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Wednesday, September 5, 2012

--- On commencing at 9:33 a.m.

MS. SEBALJ:  Good morning, everyone.

My name is Kristi Sebalj.  I am legal counsel for the Board, And I am here with the Board Staff team.  Colin Schuch is the case manager, Fiona O'Connell, Vincent Cooney, Spencer Hall behind me and Laurie Klein, who is absent today, but who is part of the team.

We're here for an Enbridge Gas Distribution technical conference, EB-2011-0354.  Enbridge filed an application on January 31, 2012 under section 36 of the OEB Act for an order of the Board approving or fixing rates for the sale, distribution, transmission and storage of natural gas commencing January 1, 2013.

Sorry, the Board assigned file number EB-2011-0354 to the application and issued a notice of application dated March 2nd, 2012.

This technical conference is scheduled for today and tomorrow to clarify any issues that arise out of the interrogatory responses filed by Enbridge.

This conference was ordered by Procedural order No. 2.  Enbridge has provided a list of the seven witness panels it will be providing and the names of the witnesses for each panel.

They have also suggested a tentative schedule over the next two days, and I will let Enbridge speak to that when I am done my comments.

I note that the Board Staff team is going to attempt to assist everyone by pulling up exhibits to which parties refer in their questions onto the screens.  Please be patient with us, as this is a bit of an experimental project, but hopefully it will help everyone in the end because, as we all know, the material in this matter is quite voluminous.

I note that the proceedings today and tomorrow are transcribed.  Please use the mics in front of you and speak clearly and slowly to assist the court reporter.

For those of you who are new to the Board's hearing rooms, your mics are linked.  So if you are at one desk, just be aware that you are not turning off your neighbour's mic as your neighbour attempts to speak.

I also note that, as always, for a technical conference there is no panel here to adjudicate any disputes that may arise, so I would ask that if there is any argument, that it just be put on the record and, if required, it can be referred to a panel for determination.

Are there any preliminary issues or questions or anything that anyone needs to speak to?

So then I would just ask if we could record appearances for the record, please.
Appearances:


MR. CASS:  Fred Cass for Enbridge Gas Distribution, and with me are Norm Ryckman and Robert Bourke.

MR. BRETT:  Tom Brett for the Building Owners and Managers Association.  Thank you.

MR. QUINN:  Dwayne Quinn on behalf of FRPO.

MR. DeROSE:  Vince DeRose on behalf of CME.

DR. HIGGIN:  Roger Higgin here for VECC.

MR. AIKEN:  Randy Aiken for Energy Probe.

MR. WOLNIK:  John Wolnik for APPrO.

MS. SEBALJ:  Sorry, I am having trouble with my own mic.  So unless there is anything else, I will turn it over to you, Mr. Cass, to provide any opening comments.

MR. CASS:  Thanks, Kristi.  I was going to touch on a document that you have actually referred to already.  I take it that everyone has this document.  It is the list that was prepared by Enbridge of all of the witness panels for the next two days.

This list of panels was put together on the basis of the information provided by parties as to the areas that they wish to explore during the technical conference.

There are seven panels, as everyone will have seen.  Obviously it is a bit of a challenge to complete seven panels in two days.  Enbridge has no special insight whatsoever into the amount of time that will be needed for each panel.  In that regard, I wish to emphasize that the target times that are put on here indicate no expectation from Enbridge that it can predict the time of each particular panel.

The target times are simply an indication of roughly where we might need to be or want to be in order to complete in two days.  That is all they are.  It is just a division of the time across seven panels so that we can attempt to track whether we're on schedule or not.

One other thing I would like to say about the panels that everyone will see on this document.  There are seven, of course, and some of them are quite large, but even with that being the case, in some of the areas that are quite broad in terms of subject matter, it is hard to assemble a panel to have witnesses that can address everything, so to speak, this first panel being one example, and there are others.

Based on, again, the indications of areas that people wanted to explore, Enbridge has done its best to put together panels that would be appropriate to handle technical conference-type of questions.

However, these are quite broad subject areas, so you have to bear with us, in that it could potentially be hard for these panels to address all of the details in any particular subject matter.  I would just ask people to bear that in mind in their questions.

And with that, I think that's as much as I had intended to say in opening, and I would suggest that we could proceed with the first panel dealing with capital expenditure and rate base matters.

MS. SEBALJ:  Sorry, I just remembered one other thing.  It is my understanding that Enbridge hasn't provided or isn't providing any written responses to any of the written questions that were provided ahead of time?

MR. CASS:  That's right.  They just simply have not been able to get those completed.

MS. SEBALJ:  Okay.  So as a matter of procedure, then, because there are so few written questions, is it acceptable to Enbridge if we just read our question into the record, and then the panel will make its attempt to answer it?

MR. CASS:  Yes.

MS. SEBALJ:  Just as a warning for everyone, I haven't come to an order of intervenors or Board Staff, in terms of what order we will go in.  I think we will sort of do that on the fly.  Depending on who has the greatest number of questions, they will go first, and then we will probably fall into some form of order as the technical conference progresses.  Thanks.

You can go ahead and introduce your first panel.

MR. CASS:  Yes, I hadn't intended any particular introduction, Kristi.  Everyone has the panel, the names.  I just thought in the interests of proceeding as quickly as possible, that we could just go directly to questions.

MS. SEBALJ:  I think that is fair, unless anyone needs any area of expertise for any particular witnesses.

In terms of the first panel, I was hoping either Mr. Quinn or Mr. DeRose could head it up, but Board Staff doesn't have a significant number of questions for the first panel.  Mr. Quinn, you want to go ahead?
ENBRIDGE GAS DISTRIBUTION – PANEL 1, CAPITAL EXPENDITURE/RATE BASE


John Briggs


Lloyd Chiotti


Kevin Culbert


Sagar Kancharla


Jim Sanders


Mina Torriano

Questions by Mr. Quinn:

MR. QUINN:  Yes.  I am prepared, thank you.

Good morning, panel.  My name is Dwayne Quinn and I represent the Federation of Rental-housing Providers of Ontario.  And I did have opportunity to submit, albeit on the weekend, questions that were follow-ups both to our specific IRs, but also to the general evidence that was submitted previously.

First off, do you have the questions with you that were submitted by FRPO?

Okay.  I will try to work from that sheet, but I have some follow-up questions, depending on the initial response, and hopefully we can have a constructive dialogue.  But to the extent that undertakings would be the best format for provision, if you could indicate that early, and then we can save ourselves the time of trying to get additional detail which would be better in writing.

Sorry, are you having a hard time hearing, Robert?

MR. SANDERS:  Yes.

MR. QUINN:  Sorry.  I am trying to use two mics.  I think Board Staff will be able to pull up, it sounds like, the first evidentiary reference.

