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Thursday, May 12, 2016
--- On commencing at 9:02 a.m.
UNION GAS LIMITED - PANEL 1, resumed

Mark Kitchen, Previously Affirmed

Dave Hockin, Previously Affirmed

Jeff Okrucky, Previously Affirmed

Dave Simpson, Previously Affirmed

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

So I understand we have Mr. Aiken -- you're on the phone this morning?

MR. AIKEN:  I am.

MR. QUESNELLE:  Good morning.  And so Mr. Gordon Kaiser was midway through his cross, so he's going to step aside and let you go first, and then we'll return to you, Mr. Kaiser, after Mr. Aiken finishes up.  Okay?

MR. KAISER:  Thank you.

MR. QUESNELLE:  Any preliminary matters, Mr. Smith?

MR. SMITH:  I have no preliminary matters.

MR. QUESNELLE:  Okay, Mr. Aiken, if you would like to go ahead.
Cross-Examination by Mr. Aiken:

MR. AIKEN:  Okay, thank you.  First of all, can everybody hear me good?

MR. QUESNELLE:  Loud and clear.

MR. AIKEN:  Okay, good.  I'd like to thank the Board for letting me do my cross by phone.  It saves a lot of travel time.

My questions -- I have sent a list of the material that will be referring to, and I'm going to start off with the material -- the IR responses from EB-2016-0004, and when I switch to the 0179 interrogatory responses I'll let you know.

So my first question is on response to Exhibit S15.Union.BOMA.50.

MR. QUESNELLE:  So we have that up on the screen --


MR. AIKEN:  And this dealt with the HST.

MR. QUESNELLE:  We have it in front of us, Mr. Aiken.

MR. AIKEN:  Okay.  And a couple of questions here.  First of all, if a customer makes a contribution payment, a CIAC payment, is HST payable on that?

MR. OKRUCKY:  Yes.

MR. AIKEN:   Has Union approached the provincial and/or federal government to either remove the HST on contributions or the rate rider or to direct any revenue associated with the HST on the rate rider or the contribution back into a community expansion project?

MR. OKRUCKY:  No, we have not approached the provincial government about removing HST, and it would be both the provincial and federal that you would have to approach.

MR. AIKEN:  Is that something that Union could do?

MR. OKRUCKY:  Yes, we could do that.  We have not to this point.

MR. AIKEN:  Okay.  My next question is on BOMA.55, and specifically on the response in part (c) of that question.  I'll read the part of the response that my question is on.  It's the second sentence in part (c).

It says that:
"The rolling project portfolio PI remains at 1.0 or greater.  There is not a long-term rate impact for pre-existing ratepayers.  Existing ratepayers would see long-term impacts only if the rolling project portfolio PI drops below 1.0."

So I understand that there are no rates -- no long-term rate impacts if the PI is greater than 1, but would you agree that there is a short-term rate impact?  In other words, there is a subsidy provided in the early years, and that is essentially paid back in the later years.

MR. OKRUCKY:  Yes, I would agree with that, Randy, but that subsidy in the early years is often offset by the benefit from projects that were undertaken, let's say, 30 years ago that are now providing a positive contribution.

So if you cascade the rolling project portfolios every year, and the total value of that -- of the capital that you are spending remains constant, then there would not be a subsidy.

MR. AIKEN:  Okay, thank you for that.

Next question, BOMA.56.

MR. HOCKIN:  We have that.

MR. AIKEN:  At the bottom of the first page in the response, at the bottom, the last paragraph, near the bottom it says:
"If limited levels of cross-subsidization from existing ratepayers are acceptable, either the EBO 188 guidelines related to minimum portfolio on project PIs need to be relaxed or those projects will need to be exempted from EBO 188."

And my understanding is Union's asking for the exemption route, and my question is:  What changes to EBO 188 would be required in Union's view if the Board determined that, rather than granting exemptions, it would modify EBO 188?

MR. OKRUCKY:  The minimum thresholds for both the rolling project portfolio and the investment portfolio would have to be reduced in order to be able to accommodate a number of projects.

MR. AIKEN:  The rolling project portfolio, that's currently at 1.0?

MR. OKRUCKY:  That's correct.

MR. AIKEN:  Okay, next question is BOMA.59.  And it's on page 2 of 2.  It is a response to part (c).  This deals with the benefit of approximately the 50 cents per year from the economies of scale.

Am I correct that Union has about 1.4 million customers?

MR. OKRUCKY:  Yes.

MR. AIKEN:  So the 50 cents represents a reduction in OM&A cost, I assume this is, of about $700,000 per year.  Is that roughly in the ballpark?

MR. OKRUCKY:  That's correct.

MR. AIKEN:  Now, under the EBO 188 guidelines, the investment portfolio PI has to be 1.1 or higher.  And this was to provide a, I guess what the Board called a safety margin to minimize adverse impacts resulting from forecast error; is that correct?

MR. OKRUCKY:  Yes, that's correct.

MR. AIKEN:  So with this $700,000 annual reduction in the cost from economies of scale, could that be used as the safety margin and then let the investment portfolio PI drop from 1.1 to 1.0?  Would that help with some of these projects?

MR. OKRUCKY:  It would help, Mr. Aiken, but I don't think it would make a huge difference in the number of projects that you would be able to go forward with on an annual basis.  We haven't tried to quantify that, though.

MR. AIKEN:  Okay, that was going to be my next question, so that's fine.


My next question is on BOMA.65.  At the bottom of the first page it says:
"Where a revenue deficiency is found, for example, where a proposal is projected to earn less than the full rate of return by the fifth year of the development, a utility is authorized to assess surcharges on all sales in the new franchise area for a period of up to five years from the commencement of service."

When Enbridge was testifying, they talked about a nine-year cross-over.  I think it was in aggregate for their 39 projects.  What is the cross-over for Union's projects; in other words, the point at which the revenue becomes greater than the revenue requirement?

MR. HOCKIN:  It's well out in the horizon, kind of in the 35-year range, I would think.

MR. AIKEN:  That's for each of the projects, I assume?

MR. HOCKIN:  I see on your interrogatory we're going to go to LPMA.1, so I'll speak to that one at a later date, but in general, if you took a look at the revenue requirement by year, you would be in the 30-, 35-year range before you had, for that particular year, a positive revenue requirement or positive sufficiency associated with that.

MR. AIKEN:  Okay, thank you.

MR. QUESNELLE:  Mr. Aiken, could I just, for clarity -- I take it that's for the -- all projects that are anticipated, or is that -- because it would vary by project, I take it, so this is in aggregate?

MR. HOCKIN:  The pattern appears to be similar for most of the projects, because they are all in -- generally in the .4 range --


MR. QUESNELLE:  Ah, okay.

MR. HOCKIN:  -- and the numbers for -- I think Enbridge would have similar values.

MR. QUESNELLE:  Okay, thank you.

MR. AIKEN:  My next question is on response to BOMA.68, and I think this ties into some of the questions you answered for Mr. Kaiser yesterday.

This deals with the advanced reinforcement cost, and I was a little confused by what I heard yesterday.  I think it was about the Wingham project and the advanced reinforcement costs being recovered from the municipality.

The question I'm -- the reason I'm confused is in this response in BOMA.68, it says:
"The normalized reinforcement is a cost allocated to the investment portfolio and rolling portfolio and it's not included in individual projects."

So, my question is: If the cost is not included in individual -- in an individual project, how could it be part of an aid to construction payment?

MR. OKRUCKY:  The normalized reinforcement reference in BOMA.68 is reinforcement that isn't generally attributed to any specific project.

In other words, it's reinforcement that's a required of many, many, many customer attachments to a given system.  And because of that, we don't try and attribute that cost to an individual project to attach 1 or 10 customers.

That's a different situation than the advancement charges that we were referencing yesterday, that the Board asked us to begin considering for community expansion projects with the Wingham project.

MR. AIKEN:  Okay, so we're talking about a different situation; is that correct?

MR. OKRUCKY:  That's correct.

MR. AIKEN:  Okay.

MR. QUESNELLE:  Mr. Aiken, there was an undertaking to fully explain the advancement cost, which will be coming along.  I forget the number, but there is an undertaking you can watch for.

MR. AIKEN:  Yes.  Then in table 1 in that interrogatory response -- and I'm specifically looking at the numbers for 2013, 2014 and 2015 for the total, so the 7.83, 8.26 and 7.89 million -- how are those numbers calculated?  First of all, are they forecasted numbers?

MR. HOCKIN:   Yes, they are forecasted number.

MR. AIKEN:  How are they forecast?

MR. HOCKIN:   They're based upon what I would call a running total.  So the transmission that is planned for a given year is summed, and then it is allocated out over a period of 10 or 20 years.  So ten years ago, if it was a 10-year amortization, there would be X dollars added to this running total and divided by 10, and that value stays in the running total until year 11 when it falls off.

So, it is best to consider that when we say normalized, it is really kind of an average over a running period of time.

Some of the projects individually are ten years, some of them are 20 years, kind of the nature of the reinforcement itself.

MR. AIKEN:  So when I compare those numbers to the actual reinforcement costs that are shown below, the actuals are roughly 50 per cent of this 10-year average.

Does this mean that in the future, the 10-year average is going to drop because it will pick up the 2013, 2014 and 2015 numbers that are significantly lower than the numbers in table 1?

MR. HOCKIN:   No, the number, if looks over a number of years, tends to be fairly steady in that, I'll say 7 to $8 million range.

There are years where it is 19 or $20 million, and there are years where it's in the 3 to 5, even the 1 to $2 million range.

So it kind of depends on when the investment is required, the reinforcement investment is required.  So it's lumpy and that's why it's normalized.

MR. AIKEN:  Okay, thank you.  The next question is on BOMA.71.

This deals with a community expansion project deferral account.  And my question is: Does this deferral or variance account, whichever you want to call, reduce Union's risk related to its forecasts?  And I guess to follow-up on that, the risk between any difference between forecasted and actual capital accrues to the utility ratepayers; is that correct?

MR. OKRUCKY:  That's correct, the intent of the community expansion project deferral account is to ensure that what ends up being collected in rates reflects the actual expenditure, as opposed to a budget expenditure.

MR. AIKEN:  So it's both -- the risk is associated with both differences in the capital expenditures and the TES and ITE revenue, is that correct?

MR. OKRUCKY:  The TES and ITE revenue are collected in another deferral account, and that deferral account would be disposed of entirely to ratepayers.

There are two deferral accounts, Randy, Mr. Aiken.

MR. AIKEN:  I realize there are two, but is there a risk associated with -- let me put it this way: What customers are at risk for any cost overruns or savings, and just on the capital side?  Is it the existing customers or the newly-attached customers, or both?

MR. OKRUCKY:  Yeah, it's both, Randy.

MR. AIKEN:  Okay, and then for the second account that deals with the revenues received, those revenues could be higher or lower depending on the weather.

MR. OKRUCKY:  That's correct.

MR. AIKEN:  And so then does any risk get covered off by the same group of customers?  They're at risk for warm weather; they benefit if it's cold weather.

MR. OKRUCKY:  That's correct, it would be the same Situation.  It would be all ratepayers that would receive either the benefit or have the risk.

MR. AIKEN:  Okay.  BOMA.72 is my next question.  I'm sure this is in your evidence someplace, but I just couldn't find it.

You are proposing a potential 29 projects.  What is the time period for connecting those 29 projects, how many years?

MR. OKRUCKY:  Our expectation is it would be somewhere between two and four years.  That could vary, I guess, depending on the timing, the necessary timing for leave to construct applications and all those sorts of things.

MR. AIKEN:  So would it be a major if those 29 projects were attached over a slightly longer period, like five or six years?

MR. OKRUCKY:  If you were to talk to the consumers in those areas, the answer would be yes.  They want natural gas as soon as they can possibly get it.  But from a technical preference, there wouldn't be an issue there.  It would be really trying to satisfy the consumer need that is driving the urgency.


MR. AIKEN:  Okay, I'm going to skip one and go to the response for IGUA.15. And in the response to part (a), it says:
"As noted in EB-2015-0179, Exhibit B, South Bruce 6 (b), Union has used conservative attachment forecasts in order to minimize customer forecast achievement risk.  This conservative approach provides a means for existing ratepayers to benefit from overachievement of the forecast."

Can you explain that in the context of both IRM and the cost of service year?

MR. KITCHEN:  Randy, it's Mark.  Could you just elaborate a bit on your question for me?

MR. AIKEN:  Well, usually, for example in the cost of service year, under-forecasting revenues means a higher rate.

MR. KITCHEN:  Yes.

MR. AIKEN:  So, how does that benefit existing ratepayers if you are under-forecasting revenues --

MR. KITCHEN:  Oh, I see what you're saying.

MR. AIKEN:  -- in a cost of service year?


MR. KITCHEN:  I see what you're saying.  I think that, you know, during the IRM, clearly if we'd been conservative on the forecast and there is increased surcharge revenue, then that would flow to ratepayers, and they would benefit from that.

My expectation is that as we go into rebasing, we are going to have to continue to track the TES in the deferral account, and -- so that benefit continues through the rebasing year.

MR. AIKEN:  Going back to one of my previous questions about the two deferral accounts, and the one on the revenues in particular, since any impact on the weather, for example, flows through the ratepayers, does it really matter what your forecast even is, because the ratepayers are going to pick up or receive the actual revenues during an IRM year?

MR. KITCHEN:  Well, it matters in that, to the extent that we -- if we were to project a high penetration rate, then -- and then those customers did not come on, right, we would have less TES revenue to dispose of, and ratepayers would not get as much of the benefit as we forecast.

So by having a lower penetration rate and then over-achieving on that, they should also get the benefit of having higher TES revenue.

MR. AIKEN:  But I guess my question is:  Does it matter what you forecast, because in the end the ratepayers are going to get the actual, so does it matter if you over-forecast or under-forecast, because the ratepayers are going to get the actual?  I'm just trying to figure out where the ratepayer benefit is of a conservative forecast.

MR. OKRUCKY:  Yeah, I think, Randy, that the difference is in the economics for a specific project.  If we over-forecast we may end up charging the TES, committing to a TES period that is shorter than it really should have been.  So we want a realistic forecast to reflect what we think the economics of the project will really turn out like.

MR. KITCHEN:  And you are correct that the ratepayer will pick up the actual through the deferral accounts, so from a forecast perspective I think you're correct, but as Mr. Okrucky said, it really comes down to the economics and how long we charge the TES.

MR. AIKEN:  Okay, so your calculation -- or, sorry, not the calculation of the 23 cents, but the length is determined, in part, by your customer attachment forecast?

MR. OKRUCKY:  That's correct.

MR. QUESNELLE:  Okay.  Then in the second paragraph of the response to part (a) it talks about:
"With the TES the load forecast risk is generally double from what it would be in the absence of the TES."

And I take it there when you say "load forecast risk" you're really saying the revenue risk, because you now have the extra 23 cents per cubic metre?

MR. OKRUCKY:  That's correct.

MR. AIKEN:  That's correct?

MR. OKRUCKY:  That's correct.

MR. AIKEN:  And then it says -- it goes on to say that:

"The weather risk on the attached customers is increased as well."

And that means that that 23 cents is just a magnification of what they would pay under a cold winter versus a warm winter?

MR. OKRUCKY:  Yes, that's correct, but over the -- I would suggest that over the longer-term the weather risk -- you may have warmer weather one year, colder weather another year, but on average you should be pretty close to the normalized weather assumptions.

MR. AIKEN:  Yeah, so the revenue risk is spread between the new attachment to customers, which you say could quite well average out over the longer-term, as well as the existing customers.

MR. OKRUCKY:  Yes, it's spread over all customers; that's correct.

MR. AIKEN:  Yeah, okay.  Next question is on NOACC.6.  And my question here is, perhaps, a hypothetical one, but if the Board said yes to the concept of contributions from all ratepayers in Ontario, so that would be Union, Enbridge, NRG, Kitchener, and Kingston, my question is, what about Six Nations and what about the two or three M10 distributors that Union serves?  Would they have -- in your opinion, would they have to be included in that province-wide fund as well?

MR. KITCHEN:  Let's go back to the premise of the question.  First of all, I'm not sure that -- and it's probably a legal question, but I'm not sure that the Board actually has jurisdiction to -- to have the ratepayers of Kitchener and Kingston pay into a fund simply because the Board doesn't regulate those utilities.

So I would say that they -- to the extent -- and that would be the same for -- I don't think Six Nations is rate-regulated either, or the M10 customers, so I think that, to the extent that there is a fund that the Board could establish, it could only be paid into by Union, NRG, and Enbridge.

MR. AIKEN:  Okay.  That was great, you actually answered my next two parts of questions on that, so I can skip the rest.

MR. KITCHEN:  Just thinking ahead.

MR. AIKEN:  As always, Mark.

My next question is on SEC.7.  This deals with the ITE, the incremental tax equivalent.  The response talks about:

"Maximum ten years to match the period that Union has proposed as a maximum for the temporary expansion surcharge.  This maximum term would provide the municipalities with a benefit in the foreseeable future of incremental property tax revenue."

My first question on this is, what do you mean by "incremental property tax revenues"?  Are you talking about only that -- the pipeline tax assessment?

MR. OKRUCKY:  We pay a tax, Randy, on both the length of pipeline along the roadways, as well as on every service.

MR. AIKEN:  Yes, that's what I meant; it's the property taxes, if you want to call them that, based on the pipeline in the ground and the services.

MR. OKRUCKY:  That's correct.

MR. AIKEN:  Okay, so then my next question is: What about incremental property tax associated with the economic development that is projected to accompany natural gas?  Would you agree that the municipalities are going to see an increase in their assessment because of the economic development that is supposed to follow natural gas?

MR. OKRUCKY:  Yes, they could see incremental assessment because of new businesses or additional homes, that kind of thing, yes.

MR. AIKEN:  Do you also agree that the municipalities themselves will save their -- save an operating cost from converting to natural gas?

MR. OKRUCKY:  Yes, they will, Randy, but one of the things that you'll have to recognize here is that the municipalities don't keep the entire property tax assessment that they get on these pipelines and services.  In many cases there is an upper-tier municipality as well as an education component of those taxes that the municipalities have to forward on.  So if they are, in fact, out of pocket, if you want to put it that way, by committing to this ITE.

MR. AIKEN:  But in that case, wouldn't the upper-tier municipalities and the school boards, for example, also benefit from lower energy costs?

MR. OKRUCKY:  It would -- potentially, yes, if there are schools in the municipalities -- and there are schools in a number of these municipalities -- as far as the upper tier, it would depend on where their facilities are located, buildings and so on, and the example I'll give you is a county versus a township.  The county may not have any buildings that are actually located in the one specific lower-tier township, in which case they would not necessarily benefit from any savings there.

MR. AIKEN:  Yes, I understand that.

Okay.  I'm going to go back to the response to CCC.3 for my next question.  And actually, I don't know that you need to pull it up, because it refers to LPMA.5 in the other proceeding that I am going to go to in a minute, but part of the response to CCC.3, part (b) says that:

"The Union south investment portfolio, when the three projects in Union south are applied, drops below the minimum PI of 1.1."

And then in brackets "PI plus a safety factor required by EBO 188".

So if we go back -- and I'm now switching to EB-2015-0179, and response to LPMA.5.

It is Exhibit B, LPMA.5, and I'm looking specifically at page 2 of that response, at least to start off with.  Do you have that up?

MR. KITCHEN:  We do.

MR. AIKEN:  Looking at the table at the top where you have the north, south and the company investment portfolio PI shown there under various scenarios, does the current EBO 188 project portfolio of 1.1 apply to the company figure, or to each of the north and south portfolios?

MR. OKRUCKY:  We apply it to each of the north and south portfolios.

MR. AIKEN:  Okay, that's what I thought you were doing, so that's fine.

MR. QUESNELLE:  Time check, Mr. Aiken?  How are you making out?

MR. AIKEN:  I've got three or four more areas to cover, short areas.

MR. QUESNELLE:  All right.

MR. AIKEN:  If the 1.1 was reduced to 1 and the .8 reduced to .4, am I correct that you could do the four projects that you're proposing it do in 0179, based on the information in that table?

MR. OKRUCKY:  Yes.

MR. AIKEN:  Then moving to LPMA.16 -- or actually Exhibit JT1.11, which is an update to LPMA.16, and I'm looking at attachment 1 to Exhibit JT11 --


MR. QUESNELLE:  We're not quite there yet, Mr. Aiken.

MR. AIKEN:  Okay.

MR. OKRUCKY:  I think we're ready.

MR. AIKEN:  I'm only going to be looking at the discounted columns in that attachment.

I take it these are the most recent updated numbers for the net present value of the TES, which is shown as 19 million at the bottom.  4.2 million for the ITE and the 74.7 million from existing and -- excuse me, new customers; is that correct?

MR. OKRUCKY:  Yes.

MR. AIKEN:  In the response to LPMA.11, and you don't need to pull this up, but the base case shown there shows the stage 1 net present value of a deficiency of $80 million and I think you talked about this yesterday.  I take it that that 80 million is now the 74.7 million; is that correct?

MR. HOCKIN:   No, so let me explain.  The 80 million is effectively the -- on this table, the 98 million on the first column to the left, minus the 19 million.  Since the 98 is a negative number, adding 19 million back in there, and because my stage 2 calculations on the reference that you have include the 19 million.

So in order to have a full view, so to speak, of the stage 2, we have the energy cost savings including the impact of the TES, and so on that LPMA reference that you had, I needed to adjust what I would call the starting point which would be 80 million instead of 98.

MR. AIKEN:  Okay, I'm confused because of the 80 million is labelled as a stage 1 net present value.

MR. HOCKIN:   Yes, and I was looking at this last night.  If I were to re-do that, I would have put some added notes at the bottom of that.  But the 80 million is the sum, if you will, of those first two columns that you see on the schedule that we see right in front of us.

MR. AIKEN:  Okay, and then also on LPMA.11, the stage 2 number is shown as 324 million.  I take it that's essentially the net present value over 40 years of the fuel savings to the new customers; is that correct?

MR. HOCKIN:   The fuel savings including the TES, correct, because we've removed that out of the stage 1 equivalency.

MR. AIKEN:  Now, is that number in LPMA.11 still relevant, still the right number, so as comparable to the numbers in attachment 1 to JT1.11?

MR. HOCKIN:   There will be -- as a result of one of Mr. Higgin's requests, I have an undertaking to update it.

It will change by the order of, I think 10 to 12 million, but not significantly.

MR. AIKEN:  Okay.  Two more IRs to go.  LPMA number 3 in the 0179 case -- and I think this was partially covered previously.  It is my understanding that the four years proposed as a term for some of these projects, that's based on a payback period for customer conversion costs, is that correct?

MR. OKRUCKY:  The TES term proposed for each of these projects is the length of -- or the period of -- the number of years that a TES is required for that project to reach a PI of 0.4.

MR. AIKEN:  That's right, and -- but I thought you had noted in your testimony previously that it was also based on what your customers were telling you, the residential customers, is that they needed a relatively short payback period to convince them to incur conversion costs, and they needed to have that paid back in a length of time of around four years?

MR. OKRUCKY:  Yes, that dialogue, Randy, was related to our calculation of a TES charge of 23 cents a cubic metre, which would allow a customer to get a four-year payback.  And then when we were -- we defined the term for the TES for any specific project, we said there would be a minimum term of four years, and it could last for as long as ten years, or until the project reaches a PI of -- sorry, 0.4.

So, the four years here is more related to how long does the project need the TES contributions in order to reach that PI level -- or the minimum, in many cases.  In several cases, here it's the minimum term of four years that's being applied.

MR. AIKEN:  We've also heard about the potential $230 million of government money that may be available.  My question is: If some of that money went to individual customers, either through the municipalities or directly, to help subsidize the cost of -- conversion costs, would Union agree that either the TES could be higher and/or longer in duration without affecting the pay back period?

MR. OKRUCKY:  I think -- I just want to make sure I understand the premise of your question, Randy.  I think, if I paraphrase, you're saying if the provincial funding were to flow -- to end up in customers' hands to help them pay for the conversion of equipment, could we use a different TES rate or a different TES term.  And if that's the case then I would – yes, I would agree.

MR. AIKEN:  Okay, and then I'm going to finish up with the response to LPMA number 1.

And I take it from the response that it's Union's position that existing ratepayers are better off using the TES as revenue, as opposed to a CIAC; is that correct?

MR. HOCKIN:  Excuse me, yes.

MR. AIKEN:  So if you turn to page 4 of 5, these are the two graphs.  My question is on the top graph.  This is the revenue requirement annually.  And the solid blue line is Union's proposal and the dashed line is what the proposal would be if the TES was treated as a contribution rather than -- rather than as revenue; is that correct?

MR. HOCKIN:  That's correct.

MR. AIKEN:  So based on this am I correct that over the first five years existing customers are paying less and over the last 35 years they're paying more?

MR. HOCKIN:  Yes, with one qualification, and that is that the -- over the number of years that the TES is in place, in this project it is a four-year term, so that's why you see the change in slope or the change in graph after year 4.  If the TES were for another project as long as ten, then that slope change would occur in year 10, not year 4.

MR. AIKEN:  Yes, I understand that.

And then in figure 2, what this shows is that for this particular project, which I believe is Milverton --


MR. HOCKIN:  That's correct.

MR. AIKEN:  -- the net present value of Union's proposal -- the net present value of the revenue requirement is higher than it would be if it was treated as a contribution; is that correct?  By the end of the 40-year term.

MR. HOCKIN:  Yes, what the graph shows and the narrative in the description says that if you treat it as revenues, then looking at it at present-value basis, customers are better off for 23 years before you reach the cross-over point between the two graphs, and if you continue with that all the way out to year 40 we are back at about 5 percent or less than 5 percent difference between the two proposals for the revenue.  So it's not -- the difference is not large, I guess is my reference point.

MR. AIKEN:  When I looked at these two graphs I was trying to figure out where the numbers that underpinned them came from.  And I take it that they come from attachment 1.

MR. HOCKIN:  Yes, if you look on your copy on page 5 of 5, the last paragraph describes each of the line items that is -- where the data for the graph comes from.

MR. AIKEN:  And so even though they are labelled "revenue requirement" they are actually the net revenue requirement; is that not correct?

MR. HOCKIN:  The -- it is the revenue requirement after collection of the TES and ITE, so it's net, yes.

MR. AIKEN:  Yes, so I'm going to ask you to undertake to provide figures 1 and 2 using the actual revenue requirement that are calculated in attachments 2 and 3 to that response, because I believe they show a significantly different picture.  Would you undertake to do that?

MR. HOCKIN:  Is your question to provide the revenue -- revenue requirement ignoring the collection of the TES, ITE?

MR. AIKEN:  My request is to show the total revenue requirement that you calculate in attachment 2 -- attachment 2 is under your proposal -- and under attachment 3, which is your proposal, but treating the revenue as a contribution?

MR. HOCKIN:  I don't think I can do anything that would be meaningful, and here's the reason why:  If I were to plot the data where it is collected and credited as a reduction to rate base, the line chart, if you will, will reflect the collection of the money.

If I were to do it on a gross basis in the second scenario that you've asked for, it would show a line chart that has no collection of any TES, and that's why the figures are represented as the net of both in the charts.

MR. AIKEN:  What I'm asking for is that you provide figure 1 and figure 2, that shows on attachments 2 and 3, from page -- page 1 of each of those attachments, the total revenue requirement that's shown on line 11.  I don't want the net revenue requirement after you collect the TES and the ITE.  What I'm looking at is the total revenue requirement associated with, in this particular case, as an example, Milverton, the total revenue requirement under the two scenarios:  Revenue versus contribution.

MR. SMITH:  We can do that.

MR. HOCKIN:  We can do that.

MR. MILLAR:  That's J6.1.
UNDERTAKING NO. J6.1:  TO PROVIDE FIGURES 1 AND 2 USING THE REVENUE REQUIREMENT BEFORE TES AND ITE ARE REMOVED THAT ARE CALCULATED IN ATTACHMENTS 2 AND 3 TO THAT RESPONSE.

MR. AIKEN:  Thank you.

Let me just check my notes to see if I have anything further.  No, those are all my questions.  Thank you.

MR. QUESNELLE:  Thank you very much, Mr. Aiken.  Have a good day.

MR. AIKEN:  Thank you.  You too.

MR. QUESNELLE:  Mr. Kaiser?


Continued Cross-Examination by Mr. Kaiser:


MR. KAISER:  Thank you, Mr. Chairman.

Gentlemen, I want to return briefly to this advanced reinforcement charge, which I am now informed is 4.2 million in the case of South Bruce plus 1.2 million for customer stations.  What are customer stations?

MR. OKRUCKY:  A customer station is the meter and regulator station in many cases that's required to measure the gas that's flowing to an individual customer.

MR. KAISER:  And you typically charge that to the new municipality that's getting gas?

MR. OKRUCKY:  We would typically charge that as part of the cost of any project that we do an economic assessment of.  That would be one of the costs, yes.

MR. KAISER:  Next, as I understand it, this charge, the 4.2 million, contemplates that a new customer may show up in three years; correct?

MR. OKRUCKY:  It contemplates that we will continue to be asked by customers over the next three years to connect to our system.

MR. KAISER:  Well, here's my question.  I may have misread your evidence.  What happens if the customer doesn't show up, and how long do we wait to see if a customer shows up?

[Witness panel confers]

MR. OKRUCKY:  Yeah, the way I we put it is that we have a business plan that indicates that, based on recent growth or other known factors, we have a certain amount of customers that we believe will connect to the system over a period of time, and as a result of that we will have to reinforce that system in a certain period of time.

The advancement charge comes in if that period of time is about being moved up as a result of one customer attaching who is using the vast majority of that capacity and, as a result, the reinforcement, instead of being perhaps in ten years, is likely to have to occur in two years.

MR. KAISER:  All right.  Let me come back to the question.  We don't know today if a customer is going to show up or not, do we?

MR. OKRUCKY:  That's correct, based on -- our forecast for those facilities business plans is based on a combination of recent history and other known factors, but do we know for sure?  No.

MR. KAISER:  All right, but you want a cheque for 4.2 million now.

MR. OKRUCKY:  That is not the case, no.

MR. KAISER:  When do we have to pay?

MR. OKRUCKY:  The 4.2 million is embedded in the economics as a cost that would be reflected, depending on the loads in question and the term of the contract for supply, it might drive out a requirement for aid, it might not.  It depends on the loads and the revenues that would be produced by the attachment of that new utility.

MR. KAISER:  Well, looking at all the projects that you are proposing here, 29, and I think Kincardine until very recently was right at the bottom, are they all going to require an advanced reinforcement charge?

MR. OKRUCKY:  No, in fact I would expect the vast majority of them would not require an advance reinforcement charge, and Kincardine was not at the bottom. The location of Kincardine on our list has not changed.

MR. KAISER:  All right.  So the Kincardine advanced reinforcement charge is 4.2; you've determined that.

Can you provide the advanced reinforcement charges for the other guys on the list?

MR. OKRUCKY:  No, I can't, because we have not gone to the detail for all these projects to understand exactly what's required in every case.

All I can say is that for many of them, there would not be an advancement charge.

You will also note that many of them are much smaller projects as well.

MR. KAISER:  Well, we have a letter from you saying that you want 4.2 million, so let me clarify that.  When will we know whether you need 4.2 million or not?

MR. OKRUCKY:  When you are prepared to commit to a contract that identifies the volumes that will be purchased and the term of the commitment, the economics will result in a need for aid potentially, or potentially not a need for aid, and that's when we'll know for sure.

MR. KAISER:  You're sent us a letter saying the advanced reinforcement is 4.2 million.  Is it or is it not?

MR. OKRUCKY:  Based on the information that EPCOR has provided to us at this point, whatever is in that letter is the value that we expect would be required.

MR. KAISER:  So we have to pay 4.2 million now?  Yes or no?

MR. OKRUCKY:  No.

MR. KAISER:  When do we have to pay?

MR. OKRUCKY:  You'll have to pay -- if there is a requirement for aid, you will have to pay that aid at the time that we're ready to finalize the commitment.

MR. KAISER:  Well, I have a letter that says 4.2 million.  Would that be the right amount, whenever the time arrives?

MR. QUESNELLE:  Mr. Kaiser, how is this assisting us in developing a framework?  Could you pose these questions in such a way that we're informed, and perhaps leads to your argument as to what should or should not be embedded in the framework that we're going to be viewing?

I'm more feeling like I am hearing a negotiation as opposed to a cross-examination.

MR. KAISER:  No, it's not a negotiation.  Let me turn to your evidence.  We can argue about this later.  I was under are just trying to understand the practicalities of getting the gas to South Bruce.

You have said here a number of times that this is a Board directive based on this Wingham decision, and you outline it at page 9 of your evidence, and I'll quote it.  "In future facility applications..."

And this is your quoting the Board, I take it, the Wingham decision in 1995.

"In future facilities application, Union is directed to file an estimate of the cost of any reinforcement of existing lines that maybe necessary as a result of the specific application, and an assessment of the impact-based cost on the economics of the project."

Now, we have been told by you there is excess capacity, and our application will not require reinforcement of the line, correct?

MR. OKRUCKY:  It will not require reinforcement of the line at the time that the meter is attached to service that project, that's correct.

MR. KAISER:  In any event, this Board decision which you are quoting says "as a result of the specific application."

The words "specific application" would refer to our application, would it not?

MR. OKRUCKY:  Sorry, could you give me your reference again, Mr. Kaiser?

MR. KAISER:  Page 9 of your evidence, 9 of 38.

MR. OKRUCKY:  Page 9.

MR. KITCHEN:  Mr. Kaiser, when you said "our application", were you meaning EPCOR's application?

MR. KAISER:  Yes, or the South Bruce application.  But the specific application in this case is our application, is it not?

MR. OKRUCKY:  Yes.

MR. KAISER:  All right.  Thank you.

MR. KITCHEN:  Well, sorry, the application that would include the $4.2 million of reinforcement cost would be Union's facilities application, I believe.

MR. KAISER:  All right, let me end this topic in this manner.  Is there any other utility in the western world that charges this advanced reinforcement charge?

