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Friday, May 13, 2016
--- On commencing at 12:01 p.m.

MR. QUESNELLE:  Good afternoon.  Please be seated.

Good afternoon, Mr. Kaiser.
Preliminary Matters:


MR. KAISER:  Mr. Chairman, I have one preliminary matter --


MR. QUESNELLE:  Microphone on?  Yeah?

MR. KAISER:  It should be on.

MR. QUESNELLE:  Okay.

MR. KAISER:  Last day I had put some questions to the panel on something called "an advanced reinforcement charge", and I think you heard questions from --


MR. QUESNELLE:  Thank you.

MR. KAISER:  -- Mr. Rubenstein and others.  I'd like to file the letter I was referring to.

I'd just point out there was some confusion on the record about customer station costs and the advanced reinforcement costs, and this letter shows how they're calculated, and I think we'll make it clear to you when we come to argument on this.

MR. QUESNELLE:  Okay.  So you want -- you're filing that?  Okay.

MR. KAISER:  I'm not going to ask Dr. --


MR. QUESNELLE:  No, it's just an aside for -- okay.

MR. SMITH:  Sorry, I do have a concern about it.  I have a concern from two perspectives.  The first is I don't know what my friend is going to say in argument about the document.  There was an exchange in the record about station costs and advanced reinforcement costs.  There was no confusion about the amount of those costs.  Mr. Hockin was very clear that the $1.2 million referred to station costs.

My friend had an opportunity to cross-examine the Union witnesses and to put the document to him at that time.  The Union panel isn't here now, and I don't know what my friend is going to say about the document, but if it's only limited to the numbers, my friend already has those on the record, and if it's anything else, I think as a matter of fairness he had an obligation to put the document to them, and he didn't do so.  So I don't think it's open to him to file it.

The situation is particularly acute in this instance because, as the Board will be aware, we had asked that there be an EPCOR witness as part of these proceedings, and my friend took the position that they would not call an EPCOR witness and had no obligation to do so.

So we don't have an EPCOR witness, so the document can't even be adduced through an EPCOR representative and we would have an opportunity to cross-examine that person.

So I understand my friend may have decided that he wants this document in the record, but respectfully, I think it's too late, and he shouldn't be able to do it at this stage, particularly when we have no idea what use the document may ultimately be made of.  And if it's what he says, there is no need for the document.

MR. QUESNELLE:  So the quantum is on the record, Mr. Kaiser.  I have heard from your description of it that this is intended to provide a description of what the two different charges are, or what's the --


MR. KAISER:  Let me explain it.

MR. QUESNELLE:  Okay.

MR. KAISER:  And let me step back, because I think this is important, and I am very aware of the limitations on time.

If you look at your issues list -- and I'm referring first to 4(b) -- you put forward the following:
"What costs should be included in the economic assessment for providing natural gas service to the communities and how are they to be determined and calculated?"

I emphasise the latter.  And 4(e) says:

"Should there be exemptions to certain costs being included in the economic assessment for providing natural gas to services not served?  If so, what are those exemptions, and how should the OEB consider them in assessing to approve specific communication expansion projects."

Now, we know, and everyone in the room would agree, that one of the barriers to getting gas in these communities is the upfront costs, and we're addressing various possible solutions to that.

I did raise this.  I didn't have the letter yesterday.  I was a bit surprised that witness didn't have the detail I was hoping.

I'm not concerned here with the rates.  If there's a rate issue that'll get determined elsewhere at some other point.  What this document does show, sets out the assumptions and tells you how this is being calculated.

It will be my position that this cost should not be included in the cost of serving these expansion territories. It was apparently included 25 years ago in Port Elgin.  It's now being dusted off now.

We will take the position it is not appropriate.  If you decide that you think it is a proper cost, we would go to 4(e) and suggest that under that category there should be an exemption on this cost, at least in the case of expansion communities.

So I'm tendering this document simply so you know what I'm talking about.

MR. QUESNELLE:  Well, understood, but I don't know that the record doesn't already provide that, Mr. Kaiser --


MR. KAISER:  It doesn't show you how it's calculated.

MR. QUESNELLE:  Well, I think that to the extent that the advancement costs -- there's quite a bit of testimony on the record.  I understood it, you know, as to what the advancement costs would -- the nature of it, and also, we have the original decision in which -- is cited in the evidence as to the origin and the genesis for the inclusion as well, which there may be argument as to whether or not this charge, you know, coming from that is appropriate, given its genesis.  I don't know, but that's on the record as well.

MR. KAISER:  I have looked at the original decision, and it will give you no assistance, and I have no objection if Union wants to respond to something; I think it would be useful for you to have this so you know what you're talking about.

The record is not complete as it stands, and this will be an issue.  I'm not going to put it to Dr. Yatchew.  It's not something he has any knowledge of it, and if Union wants to somehow suggest it -- it's their letter.  I'm not -- it is not my letter, it is their letter, and I presume it sets out accurately what they're asking for.  And when they say in their evidence, We want to introduce for the new first time this advanced reinforcement charge, I'm just trying to complete the record.

MR. QUESNELLE:  Mr. Smith, can you think of a way that we could have access to this and have your client review the letter and provide any commentary that they want as far as the description goes?  It sounds like it's going to be key to -- our understanding is going to be -- high-level understanding is going to be key to our making a determination on this.

MR. SMITH:  Well, let me pick that up in reverse order.  The first is, I don't agree that it's -- the letter is useful for any purpose at this stage because, as I heard my friend, there's nothing that he articulated that wasn't asked or couldn't have been asked.

He had the letter from its date.  He obviously had the letter well before the cross-examination, and if there's questions about anything other than the 1.2 million or the 4.2 million, he had an opportunity to ask them.  So I don't think you have a rationale.

I mean, as a -- just a fundamental fairness, it shouldn't be open to a party to adduce documents after the witnesses have not just left the stand, but left the city.

MR. QUESNELLE:  We're trying to go forward in a
very -- as fair a fashion as we can, and I'm offering it to you, Mr. Smith, as to how we would accomplish this.

If the letter is something that is going to inform the Board to make a better decision, we would like do have it. How do you suggest we do that?

MR. SMITH:  Then we should not be required to provide an explanation of the letter until we've seen the use to which the letter is being made.  And so I don't -- let me put it this way --


MR. QUESNELLE:  I understand.

MR. SMITH:  -- the way I understood your question, Mr. Chairman, was that we would describe the letter now.  I could have the witnesses -- the Union -- provide some sort of explanation of the letter.

I don't think that's particularly helpful at all. The letter says whatever it says.  I think I have to see what EPCOR is going to say about the letter and be given an opportunity to respond, if that's appropriate.

MS. SPOEL:  Mr. Smith, I mean, the suggestion for -- that we think is clear that we've made for argument in this case is that everybody is going to get two rounds, so Union will have a chance to respond to anything that EPCOR says about this letter, and I presume you would allow a bit more latitude, given that the --


MR. SMITH:  That's all I'm asking for.  Mm-hmm.

MS. SPOEL:  You know, if EPCOR says and you say, well, no, that's not Union's policy as to how they calculate it, no matter what the letter says, we'll give that the appropriate weight, I would think.

MR. SMITH:  That, I think, is the direction that would work.

MR. QUESNELLE:  So at this juncture, what needs to be done then --


MR. SMITH:  Well, he can mark the letter, and understand if we have to provide some explanation in our argument that we'll be afforded the opportunity to do that.

MR. QUESNELLE:  Oh, yeah, I'm sorry, I hadn't thought that --


MR. KAISER:  That's fine, Mr. Chairman.  I was just trying to assist the Board.

MR. QUESNELLE:  Thank you.

MR. MILLAR:  K7.1, and it is the letter dated April 21st, 2016 from Union to Mr. Wolnik at EPCOR.
EXHIBIT NO. K7.1:  LETTER DATED APRIL 21ST, 2016 FROM UNION TO MR. WOLNIK AT EPCOR.

MR. KAISER:  And Mr. Chairman, Dr. Yatchew is available for questions from the panel or others.

Dr. Yatchew; Resumed.

MR. QUESNELLE:  Okay.  Thank you, Mr. Kaiser.

Okay.  Starting off with you, Mr. Stevens, for Enbridge.
EPCOR UTILITIES INC. - PANEL 1, resumed

Adonis Yatchew, Previously Affirmed
Cross-Examination by Mr. Stevens:

MR. STEVENS:  Thank you, Mr. Chair.  Good afternoon, Dr. Yatchew.  My name is David Stevens, and I'm here on behalf of Enbridge Gas Distribution.  I see I have 15 minutes today, so I'll move as quickly as I can.

Starting in your pre-filed evidence at pages 6 to 7, you speak about the benefits of competitiveness or competition for franchise areas, and one of the items that you note is that this is likely to ensure that new customers are served at the lowest cost.

Given that observation, would you agree that the anticipated rates that a distributor will charge to customers in the new community is a relevant item, that should be disclosed to and considered by the municipality when it's considering competing bids?

DR. YATCHEW:  I'm not certain at what stage that information would reasonably be disclosed with some -- reasonably available with some confidence to the municipality.

For example, if there's a multi-stage process, as we have here, a franchise agreement stage and a subsequent leave to construct, it is not clear to me at what stage.  But eventually, yes.  Before we start digging, or somebody starts digging, the municipality should have some idea of what kind of rates to anticipate.

That is also an essential part of the assessment of rates of conversion --version within the -- within that municipality.

So, yes, at some point in the process.

MR. STEVENS:  Is it your expectation that when the municipality awards or decides to whom they are they're going to agree to a franchise agreement, or with whom they're going to agree on a franchise agreement, that at that point it's just a one-on-one negotiation, that there is no longer any other competitors?

DR. YATCHEW:  I'm not sure I understand that.

MR. STEVENS:  What I'm concerned about is the way you've described it is that at the time that the franchise agreement is awarded by the municipality, there may not be any information about the rates.

DR. YATCHEW:  I’m sorry, you're at page 7, line?

MR. STEVENS:  I'm just speaking more in general in response to the answer you just gave.  I asked you whether it would be relevant for the people -- for the municipality to know the rates that a bidder was offering.  And you told me yes, but that might be late in the process.

DR. YATCHEW:  Exactly.  It's not as if the municipality would have no information relating to costs. So a proponent could very well have a reasonable assessment of its costs at the franchise stage, or at least a first approximation.

The problem is that there are various elements that will determine the rate structure, ultimately. These include contributions from provincial sources, the potential of contribution from an expansion reserve should that be approved, the impact of that -- there is an iterative calculation that needs to be done to estimate conversion rates and so forth.

So while I think costs might be estimable, rates are much more difficult to assess at the early stage.

DR. YATCHEW:  Okay, thank you.  Another thing that you talk about in your evidence is when there's multiple firms vying for customers, there is likely to be innovative offerings to secure a deal.

Is it fair to assume, or fair to conclude that EPCOR's agreement to pay 1 percent of total non-gas revenues to the municipalities is an example of an innovative offering that you have in mind?

DR. YATCHEW:  I'm not familiar with the details of the agreement.  I'm not aware of whether that kind of arrangement has been prevalent in the past or not in other franchise agreements.

MR. STEVENS:  But I'm just speaking about it in this circumstance.  Would you consider that -- is that the sort of innovative offering that you have in mind?

I'm sure you've seen the evidence that at least discloses at a high-level that the municipality will receive 1 percent of the non-gas revenues that EPCOR collects.

DR. YATCHEW:  As I said a moment ago, I don't know if that's an innovative agreement because I haven't seen others.  So it may be part of an agreement, as part of a negotiation.  Whether that is innovative or not, I can't tell for sure.

MR. STEVENS:  So for something to be innovative in your mind, it's -- that is signifying that it's new or it's different from what currently exists?

DR. YATCHEW:  Let me give an example. Some utilities might come in with the potential for a multi-utility model.  That’s innovative in this province.

There are some examples of multi-utility in this province; Kingston and Kitchener, for example.  But a very few customers in this province are served under that model. So that would be an example of an innovative business model that can save customers money.

MR. STEVENS:  I see, okay.  Going back to the example that I was giving of some payment being made back to the municipality, I take it from your opening statement that you would agree that approval of, or consideration of innovative offerings may well involve the Board approving franchise agreements that are different from the current model franchise agreement.

DR. YATCHEW:  Yes.

MR. STEVENS:  Is it fair to say that if one community finds itself with a different model franchise, or a different franchise agreement that, that this may lead to other communities wanting similar treatment?

DR. YATCHEW:  Yes.

MR. STEVENS:  Have you -- is there any reason why that shouldn't be permitted, in your view?

DR. YATCHEW:  Flexibility on franchise agreements?

MR. STEVENS:  Yeah, or precedent value.

DR. YATCHEW:  The precedent value of a new franchise agreement?

MR. STEVENS:  The precedent value of a new franchise agreement operating as the standard for future franchise agreements.