It is at the top of our pages in the technical conference question.  It is Exhibit B1, tab 2, schedule 2, and it starts at page 7.  We will be referring to page 7 and 8.

It may help people follow along if you can go to the full screen once you have it up.  I would appreciate you've got it up and it is actually oriented properly.  That's right.  It will give a chance for some of us to be able to read the numbers.

Thank you.  Does the panel have it?  Okay, thank you.

MR. CASS:  Sorry to interrupt, Dwayne.  It just occurred to me, for the record will we mark, Kristi, the list of panels as an exhibit so that we will then have on the record the witnesses and the panels?

MS. SEBALJ:  Yes.

MR. CASS:  Thank you.

MS. SEBALJ:  I am just trying to decide how to mark it.  I will just mark it as K1.1.  This is the Enbridge Gas Distribution Inc. technical conference witness panels.
EXHIBIT NO. K1.1:  LIST OF EDGI TECHNICAL CONFERENCE WITNESS PANELS.

MS. SEBALJ:  Did you want to mark your questions, Dwayne, for the record?

MR. QUINN:  They were submitted and I see they were up on the RESS, but I wasn't sure what the protocol would be, Kristi, so I'm in your hands.

MS. SEBALJ:  Why don't we mark them just so that the
-- presuming you are going to follow in...

MR. QUINN:  Yes.

MS. SEBALJ:  Let's just mark them for reference as K1.2.

So these are the technical conference questions.  Unfortunately they're not labelled as being particularly FRPO's questions, but they are FRPO.  It says "Technical conference questions", and the first reference is Exhibit B1, tab 2, schedule 2, page 7 and 8.
EXHIBIT NO. K1.2:  FRPO TECHNICAL CONFERENCE QUESTIONS.

MR. QUINN:  I think with that as the background, I am going to read the question, if that's all right, Mr. Cass, and then follow up from there.

MR. CASS:  Yes.

MR. QUINN:  In response to FRPO IR No. 1 in this area, Enbridge says that except for number 110, which is allocated, and 107, which has been reassigned to the non-utility option, all of the projects for 2010 through 2013 time period have been charged 100 percent to the utility.

More information is needed to understand whether Enbridge's proposed allocation is appropriate.

So the line numbers are the reference on the far left-hand side of the page, and I think we should be able to see it, or on your paper copy.

The first one we had a question was Tecumseh office facility: "Please explain why this is not a general storage plant."

MR. SANDERS:  Historically, Enbridge storage had charged all of the facilities to storage plant.  So it was just based on past practice.

Going forward, though, we have considered realigning that to -- classifying it as general plant, consistent with the EGD's broad methodology for general plant.

MR. QUINN:  That's encouraging.

How will this consideration be effected?  Will you be producing another table prior to hearing?  Or for the settlement conference?

MR. SANDERS:  I hadn't considered how we would do that at this point.  And we really are still in the process of assessing that for these projects.

MR. QUINN:  Okay.  Well, again, trying to make sure the record is clear in terms of the evidentiary basis for your allocations going forward, I am wondering about the value of going through the remaining 100 through 114 individually.

I guess I would like to get understanding -- and I will maybe keep it at the general level, but to the extent that you would classify these as considering realignment, we would need -- we would like to understand the methodology behind it, and then obviously see the outcome of that methodology.

I am kind of looking to Mr. Ryckman to help me with how he sees that process unfolding so we could be efficient today.

MR. SANDERS:  Just to clarify, Mr. Quinn, though, you're referring to line 100 only.

MR. QUINN:  Okay.  Maybe my presumption is there might be others that will fall into that category.

Leaving it with 100 at this point, what would Enbridge's process look like to give us understanding of any changes in methodology and the resulting outcome in allocation?  What would that process look like at this point?

MR. SANDERS:  We would have to get back to you on that.

MR. QUINN:  Okay.  I am going to move to my -- sorry.

MS. SEBALJ:  Is that sort of just an informal get back to us after the break?  Or is that an undertaking to get back with a more formal answer, or more --


MR. SANDERS:  We would have to take it as an undertaking.

MR. QUINN:  All right.

MS. SEBALJ:  So we will mark it as Undertaking J1.1.  And can you just be clear, Mr. Quinn, about what your expectation is?

MR. QUINN:  I will try, and Enbridge can correct it as necessary, but we were asking specifically to the Tecumseh office facility why it wasn't categorized as general storage plant.  I am hearing from Mr. Sanders that there is some consideration of realignment, and so, you know, obviously by our question, we had some views in this area.

So if Enbridge is updating the views, what is it -- maybe to be concise here, how will the Tecumseh office facility allocations be handled?  What methodology would be used?  And how will the evidence be updated, to the extent that there are any changes?

MS. SEBALJ:  Is that acceptable to Enbridge, in terms of providing an answer?

MR. SANDERS:  Yes.
UNDERTAKING NO. J1.1:  to EXPLAIN HOW TECUMSEH OFFICE FACILITY ALLOCATIONS WILL BE HANDLED; what methodology will be use; HOW THE EVIDENCE BE UPDATED, TO THE EXTENT THAT THERE ARE ANY CHANGES.

MS. SEBALJ:  Thank you.

MR. QUINN:  Thank you.

So with caution moving on to number 104, pipeline integrity program:

"Confirm that no non-utility assets are included in the scope of this project."

MR. SANDERS:  That's correct.

MR. QUINN:  How do you go about separating the assets that are non-utility, to the extent -- first off, Enbridge's facility is an integrated storage facility?

MR. SANDERS:  That's correct.

MR. QUINN:  And there is no pipe painted different colours that says:  This is utility and this is non-utility?

MR. SANDERS:  Since the development of the unregulated non-utility operation, each asset that's been added has been categorized as utility or non-utility since the inception of that line of business.

So we're able to distinguish which asset is which, which is non-utility, which is utility.  And that is the basis for assigning or allocating the capital costs.

MR. QUINN:  Being familiar with the integrity management program, would it be a proper presumption that the assets that are new, that are wholly new, are in no need of assessment for integrity purposes at this time?

MR. SANDERS:  That's correct.

MR. QUINN:  Okay.  Then how do you manage pipe that goes in with any level of distributed allocation?  To the extent that there is a refinement to a storage pool that provides storage and if that has any new valving added to that storage pool that has both utility and non-utility storage attached to it, how are the costs allocated for something like that?

MR. SANDERS:  I'm not sure I understand your question completely, but I will attempt to answer it.

Again, each of the assets that have been added since 2008 for the non-utility operations are distinct and tracked as a separate asset.

So if an asset needs to be modified to allow for integrity management programs -- as you say, it could be an addition of a valve, it could be the addition of a big launch or a receiver -- that cost would be allocated specifically to the asset, whether it is utility or non-utility.