MR. OKRUCKY:  I don't know what every other utility in the western world does, so I can't answer that question.

MR. KAISER:  Do you know anyone that charges this?

MR. OKRUCKY:  I have not researched it.  This position is here as a result of a Board decision.

MR. KAISER:  Right.

MR. OKRUCKY:  And that's why we've put it forward.

MR. KAISER:  Let me go to one other topic and this is also in the Board's -- the Board's issue list.  This is issue number 5, where the Board refers to surcharges to existing customers.  And Mr. Millar, when he started off yesterday, had some questions on this.

And the issue that the Board put to the parties is: Should a natural gas distributors have the flexibility or the authority to charge surcharges to existing customers if it was necessary to bring gas to the community?


As I have listened to this all over the past four or five days, to be fair, I think it has been your evidence and Enbridge's evidence that the problem to date has been you go to these municipalities and you ask for an aid to construct, and they say we don't have the money.

That's been everyone's evidence, and that's the problem that you've encountered in getting gas to these remote communities, correct?

MR. OKRUCKY:  Municipalities and/or the customers in those areas, yeah.

MR. KAISER:  And this Board issue raises the concept that Mr. Millar was exploring, and I want to get your opinion on this.

If you had a franchise agreement, as you would, and the franchise agreement said that the -- the municipality said we are prepared to pay a surcharge that you can charge to our customers, and we'll even put it in the franchise agreement, and that would cover the cost of the -- what I'll call the aid to construct, which in your case is 68 million for the -- all of the projects, correct?

MR. OKRUCKY:  Sorry, the 68 million is -- sorry, the 68 million comes from where, Mr. Kaiser?

MR. KAISER:  I thought you said that for all of the projects, you needed a total aid to construct of 68 million.

MR. HOCKIN:  The aid number would be 88 million.

MR. KAISER:  And that covers 9,000 customers, give or take, right?

MR. HOCKIN:  That covers access to about 18,000 in round figures.

MR. KAISER:  But you predict 9,000 will subscribe, correct?

MR. HOCKIN:  The economics were done on 9,000 or so, yes.

MR. KAISER:  My question is simply this: To overcome this problem, which apparently has existed for a long time and even the Premier has figured it out, we have an aid to construct that you need, whether it's 68, which is on the page or 88, and you have a certain number of customers that you expect will in fact sign up over a certain period of time.

 Enbridge has a 40-year term on their surcharge.  If you divide the number of customers -- the total number of customers that the projects will yield into the total number of aid to construct and you use 40 years, you would get a monthly rate for the surcharge, correct, whatever that might be?

MR. OKRUCKY:  Yes, you could calculate a monthly amount.

MR. KAISER:  And if you had that kind of assurance from a municipality -- which, in this case, wouldn't require any contribution from the existing customer -- you would get your aid paid over 40 years in monthly surcharges by the new customers, you wouldn't object to that, would you?

MR. OKRUCKY:  We don't believe that's an appropriate approach for several reasons.  One of the principles that we've applied was that customers -- those new expansion customers would contribute, make a contribution or provide incremental revenue that is related to the volume that they consume.  And a customer with a very, very large building will consume more natural gas than one with a small building.

And so, based on our principle, that customer would provide more with a volumetric rate than they would with a flat rate.

So if you went to a flat rate, the numbers would change a fair bit, I believe.

MR. KAISER:  Yes, I'm not really arguing how you calculate the surcharge, except to say this.  If the new customers are prepared to covenant that they will cover the necessary aid to construct through a monthly surcharge, you should be okay, shouldn't you?

MR. KITCHEN:  Mr. Kaiser, it is a hypothetical.  I think we'd have to look at whether or not we'd be okay.

You know, in essence, what you're saying is that we would get the aid, paid monthly --


MR. KAISER:  Yes.

MR. KITCHEN:  -- but we would get our aid.

MR. KAISER:  That's the way people buy cars today.

MR. KITCHEN:  We get it over 40 years, so to be honest I can say it is a hypothetical and we don't know, because we haven't done the work.

MR. KAISER:  I'll leave it with you to give us an opinion in due course.

MR. SMITH:  Well, I'm not sure that this is an appropriate matter for an undertaking.  I mean, if this is a proposition that people want us to address in argument and the Board thinks it's useful, we could do that.

MR. KAISER:  I'm content to leave it on that basis, Mr. Chairman.  I think it is a very important question.  It is fundamental to this entire case, and it is an option that the Board should be considering in its decision, and it would be useful to get the utility's opinion, but --


MR. QUESNELLE:  Do you want the opinion or do you want a calculation, Mr. Kaiser?

MR. KAISER:  Well, I'd like both.  I mean, there is a number there.  I haven't done the number, but --


MR. KITCHEN:  Is it somewhere in --


MR. SMITH:  Well, the problem with the number is, as was pointed out by the witness, the -- they don't agree that a flat surcharge of the type proposed by my friend would be appropriate for the reasons articulated.

My friend then indicated he wasn't interested in the number; he was simply interested in the concept of an extended aid, in effect.

MR. QUESNELLE:  Well, I was more reacting to Mr. Kaiser's suggestion that it be helpful to the Board.  Well, in our opinion it is helpful for the Board, but also the information, a quantification of it, I think with the caveat that your client doesn't agree that it should be a fixed rate.

But the number of -- looking at these projects, the very small percentage of them are industrial and commercial, like, in relation, so I think that just for a sake of, you know, illustrative purposes, if nothing else, a flat rate over 40 years' surcharge collection would be illustrative.

MR. KITCHEN:  We can do something.  I guess the -- the -- I do have a question, though, for Mr. Kaiser, in terms of what he's proposing.

Who would provide the utility with the aid?

MR. KAISER:  Who would provide the utility with the aid?

MR. KITCHEN:  Yes.

MR. KAISER:  The customers, in effect.  I mean, a customer -- it comes through a rate surcharge.

MR. KITCHEN:  I'm just asking -- I'm asking because you started out by saying it was embedded in the franchise agreement guaranteed by the municipality, so I'm just trying to make sure that we do the calculation, any calculation, correctly.

MR. KAISER:  No, and I wasn't getting into that, Mr. Kitchen.  I was trying to figure out if there is a -- within the construct of the current arrangements -- and this is issue number 5.  Issue number 5 says:  Can you -- should natural gas distributors be allowed to charge a surcharge on new customers?  That's what issue 5 is about.

MR. KITCHEN:  Uh-hmm.

MR. KAISER:  And I said, well, that's interesting.  Michael Millar went through that for almost an hour, and there is an aid to construct that's required in all of these municipalities, and they can't come up with the money, and we've seen that for 40 years.  They don't have 30 million bucks lying around.

So I was thinking, well, how much would that be?  Well, it's a number of potential customers, which in this case is 9,000, and there is an aid to construct here, and you can divide one by the other.

The practical question which really Mr. Kitchen goes is:  Well, how do we know that the customers want to do this?  Let's say in South Bruce.  It occurred to me it could be in the franchise agreements.  Municipalities more or less speak for the customers, their citizens.

I was just trying to understand whether -- I thought the utility would be neutral as long as we get the aid to construct over time.  Yes, there would be interest cost, I get that.  Does that solve the problem?

MR. KITCHEN:  I was only trying to clarify what we were going to do, and we're happy to put something together.

MR. KAISER:  All right.  Thank you.  Thank you, Mr. Chairman.

MR. MILLAR:  So it's J6.2, and I guess the transcript will reflect exactly what it is that's been undertaken.

MR. KITCHEN:  We will figure it out.

MR. QUESNELLE:  Thank you for --


MR. MILLAR:  That's how we'll describe it --


MR. SMITH:  We'll do some division --


MR. MILLAR:  -- to figure it out.
UNDERTAKING NO. J6.2:  TO PROVIDE UNION'S OPINION ON MR. KAISER'S PROPOSITION OF A MONTHLY SURCHARGE

MR. QUESNELLE:  Does that complete the cross?

MR. KAISER:  It does, Mr. Chairman.

MR. QUESNELLE:  Thank you, Mr. Kaiser.

Okay.  I think we have the Federation up next.  Mr. Quinn?

MR. QUINN:  Yes --


MR. QUESNELLE:  Property owners?
Cross-Examination by Mr. Quinn:

MR. QUINN:  Yes, thank you, Mr. Chair, good morning, members of the Panel, and to Union Gas.  I think you know me.  I'm Dwayne Quinn, on behalf of Federation of Rental-housing Providers of Ontario.

I wanted to start with your evidence in this current proceeding, the 004 evidence, starting with Staff.1.  Thank you very much.

In this response to Staff, Union uses the phrase "the costs above minimum pipe size are held in a portfolio and not borne by existing customers."

Can you explain what you mean, held -- they're held in a portfolio?  Maybe you can explain what that means and tell us what happens at the time of rebasing.

MR. OKRUCKY:  To the first part of your question, those incremental costs of a preferred design over a minimum design are what we would consider part of our reinforcement costs and -- when we calculate our portfolio PIs.

MR. KITCHEN:  Yes, I think what Mr. Okrucky is saying is that from the point of view of calculating the portfolio PI they're not included, but in terms of being included in rates of rebasing they would be.

MR. QUINN:  So the existing customers would bear these costs.

MR. KITCHEN:  Yes, once facilities go into service they close to rate base, and they will be recovered in rates.

MR. QUINN:  Okay.  Well, that's better clarity on that response then.  Thank you.  We'll make that adjustment.

If we can move now to Energy Probe 5, which is found on page 89.  And in this response -- thank you -- Union has gone through this minimum pipe size calculation and -- with some examples of what they have done.

I think if you can scroll down to page 2 of that. Yes, and if you just focus there, because it has some very specific numbers.

What checks and balances does Union have in place to ensure that these projects which are up-sized for future potential, that the assets are actually used and useful before they're put into rates?

MR. OKRUCKY:  The recommendations come from our field staff as a result of their consideration of the appropriate design.  In any case where preferred design is being recommended, both myself and our director of distribution operations have to improve -- have to approve those, so they are treated as exceptions.

MR. KITCHEN:  And Mr. Quinn, to be clear, the test is not used and useful, it is used or useful.

MR. QUINN:  Okay, then with that criteria, what check or balance is in place to make sure the incremental pipe size is used or useful in -- before it goes into rates?

MR. OKRUCKY:  If you are asking if there is a test after-the-fact, say three or four years down the road, Mr. Quinn, there isn't.

MR. KITCHEN:  The fact that the pipeline is available for use means that it is useful.

MR. QUINN:  So the incremental pipe size is no test to ensure that that is actually used at the time of rebasing?

MR. KITCHEN:  It doesn't need to be used; it just needs to be useful.

MR. QUINN:  Okay.  So further down you talked about in -- in number 2 there it says:

"Union was aware of seven potential customers and was confident that further main extensions to serve these customers were likely in the next five years."

Would Union's confidence extend to incurring or absorbing that cost until that pipe is useful for the seven customers?

MR. KITCHEN:  Can you repeat the question, please?

MR. QUINN:  I'm dealing with number 2, the second paragraph.
"Union was aware of seven potential customers in the vicinity and was confident that further main extensions to serve these customers were likely in the next five years."

Is Union so confident that they would accept responsibility for that cost until such time as those customers are extended to and served by that pipeline?

MR. KITCHEN:  No.

MR. QUINN:  And you are saying that that pipeline is useful for the service of those seven customers --


MR. KITCHEN:  It doesn't have to be useful for the use of seven customers; it has to be useful.

MR. QUINN:  Okay.  Well, I again would make it into argument, so I'll move on to -- back to the 0179 evidence, EB-2015-0179, actually, and I think I gave page -- thank you -- table 1, page 19 of your evidence.

This was a table that Union had in its original evidence to look at the residential energy savings estimates, and to cut to the chase, I understand that the propane number that was used for a comparison was the basis of auto propane; is that correct?

MR. OKRUCKY:  Yes, that is correct, we did discover that it was auto propane in -- in research relative to some questions from some IRs from CPA.

MR. QUINN:  What was the source of the pricing for oil in this table?

MR. OKRUCKY:  Kent Marketing Group.

MR. QUINN:  And Kent Marketing Group, what period of time was the oil price for?  Because in the case of past data there was 2014 comparisons.  Is this a 2015 number to compare apples to apples with Union's natural gas price?

[Witness panel confers]

MR. OKRUCKY:  Yes, there was a response, Dwayne, to Energy Probe, I believe it was, where we provided the tables that included all the details on those cost comparisons.

Sorry, it was EB-2015-0179, exhibit B, CPA.1 and we provided a chart for each of the three -- sorry, the two Union north and Union south area, as well as a weighted average figure in that response for Union north and south combined.

MR. QUINN:  Okay, I actually had that reference at one point.  If you could bring up CPA.1 from Union's IR response?  Thank you.

So these are estimated annual energy cost are what it appears on the table.

Union is using its 2015 natural gas figure from which QRAM?  Would you know that?  What I'm trying to assess and for the purposes of time, is to make sure we have an apples to apples comparison between natural gas and the other energy sources.  It is clear that the propane number in table 1 requires updating.

Could Union re-state table 1 using a -- and I estimated and Enbridge accepted it, the cost of propane at $1,650 and that was -- I'll just read the reference.  It was from CPA evidence from 2016-0321, Exhibit 9, tab 9, figure 1.

That's a source of a graph that CPA put together.  But I would like table 1 updated for the updated propane figure and, if oil is not for the same period as the QRAM, for it to be consistent in terms of apples to apples comparison between natural gas pricing and oil pricing at that time.

MR. OKRUCKY:  Just before we go there, Dwayne, can I take you to EB-2016-004, Exhibit S15, Union Energy Probe 15?  It would be attachment 1.

So attachment 1 includes those prices updated to October 2015, and it does not include any Union Gas rate changes subsequent to October 2015, and I think that might answer your question.

MR. QUINN:  That would be an excellent source of data, Mr. Okrucky.  So if we could use – if that number is your number, as opposed to using the -- I was trying to use the CPA number because Enbridge provided a response using  the CPA number.  But if that is the EI -- sorry, this is an EIA price forecast, so that's not relative to your --


MR. OKRUCKY:  What we have on the screen is Union Gas' cost comparisons that were updated as of October in response to a recent IR.

Also, as part of that response to Energy Probe 15, we've included a table that provides updated average cost saving figures in section (d) of the response.

MR. QUINN:  I won't take any more of the Board's time.  I will digest that and I take it, Mr. Okrucky, from your knowledge of this reference, which I appreciate, this is a time sensitive apples to apples comparison, in your view?

MR. OKRUCKY:  Yes, I believe this is a much more reasonable comparison.  And it includes an estimate of home propane based on a combination of figures that CPA provided, as well as Union's own calculations because Union had some concerns about the figures that CPA provided.

MR. QUINN:  So would your -- the figures that you are using in this proceeding then, would they be updated, your stage 1 benefits -- sorry, stage 2 benefits, would they be updated for these figures?

MR. OKRUCKY:  We have not tried to update the stage 2 benefits in detail.

MR. HOCKIN:  Stage 2, as filed as not been updated to reflect a change in propane prices.

MR. QUINN:  Or oil?

MR. HOCKIN:  Correct, the data that is in the files right now is CPA18, I believe, and that is where the stage 2 calculation is and that is before the changes that you've been discussing with Mr. Okrucky.

MR. QUINN:  Would you -- I don't see it as an enormous effort, but you can tell me if it is.  Could you update the stage 2 benefits for those energy savings?

MR. HOCKIN:  Yes, and I will suggest that I was asked by Mr. Higgin to check no see if I needed to update that file, so I have an undertaking already from an earlier one and I will include that information in that undertaking.

MR. QUINN:  That would be satisfactory, Mr. Hockin,  Thank you.

So just while we're on that topic, the is stage 1 and stage 2 benefits that were gone through by others yesterday, and I'm not going to tread over that ground.

But what I was unable to find in the record, and maybe Mr. Okrucky or Mr. Hockin would know this, but what are the total shareholder returns over the 40-year period -- or has Enbridge referred to it because it comes from Board documentation, the total opportunity costs of capital for the projects over the 40-year term?  Is that somewhere in the filing?

MR. HOCKIN:  Not that I'm aware of.

MR. QUINN:  Since you are doing that analysis, it is just part of that step to say what is the shareholder return portion over that 40 years.  Would you be able to provide that as a separate undertaking?

MR. HOCKIN:  I have no -- there isn't any file in evidence right now, and there isn't any undertaking to do something which would calculate a shareholder return.

MR. QUINN:  But it wouldn't be a significant calculation since you are already going through your calculations in terms of your net present value.  It's a component of that cost, is shareholder return, interest and all the other things combined.

MR. HOCKIN:  We can do that.

MR. QUINN:  Okay, thank you.

MR. MILLAR:  J6.3.
UNDERTAKING NO. J6.3:  TO UPDATE THE STAGE 2 FIGURES INCLUDING THE SHAREHOLDER RETURN OVER THE 40 YEARS

MR. QUINN:  I'm hoping and I appreciate that we don't want to have too many undertakings.  So I was impressed yesterday when Mr. Millar was asking questions about extending the TES to a 40-year term and how many – projects would increase to PI 1.  And Mr. Hockin glanced down at the table and determined that 10 projects would qualify.

Using that same capability, if that 40-year TES was applied, how many projects would qualify at .8?

MR. OKRUCKY:  13 projects -- sorry, 25 projects.

MR. QUINN:  25 out of the 29?

MR. OKRUCKY:  That's correct.

MR. QUINN:  Okay.  Thank you. Implicit in that, and thinking ahead, Mr. Okrucky, that would mean the pace of those projects would be slowed potentially to make sure that your overall PI stays about 1?

MR. OKRUCKY:  If the current portfolio standards remain in place it would take many, many years to connect those projects.

MR. QUINN:  Many, many years being five or ten?  If you don't have a number, I'm not going -- it's not that material.  But I want to recognize that doing the projects over time would be required, but 25 out of 29 projects sounds pretty good.

MR. OKRUCKY:  Yeah, I'd have to -- we'd have to go back and look at all the projects and their impacts.

MR. QUINN:  I'm not going to ask you to do that, but thank you.

Also, Mr. Okrucky, yesterday you were talking about -- we were going through -- and I don't know that you need to turn it up, but there is the comprehensive list in Appendix D in your original evidence -- thank you -- that talked about these projects, and you -- when discussing which projects would go ahead in the priority of proceeding, you offered two criteria, being viability and degree of interest; do you remember that?

MR. OKRUCKY:  Yes, yes, I do recall the conversation.

MR. QUINN:  Okay, so first dealing with degree of interest, what objective criteria is Union using to establish degree of interest?

MR. OKRUCKY:  Several things that could be used to establish that.  One is the survey results when we survey a community to determine interest in connecting.  Another one is the degree of contact we have with local municipal representatives or other representatives of the area, other political representatives.

MR. QUINN:  Okay, well, I trust that there's a level of criteria there.  I'm going to deal more then with the viability.

What objective criteria are you using in establishing viability?

MR. OKRUCKY:  The -- I guess the natural PI as an initial indicator or the number of months that it would take to collect the TES and ITE is a fallout of that natural PI, and those were shorter periods required for the TES and ITE, are projects that we would consider more viable than those that have longer periods, so they would typically float to the top of the list, with other considerations in mind, in terms of, you know, location, can we bundle projects together, those types of things are all considerations in developing an implementation plan.

MR. QUINN:  Okay, thank you for that.

I'm going to turn to a different issue, and it's going to -- it's something that's -- my understanding is increasing, but I certainly would benefit from you providing more clarity.

In this proceeding, the 0004 proceeding, in FRPO 5, 6, and 7 I ask questions about storage and transmission revenues and costs.  And I understand from the responses -- and there's the citing there -- that the Board concludes that:

"The inclusion of a forecast incremental cost for transportation and storage of cost will add unnecessarily complexity to DCF calculations."

So Union relied upon that.  We didn't quite get to where we wanted to in terms of our understanding, but then it came up again yesterday that the transmission guidelines -- sorry, the filing guidelines for the transmission pipes was updated in EB-2012-0092.

And I'm trying to get my head wrapped around where these costs are actually being incurred and who bears these costs, especially in these expansion cases.

Thank you.  So I'm just reading -- it's further down in that reference, sorry, so the witnesses can follow along.  It's on page 3 of 5 -- yes, thank you.  And it says further down, just one more paragraph, I think -- I can't find it here.  "For the purpose of".  I had it highlighted.  Sorry, it is in the paragraph above, starting in the second sentence.  Yes.  So:

"For the purpose of these guidelines, transmission pipelines are defined as any planned or proposed pipeline project that would provide transportation services to move natural gas on behalf of shippers within Ontario.  Distribution expansion pipelines that are subject to the filing guidelines set out in EBO 188 would not be subject to the proposed filing requirement."

Now, here's where I was struggling with it.  You referenced your need to put advanced reinforcement costs in place as a result of the decision in the Wiarton expansion? I think, Mr. Okrucky, you gave us that yesterday?

MR. OKRUCKY:  Yes, I think it was Wingham.

MR. QUINN:  Oh, sorry, Wingham?  Okay.  I trust that your knowledge is more direct than mine.  And was that a reinforcement of the Owen Sound line?

MR. OKRUCKY:  That's correct.

MR. QUINN:  So would Union consider that a transmission pipeline?

MR. OKRUCKY:  Not for the purposes of EBO 188 or 134; that would be considered distribution expansion.

MR. QUINN:  So that's considered distribution expansion.

Okay.  Well, when I read -- and with emphasis on here -- in this filing guideline, it talks about:

"Transmission pipelines provide transportation services to move gas on behalf of other shippers within Ontario."

For the purposes of these transmission guidelines, does Union consider a potential entrant like EPCOR as a shipper?

MR. HOCKIN:  At the present time Union provides shipping of gas for third parties on the Dawn-Trafalgar system and on the Ojibway system.  That's where we are today.  If it is something different in the future, it could be something different in the future.

MR. QUINN:  But under the -- and I want to make sure I get clarity on this -- a shipper is somebody who is moving gas for the purposes of moving it out of Union Gas's franchise; is that a simple way of saying it?

MR. HOCKIN:  That's a reasonable assessment.  Let me give you another example which is maybe a little bit more direct on that, which is that we provide gas to NRG, as you all are aware of, as underneath an M9 service, or it could be under T3 service.

We wouldn't consider the service of that to be caught underneath the concept of EBO 134.  That should be caught underneath the concept of 188, and we would apply the same for EPCOR if they become a customer off of the Owen Sound system.

MR. QUINN:  Okay.  So Union is applying EBO 188 for the economic assessment for this advanced reinforcement charge, but it's doing so, as you say, because this is, 1), distribution expansion, and 2), it's not the Dawn-Trafalgar system?

MR. OKRUCKY:  It is not under EBO 134 because it is not the Dawn-Trafalgar system or the Ojibway system, which are the systems that are used for shipping natural gas on behalf of shippers.

MR. QUINN:  But in a world where -- Mr. Okrucky, we have some common work experience in the Waterloo and Owen Sound area -- if Union were to ship gas to, let's say, Enbridge, you are going through the Owen Sound line.  Would they not be considered a shipper?

MR. KITCHEN:  Sorry, to Enbridge?

MR. QUINN:  Yes.

MR. KITCHEN:  They would not be considered a shipper, I do not believe, unless we had an ex-franchise rate for them.

So your question was -- that original question was: Would EPCOR -- service of EPCOR be held -- treated under 134, and the answer to that is, no, they would be an embedded utility like NRG, and they would take service off of one of our in-franchise rate schedules, so we would not treat them as a 130 -- or not deal with them under 134; we would deal with it under 188; that's the simple distinction.

MR. QUINN:  Okay.   Well, I have your answer, and I appreciate that clarification, although I have some components I don't completely agree with, but I'll move on.

Earlier with Mr. Aiken -- and this is my last question -- oh, sorry, second-last question -- you were talking about -- and you don't need to turn it up -- but BOMA.59, and expected reductions in O&M costs for general administrative expenses; do you recall that conversation?

MR. OKRUCKY:  Yes.

MR. QUINN:  And again, Mr. Okrucky, would you agree with me that O&M costs for field services such as locates are higher for -- to service remote communities?

MR. OKRUCKY:  They are not differentiated in terms of our cost allocation study, so they're bundled together with any other area, because we do have postage stamp rates, but from a practical perspective, if there is longer travel to go and do a locate by the party doing the locate, then, yes, there would be more costs to do that at a detailed level.

MR. QUINN:  That's a very fair answer, Mr. Okrucky.  That's -- I was dealing with the actual costs, and I was trying to figure out how to get at that because, as you identified, that you have bundled rates.

I thought a very simple high-level calculation that could be done, you have O&M costs for customer in the north, and you have O&M costs for customer in the south; could you provide us those figures?

MR. KITCHEN:  Yes.

MR. MILLAR:  J6.4.
UNDERTAKING NO. J6.4:  TO PROVIDE THE FIGURES FOR O&M COSTS FOR CUSTOMERS IN THE NORTH AND O&M COSTS FOR CUSTOMERS IN THE SOUTH.

MR. QUINN:  Thank you.

Last question:  I was following Ms. DeMarco's discussion with you yesterday regarding Union's treatment of potential contract customers, and I don't want to trod over her cross, but I thought I could use a hypothetical and you could describe to me how this would work.


If Union were to serve a community under its proposed construct, getting TES from customers and ITE from the municipalities, and a subsidization to allow the project to go forward, let's say, at a PI of 0.5, if then a contract customer on the outskirts of town requested service, how would Union treat the extension of the main to that customer?  Would they contribute a TES?  Would there be an assess -- or how would Union go about the assessment of their potential contribution in aid of construction, and would it attract any of the costs of the original feeder main to the community?

MR. OKRUCKY:  The short answer is that it would not attract any of the costs of the system, as it would have been designed in the absence of that large industrial customer.

I'm assuming you're talking about a contract customer, a contract rate customer, in which case we would do an assessment of the cost of connecting that customer.  There would be potentially incremental common system costs, for example, if the line getting to town needed to be up-sized to a larger size in order to provide the capacity, that incremental cost would be part of the assessment of the economic viability of connecting that contract customer, as well as the customer-specific cost, for example, the meter, the service from the common system to that customer.

We would run the economics, run a DCF and we would hold that customer to the same PI as the rest of the project.  In your example, I believe you used 0.5 PI, and that may or may not generate an aid to construction required, or different terms associated with their contractual commitment.

MR. QUINN:  So summarising your answer to make sure I have it straight, you would use the PI assessment of 0.5 and the customer would not bear any of the costs for the pipeline, if it does not need to be up-sized for the --


MR. OKRUCKY:  For the common system, if it does not need to be up-sized and that customer would not be subject -- that contract customer would not be subject to a temporary expansion surcharge.

MR. QUINN:  Okay, that's a clear answer.  Thank you very much, sir, those are all my questions.

MR. QUESNELLE:  Thank you, Mr. Quinn.  Could I just ask the court reporter if we could break now, or I think -- I'll just check.  Another 15 or 20 minutes before a break?

COURT REPORTER:  Fifteen or 20 minutes is fine.

MR. QUESNELLE:  Is Mr. Melchiorre here this morning?  I don't see anyone else from NOACC.

This may just be an earlier list. Mr. Shepherd?

MR. SHEPHERD:  Thank you, Mr. Chairman.  I apologize for being disruptive.  I didn't think I'd be up until after the break.  So as I was listening it was like, oh, no, I'm next.

MR. QUESNELLE:  Does that work within your schedule?

MR. SHEPHERD:  That's fine. I do not expect to be as long as I'd planned.  I expect to be more like 20 or 25 minutes.
Cross-Examination by Mr. Shepherd:

MR. SHEPHERD:   And I'd like to start, if I could -- my name is Jay Shepherd, I think you know me, or most of you do.  I represent in this case the Ontario Geothermal Association.

I want to start with something that has been discussed over the last couple of days a number of times.

As I understand what we're here, we're sort of -- when the Board considers leave to construct applications, it is basically there to protect the public interest and we're talking here about -- if I understand what the Chair has been saying all along, about what the Board wants to see in the future, in those leave to construct applications so it can do that balancing act.  That's the framework we're talking about.

And so I want to talk about some of the components of that, and you touched on this yesterday, Mr. Kitchen, a little bit.  But I guess I want to look at five different components.

The first is everybody agrees that there should be some sort of project economic analysis, right?  Whatever the terms are, whatever the criteria are, there should be some sort of analysis of costs and revenues of the project itself, fair?

MR. KITCHEN:  True.

MR. SHEPHERD:  And that may be the EBO  188 model, or some other model -- I don't want to get into that right now, but some model.

MR. KITCHEN:  The parameters can be what they are. But yes, there needs to be some sort of analysis.

MR. SHEPHERD:  All right.  Would you agree that a second component is some form part of a least cost analysis; that is, is this the best way to serve the energy needs of this community.  So looking at alternatives and stuff like that, for example.

Would you agree that that should be part of the new framework?

MR. KITCHEN:  I agree that there should be an assessment of alternatives.

My issue is how to we do that assessment, and who does that assessment.

MR. SHEPHERD:  Well, and I wanted to explore that just a little bit because obviously, things like DSM you do know something about and you could talk about, right?

MR. KITCHEN:  We could talk about the DSM that we deliver to our customers, yes.

MR. SHEPHERD:  But the concepts are similar.  Whether you're delivering it, or someone else is delivering it, the concepts of insulating homes and things like that, they're the same, right?

MR. KITCHEN:  Yes.

MR. SHEPHERD:  You could also talk about CNG and LNG and things like that, because they are gas based options --


MR. KITCHEN:  Absolutely.

MR. SHEPHERD:  -- and you know something about that. But you are saying that if alternatives were things like geothermal, for example, or renewable electricity or other ways to deliver the energy needs, that you are not -- you don't really have the expertise.

 MR. KITCHEN:  That's correct.

MR. SHEPHERD:  Do you have a suggestion for how that should be done?  How should the framework deal with that?

MR. KITCHEN:  Well, I guess the way I think it would be done is that if we brought forward a leave to construct, and a party felt they had a better way of serving that community, they would bring forward evidence in that leave to construct application, and the Board would evaluate the two proposals.

MR. SHEPHERD:  So the Board would then be looking at competing options from competing parties, and sort of -- almost like a procurement.

MR. KITCHEN:  Well, I suppose, if it was the Geothermal Association, for instance, felt that they could serve a community and we brought forward an application to serve -- say Milverton; we brought forward an application to serve Milverton, and the Geothermal Association felt that they could serve Milverton to the same degree we could; they could bring forward a proposal.

Ultimately, you know, the -- it comes down to customer choice in some ways.  But they could bring forward a proposal and say that, you know, perhaps our pipe size is too large, or our costs are too high, or whatever, they could bring forward evidence competing with ours.

MR. SHEPHERD:  So just in the same way as, in a more mundane sense, if you brought forward a proposal for South Bruce, EPCOR could bring forth a proposal saying no, we can do it better.

MR. KITCHEN:  And Union could bring forward a proposal saying we could do it better.

MR. SHEPHERD:  That's right.  That means, though, that the alternatives would have to compete with you, and you have a lot more money than they do, right?  So they are at a disadvantage, right?

MR. KITCHEN:  I'm not sure that they are at a disadvantage.

MR. SHEPHERD:  What about the timeframe of an application?  If you bring forward an application and somebody who thinks they can do a better job has to actually do a full scale proposal, doesn't that mean there is a delay in the process while they do that?

MR. KITCHEN:  That's possible, yes.

MR. SHEPHERD:  All right.  But you don't believe that it should be the responsibility of the utility to say here's our proposal, and we have can demonstrate that it is the best way to serve this community?

MR. KITCHEN:  I think we can put it -- I think our evidence will include, just as we included in the evidence that we brought forward in the 0179 case, we will definitely have to demonstrate that our options have been -- sorry, our options serve the community best.  But that doesn't mean someone can't bring forward another application or another opposing view.

MR. SHEPHERD:  So I misunderstood your first statement.  I thought you said it wasn't up to you to compare your option to --


MR. KITCHEN:  We can evaluate a option for a customer, but we couldn't evaluate an option to serve a whole community perhaps with a renewable.

MR. SHEPHERD:  Why not?

MR. KITCHEN:  That's not our area of expertise.

MR. SHEPHERD:  I guess I'm -- I want to understand then what do you believe your onus is in a leave to construct application.  I always understood that when you come forward with a leave to construct, your obligation is to show the Board that it's a good project and it is the best way to serve the community; do you not believe that?

MR. KITCHEN:  I think that the bonus is on to demonstrate to the Board that our project will meet the needs of the community, and that it is the best for that community.

But I don't think that, you know, we can necessarily demonstrate that our -- that you should put a wind turbine, or someone should put a wind turbine on the outskirts of town to serve that community.  And just in terms of geothermal, geothermal can go into a community today and serve them.

MR. SHEPHERD:  But they can't come to this Board and ask for --


MR. KITCHEN:  They don't need to.

MR. SHEPHERD:  -- millions of dollars in subsidies, can they?

MR. KITCHEN:  They don't need to.  If geothermal -- if a customer is interested in geothermal, they can take it up today.

MR. SHEPHERD:  And that in fact happens, right?

MR. KITCHEN:  Yes.

MR. SHEPHERD:  But they don't get any subsidies, and you're asking for subsidies.

MR. KITCHEN:  We are asking for -- we are asking that -- for a subsidy from the ratepayers to serve these communities because they are uneconomic.

MR. SHEPHERD:  All right, so the second area I was asking about is least-cost planning analysis, then the third area, still within this notion of what should the Board have in front of them in a leave to construct application, what should the framework require, the third area is environmental impacts.

You would agree that at some level the leave to construct application should show the Board what the environmental result is of your project; right?

[Witness panel confers]

MR. OKRUCKY:  Typically with leave to construct applications in the past we have not done that, but if the Board through this proceeding were to embed that in the framework, that we need to identify the environmental impacts, we'd be willing to do that.

MR. SHEPHERD:  Okay, and you would agree that if the Board is balancing the public interest, environmental impacts are part of the public interest; right?

