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Tuesday, May 10, 2016
--- On commencing at 9:09 a.m.

MR. QUESNELLE:  Good morning, everyone.  Please be seated.


Okay.  I guess we're all teched up here.  That's great.  Mr. Melchiorre, you have a witness panel online?


MR. MELCHIORRE:  Yes, I do.  I have two gentlemen.  I'll have them introduce themselves.  One is in Marathon.


Daryl, perhaps you can start.


MR. SKWORCHINSKI:  Good morning, my name is Darrell Skworchinski.  I am the chief administrative officer, clerk for the Corporation of the Town of Marathon.


MR. MELCHIORRE:  Ian?


MR. ANGUS:  Good morning, Mr. Chairman, members of the Panel.  My name is Ian Angus.  Like a lot of leaders in northwestern Ontario, I wear a broad range of hats.  I am the vice-president of the Northwestern Ontario Municipal Association.  I am a councillor with the City of Thunder Bay, in a position I've held for the last 13 years.  I am also the volunteer executive director of Common Voice Northwest, and I co-chair Common Voice's energy task force.  I have been a member of the Ontario legislature, a member of the House of Commons, an employee of both the province and municipal government, as well as consulting work for a variety of organizations from governments, both provincially and municipally, as well as First Nation.


MR. QUESNELLE:  Good morning.  Yes, that is many hats.


MR. ANGUS:  That's only a few that I listed.


MR. MELCHIORRE:  Thank you.


First question:  What is the NOACC Coalition position on the use of a surcharge or subsidy to cover all or a portion of the cost of expanding natural gas service to rural and remote communities?


MR. MILLAR:  Mr. Chair, just, I'm sorry, we should probably have the witnesses affirmed before they give their testimony.


MR. MELCHIORRE:  That's fair.


MR. QUESNELLE:  Gentlemen, one of the Board members here will ask you certain questions on your -- affirming your testimony this morning.

NORTHWESTERN ONTARIO ASSOCIATED CHAMBERS OF COMMERCE - PANEL 1

Daryl Skworchinski, Affirmed

Ian Angus, Affirmed

Examination-In-Chief by Mr. Melchiorre:

MR. MELCHIORRE:  Thank you.  I'll just repeat my question then, thank you.


What is the NOACC Coalition position on the use of a surcharge or subsidy to cover all or a portion of the cost of expanding natural gas service to rural and remote communities?


MR. ANGUS:  The position of the NOACC Coalition is that the only way that we will be able to provide alternate forms of energy -- i.e., natural gas -- to our more remote -- is through some form of cross-subsidization, not from the taxpayer per se, but from the ratepayers themselves, much like hydro has expanded throughout Ontario over the years and even in some cases how natural gas was expanded.


We think it's only fair that the entire provincial ratepayer system should contribute to the expansion, because at the end of the day we will all benefit from that.


MR. MELCHIORRE:  Thank you.


What is the Coalition position with respect to what changes should be made to the current framework for natural gas expansion?


MR. ANGUS:  That one is a difficult one for me to answer, other than to say that all potential new customers should benefit.  That means that it's not just type service, but it would be in some cases liquid natural gas and maybe in a few cases compressed natural gas as a means of bringing that fuel type to some of the more distant communities.


MR. MELCHIORRE:  What are some of the barriers communities and businesses in the northwest face with respect to the expansion of natural gas service?


MR. ANGUS:  I'm going to deal with one, and I'm going to ask Daryl to deal with his specifics.  But certainly distance is a big barrier, along with the concentration of the number of residences and businesses in small settlements.


Sometimes the two combined -- I'm thinking of Pickle Lake, which is about 300 kilometres from the TransCanada pipeline.  It would be very, very expensive to pipe natural gas that distance for a very small number of customers in either Pickle Lake or Savant Lake, as well as the First Nations in the area, so liquid natural gas might be an option there.


Daryl, do you want to speak to the realities of the north shore?


MR. SKWORCHINSKI:  Certainly.  Thank you.


We are no different, being based in the Canadian shield.  Ultimately one of our real detractors from any energy project is the ability to put infrastructure through the Canadian Shield, of which the north shore of Lake Superior and Marathon or similar communities are based, so that's a major component which ultimately makes infrastructure development extremely challenging from an economic perspective.


The second is the distances we look at between communities.  You know, if you start with Thunder Bay in the west and you move to Wawa in the east, it is a distance of over five hours.


Spread amongst that is a small population of approximately 15,000 residents, so between the geography and economies of scale, it is highly challenging to develop infrastructure projects, especially those in consideration of the geography, such as a pipeline.


MR. ANGUS:  And just to add to that, Mr. Chairman, a bit of history.  Most of the communities in the northwest were located approximately 60 miles apart because that was the distance that steam engines could travel before they had to pick up more fuel and more water, so you'll find that there is a remarkable pattern of settlement that really does increase the costs to bring in this kind of service.


MR. MELCHIORRE:  Thank you.


How would the expansion of natural gas affect the cost of living for residents, businesses, and industry in northwestern Ontario?


MR. ANGUS:  I think it's safe to say that currently a lot of the communities without natural gas service and even portions of communities with natural gas rely on diesel, home heating fuel, some electricity, some propane.  You add to that the incredibly harsh winters that are not only harsh, but long; with -- it's not unusual again to have periods of four, five, six weeks at around 30 below Celsius, requiring excessive amounts of energy to heat the homes and the businesses and the institutions.  It becomes very, very expensive.


The -- and the other element too is that not every community -- in fact, I would argue most communities don't have the construction infrastructure in place to do the kind of upgrades that a lot of homes might require in order to be more energy-efficient.


For example, when Red Lake was able to obtain natural gas, it was not a Red Lake company or an Ear Falls company or a Dryden company that is -- did and is doing the work to install furnaces, hot water tanks, et cetera; it is a Thunder Bay company.  We just don't have the resources in the small communities to do the kind of work that's necessary.


Daryl, anything you want to add on that?


MR. SKWORCHINSKI:  Certainly, Mr. Angus's points are all valid, and, you know, one thing I would like to stress is particularly in Marathon -- I would trust that the other communities on the north shore are no different -- is the seniors population is the one likely hardest hit by the massive cost of energy that we have because of our long winters.  In some cases, you know, it can be half of a senior's monthly budget to pay for home heating in the winter, which is obviously a concern to communities whose demographies are rising with respect to the seniors population.


MR. ANGUS:  And the final point, Mr. Chairman, is that the actual cost per BTU for each of the fuel types really does show how much more expensive propane, electricity, fuel oil is compared to natural gas, once installed.


MR. MELCHIORRE:  What is the NOACC Coalition position with respect to any reduction of greenhouse gas, if natural gas is expanded to more rural and remote communities?

MR. ANGUS:  As we presented in our response to the interrogatories from the Environmental Defence organization, we pointed out that in terms of existing greenhouse gases, if we're able to shift these communities to natural gas, whether it's piped or liquid natural gas, there will be a significant reduction because the amount of energy needed to produce the heat either by electricity, propane, or fuel oil really produces much more emissions than natural gas would.

MR. MELCHIORRE:  Just to conclude in-chief, the NOACC Coalition would like to introduce just as an exhibit, a March 15th, 2016, news release from the Ontario government regarding Ontario supporting study for liquefied natural gas conversion along the north shore of Lake Superior and.

Mr. Skworchinski, maybe you can just -- I think the Board has a copy of that.

MR. MILLAR:  Yes, and the exhibit number will be Exhibit K4.1.
EXHIBIT NO. K4.1:  NEWS RELEASE DATED MARCH 15TH, 2016 FROM THE ONTARIO GOVERNMENT REGARDING ONTARIO SUPPORTING STUDY FOR LIQUEFIED NATURAL GAS CONVERSION ALONG THE NORTH SHORE OF LAKE SUPERIOR


MR. MELCHIORRE:  Mr. Skworchinski, perhaps you can just slightly touch on what that's about.

MR. SKWORCHINSKI:  Thank you, Mr. Chair.  We have partnered with five communities along the north shore of Lake Superior, Schreiber, Terrace Bay, Marathon, Manitouwadge and Wawa, all who currently don't have access to natural gas.

Traditional sources of fuel include fossil fuels such as fuel oil and propane, as well as diesel in some cases, and a large proportion of communities still use wood or fire based-products for heating in the winter months.

So, we partnered with the Province of Ontario to explore the feasibility of the potential of having liquefied natural gas in our communities as a competitive advantage for both our homeowners, as well as the residents of our communities.

At this point, it's a high-level feasibility study looking at two components, the first being the potential engineering of such a system to go into the communities, and the second being the socio-economics related to having that type of infrastructure in the communities and the net affects that that will have on each particular community amongst the five.

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

MR. QUESNELLE:  Okay, thank you very much.  Mr. Melchiorre.  We have Environmental Defence, Mr. Elson.

MR. ELSON:  Thank you.
Cross-Examination by Mr. Elson:


MR. ELSON:  Mr. Angus and Mr. Skworchinski, my name is Kent Elson and I represent Environmental Defence.

And I apologize if I start with somewhat obvious questions, but perhaps Mr. Skworchinski, you could answer first on behalf of Marathon, and then Mr. Angus on behalf of the Coalition.

My question is very simple, which is that I think it goes without saying that what your community, Mr. Skworchinski, and the other communities in NOACC are looking for is lower energy prices.  Is that right?

MR. SKWORCHINSKI:  Absolutely.  We're certainly interested in lower costs for the residents within our communities.

MR. ELSON:  And Mr. Angus, generally that's what the NOACC Coalition is looking for?

MR. ANGUS:  Yes, because the cost of living in the northwest is already higher than the rest of the province. And given our reliance because of our climate on heating fuels, it is essential that we find ways in which we can provide services to those communities at a lower cost than they otherwise would be able to afford.

For example, the municipality of Neebing, which is southwest of Thunder Bay which is a rural community, had Union Gas do an estimate for them, and the cost to install natural gas to a cluster of homes was in the range of $75 million.

That worked out to, if my memory is correct, about $180,000 per household.  And there is just no way those individuals could afford, even over 20 years, to pay that.

And secondly, if my memory is correct, the total budget of that municipality is $12 million a year, and there is no way that they could increase their taxes to the residents in order to pay back the debenture that they'd be required to take for the $75 million.

MR. ELSON:  So would it be fair to say that natural gas is a means to an end?  What you're looking for is lower energy prices and the reason you're participating in this proceeding is because you think natural gas is a way to achieve that?

MR. ANGUS:  I certainly think that natural gas is a key option for a lot of these communities.

We don't make the decision for them; they will make the decision, depending on what programs are available.  But certainly having a fund that would assist in reducing the cost of bringing natural gas into a community and to the property line of the individual users, whether it's a business, an institution or a residence, I think is extremely important for the future of north-western Ontario.

MR. ELSON:  So I think you would agree that your communities aren't looking for natural gas for its own sake.  They're looking for it to achieve other goals in their community, such as lower bills?

MR. ANGUS:  Lower bills, definitely.  But also in terms of retention of the population in the small communities, because as the cost of living in the small communities go up, more and more people gravitate towards the urban centres, like Thunder Bay, Dryden, and Kenora, and that's a loss for those small communities because it further reduces their ability to provide the services they have.

MR. ELSON:  I'll move quickly, Mr. Angus, to your comments about greenhouse gas emissions.  Your understanding is that the expansion of natural gas will result in a net reduction of GHG emissions?


MR. ANGUS:  That is correct.

MR. ELSON:  So I take it you wouldn't object to that as being a mandatory criteria for expansion, that there be net reductions in GHG emissions from the project?

MR. ANGUS:  Wouldn't have any problem at all with that because, as the material that we have submitted suggests, there is a clear benefit from switching from certain types of fuels, and that should be part and parcel of any evaluation of a project.

MR. ELSON:  And I take it that your coalition is supportive of the province's efforts to lower GHG emissions?

MR. ANGUS:  Yes, we [audio dropout].

MR. ELSON:  "Yes, we are," you said?  You just cut out for a second.

MR. ANGUS:  Yes, we are.

MR. ELSON:  Thank you.  Mr. Skworchinski, I'd like to ask you a little bit about the letter that you filed as part of this proceeding.  In that document, you said that the cost to build a pipeline to the communities in your area would be roughly $600 million.  Do you remember that?

MR. SKWORCHINSKI:  I do.

MR. ELSON:  Then you said that LNG would drop that cost by about 70 percent, or I think it was up to 70 percent.

MR. SKWORCHINSKI:  I'm just searching the document.  Correct, I see it, yes.

MR. ELSON:  And so that would still be a fairly significant number.  You don't have to confirm my math, but it would be $180 million?

MR. SKWORCHINSKI:  That is very high number still, correct.

MR. ELSON:  So that, in essence, is why your communities are advocating for a subsidy or a fund from existing customers; is that fair to say?

MR. SKWORCHINSKI:  We want to research at this point in time through the feasibility of looking at liquefied natural gas, you know, is the ability to look at alternatives, because we know the current alternative, which is the rising cost of fossil fuels in our communities, as well as the more detailed requirements to access fibre from the forest, as Mr. Angus has stated, is making it almost unsustainable in some cases for our residents to remain.

So our ultimate concern is our ability to retain our assessment within our communities and ultimately our population.  So we want to explore feasible options to provide those advantages to our local residents.

MR. ANGUS:  If I could just jump in and add one thing, should the project for the north shore be successful, and if the starting point is in the Nipigon area connected to TransCanada Pipelines, that will provide an opportunity for other communities north of Nipigon, particularly Nakina, as well as some of the First Nations, to also take advantage of liquid natural gas.


Plus, we have a number of mines that are slowly developing in the northwest, and they all have challenges in terms of energy, and some of them are looking for natural gas as the source of generating electricity for the operations.

So there would be a real significant spinoff should an LNG facility be established at Nipigon to serve the north shore, because it could also serve other areas of the region.

MR. ELSON:  Mr. Skworchinski, I'm glad you raised the concept of alternatives and particularly feasible alternatives, because it brings me to my next -- last few questions, actually.

Would your community have any objection to receiving subsidies for energy conservation and/or renewable energy investments which could also lower energy bills?

MR. SKWORCHINSKI:  Absolutely not.  As a municipality we would be highly interested in pursuing all options that could be available to our local residents to lower energy bills.

MR. ANGUS:  Can I just add in too, though, that this does not apply to the north shore but certainly other areas of northwestern Ontario where currently communities like Ear Falls, Red Lake, Pickle Lake, Greenstone, which is actually four communities, are served by a radio -- electrical transmission facility which is consistently out of service, leaving those communities captive to having no heat for extended periods of time.


Plus, we're now entering what appears to be a major forest fire season in the northwest.  Nothing like what we're seeing in Fort McMurray, but certainly we already have one area that is evacuated of 100 individuals

We have had a number of incidences where the transmission lines have been taken out by forest fires, and that takes a number of days to re-establish the service to those communities.  So we have some fragility in the existing delivery of energy to a number of these communities.

MR. ELSON:  So I think that would impact some potential renewable energy options more so than it would conservation, which wouldn't be dependent on electricity.  Wouldn't that be fair to say, Mr. Angus?

MR. ANGUS:  Actually, no, because you can do all the conservation you want in a community like Pickle Lake, but if the power line goes out you are still without power because there is no -- zero opportunity for that kind of conservation.

MR. ELSON:  And Mr. Angus, is your coalition working on steps to improve the reliability of electricity service to your communities?

MR. ANGUS:  For the past, I think it's eight years now, we have been very aggressive with the Ontario government.  We've appeared before the Ontario Energy Board on a number of instances, and in fact the regional planning approach that the Board adopted was because of our explicit initiative back during the integrated power system plan.

Just this morning I fired off an e-mail to the IESO with our updated data on all of the mines that we expect to come on stream between now and 2025, indicating what our projected load factors will be and what the shortfall is in terms of supply in the northwest, which includes the need for -- and you'll like this one -- both the Thunder Bay and the Atikokan generating stations to be on 100 percent biomass and advanced biomass, using the boreal forest to transfer energy from a renewable to electricity to service the needs of the northwest, plus some additional generation, distributed generation, throughout the northwest which would likely be either natural gas or advanced biomass and biomass.

MR. ELSON:  And the electricity reliability issue applies to some communities, but Mr. Skworchinski, are you finding that you will end up without power for days at a time?

MR. SKWORCHINSKI:  Certainly a possibility, as Mr. Angus has stated.  One of our concerns as a small municipality on Lake Superior is our five-kilometre distance from Highway 17, you know, and the inability to get fuels in, or in the event of a major forest fire, so certainly the -- not only the reliability of the transmission system, but the availability, you know, are always major concerns when we look at emergency preparedness for our municipality.

MR. ELSON:  I think this should be my final question.  Mr. Skworchinski, if you are preparing feasible alternatives, and all things being equal in terms of price and reliability, et cetera, would your municipality prefer the cleaner option?

MR. SKWORCHINSKI:  I don't think I'm qualified to answer that question.  I'm certainly not an expert in greenhouse gas emissions, but, you know, I think if, you know, all things being equal, if there was a -- the cleanest solution had the same cost points as other alternatives, then that certainly would be an option we would definitely love to explore.

MR. ELSON:  Thank you.

MR. QUESNELLE:  Mr. Elson.

Mr. Mondrow, questions as well?
Cross-Examination by Mr. Mondrow:

MR. MONDROW:  Thank you, Mr. Chairman.  Good morning, gentlemen.  I'm sitting next to Mr. Elson.  I'll just put my hand up so you can see where I am.  I assume you are getting a picture from here.

My name is Ian Mondrow.  I am counsel to the Industrial Gas Users' Association.  The acronym for that group is IGUA.  And I have a few questions for you this morning, so thanks for dialling in, as it were.

My first question relates to your evidence, so if you have that in front of you, that would help.  And I'm just going to look at -- I'll direct you to the page.  I'm just going to pull it up on my own screen here.  And I'm just looking at page -- sorry, I had it a minute ago -- page 5 of your evidence, and starting at line 11 -- starting at line 13, rather, sorry, the position of the NOACC Coalition. Mr. Angus has set out here:

"The NOACC Coalition will submit to the OEB that rational expansion of natural gas service includes options such as..."

And then you give four examples.  I was just trying to understand the relationship, if any, between the first example and the last example.

So the first example is use of a surcharge or subsidy on the commodity cost of natural gas to fund system expansions, and the fourth example is "except the potential consideration of individual projects with a 'profitability index' of less than 0.8 and/or a portfolio of expansion projects with a PI of less than 1.0."

Gentlemen, do you see those as two different options?  And if so, could you just tell me what the difference is?

MR. QUESNELLE:  Mr. Mondrow, I just want to give Mr. Angus an opportunity to look up the document.  I can see that you do not have it in front of you quite yet, Mr. Angus.

MR. ANGUS:  Actually, I do, Mr. Chairman, but I appreciate that option you just gave me.

MR. MONDROW:  Take your time.  Thank you, thank you, Mr. Chairman.

MR. ANGUS:  This is clearly an area where, as we pointed out, we are not experts.  And I'm certainly not an expert in the nuances of the financial requirements, the analysis, et cetera, that the Ontario Energy Board requires of applications.

I guess my answer -- sorry, I should never use the term "I guess."  My answer is that we are looking for a way in which our potential -- or, sorry, the residents of northwestern Ontario communities, the businesses of northwestern Ontario communities, the institutions of northwestern Ontario communities can have access to a cleaner form of fuel to heat their homes and businesses, et cetera.

We rely on the Ontario Energy Board to help us figure out the best way to do that.  So I guess in answer to your question is that we're looking for that fund that will provide dollars to communities to allow them to have access to natural gas, and we leave it to the Ontario Energy Board to determine what is the mechanism for determining the financial viability of those proposals.

We recognize that in a number of cases in the northwest the cost of bringing pipe service to a community is unacceptable, unaffordable.  Even if we had the full weight of the Ontario government behind us to pay for it, it just doesn't make economic sense.

That's why we included in our proposal the liquid natural gas option as a means of providing that service, as well as funding for other forms of energy should they be deemed viable for -- and I'll use the words "large scale", but I'm not talking about tens of thousands of homes, but small clusters of homes, to make those viable for a community, such as a district heating system fed by biomass.

That's the best answer I can given you, sir.

MR. MONDROW:  Mr. Angus, who wrote this evidence?

MR. ANGUS:  This was a combined effort of the legal firm of Weiler, Maloney & Nelson, and a group of volunteers from across the northwest who have an interest in this issue.

MR. MONDROW:  So, so I appreciate your answers, and I understand them and your disclaimer of expertise, and that's fine.

I was just curious in particular that the first of those options that I read to you and you looked at in front of you, where you talked about a subsidy on the commodity cost.  Was it the commodity portion of the bill, the fuel portion of the bill specifically that your suggestion relates to?  Or are you simply trying to signal that some form of subsidy from ratepayers is appropriate?

MR. ANGUS:  It's the latter.  We say elsewhere in our material that each and every ratepayer, whether they are a customer of a utility or a bulk purchaser from a national distributor, should be levied a fee no greater than 2 percent of the total bill.

MR. MONDROW:  Okay, thank you.  I'm going to come back to the 2 percent, but that's helpful for me.

If I could just maybe take a step back and ask you more broadly.  I looked at your evidence and in attachment 1, tab 1 to your evidence there is a list of community there, some without any service, some with only partial service.  And I'm not sure, but I think it was 26 or 27 communities, Mr. Angus, that NOACC is representing in these proceedings.  Is that right?

MR. ANGUS:  We don't have a specific number of communities that have signed on the dotted line saying you are representing us.

We're a loose coalition of interested parties.  We can point to about 20 communities that have adopted resolutions in support of our position.  Some have natural gas, some do not.  We also have a small number of communities that have contributed financially to offset any costs that the Ontario Energy Board doesn't cover.

And we do have resolutions from NOACC, which is the Northwestern Ontario Association of Chambers of Commerce, and NOMA, the Northwest Ontario Municipal Association, in support of our position.

MR. MONDROW:  And Mr. Angus, don't misunderstand me: I am not trying to undermine the degree of support you have, I am merely trying to determine how many communities you are speaking on behalf of.

MR. ANGUS:  I think it's fair to say that we are speaking on behalf of each and every community in north-western Ontario, including those that we have no right to speak for, that being the First Nations because they are our neighbours and they are not involved, other than the Six Lake Nipigon First Nations who have intervened in their own right.  But we recognize them as neighbours and they are neighbours like right beside us kind of thing that they have an interest in the outcome of this process as well.

MR. MONDROW:  How many communities?  What is the number, roughly?  Thirty, forty, sixty?

MR. ANGUS:  I think it is 34 municipalities and it is probably -- in terms of those within reasonable access, it is probably another 30 First Nations.

MR. MONDROW:  Thank you.  I assume that NOACC would view the rest of northern Ontario in respect of these issues in a similar light.

That is, you're not suggesting that your communities are entitled to subsidies, but the rest of northern Ontario isn't. Presumably your views apply to northern Ontario across the board?

MR. ANGUS:  Actually, they apply to all Ontario.  We don't think that any geographic area of Ontario should be disadvantaged, and therefore they should all have access to the same program.

MR. MONDROW:  So it's fair for me to conclude then, is it, Mr. Angus, that we're talking about subsidies to hundreds of communities across the province?

MR. ANGUS:  I believe that is correct, yes.

MR. MONDROW:  All right.  We asked you some questions, and in response to our second question, which would be IGUA interrogatory response number 2 from NOACC --and you don't have to turn it up, but you can if you wish, of course.  I'm looking at the top of page 2, where you talk about this 2 percent in this response, which I'll come back to in a minute.

But at the top of page 2, you said that the percentage should be based on a long term plan for the connection of all communities south of Undertaking, with a capital U.  Pardon my ignorance, is Undertaking a place?

MR. ANGUS:  It is.  It's line of basically the tree line between the boreal forest and parts north, and it is used was a demarcation line by the Ontario government.

There are certain rules that apply below the line and certain rules that apply above the line.  Plus above the line, all of the communities there, which are First Nations communities, are extremely isolated.  They have a landing strip, may have a winter road, but certainly do not have permanent infrastructure connecting it to the south.

MR. MONDROW:  Mr. Angus, I appreciate that in the evidence you've specifically said you don't have a number, that is a total cost for all of this expansion.  Have you got any sense of how much this will cost over the 20 years that you advocate we should have a plan for?

MR. ANGUS:  I don't have a specific figure, but we recognize that it would be a very expensive proposition, and that's why we included the options of different types of way of getting natural gas to communities, to recognize that there are some financial barriers because of distance, because of terrain, and because of the size of the communities to be served, that may make piped service impractical.

But we want to make sure that everybody in Ontario has access to a reasonably priced form of energy to heat their homes, residences, and institutions.

MR. MONDROW:  Thank you, Mr. Angus.  So in the place of a sense of how much this will cost, I appreciate that NOACC has proposed an undue burden type limit of -- I think it is 2 percent on the total gas bill of any particular customer.

MR. ANGUS:  Up to 2 percent, that's correct.

MR. MONDROW:  Up to 2 percent.  Why the 2 percent?  How did you get to that number?

MR. ANGUS:  We just felt that that was a reasonable amount, and we arrived at that through our discussion with our volunteer group and with some of the leadership of the northwest.

There is no scientific reference point that we used, just that we thought that was saleable, recognizing that this is a long term project that not everybody is going to get connected in the first year, or the fifth year, or the tenth year, and that some communities will have to wait much longer.  But at the very least, if we have the funding in place, they will know that they have a chance.

MR. MONDROW:  Do you know how much money that 2 percent represents?

MR. ANGUS:  I do not.

MR. MONDROW:  Okay.  And this money you say -- and for the record this is -- you talk about this, I think for the first time, in part of your response to Interrogatory No. 1, IGUA number 1.

I'm just looking at page 3 and I'll just read to you what you said in respect to the funding mechanism.  You said:

"The expansion funds should be managed by an industry consumer group called the Natural Gas Expansion Fund Management Committee," and there is an acronym with a vowel, so I won't try to pronounce it, "with members appointed by the following", and then semicolon, "Association of Municipalities of Ontario, Ontario Chamber of Commerce, Consumers Association of Canada, Union of Ontario Indians, Ontario Indigenous Friendship Centres, and the utilities.  Other organizations may also be invited to participate on the initiative of Ontario Energy Board."

And you go on to say:

"The NGEFMC should be provided with the ability to borrow funds secured by future ratepayer payments into the expansion fund in order to support the pent-up demand for connections to the natural gas system."

This is the fund you are advocating, Mr. Angus, this Board should direct as a result of this proceeding?

MR. ANGUS:  That is correct.

MR. MONDROW:  With this sort of management structure and borrowing capability?

MR. ANGUS:  That is correct.  And just to add to that, should the Board agree with us, we think that the $200 million loan fund that the Province of Ontario has created should be part and parcel of what they can access.

MR. MONDROW:  That's helpful.  I wanted to ask you about that, actually.

So in our second interrogatory, I'm going back to IGUA number 2 now, we asked would funding of such a fund through additional governmental allocations, i.e. in addition to the current $30 million grant funding and $200 million in natural gas access loan fund, as an alternative to gas ratepayer funding be acceptable to NOACC and if not, why not.

And your answer, as I understand it, was essentially that the 30 million and the 200 million simply isn't enough, and you also need the ratepayer-funded fund, but -- so I appreciate your comment that you need more than the $230 million, and indeed we've talked about the scope of your proposal. So that's perfectly understandable.

But I'm not clear why, Mr. Angus, and I think you said this this morning as well, why you feel this needs to be ratepayer funding as opposed to taxpayer funding.  Leaving aside the amount that's been allocated to date, why do you have a preference for more funding to come from ratepayers rather than additional funding to come from taxpayers?

MR. ANGUS:  I guess two reasons:  One is that my understanding is the original expansion of the natural gas system throughout the province was funded not by government, but by the industry, and was repaid by the ratepayers; that the industry saw an opportunity, pulled together the investment, built the system, connected customers, and saw a return on their investment that was both the operational side and the capital investment, so we wanted, in effect, to see a return to that process through the creation of a pool, as opposed to a government-mandated "you must put pipes in the ground to connect communities A, B, C and D".  Plus the other processes that we've put in place.

So that's one aspect.  Second aspect is we are also before the Ontario Energy Board on the matter of who should pay for electrical transmission, and we are taking the same position before the Board on that issue as well, so we wanted to make sure that we were providing a consistent message from northwestern Ontario, not only to the Board, but to the Government of Ontario.

And I guess the third thing is that ratepayers are buying a service.  They have benefited from others' contributions, the existing ratepayers have benefited from others' contributions in the past, and therefore they should contribute to the further expansion of the service.

MR. MONDROW:  Would NOACC object, Mr. Angus, to the government determining additional funds were warranted for gas expansion?

MR. ANGUS:  We would not object at all.  However, if you -- I made reference to the municipality of Neebing and the $75 million price tag for them.  Red Lake just recently got natural gas service brought up from Ear Falls.  That was a $40 million project.  They had to go to FedNor for 2.7 million, the Ontario government for 4.9 million, Union Gas for phase 2 kicked in 8.8, and then GoldCorp mine, which was the main beneficiary and the main driver, contributed an unspecified amount.  But none of that would have happened had it just -- oh, and the municipality, because there was a shortfall, ended up paying three quarters of a million dollars, which works out to 9.4 percent of what they charge on their annual property taxes.  So a significant tax increase to pay for that.

They shouldn't have had to do that.  It should have been a service that was provided by the system, if you like.

MR. MONDROW:  All right.  Thanks.

Two more areas quickly.  The first, in our fourth interrogatory, IGUA number 4, we asked you about the Independent Electricity System Operator, the IESO regional planning documents you provided in your materials, what the relevance of those were.

And as I understand your answer, you said that those materials indicate the need for gas infrastructure to support electricity generation in the area; is that -- did I read that right?

MR. ANGUS:  That is correct.

MR. MONDROW:  Okay.  And why should gas ratepayers, rather than electricity ratepayers, subsidize expansion to support the electricity system?

MR. ANGUS:  That's a fair point.  The intent of our position is that, let's bring the pipes or bring the service to these small communities, and part and parcel of bringing that service is the needs of the total community, which includes industry, and in a lot of cases the natural gas generators will be privately owned, so that's an industry.  I think it's fair to include that as part of the package.

