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Friday, May 6, 2016
--- On commencing at 9:00 a.m.

MR. QUESNELLE:  Good morning, everyone.  Please be seated. 
 SEQ CHAPTER \h \r 1
Any preliminary matters?  Mr. Keizer, anything from you?  


MR. CHARLES KEIZER:  Nothing from me. 


MR. QUESNELLE:  No?  Everything's good?  Okay.  


Mr. Keizer, you have a witness panel here? 


MR. CHARLES KEIZER:  Yes.  We have with us today Mr. A.J. Goulding and Mr. Lance Brooks from London Economics International, and maybe I can start first by having them affirmed.  


MR. QUESNELLE:  Okay.  

Witness Panel:


A.J. Goulding,


Lance Brooks; Affirmed.


MR. PASTIRIK:  Thank you.  


MR. QUESNELLE:  Mr. Keizer. 


MR. CHARLES KEIZER:  Mr. Chair, I propose to tender both Mr. Goulding and Mr. Brooks as independent experts in the area of energy and regulatory economics, and I have canvassed my colleagues in the room today.  I think, for the most part, I don't believe there is any objection with respect to their qualifications.


I'm in your hands as to whether I can still take them through their qualifications for the purposes of this morning, or if it is on the consent of my friends in the room, we can dispense with that and accept them as experts. 


MR. QUESNELLE:  Okay.  Any submissions on that point from anyone?  Any objections?  No.  Okay.  Mr. Buonaguro?  


MR. BUONAGURO:  No.  Just very quickly, I have no objection to their qualifications.  I have sort of a general observation, with -- not just with respect to London Economics, but a lot of the expert, quote/unquote, panels that are being put up, only to the extent that, while the subject matter of their reports are useful to the Board and will help the Board make a determination, I don't necessarily think they qualify as expert opinion, that should be accepted as expert opinion, that the Board -- only because the Board's -- I think what the Board is engaged in is doing exactly the same thing that they're doing, which is to evaluate different options and provide a regulatory framework going forward for economic expansion  -- for community expansion. 


So I'm not objecting to their qualifications.  I'm not objecting to their evidence.  I am just raising a general issue that is applicable across the board for a lot of the evidence that's before the Board in terms of what it is.  


MR. QUESNELLE:  Thank you, Mr. Buonaguro.  Just one moment.  


[Board panel members confer]  


MR. QUESNELLE:  Mr. Keizer, the panel has no objection -- or has no issue with them being put forward as experts, but, as Mr. Buonaguro says, this is a policy matter that we're dealing with.  As in all cases, we will be putting their weight to the, you know, submissions, and so I don't think you need to go through their qualifications this morning.  We can dispense with that.  


MR. CHARLES KEIZER:  Thank you, Mr. Chair.  In my earlier discussions with Mr. Buonaguro, he indicated he could raise those issues in argument, in any event. 


MR. QUESNELLE:  Very good. 

Examination-in-Chief by Mr. Charles Keizer:

MR. CHARLES KEIZER:  So why don't, then, I dispense with that, in terms of going through their CV, and maybe I can take the witnesses to the evidence in question which was filed as Schedule 1 to Union's pre-filed evidence in this proceeding, and it was a report that was entitled "Economically Efficient Approaches to Community Expansion," and that was dated March 18, 2016.  It is now on your screen.  


So starting first with you, Mr. Goulding, can you confirm that you prepared -- or this report was prepared under your instruction?


MR. GOULDING:  Yes.  This report was prepared under my instruction.  


MR. CHARLES KEIZER:  And, Mr. Brooks, likewise, can you also confirm whether you prepared -- or that the report was prepared under your direction?  


MR. BROOKS:  Yes, I can confirm that.  


MR. CHARLES KEIZER:  And could you each describe your respective roles with respect to the completion of the work and how you carried it out?  


MR. GOULDING:  Yes.  I provided guidance with regards to the outline topics to be explored in detail and input with regards to the conclusions.  And Lance directed the research and wrote specific sections.


Lance, do you wish to add to that?  


MR. BROOKS:  No.  That's my role.  


MR. CHARLES KEIZER:  Can you also confirm that -- as to your belief as to whether the report is accurate and complete to the best of your knowledge?  


MR. GOULDING:  Yes, it is, subject to one correction.  


MR. BROOKS:  Yes.  I would like to draw the Board's attention to page 21, Section 4.1.1.  The second paragraph, third-last line, in brackets, we write "both existing and new."  We would like to scratch "both existing and" from the report. 


Similarly on page 22 -- 


MR. QUESNELLE:  We will just catch up to that, Mr. Brooks. 


MR. BROOKS:  Sorry. 


MR. CHARLES KEIZER:  That was page 21, second paragraph?  


MR. BROOKS:  Yes.  Second paragraph, third-last line, where we mention, in brackets, "both existing and new", we would like to scratch "both existing" from the text.  


MR. CHARLES KEIZER:  So it would just read "customer base," in bracket, "new"?  


MR. BROOKS:  Yes.  It should read:
"In addition, the utility was able to efficiently allocate the costs over its new customer base in a manner that..."


MR. CHARLES KEIZER:  Okay.  Sorry, you had a second correction?  


MR. BROOKS:  Yes.  Very similar.  On page 22, we've made the same comment there.  In the second paragraph, second-to-last line, again we will be scratching the text "both existing and."  


MR. CHARLES KEIZER:  Thank you.


So do you adopt this report for the purposes of your testimony in this proceeding?  


MR. GOULDING:  Yes, we do.  


MR. CHARLES KEIZER:  Mr. Brooks?  


MR. BROOKS:  Yes, we do.  


MR. CHARLES KEIZER:  Could you please describe the scope of London Economics' assignment or engagement with respect to its work and the resulting report?


MR. GOULDING:  Yes.  If we go to page 8, Section 2.2 of our report, we have described our scope, and our mandate was to provide a high-level overview of the funding mechanisms employed in community expansion programs in the provision of natural gas services.  And, more specifically, in the two bullet points here, we were asked to provide some thoughts with regards to two questions:  the funding mechanisms adopted for community expansion programs and the requirements placed on incumbent utility customers to help fund expansion programs for new or other utilities.  


MR. CHARLES KEIZER:  And how did you go about carrying out the assignment?  


MR. GOULDING:  So what we did -- and I should emphasize that our mandate was to look for particular examples that were representative of the various ways in which community expansion programs were funded.  It was not to look at every single jurisdiction in North America and provide an inventory of those programs.  


Nonetheless, what we did was to explore key examples of the ways in which community expansion was funded and to also explore analogues in other regulated industries, in this particular case in electricity and telecommunications.  


MR. CHARLES KEIZER:  So without doing so in detail, could you please summarize the conclusions of your report?  


MR. GOULDING:  Certainly.  So with regards to our 

conclusions, we determined that there were four typical ways in which a community expansion was deployed.  Those mechanisms included payment from expansion ratepayers, internal utility cross-subsidization, jurisdiction-wide cross-subsidization, and taxpayer-funded mechanisms.  


As we examined this further, we noted that there are several rate-making principles that need to be kept in mind, which include principles such as cost causation and avoidance of subsidies in general, financial stability and fair rate-of-return, incentive compatibility, non-discrimination and administrative simplicity.  


And in any rate-making process, it's important to provide a balance across those objectives as well as to keep public-policy mandates in mind.  Consequently, what we found was that the circumstances of each jurisdiction differed and drove the ways in which they chose to encourage community expansion.  


Our general conclusion was that, in circumstances where community expansion was a small proportion of the overall rate base, the principles of administrative simplicity tended to outweigh the principle of strict cost causation such that the overall benefit of internal utility cross-subsidization was greater than other mechanisms, due to administrative simplicity.  


MR. CHARLES KEIZER:  Mr. Chair, those are my questions in direct.  The witnesses are now available for cross-examination.  


MR. QUESNELLE:  Okay.  Thank you very much, Mr. Keizer.  


Mr. Buonaguro, I believe you are up first.  


MR. BUONAGURO:  Thank you.  

Cross-Examination by Mr. Buonaguro:

MR. BUONAGURO:  Good morning, panel. I'm going to start -- I have a very specific area of cross-examination, if I may.  I'm going to be looking at your report at page 14.  That might be useful to have on the screen.  And the figure is useful, but I'm going to be focusing on the paragraph underneath.  


Understanding this is sort of -- the figures are a pictorial representation of the four general methods or methodologies for community expansion that you have been talking about.  Is that right?  


MR. GOULDING:  That's correct. 


MR. BUONAGURO:  The paragraph underneath that figure talks about the first one, natural gas expansion funded -- I'm paraphrasing -- funded by ratepayers, the new ratepayers in the community; right?  


MR. GOULDING:  Correct.  


MR. BUONAGURO:  And I'm going to read this because this is the context for my cross-examination.  The second line starts, with respect to that methodology, I'm adding:
"However, this method is unfavourable, as utilities would only be able to recover its costs, maintain financial stability, and earn a fair rate of return by charging exorbitantly high rates.  Further, charging high rates to new customers removes the cost-saving incentive of switching to natural gas, potentially defeating the purpose of the expansion.  This is also discriminatory, as this customer group is not able to benefit from the affordable rates available to existing customers."

So I'm going to look -- I look at that as being three ideas that you are saying weigh against that option, and then ask you some questions about that.  Okay?  


MR. GOULDING:  Certainly.  Thank you.  


MR. BUONAGURO:  To do that, I'm going to use an example, and to use my example I created an exhibit to be used in the cross-examination for Enbridge yesterday, but I haven't gone up yet.  So we haven't gone through it, but I think it still serves as a good way to do an example.  I gave it to -- I think it is Union Staff there who is doing the presentation on the screens.  


There it is.  It may need to be blown up so you can read it.  


MR. CHARLES KEIZER:  Can we ask Mr. Buonaguro to explain the background behind the example, because although he intended to give it to Enbridge, I don't know if he gave it to us as intending to -- 


MR. BUONAGURO:  No. 


MR. CHARLES KEIZER:  I don't think these witnesses have seen it at all. 


MR. BUONAGURO:  Sure.  It's basically an easier way for me to use a hypothetical.  So you are not obviously responsible for the veracity of this, but I will tell you what it is.  Okay? 


So this, if you look on the project -- maybe we can get an exhibit number.  


MR. MILLAR:  Yes, it’s K2.1.  And what should we call this, Mr. Buonaguro?  


MR. BUONAGURO:  I called it CCC Customer Impact -- Customer Payback Analysis.  It’s on the top of the screen there. 


MR. MILLAR:  Thank you.  K2.1. 

EXHIBIT NO. K2.1:  CCC Customer Payback Analysis

MR. BUONAGURO:  Thank you.  So looking at this exhibit, which I will provide to Enbridge when I do cross-examine them, this summarizes under project -- these are the 39 projects, the community expansion projects that Enbridge is proposing to have looked at in this proceeding, not necessarily specifically to do, but this is their portfolio of projects that they're seeking to enable through this process.  And then there's various columns that represent different things about each project.  


So if you look at base average commodity savings -- and it's the same for all the different projects -- this is the basic difference between the commodity prices or the total cost of natural gas to a consumer in those communities if they're able to pay Enbridge's basic rates of $949 a year.  Okay?  


So if they get on Enbridge's rates without having to pay a specific cost towards the expansion, they would be paying about $949 a year.  And that's relative to whatever their other existing energy costs are, whether it's electricity or propane, fuel, oil, or whatever.  And the average differential between those is $1,661.  Okay?  


So basically what this table -- what Enbridge is suggesting is that, if new customers in these expansion territories are able to switch to natural gas and pay Enbridge's basic rates, they would be saving about $1,600 a year.  Okay?  You're following me?  


MR. GOULDING:  Yes. 


MR. BUONAGURO:  Okay.  So then in column 3, this is something I have created based on the information that they have in their filing, and this is called a resulting annual SES charge.  


So this is the extra amount in a particular year that these customers would have to pay, on a project-by-project basis, in order to bring the PI of that particular project to 0.8.  Okay?

So I'm using this as a proxy for what if these customers had to pay nearly the full, if not the full, cost of the project on an annual basis.  Okay?  Do you understand that?  


MR. GOULDING:  Yes. 


MR. BUONAGURO:  Okay.  Now, again, you are not responsible for the accuracy of this, but it basically goes -- these are examples of community projects where there would be commodity savings, but if you look at the table, you will see the commodity savings would disappear if they had to pay the full price, which is part of your complaint about the first regulatory model that you have talked about; right?  


MR. GOULDING:  Yes, that's correct.  


MR. BUONAGURO:  Okay.  Now, I'm going to use a particular example, and everyone will chuckle because I'm going to pick the most egregious one.  If we look at the fifth line, Mono Township, which is not quite a third of the way down the list, or maybe between a third and a quarter of the way down the list, do you see that one? 


MR. GOULDING:  I do see it. 


MR. BUONAGURO:  So if we look under the column 3, the number there is $5,472.  So based on my understanding of Enbridge’s evidence, the difference what they would be paying in Enbridge's normal rates versus what they would have to pay if they would have to on their own, on a customer basis within the community, where the new customers had to pay enough to bring the PI just 

0.8 in this example, they would have to pay an extra $5,472.  Okay?  


Now, I'm assuming that it's this type of effect you're 

talking about, when you are talking about the necessity that they pay exorbitantly high rates.  Is that fair?  


MR. GOULDING:  Yes, that's correct.  


MR. BUONAGURO:  Okay.  Now, my question is:  What do you mean by "exorbitant"?  Because my understanding is that the $5,472 relates specifically to the cost to serve those customers.  And, intuitively, I think if all they're charging is what it costs to serve those customers, that isn't necessarily properly characterized as exorbitant.  So I was wondering if you could explain to me what you mean by "exorbitant." 


MR. GOULDING:  Thank you.  I appreciate your question and the work that has gone into your exhibit.


So I think that we need to get back to the question of the provincial policy objectives here, and I appreciate that you are choosing an example for effect and that this happens, accepting your calculations, to be the one that is the highest.  


But when we think about what would be exorbitant, if we accept that there is a broad, public good associated with conversion to natural gas, then I believe that we would look at two parameters in terms of thinking about what -- how we would define "exorbitant." 


First, does the fully cost-related rate make it impossible on an economic basis for that customer to convert?  And, secondly, when we think about the overall value of having customers convert, how does that relate to the overall costs?  And I'm not suggesting that any -- that you or we have performed those calculations, but I'm suggesting that it would be a reasonable metric to say, you know, what is the value to society of having this particular set of conversions take place?  


And so, if, for example, we took a look at the value of avoided emissions relative to the cost of connecting those customers and we determined that that value was reasonable for society, then the next question I would have is:  Is looking at this through some other mechanism than simply charging that customer the full cost reasonable, and what is the most administratively simple way of accomplishing that?  


MR. BUONAGURO:  Thank you.


I'm going to take you two columns over from that same example to ask you a further question.  So at -- 5,472 is the -- how much more they would have to pay relative to existing rates, and you have talked about that being exorbitant.  And you have talked about value, that there might be values outside of this that haven't been quantified that might, I guess, justify that.  


If you look two columns over, you see the figure negative 3,811?  


MR. GOULDING:  I do.  


MR. BUONAGURO:  So that, based on these facts, again, which you are not responsible for, but based on this scenario, customers in this particular project will be paying at least $3,811 more for energy than what they were originally on average.  Okay?  So if this project were to go forward based on what we have in front of us, the cost to serve these customers on a customer-by-customer basis is over $3,000 more than what they're actually paying for energy now.  


So when you're talking about other reasons, this is -- why you would want to do this, this would seem to suggest that you should never do this from an economic point of view.  In this project, if they're going to be paying more to serve this customer with natural gas by the tune of $3,000 to $4,000 a year than what they're paying now, you would never do that project.  Is that fair?  


MR. GOULDING:  I just want to make sure that I understand your premise, which is that I believe that what you're saying is that you would never do this project if we were relying solely on financing from the particular customer.  Am I understanding your question correctly?  


MR. BUONAGURO:  Yes.  And I would point out that, in your text, you talk about -- the second part of your text, which is:   

"Further, charging high rates to new customers renews the cost-saving incentive of switching to natural gas, potentially defeating the purpose of the expansion." 


I think I have shown an example where there is not only no cost saving, but it costs significantly more to serve this customer with natural gas than it does for them to continue on with their existing commodity or existing fuel alternative.  


MR. GOULDING:  So what I would say is that, in an example in which the full cost of service to a customer exceeds the potential -- eliminates the potential for savings, under a regime in which we had no other alternative, it would not make sense to expand to that customer.  


MR. BUONAGURO:  I don't understand what you mean by "no other alternative." 


MR. GOULDING:  No other funding alternative.  


MR. BUONAGURO:  Rather than having new customers pay the full cost?  


MR. GOULDING:  Yes.  


MR. BUONAGURO:  Okay.  And that implies that, if you can find some other way to pay that cost, you should?  


MR. GOULDING:  What that implies is that, if there are public-policy mandates that suggest that there are additional benefits that accrue to stakeholders other than the particular customer, you should explore other ways of expanding service to that particular customer.  


MR. BUONAGURO:  So that says to me, if there's some heretofore unquantified benefit that offsets or more than offsets, in this case, the $3,800 in excess energy costs, you should look at that?  


MR. GOULDING:  Yes.  


MR. BUONAGURO:  Okay.  And you should look at that -- sorry.  I will leave that.  


I'm going to skip to the third sentence.:
"This is also discriminatory, as this customer group is not able to benefit from the affordable rates available to existing customers."


When I think of the word "discriminatory" -- and I will tell you I looked it up when I saw it on the text, "discriminatory, and I will put this to you:  I will put to you that "discriminatory" means to treat one group differently than another based on arbitrary distinctions.  Is that a fair use of the word "discriminatory," or a fair definition?


MR. GOULDING:  Yes. 


MR. BUONAGURO:  My understanding is, in this example  -- and I think particularly with respect to model number 1, where new expansion ratepayers pay the full cost of their expansion -- the reason they're being treated differently, the characteristic that is different is the costs to serve them.  That is why they're being asked -- that is why they would be asked to pay more for distribution service.  Is that right?  


MR. GOULDING:  Yes.  


