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Tuesday, December 15, 2015
--- On commencing at 9:30 a.m.

MR. MILLAR:  Anybody listening in on the phone?


Good morning, everyone.  I think we will get started.


This is the technical conference for EB-2015-0179, Union Gas's community expansion project.  The scope of the technical conference today is for the policy and finance-type matters related to the application.  It is not to hear questions about the individual leave-to-construct projects themselves.


My name is Michael Millar.  I am counsel for Board Staff.  With me today is Khalil Viraney to my left.


Why don't we start with appearances.

Appearances:

MR. KEIZER:  Charles Keizer on behalf of Union Gas, and with me is Mr. Mark Kitchen.


MR. QUINN:  Dwayne Quinn on behalf of FRPO.


MR. MONDROW:  Ian Mondrow, counsel for the Industrial Gas Users Association.


MS. FRASER:  Marion Fraser representing BOMA Toronto.


MS. BRAZIL:  Good morning, it is Laura Brazil on behalf of the CPA.  Also with me is Andrea Labelle and Gerry Gobbie.


MR. GARNER:  Mark Garner, consultant with VECC.


MR. WOLNIK:  Good morning, John Wolnik with -- representing Northeast Midstream, and with me is Joshua Samuel, president of Northeast.


MR. BUONAGURO:  Michael Buonaguro, counsel for Consumers Council of Canada.


MS. GIRVAN:  Julie Girvan, Consumers Council of Canada.


DR. HIGGIN:  Roger Higgin for Energy Probe with Brady Yauch.


MR. RUBENSTEIN:  Mark Rubenstein, counsel for the School Energy Coalition.


MR. GORDON KAISER:  Gordon Kaiser (inaudible) and with me is Brian (inaudible).


MR. MILLAR:  Make sure your mic is on, Mr. Keizer.


MR. GORDON KAISER:  Gordon Kaiser for EPCOR Utilities, and with me is Brian Rivard.


MR. MILLAR:  Thank you.


MR. RODGER:  Mark Rodger, counsel for the Municipality of Kincardine, Municipality of Arran-Elderslie, and the Township of Huron-Kinloss, which is known as the Southern Bruce Group.


MR. MILLAR:  Thank you, Mr. Rodger.


Mr. Keizer, maybe I will turn it over to you.  I understand there is a short preliminary matter and you could introduce your panel as well.


MR. KEIZER:  Maybe I will ask the panel itself to -- starting first with the panellist closest to me -- to introduce themselves and also their title, and then we will just deal with a short preliminary matter.


MR. SIMPSON:  Good morning, David Simpson.  I'm the vice-president for the sales and marketing and customer-care group at Union Gas.


MR. OKRUCKY:  Good morning, I'm Jeff Okrucky, and I'm the director of distribution marketing at Union Gas.


MR. HOCKIN:  I am Dave Hockin.  I'm manager of strategic development.


MS. MIKHAILA:  Good morning, Amy Mikhaila, manager of rates and pricing.

UNION GAS LIMITED -- PANEL 1

David Simpson


Jeff Okrucky


Dave Hockin


Amy Mikhaila
Preliminary Matters:


MR. KEIZER:  Thank you.  So the preliminary matter was, yesterday Union filed an update to the evidence with a clarifying letter, and I just would ask Mr. Okrucky just to speak to that now, just to give an overview as to what the nature of the update was, and then the panel will be available for questions.


MR. OKRUCKY:  Thank you.


Yesterday we did file an exhibit -- or an update to Exhibit A evidence, and there are two primary things that we were addressing with that update.


The first one was that the project to service the Walpole Island First Nation has been withdrawn from the proposal, and the reason for withdrawing that project from the proposal was that the First Nation has made a decision to pay aid to construction, which has been supported by a federal grant to enable the project to proceed under EB-0188, so there is not a need for that project to be included in our proposal.


The second is that Union has refined the cost estimates for the potential Kincardine area and Ripley area projects which are shown in Appendix D in the table in lines 29 and 54.


The Kincardine project costs have been reduced from about 81 million to $66 million and the Ripley area project costs have been decreased from 26 million to $22 million.


The Kincardine project appeared feasible at a PI of .4, so the change in cost for that project and combination with the withdrawal of the Walpole Island project would reduce the potential capital spend of Union's broader community expansion program from about 150 million to about $135 million.  So that's been reflected in a number of locations in Exhibit A.


The reduction in program spend would also reduce the revenue requirements and cost allocation, as well as the bill impacts for the potential 29 projects that remain.  So as a result of that, Appendices J, K, L, and M have been updated accordingly.


Union also updated or corrected several errors in the table at the front of Appendix D related to the Hornby project economic feasibility, which is on line 11, and a typographical error for the Lambton Shores project, the natural PI for that project on line 3, as well as the potential customers for the Kincardine project on line 29, and of course the costs for those two projects that I mentioned earlier, the Kincardine area project and the Ripley project.


And lastly, one additional project, Mohawks of the Bay of Quinte is occurring this year as the Bay and council has come up with aid to construction, so that project again will proceed this year under EB-0188, so it's been stricken from Appendix D.


MR. KEIZER:  Thank you, Mr. Okrucky.  So Union's panel is available for questions related to the technical conference.


MR. MILLAR:  Thank you, Mr. Keizer.  We had only had the most hazy of discussions of order, but unless somebody really needs to go first, Mr. Wolnik has volunteered to go.  Not seeing anyone, over to you, Mr. Wolnik.

Examination by Mr. Wolnik:

MR. WOLNIK:  Good morning, panel.  I am representing Northeast Midstream, and I do have a few questions for you on some of the interrogatory responses.


I wonder if it is possible to pull up Northeast 3, Chris.  I don't know whether you are on the machine or not.  I was looking for the response to (e) in that question.


So I think you indicate in this response that there are no upstream reinforcement costs for the four projects, and I just wanted to understand what you meant sort of precisely by "reinforcement" in this context.


MR. OKRUCKY:  By "reinforcement" we're referring to the upstream system, which would be upstream of the point of connection, and for those four projects there is no need to increase the capacity at that point of connection which, if we had to increase that capacity, we'd have to perform some kind of construction upstream of that connection, increase line size or looping or something of that nature, but that's not required for these four projects.


MR. WOLNIK:  And would that be over the full growth cycle of these projects?


MR. OKRUCKY:  That would be over the ten-year forecast period.  In other words, we could attach the ten-year forecast without having to reinforce the upstream system.


MR. WOLNIK:  So if there is any further growth beyond the ten years, that may or may not require reinforcement; is that correct?


MR. OKRUCKY:  It may or may not, correct.


MR. WOLNIK:  Okay.  So you're relying strictly on existing capacity in the system, then, I take it?


MR. OKRUCKY:  Correct.


MR. WOLNIK:  All right.  And does that include -- the reinforcement, does that include reinforcement of the Dawn to Parkway system as well, or is it just the systems between the Dawn to Parkway system and the city gate station?


MR. OKRUCKY:  I'm just trying to understand your question, Mr. Wolnik.  You're trying to differentiate Dawn Parkway from the rest of the upstream system or the --


MR. WOLNIK:  That's correct, yes.


MR. OKRUCKY:  Yes, I'm not aware that there is any need for reinforcement on Dawn Parkway related to those four projects.


MR. WOLNIK:  Okay, thank you.


In Exhibit A, tab 1, Appendix B on page 2 you talk about the rolling profitability index and also the investment portfolio.  You're welcome to bring it up.  I'm not sure we need to.


My understanding is these are -- one of the reasons that these are used is that they're intended to also include a forecast of normalized reinforcement costs.  Is that true?


MR. HOCKIN:  Yes.


MR. WOLNIK:  Okay.  Can you tell us how you calculate normalized reinforcement costs, then?  Maybe say what they are, first.  Perhaps that would be helpful for...


MR. HOCKIN:  Sure.  What we've done over, I'm going to say ten years, and it may be 20, but for a long period of time, is that we've been tracking the reinforcement projects as they've been applied, as they have been installed, and we essentially amortize those over either ten or 20 years, and so we have kind of a running total, if you will.


So for projects that were put in that had ten years, the eleventh year they would have fallen off the supply.


MR. WOLNIK:  So these -- would these reinforcement projects be associated with any specific project, or are they just a reinforcement project in general required to beef up the capacity into an area?


MR. HOCKIN:  Generally they would be the -- I hate to say "generally" twice -- generally they would be the general reinforcement, and they're not attributed to specific projects when those projects have been done over the years.


MR. WOLNIK:  Can you tell us what those have been over the last period of time?  Maybe that is easiest to be done by way of undertaking, what they've been annually over the last five years for each of the north and south areas.


MR. KEIZER:  Just to clarify, are you referring to individual projects, or every element of reinforcement?  What exactly are you asking for?

MR. WOLNIK:  I am just trying to get an understanding of what these reinforcement costs are, in aggregate.  I am not looking for specific -- any specific project, but in aggregate.  I'm trying to understand what the magnitude of these reinforcement costs are.

MR. HOCKIN:  Is your question how much has been -- my words, charged to the rolling PI year by year over the last five years?  Or are you looking for how much in the way of so many millions of dollars were spent in year one, and so many millions of dollars were spent in year two, year three?

MR. WOLNIK:  I guess I don't really understand these normalized reinforcement costs particularly well, so perhaps what's been charged to the -- I guess to these indices might be helpful.

MR. HOCKIN:  Okay.  I can provide the figures -- I will take a look and see the data I have, and provide some relevant figures as to how much the rolling reinforcement costs are within the rolling portfolios that we've been using over the last few years.

MR. WOLNIK:  That would be both of them, or just the rolling PI?  Or are they different?  Maybe that is a better question.

MR. HOCKIN:  I don't believe they are different, but I would need to go and -- I don't do the work personally, so I would need to do a check on that.

MR. WOLNIK:  Okay, that would be helpful.  Thanks.  Thank you.

MR. KEIZER:  Sorry, I know you were working with the phone, but --


MR. MILLAR:  Did I miss an undertaking?

MR. KEIZER:  Probably.

MR. MILLAR:  JT1.1.  Mr. Wolnik, could you give me the ten-word summary?

MR. WOLNIK:  To provide the normalized reinforcement costs over the last five years that have been charged to the indices.
UNDERTAKING NO. JT1.1:  To provide the normalized reinforcement costs over the last five years that have been charged to the indices.

MR. MILLAR:  Thank you.

MR. WOLNIK:  Is it fair to say that both the profitability -- rolling profitability index and the investment portfolio index, that they're intended to be greater than one to cover off, perhaps among other things, these normalized reinforcement costs?

MR. HOCKIN:  Not for purposes of the normalized reinforcement costs, no.

MR. WOLNIK:  Among other things?  Is it one of the things that's taken into account?

MR. HOCKIN:  It is one of the elements that is included.  The normalized reinforcement costs is, if you will, a burden in addition to the individual projects that are added to the portfolio each time.

MR. WOLNIK:  Yes, okay, thanks.  And can you tell us what the rolling PI and IP has been over the last five years as well?

[Witness panel confers]


MR. HOCKIN:  In our evidence, there is a couple of tables that show what the rolling average has been for the last three years, and that is in table 4, tab 1, page 32 updated.

It shows that the average for the most recent three-year average for the rolling PI is 1.48.  There you go.

MR. WOLNIK:  Okay, thank you.

And were there any -- any of these normalized reinforcement costs included in any of the economics for either of the four leave-to-construct projects that you have applied for, or the broader group of 30 projects?

MR. HOCKIN:  No.

MR. WOLNIK:  Can you explain why they would not have been included?

MR. HOCKIN:  They haven't been built.  The reinforcement costs, the normalized reinforcement costs are added to the rolling portfolio at the time the project goes into service.

So, if you will, once a year, so to speak, we add the reinforcement costs to the portfolio, to the aggregate, and then we add the individual projects as we go through the year.

MR. WOLNIK:  Okay, thank you.

When you looked at these projects, and I guess the four in particular, did you take into account any additional costs that may have been incurred above WACOG to service these customers?

MR. HOCKIN:  No.

MR. WOLNIK:  Okay.  Did you look at the gas costs at all for any of the projects?

MR. HOCKIN:  As it relates to project economics, no.

MR. WOLNIK:  Okay.  Did you look at it for other reasons?

MR. HOCKIN:  There's interrogatories that we responded to on the basis of the stage 2 energy cost savings.  So in that context, there is a gas cost associated with that.

MR. WOLNIK:  And at Northeast 3(g), we had asked for a copy of the DCF model, and I think you expressed some concern on the complexity of the model.

Can you just explain what is so complex about it, and why you haven't been able to provide that?

MR. HOCKIN:  As noted, it has never been provided.  Also as noted, it is not used just for this particular purpose.  It's a very large model that has been built over -- I'm going to say twenty years.

So there's a lot of entanglements tying that whole thing together.  In order to do something, we would have to untangle multiple spreadsheets and then reprove the calculations, et cetera.

So that's kind of some of the technical pieces behind it.

Separately, though, in order to properly assess the cash flows on it, you really need to be able to be familiar with the model itself, and you need to have a reasonably good financial background to do so.

I am concerned with any proposition that says we should put out Union's DCF model.  As you've seen in this hearing, we did provide a couple of live spreadsheets that become something available to everyone, and once the DCF model is out there, it would be expected and could be used for any application Union might have for any purpose.

And that puts Union in a corrective mode, if you will, to try and find if an intervenor would be to operate the model with their own assumptions, and puts us into a mode of trying to identify errors or logic problems associated with it.

So we're not prepared to file that for a number of reasons.

MR. WOLNIK:  Okay, thanks.  In FRPO 1, you had provided capital cost estimates to UCNG and CNG compressors and CNG trailers.

I don't know, Chris, if you could bring that up as well?  Thanks.

Does Union see in this situation they would own these facilities itself, or seek to acquire these in a competitive market?

MR. OKRUCKY:  For the CNG investigation that we undertook, we assumed that the capital assets would be in rate base.  But what we're really trying to do with that analysis was compare what would be a cheaper or a more economical proposition for servicing these communities.

And it was pretty clear, in the case of the four projects that we've put forward, that CNG was much more expensive than pipeline supply.

MR. WOLNIK:  You didn't request any bids, I take it, then from existing CNG providers?

MR. OKRUCKY:  No, we used a consultant who provided data, Ry Smith, and his information was used, as well as information that we're aware of from other locations where CNG has been put in and -- into place, for example, on the east coast.

MR. WOLNIK:  Okay.  If these services were available and it was a better option than a pipeline, are you opposed to purchasing those services in the marketplace rather than building your own?

MR. OKRUCKY:  I would say not necessarily opposed.  You would want to consider the broader nature of the project and all the implications associated with that.

There are other issues related to CNGs.  For example, reliability is a concern.  We have one large customer who is using CNG who has had to go to alternate fuel a number of times over the course of each winter as a result of winter road closures, so we did not try and price-in, in our analysis, anything related to security of supply.

So you have got to take the broader picture into play and do an analysis on that basis.

MR. WOLNIK:  And if you were to include it, if you were to purchase these in the marketplace, how would you treat the costs of the delivered product?  Would that be a WACOG item, or would you sort of split that up into some sort of facility and gas cost?

MR. OKRUCKY:  We hadn't made any decision on that, because it was clear that there was -- in the case of these four projects, CNG was more expensive.

So we didn't go down the path of how you would treat different components of the costs from a regulatory perspective or anything like that.

MR. WOLNIK:  Okay, if we could look at Northeast 1 for a minute.  You indicated that you evaluated both CNG and LNG for Milverton.

Can you -- and you did provide some information.  Did you also look at that for the other, I guess three leave-to-construct projects as well?

MR. OKRUCKY:  Sorry, Mr. Wolnik, we did not consider LNG for Milverton.  When we were looking at the LNG alternative it was for the largest project that we had on our list, which was the Kincardine and Ripley projects in combination.

MR. WOLNIK:  Oh, I see, okay.

Can you provide sort of a table -- tabular comparison of the options that you looked at for the various projects that compare it sort of by attribute?

MR. OKRUCKY:  Can you help me better understand what you are looking for?

MR. WOLNIK:  You provide information on some of the capital costs and operating costs and reliability.  I mean, those are some of the attributes that you identify in looking at the various options.

What I was wondering, could you summarize those various attributes in a table that kind of shows those side by side, for whatever projects you looked at these alternative supplies for?

MR. OKRUCKY:  Yes, yes, I could.

MR. WOLNIK:  Thank you.

MR. MILLAR:  That is K1.2 -- or, pardon me, JT1.2.
UNDERTAKING NO. JT1.2:  TO SUMMARIZE THE VARIOUS ATTRIBUTES IN A TABLE THAT KIND OF SHOWS THOSE SIDE BY SIDE, FOR WHATEVER PROJECTS YOU LOOKED AT THESE ALTERNATIVE SUPPLIES FOR.

MR. WOLNIK:  And coming back to this reliability issue for a second.  You talked about the reliability of -- being a factor, I guess, in terms of both CNG and LNG.

How would you evaluate the reliability of those various fuels compared to a pipeline?

MR. OKRUCKY:  I think the major issue is that you've got to get the fuel to the station at the edge of town, or the distribution site at the edge of whatever community it is.

So how you get it there, pipeline is the most reliable option, and if you're using -- hauling it by truck or train or anything like that, then you may have issues related to reliability.  In some cases it might be weather-related or it might be road closures for other reasons and that kind of thing.

So that's the concern related to reliability.  We have a very high reliability factor with pipe-well supplying communities across Ontario, and we would be very concerned if we could not maintain high levels of reliability for firm general service customers.

MR. WOLNIK:  And did you look at sort of ways of accommodating the reliability aspects of these other fuels?  Building and local storage as an example.

MR. OKRUCKY:  Yes.  We did not price it out, Mr. Wolnik, because the prices just for a base CNG or LNG were higher than a pipeline supply for these communities, but we did consider, for CNG you could use a propane-air mix storage locally, and for LNG you could have LNG storage locally as well, but we did not try and price those in.

MR. WOLNIK:  Okay, thank you.  And Union indicated that the supply and O&M costs for the LNG supply would be about $1,500 higher annually than under sort of a regular supply option.

Can you provide more detail on that $1,500, how you came to that?

MR. OKRUCKY:  Yes, for LNG?  Is that --


MR. WOLNIK:  Yes.

MR. OKRUCKY:  Yes, there are a number of costs that you incur for LNG related to operation of the liquefaction plant, as well as electricity to run that plant, and for the project for Kincardine and Ripley we had estimates of about $460,000 a year for electricity and 300 -- sorry, $345,000 a year for maintenance, and about $600,000 a year for personnel.

And then on top of that we had shipping costs, because you've got to truck the LNG from the liquefaction plant to the vaporization site, and those costs were about 1.5 million a year.  So all those costs I just gave you were annual costs.

MR. WOLNIK:  So can you -- would it be possible to get an undertaking just to kind of break out those costs and show how you arrived at the unitized costs here of $1,500?

MR. OKRUCKY:  I think what I could do with that is I would roll those costs, itemized costs, into the previous undertaking.

MR. WOLNIK:  Perfect, yes, that would be great.  Thank you.

How did you take scalability into account for these -- comparing these various fuel alternatives?

MR. OKRUCKY:  Can you just explain your term "scalability"?

MR. WOLNIK:  Well, just in terms of -- you presumably designed a pipeline for some period of time.  That's got a fixed cost regardless of the number of customers that would be served.  Some of these other fuels may be more scalable. You could actually build them out as the demand -- as demand occurred.

So what I am wondering is, did you take that into account when you evaluated the -- I guess the suitability of these other options?

MR. OKRUCKY:  For the four projects, no, we did not.  We do recognize, though that for example a CNG compressor could be used to supply a number of towns, and then you would need a decanting station at each of the town borders.

So we recognize that there are some situations where CNG or LNG may be a better option.  Those are likely in the more remote areas of the province where you are a much longer distance from the existing pipeline system.

MR. WOLNIK:  Thank you.

Thank you, those are my questions.

MR. MILLAR:  Thank you, Mr. Wolnik.

Before we go further, during appearances I neglected to check on the phone.  Is anyone listening in?

MR. AIKEN:  Yes.  Randy Aiken, LPMA.

MR. MILLAR:  Thank you, Mr. Aiken.  Anyone else?  Okay.

MR. McKAY:  I am here for (audio dropout).

MR. MILLAR:  Okay.  We have -- Neil Mckay is here for Northern Cross.

Okay.  Who would like to go next?  Volunteers?  Anyone at all?  Are we done?  Mr. Rodger.
Examination by Mr. Rodger:

MR. RODGER:  That is what you call being volunteered.

Panel, perhaps I could start, and it really goes to try to clarify the total new costs of the whole 30 projects and how the various contributions you've talked about kind of line up to make sure I've understood this correctly.

So I gather from your update this morning that the total new estimated costs for all 30 projects is 135 million?

MR. OKRUCKY:  Yes.  It's 135, but it is now 29 projects.

MR. RODGER:  On 29 projects, yes.  And as I read your evidence, it seems like the contributions are going to come from three big buckets.  So there's the temporary expansion surcharge, which I take it to be 68 million?  If it's helpful, you might want to go to Board Staff interrogatory 1.

Maybe I could just set up the question and then you can speak to it.  But the three buckets that I identified were this temporary expansion surcharge number 1.

Then there is an additional contribution that's going to be expected from new expansion customers.

And then thirdly, there is the incremental tax revenue.  And that's what I wanted to clarify in each on those three points.

So for the temporary expansion surcharge, if I look at the Board Staff interrogatory 1, I read that evidence to be that the rate impact for the average residential customer will be between one to four dollars a year.

And in total, that should generate $68 million.

MR. HOCKIN:  That's incorrect.

MR. RODGER:  That's incorrect?  Okay.  Maybe you could help me with that first, please.

MR. HOCKIN:  The $68 million as calculated in that sheet is the net present value of the project.

So that is, if you will, the amount that is coming from existing customers.

MR. RODGER:  Hmm-hmm.

MR. HOCKIN:  Existing and the new customers that are added at that point in time as well.

MR. RODGER:  So that includes both the, if you like, this one to four dollar charge that other of your customers will be paying, and then any new contributions from new customers?

MR. HOCKIN:  No.  That's not -- also not correct.

MR. RODGER:  Okay.

MR. HOCKIN:  I think I have something.  Just let me check.

Maybe as an example, we can turn up LPMA 14 -- sorry, I apologize.  Energy Probe 14, and we're going to the attachment number 2.  All right.

So this is not the 29 projects, but this is the four projects and this is really the composition of the revenue streams, if you will.

MR. RODGER:  Hmm-hmm.

MR. HOCKIN:  There is a revenue stream associated with the customers connecting, and I will call that revenue based upon current rates, if you will.

Then there is a revenue associated with the TES, temporary surcharge line.  There is a revenue associated with the tax, and then the balance would come from existing customers.

The figure of 68 million is more akin to that fifth line, which is the shortfall after all of the other collections.

MR. RODGER:  I see.  And that item, in Union's -- the way Union views this, that really should be considered aid-to-construct money?

MR. HOCKIN:  No.  No.

MR. RODGER:  No?  So those monies, they don't go into Union rate base presumably?  Or do they?

MR. HOCKIN:  That money is not rate base.  The investment itself is the rate base.  So in simplistic terms, rate base would be approximately $135 million.

MR. RODGER:  Yes.

MR. HOCKIN:  There would be revenue that would offset certain of those costs; the normal revenue, the TES, the ITE.  And at the end of the day there would be a shortfall, and the shortfall would be, based upon that prior number, $68 million.

MR. RODGER:  I see.  And so that's the shortfall, number 5.

In terms of the number 3, ITC collected from municipalities then, can you give me a ballpark of what that revenue stream or percentage represents in overall distribution revenue?

MR. HOCKIN:  If we turn up the attachment to LPMA 16, there is a set of figures there for the thirty projects, showing the TES down at the bottom line, the TES and the ITE contributions.

MR. RODGER:  Sorry, could you just scroll up again on that screen?  I just want to see -- I see.

So the middle column is the ITE specifically?

MR. HOCKIN:  Correct.

MR. RODGER:  If we scroll down to see the total, so basically $4.6 million.  Okay.  From that I can figure out the percentage, thank you.

And on the earlier interrogatory response, the -- and this comes from Board Staff interrogatory 5, you also talked about a potential contribution and, depending on where costs landed, some customers may pay in excess of $500.  Do you remember that Interrogatory No. 5?

I am just wondering which line that, if you like, that additional customer contribution, where I would find that in that group of five items.

MR. OKRUCKY:  The context for this IR was that if we had a community where there was a requirement of $500 or less, we said we wouldn't use the TES for that, that we would just collect that $500 direct from those customers when they attach.

MR. RODGER:  I see, okay.  If I could ask you briefly -- and you mentioned this this morning -- that you're removing the Walpole Island First Nation from this application.

I believe the reason was because they were going to get now federal funding; did I have that correct?

MR. OKRUCKY:  Yes, that's correct.  They've received federal funding, and they've made a contribution on their own as well to meet the CIAC requirement, the aid-to-construction requirement.

MR. RODGER:  Are you able to tell us, Mr. Okrucky, which federal program is that that they're eligible under.

MR. OKRUCKY:  I'm not aware specifically of which federal program it was.  I'm sorry, I didn't ask.

MR. RODGER:  Do you know how much money they received from the federal government?

MR. OKRUCKY:  It was over half a million dollars.

MR. RODGER:  Half a million dollars.

Now, the other question I had is in various parts of the evidence, you make reference to the province's 230 million dollars that it announced last year.

And are you aware, is there any linkage between that $230 million that the province announced and other federal programs?  Or is your understanding that that $230 million is strictly a province of Ontario initiative?

MR. OKRUCKY:  At this point, as far as I am aware, it is strictly a province of Ontario initiative.

From a federal perspective, municipalities can apply for funding under different federal programs, but there is no linkage that we're aware of for that.

MR. RODGER:  Okay, thank you for that.

And in CCC 16, and this links to this provincial funding, you said that it is Union's understanding that an applicant for expansion projects would need to exhaust any available regulatory flexibility before they would become eligible for provincial funding.

And also in further response to Canadian Propane Association, and the reference is number 11, you said -- and I will just wait until that gets pulled up -- in the response on page 2, you said that Union would not be pursuing this proposal, i.e. these 30 expansions, in the absence of Ontario government direction to further expand natural gas service.

I am just wondering if, for any reason, your proposals are not approved by the OEB, does Union then go to the province and try and access this $230 million for these 30 projects?  And/or do you go to the federal government and see if there are any federal funds that you could also potentially access?

MR. SIMPSON:  The reference to the funding program that's under construction, I think, is intended really to, in my words, bolt onto the exact type of application we're bringing forward.

In that, I mean that I think it is very clear that the Energy Board and the ministry were looking for proposals just like this, to try and leverage flexibility, regulatory flexibility and other means.

And then once that's exhausted, then there could be further communities that could secure connection to gas service through a program like the Ontario government is providing.

MR. RODGER:  I guess my question, though, Mr. Simpson, is if in the -- if at the end of the day the Board does not approve the approach you put forward, there's $230 million of provincial funding being announced, maybe there is additional federal money.

If the cost is now 135 million for all the projects, the provincial funding alone could satisfy at least your 30.  And I'm just wondering, is that something that Union, is that -- or in other words, or if you don't get these approvals, are all 30 projects just dead in the water and Union won't proceed with them further?

MR. SIMPSON:  Well, in the context of our proposal here that is in front of the Board, without approval of the metrics that we have put in, we would not pursue these projects.

I think there is a secondary point you are making, which is under an assumption that nothing was approved, but money from the province was available, then what?

We really haven't explored that because the government hasn't started to even drill into the criteria of that funding.

MR. RODGER:  Right.

MR. SIMPSON:  Which I think is by design.  I think they're looking for proposals just like this to happen first.  I think in the Minister's words this is the first step.

MR. RODGER:  Hmm-hmm, okay.  I just have one final question.  It is Southern Bruce interrogatory 2, number 2.  Here is a question we had asked you again about the incremental tax revenue.  And as part of your response you described your expectation that the municipality in question would sign a commercially-binding agreement with you to deal with this, if you like, rebate.  They collect the tax and then they return it to Union.

I'm wondering if you are at the point where you have developed that form of commercial agreement, and if so, if you could provide us with a copy.

MR. OKRUCKY:  We haven't developed one yet, Mr. Rogers.

MR. RODGER:  Okay.

MR. OKRUCKY:  That would be an early step, pending approval of our proposals.

MR. RODGER:  Is it your expectation at this time that that form of agreement would need to be approved by the Board?  Or is that approval not necessary?

MR. KEIZER:  At this time we don't think we need to get approval for it.

MR. RODGER:  Okay.  All right.  That's -- those are my questions, thank you very much, panel.

MR. MILLAR:  Thank you, Mr. Rodger.

Mr. Kaiser.
Examination by Mr. Gordon Kaiser:

MR. GORDON KAISER:  (microphone not activated)

MR. MILLAR:  Your microphone, Mr. Kaiser.

MR. GORDON KAISER:  Is it on?  I just want to follow up gentlemen, ladies, with the question that Mr. Rodger was just taking you through, and this is the -- going back to Board Interrogatory No. 1 and the 68 million.  I understand the 150 million for the total project is now 135, and that is largely due to a reduction in cost at Kincardine; correct?

MR. OKRUCKY:  Yes, Kincardine would be by far the largest piece of that, yes, that reduction.

MR. GORDON KAISER:  And what is the cost allocated to Kincardine currently?

MR. OKRUCKY:  66.25 million.  From Appendix D.

MR. GORDON KAISER:  Correct.  The total number of customers on interrogatory 1 -- this is Board interrogatory 1 -- was, if I am reading it correctly in the last paragraph, 18,400 customers.  Is that still the case?

MR. OKRUCKY:  That's the number of potential customers in the areas covered by the 29 remaining communities.

MR. GORDON KAISER:  Right.  And how many of those are in Kincardine?

MR. OKRUCKY:  8,331, on line 29 of Appendix D.

MR. GORDON KAISER:  Thank you.

Now, the question the Board put to you was -- and this is (a) -- if there were no contributions from existing customers, how much would you have to raise to make up for that, essentially, and you initially said 68 million.

What's that number now?

[Witness panel confers]

MR. HOCKIN:  To the best of my knowledge, the 68 million is the number after the reduction for Kincardine.

MR. GORDON KAISER:  So the number is still 68 million?

MR. HOCKIN:  My understanding is the interrogatory was answered on the basis of having the updated information for Kincardine --


MR. GORDON KAISER:  Oh, I see.