MR. MONDROW:  So should the fund that you would like the Board to set up be funded by both gas ratepayers and electricity ratepayers or just gas ratepayers?

MR. ANGUS:  Just gas ratepayers because, as I mentioned a couple minutes ago, we're in effect asking the Ontario Energy Board to require that existing electrical ratepayers pay for the cost of expansion like they used to.

MR. MONDROW:  And I guess if gas ratepayers pay to get gas to new gas-fired electricity plants and gas -- the electricity resulting from that generation will be less expensive.

MR. ANGUS:  That is correct.

MR. MONDROW:  So gas ratepayers would subsidize electricity ratepayers as well under your proposal.

MR. ANGUS:  Well, what the gas ratepayers would be doing is ensuring that there was an opportunity for industrial expansion in the small communities, particularly mining, but also forestry, which has significant return to the Ontario treasury and reduces the cost to the overall taxpayer or assists in paying for increased services to those same taxpayers.

MR. MONDROW:  Okay.  Thanks.

And just I guess my last question, and thank you for what is now Exhibit K4.1, which is this March 15th announcement from the Northern Ontario Heritage Fund Corporation to fund a study in respect of LNG to Marathon, I guess it is, Mr. Skworchinski; is that right?

MR. SKWORCHINSKI:  Five communities.  Marathon is included as one of them, as well as the municipalities of Schreiber, Terrace Bay, and Manitouwadge and Wawa.

MR. MONDROW:  Okay.  Thank you.

And Mr. Angus, you said you spent some time as a member of provincial parliament?

MR. ANGUS:  That is correct.

MR. MONDROW:  So you would be familiar with this. There are lots of government -- provincial government programs supporting northern communities for various types of activities, initiatives, expenditures; is that fair?

MR. ANGUS:  Actually, no.  Northern Ontario Heritage Fund is the only program -- Ontario program that focuses explicitly on the north.  There are a number of programs that focus on rural Ontario, which includes the north, plus there are some specific northern municipal programs that various ministries offer.

MR. MONDROW:  And the NOACC constituents take advantage of those programs when they are available, I would assume?

MR. ANGUS:  Very much so.

MR. MONDROW:  Thank you very much, gentlemen.  I appreciate it.  Thank you, Mr. Chair.

MR. QUESNELLE:  Mr. Melchiorre, any redirect to your witnesses?

MR. MELCHIORRE:  No, thank you.

MR. QUESNELLE:  Okay, Mr. Melchiorre.  I see Mr. Rubenstein has a --


MR. RUBENSTEIN:  I just wonder if I have an indulgence to ask one follow-up question to what was asked this morning?

MR. QUESNELLE:  Certainly.  We have a question from Mr. Rubenstein.  I don't know if you can see him in the back row there.
Cross-Examination by Mr. Rubenstein:

MR. RUBENSTEIN:  You can see me waving in the background.  I just wanted to follow up a question that Mr. Mondrow asked, and he asked why you believe that it should be natural-gas ratepayers versus taxpayers should be providing the subsidy, and as I understood, one of the reasons was it was consistent with a position that NOACC had taken with respect to electricity expansion or rates; did I understand that correctly?

MR. ANGUS:  That is correct.  Currently before the Ontario Energy Board there is a process to examine how transmission expansion should be paid for.  Currently, as I understand it, if a new mine is planning on coming on stream and there are 200 kilometres from the grid, they have to pay the cost of building the transmission line over that 200 kilometres.  That adds to the amount of capital they have to raise in the market, and these days mines cost between 300 million and a billion dollars to start.  So that adds to what they have to raise, and we see it as a significant barrier to the economic expansion of northwestern Ontario.

The rest of Ontario was built either by the taxpayer initially, or by the ratepayers for all of southern Ontario, most of northeastern Ontario, the existing system in northwestern Ontario, but now when it's time for us to expand the rules were changed, and we see that as a disadvantage.

MR. RUBENSTEIN:  I think you answered the question.  I just wanted to know what process were you talking about where you were aggregating, and that's the consultation, I believe, with respect to transmission cost allocation.

MR. ANGUS:  That's correct.

MR. RUBENSTEIN:  Okay.  Thank you very much.

MR. RICHMOND:  Mr. Chair, can I --


MR. QUESNELLE:  All right.

MR. RICHMOND:  Can I ask one very quick question?

MR. QUESNELLE:  Yes, Mr. Richmond.
Cross-Examination by Mr. Richmond:

MR. RICHMOND:  Mr. Angus, I heard you say earlier this morning that it's not just about the lowest cost, it is also about reliability.

Can I ask you, if you were to compare a truck delivering LNG to one of these communities and a truck delivering propane to one of these communities, which of those trucks is more reliable?

MR. ANGUS:  I don't have any opinion on that.  Perhaps Daryl may, but certainly it doesn't matter what truck it is, there are opportunities for disruption.  But given the high cost of putting pipes in the ground to connect communities like Schreiber, Terrace Bay, Marathon, Manitouwadge and Wawa, that's the only reasonable option.  And if we can do it in a way that is economic and efficient and provides the service, then we can build in redundancy to make sure that communities are not left high and dry.  Daryl?

MR. SKWORCHINSKI:  Our position is quite simple in that the reliability of any fuel or any consumer product for north-western Ontario is ultimately based on the TransCanada highway.

You know, so it's ultimately the reliability of the provincial transportation system that dictates what arrives in our communities when it's by truck.

MR. RICHMOND:  So is it fair to say then that two trucks travelling on the TransCanada highway both have the same reliability of arriving?

MR. SKWORCHINSKI:  I'm not sure if that's a fair question, because you have to take in a number of factors with respect to the types of trucks and the types of drivers.

I think what I would say and reiterate what Mr. Angus has stated is we're interested in exploring feasible alternatives that ultimately help improve the sustainability of our communities long term.

MR. RICHMOND:  Thank you.

MR. QUESNELLE:  Mr. Melchiorre, any redirect?

MR. MECHIORRE:  No, thank you.

MR. QUESNELLE:  Thank you very much, Mr. Angus and Mr. Skworchinski.

I think this has worked out quite well.  I'm glad we were able to connect you in the way we did this morning.  I think it was a wise move.  Thank you very much.

MR. ANGUS:  Thank you, Mr. Chairman and we do appreciate the flexibility of the Board in allowing us to match your crazy schedule with our crazy schedules.

MR. QUESNELLE:  Very good.  Without a flight.  Thank you very much.

MR. QUESNELLE:  Why don't we take a very short break, five minutes or so, and get up it except up with -- I think we're learning returning to the Enbridge witness panel this morning, is that right?  Thank you.
--- Recess taken at 10:02 a.m.

--- On resuming at 10:11 a.m.

ENBRIDGE GAS DISTRIBUTION INC. - PANEL 1 (resumed)

Ian MacPherson, Previously Affirmed

Steve McGill, Previously Affirmed

Faheem Ahmad; Previously Affirmed.

MR. QUESNELLE:  Good morning, panel.  Welcome back.

MR. McGILL:  Thank you.

MR. QUESNELLE:  Okay.  Mr. Cass, any preliminary matters before we start?
Preliminary Matters:

MR. CASS:  Yes, thank you, Mr. Chair.  I believe it was yesterday there was a point at which the Panel had suggested that perhaps the -- the Board Panel had suggested perhaps the witness panel might want to check the transcript on some evidence that was given.

I think Mr. McGill has done that and can address it.

MR. QUESNELLE:  Okay.  Thank you.

MR. McGILL:  Yes, and the reference can be found on page 28 of the transcript, from lines 2 to 5, and I did misspeak, and I thank you for pointing that out to me.

So what the transcript should read is,
"I don't want to get into argument here, but it is Enbridge's position that moving customers from electricity to natural gas even today reduces carbon emissions".

Thank you.


MR. QUESNELLE:  Okay.  Thank you.

Okay.  I believe we left off with -- Mr. Buonaguro, I believe, were you -- no, I'm sorry -- yes, Mr. Buonaguro, were you up next?

MR. BUONAGURO:  No, I finished.

MR. QUESNELLE:  You're finished?  Okay, Mr. Brett.
Cross-Examination by Mr. Brett:

MR. BRETT:  Thank you, Mr. Chairman.  Good morning, panel.

Panel, I represent the Building Owners and Managers Association.  My first question is just a follow-up to something Dr. Higgin asked you yesterday.

If you could turn up page 33 of your evidence.  That's the Table 10 that was discussed.  It's -- you spoke a little bit about the $122 million that was the stage 1 benefit cost, if you will, and I would -- and I think you had a discussion around the discount rate that was used, and I think it was 4 percent you said that you used.

MR. AHMAD:  Yes, that is correct.

MR. BRETT:  I'd like to -- could you give me what that number would be at 122 if you used the discount rate of the company's weighted average cost of capital?  I don't think you can probably give it to me sitting there, but I'd like to see what that number would be if you used the company's weighted average cost of capital; could you undertake to do that?

MR. McGILL:  I believe that we accepted an undertaking yesterday to do that.

MR. BRETT:  Well, okay, if you did that then that's fine.  I apologize.  I didn't -- I must have missed that.

Okay, just a couple other quick informational questions here at the outset.  The Table 4 and Table 5 in  your evidence -- and those were on pages 25, 26, and 27 respectively.  I don't know if you need to turn them up.  You probably know this off the top of your heads, but Table 4 gives you the PI, the normal PI, in column 11.

My question is:  Do those normal PIs include reinforcement mains or not?

MR. AHMAD:  No, they do not include the full cost of reinforcement, but in these analyses we did include the normalized reinforcement cost as prescribed in EBO 188.

MR. BRETT:  Okay.  You did not include them at that stage?

MR. AHMAD:  No, I'm not saying that.  I said that we did include normalized reinforcement cost.

MR. BRETT:  Right.  All right.  That's fine.  That was my question.  And the same in Table 5.

MR. AHMAD:  Yeah, same in Table 5, yes.

MR. BRETT:  All right.  And then on -- if you turn to page -- still on page 27, at the bottom of page 27 there in the -- paragraph 82 -- sorry, the paragraph -- paragraph 82, if I look about halfway through the paragraph, I'm just going to read a portion of that to make this clear:

"Based on the company's current cost estimates, 14 projects achieved PIs greater than or equal to 0.4.  However, only three potential projects achieve a PI of 0.4 or greater under the company's proposal when the cost of transmission mains is included in the analysis for all projects."

Now, when you say "the cost of transmission mains", are you referring to reinforcement costs there or something else?

MR. AHMAD:  No, we are not referring to reinforcement costs.  We are referring to transmission costs without reinforcement.

MR. McGILL:  But all of those costs include an allocation of overheads which includes normalized reinforcement costs, which is consistent with the EBO 188 guideline on what it requires.

MR. BRETT:  Okay.  So when you say the cost of transmission mains is included in the analysis, it is that you are referring to; it is not something else.

MR. McGILL:  Yes.

MR. AHMAD:  Yes.

MR. BRETT:  Okay.  Now, if -- I'd like to then take you to BOMA 29, if you wouldn't mind.  If you could just put up BOMA 29, and I'm going to ask you about BOMA 29, and then I'm going to ask a little bit about BOMA 28, but if we start with BOMA 29, this probably could have been -- I could have phrased this a little more elegantly, but I asked about the average profitability ratio of the 39 proposed community expansion projects, and the answer was "the collective PI of all 39 projects is 0.55".

I think this may also be in your evidence here, your pre-filed evidence, but in any event, could you just describe -- that, I take it, is treating the 39 projects as one large project, as we discussed yesterday, but in any event -- and I'm not -- could you describe briefly to me how you arrive at the 0.55?

MR. AHMAD:  This is the collective profitability index.  If we put all 39 projects together --


MR. BRETT:  Could I ask you just to speak a little closer to the mic.  I'm having trouble picking up.

MR. AHMAD:  So this is basically a collective profitability index of all 39 projects, so in this analysis what we have done is we have taken the total capital cost of all 39 projects and also taken the total customer additions over a period of ten years for all these 39 projects, and ran a PI test, so that resulted in a PI of .55.

MR. BRETT:  So this is -- okay, this is, in effect, then the -- this is the phase 1 analysis, the NPV analysis; is that correct?

MR. AHMAD:  That's correct.

MR. BRETT:  That is, in essence?

MR. AHMAD:  Yes.

MR. McGILL:  Yes.

MR. BRETT:  Okay.  And if you turn -- could you turn over now to BOMA 28, just the previous one.  Now, in this particular case I had asked about -- BOMA had asked about the amount of cross-subsidization both in dollar terms and in terms of percentage of expansion cost over the first ten years and of the incremental revenue requirements for the 39 projects from the existing customers.

This is a little -- well, I think it's large enough.  And you produced this table, and I just want to quickly go through and refer to a couple of points.  You show in this table, in this response across the first line, a capital investment and the cumulative capital investment, right?

MR. McGILL:  Yes.

MR. BRETT:  And in the middle section, you show the incremental revenue requirement that is generated by that, by that investment.  You then subtract out the revenue you get from new customers, and that revenue that you are getting is the -- that includes your -- am I right in saying that includes your normal rate revenue, if I can put it that way, but it also include the payments from the customers under the TES and the --


MR. McGILL:  The SES, yes.

 MR. BRETT:  The SES rather --


MR. McGILL:  And the IT.

MR. BRETT:  Okay.  And you are left with a net revenue, an incremental revenue deficiency on the next line, a revenue deficiency which is the cross-subsidization, as you put it.

And then if we go to the last line, "cross-subsidy as a percentage of incremental revenue requirement", that basically is -- this is my question.  It is showing the amount or the percentage of the incremental revenue requirement that is being picked up by existing ratepayers.  Is that right?

MR. AHMAD:  Yes, that is correct.

MR. BRETT:  Okay, and if that, as a matter of interest -- as a matter of interest, if that table were pushed out to year 40, would those numbers across the bottom, the last line, they vary from about 67 percent and they sort of generally trend downward, 54 percent in the 2020, if that line -- if that table were pushed out for the full 40 years, would those -- what would those bottom line numbers look like, roughly?

Would they continue to decline, or would they more or less plateau -- or do you know?

MR. AHMAD:  I believe that they will continue to decline, because we will be collecting more and more revenue from the new customers and the revenue requirement will decline.  Relative to revenue requirement, a net revenue deficiency will be lower and lower.

MR. BRETT:  Is that basically then -- does that then tie in the PI of .55, ultimately?  I mean, if you were to look at these numbers, you might draw that conclusion. But are those two things the same?  Are they just two ways of same are saying the same thing, or are they a bit different?

MR. AHMAD:  The accounting calculations are based on discounted cash-flow analysis, so this is not a discounted cash-flow analysis.  These are all --


MR. BRETT:  This is not a discounted cash-flow?

MR. AHMAD:  No, these are all accounting numbers, year over year.

MR. McGILL:  The figures are related, but they are not the same.

MR. AHMAD:  Yeah, they are not the same.

MR. BRETT:  They are not the same because there is no discounting involved in the second one.

MR. McGILL:  That's correct, and the other reason the percentage is shown in the bottom two lines of the table would tend to decline once we got past 2026 is because in the analysis, all of these community expansion assets will have been constructed by that time and they would slowly reduce in rate base value as they're depreciated.

So the revenue requirement associated with them would decline, while the revenues associated with the projects would continue to grow.

MR. BRETT:  All right.  Fair enough.  Now, just to go back, if I can, for a moment, I understand -- and there may be a bit of miscommunication on this, but I'm informed that in fact yesterday you did not undertake, or in the last -- a propos of my first question, that you did not undertake to give a new number that would replace the 123 million -- this is in table 10 -- if you were to use the weighted average cost of capital.

Now, I can't remember exactly, because we've been through a lot of stuff.  But I'm informed you did not.  If in fact you didn't, would you undertake to do that?

MR. McGILL:  Yes, we will undertake to do that.

MR. BRETT:  All right.  Thank you.

MR. MILLAR:  J4.1.


UNDERTAKING NO. J4.1:  TO GIVE THE NEW NUMBER THAT WOULD REPLACE THE $123 MILLION IN TABLE 10, BOMA 28, USING THE WEIGHTED AVERAGE COST OF CAPITAL.

MR. BRETT:  Now, I just have one or two questions on this overall question of cost and it's been, you know, well-discussed.

My question would be -- my next question would be: Would you be at all concerned that if the Board were to adopt the policy, the proposal that you are recommending, that it would -- that it would serve as a precedent?  And I'm thinking here in part about the fact that, as I understand it, your proposal does away with a minimum PI at a project level.

But in any event, that it would create a precedent for other projects in other parts of the province that might be -- might make it -- it might make it more difficult for the Board to draw a line to avoid getting into approving proposals that could be even more expensive, much more expensive, for example, than your project proposes to be.

Is there an issue there?

MR. McGILL:  Well, I think our proposal is basically outlining a framework for viewing these kinds of projects going forward.

I can't give a legal opinion, but my understanding is that one panel of the Board cannot bind another panel of the Board, and I would expect that as these applications come before the Board, if they are being viewed through a framework such as we're suggesting, that the Board would apply that framework and ensure that anything that goes forward is done on a reasonable basis.

As I've said before, we will manage the portfolio so as to not have the PI for that portfolio drop below .5.

MR. BRETT:  Right.  Yeah, well, fair enough, and I don't want to beat the drum on this too much.  But, you know, we have heard proposals as recently as this morning, earlier this morning, that might involve or might seek some very large amounts of funding from existing ratepayers.

And I guess what you're saying really is that the Board is going to make up -- will have to make these decisions as they go forward.

But you don't see this is a sort of opening a door to a room that might be a little perilous to get into?

MR. McGILL:  Well, as I've said before, what we've proposed is a framework to apply to these kinds of projects.

If a project fits within the framework, if the framework was expected, I would expect the project to go forward.

If did not, then I would expect that the project wouldn't, and I would expect that the Board would apply those new guidelines or that framework in a consistent manner.

MR. BRETT:  Okay.  Now, one of the -- when you did your -- if you look at -- I'm sorry, this is Energy Probe number 10.

Could we put that up briefly?  I just need it for a moment here, Energy Probe number 10, and I think this is page 2 of 2.  Okay, that's it.

Now, in that -- in that question, you broke down the -- oops, I think we lost it there.  Go back to EP number 10.  That's it right there.

In that table, we see that you identified on column 7, one industrial project in Fenelon Falls and Bobcaygeon.  That's the only industrial project that I see in the list of the 39 projects.

And my question really is this:  One of the benefits that the government certainly has mentioned, and I think that you -- I think that both utilities have mentioned, is the expansion of gas service would create additional jobs because it would allow industry to be more competitive with energy that's -- industry that's not unserved with gas to become more competitive relative to industry that is.

And my question is:  Have you identified other industrial sites in -- well, let's say for starters in these first two projects, proposed projects, Fenelon Falls and Bobcaygeon and Scugog -- have you identified other industrial sites, or are there really, in essence, in these communities, very few industrial sites at the moment?

MR. McGILL:  Okay, with respect to Fenelon Falls and Bobcaygeon we've done a significant amount of fieldwork.  We have had people out talking to customers there.  We have conducted the environmental assessments for the potential transmission main routes to those communities.

The one industrial customer is the one customer that we've identified that would qualify for a large-volume contract rate.  There are other commercial industrial customers, particularly in the Fenelon Falls/Bobcaygeon region, or they would be located along the transmission main route, in addition to that customer.  So, for example, Naylor Marina on Highway 35, Kawartha Dairy in Bobcaygeon, those would be classed as industrial customers, but we believe that they wouldn't qualify based on volume for a large-volume contract rate, so we haven't called them out as industrial customers.  But --


MR. BRETT:  They'd be in commercial at the moment, I guess.

MR. McGILL:  Yes.

MR. BRETT:  Okay, I'd like to just turn now a little bit -- turn to another topic off the cost topic and talk for a moment about the program that we're looking at more generally and how it interrelates with any government program that might be forthcoming.

I take it that you'd agree with me that at the moment we don't have a government program, either a loan program or a grant program; right?

MR. McGILL:  That's correct, we have an announced program, but we don't know any details of that program.

MR. BRETT:  Right.  We -- now, you -- your group -- you mentioned your group together with Union, and I believe you mentioned the OFA -- and this was some days ago -- had met different times with the government over the year 2014.  Did I get that right?  Is that...

MR. McGILL:  Yes, that's correct.

MR. BRETT:  In that period, were you effectively -- were you effectively proposing or advocating a program, this program, for the government?

MR. McGILL:  At that point in time we were working alongside Union Gas, and that we believed at that point in time that the program that we would bring forward and attempt to adopt would be very similar to what Union has proposed in this proceeding.

There were some discussions and presentations made to people from the Ministry of Energy, the Ministry of Environment -- pardon me, the Ministry of Economic Development, Infrastructure, and Employment, and OEB Staff in late 2014.

MR. BRETT:  And this was -- was this in response to the government's announcement in it or the government's noting in its 2013 long-term energy plan that they would like to do some work to expand the gas to those serviced area, or was this more your initiative --


MR. McGILL:  Well, we -- we had been looking at ways to try to put ourselves in a position to extend service to some of these communities earlier than that.  It was determined it would be very difficult to do that under the existing EBO 188 feasibility guideline.  And that led to discussions that resulted in first, basically, the plan that Union has put forward, and then later we made adjustments to that initial proposal so as to make it more workable with respect to the communities that we had under consideration.

MR. BRETT:  And the Ontario Federation of Agriculture was part of these discussions?

MR. McGILL:  They were involved in some of these discussions, yes.

MR. BRETT:  And I take it that Board Staff were not involved in these discussions at this stage, or were they?

MR. McGILL:  I don't believe they were at the early stages.  I know for certain we made a presentation to Board Staff on November 27th, 2014.  I was involved with that.

MR. BRETT:  And did you have subsequent discussions then with Board Staff after that, or...

MR. McGILL:  I think there have been some informal discussions, but for the most part I think they've been procedural in nature, rather than discussions with respect to whatever program we were developing to -- or proposal we were developing to bring forward here.

MR. BRETT:  And the next step then was that the government came out in the budget in 2015 and said that they wished -- they were going to develop a loan program and a grant program, and I didn't see a date on this, but that would have been in early 2015, I assume, budget for two-15?

MR. McGILL:  I would have to check --


MR. BRETT:  Yeah.

MR. McGILL:  -- that budget announcement.

MR. BRETT:  I can check that.  I should know that.

And then the -- at that point, also early in 2015 we had the government sending the letter to the Board that we've discussed quite a bit here.  I think it was February 17th, 2015, asking the Board to look into what they could do to advance -- make gas available to unserviced areas; right?

MR. McGILL:  That's correct.

MR. BRETT:  And then the Board replied, actually, with alacrity.  The next day, the Board wrote back with its -- or wrote to the community, to the utilities, saying, you know -- laying out the areas that -- inviting proposals and laying out the areas of flexibility that they were considering; right?  Or some examples of them?

MR. McGILL:  Yes, I think that is more or less the gist of that letter, the February 18th letter.

MR. BRETT:  So that obviously the Board Staff were in discussions with the ministry to prepare for this event.  So there were some -- to your knowledge, was there some collaboration there between the Board Staff and the ministry and trying to work out what these initiatives would be?

MR. McGILL:  I think there possibly could have been, but I can't speak to that personally.  I have no idea what discussions goes back and forth between Board Staff and people from the ministry --


MR. BRETT:  So then about a year later we had the government announcing this plan initially in a couple of sentences in the LTEP.  About a year later -- or a year and a bit later they -- in the budget they stated their intention to create a grant program and a loan program, and the 2016 budget that came out a few weeks back, they spoke of creating a loan program but not a grant program; correct?

MR. McGILL:  That's correct.

MR. BRETT:  And...

MR. McGILL:  However, in Minister Duguid's progress report to the Premier in January 2016 he makes reference to work being done on both the loan and the grant program.

MR. BRETT:  Did you have any information or -- that allows you to state with any degree of confidence when either -- when either one of those programs will start?

MR. McGILL:  No, I believe that the government is waiting to see the outcome of this proceeding.

MR. BRETT:  Okay.  It seems to be a rather elusive program, but...

Moving on, on the issue of the impact of your program on GHG, just very briefly because you've discussed this, I think your evidence suggests that while it's counter intuitive, if I can remember your words, to the extent that actual natural gas-fired power is the marginal fuel, is the marginal power being produced, that there would be an advantage in moving from -- converting customers from electricity to natural gas.


My question is -- and I know you've answered IRs on this subject, but my question is have you got -- and I know you have just, I think, agreed yesterday to do a calculation on this, but my question to you is: Do you have any information from the IESO of an authoritative nature that would clearly set out the degree to which gas-fired power plants are operating in Ontario over the year, on the margin or otherwise?

Have you got that kind of information?


MR. McGILL:  Well what we did provide, and it was in response to the Ontario Geothermal Association, was a chart that compares the peak electricity load to the peak natural gas load, and there is a definite summer peak load with respect to the electrical system.


But there is another coincident peak, the second highest peak on electrical demand is coincident with peak natural gas demand.  So it stands to reason that the marginal fuel for electricity generation, because we can track that day by day.


I've got an app on my phone called Grid Watch.  I can pull it out and tell you exactly how much electricity is being generated from every plant connected to the IESO system, and it is pretty obvious when gas is the marginal fuel.


MR. BRETT:  That is the current situation.  Have you thought much, or made any internal predictions on what is likely to happen going forward?  I say that because -- well, I'm sorry, go ahead.


MR. McGILL:  Well, I guess two things is that natural gas power generation supports the province's effort to bring in more renewable power because of the fluctuations in output of wind and solar, which are the main renewable energy sources.


So to the extent that gas plants are there to back that up when the wind isn't blowing and the sun isn't shining, gas-fired generation basically enables that in Ontario.


The other factor again is that in order to grow that, gas is required for that.  The second thing is that I think it's pretty well known that the provinces in the -- or, I guess, OPG is in the process of refurbishing the Darlington nuclear reactors.  That's a 13- or 15-year multi-billion-dollars project that is intended to extend the life of that plant to 2060.


So for the foreseeable future, we believe that natural gas is going to be a significant component of the province's electrical generation program.


MR. BRETT:  That said, I guess what you're telling me is you don't have -- either there doesn't exist or you don't have it, but an IESO analysis of what gas usage is likely to be going forward.

One of the reasons I ask this question is you're also probably aware that the government is renegotiating the terms of many of the so-called NUG contracts, non-utility generation contracts, many of which -- many of the larger of which in particular are gas-fired.  And it is not at all clear yet, as I understand it, whether all of these contracts will continue.  In other words, some of these plants may cease.

All right.  Let me move on --


MR. MacPHERSON:  Excuse me, Mr. Brett, if I could respond to that?  I agree we don't know the future of exactly the contracting, whether it be NUGs or large gas-fired generation.  In the province's Long Term Energy Plan, it does forecast a continued reliance on natural gas actually to be at the same level as it is today, with increasing levels of emission during the period of refurbishment of nuclear, as Mr. McGill referred to.


So we actually see, over the next 20 years or so, that natural gas is going to sustain, if not maybe grow some of its actual throughputs for power generation.


MR. BRETT:  You are referring to the LTEP, the most recent LTEP?


MR. MacPHERSON:  I am.


MR. BRETT:  Thank you.  Now with respect to benefits to ratepayers, existing ratepayers, this has been discussed at some length and I have only a couple of very minor questions on it.


The first of them is -- the simplest, I guess, is generally speaking, you have this ten-year attachment period under EBO 188.  Generally speaking, what percentage of the customers to do you anticipate will be attached to any of these new projects in the first ten years?  What is the sort of rule of thumb that you use, or have used in the past and is there any -- and if you can tell me that, are you changing that in any way for these 39 projects, or is it a pretty well accepted number?


MR. McGILL:  Well, I think we've indicated before that our estimates are based on capturing 75 percent of the existing customers in these communities in the first ten years, and a hundred percent of any new construction customer additions in these communities in that period of time.


That capture rate is based largely on the market survey that we had done, and it's also confirmed by our past experience with similar projects.


MR. BRETT:  So, let me -- I'm not sure I caught all of that.  But are you saying that on average, you get about -- well, let me just do it this way.

BOMA -- look at page -- bring up page 32 of your evidence just for a moment.  And that is table 9.  This is where I first saw this.


If you look at table 9, the first line under "residential" -- this is a table that displays ratepayer impacts, but I'm just looking at the first line of it for these purposes.  It shows attachments running fairly strongly from year 1 through to year 8, and then dropping off dramatically to, I guess, 4,300 in year 8, and then going down to 228.  So that's going down by -- down to 5 percent of the year 8 number.  The year 9 number is 228, which is 5 percent of the year 8 number, and the year 10 number is also 214.


That suggests to me that you sort of have a -- that most of the attachments take place in the first eight years.

Regardless of how long it takes you to get to 100 percent or 90 percent, what is the -- I mean, if this table were to go out to 25 years, what would those numbers -- what I'm trying about to get at is what chunk of the attachments take place in the first 10 years?


MR. McGILL:  So there are two things in play in the way that customer forecast rolls out over the 10 years depicted table 9 of our evidence.


The first is that we have basically a schedule for bringing the projects on-line.  The first two or three -- Fenelon Falls, Bobcaygeon, Scugog Island -- it's our intention that they would be the first projects.  They are the largest projects, so for that reason, I would expect to see the customer attachments front-end loaded.


The second reason is that we apply a customer capture portfolio, if you will, over that first ten years. So it is not a levellized assumption.  We assume that in the first several years, we will pick up higher proportions of the potential market than in the latter years.


And then, I guess, the last thing is that if you look at our entire system today of the potential market, 97.4 percent of all potential premises are attached to our system as customers, so that over a 20 to 25 period of time, that would be our expectation, that we would eventually achieve similar numbers with respect to these communities.

MR. BRETT:  Yes, I think I get that, and so -- and I take your point about this being a portfolio, but if I just go back to my original question, if you looked at, say, your past experience on any expansion project, what would you typically count on getting?  I mean, if we examined the LTCs for the last many years and looked at what you said you would be getting over the first ten years, what would that number likely to be?  Is it 75 percent, is it 80 percent?

MR. McGILL:  Well --


MR. BRETT:  Is it 60 percent?

