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--- On commencing at 9:34 a.m.

MR. SOMMERVILLE:   SEQ CHAPTER \h \r 1Thank you, please be seated.

Good morning, everyone.  This is the continuation of EB-2008-0106.  Today we have convened to hear the evidence of Enbridge Gas Distribution in this particular proceeding.  Before we begin, are there any preliminary matters?

The Board has one which relates to the schedule for argument, which may be of interest to parties.  I guess what is being suggested is that the Board would look to receive a written argument in this case, written argument in-chief from Union, NRG and Enbridge Gas Distribution, by Thursday, April 30th, to be followed by the arguments of Board Staff, the intervenors and GMG Friday, May 15th, and then written reply arguments from Union, NRG and Enbridge Gas Monday, May 25th.

That's the proposal.  In the absent of a bitter complaint, we will hold to that schedule.

Are there any other preliminary matters?  Mr. Cass?
Preliminary Matters:

MR. SMITH:  Sorry, Chairman Sommerville, I would like to seek instructions with respect to the argument.  As you probably gathered from the evidence from Union last week and our evidence-in-chief, Union is not coming forward in this proceeding with substantial proposals to change anything that they are doing.

I wonder whether or not we need this sort of time, or whether or not we need to do argument-in-chief.  Indeed, when I had been sort of thinking about this issue, I was wondering whether the utilities might be prepared to do oral argument this Friday.  Obviously, I haven't had a chance to speak to my client about your proposal, or with Mr. Cass, but it may be at the break that we come --

MR. SOMMERVILLE:  My impression was there had been some canvassing of that option.  Certainly the Board's mind is not closed on that subject.

I mean, there is no obligation on you to file a submission and there is -- there certainly are no minimum word count --

[Laughter]

MR. SOMMERVILLE:  In fact in these things, the Board favours brevity.  But with that in mind, certainly the Board will listen to further submissions on that aspect.

MR. SMITH:  Thank you.

MR. SOMMERVILLE:  Mr. Cass.

MR. CASS:  Thank you, Mr. Chair.  Before the witnesses are identified and sworn, I had an opening statement to present to the Board to provide an overview of Enbridge Gas Distribution's position.

MR. SOMMERVILLE:  Thank you, Mr. Cass.
Opening Statement by Mr. Cass:

MR. CASS:  In his opening statement, Mr. Smith described some of the background of this proceeding, including some reference to the report issued by the Board as a result of the Natural Gas Forum.

I don't intend to repeat the general comments made by Mr. Smith, but, instead, given that he has already made these comments of a general nature, I think it might be most helpful if I were to address areas that are specific to Enbridge Gas Distribution.

In order to do so, in order to provide the Board with an overview of the position of Enbridge Gas Distribution, I think the most useful document is actually one that Mr. Smith also referred to, because it's found both in the evidence of Union Gas and in the evidence of Enbridge.

The document that Mr. Smith took you to was appendix A of Union's evidence, and it is found also as an appendix to Enbridge's prefiled evidence, which is Exhibit E1.  So if you were able to find Exhibit E1, and then turn to the one-page appendix, I would propose to spend a few minutes talking about that particular document.

MR. SOMMERVILLE:  Thank you.

MR. CASS:  As the Board I think is aware, this document is, in summary form, a presentation of the current process of each of Enbridge and Union for the various items identified in the document.  Then over at the right-hand side, the document sets out the proposal that the companies have made, in the context of this proceeding, to bring out -- bring about, I should say, further harmonization of their processes.

Looking then at the right-hand column under the heading "Proposal", I will speak about the areas where Enbridge Gas Distribution specifically has made a proposal.

The first one, as the Board will see, is in respect of the existence of a trigger mechanism.  Currently, Enbridge's QRAM methodology includes a trigger mechanism for two reasons, actually; for the price change and for the rate rider.

Just to give the Board the reference in the evidence where the discussion of this can be found, that's at paragraph 26, page 7, of Enbridge's prefiled evidence.

Consistent with the approach taken by Union, Enbridge proposes to discontinue the trigger in both of the two areas that I've referred to.  There is no incremental cost associated with this change.  The reference for that is Enbridge's response to Board Staff Interrogatory No. 9.

Moving down the right-hand column of the appendix, the next area where the Board will see a proposal by Enbridge is at line 4, "Deferral and Variance Account Disposition".  Again, so that the Board will have the reference to the evidence, that's in Enbridge's prefiled evidence at pages 16 to 18, paragraphs 48 to 53.  This is where Enbridge discusses its proposal with respect to the account disposition.

Without going into all of the detail that is set out in the evidence that I have just referred to, Enbridge again proposes to harmonize with Union Gas by adopting a 12-month rolling rider methodology for the clearance of PGVA balances.

Now, if I could skip all the way down to line D in the appendix, which is billing terminology, there is no change identified in the right-hand column, as the Board will see.  This is an area where Enbridge and Union agree that their billing terminology already meets a high standard of consistency and that incurring costs to change terminology is not warranted.

The evidence on this in Enbridge's case is paragraphs 90 to 198, pages 54 to 57 of the prefiled evidence.  I am referring to this really just for one reason.  Even though Enbridge does not believe that any change to terminology is warranted, the company has provided information about the potential costs of terminology changes.

The point that I want to emphasize is just to be sure that it is clearly understood that the cost estimates are for bare terminology changes, alone.  Certainly not -- in Enbridge's understanding, it is not within the scope of this proceeding to get into a redesign or reformatting of the bill, and I thought it was just important that it be understood that the cost estimates that have been given are not taking into account anything of that nature, getting into a redesign.  They're simply for the -- again, bearing in mind that Enbridge doesn't believe it is necessary, but the cost estimates have been provided for terminology changes.

So the one area, then, of the appendix that I skipped over where there, again, is a proposal by -- specific proposal by Enbridge Gas Distribution is at line B.  That is in respect of load balancing.

Over at the right-hand column under "Proposal", the Board will see both reference to BGA checkpoint systems and also Enbridge's proposal in respect of mean daily volume, or MDV re-establishment.

Currently, Enbridge is able to accommodate mean daily volume re-establishment for direct purchase pools only at the beginning of a contract year.

The other element of MDV that is important to understand from Enbridge's point of view is that for direct purchase pools with general service customers, that being Enbridge's rates 1 and 6, Enbridge's MDV calculation is based on the most recent 12 months of consumption history, without any weather-normalization.

What Enbridge has done is it has put forward a preliminary cost estimate for weather-normalized MDV establishment, and also for the company to be able to accommodate MDV re-establishment when a trigger point is reached.  The evidentiary reference for this cost estimate is paragraph 127, page 38 of Enbridge's prefiled evidence.  The preliminary cost estimate is $3.7 million.

Now, Enbridge has indicated that it is supportive of this notion of weather-normalized MDV establishment and MDV re-establishment to account for customer migration to or from direct purchase pools, but provided that recovery of those costs -- again the preliminary estimate being $3.7 million -- is allowed.

So that's a summary of Enbridge's position on the MDV re-establishment issue.

The other aspect of this, as I've already referred to is what's called in the appendix BGA checkpoint systems.

With respect to BGA checkpoints -- again, this is in the evidence -- but Enbridge's position is that it is important to keep in mind both geographical and operational differences between Union and Enbridge that in Enbridge's view essentially force methodology variations in this area of BGA checkpoints.

Enbridge's position is that the methodology chosen must be appropriate for the particular utility and also that any attempt to implement common methodologies, in this area, BGA checkpoints is not appropriate where the cost and complexity of change outweighs the potential benefits.

Just before leaving this point, I did feel also it was important to highlight a difference that I think sometimes was missed in some of the evidence and some of the interrogatory response -- questions and responses.  The difference that I want to highlight before leaving this issue of BGA checkpoints is, the difference between on the one hand BGA which of course is banked gas account management and on the other hand the daily and seasonal system load balancing, which is done for all system gas and direct purchase customers by Enbridge only.

BGA management is not the system load balancing that Enbridge does and Enbridge only does.  I am not sure if it would be helpful to the Board, but I did just want to remind the panel that there is a glossary at the end of the narrative portion of Enbridge's prefiled evidence and there are definitions there of BGA management, banked gas account management, and load balancing that I think explain this difference that I am referring to.

The glossary is also useful, I think, because the definition of BGA management talks about some of the tools or mechanisms that are available to direct purchase customers to manage their BGAs.  And the glossary explains some other concepts that are relevant to this issue, including the banked gas account itself.  It explains what it is.  And it explains the concept of make-up volume which is another element of -- really of the tools or mechanisms that are available to customers in managing their banked gas account.

So returning then to my comments about the appendix, it is noted at line B, load balancing, that Enbridge proposes no change to its approach on BGA checkpoints.  As I indicated earlier, this is discussed in the evidence in some detail, the reasons for that are given.  So that the Board will have the reference to tie this together to the evidence, it is paragraphs 118 to 121, pages 36 to 37 of Enbridge's prefiled evidence.  It explains in more detail what I just tried to summarize by which of an overview.

So unless there are any questions or anything further that I can help with, that completes my overview of Enbridge's position in this proceeding.

MR. SOMMERVILLE:  That's very helpful, Mr. Cass.

MR. CASS:  We have then, if we are ready to turn to the witness panel, we have four witnesses who would need to be sworn.  Maybe just to speed matters up, I will identify them then they can come forward to be sworn.  Starting with the witness furthest away from me, he is Kevin Culbert.  He is manager regulatory accounting with Enbridge.  Next to Mr. Culbert is Anton Kacicnik, who is manager rate research and design.

Then we have Malini Giridhar who is director, energy supply and policy.

Finally, Mr. Don Small, manager, gas cost knowledge centre.  So if those witnesses could be sworn, then we would be ready for examination.
ENBRIDGE GAS DISTRIBUTION INC. - PANEL 1


Kevin Culbert; Sworn

Anton Kacicnik; Sworn

Malini Giridhar; Affirmed

Don Small; Sworn
Examination by Mr. Cass:


MR. CASS:  Mr. Chair, this first witness panel will be addressing generally questions about QRAM process, and methodology.

I don't propose to go through their qualifications.  I think they're all well-known to the Board.  They have all testified before.  So I really just have a couple of questions to have them adopt their evidence and then we can move to cross-examination.

MR. SOMMERVILLE:  Thank you.

MR. CASS:  I wonder if the panel could confirm for me, please, that the evidence in the area of QRAM process and methodology including answers to interrogatories was prepared by the members of the panel or under your direction and control.

MR. KACICNIK:  Yes, it was.

MR. CASS:  All right.  Can you confirm as well that the evidence is accurate to the best of your knowledge or belief?

MR. KACICNIK:  Confirmed.

MR. CASS:  Thank you.  That is all of the examination-in-chief, Mr. Chair, thank you.

MR. SOMMERVILLE:  Thank you, Mr. Cass.  Cross-examination, have the parties worked out a -- their usual convenient order of proceeding, Mr. Hoaken?

MR. HOAKEN:  I don't think we have worked out anything, but I think the consensus is I am probably going to be the longest and on that basis I am happy to start.

MR. SOMMERVILLE:  Thank you.

MS. CAMPBELL:  Before you start, Mr. Hoaken, there was a bundle of CVs passed around or filed.  Mr. Cass, should we be making that an exhibit?

MR. CASS:  Yes.  I think that is a good idea.  I did mean to mention that thank you Ms. Campbell.

MS. CAMPBELL:  I believe the panel members have been provided with a copy?

MR. SOMMERVILLE:  Yes.

MR. MUKHERJI:  That will be K2.1.
EXHIBIT NO. K2.1:  CVs of ENBRIDGE WITNESS PANEL

MS. CAMPBELL:  Thank you, K2.1.

MR. SOMMERVILLE:  Thank you, Ms. Campbell.

Mr. Hoaken.

Cross-Examination by Mr. Hoaken:


MR. HOAKEN:  All right.  Thank you.  Good morning to the panel.  I am Eric Hoaken for the Gas Marketers Group.

I am going to start, if I may, by asking the panel to look at the transcript from the November 27 technical conference.  It is page 42.  I am going to start with you, if I may, Ms. Giridhar, at the bottom of that page there is an answer you gave I would like to start with.

Have you got it?

MS. GIRIDHAR:  Yes, I have.

MR. HOAKEN:  This was, as I understand it reading through this portion of the transcript, this was a discussion about an Ontario wide reference price; is that correct?

On this page of the transcript there was a discussion going on about an Ontario wide reference price; correct?

MS. GIRIDHAR:  That is correct.

MR. HOAKEN:  Then at the bottom of the page you give an answer that starts at line 26, you say:  Yes, we want to reduce large account deferral variances, and one way of doing that obviously is sticking to the operational practices we actually have, in terms of how you procure gas.

Do you see that?

MS. GIRIDHAR:  Yes.

MR. HOAKEN:  Is it your position that the current operational practices that are being used at Enbridge are not resulting in large deferral account balances?

MS. GIRIDHAR:  This was in the context of adopting an Ontario-wide reference price that quite probably would not be reflective of Enbridge's operational practices with respect to procurement of gas, and my view is that adopting such a price would lead to large deferral account variances.

MR. HOAKEN:  All right.  I understand that.  And so now what I would like to just understand a bit better is if it is your position that the current operational practices, as you referred to them in that answer, are not resulting in large deferral account balances?

MS. GIRIDHAR:  I guess it is a question of understanding the context in which the deferral account variances arise.

In the current practice, the deferral account variances arise as a result of variations between the forecast price and the actual price.  In the context of an Ontario-wide reference price, in addition, the deferral account variances that will arise from the difference in the operating practice of the company and the adoption of a reference price, that does not reflect the operating practices of the company.

MR. HOAKEN:  Let's leave aside for a moment the concept of a reference price and just focus on your current operational practices.

My question is simply:  Is it your position that those operational practices have been successful in avoiding large deferral account balances?

MS. GIRIDHAR:  I would accept that we have had varying levels of deferral account balances over time.

MR. HOAKEN:  And as I understand it, over the past three years there have, in fact, been estimated PGVA balances in excess of $40 million for eleven of the twelve quarters; is that fair?

[Witness panel confers]

MS. GIRIDHAR:  Subject to check, that number is probably correct.

As well, in the current methodology, we are always clearing a year end estimated PGVA balance, and Enbridge does have a proposal to change that methodology going forward.

MR. HOAKEN:  Just dealing with that same period, if I may, is it your understanding that some of the balances in that period have been as high as $140 million?

MS. GIRIDHAR:  Subject to check, yes.

MR. HOAKEN:  And some of the credit riders that have resulted during that period have been as high as 12 cents?

MS. GIRIDHAR:  Subject to check, yes.  Again, I should note that the methodology we have for PGVA disposition currently requires us to clear a balance over the remaining -- volumes for the remaining months of the year.  And because of that, the denominator can vary significantly.

We do have some quarters where the consumption is very small relative to the volume that needs to be cleared.  As a result, that has resulted in riders that may be -- might have been as high as the number you have quoted.

Again, Enbridge does have a proposal to change that to a 12-month rolling PGVA disposition, which will result in 12 months of volume always being used as a denominator, and we believe that that will address that issue.

MR. HOAKEN:  All right.  But during that 12 month -- that 12-quarter period from 2006 to 2008, you will agree with me that there was a continual pattern of over-collection from the ratepayer; is that fair?

[Witness panel confers]

MR. SMALL:  The only comment I would like to make is your reference to over-collection.  The purpose of the PGVA is to record the variance between the reference price and the actual cost.  So, ultimately, the end use customer is going to be paying whatever -- the value of the gas that he's paying is going to be equal to whatever our costs are.

So to the extent that we're setting up amounts in the PGVA - and there are reasons for that because of the volatility of prices - that we're ultimately going to be recovering those dollars through the rider mechanism, and one of the reasons for the large riders is, as Ms. Giridhar mentioned, trying to clear that by the end of the year over, in some cases, reduced volumes.

MR. HOAKEN:  I certainly accept that.  But my point is simply, over this 12-quarter period I am focussing on, the pattern has been that the variance has been an over-collection as opposed to an under-collection; is that fair?

MR. SMALL:  I think that is just a reflection of what we have seen with respect to the volatility of prices.  You have to remember that we are trying to establish that reference price some 45 days prior to the effective date, and what we've seen is volatility in those prices, either upwards or downwards, which is influencing the amount in the PGVA.

MR. HOAKEN:  I guess what I'm not understanding is that if the volatility, as you quite fairly say, is prices either going up or down, then why is it that the consistent pattern has been that the amount that Enbridge is collecting from its customers is an over-collection, if I can put it that way?

[Witness panel confers]

MR. SMALL:  I guess what you would have to do -- I know you are focussing on the last couple of years, but if you went back far enough and you saw what the impacts were with respect to when we had issues resulting from Katrina, we were in a state of prices always rising.  My recollection would be -- is that we would have had riders in place at that time that were actually collecting additional amounts.  So there would have been a positive number.

MR. HOAKEN:  But if you focus again on this three-year period, what explanation could you give for the root cause of that over-collection, that pattern of over-collection that we see reflected in those three years?

MS. GIRIDHAR:  I think there are two reasons.  One Mr. Small already mentioned, that after Katrina, there was a period of declining prices, and it was a period where actual prices were lower than what the forward markets had indicated.

But, in addition, we had a practice -- we have a practice currently whereby we estimate a year end PGVA as we clear it through the year, and that process of estimation was also partly responsible, and we do plan to replace that with Union's methodology where we would not be estimating a year end PGVA, but just taking actual variances to date and clearing them over a 12-month period.

MR. HOAKEN:  All right.  That is very helpful.  During that post Katrina period, then, if you had been forecasting over a shorter period of time, you will agree with me, then, that the variances would have been less; is that fair?

MS. GIRIDHAR:  Not necessarily.  I don't know that looking at a shorter period of time would have necessarily given us the same number.  We did have a sustained period of time where the actuals were coming in lower.

But, besides, I think the point that needs to be made here, that the issue is also about having an appropriate benchmark.  And we think that a 12-month price, which is the current methodology, the 12-month strip, is a benchmark that the market, through its consensus, has arrived at, because you're looking at a 12-month strip of what the market thinks prices will be over the 12-month period.

Really, that is an appropriate benchmark to use as opposed to a price for a shorter period, which, because of the seasonality of natural gas prices, would only be reflective of prices during that season as opposed to a 12-month period.

MR. HOAKEN:  Right.  And you say that even though that approach has, as we've just discussed, yielded significant variances in the PGVA account?

MS. GIRIDHAR:  That is correct.

MR. HOAKEN:  Has or have the variances been contributed to by the fact that your forecasting -- let me come at it a different way.

You buy stored gas throughout the year; correct?

MS. GIRIDHAR:  We buy gas that may be stored.

MR. HOAKEN:  And take gas out of storage?

MS. GIRIDHAR:  That's right.

MR. HOAKEN:  In the winter, then, you are able to service demand by taking gas out of storage; correct?

MS. GIRIDHAR:  That is correct.

MR. HOAKEN:  Gas that has been purchased at a time other than the winter and it doesn't have a winter premium.

MS. GIRIDHAR:  That is right.

MR. HOAKEN:  Does the fact that you are able to do that, is that reflected in your forecasting?

MS. GIRIDHAR:  It is, because in our forecasting, we take a profile of purchases that's roughly equal every single month and given that demand is not equal every single month of the year, that does imply that volumes go into storage in months where you purchase more than consumption demand and vice versa.

MR. HOAKEN:  I guess what I'm wondering, does the over-collection, has it been caused or contributed to the fact -- or has it been caused or contributed by the fact that you are able to take gas out of storage to service your winter demand and you are not actually having to pay a winter premium on that gas?

MS. GIRIDHAR:  No.  What you deem as over-collection and what we refer to as a true-up mechanism has resulted because over the last three years, we were in an environment of declining prices that resulted in actual prices coming in below what was forecast.

MR. HOAKEN:  All right.  Could I ask you to turn to page 8 of your prefiled evidence, please.

And at the bottom of page 8, paragraph 30, the second-last bullet point you say:
"The forecasting methodology must reflect the operational reality of how gas costs are incurred."

If gas costs are actually incurred on a monthly basis, as I understand to be the case, then how is a 12-month forecast actually reflective of how gas costs are incurred?

MS. GIRIDHAR:  What we're referring to is the operational practice of procuring gas, and the reference is to the fact that gas is procured in a particular pattern over 12 months.  We should keep in mind, if I may refer to your evidence, our understanding of that evidence was that you were recommending an approach whereby you would just reflect the monthly index based on what was consumed in a month as opposed to what was purchased in a month and we were drawing out the fact here that, in fact, we do have a purchasing pattern that is roughly constant over the 12 months.  And the application of the 12 month price is reflective of that operational reality, in terms of how gas is procured.

MR. HOAKEN:  Except just as I understand it, though, you are procuring the gas and it is priced at monthly index, though?

MS. GIRIDHAR:  It may be priced as a monthly index or we may be in actual practice we may incur the spot price.  It depends on the month and the arrangement in place.

For example, in the wintertime we have -- on a planned basis we do expect to buy spot purchases to meet demand because we're not able to entirely, necessarily meet demand out of storage so we could have either of those two prices obtaining.  And obviously if we used a monthly index and in fact bought gas on the day, you would have a variance, even if you used a monthly approach.  And the important point is that, because we have a true-up mechanism and are required to charge our customers only what we incur, we do have to have a deferral account mechanism.

The issue with that monthly price then is that when you are clearing that variance -- which may well occur because you are buying at spot prices as opposed to the monthly index which was set at the end of the previous month, you are going to have these variances, and if that happens to be in a month where volumes are low you're going to have fairly high rider as well.

So we need to take both of those factors into account.

MR. HOAKEN:  So if I understand you, what you're saying is as good as you may be at forecasting, there is always going to be a variance?

MS. GIRIDHAR:  Well it's not our forecast.  It is a market forecast.

MR. HOAKEN:  Right.  But as hard as you try, or as accurate as the forecast may be, there is always going to be a variance.

MS. GIRIDHAR:  That is correct.

MR. HOAKEN:  You say then just looking at the same portion of the prefiled evidence you say:
"The failure to link forecasting methodology with cost incurrence will result in greater variances which must be trued up at a later date."

Isn't that the explanation for the significant PGVA balances we have seen over the last three years?

MS. GIRIDHAR:  The fact that we have a true-up mechanism?

MR. HOAKEN:  No.  The failure to link the forecasting methodology with the cost incurrence, hasn't that produced or hasn't that contributed to some of the variances that we've seen?

MS. GIRIDHAR:  I would disagree with that statement.  We actually have a methodology that mirrors the manner in which we purchase gas.  At any point in time we use forward prices because we are setting prices in advance, but it does reflect the fact gas will be purchased over 12 months and at those forward prices.

To the extent that the actual prices are different from forward prices, those amounts, then, go into the PGVA and have to be recovered.

Again, keeping in mind that there are a couple of elements in that PGVA disposition that we are planning to change going forward.

MR. HOAKEN:  Yes.  If you just look over then the next page in your evidence, in paragraph 31, you say:

"Since purchase prices vary between months, quarters -- sorry -- months and quarters, applying a price based on a 12-month average to varying monthly consumption would result in annual billings equal to annual purchases, assuming that there is no variance between forecast and actual prices."

Now, has it ever happened in Enbridge's experience, that there has been no variance between forecast and actual prices?

MS. GIRIDHAR:  Probably not.  But it is a valid basis for a methodology that requires you to always true-up for actuals, to make the assumption that you have an internally consistent model that says that, barring this one factor which is that forecast prices will be different from actual prices, I want my methodology to accurately reflect the way I purchase gas, and that is what the methodology does today.

MR. SMALL:  If I could just add, that was the purpose of the table that we filed on the next page, on page 10.

MR. HOAKEN:  Yes, which I am going to turn to in just a second.  I guess what I am struggling, at the risk of being obtuse, is why you would base this premise on an assumption that is inconsistent with your actual experience.

MS. GIRIDHAR:  Well, because -- I think there are two aspects we need to remember.

You could either be bang on, in terms of -- even in that query given the way we buy gas -- in terms of being able to use the monthly price, so you determine that monthly price on the very last day of trades when the market closes and then use that to forecast next month's purchases.  But what we have pointed out here is that if you then apply that price to consumption, we would actually be way off our actual cost, simply because what we purchase in a month is not what is consumed in a month.

So we've got to factor in two things.  One is the manner in which gas is purchased, how the physical volumes are purchased; then there is a question of how price is determined.

As a practical matter, we do not believe we can have a mechanism where we can actually use the prices on the last day for the month in which we are setting rates.  Our processes don't allow that.  Therefore it makes sense to make sure that everything else is internally consistent and then you just have this one factor which is the variance between the actual price and forecast price and we have a disposition methodology that recovers that going forward.

MR. HOAKEN:  But your purchases are not ever going to equal your consumption in any given month.  It is going to be purchases, plus storage equals consumption; right?

MS. GIRIDHAR:  In the winter months, that would be true.

MR. HOAKEN:  Just turn over to the chart that Mr. Small referred to.  I just want to make sure I understand what's being depicted here.  These data in this chart, it is an illustration; correct?

MS. GIRIDHAR:  That's correct.

MR. HOAKEN:  It is not actual data?

MS. GIRIDHAR:  It is an illustration.

MR. HOAKEN:  Right.  And the gas acquisition costs that are shown here are not reflective of the costs of any additional storage gas or spot purchases that you have had to make or might have to make to meet customer demand; correct?

MS. GIRIDHAR:  I don't believe that's true.  We are looking at a 12-month forward period and we are looking at our estimated purchases over this upcoming 12-month period, recognizing the fact that consumption in mi month is not going to equal those purchases there is an implicit assumption in here that some of that gas is going to get stored for consumption in the upcoming months.

MR. HOAKEN:  Right.  Okay.  Just look though, if you will, at the month of January --

MS. GIRIDHAR:  Right.

MR. HOAKEN:  -- when you see -- you have assumed a delivery of 300 cubic metres in consumption of 644 cubic metres.  There would be an additional cost in that month.  You would have to take gas from storage and/or make spot purchases in order to satisfy demand; correct?

MS. GIRIDHAR:  That is correct.

MR. HOAKEN:  Where are those costs reflected in this analysis?

MR. SMALL:  We tried to -- for purposes of this example, we tried to simplify it as much as we could.  That's why we assumed that we -- purchases in each and every month were the same.

In actual fact, yes, you may be buying a little bit more on a monthly basis, but that doesn't -- you would still be matching your purchases over the 12-month period to equal what that demand would be over the same 12-month period.  That would be your intent.

MR. HOAKEN:  Have any credit or debit riders been taken into consideration in this chart?

MR. SMALL:  For this example, no.  What we were trying to illustrate was that our current methodology is that you would forecast what your acquisition costs would be, and then, based upon that 12-month forecast of acquisition costs, that's how you would establish your rates, so, all things being equal, what the costs of the gas you were buying over a 12-month period and charging back to your customer would equal.

What we then want to do is say, Okay, if you took that monthly price, but applied it to the consumption volume, at the end of the 12-month period the customer would be paying something other than what it costs you to buy that gas over the 12-month period.

MS. GIRIDHAR:  The purpose of this exercise was to focus solely on purchasing patterns, and the objective here was to show that when you purchase gas roughly equally over a 12-month basis, and then use the weighted average price for that 12 months, and then apply it to the consumption every month, you come back to an end result where your purchase cost equals what you have collected from your customers.

On the other hand, abstaining from any changes in forecast and actual prices, abstaining from that, but if you use -- if you make the assumption that you are purchasing each month the amount of gas that is consumed in the month when it is in fact not so, then at the end of the year, mathematically, you will end up collecting something different than what it cost you to purchase.