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

MR. SHEPHERD:  If the Board is balancing impacts on the public interest, you would agree that environmental impacts affect that public interest; right?

MR. OKRUCKY:  I would agree, yes.

MR. SHEPHERD:  Yeah, okay.  And so for example, would you agree that it would be appropriate for the Board to say, In a leave to construct application show us how this is consistent with your, Union's, GHG reduction strategy; show us how it's consistent.


MR. SIMPSON:  Perhaps I could offer a comment, and I did have this exchange yesterday as well, so at the highest level I think the government has actually put in place a tool for that to economically already occur, which is a price on carbon.  So the assessment in a sense at the highest level has been applied, I think, my opinion, through a new pending cap and trade framework, where the price of carbon will be placed upon carbon emitting fuels that could change over time, and that is to level the playing field against alternatives.  So when we think of our environmental footprint, I do actually think the cap and trade program as kind of laying that groundwork for us.

MR. SHEPHERD:  So is your suggestion that this Board should not be concerned with the GHG impacts of an expansion, a community expansion?  If you would come with a leave to construct, should the Board say, Well, we'll look at all this other stuff but we won't look at carbon, because it's in the --


MR. SIMPSON:  No, I didn't say that.  I think Mr. Okrucky said that could be a go-forward point of dialogue and reference with the Board.  It hasn't been in the past, but what I'm offering is the reality that the Ontario marketplace will have a quantifiable figure to put on the GHG footprint, and it is the price of carbon.

MR. SHEPHERD:  You see, it sounds like what you're saying is once we're in the Western Climate Initiative that's -- we don't have to think about carbon again, it's already done; you are not saying that, are you?

MR. SIMPSON:  No.

MR. SHEPHERD:  Okay.  Well, then to what extent should the Board be concerned with the carbon implications of Union's expansions?

MR. SIMPSON:  I think it will be helpful for the Board to understand what is the carbon footprint of expanding our gas service; I think that's very fair.  I think what I'm offering is the marketplace will be establishing a changing price on carbon which, over the long-term, is potentially going to influence choices that customers make.

MR. SHEPHERD:  The ICF report that was delivered to Union said -- you will agree it said that in 2030 the price is likely to be between a low of $47 a tonne and $138 a tonne; right?  And with a forecast amount of 80.

MR. SIMPSON:  I believe that was their predicted range of --


MR. SHEPHERD:  All right.  Does Union Gas have a GHG reduction plan right now, a plan for how you are going to comply with the government's climate-change strategy?

MR. SIMPSON:  In the context of the cap and trade program, Union Gas -- we're an emitter.  We actually consume and burn fuel to move our product, so that is the emissions for which we're accountable for.  The emissions for a homeowner per se are the actual accountability of the homeowner.  They will pay a price on carbon because of those emissions, and I think that sets the stage for a longer-term motivation as prices increase to be more efficient and things of that nature.

So to say we have a plan, we will have to absorb and create a plan for our own emissions as an emitter, and then we will have to assess how we can best serve our customers in their, kind of, go-forward interest to reduce their footprint.

MR. SHEPHERD:  It is going to be your job to collect the money for carbon from your customers; right?

MR. SIMPSON:  Correct.

MR. SHEPHERD:  Except for the ones that are treated as separate.  There are going to be a few that are going to be treated as separate or exempt; right?

MR. SIMPSON:  Correct, to elaborate, the very largest emitters, at least for the first time period, will be under the guidelines exempt, so we will be collecting largely for small- and medium-sized customers.

MR. SHEPHERD:  General service customers and the smaller contract customers.

MR. SIMPSON:  Correct.

MR. SHEPHERD:  All right.  Mr. Chairman, I have about ten or 15 more minutes.  Do you want to break now or --


MR. QUESNELLE:  Why don't we do that, yeah.

MR. SHEPHERD:  Okay.

MR. QUESNELLE:  Yeah, thank you for that, Mr. Shepherd.  Let's resume at ten after 11:00.
--- Recess taken at 10:48 a.m.
--- On resuming at 11:12 a.m.

MR. QUESNELLE:  Whenever you're ready, Mr. Shepherd.


MR. SHEPHERD:  Thank you, Mr. Chairman.


We were talking about the components of a leave to construct application under the new framework, and we talked about the economic analysis like EBO 188 or something like that, the least cost planning analysis, and we are we were talking about environmental impacts.


And I took it you agreed that if the Board wanted to see environmental impacts included in the analysis and a leave to construct, you could do that and you would. Is that right?


MR. OKRUCKY:  Yes, that's correct.


MR. SHEPHERD:  All right.  And I took it you also said that although you're developing a GHG reduction plan for your own emissions, you are not currently developing a reduction plan that will help you assist your customers -- or how you will react to your customers reducing their emissions.  Did I get that right?


MR. SIMPSON:  Well, I think I was trying to imply two things.  One, most definitely we will have a role to play in helping customers reduce their carbon footprint.  I would say principle vehicle is our demand-side management plan, which is very robust and I think will address that.


But I do say some of the onus is on homeowners themselves, just like it is -- the onus is on those that drive vehicles.


So, everyone plays, I think, a share in reaching those goals.


MR. SHEPHERD:  We saw Enbridge the other day saying that they have a plan not so much to help their customers -- I mean that, too, but rather they have to respond to the fact that they're going to have lower throughput.  And I didn't sense that you feel that that's something that you have to address.


MR. SIMPSON:  No, I didn't mean to imply that. I think in this changing end environment we have to, just like Enbridge has alluded to, assess our business model and other things like renewable natural gas, and liquefied natural gas, and hydrogen power-to-gas and all those opportunities that avail themselves and the role that they could play.


MR. SHEPHERD:  But you don't have a plan for this?


MR. SIMPSON:  Well, we're looking at those as, I guess, opportunities as we speak.


But the cap and trade program begins January 1 of '17, and it will go for a number of years.  So I think that will evolve.


MR. SHEPHERD:  So, and the reason I'm raising these things is that some parties, including my client perhaps, are going to make a proposal that the Board not allow any community expansions, uneconomic community expansions, until you've put before them a plan for GHG going out to, say, 2030 and they've looked at and are satisfied that you are going to the right direction, and that until then, you can't expand into new communities.


How do you react to that?


MR. SMITH:  How do we react to an argument that you're forecasting will be made by some parties in your argument?  Is that what you're asking?  I mean, presumably we will respond to it in our argument, once we see it.


MR. SHEPHERD:  Mr. Chairman, if I didn't put it to the witnesses, Mr. Smith would complain when I put it in argument that I didn't put it to the witnesses.


I'm putting it to the witnesses now because I'm supposed to, to see -- do you have something to say about that type of approach?  I shouldn't just raise it in argument; I'm raising it to you now.


Can you help the Board understand how would that -- how would you respond to that?


MR. SMITH:  Well, I think it's fundamentally inconsistent with what the Union has reflected in its evidence and what it views as the direction from the Minister in the Board's letter.


If you are asking for our argument position, we can set that out at the appropriate time.  But I also don't think that this is a matter where it would be appropriate for us to complain that this question hadn't been put to the witnesses either.


MR. SHEPHERD:  My work is done here on that, then.


Can we move on -- I still want to talk a little bit about cap and trade, but I -- and a couple of other -- a couple of other components.


You would agree that the cost of cap -- carbon credits allowances that you have to buy is a flow-through to your  -- you're expecting it will be a flow-through to your customers.  You will collect it from your customers as one of the costs?


MR. SIMPSON:  That's correct, and we proactively did put forward a draft rate order, so that we would be in a position to do that January 1, 2017.


MR. SHEPHERD:  This is a deferral account?  This is a deferral account, right?


MR. KITCHEN:  We actually sent a letter with a draft rate order attached to it, requesting that the Board put an interim rate in place, effective January 1st, 2017.


MR. SHEPHERD:  Okay.  Do we have anywhere in the record a forecast of your normalized average use per customer for general service classes?  We have it for Enbridge, I know; I just wondered if we had it for you.


MR. OKRUCKY:  There was a supplemental response to the IRs where we filed a three-year forecast for residential, commercial, and industrial.


MR. SHEPHERD:  Can we have your current forecast of your normalized average use per customer to 2030?  That's number one, and then number two, your current forecast of your customer additions in each of those classes, also to 2030?


MR. SMITH:  I believe, Mr. Shepherd, subject to the panel telling me otherwise, but I believe the supplementary answer that was referred to by the witness also indicates that that information out to 2030 -- that Union doesn't have that information, it doesn't have an estimate of average use for those categories out to 2030, and it provided the information that it does have.


MR. SHEPHERD:  And Union also doesn't have a forecast of customer additions to 2030?


MR. OKRUCKY:  That's correct.


MR. SHEPHERD:  Okay, good.  So now we've dealt with economic analysis, least cost planning, and environmental impacts.


The fourth component that I'm suggesting that might be a new requirement under the leave to construct application is the industrial or commercial benefits to the community, both existing and new industry and new commercial activity, as a result of bringing in natural.


Would you agree that that's something the Board should know if it's weighing the cost and benefits of expansion into a new community, particularly if it's uneconomical?


MR. OKRUCKY:  Yeah, there was an IR response to BOMA, and I'd have to look it up, that indicated it would be very difficult to provide an economic analysis of the individual benefits to the businesses in a specific community of expanding or not expanding, because it would be very, very subjective in nature, and it would likely end up taking the form of a stage 3 analysis, if you had to go and do that.


MR. SHEPHERD:  Well, okay, I don't understand.


If you are proposing to have an uneconomic expansion into a community, why would that be a good idea if there weren't some other industrial or commercial benefits accruing to the community, or to the province at large?  Why would you ever to something like that?


MR. HOCKIN:  In response to the answer, what we said was it's difficult to quantify the numbers in a stage 3 calculation that wouldn't be subject to somebody suggesting the numbers should be higher or lower than what was presented.


So we have not tried to attempt to quantify those impacts.  We have heard from those customers, and from the municipalities, that they feel that they are at an economic disadvantage as a result of not having gas.  But it is very difficult to do any sort of quantification of how much would the change in a community occur if you refused, i.e., would things decline further, or how much would it increase if you went forward with the expansion.


MR. SHEPHERD:  Well, then how is the Board supposed to weigh the various public-interest factors if they don't have any information on industrial and commercial benefits?

MR. SIMPSON:  I'll try to lift above the technical elements, which I'm less familiar with, but I've quoted a few times throughout the last few days, the reason we're here is twofold:  The first and most important, in my opinion, is responsive to customers' requests, and the second and equally important is the Premier, the Minister of Energy, and the Ontario Energy Board asked for proposals, not if, but how, we could move forward into new communities.

And as short a time ago as, I think it was May 2nd, and I can file it if required, there is a news release that reinforced community expansion is happening, is going to be taking place, natural gas extensions in Ontario, as published by Queen's Park in a news release.

MR. SHEPHERD:  There was also a news story yesterday that said that there was, in fact, a debate in Cabinet about that, right?  About exactly that, about whether, in fact, the new policy should be to reduce the number of buildings heated by natural gas; isn't that true?  You are quoting a news release.  I'll quote you the news story.

MR. SIMPSON:  I don't have your reference.  I'm just trying to lift it up and make the point that the environment is there for this to happen.  The scale is for us, 15,000 customers, against our rate base of 1.4 to 1.5 million customers today.

And I think we're being responsive to the proposals that were put to us and our customers' needs.

MR. SHEPHERD:  So is it then your conclusion that if the government were to announce next week that they want to go a little more slowly on expansion of gas infrastructure because of climate change, that this Board should then suspend this hearing and you're no longer proposing uneconomic expansions; is that right?

MR. SIMPSON:  No, I'm hesitating to respond to news articles.  My point is the genesis for this case, the genesis for our proposal, which we think is balanced both for existing and new customers, is in front of the Board, the Energy Board to decide.

MR. SHEPHERD:  Okay, so we've gone through four components that I'm suggesting might -- the Board might consider in a leave to construct.  Are there any other categories of information that you think would be appropriate to help the Board balance the public interest in a Leave to -- on uneconomic leave to construct?

MR. SMITH:  Sorry, just for clarity, I take it you mean beyond what is typically filed in a leave to construct application?

MR. SHEPHERD:  No, beyond the four categories we just talked about.

MR. OKRUCKY:  Mr. Shepherd, the only thing that you haven't mentioned that comes to mind to me is the most paramount thing, and that is the interest of the consumers in those communities, to what extent are they looking for a natural gas service, and I think that is a key element of any proposal.

MR. SHEPHERD:  Well, they're not looking for natural gas at all, are they?  Aren't they looking for cheaper energy costs?

MR. OKRUCKY:  They are asking for us for natural gas.

MR. SHEPHERD:  Because they think it will be cheaper.

MR. OKRUCKY:  I would expect that's a primary reason, yes.

MR. SHEPHERD:  It is not because they think natural gas is a better approach; they think it's cheaper, right?

MR. OKRUCKY:  I would agree that they think it's cheaper.  There are other benefits that natural gas brings as well.

MR. SHEPHERD:  Such as?

MR. OKRUCKY:  No propane tanks, no oil tanks.  There's a number of other benefits.

MR. SHEPHERD:  And you think that that's why the customers are asking you for --


MR. OKRUCKY:  I would agree with you that the primary reason is cost savings, but there are other benefits as well.

MR. SHEPHERD:  All right.  So we've been talking about the various things that the Board might consider in a leave to construct application for an uneconomic expansion and how the framework might categorize them, and we disagree on some of them, but we agree on others.

But now I want to -- most of your projects don't require leave to construct; right?

MR. OKRUCKY:  I would agree that there are a number of projects that would not require leave to construct; that is correct.

MR. SHEPHERD:  Do we have a list somewhere of which ones require a leave to construct and which ones don't?

MR. OKRUCKY:  I would refer you to EB-2015-0179, Exhibit A, tab 1, Appendix D, the list that we are continuously referencing.

One of the requirements for a leave to construct is a project that is in excess of $2 million in gross capital costs.  If you look at the gross capital costs for the projects on that list, that will give you an indication of which ones would require a leave to construct application.  Those that do not require a leave to construct application, there would be an application to pass the capital -- the required capital impacts into rates, and so there would be an opportunity for a review of those projects as well.

MR. SHEPHERD:  Okay, that application would actually be after you spent the money; right?

MR. OKRUCKY:  Yes.

MR. SHEPHERD:  So there wouldn't be an opportunity for the Board to say no, this is not the best approach.


MR. SMITH:  That's not quite right, depending on what you view as the Board not saying yes or no, because as you'll be aware, Mr. Shepherd, under the capital pass-through mechanism, in order to include it into rates, there has to be a review by the Board that -- I think it's described in the settlement of a proceeding like a leave to construct proceeding, and Union has treated all of its capital pass-through applications as essentially leave to construct applications.

MR. SHEPHERD:  But of course.  Union, for these smaller projects, they are not a lot of money, so Union can just wait until rebasing, and at that point it's too late; right?

MR. KITCHEN:  No, we will not be waiting until rebasing.  We will bring forward applications under section 36 for these applications so that we can build them into rates.

MR. SHEPHERD:  So in advance.

MR. KITCHEN:  In advance.

MR. SHEPHERD:  Of all of these projects.

MR. KITCHEN:  When we have a project coming up we will bring forward a proposal to the Board which will essentially have all the same information that would be in the leave to construct, so they can then make the determination.

MR. SHEPHERD:  And do you believe that that's -- you are only talking about for uneconomic projects; right?  You are not proposing to do that for economic projects?

MR. KITCHEN:  Correct.

MR. SHEPHERD:  So for uneconomic projects would you agree that the Board should essentially amend its leave to construct rules within this framework to require a leave to construct type application if you want to proceed?

MR. KITCHEN:  I'm not suggesting that they need to amend their rules around leave to construct.  We're saying that we will bring in the applications because we want to build them into rates.

I fully expect that when we do that it won't just be for a single community; it will probably be for a number of communities that we are planning to do over the next year and a half, so it is more efficient than just dealing with them one at a time.  I don't think it's necessary that they amend anything.

MR. SHEPHERD:  Well, or perhaps put in the new framework --


MR. KITCHEN:  They could put it in the framework, yes.

MR. SHEPHERD:  Okay.  Then my last question -- two other questions, because I have gone a little longer than I expected.  I'm just enjoying myself too much -- that the -- you have talked about the $2 a month limit, and you talked about it again yesterday in cross-examination, right, that you are proposing.

MR. OKRUCKY:  Correct, the maximum ceiling, yes.

MR. SHEPHERD:  And that's taken from the DSM limit, right, the $2 a month?

MR. OKRUCKY:  The DSM guidelines were instructive in us defining that as an appropriate amount, yes.

MR. SHEPHERD:  You will agree that your DSM budget this year is in excess of $60 million?

MR. OKRUCKY:  It's in that range.  I don't know the exact number off the top of my head.

MR. SHEPHERD:  And so would it be fair to assume that the limit you are asking the Board to set is $60 million a year impact on rates?

MR. OKRUCKY:  Yeah, I don't know that that's the case, Mr. Shepherd.  I would have to go back and check.

MR. SHEPHERD:  Well, okay, we know that it's at least 31 million, because you have 1.3 million residential customers at $2 a month, $24 a year.  That's $31 million; right?

MR. OKRUCKY:  Yes, I think maybe the confusion is in the interpretation of the $2 per month, and that $2 per month was a ceiling for an accumulation of all community expansion projects over a number of years.  It wasn't $2 this year and then another $2 next year; it was a $2 accumulation --


MR. SHEPHERD:  No, I understand it is a cumulative one-time thing that you're talking about; right?

MR. OKRUCKY:  No, it would not be one-time.  It might be 10 cents this year and 20 cents next year, and we're saying that relative today, the total would be $2.

MR. SHEPHERD:  And you're asking the Board to say that's okay now.

MR. OKRUCKY:  We're asking the Board to approve that as the ceiling for the accumulation of all these projects; yes.

MR. SHEPHERD:  And am I right that from a distribution rates point of view, that's about a 6 to 7 percent rate increase over time, right?

Will you accept that subject to check, or would you like to undertake to calculate it?

[Witness panel confers]

MR. KITCHEN:  We'll take that subject to check.

MR. SHEPHERD:  Thank you.  And that's on top of a similar amount for DSM, right?

MR. KITCHEN:  Correct.

MR. SHEPHERD:  So between DSM and community expansion, you are asking your customers to eat 12 to 14 percent more in rates over the next couple of -- over the next few years, let's say.

MR. KITCHEN:  Eat is your word.

MR. SHEPHERD:  I'm sorry.

MR. KITCHEN:  I don't think that the Board would say.

MR. SHEPHERD:  Bear.

MR. KITCHEN:  Bear the cost is much better.  I don't think the Board would look at eating DSM costs.  But yes, we're suggesting that that's an appropriate rate impact for the service that the new customers would be getting.

MR. SHEPHERD:  Okay.  Then last, you said in a number of places that when you bring in new customers that have a PI of greater than 1, they are subsidizing the existing customers, right?  That's what you said?

MR. OKRUCKY:  We've said they would be subsidizing existing customers to the extent that the rolling project portfolio, investment portfolio, the PIs remain above 1.0, yes.

MR. SHEPHERD:  But that's only true if the new customers have no responsibility for the existing system cost, right?  If they have to pay their fair share of the existing system, then they're not subsidizing anybody?

MR. HOCKIN:  No, I would disagree with that.

MR. SHEPHERD:  Okay.

MR. HOCKIN:  The accepted methodology that's in 188 is the incremental cost.  If we spend an incremental dollar, will the net present value of that incremental dollar be covered by the revenues associated with that.

If the revenue is in excess of that dollar, then that is a contribution towards the existing cost of the existing utility.

MR. SHEPHERD:  Okay, I'm not concerned with that.  I agree with you.

And in fact, there is economies of scale and the costs go down for everybody, right?

MR. HOCKIN:  Correct.

MR. SHEPHERD:  What I'm concerned with is you saying that's a subsidy.  Because I understand if you go into Milverton and you ask the rest of the customers, the existing customers to pay for that, that's a subsidy.  They are never going to get anything for that; they're just paying.

You are saying the opposite is if you go into a new subdivision in Hamilton and the PI is 1.3, that somehow those new customers are subsidizing the existing customers? That's not true, is it?  That isn't fairly called a subsidy, is it?

MR. OKRUCKY:  I would disagree with you.  I think it is true, and your definition of a subsidy may be different than mine, but I believe it is a subsidy in favour of the existing customers, existing ratepayers.

MR. SHEPHERD:  Thank you, I'm sorry for going a little longer.

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

MR. SHEPHERD:  Mr. Chairman, with your leave, I'm going to leave now because I'm finished for the day and I have another court proceeding.

MR. QUESNELLE:  Okay.  Thank you, Mr. Shepherd.
Cross-Examination by Ms. Vince:


MS. VINCE:  Okay, so good morning.  My name is Joanna Vince, and I'm counsel for the Ontario Sustainable Energy Association.  A number of my questions have already been asked by other parties, so I'm going to keep this short.

My first question is: What's the timing of the proposed expansion projects that you've listed in your materials?

MR. OKRUCKY:  The first four projects on our list, we would anticipate, with approval by the Board in the last half of this year, that we would be installing those projects in 2017.

The remainder of the projects would take place over a two-, three-, or four-year period.  We haven't built out a detailed implementation plan because, of course, that would depend on the decision in this proceeding from the Board.

MS. VINCE:  Right, and so 2017 for the first four project, assuming you got approval and everything went forward, would the first sort of customers generating emissions be in 2017 as well, or would they be connected in 2018?

MR. OKRUCKY:  The first customers from those first four projects would be attaching likely in late 2017 sometime.  And there may be a few other projects that we could get done in 2017, but we just don't know yet.

MS. VINCE:  Okay, moving on to another area.  There is an ICF presentation that was in Enbridge's materials in response to OGA interrogatory 3.  And at page 14 – I'll give you a minute to pull this up.  We've looked at this; I think it came up yesterday as well.

So I'll just read to you what's on the slide that's of interest.

There is a comment from ICF that:
"Ontario cannot meet its GHG reduction objectives solely from within its own market.  To close the gap, there's going to be complementary initiatives targeting technology, development and innovations to achieve deeper greenhouse gas reductions."

And then it goes on to say:
"To establish complementary initiatives early in the cap and trade program, it is important to ensure technology solutions are commercialized."

So my question is: Has Union considered any complementary initiatives as part of the proposed expansions?

MR. SIMPSON:  The work that ICF has done here, and that Enbridge presented, was a mutual undertaking with Enbridge and Union.  And I would say we are fairly aligned, Enbridge and Union, in what those future opportunities may be.

MS. VINCE:  Can you describe what those future opportunities are, to -- that came up in your assessment?

MR. SIMPSON:  I'm going by memory, but I think at the highest level I think there is a strong benefit from introducing renewable natural gas into our pipeline stream, and these are all favourable environmental changes.

The second would be utilizing liquefied natural gas and compressed natural gas, especially in the heavy duty transport fleet market.

There is also combined heat and power that has advantages.  I think power-to-gas is an application that could be used, which takes windmill potentially electricity in off-peak periods and converts it into hydrogen that could be injected into our natural gas stream.

So as you can see, a number that Enbridge have mentioned that I think we're aligned with, in terms of future opportunities.

MS. VINCE:  So you are looking at them as well?

MR. SIMPSON:  Correct.

MS. VINCE:  And would that be for the entire system, or just specifically for the expansions?

MR. SIMPSON:  Well, I'm sorry, I may have confused you.  What I was referencing are more, I think, really provincial opportunities.  They're not necessarily associated at all with Milverton, as an example.

MS. VINCE:  So in Enbridge's cross-examination the other day, they referenced a combined geothermal and gas project by Fortis in British Columbia.

I am wondering if Union is aware of this project or others like it?  Do you review these projects and look at them for your own system?

 MR. SIMPSON:  Your question was pertinent to renewable energy natural gas?

MS. VINCE:  So it is a combined geothermal and natural gas project in B.C.

[Witness panel confers]

MR. SIMPSON:  I did think you were cross-referencing renewable natural gas, but I'm mistaken.  You are referencing geothermal applications.

MS. VINCE:  Right. So my understanding is it's a project combining gas and geothermal.

MR. SIMPSON:  Right, and we have not looked at that.

MS. VINCE:  And would you be open to looking at combined technologies with natural gas for expansions?

MR. SIMPSON:  I think Mr. Kitchen alluded to we would have some limitations in terms of the lines of business that we could enter.

In terms of broad-based opportunities, I outlined those and those would have positive environmental impacts and some of those are -- many of those are in place today.

Hamilton itself as a city has a renewable natural gas stream that injects into our system, as an example.

MS. VINCE:  Let me run through to see if there are any other questions I have.

Those are all my questions, thank you.

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

MR. DUNCANSON:  Thank you, Mr. Chair.
Cross-Examination by Mr. Duncanson:


Good morning, panel.  My name is Sander Duncanson.  I am counsel for Parkland Fuels.

Before I get into the questions that I've prepared in advance of yesterday, I actually just have a follow-up question from the discussion you had with Mr. Kaiser late yesterday afternoon and into this morning.

He asked you to walk through a scenario where you extended your proposed TES surcharge for 40 years, and he asked, you know, what would that give you on a PI basis, and I think what I heard you say is if you look at the portfolio of projects that you've -- that you are setting out in your 0179 application, that gets you to a collective PI of .9, I believe you said; did I get that right?

MR. HOCKIN:  We've a number of scenarios that -- the notes we have in front of us indicate .9.

MR. DUNCANSON:  Okay.  What I'd like to ask you to do as well -- I think you might have given an undertaking to Mr. Kaiser, but what I'm looking for is if you were to group those projects into a portfolio where the collective PI had to be 1.0, would you be able to undertake to tell me how many projects would make the cut, how many projects would be included in that portfolio?

MR. HOCKIN:  One more time for me, just to make sure I get that correct, please.  Could you give me your scenario of grouping just so I get it clear?

MR. DUNCANSON:  Yes, so the starting point again, to Mr. Kaiser's questions from yesterday, is you are extending your surcharge out for 40 years, and if you do that, if you were to identify a list of projects, sort of a portfolio of projects, that would collectively achieve a PI of 1.0.


What I'm looking for is three things:  one, how many projects you could include in that portfolio; the second thing is, how many potential customers would be associated with that portfolio of projects; and the third is, how many forecast customers would be associated with that portfolio?

MR. HOCKIN:  We'll take that as an undertaking.

MR. MILLAR:  J6.5.
UNDERTAKING NO. J6.5:  UNION TO IDENTIFY FROM ITS LIST OF PROJECTS THAT WOULD COLLECTIVELY ACHIEVE A PI OF 1.0 (a) HOW MANY PROJECTS YOU COULD INCLUDE IN THAT PORTFOLIO; (b) HOW MANY POTENTIAL CUSTOMERS WOULD BE ASSOCIATED WITH THAT PORTFOLIO; (c) HOW MANY FORECAST CUSTOMERS WOULD BE ASSOCIATED WITH THAT PORTFOLIO.

MR. DUNCANSON:  Okay.  Thank you.

Panel, I'd like to start off now by turning to your evidence in this proceeding first.  And I'm looking specifically at page 4 of that evidence, PDF page 5; are you with me?  It's on the screen there.  It is the paragraph that starts with the number 2.

I understand here you are discussing EPCOR's proposed universal fund, and you're expressing a variety of concerns with that, many of which my client would actually agree with.

But here in this paragraph you're talking about the established rate-making principle of benefits follow costs; do you see that?  Yes?

MR. KITCHEN:  Yes, we see that.

MR. DUNCANSON:  Okay.  And so if I understand it, one of the concerns that you have with the EPCOR proposal here is that Union's customers would be incurring costs without receiving any corresponding benefits; is that right?

MR. KITCHEN:  That's correct.

MR. DUNCANSON:  Okay, and on the flip side EPCOR's customers would be receiving benefits without incurring any corresponding costs; right?  That's just what it says?

MR. KITCHEN:  Yes.

MR. DUNCANSON:  Okay.  So I guess the established rate-making principle that you are putting forward there is essentially customers who pay for something should receive a benefit from that; is that fair?

MR. KITCHEN:  Yes, that's fair, in particular they should receive -- they shouldn't be put in a position where they are paying for something that provides them with no benefit because it leaves the utility.

MR. DUNCANSON:  Okay, well, I guess you tagged something on there at the end, Mr. Kitchen, which I'm not sure is actually part of the rate-making principle, which is customers are paying for something and they're not realizing a benefit from that; that's the principle, right, and in this case --


MR. KITCHEN:  That's the principle.

MR. DUNCANSON:  Okay.  That's the principle.

So with respect to what Union's proposed in this proceeding, the internal utility cross-subsidization model, we were talking with Enbridge's witnesses last week, and they acknowledge that -- I can take you to a transcript if you think we need to, but I'm not sure it matters, but they acknowledge that the existing ratepayers on their system will not really see any benefits associated with these community expansion projects beyond the, what they call the stage 3 benefits.

Would you agree with that, with respect to Union's proposal?

MR. OKRUCKY:  There are benefits coming from the economies of scale that act to mitigate the rate impacts for those existing customers.  Beyond that, if would be the stage 3 benefits flowing back across the economy in general in the province.

MR. DUNCANSON:  Okay.  So -- and I believe you quantified those economies of scale benefits in response to an interrogatory to BOMA, and again, I don't think we need to go there in the interests of time, but I believe you quantified that on average 50 cents per customer per year; is that right?

MR. OKRUCKY:  That's correct.

MR. DUNCANSON:  Okay.  So it's fair to say that benefit, if you can call it that, is far less than the expected rate increase associated with your proposal?

MR. OKRUCKY:  Yes, the annual rate increase associated with our proposal is $2.91 for residential customers, so it is less.

MR. DUNCANSON:  Yeah.  Okay.

Okay, gentlemen, I've got a few questions for you about your attachment forecast.  And I think this mostly relates to the 0179 materials.  And I guess just the first thing to start us off here, I believe when you were quantifying stage 2 benefits in the 0179 application you assumed an 80 percent attachment rate over the first 25 years; is that right?

MR. HOCKIN:  There is an interrogatory where we provided a base case and two or three different sensitivities.  One of the cases was 80 percent as the base case, I believe.

MR. DUNCANSON:  Just so that I'm clear, again, when you quantified the stage 2 benefits in that application I believe you assumed that 80 percent attachment case; is that right?

MR. HOCKIN:  That's correct.

MR. DUNCANSON:  Okay.  And in interrogatories from Board Staff in the 0179 proceeding you were asked to provide some of the background material that got you to that 80 percent number.  And you filed survey reports for sort of the top three communities that you're looking at.  Lambton Shores, Milverton, and Prince Township; is that right?

MR. OKRUCKY:  We filed actually, I believe it was four surveys in total, but Lambton Shores, along with the Kettle Point First Nation project, Milverton and Prince Township were included.  We also filed, I believe, in response to Exhibit -- in EB-2015-0179, Exhibit B, Bruce South -- or South Bruce 6.  We've also filed a forecast for the Kincardine area project, but those forecasts were based on -- sorry, those surveys were done in order to establish a ten-year forecast, not a long-term forecast of customer attachments; in other words, the customers that might attach beyond the first ten years.  In the first ten years we are not using 80 percent attachments.

MR. DUNCANSON:  Okay, that's helpful.

So just if we could maybe just take a quick look at those survey results, and I'm looking now -- so this is in attachment 1 of your response to Board Staff interrogatory 11.  Again, this is in the 0179 materials.

And in the PDF, I believe -- yeah, we're there, so I'm looking at actually PDF, page 27, which I believe is hard copy page 8.

That's the right page on the screen there.

MR. OKRUCKY:  Yes, we have that in front of us, the IRR that I referenced, South Bruce 6, actually summarized all three of these.

MR. DUNCANSON:  Okay.  Well, we may turn to that and I -- if it's more useful later, please let me know.  But I've just got some general questions and I think we can just use this page to get us there.

If I understand table 3 on this page, it's saying that you've got -- 30 percent of your respondents said they were extremely likely to convert to natural gas, 26 percent very likely, and 14 percent likely.

MR. OKRUCKY:  That's correct.

MR. DUNCANSON:  That's right?  Okay.  And so when you add that up, you've got 56 percent of the respondents said that they were either extremely likely or very likely to convert, and 70 percent said extremely likely, very likely, or just likely, is that right?

MR. OKRUCKY:  That's correct.

MR. DUNCANSON:  Okay, and I don't think we need to pull up the other two surveys reports; you can accept these numbers subject to check, or if you like we can go there.  But I believe the numbers in Milverton were 45 percent were extremely likely or very likely, and 74 percent were extremely, very, or just likely.  And for Prince Township the numbers are 48 percent and 80 percent, respectively.

Do you accept those, subject to check?

MR. OKRUCKY:  Subject to check, yes.

MR. DUNCANSON:  I assumed here -- it didn't say anywhere in the reports, but I assumed that when this report was being done, and whether it was Union or whoever -- I guess it was Foreign Research Inc., when they were out talking to these participants, they didn't discuss with them potential implications of future climate change policies, presumably.

MR. OKRUCKY:  That's correct.

MR. DUNCANSON:  Okay.  Perhaps we can scroll down a little bit in the document.  I'm looking at page 15 of the attachment.  It's PDF page 34.

This is showing the information that was actually provided to the different survey participants, depending on what their existing fuel source was.

And if you look at the paragraph at the bottom of the page, which is for propane customers -- which given that my client is a propane supplier, this is what we're primarily interested in -- so the information that was given to the survey respondents was that the cost of converting their system to natural gas would likely be in the range of $500 to $1,000, depending on the type of equipment that they had have.

However, with natural gas, they may save up to $1,500 off their heating cost ever year; is that right?

MR. OKRUCKY:  That's right, that's what was shared with those consumers in the survey, yes.

MR. DUNCANSON:  Okay, and again I don't think we need to turn it up, but we can if you'd like to, will you accept, subject to check, that it was the same information that was provided to the respondents in Milverton and Prince Township?

MR. OKRUCKY:  Yes, it was.

