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Thursday, December 4, 2014
--- On commencing at 8:58 a.m.

MR. FRASER:  Peter Fraser here.  Just calling the Bell operator.  If you can get the Bell conference activated, please.


We have a technical problem with the device that connects us to the teleconference, so we will just have to take a couple of minutes and get that fixed.  Thanks very much for your patience.


[Technical interruption]


MR. CAIN:  Thanks very much for your patience.  Apparently the technical difficulty can't be overcome quickly, so we're going to decamp and shift over to the north hearing room.  Give us about 15 minutes, and we should be set up over there.  Thanks very much.

--- Recess at 9:05 a.m.
--- On resuming at 9:18 a.m.


MR. FRASER:  Welcome back, everyone and first of all let me apologize for the --


THE OPERATOR:  Sorry for the interruption, sir.  I will transfer you to the conference and I will do the introduction.

MR. FRASER:  Yes.

THE OPERATOR:  Thank you very much.

MR. FRASER:  I just wanted to apologize to those in the room, and of course those who are listening on the phone.  We had some technical difficulties this morning, which meant we had to change the venue.


[Teleconference connection established]


THE OPERATOR:  All parties please stand by.  Your conference is ready to begin.


Good morning, ladies and gentlemen.  Welcome to the Natural Gas Market Review, Consultation and Stakeholder Conference call.  I will now like to turn everything over to Mr. Peter Fraser.  Please go ahead, Mr. Fraser.
Welcome and Overview by Mr. Fraser:

MR. FRASER:  Well, thank you.  And as I said, welcome back everybody.  Sorry for the delay in getting started this morning we had some technical difficulties, which necessitated moving to another hearing room.


Yesterday's discussions about what had been happening in natural gas markets over the past few years and particularly last winter has really helped set us up for today.  There certainly has been a lot that has been happening, as we heard, whether it is the increase in shale gas production and also the changing on the demand side, particularly for natural gas-fired generation, where you might say Ontario has been a leader in moving out of coal, but we're going to see a lot of that south of the border as well.


And the events of last winter was certainly a stress test of how effectively our systems -- certainly in natural gas, and we heard a little bit on the electric side here, and certainly challenges us in terms of whether that should lead to certain changes in behaviour for those of us who have to procure natural gas.


Our discussion in the last session yesterday started to take these lessons in the last few years and try to figure out the implication, but our next session and the next two panels is devoted to a prospective look at supply, demand in North America generally and Ontario particularly, and the changes that are planned in infrastructure.


So our first panel here is really focussed on sort of those broad supply and demand and also the infrastructure changes.  So we have with us, from Navigant, we have Gord Pickering back, Andrew Welburn from Enbridge.  We have two presentations from Union; first, Michael Sloan from ICF on behalf of Union, and then he is going to swap seats with Jim Redford from Union Gas.  And then finally Dave Schultz from TransCanada.


As I can see from the slides, as I hope you have had a chance to review, that certainly the topic of Energy East is likely to come up, as it is on the front pages of the newspaper every day.


So with that, I will turn it over to Gord Pickering.
SESSION 4/PANEL 1: NORTH AMERICAN AND ONTARIO NATURAL GAS MARKETS TO 2020

Presentation by Mr. Pickering:


MR. PICKERING:  Thank you very much, Peter.  And just a tremendous save here to the start of a good day, despite what happened, and I guess another example of Ontario's redundancy and backup plans to overcome all situations.


So it is great to be here.  And today, really, as Peter said -- and the slides that I am going to prepare, again, are highlights of the report that you should all have had access to -- more details there -- but hopefully my presentation is intended to sort of kick the day off.  There is a lot of other good presentations that will follow, and some good discussion, I predict, as the day goes on.


Remember, yesterday -- and there were some things that we did touch on and others touched on also, is that as far as what this market change is and what has caused that is heavily the changes in the supply side of the picture.  As a result of a technological breakthrough that has happened to the natural gas industry, there's all of a sudden in the last six years -- we point back to 2008 or so as the time when the industry turned the corner -- there's more gas than -- available economically than what was heretofore thought possible.


This is a depiction and there are others that have some -- other depictions of the shale resource base across North America, including Canada.  You will see the Horn River and the Montney on the top, substantial, substantial shale reserves in their own right that will only become clearer as the years go on.


These plays in Canada, I had mentioned yesterday, have started their development process a few years behind what first happened in the United States, but, believe it, they're substantial resources of their own.


What happened -- what has happened since the early days, there's -- six years ago, was some substantial changes.  We had an economy that was less than buoyant for a time.  The gas industry and the shale gas development ploughed through that, but also there's been increasing expertise and knowledge that has been gained through additional work that has been done in producing, in particular, shale gas with areas such as the Eagle Ford and some of the metrics -- there's many others -- in terms of rig efficiency, being able to drill wells in lesser number of days which require, then, less number of rigs in aggregate across the continent than what started out in the beginning.


If you look at the second chart on the bottom, you will see that over this period going back to 2007, that there was a lot of activity, a lot more rigs drilling for gas in the beginning.  And then as a result of a lot of things -- the economy being one, but also rig efficiency -- there was a dramatic drop-off in terms of the numbers of rigs that were used to produce the resource.


Despite that, production has gone up.  Rig efficiency is one of the reasons, one of the main reasons for that.


Shale production has increased on cost improvements, primarily from horizontal drilling and with hydraulic fracturing.


Key factors, again, and there's a lot to talk about these things but I want to highlight the proliferation of pad drilling.  The process of drilling several wells from one particular pad has resulted in decreased costs for the operators in all cases.


Longer laterals.  The laterals that are being drilled horizontally now are substantially longer than what they were in the beginning.


More efficient, walkable rigs.  There's been technology efficiencies that have been developed as a result of different style of rigs developed for the shale resource that can move from one location to another very easily and more cheaply.


Advanced completion techniques.  There's learning by doing in the industry.  If you talk to a good geo -- geologist, geophysicist, they will tell you that there is nothing like actually drilling the well, and what they learn from drilling and doing work is really the acid test and is really important to the learning process.


Better fracking recipes.  There's been developments in terms of the type of fracking fluids that have been used in the process, more and better fracking techniques and fluids that have been used with some success.  Some work better in other areas; some different combinations, cocktails, work better in other areas.  It is experience, again, that helps in this process.


Better geo intelligence in general that has helped on cost improvements to develop the resource base and has resulted in profitability for the producers in most cases, even with commodity prices having gone down dramatically.


We have talked about this slide yesterday.  We presented this, that there's consensus in terms of the shale resource and how big is it.  And associations like the Potential Gas Committee and Colorado School of Mines, this is their slide, their numbers, that increased shale gas by about 50 percent from 2010 to 2012.  We just made highlight of that yesterday.


The increase estimates of natural gas resources support an estimated North American -- North American -- life of almost 150 years.  And we like to draw reference, somewhat less publicized, but the resource life in Canada is 400 years.  400 years.  It's a long time.


Now, just to highlight this calculation -- and we've got the table here -- but it is basically based on current demand levels over the resource base.  So if the demand increases, obviously those numbers would adjust downwards, but these are substantial.


And the message here is that this resource is not something that is apt to go away, in our estimation.  It is something that is here with us for a long time and is transformational.


Ample North American gas resource base supports Navigant's outlook of strong production growth in North America for the future.  Here is our forecast to 2020, and you can see the North American, Canadian and Mexican and U.S. forecasts going forward, all three.

Mexico, there are some very exciting developments, if you talk to people in Mexico, that its potential, and maybe -- it is certainly a potential resource south of Bergos Basin and south of Eagle Ford, not too far, and some geological connections, one would think, with what is being produced in Eagle Ford, with some market reformation in opening up the market in Mexico.


There's a great expectation that there can be more gas produced eventually, maybe sooner rather than later, in Mexico.


North American gas production is driven by shale, shale gas, mentioned this ample resource, plus low costs to produce equals increasing production.  Simple, simple sort of economics here that is driving this resource.


Canadian gas production will increase with B.C. shale production outpacing non-shale declines in Alberta.  So what has happened so far -- and we highlighted this yesterday.  We didn't get a lot of discussion on this yesterday, but the Alberta production and the resource in Alberta has actually been in decline for some time, actually going back to about 2000.


There's a story behind that that we may get into, we'll see, but nevertheless, this is what has happened.  We forecast that decline through to the forecast period up to two-twenty.


You will see some B.C. non-shale production, but also shale production increasing going forward and making up for the declines in Alberta and resulting in production increases over time through the forecast period of 2020.


North American natural gas demand will be driven by -- has to go somewhere -- by electric generation and industrial sectors.


Here, this is again North American outlook, and it shows that essentially you've got fairly flat demand, gas demand growth, in the residential/commercial sector, with stronger growth, maybe not spectacular, in the electric generation sector going forward that the industry is dependent on.


Also, perhaps -- this is our forecast going forward -- there's a conservative forecast in terms of industrial growth going forward, but showing some growth, but not much.  Maybe there could be more.  We'll see on what happens there.


In the Canadian -- in Canada demand growth will be driven primarily by the industrial sector.  Because of the size of the industrial sector in Canada, there's a bit of a difference here in how it affects the rest of the country's demand profile, industrial being heavily oil sands.


And just to give you an idea how important that is from a Canadian demand sector, just note the brown part, industrial sector, which is primarily oil sands-driven, and that's how important it is for shaping Canadian demand going forward.


Ontario natural gas demand will be driven by increases in gas-fired generation.  There was some discussion on that yesterday.  I expect there will be more coming up.  There are some major changes in the Ontario market that have started a few years ago here and are continuing and will continue for the next several years, and that will shape the market.


This is a forecast that actually goes out a bit beyond the 2020 forecast period to 2025 because, namely, we wanted to pick up the -- our forecast of electric generation demand in Ontario up til 2020.  It is a less than exciting story, but after 2020, by our forecast, the market changes substantially here in Ontario, additional gas demand aplenty, if you like, in the electric generation sector, and driven by some of the changes in this market, coal already gone, and some of the changes in the nuclear generation sector.


The forecast of supply demand balance for Canada reflects over 5 Bcf of pipe, or LNG exports, so exports are in two forms, either LNG or by pipeline, an average of about 30 percent of production for export, pipe and LNG.


So while some of the pipelines are reducing their deliveries of natural gas into the export market, which means essentially the U.S. market, there's still going to be, in our forecast and over for the long-term, deliveries of gas to the United States.  The market is not going to disappear.


That export market, if you like, can act as a cushion to supply in Canada if need be.  We'll see how that plays out over time.


We also in the right-hand chart there, pipe and LNG exports, you see the blue portion, which is the net LNG exports in that particular chart.


Navigant's outlook for Western Canadian Sedimentary Basin supplies includes a decrease in shipments to meet Ontario demand.  We talked about that yesterday.


This is how things will shape out -- shape up over time, where western Canadian gas will end up.  And you can see the profile there, a lot of lines on that chart, but essentially it is depicting that less gas will end up in the Ontario market, and also in the Northeast market when you look at the chart.

As expected, increases in Western Canadian Sedimentary Basin, as increases in production occur, they will be increasingly -- occur to meet Canadian demand in western Canada, western U.S. demand, and potential LNG exports.


So while the basin is not sitting static and the flows to the east and U.S. Northeast and to the Midwest are in decline, they are looking for other -- and look well-placed for other markets, including the export market, seems like Asia is looming large in the British Columbia scheme of things these days.


So while there are many proposed LNG export projects, Navigant is also conservative, and is maybe not conservative, but we are cautious in terms of coming to too many conclusions as to how many of these projects are apt to proceed in the end.


There's many factors that go into that, but in the end of the day we believe that a number around 10 Bcf a day is what will be produced from North America, approximately 2 Bcf a day, 2 Bcf a day from Canada and the rest from the United States.


You can see all the projects here, 16 projects proposed in B.C. now, 19 projects in the Gulf.  There is then smatterings of other projects on the west coast, in Oregon two projects, LNG export projects, three projects on the east coast of the United States, and two projects more coming in eastern Canada.  I will say we know something about that.


The decreased eastward deliveries from the Western Canadian Sedimentary Basin reflect of expected continued decreased flows on the Mainline, with market decline and the importance of the TransCanada Mainline, and this has been something that has been reflected over the recent past.  We talked about that yesterday.  We see that only increasing in the future, and this is -- the point here is that the decline is going to occur in all zones, and that's this chart -- shows some of the percentages of the utilization of the Mainline.  TransCanada will be talking about that, others will be talking about that, in more detail today.


And the increasing importance of Marcellus production.  This is where Marcellus is going to go.  We've broken it down by region.  You can look at that in detail at your leisure.


This is a map that tries to depict the numbers in our forecast and the changes between 2014 and 2020, so looking forward, where is the Marcellus going to go?  A clue to what that chart depicts is that it is going to go everywhere.


Marcellus gas is going to end up going north.  It is going to go to the Northeast, it's going to go to the Southeast, to the Atlantic, into places that are deficient of much gas demand, like the Florida market at this point.  Also into the Midwest eventually as pipeline capacity gets reversed to the -- toward the Chicago market.


North American gas prices are forecast to be reasonable and competitive over the forecast period.  This maybe is the bottom line of all of this market change and the abundance and the changes in the demand picture, increasing demand still, but prices, and here again at AECO, Dawn and Henry hub, which we presented historically yesterday, out to 2020, the AECO price being lower, a basin price if you like, Dawn prices having some basis to them above that, and then the Henry hub price being a little bit below the Dawn pricing by our forecast.


Then there is several regulatory matters that we wanted to highlight.  I'm not going to talk about those right now.  It will no doubt come up in the discussion today.  The Mainline restructuring proceeding that we're in the midst of now, the Mainline Energy East conversion that Peter mentioned, TransCanada eastern Mainline project, interprovincial matter, best left to the utilities here that are speaking after me.


And then NEB-approved tolls and tariff decision last Friday that was brought up yesterday.


That is my presentation.  Thank you.


MR. FRASER:  Well, thank you.  And we will move straight on to Andrew now, thank you.

Presentation by Mr. Welburn:

MR. WELBURN:  Good morning, everyone.  Andrew Welburn, manager of gas supply and strategy for Enbridge Gas Distribution.


And there's been a lot of discussion in this forum about the remarkable amount of changes that are going on in the natural gas industry, and so the purpose of the presentation that I have here today is just to provide a brief overview of some of the implications of that change, how it is impacting us and what we're doing about that, and how we perceive we're going to have to continue to work with that going forward.

So I wanted to start off talking about what some of the implications are to our gas supply strategy.  And we talked a bit about that yesterday and how we came up with our gas supply plan.


But with these changes coming through to the natural gas industry, it has had a number of opportunities for us to re-evaluate our gas supply portfolio and trying to take some advantages of that.


So in order to represent that, we have two pie charts here to depict what the implications are.


And as you can see, the first one here for 2015 is predominantly still Western Canadian Sedimentary Basin is where we're procuring a majority of our supplies.  That is around 70 percent of the supplies that we're seeing for 2015.


In there also is Chicago, which we are able to procure gas at, and utilize Vector capacity to bring that down to Dawn and then up into our distribution area.


The next -- the blue bar for Dawn is probably the next largest source of supply that we will be utilizing in 2015.


And then there is also the green wedge there for Niagara, and that's a result of the Niagara metering station being reversed back in, I think, the 2013 eastern Mainline expansion that TransCanada did.


Then if you move forward to 2018, there's a number of changes that are going to be coming along and, as you can see, making significant changes to our gas supply portfolio and predominantly in a positive manner.


The Western Canadian Sedimentary Basin is declining a fair bit; I think it is around 30 percent, roughly.  And that is because of a large increase in the procurement that we'll be doing at Dawn, forecasting at Dawn.


A couple of things that have made that available for us.  One is the GTA project approval, which increased the capacity that we could take Parkway straight into our distribution system, so a lot of that would be going straight into our Enbridge CDA.  And also just last week the National Energy Board had approved the tolls and tariffs based on a settlement that TransCanada, Union Gas, ourselves and Gaz Métro had executed.


And that, in essence, what that means is that we've put in place a framework to help alleviate the bottleneck between Parkway and Maple, and enable shippers who are interested to contract for incremental short-haul capacity.


So that framework has been approved now, and we foresee that having a significant impact on the gas supply portfolio that we have.


So going back to the gas supply principles that we were talking about yesterday, you can certainly see how diversity has been increased.  We aren't relying on just one pipeline to bring natural gas into our distribution system.  We are actually utilizing a number of different transportation companies in order to get that supply to us.


The same goes with reliability and the landed cost.  Because of the fact that we are able to migrate away from more of a long-haul-centric gas supply portfolio to one of more of a short haul, it has significant cost reductions for us and for our customers.


The flip side to that, though, is the -- the flexibility principle that we looked at.  In order to support these new, evolving transportation projects that are in place, they do require us to sign up for, oftentimes, 15-year commitments.  And so that does erode away a little bit of the flexibility that we have, where -- we've gotten used to dealing with annual renewals where we could modify the actual contracted volumes on an annual basis, whereas now we would have to be contracting for a longer term in order to support these projects so that they can be built and that we can take advantage of them.


I think that's good for there.


So we talked a lot about the advantage for Enbridge in their gas supply planning, which does have advantages for customers, but there are other things that we've looked at that are more directly impacting our customers, I suppose you can say, one of which is that Enbridge is now able to contract for more supply at Dawn as a result of these changes we just talked about.


And our direct-purchase customers have been looking at being able to take -- make similar advantages for themselves.


Now, making significant changes like that to the whole foundation and how our direct purchase program works could involve -- well, did involve a significant amount of work.  What we had opted to do is, rather than to make the changes ourselves, bring them before the Ontario Energy Board and debate how that would work, we opted to go with more of a consultative process.


So before getting fully engaged in a regulatory forum on that, we wanted to talk with our stakeholders.  We brought forth what we had thought would be an appropriate way of dealing with this, and then tried to incorporate feedback from a stakeholder group so that we can come to a settlement agreement and then bring that forward to the Ontario Energy Board, and really short-cut a lot of the time spent to try and get this approved.


I think we were very successful in that.  And without getting into a lot of detail on that, because I know we have had a number of sessions to talk about the Dawn access and how that's going to work, but in essence there's going to be two phases.


The first phase, phase 1, is going to span from November '15 to, well, the end of October '17.  That is going to be targeted for only our Enbridge CDA customers, and the reason for that is that phase 1 is really supported by the GTA project, which allowed us to bring incremental supplies from Dawn into our franchise.


And that GTA project only really benefits the GTA.  It doesn't help out our customers that are over in the eastern distribution area.


So they will be able to take advantage of that as of November 1, 2015, is what our expectation is right now.


The phase 2 is where we expand that out to our EDA customers, so our customers out in more of the Ottawa area.  The reason we can do that is because of the settlement agreement that was signed between TransCanada, Union Gas, Enbridge and Gaz Métro, where we now have a framework to alleviate that bottleneck, contract for incremental short-haul capacity from Dawn out to the eastern distribution area, and make that capacity available for our customers.


So I think that it was definitely a significant win for our customers that way.  And it's just another way of us being able to share the benefits of these opportunities that are coming up as a result of the marketplace evolving so quickly.