That is all this model is intended to show, that you have to be internally consistent in terms of reflecting your purchasing pattern in terms of how you set your rates.

MR. HOAKEN:  And would this illustration have been different if the gas was purchased on a load shape or using a load shape as opposed to buying it ratably?

MS. GIRIDHAR:  Well, if we had purchased on a load shape, then we would have ended up with the price that's -- if you look at column 6, I believe.

MR. HOAKEN:  Yes.

MS. GIRIDHAR:  So, again, abstaining from reality and assuming that you can exactly load shape consumption, then column 6 does reflect a purchasing pattern where you purchase the amount of gas that's going to be consumed in the month, but, again, keeping in mind that, in reality, even if you load shaped, you would just be load shaping to a forecast consumption and there would be some variable number out there that needs to be recovered through a deferral account.

MR. HOAKEN:  Just to come back, in general terms, to the idea of an Ontario-wide reference price, do you
agree -- does the panel agree that it is beneficial to have a clear and transparent benchmark that consumers can use to make choices about consumption and delivery options?

MS. GIRIDHAR:  We would agree with that statement.

MR. HOAKEN:  I know that the Union panel didn't think much of my interest rate analogy, but do you agree that the Bank of Canada rate that is set every two weeks is an example of a benchmark that consumers can use to make decisions about personal finance, including their mortgages?

MS. GIRIDHAR:  I agree that that is true in the case of Bank of Canada.  I would like to make a point here.  I have a smacking of an understanding of financial theory, not a whole lot - I am not an expert - but certainly I think the use of a benchmark is one where you can look at that benchmark and form expectations about where future prices are going, and then say, Okay, when I compare it with the benchmark and my expectation is prices are going to go up, I think it makes sense to lock up or stay with this floating rate.

I mean, that is the purpose of a true transparent benchmark.  The point that I would make is that the manner in which interest rates work is that they tend to vary over cycles, recession/inflation cycles, but they tend not to vary from month to month, because the supply and demand for loans tends to be fairly stable.

The issue with natural gas prices is that it is a seasonal product and the prices change every month, and what that means, then, is if you are looking at the price in a particular month and you say, Well, here's a benchmark and here's my expectation of where prices are going, the problem is you cannot do that, because, in addition, you have to take into account that this is the month of April, for example, and the price this month is reflective of demand and supply in April, but you cannot infer about long-term prices, or even prices over a 12-month period, from this information, because natural gas is seasonally priced.  That is not the case with interest rates.

Therefore, I would contend that while interest rates or -- excuse me, current interest rates might serve as a benchmark, the monthly natural gas price does not serve as a benchmark, because, in addition, the customers is then going to have to look at that monthly price and sort of normalize it for, What does this monthly price mean in terms of future prices by removing the effect of this particular month or this particular season?

I think that is an important distinction.

MR. HOAKEN:  Thank you for that, but I think maybe you and I are approaching the concept of a benchmark differently.

What I mean by a benchmark is simply it gives the consumer some idea or some basis for comparison when he or she goes to the local bank and tries to secure a mortgage.  So knowing that the Bank of Canada rate is 3 percent then gives some basis for comparison and evaluation when he or she is told that the bank -- that the best mortgage rate he or she can get is 5 percent; correct?

MS. GIRIDHAR:  Well, I think, again, not speaking as a financial expert, I think there are two aspects to that comparison.

One is my understanding is the Bank of Canada rate is something different than what a customer can get at the bank, because that is a function of credit, and so on.

MR. HOAKEN:  Absolutely.

MS. GIRIDHAR:  But then the other issue is sort of a longer-term mortgage rate they're also looking at.  When they're comparing that benchmark in terms of locking in, the expectation they have is either that the benchmark price is better because it is reflective of where long-term rates are going, or they may come to the conclusion that they're better off locking up at this current rate because rates are going to change.

So there are two aspects to that equation.

MR. HOAKEN:  Right.  But why is that logic not applicable to the natural gas market?  Why would it not be of assistance, to a consumer deciding whether or not to go a direct purchase option to know, with clarity and transparency, what the default supply option, the utility option, is going to cost as compared to the other options in the marketplace?

[Witness panel confers]

MS. GIRIDHAR:  We do have a benchmark today, which is our Empress price, which is the basis of our gas supply charge, and that is a price that customers are comparing the direct purchase options to.

We believe that the benchmark we have today is the appropriate benchmark, because it looks at a 12-month period and normalizes the seasonality out of that price.  As a result, the customer can look at that 12-month price and say, Well, here's what the market thinks natural gas prices are going to be over the next 12 months, and here's what a direct purchase option is and when I compare the two, I make the decision whether I want to lock in or stay with that benchmark price.

MR. HOAKEN:  Right.  But that price doesn't tell the consumer what the price of natural gas is today.

MS. GIRIDHAR:  It does not tell the customer what the price of natural gas is today or this month and it is our view that that is irrelevant to making that decision because looking at what the price of gas is today, you also need to infer how much of that price is reflective of the seasonality of supply and demand in this month.

It is my contention when you are looking at a longer term, that information is not relevant for a customer.  What they need to know is, what does a 12-month outlook look like so I can look at the period where I can take the seasonality out of the equation because we must remember the -- his option is not to look in for a month.  The options he is looking at are to lock in for a year or multiples of years, so you have to have a benchmark that allows you to make that some comparison.

MR. HOAKEN:  Isn't the flaw in your logic that that benchmark doesn't reflect what the customer is actually going to pay, and what they're actually going to pay is actually very relevant to the customer, isn't it?

MS. GIRIDHAR:  The benchmark, in conjunction with the rider, is a reflection of what the customer is going to pay because at the same time, because we are different from interest rates in that we have to have a true-up mechanism there are two components to our price.  One is the pure benchmark in terms of outlook going 12 months forward and the other one is the rider that is a reflection of the variances to date.

MR. HOAKEN:  My point is simply when the customer looks at the rate charge on his or her bill that is not an accurate benchmark in the sense that doesn't reflect what they're actually paying for their gas at that particular moment; correct?

MS. GIRIDHAR:  I think we have established that the purpose of a benchmark is to make an assessment going forward, in terms of what the expectation is going to be on prices.

And the combination of that benchmark and the rider reflect the cost of gas to the customer as a result of actual prices and actual procurement.

MR. HOAKEN:  All right.  Let me move on to something else.  Can you look at page 16, please, of your prefiled evidence.

In paragraph 48, you say:

"The methodology to determine the deferral variance account balance should be consistent with the rate design methodology of the respective distributor."

Could you just explain for us, in some detail, what you mean by that?

MR. SMALL:  What we were trying to convey here is that, the first step in the budgeting or designing of rates process is that we would forecast what our supply portfolio is expected to be for the upcoming test year or budget year.  And we would forecast that level of cost, at which time our cost allocation rate design group would design rates.

As we go forward on our current methodology where we're taking that same supply portfolio throughout the year when we're establishing our QRAM, then we are able to identify the unit rate change for each quarter, which then can be translated into the cost allocation rate design process.

So what we are suggesting here is that the best way to accomplish variances, if you will, is to follow a manner in which our rates were established in the sense that here's how we established our gas costs on a budget basis.  Here is how we designed our rates.  So any variation from that could then be translated through the cost allocation rate design process when you dispose of the variance account.

MR. HOAKEN:  All right.  I think we have touched on this already, perhaps.  But the reason you get balances in the PGVA account is as a result of differences between the forecast price for the gas and what you actually pay; correct?

MR. SMALL:  That's one of the reasons, yes.

MR. HOAKEN:  Would the panel agree that the closer the forecast is to the time of the rate-setting and when the gas is actually consumed, the more accurate the gas costs will be reflected?

[Witness panel confers]

MR. SMALL:  Well, Mr. Cass didn't mention this in his opening remarks.  One of the proposed changes that we were hoping to have adopted was if there was a possibility to move away from our current process, which is establishing the reference price 45 days prior to the effective date.

We felt that if we were able to shorten that time frame, then it would have an impact of reducing potential volatility in the prices from forecast to actual.  It wouldn't eliminate it, obviously, you would still have some differences, but it would go a long way to helping to improve that.

MR. HOAKEN:  And to help bring down the PGVA balances?

MR. SMALL:  What we would hope is that, certainly you always hope for small balances within the PGVA.  But we also felt that if we were to adopt Union's methodology of a rolling 12-month clearance, then you would be clearing those balances on a more frequent basis, which would then minimize the amount of the rider.

MR. HOAKEN:  Is it fair to say that bringing it from 45 days to 30 days makes it more accurate, that bringing it even further along the spectrum, if you will, a shorter period of time, would make the forecast even more accurate?

MS. GIRIDHAR:  In everything we do, we need to have the appropriate balance between reflecting the most recent market data and being able to actually process that information, given the regulatory framework we have and all of the elements of rates that we wish to adjust based on changes in commodity prices.

So we believe that advancing it in the manner Mr. Small described provides the best trade-off in terms of reflecting more current data and yet working within the framework of ratemaking we have today.

MR. HOAKEN:  I had asked the Union panel some questions in this area and I don't know if Mr. Cass, or the panel, has the transcript from the proceedings on Monday.

MS. GIRIDHAR:  We do.

MR. HOAKEN:  You do?  All right.  If I could ask you to look at page 31 of that transcript, starting at line 21.

You will see at line 21, I had asked Ms. Piett if she agreed that balances in the PGVA accounts are related to the accuracy of and the method that is used in forecasting.

She agreed with that.  Would this panel also agree with that?

MS. GIRIDHAR:  I'm sorry, could you repeat that, sir?

MR. HOAKEN:  Sure.  It is at page 31 of the transcript, starting at line 21.  I asked Ms. Piett if she agreed that balances in the PGVA account are related to the accuracy of and the method that is used in the forecasting.

MS. GIRIDHAR:  Yes, we would agree with that.

MR. HOAKEN:  All right.  You would agree with that.  Then you will see I went on and asked her to agree -- and I think you have agreed with this -- that the goal is to have PGVA balances that are as low as possible; is that fair?

MS. GIRIDHAR:  I would agree with Ms. Piett's response, within reason, yes.

MR. HOAKEN:  Yes.  I accept that.  Then just over the page, you see then I asked her if she agreed that price forecasts that are made closer to the effective supply dates would tend to be more accurate than forecasts that are made earlier, and she agreed with that.  Would this panel also agree with that?

MS. GIRIDHAR:  Yes.

MR. HOAKEN:  And then finally starting on line 6, at page 32, I asked her if she agreed that when monthly forecasting is used for a monthly rate adjustment mechanism, the reference price more closely matches the monthly index price and she agreed with that.

Would this panel also agree?

MS. GIRIDHAR:  Well, we need to keep -- take into account a couple of things here.

If virtually all of the gas that's purchased is based on a monthly index, that may be true.  I think we talked about the fact that with Enbridge Gas Distribution, we do have periods in the wintertime where we have to purchase spot gas.

So that gas is not purchased at the monthly index.  It is based on a daily spot price, and to that extent there is -- it is not necessary that having used a forecast that was settled closer to the end of the month would necessarily mean that the prices you incur the following month would be very similar.  They could be different simply because of the volume of gas we purchased on spot prices.

MR. HOAKEN:  All right.  But apart from that exception or qualification, would you agree with the proposition in that question?

MS. GIRIDHAR:  Well, that is an important point to make, because we must keep in mind, again, that we always have to keep -- take into account our true-up mechanism.  So the very fact that you could be buying spot gas at $3.50, which is reflective of today's prices, when maybe the monthly index that was settled last month was at five dollars or six dollars.  And we have seen that level of volatility at times.

We then have to take that difference between five dollars and $3.50 times the amount of gas, spot gas, we bought in that month, and then clear that over the following month's volumes under the methodology that is suggested here, which is a monthly mechanism, while the next month may be taking into a shorter month.  It could be the month of April, let's say, where your volumes are a lot lower.

So the fact is that in that instance, while the volumetric difference in dollar terms may not be large, the denominator that you are using to create the charge could be relatively small and you could still end up with quite a large rider, which, in my case, would end up in a situation where you've got a price that's really not reflective of the monthly index at all.  You've got an extraneous factor, and that extraneous factor is the seasonality of consumption in that month.

So we have to keep into account both of these factors.

MR. HOAKEN:  I hear you on that, but you don't generally buy spot gas between April and November; correct?

MR. SMALL:  I think the analogy that we are trying to make or trying to get across is that any variances in costs associated with our gas acquisition in the month of March, for example, would then have to be cleared in a subsequent month.  Then if it was cleared in the month of April, then you would have potential for a sizeable rider amount to be cleared.

MR. HOAKEN:  No.  I understand that, Mr. Small.  What I am just trying to get a better sense of, though, is how and when Enbridge would be purchasing spot gas.

It is my understanding you don't generally do it between April and November; correct?

MR. SMALL:  We are going to be buying discretionary supplies or supplies delivered to Dawn throughout the summer months, because we will be anticipating to -- planning to fill storage for the demands for the next winter.

Certainly those volumes would be lower than if we were out buying delivered supplies in the month of February/March, for example, but it wouldn't be uncommon for us to be buying in the summer months somewhere between three to four to -- 3 to 4 Bcf a month.

MR. HOAKEN:  But is discretionary different than spot purchases?

MR. SMALL:  When we refer to discretionary supplies, we would be referring to those supplies that we would be buying above and beyond those supplies that we would be buying to fill our pipeline capacity, TransCanada, Alliance, for example, so supplies we would be buying directly at Dawn.

So you would be subject, if you were buying that gas on the day, to whatever the spot prices are at that time.

MR. HOAKEN:  Right.  You are doing that, as I understand it, to try to maximize your storage capability; is that right?

MR. SMALL:  That's correct.

MS. GIRIDHAR:  That's true.

MR. HOAKEN:  If I can ask the panel to turn to pages 19 and 20 of the prefiled evidence, please?

And toward the bottom of paragraph 56, about eight lines from the bottom of that paragraph, you say:
"Typically, the rider unit rate is only in effect for one quarter and is then superseded by the following quarter's rider amount."

Right?  Do you see that?

MR. SMALL:  Yes.

MR. HOAKEN:  And as I understand it, then, in paragraph 57 you are discussing the Union methodology, and you say, then, the approach Union is using has the effect of smoothing the impact of rider unit rates because the volume base is a 12-month forecast.

Then you say at the top of page 20:
"This adds to the stability in the unit rate determination as the unit rates only fluctuate each quarter as a result of the balance in the PGVA."

Right?

MR. SMALL:  Right.

MR. HOAKEN:  Can you just confirm for us that in both of the methodologies that you are referring to there, in your evidence, that the rider unit rate is only truly in effect for one quarter at a time?

[Witness panel confers]

MR. SMALL:  Sorry.  Under our current methodology, if I can give you an example, when we would be establishing our July QRAM, we would currently -- we would forecast what we believe the projected year end balance to be in the PGVA.

Whatever that balance is is then spread over the volume forecast for the remaining six months, and then that rider would be in place for that quarter.

We then would come forward -- as part of our October QRAM, we would have a new projected balance, and that new projected balance would then be spread over three months.  So there would be a new rider in place for that quarter.

MR. HOAKEN:  Just if I may stop you there, does that mean, then, that the rider unit rate is only in effect for that one quarter?

MR. SMALL:  Under our current methodology, that's correct.

MR. HOAKEN:  Yes, thank you.

MR. SMALL:  My understanding of Union's current methodology - and it is also a methodology that we've proposed that we would adopt - is that you would identify the variance in a quarter and you would clear that balance over the next 12 months.  So you would have that rider in place.

Then when you come forward for the next quarter, you would have -- for that quarter there would be a new variance, and then that would be cleared over 12 months.  So in that case there would be two riders, and so on and so on.

MR. HOAKEN:  Each in place for a quarter?

MS. GIRIDHAR:  For 12 months.

MR. SMALL:  Well, the rider would be -- so you could ultimately have four different riders in place at one point in time.

MR. HOAKEN:  All right.  So four different riders?

MR. SMALL:  That's right.

MR. HOAKEN:  So how would a...

[Witness panel confers]

MR. SMALL:  Sorry, if I could just add, I mean, the customer would only see one rider.  You would roll up the four amounts.

MR. HOAKEN:  I understand.  Thank you.

How would a customer who uses gas only in the summer, then, receive the benefit or the costs, as the case may be, incurred in the PGVA balance in the third quarter from July to September?

MR. SMALL:  I think that's one of the reasons or one of the benefits of moving to the 12-month rolling.

So, for example, if there was variances in the PGVA account attributable to the third quarter, for example -- sorry, in the last quarter, October to December, you would establish what that rider is for those variances and they would be cleared over the next month.

So presumably a customer that is only consuming gas throughout the summer wouldn't see those amounts.

MR. HOAKEN:  But if I could just follow up on the example of the customer who consumes in the summer only.  It seems to me under even your new proposal that the rate riders applied for that customer are not going to reflect the period for which that customer is consuming gas; is that not correct?

MS. GIRIDHAR:  I think we need to keep in mind the fact that purchases in any month are not necessarily made to be consumed in that same month.

So to the extent that gas was purchased from April to November or if you want to take quarter from July 1 to September 30th, and you have a customer who is actually consuming over those three months, it is not appropriate in our view that all of those variances, in terms of dollar amounts, should only flow to the customers who consume in that month because, as we already stated, some of the gas purchased over that quarter will actually be stored for consumption in the wintertime.

Therefore, it is appropriate to take each quarter's in balances, in terms of price variations, but then spread them over 12 months because we do not have a model whereby purchase in a month equals consumption in a month.

MR. HOAKEN:  But couldn't this problem be addressed through monthly clearing of the PGVA balances?

MS. GIRIDHAR:  I think we explained the issues with the monthly clearing of the PGVA balance.

The reality is that there are two things that are at play here.  One is the actual balance in the PGVA, and that is the function of the difference between forecast price and actual price.  And we have already explained that we may have situations where you do have balances in that account, because we cannot actually set prices after -- we cannot set our rates after they're actually determined in the marketplace.  So that is one factor.

The other factor is actually the volumes over which you clear it.  We already indicated with the monthly disposition, you have so much volatility in the denominator of the volumes that you could end up with riders that are very volatile, in fact way more volatile than the underlying volatility of natural gas prices.

MR. HOAKEN:  If I could ask you to turn to Enbridge's response to the GMG Interrogatory No. 7.  So I believe it is Exhibit IR 8.

It is Exhibits IR 8, IR 14, 18 and 19.  Schedule 7.  This is on the subject of the Enbridge budget plan, budget billing plan.  Have you got it?

MR. KACICNIK:  Yes.

MR. HOAKEN:  As I understand it, approximately 55 percent of your customers are on the budget billing plan?

MR. KACICNIK:  Yes, that's correct.

MR. HOAKEN:  You say in the fourth paragraph of this response that the budget billing plan is used to smooth volumetric peaks and valleys, not rate or price volatility; correct?

MR. KACICNIK:  Yes, that's correct.

MR. HOAKEN:  But then you go on, if you keep reading in the fifth paragraph, you say:
"The plan also incorporates two windows where payment instalments may be readjusted to reflect changing commodity costs."


Right?  Do you see that?

MR. KACICNIK:  Yes.

MR. HOAKEN:  Then just over the page, you say that the plan aims to complete the budget billing cycle in a position as close to neutral as possible in order to avoid large credits or debits for customers in the July true-up month; right?

MR. KACICNIK:  Yes.

MR. HOAKEN:  So in view of the fact that the plan incorporates these two windows where adjustments can be made based on changing commodity costs, would Enbridge agree that changes in rates or price volatility actually are incorporated into this plan?

MR. KACICNIK:  Like this plan has been put in place to help customers budget for their natural gas bills.  So if there is significant change in gas supply charge, the plan will adjust the monthly amount that is collected from customers.

So that the adjustments in the 11th or 12 month are as low as possible.

MR. HOAKEN:  That adjustment is made on the basis of change in the commodity cost, not on the basis of a change in that customer's consumption pattern; correct?

MR. KACICNIK:  Yes, that's correct.

MR. HOAKEN:  So I am simply pointing out what at least appears to me to be an inconsistency in the response.  On the one hand to say that it is not used to deal with the rate or price volatility, but on the other hand to say that in these adjustment windows, you can make adjustments based on changes in the commodity cost.

MR. KACICNIK:  I would disagree with your proposition.  Like, when you look at the residential customer consumption, their consumption in the wintertime is many times higher than in the summertime.

So without this plan being in place, their monthly bills would be many times higher in the winter compared to summer.

MR. HOAKEN:  I will just stop you there.  I don't dispute any of that.  That's absolutely correct, but what I am suggesting to you is that in addition to smoothing for consumption patterns as you've just said, what this plan also does is make adjustments to allow for the volatility in the commodity cost itself.

MR. KACICNIK:  Yes.  The purpose of making adjustments is to help the year-end adjustment as low as possible.  Not to reflect the volatility market prices.

MS. SPOEL:  Sorry, could I just ask you a question on that.  Wouldn't it be the case that or for the reasons for making that adjustment is to keep the balance as neutral as possible at the end of the year, but one of the reasons it might not be neutral is because of the volatility of the prices throughout the year and you have to therefore make adjustments either up or down so you don't have a large debit or credit balance at the end of the year?

MS. GIRIDHAR:  That is correct.  But we are not intending to through the budget billing plan to reflect the periodic volatility in prices so there may be adjustments to specified points in that 11-month cycle where you would make an assessment of the costs incurred to date versus the budget billing amount, and then you calculate forward and decide that, Here's what the new adjustment needs to be so that I don't end up with a big year-end balance.

MS. SPOEL:  But the reason you do that is because, over say the first quarter or the first half of the year, the prices didn't reflect what you thought they would when you set the budget.

MS. GIRIDHAR:  That is certainly possible.  But we wouldn't specifically identify price as a factor.  We would just calculate -- so it could be volume, it could be price but you would look at the year-end adjustment that is likely to result and then make the adjustment.

MS. SPOEL:  Thank you.

MS. GIRIDHAR:  We don't specifically target volatility through that process.

MR. HOAKEN:  Right.  But the fact that you make those adjustments has a smoothing effect on the rate or the price the customer pays?

MS. GIRIDHAR:  That is correct.

MR. HOAKEN:  Now, I've got a number of questions on the costs that are associated with QRAM and the costs that are associated with moving to an MRAM, and I would just defer to the panel or perhaps to my friend, Mr. Cass, about whether this is the correct panel to be directing these questions to, or whether I should, as I did in the case of Union, direct those questions to the panel that was brought forward on the billing information?

MR. KACICNIK:  No.  You can direct them to this panel.

MR. HOAKEN:  All right.  Thank you very much.

I am just going into a new group of questions now, Mr. Chair.  I am in your hands as to whether you would like to continue or take a break at this point.

MR. SOMMERVILLE:  How much longer do you think this segment will take, Mr. Hoaken?

MR. HOAKEN:  This particular segment of questions, maybe 15 or 20 minutes.

MR. SOMMERVILLE:  Let's break now and we will reconvene at 11:15.

MR. HOAKEN:  All right.  Thank you.

--- Recess taken at 10:55 a.m.


--- Upon resuming at 11:20 a.m.


MR. SOMMERVILLE:  Thank you.  Please be seated.

Mr. Hoaken.

MR. CASS:  Excuse me, Mr. Chair, I am sorry to interrupt.  I understand that one or more of the witnesses have something they want to correct or clarify from an answer that was given before the break, if they might do that.

MR. KACICNIK:  Yes.  This would relate to the very last question before the break, and the question was:  Is budget billing program used to smooth rate or price volatility?  And the panel responded "yes".  The correct answer is "no".

It is used to smooth volumetric peaks and valleys, but it has nothing to do with smoothing the rate.

Rate is determined through QRAM.  And, at the end of the day, the customer on a budget billing program, or without it, they would pay exactly the same amount.

MR. SOMMERVILLE:  Thank you.

MR. HOAKEN:  I'm sorry, if I might just have a moment.  Thank you, Mr. Chair.

So I can't resist the temptation of following up on that answer, Mr. Kacicnik.

MR. SOMMERVILLE:  I thought you might be...

MR. HOAKEN:  So as I understand your corrected evidence, it is that the budget plan is not intended to have that smoothing effect that I suggested in my question it might have.  Is that your answer?

MR. KACICNIK:  It does not have smoothing effect on rates or prices.  It smoothes volumetric peaks and valleys.  In other words, it helps customer pay the same amount in the utility bill throughout the year rather than many times higher bill in the wintertime versus summertime.

MR. HOAKEN:  So why then are those two windows that we discussed used to make adjustments based not on volumetric variations, but, rather, on differences or variations in the commodity price?

MR. KACICNIK:  The purpose of that is to minimize end-of-year adjustments.

MR. HOAKEN:  Right.  My proposition is, simply, quite apart from what the intention of the budget plan is, the effect of making those adjustments is to smooth out the price volatility or variation that otherwise would confront the customer; correct?

MR. KACICNIK:  We disagree.  It doesn't smooth the rate volatility.  It smoothes the amount of bill that is paid throughout the year.

MR. HOAKEN:  Well, I --

MR. KACICNIK:  Customers have a much higher consumption in the winter versus the summertime.  This helps them budget for the utility bill expenses.

MR. HOAKEN:  Well, I think I liked it better when we agreed on this, but I am going to move on.

[Laughter]

MR. HOAKEN:  I had asked you just before the break to turn to -- it is GMG's interrogatory 9 of Enbridge.  It is Exhibit IR 8, IR 14, 18 and 19.

As I understand it from this answer, it's been your experience with the QRAM process that Enbridge seldom receives formal questions or comments on the applications from stakeholders; correct?

MR. KACICNIK:  Yes.

MR. HOAKEN:  And as you say in this answer, the process is essentially a mechanical process; is that fair?

MR. KACICNIK:  Yes.

MR. HOAKEN:  And what you have also said in the next paragraph is that the company does not see any potential mechanistic changes to the QRAM process that would result in a material reduction to the regulatory and administrative costs.  I take it what you are referring to there is the administrative and regulatory costs that are associated with the QRAM process?

MR. KACICNIK:  Yes.

MR. HOAKEN:  Right?  But then you say -- at the end of the answer, you say:
"Costs associated with QRAM applications are not tracked separately."

Is that right?

MR. KACICNIK:  Yes, that's correct.

MR. HOAKEN:  And is that because the costs that are associated with the QRAM process are not deemed significant enough to track as a separate line item?

MR. KACICNIK:  No.  I wouldn't quite put it that way.  It is just that in the terms of budgets, they are not tracked separately.

MR. HOAKEN:  And they're then incorporated in the entire line item, if you will, for administrative and regulatory costs?

MR. KACICNIK:  Yes.  Those would be two different budget propositions, but for regulatory it would be just one line item.

MR. HOAKEN:  I see, all right.

So then knowing what the total line item is for the regulatory expense, you are not in a position to even give an estimate about what portion of those costs are attributable to the QRAM process; correct?

MR. CULBERT:  Yes.  We don't have a good estimate of how much of the departmental's time is spent solely on QRAM versus other matters, necessarily, no.

MR. HOAKEN:  Right.  I assume that if you had had that, that you would have furnished it as part of the answer to that interrogatory; correct?

MR. CULBERT:  Correct.

MR. HOAKEN:  Then what you have said in your prefiled evidence is that the implementation of a monthly price change would result in significant -- sorry, I lost it -- would result in significant regulatory and administrative costs to ratepayers; right?

MR. KACICNIK:  Would you please point us?

MR. HOAKEN:  Yes, sir.  It is on page 12, paragraph 37 of your prefiled evidence.

MR. KACICNIK:  Yes.  That's what it says, and the incremental cost of monthly QRAM was then spelled out in one of the interrogatory responses to OEB Staff.

