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Wednesday, May 11, 2016
--- On commencing at 9:02 a.m.

MR. QUESNELLE:  Okay.  Good morning, Mr. King, Mr. Duncanson.


We have a witness panel up first from Parkland this morning.  I don't believe there's any preliminary matters.  Mr. Millar, anything that we need to discuss before we get started?  No?  Okay.  I just leave it to you to introduce your witnesses, and we'll have them affirmed whenever it is convenient for you.


MR. DUNCANSON:  Thank you, Mr. Chair.  So representing Parkland this morning we have three individuals.  Closest to the panel is Dr. Jim Nieberding.  Next to him is Mr. Kalyan Dasgupta, and next to him is Mr. Gary Highfield, so if we could have them affirmed.


MR. QUESNELLE:  Thank you.

PARKLAND FUELS CORPORATION - PANEL 1

Jim Nieberding, Affirmed.

Kalyan Dasgupta, Affirmed.

Gary Highfield, Affirmed.


MR. PASTIRIK:  Thank you very much.


MR. DUNCANSON:  Thank you.  I've got a few questions for Dr. Nieberding and Mr. Dasgupta to start.  First of all, Mr. Chair, I didn't propose to go through their qualifications this morning, just like previous panels in this hearing.  We have filed their qualifications as part of their evidence.  We would like to have them accepted as experts in the field of regulatory and competition economics, including specifically in relation to the Canadian energy sector.


So again, I don't propose to go through their qualifications, but we'd be happy to if you'd like.


MR. QUESNELLE:  I'll hear some submissions if any.  Any objections or submissions on that point?  Mr. Shepherd?


MR. SHEPHERD:  Mr. Chairman, the area of expertise seems very broad to me.  Perhaps we can get some specificity on it.


MR. QUESNELLE:  Okay.  Mr. Duncanson?


MR. DUNCANSON:  Yes.  So just like previous witness panels, really what we're focused on is the scope of the work that they've done in this proceeding, and we'll go through exactly what the scope of that work was.


Essentially what we're suggesting is that they should be accepted as experts in the areas that they provided expert opinion on that was filed in the proceeding.


MR. QUESNELLE:  Perhaps, why don't we -- do your lead on this and describe the scope of the work, and then we'll circle back to the expertise in the area that you're seeking them to be seen as experts on, and then we'll deal with it at that point in time.


MR. DUNCANSON:  Sure, yeah, perfectly acceptable.

Examination-In-Chief by Mr. Duncanson:

So if we could do that, gentlemen.  If you could turn up the document that was filed by Parkland in this proceeding, entitled "Comments on economic issues raised in EB-2016-0004".  Do you have a copy of that in front of you?


DR. NIEBERDING:  Yes.


MR. DUNCANSON:  And gentlemen, can you describe how you divided responsibilities for preparing this report?


DR. NIEBERDING:  There was no division of responsibilities.  It was entirely a collaborative effort.


MR. DUNCANSON:  Okay, and the report is accurate to the best of your knowledge and belief?


DR. NIEBERDING:  It is.


MR. DUNCANSON:  Do you have any corrections you'd like to make?


DR. NIEBERDING:  We do not.


MR. DUNCANSON:  Okay.  Can you describe, first of all, the scope of your engagement that led to this report?


DR. NIEBERDING:  Certainly.  We were retained by Parkland Fuel Corporation to provide an independent economic analysis of certain issues raised in this proceeding related to funding the expansion of natural gas into unserved areas of Ontario.


We focused on providing a principled framework in which to assess the economic effects of relaxing current safeguards in EBO 188.


MR. DUNCANSON:  Before we circle back on the qualifications and the scope of your expertise, can you describe for us the principal conclusions from your report without getting into any of the specific details?


DR. NIEBERDING:  Yes, our main conclusions can be summarized by the following six points:  First, none of the parties address whether subsidies are actually necessary to fund natural gas expansion.  The evidence of Enbridge and Union focuses on cost savings to expansion customers.  Cost savings are a private benefit to these customers.


The evidence submitted suggests that these benefits are much larger than the capital costs of deployment.  This is not evidence supporting the need for a subsidy.  In such a situation LDCs should be able to raise incremental revenues that exceed incremental costs, which would be an economically efficient way to fund any expansion.


Second point, if factors such as myopia or poor information cause consumers to under-value the switch to natural gas, the appropriate response would be to educate them about the benefits of doing so.


Presumably removing informational barriers would not only increase the demand for switching to gas as well as increase the willingness to pay to do so, it would also reduce or eliminate any subsidy requirement.


Third, we have evaluated whether externality type arguments have merit in the context of natural gas expansions.  We conclude that such factors are substantially weaker and perhaps non-existent relative to similar arguments regarding other network industries, such as telecom or electricity.


Four, if Ontario has an interest in the economic development of rural areas or environmentally friendly policies, there is no particular economic reason to choose natural gas expansions as the means to effect such policies.  Cash grants could be provided to local communities for such purposes.


Fifth, the manner in which subsidies are implemented have implications for economic efficiency, excess burdens, and providing correct market signals for efficient resource allocation.  Revenue-raising mechanisms that do not involve artificially altering the price of natural gas could fund lump-sum transfers to help consumers with natural gas switching costs.  Such approaches should be given priority because they do not contain the excess burdens, the economic inefficiencies, and the market distortions of the proposed subsidies.


And last, on number six, the OEB should consider the impact of natural gas expansions in areas that are currently served by other unregulated fuel sources.


MR. DUNCANSON:  Thank you, gentlemen.  Based on the work that you've done in this proceeding, in your view, when is some form of subsidy required from an economic perspective?


DR. NIEBERDING:  An economic basis might exist for Ontarians to subsidize natural gas expansion if four conditions are met.


Number one, natural gas expansion produces social benefits to Ontario and not just private benefits for the areas in which the expansion occurs.


Number two, the social benefits associated with switching to natural gas exceed the private benefit of doing so.


Number three, the social benefits are specifically linked to natural gas expansions.


And number four, the magnitude of these benefits exceeds the amount of subsidy provided.


MR. DUNCANSON:  Thank you, Dr. Nieberding.


Based on your analysis, if some form of subsidy is deemed to be warranted, who should pay for that subsidy in the circumstances?


DR. NIEBERDING:  Well, if there are private benefits  -- if there are only private benefits to expansion customers, then they should pay.  If there are external benefits that accrue specifically to natural gas ratepayers, then the ratepayers ought to pay.  And finally, if there are province-wide benefits, then all taxpayers ought to pay.


MR. DUNCANSON:  Thank you, and I believe you mentioned a minute ago, at a high level, potential impacts on competition.  Can you just summarize very briefly the types of impacts on competition that you discussed in your report?


DR. NIEBERDING:  Absent a compelling externality rationale, a policy that subsidizes otherwise uneconomic natural gas expansions jeopardizes market-based assessments made by existing unregulated fuel source providers.  This distorts market signals for the efficient allocation of Canadian energy resources.  If artificially cheap natural gas wins customer acceptance, it may end up replacing, to one degree or another, competition in expansion areas with a regulated monopoly.


Moreover, since unregulated LDCs would not likely have market power in expansion areas because of the existing competition, there is no economic basis for regulating them.


MR. DUNCANSON:  Dr. Nieberding, from an economic perspective, how does the magnitude of a proposed subsidy influence whether a subsidy is required, or how it should be structured in a particular circumstance?


DR. NIEBERDING:  The economic principles and analysis we lay out in our evidence do not depend on the magnitude of any proposed subsidy.


MR. DUNCANSON:  Okay.  And final question for these two gentlemen, Mr. Chair.


Your report that was filed discusses examples of other jurisdictions and other industries in which some form of subsidization has been pursued, and there have been unintended consequences that have resulted from that.  Can you summarize what you found in that regard?


MR. DASGUPTA:  Yes.  So even in other situations where the rationale for some form of subsidized universal service has seemed intuitively appealing, as in telecommunications, the evidence that supports the effectiveness of subsidy programs and indeed the necessity is quite uncompelling, especially in a North American context.


For example, the goal of universal service that was touted in North America for many decades, that kind of near universal service was achieved with alternative technologies like broadband services, sometimes in even the poorest countries, with very little government intervention or subsidization.


In North America for many decades, there was a fairly elaborate system for subsidizing universal service for telecommunications.  The jury is very much out on that in terms of the effectiveness of those programs, and whether they were actually required to achieve the levels of penetration that were actually achieved in North America.


There is also a substantial body of work that speaks to the very large economic cost associated with raising the revenues that provided those subsidies and, I think overall, those subsidies are perhaps as much of a cautionary tale as they are a precedent.


MR. DUNCANSON:  So, Mr. Chair, I think that summarizes the work that these two gentlemen have done in this proceeding.


Again, we would request that they be accepted as experts in those areas, primarily in relation to the economic principles that arise in terms of subsidization, as well as competition matters.


MR. QUESNELLE:  Thank you, Mr. Duncanson.  Submissions or objections, Mr. Shepherd?


MR. SHEPHERD:  Mr. Chairman, I don't doubt that these witnesses are experts.  My concern is that they don't appear to have any experience with gas distribution in Canada and/or energy infrastructure at all in Ontario, and so to cast them as energy experts in any way doesn't appear to be correct.  I think to cast them as anti-trust competition economic experts I think is correct and is fair, and I think it's useful information for the Board to have.


But I think we have to be careful to understand what their expertise is, and I don't think it's gas infrastructure.


MR. QUESNELLE:  Okay.  Thank you, Mr. Shepherd.  Mr. Duncanson, any reply to that?


MR. DUNCANSON:  Mr. Chair, perhaps I could just turn to Mr. Dasgupta and Dr. Nieberding just to outline their experience in the energy sector specifically.


MR. QUESNELLE:  Okay, that would be fine.  Thank you.


DR. NIEBERDING:  Just a quick point is, you know, the economic principles that we invoke are meant to form a framework of discussion about what are some principled ways to think about some of the issues that we have found to have economic merit.  As experts we routinely apply our economic toolbox to a variety of industries, so just want to put that on the record.


MR. SHEPHERD:  Uh-hmm.


DR. NIEBERDING:  As to my specific experience in energy, I've appeared in matters before the FERC in the United States, the Federal Energy Regulatory Commission.  We've worked on matters before the EPA, that have wound up before the EPA on matters that concerned energy matters and energy issues.


I've also worked on numerous mergers and acquisitions as well as competition, attempted-monopolization, foreclosure-type cases that involved refiners and petroleum products, both in Canada and in the United States.


If I could look at my vitae, I could probably think of many, many more specific examples.


Recently, I did work as part of a team doing an econometric analysis of propane prices in Canada as part of a litigation a couple of years ago.

So that broadly is my general experience in the energy area that I can think of sitting here.


MR. SHEPHERD:  Thank you.


MR. DASGUPTA:  So in terms of my experience in the energy area, some of it is actually shared with Dr. Nieberding.  We have -- in particular, I've worked on crude oil pipelines, on natural gas liquids, mostly in western Canada.


I have actually done some work before this Board concerning electricity infrastructure, and I've worked on a number of cases where upstream issues and petroleum refining and distribution as well as downstream issues and retailing have been at the fore.

Actually a substantial amount of my recent work, indeed most of it, has been in this country.

You know, if I were to delve into my vitae, I could probably find more examples, but broadly speaking.


MR. QUESNELLE:  Mr. Duncanson, the Panel will accept their expertise taking into consideration and giving weight to the comments, Mr. Shepherd's comments, and the expertise that has just been outlined.


And so, as we typically do, we will be considering the weight of it, and if people want to make argument on this in their submissions, that's fine as well.


MR. DUNCANSON:  Thank you, Mr. Chair.


Turning now to Mr. Highfield, Mr. Highfield, you filed an affidavit in this proceeding, and we don't need to walk through that. I think it speaks for itself.  But can you just take a minute or two to explain, in general terms, how the propane business works in Ontario, and how Parkland competes with other fuel suppliers in the communities that are currently unserved by natural gas?


MR. HIGHFIELD:  Certainly.  The propane business in Ontario is very competitive, with roughly 60 retailers competing in the various communities around the province.  These suppliers compete every day for consumers on the basis of price, customer service, billing and budgeting options, methods of owning or renting their tanks, along with pricing options such as fixed or price capped alternatives.


Indeed, these suppliers not only compete with each other, but also compete with fuel oil suppliers, electrical and heat pump contractors, and even natural gas.


It is important to note that there are over 3,000 people employed in the propane industry in Ontario, the overwhelming majority of which live and work in many of the smaller communities that are being discussed during this hearing.


On a final note, I should add for the Board's consideration that a while not necessarily common, it is not uncommon for community distribution of propane via central storage and pipeline.  It is a solution that has been around for decades.  Such a system uses the existing propane infrastructure and by attaching an entire community, allow the possibility of more cost-effective propane pricing as opposed to the traditional individual tank solutions.


MR. DUNCANSON:  Mr. Highfield, how easy or difficult it is it to switch between fuel providers in these communities?


MR. HIGHFIELD:  It's quite easy, as customers generally don't sign long term contracts.  And if retailers are not focused on satisfying their customers, it could happen a lot.

Customers make decisions about these suppliers every day.  If they are not happy about the service or the price they're receiving, they typically have many alternative suppliers to choose from who will gladly assist the customer in changing suppliers.


MR. DUNCANSON:  A final question for you, Mr. Highfield.  Can you just briefly summarize Parkland's primary concerns with the types of subsidies that are being put forward in this proceeding for natural gas expansion?

MR. HIGHFIELD:  Certainly.  Parkland is quite willing and able to compete with all fuel options, and as stated we do so every day.  However, we believe that this competition should be on a level playing field.  In many cases propane is the lowest-cost option.

If the types of subsidies being suggested were to result in the penetration level suggested by Union Gas and Enbridge, Parkland would expect loss of employment, reduction of spending in the local communities, and most likely the closure of at least one branch.

In addition, the cost to serve remaining customers would effectively increase, resulting in an increase in energy costs to those customers who could not avail themselves of natural gas.

MR. DUNCANSON:  Thank you, Mr. Highfield and Mr. Chair.  Those are my questions.  The panel is now available for cross-examination.

MR. QUESNELLE:  Thank you, Mr. Duncanson.  Up first?
Cross-Examination by Mr. Ferguson:

MR. FERGUSON:  Good morning, panel, my name is Kerry Ferguson.  I am here on behalf of Anwaatin this morning.  My questions will be directed towards Mr. Highfield's evidence, and specifically in three areas.  Specifically the communities addressed by your evidence, the greenhouse gas emissions of propane, and its safety.

Mr. Highfield, if I could take you to paragraph 7 of your evidence.  Do you have that in front of you?

MR. HIGHFIELD:  Yes, I do.

MR. FERGUSON:  Okay.  So on paragraph 7 is it fair to say in that first sentence you describe Parkland's commercial operations in rural communities of Ontario?


MR. HIGHFIELD:  Mm-hmm.

MR. FERGUSON:  Is that a yes?

MR. HIGHFIELD:  Yes.

MR. FERGUSON:  And in paragraph 8 you describe the value of facilities in, again, rural Ontario.

MR. HIGHFIELD:  Correct.

MR. FERGUSON:  And in paragraph 9 you describe the competition for fuel in rural Ontario.

MR. HIGHFIELD:  Correct.

MR. FERGUSON:  And again, in paragraph ten you also describe the competition for fuel in rural Ontario.

MR. HIGHFIELD:  Yes.

MR. FERGUSON:  And then if I could take you to page 2 in your evidence, paragraph 17.

MR. HIGHFIELD:  Yes.

MR. FERGUSON:  You describe the effects potentially on Parkland's future investment in rural Ontario.

MR. HIGHFIELD:  Correct.

MR. FERGUSON:  So it is fair to say that your evidence addresses rural Ontario?

MR. HIGHFIELD:  That's correct.

MR. FERGUSON:  And also fair to say that it does not directly address First Nations communities?

MR. HIGHFIELD:  In the evidence I provided I don't specifically state First Nations, no.

MR. FERGUSON:  So it is also fair to say it does not explicitly address the cost of propane in First Nations communities.

MR. HIGHFIELD:  We currently serve a number of First Nations communities, and so the cost of propane I've spoken to is their cost as well.

MR. FERGUSON:  Their cost, but it is not directly mentioned in your evidence?

MR. HIGHFIELD:  No.

MR. FERGUSON:  Thank you.

Mr. Highfield, you would agree with me that the combustion of propane emits greenhouse gases?

MR. HIGHFIELD:  Correct.
MR. FERGUSON:  Can I take you to page 5 of EPCOR's evidence.  They are at paragraph 12.  I'll pull it up on the screen.  Paragraph 12.  Okay, great.  There on line 3 it starts:

"Methane has the lowest combustion carbon footprint in the hydrocarbon family, about half of that of coal, two-thirds that of oil, and about 80 percent that of propane."

Mr. Highfield, do you have any reason to doubt that figure?

MR. HIGHFIELD:  No, and I think it's been discussed at great length in this hearing previously, and we do accept the statement that at the combustion level natural gas is about 18 percent more efficient than propane, as far as greenhouse gas emissions --


MR. FERGUSON:  One point --


MR. HIGHFIELD:  -- as far as carbon emissions, sorry.

MR. FERGUSON:  Yes, yes, in terms of the CO2 emissions, 1.18 times higher I believe is the figure we settled on.

MR. HIGHFIELD:  Correct.

MR. FERGUSON:  Okay.  Thank you.

And just finally, Mr. Highfield, I've been through your evidence, and is it fair to say that there is no data on the safety of propane in there?

MR. HIGHFIELD:  No.

MR. FERGUSON:  And there is further no data on propane spills or leaks?

MR. HIGHFIELD:  No.

MR. FERGUSON:  And no data on propane accidents or incidents related to propane.

MR. HIGHFIELD:  No.

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

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

Okay, Board Staff, Mr. Millar?


Cross-Examination by Mr. Millar:

MR. MILLAR:  Yes, thank you, Mr. Chair, and good morning, panel.  My name is Michael Millar.  I'm counsel for Board Staff.  I just have a couple of questions for you.  If we could start by pulling up your response to Board Staff Interrogatory No. 4.

MR. HIGHFIELD:  Uh-hmm.

MR. MILLAR:  And if we could just have the next page on the screen, please?  Yes, thank you.  You'll see at the top there you are discussing market power and competition issues.  You state:
"A natural gas distributor would not have significant market power, since it would struggle to acquire customers who utilize other fuel sources in the unserved areas."

And then you continue a sentence or two down:

"Absent the usual rationales for regulation, the OEB should continue what is effectively its current policy of forbearing from regulating the provision of heating fuels in these areas.  Natural gas should simply be viewed as another potential entrant in this unregulated market."

I have a couple of questions about that, but I think they may actually be more for your counsel with respect to Parkland's position on these issues, so let me -- I'll ask through the witness panel, but if the counsel wish to respond I think that may, in fact, be more appropriate.

Just to frame this a little bit, the Board is of course, generally speaking, required to regulate natural gas distributors, but there is an exception to that where the Board has the power under section 29 of the act to forbear from regulation in appropriate circumstances, and those circumstances, to paraphrase, are where there is competition sufficient to protect the public interest.

So first I guess a question for the witness panel.  If I've understood your evidence correctly, it is your view that there is sufficient competition for fuel in the unserved communities whereby regulation shouldn't be necessary; have I got that right?

MR. DASGUPTA:  I think the most accurate characterization of our view would be that the presence of competition in those currently unserved areas is something that should be considered by the Board and the kind of -- having been through something that was sort of a section 29 proceeding with the Board, the kind of analysis that would be applied in that proceeding should be applied to these communities and the competitive situation in them.

MR. MILLAR:  Okay.  Thank you for that.  And now a question for your counsel.  Mr. Duncanson or Mr. King, I take it that you do not intend for this proceeding to serve as any form of section 29 proceeding?  Parkland's position here will not be that the Board should cease to regulate natural gas distribution in either existing or newly served areas?

MR. DUNCANSON:  Yes, that's correct.  Our view is this is not the right forum to have that conversation, but the evidence that's been put forward here suggests that that conversation should take place at some stage, just not in this proceeding.

MR. MILLAR:  Okay, that's very helpful.  Thank you.

MR. QUESNELLE:  Mr. Millar, could I just ask Mr. Duncanson, so the position would be as an element of the framework that we're creating we would in that framework envision that there would be a decision point or a point in time where a forbearance question would be something that the Board should consider?  I don't want to create your stance, but I'm trying to understand why is it important here, and yet you're not claiming that we should be doing it as part of this forum, but given the framework you think that those opportunities should be embedded within the framework; is that a good characterization?

MR. DUNCANSON:  I think that's right, Mr. Chairman.  It would have to be case by case.  I don't think that there is sufficient evidence in this proceeding to be able to evaluate on a community-by-community basis whether in fact there is sufficient competition today.

MR. QUESNELLE:  Understood.

MR. DUNCANSON:  But our view is that analysis should take place at some stage before natural gas distributors enter that community with regulated rates.

MR. QUESNELLE:  Thank you.  That helps to put the evidence into context.  Thank you.

MR. MILLAR:  Thank you, Mr. Chair.

If we could move to my next question.  Maybe by way of reference we could turn to pages 19, 20 of Mr. Dasgupta and Dr. Nieberding's evidence.

And just to paraphrase what we see here, I think if I've understood your evidence correctly, it is that in some cases the cost advantages of switching, for example, from propane to natural gas are not particularly pronounced and, indeed, it may not be any cheaper at all; have I understood that correctly?

DR. NIEBERDING:  I'm sorry, where exactly are you at in the report that says that?

MR. MILLAR:  If you look to the next page, I think it's page 20 of the report, you discuss cost advantages of natural gas.  And I think one of the conclusions there is people may be mistaken if they think that natural gas is always the cheaper option, and it will vary because based on the cost of fuel and any number of other considerations. Is that a fair summary?

MR. DASGUPTA:  Again, I think the fairest summary of that point is that the magnitude of cost savings and the cost differential varies, and could vary quite substantially.  And for certain types of customers at certain points in time, natural gas may not be the cheapest option.

Obviously this isn't my area or Dr. Nieberding's area of expertise, but based on our high-level sort of review of certain events that we describe in our report, things that have gone on in other Canadian jurisdictions, you know, the cost advantage of natural gas is not static.  And at various points in time, it may not even exist.

So I think that's a --


MR. MILLAR:  I think we agree with what you're saying there.  So maybe it is a question for Mr. Highfield, then.

Mr. Highfield, you've probably reviewed the evidence in this proceeding and you've been seeing some of the witness panels come forward.  There does seem to be a fair amount of interest from many communities -- and I've got letters from town councils, mayors, and business associations and what have you -- there seems to be significant interest in receiving natural gas service in many communities in Ontario.

And I'm wondering if you have any insight as to why we're seeing so much support, at least from the communities who may be getting service, if in your company's evidence, the price differential may not be as attractive as some of these people expect.

Do you have any thoughts on that, or any views on why we've received some letters in that regard?

MR. HIGHFIELD:  I can't purport to understand or know where they're coming from, but I think it's fundamentally on the basis of people's experience in the urban communities in Ontario on what natural gas pricing is in those communities.  That's based on the infrastructure that's being built in those communities.

I think we need to understand that expansion of natural gas to the more rural communities without any subsidies would not be at the same price.

So I think -- that's the context that has to be understood, I think.

MR. MILLAR:  Okay, thank you for that.  I think I can leave that for argument.  Okay, thank you, panel, those are my questions.

MR. QUESNELLE:  Thank you, Mr. Millar.  Mr. Cass?
Cross-Examination by Mr. Cass:

MR. CASS:  Thank you, sir.  Panel, my name is Fred Cass, and I'm a lawyer for Enbridge Gas Distribution.  I think I have just a few questions for you.

You would be aware, panel, I take it, that in February of 2015, the Minister of Energy asked the Board to examine its oversight of the natural gas sector, and to assess what options may exist to facilitate connecting more communities to natural gas.  You're aware of that?

DR. NIEBERDING:  Yes.

MR. CASS:  And I just want to --


MR. HIGHFIELD:  I'd just add that I believe that letter said "the rational expansion of natural gas."

MR. CASS:  I have the letter in front of me and I'm reading from it, but I don't think that really matters to where I'm going.  I just want to confirm that I understand the evidence of all of the members of this panel.  None of your evidence is in any way offering options to facilitate connecting more communities to natural gas, is it?

DR. NIEBERDING:  I don't think our evidence could be characterized as such as you've stated.

MR. CASS:  That was what I understood.  Thank you.  I think that finishes my questions then, thank you.

MR. QUESNELLE:  Thank you, Mr. Cass.  Mr. Kaiser for EPCOR?

MR. KAISER:  Thank you, Mr. Chairman.
Cross-Examination by Mr. Kaiser:

Gentleman, before this Board started this proceeding, they hired a well-known firm here in Toronto called KPMG to do a jurisdictional review of the natural gas distribution system expansions throughout North America.  Are you familiar with that report?

DR. NIEBERDING:  Yes, we are.

MR. KAISER:  Would it be fair to say that at the end of the day, that report concluded that various governments across North America have established different forms of subsidies to promote an expansion of natural gas into remote and rural communities?

DR. NIEBERDING:  Just for clarification, when you say different forms of subsidies, does that include no subsidies?

MR. KAISER:  The ones that they surveyed were the ones that were where governments that proposed subsidies.

MR. DASGUPTA:  Can you provide us with a specific reference to any conclusions I made in that regard about --


MR. KAISER:  The report as I read it, and I expect it's in the record -- I'm sure you've seen it -- basically serving a wide variety of governments across North America that have developed various programs to provide subsidies to promote the expansion of natural gas into rural and remote communities.  I don't recall that they recommended any particular form of subsidies.

The Board itself asked this firm to prepare that report, and I expect that the Board was interested in that for the purpose of determining who else had investigated this particular problem -- the problem being, of course, to get natural gas into remote and rural communities.

[Witness panel confers]

DR. NIEBERDING:  Well, yes.  I mean, we found that report most useful to help us understood some of the issues that were relevant that we needed to think about, for us to think about what our contribution would be.

And I mean we do -- we do, I think on page 14 and 15 of our evidence, we do take some cites from the very study you mentioned, and I think we just -- I believe these fairly summarize the KPGM view on the survey they conducted.

And if I may read, just from the bottom of page 14 to the top of page 15 of our evidence, these are quotes from that KPMG study.  Quote:
"decision-makers were generally not willing to broadly socialize the costs associated with extending service to areas that did not pass the economic test over the existing natural gas distribution grid and existing natural gas distribution customers."

And then the second quote that we found useful for our purposes from the KPMG study is as follows:
"With the exception of North Carolina, where certain refunds and/or monies were made available to natural gas distributors from the upstream transportation sector, none of the jurisdictions we examined were willing to impose a surcharge or subsidies on the commodity cost of natural gas to fund system expansion."

So, yes, there was a survey done of North American communities and they had a variety of conclusions, and these are two of the conclusions that were reported by them in their report.

MR. KAISER:  Now, neither of the utilities proposing expansion plans in this hearing are suggesting that there should be no economic test, are there?

MR. DASGUPTA:  Those utilities being Enbridge and Union?

MR. KAISER:  Those are the two.

MR. DASGUPTA:  Right.  Well, from what we understood of our assignment, the focus on it was of the relaxation of the current economic test.

And from what I understand of the evidence that has been submitted by the two utilities, they are proposing what some might characterize as substantial relaxation of the economic test.

MR. KAISER:  Right.  There still will be a test, however.

You referenced the KPMG report, and it is quite true that all of those governments said there should be an economic test.

All I'm asking you is at the end of the day, there will still be an economic test in Ontario; it just might be a different test than the one that's on the books right now.  Isn't that fair?

MR. DASGUPTA:  I must confess to not being entirely clear on what the specific test would evolve into.  But I'll accept that there would be some form of test, and the focus of our evidence was on the relaxation of the current test.

MR. KAISER:  Getting the test right?

MR. DASGUPTA:  Yes.

MR. KAISER:  As long as we get the test right, there is nothing wrong with this?

DR. NIEBERDING:  Well, let's be careful here.  Even if the right test, as you say, is determined, in order to make the economic case for subsidies, all the conditions that we lay out should be satisfied as well.

MR. KAISER:  At the end of the day, isn't your point really that even if this Board got the test right -- and there presumably is a right test somewhere, maybe more relaxed than the current test, and certainly all of these governments across North America have struggled with that test -- your point really is:  Because you compete with natural gas, unless you get the same subsidy, it's not fair.  That's really your point.

MR. DASGUPTA:  Well, first of all, I mean, my response to that is when you say "you" --


MR. KAISER:  I mean your company.

MR. DASGUPTA:  -- I'm not an employee of Parkland, I'm an independent expert, so it's not me.

MR. KAISER:  Is there anyone here from Parkland?

MR. DASGUPTA:  Mr. Highfield.

MR. KAISER:  Well, maybe you can answer the question.

This is evidence on this company, Parkland, your company has intervened in this proceeding.  We're trying to figure out what your real goal here and what your real point is, and I'm suggesting that you'd be okay with this providing we get the test right and you get the same subsidy as the natural gas distributors; is that right or wrong?

MR. HIGHFIELD:  Parkland and, I believe, the entire propane industry's position is that there should be a level playing field, plain and simple.

MR. KAISER:  So is the answer yes?

MR. HIGHFIELD:  I just suggest that's our position, is there should be a level playing field --


MR. KAISER:  Thank you.

MR. HIGHFIELD:  -- whichever form it takes.

MR. KAISER:  No, I understand.  Thank you, Mr. Chairman.

MR. QUESNELLE:  Thank you, Mr. Kaiser.

I don't see Mr. Mondrow here this morning.  I don't know if anybody has been asked to assist?  Okay.  Mr. Shepherd.

Cross-Examination by Mr. Shepherd:

MR. SHEPHERD:  Thank you, Mr. Chairman, my name is Jay Shepherd.  I represent the Ontario Geothermal Association.

My first question is for the two experts, and I -- when I read your material my impression is that generally speaking -- and I'm not holding you to this as a rule, but generally speaking as economists you think that non-interference in competitive markets is generally better than interference in competitive markets.  There's exceptions, which I'm going to come to in a second, but generally that's the principle:  Competitive markets work, and you should leave them alone and let them work; is that fair?

DR. NIEBERDING:  You know, if the goal is to allocate resources efficiently, which means the person willing to pay the most receives, and it can be supplied at the least cost, if the goal is to efficiently allocate resources, private markets generally do a pretty good job at doing it.

MR. SHEPHERD:  Okay.  I'm not saying that that's always the case, but it is a good principle of economics to follow, right?

MR. DASGUPTA:  And just to -- because this may be helpful for the Board to understand.  When we talk about efficient allocation of resources we often as economists talk about it in a constrained sense, because there may be overarching social goals, so you may have a social goal, and then the economic efficiency analysis around that social goal will focus on achieving that social goal with minimal distortions and the best possible allocation of resources, so that would be sort of the exception, if you will.

MR. SHEPHERD:  So a completely laissez-faire approach to markets is generally not useful, but the principle, starting with the markets and letting them do what they do well, is a good one, right?

DR. NIEBERDING:  Well, let me just help fix ideas quickly.  What is a free market?  So think of the Raptors, and there is a scalping market.  You have buyers and sellers of Raptors tickets outside the arena.  Left to freely interact, the buyers and sellers will seek each other out and negotiate a mutually beneficial price.  If I'm willing to pay a hundred, the most I'll pay is a hundred, the least you'll pay is 50 -- the least you'll accept is 50, we'll negotiate, and we, by ourselves, privately, will determine a market clearing price, and that will efficiently allocate that resource.

So that's the idea an economist has when we think about laissez-faire private markets.

MR. SHEPHERD:  Okay.  And you are not proposing that for the energy market, because I think you accept, if I understand your evidence correctly, that it is sometimes appropriate for either the government or the regulator to intervene in the competitive markets if those markets need a push to reflect an appropriate policy goal; right?

DR. NIEBERDING:  That's exactly right, there are well-recognized reasons which economists will call our private market failures that may allow for a government to possibly improve the outcome.  Think about market power in anti-trust regulation.  That's a good example of what a regulator might be able to do to steer the market toward a more competitive outcome.

MR. SHEPHERD:  And in fact, governments regularly intervene where the market doesn't value something that has a social value, environmental impacts, for example, externalities; right?

DR. NIEBERDING:  That's exactly right.  So in the case, for example, of pollution, if private firms are left alone to their own volition, they will likely over-pollute, because they don't internalize the social costs of their activities, so perhaps regulating them would move the outcome to the socially preferred outcome, which would be to have them internalize the social costs of their actions.

MR. SHEPHERD:  And so if I understand your message to the Board correctly, as experts, your message is:  If you're going to use your regulatory power to intervene in the energy markets in these communities, make sure that you are doing it to achieve a social goal that you've identified and that you have to intervene to achieve; is that right?

DR. NIEBERDING:  It sounds like a broad question.

MR. SHEPHERD:  It is not a trap.  It is actually just a principle --


DR. NIEBERDING:  No, no.  I -- you're -- let me quickly answer, and then my colleague can also pipe in.

What we're saying is, before a significant relaxation of the economic tests and feasibility tests occur, that are stated in EBO 188 -- and part of that is, my understanding, is to minimize cross-subsidies, so to do efficient expansion in kind of the least distortionary way -- if -- in order to make the case to subsidize the expansion of natural gas, certain conditions as recognized by an economist need to be present.   And we laid those out in our direct evidence.

MR. SHEPHERD:  Okay.

DR. NIEBERDING:  And hopefully a framework is what we're -- just framing some of these broad economic questions so a principled approach can be taken.  So I turn -- do you have anything else to add?

MR. DASGUPTA:  No, that is pretty much it.