And in all honesty if -- the consultation process has been a really large success for us, and we're hoping that we will be able to continue utilizing a framework like that, so that we can work with the intervenors and our stakeholders that are interested in these changes so that we can bring forward very comprehensive solutions to the Ontario Energy Board, and hopefully be able to expedite approvals and getting these things implemented.  Because it really is difficult keeping up with the rate of change that is going on right now in the marketplace, and we need to look at utilizing tools like that in order to keep up.


So in conclusion, there are two main themes that we were talking about here.


One is there's a lot of change happening, and we hope to capitalize on these changes and really turn them into opportunities for ourselves.  In order to do that, we need to look at our four gas supply planning principles.  I know I've harped on a lot about that during this session, but they really are foundation for us.  And we have to constantly evaluate those and make sure that the trade-offs that are happening result in a net gain for us and our customers.


And the second one we talked about is really keeping up with the changes and making sure that we have a process in place so that we don't get bogged down in a lot of really thick regulatory processes that will cause approval of these changes that we're bringing forward to lag behind the marketplace.


Lastly, we have made commitments for longer-term transportation, and we will continue to evaluate those as we go forward.


So that's all I have for now.  Thanks.


MR. FRASER:  Well, thank you, and I will pass the mouse on to Mr. Sloan.

Presentation by Mr. Sloan:


MR. SLOAN:  Well, while he's switching over, my name is Mike Sloan.  I'm with ICF International, and I am speaking today on behalf of Union Gas.


I would like to start by thanking Gord for doing an excellent job of laying out the market changes.  There's an old saying in the consulting business that, when all of the consultants agree, it's time to look out, because we're in the beginning of a major change in markets and outlooks.


Fortunately we don't agree on everything, although we do agree on most things.


I am not going to talk very long today.  I have a much longer slide deck than I am going to go through.  I just want to make a few basic observations about what's happening in the market.


First of all, it is a fundamental change in what's happening.  We're expecting production to increase by about 50 percent by 2025.  And that's not a function of the resource base.  That is a function of the economic balance between supply and demand.  And that economic balance is driven by resources, by demand factors, and by policy.


And policy in this case is important and will have significant impacts on what happens in the markets and significant impacts on who benefits from the changes in the market.


If we look at that balance, our price forecast is pretty consistent with the Navigant numbers.  Supply and demand will balance at about the 5 to $6 basis in real terms.  If demand is higher, there will be more production.  If demand is lower, there will be less production.


There is more than enough resource to support much higher demand than we're forecasting.  Again, it is an economic decision.  The 5 to $6 price is high enough to support supply development, but not so high as to impact market growth.


Now, most of the growth and supply, most of that 50 percent incremental growth will occur in the Marcellus and Utica plays, in the Appalachian basin.  Together these plays account for well over half of the incremental natural gas supply.


The question on this issue is:  Where is that gas going to go?  How is it going to get into markets?  And who benefits from the growth in production?


Clearly, one of the major questions facing the gas industry is, where's the pipeline infrastructure out of the Appalachian basin going to go?  Which markets are going to be connected?  And how are individual markets going to take advantage of the growth in supply in the Northeast?


As that growth goes, of course, it's going to displace production from other areas.  And that leads to a fundamental change in the pattern of supply, transportation, distribution across North America.


And you can see that the very fundamental shifts of Appalachian basin production moving down towards the Gulf, moving up into New England, and moving up into Ontario, both through Niagara and up through Michigan, that is displacing a significant amount of gas flows from the WCSB.


That is not to say that the WCSB could not continue to supply gas to Ontario.  It is a market-based choice.  It is driven by the economics of production in the Appalachian basin versus other areas.


We're projecting that by 2020 the Appalachian basin prices will be the lowest-priced producing basin in North America.  Prices in the Appalachian basin will be lower than the prices at AECO.


For Ontario, access to that low-cost supply, reliable gas supply, is important for consumers and businesses in the province.


Now, if we look at the growth, we've already heard talk about the potential growth in power generation demand.  By the way, I throw out forecasts out through 2035.  I think, looking at 2020, that's a critical time frame, because it is setting the stage for the longer-term, and in order to make good decisions about gas markets between now and 2020, it is important to be looking at what happens in the longer-term.


But there is, in terms of Ontario demand, fairly significant growth in the outlook.  Relative to the Navigant report, we're a little higher between 2015 and 2018 or so, a little lower between 2020 and 2025.


In the longer-term, there is a fair amount of uncertainty, and that's important to think about what's happening in those markets and what the potential for gas demand is and how that gas demand is going to be served, what pipeline infrastructure is in place in order to meet that growth in Ontario demand.  And looking at 2020 is too short-term to make those decisions.  It is important to look out past 2025.


In terms of what that means for flows, there will be less.  We project gas flowing in from the WCSB.  Again, gas prices, the production costs in the WCSB, are higher, when you add in the full cost, than in the Appalachian basin.  That will lead to more flows from the Appalachian basin into Ontario.


It also affects flows from Ontario into the United States, and on an annual basis we're projecting declines in flows into the Northeast and New England as Appalachian basin gas displaces western Canadian supply for those markets.


It is important to point out that that is not the case, or not necessarily the case, during peak winter periods, when we expect that the gas supply flowing from Ontario into the Northeast will remain at high levels.


And I want to just close by restating the need to look at the longer-term outlook, to understand where demand growth in Ontario is headed, and the importance of having a plan for how to meet that demand growth with the pipeline capacity, taking advantage of the changes in the markets that are available.


The decisions that are being made in the short-term will have significant impacts on how Ontario is able to take advantage of the changes in the markets in the long-term.


And with that I will close, thank you.


MR. FRASER:  Well, thank you.  We only have four seats up on the dais here.  We're just going to have Michael and Jim Redford swap seats, so Jim Redford from Union Gas next.


MR. REDFORD:  I will be the rose.

[Laughter]

Presentation by Mr. Redford:


MR. REDFORD:  Thank you.  My name is Jim Redford.  I'm the director of business development and upstream regulation for Union Gas.


I am going to walk through, really, items specific to Ontario.  I'm going to talk a little bit about supply; some of it will review from what we have heard.  And talk about expansion plans and a little bit about Energy East at the end.  I will cover the key observations also at the end.


As we have heard, we're in a period of transition.  Call it fundamental change, but a transition is what it is.  We're seeing pipelines being used differently, new infrastructure, and the markets adjusting to the new supply.


People are adjusting their gas supply portfolios.  And for Ontario, really, it's less WCSB gas coming to Ontario and more Appalachian gas supply.

This graph is a look at the Marcellus and ICF's predictions from 2009 through to 2015 on the size of the Marcellus.  We don't mean to single ICF out, but everybody has continually upgraded and increased their prediction and their forecast of how big the Marcellus is and how much gas will be produced.


And that's why the market continues to adjust.  That's one of the reasons why you have continued adjustments.  And the Marcellus is outperforming all predictions and forecasts.


What does that mean for us?  It means in Ontario we need to access -- we need to access Marcellus and Utica gas.  There's a number of projects that have been proposed.  Right now, we are accessing that gas through Niagara, we know, directly.  There's a number of projects that have been proposed, including Nexus, ANR East, ETP Rover, as well as more expansion through Niagara, to bring more Marcellus and Utica gas into Ontario.


That is a result of market pull.  Union is an anchor shipper on Nexus, as well as a producer push.  So it is the producers also seeking access to the Dawn market where it is liquid and deep.


And this is a good example of the market transitioning and the market reacting to the changes that are occurring, but what it is going to require is infrastructure.  And I think Mike Sloan talked about that, that there will be infrastructure required to move gas out of what is a new basin -- or, sorry, new formations where the production is occurring into other markets, and that would include Ontario.


We're going to need infrastructure in Ontario to move that supply to markets in Ontario and east.

And what we're seeing is -- and Andrew talked about it -- we're seeing the market buying closer to the market.  So people are sourcing gas closer to the market and we're seeing a drop-off in long-haul capacity and an increase in short-haul.  And that's really no different in Canada than it is in the U.S.; the U.S. pipelines are seeing the very same thing.


Andrew talked about regulatory frameworks, and we would agree that we need effective regulatory frameworks set up to handle the transition.  It's going to need to be quick.  There is a sensitivity to timing.  There are a lot of markets that are competing for access to Marcellus and Utica gas, so it's going to be important that Ontario react to that quickly and make sure that we can have access to that, to that gas.

When you look at infrastructure, the settlement agreement -- and again, Andrew talked about the settlement agreement -- it was approved by the National Energy Board last week, the reasons for decision to follow, but effectively it was approved almost as filed.


It sets up that framework in Ontario for pipeline expansions and allowing the markets to access gas at Dawn or Niagara or Chippewa, reduce landed cost of delivery, and it sets up TransCanada and Union and Enbridge to coordinate their builds and rationally expand our systems.


And again, it was a positive decision from the board, but we need to make sure that the regulatory frameworks are timely and efficient as well here in Ontario so that as infrastructure is needed, we can move it forward.


Benefits to Ontario.  When you look at this new supply, it is really about economic competitiveness of Ontario.  I think Dr. Rahbar is going to address that in more detail on session 2 of this panel.


It also -- when you look at attracting new gas to Dawn from the Marcellus and Utica, it really increases the depth of the market at Dawn.  It increases liquidity at Dawn, which benefits everyone in Ontario.


We believe this transition is critical to our future.


I'm going to move to expansion plans now.


This graph is really a summary of what's happened and then a picture of what will happen or may happen going forward.


We went through some expansion in 2005 through 2008 on the Dawn-Parkway system.  It was largely in response to some power generation loads and was also in response to the market shifting to Dawn.  So both Canadian LDCs and U.S. Northeast LDCs shifting from western supply to supply closer to Dawn.

As we have seen in the past, we go through periods of growth and then stable periods.  We're back to growth again, where, again, the market is shifting closer, whether it is to Dawn or Niagara, closer to its source.


We've got industrial growth happening in Quebec, and we have some power generation between 2015 and 2018 period.  And those are really the drivers behind that growth.


If you look beyond 2018, and is there potential for growth beyond that, really we would see industrial growth, we'd see organic growth or existing load growth.  We're looking at new communities.  There is CNG, LNG, and there is still a market that can shift to Dawn.


So we don't view 2017-2018 as the end of the transition.  We see that transition continuing forward.


I am going to jump through the projects.  '15 has been approved by the Ontario Energy Board.  '16, the expansion is in front of the Board right now.  '17 and '18, we would expect to go out with an open season coordinated with TransCanada, I will say, this month or perhaps early in January.  And then '18 to '20, I will say is in process.


In terms of M12 rates, if you look at the Dawn-Parkway system, if you look to the end of the 2016 build, the rate would be about 10 cents for Dawn-to-Parkway, within the historical range.  The new facilities certainly will put upward pressure on M12 rates, but the gains in terms of reduced landed costs far outweigh the increases in the M12 rates.

I am just going to go to Energy East quick.  I'll finish with it.  I just want to start with:  Union supports the concept of Energy East.  What we don't want to have happen is natural gas markets in Ontario negatively impacted by Energy East, whether it is markets or consumers.


And I guess our issue really boils down to the piece of pipe between North Bay and Ottawa, and that is really where our issue lies with Energy East.

And basically 1.2 pJs a day is being removed, and about half of that, 0.6, is being reconstructed.  Which is a net difference of 0.6 pJs a day in the eastern Ontario triangle.  It is being removed at a .4-billion net book value, being replaced at an estimated cost of one-and-a-half-billion.


So our position on Energy East and specifically on the North Bay shortcut pipeline being removed, it really boils down to three things.  The first one is, we need to make sure there is sufficient capacity to meet the market needs.  We view -- and I know we have differences of opinion, but we view that that line is used and useful today, and it is fully used in the winter.  And it is there, and it meets peak demand today.


The second piece is that we don't think the natural gas consumers should pay more to replace capacity that exists today.  And the net present value measure really, in our view, doesn't achieve that long-term, and as you know, we have an obligation to serve.  We have a number of customers here in Ontario.  Our view is long, not a five-year view.  The back end of it, we will be left with the increase in rate-base cost to pay for.


And then the last one is, you know, we've seen what capacity constraints do to commodity costs.  The Parkway to Maple constraint, we see what happens in Enbridge -- in the CDA, in the EDA, with the constraint between Dawn in the market.  You know, this would effectively act similarly, and we see higher commodity costs in Ontario.  We're studying the effects of where in Ontario for sure the EDA we know will see higher costs.


Just, I'm really just going to address capacity from here on out.


When we look at capacity, this is a graph of the throughput in the eastern Ontario triangle.  That's the grey backdrop.  Existing capacity is in black.  It's a normalized 3.2 pJs.


The capacity to be rebuilt is in red.  And, you know, what we see is that in the winter there is a lot of use above the replacement capacity on that system.


And we don't separate domestic markets or export markets.  We just see that pipeline being used.  And it is used, when you look at the replacement capacity, because the graph is kind of hard to get some context, how many days of the year is the flow above the replacement capacity?


We looked at it.  Three of the last seven winters, the flow on 50 percent of the winter days has been above the replacement capacity, and then in 2011 -- sorry, in 2013, my apologies, it was just a little bit below, half the time it was above that capacity.


So, you know, tests, we would say that that is a used and useful line in the capacity.


One of the things that -- and we've, you know, recently, I guess, both ourselves and TransCanada, have recently sent correspondence into the National Energy Board.  It's around the market and how big is the market.


Our view is, if you look in the graph on the left, right now with the FT&R commitments, most of the pipeline is subscribed with firm capacity.  Some of that is non-renewable.


When we look forward at what market is out there that could firm up, we would say, in addition to the 575 tJs that's being rebuilt, anywhere between 3- to 400 to 6- to 700 of capacity is out there to be spoken for.


We think that the replacement capacity should be higher than the 600 tJs, and would really like is a chance for the market to speak to that and to speak up for that.


There is a 2017 open season that's going to be going forward.  I guess at this point the market would pay for that capacity.  We think that the market's needs need to be considered as part of the Energy East project itself.


Just in closing, you know, we look forward to participating in the Board's Energy East consultation.  The issues can be further addressed.  We -- our belief is that the export markets should continue to be allowed to source out of Canada if they wish.


The export markets will compete against Ontario and Quebec markets for gas.  If there's a constraint in capacity, then that's where you will see competition.  It will be demand-on-demand competition for that gas, and that's going to lead to higher prices.


If you look at where the competition is, it's in New England, likely.  You will see the eastern part of Ontario, their gas prices in the east will more replicate Waddington versus Dawn.


MR. FRASER:  Jim, I need you to wrap up.


MR. REDFORD:  Yes.


And the key observations, we need access to Appalachian gas here in Ontario.  It would be good for Ontario.  It is cost competitive supply.  It will allow us to further diversify, as Andrew had pointed out.


Growing demand is going to require infrastructure projects.  Growing supply or new supply is going to require infrastructure projects outside the province, maybe some inside the province, in the west end.


The settlement agreement provides a nice framework for us to move forward and remove bottlenecks that are out there.  I think new supply is great for Dawn, which is great for Ontario.  You get increased liquidity and depth of the market and reduced landed costs.


And again, Energy East, we want -- Energy East we support as a project, but we just -- we really need it to go forward without negatively impacting Ontario natural gas consumers.


MR. FRASER:  Okay, thank you.


We will move on to Dave Schultz from TransCanada.

Presentation by Mr. Schultz:

MR. SCHULTZ:  So my name is Dave Schultz with TransCanada.  I am here, happy to be here to help explain sort of how TransCanada sees things.


I think TransCanada's been a major part of supplying Ontario and eastern Canada with gas for many years, and we expect to continue to fulfil that role for many more years to come.


One of the things that has been, I guess, repeatedly mentioned today, and I think -- and yesterday, and I think is very important, is that everybody understands now, quite different than not too long ago, that North American supply is much more plentiful than we ever thought.


That really does change things, and it changes everybody's perspective, and part of the problem, I think, that most of us are having is, it is such a big change from where we were five or ten years ago that people are having trouble adapting.


And the other part of that is, acknowledging our understanding that as an infrastructure provider I think -- I live that world, and I have been living that world a long time.  But the -- things don't happen overnight when it comes to building new, major infrastructure to modify existing infrastructure.


So while things can evolve around us rapidly, the physical pipelines that get built and allow for those changes to occur more readily and easily and meeting the market's requirements do take a little bit of time.  They tend to lag a little bit.  But when those changes occur, step-change can quite quickly occur as well.


So I think it is a bit of -- you've got to be a bit careful not to look too much in the rear-view mirror without anticipating what will happen once some of those new infrastructure projects come into service.


So the flow patterns are changing.  That is driving changes, whether it's -- I think Jim used the word "demand pull".  I would say that was the early days.


One of the other things that I would say is, when you look at the overarching level of supply that you have heard everybody up here so far talk about, what's expected out of the Marcellus and Appalachian basin is it's going to be so big that supply push will become the driver going forward.  The amount to market that is even available in all of the Northeast U.S. and Canada is less than that supply basin.


So just keep that in mind as well, that supply push will be the driving force going forward.


The other thing is just to make a reference that -- there was more discussion on this yesterday, but as you are looking at your overall landed cost of gas, there really are two main components:  one, and the biggest one, is still the commodity cost, and then on that you also have the transportation cost and the distribution costs and the pipeline costs to deliver the gas to the markets and from the supply fields.


So you have to optimize the overall balance between all of those things, and I think Jamie mentioned that at some length yesterday.  But ultimately, I think there needs to be consideration that you can't just focus on one of those elements; you should focus on how the overall optimization of all of them comes into play.


And I think one of the things that we want to just reinforce, and I think it comes out a little bit in some of the other points, is that the WCSB is not in decline anymore.  The conventional part of the WCSB is in decline, but as with the Appalachian basin, as with many, numerous other shale basins, there is significant amount of shale potential in the WCSB.


There is also tight gas, that, again, the same technology that is allowing access to shale resources are also allowing access to other resources that have always been there and just weren't economic previously.


So in western Canada we're seeing the development of additional supply.  Just anecdotally this year, year over year on the NGTL system we have 500 million a day of more supply this year than we had last year.


So it is not something that is coming somewhere down the road.  It is occurring already today.  Coincident with that, people talk about the growing demand in western Canada.  We only have 100 million of new demand year over year, so there's been a net increase in supply available in the western Canada that is looking for market.  And I think that is the other point that's been made, is we're no longer in a market -- a world where the supply is constrained and the market is trying to find supply.


Now it is the other way around.  The WCSB is market-constrained.  The NGTL has announced -- TransCanada has announced several billion dollars of new infrastructure that will be built in Alberta and BC to attach that supply to allow it to access markets.


The constraint is what markets are looking for the demand.  And based on our assessment, there's less market than there is supply.


We have significantly more producers wanting to connect, contracting for seats on to the NGTL system than we have corresponding increases in market for that supply to go meet.


So basically it's not a lack of supply in the west.  It's a lack of markets, and therefore there is competition and people have the options and the choice.