MR. HOAKEN:  Right.  As I understand it, that interrogatory was asked to follow up on the statement that you make in this evidence that the costs would be in the order of 1 to $1.5 million per annum; correct?

MR. KACICNIK:  Yes.

MR. HOAKEN:  Then the IR you're referring to, I think, is Board Staff Interrogatory No. 1, if we could turn that up?

Is this the one you were referring to?

MR. KACICNIK:  Yes.

MR. HOAKEN:  Yes.  And, in fact, what you have said in this response is that the costs would be between -- or, yes, would be at least 1.5 to $2 million per annum; correct?

MR. KACICNIK:  Yes, that's correct.

MR. HOAKEN:  And then you have got it broken down under a number of different headings.  We see under all of these headings, I think you've got a line item for incremental employee salaries.

What is the basis or assumption underlying the $100,000 figure you've got?

MR. KACICNIK:  This is an approximate estimate for one full-time equivalent, for one full-time employee.

MR. HOAKEN:  All right.  And what is the basis of the $100,000?  How have you determined that that is an appropriate costing to use?

MR. KACICNIK:  This is an approximation.  The cost could be less or more, depending on at which salary point the person would be doing the work, benefits associated, et cetera.

MR. HOAKEN:  Yes.  I am simply assuming you didn't just pick this number out of the air.  Did you look at the compensation costs for those who are currently performing similar functions?

MR. KACICNIK:  Yes.

MR. HOAKEN:  And was it on the basis of that that you arrived at the estimate of $100,000?


MR. KACICNIK:  Yes.


MR. HOAKEN:  All right.  So the $100,000 line item that we see, for example, under "customer care", that reflects one additional person.  So as I add up the $100,000 expenses throughout here, what it looks as though you are forecasting is seven additional people who would be required to deal with the administrative and regulatory tasks associated with monthly rate-setting;  correct?

MR. KACICNIK:  Yes, that's correct.

MR. HOAKEN:  How many FTEs are currently involved in the QRAM process?

MR. KACICNIK:  I am not certain about the number, but these are the incremental bodies that we would need to administer monthly QRAMs.

MR. HOAKEN:  And that is, I take it, an estimate or forecast that you are making; correct?

MR. KACICNIK:  Yes.

MR. HOAKEN:  In making the estimate or forecast, wouldn't it be helpful to know how many people are currently engaged in the QRAM process?

MR. KACICNIK:  It would be.  I am not familiar with the number of people in all of these categories.  I know how many are involved in regulatory affairs, but I am not familiar with the number of -- in other areas.

MR. HOAKEN:  So just starting with customer care, you have assumed you will need one additional FTE, and what analysis was done of the tasks or functions that this person would have to perform as a result of a switch to monthly rate-setting?

MR. KACICNIK:  I suggest that we postpone this question until the very last panel.  We will have a witness here who can speak to customer care operation.

MR. HOAKEN:  Okay.  Let me then though ask you the same question about the line item as it appears under public and government affairs.

You have, again, if I am reading this correctly, you have forecast that you are going to need one additional person in that group or area.

What sort of analysis was done that led you to the conclusion that one more FTE was going to be required in this area?

MR. KACICNIK:  We ask each department to prepare an estimate of their costs, but very simply speaking, presently we do rate change four times a year, QRAM.  Now we'll be doing it 12 times a year.  And that's the key driver for these incremental costs.

MR. HOAKEN:  I guess what I am having trouble understanding -- and I was hoping you could explain it to us -- is that if this is a process that you have described as being largely mechanistic, then what additional tasks are you forecasting?  Is it simply the performance more frequently of the same tasks?  And if so, how have you concluded that performing those tasks 12 times a year instead of four times a year is going to cause you to need seven more employees?

MR. KACICNIK:  Well, right now we do QRAM rate change four times a year.  We don't have personnel that would be strictly dedicated to QRAMs.  They do annual rate changes and they work on other proceedings.

If we switch to a monthly rate change, we will have an application in front of the Board every month.  It could even be some overlap.  We will need additional staff to process those applications, to prepare and process those applications.

MR. HOAKEN:  Right.  But that's interesting, you say the person who is now dealing with the QRAM applications has other responsibilities as well; correct?

MR. KACICNIK:  Yes.

MR. HOAKEN:  And I guess I am just trying to understand how it was that it was concluded that you would need one person who was completely dedicated to QRAM or, excuse me, to MRAM.

MR. KACICNIK:  It may be that people will be dedicated to this process, but to accommodate more frequent rate change, we will need more people.  That's the bottom line.

MR. HOAKEN:  All right.

MR. KACICNIK:  We will be doing it 12 times a year rather than four times a year.

MR. HOAKEN:  So you are simply trying to estimate or forecast how much more time such a person is going to spend on the process?

MR. KACICNIK:  Yes.  We estimated how many more bodies we will need to accomplish monthly rate changes.

MR. HOAKEN:  And you are making those estimates or forecasts as I understand it, without knowing now how much time your staff spends on the QRAM process; correct?

MR. KACICNIK:  We do know how much time and effort is expended on QRAMs, but to accommodate the more frequent rate change, we may need to change our processes and we will definitely need more bodies to accommodate it.

MR. HOAKEN:  So let's just stick, if we can, with government and public affairs here.  Your line item -- sorry, public and government affairs.

Is there somebody now, from that group or department, who is spending time on the QRAM process?

MR. KACICNIK:  Yes, there are employees who work on rate notices.

MR. HOAKEN:  And what number of hours do they spend?  Do you have any idea at all?

MR. KACICNIK:  I suggest we postpone that question to the last panel.

MR. HOAKEN:  Okay.

Let me ask you, can I pursue this with you on the next line item?  Because in regulatory affairs, it seems to me that in addition to one additional FTE you are forecasting for public and government affairs, you are now forecasting three additional government affairs, you are now forecasting three additional FTEs in regulatory affairs; is that correct?

MR. KACICNIK:  Yes, that's correct.

MR. HOAKEN:  And what number of hours are currently being spent by personnel in regulatory affairs on the QRAM process?

[Witness panel confers]

MR. KACICNIK:  Like, we notice that Union Gas prepared an estimate of how many man days are spent on QRAM applications in their evidence.  If I am not mistaken, they say 14 work days and we would agree with that.

MR. HOAKEN:  All right.  So you are spending 14 work days per quarter.  So multiply that by four, I will embarrass myself by guessing that is 56.  So you have 56 days that are currently being spent by your staff in regulatory affairs; correct?

MR. KACICNIK:  Yes.  If the calculation is correct, I would agree with that.

[Laughter]

MR. HOAKEN:  All right.

That's a very big assumption you are asking the Board to make.

So that person is already spending 56 days or you are spending 56 person days right now.  So if I understand it correctly, we should be able to multiply that number by three, and that will give us the total number of person days that would be required, correct, under a MRAM?

[Witness panel confers]

MS. GIRIDHAR:  I think the point we want to make is that you can look at this in terms of person days and FTEs.  The reality is, today, we have several individuals in each of the different departments that would do QRAM work in addition to other things.

So what might be 14 person days might be split over three or four individuals, each one doing a little bit.  But if you were, in fact, doing this 12 times a year, your ability to load that increased work load over those same individuals would be diminished because that would eat into everything else they're doing.  So when you look at things in person days and actual employees they're not necessarily scalable because you have to understand that, if each one is spending 10 percent of their time on QRAM, and now it needs to be tripled, you really can't have the same individuals handle the work.

And that is the reflection here, in terms of additional FTEs.

MR. HOAKEN:  But even if I were to accept that, how do you get -- I guess based on the 14 person days per application, how do you get to needing an additional one person?  I am just not understanding how the math adds up.

[Witness panel confers]

MR. KACICNIK:  It is not directly scalable to the number of people that we have now, but with more frequent applications, vacation time and other applications, we estimated we would require three more bodies in regulatory affairs.

MR. HOAKEN:  Okay.  But as I understood your answer to me a minute ago, Mr. Kacicnik, you have accepted the accuracy of Union's estimate of 14 person days per application; correct?

MR. KACICNIK:  Hmm-hmm, yes.

MR. HOAKEN:  I take it you are referring to the personnel in the regulatory affairs department; is that right?

MR. KACICNIK:  Yes.

MR. HOAKEN:  Yes.  All right.

So you have accepted the accuracy of that.  If I were to accept your proposition that it is not scalable, if we have 12 applications a year times, what, 14 days per application, we still don't get to a whole FTE, do we?

MR. KACICNIK:  Would you repeat that question, please?

MR. HOAKEN:  Sure.  If you've got 12 applications per year and each of them requiring 14 person days, that's still not enough to keep one FTE busy, is it?

[Witness panel confers]

MR. KACICNIK:  It is not -- the other reason the calculation is not directly scalable is that it is not just one person who prepares the entire application.  We first determine the change in revenue requirement, and then we go through cost allocation and rate design exercise.  And there are a few people with different skills that work on these applications.

MR. HOAKEN:  So you are saying that they couldn't do anything else.  If you went to monthly rate-setting, you would need to hire brand new people with new skills that would work on these applications and nothing else?

MR. CULBERT:  No.  I think what we're saying is with the current work load that all of the personnel in reg affairs have, it isn't possible to assign what would be eight more QRAM or MRAM applications to the existing personnel.

So in each of the various areas, regulatory accounting, rate design, cost allocation, you would need a person that has those specific skills to handle eight more changes on an ongoing basis.  There are many other things personnel do in each of the departments in our area, reg affairs.  It is not possible to layer eight more QRAMs on to the existing personnel.

So while it seems a little bit unrealistic that you would need three more bodies, our contention is we pretty much do need three more bodies in order to achieve the end result.

MR. HOAKEN:  What sort of study was conducted of the personnel in regulatory affairs to lead you to that conclusion?  Did you do any sort of formal analysis of what people are doing now?

MR. CULBERT:  Well, we do an analysis of what everybody is involved in on an ongoing basis.  So I am not sure that we have a formal analysis of what everybody does, but we're all very cognizant of what people in different areas are doing and how much time they have available to perform more functions, and our contention is we don't have the available resources to perform eight more monthly adjustments.

MR. HOAKEN:  Now, just on this line item for customer care, I was going to ask you about the estimate of 100,000 calls.  Is that something I should defer to the fourth panel, as well?

MR. KACICNIK:  Yes, please.

MR. HOAKEN:  All right.  Thank you.

Just under the heading for public and government affairs, you have assumed a cost of $450,000.  As I understand it, that is for the notification of the rate changes; is that correct?

MR. KACICNIK:  Yes.  That would be correct.

MR. HOAKEN:  And if press releases were allowed to be used to advise customers of changes in rates, then that would eliminate the need for that printing cost; correct?

MR. KACICNIK:  I am not certain how the press release mechanism would work, so I cannot agree or disagree.

MR. HOAKEN:  All right.  Well, if there was some other means that didn't involve printing a formal notice on or in the bill, if there was some other means that could be used of advising customers of rate changes, then those printing costs would not be incurred?

MR. KACICNIK:  Yes, I would agree with that proposition.  There could be some other costs, I may add.

MR. HOAKEN:  Yes.

MR. KACICNIK:  That line item could be replaced with some other costs that we don't know of at the moment.

MR. HOAKEN:  All right.  Let me just finally ask you to turn to the response to GMG's Interrogatory No. 13.

What you have said here is that EGD would only see merits in matching the clearing frequency with the rate-setting frequency if the rate-setting frequency was continued to be based on a 12-month forecast; correct?

MS. GIRIDHAR:  Yes.  Yes.

MR. HOAKEN:  Okay.  What are the advantages that you see or merits that you see in matching the clearing frequency with the rate-setting frequency?

MS. GIRIDHAR:  We believe it is only logical to match the clearing frequency with the rate-setting frequency, and we also believe that 12-month approach to rate-setting is the appropriate benchmark and follows that the PGVA clearance, as well, should be over 12 months, because, as I have stated before, the use of any period other than that results in increased volatility because of seasonal profile of consumption.

And that's volatility that is actually above and beyond the underlying volatility of the index and is not appropriate.

If I may actually direct you to GMG number 6, page 3 of 4, we actually have some graphs there.  Essentially, the graphs denote -- the first one denotes the current methodology, which is the annual rate-setting and an annual disposition, the rolling 12-month approach that we plan to follow.

The next one is a quarterly rate-setting with a quarterly strip and a quarterly disposition, and the last one is the monthly, which is essentially GMG's proposal.

Without actually going through the specifics of the graph, I would point you to the bottom where we have talked about the volatility, stability and accuracy of these three different methodologies.

But, in addition, if I may point you to the graph that says "reference price plus rider" in each of those three graphs, you will see that in the first graph -- which is the 12 month disposition and 12 month price -- the range of prices that you see that include the reference price and the rider ranges from somewhere around say a little under $14 per gJ and the lowest price is about a little over $7 a gJ.

In the next two scenarios, when you have something other than the 12 month volume, the maximum and the minimum impacts on prices are $18 at the one end compared to the 13 that we have in the methodology we propose, and then the price can go as low as $2 per gJ, depending on how the balances are being cleared.

When you look at this, this is basically confirming the comment I made earlier, which is that if you adopt anything other than 12 months for the PGVA disposition and the price, you end up with volatility that is several times higher than the underlying volatility of natural gas prices, which is why, under the methodology we propose, you know, the range can be from $14 to about $7.50 but in the other two methodologies, the range can be between $18 and $2 and I would suggest that that is not a meaningful benchmark or a price signal or a meaningful method to reflect these impacts.

So that really underpins our response here.

MR. HOAKEN:  All right.  Let me just go back to my question, then.

As I understand it, Enbridge sees merit -- and as you said, it is only logical -- in matching the clearing frequency with the rate-setting frequency, so long as it continues to be based on the 12-month forecast; correct?

MS. GIRIDHAR:  Well, that's what we said, and I wonder if the way I should have worded it was, is essentially to say that there is merit in matching rate-setting with disposition and we believe the appropriate term is 12 months.

So in other words, if you did a one-month price setting mechanism, it would be appropriate to have a one-month rider.  If we did three months, it would be appropriate to have three months.  But would we recommend those approaches?  No.  We believe it should be 12 months for both, based on the reference to the graph that you have just seen.

MR. HOAKEN:  All right.  Thank you.  Those are my questions.

MR. SOMMERVILLE:  Thank you, Mr. Hoaken.

Mr. Buonaguro?

MR. BUONAGURO:  Sure, thank you.
Cross-Examination by Mr. Buonaguro:

MR. BUONAGURO:  I just want to confirm or just clarify some things I heard already today.

First of all, I was -- as I was listening to the first cross-examination, I pulled up on the Enbridge website a sample bill, just to take a look at what was being talked about.  In particular, I was looking at how the prices show up on the bill, the price of gas is shown on the bill.

My understanding is that on the bill, a consumer can look at the gas supply rate as a line item, and that rate is essentially the QRAM forecast, the most recent QRAM forecast for the next 12 months.

MS. GIRIDHAR:  Right.

MR. BUONAGURO:  So if a consumer is looking at the bill and wants to know what Enbridge's forecast of gas prices for that consumer is going to be in the next 12 months, they just have to look at that line item?

MS. GIRIDHAR:  That is correct.

MR. BUONAGURO:  Then the second part of the calculation on the bill is the gas cost adjustment which is just the rider?

MS. GIRIDHAR:  That's right.

MR. BUONAGURO:  Correct?  And then you have the effective gas supply rate which combines the two?

MS. GIRIDHAR:  That is correct.

MR. BUONAGURO:  And if a consumer wants to look at their gas bill and find out how much they're paying per cubic metre of gas in that month, they just have to look at the effective rate; is that correct?

MS. GIRIDHAR:  That is right.

MR. BUONAGURO:  So at any point in time looking at your bill, you know what the gas forecast is from Enbridge's point of view over the next 12 months, but you also want to know how much you're actually paying for your actual consumption in the month that the bill represents.

MS. GIRIDHAR:  That is right.  That is why we ensure that both of those items are shown separately but then also summed up in terms of the effective price.

MR. BUONAGURO:  Also there was some talk about budget billing plan, and it's affect on volatility.  My understanding is this, that for example the QRAM actually affects price volatility, because it essentially reduces volatility to four price changes in the year.

MS. GIRIDHAR:  That is correct.

MR. BUONAGURO:  And the budget billing plan doesn't do that, because the price that I pay, for example, in February of 2009 is based on the first QRAM price of the year; correct?

MS. GIRIDHAR:  That is right.

MR. BUONAGURO:  And it doesn't matter what budget billing adjustments do to move how much I pay when in a particular year, I still pay that much money, the QRAM price in February for that year?

MS. GIRIDHAR:  That is correct.

MR. BUONAGURO:  Thank you.  Those are my questions on this topic.

MR. SOMMERVILLE:  Thank you.  Mr. Cass, I don't believe a sample bill is actually part of the work order.

MR. CASS:  Not that I can think of, sir.  No.

MR. SOMMERVILLE:  I wonder if you could undertake to provide a sample bill, just to provide a graphic touchstone for Mr. Buonaguro's questions?

MR. CASS:  Yes, sir.

MR. SOMMERVILLE:  Thank you.

MR. SMITH:  Mr. Chair, you did not ask a similar question of Union.  Would it be of use, would you like us to do that?

MR. SOMMERVILLE:  I think so.

MR. SMITH:  Okay, we will.

MR. MUKHERJI:  Under J2.1.

MR. SOMMERVILLE:  Thank you.
UNDERTAKING NO. J2.1:  TO PROVIDE ENBRIDGE SAMPLE BILL

MR. SOMMERVILLE:  Mr. Aiken.

MR. AIKEN:  No questions.  Thank you.

MR. SOMMERVILLE:  Thank you.  Mr. DeRose?

MR. DeROSE:  No questions, thank you.

MR. SOMMERVILLE:  Mr. Mondrow?

MR. MONDROW:  Thank you, sir.
Cross-Examination by Mr. Mondrow:

MR. MONDROW:  A few questions if I could, panel.  Good morning.

It is my understanding that when Enbridge currently does its quarterly rate adjustment mechanism, it adjusts not only the gas supply charge but also delivery rates for gas cost changes; is that correct?

MR. KACICNIK:  That is correct.

MR. MONDROW:  And if the Board were to direct in this proceeding that Enbridge move to a monthly gas cost price adjustment, what would your proposal be in respect of delivery rate changes for changes in gas costs?

[Witness panel confers]

MR. KACICNIK:  Our preference would be to maintain our existing methodology where we change gas supply charge, transportation charges and delivery charges.  An alternative would be to only change the gas supply charge and perhaps transportation charge and capture all other costs in the deferral and variance accounts then dispose of them at the end of the year.

MR. MONDROW:  So if I am understanding your answer, Mr. Kacicnik, you would move from your current quarterly delivery rate change to account for changes in gas costs to an annual delivery rate change?

MR. KACICNIK:  Our preference is to maintain our existing methodology where we change our delivery rates.

MR. MONDROW:  Yes.

MR. KACICNIK:  But another option would be to only change the gas supply charge and deal with all other costs through deferral and variance accounts and then dispose them at the end of the year.  The problem there is that those dispositions could be large.

MR. MONDROW:  Sorry.  Maybe I misspoke myself a minute ago.  Let me see if I can clarify.

When you say your preference would be to stick with your current methodology, that is in respect of both gas costs -- gas supply charge changes and delivery rate and transportation cost changes?

MR. KACICNIK:  That's correct.

MR. MONDROW:  But my question which I asked you was:  If the Board directed you to move to monthly gas price changes, what would you do in respect of delivery rate changes attendant on change in gas costs?

If I am understanding your answer, you're saying that you would actually not change delivery rates for changes in gas costs from forecast.  Rather, you would deal with the gas cost impact on delivery rates through deferral accounts and clearance of those deferral accounts.

MR. KACICNIK:  Not quite.  Our preference is to maintain our existing methodology --

MR. MONDROW:  In respect of delivery rates?

MR. KACICNIK:  Yes.

MR. MONDROW:  So you would maintain a quarterly delivery rate change even in the face of a monthly gas price change?

[Witness panel confers]

MR. KACICNIK:  Just to clarify.  All of the rate components would be changed on a monthly basis, both supply charges, transportation charges and delivery charges.  That is our preferred approach.

MR. MONDROW:  So let me paraphrase what I think you're telling me.  Your preference is to keep all of the rate changes, all three components that you talked about, the gas supply, the transportation and the delivery, together, and so right now you do them all quarterly and your proposal and your preference you made clear is to retain that.

If you were directed to move to monthly gas supply charge changes, then your preference would be to also move to monthly transportation charge changes and delivery rate changes?

MR. KACICNIK:  Yes, that's correct.

MR. MONDROW:  Thank you.  And the cost estimates you've given in the evidence for the move to monthly gas supply cost changes wouldn't include costs for moving the other -- the other two of the three charge components to monthly; is that correct?

Really, maybe a plainer way to ask it is:  Would there be additional costs that you haven't reflected in the evidence or in your discussions with Mr. Hoaken that would be attendant on moving delivery rate changes to monthly as opposed to the current quarterly?

MR. KACICNIK:  No.  Our estimates assumed that we maintain our existing methodology.

MR. MONDROW:  All right.  And so if you changed -- if you stayed with quarterly delivery rate changes even in the face of monthly gas supply charge changes, would those estimates have to be reduced?

MR. KACICNIK:  I don't believe they would be reduced materially, if anything.

MR. MONDROW:  Which indicates to me that the incremental cost of moving delivery rate changes to monthly as opposed to quarterly would be very small, if anything?

[Witness panel confers]

MR. KACICNIK:  In terms of preparing the rate application, designing rates, changing all of the components on a quarterly or monthly basis, it is more work.  Once the application has been prepared and customer notices have to be printed, et cetera, those costs really don't change.

MR. MONDROW:  Okay, that is helpful.  Thank you.

The next area I just want to quickly ask you about is for clarification as to what, if anything, Enbridge is proposing as opposed to requesting -- because you are not really an applicant here, but proposing in respect of the Board's treatment of any costs associated with any changes that it might direct arising from this proceeding.

So, for example, you've said that -- in fact, you are advocating, as I understand it, moving your -- its mean daily volume, I think, MDV, to, first of all, establishing it on a weather-normalized basis, and currently you don't use weather-normalization; and, secondly, allowing re-establishment of the MDV during the year, which you currently don't allow.

You have said in the evidence you have estimated $3.8 million - a one-time cost, I assume - for that change.

My question is -- and I think you've said generally that any costs associated with changes arising from this proceeding should be given deferral account treatment recovered from those customers for whose benefit the changes are implemented.

Are you requesting a deferral account in this process, or is there another process in which you would actually make that formal request?

MR. CULBERT:  Depending on the ultimate outcome of the proceeding is what this evidence is referring to.

We would have to record the costs in a deferral account.  My understanding of the costs you're referring to are partly capital in nature.  So, unfortunately, we have to go through the process of calculating a revenue requirement, and the charges that are hitting our financials would have to be undertaken.

So we would need a deferral account in order to make those calculations, and the impact on ratepayers would be done through that account.

MR. MONDROW:  So if an intervenor wanted to...

So if an intervenor wanted to ensure the ability to validate and address the allocation and disposition of any charges arising from changes directed in this proceeding, there would be another process in which we could do that; correct?

MR. KACICNIK:  Yes, there would be.  There would be an annual process, where entries and disposition would be reviewed by stakeholders.

MR. MONDROW:  So presumably the purpose of providing the figures that you provided, the cost figures in this proceeding, is to give the Board some sense of the order of magnitude, cost impact, of some of the things we're talking about, rather than seeking approval for any particular treatment or disposition of any such costs; is that fair?

MR. CULBERT:  That's correct.

MR. KACICNIK:  Yes.

MR. MONDROW:  Great.  Thank you.

One more area, if I could, panel.  I am going to try this at a really high level, and the depth of my knowledge or lack thereof will quickly become apparent, I expect.  But I just want to understand -- and forgive me if this is an interrogatory response somewhere.  I haven't seen it.  It is dealt with in your evidence at page 13, paragraph 41.  Maybe if you turn that up, that is perhaps the least confusing way for me to try to do this.

This really is just to understand how you do your gas supply charge setting.

So it is page 13, paragraph 41.  If I look at the second sentence in that paragraph 41, it says:
"The gas supply portfolio cost is based upon a forecast of indices at the various supply basins/market hubs plus the associated transportation cost to deliver gas to the franchise area.  By doing so EGD develops a utility price or reference price of its forecasted acquisition cost, including commodity transportation and delivered supply costs."

Then as I read on in that paragraph, it is my understanding that you take that utility price or reference price and you disaggregate it and turn to identify a gas supply cost or gas supply acquisition cost, a transportation cost, and then you have your delivery cost on top of that within your franchise area.  Is that accurate so far?

MS. GIRIDHAR:  That is accurate.  It might be helpful, as well, I believe there was one response, GMG 2 --

MR. MONDROW:  Okay.

MS. GIRIDHAR:  -- where we actually had a flow chart.

MR. MONDROW:  Right.

MS. GIRIDHAR:  That might be helpful to the Board.  It sort of lays out exactly what is written in words there, but in, you know --

MR. MONDROW:  I did see that flow chart.  I thank you for that.

What I want to understand from the process is whether the effect of your methodology is to assume, for the purposes of calculation of the gas supply cost, that all gas supply is purchased at Empress.

MS. GIRIDHAR:  That is correct.

MR. MONDROW:  And the corollary of that assumption seems to me that any basis differential for gas purchased at Chicago or anywhere else is assumed to be a differential relative to the Empress price, driven solely by the cost of moving the gas from Empress to that other purchase point?

MS. GIRIDHAR:  That is correct.

MR. MONDROW:  Rather than any inherent difference in the cost of the gas at that purchase point?

MS. GIRIDHAR:  That is correct.

MR. MONDROW:  So that assumes a perfectly fungible gas market in North America, or at least in respect to the supply points at which you transact?

MS. GIRIDHAR:  Yes.  Certainly it does make the assumption that the cost of the molecule is determined as an Alberta price, and any gas purchased elsewhere has two components, an Alberta price and a transportation from Alberta to the point at which it is being purchased.

MR. MONDROW:  But in fact some the gas you purchase elsewhere obviously comes from places other than the Alberta Basin?

MS. GIRIDHAR:  That's correct.

MR. MONDROW:  But you are assuming that the effective cost of that gas, if it were moved to Alberta, would be exactly the same as the gas sourced from the Alberta Basin?

MS. GIRIDHAR:  That is correct.  And I should note, as well, that going forward we will be unbundling our bill so that customers will actually see a commodity charge, as well as a transportation charge.  Right now it is embedded in our delivery charges.

So to the extent that gas came from anywhere else, they would be able to look at the sum of those two charges - you know, I'm comparing direct purchase supply arrangements here - and sort of make a judgment as to what their total cost of getting gas from the franchise is.

MR. MONDROW:  So does that mean once you unbundle the transportation charge and the transportation line on the bill, you won't be notionally, in your methodology, moving all gas back to Empress?  You will be pricing transportation from where you actually procure the gas?

MS. GIRIDHAR:  No.  We would stick with our methodology.

MR. MONDROW:  Right.

MS. GIRIDHAR:  But for comparability purposes, other market players might source their gas elsewhere.

MR. MONDROW:  Right.

MS. GIRIDHAR:  I mean, their product will be directly comparable to our product.


MR. MONDROW:  Okay, I understand.  That's helpful.  So that new methodology, once you unbundle the transportation charge, won't affect the methodological assumption that all gas is priced as if it were at Alberta, subject only to the cost of moving that gas to the place where you actually buy it from.