MR. McGILL:  -- Mr. Ahmad can speak to it, but we have done some work towards completing a couple of earlier undertakings, so we do have some information with respect to the forecast accuracy of some past projects, and do you want to...

MR. AHMAD:  Yeah, in terms of the -- we picked up some projects, leave to construct projects, which we completed in the period 1995 to 2000, in that period, so there were approximately six projects.

And on those projects, our forecast accuracy collectively was around 95 percent.

MR. BRETT:  Sorry, 95 percent over 25 years?

MR. McGILL:  No, the forecasts were about 95 percent accurate in terms of the customer capture.

MR. BRETT:  Yeah, okay, I'm really not so much concerned about the accuracy of the forecast.  I took your -- I -- and it's good to hear that you are that accurate.  That wasn't where I was going.  I was really more interested in the pace at which they come on, and so do you have any notion of how much -- how much do you forecast, first of all, to -- if you are 95 percent accurate, then I guess -- what do you forecast would typically come on in the first ten years?  Because that would determine what would come on to some degree, if you're that accurate.  Do you know that number?

MR. McGILL: For those past projects we don't know what the total market potential was at this point in time, and again, I think we undertook to come back with those figures.

I've looked at a couple of older leave to construct applications where I thought I would find those numbers.  Unfortunately they are not there.  Those applications rely on the forecasts of customer addition, so one of the things we've started to do, in an attempt to answer those questions, is gone back to our staff at the office to try and see if they can locate some of that information so that we can complete that undertaking, but at this point in time I don't have that information.

MR. BRETT:  Thank you.

Now, the -- I have a -- going back a little bit to one of the -- another -- to the second -- I want to talk very briefly about the second-stage benefits, and if you turn up BOMA 10 for a moment, please.  And specifically I'm interested in BOMA -- I guess this is the -- that's the first page -- yeah, go to the second page.  Yes, that's fine.  Look at 10(3) there, and the question we had asked is:
"Does EGD agree that using these second-stage benefits could be used to justify any expansion to unserved communities in the province, no matter how remote the communities are from existing gas infrastructure?"

And your answer was:
"No, the company expects that any project to expand gas services would be subject of a leave to construct brought before the Board, wherein the Board would have the opportunity to consider the reasonableness of the proposed project."

But the -- I guess my question following from that is, if the Board adopts a framework, as you were saying in this proceeding, that allows -- first of all, that does not have a minimum PI on a per project basis, and secondly allows -- unlike the current EBO 188, going back to Mr. Higgin's analysis a couple of days ago, that unlike the current EBO 188, allows the reduction of the second-stage benefits, which are the cost reductions of customers.  Isn't the Board going to be in a difficult position at a leave to construct to say, well, you know, this is not -- this is unreasonable?  Where's the Board going to draw the line?  It seems to me the way you've answered my question is to say:  Well, don't worry about it, we'll deal with it at the leave to construct.  The Board will deal with it at the leave to construct.

But how is the Board going to draw the line at the leave to construct if they've already got a framework that essentially is very open-ended in terms of -- that's very open-ended in respect of costs?  And, you know, how are they going to do that?  Because the second-stage benefits presumably are always going to be quite large.

I mean, in a sense you are comparing apples and oranges, I guess is my question.

MR. McGILL:  Okay.  So I guess --


MR. BRETT:  How is the Board going to deal with that?

MR. McGILL:  So I guess there's two parts to my response to that question, and the first is that it isn't part of our proposal to include the quantification of stage 2 benefits when weighing whether or not a project would fit within the portfolio or not.

We are simply asking that we only -- to include projects that will enable us to maintain a PI for the portfolio of .5.

So it is not -- that's not part of our proposal.  What we've done in our evidence is we've shown the stage 2 benefits related to this portfolio that we've used to illustrate our proposal, just to demonstrate that there are benefits beyond simply the discounted cash-flow benefits associated with the project.

The second thing is that it's my understanding that back under the days of EBO 134 the project PI test included stage 2 benefits so that when that PI calculation was done for a project you included both the discounted cash-flow impact and the stage 2 benefits in order to calculate the PI.  And then if you hit a PI of 1 or better the project would go forward.

So the Board managed to deal with stage 2 and stage 3 benefits under EBO 134.  To some extent they still do today with --


MR. BRETT:  The Board -- the Board --


MR. McGILL:  -- the transmission project, so I don't understand why the Board couldn't take them into consideration going forward.

MR. BRETT:  Well, would you not agree, though, that that approach ended with the establishment of EBO 188?  Presumably that was one of the things 188 was supposed to clarify.

MR. McGILL:  Well, it ended with respect to community expansion projects, it did not end with respect to transmission main projects, and --


MR. BRETT:  But this is not a transmission project.

MR. McGILL:  Well --


MR. BRETT:  Or is it?

MR. McGILL:  -- well --


MR. BRETT:  Are you --


MR. McGILL:  -- the numbers we have included in our capital costs include both the cost of transmission main and the in-town distribution systems.  And it's actually interesting, it came to mind yesterday in discussions outside of the hearing room that we could have easily split these capital costs into two bundles, one to go forward under EBO 134 and one to go forward under EBO 188, or our proposal.

So as far as I know, EBO 134 is still on the books and is still valid with respect to some decisions that the Board renders.

MR. BRETT:  When you say that, when you say there are transmission components to these projects, are you referring to the reinforcement mains that would be necessary?

MR. McGILL:  No.

MR. BRETT:  Or are you referring to something else?

MR. McGILL:  So for example, right now we serve the town of Lindsay in the city of Kawartha Lakes.  It is roughly 20 to 25 kilometres of transmission main required to get from Lindsay to Fenelon Falls.  That's transmission main.

MR. BRETT:  How are you defining that?  Is that based on the -- is that based on the size of the pipe, the pressure of the pipe, the nature of the ancillary equipment?  Where's the line drawn?  Where do you draw the line?  It seems to me we discussed this about 15 years ago with respect to Centrus Gas, but where do you draw the line between what's a transmission main and a distribution main?

I had assumed from your evidence that all of these mains -- and I think it's even -- I would assume reading your evidence that all of these mains are distribution mains that you're speaking of in connection with these 39 projects.

MR. McGILL:  I can't tell you whether or not that definition of a transmission main versus a distribution main is written down anywhere or noted in any of these guidelines set down by the Board, either EBO 134 or EBO 188.  I don't believe it is documented in EBO 188.  I'd have to go back and check EBO 134.

But in terms of the requirements for a leave to construct, I think they pretty much define a transmission main, which I believe is -- I can't remember the diameter.  It is pretty easy to look up, but there is a diameter of pressure criteria, and also I know the capital cost.  It has to be over $2 million, so if you cross anyone of those three thresholds, a leave to construct application is required.

I can go back and confirm what the exact figures are.

MR. BRETT:  Are you suggesting that those criteria are the criteria, the only criteria that you used to distinguish between a transmission main and a distribution main?

MR. McGILL:  No, I don't think they would be the only criteria.  But I think they would be three very good criteria to consider when trying to make that distinction.

MR. BRETT:  Would you be able to tell us -- not necessarily as you're sitting there, but by way of an undertaking -- what other criteria internally you use to distinguish between transmission mains and --


MR. McGILL:  We can do that.

MR. BRETT:  And you will?

MR. McGILL:  Yes.

MR. MILLAR:  J4.2.
UNDERTAKING NO. J4.2:  TO PROVIDE THE CRITERIA USED TO DISTINGUISH BETWEEN TRANSMISSION MAIN AND A DISTRIBUTION MAIN


MR. QUESNELLE:  Mr. Brett, how would -- I am just wondering what we are going to do with that.

You know, I'm just a little concerned that, Mr. McGill, you mentioned that your musing yesterday that there are different ways that you could have put forward a proposal.  We don't want this to morph into something that without it being defined as to what we're doing here.

If we're going to take this apart and kind of analyze it in chunks, are we starting over again and taking a look at the evidence in a different fashion.

If we're going to do that, I think we want some parameters around it.  If Enbridge feels it wants to -- I won't say modify its evidence at this juncture, but if we're going to just have a characteristics of a transmission main separate from a distribution main hanging out there, what are we doing with it?

I am trying to look for context for how that would be of use.

MR. McGILL:  We are not proposing to alter our proposal at this point in time.  I was just trying to illustrate that as far as I'm aware, EBO 134 is still active and valid, and that certain facilities are subject to those guidelines versus the EBO 188 guidelines.  That's the only point I'm trying to make.

MR. QUESNELLE:  That's helpful.  Thank you, Mr. McGill.  Dr. Higgin?

DR. HIGGIN:  I want to clarify one thing that, as you would be aware, the Board updated the filing guidelines for transmission two years ago.

And I think the response should at least reference and be in the context of those guidelines.

MR. QUESNELLE:  Understood.

MR. McGILL:  Yes, we referred to that update.  It was at 2000 -- the docket number is a 2012 docket number.  I've got the reference.  It is in our evidence.


MR. QUESNELLE:  I recall, yes.  Thank you.

MR. BRETT:  So you will relate to that in your reply, I guess?

MR. McGILL:  Yes.

MR. BRETT:  Okay.  I want to ask a question or two only, because it's been debated a fair amount -- I wouldn't say -- yeah, a fair amount.  This question has to do with the linkages between energy efficiency and the program.

I guess the way I would focus this down is to say would Enbridge be agreeable to saying that as a condition of a party being eligible for gas, for conversion to gas, that customer must agree to simultaneously -- at the same time, as part of a package, as it were -- participate in the applicable EGD gas conservation program.

Now, I understand you've made the point in your evidence which, you know, as -- well, you've got to have an account number before you can be eligible for conservation program, and I understand that.  But I'm taking this is as a way to deal with that, that essentially you say, okay, one of the things that we -- you make this a condition of participation, that they will work with you and take on -- participate in what relevant conservation program you have for that category of customer, and that's part of the package that allows them to make a conversion.

Would Enbridge agree to that?

MR. McGILL:  I think -- I wouldn't want to try to make it mandatory for customers converting.  I think we would definitely encourage them, and it is our objective to deliver DSM or conservation programs to as many customers as we can.

The concern I have with trying to make that a mandatory requirement in order to attach to our system would be that some of those initiatives could still be very expensive.  So, you know, if we undertook -- someone undertook the energy audit which is funded through the DSM program, and the recommendations come back to, let's say, to insulate a basement or attic, or change all the windows in a house, you know, these are renovations that could cost thousands and thousands of dollars.

So, I wouldn't want to try and impose something like that on a potential customer.  I think we would --


MR. BRETT:  You would be giving them, as I understand it, you know, most of these programs that you have -- and I can't recall them all right here in my mind, and I'm not suggesting you should have to do that either.

But you typically give incentives to customers to do these things.  So assuming that you had enough money in your pot to provide the normal incentive that would apply, the customer then wouldn't have as much of a burden because he would be getting some money from you, assuming you had the money and --


MR. McGILL:  Yes, but I think the incentives would go to cover some portion of some of these costs.  But I don't think, in most cases, they would cover all of those costs.

So again, we'd be trying to impose a financial burden on a party in order to have them become a customer beyond the cost of simply converting their equipment over to gas-fired equipment.

The other item to consider there is, at least with space heating equipment, we'd be probably looking at equipment in excess of 90 percent efficiency as a baseline anyway.

MR. BRETT:  You mean in terms of the furnace?

MR. McGILL:  Yes.

MR. BRETT:  Sorry, maybe I leapt in there too enthusiastically.

Is having a -- is having a high efficiency furnace a condition of -- sorry, I didn't put that very well.

Must they convert to the highest efficiency furnace to be eligible to for the conversion program?

MR. McGILL:  No. I just know that I don't believe you can buy a furnace in Ontario with a efficiency below -- I think it's 92 percent today.

MR. BRETT:  So that issue has been closed off.  We have discussed heat pumps a little bit, and I don't want to get back into that area.

But as I recall, some years ago I believe Enbridge had made an application to include some conservation equipment -- I thought it was heat pumps -- in their rate base.

Would your views be affected in any way if you were able to include that equipment in your rate base?

MR. McGILL:  I can't speak to what we may or may not have brought forward in the past, with respect to heat pumps or including geothermal loops as part of rate base.

I think going forward, that is something that the company would consider.

MR. QUESNELLE:  Are you almost finished, Mr. Brett?  You are considerably past the time you anticipated.

MR. BRETT:  I think then I just have one last question.  If you look at BOMA 48 -- could you just back that up a little bit?  Just scroll down a wee bit, please.  I am looking for a phrase here.

That's it.  Yes, it's (b), response (b) there at the bottom and maybe we can -- that's fine, you've got it.

I'm interested in your statement in (b).  You say:
"Enbridge, as indicated in its evidence in the proceeding, Enbridge is of the view that having additional gas distributors may or may not be in the public interest."

And my question is:  Under what circumstances could you envision that having additional gas distributors would be in the public interest or might be in the public interest?

MR. McGILL:  Well, I think that is just simply too open a question for me to attempt to answer.  It would depend on a large number of things.  It would depend on the cost of service of those entities.

It would depend on the cost of regulating those entities.  I think it's something where we would have to test specific scenarios, assumptions around how many new entrants -- what their cost would be, what their rates would look like, and whether or not they would still be competitive, given the costs required to start up and operate businesses in such a way, and with limited economies of scale.

Today, between Enbridge and Union, 75 percent of the market in Ontario is served by natural gas.  That only leaves 25 percent to divvy up amongst any new entrants that might come into play.

MR. BRETT:  Posing a question:  In your paragraph 33 of your evidence, at the end of that paragraph, you talk about new entrants, and you say:
"Ontario -- the Board has determined the addition of regulated natural gas distributors in Ontario as beneficial, then these new entrants should be required to demonstrate their qualifications as an operator of natural gas facilities in a public forum in addition to demonstrating the economic benefit to the market beyond that provided by incumbent energy service providers."

And I guess my question is:  Why should the new entrant have to demonstrate an economic benefit beyond that provided by incumbent service providers?  Why shouldn't he just have to match it?

Now, you know, is he -- does he have to show something extra that the existing utilities don't show?

MR. McGILL:  Well, that's what our evidence says, and the rationale behind that is that there is no real benefit to the province unless the new entrant can demonstrate that they are delivering an economic benefit beyond what we have in place today.  Why change for the sake of change?

MR. BRETT:  So in other words, if it goes into a new area he has to provide something in that new area different than what you are providing in the existing areas that you're in; is that the idea?

MR. McGILL:  What we said was that we believe that a new entrant should provide economic benefits beyond what the incumbent utilities do today.

MR. BRETT:  Thank you.  Those are my questions, sir.  Thank you for letting me --


MR. QUESNELLE:  Thank you, Mr. Brett.

Ms. Vince, about how long do you have?  Because we'd had a short break at 10:00, so I think if you are not going to be long, we'll go ahead, and I believe, Ms. DeMarco, you have a few minutes as well?  Five?

MS. VINCE:  Less than ten, maybe five or less.

MR. QUESNELLE:  Why don't we do this, and then we'll allow this panel to finish up.


[Laughter]

MR. RICHMOND:  Mr. Chair, the CPA also asked for three minutes.  We'd asked to have a couple days ago.

MR. QUESNELLE:  Things that came up, Mr. Richmond, that -- because I don't think you had -- initially you had asked some --


MR. RICHMOND:  No, we advised that from Thursday after hearing the initial testimony that we had one question.

MR. QUESNELLE:  All right.  Thank you.  Is it safe for a truck with...

[Laughter]

MR. RICHMOND:  It is.

MR. QUESNELLE:  Okay.  Ms. Vince?


Cross-Examination by Ms. Vince:

MS. VINCE:  Okay, excellent.  My name is Joanna Vince, and I am counsel for the Ontario Sustainable Energy Association.  Luckily a number of my questions have already been asked, so I'm hoping to keep this very brief.

We talked a lot about Ontario's climate change program, proposed cap and trade, just to confirm your understanding is that that legislation has stated that the cap and trade program would start January 2017?

MR. McGILL:  That's my understanding, yes.

MS. VINCE:  Excellent, and of the proposed expansions there is, I think, 39 or 40 communities you are looking at.

If you were allowed to expand into those communities, what would the timing be of that expansion?

MR. McGILL:  Well, what we've done in terms of modelling the financial and economic impacts of that portfolio of communities is it's assumed that those projects would be built out over a nine-year period of time, beginning in 2017.

MS. VINCE:  Okay, and do you still think a 2017 start date is reasonable?

MR. McGILL:  Interesting question, because my construction people keep coming back to me and asking me, when is the Board going to make a decision in this matter, and -- which is sort of a -- one of the points on the critical path, so, yes, we believe that if we can understand the rules we're going to be operating under early this fall we believe we'd be in a position to begin the first project in the spring of 2017.

MS. VINCE:  Okay, and when would natural gas actually be delivered to customers and emissions created?

MR. McGILL:  I would expect the first few customers would get service in the fall of 2017, and then we would build out the distribution systems into those -- into that -- the first community, Fenelon Falls, the following year, so the bulk of the Fenelon Falls customers would start to come on in 2018.

MS. VINCE:  Okay.  In response to OSEA interrogatory 3, Enbridge indicated that it had not done any assessment of converting heating and water heating loads from alternative fuels, propane, electricity, for example, directly to renewables.  Would it be opposed to doing that as part of a framework for community expansion?

MR. McGILL:  Okay, so when you say "renewables", I'm not sure exactly how --


MS. VINCE:  So -- sure.  So renewables or sustainables, so geothermal, heat pumps.  If it helps to -- so my understanding is this is also to create a sort of a long-term framework that would apply in years to come, so it would also be open to new technologies that may arise in the future.

MR. McGILL:  Excuse me.

[Witness Panel confers]

MR. MacPHERSON:  Excuse me, with respect to that kind of assessment, I think we're kind of the opinion that we are not probably qualified to make that determination of the market.  There is a lot of different economic and technical factors with those technologies which we are not familiar with.

I think that is our position at this point in time.  We would not be able to do that.

MS. VINCE:  Okay.  So just going back to a question Mr. Brett asked, which was:  Would you be interested in geothermal as part of rate base if that was possible, that would be an interest, but you wouldn't do the assessment as part of your application for an expansion?

MR. McGILL:  Well, I think we would -- right now it's a hypothetical question, and it's difficult.  I don't really want to try and bind the company into a certain position based on something that we don't truly understand at this point in time.

I think going forward that it's something that we definitely would take into consideration in terms of the liability of any of these projects.  If the market shifts in such a way that these new technologies become more economically viable, then that's something we have to take into account as we move forward, but I don't really want to try and make any commitment around that today.

MS. VINCE:  Okay.

MR. MacPHERSON:  We're aware of projects going on in British Columbia being executed by Fortis, which are a combined geothermal and gas projects which are innovation-type projects which I understand are -- you getting some new information on today, but they are not really long-standing projects.

MS. VINCE:  So you would wait for other projects to be done, look at the market, and then assess if it makes economic sense?

MR. McGILL:  Yes, I think that's a fair way to characterize what I'm trying to say.

MS. VINCE:  Okay.  And would you be opposed to having that approach included in the framework?

MR. McGILL:  I think the framework has to acknowledge that.  I don't know if it's to be included, would be the way I would characterize it.

MS. VINCE:  Okay, and then in the ICF presentation that's already been referred to a few times in response to OGA 3, there was a discussion about how Ontario cannot meet its greenhouse gas reductions objectives solely from its own market and that complementary initiatives targeting technology development and innovations would be required, so similar question:  Is that something that you would be open to or not opposed to having included in a framework, is to look at new complementary initiatives?

MR. McGILL:  Again, I think it's something that we have to take into account as we go forward.

I think we have indicated that there's a number of things that we have under consideration already; renewable natural gas, we're looking at hydrogen for renewable energy storage.

We have quite a comprehensive demand-side management program underway now.  So all of those things are going to come into play as we move forward.

But again, I don't really want to try and make any firm commitment at this point in time until we have a better understanding as to how these things are going to work together.

MS. VINCE:  Okay.  And last question just going on That point.  So you talked about renewable natural gas and you talked about CHP and some other initiatives.

That's for your system as a whole, though. and not specifically for expansion projects.  Is that correct?

MR. McGILL:  Those initiatives would apply across the board, yes.

MS. VINCE:  And they are not specifically accounted for in the expansion economic analysis?

MR. McGILL:  No, not at this time.

MR. QUESNELLE:  Thank you, Ms. Vince.  Ms. DeMarco?
Cross-Examination by Ms. DeMarco:


MS. DeMARCO:  Thank you, Mr. Chair.  Thank you, panel.  I'm asking you questions today just on behalf of Anwaatin.

First, if I might, just correct the record from yesterday's transcript.  I believe there is an error on page 102, starting at line 19.

Dr. Higgin was asking questions of Mr. McGill, and it was regarding the exchange between myself and CPA on day 2, that propane was 180 percent higher; it should be 118 percent higher.  So if the record could reflect that change.

Thank you, panel.  Let me ask you very specifically about your --


MR. RICHMOND:  Mr. Chairman, I think you actually corrected that -- that was 18 percent higher, not 118 percent higher was the question that you had asked on that day.

MS. DeMARCO:  No, it was the actual question, just to be clear, was 118.  And then we went on to have a further discussion which was 1.18 times, so --


MR. RICHMOND:  Right.

MS. DeMARCO:  So the correction was accurate as I made it.

MR. RICHMOND:  Yes.

MS. DeMARCO:  Panel, can I ask you:  Would you agree with me that there are First Nations also in the Enbridge service territory?

MR. McGILL:  Yes.

MS. DeMARCO:  And how many are there?

MR. McGILL:  I don't know that.  I'm aware of at least two right now.

MS. DeMARCO:  Can I ask you to undertake to find out the number of First Nations in the Enbridge service territory?

MR. McGILL:  Yes, I can do that.

MS. DeMARCO:  Thank you.

MR. MILLAR:  J4.3.
UNDERTAKING NO. J4.3:  TO FIND OUT THE NUMBER OF FIRST NATIONS IN THE ENBRIDGE SERVICE TERRITORY.

MS. DeMARCO:  And subject to check, the First Nations in the Enbridge service territory would include that Hiawatha First Nations?

MR. McGILL:  Yes, the Hiawatha First Nations on the north shore of Rice Lake, south Peterborough.  Is that what we're referring to?

MS. DeMARCO:  Yes, and the Mississaugas of Scugog Island First Nation?

 MR. McGILL:  Yes, those are the two that I am aware of.

MS. DeMARCO:  And Curve Lake First Nation would be one as well?

MR. McGILL:  Thank you for reminding me of that, but I do recall that they would be in close to Inniskillin, so that would be part of the area that we serve.

MS. DeMARCO:  Then could I ask you to turn to what is table 5 at page 27 of 36 in your evidence?  That's also excerpted in the compendium materials set out at K1.1.  This is the now famous chart where you've got 39 projects listed for preliminary profitability analysis.

Fair to say that none of those projects pertain to First Nations?

MR. McGILL:  Well, Scugog Island certainly would.  That's the only one on the list that I believe would include First Nations territory at this point in time.

I could check.  There could be some others there.

MS. DeMARCO:  Would you undertake to do that, check to determine --


MR. McGILL:  Yes, we will do that.

MS. DeMARCO:  And just in terms of deciding which projects to proceed with, did Enbridge undertake a consultation with First Nations in its service territory?

MR. McGILL:  No.  We have had discussions with representatives from Scugog Township with respect to Scugog Island, and we had done a preliminary feasibility analysis on the Hiawatha First Nations in the past.

MS. DeMARCO:  But no broad-based consultation we with respect to the First Nations?

MR. McGILL:  Not with respect to this proposal.

MR. MILLAR:  The undertaking given by Mr. McGill was J4.4.
UNDERTAKING NO. J4.4:  ENBRIDGE TO ADVISE WHETHER ANY OF THE 39 PROJECTS IN ITS CHART PERTAIN TO FIRST NATIONS


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

MR. QUESNELLE:  I don't want to belabour this, Ms. DeMarco, the correction that you made to the transcript  for yesterday?

MS. DeMARCO:  Yes.

MR. QUESNELLE:  Are we agreed that it is 18 percent higher and not 118 percent higher?

MS. DeMARCO:  It is 1.18 times, which is 118 percent of the value.

MR. QUESNELLE:  Not higher, though.

MS. DeMARCO:  Of the -- yes.

MR. QUESNELLE:  So the text in here is higher.  So we should be saying 18, if you're in agreement, 18 percent higher which is 1.18 times --


MS. DeMARCO:  Yes.

MR. QUESNELLE:  Okay, thank you.  Mr. Richmond?
Cross-Examination by Mr. Richmond:


MR. RICHMOND:  Thank you.  Mr. McGill, I believe you said last week that part of the proposed subsidy would go to subsidize the cost of truck transportation for LNG to certain communities.  I think it was 19 communities; is that right?

MR. McGILL:  Well, in determining the cost for the LNG communities, we've included the cost of transporting the LNG fuel to these communities.

MR. RICHMOND:  So that cost is included in the bundle which then determines how much subsidy --


MR. McGILL:  The way we did it was we included the transportation costs in the cost of the LNG as a commodity.  So there is nothing in the capital cost for, say, the purchase of transport trucks, or anything like that.

MR. RICHMOND:  Sorry, you included the capital cost -- sorry, you included the LNG costs in the operating cost only?

MR. McGILL:  Yes, for the cost of the LNG commodity.  So we costed it as a delivered service for the communities that would be served with LNG.

MR. MacPHERSON:  Those would be commodity costs, not operating cost for the regular business, to be clear.

MR. RICHMOND:  None of those costs the are factored into the proposal?

MR. McGILL:  Yes, they are because the way we decided which projects would be best served by LNG versus pipeline supply or transmission main supply was that we compared the -- we removed the transmission cost or main cost from the capital estimates for those projects, and then we replaced that cost with the cost of LNG as a delivered commodity to those communities.

And then what we did was we said, okay, based on taking that capital out and bringing the commodity cost back in from the standpoint of economic feasibility, which projects would cost overall less to be served by LNG versus traditional transmission main supply.

And that's how we've identified the projects that we believe that would be best served by LNG.

MR. RICHMOND:  Once you determined that -- so I'm reading from the transcript from last Thursday at page 28  -- you indicated that you would be recover the LNG premium from all customers.

MR. McGILL:  Yes.

MR. RICHMOND:  So that's the subsidy?

MR. McGILL:  And I think what I tried to explain at that point in time was that the way we're viewing that LNG cost premium is that it's equivalent to replacing the transmission main that's not required when we move to LNG service.

So, really we're just trading one form of transporting gas for another form of transporting gas.

MR. RICHMOND:  Right.  So instead of subsidizing the pipeline, you are subsidizing the truck delivery.

MR. McGILL:  Yes.

MR. RICHMOND:  So would any of though proposed subsidy similarly go to subsidizing the cost of truck transportation for competing fuels, such as propane, for those same 19 communities?

MR. McGILL:  Well, I don't see how any monies that we collect through our rates would end up subsidizing the operation of a propane operator.

MR. RICHMOND:  So that's a no?

MR. McGILL:  I guess that's a no.

 MR. RICHMOND:  Thank you, that's all I have.

 MR. QUESNELLE:  Thank you, Mr. Richmond.  Mr. Cass, any redirect?

MR. CASS:  Mr. Chair, after all that, I just have one small area of re-examination.
Re-Examination by Mr. Cass:

MR. CASS:  It arises from Mr. Brett's questions earlier today, panel, about paragraph 82 of your evidence,  if you could just quickly look that up.

 In paragraph 82, I think it's the third line from the bottom, there is a reference to transmission mains.  I believe Mr. Brett took that to you.

Could you please clarify that for the record?  That reference to transmission mains, is that speaking of some form of reinforcement, or is it speaking of the mains to get to the communities?

MR. McGILL:  It's a means to get to those communities.

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


MR. QUESNELLE:  Thank you, Mr. Cass.


Well, we'll take our 20-minute break.  Just to make sure I've got the next order, Ms. DeMarco, I believe you will be up next with your witness panel?


MS. DeMARCO:  [Nodding]


MR. QUESNELLE:  Okay.  Mr. Viraney, can you help me out here?  Are we going with GreenField and then VECC?


MR. MILLAR:  Mr. Chair, I understood it was the other way around.


MR. QUESNELLE:  Oh.  Okay.  I think we have availability constraints with both, I believe, so we want to get VECC and GreenField in today; that's the plan?  Okay.  So if we have a set order that it will be VECC next, Mr. Janigan, you will have your panel up when we return from the break, and we'll go to lunch and see where we are, but we'll certainly get GreenField in as well today.


Okay.  Now, are Union on standby for starting this afternoon, if possible?  Okay.  Mr. Keizer?


MR. KEIZER:  Yes, Mr. Chair, they are.


MR. QUESNELLE:  Great.  Thank you very much.  Okay.  Let's return at ten to 12:00.

--- Recess taken at 11:33 a.m.
--- On resuming at 11:50 a.m.


MR. QUESNELLE:  Just before we get started, I was looking around the room, and I was remiss.  I didn't thank the previous panel for their accommodations of being on and off, and on and off the last few days.  So for the record, and through to Mr. Cass, that was very much appreciated.  I meant to mention that before we took our break.

So now we have Mr. Janigan.  You have a witness panel up?

MR. JANIGAN:  Yes, Mr. Chair.  I wonder if I could have the witnesses affirmed.
VULNERABLE ENERGY CONSUMERS' COALITION - PANEL 1

George Hariton, Affirmed

Tom Ladanyi, Affirmed
Examination-In-Chief by Mr. Janigan:

MR. JANIGAN:  Mr. Chair, I'd like to qualify the witnesses, first Mr. Ladanyi.

 Your educational background includes a degree in engineering, and a Master of Applied Science at McGill in Toronto.

And you also received accreditation as a certified management accountant and chartered professional accountant, and you've held management positions in engineering and operations at TransCanada Pipelines in 1970s and 1980s, management positions with Enbridge Gas Distribution Inc. for 20 years in finance, regulatory affairs, operations and engineering, and with Ontario Power -- in regulatory affairs with Ontario Power Generation for five years ending 2015, and you are currently a private consultant.  Have I got that correct?

MR LADANYI:  Yes, you do.