The other thing I would just point out is that, ultimately, I have heard a number of times -- and quite repeatedly yesterday everybody was getting excited about how do we get more access to the Appalachian, and I understand and I will talk to that a little bit, but let's remember that the WCSB is still there.  The pipeline infrastructure is still there.  So to the extent that people need additional supply on relatively short notice for only a year at a time, the WCSB is still an economic alternative.  You don't need to sign a 15-year contract to get incremental supply from the WCSB.


Just this graph here just shows you the relative balance between supply and demand.  And again, because of this -- these are forecasts, and the thing about forecasts is you balance.  When you're looking at your supply and your demand, a proper forecast always balances the two, because you know that you can't produce more than you have a place for it to go.


So the rate of supply development in the west will be limited by the amount of market that attaches to it.


So this graph that we show here is what our forecast is of what we see as being the balance between supply development and growth within the WCSB, and maintaining a relatively constant amount of gas available for export to the various markets that TransCanada flows gas to.


This graph, again, I won't go into it because it has been touched on so significantly, but the only point we're trying to make here is we have kind of reached that crossover point where the supply in the Marcellus and Utica already exceeds the local demand and we're into more of the supply push.  Where is that gas going to go now or next on a prospective basis?

So I know we have talked -- and Jim showed you some of the pipeline projects that are a little further west than the ones on this map, and I am not going to go through all of these projects, but I think, just to be clear, there are a very substantial number of projects being proposed that will take that Marcellus gas directly eastward into that New England and northeast U.S. market, quite a substantial number of them.  The Constitution Pipeline, for example, received its FERC certificate just a couple of days ago.


So these are all, many of them, well advanced, commercially underpinned, already going through the regulatory process and are advancing.  These are projects that, when they go into service, I think will have that step change that I am referring to.


So looking at history is always useful and something people should do, but you should also layer in what the implications of these new projects and what these developments will have on flow patterns and how that is going to change things.


And are you preparing for that change?  Are you adapting?  Or are you waiting and then trying to react after the fact?

Again, I would go back to infrastructure projects.  The implications of those take years, many years in the pipeline industry.  We wished it could go a lot quicker.  That's not always the case.  And so we have to make sure that we understand and respond in the time frames that these things actually do take.


So Jim mentioned some of the projects that are occurring.


So we've been working with Union and Enbridge to collaborate in the greater Toronto area, so Enbridge's project, Union's projects, and then TransCanada has a couple of projects that we have already identified.


The Kings North has been applied for.  We unfortunately got a little bit of bad news, in that the NEB came out with their schedule to process that application.  In our application, which we had filed in the summertime frame, we had requested approvals by the end of February.  The NEB's schedule has the regulatory process, the final argument, commencing in -- at the end of March.  They didn't clarify whether it's going to be a written or oral process.  The two processes could take different lengths of time.  So using sort of our historical amount of time between conclusion of the process and the decision typically being about 90 days, we're looking at something like a four-month delay to the regulatory approvals -- assuming we get approval -- from when we were indicating we needed it to make a November '15 in-service date.


So unfortunately that causes us to think that we're unlikely to have the Kings North project in service for the winter of '15-'16.  It will probably slide some time into '16.  We're not sure because we don't have clarity on what the schedule will look like.  We continue to plan and encourage solutions that will expedite that process, but we don't really know with certainty what that will look like.


The Vaughan Loop project will be the next phase.  We are just kind of launching that and commencing our consultation and other planning activities for that.  We will be filing an application for that some time in '15, with a targeted in-service date of November '16.


Then the Eastern Mainline project has been discussed as well.  And it's related to the Energy East project, so I will just leave that one for the second.


So Kings North, the thing between Kings North and Vaughan –- so those two projects -- when they're both in service will increase the amount of supply that can be brought from Union's system at Parkway through Enbridge and into the Ontario markets, Ontario and Quebec markets, by 800 tJs a day.


Niagara/Chippewa has been referenced.  Niagara's currently moving about 400 million a day into Canada.  We are expanding along that path.  We have incremental contracts already through open seasons that we have already had previously, such that by 2016, November 1, 2016, we will have 1.1 petaJoules of supply coming in on a sustained basis through Niagara and Chippewa.


And Enbridge has talked about the 200 that we will be flowing along the Hamilton line directly into the Enbridge CDA.


Parkway to Maple, so in aggregate we will have de-bottlenecked or added capacity of 1.2 petaJoules between 2012 and '16, so the newest projects are incremental to capacity we've already added.


And just make the point that ultimately it is market choice that's dictating declining flows out of the WCSB and being replaced by Appalachian supply.  It's not because there's not that option continuing to be available.


So Energy East, a lot of people have been foreshadowing a desire to talk about this, so I guess we're here to facilitate that.  So basically the affected area -- and the thing that -- this -- and it is maybe a little harder to see, depending on how close you are to the screen, but there is a lightly shaded green area there that that we call the affected area.


I think it is important for folks to understand that the -- there's only -- the North Bay shortcut, as we remove the capacity along that line, there really is only a subset of the total market in Ontario that is affected by that.


And Toronto and the GTA is not part of that.  It's points east of North Bay and east of Toronto that are really affected by that capacity constraint.  So markets in the Sarnia, Hamilton, Toronto areas, no impact whatsoever.


The markets to the east of that point are, therefore, the markets that you should be fixated on, in terms of understanding what the implications of the project are.


So in the triangle -- maybe I will just go back one second here.  So the North Bay shortcut is the line across the top between North Bay and effectively the Ottawa/south of Ottawa area.


However, there is -- this is a triangle, so think of it as having diversity of ability to flow along any of those legs.  Two of them are already fully bidirectional.  The North Bay shortcut only flows from west to east, but the north -- going north and south and/or along the Montreal line, those flows along there can vary, and effectively, you just need to balance the -- all the legs of the triangle to get to meeting the full market requirement.


So the market to the east and that affected area, basically we say -- describe it as serving two purposes.  It's the domestic markets in the eastern part of Ontario, as well as all of Quebec, and the export markets.


So the current capacity to move gas through the two legs of the triangle would be 3.2 petaJoules, and TransCanada's always been a contract carrier, and we build and will continue to ensure that all of the required capacity to meet our firm contracts is available.


Over time it is the exports that have been decontracting.  So in 2007 TransCanada had contracts to deliver to export markets 1.6 petaJoules a day.


In the domestic context, our contracts that we now have signed for 2016 and onward are for 1.8 petaJoules.  The maximum historic flows that we've seen through all of the years that we've been delivering gas to these areas is 1.7 petaJoules.  So we have firm contracts that exceed the historical maximum flows that have ever occurred.


The capacity that we will provide, we'll ensure that we will meet on a reliable basis the firm requirements.  So we are ensuring and designing for the 1.8.


The export contracts.  We only have .7 petaJoules of contract today.  The peak flow that we've ever seen was 1.5.


So the export markets is where the decontracting has occurred and where, as we adjust our designs and flow patterns because of Energy East, those are the markets that we're basically designing down to the firm contract level.


So we're not taking them to zero.  We're not planning to not serve them, but we're only going to serve the firm contracted load.


The peak use that Jim has referenced is that on a peak winter day they have historically -- and last winter as well -- used those full capacity.


They will bid-up and take gas on the day when it's cold or when there's a demand requirement.  However, we're seeing evolution of those markets that Marcellus and Appalachian supply is continuing to make inroads.  Our flow patterns at the Iroquois delivery point, which is the biggest of all of the export delivery points off the TransCanada system, have progressively year over year on an annual average basis seen lower and lower flows, because the markets are being served increasingly by those other pipelines that are in the U.S. and are moving their way through.


I know you want to cut me off, but I am going to just keep going, just because I think this is a topic that people really do want to hear about, so I will ask your indulgence if that's all right.


So ultimately I think we are trying to ensure that people understand that we will and continue to intend to meet all of the firm domestic markets.  We are adjusting our designs for the U.S. markets, who are taking advantage of the opportunities, the same opportunities that people in Ontario here are talking about wanting to take advantage of in the U.S.  They are motivated in exactly the same way.  They want to be directly connected to the lowest cost basin that they see as proximate.  They have spent their entire history having to bring gas from far afield.  So those markets will also connect themselves directly as they can to those supplies.


So this graph just kind of, I think, highlights a little bit of what I was just talking about.  So the red line is, historically contracts were sort of fading as people continued to take advantage of short-term services, the ability to contract only in the winter when they needed to or if they needed to.  That changed with the NEB decision, and we now see market contracts in the eastern EDA, the affected area that I described, exceeding that maximum flow.


If this graph went back ten years, you would see that the flows have been pretty constant for ten years.  There has been very -- while certain market segments grow, other ones shift.  There is demand-side management that occurs in your residential markets.  So there's a number of things that have been offsetting, such that the aggregate market really hasn't changed.


And just to make the point of, so this is now the same graph, but this is the domestic-only markets shown with the changes in capacity.


So you will see that there's no real risk here at all that domestic markets won't get served.  The aggregate capacity is going to be much in excess of what the domestic Canadian markets not only have -- ever historically take, but even under reasonable projections are likely to take in any foreseeable time frame.


So we're confident that the changes that we're making will continue to meet the market's needs in Ontario and Quebec and at the same time deliver cost savings.


So in aggregate, you know, remember, we're taking 3,000 kilometres of pipeline out of service.  There's a lot of cost reductions that come along with that that will be -- result in change tolls, will reduce costs, and deliver benefits to all of our customers.


So in conclusion, I just want to make sure that people understand, markets do have choice, increasing number of choice, of where to source their gas.


The one additional new point that I am adding on this list that people maybe -- has not historically been there is Iroquois.  So Iroquois is where we currently deliver gas into the U.S. northeast.


The -- we actually -- in the last open season we ran, we actually already were receiving expressions of interest from customers in receipt service at Iroquois.


We, this year, through the summer months, we were at zero flow into the U.S. northeast at the Iroquois border in excess of 120 days.  We actually had gas that, if we had physically the metering capability to receive gas, would have flowed from the U.S. into Canada at the Iroquois delivery point.  So the trend is already here.  It's occurring.  The transition is occurring.

Constitution Pipeline will add in excess of 600 million cubic feet a day of new supply to that same pipeline downstream of the markets.


To the extent that receipts ever come in at Iroquois, which we're projecting will occur probably in the '16 or '17 time frame, the available capacity to meet markets will be very large and will be a profound step change.


I am just trying to see if there is anything here I haven't already said.  I think the words more or less speak for themselves, so I will leave it at that.


MR. FRASER:  Thank you very much.


We have had a series of really, really interesting presentations that covered a wide range of infrastructure and I think, at least tangentially, regulatory implications of all that infrastructure.


So I would like to open up to questions now.  Yes?

Q&A Session:

MR. JANIGAN:  I have been a little bit surprised --


MR. FRASER:  Can you identify yourself?


MR. JANIGAN:  I'm sorry.  Michael Janigan.  I'm with the Vulnerable Energy Consumers Coalition.


I've been a little bit surprised over the last two days that -- in regulatory proceedings where I normally attend, I hear discussions of nothing but risk and what the risk is to the regulated companies to carrying out most of their objectives.


In this case, it seems to me that there is a rather substantial risk of a lot of these plans being knocked into a cocked hat by the fact of the rising public opposition of the fracking of gas.


I was looking on the net just recently, and I noticed that only 24 percent in, for example, the U.K. support fracking gas.  And a poll done in August, it looks like 70 percent are against -- or in favour of a moratorium on the fracking of gas in Canada.


You know, I can't -- you know, I have no particular way of a testing to the veracity and accuracy of these kinds of polling results, but it seems to me that there is a fair degree of opposition that is growing with respect to this practice.


Once again, our brief is mainly for low-income consumers; it is not an environmental brief, so I am not here to tell you that the practice is environmentally sound or not sound.  But when I look on in the news media and documentaries and whatever, there seems to be a lot of public concern about this.


I was in the Yukon earlier this year, where there was an application to replace an aging diesel generator with an LNG generator.  And there was a public meeting and 2- or 300 people attended, and every one of them was against the idea of replacing the diesel generator with an LNG generator because it might lead to natural gas from BC, fracked natural gas from BC coming into the Yukon.  And, you know, speaker after speaker stood up in this thing.

Now, the Yukon is, of course, a special case in relation to the people that are very attached to the environment there, but it strikes me as -- I have heard nothing but blue sky about this stuff and markets, markets, markets over the last two days.


What kind of contingency plans are there, for example, if there is a moratorium or some restrictions on fracked gas in Ontario?  Does anybody have those kind of plans?

MR. PICKERING:  Fracked gas in Ontario?

MR. JANIGAN:  Yes.  Either bringing it in, or...


MR. PICKERING:  I will take a shot at this.  We have been involved in this question -- I think it's a very valid question that you bring up -- for numbers of years now, going back to before 2008.


The situation, as we see is it, is that there has been a continuum of debate on -- from environmentalists, from other concerned individuals as part of any public process that deals with a process as impactful, certainly, to an industry, but also made up of very heavy equipment that this process of fracking is.  And no one is denying that.


In the very beginning, the natural gas industry had done -- and leading up to this abundance, had done a very poor job, the natural gas industry, of being able to communicate to the populace what natural gas was, what the advantages and what the risks were of drilling, especially in the new process that had been not as well understood as -- even as today or as it will be years from now.


There have been a wide range of debates on the efficacy of the fracking process, and organized groups that have voiced their opinions against the practice of fracking.


Typically, just to be clear here, the impact of a fracking moratorium in the province of Ontario or by the province of Ontario probably would have little impact, given the production profile currently in Ontario.


Typically, any of the – typically -- it can change -- the jurisdiction for fracking bans or regulation over production activity in general is at the state or the provincial level.  So if Alberta was to do something like that, I think we would be talking about a different situation, or British Columbia, where there is undoubtedly a debate on just this very topic.


I think over the years -- and now it isn't many years, so we're talking about an evolution of an industry, really a reformation of the industry, in six years -- there has been an active, a public debate on this matter, very important matter.

And what I would like to make clear, that if fracking, hydraulic fracturing and horizontal drilling, as an industry practice was banned across all jurisdictions, we would go back to a situation of shortage.


This would impact directly on shale gas development, which is the reason why we're all essentially addressing some of the questions we have been addressing for the last two days and for the rest of today.


So that would be the situation.  We would go back to a situation of shortage, apparent shortage, that was the conventional wisdom going back to 2008.


So let's be clear about that.  The process of fracking is, as it stands today, something that -- you mentioned the U.K..  You really need to -- you need to talk more specifically about the individual situations that get the media attention.  And in the U.K., there has been some tie of the fracking, the drilling process, with earthquake.  The evidence in the U.K. has been that there really -- as there's been a lot of people that looked at this, there has been no tie to the practice of drilling, fracturing and earthquake.


Other situations, similarly, need to be looked at on an individual basis.


But the sum total is that there's no incidents of -- that we've seen that have resulted through the process of hydraulic fracturing and horizontal drilling that have really had impacts on the environment.  We just haven't seen them.


If there has been any, it's -- and there's one or two, so...


MR. FRASER:  Mr. Sloan, you had a comment?

MR. SLOAN:  I did.  We don't view the risk of a ban as being significant.  It's more a cost risk.  So there could be some additional regulation in the areas where shale gas is being produced that would increase the cost somewhat, but the economic benefits to the people and the companies that are currently producing gas are so great it would be very, very difficult to go away from that.


Perhaps a more important risk would be the issue of the difficulty of building pipeline capacity out of the basins, and particularly in areas like New York, where they have taken a significant stand on fracking, and New England.  It makes the costs and the risks of building pipeline capacity in those markets much greater.

MR. FRASER:  Thank you.  Mr. Wolnik?

MR. WOLNIK:  Good morning.  John Wolnik, representing APPrO.  A question for Union and Enbridge.


Jim, I think you had indicated that there is a lot of expansion going on.  You mentioned, I think, that the delivered costs of gas are going down for these customers, and hence the benefit, accessing Dawn and shale gas at Dawn.


I think Dave also mentioned some of the growth in supply in the WCSB of late, and presumably there would be access to some of that growth capacity.


By my quick math here, some of the growth projects that are either underway, ready to get underway, or in the hopper or in the pipeline, there's probably close to $2-billion of projects in and around here, probably within a few hundred kilometres of where we sit, looking to access that shale gas, not to mention some of the upstream projects.


So that's got some significant costs on the margin for those facilities, and those costs are borne not just by the people that are getting access to the shale gas, but all shippers on the system.


In addition to that, I think the recent NEB decision on TransCanada has indicated that TransCanada is allowed to recover its full cost of service, at least through to 2020.  So it means the fixed costs of their system are also going to be borne by the existing shippers.


So I guess the question is, can you kind of just comment on the appropriateness of rolled-in tolls as a measure of evaluating whether the expansion should continue in order -- should rolled-in tolls be the right measure to evaluate these projects?


MR. REDFORD:  Sure, I can comment on that.


The answer is, yes, we think it is.  First of all, I think when you look at new supply coming to Ontario, it diversifies our supply base.  It increases the depth and liquidity at Dawn.  Everybody benefits from it.  So not just new shippers.  Everybody that buys at Dawn is going to benefit from that.


So the expansion projects that are out there today that are helping attract that gas into Ontario will benefit everybody in Ontario.


Is everybody -- is it equal for everybody?  Some that don't have access to Dawn today are going to see more benefits.


The cost of -- when we look at the cost of the M12 rates, for instance, we're putting in $800 million worth of assets.  In '15 and '16, the impact on the M12 rates is about two cents.


The commodity costs -- the difference in commodity costs for customers in eastern Ontario will be much, much higher than that, multiple times higher.


So even with increased tolls with respect to the settlement, the increased tolls on the pipeline are, in my mind, quite small compared to the gains on the commodity side.


So -- and to us it makes sense.  It makes sense for Ontario.


MR. LeBLANC:  Just I guess to add, so I agree with what Jim has said there.  I would add, though, so some of that cost -- you know, for instance, our GTA project -- is to gain access to new supplies, but it is also part of an integrity, and of the system, that we hadn't invested in the backbone of our system for a very long time, and our market has been growing significantly.


So some of that cost is, yes, to gain access to new gas, but some of it is also just the much needed investment in our system, is what I would add.


MR. SLOAN:  I will address it as well.  In our analysis and in our modelling, the addition of pipeline capacity into markets like Dawn reduces the commodity price both at Dawn and at the other competing supply basins in a way that -- I won't speak universally -- but usually significantly more than offsets the increase in the transportation cost.


MR. FRASER:  Thank you.


Marion Fraser?


MS. FRASER:  Thank you.  I would like to revisit the issue of social licence, both with respect to fracking and with respect to pipelines.


I agree with Mr. Pickering.  There's been a lot of public debate on this topic, but a study by a baker's dozen of Canadian academics that was published earlier this year indicated that at this point in North America we don't have any evidence-based -- scientific evidence-based knowledge about the impacts of fracking in particular.  At least in Europe they are starting to do this kind of monitoring and work.


So I don't think the risk is so much a ban, but I think Mr. Sloan's point about delays, costs, you know, maybe it is really cheap right now because we haven't put -- inputted all of the costs associated with doing it, even looking at the study.


I mean -- if you want to comment on that.


MR. PICKERING:  Yeah, I don't disagree with that, what was mentioned in terms of the cost.  And wasn't also intending that there isn't a great onus on the industry to do things better than they have done in the past and to continue to work on and to earn the right for a social licence to be able to develop this resource owned by all of us.