MS. GIRIDHAR:  That is correct.  Again, noting that to the extent that bases differentially may be higher or lower than the actual cost of transportation on a regulated pipeline, those discounts of premiums gets reflected in the transportation line.

So at the end of the day, the product is comparable when you sum the two together.

MR. MONDROW:  Yes.  I ask these questions because it just seems to me to be a bit artificial, although I think I understand, I think, why you do it to assume the molecule, no matter where you buy it, is -- costs the same, although that is in fact the assumption in your methodology.

Maybe you could help me with why that is not a problem.

[Witness panel confers]

MS. GIRIDHAR:  Mr. Small here just reminds me that a lot of it has to do with the evolution of how we purchase gas.  At one point in time, it was almost all Empress supply, and so that became the benchmark for the value of the molecule and then the transportation line in those days pretty much reflected the cost of transporting gas on TransCanada Pipelines out of Alberta to the market place.

Over time, we have diversified a supply portfolio to other basins.  But we have maintained that approach, and the way we've reflected it is that we've said, yes, the cost of the molecule is reflective of sourcing it in Alberta.  But it is the transportation line that reflects any basis differential that might alter the price of gas purchased elsewhere.

And I believe this approach is consistent with actually having an outcome where the competitive options, direct purchase options end up sourcing gas from anywhere else in North America.  At that point, you would be able to look at the sum of the commodity charge and the transportation charge and determine how that compares with the utility offering.

MR. MONDROW:  I think that is probably true from the perspective of comparability.  I guess where I am not sure whether it holds true is when you get to the point of allocating costs between the gas supply and the transportation.  And some customers don't pay for gas supply, they only pay for transportation.  How are you sure that the transportation costs there then paying as you described you derive it reflects true reflects true costs incurred to serve those customers?

I am not sure there is a better way.  Maybe that is your answer, but I am struggling a bit with that.

[Witness panel confers]

MR. MONDROW:  Too many assistants.

MS. GIRIDHAR:  Thank you.  The point we wanted to make here is that there is really three types of service.  There is the bundled sales customer for whom we purchase the gas and move it, to the franchise.  There is the Western T customer who provides their molecule to us, but then we move it using our transportation portfolio.  Then there is the Ontario-T customer who brings the gas to our franchise area.

And going forward, what we have in place works for the sales customer as well as the Western T customer.  Because what we have is the sales customer pays the cost of the molecule in Alberta plus the cost of transport, the entire transportation portfolio.  The Western T customer is responsible for the cost of the molecule, but then because Enbridge moves that molecule for them, they share in the total transportation cost of Enbridge on behalf of system and Western T customers.  So we believe it is entirely consistent with the way we would use our transport portfolio to get that gas.

MR. MONDROW:  The third category of customer, the Ontario transportation?

MS. GIRIDHAR:  The Ontario transportation customer, once our new system is implemented, would be incurring their own cost of the molecule as well as transport.  So they would not partake of our transportation portfolio at all.

MR. MONDROW:  Okay.  That's right, okay.  And currently you use a transportation credit for those customers but that is what you will be able to do away with once you unbundle transportation?

MS. GIRIDHAR:  That's right.

MR. MONDROW:  Thank you very much.  I shouldn't have said too many assistants.  What popped into my head is too much chivalry, but you can never have too much chivalry.  Thank you very much.  Thank you, Mr. Chair.

MS. GIRIDHAR:  It’s just an inability to multitask on my part.

MR. SOMMERVILLE:  Mr. Cass, in the course of Mr. Mondrow's questions he touched on the implementation issues.  I just wanted to highlight that from the Board's points of view in terms of submissions.

It is not a criticism of the evidence of any party, but implementation issues are something that would be of particular interest to the Board in the course of submissions so that all parties would address their minds to that.  Thank you.  Mr. Manning?

MR. MANNING:  Thank you, Mr. Chair.  Good morning, panel or good afternoon, panel.
Cross-Examination by Mr. Manning:


MR. MANNING:  I have just a few questions from me.  I am looking at it from a consumers' point of view.  My name is Paul Manning, by the way, and I represent the Low-Income Energy Network at this hearing.  So I have a few questions from my client's perspective.

First of all, just to understand or to see if we can agree on what the cost pricing, cost forecasting, QRAM exercise is all about from a consumers' perspective.

I would like to put it to you that the main issues, the most important issues are that you are procuring gas as cheaply as possible to pass on the costs to the customer, and also the QRAM mechanism itself is designed to reduce the volatility in the customers’ prices.  Is that something we can be in general agreement on?

MS. GIRIDHAR:  Yes, we do.  Yes, we agree with that.

MR. MANNING:  Thank you.  Okay.  So I just want to look at a couple of aspects of each of those limbs, firstly the cheaply as possible, and secondly the minimum volatility.  Having said firstly and secondly, I am going to deal with it like the Miss World contestants, in reverse order.

So let me ask you a question first of all about the budget billing plan just so I understand the relationship of that smoothing exercise with the smoothing exercise which the QRAM is intended to produce.

You said it a couple of times, but just so I understand it.  It is designed to smooth-out volumetric seasonal differences for the consumer, and it is a kind of credit, amortization payment arrangement, is that a -- in my lay way, is that a reasonable way to describe it?

MR. KACICNIK:  Yes.  If you look at the customers' volume profile, they use a lot more gas in the wintertime compared to the summertime.  And it is multiples of the summertime.  So without the budget billing plan, their bills are much higher in the winter compared to summertime.

So back in 1960s, this mechanism was designed to help them budget for their utility bills.

MR. MANNING:  Thank you.  So it is all easy going so far.  And hopefully it will continue to be.

So I just want to understand, because it sounds like that is a wonderful thing, that is buffering the customer against volatility, but the price change, if there is volatility in the underlying price of gas and the way the QRAM system applies it, must hit at some point.

I am thinking that it hits at the end of the year, after the 11-month period of the budget billing plan, but perhaps you can assist me with that.  If there is a big discrepancy, when does it hit?

[Witness panel confers]

MR. KACICNIK:  Yes.  Budget billing plan does not shelter the customer against price or rate volatility.  At the end of the budget billing plan, the customer is subject to that volatility and any true-ups that may occur.

MR. MANNING:  Right.  So that is what I was suggesting.  It is at the end of the budget billing period -- would seem to be, therefore, in the twelfth month.  Is it the twelfth month the truing up would occur?

MR. KACICNIK:  It is in the summer when customers' bills would be at the lowest, so that any volatility that occurred, it is not such a big impact there.

MR. MANNING:  So it is true to say that even for the budget billing customer, if the QRAM system has not done its job properly, that customer may get a nasty shock in that summer month.  That's possible?

MR. KACICNIK:  I cannot agree with that, because, as discussed earlier, the company has the opportunity to adjust the billing amounts twice a year in order not to end up with those big adjustments.

MR. MANNING:  Right.  Sorry, was there something else?

MS. GIRIDHAR:  I just wanted to clarify one thing.

MR. MANNING:  Yes.

MS. GIRIDHAR:  It may be helpful to just kind of take this through an example.

So at the point in which the budget billing amount is being set, we would have one QRAM price in effect at that time and we would make that estimation using that QRAM price.

Over the course of the ten months, there would be additional QRAM prices that would have come into effect.  So the adjustments that are allowed for midyear allow us to reflect those QRAM changes that have happened subsequent to the original one.  But with respect to any impacts between our forecast prices and our actual prices, those are, in fact, reflected through the rider, and currently through another year end adjustment which we'll be getting rid of.

So I hope that is clear in terms of what is reflected as an adjustment in the budget bill vis-à-vis what is reflected in the rider.

MR. MANNING:  Yes, okay.  Thank you.  Was there something else that you wanted to add?

MR. SMALL:  Maybe just to add, at that time that adjustment is made, what they will do is they will look to see what the expected annual costs of that customer's bill is, review what they have paid to date and see what they have, to adjust that monthly number to get as close as possible to that updated forecasted annual bill.

MR. MANNING:  Thank you.  So I suppose I am still not fully understanding whether the budget billing plan not only smoothes out the seasonal differences in consumption for that customer, but also operates as a sufficient buffer, with a couple of possible adjustments during the year, to smooth out any real volatility in the QRAM system which underlies it.

[Witness panel confers]

MR. KACICNIK:  Well, the budget billing plan does not smooth out rate or price volatility.  It smoothes out the volumetric profile for the customer.  And, again, if the customer is on budget billing plan or they are not, at the end of the year they would pay exactly the same amount in their gas charges.

However, as pointed out, there is a process to adjust the monthly amount that the customer pays in the budget billing program so we don't end up with large adjustments in the 12 months.

MR. MANNING:  So as at those points of adjustments, that is reflecting the change in the two QRAMs prior to that, presumably.  That is what it endeavours to do?

MR. KACICNIK:  Yes.

MS. GIRIDHAR:  Yes.  And in some cases, if you are in the process of determining the next QRAM, you know, there may be an adjustment there.  But the intention is, as Mr. Kacicnik said, to approximate what you would have paid if you hadn't been on the budget billing plan at the end of the year, and that would have been the monthly -- the quarterly QRAM price in effect times the monthly consumption over that period.

MR. MANNING:  So for the budget billing customer, the QRAM is, in effect, a twice yearly impact on what the budget billing customer pays?  They are -- the two QRAMs are aggregated into your six monthly adjustments.  That is what the customer sees.  Is that...

MR. KACICNIK:  I don't think we agree with that.

MR. MANNING:  Right.

MR. KACICNIK:  QRAMs are still happening four times a year.  The customer at the end of the day pays the QRAM rate throughout the year.

MR. MANNING:  Yes.

MR. KACICNIK:  The purpose of the budget billing program is just to allow them to pay approximately same amount of bill month by month --

MR. MANNING:  Yes.

MR. KACICNIK:  -- and not pay very large bills in the winter when the consumption is very high, and then very small bills in the summer when consumption is low.  It is just like a budgeting tool for customers.

MR. MANNING:  I do understand that, but it is not just doing that job, from what you are telling me, because if it was just doing that job, then there would just be consistent payments through the year.

You are also saying that the QRAM adjustments can poke through that nice, cozy, smooth arrangement to change that arrangement twice a year.  I am trying to see where the QRAM adjustments actually impact that consumer, and it seems to me that it is at each adjustment period, and if there were any balance at the end of the year -- although I am not quite sure how that works.

[Witness panel confers]

MR. KACICNIK:  We will defer the question as to how the adjustment is performed --

MR. MANNING:  Yes.

MR. KACICNIK:  -- to the last panel.  We will have a witness here from the customer care department, who should be able to explain when and by how much those adjustments are made.

MR. MANNING:  Okay, fine.  Thank you.  I will move on to my next question.

So as I understood from your evidence and from what you have been saying today, your preference is to retain a quarterly filing for QRAM, but with a 12-month outlook, and you will be bringing yourselves more into line with the way that Union does their own QRAM?

MS. GIRIDHAR:  If may clarify, we already have a 12-month approach to setting the quarterly price and we will be retaining that approach.

The element that would change is with respect to the disposition of the deferral account balances, which currently take an outlook -- take the deferral account balances, but an outlook of consumption to the end of the year.  We would be replacing that with a 12-month consumption --

MR. MANNING:  Forgive me.  I paraphrased too far.  Yes, indeed.  I had understood that.

So my interest -- my interest is in that, but I've understood that and note it now -- but is just to understand your view of other methodologies.  And you said something about that this morning, and Union themselves did a summary comparison in their evidence which basically said that other methodologies, and particularly a one-month filing requirement, be it with a one-month outlook or a 12-month outlook, would produce something considerably more volatile.

Have I understood that also to be your view, as well, to be Enbridge's view?

MS. GIRIDHAR:  Certainly our charts that I alluded to earlier, which was a response to GMG 6, showed the monthly rate adjustment, MRAM, but with a one-month price.  We did not do the one scenario that Union did, which was a monthly change, but using a 12-month strip.

MR. MANNING:  Okay.

So in terms of our original discussion of two important issues, two important factors for the consumer, the one-month scenario is going to produce greater volatility in the prices -- in the price adjustments seen by the consumer?

MS. GIRIDHAR:  Yes, that is correct.

MR. MANNING:  I may be saying something we've already covered, but I want to bring that out from a consumers' point of view.

MS. GIRIDHAR:  Yes.

MR. MANNING:  So thank you for that.  Lastly, just to raise something that I raised with the Union panel, and you have already addressed this to some extent.  I am just going to turn, if I can get it before me easily.

You had a chart in your evidence that you were referencing earlier.  Yes, it is on page 10.  I am not really going to go into detail with it, but it may be useful to have it before you.  It is on page 10 of Exhibit E1 in your evidence.

I think -- correct me if I am wrong -- you were saying this is an illustrative chart.  So I am interested to know -- it shows equal -- what I am interested to understand out of it is whether you are endeavouring to purchase consistently equally, month on month through the year?

MS. GIRIDHAR:  That is correct.

MR. MANNING:  Right.

Yet I heard earlier that you are purchasing in the summer to maximize use of storage; is that correct?

MS. GIRIDHAR:  That is correct.

MR. MANNING:  So even purchasing equally, that will use up all of your available storage.

MS. GIRIDHAR:  Yes.  If I might explain.  Depending on where we source our gas, we would typically also have, we would also have transportation on a long-haul pipe to go with it.  And the most efficient way to use that long-haul pipe is to fill it every day.  We're in the fortunate position of being able to do so and store the gas in Ontario because of all of the storage we have at Dawn.

And that is in fact our least cost method of procurement, so, yes, that is exactly what we do.

MR. MANNING:  So I was becoming keen on the idea in my questioning of the Union panel, but they might be able to purchase a good deal more when rates are cheaper in the summer months, historically cheaper in the summer months, and utilize a greater proportion of storage for that purpose to provide a blended, cheaper rate for the winter.

MS. GIRIDHAR:  Well, we're already at 100 percent load factor on the pipelines.  So we fill it equally every single day of the year.  So if we were to purchase even more, we could potentially be purchasing more in the summer, but leaving some pipe empty in the winter.  I am not sure that that would yield our least cost results from send-out.  It really does optimize for the least cost.

MR. MANNING:  That's my question.

MS. GIRIDHAR:  This is the procurement approach that we have used, thank you.

MR. MANNING:  And that’s a full answer, thank you.


MR. SMALL:  Just to add one more thing when you're talking about storage you have to remember, too, that it is not like you can buy your total storage requirement and inject it say in the last month.  You have to take into consideration your injection capabilities.

MR. MANNING:  Okay, thank you.  That is a helpful reply, and that is all of my questions, Mr. Chair, thank you.

MR. SOMMERVILLE:  Thank you, Mr. Manning.

MR. DeROSE:  Mr. Chair, I have...

MR. SOMMERVILLE:  You have repented?

MR. DeROSE:  I just want to indicate, Mr. Shepherd has sent me an e-mail and asked that I indicate to the panel that while he has been monitoring the panel this morning, he will not have any questions for Enbridge today.  So in terms of your planning for the rest of the examinations, Mr. Shepherd will -- is fine with the questions that have been asked.

MR. SOMMERVILLE:  Did you.  Thank you.  Ms. Girvan.
Cross-Examination by Ms. Girvan:


MS. GIRVAN:  Just very briefly, panel if you could turn to page 38 of your main evidence.  I just want to follow up on the discussion Mr. Mondrow had and that Mr. Cass raised this morning regarding the estimate to develop a weather-normalized MDV.

You talk here about the $3.7 million and the implications to all parties.  And I realize that that is an estimate and I realize as you said to Mr. Mondrow, that those costs will be, if incurred and if you were told to incur them brought forward in a deferral account application.

But just for my benefit, can you tell me, given your current cost allocation policies, how these costs would be allocated to ratepayers.

MR. KACICNIK:  These costs would represent enhancements to our EnTRAC system, which is energy transaction processing tool.  And the Board ordered in prior proceeding that those costs be allocated to customers one-half based on delivery volumes and one-half based on customer numbers.

So we would propose to treat these costs in the same manner.

MS. GIRVAN:  Okay.  That's useful, thank you.

Just briefly, can you tell me -- and Mr. Small, maybe you're the one to answer this, how long is the current QRAM been in place?

MR. SMALL:  I believe our very first QRAM was January of 2001, I believe.

MS. GIRVAN:  Okay.  And it is my recollection through the years you have made incremental adjustments to the QRAM mechanism.

MR. SMALL:  You would have to -- if you could be a little bit more specific, because I think --

MS. GIRVAN:  Just changes from year to year that might have improved the process.

MR. KACICNIK:  If I may answer that question.  The Board approved the current QRAM methodology for Enbridge on May 30th, 2001, and then some modifications were done in 2002 and 2003.

MS. GIRVAN:  Okay that is useful.  So just looking at your application before the Board, or the process before the Board today.

In addition to some of the changes that you have proposed, I know there is only a few, is there any other ways -- are there any other ways in which you think you could improve the QRAM process?  Or have you brought all of those forward in this application?

MR. KACICNIK:  We have brought all of them forward in this application.

MS. GIRVAN:  Okay, thank you very much.

MR. SOMMERVILLE:  Mr. Quinn?

MR. QUINN:  No questions for the QRAM panel, sir.

MR. SOMMERVILLE:  Ms. Campbell.

MS. CAMPBELL:  Thank you.  I have six discrete areas and if you were listening to what I asked of Union, then you probably have a very good idea of the questions that I am going to ask you.
Cross-Examination by Ms. Campbell:

MS. CAMPBELL:  I am going to start off with, touching briefly upon something that probably would be considered implementation.

If I could have you turn up your prefiled evidence, please, at page 28, at paragraph 88.

MR. KACICNIK:  Which paragraph?

MS. CAMPBELL:  Eighty-eight.

MR. KACICNIK:  Thank you.

MS. CAMPBELL:  So we are on the standard filing requirements for QRAM applications.  In paragraph 88 after the qualifications in paragraphs 86 and 87, you indicate that Enbridge would support an approach where the Board and stakeholders determined which information and in what order should be presented by utilities in their QRAM applications.

Now, when Union was asked how it saw the filing issue unfolding, it said:
"Union anticipates that following a Board decision in this proceeding, key stakeholders will have an opportunity to file submissions as to what information is required for QRAM applications."


It would appear that you support that proposal.  You would agree with that approach?

MR. KACICNIK:  Yes, I would.  Like the current Enbridge's QRAM process was not developed in isolation.  This was developed with input from all stakeholders.  So we expect that that would be the case going forward, as well.

MS. CAMPBELL:  And you indicate in the following paragraph, you talk about the information and the order in which it should be presented.  Then you say:
"For example, the determination of the QRAM reference price derivation of the rider, change in annualized revenue requirement, derivation of rates in rate handbook could form part of a standard QRAM application filing."

Are there any other subject matters that could also form part of the standard QRAM filing or is that intended to be an exhaustive list?

MR. KACICNIK:  Those are the key components that should form a part of standard QRAM filing.

There could be more or less detail provided, but these are the key components we see as forming a part of the standard package.

MS. CAMPBELL:  So these are the key components and there is nothing -- anything else is relatively minor or you would have listed it?

MR. KACICNIK:  Yes, that's correct.

MS. CAMPBELL:  Thank you.  Would you anticipate that you and Union would have joint stakeholder meetings?

MR. KACICNIK:  Yes, we could.

MS. CAMPBELL:  And do you have an idea of how soon after, if the Board made the order, that you would do so, how soon such meetings could be held?  Are we talking within 30 days or 60 days?

MR. KACICNIK:  I am not certain about the exact time frame.  There are a number of concurrent proceedings running right now in front of the Board.  So I am not sure about the timeline, exactly.

MS. CAMPBELL:  And with regard to implementation, is it possible for you to provide the timelines for the implementation of a 12-month rolling rider methodology to dispose of the PGVA balances?

MR. KACICNIK:  That timeline was provided in one of the interrogatory responses, and we said that based on when the Board's decision is received in this case, that could be implemented as early as January 1st, 2010.

MS. CAMPBELL:  If the Board approved a monthly rate adjustment model, what would the earliest time frame be for implementing that change?

[Witness panel confers]

MR. KACICNIK:  That would require a much longer time frame.  First, we would need to review what we need to change in terms of our processes in house.  We would need to hire additional staff to process monthly QRAM applications.

So I would put it at least a year or so away from the Board's decision on this topic.

MS. CAMPBELL:  And the reason for it requiring a year or so would be the hiring of additional staff -- primarily the hiring and training of additional staff?

MR. KACICNIK:  Coupled with reviewing processes as to how to design monthly QRAMs, if there is any billing changes required, how to communicate to customers, et cetera.

MS. CAMPBELL:  I would like to take you to page 30, please, of your prefiled evidence.

Page 30, particularly paragraphs 95 and 96, you've got a proposed QRAM process timeline presented in page -- sorry, on paragraph 95.  Now, the approval process for your QRAM application is different than that used in the Union and NRG process, is it not?

MR. KACICNIK:  The timeline --

MS. CAMPBELL:  The Board doesn't issue a combined notice or a PO, for example?

MR. KACICNIK:  I am not certain if I understood this last question.

MS. CAMPBELL:  The approval process for your QRAM application is different than that for Union and NRG, and all I am getting to is that there is no notice and PO that you move in a more streamlined fashion already?

MR. KACICNIK:  I am not sure if Union process incorporates or requires PO.  I don't know.  We don't need it in our case.

MS. CAMPBELL:  All right.  Just moving on to the fact that you are proposing to reduce the time required for intervenor comments to five days and the time for EGD's reply to two days, is this reflected in paragraph 95?

MR. KACICNIK:  Yes.  Paragraph 95 lays out the proposed timeline for QRAM applications.

Just to follow up, if you look at the very left column where it says "Steps", steps 4 and 5 are intervenor comments and questions, and step 5 is Enbridge's reply on those comments.

MS. CAMPBELL:  Thank you.  I would like to ask you some questions that were also put to the Union panel, and that has to do with some of the proposals that have been made by GMG.  So I am going to ask you to turn up the interrogatories.

So it is under the tab that says GMG/EGD IR 1.  It is EGD Interrogatory No. 5 -- sorry, it is GMG's response.  I misspoke myself, I'm sorry.

This is the IR that has the table that says "Forecast AECO monthly index versus DERS, GCFR for Alberta south."

I am focussing on the two paragraphs that are underneath the table.  So it is EGD Interrogatory No. 5.

Does everybody have it?  Okay.  And the question that I wanted to ask you about is found in paragraph number 1, which is the paragraph I am going to start with:
"The GMG proposal for Ontario would see purchases in excess of consumption being injected into storage for the pending winter consumption.  Accordingly, the monthly index during the summer would be the default rate, while at the start of the winter season, November, there would be an appropriate amount of gas in storage that would be withdrawn at a fixed price leading to a blended WACOG."

Could I have Enbridge's comments on that proposal?

MS. GIRIDHAR:  Well, we do note that this is a little different than GMG's evidence, where we understood that purchases would match consumption on a monthly basis.

The response here indicates that it does allow for storage injections and withdrawals.  However, our view is that we would have the same sort of issues that I alluded to earlier.  To the extent that EGD does not necessarily meet all winter demand through the combination of purchases at the monthly index, as well as gas from storage - in other words, we do buy spot gas as well - we would have variances that would have to flow through.

And, in our view, it is not reflective of what the market price is, anyway.

MS. CAMPBELL:  I'm sorry, I didn't hear the last part.

MR. SMALL:  Just that if you were to establish your price based upon the next month's forward market price, plus a price assuming for the amount of gas you are going to take out of storage, that -- and that gas in storage was priced at, say, the previous summer's prices, you would come up with a price that wouldn't be reflective of what the current market price is, either.

MS. CAMPBELL:  Thank you.  The paragraph below that, I would like to ask you a question about that, also.

It says, it reads:
"During the winter notionally 50 percent of the demand would be satisfied by monthly index purchases and 50 percent by the fixed price storage gas.  The result would be a system price that would trend with the wholesale market while the magnitude of any price movement would be muted by the fixed price storage gas."

Do you agree with that statement?

MS. GIRIDHAR:  Well, I think in EGD's case there are actually three components of -- that would determine how we meet winter demand.  There are purchases at the monthly index, but there are also spot purchases, and then there is gas that would be withdrawn from storage.

MS. CAMPBELL:  So what is your comment on the conclusion that is stated here:
"The result would be a system price that would trend with the wholesale market while the magnitude of any price movement would be muted."

[Witness panel confers]

MS. GIRIDHAR:  Well, we have a couple of comments on this.  The first one goes back to a comment I made earlier with respect to the fact that natural gas monthly prices are highly affected by seasonality, and that affects their value as a barometer.


In addition, of course in this particular instance, you are just averaging in the monthly index for the forward month, with your historical acquisition cost for gas and storage from the preceding summer, and in our view, as Mr. Small indicated, that is not reflective of monthly price either, or even of prices going forward.  Because that is what the benchmark is intended to do.

MS. CAMPBELL:  Thank you.  I have another question on the GMG proposal, another proposal, and that is in -- same tab, but you are going to go to interrogatory 14.

My question is going to be based on the paragraph on that page that starts with the word "alternatively."  And the paragraph reads:
"Alternatively, the storage inventory balance could be deemed withdrawn each month at the original purchase cost and deemed reinjected at the current month cost with the differential value either positive or negative included in the customer's current month rates.  In this manner the value of storage gas would remain reflective of current market prices so as not to into dues the seasonal price signal distortions that now occur and both the customers and the utility would be kept whole over the storage season."


My first question to you is:  What do you think of this alternative proposal?

[Witness panel confers]

MR. SMALL:  Maybe two comments.  One, I still think you still have the same issue in and around the price that you are setting for a particular month, and that, again, it wouldn't be reflective of the market price.

The other issue I would have is, again, you would be creating variances that then would have to be cleared in a future month.  Then you have the same issue of possibly having large variances created in the month of March, for example, cleared over a smaller volume in the month of April.  So I don't think it achieves what you would want.

MS. CAMPBELL:  Do you agree with the statement in the second part or the second sentence in that paragraph:  Do you agree that the proposal will have the effect of keeping out seasonal price signal distortions?

MR. SMALL:  No, I don't.

MS. CAMPBELL:  Why not?

MS. GIRIDHAR:  Well, it does reflect in the monthly price, and we've already determined that from a benchmark perspective, when a customer is looking at a monthly price and making decisions about locking in for periods of 12 months or more, they have to take the seasonality out of that month's price.  So they have to know, for example, what does $12 gas in January mean relative to an annualized cost of gas for 12 months.  And that is very difficult to do when you have a monthly price that is used as a benchmark as opposed to a 12-month price.

MS. CAMPBELL:  Thank you.  My last question for you requires you to turn up Enbridge's response to Board Staff Interrogatory 2(b), so it is IR 24.2.

So that is IR 24, schedule 2, and in response to Board Staff Interrogatory No. 2 Enbridge stated, it does not apportion its gas in storage between gas held for system supply and gas held for load balancing.

Meanwhile, Union said that its gas inventory has been split into two accounts, gas inventory -- gas in inventory held for sale, and gas in inventory for balancing purposes.  And that only the gas in the inventory held for sale to system supply customers is revalued.

Can you explain why there is a difference in the treatment of gas in inventory held for load balancing between Union and Enbridge.

MS. GIRIDHAR:  Well, we do -- I do acknowledge that there is that slight difference, but if you step back and look at it conceptually, I think we arrive at the same result.

We hold one inventory.  At the end of the day, that is an inventory of molecules that are purchased for system gas purchasers, because at the ends of the day the load balancing -- the direct purchase customer returns whatever was loaned out to them by the end of the year.

The way we handle it, in our methodology, is that any revaluations of the inventory goes solely to system gas customers and any costs associated with carrying the inventory -- which accounts essentially for the loan and return of the molecule -- goes to all customers.