MR. BUONAGURO:  And I thought, perhaps naively, that one of the cornerstones of certainly energy regulation is cost causality.  That is a defining characteristic of customers which underpins cost allocation and cost recovery.  It is cost causality, and I think you say that in your paper.  So I don't understand how you could characterize distinguishing between customers based on their cost characteristics as being discriminatory.  


MR. GOULDING:  Thank you for your observation.  I would like to make a few comments.  


So, first, as you point out, while we do highlight cost causation as one regulatory principle, we don't highlight that as the sole regulatory principle.  


And, furthermore, if we think about the concept of a public utility as having a responsibility to serve the public good, then surely part of that responsibility is to respond to provincial policy mandates.  


And, consequently, in terms of thinking about cost causality in this particular instance, we believe that there are other regulatory principles that will come into play.  


Secondly, we believe that calculations, such as the table that has been presented to us, are a relatively narrow snapshot of a point in time with regards to cost causality and that, when we look at the situation of existing customers elsewhere in the network, they are benefiting from investments that have taken place over the course, in some cases, of nearly a century or more 

and that investment to serve them at a particular point in time may or may not have strictly hewed to the principles of cost causation, even if, over time, in the very long run, it ultimately has become consistent with the principles of cost causation. 


As such, our point with regard to discrimination, while we appreciate your view with regards to a narrow application of that, is that we need to think more broadly about a public utility's responsibility with regards to public-policy mandates and to the fact that there are customers in the province today that do not have the ability to benefit from access to natural gas and to benefit from access to natural gas at the same rate as 

other customers.  


MR. BUONAGURO:  When you talk about other principles, I assume you mean other principles as set out on page 12 of your report, where you talk about rate design principles. 


MR. GOULDING:  Yes. 


MR. BUONAGURO:  And I'm looking at those, and the titles are "Cost Causation" and "Avoidance of Cross-Subsidies."  I'm assuming -- that is my point.  Cost causation is one of the cornerstones of rate design is what I think I said and that wouldn't move you off of -- that doesn't help you with the discrimination argument we were talking about; right?  So we have to go to something else, I assume?  


MR. GOULDING:  Certainly. 


MR. BUONAGURO:  Financial stability and fair rate of return, that just tells you how much in total you have to collect from customers.  It doesn't necessarily tell you how to discriminate between them; right?  


MR. GOULDING:  Correct. 


MR. BUONAGURO:  I will skip down.  Non-discrimination is a principle, but that doesn't tell us the basis upon which -- that doesn't tell us why discriminating based on cost causality is a bad thing; right? 


MR. GOULDING:  Correct. 


MR. BUONAGURO:  Administrative simplicity and transparency, that doesn't really talk about discrimination at all; right? 


MR. GOULDING:  Correct. 


MR. BUONAGURO:  That leaves us with incentives compatibility; is that what you're talking about?  


MR. GOULDING:  So my discussion gets back to the question of what do we want a public utility to do.  And in terms of meeting those mandates, what is the most appropriate or economically efficient way of meeting those particular mandates?  


And, consequently, if we believe that access to natural gas is a cornerstone of public policy, if it is something that is encouraged by policy makers, then clearly we want to set up the conditions in which customers that are provided access actually have the economic incentive to switch and customers that have access to existing rates have the option that would not be granted to those new customers.  


And, in that sense, we would find there to be a degree of discrimination.  


MR. BUONAGURO:  Just to take you briefly back to my example of the fifth line, Mono Township, where, on my analysis, the difference between their existing total cost and the cost to serve them if they were required to pay the full amount was something in the order of $3,800.  So their current costs are way lower -- way lower, put in quotes -- than what it would cost to serve them if there was a natural gas extension in their neighbourhood.  


Assuming that you can't find a reason to offset that $3,000 or $4,000 from some sort of external public good argument, I presume you wouldn't say that is a good project and it should proceed?  


MR. GOULDING:  So we are not proposing that, in every single instance, it's necessarily a good idea to proceed with natural gas expansion.  And so while, in looking at these numbers, folks can disagree as to what the particular threshold would be, I don't disagree with you that there would be instances in which, whatever the public-policy mandate was, it did not make sense to expand to that particular community.  


MR. BUONAGURO:  I think I've gone a teeny bit over time, but I'm going to ask you one more time, if I might.  It has to do with the New York internal utility cross-subsidization example.  


MR. GOULDING:  Of course.  


MR. BUONAGURO:  And at a high level, my understanding is that, in that example, or their regime says to utilities you have to provide -- you have to provide a project that has a crossover point within five years -- 


MR. GOULDING:  Yes. 


MR. BUONAGURO:  -- where the revenue from new customers, in aggregate, presumably, is at least paying the revenue requirement associated with that project by year 5.  


MR. GOULDING:  Correct. 


MR. BUONAGURO:  You may not have been listening, but, in Enbridge, there was some talk about the crossover, and I think their portfolio was crossing over at nine years. 


In New York, the exception that they made for a particular utility in order to do what would be characterized as community expansion was to change that period from five to ten years?  


MR. GOULDING:  Correct. 


MR. BUONAGURO:  Now, in that, I think you note that that particular process took two years?  


MR. GOULDING:  Yes.  


MR. BUONAGURO:  And I think part of the -- one of the major drivers for that is the concern about the company's evidence on customer attachment rates and customer -- basically the customer forecast which underpins what the revenue is going to be from that project.  Is that right?  


MR. GOULDING:  Generally, yes.  Although there were many other issues that were raised.  You know, over the course of two years, there's lots of issues that can arise.  


MR. BUONAGURO:  Now, my question is this, or my comment is this, I guess:  In that regime, the utility is held responsible or at risk for that customer forecast.  Is that right?  


MR. GOULDING:  I would need to check that.  


MR. BUONAGURO:  Okay.  That would normally be where I would say I'll take an undertaking on that.  But I think it would be equally useful to simply put that decision on the record, and people could look at it themselves.  


You're telling me that right now you don't know, or you didn't look into what responsibilities were imposed on the company in the context of that particular policy?  


MR. GOULDING:  Correct.  At this point in time, I don't have it readily to mind.  


MR. BUONAGURO:  Okay.  I don't think it speaks to that in the -- in your report, does it?  


MR. BROOKS:  No, we don't speak to that specific instance in the report. 


MR. BUONAGURO:  I guess that sort of begs the question, now that I'm thinking about it, as to what extent you were looking at the risks that were imposed or taken on by companies in these various scenarios.  It doesn't sound like you did that as part of the scope of your review.  Is that right?  


MR. GOULDING:  That's correct.  That was not a focus.  


MR. BUONAGURO:  All right.  Thank you.  Those are my 

questions. 


MR. QUESNELLE:  Thank you, Mr. Buonaguro.


Dr. Higgin?


DR. HIGGIN:  Thank you, Mr. Chair.  

Cross-Examination by Dr. Higgin:

DR. HIGGIN:  Good morning, panel.  My name is Roger Higgin.  I represent, as a consultant, Energy Probe Foundation.  


So I would like to start my questions by looking at one of Union's interrogatory responses which quotes your report, and that is S15.Union-Staff.8, page 2 of that, please.  


So Union -- this is Union's response, not yours, that says -- basically it lists these criteria, these five criteria that you have referred to in your examination with Mr. Buonaguro.

So Union then goes on to say at the bottom:

"Based on these criteria, internal utility cross-subsidization appears to be the strongest option..."


And then it says:

"...within the jurisdiction." 


Let's focus on "the strongest option."  So, first of all, are these the five perspectives that LEI used to create the ranking of the four options per the Harvey Ball's charts?


MR. BROOKS:  Yes, that's correct.  


DR. HIGGIN:  Okay.  So we're looking at, they were -- you've got the four options, and then you have the charts, and you have those five attributes -- I will call them attributes -- that were used to create the rankings.  I'm correct?  


MR. GOULDING:  Yes.  


DR. HIGGIN:  Okay.  So coming back then to Union's statement, does LEI agree that internal cross-subsidization appears to be the strongest option from your work?  


MR. GOULDING:  So -- and I recognize that this is a classic consultant's answer, but it depends.  And what we have put forth is that, in the circumstances where the expansion is a relatively small proportion of overall rate base, number of customers, and so forth, that internal utility cross-subsidization meets the criteria of administrative simplicity and transparency and likely minimizes cross-subsidies, given this administrative simplicity.  


DR. HIGGIN:  So just let's use the definition, your definition, in terms of the attributes of what is meant by 

"strongest."  What do you mean by "strongest"?  


MR. GOULDING:  So I believe that we are -- in this particular case, you are quoting from this IR; is that correct?  


DR. HIGGIN:  Correct.  This is Union's statement.  I'm going to go to some of your evidence in a minute.  


MR. GOULDING:  Right.  Thank you.  So in this particular case, the internal utility cross-subsidization with regards to it being the strongest option is meant with regards to a balance across these five objectives.  


And so in looking at the fact that internal utility cross-subsidization does not require the creation of new administrative infrastructure, does not require funds to be transferred outside of the utility, requires likely no new staff relative to the time and cost required to set up an alternative set of arrangements for a relatively small investment and number of customers, it appears to be the strongest option.  


DR. HIGGIN:  Okay.  Thank you for that answer.  


We will just try and explore a little bit that "small" -- the word "small" in a minute.  


So can we look at your response, which is based on your report, and that is Exhibit S15.Union IGUA.8.  And perhaps when we get this one up, I would like to look at the statement first.  So, first of all, you were asked to confirm or modify your opinion that Union's economic expansions, et cetera, furthers the principles of economic efficiency and efficient resource use.  That is what IGUA asked you in the question.  


I would just like to come to part of the response, which I think is coming to this question of "small."  And then we could perhaps carry on and look at the words that say:

"While --"


Where does it say:

"While internal cross-subsidies violates principles of cost causation..."


Can we see if there is another...


Right at the bottom.  So can we highlight that?  So your statement is:

"While internal cross-subsidies violate --"


Your word.

"-- principles of cost causation, if such subsidies are small --"


We will come to the "small" word, qualitative "small."

"-- they may be less distorting than creation of new administrative measures."


And you just outline some of the reasons for that.  Okay?  


MR. GOULDING:  Yes.  


DR. HIGGIN:  Do you have anything to add to that?  


MR. GOULDING:  No. 


DR. HIGGIN:  Okay.  So the question then is -- that I am going to ask you is:  Are the subsidies small?  That is the question.  


So we asked you in our IR -- and I'm going to pull that one up, which is Exhibit S15.Union Energy Probe.16.  We asked you the question here in parts (c) and (d), and I will just go through the response to (c) and (d). 


First of all, we asked you if you had looked at the subsidies that were embedded in the existing 188 guidelines and framework.  That is (c).  And your response was, "No, we didn't."  


MR. GOULDING:  Correct.  


DR. HIGGIN:  And then we asked you in part (d) if -- this is the question we asked:

"Please provide a range of cross-subsidization that your research found, expressed as dollars per customer or dollars per customer per year, and, if possible, the relative relationship of this to the customer distribution or total bill."


We asked you that question.  


MR. GOULDING:  Correct. 


DR. HIGGIN:  Your response is in (d).  


MR. GOULDING:  Yes. 


DR. HIGGIN:  So when you did your research to prepare your jurisdictional review, you did not look at all at the cross-subsidization levels as we have asked you to do in your work.  That was not part of your work, as you have indicated here, that you didn't look at those cross-subsidization levels?  


MR. GOULDING:  Correct.  


DR. HIGGIN:  Okay.  Thank you very much.  


So --


MR. QUESNELLE:  Dr. Higgin, is that -- I'm just wondering, hoping, what was it about the response that they gave that required additional probing of that?  Is their answer different now?  


DR. HIGGIN:  No.  I believe the answer is the same.  I just wanted to confirm that -- he was talking about "small"; we were talking about "small" and the cross-subsidization, and I asked the question whether or not they looked at the cross-subsidization; i.e., was it small or how big or whatever it was in the jurisdictions they looked at.  And they said, "We didn't look at it." 


MR. QUESNELLE:  Okay.  I'm just cautioning that we don't need to have it placed on the record if the response is given and there is no more clarity that is required.  Having it confirmed here doesn't really do anything for the Board, in the interests of time.  If there was -- 


DR. HIGGIN:  It may be leading to a question of argument as to whether subsidies are small or not.  


MR. QUESNELLE:  I understand.  Good point.  


DR. HIGGIN:  Thank you.


So what I would now talk a little bit more in my last part is -- pull up Exhibit S15.Union Energy Probe.18.  What I would like to focus on here is your ranking and your Harvey Ball's chart.  So can we turn down to the chart, please.  


So we talk about the Figure 4, and if we could go to the report and look at Figure 4, please.  That is the report, Figure 4. 


MR. QUESNELLE:  It's on page 14, I believe.  


DR. HIGGIN:  Yes.


So, quickly, I would like to just note a couple of things about this particular chart which you have used.  We went through the basis of it.  What I would like to focus on is the right-hand and -- sorry, the third and fourth columns.  


You will notice that in this chart, you have ranked at a lower level the jurisdiction-wide cross-subsidization than internal cross-subsidization.  Am I correct about that?  It's less strong.  It's quite a lot less strong.  


MR. GOULDING:  I beg your pardon, but you're speaking of the last two columns.  Is that correct?  The non-discrimination and administrative simplicity and transparency?  


DR. HIGGIN:  No.  I'm actually talking about the 

jurisdiction-wide and the differences that are there between internal cross-subsidization and jurisdiction-wide and the major differences that are related to those two columns, between those two options. 


MR. GOULDING:  So between those two rows; correct?  


DR. HIGGIN:  Yes. 


MR. GOULDING:  Between the internal utility cross-subsidization and the jurisdiction-wide cross-subsidization?  


DR. HIGGIN:  Correct.  


MR. GOULDING:  Yes.  And I believe that your question was:  Is there a dramatic difference between the way in which those two are rated?  Is that correct?  Is that your question?  


DR. HIGGIN:  Correct.  


MR. GOULDING:  So it may be useful to just go category by category and look at this.  


You can see that, in terms of the principles of financial stability and incentives compatibility, we rank them the same.  The areas in which there is -- the biggest difference is with regards to administrative simplicity and transparency.  And you will see that, in terms of cost causation and avoidance of cross-subsidies, we have ranked them as being moderately different.  


So I'm not sure that I would agree with the 

characterization that these are dramatically different.  We have identified differences between them, and the biggest difference is with regards to administrative simplicity and transparency.  


DR. HIGGIN:  Okay.  While we're here, shall we note the ranking on the right-hand column for administrative simplicity as being taxpayer funded?  Can we just note that is there?  Because I want to look at another description of this in one of your IR responses.  Okay?  So let's note those two on the right-hand side. 


And then what I would like you to pull up here is the 

response to IGUA 10, please.  Can you go to the chart, please?  There we are.  


So that is the original chart; correct?   


MR. GOULDING:  Yes. 


DR. HIGGIN:  Then if we go down, then we will see that there is a change proposed to that chart, and we need to explore that somewhat.  


Can we go down, please, to the -- there we are.  So this is a response to IGUA.  Now what we need to understand -- and perhaps you can help me -- is the basis on which you amended the chart with respect particularly to the last two rows and particularly to the administrative simplicity and transparency.  


MR. BROOKS:  So the chart was amended because the question that was asked spoke to a much bigger -- a larger, qualitatively larger program. 


So with that assumption, or with that in mind, we've assumed within the assessment that the economic and environmental benefits, for example, are more widespread. 


There's a lot more customers being connected as part of the assessment, and, with that, we note that a broad-based funding mechanism might be a better option in this instance where those perceived benefits are quite significantly larger.  


DR. HIGGIN:  Can you just clarify that, your statement about a larger program, rather than Union's proposal, which is before the Board?  What do you mean by "larger program"?  


MR. BROOKS:  So in the question, the question actually reads:

"Please redo the table on the basis that the benefits arising from currently uneconomic expansions of gas services to new communities are economic, environmental, and social equality benefits which accrue to Ontarians at large."


And this is a primary purpose of the expansions and the incurrence of expansion costs.  So we assessed that as being much broader benefits and, therefore, potentially worthy of a broader funding mechanism in terms of the ranking.  

DR. HIGGIN:  All right.  So going back to this chart, would you say now looking at the columns -- sorry, the rows, that it appears that jurisdiction-wide and taxpayer-funded now seem to be stronger overall than internal utility?  


MR. GOULDING:  Yes.  That's what is depicted in the chart.  


DR. HIGGIN:  So given the caveat of what you said about what you were asked to look at, the question then is:   Based on your current knowledge of the system, the proposal, which of these two charts would you say represents stronger option?  Would it be the original one or the one that responded to IGUA?  


MR. GOULDING:  So based on the circumstances that we reviewed, which included, in the context of determining whether something is small, looking at this relative to Union's own customer base, number of customers, size of rate base, and so forth, in terms of what we reviewed, the internal cross-subsidization is most appropriate in the context where such additional system expansion is small relative to the rate base of the utility doing the expansion.  


DR. HIGGIN:  Thank you.  So we come back to that small 

criteria, and that qualitative small question.  Thank you.  


So, finally, do you have an opinion if cross-subsidization, as stated by Union, is within the jurisdiction of the Board?  


MR. GOULDING:  So our focus is on the economic aspects of this particular set of arrangements.  It is not with regards to the Board's jurisdiction.  We regard that as a legal matter.  That was not part of our mandate.  


DR. HIGGIN:  Thank you.  Do you have an opinion whether broad-based jurisdictional funding is within the jurisdiction of the Board?  


MR. GOULDING:  We do not. 


MR. CHARLES KEIZER:  I think that is the same answer.  It’s a legal question.  


DR. HIGGIN:  Thank you.  Thank you, panel. 


MR. QUESNELLE:  Thank you, Dr. Higgin.


Mr. Quinn, I believe you are next. 


MR. QUINN:  Yes.  Thank you, Chair.  

Cross-Examination by Mr. Quinn:
MR. QUINN:  Good morning, panel.  My name is Dwayne Quinn, and I'm here on behalf of Federation of Rental Housing Providers of Ontario, and with great appreciation 

to Mr. Buonaguro, I have only one request.  


At the end of his discussion with you, he was asking 

questions about the New York state model.  Do you recall that?  


MR. GOULDING:  I do. 


MR. QUINN:  He did stop short of asking you to undertake to file that.  We would request that Union file that model to inform the Board about what is happening in other jurisdictions.  


