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Dear Ms. Walli;

Re: EB-2016-0004 - Ontario Energy Board Generic Proceeding
Natural Gas Community Expansion
Evidence of Vulnerable Energy Consumers Coalition (VECC)

Please find attached the Evidence of George Hariton and Tom Ladanyi filed on behalf of the
Vulnerable Energy Consumers Coalition (VECC) in the above noted matter. The evidence
reviews the evolution of the OEB’s current natural gas system expansion policy, then describes
the treatment of issues of uneconomic expansion and service in telecommunication. The
evidence also discusses the possible application of a similar approach to the issue of natural
gas community expansion. As it may be premature in this proceeding to contend for a new
framework of subsidies to enable natural gas expansion, the purpose of the evidence is to
provide information and a discussion of relevant considerations that may assist the Board in
fashioning any change to the current policy that is thought desirable or required. Specifically, the
evidence is directed to addressing concerns arising from the determination of Issues 2, 3, 6, 8
and 9 of the Issues List set out in Procedural Order 2 in this proceeding.

Please note that one of our witnesses is unavailable on May 5 and 6 of the Board’s scheduled
hearing days. We hope that their testimony might be accommodated on May 9, 10, and 11.

Yours truly,

o

Michael Janigan

Special Counsel
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EXECUTIVE SUMMARY

This is the third time in its history that the Ontario Energy Board (*“ OEB”,” the Board” ) is
reviewing its policies for expanding natural gas service to communities that do not currently
have natural gas service by using a subsidy collected from current customers. The first review
resulted in the EBO134 Report of the Board ' issued June 1, 1987. The report introduced the
Three Stage Test which is largely still in effect. The second review resulted in the EBO 188
Final Report of the Board" issued in 1998. In it the Board standardized Stage One economic
feasibility parameters and introduced the Portfolio concept. The matters that were considered in
those two proceedings were similar to the issues now before the Board in EB-2016-0004. There
was nothing special or theoretically rigorous about the EBO 188 and the original EBO 134
criteria. They were developed in consultation with interested parties as a compromise subsidy for
system expansion that would not place an undue burden on existing customers. In the EB-2016-

0004 proceeding, a different compromise of what is, or is not, an undue burden may be reached.

We have been requested to consider the issues in this proceeding concerning the use of subsidy
funds to accomplish expansion of natural gas service, These issues include the question of how a
subsidy collected from one utility could be used to expand service by another utility? To do so,
we have reviewed the decisions and practice of the Canadian Radio-television and
Telecommunications Commission (CRTC or Commission) that faced similar issues in the
past.Our evidence presents a summary of how that regulator dealt with them in the hope that our
evidence will be of assistance to the Board in answering the questions set out in the approved
Issues List. Our evidence first presents a summary of the Board’s experience with EBO 134 and
EBO 188. This is followed by a discussion of system expansion policies in the
telecommunication industry, and the jurisdiction of the OEB to potentially implement such
policies if thought desirable. Finally, this evidence provides a summary of the key practical and

policy considerations to be examined if implementation of a similar funding model is considered.

' EBO 134 In the Matter of a Review by the Ontario Energy Board of the Expansion of the Natural Gas System in
Ontario Report of the Board June 1, 1987

? EBO 188, In the Matter of a hearing to inquire into, hear and determine certain matters relating to natural gas
system expansion for The Consumers' Gas Company Ltd., Union Gas Limited and Centra Gas Ontario Inc. Final
Reoort of the Board, June 30, 1998
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INTRODUCTION

Since the start of utility regulation, regulatory boards and commissions have struggled with the
problem of how to pay for the extension of utility services to new customers without placing an
undue burden on existing customers. The following two quotes from classic texts on regulation

of utilities illustrate the point.

“The provision and pricing of services to any person(s) should not impose unwarranted

economic costs on other person(s).”*

When companies, because of prospective costs and revenues, are unwilling to extend
service to new market areas voluntarily, commissions can often make such extensions
attractive. A company may be permitted to charge higher rates in the new market than
are charged in the old market. In this way, the new customers will pay the costs of
extending the service. A company may be permitted to raise rates in the old market, thus
charging more for the same service than in the new market”. The old customers will
thereby subsidize part of the new service. Finally a company may be permitted to raise
rates in both markets, so that the new and old customers will pay the same rates. Both
groups will pay the costs of extending the service. Commissions generally prefer either
the first or second alternative, and there are many instances where each has been
employed. Suburban bus rates commonly are higher than downtown city rates; city

telephone service is usually more expensive, relative to cost, than rural service”

? Principles of Public Utility Rates, James C. Bonbright, Albert L. Danielsen, David R. Kamerschen, Public Utilities
Reports Inc., Arlington, Virginia; 1988; page 568

$ Alternatively, if a company has excess earnings, the commission could require the extension of service rather
than order rate reductions. The results are the same.
3 The Regulation of Public Utilities, Charles F. Phillips, Public Utilities Reports Inc; Arlington, Virginia; 1993;

pages 567-568.
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OEB EXPERIENCE WITH EBO 134 and EBO 188

EBO 134

In 1985, Consumers Gas (now Enbridge), filed an application for OEB approval to extend
service to communities in the Ottawa Valley: Chalk River, Deep River, Rolph, Buchanan, Wylie
and McKay, and the County of Renfrew. None of the projects met the company’s feasibility test
that required that the revenues from a project meet the utility’s rate of return in the fifth year of
service. Consumers Gas argued that public interest would nevertheless be served if the Board

were to approve these projects.

[t should be noted that in the early 1980’s the Federal Government had two programs that
facilitated natural gas system expansion to new communities: the Distribution System Expansion
Program (DSEP) and the Canada Oil Substitution Program (COSP) designed to reduce reliance
on expensive imported oil. DSEP provided assistance to gas utilities through contributions in aid
of construction (CIAC) for expansion to new communities. COSP provided grants to
homeowners for conversion of home heating from oil to natural gas (or electricity). The
programs were phased out by 1985 and were therefore not available to Consumers Gas to assist

with the costs of its Ottawa Valley expansion projects.

In its decision, issued in late 1986, the Board denied the application by Consumers Gas, noting

that the impact on the public interest was not adequately presented in evidence and that:

“certain important questions concerning system expansion to smaller communities should be

considered:

e With DSEP discontinued, what are the means whereby marginally uneconomic areas of

Ontario are to be served, if at all;

e What is the role of the Board in the light of the removal of DSEP and to what extent

should it be encouraging gas service to marginally uneconomic areas;

e With Ontario utilities facing mature markets, is expansion into uneconomic areas

appropriate;
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e Should the shareholders or customers of utilities subsidize uneconomic expansion into

smaller communities;

o Are there lower limits of return that should be permitted on a project by project basis?
Are size of project or amount of subsidy factors that should be considered in assessing a

project;

e Have the changing circumstances with respect to energy resulted in the test of public

interest being changed;

e Are the current methods for assessing the economic feasibility of projects appropriate

and what changes, if any, should be made;

e Should the economics of system expansion be considered on the basis of

marginal/incremental costs or on a fully allocated basis? " °

[t indicated that a special hearing would be held to consider these issues. In January 1987 the
Board invited “any party interested in system expansion to participate” and received 129
responses. These included gas utilities, customer and public interest groups, government
ministries, politicians, municipalities and private individuals. Following release of a Board Staff
discussion paper, the Board received written submissions from 25 of the interested parties and
held a Technical Conference in April 1987. In its report, issued in June 1987, the Board
presented its findings. The following ones dealing with the role of the Board and public interest

are particularly significant to the issues currently before the Board in EB-2016-0004.

The Board finds that it has jurisdiction to review all matters relating to the production,
distribution, transmission and storage of natural gas. Mr. Justice Keith in reviewing the

history and the origins of the OEB Act, stated:

In my review the statute makes it crystal clear that all matters relating to or

incidental to the matters relating to or incidental to the production, distribution,

® EBO 134 Report of the Board, paragraph 2.13
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transmission or storage of natural gas...are under the exclusive jurisdiction of the

Ontario Energy Board...

These are all matters that are to be considered in the light of general public
interest and not local or parochial interests. The words “in the public interest “...
which I have quoted would seem to leave no room for doubt that it is the broad
public interest that must be served. (Union Gas Limited vs. Township of Dawn.

(1977) 76 D.L.R. 613)

The Board reiterates that the concept of public interest is dynamic and it must change
according to the circumstances. The Board considers that the relevant criteria from those
listed above, and others depending on the circumstances, should be addressed as fully as
possible so that the Board has complete information on which to base its determination

as to whether or not a project is in the public interest.

There can be no firm criteria for determining the public interest and the Board will not
attempt to define these criteria closely. The weighting the Board attaches to each

criterion considered can also change with the circumstances of a specific application.

When considering the public interest in prior proceedings the Board has been satisfied if
the welfare of the public is enhanced without imposing an undue burden on any
individual, group or class. The Board will continue to be guided by this general principle
in determining the extent to which gas service should be extended into other areas of the

province.

The Board considers that system expansion should not be unlimited and that it is required

lo continue to determine whether the expansion of gas service is in public interest.

The Board has concerns with the concept of “economic feasibility” as it has been used in
these proceedings. ...The Board considers that regardless of the “economic feasibility”
test used to evaluate a project, it has not been, nor will it be, the sole criterion examined.
Even though “economic feasibility” is an important factor, it may be given more weight

in some situations, and less in others such as safety or security of supply projects.
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Any application to the Board should include evidence on all public interest criteria
considered relevant by the participants. Any data that can be quantified in a meaningful

fashion should be presented that way with assumptions clearly stated.

The Board recognizes that the views of a local community may differ from those of an
industrial customer or of a utility. In reaching its decision, the Board attemplts to
accommodate differing interests in its assessment of the public interest. The greater the
number of interests that are represented at a hearing, the more confidence the Board can

have in its judgment regarding the public interest.

The Board therefore encourages wide participation in hearings regarding these matters

The Board reviewed the economic feasibility test criteria used by the three utilities to assess the
system expansion projects and found that each utility used different test criteria. The utilities and
Board Staff presented evidence on alternative tests. The Board found that the Three Stage Test
proposed by Union Gas was preferable to the currently used tests and all other alternatives, and

that incremental costs and revenues should be used in a DCF analysis.

