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The Application
Enbridge Gas Distribution Inc. (liEnbridge") and Union Gas Limited ("Union Gas") each

filed an application with the Ontario Energy Board under section 36 of the Ontario

Energy Board Act, 1998, (lithe Act") dated September 30, 2011, seeking an order or

orders approving or fixing rates for the sale of natural gas by Enbridge and Union Gas
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The Board concludes that it must ensure that the proposals do not have a material

adverse impact on the overall health of the competitive retail gas market in Ontario.

This issue is addressed in detail below under "Other Considerations".

As indicated above, some parties have argued that it is contrary to the Board's

objectives to approve any costs which are above the market price of natural gas. The

Board does not agree. The Board finds that a gas supply portfolio which includes an

amount at a premium price but which has significant environmental benefits may

simultaneously achieve the Board's objectives related to consumer protection and

energy conservation and efficiency. Programs which reduce GHG emissions and

enhance energy efficiency are arguably aligned with the established policies of the

Ontario government. The interests of consumers are protected, and their economic

circumstances are taken into account, by ensuring that the cost impact is reasonable

and in keeping with the environmental benefits achieved.

Based on the survey results, the Board has concluded that consumers are Willing to

bear some level of increased costs for associated environmental benefits. However, in

order to justify those increased costs, those benefits must be substantive and

quantified. The Board must consider whether the level of environmental benefits is

sufficient to justify the cost premium. In this respect, the evidence was not sufficient.

The companies propose to contract with a variety of producers with varying levels of

environmental benefits and at varying prices. The companies declined to quantify the

environmental benefits with any precision because they did not know the mix of

projects. They also disagreed that the most cost effective environmental benefits

should be preferred. In the companies' view, the program is designed to enable an

industry and therefore should have a mix of projects. The Board has concluded that it is

not an appropriate role for a distributor to seek to enable a market by subsidizing the

market with ratepayer contributions, and the prospect for enabling the industry is

speculative in any event, and therefore cannot form the basis for the biomethane

program. As a result, to the extent it is appropriate for ratepayers to pay a premium for

biomethane, it is imperative that the associated benefits are quantified and optimized to

the extent possible. It is unlikely that it would be appropriate for ratepayers to pay a

premium for a supply with significantly lower benefits compared to the alternatives.
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The Board must be cautious about approving costs which will have the effect of raising

customer bills. It is important that the analysis which supports the purchase of

biomethane at premium prices be robust and that the impact be fully understood. In this

way customers can understand the basis of the decision and the benefits and costs will

be appropriately transparent. The current record is deficient in this respect.

The Board understands that there are difficulties in developing a rigorous analysis in

this area. For example, there is no market price for carbon in Ontario and although

customers will get the value of the environmental attributes, the value of those attributes

is highly uncertain.

It appears from the evidence that large landfills can produce biomethane relatively more

economically than anaerobic digesters, but the GHG reduction benefits are sUbstantially

less because large landfills are already required to flare their methane. However, there

are benefits associated with using this methane rather than flaring it. This was identified

as a substitution benefit in the companies' analysis.

Pollution Probe proposed that the projects with the lower cost for GHG reductions be

prioritized. The Board agrees this proposal has merit. Pollution Probe further proposed

that the highest cost projects be excluded and that preference be given to the low cost

projects if capacity is constrained or if the program is approaching the volume cap.

Again, the Board believes this approach has merit.

The Board emphasizes that it is for the companies to develop a revised proposal, but it

will be important to demonstrate that ratepayers are generally getting the highest

possible benefits per dollar of premium.

Contract Diversity

The Filing Guidelines call for the following:

• A description of all the relevant contract parameters such as

transportation/supply provider, contract length, conditions ofservice, price,

volume, and receipt and delivery points.

• An assessment on how the contract fits into the applicant's overall transportation

and natural gas supply portfolio in terms of contract length, volume and services.

The companies provided standard contracts of the form they propose to use with

biomethane producers. The term of 20 years was supported by the expected life of the
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associated equipment. The proposed volumes have been derived in relation to

controlling the total bill impact on customers. The proposal has been constructed to

accommodate different sized projects (small and large) and different biomethane

sources (landfill and anaerobic digesters), while limiting the cost impact on customers.

