNG has an attribute that natural gas does not have, which is a negative carbon attribute, if you want to look at it that way.


MR. FORSTER:  So the quality is the same?  So I guess my question is:  How does increase in the cost of customer supply and eliminating customer choice actually protect customer investments?


MR. MACLEAN:  Because, as I stated at the outset of all of this, if you accept the premise -- which I do, and which the utilities do -- that society is moving towards reducing its dependence upon fossil fuels, and that society is moving towards reducing greenhouse gas emissions, then when you look at the province of Ontario, absent the coal plants -- and I think this is in our evidence -- there is a chart that indicates that transportation and natural gas are the two largest remaining emitters of GHG emissions in the province of Ontario.

If you accept that central premises, that society is moving towards controlling that, then I think it falls out logically from that -- and I think we have seen this on the electric side, and I think we have seen this even in terms of capturing and flaring landfill gas -- that society is going to do something about it, and there is a potential future cost of that to our customers.

My logic here is really quite straightforward.

This is different than the electric industry in one key sense.  The conversion of the fuel source into useful energy occurs inside the buildings when it comes to natural gas and the thermal side of the equation.

So our customers have millions of dollars, billions of dollars invested in equipment inside of their buildings.

The problem that they have -- unlike, say, on the electric side -- is you can't just go from zero to 1 percent greening of your grid, 2 percent greening of your grid, 3 percent greening of your grid on the natural gas side, because you can't convert 2 percent of your furnace or 4 percent of your furnace.

So the only way to achieve that, if you follow my logic, is you either have to replace the equipment and go to something completely different, or you have to have a supply-side solution that allows you to take preliminary steps, as we have discussed, up to, say, 2 percent of volume and, over time, build an industry that will become substantive.

So hopefully I am articulating what I am -- or getting across what I am trying to articulate here.  I think I just went with circular logic there.

MR. FORSTER:  I guess I am trying to figure out the connection, because you specifically stated -- you talked about furnaces and water heaters and investments that are made in equipment.

And where I am having trouble making the connection is between how a renewable natural gas portfolio protects the investment that has been made in those types of equipment.

MR. MACLEAN:  So perhaps I will try again.

Let's just hypothesize that at some time in the future - we will pick a time, indeterminate time in the future - and our society has decided that we do not want to have carbon and that we're going to put a price on that.

So our customers have equipment that is natural gas-fired within their homes.  Now, if there is a cost applied to the use of natural gas, then their only options are to absorb that cost and just simply take it on the chin, or replace the equipment that they have within their home and invest a significant amount of capital into a completely different technology, using a completely different fuel source.

What we're suggesting is that there is a third option somewhere in between, which is to green the gas supply grid.

And so to the extent that you do that and to the extent that you mitigate downside economic pressure on customers by giving them an opportunity over time to buy a source of their supply that does not have a carbon content, to the extent that they are able to access that, they are not paying a future penalty for using 100 percent of natural gas.

MR. FORSTER:  I will accept your answer.  I am not sure that I can make the connection, but I will accept it at its face.

You mentioned something about future costs and the price of carbon, so I will come back to that in a different question.

If I could ask the witness panel to turn up Exhibit I-15-1, it is the EGD-Union response to VECC Interrogatory No. 1, and it is part (g), regarding any direct financial benefits to the utilities.

MR. GOULDEN:  We have that.

MR. FORSTER:  Thank you.  You stated in your response that there is no direct financial benefits that accrue to the utility.

Yet, as a result of the premium paid for RNG, there would be a resulting increase in revenue requirement for the utility, based on an increase of the cost of gas in storage, would there not?

[Mr. Goulden and Mr. Maclean confer]

MR. MACLEAN:  We're just going to check, because I think there is another IR that has a response with respect to gas in storage.

MR. FORSTER:  I can help you out if you'd like.  It is IE-7-11.

MR. MACLEAN:  Thank you very much for the assistance.

MR. FORSTER:  You're very welcome.  I am happy to help.

MR. MACLEAN:  Okay, I think we have that up now.

MR. FORSTER:  Thank you.  Sir, you would agree there is an increase in revenue requirement as a result of an increase in the cost of gas in storage?

MR. MACLEAN:  Yes.  If I refer to IE-7-11, page 2 of 3, and the response in (b), I do believe that we identify that, that the potential for additional costs to be recovered resulting from an increase for carrying costs for gas in inventory would range from zero to approximately $500,000 annually.

MR. FORSTER:  Thank you.  Now, if I can refer you to your response to Direct Energy IR No. 5, which is Exhibit I-7-5?

And the last paragraph there in the response on the next page, you stated that the utilities are not aware of any barriers that prevent any affiliates investing in RNG facilities should these long-term supply agreements with the utilities be approved by the Board.

Is that correct?

MR. MACLEAN:  Yes, that's what appears.

MR. FORSTER:  Thank you.  Could I then -- I'm sorry about the meandering references, but if I could then ask you to turn up I-5-4, attachment 1?  It is page 37 of 37, and that is the unredacted version.

What is the title at the top of the page?

MR. FORSTER:  It would say "Enbridge Biomethane Update (October 5, 2010)".  It is part of the Union Gas presentation.  I believe it was referred to yesterday.

MR. GOULDEN:  We have that.

MR. FORSTER:  Okay.  So here, the fourth bullet down, it says that:
"Enbridge wants opportunity to invest in biomethane projects and receive the premium purchase price."

So my question is, to be clear:  Would you agree that there are direct financial benefits to the utility, and that there is a tremendous amount of upside for affiliates to invest once producers are allowed to enter into these 20-year contracts with the utilities?

MR. MACLEAN:  No, we would not agree with that.  If you note, the date of that presentation was October 5th, 2010, and I think we covered this ground yesterday.