MR. CHARLES KEIZER:  Sorry, are you talking about the case itself, the decision from the Tribunal, or are you talking about -- what exactly do you mean when you say "model"? 


MR. QUINN:  What I'm speaking to is the model under which utilities expand.  I don't have a reference number to that model, but we certainly would believe that the Board would be informed by what is happening in another near jurisdictions.  


MR. CHARLES KEIZER:  I guess the only question is what the witnesses understand to be the New York case that is being referenced in your report and what ability there is to produce it. 


MR. BROOKS:  In terms of model, I'm assuming you're referencing the case study itself that we have included    within our report and references to the specific documents that form that case study.  Is that correct?  


MR. QUINN:  I don't want to narrow this.  I'm looking to Mr. Rubenstein -- sorry, Mr. Buonaguro.  


MR. BUONAGURO:  I mean, when I was reading it, I went and did some of the research myself.  Obviously there is the decision that led to that result; that could be filed.  I stopped short only because it's a legal precedent that I could refer to in argument if I wanted to. 

MR. CHARLES KEIZER:  Anyone can refer to it in argument. 


MR. BUONAGURO:  But, I mean, it's also useful to have it on the record.  There is also the policy paper that they deviated from, which, again, is available if you want to do the research. 


MR. BROOKS:  Both of those documents are actually referenced within our report as well.


MR. BUONAGURO:  Sorry, when you say "reference," you mean that the -- enough of the reference is available in the report that someone can go find them?


MR. BROOKS:  We provide a link to it in the footnote. 


MR. BUONAGURO:  There you go.


MR. CHARLES KEIZER:  If the link is in the footnote, then I would think it's already provided. 


MR. QUESNELLE:  Is that satisfactory, Mr. Quinn?


MR. QUINN:  That's satisfactory.  I just -- I'm familiar with it not to the extent of Mr. Buonaguro, but I think that would be very helpful.  So as long as we can find it that way, then I am satisfied, sir.  Thank you.  


MR. QUESNELLE:  Thank you very much.  


MR. BRETT:  Mr. Chair, I also have a question.  


MR. QUESNELLE:  Your mic.  


MR. BRETT:  I had asked a question of this panel as well. 


MR. QUESNELLE:  Yes.  I'm not quite finished yet. 


MR. BRETT:  Oh, I'm sorry.  All right.  


MR. QUESNELLE:  Moving along here.  I believe Mr. Mondrow.  

Cross-Examination by Mr. Mondrow:


MR. MONDROW:  Thank you, Mr. Chairman.  Good morning, gentlemen.  Ian Mondrow.  I'm counsel for the Industrial Gas Users Association, or IGUA, some of whose interrogatory responses you have already commented on.  So thank you for that.  


Could I start at page 12 of your report, please?  You have a text box highlighted in a light blue, nice sky blue colour for today.  


And I take it, gentlemen, that in this box you set out the rate-making principles that, in your expert views, are the most important for an economic regulator such as the Ontario Energy Board?  


MR. GOULDING:  That is correct.  


MR. MONDROW:  And I take it that your view is that cost causation is among the primary of principles that an economic regulator, such as this Board, should adhere to in setting rates?  


MR. GOULDING:  Yes.  With the caveat that, when we list these, while we list cost causation first and we believe that it is important, we also note that any particular rate design ultimately reflects a balance among all of these particular principles.  


MR. MONDROW:  Understood.  But you said right up front that cost causation and cross-sub -- avoidance of cross-subsidies is one of the most fundamental principles of utility rate design.  


MR. GOULDING:  Absolutely.  


MR. MONDROW:  Okay.  And administrative simplicity, which is at the bottom of your box -- and I realize, Mr. Goulding, you essentially just told me you didn't order these necessarily, but administrative simplicity and transparency, is that as important as cost causation, everything else being equal?  


MR. GOULDING:  So -- and I apologize.  The reason that I'm struggling is that I think that, in general, I would say that it's important that rates reflect cost causation.  However, it's always important in the context of rate design to not have the perfect be the enemy of the good.  And often, from the standpoint of a ratepayer themselves, being able to understand their rates is also important to the overall acceptance of the regulatory regime, and, in addition, there is feedback between the overall costs of administering a program and its administrative simplicity. 


So while I accept the premise that cost causation is an extremely important part of rate design, I don't want to 

eliminate administrative simplicity as an important consideration.  


MR. MONDROW:  That's a great answer.  Thank you.  


Am I correct, gentlemen, that, in considering and producing your report, you did no analysis of your own regarding the nature or extent of the benefits from Union's proposed expansion program?  


MR. GOULDING:  That is correct.  


MR. MONDROW:  Mr. Goulding, do you have a view that you could summarize for us on the role of an economic regulator with respect to the making and implementation of social policy in a minute or less?


MR. GOULDING:  So I appreciate the question.  And I think that it's a challenging position to put an economic regulator in.   An economic regulator is not a policy-maker, but the devil is often in the details, and so the economic regulator doesn't act in a vacuum.  And, as such, to the extent that the framework that the regulator puts in place, even if it is focused solely on pure economic principles, if that is at odds with the overall public policy, it's going to be very challenging for the regulator to achieve long-term stability in the jurisdiction.  So you will set up a dynamic in which the economic regulator is at odds with policy-makers.  So while I believe that the economic regulator must be guided primarily by strong economic principles, It's very difficult for that regulator to operate in complete isolation from policy.  


So I think the question becomes:  Is the economic regulator a policy-maker, from a broad umbrella perspective?  I would argue no.  But does it need to take policy into account when it's making its decisions as to what is economic?  I think it does.  


MR. MONDROW:  That was also a great answer.  Thank you, Mr. Goulding.  Just to parse that for a minute, the last thing you said was that you thought a regulator should take into account what is -- what is public policy when determining what is economic, which is a bit of a puzzle to me.  I mean, I would have thought that economic is economic.  


But I would suggest to you that a regulator -- perhaps a different way to phrase it is a regulator should take into account public policy when deciding how to implement an economic decision.  Would that be an appropriate characterization -- re-characterization of your answer?  


MR. GOULDING:  So -- I apologize for speaking broadly and briefly.  I think we need to think about what it is that we, as an economic regulator, are purchasing on behalf of society.  And what society has been purchasing through a utility has changed over the past 100 years.


So the environmental value of the product that we are supplying today, whether we're talking about gas or electricity, is different.  We have imposed different standards on our utilities, and those are reflected in the underlying economics.  And so my premise would be that the gas utility in this particular case is, in a very narrow sense, about supplying distribution and supply services of natural gas, but in a broader sense is also about delivering certain public-policy benefits. 


And so I would argue that an economic regulator, in looking at the narrow, specific costs of gas distribution, cannot ignore the overall additional mandates that come from potential environmental and social benefits of natural gas service.  


MR. MONDROW:  Would you agree with me, Mr. Goulding, that an economic regulator like this Board does not have authority beyond its legislative mandate?  It has no inherent legal authority beyond its legislative mandate.  Is that correct?  


MR. GOULDING:  Yes.  


MR. MONDROW:  And that this regulator should take primary guidance from its statute, and the objectives of the statute?  


MR. QUESNELLE:  Mr. Keizer? 


MR. CHARLES KEIZER:  Well, Mr. Mondrow is asking him to answer a legal question, so I would object to that question.  It's a legal question.  You can put that in argument.  I don't think the witness is qualified to give statements as to whether and how to interpret the statute, or the Board relative to its statute.  


MR. MONDROW:  We just had a five-minute discussion about that, Mr. Keizer, but I will move on.  


Thank you, Mr. Chair. 


MR. CHARLES KEIZER:  The discussion was about what the 

regulator would have to take into account, given policy.  


MR. MONDROW:  Well, the discussion is reflected on the 

Record, but I will move on.  Thank you.  


MR. QUESNELLE:  Thank you.  


MR. GORDON KAISER:  Mr. Chairman, while my friend is 

shuffling through his notes -- 


MR. MILLAR:  Your mic is not on. 


MR. GORDON KAISER:  Is EPCOR on the list?  


MR. QUESNELLE:  Yes.  


MR. MONDROW:  Gentlemen, I would like to take you back to the response you gave to IGUA's interrogatory number 8, please.  I believe that in listening to your direct examination this morning, this interrogatory response neatly summarizes what you told Mr. Keizer, your counsel, this morning was the conclusion of your report.  


If I just look at the first paragraph, it says -- sorry, the second paragraph, I guess, beyond the first sentence:

"Subject to the presumption that Union is operating within a public-policy consensus, they have used natural gas expansion as having broad-based economic environmental benefits which are enjoyed by Union's existing customer base."  


And, sorry, I should have read the first part of the sentence.  

That is the premise of your analysis and your 

Conclusion; correct, Mr. Goulding?  That is a fundamental premise that supports your analysis? 


MR. GOULDING:  Yes, that's correct. 


MR. MONDROW:  And the conclusion then is the next sentence:

"The proposed expansions are relatively small, suggesting that the creation of new and potentially costly set of administrative arrangements may be more expensive relative to maintaining cross subsidies within the utility."  


You said in examination-in-chief and answered already that is essentially the conclusion from your work on this topic in this proceeding; right?  


MR. GOULDING:  Yes, that's correct.  


MR. MONDROW:  Okay.  And what do you understand -- what do you mean, sorry, Mr. Goulding?  What do you mean by the administrative implications, or administrative arrangements?  I'm not sure what you're referring to there.  Do you mean, like, billing systems and accounting systems and debit and credits on bills, that sort of thing?  


MR. GOULDING:  That is certainly one aspect of it.  

I think the additional aspect is that, as we move outside the existing utility, there may be the need to create some 

additional institution or department in some other organization, and that has additional costs.  


MR. MONDROW:  So that's a reference to the notion advanced by some parties in this proceeding that Union should collect money from its customers, and that money should be available to customers of other utilities?  


MR. GOULDING:  Yes.  


MR. MONDROW:  It doesn't apply to the comparison of the options of having the expansion customers pay versus having all of the customers of Union pay?


MR. GOULDING:  I just want to make sure that I understand your question.  But I believe that, when we were comparing administrative simplicity in particular, what we were looking at was relative to having Union customers pay a small cross-subsidy to new customers, yes.  


MR. MONDROW:  You understand, Mr. Goulding, that, under Union's proposal, new customers will have a rate rider, the system expansion -- 


MR. GOULDING:  Yes, yes. 


MR. MONDROW:  -- charge?  And are you suggesting that having that rate rider set at a higher or lower level will change the administrative complexity of recovery, whether that recovery is from those customers alone or from the entire customer base of the utility?  


MR. GOULDING:  So, as I understand it, not only does that surcharge have to be collected, it then has to be distributed to someone else, who then, in turn, gives it either -- we can think of a variety of places where that subsidy could go.  But that's going to involve additional administration outside of the utility, most likely a second set of accounts, a second set of audits, additional monitoring.  And so the administrative burden goes beyond simply collecting a little bit more from customers.  


MR. MONDROW:  Let me try it this way.  Could we go to page 14 of your diagram -- sorry, of your report, which is the diagram that you have been talking about already this morning?  I want to look at the top two rows.  

The first row is the option of natural gas expansion with ratepayers paying the expansion costs.  The second row is the option of all customers of the utility, in the case of your client, Union, paying the costs of the expansion; right?  


MR. GOULDING:  Yes.  


MR. MONDROW:  Okay.  Neither of which involve payments 

outside of the utility itself? 


MR. GOULDING:  That's correct.  


MR. MONDROW:  Okay.  And under the administrative simplicity column, you've got a weaker administrative simplicity if only the expansion customers pay than you do if all of the customers pay.  I don't understand that.  Why is that?  


MR. GOULDING:  Correct.  So what we have here is a category referred to as administrative simplicity and transparency.  And we have posited a distinction between internal utility cross-subsidization and having solely the natural gas expansion ratepayers pay.  


And in terms of administrative simplicity, we are talking about, in terms of internal utility cross-subsidization, spreading this across a larger number of customers.  Potentially, this involves fewer changes to accounting systems and so forth.  


I think that we can argue about the degree of where these -- you know, how full the circle is with regards to natural gas expansion ratepayers under administrative simplicity and transparency.  But it is our belief that, in this particular category, internal utility cross-subsidization, in terms of spreading these costs across all customers, would be simpler than charging the full cost to natural gas expansion ratepayers, in particular because, under that paradigm, you may also well have 

lower attachment rates, which could result in fewer customers signing up, which, in turn, means that you are going to have an administrative burden that is assessed on fewer and fewer customers.  


So it is our belief that the internal utility cross-subsidization is more administratively simple, both in terms of the potential changes to the accounting system as well as the issues of customer attachment.  


MR. MONDROW:  And if this Board concluded there were limited economic benefits to -- of Union's other ratepayers outside of the expansion community, should the administrative simplicity govern their decision in respect of whether to allow cross-subsidy at the expense of cost causation?  


MR. GOULDING:  So I believe, in any case, it would be important to look at the actual costs relative to calculated benefits in looking at the administrative simplicity question.  And so with regards to speaking about a hypothetical, I would say it would be important to look at the actual impact of administrative simplicity before making a determination.  


MR. MONDROW:  Can we go to the second version of this chart on the record, which is in IGUA response number 10, which Dr. Higgin had you look at before?  


And as, Mr. Brooks, you pointed out to Dr. Higgin, the question asks you to assume that the benefits of the proposed expansion accrue to Ontarians at large.  And in response to that, in the text on the first page of the response at the bottom, you said:

"LEI recognized the broad-based approaches, jurisdiction-wide cross-subsidization, and taxpayer funding as potentially stronger funding mechanisms in this context relative to the recovery of funds through internal utility cross-subsidization."


And so the change in the diagram, as I compared them, was that, in the internal utility cross-subsidization row in the administrative simplicity and transparency column, you changed what was a full black circle to a half black circle, or a half white circle, depending on whether you're an optimist or a pessimist, I suppose, and you changed the bottom two circles by adding black so that they're now fully black. 


Those were the changes to the diagram that you made to reflect the broad-based benefits?  


MR. BROOKS:  That's correct. 


MR. MONDROW:  Okay.  I would have thought that, if we were talking about a different characterization of benefits than perhaps you assumed when you made the first chart, you would have made adjustments to the cross-subsidies column rather than the administrative column.  Why did you choose to adjust the administrative column when we're talking about the distribution of benefits?  


MR. BROOKS:  In this case we -- because we assessed the benefits to be available to all Ontarians, as per your question, we assumed that spreading of the costs in this case across all the -- across all ratepayers would be seen as administratively simpler for that reason as opposed to whether benefits accrue primarily to Union's customers, which was the premise for the first figure.  


MR. MONDROW:  Well, what is administratively simpler about it?  Why does the change in the perception of where the benefits fall dictate an administrative simplicity or complexity?  I don't understand that.  


MR. GOULDING:  I think, in this particular case, it was the assumption with regards to the expanded size of the program that drove changes in the rating of administrative simplicity.  


MR. BROOKS:  Sorry, I should have added it's not administrative simplicity by itself.  It's the transparency associated with that as well.  


MR. MONDROW:  Those are two different things; right?  Administrative simplicity and transparency are different.  


MR. BROOKS:  Correct. 


MR. MONDROW:  Okay.  And transparency really is, in some respects, about price signals and, in some respects, about ratepayer acceptance, customer acceptance.  


MR. GOULDING:  So I think we would say that they are different but related.  And if something is administratively complex, it's not transparent.  


So the category is not intended to talk about incentives, which would be covered under incentives compatibility.  


MR. MONDROW:  Let me ask you this.  If the Board -- and I think I asked you this a few minutes ago, but not in the context of this diagram.  If the Board were to conclude that the benefits from the proposed expansions accrue to the gas customers and, potentially, the non-gas customers, but only in the community expanded to, how would this diagram change, if at all?  


So it's essentially the opposite premise from the one I put in the question.  What would you do to this diagram to reflect that premise?  


MR. GOULDING:  So, first of all, I would note that our taxpayer-funded category is based on provincial taxpayer funding rather than specific to the municipality.  


I would also note that -- I always find it challenging to deal with a hypothetical when I'm struggling with the particular premise, because, to the extent that there are broad-based benefits, I think that those do extend beyond the boundaries of the municipality.  So the public good aspects of natural gas expansion do not simply accrue to the community to which service is being expanded.  


So in terms of this particular hypothetical, if we imagined, you know, a dome over the community, it's true that some of our analysis here would change.  I would want to think a bit further about how the descriptions in the chart would change under that particular hypothetical.  


MR. MONDROW:  Could we have an undertaking to file a chart reflective of that hypothetical?  


MR. CHARLES KEIZER:  So just so I understand the hypothetical, you're saying that the benefits accrue to a single community?  


MR. MONDROW:  Yes.  


MR. CHARLES KEIZER:  Is that the point?  


MR. MONDROW:  That's the point. 


MR. CHARLES KEIZER:  As opposed to Union's system generally, which is what is in the report currently?  


MR. MONDROW:  That is exactly correct.  Well, sorry, the report reflects Union's position.  We heard that off the top.  But you are essentially correct in what I'm asking for.  


MR. CHARLES KEIZER:  Yes.  The one single community.  Is that doable?  


MR. GOULDING:  Yes. 


MR. MILLAR:  The undertaking is J2.1. 

UNDERTAKING NO. J2.1:  TO undertake to FILE A CHART REFLECTIVE OF THE HYPOTHETICAL DESCRIBED.  


MR. QUESNELLE:  Thank you.  


MR. MONDROW:  And just to conclude, Mr. Goulding, because I'm out of time, although I have enjoyed our discussion -- thank you -- you referred to the public good benefits as extending broadly, and, indeed, that led you to struggle with my hypothetical.  I appreciate you accepting the challenge nonetheless.


But can you just explain what public good benefits you think are accruing beyond the expansion communities?


MR. GOULDING:  Certainly.  So to describe this -- and I believe in our report we have also referenced various provincial documents that also identify potential benefits of natural gas expansion -- but, in particular, when we look at differences in emissions characteristics, as you see conversions, those benefits from reduced emissions accrue more broadly, particularly when we look at things like the climate change benefits than to a particular community.  Obviously, changes to things like particulate matter and so forth may have more narrow geographic benefits, but still extend likely beyond that particular community.  