So I think we sort of achieve the same thing that Union does, even though we do not separately track two separate balances.

MS. CAMPBELL:  In part (b) of the five parts of the question, the response to it at the very bottom of the page, Enbridge explained that load balancing molecules provided by the company to its direct purchase customers are subsequently returned to the company through the annual banked gas account management and disposition processes.

With the exception of the difference in the three-point versus one-point balancing, how is that different from Union?

MS. GIRIDHAR:  I don't believe that...

My understanding is that it is not different.  Both Union and ourselves loan gas out to direct purchase customers and that gas is returned after -- either in the winter period in the case of Union because of a checkpoint balancing, and in our case at the point where the contract terminates -- renews, sorry.

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

MR. SOMMERVILLE:  Thank you.  Mr. Cass?

MR. CASS:  I have just a couple of areas in re-examination, Mr. Chair, thank you.
Re-Examination by Mr. Cass:

MR. CASS:  I am going to ask the panel to think back to the very beginning of cross-examination.  If you recall, I think Mr. Hoaken took you to a reference that had to do with the concept of a single Ontario-wide reference price.

He then had some questions for you about deferral account balances under your existing methodology.

The question I wanted to ask you on this is, everything else being equal, would you consider that a single Ontario-wide reference price would improve or make worse your situation with variances that go into a deferral account?  Or a variance account?

MS. GIRIDHAR:  It is our view that it would make it worse, because not only would you be dealing with the regular sort of things that go into the deferral account which is variances between actual and forecast prices, you will also have a difference that is attributable to your actual procurement practice, versus one that is dictated by that single Ontario reference price.

MR. CASS:  Same sort of question.  Mr. Hoaken then went on and he had some questions to you that had to do with an alternative other than the 12-month forecast that you use at this point in time.  Same question:  Everything else being equal, would you consider that something other than the 12-month forecast would improve or make worse the situation with respect to variances that go into the account?

MS. GIRIDHAR:  It is our view that it would make it worse, because anything other than a 12-month disposition would need to be cleared over volumes that would be reflecting the seasonality of consumption.  So there are essentially two factors that make up the rider.  There is the balance itself, which forms the numerator of the calculation, and then there is the consumption that forms the denominator of that calculation.

In fact, the graph that I alluded to, which was GMG No. 6, does show that, from an accuracy perspective, the monthly and the quarterly mechanisms are less accurate than the annual.


MR. CASS:  Thank you for that.  I had one other area.  This is switching to a completely different area.  This arose during Mr. Mondrow's cross-examination.  He had some questions about cost treatment.  His very last question in this area - not his last question, but his last question on cost treatment - is what I would like some clarification on, if I could get it.


Now, I'm sorry, I don't have a transcript, so I won't get his question exactly the way he asked it, but it had to do with whether Enbridge was looking for any particular treatment or disposition of costs in this proceeding.


What I am wondering whether you could clarify for me is if Enbridge would be thinking that it would go ahead with some these expenditures or any of these expenditures without having any guidance in this proceeding about ultimate recovery or treatment.


MR. CULBERT:  No.  I believe, if my response wasn't clear, that we would be seeking a deferral account in order to progress with the costs required for EnTRAC enhancements or other things that are required for an MRAM or QRAM.  It depends on the Board's decision, but we would be seeking a deferral account before we decided on and started incurring those costs.


MR. CASS:  Thank you, Mr. Chair.


MR. SOMMERVILLE:  Thank you.  The Panel has no questions.  This witness panel is excused.  We will adjourn until 2 o'clock with the second panel from EGDI.  Thank you very much.


--- Luncheon recess taken at 1:02 p.m.

--- On resuming at 2:00 p.m.

MR. SOMMERVILLE:  Thank you.  Please be seated.
ENBRIDGE GAS DISTRIBUTION INC. - PANEL 2


Don Small, Previously Sworn


Malini Giridhar, Previously Affirmed


Anton Kacicnik, Previously Sworn

MR. SOMMERVILLE:  Thank you.  Please be seated.


Mr. Cass.

MR. CASS:  Thank you, sir.  The next witness panel will address load balancing issues.  As the Board can see, Mr. Kacicnik, Ms. Giridhar and Mr. Small have returned.  We have one new witness who will need to be sworn.  He is Mr. Bruce Manwaring, he is manager, contract compliance, direct purchase.

Bruce Manwaring; Sworn

MR. SOMMERVILLE:  Certainly the economy of resources here, Mr. Cass.  We are getting as much out of as many as we can.

MR. CASS:  Yes.

Again, Mr. Chair, I have no examination-in-chief, other than just the questions to have them adopt their evidence.  So I will do that as quickly as I can.

MR. SOMMERVILLE:  Thank you.
Examination by Mr. Cass:

MR. CASS:  Panel, I understand that you are responsible for Enbridge's evidence on the load balancing issues, including answers to interrogatories and that evidence was prepared by you or under your direction and control; is that correct?

MR. KACICNIK:  Yes, that is correct.

MR. CASS:  Is the evidence accurate to the best of your knowledge or belief?

MR. KACICNIK:  Yes, it is.

MR. CASS:  Thank you.  Thank you, sir.

MR. SOMMERVILLE:  Thank you.  Mr. Hoaken, are you going to lead with this panel, as well?

MR. HOAKEN:  I am certainly happy to.  I am going to be brief, but I will, thank you.

MR. SOMMERVILLE:  Thank you.
Cross-Examination by Mr. Hoaken:


MR. HOAKEN:  If I could ask the panel to turn up the Union evidence, please, Exhibit E2, page 41.

Starting at line 25, Union explains some of the factual background that led to it going to three-point balancing.  You see at line 25, it is stated that due to colder than normal winters in 2001 and 2002, and in 2002-2003, they were required to make significant load balancing purchases.

Did Enbridge also have to make load balancing purchases during those winters in order to meet demand?

MS. GIRIDHAR:  We would believe so, yes.

MR. HOAKEN:  And I take it that those additional purchases, then, would have resulted in significant deferral account balances?

MS. GIRIDHAR:  I should mention that, as a matter of course, our plan each year does allow us to purchase some discretionary supplies in the wintertime that are used to balance both our system and direct purchase customers.  So the answer is, yes, we plan for that every year and I have no doubt that if we had significantly colder-than-normal winters, that we would have, in fact, incurred those costs.

MR. HOAKEN:  Right.  And would have had increased balances in the deferral accounts?

MS. GIRIDHAR:  That is correct.

MR. HOAKEN:  Right.  Thank you.  You will see, then, as this passage continues on, it is stated that some of Union's customers questioned why Union continued to purchase gas supplies on behalf -- sorry, on their behalf.

Did Enbridge receive similar enquiries from its customers as a result of these purchases that occurred in those two winters?

MS. GIRIDHAR:  I can't recall that we had any customers ask us that question.  As I mentioned, as a matter of course every year, we do have gas purchases that are intended to load balance, all of our customers, and those dollars would be allocated to both direct purchase and sales customers.

MR. HOAKEN:  Leaving aside, though, whether or not any customers raised those enquiries with you, did members of the market or community raise questions or concerns about that?

MS. GIRIDHAR:  Frankly, I cannot recall that any such questions were raised.  Certainly not to me, in my capacity at that time.

MR. HOAKEN:  All right.  I take it if any of the other panel members have any information, they would share it with us?

If you turn over to page 42, then, there is an explanation of how Union developed partly with the direction of this Board the new checkpoint balancing mechanism, and you will see starting at line 12, it says it was guided by a number of principles.

I take it you would agree with me that these principles would apply equally to Enbridge and its customers.  So for example, Enbridge would agree that any solution to this problem should be based on a fair and equitable treatment of all customers?

MS. GIRIDHAR:  Correct.

MR. HOAKEN:  Any issue with that?

MS. GIRIDHAR:  No.

MR. HOAKEN:  You would agree that this solution should not prevent or cause any undue switching as between service options?

MS. GIRIDHAR:  I would agree.

MR. HOAKEN:  And you would agree that Enbridge should not make gas purchase decisions that impact direct purchase customers' supply costs?

MS. GIRIDHAR:  To the extent that the timing of our purchases for load balancing reasons -- well, direct purchase customers would be affected by any load balancing costs that we incur.  We don't really categorize them as supply costs because the cost of the molecule with direct purchase customers is incurred by that customer or their agent.

To the extent that we purchase gas in the wintertime, presumably at some sort of premium price, what we do is we identify what the molecule cost is, and direct purchase customers don't incur those costs.  What they incur are the costs associated with the timing of the purchase of that molecule, which would typically be some premium and that is actually shared between our system gas customers and our direct purchase customers.  So I don't view that as being a cost for the supply of the molecule.  It is a cost that is based on the timing of the load balancing we do for them.

MR. HOAKEN:  But they are costs that the direct purchase customer incurs in addition to the unit price or cost it has contracted with the marketer for.

MS. GIRIDHAR:  Yes.  And that is by design.

MR. HOAKEN:  Finally, you would agree that any solution should limit the need for retroactive adjustments?

MS. GIRIDHAR:  Retroactive...

MR. HOAKEN:  Pardon me?

MS. GIRIDHAR:  Sorry, could you just repeat?

MR. HOAKEN:  Sure.  Should limit the needs for retroactive adjustments.

MS. GIRIDHAR:  Right.  To the extent they can be minimized, that's correct, yes.

MR. HOAKEN:  Right.  And then if you turn over the page you will see the statement of this Board in its reasons in RP-2003-0063.

It is stated that the proposal -- this is the checkpoint balancing proposal put forward by Union, and approved in that proceeding, the proposal is also consistent with the direct purchase customers acting as managers of their respective gas supply requirements.

You would agree that that is an appropriate goal or outcome?

MS. GIRIDHAR:  Excuse me.

[Witness panel confers]

MS. GIRIDHAR:  I think it is important to note the geographical and operational differences between Union south and ourselves.

As I mentioned earlier, as a matter of course, as part of our planning for the winter, we do plan to purchase gas to meet the demands of both our system gas and direct purchase customers.  So in other words, our reliance on storage provides only a portion of the excess winter demand that needs to be met.

So our -- so in other words, that is one difference, to some extent, from Union south.

The other aspect is that, because there is not simply the return of the molecule, that's load balance, that is an issue here, it is the cost incurred when the molecule was purchased.  We really need to have two mechanisms in place.  One is the BGA management or the return of the molecule.  The other one is an attribution of the costs incurred through the purchase of that molecule at a particular point in time, you know, presumably under peak demand circumstances.

So we have both of those mechanisms in place and we believe that that is a fair and appropriate way to recover costs from our direct purchase customers as well as our system gas customers.  In other words, direct purchase customers return the molecule that is loaned out to them.  In addition, they pick up a portion of the costs we incur because we purchased a molecule at a point where the prices were higher, and then they have just paid the difference or the premium that was incurred at that point.

So we believe our approach is appropriate for the manner in which we procure our gas and load balance our customers.

MR. HOAKEN:  Could you turn to the presentation that was made by Enbridge at the technical conference on the 27th of November to page 8 of that document.

MS. GIRIDHAR:  Yes.

MR. HOAKEN:  Do you have it?  I think I know what this is intended to represent, but could you just for the record tell us what this is?

MS. GIRIDHAR:  Sorry, which page?

MR. HOAKEN:  Sorry, page 8.  It is the chart or graph that says "Banked Asset Account" at the top.

MS. GIRIDHAR:  Could we direct you to the response to VECC No. 6?

MR. HOAKEN:  I was just going to take you there.

MS. GIRIDHAR:  Okay.

MR. HOAKEN:  Actually, just before we look at that, that's why I wanted to just understand what you say this is.

MS. GIRIDHAR:  Okay.  You want to understand?

MR. HOAKEN:  Yes.  So at page 8, this shows a 12-month period starting in October; correct?

MS. GIRIDHAR:  Sorry, that graph was updated later, so we are just wondering which version you have.

MR. HOAKEN:  Oh, okay.  Well, I have the one that is at page 8 of the presentation that was given.

MS. GIRIDHAR:  The original presentation?

MR. HOAKEN:  Yes.

MS. GIRIDHAR:  Okay.

MR. MANWARING:  In the record, we stated that that was an improper graph and that it would be updated at a later point with one that showed proper coordinates on it.

MR. HOAKEN:  Is the updated one the one that you provided in VECC 6?

MR. MANWARING:  I believe it is, yes.

MR. HOAKEN:  Okay, so let me take you to that.

And this starts, then, in November?

MR. MANWARING:  Yes.

MR. HOAKEN:  I take it you would agree with me that the graph would look different if we started it for pools in April, for example?

MR. MANWARING:  The shape would look different.  Eventually, over 12 months, it will always come back to this basic shape.

MR. HOAKEN:  But would an April graph or a graph that started in April not show that deliveries exceeded consumption?

MR. MANWARING:  An April graph would probably be close to deliveries equalling consumption, but you could see from the point on this graph -- yes, that's what I'm saying.

Considering the daily delivery of gas every day of the year, being the flat line there, you can see that in April the upper line crosses over.  So in April the deliveries are going to be approximately equal to what has been delivered to that point, where the consumption --

MR. HOAKEN:  So you're saying that this shows that in April the deliveries and the consumption are approximately equal?

MR. MANWARING:  Approximately.

MR. HOAKEN:  But it's not just in April.  Is it not from April through to November?

MR. MANWARING:  Well, what it shows is that in November, again, referring to the horizontal -- the flat line there, you are making a delivery of gas and very shortly, half way into November, let's say, you have started to consume gas greater -- to a greater degree than what your deliveries had been.  Then the lower line, being the BGA, the banked gas account, reflects the gas that we are, in fact, loaning to the customer, because they have delivered less gas than what they have consumed.

MR. HOAKEN:  Right.  And that curve would look different if this graph went April to April, for example?

MR. MANWARING:  The shape of the graph would start at a different point and end at a different point, but the overall profile between those months would end up showing the same thing; just your beginning and end points would be different.

MR. HOAKEN:  Okay.  But, again, just so I understand the point of this graph, this is showing us that for the months April through November the deliveries exceed consumption?

MR. MANWARING:  From April through November -- forward from April, it would show that the deliveries are exceeding the consumption.

MR. HOAKEN:  All right.  Thank you.

MR. SOMMERVILLE:  Those are your questions, Mr. Hoaken?

MR. HOAKEN:  Yes.

MR. SOMMERVILLE:  Who would like to go next?  Mr. DeRose?
Cross-Examination by Mr. DeRose:

MR. DeROSE:  No one else is jumping forward.

Panel, I have a couple of clarification questions on your MDV re-establishment and your checkpoint BGA balancing functions.

I would like to just start with clarifying the costs associated with both.  Just for your reference, it is Exhibit E1, page 38 of 60.

At paragraph 126, you indicate that the checkpoint BGA balancing function would be approximately 8.5 million.  Sorry, you are still flipping pages.  Are you there?

MR. MANWARING:  I'm sorry, which page was it?

MR. DeROSE:  Page 38 of 60.

MR. MANWARING:  Okay.  Yes.

MR. DeROSE:  So you have the checkpoint BGA balancing function as 8.5 million, and the MDV establishment on a weather-normalized basis is 3.7 million?

MR. MANWARING:  Correct.

MR. DeROSE:  Now, is that 3.7 million part of the 8.5 million or are they two separate triggers?  So, for instance, if the Board were to order you to implement both the checkpoint BGA balancing function and the MDV establishment on a weather-normalized basis, would the total amount be 8.5 million or would it be the 12. --

MR. MANWARING:  It would be the 8.5.  But I should probably qualify that, and, as was stated in the evidence, those are just estimates from Enbridge without detailed study to be able to consider these numbers quotations, or quotable.

MR. DeROSE:  Okay.  So, for instance, if -- I guess just to give you another, looking outward a few years, if you were to implement the weather-normalized MDV establishment this year as you have asked for -- we will just say it really is 3.7 million and your estimate was correct.  If in a year or two, or some point in the near future, you were to move on and decide that you should go to a checkpoint balancing -- sorry, checkpoint BGA balancing function, it wouldn't be 8.5 million.  It would be something less, something in the range of 4 million in today's dollars?

MR. MANWARING:  I would concur with that logic.  What the numbers happen to be -- a piece of the checkpoint balancing would be -- we would consider it to be MDV re-establishment.

MR. DeROSE:  Okay, fair enough.  My other question is this, and I am now switching gears.  If you turn back one page to page 37 of 60, this is under the heading of issue 8.1(b).  You are addressing the costs and benefits to ratepayers.

You address the rationale for maintaining your BGA balances under its current methodology and you refer to this both in paragraph 122 and 123, that there is not an appreciable benefit in one methodology versus the other.

Am I right to assume that the fact that you are proposing the weather-normalized MDV establishment, that you do believe that there is an appreciable benefit?

MR. MANWARING:  Yes.  We believe that there is appreciable benefits for the MDV re-establishment process with the weather-normalization component, but not that there is an appreciable benefit to the checkpoint multi-point balancing.

MR. DeROSE:  Okay.  In terms of the appreciable benefit to ratepayers, can you describe then in a little bit more detail, explain which ratepayers would see that appreciable benefit and how it would manifest itself.

MR. MANWARING:  Of the MDV re-establishment?

MR. DeROSE:  Yes.

MR. MANWARING:  It is our belief that by re-establishing the MDV which is the amount of gas that is delivered every single day, if the composition of the pool, the group of companies that are bringing that gas in -- changes appreciably and a threshold of change of the composition of that pool changes, that if we don't allow it to be reflected in the amount of gas that they deliver every single day, that it will be more inclined to go out of balance.  They will deliver more gas than what they have a chance of using with the new composition of the pool -- or the reverse, where they are not delivering enough gas to satisfy the requirements of the pool.

So by allowing checkpoint or, sorry, by allowing the MDV to be re-established and established better at the outset considering weather-normalized data, it allows the MDV to be more reflective of the actual requirement of the pool.

MR. DeROSE:  Okay.  When you say "new composition" of the pool, can you describe what would the circumstances be that would change the composition of a pool other than on an annual basis?

MR. MANWARING:  Yes.  The change in the pool composition, consider a pool as a grouping of companies under the organization or under the organization of a central party, a broker for example.

Let's say the pool has 100 customers and they deliver a certain volume of gas every single day, each one of those customers has a daily amount that they are accountable for, cumulatively they have a cumulative balance of the same thing.  Just times 100.

If, through market practices, that pool drops to 20 percent, say 20 of those customers leave, and go to another broker, the way the rules are now is that a pool is still required to continue delivering the MDV at the value of the original 100 customer composition.  So at that point, if the threshold is hit, and we would have to determine what the threshold would be, of course, but if that threshold is hit we would then adjust the MDV of the pool that remains to a more appropriate level to reflect the new composition of that pool.

MR. DeROSE:  Could I then assume that, in your scenario, you have -- and I believe you said 20 customers move from one pool to another -- I take it that in the re-establishment process, one pool would be adjusted downwards and the other pool would be adjusted upwards.

So you are kept whole from a system-wide perspective; correct?

MR. SMALL:  Just to add, though.  The example Mr. Manwaring gave was broker to broker, but it also could be customers going from direct purchase to system, or vice versa.

MR. DeROSE:  Okay.  And your MDV re-establishment, you have been discussing pools in a marketer context.  I take it would that also apply equally to large volume direct purchase customers?

MR. MANWARING:  It would in so much as a large volume -- if you are asking if it's just one company with a number of different customer pieces within their own pool, is that what you're...

MR. DeROSE:  Well, I am actually thinking that you would have large volume direct purchase customers who have their own MDV and if they were, for instance, if their consumption needs changed dramatically --

MR. MANWARING:  As stand-alone customers?

MR. DeROSE:  As stand-alone customers, would the weather-normalized, I guess it is really a re-establishment, kick in?

MR. MANWARING:  On a case-by-case basis, with customers, no, it would not.  It only reflects the migration of customers from one broker or one pool to another.

MR. DeROSE:  Okay.

MS. GIRIDHAR:  I should mention that with respect to the large volume customers who make their own arrangements, if they were in that situation and there was a dramatic decline in their use of natural gas, we would allow them to self-suspend.

MR. DeROSE:  Okay.

So if, for instance, a company were to – well, I think you have answered the question.  That is fair enough.  They could self suspend.

Thank you very much.  Those are my questions.

MR. SOMMERVILLE:  Thank you, Mr. DeRose.

Mr. Mondrow?

MR. MONDROW:  Thank you, Mr. Chairman.  I actually have no questions.

MR. SOMMERVILLE:  Mr. Manning?

MR. MANNING:  I have no questions.

MR. SOMMERVILLE:  Mr. Aiken?

MR. AIKEN:  No questions.

MR. SOMMERVILLE:  Thank you, Mr. Buonaguro?

MR. BUONAGURO:  I do have a question.
Cross-Examination by Mr. Buonaguro:

MR. BUONAGURO:  I think partially continuing on with that line of questioning, if you can look at IR 23.5, it's an interrogatory to a VECC -- or an answer to a VECC interrogatory.

I am looking at page 2 of 2, the top paragraph.  In this paragraph -- I will just let you get it.

You are talking about checkpoint balancing and you are explaining in this paragraph why it is that checkpoint balancing doesn't actually help or doesn't minimize or affect your load balancing daily activities.  Could you talk about that a little bit?

MS. GIRIDHAR:  Yes.  I think we need to make a distinction between the utility's load balancing role as system operator on its system, and banked gas management.

So the utility has an obligation to balance supply and demand on behalf of all of its customers, including system gas customers and direct purchase customers.  It does that through a variety of tools which include withdrawal of gas from storage or purchasing more gas on the day, et cetera, these are tools that we use.

The obligations for the customer on the other hand, the direct purchase customers, are limited to managing their banked gas account, essentially ensuring that by the end of the year any gas loaned to them has been returned by them or vice versa, that they've provided too much gas relative to the use, that they find a way of getting rid of that gas.  That is an essential distinction that we need to make between load balancing and banked gas account management.

The response here, with respect to checkpoint balancing -- which is essentially a banked gas management process -- is that there are two reasons why it doesn't work as well for Enbridge as it does for Union south.

The first reason I already alluded to, which is the fact that we don't merely loan them the molecule and expect the return of just the molecule.  In addition, if that gas was purchased in January and is in fact returned in, say, June or July, then we do have the price consequences of purchasing that gas in January that need to be accounted for.  So in other words, just the return of the molecule itself is not enough.  We need to allocate the higher costs associated with the timing of that purchase.

So what this means, then, is that just ensuring that we have the February 28th checkpoint, for instance, where all excess loans to the customer are returned, that will not absolve the large volume customer or the direct purchase, small volume customer, of the obligation to partake of the additional costs that we incurred from buying that gas in January or February.   Of course if we didn't buy any gas and relied solely on storage, then just returning the molecule works.  But in our case, because we have to routinely buy gas as well as withdraw from storage, we have to find a way of making sure that everybody pays for the higher cost of that gas.  So that is point number 1.

The second point is that when you make customers responsible for managing their banked gas account balances at these checkpoints, you also have to give them the tools so that they can do it.  In our case, because we are pipeline-constrained, in the sense that we don't actually have the Dawn hub in our franchise area, we are relying on transportation from Dawn to the franchise, and if we actually had a peak day or a day where we had high requirements of gas, we may not be able to allow a suspension of gas from the customer, for instance, to manage the banked gas account because we physically need the gas to come into the franchise area.

So these are reasons why, you know, we wouldn't be able to offer the tool at all times of the year.  So keeping in mind that our operational characteristics are different from Union, and we don't actually have a hub in our midst, what that means is if you interrupt a suspension and therefore the customer has not made arrangements, and then find you actually need the gas the very next day, then it may not be that easy for the customer to procure the gas that he had suspended in the first place.

If we were in a hub, it would have been an easy matter to just purchase the gas at the hub and deliver it to us at the hub, but that is not acceptable to us, because the gas needs to come into the CDA, which is where our customers are, or for the EDA.

So for both of those reasons, they kind of diminish the benefits of checkpoint balancing for EGD.  Again, keep in mind that a lot of the excess load balancing is really related to weather.  EGD's franchise consists of 90 percent residential customers, and an even higher percentage of heat-sensitive customers, so the drivers are the same for all customers, whether they're system or direct purchase.

So, in that sense, as well, there is, you know, not the diversity that you might have in terms of, say, large industrial customers that are more or less weather sensitive than others.

MR. BUONAGURO:  Thank you.  Now, in this response you go on to talk about MDV re-establishment, and you have been talking with Mr. DeRose about MDV re-establishment.

Does that change what you do on a daily basis with respect to load balancing?

MS. GIRIDHAR:  It might be helpful for me to refer to a graph, page 34 of 60 in our evidence.

So what this graph depicts is -- I would like to point out two lines on this graph.  The first one is the load curve.  That is bell shaped.  That reflects consumption over the year.  Then there is a straight line that is called average annual demand.

Now, this is actually system demand and average deliveries, but you can also use this to depict a direct purchase customer's pool.  So, essentially, the bell curve depicts the demand of the pool, the direct purchase pool, and the average annual demand actually reflects the daily deliveries that is brought in.

Of course, over the course of the year, supply equals demand.  At any particular point, they're either giving us gas that we store or we are loaning them gas from storage.

With MDV re-establishment, what happens is that if there's, in this instance, let's say, a loss of customers in the pool, that bell-shaped curve will shift downwards, because the total demand from that pool is going to be lower.  What MDV re-establishment does is it then allows us to shift the straight line - that's "A" here, or average annual demand - down as well in line, so that at the end of the year, the customer can, again, be in balance between supply and demand.

Currently, because we don't have MDV re-establishment, you could be in a situation where they continue to deliver the same volumes every single day, but yet that bell curve is shifted down, so they're moving towards an excess banked gas position at the end of the year.

MDV re-establishment gives them the ability to manage that supply so that they manage their banked gas balances better.

MR. BUONAGURO:  So from the perspective of the company on a daily basis, assuming that you have implemented this MDV readjustment mechanism, as I understand it, it basically allows you -- first of all, it allows your direct purchase customers to change what they're delivering on their daily requirements.  They're basically changing the daily requirements, which then changes what you are going to have to do going forward for load balancing?

MS. GIRIDHAR:  Well, in this instance both -- well, what we load balance is the difference between that bell curve and that flat line.

So if that bell curve shifts down and the flat line shifts down by the same extent, we are still -- you know, our load balancing is still the same as it was before, and that's what we're trying to do.  But on the other hand, if they were delivering less gas because they added more customers and we don't re-establish the MDV, then we have to do more load balancing.

On the flip side, if they brought in more gas but had lost some customers, we would still have to do some load balancing, but that would be in the form of taking the gas away from the franchise and putting it in storage.

So MDV re-establishment actually enhances or -- you know, relative to the situation we have today, the load balancing that the utility does.

MR. BUONAGURO:  I am understanding you still have to do load balancing on the system as a whole?

MS. GIRIDHAR:  You still have to do load balancing, absolutely no question.

MR. KACICNIK:  If I may add, if everything else is equal, we just help migration of customers from one window to another; there would be no change in the forecast demand curve or deliveries.  Average annual demand and annual demand would be exactly the same, and the amount of load balancing the utility has to provide on a daily basis to match supply and demand would also stay the same.

MR. BUONAGURO:  But to follow that through, what would happen for those two separate customers is that one of them would be adjusted up and one would be adjusted down in terms of their MDVs?

MS. GIRIDHAR:  Yes.  Sorry.  I think we had two analogies from that graph.  The first one is talking about system demand, and the next one, I was talking about using that graph for one individual pool; right?