The context of that was Enbridge was not as far ahead as Union was with understanding some of the technical issues with respect to biogas specifications or biomethane specifications, and injection into our distribution system.

So for some period of time, Enbridge approached this as if we would want to do a couple of pilot projects, and the means of doing those couple of pilot projects would be within our regulated company.

So I think the wording that Union is using there is just simply reflecting that we wanted to do a couple of pilot projects to understand the implications on our distribution system, and we would have proposed to do them within the utility.  And that's what that really refers to.

MR. FORSTER:  Okay, fair enough.  But, you know, if I refer you back to your response to I-7-5, you clearly indicated that there is nothing preventing or nothing that you are aware of that prevents affiliates in the future from entering into investment opportunities with RNG facilities once the long-term supply contracts are wrapped up.

MR. MACLEAN:  We are hoping someone could help us out here, because we believe that that specific question is actually already part of an undertaking that was requested from us.

MR. CASS:  There was an undertaking given, as I recall, for each company to indicate whether there would be a difficulty with a prohibition from affiliates or related companies being involved in RNG production for the purposes of this program.

That is how I recall the undertaking.

MR. FORSTER:  Yes, there was an undertaking.  I am just asking if it is a possibility at this particular time, without those undertakings, if such activities could occur.  I believe that the answer is "yes".

MR. MACLEAN:  I believe in the response to the interrogatory that we clearly stated that there is no prohibition, given the way the application has been put forward.

MR. FORSTER:  Thank you.  If I could now ask you to turn up -- well, again, it is Exhibit I-5-4.  It is attachment 4, and I am specifically going to refer you to page 2.

And this is a presentation that was given by Rob Fennell on January 9th, 2011, entitled:  "OEB Gas Committee Presentation on Renewable Gas."

MR. MACLEAN:  Do you have the page number handy?

MR. FORSTER:  It is page 2.

MR. MACLEAN:  Page 2?

MR. FORSTER:  Sorry, it's page 2 of the presentation.

MR. MACLEAN:  Sorry, I still have a bias where I don't necessarily trust the technology.  I was stuck on attachment 1.

So I am on attachment 2 now.

MR. FORSTER:  Sorry.  I believe it is attachment 4, page 2.  Sorry about that.

MR. MACLEAN:  Okay.

MR. GOULDEN:  I've got it.  Here you go.  That's it.

MR. MACLEAN:  Okay.

MR. FORSTER:  So at the bottom of the page 2, it is indicated that:

"Renewable gas has value in branding and protects growth and earnings."

Now, I know that you had a discussion with Mr. Warren yesterday about the value of branding, but I think that this statement goes beyond the value of branding and actually speaks to growth and earnings.

So could you, please, advise how these statements were quantified, and if possible, provide those numbers?

[Mr. Goulden and Mr. Maclean confer]


MR. MACLEAN:  Yeah, I think we have covered this ground a few times already.

So first of all, we don't have a -- we didn't quantify a number and we don't have a number.

This goes back to the central premise that if, at the end of the day, society is moving away from fossil fuels and is desirous of reducing its greenhouse gas emissions, that you set up a potential shift in paradigm, whereby the rate of growth of the company and our ability to attach new customers could potentially be decreased at some point in time in the future.

And in fact, you might have some customers that are struggling with how they want to leave the system and avoid any future potential penalty.

So that is what that refers to.  It is not a quantitative analysis that we have done.  It is really about -- I think we've used terms about long-term defensive strategy, and that is really what that is indicating.

MR. FORSTER:  So, then, you're saying if I can green the image of my company, then I can attract and retain more customers, and therefore, you know, protect or increase earnings and growth?

MR. MACLEAN:  No.  I certainly would not characterize this as green the image of my company.

I would characterize this as providing a supply-side solution that gives customers an opportunity for them to reduce their greenhouse gas emissions.

MR. FORSTER:  Okay.  So if it's not greening the company, then, it would be greening the supply that you provide to them?

MR. MACLEAN:  That's correct.  And providing benefit to our customers, which, by definition, we would hope would allow us to continue to grow.

MR. FORSTER:  Thank you.  If I could now -- well, you can choose to turn it up if you'd like.  It's Exhibit I-5-5.  It is attachment 1.

It is Enbridge's submission to Deputy Minister Amin on the two-year FIT review, which mentions the RNG application.

MR. MACLEAN:  Yes.  I have it in front of me.

MR. FORSTER:  Thank you.

Could the parties please advise if they will seek a FIT program of some sort with the government for an RNG -- for RNG quantities injected directly into the distribution system, if they're unsuccessful in this application?

And if it is somewhere in the evidence, I apologize if I have missed it, but I am not sure if we've had a clear response and whether or not you might seek something of the nature of a FIT program.

[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  Union Gas has not contemplated such an application.

MR. MACLEAN:  Neither has Enbridge, so it would be purely speculation.

MR. FORSTER:  Thank you.  Now, if I could ask you to, please, turn up Exhibit I-7-7, that's the response to Direct Energy Interrogatory No. 7.

MR. MACLEAN:  Is this the energy outlook?

MR. FORSTER:  Yes, it is.

MR. MACLEAN:  I think we have that in front of us now.

MR. FORSTER:  Thank you.  So I had asked for the size of potential natural gas reserves in the U.S. and Canada, and I had further asked how long these reserves would last, based on current consumption levels.

It appears that -- well, you have provided the technically recoverable reserves for Canada and indicated that the reserves would last for 191 years.

However, it also appears that you responded with the dry reserve figures for the U.S.

So I apologize if my intent was not clear in the interrogatory, but I was wondering if you could please provide the technically recoverable natural gas resources for the U.S. and the most recent EIA annual energy outlook report, and provide how long those resources would last under current demand figures.

MR. GOULDEN:  We don't know anything about this.  The gas supply panel will be the third panel, and you can ask them if you want.