MR. JANIGAN:  And you've given testimony in proceedings before the National Energy Board, and in numerous proceedings before the Ontario Energy Board.  These issues have included regulatory accounting, capital budget and operations budgets, incentive regulation, construction planning, pipeline design and costs.

And for greater specificity, your CV has been filed in this proceeding in Appendix A?

MR LADANYI:  Yes.

MR. JANIGAN:  And you have also completed Form A that acknowledges the duty of expert witnesses to provide opinion evidence in accordance with the standards of fairness and within your own expertise?

MR LADANYI:  I have.

 MR. JANIGAN:  Thank you.  Mr. Hariton, your far- ranging educational background includes a undergraduate degree in physics from McGill University, a masters degree in statistics and economics from Princeton and Carlton University, a doctorate in mathematics from the University of Toronto, and undergraduate and masters degrees in law competition and financial law from the University of Toronto and the University of London, respectively.

MR HARITON:  That's correct.

MR. JANIGAN:  And I understand that notwithstanding your doctorate in mathematics, you prefer to be addressed as Mr. Hariton?

MR. HARITON:  That's correct in this proceeding.  If I were to appear as a mathematician, referring to me as  doctor would be entirely appropriate.  But I'm here as a economist, and therefore I'm here as Mr. Hariton.

MR. JANIGAN:  Thank you very much.  And you have held positions with the Canadian Transport Commission and the Canadian Radio, Television and Telecommunications Commission as executive director of research and director general of economic analysis?

MR HARITON:  That's correct.

MR. JANIGAN:  You have held executive positions in Nortel and Bell Canada, including vice-president of finance for Bell Canada and vice-president of regulatory matters also at Bell Canada?

MR. HARITON:  That's correct.

MR. JANIGAN:  And you have provided expert testimony in numerous telecommunications proceedings before the CRTC on issues of access to services, incentive regulation, subsidies to high cost serving areas, local competition and market structure, to name a few.

MR. HARITON:  That's correct.

MR. JANIGAN:  And you have also been senior advisor to the Federal Government on major policy reviews of telecommunications regulation, the last one being the telecommunications panel on -- a telecommunications panel review of -- have I got that --


MR. HARITON:  Let me say that for you.  Telecom policy and regulation panel.

MR. JANIGAN:  -- which effectively led to a complete restructure in regulation.

For greater specificity, your CV has been filed as Exhibit A to the evidence, and you have also completed Form A, that acknowledges the duty of expert witnesses to provide opinion evidence in accordance with the standards of fairness and within your own expertise.

MR. HARITON:  That's correct.

MR. JANIGAN:  Mr. Chair, I'd like to qualify these witnesses as experts in utility regulation and expansion of utility service.

MR. QUESNELLE:  Okay.  Any objections or general submissions on that point?  Okay.  That's fine, Mr. Janigan.

MR. JANIGAN:  Thank you.  Members of the panel, you were authors of the report, "Natural gas system expansion and subsidies and telecommunications" of March 21st, 2016.

MR LADANYI:  Yes we are.

MR. HARITON:  Yes, that's correct.

MR. JANIGAN:  And you've answered interrogatories associated with this evidence, which have also been filed herein?

MR. HARITON:  Yes.

MR  LADANYI:  Yes.

MR. JANIGAN:  And to the best of your knowledge, are the report and the interrogatory responses true and accurate?

MR. HARITON:  Yes.

 MR. LADANYI:  Yes.

MR. JANIGAN:  Do you adopt them as your evidence this proceeding?

MR LADANYI:  We do.

MR. HARITON:  We do.

MR. JANIGAN:  Can you outline briefly what you have set out in your evidence, and its possible assistance to the Board in dealing with the issues in this proceeding?

MR LADANYI:  In our evidence, we first provided a summary of the OEB experience with EBO 134 and EBO 188.  This starts at page 5 of our evidence.

We then point out how both EBO 134 and EBO 188 system expansion guidelines were developed in consultation with interested parties, as a compromise that would allow for a level of cross-subsidy that would not place an undue burden on existing customers.

We note that if existing customers are to provide a subsidy for system expansion, utilities with a large customer base would have a competitive advantage over smaller utilities or new entrants.

The Board, in its review, could consider if a more level playing field would be in the public interest, possibly by a sharing or pooling of subsidy funds.

We then present, starting on page 13 of our evidence, the experience of the telecommunications industry where this has been in use for some time.

Following this, we discuss key elements of the telecommunication approach for consideration in natural gas system expansion starting on page 29, followed with a discussion of jurisdictional considerations on page 30, and ending with key considerations that may be applicable to natural gas subsidy funds on page 37.

MR. JANIGAN:  Thank you.  Can you summarize what is the approach in telecommunications to expansion of service in regions that are uneconomic to serve?

MR. HARITON:  Yes.  Telecommunications regulation policy has traditionally pursued a number of objectives, including accessibility and affordability, at first and formally since 1993 as a formal part of the Telecommunications Act.

The two are intimately interconnected, although the I separated them to some extent for ease of clarity.

Clearly, the accessibility objective involves both extending networks in cases where people do not have service, and also upgrading service where the service was considered not of the current standard.

Traditionally, this was done via cross-subsidies within the telecommunications system.

There are three large ones; long distance service, residential basic, or local voice service, business to resident service, and urban to rural and small towns.

While the bulk of the subsidies were within a given carrier or utility, there's also a significant amount flowing across carriers via something called a revenue settlement plan operated by Telecom Canada.

What happened there was that the prices charged for long distance traffic was significantly above the costs of that service, to the tune of maybe over a billion dollars a year.

The money from calls that were -- that touched three or more carriers were divided amongst them, and the costs were clearly an element of the long distance costs, but also the local costs.  So carriers pulled out of this pool, money to cover local costs, and local costs include extension of service as well as the basic service itself.

While the CRTC never approved this arrangement where you had subsidy flowing from one carrier to another, it did find the resulting long distance and local rates just and reasonable, and therefore by doing so it implicitly approved of the scheme.

Jumping ahead, in 1992 the CRTC approved long-distance competition.  In 1997 it approved local competition, which meant that the internal cross-subsidies dried up and dried up fairly quickly.  In their place the CRTC required new entrants to make a contribution to the incumbents to replace the lost profits from the long-distance service.  And this was a permanent charge.

This approach seemed to be inconsistent with competition because, after all, you were asking competitors to make up the shortfall that they were causing to incumbents, so in 2000 the CRTC changed the subsidy, making it depend on shortfalls and local service.  They would calculate the shortfall and local service, and then they asked everybody, all telecommunications providers, to subsidize this through a percentage of telecommunications revenue, and the charge started, I believe, at 4.5 percent, but it was the Commission's intention to shrink it quickly, and currently it is about half a percent.  I believe it is .55 or .56 percent.

So that the money was collected from all of the providers of telecommunication services throughout Canada. It was administered by an independent fund supervisor, who I believe charges about $800,000 a year to date to do this, and it is distributed to local service providers.

One change, a refinement, if you will, made in 2001 -- in '11, originally in 2000 the Commission wanted to encourage competition, so the subsidy was available to everybody who was willing to provide local service in these high-cost areas.

Starting in 2011 the subsidy was restricted to carriers who had an obligation to serve and who are not forborne, who are still regulated, because it was thought that because they had these extra costs but they did not have the flexibility to price where the costs were, there was a need to subsidize them, and that's pretty well where it stands today, except I should note that there is a proceeding in front of the CRTC right now -- in fact, the oral hearing part was held the last three weeks -- which is reconsidering this.

The subsidy so far has been for voice.  The question now is whether you should extend this to broadband.  One of the proposals which is being actively pursued is, instead of calculating the cost of the service and the revenues and subtracting to get the amount of subsidy, why not put it up to a reverse auction, so that people could actually bid on it.

And in this context I should mention that we have had over the last 12 years or so a number of limited programs by federal, provincial, and community governments to extend the local broadband network by reverse auctions.

In other words, in consultation with communities they identify the needs, and they then ask the -- for bids, and the smallest bid, subject to certain standards, will win the contract, where there is an obligation to serve for five years and so on.

So through this model we've seen a number of approaches at work.  I'm not recommending any one of them for the Board today; I'm just putting them forward to illustrate the range of solutions that are possible.

Thank you.

MR. JANIGAN:  Thank you.

What are the important components of the telecommunications approach that the Board may wish to consider in this proceeding?

MR. HARITON:  Well, I would flag one approach, which is that one of the difficulties we have had in telecom in calculating subsidy requirements is getting a handle on the cost of network extension.  And this has been a very contentious issue over the years, and the calculations have changed over the years.

There is some evidence that a reverse auction which does not require a calculation of costs but goes straight to the amount that you need to give out to subsidize may be more -- both more efficient in terms of providing results that are -- subsidies that are smaller for a given amount of service, and also less contentious, because you are not fighting over cost measurements all the time, so this is something I would put forward as a possible consideration.

MR. JANIGAN:  So is there any...

MR. LADANYI:  Yeah, in general terms I think what I would say is that the telecommunication approach, if applied to Ontario, would address a province-wide need rather than one dealing with a specific gas distributor.  It would expand the pool from which subsidy funds are collected, possibly reducing burden on individual customers.  It would disconnect public policy from financial demands on utilities to some degree.  It could allow for competitive and least-cost entry of new distributors.

Under this approach, gas distributors would have an interest in ensuring efficient expansions, since funds are collected from the ratepayers.

MR. JANIGAN:  Thank you.

And you noted that the issue of whether to fund on economic expansion of natural gas service is an issue of public policy.  Have you recommended an actual new subsidy arrangement for natural gas expansion in your evidence?

MR. LADANYI:  No, we have simply provided information concerning the structure and operation of a fund across telecom carriers created by the CRTC that has assisted with establishment and maintenance of telecommunication services in rural and remote regions where there is a high cost to serve.

We have assumed, by the government's letter to the Board, that there was a public-policy interest in exploring the issue of natural gas system expansion, and we also assume that the Board will have to find there is public interest established by its statutory objective in order to decide to enlarge subsidy arrangements and possibly create a similar fund.

Wait, I have not finished yet.  Excuse me.

[Laughter]

We note that such determination may also include consideration of other alternatives to expansion of natural gas service, as urged by some intervening parties in this proceeding, although funding for such alternatives would likely require legislative initiative.

MR. JANIGAN:  Thank you.

Now, are you suggesting the method of funding uneconomic expansion of natural gas across distribution utilities is superior to a taxpayer-supported fund?

MR. LADANYI:  No, we do not.  We would note it as a practical matter, if expansion is sought by thought by the Board to be in the public interest, then a Board-enabled scheme is probably easier to put in place.

MR. JANIGAN:  Have you studied the particular circumstances and cost implications of funding expansion to the communities proposed to be served by the proposals of EGDI and Union with a view of determining the appropriateness of their treatment by way of a natural gas distribution industry fund?

MR. LADANYI:  No, and we have no recommendations at this juncture as to the threshold for consideration of such  funding, if it is thought appropriate.

MR. JANIGAN:  Finally, Mr. Hariton, I notice that you possess advanced degrees in law.  Have you given a legal opinion in this evidence as to jurisdiction?

MR. HARITON:  No, I have not.  I'm here as an economist, not as a lawyer.

MR. JANIGAN:  Thank you very much, Mr. Chairman.  The witnesses are available for cross-examination.

MR. QUESNELLE:  Thank you, Mr. Janigan.

Dr. Higgin, I believe you are up first for Energy Probe.
Cross-Examination by Dr. Higgin:

DR. HIGGIN:  Thank you, Mr. Chair.  It is now good afternoon, gentlemen, my name is Roger Higgin, and I am representing today Energy Probe Research Foundation, so I'd like to ask a few questions about your evidence.

So can we start with -- at the back end, which is your conclusions, which start at pages 39 and 40, and specifically I want to pick up on a few points on page 40.  So when you have that we'll start with those questions.

If we're there, can we start at the paragraph that begins "in EBO 188", and then of course goes to the end here of the page, and in fact the end of the testimony, or the document.

MR. LADANYI:  Yes.

DR. HIGGIN:  Okay.  So my questions on this, some clarifications that I would like to have you two address is in line 2, and it starts:
"In this review, the Board will have to consider if societal perception of what is an appropriate cross-subsidy has changed since 1998."

Now, you were there in 1998 and --


THE WITNESS:  Yes, I was.  And I remember you, Dr. Higgin, you were --


DR. HIGGIN:  Can you tell me what do you mean by societal perception of cross-subsidy?

MR. LADANYI:  What I mean by that is that I think in a proceeding like this -- and similarly in the EBO 188 and, for that matter, in EBO 134 -- society was represented by the parties in the proceeding.

In this proceeding, what we have here are submissions from many parties across society.  We have submissions from the municipalities, and the Board members themselves will draw back on their own experience.

Society might, at this point in time, have a different idea of what is an appropriate cross-subsidy than society did 20 years ago, and it is for the Board to decide that.

DR. HIGGIN:  Correct, and the Board decided that when it set the EBO 188; it balanced those considerations.

MR. LADANYI:  That's right, absolutely.  The Board balanced those considerations based on the submissions and the evidence, and the discussions that went over, by the way, a two-year period leading up to EBO 188, as you will recall.

DR. HIGGIN:  I remember it well.  Thank you.  Now my next thing is -- picking up some additional words that I think are important to for me, at least, to understand, and that is on the third line and going on to line 4, you say:
"...and if the impact of incentive regulation needs to be addressed."

So can you put that context and explain what you mean by incentive regulation needs to be addressed now in this proceeding, which, I guess, wasn't earlier.

MR. LADANYI:  Yes, at the time of EBO 188, the practice was that utilities would go for annual cost of service hearings, and they would have their rates adjusted based on their forecast one year ahead of cost and revenues.

In incentive regulation, this is not the case.  Utilities typically would be at risk for additional investments for a period of maybe four or five years.  So the balance has changed, and the utilities might have before more interested in making investments when there were annual cost of service proceedings than there would be under incentive regulation, with essentially a cost of service proceeding every four or five years.

DR. HIGGIN:  Thank you.  Can we just pick up another couple of words that I'd like to just understand.  The final sentence here -- no, sorry, the penultimate sentence:
"The Board will need to consider potential sharing of subsidy funds by utilities is in the public interest."

Now, can you explain that in terms of the four options that have been talked about which includes as one of them internal costs subsidization and the other is jurisdictional or wide subsidization.

MR. LADANYI:  Well, since there is the start of, if you like, natural gas service in Ontario, which I think was in 1955, there has always been internal cross-subsidy between classes of customers.  There has been no question at all with postage stamp rates, there has always been cross-subsidies.  So that would be internal cross-subsidization.

And then when you go into system expansion, there has been a level of cross-subsidies prior to EBO 134.  And then after EBO 134, that level changed, and after 188 it changed again.  So that would be internal cross-subsidies.

The Board in this proceeding can look at other ways of dealing with system expansion.  The Minister's letter to the Chair of the Board is asking for the Board to examine other opportunities or other novel arrangements, and one of them would be possibly a fund that would work across utilities throughout the province.

DR. HIGGIN:  Just to clarify, by across utilities you mean including any new incumbents --


MR. LADANYI:  Absolutely, any new incumbents, exactly.  So it could be -- I kind of missed mentioning that, the Board could make a decision that it would be in the public interest that the field be open to new entrants.

There are currently, as everybody knows there are substantial barriers to new entrants in business, in distribution in Ontario.  And the Board might say, well, they would like to see new entrants get in.

Or the Board could decide that perhaps having additional entrants could actually cause a fragmentation and an increase in costs, and the Board could say, well we'll maintain the current system as it is.

So it is up to the Board to decide based on the evidence in this proceeding.

DR. HIGGIN:  Thank you.  Now, you've put as a potential model, at least for consideration, the telecommunications industry and its expansion relative to what's before this Board, which is expansion of the natural gas system.

Can we just, for a person like me who does not know too much about the telecommunication service, is the question I'm putting -- I think Mr. Hariton might want to start -- is the basic difference between what would be seen as an essential service or social good versus some service which is not an essential service or a social good?

MR. HARITON:  I think that the definition of -- we call it basic service -- is changing over time.

At one time it was really limited to local voice service, which really meant that you could communicate with other people in -- the way we always did.

That's been upgraded over time and now we are considering broadband.  There were intermediate steps where we thought that dial-up internet became part of basic service, and so on.

My understanding of natural gas, which is very limited, is that you're really offering natural gas, so that I assume that natural gas is your service.

But I would turn this one to Tom.

DR. HIGGIN:  Just to clarify one thing, does broadband fit in the category of essential service or not?

MR. HARITON:  That's the subject of a proceeding in front of the CRTC right now.

I would hesitate to second-call the commission's decision on this one.  I know that many parties have advocated that it does become part of basic service.

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

MR. LADANYI:  Yes.

DR. HIGGIN:  In the context of time, it could be something short.

MR. LADANYI:  I would say that natural gas is not an essential service.  It is certainly a service that the public likes to have, as we see from many submissions from the public.

But the reason why we're here in this room is the directive from the Minister to the Chair of the Board to find a way of expanding natural service (sic) to more communities.

 Whether the -- it's an essential service or not, it actually doesn't matter.  The Board is looking at novel ways of changing things from what they are now to a new way of doing things.

DR. HIGGIN:  The purpose of the distinction is relating to the analogy you've offered of the telecommunications industry.  And that's what I'm -- that's the context I'm trying to make is that distinction you've put forward.

So then come to the question that you seem to say --and you can correct me if I'm wrong -- why is a universal access fund of sort funded by gas ratepayers the most appropriate for the Ontario natural gas sector to expand?  Why is that the most, in your view, preferred option --unless you tell me it is not?

MR. LADANYI:  It is not.  We are not saying it is the optimum.  We are saying it is an alternative that the Board should consider, and we've given the example from the telecommunication industry.  We understand that public perception of telecommunications as an essential service is certainly greater than it would be for gas.

I think some people in the province who believe gas is an essential service, but there are many alternatives to gas.

DR. HIGGIN:  Have you considered, when you were addressing that, some of the more -- we'll call them elements of such a fund -- and let's just talk about something that you would be familiar with, the charge determinant.  What should be the charge determinant for such a fund?

 A simple one would be so many dollars per customer, which has been proposed.  What about other charge determinants?  Have you looked into potential charge determinants that would make such a fund work?

MR. LADANYI:  No, we have not.

DR. HIGGIN:  Okay, thank you, that's fine.  So can we turn up one of my IRs to you, and that's S16.VECC.EP.1?

And the preamble to this was that this chart is taken from the London Economics evidence, as you would know, and it lists these four options for providing support in some form or other for the community expansion, so that's the context of this question.

And you provide a response to this, and I think you list five points in the answer.  We're looking at the first two.  And one of the things that you state here which perhaps I'd like to follow up on is this analogy that you raise in number 4.  Can we look at number 4, please.

You say:
"Unlike the Board's low-income program, system expansion is not income-based."

Can we explore just -- explain what do you mean by that?

MR. LADANYI:  Well, the current guidelines, EBO 188 guidelines, do not deal with income differences between customer groups, and there is, in my mind, no easy way to deal with this in system expansion.

DR. HIGGIN:  I was going to come very clearly to that, because subsidy has differential impacts on customers in a number of ways, one of which, and a major one, is income.  Those that have low incomes are hurt more by a subsidy than those with higher incomes; am I putting it correctly?

MR. LADANYI:  Yes.

DR. HIGGIN:  So how would you deal with that issue?  You are here for VECC, by the way, so that's why I'm asking these questions.

MR. LADANYI:  Oh, of course.  Yes, and I am a senior citizen.  There you go.  So -- but --


DR. HIGGIN:  So am I as well.

MR. LADANYI:  But, yes, and I'm concerned about impact on low-income customers, but the way I look at it, there is low-income and high-income customers amongst the existing customers of utilities and there are low-income and high-income customers along -- in the expansion communities, and I can't -- in both cases they will be affected in some way.  In the end probably we'll come to an even arrangement, but beyond that I can't tell you -- it would be very difficult for the utilities to track the income levels of customers in a system expansion area over a period of years.  I think I asked that interrogatory on that.  Administratively it would be very hard to do that.

DR. HIGGIN:  Thank you.

Now, just to make one point, you have -- at the end of these five you have this comment, and I think you've already covered it.  Five considerations would also have to be taken into account if somebody wanted to look at the taxpayer-funded option, which is one of the four options, correct?

MR. LADANYI:  Yes.

DR. HIGGIN:  Thank you.

So now, coming back to this, it's not a legal question, but in preparing your evidence on the question of a fund which is going to be potentially one of the options, did you have any opinion whether the Board has jurisdiction to establish a fund, as opposed to internal cross-subsidy?

MR. LADANYI:  I don't have a legal opinion.  I think there is a -- we have a section in our evidence on jurisdiction, and I would say that Board jurisdiction is decided through a series of court decisions.  It could be that the Board has jurisdiction.  I really won't be able to answer that.  It would be a better question for a lawyer.

DR. HIGGIN:  We're not going to go ask you it, because you said you are not here as a lawyer, so I won't --


MR. HARITON:  I would repeat what Mr. Ladanyi has said, that it really is a jurisdictional question.  In telecommunications the question has been faced, and I don't think it's actually been resolved.

DR. HIGGIN:  Thank you.

Can we just go to the table now which is here, which you offered in this response.  And I just had a couple of questions on some of these responses so that I understand them, and particularly just focusing on mostly the disadvantages column, and the issue I would like you to tell me about is in internal utility cross-subsidization, and then you say it provides subsidy by higher-income customers.  You had that discussion, and that's one of the disadvantages; correct?

MR. LADANYI:  Yes.

DR. HIGGIN:  And the other one is barriers to competition.

MR. LADANYI:  That's right, and the barriers to competition -- and that is the thing that I mentioned earlier, whereby utilities with a large pool of existing customers can draw on that pool to subsidize system expansion, whereas a small utility or a new entrant would not have that.

DR. HIGGIN:  Okay, thank you for the answer.

Then under the jurisdiction-wide -- and again I'm looking under the disadvantages -- you say about economies of scale, and then you make the comment:
"It's less fair to established utilities which are forced to subsidize competitors."

Could you just outline for me, just clarify what you are saying about that and what drove that comment?

MR. LADANYI:  Exactly.  In Ontario, ever since we started to have natural gas distribution, there has been a competition between gas distributors for new territory, so that's the area of competition.

And if utilities are to essential pool their funds they would, in fact, be subsidizing a competitor for -- in the acquisition of new territory.

DR. HIGGIN:  Thank you.

Now, just as a clarification on the last one on the right-hand column, is there a -- is there a word missing there that should say "to subsidize consumers of gas", just for clarification?

MR. LADANYI:  Sorry, in which sentence would that be, sir?

DR. HIGGIN:  "It may seem to be unfair, since it forces non-consumers of natural gas to subsidize consumers of gas" --


MR. LADANYI:  Of gas.

DR. HIGGIN:  I assume there's -- of gas.

MR. LADANYI:  Absolutely, yes, understood.

DR. HIGGIN:  Thank you.

So can we please now turn up my -- one of my other IRs, and this is the last area of questions.  It is S16.VECC.EP.3, and actually page 3 of that.

And the IR responses talks about reverse auctions such as Industry Canada has used for telecommunications.  And I think, Mr. Hariton, you've mentioned that.

MR. HARITON:  Let me just turn it up, please.

DR. HIGGIN:  Yes, please.

MR. HARITON:  Give me a second.

DR. HIGGIN:  It will be a bit higher on the screen, please.  No, sorry.  Take it down on the screen, please.  That's it.

MR. HARITON:  What page are you looking at, sir?

DR. HIGGIN:  We're looking at the reverse auction -- response on the reverse auction.

MR. HARITON:  Yes.  Right.

DR. HIGGIN:  The question which I'm leading to:  You discuss that as being something that Industry Canada has been using for broadband, I think you said.

MR. HARITON:  That's correct.

DR. HIGGIN:  So the question is in putting that forward, into this context as a mechanism, just want to clarify this:  Do you agree that the natural gas distribution service in Ontario is governed, amongst other things, many other things, inter alia, by the Public Utilities Act and the Municipal Franchises Act, and they have certain requirements there with respect to how service should be obtained by municipalities under those provisions.

MR. HARITON:  I'm sorry, I really don't have an opinion on that.

MR. LADANYI:  I can -- I can --


DR. HIGGIN:  I think Mr. Ladanyi knows exactly.  He's worked so many years in the gas industry, he knows these too.  Go ahead.

MR. LADANYI:  So I agree with you, yes.

DR. HIGGIN:  Okay.  So the question then is:  Are you proposing to insert in there some other mechanism?  That's my question.  For example:  Are you requiring that there be, if not a reverse auction, but there be an auction of some sort, such as South Bruce held, so what are you proposing in that context for the Board to consider, the reverse auction, identical, or some other mechanism?

MR. LADANYI:  We have mentioned reverse auction as an option.  We are not specifically proposing it.  As you know, and I think a lot of people in this room know, there is certain rules around the municipal franchises and the model franchise agreement, and actually, I worked on a committee that designed the model franchise agreement about 15 years ago, so I am very familiar with all the difficulties that we would have in changing that.

But nevertheless, you know, if the Board feels that this would be in public interest, I think that they can certainly make changes.

DR. HIGGIN:  Those would require legislative changes.

MR. LADANYI:  Absolutely.

DR. HIGGIN:  Thank you.  Those are my questions, Mr. Chairman.

MR. QUESNELLE:  Thank you, Dr. Higgin.

Mr. Kaiser?  You're up.
Cross-Examination by Mr. Kaiser:

MR. KAISER:  Thank you, sir.  I feel a bit welcome. I'm glad to see we have two more senior citizens in the room. That always makes me feel better.

MR. QUESNELLE:  I don't know, is your microphone is on, Mr. Senior Citizen.

MR. KAISER:  That's the problem.

DR. HIGGIN:  It's a memory problem when you get to my age.

MR. KAISER:  Mr. Hariton, you've been around telecommunication policy and telecommunication regulation, as I recall it, for at least 40 years.

MR. HARITON:  Yeah, that's about right.  Actually, I first got involved in 1969.

MR. KAISER:  Now, I want to a ask each of you a question which goes back to a history and to policy -- and I think it's actually very fortunate that you're here, because you offer a very unique perspective.

 MR. HARITON:  Thank you.

MR. KAISER:  There is a lot of discussion here about new entry.   This is not the first time we've seen now entry in either gas in Ontario or telecommunication nationally.  I'm sure you both agree with that.

MR. LADANYI:  Yes.

MR. HARITON:  Yes.

MR. KAISER:  Now, Mr. Hariton, starting with you, you would be familiar with a case called Bell Aliant, when all of this as a 2006 CRTC decision went all the way to the Supreme Court of Canada.

MR. HARITON:  So this a case where the CRTC made a decision as to how to disburse its deferral account and it went all the way to Supreme Court.

MR. KAISER:  Right.  Let me summarize it for you and see if I've got it right.

As I recall, the commission had established a new form of setting maximum prices called the price cap decision, and a certain amount of money had collected.  The commission said put this money in a deferral account, and  we'll figure out what to do with it later.
Along comes Bell in around 2003 and says, Guess what?  We'd like to use the money in this account to underwrite the extension of broadband service to rural and remote communities.

Big inquiry before the commission; three years later the commission says we're going to do that.  Some of the other guys don't like it, because they want the money put back in their pocket, so they appealed.

They appeal to the Federal Court of Appeal and lose, and appeal to the Supreme Court of Canada and lose.

The Supreme Court of Canada rules that the CRTC's creative end use of the deferral accounts for broadband expansion was authorized by the act, and was an exercise appropriate -- appropriate exercise of their authority.  They said there is no inappropriate cross-subsidization between residential telephone services and broadband expansion.

I'm not going to go on; the decision is on the public record.

What relevance do you think that case has to this proceeding?

MR. HARITON:  So the Supreme Court, as I recall, looked at the commission's powers under section 27 and 47 of the act.  I could check that for you if you want; I'm not here prepared to give you a legal thing.

But the point I think is that the court found that the Telecommunications Act sections gave the commission very broad powers to set rates, which did things including creating cross-subsidies.

MR. KAISER:  All right.  Thank you.  Mr. Ladanyi, turning to you, you might be one of the few people in this room that would remember this history.

When a gas industry started in Ontario, we had Union and Enbridge.  Enbridge at the time was called Consumers.  They started lighting the street lamps in Toronto.

MR. LADANYI:  Right, in 1848.

MR. KAISER:  Right.  Then along came two municipalities, Kingston and Kitchener, and they decided to get into the business.

MR. LADANYI:  Right.

MR. KAISER:  Then along came a company called NRG down in Aylmer, and they pumped gas out of the ground and they decided to become a distributor of gas.

But you right recall there was a company called Northern and Central Gas.

MR. LADANYI:  Yes.

MR. KAISER:  And in the early '70s, when you and I were first starting to appear before this Board, they came and they put gas up in northern Ontario, where nobody else was prepared to go at the time, correct?

MR. LADANYI:  Right.

MR. KAISER:  And they ran that business for 20 years until Union bought them out; is that right?

MR. LADANYI:  That's right.

MR. KAISER:  And that's how we got gas in northern Ontario.

MR. LADANYI:  Right, they put the gas in.  When the TransCanada pipeline was built in northern Ontario in 1968, Northern and Central Gas connected communities along the TransCanada pipeline.

MR. KAISER:  And they actually weren't from Ontario, they weren't even from Alberta; they were from Texas.

MR. LADANYI:  Right.

MR. KAISER:  Thank you.  I have no further questions.

MR. QUESNELLE:  Thank you, Mr. Kaiser.

MR. LADANYI:  No, actually if I might add something?  There were several other smaller gas companies.  There was Dominion Gas, which was actually controlled by --


MR. KAISER:  Don't tell us what ones have failed.

MR. LADANYI:  No, they didn't fail.  City Service, An oil company out of Texas, and that operated in south -- in the Niagara Peninsula.  There was Provincial Gas.  And were a number of smaller companies; I won't get into all of them.

MR. QUESNELLE:  Thank you.  The Mr. Shepherd, I have you up next.

MR. SHEPHERD:  Thank you, Mr. Chairman.
Cross-Examination by Mr. Shepherd:


MR. SHEPHERD:  I just have a couple of questions.  My name is Jay Shepherd, and I represent the Ontario Geothermal Association.