DR. YATCHEW:  And where I have some reluctance is a "standard for", because I see these communities as potentially looking for different solutions, and one particular standard might not fit the others.

So this notion of sort of a standard agreement and moving from an old standard to a new standard, that's the part that I am not sure I would agree with.

MR. STEVENS:  Fair enough.  But would you agree that if other communities perceive that a new -- newly approved franchise agreement contains provisions that are advantageous for a municipality, that those provisions will also be sought when future new or renewed franchise agreements are put before the Bard?

DR. YATCHEW:  If they're seen to be beneficial in their realization, then yes.

MR. STEVENS:  And you also talk about an advantage of competitiveness or competition being that new entrants can bring alternative business models, and you talk about this is as multi-utilities; I believe you just mentioned that a moment ago.

DR. YATCHEW:  Yes, indeed I did.

MR. STEVENS:  To your knowledge, that's something that EPCOR already does in other markets?

DR. YATCHEW:  That's my understanding, yes.

MR. STEVENS:  And examples of sort of multi-utility services would be water, or electricity, or maybe even financing services?

DR. YATCHEW:  Yes.

MR. STEVENS:  Do you know whether EPCOR has any agreement with the south Bruce municipalities to provide water, or sewage, or electricity, or other services?

DR. YATCHEW:  I do not.

MR. STEVENS:  Have you asked EPCOR about that?

DR. YATCHEW:  No.

MR. STEVENS:  Are you aware of the restrictions on business activities of Enbridge and Union in Ontario under the undertakings to the lieutenant governor-in-council?


DR. YATCHEW:  I am peripherally aware of them, but have not read them in detail.  But yes.

MR. STEVENS:  Would you acknowledge that those utilities aren't currently permitted to operate as multi-utilities in the way you describe?

DR. YATCHEW:  I would assume that that's true, yes.

MR. STEVENS:  And is there any principled basis on which EPCOR, or some other new entrant, should have a broader permitted scope of business activities than the current incumbents, Enbridge and Union?

DR. YATCHEW:  I guess there are -- there is a sequential way of thinking about it.  One way is to ask, well, if it's going to work well in this area, then that's a model that we might expand elsewhere.

The second element is that if you are going to promote competition for franchises, it's not unreasonable, and has been done in other industries, to give some advantage to new entrants because of the enormous incumbent advantage that already exists.

If the model proves fruitful and successful for a multi-utility to like EPCOR, I would not see any objection to it being adopted more widely in the province and that this -- these restrictions being removed, weakened or eliminated.

MR. STEVENS:  So removed or eliminated for everybody?

DR. YATCHEW:  Potentially, eventually.  I think there is some discussion about when you want to do that.  But, yes, if works, I don't see an argument for letting EPCOR do it and Enbridge and Union never being permitted to engage in other lines of businesses.

MR. STEVENS:  Okay, thanks.  So moving to a different topic, a main concept in your evidence is the creation of an expansion reserve.  And as I understand it, the expansion reserve would be funded by all gas consumers in Ontario.  I'll put aside for a minute whether customers of Kitchener or Kingston would contribute to it.

DR. YATCHEW:  Yes.

MR. STEVENS:  And as I understand it, that expansion reserve or your concept is that it would be administered by the OEB; do I have that right?

DR. YATCHEW:  Yes.

MR. STEVENS:  Okay.  First I just want to talk a bit about the funding for the expansion reserve.

I understand from your interrogatory 8, Board Staff 8h, that you'd anticipate funding for the expansion reserve of around $50 million a year; is that right?

DR. YATCHEW:  This is Board Staff interrogatory 8h?  That number sounds correct, but let me just -- allow me just to turn it up, please.

Yes, it's in section I, I believe.

MR. STEVENS:  Okay.  And would you agree with me, subject to check -- I provided a document to your counsel yesterday -- but that as of the end of 2014 there were approximately 3.5 million natural gas customers in Ontario?

DR. YATCHEW:  I'll take that as a given.

MR. STEVENS:  And approximately -- that document tells me that about 3.15 million of those customers were low-volume customers?

DR. YATCHEW:  Okay.

MR. STEVENS:  I have a document, Mr. Chair, if we'd like to have it marked.  It's just an excerpt from the natural gas distributor yearbook that has these numbers in it.  It is on the screen now.  I --


MR. MILLAR:  Exhibit K7.2.
EXHIBIT NO. K7.2:  EXCERPT FROM THE NATURAL GAS DISTRIBUTOR YEARBOOK.

MR. STEVENS:  I don't think it's controversial, but just so you know the source.

So, Dr. Yatchew, I understand from your evidence that you're assuming that a residential customer would pay between 3 and $4 a year towards this expansion reserve; is that right?

DR. YATCHEW:  My calculation was done on the basis of total gas volumes, but let's take that as a given for the moment.

MR. STEVENS:  I believe in response to interrogatory Board Staff 8 you indicated 3 to $4 a year; that's where I got the number from.

DR. YATCHEW:  Yes, and I believe that that, in turn, was based on Union evidence from the EB-2015-0179 proceeding, Exhibit A, where these kinds of numbers are provided for Union south and Union north, so --


MR. STEVENS:  Right.  Okay.  So -- but essentially you took an assumed volume for a residential customer.

DR. YATCHEW:  Yes.

MR. STEVENS:  Multiplied it by the factor you were using, and came out to 3 or $4 a year.

DR. YATCHEW:  Yes.

MR. STEVENS:  So by my math, if we assume that the 3.15 million low-volume customers are paying 3 to $4 a year, I get their total contribution to the reserve being in the range of 9- to $13 million; does that sound right?

DR. YATCHEW:  I'd have to verify the math.

MR. STEVENS:  Assuming I'm right, that leaves somewhere in the neighbourhood of $40 million not funded by low-volume customers, and my question to you is whether you've done any review of the amount that non-residential or non-low-volume customers will be paying towards this expansion reserve.  It seems like a large number to me.

DR. YATCHEW:  No, I have not.  Again, the calculation was done based on the total provincial volumes of sales.

MR. STEVENS:  I see, so under your concept it is completely linear.  It is completely volumetric, so the largest customers will pay the largest amount towards this expansion reserve.

DR. YATCHEW:  It would be proportionate to the volumes that are being purchased.

MR. STEVENS:  Right.

DR. YATCHEW:  And this was a pro forma calculation.  This is an example.  I mean, there is certainly some variation, even in the numbers that have been provided by Union, for example, about the range of impacts on customers, anything from 2 to $4 a year, to $24 per year, and so on.

MR. STEVENS:  But you'd agree with me under the concept you've put forward, the lion's share, the big majority of the expansion reserve, will be funded by customers other than residential or low-volume customers?

DR. YATCHEW:  Assuming your numbers are correct, the payments -- the fund would be based proportionately to the volume of sales.  So if you're consuming a larger volume of gas, you pay proportionally more.  That was the basic model.  It is relatively simple, straightforward, to implement.  That was also one of the reasons for volumetric, a single volumetric number.

MR. STEVENS:  Okay.  Thank you, so moving on beyond that, my understanding is that the OEB will be making decisions about how to disburse the funds and the expansion reserve.  But you haven't really provided any details in your concept around how the OEB will make those sorts of decisions; is that right?

DR. YATCHEW:  I think that the response to Board Staff Interrogatory No.8, part (c) requests additional detail on how the expansion reserve would work.  And I think some of those steps provide at least some of the detail.

In particular, if I draw your attention to -- this is page 15 of 93, to (iv), parts (a) and (b), which speak to the eligibility and possible criterion, and essentially the idea is that a franchise proposal is put forth to the Board, and within that there is a request for funds that has an upper limit based on expected volumetric sales, and that the contribution for the fund -- from the expansion reserve would need to be sufficient to bring the overall profitability index to 1.

MR. STEVENS:  I see.

DR. YATCHEW:  Given all the other sources of funds.

MR. STEVENS:  So that would dictate the amount of the reserve that's being asked for.

DR. YATCHEW:  That would be one possibility, yes.

MR. STEVENS:  I see.  Would there ever be a situation where the OEB was asked to consider competing requests for funding where two different applicants are seeking to connect a particular community?

DR. YATCHEW:  So there are two parties.  Each of them has a franchise agreement with the municipality?

MR. STEVENS:  Well, perhaps there is some sort of overlap in the franchises or the municipality -- or perhaps you have a scenario where the franchise agreement is contingent on the Board agreeing on particular funding.

Is there ever -- I guess what I'm interested in is will it always be one applicant for a community asking for funding from the Board, or could two people come forward and say, These are our proposals.  Please tell us which one is best and please tell us which one of us should get funding.


DR. YATCHEW:  I would suggest that it is the municipality that makes the choice.  There is a franchise -- a preliminary franchise agreement, a proposal, that is then taken to the Board, so that involves two parties, the municipality and the prospective provider, which is the most appealing to that municipality.

MR. STEVENS:  Thanks for that.

Now, you did talk about there being a requirement to achieve a PI of 1 for community expansion projects within your concept.

DR. YATCHEW:  Yes.

MR. STEVENS:  And as I understand it, what that means is that all of the costs in return would be recovered by a combination of government subsidies, expansion reserve, and -- contributions in aid, and money coming in from ratepayers; is that right?

DR. YATCHEW:  Yes.

MR. STEVENS:  Would you agree with me that if a utility was to over-forecast the costs of connecting a community or perhaps under-forecast the revenues that they would get from the community, then the utility could end up over-earning for the project?

DR. YATCHEW:  It could.  It could also be in a situation of under-earning for that project, and I would hasten to point out that these expansion projects are inherently risky.

MR. STEVENS:  So in the -- I'm interested in the over-earning scenario.

DR. YATCHEW:  Okay.

MR. STEVENS:  Given that a portion of the funds is coming from the expansion reserve.  Within your concept, what's the plan, or what would you suggest should happen in that scenario?  Should there be a refund of a portion of the expansion reserve that had been advanced?

DR. YATCHEW:  I've not thought that scenario through.  It does require some careful thinking, because one of the positions that I've been advancing is that a proponent needs to have skin in the game, and having skin in the game means that it needs to take some risk.  It just can't come back to the Board and say, Well, we didn't get the conversion rates we wanted or our capital costs were higher and therefore we're going to up the rates or in one way or another, increase our -- recover our losses through some sort of reserve or so on.

So, if that is a risk that the utility is prepared to take, that is the under-earning risk, then it's not clear to me that the over-earning, should it occur, would be automatically refundable.

I would also point out that I've suggested that incentive regulation should be in play pretty much from the start.

If that's the case, there is -- there is a, so to speak, over-earning clawback in many incentive regulation mechanisms where you have an earnings sharing process.

MR. STEVENS:  But it's he not a clawback in the sense that the expansion reserve never gets its money back?

DR. YATCHEW:  I haven't really considered that scenario, no.

MR. STEVENS:  Okay, thank you.  Mr. Chair, I've used up my time, so I'll stop there.  Thank you.

MR. QUESNELLE:  Thank you, Mr. Stevens.  Mr. Brett?
Cross-Examination by Mr. Brett:


MR. BRETT:  Thank you, Mr. Chairman, Panel.  Good afternoon, Dr. Yatchew.  I have only three questions really.  Number one is could we turn up page 19 of your evidence, paragraph 57, and I think you were talking around this just a moment ago.

But when you say:
"Furthermore, in our view, natural gas distributors should not be shielded from all financial risks associated with the project."

You are referring there, I take it, to both incumbent natural gas distributors and potential new entrants, is that right?

DR. YATCHEW:  My evidence is really speaking here to expansion territories.  If we're speaking to --


MR. BRETT:  In respect of expansion territories --


DR. YATCHEW:  In respect of expansion territories.

MR. BRETT:  -- for all the utilities involved, that might be involved in bidding.

DR. YATCHEW:  Yes.

MR. BRETT:  Can you just reiterate your reasons for that view?

DR. YATCHEW:  Take, for example, conversions.  conversion risk is a central issue in expanding into new territories.

And to use a term that was used earlier, I believe by London Economics, you want to have incentive compatibility.  You want to create the right incentives for all the parties in the game.

If you want to ensure that the proponent, the expanding utility, is doing its utmost to (a), minimise capital cost and (b) maximize conversion rates, one way to do that is to ensure that they share some of the risks.

So that's really the fundamental reasons.  It is creating healthy incentives rather than just, well, these are my capital costs, we overran.

MR. BRETT:  Thank you.  My second question is:  You had cited in your evidence some experience both in Maine and in Alaska.  And I don't know whether you need to turn it up, but it's the -- my question is a fairly high-level one with respect to both those jurisdictions.

In the -- in those cases that you described, could you tell me whether or not there were any subsidies involved from -- in either of those instances?  In other words, were there any government subsidies, or subsidies from existing ratepayers, or were they done -- or were they done without subsidy?