“The Board finds that incremental costs should be used in evaluating the feasibility of

system expansion.

The Board will continue to assess the adequacy of the DCF analysis and any other tesis

used for project evaluation at the time of a utility's rate case hearing.

The Board finds that Union's three-stage test has considerable merit. The Board requires
each utility to develop a three-stage process as outlined below to aid the Board in its

determination of the public interest.
The first stage is a test based on a DCF analysis.

The second stage should be designed to quantify other public interest factors not
considered at stage one. All quantifiable other public interest information as to costs and

benefits should be provided at this stage.

"EBO 134 Report of the Board, June 1, 1987, paragraphs 5.13 to 5.21



o v W

~l

10
11
12
13
14
15
16
17
18
19
20
21

22
23
24

The third stage should take into account all other relevant public interest factors plus the

results from stage one and stage two.

The Board continues to hold the opinion that it is appropriate for existing customers fo
subsidize, through higher rates, financially non-sustaining extensions that are in the
overall public interest if the subsidy does not cause an undue burden on any individual,

group or class”®

As can be seen from the above, most of the issues discussed and dealt with 29 years ago in EBO

134 are still relevant today.
EBO 188

In the years immediately following the EBO 134 Report of the Board, utilities filed several
applications for OEB approval of system expansion projects. These were supported by the Three
Stage Test analysis. It became apparent that each utility was using a different method for its DCF
analysis of costs and benefits for the first stage test, which looked at the impact of the expansion
on existing customers. The Board dealt with each case on the basis of evidence presented,
sometimes issuing decisions that were not consistent with other decisions. This did not cause any
serious problems until 1994 when Union Gas and Consumers Gas filed competing applications
for system expansion into the communities of Dundalk, Flesherton and Markdale. The Board
was presented with conflicting evidence about which of the two utilities could more feasibly
provide service to the three communities. Unable to reach a decision, the Board ordered the two
utilities to reach a negotiated settlement, which they did by dividing the territory covered by the

three communities between them.

Immediately following this, in July 1995, the Board issued a notice that it would proceed with
EBO 188, a review of the system expansion policies of gas utilities. As in EBO 134, utilities,

customer and public interest groups and municipalities took part in the review.

* EBO 134 Report of the Board, June.1, 1987, paragraphs 6.70 to 6.75.
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Through interrogatories and the ADR settlement process it became apparent that there was a
divergence of views. The Board then asked the parties to submit argument on the following

issues:

1.1 Should financial feasibility be the only determinant for expansion or
should it include, apart from security of supply and safety:
(1) an obligation to serve in areas where existing service is available;
(2) externalities;
If externalities are to be included, what specific externalities, i.e.
economic, social, environmental, should be considered? What tests

should be applied and in what sequence?

1.2 Given the answer to 1.1, what level of financial subsidy, if any, should

be applied to system expansion;

1.3 Should a portfolio of projects be utilized or should the utilities account for
expansion on a project-by-project basis? How should the portfolio be

defined?’

As can be seen from the above, the issues were similar to the issues currently being considered in
EB-2016-0004. Following submissions, the Board issued its Interim Report in August 1996 and
directed the parties to develop guidelines and policies consistent with the findings of the Interim
Report by means of another ADR settlement process, which took place in early 1997. There was
not complete agreement among the parties which was communicated to the Board through two
opposing reports: the ADR Agreement and the Dissent Document. After considering both

submissions the Board issued its Final Report in January 1998.

In its report, the Board approved two new concepts proposed in the ADR Agreement for tracking
the performance of system expansion projects: the Investment Portfolio and the Rolling Project

Portfolio.

The Investment Portfolio would group into one portfolio all proposed new distribution customer

" EBOI188 Final Report of the Board, January 1998, paragraph 1.16

10
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attachments and facilities for a particular test year. The ADR Agreement proposed that the
[nvestment Portfolio should achieve a Net Present Value of zero or greater and a Profitability
Index (PI) of 1.0. Pl is the sum of the Present Value (PV) of Operating Cash Flow plus the PV of
the Capital Cost Allowance (CCA) Tax Shield divided by the PV of Capital.'’ Inits report the
Board introduced a safety margin increasing the PI to 1.10 in order to “minimize the forecast

: : . . . w1
risks and hence more likely achieve the desired results of no undue rate impacts.”

The Rolling Project Portfolio, as proposed in the ADR Agreement would group into one
portfolio all distribution expansion projects for the past 12 months. The cumulative result of
project-specific discounted cash flow analyses from the past 12 months would be calculated
monthly. The costs and revenues associated with serving customers on existing mains would not
be included. The portfolio would maintain an NPV of zero or greater. This was accepted by the
Board.

For DCF analysis the ADR Agreement proposed a 10 year customer attachment horizon, a 40
year customer revenue horizon for all customers except for 20 years for large volume customers.
The Board accepted these and also found that “that all projects must achieve a minimum
threshold P.I. of 0.8 for inclusion in a utility's Rolling Project Portfolio.” Customer contributions

may be required to bring a project PI up to 0.8.

In other words, a marginal project attaching residential customers would not reach a PI of 0.8
until the end of the fortieth year. In the first part of the 40 year period, the revenues collected
from new customers would be lower than the costs of serving them. This would produce an
annual revenue deficiency which would put an upward pressure on rates. Assuming that the OEB
approved annual or periodic rate increases, existing customers would subsidise new customers
through higher rates during this period. Some time before half way through the 40 years a
crossover would be reached and the revenues from new customers would exceed the costs,
creating an annual revenue sufficiency putting a downward pressure on rates. From then on the
new customers would subsidise existing customers. For a marginal project, the present value of

the revenues collected from new customers over the 40 years divided by the costs to serve those

' EBO188, Final Report of the Board,Appendix B
" EBO 188, Final Report of the Board, paragraph 2.3.10

11
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customers would be 0.8. To minimize the forecast risks and hence more likely achieve the
desired results of no undue rate impacts the Board set the PI of 1.1 as the Investment Portfolio
target. In effect each year the Investment Portfolio could include some marginal projects with a
Pl of 0.8 as long as there are enough projects with higher PI in order that the total equal 1.1or
greater. However, at the PI of 1.1 existing customers would still need to subsidize new
customers in the early years when the portfolio of new system expansion projects produces an
annual revenue deficiency. It is clear from the EBO 188 report that the Board found that some
level of cross-subsidy from existing customers to new system expansion customers over a period

of decades was not undue.

Moving bevond EBO 134 and EBO 188

The evolution of the Board’s policies regarding system expansion over the last 30 years since
EBO 134 are a reflection of its struggle to define what is an undue level of cross-subsidy
between current and prospective customers. There was nothing special or theoretically rigorous
about the EBO 188 and the original EBO 134 criteria. They were developed in consultation with
interested parties as a compromise subsidy for system expansion that would not place an undue
burden on existing customers while extending gas service to the greatest number of new
customers. EBO 134 and EBO 188 reports were issued at the time when gas utilities were filing
annual cost of service applications and the annual revenue deficiency caused by marginal system
expansion projects could be recovered from ratepayers on an annual forecast basis. The
introduction of incentive regulation with cost of service rebasing every five years created a
situation where the annual revenue deficiency caused by marginal system expansion projects
could only be recovered from ratepayers at the time of re-basing unless there was a provision for
a Y-factor. A review of EBO 188 guidelines should take into account the impact of incentive

regulation and the best way to deal with it.

The upward pressure on rates, caused by marginal system expansion projects if approved by the
OEB, results in larger rate increases than there would be without these projects. These rate

increases are a cross-subsidy from existing to new customers. The Board in its EBO 188 report

12
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does not set a precise limit on the size of these annual rate impacts. The Board in this review

might consider setting such a limit.

[f existing customers are to provide a subsidy, utilities with a large existing customer base would
have a competitive advantage over smaller utilities or new entrants in extending gas service to
new communities. The Board in its review could consider if a more level playing field would be
in the public interest. One way of levelling the playing field could be a sharing or pooling of
subsidy funds. In that regard the experience of the telecommunications industry, where this has
been used for some time, may be of assistance to the Board. We provide a review of the
subsidies in the telecommunications industry in the following section of our evidence. We
believe that a review of the experience of the telecommunications industry would be of

assistance to the OEB in its considerations in the present proceeding.

SUBSIDIES IN TELECOMMUNICATIONS

Summary

Telecommunications policy in Canada has traditionally pursued the objective of providing
universal access to basic telephony services, across Canada, at affordable prices. This was

considered to be important for both economic and social reasons.

Economically, telecommunications is a key infrastructure, essential to all sectors, from services
and manufacturing to agriculture and natural resources. Socially, being connected to the
telecommunications network allows ordinary Canadians to participate in in the social fabric,
ranging from contact with friends and family to educational, health care, governmental, and

entertainment activities.

The objective of universal accessibility and affordability has two components. The first,
universal accessibility, requires that the network be built out to more and more locations, serving

a higher and higher percentage of Canadian households. As well, as the standard of basic service

13
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improved over time, the network has had to be upgraded everywhere'?. This was a particular
challenge in high cost serving areas, where the financially viability of projects was in doubt or

non-existent.

The second component was affordability. The network not only had to reach customer premises:
the prices had to be low enough that households could afford to subscribe. Increasing the number
of people connected to the network had two benefits. First, it led to some economies of scale, and
hence lower costs for all. Secondly, it increased the number of people one could contact from

one’s own premises, and hence added value to everybody’s service'.

Correspondingly, two subsidy regimes evolved over time. The first helped expand the network
by having existing customers pay for the capital expenditures involved. Projects were approved
by the regulator, first in a series of Construction Program Reviews and now Service
Improvement Plans. Under rate of return regulation, the costs were added to the service
provider’s revenue requirement and recovered by higher rates paid by the body of that service
provider’s customers. Under the current price caps regime, the price ceiling for relevant services

is adjusted upwards, with the same effect.

Regulators have been careful to provide each service provider with an opportunity to recover the

costs of network expansion from its customers, and not its shareholders.