MR. HOCKIN:  -- so it didn't change, so to speak.

MR. GORDON KAISER:  All right.  Thank you.

Now, the 68 million, this is the two dollar a month charge that all existing customers pay?

MR. OKRUCKY:  It would be far less than two dollars a month.  The two dollars a month was based on access to more than just the 29 projects that would include potentially some provincial funding of some kind as well.

So it was -- the two dollars a month was a ceiling that we were setting for a broader program.

MR. GORDON KAISER:  All right.  But let's assume it is 68 million.  Let's assume this was based on the update that we just got today.

What is the average cost per customer going to be to get that 68 million?  There must be a number.

[Witness panel confers]

MR. HOCKIN:  Just to put this in -- the reason why we're conferring is that there is two different time frames when you're speaking of these numbers.

So the 68 million is the net present values, the number on a cash-flow basis after the 40 years.  Elsewhere in the evidence there are a number of different locations where the costs per customer as of 2018, kind of a near-term look at it, is provided in the evidence, and that's two different sets of numbers.  We don't have a number that would correspond to the 68.

MR. GORDON KAISER:  The 68 million is, though, what you need to raise from existing customers, correct or not?

MR. OKRUCKY:  The 68 million would be required to -- for those 29 projects to achieve a PI of 1.0.  But our current rolling project portfolio has a PI far in excess of 1.0.  So it generates an NPV -- I think the three-year average was $14.6 million a year, positive NPV, from that rolling project portfolio, so there would be an offset to the $68 million because of that positive NPV rom other growth.

MR. GORDON KAISER:  All right.  Well, let's bring it down to Mr. and Mrs. Front Porch level.  You're going to charge existing customers something on their bill for this purpose; i.e., to expand gas service into other territories.  Am I right so far?

MS. MIKHAILA:  Yes.

MR. GORDON KAISER:  There is going to be something on the bill.

MS. MIKHAILA:  Yes, there will be.

MR. GORDON KAISER:  And there will be a dollar figure there.

MS. MIKHAILA:  Yes.

MR. GORDON KAISER:  What will it be?

MS. MIKHAILA:  For the 29 projects --


MR. GORDON KAISER:  Yes.

MS. MIKHAILA:  -- the rate M1 customer in Union South consuming 2,200 M cubed annually for the project cost will be charged $4.80 annually.  And after you take into consideration the TES and the ITE it will be $3.26.

MR. GORDON KAISER:  Per month?

MS. MIKHAILA:  And you can find those in the updated evidence, Appendix L and Appendix M.

MR. GORDON KAISER:  So I am talking about the existing customers.  I'm talking about the monthly charge for this purpose.  Do I have it that it's going to be $3.20 per year?

MS. MIKHAILA:  Three dollars annually, yes.

MR. GORDON KAISER:  So what is it per month?  Do you have a monthly rate?  Everyone in the -- everyone in your territory is going to pay the same rate for this particular charge, I assume?

MS. MIKHAILA:  It will be based on volume.  So for bill impacts we have assumed 2,200 M cubed annually.

MR. GORDON KAISER:  Right.  But I guess -- so how does the customer verify or know what his monthly charge -- you are going to bill monthly, I take it?

MS. MIKHAILA:  Yes, we do bill monthly.

MR. GORDON KAISER:  You're not going to bill this charge annually; you're going to bill monthly to the customer.  So what is going to be on that customer's bill?  They're all going to be different?  Did I just hear that, depending on their volume?

MS. MIKHAILA:  Yes.  It is dependent on volume, and there will be an individual line item on the bill identifying the charge.  Oh, no, sorry, that was for the TES.

MR. GORDON KAISER:  It would not be an individual line item?

MR. OKRUCKY:  The $3.26 would be an annual number net of the surcharge deferral account.  So in answer to your earlier question, that would equate to 27 cents per month for an average residential customer.  A customer who uses a higher volume, it will be more than that.

MR. GORDON KAISER:  Okay, that is helpful.  So the customer can look forward to seeing on his bill a monthly charge of 27 cents per m3^ for this purpose.  Is that correct?

MR. HOCKIN:  I'm listening, but I think there is a disconnect here between round figures.  The one million Union Gas customers are going to have a three dollars and whatever that sort of rate increase in general.

It would not be a --


MR. GORDON KAISER:  Elaborate?

MR. HOCKIN:  It would be the rates that are embedded within Union's rates will increase by three dollars.

It will not be --


MR. GORDON KAISER:  Let me stop you there.  Three dollars for every customer, or the average customer?

MS. MIKHAILA:  The average customer will see an increase to their typical bill, on average, of $3.26.  That is all of Union's customers.

MR. GORDON KAISER:  Okay.  A year?

MS. MIKHAILA:  The new customers, the newly attached customers of these 29 communities, will also have an additional charge that we are calling the temporary expansion surcharge, TES.

MR. GORDON KAISER:  How much is that?

MS. MIKHAILA:  That is 23 cents per m3, and it is also volumetric.

MR. GORDON KAISER:  Is there an analogue, is there a comparable to the 3.26?  You’ve just given me $3.26, correct?

MS. MIKHAILA:  The --


MR. GORDON KAISER:  That's for the existing customers?

MS. MIKHAILA:  It is $506 annually for a newly-attached customer.

MR. GORDON KAISER:  So $506 annually for the new attachments in the new territories, and for the existing customers,  $3.26?

MS. MIKHAILA:  Yes.

MR. GORDON KAISER:  Annually?

MS. MIKHAILA:  Annually.

MR. GORDON KAISER:  Thank you.  Now, let's go back to the $3.26.  You apply that to all of your customers, as you said you would; what's that going to yield in income to you per year, and how many years are you going to collect it?

MS. MIKHAILA:  In appendix K of the evidence for 2018, net of the TES and ITE credit, Union will recover 7.5 million.

MR. GORDON KAISER:  That's in 2018?

MS. MIKHAILA:  Yes.

MR. GORDON KAISER:  And what's the forecasted total recovery?

MS. MIKHAILA:  Over the entire term of --


MR. GORDON KAISER:  Yes.  What is the entire term?

MS. MIKHAILA:  68 million?

MR. HOCKIN:  We don't have that number.

MR. GORDON KAISER:  And why is that?

MR. HOCKIN:  Well, the $68 million is a cash flow analysis.  It's the net present value based on the --


MR. GORDON KAISER:  I don't care about the --


MR. KEIZER:  Let him answer the question first.

MR. HOCKIN:  The 68 million is a figure which is based upon the cash flow requirements.

The three dollars and change that my colleague spoke about is the revenue requirement in a particular year, and there would be a different revenue requirement over however many years that somebody did the analysis.

The requirement in year 1 is X.  The requirement in year 40 is a different number, as the rate base declines and things of that nature.

MR. GORDON KAISER:  All right.

MR. HOCKIN:  So we don't have figures that we can give you that represent what you are asking.

MR. GORDON KAISER:  The 3.26, I take it is a number you do have.  That is 2018; you have the number for 2018.  That is what is going to go on the bill in 2018.  Am I right so far?

MS. MIKHAILA:  Yes.

MR. GORDON KAISER:  You don't know what is going to go on the bill in 2019?

MR. OKRUCKY:  Sorry.  That --


MR. GORDON KAISER:  3.26.

MR. OKRUCKY:  -- 3.26 is based on Union proceeding with all 29 of the projects.

MR. GORDON KAISER:  All right.

MR. OKRUCKY:  We're not proposing that we proceed with all 29; we're proposing at this point that we go forward with four of those projects.

So all we were trying to do in laying out those broader rate impacts was allow the Board to see the broader impact of a full-blown community expansion program over a number of years.

So the rate impact will build, depending on which years in which years you spend the capital for that broader program.  It will build to a total of $3.26 while the TES is being collected, and once the TES expires then of course that will jump up to $4.80.

MR. GORDON KAISER:  All right.  Well, let me leave you with this question, then.  You can take your time and figure it out.

Assuming you build what's planned now, which I take it today is now 29, not 30; correct?  Assume you carry out that plan, and assume this young lady is right and in 2018 the charge to the existing customers -- that's all I'm talking about -- is $3.26 a month.  What is it for the balance of the years that you intend to apply?

MR. KEIZER:  It is 3.26 annually.  It is not a volumetric number either, as I understand it.  It is just a total --


MR. MILLAR:  Your microphone is off.

MR. GORDON KAISER:  I understand it is not a volumetric number.

MR. KEIZER:  Okay, good.

MR. GORDON KAISER:  So my friend has helped me out here.  3.26 a month is going to go on the bill --


MS. MIKHAILA:  It is annually.

MR. GORDON KAISER:  Annually, it’s going to go on the bill in 2018, am I right?

MS. MIKHAILA:  That's correct.

MR. GORDON KAISER:  Can you tell me -- assuming, as Mr. Simpson said, that we build all 29 as planned -- what the charge will be in the remaining years and, at the end of that, what the total revenue received from that charge is?

MS. MIKHAILA:  I can tell you that in 2,000 -- or, following the expiry of the TES and ITE credits, we're looking at somewhere -- something greater than $3.26, but no greater than $4.80.

MR. GORDON KAISER:  All right.

MS. MIKHAILA:  But I do not have the cumulative amount for the entire project.

MR. GORDON KAISER:  All right.  Well, let me leave you the question with you.  I don't need it today.  Can I have an undertaking for that, Mr. Chair?

MR. KEIZER:  Sorry, I just want to make sure I understand the undertaking.  You are asking us to build out a hypothetical?

MR. GORDON KAISER:  No.  I am asking you to assume what you have asked the Board to assume, that you build 29 of these projects.

MR. KEIZER:  Well, your assumption seems to be that we build 29 projects in year one.

MR. GORDON KAISER:  No, not at all.

MR. KEIZER:  So how are we supposed to be able to anticipate when we are going to build these projects?

MR. GORDON KAISER:  Well, that's a good question and I hope you have some plan.

MR. KEIZER:  Ultimately the idea was is that be able to show some degree of magnitude --


MR. GORDON KAISER:  Whatever assumption you have in your flan, Mr. Keizer, that will be fine.  You must have something.

MR. KEIZER:  We may also indicate that we're not able to provide you with the number.

MR. GORDON KAISER:  The assumption, sir, is assume we build the 29.  And assume, as you’ve told me, that the charge is $3.26 a year into 2018.

MR. KEIZER:  Which would imply we're building all of the projects in 2018.

MR. GORDON KAISER:  No, it would not.

MR. KEIZER:  Yes, it does.

MR. GORDON KAISER:  Was that the assumption of the 326?

MR. KEIZER:  We will be able to tell you that the number is -- it is a hypothetical that makes no sense.

MR. MONDROW:  Sorry, I think there is a interrogatory response that has a construction schedule for all of these projects that ends in 2018.  And if not, just make some assumptions.

I mean, the question is a perfectly reasonable one and I would like to see the answers, too, for all of the rate classes.

It’s a perfectly -- I would like to know what the financial impact is going to for each of these customers that you forecast for these 29 projects.

So make up the construction schedule.  Tell us what your assumption is.  I don't see why you guys are wasting time arguing about this.

MR. KEIZER:  Would be great.  We could make up whatever answer we want.

MR. MONDROW:  Then make it up and we will test it in the hearing.

MS. MIKHAILA:  I would just like to clarify what you are asking for, because in order to provide a bill impact each year, we would have to run each year's revenue requirement through our 2013 cost of service cost allocation study.  So I am not sure --


MR. GORDON KAISER:  Well, here's the problem --


MR. KEIZER:  Why don't we do this?  Maybe at the break we could step back and see whether or not we understand your question, and see whether it is doable.  And then we can come back and give you some sense of what we're able to do and what we're not able to do.

MR. GORDON KAISER:  All right.  Let me restate the question before you have the break.

I asked you about this 3.26 number and we now understand it is an annual charge for 2018; correct?

MS. MIKHAILA:  Yes, assuming all 29 projects --


MR. GORDON KAISER:  To be paid by all customers.  That is your plan today?

MR. KEIZER:  Assuming you build all 29 projects as it were of magnitude --


MR. GORDON KAISER:  Well, let me ask the witness that.  You have given enough evidence.

MR. KEIZER:  It is not a hearing; it is a technical conference.  So let's actually do that.  I'm not giving any evidence.

MR. GORDON KAISER:  When you gave me that answer, panel member, were you assuming we built everything in 2018?

MS. MIKHAILA:  It is assuming all projects are in-service in 2018.  It was supposed to be an order -- meant to be an order-of-magnitude amount of the maximum charge for existing customers of all 29 projects.

MR. GORDON KAISER:  All right, I misunderstood.  All right.  Well, we know that's not going to happen, don't we?  You're not going to build them all in 2018.  We can safely assume that.

MR. KEIZER:  Yes, you can, because you've only got four before you.

MR. GORDON KAISER:  Yes, all right.  So try and give us the real-world picture.  What's the charge going to be to these existing customers in 2018 if the Board approves this application?  To the existing customers?  The annual charge?
And then, when you've done that, your best estimate giving your forecasted construction program as outlined by Mr. Mondrow, what it will be in the subsequent years?  The annual charge to the existing customers.  Can I leave it with that?

MS. MIKHAILA:  And what time frame?

MR. GORDON KAISER:  I don't know.  You tell me.  I have no idea when you are going to build these things.

MS. MIKHAILA:  But once they're all in-service --


MR. KEIZER:  What we will do is we will step back and consider the undertaking as requested and be able to indicate what we're able to do and not able to do.

MR. MILLAR:  Okay.  We will do that.  We will return to this after the break and we will give an undertaking -- you can tell us what you are going to undertake to do.

Mr. Kaiser, did you have more questions of this...

MR. GORDON KAISER:  Yes, I did.

MR. MILLAR:  Okay, carry on.

MR. GORDON KAISER:  Now, Mr. Rodger -- I am not sure which of the panel members is best to understand this -- talked about the concept of rate-basing.  Remember that?  So we have a chunk of money coming from from existing customers.  I know it is not 68 million, but there is a number, and it falls out of the annual numbers that you will produce at some point.  Call it X.  Total revenue coming from existing customers for this charge.

That wouldn't go into rate base, would it?

[Witness panel confers]

MR. HOCKIN:  Can we turn up Appendix J, as in "James".  And I will just walk through this at a high level and make sure we all start with the same observations and understanding.

This is a scenario where the 135 million, 136 million, is all spent in 2016.  You can see that the capital line 1 is 118 million.  That represents, if you will, all the pipelines installed in year 1, and then there are services that are installed in all the subsequent years associated with connecting customers and things of that nature.

It is installed late in the year.  So the average investment for year 1 is 38 million.  That is in line 2.

There are operating costs, et cetera, associated with that, and if we roll all the way down to line 11, in 2018 there would be a revenue requirement of 11,399,000.

The revenue from those customers that are attached through that time period is 1.6 million.  The net revenue requirement is 9.8 million in that year.  That figure does not include the collection of the TES and the ITE, which would be a reduction to that.  So the amount of net revenue requirement is something less than 9.7 million.  I don't have that figure with me.

But your question started with saying, are we going to put the TES and ITE in rate base, and the answer to that is, no, just the investment, the assets, the pipelines, the meters and services would be in rate base.

MR. GORDON KAISER:  Okay.  I was just talking about the charge on existing customers.  That's all I've been talking about.  That's the $3.26 per year and subsequent years, and it yields an amount of money coming from existing customers, not Union, existing customers.  I don't know what it is, but I am going to call it X.

You said the construction cost initially was 150 and now it is down to 135 million.  Can I assume what goes into rate base is 135 minus X?  Because X is coming from the customers?

MR. HOCKIN:  No.

MR. GORDON KAISER:  Why not?

MR. HOCKIN:  Because as I mentioned in my first line, the amount that goes into rate base is the capital investment, which is the figure shown in line 1.

MR. GORDON KAISER:  Well --


MR. HOCKIN:  The result --


MR. GORDON KAISER:  Is it 135 million now or not?

MR. HOCKIN:  It is.

MR. GORDON KAISER:  All right, thank you.  And why don't you deduct the amount -- the contribution coming from the customers, the existing customers?

MS. MIKHAILA:  The amount coming from existing customers is in order for Union to -- or in order for Union to earn the revenue requirement required by these projects.

MR. GORDON KAISER:  Well, you earn a rate of return on the rate base.

MS. MIKHAILA:  Yes, we do, and that is included in the calculation of the revenue requirement Appendix J, line 11.

MR. GORDON KAISER:  When the extent of that rate base goes up, it's going to increase the rates to the existing customers, is that not right?

MS. MIKHAILA:  Yes.  And that is the calculation that we were talking about at $3.26 a year.

MR. GORDON KAISER:  All right.  Let me go over to Board Staff number 2.  It's on the next page.  This was a question Board put to you as to whether you would be receptive if the Ontario Energy Board approved a similar approach whereby a company that provided this service in a non-service community could, like Union, recover a portion of this money being raised from existing customers and you said no.  You said, amongst other things, it would be inappropriate for a startup utility.

Now, you competed for the franchise in South Bruce; is that correct?

MR. SIMPSON:  South Bruce undertook a rather unique process, which was an RFP for interested parties to provide service.  And we did submit, you know, our application, if you will, in that request for interest.

MR. GORDON KAISER:  And South Bruce received a number of bids?  You're aware of that?

MR. SIMPSON:  I don't know how many, but obviously a few for sure.

MR. GORDON KAISER:  And they chose EPCOR.  You're aware of that?

MR. SIMPSON:  I'm well aware that there was an announcement that they have forged kind of the next step, if you will, or relationship with EPCOR.  I think the details of that relationship are not known to myself or the Board.

MR. GORDON KAISER:  All right.  In this answer -- I'm referring to (b) on this page -- you say it would be inappropriate for startup utilities to be financed by existing utilities.

Now, if EPCOR ultimately gets the franchise, would you regard them as a startup utility?

MR. SIMPSON:  I think EPCOR would describe themselves as a startup natural gas distribution utility.  It's currently not a line of business that they operate in.

MR. GORDON KAISER:  All right.  And so what would be the criteria for utilities that would qualify?  I take it you now say they have to have been in -- you're aware that they're a utility in other areas, I suppose?

MR. SIMPSON:  I just need some help with your question.  It sounded like what would qualify, and then you alluded to --


MR. GORDON KAISER:  You're right.  I --


MR. SIMPSON:  -- what they did elsewhere.

MR. GORDON KAISER:  I should have been clearer, I apologize.  I'm trying to understand what you mean by "startup utility".  So you say EPCOR is a startup utility because they have never been in the gas business so they would not qualify.

If NRG went into this territory, would they be a startup utility?

MR. SIMPSON:  The premise of the question Board Staff 2, part (b) was alluding to, would it be appropriate for utilities to be subsidizing across other utilities within the province.  I think our answer in part (b) is very clear.  We think that is highly inappropriate.

MR. GORDON KAISER:  Well, I realize you say it is inappropriate.  I am trying to understand why.  First of all, you describe that it would be inappropriate for startup utilities.  I now I understand why you think EPCOR is a startup utility.  I asked you would NRG be a startup utility.

MR. SIMPSON:  Well, obviously NRG is an established LDC in this province.


The point of our response, just to step back a little bit, is we are, as Union Gas, a regulated natural gas monopoly in this province.  And to your point earlier, EPCOR is not.


With respect to our proposal, we have certainly included, as part of the construct, this element of our existing customer base.  But we did not reach further than that.  We did not include customer base, for example, within Enbridge's territory, existing territory.


In fact, we didn't even presume to list communities really that were perhaps better served more closely by Enbridge.


So our proposal was a stand-alone for the natural monopoly in which we operate.


I think, as the interrogatory alludes to, to have costs imposed upon us from, whether it is a startup or another utility established, doesn't measure up against the just and reasonable standard for setting rates.


MR. GORDON KAISER:  Well, you say you are a regulated utility in this province and EPCOR isn't.  But you would agree that if EPCOR gets a franchise and gets a leave-to-construct, follows through with the process it is engaged in, it will be a regulated utility in this province?  Do you agree with that?


MR. SIMPSON:  Yes, it would be.


MR. GORDON KAISER:  All right.  Now, this money is coming from existing customers.  They don't receive any benefit from this, except to feel good in their heart that they're helping some poor people up in Kincardine or wherever.


Do the existing customers, do you think, care whether that service in Kincardine is provided by EPCOR, or Union, or Enbridge, or somebody else?


MR. SIMPSON:  If I could turn your attention to Consumers Council of Canada number 5, I actually do think the existing customers that are served by Union today do stand to benefit longer term.


A couple of examples that are referred to in that interrogatory response, for example, would be attachment rate assumptions.


If the attachment rates turn out to be greater than what we have forecasted, that would have a net benefit, if you will, to the existing customers, the 1.4 million we serve today.


I think as well, just through economies of scale as we've established over our hundred-year history, as we reach further and add customers, that next incremental customer is ever so slightly more economical than kind of that base or startup position, if you will.


So I think there are benefits to the existing rate base.


MR. GORDON KAISER:  All right.  Now, you say further -- this is your answer again to Board Staff interrogatory.  You say:

"Furthermore, there is no explicit legislative authority for the Board to create such a mechanism.  It is questionable whether the Board could enact such a mechanism, if it is so inclined."

What authority does the Board have then to create this mechanism so that this money, this annual charge on existing customers, can go to Union?  Is there some explicit authority that you, Union, have?


MR. KEIZER:  Well, it is based on ratemaking.  They have the authority to set rates within the context of Union --


MR. GORDON KAISER:  Well, you should testify.


MR. KEIZER:  Well, no, it is not testimony, Gordon.  Let me be clear here.  This is a technical conference and the purpose of it was not to cross-examine, but rather to ask questions of clarification.


You've gotten wide latitude.  You have actually pursued, I think, a realm of cross-examination --


MR. GORDON KAISER:  I am trying to ask the questions.


MR. KEIZER:  And I am trying to actually facilitate your ability to get clarification with respect to the question.


MR. GORDON KAISER:  All right.  Well, I am not getting any clarification from the panel.


MR. KEIZER:  And I am actually trying to assist you with respect to a legal question, in which you asked about the authority of the Board.


MR. GORDON KAISER:  I assumed I could ask Mr. Keizer questions on the interrogatory responses.  But I guess they came from you.


MR. KEIZER:  I am actually trying to facilitate a technical conference with respect to Union Gas.


MR. GORDON KAISER:  I am looking at the answer here.  It is a legal answer, and I am entitled to ask a question about an interrogatory answer.  If you put a legal answer in there, that's your problem.


MR. MILLAR:  Gentlemen, let's just ask questions and get answers.


MR. KEIZER:  That would be perfectly acceptable to me.  The legal position is set out in the interrogatory; it is a situation of argument.  But if you want to pursue further questions, go right ahead.


MR. GORDON KAISER:  All right.  Let me move to a new topic, gentlemen, lady.  I am going to show you a map.  This is a -- these are maps from Union and Enbridge dealing with franchises, which, as you might have guessed, is an interest of mine.


MR. MILLAR:  Mr. Kaiser, are these from the record, or are these new documents?


MR. GORDON KAISER:  They're new.  They are, I believe, off the websites of both of these companies.


MR. MILLAR:  Okay.  I propose to mark them as exhibits.


MR. GORDON KAISER:  Thank you.


MR. MILLAR:  It is two maps?


MR. GORDON KAISER:  Yes, two maps.  One is a Union map, and one is an Enbridge map.


MR. MILLAR:  We will mark them separately.  KT1.1 is the Union map.


EXHIBIT NO. KT1.1:  Union Map Filed by Mr. Gordon KAISER


MR. MILLAR:  And K T1.2 is the Enbridge map.


EXHIBIT NO. KT1.2:  ENBRIDGE Map Filed by Mr. Gordon KAISER


MR. MILLAR:  And Staff will need some copies.


MR. KEIZER:  I assume my friend is going to link this back to the evidence that is there, the interrogatories and pre-filed evidence.  Is that what he intends to do?


MR. GORDON KAISER:  It is going to relate to this interrogatory that I am questioning on right now.


MR. KEIZER:  Thank you.


MR. GORDON KAISER:  Now, you refer, gentlemen, in this answer that in addition to being a natural monopoly, the distribution of gas is regulated.  And this map would indicate that there are a number of natural monopolies in Ontario with respect to natural gas.


There's you, there is Enbridge, there's NRG, there's Kitchener, there's Kingston.  They're all natural monopolies, is that right?


MR. SIMPSON:  Correct.


MR. GORDON KAISER:  And in this map, these two maps, both of these maps you show franchise territories that had been obtained by Enbridge, and had been obtained by Union, and had been obtained by the others I just mentioned.


Then there are areas where there is no franchise, correct?  That's widely understood?


MR. SIMPSON:  Hmm-hmm, that's correct.


MR. GORDON KAISER:  Now, we were discussing the situation in South Bruce and we will hear more about it, no doubt.  And you, Mr. Simpson, said it was an unusual procedure where the municipalities had created a bidding process from interested parties as to who they would award the franchise to, correct?


MR. SIMPSON:  Well, I said it was unusual.  What I meant by that is the natural gas business in Ontario is regulated, of which we are a regulated participant.


The RFI started to delve into a competitive market per se, of which a regulated utility is, by its nature, regulated and in effect a monopoly.  So it is not procured in a competitive market.


MR. GORDON KAISER:   The granting of the franchise, which is what I'm talking about -- not the procurement of gas, but the granting of the franchise has recently seen a competitive process develop by the municipalities in Ontario, in particular in Kincardine.  Is that accurate?


MR. SIMPSON:  Well, sitting here today, I don't think we can answer that question.


MR. GORDON KAISER:  All right.


MR. SIMPSON:  I have not seen a franchise agreement by Kincardine and EPCOR as agreed to and been brought forward, and nor has there been one by Union.


So at this point, there is no franchise agreement in place with Kincardine.


MR. GORDON KAISER:  That's correct.  But there was a competitive process to determine who that municipality would award it to.  Is that fair?


MR. SIMPSON:  There was a competitive process to describe and define who could work with the municipalities to understand the option of getting gas into that area to the next level of degree, if you will, of precision and metrics, in terms of costing and rates and potentially a franchise at some point down the road.


MR. GORDON KAISER:  All right, that's fine.


Now, looking at these maps we see that, I presume -- would I be right in saying to the Board that these maps are up-to-date?  Or should I just leave that with you to consider?  I don't need the answer right now.

[Witness panel confers]

MR. SIMPSON:  It looks to be produced by ourselves and brought forward by yourself.  It does look generally reflective.  Somewhat ironically there is a blue shade over the area of the Kincardine district.

MR. GORDON KAISER:  It must be late-breaking news.

[Laughter]

MR. GORDON KAISER:  The Union territory up at the top in the north, that was at one time Northern and Central Gas.  That was a utility you purchased a number of years ago?

MR. SIMPSON:  Correct.  Acquired and merged as Centra Gas in Ontario.

MR. GORDON KAISER:  So Mr. Simpson, the area I am interested in is the degree to which there is competition between different qualified parties, for franchises and the right to become the serving utility or, as you call it, natural monopoly in that territory.

We see the division in the first instance between Union and Enbridge that dominates the landscape in Ontario with some small pockets by two municipally owned operations, Kingston and Kitchener, and then NRG.

Union appears to be large in the east and -- rather, in the west, and Enbridge appears to be larger in the east.  Is there any rationale for that?  Or that just developed over time?  Is there an understanding as to what municipalities you would bid on and what municipalities Enbridge would bid on?

MR. SIMPSON:  There's no formal agreement or understanding.  I do think the expectation of the Board is that as those areas are developed -- if they can be developed -- they're developed, and as I would literally call out in Appendix A from the letter of the OEB to potential applicants with entities that have financial, technical expertise and experience to provide natural gas service into those areas.

I think the Board would look for all of those elements and the low-cost ability to serve that area.

MR. GORDON KAISER:  Now, some of these areas are white, which means no franchise, if you look at Union map.  Is there any understanding as to which ones you can bid for and which ones Enbridge can bid for?

MR. SIMPSON:  I answered the prior question that there is no formal understanding.  I think what is logical is that it would, in all likelihood, be relative to scale and proximity.  Whoever is closest is likely to be able to provide technical expertise and experience as well as low cost.

MR. GORDON KAISER:  Have you ever seen a situation where Enbridge and Union both compete for the same franchise?  Have you ever seen that case?

[Witness panel confers]

MR. OKRUCKY:  The project to service Markdale, Dundalk, and Flesherton, which would be 20 years ago, somewhere in that range, apparently both utilities were interested.  I wasn't part of that process at the time. But Union does service those areas today.

MR. GORDON KAISER:  I notice on the Enbridge map in the left-hand corner at the top, I see Grey Highlands is -- I guess that is not the area.  That's --


MR. OKRUCKY:  That's very close to the area I just described.

MR. GORDON KAISER:  Right.  I guess there was other situations that we see on this map on the left-hand side where Union and Enbridge are both there.  Would those be -- do we have cases where you split a single franchise?  Or where you split a municipality?

MR. OKRUCKY:  There is an interrogatory.  I think it is  CCC 5.  Sorry, I just want to look it up.  Oh, sorry, it's not.

I will go by memory.  There is an interrogatory that indicates that there are areas where a municipality can have a franchise agreement with more than one LDC.  It's the leave to construct -- or, sorry, it's the certificate of public convenience and necessity that differentiates the actual geographic area.

So we have areas, for example, near the border with the NRG gas LDC where we service -- provide service in the same municipality as they do.  It's the certificate itself that differentiates which lots and concessions are Union's to service and which lots and concessions are NRG's to service.


MR. GORDON KAISER:  So, yes, if we look at the Enbridge map -- and you mentioned this, the Grey highlands situation.  And you will see green means franchise areas shared with Union.

So that's a franchise, and you're saying the Certificate of Public Convenience would carve up that franchise between Union and Enbridge.

And that certificate is granted by the Board.  The Board makes that decision; is that correct?

MR. OKRUCKY:  Correct.

MR. GORDON KAISER:  Right.  So there are cases where we've seen the Board approve multiple utilities serving a single franchise.

MR. OKRUCKY:  For the franchise agreement, correct.

MR. GORDON KAISER:  Now, if we had that situation in one of these new expansion territories -- let's say we had that situation -- would Union still be the only party that could draw on these funds that you are describing, the funds coming from the existing customers?

MR. SIMPSON:  We only have one proposal in front of the Board at the moment.  That is our proposal.  And as I alluded to earlier, we have contained, if you will, our proposal to our current customer base.  No more.