In addition, when we look at savings from conversion and how those are reinvested, those have, you know, if you will, ripple effects that go beyond that particular community.  


MR. MONDROW:  And so I take it that, while those benefits, if you are correct about all of those, would dictate recovery from the provincial tax base at large, your conclusion is, given the small impact on existing ratepayers and the administrative difficulty of a broader tax-based regime or broader rate-based regime, you would prefer the cross-subsidy be limited within the utility, just because it is administratively easier and there is not a huge burden.  Is that a fair understanding? 


MR. GOULDING:  That is a fair understanding, yes. 


MR. MONDROW:  Okay.  Wonderful.  Thank you very much.  


Thank you, Mr. Chairman. 


MR. QUESNELLE:  Thank you, Mr. Mondrow.


Mr. Gordon Kaiser, I misspoke earlier.  I just took a quick look.  EPCOR has asked for time for Union, but not specifically for today's cross with London Economics.  Do you have something that has come up that you would like...  


MR. GORDON KAISER:  I just assumed when we asked for Union that it included --

MR. QUESNELLE:  Your microphone, sir.


MR. GORDON KAISER:  I assumed we were down for this category when we indicated we wanted to examine Union.  


MR. QUESNELLE:  Okay.  I will take a note of that.  Yes, okay.  

Mr. Brett, did you have the same assumption?  Because you weren't specifically listed under wanting to cross-examine London Economics.  


MR. BRETT:  Well, yes.  In my initial submission, I said one hour for Union; you're quite right.  But I sent a supplementary submission in the next day to the Board Staff, saying that a few minutes of that one hour would be dedicated to this panel.  


MR. QUESNELLE:  Thank you.  Understood.  Okay.  Let's carry on with the list I have here.  Mr. Duncanson for Parkland would be next. 


MR. DUNCANSON:  Thank you, Mr. Chair.  

Cross-Examination by Mr. Duncanson:


MR. DUNCNSON:  Good morning, panel.  My name is Sander Duncanson, and I'm counsel for Parkland Fuels. 


Some of my colleagues have already covered off a few areas that I was planning to go through with you, so, like yesterday, I think I will likely come in under time.  


But I would like to start off, just like almost everyone else, with the figure on page 14 of your evidence, Figure 4.  


MR. GOULDING:  Yes.  


MR. DUNCANSON:  I think I understand it a little bit better now from hearing you this morning.  But just to sort of walk through it, on the left you've got the four different funding mechanisms that you have talked about.  And across the top, you've got the -- what you consider the five key rate-making principles from Bonbright.  Is that right?  


MR. GOULDING:  Yes, that's correct.  


MR. DUNCANSON:  Okay.  So first with cost causation, you acknowledge that having the new customers of an expansion pay the costs of that expansion would strongly adhere to that principle.  The rest of the funding mechanisms are significantly weaker with respect to that principle.  Is that right?  


MR. GOULDING:  Yes, that's correct.  


MR. DUNCANSON:  Okay.  And so then, in the next column, you've got financial stability and fair rate of return.  Those are all essentially the same, because it's just a matter of structuring rates, so we can skip over that one.  


Incentives compatibility, I just want to talk a little bit about, because I have heard you speaking this morning about public-policy objectives, and I appreciate that that might influence the incentives to a degree.

But, at its heart, incentives compatibility, that really refers to whether a funding mechanism provides the right signals to the market; right?  It's providing the right incentives to the utility and to the customers.  I believe that's consistent with the quote that you 

have from Bonbright on page 12.  


MR. GOULDING:  Yes, that's correct.  


MR. DUNCANSON:  Okay.  And so if a utility can pursue 

essentially any project it wants to, no matter how uneconomic that project is, and bear no risk for whether that project succeeds or not, in your view, is that sending an appropriate signal or incentive to that utility?  


MR. GOULDING:  So with regards to the category of financial stability and fair rate of return, the regulatory compact has always been that, for a utility making the investments to serve its existing and new customers, it's entitled to a fair rate of return on its investment.  


And so when we talk about the concept of risk and how much risk is a regulated utility taking on, that risk is generally with regards to its relationship with its regulator and the degree to which the infrastructure has come in at costs consistent with what is reasonable and to the extent that it's used and useful.  So I believe that we have to think about the concept of risk in this overall regulatory construct.  


MR. DUNCANSON:  Okay.  So fair enough.  And perhaps we're talking past one another to a certain degree.  

So I'm not on financial stability anymore.  I'm looking at incentives compatibility.  And, in your figure, you essentially are suggesting that having the new customers of an expansion pay the costs of that is 

not at all consistent with the principle of incentives 

compatibility.  

The remaining three funding mechanisms are quite strong, or quite strongly aligned with that principle; right?  That is what that figure shows?  


MR. GOULDING:  Correct. 


MR. DUNCANSON:  I'm just trying to understand the basis for that, because I would have thought that one of the incentives for a utility is pursuing rational expansion, not expansion at any cost without bearing any risk.  Is that fair?  


MR. GOULDING:  So I'm not sure that I agree with the 

applicability of the idea that this proceeding relates to 

expansion at any cost without bearing any risk.  The projects put forth are not all possible projects that can be imagined, but are a specific set of projects that have a specific set of costs, and the intent is that they're put forward consistent with an overall policy.  So I certainly don't agree with the premise that "at any cost" is being considered.  


With regards to risk, I would argue that what is being put forth has the same level of risk as the utility's existing business.  


MR. DUNCANSON:  Okay.  Would you agree with me, though, at a high level, that it would be a good thing to incent utilities to pursue rational expansions as opposed to irrational expansions?  That is an incentive that should be encouraged through rate-making.  Would you agree with that?  


MR. GOULDING:  Yes.  


MR. DUNCANSON:  Okay.  And the incentives apply as well to the customers, if I understand Bonbright.  Would you agree that there should be an incentive for ratepayers to choose their heating fuel in part based on the actual costs associated with having that fuel supplied to them?  Is that one of those market signals that the OEB should be considering when it's coming up with its rates?  


MR. GOULDING:  So all fuel suppliers benefit from some 

degree of embedded subsidies.  So in terms of looking at alternative fuel suppliers, if we're talking about charging through full costs, we may also want to look at questions of whether suppliers that are not natural gas pipelines are actually paying the full impact of their product on the use of the roads, on their impact on the environment, and a whole host of other costs that may not be appearing on that customer's bill.  


So I think that, when we start looking at that particular question, we need to look at it from both sides, from the side of the natural gas supplier, but also from the side of the alternative fuel suppliers.  


MR. DUNCANSON:  Okay.  So I take it -- that is a fair comment.  


But, again, at a conceptual level, having customers understand the true costs of having fuel supplied to them and have that factor into their decision-making process in terms of what fuel they choose to use, you would agree with me that that's one incentive that policy-makers should be considering?  


MR. GOULDING:  I think it's important for customers to understand the full cost of their consumption choices, and potentially including the externalities of those choices.  Yes, I do. 


MR. DUNCANSON:  Okay.  That's helpful. 


Then just moving over, I hope quickly, to the next column, the non-discrimination column, so, again, here, like the previous column, you essentially say having new customers pay for the costs of an expansion, that does 

not adhere to the principle of non-discrimination.  The remaining funding mechanisms generally do; right?  


MR. GOULDING:  Correct. 


MR. DUNCANSON:  And I understand you didn't do any detailed analysis of the EBO 188 guidelines, but you do understand that all existing customers of Union and Enbridge in Ontario have been subject to this EBO 188 regime for some time.  And all expansions to date have occurred under a regime where, if the PI is less than 0.8, that customer has to provide an upfront contribution in order to be connected.  And so it seems to me that the new customers under the proposals we're talking about here would be treated differently than the existing customers, and that would be some form of discrimination.  

Would you agree with that?  


MR. GOULDING:  So the situation that you posit, I think, is one of a temporal difference.  In other words, are we treating customers who entered the system at a particular point in time versus those that entered later after a change in policy -- are we discriminating between them?  


And I think, while I understand your point with regards to the different circumstances that these new customers are facing, I would say that, you know, to the extent that policy parameters have changed under the changed circumstances, our assessment under the non-discrimination column would be intact.  


MR. DUNCANSON:  But I think, if I understand what you just said, you're saying the public policy, if it changes, that might mean that discrimination is acceptable.  But you're not suggesting that it's not a form of discrimination, are you?  


MR. GOULDING:  I'm not suggesting that customers that enter a system at different times don't face different circumstances.  But that could be applied to a variety of situations with regards to the way that we have intertemporal differences in the way that various customers have been treated. 


Over the course of a customer that has been with a utility for 20, 30 years, there are going to be times where they have, let's say, paid a surcharge that existed ten years ago that no longer exists.  Our assessment is based on a point in time rather than over a continuous time period.  


MR. DUNCANSON:  Okay.  But I guess, just to wrap up this line of questions, that form of discrimination between existing customers on the system who have been subject to this regime for some time and the new customers for whom those requirements would be relaxed, that type of discrimination was not taken into account in the bubbles that you are showing on Figure 4.  Is that right?  


MR. GOULDING:  That's correct.  This represents discrimination at a particular point in time rather than over several decades.  


MR. DUNCANSON:  Right.  Okay.  


If we could move forward to page 34 of your report, I believe this is at PDF page 76.  Oh, perhaps not.  Okay.  So this is Figure 7.  And here you are summarizing the advantages and disadvantages of each of the four funding mechanisms; right?


MR. GOULDING:  Yes. 


MR. DUNCANSON:  Okay.  And starting with natural gas expansion being funded by ratepayers, which is the first row, the last bullet under "Disadvantages" is you view that funding mechanism to be inconsistent with the goal of public-policy mandates in Ontario; right?  


MR. GOULDING:  Yes. 


MR. DUNCANSON:  Okay.  So you're suggesting, sir, your understanding of public-policy objectives in Ontario is that new customers in rural and remote communities in Ontario should not be paying for the costs, the true costs, of natural gas expansion.  That would be inconsistent with the provincial policy objectives.  


MR. GOULDING:  So, to elaborate, the charging of rates that would not result in effective conversions to natural gas would be inconsistent with these public-policy goals.  


MR. DUNCANSON:  Okay.  You're not aware of any public-policy objective or statement anywhere that suggests rural and remote consumers should be subsidized in order to have gas expanded to them, are you?  


MR. GOULDING:  I believe that such subsidies would be consistent with the treatment of rural customers for a variety of products in Ontario and elsewhere.  


MR. DUNCANSON:  Okay.  Just one more question on this figure while we're here.  In the next two rows, you're talking about internal and jurisdiction-wide cross-subsidization, and, again, you are presenting the advantages and disadvantages.  


And I guess, you know, from a rate-making perspective, since we've talked about this morning cost causation is one of the key principles, I suppose I was a little surprised not to see that identified as a disadvantage, that having an internal utility cross-subsidy or a jurisdiction-wide cross-subsidy would be contrary to the cost causation principle, which is that the customers that are deriving new costs on the system should be required to bear those costs.


Can you tell me why you didn't think it was worth listing those as disadvantages?  


MR. GOULDING:  Some portion of that is captured by the observation under "Disadvantages" that utility customers are paying for positive externalities from which non-customers benefit.  So that is an acknowledgement that there are costs and benefits that are not consistent with cost causation.  


MR. DUNCANSON:  Okay.  But it's actually the opposite of that, or the flipside of that, that I am interested in, which is that the new customers are not paying for the benefits that they're receiving; right?  


MR. GOULDING:  The new customers are paying for a portion of the benefits that they are receiving.  


MR. DUNCANSON:  Okay. 


MR. GOULDING:  They are not, over the narrow period of time in which the test is made, paying for the full cost.  


MR. DUNCANSON:  Okay.  We can leave that.  Just a few remaining questions.  


You talk a fair bit in your evidence and even this morning about some of those positive externalities and public good benefits, as you called them, for example, carbon emissions.  You talk about broader economic benefits to society.  


I take it your mandate in preparing this report, you didn't actually look at whether or not those benefits would arise or try to quantify them in any way.  You simply presumed that they would arise and compared the various funding mechanisms available against rate-making principles.  Is that fair?  


MR. GOULDING:  So our mandate, as you say, was not to quantify these particular benefits.  However, I think it's fair to say that it's not just us that assumes that they exist, but also the province and provincial policy-makers.  So we don't believe that investigating whether such benefits exist is something that is necessary to make that particular assumption.  


MR. DUNCANSON:  I guess my point is the various statements in your evidence about, you know, there's significant cost savings; there's carbon reduction benefits, those types of statements, those are based on -- it was based on information that was provided to you.  You didn't conduct any separate analysis in any way to determine whether or not those benefits would actually arise and, if so, what their quantity would be.  


MR. GOULDING:  Just to be clear, this information provided to us was not provided to us by our client, but is based on our independent views and analysis.  But you are correct that our mandate did not include quantification of those benefits.  


MR. DUNCANSON:  Okay.  I just want to make sure that I am clear on this.  So, for example, when you say in your evidence that natural gas is significantly less expensive, did you do any sort of analysis on that to determine whether, in fact, that statement is actually true, or did you rely on an analysis conducted by somebody else that concluded that?  


MR. GOULDING:  So we relied on materials that we reviewed in our research.  


MR. DUNCANSON:  Okay.  Are those materials on the record of this proceeding?  


MR. GOULDING:  The list of materials that we reviewed is listed in our list of works consulted.  


MR. DUNCANSON:  Okay.  So I will leave that question there.  


Last line of questions, panel:  This is going to touch on a theme that you have already discussed a little bit this morning.  I think I understand your evidence.  I just want to make sure that I do.  


So, again, if we could pull up Union's response to IGUA 8, which we have seen already a few times today.  I'm looking at the text of that response just on the screen.  


And so just in the first sentence in that second paragraph, you say that you're operating under a presumption that Union is operating within a public-policy consensus that views natural gas expansion as having broad-based economic and environmental benefits that are enjoyed by Union's existing customer base; right?  


MR. GOULDING:  Correct. 


MR. DUNCANSON:  Okay.  And then you were asked to presume hypothetically that benefits associated with natural gas expansion do not actually benefit existing customers, but, in fact, those are primarily benefits that will be enjoyed by Ontarians as a whole.  And that is the basis for your response in IGUA 10; right?  


Maybe we can go forward to that document.  It's just three pages down.  We have talked about that a fair bit this morning, about what IGUA 10 is all about, and the change to your figure.  


MR. GOULDING:  Yes. 


MR. DUNCANSON:  Okay.  So just to be clear, because at the start of this morning, when there was discussion about, you know, what changed from the figure in your evidence originally to this figure here, the answer was that you assumed a bigger program of natural gas expansion, which isn't in the hypothetical that was put to you.  The hypothetical that was put to you was to assume that the benefits that arise out of natural gas expansion are benefits that are realized by Ontarians as a whole, not the ratepayers.  


And that was the basis for this figure here; right?  


MR. GOULDING:  Correct.  


MR. DUNCANSON:  Okay.  And so you would agree, then -- again we're speaking hypothetically, but if the benefits associated with natural gas expansion are, in fact, benefits enjoyed by Ontarians as a whole, and existing ratepayers do not enjoy any meaningful benefit from natural gas expansion, you would agree that jurisdiction-wide cross-subsidization or taxpayer-funded mechanisms would be the strongest funding mechanism?  


MR. GOULDING:  Just before I get into that, I just want to understand your hypothetical.  Is it that the existing utility customers are not in the province, and so they don't accrue any benefits, although the benefits are province-wide?  


MR. DUNCANSON:  No, that is not the hypothetical.  The hypothetical is, instead of the ratepayers benefiting in some way specifically, it's just Ontarians as a whole.  So if I am a ratepayer in Ontario, I'm not benefiting in any way that is different from my neighbour next door who is not connected to natural gas.  


MR. GOULDING:  Okay.  


MR. DUNCANSON:  So the hypothetical that was put to you is assume that is the case, that the benefits associated with natural gas expansion are just these general society-wide benefits; there is no meaningful benefit to existing ratepayers.  And, in that circumstance, I understood this figure to suggest jurisdiction-wide cross-subsidization or taxpayer-funded cross-subsidization would be the strongest funding mechanism.  


MR. CHARLES KEIZER:  Mr. Chair, the questioner is putting forward a hypothetical as to how he interprets the question and what it means.  I'm not sure whether he is asking, "Is this what you intended when you answered the question?" or whether he is putting a new hypothetical to the witness.  


MR. QUESNELLE:  Mr. Duncanson?  


MR. DUNCANSON:  Well, I mean, the witness can answer however he chooses to.  I mean, I'm trying to understand the evidence that's been put forward here.  Perhaps we're not aligned in our understanding of the hypothetical. 


But I have provided clarity in terms of what my 

understanding of the hypothetical is.  And I'm just trying to seek clarification that, in that hypothetical scenario that I have put to you, that those two funding mechanisms in the bottom two rows, your view is those would be the strongest funding mechanisms in that hypothetical scenario. 


MR. QUESNELLE:  And the hypothetical you're putting forward is the one that IGUA put forward?  


MR. DUNCANSON:  The hypothetical scenario is the benefits associated with natural gas expansion are benefits enjoyed by Ontarians as a whole, and there is no meaningful sort of separate or distinct benefit for existing ratepayers.  


MR. QUESNELLE:  Okay.  


MR. CHARLES KEIZER:  I'm not sure what kind of benefit that would be.  I mean, that's why I am struggling with the hypothetical.  Some kind of pervasive good feeling we all have, but we don't really get anything that results from it.  So I guess I have a hard time whether or not it is even an appropriate hypothetical. 


MR. QUESNELLE:  Mr. Keizer, I think to the extent if they are environmental impacts, cleaner air, if it is cleaner air that results, then whether you are hooked up to natural gas or not, you're going to enjoy the cleaner air. 


MR. CHARLES KEIZER:  That may be the case, and it may be helpful if it's within the context of a particular example.  That may be, I think, more instructive. 


MR. QUESNELLE:  Mr. Duncanson, can you elaborate? 


MR. DUNCANSON:  I think what I'm concerned with is more of a conceptual level.  That's one example of a society-wide benefit.  I believe the witnesses also spoke this morning to broader economic benefits associated with people have more money; therefore they spend it in other ways, and so perhaps the overall economy is lifted up in some way.  I think that's another example of a benefit to society rather than a benefit to, in particular, to existing ratepayers.  