The second subsidy addressed the issue of affordability by keeping rates low for basic telephone
service to residential customers. This is an ongoing subsidy. Over time, the definition of basic
service has evolved, with more functionality being included (e.g. digital connections, low-speed
Internet access) and is currently under review again. The level of prices considered affordable
has also been increasing over time, as higher prices in themselves have not led to significant

declines in penetration rates (the proportion of households connected to the network). However,

" For example, multi-party service was replaced by single-party service. Analogue connections were replaced by
digital ones, enabling better quality and new services.

" In technical terms, there were externalities both on the supply side (lower unit costs) and on the demand side
(higher value per connection).

14
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affordability is still a concern in high cost serving areas, where prices that would recover

ongoing capital and operating expenses would be too high'®.

Traditionally, such subsidies were in the form of cross-subsidies from other services. With the
advent of competition, such cross-subsidies were no longer sustainable, and the regulator moved
to an explicit subsidy. The functioning of this subsidy has changed over time. Currently it
consists of a national contribution fund (NCF), funded by a percentage surcharge on all
telecommunications revenues in Canada (with the exception of retail Internet services and radio
paging). The surcharge for the current year is set at 0.56 per cent of all eligible
telecommunications service revenues. This is expected to generate some $114 million for the

s
year ".
The money i1s paid to incumbents (i.e. traditional telephone companies):

e with an obligation to serve customers in their operating territories
e in non-forborne locations, i.e. where competition is not intense enough to justify no
longer tariffing rates

e in high cost serving areas.

The combination of an obligation to serve, and upward constraints on the prices that can be
charged, places a social obligation on incumbents. They are obliged to provide service that may
not be financially viable in high cost serving areas. The subsidy is intended to compensate them

for this obligation.

This compensation is provided through the national contribution fund. The fund includes
transfers between service providers. Its design means that all service providers share the burden,
while only incumbents in high cost serving areas collect. By contrast, Service Improvement
Plans are wholly funded by the customers of the service provider in question. Thus there is no

cross subsidy among service providers. There is an exception for high cost serving areas, where

" The present threshold is $30 a month for basic residential service, which includes a limited set of services.
Currently, this level is being re-examined.

"% Proposals to expand the set of basic services eligible for subsidy could increase the size of the fund.

15
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prices are already so high that further increases would make them unaffordable. In such cases,
funding for service improvement plans will come from the national contribution fund, funded by

customers of all telecommunications providers.

Background

The telecommunications service provision industry has long been characterized by large
subsidies among various services. Historically these subsidies were implicit, through charging
below-cost prices for the target services and above-cost prices for remaining services. However,
as competition spread in telecommunications, implicit cross-subsidies were no longer

sustainable. As a result, implicit cross-subsidies were replaced by explicit subsidies.

A major objective for telecommunications services regulation in Canada has long been to
provide access to local telephone service at affordable rates to all Canadians, regardless of
region. For almost a century, this objective was grounded in common law rather than statute.
However, a new Telecommunications Act in 1993' provided an explicit set of objectives for

telecommunications in Canada. S. 7 of the Acf reads as follows:

7. It is hereby affirmed that telecommunications performs an essential role in the
maintenance of Canada’s identity and sovereignty and that the Canadian telecommunications

policy has as its objectives

e (a) to facilitate the orderly development throughout Canada of a telecommunications
system that serves to safeguard, enrich and strengthen the social and economic fabric of

Canada and its regions;

e (b) to render reliable and affordable telecommunications services of high quality

accessible to Canadians in both urban and rural areas in all regions of Canada;

* (c¢) to enhance the efficiency and competitiveness, at the national and international levels,

of Canadian telecommunications;

e (d) to promote the ownership and control of Canadian carriers by Canadians;

' Telecommunications Act 5.C. 1993, c. 38

16
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e (e) to promote the use of Canadian transmission facilities for telecommunications within

Canada and between Canada and points outside Canada;

e (1) to foster increased reliance on market forces for the provision of telecommunications

services and to ensure that regulation, where required, is efficient and effective;

e (g) to stimulate research and development in Canada in the field of telecommunications

and to encourage innovation in the provision of telecommunications services;

e (h) to respond to the economic and social requirements of users of telecommunications

services; and

e (i) to contribute to the protection of the privacy of persons.

The objectives were supplemented by a Policy Direction to the Commission issued by the
Governor-in-Council pursuant to s. 8 of the Telecommunications Act. '’ The Policy Direction
requires the Commission to rely on market forces, rather than regulation, to the maximum extent

possible.

Historic Cross-Subsidies

Regulators traditionally focussed on the objective of reliable and affordable basic services
throughout Canada, which they interpreted to mean keeping prices for local telephone service to
residences very low. The objective of extending service to rural and remote areas was pursued by

keeping rural prices for local services well below urban prices.

The traditional rationale for the emphasis on universally available and affordable basic service
was social as well as economic. It was felt that having access to a telephone on one’s premises
was necessary to fully participate in the life of the community. As well, telephony enabled
people to be more productive, communicating with businesses, job hunting, emergency services,

and so on.

"Order Issuing a Direction to the CRTC on Implementing the Canadian Telecommunications Policy Objectives,
SOR/2006-355, 14 December 2006
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There were also economies of scale, both on the supply side and the demand side. On the supply
side, the denser the body of subscribers, e.g. lines per square mile or kilometer, the lower the cost
per line, as larger cables could be used and fewer trenches dug. This was especially true in rural

dreas.

On the demand side, the more people a subscriber could reach using his or her telephone, the
more valuable the service became. This was reflected in prices, which varied according to the
number of other lines a subscriber in a given location could reach without paying long distance
charges. This “value of service” pricing resulted in much lower rates in small towns than in large

cities, and yet lower prices in rural areas. This pattern was the opposite of that shown by costs.

As a consequence, extending the telephone network and getting people to subscribe became the
main theme of telecommunications policy. In rate case after rate case, the regulator, looked to
make up any revenue shortfall by increasing prices on other services.'®

Low prices to residences for local services were funded from three sources. Far and away the
largest was long distance services, which historically were considered a bit of a luxury. Estimates
of the size of the subsidy varied, but Bell Canada estimated that long distance revenues exceeded
costs by $1.3 billion in 1983, in Ontario and Quebec alone'®. By 2001, the Commission set the

total subsidy requirement for the large incumbents at $920 million®’.

A second cross-subsidy was from business services to local residential services. For many years,
prices for local services to businesses were more than twice the prices for residences, although

the underlying costs were roughly equal.

A third cross-subsidy, already mentioned, saw the prices for local services significantly higher in

urban than in rural areas, even though costs of providing service were much higher in rural areas.

¥ This situation lasted until increasing competition for a variety of services, starting with long distance voice in
1992, made large cross-subsidies unsustainable. In 1997, the Commission embarked on a multi-year program to
better align rates for basic local service with the costs of providing these services. Telecom Decision CRTC 97-9,
Price cap regulation and related issues, 1 May 1997. This program of “rate rebalancing”, as it was called, resulted
in significant price increases for local voice services and decreases for long distance voice services

" Results of Bell Canada’s Five Way Split Study for 1983, cited in Telecom Decision CRTC 85-19, Interexchange
competition and other issues, 29 August 1985

 Telecom Decision CRTC 2000-745, Changes to the contribution regime, 30 November 2000, at paragraph 123.
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These measures targeted the objective of keeping prices low. As well, the incumbents had
ongoing programs to extend and upgrade service in unserved areas, including rural areas. While
there was no statutory obligation to provide service, apart from infill, such expansion was
encouraged by the regulator.”’ Costs were included in the rate base and recovered routinely by
higher rates paid by the entire body of that service provider’s customers. The Canadian Radio-
television and Telecommunications Commission (the CRTC or Commission) regularly reviewed

incumbents’ programs in an annual Construction Program Review or at the next rate case.
prog

The First Explicit Subsidies

In 1992, the Commission ordered the introduction of competition in the long distance market.*?
The resulting competitive pressures led to a steep decline in long distance prices, the principal
source of the internal subsidy to local prices. To compensate for this, at least in part, the
Commission required new entrants into the long distance market (alternate providers of long
distance services) to pay a contribution to the incumbent in whose territory they were operating,
consisting of so many cents per originating minute and so many cents per terminating minute.
This explicit subsidy was then used to reduce the incumbents’ revenue requirement and hence to

lessen pressure on prices for local residential service.

The amount of the subsidy was estimated by partitioning the revenue requirement into broad
service categories, including long distance services as a group, estimating the cost on a revenue
requirement basis, subtracting that from revenues, and expressing the result on a per minute
basis. Effectively the costs were embedded costs, i.e. the costs whose recovery would make the

incumbent whole?’,

*' There is a limited obligation to serve on the part of Bell Canada, which is to provide service “with all reasonable
dispatch™ to premises located within 62 metres of existing facilities. Bell Canada Act (S.C. 1987, ¢.19), 5.6

* Telecom Decision CRTC 92-12, C. ompetition in the provision of public long distance voice telephone services and
related resale and sharing issues, 12 June 1992. Specifically, the CRTC ordered incumbents to allow new entrants
into the long distance market to use the incumbents’ local distribution network for originating and terminate long
distance calls. There had been limited competition before for certain services, but those services had never been a
significant source of cross-subsidy.

# Extensions and upgrades of service continued, in principle, as part of the rate base rate of return process.
However, in reaction to the introduction of long distance competition, certain incumbents unilaterally terminated
such programs, expressing uncertainty that they would ever recover their costs.
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Note also that these explicit subsidies were specific to each incumbent. Actual and potential
customers of one incumbent were not contributing, through higher prices, for prices being

charged to customers of a different incumbent.”*

Subsidies to High Cost Serving Areas

In 1997, the Commission decided to open the local services market to competition as well.*®
Incumbents had to lease certain network elements to new entrants. The intention was that the
new entrants would combine these network elements with their own components, and so offer a
competing service. The principal elements to be so treated were unbundled local loops, i.e.

distribution plant used to connect individual premises.