MR. SHEPHERD:  The current economic test that the Board uses is a test to ensure that, in fact, there is no subsidy, that, generally speaking, there is limited subsidies, but it's in a broad base there is no subsidy.  And the intention is to not intervene in the market for energy; is that fair?

MR. DASGUPTA:  I don't know whether -- what the intention -- well, the intention of "not intervene" I'm not sure about, but I think that there's a -- and again, I hesitate to put myself or my colleague, you know, in terms of what the Board was thinking at the time, because we weren't privy to it, but one sense is that there was a concern with some of the efficiency concepts that we've laid out in our evidence, you know, so there is certainly a concern with efficiency in terms of cross-subsidies from existing ratepayers to expansion customers.  And, you know, quite honestly, you can cast that as both an efficiency and a sort of equity concern too.

MR. SHEPHERD:  And the proposal in this proceeding, as you understand it, is it's not a slight change in the rules; it's an actual change from we only allow economic expansions to we will now allow uneconomic expansions; is that fair, generally speaking?

MR. DASGUPTA:  I would --


DR. NIEBERDING:  Not my understanding, but...

MR. DASGUPTA:  Well, so I would say that some of the proposals that we've seen constitute a significant relaxation of the standard, you know, and at least if by -- at least if one understands the test as limiting the degree of cross-subsidy and the associated inefficiencies of cross-subsidies, then the current proposals are -- seem -- in some cases seem to constitute a very substantial relaxation of that standard.

MR. SHEPHERD:  My last questions, and I'll turn to you, Mr. Highfield.  You were asked by Mr. Millar about the various letters that the Board gets from municipalities saying we want natural gas.  You've worked in a lot of small communities, right?

MR. HIGHFIELD:  That's correct.

MR. SHEPHERD:  Do they particularly want natural gas or do they want lower energy costs?

MR. HIGHFIELD:  And I agree with your characterization throughout the hearing.  I mean, we understand what -- and as Mr. Cass pointed out, what the government's direction to the Board is.

But it's our belief and understanding that people want cheaper energy, and the arguments that have been put forth by those communities have been we need cheaper energy to attract and retain industry.  It is not natural gas for natural gas's sake.

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

MR. QUESNELLE:  Thank you, Mr. Shepherd.  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, but I've distributed it to my friends and I believe Mr. Millar has a copy for the panel.

MR. MILLAR:  Yes, it is Exhibit K5.1.
EXHIBIT NO. K5.1:  CROSS-EXAMINATION COMPENDIUM OF VECC FOR PARKLAND PANEL 1

Cross-Examination by Mr. Janigan:

MR. JANIGAN:  First, let me first summarize what I think your evidence tells us.  And at tab 1 of my compendium, I've set out what I think are the essential elements of your evidence and that -- essentially that no one should be subsidizing natural gas expansion, but if somebody is going to do it, it should be the government through an explicit and transparent tax.  Would that be a fair summary?

DR. NIEBERDING:  I would say if it's been demonstrated that there are social benefits occurring province-wide of natural gas expansion, then it ought to be the taxpayers themselves to fund it (sic).

MR. JANIGAN:  One of the objections, as I understand, to the subsidy arrangement that you've talked of, in terms of the rolled-in subsidy, is the fact that customers are going to be funding the capital expenditure expansion, and paying effectively a rate of return on these expenditures from the utility's existing customers.

MR. DASGUPTA:  Sorry, can you just repeat the first part?  I guess I had trouble with what the question was exactly.

MR. JANIGAN:  One of the difficulties that you have in what you've termed the rolled-in subsidy, in terms of your evidence, is the fact that existing customers are going to be asked to subsidize these capital expenditures that don't recover the costs, and one of those costs of course is the utilities' cost of capital.

MR. DASGUPTA:  If it's part of the overall incremental cost, the long-run incremental cost of the expansion and that's not recovered through the incremental revenues, then yes, that is correct that existing ratepayers or some other subsidy would have to be found to make up that deficit.

MR. JANIGAN:  Okay.  And with respect to the aspect of ratepayers subsidizing uneconomic natural gas expansion, can you suggest any preference that you might have with respect to whether or not the ratepayers of a particular utility that expands should be subsidizing, or whether or not it should be across utilities, if they decide to go that route?

[Witness panel confers]

MR. DASGUPTA:  So I think if one accepts that there is grounds for a subsidy at all, one of the principles that we lay out in our report, one of the reasons that we have -- we demonstrate, or it seems like we demonstrate a preference for taxpayer funding, is because some of the claimed benefits would be province-wide.

And so, the broadest based way of paying for those is by getting the province as a whole embodied in taxpayers are payers to do so.  Embedded in that idea is the notion that who benefits should pay.  So one of the issues with a subsidy from an existing utility ratepayer base to, say, a new utility or a different kind of, you know, a different fuel supplier altogether, the linkage between who benefits and who pays is lost.  So that would be a problem, in our minds, with that kind of arrangement.

And so I think that basically would be -- you know, it would be problematic.  I think where -- and we've seen this in some Canadian jurisdictions or regulatory agencies, where there might be less of an issue with -- I wouldn't say less of an issue with cross-subsidy, but less of an issue with sort of rolling in pricing and rolled-in price arrangements would be where there is a very high degree of integration between the operations of the expanded system and the existing system.

And so, in that case, it may be hard to separate out cost causes, beneficiaries, you know, because it's all operating on a very integrated basis, it seems to me at least that that linkage is lost where we are talking about ratepayers from one system funding the expansion of another.

MR. JANIGAN:  So your preference would be that, in fact, it you are going to have a utility subsidy system, it would be by the utility that is actually expanding?

MR. DASGUPTA:  Under very specific and I would assume narrow circumstances, there may be -- in cases where there may be a very high-level of integration where there is a lot of complementarity in cost and in demand, you know, in inter -- one can see a case for some sort of rolled-in pricing within a utility.  But sort of extra utility or intra/inter utility seems fundamentally more problematic.

MR. JANIGAN:  What about if subsidy was available on a competitive basis between utilities?  Would that change it?

MR. DASGUPTA:  I mean --


MR. JANIGAN:  If it was a fixed subsidy and the utilities actually had to compete for it in order to provide service, would that change your view of whether or not funding should be across utilities?

DR. NIEBERDING:  Just as a first principle, it would depend on how the subsidy were raised.

MR. JANIGAN:  Yes.

DR. NIEBERDING:  Just another overarching kind of point we make is that economists have preferences for raising money in the least distortionary way.  And what that means is -- think of the following.

There is a big debate about the minimum wage in my country; is it too high or too low, and what should be done.  Economists prefer, are usually not in favour of changing the marginal price of labour, or in this case, the marginal price of gas, because distortions occur that could be avoided if you address the policy in a different manner.

So for the minimum wage, the problem is not that the price of unskilled labour is too low; it is that people who are making that low wage have low incomes.  So if the policy goal is to give these low-earners more income, giving them income directly is much more efficient than changing the price of labour, okay.  And the same over overarching principle is at work here.

We believe that the least distortionary way to generate any monies available would be in a lump-sum fashion, without distorting the marginal price which affects supply decisions and demand decisions that aren't based on any market factors of scarcity on the supply side, or demand on the demand-side.  These are artificial changes in the price.

So as a general precept when we talk about using subsidy monies, we need to be clear that how a subsidy is raised also matters.

MR. JANIGAN:  Let's say we're dealing with a situation where the utility is -- where the subsidy is being raised from a utility's ratepayers.

Would it be preferable, in your view, if there was a central fund that was raised from all utility ratepayers for which utilities would complete for, in order to provide expansion of natural gas service, if you had to swallow the pill of saying that ratepayers would subsidize natural gas expansion?

MR. DASGUPTA:  So the option that I think you're putting before us would be less preferred to having that arrangement funded through taxpayer monies.

I think if that option were then compared -- I mean, there is a ranking of options here, and if that option was then compared to the option of a cross-subsidy or whether inter-utility or intra-utility that was embedded in rates, if, as Jim pointed out, the revenues were raised and provided in a non-distortionary manner, that would be better than the next alternative, which is distorting rates across the Board to fund, you know, to fund a general pool of monies.

MR. JANIGAN:  Okay, even if it was -- even if competition was involved in the arrangements for obtaining those monies?

MR. DASGUPTA:  Yes, because I think where the competition would come in is in reducing the amount of money that was required.  I think that's -- that would  be --


MR. JANIGAN:  Well, isn't that a good goal?

MR. DASGUPTA:  Yes.  Well, reducing the amount of the subsidy required is a good goal, but, I mean, again, as economists we often tend to describe things in an all-else-equal way, so, I mean, I'm assuming that there is no conflict between competition in terms of reducing the amount of subsidy -- there is no conflict between that and a manner in which the subsidy monies are raised.

MR. JANIGAN:  Well, I would assume it is the competition between the utilities that decreases the amount of the subsidy which is required, and in order to have a subsidy, in order to subsidy fund (sic), it has to be raised from all -- from the ratepayers of both utilities, or all the utilities that are involved, would it not?  You can't simply raise it from one utility?

MR. DASGUPTA:  Well, or taxpayers.

MR. JANIGAN:  Or taxpayer.  Or taxpayer.  Well, taxpayers is your preferred alternative?

MR. DASGUPTA:  Yes.

MR. JANIGAN:  Okay.  But what I'm getting at is, is that we are looking at a cross-utility subsidy that is competed for, it seems to be preferable to simply one that involves a rolled-in subsidy from the -- from one utility whose utility is involved in that natural gas expansion.

MR. DASGUPTA:  It might be, because the efficiencies from competition might dominate the distortion.  I mean --


MR. JANIGAN:  I understand.

MR. DASGUPTA:  Okay?

MR. JANIGAN:  I wonder if I could ask you to turn up paragraph 3.1 in your economic regulation section.  And as I understand your section here, you've indicated that you view regulation as acting as a kind of proxy for a competitive market; would that be fair?

DR. NIEBERDING:  Well, I think we're just pointing out that economic regulation, properly done, should move toward or not stray too far from what a competitive market may produce.

MR. JANIGAN:  Okay.  So you are looking at competitive markets as an example for a good economic regulation?  Correct?

MR. DASGUPTA:  Well, so, I mean, I think in terms of the type of natural monopoly regulation that we've had, you know, in North America and the U.K., I -- one of the -- or at least certainly my interpretation of it has always been that there's been a concern with minimizing the allocative efficiency, distortion for market power, and capturing the cost efficiency that you may have with economies of scale, so that's been kind of the classic rationale.

MR. JANIGAN:  And you've indicated in your paragraph 3.4 that you believe a perfectly competitive market is a very useful analytical construct with respect to looking at a regulation.

DR. NIEBERDING:  It is certainly one of the gold standards that economists have in their mind when they look at various market outcomes.

MR. JANIGAN:  Okay, perfectly a competitive market is pretty hard to achieve; you'd agree with me?

DR. NIEBERDING:  A perfectly competitive market is a theoretical benchmark which economists typically use to gauge actual market outcomes.

MR. JANIGAN:  Okay, and with respect to utilities that use postage stamp regulation, there is obviously some sort of inherent subsidy that is associated with postage stamp regulation that frustrates, to some extent, the perfectly competitive model; would you agree?

DR. NIEBERDING:  Well, I'll do a preface to that and you can clean up.  Economists would say an efficient outcome occurs when incremental revenues exceed incremental costs, okay, or if we're talking about a market that the price I'll pay for a good approximately equals the marginal cost of the provision of that good.

So marginal cost pricing, which is just another version of incremental revenues equal incremental costs, is a hallmark of a competitive outcome.

MR. JANIGAN:  Okay, but, I mean, in circumstances where you have utilities that operate under a postage stamp rate basis, you are obviously going to get some customers that are paying costs that are higher than their own incremental cost simply to provide those postage stamp rates.

I mean, a classic example is transportation.  You know, people that take subways, for example, are -- which travel, you know, one kilometre are -- generally pay the same -- are paying the same fee that -- for customers that have to travel five or six kilometres daily, and built into it, of course, is all the capital expenditures of extending the subway out to meet them.  I don't want to get too far into the subway system.

DR. NIEBERDING:  Well, it is interesting, because there's also a -- I know in Washington, D.C. there is surge pricing.  You pay a much higher fare during rush hour than you do off-rush hour.

MR. JANIGAN:  Yeah.  But in the circumstance of this particular jurisdiction, we pay the same fee no matter where we're going, and effectively those postage stamp rates are an implicit subsidy.

MR. DASGUPTA:  Yes, I mean, you know, in the sense that it would be very difficult -- I mean, even if you look at a firm that, you know, has a sticker price, it is very difficult for the firm, you know, to perfectly price-discriminate in the same way it is very difficult for a regulator or a regulated distribution utility to build out facilities to just precisely those people who whose incremental valuation equals or exceeds the incremental cost of providing them with that, so, you know, there's some -- I would accept that there is some distortion that's present in those type of postage stamp rates.

I will say that, you know, that's not a necessary -- you know, it's not a -- what you describe, a transit system, as you can see, the practice varies so much around the world, in terms of, you know, we have zone-based pricing in London, they have surge pricing in Washington.  You have a single flat fare in Toronto.

MR. JANIGAN:  But zoned-based pricing basically captures some of these differences in incremental costs, but postage stamp rates do not.

DR. NIEBERDING:  Yes, that may be true, but hopefully the postage stamp rates did pass an expansion that occurs around that rate structure, did pass an economic test.

MR. JANIGAN:  Okay, but just looking at it from a standpoint of analysis of the markets, it would seem that, for example, dealing with services -- utility services that are provided across Ontario and all the regions of Ontario, postage stamp rates are likely to imply some degree of subsidy.

MR. DASGUPTA:  Well, I mean, actually, there is another way of looking at this issue, which is how you define the increment, because we've talked about marginal cost.  Now, in regulation we actually often use the concept of incremental cost, so the incremental cost is a slightly different concept from marginal cost, because rather than focus on every unit you are focused on what's involved with -- what's the cost of providing service to the next increment or tranche of people.  And my understanding is that, you know, one could turn the kind of analysis of postage stamp rates around and say, like, if we were designing one rate to serve this next tranche or increment of customers, what would be the rate that enables us to equate incremental cost with incremental revenue.

MR. JANIGAN:  And I assume when you are talking about incremental costs you are talking about long-run incremental costs?

MR. DASGUPTA:  I'm including capital, yes.

MR. JANIGAN:  Okay.  Let me turn to another area where you discussed with my friends the aspect of competition and competition with other fuel sources.

What is the product market that you understand we're talking about in this proceeding?

MR. DASGUPTA:  Well --


DR. NIEBERDING:  I'll start, and my friend will pick up.

(Panel confers)

DR. NIEBERDING:  Yeah, I mean, we just want to be clear, as competition economists there are very rigorous methods, and I think as Mr. Todd said, you could take courses on defining markets, so we haven't gone through the rigmarole that economists -- anti-trust economists do to quantitatively give evidence that there is this product market versus that product market and these are the products that are either in or out of such a market; we have not done that here.

MR. JANIGAN:  Fair enough.

DR. NIEBERDING:  Okay?

MR. JANIGAN:  So --


DR. NIEBERDING:  But I'll just add that, you know, in hearing the evidence and reading the transcripts, I mean -- and the mayors were quite clear about all the numerous -- the geothermal, the nuclear, the propane.  I mean, there certainly are lots of fuel sources available, to one extent or another, in different areas.


MR. JANIGAN:  So you haven't done the sort of substitution test by looking at what effect a --


MR. DASGUPTA:  In terms of what we've done, I think is -- as Jim was referring to, testimony of the mayors, what that points to is the existence of what we in anti-trust would call functional substitutes, and then there is an economic test to be done for whether those functional substitutes are economic substitutes, or substitutes in a the even more narrowly circumscribed anti-trust sense.


MR. JANIGAN:  What is the product market you would define in that circumstance?  What is the product that you are looking to substitute?  Is it the product market natural gas service, or fuel energy?


MR. DASGUPTA:  So, I mean, the product market depends on the starting point, so if -- what's the purpose of the analysis?  If the purpose of the analysis is to analyse the potential market power of a distributor of natural gas, then you start with natural gas as the putative product market, and then you look for whether or not that natural gas provider could profitably raise price above the competitive level -- and in anti-trust, we have huge debate about what exactly the competitive level means, but let's just use that phrase -- and then you would look at the set of substitutes that constrain the ability of that distributor.  So you have to do the test.


MR. JANIGAN:  And you haven't done that test?


MR. DASGUPTA:  We haven't done that test, no.


MR. JANIGAN:  Okay.  I wonder if I could turn to your section involving network externalities, and I have to explore, I think, Dr. Nieberding's statements with respect to telecommunications a little bit.


I assumed that when you were talking about the subsidization problems that arose in telecommunications, you were talking about the subsidization from -- the alleged subsidization from long distance to local.


DR. NIEBERDING:  Well, to be honest, telecom is more a bailiwick of my colleague.  But the subsidies that did exist were that local access was being subsidized by long distance, right, and that urban dwellers were subsidizing rural customers.

Those are the traditional telecom subsidies that were at play back in the -- what?  The '80s, or the '90s?


MR. DASGUPTA:  Yes, to about the '90s.


MR. JANIGAN:  And you are aware of the fact that those subsidies arose on the basis on the phase 3 costing of the CRTC, which allocated of the costs of operating local networks to local service?


MR. DASGUPTA:  I'm actually not sure about the precise rule that was used in Canada.


What I am aware of is that there was a proceeding, I think in 1992, that began to discuss some of these issues.


My reading of that proceeding was that the implicit per-minute price -- or the per-minute price of long distance was marked up substantially over its incremental cost, and that there was a move to rebalance rates and reform subsidies, at least somewhat.


I don't know the details of the phase 2 costs, so I really can't comment on that.


MR. JANIGAN:  Actually it's phase 3.  I don't want to open up another collateral issue on how they allocated costs on the thing.


But effectively, whatever was done, you're aware of the fact that the penetration rates achieved in Canada by let's say the 1980s were substantially higher than the United States?


MR. DASGUPTA:  I'm aware of the fact that they were at least around the same level as the United States, and higher than western Europe.


MR. JANIGAN:  It's not your recollection that the penetration rates were around 97, 98 percent for --


MR. DASGUPTA:  My recollection, based on data that I've seen, is that they were slightly lower than that, but --


MR. JANIGAN:  And you say in your evidence at 4.3 that network externalities were not required, or were not to have to be looked at in terms of subsidies, because wireless telephony networks have achieved near universal penetration without the kind of regulatory intervention or subsidization that characterized the construction of fixed line networks.


You are not suggesting that back in the early part of the 20th century, that the rural communities of the Prairies should have been told, hey, let's wait for another fifty years and we're going to get wireless and broadband in here, and we won't have to have any implicit subsidy?


MR. DASGUPTA:  I must confess to not being aware of the Canadian situation of the early 20th century.


I am slightly better versed in the U.S. situation in the early 20th century, and it is my understanding that there was actually competition to provide telephone service across a large swathe of the United States at that point in time.

The debated -- I think the jury is very much on out on whether universal service policy, which some people would actually view as a policy that was proposed by phone company rather than initially by the regulator, whether that was actually required to achieve what was eventually achieved.


MR. JANIGAN:  Okay.


MR. DASGUPTA:  And I'm also aware -- while we're on the subject, I'm also aware that studies that were done in the '80s and '90s found that of the programs that were in operation in the United States, the effect on increasing penetration rates of the programs that were -- of the implicit subsidy regime were very low, they were somewhat better for the more targeted subsidies.


MR. JANIGAN:  And this is not a comment that relates to the national contribution fund that was set up after restructuring?


MR. DASGUPTA:  So you are talking about the CRTC's national contribution fund?


MR. JANIGAN:  That's right.


MR. DASGUPTA:  No.  The comments that I just made were not a comment on that, no.


MR. JANIGAN:  Okay.
Thank you very much, Mr. Chair.   I'm sorry I went over my time limit.  Thank you very much, panel.


MR. QUESNELLE:  Thank you, Mr. Janigan.  I understand that Mr. Quinn had some questions that you were going to pinch hit for him, Mr. Buonaguro.

Cross-Examination by Mr. Buonaguro:

MR. BUONAGURO:  I'm going to try.  Thank you very much.  Thank you.  I'm actually counsel for the Consumers Council of Canada.  I didn't have questions personally for this panel, but Mr. Dwayne Quinn on behalf of FRPO did, and I think he's in transit but isn't here.


So instead of waiting for him, I'm trying are going to try and ask his questions for him.


I am going to start with one question that arises from the answers already given, just to see that I understand correctly one of the distinctions that was being made.


My understanding from your testimony today is that as between a subsidy that was raised across all utilities in order to provide a subsidy to new expansion, you would prefer -- or it is preferable, I should say, to have a subsidy that would be raised through tax.  Is that one of the general statements that you made?


DR. NIEBERDING:  Yes.  Generally, if there are province-wide benefits, which have been talked about by different parties, raising the money from taxpayers would be most efficient.


MR. BUONAGURO:  And just to follow up on that, I think one of the things -- one of the topics that you've been talking about were distortions, and I assume that one of the distortions that might happen from a utility-based subsidy versus a tax-based subsidy would be that a utility-based subsidy, first of all, would artificially raise the price of natural gas service relative to everything else.  Is that right?


DR. NIEBERDING:  Well, everything else equal, that likely could happen.  And then once you change the marginal price of a commodity for reasons that don't reflect market forces -- it's not a supply reason of scarcity, or a spike in demand reason, it's another reason like a tax or a subsidy, there is going to be a wedge thrown in.


MR. BUONAGURO:  Okay, and then it would -- I would assume it would also artificially decrease the cost of natural gas in the expansion territories relative to other fuels that aren't receiving a subsidy?


DR. NIEBERDING:  Well, if I'm hearing you right, certainly if someone pays more, someone will get less.  That will be the effect of a subsidy, per se.


MR. BUONAGURO:  Thank you.  On to Mr. Quinn's questions, and what he'd like to explore is one of the aspects of the utility proposals -- the general aspect of the utilities' proposals, which is that many different parties have to make the contribution to make the expansion project happen.


For example, new customers in the community are being asked, under both utilities' proposals, to pay the expansion surcharge and the cost of conversion from their existing fuel source in order to make the expansion happen.


Is that your understanding?


DR. NIEBERDING:  It is.  People who are receiving benefits are asked to pay more.


MR. BUONAGURO:  But from the new customer's perspective, it can be argued that they can anticipate a return on their investment through reduced -- over energy costs?

DR. NIEBERDING:  I've seen the argument, yes.

MR. BUONAGURO:  Okay.  And that under both proposals, municipalities are being asked to forgo tax revenues for a period, but it could be argued that they are bringing the potential for lower energy costs to their constituents while increasing the prospects for growth, taxation, employment within their municipalities?

DR. NIEBERDING:  I've heard that being discussed in these proceedings.

MR. BUONAGURO:  So with respect to those two participants in the expansion proposal, each in their own way, they are taking a calculated risk on the benefits outweighing the costs; would you agree with that?  New customers are paying something, but they're trying to get a benefit, and the municipalities are paying something or forgoing something but are trying to get a benefit.

DR. NIEBERDING:  I'll agree I've heard that being discussed.

MR. BUONAGURO:  Okay, thank you.

Now, with respect to existing natural gas customers or ratepayers, they are also being asked to contribute to the economic feasibility of the expansions through subsidy; right?  Under the utility proposals.

DR. NIEBERDING:  Could you say that one more time, please?

MR. BUONAGURO:  Sure.  Existing natural gas ratepayers are being asked to contribute to the economic feasibility of expansions through subsidy.

DR. NIEBERDING:  Yes.

MR. BUONAGURO:  And that's happening because existing customers are being asked to pay rates beyond the cost of the existing system; so they're being asked to pay more than what it costs to actually serve them.

DR. NIEBERDING:  Right, I believe a cross-subsidy means that someone in an existing system pays above their standalone cost, which means that someone in the expansion system pays less than the economic cost.

MR. BUONAGURO:  Now, in your view, would you agree that these customers -- these existing customers have little prospect of their benefits outweighing their costs?

DR. NIEBERDING:  Do existing customers have low prospect of having benefits outweigh their costs?

MR. BUONAGURO:  Yes.

DR. NIEBERDING:  I mean, that's something I have not studied.

MR. BUONAGURO:  Okay.  Now, from the utilities' shareholder perspective, in view of their proposals, can you comment on what risks they are taking with respect to the investment, if any?

MR. DASGUPTA:  Sorry, could you repeat the question?

MR. BUONAGURO:  Sure.  From the utilities' shareholders' perspective, so the utilities who are putting forward proposals to do community expansion in the ways that they have, I am asking you with respect to those proposals can you comment on the risk -- presumably the economic risks that they are taking on or not under their proposals.

(Panel confers)

MR. DASGUPTA:  The risk discussions that I've managed to follow in this proceeding, as far as I can tell the proposal is that all prudently incurred costs should be recovered from ratepayers.

Now, "prudently incurred" is sort of like a term that maybe doesn't have a precise meaning, and that may be in the eye of a beholder and we can't get into that.

I mean, it seems to me that I haven't -- the risk -- one of the substantial risks here is of stranded assets or expansions turning out to be even more uneconomic than originally anticipated from what we've seen.

Other than ratepayers, it's not clear whether there is any -- I should say there is no -- it's not clear what mitigation there would be to ratepayers who are already on the hook for those expansions if they turn out to be even more uneconomic than anticipated.

DR. NIEBERDING:  Just to add one more thing:  There is certainly in this evidence much uncertainty about penetration rates and the magnitude of cost savings.

MR. BUONAGURO:  Thank you.

Now, I can tell you my understanding of the proposals, so that all of the risks with respect to those aspects of proposals are on ratepayers, in the sense that, as you say, as long as the expenditures are determined to be prudent it doesn't matter -- come under or whether they're stranded assets, so on and so forth.  Those risks are all on ratepayers.

So what I would follow up and ask you with is:  Assuming that's true, are you aware of other models in other jurisdictions where the risks are allocated differently between the ratepayers who are being asked to subsidize a project and the utility?

DR. NIEBERDING:  I'll give you a general answer, just -- so one thing that caught our eye is that there apparently are benefits to switching that exceed the cost of deployment.

So as a first principle we kind of scratched our heads thinking, well, if that's true, then why isn't it rationale just to expand if the benefits people are willing -- if the benefits are so great, and hence they should be paying -- have a high willingness to pay for something, and that exceeds the cost of deployment, as a first principle, we were thinking, why are subsidies really on the table initially when there's other considerations that could take priority?

MR. DASGUPTA:  I mean, if helps, obviously sort of that kind of implementational question isn't really in our area of expertise.  We are not experts in sort of the specifics of rate-making and what has been done.

I mean, the only thing I can say, as Jim said, there have been a couple of things that have been submitted in evidence, so there could be mechanisms, such as, you know, financing risk, some of which is assumed by the expanding utility, there could be mechanisms such as a utility using a different form of financing, entirely debt-financed, you know, so -- I don't know the extent, because, again, you will appreciate that our evidence is slightly narrowly focused on precisely what mechanisms are available here and what is being proposed here.

It is not my recollection that there's been a lot of proposals other than the traditional cost of service recovery mechanism.

MR. BUONAGURO:  In fairness, I can tell you that I asked a similar question of London Economics on behalf of Union, and they told me they were also narrowly focused and didn't look at this type of question, so don't feel bad.

So I think those are the questions on behalf of FRPO.  Thank you very much.

MR. QUESNELLE:  Thank you, Mr. Buonaguro.

I believe that's it.  Mr. Duncanson, do you have any redirect?

MR. DUNCANSON:  We have nothing, Mr. Chairman.  Thank you very much.

MR. QUESNELLE:  Okay.  Thank you very much.  Thank you very much, witness panel.

Why don't we take a 15-minute break, and I believe, Mr. Shepherd, your witness will be up after the break.

Thank you.

MR. SHEPHERD:  Thank you.
--- Recess taken at 10:30 a.m.
--- On resuming at 10:51 a.m.

MR. QUESNELLE:  Mr. Shepherd, would you like to introduce your witnesses?

MR. SHEPHERD:  Thank you, Mr. Chairman.  Before I do, I have two documents that I'd like to have marked as an exhibit.

The first is called "A simplified schematic of geothermal versus natural gas for heating/cooling systems, which my witnesses will speak to.

MR. MILLAR:  That is Exhibit K5.2.


EXHIBIT NO. K5.2:  DOCUMENT ENTITLED “A SIMPLIFIED SCHEMATIC OF GEOTHERMAL V NATURAL AS FOR HEATING/COOLING SYSTEMS”

MR. SHEPHERD:  And the second is the CVs of my two witnesses which were -- they are attached to their evidence, but they have on consent been filed separately.

MR. MILLAR:  K5.3.


EXHIBIT NO. K5.3:  ONTARIO GEOTHERMAL ASSOCIATION WITNESS PANEL CVs

MR. SHEPHERD:  Does the panel have those?

MR. QUESNELLE:  We've got the evidence with the CVs, but why -- we have the separate package, and I don't think we have the schematic.  I say schematic, but the characterization of it --


MR. SHEPHERD:  Perhaps I could ask that the witnesses be sworn, Mr. Chairman.

MR. PASTRIK:  If you'd introduce the witnesses?

MR. SHEPHERD:  I will, if you like.

MR. SHEPHERD:  Can you introduce yourselves?

DR. REITSMA:  My name is Stanley Reitsma, and I'm the director of Ontario Geothermal Association and the president of Geosource Energy, which is a geothermal contracting company.

MR. HATHERTON:  My name is David Hatherton, and I'm retired.  Previously, I was in the business of designing and installing geothermal energy systems for more than 30 years.
ONTARIO GEOTHERMAL ASSOCIATION - PANEL 1

Stanley Reitsma, Affirmed

David Hatherton, Affirmed
Examination-In-Chief by Mr. Shepherd:

MR. SHEPHERD:  Starting with you, Dr. Reitsma, you have a Ph.D. in civil engineering from Queens University?

DR. REITSMA:  I do.

MR. SHEPHERD:  And you taught engineering the University of Windsor, during which time you published numerous scholarly papers and made many presentations.

Tell us about that.

DR. REITSMA:  I taught for six years at the University of Windsor, and held a Canada research chair related to hydrogeology.  My main area of interest was mass and heat transfer in geologic force media in the ground, with a focus on geothermal in the last few years of that research, a passion that I continue today with geothermal research projects on heat transfer at McMaster, University of Windsor, and at Ryerson University.

My interest in geothermal led me to start Geosource Energy in 2004, and I left academia at that time.

MR. SHEPHERD:  Tell us about that.

DR. REITSMA:  At that time in 2004, I was looking at a number of things and it became clear to me that there was a need for geothermal drilling in Ontario, and at that point I started Geosource Energy to do that.

It was something that captivated my imagination, so for more than eleven years, we have been specializing in high quality, high-speed drilling for geothermal systems that allow us to tackle, dependably and safely, many of the geologic conditions that exist in Ontario.

We started with the industry standard of the day, single mud rotary systems, where we typically drilled about 200 feet -- to a depth of 200 feet, and were hard-pressed to achieve more than 200 feet of drilling per day per rig.

We've worked with a Canadian rig manufacturer, and have since advanced to dual and sonic drilling systems, air rotary, collativity, directional drilling, and we can readily achieve depths of 700 feet, and drill up to 1,200 feet a day per rig.

Along the way, I've also had to expand my knowledge on the mechanical side inside of buildings of geothermal, including design, economics of systems, heating and cooling loads and controls.

MR. SHEPHERD:  Have you been a witness in a regulatory hearing?

DR. REITSMA:  No, I have not.

MR. SHEPHERD:  Welcome to your first time.  Mr. Hatherton, let me turn to you.  You were in the geothermal business for more than 30 years?

MR. HATHERTON:  Yes, I founded WaterFurnace, which I think it's fair to say has, for most of the last 35 years, been one of the industry leaders in geothermal systems.

Actually, I founded it twice; first in Canada in 1980 with my wife, Frances, and later in 1983 with Dan Ellison in Fort Wayne, Indiana.

A few years later, I came back to Canada to operate my Canadian company, WaterFurnace Canada, which later merged with WaterFurnace International.

I became vice-president of industry and government relations with WaterFurnace, and instigated the $ten0 million DOE-EPA utility-funded geothermal heat pump consortium in Washington in 1983.

I briefly worked as a consultant for ClimateMaster and Excelon Energy Services out of Philadelphia, and then retired for the first time.  In 1999, my wife and I set out Extenergy -- out of boredom, probably -- a geothermal sales and distribution company which I ran for about ten years, and then sold it and retired.

MR. SHEPHERD:  You've also been active in the industry in both countries?

MR. HATHERTON:  Yes.  When we started this business in the late '90s, there wasn't any associations or standards or -- you couldn't go to school and find out about it; there wasn't anything there.

So those of us that believed in it decided to take on that responsibility.  For example, the technical standard that is used in both Canada and the U.S. today for geothermal installations was created in 1990. I wrote the first draft.  It has evolved over time, and now is a sophisticated ANSI-CSA joint venture standard; so it is the North American standard.

That just happened.  I can't claim any credit for that current standard, though.  That's been taken on and has an energy of its own.

As the industry grew and matured, others turned our first fairly rudimentary set of engineering rules into a comprehensive set of principles and rules nor geothermal installations.   Much of it was originated in Canada, but ultimately was adopted in the U.S. as well.

MR. SHEPHERD:  And, Mr. Hatherton, have you ever been a witness in a regulatory hearing?

MR. HATHERTON:  No, I have not.  I appeared once at a congressional committee hearing in the U.S. for the funding of the geothermal heat pump consortium, but I don't think that's the same thing.