The companies claimed they reviewed other jurisdictions to the extent they were able,

but they provided very limited evidence respecting the development of biomethane

programs in other jurisdictions, other than for the Fortis program in British Columbia

which is referenced below It would clearly be of benefit to the Board to have detailed

information about how other jurisdictions, and in particular the neighbouring jurisdictions

of New York, Pennsylvania and Ohio, approached the introduction of biomethane into

conventional supply. Was this accomplished through market models, or was

government or some other form of subsidy a key factor? Were sectors of the biogas

producers ruled in or ruled out in developing biomethane supply? How were retailers

accommodated within these programs? How was pricing arrived at? All of these issues

and more will be of interest to the Board in trying to determine the advisability of a

consumer funded biomethane program.

In the course of the proceeding the Board also heard evidence respecting

circumstances where some form of biomethane supply had been accomplished in

Ontario. Specifically, reference was made to a City of Hamilton program which

transformed biogas produced by the municipality into biomethane for use within the

municipality's buildings or operations. It would be useful for the Board to have more

information about this and like circumstances in other locations in Ontario. It would also

be appropriate for the companies to consider facilitating other projects where the

proponent injects biomethane into the system for its own use. This would facilitate the

environmental benefits with the premium supply cost being borne directly by the

proponent.

It is also important to note that there is currently a government of Ontario sponsored

biogas program, which may attract biogas producers to the exclusion of a viable

biomethane program. This issue needs to be more effectively addressed.

A number of intervenors proposed changes to the program. GEe offered several

suggestions, including a hybrid RFP approach after an initial period of industry

awareness and a mid-term review on price, scope of the projects, and rule adjustments

Interim Decision and Order
July 12, 2012

19



Ontario Energy Board EB-2011·0242
EB·2011-0283

Enbridge Gas Distribution Inc.
Union Gas Limited

in order to ensure the program is performing in the manner it was intended and to help

protect the interests or consumers.

In order to maximize cost effectiveness, Pollution Probe proposed eXcluding free riders,

prioritizing lowest cost GHG reductions, reporting on GHG reductions, a mid-program

report and review, and to use ratepayer impact as a cap, not volume of renewable gas

purchased. Pollution Probe also proposed that GHG reductions for each project be

reported for purposes of measuring the success of the program and considering

changes in approach.

LPMA submitted that if the Board is to approve the applications, an RFP process should

be held to ensure the least expensive biomethane is purchased first. LPMA argued that

the companies have provided no compelling evidence to remove an RFP process in the

determination of the costs that are to be paid for by ratepayers. In regards to the length

of the contracts, LPMA noted that contracts at this length, at prices many times higher

than the current market price for natural gas, place the risk of higher than market prices

on ratepayers for the proposed 20 year term of the contracts. LPMA submitted that as

part of the RFP process, the length of the contract should be considered as not all

potential producers may require, or want, a 20 year contract.

In response to the proposal of an RFP process, Enbridge submitted that there is not a

well-established existing biomethane production industry in Ontario. Even if there were

an existing industry, Enbridge submitted that an RFP response can be very speculative.

Enbridge argued that there is a significant difference dealing with an existing business

sector because there is an established knowledge base to draw upon for the purpose of

an RFP response. Without that knowledge base, Enbridge submitted the RFP process

would likely not produce the desired results. Other than the matter of an RFP, the

companies expressed a willingness to consider the proposed modifications.

The Board finds merit in many of the proposed modifications. While it is for the

applicants to consider and prepare a revised biomethane program, the Board would

expect to see many of these suggestions addressed directly. For example, the Board

has already addressed the importance of maximizing the cost effectiveness of the

environmental benefits. Importantly, the companies have acknowledged that a mid­

period review would be appropriate and the Board agrees. Such an approach might

result in a lowering of the required price - or the introduction of an auction or RFP
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process - thereby mitigating the impact on customers. Another outcome might be the

conclusion that no further action should be taken in light of market circumstances.

Risk Assessment
The Filing Guidelines call for the following:

• Identification of all the risks (such as forecasting risks, construction and

operational risks, commercial risks and regulatory risks) and plans on how these

risks are to minimized and allocated between ratepayers, parties to the contract

and/or the applicant's shareholders.

The companies addressed the issue of gas quality and no substantial concerns were

raised in this area. The Board concludes that reasonable measures have been put in

place to ensure appropriate gas quality from this new supply.

The proposals are structured so that the biomethane producers bear all the costs of

connection to the distribution system and the associated operating and maintenance

costs. In this way, the risk for other ratepayers is limited to the premium attached to the

supply itself. The utilities and their shareholders bear no risk. The utilities earn no

margin on the premium price, but they do earn incremental revenues through the

connections to the system and the ongoing charges for those facilities. There are

incremental revenues through additional charges for gas in inventory which are

allocated to all customers (not just system supply).