MR. QUINN:  But if you have taken an existing storage pool for -- I don't know your storage pool names as well as some of these Union's, but if you had a pool that had two-BCF capability and you did non-utility investment to make it four-BCF space, you now have common assets that might include some new valving or whatever was done, yet that storage plant is going to go through an integrity management process.

Are they going to stop their assessment at each newly painted piece of pipe?  Or how is that done?

MR. SANDERS:  I believe the answer is yes.  Again, the assets are separate and distinct, so I am trying to understand where you are looking for the blended asset that can't be separated.

MR. QUINN:  Control valves.

MR. SANDERS:  So if the control valve was added under a project for an unregulated storage development, it would be tracked as an unregulated asset.

MR. QUINN:  So to the extent that you have an existing control valve for the pool that had a doubling of capacity, now that control valve provides control for utility and non-utility space.  It is getting assessed because it wasn't a new valve, a new control valve.

How is that cost being allocated, or is any of that cost being allocated to non-utility?

MR. SANDERS:  If the original asset was in existence and provided service for the utility capacity prior to the development of the unregulated storage, it would be allocated back to the utility.

MR. QUINN:  Even though it is now providing pressure control for utility and non-utility space?

MR. SANDERS:  That's correct.

MR. QUINN:  Okay.  Well, that's clarity then.  So you don't anticipate any other reconsiderations of the alignments there?

MR. SANDERS:  No.

MR. QUINN:  Okay.  Thank you.

Number 106, plant layout changes:

"Please explain why this does not involve non-utility plant at Sombra station."

MR. SANDERS:  Okay.  Although the description in line 106, it does include plant layout changes for all of the sites, the majority of that capital was intended for the Tecumseh plant changes.  Although there may be some minor requirements for Sombra or Crowland or other sites, the majority of the work that was planned under that line are associated with the plant layout changes that are required at the Tecumseh plant.

Again, those assets would be -- the majority of those assets would be pre-non-utility development and would have been utility-based assets.

MR. QUINN:  At Tecumseh?

MR. SANDERS:  At Tecumseh.

MR. QUINN:  At Sombra?

MR. SANDERS:  There is a mix.

MR. QUINN:  So how are the costs -- are any of those costs at this time proposed to be allocated to the non-utility?

MR. SANDERS:  I believe there are no costs in that line that were associated with Sombra, even though the description does say Sombra.

MR. QUINN:  So is that going to be corrected in your
-- that first undertaking, or do we take a second undertaking?  If it didn't include Sombra, I am not sure why it would be in the description.

MR. SANDERS:  It is -- that line item is intended to cover a general group of projects.  It would be fairly minor items like fencing, lighting, security cameras, gravel for driveways, that sort of thing.

It is distributed amongst the majority of the assets across the facility.  So it could be any of the plant items.

In 2012 and 2013, the majority of that was intended for the Tecumseh plant, but we can undertake to delineate that further, if you would like.

MR. QUINN:  My concern, to be specific, I understand the costs, by the time you break it down, may be de minimis, but it is the methodology that concerns us.

As I hear with our opening question, there is some continuing consideration of realignment that -- we would like to know where you land so that we know if you have made your case for this being proper allocation for assets moving forward in the years to come.

So if you would want to use that as an example of how your methodology is rigorous enough to not include all non-utility plants, such as Sombra, or if Sombra has made it into the list by error, I think that would be worthy of an undertaking.

MR. SANDERS:  We can do that.  We can take it as an undertaking.

MS. SEBALJ:  So that is undertaking J1.2, I guess first to clarify whether Sombra is actually included in that category and, if it is, to indicate whether there are any methodological or realignment changes that are being made with respect to the inclusion of non-utility assets.
UNDERTAKING NO. J1.2:  TO CONFIRM WHETHER SOMBRA IS INCLUDED IN CATEGORY AND, IF SO, TO INDICATE WHETHER THERE ARE ANY METHODOLOGICAL OR REALIGNMENT CHANGES THAT BEING MADE WITH RESPECT TO INCLUSION OF NON-UTILITY ASSETS.

MR. QUINN:  Thank you.  Line 107, KVT compressor pressure upgrade.  First off, could you just explain at a very high level what that is, and then we will get to my question?

MR. SANDERS:  Certainly.  The KVT compressor upgrade project was intended to increase the maximum operating pressure allowed and the maximum discharge pressure for a group of compressors, three particular compressors, at the Tecumseh compressor plant.

MR. QUINN:  I think you said earlier, but to be specific, the Tecumseh plant is completely utility?

MR. SANDERS:  I would have to check that, but I believe so.

MR. QUINN:  I think it is, I guess, pertinent to what we're saying.

Okay, I will go on with the question, and then we can see if we can get clarity from that.  Please explain why this is a non-utility project and why it was incorrectly allocated to the utility in the application.

MR. SANDERS:  The project was initially identified a number of years ago, and I believe it was actually prior to the NGEIR decision, as a reliability and redundancy project.

So there are only two engines at that particular compressor plant that can provide the maximum discharge pressures required for the operation.

It believed that increasing the maximum discharge pressure for these particular units would provide some additional backup for the two units that provide the higher pressure.

A case was not made to proceed with that for a number of years, and it was identified, I think at the time of the budgeting for this process, as valuable for redundancy.

In reconsidering the development potential for the unregulated storage, it was considered that this would be a project that would provide additional deliverability and, therefore, would be classified as a non-utility project.

MR. QUINN:  So the increase was not space, but clearly deliverability?

MR. SANDERS:  That's correct.

MR. QUINN:  Do you know incrementally approximately how much increase, on a percentage basis, that project afforded?

MR. SANDERS:  Sorry, the -- what would the increase in deliverability be?

MR. QUINN:  Yes, as a result of the project.

MR. SANDERS:  I don't know.

MR. QUINN:  Would it be in your evidence somewhere?

MR. SANDERS:  No, I don't believe so.

MR. QUINN:  Could you undertake just to provide the percentage increase that was afforded by that project?

MR. SANDERS:  I can do that.

MR. QUINN:  Thank you.

MS. SEBALJ:  That is J1.3, which is to provide the increase in deliverability as a result of the KVT compressor pressure upgrade.

MR. QUINN:  On a percentage basis.

MS. SEBALJ:  On a percentage basis.

MR. QUINN:  Thank you.
UNDERTAKING NO. J1.3:  TO PROVIDE THE INCREASE IN DELIVERABILITY AS A RESULT OF THE KVT COMPRESSOR PRESSURE UPGRADE ON A PERCENTAGE BASIS.

MR. QUINN:  Our concern is if it is substantive or minimal.

MR. SANDERS:  Just to be clear, Mr. Quinn, that would be a non-utility project.

MR. QUINN:  Right.  But in the original allocation, you had allocated those costs to the utility, and you have explained the thinking that may have evolved over time, and we're just interested in how these projects are evaluated for the purposes of 2013 rates.