DR. YATCHEW:  I'm afraid I'd have to review the details of those.

MR. BRETT:  Would --


DR. YATCHEW:  I know that there was -- I did have a response to this in one of the interrogatories.

MR. BRETT:  Okay.

DR. YATCHEW:  I'm sorry, you were referring to Maine and to?

MR. BRETT:  Yes, to Maine and Alaska, which were the two cases you discussed were -- I think you were discussing them in the context of competitive bidders and allowance of new entrants into the system, and you cited those two jurisdictions as two which have recently decided in favour of adding new entrants.

My question was:  In either of those cases, were those new entrants receiving a subsidy of any kind?

DR. YATCHEW:  I'd have to check, because as I review the interrogatory response to Board Staff Interrogatory No. 8, there I'm only discussing other states.  So I'm afraid I can't --


MR. BRETT:  Would you be able to give me an undertaking to do that, to check?

DR. YATCHEW:  Yes.

MR. MILLAR:  J 7.1.
UNDERTAKING NO. J7.1:  TO ADVISE WHETHER IN ALASKA NEW MARKET ENTRANTS RECEIVED ANY SORT OF SUBSIDY


MR. BRETT:  And my last question is really a more general question, but I have to -- it seems to me we've been taking about two distinct, at least two distinct issues over the last few days here.

One is the question of competitive entry per se, new Entrants and if and how new entrants should be -- are allowed into the system, or are they already allowed, or what need to be done to ensure that there are no institutional barriers to them coming in.

And then there is, to my mind -- or my hypothesis, at least, there is a second issue which is what subsidies -- should the Board change EBO 188, to sort of put it in brief.

Now, you -- would you agree that those are two separate issues, or do you see those as linked in any sort of -- linked in any -- that they have to be considered together?  How do you view that?

DR. YATCHEW:  Because the expansion areas have low raw profitability indices, and it's very unlikely that either incumbent or a new utility could move into those areas and finance the expansion on a stand-alone basis, there is a linkage in that sense.

So if you are going to introduce competition -- sorry, if you are going to expand into these areas, evidently there is going to need to be some sort of subsidy.

What's the best way to expand into those areas?  My suggestion is competition.  So they are linked in that sense.  In a world where there would be all these areas that were brand new with potentially stand-alone expansion potential, competition would be a stand-alone issue as well.

MR. BRETT:  So your view is that there needs to be a subsidy from someone, from some agency or some way to make it happen?

DR. YATCHEW:  And I think the government has recognized that by opening up the possibility of loans and grants to the tune of $230 million.

MR. BRETT:  Yes, thank you.  And I just notice I'm looking at -- well, I'm looking at a reply here and going back to my question about Maine, it talks about Summit Gas getting a direct subsidy from either existing Summit ratepayers or other natural gas providers.

So that seems to be the answer for Maine.  So really I am probably just looking for the answer for Alaska in the undertaking.

DR. YATCHEW:  I will review both cases and provide and confirm.

MR. BRETT:  Thank you very much.  Those are my Questions, Mr. Chair.

MR. QUESNELLE:  Thank you, Mr. Brett.  Energy Probe is up next.
Cross-Examination by Mr. Yauch:

MR. YAUCH:  Good afternoon, Panel, and good afternoon, Doctor.  I am going to start with -- you would characterize the OEB as an economic regulator that gets monopoly companies, and tries to get them to act as if they are operating in a competitive environment, correct?

DR. YATCHEW:  Yes.  I'm not certain that I know all of the areas in which the OEB operates, and your characterization is actually important.

It regulates industries that were naturally monopoly characteristics and tries, to the extent possible, produce outcomes that are at least similar to what you would observe in competitive markets.  That would be the ideal.

MR. YAUCH:  Okay, so, theoretical exercise, someone wants to open an a business, energy-intensive business, in Ontario.  There's two options:  One, they are connected to gas; one area they're not.

In a perfect market, everything else being equal, the area that's not connected to gas would be cheaper, because a perfect market would assume that the operating costs over the long-run are higher; is that fair?

DR. YATCHEW:  I'm sorry, it would be the --


MR. YAUCH:  It would be cheaper to buy in a non-gas-connected area, as it would be the -- the land would be cheaper because over the long-run your operating costs would be higher.

DR. YATCHEW:  Land -- so you're talking about impacts on real estate --


MR. YAUCH:  On land.  If you are opening a new business and you need to buy land for that business.

DR. YATCHEW:  Uh-hmm.  On the other hand -- yes, no, you're right about that.  I agree.

MR. YAUCH:  So under the EPCOR proposal universal fund that you -- EPCOR is proposing, you are essentially asking the Board to collect fees from gas customers for an economic expansion that would act as a subsidy to people who are opening a business in a non-gas-connected area and a surreptitious tax on businesses that already operate in a gas-connected area; that's essentially what is going to happen.

DR. YATCHEW:  Yes, that's part of the story.

MR. YAUCH:  And do you think that is a good economic regulation?

DR. YATCHEW:  So once again -- I think I mentioned this yesterday -- gas expansion -- this expansion of gas service has elements that are similar to expansion of infrastructure, that has broader benefits than just to those who are going to put a business there.

MR. YAUCH:  But if you're only operating on an economic basis, you probably wouldn't do that policy; correct?

DR. YATCHEW:  The private sector would not do that, but it's not to say that government policy, which has also rolled in infrastructure -- and there is a very large literature that talks about the important role that infrastructure plays in economic growth.

MR. YAUCH:  Okay.

DR. YATCHEW:  So if you ask me, is the economic argument on the private-sector side, yeah, the private sector wouldn't do it on its own.  They wouldn't build roads on their own unless they could get -- unless they could capture the benefits of that, but the government may choose to do it on the basis of infrastructure expansion, economic growth arguments, as well as other considerations.

MR. YAUCH:  Okay, so yesterday you said something -- I just want to make sure I understood you correctly.  You said sometimes when we try to quantify these wider social benefits of these types of problems -- or -- that you don't really put much stock in those, because over the 40 years that this project could be in place, all sorts of things could change and the benefits that were originally calculated might not actually pan out; there is a huge risk to those types of forecasts.

DR. YATCHEW:  Well, there were two elements to that.  The part that you are referring to is 40-year forecasts.  Separate and apart from that is the question whether there are short-term wider benefits that are not captured by the relevant revenue and cost streams of the project, that -- those are also hard to quantify, but not because they're -- we're taking a very long time frame; it is simply very difficult to quantify the wider economic benefits of growth in one area.

MR. YAUCH:  Okay, and you said recently there was, in one IR -- we don't have to bring it up, but you said there was no recent economic research that quantifies positive externalities from natural gas expansion.  You maintain that position that -- according to what you know there is no academic research that would back this up?

DR. YATCHEW:  So -- and I believe the answer to the interrogatory, if we could turn it up, was that was directly relevant to the current proceeding.  I think I qualified it in that way.

There is a big-picture benefit, of which I described yesterday, so natural gas, the drop in price of natural gas in the U.S., I would suggest, is one of the main reasons -- fracking is one of the main reasons that the U.S. was able to claw its way out of the 2008 disaster, which many other parts of the world have had much greater difficulty with.

So there are broader benefits to that -- expanded use of natural gas.  And I'm in no way incorporating the environmental considerations.  We're just talking economics here.

MR. YAUCH:  Okay, yeah.  Bring up Energy Probe IR No. 2.  So in your response you say:

"The price on carbon may reduce gas consumption and lead to some stranded investments."

DR. YATCHEW:  Can you just give me a moment, please?

MR. YAUCH:  Oh, yeah, sorry.  Essentially the province's cap and trade program may lead to less gas consumption, and that could possibly create stranded investments.

So would you agree with the characterization that on one hand we have a set of policies that is encouraging us to reduce gas consumption.  On the other hand we have a set of provincial policies that are encouraging us to expand gas consumption, and this could, in the long-run, even produce more stranded assets?

DR. YATCHEW:  You're asking me whether the environmental objectives can produce stranded assets, more stranded assets than would be --


MR. YAUCH:  Otherwise --


DR. YATCHEW:  -- otherwise be the case, and I think I tried to answer that to a degree yesterday, so let me go through that again.

Natural gas is the last hydrocarbon to be standing, I expect.  It is a complementary technology to renewables.  So I'm really not that concerned about stranded assets in natural gas.  And I have no idea what will happen 40 years down the road; I'm obviously not only concerned, but it's becoming rather obvious that there's going to be lots of coal-stranded assets, and certainly the heads of central banks, including our Mark Carney, who is in England now, have been very proactive about it, asking banks to do stress tests on the consequences of reduced value of, in particular, oil assets.  So I could even see oil assets being over-valued on the books potentially now.

Natural gas, it is a hydrocarbon, but as I said, it has a lot of other benefits; amongst them, as is being suggested by provincial policy, economic growth.

MR. YAUCH:  Okay, we'll leave that.  I have your answer.

Board Staff IR No. 8 you say:
"Current electricity prices are high and rising, which discourages business activity in areas not served by natural gas."

Another way to say that could be:  High electricity prices are encouraging business activity in areas served by natural gas; correct?  There's two sides to that coin?

DR. YATCHEW:  Which part are we at?

MR. YAUCH:  Board Staff No. 8, response H.  It's in --


DR. YATCHEW:  Response H?

MR. YAUCH:  H, yes, sort of an epic IR.

DR. YATCHEW:  Okay.

MR. YAUCH:  So you just say that high electricity prices will discourage activity in these areas not served by natural gas.  But the flip side could also be true, that the current policy will encourage businesses to go to areas served by natural gas; correct?

DR. YATCHEW:  I'm sorry, the part H of --


MR. YAUCH:  Yeah, I've got to find where it is.

DR. YATCHEW:  So part H, the question --


MR. YAUCH:  Second paragraph, last sentence:
 "Current electricity prices are high and rising..."

DR. YATCHEW:  I'm still just looking at the question.  I'm sorry.

MR. YAUCH:  Oh, yeah, sorry, it's the -- it's the --


DR. YATCHEW:  The question is Part H at page 13 of 93 --


MR. YAUCH:  In the answer --


DR. YATCHEW:  -- the evidence at paragraph 37 states that:
"Existing customers could benefit in the longer term from system expansion if expansion reduces their unit transmission distribution storage or commodity costs.  Has EPCOR conducted any research to determine the likelihood of existing customers benefiting financially?"

That's the question?

MR. YAUCH:  Yes.  That's the question.  Yes.

DR. YATCHEW:  And the answer is -- the part that you would like to focus on is paragraph 2 of that answer?

MR. YAUCH:  Yeah, last sentence.

DR. YATCHEW:  "Lower energy prices in a newly serviced
region can generate economic growth with wider benefits by stimulating economic activity in surrounding areas and elsewhere.  There would also be increased tax revenues at local and provincial levels.  Current electricity prices are high and rising, which discourages business activities in areas not served by natural gas."

Sorry --


MR. YAUCH:  So now --


DR. YATCHEW:  -- now I'm on the same page.

MR. YAUCH:  That could just be read that in the current market we are encouraging business activity in areas served by natural gas, right?  There's two sides to that comment.  If you are discouraging some areas you are encouraging in others, correct?

DR. YATCHEW:  We have price of energy in different locations, and certainly businesses are more likely to locate, especially businesses that are energy-intensive, in areas where the cost of energy is lower, yes.

MR. YAUCH:  Okay.  My last question, in the interests of time -- I don't want to go -- it's more just a general question:  If there's a -- a very large social component to this, budgets for families, things like that, environmental, do you think ultimately as an economist from an economic point of view, that this should be dealt with through the province not through the OEB, that these types of social programs generally in the economy are better served by government policies, not regulator policies?

DR. YATCHEW:  That's a hard question to which I would probably -- would properly require a very, very long answer.

MR. YAUCH:  Sorry.

DR. YATCHEW:  Let me just try to be -- try to hit the highlights, and you can ask for additional detail.

So the way we think about this, and certainly the way I teach, is that governments face an energy policy trilemma:  It is the economics of a given policy, it is the environmental impacts of environmental policy, and the third one that actually is historically the one that is studied are the security aspects.

The fourth element that is brought is the -- it has to do with equity, fairness, distribution of and redistribution of income.

Governments engage in this balancing act amongst these various corners, whether they are three or four.

This government has operated in a manner which involves a fair amount of instruction or direction, directives to the Board to engage in certain specific kinds of activities.

While it's true that my preference is for a regulator that is more at arm's length from the government -- the government sets policy -- the regulator has the flexibility and the independence to implement it.  That is the reality that we have right now.

So if the government has asked this Board to examine options for extending natural gas service to this area, has itself, at least for the time being, ponied up some money, then my interpretation is that this Board needs to respond in some sort of timely and -- in some sort of timely and specific way on how to facilitate this.

That may very well involve authorizing rising subsidies at this level, at the regulator's level.