The risk to ratepayers is related to the premium paid for the supply. Although the

proposals have been structured to limit the incremental cost to about $18 per year, it is

possible that this incremental cost could rise. This would happen if the market price for

gas declines over time or if the number of system supply customers declined. The

impact is also affected by the mix of supply sources and volumes.

LPMA submitted that if approved, the Board should reduce the volume caps to 1.0 PJs

for Union Gas and 1.5 PJs for Enbridge. VECC argued that the proposed maximum

volume caps should be reduced to 25 percent.
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While the Board has concluded that there is some level of customer support for a

premium priced product, the Board finds that the target of $18 per year may be

excessive. In addition, the impacts for commerCial customers fall within a wider range.

The Board concludes that based on the uncertainty around uptake, uncertainty as to

natural gas prices, and the need to maintain control of ratepayer impacts, a more

modest target may be advisable for the initial period. Depending upon uptake

characteristics, natural gas prices, government policy and customer attitudes, additional

purchases might be warranted after a mid-period review.

Other Considerations
The Filing Guidelines call for the following:

• A description of the relationship and any other conditions, rights or obligations

between the parties to the contract and the applicant's parent company and/or

affiliates.

• An assessment of retail competition impacts and potential impacts on existing

transportation pipeline facilities in the market (in terms of Ontario customers).

Affiliate Issues
The companies have confirmed that they have no other relationships with potential

biomethane producers and that there would be no relationship between any of the

contracted biomethane producers and the companies' parents or affiliates. In light of

these assurances, no concerns were raised. The Board concludes that this aspect of

the proposals is appropriate.

Retail Competition Impacts
The companies propose to allocate the costs to all system gas customers. As a result,

customers who purchase their gas supply through gas marketers would not bear any of

the costs. In this way, the companies also took the position that they were not having

an adverse impact on the competitive supply market.

LPMA argued that the issue of who should pay the premium comes down to three

variables: fairness, who benefits from the production, and customer choice. LPMA

argued that it is not fair to allocate the costs to only some customers when the benefits

will be shared by more than system gas customers. Further, LPMA noted that the
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utilities themselves will benefit through branding and in the value of a "long-term

defensive strategy" to ensure the continued growth of the companies, but at no cost to

themselves. LPMA offered an alternative three part process if the Board approves of

the utilities purchasing some level of biomethane that results in an increase in costs:

• Step 1 - any biomethane volumes purchased by Union and Enbridge should be

available for purchase by marketers.

• Step 2 - A voluntary opt-in provision for system gas customers, similar to that

approved by the British Columbia Utilities Commission for Terasen Gas Inc., now

ForstisBC.

• Step 3 - that the premium paid for biomethane will be reduced by the amount

sold to marketers (Step 1) and the amount paid by system gas customers that

opt-in to have a portion of their gas supplied from biomethane (Step 2). The

remainder of the premium should be allocated based on the methodology used to

allocated compressor fuel costs to customers across all rate classes.

Similarly, VECC submitted that the program should be voluntary and there should be a

mechanism for marketers to buy volumes. If there are volumes left over, those costs

should be distributed across the system.

The companies objected to a voluntary program, for three primary reasons: they do not

have the marketing expertise to pursue such an approach; there is too much uncertainty

around the level of take up to underpin the purchase commitments; and it would place

them in direct competition with gas marketers with similar programs. The Board

concludes that the voluntary approach would be inappropriate. Such an approach

would effectively place the utilities in the position of competing directly with marketers,

as opposed to their current role, which is essentially that of default supplier. The Board

concludes that this would be an inappropriate distortion to the competitive market.

Some intervenors argued that requiring all system gas customers to pay for the

biomethane removed customers' right to choose. The Board does not agree. The

utilities purchase a portfolio of supplies for their customers. Utility supply customers do

not have the ability to opt-out of any individual source of supply (for example, shale gas,

or gas extracted from environmentally sensitive areas). Utility customers do however

have the ability to purchase their supplies in the competitive market. The competitive

gas market is well established in Ontario and prOVides an effective alternative for

customers who are dissatisfied with the utility's gas portfolio for whatever reason.
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Some intervenors argued that the premium should be allocated to all customers, both

system supply and those on direct purchase. One mechanism would be for the

companies to purchase the biomethane as "own use gas", the costs of which are

allocated to all customers. The Board concludes that this approach is likely not

appropriate as it allocates supply costs to customers who have decided to purchase

their gas through marketers.

The Board concludes that to the extent the costs are borne by system gas customers,

they should be borne by all system gas customers and the distributors themselves

should not run voluntary programs. However, there remains the role of gas marketers

in relation to the utilities' biomethane program.