The question soon arose as to whether new entrants were also eligible to receive subsidies for
providing local service. This led to a broader review of the subsidy mechanism in Decisions 99-

16 and 2000-745, and a complete redesign, effective 2001.%

Under the new regime, subsidies were based on the need to keep local residential rates at an
affordable level, as determined by the Commission. In locations where the costs were higher than
such rates, the difference would be covered by a subsidy (or contribution, as this particular
subsidy was referred to). Thus, the subsidy was to be determined by shortfalls for certain local

services, rather than surpluses for long distance and other services.

The objective of the subsidy was changed as well. Previously, the purpose was to make the
incumbent whole, given its obligation to provide service on demand and the regulatory
constraints to keep rates affordable. In Decision 2000-745, the Commission enunciated

additional principles, which effectively became the key principles, at paragraph 8:

** As usual, reality was more complicated. The various incumbents, each with a monopoly in its own operating
territory, transited and terminated traffic originated in another’s territory. The revenues from such intercompany
long distance calls was settled, i.e. divided among them. One factor in the division was an effective subsidy from
richer provinces such as Ontario, Quebec and British Columbia to poorer provinces such as the Maritimes. This was
a voluntary arrangement, one the Commission tried to end in 1981 in Decision 81-13, but without success. The
arrangement was replaced by cost-based reciprocal interconnection charges once the incumbents started competing
with each other in 1999,

* Telecom Decision CRTC 97-8, Local Competition, 1 May 1997

% Telecom Decision CRTC 99-16, Telephone service to High Cost Serving Areas, 19 October 1999 Telecom
Decision CRTC 2000-745, Changes to the contribution regime, 30 November 2000
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The Commission finds that additional contribution collection criteria and principles are
appropriate for today's more competitive telecommunications industry. In particular, the
collection mechanism must promote fairness, ratepayer equity, economic efficiency,
technological neutrality and competitive equity. The mechanism must be fair to all
market participants and should not adversely affect one service provider over another. It
should also promote economic efficiency by limiting distortions in the
telecommunications market. Further, the mechanism should be competitively-equitable
by promoting the efficient allocation of resources and avoid unfair advantages to any
service or service provider. The Commission also considers that the mechanism should
be technologically neutral whereby service providers should not be penalized or favoured
by their choice of technology. Finally, the mechanism should be equitable to ratepayers if

more contribution is collected from users who make greater use of the network.

The new emphasis was to encourage competitive entry. Accordingly, new entrants as well as
incumbents were now eligible to collect subsidy. The calculation of the eligible costs were
prospective economic costs, i.e. the costs that an efficient new entrant would face. As a proxy,

the incumbent’s current costs of expansion were used.

Rather than estimating these economic costs individually for every location, telephone central
offices, or switching centers, were grouped into eight Rate Bands, roughly according to the costs
of serving them. Band E comprised small localities (fewer than 1,500 premises), Band F
included slightly larger localities (more than 1,500 premises but less than 8,000) where
distribution plant averaged at least 4 kilometers from central office to premises, Band G was
made up of remote communities without all-year-round road access, and Band H was a special
band in the Yukon and Northwest Territories. These four bands were defined as high cost serving
areas (HCSAs), eligible for subsidy, or contribution.”” An average economic cost per line was

estimated for each of these four rate bands.

The subsidy per telephone line was then measured as the economic cost of building new plus

operating and maintenance expenses, plus a markup of 15% toward the recovery of fixed

*” Telecom Decision CRTC 99-16, Telephone Service to High Cost Serving Areas, 19 October 1999,
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common costs, minus the price approved by the Commission. The subsidy was also reduced in
light of the fact that, once the incumbent or new entrant extended service to a set of premises, it
could also sell some highly profitable optional services, such as call waiting or caller

identification.”®

Funding of this subsidy turned out to be highly controversial. Three main issues emerged.

The first was whether each incumbent’s subsidy (and those of new entrants operating in its
territory) would be funded by customers within the incumbent’s operating territory, with
contribution rates varying from incumbent to incumbent according to each situation; or whether
a single national contribution fund (NCF) would be created, which would add up the sum of all
contribution requirements and collect that sum through a mechanism that would apply equally to

all customers in Canada.

Efficiency considerations favored individual incumbent-specific funds, because there would be
greater accountability for costs: each incumbent would have to collect these from its own
customers, rather than shifting a part to the customers of other incumbents. However, equity
considerations favored a single national fund, where all customers would contribute equally to
what was seen as a social obligation. Accordingly, the Commission created a National

Contribution Fund, with an independent third-party administrator.’

The second issue was the funding mechanism. Three proposals were considered (a) a charge per
minute on long distance calls (b) a charge per active local line, or access line charge, and (c) a
percentage of telecommunications revenues. The Commission chose the third, because it found it
to be the most competitively fair and equitable. Further, by spreading the contribution across a
very wide base, it could keep the rate low, thus reducing distortions and increasing economic

efficiency.

The third issue was which revenues should be included in the base. The Commission decided on

a very broad base, including all telecommunications services with the exception of retail Internet,

** The Commission imputed a monthly profit of $5 per line from such services.

» Telecom Decision CRTC 2000-745, Changes to the Contribution Regime, 30 November 2000,
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customer premises equipment, and radio paging. The Commission was trying to promote
adoption of Internet and felt that a contribution surcharge could be an obstacle. Customer
premises equipment (sets, routers, and so on) was a highly competitive market with the vast
majority of the competitors outside the Commission’s jurisdiction. Competitive equity required
excluding regulated carriers from the competition charge as well. Finally, the Commission
established a de minimis exemption for enterprises with less than $10 million in

telecommunications revenues.

The National Contribution Fund started at a level of almost $1 billion in 2001, as stated above. It
was the Commission’s stated intention to decrease this amount over time, chiefly by allowing

rates to increase in HCSAs. As well, the costing methodology was changed in 2011.*°

Finally, in 2011, the Commission changed the objective of the contribution regime once again.
Rather than encouraging competitive entry, the subsidy was tied to an obligation to serve. By
providing service on demand within the incumbent’s operating territory, at regulated rates that
were not compensatory, the incumbents were taking on a social obligation and should be

compensated for doing so.

Since new entrants had no obligation to serve, they were no longer eligible to receive a subsidy
from the NCF. As well in 2007, the Commission had started granting forbearance from rate
regulation of residential services in localities where there was sufficient competition.*' For
reasons of competitive equity, incumbents were no longer eligible to receive contribution from

the NCF in forborne exchanges, including HCSA exchanges.*

** The Commission found that wireline customers were declining and that consequently large amounts of spare

capacity were being freed up. This capacity could be used to serve any growth in demand. Accordingly, the
valuation of local loops was no longer the cost of installing new loops, but rather the salvage that the incumbent
would otherwise receive for the loop. The Commission approximated this salvage value by net book value of the
loop, leading to a significant decrease in costs. In effect, the Commission reverted to the original objective of
making incumbents whole.

*! The criterion, imposed by Governor-in-Council, was the presence of at least three suppliers (including the
incumbent), including at most one mobile operator, reaching at least 75% of premises in a given locality or
exchange. Telecom Decision CRTC 2008-15, Forbearance from regulation of retail local exchange services, 6
April 2006, as amended by Order in Council P.C. 2007-532

* Competition, rather than regulation, would keep rates affordable
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As a result, contribution from the NCF is payable only for residential local voice service, to
incumbents with an obligation to serve, in non-forborne HCSA exchanges. The size of the
national contribution fund in 2015 was some $111.5 million, or one eighth of what it was in
2001. This amounted to a charge of 0.55 per cent of eligible telecommunications revenues. The

contribution rate in 2001 had been set at 4.5%.°"

Again, it should be stressed that this subsidy has as its objective to make whole incumbents with
an obligation to provide service on demand within their operating territories. It is not intended to

fund network expansions or upgrades.

Service Improvement Plans

Network expansions and upgrades, to the extent they are uneconomic, are funded by a different

mechanism, commonly referred to as service improvement plans.

As stated above, expansion of coverage and upgrade of service were historically part of rate of
return regulation. The incumbent would propose new projects, either on its own initiative or at
the regulator’s direction, and the impacts would be scrutinized during an annual Capital Program
Review. Once a project was approved, the capital and operating expenses would become part of
the rate base. In turn, they would be funded by higher rates paid by the general body of
subscribers, including, but not limited to the beneficiaries of the programs. For this reason, the
Commission required a net present value study for each major project, as well as a variety of

auxiliary indicators, including impact on service levels.*

“See Telecom Decision CRTC 2015-533, Final 2015 revenue percent charge and related matters, 1 December
2015 and Telecom Decision CRTC 2000-745. The Commission is currently conducting a proceeding, pursuant to
TNC CRTC 2015-134, to review the definition of basic service and the ways in which its widespread availability
can be promoted. Under active consideration is whether the contribution to local voices can be reduced further, with
the savings to be used to subsidize broadband access in HCSAs.

** Generally, for extension of service, each customer was expected to pay the first $1000 of construction charges.
This could be paid in installments over time. See Telecom Decision CRTC 99-16 at paragraph 52. In 2002 the
Commission capped projects at $25,000 per new customer premise served, so as to limit the impact on other
customers. See Decision 2002-34 at paragraph 846. Unserved customers who did not fall within an approved service
improvement plan could nevertheless obtain service by paying the relevant construction charges. The Commission
required that an installment plan be made available for such charges. Decision 2002-34 at paragraph 857
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In 1997, the Commission moved from regulating prices based on traditional rate of return
regulation to price caps regulation.” As a result, expenditures on service improvement and
service extension could no longer be rolled into a revenue requirement (with Commission

approval) and recovered through the traditional rate setting process.