I can't really speculate on what proposals might come forward, but you can deem from our opinion that cross-subsidization towards our customers by another potential LDC we would deem as inappropriate, and I think we've spoken to that, and Board Staff too.  And we're coming back to that.

So it effectively would be a cross-subsidization to their customers, their rates, their potential shareholder, which we do not think is just and reasonable.

MR. GORDON KAISER:  All right.  One final question, gentlemen, ladies.

Do we have any understanding what Enbridge is going to do in this regard?  I am just talking about a charge to existing customers to subsidize a natural gas expansion.  Any idea whether they're going to propose anything?

MR. OKRUCKY:  I believe Enbridge filed a letter with the Board just recently indicating that they wished to file evidence in this proceeding and, in that letter, they indicated they were planning to make a proposal that was somewhat similar to Union's.  But you will have to reference that letter.  I don't have it with me.

MR. GORDON KAISER:  Right.  But do you have any understanding -- on this charge -- whether they're going to follow the same methodology as you have?  Do you have any understanding?

MR. OKRUCKY:  Are you referencing the TES?  The temporary expansion --


MR. GORDON KAISER:  I'm referencing the charge to the existing customers, only that.

MR. OKRUCKY:  We have talked to Enbridge in the past and worked jointly together in developing some proposals.  But whether they will vary from what we've proposed when they make their own proposals, I can't speak to that.  That's a decision for Enbridge to make.

MR. GORDON KAISER:  Do you think -- do you have any view -- do you think it would be useful if they had, at least with respect to this charge, the same charge as you?  Or do you regard it as totally irrelevant what they do?

MR. SIMPSON:  I think I would just like to bring it back to our proposal.  Whether NRG comes forward with something, whether Enbridge comes forward with something, whether EPCOR comes forward with something, we're really not in a position to speak to it in detail.

I think our proposal is very clear, in terms of its limitations and its benefits.   Our proposal is broad speaking.  It isn't a single franchise application or area that we're trying to represent to the Board.

I frankly think the Board would be disappointed if we came forward with a program that had a span of one project. Our program has a span of 29 projects, and as you alluded to, the ratepayer is -- is impacted 26 cents per month on average for a home owner.  We're serving First Nations communities.

So there are broad-sweeping elements to our program and broad-sweeping benefits.

MR. GORDON KAISER:  All right, thank you.  Thank you, Mr. Millar.

MR. MILLAR:  Thank you, Mr. Kaiser.  We will take our morning break, after which, Mr. Charles Keizer, you will tell us what you're prepared to undertake to do in response to Mr. Gordon Kaiser's questions.  And if you wish to discuss that with him beforehand, that will probably be helpful just so we don't have to argue about it after the break.

We're a little bit behind schedule, so let's come back at 11:15.  Thank you.
--- Recess taken at 11:00 a.m.
--- On resuming at 11:21 a.m.

MR. MILLAR:  Welcome back, everyone.  I think we will continue.

Mr. Charles Keizer, do we have an update with respect to the undertaking?

MR. KEIZER:  Yes, I believe we do.  We have spoken to EPCOR's counsel, and so hopefully -- I am sure I will get an elbow in the ribs if I get this wrong.  What we would plan to do is to provide -- assuming -- and to do this for purposes of creating a worst-case scenario -- assuming that all 29 projects went into service in year 1, provide the revenue requirement over a ten-year period, showing a change in the impact of the $3.26, showing it in year 1, year 5, and year 10.

MR. MILLAR:  Okay.  Mr. Kaiser, does that meet your needs?  Okay.  Thank you.  Please, Mr. Mondrow.

MR. MONDROW:  Thank you.  You say that like you don't mean it.  Why stop at ten years?  Why not do the life of the respective projects?

MR. KEIZER:  Because that is what Mr. Kaiser requested.

MR. MONDROW:  Okay.  Well, what about if I request for the life of the respective projects?  Could you do that?

MR. KEIZER:  So like a 40-year life?

MR. MONDROW:  Whatever the life is --


MR. KEIZER:  Yeah, our problem -- here is the implication of this.  The problem we have is that we're trying to do it for different periods of time.  It requires that the entire cost bundle has to be rerun every time, which takes a significant period of time, because effectively you have to actually generate the revenue-requirement number.

So it is a significant amount of work to do this over, you know, over a long period of time, and effectively it can take, you know, more than half a day to run just the model once.

So if you are talking 40 times, then we're talking a significant amount of work --


MR. MILLAR:  Is the useful life 30 years for the pipe?

MR. KEIZER:  It's typically 40, I think.

MR. MILLAR:  Is it 40?  I don't know, I don't want to spend a lot of time on this.  Can you give us one more?  20 years?  Would that help?

MR. MONDROW:  Well, I just want to understand first --


MR. MILLAR:  Okay.

MR. MONDROW:  -- so let's just take a minute, because they're going to spend a lot of time working on it, so if we just take --


MR. KEIZER:  Assuming we do the undertaking.

MR. MONDROW:  Well, you're going to do his.

MR. KEIZER:  We are going to do his.

[Laughter]

MR. MONDROW:  Okay.  So that's fine.  We have a common starting point.  I understand.  And the record records it.

So what you're saying is you have to run the model once for each year?

MR. KEIZER:  No.  In the circumstance for EPCOR, what we would do is we run it in year 1, year 5, and year 10.

MR. MONDROW:  Okay.

MR. KITCHEN:  Just to be a bit clearer, we can generate the revenue -- the revenue requirement can be generated for each year, but to get the rate impact that Mr. Kaiser wants we actually have to then go through the cost study to generate the comparable number to the 3.26 that was referenced -- referenced by Amy.

MR. MONDROW:  Okay.  And you would have to run that --


MR. KITCHEN:  Because we need to get what costs go to what -- each rate class before we can calculate the rate impact, and you would have to do that for each of the 40 years.

MR. MONDROW:  So the maximum term for the TES is ten years, right?

MR. KEIZER:  Right.

MR. MONDROW:  Okay.  So can we have a 20-year rate impact number?  Run it one more time?

MR. KITCHEN:  We can do it one more time, yes --


MR. MONDROW:  And that will have all of the --


MR. KITCHEN:  That will give you the trend and it will give you what happens after the TE -- after it comes off the TES.

MR. MONDROW:  I think I would actually prefer the 15-year impact.

MR. KITCHEN:  15?  That's fine.

MR. MILLAR:  Okay.  So it will be one, five, ten, and 15.

MR. MONDROW:  And 15.  That would probably be a better pattern.

MR. KITCHEN:  Yes.

MR. MONDROW:  Okay.  Thank you.

MR. MILLAR:  That is JT1.3.
UNDERTAKING NO. JT1.3:  ASSUMING THAT ALL 29 PROJECTS WENT INTO SERVICE IN YEAR 1, TO PROVIDE THE REVENUE REQUIREMENT OVER A TEN-YEAR PERIOD, SHOWING A CHANGE IN THE IMPACT OF THE $3.26, SHOWING IT IN YEAR 1, YEAR 5, YEAR 10, AND YEAR 15.

MR. MILLAR:  Thank you.

Ms. Brazil, you're going to go next?
Examination by Ms. Brazil:


MS. BRAZIL:  Good morning.  It is Laura Brazil for the CPA.

I just have a few questions for you.  The first one has to do with conversion costs, and in the original application at Exhibit A, tab 1, page 19, Table 2, Union provided us some estimated costs to convert from other fuel sources to natural gas.

And for propane the estimate was that for 75 percent of users the cost will be $700 and for the remaining 25 percent of users it would be $4,000.

So our first interrogatory asked what the source of that information was, and Union's response was that it was based on "various undocumented verbal conversations" with contractors.

So we're just wondering, first of all, do those estimated costs include supporting household infrastructure?  So for example, the cost of removing or replacing meters?  Piping through the house?  Removing existing fuel systems, et cetera?

MR. OKRUCKY:  Are you asking the question relative to the conversion from propane?

MS. BRAZIL:  Yes.

MR. OKRUCKY:  In many cases you would reuse the house piping.  So in essence, there wouldn't be a lot of removal or anything like that.  So those costs were expected to be full cost, absent HST.

MS. BRAZIL:  So the $4,000 or the $700 estimates include the entire costs of converting?

MR. OKRUCKY:  Yes.

MS. BRAZIL:  Okay.  Then we were just wondering, is there any other evidence in the application or any other evidence that you intend to rely on in relation to the conversion costs, other than what we see in this table and the answer to our interrogatory?

MR. OKRUCKY:  No, there's no other evidence.  The idea or the intent behind the table was to paint a picture of what is compelling customers to call us and what's compelling their elected municipalities to call us to ask about gaining access to natural gas.

So to the extent that one of those figures is out by 1- or $200, it is not going to make a big difference in terms of what the intent of the table was.

MS. BRAZIL:  Thank you.

DR. HIGGIN:  Can I just put in something here?  There is another interrogatory where we asked about conversion costs for hot water systems -- that is Energy Probe 10, if you haven't seen that.

MS. BRAZIL:  Thank you.  And, sorry, does that provide more detail on the conversion costs, other than the --


DR. HIGGIN:  Well, the first one deals with heating and the second one deals with hot water -- water heating.  That's all.  It's additional evidence.

MS. BRAZIL:  Was that also based on the undocumented conversations with contractors?

MR. OKRUCKY:  And as well as websites for Reliance, who rents water heaters.

MS. BRAZIL:  Thank you.

Our next question relates to the cost of connecting from a residence to the mainline.  So really from the house to the road.

And at Exhibit B, CPA 9 -- so that is our ninth interrogatory -- Union provided an answer on -- it is page 2 of 3 of the interrogatories -- stating that the cost of connecting a residence to the main line is $45 per metre on average, and that Union would provide the first 30 metres at no charge.

So our question is, how is that $45 per metre cost calculated?

MR. OKRUCKY:  We measure the length of the service in metres and multiply it by $45.

MS. BRAZIL:  Sorry, I mean how do you come up with the number of $45?

MR. OKRUCKY:  Oh, sorry.  The $45 was a figure that was arrived at prior to the last cost-of-service application that I -- my recollection is that it was based on the average cost per -- to install a service line per metre.

MS. BRAZIL:  So is that $45 fee for remote and rural areas?  Or would that be the fee for installation in any area?

MR. OKRUCKY:  It was based on an average across our entire area.

MS. BRAZIL:  Do you know the cost of installation for a rural or remote area as opposed to an urban area?

MR. OKRUCKY:  We don't track them uniquely, so we have no way to measure the difference in the costs.

MS. BRAZIL:  To the extent that you have it, is it possible to provide us with a copy of any of the source data or calculations or estimates that were used to come up with that $45 figure?

MR. KEIZER:  We can try to provide what we have.  I think it was part of the regulatory filing, so it would be whatever was filed on the record.

MR. MILLAR:  That's JT1.4.
UNDERTAKING NO. JT1.4:  TO PROVIDE A COPY OF ANY OF THE SOURCE DATA OR CALCULATIONS OR ESTIMATES THAT WERE USED TO COME UP WITH THAT $45 FIGURE.

MS. BRAZIL:  What is the average distance from a residence to the mainline for the areas in which Union is seeking leave to construct?

MR. OKRUCKY:  I don't know what the average distance is.  Sorry.

MS. BRAZIL:  Is it possible to determine that amount?

MR. OKRUCKY:  Not without --


MR. KEIZER:  Sorry, I have a question as to your nature of your question in terms of the leave-to-construct applications that are before the Board, or is this a policy-based question?

MS. BRAZIL:  We're trying to assess how much it would cost to convert from other fuel sources to natural gas, and part of that cost obviously that is going to be borne by the consumer is paying to run a pipe from a road to their house.  So Union has told us they're going to cover the first thirty metres.  But we know this application deals with remote or rural areas, where there could be huge distances from a residence to the main pipeline itself.

So we're trying to get a sense of how much extra is the consumer going to have to pay, above that thirty metres that is covered by Union, in order to actually convert to natural gas?

So in order to figure that out, we need to know the distance from the house to the road, at least on average.

MR. KEIZER:  Can I just have a moment?

[Mr. Keizer confers with Mr. Kitchen]


MR. KEIZER:  Yes, I guess what we will -- I will let the panelists answer the question.  We can only give what information we have; if we don't have the information, we don't have it.

MR. OKRUCKY:  What I would offer is that we have no reason to believe that in these towns and villages in which we hope to extend service based on appendix D, the 29 projects, we have no reason to believe that there is a longer service distance required in those communities than in many other communities that we currently provide service to.

MS. BRAZIL:  So is it fair to say that you don't know the average distance?

MR. OKRUCKY:  No.  In fact, when we actually activate a project, we would measure the distance at that time, and if it's over thirty metres, then we would assess that excess service charge to the customer.

MS. BRAZIL:  And is the excess service charge then revealed to the customer, I guess before they choose to convert to natural gas?

MR. OKRUCKY:  It would be at time of application.

MS. BRAZIL:  I would just like to ask you a few questions about the penetration rates that you have relied on for propane.

So in Union's application at table 1, page 18 -- that is page 18 of the original application -- Union provides a table that states that the penetration rate for propane among non-customers without access to natural gas is 15 percent.

And that is based on Union Gas's 2011 Market Share Study, and that is locate at Union's answers to interrogatories of School Energy Coalition, Exhibit B, SEC 8, attachment 1.

But there's also, at page 2 of 15 of attachment 1, under the title research design --


MR. KEIZER:  Can we actually take each one of those at a time, because I think you have made three evidence references.  So if we can just make sure that they have --


MS. BRAZIL:  Sure.  So the first one is in Union's evidence.  So it is Exhibit A, tab 1, page 18.  You should see table 1.

And then under "competing energy source", you can see propane is the fourth row down and penetration is shown at 15 percent.

MR. OKRUCKY:  Hmm-hmm.

MS. BRAZIL:  Then at Union's answers to interrogatory from the School Energy Coalition -- that is Exhibit B, SEC 9 -- if you look at page 2 of 15, under the title "Research Design", on the first row you start with a description of how the research was conducted to establish penetration rates, and it starts with: "Identified postal codes within Union's service territory."

So I guess as a first question, does the service territory include both urban and rural/remote areas?

MR. OKRUCKY:  Yes.

MS. BRAZIL:  So then this survey was not limited to rural or remote areas?

MR. OKRUCKY:  Correct, but it did differentiate between areas that have natural gas service currently and those areas that don't.

So to the extent that many of the urban areas already have natural gas service, we are able to differentiate the numbers from those that don't have natural gas service.

MS. BRAZIL:  And then if I could take you to Union's answers to interrogatories of South Bruce, so this is Exhibit B, South Bruce 6, page 2 of 5.


Under table 1, the far-left column is heating system and the fourth row down is propane forced air.  So this is another description of penetration rates.  We see there are -- there's a penetration rate break down for Milverton, Prince Township, Lambton Shores, and then Kincardine.

And we see that Milverton, Prince Township, and Lambton Shores have different penetration rates than 15 percent.  And if you take the average of those three, it is actually 32.3 percent.

So our question is why did Union use a 15 percent propane penetration rate in its evidence instead of using a 32.3 percent rate, which is the actual rate for the areas that we're concerned with in this application?

MR. OKRUCKY:  I will take you back to the SEC exhibit, which was SEC 9.  So the 15 percent came out of that study, if I can find it.

That study was for a broader area than the four communities that are listed in the South Bruce 6 response.

MS. BRAZIL:  Is this page 6 of 15, attachment 1?

MR. OKRUCKY:  I'm just looking here -- yes.

So on page 6, there's a bullet on the side that indicates:

"Among customers that don't have access to natural gas, 34 percent use oil for home heating, 27 percent use wood, 21 percent use electricity, and 15 percent use propane."

MS. BRAZIL:  And that number is derived from the table that is on the left of the same page?

MR. OKRUCKY:  Yes.

MS. BRAZIL:  So the table looks like it shows that this is an average based on central region, eastern region, northern and southwestern regions; is that correct?

MR. OKRUCKY:  Yes.

MS. BRAZIL:  Okay.  So it is not -- this 15 percent is not specifically dealing with the areas that we're concerned with in this application?

MR. OKRUCKY:  The 15 percent is really an attempt to demonstrate a broader picture across the province, because Union expects there would be a broader community expansion program beyond the four that are proposed.

And to the extent that we proceed with any other projects beyond those four, we would do a market survey in that area to determine what the actual penetration rates are for different fuel sources, and what type of equipment is there, and the likelihood of those customers to connect to natural gas.

MS. BRAZIL:  So then just to confirm, the areas that are -- for which Union is seeking leave-to-construct in this application have a higher penetration rate for propane than 15 percent, just based on your own evidence?

MR. OKRUCKY:  Based on those four proposed projects, yes -- sorry, the three that are outlined in the earlier exhibit.

MS. BRAZIL:  Thank you.  Now, if the costs to convert from propane to gas are higher than Union estimates, would that decrease the number of conversions?

MR. OKRUCKY:  It would depend on the magnitude. If it was a dramatic magnitude, then it would potentially decrease the conversion rate, yes.  But we don't believe that it would be of any significant magnitude, the differences.

MS. BRAZIL:  And then again, if fuel cost savings were not as high as Union estimated, would that also decrease the number of conversions?

MR. OKRUCKY:  It would, again, depend on the magnitude, and it would also depend on the penetration rate, the number of appliances -- or, sorry, the number of furnaces in a given town that are convertible.

Many furnaces are dual-fuel certified and can be easily converted from natural gas -- or from propane to natural gas.  And that's much, much less expensive than having to replace the whole furnace.

So it depends on those circumstances.

MS. BRAZIL:  Can you tell us how many fewer conversions would result -- or rather, would be required before Union would consider abandoning its application?

MR. OKRUCKY:  That would depend on the impact on the economic feasibility on the project.  So if we felt there were fewer conversions that would occur and they would make the project uneconomic, under Union's proposal, then we would not be able to proceed with that project.

MS. BRAZIL:  And what do you mean by "uneconomic"?

MR. OKRUCKY:  Would it meet a PI of 0.4, with the ten-year temporary expansion surcharge and the incremental tax-equivalent contribution from the municipality.

MS. BRAZIL:  So now I would like to take you to Union's answers to interrogatories, Exhibit B, LPMA 16.  These are the interrogatories from London Property Management Association.

Now, the request here was for data totalling -- or providing the total amount of TES, ITE, and contributions from new customers that will be required.

And I am working from our -- from the unamended version of interrogatories, but the discounted figures show that existing customers -- if we look at the bottom row -- would pay 75.5 million, that the ITE would be a total of 4.6 million, and that new customers would pay 24.7 million, and the request here was for both discounted and non-discounted amounts, but only discounted figures were provided.

Can we be provided with the non-discounted figures?

MR. HOCKIN:  No.

MS. BRAZIL:  Can you explain why?

MR. HOCKIN:  Well, because the calculation starts with a discounted value.  So the methodology essentially on this is to add up the TES and ITE, and then the balance, therefore, that is being paid by existing customers -- other than the revenue from those new customers -- is a net present value figure of X.

And so we tried to add up the requirements without discounting, and we were getting figures where the -- it was inversely intuitive.

So we were getting figures that were -- the undiscounted value was less than the discounted value, which didn't make sense because of the way the math worked out.

So we found that we could not answer the question with the data that we had, because we're starting from the net present value, and -- it gets complicated in the math, but it is essentially because the net present value calculation essentially recognizes the full 135 million being spent in year 1, and that is influencing all the rest of the calculations where you have revenue occurring from year 1 through 40.

So I don't have figures I can provide you.

MS. BRAZIL:  Is it possible to provide the data -- oh, without the capital number in the first year?

MR. HOCKIN:  No.  The net present value -- sorry, the revenue requirement that we have from the customers is an outcome of spending the capital.  So I can't eliminate the capital and have any meaningful data for you.

MS. BRAZIL:  Can we see the data, even if it is counterintuitive or confusing?

MR. HOCKIN:  No.  Because I don't want to be trying to explain illogical outcomes.  What I can give you is column A and B are the discounted values.  I can sum those in a simple manner to give you undiscounted values, but I can't do anything with the net present value of the revenue requirement or the net present value of the cash flows.

MS. BRAZIL:  Is it possible to see all the cash flows in future years?

MR. HOCKIN:  I have to merge -- I'm just working through the number of models I might have to merge in order to create such an animal.

[Witness panel confers]

MR. KEIZER:  Sorry.  Just so we can understand the relevance of where you are trying to get to.

MS. BRAZIL:  I mean, this chart is extremely important, right?  It shows who has to pay what portion of the costs of expansion.  And we're just trying to get an understanding of how these numbers were arrived at.

And, you know, the -- I understand that there could be some difficulties in providing that information, but, you know, if they're counterintuitive, you know, we can manipulate them ourselves and we can look at the way that you came up with these figures.

MR. KEIZER:  Well, I think Union can tell you how they came up with the figures.  If you're asking that you wanted the data to go off and do your own scenario, I mean, they've already indicated their answer, which is:  Using the undiscounted amounts does not work from a logical mathematical perspective.

So I am not quite sure I understand your question to the extent that Union's already indicated how this table was derived and where the numbers came from.

MR. AIKEN:  It's Randy Aiken.  Can I just jump in for a minute and ask a follow-up question on the attachment in LPMA 16?

MR. KEIZER:  Sure.

MR. MILLAR:  Go ahead, Randy.

MR. AIKEN:  Okay.  Dave, you indicated 24.7, the 4.6, and then the 75.5 was really the residual.  So when I add up those three columns I get 104.8.  Is the 104.8 your net present value of the revenue requirement?

MR. HOCKIN:  I don't believe so, no.

MR. AIKEN:  Then what is the 104.8?

MR. HOCKIN:  I am trying to think through the --


MR. AIKEN:  I am confused, because you indicated that the 75.5 -- the discounted amount shown there that is collected from existing customers -- that that was calculated as some number, minus the TES, minus the ITE, rather than a discounted calculation of 40 years of revenue requirement, that I heard Mark Kitchen say earlier, well, we know what the revenue requirement is for each of the 40 years.

MR. HOCKIN:  Yeah, so, Randy, I am not doing -- in this question I am not doing a revenue-requirement calculation.  I'm doing a cash flow, the typical DCF cash flow, which is a different pattern than a revenue requirement.

And so the methodology, as I recall, was to take a look at the DCF, the net present value that I have for each one of these individual numbers -- and there is about 30 of them -- and then to do a calculation, what is the net present value associated with each of the two individual charge, the TES and the ITE.

MR. AIKEN:  Right.

MR. HOCKIN:  Then subtract those two numbers off of the DCF net present value before.  So it's not a revenue requirement number.  It is a DCF cash flow figure.

MR. AIKEN:  But isn't the third column, the 75.5, that is a net present value of the revenue requirement not covered from anybody else, other than existing customers?

MR. HOCKIN:  I just hesitate with the word "revenue requirement".

It is the difference between existing rates times quantity -- or usage, if you will -- on a cash flow basis.

It is not a revenue requirement schedule, and I think you will know the difference is the revenue requirement itself has different cash flows year by year, depreciation, expenses, and things of this nature.

So this is the cash flow of the project, subtracting-out the TES and ITE, leaving the balance to be picked up as the long-term rate impact, not a revenue requirement per se.

MR. AIKEN:  So the cash flow is the total of 104.8?

MR. HOCKIN:  I would have to go back and look at it, but I think that's correct.

MR. AIKEN:  Okay.  Okay, thanks.

MS. BRAZIL:  So I think just to follow up on that,  what we would like to have is the model that you used to come up with these figures.

MR. HOCKIN:  No.

MS. BRAZIL:  Is that -- okay, thank you.

We just have one final question about the calculation of the ITE.  So this was in Union's interrogatories at Exhibit B, CPA 9.

So this interrogatory asks some questions about Red Lake, which is another expansion project that Union undertook, and I would just like to direct you to our question which is (i) on page 2, right at the top.  So that's the answer.

Our question is did the municipality in Red Lake agree to pay an ITE, and Union's answer was no, that the municipality did not agree to pay an ITE, but it did provide a financial contribution to the project.  That is on page 3 of 3.

So our question is:  Did the municipality obtain any assistance from Union in determining the appropriate amount of the financial contribution?

MR. OKRUCKY:  They received assistance from Union in identifying what the residual financial contribution would be required in order to enable the project to meet its targeted PI.  But at that time, there was no such thing as an ITE.

MS. BRAZIL:  So the residual financial contribution, what does that mean?

MR. OKRUCKY:  The federal government and the provincial government both made contributions, aid-to-construction contributions that were part of our project economics.

There was still residual aid-to-construction required in order for the project to meet its required PI.

MS. BRAZIL:  And who paid that residual financial contribution?

MR. OKRUCKY:  The municipality.

MS. BRAZIL:  Did Union assist the municipality in determining where the revenue would come from, in order to pay for that financial contribution?

MR. SIMPSON:  I think at the time, in consultation with the municipality, it was understood that they had some -- I will call them civic buildings that would connect to natural gas.  And I think it was their -- and I am speaking somewhat on their behalf -- their belief that savings from that connection would validate the ability for them to make this payment.

MS. BRAZIL:  And did the savings total the amount that the municipality had to pay as a financial contribution?

MR. SIMPSON:  I have no idea.

MS. BRAZIL:  Did Union predict that funds could be raised using an incremental property tax payable on, I guess, the expansion lands?

Let me rephrase that question.

MR. OKRUCKY:  Thank you.

MS. BRAZIL:  Did Union provide any assistance in determining any revenues that were to be raised by taxes?

MR. SIMPSON:  I am pausing because I am trying to dial my memory back to 2012 and pre-2012, when it was established we would pay property taxes.

I can’t really remember all of the tools the municipality decided to kind of utilize to their avail.  But it was -- it was not structured in the same sense that this program is directly today.

MS. BRAZIL:  Will you undertake to determine whether or not that proposal involved raising revenue through taxes payable to the municipality?

MR. KEIZER:  I guess I'm looking at it as a 2012 project.  This is a completely different proposal on the table today.

I am not quite sure what has directly happened in that project has any relevance to what is being proposed today.

MS. BRAZIL:  Well, part of what is being proposed here is that the municipality will have increased revenues as a result of the expansion process.

Our understanding is that completely parallels what happened in Red Lake.

And we also understand that there may have been some difficulties in actually achieving the tax targets in Red Lake.

So I think that that speaks to whether or not we can count on the ITE amounts being collected by the municipalities in this case.

MR. KEIZER:  If I could just have a moment?

So I will let Mr. Okrucky or Mr. Simpson advise.

MR. SIMPSON:  I might try to help.  The ITE is -- I will call it a concept that we're bringing forward.  It is an option, in a sense, for the municipality to participate in that arrangement.

If they choose not to, then elements of our current proposal wouldn't apply.

But it is not hard-coated, in terms of –- and back to Red Lake -- how they may or may not have come up with funds.  They could have increased municipal taxes, they could have cut their budget elsewhere.

I know we will not know how they came up with those funds.

The closest information we could provide is the amount in total that they contributed to the project

MS. BRAZIL:  Sorry.  I think you're saying the municipalities don't have to agree to an ITE; is that correct?

MR. OKRUCKY:  If the municipality has not agreed to an ITE or an equivalent amount which is in our proposal, then they would not be eligible for the reduced PI beyond what is allowable with EB-0188 today, which is a PI of .8.

So they will make a decision on whether they want to make that contribution.  They will decide where they will source those funds from.  We've outlined how we will determine --


MR. MILLAR:  Microphone.

MR. OKRUCKY:  We've outlined how we would determine the amount that would be invoiced on an annual basis in CPA 12, Exhibit B, CPA 12.

MS. BRAZIL:  And to the extent that the municipality doesn't agree to pay an ITE and so the target PI is not met, what would then happen to the proposed expansion project for that municipality?

MR. OKRUCKY:  The project would have to meet a minimum PI of 0.8 and, in likelihood for the 29 projects that are on the list, there could be other mechanisms used to do that.

For example, the TES period might be extended for the customers in that expansion community, or someone may come to the table with aid-to-construction to make the project viable at a PI of 0.8 PI.

MS. BRAZIL:  So then I would just like to clarify whether I’ve received an undertaking to go back and review the work that was done on Red Lake, and determine whether or not Union did assist in determining the amount of the financial contribution that the municipality agreed to pay, and second, how it suggested those funds be raised.

MR. SIMPSON:  I hope -- and maybe I didn't clarify.  I can't take that undertaking, because I don't know how they procured the funds necessary.


I think what I agreed to was, if it adds value to CPA, how much was the total contribution by the municipality.


MS. BRAZIL:  I recognize that you might not know today, but, you know, presumably there are -- there are records that you can check to see, you know, to what extent you were involved in assisting the municipality in determining the amount of its financial contribution.


MR. KEIZER:  I think he's indicated that he would determine the amount that would -- that was required.   He doesn't know how ultimately at the end of the day the municipality derived the source of funds to do that.  So he's indicated he doesn't have that information.


MS. BRAZIL:  I understand --


MR. KEIZER:  What Union believed or hoped it would do doesn't necessarily mean that that is what the municipality did do.  And so we don't have that knowledge within the possession of Union, which is what the witness has indicated.


MS. BRAZIL:  Our understanding is that Union did assist the municipality in coming up with the amount that was to be paid as a financial contribution and how that amount would be generated in revenue so that it could actually ultimately be paid.


So if the answer is, no, Union did not participate at all, other than to assist them in determining the amount of the financial contribution, then I don't think any undertaking is required.


If the answer is that Union was involved in advising the municipality, then I am just asking if you can go back and check your records and see what you advised the municipality to do, in terms of not just determining the amount that will be paid but how the municipality would come up with the funds.


MR. SIMPSON:  So I was there in 2012.  For sure we had conversations about what I've already alluded to, which was a tax revenue would be forthcoming.  Savings from connections of municipal buildings would be forthcoming.


These are conversations.  The decision is ultimately in the municipalities.  And how they enacted and what they enacted to achieve that contribution, I don't know.


MS. BRAZIL:  And that cannot be determined by reviewing your records?


MR. KEIZER:  He has answered the question.


MS. BRAZIL:  He says he doesn't know today.  I am just wondering if it is possible for you to just check your records.  If it's not, you know, point taken.


MR. SIMPSON:  I can confirm what I just did, which was those consultative conversations took place.  I will not be able to reproduce anything more than that.


MS. BRAZIL:  Okay, thank you.


MR. GARNER:  Can I ask a follow-up question?  Mark Garner, VECC.


With respect to Red Lake, after the project was determined, I understand that you would then have calculated a contribution in aid of construction for that project to be paid by the municipality.  Was that how it worked?