So with respect to one individual pool, if something changes for that pool and nothing else changes, then, yes, there would be some effect on load bailing.  But to the extent that it is only migration from one pool to another, the net impact on the system would essentially be zero.  I think that is what Mr. Kacicnik is pointing out.

MR. KACICNIK:  Yes.

MR. BUONAGURO:  I am just extending it to say, with the MDV readjustment mechanism, if it is from one pool to another, the MDV would have an effect on what those two direct purchase customers would be doing on a daily basis going forward.  One would have to put in more and one would have to put in less?

MS. GIRIDHAR:  That's correct.

MR. BUONAGURO:  But it doesn't change what the company does in terms of load balancing?

MS. GIRIDHAR:  That is correct.

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

MR. SOMMERVILLE:  Thank you, Mr. Buonaguro.  Ms. Girvan?  Mr. Quinn?
Cross-Examination by Mr. Quinn:

MR. QUINN:  Yes, thank you, sir.

MR. QUINN:  I am going to ask, I guess, the panel a bit of indulgence.  My friends have asked a number of questions along the lines of what I was going to ask, so I will try not to repeat questions that have been asked previously.

But I would like, if you would, to turn up FRPO interrogatories, starting with Interrogatory No. 2.  I will try to go through them in order, and that will help me stay on track and hopefully you have the references in front of you.

Okay.  Sorry, I just want to make sure you had it turned up.

So in FRPO interrogatory schedule 2, I was asking questions along the lines of the criteria used to determine if direct purchase customers have opportunity to suspend.  The answer in A provides, you know, a process-related answer of discussions that are held, but I was looking for some criteria that may be used.

Do you have specific dates that Enbridge uses to establish a certain target for a certain date, and could you provide those for the record?

MS. GIRIDHAR:  Yes.  We do have -- maybe I will just go through this process again, and then just talk about the criteria that we would use.  So, essentially, through the wintertime, we have weekly meetings through a cross-functional team - that would include Mr. Manwaring, myself and Mr. Small and other individuals - where we would look at near-term forecast demand.  We would look at the direct purchase supply coming in.  We would look at our storage inventory position.  And we would make a decision whether we need -- you know, what our load balancing activities will be over the upcoming short term.

At the same time, we would also look at the BGA balances of our customers and make an assessment (a) what is the position here and do these customers need to have some tools to balance their BGAs, look at whether the tools would be suspension or make up; and then also look at our near-term demand projections and say, Okay, can we actually allow a suspension at this point, recognizing it is going to bring less gas into the franchise area, and vice versa?

So that is what this is explaining.  In terms of, Do we have specific criteria?  Yes, we do run a quantitative model that puts in the forecast, the near-term forecast demand.  It also puts in certain targets in terms of our storage inventory position that we need to have.

So you know, we almost have weekly targets beyond a particular date when we suspect that our deliverability will go down, for instance, our storage deliverability.  So that is how it is managed.

MR. QUINN:  I heard the phrase "storage deliverability" as opposed to "storage balance."  Is there a balanced target?  In other words, do you have a March 1st type target and March 31st type target for your storage balance?

MS. GIRIDHAR:  We actually have a target balance that is related to the ratchets we have for deliverability.  So in other words, we have storage that we have at Tecumseh but we also buy storage from other parties and they have particular terms and requirements in terms of deliverability.

So in fact, throughout the winter we would be looking -- there is a point beyond which maximum deliverability is not assured any more to us.  So we would actually have to evaluate storage balances in under each of those contracts, to see what level of contracts will give us the deliverability we need to meet our near term demand projections.  So it is both, essentially.

MR. QUINN:  I hear both.  That has been part of our challenge, and I won't try to get us into common terminology but I think what you're describing here is the deliverability you need to meet a peak day?

MS. GIRIDHAR:  Or winter demand.

MR. QUINN:  Okay.  I want to separate the two.  There is a seasonal function that the distributor has to make sure it has enough gas in storage over the annual cycle versus what you're talking about in terms of deliverability to meet a peak day.

MS. GIRIDHAR:  Well, we certainly need a certain level of deliverability to meet peak day, but we also need a certain level of deliverability to meet needs on every single winter day.  So we actually follow a multi-peak methodology where we have sort of a highest peak day and 18 other multi-peak days that we call it.  So days of high demand that are distributed over the wintertime.

So for example, if you assume our highest demand day is going to be January 15th from a modelling perspective, we would also have some fairly high peaks through the winter, say up till sometime before the end of March.  And then we need to make sure that we have adequate storage balances to have the required deliverability for each of those dates.  So it is it not really a single checkpoint, you know.  We certainly have a target for March 30th or March 1st, but you would also have intervening targets before then to meet those demands.

MR. QUINN:  Okay, thank you.  That's helpful.

I just want to clarify as we move on, the terminology that is being used when you are talking about the distributors' responsibility, you're talking about for both direct purchase and system sales; is that accurate?

MS. GIRIDHAR:  That is correct.

MR. QUINN:  What would you call that, to make sure I'm dealing with the same terminology.

MS. GIRIDHAR:  We’d call that the system operator.

MR. QUINN:  System operator.   Okay.  I will try to refer to that as we go forward.  Thank you.

So in part B of that same interrogatory, Enbridge provided a monthly breakdown of suspension availability which I understand to be – the zeros represent months where there was no suspension room.

MS. GIRIDHAR:  That is correct.

MR. QUINN:  Okay.  Now, what I think -- you have provided the numeric value for each of the months, and this is helpful.

I think it would help my client and I think the process, if we had an understanding of the order of magnitude of what those numbers represent relative to the monthly deliveries for direct purchase customers in those months.  Would anybody on the panel have a round number that we could use as to say what is an average monthly delivery for direct purchase volumes into the respective EDA and CDA so we could say what percentage of the volumes were allowed to be suspended?

[Witness panel confers]

MR. SMALL:  Currently if we were to look at the amount of Ontario direct purchase volumes coming into our franchise area on a daily basis, it's in the neighbourhood of 550,000 to 575,000 gJs a day, which is approximately about a half a Bcf.

What we would be bringing in in total in the franchise area would be close to a Bcf when you factor in what we're buying for system supply.  That is not taking into consideration any incremental supplies we would be buying at Dawn, for example.

MR. QUINN:  Okay.  It may be helpful, and I appreciate that I only asked for a round number and you provided that, but the units in this chart are in what units?

MS. GIRIDHAR:  These are actually, I understand, cubic metres.

MR. QUINN:  You have given an answer, I think that may be helpful.  Would the panel be willing to take this as an undertaking, just to provide seasonally, like for 2005, 2006 what the average amount of monthly deliveries there would be for direct purchase customers so we could make this a percentage?

MS. GIRIDHAR:  Since we lack a calculator here, we will agree to an undertaking.

MR. QUINN:  Mr. Hoaken was pretty good at math, I understand.  he could try.

MR. SOMMERVILLE:  Mr. Quinn, are you looking for just the simple calculation, the translation of the cubic foot measurement or from the BTUs -- what was the -- Bcf to the cubic feet, is that what you want or do you want the actual number?

MR. QUINN:  To be clear, sir, what I am trying to do is to find out what percentage that suspension would reflect in terms of what the monthly deliveries were.

MR. SOMMERVILLE:  You asked for a broad number?

MR. QUINN:  A broad number.  So is it 10 percent of the number or 50 percent of the number.  I don't have a context for what the expected deliveries would be.

MR. SOMMERVILLE:  That's the undertaking.

MS. GIRIDHAR:  Yes, it is.  But I should just qualify as well that I am not entirely sure as to what that percentage will indicate, because at the end of the day, our ability to offer suspension is a function of demand and not necessarily just the flat delivery number.  But we can put the caveats in, into our undertaking.

MR. QUINN:  I respect that.  And to be clear, if that helps you in preparing this, if you want to do it on a 2005, 2006, 2007 basis, you can see the element of variability that is based upon the weather but we still know if it is one percent of total deliveries or 50 percent of total deliveries, without a context for what your total deliveries are for that month.  These numbers are nice but they don't tell you what the percentage was allowed to be suspended in each of the respective months.

MR. SMALL:  As Ms. Giridhar said, we will definitely have to put some qualifiers around the answer, but I just wanted to add the total deliveries coming in on a daily basis under direct purchase or for a month for direct purchase isn't going to necessarily reflect the level of customers that are in an over- or under-delivery situation.

So the level that is available for suspensions or could be suspended could be quite different than the total deliveries, for example.

MS. GIRIDHAR:  That's right.

MR. QUINN:  Yes.  I understand and respect that, thank you.

MS. GIRIDHAR:  So both of those are drivers of what suspensions are available as we mentioned in the response here.  The actual volume of management that needs to happen, and our ability to accommodate it.  So we have put both of those qualifiers into our response.

MR. QUINN:  Thank you.  If it is easy enough to do it as a percentage basis, that is all I am looking for is to get an idea of the percentage.  So thank you.

MR. MUKHERJI:  That will be Undertaking J2.2.
UNDERTAKING NO. J2.2: to provide Average amount of monthly suspensions as a percentage of monthly deliveries provided in response to FRPO No. 2(b)


MR. SOMMERVILLE:  I do want to make sure that whatever qualifiers you think are relevant to that undertaking are on the face of it.

MS. GIRIDHAR:  Yes.

MR. SOMMERVILLE:  Please.  Thank you.

MR. QUINN:  So in section (c) of that same interrogatory, Enbridge has provided the BGA disposition of purchase and sales rates over the periods of time.

Would it be fair to say that the purchase price is at a discount and the sale price is at a premium to the market value of the gas in those respective periods as a general statement?

MR. SMALL:  That's correct.

MR. QUINN:  So as another general statement, would you be able to agree with the fact that it's designed that way to incent direct purchasers to manage themselves?

MS. GIRIDHAR:  That is correct.

MR. SMALL:  That's correct.

MR. QUINN:  And they're managing plus or minus 20 days by the end of the contract?

MS. GIRIDHAR:  Could you repeat that?

MR. QUINN:  They're managing themselves to plus or minus 20 days of MDV by the end of the contract.

MS. GIRIDHAR:  That is correct, although we do allow for a six-month period for disposition.

MR. QUINN:  For anything above -- sorry, go ahead.

MS. GIRIDHAR:  Anything above 20 times would be disposed of at the end of the contract, and then the 20 times, we allow 180 days' period.

MR. QUINN:  So in that context, then, does EGD allow exceptions if a customer's BGA is long and the total system balanced does not call for suspensions at that time?

MR. MANWARING:  Sorry, could you repeat the question?  We have an air conditioner behind us and it is making it a little hard to hear.

MR. QUINN:  In the event you have done your analysis and you are not saying there is any suspension in that month that would reflect a zero as the amount of suspension room available, if a customer came to you demonstrably long with gas, do you still allow exceptions to that; on a customer-by-customer basis, do an analysis for that customer?

MR. MANWARING:  We evaluate all requests that come to us on the merits of each request as a stand-alone -- as a stand-alone situation.

So the rules apply, but if there are extenuating circumstances that we believe prevented the customer that Enbridge had a part in contributing to, we may use that to help the customer out.  But, as a rule, we apply the rules.

MR. QUINN:  Thank you.

MR. MANWARING:  Yes.  I would also like to add that EnTRAC, the system that is used by customers and brokers, is very thorough in providing reporting and alerting to customers of their current status, of their BGA compositions, of volumes that they've got to deal with.

So we expect that customers be on top of that and encourage them to do their BGA management on a regular basis.

MR. QUINN:  Okay.  Now, as I glance down at this, and I am not sure who made the -- maybe it will come out of the next panel.  I was going to start delving into the cost implications of these balancing requirements.  Should I defer that to the next panel at this point?

MS. GIRIDHAR:  Could you state the question and we will see if we can respond?

MR. QUINN:  Okay, fair enough.  I just wanted to ask.  With everybody trying to do their best, you have situations where a customer is long and the gas is purchased from the customer at the discounted price that's on the record here in (c).

I guess what I wanted to ask was the implications of that. In your transcript - I don't think you need to turn it up - in response at the technical conference, you talked about the gas would then be moved to system gas.  So if the gas is purchased from a customer, then the molecule moves to the system gas program; is that accurate?

MR. SMALL:  When we make a purchase with respect to a BGA disposition, it's at 80 percent of the average WACOG price over the term of the contract.  To the extent that we are buying that gas, just like any other purchase we would make, the difference in that price versus our reference price finds its way into the PGVA, and then it would be disposed of when we clear the PGVA balance.

MR. QUINN:  It was helpful in the interrogatory response, I think we got some clarity on that.  The molecule, though, moves to the system gas; is that accurate?  The molecule moves into the system gas pool?

MR. SMALL:  That's fair.

MR. QUINN:  Okay.  The cost consequences, though, is what you moved on to, and that is the PGVA disposition.  I guess that is where my questions are leading me to, and, again, is that for this panel or for the next?

MR. SMALL:  We can certainly try to answer.

MR. QUINN:  If you could walk us through, then, how the cost consequences of the molecule of gas arrives in, notionally purchased at a discount -- how those cost consequences are distributed between the system gas program and the delivery company's obligations for load balancing?

MR. SMALL:  The balance of the PGVA account, what we would do is we would, at the end of the year -- currently, under our current methodology, when we do the one time true-up, what we would do is we would do an analysis of the PGVA balance, and we would try to identify the elements that represent commodity price changes, transportation cost changes or load balancing charges.

Those amounts would be allocated in the same manner that our cost allocation and rate design methodology was set up on.

So if you are looking at the fact that we were able to buy gas at a price that is less than the reference price, that would find its way through the commodity -- more than likely through the commodity element of the variance.

MS. GIRIDHAR:  As a notional credit.

MR. SMALL:  As a notional credit.

MR. QUINN:  A credit to --

MS. GIRIDHAR:  To system gas.

MR. QUINN:  So the system gas program would benefit from the discounted gas purchased?

MR. SMALL:  That's correct.

MS. GIRIDHAR:  Yes.

MR. QUINN:  That wasn't the answer I expected from the reading of your evidence and previous, so I just want to maybe stop on this for a point of clarification.

To the extent that that gas comes into the system gas pool at a discount, would that not notionally be considered a cross-subsidization between direct purchase and system gas?

MS. GIRIDHAR:  Well, the thinking here is -- sorry, just give me a minute.

[Witness panel confers]

MR. SMALL:  What I would like to do is just try to clarify two things.  The reason that we established the 80 percent level was to -- in the attempt to drive out a behaviour that the direct purchase marketer would be proactive in their BGA management.

To the extent that at the end of that contract year and at the end of the 180 days there's still an element of gas still sitting in their BGA account, we would then buy it at the 80 percent.  So it is gas that we otherwise would have had to have bought, had they done their own BGA management throughout the term of the direct purchase agreement.  So that is the one element.

At the end of the day, we're sitting there saying, Okay, here is a delivered supply that we have bought, because it is in the franchise area.  So within the PGVA, there is going to be two elements.  And I may have misspoke myself earlier.

There is going to be an element with respect to the commodity piece and the delivery piece of it.  So you would break out the elements within the PGVA.

So part of the price or part of the variance in the PGVA, some of that would go to commodity.  Some of that would go to load balancing.

MR. QUINN:  How do you determine the ratio of what goes to each?

MR. SMALL:  You would look at what the underlying Empress price is that's embedded in rates and would have been embedded in the reference price.  That is one element.  That's how you make the distinction of how much is related to commodity variances.

MR. QUINN:  So to put numbers to it, if gas is currently trading at $10 and you buy it at $8, at 80 percent -- I know there are some transportation effects you have to move out -- are you saying the system gas pool has just bought $8 gas?

MR. SMALL:  You would have to take into consideration what was the transportation costs embedded in the reference price, as well, because I'm assuming you're saying that $8 price is the landed price that we would be comparing it against.


MR. QUINN:  No, I want to be very simple at this point.  Talk about it as landed price, if that is helpful.  But if the value of gas in your QRAM, your reference price is $10 and you bought it at $8 notionally, net-net of all transportation effects, this system gas pool has just bought discounted gas as far as you are concerned from a financial point of view.

[Witness panel confers]

MR. SOMMERVILLE:  Mr. Quinn, it might be helpful to the witnesses and to the panel if we had an idea as to your basic proposition.  What is it that you are trying to establish?  And if you could give us an indication of that, I think that may be of assistance to the witnesses.

We're biting this apple one small bite at a time.  Let's -- if you could tell us what the apple is, that would help.

MR. QUINN:  Okay, thank you, sir.  You have given me that counsel before, and I will try to be more effective in delivering it.

My proposition is part of this proceeding is to ensure that there is no cross-subsidization between the direct purchase market which is being facilitated and system sales gas.  To the extent that these prices are established at notional discounts or premiums, that is to drive out essentially load balancing behaviour so that the company can rely upon direct purchase marketers to honour their contractual obligations and to stay in balance to the extent that they are allowed to.

However, at the end of the day, with the best of planning the best of forecasting, you are going to be wrong and when you are wrong, and the gas is basically taken away from you at a discount, that is your penalty for not balancing.

However, my proposition would be that would be more adequately or correctly placed into a load balancing variance account so that all customers who are subject to the cost consequences of that account, that difference is going to be shared by all of those customers because it is part of the distributor's responsibility.  To the extent that it goes to a system gas pool --

MR. SOMMERVILLE:  I think we have the general proposition.  That's very helpful.  You can proceed with your cross-examination.

MR. QUINN:  I know the panel was conferring.  Did you have something to add or would you like me to clarify the question again?

[Witness panel confers]

MR. SMALL:  If I can take you back to your analogy where you said that the $10 and $8, if you are suggesting that embedded in our gas supply charge or our gas supply charge was predicated on $10, and forgetting about what we were recovering for transportation all of those elements.  If the commodity portion of the gas that we are now buying because it was 80 percent was $8, then you are correct, the $2 would be allocated as a part of a commodity variance.

There still would be those elements with respect to the transportation and load balancing that we would have to handle, but you have suggested that we don't think about those.  I guess the only -– well, because you just –- sorry, you just wanted me to use the $10 and $8 analogy.

The only other thing I would want to add, I guess, is that we keep coming back to this element of the amount of time that's afforded to the direct purchase customer to provide with that load balancing, and he does have that 180 days beyond the termination date.

So in our mind, there is sufficient time for him to do his load balancing.  And as I said at the beginning, was the intent really is as a -- of the 80 percent on the purchase side or the 120 percent on the sales side, is to drive out that behaviour so that they will load balance.

MS. GIRIDHAR:  I guess if I might just add.  I think you characterized it well, Mr. Quinn.

The issue here is one of incenting appropriate behaviour.  So when you do that, generally penalties don't lend themselves easily to cross-subsidization type of comparisons, because if you set a penalty well, the occurrence would not happen and there would be no revenues that you get from it.

So in this instance, when we have a purchase price that is 80 percent or a sale price that's 120 percent, what we're trying to do is not actually have to go to that extent.  They're just there as incentives for the direct purchase customer to manage their BGA.

And in fact, we do give them almost six months or 180 days, after the end of the contract term, to get rid of that imbalance.  If they choose not to act, then we treat this purely as a purchase of the molecule, and to the extent it is a purchase of the molecule it displaces other purchase of molecule for system gas operators, and therefore that difference goes to the system gas customer.

But again, as I said, I don't view this in the cross- subsidization context at all because, set right, we should not be incurring these penalties and there should be nothing to clear.

MR. QUINN:  Well, I have a growing understanding and aided in that understanding so I am going to work backwards and see if we can get complete clarity, if I may.

The 180 days you're talking about is for cost balances of 20 days or less; is that accurate?

MS. GIRIDHAR:  That is correct.

MR. QUINN:  So if that is -- that's the customer's responsibility to take care of the excess balance over the 180 days?  Given the two rules they have to apply them they take care of it.  But for gas that is over and above the 20 days, so if a customer is 25 days so there is five days of extra gas, as you've said you're trying to incent load balancing behaviour by the customer; is that accurate?

MS. GIRIDHAR:  That is correct.

MR. QUINN:  That's for the purposes of load balancing to minimize the costs and allow for the utility to appropriately risk manage deliveries to their franchise?

MS. GIRIDHAR:  I don't like the term “risk manage” because I think of the risk-management program that we don't have any more.

MR. QUINN:  Okay, sorry.

MS. GIRIDHAR:  To ensure appropriate behaviour and the appropriate load balancing.

MR. QUINN:  For the purposes of load balancing by the distributor?

MR. SMALL:  And just to add, Mr. Manwaring said earlier too that the direct purchase customers do have a number of vehicles at their disposal.  They have the EnTRAC which does provide them where they are and what their position is, so throughout the year they do have available to them where their position is.

MR. QUINN:  With all due respect to the tools, and increasing tools Enbridge is providing the reality is sometimes there's a whoops and somebody is beyond 20 days.  So we have to deal with the cost consequences of those additional days over and above the 20 days.

If the, I guess, benefit is to the load balancing for the utility, would it not be more appropriate that the cost consequences of the discount that is available with that gas should actually go into the load balancing pool of the PGVA versus the commodity pool?

[Witness panel confers}

MS. GIRIDHAR:  So the answer is... sorry.

[Witness panel confers]

MS. GIRIDHAR:  So I would just like to reiterate again that the point we were trying to make sure is to incent customers to manage their BGAs appropriately, banked gas balances.

I think I should say one more thing, which is that in terms of the tools that we have available, we do have -- we do make suspensions available.  We have documented here that there were only a very limited number of months from January 2005 all the way to December 2007 when suspensions were not, in fact, available.

In addition, when we are actually looking in our weekly meetings, we do look at all of the BGA balances that are about to expire or have expired to see what is the suspensions requirement of these customers and can we make that available?

In practice, we have seen a number of times that the suspensions on offer are actually not fully taken up or subscribed to either.  So that gives us the feeling that we do offer more suspensions than perhaps what was taken advantage of.  So when you look at all of the tools we have there and then the behaviour we are trying to incent, we do believe that the methodology we have today is appropriate.

MR. QUINN:  I appreciate your clarification of some the tools that are increasing and I accept that on behalf of my client and the direct purchase industry.  I believe Enbridge is moving in the right direction.  I am going to come back to that in questions about checkpoint balancing but specifically in the cost consequences  of balancing for these customers --

MR. SOMMERVILLE:  Mr. Quinn, we are going to take a break at this stage.  We will reconvene at 3:30.  Thank you.

--- Recess taken at 3:15 p.m.

--- Upon resuming at 3:35 p.m.

MR. SOMMERVILLE:  Thank you.  Please be seated.

MR. SMITH:  Just before we begin - sorry to interrupt - we happen to have someone's gas bill, John Customer's, which we should probably mark as an exhibit.

MR. SOMMERVILLE:  It could be mine, actually.

MR. SMITH:  We should mark that as an exhibit.

MR. MUKHERJI:  That will be K2.2.
Exhibit No. K2.2:  Example of gas bill.

MR. SOMMERVILLE:  Thanks very much.

Thank you, Mr. Smith.

MR. SMITH:  Sorry, just as a final matter, we did give some consideration to the Board's suggestion with respect to argument, and that is bearing in mind your comments with respect to the word "minimum".  That is acceptable to us.

MR. SOMMERVILLE:  You are going to hold me to that.  Mr. Quinn.

MR. QUINN:  Thank you, Mr. Chair.

In trying to be respectful of time, maybe some of these questions may be best answered in undertakings, so I will get directly to the point.

The cost consequences of the PGVA that we were just walking through before the break, my understanding is in the situation where a forced purchase of gas at 80 percent as per your schedule is made, the value of the difference between your reference price and the purchase price is kept in the system gas account; is that accurate?

MR. SMALL:  Without trying to confuse it any more, I just wanted to say that the price that is calculated is based upon the 12-month average price over the term of the contract, and then it is 80 percent of that number.

The possibility exists that that price is -- well, one of two things is going to happen.  That price is either going to be higher than our reference price or lower than our reference price at the time that the purchase is made.  So dependent upon where that price is in relation to our reference price, it is going to dictate not only the amount going into the PGVA account, but how that amount is then cleared.

The reason I say that, if the price is higher than the reference price, you're going to have an element of commodity and an element of load balancing, and load balancing, a component is collected from all customers through our disposition of the PGVA.

MR. QUINN:  So to clarify that, the premiums go to load balancing.  The discounts go to --

MR. SMALL:  There is an element that is for load balancing, and there would be an element for load balancing in that situation.

MR. QUINN:  The discount, if it is a discount, that would remain with the system gas account?

MR. SMALL:  You still follow the commodity and load balancing allocators when you're coming up with what that variance is.  If the price is lower, obviously there's going to be a lot more related to commodity.

MS. GIRIDHAR:  I think I should just -- sorry.

MR. QUINN:  This may help as opposed to carrying on with this line of questioning.  Would you be able to accept an undertaking to look at the last five years, the history you have provided here, and say how many times -- let's put it this way.  How much was allocated to system gas and how much was allocated to load balancing over that period of time?

MR. SMALL:  We can certainly do it.  You would also have to look at the amount of gas that was purchased over that time frame, as well, through the BGA.

MR. QUINN:  If you would add a component to that table that includes volume purchased or sold for a notional sale, then, yes, that is fair.

MR. SMALL:  We can undertake to do that.  For five years may be somewhat difficult, though.

MR. QUINN:  I would accept the last -- I think we started here at -- we started at 2004.  Sorry, started 2005.  So the last three years, I would accept that as responsive, thank you.

MR. MUKHERJI:  J2.3.
Undertaking No. J2.3:  To provide forecasted discretionary purchases for January February and March of the last three years and the actual amounts of discretionary purchases.

MR. QUINN:  Doing the math in my head, 2005 to 2008 is actually four years, inclusive.

MR. SOMMERVILLE:  Again, if there are qualifiers associated with that undertaking, they should appear on the face of the undertaking.

MS. GIRIDHAR:  Yes, thank you.

MR. SMALL:  Thank you.

MR. SOMMERVILLE:  Thank you.

MR. QUINN:  In fairness to everybody, I am going to try to just hit the balancing portion of the next area and leave the cost allocation questions for later.  But in saying that, my understanding is, from the responses that were given previous to the break, there are periodic meetings to look at the total system balance, and there's an assessment of the BGA contracts.  Is that an accurate way of saying it?

MS. GIRIDHAR:  That is correct.  There is an assessment of BGA positions, particular attention to the ones that are in the disposition period or close to termination.

MR. QUINN:  So you have as a resource to you the balances of all of the BGAs in your franchise?

MS. GIRIDHAR:  That's right.

MR. QUINN:  So has Enbridge undertaken an aggregation of all of those balances at any point in time to assess any aspect of cost causality between direct purchase and system gas?

MS. GIRIDHAR:  Could you explain that?  What do you mean?

MR. QUINN:  To the extent that you would deem yourself to be short a certain amount of molecules, you have the system gas forecast and you have the direct purchase forecast in aggregate.

So from that assessment, has Enbridge analyzed in the past what the cost consequences are for each respective pools to say, What are the main drivers of cost here?  Is it the system gas pool or direct purchase pool?

MS. GIRIDHAR:  We do that through the PGVA process every single year.  We looked at the balances in the PGVA, again keeping in mind that BGA imbalances drive load balancing behaviour that has load balancing costs that go into the PGVA, so that is the connection.

So through the PGVA disposition process, we would assess how much of the balance in the PGVA is associated with the purchase of the molecule for system gas customers and how much is associated with the load balancing activity, and then that load balancing cost gets shared by system gas customers and direct purchase customers.

MR. QUINN:  From...

MS. GIRIDHAR:  Do we necessarily link that with the BGA balances?  The answer is no, because when you look at the BGA balances, that is just an aggregation of the molecular impact, if you will.  But what drives load balancing costs is actually when that molecule is purchased and when that demand occurred, so we don't really need to go back and link the BGA balance at a time in time with how the load balancing costs were incurred.