The essence of the price cap approach was to set a ceiling on various rates or baskets of rates,
and to update that ceiling annually. For some services, including residential basic local service,
each year the ceiling would be increased by economy-wide inflation and decreased by a
productivity target, that the company was expected to reach or exceed. As well, the approach
allowed for adjustments by exogenous factors. Exogenous factors were factors that affected
telecommunications service providers, but not the economy in general. If they affected the
economy in general, they would be reflected in the inflation factor. The factors had to satisfy

three conditions:

e they are legislative, judicial or administrative actions which are beyond the control of the

company:
e they are addressed specifically to the telecommunications industry; and

e they have a material impact on the Utility Segment of the company. **
y p g pany

Most exogenous factors are time-limited: after a certain time, the costs of the exogenous event
are recovered and the exogenous factor is reversed. During the review of price caps regulation in
2002, the Commission found that reversal of exogenous factors, combined with the target

productivity offset, would lead to price decreases. Given that local competition was still in its

infancy, the Commission decided against price decreases for the affected services. Instead it

* Telecom Decision CRTC 97-9, Price cap regulation and related issues, 1 May 1997. The possibility of a move to
price caps was under contemplation when the Telecommunications Act was enacted in 1993. Accordingly, the

Commission was explicitly given the power to substitute other modes of regulation for traditional rate of return
regulation, at s. 26(5): “In determining whether a rate is just and reasonable, the Commission may adopt any method
or technique that it considers appropriate, whether based on a carrier’s return on its rate base or otherwise.”

“Telecom Decision CRTC 2002-34, Regulatory framework for second price cap period, 30 May 2002,
at paragraph 647
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directed the incumbents to place an equivalent amount into a deferral account, one account for

2 3
each incumbent.’’

[n 1999, the Commission had for the first time formally defined a basic service objective (BSO)
and directed the incumbents to propose service improvement plans to reach these targets.*® The
incumbents” proposed plans were considered during the 2002 price caps review. and approved

with some modifications.* Funding of these service improvement plans was to be done in large

part by drawing down the deferral accounts just established.

More specifically, service improvement plans in non-HCSA locations were to be funded from
the deferral accounts. This amounted to funding them by not implementing rate decreases that

the customers of each incumbent would otherwise have enjoyed.

Service improvement plans in HCSAs were funded through the National Contribution Fund. The
costs were added to the economic or current costs used to calculate the total subsidy requirement

and recovered through the corresponding contribution payments. As stated in Decision 2002-34:

935. For HCSAs, the Commission notes that the expiry of certain time-limited exogenous
factors permitted in the initial price cap period, as discussed in Part V of this Decision,
would lower the level of the subsidy requirement since rates would be higher than
otherwise. Since residence rates in HCSAs do not recover their associated Phase II costs,

the Commission is of the view that it would be inappropriate to reduce these rates.

936. On the other hand, the addition of SIP-related costs to the TSR calculation will
increase the subsidy requirement. The net impact of these two changes will be a reduction
in the overall subsidy requirement. Consequently, the Commission considers that it
would not be appropriate to increase residence rates in HCSAs to recover SIP costs, but
rather to use the time-limited exogenous adjustments in HCSAs to offset the costs of the

SIPs in these areas.

*7 Decision 2002-34, at paragraph 411

* Telecom Decision CRTC 99-16, , Telephone Service to High Cost Serving Areas, 19 October 1999
* Decision 2002-34, Part VIII
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937. Accordingly, the Commission directs each company to add its Phase II SIP costs for

HCSAs to the costs that flow into its TSR calculation.

Currently, the only major incumbent receiving funding from the National Contribution Fund for
a service improvement plan is Northwestel. In 2015, Northwestel received $10.1 million for a
service improvement plan approved by the Commission.*’ It should be noted that almost all of
Northwestel’s operating territory is characterized by very high costs. It would be very hard to

fund a significant service improvement plan relying exclusively on Northwestel’s customers.

As a consequence of these service improvement plans, and a few others since, voice telephony is
available almost ubiquitously in Canada and universal access at affordable rates is no longer

much discussed. To that extent, the Commission’s programs should be considered a success.
Broadband

An important reason for the decline of voice telephony as an issue is that customers are
increasingly substituting broadband Internet access and mobile services. As stated above, the
Commission is currently engaged in a proceeding that is considering, among other things,
whether broadband access should be included in the definition of basic services (the basic service
obligation). Many proposals suggest that it should be, and that money from the National

Contribution Fund be redeployed to subsidize residential broadband access in HCSAs.

Many programs to extend broadband access have been carried out over the past decade, funded
in whole or in part by federal, provincial, and municipal governments, with strong community
participation. These programs cover the up-front capital costs of network extensions; ongoing
operating and maintenance are expected to be covered by rates charged to users. This model is

working well, but is not expected to achieve universal broadband access.

A particular problem is in satellite-dependent communities, i.e. communities where the only
means of backbone communications (or transport) into the community is via satellite. Because of

the high cost of leasing satellite transponders, there will likely be an ongoing need for subsidy to

* Telecom Decision CRTC 2015-533, Final 2015 revenue-percent charge and related matters, 1 December 2015
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serve these communities. This funding would likely come from the National Contribution Fund.
Combined with reductions to subsidies to voice service, this would likely not result in big
increases in the size of the National Contribution Fund. There may be need for funds from the
NCF for broadband access in some other communities that are very high cost or where

alternative sources of funding are simply not available

Traditionally subsidies were used to compensate the incumbent for its obligation to serve. That
might have been appropriate for services where the incumbent had an existing network and
merely had to extend it. However, for relatively new services such as broadband access, there is
the possibility of holding a reverse auction for the provision of the service. The service provider
requiring the lowest subsidy, while meeting standards of service, would receive both the
obligation to serve and the subsidy. This model is being examined in the current Commission
proceeding pursuant to Telecommunications Notice of Consultation CRTC 2015-134. It has the

potential to reduce the size of subsidies to be paid, while encouraging competitive equity.

It should be noted that a variety of limited government programs have been made available over
the past dozen years to make broadband access available in a variety of targeted communities.
These programs, where the communities and the provincial or federal government cooperate
with the service provider, have resorted to competitive auctions in many cases. While there has
been no formal evaluation of such auctions, the general understanding is that they have been

instrumental in extending broadband access at reasonable cost.

Video Relay Service

In 2014, the Commission mandated the introduction of video relay service.*' This service
enables hearing-impaired people to conduct telephone calls using sign language. Previously, the

hearing impaired had to use teletypewriter-like keyboards to communicate.

The Commission found that video relay service should be included as a basic service, as not
doing so would unduly discriminate against the hearing impaired. It further found that there

should be a single national service, given economies of scale and also given the shortage of sign

*! Telecommunications Regulatory Policy CRTC 2014-187, Video relay service, 22 April 2014,
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language interpreters. Accordingly, it ordered that the service be funded from the National
Contribution Fund, with an annual cap of $30 million, for all video relay service-related

cXpenses.

This is an interesting initiative, broadening as it does the scope of activities that the Commission

is willing to fund from the National Contribution Fund.

Key Elements of the Telecommunications Approach for Consideration

Basic telephone service that is universally available and affordable has long been an

objective of both policy and regulatory practice.

Availability has been pursued by cross-subsidies within a telecommunications service provider.
Existing customers pay slightly higher rates so that networks can be extended and upgraded,
where doing so would not otherwise be economically viable. While customers benefiting from
such extensions have been asked to pay part of the costs (recently, the first $1000). it has long
been recognized that high construction charges are a serious obstacle. As a result, cross-subsidy
from the body of customers, and from non-basic services when these were offered on a

monopoly basis, has been an important policy instrument.

Because of the importance of universality, the telecommunications approach has provided
for subsidies from the national body of customers to uneconomic serving areas. To the
degree that availability and affordability is a concern for natural gas provision, especially

in high cost areas, a pooled source of funds for such a subsidy may be desirable

Affordability has been a separate objective. Even when a network has been built out and
upgraded, it was considered important to keep prices for basic service low. That would attract
customers, who would use the facilities, and provide a connected society. The subsidies to
pursue this social objective were originally from within a given telecommunications service
provider. But over time, competition has eroded the basis for such subsidies. As well, some

service providers simply do not have enough low-cost customers to generate subsidies toward
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high-cost service areas. As a result, the subsidy to achieve affordability is now funded on a
national basis, i.e. providing transfers between service providers’ customers. This spreads the

burden of affordability as widely as possible.

Where competitive options are available, the NCF subsidy model does not operate. A

subsidy model for natural gas expansion may provide for competitive entry

While initially, the telecommunications approach was to encourage competitive entry, the
current policy is to assist the incumbent provider with the obligation to serve. If competition for
the franchise is thought desirable in the provision of natural gas service, the question of the
necessity, size and availability of any subsidy must be considered. Traditionally subsidy levels
have been determined based on incumbents’ costs, and the various sources of revenues to
recover these. A promising alternative is to hold competitive auctions, where various potential
suppliers bid for a subsidy to offer a given level of service. The bidder requiring the lowest level
of subsidy wins the auction. This approach avoids estimation of costs, while providing a measure
of competition in the supply of the gas. This may well be an attractive option for both

telecommunications and for other sectors, including natural gas.

Jurisdictional considerations

Before considering modification of its current approach to approving expansion of natural gas
system facilities, the Board must first establish its jurisdiction to do so. The establishment of a
fund, paid into by all gas utilities, and providing a subsidy to expansion of the distribution
system of one specific utility, can only be an option if within the powers of the Board to do so
pursuant to the Ontario Energy Board Act**(“The Acr”). It is not the intention of this evidence to
provide a legal opinion concerning the powers of the Board to implement such a fund. However,
there are a number of statutory provisions and important case law decisions that might provide a

guide for the Board in determining this issue.

The Act provides for the regulation of distribution rates as follows:

*25.0. 1998, Chapter 15 Schedule B
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36. (1) No gas transmitter, gas distributor or storage company shall sell gas or charge for
the transmission, distribution or storage of gas except in accordance with an order of the

Board, which is not bound by the terms of any contract....

(2) The Board may make orders approving or fixing just and reasonable rates for the sale
of gas by gas transmitters, gas distributors and storage companies, and for the

transmission, distribution and storage of gas.

(3) In approving or fixing just and reasonable rates, the Board may adopt any method or

technique that it considers appropriate.

The Board objectives in natural gas regulation are set out in the Act as follows:

2. The Board, in carrying out its responsibilities under this or any other Act in relation to

gas, shall be guided by the following objectives:

1. To facilitate competition in the sale of gas to users.

2. To protect the interests of consumers with respect to prices and the reliability

and quality of gas service.