Mr. Ladanyi, in your direct evidence, I thought I heard you say that a fund that funds alternative solutions as well as gas solutions would require legislative change.

Did I get you right?

MR. LADANYI:  I said alternative solutions to gas system expansion.  That did not refer to alternative solutions to energy.

MR. SHEPHERD:  That's right, to gas expansion.

MR. LADANYI:  Yes.

MR. SHEPHERD:  Are you providing an opinion on the Board's jurisdiction?

MR. LADANYI:  No, I was not.  I was agreeing, in fact, with Mr. Higgin -- or Dr. Higgin when he was asking me questions about the Municipal Franchises Act, and as far as -- no, it's not legal opinion at all.  I'm saying that there is the Board would have to look into it.  It is possible that the Board might not need any legislative change; I don't really know that.

MR. SHEPHERD:  Right.  The second question is you talked about Dr. Higgin about essential services.  And would you agree with me that space and water heating are an essential service?

MR. LADANYI:  Space and water heating?  I would say space heating possibly in a cold climate.  I don't know if I can specifically give you the exact answer to this.  You know, there are communities possibly that don't have water heating, and some people have to heat water for tea and so on, and baths.  But is it an essential service?  I don't really know.


I think water is considered an essential service, but water heating per se, I'm not necessarily sure that it really is.

MR. SHEPHERD:  Okay, and a space heating you would agree is --


MR. LADANYI:  I would say space heating of some kind is required for survival in Ontario.

MR. SHEPHERD:  When you are talking about a universal service fund, would that -- do you think of that differently if you are dealing with funding an essential service something versus something that is not an essential not an essential service?  I'm asking you both of you, by the way.

MR. LADANYI:  My comment is that word essential service is not properly defined, and really it changes over some time.  So your idea of an essential service might be different from my idea, or might be different from anybody in this room.

So it is very difficult to tell you -- to give you a straight answer here.

MR. SHEPHERD:  There is no bright line?

MR. LADANYI:  There is no bright line.

MR. SHEPHERD:  Some things are more important than others, but, you know, whether they're essential -- essential is not yes it is, or no it isn't.

MR. LADANYI:  I think society evolves over time and perception of what is essential changes.

MR. HARITON:  That is certainly true in telecommunications.

MR. SHEPHERD:  All right.  One of the things we're talking about here is a subsidy of sorts for people who don't currently have gas, so that they can get it, right?  And forget for a moment the question of what you're subsidizing, whether it's gas or whether some other alternative technology.

Do you have a view on who should decides how much the subsidy should be?

MR. LADANYI:  Since we're at the OEB, I believe the OEB should decide how much the subsidy should be.  But maybe Mr. Hariton has a different answer.

MR. HARITON:  No, I think that every subsidy is a balance of different interests, the source of funding versus the receipt and the use of the money, and this is why you need somebody to come down and decide where the balance lies.

It's important to figure out just what the cost and benefits are.  But ultimately, balancing those is a job for either a regulator or a policy marker of some kind.

MR. SHEPHERD:  So it could be government, it could be a regulator; it could be both.

MR. HARITON:  It could be government.  Generally, governments are not close enough to the industry and to the people being served to have as much precision as, say, a specialized regulator.

MR. SHEPHERD:  In telecom, and I understand that the history was complicated, but if -- the way I simplified it in my own mind was the government basically said we think there should be a subsidy and asked the CRTC to do it; is that fair?

MR. HARITON:  I don't think so, as such.  What happened was that the subsidy grew up over many years through -- through regulation, through regulatory action, and once the internal cross-subsidies and -- were there, it was the Commission itself that decided that there should be competition, and once it had competition and saw the effects of competition, it realized that the old cross-subsidies were not sustainable, and it put in place these regimes.

I think -- and this is a personal opinion built up over many years -- I think that in telecommunications, while the government had a very important policy-making role, it largely abdicated it until approximately 2006, when it finally -- well, perhaps a little earlier than 2006, but when it finally got quite active in the policy area.

But you had a very long period of time when the regulator, by default, made policy, and that --


MR. SHEPHERD:  Well, that's where I was trying to go, so maybe -- and I probably asked my question a little inelegantly.

My perception was that the regulator said we think the government policy is for us to go in this direction.  We perceive the policy to be, get these services out to as many people as possible, and our job is to do that.

They perceived that to be their mandate; right?

MR. HARITON:  Certainly the government supported that, but I think there were other roots to that.  There were roots going back into the common law and the idea of obligations to serve, which has a very long and complicated history, at lest in telecom, which I'm not sure is useful here, but certainly the government supported these goals and eventually put them into legislation in 1993, and notice that 1993 is a fairly recent date when you think about telecommunications.

MR. SHEPHERD:  And one of the things that the regulator had to decide, because you can't actually give everybody every service; right?

MR. HARITON:  That's correct.

MR. SHEPHERD:  Not actually possible, so -- because there is a point at which the cost simply gets ridiculous.

MR. HARITON:  Yes.

MR. SHEPHERD:  Or that next one.  So the regulator had to decide where to draw that line, how far to go; right?

MR. HARITON:  That's correct.

MR. SHEPHERD:  Okay, those are my questions.  Thank you.

MR. QUESNELLE:  Thank you, Mr. Shepherd.

Mr. Duncanson, do you have anything for...

MR. DUNCANSON:  No questions, Mr. Chair.

MR. QUESNELLE:  Okay, thank you.

Mr. Rubenstein?
Cross-Examination by Mr. Rubenstein:

MR. RUBENSTEIN:  Thank you very much, panel, just a couple of short areas.  I want to follow up on the discussion you had with Dr. Higgin, and this was in respect to Energy Probe number 3, when you were talking about the reverse auction.

I want to put aside for a moment any legal questions of the Board's jurisdiction with respect to a jurisdiction-wide subsidy or municipal franchise agreements.  I want to put that all aside for a moment.  And assume that the Board can do any of these things.

I want to understand from a very practical perspective, how would this work?  Who was determining -- who was setting up the reverse auction?  What would it look like?  I want to really understand how your proposal would actually work in the context of the Board.

So I'll frame this back to the first question; is it that the Board would set up the reverse auction?  They would essentially take over it, or it would be each individual municipality would have an auction as existed in the South Bruce?

MR. LADANYI:  I think it would be either way.  I don't think we have given it a lot of thought now.  I mean, you can get a mechanism whereby the auction would be held by the municipality or a group of municipalities and then award their contract to the utility that can provide the least-cost service, or the Board could hold it on municipality's behalf.  Either way.

MR. RUBENSTEIN:  So is it that the Board will say for a -- so what you are saying is there will be a given municipality and there will be an auction for that municipality, or is it, will the Board say we have collected a pool of money from ratepayers to subsidize.  We are seeking open applications from anybody to serve any under-served municipality, and from there we'll pick -- which is, you know, we're getting the best value -- which my understanding is more akin to the Connecting Canadians program.

MR. LADANYI:  I have not given it a lot of thought.  I was -- as you talk, I was thinking more in terms of, they would be specific to either a particular region or group of municipalities, and not to be completely open-ended, so that all the bidders would know what they're bidding on, really, but I really don't know.

MR. HARITON:  Again, in telecommunications I think you had both models at work to some degree.  As you say, Connecting Canadians set up an amount of money and called for bids to spend the money as -- according to a list of criteria, which we've included in an interrogatory response.

When you come to something like the National Contribution Fund, which is run by the CRTC, what they will do is they will add up the subsidy requirements across all companies, and then they will divide that by total revenues, forecast revenues, for telecommunications, and they'll come up with a percentage.  And that percentage becomes a surcharge, if you will, on top of revenues.

Now, obviously, if the -- that percentage starts climbing, the regulator will become quite upset.  I would note, though, that right now, down in the States, the Federal Communications Commission, it does a similar sort of thing, universal service fund, which puts a tax on the only revenues that are under federal jurisdiction, which are interstate and international.  And the tax is now, I believe, 18.2 percent of revenues which, to my mind, is huge, and I think there is general agreement this is not sustainable.

So somewhere between 0.5 percent and 18 point whatever.  I mean, numbers like that, just ask for distortions and strange behaviour.

MR. RUBENSTEIN:  With respect to the current CRTC model, it's not a reverse auction; correct?

MR. HARITON:  It is not.  The reverse auction is under consideration, but it is not a reverse auction today.

MR. RUBENSTEIN:  And it -- can you -- so if the Board determines it wants to do a reverse auction --


MR. HARITON:  Right.

MR. RUBENSTEIN:  -- which would be similar, say, to what -- if the CRTC determines it wants to do a reverse auction.

MR. HARITON:  It could do that as a model.  It could use Connecting Canadians as a model.  There is a number of these models around the world.  There is a paper by Scott Walston which I believe was cited by some other party in this proceeding, but which I can produce if that's of any help to you, which does a canvass of reverse auctions in telecommunications around the world.  And there is a number of them.

MR. RUBENSTEIN:  But you would accept if you are doing a reverse auction --


MR. HARITON:  Yes.

MR. RUBENSTEIN:  -- reverse auction would be at the provincial level, essentially akin to the Connecting Communities approach then at an individual municipality's approach.

MR. HARITON:  You could go either way.  Again, it depends on what you're doing.  One model which has been effective in telecommunications is working with individual communities, and so that government service provider and a community will work together, and eventually they will all put money in and the percentage split will vary.

I mean, use one-third, one-third, and one-third as a default, but it doesn't have to be.  It can vary all over the place.

This is useful, because it gets buy-in from the community.  It better identifies the exact needs of what's there.  And I like democracy.

MR. RUBENSTEIN:  I'm not sure if you've had a chance to review the transcripts from previous days' proceedings or --


MR. HARITON:  I'm sorry, I haven't.

MR. RUBENSTEIN:  And have you had the chance to review the London Economics report that Union filed in this proceeding?

MR. HARITON:  I've scanned it briefly.

MR. RUBENSTEIN:  Well, there was some discussion with that panel, and it's in the report, about the merits of a jurisdiction-wide approach versus an internal utility subsidy model approach.

MR. HARITON:  Yes.

MR. RUBENSTEIN:  One of the drawbacks that LEI talked about, about having a jurisdictional-wide model, was  administration cost.  The administrative cost, the regulatory cost, all of that process makes it harder than what it viewed was if just the utility was cross-subsidizing among its customers.

And I wanted to ask you: Do you accept that?  Do you think that that there's a -- if we take what the CRTC has done or in your experience with other jurisdiction-wide model, that is there is a large administrative burden or administrative cost?

MR. HARITON:  Well, there is certainly a large administrative burden in the setting up of a fund, because people will naturally want to discuss and be consulted.

Once it's up and running, as I said, the CRTC fund is run by an independent administrator and we know that they get roughly $800,000 a year to run a fund which is about $115 million.

 So that's -- well, you do the math, but it is less than 1 percent. It is down to, I guess –what?  Three quarters of a percent, somewhere in there.

MR. RUBENSTEIN:  And do you know why there is a -- the CRTC itself isn't running the fund, and why it has an independent administrator?

MR. HARITON:  There has been discussion of that in front of the CRTC.  But I think that originally, the independent fund was set up -- originally, if you go back to 1992, money was paid by new entrants to the incumbents, and that was considered not quite independent.  So that as part of the reform, an independent administrator was set up.

I'm not sure that the CRTC considered running it itself, because it's not particularly in its area of expertise.

But it's a good question.  I guess the real answer is I don't know.  I'm not sure it was looked at seriously.

MR. RUBENSTEIN:  And you don't see a major reason why if the Board determines that if wants to create a similar model, that it couldn't administer it?

MR. HARITON:  Oh, absolutely not.  If the Board or any other regulatory body wanted to administer such a fund, I'm sure that it could find the necessary people and resources and do it itself, by all means.

There would be some advantages and some disadvantages.  The advantage is that you have a better control.  The disadvantage is that these things tend to be Specialized, and I'm not sure you want to get into this kind of area.

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

MR. QUESNELLE:  Thank you, Mr. Rubenstein.  Mr. Vellone?

MR. VELLONE:  Thank you, Mr. Chair.  I only had a single line of questioning and it was to get clarity from the witnesses on their views on jurisdiction.  I think that's been sufficiently canvassed by my colleagues.  I have no questions.

MR. QUESNELLE:  Thank you, Mr. Vellone.  Ms. DeMarco?
Cross-Examination by Ms. DeMarco:


MS. DeMARCO:  Thank you, Mr. Chair.  My questions are predominantly on behalf of Anwaatin.  But I believe I might have one at the end that overlaps between GreenField and Anwaatin.

My friend Mr. Kaiser shared with you senior citizen status.  I am not a senior citizen, and there is also one other quite distinguishing feature that I don't share with these fine thirteen gentlemen that have asked you questions.  And I say that not to be trite, but to start looking at some of the things that have changed in terms of the conceptualization of the public interest.

You'd agree with me that since 1998, many things have changed in the perception of the public interest; is that fair?

MR. LADANYI:  Yes.

MR. HARITON:  Yes.

MS. DeMARCO:  And in particular, the role of emissions, environmental attributes have changed, would you agree?

MR. LADANYI:  Yes.

MR. HARITON:  Yes.

MS. DeMARCO:  And the role of First Nations have changed, would you agree?

MR. LADANYI:  Yes.

MR. HARITON:  Yes, although I -- indeed they have.  I should mention, though, that I have fond memories of negotiating with officials at Sioux Lookout as to how to best get service into various reserves.  And some of the challenges were to get service into places which had no road access and, in fact, no electricity.  The only thing they had was telecommunications.

 MS. DeMARCO:  So, in telecom, certainly it has been an important factor, considering extending services to First Nations.

MR. HARITON:  Yes, very much so.

MS. DeMARCO:  Thank you.  And a clarification on the scope of constituent members of VECC.  Broadly, all vulnerable energy consumers would fall within the --


MR. MILLAR:  My understanding is that the Association of Senior Citizens and apartment renters -- but perhaps Mr. Janigan can correct me on that on it.

MR. JANIGAN:  The members of the solution that are currently -- members of the coalition are currently the Ontario Council of Senior Citizens organizations and the Federation of Metro Tenants.

 It seeks to seeks to represent, in a broad spectrum, all vulnerable consumers, particularly those on a fixed income and who may be particularly affected by changes in rates or policies.

MS. DeMARCO:  So can we agree then that a number of First Nations communities would fall within the class of vulnerable energy consumers?

MR. LADANYI:  Yes, in general.

MS. DeMARCO:  And in formulating the position that you've given today, and Mr. Hariton -- Dr. Hariton, I have to say on the record, seven advanced -- seven degrees, six of which are advanced degrees, is quite impressive -- in formulating that position, did you consult with First Nations at all?

MR. HARITON:  No, not for this, although in community expansion programs that I helped with in Bell, I have had extensive dealings with First Nations.  But not in this piece, no.

MS. DeMARCO:  So in telecom, there was extensive dealings with First Nations?

MR. HARITON:  Oh, yes, because a lot of the area which was the most difficult to serve was in fact First Nations.

In fact, even last year, when I was appearing for Telesat, the major problem was isolated communities in the far north, which could only get their communications by satellite which is very expensive.  So it was a particular challenge, and we talked to a lot of people.

MS. DeMARCO:  Thank you.  I just want to clarify --as I understand, the overarching VECC position which I believe is summarised on page 13, is that VECC supports generally the concept of subsidies for natural gas expansion, but does so only if there are limits on the rate impacts on existing customers.  Do I have that right?

MR. LADANYI:  But however, what I want to add here is that those limits can change, and the Board has, over the years, changed its perception of what is an undue rate impact and it can change it again.

MS. DeMARCO:  Subject to that qualification, did I have the summarization of the position correctly?

MR. LADANYI:  Absolutely, I would agree with that.  I know Mr. Janigan is looking at me.

MR. JANIGAN:  I mean, we've offered this evidence with respect to the telecommunications subsidy fund.  I don't think the witnesses are necessarily there to advance our position, and I think we will develop the same in argument.

MS. DeMARCO:  All right.  Just so that I'm clear in terms of the specific evidence that's been put forward, if I can take you to page 13 –

 MR. JANIGAN:  I think -- probably to help and to speed things along, I think our position is that if in fact the Board decides that it is in the public interest to consider a program of an economic expansion of natural gas, that the use of a fund similar to that which is developed in telecommunications may be a viable option.

MS. DeMARCO:  Thank you.  That's helpful.

A few quick questions about your reverse auction -- and this is where I think I'm going into questions on behalf of both parties, both GreenField and Anwaatin.

As I understand it, in a reverse auction, parties have a clear understanding of the essential elements of what is being bid on, is that right?

MR. HARITON:  That's correct.

MS. DeMARCO:  So the precise scope of the services; is that correct?

MR. HARITON:  Yes.  We have an interrogatory response, and I think it's -- I'm trying to remember which one it is --


MS. DeMARCO:  I think I've got it.

MR. HARITON:  -- where we actually attach a 36-page or 39-page application guide to help communities and others step through the application process.

MS. DeMARCO:  And one point of clarification there.  In that document and throughout the evidence, it indicates that the winning bidder would be the entity requiring the lowest level of subsidization; is that right?

MR. HARITON:  And satisfying the various requirements.

MS. DeMARCO:  And one of the --


MR. HARITON:  There is a list of requirements.

MS. DeMARCO:  Thank you.  And one of those requirements would be the least cost of services to customers.

MR. HARITON:  That would be one of the requirements.

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

MR. QUESNELLE:  Thank you, Ms. DeMarco.

Mr. Janigan, any --


MR. MONDROW:  Mr. Chairman, sorry --


MR. QUESNELLE:  I'm sorry.

MR. MONDROW:  -- before you go to Mr. Janigan, I had 20 minutes.  I advised Mr. Viraney I had none.  Could I take two back?  I would like to ask one follow-up question to -- two follow-up questions to Mr. Ladanyi.

MR. QUESNELLE:  Fair enough.
Cross-Examination by Mr. Mondrow:

MR. MONDROW:  Thank you very much, sir.

Mr. Ladanyi, I enjoyed your brief discussion at the end of your conversation with Mr. Keizer, Jr. over there -- Sr., Jr.; I've lost track now.  Probably he has two, so I guess we're okay -- about the history of expansion in northern Ontario.

Were those new entrants subsidized by existing gas ratepayers?  Do you recall?

MR. LADANYI:  No, there was nothing of the sort at that time, as far as I know.

MR. MONDROW:  Were they subsidized by any government programs?

MR. LADANYI:  I don't think there was any subsidy in 1958, but I -- I've never heard of any, but perhaps there was.  I can't definitely give you an answer.

MR. MONDROW:  All right.  Thank you.  Thank you, Mr. Chair.

MR. QUESNELLE:  Thank you, Mr. Mondrow.

Mr. Janigan, any --


MR. JANIGAN:  No, thank you, Mr. Chairman.  I have no redirect.

MR. QUESNELLE:  Okay.  Thank you very much.  Let's take our lunch.  We will return at two o'clock, at the top of the hour, and Ms. DeMarco, we have GreenField up at two o'clock.  Good.  Thank you.
--- Luncheon recess taken at 1:07 p.m.
--- On resuming at 2:01 p.m.


MR. QUESNELLE:  Ms. DeMarco, you have a witness up?

MS. DeMARCO:  Thank you, Mr. Chair.  Can I ask that Mr. Creighton be affirmed, please.
GREENFIELD SPECIALTY ALCOHOLS - PANEL 1

John Creighton, Affirmed

Examination-In-Chief by Ms. DeMarco:


MS. DeMARCO:  Mr. Creighton, can you expand on who are, and what your role is at GreenField?

MR. CREIGHTON:  Yes.  My title is managing director of logistics, but being a small company, you wear many hats.

I also look after the natural gas strategies and purchases for the company, and in that I designed, built and operate the CNG system that is now our supply source of natural gas to our Tiverton plant.

I also do a number of business development projects for the company, and one of those is to manage their strategy and actions around the Ontario cap and trade and trade program.

Before I joined GreenField Specialty Alcohols, I was with Imperial Oil for 32 years in various product supply, distribution, and pipeline roles.

MS. DeMARCO:  Can you please provide us with a -- Sorry, can you please provide a brief overview of who GreenField is and what it does?

MR. CREIGHTON:  Yes, we spelled that out in the evidence.  It is Canada's leading manufacturer of both fuel grade and industrial alcohols.

We have four distilleries, all in eastern Canada; three in Ontario, one in Quebec.

 Industrial alcohols are sold around the world.  We sell them to about 50 different countries.  We are also spending a significant research and whatnot into second generation fuel grade and industrial alcohols to meet our low carbon fuel challenge that the world is working on.

MS. DeMARCO:  Mr. Creighton, you've submitted evidence.  Do you have any corrections to that evidence that you'd like to make?

MR. CREIGHTON:  Yes, I found one evidence in preparation last night.  In paragraph 5, page 2 of our evidence, I stated that the Tiverton plant started in 1999; it started up in 1989.

MS. DeMARCO:  Thank you. And can you please provide with us a brief summary of your evidence?

MR. CREIGHTON:  Yes.  Our Tiverton plant, which is our focus here, is one of four plants.  It is our smallest plant.  It produces 44 different grades of alcohol.  We have 44 employees, and we hire the equivalent of 15 full-time contractors to help support that operation.

In addition to our employment, our major impact in the region is our purchase of local corn, 2.7 million bushels a year valued at $14 million a year.  That has a significant impact in raising the corn price or corn basis in that region.

We also contribute -- provide significant contributions to charities in that region.

In Tiverton, our natural gas is the second largest cost and is a really important focus to our team.

As mentioned in our evidence, we came to the Bruce Energy Centre on the basis of low energy cost, which was then offered through a program of the Ontario government through Ontario Hydro, and a large steam line was built to the Bruce Energy Centre and it provided below market energy cost for those companies willing to move up to the Bruce Energy Centre.

When that heavy water plant, which was built by then Ontario Hydro, ceased to operate and they closed it down, Bruce Power, who is the current owner, built a bunker- fired or bunker six oil-fired steam plant and continued to supply steam to all the industries that joined into the Bruce Energy Centre.

When oil prices began to move up to $140 a barrel and natural gas prices certainly didn't move in that range, the economic viability of our plant being fuelled by a commodity based on oil price was in jeopardy.

At the same time, GreenField and Bruce Power weaned off the steam supply agreement.  We put in our own bunker fired boiler to keep our plant running.  At that time, bunker was the cheapest alternative versus propane and oil, which were our major options at that time.

Again, with $140 a barrel oil price, we were in jeopardy and we came up with the idea of compressed natural gas, and built a compressor station in Mount Forest, about 95 kilometres away from our plant, and began delivering compressed natural gas to our plant in 2012.

So that bridged -- it solved half our energy problem.  Compressed natural gas is certainly more expensive than our other plants, who do get pipeline gas from Union Gas, and Gas Metro for our Quebec plant.  But it got our plant back on economic footing to move forward, but it is only a bridge to try and get our energy supply again, our second highest cost, to keep our plant competitive.

So our energy cost is changing all the time.  Certainly the biggest change was shale gas, Marcellus gas, Utica gas, and it's driven down natural gas costs for everybody, including our competitors.

Cap and trade is another major focus, and GreenField has got to get our action together to help mitigate in the long term the cost of cap and trade, and again to keep our competitiveness of our plant.

This is a significant issue for any energy intensive and trade-exposed.  As mentioned, we export a lot of these products, so there is no relief in price for our products. So we need to drive down alternatives to keep us competitive.

So with that, we're looking for reasonable solutions to again lower our energy cost for our Tiverton plant, and that's the key topic of why we're here.

MS. DeMARCO:  Can you tell us what your views are on subsidization?

MR. CREIGHTON:  Certainly.  We fully support subsidization.  We are indifferent to the methodology.  Pipelines have been built over time, both with federal and provincial.  We've just discussed the Red Lake pipeline project as an example of, I think, three levels of government contributed to that.

So it seems that -- and there is other evidence of some level of subsidization, so it seems important that this hearing put some ground rules on how we can move forward and bring natural gas to rural and northern communities.

Once these rules are set, I'm sure more rural areas will make -- will get gas, and we believe that will be a better Ontario.

The process, and is key why I'm here, to develop an approve natural gas is extremely important.  It's very important to include the major consumer in any gas project.  I would cite Red Lake again.  I'm sure GoldCorp was highly involved in that process to come to an economic solution there.

If major consumers are not involved in the process, you may end up with either inefficient assets or, in the end, stranded assets and we want to avoid that.

So we believe the process needs to be very open and transparent, and we believe the rates need to follow some design principles that we've been using here in Ontario for some time.

Lastly, as this hearing concludes and a new set of rules, whatever they may be, on rural pipelines, northern pipelines, we believe those rules should be applied to existing applications in front of the Board, and specifically in the South Bruce area.

MS. DeMARCO:  Can I ask you, Mr. Creighton, the Board is here to set generic framework rules, and yesterday we've heard that the South Bruce process was ideal.  In your view did it work?

MR. CREIGHTON:  That question really describes why GreenField decided to become a witness and intervenor in this process.  And in my view, the process did have some flaws.  We, as reported earlier, are 50 percent, 50 percent-plus, the volume of the South Bruce region.  We were not involved in the RFP -- or RFI, sorry, process.  We've tried to engage in that process.  As we heard, it was beginning to advance through some conversations with the consultant for the mayors.

During the process we were contacted by a number of the bidders to test out what our C&G costs, what type of tariff and term would work for GreenField, that would be acceptable for GreenField, a good project for GreenField.

We were not consulted by the resulting winning bidder of the bid.  Our first meeting with the winning bidder, as an example -- this is an example to try and help with our recommendations of how to improve the process for rural expansion, and shows you the high-level process in the bid process.

The first meeting we had, a pipeline distribution map, that -- but that was, in my view, what was clearly unworkable.  I had spent two years with the committee of mayors led by the Penetangore development committee on trying to get gas pipelines, and had a number of companies provide proposals, so I knew the pipeline capability.

So the first pipeline was not workable.  The second meeting, certainly that was corrected.  Also in the first meeting I was provided a tariff that was --


MR. QUESNELLE:  Excuse me, Mr. Creighton, could you expand on that when you say "not workable"?  I'm not catching what your drift is.

MR. CREIGHTON:  In the description, the gas pipeline was going to be supplied out of Clinton, Ontario, which was the end of Union Gas's line going north, at least to that region, and there was insufficient gas at the end of that pipeline.

The revised route, which was a route Union Gas and others used, not just Union, came from Dornoch, which is on the Owen Sound mainline and did have sufficient gas.

MR. QUESNELLE:  Thank you.

MR. CREIGHTON:  So the initial tariff was about double our cost of providing energy through C&G to our Tiverton plant, and with that came a 15-year term to lock that in.

So all I'm saying is the process didn't work for us.  We were really starting at ground zero, and I'm just trying to reinforce how we need to be engaged.  Any large user needs to be engaged very early in the process, because we're sitting here with the community trying to get a gas pipeline.  We need a gas pipeline.  We think it's still the lowest energy option for us, and we're trying to support the community to get a gas pipeline, and we think we're a big part of that solution.

We've had a few other tariff discussions with the winning bidder, but again, each one has been higher than our current cost to supply gas through C&G, and I've provided them with some details on our cost to try and close that gap and understand where we're coming from, and right now those discussions are on hold, waiting for the outcome of this hearing.

MS. DeMARCO:  Thank you.

Do you have any last points or thoughts and recommendations that you'd like to add for the panel?

MR. CREIGHTON:  Sure.  We support -- GreenField supports competitive bidding.  We do it all the time.  It could work in rural gas pipeline systems as well.  Our previous panel gave some ideas of how that may occur.

I think bidding for a natural gas pipeline is an expensive process.  Somebody has to get down into the details and understand it and then understand the needs of the customers, and then they can bid on the same basic elements, all bidders can bid on the same basic elements, and include things like tariff structure, capital cost, operating costs, safety, reliability, and many other components, but we're all bidding on the same basis, and then the mayors or the committee or whoever chooses the winning bidder can do a really good comparison between all the bidders.

I think what we have now is a set of bids completed on a different basis, so very difficult to pick who is the best provider and who will provide the lowest cost gas services to the region.

MS. DeMARCO:  I think with that, Mr. Chair, we are ready to tender Mr. Creighton to cross-examination.

MR. QUESNELLE:  Thank you, Ms. DeMarco.

Mr. Vellone, you will be up first.
Cross-Examination by Mr. Vellone:

MR. VELLONE:  Thank you, Mr. Chair.  Good afternoon, Mr. Creighton.  I want to congratulate you on being the first individual witness willing to do a panel on your own in this hearing.

I did file a compendium in advance.  I was wondering if Board Staff could pull that up.  It is titled "The compendium of documents of the South Bruce municipalities, cross-examination of GreenField Ethanol".

I handed them around yesterday.  I apologize, I didn't bring extra copies today.  And I'm going to start with page 2 of that compendium.

MR. MILLAR:  The exhibit number will be K4.2.
EXHIBIT NO. K4.2:  DOCUMENT ENTITLED "THE COMPENDIUM OF DOCUMENTS OF THE SOUTH BRUCE MUNICIPALITIES, CROSS-EXAMINATION OF GREENFIELD ETHANOL".

MR. QUESNELLE:  I don't believe we have it up here, Mr. Vellone.

MR. VELLONE:  Let's try if we can maybe make reference to the electronic version.  I don't think it's going to be necessary to have the paper.

MR. QUESNELLE:  Okay.

MR. VELLONE:  Mr. Creighton, just to start, I think I want to make sure I understand the key themes from your evidence, at least some of them.

Am I correct in understanding that obtaining natural gas service in a cost-effective manner is very important to ensure that GreenField can compete in a global marketplace?

MR. CREIGHTON:  Yes, that's correct.

MR. VELLONE:  And would you agree that obtaining access to natural gas service is important to ensure that northern industrial customers like GreenField can compete on a level playing field with your southern competitors?

MR. CREIGHTON:  Yes, that's correct.

MR. VELLONE:  Thank you.  And would you agree that one of GreenField's key objectives is to obtain reliable natural gas service in the most cost-effective manner possible?

MR. CREIGHTON:  Yes.

MR. VELLONE:  Thank you.

I'd like to go to page 2 of my compendium, and --


MR. QUESNELLE:  Mr. Vellone, when you say northern and southern competitors, are we talking relative in Ontario?