MR. YAUCH:  So even if this isn't the best economic regulation, it's what we have in Ontario?

DR. YATCHEW:  Yes.

MR. YAUCH:  I think I'll end on that note.

I don't mean to be rude, but I have to leave after this.  But thank you for giving me my fifteen minutes.

MR. QUESNELLE:  Your parting shot, was it?  Thank you very much.

MR. QUESNELLE:  Mr. Rubenstein?

MR. RUBENSTEIN:  Thank you very much.
Cross-Examination by Mr. Rubenstein:

MR. RUBENSTEIN:  Dr. Yatchew, my name is Mark Rubenstein.  I'm counsel for the School Energy Coalition, and I want to ask you about the franchise competitive process that you talk about in your report.

As I understand it, reading your report at a high level, your conclusion is that utilities who have to complete to serve a franchise area, it's beneficial to the ratepayers of that franchise area.  Do I understand that?

DR. YATCHEW:  Yes.

MR. RUBENSTEIN:  And you set out in your report the benefit of that, and you cite the Board’s own process for developing a proponent to develop the east/west tie-line as an example of a similar are process, correct?

DR. YATCHEW:  Yes.

MR. RUBENSTEIN:  And you'd agree with me that for any competitive process, one of the important things is the bidders need to know what the criteria is that will be selected.  You'd agree with me about that?

DR. YATCHEW:  Certainly it would be helpful if they knew the rubric, so to speak.

MR. RUBENSTEIN:  That's an important component that needs to be sets out in advance?

DR. YATCHEW:  Yes.

MR. RUBENSTEIN:  In response to SEC 1, we had asked you, in a competitive process to award a franchise, what were the factors that a municipality should consider when they are determining who should be the selected proponent.

And as I read it, you include the cost of the project, proposed risk sharing mechanisms, incentives to induce conversion, potential efficiency gains would result in benefits to consumers, the reliability of the service, and the reputation of the company.  Do you see that?

DR. YATCHEW:  Yes, I do.

MR. RUBENSTEIN:  And I read that as all those things are for the benefit of ultimately the consumers.  What's in the best interest of the consumers, am I correct,  the new ratepayers?

DR. YATCHEW:  Yes.

MR. RUBENSTEIN:  And how would you deal with the issue that the incentives between a municipality are not necessarily the same as, say the Board?

When the Board has to determine how award the franchise agreement, it looks at it from the perspective of the ratepayers.  But the municipalities may not have the same incentive.

DR. YATCHEW:  From the perspective of the ratepayers within the franchise; is that what you are referring to?

MR. RUBENSTEIN:  Yes.  Is it your view that a municipality’s incentives when selecting someone are inherently aligned with what the Board does when it sets rates, or when it determines if a franchise agreement is in the public interest?

DR. YATCHEW:  My sense is that the Board would have a broader view and would consider additional factors, I should think.  But as far as a municipality trying to arrive at an agreement, it -- I must assume that imperfections of representative democracy being as they are, the municipality will try to represent the best interest of its population and, amongst that, it's ratepayers, yes.

MR. RUBENSTEIN:  But I would separate out the population of the individuals or the voters versus the ratepayers.  Would you agree with me they're not necessarily exactly the same?

DR. YATCHEW:  They're not identical and, in fact, there may be instances where there are certain potential ratepayers who stand to benefit a lot more than others, yes.  But that's one of the approximations in this process, yes.

MR. RUBENSTEIN:  And would -- let me put it to you, would it be appropriate for one of the criteria that a municipality considers in awarding who it's going to enter into a franchise agreement with, a payment to the municipality, a fee or some sort of revenue stream from its operations in exchange for entering that franchise agreement, should that be one of the components, which utility is going to pay us the most?

DR. YATCHEW:  It may be one of the considerations.

MR. RUBENSTEIN:  And do you think that that resulting fee or revenue stream should be then ultimately be paid by ratepayers?

DR. YATCHEW:  That is one of the models.

MR. RUBENSTEIN:  Can you explain how a revenue stream from the utility to the municipality benefits the ratepayers versus -- except that it may benefit the taxpayers?

DR. YATCHEW:  There may not be exact coincidence between the ratepayers and the taxpayers.  But if means that the municipality may end funding some sort of community project that benefits the community as a whole, you're right, it doesn't necessarily benefit the ratepayers equally.

But once again, that's a discretion of municipal government.

MR. RUBENSTEIN:  And then how does then the Board look at that process because the board obviously is -- well, I won't.  The Board's view is not is there going to be a community centre; it's looking at it from the perspective of the ratepayers.

DR. YATCHEW:  I think that from the Board's perspective, if there is an arrangement -- and these arrangements are going to be complicated because of the difficulty and costs of bringing in service to these areas -- if there is a deal that works for the community, the Board may very well decide to accept components of a deal of that type.

MR. RUBENSTEIN:  Even if that -- in the Board setting just and reasonable rates that, that it should consider the benefits to the municipality versus exclusively the ratepayers?

DR. YATCHEW:  So I think just and reasonable rates are a broad term to begin with, and not the only basis upon which the Board may choose to approve or disapprove a franchise agreement.  So there would be other be other considerations.

And once again, I would emphasise these are expansions that are not happening -- occurring spontaneously, because they're costly to serve.  So if there is a deal that works here, then I think there needs to be some flexibility in accepting variations on the franchise agreement.

MR. RUBENSTEIN:  Would you advise the Board, in setting its framework, that they should set out in its framework that if there's a competitive process, what the factors it believes need to be considered for it to later approve or not approve a franchise agreement?

DR. YATCHEW:  I think that would certainly be helpful to the parties.  But I would also hope that the board would allow some latitude in these kinds of arrangements.

They are ultimately commercial arrangements and in different parts of the province, they are going to have different characteristics.

There are going to be different things that you need to bring to the able to make a deal happen.

MR. RUBENSTEIN:  So the criteria should be wide enough to take that into account?

DR. YATCHEW:  I would suggest it should be -- if the objective of this proceeding is what do we need to make some of these expansions work, at least those that are -- have some reasonable chance of success, then I think there need to be some latitude, yes.

MR. RUBENSTEIN:  Do you think the Board should mandate a competitive process?

DR. YATCHEW:  I think this Board should mandate some sort of competitive process.  This does not necessarily entail a systematic competitive system of competitive bids.  Some of these areas are quite small, and the costs of putting the information together, doing the evaluations, finding whether -- finding out what the cost of getting contractors to do the work in that area, that's a pretty costly exercise, so if you want to promote a competitive process, then there has to be some flexibility in how you define it.

MR. RUBENSTEIN:  Would you think that that's more, less, or the same of importance if there's a subsidy regime from all ratepayers in the province?

DR. YATCHEW:  So to me, introducing a level of competition into the natural gas industry in this province is in a sense orthogonal to everything else.  I see benefits there whether it's -- whether there are cross-subsidies, as you call them, or not.  I do see benefits, and I see them as being very significant.

MR. RUBENSTEIN:  Now, let me just ask --


DR. YATCHEW:  And by the way, not just for the customers who will be served, but potentially for the broader community of customers, as I suggested earlier.

MR. RUBENSTEIN:  Let me just finally ask you about your community -- sorry, your expansion reserve proposal, which, as I understand it, is what has been talked about in this hearing as a jurisdiction-wide subsidy model; it is that type of framework.

DR. YATCHEW:  Yes.

MR. RUBENSTEIN:  And we -- I'm not sure how much you've been following the hearing, but we heard from LEI last week about how the administrative burden in creating a jurisdiction-wide subsidy regime, either it being the cost to run it, the regulatory burdens, and all of that, very well may make it not worth it compared to a inter-utility model, where Union's -- an example, Union's existing customers would only -- would subsidize only Union's expansion.  There would be no cross-utility subsidy.

Do you think that the administrative or regulatory burden to implement the proposal that you've set out outweighs the fairness of having a province-wide subsidy?

DR. YATCHEW:  Let me begin with this, that I do not -- while there are many areas in the LEI report that I am of similar thinking, this is not one of them.  I would actually colour that Harvey Ball in exactly the opposite way.

This Board has to go through a whole sequence of administrative procedures just to bring in a service to a new area.  It has to approve a franchise agreement.  That means it has to go through that level of detail.

To get to the leave to construct there is another enormous level of detail that's involved.  The administrative process of having a fund to which everybody contributes to, say, on a quarterly basis, and the Board having a relatively simple rule for determining maximum eligibility, and then at the end of the -- of the second-stage process determining the actual level of eligibility, it involves a relatively small increment over what it's already doing.  It is going to have to approve rates anyway, so I do not see that administrative burden.

On the other hand, if you have utilities engaging in these kinds of surcharges on their existing customers, that's also something that the Board would need to review.

Now, it's easy to say, well, once in five years the -- Enbridge or Union comes to the Board, and here's the whole application, here's all 17,000 pages of evidence, and this is just one line.  It doesn't really take much to review one line, but actually, if you are going to focus on that, then it does take a fair amount of work, and now you've got to do it for each utility that is doing these kinds of cross-subsidies.

So I do not agree with the administrative burden characterization of LEI.

MR. RUBENSTEIN:  Now, the Board has heard from various parties and different pieces of evidence other models of a jurisdiction-wide subsidy.

DR. YATCHEW:  I'm sorry...

MR. RUBENSTEIN:  The Board has heard in this proceeding through evidence or different -- looking through jurisdictional reviews, there are different models out there of how this could work.  I'm not asking you to comment on each of them, but I'd just like your views on what is the lens that the Board should look at when it's determining if there is too much of an administrative burden versus the benefits of that.  How should we look at that?  How should the Board consider each of the various models to determine if the -- any -- if there is too much administration, it's not worth it?

DR. YATCHEW:  Well, I think one of the elements that is missing from the LEI Harvey Ball chart is, there is no column for the benefits of competition.  And that's the lens that I would look at -- through first.

As I suggested earlier, it's easy to list many, many, many tasks and make the administrative burden look very complicated.  It is also not so hard to construct a relatively simple sequence of administrative tasks for distribution of funds.

So I would place emphasis on the benefits of introducing competitive forces, the benefits, that is, for the franchise, the benefits of dynamic efficiency, which is economists -- it is a term of art for economists when they think of how does this industry evolve as a result of it.

So I see benefits in dynamic efficiency.  My lens would be, you know, competition, let's think about it.  It's probably a good thing.

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

MR. QUESNELLE:  Thank you, Mr. Rubenstein.

Mr. Smith.
Cross-Examination by Mr. Smith:

MR. SMITH:  Thank you very much.  Dr. Yatchew, Crawford Smith for Union Gas.

This will be brief.  Just picking up on Mr. Rubenstein's comments, you referred and have referred a number of times to the benefits of competition.  I take it you would agree with me that those benefits are at least in part a function of the new entrant?

DR. YATCHEW:  Yes.

MR. SMITH:  And the new entrant is, in turn, a function of the competitive process, be it RFP or otherwise, used to select that entrant?

DR. YATCHEW:  That's part of the benefit, yes.

MR. SMITH:  Sorry --


DR. YATCHEW:  That's part of the source of the benefit.

MR. SMITH:  Right.

DR. YATCHEW:  So that's not the only sort of competitive --


MR. SMITH:  I understand.

DR. YATCHEW:  Okay.

MR. SMITH:  Just stick with my questions.  The benefits of competition are, in part, a function of the new entrant; we're agreed.

DR. YATCHEW:  Yes.

MR. SMITH:  The new entrant is, in turn, a function of the criteria used to select that new entrant through the RFP or other competitive process; correct?

DR. YATCHEW:  Yes.

MR. SMITH:  And there may be a variety of different criteria used to select that new entrant.

DR. YATCHEW:  Yes.

MR. SMITH:  And what those criteria are will have an impact on who the entrant turns out to be.

DR. YATCHEW:  What the criteria are and how they are weighted.

MR. SMITH:  Absolutely.  We're in agreement on that.  How you weight the criteria will affect both who you get -- sorry, who you get at the front end and who comes out the back end; correct?

DR. YATCHEW:  Yes.

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

MR. QUESNELLE:  Thank you, Mr. Smith.

Mr. Janigan?

MR. SMITH:  Sorry, members of the Board, unfortunately if I may take my leave.  Mr. Keizer is -- thank you very much.

MR. QUESNELLE:  Thank you, Mr. Smith.
Cross-Examination by Mr. Janigan:

MR. JANIGAN:  Thank you, Panel.  Dr. Yatchew, my name is Michael Janigan.  I'm with the Vulnerable Energy Consumers Coalition.  And I want to follow up a little bit on the line of questioning that my friends have just put to you with respect to the competition associated with the right to expand -- of service for natural gas franchise or I guess to bid for a franchise in the event of a renewal.

And there has been a lot of talk about competition in various forms in this particular proceeding.

DR. YATCHEW:  Yes.