The next one would be line 108, control room equipment changes.  Please explain why this is not general storage plant.  Would that potentially fall under the discussion we had in number 100?

MR. SANDERS:  No, that is not the case.  This would not be general storage plant.

Any of the general storage plant requirements for this project would actually be associated with line 100.  108 was meant to cover the specific costs related to the assets for a control room.  That could be the control panels.  It could be breaker panels, operating equipment specifically tied to the operation of the facility.

MR. QUINN:  This is your general control room for integrated storage operations, or did I miss something?

MR. SANDERS:  This would be related to relocating the control room.

MR. QUINN:  But the control room for the integrated storage operations?

MR. SANDERS:  That's correct.

MR. QUINN:  The same integrated storage operations that provide non-utility storage services?

MR. SANDERS:  That's correct.

MR. QUINN:  And yet none of the costs gets
allocated --


MR. SANDERS:  That's correct.

MR. QUINN:  -- to non-utility?  Okay.  Would that be in your reconsideration at this time, or are you saying no?

MR. SANDERS:  No.

MR. QUINN:  Okay, thank you.

Observation wells on line 109.  Please explain what is meant by "A1 structure".

MR. SANDERS:  I'm not a geologist, but I will do my best.  A1 structures are a geological structure that generally lie above or adjacent to the main pool or reef structures.

They can have porosity and permeability, and they can be in communication with the main storage reef.

MR. QUINN:  So to be clear, is this serviceable storage space or is this a barrier to the storage space?

MR. SANDERS:  I believe generally it is considered to be I will say non-working volume storage, if it is in communication with the main reef or the pool itself.

Quite often they're not.  They may be isolated from the pool and may have no impact on the operations or the storage -- or capacities at all.  But they may be in communication with the main reef.

In that case, if they are in communication, generally I believe they would be considered base gas, not working volume.

MR. QUINN:  What would the purpose be of assessing this A1 structure?

MR. SANDERS:  It could have implication on the inventory, and it could have implication on LUF.

MR. QUINN:  And I will get to LUF later, but I guess I am struggling with if these observation wells are done on pools that are providing both utility and non-utility services.  Maybe that should be my first question.

Is this project on observation wells on wells that are providing both utility and non-utility service?

MR. SANDERS:  Sorry, I am not sure I understand your question.  Are the wells part of the wells that provide service?

MR. QUINN:  Are the observation wells --


MR. SANDERS:  Yes.

MR. QUINN:  -- being located on wells that are providing both utility and non-utility service?

MR. SANDERS:  I'm sorry, do you mean wells on pools providing...

MR. QUINN:  With the observation wells, you're surveying the structure of your storage pools; is that correct?

MR. SANDERS:  That's correct, yes.

MR. QUINN:  So those storage pools that you are observing, are they utility -- are they providing both utility and non-utility service?

MR. SANDERS:  That's correct.

MR. QUINN:  But you are allocating the costs in this case.  Is it 100 percent to the utility?

MR. SANDERS:  That's correct.

MR. QUINN:  Okay.  Well, my partner in crime here has slipped me a note that -- I was going to get to it later, but I'll -- can you tell me, then -- you mentioned what the implications may be on the lost and unaccounted for gas.  Can you explain and list these implications?

MR. SANDERS:  Well, I'm not sure how long the list would be, but the theory is that if the A1 areas were or are in communication with the storage pool, volumes of gas could have been escaping into those A1 areas, and that might account for some of the LUF component.

So the work that is -- the observation wells are intended to verify the existence of the A1, and then to verify whether or not there actually is communication with the main pools.

MR. QUINN:  And you have -- to the extent that you find this A1 communication, are there any refinements or refurbishments you do to reduce the impact of what you have found?

MR. SANDERS:  Is there anything that we could do to change the outcome?  No.

What we would be able to do, then, based on the observation wells and the data from the observation wells, and in conjunction with the data that we would get from our three seismic program and regional geology is to be able to quantify what the implication of the A1 might be.

MR. QUINN:  And that is for the purposes of allocating the lost and unaccounted-for gas?

MR. SANDERS:  That could be one of the purposes, yes.

MR. QUINN:  And there is an allocation that goes to the non-utility?

MR. SANDERS:  Could be.

MR. QUINN:  Well, I guess, so there is potential that these A1 structures could impact the allocation of lost and unaccounted-for gas between the utility and non-utility storage, then?

MR. SANDERS:  That's correct.

MR. QUINN:  But 100 percent of the cost of the assessment is being borne by the utility?

MR. SANDERS:  That's correct.

MR. QUINN:  Okay.  Next number is 111, and it is the bypass of the Sombra station.  And it reads:

"Piping changes to eliminate the need to flow all gas through the Sombra station, even when not compressing gas."

So can you, first, tell me what the benefits of this project are?

MR. SANDERS:  This project really is a fairly straightforward safety, reliability project.

It is to provide the inlet and outlet valving for the station and the bypass, which would be considered standard for most stations.

I'm not sure why this had not been done in the past, but we are just doing this now for the Sombra station.

MR. QUINN:  Is there any - does it increase deliverability?

MR. SANDERS:  No.

MR. QUINN:  And why was this project not related to the previous non-utility projects at Sombra?

MR. SANDERS:  The project did not provide any increase in capacity or deliverability.  And I think at the time of the projects at Sombra, this had not been considered.

MR. QUINN:  Okay.  I don't want to put words in your mouth, Mr. Sanders, but is this moving the valve nest to a position that would be deemed more safe to effect an isolation of Sombra?

MR. SANDERS:  No.  This would be adding the isolation of Sombra.  There is no --


MR. QUINN:  There was no isolation before?

MR. SANDERS:  That's correct.

MR. QUINN:  Okay.  All right.  Well, I can accept that.  Thank you.

Thank you.  If you would look at line 114, and it is 3-D seismic for Dow Moore, Coventry Black Creek, and is required to enhance the gas inventory measurement, involves delineation of four storage pools.

What is meant by "delineation of the four storage pools"?

MR. SANDERS:  The delineation refers to refining the definition of the boundary of the storage pools.

I should add that upon reading that afterwards, "four" refers to the three pools that are listed, with the addition of the Chatham D pool that is not listed.  So that is the fourth pool.

MR. QUINN:  By the end of this proceeding I might get to know your storage pool names, but Coventry, Black Creek and Chatham D, do any of those pools provide non-utility storage services?

MR. SANDERS:  They're all part of the integrated operations and provide services for both utility and non-utility operations.

MR. QUINN:  Okay.  You've got an actual and forecast, but there is no test year budget.

Sorry.  This is for 2011.  Were all of these costs deemed to be utility?

MR. SANDERS:  I believe so, yes.

MR. QUINN:  The last pool I left off intentionally is the Dow Moore pool.