Again, my question is more conceptual.  If the benefits associated with natural gas expansion are benefits that are enjoyed by Ontario society, Ontarians in general, and there is no distinct benefit for existing ratepayers -- 


MR. QUESNELLE:  Over and above?  


MR. DUNCANSON:  -- over and above those general benefits, is your view that those latter two funding mechanisms are the strongest?  


MR. GOULDING:  I think I would return to our discussion with regards to the magnitude of expansion.  


And so, first of all, even if we are talking about a 

generalized benefit, that is still a benefit that does accrue to the existing customers.  


And if the magnitude of the potential additional investment is relatively small -- and I recognize we need to define what that is, but if it is relatively small, it is likely still better, simpler to deploy an internal utility cross-subsidization than it is to spread that across the entire province, go through the process of creating an entirely new mechanism.  


So this is, again, an example of thinking about the perfect versus the good.  I think that, in theory, if we're talking about a generalized broad-based benefit and we wanted to look strictly at cost causation, avoidance of cross-subsidies, that would lead us towards a broad-based tax.  


But if what is required to implement that is a relatively small program that can be most efficiently accomplished within the context of internal utility cross-subsidization, then that is likely to be both a more cost-effective and more time-effective approach to achieving these benefits than setting up an entire new administrative infrastructure.  


MR. DUNCANSON:  Okay.  So I hope this is my last question, but just so that I understand what you're saying here, and I guess -- you are aware that, in this proceeding, we're not talking about only Union's portfolio of possible expansion projects; we're also talking about Enbridge's portfolio.  And really what the Board is trying to do here is come up with a framework for natural gas expansion going forward.  So we're trying to come up with the principles that should guide that expansion.  


I think what I'm hearing from you is, even if the benefits are like we talked about, these general benefits that accrue to society as a whole, if the magnitude of the program is small, it might be easier and faster just to go ahead with some internal cross-subsidization.  Did I get that right?  


MR. GOULDING:  I think that's a fair characterization of my view. 


MR. DUNCANSON:  Thank you, Mr. Chair.  That's all I 

have. 

MR. QUESNELLE:  Thank you, Mr. Duncanson.


We're going to take our morning break, but I just wanted to do a time check.  We have -- Mr. Rubenstein, you would be up next.  Any idea of, hearing what you've heard, of where you'll be with your --


MR. RUBENSTEIN:  Five minutes or less. 


MR. QUESNELLE:  Five and less?  


And, Mr. Janigan?  


MR. JANIGAN:  I would say 15 minutes, Mr. Chair.  


MR. QUESNELLE:  Okay.  


Mr. Kaiser?  


MR. GORDON KAISER:  Fifteen minutes, sir.  


MR. QUESNELLE:  Okay.


And Mr. Brett?  


MR. BRETT:  Ten minutes, max.  


MR. QUESNELLE:  Okay.  And then -- 


MR. RICHMOND:  Sorry, Mr. Chair, CPA also requested time for London Economics, five minutes.


MR. QUESNELLE:  Okay.  We do have a hard stop at one today.  So I am asking everybody to --


MS. DeMARCO:  Mr. Chair, I hate to do this.  I'm not on the list, and I'm hopeful that one of my former questioners will get to the question that I would love to ask, but, if not, I would have one question that I would love to ask London Economics.  


MR. QUESNELLE:  Okay.  Thank you.  I'm just looking at the request for time for the CPA witnesses. 


Enbridge, we're still at 15?  


MR. CASS:  I'm quite certain, Mr. Chair, it can be less than that.  It might be five minutes, but certainly less than 15. 


MR. QUESNELLE:  Okay.


And then -- and, Mr. Janigan? 


MR. JANIGAN:  [Inaudible - off-mic]


THE REPORTER:  Microphone, please.


MR. QUESNELLE:  Okay.  Mr. Janigan is looking at about 15 minutes.  Okay.


It's going to be tight, so I would just ask people to return promptly at 20 after eleven.  Thank you.  


MR. CASS:  Mr. Chair, I'm sorry --


MR. QUESNELLE:  Oh, Mr. Cass?


MR. CASS:  -- just your comment about it being tight.  We do have the Enbridge panel waiting.  Should we continue to keep them waiting?  Do you think, sir?


MR. QUESNELLE:  No, no, I think -- thanks for raising that, Mr. Cass.  No, I think we will have the full morning with the rest of these panels.


MR. CASS:  Thank you very much.  


MR. QUESNELLE:  Thank you.  

--- Recess at 11:03 a.m.
--- Upon resuming at 11:20 a.m. 

MR. QUESNELLE:  Thank you.  Please be seated. 


MR. CHARLES KEIZER:  Mr. Chair, just before the examination continues, just as a note for your own timing, we consulted over the break, and Union, who was on the list for CPA, concluded that they would have no cross-examination.  


MR. QUESNELLE:  Okay.  Thank you very much.  When we get to CPA, I will ask for those who have questions -- well, we will get to it.  I think you have availability of different witnesses, different times, and we will work that out when your witness panel is up.  Okay? 


Carrying on with this panel, Mr. Rubenstein.  


MR. RUBENSTEIN:  Thank you very much.  

Cross-Examination by Mr. Rubenstein:

MR. RUBENSTEIN:  Panel, I just have essentially two questions.  The first is I want to follow up on the cross-examination and the discussion you had at the end with 

Mr. Mondrow.  


As I understood his -- your responses to some of his 

questions, you confirmed, or it was LEI's view that you favoured an internal utility cross-subsidy if you recognized the broad social benefits from expansion, because it's easier and cheaper to administer than a collection from all utilities or from taxpayers.  Did I understand that correctly?  


MR. GOULDING:  Yes, that is correct.  


MR. RUBENSTEIN:  So if we accept that, and if we're looking at the province as a whole and not from if we were starting from scratch, recognizing that the government has announced that there will be some amount of grants that they will be providing and a loan program, so they will be doing something, does it not make sense then to just -- doesn't the taxpayer-funded option look better from an administrative perspective, since it is going to be there regardless of what this Board does, instead of having two systems that we're setting up now, just to have the one?  


MR. GOULDING:  Just so that I understand -- I apologize if I'm repeating the question back to you -- you're saying that given that we know that the province is establishing this taxpayer-funded mechanism, is there any particular reason, then, to have something that is bolted on top of that?  Is that your question?  


MR. RUBENSTEIN:  Yes, because if we're looking at it from the administrative efficiency perspective.  


MR. GOULDING:  Right.  And so I want to caveat my response by saying that, because our mandate wasn't to look into the effectiveness of that particular mechanism in terms of the magnitude of funding relative to the potential needs in the province and so forth, I'm only commenting on a broad policy level.  


So I think that what I would say is that, if that mechanism is set up in a way that is sufficiently robust to assure that the expansion occurs without any particular additional mechanism, then that would certainly be a consideration.  However, in a circumstance in which that fund is intended to be supplemental to other mechanisms, then I would say that the internal utility cross-subsidization is an appropriate companion to this taxpayer-funded set of initiatives.  


MR. RUBENSTEIN:  If I could ask you quickly to turn to page 12 of your presentation.  This is where you set the rate design principles.  


Just to be clear, do I understand that what you've done is you've -- you provide the source, being the Bonbright text.  You have essentially taken that text, and you have drawn from that what you believe are the five principles that come out of that, or is there, in the text actually set out, that these are the five rate design principles?  


MR. GOULDING:  So what we normally do in these circumstances is we do paraphrase.  So if it had quotations around it, it would be a direct quote.  


MR. RUBENSTEIN:  So there are not five rate design 

principles in that text, and you have just reworded them or -- you have just taken the text and what you have drawn out from it five principles?  


MR. GOULDING:  That is correct.  I believe that we've -- we've also cited the specific source.  But generally speaking, we not only -- we don't just take from Bonbright and say, "Geez, this is our only source for coming up with five principles."  We view these as coming from Bonbright as being sound principles.  We've also talked in our report about what the Board's principles are.  And so while we take these from Bonbright, we have actually also thought about them independently.  


MR. RUBENSTEIN:  All right.  Thank you very much.  Those are my questions.  


MR. QUESNELLE:  Thank you, Mr. Rubenstein.


Mr. Janigan?  


MR. JANIGAN:  Thank you, Mr. Chair.  I have a compendium which I have distributed.  Don't be alarmed; I don't intend to go over all 25 pages of this.  My friends have dealt with it. But I would like to have that marked as an exhibit, if I could.  


MR. MILLAR:  Exhibit K2.2. 

EXHIBIT NO. K2.2:  Mr. Janigan's Compendium  

MR. JANIGAN:  Thanks very much. 


MR. MILLAR:  You should have it on the dais. 


MR. QUESNELLE:  I do.  Thank you.  

Cross-Examination by Mr. Janigan:

MR. JANIGAN:  First of all, panel, I wonder if I could take you to page 4 of my compendium.  And I think these are your summary conclusions from your Survey of North American 

Jurisdictions.  Is that correct?  


MR. GOULDING:  Yes, that's correct.  


MR. JANIGAN:  And I take it this was a high-level review, and these four funding mechanisms are not necessarily exhaustive of approaches in every jurisdiction?  


MR. GOULDING:  That is correct. 


MR. JANIGAN:  And on page 6 of my compendium, you show a sample of funding mechanisms that are used across North America in natural gas, electricity, and telecom.  


And, once again, the list of companies and jurisdictions that you have examined may not necessarily be complete.  They are selective -- they have been selected by you.  


MR. GOULDING:  Yes.  


MR. JANIGAN:  Okay.  For example, New York, you looked just at natural gas policy, not electricity.  


MR. GOULDING:  Correct. 


MR. JANIGAN:  Okay.  I wonder if you could turn up page 15 of my compendium, which is the reference to the South Bruce interrogatory number 3.  


And as I understand this response, effectively the issue of public good is the trigger that effectively puts a subsidization program in play.  Without the public good, effectively cost causality would rule.  Do you agree with that?  


MR. GOULDING:  Yes.  


MR. JANIGAN:  Do you believe that the natural gas service is a universal service in the same way as telecom?  


MR. GOULDING:  Just so that I understand the question, are you asking me do natural gas and telecommunications have the same degree of necessity?  


MR. JANIGAN:  I think that would be the -- that would be directionally where I'm going, yes.  


MR. GOULDING:  Okay.  And so I think that my concern 

generally is that people -- not yourself, of course, or the Board -- sometimes use the word "necessity" rather loosely.  And I would argue that both access to telecom and access to natural gas are enablers to allow users the benefits of, in the case of telecommunications, a broader network, and in the case of natural gas, clearly, both heat, which is something that at least in this province we need, and also various kinds of applications for which we use natural gas.  And so, from my perspective, I more distinguish in terms of natural monopoly characteristics than I do necessity.  


MR. JANIGAN:  You would agree with me, though, that the externalities associated with the telecommunications network for existing customers in the case of subsidies are much stronger than they are in the case of natural gas?  


MR. GOULDING:  So the -- just, again, so I understand, your question is:  Are the positive externalities from telecommunications potentially higher than the positive externalities from natural gas?  


MR. JANIGAN:  Yes.  


MR. GOULDING:  So I have not done an analysis on that comparison, so I don't feel like I can answer that in a detailed way.  


MR. JANIGAN:  What about in a general way?  What is your opinion?  


MR. GOULDING:  So one of the challenges is we're really talking about two different kinds of positive externalities.  With regards to natural gas, we are talking about environmental externalities, the fact that all of us benefit from cleaner air, for example, and that it is difficult to charge each one of us for the usage of clean air.  


I think it is interesting when you look at the distinction between public and private benefits, and we use telecommunications as an example, because I think that we can argue that, while there may be an intangible benefit to me or somebody else converting to natural gas and the lower emissions profile that may accrue, I don't really get that much benefit from somebody else connecting to Rogers Wireless.  I get a very small expansion of the network.  I get a benefit from there being one more person that I can call on the network.  But in this particular context, the positive externalities from natural gas may well be higher than the positive externalities of somebody connecting to the telecommunications network in some way.  


MR. JANIGAN:  I'm going to leave that there.  We could fight about that one for a long time.  That's a collateral issue.


I wonder if you could turn up page 17 of my compendium.  This is a matter I think touched upon by Dr. Higgin.  It refers to the IGUA interrogatory 11.  You were asked what is meant by exorbitantly high rate increase.  As I understand your response from this morning, there are no particular parameters upon which one can assess an exorbitant increase.  It depends on the circumstances, and primarily the circumstances arise in the case of small expansions associated with the size of the rate base.  Have I correctly summarized your response to that?  


MR. GOULDING:  So in terms of when we use the word "extraordinary" -- sorry, "exorbitant" in this particular context, what we were essentially getting at was whether the size of the rate increase itself would undermine the overall policy objective of the expansion in the first place, in other words, whether the rates themselves were such that we simply wouldn't have any particular uptake.


And so, in that framework, if we were to look at the added customers funding the full cost upfront from the very beginning, the rates would be at a level that actually would not allow the expansion to go forward because customers simply would not attach to the system.  


And so in that particular context, there's clearly a linkage between that -- the small size of the extension and the fact that we basically have a small denominator problem.  So we're dividing these costs across a relatively small number of customers.  We get to a number that is higher than the amount that these new customers would be willing to pay based on the savings that they would achieve from the use of natural gas.  


MR. JANIGAN:  So "exorbitant" in this context means essentially the price point that you would reach that would essentially frustrate take-up of the service by the new customers?  


MR. GOULDING:  Yes.  


MR. JANIGAN:  Okay.  You have been through Figure 4 in your evidence, which is set out on page 19, a fair number of times with my friends.  Am I correct in concluding that, from your interrogatory responses, that there is no quantitative data which supports the representations in this diagram and it is primarily judgmental?  


MR. GOULDING:  I would use a different term.  I would say it's thoughtful, but you are correct that a quantitative assessment was outside the scope of our mandate.  


MR. JANIGAN:  Now, in terms of looking at Figure 4, I notice, under the financial stability and fair rate of return, you deal with the final category, "Taxpayer Funded."  I would think that a taxpayer-funded option wouldn't feature a rate of return similar to a rate of return demanded by a utility.  Would I be correct on that?  


MR. GOULDING:  So the way in which this category was conceptualized was from the perspective of the utility.  So if there is a taxpayer-funded portion or, indeed, the entirety was funded by taxpayers, the utility would still be earning its fair rate of return.  


MR. JANIGAN:  But just not on that funded portion?  


MR. GOULDING:  That's correct. 


MR. JANIGAN:  Okay.  But from the standpoint of the customer, there would seem to be a benefit that would accrue as a result of that, would there not?  


MR. GOULDING:  So the customer would face different rates than they would if it were not taxpayer funded.  The rate base would be different.  So, yes, the impact for customers would be different.  


MR. JANIGAN:  Okay.  And with respect to your quantification of what may be appropriate in terms of what may be an appropriate case for a utility cross-subsidization, you have characterized that as having the quality of being "small" in relation to the rate base in order to attract such cross-subsidization.  


Does not that -- doesn't the idea that you would subsidize only small, non-economic expansion collide with your principle of non-discrimination?  


MR. GOULDING:  So I don't believe that we have said anywhere that we would subsidize only small expansions.  I believe that what we are saying is that, in this particular case, that the internal utility cross-subsidization is appropriate because of the small size of the expansions considered.  


MR. JANIGAN:  So your thesis is merely based on the projects that Union has proposed in this proceeding.  It is not necessarily a universal proposition?  


MR. GOULDING:  That is correct.  


MR. JANIGAN:  Did your analysis take into consideration any aspect of desirability of competition in the provision of energy services?  


MR. GOULDING:  No.  


MR. JANIGAN:  Finally, as I understand it, on page 24 of my compendium, in Energy Probe 17, you were asked about what form of subsidy that your research supports.  And am I correct to summarize the response that basically you don't support any one approach?  It depends on the circumstances and many things according to part (b) of that response.  Would that be correct?  


MR. GOULDING:  Yes.  


MR. JANIGAN:  Thank you, panel.  Those are all of my 

questions.  


MR. QUESNELLE:  Thank you, Mr. Janigan.


Mr. Kaiser?  


MR. MELCHIORRE:  Excuse me.  Sorry to interrupt.  I apologize to the panel and to the Board.  


I may have to leave before the next -- I spoke to Board Staff with regards to the NOACC evidence on Monday.  


MR. QUESNELLE:  Yes. 


MR. MELCHIORRE:  And we were talking about doing it by 

Skype.  With further discussions, we're going to recommend -- my client is fine with that -- if we file our evidence written and be open to cross-examination via questions.

I just want to propose that to the Board, as I discussed that with the Board Staff.  If so, we can file that on Monday.  Again, I apologize for interrupting on a procedural matter. 


MR. QUESNELLE:  No, that's fine, Mr. Melchiorre.  


Any of those who were seeking to cross-examine NOACC's evidence present here?  


MR. MILLAR:  Mr. Chair, I think there were four parties on the list who were going to cross-examine NOACC.  It was Environmental Defence; Mr. Elson has left; IGUA, Mr. Shepherd is not here; and VECC.  The time estimates aren't terribly long.  I just want to make sure we were clear on what the proposal was, because I may not have understood it initially.  Is it simply to transfer that entire section into a written process, where they would be asking their questions in writing?  


MR. QUESNELLE:  That's what I understood it, yes. 


MR. MILLAR:  Or was it to appear by Skype or over the 

telephone? 


MR. QUESNELLE:  That was the initial proposal.  Now the suggestion is we would do it in writing. 


MR. MELCHIORRE:  Correct.  Just to speed the process up and allow more hearing time. 


MR. MILLAR:  Yes.  I just wanted to make sure we understood the proposal.

MR. QUESNELLE:  Thank you, Mr. Melchiorre.

Mr. Mondrow? 


MR. MONDROW:  Thank you, Mr. Chairman.  We are one of the parties that indicated an interest in cross-examining NOACC.  We only have ten minutes, as Mr. Millar noted.  I'm not going to object to Mr. Melchiorre's proposal at this point.  I'm a bit concerned, and I understand the exigencies in the schedule, but if there is evidence filed, cross-examination in person, examination in person is, in my view, a little more effective than written questions and answers.  There is a reason we have a discovery and then a cross-examination.  