MR. FORSTER:  Okay.  Thank you.  Now, I wanted to ask some questions with respect to Exhibit K1.3, and that was the submission made by Mr. Poch.

MR. GOULDEN:  We have that.

MR. FORSTER:  Thank you.  Now, these are the GEC figures for carbon pricing that have been put to you and you have answered questions on them; correct?

MR. MACLEAN:  That's correct.

MR. FORSTER:  Thank you.  And we've heard testimony that no true carbon market exists in Ontario; would you agree with that statement?

MR. GOULDEN:  Yes.

MR. FORSTER:  Thank you.  So in the absence of a mature carbon market in Ontario, are these figures realistic that are here, whether they be $15 per tonne or $50 per tonne?

[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  We can't really comment on what is relevant to Ontario, except to say, as we did to Mr. Poch, that we are aware of a carbon tax in Alberta and one in B.C. of 15 and $30 per tonne.

MR. FORSTER:  Okay.  Do you know what current carbon prices might be in Ontario?  Any idea?

MR. GOULDEN:  No idea.

MR. FORSTER:  No idea?  Okay.  So the only price or costs that we can be sure of in this application are the ones that you have set forth for RNG from the producers; is that correct?

[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  Regarding the Exhibit K1.3, the only costs that we are certain of and that we actually produced are the top third, which ends at Enbridge and Union, 58.537 million.  The rest is not our information.

We understand there is lots of discussion with regards to the value of carbon.  We believe there is, certainly, an implicit value of carbon, and that is why we have reflected that as a potential benefit of our program.

MR. FORSTER:  But we also talked about monetizing those carbon assets, and there's been a lot of discussion about how that might come about.

And what I heard - and please correct me if I'm wrong - was that you don't have a means of monetizing them currently in a carbon market in Ontario, but that you believe that there will eventually be a carbon tax or some sort of carbon cap and trade regime?

[Mr. Goulden and Mr. Maclean confer]

MR. MACLEAN:  I think substantively we agree, but, you know, we would be careful about what words we use in terms of what mechanism.  We believe there will be a value for carbon in the future.  We can't quantify what that would be today.

MR. FORSTER:  Okay, thank you.  So system gas customers, would you think that they would pay for waste disposal through their municipal taxes?

MR. GOULDEN:  I think I do.  I don't know.

MR. FORSTER:  I know I do.

MR. MACLEAN:  I'm pretty sure my wife does.

[Laughter]

MR. FORSTER:  Then is it fair to say, then, that there is a potential, if this application is approved, that we could pay for carbon, if you will, or we could be paying for an RNG program, we could be paying a carbon tax, and we could also be paying for our municipal waste processing?

[Mr. Goulden and Mr. Maclean confer]

MR. MACLEAN:  Sure.  That's possible.

MR. FORSTER:  Thank you.  Sorry, I have one final line of questioning.  If I could ask you to turn up IE-7-11, please?  It's the EGD response to Direct Energy Interrogatory No. 11 regarding the cost consequences of the application.

MR. MACLEAN:  We have that.

MR. FORSTER:  Thank you.  So Enbridge was asked to provide any additional costs to ratepayers including, but not limited to, any increase revenue requirement for the cost of working capital for gas in storage.

And you responded there would be an increase in the revenue requirement for the cost of gas in storage, but did not mention whether or not there were any additional costs beyond that.

So I was wondering if you could please advise if there are any additional costs associated with the RNG program that are not currently on the record?

[Mr. Goulden and Mr. Maclean confer]

MR. MACLEAN:  Sorry, we are just consulting about this, because I'm not a gas supply expert.  So you've taken me to a page that is really probably most appropriately looked at by the gas supply and cost consequences panel.

But to the best of my knowledge, there aren't any other things that we've not already talked about.

MR. FORSTER:  Okay.  So this morning there was, I believe, an undertaking to understand whether or not there would be an increase in revenue requirement as a result of O&M costs for the connection facilities.  Is that correct?

MR. MACLEAN:  I don't remember that, no.

MR. FORSTER:  I guess I will pose the question, then.

Will there be increased O&M costs as a result of connection facilities, if the utilities are going to own them?  Will there be any changes to transportation costs?  Will there be any impacts on turn-back?

[Mr. Goulden and Mr. Maclean confer]

MR. MACLEAN:  I don't think we're the appropriate panel to address things like rates and transportation, and that type of thing.

However, I do know that on the Enbridge side, when it comes to recovering costs with respect to the O&M, that the intention is for the customer to pay that.

MR. FORSTER:  Okay.

MR. MACLEAN:  But you would have to ask the gas supply panel for the details around that.

MR. FORSTER:  Thank you very much.  Those are my questions.

MR. SOMMERVILLE:  Thank you, Mr. Forster.

Mr. Millar.

MR. MILLAR:  Mr. Chair, I see we're at about 3:30.  I don't know what your intentions are with respect to a break.

MR. SOMMERVILLE:  We will take 15 minutes at this point.  Thank you.

--- Recess taken at 3:28 p.m.

--- On resuming at 3:47 p.m.

MR. SOMMERVILLE:  Thank you.  Please be seated.  Mr. Millar?

MR. MILLAR:  Thank you, Mr. Chair.

MR. CASS:  Sorry, Mr. Chair.  I'm sorry to interrupt, Mr. Millar.

Just for the purposes of the record, during the break the responses to Undertakings J1.1 and J1.2 have been passed around.

MR. SOMMERVILLE:  Thank you.

MR. CASS:  Thank you.
Cross-Examination by Mr. Millar

MR. MILLAR:  Good afternoon, panel my name is Michael Millar.  I am counsel for Board Staff.  I have a few questions for you.  I would like to start with some questions about the legislative and policy framework that surrounds this application.