MR. SHEPHERD:  Mr. Chairman and members of the Panel, my witnesses are experts in their field, but they are not here providing independent expert evidence.  They are here to describe to you from their personal knowledge, rather than their expert knowledge, the capacity of the industry to provide energy to communities in Ontario and the benefits that that could produce.

Therefore, I am not asking that they be accepted as expert witnesses.

MR. QUESNELLE:  Understood.  Thank you, Mr. Shepherd.

MR. SHEPHERD:  Dr. Reitsma and Mr. Hatherton, was the evidence of the Ontario Geothermal Association in this proceeding, and the responses to the interrogatories on that evidence, prepared by you or under your supervision?

MR. HATHERTON:  Yes.

DR. REITSMA:  Yes.

MR. SHEPHERD:  Do you adopt this evidence as your own?

DR. REITSMA:  Yes.

MR. HATHERTON:  Yes.

MR. SHEPHERD:  Then I would like to turn to you, Mr. Hatherton, and ask you could you provide the Board with a short summary of the message that the Ontario Geothermal Association wants the Board to hear.


MR. HATHERTON:  I'm not a veteran of the regulatory process by any means, but from what I'm told and I've read in the evidence, Union and Enbridge are proposing uneconomic expansions of gas distribution infrastructure into a number of new communities.

They are seeking approvals by the Ontario Energy Board for subsidies supporting those projects.

Without those subsidies, it is pretty clear that there are better options for energy needs of most of the affected communities.

The proposals from the utilities seek a tilting of the playing field in their favour.  They are asking the Ontario Energy Board to pick natural gas over other energy sources for those communities, and to require the existing customers to subsidize the expansion into those communities.

DR. REITSMA:  Perhaps I can add to that.  I did the technical comparisons with natural gas with geothermal.  Without subsidiaries or equal subsidiaries with all technologies and all companies, it is unlikely that natural gas would be the competitive choice to provide energy to the communities listed by the two utilities.

Other fossil fuels would be significantly cheaper, and we've heard from about the propane, although potentially worse for the environment.

Geothermal would still be less costly, but also better for the environment.  It would be unfair to market competitors like the geo-industry and it would be questionable, from a public policy point of view, to provide subsidies to gas expansions where gas is not the best choice to provide energy for the community.

MR. SHEPHERD:  Are you telling the Board that in all cases, natural gas is a less attractive energy technology than others, including geothermal?

DR. REITSMA:  Not at all.  I'm a very practical person, I'm an engineer, and I understand economics and things that can be done.  When all technologies are on a level playing field, there may well be circumstances in which natural gas is the preferred option for some communities.  A town centred around an industry requiring high pressure steam or high heat for drying, temperatures that are well above 60 degrees Celsius which environmentally preferred technologies like geothermal cannot readily supply, may find that natural gas is the logical solution.

In that case, however, any subsidies would be designed to make the natural gas supply to the industry viable.  They would not be designed to pick winners and losers for residential and commercial space and water heating.

MR. SHEPHERD:  Then are you asking the Board to order subsidies for the geothermal industry equivalent to those proposed for natural gas expansion?

MR. HATHERTON:  Again, not at all.  I'm told that this body doesn't have the jurisdiction to do that, and in any case that would seem to us to be a policy decision of the government.

The government is developing a plan to meet its climate-change initiatives and objectives that will, I assume, involve support for environmentally preferred energy sources, such as geothermal.

The government has already announced support for natural gas community expansion, loans totalling 200 million.  As I understand it, this proceeding is about a request from the utilities to get more money on top of that.  The geothermal industry is not asking the Board to provide any subsidies or support.  Whatever the government decides is appropriate, it should be good enough.

MR. SHEPHERD:  Can you then briefly tell the Board what the geothermal industry offers to the communities that are telling the Board they want expansion of natural gas to those communities?

DR. REITSMA:  I've looked at the evidence of the utilities.  The load in the 68 communities they have identified for expansion are almost entirely space heating and water heating.  Geothermal excels at providing those energy functions not only more efficiently than natural gas but with much lower impact on the environment.

At the cost levels being proposed by Union and Enbridge for these communities, geothermal will deliver a similar result, have a lower environmental impact, and leave money left over.

MR. SHEPHERD:  Well, the obvious question is if geothermal is so much better than gas right now, why aren't these communities bringing in geothermal rather than asking for natural gas?

DR. REITSMA:  These communities do have some geothermal, but at a low market penetration.  The reason for that is the same reason they don't have natural gas.  Both technologies are usually too expensive for those communities.

On the other hand, with equivalent support for both technologies to bring them within the cost they can afford, geothermal will usually be the better option.  Cost-effective, better for the environment, and lower long-term cost risk.

MR. HATHERTON:  The problem with both natural gas expansion and geothermal is the high upfront capital cost. Geothermal has the same cost structure as gas, the cost of the new equipment, plus the cost of the pipe in the ground.

The total for geothermal is less, but it is still a lot of money.  We've prepared a schematic to show the comparison, which is now listed as Exhibit K5.1.

MR. SHEPHERD:  I think it is K5.2, actually.

MR. HATHERTON:  Sorry.  What this really shows is -- I can't see the whole thing, but...

MR. QUESNELLE:  It should be on your monitor in front of you as well.

MR. HATHERTON:  Yeah, it's just we're --


MR. QUESNELLE:  Ah, okay.  Can we --


MR. HATHERTON:  -- missing part of it --


MR. QUESNELLE:  Maybe you can reduce the size --


MR. SHEPHERD:  Can you show the whole thing?

MR. HATHERTON:  Reduce the size?  There we go.  Perfect.

MR. SHEPHERD:  You do need to face the mic, though.

MR. HATHERTON:  Pardon me?

MR. SHEPHERD:  You do need to face the mic when you're --


MR. HATHERTON:  Oh, sorry.  See, never been to a hearing before.  There you go.

What this really lays out is it's just a simplified -- we're trying to simplify the comparison between the two technologies, and they're quite similar.

If you take a look at it, the natural gas and then the geothermal, they are providing heating.  Natural gas provides heating.  They have to add outside air-conditioning unit to provide following cooling.  With geothermal, heating and cooling is standard, it is just part of the process of a heat pump.  They might as well heat -- they heat one way, they might as well cool the other way.  It is just a matter of reversing it.

On the -- what they -- what the natural gas needs is a furnace or combustion boiler, whatever that is.  Generally in Ontario they are very highly efficient furnaces that are being put in.  The code is pretty high now.

But with a heat pump we use a compression cycle like a refrigerator.  So what we do is take the heat out of the ground with it, and we do it at a very high efficiency, about between 4 and 5 to 1.

So for every unit of energy that we consume, we deliver four to five to the house, four from the earth -- up to four from the earth, three to four from the earth at the home so you don't have to pipe it from somewhere else.

The common elements are pipe in the ground and pipe in the ground.  We use basically the same pipe as a gas company, but we just put ours in the yard and take the energy out.  The gas company has to bring it from somewhere else and bring the energy to the house.  We're just -- we're already there.

The two fuels, as I call them, are natural gas and thermal energy.   The thermal energy is just an inherent capability of a heat pump or a refrigerator, take heat from one place and move it somewhere else.  So what we do is put a really big refrigerator in, and we move the heat from the yard into the house, and with our grid it is very efficient.

Both technologies require electricity.  Electricity is already at the house.  Gas furnace requires it for its fan.  It also requires it for cooling.

The -- a heat pump also can heat domestic hot water.  It is inherent in the technology also.  You just can basically switch it over.  Instead of heating the house you just put all the heat in the hot water tank and we can actually cool the house, and while we're cooling it, instead of throwing the heat outside, we put it in the hot water tank.  So that's really the comparison between the two.

MR. SHEPHERD:  Thank you.  So go on.

MR. HATHERTON:  Okay.  The problem with both natural gas and geothermal is the high upfront cost.  Geothermal has the same cost structure as gas, the cost of the new equipment plus the cost of the pipe in the ground.  The total for geothermal is less when you are expanding into rural areas.  But it's still a lot like -- I already did this.  Sorry.  I'm just not used to this.

What the municipalities and the utilities appear to be saying is that they can only afford gas if 50 to 80 percent of those big upfront capital costs in the ground are borne by others, like existing ratepayers.  If the cost of the communities -- of their new energy source is going to be reduced by 50 to 80 percent, geothermal is not only just as good, it's better.

MR. SHEPHERD:  Okay.  An organization called the Canadian Geoexchange Coalition has written a letter to the Board saying that geothermal is not cost-effective in Ontario under the current industry structure; can you comment on that?

MR. HATHERTON:  Let me start.  I've known Danny Tangay since the CGC was started in 2003, and in fact provided training materials to the CGC at the beginning.

The CGC was set up by the industry and by the federal government to ensure that the installers putting in the systems under the federal Eco Energy Program were trained in geothermal design and installation.

Danny did a lot of good work for the geothermal industry in the past, but with the demise of the Eco Energy Program his role has been less prominent.

Just as I am no longer at the centre of the industry because I am retired, Danny no longer speaks for the geothermal industry.  This is seen in the two key things he talks about in his letter.  He says that the geothermal industry should move to a utility model where we supply energy functions -- heat, in effect -- rather than ask people to pay for expensive installation.

That is true, but it is the OGA that has been discussing the utility model with the Ontario government and others, and has been doing so since long before Mr. Tangay raised the possibility.  Similarly, he says the training should be done in partnership with colleges and universities.  The OGA agrees, but is already through HRACI, Heating Refrigeration Air Conditioning Institute, working with the Ontario Ministry of Training Colleges and Universities, to establish more robust certification programs in Ontario.  And I may add that they're being based on the new international standard, which is the CSA ANSI standard that's been approved now between both, it is a bilateral agreement across North America.

Similarly he says the training should be done in partnership with colleges --


MR. SHEPHERD:  Sorry, sorry --


MR. HATHERTON:  The OGI agrees, but it's already through HRACI, da-da-da-da-da-da.

MR. SHEPHERD:  Uh --


MR. HATHERTON:  Mr. Tangay says the natural gas expansion would be preferred to geothermal to Ontario.  Not is he only incorrect, but I don't know of one geothermal company in Ontario, including any of the CGC's members, Ontario members, that would agree with him.  I would love to ask him publicly whether his members support the views expressed in his letter, but I can't.  He isn't part of this proceeding.

MR. SHEPHERD:  How is he incorrect about the competitiveness of geothermal?

MR. HATHERTON:  In a green field application where there is no natural gas infrastructure, geothermal will be less expensive and do better for the environment, for most space and water heating and some other applications.

The cost of the pipe in the ground is much less for geothermal; the cost of the mechanical equipment in the basement is similar.  And the long-term cost of the energy inputs -- in our case, thermal energy from the property and electricity -- is usually lower.

It is only if you don't count the cost of gas pipes but you do count the cost of geothermal pipes that geothermal is more expensive.

DR. REITSMA:  One of the benefits of decarbonizing the Ontario electricity sector is that it becomes easier to move to a low carbon future in this province.  Geothermal is the most efficient way of using electricity for heating and cooling.

Natural gas space heating emits about ten times as much carbon into the atmosphere as geothermal, and that's before counting upstream methane emissions.

In a low carbon future, expansions of natural gas infrastructure are usually going to be worse and more expensive than the current geothermal infrastructure.

MR. SHEPHERD:  Do you have anything to add?

MR. HATHERTON:  No.

MR. SHEPHERD:  In that case, Mr. Chair, my witnesses are available for cross-examination.

MR. QUESNELLE:  Thank you, Mr. Shepherd.  Mr. Elson,  Environmental Defence will be first, please.

MR. ELSON:  Here we go, my light is on.

Thank you, Mr. Chair.
Cross-Examination by Mr. Elson:

MR. ELSON:  Panel, my name is Kent Elson, and I represent Environmental Defence, and I'll be asking you some questions and makings a couple of references to your evidence, but not just yet.  But that will come up on your screen when it does.

I'd like to start by asking you about the benefits of geothermal and just to sort of go through those and enumerate them, so they are a little bit more clear.  The first obvious benefit is that it lowers, you know, monthly or annual energy bills; is that right?

DR. REITSMA:  Yeah, based on our analysis of the typical home, let's say a 1,500 square foot home, if we would use air-conditioning, say, a CR rating of 21, so a good air-conditioner and an efficient furnace, the cost of geo with good quality equipment would be comparable or less in today's rate base.

MR. ELSON:  Well, perhaps if we could turn up the page 36 of the OGA evidence.  As that page is being pulled up -- oh, here it is.  This is the operating cost comparison and I believe, Mr. Reitsma, you sort of led this -- the preparation of this document?

DR. REITSMA:  I did.

MR. ELSON:  And this talks about the annual costs of an average home and provides a couple of scenarios, yes?

DR. REITSMA:  Correct.

MR. ELSON:  And one of the scenarios would be to compare natural gas without carbon pricing and geothermal based on a two-stage heat pump, and the difference there is that geothermal is about $400 cheaper than natural gas?

DR. REITSMA:  Correct.

MR. ELSON:  And so that's about a 33 percent savings?

DR. REITSMA:  Sounds like it, yeah.

MR. ELSON:  But we know that cap and trade is going to increase the cost of natural gas, right?


DR. REITSMA:  That's what we're hearing.

MR. ELSON:  And you expect that variable speed heat pumps will become more standard over time, right?

DR. REITSMA:  Absolutely, yes.

MR. ELSON:  So a better comparison is between natural gas with a carbon cost and geothermal with a variable speed heat pump.  And in that comparison, geothermal is roughly $800 cheaper a year?

DR. REITSMA:  That's right, yeah.

MR. ELSON:  And so if Union is forecasting ten,000 conversions approximately, over that many customers, the savings would be about $8 million per year?

DR. REITSMA:  Yeah, sounds right.

MR. ELSON:  And over ten years, that would be $80 million?

DR. REITSMA:  Yeah.

MR. ELSON:  And over 40 million -- sorry, over 40 years, the difference would be $320 million -- and you don't have to confirm the math.

DR. REITSMA:  Okay, thank you.

MR. ELSON:  But so far we've only been looking at operating costs.  Of course, there are capital costs and I will circle back to that in a discussion of the overall cost-effectiveness.

But again, just looking at the operating costs, geothermal is far less expensive than natural gas, right?

DR. REITSMA:  That's correct.

MR. ELSON:  In other words, it results in significantly lower monthly or yearly energy bills?

DR. REITSMA:  That's right.

MR. ELSON:  And that's what customers want?

DR. REITSMA:  Absolutely.

MR. ELSON:  So I understand that the expansion of geothermal also creates a number of significant benefits to the economy, and so this will be the second area of benefits that I'd like to talk about; is that fair to say?

DR. REITSMA:  Okay, yes.

MR. ELSON:  And the Board regulatory documents sometimes refer to these as stage 3 benefits, so if you hear that term, that's referring to the sort of a spin-off economic benefits.

And just as an example, the installation of geothermal equipment requires labour and so it creates jobs, right?

DR. REITSMA:  Correct.

MR. ELSON:  And when customers came are save money on energy, they can spend that money elsewhere in their communities, right?

DR. REITSMA:  Presumably, yes.

MR. ELSON:  And again, those savings are higher for geothermal versus natural gas?

MR. HATHERTON:  Yes, they're higher, and the one thing that's apparent and really obvious with geothermal is it's primarily labour.  You know, it's excavating, drilling, sheet metal, electricians, plumbers -- you know, about 60 percent, I think it's something around 60 percent of the total installation is labour.

And it's all local and it has to stay local.  And the energy is local so it -- yes, only probably 20 percent of the cost of the install would be any type of imported product, and that wouldn't have to be the case.  We could always make them, if came down to it here; I've done it before.

MR. ELSON:  So these kind of things generate economic activity, of course.

MR. HATHERTON:  Yeah, huge.

DR. REITSMA:  Yeah.

MR. ELSON:  If you are wondering if why I'm asking you to say yes when you nod your heads, it's because there is a transcript that gets made and --


MR. HATHERTON:  Oh.

MR. ELSON:  The third benefit that I wanted to talk about is the benefits to the electricity system.

I understand from your evidence that that geothermal helps dampen summer peaks.  Is that fair to say?

DR. REITSMA:  Yes, the efficiency gains of the heat pump over conventional air-conditioning reduces summer peak.

MR. ELSON:  And Ontario is very much a summer peaking jurisdiction?

MR. HATHERTON:  Yes, and another thing that does happen with geothermal heat pumps is that as it gets hotter outside, air source units actually put out less and use more energy.

Geothermal loops really don't change much in temperature.  So they always think it's cool outside when they're cooling, so they just use less energy and they have more capacity.

MR. ELSON:  So that factor further dampens the peakiness of the electrical --


MR. HATHERTON:  Substantially.

DR. REITSMA:  And the other I thing we should mention, particularly with rural communities, is that we're look at also electric water heaters in many of the homes.

With geo systems, we can provide a hundred percent of the domestic hot water and further reduce the demand.

MR. ELSON:  I understand that reducing the summer peaks would take stress off the electricity distribution and transmission systems.

MR. HATHERTON:  Yes.

MR. ELSON:  And those systems are built to meet peak demand, so a drop in peak demand could negate the need to expand or reinforce an electricity system?

MR. HATHERTON:  Yes.

MR. ELSON:  And that would save ratepayers money?

MR. HATHERTON:  It should, yes.

MR. ELSON:  And power is most expensive during the peaks, so reducing those peaks could reduce commodity costs?

MR. HATHERTON:  Logically, yes.

MR. ELSON:  I'd like to move on to another benefit of geothermal -- I'll call them potential benefits -- which would be the reach that geothermal has.

Would it be fair to say that geothermal is not constrained to its proximity to the natural gas network?

DR. REITSMA:  That's correct, it is all local, right with the building.

MR. ELSON:  And natural gas expansion has to go community by community, right?

MR. HATHERTON:  Yes.

MR. ELSON:  And once a pipe is laid out to a new community, that opens up a new group of potential customers when you're talking about natural gas?

DR. REITSMA:  Yes.

MR. HATHERTON:  Correct.

MR. ELSON:  But the potential customers for geothermal don't have that constraint.

MR. HATHERTON:  No, you can put them pretty much anywhere.

MR. ELSON:  So if there are communities that are too far away from the natural gas pipeline to be served economically, they could still could potentially be served by geothermal?

DR. REITSMA:  That's correct.

MR. HATHERTON:  Yes.

MR. ELSON:  We've also heard about a concern for the use of geothermal in communities with less than completely reliable electricity, particularly in the north.  One solution is obviously to improve the reliability of the electricity system, which I believe is in process, and I'm not going to ask you about that, but in addition to those efforts, do you have any comments on how electricity reliability can be addressed in the case of geothermal?

DR. REITSMA:  Well, there are a couple of things.  There was some question about what happens with geo systems when the power goes out and can we still provide heating, in particular.

MR. ELSON:  Mm-hmm.

DR. REITSMA:  There are a couple options for that. What I should mention, though, of course, is gas furnaces don't particularly work well without electricity either, so that is a -- the same situation, potentially.

Geo has a couple options.  One, of course, is if we can improve the reliability, certainly the geosystem will be reliable.  The other part of geo that works very well is there is an ability to store, do thermal storage, and in that process we could provide, you know, some level of heat for a period of time if power was out.  And potentially also use of backup power with geo would certainly work.

MR. HATHERTON:  The thing with -- also, many of the rural communities, as far as I understand, there is a lot of electric heat, and if you put geothermal in you put much less load on the grid, so your grid, actually, if you retrofitted all the homes, your grid gets three times larger, really, it's your transformers.  Everything ends up working better, and you can use the thermal storage that we're talking about.  If it came down to it, we could actually heat mass tank and heat -- we could do that if it came down it, somebody needed it, you could design your way around the problem.

MR. ELSON:  So natural gas heating also requires electricity to operate and is also susceptible to electricity outages?

DR. REITSMA:  Absolutely.

MR. ELSON:  And for both you could use some sort of backup power?

DR. REITSMA:  Right.

MR. ELSON:  But in addition, geothermal has the option of storing the energy.

DR. REITSMA:  Yes.  I guess you could do that with gas as well.  They just normally wouldn't.

MR. ELSON:  So the last -- I guess this is the fifth benefit that I wanted to go over very quickly, because it is so obvious -- are the environmental benefits.  Perhaps we could turn to page 23 of your evidence.  It will come up on your screen there.  And I just wanted to look at this chart comparing the carbon emissions from a typical home.

And as you said earlier, geothermal produces a mere -- less than ten percent of what natural gas produces.

MR. HATHERTON:  Yes.

MR. ELSON:  I'll move on now to cost-effectiveness, as I said I would.  Earlier we had discussed the operational costs, and now I'll bring in some of the other costs and particularly the capital cost.

Could we turn to page 34.  So this table compares the capital cost of converting from oil to natural gas or to geothermal; right?

MR. HATHERTON:  Correct.

MR. ELSON:  It includes both the pipes in the ground and the customer's own equipment?

DR. REITSMA:  That's right.

MR. ELSON:  And so this would be what you would call, I guess, a sort of greenfield comparison where a community hasn't been served by natural gas already.

DR. REITSMA:  That's right.

MR. ELSON:  And I'd like to look at the bottom line here.  These are the 29 projects that are proposed by Union Gas; right?

DR. REITSMA:  Correct.

MR. ELSON:  And based on this comparison, geothermal would have roughly $5,000 fewer in capital costs, compared to natural gas?

DR. REITSMA:  Yeah, based on my assumptions, yes.

MR. ELSON:  And you've put a number of different scenarios in there, and the $5,000 is a comparison between the forecast customers under Union's plan and then a combination of 75 percent vertical geothermal and 25 percent horizontal geothermal.

DR. REITSMA:  That's correct.

MR. ELSON:  And you think those are reasonable assumptions?

DR. REITSMA:  Yes.

MR. ELSON:  And so again I believe the forecast customers is roughly around 9 or $ten,000, so let's use ten, because it's a round number.

I think that amounts to a difference of roughly $50 million overall of the forecast customers.  That's $5,000 fewer in capital cost and ten,000 customers?

DR. REITSMA:  Okay, yeah, sounds right.

MR. ELSON:  Now, this comparison is based on current technology and current prices.  Can you speak a little bit to what you would expect the price of -- what you would expect to happen to the price of geothermal equipment were there to be achieved greater economies of scale beyond what you currently have now?

DR. REITSMA:  I'd like to address -- I'll let Dave address the equipment side.  I'd like to address the drilling side.  It is something that is my bailiwick.

When we started in the drilling business our prices were higher than they are today.  What we -- and our profitability remains the same, so we've achieved significant increases in performance on the drilling side, which is approximately half the cost for much of these systems, is the loop.

We've managed to get those costs down over the last say 12 years, and we would expect that to continue.  And so the prices that I'm showing here are related to today's prices for what we normally do.  And, yeah, we would expect those to come down with scale and introduction of new drilling technologies, new heat exchangers, new -- other new products that can enter into the market.

MR. HATHERTON:  Yeah, the best analogy on the heat-pump side is in North America there is probably around ten0,000 geothermal systems manufactured by a number of different manufacturers, probably ten real players, and to make a direct comparison, you would want to really go to the -- take a look at air-source heat pumps, because we use pretty much the same components.  We don't have an outside condensing unit.  We have the same unit inside, basically.  We use a compressor, a reversing valve, and all the other components.

But the air-source heat pumps, they sell about four million a year, and their cost is close to 50 percent of ours.  You know, so I can see, as volume builds and we also end up with variable speed units, which mean we used to build almost three different -- 300 different sizes of equipment, because every one had one speed, you know, so you had to do all of this.  With variable, you get down to basically two-size heat pumps.  And they also can heat all your hot water at the same time, so, you know, hopefully, as -- you know, hopefully we get our penetration and our prices drop dramatically.

MR. ELSON:  Thank you.  I'll move on to some comparative risks, and I'd like to ask you about some risks faced by the expansion of natural gas and whether those risks would apply also to geothermal.

So one of the risks relates to conversion rates, and there is an inherent risk that fewer customers will convert to natural gas than predicted after the pipes have been built out to the community, and there is also the specific risk that conversion rates will be lower due to efforts to meet Ontario's greenhouse gas emission reductions because those will require net reductions in natural gas consumption.

And my understanding is that this kind of conversion risk doesn't apply to geothermal; right?

MR. HATHERTON:  I think that where we end up with risk in the industry -- the people that I did business with, the dealer network -- when you put out the spectre to the public that natural gas may be coming, it ends up causing some stalling of geothermal sales, which has happened somewhat, but as far as the risks of uptake, you know, we can do it house by house.

So it is just a different scenario that way.  The energy is already there.  We're not going to end up with, I don't know, what would happen to have a stranded asset loop.  I haven't had that happen yet.  I don't know why you'd do that, but I don't think so.

MR. ELSON:  That's precisely what I'm getting at, which is that with natural gas the pipes go in the ground before you know how many customers are going to convert, but with geothermal you do it on a house-by-house basis, and so there is no risk that once you've built the pipes that there is going to be no conversion.

MR. HATHERTON:  It is a rightful approach.  You can pick any area anywhere -- I don't care if it's in Alaska or in Japan.  We've done all of it, all over the place.  You know, I've never missed.  It's pretty hard to miss the energy.  It is not difficult.  It's right there.

So you can pretty much say, okay, we have an area here with all electric heat.  Well, we just go fix it.  And you just do that spot.  You don't have to worry about that, especially if they have their electric heat, because then you make their grid that much better.  So you can really cherry-pick your projects and where you have problems.  If you have really high greenhouse gas emissions somewhere, you can go in and fix that, so --

MR. ELSON:  Let me talk about another kind of risk that is present for natural gas expansion, which I'll describe as cost risk, and that's the risk that the cost of natural gas will rise and thus reduce the forecast benefit to customers.

Part of this is just the inherent risk of relative prices.  But another part is the impact of cap and trade and how that will impact the cost of natural gas versus electricity.

And so I understand, because geothermal uses less purchased energy inputs, this risk is significantly less for geothermal; is that fair to say?

DR. REITSMA:  So the input for geo to run as electricity?

MR. ELSON:  Yes.

DR. REITSMA:  So the cost risk associated with running geothermal systems is the price of electricity.

MR. ELSON:  And overall, the purchased energy system is less, the cost is significantly less for the purchased energy.  Is that fair to say?

DR. REITSMA:  It is less.  Of course, when you talk about -- and Ontario's grid at this point is largely carbon-free, and so it will not be the risk associated with increasing costs related to -- carbon costs will not increase the price of electricity.

Of course, natural gas is a carbon emitter and so any cost increases in carbon will certainly impact the operating cost of a natural gas system.

MR. HATHERTON:  Right now, our costs are -- we're less to operate.  So if you have an increase in electricity prices, obviously we go up.  But we go up at less of a ratio, because we are already 4 or 5 to 1.

The other, the three or four units, isn't going to change, unless somebody is charging for the thermal energy in your yard, which I don't think -- so I don't see that happening.

So the risk is, you know, if there's lockstep increases in gas and this, they'll stay lockstep.  If gas accelerates more, then we end up with more benefit.

MR. ELSON:  And the last risk I'll discuss is a bit of an X factor, because it's surrounded by a fair amount of uncertainty.  The issue is that we don't know how Ontario is going to meet its greenhouse gas reduction targets for 2020, 2030, 2050.  The gap, we do know, is very large and it may be that gas expansion is inconsistent with those initiatives and ultimately counterproductive.

For example, gas expansion could make future initiatives to reduce GHG emissions and reduce natural gas consumption more difficult or costly.  But again, geothermal does not face this kind of risk because it is so much less carbon intensive; is that right?

DR. REITSMA:  That's correct.

MR. ELSON:  I'll move on to my last few questions and I'll say this is a generic hearing, as you know, and so we're looking at the rules to apply to potential community expansion.  We're not here today to decide whether geothermal is better for the environment, or is more cost-effective or is more or less risky, or provides more or less other economic spin-off benefits.

So I'm not going to ask you whether geothermal is preferable in this specific case, because we're not deciding that today.  But I think you would agree that geothermal is definitely a very strong contender as an alternative to natural gas expansion; would you agree with that?

DR. REITSMA:  I would agree.

MR. HATHERTON:  Yes, I would agree.

MR. ELSON:  And I think you would agree that alternatives such as geothermal should be examined before any subsidies are provided to natural gas expansion, right?

DR. REITSMA:  That's our position.

MR. HATHERTON:  Yes.

MR. ELSON:  And we discussed earlier that the operating cost from geothermal could be $320 million, and less than for natural gas, and the capital cost savings could be $50 million over Union's 29 projects, right?

DR. REITSMA:  That sounds like the numbers, yes.

MR. ELSON:  And so not looking at geothermal as an alternative could have very, very significant financial consequences for consumers.  Is that right to say?

DR. REITSMA:  Yes.

MR. HATHERTON:  Yes.

MR. ELSON:  And it would also have very significant consequence on the environment, is that fair to say?

DR. REITSMA:  Yes.

MR. HATHERTON:  Yes.

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

MR. QUESNELLE:  Thank you very much, Mr. Elson.  Miss Vince?
Cross-Examination by Ms. Vince:

MS. VINCE:  Thank you.  Good morning, my name is Joanna Vince.  I am counsel for the Ontario Sustainable Energy Association, and I just have a few questions for you today.

First, just to pick up where Mr. Elson left off, we're talking about a general framework here, at least OSEA's  position is that alternatives should be looked as when we're considering expanding natural gas.

Your evidence has included quite a bit of information on the cost of geothermal, and what the savings are in comparing to natural gas.

So going forward in a general framework, is it reasonable to ask, for example, the utilities to perform that kind of assessment as part of their assessment as part of their request for expansion?

Is that data that is easy to obtain and include in the assessment?

DR. REITSMA:  My first answer would be yes.  I'm not sure exactly what would be required, but yes, I think that they -- we can --

MR. HATHERTON:  Sure, you know, I think so.  I think it would be kind of a meeting of the minds and figure out -- you know, and figure it out.  You know, it's not rocket science, this stuff.  It's something that I think needs to be done.

I think we've done a bunch of it, but it would be nice to do it on an equal platform, like a level playing field.

MS. VINCE:  So cost of customers, operational costs, install costs, those are all things that could be obtained?

DR. REITSMA:  Yes.

MR. HATHERTON:  Yeah, I think that's all there now, yeah.

MS. VINCE:  And I did want to ask a question.  You say in your evidence that you're not talking about district energy systems.  But I was wondering if you could just touch on that a bit and explain what it is in a geothermal context, and what those benefits are.

DR. REITSMA:  We did not spend much time looking at commercial applications or larger district systems, partly because of the way the evidence was presented in, particularly in the Union Gas case, looking at single homes.

Geothermal is being applied at district level in combination with other types of technologies.  You know, so it provides a very large thermal storage capacity that is hard to achieve with other solutions, and that's usually the role that it plays within a district system that provides that thermal storage capability.

There are some examples.  Hamilton has one with its -- McMaster Innovation Park has a district system.  Enwave had a version of it with their deep loop -- it is slightly different, but it is essentially the same concept with district systems.

The real benefit of a district system with geothermal is load sharing between buildings. One of the things that we find slightly remarkable is the way that most buildings are being operated, where you add heat one place and you get rid of it somewhere else, and they never -- heat recovery is often overlooked or only under-utilized.

District systems that are designed with geo are designed to move heat from one place to another where it's needed, so providing cooling in one place, heating in another place.  And in those cases, and a very good example is Ball State had a very large geo district system, and they are achieving what we call coefficient of performance, COPs, of upwards of over ten because they are doing the double benefit of cooling and heating at the same time.  So you are getting -- you are getting twice the value for your energy inputs.

MR. HATHERTON:  A really simple -- it is a thermal battery.  You can just charge and discharge it however you choose.  You can do it through a district system, but a real simple way to explain it is an ice rink with a swimming pool.

There are quite a few facilities now that actually they take the heat out of the ice, and they heat the seats and the pool -- the seats where the people sit, and the excess actually goes into the swimming pool.

So it kind of throws people off, but you can actually make ice and keep your butt warm, and watch a hockey game and go for a swim in the pool, instead of taking the energy out of the ice and throwing it outside.

It really reduces -- it is a dramatic.


And you could do that in a subdivision in an industrial way, where you could just retrofit a whole area and move all of the energy throughout the thermal battery, you know, back and forth, depending what the loads are.

It gives you a real opportunity to do that that you just -- I can't find anything else that can do that.


So from that point of view, it's on-demand renewable.  As a battery it works.  It has a lot of flexibility.

MS. VINCE:  And so for a system like that, would the environmental benefits be similar to what we're seeing for the individual homes that we've been discussing?

MR. HATHERTON:  Well, it would be even more so.

DR. REITSMA:  Absolutely, because you are eliminating or reducing the consumption of gas.

MR. HATHERTON:  Well, the thing -- as you mentioned, Ball State, with a COP of ten, that's just --


DR. REITSMA:  Well, a Ball State, they actually eliminated a coal-fired district heating system and put in geo, and they show a picture of a big smokestack right behind a bunch of drawings, and they showed it a few years later where the coal pile is gone and there is nothing to be seen except a blue sky, I guess, was the -- you know, the -- the intention is to start replacing the fossil fuels with on-site energy that we have.

MR. HATHERTON:  What happened, the engineer that did Ball State -- and I'll be real quick -- he just got a contract with Chrysler -- or Ford, Ford, sorry, it was Ford -- to retrofit all of their manufacturing to geo.  That's a huge -- that's a huge thing.  And that's going to be district.  That will be district-based, where you can have a lot of loads that can be shifted into different areas, and, you know, he's very good on that.

MS. VINCE:  Right.  And I know you didn't do the assessment for the purpose of your report, but in general is it more cost-effective than natural gas?  Do we see the sort of same differences in price we saw for the --


DR. REITSMA:  For -- I can speak very -- in very much detail on certainly the economics of -- and the savings related to commercial and multi-residential, which is our  -- 90 percent of the projects that we do are those type of buildings, there are significant savings.  I was trying to do the math this morning to figure out how much did geo source actually do on its own in terms of savings.  It's about in range of 75 cents a square foot per year for multi-residential buildings.