3. To facilitate rational expansion of transmission and distribution systems.

4. To facilitate rational development and safe operation of gas storage

5. To promote energy conservation and energy efficiency in accordance with the
policies of the Government of Ontario, including having regard to the consumer’s
economic circumstances.

5.1 To facilitate the maintenance of a financially viable gas industry for the

transmission, distribution and storage of gas.
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6. To promote communication within the gas industry and the education of

consumers.

The Township of Dawn “decision, cited earlier, established that the public interest that is to be
considered by the Board in exercising its authority in all matters relating to or incidental to the
production, distribution, transmission or storage of natural gas was the general or broad public
interest. Since the Township of Dawn decision, case law has enhanced the discretion of the Board
to fashion a rate structure in furtherance of its public interest objectives set out in sec. 2 of the

Act.

In Advocacy Centre for Tenants Ontario v. Ontario (Energy Board)™, the Divisional Court
allowed an appeal of the Board's decision that it had no jurisdiction to order a "rate affordability
assistance program" under the Ontario Energy Board Act. The Board was found to have the
jurisdiction to establish a rate affordability assistance program for low income consumers
purchasing the distribution of natural gas from the utility. The Board could take into account the
ability to pay in setting rates. The Divisional Court was guided by the ordinary meaning of the
expansive wording of s. 36(2) and (3) of the Act, as well as the purpose of the legislation
provided by the context of the statutory objectives for the Board as set out in s. 2 of the Act.
The majority decision noted the history of rate setting in giving efficacy to the promotion of the
legislative purpose and an outcome that was reasonable and just. The jurisdiction to consider

ability to pay in rate setting was explicitly within the Act.

In the Divisional Court decision, the Board was acknowledged to be an economic regulator
rather than a formulator of social policy. However, the Board was authorized to employ "any
method or technique that it considers appropriate" to fix "just and reasonable rates". And while
“cost of service” is the root underlying principle of rate-setting, Board is authorized to employ

“any method or technique that it considers appropriate™ to fix “just and reasonable rates”. Board

** Union Gas Limited vs. Township of Dawn (1977) 76 D.L.R. 613
238 0.A.C. 343 (Div. Ct.)
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must determine what is “just and reasonable” within section 2 objectives, which includes

protecting “the interests of consumers with respect to prices”.*’
“However, in our view, the Board need not stop there [traditional rate-setting approach].
Rather, the Board, in the consideration of its statutory objectives might consider it
appropriate to use a specific "method or technique" in the implementation of its basic
"cost of service" calculation to arrive at a final fixing of rates that are considered "just
and reasonable rates." This could mean, for example, to further the objective of "energy
conservation", the use of incentive rates or differential pricing dependent upon the
quantity of energy consumed. As well, to further the objective of protecting "the interests
of consumers" this could mean taking into account income levels in pricing to achieve the
delivery of affordable energy to low income consumers on the basis that this meets the

objective of protecting "the interests of consumers with respect to prices."*°

The Ontario Court of Appeal in Toronto Hydro Electric System Ltd. v. Ontario (Energy
Board),"” upheld the Board’s authority to require the appellant to obtain the approval of a
majority of its independent directors before declaring any dividends. In doing so the court
reiterated that the Board was a “highly specialized expert tribunal with broad authority to
regulate the energy sector in Ontario” and “to balance the interests of ratepayers in terms of
prices and service while at the same time ensuring a financially viable electricity industry that
was both economically efficient and cost effective™®. The court concluded that the Board's
power in respect of setting rates was to be “interpreted broadly and extended well beyond a strict
construction of the task™ .*’ In the result, the legislation reflected “a clear intent by legislators to
use both a subjective and open-ended grant of power to enable the Board to engage in the

impugned inquiry in the course of rate setting.”*"

The Supreme Court of Canada considered the Board’s powers to disallow costs incurred by the

applicant utility as a result of its collective agreement Ontario (Energy Board) v. Ontario Power

** Ibid, paras 52,53, 55

“ Ibid para 55

7,99 O.R. (3481 (C.A.)
* Ibid at p.485

* Ibid at p.490

** Ibid at p.492
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Generation Inc’'. In allowing the Board’s appeal from the Ontario Court of Appeal decision to
set aside the disallowance, the court determined that the Act, and associated regulations gave the
Board broad latitude to determine the methodology it used in assessing utility costs, subject to
the Board's ultimate duty to ensure that payment amounts it ordered be just and reasonable to
both the utility and consumers. In this case, the nature of the disputed costs, and the environment
in which they arose, provided a sufficient basis for the court to find that the Board did not act

unreasonably in disallowing the costs.

The majority decision in the above-noted OPG case cited with approval the earlier Supreme
Court of Canada Decision in Bell Canada v. Bell Aliant Regional Communications,” where the
powers of the CRTC to set just and reasonable rates to accomplish the objectives of the
Telecommunications Act in furtherance of statutory objectives in the legislation were confirmed
and given an expansive interpretation. As described at greater length in the previous section, the
Commission had ordered deferral accounts set up by incumbent local exchange carriers to record
money from excess rates charged to local telephone subscribers, so as to avoid rate decreases that
were perceived to be harmful to competition. The Commission decided that rather than refund
the deferral account balances to the ratepayers, the money was to be spent by the incumbents on
the extension of broadband service to rural and remote areas of their territories. The power of the

Commission to do this was affirmed by the Supreme Court of Canada.

[n so doing, the Supreme Court noted sec. 7 of the Telecommunications Act included among an
extensive list of objectives the goals of:
(a) to facilitate the orderly development throughout Canada of a telecommunications
system that serves to safeguard, enrich and strengthen the social and economic fabric of
Canada and its regions;
(b) to render reliable and affordable telecommunications services of high quality
accessible to Canadians in both urban and rural areas in all regions of Canada;
(c) to enhance the efficiency and competitiveness, at the national and international levels,

of Canadian telecommunications;

512015 SCC 44
22009 SCC 40, [2009] 2 S.C.R. 764
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(f) to foster increased reliance on market forces for the provision of telecommunications
services and to ensure that regulation, where required, is efficient and effective;
(g) to stimulate research and development in Canada in the field of telecommunications
and to encourage innovation in the provision of telecommunications services;
(h) to respond to the economic and social requirements of users of telecommunications
services:

As well, the Court referenced sec. 47 of the Telecommunications Act that provided
47. The Commission shall exercise its powers and perform its duties under this Act and
any special Act
(a) with a view to implementing the Canadian telecommunications policy objectives and
ensuring that Canadian carriers provide telecommunications services and charge rates in

accordance with section 27;

The statutory objectives of the Telecommunications Act were thus given operational effect in
enabling the accomplishment of capital programs from rates paid for services that were not

related to the services to be provided by the funded programs. According to the Court:

“A central responsibility of the CRTC is to determine and approve just and reasonable
rates to be charged for telecommunications services. Together with its rate-setting power,
the CRTC has the ability to impose any condition on the provision of a service, adopt any
method to determine whether a rate is just and reasonable and require a carrier to adopt
any accounting method. It is obliged to exercise all of its powers and duties with a view

to implementing the Canadian telecommunications policy objectives set out in s. 7.7

In the result, considerable deference was to be afforded the Commission in the exercise of its

rate-making powers exercised with its statutory objectives in mind:

“In my view, therefore, the issues raised in these appeals go to the very heart of the
CRTC's specialized expertise. In the appeals before us, the core of the quarrel in effect is

with the methodology for setting rates and the allocation of certain proceeds derived from

53 Ibid at Para 36
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those rates, a polycentric exercise with which the CRTC is statutorily charged and which

3954

it is uniquely qualified to undertake.

It is noteworthy that, while noting the existence in passing of s. 46.5 of the Telecommunications
Act, which gives the Commission the explicit power to cross-subsidize services, the Court did
not rely on it in any way, finding that the more general powers in ss. 47 and 7 were sufficient to
empower the Commission to set higher rates for certain customers or services in order to

subsidize other customers or services.>

There are, of course, differences in the objectives, operating environments, and nature of the
decisions and services that have been considered in the case law cited. We have touched upon
many of these elsewhere in this evidence. However, there would appear to be considerable case
law support for a judicial finding of the existence of the jurisdiction in the Board to provide for
the funding of uneconomic extensions of natural gas provision if thought necessary. To be
thought necessary, it would also likely be required that such funding would be in furtherance of
the statutory objectives provided in sec. 2 of the Act. The relevant objectives contained therein
could possibly include: the protection of the interests of consumers with respect to prices and the
reliability and quality of gas service (sec. 2. (2)); the rational expansion of the distribution
system sec 2(3)); the promotion of energy conservation and energy efficiency in accordance with
the policies of the Government of Ontario, including having regard to the consumer’s economic
circumstances; and the facilitation and the maintenance of a financially viable gas industry for

the transmission, distribution and storage of gas (sec. 2(5.1)). 3

* Ibid at Para 38

> In 1998, Parliament added s. 46.5 to the Telecommunications Act. S. 46.5(1) reads as follows: “The Commission
may require any telecommunications service provider to contribute, subject to any conditions that the Commission
may set, to a fund to support continuing access by Canadians to basic telecommunications services (S.C. 1998,
C.S].”

% We have only considered such funding in the context of the natural gas distribution system and the distributors
and franchises therein.
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Key Considerations Applicable to a Natural Gas Expansion Subsidv Fund

[f the Board determines that it is in the public interest to establish a fund for natural gas system
expansion, say a Natural Gas Expansion Subsidy similar to CRTC’s National Contribution Fund,

it would have to take into account there following five key considerations:
1. The extent of the importance and availability of natural gas

2 The ability of competitive alternatives to provide for perceived needs without a

subsidy or at a reduced subsidy

3 Board’s jurisdiction is confined to natural gas system
4 Unlike the Board’s low income program, system expansion is not income based
¥ Determination of the extent of the subsidy by computation of benefits to

shareholders, and ratepayers in expanded facilities area or all utility customers.
We address each one of these in turn.