I may be making reference to the Ontario Energy Board Act, in particular the objective section.  I think I saw you had some copies of that with you yesterday.

I did run off a few copies if anybody needs them, or members of the Board Panel, for example.  And Mr. Buonaguro may be able to pull it up on the screen, as well, for others in the room.

But starting at the highest level, I guess, the legislative level, you would agree with me that there is no specific legislation authorizing or promoting this particular program?  Would that be fair?

MR. GOULDEN:  That's our understanding.

MR. MILLAR:  There is nothing -- we've already discussed this with Mr. Buonaguro, but there's nothing similar to the FIT program that's been specifically authorized and run by the government and the OPA?

MR. GOULDEN:  No, that's correct.

MR. MILLAR:  The government hasn't chosen to pursue a similar program on the gas side?

MR. GOULDEN:  No, not explicitly.

MR. MILLAR:  Do you have the Board's objectives handy?  You can see them on the screen, if you don't.  It is section -- section 2 is gas, but I will be referring to section 1, which is electricity, as well.

MR. GOULDEN:  Yes, we have those.

MR. MILLAR:  By and large, though not entirely, the electricity and gas objectives mirror each other, or they do at least to some extent; would you agree with that?

For example, the business about protecting interests of consumers, et cetera?

MR. GOULDEN:  They appear to.  We don't --


MR. MILLAR:  Some of them do, anyway; obviously not all of them.

If you could take a look at the Board's objective number 5 under "Electricity" it states:

"To promote the use and generation of electricity from renewable energy sources in a manner consistent with the policies of the Government of Ontario, including the timely expansion or reinforcement of transmission systems and distribution systems to accommodate the connection of renewable energy generation facilities."

Do you see that?

MR. MACLEAN:  Yes.

MR. MILLAR:  And can you confirm for me that there is not a similar provision on the gas side?

MR. MACLEAN:  Yes.

MR. MILLAR:  Are you aware -- and I imagine you would be aware, but are you aware of any government directives that specifically address this type of program, an RNG program?

[Mr. Goulden and Mr. Maclean confer]


MR. MACLEAN:  We're aware of the Green Energy Act, which would generally -- generally provide a policy direction under which a program such as this might be consistent, but we're not aware of any specific direction about an RNG program, in particular.

MR. MILLAR:  Yes.  You are quite right.  There would be elements of the Green Energy Act, certainly, that speak favourably towards renewables, if I could put it simply like that, or conservation, that type of thing, but nothing specifically related to RNG; could we agree on that?

MR. MACLEAN:  I think with respect to the Green Energy Act, it's very similar to the electricity side of the equation.

I don't think you will find specific direction in the GEA on OPA FIT rates, and there's no specific direction in the GEA with respect to renewable natural gas projects.

MR. GOULDEN:  And that is referenced at page 9 -- page 19 of our joint evidence.

MR. MILLAR:  Thank you.  In addition to any directives, and we talked about legislation, any general government policy specifically relating to the promotion of RNG for gas supply?

[Mr. Goulden and Mr. Maclean confer]


MR. CASS:  Sorry, Mr. Millar.  While the witnesses are conferring, you may recall that some submissions were made in this regard when the preliminary issue was addressed before the Board.

I believe I provided a document brief to the Board at that time that had some specific government policy documents that referred to RNG.

MR. MILLAR:  Thank you for that.

MR. CASS:  I am not sure whether our asking for something in addition to that, but I think that has been filed with the Board and is on record.

MR. MILLAR:  That is helpful, and in fact, I had forgotten that.

The purpose of these questions is -- some of this might be viewed more as argument, frankly, than proper questions, but it is always my practice to afford the witnesses an opportunity to answer these types of things.

So to the extent you wish to rely on things that were already filed, if we get into this in argument, certainly you can do that.  So I don't require anything in addition from the witnesses, but if there is anything they would like to add, they should certainly feel free to do so.

MR. SOMMERVILLE:  Just for the record, I think that document was KP1.1.

MR. MILLAR:  Is there anything further, witness panel, on that point?

MR. MACLEAN:  There is nothing further that we would like to add.

MR. MILLAR:  And I have to confess, earlier today Mr. Cass mentioned not just the undertakings, which of course I remembered, but I had forgotten there had actually been some amendments to the undertakings a couple of years ago.

There's an undertaking to file those undertakings now, and I did try to pull them up.  I wasn't able to get copies or anything there.

What we may have to leave it as, if there are elements of the undertakings that you think support the application, presumably parties will get into that in argument, and obviously you will be free to argue on that, but I wanted to note for the record that there are some elements in the amendments to the undertakings that the companies may feel support their proposal.

Did you have something to add, Mr. Cass?  Sorry, I thought you were trying to get in.

MR. CASS:  I do not.  I thought you were leading up to a question about the undertakings, so I had just asked --


MR. MILLAR:  No, I didn't think it was -- I am not even sure I have all of the material before me.

So I know those will be filed, and I guess that may have to be left for argument.

MR. CASS:  Thank you.

MR. MILLAR:  Could I ask you to turn to your prefiled evidence, Exhibit B, tab 1, page 8?

This is where you discuss generally the overall benefits to RNG.  Again, page 8.  Thank you.

I would like to discuss the items you list in the context of the Board's statutory mandate and objectives, and just to get a better understanding of why this is the type of program -- whether it is a good idea generally or not -- why this is the type of thing that the Board might want to consider approving.

So just at a high level, you list about seven or eight things.  A and B are reductions in GHG emissions and then a consumer-friendly approach to meeting GHG reduction targets.

I sort of categorized those together as GHG issues.

Does the Board have any specific mandate or responsibilities with respect to GHG emissions?

[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  The reference we made previously, Mr. Millar, was to the Green Energy Act, which would generally, I think, be aligned with what the utilities are proposing.