Can you provide just an overview again of what the Dow Moore pool is, and its relationship to Union Gas?

MR. SANDERS:  Dow Moore pool has joint ownership with Union Gas and ourselves.  I believe Union leases a component of that pool from the Aamjiwnaang First Nation, and we provide operating services for that pool.

MR. QUINN:  Okay.  So Union owns the pool.  You own the operations?

MR. SANDERS:  There is a split ownership of the pool.

MR. QUINN:  Okay.

MR. SANDERS:  So I believe we have somewhere in the neighbourhood of 78 percent; Union has somewhere around 22 percent of the pool.

MR. QUINN:  Do you know if 22 percent of the costs that were associated with that project were allocated to Union?  Did Union contribute to capital investment for the Dow Moore pool?

MR. SANDERS:  I believe so, yes.

MR. QUINN:  Are you going to take it, subject to check?

MR. SANDERS:  We can do that, yes.

MR. QUINN:  Okay.  Thank you.

Okay.  Last one in this series was line 115, and it is phase II reservoir simulation.

Can you please describe the project?

MR. SANDERS:  This project is to develop computer simulations of all of the storage pool operations.

These will be finite element analysis, multiphase simulations.  They will provide basically a cross-reference in capacity and deliverability for the pools.

MR. QUINN:  So in some ways is it analogous to a simulation verification?

MR. SANDERS:  Yes.

MR. QUINN:  Maybe I should -- you are determining expected pressures as a result of pool operations?  Would that be a way of saying it?

MR. SANDERS:  I don't believe so.  The simulation would give you the geometry, the volume, the flow characteristics of the pool.

MR. QUINN:  How do you validate your expected deliverabilities?

MR. SANDERS:  Related to the simulations?

MR. QUINN:  Yes.

MR. SANDERS:  Well, they would be validated through the measurement, the measurement equipment we would use.

And literally we could go right down to specific well tests, as well, to determine flows from specific wells.

MR. QUINN:  But this, specific to this issue of a reservoir simulation, the ultimate purpose is to understand the capabilities of your integrated storage pool?

MR. SANDERS:  That's correct.

MR. QUINN:  Okay.  So what are the benefits of doing that?

MR. SANDERS:  It is a cross-reference, again, to the inventory and the volumes, so we would compare that to the measured volumes and the pressure-derived balances of the pools, and we would use it as a cross-reference.

The second benefit for the simulations can also be the placement of replacement wells or new wells.

MR. QUINN:  And the placement of those new wells could increase deliverability?

MR. SANDERS:  Yes, it would.

MR. QUINN:  And where would the incremental deliverability -- who would get the benefit of the incremental deliverability?

MR. SANDERS:  It would be non-utility.

MR. QUINN:  So ultimately this reservoir simulation could contribute to an increase in non-utility deliverability?

MR. SANDERS:  That's correct.

MR. QUINN:  And I'm having to read these small numbers.  I guess it is only 512, but was it 100 percent allocated to the utility?

MR. SANDERS:  For this particular project, in prior years, the non-utility had actually already completed the simulations for the Wilkes Port pool and the mid and south Kimball pools.  So there already is an allocation both between the utility and non-utility for this.

MR. QUINN:  So the 512 would have been somewhat allocated to the non-utility?

MR. SANDERS:  No.  That, I think, was allocated 100 percent to the utility.

I would have to do that subject to check, but I believe it was related to the Dow Moore, Coventry, Black Creek and Chatham D pools.

MR. QUINN:  We're talking about line 115?

MR. SANDERS:  That's correct.

MR. QUINN:  And those pools provide utility and non-utility services, so I guess my specific question is:  Is 512 a number net of investment by the non-utility?

MR. SANDERS:  No.  That is 100 percent utility.

MR. QUINN:  And this one isn't following into that area of consideration of alignment?

MR. SANDERS:  No.

MR. QUINN:  Okay.  Well, thank you for walking through that.  I appreciate there is a fair amount that has happened since your last rebasing, and we want to have a better understanding in the methodology behind your allocation methodology.

I know it has been reviewed, but even after a review, it sounds like there is continued reconsideration.

So I want to move to the specific IR responses that were provided.  The first reference is in Exhibit in I-B6, schedule 8.1.  The reference again is Exhibit I, issue B6, schedule 8.1.

MR. CULBERT:  Schedule 8.1, Dwayne?

MR. QUINN:  Yes.

MR. CULBERT:  Okay, we have it.

MR. QUINN:  In that file, yes, go down to 8.1 three-quarters -- oops.  No, we will have a musical interlude.

[Laughter]

MR. QUINN:  If you could bring that up full screen, this may help in terms of detail.  Thank you.

Oh, sorry, this is B1, 8.1 you have on the screen.  It is issue B6.  Thank you.  Does the panel have it?

MR. CULBERT:  Yes.

MR. QUINN:  It is up on the screen now.  Okay.  So the preamble is:
"More information is needed to understand whether Enbridge's proposed allocation of storage capital expenditures for 2007 through 2010 is appropriate."

And the first item is KVTR lean burn upgrade.  Can you please describe this project and please explain why it is a utility project?

MR. SANDERS:  This project was a continuation of the efforts to reduce the emissions from the existing engines at the Tecumseh plant, the process of changing the mixture of fuel and gas ratios, what the reference to lean burn is and trying to minimize the emissions.

This is to meet MOE compliance on emissions.

MR. QUINN:  Something you said that is likely pertinent is you said "at Tecumseh"?

MR. SANDERS:  This is specific to the Tecumseh compressor plant.

MR. QUINN:  Okay.  And I think you said, subject to check, Tecumseh is 100 percent utility?

MR. SANDERS:  Yes, subject to check.

MR. QUINN:  Okay.  So the next general area is the warehouse construction.  Now, first off, is this the same project discussed in the Black & Veatch review report at page 21?

I don't know that you need to turn that up, but I am trying to make sure we understand this warehouse construction project.

MR. SANDERS:  If my memory is correct, I believe that project in the Black & Veatch report referred to the Sombra warehouse, and this would not be the same project.

MR. QUINN:  So where is this warehouse?  What is the purpose of the warehouse?

MR. SANDERS:  Just for clarity, Mr. Quinn, are you referring to the project in the response (c) of this IR?

MR. QUINN:  Yes.

MR. SANDERS:  The table, the third line down, that project?

MR. QUINN:  Yes.

MR. SANDERS:  Okay.  That warehouse is located at the Tecumseh plant.

MR. QUINN:  What is the purpose?  What does the warehouse house?

MR. SANDERS:  This is our general purpose warehouse, replacement parts, material, consumable materials.

MR. QUINN:  So it provides warehouse services for the entire integrated storage pool?

MR. SANDERS:  That's correct.