So one thing that you get -- at least I get encouraged by, is that there appears to be -- and this is partly judgmental, and each of us needs to come to our own conclusions on this -- but looking at the evidence fairly, is that, is there an effort on behalf of the industry to try to do just that, to do better, to benchmark themselves against best practices, and to operate in that fashion toward best practices that are available.


If the industry does that and continues to improve in terms of their operating practices, it is our view -- my view, at least -- that this resource can be developed through the process of hydraulic fracturing and horizontal drilling in a safe and environmentally benign manner.


That is, I think, what we're all looking for.  So there are so many positives as a result of the development of this resource that we also need to talk about if we want to be fair about some of the risk factors of the drilling process.  Some of those, you know, are -- we know, but we haven't talked about those either.


So that's sort of our view on it, and it is an onus on the industry, I would agree, to continue to do better and to be able to earn the right to be able to produce.


MR. WELBURN:  There's been a lot of talk about risk associated with the fracking, and when we were developing a gas supply plan in order to provide services for our customers, looking at the inputs that go into them, none of them are ever 100 percent certainty.  There is always a risk associated with every one of those.


And that's why, when we do evaluate how we structure our gas supply portfolio, we aren't putting 100 percent weight solely on costs.


If we were doing that, then we would probably be looking at this point to go 100 percent short-haul from the shale supplies from Marcellus and Utica.


We haven't done that, and that's one of the reasons why, when you look at the paragraphs I was showing you earlier, we are maintaining some higher cost currently, transportation and -- or I guess landed cost, gas coming in from the Western Canadian Sedimentary Basin, because the need to incorporate diversity into our portfolio is important.


I think anytime you are making any investment, whether it is for a personal investment or if you are doing it in order to provide natural gas service for your customers, that diversification is a big component of that and something that we look at and why you can't just look at the landed costs alone.  You need to look at the other aspects of it.  And that is something we take very serious and try to incorporate in the gas supply plans we put together.


MR. FRASER:  Thank you.


Now I would just like to ask if there are any questions on the phones, the operator.


THE OPERATOR:  Thank you.  We will now take questions on the telephone line.  If you have a question and you are using a speakerphone, please lift your handset before making your selection.  If you have a question, please press star-1.


There will be a brief pause while the participants register for questions, and we thank you for your patience.


The first question is from Vince De Rose.  Please go ahead.


MR. DE ROSE:  Yes, hello.  I have a question on behalf of CME, and it is with respect to some of the concerns about Energy East project that Union has raised.


And what we would like to do is set out what we see as a scenario and, first of all, ask Union whether this scenario would address your concerns, and then provide TCPL with an opportunity to respond to it.


The scenario is this, that if TCPL were to construct new capacity equivalent to the displaced capacity, so that the new pipeline would not be half of the capacity, as set out in Union's slides, and, secondly, that for regulatory purposes, the existing capacity or the displaced capacity would have a rate base value equivalent to the cost of the new capacity for the repurposing of it, and then, third, that the -- again, for regulatory purposes, that the rate base of the new capacity would be equivalent of the net book value of the repurposed capacity, so that in a sense what we would say is that that would achieve a situation where the new capacity for regulatory purposes would be treated in the exact same manner as if the old or repurposed capacity were to be maintained.


So our questions really are two-fold.  To Union, would that address your concerns?  And from TransCanada's perspective, we think you would be held whole because the -- it is a matter of who was paying for it.  Is it the natural gas customers or shippers, or is it the oil shippers?  Are there concerns from TransCanada's perspective on that approach?


MR. REDFORD:  Okay.  I am going to try to shorten that.  So is it same capacity, same cost as today?


MR. DEROSE:  That would be our perspective.

MR. REDFORD:  That's -- yes, Union would be fine with that.


[Laughter]


MR. REDFORD:  I mean, ultimately, if you look at what we're asking for, that what we're asking for.  I will turn the mic to Dave.


[Laughter]


MR. SCHULTZ:  Yes, I guess ultimately a couple concerns that we would have.


One is your hypothetical has somebody willing to pay for additional capacity at that we don't have any belief is necessary or required.  So it's not free.  So that's a very substantial expense you would be asking some stakeholder -- whichever one it ended up being -- to foot the bill for, to provide excess capacity beyond what we believe is necessary and will be used on a prospective basis.


So that is the comments I was making about the difference between what has occurred historically and what is expected to occur prospectively.


TransCanada has seen what the effects of substantial evolution of the markets and supply can do to an existing asset.  We have a long-haul pipeline that comes from western Canada that has seen changes, will continue to see changes, and so we don't think it is reasonable or appropriate to ignore or pretend that change is not going to continue, and to react and respond appropriately to it.


The other thing or factor to consider is the overall Canadian public interest, and is it efficient and appropriate in the Canadian context to have one segment of the industry providing capacity that is in excess of what is deemed to be necessary or required?  We are not sure that is reasonable or appropriate either.


MR. DeROSE:  Thank you.

MR. LeBLANC:  If I just could give a brief Enbridge perspective on this, I think we probably can all agree -- all of the utilities and TransCanada -- that we want to right-size the replacement capacity.


And what I think the debate is, is we're both equally sure of what we think is the right capacity.


And I think, you know, ultimately what we would like to see happen and what we have put a letter in front of the NEB about is let's make sure we get the number right to begin with, so that we're building -- for what the market needs and not more, not less.


I think, you know, TransCanada is very confident in their -- what they think the market needs.  And so I guess, you know, to some extent we're just asking let's -- you know, if we're so far apart, prove us wrong, or let's just make sure we get the number right, so that we don't pay for more than we need but we do get the services that are required by the market.

MR. FRASER:  Thank you.


Any further questions on the phone?


THE OPERATOR:  Thank you.  Once again, please press star-1 at this time if you have a question.


There are no further questions at this time.  I would like to turn the meeting over to Mr. Fraser.


MR. FRASER:  Thank you.


I have Mr. Quinn next.

MR. QUINN:  Thank you.  There's a broad number of questions and a limited amount of time, so I'm going to cut to the chase on them.


For ICF, Mike Sloan, if you would, please, a confirmation first and then a question.  On slide 7, you showed your depiction of the forecast for inbound gas flows, which is decidedly different than what we were looking at yesterday.  If I read that graph, it looks like about 20 percent of the flow -- in 2020 about 20 percent of the flow would come from the Western Canadian Sedimentary Basin.


Was an underlying assumption in the production of that graph is that the Mainline settlement agreement that was recently approved would be approved?

MR. SLOAN:  The charts here are based on both the settlement agreement being in place as well as Energy East going forward.


MR. QUINN:  That is helpful.  Thank you.


So then if you flip to the next page on slide 8, you had provided the change in average flows showing 2013 to 2025.  I found it very interesting.


But one of the things I thought, if -- do you have an ability or just a simple rule of thumb for taking those average flows and converting that into more like a peak day capacity required to substantiate those flows?

MR. SLOAN:  Why don't you flip back in my chart deck to slide number 30?

MR. QUINN:  Thank you.


MR. SLOAN:  And slide number 30 shows peak month flows.  So it is January, which is quite a bit closer to what you're asking about than the annual numbers.  It's not all the way to peak day yet.


The other element that that is not at peak day is that this is based on normal weather.  So during a peak day period, a colder than normal day period, you would expect to see significantly more pressure on the market and pressure on flows that would impact what's happening.


But obviously this is showing a continuing increase or a continuing demand for flows down Iroquois during peak month periods.


On a monthly basis, it's not at the full capacity of the line, but it's significantly above a 4- or 500 flow that some people might talk about.


And that's based on our forecast, which includes the Constitution Pipeline and other pipelines being built in New England, and affecting the flows on Iroquois.

MR. QUINN:  Okay.  Thank you.


I had seen that slide.  Do you have the ability to take that slide and say what -- is it 20 percent more would be the peak day?  Do you have any rule of thumb based upon your modelling?

MR. SLOAN:  I would have to think about it.

MR. QUINN:  Okay.  Fair enough.


MR. SLOAN:  And come back with that.


MR. QUINN:  Okay.  Thank you.


For Mr. Schultz, thank you for providing TransCanada's perspective.  There are some Energy East things, and I am not going to go there today because it is maybe not going to be as helpful.


But you mentioned Iroquois, and you said if the Iroquois system had metering that would allow the flows to come back into Canada, this is what you may have seen.  Then you said but you expected that to be there in place in '16 and '17.


Does TransCanada have firm commitments to allow Iroquois as a receipt point to the Ontario market?

MR. SCHULTZ:  So while we currently have receipt contracts at Iroquois, we don't have the physical capability because the meter has not been reversed at this point.  So at this stage, it requires a forward-haul displacement.


What we've said is that if -- when we run these open seasons, if somebody wants to sign a new capacity receipt contract at Iroquois, we will reverse the meter and facilitate that ability to bring gas from the Appalachian supply basin north at that location.


MR. QUINN:  Would you agree with me that it would be a marginal cost to do a reversal of the meter?


MR. SCHULTZ:  Yes.  Metering reversals are relatively inexpensive in comparison to virtually any other --


MR. QUINN:  Right.


MR. SCHULTZ:  -- facility addition.


MR. QUINN:  Okay, thank you, those are my questions for now, Peter, thanks.


MR. FRASER:  Mr. Wightman.


MR. WIGHTMAN:  Thank you.  James Wightman for VECC.


Just a quick question.  Navigant and TransCanada both showed a short-term forecast of total production from the WCSB increasing.  Do either of you have a forecast as when total production from the WCSB will peak?


MR. PICKERING:  Not through 2035, we don't see it peaking.  We have it increasing from the Western Canadian Sedimentary Basin through our forecast period to 2035.


So it gives you a clue, maybe if there is any peaking it would be beyond that forecast period, if there is.


MR. SCHULTZ:  And ourselves, I think, again I would just go back to -- and we echo the perspective that Navigant had about the incremental resource now that the new technology has gained access.


So the resource estimates for the WCSB are now multiples of what they were previously perceived to be, so another way of saying that is there is more gas now than we have ever thought there used to be.


We have been drawing gas out of that basin for over 60 years.  It's economics, and it is going to be market demand that will dictate the pace of that development, but with hundreds of years of supply, who knows when the peak will actually occur.


MR. WIGHTMAN:  Thank you.


MR. FRASER:  Thank you.  Ms. Girvan?


MS. GIRVAN:  Thank you, Julie Girvan, Consumers Council of Canada.  Just a quick question on Energy East for Jamie and Andrew.

I just wanted to understand -- I think I understand the debate between Union and TCPL.  Is Enbridge aligned with Union's position, in terms of capacity, and your views of what's required?


MR. LeBLANC:  Yes.  I think we are aligned.  He was largely speaking from, you know, a combined mass view.


And I can speak directly about our customer base.  We know that there is a chunk of our customer base that doesn't have supply underpinned by firm capacity.


We're actually in the process right now of talking to folks through this Dawn access process that Andrew mentioned about what our customers need going forward, and there is significant interest, because they don't have firm capacity, to move to Dawn to -- and to have the capacity.


So we think there's, you know, 70- to 100,000 a day capacity serving our market that isn't underpinned by firm capacity that needs -- needs to get served.


Andrew, I will let you -- I know you are deep into this too, so you probably have a view.


MR. WELBURN:  "Deep into it" is one way, yes.


I totally agree with what Jamie said and also what we've talked about through the Union presentation, and I guess the only thing I would really add is the letter that we did file with the National Energy Board was really pointed towards replacement capacity, which I believe is what you were talking about.  And that was filed jointly between us.


And for that reason, is that we're pretty much all on-side that we want the rate capacity to be replaced, like Jamie said, no more, no less.  But we just feel that it may not be quite sized right at this point, and that was the whole -- the main impetus for that letter that we had filed.


MS. GIRVAN:  Thank you.


MR. FRASER:  Mr. Butters?


MR. BUTTERS:  Thank you.  I have to -- Dave Butters, APPrO.  I have to admit that I am still confused about the Energy East discussion.  I am sure that this will be played out at the National Energy Board in detail.


But I guess it's a question for Jim and Jamie.  If TransCanada were to have that new capacity open season, would you step up to the plate and acquire that firm capacity to underpin those IT contracts or those IT needs that you say your customers need?  Somebody has to pay for it.  This has been the issue on the Mainline for some period of time, is right-sizing and cost and who pays for those under-utilized assets.


It seems to me that TransCanada is a contract carrier and they should only build or should operate the pipe to the extent they have firm contracts.


So there seems to be -- anyway, I am confused, I guess is the bottom line.  So I guess if that -- if that IT capacity is -- should be held by somebody and those costs should be carried, shouldn't those costs be carried by Union and Enbridge?


MR. WELBURN:  I guess I can start.  I don't think there is any way we could be -- backstop all the IT capacity that flows on the Mainline right now.


What we're actually looking at is through our Dawn consultation process right now, for our customers that are currently using IT services, we've had a number of sessions to help -- I don't know if "educate" is the right word, but bring to their attention some of the risks associated with the change in the marketplace.


And we're hoping that through that -- those sessions and the election process that we have right now for them to elect for this Dawn service, at which point we would be contracting to be able to provide them with the capacity necessary to support that service.


So to a limited extent, yes, I think we will be.  But I guess it depends on the scope of the IT that you're talking about on the Mainline, because there are a lot of shippers on there.  It is not just our franchise.  And so, you know, we wouldn't be able to -- definitely not do it all.  But we are looking at contracting for incremental through this 2017 new-capacity open season.


MR. BUTTERS:  Thank you.


MR. REDFORD:  I guess I would go back to the settlement agreement as well.  And you look at the -- how the settlement agreement was structured and the EOT -- the first step in the settlement was really the EOT recovers its costs, and that's -- and that is something that we negotiated through the settlement agreement.


I'd suggest that we've already agreed to carry that capacity.  We've agreed to pay for the $400 million of net book value of that capacity, and we've agreed to pay it until -- we've agreed to carry that to 2030.


So, you know, that structure really was already -- is already in place, and, you know, Energy East is going to, you know, disturb that structure, but that -- and then, you know, when you look at the IT volumes, one of the reasons we kept pricing discretion -- TransCanada's pricing discretion is that would allow them to encourage firm contracting to the extent that they can, and they have been very successful doing that to date.


So, you know, the settlement was really structured to take care of some of that.


MR. FRASER:  Okay.  Mr. Mondrow?


MR. MONDROW:  Thanks, Peter.  Feel free to cut me off, because I know there is a separate consultation for this, but obviously this is of some interest.


Jim, just to pick up on David's question, and Jamie too, I guess, is there agreement among the parties that TransCanada should only build for FT, firmly contracted capacity?  Is that the essence of this disagreement, rather than the number that -- you know, your capacity number versus theirs?


MR. REDFORD:  I guess if you back it up right back to our primary position, our primary position is, is that that gas pipeline is fully used and utilized.  It's supported in rates today.  And the oil line should be built from North Bay to Saint John, versus Ottawa to Saint John.  So that is really our first position.  So --


MR. MONDROW:  But if I could just -- but the implication of what you're saying, I think, is that TransCanada should bear the risk for utilization of the existing capacity, to the extent that it's not firmly contracted.  Is that the implication of that position?


MR. REDFORD:  No.  I would say we have recovered costs through the -- we have recovered costs through the billing determinants that have been included in that rate structure.


MR. MONDROW:  So I gather the answer to my primary question is, Union and Enbridge do not agree with the position that TransCanada's obligation to retain or replace capacity is limited to FT contracted capacity.  Your view is that there should be capacity beyond FT contracted capacity maintained or replaced at equal cost?

MR. REDFORD:  Yeah.  I guess ultimately our view is that the assessment of the market that's been done to date, we don't think is thorough, is complete.

We believe that a more thorough, rigorous look should happen at the market.  Part of that --


MR. MONDROW:  But that's what David asked.  He asked if there was another open season held with full information, because one of the complaints was there was -- people didn't understand.


So now that people understand, if there is a new capacity open season held and TransCanada committed to retaining enough capacity to meet FT contracted demand following that open season, I gather that still wouldn't completely allay your concerns?


MR. REDFORD:  No.  We would still have cost concerns.


MR. MONDROW:  Right.  Sorry, at current cost.  Retain or replace capacity at current costs to meet the new -- the new, new capacity open season FT contracted commitments?

MR. REDFORD:  Well, and we would -- we would view that assessment of the market as a little broader.


I think near-term -– near-term requirements on the pipeline should be taken into account as well.

Because the first decision is -- is what capacity is required, and should it be -- should the assets be transferred.  Or are they used and useful today?  Should the transfer happen?


So our view is that the assessment of how much market there is really should be more rigorous, and there should be a consideration for near-term growth in that assessment.


So two open seasons wouldn't necessarily, to us, be a full assessment of what the market is.


MR. MONDROW:  By "near-term" you mean growth that is impending but not necessarily reflected in an open season result?

MR. REDFORD:  Yes.


MR. MONDROW:  Okay.  Thank you very much.  That is helpful for me.

MR. FRASER:  Well, thank you.  I just want to ask one last time on the phones, are there any additional questions?  Operator?


Hearing none, I think it is time for a coffee break.  We will resume at 11:35 on that clock there.  Thank you.

--- Recess taken at 11:21 a.m.

--- On resuming at 11:37 a.m.


MR. FRASER:  If everybody could take their seats, please, we're going to get going.


Just a small administrative matter before we get started.  Every session -- or every day, as you know, we have an attendance sheet we pass around for people to sign.  We can't locate it right now.


So there have been a couple of enquiries.  We have asked for -- sorry, is it back here?  Good.  All right.  Well, thank you.


So we have located the sheet now.  Those of you who have not signed it, please sign it, and then we will get started on the current session.

SESSION 4/PANEL 2: NORTH AMERICAN AND ONTARIO NATURAL GAS MARKETS TO 2020


Welcome back, everybody, from the break.  We have, before lunch -- and it is going to be a late lunch today -- our last panel.  We're going to -- we had a look at -- a prospective look at the gas markets primarily from, I'd say, a utility perspective in the previous panel, and this one we have a different perspective, from the customer's point of view.


Many large gas users are sophisticated users of utility services and are experiencing firsthand the impacts of changing pricing and infrastructure in Ontario.


We have three presentations in this panel.  First we have Dr. Shahrzad Rahbar, the president of the Industrial Gas Users Association.  Then we have John Rosenkranz, who is representing the Federation of Rental Housing Providers of Ontario, the Ontario Green Vegetable Growers, and, sorry, what was --


MR. ROSENKRANZ:  CME.


MR. FRASER:  Of course, and CME.


Then finally we have from the Ontario Power Authority George Pessione, who is going to talk about natural gas generate -- the changes in natural gas generation and the implications.


So if I could just turn over to Dr. Rahbar, please.

Presentation by Dr. Rahbar:


DR. RAHBAR:  Thank you very much.  Good morning everyone.  First of all, let me thank you, Peter, and the Board for holding this session.  Very timely, and the promise of having an annual one most welcome during the transition.


I am going to stick with the -- I am going to assume you have read the presentation and skip through, actually, most of my presentation, because much of the substance has been covered by others.  So I will focus on the areas of impact on our members.