They don't specifically deal with GHGs.

The other potential impact with regards to GHGs might be around price at a future time, which is obviously within the Board's mandate.

MR. MILLAR:  If we look at the next item, it is waste alleviation.

Does the Board have any specific mandate with respect to waste alleviation?

[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  We're not sure the Board has a direct oversight of anything to do with waste alleviation.  We would note that that's really, no pun attended, a byproduct of our proposal.  So it is not intended to be a direct --


MR. MILLAR:  I understand you have listed all of the benefits that come from this.  What I am trying to parse, I suppose, is the things over which the Board has a direct role in, or -- I don't want to call them superfluous, but other good things about RNG.

So let's move on to the next one, support for the Ontario economy.  Does the Board have any specific mandate or responsibilities with respect to boosting the Ontario economy?

[Mr. Goulden and Mr. Maclean confer]

MR. MACLEAN:  If you just could give us a second, please.

We don't note a direct reference within the mandate that specifically mentions the Ontario economy, but by sort of extension, we would -- we think this proposal is not really unlike what is happening with respect to local production.

And I believe that there are local production issues that have been dealt with by the Board in previous hearings that really get to benefits for the Ontario economy.

MR. MILLAR:  I am not familiar with those, I don't think.  There is a local production in a recent NRG case that I am familiar with, but are you speaking about a different case?

MR. CASS:  Mr. Millar, at least one decision -- I can't recall.  It may have been only one decision was included in that same brief that was filed when the preliminary issue was argued.

I believe there are other decisions.  I may not have included them all, but at least one is in there.

MR. MILLAR:  Okay.  Well, that's helpful.  Thank you.  Let's move on to the next one, flexibility.  That is (e) on your list.

You note, for example, that RNG can be stored and dispatched as necessary, and I suppose that would tie into the Board's objective with respect to the reliability of gas service in the gas industry.

However, that is not -- I shouldn't put it that way.  Is that the purpose of this program?  Is there currently a problem with dispatchability of gas or serving areas that will be remedied by this program?

MR. GOULDEN:  It's an element of this program, but it's not critical, from our perspective.

MR. MILLAR:  Let me put it another way.  Absent this program, are you having any difficulties dispatching gas?

MR. GOULDEN:  Not that this program would alleviate.

MR. MILLAR:  Thank you.  The next one is a more efficient use of gas than for electricity generation.

Again, this may tie into the Board's conservation objectives and whatnot, but is there anything specific you can point to in the legislation, the objectives, et cetera, that speak to this goal?

MR. GOULDEN:  It appears to be encompassed in objective number 5.

MR. MILLAR:  And the (g) is similar.  It says "conservation".  If we look at objective number 5, it says:

"To promote energy conservation and energy efficiency in accordance with the policies of the Government of Ontario..."


And I have already asked you about the policies, but this program won't actually preserve natural gas; is that correct?  You will still be using the same amount.  It will just come from a different source; is that fair?

MR. GOULDEN:  That's fair.  But, Mr. Millar, what I was referring to with regards to the efficiency piece is it would actually promote energy efficiency in the larger context, which is you're using a resource, a limited resource, more efficiently by generating RNG as opposed to using it to generate power.

MR. MILLAR:  Okay.  Well, that is helpful.  Thank you.

MR. MACLEAN:  Perhaps I can just add a comment or two on that with respect to the alternative to electricity generation.

It's our contention that the Board would, in fact, be very much interested in understanding what is the best use of a limited resource.  At the end of the day, as Mr. Abboud's report indicates, there is only so much potential for biogas within the province of Ontario, and there are a number of different possible uses.

So we would think that the Board would be interested in understanding what is the most efficient use of that energy, and we're positing that, in fact, it is, where possible, to connect it into the distribution systems of the utilities.

MR. MILLAR:  Well, we have your evidence on that.  Thank you.

Maybe I can move on to some questions about the ultimate goals of this program and the RNG market in Ontario.

A number of parties have asked you about this, most recently I think Schools, but I would ask you to turn up Board Staff Interrogatory No. 6.  That is I-1-6.

Again, you were taken here by Schools, and I think perhaps some other parties, as well, so I won't go through this in any great detail, but Staff asked you about, I guess, the goals of the program, one of which is to get to a place where we have a viable RNG market in Ontario.

And your response under (a) was:
"The four identified elements that will contribute to transforming the RNG market to allow it to mature include..."

And you list four things.  I am going to focus on the first one, which is increasing natural gas prices.  Would you agree with me that that is probably the biggest issue for RNG folks?  If they could get any one of these four things, it would be a higher market price for natural gas?

[Mr. Goulden and Mr. Maclean confer]

MR. GOULDEN:  No, I think they're all important.  I would think that number 4 was probably as important as number 1.

MR. MILLAR:  The price you are proposing to pay varies, I know.  There's a threshold over which it goes down, and there is a different price for the two types, but I believe it is $17 to start for anaerobic digestion and 13 for landfill, per gigaJoule; is that correct?

MR. GOULDEN:  That's correct.

MR. MILLAR:  What's the current QRAM price, approximately?

If it helps, my understanding is it is a little bit below $4.00 per gigaJoule.  I am not sure if you want to take that subject to check.

MR. GOULDEN:  Yes, that's my understanding, as well.

MR. MILLAR:  The market or the spot price obviously varies, but certainly no higher than that; is that fair?

MR. GOULDEN:  I'm just a little reluctant to talk about spot prices, because spot prices, by their nature, can vary day to day, week to week, but certainly the QRAM price --


MR. MILLAR:  Why don't we stick to QRAM.  The QRAM is below $4.00, to the best of your understanding currently?

MR. GOULDEN:  Around $4.00, yes, I believe.