MR. SIMPSON:  The exercise of determining the aid to calculation is done before the project takes place.


MR. GARNER:  Sure, okay.  And then in order to build the project, you then approached the municipality and said to them in effect, "This is the amount of money you will be required to contribute in order for us to proceed with the project"; correct?


MR. SIMPSON:  Right.  The discussion was -- involved more than the municipality, because a major anchor tenant was a goldmine by the name of Gold Corp.


MR. GARNER:  Right.


MR. SIMPSON:  Which by far was the largest contributor to the overall project --


MR. GARNER:  Right.


MR. SIMPSON:  -- so the discussion did include all parties.


MR. GARNER:  Right.  And I understand it was complicated in that way.


What I am just trying to understand clearly in my own head up to this conversation was, once you had determined an amount for the project to proceed, did you then -- you would then invoice the municipality to pay an amount and they would then pay that amount prior to the construction or at some time during the construction?  Or at the completion of the construction?  How does that work?


MR. OKRUCKY:  Most often when someone is paying aid to construction, it is paid in advance of construction.  But there are circumstances where a binding commitment is made to pay that equivalent amount post-construction, and that was the case with Red Lake.


MR. GARNER:  Okay.  So Red Lake paid post.  So you made an arrangement with them that was different than your usual circumstances, as you say, and made payment post.


Now, when you say "post" can you be specific?  Post when the last customer is connected?  Post to what?  When did they pay?


MR. OKRUCKY:  I believe it was over a four-year period, following commencement of service.


MR. GARNER:  I see.  So you provided them another adjustment to your usual standard by giving them a period of time in which to pay that contribution in aid of construction; is that correct?


MR. OKRUCKY:  Yes.  But the impacts of that would be reflected in the economics for the project.


MR. GARNER:  I understand.  The payments were -- because you were staggering them you would have calculated them slightly differently.  I understand.


Okay, thank you.  I think that is all.  Thank you.


MR. QUINN:  I have one follow-up question of clarification, Mr. Okrucky.  A couple of times you referred to the target PI for that project.  Do you recall what specifically that target PI was?


MR. OKRUCKY:  I would have to check, Dwayne.  I believe it was either .9 or .95, because the portfolio couldn't take a lower PI, but I would have to --


MR. QUINN:  I had a recollection it wasn't .8 or it wasn't 1.  Would you just undertake to provide that PI back to us, please?


MR. KEIZER:  That's fine.


MR. MILLAR:  JT1.5.
UNDERTAKING NO. JT1.5:  TO PROVIDE THE TARGET PI FOR THE PROJECT.


MR. QUINN:  Sorry.


MS. BRAZIL:  One further question about Red Lake.


Did Union provide any presentations to the municipality?


MR. SIMPSON:  I think there's a good amount of conversation.  Again, the anchor tenant was Gold Corp., and I'm going to be off on my numbers, but on a $30 million project they were paying 90 percent of this project.


This was a Gold Corp. anchored project, and Red Lake happened to be the, you know, the municipality that was close by.


I think, in many of the discussions, it boiled down to just understanding their contribution and in large part how they could be supported with them by Gold Corp.


So I don't recall presentations in kind of a formal nature.  It was more dialogue with the municipal office.


MS. BRAZIL:  Okay.  Will you undertake to look for and provide any copies of presentations that were given or advice that was given to the municipal office?


MR. KEIZER:  No.


MS. BRAZIL:  And why is that?


MR. KEIZER:  Because it is not relevant.


MR. MONDROW:  Because it's not what?


MR. KEIZER:  Not relevant.


MR. GARNER:  Not relevant?  Why would that be?  You're proposing right now to enter into a type of an agreement with the municipalities.  It seems to us, to me, that what we're exploring here is the type of agreements you have previously entered into, and if I could follow my friend, you may have come to a written agreement with the municipality in order to get the CIAC.  Did you do that?


[Witness panel confers]


MR. SIMPSON:  I would say subject to check, yes.


MR. GARNER:  May we have that agreement?


MR. SIMPSON:  If it exists, yes.


MR. GARNER:  Thank you.


MR. MILLAR:  That is JT1.6.
UNDERTAKING NO. JT1.6:  TO PROVIDE AN AGREEMENT IF IT EXISTS WITH THE MUNICIPALITY IN ORDER TO GET THE CIAC.


MS. BRAZIL:  And also the copies of the presentations or any written advice that was given to the municipality?


MR. SIMPSON:  I will undertake to look for presentations.  This is now probably three-plus years ago.


I did mention, I won't find any notes or minutes relative to advice, as you call it.  But I can certainly see what exists in this file.


MR. MILLAR:  That is JT1.7.
UNDERTAKING NO. JT1.7:  TO PROVIDE THE COPIES OF THE PRESENTATIONS OR ANY WRITTEN ADVICE THAT WAS GIVEN TO THE MUNICIPALITY.


MS. BRAZIL:  Thank you.


Just one more question.  All right.  So this is just back to Exhibit B, LPMA 16.  That is the chart showing the total amount of TES, ITE, and contributions from new customers.


MR. AIKEN:  Existing customers.


MS. BRAZIL:  So is it possible to run it with a -- run the model with a zero discount rate and then provide us with the figures that are generated?


MR. HOCKIN:  That's precisely the problem.  We tried that.  And that is where the data failed, because of the timing of the cash flows.


What I can tell you, though, is I have done a little bit of checking here.  So the last column on the right -- which is the amount to be collected from existing customers -- that is the net present value of the project on a cash-flow basis.


And so if you were to -- wanted to know what it was before we had collections underneath these two mechanisms, then to my way of understanding it would be the sum of the three.  So someone said it was 104 million.  That would be approximately what the number is.


So absent the mechanism, it would be approximately 104 negative NPV.

MS. BRAZIL:  We recognize that you're saying there is some strange results being generated if you run it with a zero discount rate.  Can we have those results?

MR. HOCKIN:  I don't find them meaningful, and I don't know how it could be of any use as a cash flow analysis.  And so the answer is no.

The accepted method for assessing overall project feasibility is a discount cash flow analysis.

You are asking me to unwind that for the purpose of this, which is opening a lot of problems I foresee for no value, because it is not the methodology by which it is assessed.

MS. BRAZIL:  Well, with respect, we just want to test these numbers because these are obviously critical to the application.

And so if you could at least give us the results from the zero discount rate, that will give us a sense of how this calculation has been done.

MR. KEIZER:  What we will do is take it away at lunch, and discuss it over lunch and get back to you.

MS. BRAZIL:  Okay.  Those are all of our questions, thank you.

MR. MILLAR:  Thank you, Ms. Brazil.  Mr. Mondrow?

Examination by Mr. Mondrow:

MR. MONDROW:  I am next on the schedule?

Mr. Hockin, if you took the 75.5 million, which is the net present value, and escalated it -- I am using the wrong terminology, but escalated it forward to project cash amounts over whatever term this analysis is done, would that not give a number, a cash flow number as you say?

MR. HOCKIN:  I have no idea what that would mean.  The 75 million represents, in round figures, spending $135 million in year one, incurring operating costs every year, incurring taxes every year related to property taxes, and getting some revenue from new customers as they attach.

And then from year one through year ten, there are further customer attachments and there is more services, there is more capital associated with all of that.

It kind of bulls up over time, and the customer revenue builds up over time, absent these other mechanisms as well.

But that is a cash analysis.  That is completely different than asking what is a revenue requirement which would be, you know, how much do I need in year one to support that investment, given that this is a 40-year discount analysis.

So no, I couldn't do what you’ve asked.

MR. MONDROW:  I will have to think about that when I read the transcript.

So all of that is done in a model that does this separately, does the calculation separately for every year based on attachments, and revenues, and CCA, et cetera?

MR. HOCKIN:  It is the standard type of model we've used for the last twenty-five years, yes.

MR. MONDROW:  So that is a yes to my question?  The model does this for every year with all of those various inputs and more, no doubt?

MR. HOCKIN:  Yes.

MR. MONDROW:  This is the model you are refusing to provide because you don't want anyone to mess it up, correct?

MR. HOCKIN:  Correct.  It is the same model we would use for the Dawn Trafalgar project, or for any other project.  It is a very large, complex, and robust model that can do a lot of different things, not just discount cash flow analysis, which is one element.

MR. MONDROW:  Okay, that's fine.

When are you planning to build -- I want to return to something that you were talking with Mr. G. Kaiser about earlier -- I guess both Mr. Kaisers, actually.

When are you planning to build the four projects that are the subject of this application?

MR. OKRUCKY:  We have indicated in an IR response that if we receive approval from the Board by mid-April, we would expect to build those projects in 2016.

MR. MONDROW:  Okay.  And what about the other twenty-five?   Have you actually got, at least on a tentative basis, a project schedule for the other twenty-five?

MR. OKRUCKY:  We're just in the process of attempting to build a schedule for that.  Generally, I would expect that over something like a three-year period, we would build those other projects.

MR. MONDROW:  Okay.  So that would be by the end of 2018, everything else being equal -- approvals granted, no hiccups in any of the projects -- you would expect they would all be in-service.

MR. OKRUCKY:  By the end of 2019.

MR. MONDROW:  By the end of 2019, okay.

You just have to bear with me because I am going to use my Adobe page numbering, and I will give you the exhibit reference as well.  I have to toggle back and forth a little bit.

So I am going to go back to Adobe 238, although I think the file that is on the screen is off by one.  But that will give the operator a sense of where I am going.

So this is the rate impacts -- sorry, this is the interrogatory responses, and this is CCC 21, attachment 1,  and I am looking at page 2 of that attachment 1.

Sorry, it is CCC 21, attachment 1, page 2.  And these rate impacts, if I am reading this chart correctly, if I look at the middle set of two columns, are assuming, Mr. Okrucky, that all of the projects are -- all of the 29 projects now are in-service in 2018.  Is that what these calculations assume?

MS. MIKHAILA:  Yes.  This was prepared on the same basis as the schedules in evidence.

MR. MONDROW:  Okay.  So the numbers that we've been given in evidence for net impacts of all of this assume all projects in-service in 2018?

MS. MIKHAILA:  Yes.

MR. MONDROW:  Okay, thank you.

And if I'm reading this chart correctly, if we can look at -- on this page, it is the large rate M5 rate impacts, and the last line under large rate M5 -- I guess it’s line 35 -- is direct purchase impact line.

So this would be for M5 customers that take only delivery service from Union; is that correct?

MS. MIKHAILA:  Yes, that's correct.

MR. MONDROW:  And this tells me that their delivery rate impact -- which would, for those customers, be the same as their bill impact, that is their Union bill -- would be an increase of 6.4 percent.  Am I reading that correctly?

MS. MIKHAILA:  We have provided corrected interrogatory responses, and this is one of the ones that we did correct.  And it is corrected to be 5.4 percent.

MR. MONDROW:  Okay.

MS. MIKHAILA:  But, yes.

MR. MONDROW:  And that's an annual impact, right?

MS. MIKHAILA:  Yes, that is an annual impact.

MR. MONDROW:  Okay.  And when the TSE and the municipal contribution -- the ITE, I think you call it -- comes off of these projects, that bill impact will be higher than what you have shown here?

MS. MIKHAILA:  So the reason it was needed to be corrected is because the figures that were provided for that rate class were prior to including the TES and ITE deferral credit.  So the 6.4 that you just mentioned is the amount that it would increase to when the TES and ITE deferral credits drop off.

MR. MONDROW:  So is that true for all of the numbers on this version of the response?

MS. MIKHAILA:  It is for all, but rate 01 and rate M1.

MR. MONDROW:  Perfect.  So by comparing the updated response and this response, except for M1 and 01, I will be able to see the impact of removal of those surcharges?

MS. MIKHAILA:  That's correct.

MR. MONDROW:  Perfect, thank you.

Okay.  I just want to try to understand and get some clarity, because there are various responses on this and I am not sure -- well, I’m sure I can't reconcile them.  I am pretty sure you probably can -- on the treatment of contract customers under this proposal.

So if I am understanding your evidence correctly -- including all of the responses -- the first thing that I need to understand is that for contract customers seeking to connect within a community expansion approved area or qualified area, the PI that their connection will have to meet will be the same as the PI under the community expansion proposal, i.e. 0.4; is that correct?

MR. OKRUCKY:  Correct.  It would be the same PI that the community expansion project that they're connecting to is required to reach.

MR. MONDROW:  Okay, perfect.  And to the extent that the costs of that connection, net of the forecasted revenues of that connection, fall below 0.4 PI, there will be a contribution in some form required from the customer?

MR. OKRUCKY:  For the contract customer?

MR. MONDROW:  For the contract customer.

MR. OKRUCKY:  Correct.  They would be required to either make a contribution, and aid-to-construction contribution, or adjust the terms of their contract in order for their connection to reach that minimum PI.

MR. MONDROW:  So let's just go to LPMA 12, which I have at Adobe 423.  I didn't mark these, sorry.  Part (b).  Okay.  So in part (b), the response to LPMA's question, part (b), there are a list of four contribution mechanisms for a contract customer's in the event that the economics of their connection fall below the PI.

And the first one is a contribution in aid of construction.  That is their traditional lump-sum payment upfront.  The second is to extend the term of their contract in order to make the project feasible.  The third is to increase their minimum annual volume or committed revenue, in which case they're billed for any shortfall relative to that commitment versus consumption at the end of the year.  It's the thirteenth bill.  And the fourth is to negotiate a rate which is higher than the minimum rates, so essentially negotiate a contribution over time.

Is that what that fourth bullet means?

MR. OKRUCKY:  Yes.  The rates in the rate schedule for a number of those contract -- those contract rates are minimum rates.  They can negotiate a higher rate.

MR. MONDROW:  Right.  And this is all prior to the temporary connection surcharge model, the TCS.  These are all options that are currently available to contract customers.

MR. OKRUCKY:  These are all currently available to contract customers who wish to connect.

MR. MONDROW:  Okay.  And in addition I saw in another response -- I am just trying to find it in my notes -- there is also the option -- it is Energy Probe 18, for the record.  There is also an option of finance -- it said something about financing with the company, which I assumed to be Union, their contribution.

Do you recall that?  We can look at it if it's easier.  Yeah.  It is Adobe page 368.  Probably you're at 364, I think.  It is attachment 1.  So this is the updated conditions of service.  If you scroll down -- I am just going to find it on my screen here.

So I am looking at page 5 of 6.  And it is the paragraph that starts on line 6, and then if you look at line (b) -- sorry, line 11, part (b) of this particular condition in your updated conditions, it says:

"The customers will have the option of paying the aid to construction upfront as a lump sum or have the amount financed at the company's finance rate."

The company there is Union's finance rate?

MR. OKRUCKY:  Yes.

MR. MONDROW:  So they could effectively borrow the money from you at your finance rate to pay the contribution in aid of construction?

MR. OKRUCKY:  Yes.  We would finance it for them.

MR. MONDROW:  Okay.  And still all of that is before this TCS proposal.

MR. OKRUCKY:  Yes.

MR. MONDROW:  Those are all currently available options for contract customers?

MR. OKRUCKY:  Yes.

MR. MONDROW:  Okay.  So what I am struggling with is why add the TCS?  It seems to me that from among these five options we have talked about there is already all the flexibility you are attempting to achieve with the TCS.  What does the TCS add?

MR. OKRUCKY:  I think what the TCS does is ensures that you can collect that contribution from anyone who connects to that project.  Let's say it's a ten-year TES period.  If somebody connects in year five, you can still connect that contribution.

Financing typical aid to construction requires all the customers who are going to connect to the system pay aid upfront.  So what can happen in that situation is a person can elect not to pay aid, the amount of aid per customer would go up accordingly because you have fewer connections in order to make the project viable, and then that customer can connect in year five with no aid to construction.  So the TES avoids that situation.

MR. MONDROW:  Okay, thanks, I am just looking for another reference here.

MR. BUONAGURO:  Just while he's looking, I think you said TES.  I think he asked you about TCS.

MR OKRUCKY:  Oh, I'm sorry.

MR. BUONAGURO:  So I just want to make sure you weren't mixing up the two terms.

MR. OKRUCKY:  Can you repeat your question again, sorry?

MR. MONDROW:  What is the TSC at was my question.

MR. OKRUCKY:  Sorry?

MR. MONDROW:  Given the five options we have talked about for a contract customer to pay its contribution, to the extent one is required, what does the TCS option add to the options that are already in existence?

MR. OKRUCKY:  For a contract customer?

MR. MONDROW:  Yes.

MR. OKRUCKY:  I'm not sure that it provides another choice.  The TCS is much more likely to be used by non-contract customers, general service customers, or rate M1, M2, 01, or Rate 10; for example, a farm with an abnormally long service or something like that.

MR. MONDROW:  Okay, can we look at Energy Probe 18, attachment 1, page 6 of 6 of attachment 1.  That is the document we were in.

So if I look at part (c) of these conditions it says:

"The PI analysis for commercial and industrial services."

That would include contract customers, I assume?

MR. OKRUCKY:  Yes.

MR. MONDROW:  Right?
"Shall be individually calculated reflecting the site-specific lateral length, pipeline sizing, costs, gas usage, and margin.  Commercial industrial customers shall be required to contribute Aid to Construction or the TCS if necessary to achieve a minimum PI of 1."

So that tells me that the TCS applies even outside the community expansion proposal.  Is that what you intend?

MR. OKRUCKY:  The TCS is actually outside of the community expansion proposal.

MR. MONDROW:  Okay.

MR. OKRUCKY:  So the community expansion proposal would allow for a TES, temporary expansion surcharge, and the ITE contributions, but there are other projects that would not meet the criteria for a community expansion project, like I've described, a small farm, or it might be a small business, or it might be a contract customer, and the TCS is applicable to those projects.

MR. MONDROW:  Okay.  So I'm mixing up the acronyms.  I threw you off.  I apologize.  So that is helpful.

And then let's read on:

"Unless part of the community expansion project.  For services in community expansion projects, the minimum PI for commercial and industrial attachments will match that approved for the project."

And it is the next part I don't understand:

"Until such time as the TES..."

So this is your new proposal, right?
"...TES has been in place for 24 months."

That tells me that if the TES has been in place for longer than 24 months, the commercial or industrial customer doesn't get the reduced PI benefit.  Is that what that means?

[Witness panel confers]

MR. MONDROW:  Even using your TES proposal, which you said was to correct for gaming behaviour.

MR. OKRUCKY:  Yes, I am trying to recall.  I think there may be an error here that it may have been the minimum TES period of 48 months that hasn't been adjusted.

MR. MONDROW:  But there are communities for which the TES will be in place for longer than 48 months.

MR. OKRUCKY:  Yes.

MR. MONDROW:  So I guess maybe you could clarify, but I would have thought that this proviso would be for the term of the applicable TES.

MR. OKRUCKY:  Yes.  With the minimum period as well.  So whatever the TES term is, it might be ten years for that project --

MR. MONDROW:  Right.

MR. OKRUCKY:  -- that's the period that we're referencing, so --

MR. MONDROW:  Okay.  All right.  So now I understand that, that's helpful.

And I have one more, which is VECC 11.

MR. KEIZER:  Sorry, Mr. Mondrow.  What we will do is we will go back and clarify this provision so if it has to be corrected we will make sure it gets corrected on the record.

MR. MONDROW:  Right.  Yeah, I assumed you would do that, thank you.

MR. KEIZER:  And we're happy to take an undertaking to do that.

MR. MILLAR:  We'll mark that just to be sure.  JT1.8.
UNDERTAKING NO. JT1.8:  TO CLARIFY THE PROVISION.

MR. MONDROW:  Okay.

MR. KEIZER:  I'll give you a free one.

[Laughter]

MR. MONDROW:  No, no, no, no, I'm not taking that as a free one.  But thank you for the offer.  That's now on the record as well.  I  appreciate that.  I'll tell you when I'm ready for it.

683 -- Adobe 683, please, which is VECC 11.   It's my 683.  So it is, yes, it is the same page, good.  So I am looking at the last part of the response to part (b).  You don't see the (b) on this page, but under the table there is a paragraph, and then another paragraph that says:  "Union's small main extension proposal in Exhibit A, tab 3."  Is that the TES proposal?

MR. OKRUCKY:  Yes.

MR. MONDROW:  So we're talking about the same thing.
"...will provide a means of partially addressing challenges for smaller communities that are reasonably close to the existing system."


And that, if you look at the paragraph -- at the question and the paragraph before, I think smaller communities refers to communities with less than 50 customers which don't qualify for the community expansion proposal.  Is that correct?

MR. OKRUCKY:  That's correct.

MR. MONDROW:  So the TES is meant to provide a similar mechanism as the -- what do you call it?  Sorry, what's the acronym, the TES --


MR. OKRUCKY:  TES and TCS?

MR. MONDROW:  No, no.  The TCS is outside the community -- outside this application.

MR. OKRUCKY:  So the TCS is for projects that are smaller than community expansion projects, is the way I would summarize it.

MR. MONDROW:  Right.

MR. OKRUCKY:  The TES and ITE are for community expansion projects.

MR. MONDROW:  So TES stands for temporary?

MR. OKRUCKY:  Temporary expansion surcharge.

MR. MODROW:  And TES stands for temporary connection?

MR. OKRUCKY:  Temporary connection surcharge.

MR. MONDROW:  And they are functionally equivalent?

MR. OKRUCKY:  They are very, very similar.  The major difference is that we would not -- we're not asking for capital pass-through.  We're not proposing a capital pass-through for these smaller projects.

So the temporary connection surcharge would not be part of the deferral.

MR. MONDROW:  Okay, right.  Thank you.

So my next question is:  Why are you proposing to do these projects now?

Let me tell you why I am asking that, so you can think about the answer for a second, and so I can clarify it.

You don't have clarity on government funding for community expansion.  Even though the funding has been announced and indeed the dollars have been announced, and the two basic mechanism, the lower no interest loan and the grant, have been announced, we don't have clarity on the impacts of carbon regulation, although we are expecting that to get that sometime in 2016.

Wouldn't it make more sense to do community expansion economics in light of that information, rather than asking the Board to set a precedent now by approving a bunch of mechanisms and a lower PI, including subsidy from existing ratepayers?

Why wouldn't we wait for that information?

MR. SIMPSON:  No, I don't think it does make sense to wait.

I think what's compelling and really led the Minister of Energy and the Energy Board to ask for applications in this forum were that there's cost savings to be had that are very, very significant for largely residential customers in these areas.

And, you know, in our evidence with several references is in fact direction from both the Minister of Energy, as well as from the Ontario Energy Board, to bring forward proposals.  And we're the first to do that.

The point on the funding, I think, needs to be really clear that these 29 projects can proceed with zero dollars from that program.

MR. MONDROW:  Right.  And cross-subsidy from other ratepayers instead.

MR. SIMPSON:  Separate and distinct, is this proposal is intended with the benefits and costs as laid out to all ratepayers to basically stand alone.

The government funding could in effect be bolted on to this and, in effect, help us serve community number 29, 30, 35 or 40.  So --


MR. MONDROW:  Mr. Simpson, are you proposing that existing customers cross-subsidize these projects or not?

MR. SIMPSON:  Yes.  I think we answered with Mr. Kaiser, there is 26 cent a month fee for a residential customer that is impacted by this with long-term benefits from either attachment rates that are higher, and scale of addition in terms of benefits on the base cost structure.

MR. MONDROW:  Right.  And if the attachments are lower or the costs are higher, the risk is also to those existing customers, right?

MR. SIMPSON:  There is a deferral account to capture the -–

MR. MONDROW:  That's a yes, right?  The risk is to the existing customers.

MR. SIMPSON:  The risk and the benefit, as I described, is to the existing customers, which is at 26 cents per month.

MR. MONDROW:  Perfect, thanks.  Has there been any analysis of the impact of carbon regulation on the economics of any of these 29 projects?

MR. SIMPSON:  No.  There's a few references, CCC and Energy Probe.  But it is premature, in terms of the province's ultimate plan with respect to its cap and trade program, to try and speculate what that outcome might be.

It's possible that there is for sure a cost on natural gas.  It's possible that it could actually promote additional natural gas usage in certain sectors, like transportation.

MR. MONDROW:  And there will likely be a cost on propane.

MR. SIMPSON:  And there could as well be a cost on propane.

MR. MONDROW:  And fuel oil?

MR. SIMPSON:  Correct.

MR. MONDROW:  When do you expect clarity on that?

MR. SIMPSON:  The plan -- the Minister of Environment and Climate Change is targeting first quarter, maybe second quarter to have draft regulations for Ontario's cap and trade program.

I think that will be another piece of kind of this evolving story.

MR. MONDROW:  First quarter, second quarter, 2016?

MR. SIMPSON:  Correct.

MR. MONDROW:  Thanks.  You, Mr. Simpson, a minute ago talked about the economics that led the Minister of Energy to ask, and the Board to ask.

So just to be clear, the Board's request for applications was in response to the Minister of Energy's direction to the Board, right?  We're talking about the same letter inviting applications?

MR. SIMPSON:  Right.  We don't need to bring it up, but for the record, appendix N is the Premier's, Premier Wynn's mandate letters, that was September of 2014.

Appendix A, February of 2015, is the Minister of Energy, Minister Chiarelli's letter to the Ontario Energy Board looking for this as part of the government's broader mandate.  But a sub piece was to extend gas to new communities, and encourage the Board to look for applications and requests that they be brought forward.

And appendix B is the actual letter from Mr. Fraser as part of the Energy Board's ask to the -- to potential applicants, with quite a bit of detail in fact as to what they -- not only just a simple ask, but what they in all likelihood would expect to see in that, in a filing like that.

And I think that appendix A is quite telling, because it calls out they would expect, in a sense, flexibility to EBO-188, that would effectively expect things like surcharges which we proposed.  They anticipate the need in a sense for capital pass-through, which we have proposed. And they expect something less than 0.8 to be a proposed PI.

So I think we've checked off, in a sense, the expectations as posed in that letter.

MR. MONDROW:  Union has had discussions with the government about community expansion?

MR. SIMPSON:  Is the question have we had discussions?

MR. MONDROW:  Yes.

MR. SIMPSON:  Yes.

MR. MONDROW:  Do you know when those discussions started?

MR. SIMPSON:  Probably in 2013.  I was trying to recall -- and the reason I put that date out there is it isn't just dialogue with the government or official meetings.

I think dating back as far as 2013, and built into the long-term energy plan, were discussions with the entire sector, in terms of what opportunities are in front of us as a province.  And over a period of time, I think those dialogues, amongst many, many others, led to the mandate letters, led to the Ministry's letter, and led to the Energy Board's letter.

MR. MONDROW:  And do you recall, Mr. Simpson, whether it was Union that proposed the community expansion direction from the government, or whether it was the government that proposed it?

MR. SIMPSON:  I think the first place we formally raised community expansion was in a document we had in late 2013 or 2014, which again spoke to, I think, opportunities for the province, which included combined heat and power, the Ring of Fire, the necessity -- not necessity, but the opportunity for industrial customers to be more competitive with access to supply basins nearby and community expansion.

MR. MONDROW:  Is that document on the record?

MR. KEIZER:  I'm not sure whether the witness is referring to the LTEP in 2013.

MR. MONDROW:  I don't think so.  I think he would have said that, but we can ask him.

MR. KEIZER:  We will clarify it over lunch.

MR. MONDROW:  Okay.  If not, I would like it on the record, please.

Do you have the document in front of you?

MR. SIMPSON:  No.

MR. QUINN:  You're talking about Union Gas publication that was -- it is publicly available?

MR. SIMPSON:  Yes.

MS. GIRVAN:  Is this -- can I interject?  It is Julie Girvan.  Is it the CGA report?  Is that --


MR. SIMPSON:  No.  Let me clarify.  There's two table -- or two reports that were just mentioned, the Long Term Energy Plan, which was not my reference point.  It was, I think, a part of the province's chronology.  I was referencing something we call our Bold Plays, which is a booklet which is available I think on our website, but subject to check, we will make that available.

MR. MONDROW:  That would be great.  Thank you very much.  Can we have a number for that?

MR. MILLAR:  JT1.9.
UNDERTAKING NO. JT1.9:  TO PROVIDE A BOOKLET CALLED OUR BOLD PLAYS.

MR. MONDROW:  Thanks.

Was there a point, Mr. Simpson --


MR. KEIZER:  Sorry, can I just interrupt.

MR. MONDROW:  Yes, sure.

MR. KEIZER:  We're getting a bit long in the morning here, perhaps a quarter to 1:00.  Do you know how much longer you're going to be before we break for lunch?

MR. MONDROW:  Hours.

MR. KEIZER:  I know that.

MR. MONDROW:  It might feel like that.  No.  We can break for lunch now.  I'm easy --


MR. MILLAR:  Mr. Mondrow, you're about 200 percent over your time estimate, so -- which I know is --


MR. MONDROW:  On the schedule that doesn't exist, but...

[Laughter]

MR. MILLAR:  Yes, but I am concerned that we are going to run out of time during the day.  So how much --


DR. HIGGIN:  I have some too.

MR. MONDROW:  Oh, I understand.  That's fine.  So I will continue until I finish.  I won't be much longer.

MR. MILLAR:  Are you talking five or ten minutes?

MR. MONDROW:  Yes, probably.

MR. MILLAR:  Okay.  Then why don't you finish, and then we will break.

MR. MONDROW:  Sure.

Mr. Simpson -- well, okay.  Let's just do it this way, because we're just getting clarification on some of these interrogatories.  I would like to go to -- I have this as Adobe 554.  This is an internal presentation that Union made.  And I'm sorry, I have to go back to see what interrogatory it is attached to.  I think it was a Schools request.

DR. HIGGIN:  Schools, yes.

MR. MONDROW:  And it's Schools number 5.

And so Adobe 554 I have as a cover page for a November 2014.  This is an internal status report, I think, Mr. Simpson.  Right?  Mr. Okrucky, I think your name is on it.

554.  I don't know why your pages are different.  Oh, I'm probably looking in the old version of the interrogatory responses.

MR. KEIZER:  What is the...

MR. MONDROW:  It's at -- well, this is -- so I will take you right to the slide I wanted to ask you about.  I was trying to just establish -- the cover slide of this presentation says "community expansion initiative status report November 7th, 2014".

MR. KEIZER:  2015?

MR. MONDROW:  No.  It says 2014.  And I actually wanted to go to slide 14 of that presentation, which I have -- well, it doesn't matter what I have it as, I guess.  Which is on the screen.  I'm just going to confirm -- yes.  No.  It says "suggested MOE directive content".  Slide number -- that's not the slide I am referring to.