On this slide, yes, I represent a large number of very large users.  The piece that I want to highlight on this slide is the heavy reliance on the secondary market.


Navigant showed the industrial load.  While nation-wide much of the industrial load in Canada is sort of set by the oil sands demand, in Ontario, roughly half the volumes are industrial use.  They're not all my members, but it is industrial use.


I just want you to note that roughly half the volumes used in Ontario go through the secondary market.


So a quick glance at last winter, yes, it was cold.  Yes, it was painful.  I live in Ottawa.  I know it was cold.  That was good to hear.


We also know that, going into last winter, there were some major changes on the Mainline.  The tolling regime had changed, and I was, frankly, hopeful that people with far better understanding than mine would at least shed some light on the contribution of some of the structural changes.


I didn't quite hear that.  I can't conclude from that that structural changes had absolutely no impact, so I join my friend Dave Butters and say, I am really confused.  I know major things changed.  No one seems to think that they had much of a contribution or their contribution was entirely wiped out by the cold winter.


I hope maybe this winter it will be different.  It will be cold in Ottawa, that I can assure you, but maybe for the rest of you it will be a bit more pleasant, and then maybe people in the know will be able to have a more insightful observation on what the impact of the structural changes to the tolling regimes were.


Yes, the price was high, and it was very, very painful.
A little bit of colour to what members experienced.  We did a survey of our members after last winter, and we kind of saw energy budget overruns in several orders of magnitude.


We'd asked them to share with us their gas cost overruns and electricity cost overruns, and interesting to see that their electricity ones seemed to be more.  I have no observation or comment on that.  I really don't understand electricity markets, but it was kind of -- I hadn't expected to see a bigger impact on their electricity pricing for the gas prices, but that was the reality that we saw.


The other thing that we saw were higher curtailments for those industrials on interruptible service, uninterruptible distribution service.  Not transmission service, distribution service.


We had -- I think yesterday we heard from Union that their numbers remained reasonably respectable in the six or seven days.  Enbridge, we got to around 20, and in the Gaz Métro system close to two months.  So we were in the high 50s in the number of curtailment days.


Of course, the impacts varied on the members with location, load profile, and service type.  Some of my members used gas as their primary fuel.  Some of them use it as auxiliary fuel.  Some of them use it as feed stock, and they're located all over the province.


So if you're in the NDA, Union NDA versus tail end of the Gaz Métro system, versus southwest Ontario, you were experiencing different realities.


Again, my point about, yes, polar vortex was cold.  Help me understand, people in the know, about the pipeline systems and about how markets behave, whether -- what was the impact of the other structural changes.


So gearing up based on last winter going in, we see really no change in the marketplace.  Nothing has happened to supply.  There are no supply curtailments.


There is ample supply availability.  No one has taken down pieces of infrastructure.  No one's scheduling more maintenance than usual.  And we haven't seen an upsurge in demand.  No major industrial announcements in Ontario.


Yet let me share with you what my members are experiencing on the secondary market.  The secondary market, based on the above fundamentals, should be business as usual.  Kind of boring.  We came off of last winter.  We know the drill, and we're in better shape than last winter.


Well, I'm sorry, that's not exactly what we're experiencing, and I would table it with this group of esteemed, learned people to help me understand why we're experiencing this, or at least I'm hopeful that at the end of my remarks someone will be motivated to at least look at this sector and try and understand, again, I underpin, around half Ontario volumes for industrials, institutionals, and large commercials goes through the secondary market.


So depending on location, some people could not get any -- anyone to give them a contract for buying winter strip in, say, Enbridge EDA.  They said, Well, come back daily.  We will talk to you then.  Can't sell you winter strip.

Even if you're sitting virtually on top of Dawn, people were seeing price hikes on what the secondary market was offering them.


In the past week, we've seen a most interesting disconnect between -- or disconnect -- most interesting pricing regime between AECO and Empress.  Typically, we've never paid any attention to the Alberta system, and as if we didn't have enough to do, now I have to pay attention to that, so those prices have been going five times over, and I have no understanding of why.


One thing I did learn yesterday is, some of you do understand why, because you saw it last year as well.  There was that same AECO-Empress disconnect in pricing and price spiking.  So I am again hopeful that in the course of the discussion I'll learn a bit more.  And of course, we have seen in the utility letter to the NEB that we're seeing some basis differentials.


So when Buffalo got their five or six feet of snow, I kind of had the inclination of wanting to bury my head in the sand, because I really -- we don't know what we could expect to see off of the secondary market if we get a cold snap.


I'm not going to tell you again we've seen a lot of supply.  I'm just going to agree violently with the previous speakers that having new abundance supply is a good thing.


And if you're a large industrial, you get really excited, because you think it is a really good thing because you're an energy-intensive industry, competing internationally, and your input costs, if you have access to cheap, abundant gas, that's a really good thing for your competitiveness.  And if you're my members, most of who are in cyclic business, and if most of you have been following what is happening to metals prices, you will kind of appreciate this is a very, very good thing.


So we kind of thought:  Fantastic.  We now have supply proximity, we can look forward to a reduced landed cost of gas, and potentially see even new industrial development in the province.


I want to draw your attention to this graph that I have borrowed or stolen from the Chemistry Industry Association of Canada.  It shows investment in the chemical sector, Canada, U.S., with a factor of 10.  They kind of were tailing one another, as you would expect.


In the past little while -- and that would be the Marcellus and Utica -- you see investment taking off majorly south of the border.  We are close enough that we should be benefiting from this.


Again, add to the list of things I'm really confused about.  We're not seeing this, and that is despite Ontario having one of the best corporate -- lowest corporate tax rates.  We have -- our SR&ED rebate system is perhaps one of the best in the world, but we're not seeing this.  We should be seeing it.


So my only point in demand is there is a missed opportunity for Ontario if we don't get our act together.


So we know the infrastructure must adjust.  Timing is important, and managing the transition right is very, very important.  Of course we need to consider things as we go forward, but we also need to be expeditious.


One of my particular concerns has been -- and we have the joy of intervening with the OEB, at the NEB, and with the Régie.  I have been revisiting the same issues over and over and having the same conversation in three different locations.  With none of them do I have the full conversation, which says:  Okay, supply picture has changed.  We need to balance some asset redundancy with some new build to access the new supply.  How do we do it in a manner that doesn't kill us and isn't cost-prohibitive?


I haven't found a platform to have that conversation, because we're -- until now.  So thank you again for giving this opportunity.


So the process in this rapid transition phase, I think requires tools that our regulators recognize are not the same tools they use in the times of constant, stable markets with marginal change at the end.


Again, agreeing with everybody who had said we need to get supply to Dawn, we need to make sure Dawn is liquid and we need to remove the bottlenecks so we can access.


I do want to say something about the Mainline.  This is an incredibly valuable asset; we should not be dismissing the Mainline.


The conversation I wish to have about the Mainline is as -- has its role changed from base to peak?  If it has, what does it mean for a tolling regime?  What should we be thinking of?


I can assure you, from an industrial perspective, we do want the optionality of keeping the Mainline.  We do worry about the finances on the Mainline.  We want it to be profitable.  We don't quite understand why we're not having that conversation of:  The use has changed, and from the previous forecasters, the use will change again.  What does that mean?  Is our current tolling approach appropriate, or should it be different?


So these are the topics that I hope we can talk about.


This is a bit of a fun thing.  We thought we would have -- we were all excited about the market transition for the long-term benefits.  What we actually saw was a bit more turbulent process than we had hoped for.


And there are pieces that we spend more time on, there are pieces that we spend less time on.  And putting the pieces together is something that, in my opinion, we spend almost no time on and warrants some decision.


So we've found the transition process a little more painful and costly than we would have banked for.  And I would agree with the gentleman from Navigant who said our markets are one of the best; I echo that.


Our regulatory regimes are one of the best in the world.  I had a stint on the executive of the International Gas Union.  I can tell you with authority our regulatory systems in North America are one of the best anywhere.


If we can't figure this out, then I don't know what hope there is for the rest of them.  We should be able to figure this out.


So thank you for the Gas Market Review.  Fantastic to hear that this is going to be an annual event until at least we complete the transition.


My final pitch.  We need to monitor, identify, agree on and monitor some of the key influencers during the transition.  The obvious ones are, you know:  Where is storage?  Where is capacity?  We have touched on the interdependencies.  We should explore those to the extent that they change with the complexion of both the electricity markets and gas markets changing.


The domestic and export market relationship is obviously changing.  I surmise that that seems to be the nub of the difference between the utilities and TransCanada.  Don't quite understand how we go about resolving that difference, but we should monitor and understand where it is going.


Secondary market dynamics.  Absolutely a need for us to pay attention to this during the transition phase.  In the United States, the FERC has an office of enforcement, established post-Enron, basically, but, you know, ten, 12 years later, they take a look at gas markets.  They understand gas markets, including some sight into the secondary markets.


For Ontario, where half of its supply cycles through the secondary market, having some understanding of that or its players is important.


And I am going to skip to my Energy East project, because I have given you all of my pitch.  We're enthusiastic about the project.  We like the fact that it leverages our energy resources to strengthen the industrial base in Canada.  We don't do such a tremendous job of that.  This project helps.


It is great for the petrochem industry, and I would like to see the kinds of investments we saw south the border to happen.  And from a gas user perspective, it repurposes the underutilized gas assets.


We are distressed or confused about the lack of agreement on what the right size capacity is.  We're hopeful that TransCanada and the utilities will be able to resolve that.  You know, we give our volumes to one of you, who hands it to the other one, who then delivers it to us, and you're disagreeing on volumes to a huge extent.  It leaves us rather confused.  So I am hopeful that we can agree that we need to right-size.  Excessive oversizing doesn't work.


However, if by right-sizing and coming off of a decade and a half of severely oversized system, we're changing the character of the secondary market, let's do it with our eyes open.  Let's understand how we're impacting it and give the players in that market some opportunity to adjust.  And hopefully we can build this thing, and better news when we meet again next year.


Thank you.

MR. FRASER:  Okay.  Thank you.


Next we have Mr. Rosenkranz.
Presentation By Mr. Rosenkranz:

MR. ROSENKRANZ:  Yes.  Thank you.  I think my presentation will be a little different from some of the presentations we have had so far, a very big picture, 35,000-foot type thing.  So I really took this opportunity to participate in this forum to spend some time to look at a very specific issue related that has come up in some of the leave-to-construct proceedings before the Board so far, and based on what we understand, Union Gas's plans will be an issue going forward.


And that's really the right-sizing of the Dawn-Parkway system facilities, recognizing that that is shared by a number of different customers and stakeholders, both in terms of the in-franchise and ex-franchise market, and how do you deal with the uncertainty with respect to existing contracts expiring and whether there are some regulatory changes that should be considered to deal with that risk, that a reduction in contracts by existing shippers or new shippers leaving the system going forward before the costs that were incurred on their behalf are recovered should be dealt with in some way.


But that is not what I'm going to talk about.  I am really going to try to just -- my curiosity was to get a handle on, what are the numbers?  What are we talking about when we talk about the Dawn Parkway turn-back risk, and even more specific than that, there's been identification of the Northeast U.S. LDCs as being a potential group of customers, that there's uncertainty in terms of how long they're going to continue to hold capacity on the system.


And I tried to really look at it from the standpoint of the New England customers, as opposed -- you know, themselves, the people that are going to be making the decisions.


My background is, I've been working on Ontario gas and electric issues for a good ten years, but on a continuing basis and going back much further I have been working with LDCs, power generators, pipeline developers into the New England and New York market.  So I am trying to bring my background with those customers to try to put myself into their shoes.


So this slide kind of summarizes the number work that I did.  In the centre, Dawn-Parkway, the 540,000 gJs, roughly, that's what is identified as being of interest in terms of the Northeast U.S. LDCs' contracts that are currently in place.


This includes, essentially, when I went to the index of customers and looked at the M12 contracts and identified who is a New England and Northeast LDC, which is New England and New York, and took out Vermont Gas and St. Lawrence, because they're kind of a special case.  They're connected to the TCPL.  So they don't have the same choices as the other shippers.


I then added TCPL entitlement for Dawn to East Hereford service for customers that -- LDCs in the U.S. that take gas through East Hereford.


So looking at the right side of the graph, of the diagram, there really are three distinct routes.  There is customers that are going to New York markets from -- through the Iroquois pipeline, there are customers -- LDCs that are -- New England LDCs that are going through the Iroquois route as well.  And those I have divided into two sub-categories, one being direct, in terms of the customers that are directly connected with Iroquois -- you have probably a strong reason for maintaining capacity on that pipeline in order to serve specific markets on their systems.


The indirect would be LDCs that ship through Canada down Iroquois, most of them as far as right New York, which is the interconnection with the Tennessee gas pipeline, then whole Tennessee gas pipeline to get to their market.


The third path would be the New England LDCs that take capacity that extends from Dawn through East Hereford, down to the PNGTS system.  Again, there, there's some direct market, and then there is indirect market which, in this case, goes to Dracut, Massachusetts and then also goes into the Tennessee system.


So summarizing that, about 90 percent of load is going through the -- from the Canadian pipelines into the Iroquois pipelines.  So that is really a more interesting aspect, and we will be looking at it going forward.


Looking at the left side of the diagram, in terms of what is linked up with this pipeline capacity, how are they using it, looking at index of customers for Washington storage, Vector pipeline, and our storage, Great Lakes, identified LDCs that have storage, and this is their daily deliverability, about 175,000 gJs of storage.  That is about a third of the total.


Some have capacity of Vector back to Chicago, and the rest are purchasing at Dawn.


So the question I asked myself is, if we're trying to evaluate the risk of keeping this capacity, one of the reasons that these LDCs would be keeping this capacity now and talking about the Union Gas-Dawn Parkway capacity, and what are the reasons that they would keep -- maintain this capacity going forward, and came up with three reasons that they might keep the capacity, one being, when they got the capacity they signed long-term contracts, both with Union Gas and, in many cases, with downstream pipelines and upstream storage providers and pipelines as well.  So perhaps they're still connected.  They're restricted by their long-term contracts.


Another reason might be they're not tied to long-term contracts, but they really have no reasonable alternatives to use.  So looked at that.


The third one was, is, they've got the ability to terminate contracts.  They have alternatives, but the supply from Dawn is actually the best lowest-cost alternative.


So I have a slide to go for -- address each one of those.


The first, in terms of going back and looking at the number-crunching legwork of going through the various indexes of customers and looking at the individual contracts, this would be the result of -- the darker blue line shows the existing Union Gas and TransCanada FT contracts that are connected with that Union Gas capacity going forward either to Iroquois or East Hereford, and not surprisingly, now that the TransCanada has -- the renewal provisions are the same as Union Gas, Union provisions with the two-year notice, and these contracts have been around for a while, those two lines really -- that's -- both of those, renewal or expiry graphs, are on top of each other.  So they're shown as one.


In terms of Iroquois, it's got a slightly different but similar pattern, in terms of, there will be opportunities in 2018-2019 for most of this capacity to be turned back if they choose to do so.


PNGTS, they're 20-year contracts that are expiring, all of them, in early 2019.


On the upstream side -- it is not shown on the graph, but there is kind of a similar, but a little more accelerating pattern in terms of, the upstream Vector contracts, the storage contracts that I was able to identify, are pretty much most of them expiring by 2017, and pretty much all of them are expired by 2019.


So in terms of decision on whether to renew or not renew, it looks like existing contracts are soon not going to be a major impediment to making decisions.


In terms of having alternatives, as I said, 90 percent of the contract capacity that we looked at is going through Iroquois.  These are shippers that have Iroquois capacity.  Most of them, they're directly connected to Iroquois.  They need gas on Iroquois in order to serve the markets, particularly on a winter day.


The way Iroquois was built, it was built as essentially a line to take gas from TransCanada and take it into New York and New England markets.  It is a newer high-pressure pipeline.  It has interconnection with other pipelines, but until relatively recently, when compression was installed at Algonquin for further expansion on the system, there was no way to bring gas from other pipelines, and so if they want to use that capacity, they want to get to the market, capture the market, they need to buy gas from the Canadian path.


That looks like it's going to change, and there's already been discussion about Constitution pipeline, which would bring 650 Mcf per day into right New York, and there is a smaller project that Dominion Transmission has that would bring 82,000 Mcf a day into Iroquois.


The important part about both those projects is there's compression.  So the gas can physically flow into Iroquois, and the other part about that is, there's no expansion of Iroquois that is contemplated as part of those projects.


So there would be an opportunity to substitute those supplies for other supplies if it made sense.


Looking out further, there is other potential for expansion of Constitution.  There's the Tennessee Northeast Energy Direct project, which has a supply leg which would be essentially parallel to Constitution, again going into that right New York market.


Finally, there are other projects that would go into

-- bring Marcellus gas directly into New England and New York, that would compete for gas delivered on Iroquois, particularly with the people who don't really need Iroquois because they're taking gas directly from another pipeline.


So the other -- so that leaves the other question:  If they have a choice, they have alternatives, you know, what are the costs?


Just looking at the first line of the graph, looking at the -- from the perspective of current rates in effect today, you look at Iroquois -- from Dawn to Iroquois on Union and TransCanada, comparing that to the new alternatives of Constitution and the Dominion project, I took the -- again, the existing rates, looked at the rates on the -- the proposed rates on the new projects, looked at a conservative basis between the Marcellus area and Dawn of 50 cents.


What it shows -- at current rates, 100 percent load factor, it is not the cheapest path, but if you're looking at how they're actually using it, they're using the capacity primarily through a winter supply.  At current rates it is a very economic source of that type of supply, particularly if you marry it up with upstream storage.


The second line down compared to the third and fourth line, the settlement rates that have been approved appear to change that, change that and would expect to have an effect on the way that these customers are looking at the market.


The other thing I wanted to point out is that a lot of these New England LDCs don't manage this capacity directly.  They go with marketers and enter into asset management agreements.  So they really don't have a strong commitment to Dawn or upstream supplies.  They're really getting gas at the city gate.  It's more of a financial concern to them.


I presume those asset management arrangements are a lot of what is creating the secondary market supplies that the industrials in Ontario and Quebec are buying in the market, particularly some things like a winter strip.


So it is kind of looking at an assessment.  It -- the reason that is -- one of the reasons that is important, first of all, they don't have a strong tie to this particular market in terms of buying gas.


But second of all, right now they're getting a -- the effective cost of holding capacity in Canada is lower because capacity is tight.  They're getting a good payment the last couple of years for these asset management agreements.  It is bringing down the effective costs of holding that capacity.


If you get a situation where you have expanded the capacity, essentially eliminated or reduced the Dawn-Maple bottleneck -- excuse me, the Parkway-Maple bottleneck, that secondary market value of that capacity is going to be lower.  It's going to be, effectively -- even at the same rates, things are going to be more expensive on an effective basis.


So I really was putting that all together, trying to come up with some numbers.  You know, I think that the risk is -- there's a wide range of risk, but kind of putting some numbers on it, I think that there is - there is a portion of that market that is probably relatively low-risk.  I'm thinking of the Connecticut LDCs that utilize the storage.  They want to keep that storage.  They need to have the Iroquois capacity.