MR. MILLAR:  I think I heard you say in discussions - it might have been with Mr. Aiken or it might have been with someone else somebody else - the high point for QRAM prices, at least in recent years, was somewhere around $12.00?

MR. GOULDEN:  Yeah.  That was in response to -- sorry, that was referenced in response to CME Exhibit -- sorry, Interrogatory No. 5(e) where we talked about a range.

MR. MILLAR:  Right.  And there was some discussion yesterday, I believe, about futures prices, which we can agree are imperfect indicators, but may be the best indication we have of future prices.

Those are higher than $4.00, but they're nowhere close to 13 or 17; is that fair?

MR. GOULDEN:  They change all the time.

MR. MILLAR:  They're not close to 13 or 17 currently?

MR. GOULDEN:  Sorry, I will try and...  There you go again.

MR. MACLEAN:  Sorry.

MR. GOULDEN:  We have been sitting together for too long.  I will try to be a little bit more helpful.  We actually provided a couple of prices with regards to a couple of interrogatories.  One was, as you referenced, Mr. Millar, which was CME interrogatory 5(d), where we indicated a price of between futures pricing ranges of $2.62 to $6.81.

MR. MILLAR:  That's per gigaJoule?

MR. GOULDEN:  No.  Per U.S. -- U.S. dollars per million BTUs.  So 5 percent different than that.

MR. MILLAR:  Okay.

MR. GOULDEN:  That was in the range of 2012 to 2024.

We also identified, at our response to Direct Energy No. 7, a range of $6.69 to $8.68 U.S. per million BTUs over the 2012 to 2021 timeframe.

And I believe that was an EIA forecast.

MR. MACLEAN:  If I can add maybe just a comment on that, it is always, I think, worth bearing in mind the way in which we expect the marketplace to unfold, and we should probably keep in the back of our mind that even if the Board were to approve this today, that it could potentially be 18 months or two years before the first project is even up and running and any cost consequences are delivered to the gas supply portfolio.

So, you know, it is very difficult to say that today's speculation on the future forward price of gas is even going to be relevant when the first project is started.

MR. MILLAR:  Even if the gas price were to rise significantly, that wouldn't be a result of this program, would it?  I mean, if anything, this program actually decreases -- albeit probably very marginally in the context of the North American gas market -- it actually decreases demand for natural gas from conventional or semi-conventional sources?

MR. GOULDEN:  I am not sure it affects the sort of market price of natural gas, certainly at this point, but...

MR. MILLAR:  But you have listed increasing price of gas as one of the things that could assist in the maturation of an RNG market in Ontario.

That actually has nothing to do with the program you are proposing; is that fair?

MR. GOULDEN:  It has lots to do with the financial impact, but not much to do with the program in the short term.

In the longer term, it has everything to do with the program, and what I'm referring to, Mr. Millar, is at some point in the future if this market is, in fact, to be viable, it's going to have to stand on its own two feet and compete with market prices.

MR. MILLAR:  Yes.

MR. GOULDEN:  So at that point, price will be everything.

MR. MILLAR:  Right.

MR. GOULDEN:  As it is impacted by the other three factors we identified.

MR. MILLAR:  To the extent market prices go up, it will not be a result of this program; is that fair?

Market prices are not impacted by your proposed RNG program?

MR. MACLEAN:  I think this goes back to, you know, some of the comments from yesterday about 191 years of supply, and what have you.

We're not suggesting that we're doing this program for the purposes of increasing total supply of, quote/unquote, "natural gas."

What we're doing is asking for permission to do this to increase supply of something that doesn't exist, which is renewable natural gas.

So to the extent that your question is really directed towards will bringing on some renewable natural gas within the terms of this program materially move the price of traditional natural gas, no, it won't.

MR. MILLAR:  Right.  So that will happen or it won't, based on market conditions, I assume?

MR. MACLEAN:  That's correct.  So if things -- for instance, if gas prices go up for various reasons, I mean, we can contemplate or speculate all sorts of things.

It wasn't too long ago that we were talking about doing LNG for import in North America, and now people are speaking about LNG for export.

So to the extent prices were to rise, the cost impacts or cost consequences for our program would decline over time on our customers.

MR. MILLAR:  Let me just pick up on a comment made by Mr. Goulden, if you could turn to page 2 of that interrogatory response.  In fact, the very last sentence in the response.  It states:

"Market maturation will have occurred when RNG supply is considered just another natural gas supply in Ontario."

Do you have any guess as to when that might be?

MR. GOULDEN:  What we have identified in our evidence is it is our understanding that it could be as soon as the -- you know, when the five-year term of this program expires, but we don't have a very good crystal ball with regards to that.

What I think is very important, Mr. Millar, is with regards to sort of when that will be and when it will be another natural gas supply, we've identified four factors, and the reason we have identified four factors is because all of those factors can have a big impact.

So that's -- however those levers get pulled and whatever happens with regards to all of those four, that's when we're going to potentially have a viable marketplace.

MR. MILLAR:  Let me put it another way.

Is it your expectation you won't have to do this program again?

MR. MACLEAN:  We're hopeful that at the end of five years, that the market will be sufficiently enabled, or at least portions of it, to stand on its own.

If I go back to your previous comment, maybe just -- or question and maybe just expand on it, it is important to note that we're not talking about one size fits all, that, in fact, we have different sizes of potential producers here.  It could be a large landfill, medium landfill, and so on and so forth, and the prices associated with them are different.

So, in fact, you can reach a point in time where it makes economic sense for large landfills to exist on their own, based upon the differential versus natural gas, much earlier than you can with a smaller-scaled operation.

So there is no one size fits all, where you hit a magic point where the entire marketplace is enabled.

What we're suggesting is that we put a program that will allow a number of different market participants of a number of different types, with a number of different volumes from a number of different sources, and that at least some of those, at the end of the five years, we are hopeful will be able to continue on their own without any kind of support.