MR. QUINN:  And yet it is not treated as storage general plant?

MR. SANDERS:  At that time, no, it was not.

MR. QUINN:  Can you say what is happening at this time?

MR. SANDERS:  Well, again, as we discussed earlier, we are reconsidering how we would handle general plant for the storage operations.

MR. QUINN:  So you would handle that under the undertaking J1.1?

MR. SANDERS:  That's correct.

MR. QUINN:  I will leave it at that.  Thank you.

Okay, the next reference is Exhibit I, issue B6, schedule 8.10.

MR. SANDERS:  Yes.

MR. QUINN:  Okay.  You have it, Mr. Sanders?

MR. SANDERS:  Yes.

MR. QUINN:  Please confirm that the fuel gas quantity allocated to non-utility storage is a pro rata share of total fuel use based on monthly activity.

MR. SANDERS:  I will do my best to answer these, but Mr. Small actually prepared the responses to this IR related to the fuel gas.

MR. QUINN:  Mr. Sanders, I am happy with -- if the body of those questions would be better handled by Mr. Small, then it might be more effective if we speak to him directly.  Are you comfortable with that?

MR. SANDERS:  Yes.

MR. QUINN:  Okay.  Well, sorry, it is just under this issue B6 category, and I hadn't denoted the difference in the witnesses.  So I respect that and I will move on.

The next is a reference -- now we're back into the original evidentiary reference of Exhibit D, D as in "dog", 2, tab 5, schedule 1, and this is the Black & Veatch storage cost allocation study.

When you get it up on the screen --


MR. CHIOTTI:  We've got it.

MR. QUINN:  When it comes up on the screen, if you can go to page 30?  These are general high-level questions.  I am not sure we need the detail, but, Mr. Sanders, as long as you are comfortable, I will proceed.

MR. SANDERS:  Yes, I am okay with that.

MR. QUINN:  Okay.  You are obviously familiar with this study and their recommendations on reporting transparency.  So the specific question is:  How will Enbridge address the Black & Veatch recommendations on reporting transparency?

MR. SANDERS:  Generally, on the recommendations that Black & Veatch prepared specifically related to the O&M reporting, the schedules that were provided in the report, I believe, do a reasonable job in providing the information needed on the O&M.

And to a large extent, I think we are prepared to continue with that level of reporting for the allocation of the O&M costs.

Clearly the Black & Veatch report indicated that the issues around capital can be more complicated, and we need to work to do a better job in reporting on the capital delineations.

We have not completed a review of that, and we have not concluded on the method that we would do that.

But we're in general agreement that additional work is needed to improve the reporting.

MR. QUINN:  I see this as more broad than issue J1.1, because you are dealing with that one item.  This is kind of an overall.

Are you saying that your evidence at this time is what we will be testing?  Or are we anticipating that there is going to be additional evidence provided to speak to how your thoughts are evolving in this area?

MR. SANDERS:  We had not planned on providing additional evidence.  We believe the information that was provided in the Black & Veatch report and the evidence already submitted is sufficient.

Simply stating that the recommendations provided in the Black & Veatch report indicate that some additional work on future projects is needed to improve reporting.

MR. QUINN:  This may partially answer the question, if we ask:  Which of the tables in the Black & Veatch report will be included in future regulatory filings?

MR. SANDERS:  Looking at the schedules that were provided in the Black & Veatch report, the majority of those schedules, I believe, would be provided in future.

The only caveat to that might be the specifics around the direct costs for the unregulated operations.  I don't believe we would be prepared to continue to provide that.

MR. QUINN:  And why would that be?

MR. SANDERS:  I don't know that that would be relevant for the regulated operations, or ratemaking for regulated operations.

MR. QUINN:  Okay.  I am going to try to handle these in order, and first off, you said the majority would be provided.

Would you be able, by way of undertaking, to put on the record which schedules will, in fact, be provided for future regulatory filings?

MR. SANDERS:  Yes, we can.

MR. QUINN:  Okay.  Thank you.

You said it rather quickly, and again, there is a lot of documentation here and I'm not going to ask you to go through it in detail.

But you seem to -- and correct me if I am putting the wrong words in your mouth, but your O&M, you are satisfied with?

MR. SANDERS:  Sorry, satisfied with the reporting provided in the Black & Veatch report?

MR. QUINN:  Yes.

MR. SANDERS:  Yes.

MS. SEBALJ:  Dwayne, can I interrupt and mark the undertaking as J1.4, which is to provide an indication of what schedules to the Black & Veatch report will be provided -- in what form, sorry?  In the cost of service?

MR. QUINN:  We said future regulatory filings.  To the extent they're rate filings, I think that is high-level enough we would not expect QRAM specifically, to the extent that there is not implications to QRAM.

MR. DeROSE:  If the panel is agreeable, if I could add one additional request as part of that undertaking?

That is if you can also identify what schedules you have filed in the past that you no longer intend to file.

So I know it is the flip side of it, but on one hand you are saying:  These are the schedules that we will file.

I would like to know what you have filed in the past that you will no longer be filing.  Thank you.
UNDERTAKING NO. J1.4:  to LIST SCHEDULES TO THE BLACK & VEATCH REPORT THAT WILL BE PROVIDED IN FUTURE REGULATORY FILINGS, AND WHAT PREVIOUS SCHEDULES WILL NO LONGER BE FILED.

MS. SEBALJ:  Thanks.

MR. QUINN:  So we had just started to touch on, again, O&M, and you are satisfied with what you have produced for O&M.

To the extent that you make continued investment in non-utility plant, how would you -- first off, how would you effect any revisions to your O&M allocations?

MR. SANDERS:  To the extent that additional non-utility services or other assets are added, the mechanism in place today would provide an allocation, based on the capacity, activity and deliverability, as it is defined in the Black & Veatch report.

So that percentage presumably would increase with additional non-utility assets, and that allocation would increase.

MR. QUINN:  And how, then, would -- are you going to make available, then, the -- on a regular basis in every one of your rate filings, then, that deals with O&M, the level of non-utility space and deliverability so there is transparency for that?

MR. SANDERS:  I believe that is in the Black & Veatch report, schedule 1.  That information, we would be prepared to file.

MR. QUINN:  This will all be part of your list, so we can cross-reference that?

MR. SANDERS:  Yes.

MR. QUINN:  Thank you.

If I can ask you to turn up Exhibit I, issue B4, and the schedule 8.1?

MR. SANDERS:  We have it.

MR. QUINN:  I am still trying to pull it up on my screen, but I see we have it on our screens here.

The specific question is:  Can you please define "partners" as used in here?

MR. SANDERS:  I'm sorry, the reference to?

MR. QUINN:  Partners.

MR. SANDERS:  Partners?  Where is that?

I'm sorry, Mr. Quinn, I'm not sure where you're referring to in that exhibit.