MR. DUNCANSON:  And the $1,500 cost savings estimate, that included your proposed volumetric surcharge, right?  They were told they'd be paying a 23 cent per metre cubed surcharge, and that was included in this number?

MR. OKRUCKY:  I believe there were a series of questions and we asked initially without a surcharge, and there was a later question where we asked with a surcharge of $450, I believe it was.

MR. DUNCANSON:  Okay, can you just clarify for me whether the $1,500 in estimated cost savings, is that before or after the surcharge?

MR. OKRUCKY:  I believe that was before the surcharge.

MR. DUNCANSON:  Before the surcharge.  Okay.

Now, conceptually, panel, would you accept that if actual costs to convert to natural gas from whatever existing fuel is turned out to be higher than what you communicated, or if the actual cost savings turned out to be lower than what you communicated, conceptually you would expect lower attachment rates; is that fair?

MR. OKRUCKY:  Yeah, you would -- the way I would put it is you would want to consider both the annual savings and the cost to convert.

And so, yes, the annual savings may be less than Expected.  But if the cost to convert is lower than the figure given, then you may end up with no net impact whatsoever.

MR. DUNCANSON:  Okay, fair enough.  So it's a -- you have to look at both of those factors; you shouldn't look at one in isolation.  Okay.

So the conversion costs of $500 to $1,000 -- we can turn this up perhaps, if you you'd like, but are you aware that in this proceeding, Enbridge has estimated that on average to convert from propane to natural gas, it will cost customers in excess of $1,500 in conversion costs?

MR. OKRUCKY:  I'm not aware specifically of what Enbridge has estimated.  But I can tell you that we have done some additional work on this, and that work is provided -- bear with me -- in Exhibit S15, Union Staff 10.  And so to convert a furnace, we believe is significantly less than what the cost is that is quoted here, the $500 to $1,000.

MR. DUNCANSON:  Okay, so thanks for that, and perhaps we can turn to Exhibit S3.EGDI.CCC.8.  So this is Enbridge's response to an interrogatory from CCC in this proceeding.

If you just scroll down, these are the assumptions that Enbridge used for the various fuel sources, the second last bullet is "propane to natural gas."  What they found is that it does depend on the type of existing equipment that the customer has, and so for certain types of equipment the cost would be roughly $675.  For other types of equipment it would actually be in the range of $3,500, and if you were to average those out on a weighted average basis, you'd get to $1,525.  Do you see that?

MR. OKRUCKY:  I see it; I don't agree with it.

MR. DUNCANSON:  You don't agree with it.

So I guess maybe you can explain to me a little bit better.  There is Enbridge whose evidence is here, and the CPA has also provided some estimates of conversion costs that are in fact even higher than what Enbridge has put forward -- and we can debate the numbers all day.

But would you accept at least that the actual conversion costs from propane to natural gas, there's some uncertainty associated with what those actual costs will be?  Do you accept that?

MR. OKRUCKY:  No, I would not.  I would suggest that we've gone deeper than Enbridge in our analysis, and if you go back to Union's -- Exhibit S15.Union.Staff.10, we have attached letters to that interrogatory response from the largest HVAC company, or one of the largest HVAC companies in Ontario, as well as three different manufacturers that provide much more deeper information, additional information on what it takes to convert a furnace, the conditions that are often found on-site, and that's led to Union Gas' estimate of the cost to convert a furnace that can be converted from propane or natural gas in the range of $200 to $400.

Now, there will be some furnaces where customers decide to replace them, those that are likely to fail in the next few years, they may be 20 or 25 years old.  In those cases, you are absolutely right, there will be a higher cost.  But the weighted average when you actually do the math, it's going to be much less than this $1,525 figure.

MR. DUNCANSON:  All right, so perhaps we can assume that Enbridge didn't do their homework.  But are you aware that CPA also provided actual cost estimates, just like you did, and they were much higher?

MR. OKRUCKY:  Yes, they provided to estimates from two relatively small HVAC contractors in one small geographic area, Sparta, I believe it was, which is south of London, near the St. Thomas area.  I don't believe that those estimates are representative of what you would find in the market, and I believe the documentation that we have provided from the manufacturers and from Reliance is much more representative.

MR. DUNCANSON:  Okay.  That's fair.  I guess it would also be fair, though, to say, given that we do have different estimates and there is quite a range in costs, that the actual conversion costs will vary considerably depending on the contractor that's used, depending on the specific location, and depending on the customer's existing equipment; is that fair?

MR. OKRUCKY:  It will vary based on a lot of things, to the HVAC contractor -- we have no idea what kind of profit margins those contractors are looking for.  Some might be looking for a much higher margin on that type of work than they are on equipment sales, so there could be variability, no question about that.

MR. DUNCANSON:  Okay.  I think I can leave conversion costs there.

The second part of the equation, though, is cost savings, right?

MR. OKRUCKY:  Correct.

MR. DUNCANSON:  And in the survey the participants were told that they should expect around $1,500 per year in cost savings if they were to switch from propane to natural gas; is that right?

MR. OKRUCKY:  That's correct.

MR. DUNCANSON:  And when you were asked an interrogatory from the Board in, I believe it's this proceeding -- I can pull it up, because I think we're already in that document.  So this is also the response to Board Staff number 10.  This is Exhibit S15.Union.Staff.10.  The second page of that document, the big paragraph in the middle, you were discussing the CPA's information.  You acknowledge that Union had been unable to find a reliable source for home propane prices, but based on some assumptions around taxes and auto propane you came up with an annual savings of 1,225 if the propane customer converted to natural gas; right?

MR. OKRUCKY:  For year 2015, which --


MR. DUNCANSON:  Right.

MR. OKRUCKY:  -- we should all recognize is a recent historical low for propane prices.  It would be significantly higher if you were to use a five- or six-year average.

MR. DUNCANSON:  Fair enough, and as I'm sure you are aware from the aids I gave you in advance, we'll be getting to the long-term, but in 2015 you'd agree that that's the number, $1,225, which is less than the 1,500 that was communicated to the survey participants?

MR. OKRUCKY:  Yes, I would agree.

MR. DUNCANSON:  Okay.  And you also note there that the Goobie evidence that was filed in this proceeding by CPA indicates cost savings in the 700 to 800 range, again for 2015.

MR. OKRUCKY:  Yes, they did provide some clarity in a response, Exhibit S -- sorry, Exhibit S2.CPA.Northeast.1, and so they indicated in that case that the annual cost of propane would be 1,688 there, but I had some discomfort with that number that was provided, and so let me step back and give you a little broader picture here.

Union asked GPMi for details on their propane pricing. We asked for sources.  We asked for the geographic area represented by the prices and the dates for which the provided prices were in effect.  We also asked for a history of propane supply limitations.

The response was directed to this S2.CPA.Northeast.1, where the only information provided was the annual price and cost for each year.  The questions about sources, geographical area, and dates were not answered, and the questions about supply limitations were not answered.

Now, I understand from the transcript on Day 2, page 109 to 110 -- we don't need to look it up, I don't think, but I understand the prices provided were for southwestern Ontario.

So comparing those prices to Union's weighted average for northern and southern Ontario for one thing is inappropriate.  What we still don't know about the CPA, the figures that CPA or GPMi have provided, is whether they're from June, when demand is low, or whether they're from January, when demand is high, and that might have an impact on price.

We also don't know whether the prices that they provided are from a sample of one supplier or they're from 60 suppliers.

So there are a lot of questions about those prices. So left to my own devices, I went back to some notes I made in discussion with a propane customer about a year ago, and I compared the annual cost that GPMi provided in Exhibit -- the Northeast exhibit that I just referenced, and the -- I looked at his -- the deliveries from that customer four times through the course of that year.  The average price for those deliveries was 98 cents in comparison to what -- the 77-cent figure that GPMi provided in their response to Northeast.

For that reason, I had some question about the ability of GPMi's numbers, and that's why I went to trying to back from propane prices, back out HST and the provincial fuel tax to come up with my own estimate.

MR. DUNCANSON:  Okay, so a very lengthy response to what I thought was a simple question, but -- okay, so I take it you feel more confident in the 1,225 number than the 700 to 800.  That's fair.  So why don't we move past that, and we'll get back to some of the pricing differences in a little bit.

I'd like to turn up now the Southern Bruce evidence in this proceeding, specifically Appendix B to the municipality's evidence.  And this document really starts on the following page.  Yeah, just the title, just so that we're clear what we're looking at here, this is a report that was provided to the Kincardine group by Union Gas in March 2012; is that right?

MR. OKRUCKY:  That's correct.

MR. DUNCANSON:  Are you familiar with this report?

MR. OKRUCKY:  To some extent.  I was not an author or involved directly in the preparation of the report, but I am aware of it, yes.

MR. DUNCANSON:  Okay.  If we could turn to page 13 of the report.  It is PDF page 64.  Right below the two tables -- there is two tables there that are setting out the results of some surveys around how likely people would be to convert, and I'm interested in the text that's right below the tables, and it says:

"Based on the customer opportunities identified" in those two tables above, "Union Gas applied a discount factor of 20 percent to arrive at our expected customer attachments."

Which are then on the following page.

And then it talks about three bullets in terms of how that discount factor was arrived at; do you see that?

MR. OKRUCKY:  Yes.

MR. DUNCANSON:  And so you say there that:

"On past projects the historical performance discount rate of attachment was approximately 35 percent."

Do you see that?

MR. OKRUCKY:  I see it.

MR. DUNCANSON:  So I took that to mean that when you compared your actual attachment rates with those particular expansion projects to the level of attachments that you were originally forecasting for those projects, the difference was roughly 35 percent; is that right?

MR. OKRUCKY:  No, that's incorrect.

MR. DUNCANSON:  Okay.  So can you explain to me what this means?

MR. OKRUCKY:  I think you might be better to turn to -- just bear with me for a second.

We did provide a comparison of a number of projects in EB-2015-0179, Exhibit B, Staff 12, where we provided four different projects that occurred in the range of 20 years ago:  The Parry Sound project, the Wingham project, the Clifford Mildmay project, and the Port Elgin project.  And in those projects we had a total of 55 percent of the potential customers that converted.  The number in this report, by the way, was referencing potential customers for one project.

This provides a little better information in terms of our forecasted attachment rate.  And I would also point out, though, that these projects took place in an environment where the price spread between natural gas and other fuels was much, much response than it is today.

MR. DUNCANSON:  So I think we're deviating from the questions that I'm actually asking.

If you go back to the Southern Bruce evidence, all I'm asking about is: What does this mean when you say -- you talk about historical performance discount rate of attachment of approximately 35 percent.  I put to you what you thought that meant, and you said that was incorrect.  So what does that mean?  What is that 35 percent?

MR. OKRUCKY:  I believe it means that 35 percent of the customers -- of the potential customers attached, but I would have to go back and validate this.

Like I said, I am not the author of this report.

MR. DUNCANSON:  Okay, but the discount rate, in terms of how it's actually applied in this report, is you take your potential customers and then you take the forecast customers, based on survey results, people that say that they are actually likely to convert, in terms of how you actually do the math in this report, you then apply the discount rate to that number, and then that comes up -- produces your ultimate expectation for customer attachments.

That's what this discount rate is in the report, and I'm just trying to understand how you came up with that 20 percent number here.

MR. OKRUCKY:  I believe what we did at the time was we took the forecasted customers, and discounted -- sorry, we took the survey result, those as a -- and we discounted them by 20 percent.

But I would have to go back and validate that. And I'm not really sure why it's relevant.  This was from 2012 for a very specific project, and so I'm not sure that this proceeding is really dealing with every individual project on our list, and any assessment we've done for every individual project.

This is a more of a generic proceeding to set some boundaries.

MR. DUNCANSON:  Well, we you can let your lawyer worry about the relevance of this.  I can assure you it is.

So, I guess, to tie it back to the current proceeding, you did not apply a discount factor to the attachment forecast in the 0179 application, correct?

MR. OKRUCKY:  Actually, we did.

MR. DUNCANSON:  Okay.

MR. OKRUCKY:  Because in EB-2015-0179, we did not -- we did not include in our forecast every customer who said they would connect.  We used all those that said they were very likely to connect -- I've got to go back to the terminology again -- extremely likely, very likely, and only half those that said they were likely.

So we have applied a discounting, if you want to put it that way, to the expected number of forecast customers.

MR. DUNCANSON:  Okay, and so I take it then Union Gas' internal practice has evolved since 2012 when this report to southern Bruce was prepared, in that it appears to me that you used to use a 20 percent discount rate to all of the forecast customers.

And what you're telling me now, at least for the purposes of this application, you've assumed all of the extremely likely, all of the very likely, and half of the likely category, and that essentially produces the same thing.

MR. OKRUCKY:  For the four projects that we have put forward specifically, that's what we have done, yes.

MR. DUNCANSON:  I guess, just so that I am clear, I'm not just talking about the four projects specifically.  I'm talking about when you're providing numbers of the forecast of attachments for all of the projects, which is very important in understanding the profitability of these projects, did you use any form of discount rate?

[Witness panel confers]

MR. OKRUCKY:  For all the projects that we haven't done a detailed assessment of, we've used an assumed forecast attachment rate of 45 percent which, in comparison to these projects, these four projects that we've actually done surveys of, is a relatively conservative forecast.

When we put those projects forward for approval to recover the cost and rates associated with that will be the surveys for those specific projects.  So it may be -- I expect it will likely be higher than 45 percent, so we've been conservative.

MR. DUNCANSON:  If it turns out that your forecast is overly optimistic, the risk associated with that is borne by your existing customers, correct?

MR. OKRUCKY:  It would be borne by all customers, and if that forecast was overly pessimistic, the benefit would also flow to all customers.

MR. DUNCANSON:  Fair enough.  The same can be said for risks like capital cost overruns, and I think you talked a little bit earlier about if you implement a preferred design for a project on the basis of some assumptions that that preferred design will be needed, and it turns out in the future that that perhaps was not needed, again that risk is borne by the existing customer base, not your shareholders, correct?

MR. OKRUCKY:  Yes.

MR. DUNCANSON:  And another risk that I'm interested in, and we've talked a little bit about this already, is if in the future, the government implements a policy around climate change that incents people to convert away from natural gas and convert to other things like geothermal or whatever they may be, if people do end up converting away from natural gas and your facilities are less utilized than they were before, again that's a risk that the existing customers bear, correct?

MR. OKRUCKY:  Yes.

MR. DUNCANSON:  Okay.  And there was some discussion this morning about what certain government officials may or may not have been talking about over the last few weeks.  weeks.

There was a document filed last week.  I don't think we need to turn to it, but it was a Globe and Mail article, that was Exhibit K1.8, that again discussed the same thing that there's discussions.  It was a speech by one of the provincial ministers talking about this forthcoming plan, and how it would involve conversion away from natural gas.  That was the intent.

Would you agree that a provincial policy that has, as one of its goals, conversion away from natural gas, would you agree that that policy would be inconsistent with a policy of expanding natural gas to new communities?

MR. SIMPSON:  To my knowledge, there is not a provincial policy to get off of natural gas.  There is a provincial policy to put a price on carbon and then reduce our provincial footprint.  That can be achieved with existing gas customers by being more efficient.  It can, in fact, as I alluded to a few days ago, lead to an increase in natural gas consumption to get off of other higher-carbon fuels.

MR. DUNCANSON:  I didn't think we would have to turn to it, but perhaps we should.  This is Exhibit K1.8.

This is a Globe and Mail article from a few weeks ago, environmental Minister Murray.  This is a speech he gave at the Empire Club in Toronto.  He talked about this forthcoming climate change action plan, and he said specifically that that will involve switching buildings from natural gas to geothermal heat.  You can see that in the highlighted text in that first full paragraph.

And then if you scroll farther down to the other highlighted text, there is discussion there about the:
"The goal is net zero cars and new zero heating and cooling homes."

Do you see that?

MR. SIMPSON:  I do.  Can you just scroll to the top, please?  I didn't catch the date?

MR. DUNCANSON:  April 28th.

MR. SIMPSON:  Thank you.

MR. DUNCANSON:  So, as far as I know, none of us have seen this plan.  We don't know what it's actually going to look like.

If it does, in fact, come out with incentives to specifically move people off of natural gas, with you agree with me that that is inconsistent with a policy to expand natural gas to new communities?

MR. SIMPSON:  I hate to do this, but I was doing this with Mr. Shepherd.  May 2nd is a release, an Ontario news release that Queen's Park has said we are expanding to northern communities and rural communities for natural gas expansion.

I lift my message beyond today's news media and say that we have been here since 2014 when the Premier wrote her letter and Minister Chiarelli wrote his.

We made an application in 2015.  It is now being heard at a generic level in 2016.

I'm trying not to -- at least myself, pull in day-to-day articles.  I think there is changes in the air, but reducing our carbon footprint is the mandate.  Expanding natural gas to new communities is in line with that mandate.

MR. DUNCANSON:  Okay.  So just so that I make sure that I'm getting an answer to my question:  I asked whether you saw any inconsistency between those two policies.

MR. SIMPSON:  I don't see an inconsistency with the cap and trade program as it's been identified in draft legislation.  It would be inconsistent with the reference you've made in this article, but that is not draft legislation; that is news of the day.

MR. DUNCANSON:  Okay, and just one more question on this:  If you could turn up your 0179 application.  And I'm looking at the first page of that application in the hard copy.  It is PDF page 6, and if you look at the second paragraph on that page, starting at line 8, it states:
"The Ontario's government desire to expand natural gas distribution systems, which will increase natural gas use, is inconsistent with their recently announced intent to implement a cap and trade program whose objective is to significantly reduce the use of natural gas."

So I take it, Mr. Simpson, that is no longer Union Gas's view?

MR. SIMPSON:  I think the context of that point in the evidence was there was a lot of uncertainty about the then pending draft legislation of the provincial cap and trade program.

Since then we have learned a lot, and we have also, I think, had it reiterated by the province, their commitment to extend natural gas into rural and northern Ontario.

MR. DUNCANSON:  Okay, so just to be clear, this sentence that I just quoted, is that still Union Gas's view or not?

MR. SIMPSON:  No, we now most definitely believe that the benefits from extending natural gas are consistent with reducing greenhouse gas footprint, and we have alluded to that in an interrogatory response.

MR. DUNCANSON:  Okay.  Thank you.

Panel, I have just a few questions about the other ICF report on the record.  We've talked a lot about the PowerPoint report and interrogatories dealing with the climate-change issue.

What I'm referring to is the report prepared for the Canadian Gas Association that was filed as an attachment to the CCC interrogatories in the 0179 proceeding.  So this is at Exhibit B.CCC.5, attachment 1 of the 0179 interrogatory responses.  And I believe that starts at PDF page 179.

So panel, I'm not expecting any of you -- I know none of you prepared this report.  I'm not planning to go into any details of it, but it was relied on by Union Gas and also actually Enbridge in this proceeding, in terms of stage 3 benefits, because I believe this is the only document anywhere on the record that seeks to quantify those; is that right?

MR. OKRUCKY:  It is the only document that we've referenced, I would agree with that.

MR. DUNCANSON:  Okay.  So again, just a few questions about this.  First of all, to provide context, if you turn to page 18 of the report, this is PDF 196, and -- yes, that's right.

So here you're showing average annual -- or ICF is showing average annual fuel cost savings by province and by fuel type, and then if you go down to the next page, Exhibit 16, they call it, the table at the bottom of the page, this is really the quantification, and this is for all of Canada, but it is quantifying the total net customer savings, and ultimately the number they come up with is in excess of 1.4-billion; do you see that?

MR. OKRUCKY:  Yes, I see that.

MR. DUNCANSON:  Okay.  And just a couple things in this report that I just wanted to clarify.  The first is at page 11.  This is at PDF 189.

There is a graphic there that was provided by the Canadian Gas Association on different heating costs for different fuel types; do you see that?

MR. OKRUCKY:  Yes.

MR. DUNCANSON:  And one of the three aids to cross-examination I provided to you earlier this week is the current graphic on the CGA's website.  I'm not sure that we actually endorse this information, but I just wanted to make sure that the record was complete.

If you were to compare these two graphics, just very quickly, in the first one it shows total gas costs around $1,400.  I believe it's 1,419.  And total propane costs in excess of $4,100.  So a cost difference between the two of about $2,700.

You can accept those numbers, subject to check.  And then the revised graphic from the CGA's website shows that in that one-year time period between when the report was prepared and the current graphic gas costs have decreased by only about $200 to 1,237, propane costs have decreased by more than $1,000, to right around $3,000.

And so if you could just accept, subject to check, that the cost differential between propane and natural gas between these two graphics has decreased by roughly 30 percent; can you accept that?

MR. OKRUCKY:  I can accept that, but to provide a little more clarity, there was a response from CPA to Union that I want to go to that provides an Ontario context, as opposed to a national context, because these fuel prices are different in different areas.

MR. DUNCANSON:  I guess, Mr. Chair, just so that we're clear, I mean, I'm just trying to complete the record in terms of this report.  Like I said, we're not actually relying on this information.  I just want to make sure that it's clear.

MR. OKRUCKY:  I'm trying to provide some clarity to help the Board.

MR. DUNCANSON:  Already coming up against my time estimate, and I'm not close to finishing.

MR. QUESNELLE:  Okay.  I think you did open it up, Mr. Duncanson, and I think that if we're going to have the clarity, I think the Ontario context is the one that their application is based on.

MR. DUNCANSON:  Okay.  No, that's fine.

MR. QUESNELLE:  I understand.

MR. OKRUCKY:  It is Exhibit S2CPA.Union.6 for this proceeding.

MR. DUNCANSON:  Which response was that?

MR. OKRUCKY:  Exhibit S2.CPA.Union.6.

And if we could go to the chart at the bottom of that response, we'd asked CPA for a chart of propane delivered costs relative to natural gas be produced.  There we are.

Sorry, that's -- that's not the response.  There was a response with wholesale residential and auto, in S2.CPA.Union.6.  It is not the spreadsheet.  It is the actual...

MR. DUNCANSON:  I believe it is PDF page 11 of the interrogatory responses to Union from CPA.

MR. OKRUCKY:  There we have it.

Now, if we look at this chart, in CPA's response we can see that over the past six years, looking at the green line, which is residential propane, residential propane costs as a multiple of natural gas costs have been relatively stable for five of the last six years.

Yes, the multiple drop last year, but one year out of five does not make a trend.  One year out of six does not make a trend.

And according to this data, the residential propane prices, if I can read this correctly, for five of those last years, six years, have been six to eight times the cost of natural gas.

And, yes, they did drop to, it looks like about five times the cost of natural gas.  Five times the cost of natural gas. That provides a little more relevant Ontario context from CPA.

MR. DUNCANSON:  Thank you for that.  And again, I'd like to go back to the ICF report, which was the basis for my question.

I'm not asking -- just to be clear, I'm not asking right now about what the actual cost differences are.  I'm just asking about what the assumptions were that went into these stage 3 calculations.

And the ICF report, when they were calculating cost savings between the different fuels for the purposes of their report, they relied on a National Energy Board price forecast from 2013, correct?  I can take you to the reference, if you need me to.

MR. OKRUCKY:  I'll take that, subject to check. I believe you're right, but it would take too much time to confirm.

MR. DUNCANSON:  Okay, that's good.  So that was the second of the two -- or sorry, the second of the three aids to cross-examination I provided, which was just an excerpt from the 2013 National Energy Board report.

Mr. Chair, I believe I provided copies to you.  I'm not sure if you have them available.  I don't plan to get into these in any detail.  Again, the purpose is really just to make sure that we're clear in terms of the numbers from that ICF report.

Do you have that document, panel?

MR. OKRUCKY:  Yes, we do.

MR. DUNCANSON:  So it's a fairly lengthy report from the National Energy Board.

I just provided an excerpt from it, which is the summary of the crude oil outlook to 2035 and the natural gas outlook to 2035.

If you look at figure 3.1, this is for crude oil and it's for the low case, or the low price case, which is, I believe, what ICF used, it starts around $60 and goes up to around $80 by the end of the forecast period.  And in ICF's report, they say the average between that timeframe was $76.  Can you accept that, subject to check?

MR. OKRUCKY:  Yes.

MR. DUNCANSON:  Okay.  And very quickly, just turning to the third of the aids to cross that I provided to you, this is the current price outlook published by the National Energy Board.

This was just released a few months ago, this is the 2016 forecast and it provides numbers out to 2040.  Again, if you scroll down to page 3, you can see the crude oil outlook and, in relative terms, the low price case has dropped by about $10.  Do you see that?

MR. OKRUCKY:  Okay.

MR. DUNCANSON:  And in fairness, if we were to look at the figures 3.2 in both documents, natural gas prices have also come down from the 2013 as compared to the 2016 forecast; do you see that?

MR. OKRUCKY:  Yes.  So just to rephrase to make sure I'm understanding you, 2016 is lower than 2013?

MR. DUNCANSON:  Correct, for both.

MR. OKRUCKY:  Yes.

MR. DUNCANSON:  Mr. Chair, just quickly, can we have those marked?

MR. MILLAR:  Mr. Chair, those would be the -- let's start with the chart that was handed out earlier, the residential and space heating comparison.  That's K6.1.
EXHIBIT NO. K6.1:  RESIDENTIAL AND SPACE HEATING COMPARISON


MR. MILLAR:  The report of the NEB on Canada's energy future 2013, K6.2
EXHIBIT NO. K6.2:  NEB REPORT ENTITLED "CANADA'S ENERGY FUTURE, 2013"


MR. MILLAR:  And the report of the National Energy Board, Canada's energy future 2016, K6.3.
EXHIBIT NO. K6.3:  NEB REPORT ENTITLED "CANADA'S ENERGY FUTURE, 2016"


MR. QUESNELLE:  Thank you.

MR. DUNCANSON:  Thank you.  Now, in terms of estimating propane costs in the ICF report, and we can -- perhaps we should turn to this.

This is page 30 of the report, which is at PTF page 208.  This again is Union's responses to interrogatories in the 0179 proceeding.  There we are.  The third bullet on the screen is a summary of how propane prices were established, and the authors there discuss that historically propane has been indexed essentially to crude oil prices, and then there is some assumptions around what that index is, and it states that those ratios were used to calculate propane prices for the purposes of their study.  Do you see that?

MR. OKRUCKY:  Yes.

MR. DUNCANSON:  And I'm not asking you to necessarily agree with this, panel, but be aware that Mr. Goobie, when he was here last week presenting, he was explaining that changes in how natural gas is now produced and crude oil has resulted in more propane being produced through natural gas production as opposed to as a by-product of crude oil, as it was historically.  And so now we are starting to see natural gas prices -- or propane prices, I'm sorry, more directly correlated with natural gas prices.

And again, if you would like to comment on it, I can see you would.

MR. OKRUCKY:  No, no, I do recall the dialogue.

MR. DUNCANSON:  Okay, setting aside whether, in fact, that's right -- I mean, we're all gazing into the future and we don't know what that future is going to hold. But if he is right, you would agree that the numbers presented in the ICF report would look quite different?  I mean, the price differentiations would be considerably different.

MR. OKRUCKY:  I can't say considerably different, but I do agree they would be different.

MR. DUNCANSON:  They would be different.  Okay.  Just two other questions on the ICF report, and then I'm getting closer to being finished.

First of all -- and let me know thank you don't feel comfortable answering these questions on behalf of ICF, but my understanding of the ICF report when I read it was it discussed a variety of broader benefits to society associated with natural gas conversion, and they look at, you know, the economic spin-off benefits of constructing new pipelines, the jobs, all of the different economic benefits associated with that.

They did not, though, discuss societal costs, particularly to other industries like propane, if in fact natural gas was to expand into the community, and achieve the types of penetration rates that you're talking about.  And if there were considerable job losses and things like that, the ICF report does not seek to quantify those, correct?

MR. OKRUCKY:  I can't answer to the ICF report, I'm sorry.

MR. DUNCANSON:  No, fair enough.

And the answer may be the same on my last question for ICF, which is a that it did not consider whether -- if you were to pick a number, say, $100 million for a subsidy or $200 million, it didn't evaluate whether there may be more beneficial ways to spend that money to achieve the same result.

In other words, if the goal is to lower energy costs for consumers in rural communities and reduce greenhouse gas emissions, ICF didn't seek to quantify whether there may be a better way to do that than natural gas expansion.

MR. OKRUCKY:  That's correct, I would agree with that.

MR. DUNCANSON:  Just a few more questions for you, panel.

I'd like to turn up -- I'm back to the interrogatory responses in the 0179 proceeding, and specifically your response to SEC 5.

And there is a number of internal presentation here, and I took it -- I assumed that they were internal presentations within Union Gas.  There's a number of presentations here, but they all are on the theme of community expansion projects, and looking at the different options the company was considering, is that right?

MR. OKRUCKY:  That's correct.

MR. DUNCANSON:  Okay, and the presentation that's on the screen here was a presentation given by the community expansion steering committee on June 22, 2015th; is that right?

MR. OKRUCKY:  That's the first document in the attachment, yes.

MR. DUNCANSON:  Yes.  Were any of you gentlemen part of this presentation, or are you familiar with the presentation?

MR. OKRUCKY:  Yes.

MR. DUNCANSON:  Okay.  If we go to slide 3 in the presentation, a slide entitled "Recommendations" and the heading "Minimum project PI", I understand at this time Union Gas was considering a request to the OEB to reduce the project PI threshold under EBO 188 from .8 to .6.  And the bullets here say you could go even farther to 0.5 rather than 0.6, but that would face increased risk of opposition and timelines.  The preference was to leave the threshold at .6 and not reduce beyond .5; is that right?

MR. OKRUCKY:  That's correct, that was the recommendation at the time, but the recommendation was not accepted, and through further dialogue we adjusted our proposal.

MR. DUNCANSON:  Okay, well, you could -- you could see where I was going with this.  But just so that I understand it, so if we go down to slide 12, this is some of the information that I understood you relied on to make the recommendation or whoever was making this recommendation to not drop the PI threshold below .6, and this slide talks about a threshold of .5 and the pros and cons of that.

And on the con side you say that there is moderate risk of proposal being rejected, possible psychological barrier, existing ratepayers having to pay for half of expansion through rate increases; right?

MR. OKRUCKY:  Correct.

MR. DUNCANSON:  Okay.  And then the next slide is essentially the same information for a PI threshold of .4, and for that you say there would be a heightened risk of those things and existing ratepayers would have to pay for more than half of the expansion through rate increases; right?

MR. OKRUCKY:  Correct, that's what it says, yes.

MR. DUNCANSON:  Okay.  And I took it from this presentation that whoever was making the recommendation -- I understand it wasn't ultimately accepted, but the view was that .6 was the reasonable PI threshold.

MR. OKRUCKY:  Up to that point our proposal, as we were developing it, was for a minimum PI of .6, yes.

MR. DUNCANSON:  Right, and that was considered the reasonable threshold, at least at that time.

MR. OKRUCKY:  At that time, yes.

MR. DUNCANSON:  Okay, and then if we fast-forward a month -- this is PDF page 583 -- this is a presentation called "OEB filing status update", and the date on that is July 17, 2015, and we see here, if we go to slide 3 -- I'm sorry, the number on the slide is number 4 -- it's PDF page 586 -- that's the one there -- "key elements of proposal".  This is essentially what Union went to the Board with ultimately, which included reducing the PI threshold from .8 to .4; correct?

MR. OKRUCKY:  That's correct.

MR. DUNCANSON:  Okay, and can you just explain to me -- I mean, the recommendation from this internal steering committee was that .6 was the reasonable threshold and you should not go beyond .6.

Why was it that -- I don't know who made the decision here -- but why was the decision made that the threshold should be dropped to .4?

MR. OKRUCKY:  We were trying to strike a balance between the number of customers that could be provided access and the rate impacts, among a number of other factors, and so the recommendation -- the earlier recommendation to limit the reduction in project PIs to .6 was a recommendation made to the steering committee.  Through dialogue with the steering committee the outcome of that dialogue was, we thought we should be trying to get to more customers and that the rate impacts were still reasonable if we reduced that threshold to .4, so that's why we changed our approach.

MR. DUNCANSON:  Okay.  I just have one final question for you, panel, and I'm actually going back to the Southern Bruce evidence here.  And the same document we were looking at before.  This is that internal presentation or internal report that Union prepared for the Kincardine group.  I'm looking at page 20 of that document, which is PDF page 71.  I'm actually just right at the top of the page.

I understood from this it says that a profitability index of 1.0 was assigned to the project.  That was the basis for the contribution in aid of construction that was ultimately requested of the municipality in this report; is that right?

MR. OKRUCKY:  That's correct.

MR. DUNCANSON:  Did Union Gas ever present similar information to Kincardine using a PI threshold of .8?

MR. OKRUCKY:  No, we did not, because if we had dropped the threshold to .8, our other threshold requirements for the investment portfolio would not have been met, and typically in this process we would go to that stage a little later on when we've refined costs a little more.

MR. DUNCANSON:  Okay.  And I take it from that that you also did not put to them any other PI number other than 1.0 that would not bring your portfolio PI below 1; right?  If it was .9, for example, if that was acceptable with your portfolio, you didn't put those types of numbers to them either; right?

MR. OKRUCKY:  That's correct.

MR. DUNCANSON:  Okay.  Thank you, Mr. Chair.  I apologize for going a little long.  I'm only half of the equation.

MR. QUESNELLE:  Thank you, Mr. Duncanson.

I think at this point in time we'll be taking our break, Mr. Rubenstein, but before we do, I think we have to have a realistic time check here as to what we hope to accomplish today and what our options are.

We still have yourself, Mr. Rubenstein, Mr. Vellone, Mr. Janigan, Mr. Brett and Mr. Richmond to have questions for this panel.

And just for the time checks, Mr. Rubenstein, what's your estimate, having heard all your colleagues?  A suggestion there?

MR. RUBENSTEIN:  Always a risky -- I think I originally had 75 minutes at the beginning-beginning, and I'm at -- at the break I was about 45 minutes.  Hopefully it will be less with the cooperation of the witnesses.

MR. QUESNELLE:  Okay.  Mr. Vellone?

MR. VELLONE:  Around 15 minutes.

MR. QUESNELLE:  Okay.  Mr. Janigan?