So it is our intention to do this program for five years and not longer.

MR. MILLAR:  Your program is, in fact, one size fits all, though; is that right?

MR. MACLEAN:  No.  It's not one size fits all.  If you look at it underlying -- we have different prices for AD and different prices for landfill, and then a very important point is that we have different break points with respect to volume.

And if you take, for instance, the landfill example, and if you look at the number that is there for -- correct me if I'm wrong, Bryan.  I am trying to get the reference here.

Okay.  So for the first 150,000 gJs, it is $13 a gJ, and for the number of gJs after the first 150,000, it is $6 a gJ.  So what I am trying to illustrate here is, for a large landfill, when you start looking at something like $6 a gJ after the first 150,000, you can kind of let your mind wander, that the underlying price and price competitiveness for natural gas is very much materially different between a large landfill and a small operation.

So there isn't, in fact, one magic number where the marketplace succeeds.

MR. MILLAR:  Right.  And I guess I misspoke.  It is not one size fits all; it is kind of two sizes fits all, at least as you presented it, for your program?

MR. MACLEAN:  No.  I would suggest that it is even broader than that, because what we've done is we've put a couple of variables out there, right?

So the first amount and then a break point, and two different kinds, AD and landfill.

But I think that clouds a much broader perspective.

You know, we put target ROEs in place, and we fully expect a full range -- I think I referred earlier today, or maybe yesterday -- a full range of projects around the distribution.

So if you have a target of 11 percent ROE, that doesn't mean that every project would be exactly 11 percent ROE.

So some might be enabled earlier and some might be enabled later, based upon what the actual price is and the actual cost is at that moment in time.

So I hope that clarifies that it is not just a couple of levers, that we're, in fact, trying to enable all sorts of different projects.

And some people might, for instance, be willing to take a return lower than 11 percent.

MR. MILLAR:  Well, that is helpful.  I am going to move -- I am a bit conscious of the time, so I am going to move on --


MS. CHAPLIN:  Sorry, Mr. Millar, I would like to interrupt.

Mr. Maclean, what is the benefit of trying to enable a variety of sizes of projects?

Wouldn't the largest projects be the ones that are the most viable, in terms of approaching a market price for gas as it currently is?  I mean, are you really suggesting that the small anaerobic digesters that require $17 now may only require $4 or $5 in five years?

MR. MACLEAN:  I am not suggesting what the exact number is, but if I can just, you know, walk through it sort of philosophically here, what we're trying to do is enable an industry to succeed over a longer period of time.

And if you go back to Dr. Abboud's report about the total technical potential, we're trying to put in place something that will allow us to move towards the total potential, not just the best potential.

And if you design a program where, right out of the gate, the only thing that it supports is the simplest, easiest, lowest-hanging fruit, you will get the simplest, easiest, low-hanging fruit, but you won't actually have enabled anything for the rest.

And if we want to really look at this from a broader societal perspective, if we were doing this only for -- the maximum theoretical supply that could be displaced was, you know half a percent of supply, we'd suggest that is probably not material.  It's not really a material solution that is going to affect society's attitudes towards fossil fuels and GHG.

The reason this hangs together in our mind is because, as Dr. Abboud has in his report, the total technical potential is substantive.  It is meaningful in the context of Ontario, that it is not unrealistic in the longer term for an industry to develop, to have 10 or 15 percent of total supply coming from renewable natural gas, which is where we're trying to get to, not just the first half a percent or the first percent.

So that is what I'm suggesting.  If you focus only on the most economical, you will only get that, and therefore you won't enable yourself to get the 10 or 15 percent over the longer term.

MS. CHAPLIN:  Thank you.

MR. MILLAR:  I have some questions about possible incremental capital costs or O&M costs to Union, but I take it that is for panel 3?

MR. GOULDEN:  If it is with regards to rates, it would be panel 3.  If it is with regards to the intricacies of the model used to assess RNG plants, it would be the next panel, 2.

MR. MILLAR:  So it is not you?

MR. GOULDEN:  I don't believe so.

MR. MILLAR:  Okay.  Someone asked you a question about this.  I forget who it was, but I wanted to follow up on it a little bit.

Imagine, for example, that the Board liked the sound of this program generally, but was reluctant to authorize it at the current cost or something like that, wanted to examine options for a scaled-down program.

I heard in your response to someone that that would be difficult.  So I wanted to follow up with you on that a little bit.

The current volume cap is something like 5-1/2 petaJoules; is that right?

MR. GOULDEN:  That's correct.

MR. MILLAR:  What would be the problem if the Board thought that that was a bit rich and wanted to move to 3 petaJoules?  Tell me what sort of problems that would impose upon the -- on the program?

[Mr. Goulden and Mr. Maclean confer]


MR. GOULDEN:  With regards to the volume, what we've - we have struggled with, frankly, with regards to sort of the size of the program is, to us, 5-1/2 pJs seems about right, but it's not between 5.4 and 5.6 pJs.  It is not between 5 and 6 pJs.  It is something like that.

MR. MILLAR:  Right.

MR. GOULDEN:  So if the Board were to decide that in fact the program should be three instead of five-and-a-half, to our perspective, that's kind of on the -- if you get much below a number that's, you know, big enough to support a number of application -- a number of different type of technologies, a number of different kind of projects, as Mr. Maclean just described, then you probably don't have sort of that critical mass.

But we would sort of -- it's not carved in stone that it has to be 5.5.

MR. MILLAR:  Could you lop off the AD, for example?  Presumably that would be a significant reduction in the total petaJoules.  Would that kill the program?

MR. MACLEAN:  Well, that is where I think, you know, my previous comments were really coming from.