MR. QUINN:  I'm struggling to pull it up myself, Mr. Sanders.  I will here in a moment.

On page 2 of 2, in the first paragraph, the last sentence.

MR. SANDERS:  I believe that is in reference to -- it could be Union Gas as one of our customers, and I think maybe "partners" was a pretty broad term applying to that.

It could be referring to the upstream and downstream custody transfer points, as well.

MR. QUINN:  And partners in that context would be ex-franchise customers, as opposed to in-franchise customers?

MR. SANDERS:  It could be both.

MR. QUINN:  Well, I guess what we're trying to discern here is the value of this project to your non-utility storage business.  To the extent that we could understand how your partners are that this creates value for, it would be helpful.

Did you want to verify that statement?  Or can you tell me is that basically your non-utility storage business?

MR. SANDERS:  No.  It's not referring to the non-utility storage business, but meant to be a broad statement for all of the parties that would be interested in the inventory of Enbridge storage operations.

MR. QUINN:  But it also speaks to lost and unaccounted-for gas?

MR. SANDERS:  It would.

MR. QUINN:  Which -- and there is an allocation of that to your non-utility storage business?

MR. SANDERS:  There is.

MR. QUINN:  So improvements that result this project would have the potential benefits for the non-utility storage business?

MR. SANDERS:  Yes, it would.

MR. QUINN:  If incremental storage is created as a result of the seismic activity, will it serve in-franchise or ex-franchise customers?

MR. SANDERS:  Sorry, seismic activity?

MR. QUINN:  Sorry.  I --


MR. SANDERS:  I hope there is none.

[Laughter]


MR. QUINN:  Analytical activities.  Sorry, I am reading in two places here.  It says at the top "the 3-D seismic program."  Your response states:

"As stated in B1, tab 5, schedule 1, pages 1 to 4, the purposes and the business cases of investment in storage pool metering replacement and the 3-D seismic program are to improve the ongoing safety and reliability and to increase the company's understanding of its storage reservoirs to better measure and manage storage inventories."

So that is where I think I extracted the seismic, but to the specific question, if incremental storage is created, will it serve in-franchise or ex-franchise customers?

MR. SANDERS:  If there were additional capacities determined from that program, it would be allocated to the non-utility operations.

MR. QUINN:  And yet this program is paid for, 100 percent utility?

MR. SANDERS:  No, it's not 100 percent paid by the utility.

MR. QUINN:  Do you know the allocation methodology that was used for this project?

MR. SANDERS:  At this point, the allocation was just based on the actual projects that were undertaken.  The initial 3-D seismic that was done on the Wilkesport pool was paid for by the non-utility operation.

The remaining 3-D seismic program was paid for by the utility.

MR. QUINN:  And the remaining seismic activity was on multiple pools?

MR. SANDERS:  The balance of the pools, so the ten remaining pools.

MR. QUINN:  So the utility paid for ten, and those ten pools provide both utility and non-utility services?

MR. SANDERS:  They do.

MR. QUINN:  Okay, thank you.  And the remainder of the costs, net of the initial Wilkesport 3-D, the remainder of the cost was allocated to the utility?

MR. SANDERS:  That's correct.

MR. QUINN:  Can you help me with that logic?  What is the methodological approach that would underpin 100 percent utility allocation?

MR. SANDERS:  If you would look at the Black & Veatch report -- I am just going to try and find the table here.  It is schedule 5 in the Black & Veatch report.

MR. QUINN:  Is there a specific reference you want to read into the record, Mr. Sanders, or should we turn it up?

MR. SANDERS:  I'm sorry?

MR. QUINN:  Is there a specific reference you want to read into the record or would you like us to turn it up?

MR. SANDERS:  If you could turn it up, I think that would help answer your question.

MR. QUINN:  I'm sorry, which table were you referring to?

MR. SANDERS:  In the Black & Veatch report, it is schedule 5.

MR. QUINN:  At what page is that?

MR. SANDERS:  There is no page number.  It is past the end of the body of the report.

MR. QUINN:  Okay, yes.  There we go.

MR. SANDERS:  So at the time of the initial development of unregulated storage, the need was identified to reassess the Wilkesport pool for capacity and for well locations, and the decision was taken at that point that 3-D would be helpful for that development, for the Wilkesport pool.

So the costs were allocated 100 percent to the non-utility business as it initiated that work specifically for incremental capacity and deliverability.

So this process, as it is laid out in schedule 5, is the decision tree or logic that we use to assess a capital project, whether it is allocated to utility or non-utility.

MR. QUINN:  Maybe what could help us here -- I appreciate there is a methodological reference which I asked for.  Thank you for turning that up for us.

If we go back to the schedule 8.1 of issue B4, which we were on before?  Thank you.

Could you provide us a -- or is it in the evidence where there is a breakdown of this budget between utility and non-utility where it would demonstrate that that methodology has been followed?

MR. SANDERS:  Just so I understand your question, is there a table in the evidence that shows the breakdown of all of the capital following that logic?  I think the answer to that would be no.

MR. QUINN:  Okay.

MR. SANDERS:  Each project would simply be listed as the outcome:  Is it utility or non-utility?

MR. QUINN:  A microcosm of that, the storage pool, metering replacement and this 3-D seismic program which were the -- which was our area of interest in this interrogatory, would you be able to then, maybe by way of undertaking, show how that logic was followed, and the rationale behind it and what the resulting allocations were, because you did reference an initial study paid for by the non-utility, but, as I understand your answer that you gave me, the 3-D on Wilkesport was done by the non-utility, but the remaining was paid for by the utility?

MR. SANDERS:  That's correct.

MR. QUINN:  Could you use that same model and just show us how the costs -- how the program follow that model, the model in schedule 5 that you turned up?

MR. SANDERS:  Yes, we could undertake to do that.

MR. QUINN:  Okay, that would be helpful, thank you.

MR. SANDERS:  My hesitation, Mr. Quinn, is I believe in the evidence or one of the IRs already we provided the breakout for the metering project, and I just can't recall the particular IR at the moment.

MR. QUINN:  It may not have included the seismic, Mr. Sanders.

MR. SANDERS:  It did not include the seismic.  It was specifically the metering.

MR. QUINN:  We are looking for this all under the category of unaccounted-for gas.  So if you follow that methodology, you can provide us a rationale and hopefully it will be helpful in determining the rigorous methodology you have used.

MS. SEBALJ:  So I am marking an undertaking as J1.5, which is to do a breakdown of the capital budget between utility and non-utility for the metering replacement in the 3-D seismic, and that is referenced in Exhibit I-B4-8.1 using the Black & Veatch schedule 5 methodology.

But my question to Enbridge is whether -- because you countered with respect to there being already on the record the metering replacement.  So, Mr. Quinn, you want the metering replacement and the 3-D seismic; is that acceptable?