So let me just ask you, Mr. Okrucky or Mr. Simpson, while people are trying to find this.  From this slide it suggests to me that Union had suggested to the government that its directive include a directive to consider long-term cross-subsidization from existing customers as appropriate for community expansion.

Do you recall making that suggestion?

MR. SIMPSON:  I think I would prefer to see the slide you're referring to.

MR. MONDROW:  Okay.

MR. QUINN:  567 on the old.  So it would be 568, Chris.

MR. MONDROW:  Did I give you the wrong number?  I'm sorry if I did.  557.  This is it.  Stay here, stay here, stay here, stay here.  Sorry.

[Laughter]

MR. MONDROW:  So this is suggested MOE directive content.  This is what you told your management you should suggest to the government for a directive.  Right?  That is what that means?

MR. SIMPSON:  And what is the date?

MR. MONDROW:  It's November 2014.

MR. SIMPSON:  November 2014?

MR. MONDROW:  The "suggested MOE directive content".  I just want to understand what that means.  Is that what you suggested to the MOE for their directive?

MR. OKRUCKY:  Yes.  This was a discussion that we had internally about whether we should suggest and would we issue a directive.

We had a number of conversations with the MOE over several years on this.  I don't believe that we asked them to issue a directive, but I would have to validate that.

MR. MONDROW:  You would have to, what, sorry?

MR. OKRUCKY:  I would have to validate that.  I don't recall asking them, but --


MR. MONDROW:  Would you validate that, please?

MR. SIMPSON:  Well, I can validate that.  I think the presentations that are relevant are in here.  Everything else is just consultation and dialogue.

So the presentations that would have been shared in those discussions are either in here or they're not.

MR. MONDROW:  Yeah, but that actually doesn't answer the question.  The question wasn't whether you made a presentation.  The question was whether, as suggested in this slide to your management recommending that you propose cross-subsidization be included in the directive, whether that is in fact what you recommended to the government in whatever form you had a discussion or dialogue with them in.  That is what I would like validated.  Because that is what this says you were going to do.

MR. OKRUCKY:  This is what -- this says what I was suggesting in that dialogue with internal managers.

MR. MONDROW:  Yes, fair enough.

MR. OKRUCKY:  I will have to validate.  It will be in the materials that we shared with MOE.

MR. MONDROW:  Okay.  If you could do that, that would be great.

MR. MILLAR:  JT1.10.
UNDERTAKING NO. JT1.10:  TO advise what UNION recommended be included in the MOE directive; to file the documents describing the recommendations, if they are not already on the record


MR. MONDROW:  And to be clear, if those materials are not already on the record, if you could put them on the record.

Okay.  I think you answered the next one.  That leaves me just one more area.  LPMA interrogatory response number 1.  And I am looking at page 4 of 5, please.  The top graph.  Perfect, thank you.

So as I -- there was some discussion about this, about rate-basing these community expansion costs on a gross basis versus a net basis.  And when I say gross and net, I mean before the customer contributions versus after the customer contributions.  And as I understand it, Union's proposal is to rate-base the entire capital cost of the project and not net-off from that rate base amount the contributions from customers.  Am I understanding that correctly?

MR. HOCKIN:  Yes.  Those rate riders, if you will, will be collected as a revenue stream and held for further disposition to customers.

MR. MONDROW:  Right.  And there's some information in some of the responses how that benefits customers, and I just want to understand.

This top graph illustrates those two options.  The dashed line, as I understand it, is rate-basing the total cost of the project before netting off the revenue associated with the riders, and the blue solid line is the alternative treatment, which is rate-basing only the net amount.  Sorry, it is the other way around.  I've got it the other way around.

The red dashed line is rate-basing the entire amount, and the blue dashed line is -- which is Union's -- sorry.

MR. HOCKIN:  Want me to try for you?

MR. MONDROW:  Yes.  Why don't you.

MR. HOCKIN:  The dashed line, the -- all the data associated with this is in the schedules attached to it --


MR. MONDROW:  Okay.

MR. HOCKIN:  -- so you can follow the line numbers that create the calculations.

MR. MONDROW:  Okay.

MR. HOCKIN:  The dashed line is Union's proposal.

MR. MONDROW:  Right.

MR. HOCKIN:  And you can see that that is the revenue requirement in one case.  Sorry, I apologize.  Now I have done it to you.  The blue line is the revenue requirement year by year.

So you can see, for example, that in year 4, there is no additional revenue required from any other customers because of the mechanism.

MR. MONDROW:  Right.

MR. HOCKIN:  So in this particular case for Milverton, the cost of the investment in year 1 is carried through the revenue from the customers -- what I would call normal rate class revenue -- and the contributions that come back to us in the form of surcharges for the revenues.

MR. MONDROW:  But just stopping there, the data for the blue line is calculated by rate basing the entire cost of the project?

MR. HOCKIN:  Correct.

MR. MONDROW:  Okay.  Sorry, you were going to go on to the dashed line.

MR. HOCKIN:  Then at year 4, the contributions from customers end.  The surcharges, if you will, end.

And so the revenue requirement net of that goes up in year five on the blue line, that's correct.

MR. MONDROW:  Right.

MR. HOCKIN:  So what we have is a difference, if you will, between the dotted line and the blue line.  There's a big customer benefit for the early years and then the question you asked -- I ask myself is, well, how does it look over the longer term, which is what the figure is on the second graph, which is if you take the net present value, where does the crossover occur?  And it is 20-some years into the future.

So customers, existing customers are better off underneath this proposal for more than 20 years, relative to an alternate proposal which says collect the money and call it an aid.

MR. MONDROW:  Under the alternate proposal, at the end of the day, are customers better off?

MR. HOCKIN:  The difference is about five percent in my math.  So customers -- the difference between the two methods on a net present value basis is about five percent.

MR. MONDROW:  So customers are five percent worse off overall, but better off in the first 20 years?

MR. HOCKIN:  Correct.  It is not material in the grand scheme of things, given that it is a 40-year analysis.

MR. MONDROW:  Two generations.  40 years is two generations.  Okay, I think I understand that.  Thank you very much.  I am done, thanks.

MR. MILLAR:  Mr. Mondrow, we will take our break.  I think Mr. Quinn wanted to go right after, if that's okay.  Well, you two argue about it over lunch; I don't care.

We will take a slightly shorter lunch because we are behind schedule, so can we come back at quarter to two, please?

MR. KEIZER:  Do we have a sense of how much is left time-wise?

MR. MILLAR:  Why don't we do that over the lunch break?

MR. KEIZER:  Thank you.
--- Luncheon recess taken at 12:55 p.m.
--- On resuming at 1:42 p.m.

MR. MILLAR:  Good afternoon, everyone.  I think we will get started again.

Mr. Keizer, is there anything we have to go over before we get back into questions --


MR. KEIZER:  I just -- we had taken away one undertaking to consider, and we have considered it, and I think it was in respect to a question asked by the Canadian Propane Association with respect to a particular table, and they asked for a zero discount rate to be applied.

MR. MILLAR:  Yes.

MR. KEIZER:  And we're prepared to provide that calculation with a zero discount rate with any appropriate qualifiers or assumptions set out clearly in the undertaking.

MR. MILLAR:  Thank you.

Okay, Mr. Rubenstein?

MR. HOCKIN:  Just for record purposes --


MR. MILLAR:  Your microphone is not on.

MR. HOCKIN:  The light is on.

MR. MILLAR:  Try again.  It's still not on.  Is it on?

MR. HOCKIN:  The light was on.

Just to be -- for that, I just want to make sure I understand.  Did I have an undertaking number?  Or our agreement to do something, is that a new undertaking?

MR. MILLAR:  I believe it is a new undertaking.  It is JT1.11.

MR. KEIZER:  Yes, a new undertaking.  We took it away to be considered.
UNDERTAKING NO. JT1.11:  TO PROVIDE THE ZERO DISCOUNT RATE TO BE APPLIED WITH ANY APPROPRIATE QUALIFIERS OR ASSUMPTIONS SET OUT CLEARLY IN THE UNDERTAKING.

MR. MILLAR:  Okay, Mr. Rubenstein?
Examination by Mr. Rubenstein:


MR. RUBENSTEIN:  Thanks.  Better now?

All right.  Can I first start by asking you to turn to CCC number 5.  And a number of different interrogatories by a number of different parties point to this one, and it is asking essentially about the benefits to existing ratepayers.

And as I read it, they fall into two categories, one being -- you can see this at the bottom of the first page
-- that existing ratepayers will benefit from these -- from future attachments that may be profitable.  And then the second is from economies of scale with respect to O&M costs.  Do I have that correct?

MR. OKRUCKY:  Yes.

MR. RUBENSTEIN:  So focusing on the first one, do I understand it, then, that while these attachments may not be profitable based on the PI -- based on its PI score, future attachments that may connect to these new communities are to be profitable?  Is that how I should understand this?

MR. OKRUCKY:  Yes.  Our forecast period in our economic analysis of the projects is for only ten years.  So the PI for that project, then, incorporates the cost of all the mains and the services that attach for that first ten-year period.

Services that attach after that initial ten-year period, there will be no main associated with those services, so the cost per customer added will be much lower, and that would generate a much higher PI.

MR. RUBENSTEIN:  And do you know how many attachments you're going to have to have then from years 11 and onwards to make the entire -- each of the expansion projects get to a PI of 1?  Sort of, at what point is there a tipping point where the whole endeavour becomes profitable?

[Witness panel confers]

MR. OKRUCKY:  We haven't done that analysis.  So the first few projects may reach a PI of 1 over a longer time period, but for the residual -- the 25 potential future projects, we just haven't done that analysis.

MR. RUBENSTEIN:  But you have for the four that are --


MR. OKRUCKY:  No.  I'm just -- I'm assuming based on my reading of the numbers that a few of them may get to a PI of 1.0.

MR. RUBENSTEIN:  They may get to it.

MR. AIKEN:  Mark, it's Randy.  Can I jump in for a minute?

MR. RUBENSTEIN:  Yes.

MR. AIKEN:  I'm looking at the discounted cash flows for the four projects, and I'm looking specifically at the Milverton one, which is on Exhibit A, tab 2, section B, Schedule 6.  And I don't know whether you need to pull it up or not, but what I noticed was that the revenues grossed out steadily from the first year through year 20, and then they drop in year 21.  And they actually drop for the next 20 years.  And my understanding is that's because you've removed a number of commercial-industrial customers after 20 years.  Is that correct?

MR. HOCKIN:  Yes.  And that's in my LPMA number 1.  It's in the attachments.  It describes that whole circumstance.  But an industrial or commercial customer is in for a 20-year revenue term.  So if they started in year 2 they would fall off in year 21.

MR. AIKEN:  So it is going to be even harder to get to a PI of 1 by adding more customers if you're losing customers after 20 years; isn't that correct?

MR. HOCKIN:  Well, we're not losing customers.  We're just not including the revenue to be conservative with it. So most of these customers, commercial customers, are small.  They are of -- when I look at the volume at about 10,000 cubic metres, that to me is in the order of a large variety store or, you know, something that is using gas for one purpose or another, compared to four or five times a residential home use.

So the building shell is likely to be used on an ongoing basis.  It may or may not be the same business in there, but for conservative purposes it is limited to 20 years in that respect.

MR. AIKEN:  So you basically said your PIs are conservative estimates; is that correct?

MR. HOCKIN:  I think so.

MR. AIKEN:  Okay, thanks.

MR. RUBENSTEIN:  So back to my question, which I have forgotten exactly what it was.

[Laughter]

MR. RUBENSTEIN:  But essentially in the -- let me ask you this.  You don't know, though, there is no calculation that you've done to determine at what point existing customers benefit based on new attachments because they're more profitable, thus making the entire community expansion project beneficial in that respect to them?

MR. HOCKIN:  I would come back at it this way, to be more direct on it, which is:  I don't see any circumstance where these larger projects will achieve a PI of 1, even with a more aggressive attachment rate with customers added beyond the ten years.  The discounting will take care of the revenue stream such that that wouldn't happen.

However, those incremental customers that would come along, which are not included in the base economics, would be a contributor, positive cash contributor, if you will, at the time that they come on.  But on a full life basis back to year one, I don't think you will get to a PI of 1.

MR. RUBENSTEIN:  Oh, so you don't think it will?

MR. HOCKIN:  I don't believe so, no.  Otherwise we could manufacture scenarios and be more aggressive in attachments, but the cost of getting the infrastructure in place is the reason why these customers -- these projects haven't been feasible in the past.

MR. RUBENSTEIN:  So then how can you say then with respect in this regard there's a benefit to existing customers?

MR. OKRUCKY:  Because to the extent that you attach a service in future years, in year 11 or year 12 or year 13, and if it has a PI of greater than 1, it will generate a positive NPV, and that positive NPV will actually benefit ratepayers, because you've got more revenue than you do cost.

MR. RUBENSTEIN:  But I understand that to really be, it may actually -- it may actually be that there will be at the end of the day less subsidization than you're showing now because there will be future attachments after year ten and those will have an NPV -- will have a positive NPV.

But that is different than saying existing ratepayers will benefit in the end fully.  Is that a fair way to put it?

[Witness panel confers]

MR. HOCKIN:  It's a frame of reference as your starting point.  Against a "do nothing" scenario, which is, don't do the project, then the potential benefits of attaching a customer in the future, years 11 through 20 as an example, or whatever those years might be, it doesn't benefit the existing ratepayers.

The ratepayers do get the benefit, though, on the incremental customers relative to the base line forecast that we have within the project portfolio right now.

MR. RUBENSTEIN:  All right.  So then the second part is with respect to the economies of scale with respect to O&M. So I take it that is different, that existing customers do benefit compared to a "do nothing" approach?  Am I correct or not?  Do they even benefit?

[Witness panel confers]

MR. OKRUCKY:  Yes.  It is a very similar answer, actually.  So if your base case is not doing the projects, then there wouldn't be benefit.

But to the extent that the projects go ahead, then there would be benefit because you have similar fixed costs that are being spread over a higher throughput, which would result in downward pressure on rates.

MR. RUBENSTEIN:  So then it is fair to say that there is no benefit to customers if the Board approves this project?  To existing customers?

MR. OKRUCKY:  The way I would put it is there may not be a direct benefit, but there are GDP benefits that extend well beyond the specific projects that we're proposing here.  And those are all outlined in CCC 5, attachment 1.  There is a report from ICF that attempts to quantify the GDP benefits of investment in natural gas infrastructure expansion.

MR. RUBENSTEIN:  Am I correct that that report is Canada-wide?  It is not specific to these projects, or Ontario-specific?

MR. OKRUCKY:  It is a Canada-wide report.  You can infer Ontario numbers, or some very specific Ontario numbers for environmental impacts, and there are -- you would have to actually infer the numbers based on Union's expected spend versus the total capital spend that ICF references in their report.

MR. RUBENSTEIN:  All right.  If I can ask you to turn to CCC 15?  At a high level, my understanding of the question here is essentially you're taking all of the TES revenues and the ITE revenues and you're putting them into an account, which you will dispose of at a later date to all customers.

The question essentially asked you -- well, it asks you to essentially -- part one it asked you to confirm that essentially, and the second is, well, doesn't that -- if the former, does Union agree that as a result, the intended mitigation of cross subsidization by collecting and TES and RTE -- I assume that means ITE -- revenue is inappropriately muted by collecting the revenue from the newly-attached customers and their associated municipalities, and then giving a portion of that revenue back to the same customers in relief.

So I think you agree that that is how the mechanism works.  But I am not sure you’ve addressed that second part.  Isn't that what is happening?  By taking the amounts that accumulated in that account and then giving it to all customers, not excluding those who -- those customers of the community expansion projects?

MR. OKRUCKY:  So it does mitigate the incremental contribution that those expansion area customers are making.

But to put it in context, those customers are paying $506 at 2200 cubic metres a year, and they're going to get a deferral credit back of $1.54.  So they're still making a very sizeable contribution.

To try and exclude them would be very complex, from a rates perspective.

MR. RUBENSTEIN:  Is that the reason why you didn't do it the way the question suggests, but the way you're doing it, purely it is too complex to do?  Or is there sort of a principal reason behind it?

MS. MIKHAILA:  Well, we did provide, in the third paragraph there, the impact if you only refunded it to existing customers.

And it made a one cent bill impact for rate M1 and there was no change on the impact to a Rate 01 customer.

MR. RUBENSTEIN:  So I take it it's a materiality --

MS. MIKHAILA:  It's immaterial.

MR. RUBENSTEIN:  All right.  If I could ask you to turn to Enbridge 3, you were asked in this question why is the TES set at a maximum ten years, and you provide a number of responses.

But I want to focus on the fourth bullet point here, and that says:
"The ten-year time frame is based on a subjective assessment of the probability of at least the current competitive cost advantage of natural gas relative to other fuels being maintained.  Extending this period would benefit project economics, but may raise some level of concern that the comparative value proposition might change over the longer term."

So my understanding is it’s a subjective assessment.  Can you just talk about -- can you just expand upon this response?  What was the assessment that you did?

MR. OKRUCKY:  It was a subjective assessment on whether it would be worthwhile to extend it for a longer time period.  And many would say there is more certainty of predicting prices in the near future versus the long future.

And that is really what this bullet is attempting to explain, is that there would be less certainty.  So it would create more hesitancy, I guess is a way to put it.

MR. RUBENSTEIN:  But the ten years -- you could have picked five years, fifteen years, but you went with ten years purely just based on --

MR. OKRUCKY:  Well, no.  That was one consideration in the ten year.

But the primary -- the term issue goes back to the idea of when a residential customer could get a payback on their equipment.  So what is the rate it that it would translate to for them to get a payback period of four years.

So the 23 cents is based on that four-year payback on equipment conversions.

The total term of the TES, or the maximum term of the TES was -- I think I'm answering too many questions here, but it was based on how long do you think we're going to have enough certainty that people will be comfortable making that choice to convert.

And we tested the ten-year period with customers in a number of locations, and found that they were willing to make the decision to convert their equipment.

MR. RUBENSTEIN:  So it's not fully subjective, in the sense that you took that ten years and you tested it with customers?

MR. OKRUCKY:  Yes.

MR. RUBENSTEIN:  If I could ask you to turn to Energy Probe 1, this flows from a number of questions that a lot of people have talked about today about communications between Union and the Ministry, and what the expectations are with respect to the Ministry with respect to community expansion policy and what they've communicated to.

Energy Probe asked you to provide a list in part (a) of communications and the documents that you provided in attachment A.  I would ask that you provide those documents.

MR. OKRUCKY:  I think there is already an undertaking to do that.

MR. RUBENSTEIN:  I think there was an undertaking directed to some specific --

MR. KEIZER:  A document to confirm whether a conversation took place.  But I don't think there was anything with respect to producing documents.  I'm not sure but --

MR. MILLAR:  I'm sorry?

MR. KEIZER:  Maybe, Mr. Rubenstein, you could state your question.

MR. RUBENSTEIN:  Provide the documents included in Energy Probe 1, attachment (a).

MR. MILLAR:  So that’s JT1.12.
UNDERTAKING NO. JT1.12:  TO PROVIDE THE DOCUMENTS INCLUDED IN ENERGY PROBE 1, ATTACHMENT (A).


MR. KEIZER:  Yes, that's fine.

MR. RUBENSTEIN:  Now, in SEC 4 -- you don't need to turn it up, but I asked what other options for expanding natural gas distribution infrastructure was considered by Union, and please explain why they were not proposed.

You provide -- forward me to FRPO 1 and Northeast 1, and those deal with LNG and CNG.

I guess the question wasn't clear.  I am looking with respect to what were the other regulatory options.  So one of the things from the Board's letter that they provided was to come forward with an application, there will be some regulatory flexibility.

What other regulatory options did you consider?  And ultimately, why were they not put forward before the Board?

MR. SIMPSON:  I think we landed very early on a principle that success would perhaps be best served if there were contributions from all of the participants, in a sense.

So when we thought of the municipalities having a motive to get natural gas into their municipality, when we thought of the end use customer, when we thought of the Board flexibility, it really -- I would say the genesis was from that, from multiple-part contribution, and then the product that you see in front of you grew from that.

We did test ourselves at different metric levels within that construct, but we started with that multiple of participation principle.

MR. RUBENSTEIN:  I understand that part, but the idea was when we hear these various buckets we think these individuals or these groups should put forward some amount of money to pay for the expansion projects.

But were there any other regulatory mechanisms that deviated from the normal course, I would say, that you considered but then ultimately you didn't choose?

MR. SIMPSON:  No.

MR. RUBENSTEIN:  So this is the only set of proposals that you had sort of internally considered?

MR. SIMPSON:  I think we could have considered, you know, different mechanisms that weren't as balanced.  But when we started from a principle of the multiple participant submission or contribution, it led us towards these type of metrics.

To vary from that we could have been more radical with no PI, or stay with status quo, and we gravitated towards this program based on that guiding principle.

MR. RUBENSTEIN:  No, I understand you could have done.  I am more interested in what you considered.

Well, let me ask you this.  Was everything that you considered essentially, well, let's adjust the PI up, down, what is the proper PI that we're going to get, what is the proper balance between existing ratepayers, new connections, and the municipality in the context of the methods that you proposed?  Or was there other regulatory mechanisms outside of that that you considered and chose not to, for whatever reason, not to go -- bring forward?

MR. SIMPSON:  It was the former.  It was the mixture of the elements within this program to achieve the balance that we were trying to achieve.

MR. RUBENSTEIN:  Thank you.

If I can -- well, if you can turn up SEC 10.  There is an attachment.  I was wondering if you could provide the attachment in its Excel format.

MR. OKRUCKY:  Yes, we can provide that.

MR. MILLAR:  JT1.13.
UNDERTAKING NO. JT1.13:  TO PROVIDE THE ATTACHMENT to SEC 10 IN ITS EXCEL FORMAT.

MR. RUBENSTEIN:  If I could ask you to turn to SEC 18, which sends me to 19(a), Energy Probe 19(a).

So in SEC 18 we had asked you to provide the forecast net delivery revenue requirement for each of the five proposed projects.  You send -- you forward us to Energy Probe 19(a).  I just want to make sure that what you provide is the exact same thing of what I was asking for.

You provided in --


MR. HOCKIN:  Just one moment.  Can we get your first reference, your SEC number which --


MR. RUBENSTEIN:  18.

MR. HOCKIN:  18, thank you.

MR. RUBENSTEIN:  And in 19(a) you provide the revenue requirement for each of the four proposed projects, and I just want to make sure we're talking the same language.

You use -- for you revenue requirement is the same thing as "net delivery revenue requirement".  That, for you, is the same thing.  There is no difference between the two of them?

MS. MIKHAILA:  Yes, that's what we provide, yes.  Yes.

MR. RUBENSTEIN:  Thank you.  Could I ask you to turn to SEC 20.  And in this we asked you to please explain how the application meets each of the requirements for the capital pass-through mechanism in the 2014 to 2018 IRM framework.

And you provide a lengthy response.  But what I am -- it's not clear to me exactly -- you talk about how -- you can see it in the second paragraph, the capital pass-through approved as part of the twenty-four-18 (sic) has a similar intent in that it allows Union the ability to adjust rates during the IRM term to reflect the associated impacts of significant capital investments made throughout the IRM term.

Do I -- that seems to me that you are not applying for the capital pass-through mechanism in the 2014 to '18 IRM framework, but it is a different capital pass-through mechanism?  Do I understand that?

MR. SIMPSON:  I may actually reference CCC 14 to help maybe guide a higher-level response.

We are applying for the capital pass-through mechanism.  And we think that is appropriate.  We think the request from the Ministry and the Board actually encompassed that and expected that, and we think it's the right approach.

It's obviously a very significant capital program, $135 million.  And that leads to, I think, at a program level a project that would return our allowed rate-of-return.  No more, no less.  And as such is exactly what the capital pass-through mechanism at its highest level is intended to do.

MR. RUBENSTEIN:  I am not interested in the theoretical level.  It is a practical question.  Is Union applying -- you're seeking approval of use of the capital pass-through mechanism that is set out in the 2014 to '18 incentive regulation mechanism settlement agreement?

MR. SIMPSON:  Yes.

MR. RUBENSTEIN:  So we had asked you -- and in the SEC 20 -- to provide us -- and -- how the application meets each of the requirements of that mechanism, and with all due respect, you didn't answer the question.

So what I would like you to do, and as you've done in a number of other projects in the last year where you sought similar, is a chart -- is a table that sets out on one hand all of the requirements and how you meet the requirements, and I will give you references in other cases where you have provided that in the evidence.  2014-0182, it is at Exhibit A, page -- sorry, Exhibit A, tab 9, page 3, in 2015-0200, at Exhibit A, tab 10, page 2 you provided those charts.  And I would ask you to do that again for this project.

MR. KEIZER:  That's fine.

MR. MILLAR:  JT1.14.
UNDERTAKING NO. JT1.14:  TO PROVIDE CHARTS FOR THIS PROJECT.

MR. RUBENSTEIN:  If we can just turn to SEC 22.  In part (a) we had asked you to break down -- provide a breakdown of both potential and forecast numbers -- customer numbers by various customer segments.

You had provided us references to the evidence of each of the individual projects and said that we didn't have -- outside of the four projects you didn't have those numbers.

And in each of those individual tabs for each of those individual projects you have small commercial, medium commercial, large commercial, you do provide numbers.

I was wondering how you define small, medium, and large commercial.  I couldn't find it.

MR. HOCKIN:  We'd have to have somebody specific related to those projects to provide more detail as to nomenclature, but perhaps it is helpful if you were to go to the live spreadsheet that we provided with LPMA 24(b).  There is a listing in there of the volume and the number of customers at the listing of small, medium, and large, so you could see from there how many would be at volume X and how many would be at volume Y between small, medium, and large.

MR. RUBENSTEIN:  But it doesn't -- would --


MR. HOCKIN:  The inference --


MR. RUBENSTEIN:  -- I did briefly look at it.  I --


MR. HOCKIN:  The inference of it as to whether or not you call them small, medium, large really doesn't turn much, to me.  It is ultimately turned into volume, which then turns into revenue.

So the numbers are in that spreadsheet on a detailed basis, if we need to delve deeper as to what is a small, medium, and large.  It may well be -- I don't have the data in front of me, but it may well be that the volume associated with small, medium, or large may be different from project to project.  It kind of depends on the, I will say site information gathered by the people that did the project.

MR. RUBENSTEIN:  Can you help me understand that?  So actually in different projects, you may classify the customers differently?

MR. HOCKIN:  They're all paying the same rates.  The only thing that is relevant is as to how much usage, which then turns into how much revenue.  And all of that data is in the projects themselves.

MR. RUBENSTEIN:  Can I ask you to turn to Staff -- well, first let me ask you to sort of simultaneously look at two things.

The first is, if I could just ask you to turn to SEC 6; keep that in your hand.


A lot was drawn to, as well this morning, Staff 2(b) which explained why -- there was a discussion with Mr. Kaiser and Mr. Keizer about this question, about why shouldn't EPCOR have the same access, or other utilities like EPCOR have access to Union's customers to subsidize its operation.


There is a discussion in SEC 2(b) of why you believe that is inappropriate.  Do you recall those discussions this morning?

MR. SIMPSON:  Well, you may want to make a specific reference.  I was definitely in dialogue with Mr. Kaiser.


MR. RUBENSTEIN:  I just wanted to reference it.  So there is a response in 2(b) which sort of broadly talks about that.


I want to ask you -- in SEC 6, we ask you a slightly different question, and I just want to understand if it is the same answer that applies to it.

This asks:
"Please explain why Union believes that it is appropriate to require only Union's existing ratepayers and not all existing Ontario and natural gas ratepayers to subsidize the community expansion projects."

This is a slightly different question, and it is asking why should only Union's existing customers subsidize your expansion projects and not all existing natural gas ratepayers in the province.  Is the same response applicable?

MR. SIMPSON:  I think a very similar response is applicable.  It doesn't pass, in my mind, the just and reasonable standard.  And I think perhaps even the more compelling part is, I don't think it is reasonable to put a specific example that a customer in Stratford or Waterloo would cross subsidize the earnings of a utility in, for example, Kincardine in EPCOR’s case, potentially a shareholder.

So the effect of going from one utility more broadly is not one we applied.  We didn't apply for cross subsidization into Enbridge's customers or others.  And likewise, I don't think it is appropriate for EPCOR in this example.

MR. RUBENSTEIN:  Now, if we turn to Staff 2(b) where you provide a more detailed discussion about that, I just want to understand Union's position.


Is it Union's position that it is not appropriate and, for policy reasons, the Board should not allow that?  Or the Board would be prohibited, legally prohibited from doing so?  Because you mix in some legal language there and some policy language, and I just want to understand what Union's position is.


MR. KEIZER:  Well, maybe I can speak from the legal perspective.


MR. RUBENSTEIN:  Please.


MR. KEIZER:  It's a legal position.  Union's legal position is that the Board would not have jurisdiction to establish just and reasonable rates in that circumstance.

MR. RUBENSTEIN:  Thank you.

Just a couple of follow-up questions from this morning's discussions.  There was a discussion with Mr. Kaiser from EPCOR about Union bid into the RFP or RFI process within Kincardine.


I wanted to understand, in that bid that you provided to them, did you provide a similar rate structure as you’re being proposed in this application, or is it different?  What did you propose to them?

MR. SIMPSON:  A lot of the process with the Kincardine request for interest in a sense really was explaining ourselves as a potential service provider; who we are, what our financial backing is, and what our history is.

In parallel with Kincardine's independent exercise, we were constructing this broader program.  So ultimately, we did share, when filed with the Energy Board, our approach that according to our initial filing would have enabled two of the three communities represented in South Bruce to be served under that initial pre-updated evidence.


So that was happening in parallel.

MR. RUBENSTEIN:  I understand it is happening in parallel.  But I assume in that process that the Kincardine RFP process wasn't just your financial and technical capabilities.


There was a question of, well, what is this going to cost, what is the cost to ratepayers in some sense.  Would I be correct?

MR. SIMPSON:  Correct.  We presented effectively a kind of a high-level presentation of our OEB proposal to the three mayors and Mr. Rodger.


MR. RUBENSTEIN:  So in what I would call the bid that you gave to them, it included essentially the cost proposals that you are proposing in this application, that same structure?

MR. SIMPSON:  Correct.

MR. RUBENSTEIN:  And ultimately, they went with EPCOR, even with the subsidization being involved with the process?