MR. JANIGAN:  Twenty minutes.

MR. QUESNELLE:  Okay.  Mr. Brett?

MR. BRETT:  My original was an hour, but Mr. Aiken very well...

MR. QUESNELLE:  We are going to need your microphone, Mr. Brett.

MR. BRETT:  The original estimate, as you know, was one hour.  Mr. Aiken very ably used a number of my IRs better than I could, actually, to ask questions, so I can cut that back to around 40 minutes, and I'll try and do better, but 40 minutes, I think, would be --


MR. QUESNELLE:  Okay.  We hope you'll be able to do better.  And Mr. Richmond?

MR. RICHMOND:  Five minutes.

MR. QUESNELLE:  Thank you.  Okay, we have EPCOR remaining afterwards.  And I think we're still at a few hours in total for EPCOR, so from what I just heard we are going to be extremely late tonight or attempt to do some things tomorrow afternoon, and so as far as availability, Mr. Kaiser, any issues of availability for your witnesses for tomorrow afternoon?

MR. KAISER:  I'll have to check, sir.

MR. QUESNELLE:  Okay.  And that's why I wanted to do this before the lunch break, if there's anything.

Anyone who was hoping to cross-examine EPCOR, any issues with availability for tomorrow afternoon?  I've got more people on the list here than are present here, so I'll have to check with you, Mr. Viraney, and check if we can get in touch with them.

MR. JANIGAN:  Mr. Chair, there was a couple of e-mails that seem to have come in this morning.  I was looking at the e-mail of a couple of intervenors that could not make tomorrow and wanted to do EPCOR today.  I think it was Mr. Elson and somebody else.  I can't remember.

MR. QUESNELLE:  Yeah, it's -- okay.  All right.  Well, we have some things to work out over the break then, and I'll have a chat with Mr. Viraney as to contacting some of these individuals that aren't in, and perhaps it's the ones that you've seen communication from, Mr. Janigan.

Mr. Kaiser, again, we'll speak again after the break, but I know that quite a few of the intervenors are tied up in the morning, but if we were to sit tomorrow we'd probably start at noon and do whatever we have to do.  But if we have to have EPCOR up this afternoon, is that an issue, Mr. Kaiser, for those who can't make it tomorrow?

MR. KAISER:  No, we'll be available this afternoon.

MR. QUESNELLE:  Okay.  All right.  So let's work this out after lunch.  We'll return at -- let's return at 1:45.
--- Luncheon recess at 12:51 p.m.
--- On resuming at 1:47 p.m.

Procedural Matters:


MR. QUESNELLE:  Here's our plan of attack to get as much done as we can today and tomorrow, with the right people, in the right room, at the right time.  It's a bit of a Rubik's cube here.

We'll carry on with the Union panel up until the break.  Mr. Kaiser, if we could have your witness panel on after the break, we have a couple of people that cannot be back tomorrow and we'll let them cross first.

And then we will resume tomorrow at noon with your witness panel, and have Union come back on, and we'll finish off -- not tomorrow, today, after we've heard from a couple of cross-examinations from -- I think it's Environmental Defence and Parkland have restrictions tomorrow, and then we'll have Union back on with the intent to finish Union today.  Okay.

All right.  And everybody's cooperation would be much appreciated in keeping things tight.

Mr. Rubenstein, please.
Cross-Examination by Mr. Rubenstein:

MR. RUBENSTEIN:  Thank you very much.  I have a compendium of documents that I circulated. if we could have that marked.

MR. MILLAR:  K6.4.
EXHIBIT NO. K6.4:  CROSS-EXAMINATION COMPENDIUM OF SEC FOR UNION GAS PANEL 1

MR. RUBENSTEIN:  Before I get into that, I just wanted to ask some follow-up questions from some of the things we heard today.

The first was there was a lot discussion about the Wingham decision -- I think I got that pronunciation right.

I would wondered -- you quoted it in your materials as I understand it, and I was wondering if you could file a copy of that decision?

MR. OKRUCKY:  Yes, we can do that.

MR. MILLAR:  J6.6.
UNDERTAKING NO.  J6.6:  TO FILE A COPY OF THE WINGHAM DECISION.

MR. RUBENSTEIN:  And the second housekeeping issue is Mr. Simpson, you've mentioned a May 2nd press release.  I'm not sure whose – I forget in response to whose questions, but you mentioned a May 2nd press release from, I believe, the Minister of Energy.  I don't believe that is on the record.  Could you file a copy of that document?

MR. SIMPSON:  I will.

MR. MILLAR:  J 6.

MR. QUESNELLE:  Mr. Millar, I don't think we picked that up, I'm sorry.

MR. MILLAR:  Yes, I'm sorry, 6.7.
UNDERTAKING NO. 6.7:  TO FILE A COPY OF THE PRESS RELEASE FROM THE MINISTER OF ENERGY FROM MAY 3


MR. RUBENSTEIN:  I want to start with what you're asking the Board to approve in this framework.

And I understand, obviously, that you want the Board to approve elements of your framework -- the proposal that you put forward, but I want to understand.

Are you seeking the Board to approve your framework just for you, so the elements of the 0.4 PI and the IT and the TES just for Union and Enbridge -- the Board can approve something else for Enbridge?  Or are you seeking the Board to approve your proposal for the entire province?

MR. SIMPSON:  Perhaps I'll try to clarify.  I think the fact that this was lifted up generic level, we're actually seeking a generic decision and I – in my words, that would be a framework.

I hope that what we've provided provides good input into what that might look like.  We've included, I think, what I'll call the foundational elements of the framework, the PI, profitability index, TES, the ITE, the fact that there's a deferral account and it's a capital pass through, and there is within the utility cross subsidization.

For me, that's a foundation of a framework, subject to however the Board decides to rule upon that.

I would say the one other thing to finish it is -- I think we also need some process clarity regarding the RFP process that's been discussed in some fashion here.  I think all parties are interested in that.

Certainly the Board has jurisdiction to decide and approve a franchise agreement, a leave to construct, the certificate of public convenient and necessity, and cost and rates.  We think that is paramount, and that having the Board involved early and transparently will make for a better process in the end.

MR. RUBENSTEIN:  Going back to be my question, maybe I didn't phrase it properly:  Are you seeking the Board to set as the framework the proposals you've made with respect to a minimum PI, the TES, the ITE for everybody, or just for Union and Enbridge.  Or the Board can approve or not approve or modify Enbridge's proposal and so on?

MR. SIMPSON:  I was trying to offer that the framework we've laid out is the one we are seeking approval for.  In terms of a framework that applies more broadly, I suspect that within it, there is some discretion that could be applied.

MR. RUBENSTEIN:  Let me ask this question: What would you rather happen?  The Board approves Enbridge's proposal for both utilities, their methodology of how to this for both utilities, so there is only one SES, there is only one set of room about minimum PIs, or your proposal for you and Enbridge's approval for them.

MR. OKRUCKY:  Yeah, I think the preference would be our proposal for us.  There are differences in geography and so on in the make up of the communities that different utilities are trying to get to, so having differences from one utility to another would not be inappropriate.

MR. RUBENSTEIN:  And what would happen -- we have an Enbridge proposal, we have a Union proposal.  What would happen if five years -- the intent here is to set a framework that I assume lasts a while.

So what happens if a number of years down the road, EPCOR's in Kincardine and they want to expand?  What proposal would apply to them?  Or if NRG decides they want to expand to one of these rural communities, what should apply to those utilities?

[Witness panel confers]

MR. OKRUCKY:  We haven't really given a lot of thought to other utilities, to be honest.  So I would expect that those utilities would approach the Board with whatever their proposals are, and let the Board make a decision.

One of the reasons that we're not trying to lock on one framework that's common to all -- or all the details of a framework that are common to every utility is that Enbridge's proposal is not workable for us, because we don't have those anchor communities, I guess, if you want to put it that way, that can support a whole bunch of other communities.

So that's why we think some differences are appropriate in terms of the details, which might go to the PI threshold or the TES value, maybe it's 23 cents for one utility and 25 for another.  We don't think that would be inappropriate.

MR. RUBENSTEIN:  All right.  Let me ask you about the specifics of your proposal, and you do a good -- it's set out very nicely on page 4 and 5 of our compendium.  This is a response to a VECC interrogatory which asked you to compare the proposals and sets out the details.

MR. QUESNELLE:  I don't know that we've marked this yet, Mr. Millar.  Have we?

MR. RUBENSTEIN:  It's K6.4.

MR. QUESNELLE:  We did mark it.  Thank you, I missed that.

MR. RUBENSTEIN:  As I understand from the discussions you had earlier on today, the 0.4 PI, there is no magic number to that.  It is essentially you're trying to balance how to get a number of communities on to the list without an undue, in your view, burden on existing ratepayers?

MR. OKRUCKY:  That's correct.

MR. RUBENSTEIN:  And the 0.23 metres cubed -- sorry, the 0.23 cents per metre cubed for the TES, that's based on the payback period; am I correct?

MR. OKRUCKY:  It's 23 cents per cubic metre.

MR. RUBENSTEIN:  23 cents.

MR. OKRUCKY:  And it is based on that payback period for those customers that would be converting, yes.

MR. RUBENSTEIN:  With respect to the TES, I know there was some discussion with Mr. Kaiser.  But I was not sure why you didn't propose a TES similar to Enbridge, where it is lesser of 40 years or when the project meets a PI of less than 1.0?

MR. OKRUCKY:  I think the perspective on the length of time or the term that the TES applies is related to the impact on the community and customers.

If you have a 40-year TES, those customers are never going to be on -- for 40 years, they will not be on the same playing field as customers in a neighbouring community.

So we would like to get back to postage stamp rates within a foreseeable or reasonable time period for those customers, and that's why we suggested a 10-year limit in the TES.

MR. RUBENSTEIN:  Am I correct with respect to the ten years that you've proposed, the clock starts in a given community that will -- that its customers will be subject to the TES the minute the project first goes in-service?

MR. OKRUCKY:  That's correct.

MR. RUBENSTEIN:  So if a customer signs up in year five, it would only have to pay for five years?

MR. OKRUCKY:  That's correct, yes.

MR. RUBENSTEIN:  Can you help me understand why that's appropriate and not just ten years for everybody who signs up within a given amount of time?

MR. HOCKIN:  We did do some analysis on it, and the difference on a PI basis is immaterial.  It becomes .01 or .02.

So a point -- as an artificial example, a .44 project would be .45 or .56.  It is immaterial.

MR. RUBENSTEIN:  And that's because most people sign up at the front end?

MR. HOCKIN:  Yes, if you were to take a look at kind of the attachment forecast and you were to add up on a cumulative basis, you have most of the customers -- or the bigger group of customers latching on in years one, two, and three, and then in our forecast it falls off after that, so if you extended the term to be a rolling term, the biggest bulk of customers have already paid for eight, nine, and ten years.

MR. RUBENSTEIN:  And my understanding is -- and this is on page 4 of the compendium, first page of the attachment -- for the average residential rate impact, it is $2 a month, and I think -- so to be -- I want to understand that, because I -- there was a little confusion, I think, earlier on today.

Do I take that to mean that at any given point in time the average residential rate impact for a customer will -- so the portion of their bill in any given month only -- no more than $2 will represent, essentially, the subsidy they will be paying for the attachment of under-served in these new rural communities?

MR. OKRUCKY:  No, that's not quite the case.  The $24 --


MR. QUESNELLE:  Microphone, sir, please.

MR. OKRUCKY:  Sorry.  No, that's not the case.  The $24 a year, the equivalent of an average of $2 a month, the $24 a year is the actual ceiling that we're proposing.

MR. RUBENSTEIN:  So any given year, an average residential consumer will not -- only $24 per month of their total annual bill will represent the subsidy that they will be paying for new community expansions.

MR. OKRUCKY:  That's correct, yes.

MR. RUBENSTEIN:  And are you seeking that to be a ceiling or a guideline?

MR. OKRUCKY:  We're seeking that to be the ceiling.

MR. RUBENSTEIN:  So if the Board said in the framework, you know, $2.01 -- $24.01, no go.  You can't do that.

MR. OKRUCKY:  Yes.  I mean, if the Board said $24.01, then, yes, we could not go forward without coming back to the Board and asking for modifications, but we have no intent to do that.

The actual rate impact that we see for the 29 projects, I'll go back to the $2.91 a year.  So it is substantially less than that.

MR. RUBENSTEIN:  And my understanding is the difference between the 24 cents and the $2 per month or the -- sorry, 2.91 a year to the 24 will be if there is other government grants that pushes up a whole set of another projects to the 0.4 PI.

MR. OKRUCKY:  That's correct.

MR. RUBENSTEIN:  And $24 a year, could you just in a ballpark, what percentage of the total bill would that be for a residential customer?

MR. HOCKIN:  Round figures, 7 percent or less. Sorry, that's of the Union Gas delivery charge, so for the record, $350 is the Union collection, if you will.  The rest of the bill is gas, is molecules.

MR. RUBENSTEIN:  Do you have a rough estimate of the total bill that would be?

MR. OKRUCKY:  Yes, there were rate impact schedules filed with this.  15.Union.IGUA.6.

MR. RUBENSTEIN:  I know there are rate schedules with --


MR. OKRUCKY:  Yes.

MR. RUBENSTEIN:  -- that come up with the 2.91, but I'm just saying if the maximum...

MR. OKRUCKY:  Oh, sorry, you're saying maximum on a monthly basis?

MR. RUBENSTEIN:  Well, the $24 a year.

MR. OKRUCKY:  The $24 a year.  Okay.  No, I don't have the number for the $24 a year.  I would have to calculate that.

MR. RUBENSTEIN:  Can you ballpark it?  I'm not looking for a specific number.  What are we talking about roughly here?

MR. KITCHEN:  Rough math, it would be around 4 percent.

MR. RUBENSTEIN:  Now, in response to Undertaking J5.6.  This was not -- sorry, you took Undertaking J5.6 yesterday with Mr. Elson.  He was trying to understand essentially what could be the total maximum subsidy in dollars that ratepayers can pay, and Mr. Kitchen, I believe you essentially took the $2 a month, you multiplied it by the 1.6 million customers, and essentially you came to a rough number, and there was an undertaking to, I guess,  clarify --


MR. KITCHEN:  Get something more exact, yes.

MR. RUBENSTEIN:  But am I correct, though, that while residential customers will pay $24 a year, other customers will pay more?

[Witness panel confers]

MR. KITCHEN:  Yes.

MR. RUBENSTEIN:  So I was wondering if you could provide an undertaking to provide us if we get to the $24 a year for residential customers -- I want to understand what is the total amount of money that Union will have from all sets of customers that to put towards -- that is being subsidized towards community expansion.


MR. KITCHEN:  Yes, we'll do that.

MR. MILLAR:  J6.8.
UNDERTAKING NO. J6.8:  TO PROVIDE IF WE GET TO THE $24 A YEAR FOR RESIDENTIAL CUSTOMERS, THE TOTAL AMOUNT OF MONEY THAT UNION WILL HAVE FROM ALL SETS OF CUSTOMERS THAT IS BEING SUBSIDIZED TOWARDS COMMUNITY EXPANSION.

MR. RUBENSTEIN:  I want to ask about the incremental tax equivalent, the ITE, and I specifically want to understand how it works in multi-tier municipalities, and my understanding -- your proposal is that the incremental municipal taxes that you will pay to a community, you will -- let -- well, let's use Kincardine as an example.

You have an agreement with Kincardine to pay the IT.  Would you just be paying the amount that would be the portion of taxes that would have been -- would you be getting back the portion of taxes from Kincardine or would it be also the County of Bruce, the upper tier?

MR. OKRUCKY:  It would be -- the full tax bill that we paid for that period of time, we would expect to receive back from the municipality.  To the extent that they have forwarded a portion of that payment to other tiers, it would be up to them to try and work out something with those other tiers if they could, but if we paid $500 in property taxes, we would then turn around and invoice for $500 for the ITE.

MR. RUBENSTEIN:  All right.  So you wouldn't actually need a separate agreement with the lower- and the upper-tier municipality?

MR. OKRUCKY:  No.

MR. RUBENSTEIN:  All right, and just, it wasn't clear to me, is what you are being rebated back essentially through the ITE, the incremental property taxes of pipes in the ground only, or would it include, say you opened a new service centre to service these new communities and you had paid a property tax; would you get that amount back too?

MR. OKRUCKY:  We've only structured around the pipe in the ground.  We have not tried to structure it around new office buildings or anything like that.

MR. RUBENSTEIN:  All right.  And with respect to the rolling portfolio that currently exists under the EB 188, do I understand your plan is to remove the community expansion projects from that rolling portfolio?

MR. OKRUCKY:  That's correct.

MR. RUBENSTEIN:  And are you removing all projects that have a -- or all community expansion projects that have a PI less than 1 or less than 0.8?

MR. OKRUCKY:  Our proposal is that any community expansion project with a PI of less than 0.8 would be accepted.

MR. RUBENSTEIN:  And just a quick question with respect to the small mains extension program; do I understand that the difference with that program compared to community expansion projects is -- it's for projects that do not meet the 50 residences or 50 connections, in that there will be -- but the only difference is there will be no Y factor treatment and it will remain part of the rolling portfolio?


MR. OKRUCKY:  That's correct.


MR. RUBENSTEIN:  Would there also be an ITE with respect to the small main extension?


MR. OKRUCKY:  No, because with a small main extension projects, they still need to reach a PI of 1.0.


MR. RUBENSTEIN:  If can take you to page number 8 of our compendium, we essentially asked you in this interrogatory -- or I think we asked you this in this interrogatory, let me phrase it that way, to understand how many project more projects, how many more customers, and what would be the additional capital cost if the Board applied the Enbridge methodology to Union.


In the first paragraph, you say:

"If Union applied a maximum 40 year temporary expansion surcharge to the projects in order to achieve a minimum PI of 0.5, approximately five additional projects would become feasible that would result in an incremental 1,100 forecast customers and add 31 million to the incremental capital cost for those projects."

I want to ask you to clarify the PI of 0.5.  Is that each individual project would have a 0.5, or is it is it -- my understanding of the Enbridge proposal is that the aggregate projects need to have a minimum PI of 0.5.


MR. HOCKIN:  For this, we calculated as if the individual projects were 0.5 only, because we didn't have a -- we didn't do it as a portfolio for the data we provided.


MR. RUBENSTEIN:  Are you able to do that for a portfolio?


MR. HOCKIN:  We could certainly try to do some calculations.


MR. MILLAR:  J6.9.

UNDERTAKING NO.  J6.9:  TO PROVIDE SOME COMMENTARY ON THE UNDERTAKING RESPONSE AS TO WHETHER OR NOT UNION CAN DO A PORTFOLIO PER SE AS ENBRIDGE HAS DONE


[Witness panel confers]

MR. RUBENSTEIN:  Now you had discussions with --


MR. SMITH:  Sorry, sorry, I think the witnesses are talking about what they can actually do.


MR. HOCKIN:  We have some concerns in some of the mathematics of trying to do that.  We will try to provide some commentary in the undertaking response as to whether or not we can do a portfolio per se as Enbridge has done. So Enbridge has a couple of large big anchors, if we can call it that, and then the other projects within that -- help carry that.


Union doesn't have that in our project list, and so we looked at it simply as individually at 0.5 as the threshold.


MR. QUESNELLE:  The commentary you'd add to that, just keeping in mind your earlier comments about the distinguishing features, it would be helpful to build those in.


I take it that's what you'll be doing, but if you want to elaborate on that point as to why you feel that the distinguishing features drive separate treatments, that would be helpful.


MR. OKRUCKY:  We'll do that.


MR. RUBENSTEIN:  You had a discussion with Mr. Millar and Mr. Kaiser about the problem that we're trying to overcome.


Why haven't -- if there are all these gas savings that the customers are getting, why haven't we seen this expansion?  One of the major things that I understood from your discussion was simply the upfront -- while there may be an overall savings of -- energy savings over a long period of time, customers require a shorter pay back period to make the up-front investments; did I understand that correctly?


MR. OKRUCKY:  Yes.


MR. RUBENSTEIN:  And I want to understand, did you look at, when you were designing your proposal, was there ways to deal with the simply the up-front costs, maybe providing some form of an incentive to convert, essentially paying a customer an amount of money upfront or when they first connect?


MR. OKRUCKY:  We did not explore in detail other scenarios.


I mean, there were a number of things that we thought about in the early days, but we didn't go into any detail, you know, of analysis of what other scenarios might look like.


MR. RUBENSTEIN:  Can you help me explain that Because, at least in the DSM world, sometimes incentives are provided for customers to convert to different technologies, and the idea is that even though there is similarly will be a lifetime savings, the payback period which businesses or industry, they need to -- they need to see a short pay back period.


MR. OKRUCKY:  Yes, I would agree.


You would need that large pot of money up front in order to be able to do that, to incent people, so that was one of the challenges.


MR. RUBENSTEIN:  And you didn't look at -- you didn't do much investigation on this?


MR. OKRUCKY:  Not in-depth, not at all.


MR. RUBENSTEIN:  Are there any material economies of scale in doing many projects?


By that I mean, when I'm talking about economies of scale, if you are doing two communities that are closer together and may require some sort of common line being built off an existing line, that would he potentially have lower costs for each customer for those two communities.  Is there any of that within the projects that you are proposing to do?


MR. OKRUCKY:  There are a economies that are available, and in fact, the list – in the appendix D list that we've gone back to many, many times, you will see there are clusters of communities on that list on a project basis.  That's one of the reasons for that.


There are economies that are available through what I'll call mobilization dots and regulatory application Costs, and so on.  So we would try and do that to the extent that we could.


MR. RUBENSTEIN:  But I'm interested in the first category of economies.


You've already built that in.  So where we see groups of projects where you've grouped them into one community expansion project, it's to deal with those economies?


MR. OKRUCKY:  Yes.


MR. RUBENSTEIN:  So there outside of maybe regulatory or administrative costs, there is no material economies, of say, doing two of the projects listed on the list together.


MR. OKRUCKY:  Yeah, I would agree that there is no material impacts.


If I'm doing one project in northwestern Ontario and in -- and one in eastern, or have a choice of doing two projects in the same area in northwestern Ontario, there maybe some economies available to that.


MR. RUBENSTEIN:  Earlier on today, there was a discussion about penetration rates, conversion rates, different language was used.


And I understood from some of the questions from Mr. Duncanson today that besides the projects that you sought leave in the 0179 proceeding, you assumed the difference between forecast and, let's say, the potential customers, the penetration rate would be 45 percent?


MR. OKRUCKY:  We resumed a penetration rate of 45 percent.  In other words, 45 percent of the potential customers would be embedded in our forecast and they would attach.


MR. RUBENSTEIN:  I thought I heard yesterday a number of 50 percent.


MR. OKRUCKY:  I don't recall the specific reference, but there is a difference.  These projects that we have not quantified, we've used a 45 percent attachment rate.


The first few projects on the list we have quantified and we have done surveys, and they have a little higher attachment rate or a little higher forecast penetration rate, as a result of our interpretation of the survey results, if that helps.


MR. RUBENSTEIN:  And my understanding is that's a penetration rate within the first ten years, roughly.


MR. OKRUCKY:  That's correct.


MR. RUBENSTEIN:  And over the 40 years life of the -- which we calculate, the PI -- there will be -- it will be higher than 50.  As people change out their furnaces, they're more likely to switch to natural gas; am I correct?  And that's the 90 percent I think there was some discussion about, the end of the 40 years.


MR. HOCKIN:  It is anticipated that over time, a new area will look much like the existing areas that already have gas.


For the project list that we've talked about on appendix D, the customer attachment and revenue is only 45 percent.  It stops adding as of year 10, after about 45 percent.  For the purposes of other things that we have provided, stage 2 calculations, we've shown the implications of additional savings that would accrue from years 11 through 25, but we have not included those as a cash-flow for the stage 1 analysis.

MR. RUBENSTEIN:  With respect to stage 2, what you have included or not have included -- and I think Mr. Duncanson was trying to get to that -- with respect to the energy savings, you've essentially taken a snapshot in time, and you're projecting that those energy savings per customer will be the same energy savings in 40 years from now.  You haven't tried to forecast the costs of natural gas and propane over 40 years.

MR. HOCKIN:  That's correct, the price differentials of the starting point are used throughout the calculation.

MR. RUBENSTEIN:  And there is discussion about cap and trade and the price of carbon.  Am I correct you haven't forecasted the price of carbon in year 35?

MR. HOCKIN:  We did not include that in the stage 2 adjustments, no.

MR. RUBENSTEIN:  But you would agree with me that it is likely to be higher in year 35 than it is going to be at the beginning.

MR. HOCKIN:  That's what I hear.

MR. RUBENSTEIN:  And with respect to how you have traditionally done stage 2 analysis under EBO 134, when you are looking at gas price -- natural gas differentials, have you done -- have you also essentially done a snapshot, two basins or two different supply sources in year 1, and you forecasted over the 40 years, or did you try to forecast natural gas prices over a 40-year period?

MR. HOCKIN:  The short answer is I believe they have always used today's prices.

The other context of it is, haven't been done in a formal manner here for quite a number off years, and so I'm kind of reflecting back on what I believed to have happened.

MR. RUBENSTEIN:  All right.  Thank you very much.

If I can ask you to turn to page number 19 of the compendium.  This was a question about Board Staff asking you -- or among many things -- to try to get an understanding of the Red Lake project, or forecast penetration rates and what actually happened.

And in part (c) you were asked:

"Did Union conduct a similar survey for the Red Lake project?  If yes, please provide the forecast attachments, the basis for the forecast, and the actual attachments to date."

And you provide:

"Yes, Union did conduct a similar survey for the Red Lake project.  In EBO-2011-004 proceeding Union identified 1,265 private dwellings in the municipality of Red Lake.  Please see attachment 1 for the attachment forecast for the actuals to date."

And if we flip the page, I'm having a trouble -- and if we go to the sort of -- if we go to the full right-hand side, where we're talking about actual attachments, and it has the total from 2012 to 2021, I'm having a hard time reconciling under the original forecast the number you have provided, 1,265 private dwellings, in your response, with any of the numbers.

Can you help me there?

MR. OKRUCKY:  I'm sorry, can you just help me with where you're pulling your individual numbers from?

MR. RUBENSTEIN:  So I'm looking under the -- if we go to the far right-hand column, where it says "2012 to 2021 total".

MR. OKRUCKY:  Correct.  Okay.

MR. RUBENSTEIN:  And there's two -- there is original forecast --


MR. OKRUCKY:  Yeah.

MR. RUBENSTEIN:  -- and actual attachments, essentially, to date -- or end of 2015?

MR. OKRUCKY:  Correct.

MR. RUBENSTEIN:  And I'm just trying to reconcile what your response at part (c) on the previous page that when you did a survey in -- or, sorry, in the proceeding you had  forecasted 1,265 private dwellings.  Would the numbers under your original forecast -- I see either 1,427 total dwellings or 1,071 for converted residents and 191 for commercial, even if you add those together.  I'm just -- can you just reconcile those two numbers?  You can do it by way of undertaking if you'd like.  This is...

MR. OKRUCKY:  Yes, we can do that.

MR. MILLAR:  J6.10.
UNDERTAKING NO. J6.10:  TO RECONCILE THE TWO NUMBERS INDICATED.

MR. RUBENSTEIN:  Let me ask you -- I just want to -- there was a lot of discussion yesterday and today about contract customers and where they fit in.

My understanding of how this works for contract customers who are not part of the analysis used to set up -- you've built a community and a contract customer decides it wants to connect.  It will pay -- you will determine if there is an aid to construct based on what are the incremental costs to serve that customer, so if there's any changes that needed to be -- the community, but the PI they need to reach would be the same PI as the community; do I understand that correctly?

MR. OKRUCKY:  Yeah.  That's correct, provided they make the commitment within that two-year period.

MR. RUBENSTEIN:  But they are not required to pay a temporary -- or a --


MR. OKRUCKY:  No.

MR. RUBENSTEIN:  -- a temporary charge?

MR. OKRUCKY:  No, they would not be required to pay the temporary expansion surcharge.

MR. RUBENSTEIN:  Why not?

MR. OKRUCKY:  Probably the most prevalent reason was in dialogue we had with contract customers.  If we had tried to apply a temporary expansion charge of 23 cents per cubic metre, it wouldn't be competitive for them.  They would have no interest whatsoever in converting, so we came to a realization that we would have to come up with a TES rate in that situation for every different rate class and for the number of contract customers that we believed are likely to join these projects or attach to these projects.

We didn't think it was really worth the amount of effort you would require to establish all those different TES rates.

MR. RUBENSTEIN:  All right.  Thank you very much.

Now, my understanding -- so my questioning with Enbridge, I had asked them about what customers that they have forecast -- what are in their forecasts, what type of customers, and outside of the Bobcaygeon project, which was the most far-advanced, they only included residential customers.  They expected some commercial/industrial customers will be there, but they didn't forecast it.

In your customer forecast for all the projects in the 29 and going down that list, does that include just residential, or you also included a forecast of commercial customers?

MR. OKRUCKY:  Yes, it also includes commercial customers based on the overall percentage of commercial customers in the rest of the franchise in absence of having any better information.

MR. RUBENSTEIN:  All right.  Thank you very much.

I want to take you back to the conversation you had with Mr. Mondrow on Tuesday.  And he took you to -- he took you to a document that was, my understanding, the Union -- it was a Union document, part of the consultation with respect to the last LTEP; do you recall that, the conversation you had when he brought you to that document?

MR. OKRUCKY:  Yes.

MR. RUBENSTEIN:  And I have it if we turn to page 22, where I've excerpted a part of it.  If we read to where it says "provide direction to the OEB", I just want to take you back to that.

The last sentence of that says:
"Any cross-subsidization model should keep impacts on existing customers minimal (approximately 1 percent or 3.50/year for residential customers)."

My understanding from the discussion we have had that the $2 maximum will be 4 percent for -- well, $24 is lot more than 3.50 a year, and 4 percent is a lot more than 1 percent.

Can I ask you, what happened?  What's the change?  Where you thought those amounts were appropriate, at least when you made these submissions.

MR. OKRUCKY:  When we made -- when this document was published was very early on, and as you heard earlier today we had a fair bit of dialogue with our steering committee about what level of PI at a minimum project PI level was appropriate and how many customers could we attach, and when we reduced that project PI, then the required degree of cross-subsidization was going to be higher.

MR. RUBENSTEIN:  I understand that, and I understand why you changed the PI or it was your view you needed to change the PI to bring the sufficient number of projects, but this is talking about your view, Union's view, of what an appropriate ratepayer impact is.  That doesn't change, so help me understand why it would -- you know, you felt at that time 1 percent was appropriate for your customers, that was appropriate rate impact.  It shouldn't be more than that, but now it's 4 percent.

MR. OKRUCKY:  The $24 a year is a ceiling that we've defined in anticipation of government coming into play.

But the actual limit that Union -- for the 29 projects that Union has proposed is $2.91, which is still below the $3.50.

So the $2 – sorry, the $24 a year, yes, you are right; it is higher than that.  But we've suggested that as a ceiling for any other potential projects that might come along as well.

MR. RUBENSTEIN:  But why should the ceiling not be $3.50 a year?

You are still under it with your proposal, but why shouldn't the Board set the amount of $3.50?

MR. OKRUCKY:  The Board will have to determine what the appropriate elasticity level of ceiling, and we'll live with what the Board determines is appropriate.

MR. RUBENSTEIN:  I understand that, but I'm asking --Union has changed its view of what it feels is the appropriate ceiling.  I'm just trying to understand what happened.

MR. OKRUCKY:  As we were flushing out our proposals, we mentioned that we took guidance from the DSM guidelines which were published after this document was developed, that indicated that $2 was appropriate, $2 per month or $24 a year was appropriate for a residential customer who does not participate in DSM.  And so that informed our assessment of what was reasonable.

MR. RUBENSTEIN:  Would you agree with me that the difference with DSM is that customers have the opportunity to participate?  Your existing customers, by definition they already have gas service, so there is no direct benefit to them.

MR. OKRUCKY:  I would agree that customers with DSM, they have the opportunity to participate, but many of those customers may be in a situation where there is no value in them participating because they live in a, for example, a newer house, a more well-insulated house.

MR. RUBENSTEIN:  I want to ask you about a deferral account treatment, which is unlike my understanding of Enbridge's proposal.

Is the deferral account only in place until rebasing, or after rebasing, is it still going to be in place?

MR. KITCHEN:  The deferral account will be in place as long as the program for community expansion is in place.

MR. RUBENSTEIN:  Can you help me understand why, after rebasing, you need a deferral account to collect, let's say, the IT -- you need deferral account to record the differences between the forecasts and what happens with respect to ITE, and TES revenue?

MR. KITCHEN:  Not all these projects will be done prior to the IRM period ending, prior to rebasing.

MR. RUBENSTEIN:  No, but I want to understand why -- I think there was discussion earlier on today with Mr. Aiken about weather risk, for example.  You may have higher -- you may bring in higher IT -- sorry, you won't be bringing higher IT from weather -- but TES revenue from weather or you may be bringing in less because of the weather.

How is that different than any other aspect of your business where you have weather risk every year?

MR. KITCHEN:  The difference is that as we add new communities, those communities wouldn't be -- the new communities that we're talking about today won't be in our rebasing forecast.  They will – or necessarily be in them.  And as we add those communities through leave to constructs, we will seek to include those communities and we will evening seek to recover the -- we will recover the ITE and TES from them, and then that will be disposed of.

We're treating this really as a separate program, separate from our normal system expansion.

MR. RUBENSTEIN:  I understand Enbridge though, at least how I understood their proposal is that every year they'll forecast the TES for that year and over/under, at least I guess in that given year, there is no deferral account.  There is a risk either side, much like the rest of their business.

But why is that not appropriate for you?

MR. KITCHEN:  It is just that we've taken two different paths.

MR. RUBENSTEIN:  Okay, and my understanding is that the current IRM framework, that is the framework shall for rate setting methodologies for 2019.

MR. KITCHEN:  2018; 2019 will be the rebasing year.