Having said that, I don't want to bring Mr. Melchiorre's witnesses here necessarily for a ten-minute cross-examination.  I will review my thoughts on that, and if I have a concern with the suggestion, I will engage with Board Staff and Mr. Melchiorre.  So I'm not objecting now, but I just wanted to throw up a flag that I'm not agreeing either.  So it is subject to a requirement that they attend, which I may not assert, but if I need to, I will do so. 


MR. QUESNELLE:  Well, given the option is to have your 

witness engage through Skype or other like means, we can probably respond to any concerns quite readily on Monday or Tuesday.


MR. MELCHIORRE:  They will be available either way. 


MR. QUESNELLE:  Okay.  Thank you very much, Mr. Melchiorre.


Mr. Kaiser?

Cross-Examination by Mr. Gordon Kaiser:


MR. GORDON KAISER:  Thank you. Mr. Goulding.  I'm going to refer you to the Figure 4, page 14 of your evidence.  This chart has been discussed in some detail, and I'm concerned only with the two funding models on the left side, the internal utility cross-subsidization and the 

jurisdiction-wide cross-subsidization.  On the top, I'm only concerned with the far right column, "Administrative Simplicity and Transparency."  


Now, can I assume that administrative simplicity might be a code word for regulatory burden?  


MR. GOULDING:  I think that regulatory burden is embodied within administrative simplicity, yes.  


MR. GORDON KAISER:  And we generally know what transparency means.  


Now, you have set out here -- and I accept Mr. Janigan's point that we have no hard numbers here, but if I look at the balls correctly, internal cross-subsidization is a loser; it is four times as expensive and has one-quarter of the transparency.  Is that more or less the direction?  


MR. GOULDING:  Could you just repeat that so that I 

understand it?  


MR. GORDON KAISER:  Looking at the column "Administrative Simplicity and Transparency" -- 


MR. GOULDING:  Yes, yes. 


MR. GORDON KAISER:  -- and looking at the two funding 

mechanisms mentioned, internal utility cross-subsidization, on the one hand, and jurisdiction-wide cross-subsidization, on the other hand, and looking at the two balls, I can conclude, if they're equally weighted, that is to say, transparency and regulatory burden, that internal utility cross-subsidization is the clear loser.  It is four times as expensive, or has four times the regulatory complexity, and it has one-quarter of the transparency.  



Is that what these balls tell us? 


MR. GOULDING:  I believe that is the opposite.  So the key is strong versus weak.  


So in this particular graphic, what is intended is that the internal utility cross-subsidization with regards to administrative simplicity and transparency would be ranked better, stronger than jurisdiction-wide cross-subsidization. 


MR. GORDON KAISER:  You're quite right.  I misspoke.  The loser is jurisdiction-wide cross-subsidies.  It is the one that, in your analysis, is four times more expensive and has one-quarter of the transparency.  


MR. GOULDING:  Yes.  I am just concerned about using the word "expensive" as opposed to a more general view of the internal utility cross-subsidization having stronger 

characteristics with regards to administrative simplicity and transparency, one element of which may be expense.  


MR. GORDON KAISER:  Well, that is why I tried to raise it to the concept of regulatory burden. 


MR. GOULDING:  Of course. 


MR. GORDON KAISER:  This is something this Board worries about. 


MR. GOULDING:  Yes. 


MR. GORDON KAISER:  They don't go worrying about 

administrative simplicity too much.  They ask themselves -- the question:  Is there going to be more regulatory burden or not with one process versus the other. 


I take it that the case is that, with jurisdiction-wide cross-subsidization, it is your view there is greater regulatory burden?  


MR. GOULDING:  That's correct. 


MR. GORDON KAISER:  All right.  So when we have internal utility cross-subsidization and these utilities are collecting these monies, you would agree there is going to be some regulatory process looking at each of these utilities -- in this case, two; there could be more -- reviewing the use of those funds, the expenditure of those funds, what they do with those funds.  Is that fair?  


MR. GOULDING:  I don't think that is different from the processes that are in place now, substantially.  


MR. GORDON KAISER:  Well, right now they don't even have these funds.  They don't exist.  They don't have to look at them.  They have never seen them in a regulatory proceeding.  This is something they're going to have to look at in some regulatory proceeding; correct?  


MR. GOULDING:  Yes.  


MR. GORDON KAISER:  Let's suppose that, instead, we look at jurisdiction-wide.  And let's suppose this Board, for one reason or another, says, "You know what, utilities, why don't you just send the money to us?  We will administer this fund." 

In that case, we don't need a regulatory process.  The Board doesn't need to regulate themselves.  There would be no addition to regulatory review, and surely there would be greater transparency.  


Wouldn't that be the better model?  


MR. GOULDING:  I'm not convinced that I accept all of your premises, in that this fund administered by the Board would need, if it were properly administered, to have annual reports.  It would need to have folks at the Board to actually administer and direct where it goes.  It would need to, you know, possibly be set up in a segregated account.  There would still need to be a set of accountability mechanisms that are set up with regards to this new fund.  


And I think in some ways, meaning no offence to the Board, but the fact that the Board can oversee a standalone account within a regulated company provides great transparency relative to something that could be, you know, administered from a room in this building and be a line item in a budget somewhere.


And I think it would be beneficial, if that's the way that you were going to go -- again, I'm not suggesting in any way that the Board would do this badly -- but that you would actually need to put in place transparency mechanisms and periodic hearings and various things that would force that transparency to take place.  


MR. GORDON KAISER:  Well, there's going to be a review regardless of where that takes place.  You're right about that.  And the Board review could conceivably look at -- let's assume the money came in once a quarter and they could issue a report once a quarter.  They do that in lots of things and say, "Here's what has come in, and here are the orders that we have issued directing the funds to go to A, B, or C for that purpose."  That's pretty transparent.  


MR. GOULDING:  So what would be interesting about that process would be whether, in addition, you would have the ability to examine the decisions that the Board made with those allocations, to challenge the Board with regards to what's been done in the same way that you could bring those topics up in the context of a regulatory hearing.  


MR. GORDON KAISER:  But to the extent -- I will end here, because I know time is of the essence.  To the extent the analysis is going to be identical, whether it's done by the utility, what they're doing is going to be the same thing:  The money is going to be there.  It is the same money for the same purpose, the same review.  It's just whether the utility is standing in the way, and there has to be some utility hearing within the context of some utility process, or the Board creates a separate administrative process, whether you create outsider review in one or the other, or they may be in both.  


But isn't it arguable that the regulatory burden would be less if the Board administers it within its own process?  


MR. GOULDING:  So I think you just referred to having to set up a separate process.  I would say, in and of itself, that is an additional regulatory burden relative to having something that is embodied in existing processes.  


So while I agree that we can design a range of mechanisms that could achieve similar goals, in my opinion, setting up this particular process for relatively small system expansions would result in additional regulatory burden.  


MR. GORDON KAISER:  Let me just add one final point.  And I don't know whether you considered this in your analysis.  But we just had some discussion from the previous questioner that said, well, what if the benefits to the citizens of Ontario at large are not materially different than the benefits to existing gas ratepayers.  


Let's suppose this Board, just for the purpose of this question, says, you know, "We think all gas customers should pay this subsidy, not just the customers of Union and Enbridge."  There will be now five utilities collecting funds and five utilities reporting; and five regulatory processes, even if it is done within the utility, would take place, either as a separate proceeding or within their rate case or whatever quarterly review functions that go on. 


Does that change your view?  


MR. GOULDING:  So, in your example, are you assuming that those five utilities are collecting and paying for system expansions within their territory or that they are sending the money around to the other utilities?  


MR. GORDON KAISER:  No.  I'm assuming that if they -- if any utility in this regime, as the regime unfolds, as it will, if it doesn't spend the money, it's going to have to spend the money to the Board, and the Board might say -- make some decisions as to what to do with the money that is not spent.  


It may be, let's say, it's obviously going to be Kitchener or Kingston or NRG that is brought into the fold.  If the Board makes that earlier decision -- we want all gas customers in Ontario to pay -- they can do that for equity reasons.  They do it to raise more money so there is less burden on individual customers. 


You'd admit it is an option that is open to the Board in this proceeding?  


MR. GOULDING:  Yes.  Well, subject to the caveat that I'm not a regulatory lawyer and so...


MR. GORDON KAISER:  Leave aside the legal question.  If there is a legal problem, there is a legal problem with more than this example.


You would agree that increases the complexity of it, if that happens, and may call for a different administrative procedure and may suggest that some more efficient administrative procedure with the Board handling the funds might be better?  


MR. GOULDING:  So I'm just trying to follow this example through.  So, in this particular case, we're saying -- 


MR. GORDON KAISER:  Well, no.  Let me explain.  I may have done a bad job there.  I'm sorry. 


MR. GOULDING:  Perhaps I did a bad job of listening. 


MR. GORDON KAISER:  No.  I did a bad job.  You tricked me.  I shouldn't have fallen for that. 


[Laughter] 


MR. GORDON KAISER:  In the case where we have five utilities and we bring in the stragglers, Kitchener and Kingston and NRG, they likely don't have projects.  So they are just going to send their money to Washington, as we used to say, which, in this case, is Toronto.  If that happens, there is going to be a regulatory process at two places.  Do you agree?  


MR. GOULDING:  So the regulatory process that you envision in two places would be, first, the review at the utility level and then the review at the Board level with regards to sending them funds back out?  


MR. GORDON KAISER:  Yes. 


MR. GOULDING:  So I agree that involving five utilities in funding programs that occur at other utilities would increase the administrative burden relative to internal utility cross-subsidization.  


MR. GORDON KAISER:  All right.  Thank you.  


MR. QUESNELLE:  Thank you, Mr. Kaiser.  


Mr. Brett.  

Cross-Examination by Mr. Brett:

MR. BRETT:  Thank you Mr. Chair.


Good morning, panel.  Could you turn up page 20, please, of your evidence?  My first question is on paragraph 4.1.1.  It's just a small question of fact here.  


When you -- in the fifth line, you talk about the NYSPC's 1998 policy.  Do you mean the '89 policy there?  Should that read the '89 policy?  


MR. BROOKS:  Yes, that's correct.  


MR. BRETT:  Okay.  Thank you.  


Now, in your analysis of other jurisdictions -- and leaving aside New York for a moment -- you analyzed -- I'm going to try and wrap this into one question just to speed things along, but you analyzed several jurisdictions:  North Carolina, Nebraska, Ontario electricity, Alberta electricity, and then on the telecom side, U.S. telecom, federal telecom, and Canadian federal telecom; right?  


MR. GOULDING:  Yes. 


MR. BRETT:  And my reading of these -- of your evidence and that part of your analysis is that, in each of the cases that I mentioned the initiative or the policy, if you like, with respect to expanding natural gas service or telecom service or electricity service into rural or underserved areas was underpinned by a statute.  Do you agree with me?  


MR. GOULDING:  I believe we had a response to an IR in that regard. 


MR. BROOKS:  We did, yes.  That's correct. 


MR. BRETT:  Sorry?  


MR. BROOKS:  Yes, that's correct.  


MR. BRETT:  Okay.  And one other question:  Would you agree, generally speaking, that the strongest manner in which a government can communicate or articulate or support any idea or policy it has is to legislate that -- on that matter.  Would you agree as a general proposition?  


MR. GOULDING:  So I'm not sure that I would completely agree with you, and let me explain why.  And I think it's to a certain extent unique to this particular province, but I would argue that, in addition to legislation, there are directives, and I think those directives are also a pretty clear expression of policy.  


MR. BRETT:  All right.  That's fine.  With that caveat, would you agree with me?  


MR. GOULDING:  Yes.  


MR. BRETT:  Thank you.  Those are my questions.  


MR. QUESNELLE:  Thank you, Mr. Brett.  


Ms. DeMarco, did someone get to your question?  If not, please go ahead.  


MS. DeMARCO:  They haven't.  Apologies.  

Cross-Examination by Ms. DeMarco:


MS. DeMARCO:  Can I ask you to pull up Union Schedule 1, page 12, which is your Bonbright principles?  

Very simply, Mr. Goulding, these principles 

are outlined as rate-making principles.  That's fair?  


MR. GOULDING:  Yes, I believe we've called them rate design principles here.  


MS. DeMARCO:  Thank you.  And I want you to focus 

specifically on the second-last one of non-discrimination.  Safe to say that it's a fair principle applicable to rate design or rate-making?  


MR. GOULDING:  Yes. 


MS. DeMARCO:  Is it also fair to say that would also be a principle applicable to access to services that give rise to those rates?  


MR. GOULDING:  Yes. 


MS. DeMARCO:  Thank you.  Those are my questions.  


MR. QUESNELLE:  Thank you, Ms. DeMarco.


Any redirect, Mr. Keizer?  Oh, sorry, I apologize.  I forgot CPA.  


MR. RICHMOND:  That's all right.  Thank you.  

Cross-Examination by Mr. Richmond:


MR. RICHMOND:  Mr. Goulding, we have worked together 

in the past, and I respect your opinion as an economist, so I want to ask your views on an economic question.  We have brought a visual aid, if we can put that up.  It's very important; it would be tough to understand the question without it.  There we go.  Thank goodness.  


I want you to imagine, Mr. Goulding, two houses, A and B.  And as you can see, they are -- consider them to be identical in every way with one exception.  House A has no gas service and no opportunity to connect, and house B does have gas service available.  


In your opinion, which of the two houses has the higher economic value?  


MR. GOULDING:  Just so that I understand the difference between the two, it's that one has the ability to connect and one does not.  Is that correct?  


MR. RICHMOND:  Yes, yes. 


MR. GOULDING:  So I would argue that the one that has the ability to connect has the higher value. 


MR. RICHMOND:  Okay.  Now, let's just look at house A, this is the one with no gas service.  Imagine that suddenly gas service became available.  What do you think happens to the value of that house?  Up?  Down?  The same?  


MR. GOULDING:  Oh, all things being equal, I believe that the value of that house would increase.  The magnitude would depend on a variety of factors. 


MR. RICHMOND:  And what would be the corresponding impacts on the wealth of homeowner A?  


MR. GOULDING:  Just to be clear, homeowner A is the one that has gotten service, or has the ability to connect?  


MR. RICHMOND:  Right.  The one we were just talking about that just received the ability to connect.  The house value went up; would you say their wealth has gone up, down, or is the same?  


MR. GOULDING:  Presuming that they have the ability to 

connect economically and the value -- it's not just a 

hypothetical ability to connect.  It has to be the ability to connect economically.  Then the value of that property in theory, all other things being equal, should have increased somewhat.  


MR. RICHMOND:  Now let's look at house B.  So this is the one that already had gas service, and let's assume they're connected.  Imagine that suddenly its owner was told they would have to pay a new charge every month and that all of that money would go towards the cost of house A's new connection.  It wouldn't affect their own house, house B, at all.  


What's the impact on the wealth of homeowner B, the one whose monthly gas charge just went up?  


MR. GOULDING:  So I just want to make sure that I 

understand the hypothetical, which I believe is a little bit different than the situation that we're talking about here today.  So you're saying that house B is paying for the entirety of the connection of A?  


MR. RICHMOND:  No, not the entirety, but is going to pay a charge, and the only purpose of that charge is to help homeowner A connect.  There is no impact on homeowner B. 


MR. GOULDING:  So looking narrowly at their wealth, their wealth would fall.  


MR. RICHMOND:  Thank you.  I'm done with that exhibit.  I just have two more questions.  

I want to bring up Figure 4 again, which is the one with the balls on page 14.  I just want to focus on the far right-hand bottom, so taxpayer-funded administrative simplicity, and you have given that one-half points, let's say.  And as I have read your narrative, the explanation 

for that is that there could be administrative burden associated with legislative change that is required.  That is the reason you give in the explanation. 


What if the government just cut a cheque from general 

revenues to be used for expansion, and just said, "Union, here is a cheque.  Go connect Kincardine"?  So no tax changes, no regulatory changes, just general revenue.  Would that circle change?  


MR. GOULDING:  So under that example, that would -- I think my only concern is that there's short-term simplicity and long-term simplicity; right?  


And in this context, I'm not sure that it would be that simple.  But let's imagine a world in which there are no parliamentary inquiries and discussions, and the government could simply write a cheque without such oversight.  Then I would agree that, you know, receiving a cheque without changing rates, without tracking the money, or doing any other thing would be administratively simple.  


MR. RICHMOND:  The final thing I wanted to ask you about:  You referred earlier today to the ripple effects, the economic ripple effects from the investment for these expansion projects.  I assume we all know what that means.  But why don't you take 30 seconds to explain what you mean by "ripple economic effects," how that works?  


MR. GOULDING:  Sure.  I apologize for using a generalized term when I was speaking about the multiplier effect of the additional spending power that a customer would have when they have a savings on their energy bill.  


And so those savings, in turn, a portion of those are spent, some in their community, some outside of their community, and there's both the direct impact of that spending as they spend it inside and outside of their community and then the impact that that spending, in turn, generates from the additional economic activity that follows on from the initial spending.  


MR. RICHMOND:  And the customer you're talking about there in the present case is the new customer, the newly-connected customer?  


MR. GOULDING:  Yes, house A.  


MR. RICHMOND:  Right.  If we don't approve Union's proposal or Enbridge's proposal, and basically if we don't have subsidies from existing customers, so the existing customers -- now, you are not taking money out of an existing customer's pocket to put into this project, so the existing customer keeps that money -- is it your assertion there is no ripple effect, that that money doesn't get multiplied?  


MR. GOULDING:  I think we need to be aware of the 

differences in potential magnitude here.  So when we look at the design that Union has proposed, which was looking at less than $24 a year in terms of rate impact on the existing customer, and I'm just going to use this as a hypothetical, but I believe it is consistent with an exhibit that was presented to me earlier today.

So, from memory, I'm taking a hypothetical number of $1,661 from that particular exhibit.  

In this particular example we're saying, okay -- again, in my hypothetical, our existing customer is losing about $24 a year.  Another customer somewhere else on the system is gaining savings of $1,661 a year.  And consequently it is certainly possible to develop a scenario in which that customer that has paid the extra $24 achieves a return equal to or greater than that $24 through the multiplier effects. 