[Witness panel confers]


MR. KEIZER:  Just to be clear, Mr. Rubenstein, I think the original filing in this proceeding did not include all of the communities, and the updated filing that we did yesterday included additional proceedings -- different additional communities.

MR. SIMPSON:  I think I maybe understand the confusion.


At the time that we filed -- which was in July -- on the top 30 communities, two of the three communities represented by South Bruce were going to be served at a PI of 0.4.


Today as we sit here, all three of the communities served or represented by South Bruce would be served at a PI of 0.4.


That information is post -- I will call it the close of their RFP and election of EPCOR at this point.

MR. RUBENSTEIN:  But when you made your bid for the two communities at the time, or the three, did you -- was the proposal that a certain amount of existing Union customers amounts would subsidize the expansion into those communities?

There would be similar mechanism with respect to the municipality contributions, there will be this period, you know, the TES period for ten years.  It contained all of those elements?

MR. SIMPSON:  Yes.


MR. RUBENSTEIN:  Okay, thank you.

The last question is with respect to a discussion that was had about the Red Lake project, and you had mentioned that you had deviated from your standard practice and allowed the municipality to pay their contribution over a four-year period.  Did I understand that correctly?

MR. OKRUCKY:  We didn't deviate from our standard practice.  That practice has been available to customers for many, many years.  But we did allow them to commit to making those payments over a period of four years.

MR. RUBENSTEIN:  And this would be four years -- this would include a period after the facilities are in-service?

MR. OKRUCKY:  Yes.

MR. RUBENSTEIN:  And for the purposes of calculating your rate base in any given year, do you look at it that the contribution is paid in one lump sum, or when they're actually paid to you, so it would be, you know, over the four years?

[Witness panel confers]


MS. MIKHAILA:  We applied the aid from the municipality of Red Lake to rate base at the outset, at the beginning of the project when it went into service, and we set up a receivable for the collection over the four years.

MR. RUBENSTEIN:  So it's treated as if it had gotten  -- in that first payment, you got the full amount?

MS. MIKHAILA:  Yes.  In rate base, yes.

MR. RUBENSTEIN:  All right.  Thank you very much.  Those are my questions.


MR. MILLAR:  Thank you, Mr. Rubenstein.  Mr. Quinn?
Examination by Mr. Quinn:

MR. QUINN:  Yes, thank you, Mr. Millar.

With thanks to our friends at SEC, I'm going to spend a little bit of time in responses to SEC 5, and that's going to flow into some of our questions regarding FRPO 1 and then potentially some clean up items from discussions from this morning and what I'm understanding from these slides.


I respect that not all of these slides have headers, and it is not because the headers we're eliminated in an editing process, which some of us have run into, but they're just part of a package.  So I am going to provide Mr. Gagner with a page number that would hopefully be helpful, but I respect that the panel might want to flip backwards to see the date and the context for some of these slides.

So if I could ask in Mr. Gagner's package, page 536, which is part of that SEC 5 collection of slides.  Make sure we're all on the same page -- yes, thank you.  Modern technology.  If you take it subject to check.  This was part of a June 2nd, 2015 update.

Union has on point 3 on that slide is part of the key deliverables that were expected was to define CNG supply options and costs.

Now, subsequently, if you go down to page 545, there was a deliverable of defined CNG supply options and costs that was 80 percent complete at that time.

I guess my first question is, when that project reached 100 percent completion, I trust there was some documentation of those results?

MR. OKRUCKY:  I don't know that there was necessarily any formal presentation or anything like that made, Mr. Quinn.  We had compiled the results and shared the results of the assessment.

MR. QUINN:  Now, I respect that it might not have been quote-unquote presented, but somebody would have had to complete a study.  There would have been some documentation that was completed.  Correct, Mr. Okrucky?

MR. OKRUCKY:  Yes.

MR. QUINN:  Okay.  Is that filed anywhere in this proceeding?

MR. OKRUCKY:  No.  We have just summarized it in the response to FRPO 1 and Northeast Midstream 2, I believe it is.

MR. QUINN:  And we're going to get there eventually, but would you undertake to file that study, please?

MR. OKRUCKY:  I can file the results of the study.  It is essentially a table that outlines the costs.

MR. QUINN:  We would like to know the underlying assumptions.  So to the extent that this study is one table, there must have been some data that supported that table, and so we're looking for the completed study.

MR. KEIZER:  Can I just have a moment?

[Mr. Keizer confers with Mr. Kitchen]

MR. KEIZER:  So I think what we could do is provide the table with the underlying assumptions that led to the table, and also the mechanisms or means by which the data was gathered and included within the table.

I don't think there is any -- there is no defined study with respect to where you would have a bound volume, so to speak.

MR. QUINN:  Well, maybe this might be helpful, and I appreciate your willingness to try to be helpful, Mr. Keizer.  On page 549 it continues to go on next steps.  There was CNG costing and modelling that was done.  Again, this must have taken some effort which resulted in some documentation.

So we're trying to understand how Union assessed CNG, and if any engineer or accountant or whomever did the study has completed a study, then it should be available to us just to understand some of those key assumptions that go into whatever capital costs or operating costs that are summarized in the table.

[Mr. Keizer confers with Mr. Kitchen]

MR. KEIZER:  We will attempt to -- or Union will attempt to find what it has with respect to it, and in that context if there is no defined "study" as it typically traditionally would be thought of, the information would be whatever information is available, we will provide with the appropriate assumptions or characterizations of how it was prepared.

MR. QUINN:  If I may, if there was no study, if there was some summary memo, some, you know, four- or five-page summary conclusions from the study, if that would be sufficient, but we're trying to -- well, I shouldn't say that.  If it includes those underlying assumptions in the process, then, yes, that is all we're looking for.  We don't need a 100-page document.

MR. KEIZER:  Yeah, I understand that.

MR. QUINN:  Okay.

MR. KEIZER:  We will endeavour to do what is helpful.
MR. MILLAR:  JT1.15.
UNDERTAKING NO. JT1.15:  TO PROVIDE THE TABLE WITH THE UNDERLYING ASSUMPTIONS THAT LED TO THE TABLE, AND ALSO THE MECHANISMS OR MEANS BY WHICH THE DATA WAS GATHERED AND INCLUDED WITHIN THE TABLE.

MR. QUINN:  Okay, thank you.

And, you know, I've got the undertaking and I respect that, but I understood -- and I was trying to follow the documents that were in this package, and they're not all in order.  So possibly you might have to take a look at this.

But in -- and I will ask for page 577.  If you could pull up page 577, there was a reference detail charter that we sent separately.

Now, I may be assuming incorrectly, but is it the five pages that follow, is what this reference charter that is being referred to in that appendix, is that what it is referring to, the five pages that follow?

MR. OKRUCKY:  Yes.

MR. QUINN:  Okay, thank you.

And so if we follow then on page 2 of that same document -- yes, sorry, page 2 of that same document.  Page 2 of 5 under the project scope at the bottom in the chart.  Yes, just underneath there is a table, thank you.

And it says:

"Non-traditional means of expanding to communities, example CNG distribution model, has been deemed to be out of scope at that juncture."

Who made that decision?

MR. OKRUCKY:  That was a decision made in consultation with the steering committee after we had understood that the pricing for CNG or LNG would not be competitive for the first projects that we undertook.

MR. QUINN:  So it was a Union management decision as opposed to a board of directors decision?

MR. OKRUCKY:  Correct.

MR. QUINN:  Is there any internal documents that Union can provide that summarizes that decision?

MR. OKRUCKY:  No, there aren't.  No.  It would have been a decision arrived at through dialogue.

MR. QUINN:  Through dialogue just with your management?  Not with your board?

MR. OKRUCKY:  Correct.

MR. QUINN:  But clearly when you're presenting to the Board they're anticipating getting a study.  Now it's been determined they're not going to get a study.

Usually my experience is such that if a board is expecting something, it usually isn't management's discretion not to provide it.

MR. OKRUCKY:  Sorry, the Board was not expecting this. Most of the information that you have is Union management materials.  These are information that are shared with the executives in Union's management team.  Not the Spectra Energy board of directors.

MR. QUINN:  Okay.  I may have got it out of scope, Mr. Okrucky, so thanks for the clarification.

So if you are the executive of the organization and you are anticipating a deliverable, it is usually not common practice that the management who are supposed to deliver upon that don't provide it and say, you know, "We looked at it and we don't think it is necessary."  There must have been some documentation of that.

[Witness panel confers]

MR. OKRUCKY:  We had come to a conclusion at that point, Dwayne, very early on that it wasn't economic for us to expend more resources exploring CNG and LNG options for these first projects.  And so we had that dialogue with management at Union, and there was agreement that we would focus our attention on the first projects for pipeline connection.

MR. QUINN:  So you said management then again.  Did you get executive approval to cease and desist the study of CNG options?

MR. SIMPSON:  For this first four, yes.

MR. QUINN:  So when was that received or confirmed?

MR. OKRUCKY:  It would have been at the time of the charter.  It would have been at the time -- at the very latest at the time this charter was finalized.

MR. QUINN:  Okay.  So the document that would have been relied upon is this presentation that, if I've got my timing correct, is April 23rd, 2014?  Sorry, April 24th?

MR. OKRUCKY:  That is the preceding presentation.

MR. QUINN:  Sorry, April 24th, 2015.  The community expansion filing --


MR. OKRUCKY:  It would have been earlier than that, Dwayne, that we had made that decision.

MR. QUINN:  Well, I guess what I'm trying to do, Mr. Okrucky, and maybe you can help me, is understand how that decision was made.  And again, I respect that analysis has been done and we're going to see some of that analysis, but then somebody has got to make the decision to say, this is now out of scope, and I didn't read that in trying to follow through all these slides that this was just a management decision.  It would have had to have executive approval.

MR. SIMPSON:  Yes.  Maybe I will try.

I think I'm trying to step back from a slide at a point in time.  Directionally we discovered that the economics weren't viable and, on top of that, I think we've talked today about service reliability.  That was a serious concern.

So for those first four communities in a sense it was a very short dialogue about traditional pipe is the means to serve them.

MR. QUINN:  So you, as a team, have come up with that conclusion.  But when did the executive approve it?

MR. OKRUCKY:  The executive who approved it is sitting right to my right.

MR. QUINN:  Okay.  So, Mr. Simpson, then specifically, did you send out a memo or okay in any way -- because out of this charter, there becomes -- and I may have, I have to be careful about this, but there is an awful lot of information in here including the engaged resources and who is the project team.  And you're approving resources and allocation of your scarce resource, in terms of staff.

You must at least at some point have to review something to say this is in scope, this is out of scope, and these resources will be engaged in the process.

You didn't provide any documentation of that decision?

MR. SIMPSON:  No.  I will just say again at a high level, I think the economics speak for themselves.  We move on.  And I would be surprised frankly if it is a viable option within any of the 30 that are in the table provided.

MR. QUINN:  Well, I think when we get to your study, we will look at the range of options.

I think what I will do is -- I don't think this will bear us any fruit, and I want to move on, respecting other people's time.

If we can move to FRPO 1, we had asked in this undertaking about this CNG alternative and what was reviewed.

And then I said -- it says:
"Union had estimated the cost of providing interim service using compressed natural gas trucked from an existing source near Sebringville to the proposed gate station in Milverton."

Is that proposal -- is that existing source at Sebringville, does it already have a compressor to be a mother station for CNG?

MR. OKRUCKY:  Union doesn't own a CNG compressor near Sebringville, and we're not aware of one existing in that area at all.

MR. QUINN:  Okay. But there is a CNG mother station near Mount Forest; correct?

MR. OKRUCKY:  Correct, owned by a large customer of Union's.

MR. QUINN:  Okay.  Did Union assess the ability of that mother station to provide service to other communities such as Milverton?

MR. OKRUCKY:  No, we did not.

MR. QUINN:  Can you help us with why you would rule out that type of use of existing assets?

MR. OKRUCKY:  We hadn't considered it, Dwayne.  We don't know what kind of capacity that station has available to it, and so we didn't consider it.

MR. QUINN:  Could Union undertake to consider it by assessing that capacity, some of which is available on the website?  Would you take it, subject to check, that that station is expandable to three bays?

MR. KEIZER:  No, we're not.  I don't know why I would pursue this.  I think Union has indicated in their evidence what they believe about CNG.  They're not going to go and investigate other operations, or elements of that operation.

MR. QUINN:  But your biggest capital cost -- if you scroll down the next page of FRPO 1, page 2 of 2, your biggest impediment to the use of CNG is this initial capital cost that is in excess of the distribution main that it potentially replace.

Why is it Union would not consider that a purchased service could be an interim solution, if there's one that is physically available?

MR. OKRUCKY:  This seems to be a very project-specific question, and I thought the intent here was to investigate the policy options as opposed to the specifics of any individual projects.

I will note, though, that aside from the CNG compressor station, there are some pretty significant other costs associated with the CNG option.

Two, four -- there will be 4.5 million dollars, if my math is right, and so that's not a big difference from the capital costs of a pipeline-supplied project, and that would not consider the O&M costs of shipping the CNG either.

MR. QUINN:  I thought that that was the estimated increment evaluation annual operating cost under CNG transport.

I guess, Mr. Okrucky, some of the information here, we're going to get your study and we can possibly reconcile the alternatives considered versus what may or may not be available in Ontario.

But I will accept your answer that that was not considered in using the existing Mount Forest station.  That's correct?

MR. OKRUCKY:  It was not considered at the time, correct.

MR. QUINN:  At the time, or subsequent?

MR. OKRUCKY:  No, it has not been considered to this point.

MR. QUINN:  Okay, thank you.  We will look forward to the undertaking, and we will determine follow up from there at the appropriate time.

If I could just shift you back then to the SEC 5 slides, there was some discussion about the economics and I certainly can't get all of my head wrapped around this, so I am hoping some of my colleagues have it.

But I was drawn to the slide on page 526 -- that's it, thank you.  And when we're talking about PI, there is an important underlying caption at the it top that says:
"There will also be short and medium term rate impacts as project PIs are not reached for a number of years."

Can you help me with what number of years was assumed in the portrayal of this chart on the annual cost per customer and the minimum project PI, as displayed in that chart?  What was the assumption in terms of the number of years that you would have -- would have already elapsed, I guess, so that you have reached those PI levels?

MR. HOCKIN:  I'm going to rephrase your question to make sure I answer what I think it is asking, which is there's a number of PIs that are represented on there, and your question is what is the DCF term?

All of terms that we have done the economics on are based on 40 years, if that is your question.

MR. QUINN:  I pause and looked to Mr. Mondrow, because I understood this morning, if I was following the challenge there, he was asking for DCF analysis that went out long-term.

You're saying this is based upon 40 years, this chart?

MR. HOCKIN:  Every DCF we talk about in this hearing is based upon 40 years.

MR. QUINN:  Okay.  So did you do any sensitivity analysis on the forecasted attachment rates, to the extent that you are not achieving -- let's say in the first five years, if you were only to achieve half of the level of attachments that are forecast, have you done any sensitivity analysis to determine what the rate impact would be for existing customers?

MR. OKRUCKY:  There is some assessment of sensitivity in Bruce 6(c), where we forecasted plus or minus 10 percent of our forecasted attachment rates and what would the impact be.

MR. QUINN:  That's helpful, Mr. Okrucky, and just in terms of time, I will look that up later on.  I was just trying to understand, when I see that bullet, what the actual impacts are.

It sounds like you have a handle on them, so thank you.

If we just flip forward a couple of slides to 528, there has been discussion -- initially with Mr. Rodger this morning and subsequently with Mr. Rubenstein -- about existing ratepayer impact and the potential benefits.

First, I want to make sure I have the context correct for one of these key points, which is found in the second major sub bullet, the fourth -- sorry, the second major bullet, the fourth sub bullet says:
"Ratepayer do not benefit in any significant way from this program."

Because you are referring to, above that, DSM, you're not referring to DSM, but you're referring to the new community expansion program; is that correct?

MR. OKRUCKY:  Yes.  This is a very early document, Dwayne, and at that point in time, we hadn't thought through the long-term benefits that ratepayers might see from the program.

So we were talking there about very direct benefits.

MR. QUINN:  So we should read that as direct benefits, and that's the reconciliation of this bullet to what was discussed earlier today?

MR. OKRUCKY:  Yes.

MR. QUINN:  Okay, thank you.  Now, moving forward to page 559 in that package, right at the very bottom of the page where they're talking about regulatory flexibility asks at the top continued, and it says "meaning contribution accounting treatment".

At the bottom, it says:
"It puts some municipal skin in the game and mitigates urge to inflate attachment forecasts."

Stopping there, I assume that the municipality is not providing the attachment forecast?

MR. OKRUCKY:  You're correct.  The municipality does not typically provide an attachment forecast.  We actually go out and survey to determine the forecast, but there is pressure often from a municipal group to use a higher forecast number because it improves project economics, which we resist on the basis of the forecast information that we're using.

MR. QUINN:  So the information that is provided by the respective agencies you have had do the surveys is what you rely upon with no -- this is to say that there is no influence from the municipality to affect the results you get.

MR. OKRUCKY:  For any large project I would agree with that.  For a very small project it might be a door-to-door survey that we have undertaken or it might be dialogue that we've had with a First Nation band council, who have much more influence on what the residents do.

MR. QUINN:  Okay, thank you.

I am going to ask you one last question.  Page 594.  Mr. Gagner, please.  And this may be just my lack of understanding this treatment.  But under the customer MUNI contributions, it is treatment as a flow-through revenue, and it says it slightly improves project PIs because the subpoint says CCA benefits aren't given up over time.

Can you give me a layman's description as to what you mean by that?

MR. HOCKIN:  I'm not the author of the slide, but in the context of -- if you make a capital investment there is a CCA, capital cost allowance, tax shield.  And as a result if you take an investment and you collect an aid from a customer, the net amount receives the tax deduction and, therefore, the aid amount, if you will, no longer receives the tax benefit associated with that.

MR. QUINN:  But under your proposal, that's different?

MR. HOCKIN:  Under our proposal we are not collecting an aid.  We are implementing a rate rider, my words, rate surcharge, which is volume-based to be collected over time, and that becomes revenue, and therefore does not affect the tax shield because it is not credited to plant as an aid.

MR. QUINN:  So who would receive that benefit of that tax shield in this current IRM period?

MR. HOCKIN:  All customers, because we wouldn't be completing any of these without any capital pass-through mechanism.

MR. QUINN:  So there's going to be a flow-through through that capital pass-through mechanism if the Board approves the four projects you currently have in front of you?

MR. HOCKIN:  The simplistic method to describe it is the full cost of installing the assets and all of the revenues and all of the surcharge revenues will be captured through a deferral account.

MR. MONDROW:  I am just going to -- with reference to a South Bruce response, Mr. Hockin, maybe this will help those of us not really good at this to understand.

So it is South Bruce 9, page 1 of 2.  There is a paragraph here which might be helpful, at least for me and perhaps Mr. Quinn.  It is Adobe 667 in my file.  There we go.

And it says:

"When a CIAC is collected it reduces the capital investment eligible for the CCA tax deduction, which in turn reduces the CCA tax shield (a cash inflow that is assumed in the calculations of the NPV)."

Can you just explain what that means in reference to your earlier question?  I have a sense they're connected, but I don't quite understand.

MR. HOCKIN:  Let me just step back and make this -- without getting into the words -- and make this simple.

In the discount cash flow the cash out the door is the capital investment.  That's the denominator.  The cash in the door is the revenue from the customers, minus the operating costs, minus the taxes.

So your net cash inflow in that respect is what I would call your operating cash flow in, relative to your capital cash flow out.  That is your ratio.

If you reduce the capital on the denominator, because you've collected an aid, you are going to simultaneously influence your cash in the tax calculation in your operating side of things.

So every dollar you take out of the denominator also changes the numerator.  So you end up having kind of a continuous -- try to solve for a variable that is changing in your denominator and on your numerator in order to --


MR. MONDROW:  Except it is not a one-for-one change, right?  Every dollar you take out of the denominator reduces the inflow by less than a dollar --


MR. HOCKIN:  Correct.

MR. MONDROW:  -- whatever the value of the tax shield is.

MR. HOCKIN:  Correct.  Correct.  In round figures I provided a number -- an approximate value of about 15 percent.  It will change based upon the type of asset and, therefore, the CCA tax shield associated with the asset.

But one of the reasons, for example, is that if you had a project NPV, which I provided here of negative 200, that asking the customer to pay 200 would not give -- I apologize -- would not give you an NPV of zero because you have simultaneously changed some of the other parameters when you have removed the asset from the calculation.

MR. MONDROW:  Right, thanks.

MR. QUINN:  That was helpful, Mr. Hockin.

Sorry.  Thank you.  I think I am going to have to read the transcript.  I have some follow-up, understanding that hopefully I can get offline, and I am going to leave it at that, Mr. Millar for the day, thank you very much.

MR. MILLAR:  Thank you, Mr. Quinn.

Who would like to go next?

DR. HIGGIN:  We're ready, but what about Mr. Aiken?  He has been sitting there a long time.

MR. MILLAR:  Well, we have all been sitting here.  Mr. Aiken, did you want to go next?

MR. AIKEN:  I can go next.  I don't have a lot of questions left.

MR. MILLAR:  Okay, go ahead.
Examination by Mr. Aiken:


MR. AIKEN:  My first question is on B, Energy Probe 14, attachment 2.  And then in that attachment, I am looking specifically at the Milverton project, so it is project number 2 in that, that comes up with the net present value of the various revenue sources.  I am looking specifically at line 3, the ITC collected from municipalities.  I see a number of $183,000.

And as I understand it, that is supposed to be the net present value in the case of Milverton of the four years that that money is collected; is that correct?

MR. HOCKIN:  Yes.  Sorry, my mic was off -- it's off again.  Yes, that's correct.

MR. AIKEN:  Okay.  So then if you look at the DCF amount for Milverton in Exhibit A, tab 2, section B, Schedule 6 -- and I am looking at the, you know, the first page that does the first 14 years, and I see the first four years of the incremental tax-equivalent revenue, I see a number of $41,000 for every year.

My question is, how can four years of $41,000 end up with a discounted -- or with a net present value that is higher than the sum of those four numbers?

MR. HOCKIN:  In this case, the investment that is attributed to this is the -- I believe it is the recommended -- yes, it is the recommended design.  So there is a bit of an uptick associated with some of that capital cost.

MR. AIKEN:  What's that got to do with the net present value of the ITE?

MR. HOCKIN:  Well, the ITE is driven by an assessment of the size of pipes and the length of pipes, times certain costs.  So the property tax for the recommended design is somewhat higher than the property tax associated with the minimum design.  The DCF is --


MR. AIKEN:  Energy Probe 14 then, you can't tie any of the revenues, I assume, back into the discounted cash-flow analysis?

MR. HOCKIN:  They won't be -- prints you should be able to, because there is no difference between the two.

MR. AIKEN:  All right.  Follow-up on -- I forget who it was, but it is LPMA number 1.  And it was figure 1 on page 4.

MR. HOCKIN:  I think we have that.

MR. AIKEN:  Okay.  Now, am I correct that these -- this representation of the numbers reflect no change in the cost of capital over the 40 years?  It is all based on current cost of capital numbers.

MR. MONDROW:  Sorry, Randy, we don't have it on the screen yet.  Can you just pause for one second?  There we go --


MR. AIKEN:  Sure.

MR. MONDROW:  -- thank you, sorry, Randy, go ahead.

MR. HOCKIN:  Yes.  The figures that are -- and the data is in the attachments.  I've mentioned that earlier.  But all of that is based on a current incremental cost of capital as identified in the revenue requirement schedule.  It is the same every year.

MR. AIKEN:  So if the cost of capital were to increase over the next 40 years, would I be -- would it be right that both sets of lines would increase, would go up in this graph?

MR. HOCKIN:  No.

MR. AIKEN:  Why not?

MR. HOCKIN:  Well, the whole perspective of using your incremental cost of capital for all economic analysis is that notionally, this is the next bit of debt that you go out and float, and that gets embedded within your cost structure and carried forward forever, so to speak.

On the cost of equity, I don't have any way of estimating what that cost of equity would be in one period versus the other.  So the accepted standard is to use the existing cost of equity.

MR. AIKEN:  I get that.  But given that this is labelled revenue requirement annually, if the cost of capital goes up, then the revenue requirement that is represented by both of these lines goes up.  Is that not correct?

I'm not looking offing at it from a DCF point of view; I'm looking at it from a revenue requirement point of view.

MR. HOCKIN:  From today's reference point, if I were to change the cost of capital, both the equity and cost of debt, both of those lines would move up on the same relative amounts and down by the same relative amounts.

MR. AIKEN:  Well, that was going to be my next question.  So can you explain why there would be the same amounts?  Because isn't the cost of capital applied to the rate base and therefore, if you have a higher rate base as you do in the blue line beyond the fifth year, that number would go up more than the red dotted line because you have a lower net rate base that that cost of capital is being applied to.

MR. HOCKIN:  That's a possible scenario.

MR. AIKEN:  And then going to figure 2, wouldn't that result in the crossover point being moved closer -- well let's puts it this way.  Instead of 22 years, it would be before 22 years?

MR. HOCKIN:  Possibly.

MR. AIKEN:  Okay.  Then going back to some of the questions that Mr. Kaiser had, and I'm specifically going to be looking at LPMA 16, attachment 1, which we spent some time on this morning, as well as Staff 1, and that refers to the $68 million aid-to-construction.

I just want to understand if I've got this right, that the $68 million that is referred to in Staff 1, that aid-to-construction for -- I don't know if it is for the 29 or the 30 projects -- to achieve a PI of 1.  Is that correct?

MR. HOCKIN:  Yes.  And what I will do is I will give a short description, I think which maybe frames this in the context of also talking about LPMA 16.

So Staff 1 asked for how much of additional funding would you need in order to essentially get to a PI of 1?

So the methodology we did for this is that we extended the TES term out to its maximum for the proposal, which is 120 months, and then calculated how much was left in order to make a PI of 1.

So as a result of that, there is more collections, if you will, under this Staff 1 scenario than what there would be underneath a comparable sort of LPMA 16 scenario.

So the number is still -- 68 million is the goal seek aid amount that you would need in order to have a PI of 1 for 29 projects, after having ten-year term for every project.

MR. AIKEN:  Okay.  And does that ten year term apply to both the TES and ITE?

MR. HOCKIN:  Yes, it does.

MR. AIKEN:  Okay.  And then there was talk this morning about if the rolling PI was -- if the Board were to determine that the rolling PI could be 1, that the $68 million would come down by about $14 million; is that correct?

I think there is an IR response someplace that says your three average rolling PI has a net present value of positive 14.some million.

MR. OKRUCKY:  Yes, that's correct.

MR. AIKEN:  Okay.  So then under that assumption, would it be the 68 or the 54 million of an upfront aid-to-construction with a ten year TES and ITE, how does that compare to the 75.5 million that is being requested from existing customers in LPMA 16?  Or are they -- can we compare them, given that the TES and ITE are for different terms?

MR. HOCKIN:  They are for different terms.  The problem is they are not exactly comparable questions that were asked, so the --


MR. GARNER:  I don't think your microphone is on.

MR. AIKEN:  Yes, I don't think your microphone is on.

MR. HOCKIN:  You missed my answer, then.  They are not comparable charts because they are not the same question that was asked, or at least that is not the way we interpreted those.

The question that was interpreted for LPMA 16 was starting with our PI of 0.4, and then we determined how much is being collected with the TES and ITE as proposed.

So many of these will have terms that are less than ten years.

MR. AIKEN:  Right.

MR. HOCKIN:  Therefore, the balance is the 75 million that is coming from other customers.  So the data is not the same, because the questions were not the same.

MR. AIKEN:  Okay.  Would you then undertake to file a response similar to the question asked in Staff 1, but -- and so what I am look for is the number in place of the $68 million.  In other words, what is the aid-to-construction required for all of these projects?

If the TES and the ITE are left as is, as shown in LPMA 16, what would be the upfront aid-to-construction required under that scenario?

MR. HOCKIN:  So that would be a undertaking which I will say mirrors Staff 1, but with some different criteria.

MR. AIKEN:  That's correct.

MR. HOCKIN:  You're looking for a single figure, or do I need to provide 33 lines of data?

MR. AIKEN:  No.  Just a number in place of the 68 million.

MR. HOCKIN:  We could do that.

MR. MILLAR:  JT 1.16.


UNDERTAKING NO. JT1.16:  to file an undertaking which mirrors staff 1, with a number in place of the 68 million


MR. AIKEN:  Then there are a couple of other follow-ups.  One, if the municipalities do not agree to the ITE, you mentioned or someone mentioned that the project would still go ahead under a number of different scenarios.

One of those scenarios would be that the TES could be extended to make up for the loss in the ITE revenue.  Is that correct?

MR. OKRUCKY:  Yes, that's correct.

MR. AIKEN:  And it could also go ahead if there was somebody who paid the required contribution?

MR. OKRUCKY:  Yes, that's correct.

MR. AIKEN:  What about the situation where the municipality says no to the ITE, and there is no TES, but the province comes forward with the appropriate funding to get the PI to .8.

In this case, I assume the project would go ahead.

MR. OKRUCKY:  At a PI of.8 under EBO-188, the project could go ahead if the portfolio, the rolling portfolio and the investment portfolio could withstand the project at whatever that first year PI was for the investment portfolio.

MR. AIKEN:  Okay.  So the situation may be that the aid-to-contribution might be a little bit higher -- for example, if you needed a .85 or something to make sure all of those other conditions are met.

MR. OKRUCKY:  That's correct.

MR. AIKEN:  Okay.  Let me just check my notes.

I've been trying to figure this out in my head, this whole Kincardine situation, and I want to phrase it this way.  If Union were to serve the Kincardine area, we know in Energy Probe -- sorry, in LPMA 16, and that attachment it shows that the amount to be recovered from existing customers is about 39.9 million on a net present value basis.

Now, if some other utility were to serve that area, but Union still had to build a line, I assume, to that new utility from wherever it's going to start, would the community expansion program apply to that line?  In other words, would the PI only have to be .4?

MR. OKRUCKY:  No.

MR. AIKEN:  To serve a different utility who is surveying the Kincardine area?

MR. OKRUCKY:  No.  That project would require -- would have to meet an EBO-188 criteria.

MR. AIKEN:  And can you explain that, because that new pipeline is required for this -- you can call it what you want, but it really is the community expansion, it just happens to be by a different utility.

MR. SIMPSON:  Randy, I think it comes back to the dialogue we've been having about cross-subsidization.  And it is Union's position that this program is designed for and to serve Union's existing and new, I will call it residential and municipal customers.  Not as a means or a program to be subsidized to other utilities.