It is a savings of switching from what we call a conventional system, which is a cooling tower and a boiler, gas boiler, to geothermal, and a big part of the savings is not so much the savings in the energy related to gas, because gas is very -- well, it's inexpensive.  It's -- you know, as we all know, it's cheaper than it's ever been, I think.  The -- it is the savings on maintenance of cooling towers and all those costs, which cooling of these bigger buildings is a very significant cost, and that's where we're seeing -- geo at this point is penetrating fairly well in the multi-res sector.

MS. VINCE:  Those are all my questions.  Thank you.

MR. QUESNELLE:  Thank you, Ms. Vince.  Mr. Ferguson?

MR. FERGUSON:  We'd arranged to go last.

MR. KEIZER:  Mr. Chair, if I may, just before we go to the next questioner, may I raise a point?

MR. QUESNELLE:  Yes.

MR. KEIZER:  One is a particular concern with respect to the nature of some of the cross-examination this morning, which in my view is not cross-examination, was more in the line of a friendly cross, and should be taken by this Board as being more of direct evidence than that of cross-examination.

MR. QUESNELLE:  Okay, noted.  Thank you.  Mr. Elson?

MR. ELSON:  I have a slow button here.

If my friend had had objections to my questions, I could have rephrased them.  I can't re-ask them now, of course.  You know, I don't -- I think the Board will have to take the answers into consideration, of course, but all I would add is that, you know, part of what we went through was already in the evidence of these gentlemen, and I don't think I was putting answers in their mouths, in other words, which would be a concern that I could understand and I don't believe existed in this particular case.

MR. QUESNELLE:  Thank you, Mr. Elson.  The Board notes the submissions.

MR. KEIZER:  I think the only way my friend could have asked the question differently is by virtue of the direct examination.

MR. QUESNELLE:  Just, Mr. Keizer, I think, remember what we are doing here.  We are building a framework, and we are looking at getting information.  If there is any cross from your client to the witnesses, it's welcomed.  If there isn't, there isn't.

Okay.  Mr. Cass, anything from Enbridge?

MR. CASS:  Thank you, sir.


Cross-Examination by Mr. Cass:

MR. CASS:  Panel, my name is Fred Cass, and I'm a lawyer for Enbridge Gas Distribution.  I have a few questions for you today.

It's my understanding that in developing energy and cost numbers in your evidence you used an analysis tool called "Geo Designer"; is that correct?

DR. REITSMA:  That's correct.

MR. CASS:  And I think, in fact, it's referred to on page 35 of your evidence.  There is nothing specific about page 35 I intended to refer to, but that Geo Designer is mentioned on page 35.  Is that correct?

DR. REITSMA:  Yes, that's correct.

MR. CASS:  And as we see there, it is from a company called Climate Master?

DR. REITSMA:  Correct.

MR. CASS:  And further down on the page we can see that Climate Master is a manufacturer of electric heat pumps; is that correct?

DR. REITSMA:  That's correct.

MR. CASS:  And so this is a sales development tool from Climate Master; right?

DR. REITSMA:  This is a design tool.  It is not a sales tool.  It is a design tool, so it calculates the amount of energy required for billing, and based on that, weather data and so on, it calculates how much heat and cooling loads are required for that building, and from that it calculates what -- based on rates of utility inputs, what the cost would be to run a heat pump versus a natural gas versus propane, whatever system you put in for homes, for single homes.

MR. CASS:  Well, it is my understanding that Climate Master does not warrant the accuracy of results from using the model, the tool; correct?

MR. HATHERTON:  Yeah, that's probably correct.  I was involved in the work on that at the original stage of it, so I think I'm fairly familiar with it.

MR. CASS:  Thank you.

Just moving quickly to another area.  There's an efficiency measure used for appliances like gas furnaces, the AFUE, if I have that correctly.  It is Annual Fuel Utilization Efficiency; are you familiar with that?

DR. REITSMA:  I don't think I've seen that.

MR. CASS:  You are not familiar with that.  Okay.  Well, my suggestion to you was going to be that there is no equivalent measure for a ground source heat pump, but I assume if you don't know AFUE then you can't --


DR. REITSMA:  Can you explain it to me, or is that -- that's okay.  I don't --


MR. CASS:  Okay.  So you are not able to help me then any further as to what --


MR. HATHERTON:  Well, I can probably help you.

MR. CASS:  Okay.

MR. HATHERTON:  I do understand what AFUE is, but to say that there is not a standard in place for ground source heat pumps would be inaccurate.  American Refrigeration Institute, ASHRAE, all have standards that apply very similarly to what would you would rate a furnace at.

MR. CASS:  Yeah, no, I wasn't suggesting there is no standard --


MR. HATHERTON:  That's a --


MR. CASS:  -- I'm just saying there is no equivalent standard to the AFUE for --


MR. HATHERTON:  Well, we don't burn anything, so it is -- it is a different way of doing it.  There's a different standard.  It's a refrigeration device, not a combustion device, so they have different parts of ASHRAE that put out those ratings.

MR. CASS:  Right.  It's a different way of doing it.

MR. HATHERTON:  Yes.  Same but different, same results, I guess.

MR. CASS:  Now, in your examination-in-chief you referred to an organization called the Canadian Geoexchange Association.  It is my understanding that the Canadian Geoexchange Association recommends that ground source heat pump systems should include a peaking heat source; is that your understanding as well?

DR. REITSMA:  Well, it's the Canadian Geothermal Coalition.  It may recommend that.  It's not something that we would recommend.  Geothermal heat pumps can easily provide, if sized properly, ten0 percent of the heating and cooling load of a building.

The only reason they use backup, if you want to call it that, is in the case of -- it's not auxiliary, it's backup heat in the event that something were to fail and you needed emergency heat.

MR. CASS:  Okay.  Well, perhaps we could come at it this way:  When you're doing a geothermal installation and you are replacing a natural gas furnace with a ground source heat pump, what would be the typical heat output rating, BTUs per hour I think is the measure that's talked about in the evidence, for the furnace that you remove?

DR. REITSMA:  For geothermal, because the cost of increasing the size of the loop and the heat pump equipment is sized very carefully with the building, much more so than with gas furnaces -- I think what you're getting at here maybe is that gas furnaces are often sized larger than heat pumps are, at least, and the intention with sizing heat pumps is to meet the demand of the building, not oversize.

MR. CASS:  I see.  So the answer to my question then would be the typical heat output rating of a gas furnace that you would remove when installing a ground source heat pump would be what?

MR. HATHERTON:  Well, I think Stan is alluding to the fact that, you know, we have fairly good heat loss programs that are available to us now.

Generally, if -- in a gas furnace installation, the unit is substantially oversized for what the real requirements are for the home, because there really is no cost differential, very little cost differential, with a larger gas furnace, because you have the pipe coming in the building.

So we do a heat loss/heat gain calculation and we match the amount of heat required for the design characteristics, the design characteristics of the home and of the heat pump based on outside weather data that's used to design systems to heat homes.

We just match it closer.  With variable speed units, we can match ten0 percent of the load.  The only time you'd use the electric resistance is if you had a compressor failure.

MR. CASS:  I've heard your comment about the extent to which you believe that gas furnaces are correctly sized.  My question to you is simply what is the BTU output that you are referring to in relation to these gas furnaces.


MR. HATHERTON:  That's not a valid argument really, mainly because the gas furnace that's in there is going to be replaced with a heat pump and it's based on heat loss.  We don't -- we don't dedicate our sizing criteria based on existing equipment that's in the building, because we don't know that it's correct.

MR. CASS:  No, the number that you use in your evidence for analyzing ground source heat pumps is 36,000 BTUs per hour.  I'm trying to get a comparison point from you as to what a gas furnace would be that you'd be replacing.

That's all I'm asking.  What would the number be for the gas furnace that you'd be replacing?

DR. REITSMA:  I'm going to say from what we've seen, is probably that gas furnace is potentially in the range of 50,000 BTUs per hour.

They are often oversized, and the reason is again it is very inexpensive to provide more capacity than you need.

MR. CASS:  Right, and it is quite expensive to provide higher capacity for geothermal, right?

DR. REITSMA:  It would be as expensive as adding more gas pipe, to over-size your gas pipe.

MR. CASS:  What over-sizing of gas pipes are you referring to now?  We're talking about --


DR. REITSMA:  I'm suggesting that the infrastructure behind is where the cost it.

The geothermal loop is the infrastructure for the energy.  That will cost more to put more capacity in the ground and if it's underutilized, it's not cost-effective.  It's no different than oversizing your gas infrastructure.

MR. CASS:  What is the geothermal heat pump market share where natural gas is available?

MR. HATHERTON:  Very little.

DR. REITSMA:  It's low.

MR. CASS:  Thank you.  Now in your -- sorry?

MR. HATHERTON:  Except in commercial.

DR. REITSMA:  Commercially we're seeing an increased uptake and that penetration is probably in the few percent range.

MR. CASS:  All right.  So commercial would be in the few percent range, and the rest would be less than that?

DR. REITSMA:  In suburban -- yes.

MR. CASS:  Thank you.  Now, in the analysis that you've presented in your evidence, you have used energy rates, of course, for inputs of electricity and also for comparison to gas.  Where did you get the rates from what you used?

DR. REITSMA:  The gas rate I took from the Union Gas evidence, based on their amount of gas that they were -- for their typical house of 2,200 metres cubed per year, and the cost of about $800.

So I used that number, and it comes out to 26 cents a metre cubed for that size of house.

The cost of electricity is based on -- and there is two different -- well, there is one -- there's looking at moving forward with fixed rates on electricity distribution, and so we looked at the cost of generation which, with time of use, averages out to 13.5 cents a kilowatt hour.

MR. CASS:  And where did you get that from?

DR. REITSMA:  From Ontario -- from IESO's website as the prices of power.

MR. CASS:  One final question.  Are there currently government grants or other support available for ground source heat pump installations?

DR. REITSMA:  There are none.

MR. CASS:  Thank you, Mr. Chair.

MR. QUESNELLE:  Thank you, Mr. Cass.  Mr. Ferguson.

Cross-Examination by Mr. Ferguson:


MR. FERGUSON:  Good morning, panel.  My name is Carey Ferguson.  I am actually here wearing a few hats this morning.  I am here representing GreenField Specialty Alcohols and Anwaatin, and I will start with my GreenField Specialty Alcohols hat.

Would you agree that there is no industrial customer in Canada with an energy demand equal to 17 million metres cubed that is now served by geothermal in Canada?

MR. HATHERTON:  Industrial?

MR. FERGUSON:  Correct.  Industrial, yes.

MR. HATHERTON:  There isn't, no.

MR. FERGUSON:  There isn't?  Okay, thank you.  And now switching to my Anwaatin hat, would you agree that there is no First Nation community that is currently served by geothermal?

DR. REITSMA:  There are certainly installs on First Nations.  There are not ten0 percent installs of every building on First Nations.

MR. FERGUSON:  So there are no First Nations where the entire community is served by geothermal?

DR. REITSMA:  No, just because of the nature of the systems which becomes the question of earlier, will we have stranded assets.  No, there are one -- we can do them one by one and therefore, there are no ten0 percent geothermal communities, as far as I know.

MR. FERGUSON:  Would you agree that geothermal requires, at least to a small extent, the need for grid-connected electricity?

DR. REITSMA:  Not necessarily grid.  It needs electricity; it doesn't need to be grid.  And in fact, we've looked at systems for some of the First Nations in northern Ontario that are on diesel power generation.  And in that case, it's almost like a co-gen system where we can capture all of the heat of the engine stored in the ground, and use it when we need it.

So it doesn't have to be grid-connected.  It needs power.

MR. FERGUSON:  It needs power, and you would agree that in remote First Nations communities generally, that electricity reliability in those communities is an issue?

DR. REITSMA:  I don't know that, whether it is an issue.  You are telling me it is.  We feel that that should be addressed.  It's not a cost of geo; it's a cost of providing good quality electricity to those places.

However, the question is then today if they're on electric heat, are they suffering dramatically from loss of heat during the winter?  I don't know the answer to that.  The difference would be with geo is if we had, for example, back-up power, we would only need 25 percent of that power to provide all the heating for building, as opposed to resistive heating, which would remain ten0 percent.

MR. FERGUSON:  The question was whether you agree that there was electricity unreliability in First Nations communities.

DR. REITSMA:  I don't know that.

MR. HATHERTON:  I don't know that either.

MR. QUESNELLE:  Thank you, Mr. Ferguson.  Mr. Shepherd, any redirect?

MR. SHEPHERD:  No, I have none.  Thanks.

MR. QUESNELLE:  Thank you very much.  Okay.  Why don't we take our -- rather than carry on until one o'clock, I think we'll take our lunch now and start with Union after lunch.

So why don't we return -- thank you very much, panel, by the way for your responses this morning.

We'll start at one o'clock with Union.
--- Luncheon recess taken at 12:00 p.m.

--- On resuming at 1:03 p.m.
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MR. QUESNELLE:  Okay.  Welcome back, panel.

Mr. Keizer, anything we have to deal with upfront or...

MR. KEIZER:  No, we're ready to go.

MR. QUESNELLE:  Ready to go?  Okay, Dr. Higgin, if you could continue your cross from yesterday.

DR. HIGGIN:  Thank you very much, Mr. Chair.
Continued Cross-Examination by Dr. Higgin:


DR. HIGGIN:  Good afternoon, panel.  I'm going to start with just one point that we were discussing yesterday, and that was the question of how you include projects in your program.

Can we look at this exhibit and then perhaps have a follow-up discussion?  So the exhibit is Exhibit EB-2-15-0179, Exhibit A, tab 1, Appendix D, page 1, as the updated.  And it's now on the screen.  Okay?  I think you know what I'm talking about.

Okay.  So if we look at this exhibit, we will see at the top of the table what I call -- we discussed yesterday -- as the criteria that were applied to develop the list of projects.

Am I correct about that, Mr. Okrucky?

MR. OKRUCKY:  Mr. Higgin, I don't think this table actually identifies the criteria that we use to identify projects.  It's a --


DR. HIGGIN:  Okay.  So can you --


MR. OKRUCKY:  -- list -- it's a list of all the projects we identified.  And after the first three or four projects, it's generally sorted in order of declining PI, I believe, natural PI, although that's not necessarily perfectly accurate --


DR. HIGGIN:  Can we just look at the columns here and say:  Were these criterias of parameters that we used to select these projects, so can you just explain that?  Because you said "criteria" and you listed a number of criteria in the transcript.  I'm trying to relate these to the criteria that you listed yesterday in the transcript.

MR. OKRUCKY:  I'm trying to recall the criteria that I listed yesterday in the transcript.

DR. HIGGIN:  Okay, well, we'll have to look at the transcript if you wish.  I wish I hadn't to go there.

MR. MILLAR:  If you bring a page reference you can bring it up.

DR. HIGGIN:  I don't have the actual transcript reference.  I didn't think we needed to go there.

MR. HOCKIN:  Was that a part of -- as we look, was that part of his opening direct, or do you know if it was a question that --


DR. HIGGIN:  It was my question.  I asked you to list -- and I asked you to actually do an undertaking to do a list of criteria, and then you said, no, here's what they are.  And you then went on and told me what all the criteria were.

MR. QUINN:  I believe the transcript reference starts at page 211.  And Dr. Higgin, you can identify if this is the part you're speaking to.  Page 211 of the document, page 203 of the transcript.  203.

MR. OKRUCKY:  I think I'm with you now, Dr. Higgin.  I think I'm with you now, Dr. Higgin.  Sorry.  So --


DR. HIGGIN:  So what I'm trying to do, Mr. Okrucky, is to put what you said into context of this table, and things such as distance from source, annual volume, et cetera, et cetera --


MR. OKRUCKY:  Yes.  So --


DR. HIGGIN:  -- as being the criteria.  That's what I'm trying to link that to what you said yesterday.

MR. OKRUCKY:  Okay, so if you could bring the table back up, the Appendix D table, so there's -- the columns here are, I guess, what I would consider key indicators, and some of these indicators are drivers of volume or revenue and some of them are drivers of cost.

So the purpose of including them on the table was to provide an overall picture of what these projects look like.  Potential customers and forecast customers relate to the revenues that you'll derive or the volumes that will be driven are the attachment forecast, depending on how many forecasted customers you expect will convert to natural gas.

So the forecast customers are those that we would expect would convert.  The potential customers are the number of existing homes and businesses and potential new homes that we are aware of in those communities.

The distance from the source is essentially the distance that you would have to run, in most cases, in many cases, a high-pressure pipeline to get gas from its current source to the edge of town.

That's strongly related, obviously, to cost, because the farther a community is away from the existing system, the higher the cost is likely to be to run a pipeline to that community.

Volumes are, again, factor of the number of customers, as well as the split between residential, commercial, and industrial customers, and then, of course, we have costs captured there, as well as the gross capital cost per potential customer and the natural PI, which is the PI before we've applied any temporary expansion surcharge or any incremental tax equivalent, the TES or the ITE, and then the annual savings was a very simplified calculation of the potential savings based on the estimates Union had filed in this filing, average per customer savings.


And then this next-last set of columns on the right are the number of months that you would require for each of those given PIs, .4, .5, and .6, if you include the TES and ITE in the calculation of the PI, how many months would the community have to pay the TES and the ITE, and if there was any residual aid still required for those projects to get to a PI, of .4, .5, or .6.

DR. HIGGIN:  Thank you.  So to put back the construct, are these or are these not criteria by which you would select projects and evaluate projects?

MR. OKRUCKY:  I guess -- yes, I would agree they all are factors in the economic assessment, and the economic assessment prior to ITE and TES is one of the key considerations on which projects we think would become most viable.

DR. HIGGIN:  Thank you.

Now, my first -- next question is probably the obvious one, and that is you started to talk about this.  So how did the first four projects get to the list?

MR. OKRUCKY:  Like many of these projects -- the vast majority of these projects were identified in response to requests from customers or from municipalities that we're aware of over the past number of years.  Some of those may have initiated many, many years ago and some more recently.

So whether they're on the list is -- essentially comes down to whether we were aware that there was interest in a community.

DR. HIGGIN:  Yeah, but that wasn't my question.  My question was how did the first four get on the list and then you decided to proceed with them further in your program?  That's my question.

MR. OKRUCKY:  The reason that we have proposed that we proceed with the first four initially is because they were near the top of the list in terms of viability and the degree of interest being expressed by the community, so it was a combination of those factors.

DR. HIGGIN:  So you used the word "viability".  Is there a ranking system that you're using to determine viability?

MR. OKRUCKY:  Well, we essentially initially started by looking at what we've called the natural PI.

DR. HIGGIN:  If I look at these, though, there are other projects that have a higher PI, if that's the criterion, than the four at the top.  For example, I know the area, Lagoon City, for example.

MR. OKRUCKY:  Yeah, and as I mentioned, Dr. Higgin, the natural PI was not the only thing that caused us to --


DR. HIGGIN:  No.

MR. OKRUCKY:  -- move a project up.  The degree of interest was also one of those key factors, and for example, Milverton and -- both Milverton and Prince Township, we had, I would say, almost monthly dialogue with people in those communities about, what can we do about this and how can you help us.

DR. HIGGIN:  Okay, thank you for that answer.  I'm sorry that took so long.  I hadn't expected.

Now, let's move on to an area that I messed up yesterday, and that was a reference that I wanted to ask about, and so can we pull up Exhibit S15.Union.BOMA.56.

And the purpose of looking at this was to -- for me to ask you this question:  I'm trying to determine whether you are looking for exemptions to EBO 188 for the CE projects, or relaxing the guidelines -- using the word relaxing, which has been used in here.

So in this particular exhibit, if you look at the text here and go down a bit more, at the end it says in the last part:
"Either EBO 188 guidelines need to be relaxed, or those projects will need to be exempted."
  So that's my fundamental question.  So can you try to explain to me whether or not -- which of the two approaches are you actually recommending to the Board?

MR. OKRUCKY:  We're actually proposing, I guess, a combination.  We're proposing that the minimum portfolio and projects be exempted from EBO 188.  And we're also proposing, though, that the guidelines, the EBO 188 guidelines related to the minimum project PIs, be adjusted.

DR. HIGGIN:  And that's for community expansion?

MR. OKRUCKY:  For community expansion projects, yes.

DR. HIGGIN:  Now if a new subdivision came in for connection, what would -- how would the guidelines work for that application for that new subdivision?

MR. OKRUCKY:  A new subdivision doesn't need the definition that we've provided of a community expansion project.  It is not a project that would provide service to 50 or more pre-existing homes or businesses.  EBO 188 would continue to apply to a new subdivision.

DR. HIGGIN:  So for that, the guidelines would not be relaxed?

MR. OKRUCKY:  Correct.

DR. HIGGIN:  Thank you very much.  So I'd like to go back and talk a little bit now about the TES.  As I segue into this, let's look at the calculation of the TES briefly and that's shown at EB-2015-0173, tab 1, appendix E.

And what I would like to discuss with you is how you describe that.  And this is now -- so that's the calculation, an how you describe it.  An you describe it in evidence at page 1617, which we can try and pull up, of Exhibit A, tab 1, page -- so you describe it.

If we pick it up here at the bottom here, line 16, you describe the purpose of the TES in this evidence.  And then you go on and say, amongst other things, all customers should pay for that, and you outline the differences between a large commercial building and a typical customer.

So you describe how the TES will work.  This just as a segue in, and then you say that they will apply to certain rates.

Okay, can we go down a little bit?

So the question I'm going to come to is this, that you set this rate based on a certain number of assumptions.  I just want to understand those assumptions and get them on the record.

Now, some of the ones that I've seen is a four-year payback or less, which is 3.75 years is the actual; correct?

MR. OKRUCKY:  Correct.

DR. HIGGIN:  Another one was $1,600 per year savings for customers; is that correct?

MR. OKRUCKY:  That was the weighted average savings figure that we were using at the time, yes.

DR. HIGGIN:  Right.  And were there any other factors that went into the calculation of the TES that we should note?

MR. OKRUCKY:  Yes, the up-front conversion costs were a key factor, and the calculation was performed actually based on residential customers.

DR. HIGGIN:  Yes.

MR. OKRUCKY:  Primarily based on the fact that they make up 90 per cent of the potential customers in the communities.

DR. HIGGIN:  Right.  So you talked about the savings and the conversion costs.  So, your evidence talks about that in table 1, which is on page 19 of this evidence.  We should just look at that for a minute.

So just describe to us how table 1 is, and how it relates to the calculation of the TES, please.

MR. OKRUCKY:  Table 1 calculates, for each of the different fuel sources, our estimation of the savings in both Union north and Union south, and based on penetration rates that came out of a market survey that we did that was filed in evidence as an IR response to SEC -- I would have to go and find it, to tell you which one it was.

DR. HIGGIN:  We don't need to go there.

MR. OKRUCKY:  So we've merely then calculated the weighted average, based on those penetration rates, of the savings that would be available to a customer on an annual basis of converting.

DR. HIGGIN:  Right.  Just to complete the picture, there is another table 2 which I'm not going to go to, which deals with the conversion costs, correct?

MR. OKRUCKY:  That's correct.

DR. HIGGIN:  Coming to this table, can we look at the footnotes here that are related to that table, and can we look at number 6, please?  This is underneath and it says:
"The current penetration is based on a 2-11 market share study focused on non-gas residential consumers residents residing in area codes in which natural gas infrastructure exists."

That means to me, correct me if I'm wrong, infill areas, is that correct?

MR. OKRUCKY:  It would include infill, but also those areas that are off-main within those postal codes.

DR. HIGGIN:  Does that include the kind of communities that are distant from the main, such as you're proposing now?

MR. OKRUCKY:  It would capture a number of them, depending on the postal code and the size of the geographical area spanned by that postal code.

DR. HIGGIN:  Right, but it wouldn't include communities that are quite distant from that.

Did you look at that when you did the four -- I believe you did specific surveys, correct?

MR. OKRUCKY:  That's correct, we did for the four, and we would intend to do similar surveys for any further projects before we would proceed.

DR. HIGGIN:  So the point I would like you to respond to is does this represent system-wide penetration?

So go up to the table please and look at the penetrations.  Does this represent the system-wide, or is it a particular subset of the penetrations?

MR. OKRUCKY:  I can't say that it represents the system-wide, Dr. Higgin.  It was the best information that we had available at the time.

As you saw, there was a response to EB-2015-0179 Exhibit B, Bruce South 6 -- B or C, I can't remember which one it was -- where we actually compared those penetration rates in the surveys, and we found that they were different than this table would indicate on an overall average.

So I cannot tell you that this table is representative of the province as a whole, or all the non-serviced areas.

DR. HIGGIN:  Does that not concern you in that the evidence for calculating the TES is based on this table?

MR. OKRUCKY:  Well, the calculation of the TES was done at a relatively high level.  We weren't trying to calculate a TES for every different community, and we know there would be different penetration rates in different communities and the number would change to some extent.  But we didn't think that the payback period would change all that dramatically.

DR. HIGGIN:  Okay.  My last next area I've come to, and I'll move on here quickly, is I'd like to end up by talking about just confirming something, what happens to the TES from a revenue point of view and how the treatment of that is going to be done under your proposal.

So, let's just confirm that in EB-2015-01779, in Appendix G, you have a rate -- sorry, an accounting order that shows the contributions component from the TES; that's correct?  Now it's on the screen.

MR. OKRUCKY:  This is a draft order for the community expansion project --


DR. HIGGIN:  The cost -- can we go to page 2, please?  I'm looking at page 2.  Sorry.

MR. OKRUCKY:  Yeah.  So that's --


DR. HIGGIN:  There we are.  That's the --


MR. OKRUCKY:  Thank you.  That's --


DR. HIGGIN:  -- one I'm trying to --


MR. OKRUCKY:  -- for the TES and ITE deferral account.  Yeah.

DR. HIGGIN:  So can you explain to us exactly how the TES revenue is going to be collected and how then it's going to be disbursed to the ratepayers and so on?  How will all of that work from a revenue point of view?  It comes through the billing system on the bill, da-da-da-da.

How will that work, and how will the ratepayers see a benefit from the TES?

MR. OKRUCKY:  Maybe the easiest way to summarize this is that all the revenue that flows in as a result of the TES and the ITE would be collected in this deferral account and it would be disposed of to ratepayers through our annual deferral proceeding.

DR. HIGGIN:  So how would that -- so that money usually flows as a change in rates as opposed to a rebate.  There wouldn't be a rebate.  Changing rates.  Mr. Hockin, you know this.

MR. HOCKIN:  I guess it can be either.  At the end of the day it depends on how it's disposed of.  I don't know that we have taken the details down into how specifically it would be disposed of.  That would then -- somebody from our rates side of things that were originally part of the 2015 panel, so we are not really staffed appropriately on here to go into the details on that, but the intent really is, as Mr. Okrucky said, is collect the money, dispose of it annually through that process, and that process presumably would have some sort of methodology that would need to do it as a lump-sum or forward adjustment to rates.

DR. HIGGIN:  Thank you very much.

My last question is on an exhibit that is an interrogatory response to one of our interrogatories.  In the EB-2-15-0179 -- not here.  That's Exhibit B, Energy Probe 6 interrogatory response.

I hope they'll pull this up and we can be quick.  This -- just as a -- this deals with the question of the role of DSM and integrated resource planning as it comes to the community expansion program.  This is what this talks about.

I'm sorry it's taking a while to get up.  Can we go and look at the response to part (c), and then I'll go to (e), so part (c), and looking at the text here, just if you would read, the last paragraph in part (c) of the response, this is the response, says:
"If the Board approves your plan you would make them available to potential customers provided..."

And it is the "provided" that I'm going to ask you about.
 "...provided that they have completed an application for service..."

That's already been completed.
"... and provided payment for incentives for any measures are suspended until such time as they have activated their service."

So my question is that means that there is no -- we'll call it a pre-blitz going into the community to try to bring DSM along with the conversions and so on.  There isn't -- can't be, because if the customers aren't going to pay, it would be post-installation; am I correct?

MR. OKRUCKY:  The provision there, Dr. Higgin, is for two reasons:  One is we don't offer DSM programs to non-customers.  So until someone is a customer it would be a little difficult for me to say, yes, I'm going to offer you a DSM incentive.  The second reason is the administrative complexity of actually having to, rather than give customers a credit on their bill, cut a cheque for them, so it is simpler than for us to take that secondary approach.

DR. HIGGIN:  Okay, thank you.

So can we go to part (d), and this is my last bit here -- sorry, part (e), which talks about the IRP study.

Just simple question:  Can you tell us, first of all, the status of that study?  Can you update us?

MR. OKRUCKY:  I can't tell you that I'm completely up-to-date, Dr. Higgin, but I know it is underway, and I believe the time line was June?

MR. KITCHEN:  That's correct.

DR. HIGGIN:  Thank you.  And then the second one is:  Ask the panel, any of you, your views on how the results of this may play into the CE program in future.  Any views on that?

MR. KITCHEN:  Dr. Higgin, at this point I think it's too early to say how it will play in.  We need to get further along in the study itself.

DR. HIGGIN:  Okay, thank you, panel.  I'm sorry I was a bit longer, Mr. Chair.  Thank you for your indulgence.

MR. QUESNELLE:  Thank you, Dr. Higgin.

Mr. Millar.


Cross-Examination by Mr. Millar:

MR. MILLAR:  Yes.  Thank you, Mr. Chair, and good afternoon, panel.  My name is Michael Millar.  I'm counsel for Board Staff.

As I understand your proposal before the Board, if it's approved, you forecast that you'll serve 9,ten7 customers in 33 communities within ten years at a capital cost of $135 million; is that correct?

MR. OKRUCKY:  That's correct.

MR. MILLAR:  And in his cross-examination of you yesterday Mr. Mondrow went over a couple of letters, and I don't propose to go over them again today, but I just wanted to -- in advance of my follow-up questions, there was the letter from the Minister of Energy to the Chair of the OEB from February 17th, 2015; do you recall that discussion?

MR. OKRUCKY:  Yes.

MR. MILLAR:  And then there was a subsequent letter from the Board inviting applications, which you responded to with your application.

MR. OKRUCKY:  Yes.

MR. MILLAR:  Okay.  And you recall those discussions you had with Mr. Mondrow about what is and what is not in those letters?

MR. OKRUCKY:  Yes.

MR. MILLAR:  Okay, now, one of the things that is mentioned in the Board's letter is at least the possibility of a subsidy through changes to EBO 188, and that, in fact, is one of the things you are proposing in your application; is that correct?

MR. OKRUCKY:  I'm sorry, can you repeat that, Mr. Millar?

MR. MILLAR:  You are proposing a subsidy as part of your application.

MR. OKRUCKY:  From --


MR. MILLAR:  Existing ratepayers to new ratepayers.

MR. OKRUCKY:  Yes.

MR. MILLAR:  Or to expansion customers, if I can put it that way.

MR. OKRUCKY:  Yes.

MR. MILLAR:  Perhaps we could turn up Board Staff Interrogatory No. 1, and this was from your original 0179 application.

And you may recall we asked you how much the subsidy was, and you gave it to us as $68 million on a net present value basis?

MR. OKRUCKY:  Okay.

MR. MILLAR:  Do you recall that?

MR. OKRUCKY:  Yes.

MR. MILLAR:  Okay.  And just so I've got that right, that's essentially, in net present value terms, that's the amount of money that existing ratepayers will be subsidizing the new expansion customers; is that right?  I think it might be page 2 of that.  No, Board Staff No. 1.  Yes, there it is.

So, sorry, in case my question has been lost:  That's the amount in net present value terms of the subsidy from existing ratepayers to expansion customers?

MR. HOCKIN:  What I'm struggling with is we had an update, and I'm sure whether or not -- I don't think that 68 million was cap -- is before we had the update, so --


MR. MILLAR:  Do you know what the -- is it a different number or is it close to 68?

MR. HOCKIN:  It is in that order of magnitude if --


MR. MILLAR:  Okay.

MR. HOCKIN:  -- I can call it that.

MR. MILLAR:  I think whether it is 68 or 60 or 80 is not really relevant --


MR. HOCKIN:  Correct.

MR. MILLAR:  -- for my questions.  But that's what that number is showing.  It is essentially the amount of the subsidy in net present value.

MR. HOCKIN:  Correct.

MR. MILLAR:  And as you note further in that interrogatory, if you were to attempt to collect that from as a capital contribution from the 9,ten0 new customers, it would work out to about $7,500 a apiece?

MR. HOCKIN:  Based on the math that's in there, yes.

MR. MILLAR:  And that's a fair chunk of change, you would agree?

MR. HOCKIN:  Yes.

MR. MILLAR:  That's one of the reasons why perhaps these projects haven't gone forward to date?

MR. HOCKIN:  One of them, yes.

MR. MILLAR:  Okay, can we turn to page 39 of your pre-filed evidence in the 0179 proceeding, the updated version?

MR. HOCKIN:  Page number again please?

MR. MILLAR:  39, and that would be 39 of 47, so a couple of pages down here, please.

This is where you discuss the benefits of the proposals?

MR. HOCKIN:  Yes.

MR. MILLAR:  And here we have the net present value of the benefits for the new customers are approximately $313 million, is that correct?

MR. HOCKIN:  Yes, that's the stage 2 calculation.

MR. MILLAR:  And if we look further down, we see that that is net of conversion costs, and it is net of the surcharge as well?

MR. MILLAR:  So the benefits -- we asked you to divide up the costs, what they would be for the new customers,  If you divide those 9,ten0 customers by the $313 million in benefits, I get approximately $34,000 each on a net present value basis.  Would you take that math, subject to check?