MR. RICHMOND:  Sorry, is there just one customer saving $24?  There is not.  There is thousands of customers saving $24 for that one customer -- 


MR. GOULDING:  Certainly.  But --


MR. RICHMOND:  The total amount is the same.  The 1,661 comes from one pocket and goes to another.  There would be multiple -- hundreds of people paying $24; right?  


MR. GOULDING:  Certainly.  But when we think about the potential multiplier on, let's say, an additional meal at Tim Hortons versus buying, let's say, an additional hypothetical appliance manufactured in Ontario -- I have to caveat that I'm not sure that there are any appliances that are currently manufactured in Ontario anymore, but I would still argue that we may be able to develop a circumstance in which there was a return on that $24 even if that $24 is, in fact, a large magnitude when multiplied across multiple customers.  


MR. RICHMOND:  Sorry, you've lost me, then.  


MR. GOULDING:  I apologize.  I --


MR. RICHMOND:  Is there a multiplier regardless of whether the money is in the pockets of a customer in Kincardine or a customer in Toronto?  


MR. GOULDING:  So what I'm suggesting is that, because the orders of magnitude of the changes in income are quite different -- that is, the customers that are saving are seeing a much bigger savings and potentially then have a different change in consumption patterns than the customer that has a very small savings -- that, in turn, is likely to have different multiplier effects.  


MR. RICHMOND:  So the existing customer is more likely to stick more of it under their mattress than the -- on a percentage basis than the new customer?  They're not going to go out and spend?  


MR. GOULDING:  So I would suggest that the $24 will have -- and again, this is all hypothetical.  It is not based on additional quantitative research that would need to be performed.  But I would suggest the possibility that the multiplier effect would be less potent for the customer saving $24 because of the types of things they're likely to spend that saved money on than it would for the customer that saved $1,661.  


MR. RICHMOND:  I just want to -- I apologize.  I want to take this one step further, the last one on this point, and this is my last line of questioning.  


If all of those $24 customers went to Tim Hortons, Tim 

Hortons would now have $1,661, and they might buy a new appliance.  Wouldn't you agree?  


MR. GOULDING:  It is certainly one of many possibilities, yes. 


MR. RICHMOND:  Thank you.  


MR. QUESNELLE:  Thank you, Mr. Richmond.  


Any redirect, Mr. Keizer?  


MR. CHARLES KEIZER:  No, we do not. 


MR. QUESNELLE:  Thank you very much.


Just for expediency sake, we are looking for a change in the witness panels -- thank you very much, Mr. Goulding, Mr. Brooks.  I appreciate your responses this morning -- if we could just do this on the fly.  Mr. Richmond and Ms. Brazil, have your witnesses take their positions.  We will carry on.  


Ms. Brazil, whenever you are ready.  


MS. BRAZIL:  Yes, we have two witnesses for the panel today.  That is Andrea Labelle -- she is the executive director of the Canadian Propane Association -- and also Gerry Goobie.  He is a principal at Gas Management.  And I would just ask that -- sorry, Gas Processing Management Inc.  And I would just ask that they be affirmed.  


MR. QUESNELLE:  Thank you.  

Witness Panel:


Andrea Labelle,


Gerry Goobie; Affirmed.

MR. PASTIRIK:  Thank you.  


MR. QUESNELLE:  Ms. Brazil. 


MS. BRAZIL:  Now, we haven't asked for any time for any examination-in-chief, but with respect to qualifying Mr. Goobie, we would be prepared to lead the Board through his qualifications, if that would be of assistance.  


MR. QUESNELLE:  I don't know that that is required for our purposes.  I think we have it on the record, unless someone else needs to have that.


Ms. DeMarco?  


MS. DeMARCO:  Can I ask precisely what he is being qualified as an expert in?


MS. BRAZIL:  Yes.  He is being qualified as an expert in the propane industry, and, in fact, I can actually allow Mr. Goobie to provide a very brief explanation of his expertise, if that would be of assistance.  


MS. DeMARCO:  I have a very narrow question.  There is some GHG references within the evidence, and it is safe to assume that he is being qualified to speak as an expert in relation to those GHG emissions in the evidence?  


MS. BRAZIL:  Yes.  In our view, part of Mr. Goobie's expertise is on issues that are related to the propane and natural gas industries, and one of those things are emissions.


MR. QUESNELLE:  Thank you.  With the same caveats that we had for the previous witness panel, this panel accepts that.  No need -- yeah.


MS. BRAZIL:  Then our witnesses are prepared for cross-examination. 


MR. QUESNELLE:  Okay.  All right.  Thank you very much.

We have a note that availability of -- Mr. Goobie, you are only available today, I understand? 


MR. GOOBIE:  That's correct. 


MR. QUESNELLE:  Okay.  So if anybody -- and I think, Mr. Janigan, you had put forward that you had specific questions for Mr. Goobie based on his -- I take it the report that he prepared for the CPA.  Would you be prepared to go first then, just in case?  I'm just being -- exercising some caution here.  If we run out of time we want to make sure that, if we do have to have Ms. Labelle back, I think you are available to come back next Tuesday, so if we run out of time, but -- because we do have a hard stop at one o'clock.  


MR. JANIGAN:  Thank you very much --  


MS. DeMARCO:  Mr. Chair, just before -- I just want to register that we do have a few questions for Mr. Goobie as well. 


MR. QUESNELLE:  Okay.  Thank you, Ms. DeMarco. 


MR. JANIGAN:  Thank you, Mr. Chair.  

Cross-Examination by Mr. Janigan:

MR. JANIGAN:  Mr. Goobie, as I understand your evidence, your position is that, while there may be overall societal benefits in moving to natural gas, in any particular market this may or may not be true.  Is that correct?  


MR. GOOBIE:  Yes.  


MR. JANIGAN:  It is also your belief that, in some of these markets, there will be a destructive economic impact of displacing alternate fuels?  


MR. GOOBIE:  That's correct. 


MR. JANIGAN:  Have you made a study of the individual communities that are the subject of Enbridge and Union's applications in this matter?  


MR. GOOBIE:  No, not the specific communities.  


MR. JANIGAN:  Okay.  So you wouldn't be able to tell us whether any of these communities rely more heavily on propane as a home fuel source?  


MR. GOOBIE:  Other than the evidence that was presented by Union in terms of the penetration rates and so forth, I accept that information as presented.  


MR. JANIGAN:  Now, we heard testimony yesterday from some witnesses in communities where effectively they had to rely on wood for fuel.  Are these the kind of communities that propane could serve or will serve?  


MR. GOOBIE:  In almost all cases I would say, yes, propane is a very easily transported, clean-burning fuel, and can serve all sort of communities.  It is especially well suited to rural communities far afield as well as many others.  But certainly communities that rely on wood most likely are remote kinds of communities that propane would be a good fuel for them.  


MR. JANIGAN:  Do you know if the propane industry has made any initiatives in these kinds of communities?  


MR. GOOBIE:  I can't say specifically.  No, I don't have any specific knowledge of that, so I can't really say.  


MR. JANIGAN:  Now, as I understand it from a response to interrogatories from Board Staff and others, it is also your position that the so-called stage 2 and stage 3 tests that are associated with EBO 188 -- or actually EBO 134, which I understand measures societal costs and benefits, should not also be considered.  Am I correct in that?  


MR. GOOBIE:  I'm not sure that refers to my evidence.  


MR. JANIGAN:  Okay.  What is your position with respect to things like societal costs and benefits, in relation to considering whether or not we should expand natural gas into uneconomic communities?  


MS. LABELLE:  I will take that. 


MR. GOOBIE:  Please. 


MS. LABELLE:  My position is that I didn't think that this Board was contemplating societal benefits.  I think that is a government position to take, and they have not directed the Board to take that position at this time.  


MR. JANIGAN:  If the Board were inclined to utilize such analysis, can you comment on the level of detail and work that might be involved in analyzing the 60 different communities that are associated with this application? 


MS. BRAZIL:  If I may jump in for a second.  We did have a third witness who was prepared to appear next week, and that's Navigant.  They provided an economic analysis that I think probably was the basis for this line of questioning.  But we have been advised that no one wanted to ask any questions of then.  So they're not going to be appearing next week.  But I think that maybe this line of questioning may have been kind of within the area of expertise of that economic expert as opposed to Mr. Goobie's report.  I am not sure he can really speak to that for you.  


MR. JANIGAN:  Okay.  I'm afraid I haven't divided these questions up into the individual witnesses.  If it is something that doesn't fall within their level of expertise, they can indicate that, and we will proceed ahead accordingly.  


I have a question with respect to the position in relation to returns on invested capital and the position of CPA that you have a concept that lower returns on subsidized invested capital should be allowed by the Board. 


MR. QUESNELLE:  I take it that is a Navigant area of 

expertise again? 


MS. BRAZIL:  If that has to do with kind of "of versus on" question, return on capital, then, yes, that was something that was unfortunately addressed in the Navigant report.  


MR. JANIGAN:  Okay.  That's fine.  


I realize that I have missed my chance with Mr. Bud, but I wonder if you could take an undertaking with respect to whether the LDCs should get a debt rate return on the subsidized capital or nothing at all.  


MR. QUESNELLE:  I'm just going to canvass at the same time here.  Did others have the understanding that they would not be -- or put their minds to whether or not they needed further probing on the evidence from Navigant?  No?  

Okay.  If this is a one-off, we can deal with it that way.  Thanks, Mr. Janigan.  


MR. JANIGAN:  Is that possible you can undertake to ask him that question?  


MS. BRAZIL:  We will ask him on a best efforts basis. 


MR. JANIGAN:  Thank you. 


MR. MILLAR:  J2.2. 
UNDERTAKING NO. J2.2:  To undertake to ask Navigant whether the LDCs should get a debt rate return on the subsidized capital or nothing at all


MR. JANIGAN:  Now I have a question concerning propane 

versus natural gas prices.  Is that something Mr. Goobie can deal with?  


MR. GOOBIE:  Yes, it is.  


MR. JANIGAN:  To summarize your position with respect to Union Gas, you were saying they're using an incorrect price in terms of their comparisons for auto propane and not residential.  Can you explain to us a little how the propane market works in the sense of home purchases?  


MR. GOOBIE:  Yes.  I think the important point to remember here is that the auto propane market and the residential propane market are very different markets, different customer types, different volumes, different demand profiles.  And so in order to determine whether there is an economic benefit to switching from propane, say, to natural gas, you must really look at residential prices and not auto propane prices. 


The data that was in Union's original application utilized auto propane prices, and I indicated, in my report, that certainly since the -- since 2012 or so, residential propane prices were less than auto propane prices, and those are a much more appropriate price reference to use than auto propane.

MR. JANIGAN:  Can you also give an indication of how many suppliers are generally in areas similar to what we're considering here and the competitiveness, overall competitiveness, of the market?  


MR. GOOBIE:  For the number of suppliers, I think I would turn to Enbridge -- 


MS. LABELLE:  Eighty to a hundred. 


MR. GOOBIE:  Eighty to a hundred.  And the competitiveness, it is a very competitive market. 


It's -- as we indicated in the report, consumers are free to switch suppliers, and so the propane distribution companies have to be very competitive in their offerings of price, service levels, volume incentives, all sort of things like that.  It is a very competitive market.  


MR. JANIGAN:  Is it your position that the price for residential propane is close to converging on the price of natural gas?  


MR. GOOBIE:  The propane prices in general in North America have declined quite significantly in the last several years, largely because we effectively have a glut of propane in North America.  So propane prices overall are trending more towards natural gas prices than historically. 


Historically, for example, you would see propane prices tended to be considered to be a proportion of crude prices.  Today, with the large surplus of propane and most of the propane comes from natural gas processing, you tend to see propane prices more related to the cost of natural gas plus the cost of extraction.  


MR. JANIGAN:  As you are aware, Enbridge, in this proceeding, wants to transport liquid natural gas and build facilities accordingly.  Can you comment on the difference in prices between LNG and propane?  


MR. GOOBIE:  I don't have a good handle on LNG prices.  Certainly for residential areas, that is not something I have looked at in any depth.  So I'm afraid I can't really comment on that for you.  


MR. JANIGAN:  Thanks very much, panel.  Those are all of my questions for this panel. 


MR. QUESNELLE:  Thank you very much, Mr. Janigan.  


Ms. DeMarco?  You're next. 

Cross-Examination by Ms. DeMarco:

MS. DeMARCO:  Thank you, Mr. Chair, and thank you panel very much.  

I only have a few questions of clarification, which I believe are dealing with the third part of the evidence which is predominantly relating to subsidization, and that third part relates to need. 


So if I can ask you to turn to page 4, starting at about line 14 or 15 of your evidence.  


MR. GOOBIE:  CPA's evidence?  


MS. DeMARCO:  Yes, CPA evidence, which I understand has as an appendix, your evidence, Mr. Goobie.  Is that right?  


MR. GOOBIE:  Yes. 


MS. DeMARCO:  Yes.  I take it -- is it fair, Ms. Labelle, that the CPA's view on the broader issue 4, as it relates to First Nations, is that the OEB should not consider changes to EBO 188 for First Nations community expansion projects?  Is that fair?  


MS. LABELLE:  I think this is an all Ontarians issue and not just a First Nations issue. 


MS. DeMARCO:  I am asking you specifically with respect to First Nations.  Is it your view that they should not consider changes specifically for First Nations communities?  


MS. LABELLE:  Yes.  


MS. DeMARCO:  And your evidence, you go on at line 15, as I understand it, to state that:

"If the Board considers natural gas expansion to certain groups, including First Nations' communities, it would violate the Board's duty to consider the public interest as a whole."

Do I have that right?  


MS. LABELLE:  That refers to cross-subsidization; right?  


MS. DeMARCO:  Very specifically it says:

"Expansion to rural consumers violates -- remote and rural consumers violates the Board's duties  -- duty to consider the public interest as a whole."


Is that right?  


MS. LABELLE:  Correct.  


MS. DeMARCO:  And so you are aware that the Ontario Low-Income Energy Assistance Program allows for subsidization for both natural gas and electricity in Ontario?  


MS. LABELLE:  I believe that is public funding, if I am correct.  


MS. DeMARCO:  But it allows for subsidization there?  


MS. LABELLE:  Okay.  


MS. DeMARCO:  And certainly the Ontario Energy Support Payment also allows for subsidization there?  


MS. LABELLE:  Again, public funding, but, yes. 


MS. DeMARCO:  Okay.  Thank you.


Now, I'm going to ask you to turn to Mr. Goobie's report, which I believe is at tab 9, marked as Exhibit 9 of the CPA evidence.  And specifically I am going to be referring to the chart at page 9, which is the annual estimated cost of energy.


But, first, can I ask, Ms. Labelle, how many First Nations communities are served by propane in Ontario?  


MS. LABELLE:  A minimum of 42, actually.  


MS. DeMARCO:  And how many First Nations customers are served by propane in Ontario?  


MS. LABELLE:  I wouldn't know that, because that is proprietary information to the operators, retailers. 


MS. DeMARCO:  So a significant number, 42 communities?  


MS. LABELLE:  Right.  


MS. DeMARCO:  Great.  Thank you.  


The chart you provide on -- it is, I believe, Figure 1 at page 9.  The sentence, the first paragraph that precedes that indicates:  
"In recent years, residential propane prices in southern Ontario have been significantly below auto prices."


How are you defining southern Ontario there, Mr. Goobie?  


MR. GOOBIE:  I would have to look at a map -- sorry, really, if I had a map it would be easier to explain, but really the whole area of the peninsula from east of Toronto all the way down to Sarnia, including down along the lakes and all of that --  


MS. DeMARCO:  Can I ask you to undertake to provide us with a map showing us exactly how you're defining southern Ontario?  


MR. GOOBIE:  Sure.  Yeah.  It is that area where I received data for.  


MS. DeMARCO:  Or maybe if it is simpler for the undertaking to mark up Exhibit K1.4, which is a map showing the location of our First Nations communities and where the line goes between what is southern and northern in your evidence.  Do I have that undertaking from you?  


MR. GOOBIE:  Sure.  


MR. MILLAR:  J2.3. 
UNDERTAKING NO. J2.3:  TO MARK UP EXHIBIT K1.4, WHICH IS A MAP SHOWING THE LOCATION OF OUR FIRST NATIONS COMMUNITIES AND WHERE THE LINE GOES BETWEEN WHAT IS SOUTHERN AND NORTHERN IN YOUR EVIDENCE.


MS. DeMARCO:  Thank you.


In Figure 1, we've established that those figures and numbers just apply to southern Ontario.  Can I ask you to undertake to please provide the same chart and figures for northern Ontario propane costs?  


MR. GOOBIE:  I don't believe I have that data.  


MS. DeMARCO:  Can you make a best efforts basis to undertake to get that data?  


MR. GOOBIE:  I can ask for data.  I'm not sure that I would be able to get it.  


MS. BRAZIL:  I just wonder if that is quite an onerous request, because it would require, like, surveys to go out of propane providers in, like, northern areas which --  


MR. GOOBIE:  Yes.  It would be an onerous request.  It would take a lot of time to get that kind of information.  As we indicated in the report here, the data that was used is proprietary, commercially sensitive.  It is not something that propane distributors just, you know, give out anytime anybody asks for it.  


MS. BRAZIL:  I just don't know that we could actually provide you with that in -- like, on a reasonable -- in a reasonable time.  


MS. DeMARCO:  So perhaps I can modify the request.  I understand the difficulties that are very fair.  


In the 42 First Nations that are served by propane, we're trying to get a sense of the propane costs in or around those 42 First Nations and, in particular, in and around the seven First Nations plus MoCreebec that are intervenors in this proceeding.  


MS. BRAZIL:  So are you asking us to survey the 42 First Nations or contact them?  


MS. DeMARCO:  No.  Give a reasonable proxy of costs of propane in those areas. 


MS. LABELLE:  The cost is different in every community and every circumstance.  I mean, it can be negotiated.  Some bands negotiate for their communities.  Some are, you know -- want more one on one.  It is not a one size fits all.  So it would be, honestly, quite difficult to narrow it down.  


MS. DeMARCO:  So safe to say that this chart in Figure 1 is applicable only to southernmost aspects of Ontario, and we have no data whatsoever in relation to the propane costs for those First Nations communities; is that fair?  