MR. AIKEN:  Wouldn't you agree that the costs to the existing customers -- Union's existing customers would be lower under that scenario?

[Witness panel confers]

MR. AIKEN:  In other words, there is going to be less subsidy.  If somebody else does it, and whether the pipeline -- Union's pipeline to serve the new utility, whether it is a PI of .4 or .8 or 1, the net result is -- the net present value of the cost of the existing Union Gas customers is going to be less than 39 million.

MR. HOCKIN:  Randy, it's Dave.  We don't have any -- we're all speculating and looking around here, not having any real data to look at.  So I don't think it is fair to try and put the proposition out there at that point, because we don't know what the revenue stream is that comes from the new utility to pay for that transmission line from its origin to wherever its interconnection point is.

Conversely, the only difference -- sorry, I shouldn't say the only.  One difference is that underneath Union's -- the full-life project, the distribution customers within town are probably much more economic on average than what they are if you have the transmission pipe, plus the distribution.

So put in layman's terms, when I look at some of these communities as to why they haven't been served in the past, it's the cost of the infrastructure to get to the point. It's not the cost of piping the area and collecting the revenue from the customers themselves.

So in that situation, you would have one utility that had all the benefit of the low-cost attachments and you would have Union bearing the cost in some manner for the transmission pipe to get to that other destination.

So without real numbers those are just kind of concepts that I see with your comment.

MR. AIKEN:  Wouldn't it be true that the net present value of a 39 million would be, under your scenario, part distribution and part transmission?  And the two of them would add up to the 39.3 million?

MR. HOCKIN:  I presume so.  But without real data I don't think I can go any further with the scenarios and the questions.

MR. AIKEN:  Well, I just want to make sure that the sum of the parts can't be -- isn't greater than the whole, because my interpretation of this is that, say that the 39 million is made up of 10 million for distribution and 29 million for transmission.  If somebody else does the distribution, then Union's existing ratepayers are only on the hook for the 29 million.

MR. HOCKIN:  Again, you are creating a scenario that doesn't have any necessarily fact-base to it, other than my perspective is that the entity that pipes the town has the lowest cost and the highest revenue, the best return, if you will.  The entity that runs the pipe to the town has the highest cost.

So if you were to bifurcate the proposal into two, you would have one winner and one loser.  And my suggestion to you on that basis is that relative to one entity doing the entire piece, it would be a higher cost for Union's customers.

I don't have data to back it up, but based upon the discussion, that's my perspective.

MR. MONDROW:  Randy, sorry, it's Ian.  Wouldn't, Mr. Hockin, that result only be true if the TES and ITE payments in the proposal defrayed all of the distribution portion of those costs and some portion of what we've been calling the transmission piece?

In that scenario separating the two would lead to higher net transmission costs?  And probably higher net costs to Union's customers.  But that is the only scenario that I can think of that that would be the result.

MR. HOCKIN:  I don't know how far we can go with scenarios without real information.  So here's the perspective --


MR. MONDROW:  We can go as far as we want.  That's the beauty of it.

MR. HOCKIN:  Here is the perspective that I have in making my observations.  Piping a new housing subdivision is relatively cheap relative to running costs into a new town.

The revenue you get for new housing subdivision, because the infrastructure is relatively close, results in a cost, which is less than it would be otherwise.

Or put in PI terms, the PI of that might be 1.5.  It is a number out of the air.  The number would be much more than 1.0.

So if you were to bifurcate your proposal, you would end up having one entity getting a PI of 1.5 and another entity bearing all the costs associated with getting the cost to the edge of town.

MR. QUINN:  Can I try it this way, as opposed to going with multiple scenarios, Union came up with a number of 39.3.  That would have been based upon a cost estimate and a revenue forecast?  As opposed to coming up with a hypothetical subdivision-type scenario, could you not bifurcate, to use your word, the transmission project from the distribution project using the revenue forecasts as were established by Union to come up with that 39.3 number.  To me, after that it is just math.

MR. HOCKIN:  No, I can't.

MR. QUINN:  Why is that?

MR. HOCKIN:  Because I don't have a rate to charge the entity.

MR. AIKEN:  You should be charging rate M9.

MR. HOCKIN:  Well, if that is the request, we could do something like that, if we were to charge M9 for the service.

MR. QUINN:  Is that sufficient, Randy, if they do it that way?

MR. AIKEN:  Yes.  It is really treated like two projects.  One is a distribution project and one is a transmission project where the revenues are at the M9 rate.

MR. KEIZER:  And the only implication is that Union's customers pay the aid to construct for EPCOR?

MR. GARNER:  Well, we're not making any assumptions, we're just trying to bifurcate the project.

MR. AIKEN:  It's either that or they pay 39 million for the customers in Kincardine.  The ratepayers don't care who the money goes to, whether it goes to EPCOR or it goes to Mrs. Martin on Main Street.

MR. KEIZER:  Or EPCOR's return, but we will deal with that later in argument.

MR. HOCKIN:  Wouldn't this better be dealt with when somebody actually has an application?  This is concept that we're talking about for the proposal to charge a TES and ITE and a PI of .4 overall.

We're getting into a particular project analysis which I think is out of scope for today's evidence.

MR. KEIZER:  I would have to agree with that.  I mean, ultimately we don't know what EPCOR is seeking to do or wants to do.  We have no evidence before this proceeding with respect to what EPCOR intends.

And so you are superimposing this on the scenario that we have.  We have a proposal with respect to how we actually would treat these customers within the context of Union's ability to treat it.  It has no understanding of what EPCOR's costs or whatever it would do with respect to it.

So I think in my view it is out of scope.

MR. GARNER:  Do you want submissions on that?

MR. MILLAR:  No, I don't want submissions on that.

[Laughter]

MR. MILLAR:  That is a refusal, I think?

MR. KEIZER:  Exactly.

MR. MILLAR:  Okay.  Can we move on?

[Laughter]

MR. AIKEN:  Those are all my questions.

MR. MILLAR:  Thank you, Mr. Aiken.

I'm looking at the time here, and I can't see how we're going to finish today unless people's time estimates have changed, but we still have something like three hours left to go.

DR. HIGGIN:  Michael --


MR. MILLAR:  Yes.

DR. HIGGIN:  I am willing to put forward a proposal to put my questions in writing, provided there would be a best efforts to try and respond to them by the company, and I am happy to discuss that with Mr. Keizer, if that will help everybody.

MR. MILLAR:  Why don't we take our break then and you can have that discussion.  We will be back promptly at 3:30, and hopefully we will find a way to squeeze everything in.

MR. KEIZER:  I want to get an understanding of who is left.

MR. MILLAR:  Yeah.  It is BOMA, Staff, Dr. Higgin, CCC, and VECC.

MS. FRASER:  BOMA will not ask any questions.

MR. MILLAR:  Okay.

MR. GARNER:  I think we will be very short, Mr. Millar, so in the interest of everybody we won't be very long.

MR. MILLAR:  All right.  Why don't we take our break and we can discuss this and we will be back on the record at 3:30.
--- Recess taken at 3:13 p.m.
--- On resuming at 3:31 p.m.

MR. MILLAR:  Welcome back, everyone.  Why don't we continue.  Mr. Garner, you're next.

MR. GARNER:  Thank you.  I will try to be brief.
Examination by Mr. Garner:


MR. GARNER:  After a long day, I just want to make sure I understand some of the concepts that are being discussed here.

I would just like to go through the -- what are called the revenue streams that are part of your proposal.

So you have a rate that you are going to charge all of your customers, that is just your normal rate.  Then, as I understand it, you have either a TES or a TCS, which is a surcharge, correct?

And that surcharge, the revenues of that go into a deferral account for subsequent disposition for both of those charges, or just the TES?

MR. OKRUCKY:  Just the TES would go into the deferral account.  The TCS would not.

MR. GARNER:  Thank you.  And now the ITE, the tax -- or whatever the acronym stands for -- is that akin to a CIAC?  Is that taken off of rate base and covered there, or is it also treated like the TCS and TES?

MR. HOCKIN:  It's treated the same as the TES.

MR. GARNER:  Same as TES; it goes into a deferral account?

MR. HOCKIN:  Yes.

MR. GARNER:  Then for -- none of these projects would attract a contribution in aid-of-construction, you're saying, under your proposal?

MR. OKRUCKY:  Under Union's proposal, they would all get to a PI of .4, so they would not get to aid.

MR. GARNER:  Thank you.  Now the TES and ITE, is it?  The revenues that you collect that go into the deferral account, when you come forward in a rate application at any given time, how are those revenues treated for the purpose of deriving your rates of return, et cetera?  Are they excluded?

MS. MIKHAILA:  We are not proposing to include them in our rate design because of the fact that they're subsequent; once they're collected, they're subsequently disposed of.

So if we were to include them in our rate design, we would have to start tracking variances against what we've collected versus what we've designed in our rates.  It would add a layer of complication.

MR. GARNER:  Okay.  So just help me with that conceptually.

The revenues are charged to the customer, but then taken out for the purpose of deriving the rate.  Does that -- what does that do to the revenue requirement?  Does that increase it?  You're not charging twice then, are you, for those customers?  Because you're imputing that you need the revenues, or those customers have no revenue for that amount of revenue, I mean?

MS. MIKHAILA:  Sorry, I am not understanding your question.

MR. GARNER:  What I am trying to figure out is, if you're taking the amounts off right now and you're putting them into a deferral account, and then you come forward to the Board, you won't have those revenues and you will be in your forecast, right those revenues won't show up in your forecast?

MS. MIKHAILA:  Right.  As we collect the revenue from the customers, essentially we will say credit revenue from the company's perspective.

And then we will then turnaround and debit revenue, so it will be a net zero revenue to the company. Then we will, in turn, credit the deferral account for disposition.

MR. GARNER:  Okay, thank you.  I am going to switch questions completely.

Kincardine; the update that was done, there was a 12 million dollar adjustment on information that you had discovered since you filed, which I believe was in the summer.

You may have put this in the update; I haven't gone through it.

Where did you find the 12 million dollars in the last four months or so?

MR. OKRUCKY:  It's primarily -- the change is primarily a result of doing a more detailed costing analysis as opposed to relying solely on a table-top analysis, where you are scaling distances off maps and assuming where you would put the main on each road.

MR. GARNER:  And of the 29 other projects, or whatever the amount or number is, how many of those are detailed and how many of those are at the level you just spoke?

MR. OKRUCKY:  The four projects that we have proposed are detailed, and we’ve been out, you know, in the field and costed those in explicit detail.

For the remaining 25, only Kincardine and Ripley have we undertaken any field work whatsoever.

So for any of those other projects, we would prepare an application for rate recovery.

MR. GARNER:  Right.

MR. OKRUCKY:  And that would help us quantify the cost and the economics for those projects.

MR. GARNER:  So based on Kincardine, I don't know what 12 out of 88 million is -- maybe ten, fifteen percent.  Those could be off by 15 or 20 percent, too, then since you haven't done them at the level you just found out with Kincardine.

MR. OKRUCKY:  Generally, they're what we would call a feasibility level estimate.  They could be plus or minus 25 percent.

MR. GARNER:  Generally, when you do it at that level, are you generally more -- I'm not sure what the word might be -- generous, so that you don't under estimate projects?  Is that your general policy?

MR. OKRUCKY:  Typically we are conservative.

In other words, by saying conservative, I would rather go back to the customer and give them a detailed estimate that is lower than my feasibility estimate.

MR. GARNER:  Right.  Now, on the proposal for altering EBO-188, I just want to understand.

EBO-188 right now says that no project can go into the rolling PI unless it is 0.8 or above, correct, and that the overall portfolio has to be one or greater.



You run the corporate portfolio at above 1 right now, and we spoke about that earlier.

Did you examine simply altering the policy so that you maintained 1 or above, and then something below 0.8?

Sorry, let me back up.  What is your policy, say, for what the rolling PI should be going forward after this policy starts?  Is there a minimum or a maximum, or is it just that all of these mechanisms bring it up to the 1, and that is your policy?

MR. OKRUCKY:  What we've proposed is that we would set these projects aside from the rolling project portfolio and the investment portfolio, and manage the number of projects or the amount of capital spend related to community expansion projects based on the rate impact thresholds that we've set out in our proposal.

MR. GARNER:  That's interesting.  So let me say it back to you, and see if I have it right.

You're going to run two portfolios now, one on community expansions and one corporately for the rest of all of the projects of the utility.  Is that what you're saying?

MR. OKRUCKY:  I'm not sure whether it is necessary to run a separate portfolio for the community expansion projects, but we would have to maintain an ongoing understanding of the rate impacts of those projects, and that's what we've proposed.

For the remainder of what I will call business as usual, we would maintain the two portfolios that we've maintained in the past.  One is called the investment portfolio, and the other one is called the rolling project portfolio.

MR. GARNER:  Thank you.  If your policy had just been changed to run the portfolio at 1.0, not above, would any of the projects that you've put forward be eligible for that within your current -- just by reducing your current PIs to closer to 1?

MR. OKRUCKY:  I'm just hesitating because there was an IR, I think, that we responded to on that basis.

MR. GARNER:  Okay, thank you.

MR. OKRUCKY:  Schedule A -- sorry, Exhibit A, table 4, provided a picture of the investment portfolio and -- sorry, let me correct that.

It was table 5 and table 6 in Exhibit A that provided examples of what would happen with significant incremental spending on both the investment portfolio and the rolling project portfolio.

And the -- where are we here?

[Witness panel confers]

MR. OKRUCKY:  Yes.  So if we had completed half those projects in one year, the impact on the investment portfolio would be that it would drop below or down to .75 on a corporate basis.  So well below.

MR. GARNER:  Okay, thank you.

The capital pass-through mechanism that you intend to use as part of this community expansion policy, I want to be -- I would like to get a clear understanding of how it would work.

Right now there are materiality thresholds, as I understand it, for the capital pass-through mechanism.  Correct me if I'm wrong, but individually none of these projects would trigger the materiality threshold, would they?  Would any of them meet today's criteria for capital pass-through?

MR. SIMPSON:  The financial metrics in particular are met as a program as a whole, not as an individual.

MR. GARNER:  Well, that's where I'm going, thank you.  I am not trying to be tricky here, I'm just trying to understand it.

So none of them individually would be able to come through.  So you're packaging them up under the program as a pass-through mechanism.

And I just want to understand how that, then, therefore works if the policy goes forward.  Is it that you have identified a population now of projects that go forward?  Is it the ones that are eligible for -- or going to be applied TES or TCS or one of these things?  How is it that you are -- how are you creating the mechanism when you come forward to the Board saying these now are eligible for a capital pass-through because they're part of a basket of something?

You just tell us that they're community expansion and we say that's fine?  How does it work?

MR. OKRUCKY:  Any projects that would require a leave-to-construct application would be heard in detail.  We've also -- would expect to file at least once a year a list of projects and associated project details that we plan to undertake, and we will report on an ongoing basis.

I think we indicated in Exhibit A at the annual stakeholders meeting that we would report those projects that had been completed and the attachment rates and forecasts for those projects.

MR. GARNER:  Okay.  Maybe I don't understand what your proposal is, so maybe you can help me.

Each year between now and 2018 as you go through the 29 projects, the first four already being identified, is it your intention each year to apply for a pass-through for those projects?  Is that the intention?

MR. OKRUCKY:  Yes.  We would be applying for rate recovery of all those projects that we have undertaken each year.

MR. GARNER:  So you would be looking for an adjustment based on those capital projects, right?

MR. OKRUCKY:  Correct.

MR. GARNER:  And the way we as interested parties and the Board would identify that is, you would have them -- you would be identifying them as something because they wouldn't meet individually the threshold so they might not meet the current policy, but they meet a new policy you're proposing, and that policy is they are community expansion projects.  Is that the way you are going to be saying it to the Board, basically?

MR. OKRUCKY:  Yes.

MR. GARNER:  And that those could be on the list that you have given us or it could change, that list could change over time, because, you know, things happen, right?

MR. OKRUCKY:  That's correct.

MR. GARNER:  So the way you are going to identify those is that -- by the way that they achieve or don't achieve a PI?  Is that the way they're identified, simply that they're lower than the -- you know, because right now what I'm driving at, right now you do put projects that are below the PI inside your portfolio.  You don't ask for capital pass-through.

How do I distinguish those projects from the ones that now have the nomenclature of a community expansion?

MR. OKRUCKY:  Well, I would -- there is only one project that I can recall in the last five years that we've put through at a lower PI than 1.0, and I am referencing larger projects.  I'm not referencing the odd service or main extension where there may be reasons that -- other reasons for accepting a lower PI.

But a large project, Red Lake we did accept --


MR. GARNER:  Hmm-hmm.

MR. OKRUCKY:  -- at a PI of 0.9.  There was a leave to construct for that application.

MR. GARNER:  Right.

MR. OKRUCKY:  So most of the large projects would undertake a leave to construct.  Other projects, we would identify them to the Board when we make the application for rate recovery if they're a very small project, and we would report on those projects on an ongoing basis.

MR. GARNER:  Right.  And that leads me, I think, to my last question.  As I understand Union's application of the current proposal, is what you have just indicated, that it is generally, if not almost exclusively, that Union does not put projects in -- does not do projects that fall below the 1.0 PI.

MR. OKRUCKY:  I would say that's the exception.  There are the odd circumstances, and I provided an example in the new business guidelines which were filed in Exhibit A...

[Witness panel confers]

MR. OKRUCKY:  Bear with me.  That would be tab 1, Appendix H.  So there are some exceptions, but they're usually relatively small projects where it may be more economical, actually, to accept a lower PI than it would be to -- and do a short main extension, for example, than it would be to do a high-pressure road-crossing service.

MR. GARNER:  Right.  And this comes back to an earlier question, and I am still a little bit confused -- well, not confused.  I am wondering why -- or could you do this.

Under the current policy, could you do one project of these a year and fit it within your current portfolio without any undue impact?  Just randomly.  Let's leave aside Kincardine, which is the largest, but the other ones, which are relatively small.

What would preclude Union from -- other than the time of 29 years, I guess, to do all of them -- what would preclude Union from putting those in -- doing one a year?

MR. OKRUCKY:  Well, it would depend on the size of the project and the condition of the portfolio at the time that you are considering the project.

I will note that with a PI of .8 there is subsidization from other ratepayers.  So there is some degree of that subsidization that is possible today, we just haven't had any large projects that have gone forward at those lower PIs.

MR. GARNER:  Sorry, I'm not really understanding the response.  What I am asking is, would there be an impact if you took the projects you have, the smaller projects you put forward, and did one of them each year, would that impact the current portfolio and bring it below the 1.0 where you would, therefore -- therefore be needing a --


MR. OKRUCKY:  We would have to model that for each project to see what the impact on the portfolio would be --


MR. GARNER:  Fair enough.  And I'm not trying to be specific.  You've looked at the projects and you know the portfolio.

I'm trying to get a sense of the mag -- that magnitude, because these seem to me to be small projects that would not impact the portfolio if I did, let's say, one of them, and -- or not impact it materially enough to hit -- to change the PI to below --


MR. OKRUCKY:  The reason I'm hesitating is I'm not sure about -- Milverton is one of the larger ones.  So it might not -- there is a difference between the north and the south as well.  There are two separate portfolios, and the degree of capital that is included in the northern portfolio is much smaller, so one project will have more impact, so --


MR. GARNER:  Oh, you're keeping portfolios for the north and the south, et cetera.  But I am thinking of the utility, which is the overall portfolio.  Because under your proposal for community expansion you're basically treating the utility as one concept.  You're not subdividing the subsidies everybody has been speaking about.  You're spreading them across the entire utility, right?

MR. OKRUCKY:  The costs are allocated to all ratepayers, but the allocation methodology is different north versus south.  And the limits that we have suggested or that we have proposed would apply both to north and south.  So we will continue to look at north and south independently.

MR. GARNER:  Right.  But again -- and I'm not looking for something specific.  I am asking you, if the projects you have now -- do you have a sense that they could be done individually without an impact on the utility's corporate PI?

MR. OKRUCKY:  One at a time it may be possible that the portfolio could withstand a project each year, but again, I would have to look at each project to say how much is that project in capital cost and how is that compared to the portfolio.

MR. GARNER:  Fair enough.  And you haven't done it because your policy is to run the portfolio above PI -- above a PI of 1 at all times?

MR. OKRUCKY:  Which portfolio are you referencing?

MR. GARNER:  Well, you will have to tell me, which one is the larger one that gives you the whole corporate investment portfolio?

MR. OKRUCKY:  That would be the rolling project.

MR. GARNER:  Okay.  The rolling PI; that's right.

MR. OKRUCKY:  Yes.  And that one is maintained at the 1.0.  That's the minimum target.  It's the other one, the investment portfolio, that is managed with a higher minimum.
MR. GARNER:  Help me with that.  What is the difference?  The rolling PI has all of the projects?

MR. OKRUCKY:  Rolling PI has all of the projects and all of the customer connections over the long-term for those projects and 40-year revenue streams associated with those customers.

MR. GARNER:  Right.

MR. OKRUCKY:  And the investment portfolio is a one-year snapshot.  So there is a big difference between the two.

MR. GARNER:  Mm-hmm.

MR. OKRUCKY:  The rolling project portfolio, the EBO-188 guidelines, they indicate that we should manage that to a minimum of 1.0.

The other portfolio, the investment portfolio, the EBO-188 guidelines suggest that that should be managed to a minimum PI of 1.0, plus a safety factor, and the example given in EBO-188 is 1.1.  So that is what we have tried to manage it to.

MR. GARNER:  That's interesting.  Thank you.

Just on that, because you had raised the issue during my questions.  You answered a question for us here about the allocation.

And I understand that part of the subsidy would be allocated to -- sorry, as part of the allocation, ex-franchise customers would actually see a reduction, is that correct, a small reduction?

MS. MIKHAILA:  Yes.  They would see a small reduction, due to the shift in the indirect costs.

MR. GARNER:  Right.  I understand about the model and your explanation in that response.

But conceptually, what I would ask is how do I explain that to my client, that there is actually a reduction to ex-franchise customers, a dollar reduction from a subsidy that is going to be paid by residential ratepayers.

Can you give me a simple explanation to that?

MS. MIKHAILA:  This is very similar to the reduction in in-franchise rates that we have seen as part of the Dawn to Parkway expansion.

So as part of those, the M12 and Dawn to Parkway costs are picking up larger indirect costs, which resulted in in-franchise customers seeing a rate reduction.

MR. GARNER:  Yes.  I thought you would say that.

[Laughter]

MR. GARNER:  So, thank you.  Okay.  Those are my questions, thank you, Mr. Millar.  Thank you, panel.

MR. MILLAR:  Thank you, Mr. Garner.  Mr. Buonaguro, are you ready?

MR. BUONAGURO:  Sure, thanks.
Examination by Mr. Buonaguro:


MR. BUONAGURO:  Good afternoon, panel.  I will jump around a bit to try to go fast.

I am going to start with a quick question about the capital pass-through mechanism, because I think I heard two different answers in a sense, and I want to make sure I get the right one on the record.

When talking to Mr. Rubenstein earlier, it seemed to me you were confirming that you were applying for relief under the existing capital pass-through mechanism that is part of your current IRM structure.

Do you remember that conversation?

MR. SIMPSON:  Yes.

MR. BUONAGURO:  But then when you were speaking with Mr. Garner just now, he referred to it as a new policy, which suggested that you weren't -- to me, suggested you weren't applying under the existing capital pass-through mechanism, and that you were in fact asking for some new mechanism that looks a whole lot like the old one, but presumably has some different features.

So I am I am trying to confirm which one is it.  Are you applying under the existing one that is set out in the IRM, or are you actually asking the Board for some new mechanism?

MR. KITCHEN:  Why don't I answer it?  Just because it is related to the IRM.

At the time we negotiated the IRM, there was no thought about community expansion and there was no -- the parameters or the criteria that we set out in IRM don't strictly apply to the mechanism or the proposal that we're making now.

So I would say that as a result of this proposal, we are seeking approval of a capital pass-through mechanism related to this proposal only.

MR. BUONAGURO:  Thank you.  So you're presenting it as a situation that's not covered by the existing IRM structure.

MR. KITCHEN:  As you said, there are some similarities, right.  But it's not -- it's not -- we're not trying to fit a round peg into a square hole.

MR. BUONAGURO:  So technically, though, the Board would have to alter the existing IRM structure to provide rate relief associated with these projects.

MR. KITCHEN:  No, I don't think they would, because we have the IRM capital pass-through mechanism, and I think it is pretty clear what it is intended to deal with, and it is dealing with things like Burlington-Oakville, Dawn Parkway expansions, large single project capital expansions.

This is different, and I think this would be a different mechanism that they would be approving.

MR. BUONAGURO:  Okay.

MR. KITCHEN:  No need to vary the agreement.

MR. BUONAGURO:  Well, okay.  I just want to be clear because right now, you run a IRM and there is no mechanism -- and I think you’d agree with me there is no mechanism that would allow you to ask for a rate adjustment during IRM related to these projects, because they don't fit the definition for the capital pass-through mechanism in the IRM design.

So the Board has to do something new, not contemplated by the IRM structure, in order to provide rate relief up until rebasing for these projects.

MR. KITCHEN:  Yes.  And I guess maybe we're coming at this thing from a different perspective, and maybe we're saying the same thing.

It is not covered strictly by the IRM.  So the Board would have to approve something new.

MR. BUONAGURO:  Okay, thanks.  That's sufficient.  I wanted to make sure that was clear.

Now, specific to the ITE, a few times examples have come up and I believe Lambton -- I'm using Lambton as the short form -- Lambton is an example of a project where a municipality was unable to agree to the ITE and therefore, does not qualify for the Union defined community expansion program.  Is that right?

MR. OKRUCKY:  I'm sorry, can you repeat that again?

MR. BUONAGURO:  A few times today the example of a municipality who could not agree to an ITE payment over time came up, and the response says, when that happens they're not part of the community expansion program.

MR. OKRUCKY:  No, no, that's not quite correct.

MR. BUONAGURO:  Okay.

MR. OKRUCKY:  We've indicated that they would not be eligible for a PI below 0.8, if they are unable to agree to the ITE.

MR. BUONAGURO:  Okay.  So I think you've picked up on what I was trying to clarify.

So they are still part of the community program that you are putting forward.  So for example, they would not -- they would also be, or you would intend they would be exempt from the rolling portfolios, for example?

MR. OKRUCKY:  Yes, and we would collect the TES contributions in a deferral account for disposal to customers.

So in other ways, they would be treated similarly to a community expansion project, the one difference being they have to maintain or get to a higher profitability index for the project to be made feasible, because the municipality has not agreed to the ITE.

MR. BUONAGURO:  Thank you.  So you are using the ITE agreements as sort of a triggering threshold for qualification for a PI less than 0.8?

MR. OKRUCKY:  Yes, that's correct.

MR. BUONAGURO:  But otherwise, even if you can't do the ITE, you're part of the program, but no PI under 0.8?

MR. OKRUCKY:  That's correct.

MR. BUONAGURO:  Okay.

MR. OKRUCKY:  Yes.

MR. BUONAGURO:  Thank you.  I wanted to clarify that.

So I am going to go quickly to appendix D in the evidence, and we can use the updated one.  I have a few questions on that.

So generally, I am using the updated one.  I'm not sure it necessarily matters, but looking at these projects -- and you can speak to it in terms of the 33 projects at the beginning, which would encompass the 30 that I would call in play in the near future -- when these projects are being costed and the costs at the -- the gross capital costs are included on the capital, are they costed individually on a stand-alone basis?  Or do you contemplate any efficiencies with doing two or three projects that might be in a similar area?

For example, intuitively to me it might be different to cost a project on its own and have to -- in the example of Kincardine because its big -- run a single 87 kilometre line to that project, that would be one cost.

But if you're doing two or three projects that are along the way, there might be an efficiency there.  A, is that the case, B, if that is the case, is that captured in this costing analysis?

MR. OKRUCKY:  We have tried to cluster where we can. So for example, the Kincardine project is a good example.  There are actually four towns that are included with that project -- Tiverton, Paisley, Chesley -- and that's because it would be much more efficient to try and service all four of those communities.  They're along the path to the major community, so they've been costed as one bulk project.

In other cases where we didn't see that opportunity when we conducted the opportunity assessment, we priced the community on an independent basis.

MR. BUONAGURO:  Okay.  So it sounds like there is some scaling, or economies of scale built into the project definitions, but that's on a project-by-project basis.

So if I pick one at random, I see project number 7, Hidden Valley and Huntsville, that is costed as a singular project even though -- within the project, though, it might be the case that Hidden Valley and Huntsville are two separate municipalities that are grouped together.

MR. OKRUCKY:  It is actually one municipality, and it’s independent costing for that project, yes.

MR. BUONAGURO:  Right.  Right.  But where there -- in other cases where -- and you've mentioned Kincardine -- there is some combination, you could in theory, it sounds like, divide that into four municipal projects, but that would lose the economies that you've reflected in the costing?

MR. OKRUCKY:  That's correct.

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

Now, on this table I see there is a natural PI.  So that is a natural profitability index?  Do you see that?

MR. OKRUCKY:  Hmm-hmm.

MR. BUONAGURO:  Now, I don't think I've seen a project-by-project analysis of what the contribution in aid of construction would be for each of these projects based on that natural PI.  You know, without regard to a TES, without regard to an ITE, just if this was normal EBO-188 and we had to produce a profitability index of -- and I guess you can argue whether you have to do .8 or you have to do 1 on average -- what the contribution would have to be.

And the closest I can think of -- and I will pull up an example -- is -- it is LPMA -- I think it is 12.  Or 14.

MR. AIKEN:  13.

MR. BUONAGURO:  Thank you.  So I pull up LPMA attachment 1 to 13.  It shows me what the contribution would be at a PI of .8, but that has built into it, as I understood the rest of the interrogatory response, that has built into it assumed TES and ITE revenue at the maximum ten years.  Is that right?

MR. HOCKIN:  That's correct.

MR. BUONAGURO:  So I would be interested in seeing another column, which is "minimum PI equals .8", with that revenue stripped out.  I'm assuming that the contribution would have to go up to make up for the lack of that revenue.
I think you have done it on an aggregate basis somewhere else.  Or maybe that was for 1.0.

MR. HOCKIN:  I don't know that the data resides without recreating it.  And so to do that request would require us to re-run -- if there's 30 lines here there's 30 different models that we would have to run.  So it is going to be quite a fair bit of time to do that.