MR. HOCKIN:  Your math is 313 million divided by 91 -- what was your number?

MR. MILLAR:  9,ten7.

MR. MILLAR:  9,ten7, that's right.  Yes 34,000 and change.

MR. MILLAR:  That's right.  So one of the things that we've been struggling with is if you look at the value proposition here on a purely economic basis, on an NPV basis, conversion to natural gas would make sense for almost all of these communities with no subsidy at all.  Is that fair to say?

MR. OKRUCKY:  On a theoretical basis, you may be Correct.  But the reality is consumers don't make decisions based on 40-year payback periods or --


MR. MILLAR:  We'll get to that.  But just when I look at these numbers, I see on a net present value basis, you know, I give up $68 million today and then today I get $313 million back.  That's a pretty good deal; you'd agree with that?

MR. HOCKIN:  I don't think that that's a wholesome way to look at it, so let me explain a little bit about the math that's behind the scenes on this.

MR. MILLAR:  I agree, that's not what a ratepayer sees when they're making this decision.  But if you look at how the dollars flow on a net present value basis, that's what you end up with?

MR. HOCKIN:  Your math only works if all the money is available today.

MR. MILLAR:  Right.

MR. HOCKIN:  So if the customers -- if it's a ten-year customer attachment forecast, for example, we would need the aid amount from customer connection in year ten, we would need that prior to construction of the project.  And that's why it's impractical.

MR. MILLAR:  Understood, and I want to get to some of the barriers.  I just wanted to look at -- because when you look at this at first, you think, well, what's the problem here.  Why don't they just pay the money and it will pay for itself, even counting for the time value of money over time, it is a great deal.

So I want to look at why this isn't happening without resorting to a subsidy.  So I've got a couple of ideas of what that might be, following up on what I heard throughout the proceeding and what you have said.

I think before the last panel, it was suggested that it might partially be an information problem.  Is that one of the barriers you see to this getting done without subsidies?  In other words, that ratepayers don't actually understand how good a deal this would be?

MR. OKRUCKY:  No, I don't believe that's the issue.  I mean, what we hear from consumers is really about what's my -- the comparison of my up-front cost versus my annual savings, and how quickly am I ahead.

So they're certainly not looking at long terms like a 40-year economic analysis in making that decision.  It is a much more short term perspective.

MR. MILLAR:  Okay, so the issue is not informational It is a financing problem; is that fair?

MR. OKRUCKY:  There will be a mix, obviously, across a broad range of consumers.  But I believe the ones that are calling us are well aware that they can save a lot of money, and they would have to convert or replace equipment to do so.  It's the up-front aid that is the major challenge that essentially makes it unreachable for them.

MR. MILLAR:  Okay, so its characterize that as being essentially a financing problem.  Would you agree with that characterization?

MR. OKRUCKY:  No, I wouldn't, and I'll tell you why.  There is a reluctance on the part of Canadians to go deeper into debt.  So there may be great financing available, but that doesn't mean that people want to take on the liability.

MR. MILLAR:  Okay.  So they don't want to take on debt, they don't want to take on risk, is that --

MR. OKRUCKY:  They don't want to have more debt.

MR. MILLAR:  Would risk be another consideration for consumers, to the best of your knowledge?

For example, you've done your forecast, but nobody really knows exactly what the price of natural gas would be compared to other fuels in the future.  Your forecast could be wrong and the value proposition might not be what we predict.

Is that something that's in the mind of people looking to convert to natural gas?  Is that a barrier, I should say.

MR. OKRUCKY:  I would say more from a short term perspective, a customer would say the annual savings that I think I'm going to get, are they correct or not?

MR. MILLAR:  Right.

MR. OKRUCKY:  I don't think that most of those customers will say what will those savings be in 15 years, or what would those savings be in 30 years.

MR. MILLAR:  But they do worry, I guess, whether the savings will be as high as they anticipate or predicted?

MR. OKRUCKY:  I would agree with that.

MR. MILLAR:  And that would be a fair concern.

MR. OKRUCKY:  Yeah.

MR. MILLAR:  Nobody knows exactly what the future will hold.

Okay, so if I've understood your evidence, the issues  are -- the barriers, as they exist today, are a reluctance to borrow the up-front capital requirements to get gas service and then, perhaps as a lesser concern, what I've identified as risks, but I -- and by that, what I heard you to say is risks that the benefits will not be as high as anticipated.  Have I summarised that accurately?

MR. HOCKIN:  While he's looking that up, Mr. Millar, can I make one -- I don't think it changes your proposition, but there is a math difference that we need to correct for the record.

The $324 million stage 2 savings is based upon the ten year connection rates, plus some additional customers from years 11 through 25.

So I've just identified that the total number of customers is, in round figures, about 13,000.

MR. MILLAR:  For the purposes of our discussion  here --


MR. HOCKIN:  For purposes of the record, it would be more like $24,000 as your equation as opposed to $34,000.  But I don't think it changes your point, but it changes the numbers for the record.

MR. MILLAR:  Thank you.  It still looks to be about -- the benefits are three times the cost.

MR. HOCKIN:  They're larger, yes.

MR. MILLAR:  Sorry.  We were discussing the barriers and I had suggested two to you, which I think you agreed with, with some modifications.  Are there any other barriers?  What else is preventing this from happening right now under the current framework?

MR. OKRUCKY:  Well, it's the capital cost or the required aid to construction that I think is probably the biggest barrier --


MR. MILLAR:  Right.

MR. OKRUCKY:  -- which I think you've captured.  So I mean there are a number of other considerations for a customer that is going to make a decision to convert or not to convert.

But like I said earlier, I think the primary consideration is what will my annual savings be.

MR. MILLAR:  All right, and you've looked at some ways to address these barriers in your proposals, if everything works out exactly as you predict would alleviate those barriers, and we'd get gas expansion to these new communities, is that right?

MR. OKRUCKY:  Correct.

MR. MILLAR:  And the remedy that you've seized upon is the subsidy from existing ratepayers; is that fair?

MR. OKRUCKY:  That's one of the remedies.  Another remedy is a temporary expansion surcharge --


MR. MILLAR:  Surcharge, yes.

MR. OKRUCKY:  -- whereby those customers can make an incremental financial commitment to making the project feasible, as well as the incremental tax equivalent, so that the municipalities are also making a financial commitment as well.

MR. MILLAR:  The ITE is the smallest piece of that pie; is that fair?

MR. OKRUCKY:  The ITE would be much smaller than the TES, in terms of the total revenue.

MR. MILLAR:  Right.  So the surcharge and the subsidy are the big ticket items in terms of your proposal?

MR. OKRUCKY:  Yes, I would agree.

MR. MILLAR:  And since you proposed a surcharge obviously you think that customers would be willing to pay some surcharge in order to get natural gas service?

MR. OKRUCKY:  Well. we surveyed customers in the first four communities that we put forward in EB-2015-0179, and, yes, they did tell us they would be willing to pay those subsidies for up to ten years, that temporary expansion surcharge.  Something very close to that.  I think we actually asked them about $450 a year, and as it's turned out, we are proposing 502.

MR. MILLAR:  Right.  And that makes sense, because I forget what the annual savings are -- we saw them earlier -- they are something in the range of 1,000 to $1,600 a year.  I forget exactly what they are, but it's significant savings even after the surcharge is applied.

MR. OKRUCKY:  Yeah, the surcharge value was calculated to provide a means for those customers to achieve a simple payback on the conversion or replacement of equipment in their home in under four years, and -- but of course in many cases they would continue paying that surcharge for a longer period of time for up to ten years.

MR. MILLAR:  Right, so in all the options you explored did you look at simply recovering the entire cost, by which I mean the $68 million in net present value that we discussed, did you look at just increasing the surcharge to recover that entire amount?

MR. OKRUCKY:  Early on we did consider what kind of surcharge you would have to charge to recover a much higher proportion of the costs, but you would destroy the proposition that you would have a reasonably short payback period on your investment to convert or replace equipment in the home.

MR. MILLAR:  You would still have more money in your pocket every year if you charged the entire amount through a surcharge; is that right?

MR. OKRUCKY:  That's correct, yes.

MR. MILLAR:  So what -- I guess I'm struggling to see the problem.  If you to go a ratepayer and say, We are going to charge this surcharge.  After the surcharge and all the costs -- and there will be no subsidy -- every year you will have more money in your pocket, so what's the -- what's not clicking here?

MR. OKRUCKY:  Well, customers have to make a commitment of a certain amount of money to convert their equipment.  That could be $4,000, $5,000, somewhere in that ballpark.  Many consumers, when they are about to make a $4,000 or a $5,000 purchase decision, are trying to weigh the benefits and when they will see those benefits, and so in our dialogue with customers we've come to understand that in many cases somewhere around a three- or four-year payback period seems reasonable to them, and if you stretch it dramatically beyond that point they lose interest.

MR. MILLAR:  So they no longer see the value -- to them it is not worth it.

MR. OKRUCKY:  The payback is too long in the future.

MR. MILLAR:  So to them it's not worth it.

MR. OKRUCKY:  Yes.

MR. MILLAR:  And so the solution you propose for that, though, is to have somebody else pay for that; is that right?

MR. OKRUCKY:  The solution we're proposing is that a number of parties are paying for it.  Those expansion area customers will pay for part of that.  Existing ratepayers would pay for part of that as well, yes.

MR. MILLAR:  Is it not reasonable to -- so what existing ratepayers are paying, they're paying $68 million, which is money that the new customers would have saved anyways had they just paid the money themselves; they would have made that money back several times over.

I guess I'm -- just from an economic -- not -- an economic theory, an economic regulation perspective, why is that a good idea?

MR. OKRUCKY:  Well, if we step back and put a little bit of perspective around what existing customers -- the impacts existing customers would have, we're talking about 24 cents a month if we did all 29 projects.  We think that's a manageable amount.  Those existing customers have benefited from those low prices of natural gas for many, many years.  So we don't think that that's an unmanageable amount of money.

MR. MILLAR:  Right, it will be less than they're paying now.

MR. OKRUCKY:  No, no, for the existing ratepayers, their impacts are 24 cents a month.

MR. MILLAR:  I'm sorry.  Okay.

MR. OKRUCKY:  And we don't think that that is an unbearable amount of impact to allow for those broader benefits of these programs, the broader societal and the broader economic benefits, to occur, not only to the community expansion customers but also to the province as well.

MR. MILLAR:  The costs are small, no doubt, but, you know, I could ask all of Union's ratepayers to give me 50 cents, and I'd get a great deal, and it would only be 50 cents, so I think there would have to be more than that it doesn't cost a lot, and, you know, maybe I -- I think I have your answers on this.  I think that it's a helpful discussion --


MR. SIMPSON:  If I could, I think I'll just try to bring a perspective of balance.  When we watched the letters from the Premier to the Minister to the Board and then the broader letter to applicants for proposals to come forward, I think, to Mr. Okrucky's point, we relied on the voice of our customers and the experience of our customer base to try and package something that had balance.

Looking at one element in isolation, you could argue it's imperfect.  Looking on balance I think it meets the need of the province's policy mandates to expand into new communities.

I certainly believe it will meet the needs of new customers in these communities that could attach, and I think it balances a relatively small impact, as Mr. Okrucky's alluded to, for existing customers, so our perspective was one of balance, not one of perfection, but one of balance, and we think, and our customers think, and they've supported it both existing and new at various forums we have alluded to earlier, whether it be of a municipal AMO, Association of Municipalities of Ontario, or the northern association, the customers on both sides of this equation were generally supportive.

MR. MILLAR:  We have any number of letters on the record in this proceeding from existing ratepayers who don't support this, so would you take it -- it is certainly not universally supported by existing ratepayers?

MR. SIMPSON:  Agreed, it is not universally supported, but I do think it's -- in the context of the dialogue we're having today, and with the understanding of balance, I think it's very reasonable.

MR. MILLAR:  Okay, I have your answers for that, so thank you.  Given the time I'll move on to my next area.

MR. KITCHEN:  Just before you do that, Mr. Millar --


MR. MILLAR:  Yes.

MR. KITCHEN:  -- there is one thing that I take from your questions that I think should be pointed out.  It seems as though you are of the view that cross-subsidies are a bad thing.  And cross-subsidies by their very nature are part of rate regulation, postage stamp rates.  For instance, include a certain level of cross-subsidies, customers in Windsor don't use the Dawn-Trafalgar system, but they pay a portion of those costs.  And customers in the Hamilton area don't use the Sarnia industrial line, but they will pay a portion of those costs as well.

So to suggest that there is not already cross-subsidies or that cross-subsidies are inherently a bad thing I think is incorrect.  It is really whether or not those cross-subsidies are undue.  And in our view, the cross-subsidies are not undue.

MR. MILLAR:  Postage stamp -- in theory, every single customer you have has a slightly different cost profile to --


MR. KITCHEN:  That's correct, that is sort of what London Economics was talking about when they said don't let perfection be the enemy of the good.

MR. MILLAR:  Exactly.  That's why you have postage stamp rates, because --


MR. KITCHEN:  Correct.

MR. MILLAR:  -- otherwise you would have 1.4 million different rate schedules.

MR. KITCHEN:  That's right.

MR. MILLAR:  And administratively that would effectively be impossible.

MR. KITCHEN:  Right.

MR. MILLAR:  And the -- the perfect would be the enemy of the good.

Now, you don't really have true postage stamp rates, though, right?  You have different rate classes.

MR. KITCHEN:  No, but rate class -- class rate-making within a class, those are postage stamp rates.  Classes are set based on the customer's characteristics, how they use the gas.  It wouldn't be appropriate to have a residential customer paying for -- in the same rate as an industrial customer.

MR. MILLAR:  But in fact you have different residential rates as well.  You have a north and south --


MR. KITCHEN:  We have north/south, because it recognizes the geographic differences between the areas, but --


MR. MILLAR:  We've recognized --


MR. KITCHEN:  -- within the north the rates are postage stamp.

MR. MILLAR:  Okay.  Thank you for that.  Let's move on.

In response to Schools Interrogatory No. 9 -- maybe you can pull it up if it's handy.  There was a --


MR. HOCKIN:  Which proceeding, sir?  Which proceeding?

MR. MILLAR:  That's a good question.  I think it was in 0179.  I'm sorry, it's not.  It's the current proceeding.  Yes, I'm sorry, it's the current proceeding.

MR. HOCKIN:  And the reference, please?

MR. MILLAR:  Schools 9.

Okay, and there was a question that involved asking you to expand the -- if you were to use the temporary expansion surcharge for 40 years instead of the term that you provide, what would that allow you to do, and you answered that question there, and I think we gave you a bit of a heads-up that we'd be looking at this.

Did you actually rerun the PI calculations using a 40-year temporary expansion surcharge?  Is that how you got to that answer?  I assume you did, but maybe you did this some other way?

MR. HOCKIN:  No, in order to do -- in order to determine that some additional customers would be capable of doing that, we took our list and we just spot-checked the list, and kept adding a couple more as we went to see whether or not adding additional term to the TES would meet the threshold.

MR. MILLAR:  Did you look at it from a perspective to determine which projects, if you did the surcharge for the full 40 years, would get close to the PI actually of 1, of 1.0?  So looked at from the other -- not what gets brought up at the low end, but what actually gets pushed up to 1.0 or close to it at the top end?

(Panel confers)

MR. HOCKIN:  If the requirement was to do a PI of 1.0 with the 40-year TES, then we would have ten projects out of that master list that would make the grade.

MR. MILLAR:  That would get to 1.0 or higher?

MR. HOCKIN:  Correct.

MR. MILLAR:  And I take it those would be the ten that currently have the highest natural PTI?

MR. HOCKIN:  With the exception of one, yes - generally top-down, yes.

MR. MILLAR:  Thank you.  That was very helpful.  Can I ask you to turn -- I had a follow-up question with regard to Elenchus' evidence and I don't know the extent to which -- I assume at least some members of the panel have had a look at it. It was Mr. Todd's report.  Did any of you have a look at that report?

And I don't think you need to be very familiar with the report, because it is really an informational item that I'm after here.

If we could turn to page 4 of that report, and it's not 4 of the PDF but 4 of the document itself.  That's great.

You will see there is something here called a distribution system expansion program.

That's a program that Mr. Todd discussed that took place in the early '80s that involved some manner of subsidies, or funding, or what have you to do some gas expansion.

If you scroll down the page a little way, you will see it says:
"While all three of the major gas utilities operating in Ontario at the time took advantage of DSEP, Northern & Central as, now part of Union Gas, had many different expansion programs being approved, the largest being the North Shore project which developed a lateral that runs from Sault Ste. Marie to Espanola."

I assume that line is operating and in existence to today?

MR. OKRUCKY:  Yes.

MR. MILLAR:  And I think later on -- we don't have to turn to it, but it also discussed -- there was a line for Prince Edward County as well; does that sound right?

MR. OKRUCKY:  I'm not familiar with that one, sorry.

MR. MILLAR:  With this particular project, and I am simply curious -- this is about 30 years ago now.

Do you have information on what the penetration rate would be with respect to that expansion?   Like, how many people along -- of the available homes actually connected to that?  Is that something that can be determined, or is that now kind of --


MR. OKRUCKY:  Not without some form of a survey.  I mean, there are two issues that are embedded there, Mr. Millar.

The first one is that that line was installed, let's say it was 30 years ago.  There have been countless main extensions installed off that line, so I can't tell you if -- even if were to go out and count all those customers now, I'd have to know exactly when the main was installed to say, well, was it part of that system or part of subsequent systems.

So the only way we could capture a penetration rate for that area specifically would be if we did a survey, and I'm not sure that the penetration surveys we've done have gone to -- I can tell you they have not gone to a system or subsystem level.

MR. MILLAR:  That's fine.  I thought if there was an easy answer to that, it would be interesting information to have.  But I'm not going to pursue that further.

I think one more area.  Could we turn to page 8 of your evidence as filed in this proceeding, in the 0004 proceeding, so that's Exhibit A, tab 1, page 8.

MR. QUESNELLE:  Mr. Millar, could I just interject?  Picking up on your last question there and recognizing the difficulties of going back and looking at something, especially when there's been extensions over time and trying to nail things down as to what was the penetration rate on the original extension.

But do you have a sense through any of your, perhaps, radial feed that's a dead end, that doesn't have more laterals off it, that over time -- and I'm picking up on some of your comments around the initial investment and the reluctance to invest without a recognizable payback.

But what I'm getting at is when -- probably the biggest investment is the heating device, if someone has to get a new furnace.  So whatever the average age of a furnace -- life cycle turnover for furnace is 15 years perhaps, do you have any sense that at those key points in time when people are making investments, do you eventually get a much higher penetration?  Is that the key point in time where people make that determination that, okay -- I understand that the average person kind of an affinity to some costs, but they do want to get a use out of a existing asset, even if there is a benefit to moving on off it.  Any sense of that?

MR. OKRUCKY:  Yes.  Essentially when you install a pipeline system, a natural gas pipeline system, there is what I will an initial wave of customers who convert, who want the savings right away and they are willing to make the investment.

There are also a number of customers, though, that are more reluctant, and it may be that they just don't have the capacity to install the equipment right away and they will tend to wait until their equipment fails.

An we had an IRR in this session.  It was an IGUA IRR where we touched on our long term penetration rates, and our overall penetration rates where gas is available are at 90 percent.

And that's an environment where, you know, natural gas prices today, relative to most other fuels, the spread is much bigger than it was ten or 20 years ago.

So we believe that what you will see is initially you will see a number of customers that are willing to convert in the first few years, and then the number that convert will kind of slow down.  And once you get past that first ten year point, what will happen is most of those that are converting, they are converting because they face either major equipment replacement cost anyway, or their equipment has failed and they have no choice.

MR. QUESNELLE:  Thank you.  That's helpful.

MR. MILLAR:  Thank you, Mr. Chair.  You will see we have page 8 on the screen right now, and I'm looking at that top paragraph which states:
"Even if the Board is unable to accept the concept that a limited level of cross-subsidization from existing to new customers is in the public interest, enabling lowered individual project threshold PIs to below 0.8 is appropriate.  The rationale for this is that Union's recent Rolling Project Portfolio history has resulted in a positive NPV averaging $14.6 million per year," et cetera, “and absent the provision of a minimum project PI threshold of 0.8, this annual $14.6 million favourable NPV could have been used to support additional projects."

And I want to make sure I understand this correctly. If I read that right, what this is saying is that your rolling project portfolio, at least over the last few years, the PI has on average been higher than 1.0.  It's been even significantly above 1.0.

MR. OKRUCKY:  That's correct, and there is a table in EB 1789, Exhibit A, that I believe indicated that that PI, that $14.6 million positive NPV was a result of a PI of -- I believe -- I can check it, but I believe it was 1.14.

MR. MILLAR:  That's fine.  We don't have to look it up.  I'll take your word on that.

And if I understand what you're saying here, it's that take all the other measures we're discussing aside, if you were to just lower the acceptable PI for an individual project to less than 0.8, you'd actually be able to do some more of these expansions and still maintain the overall rolling PI level of 1.0 or higher -- or 1.1, whatever the cut-off is.

MR. OKRUCKY:  It would be a very limited number of Expansions, and we would require some other changes in EBO 188 regardless in order to do that.

MR. MILLAR:  What are those changes?

MR. OKRUCKY:  If we had projects that we could do at a .08 PI today, we do be doing them, trust me.

So the challenge is -- I'll give you an example, if the rolling -- sorry, if the minimum project PI was 0.6 or a lower number, 0.4, and we had a new rate for a TES and an ITE for example, we could do some of those projects.

The other thing that I just want to caution you about is that we would still have to meet the rolling project portfolio threshold requirement and the investment portfolio threshold requirement.  And those are both barriers to the number of projects that you would be able to put forward.

MR. MILLAR:  Right, so what you're saying is -- let's imagine we remove the minimum, lowered it from 0.8 to 0.7 without making any other changes.  Depending on what projects are out there, you might actually be able to do one or two more projects, not a lot, but you might be able to do a couple more and still maintain the rolling average of 1.0.

MR. OKRUCKY:  That's correct.  And Mr. Millar, I'm sorry, I was wrong about the PI.  That's the investment portfolio PI that was 1.14, the rolling project portfolio, you're correct, was higher than that.

MR. MILLAR:  Okay.  I shouldn't have taken your word for it then, I guess.  But regardless, it is higher than 1.1.

MR. OKRUCKY:  Yes, and to your question, the number of projects -- you are absolutely right, there may be a few projects we could do each year, but it would be quite limited.

MR. MILLAR:  Okay.  Thank you very much, gentlemen, those are my questions.

MR. QUESNELLE:  Thank you, Mr. Millar.

Ms. DeMarco, you're next.

MR. BUONAGURO:  We switched.

MR. QUESNELLE:  Oh, I'm sorry, I've got that -- my note-taking was very good.

Mr. Buonaguro.  Thank you.
Cross-Examination by Mr. Buonaguro:

MR. BUONAGURO:  Thank you.  Good afternoon, panel.

Perhaps we could put on the screen from the original Union application, EB-2015-0179, the table of projects, Exhibit A, Schedule D, page 1.

I just want to -- it's a useful place to chat about the projects.  Schedule D.

MR. OKRUCKY:  Is that Appendix D or Schedule D?

MR. BUONAGURO:  It is the list of the ten3 projects.

MR. OKRUCKY:  Appendix D.

MR. BUONAGURO:  Sorry, I used the wrong word.  Appendix D.

So I'd like to start with a bit of confusion that I had after listening to the cross-examination of the GreenField panel.  And it had to do with how industrial or, I guess more broadly, contract customers factor in or don't factor into your analysis or to your proposal, okay?  And it is mostly for clarification so I make sure and understand how this works.

And the clearest example would be the Kincardine project as it's listed on this table, number 29, okay?

Now, my understanding -- and if we -- we don't have to do it, but if you scroll down to the end of this table, it says it excludes all contract class customers from the analysis.  Is that right?

MR. OKRUCKY:  That's correct.

MR. BUONAGURO:  And if we were to go back to the proposal and look what it says about contract customers, contract customers aren't factored in in terms of -- they're not -- the TES proposal, for example, doesn't apply to them?

MR. OKRUCKY:  Yes, and I'm glad you asked that question, because it provides an opportunity to provide some clarification on some questions the other day from South Bruce, where they were referencing our proposal for a temporary connection surcharge which does not apply to community expansion projects and referencing what that section, section C or tab C -- tab 3 of our original evidence, which was not even relevant to a community expansion project itself.

To your question, a contract customer would not be required to pay a temporary expansion surcharge, and the way we would treat a contract customer is we would consider all the incremental costs, common system costs, that are required to service the load of that contract customer, as well as the individual cost for their service and their meter and so on, and compare it to the revenues that that contract customer would generate and the term that they would be willing to commit for, in order to establish the PI of their project, their connection, and their PI would be the same as the PI for the community that they're connecting to, provided they make the decision or the commitment to do so within the period of time that that construction is going to occur.

MR. BUONAGURO:  Thank you.

So in essence, you treat contract customers the same as you would contract customers in any other project, with the exception that the PI they have to achieve under analysis is equal to whatever PI the rest of the community is required to meet?

MR. OKRUCKY:  The rest of that specific community expansion project is meeting, yes.

MR. BUONAGURO:  So when you say "is meeting", does that mean you take -- if you take -- under your proposal there's a natural PI, for example, so if you look at Kincardine, for example, the natural PI for Kincardine is .23, I think.  I can't see the -- and then you would add forecast TES revenue?

MR. OKRUCKY:  Yes, so maybe this is a simpler way to put it:  The Kincardine project here, with 84 months of TES and ITE contributions, would reach a PI of 0.4.  If GreenField Ethanol, which is the customer that you are referencing, wanted to connect at the time we were doing that project, GreenField Ethanol's connection would have to reach a PI of 0.4, the same as the project that it is connecting to.

MR. BUONAGURO:  Thank you, so there is -- and I should interject.  I don't mean to pick on GreenField or Kincardine or say anything about it, but it is a useful example of how industrial contract customers fit into the scheme.

There is a proposed subsidy in your proposal for contract customers.  It just -- it doesn't -- it doesn't factor in things like the TES revenue or charge.

MR. OKRUCKY:  Correct, contracts customers have other means of making their connection viable.  Aid to construction obviously is one of those if they are not at that PI, but you're correct, there is some subsidization that occurs, because they would be connecting at a PI of less than 1.0.

And one of the primary reasons for that is that this dialogue all along has not just been about connecting homes; it's also been about connecting businesses, and those contract customers are typically larger employers.  They provide more economic benefits to those local communities, and we didn't want to ignore them in putting together this proposal.

We did have dialogue with a number -- well, certainly with one large potential contract customer on one of these projects, and the reason we did not put forward a TES is when we floated the concept with that customer we would not be able -- the price that he would be paying would not compete with this cost for energy today.

We came to a realization that if we were going to apply a TES to every contract customer we would need a different TES rate for every contract rate, and we don't believe there are enough contract customers in this slate of 29 projects that it's worthwhile taking that approach.

MR. BUONAGURO:  Thank you for that.

One last thing on this topic.  I'm looking at the Kincardine capital costs, and the current estimate in this table is 66 million, right, 66.25 million?

MR. OKRUCKY:  I'm sorry, can you give me that again?

MR. BUONAGURO:  Line 29.  I'm sorry, the top of the screen is --


MR. OKRUCKY:  Yes.  Yes.

MR. BUONAGURO:  -- I think the total estimate of capital costs right now is 66.25?

MR. OKRUCKY:  That's correct.

MR. BUONAGURO:  And my understanding is that that would not include the capital costs associated with the contract customers?

MR. OKRUCKY:  That's correct.

MR. BUONAGURO:  So the economics from the perspective of the contract customer might be very different.

MR. OKRUCKY:  Yes, they would, so there would be some incremental common system costs to connect a large contract customer there, provided, you know, assuming that they would drive a larger size pipeline to get to the town, and those costs are not included here, nor are the costs of connecting that contract customer.

MR. BUONAGURO:  Okay.  Just one last -- so at the same time, though, I would assume that there would be some benefit to the underlying project -- i.e., the rest of the customers that are underpinning the $66.25 million expenditure -- because some of the costs would be allocated to the industrial customer once you include them in the project, or am I incorrect?

MR. HOCKIN:  Can you clarify what you mean by cost allocated to the...

MR. BUONAGURO:  Well, I mean, I'm looking at the table.  It says basically, as I understand it, just to connect the community, and forgetting the contract customers, assuming they don't exist, would cost $66.25 million.

If you bring in a contract customer one, two, however many, you have to build a different system; right?

MR. HOCKIN:  If that's what Mr. Okrucky was saying, he's saying -- let me put this in kind of my perspective to it.  The pipeline started at a certain diameter, at a certain cost.  If you add the industrial customers to it you have to change the length, the diameter, and the cost.  That step of cost, as an example, is one of the costs that would be attributed to the revenue stream that you would get from the industrial customer.  So the industrial customer has a step cost, if that's the best word for it, for what I would call the baseline infrastructure, plus they also have the cost to get from that infrastructure to them.

MR. BUONAGURO:  I understand the step cost, and I sort of in my head think of they pay the incremental cost by adding them to your original project.

But are you then implicitly telling me that they don't share in the underlying cost for the existing stem, the original project?  So none of the 66.25 is allocated or used for the new customer, the industrial customer?

MR. OKRUCKY:  The economics are based on the project before you include the contract customer.

Bear in mind these are -- with the exception of the first four projects, these are high-level economic feasibility estimates, so -- but you're correct, the contract customer I do not believe would have to pay a portion -- something equivalent to the TES for the common project cost.

MR. BUONAGURO:  Okay, I'll leave it at that.  Thank you.  Now, in speaking with Mr. Millar, there was discussion about the difference between -- sorry, the discussion around the community project proposal only including existing homes and excluding new builds; do you remember that?

MR. OKRUCKY:  Yes, it was actually Dr. Higgin, I believe.

MR. BUONAGURO:  I think Mr. Millar brought it up, too.  That's why I'm bringing it up now, but it doesn't matter.

What confused me, though, is that -- and I think at least the Bobcaygeon project, for example, from Enbridge included both -- their estimate included both converted homes, so existing homes that are being converted and then including a new subdivision, and presumably at least some of these communities would have the potential for new builds which presumably aren't included in this table for example, right?

MR. OKRUCKY:  No, any new builds that we were aware of, and I believe there were some in the Milverton project, they are included in the numbers this table.

MR. BUONAGURO:  Sorry, they are or they aren't?

MR. OKRUCKY:  They are included in the numbers in this table, if we forecasting for housing starts to occur within the ten-year forecast period.

I think the root of your question is:  Do these new housing projects in these communities actually share these benefits?  And the answer is yes, we do.  Our definition is that when these projects would provide service to a minimum of 50 existing homes and businesses.

If it's 51 existing homes and businesses and ten new housing starts, it is still a community expansion project; it still meetings that definition.

MR. BUONAGURO:  Thank you for the clarification because the way it came up -- the way I understood it originally, it sounded like you were excluding them.

But I think what you're saying is that in order for it to become a community expansion proposal, it has to be  existing.  But once you have existing, you start drawing in all the other new development that might exist.

MR. OKRUCKY:  Yes, that's correct and I think the context was that, you know, in Waterloo there is a new subdivision being built, and it's going to consist of ten0 homes.  Well, that does not meet the expansion -- the definition of a community expansion project because Waterloo already has natural gas service.

MR. BUONAGURO:  Thank you.  Now, I asked this question of Enbridge and I'm going to ask the same of you.

There is nothing that actually compels Union to do any of these projects, correct?

MR. OKRUCKY:  We're compelled by a need to -- sorry, respond to customer requests.  So, if you're asking if we have to do these projects, no, I don't believe we do.  I think we would be required to do them if they were economic and if we had the capital availability, but that's not the issue here.

MR. BUONAGURO:  Right.  So in a sense, Union has the option of doing these projects if you feel the economics for you -- or the protection from risk, for example, I think you mentioned that in your opening, are right from the perspective of Union.  But if not, then you don't have to do them, absent some specific directive from the Minister or something like that, right?

MR. OKRUCKY:  Yeah, there may be -- because I want to be a little cautious in providing that answer, because there is a difference between a project where we already have a franchise agreement and when we don't.

And in our list of 29 projects, the vast majority of them we have franchise agreements that cover those areas.

There is also a difference in, you know, the distance from the existing system, which of course is driven out in the economics, whether they are feasible or not.

So I don't believe, though, that there is an obligation for us, even if it's in our franchise area, to do a project that is not economic.

MR. BUONAGURO:  Right.  And economic right now is certainly defined by EBO 188?

MR. OKRUCKY:  Yes, I believe so.

MR. BUONAGURO:  And I'm going to talk about that more in a second.  But on the flip side, we have new customers and my understanding and, I guess, one of the challenges you'd have is that new customers aren't actually obligated to connect, even if you build the system, correct?

MR. OKRUCKY:  That's correct.

MR. BUONAGURO:  So if they like the status quo and they don't like, for whatever reason, the idea of connecting to a new system that you put in, they had have that option?

MR. OKRUCKY:  I can't imagine them not likening us.

MR. BUONAGURO:  Well, you said --


MR. OKRUCKY:  Yes, you're right, they do have the option.  They can make the choice of whether they want to connect to natural gas or not.

MR. BUONAGURO:  And I would point out interestingly that you pointed to surveys of areas that are served by natural gas, where your customers haven't actually converted to natural gas, right?

MR. OKRUCKY:  That's correct.

MR. BUONAGURO:  So those customers exist?

MR. OKRUCKY:  Yes, that's true.

MR. BUONAGURO:  So in between the two, we Existing customers which, I would put to you, don't have the same choice with respect to the status quo.

Would you agree with me?  And then maybe I'll expand on that a little bit.