MR. VELLONE:  We are.  That is actually taken directly from Mr. Creighton's evidence, so I can let him speak to that, but my understanding is GreenField has facilities both in the north and in the south, so they can do a bit of a cost comparison, I think.

MR. CREIGHTON:  So I'm not sure of the question.  We have four plants.  The most northerly is in south shore Montreal.  Gas prices are a little higher in Quebec, obviously, than Ontario, but nothing further north than our Tiverton plant.  So if I can have the question again, maybe I can --


MR. QUESNELLE:  I am just asking, when you are speaking with northern and southern, you are speaking to relative terms of your own plants, Tiverton being the northern one, and you want something comparable to what your southern plants enjoy that are connected.  Is that the -- that's the context?

MR. CREIGHTON:  That's correct.

MR. QUESNELLE:  Okay.  Thank you.

MR. VELLONE:  Thank you.

And just on paragraph 5 you will see a highlighted sentence there, and I'd just like to start there, I believe. My understanding is that in 2012 you were able to build a gas compressor station in Mount Forest and begin trucking compressed natural gas to your Tiverton plant; is that correct?

MR. CREIGHTON:  That's correct.

MR. VELLONE:  And am I right in assuming that you withdraw that gas in Mount Forest from the Union Gas distribution system?

MR. CREIGHTON:  That's correct.

MR. VELLONE:  And so would I be correct in assuming that GreenField is an existing customer of Union Gas Distribution?

MR. CREIGHTON:  That's correct.

MR. VELLONE:  And would you be a T1 customer?  Is that a correct assumption as well?

MR. CREIGHTON:  Mount Forest is a T1 customer, correct.

MR. VELLONE:  Thank you.  That's helpful for background purposes.

MR. CREIGHTON:  If I could just add to that.  We are on the bubble with T2, so it depends on demand whether we switch to T1, T2.

MR. VELLONE:  Thank you.  That's helpful.

I think what I'm going to try to do is put the different models that the panel has been having put in front of them over the course of this hearing and see if I can help -- see if I can figure out how it applies to your specific factual circumstance.

And to begin I think I would like to start with the status quo of the EBO 188 model.

MR. QUESNELLE:  So Mr. Vellone, again -- and I just wanted to -- and this is to others who would be interested in examining this witness -- this is going to be a very specific -- about this particular industrial user -- or potential customer, and again, we're just trying to create -- be informed as -- so we can create a framework.  I understand the issue here is the process of selecting a potential distributor is one that the evidence is speaking to, and that you find some weaknesses in that approach.

So if we're putting together a framework and this is within the issues, I'm just asking you to frame your questions in such a way that we're informed as to how we would go about doing that.  We're not testing the merits of any case with this witness.

MR. VELLONE:  I believe that is my intent.  I believe that Mr. Creighton's example will draw out some of the weaknesses of some of the proposals that have been put before this panel, and so I'll bring the questioning to there.

MR. QUESNELLE:  Thank you.

MR. VELLONE:  Mr. Creighton, I understand between 2011 and June 2013, you were involved with a committee to explore -- to bring options of natural gas to the Kincardine area.

MR. CREIGHTON:  Yes, I was.  I started -- I was an instigator of the committee, I believe, and got the mayors together to collectively find a solution.

MR. VELLONE:  Thank you.  You mentioned this actually in your in-chief, and it is referenced at page 3 of the Southern Bruce report.  And my understanding is one of the outcomes of this committee's work was that you obtained a Union Gas proposal, which is filed on evidence in this proceeding; is that correct?

MR. CREIGHTON:  That is correct.

MR. VELLONE:  Could you perhaps explain just briefly to this panel if there are -- what were the problems with the Union Gas proposal that was obtained in 2012?  Why wasn't it followed through on?

MR. CREIGHTON:  Well, at that time I'd be running up the learning curve on EBO 088, and the proposals by Union Gas at that time follow that regulation in doing so.  So our problem in the region was where do we get the money to fund the aid to construct to build that pipeline.

I did go and lobby some senior people in Union at that time to look at ways of different tariff allocation, and our committee came up with the idea of rebating back the taxes that would apply to the gas lines built in the region as two such ideas.

At the same time, we knew we were -- we could not bridge that gap and we needed further help.  Our committee then began to lobby the government for that help.

MR. VELLONE:  Thank you very much.  It's also my understanding that the Union Gas proposal did have some advantages as well.  I think one the key advantages would have been Union would have proposed to maintain its existing rates for the new customers; is that a fair characterization?

MR. CREIGHTON:  It would be a great advantage if the Union Gas proposal was workable.

MR. VELLONE:  Thank you.  I'd like to switch gears now, and speak to the stand-alone rate structure that has been explored by the preferred proponent that was selected by the Southern Bruce municipalities.

I'll be specific in my questions here.  Are you aware that by using the stand-alone rate structure, you can avoid making an up-front capital contribution that was the problem in the 2012 Union proposal?

MR. CREIGHTON:  I'm not a hundred percent sure how to answer that one.  If there was a stand-alone rate structure that worked, that would be the case.

MR. VELLONE:  And when you say worked, you are referring to the rates have to be the right level to work, is that --


MR. CREIGHTON:  Correct, that the rates were residential have to have enough incentive that they will change, and the rates for all rate classes would have to be sufficient that they would want to move to a pipeline.

MR. VELLONE:  So one of the, I would say, drawbacks of the stand-alone rate structure is that it comes at a cost of higher rates for consumers.  That's a fair statement?

MR. CREIGHTON:  Yes, it is.

MR. VELLONE:  Could you please share, for the benefit of the panel, concerns that you might have with a proposal that would suggest that this panel look at doing just stand-alone rate structures in new expansion areas?

MR. CREIGHTON:  I think I can only talk to the South Bruce example, and I'm not familiar with the rate structure for all the other rate classes.

I've only had discussion with the winning proponent for our particular plant, our Tiverton plant.  And as mentioned in my opening remarks, the rates were much, much higher than our current supply.

MR. VELLONE:  Thank you.  I'd like to move now to some of the key elements of the Union Gas application and proposal that's before this panel.

Is it your understanding that Union Gas -- or do you understand that Union Gas proposes to provide service in four communities, Kincardine, Tiverton, Paisley and Chesley in one project, and Ripley and Lucknow in another project?

MR. CREIGHTON:  I am reasonably familiar with the application.  I didn't see it is a two projects.  I thought it was one project though for the region, and I understood it had some slight differences in the EPCOR-specific project.

MR. VELLONE:  Would this proposal be able to service the needs of your plant, if went ahead?

MR. CREIGHTON:  As mentioned, Union Gas was one of the companies that came to us before the bid process and subsequent to that, with the -- their new application for the Board to provide some tariff examples of what it would mean to GreenField.  And those examples were acceptable to GreenField.

MR. VELLONE:  Sure.  So if the Union proposal went ahead, the GreenField plant would get service from Union Gas; is that --


MR. CREIGHTON:  Given that I got those proposals when EPCOR had signed, or was close to signing a franchise agreement, our company reviewed those, but didn't make a formal decision on yes, we would do that.  So I don't want to be seen to say that yes, our company would sign up to the Union, because we didn't do that.  But it was in ballpark that we would, yeah.

MR. VELLONE:  Understood.  I'm not asking you to say that you would sign-up, just to get a sense of the scope of the project.

Do you know that Union is not proposing to service all of the communities in the South Bruce municipalities and as a specific example, Point Clarke is excluded from the Union proposal?  Were you aware of that?

MR. CREIGHTON:  I didn't review the details in great detail, the Union proposal.  I understand there were some differences of some portions excluded, and some differences from EPCOR.  I also felt at the time that those could be negotiated and resolved if, again back to my comments of having a standard set of elements that all companies bid on, those would be minor differences.

MR. VELLONE:  Thank you vey much.  I just want to walk through briefly the high level aspects of Union proposal, which include a reduced profitability index of .4 or greater, an incremental tax equivalent to collect contributions from the municipalities, a temporary expansion surcharge that would be charged to new customers, and a cross-subsidy, I guess, from existing ratepayers to make up the difference.

 Do you have a vague familiarity with those?

MR. CREIGHTON:  Yes, I do.  I agree with those.

MR. VELLONE:  I would ask you to turn up page 7 of my compendium.  This is an excerpt from the Union application, EB-2015-0179.

I have to apologize.  I actually included the original application as opposed to the update that was filed December 15, 2015.  The update showed the letters TCS being replaced by TES.

I'm reading the sentence on line 9 there, and what I read is:
"Union is not proposing that the temporary expansion surcharge would be made available to contract customers."

And included in that rate are both T1 and T2 customers.  Do you see that there?

MR. CREIGHTON:  Yes, I do.

MR. VELLONE:  And if I continue reading on in the paragraph, it goes on to explain that contract customers can elect other methodologies, and basically it would be an a negotiated arrangement between Union and that particular industrial customer.  Is that fair to say?

MR. CREIGHTON:  GreenField and Union did not spend too much time on discussing the proposal to GreenField, in that again Union was not the winning bidder.

So we generally understood the process, but never got started into any -- developing it any further.

MR. VELLONE:  Sure.  Just to come back to my original Question, which is what the Union proposal is, pages -- sorry, lines 10 through 14 of the application there seem to suggest to me that Union has contemplated entering into direct dialogue its with its industrial customers and figuring out one of several different methodologies that would work for those customers; is that a fair characterization?

MR. CREIGHTON:  Yes.

MR. VELLONE:  And I recognize that I might get into areas that would be sensitive from a commercial perspective, so I'm going to be very light, and tell me if I go too far.

Is it fair for me to assume that GreenField -- let me recharacterize.

Has GreenField filed any evidence on the record about discussions that may or may not have occurred with Union Gas on potential system design or rates?

MR. CREIGHTON:  We haven't filed any evidence to that.

MR. VELLONE:  Sure.  And we have no evidence on the rates that GreenField might be comparing on this evidentiary record; is that...

MR. CREIGHTON:  No, no, we don't.

MR. VELLONE:  So we don't really know whether Union is proposing to charge its temporary expansion surcharge or if somehow that's going to change through negotiations with GreenField; is that fair to say?

MR. CREIGHTON:  We haven't provided that, and I haven't provided the details of the Union proposal.  That'd be something I would want to talk to Union about before I do.

MR. VELLONE:  I'm not asking for them.

MR. CREIGHTON:  Okay.

MR. VELLONE:  Thank you.

I'd like to go back to page 4 of my compendium.  And specifically I'm looking at paragraph 9, and it makes reference to various models subsidizing or charging for community expansion, and I think the only model I haven't spoken to yet is the final model.  That is the province-wide funding model.

So I'm going to ask you to assume with me for a moment that EPCOR is permitted to compete with Union and Enbridge on a level playing field.  That is, that they're given access to the same ratepayer cross-subsidy to help reduce a standalone rate structure.

Would you be in favour of that?

MR. CREIGHTON:  We support the bid process.  We support the bid process being undertaken on the same basis or key elements, and if the Board chooses to do a cross-province that is open to third-party bidders, then we would support but on that basis.

MR. VELLONE:  Understood.  Thank you.

We also know that the municipalities in the Southern Bruce area have agreed to what, in essence, amounts to an incremental tax-equivalent contribution to bring out the project.

Were you aware of this?

MR. CREIGHTON:  I was aware of that once I read the franchise application in front of the Board, yes.

MR. VELLONE:  And that would help reduce the standalone rates as well; correct?

MR. CREIGHTON:  Yes.

MR. VELLONE:  And that final element, what Union calls its temporary expansion surcharge on the one hand, or standalone rates, whichever way you structure it on the other, both of these would constitute increases on the existing T1 rates which you currently are charged; is that fair to say?

MR. CREIGHTON:  This one I'm unsure.  Is this a rate that EPCOR or the franchise agreement -- you will have to ask the question again.

MR. VELLONE:  Sure.

MR. CREIGHTON:  I understand the Union proposal and I understand the EPCOR proposal that's been provided to me in several meetings.  And I'm not sure I understand your question.

MR. VELLONE:  My question attempted to compare the two, the Union proposal and the EPCOR proposal.  In the Union proposal they would propose to charge you a temporary expansion surcharge that would have an increase on your existing T1 rate; is that fair to say?

MR. CREIGHTON:  EPCOR didn't portray it that way.  They just provided a proposed tariff, but the math would work out the same, I'm sure.

MR. VELLONE:  So it does go up?

MR. CREIGHTON:  Orders of magnitude.

MR. VELLONE:  Thank you.

And would that be the same for Union if they were approved and charged you a temporary expansion surcharge, 23 cents or whatever it happens to be, per metre cubed?

MR. CREIGHTON:  If they are going to charge me a surcharge my rate will go up, yes, that's correct, but we have had no discussions along those lines, so I'm not sure where this is headed.

MR. VELLONE:  Thank you.

I'm nearly done.  I'm just going to shift to my final topic, and that's at page -- if we start at page 5 of my compendium.

At this part of your evidence, you focus on I think what's your key concern with process, and that last sentence which is highlighted at paragraph 10, if I'm reading it correctly, GreenField feels excluded by the process that was run by the municipalities; is that a fair characterisation?

MR. CREIGHTON:  Yes, it is.

MR. VELLONE:  We've already discussed your involvement between 2011 and 2013 on the committee which led to the Union proposal, so I just want to fill in the timeline after that briefly.

Did you attend the public open houses in September of 2015 held by the municipalities and EPCOR Staff?

MR. CREIGHTON:  Yes, I did.

MR. VELLONE:  Thank you.

Did you meet with the municipality of Kincardine on October 15th, 2015 to get an update on the project?  In or about?  You may not know the exact date.

MR. CREIGHTON:  I met with the -- some mayors a number of times after the -- EPCOR was announced as the winning bidder, yes.  I can't remember the dates.

MR. VELLONE:  So I'll put the dates to you.  It is October 15th, 2015, January 5th, 2016, March 7th, 2016.  Maybe you can just undertake to check those or...

MR. CREIGHTON:  Yeah, the latter two dates I remember well.  The October 15th I'll have to go back to the calendars.

MR. VELLONE:  Thank you.

And would it be fair to say that the process is still ongoing, that the Board's generic proceeding is being informative of the process, and that it hasn't -- hasn't ended yet?

MR. CREIGHTON:  There has been no further dialogue between EPCOR and GreenField since October or sometime in the fall last year.  And so I don't know if that process is still ongoing or we're waiting for the outcome of this generic hearing to help direct that process.

MR. QUESNELLE:  Mr. Vellone, were you seeking a formal undertaking on the checking of that date, or if you have sufficient...

MR. VELLONE:  I was, yeah.

MR. MILLAR:  J4.5.

MS. DeMARCO:  I'm sorry, I'm not clear on what exactly the undertaking is.

MR. VELLONE:  I'll restate it:  Confirmation of the meetings which occurred on October 15th, 2015, January 5th, 2016, March 7th, 2016 between --


MR. QUESNELLE:  Attendance?

MR. VELLONE:  -- between GreenField and the municipalities, yes.
UNDERTAKING NO. J4.5:  TO PROVIDE CONFIRMATION OF THE MEETINGS WHICH OCCURRED ON OCTOBER 15TH, 2015, JANUARY 5TH, 2016, MARCH 7TH, 2016 BETWEEN GREENFIELD AND THE MUNICIPALITIES.

MR. VELLONE:  Thank you, Mr. Chair, those are my questions.

MR. QUESNELLE:  Thank you, Mr. Vellone.

Okay.  Mr. Janigan?  What happened to Mr. Janigan?  There he is.
Cross-Examination by Mr. Janigan:

MR. JANIGAN:  Thank you, Mr. Chair.  I have a compendium.  I don't know how much I'm going to be referring to it, probably very little, but I'd like to have that marked as an exhibit, if possible.

MR. MILLAR:  K4.3.
EXHIBIT NO. K4.3:  CROSS-EXAMINATION COMPENDIUM OF VECC FOR GREENFIELD SPECIALTY ALCOHOLS INC.

MR. JANIGAN:  And my name is Michael Janigan.  I'm with the Vulnerable Energy Consumers Coalition.

I wonder if you could turn up page 9 of the compendium that you may have before you.  My question here is:  What exactly would you want to happen at this juncture with respect to --


MS. DeMARCO:  I'm sorry, Mr. Janigan, the pages are not paginated.  Can you please --


MR. JANIGAN:  At the top of the page, Ms. DeMarco.

MS. DeMARCO:  My apologies.

MR. CREIGHTON:  I don't have a copy here.

MR. JANIGAN:  Oh, I think I gave one to counsel for you.

MR. CREIGHTON:  Thank you.

MR. JANIGAN:  What do you want to happen at this juncture?

MR. CREIGHTON:  I would propose that if, as an outcome of this hearing, that we want to engage in competitive bidding and whatnot and we have a process for that, that the Bruce supply of natural gas pipeline be -- follow that procedure.

MR. JANIGAN:  Are you asking for a do-over; is that what you're asking?

MR. CREIGHTON:  I don't think we have anything yet to do over.

MR. JANIGAN:  Can you -- are you in a position to give any guidance to the Board with respect to the evaluation of supply by way of compressed natural gas versus ordinary distribution?

MR. CREIGHTON:  Yes, I will.  I'll just look up some notes I made in case that question did come up.

Certainly our operating costs are -- our operating costs are confidential to our company, but I can give you a ballpark of CNG.

I did a fair amount of CNG. I tried to look at the north and whatnot on supplying CNG.  But our trucking costs are below $2 a gigajoule -- sorry, I use gigajoule; as the gas buyer, it's the unit I'm most familiar with.

In addition to the trucking cost, one has to compress it, the natural gas, and then we have some staff.  It's mostly run unattended, but some staff, so we have some fixed costs.  You combine the two, and it's south of $4 a gigajoule.

MR. JANIGAN:  That gives us some idea of the price comparison.  Is there any other concerns or matters to be taken into consideration in evaluating the two?

MR. CREIGHTON:  CNG versus road, CNG versus pipeline gas; some of those were mentioned earlier when we talked to the northern communities, that we do have road closures.  What we've done to mitigate that is put in alternative energy at our plant which, during the polar vortex year, we used a little bit, but have barely used it since.  So that is the main difference between the two.

MR. JANIGAN:  Thank you, Mr. Chair, those are all my questions for this panel.

MR. QUESNELLE:  Thank you, Mr. Janigan.  Mr. Shepherd, are you ready to go?

MR. SHEPHERD:  I actually thought I was going last, Mr. Chairman.

MR. QUESNELLE:  Okay.  I've got Union, Mr. Keizer.

MR. KEIZER:  Union has no questions.

MR. QUESNELLE:  Thank you, I guess you are.

MR. SHEPHERD:  Just give me one second.
Cross-Examination by Mr. Shepherd:


MR. SHEPHERD:  My name is Jay Shepherd, and I'm counsel for the Ontario Geothermal Association.

Let's start with -- Tiverton is GreenField's first plant, right?

MR. CREIGHTON:  Correct.

MR. SHEPHERD:  And you have plants in -- similar plants in Chatham, Johnstown, and in Varennes, Quebec, right?

MR. CREIGHTON:  Correct.

MR. SHEPHERD:  Tiverton produces less than 1 percent of your fuel ethanol?

MR. CREIGHTON:  Our total Ethanol production, both fuel and industrial, is in the order of 600 million, and Tiverton is not quite 30, so that would be around 2 percent.

MR. SHEPHERD:  I had understood that it was actually about 700 million, according to your website.  And I wasn't including industrial alcohols, but of course you produce industrial alcohols at Tiverton as well.

MR. CREIGHTON:  Tiverton is primarily industrial alcohol.

MR. SHEPHERD:  And you talk about the CO2 reductions that come from your facilities, as a result of producing clean burning ethanol, right?

It's true, isn't it, that less than 1 percent of that is from Tiverton; the rest of it from Chatham, Johnstown and Varennes?

MR. CREIGHTON:  I think Tiverton is closer to 2 percent, first of all.  And when we talk about greenhouse gas reductions, it is only on the one product, which is a our primary product, which is fuel grade ethanol.  That is produced 100 percent at our Varennes plant and our Johnstown plant, and about 30 and 40 percent -- and I'll give you a range, because we are increasing our are our Chatham plant to more industrial and less fuel.

So that's the greenhouse credit, and it is significant in automobiles in Ontario.

MR. SHEPHERD:  It's in fact -- you say you supply ethanol to 1,300 gas stations that have 10 percent ethanol; right?

MR. CREIGHTON:  Right.  I should correct that.  We supply to the major fuel distributors in the province, who then supply to the gas stations, that's right.

MR. SHEPHERD:  All right.  So GreenField is a billion dollars company, isn't it?

MR. CREIGHTON:  I can't comment on the -- I haven't looked at the books recently.  But if we're doing 600 million, the price of ethanol is -- you can look it up in U.S., anyway.  It's on web pages, but it's around 50 cents, 55 cents a litre, so that makes our revenue around 300 million, if you do that simple math.

MR. SHEPHERD:  All right.  The only reason I guessed that is because you had a press release that said that your Chatham plant is worth $300 million, and I assumed that if one plant was worth 300 million, they most be worth a billion.

MR. CREIGHTON:  Our Chatham plant is certainly by far the most complex, because of the industrial alcohol is that we produce there.  Industrial alcohols are worth more than fuel grade.

 So it depends how you are measuring it; is it asset value or revenue value.

MR. SHEPHERD:  Let's come back to Tiverton, and I understand Tiverton has a particular importance in your company because it's where you started, right?  I mean, aside from the fact that it's a profitable activity, it is where you started.  So it matters to you more, I guess, than others, right?

MR. CREIGHTON:  I'm not sure that's true.  I think what matters to us is the long term viability and potential growth of that Tiverton plant.

MR. SHEPHERD:  All right.  The reason I'm asking these questions is because I'm trying to get a sense of how important this difference is between EPCOR and Union, or between one approach and another approach, to your company.

Have you given anywhere, or are you prepared to give an estimate of how many dollars the difference is?  I don't want to know how much Union said they were going to charge you, or how much EPCOR said they were going to charge you.

Can you give us a sense of how much -- how many dollars difference it is each year to the Tiverton plant for one, for EPCOR versus Union?

MR. CREIGHTON:  I don't think it is a fair question, because although I had tariff discussions with EPCOR, both parties realized we didn't have anything that you could put on a page and say that's where we ended.

MR. SHEPHERD:  What I'm trying to get a sense of is, is it closer to $100,000 a year or a million dollars a year?

MR. CREIGHTON:  A couple of million dollars a year.

 MR. SHEPHERD:  Difference between the two?

MR. CREIGHTON:  Yes.

MR. SHEPHERD:  So a couple of million dollars a year would mean -- that difference would mean you basically wouldn't shift from LNG, right?

 MR. CREIGHTON:  CNG?

MR. SHEPHERD:  Yeah, CNG.

MR. CREIGHTON:  I mentioned that in my opening remarks that where we left off with EPCOR was a cost that was higher than our current cost to supply energy, yes.

MR. SHEPHERD:  You mentioned the Red Lake expansion.  I'm not sure I understood how you wanted to relate that to what's happening in the Southern Bruce area.  Can you just describe how it relates to your situation?

MR. CREIGHTON:  I was trying to connect the dots where other proponents did come to us and got a reasonable feel for what it would take to move GreenField to a pipeline option.

And my view has always been, and it would be similar to Red Lake, that unless the major industrial is part of the solution, there is a low probability that a pipeline would be built to the region.  So engaging that industrial early on and understanding the financial implications of that is extremely important.

MR. SHEPHERD:  The Red Lake extension doesn't have any ratepayer subsidy, does it?

MR. CREIGHTON:  No, it was done on a different model. But I heard, I think this morning, that the municipality did contribute some funds.

MR. SHEPHERD:  True, but the existing ratepayers in the rest of Ontario aren't subsidizing it, are they?

MR. CREIGHTON:  Not to my knowledge.

MR. SHEPHERD:  Okay.  Where are your competitors?  You are the largest fuel alcohol fuel in Canada, right?

MR. CREIGHTON:  As I said in my opening remarks, We export to more than fifty countries around the world, so our competitors around the world we meet them head on.  Much of our exports are down into the United States, of course, and our competitors are in the United States.

We have no -- our competition in Canada is imported U.S. industrial alcohol, so we meet them head on in Ontario and other parts of Canada.

MR. SHEPHERD:  Do your competitors have energy cost subsidies, as far as you know?

MR. CREIGHTON:  We wouldn't know that.  We are a small company.  He would make the assumption that their energy cost are similar to our southern Ontario plants, with the difference being the natural gas basis between -- we have competitors in Illinois, in Indiana, gas-based prices in those states versus what we have in Ontario.

MR. SHEPHERD:  So as far as you know, none of your competitors have subsidized energy costs.

MR. CREIGHTON:  No, I would not know that.

MR. SHEPHERD:  But what you are asking this Board to do is to subsidize your energy costs in Tiverton; right?

MR. CREIGHTON:  I guess my belief was that in working with the mayors, that we had an economic project, and if you look at the Elenchus report, $75 million capital, $27 million a year in savings, but we had a funding issue we had to solve.

And I know there is many different opinions around here that you need a subsidy to do it.  I guess we need some kind of support to break that funding barrier.

MR. SHEPHERD:  Thank you.  Those are all my questions.

MR. QUESNELLE:  Thank you, Mr. Shepherd.

Ms. DeMarco.
Re-Examination by Ms. DeMarco:

MS. DeMARCO:  I just have one point of clarification, and it was in relation to a question asked by Mr. Vellone, and it was in relation to specifically comparing Union's TES with municipality's ITE.  And your answer was it does go up orders of magnitude.

What were you talking about?  Which was higher, the Union all-in with TES or the South Bruce EPCOR with equivalent municipal tax?

MR. CREIGHTON:  I mustn't have understood again.  I think I tried for clarity in that question, so I still don't under -- the question both -- if the TES is the -- is the -- I'm unsure if that's the tax-equivalent -- break.  Both of these are --


MS. DeMARCO:  No.  If I can clarify -- and I think this is where the confusion arose on the record.

So the Union proposal has the surcharge in there.  And the municipalities have the municipal effective income-tax break.  So which was higher, the Union or the South Bruce EPCOR?

MR. CREIGHTON:  The income-tax break is a very small amount of money, so it has a small bearing on tariffs, but it's helpful in making a project fly.  It depends how small -- the Union is, I think, a similar tax break.  Are they not the same thing?

MS. DeMARCO:  So all-in, the comparative rates, who was higher, Union or EPCOR?

MR. CREIGHTON:  I think I did mention that the EPCOR rate was much, much higher.  I don't think the TES or ITE had any bearing on the different rates.  They're very small components.

MR. QUESNELLE:  Thank you.

MS. DeMARCO:  Thank you.

MR. QUESNELLE:  And I think it's just where this whole area of evidence -- and thank you very much for being so forthright and frank with your responses, very helpful -- but a little concerned that we're getting off -- a little offline as to what's helpful to the Board on this.

We've got an example of a -- in South Bruce of a process that the municipalities ran through, and I think this evidence was to -- brought forward to demonstrate your views on weaknesses as to the timing of the consultation, who should be engaged, what should be the consideration of awarding, and where the industrials might come in or may not.

Had you been very happy with everything that went through the process and we not seen you, then where would we be then?  What I'm getting at is, the details of whether you like one or the other doesn't really do much for the Board at this juncture.  That's not what we'll be doing here today, is making determinations on whether or not one offer was better than another, I guess.

So just in argument, what we're looking for is the process issues that have surfaced in this evidence.  You're here because you're not content with the outcome, but that's the -- that was the driver for being here.

But please, you know, expand on what you think would have worked better and why, and we can look at others as well, because this isn't -- we're not in this process choosing whether or not the offer was a good one or comparisons.  There are other days for that with the Board.

Okay?  Is that -- any submissions on what I've just said, or seeking clarity on that, or...  Does that make sense?  Okay.

MS. DeMARCO:  Mr. Chair, if I can just state, that's consistent with our views yesterday, which caused some of our challenges procedurally.

MR. QUESNELLE:  Well, we'll know it when we see it, and we're seeing it a lot, so I can do one better, it's that type of thing.  We are kind of moving along here, but I think that's the best way to package up the arguments on this, is the process, not the one offer or the other.  We don't -- really, that's not going to be helpful to us.  Okay?

MR. MONDROW:  I think, Mr. Chairman, if it's helpful -- and I certainly acknowledge your comments, and they make perfect sense to me.  The other thing that GreenField's evidence has underscored, it seems to me, are the competing structures for the proposals, not the details, of course, but the standalone versus existing utility models, and what the regulatory limits are to charges and so on, so certainly from IGUA's perspective that's the area that we intend to focus on --


MR. QUESNELLE:  Well, true enough.

MR. MONDROW:  -- which I assume would be helpful to you.

MR. QUESNELLE:  Yeah, it would be, because -- and I think the timing of all this -- you know, as we see the process today and how it works, a franchise agreement is entered into, and eventually we're creating rates around it.  You know, there is a leave to construct, there's all those things, and then we worry about the rates.  Is that the right time to worry about rates?  And, you know, we are obviously thinking about our MAADs process on the electric side and how we do things, so there's an opportunity to really talk about what would work well, and that's what this whole generic hearing is about.

The timing, when things are considered and in what light are they considered, should we be looking at ultimately -- I -- kind of a pro forma on a rate tariff to say, okay, you know, this is what goes into a franchise agreement discussions, or should we do it sequentially and just worry about -- it goes right back to, I think, what's the franchise agreement for?  What purpose does it serve?  What was it intended to do?

It is more than just, okay, how far off the sidewalk you have to be, or at least it's evolved into something totally different.  We've got the model franchise agreement, but if you look at that, that's an operations document, but that's okay.  How are we going to live together in this same space?  But it's -- what's surfacing here, it's become something else.  It's, as you put it, Mr. Keizer, it's the keys to the kingdom, and, you know -- so I think that we have to really rethink this.

I just -- this particular piece of evidence, I think -- I think in my mind, anyway, it certainly conjured up, okay, so what is it that's going to be helpful to us, and I just wanted to scope it a little bit differently than what I think surfaced in evidence as to what's helpful to us in argument and what's within scope, and I think it is all there.