It is the Board's view that the role of retailers in the biomethane program has not been

effectively addressed. Marketers argued that the proposed architecture for the

biomethane program could have the effect of limiting the opportunities for gas retailers

to offer focused biomethane packages to their customers.

Bullfrog Power noted that it is in principle supportive of the proposed program.

However, it submitted that the program must be reconfigured to address three issues:

the failure to adequately consider the program's impacts on the voluntary market; the

possible negative impacts of a program that is much larger in scale than the only

available proxy in Canada, that being the Fortis B.C. program; and, that the program

fails to consider or adopt measures that would actually spur on or nurture development

of a voluntary market. Bullfrog Power offered several suggestions for the Board to

consider if the program were to be approved, inclUding a small RFP process, pricing

recommendations, rules concerning priority of who is eligible for distribution or

transmission supply between the voluntary and mandatory market, and development of

a comprehensive communications strategy.

Enbridge responded that the inclusion of a mechanism to allow for gas marketers to

participate would be one that would keep system gas customer whole in respect of the

overall costs. Enbridge noted that if the Board considered it appropriate to allow such a

mechanism for the gas marketer community to participate and offer renewable natural

gas as a voluntary option, the companies would be open to this adjustment to the

proposed program. The Board concludes this has merit and should be considered
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further along with a more comprehensive assessment of impacts on the competitive

supply market. The applicants' supplementary evidence should address these aspects.

Cost Awards

Some intervenors argued that the costs for this proceeding should be borne by the

shareholder. The Board notes that this was a thoughtful and innovative application and

was important in expanding all participants' knowledge of the possibility of introducing

biomethane into the system gas portfolio. As a result, the costs of this proceeding will

be treated in the same manner as any other application by Enbridge or Union.

The Board will make provision for cost awards at this time.

THE BOARD ORDERS THAT:

1. Union Gas and Enbridge may file supplemental evidence to address the issues

raised in this decision. Any additional evidence must be filed with the Board, and

sent to all parties, by October 31, 2012.

2. Intervenors eligible for an award of costs shall file their cost submissions in

accordance with the Practice Direction on Cost Awards with the Board Secretary

and with Enbridge and Union Gas within 15 days of the date of this Decision and

Order.

3. Enbridge and Union Gas may make submissions regarding the cost claims within

30 days of this Decision and Order.

4. Intervenors may reply within 45 days of this Decision and Order. A decision and

order on cost awards and the Board's own costs will be issued in due course.

All filings to the Board must quote file number EB-2011-0242/EB-2011-0283, be made

through the Board's web portal at YfN'N.erfr::..rI1tJ'1(!el'!p~·q\,1:'el~:..:!'i.I~~?iand consist of two

paper copies and one electronic copy in searchable / unrestricted PDF format. Filings

must clearly state the sender's name, postal address and telephone number, fax

number and e-mail address. Parties must use the document naming conventions and

document submission standards outlined in the RESS Document Guideline found at
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iJfI;l..,PJ1~ rio,.. i,e!'ID~1;)aj":j.(,:3. If the web portal is not available parties may e-mail their

document to ., a,-_~ec@:.,r:t·. ;·i-(.;:er1§rrrr oard.ca. Those who do not have internet

access are required to submit all filings on a CD in PDF format, along with two paper

copies. Those who do not have computer access are required to file two copies.

DATED at Toronto, JUly 12, 2012

ONTARIO ENERGY BOARD

Original Signed By

Kirsten Walli

Board Secretary
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Witness Panels

Panel 1: Project Overview

Mr. James Grant, Enbridge Gas Distribution Inc.

Mr. Trevor Maclean, Enbridge Gas Distribution Inc.

Mr. Bryan Goulden, Union Gas Limited

Ms. Barbara Gardiner, Union Gas Limited

Ms. Sandra Guiry, Ipsos Reid

Panel 2: Technical

Mr. Owen Schneider, Enbridge Gas Distribution Inc.

Mr. Bryan Goulden, Union Gas Limited

Mr. Ed Seaward, Union Gas Limited

Dr. Salim Abboud, Alberta Research Council

Mr. Eric Camirand, Electrigaz Technologies Inc.

Panel 3: Cost Consequences

Ms. Jackie Collier, Enbridge Gas Distribution Inc.

Mr. Donald Small, Enbridge Gas Distribution Inc.

Ms. Mary Evers, Union Gas Limited

Mr. Greg Tetreault, Union Gas Limited
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