MR. OKRUCKY:  Yes.

MR. BUONAGURO:  So Union and Enbridge have the option of expanding the system or not, subject to the caveats you've provided, and new customers have the option or not of engaging in the new system if it's built.

But the existing customers are already in your system, and their option is to pay the rates that you offer them, correct?

MR. OKRUCKY:  Correct, or to make alternative arrangements.

MR. BUONAGURO:  Right, so there is no status quo for them to stay with.  If you were -- if you are applying to the Board and the Board agrees that there should be a subsidy and that increases their rates, their options are no longer status quo or something else; their options are pay the new rates or make alternative arrangements?

MR. OKRUKY:  Correct.

MR. BUONAGURO:  They don't really have a direct say in that, right?

MR. OKRUCKY:  Yes.

MR. BUONAGURO:  So because of that, it seems to me that the primary, and perhaps obvious reason to have something like EBO 188 is nothing to do with protecting the company, and not really anything to do with protecting new customers; it has to do with protecting existing customers, at least the interest of existing customers because of their position between the company and the new expansion.  Is that fair?


MR. OKRUCKY:  Well, I think the Board letter of invitation last January actually indicated that the intent of EBO 188 was to prevent existing customers from paying for new customers.

EBO 188 was 1998 or 1999. Our view is the circumstances have changed, and that the public policy interest in allowing more choices for those consumers should be a factor in defining whether any cross-subsidization could occur.

And our proposal, in essence, strikes a balance across all those things, as Mr. Simpson alluded to a little while ago.

MR. BUONAGURO:  Fair enough.  I understand that we are specifically looking at EBO 188.

My point, though, is that when EBO 188 was creating created, it was a tool to protect existing customers and that tool has existed now for something like 20 years, correct?

MR. OKRUCKY:  Correct.

MR. BUONAGURO:  And that tool basically said to existing customers don't worry about expansions, you're not paying for expansions.  In fact, if anything, because of the requirement of the 1.1 rolling portfolio, any expansions that we allow are actually going to put -- in aggregate, are probably going to put downward pressure on rates, all things being equal.  Is that right?

MR. OKRUCKY:  I agree with that.

MR. BUONAGURO:  So now we're faced with today, where we're looking at EBO 188 and the a idea -- and the phrase that leapt out to me, and it is similar to what you said yesterday, I think it was Mr. Ladanyi.

And I'll give you the reference and I'll read it, but just to facilitate the conversation, so transcript volume 4, page 93, he said:
"Society might at this point in time have a different idea of what is an appropriate cross-subsidy than society 20 years ago, and it is for the Board to decide that."

I think that is essentially what you're talking about in terms of what we are doing here today?

MR. SIMPSON:  I think what's fair is to actually step back for a moment if I could, because EBO 188, without question, has served customers well.

I think in terms of attaching new customers, Union since the '90s has grown from a million to 1.5 million customers, and Enbridge for that same period has grown from about 1 million to 2 million.

So EBO 1888, I think, has worked well.  Where, depending on whether your glass is half full or half empty, it's come short is connecting those perimeter communities.

So said another way, in the last number of years, we really have not connected a new community.  It's been in-fill, just short extensions, if you will.  Red Lake was, for sure, probably the closest in memory, but it's either a barrier or, perhaps said again another way, maybe it's serving its purpose.  It's limited the extension of our system to outlying communities, and we took the ask from the Energy Board to say, well, how could we address this differently to get to that -- I'll call them the last 1 percent of our customers, 15,000 customers.

MR. BUONAGURO:  My point is this, and perhaps I'll put it this way:  Would you agree that the OEB in recent years has emphasized the need for regulated utilities to be better engaged with their customers directly?

MR. SIMPSON:  I'm not sure I understand the --


MR. BUONAGURO:  Well, so, for example, sorry, the Renewed Regulatory Framework For Electricity LDCs has a lot of provisions having to do with specific customer engagement, particularly, for example, with respect to their distribution system planning.

MR. SIMPSON:  Yes.

MR. BUONAGURO:  And I think it's fair to say that the OEB is priding itself on becoming more consumer-centric with respect to how utilities interact with customers?

MR. KITCHEN:  That certainly has been the direction of the Board in recent years.

MR. BUONAGURO:  Thank you.  So when we asked in the original application, EBO -- or, sorry, EB-2015-0179, CCC Interrogatory No. 22, we asked what Union has done in terms of consumer engagement with respect to your proposal, and specifically -- if you want to bring it up -- CCC 22.

The question was:
"Has Union undertaken any customer engagement activities with respect to its proposed community expansion program?  And specifically, has Union asked its current customers if they are willing to subsidize new expansions?"

The short answer was no.  It's on the screen.
"Union has not undertaken research to determine if current customers are willing to subsidize new expansions."

So I read that, and then I think EBO 188 has been in place for 20 years.  EBO 188 has the very specific impact of protecting the existing customers from any kind of subsidy with respect to new expansions, and in fact specifies on a rolling portfolio basis that there be a benefit to existing customers from expansion.

20 years later, the idea is:  Let's take a peek at EBO 188 and see if there's good reason to provide -- or to see if there is -- there should be some sort of cross-subsidy.  Fair enough.  But I don't believe there's been any specific engagement with the existing customers who are going to be the subject of those subsidies or the payors of those subsidies if they go ahead.

Do you agree with me that it's probably a good idea to engage with customers on this issue?

MR. SIMPSON:  I always agree, engaging customers is critical, and I think we spent more time talking about the customers that don't have service today, and your point is what about the customers that do have service.  And I think the IR response is trying to put it in context.

So we have been -- and I won't repeat -- at many forums that have had hundreds of municipal leaders with and without gas service revealing our plans, our proposals, getting feedback.  And we have had very, very strong support from all of those agencies.

We have not done a survey of our 1.5 million customers to see the, you know, the reaction to a $2 increase.  Those customers, again, in context, for ten, 20, 40 years have been enjoying thousands and thousands of dollars of savings every year.

So it isn't to suggest that they shouldn't pay the extra because of that, but I do think they've reaped benefits that the new customers have not had.

MR. BUONAGURO:  So you seem to be suggesting to me --


MR. QUESNELLE:  Mr. Buonaguro, it is a very interesting debate, but it is it really is -- we are going to have two rounds of argument, and I'm just wondering if there is another question here or something about this response that you want to probe a little further or differently, because I think we are starting the argument phase a little early.

MR. BUONAGURO:  I'll take that from you, thank you very much.  I will move on.  I think that makes the point.

I'd like to quickly look at BOMA number 56 from this proceeding, the 0004 proceeding.  Mr. Higgin -- or, sorry, Dr. Higgin took you to this earlier today.  It is number 56.

And looking at page 2 of the answer, second sentence on the page, it says:
"Union supports the use of a stage 2 assessment for the analysis of any project where existing ratepayers will be impacted.  However, whether that assessment would justify expansion to very remote communities would depend on the specific costs of the project being proposed.  Union does not agree that every possible project is expected to be justified."

So just to take you back to your discussion, I think it was with Mr. Millar, about the 29 projects and the stage 2 analysis for that resulting in a net benefit of $313 million, have I summarized that bit of evidence correctly?

MR. OKRUCKY:  Yes.

MR. BUONAGURO:  So that's -- obviously that's on an aggregate basis?  Yes?

MR. HOCKIN:  Yes.

MR. BUONAGURO:  And if you were watching or listening or have read my cross-examination of Enbridge, I was suggesting, based on their stage 2 analysis of how that played out on a project-by-project basis that there would be a lot of projects where there would not be net benefits for the customers if they were paying the full costs of the project and then reaping the rewards of lower energy costs relative to other fuels.

Can you give me an idea of how on a project-by-project basis your 29 proposed projects stand against a stage 2 analysis?

MR. HOCKIN:  No.  The analysis that we did was to take the aggregate number of customers which with Mr. Millar we said was about 13,000, 9,000 and change, if I can round it, in the first ten years, and then the rest over the remaining number of years, and a fuel mix differential, and sum that.

That information is in CPA number 18, which is in our original filing.  There is a whole -- several pages of calculations that are done within that.

The reference really of providing that is a scale or scope, if you will.  The net present value of stage 1 of those projects is about 80 million negative.  The energy cost savings are about 300 million.  There would be, you know, variations around that depending upon what your fuel number is and your attachments rates and things of that nature, but the message really is it is a big number relative to the stage 1.

I didn't think our intent today was to go through each of the projects.  It was to provide a scale and scope of it overall, and so we haven't done individual project work further.

MR. BUONAGURO:  And I wasn't suggesting that I was going to ask you to do that, I was asking whether, having read this sentence, Union supports the use of stage 2 assessment for the analysis of any project where existing ratepayers would be impacted.  It suggested to me that part of your proposal would be to look at individual projects and, if they don't produce stage 2 net benefits, they would be excluded.

MR. HOCKIN:  No, the proposal is a PI of .4 and a, what I will call a threshold rate impact for all customers.  We're not anticipating, though, that that would result in a different message than what we got with the data here, not presuming what the Board might ask, but I would expect that if the Board doesn't require every leave to construct to provide a stage 2 calculation, I'm sure an intervenor will request it, and so the data will come out at times of project assessment.

MR. BUONAGURO:  All right.  Well, that's helpful, because I think you agree with me in your answer that, reading this, it seems to suggest that that would be the case, that you are supporting the idea that on a project-by-project basis failure to provide net benefits on a stage 2 analysis would exclude the project.  But you're actually -- you're now telling me that's not the case.

MR. HOCKIN:  We'll wait and see what comes out of the decision, I guess, but I would anticipate, given the magnitude -- the assessment I have in the aggregate does not suggest to me that individual projects would not pass that test, but I don't know that.

MR. BUONAGURO:  Well --


MR. QUESNELLE:  I think it is an important point, though.  In the design of the framework, we'd like to know what's happening now and what would be happening at the leave to construct stage.

So either take is as an undertaking or I think we --


MR. OKRUCKY:  Maybe I can jump in here.  The analysis that we did was for 29 projects to reach a PI of 0.4 or better; a few of those projects were higher than that.

To the extent that each project meets that minimum PI of 0.4, I would expect you would have a positive outcome in considering the stage 1 and stage 2 benefits.  I would be shocked if we didn't.

MR. BUONAGURO:  You are saying as a matter of mathematics, the combination of number of customers, the project costs, and a result of 0.4 would spit out a  stage 2 analysis of net benefits.

MR. OKRUCKY:  Yes.

MR. BUONAGURO:  Even if the 0.4 is reached by adding a TES charge?

MR. OKRUCKY:  Yes.

MR. BUONAGURO:  But -- and I guess there's still a "but" here.  But if you're wrong, are you agreeing with me that projects that don't have a benefit under a stage 2 analysis should excluded?

Or are you are you saying notwithstanding the fact that that might happen, we would still support the project as part of our framework?

MR. OKRUCKY:  We have not said that if they did not meet a stage 2 benefit, they would be excluded because if they didn't meet stage 2, we would consider whether stage 3 would make them worthwhile or not.  And then we would develop an application and let the Board decide, if we thought that they did.

But in most cases, I would expect that they would meet a stage 2, and you wouldn't have to go that far.

MR. BUONAGURO:  I'll ask one last question on this.  It does say at the end:
“Union does not agree that every possible project is expected to be justified."

Can you tell me what you were thinking when you said Thought that not every project might not be justified.  What circumstances would lead to a project not being justified?

MR. OKRUCKY:  Circumstances where a stage 2 does not provide benefits in excess of any negative NPV in stage 1, and there will be projects like that.

There are some on our list as it sits currently. If you look at project, you know, 98 or project ten0, I would be quite surprised -- we haven't run a stage 2 on that project, but I would be quite surprised if they would meet that test.

MR. BUONAGURO:  All right.  Thank you.  I'm just looking at my questions to see if there is anything else.  Thank you, those are my questions.

MR. QUESNELLE:  Thank you.  We'll take a -- let's come back at five to 3:00.

I see we have a new clock up there.  Yes, five to 3:00 and we'll start with Ms. DeMarco.  Thank you.
--- Recess taken at 2:36 p.m.
--- On resuming at 2:55 p.m.

MR. QUESNELLE:  Thank you, please be seated.

Just before we get started, Ms. DeMarco, and -- with your cross we have a question from Board Member Spoel.

MS. SPOEL:  Thank you.  I just wanted to follow up on some of the issues that Mr. Millar was asking you about with respect to the expansion projects that happened back in the early 1980s under the distribution system expansion program, which was part of the National Energy Program.

One of those -- and what I'm interested in is what's happened over the 30-year time span, not what the sort of economics were in the first five or ten years, and one of those is the one lateral line that went across the bay -- bridge over the Bay of Quinte, which was rebuilt to go underneath the bay, I think, last year, but anyway, over the Bay of Quinte to serve Picton, Bloomfield, Wellington in Prince Edward -- there is one main lane that goes -- sort of goes through  the middle of Prince Edward County, and I'm assuming there have been new subdivisions built since then all -- what I -- what we're interested in is, over the entire -- over the entire life span of that project, you know, how many customers have you sort of added on, including the new subdivisions, which of course wouldn't have been served had there not been a line in place, so it's all -- all going back into that one lateral -- is that something -- I'm not expecting an answer right now, but is that something you'd be able to find out for us for that -- off that specific line?

MR. OKRUCKY:  We certainly could undertake to find out what we can.  I just can't give you a commitment on exactly what's available --


MS. SPOEL:  Right.  But presumably you can give us a custom -- your current customer account.

MR. OKRUCKY:  I think we may be able --


MR. KITCHEN:  We can do that.

MS. SPOEL:  Okay.  Thank you.  That would be great.

MR. MILLAR:  The undertaking is J5.1.  And Ms. Spoel, is that just for the one line that serves --


MS. SPOEL:  That one as an example.  I mean, I think it's an example of expanding into an area which is -- there is no other way of getting in, there is one line that goes in, so --


MR. KITCHEN:  Why don't we do both the Espanola line and the --


MS. SPOEL:  Yeah, do the Espanola as well.  That would be a northern Ontario and a southern Ontario example.  That would be great.  Thank you.
UNDERTAKING NO. J5.1:  TO ADVISE THE NUMBER OF CUSTOMERS ADDED IN THE PRINCE EDWARD COUNTY AREA AND THE ESPANOLA AREA.

MR. KEIZER:  If I could, Mr. Chairman, before we get started, just to clarify a couple of things.  One, for Union, because we have the other proceeding that's been brought in, the witnesses are juggling binders, not only for the 004 proceeding, but also the earlier proceeding, so it would be helpful as people are doing their cross to say, Look, I'm going to focus -- you know, these questions are on -- related to this proceeding, just so that the people -- they can get that binder out that they -- because, you know, from their perspective they'd like to open the evidence where they have it, and they give you other interrogatories or other things that may relate to their response, so --


MR. QUESNELLE:  Great.

MR. KEIZER:  -- it would help them, you know, cut down time flipping and shifting through books.

The other just to clarify as well, from rates perspectives and other things, and particularly application deferral accounts and capital pass-throughs, Mr. Kitchen is on the panel for that purpose, and so those questions are available, and I think there was some confusion about, you know, the ability to deal with rates questions among people in the room, so I just want to make sure that we're fully able to deal with those questions and that expertise is there.

And I think -- oh, there was one element -- Mr. Higgin, before he had to leave, had a point that he was confused about.  And he had suggested that we would -- he thought it was an error, and that he wanted to see if it was a correction needed on the record.

And with your indulgence I can put that to the panel and correct it either now or later.

MR. QUESNELLE:  Why don't we do it now just to -- while we're fresh.  Sure.

MR. KEIZER:  Fine.  Thank you.  And Mr. Higgin's confusion or question related to particularly the use of -- when the witnesses refer to 24 cents per month and also $24 per year, and the $2 per month, and it seemed to be some confusion as to when that was the appropriate number and what those numbers actually represent.

And if you could just enlighten us as to the meaning behind the 24 cents per month, which we use at times, and then also the $24 per year or the $2 per month?

MR. OKRUCKY:  Certainly, the 24 cents per month or the $2.91 per year equivalent are the typical rate impacts for a typical residential customer if Union were to proceed with the first 29 projects on this list and the criteria or the other information that's on this list in terms of capital cost and so on.

The $2 per month or $24 per year equivalent is a ceiling that we have proposed that a portfolio or that a package -- a group of expansion projects or a program of expansion projects be subject to a maximum rate impact of $2 a month.

And the reason for the difference between the two is that there is likely to be government funding.  We know there is $200 million in loans that the government has said would be available around the end of this year, and we expect the $30 million will be available in grants, that those funds may be able to take us beyond that first 29 projects.

So that's why we have included the ceiling in terms of a long-term program.  Does that help?

MR. QUESNELLE:  That's helpful.  Yeah.  Thank you.

MR. KEIZER:  Thank you, Mr. Chair.

MR. QUESNELLE:  Thank you, Mr. Keizer.

Ms. DeMarco?

MS. DeMARCO:  Thank you, Mr. Chair.  If I can first just report on the status of one of the undertakings that Anwaatin provided.  I believe it's Undertaking J1.3, and it was to provide on a best-efforts basis the distance between the Anwaatin First Nations communities and the pipeline's distribution and transmission.  That's been circulated to the parties.

MR. QUESNELLE:  Okay.  Thank you.
Cross-Examination by Ms. DeMarco:

MS. DeMARCO:  Thank you, panel.  I'm first going to ask you questions on behalf of Anwaatin, and very specifically, the areas I'd like to cover are the role of First Nations in your 0179 proposal and in your 004 (sic) evidence, specifically the criteria you think are appropriate in the Board's generic framework for natural gas expansions.  In accordance with Mr. Keizer's request I think the vast majority of my references that should come up on the screen pertain to your 004 evidence, with the exception of the very popular table in 0179 of the projects.

So with that as background, you would agree with me, panel, that there are many First Nations in the Union service territory; is that right?

MR. OKRUCKY:  Yes, I'd agree with that.

MS. DeMARCO:  And can you tell me approximately how many?

MR. OKRUCKY:  Off the top of my head, I'm sorry, I can't.  I just don't know the number.

MS. DeMARCO:  Can I ask you to undertake to provide us with the number of First Nations in the Union service territory?

MR. OKRUCKY:  Yes, we can do that.

MS. DeMARCO:  Thank you.

MR. MILLAR:  That's J5.2.
UNDERTAKING NO. J5.2:  TO PROVIDE THE NUMBER OF FIRST NATIONS IN THE UNION SERVICE TERRITORY.

MS. DeMARCO:  If I can ask you to turn to the South Bruce evidence, which is at Appendix B.  You've done a report there for South Bruce, I believe, starting at page 8.  So just to be clear, I'm referring to the report prepared for the municipalities that was appended to the South Bruce evidence.  We've got that up on the screen at this point.

On page 8 it appears to indicate that Union did do some preliminary consultation with First Nations; do I have that right?

MR. OKRUCKY:  I'm sorry, where are you referencing here?

MS. DeMARCO:  It's the paragraph entitled "government relations-Aboriginal affairs".  I believe it's -- there it is, right there.

MR. OKRUCKY:  Yes.

MS. DeMARCO:  And quite specifically you contacted the Union of Ontario Indians and independent First Nations who recommended First Nations for you to consult; is that right?

MR. OKRUCKY:  Yes.

MS. DeMARCO:  And you expressly recommended continuing to do consultations with First Nations; is that right?

MR. OKRUCKY:  That's correct.

MS. DeMARCO:  And can I ask you now to turn to South Bruce evidence, Appendix C, at page 6, under the recommendations section, the fourth bullet.

It appears as though your recommendations were specifically adopted by BLG, indicating that:

"The municipality should continue their stakeholdering activities with general public, including all key customer groups and affected First Nations and Metis communities."

Is that right?

MR. OKRUCKY:  It would appear that the recommendation here is similar to ours, yes.

MS. DeMARCO:  And in general, did Union continue to consult with First Nations?

MR. OKRUCKY:  Yes, we have.  I can't give you specifics, but there has been continued dialogue, yes.

MS. DeMARCO:  Thank you.  And can I take you now to your schedule of natural gas expansion projects, which is Exhibit A, tab 1, Appendix D as updated.

Do you have that?

MR. OKRUCKY:  Yes.

MS. DeMARCO:  And fair to say that there are a number of First Nations that you considered on this list; is that right?

MR. OKRUCKY:  That's correct.

MS. DeMARCO:  If we can walk down, if you can help me, number 3 would be a First Nation, Lambton Shores, Kettle Point First Nations?

MR. OKRUCKY:  That is actually a combined project.  Part of it is for service to First Nation and part of it is for a subdivision or an area of housing in the municipality of Lambton Shores.

MS. DeMARCO:  So partially yes.  And number 5 -- I'm going to pronounce the town wrong, but I'll do my best -- Moravian Town First Nation, which is the Delaware First Nation at number 5?

MR. OKRUCKY:  Correct.

MS. DeMARCO:  And similarly, just rapidly going down to number 12, the Oneida First Nation?

MR. OKRUCKY:  Correct.

MS. DeMARCO:  Number 17, Nippising?

MR. OKRUCKY:  Correct.

MS. DeMARCO:  Number 18, the Muncey Delaware.

MR. OKRUCKY:  Correct.

MS. DeMARCO:  Number 19, the Chippewa of the Thames?

MR. OKRUCKY:  Correct.

MS. DeMARCO:  Number 2, the Chippewas of the Saugeen.

MR. OKRUCKY:  Correct.

MS. DeMARCO:  Number 36, Sioux Narrows, which is  predominantly First Nations?

MR. OKRUCKY:  That one I'm not as familiar with.  I can't say for sure.

MS. DeMARCO:  Subject to check?


MR. OKRUCKY:  Sure.

MS. DeMARCO:  Number 38, Moose Creek?

MR. OKRUCKY:  That would be the same.

MS. DeMARCO:  Subject to check; yes?

MR. OKRUCKY:  Yes, subject to check, yes.  Thank you.

MS. DeMARCO:  And keep going down to the next page, number 45, Wabauskang First Nation?

MR. OKRUCKY:  Correct.

MS. DeMARCO:  Number 49, including Alderville First Nation?

MR. OKRUCKY:  Correct.

MS. DeMARCO:  Number 69, Lac Seul, including Sioux Lookout, predominantly First Nations?

MR. OKRUCKY:  Correct.

MS. DeMARCO:  Number 71, Red Rock First Nation?

MR. OKRUCKY:  Correct.

MS. DeMARCO:  Number 78, Wahnapitae First Nation?

MR. OKRUCKY:  Correct.

MS. DeMARCO:  Number 80, Woebegone?

MR. OKRUCKY:  Correct.

MS. DeMARCO:  Number 99, Aroland?

MR. OKRUCKY:  That would be subject to check as well.

MS. DeMARCO:  So fair to say a significant number of First Nations were at least considered?

MR. OKRUCKY:  Correct.

MS. DeMARCO:  And not all of those projects are being proposed by you?

MR. OKRUCKY:  No, so at this point, we have only proposed the first four projects to go forward.  We haven't gone through enough detailed work to propose any beyond that, and we would need an outcome from this proceeding in our application before we could so.

MS. DeMARCO:  Thank you, and of those first four projects that you are proposing, two of those are First Nations, is that fair?

MR. OKRUCKY:  Yes.

MS. DeMARCO:  So fair to say then generally that First Nations were both an important and significant part of your natural gas expansion considerations and proposals?

MR. OKRUCKY:  Yes, I would agree with that.

MS. DeMARCO:  And you would agree with me that First Nations' considerations should always be an important part of any generic framework --


MR. OKRUCKY:  Yes.

MS. DeMARCO:  -- the Board may deliver?  I'm sorry, I didn't get that.

MR. OKRUCKY:  Yes.

MS. DeMARCO:  Thank you.  Do you have -- can I ask you to turn to page 28 of your evidence in the 004 proceeding  -- I'm sorry, it's page 30 of your proceeding.

It looks at what types of processes and considerations you would recommend.  Is that fair?  It's generally an outline of the issues that you think are important.

MR. OKRUCKY:  Yes.

MS. DeMARCO:  And at page 33 of 38, you have a list There?

MR. OKRUCKY:  Correct.

MS. DeMARCO:  That list does not include First Nations, is that correct?

MR. OKRUCKY:  No, but this list was not intended to be an all-inclusive list.  It was expected to provide a guideline.

And I will say that First Nations considerations are just a part of our business.  So, they're taken for granted, I guess.  Maybe the way to put it is we know we need to consult with First Nations, and we don't think about it consciously as some separate unique thing.

MS. DeMARCO:  You can appreciate that my client is very sensitive to the term "being taken for granted."

MR. OKRUCKY:  Sorry, I realize that -- I didn't mean it certainly in any negative way.

MS. DeMARCO:  In relation to the Board's express generic criteria for a framework, would you agree that First Nations would certainly be an express inclusion in that?

MR. OKRUCKY:  Yes.

MS. DeMARCO:  Wonderful.  Do you have any other advice related to First Nations that you would give the Board in relation to formulating a generic framework for natural gas expansion?

MR. SIMPSON:  I think in terms of the generic proceeding, no.

In terms of, as Mr. Okrucky said, Union's normal mode of operations of business, we do take First Nations and Metis considerations as paramount.

We actually have a resource or two within our organization dedicated to relationships with that group in consultation, who are in constant dialogue with them.

MS. DeMARCO:  That concludes my question on behalf of Anwaatin, and if it is appropriate, I will now move to my questions on behalf of GreenField.

MR. QUESNELLE:  Yes, please do.

MS. DeMARCO:  Thank you, panel.  Putting on another Hat, my questions for GreenField relate specifically to how your experience to date might shape your recommendations to the Board on specific criteria for the framework, particularly the framework that we hope to arise out of this proceeding.

First, would you agree with me that major industrial customers in a proposed franchise area are very important to assessing the demand in the franchise area?

MR. OKRUCKY:  Yes.

MS. DeMARCO:  Particularly if any one customer represents more than half of the demand in a potential franchise area?

MR. OKRUCKY:  Yes.

MS. DeMARCO:  And consistent with your recommendations to South Bruce, a prospective natural gas service provider should consult with large industrial consumers in the area, is that correct?

MR. OKRUCKY:  I would agree with that.

MS. DeMARCO:  And you would agree that that consultation should be done very early, at the outset of the consideration?

MR. OKRUCKY:  Yes, I would agree.

MS. DeMARCO:  And that should be done by prospective proponents?

MR. OKRUCKY:  Yes.

MS. DeMARCO:  And that consultation with those major industrial consumers should continue throughout the process.  Is that fair?

MR. OKRUCKY:  Certainly.  I would not say it would be every day, but certainly at different milestones through the process.

MS. DeMARCO:  And would you agree with me that those consultations ongoing would be very important to the determination of the services and rates that the potential service provider would provide to those customers?

MR. OKRUCKY:  That, I believe, would depend on the outcome of this proceeding, because we're currently tied to one rate for each customer class.  So to the extent that you're contemplating different rates for different projects, I would agree.

MS. DeMARCO:  And shaping the demand assumptions in any proposal, would you agree?

MR. OKRUCKY:  Yes, they could have an impact on your project and on the outcomes of the project for the community.

MS. DeMARCO:  Thank you.  I'd like to canvass your views specifically on what constitutes meaningful consultation with major customers.

And quite specifically, would you agree with me that in order to consult meaningfully with customers, there should at least be some form of indicative pro forma rates?

MR. SIMPSON:  I think that's fair, and I also would premise that I try to see it through the eyes of the customer rather than our own, especially as it relates to a unique, large volume industrial customer.

So I think that would be their perspective as well.

MS. DeMARCO:  And I know I'm pushing you out of your general comfort area here, but in electricity distribution mergers, such pro forma rates are effectively required; would you agree?

MR. SIMPSON:  I'm sorry, I don't know the answer to that.

MS. DeMARCO:  Mr. Kitchen?

MR. KITCHEN:  I believe so, yes.

MS. DeMARCO:  And any impact on the nature and scope of services would also be very important for customers to note; is that fair?

MR. SIMPSON:  Agreed.

MS. DeMARCO:  Potentially, the term or required term of any mandatory service offering would also be important to note?

MR. SIMPSON:  Agreed.

MS. DeMARCO:  And rate guarantees or other terms of Service are also important?

MR. SIMPSON:  Yes.

MS. DeMARCO:  And would you agree with me that these are all very important factors for customers to be able to consider first their choices?

MR. SIMPSON:  Yes.

MS. DeMARCO:  And second, their impacts.

MR. SIMPSON:  Agreed.

MS. DeMARCO:  And without that information, it would be very difficult for customers to provide meaningful input and make informed choices; do you agree?

MR. SIMPSON:  Agreed.

MS. DeMARCO:  So would you agree with me that these basic elements would be advisable as integral components of a generic framework?

MR. SIMPSON:  I would say that yes is the answer.  I'd also say that it would be our general practice as Union Gas with many existing industrial customers, some 500 contract grade customers, that we would have a high level of connection and communication with each of them.

MS. DeMARCO:  And other factors that could be relevant in a generic framework could include some assessment or basis of assessing the lowest relative cost to customers?

MR. SIMPSON:  Are you asking that they need to know their options and the pricing of their options?  Is that --


MS. DeMARCO:  Certainly customers, any entity considering service provider options, would, as one element, look at the lowest cost.

MR. SIMPSON:  Absolutely.

MS. DeMARCO:  And also possibly, given the changing climate, no pun intended, the greenhouse gas impact of the choices that are available?

MR. SIMPSON:  Agreed.

MS. DeMARCO:  So finally, would you agree with me that it would be neither just nor reasonable for a potential supplier to expect customers to absorb a significant increase in the costs of their energy as a function of new service options?

MR. SIMPSON:  I may need some help with -- a bit broader context of the question.  Just and reasonable.

MS. DeMARCO:  So let me break it down.  In terms of existing -- the cost of existing energy options, whether it be electricity or compressed natural gas, would it be commercially reasonable for a customer to be expected to absorb a significant increase in the cost as a function of a new natural gas expansion service offering?

MR. SIMPSON:  So if I'm understanding your question, an industrial customer or any customer I don't think should be the subject of an egregious amount of increase in their energy price as a result of this expansion --


MS. DeMARCO:  So you've anticipated my next question.  Both existing customers as well shouldn't be subject to a significant increase.

MR. SIMPSON:  Agreed.

MS. DeMARCO:  As a function of -- those are my questions.

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

Mr. Elson.  There you are.

MR. ELSON:  I'm moving around today.

MR. QUESNELLE:  All righty, thank you.

MR. ELSON:  Thank you, Mr. Chair.


Cross-Examination by Mr. Elson:

MR. ELSON:  Good afternoon, panel.  I'll be referring to a compendium not just yet, but it was filed electronically yesterday, and perhaps it could be brought up while I go through my first initial questions.  I don't need to refer to it yet, but while it's up on the screen perhaps we could mark this as an exhibit.

MR. MILLAR:  K5.4.
EXHIBIT NO. K5.4:  CROSS-EXAMINATION COMPENDIUM OF ENVIRONMENTAL DEFENCE FOR ENBRIDGE PANEL 1.

MR. ELSON:  Thank you.

So for those of you who don't know, my name is Kent Elson.  I represent Environmental Defence, and I'd like to start by asking you some questions about potential criteria that the Board might require before allowing subsidies for community expansion projects, and obviously Union is proposing a subsidy from existing customers for community expansion projects; fair?

MR. OKRUCKY:  Yes.

MR. ELSON:  And you're proposing to cap that subsidy at $2 per month per customer.

MR. OKRUCKY:  For a typical residential customer, yes.

MR. ELSON:  Can you undertake to calculate how much that maximum is on an annual basis?

MR. OKRUCKY:  $2 a month on an annual basis is --


MR. ELSON:  No, I mean the overall cost for all of your customers.  What is the cap in a specific number?

MR. KITCHEN:  Mr. Elson, are you asking us to calculate the $2 per month on our entire customer base --


MR. ELSON:  That --


MR. KITCHEN:  -- or just on the customers that -- just on the number of customers that we're proposing to add through the community expansion proposal?

MR. ELSON:  What the cap is in a gross number, so $2 times the number of customers.  That's it.

MR. KITCHEN:  $2.6 million times 12.

MR. ELSON:  Is that $24 times --


MR. KITCHEN:  No, $2.6 million times 12.

MR. ELSON:  Times 12.  I can do that math.  So that is the maximum amount that would be taken from existing customers as a subsidy, 2.6 million times 12?

MR. OKRUCKY:  That's a very rough level of math based on $2 per month for a typical residential customer, so we might be a little out on that, but it would be somewhere near that range, I would expect.

MR. ELSON:  If clarification is needed or more granularity, could you provide an undertaking to provide it?  Is that -- if it's not -- if you just need to think about it?  Thank you.

MR. KEIZER:  Just to be clear, because I don't want to go back and repeat the thing we tried to clarify at the outset after the break, the $2 per month, though, would be, I think, if all your projects drove that implication, right?  Every connected project would have to drive the $2 per month.

MR. OKRUCKY:  That's correct, the projects that we think are feasible at this point would be limited to 24 cents a month.

MR. ELSON:  No, I do understand that.  I'm just trying to quantify the maximum.

MR. MILLAR:  J5.3.
UNDERTAKING NO. J5.3:  TO PROVIDE CLARIFICATION OR MORE GRANULARITY IF NEEDED ON THE MAXIMUM AMOUNT THAT WOULD BE TAKEN FROM EXISTING CUSTOMERS AS A SUBSIDY.


MR. ELSON:  Okay.  Thank you.

So again I was just getting into some questions about potential criteria before allowing subsidies for community expansion, and I'll start with potential criteria relating to GHG emissions.

And I understand that Union's evidence is that proposed projects -- the proposed projects will result in net GHG emission reductions; right?

MR. OKRUCKY:  That's correct.