MR. RUBENSTEIN:  So 2018 is the last year.  And if I can ask you to turn to page 28 of the compendium, my understanding is you have currently -- under your current agreement, you have a capital pass through mechanism.

MR. KITCHEN:  Yes, for major capital projects.

MR. RUBENSTEIN:  And we asked you to essentially compare your proposal in the 0179 application to the various requirements that are set out in that approved IRM framework.

If we look at the first two, you don't meet them; do I under stand that correctly?

MR. KITCHEN:  I would say my answer to that is we don't meet them and we intentionally don't meet them; they're different.

This capital pass through mechanism came about as a result of a community expansion program that was initiated, or was suggested to be initiated by the Minister and the Board.  This was outside of its discussions that we had during IRM, and so we feel that we need to get capital pass through recovery for it.

It is not the same capital pass through mechanism.

MR. RUBENSTEIN:  Can you help me understand what part of that rates framework you are allowed to have a new capital pass through mechanism?

MR. KITCHEN:  I am seeking approval of one through this process.

MR. RUBENSTEIN:  My understanding the current settlement agreement and the approved rate framework that you have it under the IRM framework sets the terms of what costs --


MR. KITCHEN:  There is nothing in the IRM framework that prevents us from requesting a new capital pass through mechanism as things change.

MR. RUBENSTEIN:  Do I understand that you have a Z factor under that -- you have had you have a Z factor provision?

MR. KITCHEN:  There is a Z factor in there, too.

MR. RUBENSTEIN:  And that Z factor is supposed to deal with new --


MR. KITCHEN:  No, that Z factor is to deal with unforeseen expenditures largely driven by changes in the accounting methodology, or changes in government -- government legislation.

This capital pass through mechanism merely reflects the fact that we're doing things outside of our normal business.

MR. RUBENSTEIN:  Let me ask you this question.  We have had a lot of discussion from -- the municipalities that spoke at the pre-hearing conference and I -- there may be some others.  There were some other parties that discussed this.

There was a discussion about how there were many communities close to the TCPL mainline without access, and I think the understanding -- at least how I interpreted it was it seemed unfair to these parties.  Do you recall hearing such comments?

MR. KITCHEN:  Yes.

MR. RUBENSTEIN:  And can you -- can you, as -- and for a gas company, I'll ask for your opinion on this.

 Is it a simple or inexpensive process for a community that's close to the mainline to simply tap into it for distribution services?

MR. OKRUCKY:  Not necessarily.

The cost of the attachment, of course, are a key indicator of the viability of the project, and the cost to put a tap on the mainline and install the regulating station and associated equipment can be pretty significant.

So if you have a small base of customers, you could require a pretty significant aid as a result of that.

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

MR. QUESNELLE:  Many thank you, Mr. Rubenstein.  Mr. Vellone?

MR. VELLONE:  Thank you, Mr. Chair.
Cross-Examination by Mr. Vellone:

MR. VELLONE:  Good afternoon, panel.  My name is John Vellone -- good afternoon, panel.  My name is John Vellone and I'm counsel for the Southern Bruce municipalities.

I'd like to follow-up first on some questions you had this morning with my colleague, Mr. Kaiser, on advanced reinforcement charges.

I'd like to frame my question moving from that particular circumstance to a more general proposition.

My understanding is that Union has proposed a partial exemption to the application of advanced reinforcement charges to community expansion projects; is that correct?

MR. OKRUCKY:  Yes, that's correct.

In fact we would propose that we treat advancement charges in the same way for weather; it's a community expansion project or a non-community expansion project.

MR. VELLONE:  Part of that proposal is that you would still include advancement charges that relate to the next three years, is that correct?

MR. OKRUCKY:  Yes, if the reinforcement now will have to be done within a period of three years following construction or in-service of a project, we're saying that those situations are the ones in which advancement charges should be calculated.

MR. VELLONE:  I'd like to explore another option for the Board Panel to consider, and that would be a complete exemption from the advanced reinforcement charges for community expansion projects.  That's the premise of the question.

In an exchange with Mr. Kaiser this morning, Union indicated that it would charge to EPCOR $4.2 million in advanced reinforcement charges and another $1.2 million for customer stations.  Is my understanding correct?

MR. OKRUCKY:  Those were the numbers that Mr. Kaiser provided.  I don't have that documentation with us.  So subject to check, that may be the case.

MR. VELLONE:  Thank you.

MR. KITCHEN:  And just to be clear, those are the amounts that would be included in the economics.

MR. VELLONE:  Understood.  Thank you.  And my understanding is that when you calculated those amounts you applied the same three-year rule that you are proposing in your evidence in this proceeding; is that correct?

MR. OKRUCKY:  The three-year rule would apply because the advancement -- the reinforcement would have to occur within three years of EPCOR connecting to our system.

MR. VELLONE:  Okay.  And if we moved to a complete exemption of these reinforcement charges, that number would fall to zero; is that correct?

MR. OKRUCKY:  That's correct, there would be no advancement charge in that situation.

MR. VELLONE:  Thank you.

And this is a question of work effort, but would you be able to rerun the calculations that are included in Exhibit A, tab 1, Appendix D of your application in EB-2015-0179 after removing all costs associated with advanced reinforcement charges from the capital cost projections?

[Witness panel confers]

MR. OKRUCKY:  We haven't gone to the detail for those 29 projects to be able to say that there are advancement charges that are applicable to them.  The vast majority do not have advancement charges.  The only one I'm aware of that does have advancement charges is the Kincardine project, or maybe the Kincardine Ripley project combined as well.

MR. VELLONE:  Okay.  And those advancement charges would be on the same order of magnitude of 4.2 million, 1.2 million?

MR. OKRUCKY:  Yes, they're in the same order of magnitude.  They may be slightly different because I believe that the capacity that EPCOR had quantified was different than the capacity that Union had identified.

MR. HOCKIN:  Okay.  Just to correct your statement for the record, you had reference to the 1.2.  That's not an advancement charge.  That is simply the customer meter station which is specific for the customer.

MR. VELLONE:  Thank you.  Thank you, those are my questions on that point.

I'd like to follow up on some clarification that you gave on Point Clarke.  Yesterday you mentioned that Point Clarke is included in scope of the Kincardine project, but that you didn't list every subdivision; did I get that right?

MR. OKRUCKY:  That's correct.

MR. VELLONE:  So connecting Point Clarke is in the forecast of approximately $66 million for the Kincardine project?

MR. OKRUCKY:  That's correct, yes.

MR. VELLONE:  Okay, so Point Clarke is located about 15 kilometres south of Kincardine; it is actually located in a different municipality.  It's in Huron-Kinloss, which I think explains the source of my confusion.  I didn't think of it as a subdivision of Kincardine, so thank you for that.

My question is:  Is the same thing true of the community of Inverhuron?  It is located about six kilometres west of Tiverton; is that in scope for that project as well?

MR. OKRUCKY:  Yes, it is.

MR. VELLONE:  Thank you.

I'm wondering if we can pull up Union's response to BOMA 60 in this EB-2016-0004.  In this question, BOMA asks Union why Union thought the Board should become more heavily involved or engaged in RFP processes to choose a new supplier.

And I'd like to explore I think what's in the last sentence of your response there first; do you have that in front of you?  Okay.  And here you're saying that one of the key concerns or key factors for the Board to consider is the rates that will be charged to customers; is that correct?

MR. SIMPSON:  Yes.

MR. VELLONE:  When you say "rates" do you mean the expansion customer rates?

MR. SIMPSON:  The cost to the new customers.

MR. VELLONE:  Yes, so the rates charged to the expansion customers.  That's -- that was my understanding.  Thank you.

Why are you suggesting the Board should focus on rates, as opposed to costs to build the expansion?

MR. SIMPSON:  I think both are implied in our response.  One leads to the other.

MR. OKRUCKY:  I can maybe add on to that.  It's, the capital costs are the expansion -- are a very significant component of rates.  The operating costs of the business are also a significant component of rates, and if only the capital costs of construction are considered, you may be missing the other components that will manifest themselves in rates at the end of the day.

I think Mark wants to add something.

MR. KITCHEN:  I'll add something.  When we -- as I said earlier, when we make an application for something like Kincardine, given its size, we'd be applying under section 36 and section 90 of the act.  Section 36 is the rate-making portion.  section 90 is where we'll actually get the leave to construct approval from the Board.

The capital costs are part of that review, along with demands and revenues.  And so rates by their very nature come into the analysis.

MR. VELLONE:  Thank you for that.

If different bidders propose different cost allocation methodologies, would that also impact the Board's consideration of different rate proposals in an evaluation?

MR. KITCHEN:  Yes.

MR. VELLONE:  And yesterday you had an exchange with Mr. Buonaguro which explained how Union would propose to allocate cost to industrial customers in the Kincardine expansion area; do you remember that?

MR. KITCHEN:  Sorry, is that the conversation about how we would treat contract customers under our community expansion proposal?

MR. VELLONE:  Yes.

MR. KITCHEN:  Is that what you're referring to?

MR. VELLONE:  Yes.

MR. OKRUCKY:  Yes, I recall that conversation.

MR. VELLONE:  Thank you.

And my understanding from that conversation -- please correct me if I'm wrong -- is that the incremental cost to connect the GreenField plant in the Kincardine area is not included in your forecasted capital cost of $66 million; is that correct?

MR. OKRUCKY:  That is correct, yes.

MR. VELLONE:  And you don't have to look this up, but in Exhibit B to the Southern Bruce evidence we included a Union 2012 proposal provided to the municipalities that proposed to connect five industrial customers, including the GreenField plant.

Do you take that subject to check?

MR. OKRUCKY:  Yeah.

MR. VELLONE:  And my understanding from the testimony of Mr. Creighton is that Union has had discussions with GreenField about rate options if you were to connect; is that understanding correct?

MR. OKRUCKY:  We've explained our proposal to them.  I'm not sure -- I haven't been directly involved in those discussions, but I know there were discussions about what the rates might end up looking like for them --


MR. VELLONE:  Thank you.

MR. OKRUCKY:  -- and the term.

MR. VELLONE:  And the term.

Could you undertake to provide an estimate of the incremental capital costs over and above the $66 million associated with connecting the GreenField plant to the Kincardine area project?

MR. SMITH:  Maybe I can ask through you, Mr. Chair, the relevance of that to this proceeding, although I certainly understand why my friend may be interested for it for another proceeding.

MR. QUESNELLE:  Uh-hmm.

Mr. Vellone?

MR. VELLONE:  Sure, we have a proposal from Union that the Board should focus on rates when assessing RFI responses, and we've heard multiple times that the GreenField plant represents more than half of the demand in the Southern Bruce area.

So one approach to allocating costs is by demand.  They should be allocated half of the costs.  Another approach is Union's cost allocation methodology to allocate only incremental costs.

What I'm really trying to do here is elicit evidence on to the record, just to complete the evidentiary record so we understand the impact of these different cost allocation methodologies on the rate complaint that GreenField brought forward.

MR. QUESNELLE:  Okay.  Ms. DeMarco?

MS. DeMARCO:  As you know, Mr. Chair, this has been an issue that we've been straddling throughout this proceeding, how much detail to get into on an individual basis, and we've tried to be very principled in that regard.

And so to the extent that it's fair for the goose, it should be fair for the gander, so I would like a uniform approach.

MR. QUESNELLE:  Thank you.

Mr. Vellone, I think that a response could be brought forward which is in abstract and directional and not get into the specifics of any one particular customer.

I think to the extent that we get into that level of detail, even in a framework, it would be good to have some illustrative response as to volumetric versus fixed or something that would get to the -- be informative to the Board as to how large customers -- the impacts of incremental cost to large customers in the selection process of a distributor.

Mr. Smith, is that --


MR. SMITH:  Well, I'm going to defer to Mr. Kitchen, former cost allocation rate design witness, and see what he has to say.

MR. QUESNELLE:  All right.  Thank you.

MR. KITCHEN:  I'm not sure if I heard Mr. Vellone correctly, but I think he's confusing cost allocation with how you calculate the contribution that is made by the contract customer.

In the case of the contract customer connecting through our proposal, yes, there is an incremental cost associated with them.  But how they -- how we recover that incremental cost from that contract customer will depend --will essentially be either through an aid to construct or through an MAV, a minimum annual volume calculation.

But in terms of the rate they pay, which is where the cost allocation piece comes into it, that would be whatever the Board-approved postage stamp rate is at the time for that rate class.

So, the incremental capital cost only comes into it in terms of how we calculate the aid or the MAV.

MR. QUESNELLE:  Thank you.  That is a rather full description, Mr. Vellone.  Do you need any more?

MR. VELLONE:  I believe Mr. Kitchen's response actually assumed the premise of what I'm trying to grapple with here, which is he's assumed that the incremental -- you only charge for the incremental capital before going into the rate-setting process.

Another bidder might make a different assumption in the RFP process, and I'm trying to elicit enough evidence to illustrate to the Board Panel how different approaches might play out, if you were to consider a process to evaluate RFI.

MR. QUESNELLE:  Mr. Kitchen, is there something that could be provided that would – and I'm not getting into quantifying any of this, but -- elaborate on your description that, and get that on the record, as to how different approaches may result in different outcomes, that the Board would consider?

And I think it's to the comparison of competing, you know, responses.

MR. KITCHEN:  A new entrant.

MR. QUESNELLE:  Uh-hmm.

MR. KITCHEN:  Yes, we will put something together.

MR. MILLAR:  J6.11.
UNDERTAKING NO.  J6.11:  TO ELABORATe ON MR. KITCHEN'S DESCRIPTION that DIFFERENT APPROACHES MAY RESULT IN DIFFERENT OUTCOMES


MR. VELLONE:  Thank you, Mr. Chair.  I have a separate line of questioning.

If the Board focuses on rates, what happens to new entrance that don't have an approved tariff or rate structure?

MR. KITCHEN:  Well, I guess what we would -- what we would have meant by this answer is that as part of the Board's consideration of the new entrant, they would come in with a rate structure, a proposed rate structure that the Board could then look at.

MR. VELLONE:  Would it be a Board-approved rate Structure, or just a forecast?

MR. KITCHEN:  It would be a proposed rate structure.  Ultimately, they are going to have to come to the Board for a approval of rate, or a group of rates by rate class.

So the Board needs some indication as to what the rates will be before – well, at least we believe before they can actually determine whether or not the new entrant has rates that are just and reasonable, and in the public interest.

MR. VELLONE:  Could I ask you to pull up the Union pre-filed evidence in EB-2016-0004 at Exhibit A, tab 1, page 29?

MR. OKRUCKY:  What's the page number, please?

MR. VELLONE:  Page 27, lines 10 to 15.

MR. VELLONE:  Here in the pre-filed evidence, if I'm reading this correctly, you are suggesting that a new entrant would have to go and get Board-approved rates.

Do I understand the response to the last question as changing that?

MR. KITCHEN:  I think that the -- whatever the new entrant brings to the Board would be -- have to have a sufficient level of certainty that they would be very close to whatever the Board ultimately approves as rates.

I think that the Board in their framework will decide whether or not they need to approve the rates before they grant the franchise or vice versa.

But they need some indication of rates that has to be a reasonably close indication.  So if it appears as though I'm changing what we're saying, I would say yes, I'm changing what we're saying.

MR. VELLONE:  Thank you.  And that might be because, by definition, a new entrant isn't providing any gas distribution in Ontario, so they have no cost of service upon which to create actual rates, is that --


MR. KITCHEN:  They will have a cost of service because they will have to do a forecast of a number of attachments.  They will have to do a forecast of their capital, they will do a forecast of their O&M, plus a forecast of any upstream cost to serve the customers.

So they will have a cost of service at some point.

MR. VELLONE:  Okay, thank you, and this next question draws from the benefit of having recently completed an RFI process.

How would the Board select from amongst the lowest cost or the lowest rate proposal from multiple proponents, where the estimated costs or rates are added at a fairly early stage in the estimation process and, as a result, each fall within each other's margins of error?

MR. KITCHEN:  Sorry, you'll have to unpack that a bit for me, or maybe rephrase it.

MR. VELLONE:  Sure.  Our experience evaluating multiple proposals saw estimates which had margins of error of -- for example, the Union proposal which is in the evidence in this proceeding, had an estimated margin of error of approximately 20 percent on it forecasted costs.

MR. KITCHEN:  But are referring to the forecast of capital cost of actually serving the community.

MR. VELLONE:  Correct, and then the rates that are forecasted based on that also have a margin of error associated with them; would that be fair?

MR. KITCHEN:  No.

MR. VELLONE:  Why not?

MR. KITCHEN:  We don't -- when we determine the costs for serving a community like Kincardine, we would come up obviously with a capital cost.  That capital cost will assume a level of contingency depending on where we are in the capital process.

But in terms of rates that are actually charged, those -- the revenue requirement associated with those capital costs will go into the existing board rate, and there will be an impact on that, but it will go into an existing Board-approved rate.

MR. VELLONE:  Sure, and I guess that is would apply for Union and Enbridge.

MR. KITCHEN:  I guess the assumption that you're making is that we would have a particular rate for Kincardine.  I think is the assumption you're making.

MR. VELLONE:  We've seen several proposals that were from new entrants that proposed exactly that, so yes, that is the assumption I'm making.  What you said is true for Union and Enbridge, but not for new entrants; is that fair to say?

MR. KITCHEN:  What I'm saying is we would have -- we would charge Kincardine customers under existing postage stamp rates that would be adjusted at some point to include – through the capital pass through mechanism, to include the capital costs of serving Kincardine.

We would not come up with a new rate schedule called M1 Kincardine, for instance.

MR. VELLONE:  Understood.  I'll move on to my last area of questioning, and it is back to BOMA .60, if you could pull that up.

I'm looking at the first sentence to the second paragraph there, where it says that the:
"The Board should be engaged in any RFI or RFP process because the Board has the sole jurisdiction to grant franchises, certificates of public convenience and necessity, and leave to construct."

And I think I agree with you on the last two points, it is really that first statement there, "sole jurisdiction with respect to franchises".

Were you intending to suggest that the municipalities have no jurisdiction with respect to franchises?  It's just a clarification.

MR. SMITH:  Well, what do you mean?  In that franchises are subject to approval by the Board, but the municipality can enter into a franchise agreement if that's what you mean.

MR. VELLONE:  That is exactly what I'm asking.  There is a distinction in the Municipal Franchises Act between what is a jurisdiction of a municipality to issue and enter into franchises, and what is the jurisdiction of the Board to approve those and grant a certificate of public convenience and necessity.

And I guess I took exception to the words "sole jurisdiction".

MR. SMITH:  However we phrased it, we certainly couldn't have varied the Municipal Franchises Act.

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

MR. QUESNELLE:  Mr. Vellone, what's the -- maybe I'm reading too much into your last comment.  What's the utility of a franchise agreement that hasn't been approved by the Board?

MR. VELLONE:  None whatsoever.

MR. QUESNELLE:  Okay.

MR. VELLONE:  Thank you.

MR. QUESNELLE:  Mindful of the time, and the estimated times of cross-examination of EPCOR's witnesses, I think we might be safer to take our break now, return at 3:15 with your witness panel up, Mr. Kaiser.

MR. KAISER:  Yes, sir.

MR. QUESNELLE:  And we'll have direct, and then we'll have Environmental Defence and Parkland, and then we'll switch back to Union.  Okay?  All right.  Thank you very much.
--- Recess taken at 2:58 p.m.

--- On resuming at 3:14 p.m.

MR. QUESNELLE:  Mr. Kaiser, do you have a witness?  Your microphone, Mr. Kaiser.
EPCOR UTILITIES INC. - PANEL 1

Adonis Yatchew, Affirmed
Examination-In-Chief by Mr. Kaiser:

MR. KAISER:  Dr. Yatchew, you should have before you, a copy of your evidence, your expert evidence, Adonis Yatchew, Charles River Associates, on behalf of EPCOR Utilities?

DR. YATCHEW:  Yes, I do.

MR. KAISER:   And it's he dated March 21st, 2016.  Do you have that?

DR. YATCHEW:  Yes, I do.

MR. KAISER:  Mr. Millar, can we mark that?

MR. MILLAR:  I think it's already been pre-filed, and doesn't have to be marked, Mr. Chair.  We should be able to pull it up on the screen.

MR. KAISER:  Thank you very much.  Was this evidence prepared by you or under your dire4ction?

DR. YATCHEW:  Yes, it was.

MR. KAISER:  Any corrections you wish to make?

DR. YATCHEW:  No, I do not.

MR. KAISER:  You have testified before this Board before?

DR. YATCHEW:  Yes, I have.

MR. KAISER:  A number of times?  Eight times, as far as I can calculate.

DR. YATCHEW:  I haven't counted, but yes, I've testified before this Board before.

MR. KAISER:  And Mr. Chairman, we've set out in Appendix B of your evidence Dr. Yatchew's credentials.

He has testified before this Board as an expert on a number of occasions, and before Alberta, before New Brunswick, before Missouri.

We'd like to have him qualified as an expert.

MR. QUESNELLE:  In what subject area?

MR. KAISER:  Energy regulation.

MR. QUESNELLE:  Energy regulation.  Any objections, submissions on that point?

That's fine, thank you, Mr. Kaiser.

MR. SMITH:  Sorry, I was reaching for the microphone. Maybe I can just ask my friend what he means by energy regulation.  Normally, you wouldn't qualify an expert in a matter which is the Board's area of expertise, which is, at 10,000 feet, energy regulation, so I'm sure he doesn't mean it that way.  So I -- I'd like a little help in that respect.

MR. KAISER:  Well, I could use a term others have, energy regulation and energy economics; is that better?

MR. SMITH:  Maybe I can help my friend.  There is no question that the witness has considerable expertise in economics and, as I can tell from his curriculum vitae, he has testified a number of times in relation to matters of economics.

I don't have a concern in that respect.  I just -- it was the broad nature of the proposed tender that made me pause.

MR. QUESNELLE:  Thank you, Mr. Smith.  He will be accepted on that basis.

MR. KAISER:  Thank you, sir.

Now, Mr. Yatchew, are you prepared to give your evidence in a non-part partisan manner consistent with your obligations as an expert?

DR. YATCHEW:  Yes, I am.

MR. KAISER:  And you have you have executed and filed an affidavit with the Board to that effect?

DR. YATCHEW:  Yes, I am.

MR. KAISER:  You are familiar with that responsibility, are you?

DR. YATCHEW:  Yes, I am.

MR. KAISER:  What do you understand to be the objective of this generic hearing?

DR. YATCHEW:  I would say the central objective is to establish the most efficient and effective way of expanding natural gas service to unexpanded areas in the province.

MR. KAISER:  Okay.  Have you had a chance to follow this proceeding and review the transcripts and, in particular, the various positions put forward by Enbridge and Union?

DR. YATCHEW:  Not in every detail.  But in a general sense, yes.

MR. KAISER:  All right.  Well, based on that understanding, what would you say are the main differences between your views and those that have been advanced so far by Enbridge and Union?

DR. YATCHEW:  I would say there are two sort of big picture differences.

The first one is that it's my view that an expansion reserve should be established.  That expansion reserve should receive contributions from all natural gas customers in the province.

The reserve should be administered by the Board, and all utilities or prospective utilities have equal access to that reserve.  So that's the first difference.

And the second one is, in my view, this Board should promote, as far as it can, competition for franchises and to try to minimise or reduce the barriers to entry as far as possible.

MR. KAISER:  Are there any other differences?

DR. YATCHEW:  There are other differences. For example, I don't -- I do not agree that there are material scale economies that are lost if new entrants, albeit smaller ones, are able to operate in Ontario.

And in this connection, even if there were some scale economies that were sacrificed, and I'm not certain that they would be, the benefits of competition would dominate.

Second, I think that the utility that wins a franchise is one of the beneficiaries of the expansion, and should therefore make a contribution in some form. The new customers they gain is a valuable asset.

Third, are we've heard some discussion about the advanced reinforcement charge.  My sense is that it contributes to raising the bar to get into this -- into the business of delivering gas in this province. It is a barrier to entry.

The costs of reinforcement should be covered by all customers that ultimately benefit from are that reinforcement, not just new ones.

Fourth, I think that -- and I've been on record for many years supporting the incentive regulation initiatives that this Board has adopted through several generations, and I think that this is a very useful regulatory tool, and that it should be applied and in play pretty much at the outset of the period of expansion, whether it's to a through franchise whether it's to facilities based by -- constructed by an existing utility.

And finally, there needs to be flexibility if imaginative commercial arrangements are to be reached and, in that connection, I think that the model franchise agreement should -- can and should be amended on a case by case basis.

This could include such terms as can termination rights, rates, surcharges necessary to finance gas expansion and so on.

MR. KAISER:  And finally, are Dr. Yatchew, what are the similarities, if anything, between your position and that of Enbridge and Union?

DR. YATCHEW:  First, I think we agree that these new potential customers lie in areas that are more costly to serve, and should therefore have to pay more for the service whether that additional -- whether those additional funds are raised through a surcharge or through simply higher rates.

And in fact, higher rates may be an alternative to an aid to construct contribution from the municipality.

Second, in order to expand service into new areas, it is not unusual for customers to make a contribution.  We have seen that as part of Union proposal, and we've seen that as part of the Enbridge proposal, and it is certainly something that's in the evidence that I've put forth.

And third, there is quite a bit of discussion how does one bring in alternative fuels into this discussion, and how does one bring in DSM considerations and so forth.

In my view, this proceeding is about natural gas expansion.  It's not, per se, about alternative fuels.  They play a role in this discussion, but I'd just like to make sure that we're focused on natural gas expansion issues, whether they are sensible, how to implement them, whether they even should be implemented.

MR. KAISER:  Anything further?

DR. YATCHEW:  No, thank you.

MR. QUESNELLE:  Thank you, Mr. The witness is available.

MR. QUESNELLE:  Thank you, Mr. Kaiser.  Mr. Elson, Environmental Defence?
Cross-Examination by Mr. Elson:

MR. ELSON:  Thank you, Mr. Chair.

Mr. Yatchew, we haven't met before.  My name is Kent Elson.  I represent Environmental Defence.  And I'm going to be asking you only a few questions, and the questions I do ask you are going to be from, I guess you could say, an economics perspective, and I'm hoping that you can answer them as an economist and as an economics professor, in part because, in this proceeding we've gone pretty far into the weeds about what the government policy is and whether it means A, B, or C, and I don't think we need to sort of rehash that, so I'm trying to focus my questions specifically to the area of economics.


Most of my questions relate to the potential criteria that the Board, or at least we think should put on projects that require a subsidy for community expansion.

So from an economics perspective, subsidies can be justified to address market failures; right?

DR. YATCHEW:  Yes.

MR. ELSON:  And one reason to provide a subsidy from an economics perspective could be to correct for externalities, which is an example of a market failure.

DR. YATCHEW:  Yes.

MR. ELSON:  And an example of externalities would be environmental impacts, including GHG emissions.

DR. YATCHEW:  Yes.

MR. ELSON:  So one reason to provide a subsidy to a project from an economics perspective could be that the project results in net GHG emission reductions; is that fair?

DR. YATCHEW:  That might be.

MR. ELSON:  And I understand that the evidence of the utilities is that their projects will cause net reductions in GHG emissions; are you familiar that?  Have you read that?

DR. YATCHEW:  You'd have to point me to the specific sections where the utilities make that claim --


MR. ELSON:  I don't need to point you there.  I can tell you that that's in their evidence.

DR. YATCHEW:  All right.

MR. ELSON:  And so putting aside government policy direction and putting aside potential GHG reductions, I don't see another market failure here or, let's say strictly economics reason to provide a subsidy, aside from the government policy direction and from GHG's; would you agree with that?

DR. YATCHEW:  There may be other reasons implicit in government direction that have rationale related to, for example, bringing in inexpensive energy, really very inexpensive energy, to new regions, sort of an economic development type argument.

From the point of view of the industry as a whole, the idea of bringing in new entrants, I realize that's distinct from expanding gas supply, but bringing in new entrants to supply gas also has merits that can benefit others.

We are in an industry where there is a market failure, and the fundamental market failure is that it is a natural monopoly industry, and that's why we're in a regulatory environment.

So that aspect -- and I realize I've drifted away slightly from your question, but I am trying to suggest that there are other market failures in this setting that need to be addressed.

MR. ELSON:  So that was a good answer, and there was, I think, four separate answers in there, and so I'm going to unpack them, and starting with your reference to the market failure, that this is -- would be a natural monopoly, what you are saying, in essence, is that that this is a public good; is that fair to say?

DR. YATCHEW:  Well, natural monopolies and public goods are not necessarily the same thing.  The term "public good" has been used in various ways in these proceedings.  Some people use it in the strict economical sense of non-exclusion, for example; some use it, for example -- London Economics presented the idea of a public good as something that is in the public interest, rather than the strict economic notion of a public good.

MR. ELSON:  So sticking with your term as a natural monopoly, that doesn't require -- that doesn't mean that a subsidy is necessary for that situation; it just means that some sort of regulation is necessary; is that fair to say?

DR. YATCHEW:  Yes.

MR. ELSON:  And your comments about bringing in new entrants, I'm going to set that aside, because there is a different debate which frankly doesn't concern my client specifically at the moment, which relates to, you know, again, whether there should be new entrants in this industry, so I'll set that aside.

On the idea of cheaper energy, what you're talking about is lower bills, basically.

DR. YATCHEW:  Yes.

MR. ELSON:  I guess if the rationale is lower bills, what's the justification from an economics perspective of lowering the bills of one customer at the expense of another, again, absent a particular market failure that needs to be corrected?

And again, I understand that the government may have reasons to want to lower bills through a subsidy, but pushing that aside from an economics perspective, I just, I wanted to get your comments on that.

DR. YATCHEW:  Well, as we heard yesterday from Union witnesses, there is a great deal of cross-subsidization already in place in the existing rate structure, and postage stamp rates, and trying to distinguish between which assets can be directly attributed to which customers and which cannot, so there is a lot of cross-subsidizing going on already.

So if you ask me a theoretical question, in a perfect world where I could price everything and assign separate, nodal prices at each household and come up with some sort of a solution, then you could get away from this concept of cross-subsidy.

MR. ELSON:  And now, I --


DR. YATCHEW:  That's not the reality on the ground.

MR. ELSON:  Now, I take that, but the cross-subsidies that are provided inherent in our rates have a good justification, and that's because the administrative burden of having a different rate for each person would be prohibitive; it would be very high transaction costs involved; is that fair to say?

DR. YATCHEW:  That is part of the reason there are cross-subsidies.  Another part of the reason is that over the generations of expansion the earlier customers very likely contributed more than their share, and there was a cross-subsidy, an inter-generational cross-subsidy, taking place as well.

MR. ELSON:  I guess what I'm getting at is, I don't think what you're saying is that subsidies are always fine because we have some existing subsidies; is that what you're saying?  I mean, do you think subsidies are -- I mean, to me, my understanding from an economics perspective is that a subsidy causes inefficiency and a sub-optimal allocation of resources; isn't that the basic premise?

DR. YATCHEW:  There is a theorem of that sort, yes, that if you destroy -- the basic theorem in micro-theory is that if you distort prices you get sub-optimal outcomes.

I should add that prices are, by that standard, enormously distorted in the natural gas marketplace.  For example, we don't engage in marginal cost pricing on assets, which -- that's what economic theory would dictate, and on the other hand -- and this was part of my evidence -- that we're not talking about here -- we're not talking here about massive price distortions; we're talking about really very small price distortions when you look at the impact of this cross-subsidy on existing customer bills.

MR. ELSON:  I'm not disagreeing that there may be government policy reasons to want to have cross-subsidies or otherwise.  I guess what I'm looking for is whether there's an economics justification for it, and I haven't heard one so far, and I'm -- I don't take that to mean necessarily that they shouldn't go ahead, but from an economics perspective, is there a reason that you would, you know, want to have a subsidy?

DR. YATCHEW:  So let me add one more dimension to this, and that's this infrastructure notion.  We often build infrastructure in the province that is far more costly than on a per capita basis in one region than another region, but we see this is beneficial for, for example, for the broader economic development argument.

This natural gas expansion has some of that element in it.  It's not a road; it's not a bridge; but building out natural gas -- and we can have a discussion about whether we should be investing in natural gas, and I'm happy to go there if you like, but I see this really as part of the -- one way of thinking about it is infrastructure advancement, and then the economic argument from infrastructure is that governments invest in infrastructure -- in this case it's not a government, it's a -- these are privately-owned utilities that -- whose behaviour is governed by appointees of the government -- they have the direction to build out infrastructure, and there are potentially economic benefits that are wider than within the narrow zone of new customers that will be served.

MR. ELSON:  I'm going to circle back to the economic development benefits at the end, and just to finish off this area, Environmental Defence is proposing a requirement that a subsidy only be provided where the project results in net GHG emission reductions,

Do you have a comment on that, from a strictly environment -- sorry, an economics perspective.

DR. YATCHEW:  Yes.  If I could just turn to your interrogatory, I believe it's S4.EPCOR.EB2. Is that the one you have in mind --


MR. ELSON:  That sounds right.

DR. YATCHEW:  -- where you pose three conditions, criteria.

MR. ELSON:  Uh-hmm.

DR. YATCHEW:  And one of them is this idea a that we should only proceed with a project if leads to a net reduction.

MR. ELSON:  I will add that I'm asking slightly something slightly different now, just from an economics perspective, not from sort of a government policy answer, which is an area we've already addressed or otherwise.

DR. YATCHEW:  From an economics perspective.  I did hear the latest testimony of the Union witnesses and this is an area where there is some agreement between my views and theirs, and that is that piecemeal processes to try and address GHGs are not only inefficient; they tend to be more costly, not only in the way – in the cost of achieving those GHG reductions, but also in terms of the administrative costs.

So, what we've seen is this government has finally moved in a direction that most economists would agree with, and that is the idea of putting a price on carbon and their model is cap and trade.

So, that's the overarching framework within which you want to try to ramp down, reduce, discourage, price-up, natural gas use to ensure -- and I should add, not just natural gas use, because natural gas is actually the nicest of the hydro carbons, if you want to characterize any as being nice.