MR. JANIGAN:  In this case what we're talking for is the competition to obtain the natural gas franchise in the expansion area or in the area where there is a renewal of the franchise; am I correct?  That's the product we're talking about here.

DR. YATCHEW:  That's not the only product, because -- that is part of the competitive picture that I've tried to suggest.

MR. JANIGAN:  What else is the product?

DR. YATCHEW:  The other product is you have a new player in the industry.  That player may introduce new business models that -- those new business models might end up working, might end up failing.

Models that succeed may be propagated through the industry.  That's a dynamic efficiency element of this picture.

A second one is the very fact that the Board has two utilities, essentially, to compare against each other, and has to go elsewhere to make comparisons in its benchmarking or IRM exercise.

An additional utility that's in the mix can also provide useful -- is an additional useful comparator.

Take, for example, Kingston Utilities.  Now, I board this Board doesn't regulate Kingston Utilities, that's my understanding, but this is a utility with 15,000 customers in comparison to Enbridge or Union.

They are a multi-utility model.  Their natural gas distribution costs are within about 2 or 3 percent of those charged by its incumbent neighbour.

So there is a yardstick competition going on there.  That utility has shown that you don't need huge scale economies to be actually very productive in the gas distribution business.

So there is that whole element of regulatory -- improving regulatory efficacy, improving the information base, providing an additional comparator, providing additional business models.

That's all part of this, in my mind, competitive element that is essential to an evolving IRM process.

MR. JANIGAN:  I think you answered the question what benefits does this bring.

I was looking more in terms of the product that they're competing for, and the product market, I assume, is the natural gas franchise.  There’s no other products that Kingston, for example, is bringing to bear with their customers.  Am I correct?

DR. YATCHEW:  It provides multiple services; Kingston Utilities provides multiple services.

MR. JANIGAN:  But in this case, the expansion of natural gas -- the expansion of the natural gas franchise, what you're doing is you having a competition and the competitive product -- and the product market, in this case -- is the franchise.  Then you have one customer, which is the municipality.

DR. YATCHEW:  Yes, in which you may be providing ultimately more than one service.

MR. JANIGAN:  And in that particular -- you've advocated competitive process for a variety of reasons.  One is, of course, the benefits that brings that you see in terms of economic benefits for expansion, the fact that the government itself believes that new policies might be considered for expansion, and the fact that lower energy costs may be provided throughout that particular franchise.  Am I correct?

DR. YATCHEW:  Yes.

MR. JANIGAN:  And as well, in order to supplement or to assist in that competitive process, you have proposed an expansion fund that might be available to all bidders that may want to obtain a franchise, correct?

DR. YATCHEW:  Yes, this is, in essence, a model that is similar to that proposed by Union, but that levels the playing field because by putting a surcharge on existing customers, but only being able to use that to service your customers within the company, that creates a barrier to entry for others.

MR. JANIGAN:  How many bidders do you need in order to have a competitive process?

DR. YATCHEW:  I think that depends greatly on the marketplace.  Sometimes two are enough.  In some markets, you need many more, as we know in electricity markets.

So it is difficult to judge, but it would be a minimum.

MR. JANIGAN:  If you got one, what would you do in that case if you were operating on a competitive model?

DR. YATCHEW:  If there was only one party prepared to offer service to that area, you'd have to wonder why, whether there aren't barriers to entry.  That could very well be the reason.

And so I would start asking whether we need to look at the difficulty in getting in this business, and that's why there aren't more -- there isn't more than one bidder.

MR. JANIGAN:  What would the Board do with an application for a franchise agreement with one bidder?  Would it approve it?  On what base whose it approve it, if you have a competitive model operating?

DR. YATCHEW:  Certainly the Board would need to evaluate it to see whether the results are meaningful.  The Board routinely evaluates single proposals for rates.  I mean, it evaluates Enbridge, period.

MR. JANIGAN:  So effectively what you're saying is the Board's evaluation of these proposals, on the basis of whether or not just and reasonable rates are going to be afforded and their fairness to customers, would still continue regardless of the competitive process?

DR. YATCHEW:  Yes, and just as I said earlier, just and reasonable rates are part of the story, yes.

MR. JANIGAN:  Okay.  And now the other conversation about competition that's occurred in this proceeding is -- involves the complaints of providers of alternate energy, such as propane, that believe that having an expansion fund, for example, available for natural gas service distorts the market and is unfair on a competitive basis.

First of all, what is the product market that we're talking about here?  Is the product market natural gas service, or is the product market energy in general?

DR. YATCHEW:  The government has asked this Board to examine expansion of natural gas.  So I would have to consider that by the direction of the government, the product market we're looking at is natural gas.

MR. JANIGAN:  As a competition economist, would you consider it the same thing?  Is there -- are there substitutes?  Is there a perfect substitutability for natural gas among the other products, according to your knowledge?

DR. YATCHEW:  A perfect substitutability?

MR. JANIGAN:  Yes.

DR. YATCHEW:  No, only certainly depending on which characteristics you are prepared to take into account.

MR. JANIGAN:  It’s more the classic test of having a small permanent increase in price.  Is likely to drive some kind of loss of market share in the natural gas market?

DR. YACHEW:  I'm sorry.  You were speaking about perfect substitutability, which I understood to mean is propane, or is geothermal, or is wind is perfect substitute for --


MR. JANIGAN:  Yes.

DR. YATCHEW:  -- natural gas.

MR. JANIGAN:  Yes.

DR. YATCHEW:  Is that your --


MR. JANIGAN:  Yes, and the test for that is generally you look at permanent -- a small permanent increase in price, and will it have an affect on the market share, something between 5 or 10 percent.

Would you say that a small permanent increase in price of natural gas would drive a loss of market share for natural gas and vice versa?

DR. YATCHEW:  It depends on the elasticity.  So, for example, short term electricity demand is highly inelastic. You could increase the price and you are not going to lose any market share.

MR. JANIGAN:  I see.  So it is not an easy market to use that test upon –

DR. YATCHEW:  No.

MR. JANIGAN:  -- because of the simple barriers associated with regulation, some cost, et cetera.

What is your response to -- is the complete response to the argument that the -- that there will be distortions in the market if you subsidize expansion the fact that the government has contemplated that, or is there more to your response?

DR. YATCHEW:  First of all, this is a market that, at least the distribution side of this market is highly regulated.  So it's already highly distorted as well.  We don't price at marginal cost; we price at average cost, for example.

The magnitude of impact on price, as I've said, is small, that's true.

You are asking me if there are other elements to this -- to the distortion of the markets place?

MR. JANIGAN:  Possibly by expansion.  I mean, this is one of the key arguments of the opponents to having -- in one case considering expansion of natural gas, in the other case subsidizing the expansion of natural gas.

DR. YATCHEW:  This is also in part an infrastructure argument, as I mentioned earlier.  Once you start speaking of building out infrastructure, then these market distortion arguments become extremely delicate.

There is also the government view that there's potential for wider growth, and impacts outside the area.  So this argument is far more complicated than just thinking at a theoretical level, a textbook level of in a perfect world, you have markets, and the classic example is if you tax -- you introduce a price distortion in the marketplace, you get dead weight great lost; that's sort of the standard.

This market is far more complicated than that, and it already embodies a lot of distortions.

MR. QUESNELLE:  Mr. Janigan, can I interject?

MR. JANIGAN:  Sure.

MR. QUESNELLE:  Dr. Yatchew, can you expand on the comment you just made about the fact that we'd be looking at infrastructure and that it is an expansion of infrastructure, that the market distortion debate is more sensitive?  What's your -- are you able to --


DR. YATCHEW:  So as I mentioned earlier, in a perfect world where you have simply markets operating, goods being provided by multiple firms, but private companies, for example, then the classic distortionary effect of a tax or a change in the price leads to a very specific number.  You evaluate something called deadweight loss, and that's the problem that we have created by putting in this distortion.

Now when you talk about infrastructure that has the potential of wider benefits that are not captured simply in the use and transaction of that good, now there has to be some sort of evaluation, well, are there benefits that have to be weighed against the potential deadweight loss calculation.

MR. QUESNELLE:  Uh-hmm.

DR. YATCHEW:  And that's part of this story here.  You are building infrastructure that has the potential of improving the possibility of business expansion in this area, farms, for example, with, in turn, spin-offs sort of more widely in the province.

That calculation, that's one I would not want to do.  It is a judgment call.

MR. QUESNELLE:  Okay.  Thank you.

MR. JANIGAN:  You proposed, as well, a registry that would enable new entrants to gain knowledge about things like the renewable franchises so they could bid on them.

Effectively what would happen in the case of a -- an existing franchise to the distribution network of the existing franchise, that the new franchise won the bid -- of the new company won the bid?

DR. YATCHEW:  So you already have a franchise in a particular area.

MR. JANIGAN:  Yes.

DR. YATCHEW:  And then that franchise has a termination date, and then somebody else can bid on that franchise.

MR. JANIGAN:  Yes.

DR. YATCHEW:  Certainly that's not something I would have contemplated for the purposes here, because this is an expansion hearing, not creating competition for existing franchises.

I'd certainly have to think that through.  The competitive sort of boilerplate argument says, well, competition is always good, but there you'd have to weigh the consequences of any disruption -- potential for disruption of trying to compete for existing franchises, so I do not have a thumbs-up or thumbs-down answer for that one, I'm afraid.

MR. JANIGAN:  Okay.  Now, Union and Enbridge propose what they call a revenue model for applying a subsidy to community expansion projects, and effectively it's to apply a surcharge to expansion customers to cover a shortfall, tax credit to cover a little more, and then they make up the remainder to what amounts to a surcharge on existing customers.

Is that how you understand their proposal?

DR. YATCHEW:  In broad terms, yes.

MR. JANIGAN:  Now, you've indicated that subsidies should be treated as contributions in aid of construction; is that correct?

DR. YATCHEW:  That would be my preference, yes.

MR. JANIGAN:  Can you explain how that would work and why it would be preferable to the Union-Enbridge model?

DR. YATCHEW:  So I think everybody would recognize that whether it's the Enbridge, the Union model, or the -- or the EPCOR model, there are customers that are going to be paying a surcharge who do not directly benefit from the expansion, even though there are reasons they may indirectly benefit, so now you've got these funds changing hands.

You've kindly paid for my expansion.  Should -- and the EPCOR, let's say, is the owner there -- should it be able to put that contribution into rate base, or should it just come off of capital costs?

And as a first cut, my synch (sic) would be, I received these monies because of the beneficence of the government, let's say, or the policy of the government or the direction of the Board.  That should simply reduce my capital costs, be taken out of my capital costs.

MR. JANIGAN:  Now, with respect to your proposed expansion fund, if the -- you have projects coming forward that have a net present value of -- that is zero or a negative number or an internal rate of return that's much below the .8 that's been -- that is the subject of -- of EBO 188, how should the expansion fund treat these kind of projects?

DR. YATCHEW:  I think that in our response to -- in my response to Board Interrogatory No.8, the municipality and the proponent would come forward with a proposal, with contributions from the municipality, from the proponent, perhaps, from new customers in the form of -- and the Union model would be a surcharge, in our model, simply higher rates.

They come to the Board and they say, Well, this is what we need.  We are now at a profitability index of 8 -- .8, sorry -- this is what we need from the expansion fund to reach 1.0, to be viable.  So that would be the mechanism that I think would be the simplest.

MR. JANIGAN:  And you propose this kind of per unit ceiling.  How does that enter into the picture?

DR. YATCHEW:  The per unit ceiling on the potential subsidy, so the way it would fit is the Board would, in advance, determine that here is the most that you -- your volume of purchases on average over the next ten years are predicted to be X.  And another utility's is 10X.  The potential eligibility from the fund for my proposal, which is only X, would be roughly one-tenth of what the much larger project would be entitled to.

MR. JANIGAN:  And one thing that confused me a little, in terms of your proposal, is that it seems as if the amount that you get from the expansion fund is determined after you've done the bid.

How do you do the bid without knowing how much you're going to get?

DR. YATCHEW:  If the municipality and the potential suppliers know what the ceiling is per unit volume, they can build that into their calculations.  Then they come to the Board and say this is what we need.


So knowing what your maximum eligibility -- eligible amount is allows you to complete the circle, to come up with a number that is presumably viable.

MR. JANIGAN:  And you're assuming then that at this case that there's the fund, and the Board is in charge of the fund.  Is that --


DR. YATCHEW:  The fund, the Board is in charge of the fund.  It is also complicated by the fact that the government is playing a role here too, so you have to make some sort of assumption about what would be plausible, what would be a plausible contribution from the Board.

But my understanding is that once this Board has decided on the framework, that would be the time for the government to elaborate more on how -- what their role would be in this process.

MR. JANIGAN:  Thank you, Dr. Yatchew.  Those are all my questions for the panel.  Thank you, Panel.

MR. QUESNELLE:  Thank you, Mr. Janigan.