MR. ELSON:  And I take it that Union wouldn't object to a requirement that subsidized community expansion projects result in GHG emission reductions on a net basis; is that fair?

MR. OKRUCKY:  That's not what we've indicated.  We've indicated that a net reduction of GHG should -- GHG emissions should be one of the considerations in the decisions to proceed with community expansion projects, but not that it be a condition.

MR. ELSON:  I guess I don't understand, if you're confident in your evidence that the potential projects will result in net GHG emission reductions, why not make that a requirement?

MR. SIMPSON:  I think to step back, the reason we're here is to try to look at EBO 188 as an economic filter for further expansion.  And when the Premier on through the OEB asked us to look at options to expand, it wasn't "if", it was "how", and the "how" that we've put forward in our proposal we think achieves that balance.  The outcome we think is a favourable environmental benefit, but I don't think we would put that forward as a criteria, no.

MR. ELSON:  Are you worried that your evidence about GHG emissions has some sort of gaps and that some projects might not actually result in GHG reductions under a more rigorous or accurate analysis?  I'm just having trouble understanding why you would be concerned about that requirement if your analysis is what it is.

MR. SIMPSON:  No, the premise for my comment is the feedback that we've gotten from customers that don't have gas is largely economic, so today, yesterday, and tomorrow environment will be a consideration.  That consideration seems to change in terms of degree of importance in a sense.  But the driver for this was an economic one, and we put forward an economic model.

MR. ELSON:  So that actually gets into the next area, which is, you know, aside from potential GHG emission reductions, which I can see as a justification, you know, an externality, a reason to provide a subsidy, what other justifications there might be, and you just referred to economic justifications, and you're talking about lower bills; right?

MR. SIMPSON:  That is the net benefit for sure for the customers that would attach.

MR. ELSON:  But we're lowering bills of some people by raising the bills of other people.  So I just -- I don't see how that justifies a subsidy.

MR. SIMPSON:  I think I'm going to have to reiterate a few points I've made with other folks over the course of our dialogue.  We're attempting to bring balance to this, and I think it's clear if any one element in isolation is viewed with a microscope, there may be things that are less than perfect.

But I do believe our proposal is well-balanced, taking all things into account.  It is demonstrating there is environmental benefits.  It is demonstrating there is significant benefits to customers that currently don't have access to natural gas, including First Nations, and there is minimal impact on the existing rate base such that we thought it was a prudent package.

MR. ELSON:  I don't think that answered my question, but that's fine.  I'll move on and I'll ask you about, I guess, economic benefits in another sense, which would be increased productivity and so on, those sort of economic spin-off benefits.

Would you agree that those benefits also arise from conservation or DSM?

MR. OKRUCKY:  If your question is whether there are economic spin-off benefits from conservation, yes, I would agree.

MR. ELSON:  And DSM also lowers bills, right?

MR. OKRUCKY:  Yes.

MR. ELSON:  And since the inception of Union's DSM program, I understand the net benefits have been $2.7 billion.

MR. OKRUCKY:  Can you tell me what the reference for that is?

MR. ELSON:  We can refer to it in the compendium at page 66, please.

MR. OKRUCKY:  Yes, I would agree.

MR. ELSON:  And those are net benefits after considering all the costs of the DSM measures?

MR. OKRUCKY:  That's correct.

MR. QUESNELLE:  I'm sorry, Mr. Elson, what are we looking at?  I don't see any compendium -- executive summary of --


MR. ELSON:  This is the 2014 DSM annual report of Union's.

And again, these benefits are generally avoided gas costs, in some cases avoided electricity costs.  So in effect, they are lowered -- or they are energy savings for Union's customers?

MR. OKRUCKY:  Total resource cost benefits are, I guess the way I'd put it, they are utility savings.  They're not just restricted to electricity and natural gas.  I believe the water is include dollars as well.

MR. ELSON:  Savings in terms of utilities?  The lion's share of it is gas savings, correct?

MR. OKRUCKY:  I don't know the breakdown, but I would think a large share of it would be, yes.

MR. ELSON:  Thank you.  So I'll move on to another possible criteria, which is whether you need to look at alternatives.

And it seems to us that a project that requires a significant subsidy should, as a requirement, you know, at a first stage, need to be compared to alternatives of achieving the same goals.  Some of those alternatives could be renewable energy or conservation.  Would you agree with that?

MR. SIMPSON:  I would agree that renewable energy is playing a larger role in our energy mix today.

MR. ELSON:  That wasn't quite my question, and perhaps I can rephrase it.

Do you think that it would be prudent for the Board to approve and for Union to recommend spending millions of ratepayer dollars, without first looking to see if there would be better ways to more cost-effectively achieve the same goals?

MR. KEIZER:  Mr. Chairman, I don't know what that has to do with EBO 188.

Even if we had a PI of 1.0, we'd be seeking some kind of leave to construct.  And I guess at that point, someone would be considering alternatives.  But I'm not sure how that fits into the framework of how 188 either stays the same, changes, or is dealt with.

I'm not quite sure about comparing renewable alternatives to gas as being within that framework, or if that's a framework that relates to whether the project gets built at a leave to construct stage as opposed to the evaluation of a generic level of 188.

MR. QUESNELLE:  So you are suggesting that the existing framework includes at a point in time an evaluation of that as an alternative to leave to construct?

MR. KEIZER:  If 188 was not changed at all and we decided to build a project, there would be a leave to construct potentially, or other things that may happen.

But 188 would still be there and those evaluations either would happen in the context of a further proceeding, or they're what's happen in the ordinary course of business that the subdivision would get connected.

But I'm not quite sure what it has to do with re-evaluating the 188 framework.

MR. QUESNELLE:  Thank you.  I want to be clear on that.  Mr. Elson?

MR. ELSON:  I can speak to that directly are directly.  One of the issues in this proceeding is whether a project should be allowed with a PI of less than 0.8, and when the PI is less than 0.8 or when the portfolio was less than 1, you have a subsidy.  And the issue as framed asks whether that should be allowed and if so, under what criteria.

And so what we're talking about is the criteria that would be required before a subsidy is approved.

And so that would be what this Board would put into place if allows a subsidy.  It would say a subsidy is allowed if A, B, C and D are met, and one of those requirements, we believe, is a comparison with alternatives such as renewable energy and conservation.

I don't think my friend, Mr. Keizer, was suggesting that there is also already is a requirement to compare to alternatives such as conservation and renewables.  If there is, that would be, in my view, good.  But I still believe it is an open issue and one that I'd like to hear from the panel on.

MR. QUESNELLE:  Well, I think that to the extent, Mr. Keizer, even if there is an opportunity at a leave to construct stage, I think it is your client's proposal that brings on the question of, okay, if there is a subsidy, let's look at that.

And I think that's the framework question because it is the inclusion of a subsidy within the proposal that triggers the need to say "oh, what if".  Maybe it has to be at an earlier stage because if we leave everything to the leave to construct, I think the framework has failed, and then anticipating whether or not these things should be looked at up front in compiling the inventory.

MR. KEIZER:  I take your point with respect to that.

The question, I guess, I would have in hearing my friend is if, for example, dealing with conservation.

MR. QUESNELLE:  Uh-hmm.

MR. KEIZER:  That the issue, I think within the context of 188 is, do these people become gas customers and on what basis they become gas customers.  And my friend seems to be indicating that the conservation could be a substitute for that, if conservation got to similar goals.

But I don't know how you can serve if you aren't already a gas customer.  That's the thing I'm struggling with.

MR. QUESNELLE:  I see that and the way I -- I see the trigger as different, and it is the inclusion of a subsidy within the proposal that I think triggers the question at this juncture as to whether or not conservation should be considered as an alternative.

Mr. Elson?

MR. ELSON:  Thank you, Mr. Chair.  So I'll state my question again, which is whether you think, before -- whether you think this Board should approve spending millions of ratepayer dollars and whether Union would recommend doing so, without first looking to see if there might be better ways to more cost-effectively achieve the same goals through renewable energy, conservation or otherwise.

MR. SIMPSON:  I'll answer that in two parts.  Firstly is I actually don't differentiate our existing business from this expansion initiative in regards to our focus on energy conservation.

We serve 1.5 million customers today.  We expand into subdivisions today.  And very much at the forefront is our demand-side management initiatives.

The expansion to this -- up to potentially 15,000 more customers once attached will very much be folded into every effort we have on demand-side management.

I don't see that as a condition of EBO 188.  I see that as a Board expectation of the utility to prudently manage its whole customer base which these customers would fold into.

MR. QUESNELLE:  Mr. Simpson, you do recognize the see sequential difference as to you bringing your DSM hat to the table once someone is connected.

If we back up to whether they are ever going to be connected, I think Mr. Elson wants to know what your view is as to whether or not conservation approaches should be considered before you decide whether the project is warranted in the first place.

MR. SIMPSON:  And I do think, as Mr. Kitchen or Mr. Okrucky mentioned prior, our current DSM program structure is contained to our existing customer base.

So you are -- you need to be an existing customer to be availed of the energy conservation.

MR. QUESNELLE:  Right, and I understand --


MR. KEIZER:  Sorry --


MR. QUESNELLE:  Mr. Keizer, yes.

MR. KEIZER:  So that I can understand your question, are you saying that as part of the evaluation exercise of running through the model, so to speak, you factor in the conservation result?  Is that the way -- was that what you were contemplating?

MR. QUESNELLE:  Well, I've got a -- perhaps a different concern, and maybe I'm piggy-backing on Mr. Elson's original question, to the extent they're aligned, great, this'll speed things up, but to the extent that in a framework we'd be looking at a consideration of projects on a go-forward basis, whether or not there is going to be an expansion into a community, and Mr. Elson's concern -- and which I am also interested in the answer on -- is:  Is it Union's view that conservation efforts and -- should be considered as to whether or not they could achieve the same objectives at a lesser cost?

They say an objective being lowering energy bills, economic well-being, the environmental impacts, all those good things that we're talking about and trying to put some, you know, quantifications to, that those can be achieved at a lower cost, and that that would be a consideration.

Now, recognizing that Union doesn't have a role, they're not their customers yet, to go in and perform the conservation.  I think we're talking about conservation in general as to whether or not those approaches -- if we're going to go into a community that has not had any conservation investments whatsoever to this point, would that be a question we would consider.  Well, wait a minute, let's take a look at the housing stock.  Is it -- can something be materially done there and would that reach the same objectives?  Who would do that?  Not Union, and not necessarily saying that, but just from an approach, should the Board consider whether or not that is a better option when creating the inventory of the projects.

MR. SIMPSON:  Thank you for that clarity.  I think that helps me understand the genesis of the question.  My perspective would be that is not the role for EBO 188 or Union Gas as a precursor to expansion.

What I would hope is happening, and I know for sure is happening on the electricity side, is energy conservation would be available within those communities today.

With respect to alternate renewables, whether it be geo or solar or wind initiatives at some of these homes, I'm less familiar with whether they, quote, have an energy conservation program, certainly on the electricity side that exists today.

So I do think what we've taken from feedback from customers is:  With all of those available options at their disposal today, they would like to connect to natural gas.

MR. QUESNELLE:  Thank you.

MR. ELSON:  Perhaps I could put a point on this by asking about a scenario.  Let's say that Union is proposing to spend $135 million to get a certain number -- a certain bill reduction and certain GHG reductions, and through the process of a leave to construct hearing it turns out that you could spend that $135 million on incremental conservation and achieve more bill reductions and more GHG reductions.

Would you still want to go ahead with that project?  Would you still recommend that to the Board?  And do you think the Board should still go ahead with the natural gas expansion?

MR. SIMPSON:  I think my original answer concluded that we would still proceed.  There is existing electricity, especially electricity conservation programs, that are quantum larger than natural gas available in Ontario.

I would hope and expect those are available to the homeowners that are telling us en masse they would like to connect to natural gas.

MR. ELSON:  That didn't squarely answer my question, because I was asking about incremental programs, but let me move on to ask about another scenario, which is the same situation, but in the case of renewable energy, let's say geothermal as an example, if in the process of a leave to construct application where Union is proposing to spend $135 million, if it turns out on the evidence that you could lower bills by a greater degree and lower greenhouse gases by a larger amount, would you still recommend -- sorry, by going ahead with a geothermal instead, would Union still recommend the natural gas expansion and think that the Board should approve that?

MR. QUESNELLE:  Mr. Elson, can I ask for clarity on the question?  Are you suggesting -- when you say "lower the bills" you mean whatever source of energy is being used now, lower the cost of energy -- gas isn't there yet, right?  So we're talking about other sources.

MR. ELSON:  Lower the bills more vis-a-vis the alternative of natural gas, so if the alternative which, you know, let's say, is geothermal, results in more bill reductions.

MR. KEIZER:  Could I -- sorry -- also ask for clarification?  But the 135 million that would drive these other savings, where is that coming from?  Is that -- are you saying that -- that Union should go build geothermal, or are you saying that someone else should build the geothermal and get the 135 million?  I'm not quite sure --


MR. ELSON:  I mean, I think you've asked me a different question, and my question didn't ask that.  What I'm asking is how alternatives should be factored into approvals of a significant subsidy, and I don't have an answer today, and I don't think, as counsel, I should provide an answer of where funding might come from for geothermal.

What I'd like to know is whether, if you could have bigger bill reductions and more GHG emission reductions from geothermal, whether you still think this Board should approve of a natural gas expansion?

MR. KITCHEN:  Well, let me try it this way:  If we brought forward a proposal for serving a community and it turned out that that community would be better served by wind, solar, geothermal, it certainly wouldn't be Union Gas doing the project, right?

At that point the Board would say:  Your project doesn't deliver what something else can deliver, so we're not going to approve your projects, they're not going to be rates, and some other proponent, presumably, that had also filed evidence in that proceeding would take on that role, right?

We're a gas company.  We're going to bring forward proposals to serve with natural gas.  When we look at alternatives, yes, we'll look at CNG, LNG, other things like that, but we're not in the geothermal business, and we're not in the solar business.  In fact, we can't even be in those business, because undertakings with the government don't allow us to do that.

So I think that we're limited in terms of what we can bring forward, and if turns out that our proposal doesn't make sense from an economic perspective, then the Board would turf it.

MR. ELSON:  So I think you're saying that a comparison with alternatives would be valid, and something that could happen, and if it turned out that your project, as you say, wasn't the best, then it would be reasonable for the Board to turf it, as you say.

MR. KITCHEN:  Well, if that's -- if there is a better proposal out there, then I suppose that's what the Board could do.

MR. ELSON:  Moving on, in terms of some specifics about alternatives, I think if you were looking at alternatives you'd want to look also at the risks associated with the two alternatives; would that be fair to say?

MR. SIMPSON:  In my opinion is that it ultimately is actually the customer that would be looking at these alternatives, and they would -- if EBO 188 was altered as we've proposed, natural gas as an energy fuel source would be an option.  The customer would have the option to choose or elect a different energy source if they so chose.

MR. ELSON:  I think you're talking about something different from what I'm talking about, and what we have been talking about collectively here, which is a requirement that alternatives be part of a leave to construct application and part of the criteria that's looked at before a subsidy is provided.

And my question is if you are looking at those alternatives, if the Board is looking at those alternatives, and you are submitting evidence on that, I assume that risk would be one of the criteria on which you would compare those projects?  I think that's self-evident, but --


MR. KITCHEN:  Mr. Elson, here's my problem.  How would we submit evidence on geothermal versus gas?  That's not our business.  So it's not -- like, we -- in transmission facilities applications we do look at alternatives.  We look at alternatives around where we take in gas on our system.  Does that mean we can avoid building pipe?  We look at different size -- different capacities of different size.  But they are all alternatives that bring out the same result, which is us essentially serving the customer with gas.

MR. ELSON:  Mr. Kitchen, you've looked at, you know, a comparison between natural gas and propane in your application materials, correct?

MR. KITCHEN:  Yeah.  Right.  And as a means of demonstrating that natural gas is the better option for those customers and it's why those customers are coming to us.

MR. ELSON:  And the Ontario Gas Association has managed to do a comparison between natural gas and geothermal; is that correct?

MR. KITCHEN:  That's correct.

MR. ELSON:  If you were to look at alternatives, do you think you'd want to look at the risk profiles of both of the options?

MR. KITCHEN:  What do you mean by risk profiles?

MR. ELSON:  What I'm talking about is -- I'll give an example.

Your project is involving long-lived assets, correct?

MR. RICHMOND:  Correct.

MR. ELSON:  And that involves long term forecasts that inherently involve uncertainty?

MR. KITCHEN:  That's correct.

MR. ELSON:  And forecast uncertainty is ultimately a financial risk?

MR. KITCHEN:  There are risks around forecasting, yes.

MR. ELSON:  And presumably some projects are riskier than others?

MR. KITCHEN:  Yes.

MR. ELSON:  And so if you were looking at natural gas versus conservation or versus renewable energy, one of the areas you might want to compare is the risk profile of those options.  Is that fair to say?

MR. KITCHEN:  But to the extent that we have a forecast and we're forecasting load to support a leave to construct, we will be taking into -- we will take into account the possibilities of demand reduction.

MR. QUESNELLE:  Mr. Elson, could I -- maybe it's -- I'm not suggesting it's the framing of your question, but I'm hearing some of the responses as to whose role it is to do these considerations.

Is it your suggestion that these elements would be ones within issue and for consideration in a proceeding, as opposed to should Union do all this work before they bring something to us?

MR. ELSON:  Absolutely.  That's correct.

MR. QUESNELLE:  Okay.

MR. ELSON:  And I don't need to pursue this question about risk any further.  I can make the point in argument.

MR. QUESNELLE:  Yes, I think to the extent that as you are going through it, if they think about the type of argument that we are area going to have here and that we are going to have two rounds, and this isn't a -- this is on the Board's own motion and our typical process is, as I mentioned a couple of times, is that everyone will have an opportunity to respond to everyone's initial argument.

MR. ELSON:  Thank you, Mr. Chair.  So one last criteria to ask you about, and this one will be quick.

I think Union would agree that subsidies from existing customers should not be utilized where they are not required; is that a fair criteria?

MR. OKRUCKY:  Yes, I'd agree with that.

MR. ELSON:  Thank you.  I'd like to move on by asking you just a few questions about the scope of the expansion program you've proposed.  And it's 29 communities?

MR. OKRUCKY:  That's correct.

MR. ELSON:  And --


MR. OKRUCKY:  It is 29 projects and 32 communities.

MR. ELSON:  Sorry, yes, and that will provide access to a to a little bit over 18,000 customers?

MR. OKRUCKY:  18,373, yes.

MR. ELSON:  Can you undertake to estimate the total number of customers without access to gas service in Ontario, and the percentage of that total that would receive access under Union's proposed 29 projects?

(Panel confers)

MR. KEIZER:  I'm not sure how you determine everyone in the province that has got not got gas, other than taking the total number of gas customers and turning up and subtracting the population --


MR. QUESNELLE:  Well, there may be a better way to go about this.  Is a rough approximation the number of electricity customers, minus the number of current gas customers?

MR. ELSON:  That would sound like a good approximation to me.

MR. QUESNELLE:  If that suits your purposes and caveat it in whatever way, I think that gets to a number which is probably --


MR. KEIZER:  We just have to determine the number of electricity customers in the province from some source.  I'm not quite sure what that source is, but we'll do what we can, to the extent we can find some number that makes sense.  If it's on the OEB website as Mr. Kaiser says --


MR. MILLAR:  It is J5.4.

MR. QUESNELLE:  I think we've gone far enough with furnishing the answer.

MR. MILLAR:  The undertaking is 5.4.
UNDERTAKING NO. J5.4:  TO DETERMINE AND PROVIDE THE NUMBER OF ELECTRICITY CUSTOMERS IN THE PROVINCE


MR. ELSON:  Thank you.  I'll turn to the third area which I would like to ask you some questions about, which are some of the economic risks associated with gas expansion, and I'd like to refer you to some documents that I asked Enbridge about and that's in our compendium.

I'll start at page 14 in the compendium.  This is a document that was filed by Enbridge.  It's an Enbridge presentation, but it is based on a report by ICF, both for Union and for Enbridge.

Are you familiar that ICF report?

MR. SIMPSON:  Yes.

MR. ELSON:  So this page from the presentation is entitled "Initial thoughts from ICF."  And I'd like to get your views on some of the conclusions of ICF.

The first bullet under item 4 says:
"Residential, commercial, institutional natural gas consumption could need to decline by approximately 40 percent by 2030."

Do you see that there?

MR. SIMPSON:  Yes.

MR. ELSON:  Does Union agree with that conclusion?

MR. KEIZER:  Mr. Chair, if I may, I know we went through -- my friend went through some of these questions with Enbridge and obviously it wasn't our place to raise the issue at that time.

But my concern with this line of questioning is, and it goes back to one of your rulings very early on when we determined the issue list, that with respect to the greenhouse gas issue that we're to look at what the implications are with respect to 188, but not the overall implications for the province and for all gas consumers, which I think was very explicitly stated by the Board in that circumstance.

MR. QUESNELLE:  Uh-hmm.

MR. KEIZER:  So, obviously the implications of cap and trade and greenhouse gas implications for gas rates probably are something for subsequent proceedings that will ultimately occur.

But I look, I guess, to your ruling with respect to the questions my friend intends to get into, which is what you had indicated at the time was that you did not expect this proceeding to deal with the broader issues around cap and trade resulting from rate impacts of the program resulting from all customers, and that the OEB is looking for direct impacts on how the cap and trade will impact comparisons and not through a quantitative analysis.

I guess he raise it at this in the context of my friend's questions, where he intend to go.

MR. QUESNELLE:  Thank you, Mr. Keizer.  You'll be taking that ruling into consideration, Mr. Elson?

MR. ELSON:  Absolutely, and I can respond in two ways or three ways.  One is we're not proposing to get into the minutia or get into the specific numbers.  We are talking about ballpark figures.

Secondly, why this is related to EBO 188 is because what's being sought at the moment is an exemption from EBO 188 to provide a subsidy from existing customers, and there is a real question about whether providing a subsidy may be inconsistent with future initiatives that might be needed to reduce greenhouse gas emissions.

We might be paying to increase consumption of natural gas and in five years to be paying then to decrease the consumption of natural gas.

These are just questions.  You know, we don't need to answer them today.

Another way that this relates to what we're talking about is the conversion rate risk.  That's just, you know, another issue that comes up.  So there are a number of ways in which the targets, the greenhouse gas reduction targets are something that we believe the Board should be aware of in addressing the -- you know, the generic questions.

And I believe the Board itself noted that these are long-lived assets, and that these kind of long term considerations are important.

MR. QUESNELLE:  Thank you.  Two things.  One, I suppose that to the extent that keep your questions on a directional level knowing that we're looking at creating a framework here, I do take the point that it's the notion of the subsidy again here triggers some of this line of questioning, Mr. Keizer.

It's in the proposal, which I think that's fair, that some of this relates to the notion of the existence of a subsidy, so that raises something.  But I think we are perhaps becoming too narrowly focused on EBO 188.

Yes, obviously that's one of the things that the Board has articulated right from the start, that that's what we're looking at doing.  That's what was in the letter that went out.

But when we frame this generic hearing, it goes beyond that.  We're looking at franchise agreements and we're looking as the whole framework around how we are going to get to where we are now into a future place of expansions, and it goes beyond EBO 188.

So to tie everything back to but what's that about, the original EBO 188 did not contemplate any of these questions.  Therefore, I think that's the wrong way to look at it.

So I think that we have to remember that we're creating a framework here, and it's not with any precision that we've got exact demarcations around the issues.  We said we'd have to feel our way through it.

MR. KEIZER:  So I -- and I take your point.  I mean, obviously Union is prepared to work within the context of the issues list and respect that --


MR. QUESNELLE:  Yeah.

MR. KEIZER:  -- and respect the fact that there's a number of attributes that are being considered here.  It is more --


MR. QUESNELLE:  Right.

MR. KEIZER:  -- to the extent that my concern was that we were going to stray into a lot of discussion about overall conclusions about where consumption of gas is going overall with the system and how that -- as opposed to linking it back to specifically about expanding gas to non-serviced communities within the context of the fact that, yes, if there is franchise considerations there is all the other consideration, that is go with that, including subsidies.

MR. QUESNELLE:  Thank you.  Mr. Elson, will you keep that in mind, that we are looking at directionally some of these issues, not getting into -- we don't want to get into the granularity that we referenced in our determination on the issues here.

MR. ELSON:  Absolutely.  Thank you, Mr. Chair.

So I was just taking you to the first line here that says that residential, commercial, institutional natural gas consumption could need to decline by approximately 40 percent by 2030.  And my question is whether Union, generally speaking, agrees with that conclusion at a broad level in the ICF report?

MR. SIMPSON:  Before I answer that I would like to just clarify for the Board, this -- if I'm reading this correctly, page 14 is a front-end presentation by a Mr. Norm Ryckman of Enbridge to presumably an internal audience of Enbridge, so when I said I was familiar with the document I was referring to the ICF report from November of '15.  I clearly wouldn't be familiar with presentation Norm Ryckman did internally.

MR. ELSON:  Perhaps we could turn back to the first page of this presentation, which is page 1 of the compendium.  This is -- it's not an internal presentation; it is the presentation that was provided in EB-2015-0237 and the natural gas market review, but again my questions relate to the conclusions of the ICF report, and I'm just making reference to this document, which was the same I used with Enbridge, so if we could turn back to page 14, and again, that conclusion is described here, and I'm just trying to understand a pretty simple question:  Do you agree with this, you know, at a broad -- at a broad level, is this the kind of range of potential natural gas consumption declines that we might be looking at for 2030?

MR. SIMPSON:  Directionally I agree with the observation that in isolation residential consumption could be in decline if that was the mechanism that Ontario was going to focus on to achieve its climate reductions and stick to it.

I think the reason I am struggling, frankly, is, as we sit here today, the only amount of clarity that's been brought to cap and trade is, I would call it the highest level, the time line, of which the Liberal Party will introduce this platform, and the targets that had been set.

I don't think we have enough clarity to draw conclusions on whether all cars will be electric and off of gasoline, all homes will be on geothermal and off of natural gas by 2030, so directionally the program puts a price on carbon.

MR. QUESNELLE:  Understood, but directionally, I think, Mr. Simpson, you recognize that the possibility of a decline in throughput is -- I think we have to -- and I don't want to, you know, hold the last people that are in line for cross-examination is held to a tighter schedule, but we really are drifting into a lot of argument here.

The question was, do you agree generally in the decline.  I think the caveats can all take place in exchange of arguments as to what weight we should put on that, but if you agree that there should be a decline with some -- you know, I'm not saying that -- restrict it to yes-no answers.  Mr. --


MR. SIMPSON:  Mr. Chair, I have no issue suggesting there will be downward pressure, given the price of carbon is being introduced into the market.  I'm just trying to offer my insights that unless that price of carbon is exorbitant there will be very little downward pressure on revenues and volumes.

MR. QUESNELLE:  Very good.  Thank you.

MR. ELSON:  So do you have any studies or internal memos that would contradict something more in the range of a 40 percent decline?

MR. SIMPSON:  No, but this -- we have been in dialogue on exactly this point, and I don't wish to take up any further time on that.

MR. ELSON:  And so I didn't quite hear your answer to Mr. Chair's question.  I think you do agree that there will need to be an absolute reduction in natural gas consumption; is that fair?

MR. SIMPSON:  No.  I tried to be clear.  I do agree there will be upward pressure on price of gas due to the price of carbon, to be determined what that will do to volumes.

MR. ELSON:  So can you provide any sort of analysis that Union's done to show how Ontario can achieve its GHG emission targets without an absolute reduction in natural gas consumption?  Is there anything that you've done that you can provide us?

MR. SIMPSON:  I think the work with ICF and Enbridge in fact does that, and in some cases getting off of diesel fuel and on to natural gas could lower greenhouse gases.

MR. ELSON:  Okay, I'm going to turn to the last bullet here and try to move more quickly.

There is a reference here to electrification of buildings; do you see that there?

MR. SIMPSON:  I do.

MR. ELSON:  And so that could mean replacing fossil-fuel furnaces, including natural gas, with heat pumps; is that fair to say?

MR. SIMPSON:  It could.

MR. ELSON:  And are you at all concerned about the possibility that we would subsidize expansion of natural gas, only to later subsidize and move it away from fossil fuels completely through the electrification of buildings?

MR. SIMPSON:  No, I'm not concerned about the balanced proposal we brought forward, because customers have asked for that.  That is what our response is to, is the request of customers, and the price spread between natural gas and electric is very significant today, and I am not convinced it won't remain significant through electrification of other means that will put upward pressure on our electrical infrastructure.

MR. ELSON:  Could we turn to page 7, please.  So you may have seen this chart during the Enbridge panel or in Ontario's climate-change discussion paper.  And this chart shows the very, very significant gap that needs to be closed with respect to GHG emission reductions, and I'm just going to describe it, and tell me if you're with me on this description.

The dotted line is the -- first, the solid line is historical, and then the dotted line is the anticipated GHG levels with the current initiatives, and then the grey area below that is the gap.  The yellow line is the 2020 target, and the red line is the 2050 target.  And the 2050 target is at 35 megatonnes?

MR. SIMPSON:  Yes, I see that.

MR. ELSON:  And would you agree with me -- and I think you'd have to agree with me -- that it is very likely that we will need substantial declines in natural gas usage in order to meet at least the 2050 target; would you agree with that?

MR. SIMPSON:  I would agree.

MR. ELSON:  Thank you.

I'll turn to the ICF report itself.  It starts on page 20 of the compendium.  And if we could turn to page 21, which is the first page.  There is a reference in the sixth bullet to an appendix of a company-specific change in natural gas demand.

Could you provide an undertaking to file that with the Board?

MR. SIMPSON:  Yes, we will look for that and if we find it we will definitely bring that forward.

MR. MILLAR:  J5.5.
UNDERTAKING NO. J5.5:  TO FILE WITH THE BOARD THE COMPANY-SPECIFIC CHANGE IN NATURAL GAS DEMAND.

MR. ELSON:  And is there any chance that you could file that before we resume tomorrow so that other intervenors can have a chance to ask that questions about that document?  Understood, of course, it will have to be on a best-efforts basis?

MR. KEIZER:  We'll do what we can.

MR. QUESNELLE:  Thank you.

MR. ELSON:  Thank you.

Could we turn to page 38.  And so this is the ICF report.  It says that aggressive 2030 targets and cap and trade policy will reduce demand for natural gas in Ontario.

I think this is conflicting with what you were saying earlier.  So I'm just wondering, when you look at the conclusion in the ICF report, whether you can agree with that heading there.

MR. SIMPSON:  I don't think it is inconsistent with my heading or my description.  I think we're just discussing degrees of impact.

MR. ELSON:  Okay.  And I'll move on, in the interest of time.  Would you agree that cap and trade and other initiatives intended to address Ontario's GHG emission reduction targets could adversely affect conversion rates from customers with electricity generation?

MR. SIMPSON:  We may need a bit of clarity on the question.  I'm sorry.

MR. ELSON:  Cap and trade is presumably going to increase the price of natural gas more than the price of electricity.

So could that adversely effect the conversion rate of customers who currently have electrical heating?

MR. SIMPSON:  Right.  So I understand the premise, and my answer is I'm not sure that I know, because what is, I think, abundantly clear is there is a price on carbon.

What isn't clear to me is the adverse price that may be a result of the electricity price as we migrate to a lower greenhouse gas emitting province and what that will do to electricity prices, not the least of which is what will happen through the refurbishment period and other things that are very significant and currently underway.

MR. ELSON:  Perhaps we could refer then to page 49 in the compendium, and this is an ICF report that you filed entitled "Economic and emissions benefits of expanding natural gas distribution pipelines to Canadian consumers".

And on page 49, there's an exhibit relating to the net annual GHG reductions by fuel type.  Do you see Exhibit 22 there?

MR. OKRUCKY:  Yes.

MR. ELSON:  And so there are net annual GHG reductions when you go from natural gas to heating oil, right -- sorry, from heating oil to natural gas?

MR. OKRUCKY:  Correct, from heating oil to natural gas, yes.

MR. ELSON:  But when you go to from electricity to natural gas, the opposite is the case; there is increased going emissions.

MR. OKRUCKY:  Yes, that's correct, and the degree would depend on the jurisdiction, the location, the province.

This is a -- this is a national report that ICF prepared.

MR. ELSON:  And I understand in Ontario, it would be fairly significant.

MR. OKRUCKY:  Ontario has largely decarbonised the electrical generation.

MR. ELSON:  Now, I understand that cap and trade will likely cause significant increases in the price of natural gas, but will also cause increases in the price of alternatives such as oil and propane; fair?

MR. OKRUCKY:  I would agree with that, yes.

MR. ELSON:  But what will about alternatives to fossil fuels such as heat pumps and conservation; they will become relatively cheaper vis-a-vis natural gas, all other things equal; is that fair to say?

MR. OKRUCKY:  I would suggest that the annual operating cost will change.  The extent to which the capital cost or the up-front cost change is not as apparent -- as apparent to me.

MR. ELSON:  Let's say that the various initiatives necessary to meet Ontario's GHG targets drive up the price of natural gas, such that conversion rates for your community expansion projects are not what you forecasted.  I'm presenting this is a scenario.  You don't have to agree that that's going to happen.

Would Enbridge then be willing to bear that risk of the conversion rates not meeting those targets?

MR. QUESNELLE:  Perhaps you don't answer --


MR. OKRUCKY:  I'm not sure what Enbridge preferred to do.

MR. ELSON:  I made sure to mess up my last question.

Would Union be willing to bear that risk?

MR. OKRUCKY:  Sorry, can you give me the question again?