Coal is the not so nice one, and we've managed to get rid of that in this province at least in the electricity sector.

So I see the cap and trade program as being the most sensible mechanism for allowing people to choose whether they want to move off of a particular hydrocarbon, or whether they are in need of that hydrocarbon sufficiently to pay for the permit to use it.

So this sort of overarching mechanism doesn't discount the possibility that there will be increases in use of hydrocarbons in some areas, and decreases in others.

So that's why I would be reluctant to concede that that kind of criteria to be administered by every regulator in every setting.  So let's say South Bruce can't have gas because it's going to increase hydrocarbons, but those people who have the carbon footprint, but those people who already have gas, they can keep burning it.

Well, you know, there are people in this province who have cars and those that don't.  Maybe we should not permit those that don't have cars not to purchase cars, that would also have that effect.  That's not the route I'd like to make.  I'd like people to pay the price for consuming carbon, pay the price for consuming carbon, and I'd like to see that cap tightened over time.

MR. ELSON:  Sorry, I wasn't planning ongoing here, but I will ask you just a few questions about cap and trade.

If we expand gas service to new communities and then, everything else being equal, this will require the gas utilities to purchase additional GHG emission allowances and will further increase rates for existing gas consumers; is that fair to say?

DR. YATCHEW:  Yes, somebody is going to have to pay for those allowances, whether it's the gas company or whether it's individuals through their -- through the gas rates that they pay.

MR. ELSON:  And the emission allowances can be purchased from Quebec and/or California, which will mean that these dollars are flowing out of the province to create jobs in Quebec or California; is that fair to say?

DR. YATCHEW:  That could be, or we could find more efficient ways of reducing our carbon use here.

MR. ELSON:  And the increase natural gas imports would cause more Ontario dollars to flow to western Canada or Pennsylvania to purchase more natural gas?

DR. YATCHEW:  Okay, I'm not -- my impression is Pennsylvania is a pretty carbon-heavy state, so I'm not sure where the dollars would flow, but this is --


MR. ELSON:  This is for natural gas imports, not for buying credits.

DR. YATCHEW:  Okay.  So trade is not a bad thing.  Essentially -- sorry, the economists' shorthand for this, and forgive me for the jargon, is what you want to equate is marginal abatement costs.

If it's cheaper to reduce -- if it's cheaper to reduce your carbon output in British Columbia than it is here, we should let them do it and pay for it.  So it's actually the expansion of cap and trade in a broader geographic area or the linkage of multiple geographic areas I think is actually not only the right way to go, but I'm hoping that this is the model that will that will take hold in the part of the world we are very worried about the very rapid target growth, and I'm talking about countries that are just developing.

So I this think this is the right model.  I don't have problems with Ontario money flowing out for that service.

MR. ELSON:  And I don't want my questions to be implying that we do have a problem with broader jurisdictions being involved in cap and trade.  I was just suggesting some impacts.  But I'm getting farther into the weeds on that than I should, and I'd like to move to a second potential requirement.

 Would you agree that a subsidy should only be provided to a natural gas expansion on a particular project, if that project is the best option among alternatives such as conservation or renewable energy?

DR. YATCHEW:  In the big picture, you want to -- you'd like to be able to build in comparisons, yes.  And once again, a cap and trade system is the one that, in theory, could obviate the need for all these other complex subsidies, for example, like feed-in tariffs.

So if we're really getting towards -- if we are going to begin moving towards the rational model, the cap and trade model, my preference is not to have regulators make these kinds of determinations every step of the way.

Let me give you an example.  After hearing some of the earlier testimony today, I asked myself, if I was in the position of a regulator and I now had to make these comparisons, DSM versus geothermal, that's one of the important areas that's been raised here, wind, solar and so forth, if I had to make all those determinations every time a project comes up, it would be, from an administrative view, very onerous, perhaps crippling.

So my view would be that unless -- and I'm not trying to put words in the minds of regulators or this Board, this has been my opinion only -- that the test in my mind would be, does this project -- is this project consistent with the broad provincial plan of cap and trade?  If it is, that's really what I need to worry about.

If we do have DSM programs in place, they should be contributing to reducing our demand.

If we have subsidies in place for alternative fuels, and we do have very significant subsidies in place for solar and for wind, those have been by the direction of the government.

So unless the government would direct me to say, you know what, you only expand into areas where you've met your second criterion, then you -- regulators obviously have to do what the government asks them to do.  But unless they're asked to do that, I don't think that I'd want to go down that road.

MR. ELSON:  So you would support a project even if it's not the best option, even if it's not the best option by hundreds of millions of dollars?

DR. YATCHEW:  You know -- you'd have to give me some examples.

MR. ELSON:  Well, I mean, be we looked at -- and I'll will have to say we looked at evidence from the Ontario Geothermal Association, whether this evidence hasn't been proven, this is not a leave-to-construct application, but we're talking additional potential savings of $370 million.

So there's, you know, big dollars on the table in terms of comparing some of these options, as well as big greenhouse gas implications.  And, you know, it just seems to me that it's fairly obvious from an economics perspective that you'd want to pick the best option.

DR. YATCHEW:  Once again, that gets you in a very complex system, so -- they're sort of -- this is something we could talk about for hours, and I don't want to waste the Board's time by doing so, but you do have this rational framework that is supposed to be the overarching framework. Then you've got all this hodgepodge of programs that hopefully over time will become rationalized.

Now, geothermal may very well merit subsidies, but that's a separate determination that the government would presumably want to make.

MR. ELSON:  I'll ask you about one criteria that I think you will agree to, which is; do you agree that subsidies should only be utilized if the project requires them?

DR. YATCHEW:  Yes.

MR. ELSON:  You've proposed a --


DR. YATCHEW:  That word "requires" embeds with it some very sort of different views.

MR. ELSON:  For the project to be feasible for it to go ahead.

DR. YATCHEW:  Right.

MR. ELSON:  And you've proposed a reserve fund to defray capital costs; right?

DR. YATCHEW:  Yes.

MR. ELSON:  Would it be appropriate from an economics perspective to use this to defray the costs of alternatives, such as renewable energy or conservation?

DR. YATCHEW:  I think that if the government had wanted the fund to be used -- their funds or this Board to examine that, they would have established such a fund.  The current loan and grant program, to my knowledge, refers to gas expansion.

As far as I was able to read into the communications from the government, I didn't see specific instructions heading in that direction.  That doesn't mean that these aren't meritorious programs.

MR. ELSON:  And we'll need to, and I will need to get into that area more in submissions, but I've gone too long anyways, so I will just ask one more question, and this relates to page 1 of your pre-filed evidence, and while it's being pulled up I can just read it to you.  It is paragraph 1.

DR. YATCHEW:  Uh-hmm.

MR. ELSON:  It says:
"Expansion of natural gas networks has important economic benefits.  It lowers energy costs for households, farms, and commercial and industrial establishments.  Access to low-cost energy can also spur growth in the expansion area, and there are potentially environmental benefits, as natural gas has the lowest carbon footprint in the hydrocarbon family."

And my simple question is whether you agree that cost-effective investments in energy conservation and efficiency and renewable energy could also provide those same kinds of benefits?

DR. YATCHEW:  Yes, and I think the government has recognized that.  In fact, the 2009 Green Energy Act focused not only on the environmental benefits of feed-in tariff programs, but also focused very much on the economy.  It was the Green Energy and Economy Act.  So there was an explicit effort by the government to promote jobs in this province and bring in manufacturing to bring that -- so to bring the economic benefits.  I wouldn't be surprised if some of that manufacturing relied on cheap natural gas.

MR. ELSON:  Thank you, Dr. Yatchew.  I have no further questions.

MR. QUESNELLE:  Thank you, Mr. Elson.

Mr. Duncanson?

MR. DUNCANSON:  Thank you, Mr. Chair, and thank you for accommodating my schedule.

MR. QUESNELLE:  Uh-hmm.
Cross-Examination by Mr. Duncanson:

MR. DUNCANSON:  Dr. Yatchew, my name is Sander Duncanson.  I am counsel for Parkland Fuels.  I just have a few questions.  I don't think I'll be very long.

If we could start by pulling up EPCOR's response to Board Staff's interrogatory 13.  And in this interrogatory Board Staff asked for you to respond at a high level to the concerns raised in my client's evidence.  And in the first paragraph there you say -- I think you are paying a compliment -- you say that:
 "The economic analyses are thoughtful and well-referenced."

But then you say:
"However, given the provincial government's expressed intention to promote expansion of natural gas, the central question would not seem to be whether transfers are appropriate but how best to implement them."

Is that right?

DR. YATCHEW:  Yes.

MR. DUNCANSON:  So I took that to mean, Dr. Yatchew, when you were looking at this issue, you took the provincial government policy sort of as a given, as a starting point, and the question then became, let's think about the best way to design a subsidy for natural gas expansion, as opposed to from a more -- you know -- a different perspective would be whether a subsidy should be required in the first place.

DR. YATCHEW:  I think that's fair, yes.

MR. DUNCANSON:  Okay.  If we were to say -- or if the provincial government was to come out and say that this policy of natural gas expansion was no longer its policy, would that change any of the conclusions in your report?

DR. YATCHEW:  Certainly -- certainly this whole initiative, in fact this whole proceeding, I see as being driven by a government initiative and an expressed desire, at least for an inquiry.

If the government said we were successful in stopping all coal plants in this province, I think it was August of 2014, the last one burned coal, we want to stop the use of natural gas in this province in the next six years, and that would certainly be something you'd have to pay close attention to and that would -- you'd better not be expanding, because that stuff's going to be empty.

MR. DUNCANSON:  Okay.  Thank you for that response, and actually, I've got a follow-up on that in a minute, but before I get there, one of the things that you said to Mr. Elson was that one of the considerations here for the proposed cross-subsidies is the -- I think I heard you say "very small price distortions associated with it".  Did I get that right?


DR. YATCHEW:  Very small price distortion to the existing customers.

MR. DUNCANSON:  Right.  Yes, thank you.  And I saw that also, actually, in this interrogatory response that's on the screen, and you talk there about the impact on price associated with the EPCOR proposal.

DR. YATCHEW:  Yes.

MR. DUNCANSON:  When you're talking about very small price distortions for existing customers, have you reviewed as well the Union proposal and the Enbridge proposal and the price implications that those may have, including the variety of projects that aren't even being put forward today but that could be put forward in the future?

DR. YATCHEW:  I have not reviewed them in detail, but my general sense is that both Union and Enbridge sought to expand or put projects forward with minimal or modest impact on existing customers, and there are various numbers in various places of the discussion, but in some cases it's as low as $2 to $4 a year per custom -- for residential customer; in some cases it is as high as $24 per year for customer on a base of about 750 bucks.

So I think that they're also looking to minimize the impact on existing customers.

MR. DUNCANSON:  Okay, thank you.

Dr. Yatchew, I'd like to turn now to EPCOR's response to Parkland interrogatory 1.  And in this interrogatory we asked you whether an expansion project carried out by one utility, call it utility A, would benefit the customers of another utility, utility B, and this is in the scenario where -- assuming the Board were to implement this expansion reserve proposal, so all natural gas ratepayers in the province are paying into this fund, and we're just trying to understand whether customers of utility B gain any benefit from an expansion of utility A.

And you say in this response:
"Yes, there is the potential for wider benefits.  Even existing customers may arguably gain in the longer-term from the increase in system customers, capacity usage, and sales volumes if this, in turn, reduces their unit transmission, distribution, storage, or commodity costs."

And just so that I can understand that, are you suggesting, for example, if Enbridge were to carry out an expansion project and that expansion project was funded in part by Union's customers, Union's customers would benefit in these ways from Enbridge's project?

DR. YATCHEW:  So there are several potential categories of benefit.

One is if there a common supply pipes for which they both pay or contribute to, then both parties benefit.

Let me give an example that's fairly recent in our memories.

The geography of natural gas production in North America has changed very dramatically.  So now all of a Sudden, rather than getting all of your natural gas from Alberta, there is a lot of natural gas being produced in Pennsylvania, for example, and it's all shale driven.  That, in turn, caused the mainline to operate at half capacity, which in turn triggered a whole extensive NEB hearing because there was insufficient gas going down the pipe.

So those are facilities that are under utilized if there are more customers, and also keeping in mind that DSM efforts have tended to reduce the per customer usage rates, then all kinds would benefit downstream from there, as long as the upstream facilities are being used at higher capacity, for storage, so there are -- there are those potential benefits.

The second category of benefits has to do with economic growth that extends beyond the area where -- beyond the expansion area.  So sort of again, one of the big examples in recent years is that all of a sudden manufacturing started to flow back into the United States because energy prices dropped dramatically as a result of the fracking revolution.  So low energy prices do contribute to economic growth and that has wider benefits rather than just in one location or another.

If means higher provincial taxes can be collected because there are higher profits, higher incomes, that benefits everybody.  So there are knock on affects.

MR. DUNCANSON:  Okay, thank you for that, and I think that really ties into the next question that I have which goes into, I think, the next paragraph in this same response which talks about the change in geographical patterns of natural gas supply combined with impacts on demand, arising from a price on carbon, may lead to reduced utilization of existing transmission, distribution and storage infrastructure, and I think you were starting to talking about that a minute ago.

So I guess a few questions from that.  If utilization of existing infrastructure is the result of carbon price, or other government policy that is directed at decreasing natural gas consumption, do you think it's -- the right thing to do would be to implement a policy of trying to connect more people to natural gas, just to try to keep that infrastructure slightly more full than it would otherwise be why?

DR. YATCHEW:  I'm not suggesting that that would be the driving force.  I'm just suggesting that these are the benefits that one needs to think about.

So I wouldn't say we've got to sell more gas because our pipelines are too empty.

MR. DUNCANSON:  Right.

DR. YATCHEW:  And therefore, we have to spend 100 million on this expansion project to a residential area in the hope that some commerce -- I don't think that that's the driving -- that's the driving argument.

But I would also point out that from the government's perspective, equity is also a part of the story and that's a balancing act that they engage in, that they have to engage in – sorry, I'm taking into a new area.

MR. DUNCANSON:  No, that's fine.

So just to close that discussion off, the -- I think what you're saying in that paragraph is if there is ultimately a price on carbon that leads people to turn away from natural gas or convert the away from natural gas, there would be a risk of under utilization of those facilities and potentially even stranded assets.

DR. YATCHEW:  I don't -- I'm not so concerned about stranded assets when it comes to natural gas assets.  I'm much more concerned about stranded assets when it comes to coal.

MR. DUNCANSON:  Okay.

DR. YATCHEW:  And my reasoning is this -- and you can give me a moment and, Mr. Chair, you can tell me to stop whenever I'm going on too long.

 So energy transitions take a long time.  We're at 85 percent -- roughly 80 percent of world's energy comes from hydrocarbons.  Canada is about 75 percent.  We're a little better because we have lots of hydro-electric and we also have some nuclear.

Transitioning from hydrocarbons is not going to happen overnight.  If we look back at the history of other energy transitions, they took decades, sometimes close to a century.

Now, the additional wrinkle that I would add to the natural gas story is that natural gas is actually a complementary technology to renewable energies.  So in what sense is it complementary?  If you've got a wind turbine or you have a solar generator, you need to fill in the gaps when it's not available.  Natural gas, at least at this point, is the cheapest way to do that.  We haven't solved the storage problem yet.

So I don't see natural gas as disappearing and creating a lot of stranded assets in the very near future; I think there will be a lot of other dominos to fall before that happens.

MR. DUNCANSON:  Okay, fair enough.

And just on that, the expansion projects that we're talking about here, the first wave of those would start operations in around, I believe, the 2017 timeframe and these are projects that would have, you know, roughly a 40-year life, at least.

So given that we're now talking into the middle part of this century, does that change your response at all for these assets? I'm not talking any more about existing assets.

DR. YATCHEW:  Once again, if we let history be our guide, then 40 years is not enough for a major energy transition.

I would also add that the technologies that will pair, and are already being paired with natural gas right now, are renewable technologies, so you might not need all that much gas 30 years from now.  But having that pipe and having that gas, so that you have the light and the electricity when you need it will still be a useful thing.

MR. DUNCANSON:  Okay, thank you for that, Dr. Yatchew.  Just to close off this discussion about benefits to existing ratepayers, the majority of which seem to be these broader societal benefits that we've been talking about, I take it -- I mean, I didn't see anywhere in your evidence that you sought to quantify those benefits in any way.  That was outside the scope of your review.

DR. YATCHEW:  Not only is it outside the scope of my review, I would humbly say that it's he probably outside my abilities, because all the stuff that I see that does all this qualification 40 or 50 years in the future, I'm afraid I just don't have a lot of confidence in.  Just remember where we saw natural gas prices 15 years ago and where we saw oil prices three years ago; that gain is over completely.

 MR. DUNCANSON:  Thank you very much.  My last question for you: The concept that you're putting forward to the Board, this expansion reserve concept, in your view, if that was something that the Board was to agree with and ultimately implement, should that fund also be available to alternative fuel suppliers who are able to serve the same market and generate the same benefits at a lower cost?

DR. YATCHEW:  I think that that would require sort of a clear signal from the government.  If you -- in fact, I'm not even sure whether -- I'm not a lawyer, so I do not know what the scope of choice this Board would have under that.

MR. DUNCANSON:  Right, setting aside the jurisdiction issue though, from an economics perspective and trying to, you know, achieve these benefits in the most efficient manner possible, would you agree with that conceptually?

DR. YATCHEW:  Would I agree that these funds should be available to other technologies?  I think part of my answers earlier was that there are other technologies being subsidized in their own programs now.  If you mention a specific technology that in your view is under-subsidized or isn't subsidized, then that might be something that we could talk about.

MR. DUNCANSON:  No, no, fair enough, but I'm talking specifically about your expansion reserve concept.  Assuming that the Board does have jurisdiction to allocate that potentially beyond natural gas distributors, if there was an alternative technology available that could achieve the same benefits at a lower cost, in your view, would it be appropriate to have that fund available to that other technology?

DR. YATCHEW:  So there's a fund.  This Board has jurisdiction.  What's the technology that you have in mind?  Because as I said before, a number of these technologies are already being subsidized under separate plans.

MR. DUNCANSON:  Right.

DR. YATCHEW:  So are they going to double-dip?

MR. DUNCANSON:  I'm assuming they aren't.

DR. YATCHEW:  Okay.  That's a tough question without actually knowing -- I mean, there is a certain sort of almost tautological answer that I can give based on what you said.

MR. DUNCANSON:  That's fair.  It was a difficult question, so thank you very much, Dr. Yatchew, that's all I have, Mr. Chairman.

MR. QUESNELLE:  Thank you very much.  Thank you, sir, Dr. Yatchew.

As mentioned earlier, these -- we'll only be hearing cross-examination from these two intervenors, and then you'll be joining us again tomorrow afternoon, all right, at, I believe we're -- I hadn't -- have we nailed it down, Mr. Viraney, about the time?  We will be starting at noon?

MR. VIRANEY:  Yes, I believe so, we will be starting at noon.

MR. QUESNELLE:  Okay.  Thanks, Mr. Viraney.

Okay.  Very good.  Thank you.  And we'll have the Union witness panel resume.  Thank you very much.

Mr. Richmond, you had mentioned that you had five minutes that you needed to -- a couple questions?

MR. RICHMOND:  At the most.

MR. QUESNELLE:  At the most?  If you could hold yourself to that we'll let you go first, if you don't mind.

MR. RICHMOND:  Okay.

MR. QUESNELLE:  It's an incentive plan we have going here at the Board.  We don't want to start benchmarking.  It's the last...

[Laughter]
UNION GAS LIMITED - PANEL 1, resumed

Mark Kitchen, Previously Affirmed

Dave Hockin, Previously Affirmed

Jeff Okrucky, Previously Affirmed

Dave Simpson, Previously Affirmed
Cross-Examination by Mr. Richmond:

MR. RICHMOND:  Thank you, Mr. Chair.

So I just wanted to -- I think there may have been three misstatements, perhaps, and I just wanted to give each of the panel a chance to clarify on the record.

The first one is the most recent.  I think in response to Mr. Duncanson -- we're looking at the graph that you asked to be pulled up from S2.CPA.Union.6.  This was the comparative propane gas prices.

And I think you said in your answer this afternoon that it showed that propane prices were five times as high as gas prices, and I just wanted to give you a chance to ask:  Is that what you meant?   This was S2.CPA.Union.6, if you need to look at it.

MR. OKRUCKY:  Yes, my interpretation of this chart is that...

MR. QUESNELLE:  Perhaps we could have the chart back up on the -- the reference again?

MR. OKRUCKY:  My interpretation of that chart is that the Y axis was simply an indicator of the multiple of propane cost divided by natural gas cost.  That's what we asked them to provide, and that was my understanding of what was in the original chart.

MR. RICHMOND:  So just to assist, if you scroll up to the answer to 6D just before that, you will see it indicates that that's not what the Y axis is, so if I can just bring it back to the prices that even you -- the range of prices that we've been talking about in this hearing have been for gas somewhere between 7-, $900, and for propane somewhere between 2,000, $2,500.  Would you agree that we are talking between two and two-and-a-half times as -- even -- even the figures you propose?

MR. OKRUCKY:  Yes, I would agree with that.  I was trying to understand how they got to those numbers, frankly.

MR. RICHMOND:  So we're two and two-and-a-half, two and two-and-a-half, not five times.  That...

MR. OKRUCKY:  It is less than five or six or whatever is on here based on simple math --


MR. RICHMOND:  Thanks.  That was the first clarification.

The second one, there were a number of references throughout the last few days to the fact that the reason you're doing this is because this is what the customers have asked for.  I think you'd mentioned that in a certain period there were 1,850 requests that you'd received, and the statement was that you received those from customers or consumers -- at various times you used different terms -- but there were other statements that this is what customers have been asking for.

I just wanted to clarify, when you say that, are these Union customers that you're talking about?

MR. OKRUCKY:  These are consumers that currently don't have natural gas that are calling in and asking us to provide natural gas service to them.

MR. RICHMOND:  They're not consumers of natural gas?

MR. OKRUCKY:  They currently do not have access to natural gas, yes.

MR. RICHMOND:  So just to be clear and more precise statement, these are non-customers who are calling you?

MR. OKRUCKY:  That's correct.

MR. RICHMOND:  Thank you.

And the final one I wanted to clarify was there was a discussion, I think, also earlier today that the attachment rate was lower than expected, that would be a burden on ratepayers, but you commented quite freely, well, perhaps that the attachment rate was better than expected, you said all ratepayers would see a benefit.

When you say "benefit" do you mean a smaller burden or do you mean an actual benefit?

MR. OKRUCKY:  I would say a smaller burden than what would have been if the forecast was achieved.

MR. RICHMOND:  Thanks.

MR. QUESNELLE:  Thank you, Mr. Richmond.

Mr. Janigan?

MR. JANIGAN:  What is -- something is bouncing.  Is it on my -- is it in my bailiwick or somebody else's?

MR. QUESNELLE:  Is it a sound you're talking, Mr. --


MR. JANIGAN:  Well, there is a clatter that is -- probably the court reporter has been hearing it.  The same clatter they had yesterday, and I heard it over the -- when I was listening over the --


MR. QUESNELLE:  If everyone could check their microphones, and if you don't need them on, make sure they're off.

MR. JANIGAN:  See, that's it there.

MR. QUESNELLE:  Maybe we have construction going on in another floor or something?  I'm not sure what we have.  It may be in the HVAC system.  I'm not sure.  We'll look into --


--- Off-mic discussion in attempt to fix situation.

MR. QUESNELLE:  See, there it is again.

MR. JANIGAN:  Phantom -- phantom counsel.

MR. QUESNELLE:  Okay.  Are we fine to continue?


Cross-Examination by Mr. Janigan:

MR. JANIGAN:  Okay, first of all, I have a question that was relayed to me from Mr. Aiken that he neglected to ask this morning and I wanted to put to the panel.

Has Union considered lobbying for any changes to the capital cost allowance in order to have accelerating rates of the capital cost allowance similar to that which have been approved by the government associated with transmission and renewable generation?  As I understand it, it makes projects more affordable upfront by reducing income taxes in the early years and helps lower the PI -- or improve the PI, I should say.

MR. OKRUCKY:  No, we had not considered that.

MR. JANIGAN:  Okay.  Is that something you might consider?

MR. OKRUCKY:  We would consider anything that might help.

MR. JANIGAN:  Okay.  As well, in terms of the capital structure of the financing, would you consider increasing the debt amount for the capital expansion projects and lowering the equity demands so that that would also improve the PI?

MR. HOCKIN:  We have a single common rate base.  I don't know how that would work and so no, we have not considered that.  And with regards to the CCA question you asked earlier, you would need to recognize that CCA taxes are at a federal level, so you would need the federal government to approve something that would be applicable to Ontario only in a narrow circumstance.

MR. JANIGAN:  Why would it be applicable to Ontario only?

MR. HOCKIN:  Okay, it would be applicable across the country, but the – I am just indicating that the level of difficulty to do something at a CCA level.  At a federal level, it is probably higher than what it is something underneath the provincial government.

MR. JANIGAN:  Apparently, it suing succeeded, though, with respect to transmission and renewable generation, as I understand it.

MR. HOCKIN:  I have no knowledge or comment on that.

MR. JANIGAN:  Okay.  I wonder also if I could revisit a matter I believe we discussed with Dr. Higgin in relation to new subdivisions, as I understand it, in a region where community expansion has occurred.

And I believe the answer was, if for example, you had a community expansion project and then a new subdivision appeared, that that new subdivision would be subject to ordinary EBO 188 rules.  Am I correct on that?

MR. OKRUCKY:  That's not the case.  The example I gave was Waterloo is a city that is currently serviced with natural gas.  If there was a new subdivision in Waterloo, they would not be part of our community expansion program.

If there is a new subdivision that is part of a community expansion project, that would be considered as part of that project.

MR. JANIGAN:  What it as simply a new subdivision that sprung up after the community expansion project had been built?

MR. OKRUCKY:  As those new homes are attached in that new subdivision, customers that that those homes would subject to the TSE payments, the same as any other commerce in that community.

MR. JANIGAN:  As well yesterday, we explored the net present value of the contribution that would be required from existing customers in order to make your proposal work.  And I thought yesterday the figure that was given was 68 million, but I think today it was 75 million.  Which one of those figures is correct?

MR. HOCKIN:  I want to make sure I get the correct answer for you.  So your request is what is the net present value of the --


MR. JANIGAN:  Contribution that will be required from existing customers in order to make your project work.

MR. HOCKIN:  That number is 75 million approximately.

MR. JANIGAN:  75 million.  And as I understand it, under your proposal, the TES will be payable at $500 per year for what period of time?

MR. OKRUCKY:  The period of time would range anywhere from 4 to 10 years, beginning at the time that the project went into service, and that period would be dependent on the economic analysis for the specific project.

You could do one project at 5 years.  A different project may look better economically, or over the course economically and require a full 10 year TES payment.

MR. JANIGAN:  Okay, and as I understand it, the one-time conversion costs are averaged out at about a little over $4,000; is that correct?

MR. OKRUCKY:  Only in the case where you have to actually replace the furnace.

MR. JANIGAN:  Well, if they are going to be -- basically they are bringing natural gas in; would they have a natural gas furnace?

MR. OKRUCKY:  Many furnaces that were originally natural gas furnaces installed for propane, and they can be very easily converted from between $200 and $400.

MR. JANIGAN:  So it's a lower -- I thought I saw where is that you averaged all those numbers and came up with a $4,000 average figure.  Is that --


[Panel confers]

MR. HOCKIN:  The weight average of all fuel types and all fuel appliances, if I can call it that, boilers versus furnaces and electric baseboards and things like that, comes in at about $4,000.

MR. JANIGAN:  Okay, and do you have any information as to what the terms would be if you obtained any access to the loans that will be available from the province of Ontario?

MR. OKRUCKY:  I'm sorry, can you repeat that for me?

MR. JANIGAN:  Do you have any information as to what the terms might be that the government of Ontario would be requiring in relation to the loans that might be available, the 230 million?

MR. OKRUCKY:  No, we have no detail from the government on that.

MR. JANIGAN:  So you don't know whether or not they're interest-free or whether or not they're going to be a contribution in aid of construction, or anything like that?

MR. OKRUCKY:  Our impression is that it's an interest-free loan available to the municipalities.  And there was a second part to your question.  I'm sorry --


MR. JANIGAN:  And I guess what the term of the loan might -- the term of the loan might be, you don't have any --


MR. OKRUCKY:  We don't know what the term would be.

MR. JANIGAN:  Or whether or not it would be a contribution in aid of construction?

MR. OKRUCKY:  Union has assumed that it would be in the form of an up-front contribution in aid of construction.

MR. JANIGAN:  Okay, so if these -- if they have $230 million available, and we have a $75 million net present value expectation for contribution for customers, given that your average annual savings per customer is $1,600, I can't see how you can't make that work without the necessity of having a contribution from existing customers.

MR. OKRUCKY:  As I've indicated earlier, our understanding from the government is that they were looking for the outcome of this proceeding to determine what level of flexibility might be available before they finalize the design of their loan and/or grant programs.

So the outcome of this proceeding may be an indicator there.

If the loan or grant program was available now, then it would depend on the willingness of the municipalities to take out loans.  I think there would be a much higher willingness to take the grants, but it would enable some expansion.  But we don't know how much.

 MR. JANIGAN:  And certainly the terms of the loan, how long they have to pay back on an interest-free basis would be a key consideration?

MR. OKRUCKY:  I would expect so.  But again, we have no information on that.

MR. JANIGAN:  I'm just wondering why we would push ahead and suggest a contribution from existing customers, when it seems very likely that there is a very makable solution without the need for a contribution from existing customers.

MR. OKRUCKY:  I'll go back to my previous answer.  It's our expectation -- or our understanding is that the government was hoping to leverage whatever comes out of Union Gas' -- or sorry, this generic proceeding in order to fully -- further leverage the funding that they have available.

And I mentioned yesterday -- I believe it was yesterday, it's on the record -- one of the speeches that the Minister Duguid made where he indicated that they intended to work off what became available from the OEB from the OEB proceeding.

 MR. JANIGAN:  While be it might be in fact extraneous given what might occur, I just want to explore a few things that you said in your evidence concerning the possibility of having a cross utility fund.

 I have a compendium that I prepared -- is it before the panel?

MR. MILLAR:  K6.5.
EXHIBIT NO. K6.5:  CROSS-EXAMINATION COMPENDIUM OF VECC FOR UNION GAS PANEL 1


MR. JANIGAN:  And looking at page 3 of my compendium, it seems that you have a rather strenuous objection to the idea of participating in any cross utility fund; would that be correct?

MR. OKRUCKY:  That's correct.

MR. JANIGAN:  And as I understand it with respect to the $75 million that basically everyone is chasing around, your position -- if I can paraphrase what Mr. Simpson said yesterday -- is that it's a small amount in relation to what existing customers pay, and I shouldn't complain because they have been enjoying gas savings for years.

Is that a correct summary of your position?

MR. SIMPSON:  No.

MR. JANIGAN:  No?

MR. SIMPSON:  I was trying to put the context of small in the same reference A.J. Goulding from London Economics did in his testimony as it related to probably at least two things.  One was the amount that existing ratepayers would pay, small in terms of the expansion of our rate base on a dollar figure relative to the attachment of these customers, and small in terms of 15,000 new customers relative to a base of 1.4-, 1.5 million.

MR. JANIGAN:  Now, there's been no outbreak of enthusiasm on the part of your customers to contribute towards an expansion fund for the residents of Turkey Point, for example.

MR. SIMPSON:  The genesis, as we've talked about for this, is, in fact, the desire by the customers that currently aren't served and then ultimately letters from the Premier and so on.  So our genesis is from the customers that are looking for gas service.

MR. JANIGAN:  Do you think your customers would be upset with the idea that in the event that the 75 million was requested from existing ratepayers, that that amount would be contributed to by other ratepayers of other gas distribution utilities?

MR. KITCHEN:  Mr. Janigan, why don't you repeat the question.

MR. JANIGAN:  Yes, do you think your customers would be upset that the $75 million that would be required for your -- projects that you have planned might be contributed to by customers of other utilities?

MR. KITCHEN:  Well, I think that's where I'm stumbling, is on the last part of your question, around "contributed to by other utilities."


MR. JANIGAN:  Well, if you had a cross utility fund and you had -- you required 75 million and ratepayers of other utility were contributing to that fund, do you think your customers would be upset that it wasn't simply a Union project?

MR. KITCHEN:  Well, I suppose our customers may not be upset, but the customers of Enbridge might be.

MR. JANIGAN:  Okay.  Do you ever make -- have expenditures that benefit -- that customers pay for that benefit more than simply Union and Union Gas service?

MR. KITCHEN:  Give me an example.

MR. JANIGAN:  Well, for example, you pay a fee for regulation by this Board every year for the privilege of being regulated, and you -- is there a -- is there a --


MR. SMITH:  Surely we can refuse that.


[Laughter]

MR. KITCHEN:  Yes, we also pay for the -- we also pay for the privilege of you asking me questions.

MR. JANIGAN:  Oh, yes, indeed.  Well, at least that is on a cost causality basis, but you don't have any -- there is no tracking of how much time it takes to regulate Union as it relates to the other utilities that the Board regulates.

MR. KITCHEN:  Well, we don't track the time, but there is a cost assessment that we receive every quarter that is based on the number of customers that each utility has, so there is -- there is a recognition at least at the Board that those costs are allocated to all the regulated utilities.

MR. JANIGAN:  But it is on the basis of customer; it is not by basis of activity.

MR. KITCHEN:  I think it's -- yes, it's by basis of customer, I think is the new way of doing it, yes.

MR. JANIGAN:  I wonder if I could turn you to page 6 of my compendium.  And I'm afraid I've -- I don't understand what happens in each case and what condition triggers the amount of projects that may or may not be done.

As I understand it, the first hypothetical is you -- you use the money above the rolling project portfolio of a PI of 1 in order to subsidize the expansion projects up to a threshold of .8; am I correct on that?  If I've -- if I'm mangling this, feel free to step in and tell me what this hypothetical means.