MR. KAISER:  Well, Mr. Chairman, you're quite right.  I mean, not only is it keys to the kingdom, but it is a complex process.  One party in any kind of competitive process can come and say:  I need an aid to construct.  Another party can come and say:  I don't, but here are the rates, and guess what?  They're higher.  So, you know, it is always a complex process, you have to compare apples and apples, but I agree that this is not the place to be determining about specific offers.

MR. QUESNELLE:  Yeah, no, the fact that there are -- and I think Mr. Mondrow articulated well that the fact that there are different ones is part of the problem, part of the issue that we have to grapple with, and I think that's -- so let's keep that in mind as we are going forward.

Okay, Ms. DeMarco?

MS. DeMARCO:  Thank you very much.  It is very helpful, and in particular, in coming up with the key procedural elements, we understand that to be what you're looking for.

MR. QUESNELLE:  Great.  Thank you.

MS. DeMARCO:  It's very helpful.

MR. QUESNELLE:  Okay.  Why don't we give the court reporter a ten-minute break as we just have Union take the stand.  Mr. Keizer, does that make sense?

MR. KEIZER:  Yeah, Union's witnesses are here.  We can do that.

I just want to clarify.  How late are we sitting today, do you know, or...

MR. QUESNELLE:  Well, we know that we've got -- let's go to five o'clock.  Is that fine with everyone?  And -- but we'll have a hard stop at 5:00 and it'll be with your panel, so whatever makes sense, and I'll ask others to -- and I don't have a -- I think there has been some conversations as to the order, so I'm just waiting for people to get back to me once we take the break, and why don't we take our 20-minute break, and then we'll start with Union --


MR. KEIZER:  That's fine, thank you.

MR. QUESNELLE:  -- and go with the order then.
--- Recess at 3:00 p.m.
--- On resuming at 3:21 p.m.

MR. QUESNELLE:  Mr. Keizer, you have your witness panel up?

MR. KEIZER:  Actually, before I introduce the panellists, if I could just step back a second and maybe I'm a bit slow on the uptake, but I wanted to clarify something about the comments you made earlier and my colleagues made with respect to parameters and, you know, understanding with respect to the keys to the castle and franchise, and rate setting, whatever kingdom, the magic kingdom.

MR. QUESNELLE:  A quotable quote, yes.

MR. KEIZER:  Is it fair to say that -- I think, if I interpret it correctly with respect to your statement about submissions and argument, that part of our submissions is to at least give some sense to the Board as to what we perceived to be the parameters of any pending proceedings with respect to franchise, and the considerations that the board may give in respect to that?

MR. QUESNELLE:  Pending meaning in front of the Board now or future?

MR. KEIZER:  Well, both.

MR. QUESNELLE:  Both.  That's something that -- I'll confer with the panel and we'll talk about that because we do have -- I don't know that we would import that argument as to what should happen in another application here.  This was about a generic --

MR. KEIZER:  Not so much about the facts about it, But in terms of what the scope of the jurisdiction is, the scope of what a potential review might be, and other things.

It is a bit of a continuum from where we are today, given the nature of the issues on the list and what may happen and not necessarily obviously to pre-judge anything you'd be doing in respect of this proceeding.

But it seems that we are a all gathered, and I just wanted to clarify if that was the intent by which you meant, or was it something else. something else?

MR. QUESNELLE:  Well, it's something that we, as a Panel, are going to explore a little further.  But I was taken aback by your response of your witness, Ms. DeMarco, to respond from Mr. Janigan as to what would he like to have happen now, and he'd like to have the outcome  of this proceeding be visited on what has happened in South Bruce.

So where do we go with that, and when is the best time to make the decision as to whether it will or not.  So we'll confer as a Panel on that, and try to come up with something, because I think it may very well be -- I wouldn't frame it as a threshold question, but it's certainly it is something that -- it's a scope element, you know, and so we haven't put our minds to that, but we will.

MR. KEIZER:  Thank you very much.  With that, if I could introduce the panelists and then I'll ask for them to be affirmed.

The panelist furthest from me is Mr. Mark Kitchen.  He's director of regulatory affairs with Union Gas.

Next to Mr. Kitchen is Mr. Dave Hockin.  He is manager of the of strategic gas.  Next to Mr. Hockin is Mr. Jeff Okrucky; he's director of distribution marketing, and next to Mr. Okrucky is Mr. Dave Simpson, vice president, regulatory lands and public affairs.

If I could ask for the panel to be affirmed.
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Mark Kitchen, Affirmed

Dave Hockin, Affirmed

Jeff Okrucky, Affirmed

Dave Simpson, Affirmed
Examination-In-Chief by Mr. Keizer:

MR. KEIZER:  And with that, I just have some brief Direct, Mr. Chair.

 I guess starting with you, Mr. Okrucky, could you describe Union's experience regarding the interest of communities wanting to have access to natural gas?

MR. OKRUCKY:  Definitely.  Over the last few years, Union's been contacted by many consumers, who currently don't have access to natural gas, requesting service for us from us.

Unfortunately, in many cases, when Union looked at the facilities that required service and applied the EBO 188 requirements, the projects were not economic and we had to respond with the required aid to construction requirement that the consumers were unwilling to pay.

The number of situation where this occurs has escalated in recent years, as a result of the increased spread in the cost of natural gas versus many other fuels.

To give you an example, last May we started tracking the number of telephone inquiries that came into our customer attachment centre.  From May to December last year, we received about 1,850 of these inquiries, and about 350 of these looked like they might be feasible with or without a reasonable amount of aid to construction.

So they were forwarded to our field staff for detailed costing.

Of these 350, about 120 became viable projects.  The other 1,500 of those 1,850 requests were categorized as not being feasible because the necessary aid to construction was higher than consumers were willing to pay.

In addition, after this initial step, we periodically hear from municipal officials or MPPs who represent these same consumers, and their expectation in calling us is for us to do something to help them it get access to natural gas for their constituents.

We've also had ongoing contact with other organizations, like the Ontario Federation of Agriculture, speaking the same types of outcomes from us.

For these folks, merely hearing us say no is not good enough.  The municipalities of Perth East, where Milverton is located, and the municipality of Kincardine and the surrounding area are good examples.

We've been talking with both for many years about finding a way to get natural gas to them.  Under EBO 188, the required aid was just too high for the consumers in those areas or the municipalities to bear.  So they continued to push for solutions from us.

MR. KEIZER:  Thank you, Mr. Okrucky.  You've had many requests and you continue to have many requests; what's Union's response to those requests?

MR. OKRUCKY:  We've been trying to find a way to be responsive to those requests.

MR. QUESNELLE:  I think the microphone may be turned off.

MR. OKRUCKY:  Oh, sorry, we have been trying to find a way to be responsive to those requests.  We didn't want to just say no and walk away.

In late 2013, we began exploring ideas an on what it might take to help.  We spoke with the Ministry of Energy and as well as many other municipal officials on a number of occasions over the last two years, and we were fleshing out proposals in those conversations that ended up being represented in our EB-2015-0719 application to the Board last July.

We believe that a multi-pronged approach is necessary to enable expansion of the gas system to more communities and to more First Nations.

Part of this approach would involve government funding support, which could be leveraged further by some flexibility in the EBO 188 requirements that guide our expansion decisions today.  So we've been advocating for both.

The response for municipalities throughout this dialogues has been very encouraging.  You heard from several of them at the pre-hearing session last week, I believe it was, and they have a very compelling need that we are trying to find a way to meet.

When we spoke with broader groups of municipal officials in various settings, either informally or at conferences like the ROMA OGRA conference that occurs annually in Toronto.  We were strongly encouraged to keep pushing forward.

In those discussions, we were explaining how our proposals were shaping up, what kind of ideas we had, and there was generally a lot of support for those ideas.

A number of those municipalities have passed resolutions in support of Union's proposals, and I believe a number of those were filed as comment letters with the Board for the EBO-2015-0179 proceeding.

The government also responded favourably with their announced intent to provide $200 million in natural gas access loans, and $30 million in grants in the coming years to enable expansion.

Our understanding is that the government is looking for the outcome of Union's application before finalizing the details of their funding program.

MR. KEIZER:  Without going into significant detail, could you describe the elements of Union's proposal?

MR. OKRUCKY:  Yes, maybe the best way to do this is I'll wrap it into four key elements, and those include allowing for supplemental revenues, minimum economic feasibility thresholds, a capital pass-through, and deferral accounts necessary to ensure the process works as intended.

For supplemental revenues, we have proposed enabling a new means for customers and municipalities to supplement existing delivery rate revenues in order to improve the financial viability of the projects.

For expansion customers, this would take the form of a volume-based temporary expansion surcharge or a TES, which would amount to 23 cents per cubic metre for a period ranging from four to ten years, beginning when the project enters service.

The period would vary with each project, depending on that project's economic viability.  Union would need Board approval of a new rate to implement this.

The municipal contribution would consist of what we've called an incremental tax equivalent, or an ITE, which in essence is a refund of any incremental property taxes that would begin flowing to the municipality as a result of the new assets being installed.  This refund would occur for the same time period that the TES is being applied for a project.

With respect to economic feasibility thresholds, we've proposed a minimum project PI of 0.4, and we've proposed that community expansion projects be exempted from both the investment portfolio and the rolling project portfolio requirements of EBO 188.

Recognizing that these changes could result in cost impacts for pre-existing ratepayers, we have proposed that the total annual rate impact of a broader community expansion program or a collection of all the projects be managed to a maximum ceiling of $2 a month for a typical residential ratepayer.

And our specific proposal that could extend natural gas to 29 projects to service 33 communities would result in rate impacts for a pre-existing residential ratepayer that are well below that ceiling that I just talked about.

The third element is a capital pass-through to rates for the incremental capital that Union would be investing in the projects.  This capital was not envisioned at the time our IR framework was negotiated, and without the ability to earn a return on it during the IRM period we would be unwilling to make the required investment.

And lastly, Union proposed two deferral accounts.  One of them was to ensure that the capital recovery in rates would only be what was actually invested, and the other was to enable the actual TES and ITE revenues to be credited to ratepayers on an annual basis.

MR. KEIZER:  Thank you.

Could you please describe the cost and the rate implications of Union's proposal?

MR. OKRUCKY:  Union's proposal would result in a potential for completing 29 projects to service 33 communities at a capital cost of about $135 million.

The rate impacts in our judgment are quite manageable.  Rate impacts net of the TES and ITE deferral credits peak at around year 10 at a level of $2.91 a year or 24 cents per month for a typical residential customer.  When government funding becomes available, additional projects may become feasible.

MR. KEIZER:  How would the Union proposal be implemented?

MR. KITCHEN:  Should the Board accept our proposal, Union would see the implementation and review of any facilities projects or costs through normal Board process.

So the first step would be a section 36, section 90 application that would allow parties and the Board to review the capital costs and demand forecast supporting the project.

Once that was approved then we'd implement that in rates through our annual rate-setting process, and then throughout the term of the project, through the deferral accounts that Mr. Okrucky talked about, we would do any true-up for differences between actual and forecast capital cost.

The other thing that we would do is in our annual stakeholder review we would track on a project-by-project basis the capital costs associated with each project, any upfront CIAC or contribution in aid of construction.  We'd also report the net capital included in rates.  We'd report the term of the TES and ITE, as well as the forecast and actual level of attachments.

MR. KEIZER:  Now, in this proceeding we've heard a lot about Enbridge's proposal.  Could you please describe the similarities between Union's proposal and Enbridge's proposal?

MR. OKRUCKY:  Sure.  Union is proposing to spend in the order of 135 million to provide access to 18,500 homes and businesses, and Union is expecting about 50 percent of those homes and businesses to convert in the first ten years.

Enbridge is proposing to spend $410 million to provide access to 20,500 consumers, and expecting about 75 percent of those would convert in the first ten years.

In terms of similarities, both proposals have a common definition of a community expansion project, which is a project that provides access to natural gas to a minimum of 50 pre-existing homes and businesses.

They both include a volumetric temporary surcharge for expansion area customers that's been set at 23 cents per cubic metre, and they both include an incremental tax-equivalent mechanism to allow for municipal financial support.

Both proposals include exemption of community expansion projects from the current EBO 188 investment portfolio requirements, and both propose a maximum allowable net rate impact resulting from a broader community expansion program to be capped at $2 per month for an existing ratepayer.

And lastly, both proposals call for a capital pass-through to rates.

MR. KEIZER:  With that, can you also describe the differences between Enbridge's proposal and Union's proposal?

MR. OKRUCKY:  Yes, Enbridge has extended the TES period in comparison to Union's proposal.  Union proposed the TES term be set for four to ten years, while Enbridge proposes that the term be set at the lesser of 40 years or the period of time it takes a project to reach a PI of 1.0.

Enbridge proposes that their temporary expansion surcharge be applicable to all expansion customers, while Union has limited it to general service customers.

Enbridge proposes that the ITE be mandatory for any projects with a PI of less than 1.0, while Union has proposed that threshold be 0.8.

And Enbridge has proposed the ITE term to be set at ten years, while Union proposes that it range from four to ten years, depending on the project economics.

While Union proposed a minimum project PI of 0.4, Enbridge has proposed that there be no minimum project PI. This approach has allowed Enbridge to suggest all the identified projects might be feasible, while Union has limited its initial list to 29 of the 100 or so possible projects identified in the absence of direct government funding.

This difference leads to a difference in scale of the two proposed programs, as well as expected rate impacts for existing ratepayers.

I mentioned earlier that Union's program could lead to $135 million in capital costs, while the Enbridge proposal could lead to $410 million in capital costs.

The rate impacts for a typical residential customer for Union's proposal peak at 24 cents per month, while the rate impacts for Enbridge's proposals peak at 87 cents per month.

And while Union has proposed that community expansion projects be exempted from the EBO 188 rolling project portfolio requirement, and instead that we manage to a rate ceiling impact of $2 per year, Enbridge has proposed that community expansion projects be grouped into a separate portfolio that would include all the projects regardless of the period they go into service and manage that portfolio to a minimum portfolio PI of 0.5, along with the $2 per year ceiling.

MR. KEIZER:  Thank you.

I just have one remaining question, and that is more to clarify the record.  We heard today my friend from South Bruce, examination of GreenField, and he made inquiries, and in his question he raised the question about the status of Point Clarke.

And just for your -- for clarification, could you advise or describe what is the status of Point Clarke in respect of Union's proposal currently and what was filed in the proceeding that was joined with this proceeding?

MR. OKRUCKY:  Yes, Mr. Keizer, just before I do that, I may have misspoken a moment ago, and I think I may have mentioned a rate impact ceiling of $2 per year.  And it was $2 per month.

MR. KEIZER:  Thank you.

MR. OKRUCKY:  Sorry, with regard to Point Clarke, there was some discussion about which projects were -- whether it was one project or two projects and that kind of thing with Mr. Creighton earlier.

In Union's case there were two separate lines on our Appendix D, which was part of our EBO 179 -- sorry, EB-2015-0179 filing, the updated Appendix D in tab 1.

Line 29 was Kincardine, Tiverton, Paisley, and Chesley, and in fact that project did include those customers in Point Clarke.  We weren't trying to list every subdivision name when we were coming up with project names.  It was a kind of a cluster of communities that are all along the path, and that project was on line 29 of that appendix.


And then there was another project on line 54 for Ripley and Lucknow, and the confusion may be that in Union's case the first project was serviced from the Owen Sound line and the Ripley-Lucknow project was serviced from the Hensall system, which is coming from the south, so, in fact, they are not connected pipelines between all those projects.  That may be what has led to the confusion there.

MR. KEIZER:  Thank you.

With those questions, Mr. Chair, I have completed my direct examination and the panel is available for cross-examination.

MR. QUESNELLE:  Thank you, Mr. Keizer.

Dr. Higgin, I believe you are --


DR. HIGGIN:  No, Mr. Mondrow --


MR. QUESNELLE:  Oh.  And that's exactly what it says right here.  My fault.  I just -- Mr. Mondrow.
Cross-Examination by Mr. Mondrow:

MR. MONDROW:  Thank you.  Good afternoon, gentlemen.

One follow-up question first.  Mr. Okrucky, I think you said a minute ago that Union's proposal, which was filed in 2015, selected 29 -- and I think you said out of a 100 our so potential projects.  Did I hear that correctly?

MR. OKRUCKY:  Yes, that's correct.

MR. MONDROW:  Why did you stop at 29?

MR. OKRUCKY:  We were primarily trying to identify projects that we thought might be feasible to service with a pipeline.  So there was a balance we were trying to strike in achieving the number of consumers that could gain access versus the cost and the rates impacts, and we stopped at that point because we thought we had struck an appropriate balance.

MR. MONDROW:  Do I take it from your answer that proceeding with additional groups from the 100 additional to the 29 you proposed would result in projects that are less economic that those you proposed, that have a lower PI, everything else being -- prior to the flexibility that you proposed?

MR. OKRUCKY:  Absent any -- I'll go back to what we've called the natural PI, the PI in absence of aid to construction, or TES, or IT, or anything like that.  Our list generally is sorted by from higher to lower PIs, so yes you are correct, that there would be lower natural PI projects that would be accommodated it we went lower on that list.

MR. MONDROW:  If you went with all 100 of the projects, what would be the total capital based on your current early costing?

MR. OKRUCKY:  It would be 1.5 billion dollars, and I don't think that's likely at all.

MR. MONDROW:  You said billion with a "B."

MR. OKRUCKY:  B.

MR. MONDROW:  I see.  And you said you don't think that's likely at all.  I can see why you'd say that, given the spread in the numbers.

Is there an additional group of the projects between number 30 and number 100 that you would think would be feasible as the next round?

MR. OKRUCKY:  There may be additional projects that become feasible, and there maybe several things that cause that.

One is if provincial funding comes to the table and municipalities take advantage of that provincial funding, that could make more projects feasible within the construct that Union has proposed.

Another one is other technologies.  Union was primarily investigating what we thought might be pipeline feasible projects and as we well know, there are other options, CNG and LNG, and Union has not explored those in depth at a project level.  So there may be some other projects that do become feasible.

MR. MONDROW:  Others will ask you about that, I'm Sure, so thanks for that.

I'd like to go back literally, Mr. Okrucky, in two Ways, back to the origins, as it were, of where we are now in this proceeding, but also back to the technical conference that where we were discussing these matters that in your EB-2015-0179 application.

Just so you can get the right binder out, I want to go to two transcript undertakings from that technical conference that you gave to me.  They are exhibits JT1.9 and JT1.10.

MR. OKRUCKY:  Okay.

MR. MONDROW:  In JT1.9, I'd like to go -- sorry, I'd like to go to JT1.9, which is Adobe page 12 of the undertaking response document that you filed following that technical conference -- and we'll just wait for a moment to have it up on the screen, Mr. Chairman.

I did provide these numbers in advance.  But not far in advance, only before the break.  The transcript was found, but I'd actually like to go to the undertaking responses.

MR. OKRUCKY:  We have this that in front of us.

MR. MONDROW:  We can proceed with that -- I wouldn't mind if you –-

 MR. OKRUCKY:  We have the paper copy --


 MR. MONDROW:  -- had a look as well, so if it's imminent.  Thank you very much, Mr. Simpson.

If we can just go to the first page of the attachment, I just wanted to identify this document.

This is, as I understand it from the discussion that we had, Mr. Okrucky, at the technical conference is a public Union Gas document.  And it dates from around 2013.  It was published, as I recall our discussion, and if I understood you correctly, during the Ontario government's consultations leading up to the most current Long Term Energy Plan.

MR. SIMPSON:  That's correct.

MR. MONDROW:  So this document really was part of Union's contribution to that discussion prior to the Minister finalising the current LT?

MR. SIMPSON:  That's correct.

MR. MONDROW:  If we go then to Adobe page 15 of the file, we see in the right hand column of text -- if we just stick with the white portion of the page, it might be easier -- there we go.  Thank you very much.

In the right hand column, in the third last paragraph, it says:
"Ontario needs a specific long term natural gas strategy to complement its Long Term Energy Plan.  This strategy needs to be developed and implemented by a cross-government working group to ensure coordination."

So this, gentlemen, I gather was Union Gas' ask during the consultation process, that the government turn its mind to and include a gas component to its energy plan; is that right?

MR. SIMPSON:  Yes, that's correct and perhaps I could add a bit of context because this document is about 40 pages long.  But the genesis of it was we really felt that as a province, we were under recognizing the value of low price natural gas, and the valuation it could bring to the province from a broader economic basis.

So I won't go into the detail.  I'm sure there are more questions, but it was really Union Gas' way of trying to package up the advantage the province had effectively at its doorstep to try and bring forward in the province economic prosperity.

MR. MONDROW:  Let's go to page Adobe 20, still in this document.  Mr. Simpson, I think if we look at the first paragraph which I was going to take you to, that really summarizes what I you just said.  The paragraph reads:
"When Ontario released its first Long Term Energy Plan in 2010, it predicted that natural gas would only be used for specific purposes.  The provincial government's current review of its energy policy provides an opportunity to re-position natural gas as a strategic competitive advantage for the economic development of the province."

And that's essentially what you just told me.

MR. SIMPSON:  Agreed.

MR. MONDROW:  Perfect.  And still on that page, if we look at the bottom, Union has a section that says five bold plays.  And I know, Mr. Baker, your president, has talked about this in various speeches.  I've seen this certainly in various places, and I'm sure the rest of us have.

And the third of those plays is what I want to look at it for a minute, and it says:  "Connecting rural Ontario families and businesses".  And that, Mr. Simpson, is really in large measure why we're here today, isn't it?

MR. SIMPSON:  Well, I would hope it was a component piece.  The reason we undertook this exercise was, as I mentioned, to try and bring to Queen's Park in a sense, the opportunity that was availed at the footstep of the province.

It wasn't simply number 3 in isolation.  I think it really was a function of the unique finds of supplies of natural gas literally hundreds of kilometres away had created a very stable and low-priced environment for this energy source.

These were the five areas which we thought it could bring the greatest value to the province and, as I mentioned, I hope it did have an impact.

MR. MONDROW:  Fair enough, Mr. Simpson.  But this third area, and I'll read on here, says:
"Natural gas is taken for granted in urban Ontario, with nearly every urban Ontario resident having access to this fuel source in their home.  Unfortunately, many rural families and businesses currently do not have access to natural gas due to a lack of infrastructure.  Supporting the expansion of Ontario's natural gas infrastructure to these communities would support economic development, job creation, and a more affordable cost of living for rural Ontario."

And to credit Union Gas, Mr. Simpson, I'd suggest that we see those sentiments and that particular initiative reflected in documents we are going to come to, the Minister's correspondence, the Board's correspondence initiating an invitation for proposals, your first application and ultimately this generic proceeding.

That all echoes what Union Gas was proposing during the last LTIP consultation process, doesn't?

MR. SIMPSON:  I think it is, and I think what's absent in our document, or pamphlet, or brochure is these interests were not just rooted by the opportunity, but by the interest of the consumers themselves.

 So as Mr. Okrucky alluded to in opening, as we heard from five municipalities quite passionately in the opening, these are things that are of interest to them and their communities, and that's a big part of why we included it in the brochure.

MR. MONDROW:  Okay, fair enough.  Could we go to page Adobe 31?  We are still in the same Union document, and there is a heading on that page to the left of the picture.  It says "provide direction to the OEB".  It is just in the right-hand column of the white portion of the page.  I know, it's a large document, sorry about that, but there is a heading at the top of the right-hand column.  Just move to -- there you go.

And if you go up to the top of the column, there is a heading that says "Ontario can ensure the connection of thousands of Ontarians with the stroke of a pen."

Are still talking about community expansion here, Mr. Simpson?  This is about the third bold play?

MR. SIMPSON:  Correct.

MR. MONDROW:  Okay.  And if we go down the page a little bit and stay on the same longitude but go down -- latitude -- we have a paragraph that says "provide direction to the OEB", and it says:
"The Ontario government could direct the Ontario Energy Board to treat new natural gas connections as network assets to allow for some greater level of cross-subsidization of expanding the network from existing utility gas customers to new customers in rural regions."

It says:

"This would be consistent with practices observed in jurisdictions such as Minnesota and Nebraska..."

I'll read to the end of the paragraph.
"...where expansions can be bundled and funded through the full rate base.  Any cross-subsidization model should keep impacts on existing customers minimal, approximately 1 percent or $3.50 a year for residential customers."

So we see some of the details have changed.  The $3.50 per year is no longer applicable, and it's actually -- we're not now talking -- well, you're not talking at least about re-characterization as network assets, you are being more express about the subsidies with the PI and EBO 188 and so forth, but what I'm interested in is you suggested to the government that it provide a direction to the OEB to facilitate this cross-subsidization.  And the government did not do that, did they?

MR. SIMPSON:  No, they did not.

MR. MONDROW:  Okay.  However, the government did in the LTEP mention expanding natural gas services; correct?

MR. SIMPSON:  Well, I think they did recognize -- and this is in 2013 now -- the next generation of the long-term energy plan.  I do think the government acknowledged and recognized some of the attributes that low-price natural gas could bring, not just to homeowners but to the other elements of the plan that we mentioned, to industry, how critical it is that their cost remain low.  Many of you as customers, in fact, benefit from low natural gas prices, combined heat and power, so without listing them all, the next long-term energy plan we thought did capture some of those opportunities as well.

MR. MONDROW:  And it did specifically mention expanding the gas system to rural communities; right?

MR. SIMPSON:  Yes, it did.

MR. MONDROW:  Okay.  Then if we could move on to Exhibit JT1.10, still in your earlier EB-2015-0179 proceeding.  This was another undertaking I requested, and you were good enough to provide what I take is a -- well, it's a chart.  I take it it's a document that based on our discussions at the technical conference Union Gas prepared and shared with the government in discussions, and as I recall, this was some time in -- oh, it says right here in the cover page for the undertaking response -- January 2014, a meeting with ministry staff and Union Gas, and that's what that chart is.  That's the chart you provided to ministry staff; correct?

MR. SIMPSON:  Correct.

MR. MONDROW:  Okay, and Mr. McGill, I think earlier today, mentioned a meeting or discussions between Union, Enbridge, OEB Staff, and the government.  Were those the January 2014 discussions, or is this document connected with a different discussion?

MR. OKRUCKY:  I don't believe that this document, when we shared this with the ministry, that Enbridge was attending that meeting.

MR. MONDROW:  Okay.  Do you recall, though, Mr. Okrucky, a meeting, as Mr. McGill thought he recalled with Union, Enbridge, OEB Staff, and ministry staff, or a series of meetings?

MR. OKRUCKY:  Yeah, we have had a number of meetings over the course of two years, as I mentioned in direct, and Enbridge was a part of a number of those discussions, so it may be that -- the one I recall where we met both Board Staff and ministry staff separately on the same day would have been in late November, I believe, of 2014.  Yes, it was November 27th, 2014.  And I believe Enbridge was at both those meetings.

MR. MONDROW:  Were there materials in that meeting?

MR. OKRUCKY:  Yeah, they're provided in this package.

MR. MONDROW:  Oh, they're in this package?  Okay.  That's fine.

So just sticking with this chart that you provided to ministry staff in early 2014, we see there's a Government of Ontario row, it's the biggest row on the page, and --


MR. KEIZER:  Mr. Chair, I just want to get clarification.  My friend has asked a number of questions back to 2013-2014 LTEP.  I'm not quite sure I understand how that ties into why we're here today, which is to discuss what effectively initiated the proceeding which is your letter plus all the information and evidence that's been filed with respect to what we do with 188, and I'm not quite sure what -- not that we have any issue with the information that's been disclosed.  It has obviously been disclosed as an undertaking as part of the previous proceeding.  I'm just not clear as to where that now lands in this proceeding and why it's necessarily relevant for the extensive questioning and chronology of all these past events that seem unrelated, given the fact that the Minister did what he did, which is to write a letter, and that's what really initiated this whole process.

MR. QUESNELLE:  Thank you, Mr. Keizer.

Mr. Mondrow?

MR. MONDROW:  Mr. Chairman, I'd like to ask a couple questions, and if you still feel there is an issue I'm happy to address it, but I'm getting there.

MR. QUESNELLE:  You're getting there, in that we will see where you're going with this shortly?

MR. MONDROW:  I hope so.

MR. QUESNELLE:  Okay.  I think I will provide that latitude.

MR. MONDROW:  Thank you.

So Mr. Okrucky or Mr. Simpson, whoever is appropriate, I was taking you to the row that says "Government of Ontario", and I take it captured under these three columns, which are three investment scenarios of different levels, are the measures that you were suggesting to the ministry that the government could take to facilitate the rural gas expansion that the 2013 LTEP ended up endorsing.

MR. SIMPSON:  That's correct.  Again, at the highest level, and as you mentioned earlier, the government didn't completely follow at least a formula that we have put forward as an option, but I think I would like to emphasize, these were ideas, suggestions, options, knowing full well that the Ontario government would act in whatever accord they wished, but we thought it was really critical that we represented our customers, we brought forward ideas and options, and then leave it in the hands of the Minister -- the premier and the Ministers to take it forward from there.

MR. MONDROW:  And Mr. Simpson, I want to focus on two elements that you have in this row.  The first is direct funding, ranges from 400 million as a grant down to 100 million as a grant.

And that is something that we've seen the government has not in quantum, but certainly in structure, adopted. They've announced a grant and a loan program for rural expansion.

MR. SIMPSON:  They have.  The grant is $30 million.

MR. MONDROW:  Yeah, and the loan is $200 million.

MR. SIMPSON:  Correct.

MR. MONDROW:  So the total funds are $250 million, but two separate vehicles.

MR. SIMPSON:  I would just emphasize two dramatically separate funding mechanisms in my mind.  A grant, I would expect, when the program comes to fruition would be a full contribution towards expanding additional communities.  A loan -- an interest-free loan has some value, but a very different value than a $30 million grant.

MR. MONDROW:  Nonetheless, government funding in two different packages.

MR. SIMPSON:  That's correct.

MR. SIMPSON:  Okay.  And then the next thing that you suggested were under the heading "directives to the OEB".  In all three columns cross-subsidization of new expansions from existing ratepayers, but the government didn't issue any directives and, in particular, didn't direct any cross-subsidies, right?  So the government decided it wasn't going to pursue that suggestion.