MR. QUINN:  I understand, and that's helpful.  Thank you.  To the extent that you did have two point balancing, Enbridge has stated in its evidence that the additional costs of about 4.7 million -- 4.8 million for checkpoint balancing, in your evidence you said you didn't believe the benefits would be there to warrant the investment of 4.8 million.

What cost analysis has Enbridge done to assess the potential implications of having checkpoint balancing for all of its direct purchase market?

MS. GIRIDHAR:  Well, I think we talked about the reasons here for what we think the lack of benefits are.

First of all, there is the fact that just return of a molecule at a point in time does not absolve a direct purchase customer of the costs that they imposed on the system, because we also need to recognize the fact that gas might have been purchased at a premium, in the wintertime, and those costs need to be allocated back to the direct purchase customers.

So perhaps, without knowing too much about Union south, my understanding is that our reliance on spot purchases in the wintertime may be somewhat higher than Union's, and that there may be a larger reliance on storage in Union's franchise.

The other point we made is that, again, accommodating checkpoint balancing also means making available to them tools to a different extent than they are physically possible, given the location of our franchise.  The fact that pipeline capacity is constrained during peak times, our ability to actually accommodate suspensions and makeups is different, and we do not wish to interrupt suspensions and makeups, because we know that puts our customers in a difficult position.

So we would like to offer them firm suspensions and makeups when they're available.  So that is another nuance which makes the practical aspect of checkpoint balancing a little difficult to accomplish.

So given all of those factors and given, as well, the fact that a lot of the variances that occur in our system would be weather-related, and to the extent that large volume customers are having issues with their production or whatever, we do have a mechanism for self-suspension to address that.  In and of itself, I think in aggregation we have the right tools and the right mechanisms in place today for the sort of drivers we have for load balancing costs.


So when we look at that and when we look at incremental expenditure of $4.7 million, we query as to whether there is really appreciable benefits from doing this.


MR. SMALL:  Just to add by implementing checkpoint balancing does not eliminate your need for the utility to provide load balancing, to go out and acquire load balancing on its own throughout the month of February, for example.

So it wouldn't alleviate the clearance of those costs.

MR. QUINN:  So to that last point, to the extent that you are under a contractual commitment with another provider to -- if a direct purchase customer has to replace part of your shortfall to the month of February would that not reduce the utility's obligation to bring in that extra gas?

MR. SMALL:  We would still be in situations where we would have to go and acquire additional supplies if the demand was such.  But what I was just trying to say is that because a direct purchase customer brought his account into line, or based upon what he was required to bring in at the beginning of the month doesn't preclude us from having to go out and buy additional supplies during the month and incurring load balancing costs --

MR. QUINN:  In the event the system customers were short also.

MR. SMALL:  All customers would have to participate.

MR. QUINN:  All customers would have to participate, but to the extent the direct purchase customers became accountable only to themselves, the incremental molecules you would have to bring in would only be for system sales customers?

MR. SMALL:  Not necessarily.

MR. QUINN:  Let me back up, then, because I think the --

MR. SMALL:  The analogy I would use is, if, for example, at the beginning of the month of February we directed the -- or said to the direct purchase customer, okay, you are obligated over the term of the month to bring in X amount of gas each and every day and he does that.  If during the month we incur a peak day and we have to go out and acquire additional peaking supplies on that day, we're going to acquire that for all customers.  And that cost would have to be recovered from all customers.

MR. QUINN:  I agree with that, and it's a suitably responsible utility behaviour; however, given what we're talking about here, has, very specifically, if you were to put in a February 28th checkpoint and put direct purchase customers in a position to be responsible to balance to themselves, has Enbridge undertaken any analysis to say what the benefits to the load balancing program, what the quantified benefits of the load balancing program could be?

MS. GIRIDHAR:  I think there are obviously a number of scenarios that we could do.

On balance, when we take into fact that we do purchase a significant amount of gas for load balancing purposes in the wintertime, across the entire period, say January, February and March when deliverability is lower, on balance we think there is enough purchasing of gas for load balancing purposes that the checkpoint solution is not an adequate one in and of itself.

Because, again, the return of the molecule by February 28th does not absolve them of having to bear the cost consequences of the load balancing purchases that were made in that month.

If you were purely using storage, it would be a different issue because the gas would be loaned to them over January, say December, January, and it would be returned at the end of February.  In our case, that is not the entire solution.  We also go out and purchase gas on behalf of all of our customers.

So at best it is a partial solution, and we query whether, you know, we could do a lot of analysis, but the reality is, depending on the demand circumstances and the profiles, we could be still buying a lot of gas.

MR. QUINN:  You don't know what part of the solution it would be on a quantified basis?

MS. GIRIDHAR:  Excuse me?

MR. QUINN:  You referred to it as being only part of the solution.

MS. GIRIDHAR:  That is right.

MR. QUINN:  What percentage of the solution would it be?

MS. GIRIDHAR:  Well, it would depend on the specific circumstances in that year and the amount of spot gas that was planned to be required, you know, what demand actually ended up being, what demand ends up being in March after February 30th when in fact a deliverability is lower and we do need some spot purchases.  So there are a number of different drivers there.

And I think you would need something like a fairly sophisticated simulation model to go through all of the scenarios, and we've decided to take the conceptual approach and say, Well, here are all of the reasons why we're different, and on balance we don't believe that it is necessary to expand those dollars.

MR. QUINN:  Well, I guess to get to the point.  What I am trying to understand is what did you rely on in making the decision on behalf of the direct purchase market that is not an appropriate solution, what quantified analysis did you rely on to come to that conclusion.

MS. GIRIDHAR:  The volume of gas purchases we have on a planned basis and also on an unplanned basis in the wintertime that is required to meet the needs of all customers.

MR. QUINN:  Would you able to provide the last three years, just the round number value of the planned purchases and a range of what the unplanned purchases are so we know what 4.7 represents in terms of order of magnitude of cost?

MR. SOMMERVILLE:  So what you are looking for here, Mr. Quinn, is a subtraction that shows the gap between what the company had to go out and purchase and to relate that to the $4.7 million estimate of additional cost?

MR. QUINN:  My proposition, sir, would be that $4.7 million would be an investment to reduce load balancing costs on an ongoing basis going forward.  So if we could quantify what forecasted costs they have and, in situations where they had to provide unplanned purchases, what does that 4.7 look like in personals terms of percentage --

MR. SOMMERVILLE:  Okay.   But the witnesses said because of their pattern of purchasing, the three-point checkpoint balancing system does not eliminate the requirement.

So does that analogy still hold?

MR. QUINN:  Yes, sir, in that it does not completely form the solution, but it would be part of the solution.

So if 4.7 million offsets a $100 million expense on an annual basis, then I would say that maybe it might be in the public interest to invest $4.7 million and defray that expense over a number of years, as a reasonable cost avoidance investment.

MS. GIRIDHAR:  I was wondering where -- which is the cost incurred by the direct purchase customer actually bringing that gas by February 28th, and we would have no way of assessing what that cost is.  So I don't think you can simply look at the utility's side and say, Here's the cost that the utility incurred.


You need to understand, in conjunction with the $4.7 million of IT systems and processes, the onus is also there on the direct purchase customer to bring in a certain amount of gas by February 28th and we would never know what that is.  So I really would question the value of this exercise.

MR. QUINN:  I am looking for just what the distributor's obligations are for load balancing gas.  To the extent that a direct purchase customer would now be accountable, they have to manage their own cost consequences.  But basically what I am hearing is you have made a decision that the benefits aren't sufficient to warrant an investment of $4.7 million and I am trying to get us to some quantifiable terms as to what costs would we be investing in avoiding.

So if you say specifically for Enbridge as the distributor obligations, what are your load balancing costs for a winter and then over the last three years, what is the range of unplanned purchases you have to make, then we can see 4.7 million in context of what the utility costs that are being incurred on a regular basis.

MR. SOMMERVILLE:  Is that an undertaking your client is prepared to make, Mr. Cass?

MR. CASS:  Well, Mr. Chair, I hesitated to speak up only in the thinking that perhaps debating the issue is less effective use of time than allowing it to go on.

However, I must say I don't see how this information is going to be of any help at all to go even in the direction where Mr. Quinn wants to go.  I don't think the answers to his questions have established a basis for him to believe that the information can be used in the way that he thinks it can.

So my concern is not only the use of time to generate some information that's not going to be helpful, I am also concerned about it being misused when it actually is provided because I don't think the evidence supports that he can use it the way he would like to.

MR. SOMMERVILLE:  That is really a matter for argument.  How much effort is involved in producing the information that Mr. Quinn wants?  Can you give me some idea of that?  Mr. Small?

MS. GIRIDHAR:  Excuse me.

[Witness panel confers]

MR. SMALL:  The relatively -- the part that we could do fairly easy is to look back and say:  Here's how much discretionary supplies we are anticipating to buy as part of our budget, and this is what actually we bought in that particular year.


Where the difficulty comes in is if we were allowed to put in a number of qualifiers, we would have to certainly look at the degree days during at that time frame where the -- trying to calculate where BGA balances were at a point in time when we would have advised them to bring in the extra gas, and then isolate how much of that purchases were planned after that time frame.

So there would be a number of qualifiers, and at the end of the day all we would be saying is, Here is how much the incremental cost of the gas was above what our budgeted purchases were to reflect that increase in demand, and, as Ms. Giridhar said earlier, even if we weren't spending that element with respect to direct purchases, they would have to go out and buy that gas themselves under their obligation to bring it in.  So --

MS. GIRIDHAR:  Given all of those caveats, we could produce some numbers, but we would obviously have --

MR. QUINN:  I am not looking for that level of breakdown.  I am looked for aggregated overall, not direct purchases of system gas.  Just give me your planned purchases for the utility that include system gas.

MR. SOMMERVILLE:  So that first cut that you mentioned, Mr. Small, that is what Mr. Quinn is looking for.  We will make that an undertaking.  Again, we do want the qualifications, the qualifiers to the undertaking, to be clear on the face of the undertaking so that we can -- so that there would be no misunderstanding about it.  So we will make that --

MR. MUKHERJI:  J2.4.  Could we have the complete undertaking --

MR. SOMMERVILLE:  Let's have Mr. Small describe the undertaking.

MR. QUINN:  Thank you.

MR. SMALL:  The way I understand the undertaking would be is that we would provide, over the last three years, the forecasted level of discretionary supplies that would have been a part of our budget for the winter period, and then also identify what the actual purchases were over those winter period -- winter period.  I am assuming we would use January, February and March.

And I am...

MR. SOMMERVILLE:  Thank you.
Undertaking No. J2.4:  To provide, for the last three years, the forecasted level of discretionary supplies that would have been a part of the budget for the winter period; identify actual purchases over the winter.

MR. QUINN:  Thank you, sir.  Those are my questions in this section.

MR. SOMMERVILLE:  Thank you, Mr. Quinn.  I think we have gone through everyone except Board counsel.  Board counsel has no questions.

MS. CAMPBELL:  No, thank you.

MR. SOMMERVILLE:  Mr. Cass, redirect?

MR. CASS:  No, sir.  Thank you.

MR. SOMMERVILLE:  The Panel has no questions.  With that, this panel is excused.  Thank you very much.  You have been very helpful.

Perhaps we can make a transition to the next panel, Mr. Cass, and --

MR. CASS:  Yes.

MR. SOMMERVILLE:  We are in a position where we may be able to finish the EGDI witnesses today.  Does anyone have any thoughts on that?  Is that a potential -- if we were to break at -- sort of aim for 5 o'clock, does that seem achievable?  I am not trying to put any pressure on anybody.  I am just -- at some point we will break and have to come back tomorrow, for example, for the last panel, or something of that nature, but I really expect the last panel, if experience is any teacher, is going to be very short.

MR. CASS:  I'm sorry, sir, I can't be very helpful, because I have not canvassed the cross-examiners.  I can say my examination-in-chief will be the same as the first two panels.

MR. SOMMERVILLE:  That is very helpful.

[Laughter]

MR. SOMMERVILLE:  This is not intended in any way to curtail or have anybody rush their examination, but we will shoot for that, and, if we get there, that's fine.  If not, we will reconvene tomorrow morning as scheduled.  Thank you, Mr. Small.  Thank you very much for your assistance.

MR. CASS:  Just to keep moving along, sir, while the witnesses are changing seats, the next panel, of course, will address cost allocation.


Mr. Kacicnik will stay on the panel.  We will have Margarita Suarez-Sharma and Brenda Vari join the panel, the first of whom is manager cost allocation for Enbridge, and Ms. Vari is manager EnTRAC financials.


Ms. Vari is the one who will be sitting furthest away from me.  The new witnesses should come forward and be sworn.
ENBRIDGE GAS DISTRIBUTION INC. - PANEL 3


Anton Kacicnik, Previously Sworn


Margarita Suarez-Sharma, Sworn


Brenda Vari, Sworn
Examination by Mr. Cass:

MR. CASS:  Panel, was Enbridge's evidence on cost allocation matters, including answers to interrogatories, prepared by the members of the panel or under your direction and control?

MR. KACICNIK:  Yes, it was.

MR. CASS:  Is that evidence accurate, to the best of your knowledge or belief?

MR. KACICNIK:  Yes, it is.

MR. CASS:  Thank you.  Thank you, Mr. Chair.

MR. SOMMERVILLE:  Thank you, Mr. Cass.  Mr. Hoaken, I naturally look to you as the opening --

MR. HOAKEN:  Yes.  I am hoping that yet again I can defer, as I did with the Union panel, if I might, and go towards the end ever the batting order.

MR. SOMMERVILLE:  I think you have earned that opportunity.

MR. HOAKEN:  Thank you very much.  Mr. Buonaguro?
Cross-Examination by Mr. Buonaguro:

MR. BUONAGURO:  Thank you.  I will try to ask a question about allocation of transportation costs.

We had some evidence early today about transportation costs.  I think Mr. Mondrow was asking about the peculiarities of how transportation costs make their way into the reference price.

My understanding is that there are several different types of transportation costs that Enbridge incurs in bringing gas to the franchise area; is that correct?

MR. KACICNIK:  No.  There are different types of services we offer to customers.  One is sales service or all-inclusive service, where the utility procures commodity, transportation and load balance to the customer.

The second type of service is western transportation service, where the customers make their own commodity purchase arrangements or do so through a broker.  The utility still transports that gas to our franchise area and load balances on behalf of the customers.

And the third type of service is Ontario transportation service, where customers make their own arrangements for commodity, as well as for the transportation to bring that gas to our franchise area.

We receive the gas at the city gate and we will still load balance on behalf of the customer.

MR. BUONAGURO:  Thank you.  But does that mean for the first two categories of customers, the one who buys commodity and transportation from Enbridge and the one who purchases their own commodity but still relies on transportation, is there only one type of transportation service?  This is just TCPL?

MR. KACICNIK:  There are different transportation paths to bring that supply to our franchise area, but there is only one transportation unit rate.  Both system and direct purchase customers on Western T arrangements, they both pay same unit rate.

MR. BUONAGURO:  Now, is that -- is the reason there is the same unit rate, is that because the different transportation paths generally have the same cost?

MR. KACICNIK:  What's reflected in rates, it is the weighted average cost to transport those supplies to our franchise area, divided by system gas and Western T volumes, gives you the unit rates for that transportation cost.

MR. BUONAGURO:  Does that presume that -- again, for those first two categories of customers who are actually using transportation, that assumes that they all receive a weighted -- they all receive the average -- I don't know how to put this.  All of their gas comes from all of the different places in the same average proportionately?

MR. KACICNIK:  The gas would flow through different transportation arrangements that the company has in place that transports those volumes to our franchise area.

MR. BUONAGURO:  Now, at least in theory, isn't

there -- there could be a situation where system gas customers -- the gas that you purchase for system gas customers uses one transportation path, whereas the gas the second category of customer purchases for themselves and that you transport for them comes from a different path, and, therefore, they would have different, distinct transportation costs attributable to them?

MR. KACICNIK:  No.  This is not how supply plan works.  It is the aggregate.  It is the entire transportation portfolio that's then reflected in the transportation unit rate that is charged to system gas in Western T customers.

MR. BUONAGURO:  I understand that is how it works.  I am just trying to understand whether there may be -- let me just give you a scenario.


If all of the system gas that you purchase on behalf of system gas customers was coming from out west and was using -- it was purely transported using TCPL, for example, and all of the second category customer gas was coming from somewhere else on a different transportation -- on a different transportation path using a different price, then your process combines those two prices and attributes it to everybody, even though you could attribute one path and one cost to one customer, and a different path and different cost to the other group of customers.


MR. KACICNIK:  Yes.  But this doesn't reflect the services, the types of services we provide to our customers.  We provide sales service which is all-inclusive of commodity, transportation, load balancing.  And then western transportation service, where customers purchase their own commodity but we provide the transportation.

Like what you described would be, would be rates that would reflect specific transportation routes.  And this is not the type of service we offer at Enbridge.

MR. BUONAGURO:  Maybe you could explain why -- why you don't offer it that way.  I mean you could imagine a scenario where a system gas that you are purchasing is at the cheapest transportation route, and everybody else is purchasing their own commodity that you have to transport, but the transport path that you are using to get it to them or at least to Ontario for their use would be more expensive.  But yet everybody is paying the same blended transportation cost.

On the face of that, that might not be -- would be considered a fair allocation.  I am wondering why that is not a possible -- why you don't split it out that way.

MR. KACICNIK:  I don't believe we ever had a request from customers to provide a transportation route-specific service.  As I said, we provide system with sales service and Western T service.

MR. BUONAGURO:  Is it the case that the different transportation routes have basically the same costs?

MR. KACICNIK:  Not -- the costs could be somewhat different.  But they are aggregated and all customers are charged the average weighted cost of transportation.

MR. BUONAGURO:  What I am hearing is that that's just not the way Enbridge does it.  I think that is the sum of your evidence on the point.  Is that fair?

MR. KACICNIK:  Perhaps that question would be better asked of the...

MR. BUONAGURO:  Previous panel?

MR. KACICNIK:  The previous panel, because they do the supply plan and everything.

MR. BUONAGURO:  Well, it may be that -- what I am hearing from that is that when you come to allocate costs across those two sets of customers, you are not provided the information that would break or that would attribute certain transportation routes and therefore certain transportation costs to one group of customers based on where the gas comes from versus another.  You don't get that information?

MR. KACICNIK:  Can you repeat that question, please?

MR. BUONAGURO:  When you attribute to the previous panel, it suggests to me when you sit down as the company on behalf of the company, to say, to figure out the transportation costs that's going to be allocated to those two customer groups, you don't get the level of detail that would allow you to attribute certain specific transportation paths to one set of customers versus another.  You don't get that breakdown that will allow you to do that allocation.

MR. KACICNIK:  No.  And I am not certain if they colour-code the molecule, which transportation route the molecule will take to get to our franchise area.  I am not certain if they do that.

MR. BUONAGURO:  Okay.

MR. KACICNIK:  They just have the obligation to bring the supplies to the franchise area.

MR. BUONAGURO:  All right.  Thank you.  Those are my questions.

MR. SOMMERVILLE:  Thank you, Mr. Buonaguro.

Mr. Aiken.

MR. AIKEN:  No questions.

MR. SOMMERVILLE:  Thank you.

MR. DeROSE:  No questions.

MR. SOMMERVILLE:  Thank you.  Mr. Mondrow?

MR. MONDROW:  Thank you, sir.  Very quickly.
Cross-Examination by Mr. Mondrow:


MR. MONDROW:  Mr. Kacicnik, just to pick up on Mr. Buonaguro's questions and clarify for myself.  It is my understanding that for transportation service customers, Enbridge offers two receipt points.  One is at the Alberta border and one is an Ontario-based receipt point; is that correct?

MR. KACICNIK:  Yes, that's correct.  It's the Alberta border for Western T and Ontario for Ontario T-service customers.

MR. MONDROW:  If a customer elects to deliver to the western receipt point, Enbridge then provides the service of transporting that gas from the western receipt point to the Ontario city gate, and charges based on the transportation cost from that western receipt point to the city gate?

MR. KACICNIK:  Yes, that's correct.

MR. MONDROW:  If a customer chooses to deliver to the Ontario receipt point, that customer arranges their own transportation to get the gas to your Ontario receipt point.

MR. KACICNIK:  Yes.

MR. MONDROW:  So I guess Mr. Buonaguro was asking about potentially other receipt points other than the two we've talked about.  Are there other potential receipt points that Enbridge would consider providing a transportation service from?

MR. KACICNIK:  At the present time, customers, I don't believe, are asking for alternative receipt points.  I am not aware of any requests for additional services as compared to what we are already providing.

MR. MONDROW:  Thank you.  Thank you, Mr. Chair.

MR. SOMMERVILLE:  Mr. Manning.
Cross-Examination by Mr. Manning:


MR. MANNING:  I have a couple of questions, Mr. Chair.

A different version of what I think is the same points or area that Mr. Buonaguro is trying to deal with in transportation, but this relates to distribution.

At paragraph 154 -- I don't need to take you to it, I will read it -- actually, it is probably easier to turn to it.  Paragraph 154, on page 46 of 60 of Enbridge's evidence.

The last -- do you have that before you?

MR. KACICNIK:  Yes, we do.

MR. MANNING:  The last sentence of that paragraph:
"With respect to distribution network costs i.e., delivery costs, the allocation of costs is based on drivers such as each customer class's contribution to peak day demand such as mains cost or on the number of customers in each rate class such as billing costs."


I wonder if you could just flesh that out so that I can understand a little bit better how that part of the allocation actually takes place between different customers or customer groups or classes.

MR. KACICNIK:  Yes.  Here it is important to highlight that the allocation of distribution network costs are allocated to all customers.  It doesn't matter if you are a system gas customer or a direct purchase customer.  Everybody shares in those costs.  Based on drivers such as peak day demand, because distribution mains are designed, built and operated to satisfy the peak day demand of our customers and customer care costs are, for example, driven by number of customers.  So we have a few different cost drivers and allocators for those costs.

But there is no distinction, if you are a system gas or a direct purchase customer, you still share equally in those costs.

MR. MANNING:  I understand that.  There is no distinction at that level.  So just delving below that surface into how -- if you could perhaps give me a couple of examples of how then the allocation takes place between different customer groups, according to peak demand and so on and so forth.

MR. KACICNIK:  Well, for example for distribution mains, we know what the costs of distribution mains are.

MR. MANNING:  Yes.

MR. KACICNIK:  From the volumetric forecasts, we know what will be a peak day demand from each customer class.  So then total peak demand.  Then you calculate percent of the total peak day demand, how much will go to Rate 1, how much will go to Rate 6, et cetera.

So if I need to distribute $100 million of distribution mains cost, then I would use that allocator to spread it over the rate classes.

MR. MANNING:  So it is differentiated between rate classes according to a calculation like that?

MR. KACICNIK:  Yes.  It's driven by the peak day demand of each rate class.

MR. MANNING:  And within the rate class, it is not differentiated by where they live or...


MR. KACICNIK:  It's not differentiated where they live, because we use postage stamp principles to design rates, and it is not differentiated whether they're system gas or direct purchase customer.

MR. MANNING:  So taking the postage stamp rate, there's some -- the cost causality role, which you refer to elsewhere in your evidence, doesn't strictly apply to the postage stamp rate because it must cost more to deliver to some ratepayers when they're a class, than to others.  But consistent presumably with the Board's jurisprudence and decision-making, the postage stamp rate applies.  That's how it goes.

MR. KACICNIK:  That's correct.  The rates are designed based on a postage stamp principle and class averages.


MR. MANNING:  Hmm-hmm.  That's all of my questions.  Thank you, sir.

MR. SOMMERVILLE:  Thank you, Mr. Manning.  Mr. Quinn?
Cross-Examination by Mr. Quinn:


MR. QUINN:  Thank you, sir.  Specific to Enbridge's evidence relative to the check point balancing estimate of 8.5 million, I understand from the evidence that 3.7 of that 8.5 is weather-normalization, leaving 4.7 of incremental costs for checkpoint balancing only.  Is that accurate?

MR. KACICNIK:  Yes.  The first number was for MDV establishment, which would also include weather-normalization.

MR. QUINN:  Thank you for the clarification.  At a high level, what components and quantum make up the $4.7 million?

MR. KACICNIK:  I couldn't hear you.  Can you speak up, please?

MR. QUINN:  Sorry.  At a high level, what components contribute to the $4.7 million and at what quantum?

MR. KACICNIK:  I am not certain.  We had people here just moments ago, Bruce Manwaring -- like, his group developed those cost estimates, so I am not sure exactly what components over and above MDV establishment would be in there.

MR. QUINN:  Sorry.  I mean, in trying to cut off what I was asking last time, I maybe should have asked that last panel.  Would Enbridge accept an undertaking just to provide those estimates that were created previously by Mr. Manwaring's group?

MR. KACICNIK:  The estimates, the breakdown of estimates, are provided in interrogatory responses.  So maybe we should go there first before we take any undertakings.

MR. QUINN:  Okay.  Can you direct the reference?

MR. KACICNIK:  The breakdown of the estimate is provided in EGD response to Board Staff Interrogatory No. 9.

MR. QUINN:  I see the breakdown is provided here.  In the interests of time, are the underlying assumptions also included in that breakdown?

MR. KACICNIK:  Yes, there is a description as to what the specific item would include.

MR. QUINN:  Okay.  Relative to my line of questioning last time, I just want to compare that estimate versus the opportunity that may be there and the assumptions that were made.  So that will probably be sufficient for me at this time.

Thank you.

MR. KACICNIK:  You're welcome.

MR. SOMMERVILLE:  Ms. Girvan?

MS. GIRVAN:  No, thank you.

MR. SOMMERVILLE:  Mr. Hoaken?

MR. HOAKEN:  No, I have no questions.

MR. SOMMERVILLE:  Board Staff?

MS. CAMPBELL:  No, thank you.

MR. SOMMERVILLE:  Mr. Cass?

MR. CASS:  No re-examination, sir, thank you.

MR. SOMMERVILLE:  The Panel has no questions.

The panel is excused.  Thank you very much for your assistance, and we will proceed to the next panel.

MR. CASS:  That would be the panel to address billing terminology, sir, and the one new witness will be Anne Creery.

MR. SOMMERVILLE:  Welcome Ms. Creery.

MR. CASS:  Ms. Creery is manager of customer care operations for Enbridge.
ENBRIDGE GAS DISTRIBUTION INC. - PANEL 4
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Examination by Mr. Cass:

MR. CASS:  Panel, can you confirm, please, that all of the evidence on billing terminology matters, including answers to interrogatories, was prepared by you or under your direction and control?

MR. KACICNIK:  Confirmed.

MR. CASS:  Is that evidence accurate, to the best of your knowledge or belief?

MR. KACICNIK:  Yes, it is.

MR. CASS:  Thank you, sir.

MR. SOMMERVILLE:  Thank you.  Mr. Hoaken?
Cross-Examination by Mr. Hoaken:


MR. HOAKEN:  Yes, thank you.  I am going to start, if I may, Ms. Creery, by asking you to turn up Exhibit IR 24.  I was questioning the panel earlier today on this and was told to wait for you.

I'm sorry, IR 24, schedule 1.  This is, as I understand it, the breakdown of costs that the company anticipates would be incurred if it switched to monthly rate-setting; correct?

MS. CREERY:  It's a high level estimate of costs.

MR. HOAKEN:  Right.  If I may just ask you, focussing on the customer care line items on this breakdown, there are a number of assumptions that drive the overall estimate; correct?