As outlined in the Energy Minister’s letter to the OEB Chair of February 15, 2015, “as part of
Ontario’s Long Term Energy Plan (LTEP), the government committed to work with gas
distributors and municipalities to pursue options to expand natural gas infrastructure to service
more communities in rural and northern Ontario™’. The Minister’s letter suggests that the
government believes that there is plenty of natural gas and that it should be available to more
communities than are currently served and that distributed natural gas as a fuel is preferable to
the alternatives. By announcing the $200 million in “Natural Gas Access Loans” and the $30
million in “Natural Gas Economic Development Grants™ the government through the Minister of
Economic Development, Employment and Infrastructure™® clearly indicated that the funds are
intended for the extension of natural gas distribution service and not for any other alternative

fuels or sources of energy.

*" EB-2015-0179, Exhibit A, Tab 1, Appendix A, Page 1
¥ EB-2015-0179.Exhibit A, Tab 1, Appendix A, Page 2
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There are four alternative methods of expanding natural distribution gas service. The first is
expansion of the existing natural gas distribution system by the nearest adjacent distribution
utility into the new community. This has traditionally been the lowest cost alternative because it
involves the least amount of construction of new facilities. The second is expansion of a utility
not adjacent to the new community. This might involve construction of a transmission line
through a territory of another utility in order to reach the new community. This is expected to be
more costly and has rarely, if ever, been used. The third alternative is for a new distributor,
which is not currently providing service in Ontario, to provide service to the new community.
This alternative has been used in certain circumstances, particularly for distributors serving First
Nations communities. In this case, the gas supply must be obtained from the adjacent distributor
or from a transmission line directly connected to Trans Canada Pipe Lines. The fourth option is a
subset of the third except that gas supply is obtained by transporting LNG and re-gassifying it
instead of constructing a pipeline. This option has not been tried to date in Ontario. In
considerations of alternatives, the Board is expected to develop selection criteria that would take
into account the level of subsidy that each alternative entails and favour the alternatives that
would have the least need for scarce subsidy funds. In competitive situations, the Board could
hold a reverse auction similar to what CRTC is considering for new services such as broadband
access. The service provider requiring the lowest subsidy, while meeting standards of service,

would receive both the obligation to serve and the subsidy.

Certain parties have suggested that the Board consider alternatives to natural gas system
expansion. This may be difficult in the context of implementation of any funding similar to the
telecommunications model. The Board’s jurisdiction would appear to be limited by the Act to
the regulation of electricity and natural gas. The scope of the review spelled out in the Board’s
Procedural Order No.1 in this proceeding provides: “Application under the Ontario Energy
Board’s own motion to consider potential alternative approaches to recover costs of expanding
natural gas service to communities that are not currently served.” As the Board is reviewing the
alternative approaches to recover costs of expanding natural gas service, we have not considered
funding alternatives to natural gas service because of the perceived lack of jurisdiction to do so,
and our understanding of the ambit of this proceeding. Such alternatives may, of course, be
considered in the context of the Board’s determination of the need to implement any new

subsidies to achieve the expansion of natural gas service. .
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These alternatives to recover natural gas system expansion costs are not income based. This
means that there may arise possible real and perceived inequities stemming from the fact that
lower income urban gas customers may be providing a subsidy for expansion of natural gas
service for wealthier customers in rural and remote regions, particularly in cottage country. We
have not attempted to suggest how the potentially conflicting interests of access and affordability
could, or should, be balanced in relation to subsidized funding. We do note that the Board has

other policies that deal with support for low income customers.

Expansion to new communities results in rate base growth for the utility and increased equity
income for its shareholders. It also results in energy savings for new customers. These two
groups are clear and immediate beneficiaries of system expansion. The benefits to existing
customers generally consist of increased economies of scale where a utility’s fixed costs are
shared among a larger group of ratepayers. In the long run, this keeps rates from increasing as
much as they would otherwise. As well, in the long run, existing customers benefit from a cross-
subsidy from new customers after crossover is reached when the revenues from new customers
exceed the costs of serving them. If existing customers are to subsidize system expansion for an
extensive period until long run conditions are reached, the new customers and utility
shareholders should also pay their fair share. The Board should look at the benefits accruing to
each group to determine what costs should be assigned to each one. For example, shareholders
could forgo a portion of the equity return for a number of years and new customers could pay a

higher surcharge.

CONCLUSION

The Board in its review will need to deal with the broad public interest in gas system expansion.
Unlike telephone service or electricity, there has never been an authoritative policy or even a
societal objective to make natural gas service universally available and affordable. The Board
will have to determine if such a policy is in its mandate, or in the public interest, to implement

within the current system of energy policy and regulation.

The unstated policy of the Board appears to have been that gas service should be available to as
many prospective customers as possible that can feasibly be served with some level of cross-

subsidy in the early years from existing customers that would not place an undue burden on
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them. In EBO188, the Board considered the level of this cross-subsidy and determined what was
appropriate at that time. In this review, the Board will have to consider if societal perception of
what is an appropriate cross-subsidy has changed since 1998, and if the impact of incentive
regulation needs to be addressed. . The Board will also need to consider potential sharing of
subsidy funds by utilities is in the public interest in order to level playing field for new entrants.
In that regard. our evidence of the experience of the telecommunications industry might be of

assistance.

***End of Document™®**
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award and progress monitoring.

TransCanada PipeLines Ltd 1974 -1990

Manager, Project Services 1989 -1990

Responsible for capital budget estimates, construction contract tendering, bid analysis, contract
award, project administration, billings processing, holdback, progress and cost monitoring,
expenditure forecasts, analysis of costs and variance reporting. Work also included information
filings to the National Energy Board for rate hearings and facilities applications and testifying
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before the National Energy Board in a rate hearing. Negotiated successful resolution of contract
disputes with construction contractors.

Manager, Pipeline Design 1988 -1989

Responsible for project management of all pipeline construction projects including looping, pipe
replacements, and major maintenance with a total budget of $350 million. Work included
budgeting, planning, scheduling, design, specifying and approving materials, contract
preparation, bid analysis, progress monitoring, and performance evaluation. Testified before the
National Energy Board at three facilities hearings.

Assistant Manager, 1985-1988
Pipeline and Station Facilities

Responsible for the preparation of operating and emergency procedures for pipeline and
compressor station facilities, approvals of pipeline crossing applications, reporting of incidents to
the National Energy Board, investigation of incidents, operation of telecommunication facilities
required for pipeline operations, major maintenance scheduling, and maintenance budgeting and
planning. Testified before the Public Service Commission of New York State on behalf of the
Iroquois pipeline project.

Supervising Engineer, 1983-1985
Construction Planning and Pipeline Design

Responsible for pipeline project supervision, construction planning, scheduling, budgeting,
project description, preparation of tender documents, bid analysis, ordering of materials, and
progress reporting. Acted as a consultant to Shell Canada on the conversion to natural gas of the
Montreal - Portland oil pipeline.

Assistant Supervising Engineer, 1974-1983
Quality Control

Responsible for the preparation of contract specifications for welding and pressure testing of
pipeline and station facilities, for the preparation of welding procedures and pressure testing
calculations, inspection of pipeline materials, writing of materials specifications, and analysis of
pipeline leaks and breaks. Prepared reports for filing with the National Energy Board and met
with National Energy Board staff on numerous occasions to explain filed information. Organized
training programs for welding and coating inspectors and for pressure testing technicians.

University of Toronto

Department of Metallurgy and Materials Science
Teaching Assistant 1972-1974

Assisted in the teaching of a course on the properties of materials and supervised the metal
casting laboratory.



APPEARANCES AS WITNESS BEFORE REGULATORY TRIBUNALS
Ontario Energy Board: 1991- present

EB-2009-0172 Rate Application for the 2010 Test Year. Filed evidence on gas volume forecast,
revenue forecast and Incentive Regulation formula inputs. Was a member of a team that
negotiated a settlement of all issues related to rate setting for 2010.

EB-2009-0055 Earnings Sharing for 2008. Filed evidence on 2008 gas volumes, revenues,
depreciation expense, O&M expense, capital expenditures and customer additions.

EB-2008-0219. Rate Application for the 2009 Test Year. Filed evidence on gas volume forecast,
revenue forecast, customer additions, and capital budget for leave to construct power generation
projects. Was a member of a team that negotiated a settlement of all issues related to rate setting

for 2009.

EB-2007-0615, Rate application for the 2008 Test Year and the start of the Year Incentive for
2008-2012. Regulation Plan. Was a member of the team that designed the Incentive Regulation
model for Enbridge Gas Distribution and proposed it to the OEB. Provided evidence in support
of the model including historical information relating to productivity and customer additions.
Participated in negotiations that resulted in settlement of most of the issues. Testified in support
of the customer growth forecast and customer attachment policies and obtained OEB approval.

EB-2006-0034 , Rate application for the 2007 test year. Filed evidence on gas volume budget,
revenue budget, capital budget, depreciation expense budget, and O&M budget. Participated in
negotiations which resulted in the settlement of most of the issues except for the new degree day
forecast methodology. Together with other team members testified in support of the new
methodology which was approved by the OEB. The adoption of the new methodology resulted in
approximately $15 million in increased revenues for 2007.

RP-2005-0001, Rate Application for the 2006 Test Year; testified on the policy issues, capital
budget, and operations and maintenance budget. Participated in negotiations leading to the
settlement of the volumes and revenues forecast.

RP-2004-0213, Natural Gas Forum; testified on issues related to gas storage development,
operations, and rate setting.

RP-2003-0203, Rate Application for the 2005 Test Year; testified on the application for a Class
Action Suit Deferral Account, presented testimony on the Manufactured Gas Plant Variance
Account.

RP-2003-0048, Rate Application for the 2004 Test Year; testified on the rate setting proposal,
and presented testimony on Fiscal 2003 Operating Results.

RP-2002-0133, Rate Application for the 2003 Test Year, testified on the Settlement Proposal,
and on corporate cost allocation methodology and the Manufactured Gas Plant Deferral Account,



presented testimony on Regulatory Affairs O&M, Service Quality Indicators, and Incentive
Regulation Base adjustments.