And at the end of the day, I don't know how we would use the information, given that the proposal is to collect a contribution in order to make these projects work, because we won't be doing the projects without the contribution.

MR. BUONAGURO:  All right.  Let me put it this way.  Let me ask a slightly different question.  This has the CIAC at .8, with the TES and the ITE revenue in it.

Now, my understanding is that for an individual project to be from an economic point of view self-sufficient, i.e., it is profitable, it's actually supposed to be at 1.0, and that is why the rolling indexes have a 1 or higher requirement?  Is that right?

MR. HOCKIN:  That's the long-term value assumed, yes.

MR. BUONAGURO:  Right.  So -- and I think actually just in speaking with Mr. Garner, the panel pointed out that even at a profitability index of .8 there is subsidy between existing customers and new customers, because that .2 is being funded, the construction -- the contribution in aid of construction that would required to bring you from .8 to .1 is actually being funded in existing rates -- or by existing ratepayers.  Is that right?

MR. HOCKIN:  It can be, if it can be constructed within the other rolling portfolio criteria.

MR. BUONAGURO:  Right.  So can you give me the impact of the difference between the .8 and the 1, to show even under this scenario that there is -- what the level of the cross-subsidy is on a project-by-project basis?

MR. MONDROW:  Sorry, just before you get there --Michael, I'm sorry -- can you just clarify, Mr. Hockin, I thought that the rolling portfolio was 12 months' worth of expansion projects?  Is that not what it is?

MR. HOCKIN:  Yes.  At a point in time, one month added, one month dropped.

MR. MONDROW:  Right.  So to the extent -- because you just said it could be existing customers.  They're only existing on a brand-new basis.  In other words, these are all expansion projects hitting rates within the 12 months preceding the date of calculation.

So while there may be a cross-subsidy it is essentially a cross-subsidy between new customers; that is, recent customers.  That's not the same as the proposal that you are making here.

MR. HOCKIN:  I don't understand.  To be quite direct, within the IRM period Union shareholders bear all of that until such time as the 2019 rebasing.

But taking that element out, you know, there is some cross-subsidy at a PI of .8 for any given project, if it is coincident upon a kind of a rebasing sort of period.

MR. BUONAGURO:  Any individual project that falls below 1.0 is being subsidized.  The question is whether it is being subsidized strictly out of rates or whether it's being subsidized as a result of another project which has a PI over 1 which pays for that shortfall, right?

MR. HOCKIN:  Yes.

MR. BUONAGURO:  Okay, so back to my questions.

My question was, can you give me the difference the contribution in aid of capital that would be required to bring it up to 1?

MR. HOCKIN:  Well, if we turn to LPMA 13, which is on the screen --


MR. BUONAGURO:  Right, yes.

MR. HOCKIN:  -- the column that is represented by the .8 --


MR. BUONAGURO:  Yes.

MR. HOCKIN:  -- is the aid required, assuming that we're collecting ten years of the surcharges.

MR. BUONAGURO:  Okay.

MR. HOCKIN:  If you need a number that says what would it be, what would the -- I don't know what I would calculate.

MR. BUONAGURO:  Well, it would be minimum PE (sic) equals 1.0.

MR. HOCKIN:  1.0 --


MR. BUONAGURO:  Yes, one more column.  You've done .5, you've done .6, you've done .7, you've done .8, so I am looking for 1.0.

MR. HOCKIN:  Okay.  And if -- that's 30 files --


MR. BUONAGURO:  But you have already done, 30, 60, 90, 120.

MR. HOCKIN:  Uh-huh.

MR. BUONAGURO:  So I am --


MR. HOCKIN:  We can accommodate that.  I just don't know how long it's going to take to redo that work, but we --


MR. BUONAGURO:  I think the hearing is not until January, so we're good.  I mean, I tell you, I want to see on a project-by-project basis how much implicit contribution is being funded as a result of .8 even, right, and that is --


MR. HOCKIN:  We can do that.

MR. BUONAGURO:  Okay, thank you.

MR. KEIZER:  I just think that we have to be aware we have gotten a lot of undertakings today, and I think we do have an obligation to provide them by the 22nd.  So some of these undertakings will take a significant amount of time to do it.  So don't be surprised if we are asking for an indulgence with respect to that, given the nature of the undertaking that is being asked --


MR. BUONAGURO:  I am certainly okay for that one.  I will point out I gave up on my first run, which I think was even harder.

MR. MILLAR:  The undertaking is JT1.17.
UNDERTAKING NO. JT1.17:  TO CALCULAT ON A PROJECT-BY-PROJECT BASIS HOW MUCH IMPLICIT CONTRIBUTION IS BEING FUNDED AS A RESULT OF .8.

MR. BUONAGURO:  Thank you.

Now, generally speaking, the TES and even the TCS -- which we talked about earlier or you talked about earlier -- and the ITE are all in my mind substitutions for a contribution in aid of capital.  Is that fair?

MR. HOCKIN:  Not to me.

MR. BUONAGURO:  Okay.  Why not?

MR. HOCKIN:  Our answer is described in LPMA 1.  They are revenues.  More specifically, the TES is a revenue, and for administrative simplicity we're proposing that the contribution provided by the municipalities, the ITE is also treated in the same manner.

MR. BUONAGURO:  I will stop you there because I think you misunderstood the thrust of my question.  I wasn't -- your answer sounds like you were thinking I was going down the road of why not treat them as contributions as they come in, and I'm not talking about that.  I'm talking about this angle, which is that when you do the profitability index for any particular project and there's a shortfall below a certain threshold, either 1 or .8 or another established threshold, the first result, it spits out a contribution in aid of capital to bring it up.

And in the normal case you would ask the customer to pay for the contribution in aid of capital, right?

MR. HOCKIN:  Or any other mechanism.

MR. BUONAGURO:  So that's where we're going.  So in this case you're saying, okay, for the most part the contribution that is required, either the individual customers or the municipality or what-have-you, can't or don't want to pay that upfront capital cost.  So this is a mechanism that replaces the contribution.  Right?

MR. HOCKIN:  It's an alternative.

MR. BUONAGURO:  It's an alternative.  But they're connected in value, I would expect.  So to the extent that there's a -- the economic evaluation spits out a contribution, you replace it with a revenue stream from a TES, a TCS, or an ITE or some combination of them.  Essentially what's happening is instead of the customer providing capital, which is then offsetting your rate base additions for the project, you're expending that capital and charging them this stuff, these amounts, instead.  Right?

MR. HOCKIN:  Correct.  We are implementing a rate rider, a rate surcharge to accommodate additional revenue from the customers to close the net present value gap.

MR. BUONAGURO:  So there is a cost to the customers for doing that, right?

MR. HOCKIN:  Yes.

MR. BUONAGURO:  And the way I conceptualize it is that, essentially, they're being loaned the value of a contribution and they're paying it -- treating it as revenue as you've said, they're paying it off by paying the ITE, or TCS, or TES, right, over time?

MR. HOCKIN:  No.

MR. BUONAGURO:  Why isn't that the case?

MR. HOCKIN:  Well, you have manufactured an example and I don't agree with the premise.

I don't mean to be disrespectful in saying manufacturing it, but --


MR. BUONAGURO:  But that is exactly what is happening.

In every case, there would be a contribution in aid of capital which, if applied to the capital costs of the project, would reduce the amount going into rate base.

That's not happening, mostly because people can't -- the customers that we're talking about can't afford it or don't want to pay it.

So instead, it is being replaced by a revenue stream from one or more of these three mechanisms and the result of that is to reduce the capital contribution that is required up front.  But that increases the rate base amount and there is a cost.

MR. HOCKIN:  And I agree with most of that except for the last perspective, where you have added that it is reducing the capital cost and as being credited to rate base.

As it is proposed, it is simply another rate schedule, if you will, that applies to -- based upon certain criteria.

MR. BUONAGURO:  I'm sorry, not to interrupt -- but I am going to interrupt.  I think you are still focussed on the series of questions that Mr. Aiken was talking about, which is why do we treat it as a contribution.

I am not going down that road.  What I am trying to figure out is what is the cost to customers of doing it that way.  The way I think about it -- and you can change it if you want, to make it correct.  But the way I think about it is instead of paying all of that money up front and paying the money over time as a revenue stream back to the company, which then turns it over to existing ratepayers, right?  That is how it works?

MR. HOCKIN:  I guess I would look at it from the customer's perspective.  At the end of the day, I don't think any one of them think the company is loaning them money to pay a contribution coming back to them.

They're simply paying rates, and I think that is the proper way to perceive it.

MR. BUONAGURO:  Well, that might be how you -- I don't mean it to be derogatory, but that is how you sell it to customers.  But what’s happening is rate base is higher as a result.  There is a cost to doing that because any dollar value that goes into rate base attracts your weighted average cost of capital, correct?

MR. HOCKIN:  All of that information is clearly lined out in LPMA 1, the direct comparison of the two different methods.

MR. BUONAGURO:  So is there an effective rate of interest of doing it this way?

I mean, I say that because what's happening is you're charging -- actually, you're not charging the new customers the weighted average cost of capital.  You're actually charging existing customers the weighted average cost of capital, because they bear it for the most part in base rates, correct?

[Witness panel confers]

MR. HOCKIN:  We're on completely different wavelengths; I apologize.

The calculation of the shortfall is based upon the discounted value.  So inherently, there is some discounting associated with that, if that is what your reference is.

The shortfall over time is representative of the net present value.  The net present value takes into consideration the time value of money over time.

MR. BUONAGURO:  Let me see if I can do it this way.

A different way of doing it and providing the same result is instead of the new customers paying the contribution, existing customers could, in theory, pay the contribution and borrow the money to pay for it, right?  No?

MR. HOCKIN:  I don't understand.

MR. BUONAGURO:  The contribution could be paid off by somebody, correct?

MS. MIKHAILA:  Maybe I can help clarify?

MR. BUONAGURO:  Sure.

MS. MIKHAILA:  I think what you are asking, or where you are going is if you did not have the TES and ITE contributions, you would have kind of year one aid amount that you would have to pay.

MR. BUONAGURO:  Yes.

MS. MIKHAILA:  But because customers and existing customers are funding -- I won't say funding, but I think that is where you're going, over time, because the PI calculation is a discounted calculation, the amount they may pay over time may be greater in whole dollars than the year 1 contribution.

MR. BUONAGURO:  I think the number that they pay over time is greater than they would pay if they simply borrowed the money and paid the capital contribution up front.  Isn't that true?

MS. MIKHAILA:  What's the discount rate used?  The discount rate used in the DCF model is 5.1 percent discount.

So I am assuming, if they could finance at a discount rate lower than that, then they may be better off.

MR. BUONAGURO:  Sorry, if they could finance the contribution up front at a rate of five percent or lower, they would be the same or better off?

MS. MIKHAILA:  I believe that's the case, yes.

MR. BUONAGURO:  But the problem is that because it's being done by being added to rate base and being collected through rates, it's not five percent that is being charged to the existing customers.  What's being charged to the existing customers is your weighted average cost of capital, which is something higher than five percent; isn't that true?

[Witness panel confers]

MR. GARNER:  The struggle we're having is that it appears that your questions are based upon a different proposal than what we have, and I'm having trouble kind of following and coming up with answers related to a different proposal.

Your concept that someone is loaning money and it can be done at some different rate is different than the basis of the proposals as we have considered it here.

MR. BUONAGURO:  Let me put it this way.  If someone could come along and pay the capital contribution at a rate less than your weighted average cost of capital, and
have --


MR. KEIZER:  Sorry, not to interrupt, but isn't it -- the fact is that there isn't that someone out there?  That Union has put forward a set of proposals to actually deal with it, within a certain circumstance.

The hypothetical you are putting to him is a circumstance.  It is very abstract.  There is no person who is going to loan them --


MR. GARNER:  I thought that was the 230 million provincial government that is floating around, but --


MR. KEIZER:  That is not part of this proposal.

MR. GARNER:  It is part of community expansion of the Government, so --


MR. BUONAGURO:  We're testing the reasonableness of the proposal and one of the alternatives of the proposal is funding from other sources to fund the capital contributions that are required to drive the PI to an acceptable level.

I am trying to figure out if there is a material difference between the two types of way of getting to an acceptable profitability index.

MR. MONDROW:  Is this a matter for argument or cross-examination?  What are we getting by way of information?

MR. BUONAGURO:  If he said yes, you’re right, it is cheaper to do it that way, then we’d be done.

MR. MONDROW:  You can argue that.

MR. KEIZER:  We don't know what a government program is going to look like, so how can we actually even respond to that?

MR. BUONAGURO:  The only thing I need you to agree with is that if it is less than your weighted average cost of capital, it is cheaper to do is it that way for customers.

MR. MONDROW:  That is self-evident.  That is an admission maybe for a –

MR. MILLAR:  Let's not argue.  Is there an answer to the question, or is there a refusal?

MR. HOCKIN:  I don't know enough about the facts to offer an opinion.

MR. GARNER:  Could I ask a follow up?  But it's correct, though, the way your proposal works is basically what Michael has been saying, which is that you're in essence, through the TES, borrowing money from current ratepayers, which you are going to pay back to them because you're putting it in a deferral account.  You're going to pay that money back, collect it and then pay it back.

So they're funding the shortfall through that TES, isn't that how it happens?

You're shaking your head.  Why is that a wrong way to look at it?

MR. KEIZER:  It's not a borrowing.  It is just a reallocation, like it would be in any circumstance.

MR. GARNER:  I don't want to use the weighted word of Borrowing, because I don't want to get into an argument about what is the better rate or anything.

But you are taking money through the rate TES, which is going to capture the equivalent of the CIAC, and then you are going to put that in a deferral account and you are going to put that money back, give that money back to customers, right?

MR. KITCHEN:  No.  The TES is recovered from the new customers in the community that we are attaching.

MR. GARNER:  So they're funding it themselves, then?

MR. KITCHEN:  So they're funding a portion of the capital.  Not the full cost of it.  They're funding a portion of it.  Then the ITE, which is the municipality's piece, is funding another portion of it.  And then there is a -- the fact that it goes into rates at the full, at -- the full investment goes into rates, and rates go up by more than the funding mechanisms from the incremental customers and the municipality, means there is a deficiency.  And that deficiency is funded by all ratepayers.

MR. GARNER:  Right.

MR. KITCHEN:  Right?  Which is essentially -- it's not a charge.  It is a reallocation of costs to existing ratepayers.

MR. GARNER:  Thank you, Mark.

MR. AIKEN:  It's Randy here.  Isn't it a fact -- you talked about the deficiency, and that is being recovered from all customers.  Then the TES and the ITE are mechanisms to reduce the amount of subsidization from existing customers.

MR. KITCHEN:  That's right.  And what the deferral is intended to do is to try to recognize that at least in some way that the revenue that is recovered from the incremental customers goes back to the ratepayers that are helping to pay for the program.

MS. FRASER:  I do have one question, specific to this.

MR. MILLAR:  How are you doing, Michael?  You are double your time estimate already.

MR. BUONAGURO:  Is it less than 200 percent?

MR. MILLAR:  100 percent.

MR. BUONAGURO:  Sorry, a lot of that wasn't me, though.

[Laughter]

MR. KEIZER:  I don't know.

MR. BUONAGURO:  No, I am good, thanks.

MR. MILLAR:  You're finished?

MR. BUONAGURO:  Yes.

MR. MILLAR:  Okay.  Ms. Fraser?
Examination by Ms. Fraser:

MS. FRASER:  Yes.  Those rate riders, they will attract GST as well, right?

MR. OKRUCKY:  Yes.

MR. MILLAR:  Is that your only question, Ms. Fraser?

MS. FRASER:  Yes.
Examination by Mr. Millar:


MR. MILLAR:  Okay, thank you, okay.  I am going to go, and I will try to be quick to get to Dr. Higgin.

Could I start you off with Schools number 5.  This is the slide presentation that we had looked at before.  In particular, I think it is page 519 of the PDF, that's Schools 5, and it is the attachments to that.  Then page 519.

So, no, we've got it wrong, because it's changed.  So it should be slide --


MR. MONDROW:  What was the answer to that question?

MR. KEIZER:  Which question?

MR. MONDROW:  On the slide.

MR. MILLAR:  Slide number 5.  What number are we at here?  So slide number 5 of this presentation, I think.

Okay.  Let me put the question to you this way.  There is a slide that says that -- in your initial recommendation -- I think it is April 23rd, 2014 -- that is the date of the presentation -- that your preference for the minimum project PI would be .6, and it states you do not recommend reducing it beyond .5.  Do you recall that slide?

MR. AIKEN:  Slide 3.

MR. MILLAR:  I have it marked as slide 5, but -- oh, yes, it is slide 3.  I'm sorry, Randy, thank you.  This is it here.  It is on the screen right now.

You're familiar with this slide, and you see where it says "preference to leave it at .6 and do not recommend reducing beyond .5".

And my question is, what changed?

[Witness panel confers]

MR. SIMPSON:  I think what changed is -- and there's a series of presentations here leading up to our submission  -- is we were trying to find the balance.  We were trying to find the balance between the amount of communities, the impact that it would have on rates, the number of customers served, and I think some of our early -- and you have heard this comment before on the cost side -- some of our earlier positions were rather conservative.

I think when we stood back as a team and assessed the Ministry's and the Energy Board's desire to really maximize the number of communities that can be reasonably served, we thought .6 was too conservative.

In the same breath we also thought .3 of a PI was too aggressive, that the incremental number of communities served was becoming cost-prohibitive.

And I think where we found that balance was at .4.  So this was a point in time probably three, four months before the filing.

MR. MILLAR:  So was it the communities-served number that kind of drives the analysis?  It's always going to -- I recognize there will always be some judgment involved, and as you say, it is a question of balance.

But did you go from .6 to .4 because that gave you more communities?  And then .3 you just thought was too many communities?

MR. SIMPSON:  Yes.  It was communities as a whole, and it was number of customers to be served as a whole that were the main drivers, recognizing significant, significant cost savings, probably upwards of 1,500, approaching $2,000 a year per homeowner, if they were able to be served under this program.

MR. MILLAR:  Okay.  Thank you.

Could I ask you to turn -- I think I have got the right PDF number now, page 547.  No.  No, it's not.  Okay, I was wrong.  Actually, give me 559, please.

Yes, here we are.  Okay.  I think if this has already been asked and answered then you can tell me that.  But you see the second square there, and it is talking about regulatory flexibility and the volumetric rate rider.

And the second square there states:

"Treat it as a deferred form of aid to construction, mechanical treatment is initial inclusion in rate base, with removal from rate base of amount paid each year."

And as I understand it, that is not actually the current proposal; is that correct?

MR. HOCKIN:  What is the date of this?  Because we are just looking --


MR. MILLAR:  Yes.

MR. HOCKIN:  -- at a slide.  There must be a date --


MR. MILLAR:  I'm sorry, yes, I believe this one is November 7th, 2014.

So I understand this is not the current proposal; is that right?

MR. HOCKIN:  Correct.  That is where things were in November, if that was the date.

MR. MILLAR:  Okay.  And I know we have spoken about this.  I don't want to belabour it.  But can you give me an indication of why you changed your mind on that and why the current proposal before the Board is not what you were contemplating at that time?

MR. HOCKIN:  The current proposal in regards to what?

MR. MILLAR:  You're not proposing right now to treat it as a deferred form of aid to construction; is that right?

MR. HOCKIN:  Correct.

MR. MILLAR:  Okay.  So what changed -- why did you change your mind on that?

MR. HOCKIN:  Well, internally there was further assessment as to what is the best perspective as to whether or not it is revenue or whether or not it is an aid.  That's part of it.

It also -- if this is November, this is working documents well before we got to the finish line where we made the proposal.

MR. MILLAR:  I'm not trying to speak if one is better than the other, at least in our view.  I just -- did anything change in your analysis that made you go from this way to the way that you are currently proposing?  If you don't have an answer, then...

MR. OKRUCKY:  The difference is that the slide you were referencing was prior to a detailed assessment by our finance group of the appropriate treatment, and it was after that assessment that we changed course and said, well, we should treat this as a revenue.

MR. MILLAR:  Okay.  I'm going to move to the next question, thank you.

Could we go to 569, please.  And really, these are just some clarification questions.  This is from a presentation.  This is the same one, I think, November 7th, 2014.

And you will see there it states in about the middle there:

"The municipality must agree to convert all owned buildings."

Is that still a feature -- or is that a feature of the proposal before the Board, or has that changed?

MR. OKRUCKY:  No, it's not included in the current proposal.  So -- although I can't imagine why a municipality wouldn't want to convert all of their buildings.

MR. MILLAR:  Okay.  So -- well, if the conversion costs were too high, maybe that would be a reason.

MR. OKRUCKY:  Possibly.

MR. MILLAR:  Okay.  But whatever the reason might be, they're obviously free to convert if they wish to, but it is not a requirement.

MR. OKRUCKY:  Yes.  But it is also a means for them to generate savings to help pay the ITE payments.

MR. MILLAR:  Okay.  Could we turn to VECC IR Number 9, please, I think page 2 of that interrogatory response?

You will see close to the top, just before an answer to (b) the last sentence there:
"Union has proposed to mitigate the cross subsidy through the introduction of the TES and the ITE and recognizes that a moderate cross subsidy from existing customers is acceptable, provided the long-term rate impacts are reasonable."

Do you see that?  That's your response to that?

MS. MIKHAILA:  Yes, I do.

MR. MILLAR:  Okay, thank you.  I understand Staff and perhaps others asked you if Union was willing to subsidize this through a reduction -- I don't know if we used it in these terms, but we asked if Union was instead willing to accept a lower ROE, and your response to that was no.

We don't have to go to those responses, but you will recall that question and that answer.

MR. OKRUCKY:  Correct.

MR. MILLAR:  Okay.  So in Union's view, the subsidy instead should come from ratepayers, and I understand that proposal and you have been clear on that.

I guess my question is has Union done any -- had any discussions with its customers, or ratepayer groups for that matter, to determine if they think it is reasonable for them to subsidize the new customers?

MR. OKRUCKY:  There was a response to, I believe it was CCC -- the short answer is, have we -- if you are asking whether we have surveyed customers to understand whether they're willing to see an increase in their bill, no, we have not.

But I want to keep this in perspective as well.  You know, we're talking about, as we talked this morning, it was 26 cents a month.

MR. MILLAR:  How much would it be -- did you run an analysis if you reduced your ROE by 100 basis points?

MR. OKRUCKY:  No.

MR. MILLAR:  That wouldn't -- that wouldn't count on much towards the bottom line, I assume.

MR. OKRUCKY:  I didn't do that.

MR. MILLAR:  I mean, it’s be low for ratepayers; it would be low for you, too.

MR. OKRUCKY:  I don't know.

MR. MILLAR:  You haven't done that analysis?

MR. OKRUCKY:  No.

MR. MILLAR:  Okay.  With respect to the benefits that you have identified, and I think the Minister identified as well, lower heating costs is the big benefit to the new customers; is that fair?

MR. OKRUCKY:  For residential, yes.

MR. MILLAR:  Yes.  And many of the -- and for small commercial as well, much of it would be heating --


MR. OKRUCKY:  Generally, I would agree, yes.

MR. MILLAR:  You have done some analysis on what the average savings might be, and I recognize -- I think it is around page 18 of your pre-filed.  I don't think you need to go there.

But you have done some analysis of that, and I think just about everyone would agree that the vast majority of customers who are able to switch to natural gas heating, at least over time, would save money.

And then I think you would also agree that -- I guess the balancing act you were discussing before was to weigh that against, you know, the cost of a subsidy to existing customers, and that's I guess what the Board will have to consider.

I kind of have a simpler question.  If it's in the evidence, forgive me, I just wasn't able to find it.

Does the value -- the dollar monetary value of the cross subsidy, does that exceed the amount of money that the new ratepayers are saving on their energy costs?  Like is that a bigger number, or a smaller number?

MR. HOCKIN:  There are some stage 2 calculations that I provided, which had the energy cost savings for the customers in the order of 313 million dollars.

MR. MILLAR:  Over what period of time?

MR. HOCKIN:  That's the net present value after 40 years.

MR. MILLAR:  Okay.  So it is a positive -- tell me -- what does that mean, 313 million dollars is how much money they are saving over 40 years?

MR. HOCKIN:  That's net present value of the new consumers, if I can call them that, would save relative to paying for their current fuel at the current fuel prices.

MR. MILLAR:  Okay.  But what's the value of the subsidy?

MR. HOCKIN:  Well, in your Staff number 1, we were talking about $68 million.

MR. MILLAR:  Okay.

MR. HOCKIN:  That is an order of magnitude number relative to the 300.

MR. MILLAR:  Is that an annual number, though, or is that...

MR. HOCKIN:  The 68 is the net present value again.

MR. MILLAR:  So that is an apples-to-apples comparison, that 313 million versus the 68 million?

MR. HOCKIN:  That is a reasonable -- yes.

MR. MONDROW:  That 313 was just the energy savings, right?

MR. HOCKIN:  That's correct.

MR. MONDROW:  It doesn't include the conversion costs for the customers?

MR. HOCKIN:  No, it is net of conversion costs.

MR. MILLAR:  Sorry, what is the reference for the 313?

MR. HOCKIN:  The 313 is in evidence.  I can find it.  It is in page 39.

MR. MILLAR:  That's of the pre-filed?

MR. HOCKIN:  Pre-filed, correct.

MR. MILLAR:  That's fine, thank you.

MR. HOCKIN:  Updated.

MR. MILLAR:  Just a couple of more quick ones here.  I wanted to understand -- you might turn to Board Staff 7 for this, although it is really just to frame the question.

We asked you to run some scenarios, for example, if the new customers were required to pay capital contribution upfront, and you provided an answer to that.

I just want to get a sense of how things work in your Existing -- not just franchise area, but your built out areas, and I may misunderstand how it works, so I wanted to put the questions to you.

Union has something like 20,000 customer additions a year, ballpark, am I right?

MR. OKRUCKY:  In that range, yes.

MR. MILLAR:  Many of these, or at least some of these would be new subdivisions, I assume, the residential buildouts?

MR. OKRUCKY:  Yes, that's correct.

MR. MILLAR:  Correct me if I'm wrong, but I thought for at least some of these what happens is -- I assume the developer approaches you and says, I'm building a subdivision and I’d like gas service.

MR. OKRUCKY:  Correct.

MR. MILLAR:  And then in some cases, do they pay?  Do they have to pay you either a capital contribution or some other fee for that?

MR. OKRUCKY:  In some cases, yes.

MR. MILLAR:  That would just depend, I guess, on
the --


MR. OKRUCKY:  How close is the subdivision to the existing system, the size of the subdivision, number of homes, and --


MR. MILLAR:  You would do the calculations and it would spit out a number, and the developer would pay you that amount?

MR. OKRUCKY:  Correct.

MR. MILLAR:  Then presumably -- you may not know this, but one would assume those costs are passed on to the individual homeowners.

MR. OKRUCKY:  I would have to assume that somehow the developer is passing those on when he sells the lots.

MR. MILLAR:  Okay.  Do you have -- is it possible to come up -- maybe it's not, but is there an average amount that a new subdivision has to pay to get hooked up?  Or is that so dependent on how far it is from the line, that it is not really a meaningful way to go about it?

MR. OKRUCKY:  I would say in many cases it is relatively -- I would say it is relatively rare that a new subdivision that is within, you know, an existing built up area is required to pay aid.

We'd have to go through all of the records of every previous project to find out how much that would be.

MR. MILLAR:  I don't want you to do that.  So it is rare for it to occur, but it does occur.

MR. OKRUCKY:  Yes.

MR. MILLAR:  And I guess it would depend on many factors, but chiefly how far you have to run the line and, you know, what easements you need, and things like that?

MR. OKRUCKY:  Yes, and the density of the subdivision.

MR. MILLAR:  Yes, of course.  Okay.  Thank you for that.

Finally, let's turn to Staff 11.  This should be a quick one.  You had done a survey in the Ipperwash Beach area, and initially you’d done a survey and only got 22 responses.

So I guess what we learned from this interrogatory is that you went back and did a better survey.  You went door-to-door and then your response rate went up to 37 percent.

As a result of this survey, has Union modified its forecasted attachment rate as compared to what was filed in the pre-filed?

MR. OKRUCKY:  No, we have not.

MR. MILLAR:  So it gave you the same result that you had already received?

MR. OKRUCKY:  We hadn't remodelled it.  We would consider doing that when we get to the detailed -- the facilities side of this.

MR. MILLAR:  Maybe that is a question about this particular project.  Okay, thank you for that.

Okay, given the time, those are my questions.  I will hand it over to Dr. Higgin.

MR. KEIZER:  Because of the lateness of the hour, we have had a discussion with Dr. Higgin at the break about taking his questions and responding to them in writing.  We're now at twenty to five.  I'm not sure necessarily what would be gained today if we just went ahead.

So we would be quite happy to take his questions in writing.

MR. MILLAR:  Dr. Higgin, is that still acceptable to you?  Are there any that you wanted to do orally?

DR. HIGGIN:  No, I think that is acceptable.  The only issue is the status of them on the record, if I could get your advice about that.

MR. MILLAR:  I assume we could file them as an undertaking response.

DR. HIGGIN:  It could be an undertaking as well.

MR. KEIZER:  We can do it as an undertaking.

MR. MILLAR:  There will still be an oral hearing, so if follow up has to be done, you should have your chance then.

DR. HIGGIN:  Right.  I will put that in writing.

MR. MILLAR:  We will mark that as JT 1.18, and could you file the questions with -- just file them with the Board and with Union?

DR. HIGGIN: Yes.

MR. MILLAR:  That way we will see what they are, and then they will be responded to.

DR. HIGGIN:  Right.  And if there is any need for discussion on some of the things, that we could already do that, perhaps?

MR. KITCHEN:  Yes.

DR. HIGGIN:  If needed.

MR. KEIZER:  We will certainly clarify things.

DR. HIGGIN:  Okay, that's fine.

MR. MILLAR:  That is helpful.  Thank you, Dr. Higgin.
UNDERTAKING JT1.18:  TO RESPOND TO QUESTIONS FILE BY DR. HIGGIN ON BEHALF OF ENERGY PROBE


It is getting late in the day, and I imagine the witnesses are even more tired than the rest of us.

Is there anything else we have to do while we sit here today?

Okay, thank you to everyone for your patience.  I remind you Friday we have our pre-hearing day, so I assume I will see you all then, but until then we are adjourned.
--- Whereupon the conference concluded at 4:45 p.m.
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