MR. OKRUCKY:  No, you're not correct with that.

MR. JANIGAN:  Okay.  The 14.6 million, I assume that's the amount that the rolling project portfolio is above the PI of 1.

MR. OKRUCKY:  That was the average for a three-year period.

MR. JANIGAN:  Okay, and if you took that -- that money, or you took that as an average, and applied that to expansion projects in order to raise them up to a PI of .8, is that where the figure of about three projects a year is applicable?

MR. HOCKIN:  Underneath the existing arrangements there are several, I'll call them limiting criteria for lack of better words, that the individual project cannot be less than .8.  That's the limit.  The investment portfolio has to be a number of 1.1, and the rolling PI needs to be a PI of 1.0.

The answer to this question was, well, if you were not constrained by the .8 could you do some business subject to the limitations of those latter two criteria?  And the answer to that was:  Looks like we could do three.

MR. JANIGAN:  But you would have to not be constrained by the PI of 8 (sic).  Is that what you're saying?  You --


MR. HOCKIN:  That's correct.

MR. JANIGAN:  Okay.  So what PI would you have to have in order to be able to do three or four of these projects?  You are using that 14.6 million, for example, I assume, on average from the rolling to -- to contribute to the expansion projects.

MR. HOCKIN:  Well, the assessment for this was along the lines of the last year -- three -- last three years' average is the 14.6.  If we had 14.6 again this year, so to speak --


MR. JANIGAN:  Yes.

MR. HOCKIN:  -- well, how many projects could we take off the list if we were just able to march off and do them right now, and the answer to that would be about three is what it looked like.

MR. JANIGAN:  And when you did them with that 14.6 contribution, what would be the PI of the projects?  Does it bring it up to -- it doesn't bring it up to .8, or does it bring it up to .8?

MR. HOCKIN:  I don't -- I don't recall what the criteria -- what the mathematics were when this one was done, this -- this answer.

MR. JANIGAN:  Okay.

MR. HOCKIN:  But the message really is, very little business will be done underneath the program with the existing three limitating (sic) criteria.

MR. JANIGAN:  Okay.  Can you provide me with how many projects could be done with maintaining the individual PI of .8 if you have -- if you use the 14.6 figure, which is effectively making the rolling PI of 1, and as well, the lowering the IP figure so the safety factor is removed so that that is also 1?

MR. HOCKIN:  We'll take that as an undertaking.

MR. JANIGAN:  Thank you very much.

MR. MILLAR:  J6.12.
UNDERTAKING NO. J6.12:  TO PROVIDE HOW MANY PROJECTS COULD BE DONE WITH MAINTAINING THE INDIVIDUAL PI OF .8 IF YOU USE THE 14.6 FIGURE, WHICH IS EFFECTIVELY MAKING THE ROLLING PI OF 1, AND AS WELL, THE LOWERING THE IP FIGURE SO THE SAFETY FACTOR IS REMOVED SO THAT THAT IS ALSO 1.

MR. JANIGAN:  I wonder if I could turn you to page 9 of my compendium.  And as I understand it, that Red Lake was the last similar project to a community expansion.

MR. OKRUCKY:  That's correct.

MR. JANIGAN:  And in that case the project proceeded on the basis of a major industrial customer, GoldCorp, making the capital contribution, correct?

MR. OKRUCKY:  As well as the federal and provincial government.  They made contributions as well.

MR. JANIGAN:  Now, I know there was a slide that was up a little earlier today in relation to how well your forecast matched the actual customer account.

It seemed to me that it fell short by, I don't know, about somewhere between 30 and 40 percent.  Am I correct on that?

MR. OKRUCKY:  I believe you're referencing a slide that was up talking about one specific project, and in the response to that we pointed to a Board Staff IRR from EB-2015-0179 that gave a summary for three projects, and in those three projects I know that -- I recall now that the attachment rate after ten years was 55 percent.  But I'd have to look it up again to give you any more detail.

MR. JANIGAN:  Fifty-five percent of the forecast?

MR. OKRUCKY:  Fifty-five percent of the potential customers connected.

MR. JANIGAN:  What about the forecast itself?

MR. OKRUCKY:  I'd have to go back and look it up to find that number.

MR. JANIGAN:  Can you separate -- it sound like there was more than simply the more than the Red Lake figures in with those figures; is that what you're saying?

MR. OKRUCKY:  Yes, the response that we have in your compendium listed the projects that we went and looked at.  They were larger projects back from the mid 1990s.

MR. JANIGAN:  Could you isolate Red Lake and undertake to give me that figure, the difference between the forecast and the attachments for Red Lake only?

MR. SMITH:  Sorry, I actually believe we have an undertaking already from earlier to look at the Red Lake.  This was the question of the 1265 and reconciling that number and -- oh, yeah, it's on the screen now.

MR. OKRUCKY:  It was for EB-2016-0179; it was a Board Staff IR.  I don't recall are I just don't recall the number.

MR. JANIGAN:  It was – yeah, I think it was Staff 14 and it contains --


MR. OKRUCKY:  Yes.

MR. JANIGAN:  -- attachment 1.  But that's not -- that's for more than simply Red Lake; right?  Or is it just Red Lake?

MR. OKRUCKY:  No, that IR was related only to Red Lake.

MR. JANIGAN:  Okay, then it's already been done for me.  Thank you very much.

I wonder if you could turn to page 11 of my compendium?  And here I'm referencing the situation with South Bruce that has been negotiating a particular franchise agreement.

What is your opinion of using the franchise agreement as a tool to expand into these communities?

MR. SMITH:  Sorry, can I just understand what you mean, Mr. Janigan, by as a tool?

As you know, it is a legal pre-requisite that you have to have a franchise agreement and a certificate of public convenience.

MR. JANIGAN:  Well, let's say, is this -- is the negotiation process associated with the franchise agreement appropriate to the effort of other utilities to expand into communities such as South Bruce?

MR. SIMPSON:  I'll maybe attempt a high-level answer and we'll see if that satisfies the -- I'll go to what I understand to be the intent of the franchise agreement developed in 2000, and I went so as far as to find a rather dated handbook from 2002 signed by Floyd Longren.

But in my words, it seemed like a tool to address municipal property access, so where pipes can go, the incumbent utilities' responsibility to provide drawings and information and plans.

And then on occasion, as pipeline is relocated, how that would take place and what arrangements would be required between the two utilities.

That is the purpose, as we understand it, of the model and how we use it.

MR. JANIGAN:  What do you think might happen to the renewals of agreements that Union has if municipalities were to find out that some of their counterparts had negotiated a different deal than what is in the model franchise agreement?

[Panel confers]

MR. SIMPSON:  I was going to offer, and Mr. Okrucky confirmed, I'm not sure that we can speak to the impact that may or may not have.  We haven't dealt with that in any fashion, and that is not consistent with past use.  So I think it would draw a lot of attention before I could respond.

MR. JANIGAN:  Of course, any franchise agreement would, of course have to be approved by the Board, correct?

MR. SIMPSON:  Agreed.

MR. JANIGAN:  Finally, in my examination of the Enbridge panel, it was noted that they employ an AACE cost estimate classification system that -- in relation to their cost estimates, and in terms of the degree of certainty associated with the same.

I understand that Union does not employ that system.  Do you employ another kind of cost estimation system?

MR. SIMPSON:  Yes, we'd don't employ a formal cost estimation system at Union for distribution projects.

MR. JANIGAN:  So you don't have -- you don't measure certain stages of what level the cost estimate is at; you have a certain confidence in values associated with it?

MR. OKRUCKY:  No, but if you're looking for what I would call a comparison to the AACE system, our perspective is that the projects that have not been put forward with any detail – for example, projects below the first five, with the exception of Kincardine -- would be probably about class 4 equivalent.

And Milverton, Prince Township, Lambton Shores, Moravia Town would be class 1 equivalent.

MR. JANIGAN:  Thank you, panel.  Thank you, Mr. Chair.  Those are all my questions for the panel.

MR. QUESNELLE:  Thank you, Mr. Janigan.

Mr. Brett?  Just before you get started, Mr. Brett, obviously you are just -- I'll just let you know the last intervenor of the day and you have a time estimate which --


MR. BRETT:  I reduced my time from an hour to 40 minutes.

MR. QUESNELLE:  I'm just making the observation that even at 40 minutes, it is considerably larger than any of the others that preceded you.  So I would just ask you to keep that in mind as you go through.

MR. BRETT:  It is also less than some other people have used throughout the proceedings.

MR. QUESNELLE:  We'll anticipate that you've heard a lot of your questions in advance.

MR. BRETT:  I have heard some, not all.  But I have heard some for sure.

MR. QUESNELLE:  Thanks.
Cross-Examination by Mr. Brett:

MR. BRETT:  Let me start this way.  You had mentioned the other day, Mr. Kitchen or whomever, that throughout 2014, Union and Enbridge and perhaps others had had a number of meetings with the provincial Ministry of Energy and the provincial Ministry of Industry and Development -- that's Mr. Duguid's ministry, who guess has got the carriage of this policy and also, I think you said, the Ministry of Agriculture, right?

MR. OKRUCKY:  Yes, we have had a number of meetings over two-year period and those were all --


MR. BRETT:  Those were the ministries, right?

MR. OKRUCKY:  Those were summarized in an IR response in the previous proceeding.

MR. BRETT:  My question is: You did not have the Ministry of the Environment as part of those discussions, at least you haven't said that to date.

Why is that, do you know?  Is that the government sort of deciding who they are going to put at the table or -- one would have thought that the Ministry of the Environment would be a part of this.

MR. OKRUCKY:  The Ministry of Environment was not Involved in any of those discussions.

We were focused on the Ministry of Energy, and the Ministry of Agriculture obviously was involved because they have a very keen interest in farmers, and the Ontario Federation of Agriculture had had a keen interest in us developing our proposal as well.

And of course Economic Development was involved because there are economic development impacts, we believe, from a natural gas expansion program.

MR. BRETT:  Right.  But even though the Ministry of the Environment was, in the course over that period, of putting together a major new policy initiative, I suppose one of the most important in recent Ontario history, they weren't a part of those discussions?

MR. OKRUCKY:  Correct.

MR. BRETT:  Let me ask you about the costs.  I have a couple of questions on the costs.

The -- your proposal is for a 0.4 PI, which I think everyone would agree is a large reduction from the current 0.8; it cuts it in half. Why did you not stay with a .6, which in itself would have been a very substantial reduction, 25 percent from .8?  Why did you go so low as .4?

MR. OKRUCKY:  As I indicated a little earlier today, we decided to go with a lower individual project threshold in order to be able to capture more customers with what we thought was the ability to still strike an appropriate balance across rate impacts and costs and a number of customers.

MR. BRETT:  Could you turn up for a moment page 26 of your evidence -- pre-filed evidence in 0179, please?

MR. OKRUCKY:  Sorry, that was page 26?

MR. BRETT:  Twenty-six, yeah.

MR. HOCKIN:  For clarity, there is -- as filed and updated, so which page --


MR. BRETT:  Updated.  Page 26, updated.  Just, I think -- you're on 22?  Okay, there we go.  Now, would you move down a little bit?  I want to see the text underneath here, and then I want to go -- I'll go back up to the drawing.

But I want to look at that paragraph that starts at line 12.  It says:
"The main reason for the increase in customers that could be served as the PI decreases from 0.5 to 0.4 is the impact of a large project that becomes feasible at .4."

And that's the Kincardine project, with 8,000 new customers.

Now, that is, at the moment, not your project, but I take it that is the reason why you went to .4 from .5, because if you did, you could fold in the Kincardine project, which gives you a quantum jump, so to speak.

MR. OKRUCKY:  I would say -- I would agree that, yes, we did change the threshold.  It wasn't about Kincardine per se.  It was about getting as many customers as we could with reasonable rate impact.

MR. BRETT:  Now, I guess what I'm interested in is the -- you propose quite a -- as I say, quite a marked reduction in the cutoff point.

What would be the -- using your TES, Mr. Okrucky, and your current TES proposal, how many projects -- at what capital cost, roughly -- I don't -- would you be able to do if you had a project PI cutoff of .6 and .7 respectively?  I'd like to know both.

MR. OKRUCKY:  If I can take you to EBO 179, updated tab, Appendix D.

MR. BRETT:  All right.

MR. OKRUCKY:  You will see these columns on the right-hand side underneath the --


MR. BRETT:  Sorry, what column are you on now?

MR. OKRUCKY:  Go to the right-hand side.

MR. BRETT:  The far right-hand side?

MR. OKRUCKY:  Where it says -- there is a group of six columns that are labelled, including TES and ITE.

MR. BRETT:  Yes.  So you have six there is what you're saying.

MR. OKRUCKY:  Yes.  At a minimum PI of 6 (sic), those projects that have nothing in the CIAC required column, the far right column, would be the projects that we would be able to put forward.

MR. BRETT:  Sorry, those would be the ones you could do or couldn't do?

MR. OKRUCKY:  Those would be the ones we could do if there's no CIAC required in that -- in that -- the ones with the blank cell --


MR. BRETT:  Yeah.

MR. OKRUCKY:  -- in that column are --


MR. BRETT:  You could do those at a PI of 6, assuming that you had a TES -- your current TES proposal.

MR. OKRUCKY:  Correct.

MR. BRETT:  And what would those -- what would that total be?  Is that -- is there a way for me to calculate that from what's here?

MR. OKRUCKY:  Yes, if you go to the bottom of the table.

MR. BRETT:  Yeah.

MR. OKRUCKY:  There's a total that says, "qualifying projects with no CIAC at a PI of 0.6, 13 projects, gross capital cost of about 33 million."

MR. BRETT:  That's with no CIAC.

MR. OKRUCKY:  Yes, that's with no CIAC.

MR. BRETT:  But what about with CIAC?

MR. BRETT:  With CIAC you can do as many projects as people are willing to pay for the CIAC.  The --


MR. BRETT:  I'm sorry, that wasn't my question.  I apologize.  I wasn't as precise as I should be.  I'm assuming you take your present CIAC that you have, and I'm asking:  What number of projects could you do using your present CIAC but with these -- with a .6 and a .7 cutoff?  Now, what am I missing here?

MR. OKRUCKY:  The TES and/or ITE is the proposal that we've put forward, and we treat those as a revenue.

MR. BRETT:  I understand that.

MR. OKRUCKY:  Okay, and so if you're using the CIAC term to say, well, that could be TES or ITE or CIAC, then the numbers that I've provided here are the correct numbers.

MR. BRETT:  No, I think I'm using TES.  I think I should have given you another assumption.  I didn't mean to change the character -- the way in which you were going to characterize these payments.  What I'm really saying is, given the payments that you propose to take from the new customers, right?  I'm not arguing here about whether -- how it should be characterized for rate-making --


MR. OKRUCKY:  Yes.

MR. BRETT:  -- purposes.  What -- putting that together with a cutoff of .6 and .7, how many projects can you do at what capital cost?

MR. OKRUCKY:  13 at $32.6 million.

MR. BRETT:  And are they here somewhere?

MR. OKRUCKY:  Yes, they are in the row at the very -- near the bottom, that says "qualifying projects with no CIAC at a PI of equals 0.6".

MR. BRETT:  Okay.  And what would it be for .7?

MR. OKRUCKY:  I don't have .7.

MR. BRETT:  Okay.  Would you mind giving me that by undertaking?

MR. OKRUCKY:  That would be a huge amount --


MR. KITCHEN:  Mr. Brett, I think that if you look at the last three lines of that table you can see we go from 33 to 21 to 13, when we go .4, .5, to .6, and my expectation is we'd drop down to around 6 or 7.

MR. BRETT:  Okay.  And where are you again on the table?  I'm sorry --


MR. KITCHEN:  The very bottom of the table --


MR. BRETT:  There's -- there's -- I see a 31 number, a 12, and a 9.  Are we on the same table here?  I'm --


MR. OKRUCKY:  We're looking at the table that's on the screen.

MR. KITCHEN:  Just move over two columns.

MR. BRETT:  Yeah.

MR. KITCHEN:  "Qualifying projects with no CIAC at PI equal to .4".

MR. BRETT:  Yeah, sorry.  All right.  Thank you.  Okay.  I understand it with your counsel's help.  This is a complicated table, and it's late in the day.

Okay.  The next question is -- I asked this to Enbridge, but I would be interested in your view.  You are going to ask the Board to reduce the cutoff to .4, which is a change to EBO 188, a significant change to a policy or to a guideline that's been in place a long time.

How is this -- isn't -- I'm really asking you a little bit about the precedential implications of this.

Isn't it going to be more difficult for the Board going forward to hold the line on these projects at .4?  And let me just add one phrase:  You heard some lovely comments, and they were heartfelt comments, the other morning from folks from northern Ontario talking about the fact that they would like to be connected to the pipeline.

Now, I had the pleasure of growing up in northern Ontario, and as some of you know, it's mostly rock, muskeg, and water, and it is expensive to build in northern Ontario.

Are you going to get -- you know, and northern Ontario has long complained they weren't treated like southern Ontario.

Government being what it is and politics being what it is, are you not going to come under pressure to expand, having essentially set aside this long-standing principle for one purpose, which in your case is relatively modest, in Union's case is a lot less modest -- or, sorry, in Enbridge's case is a lot less modest -- are you not going to come under pressure to do more and more of this sort of thing as a result of making this first change?  Could you give me some comments on that?

MR. OKRUCKY:  We're under pressure today to do a lot of this.  So, I don't expect that that will change.  I guess the way I would put it is what we've identified in our proposal is what we believe is a manageable rate impact for existing customers, and we would have to revisit that if necessary, or if we were getting a lot of pressure.

But these municipalities are not just in contact with us.  They're also in contact with their municipal -- sorry, their municipal representatives as well as provincial representatives.  So there are all -- there are other means, I guess, of achieving supports for this kind of program provincially.

MR. BRETT:  I have just a couple of questions on that program because we've talked about it quite a bit.  But just briefly, you agree with me, I take it, that the provincial grant program was not a part of the 2016 budget, right?

MR. OKRUCKY:  Yes, we did indicate that in our -- yeah.

MR. BRETT:  And do you infer from that, as I think I infer, that if the government were really intent on progressing a grant program in the near future -- and I'm mindful of Mr. Wilson's comment yesterday that the grant program is the real McCoy here; it's not the loan, it is the grant program, that's what changes the economics of things.

If the government was intent on progressing that program, they would have put it in the budget in 2016.

The budget is a big document.  It telegraphs the government's plans for the next year, but it's not in there.

So I infer from that that the government has sort of passed the ball over to the regulator, and somehow hoping the regulator can figure out a way to do this without having the government have to announce a grant program in the same month that they're announcing a GHG program.

Now do you have a -- is that's what's happening here in your view or what -- and maybe as an add-on to that, could you tell me, do you have any hard information, and I mean hard information, on when, if there is still a grant program, when it would be expected to come into play?

MR. QUESNELLE:  Mr. Brett, I certainly would welcome the answer to the second part, but the first part is pure speculation.

In what manner would you say that -- let me back up a bit.  I think it's clear on the record as to what the motivator for the applicants to be here, ultimately it is at an invitation from the Board.  I'm wondering where -- in order for, you know, Union's witnesses to respond to that, other than the hard information they may have, what value would their speculation as to what the government may or may not mean with something in or out of the budget as far as us creating this framework.  I'm missing the connection.

MR. BRETT:  Well, let's deal with the second part then, the hard information.

MR. SIMPSON:  We do not have any of that information.

MR. BRETT:  Okay.  On the first part, I'm not --


MR. QUESNELLE:  We will --


MR. BRETT:  I'll take your view on the first part.  I think what I'm simply trying to point out here is that to me, at least, it's -- and it may be no more than a personal view, is that there's a lot of uncertainty around this program.  So maybe I'll just leave it at that.

MR. QUESNELLE:  That would be great.  You're welcome to the views of --


MR. BRETT:  I think that will shorten our discussion anyway.

Let me talk briefly about industrial development impacts.  Now you know this is -- the government has pointed out the importance of this as a part of the rural – the and remote and rural gas expansion in their budget and in their letters.

You're familiar with the Red Lake -- you were involved -- you guys did the Red Lake extension.  You agreed, I think, with someone earlier and I'll just ask you quickly -- the Red Lake project was done without contribution from the existing ratepayers; correct?

MR. OKRUCKY:  That's correct.

MR. BRETT:  It as done by a combination of $20 million, roughly, from GoldCorp and some loans that GoldCorp made to the municipalities to allow them to make contributions which were later paid back when the government -- federal and provincial government chipped in money to the municipalities to pay their $7 million share; right?  I mean broad, high-level.

My question is: Have you in this case looked at -- and I just want to ask one -- it's true, I believe, and I can't give evidence.  But I think you'd agree that GoldCorp had a major role in making this happen.

The question I have for you is that -- have you sought out similar industrial anchor tenants, if you like, or industrial purchasers that might sort of form the basis of an expansion, of your expansion?  What have you done in that regard?

MR. OKRUCKY:  For the first four projects, we have talked to a number of large cheques and industrial customers to understand their intents.  That's the Milverton, Prince Township, Lambton Shores and Kettle Point Project, and the Moravian First Nations project.

So to the extent we were aware of large commercial industrial -- and I'm using the term jointly because in some cases, I've heard people refer to industrial customers here when I think they're trying to talk about the largest contract rate type industrial customers, and there are many industrial customers who are in rate M1 or M2, or rate 01 or rate 10.

So in the case of the other projects, the other -- the balance of the 29 projects, we have not gone into the communities to talk to potential customers.  We haven't done the assessment at that level of detail.

MR. BRETT:  Fair enough.  It's tied to another question I have.  I'm just not sure why this is the case, but my understanding of your evidence is that you don't include prospective revenues from industrial customers in your calculation of your PI for the project; is that right?  And why is that?

MR. OKRUCKY:  We have not included a large industrial, contract rate customers in what you see in appendix D because they can have a distorting impact on the overall project.  They could be a significant risk to the project if they elect not to attach.  And if they're going to attach at the same PI as the rest of the project in any event, yes, there's incremental cost, but they are at the same PI.  The PI for those two projects combined is still going to be the same PI.

MR. BRETT:  When in -- when -- let me just step back a minute.  When you are doing that initial forecast and calculation, like in one -- in the case of Kincardine, you have a huge facility there that's in operation.

Now, granted they've got their own gas system at the moment, but why wouldn't they be included in setting out what the revenue and the PI and everything would be?

MR. OKRUCKY:  Well, they would be included in we were putting forward a leave-to-construct application.

This list was developed as a means of understanding the broader scope of a potential program. It wasn't to quantify and develop leave-to-construct applications to as many as 103 projects or whatever on this list, 103 projects.

MR. BRETT:  No, I understand.  But they are one of the first four, right?

MR. OKRUCKY:  No, no they are not one of the first four.  Kincardine is number 29 on this list.

MR. BRETT:  So they were one of the 29 on this -- sorry, I understand.

But as a general policy, you don't include those so you end up with a smaller prospective revenue that you otherwise would have.  I mean, what I'm really getting at is you've got a big hole there, and you're not looking at all of the potential revenue from the people that -- you're not displaying the potential revenue from all of the customers that are in the area.  You're displaying a part of it.

MR. HOCKIN:  Maybe I can bring this to a close.  If there were large industrial customers that we were aware of, we would include them in the economics when we brought them forward for a particular project.

We have heard this discussion about Greenfield being a large customer and certainly they are.  For the rest of the projects on the list, there isn't a single Greenfield Ethanols type of customer in that list.

For the purpose of what we've been able to discern so far, they are more typical commercial customers and residential customers.

If we find that there are large volumes when we get into the deeper details, we will address them at that time.

MR. BRETT:  Okay, thank you.

I think you did agree this morning, you discussed this with, I believe Mr. Buonaguro, I'm not certain, but you were talking about the new -- the EB-2012-0092, the updated transmission guidelines, and I think that you -- you agreed that what we're talking about in this case is the -- is distribution expansion, not transmission, and what's applicable at the moment, therefore, is EBO 188, not 134; is that a fair summary?

MR. HOCKIN:  188 is applicable for what we're discussing, yes.

MR. BRETT:  All right.  Now, your approach to -- you've discussed some -- a little bit the question of new entrants and how -- what the process would look like as you see it.  As you could tell from my earlier IRs, you have a -- you see a very large role for the Board in sort of policing or regulating new entrants.

Your counterpart, Enbridge, is somewhat more relaxed.  They sort of say, well, anybody can -- has a right to do this, and -- but you -- do you believe that a new entrant that wishes to come into the province can charge whatever rates are necessary for it to recover its cost of service?  In other words -- or do you have an issue with that in some fashion?  Are you saying they have to use your rates, for example, or...

MR. KITCHEN:  Well, the new entrant will have to apply to the Board for approval of rates and the Board will determine whether those rates are appropriate.

MR. BRETT:  That's how you answered my question, and I understand they will -- they will apply.  In fact, for the new entrant's sake he has to have some assurance he's going to be able to recover the money he's laid out, right?  So you would agree with me that when he goes in initially to get permission, before he puts a shovel in the ground he's got to have at least some sort of interim rate or some pretty firm idea that the Board is on-side to what he proposes to charge.

That's not my question.  My question is:  Is he entitled to ask for rates that are sufficient to cover his cost of service regardless of what your rates happen to be at the time?

MR. KITCHEN:  No, it is no different than the fact that Enbridge has -- Enbridge and Union have different rates and we have different rates from NRG.

MR. BRETT:  Okay.  Now, you talk about Y factor treatment.  You want Y factor treatment for these expenditures.

What -- approximately what are -- well, first of all, you mentioned a little earlier your last year -- your current IRM ends at December 31st, 2018; right?

MR. KITCHEN:  Correct.

MR. BRETT:  And you are looking for a Y factor for the next couple of years.

What's your -- what are you proposing to spend for those first four projects?  What's the proposed capital spend there?  I have a number of 10.4, but I'm not...

MR. OKRUCKY:  I'm just adding the first four projects up on Appendix D, and it appears to be 9.77 million.

MR. BRETT:  How much?

MR. OKRUCKY:  9.77.

MR. BRETT:  Okay.  And that's not a very large amount relative to your cost of service, relative to any of your indices, relative to your capital budget.  Why are you seeking Y factor treatment for such a small expenditure?

MR. KITCHEN:  As I indicated to Mr. Rubenstein, the reason that we are seeking Y factor treatment is that we're looking at the community expansion program as a program and with a total expenditure in excess of $100 million.

It is outside of the -- it is outside of what our normal business would be, and therefore we are seeking capital pass-through for that --


MR. BRETT:  But in the first -- fair enough, but in the next -- the next two years, the existing IRM is only good for two years, then the whole thing is up for negotiation, so why would you seek it for the next two years?  Why wouldn't you wait until --


MR. KITCHEN:  As I said, we are seeking it for the program.  If we were to change -- if we weren't seeking capital pass-through, then we'd have to change our proposal.  In fact, something -- for example, we're proposing to defer the surcharge from customers and the tax-equivalent payment and refund that back to customers.  If we weren't passing that -- if we weren't passing through the capital we certainly wouldn't defer the revenue.

MR. BRETT:  Defer the revenue in the sense of taking it over a period of years rather than taking it upfront?

MR. KITCHEN:  The revenue will be taken over a number of years; we're not taking the revenue upfront.

MR. BRETT:  That's what I mean.  But you're talking about new customers, revenue from new --


MR. KITCHEN:  Talking about new customers.

MR. BRETT:  But you might have -- but you are not -- you're -- the risks you've -- I think we've discussed this earlier, but the risks in the new expansion have been pretty well laid off on to existing customers; correct?

MR. KITCHEN:  The risks are on all repairs.

MR. BRETT:  Question on your contracts, on how you'd implement this.  You talked about having alliance contracts in place, and you talked about these contracts being time and materials.

Is that equivalent to a -- to a cost-plus contract?  Is that pretty much...

MR. OKRUCKY:  I don't believe so.  It's based on time and materials for the work that the contractor does at given rates.  Part of that alliance agreement is a review of all the work the contractor has done on an annual basis to ensure that the rates that were being charged are reasonable.

MR. BRETT:  And the alliance is what, a grouping of contractors that you deal with?

MR. OKRUCKY:  We have -- I believe -- I'm just -- I'm searching my memory a little bit.  When I was more familiar with the details, we had two alliance partners, and they're long-term contracting relationships with those partners.  I don't believe that it has changed, but I would have to go back and double-check that.

MR. BRETT:  Okay, just one other -- on the question of how you characterize the payments from new customers, I know we're getting some IR -- we're getting some undertakings in this area as to which -- which -- as to which option, either treating the payments from new customers as revenue or treating them as contributions in aid.

That said, the -- you made the point that if there were to be a -- some sort of a fund, a reserve fund, which I know you don't agree with, but you're saying if there were such a fund and it were to make a payment to, among others, a new entrant, that recipient utility would need to reduce its rate base to the extent of the subsidy; right?

MR. KITCHEN:  I expect that would be the treatment.

MR. BRETT:  But yet you say when new customers make contributions to you, you say that that should be considered revenue.  But I don't --


MR. KITCHEN:  And that's all set out in LPMA number 1.

MR. BRETT:  I understand that.  I've read it many times.  But the question is why the inconsistency.

MR. KITCHEN:  I don't think it is an inconsistency.  When we are collecting the surcharge from the new customers, we are collecting it as revenue.  It is a rate against a volume.  It comes in as revenue.  If we were to treat it as an aid, we would actually have to go through a whole different accounting methodology to actually treat it as an aid.

In fact, we would have to set up a receivable for the amount of -- or the entire amount of what we are expecting to collect for customers.

MR. BRETT:  The accounting may be different, but the substance of it -- the substance of it is a contribution to the project surely.

MR. KITCHEN:  You can make contributions to in two ways to projects.  You can make them through collection of revenue, or you can make them through up-front payments.

 Mr. Yatchew just talked about that as being two options.

MR. BRETT:  Well --


MR. QUESNELLE:  I'm interested in your views in argument, Mr. Brett, as to whether or not you feel that --


MR. BRETT:  No, I understand that.  I just note that you had said earlier that if you didn't have one advantage, you might have to change that to an up-front payment.  So it sounds to me like what you want at the end of the day is a part of your cost, leaving aside the accounting nuances of it all.

Now you say in BOMA 57 -- you don't have to turn it up.  I don't think I can give you the quotation, you are welcome to turn it up.  You say there that Union says the Board should avoid prescriptive rate-making.

Now, you also -- first of all, what do you mean by that?  Do you mean that the Board should -- well, what do you mean by that when you say the should avoid prescriptive rate-making?

MR. KITCHEN:  I'm not sure what more I can add than what's in the response.

MR. BRETT:  I'm sorry, I can't --


MR. KITCHEN:  I'm not sure I can add more than what's already in the response, Mr. Brett.

MR. BRETT:  Okay, now, just on the response, I'm going back -- and because of the time, I won't go back into your evidence, but I think it's in -- I think it's in 4.1E of your 004 evidence.

You speak about the idea that Union wants the freedom to charge a different rate in each of these localities.

Now, are you speaking there --


MR. KITCHEN:  Actually --


MR. BRETT:  Just a second.  Let me finish.

MR. SMITH:  That's not Union's evidence.

MR. BRETT:  Let me finish my question.  I haven't finished my question.

When you say that, do you mean that it's different in the sense that your TES is different for each municipality?

MR. KITCHEN:  No.

MR. BRETT:  What do you mean by the --


MR. KITCHEN:  I don't think we say that.

MR. BRETT:  What do you mean by the statement?

MR. QUESNELLE:  Mr. Brett, you are establishing the premise on which you want to base the question, and they're suggesting the premise isn't correct.  So if we can just wait --


MR. BRETT:  I'm asking them to look at their evidence, because the evidence is pretty clear.

MR. SMITH:  Well, then let's have the witnesses turn up the evidence.

MR. BRETT:  That's what I'm asking, before you interrupted me.

MR. KITCHEN:  Let me, let me -- we are not proposing as part of our program to have different rates for different municipalities, or different communities.

Twenty-three cents would be common, and to the extent that you were a northern customer or southern customer, you would pay whatever rate is on the rate schedule.

I think that what we were talking about is, you know, if -- if the possibility of moving away from postage stamp rates if became necessary to serve these communities.

MR. BRETT:  That you're talking about?

MR. KITCHEN:  That's all we're talking about, but we are not proposing --


MR. BRETT:  So what are you saying exactly, that if became necessary in what way?  How?  Because that's -- we're getting to now what I thought to be the essence of that part of your evidence.

MR. KITCHEN:  I think --


MR. BRETT:  What do you mean, if it became necessary?

MR. KITCHEN:  I think all we're saying is that if there was a rationale that we could bring forward for having different rates, we'd like the flexibility to do that.

It is not our expectation that we would do that.

MR. BRETT:  Okay, that's helpful and that's really what I was trying to get at.  You want the Board -- and I'm sorry I was a little bit rough around the edges there.

What you're saying, as I understand it, is in this framework -- in this framework you want the Board to give the flexibility to charge something other than postage stamp rates if necessary.

MR. KITCHEN:  No, no, we are not asking for that as part of this framework.  That's not part -- that's not something that we want in the framework.

MR. BRETT:  All right.  Okay.

MR. KITCHEN:  Our application -- we'd have to apply for it.

MR. BRETT:  You'd have to apply separately for it?

MR. KITCHEN:  Right, and to be honest, Mr. Brett, I don't see it happening.

MR. BRETT:  Well, nor do I.  Thank you very much.  Those are my questions.

MR. QUESNELLE:  Thank you, Mr. Brett.  Mr. Smith, any redirect?

MR. SMITH:  Just a little bit.  I expect to be about 45 minutes -- I'm kidding.  No.

MR. QUESNELLE:  Okay, with that, thank you very much to the Union witness panel, and we are going to resume tomorrow with EPCOR witness back up at noon.

MR. SMITH:  Thank you.

MR. QUESNELLE:  Thank you very much.
--- Whereupon the hearing adjourned at 5:20 p.m.
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