MR. SIMPSON:  The government did definitely not issue a directive.  I do think through the letters from the premier and the Ministers and the Energy Board have left the concept open completely in terms of cross-subsidization --


MR. MONDROW:  Well, let's leave the Energy Board letter aside, sorry, and let's focus on the government for a minute, because the Energy Board, you say, is acting pursuant to the government's direction and you say you are here with your proposals because of the government's direction.  So I am trying to establish precisely what it is the government suggested, and the government hasn't suggested in any of its correspondence cross-subsidies -- and I'm going to take you to the Minister's letter to the Board in a minute.

But for now, you suggested cross-subsidies to ministry staff.  You suggested modified community and portfolio economic thresholds, i.e. lower PIs to the ministry's staff, and the government haven't you up on either of those two suggestions, have they, specifically?

MR. SIMPSON:  We would have to refer to the letters.  We're here because of the OEB's letter and call for applications and proposals, and that really is what we've used as a guiding document for our proposal here today.

MR. MONDROW:  Let's go to the Minister's letter to the Board, that's the February 17th letter.

 I'm sorry, Mr. Chairman, I don't have an exhibit reference, but I think we've probably all memorized it by now.

 Can you get that out, Mr. Simpson?

MR. MILLAR:  Mr. Mondrow, if helps, I do have the -- it is at page 53 of the PDF for Union's revised pre-filed evidence.

MR. MONDROW:  Thank you. Do you have that, Mr. Simpson?

MR. SIMPSON:  Yes, we do, thank you.

MR. MONDROW:  So we have already agreed that the government didn't issue any directive.  But what the ministry did do is write to the Chair of the Board, and this it is letter that you were thinking of when you were referring to, among other things, the government's letter. Right?

MR. SIMPSON:  Correct.

MR. MONDROW:  And it's trite to observe that this letter doesn't mention anything about cross-subsidies, right?

MR. SIMPSON:  I believe on page 3 of 6 of this Letter -- sorry, I was looking at the Board's letter.  You are correct.  The one-page letter from Mr. Chiarelli, did not.

MR. MONDROW:  Right, but it does mention the economic development grant program and the gas excess loan program, two other suggestions that you made to ministry staff?

MR. SIMPSON:  Correct.

MR. MONDROW:  But what the Minister does ask the Board to do is examine opportunities to facilitate access to natural gas services to more communities, and indeed some of Union's proposals you reviewed with us earlier this afternoon are about revisiting the regulatory guidelines for expansion that would achieve that.

And the Minister concludes by -- and we've looked at this sentence before, or I have with witnesses:
"I appreciate your continued support," addressed to the Chair of the Board, "to ensure the rational expansion of a natural gas transmission and distribution system for all Ontarians."

And rational expansion, Mr. Simpson, is the same wording as in section 2 of the OEB Act defining the Board's objectives for natural gas, correct?  You're not sure?

MR. KEIZER:  I don't know if he's memorized the --


MR. KITCHEN:  That's correct.

MR. MONDROW:  I'm stuck.  Well, it speaks for itself.

MR. KITCHEN:  You are correct.

MR. MONDROW:  Thank you, Mr. Kitchen.  I appreciate.  Mr. Kitchen has obviously memorized at least section 2 of the OEB Act, thank you -- and obviously, it speaks for itself.

Mr. Simpson, you were about to take me to the document following this, which is the Board's letter, and the Board's letter is the first place we see this suggestion that there might be a loosening of the economic guidelines which, in effect, would result in cross-subsidies.

So I gather that's what Union Gas is responding to in its application, and now it's participation in this proceeding.

MR. SIMPSON:  Well, we have most certainly responded to the letter from the OEB.  I would suggest, however, that while the letter from the OEB provides a great amount more of context and description, I don't think the letter from Minister Chiarelli would have been written unless there was an inference that there was likely a change required to reach further expansion than has already occurred.

So, while it doesn't say anything as specific as the Board letter, I do think it's fair to assess that it was a letter of change is required to move forward.

MR. MONDROW:  You will agree with me, Mr. Simpson, that nothing we've seen until the Board's letter actually mentioned -- except Union's materials, mentioned cross-subsidy.

MR. SIMPSON:  Agreed.

MR. MONDROW:  Okay.  So I'm going to leave that topic, you will -- you and your counsel will be relieved to know.

 But I just want to ask you, Mr. Okrucky, I think you maybe said earlier today -- or maybe it was you, Mr. Simpson; I'm sorry, I forget -- that somewhere there believes that the government is waiting for the decision in this case to finalize details of the programs that you suggested, that it did receive the funding program and the loan program.

MR. OKRUCKY:  Yes, that's correct, our belief is that the government is awaiting the outcomes of this proceeding to determine what kind of flexibility becomes available before they finalize the design of their grant or loan program.

MR. MONDROW:  Sorry, I should have said grant or loan program.  Thank you for that correction.  I was going to correct myself.

What's your basis for your belief that the government is waiting?  Have you talked to them?

MR. OKRUCKY:  Primarily it is a dialogue that we have had with the Ministry of Energy over that two-year period.  But there were a couple of IRs that I'll take you to -- just give me a second here.

In EB-2015-0719, exhibit B.CCC.16 -- and I'll read this.  It's a quote from statement that the Minister of Economic Development, Employment, and Infrastructure made to the standing committee on estimates on November 17th, 2015.

And that quote says:
"We've got a grant program that we're looking at that can help in that respect as well that we'll be rolling out.  It is still going to take some time because the first step had to be taken and that was a step that the OEB had to take.  Ideally if -- and if you talk to the sector, they understand this.  With more flexibility, Union Gas and Enbridge can do more and expand more, and they are willing to do it.  The Minister of Energy has provided the OEB with those directions and that is now opening up some opportunities for expansion, so we can now work off that to determine how much further we can go."

MR. MONDROW:  Sorry, whose statement was that?

MR. OKRUCKY:  That was the Minister of Economic Development, Employment, and Infrastructure.

MR. MONDROW:  Mr. Duguid?  The Honourable Mr. Duguid, okay, thank you.  I will certainly take a look at that, thanks.

So that's the basis for your belief that the government is waiting for the outcome of --


MR. OKRUCKY:  That's one element of the belief.

MR. MONDROW:  And I also asked have you been having -- continued to have discussions with the ministry about gas expansion during this process?

MR. OKRUCKY:  I'm trying to recall the last discussion that we had.

Yeah, I believe the last discussion that we had was in November, so we have not had a lot of dialogue in the last few months.

MR. MONDROW:  Thank you very much, I appreciate that.  I'm going to switch gears ago again.  I'd like to go back now to this proceeding, and I'd like to look at your response to BOMA's Interrogatory No. 59.

In part C of the response, in subparagraph 2, you've provided an estimate that each existing general service customer would benefit from the community expansion projects you've proposed, I gather, by approximately 50 cents per year related to the attachment -- and it goes on to say, "...related to the attachment of the 29 potential community expansion communities."

What does -- where does that number -- where does that 50 cent per year benefit -- as small as it may be, you saw fit to mention it or respond with information on it.  What is that attributed to?  Where does the saving arise?

MR. OKRUCKY:  We have a number of fixed costs in operating a distribution utility and this is in essence, I believe, a very conservative estimate.

It is based on the administrative and general costs that flow to the distribution side of the business, less any variable benefits cost.  So we haven't included things, for example, like engineering costs that don't change; they are more fixed in nature.  So we believe that that's really the result of having incremental throughput with those portion of your fixed costs not changing.

MR. MONDROW:  You did a calculation of some sort to derive this number?

MR. SIMPSON:  Yes.

MR. MONDROW:  Would you be able to provide that calculation by way of an undertaking?

MR. SIMPSON:  Yes.

 MR. MONDROW:  And does that calculation admit to extension to Union's other rate classes, other than general service, so that I can actually provide my clients with some information?  And if not, would you undertake to expand the presentation to include the other rate classes?  
MR. KEIZER:  What effort is required to expand it?

MR. KITCHEN:  I think it can be done.

MR. MONDROW:  There is a "but".

MR. KITCHEN:  There's a "but".  There is always a "but".  I think I'd like to just check with the rates group to see how much additional effort it is to do that, but I think it's doable.

MR. MONDROW:  Okay.  So Mr. Kitchen, let me -- and Mr.  Keizer, let me say that I am not asking for you to do this if it is going to take days of work.

MR. KITCHEN:  I don't think it will take days of work.

MR. MONDROW:  Okay.  So we'll leave it with you, but if you find -- you are expressing some caution, and if you find that are you are distracted from other things, this isn't a huge number, it is not a huge deal, and that response would be fine, but if it is easily derivable from the work you've already done with minimal effort, I'd appreciate it.

MR. KITCHEN:  That's what I'm thinking.  I just want to confirm that --


MR. MONDROW:  Yeah, that's fine.  I appreciate that --


MR. MILLAR:  The undertaking is J4.6.
UNDERTAKING NO. J4.6:  WITH REFERENCE TO BOMA 59 (C)(II), TO PROVIDE THE DERVIATION OF THE 50 PERCENT PER YEAR BENEFIT


MR. MONDROW:  Thank you very much.

And gentlemen, my last question.  This is a hypothetical I put at least twice already in this proceeding to other witnesses.

If this Board were to conclude that for whatever rationale it's persuaded that it can't approve subsidies unless the subsidies apply to all potential distribution system developers, therefore we end up with some sort of community service fund or something, and -- but when I say "subsidies" I mean subsidies from your existing customers and Enbridge's existing customers, but they would be available to EPCOR and any other new entrants.

What would be Union's position?  Would it its position be then we should have a fund that everyone gets a subsidy from, or would it be then we shouldn't have subsidies?  Which of those two would you advocate if that were the limits?  If those were the limits?

MR. SIMPSON:  I'll answer a hypothetical with perhaps a --


MR. MONDROW:  And, sorry, just -- Mr. Simpson, just to be sure I'm clear, and I don't have to go at this again and muck up the record, I mean subsidies from existing distribution customers, not government-funded.

MR. SIMPSON:  Understood.

MR. MONDROW:  Okay, thank you.

MR. SIMPSON:  Union doesn't support the notion of a fund or a reserve fund, so I find that I can't actually answer your hypothetical question because the premise of my belief is that a fund is not appropriate.  And I think the argument for that is probably left best as legal argument.

MR. MONDROW:  Okay, I think you answered it, actually, so I appreciate that answer.

Mr. Chairman, thank you.  Those are my questions.

MR. QUESNELLE:  Thank you, Mr. Mondrow.

Dr. Higgin.  Dr. Higgin, we had mentioned that we would go til 5:00 earlier.  Actually, something has come up, and we will just be going til 4:45.

DR. HIGGIN:  I probably won't complete.

MR. QUESNELLE:  Your microphone, Dr. Higgin.

DR. HIGGIN:  I may not complete.  I was scheduled for 45 minutes.  We'll see how it goes.  I'll do my best.

MR. QUESNELLE:  Great.  I appreciate that.  We can start it up again in the morning.  Thank you.
Cross-Examination by Dr. Higgin:

DR. HIGGIN:  Good afternoon, panel.  My name is Roger Higgin.  I'm representing Energy Probe Research Foundation.

So since we have a time constraint just imposed, I'm going to try and go very quickly.

So Mr. Okrucky, in your update you provided the December 15th, 2015 update as to which were the projects that you were proposing; i.e., the 29 with now 18,000 -- am I correct?  Or 18,500 customers?  Which is that?

MR. OKRUCKY:  Yes, there is 29 projects --


DR. HIGGIN:  Yes?

MR. OKRUCKY:  -- and that would provide access to 18,373 customers.

DR. HIGGIN:  That was the thing.  I didn't get the 373.

MR. OKRUCKY:  Yeah, I was rounding to the nearest 500.

DR. HIGGIN:  Okay.  And so since December nothing's changed.  It is the same communities; it's the same -- I won't use the word "portfolio", but slate of projects.  Nothing has changed.

MR. OKRUCKY:  Yeah, generally I would say it's the same.  I will note, though, that in interrogatory in EB-2015-0179 proceeding, which was Exhibit B.Bruce South.6C, I believe, it might have been B, we did indicate that there was a potential to actually bundle one other project, the Ripley project, in with Kincardine project, but we have not changed our appendix material or anything to reflect that.

DR. HIGGIN:  So if that happened there may be -- so the point I'm going to make is, I'll call it, it's mobile.  It's not totally fixed, your proposal; correct?

MR. OKRUCKY:  That's correct, what is fixed is the four projects that we put forward for leave to construct --


DR. HIGGIN:  You just answered my other question, and that was the original five, less the one that went with federal funding?

MR. OKRUCKY:  Correct, yes, so any of these other projects, they may or may not occur as we go through detailed costing stages.  We may have other communities that we were unaware of that surfaced that are -- are more economic, so I would not say this is an exhaustive list by any stretch.

DR. HIGGIN:  So I'm going to go there, as you may realize in a few minutes, but just to confirm, you decided not to treat these projects as a portfolio -- I'll use the word "portfolio" -- like Enbridge did.

Can you just repeat your points about why you didn't do that, even if the portability --


MR. OKRUCKY:  Sure.

DR. HIGGIN:  -- even if the portfolio was kind of flexible and could move around a bit.  Why didn't do you that?

MR. OKRUCKY:  Well, we did propose a minimum project PI of 0.4 after you accounted for the ITE and TES, so in essence, Dr. Higgin, what I would suggest is we would have a portfolio with a minimum of .4, but if every project meets .4, then why report on a portfolio?

DR. HIGGIN:  Right, but every project doesn't.

MR. OKRUCKY:  Well, some are higher.

DR. HIGGIN:  Yes.

MR. OKRUCKY:  And we would not proceed with a project of less than .4 --


DR. HIGGIN:  Well, that's the minimum.

MR. OKRUCKY:  Correct.

DR. HIGGIN:  So as you know, my interest in this is trying to divine boundaries around the expansion portfolio, and I've been asking Enbridge about those boundaries, and I've asked them to put on the record what are the criteria that apply to their CE portfolio, and now I'm going to use the equivalent to you.

And I'll give you some examples.  They have an undertaking to provide this to me.

So the criteria could include, for example, economics; that is a natural PI, as you said, from .4 to .8, for example.  It could include -- at the project level it could be customers; you've talked about customers.  It could be pipeline service instead of LNG or CNG.  It could be distance to the gate station, geographic factors, cost to connect to the main, et cetera, et cetera, so those are the criteria.

I just want to have a list of those criteria, because the implication is that we're trying to look at how those criteria fit between you and Enbridge and how they play into this question of an appropriate portfolio.

So would you be willing to do that?

MR. OKRUCKY:  Well, I can answer the question, I think, right now.  Our criteria is relatively simple:  We suggested that we would consider proceeding with projects that could reach a minimum PI of .4 with the ITE and TES, and that -- and provided that those projects meet our definition of a community expansion project, which is a project that would provide access to a minimum of 50 pre-existing homes and businesses, so we have not tried to define any other criteria on distance -- distance flows to costs, correct?  Number of customers flows to revenues and costs, so they all relate back to the PI that's achievable through the project economics.

DR. HIGGIN:  And then the other criterion, pipeline versus alternative?

MR. OKRUCKY:  And we have not set a criteria that says it's only pipeline; it is only LNG; it is only %CNG.  We'll explore each project as we undertake the next stage of investigation to determine what is the best option, considering factors like reliability, cost, all those other things that would be part of the --


DR. HIGGIN:  Let's go to the portfolio.  You developed that based on -- I'm putting these words in to you -- as being a pipeline connection; correct or wrong?

MR. OKRUCKY:  We developed a list of projects that we thought -- the 29 we thought might be feasible with a pipeline connection, but we did not explore all those projects to see whether CNG or LNG would be a better option.  That would be part of our --


DR. HIGGIN:  That wasn't my question.  My question was the first one.  You developed that portfolio, and your criterion, my criteria, was pipeline connection; correct?

MR. OKRUCKY:  Our costing was based on pipeline connection, if that's what you're asking.

DR. HIGGIN:  Yes, okay.

MR. OKRUCKY:  Okay.

DR. HIGGIN:  Did you put in typical industry factors when you did your analyses, such as the connection cost per customer per unit of load, things like that that the industry uses as tools -- I'll call them that -- to assess projects or new developments and so on?

MR. OKRUCKY:  In developing the list of 103 projects, we did use average cost per kilometre for different sizes of pipe, average cost per service, average cost per metre.  For the four projects specifically that we have proposed, we've gone deeper than that.  We've gone out and done actual field costing and so on.

 DR. HIGGIN:  Yes, I am aware that the four different groups that should be looked at as being more developed.

MR. OKRUCKY:  Yes.

DR. HIGGIN:  All right.  So we'll move on to the next set of issues, which relates to this question of -- you've been asked some questions -- the authority to establish a framework where customers of one utility subsidize the expansion by another distributor into communities.

Now, before going into that, I have a couple of preliminary questions about rates and about internal subsidy.  So, can you confirm, from what I read in your evidence, that Union is proposing the $24 per year per residential customer; you talked about that.

In regulatory terms, does that mean that Union thinks that that amount is reasonable and not undue?

MR. OKRUCKY:  Yeah, the rate impact for the 29 projects that we suggested is actually $2.91 cents it peaks at per year, or 24 cents per month.  So the $2 per month that you reference was an absolute ceiling, and we do believe that that was a reasonable rate impact given the other considerations.

DR. HIGGIN:  Reasonable and not undue?

MR. KITCHEN:  Yes.

DR. HIGGIN:  Thank you.  So the question then comes, given -- let's talk about cap and trade that your customers are all going to face, a payment for credits.

There has been evidence from Enbridge that that would be around $65 for a typical customer of theirs.

Do you have a number that would correspond to that for your average residential customer?

MR. SIMPSON:  I can confirm that in that neighbourhood is our expectation of the rollout of the government -- of the Ministry of the Environment and Climate Change cap and trade program, effective January 1st, 2017.

We are expecting that is effectively the minimum floor price, which is what the carbon price will be set at.

DR. HIGGIN:  So that's based on how many dollars per tonne, long tonne?

MR. SIMPSON:  I believe legislation is $13.66 a tonne.

DR. HIGGIN:  So if, for example, it went to $20 a tonne in the market, then that would be a larger amount, of course.

MR. SIMPSON:  Correct.

DR. HIGGIN:  Okay.  So now coming back to the question of subsidy, we had another discussion with your consultants, London Economics, about subsidy.

I don't have time to really go into the conversation, but just take it that they indicated to me that small was relative to the utility rate base.  So they were positioning the question of being small as being a subsidy as relative to the rate base.

So I don't know whether you've had a chance to go through the transcript, but just take that as being what they said.

MR. SIMPSON:  I will.  And if I could, I think there is two references because I did have a chance --


DR. HIGGIN:  Good.

MR. SIMPSON:  -- to read the transcript from Mr. Goulding, and I do think that he had two references for small.

First was the number of customers that were going to be impacted, meaning new customers.

DR. HIGGIN:  Yes.

MR. SIMPSON:  So to put it into a frame or a scale for Union specifically, the number of new expansion customers is 15,000, 20,000, in that neighbourhood.

We have one -- almost 1.5 million customers, so we're talking about a proposal that is trying to reach out to -- I'll call it that last 1 percent, so it is an extremely small number of customers.

In terms of the scale of the rate impact, I think that was another general reference that was made.

DR. HIGGIN:  But he framed it to be very fair, if you read it, in terms of the size of the rate base of the utility.  Did you had not read that?  It was specific.

MR. SIMPSON:  I thought it was very specific to the number of customers.  As a function of rate base, perhaps a third element.  We have about a $6 billion rate base overall, and this is $135 million expansion project.

DR. HIGGIN:  Right.  So can you tell me, in terms of that rate base, a breakdown -- either now or by way of undertaking -- into its major components, which are things such as the storage, transmission, distribution and other, so that I have an understanding of small within the distribution component of the rate base?

MR. KITCHEN:  So, Mr. Higgin, you're asking us to provide a breakdown of our rate base by functional classification?  Is that what you're --


DR. HIGGIN:  Not in the detail that --


MR. KITCHEN:  No, no, but just in total for each month.

DR. HIGGIN:  Yes, and I would ask if you would do 2-16.   I know you don't have a rate base, because 2-12 was the approved, but an estimate based on all of the additional capital that's gone into the rate base over the last four years -- or three years, I should say.

An estimate, just to give us a ballpark –

 MR. KITCHEN:  It will definitely be an estimate because we do not run cost allocation studies throughout the IRM.

DR. HIGGIN:  I know.

MR. KITCHEN:  So we will attempt to estimate the rate base split between distribution, transmission, and storage.

DR. HIGGIN:  Thank you very much for the undertaking.

MR. MILLAR:  J4.7.
UNDERTAKING NO.  J4.7:  TO ATTEMPT TO ESTIMATE THE RATE BASE SPLIT BETWEEN DISTRIBUTION, TRANSMISSON, AND STORAGE

 DR. HIGGIN:  Now, can we go to the question of the universal service fund, and you've already mentioned you are not in favour of it, but Exhibit S15.Union.Anwaatin.2, and look at your response here.  And you just, Mr. Simpson, you just mentioned the answer into part (a).  You were not in favour of it, okay?

But you did offer saying, well, in the event that the Board did prefer to put in place 1, we have a couple of comments in the bullets, and I'd like to just follow-up on those bullets, okay?

And the first question is -- you say:
"Any financial support from a fund dedicated to capital cost contribution," emphasis, "would constitute aid of construction."

So have I got that right, that that's how you would see it?

MR. OKRUCKY:  Yes, that's correct.

DR. HIGGIN:  And going to the second bullet it says:
"Any financial support for its annual revenue deficiencies would be treated as revenue, and consequently would benefit ratepayers."

Correct?

MR. OKRUCKY:  Correct.

DR. HIGGIN:  And based on other questions, you've been asked which one of those two -- if you had to do this and they held you against the wall, which of those two would you choose if you had both options available to you?

MR. OKRUCKY:  I guess the way I would answer that is, first of all, that's not the same question that Mr. Mondrow asked.

DR. HIGGIN:  No.

MR. OKRUCKY:  But it would depend on the structure of the fund and its intent.  So it would be pretty clear that if the fund is intended to offset the capital costs where it should be used for, or if it's going to be administered annually for that same new entrant every year for the next 20 or 30 years, then in that case it would have to be treated differently.

So I think that really the nature of the fund and how it is to be used would drive that.  It would be more mechanical as opposed to a preference.

DR. HIGGIN:  Let's me say that in evidence, you've been asked in a number of interrogatories for whether it should be treated as a contribution in aid and so on, an LPMA and so on response.  And so I'll just point out that although you've conditioned your response, there is evidence -- which we will deal with in argument -- that you seem to prefer one approach.  Anyway I'm not going to ask you more.  I am just noting that.

MR. SIMPSON:  I think Mr. Hockin has --


MR. HOCKIN:  I'm going go to respond in the context of the most value for customers and therefore, the most -- the bigger bang for the buck, if you want to call it that.

When it is treated as the revenue or treated to the revenue requirement, it reduces customers' rates quite substantially for a long period of time relative to what you would see if you had treated it as a capital contribution, and that is spelled out in our 2015-0179 LPMA number 1.  There is a chart in there that gives a graphical representation that clearly provides that indication.

So if the intent of the fund is to reduce customers' rates by the most, it should be treated as a revenue.

DR. HIGGIN:  Okay, thank you.

MR. OKRUCKY:  Can I just add on to that, because I think this question, this IR, is dealing with a universal service fund.  Union has not proposed a universal service fund.  Union has proposed a totally different mechanism from within the utility.  There is no fund in Union's proposal.

DR. HIGGIN:  Okay.  I just want to clarify one area here.  This is in the question of exemptions, what you mean about exemptions.

So can we look at Exhibit S15.Union.Energy Probe.3.  Go to part (b), please, so we can see a copy, and the response.  Okay.  The response to part (b) -- and I think you just -- you outlined this earlier in your testimony, correct, Mr. Okrucky?

MR. OKRUCKY:  The first part of the response that Union is not aware of any projects, any community expansion projects, that would meet a PI of 8.

DR. HIGGIN:  No, I'm asking you basically whether or not that -- you are asking that they be granted -- that projects less than 8 be granted an exclusion from being included, either the investment portfolio or rolling project portfolio.

MR. OKRUCKY:  Yes, that's correct.

DR. HIGGIN:  That's correct.  Okay.  So then that is the same as the relief that you asked, and I won't go there, because we don't have time -- EB-2-15-179 (sic) at page 2, paragraph 4, you said you asked for an exemption from the portfolios, and so that's consistent; right?

MR. OKRUCKY:  Yes.

DR. HIGGIN:  So now I'd like you to look at BOMA 56, which is S15.Union.BOMA.56, please.

And so look at the response, and I believe that the piece I'm looking for -- can we go down one more?  Okay.  Sorry, I'll have to move on, because that's the wrong reference, but since we have BOMA 56 up, what we will do is talk a bit now about stage 2 and stage 3 economic assessments.  Okay?

We asked you about this in an interrogatory, and you referred us to a specific interrogatory, and I'm not going to pull this up, but it was one that you gave as an example from the original filing, EB-2-15-0179 (sic), and the reference for that is Exhibit B.CPA.18, and it is attachment 1.

I'm not going to go this, because we don't have time, but basically the first question is:  Can you confirm either here or by undertaking that that analysis reflected the original application and not the updated one, so that's asking by an undertaking for Union to confirm that the analysis in B.CPA.16, attachment 1 was reflecting the updated evidence.

MR. HOCKIN:  I don't think there is any differences.  Let me put it this way.  The data at [inaudible] is based upon the data that we provided in what I would call the Union application, the 2015-0179.  There is no material new data that we have that would change any of that.

DR. HIGGIN:  I think you're saying that wouldn't change any of the inputs or the analysis if you applied it to your new set of projects.

MR. HOCKIN:  We don't have a new set of projects.

DR. HIGGIN:  You now have, do we have to suggest -- I went through the fact that you now have -- after the update you have 29 projects, 18,300 customers, at a cost of 135 million.

MR. HOCKIN:  That's where we were in 2015.

DR. HIGGIN:  Right, on December the 15th, 2-15.

MR. HOCKIN:  Correct.

DR. HIGGIN:  But that undertaking that you gave to CPA -- and you asked us to look at -- was made before that update.  How can we rely on it?  Because it doesn't reflect the update?

MR. HOCKIN:  I believe it is.  It's the same data.

DR. HIGGIN:  Well, I asked you to confirm that, so would you please check that that answer is correct, because is important.

MR. HOCKIN:  To the best of my knowledge, it is the same data, and we will do a check to see whether or not there is any decimal points that might have changed, but it would be no material change of any material value if there is something that is potentially minorly changed.

DR. HIGGIN:  Right.  So --


MR. MILLAR:  The undertaking is J4.8.
UNDERTAKING NO. J4.8:  TO CONFIRM THAT THE ANSWER PREVIOUSLY GIVEN TO AN UNDERTAKING FOR CPA IS CORRECT.

DR. HIGGIN:  Thank you.

So now Enbridge provided an analysis of the same type, a stage-2 analysis, and that's at Exhibit S3.EGD.OGA.14.  That's the reference.

So take it from our review that since both derived from EBO 134 the approach is very similar, but it's not identical.

So what I would ask you to do is, have you looked at the methodologies that you used in the CPA response, and Enbridge?  Have you looked at them at all?

MR. HOCKIN:  No, I have not.

DR. HIGGIN:  Okay, would you do that, because it would assist us and we hope for Union to compare those two stage 2 analyses but only at an input and methodology level.  We are not going to go into numbers.  Would you be willing to do that?  Because I think it would help us understand what the difference is, is how you and Enbridge are applying the 134 analysis?  It is just in a table, tabular comparison.

MR. HOCKIN:  You are asking me to examine Enbridge's evidence on your behalf to see if it's different than what we have applied; is that correct?

DR. HIGGIN:  Yes, I think that would be one thing.  I can do that myself.  If you want to tell me to go away and put it in argument, I will.

MR. KEIZER:  I think if it's available to Mr. Higgin to do and be able to construct himself, I don't necessarily -- if it gets any greater veracity because a third party has done it.

DR. HIGGIN:  My point is that I think there is a methodology issue here, Mr. Chairman, as to how EBO 134 analysis, stage 2 analysis, is being done by the two companies.  And so --


MR. QUESNELLE:  Are you capable of doing -- do you have enough information to do the side-by-side Mr. Higgin -- Dr. Higgin?

DR. HIGGIN:  I can do it, but I believe that it would be more helpful for...

MR. QUESNELLE:  Well, the only thing is, I'm not sure how long it would take, and when you receive it it may not be exactly as you would have liked to have seen the comparison, so if you do it yourself I think you'll -- if you've got the existing information I would suggest preparing it yourself in the fashion that you intend to use it would probably be the most useful.

DR. HIGGIN:  Yeah, it will be used in argument as to highlight the differences between --


MR. QUESNELLE:  Because there won't be an opportunity to come back and ask for it to be tweaked, you know, so why don't you do it yourself.

DR. HIGGIN:  Okay, we'll do that.  So Mr. Chairman, I think I have to cut it, because basically there isn't any more time.

MR. QUESNELLE:  If you have anything, we can start with you in the morning, Mr. Higgin -- Dr. Higgin.  I have no problem with that.  I wasn't suggesting that -- said we had to cut off at a quarter to, but I wasn't suggesting that you --


DR. HIGGIN:  I would have 15 minutes left to finish, if that's okay with you, if I was -- I would like to do that.

MR. QUESNELLE:  Yeah, no, that's fine.  We'll start with you first thing in the morning then, Dr. Higgin.

MR. MILLAR:  Mr. Chair, just to be clear, I believe Parkland is up first thing in the morning and Union is sitting down briefly, but Union, of course, will be back.

MR. QUESNELLE:  I had forgotten that, Mr. Millar, yes, thank you very much for that.  When we resume with this panel, and I take it that's due to availability again that we're --


MR. MILLAR:  That's correct.

MR. QUESNELLE:  So then we'll -- you saw the drill with Enbridge.  You know what to expect.  We'll do what we can to make it is a smooth as possible.  Thank you.  Let's adjourn for the day.
--- Whereupon the hearing adjourned at 4:42 p.m.
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