I'll just ask the court reporter, are you okay with running a half hour or so...  Certainly, yes.

We're going to take a 15-minute break, and we'll resume at 1:45.  Thank you.
--- Recess taken at 1:30 p.m.
--- On resuming at 1:44 p.m.


MR. QUESNELLE:  Thank you.  Please be seated. Ms. DeMarco, you are up next.
Cross-Examination by Ms. DeMarco:


MS. DeMARCO:  Thank you, Mr. Chair and thank you, Dr. Yatchew.  I'm going to be asking you questions on behalf of two parties.  The first is Anwaatin, which is a group of seven First Nations, and the second is GreenField Specialty Alcohols.

As I understand it, your evidence deals largely with the value of competition.  Do I have that right?

DR. YATCHEW:  That is certainly a portion -- a significant part of my evidence, yes.

MS. DeMARCO:  So I'd like to, just as a read map, ask you questions about three main areas: efficiency, market failures, and subsidization.  Hopefully, that will help you in shaping your answers.

So it goes with your current holding economist status that is efficiency is generally a good thing, yes?

DR. YATCHEW:  Yes.

MS. DeMARCO:  And efficiency can come on an individual customer basis; is that fair?  It can be realized on an individual customer basis?

DR. YATCHEW:  You mean in terms of benefits to customers?

MS. DeMARCO:  Yes.

DR. YATCHEW:  Yes.

MS. DeMARCO:  So you would say there was efficiency realized by an individual customer?

DR. YATCHEW:  I think that economists would use the language that the enterprise is operating efficiency and that that, in turn, confers benefits to customers or other parties.

MS. DeMARCO:  And the enterprise basis would be a system-wide efficiency?

DR. YATCHEW:  So enterprise, in this case, I'm using it in the sense of a firm or a company.  But sort of the larger framework that I think you're referring to is a structure like a market that, through various processes such as competition, can convey efficiencies.

In this setting where we're operating right now, it's a regulated setting and the regulator seeks to gain efficiencies through a different kind of mechanism, and that's incentive regulation.

So those efficiencies can come by in various ways.

MS. DeMARCO:  With the ultimate goal being achieving efficiency for the overarching sector/system; fair?

DR. YATCHEW:  That's the pure economist's objective; that's not necessarily the objective, the social objective.

MS. DeMARCO:  And I'll get to that, that social objective.  But as I understand your evidence, there was an element of pure economist’s let's achieve a sector-wide efficiency by introducing competition.  Is it that fair?

DR. YATCHEW:  The idea that there can be efficiency  gains.  I wouldn't go so far as to say that we'll be at some optimal level of efficiency.

But there is potential for significant efficiency gains by introducing competition.

MS. DeMARCO:  And those efficiency gains are not always possible on a system-wide basis, correct?

DR. YATCHEW:  You would have to give me an example.  There are often impediments to achieving sort of efficiency, whether it's the existence of market power, for example; that would be one example.

MS. DeMARCO:  For example, equity considerations that is you've mentioned.  There may be some equity considerations that may prevent an overarching system-wide maximal efficiency?

DR. YATCHEW:  Maximal economic efficiency.  So yes, so I suggested that policy makers have this trilemma -- or quadralemma, if you will -- that they have to balance off these risk considerations, yes.

MS. DeMARCO:  Thank you.  Now I'm going to ask you a series of questions about efficiency in the provision of fundamental services.  And I'm very intentionally not using the words "essential services”, but common fundamental services.

First of all, can we agree that energy is a fairly fundamental service?

DR. YATCHEW:  Yes.

MS. DeMARCO:  And in achieving efficiency, an entity could argue that the maximum economic efficiency is to do without the service all together.  That's not what we're talking about here --


DR. YATCHEW:  I’m sorry, I didn't quite hear that.

MS. DeMARCO:  The maximum economic efficiency, an entity could argue, is to do without the service altogether.  But that's not what we're talking about here, is it?

DR. YATCHEW:  I don't see how that would achieve a Efficiency, to do without a service.

MS. DeMARCO:  There would be no cost to the system associated with that service, if nobody had to take it; is that fair?

DR. YATCHEW:  If they voluntarily did not need It, or because it was not available?

MS. DeMARCO:  Well, we are going to the heart of my questions.  Let me ask you very specifically a series of questions, and have you tell me whether there is an efficiency associated with it, or whether it's a market failure.  Is that fair?

Let's take the situation where the cost of energy is so high that it results in a bifurcated cost for customers to heat or eat.  Is that an efficiency or a market failure?

DR. YATCHEW:  That's a social failure, that's a societal failure.  It's somehow -- we would like to think in wealthy, liberal democracies that there is at least income provided for those that can't generate it on their own, so that certain minimum -- I'm about to say essentials are met.

MS. DeMARCO:  So you wouldn't argue that that's an efficiency?

DR. YATCHEW:  I would argue that this is a societal equity issue.

MS. DeMARCO:  A failure of some sort, a social Failure?

DR. YATCHEW:  A societal failure, yes.

MS. DeMARCO:  What about the costs of energy or electricity are so high that they result in customers unplugging their heat recovery ventilation systems with resulting mould, moisture, and asthma to children?  Efficiency, or market failure, or failure?

DR. YATCHEW:  Once again, I would -- well, it's deplorable in this following sense, that you have technology that can recover heat, but you can't -- but because electricity prices are high, you're incentivized not to use that technology that is already available to you.

But ultimately that really is, in my mind, an issue of is there sufficient -- is there sufficient income support and income sources to meet minimum standards of living and health.

MS. DeMARCO:  Certainly, it’s fair to say that that wouldn't be a measure of conservation that you would encourage?

DR. YATCHEW:  Which, to unplug your --


MS. DeMARCO:  Heat ventilation.

DR. YATCHEW:  Somehow I don't think that's in the Board's DSM program.

MS. DeMARCO:  Nor do I.  Nor do I.

DR. YATCHEW:  So price can discourage consumption, yes, and absence of income can also discourage consumption.  But to me, these are income issues as much as anything.

MS. DeMARCO:  So, fair to say that some consumption in the form of conservation is good to encourage.  In other reduction of consumption of very fundamental services is not good to encourage?

DR. YATCHEW:  Okay.

MS. DeMARCO:  That's a yes?

DR. YATCHEW:  Yes.

MS. DeMARCO:  Thank you.  So I'm going to move on to subsidies, and I understand your evidence to say that all things being equal, the preferential approach is to proceed without a subsidy; is that fair?

DR. YATCHEW:  Yes, I think that economists would generally agree that subsidies are put in place where a government might see the necessity of them; income transfers are subsidies.

MS. DeMARCO:  So all things being equal, occasionally It is preferential to proceed without a subsidy; fair?

DR. YATCHEW:  Yes.

MS. DeMARCO:  And fair to say that quite often, all things are not equal?

DR. YATCHEW:  Yes, I'm not sure what you mean by That, but that's -- there's a lot of inequality out there, if that's the intent that you're stating.

MS. DeMARCO:  So let me put forth a situation to you, where you've got some energy customers in a jurisdiction right next to another jurisdiction paying $750 a year for their energy needs, and other customers paying $750 to $1,500 a month for their a energy needs.

You'd agree with me that that's not an equitable situation?

DR. YATCHEW:  Well, it depends on the incomes, but -- and it seems to be implicit in your question that the cost of providing energy in these two distinct locations is very, very different.


MS. DeMARCO:  It could be as little -- let me first accept your assumption that the income levels in the two communities are analogous, entirely the same.


DR. YATCHEW:  Okay.


MS. DeMARCO:  Two First Nations communities, for example.


DR. YATCHEW:  Okay.


MS. DeMARCO:  But one has access to natural gas.


DR. YATCHEW:  Mm-hmm.


MS. DeMARCO:  The other doesn't, very proximal to each other.  That would be an inequitable situation, would you agree?


DR. YATCHEW:  Yes.


MS. DeMARCO:  So in your responses to Mr. Elson, I understood that he put to you certain questions about, how can you possibly justify a subsidy when you're increasing the cost of one customer to decrease the cost of another customer?


In that there appeared to be an assumption that that increase and that decrease were proportional; do I have that right?


DR. YATCHEW:  I don't think so, and the reason is the increase is experienced by a much larger customer base, and the decrease is being experienced by a much smaller customer base, so whereas the customers that would be generating funds into the expansion fund might be contributing on the order of a few dollars a year, let's say, the individuals in the location that is now going to have gas are experiencing thousands of dollars in reduction and energy costs, but that really has to do with relative population sizes, population bases.


MS. DeMARCO:  So as I understand your customers, some customers could receive a slight increase and others could receive a massive decrease, overall.


DR. YATCHEW:  Yes.


MS. DeMARCO:  So those are my questions on behalf of Anwaatin.


If I can move on to GreenField, I have just a few questions here about franchise competitiveness and the ultimate goals of that.


Is it fair to say that one of the viable goals of franchise competitiveness is to lower rates for the entities within that franchise?


DR. YATCHEW:  Yes.


MS. DeMARCO:  And in doing so, your view is that there are a number of benefits from diversity of players, diversity of competitors, so to speak?


DR. YATCHEW:  Diversity of proponents to expand the system, so, for example, multiple utilities trying to get into that business there, yes.


MS. DeMARCO:  So that's one of the pros of competition.  There are also pros of what I'll call uniformity or monopoly structures; is that fair?


DR. YATCHEW:  Monopoly structure is something economists accept grudgingly.


MS. DeMARCO:  Do you accept that grudgingly, that there are some relative benefits of a monopoly structure?


DR. YATCHEW:  Don't get me started.  In fact, I think in one of my papers I talk about how economists really dislike monopolies, but what they do is they try to find solutions to mitigate the consequences of a monopoly.


MS. DeMARCO:  So just as I understand your expert evidence here in a balanced way, not 100 percent bad all the time, monopolies; fair?


DR. YATCHEW:  Since the beginning, roughly, of the 20th century, we have learned how to design structures, meaning -- by that I mean laws, regulations, antitrust regulators, that have resulted in really relatively well-behaved, pretty good behaviour amongst monopolists, but if tomorrow the technologies came along that allowed us to deregulate that industry, as for example, has been the case in telecom over the last 30 or 40 years, economists would surely prefer the latter.


So monopolists -- they are not bad to begin with.  They provide an important service, a critical service. In fact, they provide it, usually, very, very well.  But that's because they are -- they operate under certain sets of rules.


MS. DeMARCO:  And those certain sets of rules are fairly uniformly enforced by an economic regulator; fair to say?


DR. YATCHEW:  I'm not sure I can -- without more detail I'm not sure I can speak to uniformity.  I think that regulators try to be equitable within the laws and policies with which they operate.  They try to be as equitable as they can be.  If uniformity means some sort of equitability, then I would say yes.


MS. DeMARCO:  Thank you.


And in approaching an overarching system where there are notionally the benefits of competition, there is the necessity of evaluating comparable elements of competitive entities; would you agree?


DR. YATCHEW:  Could you just provide me with a little bit more detail on what you mean by that?


MS. DeMARCO:  Sure, in the context of evaluating competing bids, would it be fair to say you'd want to look at an apples-to-apples comparison of certain key elements, without limiting the creativity and diversity that you speak of.  Is that fair?


DR. YATCHEW:  So who is doing this evaluation?  Is it the Board?  Is it the municipality?  Anybody?


MS. DeMARCO:  This is anybody.


DR. YATCHEW:  Just theoretical entities?


MS. DeMARCO:  Theoretical entities.


DR. YATCHEW:  Is -- in evaluating bids, yes, the -- the evaluator would need to be able to somehow make the comparisons on a comparable footing and establish the trade-offs.  One phone package might give you more data.  Another one might give you more voice.  What's more important to you?


MS. DeMARCO:  And that's exactly where I'm going. In your evidence, you referred to the east-west tie line and competition around that, and specifically -- correct me if I'm wrong -- I believe the reference is in and around page 19, but I could have that wrong.


There were common required elements of the bid, the competition in that otherwise historically monopolistic service; is that fair?


DR. YATCHEW:  Yes.


MS. DeMARCO:  And those elements would have included the technical capability and the financial capability; is that right?


DR. YATCHEW:  Yes.  Those would certainly be essential characteristics of a possible supplier.


MS. DeMARCO:  Right, and that also would have included the schedule and the costs, in particular the costs; is that fair too?


DR. YATCHEW:  Yes.


MS. DeMARCO:  And the landowner and other consultations that were undertaken, otherwise undertaken; is that fair?


DR. YATCHEW:  Certainly you need to be able to build it, so you need to be able to have approval from owners, whether they are private owners or whether they are communities or First Nations, yes.


MS. DeMARCO:  And those were common elements to all the bidders?


DR. YATCHEW:  I don't know for certain, but I would imagine that these were things that if you were going to spend the money in developing a bid, you would have to go through those steps at a minimum, yes.