RP-2002-0106, Application for Approval of the Purchase of the Wellandport Gas Company by
Enbridge, testified on the regulatory treatment of the purchase premium over book value of
Wellandport assets.

RP-2001-0032, Rate Application for the 2002 Test Year; testified on the Settlement Proposal,
and presented testimony on PBR O&M and the Service Quality Indicators report.

RP-2000-0040, Rate Application for the 2001 Test Year; testified on the Settlement Proposal and
presented testimony on PBR O&M, Service Quality Indicators report, and the Outsourcing Plan
Deferral Account.

EBRM 106, Application for expansion of the Kimball-Colinville Gas Storage Pool, testified on
regulatory accounting and administration issues.

EBRM 105, Application for expansion of the Dow Moore Gas Storage Pool, testified on
regulatory accounting and administration issues.

EBRO 490, Rate Application for the 1996 Test Year; testified on the proposal to establish
Consumers Gas International Group that would provide consulting services to outside clients.

EBRO 487, Rate Application for the 1995 Test Year; testified on regulatory accounting issues,
regulatory treatment of Lost and Unaccounted for Gas related to Tecumseh Gas Storage
operations.

EBRO 4835, Rate Application for the 1994 Test Year; testified on regulatory accounting issues,
and the UCC balance related to Tecumseh Gas Storage assets.

EBRO 479, Rate Application for the 1993 Test Year; testified on regulatory accounting issues,
capital costs of the Mississauga Southern Link project, inclusion in rate base of the purchase
premium over book value of Tecumseh Gas Storage shares purchased from Imperial Oil.

EBRO 473A, Application for Interim Rate Increase (1992); testified on the regulatory
accounting issues related to the increase.

EBLO 238, Mississauga Southern Link Leave to Construct Application (1991); testified on the
need for the project, design specifications, material specifications, cost estimates, construction
schedule. The application was approved by the OEB.

National Energy Board:

GH-3-88. St. Clair Pipelines Application; witness for TransCanada PipeLines which intervened
in the proceeding, testified on construction planning and pipeline design issues.



GH-4-88, TransCanada’s 1988 Facilities Application; testified on the construction planning,
pipeline design and cost estimates for the construction of 334 km of large diameter pipeline.

GH-1-89, TransCanada’s 1989 Facilities Application; testified on the construction planning,
pipeline design, and cost estimates for the construction of 495 km of large diameter pipeline.

RH-3-89, TransCanada’s 1990 Tolls Application; testified on the capital cost of projects to be
included in rate base.

Public Service Commission of New York State:

Docket No.70363, Application for the approval of the Iroquois Pipeline project, 1986-1987;
testified on pipeline design, operations plan, and pipeline safety at hearings in Albany and Dover
Plains, New York.

REGULATORY CASE MANAGEMENT

Case management for larger cases included identification of issues, development of regulatory
strategy, preparation of evidence, review of interrogatory responses, negotiations with
intervenors and Board Staff, preparation of witnesses and counsel, management of the public
hearings, management of the preparation of argument, interpretation and analysis of the decision,
and the review of the rate order. Many of the smaller cases were dealt with through a written
hearing process and did not involve some of the above activities.

Ontario Energy Board:

Rate Cases: RP-2003-0203 (2005 Test Year), RP-2003-0048 (2004 Test Year), RP-2002-0133
(2003 Test Year), RP-2000-0040 (2001 Test Year), RP-1999-0001 (2000 Test Year).

Leave to Construct Cases: EBLO 241, EBLO 250, EBLO 254, EBLO 255, EBLO 258, EBLO
260, EBLO 256, EBLO 261, EBLO 262, RP-2001-0014, RP-2001-0057, RP-2002-106.

Franchise Applications: EBA 689, EBA 690, EBA 699, EBA 710, EBA 711, EBA 712, EBA
713, EBA 714, EBA 715, EBA 718, EBA 723, EBA 737, EBA 791, EBA 791-01, EBA 795,
EBA 818.

Certificate of Public Convenience and Necessity Applications: EBC 214, EBC 215, EBC 216,
EBC 223, EBC 224, EBC 234, EBC 235, EBC 236, EBC 237, EBC 238, EBC 246, EBC 266,
EBC 270, EBC 271, RP-1999-0013, RP-2000-0011, RP-2000-0012, RP-2000-0020, RP-2000-
0242.

Reports to the Minister of Natural Resources: EBRM 105, EBRM 106, EBRM 108, EBRM 110.

Generic Proceedings: EBO 188 (Natural Gas System Expansion), Forum on Utility
Diversification, RP-2004-0213 Natural Gas Forum.



Exemption Applications: PL 89, PL 93, PL 94, PL 96, PL 97, PL 102.

Undertakings Applications: EBO 179-01 (Affiliate Transaction with Niagara Gas Transmission),
EBO 179-02 (10 Year Contract with Niagara Gas Transmission) , EBO 179-03 (Consulting
Services Contract with IPL Technology), EBO 179-04 (Relocation of Treasury to Calgary), EBO
179-05 (Payment of Management Fee to IPL), EBO 179-06 (Affiliate Transaction with IPL
Insurance Barbados Limited) , EBO 179-07 (Electronic Gas Trading Board), EBO 179-08
(Purchase of Gas from St. Lawrence Gas Company), EBO 179-09 (Investment in Ontario One
Call Ltd.), EBO 179-10 (Contract with IPL Technology and Consulting) , EBO 179-11 (Contract
with St. Catharines Hydro), EBO 179-12 (Support for Maritimes Project), EBO 179-13
(Management Services for Consumers Gas Energy Inc.), EBO 179-16 (Preferred Stock Tax
Transaction with IPL System Inc.), EB-1999-0468 (Home Gas Appliance Inspection, Natural
Gas for Vehicles, the merchant function, the Agent Billing and Collection Program, and Oil
Production Activity).

Quarterly Rate Adjustment Filings: EB-2000-0084, EB-2000-0137, EB-2001-0033, EB-2001-
0419, EB-2001-0790, EB-2002-0213, EB-2002-0364, EB-2002-0431, EB-2002-494, EB-2003-
0032, EB-2003-0126, EB-2003-0229, EB-2003-0288, EB-2004-0209, EB-2004-0266.

Other Applications: EBO 182, EBO 189, EBO 190, EBO 196, EBO 197, EBO 198, EBO 203,
RP-2004-0147.

National Energy Board:

Facilities Applications: XG-N6-41-95, TG-6-95.

Tolls and Tariff Applications: for Niagara Gas Transmission (Link Pipeline and the Ottawa
River Crossing), and for Consumers (Canada) now 2193914 Canada Limited.

INDUSTRY COMMITTEE WORK
National Energy Board:

Trans Canada Tolls Task Force, member, 2011 - 2015

Ontario Energy Association:

Chair, Working Committee on Regulatory Symmetry 2004

Ontario Energy Board:
Uniform System of Accounts Committee 1993-1994



Canadian Standards Association:

Subcommittee on Steel Line Pipe 1990-1991
Design and Materials Subcommittee 1988-1991
Design and Testing Task Force 1988-1989
Crossings Task Force 1983-1988
Transmission Subcommittee (Alternate) 1983-1988
Qualification of Welding Inspectors 1980-1983
Fracture Toughness Task Group 1977-1981

American Gas Association:

Welding Supervisory Committee 1979-1983
Stress Corrosion Task Group 1977-1981

American Society of Mechanical Engineers:
Gas Transmission and Distribution Piping Systems 1988-1990

International Gas Union:
Subcommittee on Gas Transmission System Reliability 1986-1988

Ontario Natural Gas Association:

Operating Committee 1985-1986

SPECIAL STUDIES

Alternative Regulatory Frameworks, Public Utilities Reports, The Management Exchange, 1992
Determining Cost of Capital, Public Utilities Reports, The Management Exchange, 1992

Price Regulation of Public Utilities, Society of Management Accountants, 1987

Corrosion Prevention by Cathodic Protection, National Assoc. of Corrosion Engineers, 1977
Welding Design and Practice for Engineers, Welding Institute of Canada, 1976

Fundamentals of Non-destructive Testing, American Society for Metals, 1975

PRESENTATIONS AND PUBLICATIONS

"TransCanada's Public Awareness Program", T.J. Ladanyi, The Canadian Petroleum Association
Pipeline Conference, Calgary, Alberta, May 1987.

"Full Scale Field Weldability Testing of High Strength Line Pipe", T.H. North, A.B. Rothwell,
T.J. Ladanyi, R.J. Pick and A.G. Glover, Metals Society Conference: Steels for Line Pipe and
Pipeline Fittings, London, England, October 1981

"Fracture Toughness of Powder Forged Cr-Mn alloy Steels", T.J. Ladanyi, G.A. Meyers, R.M.
Piliar and G.C. Weatherly, Metallurgical Transactions, Vol. 6A, November 1975.



REGULATORY TEACHING ACHIEVEMENTS

Was invited by Toronto Hydro in 2008 to give a presentation on the regulatory budget process
and incentive regulation.

Was invited by the Ontario Power Generation Regulatory Affairs department to give
presentations to the department staff in 2004, 2005, 2006, and 2009 dealing with cost of service
and incentive regulation of utilities.

Was invited in 2003 by McMaster University Economics Department to give a presentation to
students on rate regulation of utilities in Ontario.

Was asked by Enbridge Human Resources department to develop, organize and teach the Utility
Regulation and Rates Course for company staff. The course has been well received and has been
held a number of times since 2001.

Was asked by the Ontario Energy Board to conduct a training session for OEB Staff which was
held in 2001. OEB later used the presentation material from that session for the internal training.

Was invited in 1997 by the University of Toronto Schulich School of Business to give a
presentation to MBA students on the regulation of gas utilities.

Was asked by the Canadian Gas Association to teach the Revenue Requirement and Performance
Based Regulation part of the Canadian Natural gas Regulatory Course and taught the course for
9 years, from 1996 to 2004. The course was presented in Kananaskis, Alberta, 1996; Montreal,
1997 ; Vancouver, 1998 ; Halifax, 1999; Toronto, 2000; Regina, 2001; Montreal, 2002;
Vancouver, 2003; and Ottawa, 2004.