But there's the -- going forward, there's going to be more and more customers that have an opportunity to switch.  It's probably not going to happen in the near term.  It's going to wait until the market develops a little more, but looking out 2019-2020, there is some risk there that needs to be considered.


MR. FRASER:  Well, thank you very much.


And we turn it now to George Pessione from the OPA.

Presentation By Mr. Pessione:


MR. PESSIONE:  Good morning.  I'm George Pessione from the -- currently, today, from the Ontario Power Authority.


[Laughter]


MR. PESSIONE:  My job is resource integration in the power system planning division.


So I say today, because we're in the middle of a merger with IESO and we will become what I like to call the NIESO, new IESO, come January 1st, and in that vein I will be echoing a few of the comments made yesterday by my soon-to-be brother Dave Barrett on the -- some of the way the electricity system operates, and also my other brother David, from APPrO.


Another thing is I come from the electricity industry.  And if you think these folks are confused, imagine myself, who -- nuclear is nice and stable; and hydraulic I know, and I get wet; and coal, I have been at a coal plant.


So the gas industry is new to me, so please bear with me when I go through some of these comments.


So my talk today is going to take a bit of a longer-term view than David talked about yesterday.  He talked about more the day-to-day coordination of the gas with the electricity demand; I will talk about that as well, but look at it from a little bit longer view.


Just to set things up, certainly -- this graph just indicates the capacity -- this is from IESO data -- over the last ten years or so.  We were very tight in the 2003 to 2007 time frame, and as a result of that, actually, the OPA was formed to contract new capacity.  And as you can see in the right-hand side, in the current time frame, we have -- this is a representation of hour-to-hour capacity above requirements.


So it is -- zero is -- whatever the demand from a capacity point of view.  I guess it is weekly.  And the line indicates above -- of that -- above that.


So certainly today we're in somewhat more capacity than we need, and that's -- we've installed a lot of new facilities.  We've introduced a lot of conservation programs, and as well the demand hasn't materialized quite the way we anticipated back in 2005 when the first Integrated Resource Plan was submitted to the OEB.


And that's -- as a result of that, that is the over-supply.  That's -- by the way, we also shut down about 7,500 megawatts of coal in the interim as well.  And despite that, that's the situation as of today.


We're continuing to add supply based on directives from the government for renewables, and conservation is part of the program as well.


And there are two new gas plants that have been relocated.  Right?  That's the word, "relocated."


[Laughter]


MR. PESSIONE:  Not cancelled.


Future demand.  As demand looks pretty flat, so the dotted lines on those two are -- so the top graph is energy, the bottom graph is capacity.


Capacity was what drives our build of new plant.  So we look at the peak of the year and we have to have enough plant to meet that demand on the peak of the year.


And with this year being the exception, lately Ontario's been a summer-peaking utility in electricity, and that's due to, mainly, air conditioning load increasing.  And this year is the anomaly.  We will have a winter peak.  Whether it happens in January or will happen in December, we are yet to see, but that is the situation for this year.


And the vortex and the flat summer was the cause of that.


But overall, the dotted lines are a view of the gross consumption.  The solid lines are the consumption net of what we anticipate the conservation programs to deliver.


And, oh, by the way, the other factor that is probably driving demand as well and influencing it is higher prices.  So we won't talk about that either.


So there's continuing to be more supply in the pipeline, as I talked about.  The top graph, again, is the installed version, the bottom graph is their effective capacity.


So a gas plant or a nuclear plant, those two numbers are about the same.  They can deliver on peak about what the nameplate capacity.


With the renewable resources, it is not quite the same.  So you may install 100 megawatts of wind, but on the peak day, what can you count on, on that day?

So that reflects the numbers there.  So we're continuing to add, and so going forward we see a surplus continuing to about 2019, and as reflected in last year's long-term energy plan issued by the government, we anticipate about 20 -- in the 20s to need additional capacity.


And that is driven mainly by the reduction in supply.  So Pickering nuclear plant is scheduled to go out of service around 2020, and there will be refurbishments of the other -- of the Darlington and the Bruce units during that time period.


So what you see is the dip that reflects the refurbishment schedule, and then that lingering number at the end of the period is a reflection mainly of the long-term impact of losing Pickering.


So there is an opportunity, the way we see it, for additional capacity to be brought on to the system.


And in the supply plan, rather than actually determining that supply, we called it planned flexibility.  And there are a number of options to fill that planned flexibility, and that's -- so one of those options is new gas.  But there are other options, such as conservations, more renewables, and, as you may have seen in the paper recently, imports from either Quebec or Manitoba.


So those are options, and rather than declare on those options today, we have chosen to leave -- we have some lead time available, leave that open.


So my discussion today is about how gas may compete with those other options going forward.


So the nature of the gap is one of pure capacity.  So the existing gas resources today, although we have a surplus -- sorry, we have a need on peak, we have plenty of, if you like, off-peak capability on those resources.


So from an energy point of view, the current gas fleet could probably meet the need.  But what we need to add to the system in the 20s is pure capacity.  Not expected to run very much, but in that vein, again, the options that are available include energy capability.  So imports, for example, if they're competitive with the gas, can certainly offset that need in other ways.


So as I said, about 3,000 megawatts, but in the long-term it is about 2,000.  That 3,000 moves.


You have seen this.  This is just the picture of the supply mix gas, makes up about a quarter of the total Ontario demand.  It is a substantial portion of the total gas consumption in Ontario.


And from that point of view, and the panel reflecting the customers, I guess I'm representing the ratepayers of Ontario, as that's what drives the way we plan the system, is to meet the needs of the ratepayers and the consumers, the customers, both in terms of their technical -- when they switch the light on, getting the electrons down the wire, as well as from a cost perspective.


So that is our objective, while meeting the policy directives of the government.  So the supply mix reflects all of those factors.


Again, this is a repeat, prominent role of the electricity sector, in terms of gas consumption, less nuclear, more renewables, and gas, and again, the gas is on the bubble.


So rather than talk about gross demand, the elements that really are at play with respect to gas are the fact that electricity, unlike many other industrial processes, is very volatile in its demand.


There is a base load component, but frankly, where gas plays the role is in the most volatile area of demand.  So it needs to be flexible as it can be from an hour-to-hour, day-to-day, season-to-season, year-to-year basis.


So that is its greatest attribute when compared to other resources.


Availability of flexible resources is important, reliability, cost component, and environmental impacts. And risks.  That was mentioned earlier.


Volatility, this is just a picture of the biggest driver of volatility these days.  Electricity has an inherent volatility, day/night, hour to hour.  It peaks at about six o'clock in the afternoon.  It is obviously at its lowest in the middle of the night.


But when we have added renewable resources to the picture, it has aggravated the volatility of electricity and increased the requirement of the flexible resources to move around, while we lost the coal resources.


So back in 2010 this was the picture.  Relatively small amount of wind.  This was -- this is talking just about the netting impact, and I think David talked about this yesterday on the net needs, hour to hour.


This was the coal production.  So we had a coal fleet in there, and the coal fleet took up most of the flexible requirements.  It was able to move around.  It has very low minimums and can move relatively quickly.


The gas production in that time frame was fairly flat.  A lot of that was NUG production, which are self-scheduling and fairly flat, and a few dispatchable resources are in there.


Now, as we fast-forward to 2014, much more wind is involved, and you have seen these spaghetti diagrams, as we like to call them, and the demand on the -- the coal is gone now.  The demand on the gas fleet has increased, and you see a lot of movement from hour to hour.  This is looking at a typical day, a number of gas producers.


So that's the key for the gas, is flexibility.  An aspect of that flexibility is uncertainty as well.  So you could be in a situation day-ahead, looking at tomorrow, and saying, Yes, it is a high demand day.  I'm going to nominate a slug of gas, and then the day comes around and all of a sudden the sun is shining, it is not as cold as it was, and I'm not going to run.  So what am I going to do with that gas?


And the other days, it looks like there is no way I'm going to run, and all of a sudden there is a market for me, and I have lost the opportunity because I haven't nominated it.


So that is a key element of flexibility, but high degree of uncertainty, and it's -- and the volatility.


So the play between gas and electricity is critical, and frankly, it's -- from an electricity guy, when I had a pile of coal in the coal yard, and I could see it, and if there wasn't enough I could order more anytime I wanted to, and I could start up that unit, run it to minimum, and move it around any way I wanted based on that coal pile, this is a bit of a challenge moving forward to accommodate the need for flexibility and as it increases with the renewables.


As a result, what's happening -- and I will move through the slides now, because I will just repeat that point -- this is just a picture, if you look at the July 2020, even with higher demand there's a high degree of volatility.  That's the gas demand in July, the peak of the year, come 2021.


Will this trend continue?  Yes.  Absolutely.  Coal has gone.  Gas is the resource on the bubble.  We're looking to both technical requirements of the gas fleet to change and the gas availability.


So we're working with the OEMs to get higher minimum loads -- or lower minimum loads, more flexibility, better ramping, faster starts, better efficiency, but on the gas side, frankly, the gas management costs are currently in the order of a third to half of the ongoing fixed costs of a gas plant.


When you're talking those numbers, the competition is starting to get closer and closer, both conservation, in terms of other, sort of the northern hydraulic plants, which are very flexible, and in terms of imports.


The other aspect that is important is also, southwestern Ontario is probably the best place you can build a gas plant.  However, the demand growth in Ontario, guess where that is?  It is in northern Ontario, where the mines are potentially going to be built.


The gas management capability in northern Ontario at this time is a significant challenge, so we are very surprised seeing the level of gas management costs up there.


Eastern Ontario, the same thing.  Relocating Napanee
-- or the Oakville plant to Napanee was a bit of a surprise for us in terms of the impact on gas management.


And again, from a competitive point of view, so what we saw in earlier slides about the growth of gas production in Ontario is highly dependent on that competition.


So that may be sort of a view of the forecast, but if these other aspects don't come to play, then the role of gas, then, it's not delivering on its role from a cost perspective, flexibility perspective, and the competition will start eating the lunch.


That's all.

MR. FRASER:  Well, thank you very much.


It is time for questions.
Q&A Session:


THE OPERATOR:  Thank you.  Please press star-1 at this time if you have a question.  There will be a brief pause while the participants register for a question.  Thank you for your patience.  Once again, please press star 1 on your keypad if you have a question.


There are no questions registered at this time.  I would now like to turn the meeting back over to Mr. Fraser.

MR. FRASER:  Thank you.


And at the back, please.


MR. FRASER:  Would you please come to the microphone, or a microphone?


MR. BAIG:  My name is Nayem Baig.  I am with Northland Power.  We own and operate several power plants in Ontario.  My question is to Shahrzad.


One of your slides talked about landed costs being cheaper in the settlement agreement and whatnot, shifting from long-haul to short-haul.  Do you think your members considered landed cost being actually higher if the settlement agreement takes in place, or if the LDCs or shippers shift from long-haul to short-haul?  Instead of landed costs being cheaper in Ontario and Quebec, have you considered landed costs getting actually higher than lower?

DR. RAHBAR:  Thank you for the question.


As you know, anyone who builds anything knows there's a cost to it.  So did we run the numbers?  No.  Did we inherently understand that any major construction comes with a cost?


So in the short term, while you adjust in the transition, the costs may go higher.  We viewed it -- without running the actual numbers -- as the supply diversity is -- having the optionality is well worth some initial expense to get to a final end-state.


Our anticipation wasn't that during the transition phase, we'll keep seeing a price reduction.  It's at the end-state.


Our key concern is:  Please don't let the transition kill us.  And occasionally, we have come kind of uncomfortably close to wondering whether we might become a casualty of transition.


So we had high hopes that we could survive the transition, because we're going to be thoughtful and it is going to be managed in a way that it wouldn't really kill the market.  And I'm still very, very hopeful that that's the outcome.


But yeah, the transition phase is going to be potentially turbulent and potentially additional cost.

MR. BAIG:  Can I ask a follow-up question?


Well, if you look at the AECO-Dawn basis, I looked at it a couple of weeks ago and it was over $1.30.


If you add the short-haul toll on $1.30, your actual landed cost is higher than your long-haul toll.


So I appreciate the supply diversity is an issue for Ontario-Quebec customers.  We have our plants in Ontario.  But is this something that the LDCs are promoting, but -- I wanted to find out if the AECO members actually ran the numbers or looked at the numbers underpinning that assumption.

DR. RAHBAR:  Nayem, thank you for asking.  Yes, we did.  And actually we had a very interesting conversation with our counsel on this.  And we landed on fact.  It is cheaper to move a molecule of gas 300 kilometres than it is to move that same molecule of gas 3,000 kilometres.

Another fact.  Old pipe is cheaper to run than new pipe.  Maintenance costs might be higher, but, net, old pipe is cheaper to run.


So as you're adjusting, as you're transitioning from something which is fully amortized, older pipe that you've already paid for, is it reasonable to assume, once you put the new pipe in there and you're managing stranded costs, that your costs will go down?


At least the conversation we had within our own membership is eyes-open.  My counsel to our utility colleagues has been:  Kindly don't oversell, because it is not going to happen.


The good news is we're large industrials, so even if you do a page which says:  I'm going to build and I'm going to manage stranded assets, but costs are going to go down, we'll impose a time lag on it anyway.


But the narrative, I think -- so our members, I think most of them are aware of how the timing plays out.  I will stop there.

MR. BAIG:  Thank you.  I just want to leave you with one comment.  If you look at TransCanada's own evidence for the settlement hearing, they do not agree with that position.  And actually, there is IRs during the IRs period.  Somebody asked TransCanada about the net benefit scenario that the LDCs are showing to the customers.


In none of the scenario that TransCanada showed, there is a net benefit.  So I am not sure if you are aware of it, but I just wanted to raise it.


But thank you, regardless.  Thanks.

MR. FRASER:  Thank you.


Next question, Mr. Higgin.

DR. HIGGIN:  It is Roger Higgin for Energy Probe.


I just wanted to follow up a bit on the question of an alternative to gas being imports.  Everybody's been, you know -- heard about the potential now for some -- from Quebec and so on.  But in fact, maybe OPA can help us with this.


Two constraints, right?  Just like pipelines.  That's the interties that are the constraints.


So could you just, A, give us one on that with respect to both the main interties?


And secondly, what prospects are there, other than the northern line for Manitoba-based imports which come through MISO and through Michigan?  And that is another alternative to Quebec.  And is that something that you and Ontario is looking at as a source for power imports at all?  That is, from the south side?


I hope you got those questions.  Thank you.


MR. PESSIONE:  Actually, I am not clear on your first question.  You talked about the intertie.  You said two constraints?

DR. HIGGIN:  Well, I am talking about the Quebec one and the other one, yes.


MR. PESSIONE:  Okay.  So on the Quebec side -- so first of all, we issued an intertie report a couple of months ago now; time flies.  And so that sort of outlines the intertie capabilities on a technical perspective.


So there's the interties themselves.  And nominally from Quebec, the total capability is about 2,700 megawatts.  And from Manitoba, it is around 200, and there's a tie also from Minnesota of about 90 megawatts.


So dealing with the Quebec one, so there is a couple of layers of things.  We have a DC link that is 1,250, that is used on a day-to-day basis.  And it is an open flow and power flows on that every day, both ways, on an energy basis.  And it competes in the HOEP market and dispatches, et cetera.


The other capability with Quebec, because we're not synchronized, the two systems -- unlike our connection to Manitoba or all the other utilities, New York, Michigan, et cetera, those are totally synchronized and power can flow.


The others -- capabilities are plants on the St. Lawrence River, both Ontario plants at Saunders and Quebec plants on the Beauharnois and a couple of other places, where you have to actually synchronize those units to Ontario.


So they're a little less flexible.  So the 1,250 has total flexibility and the others are -- have to be scheduled a little bit more macro-ly.


So that describes the interface itself right at the border.  What we identified as well, though, is that once you start trying to get power into Ontario from a capacity perspective -- so this is -- I alluded to this before about the benefits of wind on peak, for example.


So you have to look at the particular situation during your worst hours and assess the ability for power to flow during those hours, unlike energy, which can -- you can schedule it hour to hour.  You are not counting on it to actually meet demand.  You've got plenty of other supply in reserve in Ontario.


And if you have a transmission issue, you just cut it, and so under those circumstances we have power flowing.


But when we're looking at making firm declarations, which would impact -- the option under those circumstances would be, you know, "refurbing" a nuclear unit, for example.


So in avoiding "refurbing" a nuclear unit you would make a firm purchase.  Now you're counting on that capacity.  And under those circumstances there's certain bottlenecks within Ontario, and particularly we identified Ottawa as one particular area.


So currently we see about 500 megawatts of that 2,700 megawatts.  For firm purposes, only about 500 megawatts can be counted on to get from the border into Toronto, which is normally the load -- where the electrons would flow.


So that's the Ottawa area today.


As Ottawa load grows, the load within the Ottawa region grows, that 500 megawatts will diminish.  There are plans to fix that, and we anticipate that that will be fixed by about 2019, and that's a bringing forward of some work that would have been required in the Ottawa area due to Ottawa load anyway.  And again, that is outlined in the Intertie Report.


Without that work it would go to zero.  With that work, because transmission tends to be chunky, we will now get capability of 1,000 megawatts flow in from Quebec.


So that would -- and then the other bottlenecks are further down in the transmission system.


On the other end of the province, Manitoba end of the province, the tie line right now is about 200 megawatts, as I mentioned.  The issue would be getting power to Toronto.


So right now the Northwest is fine in the current condition.  Atikokan has been converted to biomass, as Thunder Bay is going to be burning biomass as well.  And the capacity conditions are fine.


Should there be growth in the northwest -- or I shouldn't say "should there be", because we're highly confident that there will be.  The issue is the timing.  When will commodity prices accommodate building those mines, et cetera.


We feel that the Manitoba import can serve some of that capacity need as it evolves, but getting power to Toronto, its constraints on the east-west tie, once that is built there is constraints in getting power from Sault Ste. Marie to Sudbury and Sudbury south.  So it is not really practical, as well as the fact that there is significant losses in getting power from Manitoba to southern Ontario.


Flowing power through the MISO system, again, first of all, you have this costs of pancaking transmission costs and losses as well.


So to answer the broad question, are we looking at that, yes, we are, we're in continual discussions with Quebec and Manitoba counterparts, and on the American side as well.


And so far what you see is the result of -- so the announcement for the 500-megawatt swap with Quebec as a result of some of those discussions.


So that's your -- that covers your questions, right?


DR. HIGGIN:  Yes.  Just as a small follow-up.  So those are important considerations that you have been through which will impact on the potential for gas to fill the gap, particularly when some of the nuclear fleet is in hospital, you know, so during that period.


So basically, people here should think about those other broader questions when they're thinking about the big role that gas can play during that period.  That was my main point.


MR. PESSIONE:  I agree.


DR. HIGGIN:  Thank you.


MR. FRASER:  Okay.  Further questions?  Mr. Sabine.


MR. SABINE:  Thanks, Craig Sabine, MNP.  Maybe this is kind of a perfect time to ask this question that I have been thinking about, and it is for George, although I would welcome Mr. Butters or anyone else from the electricity side to weigh in.