MS. DeMARCO:  And at paragraph 23, page 10 of your evidence, you refer very specifically to the RFI or bid process of the municipalities of Kincardine, Arran-Elderslie, and the Township of Huron-Kinloss?


DR. YATCHEW:  Yes.


MS. DeMARCO:  Do you know if they went through each of those common elements or had included or required each of all those common elements in their bid process?


DR. YATCHEW:  I do not know.  I have not even seen the bids.


MS. DeMARCO:  Thank you.


DR. YATCHEW:  Or even the winning bid.


MS. DeMARCO:  Thank you, those are my questions.


MR. QUESNELLE:  Thank you, Ms. DeMarco.


Mr. Millar?

Cross-Examination by Mr. Millar:

MR. MILLAR:  Yes, thank you, Mr. Chair.  Good afternoon, Dr. Yatchew.  My name is Michael Millar.  I am counsel for Board Staff.  It is a sunny Friday afternoon, and fortunately some of my questions have been covered, so I just have a few odds and ends left for you, and hopefully it won't take too long.


At the risk of beating a dead horse, I just want to follow up again on some questions we've already heard on the competitive process and the benefits that that process might bring to the citizens of a particular area and to the Board itself.


And you were just discussing this with Ms. DeMarco, and you discussed it with Mr. Janigan and others, but if I understood the tenor of those conversations accurately, generally speaking, you think there are some benefits to a -- to a competitive process for granting franchise applications?


DR. YATCHEW:  Yes.


MR. MILLAR:  Did I hear you correctly that one of the benefits of this might be that the Board could consider various proposals, and then have the benefit of that in deciding which was most appropriate?


DR. YATCHEW:  I don't believe that I would have stated that the Board would be examining multiple proposals.

MR. MILLAR:  Maybe I did mishear, then.  My understanding is, at least from the proposal of EPCOR and South Bruce, that the Board wouldn't actually see the bids.  Is that your understanding as well?  It would see the winner, if I could put it that way, but it wouldn't see the other bids?

DR. YATCHEW:  My understanding is that, but I'm not part of that process and I haven't been.

MR. MILLAR:  Let's just assume that's the case and if it's wrong, it will come out in argument.  But let's assume a situation where a proposal is put forward where the Board would review the winning bid, but not the other bids.

So acting on that assumption, I guess the way it would work would be the municipality would put out its RFP,  it would get proposals, and it would select the best -- what it determined to be the best, and it would then pass that along to the Board.  Is that how that would work?

DR. YATCHEW:  Yes.

MR. MILLAR:  Is that the optimal way to do this?

DR. YATCHEW:  I can see pretty strong arguments in favour of this model.

MR. MILLAR:  Is that better than letting the Board see the bids?

DR. YATCHEW:  Well, let me suggest my thinking about this.  Aside from any additional process of review and administrative cost, which in these important kinds of processes, a franchise application, may very well be very important.

On the other hand, it is my understanding that in these merger applications on the electricity side -- and you can correct me if I'm wrong, but my understanding is that the Board sees the final last, so to speak, and does not review the other details.

But, the -- in my mind, the deeper reason is a principle that I think is insufficiently used and understood in regulatory settings, unfortunately, and it's this idea of subsidiarity.

Municipalities need to be able to develop the capacity to make judgments on their own, to make mistakes, and sometimes to pay for them, and to have their own successes.

So, there is that -- also that balance.  Perhaps it would be beneficial for the Board to review all of the applications, and maybe that would be -- could be done with sufficient confidentiality not to comprise any future commercial bids and so on.

But in my mind, I think that this responsibility ultimately resides with the municipality to come up with the right proposal.

MR. MILLAR:  Just to unpack that a little bit, I take your comment with respect to mergers, and I don't know if you'd be aware of this -- and you may well not be, because it's sort of a legal issue -- but are you aware that there’s actually different tests under the act for mergers and acquisitions as compared to franchise agreements?

DR. YATCHEW:  I'm not aware of the details of the differences, no.

MR. MILLAR:  Okay, thank you.  You discussed the issue of subsidiarity and you’ve said that util -- pardon me, municipalities should be entitled to make their own mistakes if that happens.  Did I hear that correctly?

DR. YATCHEW:  Yes, that's my sort of preferred model.  You'd have to convince me why they're not capable or competent to make good judgments --


MR. MILLAR:  Fair enough.

DR. YATCHEW:  -- to elevate that choice to the next level.

MR. MILLAR:  If they make a mistake with respect to selecting an appropriate utility for the franchise, who pays for that mistake?

DR. YATCHEW:  Ultimately, their ratepayers will have to pay, or their citizens will have to pay, yes.

MR. MILLAR:  And do you accept that the Board has a public interest mandate in selecting and granting franchise agreements?

DR. YATCHEW:  Yes, and therein, there is where that sort of decision would have to be made, whether it's incumbent upon the Board to review every application in order to fulfil that, or whether it's sufficient for the Board to have the evidence before it that there has been an RFI or RFP, or some sort of competitive process, and this is the outcome.

So it may not require review of everything.  It may be sufficient just to review the process.

MR. MILLAR:  Would the Board be more able or less able to consider the public interest if had access to the bids?

DR. YATCHEW:  There is sort of a tautology in statistics that says more data is always better than less data.  So in that sense, it may very may well -- it may very well have more information and therefore, in theory, be able to make a better decision.

The other question is whether reliance on the Board's evaluation actually absolves the municipality of some of its duties and responsibilities in exercising good Judgment, and investing the necessary resources to make good choices.

MR. MILLAR:  Okay, thank you, Dr. Yatchew.  I'm going to move on to my next area.

This may be more a question for your counsel, and if he doesn't wish to answer it, that's fine.  I just wanted to get it clear on the record.

There is already a franchise agreement that's been proposed for Kincardine and South Bruce.  Mr. Kaiser, are you able to confirm that EPCOR intends to go forward with this application irrespective of the results of this proceeding?  In other words, if no fund is created, does EPCOR increase tend to continue with the Kincardine application?

MR. KAISER:  Yes.

MR. MILLAR:  Thank you.

Dr. Yatchew, I think a couple of parties danced around this issue, but I'm not sure anyone actually asked you directly.

I understand your expansion fund, the intention is it would be funded from all gas utilities in the province?

DR. YATCHEW:  Yes.

MR. MILLAR:  And some folks have mentioned that Kingston and Kitchener are not actually regulated by the Board.  Do you have any thoughts on how the Board would actually collect money from those utilities, since we don't rate regulate them?

DR. YATCHEW:  I'm not in a position to make a judgment on whether there that is jurisdiction, so I would have to decline to answer that.

MR. MILLAR:  Thank you.  Moving on to the expansion fund, I don't say this as a critique, but is it fair to say that you've -- you've given us some ideas for an expansion fund, but there would still be a fair number of details that would have to be worked out, even after you've responded to some of the interrogatories from Board Staff and others?

DR. YATCHEW:  Yes, that's fair.  The details that I provided are really just one page.

MR. MILLAR:  That's correct.

DR. YATCHEW:  But I also would add that I'd prefer that it not be longer than two pages, because I really prefer if that process were simple --


MR. MILLAR:  Understood.

DR. YATCHEW:  -- and not add to administrative burden.

MR. MILLAR:  But you would accept if the Board were to say this is a great idea, there would still be some work to do in ironing out the details.

DR. YATCHEW:  I would be flattered.

MR. MILLAR:  But you would accept that we couldn't just take your page and -- that’s not the end of the end of the story, there is still some work that needs to be done.

DR. YATCHEW:  Absolutely.  The Board has much more wisdom than I.

MR. MILLAR:  In terms of just to pick a single area -- and I don't propose to go through a lot of this, but if I understand it, the revenues for the fund would be collected through what I would call a surcharge on the commodity rate of about .0002 dollars per m-cubed. Is that right?

DR. YATCHEW:  It was a number of that sort, yes.

MR. MILLAR:  I’m sorry, I don't have the reference, but whatever it is --


DR. YATCHEW:  That’s okay.  I didn’t memorize the zeroes either.

MR. MILLAR:  It’s close to that.  So this would be a surcharge on the commodity rate, is that correct?

DR. YATCHEW:  Yes.

MR. MILLAR:  Now, as I understand it, many of Union and Enbridge's large customer don't actually purchase their gas through the utility  They are direct-purchase customers and therefore don't necessarily have a commodity rate with the utility.

Again, I assume you'd be open it other ideas.  Perhaps could be collected on the distribution rate as opposed to the commodity rate, if that made more sense?

DR. YATCHEW:  There are various ways of collecting these funds.  My main objective in proposing the one that I did was to stay simple, and to make sure that it's Proportionate and has modest impact.

MR. MILLAR:  Because as I think as you discussed with Mr. Stevens, much of the -- it's a volumetric rate and much of the volumes are actually held by the large-use customers.

DR. YATCHEW:  Yes.

MR. MILLAR:  And most of those large-use customers are actually direct-purchase customers, and don't have a commodity rate with the utility.

DR. YATCHEW:  Yes.

MR. MILLAR:  So would you open to some changes There, if that made sense?

DR. YATCHEW:  Absolutely.

MR. MILLAR:  Let me move on to -- speaking still of the -- I guess more generally about subsidies in general which is, I guess, your expansion fund is a subset of that greater topic.

Could I ask you to turn up Board Staff Interrogatory No.2?  You will see we asked you a couple of questions about that.

I'm looking at the response to B, I believe, at the bottom of the -- sorry, it's the -- there, at the bottom of the page, that's right.

We asked you if, you know, the government had specifically referenced subsidies, and you give a response there and if I could read from the last paragraph, you state:
"Second, it is reasonable to assume that most expansions which are profitable on a stand-alone basis will generally occur spontaneously.  Thus, the Minister of Energy's February 17th, 2015 letter requesting that the Board examine options for facilitating access to natural gas services would seem to imply a degree of cost relief in new service areas through other mechanisms."

That was your response to our question?

DR. YATCHEW:  Yes.

MR. MILLAR:  I shouldn't assume -- you had an opportunity to look through the applications of Enbridge and Union when you prepared your report?

DR. YATCHEW:  Under the separate proceeding?

MR. MILLAR:  Yes.  Well, both --


DR. YATCHEW:  Not the evidence -- you are referring to the separate -- the other proceeding, not the evidence that's filed here?

MR. MILLAR:  Well, Union filed originally in --


DR. YATCHEW:  Yes.

MR. MILLAR:  -- what is called the 0174, but then Enbridge actually filed its evidence as part of this 0004 proceeding.

DR. YATCHEW:  Yes.

MR. MILLAR:  I take it you are at least generally familiar with their --


DR. YATCHEW:  Yes.  I mean, at a general level.

MR. MILLAR:  Just by way of example, I'd like to take you to Enbridge's evidence.  This was page 33 of their pre-filed, and you will see there is a table at the top.

Did you review their evidence, at least generally when it first came in; did you have a look?

DR. YATCHEW:  Generally, but I certainly didn't review this in any detail.

MR. MILLAR:  No, that's fair enough, and I recognize this is not your evidence.  I just wanted to ask you a couple of questions about Enbridge and Union's evidence.

DR. YATCHEW:  Uh-hmm.

MR. MILLAR:  So if you look at this table 10, what it shows is essentially the cost of the subsidy versus the benefits that will accrue to the new ratepayers.

And just so you can see what it is, if you look at the stage 1 benefits -- I went over this with Enbridge and with Union as well.  You will see a number of 120 -- let's call it $123 million.

What I went over with Enbridge was, on a net present value basis, that's essentially the amount of the subsidy from existing ratepayers to expansion ratepayers that would result if their proposal was accepted; did you understand that?

DR. YATCHEW:  I understand that.

MR. MILLAR:  And then if you look at the next line, the stage 2 benefits, it shows these are the benefits that would accrue to the new rate -- to the new expansion customers in terms of reduced energy costs.

DR. YATCHEW:  Yes.

MR. MILLAR:  And it starts with a number of about 385 million -- I should say this does include the surcharge that Enbridge proposes to charge, so that's already included there.

And then they net out the energy -- the conversion cost of new furnaces or upgrades to furnaces or what-have-you.  And at the end of the day there's a benefit to those customers of $357 million, and then if you just subtract A from B, the overall positive benefits, before you even look at stage 3 benefits, societal benefits, it's $234 million; do you see that?

DR. YATCHEW:  Yes, I do.

MR. MILLAR:  So looking at this -- and I should say, Union has -- they're not the same numbers, but the ratios are broadly similar.  In fact, I think the ratios are even greater for Union.

When you look at these numbers would you say that these projects are not profitable on a standalone basis?

DR. YATCHEW:  Umm...  Assuming that these conversion rates are going to occur, the benefits are positive.

MR. MILLAR:  So these are -- I'm not saying there aren't barriers -- for some reason this isn't happening, right?