MR. ELSON:  Of course.  This is a scenario where Ontario's GHG emission targets and the initiatives necessary to meet them, such as cap and trade, drive up the price of natural gas and, as a result, the conversion rates for your expansion projects aren't what you forecasted, so you take in less revenue leaving a shortfall.

Would Union -- I assume the answer is no, but can you confirm that Union is not willing to bear that risk?

MR. SIMPSON:  No, our proposal tried to balance that element of forecast risk per se.  We were very conservative in our projections, and our experience to date -- and it's not a guarantee of the future -- is that given the option of geothermal versus natural gas, customers will connect to natural gas.

MR. ELSON:  And is there an amount that Union would agree to be paid to absorb the risks associated with this project?  Are you able to quantify, you know, maybe changing the rate of return or providing, you know, in effect an insurance against the risk of this project?

MR. SIMPSON:  No, again, the means in which we tried to balance that risk, we're being very conservative on two fronts.  One on the cost of the initiatives in the two projects, and the second was on the attachment rate.  And when blended in with the other balanced elements included a fair and reasonable return for the utilities as it exists today in the incentive rate-making mechanism.

MR. ELSON:  I think I'm asking how much would you charge to absorb that risk?  If you had to absorb that risk, how much would you charge for that?

MR. SIMPSON:  I don't think I can answer that question.  Our proposal is not to absorb that risk.

MR. ELSON:  So you are unwilling to absorb that risk at any cost; is that the answer?

MR. SIMPSON:  No, we just are not making that proposal.  So I would struggle to answer your hypothetical question.

MR. ELSON:  You know, it might be that the better way to deal with this risk would be for someone basically to ensure that, such as Union.  Can you provide an undertaking to estimate how much you would charge to absorb that risk?

MR. KEIZER:  I think the problem is -- one, I think in the hypothetical he is putting forward, he hasn't quantified what the element of the risk is.  So I'm don't know how anyone could say what is to be charged for it.

I also think it is going into a point of argument rather than a factual inquiry.

MR. QUESNELLE:  I think that's fair, Mr. Elson.  I think for, especially a witness on the stand to respond to something which would need an incredible amount of study and a new business line for Union to underwrite something that -- I don't know that they would even go to a third-party that just does that for a business, to be able to provide you with that answer.

MR. ELSON:  Thank you.  What I'm trying to get at is a quantification of the risk, and if Union isn't going to take it as a risk that existing ratepayers are going to take.  And if it's too complicated to calculate that number, then that will have to be the answer, or if Union isn't willing to absorb that risk, then I can answer that.

But I'll just ask as my final question: That risk of course, if it's not falling on Union's shoulders, is falling on ratepayers' shoulders?

MR. KEIZER:  I think that's a fair question, although I think what the witness did answer is that Union took be efforts to mitigate the risk.

MR. QUESNELLE:  Understood.  So I think there is a request for a response.

MR. SIMPSON:  I agree, we will not take that risk.  It is built into how we designed the framework.

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

MR. QUESNELLE:  Thank you, Mr. Elson.  I will just ask the court reporter if you're comfortable to carry on.

Mr. Kaiser, I think you're up next.
Cross-Examination by Mr. Kaiser:

MR. KAISER:  I'm going to come back to where Mr. Millar left off.

He was discussing with you -- he put a proposition to you, which was basically can we solve this problem by just charging the new customers and not the existing customers.

Now, Enbridge told us -- and you have this, this is SEC 22 -- that they were going to collect from the new customers 414 million -- 415 million, and from the existing customers, 439 million.

Now, they were doing it over ten years -- excuse me, they were doing it over 40 years.

MR. KEIZER:  Are you in your compendium?

MR. KAISER:  Yes.

MR. KEIZER:  Second page of the compendium.

MR. QUESNELLE:  Do you want to have that marked, Mr. Kaiser?

MR. KAISER:  Yes, thank you.

MR. MILLAR:  Sorry, I don't know that we have it here.

MR. QUESNELLE:  It might be because we have got six of them --


MR. MILLAR:  Okay.  So I think we're at Exhibit 5.5.

MR. QUESNELLE:  Okay.  Thank you.
EXHIBIT NO. J5.5:  PAGE 2 OF THE COMPENDIUM

MR. KAISER:  So I'm asking you, I understand there is a different time frame in the case of the two companies.  Enbridge is using a collection period of 40 years.  You're using a collection period of ten years.

What's the amount that you are proposing to collect for each of these two categories?

MR. HOCKIN:  So if we could pull up one of the undertakings from the technical conference.  That would be the technical conference in 2015-0179, and the undertaking is JT1.11, or Undertaking JT11.

MR. KAISER:  You can just give us the numbers if you want.

MR. HOCKIN:  The amount of money that Union has forecasted for the TES is an attachment to that, and that's present value of 19 million.

MR. KAISER:  And that's equivalent to the 415 million for Enbridge; correct?

MR. HOCKIN:  I don't know what the Enbridge number is derived from, so I don't know.

MR. KAISER:  Well it is the amount of money they're going to collect from their charges, from the existing customers to the new customers, the same thing -- on the next page there is a comparison between Enbridge and Union.  It's -- this is page 2.  Look at page 1.

This was an attempt by VECC to get a comparison between the two programs, so I'm just asking you in terms of the collection from the new customers, which is 415 million for Enbridge, yours is 19 million?

MR. HOCKIN:  That's the present value of the collections; that's correct.

MR. KAISER:  And the number that's comparable as to the collections from existing customers, how much is that for Union?

MR. HOCKIN:  About 75 million.

MR. KAISER:  75 million.

MR. HOCKIN:  So if I can --


MR. KAISER:  And the --


MR. HOCKIN:  Yeah, I think it would be helpful if we brought up the JT1.11 attachment in which these numbers are being referenced.

MR. KAISER:  All right, let me give you my question first before you get into your attachment, and take all the time you want.

What's the rate per customer in the case of the charges to the new customers?  Is there a monthly charge?

MR. HOCKIN:  What -- the rate impact is --


MR. KAISER:  No, no, no, no, no --


MR. KITCHEN:  The volumetric charge is 23 cents.

MR. KAISER:  Yeah.  It's exactly the same.

MR. KITCHEN:  It's a volumetric charge.

MR. KAISER:  23 cents in the case of both companies; correct?

MR. KITCHEN:  Correct.

MR. KAISER:  Now, I was intrigued by Mr. Millar's question, because he seems -- and he would know, because he's getting the letters -- that there might be some resistance from existing customers -- the point that -- new customers certainly do benefit.

My question is if you used 40 years instead of ten years, do you have to touch the existing customers at all?

MR. HOCKIN:  Yes.

MR. KAISER:  And why is that?

MR. HOCKIN:  Well, substantively your question is if the TES is run for 40 years would the projects reach a PI of 1?  And the answer to that is:  Very few of them.

MR. KAISER:  Does the charge to the existing customers go down under that scenario?  If you use 40 years like Enbridge in both cases.

MR. HOCKIN:  The --


MR. KITCHEN:  I'll answer that.  No.

MR. KAISER:  Why is that?  Just because you are spreading out the money longer and --


MR. KITCHEN:  It's because of how we've calculated it.  As Mr. Okrucky said, we calculated it based on a payback period of four years for -- around four years, I think, for a customer converting, so there is no relationship between the length of the -- the length of the -- of paying the 23 cents and the calculation of the 23 cents.

MR. KAISER:  Help me -- if you use the same monthly rate and you collect over 40 years instead of ten years, don't you collect more money?

MR. RUBENSTEIN:  Sorry, if I can just quickly -- the court reporter seems to be having a problem.  There is some shaking, and she keeps looking at the panel, but --


[Reporter appeals]

MR. QUESNELLE:  Check the microphone at their dais, perhaps.  Thank you.  Thank you, Mr. Rubenstein.

MR. KAISER:  So the question, gentlemen, was if you charge these new customers the same monthly rate, the same surcharge, you charge them for 40 years as opposed to ten years, don't you raise more money?

MR. KITCHEN:  I mean -- let me try to just clarify the question, and if I'm not getting it right, then you can tell me.

Are you asking if we charge 23 cents per cubic metre for the entire 40 years, will the rate impact for the existing customers be less?

MR. KAISER:  No.  You will be raising -- I'm suggesting -- I'm going back to Mr. Millar's point.  His question to you was:  Is there a way we can do this without charging the existing customers?  And the inference was, can we charge the new customers more?  The guys that are clearly benefiting.  The difference between you two is one wants to collect the money over ten years and one wants to collect it over 40 years, so one of you believes people aren't going to rise up in the streets if it's a 40-year term for the collections.

So it occurred to me as well if the rate doesn't change -- I'm not talking about spreading the same money, I'm saying is there an opportunity here by charging people over 40 years, which Enbridge believes you can do, and not have to touch these existing customers that Mr. Millar's worried about?

MR. KITCHEN:  And I think that Mr. Hockin provided the answer that some of the -- that we will still need to collect a -- or collect a subsidy from existing customers.

MR. KAISER:  And will that be greater or lesser or the same as under your proposal?

MR. HOCKIN:  And I hate to confuse you, but I want to make sure the record is clear.  Our proposal is to a PI of .4.  I think everyone knows that.  If the objective is to have zero subsidy, the PI is to 1.0, so that's the starting reference point of all that.

Within the context of that, then you need to calculate how many projects you can do with a term, either short or up to 40 years, associated with that customer contribution.

The starting point that we have on record is 29 projects, something in the order of $135 million.

MR. KAISER:  Correct.

MR. HOCKIN:  If the alternative proposal is a PI of 1, then we can only do ten projects for that 40 -- with a 40-year criteria.

So when you asked me the question:  Well, what is the customer subsidy for that?  Those are two completely different numbers, because in the first case we're spending $135 million under ten projects -- sorry, under 29 projects.  In the alternative scenario it is only ten projects and a different amount of money.

MR. KAISER:  Now, my question, though, is assume there is exactly the same projects.  And there's exactly the same rate.  And the only thing that's changing is instead of collecting it in both cases over ten years we're going to collect it over 40 years.  Can we collect enough money from the new people that we don't have to worry about the existing people?

MR. HOCKIN:  The information that we have, and if we have to taking an undertaking we would, I guess, is that if you added -- if you did 40 years on our 29 projects, the aggregate information that we have is that that would result in a PI of 0.9.


MR. KAISER:  How much would you collect over 40 years?  You told me you are going to collect 19 -- over ten years.  If you run this thing at 40 years, how much are you collecting?


MR. HOCKIN:  I don’t have that information with me.


MR. KAISER:  All right.  Can you find it for me?


MR. HOCKIN:  Can you -- so can I paraphrase the undertaking so that I get it correct?  You would like to know --


MR. KAISER:  You just finished telling us that you are forecasting collections over ten years of 19 million in the case of the new customers, and 75 million in the case of the existing customers.

My question is:  If you use the same rate, the same projects, everything as it is, but instead of collecting over ten years you collect at 40 years, does it change anything?  And in particular, do we have to go after the existing customers under that scenario?

You can think about that overnight, over dinner and --


MR. OKRUCKY:  There is one other point of clarification.  Are you saying that we would collect the surcharge for 40 years for every project, regardless of whether the PI reaches 1, or .8 or 1.9?


MR. KAISER:  I'm suggesting you follow exactly the methodology that you are following in your evidence; you just change the term.


MR. OKRUCKY:  Yes, but change the term to what?  A maximum of 40 years, or 40 years?


MR. KAISER:  Change it from ten years to 40 years.


MR. OKRUCKY:  So for every project we collect for 40 years is what you're asking?  Okay, thank you.


MR. KAISER:  Yes.  Thank you.  Mr. Kitchen, you are the rate guy here, as far as I can tell.  Is that right?


MR. KITCHEN:  Apparently.


MR. KEIZER:  Sorry, we need to get an undertaking number.


MR. KAISER:  All right.


MR. MILLAR:  I think there was an undertaking as J5.6.


UNDERTAKING NO. J5.6:  TO PROVIDE THE CALCULATION OVER A 40-YEAR TERM


MR. KAISER:  We have had a lot of discussion about these postage stamp rates, and we understand what they are and the discussion has been in terms of the subsidy and that's fine, that's understood.

There's been a discussion, too, about the franchise proposal, whether you call it the competitive bidding -- whatever you call it -- and you have an advantage, which is put in your evidence, that you just borrow the rate from the next town down and you say this will be your rate.

So if you are bidding on Kincardine, you would just bring in the rate from Port Elgin or whatever the closest spot was.


Is that more or less the idea?


MR. KITCHEN:  Since our rates are postage stamp, it we be the for the entire southern franchise.


MR. KAISER:  Now, when we look at the rates order that that’s in, that rate – there are other terms in that rate, including that's a rate during an IRM term, is that correct?


MR. KITCHEN:  That's at a rate at any time.  It doesn't matter if you are an IRM or cost of service.  The rate order is changed annually to reflect -- currently reflect the IRM formula.


MR. KAISER:  But as part of that order, I mean you recall the order, it was a negotiated order approved by the Board, there is limits on how much you can increase the rate, correct?


MR. KITCHEN:  Correct.


MR. KAISER:  And there's provisions inherent in that process as to who would bear any losses and who would bear any excess earnings; that's all set out.


MR. KITCHEN:  That's all set out, including capital pass-throughs, and DSM pass-throughs, and gas supply pass-throughs.


MR. KAISER:  So when you borrow – when you use this rate, you are prepared to take the whole ball of wax and apply it to the new territory, the complete order.


MR. KITCHEN:  Yes, because what we are seeking is the capital pass-through mechanism very similar capital pass- through mechanism that's currently approved.


MR. KAISER:  And similarly with respect to the IRM term, correct?


MR. KITCHEN:  True.


MR. KAISER:  Thank you.  I want to come to this matter of the advance reinforcement charge; is that part of your jurisdiction, too?


MR. KITCHEN:  Fortunately not.


MR. KAISER:  All right, whose up to bat on this?


MR. OKRUCKY:  That would be me.


MR. KAISER:  Now, as I understand it, this particular charge has only been implemented by Union once and that's in the case of Port Elgin, is that right?


MR. OKRUCKY:  Yes, there has only been one instance where it would have been applicable after the Board asked us to start doing it.


MR. KAISER:  Right.  That was a case where you levied a charge of $6 million, I thought.


MR. OKRUCKY:  Yes, it was $6 million.  It was included in the economic analysis for that project, yes.


MR. KAISER:  So does that mean the municipalities paid it?


MR. OKRUCKY:  No, not necessarily.  It would depend on the economics of the project.


MR. KAISER:  Well, do you know whether they paid it or not?


MR. OKRUCKY:  Well, the project would have had a PI Of --


MR. KAISER:  I mean, did they have to write a cheque or not?


MR. OKRUCKY:  Not for $6 million, no.


MR. KAISER:  How big was the cheque?


MR. OKRUCKY:  I would have to go back and find out whether there was aid to construction required, to find out if the municipalities paid a cheque.


MR. KAISER:  All right.  Well we'll give you an undertaking number for that.  You'll tell us whether -- how much the advanced reinforcement charge actually was in Port Elgin, will you?


MR. OKRUCKY:  Sorry, I can't tell you -- if there was aid, I cannot tell you what portion of that aid was due to an advancement charge and what portion was due to lowered volumes or revenues that didn't meet the cost of the project, because it was all rolled-into the project economics.  So the DCF outputs would tell you what the PI for the projects were, and that $6 million was rolled into -- as a cost in the economics analysis of the project.

So we don't try to segregate.  I there's aid, it’s this much for this much, and this much for that much for that much.


If the project was approved at a PI of 0.8, which I have to validate, then there would not have been aid paid at the time.


MR. KAISER:  I'm having difficulty.  This was a specific charge.  It was identified in the decision -- no reasons.  But you were, according to you, allowed to charge the municipalities as part of doing this project, as part of putting gas into Port Elgin, $6 million for something called an advanced reinforcement charge.  Is that accurate?


MR. OKRUCKY:  I think you are mischaracterizing what happened, Mr. Kaiser.  The Board asked us, in future applications, to include the cost of advancement in the economic analysis of any project.  That's what we did in this situation.  We included that cost in the economic analysis.

If that project was approved at a certain PI without aid, then there would not have been aid.


Of that project required aid from the municipality or from the customers, then there would have been aid.


MR. KAISER:  And if there was aid required, it would get recovered in rates, or would somebody write a cheque?


MR. OKRUCKY:  If there was aid required, then that aid would be an offset to the rate base, or the assets that are entered into rate base.


MR. KAISER:  All right.  Well, let's move forward to EPCOR.  You have asked you have asked EPCOR to pay an advanced reinforcement charge, is that correct?


MR. OKRUCKY:  We have included the investment of an advancement charge in the estimates that we have provided for EPCOR, yes.


MR. KAISER:  Right.  And we reached an agreement that rather that hold up this project because we were required to write a contract and the contract had a charge in it, a real charge which no doubt was looking for a cheque.


How much was the charge you were proposing to EPCOR in this case?


MR. OKRUCKY:  Off the top of my head, I'm not sure what the charge was.  I did not bring any of that material with me, because I didn't think it would be the subject of a generic proceeding.


So the question from a generic basis is should these charges be embedded in the economic analysis of the project.


It's not about what was the charge for an EPCOR project or another project.


MR. KAISER:  I see.  Can we a at least agree that the charge was substantial?


MR. OKRUCKY:  Yes, I believe it was.


MR. KAISER:  If that substantial amount wasn't paid, EPCOR could not move on -- EPCOR could not get gas?  You had the ability to stop EPCOR from getting gas unless they paid this charge?


MR. OKRUCKY:  Again, can I ask -- I'm a little confused as to what this has to do with generic proceeding.  This seems to be more about an application.


MR. KAISER:  One of the propositions, and it’s in the Board's issues list, the incumbents can prevent competitors coming into the market because the incumbents control the supply of gas.  That's the generic issue.

MR. KEIZER:  No, the generic issue is whether advancement charges should be included in the economics.

MR. KAISER:  No, that isn't --


MR. QUESNELLE:  I think part of that would be the Board's oversight of the collection of the advancement charges and whether or not service can be denied if there is -- or if there is a dispute on the advancement charge, those types of things I would see as part of the framework that we would be interested in exploring.

MR. KEIZER:  And that's fair game.  I don't know if it necessarily needs to be accusatory with respect to --


MR. QUESNELLE:  No --


MR. KEIZER:  -- within the context of negotiations between the two parties.

MR. QUESNELLE:  Understood.  Mr. Kaiser for EPCOR, I think there are some questions to be asked, and certainly if you are having difficulty getting answers, we are here with our idea of what the framework needs and what we need, so I think that will be the filter in which we pass these through.

MR. KAISER:  And I was meaning to explain to you, Mr. Chairman, the process in which it was resolved.  You'll appreciate that if you can't get gas from the guy that supplies the gas, you've got a problem in terms of providing service in the new community.

MR. QUESNELLE:  If we can that in another way, that would be helpful.

MR. KAISER:  And I actually admit this is a compliment, you'll find this as a surprise, but we were able to work out an accommodation with Union that in the supply contract, which was facing a stalemate on this issue, the parties agreed to insert a term in the contract that they disputed whether this was a valid charge, but both parties agreed that they would let the Energy Board determine whether this was a valid charge and they would both abide by the Board's decision.

And we appreciate that accommodation that Union made in that regard, because it did allow this project to proceed.


I raise this only in the sense that at some point you'll have argument on whether there are barriers to entry and what those might be.

MR. QUESNELLE:  Well, on that specific point, Mr. Kaiser, we'd be interested in having argument on the Board's authority or what the Board's authority should be.

I don't think it is between two parties whether or not we are going to have the board Become the arbitrator of a dispute on contract, so I think that we need a framework that sees past that.

MR. KAISER:  No, the question was:  Is it a valid charge.  We do have this charge in Port Elgin.

MR. QUESNELLE:  All right.

MR. KAISER:  27 years ago or something, and now it's popping up, and one of the issues that you are facing, is this a valid charge, particularly in the context of natural gas expansion.

MR. QUESNELLE:  Well, if through this experience there is a recognition that there is a weakness in the Board's stated authority on this, we would be interested in hearing about that as part of this issue.

MR. KEIZER:  We certainly could contemplate the legal jurisdiction within the context of argument.  The policy premise behind the advancement charge has already been laid out in Union's pre-filed evidence in this proceeding.

MR. QUESNELLE:  All right.  Thank you.

MR. KAISER:  Well, and we'll leave that to argument.  I was just trying to get some of the facts down, but coming back to Port Elgin, which is the one case that we've -- and I take it from what you've said, this is -- this particular problem of needing an advanced reinforcement charge has never arisen since Port Elgin.

MR. OKRUCKY:  That's correct until very, very recently, and I would suggest that one of the primary reasons for that is that the number of expansion projects undertaken has dropped off dramatically.

In the last ten years there has only been one, Red Lake.  There was not advancement required for Red Lake, but there was a significant amount of aid required to undertake that project.

MR. KAISER:  Are you aware that Enbridge doesn't charge this charge?

MR. OKRUCKY:  I can't speak for Enbridge's practices. I can tell you that the reason we've surfaced this as an issue is because the Board instructed us to begin doing this, and that was many, many years ago.  It hasn't cropped up very often, and we wanted clarity on whether we should be doing it or not.

MR. KAISER:  And you say the Board instructed you to do this in the Port Elgin decision?

MR. OKRUCKY:  Just bear with me for a second.  No, the Board didn't instruct us to do it in that decision.  The Board instructed us to do it in a prior decision, and this was the first opportunity -- the Port Elgin project was the first opportunity where it would have surfaced as a requirement.

MR. KAISER:  And where's the instruction?

MR. OKRUCKY:  If I turn to our evidence -- that's where it is, our submission -- it was the -- I'm in Exhibit A, tab 1 for EB-2016-0004, page 9, page 9 of 38, yeah, right at the top:
"The rationale for this is the Board decision for the Wingham expansion project in 1995."

That was EBL 235, that decision, and in that order the Board indicated that in future facilities applications we need to file an estimate of the costs and any impact of those costs on the economics of the project.

Following that decision the first opportunity where that requirement would have applied would have been the Wingham project.

MR. KAISER:  Now, as I understand the facts in this case, initially you advised EPCOR that there was no excess capacity and there would be a reinforcement cost; is that correct?

MR. OKRUCKY:  I don't know the specifics of the detailed dialogue back and forth.  Sorry.

MR. KAISER:  Well, you can confirm that.

Am I right that you ultimately determined there was excess capacity currently?

MR. OKRUCKY:  That's correct, there is currently capacity to service the load that EPCOR had asked for.  The issue here is that we would have to advance future reinforcement within the three-year window that we have proposed as a reasonable window.

MR. KAISER:  So to understand the nature of this charge, even if there is excess capacity and the new customer wants to use that at whatever your rate is, if you determine that that use of that -- just stopping there, you'd agree that it's in everyone's interest if there is excess capacity, somebody who wants to come along and use it, everyone benefits from that.

MR. OKRUCKY:  I would agree with that, yes.

MR. KAISER:  But if you determine that sometime in the next three years somebody else is going to come along and want additional capacity, a new customer, and today -- who you're facing today should pay the cost of adding that new capacity sometime in this three-year window.  That --


MR. OKRUCKY:  I'm sorry, could you give that to me again?

MR. KAISER:  There is excess capacity, you allow the customer on, and you charge him the rate, but you determine under this advanced reinforcement charge that there's likely to be a new customer come along sometime in the next three years that will need additional capacity.

MR. OKRUCKY:  Okay.

MR. KAISER:  And therefore you charge the new customer who is using the excess capacity the charge of this -- that -- the charge for adding capacity sometime in the future for this new customer.

MR. OKRUCKY:  Yes, what we're trying to prevent here is a situation where we can't add, let's say, a single individual customer on a system because a large customer has come on and taken up all our excess capacity, and a new customer comes in the next day, Joe Blow from Owen Sound calls and says, I want to connect to natural gas, you've got a main right beside me, the economics would look good, and our answer potentially could be, I'm sorry, we have no capacity left.  It is going to take us three years, in essence, from the time we initiate looking at reinforcement until we go through the Leave to Construct process and construct and have the capacity available.


And we would be very concerned about being faced -- put in that situation where we can't attach one or two or a subdivision, a small group of customers, because the capacity in the system was completely exhausted by somebody connected yesterday.

MR. KAISER:  And that's never happened since Port Elgin, that somebody came along and tapped out the capacity on the line, until EPCOR came along?

MR. OKRUCKY:  Not that I'm aware of, no.

MR. KAISER:  In any event, when you make this determination that somebody is likely to come along in the next three years and need new capacity, do you know for sure that there's a customer, or are you just guessing?

MR. OKRUCKY:  We do facilities business plans on a periodic basis for each of our systems, and in those facilities business plans we anticipate future growth requirements at a subsystem level based on -- primarily on recent or past historical growth of that system.

So, if we've grown a system by, you know, 500 customers a year, and we don't see any significant changes in terms of the environment around us that would cause that to change, then we would forecast something similar to that going forward.

We adjust those plans as we're building them, based on known factors.  For example, there may be a large subdivision being planned in one area of the system, and the growth might shift.

But we do those facilities business plans on a routine basis, in order to forecast what our longer-term system reinforcement needs would be.

MR. QUESNELLE:  Could I ask a question at that point? Does Union dedicate with any kind of legal instrument on title when developers enter into subdivision agreements with municipalities, where perspective home builders actually have the expectation to receive gas?

MR. OKRUCKY:  I'm sorry, can you just ask that --


MR. QUESNELLE:  I'm just thinking, in a typical municipal situation where you have water and sewer infrastructure and what have you, when there is a subdivision entered into, it actually gets registered on title of land so that the prospective buyers have an expectation to receive the services that are included in that sub division, do you ever have the scenario where gas is included in such a fashion that someone --


MR. OKRUCKY:  Not that I'm aware of.  Often when a subdivision is being developed, the developer is in contact with us before they start selling lots about availability of gas and whether -- what the economics of extending gas to that area would be, and whether there is aid or not.

So I would suggest there wouldn't be a lot of cases where a subdivision is being developed where the developer doesn't know we're already committed to installing natural gas, and the ramifications of that.

MR. QUESNELLE:  So in a world where you've never had an EPCOR come along and say I'm going to deal with this community and I want gas, you've never had to worry about the -- to the extent that you've -- you're having it dedicated a full capacity of a line to a large customer such as that.

MR. OKRUCKY:  We do have it happen periodically in other systems.  For example, we do reinforcement projects periodically -- I'm not going to say every year, but every few years where there are leave to construct applications to reinforce this system or that system.

 Those applications are a result of capacity being eaten up by one customer, or by a whole series of new subdivisions or new residential customers; it could be either of them.

MR. QUESNELLE:  So I would ask you to consider -- this goes to you, Mr. Keizer, as far as from Union's perspective -- as to whether or not, in -- if we are going to have new entrants in, is there a system that's required for dedication of resources that get locked down legally and in the -- I'm just thinking in the consideration of people are entering into legal engagements and investments in properties with the expectation of service, and if that isn't -- and if Union doesn't have a system or Enbridge doesn't have a system that can speak to that.

If there is a shift in the landscape here that we're going to have potentially new entrants in, is that a consideration that should be made in this framework?

MR. KEIZER:  Yes, and I think within the context of this whole advancement charge issue, we would consider that in terms of what's the overall purpose as to why we've approached it, or Union has approached it in this current circumstance in this way, and obviously what impact it has on current ratepayers and future ratepayers.

MR. OKRUCKY:  Thank you.  I could perhaps just add one other comment just for some clarity.

Prior to this Wingham decision, we considered the upstream reinforcement cost to shall common system costs, and we treated them as normalized reinforcement.  So it was the Board decision that caused us to take this approach with Wingham and say we need to get clarity on how to apply that now.

MR. QUESNELLE:  Thank you.

MR. KAISER:  In the Port Elgin case where, at least if we read the decision, there was a $6 million charge.  It was determined that this charge should apply and that was the amount -- and you are going to tell us whether they paid it -- was the reinforcement necessary?  Did somebody come along and use the excess -- well, let me ask this.

Did you actually reinforce the system after you received the 6 million bucks or not?

MR. OKRUCKY:  I know that we've done Owen Sound line reinforcement, but this was a long time ago.  I don't know what years.

MR. KAISER:  I know it's a long time ago and it is unfortunate that you discovered this decision after such a long time.  But can you determine if, in fact, you spent -- you A charged them 6 million, and B you spent the 6 million?  And if you didn't spend the 6 million, did you give them the 6 million back?  And is there excess capacity on that line?  Just fill in the history, because the decision is very sketchy.  I'm not asking you to do it now, but you can --


MR. QUESNELLE:  It is a question of mischaracterization, and I think we are at cross purposes What the $6 million -- where it fit into the economics of this.

 So perhaps an undertaking that spells out how that $6 million was worked into the economics of the decision.

MR. KEIZER:  I think it's fair, Mr. Chairman.  As I understand it, the 6 million goes into the calculation and somehow it percolates out through the hamburger maker to give you whether you have an aid to construct or not.

 But you can't tease it out of the hamburger at the end of the day, so I mean it is something we have to characterize, and if we need to, we can do by way of undertaking.

MR. QUESNELLE:  I think so.  I’m just looking at the clock, Mr. Kaiser, and we had hoped to stop at 5:00 today.  I’m not sure where you are -- and I’ve taken up some of your time, obviously.

MR. KAISER:  This is a convenient time.  I can end up with this topic.

I think you have my -- I think the details would -- let me ask you this:  There is no tariff for this charge, is there?

MR. OKRUCKY:  There is not a separate and unique tariff for this.  It is just embedded as a cost in the economics.

MR. KAISER:  Is it best to characterize it -- just one further question, Mr. Chairman.

MR. QUESNELLE:  Sure.

MR. KAISER:  It is sort of an aid to construct, but not for my project, for the next guy's project, but I get the pleasure of paying for it.  Is that more or less what it is?

MR. OKRUCKY:  I'm not sure I would characterize it quite that way.  It is a recognition of the fact that because of this large project that's come along, ratepayers are going to have to pay for reinforcement earlier than they otherwise would have.

And because of that, the carrying -- maybe that's the wrong -- the advancement charge, the cost of advancing that, the time value of advancing that reinforcement should be borne as part of the costs of that project.

 And I will note that this isn't something that applies to EPCOR. This is how we would treat -- I mean, in our own estimates for the Kincardine project, we have an advancement cost embedded as well.  So it is consistent across the board, what we are saying we should be doing.

 MR. KAISER:  So you're saying if you were bidding on Kincardine, which you may have been -- I guess you were -- you would have this charge in your own cost.

MR. OKRUCKY:  Yes, we would have an advancement charge in our costs.

MR. KAISER:  I can leave it there, Mr. Chairman.

MR. QUESNELLE:  Is that sufficient?  It is something that if we can get clarity on the record as to how this works, I think perhaps an undertaking --


MR. KITCHEN:  We’ll do that.

MR. MILLAR:  Mr. Chair, that undertaking is J5.7.  I guess it is to provide further details around this expansion that we've been discussing.

MR. KAISER:  Advancement charge.

MR. QUESNELLE:  We can pick it up there tomorrow, Mr. Kaiser.

MS. SPOEL:  I have a follow-up question and it's about who pays for things going forward.

The Prince Edward County lateral I was referring to earlier, according to your website, recently MTO required the pipeline to be removed from the bridge and put underneath the Bay of Quinte.

 And at the time, according to the website, it was up-sized from a 6-inch pipe to an 8-inch pipe.  I'm assuming that you did that, because you’re doing the work anyway.

 But I assume that that cost is borne as part of the general system expansion reinforcement cost borne by the ratepayers as a whole, although that original project was uneconomic when it was done in the 1980s because it had to have a subsidy to get it built.

MR. KITCHEN:  It will be included in distribution rates.

MS. SPOEL:  For the system as a whole?

MR. KITCHEN:  For the -- yes.

MS. SPOEL:  We can go into rate base and be done the normal way.  But presumably, there is now enough -- after 30 years, there is sufficient volume going in that area of the province that in fact a larger pipeline is warranted.

MR. KITCHEN:  Correct, and also you are doing a river crossing versus a bridge; you don't want to do the river crossing twice.

MS. SPOEL:  No, no, I understand that.  The website says it was you made it bigger because of demand.

MR. KITCHEN:  It would be demand-driven.

MS. SPOEL:  Increased demand, so if you could just -- I just want to know the answer to the question of --


MR. OKRUCKY:  There was incremental demand that we were trying to satisfy.  There is, I believe, a First Nation that --


MS. SPOEL:  They're on the other side.  They are on the -- on the other side.  Tied together as one project.  Okay.

MR. KITCHEN:  And we will -- we will deal with that --


MS. SPOEL:  If you could just --


MR. KITCHEN:  -- as part of the undertaking --


MS. SPOEL:  -- as part -- just --


MR. KITCHEN:  -- we will -- we will tell the story.

MS. SPOEL:  Thank you.

MR. QUESNELLE:  Okay.  With that, we'll -- Ms. DeMarco?

MS. DeMARCO:  Can I just ask a procedural point of order?  I'm looking at the schedule, and it appears as though VECC is on twice for Union, and so they wouldn't be of the -- within the nine parties left for Union; is that fair?

MR. QUESNELLE:  Could be.  I -- yeah, we're kind of moving things on the fly, and it may be that they were entered twice, but I don't think there was any -- just an oversight.

MR. MILLAR:  I don't think VECC has gone yet, Mr. Chair, but we can deal with this offline.  Maybe that's the easiest way -- we can speak with --


MS. DeMARCO:  Thank you.

MR. QUESNELLE:  They haven't gone yet, but, no, there isn't intention that they go twice.  Yes.  Thanks.

Until tomorrow morning we'll adjourn.  Thank you very much.
--- Whereupon the hearing adjourned at 4:57 p.m.
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