MS. LABELLE:  At this time, yes. 


MR. GOOBIE:  Yes.  I didn't receive any specific information on that.  


MS. DeMARCO:  Thank you very much.


And so can I ask you to turn to your Figure 2, which I believe is on page 10. 


MR. GOOBIE:  Yes. 


MS. DeMARCO:  Those numbers, the cumulative residential energy costs that you have got in Figure 2 -- 


MR. GOOBIE:  Yes. 


MS. DeMARCO:  -- just clarify for me:  Do those numbers just apply to southern Ontario as well, or is that all of Ontario?  


MR. GOOBIE:  No.  Just the southern Ontario area that I looked at. 


MS. DeMARCO:  Is there any way to get the data for the northern Ontario communities that are really needing expansion at this point?  


MR. GOOBIE:  It is the same answer as a moment ago.  It would be an enormous undertaking, and I am not sure I could even get the data.


MS. DeMARCO:  So safe to say, for what you've outlined in Figure 2, we have no data whatsoever relating to northern Ontario?  


MR. GOOBIE:  I have no data for that.  


MS. DeMARCO:  Thank you.


And now I'm going to ask you, Mr. Goobie, to be patient with me.  We're going into a part of my brain that hasn't worked for about 21 years or so relating to the GHG aspects of your evidence.  And, very specifically, I believe you start at it around page 18 on that.  I'm going to ask you to go through some stoichiometry with me. 


MR. GOOBIE:  Oh, okay, back to my chemistry days. 


MS. DeMARCO:  So methane -- we're going to have a chemistry moment.  And help me out here.  It has been a very long time, very rusty.


Methane is CH4, fair?


MR. GOOBIE:  That's correct. 


MS. DeMARCO:  The combustion of methane in the presence of oxygen, the combustion equation is CH4 plus 02 results in one CO2 molecule and two water molecules.  Fair?  


MR. GOOBIE:  Yes.  You actually need one and a half molecules of oxygen for -- per molecule of methane.  


MS. DeMARCO:  Excellent.


Let's talk propane.  Molecular formula of propane, C3H8.  Fair? 


MR. GOOBIE:  That's correct, yes. 


MS. DeMARCO:  In the presence of five oxygen molecules, when you combust it, we produce three CO2 molecules?  Four water molecules?


MR. GOOBIE:  Four water molecules.  I believe that is correct, yeah. 


MS. DeMARCO:  So, very simply, combusting methane, one molecule of greenhouse gas, CO2; combusting propane, three molecules of CO2 greenhouse gas.  Fair?  


MR. GOOBIE:  Yes.  


MS. DeMARCO:  So three times more greenhouse gas on a stoichiometric basis -- on a stoichiometric basis combusting propane than methane?  


MR. GOOBIE:  On a stoichiometric basis, yes, if you oxidize -- oxidize propane, that's correct.  You have to be very careful if you are going to translate that into how does it affect greenhouse gas emissions, because there is a difference -- there is a variety of different issues that come into play there.  


MS. DeMARCO:  So let's go there.  On an MMBTU basis, the amount of greenhouse gas emissions from combustion of propane relative to combustion of methane, do you know what that is?  


MR. GOOBIE:  There are a variety of measures of that.  I think in Union's evidence they provided, if I recall correctly, some data from the USEIA on that.  I forget what the exact numbers were. 


I refer to, in my report here, a report put out by PERC, which is the Propane Education Research Council in the States.  They did a thorough study of this issue, and when you really look at it, you know, the way to look at it is on a heat basis, not on a stoichiometric basis.  Obviously what you are -- what you burn propane or natural gas for is to obtain heat.  So the comparison is on a heat basis, typically.  And it depends on the application.  As PERC indicated, there is basically virtually very little difference if it is in a space heating, and it has a lot to do with the design of the equipment that is used, a somewhat larger difference in water heating.  But, overall, not a huge increase, but roughly less than 10 percent or even 5 percent, depending on how you look at it.  


MS. DeMARCO:  So you have referred to the EIA, the US EIA data.  Would you take, subject to check, that the greenhouse gas emissions reported by the EIA are 118 percent higher for propane than methane? 


MR. GOOBIE:  Subject to check, that sounds about right, yes.  


MS. DeMARCO:  Thank you.  A couple of questions very briefly about propane and safety.  


MR. GOOBIE:  Yes. 


MS. DeMARCO:  Can you provide us with an assessment of the number and nature of spills, leaks, and safety incidents associated with propane in Ontario?  


MR. GOOBIE:  I don't have –- 

MS. LABELLE:  That data is not tracked anywhere that I am aware of.  


MS. DeMARCO:  There is no requirement to report on spills, or leaks, or safety incidents with propane?  


MS. LABELLE:  Well, and we have a division, and it is called the Emergency Response Assistance Corporation, and they help with train derailments or truck derailments.  They assist first responders or second responders.  So there is a report process through Environment Canada and Transport Canada. 


But as far as, you know, a barbecue leak, no one -- I mean, the homeowner would have to report that, if there is an incident.  


MS. DeMARCO:  So the big data that you are talking about, that must clearly be collected somewhere?  


MS. LABELLE:  Somewhere.  


MS. DeMARCO:  Do you have that data?  


MS. LABELLE:  I do not.  I don't track it.  


MS. DeMARCO:  The Propane Association doesn't track -- 


MS. LABELLE:  Our emergency response division may, so I can check with them. 


MS. DeMARCO:  Would you undertake please to provide that data?  


MR. QUESNELLE:  Ms. DeMarco, could I take you back to your earlier line of questioning, where you were looking at the percentage difference of greenhouse gas emissions.  I have on the record here you said it was 118 percent higher, and we had an affirmative on that.  Is it 118 percent higher, or 118 percent in relation -- 18 percent higher?

MR. GOOBIE:  Eighteen percent higher.  I may have 

misunderstood. 


MR. QUESNELLE:  So it is not 118 percent higher. 


MR. GOOBIE:  Thank you for clarifying that. 


MR. QUESNELLE:  Is that what you meant to say, 118 percent higher or -- 


MS. DeMARCO:  Yes.  Maybe put it this way, 1.18 times. 


MR. GOOBIE:  Yes.  That's a better way to say it, yes. 


MR. QUESNELLE:  Thank you. 


MR. MILLAR:  With respect to the undertaking, I understood it was on a best efforts basis, and it is J2.4. 

UNDERTAKING NO. J2.4:  To undertake to provide information on spills, leaks, and safety incidents associated with propane in Ontario

MS. DeMARCO:  I'm sorry, Mr. Millar.  I didn't hear it on a best efforts basis.  Maybe I missed --


MR. MILLAR:  I understood they didn't know if they had the data or not. 


MS. DeMARCO:  One last question.  You are aware that, of course, the natural gas utilities are required to track and report on safety incidents and associated leaks?  


MS. LABELLE:  I'm not sure what regulations they have to that respect, actually.  


MS. DeMARCO:  Those are my questions. 


MR. QUESNELLE:  Thank you, Ms. DeMarco.


Does anyone else have questions specific to Mr. Goobie?  Dr. Higgin?

Cross-Examination by Dr. Higgin:

DR. HIGGIN:  Mr. Goobie, I am Roger Higgin for Energy Probe.  I'm trying to come back to, I will call it, the fencing between Union and yourself regarding numbers for costs and also conversion costs and so on that has gone on through interrogatories during this process.  


MR. GOOBIE:  Yes. 


DR. HIGGIN:  I am trying to nail this thing down. 


MR. GOOBIE:  Okay. 


DR. HIGGIN:  So Union has responded to us in its latest one, that is S15.Union-Energy Probe.15, which we'll pull up.  


If we can go to page 7 in there, it says:  
"Included in this table is a set of columns called home propane estimate."  


Are you aware of this table that Union produced in this?  We will wait -- or not.  We will wait until it comes up then.  Thank you.  We are trying to get past all of this to page 7 to the table that Union has provided.  Keep going.  Down, please, down -- right there.  Okay.  

So by segue into this, Union, at part (d) of our interrogatory -- I won't need to go there because of time 

-- it says that it has taken into account propane costs for 

figures on the basis of the average figures provided by GPMI -- that is yourself -- and Union's attempt to derive similar figures, which is outlined, and they discuss how they got the numbers.  


So looking at these numbers, the criticality of these 

numbers is they drive the question of savings to people that convert from natural gas -- from propane to natural gas.  That is the significance of this in this.  


So if you haven't seen these revised numbers, which they claim to fit with your numbers, can I have an undertaking for you to review this table and confirm or amend the appropriate versus natural gas costs that are shown in here for these applications, specifically for space heating and water heating for propane, just those two items, and also perhaps to indicate about the costs of conversion of, because they talk about that in there as well, of moving from propane to natural gas and the conversion costs?

As you know, there's been numbers thrown around all over the place, which range from $300 at one end up to -- you know, et cetera.  So could I ask you to review this and provide your comments, I'll say, and amendments to this based on your information so that we do have a set of numbers that we seem to have at least between Propane Association and yourself and Union Gas for these costs?  


MR. GOOBIE:  Well, I will comment I have not -- I believe I saw this in the mountain of paperwork that we went through.  I have not spent any time confirming or looking at these numbers to see exactly what they've done.  


I can, again on a best efforts basis, go through and see if I can reproduce those numbers and see if I understand them and agree with them, or if I have anything -- any changes to it.  


I have to point out my ability to respond to this promptly will be difficult.  I'm going to be awfully engaged over the next week or two.  I'm going to Asia, so my response -- my ability to respond to this might be constrained.  I'm not sure I can get you a quick answer, I guess, is the situation. 


DR. HIGGIN:  Mr. Chair, we think this is a critical issue to know what the differential is between propane costs and natural gas and the fact of conversion.  Propane is 43 percent of the market.  So, therefore, it is critical to know whether the savings for natural gas are appropriate and the costs of conversion to natural gas are appropriate, because it drives all of the savings data that has been 

presented by Union. 


MR. QUESNELLE:  Thank you, Dr. Higgin.  That is accepted; I recognize that.


Ms. Brazil? 


MS. BRAZIL:  We will make best efforts to get it to you as quickly as possible. 


MR. QUESNELLE:  If it is going to be any length of time, if you can let Board Staff know and respond what the timing is, because I think it is critical that we have this on the record here.  


MR. MILLAR:  J2.5. 

UNDERTAKING NO. J2.5:  To undertake to review the table in S15.Union-Energy Probe.15 and confirm or amend the appropriate versus natural gas costs that are shown for these applications, specifically for space heating and water heating for propane, and also to indicate about the costs of conversion of moving from propane to natural gas and the conversion costs

DR. HIGGIN:  Thank you, Mr. Chair.  I have other questions for the CPA, but those were my specific questions to Mr. Goobie. 


MR. QUESNELLE:  Thank you.  


MS. BRAZIL:  Sorry, I think there might be a little 

confusion.  So this is our full witness panel.  The only other witness that was -- that we may have provided would have been someone from Navigant, and we did have Ms. Labelle fly in today.  So to the extent there are any further questions for CPA, if we could fit them in, that would be ideal.  Otherwise -- 


MR. QUESNELLE:  We're going to carry on to one o'clock, and then we are going to have to stop there.  The idea was I thought Ms. Labelle was available next week.  That is the information I was working on. 


MS. BRAZIL:  To the extent she needs to fly back, we will make our -- 


MR. QUESNELLE:  And we might look at other methods of having further questions asked.  


Anyone else for Mr. Goobie on questions direct?  


Any redirect on anything that was posed to Mr. Goobie?  


MS. BRAZIL:  No.  


MR. QUESNELLE:  Okay.  Mr. Higgin, you want to carry on, then?  

DR. HIGGIN:  Yes.  Sorry, I would like to ask my other questions if it's appropriate. 


Can you please turn up a response to Energy Probe, which is S2.CPA Energy Probe.3?  I have a question about part (c), and it's an area that we will be exploring further with Union and Enbridge.  


The topic here -- I am looking at page 5 of the response, please.  Okay.  And I am looking at the response to our question, which says -- our question was:

"If EBO 134 stage 2 and stage 3 analyses were to be considered, what would be the framework and analyses?"  


And you have a response here in 3(c) and (d), and because of time we will just highlight your response that starts "no weighting," et cetera.  And so perhaps you would just explain that response quickly to us, summarize it.  You are putting zero weight on what should be done for stage 2 and stage 3 as it pertains, keyword, to community expansion or the economics that apply to community expansion, but you do say that, if the government is going to be giving money, then perhaps those analyses would be useful to determine how much of that money should flow to a particular community.  


So can you just confirm that that is your position on the use of those analyses?  


MS. LABELLE:  Exactly.  We believe that this is a public -- a government decision to make on public funding and how they use their funding and that the Board doesn't have jurisdiction to make those decisions at this time.  


DR. HIGGIN:  But you say that, if projects that merit and receive such, that analysis should be used to satisfy the EBO 188 profitability test if those grants are factored in.  


MS. LABELLE:  Correct.  


DR. HIGGIN:  Thank you very much.  Those are my questions.  


MR. QUESNELLE:  Okay.  Thank you.  


South Bruce?  Mr. Vellone.  We've got -- unless you can do it in five minutes, we won't bother. 


MR. VELLONE:  I have no questions. 


MR. QUESNELLE:  Okay.  Thank you very much.


EPCOR, Mr. Kaiser, do you have any questions for this panel?  


MR. GORDON KAISER:  No, sir. 


MR. QUESNELLE:  Okay.  Enbridge?  

Cross-Examination by Mr. Cass:


MR. CASS:  I will try to be very quick, Mr. Chair.  Thank you.


Panel, my name is Fred Cass, and I am a lawyer for Enbridge Gas Distribution.  


I wanted to touch quickly on the document you have referred to already today, I believe.  It is dated March 21st of 2016, and it is called "Evidence of Canadian Propane Association."  I think you have that with you.  I think Ms. DeMarco asked you some questions about it.  I don't intend to be long on this at all.  


MS. LABELLE:  Sorry, which one is it?  Oh, you are pulling it up?  


MR. CASS:  Yes.  


MR. GOOBIE:  You're referring to the CPA evidence, not to my evidence; is that correct?


MR. CASS:  I'm referring to this document, yes.  It's called "Evidence of Canadian Propane Association."  This document refers to the constitution.  It refers to legislation, It refers to court cases.  It refers to Board decisions.  I take it this did not come from either of you.  Am I right?  


MS. LABELLE:  No, that's clearly a legal opinion. 


MR. CASS:  Yes, thank you.  That is exactly where I wanted to go.  It appears to me to be a legal argument, and we can leave it for legal argument. 


MS. LABELLE:  Thank you. 


MR. CASS:  We're agreed on that?  


MS. LABELLE:  Yes. 


MR. CASS:  That simplifies things a lot.  Thank you very much.  Just one other area then quickly. 


You are here on behalf of the Canadian Propane Association.  You are able to speak, I assume, on behalf of the Ontario propane industry?  Would I be right in thinking that?  


MS. LABELLE:  Yes. 


MR. CASS:  And the Ontario propane industry will have to comply with the province's cap-and-trade regime that is expected to come into place in the not too distant future; correct? 


MS. LABELLE:  Correct. 


MR. CASS:  Yes.  So are there plans afoot for how the Ontario propane industry is going to achieve compliance with that cap-and-trade regime?  


MS. LABELLE:  We were part of the consultation process and participated with the province to help develop the framework, and, again, each business will comply and continue to work on that.  


MR. CASS:  So can you help us with the cost implications for the Ontario propane industry of compliance with that regime?  


MS. LABELLE:  Yes.  I believe it was approximately $70 a year impact to their bills.  Oil was approximately 90.  And natural gas 65, 70 -- or 60, 65. 


MR. CASS:  I see.  Where are you getting these numbers from?  


MS. LABELLE:  It was published -- I can -- it was published somewhere.


MR. CASS:  All right.  Would you be able to -- not right now, but provide that for us?  


MS. LABELLE:  Yes.  Yes.


MR. CASS:  Thank you. 


MR. MILLAR:  J2.6. 

UNDERTAKING NO. J2.6:  TO undertake to PROVIDE THE COST IMPLICATIONS FOR THE ONTARIO PROPANE INDUSTRY OF COMPLIANCE WITH THAT REGIME.  


MR. CASS:  Thank you, Mr. Chair. 


MR. QUESNELLE:  Thank you, Mr. Cass.


Any redirect, Ms. Brazil?  


MS. BRAZIL:  No.  


MR. QUESNELLE:  Thank you very much.


Parties, we're going to be up against it scheduling-wise -- and thank you very much, witness panel.  Thank you. 


MR. GOOBIE:  Thank you. 


MR. QUESNELLE:  To start at nine o'clock on Monday, Tuesday, Wednesday?  And we will see if we can plow through?  So no objections to that?  So why don't we redo the schedule then.  Anything else, Mr. Millar, that --


MR. MILLAR:  Just to confirm, Enbridge will be up first on Monday?


MR. QUESNELLE:  Yes.  Enbridge -- we will resume with the Enbridge panel first thing Monday morning, so that'll be at 9:00 a.m.   Okay?


MR. JANIGAN:  Mr. Chair, I wonder if it might be possible with the schedule for the hearing to also put in the suggested cross-examination or the estimated cross-examination times.  I realize we're not adhering to it, but it is useful in terms of looking ahead in terms of -- 


MR. QUESNELLE:  We will see if we can create something for Monday.  It may not be first thing Monday morning, but we will do something on Monday, Mr. Janigan, and know that what we will be doing, as I mentioned earlier, is taking kind of a -- hopefully a prorated approach to this.  We're going to -- we have to reduce the original requests to fit it into the schedule.  Maybe it is a good idea to redo that so we have the actual estimates of what we're allotting as opposed to what was requested and have that to you on Monday.  Okay, Mr. Quinn?


MR. QUINN:  I just wanted to mention the representatives are trying to work amongst themselves.  The order may change a little bit.  Mr. Elson has a commitment.  He is trying to fly, so we will work amongst ourselves in the schedule to try to --


MR. QUESNELLE:  That would be appreciated, Mr. Quinn, of course, and we're very flexible.  Okay?  Okay.  Have a nice weekend.  We will see you Monday morning.  Thank you.  

--- Whereupon the hearing adjourned at 12:59 p.m.
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