We wanted to do a couple of things.  We wanted to be able to enable something from a sort of total amount of supply that was meaningful, that, you know, realistically you could build an industry around.  So that was one factor.

Then the second factor, which I think was in my response to the previous Board question, is you also wanted to enable enough variety of projects and applications, because there is only so much source material for RNG, and, in fact, some of it is in landfills, some of it is effectively controlled by farmers, and so on.

So if you want this to succeed in the longer term, you have to enable at least a sufficient number of projects to get off the ground in the shorter term.  Otherwise, you're not really facilitating the marketplace as a whole.  You are only facilitating one element of it.

But if is a balance.  So we have used our judgment to come up with 5.5 pJs, but we would suggest that that is us in a room trying to decide, from a materiality point of view, what makes sense.  If the Board, in its own good judgment, decided it wanted to put it in a cap that was lower than that, we would certainly take that under advisement and look for a way to make that work.

Having said that, we would encourage the Board that if it wanted to pursue that path, that we need to have a sufficient volume that allows a number of different types of projects to succeed, including AD projects.

So I would not want at all to discriminate against AD projects, because they're a significant part of the future potential of the overall industry.

MR. MILLAR:  If the Board were to -- again, I'm just pulling these numbers out of the air, but if the Board were to reduce it from 5.5 to 3, I take it, then, that wouldn't necessarily be fatal to the program?  You would have to rejig a few things, if I could put it that way, but it doesn't kill the program.  That is a possibility?

MR. MACLEAN:  I'm not sure that we would say -- I don't think it is fatal to the program.  I think, you know, from our estimation, based upon, you know, our good judgment, that would definitely be on the lower end of what we think really makes -- gives us an opportunity to have a viable industry in the future.

MR. MILLAR:  Let me put it another way.  If the Board was inclined to approve some manner of scaled-down version of this program, what would your recommendation be?  Would it be to cut the petaJoules?  Would that be the simplest way to scale back on the costs of the program?

[Mr. Goulden and Mr. Maclean confer]

MR. GOULDEN:  As Mr. Maclean has indicated, it is about judgment.  That's I guess the easiest thing to do, but, again, at some point you are not going to have the critical size to have a range of programs --


MR. MILLAR:  Fair enough.

MR. GOULDEN:  -- and develop the entire market.

MR. MILLAR:  If you had to scale it back, would it be by cutting the petaJoules as opposed to fiddling with the prices or the contract terms, or something like that?

MR. MACLEAN:  Yes, I think that is fair, because you want to keep the rest of the factors enabled that actually allow proponents to develop projects.

So ROE, for instance, pricing and those factors, which are really required from the proponent's points of view to have a viable project, we would want to preserve that.  Otherwise, you end up with no projects.

MR. MILLAR:  Okay, thank you.  Could I ask you to turn back to Board Staff IR 5 and page 3 of that response?  Exhibit I, tab 1, 5, page 3.

I think it was Mr. Rubenstein who was asking you about this, though it is late in the day and I am forgetting.  Maybe it was Mr. Aiken.

Regardless, you were discussing why you didn't go for RFPs, and you have some cons listed.  One is "onerous & expensive".  I mean, isn't it true you do RFPs all the time, both of you?  That is a way common way to solicit bids for a service?

MR. GOULDEN:  Yes, but you don't do -- in our view, we can't effectively do RFPs for a fairly complex engineering-type project in an effective way, which is what Mr. Maclean was identifying, primarily because what you would be requiring is you would be requiring the proponents to invest a lot of time in identifying whether they could even have a project that could potentially compete.

MR. MILLAR:  So perhaps that relates to number 3 on your list of cons, that it would tend to screen out smaller, less sophisticated proponents.  Is that what I am hearing?

MR. GOULDEN:  Yes.

MR. MILLAR:  Is it necessarily a bad thing to screen out smaller and less sophisticated proponents?

MR. MACLEAN:  It is a bad thing if you are proposing to actually develop, say, an AD marketplace in the agriculture sector, which represents a significant potential part of the long-term supply.

So if we were trying to enable the development of as much supply as possible over the longer term, then we do in fact want proponents of a smaller scale and size that would be able to participate in the program, because it has value in the longer term.

MR. MILLAR:  There is always going to be projects that don't make sense with a subsidy or -- with any subsidy.  There will always be projects that don't make sense; is that fair?

MR. MACLEAN:  That's fair.  And I think if you looked at our evidence - and I think you could follow up with the technical board later on this - I think you will see that what we've done is set out a mechanism by which we could establish a targeted ROE, knowing full well that there are some projects out there that won't meet that ROE and will be screened out.

And I think, you know, there was some discussion of this on the first day, that if you drilled it really down to the lowest common denominator of the smallest farm, for instance, we're not proposing to enable that.

So there is a cut-off point, absolutely, and we have modelled our proposal to enable a variety of projects, but not necessarily enable every single project.

MR. MILLAR:  Mr. Chair, I am afraid I am pretty much out much time.  So I think I am going to end my cross-examination there.

MR. SOMMERVILLE:  Well, it looks like this panel is going to have to come back tomorrow morning, anyway, because the Panel has some questions.

MR. MILLAR:  Oh, so Thursday morning, Mr. Chair?

MR. SOMMERVILLE:  I beg your pardon.  Thursday morning.

I regret that, panel, but you will have to come back on Thursday, albeit for a brief period.  But I think that is the only solution we have at the moment, so --


MR. MILLAR:  Mr. Chair, if I may reserve, then, it is possible I could follow up on a couple of things a bit more.  I certainly don't have very much longer, but, regardless, if they're back on Thursday, they're back on Thursday.

MR. SOMMERVILLE:  Yes.  Is there anything else before we adjourn for the day?

We will stand adjourned until Thursday morning at 9:30.  Thank you.


--- Whereupon the proceedings adjourned at 4:28 p.m.
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