DR. YATCHEW:  Yes.

MR. MILLAR:  But is the barrier -- is the problem that these projects aren't profitable.  I'm using your words from your response to our interrogatory.

DR. YATCHEW:  I'm not certain.  If really the question is whether you would achieve these kinds of conversion rates, given certain rates and surcharges in place, that may be the case.  It would -- what you're suggesting here is that these projects should be profitable on a standalone basis and therefore should occur but for the latitude to charge these surcharges and -- do I understand correctly that this calculation does not include surcharges on existing customers?

MR. MILLAR:  I don't think the proposals are for surcharges on existing customers.  There would only be a surcharge on new customers in the proposals of the two utilities, but that is included here.

DR. YATCHEW:  So in -- right, so in effect, I mean, the way I prefer to think about it is that the new customers are simply paying a higher rate because they live in a higher cost service area.

MR. MILLAR:  Currently they're paying a higher rate, yes.

DR. YATCHEW:  Would be paying a higher rate.

MR. MILLAR:  Yes, even under Enbridge and Union's proposal there is a surcharge.  It lasts for a different duration for the two utilities, but they do --


DR. YATCHEW:  But in effect, it is -- one way to think about it is it's just a higher rate because it is a higher service charge area.

MR. MILLAR:  Exactly.

DR. YATCHEW:  And this does not include any contributions from any other sources, such as existing customers, the province, for example.

MR. MILLAR:  Well, there's also an incremental tax equivalent, in fairness.

DR. YATCHEW:  Yes.  Correct.

MR. MILLAR:  But as we went over with the utilities, that's actually a pretty small portion of the amount.

DR. YATCHEW:  Yes.

MR. MILLAR:  So -- and again, when I look at this, this is the utilities' evidence, not ours, and I think we'd agree, something isn't working here.  There is some reason that there appears to be $234 million on the table, but people aren't taking it.

DR. YATCHEW:  Right.

MR. MILLAR:  So there is some sort of barrier.

DR. YATCHEW:  Yes.

MR. MILLAR:  And the barrier that the utilities propose, and I guess EPCOR as well, is that we use subsidies from existing customers to push people to take that money.

DR. YATCHEW:  Yes.

MR. MILLAR:  Is that the only way you could encourage these people to take that money?

DR. YATCHEW:  Well, I think the government has also recognized that it's not happening on its own and is putting money on the table for that purpose.

MR. MILLAR:  Well, that's right, and that should assist with this, but --


DR. YATCHEW:  But that should also suggest that, you know, there are barriers here that need to be --


MR. MILLAR:  Oh, there is clearly a barrier.  There is money there and people aren't taking it, and I think one of the reasons we are here today is to figure out, how do we get people to take this money.

DR. YATCHEW:  Yes.

MR. MILLAR:  And one of the solutions --


DR. YATCHEW:  That's the problem, isn't it --


MR. MILLAR:  -- the solution that's been put forward is this subsidy.

DR. YATCHEW:  Yes.

MR. MILLAR:  Now, I heard in your discussions with Ms. DeMarco that you agreed -- you should have a reason for a -- you wouldn't have a subsidy absent a good reason for a subsidy?  Did I understand that correctly?

DR. YATCHEW:  I think that's fair, yes.

MR. MILLAR:  And if you could achieve these same results, for example, or at least continue to have a positive benefit by, for example, either increasing the surcharge or increasing the duration of the surcharge, would that be a preferable alternative to a subsidy?

DR. YATCHEW:  If you could persuade me that it would work --


MR. MILLAR:  Okay.

DR. YATCHEW:  -- and that you would -- the rates that you would end up charging would indeed produce the kinds of conversion rates that are necessary -- it is insufficient just to build a supply line.  If you don't get the conversion rates, the deal can be in the negative in perpetuity.

MR. MILLAR:  Yes, no question.  All these numbers are built on certain forecasts of customer attachments, and I accept that if you fiddle with how much each customer is going to save, that will impact their decision to sign up for the new service, so there's some balls in the air for sure.

DR. YATCHEW:  And the other thing that I would add is that you really want to get those conversions happening very early, as early as possible, and I think that's also part of this -- the government subsidy story, the subsidy story that -- of the -- that we've been talking about, and in fact is implicit in Union.

You want to accelerate those conversions, because once you've built that pipe which is distant to the supply line, you now have under-used capital.

MR. MILLAR:  Yes, and that's a risk to ratepayers, right?

DR. YATCHEW:  It's a risk to ratepayers or --


MR. MILLAR:  Or it would be risk to somebody.

DR. YATCHEW:  -- or to whoever is underwriting those costs.  It could be that the company itself is taking some of those risks.

MR. MILLAR:  In theory it could be.  Okay.

DR. YATCHEW:  So I guess expanding into high-cost service areas, I think if you are going to do it, you want to be pretty sure that you are going to be successful.

The worst scenario is you spend all this money on the pipeline that is really not providing any gas because people aren't converting, or they are converting ten years from now after the surcharge has expired, so you don't get this kind of a free rider or delayed connection scenario, which was one of my sort of observations on the shorter-term surcharges.

MR. MILLAR:  And these are all things you would weigh in assessing whether or not a subsidy was the right way to go.

DR. YATCHEW:  Yep.

MR. MILLAR:  Okay.  Thank you very much, Dr. Yatchew, those are my questions.

MR. QUESNELLE:  Thank you, Mr. Millar.

Mr. Kaiser, any redirect?

MR. KAISER:  I have no re-examination, sir, but I would like -- I would like to just come back to the question that Mr. Millar asked just a moment ago, and it is a complex question, and a one-word answer doesn't really work on reflection, so I apologize for that.

I interpret it to mean that access to government funds was not available, and of course some of the parties here have said that they are not counting on government funds, but if government funds come along they'll build more, by way of example.

And so it probably doesn't mean yes or no -- modification, but as I think about the complexity of this matter -- and you will face this in your decision -- there are a variety of alternative rate-making scenarios here, rate-making flexibility, I'll call it, and in fact, your issue number 5 highlights it, and it is hard to answer that question until you know what the whole package is at the end of this decision, so I don't want that one-word answer being misinterpreted, and I'd rather give a more fulsome answer, and I would suggest you really can't answer that question properly until you see the parameters that the Board is going to follow on the rate-making side.

MR. QUESNELLE:  Great.  Thank you, Mr. Kaiser.  Ms. DeMarco?

MS. BRAZIL:  Sorry, that's actually me.

MR. QUESNELLE:  Sorry, Ms. Brazil.

MS. BRAZIL:  I wonder if I could just have your indulgence to ask a quick follow-up question to Dr. Yatchew that arose from the questions that VECC asked?  It shouldn't be more than, you know, three minutes.

MR. QUESNELLE:  That will be fine, thanks, Ms. Brazil. 
Cross-Examination by Ms. Brazil:


MS. BRAZIL:  So my name is Laura Brazil, I'm counsel to the Canadian Propane Association.

DR. YATCHEW:  Okay, thank you.

MS. BRAZIL:  I just wanted to clarify one point from your discussion with VECC earlier today.  I don't have the benefit of the transcript, so I might be paraphrasing a bit, so please correct me if I'm not stating your position properly.

So I think earlier you spoke about how consumers who are currently using alternate fuels would react to a decrease in the cost of natural gas prices.  Do you remember that discussion?

DR. YATCHEW:  Yes.

MS. BRAZIL:  And I guess you could really just say that the question was:  Would they be likely to switch from an alternate fuel to natural gas?

DR. YATCHEW:  It depends on the differential.

MS. BRAZIL:  And by the differential, do you mean how price inelastic the market is?

DR. YATCHEW:  No, by that I man -- so if the scenario is at the moment, you didn't have natural gas, but you have other sources of energy, now all of a sudden natural gas appears in your community, what's the likelihood of switching.  And obviously that's going to depend on the relative price -- the relative price advantage of natural gas.

MS. BRAZIL:  Okay, so that may actually answer my question, which is that I thought earlier you had said that the market for natural gas was highly price inelastic.  Am I just remembering that wrong?

DR. YATCHEW:  I think I use the example -- I think I mentioned that electricity demand is highly price inelastic.  But if you take propane, if the question is are people likely to switch from propane to natural gas?

MS. BRAZIL:  Yes.

DR. YATCHEW:  So this is my view:  We've observed tumultuous changes in natural gas prices over the last decade.  That's really why we're here, I think.  And that's caused large spreads between natural gas and everything else.

Propane historically has tracked closer to oil prices. We've heard evidence that propane is starting to track natural gas prices more slowly.

I have done statistical analyses of oil and natural gas, but not done specifically of propane.  But my understanding is that pricing in propane markets is, to a large degree, related to the alternative of heating fuel.  So if heating fuel oils drop, which they have, propane prices will drop.

I'm not convinced therefore that they're going to be tracking natural gas prices.

So the bottom line is the switching from propane to natural gas is going to depend not only on the price differential, but on what my expectation is going to be about propane prices in the future.

If I believe the propane prices in the future have a risk of continuing to track oil as they have historically, there is a higher risk with propane than natural gas.  Natural gas is a continental market; I do not anticipate, you know, major increases in natural gas prices in the long term.

So it's -- the simplest first cut answer is it is price differentials.  But the next layer of that assessment of whether you switch or not is what do you expect prices to be in the future, and natural gas prices are much more predictable than oil prices.

MS. BRAZIL:  Okay, and again I may have misheard you, but what I wanted to follow up on was I thought that you had said that it wouldn't be likely that people would switch to natural gas as a result of a decrease in natural gas prices.  So I must have -- I must have just heard you wrong.

So that's all that I wanted to follow up on.  Thank you.

MR. QUESNELLE:  Thank you, Ms. Brazil.  And you don't have any re-examination, Mr. Kaiser?  Okay.

The Panel conferred at the break and what we think is the best route forward, and what we've made our decision on from a procedural point of view, is we'll issue a procedural order within a reasonable timeframe -- hopefully next week sometime -- doing two things:  laying out the schedule for the rounds of submissions we anticipate, and I'll tell you right now we recognize that we have a very full record with a lot of parties participating.  So we will be, you know, cognizant of that in laying out the schedule, especially the time between the two submissions to give people adequate time to fully respond.

We'll also provide some guidance, not limitations on arguments, but guidance as to things that we've heard over the last week that we would like to have emphasised, or things that we'd be looking at from legal authorities perhaps that we would want to have included, and perhaps identify some of the elements that we would like to have people pay attention to.

And again, that's not in my fashion to limit the arguments, but to perhaps shape them in such a way that people have a reference point for the construct of them.

One things that we will tell you right now, which is I think important just from a -- to give people an understanding of where the Board is headed on this element, and it comes from something Mr. Kaiser for Union asked earlier this week, and it was what we're doing -- the relationship between this generic hearing and the application that EPCOR has before the Board on the franchise agreements right now, and as to the nexus of the two.

The Board, as a basically preliminary matter in those applications, will be asking for submissions on the lens which it should use to review those applications.

We won't be dealing with it here.  There is no need for any of the arguments to deal with the test that should be applied to that application that EPCOR has filed with South Bruce, but it will be a preliminary matter in that hearing.

And I say hearing, we have combined -- there are three applications for the three municipal franchise agreements, and they have been combined into a hearing and that will be a preliminary matter there, which I think -- and we'll deal with it in submissions there.

So know that's how we intend to go forward with that, and that will be -- procedural matters will be initiated on that in due course.  But it won't be long before we get to that.

MR. KAISER:  In that procedural order with respect to the franchise matter, you will lay out exactly what that question is?

MR. QUESNELLE:  Yes.  Yes, but it was more to sort of let you know that it won't be dealt with in the arguments in this case, and how we plan on parsing that out.

I don't think we have anything else?  Paul, anything else?  Okay, Mr. Rubenstein?

MR. RUBENSTEIN:  The question I have, and I believe that a lot of my friends -- or at least some of them who are not here -- will ask.  Recognizing there will be an appeal with the specific schedules, if you could just give us a sense of maybe -- what is the earliest you may seek argument, so we can sort of plan the next --


MR. QUESNELLE:  I'm glad you asked because -- why don’t we have a bit of conversation on that right now.

If we got the PO out, let's say next Friday, if we sought something that -- just to throw it out there, to start the conversation, two weeks subsequent to that.  So it would be three weeks from now, and then probably three weeks in between the two sessions.  Is that –

MR. KAISER:  I think that would be reasonable.

MR. QUESNELLE:  All right.  Thank you, I'm seeing nods of heads; thank you very much.  So why don't we just lock that down and know that that's coming.

So a PO will be going out next Friday, with two weeks for submissions and three weeks later, roughly, managing for weekends.

Thank you, Dr. Yatchew, for a very interesting day.  And with that, we are adjourned, thank you.
--- Whereupon the hearing adjourned at 2:34 p.m.
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