MS. CREERY:  Correct.

MR. HOAKEN:  One of those assumptions is that there will be an additional 100,000 calls that are relating to the monthly rate setting; correct?

MS. CREERY:  Correct.

MR. HOAKEN:  Can you tell us right now, how many calls does the call centre get on an annualized basis?

MS. CREERY:  With respect to billing, about a million.

MR. HOAKEN:  All right.  Of those, then, what portion of those have to do with the QRAM process or any of the rate changes that are produced by the QRAM process?

MS. CREERY:  We do not categorize calls to that level of granularity.  We characterize them in broad buckets.

What we generally find is that calls are driven by enquiries about high bills.

MR. HOAKEN:  Right.  So do you find, for example, that you have a higher volume of calls during the winter months when consumption is greater?

MS. CREERY:  We have higher volumes of calls when we have QRAMs where the price has gone up.  We have higher volumes of calls during the winter months when consumption is higher, and particularly in colder winters.  And we also have a spike in calls during the time of budget billing, when the budget billing plan starts in September/October.

MR. HOAKEN:  All right.

So you said that you keep track of the calls in broad buckets.  The categories you just took me through, do those reflect the buckets you use?

MS. CREERY:  We don't keep track of QRAM, per se.

MR. HOAKEN:  I understand.  So how did you or on what basis did you assume that the overall call volume relating to bills would increase by 10 percent if you moved to a monthly rate-setting mechanism?

MS. CREERY:  It is our experience that when prices change, that call volumes are impacted.  And so it is just based on our experience.  It is our expectation that call volumes will increase.

MR. HOAKEN:  All right.  Did you test that assumption or expectation by canvassing any of the other jurisdictions that do use monthly rate-setting to see what had -- what impact, if any, there had been on call volumes?

MS. CREERY:  No, we did not.

MR. HOAKEN:  But you will agree with me that that certainly would be relevant information to know, how call volumes were affected by a move to a monthly rate-setting mechanism?

MS. CREERY:  It would be.  It depends on what the entire environment is for that particular jurisdiction and if it is completely applicable to ours.

MR. HOAKEN:  All right.  Thank you.

Now, as I look at this breakdown - again, I am looking at schedule 1 of IR 24 - you have assumed incremental employee salaries of $100,000.  I think what I was told by the panel earlier today was $100,000 is intended to reflect the aggregate cost of one more FTE.  Is that your understanding?

MS. CREERY:  Correct.

MR. HOAKEN:  So it was your understanding that if there was a move to monthly -- excuse me, monthly rate-setting, that there would be a need for one additional person to deal with customer care issues, if I can put it that way?

MS. CREERY:  Correct.

MR. HOAKEN:  What specifically would this person do?  As I understand it, the customer care function is contracted out or outsourced.  So what specific functions would this additional FTE be performing?

MS. CREERY:  The purpose of this role would really be around coordinating, because it's coordination of the changes to the actual rates within the customer information system.

So it is coordination back into the application support.  It is coordination with all of the customer communication sides and in ensuring that it goes in properly.

MR. HOAKEN:  How many FTEs do you currently have performing a similar role in relation to the QRAM process?

MS. CREERY:  It is a part of a role.

MR. HOAKEN:  What portion?

MS. CREERY:  I couldn't tell you.

MR. HOAKEN:  All right.  So it is the company's expectation that you would need an additional person.  So in addition to this partial role --

MS. CREERY:  That is correct.  Because right now it's four times a year, and it is a part of a role.  And as we increase this then to 12 times -- so that is an incremental eight different occasions -- then it becomes a much more complicated thing to coordinate.


MR. HOAKEN:  Just so I've got it clear in my mind.  The person who is currently performing this role has other duties and responsibilities?


MS. CREERY:  Correct.

MR. HOAKEN:  You are just not in a position to tell us what portion of that person's time is spent on QRAM-related functions?


MS. CREERY:  Correct.


MR. HOAKEN:  All right.  There is an assumption then going with this 100,000 calls that you anticipate will come, is that your estimate will happen on a year-over-year basis or is that a one-time occurrence you are forecasting?


MS. CREERY:  On a year-over-year basis.


MR. HOAKEN:  You have then costed it at $5 a call.  Is that on the basis of the contractual arrangements you have with your outsourcing provider?


MS. CREERY:  Yes, correct.


MR. HOAKEN:  As I understood it, I could be wrong about this, but my understanding was those arrangements called for a flat charge per customer.


MS. CREERY:  That is correct.


MR. HOAKEN:  So this assumes not only that you are going to have 100,000 calls but that you are going to have 100,000 calls from a 100,000 different customers.

MS. CREERY:  I do not understand the question.


MR. HOAKEN:  Well, as I understood the outsourcing arrangement, there is a flat fee per customer.  So if you had -- if you had 20,000 customers who each called five times --

MS. CREERY:  Correct.


MR. HOAKEN:  -- it would simply be the flat fee times 20,000.

MS. CREERY:  Our outsourcing agreement is on a cost-per- customer basis on an all-in.  And that resulted in a certain number of FTE equivalent that is at our outsourcer.


To the extent that we would have incremental calls which would result in incremental resources, then we would have to negotiate a different price for that incremental work.


MR. HOAKEN:  And that would be done not on a per-customer Basis, you're saying, but on a per-call basis?


MS. CREERY:  Correct.  That would be my assumption, yes.


MR. HOAKEN:  And I think I was deferred to you on this, as well.  Carrying down the page then we see line items under the heading of public and government affairs.

MS. CREERY:  Yes.


MR. HOAKEN:  As I understand it, the assumption is that there will be an additional FTE to perform duties and responsibilities related to monthly rate-setting.


MS. CREERY:  Correct.


MR. HOAKEN:  Is there someone who is currently performing such a role in relation to the QRAM process?


MS. CREERY:  Yes, there is.


MR. HOAKEN:  Is that the extent of that person's duties or responsibilities or does he or she do something else?


MS. CREERY:  No, it does not.  And the assumption under this is with moving from four QRAMs to 12, which is an incremental eight, there is much shorter timelines and it requires much more time just to coordinate and ensure that printing is taken care of, press releases are handled, and communications are developed.


MR. HOAKEN:  And are you able to tell us what portion of an FTE is devoted now to these duties and responsibilities in relation to the QRAM process?


MS. CREERY:  No, I cannot.


MR. HOAKEN:  I'm sorry, just before I left customer care I should have asked you.  There is a line item for $240,000 for application support.  What specifically is contemplated under that line item?


MS. CREERY:  That would be the changes to the billing system, where we are now on a quarterly basis put in the rate and we have to go through the testing, that same process would be required an incremental eight times a year.

MR. HOAKEN:  So what formula or calculation led you to the line item of $240,000?


MS. CREERY:  It is a high-level estimate.


MR. HOAKEN:  Right.  But was it based on any assumption of how much the cost was going to be per month?


MS. CREERY:  It was a high-level estimate, based on our understanding of how our new customer information system is going to work.  It is the best information that we had at the time in order to supply something to you.


MR. HOAKEN:  Sure.  I am not disputing that at all.  I am just trying to understand.  I assume you didn't just pull a number out of the air.  Was there some principled basis?  Did you look, for example, at costs you are incurring now and try to extrapolate forward as to what the costs would be if you had monthly rate-setting?


MS. CREERY:  I did not supply that particular number and I don't know the actual assumptions behind it.


MR. HOAKEN:  All right.  Could I ask you to turn to page 55 of your prefiled evidence, please.


In paragraph 193, you have stated that the terminology used on the Union and Enbridge bills is very consistent.


I take it you conducted some analysis and review of the two bills in order to make that statement?


MS. CREERY:  Yes.


MR. HOAKEN:  And in this paragraph, you have cited a number of examples of where the terminology is, in your opinion, is consistent; right?


MS. CREERY:  Correct.


MR. HOAKEN:  So you have used the example of customer charge for Enbridge, and monthly charge for Union; right?


MS. CREERY:  Correct.


MR. HOAKEN:  And I understand that you are characterizing this as consistent but you will agree with me that certainly in the case of the three examples you have used in this paragraph, there are different terms used to describe essentially the same thing?


MS. CREERY:  They're different terms that have the same meaning in my estimation.

MR. HOAKEN:  Have you done any sampling or surveying of customers to see if they have the same perception?  Because ultimately it is their perception that matters; correct?


MS. CREERY:  We tested a number of different terms during our research and this is where we have landed.


MR. HOAKEN:  All right.  Is that research in the record?  I just haven't seen it.


MS. CREERY:  Pardon me?


MR. HOAKEN:  Is that research, is it filed in the record in this proceeding?


MS. CREERY:  No.


MR. HOAKEN:  Just so I understand it.  Is that research, are you telling us that that is research that tested these terms and compared them to one another and measured the understanding of these?


MS. CREERY:  It was research we conducted at the time that we updated the bill in 2008, where we were looking at the layout, the new layout.  So we were looking at the new layout and some of the terminology.


MR. HOAKEN:  But did that that research address these terms that you and I are looking at now that are referenced in paragraph 193 of your evidence?


MS. CREERY:  We tested a number of different things in this research, and it was -- the primary purpose of this research was looking at the layout and the understanding of the terms.


MR. HOAKEN:  I understand that.  But let me just come back to my question.  Did the research specifically address the understanding of consumers of these three terms that you have referenced in paragraph 193.

MS. CREERY:  We asked customers if they understood the terms, yes.

MR. HOAKEN:  And if they understood them to be the same thing?


MS. CREERY:  We did not compare them between Union and Enbridge.

MR. HOAKEN:  I see.  So this research was an analysis of their understanding of the terms that you used, not an analysis of whether they understood your term and Union's term to mean the same thing?


MS. CREERY:  Correct.


MR. HOAKEN:  All right.  And there are a number of other examples that you have not cited in paragraph 193 of where the terminology is different as between Enbridge and Union; correct?


MS. CREERY:  I'm sorry, can you repeat the question?


MR. HOAKEN:  Sure.  Quite apart from the three examples you have cited in paragraph 193 of your evidence, there is a number of other examples where the terms used on the Enbridge bill are different from those used on the Union bill; correct?


MS. CREERY:  There are some terms that are different.

MR. HOAKEN:  Yes.

MS. CREERY:  And it is our position that the terms have the same meaning the same intent and that there is really no difference.


MR. HOAKEN:  Okay.  When you say the same meaning, do you mean that customers would interpret them in precisely the same way?


MS. CREERY:  Yes.


MR. HOAKEN:  So for example, on the Enbridge bill, as I understand it, you used the term “PEF value” and on the -- excuse me, on the Union bill the term “barometric pressure factor” is used; is that correct?


MS. CREERY:  Just a moment, please.


[Witness panel confers]

MS. CREERY:  Sorry, Union's term is “barometric pressure.”  Enbridge's term is “PEF factor” and we define it on the bill.


MR. HOAKEN:  Did the research you were telling me about a second ago, did it evaluate or measure customers’ understanding of that term?


MS. CREERY:  Of PEF value specifically?


MR. HOAKEN:  Yes.


MS. CREERY:  I do not recall specifically on that detail.


MR. HOAKEN:  All right.  And if this Board were to publish an Ontario-wide customer education plan, it would be faced with the difficulty that there would be a difference between the terms used on your bill and the terms used on the Union bill; correct?

MS. CREERY:  It could.  However, it is our position that the terms have the same meaning and the same intent.

MR. HOAKEN:  And so, in your view, it would be acceptable, then, for the Board, in publishing such a program, to use your language instead of the Union language, or vice versa?

MS. CREERY:  We would be happy to use our language.

MR. HOAKEN:  Yes, I am sure that was going to be your answer.

[Laughter]

MR. HOAKEN:  Okay.  How about vice versa?

MS. CREERY:  We think our language is appropriate, as Union feels that their language is appropriate.

MR. HOAKEN:  I see.  So if the Board decided to publish its education plan using Union's language, you would have some difficulty with that?

MS. CREERY:  We would have to make changes.

MR. HOAKEN:  Just turning over the page in your evidence, page 56, paragraph 195, it is stated that there would have to be an ongoing mechanism to coordinate bill messaging between Enbridge and Union.

I think this is in the scenario where there is a harmonization of terms.  Are you able to advise if there is ongoing coordination of bill messaging today; that is, ongoing coordination as between Union and Enbridge?

MS. CREERY:  Not exactly -- not in existence today, no.

MR. HOAKEN:  Is there any consultation at all between the two companies on the contents of the bill or bill terminology?

MS. CREERY:  Not on a formal or regular basis today.

MR. HOAKEN:  Now, if I understand it correctly, Enbridge has a three-page bill; is that correct?

MS. CREERY:  Our bill is two physical pieces of paper that is printed double-sided.

MR. HOAKEN:  Right.  Thank you.  That was my next question.  So you use what I understand is called duplex printing?

MS. CREERY:  Correct.

MR. HOAKEN:  But two actual pieces of paper?

MS. CREERY:  Two physical pieces of paper; correct.

MR. HOAKEN:  Then, as I understand it, your bill envelope also frequently includes inserts?

MS. CREERY:  That is correct.

MR. HOAKEN:  In addition to that, there are a number of vendors that have access to the Enbridge bill and can bill for their goods or services on that bill?

MS. CREERY:  That is correct.

MR. HOAKEN:  And are you able to tell me, the bill that you send out to your customers, your residential customers, is it under the 30-gram threshold?

MS. CREERY:  Enbridge carefully manages the number of inserts and the number of panels in order to be under that 30-gram limit.  However, there are occasions when we do go over, if we have a requirement for an extra insert for a safety or some other reason.

MR. HOAKEN:  But if I understand it correctly, if you had to include a safety insert in the envelope, you then wouldn't have a promotional or commercial insert?

MS. CREERY:  That is correct, yes.

MR. HOAKEN:  All right.

Just one last question.  As I understand it, Enbridge is about to go to a new CIS system; is that correct?

MS. CREERY:  That is correct.

MR. HOAKEN:  This is an SAP system?

MS. CREERY:  That is correct.

MR. HOAKEN:  And the cost of that system, I understand, is in the order of magnitude of $120 million?

MS. CREERY:  That is correct.

MR. HOAKEN:  And part of the business case, I take it, for incurring such a substantial cost was that there would be enhanced flexibility in the issuing of bills; is that fair?

MS. CREERY:  The biggest business case -- part of the business case for replacing the CIS system is that our previous system was an old legacy system consisting of about 33 sub-systems, and it was long past its useful life.

MR. HOAKEN:  There were number -- as I understand it, there were a number of options that were evaluated and considered by Enbridge; correct?

MS. CREERY:  Correct.

MR. HOAKEN:  One of the justifications for spending such a significant amount on the replacement system - I don't quibble with you about the reasons for the need - was that this new system carried with it enhanced flexibility in terms of the billing function; correct?

MS. CREERY:  Yes.

MR. HOAKEN:  And as I understand it, though, notwithstanding that enhanced flexibility that is coming along with this new system, there would still be a significant upfront cost to implementing changes that would be required if you were to go to monthly rate-setting; is that right?

MS. CREERY:  I'm sorry, I didn't hear the end of your question.

MR. HOAKEN:  Sure.  As I understand it, notwithstanding the flexibility that this new system has, there will still be additional upfront costs that are incurred in order to go to monthly rate-setting, if that's what the Board orders?

MS. CREERY:  Yes, because it is not unlimited flexibility.  It provides some flexibility.

MR. HOAKEN:  All right.  Thank you.  Those are my questions.

MR. SOMMERVILLE:  Thank you, Mr. Hoaken.  Mr. Manning?
Cross-Examination by Mr. Manning:

MR. MANNING:  I have a question that was referred to this panel by panel number 1.  It related to the budget billing plan.

I had understood, from the answers to the questions that were given by panel number 1, that the budget billing plan is designed to smooth out volumetric seasonal differences in payments for the benefit of customers to make it a smoother, easier, less alarming process for them.

I was trying to understand how the QRAM system, which adjusts costs along the way and is supposed to smooth out the volatility in the cost of gas, how that interrelates with the budget plan system, where it pokes through into the system, because otherwise you have something that's -- even payments, presumably, and ultimately the volatility in the cost of gas, that bit that wasn't predicted, was presumably caught in the QRAM system, finds its way into the budget plan, and I was understanding, from panel 1, that there are two occasions each year where you might make an adjustment.

So perhaps you could just give me a little more detail on that.

MS. CREERY:  So are you asking me to explain how we administer the budget billing plan?

MR. MANNING:  Only how you reflect -- how you administer the adjustments to reflect changes in the cost of gas.

MS. CREERY:  Well, we have two occasions.  So the budget billing plan is established in September of each year.

MR. MANNING:  Right.

MS. CREERY:  It is based on looking at total annual costs, which is a factor of both consumption and rates.

In January of each year, we have an opportunity to review that plan.  What we do is we look at where people are at, in aggregate, in the total debit and credit balance.

If we find that, based on the fact that it's been colder weather or there's been extreme fluctuations in rates and that it causes more people to be in either a really -- a bad or better position, we will make an adjustment to that plan.

We have the same opportunity, again, in April.  So that the idea is that by the time we get to July/August, that people are essentially even and that we're not going to have any large bills, because if people are in a credit situation, they drop off the plan as soon as they're evened up.

MR. MANNING:  Thank you.  So you have said that you make adjustments, but you were saying that you make adjustments for a basket of different reasons, as I was hearing it.

MS. CREERY:  Because the purpose of the plan is to manage total costs for customers --

MR. MANNING:  Yes.

MS. CREERY:  -- and to spread it out over the total year.

MR. MANNING:  Yes.

MS. CREERY:  So costs are impacted by weather.

MR. MANNING:  Yes.

MS. CREERY:  So if we have an extremely cold weather or if we have extremely warm weather, they're also impacted by rates.  So the goal of the plan is to manage total overall costs.

MR. MANNING:  So let me understand.  Thank you for that.

Let me understand exactly what you do with the rates bit of it.  So when the cost of gas has risen above the forecast and the QRAM has made an adjustment, presumably by the time you get to it, there's probably been two QRAMs already happened.  What is it you're looking at to make your decision?

MS. CREERY:  What we're looking at when we come to January is the total number of people that have credits built up and the number of credits that have been built up versus the total debit.  So it is looking at total dollar value.

So it's not QRAM-related on its own.  It could be that we had a high QRAM, but it was warmer weather.  So it's how much is the total dollar value of the bill.


MR. MANNING:  Okay.  I understand that is how you make the decision in total.  Are you saying there is no analysis – well, I am still not understanding, in that total matrix of things that you look at, exactly what part the rate pays.


So let's say you have people who are in a remarkably good market decision because of changes in demand presumably due to weather reasons or other reasons, but the cost of gas, for some reason, has gone up significantly.


What are the component bits?  How does that work?

MS. CREERY:  What we look at is we get a report of the number of customers that have a credit balance and how many months credit balance.

MR. MANNING:  Yes.

MS. CREERY:  And how many customers have a debit balance.  And we have, based on history, where we think people should be.


MR. MANNING:  Yes.


MS. CREERY:  And if it is not in balance, then what we do is we have our CIS system goes through and recalculates what the new budget level should be in order to come out to the end of the year.


MR. MANNING:  Okay.  So basically you are looking -- you have made an estimate for the budget plan at the beginning of the year, based on likely demand, likely weather patterns from the demand-side.  And you have also presumably relied on the initial forecast in assessing rates.


MS. CREERY:  Right.

MR. MANNING:  When you come to your adjustment time, not only will you look at where people's demand and credit lies, but also what the actual rates underline so see if that forecast on which the budget plan was based was accurate.


MS. CREERY:  Correct.


MR. MANNING:  All of those things are a part of that matrix decision that you make.

MS. CREERY:  To get to July with having people having balanced out so that we don't have any large surprises in July or August where somebody has a bill that they now have to pay.


MR. MANNING:  And July is the end of the budget plan?


MS. CREERY:  Correct.  And August is a pay-as-you-go month.


MR. MANNING:  So, thank you for that.  And that's clear to me.  Thank you.


So just leading on from there.  The volatility of the -- of gas price is still an important factor for customers under the budget billing plan because it will still affect -- if there's great volatility -- it will show in each of these adjustment points during their year or one of the adjustment points during the year.  Is that...

MS. CREERY:  It might.  It is also dependent on weather.


MR. MANNING:  Yes.


MS. CREERY:  And so it is both, because as rates go up, we also see that people start to conserve, and so conservation also plays a part too.


MR. MANNING:  So let's say just for the purpose of my discussion that there wasn't a great movement on the credit side, on the demand-side, that it stayed consistent with the budget plan's estimate.  But for some reason, perhaps unconnected with demand, that prices had gone up very significantly, that would, in your calculation, come through and likely mean an adjustment at that point in the budget plan?


MS. CREERY:  What we do is we look in January, again, to see what the balance is -- for whatever reasons -- and we make the decision about whether we run a review.


MR. MANNING:  Yes.  But I am saying that if on the credit side, all things were equal --

MS. CREERY:  So if they had not built up sufficient credit in order to get them through, then we would make an increase to the --

MR. MANNING:  Thank you, I understand that.


So you were explaining to us that big changes in price mean more calls in a broad way, that's your experience --

MS. CREERY:  Yes.


MR. MANNING:  -- to date.  So if you are forced to make an adjustment which is probably due to volatility in prices, rather than whether people have built up credit, then you are going to get some calls, some complaints from customers?


MS. CREERY:  When bills are higher, yes, we get calls.


MR. MANNING:  Fine.  Those are all of my questions.  Thank you for your clear replies.


MR. SOMMERVILLE:  Thank you, Mr. Manning.

Mr. Mondrow.


MR. MONDROW:  Thank you, Ms. Abbasi, am I pronouncing that properly.

MS. CREERY:  No, Creery.


MR. MONDROW:  Creery, I’m sorry.  Wrong name on this interrogatory response, I apologize.  I should have been listening when you were introduced by Mr. Cass, obviously.

Cross-Examination by Mr. Mondrow:


MR. MONDROW:  I act for the Industrial Gas Users Association, whose constituents obviously are industrial customers.


Would you agree with me that industrial customers generally don't have difficulty understanding the terminology that Enbridge uses in dealing with that group of customers and billing that group of customers?


MS. CREERY:  We do not have any evidence to suggest that industrial customers have any trouble with billing terminology.


MR. MONDROW:  So any change directed by this Board to harmonize billing terminology would likely be of limited if any benefit to industrial customers?


MS. CREERY:  That would be -- I would be in agreement with you on that.


MR. MONDROW:  Okay.  One more question.  If you could open up Exhibit IR 24, schedule 1, Mr. Hoaken was talking to you about this schedule, this interrogatory response.  This is the interrogatory response that sets out the various costs that Enbridge has, I think, at a high level suggested might be entailed if the company were directed to move to monthly price adjustments.


First of all, without getting to the numbers for a moment.  Would you agree with me that in general, the higher the price change from one period to the next, the more calls you are likely to receive in respect to that price change?


MS. CREERY:  That is our experience, yes.


MR. MONDROW:  So if you were to propose -- if you were directed to change gas supply charges monthly and you proposed to also change delivery rates monthly, you would likely get higher -- as an absolute value, higher changes.

MS. CREERY:  That would be our expectation, yes.

MR. MONDROW:  So you would likely get greater calls than if you left your delivery charges quarterly the way you currently have it.

MS. CREERY:  That would be our expectation, yes.


MR. MONDROW:  Would you agree with me that that would likely indicate an escalation in some of these cost categories, that -- that being changing delivery rates monthly as opposed to leaving them quarterly?


MS. CREERY:  It would.  This was a high level estimate because we wanted to provide some direction of where we think things would be.  And it could be more.


MR. MONDROW:  Yes.  I understand.  Thank you, I understand that.


I would suggest that the -- in the area of customer care, for example, if you were to get more calls, those costs would likely, directionally go up?


MS. CREERY:  Correct.


MR. MONDROW:  The same would likely be true, I would suggest, of public and government affairs?


MS. CREERY:  Their costs are not call related.  Their costs are really about developing customer communications and coordinating of all of those customer communications, getting it printed at the printer, those types of things.

MR. MONDROW:  Right.  If you were including in those communications information not only about supply rate changes but delivery rate changes, that would likely increase costs in respect to those activities somewhat.

MS. CREERY:  It would be more detail to be included in those communications.


MR. MONDROW:  Similarly, in respect of regulatory affairs to support these other two groups, customer care and public and government affairs and making sure people understand the nature of the changes and describe them properly, would you agree that that time commitment would increase?


MR. KACICNIK:  Can you ask that question one more time, please?


MR. MONDROW:  Sure.  To the extent that regulatory affairs personnel assigned to deal with rate changes were supporting personnel and customer care, and personnel and public and government affairs to make sure they understand the nature of the rate changes, the details of the rate changes for the purposes of customer communications, I would suggest that the regulatory affairs time commitment would increase if delivery rate changes were more frequent than quarterly.


Would you agree with that?


MR. KACICNIK:  I would agree that they would increase if there was an increase volatility in rates.


MR. MONDROW:  And more frequent rate changes would indicate an increase in volatility in rates, wouldn't it?


MR. KACICNIK:  That's correct.


MR. MONDROW:  Thank you.  Thank you, Mr. Chair.


MR. SOMMERVILLE:  Thank you, Mr. DeRose.


MR. DeROSE:  Thank you, Mr. Chair.  I have no questions for this panel.


MR. SOMMERVILLE:  Mr. Aiken?


MR. AIKEN:  No questions.


MR. SOMMERVILLE:  Mr. Buonaguro?


MR. BUONAGURO:  Yes, thank you, just quickly confirming something I heard earlier.

Cross-Examination by Mr. Buonaguro:

MR. BUONAGURO:  You were asked about bill inserts, I believe, and the fact that you have safety inserts throughout the year and during that time you are not allowed to put in bill inserts from third parties?


MS. CREERY:  Correct.


MR. BUONAGURO:  I think that also applies to rate information inserts?


MS. CREERY:  That's correct.


MR. BUONAGURO:  Which means that if we went to an MRAM, a monthly rate change scheme, and you were continued to be prevented from putting third party bill inserts into your bill at the same time that rate information notices were put in, that would effectively stop your bill insert program?

MS. CREERY:  That would be correct.

MR. BUONAGURO:  With the only solution presumably being a change in the restrictions on bill inserts?

MS. CREERY:  Yes.

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

MR. SOMMERVILLE:  Mr. Quinn?

MR. QUINN:  No questions, sir.

MR. SOMMERVILLE:  Ms. Girvan?

MS. GIRVAN:  No, thank you.

MS. CAMPBELL:  No questions, thank you.

MR. SOMMERVILLE:  Redirect, Mr. Cass?
Re-Examination by Mr. Cass:

MR. CASS:  Just a couple of questions, sir.  Thank you.

Ms. Creery, during his questions, Mr. Hoaken referred to the fact that the Enbridge bill appears on two physical pieces of paper.  In that context, he mentioned that you have vendors with access to your bill.  Do you remember that?

MS. CREERY:  Yes.

MR. CASS:  And that program that allows vendors to have access to your bill, is that Board-approved?

MS. CREERY:  Yes, it is.

MR. CASS:  In that area, is that something where terminology would be common with Union Gas?

MS. CREERY:  It is a program that only Enbridge has.

MR. CASS:  All right.  Thank you.

MR. SOMMERVILLE:  Thank you.  The Panel has no questions.

Unless there are outstanding matters that we need to deal with today, we will adjourn until Thursday, at which time we will take up the evidence in-chief from GMG.

MR. HOAKEN:  Correct.

MR. SOMMERVILLE:  And without further ado, we will adjourn until Thursday.  Thank you.

--- Whereupon the hearing adjourned at 4:57 p.m.
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