If we look at the fleet today and its ability to serve the expected -- the gas fleet and its ability to serve the expected growth in load, which, you know, there's some disagreement on, I think, in the presentations we have seen, but it is somewhere between, you know, half a Bcf per day to one-and-a-half Bcf per day by the time Pickering starts to go offline.


Are we talking about physical constraints in the gas system to be able to allow those plants to do their job for us?  Or are we talking simply about rate structures and services from the utilities and TransCanada to allow them to do that?


MR. PESSIONE:  Okay.  So again, we're still trying to understand that, but I will give you my take on it as I see it today.


It is mainly the gas management and the services in some areas.  So eastern Ontario and northern Ontario, my understanding is that the services themselves are challenged.


You don't have the Dawn storage as a bank to allow that volatility I talked about, the day-to-day, do I take
-- nominate or don't I nominate, and then what do I do with it if I'm in the opposite.  Dawn provides that.


My understanding is historically in the north, for example, you had a pack in the pipe, as well as diversity in demand in the north, that provided some of that potential service.


The industrial demand in the north has decreased significantly, and as a -- and, you know, the gas demand has -- electricity and gas demand.  So that's reduced significantly.  So my understanding is that you don't have the physical services there.


In eastern Ontario, again, it's challenged, because you don't necessarily have the Dawn inertia, if you like.


And I stand to be corrected on that, but on top of that then is the cost element.  To overcome some of these things either you're going to take penalties or you're going to buy a fixed-cost gas-management contract of some sort.


So that's partly, I would imagine, a rate structure issue, and we have been talking to some of the utilities, the gas utilities, and, yes, the discussions are around that.


Part of it is just pure cost.  It's, you know, if you're going to be in that situation, the gas has to go somewhere.  People have to build facilities to accommodate it.  So there's going to be an absolute cost in there somewhere.


And so again, we're trying to evolve our understanding of that, and that's why we actually welcome the opportunity for the gas market review.


From an electricity point of view, we had the NGEIR situation a few years ago that helped move the gas industry closer to accommodate the electricity.


I think there's possibly room for another similar review that would talk to your point about the price structure, as well as the physical infrastructure to accommodate it.


Bottom line for me -- again, I'm not a gas guy -- bottom line is the dollar sign and the actual challenges that the gas plants are telling me they're facing on a day-to-day basis.  They're physically challenged, both on the equipment side and on the gas-supply side.


So from my point of view, that is a risk, cost risk and electricity reliability risk.


MR. SABINE:  Right.  Thank you.  So just a quick follow-up comment then.  I guess I would encourage folks, you know, in this sector and in the room, to consider that we tend to easily jump to just filling whatever else we need at the top end with gas because it is easy to build and -- et cetera, et cetera.


But if these issues are adding that complexity to the dollar sign, as you put it, then, you know, to Sir's point up here, you know, there is other options that you can throw into that mix, and they need to be thought of together, not in bubbles.


MR. PESSIONE:  Right.  Somebody has been listening.  Good, thank you.

[Laughter]


MR. FRASER:  Thank you.  Mr. Butters.


MR. BUTTERS:  Perhaps, Peter -- it's Dave Butters from APPrO speaking -- I could add a little bit.  I think George is quite right.  It is actually both.  It is a physical issue, getting -- the ability to get gas to the plants, particularly in eastern Ontario.  It is also a financial issue.


And I think part of the challenge is that the full cost of those gas management plans does not flow through to ratepayers at the end of the day.


In other words -- well, the way it is, depending on how you do it, so...


And this has been one of the issues that APPrO has been focussed on very, very much, certainly in the NEB RH3 hearing and others, is that the trend line on all of the transportation and distribution costs is up, not down.

And to the extent you have fixed contracts over a period of years where you are limited on what you can be recover, you're then exposed to those increases.


So it is a bit of a vicious circle.


And now that Mr. Pessione now has responsibility for gas management for at least one of the new generators, the Napanee project, I think it is good that the OPA -- and instructive and helpful that the OPA now understands kind of some of the financial pressures that generators are under.


And these are big, big amounts of money and big cash flow issues.  And of course the lenders look very carefully at these arrangements that generators have in place, and are they prudent and are they recovering their costs.


So it is complex and challenging, but it is both financial and physical.

MR. FRASER:  Mr. Mondrow?


MR. MONDROW:  Thank you, Peter.


If I could add just one additional complication to that -- and Shahrzad talked about the secondary market, so I don't know as much about the power sector as either of you and probably never will.


But it is my understanding that while TransCanada's interruptible or discretionary services were priced under the old regime, which had pretty low caps relative to today's prices, for gas plants that operate on more of a variable schedule -- and even for the NUGs which operated kind of all the time, self-dispatching, there was quite a bit of reliance on the secondary market.


In the new secondary market regime, where TransCanada is setting prices with full discretion, and in particular if we get some of the impacts that we may see with Energy East and some capacity coming out of service in the Eastern Triangle, the cost of managing gas plants that way is going to go up astronomically -- or "exponentially" is probably a better word.


So my impression is that these operators are starting to look at firm contracting, which is a whole different pricing level for electricity, even electricity that you only dispatch when you need it.


And it seems to me that that is really going to aggravate the cost pressures that David was talking about.


So the cost of using gas going forward is going to go up.  And it still probably is the best option, but it's going to be, I think, at a different cost level, if my understanding is correct.


I would appreciate your views on that.  And I guess that is another note of caution here.


MR. PESSIONE:  Yes.  Absolutely.  So that's -- there's a number of puzzle parts that are starting to come together.


I think part of it is a function of the fact that when you're a relatively small element of the total gas market, there's certain flexibilities there that are available.


But as you grow and become a bigger and bigger piece of the market, then that volatility hits the gas side more, and so you're seeing a reflection of that.


Frankly, from an electricity point of view it is a bit of a surprise, you know, in the sense that gas was thought to be a better replacement than the coal plants.  And it's proven to be not quite that, but, again, both from a physical-technical point of view of the electricity plant itself, as well as what we're talking about in terms of the gas side of the denomination and so on, I don't know why we made some assumptions.


But, again, the other aspect is a lot of the gas thinking had been base load thinking.  Like, you build a gas plant and you want to run it at 80 percent capacity factor and it is a dream.  It is a money-maker and it is a dream to run, because you never have to touch it, unlike a coal plant that has all kinds of steam blowing here and there, and all kinds of stuff.


So it is a dream.


Unfortunately, you know the reality is that there may be a few that can do that, but the real flexibility that the system needs is what these things are being built to do.


And the other -- like, looking at the American situation, same thing will be happening there.  So you have some gas has entered the market there and electricity.  They're mainly base load operations.


As the coal plants meet, you know, the environmental challenges and start getting closed down, you will start seeing that in spades in the States as well.  And it will -- obviously the impact there is going to be, you know, that much bigger because they're, what, 100 times bigger than us.  So you will see that kind of impact.


If Ontario can get ahead of the bubble in terms of structuring its infrastructure, physical gas supply infrastructure as well as its pricing structure to deal with that -- and I'm sure we'll hit a wall.  Like, eventually a pipe costs X amount and you've got to do it.


But I think there is some imagination that we can put to it today that can get us beyond the old school into a new way of thinking immediately.


MR. MONDROW:  So if I could just -- supplementary, Peter, just to end on that thought -- thank you for that response.


And I don't want to come off as anti-gas.  I am not at all, but the point I guess I wanted to amplify was that a focus on the secondary market impacts of these gas infrastructure changes is critical to understanding not only how gas users use gas, but how gas users that then generate electricity that electricity users use gas, because there will be significant impacts on contracting for the fuel and the pricing impacts of that from the gas infrastructure changes and the tolling changes that we're in the middle of experiencing.


So I think the secondary market is just amplified in importance in understanding Ontario's overall energy dynamic, not just the gas consumption per se.


Thanks.

MR. FRASER:  Thank you.  Further questions?

THE OPERATOR:  Once again, please press star-1 on the telephone keypad if you have a question.


There are no questions registered at this time.  I would now like to turn it back over to Mr. Fraser.


MR. FRASER:  Before we break for lunch, I did have a question for Dr. Rahbar about the infrastructure investment and the reference to the piecemeal nature of it, and the multiple jurisdictions that are involved when we talk about the Régie and the OEB and the NEB all having a piece of the action here.


The question from my perspective is:  What is it a regulator should we be doing differently?


This is maybe a broader question.  I know Mr. Pickering yesterday was making reference to, you know, the fact that the U.S. is ahead in some ways on some of these issues.


Does that include regulatory issues?  And is there something that the regulators need to be doing differently, including, say, talking with each other?

DR. RAHBAR:  Let me make a comment before I answer the question.


I think you need different sets of tools for doing different things.  We've been keeping a house.  So we've been, you know, using a vacuum cleaner and we have been dusting.  Our processes are suitable for maintenance.


We're now in this phase of we're building something new.  So you don't lay foundation and figure out where the walls have to go with those same tools.  If you're building a house, you need a set of different tools.  You lay foundation and you bring somebody else to put up walls.


I feel that we've had a very stable system for 50 years.  And it's been changing, markets have been changing around the edges, and we have been adjusting.


And now we've got this massive change and we're trying to use the same tool set.  So I think -- at least that's the way I see it.  I think recognizing that is a good start.


Communicating with the other regulators on the scheduling has been challenging, because we keep revisiting the same things.  I don't know how many times we have revisited the Gaz Métro supply plan.  The utility folks would know better than we do.  And it still is changing because the decision just came out last week and it may still change.  So it is not very helpful.


I think you probably need not only better communication, but agreeing on some kind of different mechanisms.  I would start with staff level coordination.


I think it was a gentleman from ICF who said these matters are policy matters.


Some of the decisions that we're facing are not regulatory matters.  Scrubbing them through the very finite regulatory process, the machinery is fine-tuned to allow you to test the prudency of specific costs.  That's not the same machinery you need to kind of step back and say, okay, do I really want to have, like to Nayem's question, do I want to have supply diversity, although in the short-term it will increase my costs?  Is it worthwhile to do?  What is the optionality of keeping the Mainline viable going to cost me?  I need that as a province or as a market.


Why am I not seeing those investments that the U.S. is seeing?  Well, what would it take to get them?  It's not -- those are the issues that don't lend themselves to get a pure regulatory play.  They have a regulatory part.  So it needs a bunch of uncomfortable bedfellows coming together.


I know the firewall between the regulator and the policy-maker, and then there is industry, and then we oppose you on this and we oppose you on that.  I think this is the time for all of us to roll our sleeves up and actually contribute whatever our brains allow us to find a solution, and I think we're well-placed to do it.


Who takes the lead?  I don't know.  I'm at least talking about it.


MR. FRASER:  Thank you.


So we're going to break for lunch now, but before we do I want to assign you some work to do over the lunch period.  The topic of our last session is "Market and Regulatory Implications of Key Natural Gas Market Trends."  As you can see, there are no scheduled presentations.


Over the lunch break, Board Staff will be sequestered with our consultants in developing a list of the implications based on what we have heard over the last day and a half.


So what I would like you to do is to come up with your own list, your own top three or, if you are ambitious, your own top ten, as to issues that you would like to have on the list.


I think that would be very helpful for us, all of us, going forward, whether it is developing written comments, and of course, you know, the Board Staff who actually have to draft a report to the Board.


As an example, what -- an example of something that might be on that list, utility supply plans may need to be reconsidered as a result of changing and supplies and what we saw last winter.  That is something that is just identifying an issue.  That is something the Board needs to look at.


I am sure you can come up with something much more imaginative, whether it is a process thing or whether it is a specific issue that you think the Board needs to address.


So I leave that to you to think about, and we will adjourn until 2:00 p.m.

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

--- On resuming at 2:02 p.m.
SESSION 5: MARKET AND REGULATORY IMPLICATIONS OF KEY NATURAL GAS MARKET TRENDS

MR. FRASER:
Okay.  Good afternoon, everybody.  I hope you had a good lunch, and also gave some thought to the list that we asked you to put together some suggestions for.

However, how I would like to start this afternoon -- there are a couple of issues that we want to discuss in this session.


One is the list of key issues and regulatory implications, for further thought.


The second, and actually the one we're going to deal with first, is additional work that we're going to be asking Navigant to do.


As they've indicated, they have already developed a reference case, but that reference case did not include some of the emerging and the latest developments, whether it referred to the settlement agreement or, of course, Energy East, which is still under consideration.


And so they're going to develop different price scenarios.  And I'm going to let Gord Pickering explain to you what -- the scenarios he is going to be developing and what sort of feedback he would like from you this afternoon.


So I will turn it over to you, Gord.


MR. PICKERING:  Thank you, Peter.


Yes, as we proposed to the Board in the first place, we felt like what is helpful to both the Board and to the marketplace in the end is, while we believe our forecasts are helpful, single-point forecasts, we're also not as convinced that there isn't a tool to use some scenario analysis to give some better colour around a single point forecast.


And so what we envisaged as part of the process of going through this investigation was to do something that hadn't been done before, at least as far as we know, is a couple of -- two other scenarios.  We're not proposing that we run an infinite number of scenarios here, but run and test for market fundamental changes, and seeing what those impacts, on a fundamental basis -- based on using our market model, which reacts to fundamentals in the marketplace -- what that will do eventually upon prices that we want to take a look at, throughout North America, if we like, but tailored to the Ontario market.


So we had some ideas in terms of key things, and are part of our report, that are drivers in the current marketplace that shouldn't be surprises to you folks.


So a proposal was -- and as Peter mentioned, there may be some changes, some modifications to this, but here's the -- here are the thoughts there in the beginning, was to -- our reference case, after all, does not include Energy East, so would be to look at a high -- this is a potential for a high price case.


Add in Energy East, so reduce capacity on the TransCanada Mainline to the extent of the Energy East conversion.


We would also -- and the details around this have not been shaped up, but we would assume larger, and perhaps sooner, BC LNG exports.


The profile in the Western Canadian Sedimentary Basin is impacted by what happens on the west coast, and as such, that will have some impact on -- in Ontario.


So a high price case would look at additional and, like we say, sooner BC LNG exports.


We outlined this morning, again, and yesterday that there's something like 19 projects in British Columbia to build LNG export facilities.


We also had considered and are proposing that we assume larger U.S. LNG imports -- exports, exports.


So where those exports would happen could be particularly relevant.  If there is additional LNG export capacity in the northeast market, as -- which there are several proposals, that could also have some impact on the Ontario market.  So we would look at that.


Another factor is to delay or cancel pipeline additions from the Marcellus into Canada.


If -- we believe and have resident within our reference case existing pipeline capacity expansions into the Ontario market, boat at Niagara and at Dawn.


One of the things that we would incorporate within this scenario is to delay or reduce the size of those expansions into the marketplace.  This, as you can imagine, could be pretty interesting, depending on the extent that we do that, or -- that was another thought.


So the final leg of this is to increase higher prices to try to see what the impact versus the reference case would be, if there's higher oil sands development.


And you can postulate whether higher oil sands development -- we're fairly bullish on oil sands development in our model.  There's been some things that have happened in the marketplace recently in terms of pricing.  And we can, you know, talk about whether that is appropriate, but that is one thing that we're putting forward as perhaps could happen, and would be part of this high price scenario.


Just let me go through the low price scenario, and these are all factors that would go into the model and then we will take a look at where prices fall out.


Low price and a scenario of low prices here in the marketplace, and the model does forecast prices at 90-some points throughout North America so we can extract prices at reference points throughout North America.


But, presumably, it is tailored to the Ontario market.


We would look at the reference case and then what we would do, we would delay, in a low price scenario, we would delay BC and Oregon LNG projects.


So at this point in time, we believe that there is some volumes that would be built out in Oregon from a U.S. LNG export project; that is within our reference case.


We would either delay or we would -- we would probably just delay that.  We're relatively comfortable that there's some volumes that are apt to be delivered from Oregon.


Another thing that we would do is add pipeline, larger pipeline capacity; flip side of what we talked about from the Marcellus, in terms of constraining or eliminating existing capacity going to Ontario from Marcellus.


We would allow for more capacity, so that we would have maybe an additional pipeline.  Many proposals out there.  And we would assume -- we would assume -- that there is additional pipeline capacity built into the Ontario market, with potentially lower price repercussions on the market.


So those are the three things on the low price side that we had contemplated.


The development that has come up, and that was mentioned yesterday and again today, was the matter of the LDC settlement agreement last Friday.  We have not included that within the -- within our reference case.


A proposal would be -- and there's some representations that were presented yesterday that there is some key terms, settlement terms, in terms of possibly contracting or sharing of market size from the Western Canadian Sedimentary Basin that the LDCs have agreed to as part of that settlement agreement.


If there is this within the settlement agreement, that could have repercussions on anybody's model, and certainly what we have in our reference case.


So that hasn't been put on the table, but could possibly be put on the table for inclusion in one or both of the scenarios.


MR. FRASER:  Okay.  Comments, Mr. Quinn?

MR. QUINN:  Thank you, Peter.


Gord, just for clarification, I appreciate the additional runs.  I have a two-part question.

MR. PICKERING:  Yes?


MR. QUINN:  You talked about price scenarios and getting an outcome of higher and lower range price.


One, what would you use that for?  And then, two, with all of the different alternatives, some of which you get respective opinions in the room -- some would favour some versus others -- can you turn on and off individual aspects of that to see what the sensitivity is?

MR. PICKERING:  We can.  But the -- it takes more time and it takes -- it's more costly to do that, but isolating individual input variables is -- can be done in any of these cases, yes, elements.


MR. QUINN:  Okay.  So we would be interested --


MR. PICKERING:  Element...


MR. QUINN:  -- from our perspective we'd be interested in implications on flow, which has implication on infrastructure, and from there.


That's what we would be looking for.  Is there something else that you were looking for, in terms of what those price scenarios would inform for the Ontario market?


MR. PICKERING:  Well, I think that what this would do is test the -- to some degree the fundamentals of the -- within the scenario.


So until you actually run the model, you really don't know if these elements, these input variables into the model, would have the expected effect, in terms of pricing or not.


So it would tend to support an understanding of the market, let's put it this way.  And depending on the size, the magnitude of the reference case, how high prices went in a high-price scenario, you could, you know, do some assessment as to how sensitive some of these elements are.


Now, you are doing more than one input at once.  So you don't have ultimate clarity within the inputs that are in the scenario.  But I think in total if you look at it, and there's probably some discussion on the input variables to include in the variables, it's costly.  It's not without costs to run a market model such as ours.


So I will just leave it at that, so that it should be considered as, you know, as we have this discussion.


MR. FRASER:  Mr. Schultz?


MR. SCHULTZ:  Yes.  And I guess maybe my line of comment was going to be similar to Mr. Quinn's, so I have done modelling.  I understand, and I certainly also appreciate the desire not to overload yourself with additional effort.


I guess my -- when you went through that shopping list of things that you would simultaneously change in your high-case, I personally think that you can't draw -- like, you're not going to be able to isolate which of any of those actually had an effect without doing individual sensitivities of each of those on that outcome.


You're setting yourself up to draw a poor conclusion, because you won't know, was it one or all or the combination of all that created the result that you have done there.


And I think you -- you potentially set yourself up for saying, I don't know which of these things it is, but one of these things caused the high prices.

MR. PICKERING:  Or the basket.  Combination of all --


MR. SCHULTZ:  Or the combination of all of them.  But without doing the individual sensitivities, I think you're really setting yourself up for an outcome that may not have a lot of validity.


MR. PICKERING:  So I guess as an option then, is there a driver here that appeals to people so that we do look at it in terms of an isolated input change?


And if that then would try to, for that input variable, that would give some additional clarity, because I agree with what you said.  If you wrap in more than one variable change, then the change in the output is a composite of the various variables, and you don't have a way to determine how much, by each variable.


MR. SCHULTZ:  Well, so I guess, for example, Energy East, in or out, we would differ in opinion that that even contributes to the high-price environment.


So by throwing it into that bucket, I think you could potentially mislead your audience that that was a contributing factor.


So I would suggest from TransCanada's perspective we wouldn't want you to throw it in there immediately and then say, Aha, that was the driver, versus having an independent sensitivity saying, what did that cause as an effect, and did it have any cost on the overall price.


MR. PICKERING:  Right, right.


MR. FRASER:  Just to check on the phones.  Are there any questions on the phones?


THE OPERATOR:  Thank you.  Please press star-1 at this time if you have a question.  There will be a brief pause while the participants register for the question.  Thank you for your patience.


Once again, please press star-1 on your telephone keypad if you have a question.


MR. PICKERING:  So hearing silence here just for a moment, what about an Energy East-only input?  So we would factor in the Energy East conversion as, you know, as a scenario, because we don't have it in our existing model.


MR. SCHULTZ:  Certainly I would suggest that if you're trying to understand -- and it was a topic that a lot of people had interest in, and it also seems to be a topic where there is divergent opinions, to take your base case and just apply that one variable change to see if you think it actually has an effect.


Certainly -- and I'm not clear where you're going to test the price change or the -- again, we would say it is not going to have a change at Dawn.


So where would the price change occur?  What effect does that have, but...


MR. PICKERING:  You know, TransCanada has the same model we do.  We have developed ours differently than TransCanada has developed their own model differently.


But there's 90 points, or price points, and so we can get prices throughout the Canadian market or the U.S. market as desired kind of thing.


So it would then -- so for discussion and ultimate decision by the Board is to consider some additional information that this is intended to come up with, in terms of traditional modelling for an Energy East on change, singularly.


MR. FRASER:  Good.  Any further questions or comments?


All right.  Thank you.  Thank you.  So let's now move on to our less --


MR. QUINN:  Peter, can I just ask a procedural thing, sorry?


MR. FRASER:  Sorry.


MR. QUINN:  Navigant is going to undertake that.  Is that going to be something that it would be available to us before submissions?  Or are we to comment on the viability of that study in our submissions in January?


MR. CAIN:  Actually, I can answer this one.  This is Stephen Cain, Board Staff.


Yeah, the intention is that the report that would include the scenarios to be decided would be issued prior to the deadline for your submissions in January 15th, so that it would give you something else to contemplate when making your submissions.


MR. QUINN:  Okay, that is helpful, thank you.


MR. FRASER:  Well, thank you.  Now, let's move on to the next part.  As I said just before lunch, I hoped to use this session to talk about what -- based on what we have heard, what we thought might be the top issues that -- for us to consider.


Just to kick that off, I gave as an example gas supply planning and the issues around QRAM and whether -- so I was going to -- certainly over the lunch -- and we did meet with -- we did sit down -- Board Staff and the consultants did come up with actually a rather long list.


But since we don't have sort of the visual aid ready for you at the moment, I am going to read off a few of them and then start to invite you to add your contributions to that, and I will feed a few more as time permits.


So as I mentioned before lunch, one that has to be on the list is the gas supply planning.  I think that was certainly an issue identified in Enbridge's presentation, and it certainly was an interesting and somewhat contentious one after last winter, and the question of really what kind of principles, what kind of process there ought to be.


These are things that are normally considered -- have been historically considered separately in separate cost of services.  I am sure we have come up with rather just and reasonable solutions out of all of that, but it does seem to have somewhat of a common basis.


So whether we ought to be doing that separately and continue to do it in that way or whether there is value in combining it in some way is certainly something that I think we ought to be considering.


The second area is certainly something that was raised this morning, but -- and we have heard a little bit about it throughout -- is -- see, I will try to put this in a positive way.  There could be more transparency when it comes to natural gas markets, particularly in the operation of the secondary markets, that having a better understanding of that actually might be very useful to the Board and to others in trying to understand the way the system is going to evolve.


So it seems a lot of the products and services and adaptation that needs to take place actually needs to take place in these unregulated markets, but it is rather difficult, as a regulator moving in that space, to really understand what we need to do if we don't see how the unregulated part of this business is able to adapt.


So certainly having a way in which the Board can understand better what's going on in the secondary markets is certainly an issue that arose last winter or after last winter, when some of the large users, particularly, were feeling that they didn't really understand what had happened.


We have spent a good part of a good session yesterday trying to explain what happened last winter, but obviously something that's a little more transparent and a little more available in real time might be useful for market participants.


The third -- a third area, which obviously is a very big one -- and we talked about it a fair bit this morning
-- is simply trying to figure out what the -- there's identification of a need for a lot of additional infrastructure, which could be, as was described, either demand pull or supply push, moving Marcellus gas into Ontario, but also could potentially be moving it into other places.


And the question is really:  Okay, what's the OEB part of this?  You know, obviously a lot of the gas, the -- connecting Marcellus or Utica gas to Ontario is something -- is a gas pipeline that crosses borders, and obviously subject to NEB jurisdiction.


But there is obviously also a connection, in terms of inter-Ontario infrastructure.  I think we need a clearer picture of what that is and what additional that we need to do.


So those are my top three, anyway.  And so at this point, rather than continuing to go down the list, I would really like to invite some of you to add some things that are really important to you and you really think need to be considered.  So I will open up the floor at this point.


Mr. Quinn?

MR. QUINN:  Thank you, Peter.  I will just give one, because I want to, obviously, have some opportunity for different input.


And this will probably not surprise you or other people who have seen our submissions, but one of the reasons we asked about the Western Canadian Sedimentary Basin gas that's going to be impacting Ontario is our view that it may be time to look at an Ontario-based reference price for the commodity, so using Dawn as a reference price as opposed to Empress.


We believe there is some efficacy in doing that and there would be more transparency.  And further, as I put in our submission, that at the outset of -- in September, that we believe the utilities need some time to make adjustments to everything from their accounts through the communication to their customers to consider such change.


So, you know, I'm looking at this as a rebasing opportunity, if the Board were to consider that as being helpful to the Ontario market.

MR. FRASER:  Thank you.  Ms. Fraser?


MS. FRASER:  Yes.  In the last day and a half there was only one mention of the term "resilience," and I think that is something that's something that, both from a regulatory point of view as well as a societal point of view, that we have to be a heck of a lot more cognizant of relative to our energy supplies.


Weather extremes are definitely happening.  Global warming doesn't just meaning it is getting warmer every year; it means that there is a lot -- just significant change in weather patterns all over the place, which definitely have impacts.


And of course when we're in a room talking about weather, with people that are in the natural gas sector it's always about cold.


But, you know, the flooding, ice storms, so on and so forth, hurricanes have all had an impact both on gas and electricity across North America.


So in -- and prior to the ice storm in 1998 in Canada, that was the only -- that was the first time we cracked a billion dollars in insurance costs -- insurance payments, or payments from insurance companies.

In the last five years we've had over a billion dollars in damages, including one year that was over $3.7 billion.  So these aren't small numbers, and I think they need to be at least considered as we move forward.  And I don't think there's any gas customers that are not electricity customers as well.


And, you know, I could spend an hour on the whole issue of a fully integrated energy policy for the province, but -- or maybe they will just do a directive to repeal the laws of physics and thermal dynamics.  I don't know.


But we need to -- within that, and it is all tied to resilience as well, is we can tend to put gas here and electricity here, and at any given time we're rowing with one oar, which -- we know where that gets you, round on circles.


But we have to be looking at all fuels, and also ways in which -- techniques and tools for moderating what the swings, because it is obviously the swings that drive us crazy, right?  And put rates up.


So, you know, interestingly, when I first went to Enbridge to work and they talked about storage as a problem, and I'm coming from the electricity sector, I thought storage was an opportunity.


Clearly, I think, you know, discussions in the last two days, storage is an opportunity and we have potential for a lot more storage on the electricity side.


But we also have other moderating activities.  And again, these don't right now fall under the regulatory umbrella.  District energy, combined heat and power does, but from very, very narrow and specific things.  Solar thermal that is not just solar thermal for one house, but solar thermal on a broader base.  Same for ground service heat pumps on a subdivision basis, or the ability of neighbouring buildings to share heat loads, and so on and so forth, back and forth.


And we're used to the silos that -- so that, you know, I think, in terms of that resilience thing, that we need to be looking -- and not just looking at what the impacts are on rates, but the impact on costs overall.  I don't know if you will --


MR. FRASER:  I think both the resilience point you made and particularly the integration point -- which is something we're certainly trying to get at in different ways, but I thank you.


Ms. Girvan?


MS. GIRVAN:  Yes.  Just quickly, one of the things that came to my mind was the whole idea of what's the scope of the Board's role in gas supply sort of planning and approval.  I think it has always been, to me, a little bit unclear.  We have the QRAM process and what's the scope of issues in the context of the QRAM, and is it tight, is it mechanistic.


Then the utilities file rate applications with gas supply planning parameters.


So what's really -- I have always struggled with the Board's sort of role and oversight of the whole gas supply planning process.


And it's kind of always sort of carried along and the utilities have plans and it's, you know, looked at in the context of rate proceedings, and then they go ahead and we go through the QRAM process.  And sometimes issues pop out of that process that maybe are beyond scope.


So I think, going forward, it would be good to have clarity around sort of the Board's role in gas supply planning and approval of what the utilities are doing, and what's the scope of that.

MR. FRASER:  Okay.  Thank you.


Mr. Janigan?


MR. JANIGAN:  Just following up on Julie's point, I was thinking that maybe the overarching theme from the regulatory standpoint is:  What public interest aspects of gas supply are not being addressed by the market?

And that effectively, I think, is the Board's objective when it comes to gas supply.  Initially, we must look to the market to provide for various stakeholders, and the Board's role is to effectively try to make sure that that -- the way the market operates is in the public interest.


And I think that is sort of the overarching theme or scope of the Board's mandate.

MR. FRASER:  Okay.  Thank you.


Dr. Rahbar?


DR. RAHBAR:  Thank you.  I agree with your three, and I think you captured the discussions really well.


One more, if I may add.  It's enhanced inter-agency communication, perhaps -- and this "perhaps", my hopeful thinking, some regulatory agenda coordination.  That would hopefully prevent running around in circles.


MR. FRASER:  Okay, thank you, that was actually on my longer list, so...


Okay.  I will just check in with the phones again.  Is there anybody wishing to make a comment or question on the phones?


THE OPERATOR:  If you want to ask a question, please press star-1 now.


There are no questions registered at this time.


MR. FRASER:  Thank you.  So I will add a few more that we managed to come up with, and then we can discuss some more.


So one of the -- it is related to a couple of points people have made.  We have made reference in the last couple of days to a previous process, NGEIR.


I'm not sure if we need another NGEIR, but maybe we need some kind of process which mimics an NGEIR light, at least to have a better -- to keep better tabs on all the changes that are going on.


For example, it was news to me -- news to me of the process APPrO made reference to yesterday about -- with the gas-fired generators.


I think we are not keeping sufficient tabs on those kinds of things, whether the annual forums that we are introducing, gas-electric forums, and I think one is making a strong case of why those need to be back-to-back and not at different times of year, for example.


That why there needs to be more of an ongoing dialogue, or at least the Board can have a, even if it hasn't a specific regulatory role, at least a regulatory presence, so it has a better sense of what's going on in the market than it currently does.


So I think that might be another area of interest, and certainly something we would like to hear from you about.


One issue that the IESO had raised, which I think is certainly something that we should look at, is it raised an issue with respect to gas-electric coordination and information-sharing, and actually flagged the gas -- GDAR, Gas Distribution Access Rules, may be an impediment to that more effective sharing, certainly something that we are, with our increased reliance on gas-fired generation, that it is a very important thing from the gas and the electricity perspective, and is certainly something that I think we need to take a look at.


So further comments, further suggestions?  Ms. Fraser?


MS. FRASER:  I would like to pick up on Michael's point about the public-interest issues, and I think, as we see, you know, an expansion of the natural gas-fired generators, I think we need to be much more explicit about taking carbon into decision-making.  Not necessarily monetizing it, I don't want to get Ian all upset, but to take it into account in decision-making.  So I think the carbon needs to be considered.


MR. FRASER:  Thank you.


Mr. Wightman, sorry, did you have a comment?


MR. WIGHTMAN:  No.


MR. FRASER:  Sorry.  Mr. Mondrow?


MR. MONDROW:  Thanks, Peter.  I just wanted to pick up -- I think this is related to this discussion on the question you posed when Dr. Rahbar was up there on the dais before lunch about what the regulator might do to enhance its view.


So I just wanted to make a few comments.  I think this is in your list as well to some extent.


First of all, proactive activities like this one are commendable.  So people have said it before, but I think the Board and its staff deserves commendation for having this kind of gas market review refresh.


Related to that, I guess, is perhaps in a more formal way -- although not in a binding or precedential way -- is development of a view as an institution of where the Board would like to see the gas market end up.  We're in the middle of a time of change, and not so much that the Board should design the market, but what the Board is looking for, what principles should be addressed.


For example, access to new supply sources, in particular Northeast U.S. gas as a principle, you're not designing a market by, I would suggest, expressing a view that that would be beneficial to Ontario consumers.


You have just come through, you know, related leave-to-construct applications on the gas facilities, and I think that is embedded in the decision, but having that as kind of a Board policy directionally, I think, and everything related to that, might be of some value.


I think a third thing is to -- and I think, you know, the hearing panels in the combined Enbridge-Union leaves to construct did this already, but not having a reticence, indeed having an appetite for getting into the record of the proceeding for infrastructure in particular, what is happening elsewhere.


We spent a couple of days and I think some technical conferences as well on the settlement agreement.  Even though the Board doesn't have jurisdiction in respect of the settlement agreement, it was important, I think, to inform the hearing panel's view, it was important for parties to understand what was happening.  It removed a lot of mystery and angst that otherwise would have existed.


So I think an openness too in viewing the Board's own processes, even as narrow as in an application of the context in which that application is being decided, is commendable, and I think an invitation to that process for more information, better information, you know, to stop and take a broader view before returning to the approvals at hand I think is very healthy.


So again, to commend the Board for that, the hearing panel, in that instance, and to flag that as an area where the Board should be open and should kind of have a practice of doing that in appropriate circumstances, I think would be appropriate.


So that is kind of the main area.


The other thing I just wanted to -- and I should add that I think, you know, applicants and intervenors also have responsibilities in that respect.


I think applicants should be expected by the Board to bring in that context to their applications, and I think they do, by and large, but the Board shouldn't be hesitant to ask for more of that.  There is authority to require evidence on a topic that the hearing panel thinks is important.


And I think intervenors as well should ask appropriate questions about context, and those questions should be countenanced, and again, in that joint -- in the combined process the hearing panel was quite open to that.  I thought that was very helpful.


The second and unrelated and much narrower point I wanted to raise, which IGUA has put, actually, in its comments about scope for this process, is whether there's any wisdom or utility in exploring the reference price for QRAM purposes, given that we're sourcing so much more gas now from Dawn.  We had some discussion yesterday about the disconnect between Dawn pricing and other pricing, or what I viewed as a disconnect, anyway.


And so we haven't talked about that, and really, I just want to leave that question on the table.  It may be that the distributors have a view about whether that makes any sense or not, and perhaps it doesn't.  Maybe the Board Staff does.  But I just wanted to add that to the list to, at some point, have some feedback on.


MR. FRASER:  Thank you.  Dwayne, sorry.


MR. QUINN:  Sorry, Peter.  This may be captured in what you had said.


As you went from NGEIR light to, you know, barriers that may be endemic in GDAR, I was thinking of STAR, because STAR was part of that proceeding, and certainly we had some submissions in terms of, how is NGEIR as it relates to storage working for the Ontario market.


Obviously, you know, from resilience through to the ability of generators to get what they need on a timely basis, it is all good.


So as long -- if that was incorporated in it, I think that that would help to make sure that we see it holistically, and there are aspects of another rule out there that could be considered at the same time.


MR. FRASER:  Well, yes, thank you for that suggestion.


Okay, Marion.


MS. FRASER:  I always like to fill gaps.


Clearly the promise of cheaper gas from Marcellus and other places south of the border, you know, is kind of an exciting thing, and -- but in many ways it is kind of the flip side of the regulatory focus on rates, rather than bills.


And leading-edge representatives of my clients have used energy management to cut their energy intensity in half, and clearly, you know, we want to see that go right across the whole building sector in Ontario.


And it would be, you know, the -- I think twice we had some references about the  chemical industry in the U.S. just taking off compared to here in Ontario, and it would be interesting to look at not just the input costs, in terms of energy, but the productivity of energy use, you know, and has that had any impact on the expanded investments.


MR. FRASER:  Well, you know, certainly --


MS. FRASER:  Which has been kind of frozen here in Ontario in the last four years.


MR. FRASER:  Well, certainly the question of -- the broader question of the DSM role is -- not just in individual customers saving energy but in investment in the sector, was something that was flagged in the GTA decision, and something that we are incorporating as part of our conservation first approach.


Just one last check on the phones.

THE OPERATOR:  If you have a question, please press star-1 on your telephone keypad.


There are no questions registered at this time.

MR. FRASER:  Okay.  What I think I would like to do at this point is to -- well, first of all, to tell you what we're going to do with the information that we've got here.


I've gone through a list of key issues we'd identified, or at least most of them, and have also got the issues that we heard this afternoon.  We're certainly going to compile -- we're going to compile that list and to make it available to you in the next few days as part of the output from this conference.


And that will certainly be something that you can refer to, and you may wish to -- may wish to refer to as part of your written comments, which, as we've said before, are due 15th of January.


As we mentioned -- as you heard in response to the question, Navigant will be doing further work, analytical work of other scenarios.  We intend to have that ready and in your hands before the 15th of January deadline.  So that may be useful to you in terms of -- again, in terms of preparing your written comments.


It's been -- well, at least sitting from where I've been sitting -- it's been a long day and a half.  I very much appreciate all the work that's gone into this by all of the presenters, by those of you asking questions, by my colleague Stephen Cain, who has done a lot of the hard work that it does to organize this event, by our consultants at Navigant, and by Teresa, who has taken our words down faithfully and will have available for your reading enjoyment.


I did get the first 150-page draft of the first day last night to go over, and it really did have a lot of very interesting things.  And certainly I learned a lot from yesterday, as I have today.

So on behalf of everybody, everybody at the Board and everybody here, I would like to thank you for participating in this Natural Gas Market Review Stakeholder Conference.


And with that, we are adjourned.

--- Whereupon the conference concluded at 2:45 p.m.
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