MR. SANDERS:  That is acceptable.

MS. SEBALJ:  Okay, thank you.
UNDERTAKING NO. J1.5:  TO PROVIDE BREAKDOWN OF CAPITAL BUDGET BETWEEN UTILITY AND NON-UTILITY FOR THE METERING REPLACEMENT IN THE 3-D SEISMIC REFERENCED IN EXHIBIT I-B4-8.1 USING THE BLACK & VEATCH SCHEDULE 5 METHODOLOGY.

MR. QUINN:  That was well read, because I couldn't have come up with that concisely.

I understand you have a broad panel, and I think I have gone through my questions; as you could hear, mostly storage related.  Thank you, Mr. Sanders, for your answers.

If I may, I will turn it over to Vince.  I will go back through my questions and try to cross-reference to see if there is any other question I may have missed.  Are you comfortable with that, Mr. Cass?  I see there is other engineering people and I don't think they would fall into this category, but...

MR. CASS:  I gather, Dwayne, you just have some questions and you are not certain which panel, and you just want to go through and make sure?

MR. QUINN:  Yes.

MR. CASS:  I think that is fine.  If you can let us know as quickly as possible.

MR. QUINN:  I am doing this before the panel steps down, Mr. Cass.  I am trying to keep things moving to allow others to ask questions.

MR. CASS:  Thank you.

MR. QUINN:  Thank you very much.  Those are my questions at this time, Ms. Sebalj.
Questions by Mr. DeRose:


MR. DeROSE:  Thank you, panel.  I guess maybe just one question for either Kristi or for Fred.  It is 20 to eleven.  I know being a witness can be tiring.  How are we for breaks?  Is there a certain time you would like a break, Fred, or you would like your panellists to have a few minutes?

MR. CASS:  I don't have a particular time in mind.  There is also the reporter, as well.

MR. DeROSE:  I'm sorry.  Madam Reporter, I should have also thought of you.

MR. CASS:  Is 11:00 a time that sounds good for everyone to break?

MS. SEBALJ:  Yes, that sounds reasonable.

MR. DeROSE:  Panel, I am -- my questions will be entirely focussed on the asset management road map and the asset management plan and the approach that has been developed since 2005.

For the purpose of my questions, could you pull up Exhibit I-B2-4.4, attachment 1?  This is a document titled, "Asset Management Roadmap".  It was prepared by the Woodhouse Partnership Limited.  It is dated September 26th, 2005.

If I can have you turn to page 2 of 14, just starting under the heading "Introduction", the first paragraph, the second sentence states that:
"This asset management roadmap is intended to be read in conjunction with the Interactive Assessment Report and the spreadsheet of detailed issues identified, goals and objectives and component actions which were identified in an interactive workshop with EGD staff."

Do we have the Interactive Assessment Report?  Is that something that has been produced and I have not appreciated that it is the Interactive Assessment Report?

MR. CHIOTTI:  I believe that is another attachment to this same interrogatory, attachment -- I think it is attachment 3.

MR. DeROSE:  Okay.  So it is the slide deck -- because it didn't say "Interactive Assessment Report" I didn't appreciate that was the same document.

So that is the document that's being referred to?

MR. CHIOTTI:  I believe so.  I was not personally involved in this stage of the asset management development and I did not interact directly with Woodhouse at this time.

So I'm interpreting these documents myself.

MR. DeROSE:  Could I just point out that the slide deck that you've pulled up is dated October 2005, but the asset management roadmap at attachment 1 is dated September 26th?

So I guess it suggests to me that that is actually a different report.

MR. CHIOTTI:  Yeah.  I can't explain the relevance of the two different dates in this case.

MR. DeROSE:  By way of undertaking, could I have you

-- I would just -- if you can go back and see if you do have a copy of a document called "Interactive Assessment Report" and the corresponding spreadsheet in your files, or if you could just confirm that it is actually the document dated a month later?

MR. CHIOTTI:  Yes, I can take that undertaking.

MS. SEBALJ:  We will mark it as J1.6.

MR. DeROSE:  Thank you.
UNDERTAKING NO. J.1.6:  TO CONFIRM WHETHER COMPANY HAS A DOCUMENT CALLED "INTERACTIVE ASSESSMENT REPORT" AND CORRESPONDING SPREADSHEET, OR to CONFIRM THAT IT IS ACTUALLY THE DOCUMENT DATED A MONTH LATER.

MR. DeROSE:  Now, if I could then take you to the bottom of page 2 of 14, the very last paragraph.

MR. CHIOTTI:  Actually, excuse me for a moment.  I'm going to -- let me...

I have just noticed yet another attachment to this interrogatory, which is also titled "Assessment."  It is actually attachment 4, and it is dated September 2005.

MR. DeROSE:  If I can just point out, I think that is the -- there is reference throughout this document to a separate PAS 55 assessment.

If you like, you can include this as part of the undertaking, whether this is what was being referred to as the "Interactive Assessment Report," but --


MR. CHIOTTI:  That's fine.

MR. DeROSE:  My reading of the report is that this would be something that was undertaken in conjunction, but separate.

MR. CHIOTTI:  I will include that in the undertaking.

MR. DeROSE:  Okay.  Thank you.

Now, again, if I take you to the bottom of page 2 of 14, the report recognizes that while there is numerous initiatives underway in EGD, that there would be particular benefit in leveraging -- or that there would be -- that you could leverage benefit from EnVision.

First of all, were you involved with EnVision at the same time?

MR. CHIOTTI:  Yes, I was.

MR. DeROSE:  Okay.  If you can just remind us, in 2005 at what stage -- please don't go into finite details on this, but just at the 10,000-foot level, whereabouts was EnVision in terms of its development?

MR. CHIOTTI:  In 2005, the first phase of EnVision would have been implemented; that was the work and asset management component.

MR. DeROSE:  Okay.

MR. CHIOTTI:  The second phase of EnVision, which was the mobile component, was under development at that time.

MR. DeROSE:  So is it -- in terms of an integrated asset management approach that was being looked at, it would be the phase 1 piece of EnVision that could assist with your asset management?

MR. CHIOTTI:  Yes, by and large.

MR. DeROSE:  Okay.

MR. CHIOTTI:  So the work and asset management system would have collected a lot of information on our assets, and that information, various pieces of it, would have been useful in an asset management system.

MR. DeROSE:  Okay.  The recommendation, the last sentence reads:
"It is therefore strongly recommended that consideration of an integrated AM roadmap..."

Asset management roadmap.

"...is not deferred until after EnVision has been delivered."

Was this asset management roadmap or the asset management plan or approach deferred in part or in whole because of EnVision?

MR. CHIOTTI:  I don't believe so.  I actually ended my involvement in EnVision late 2005, and we began this initiative at that same time.  I actually transferred responsibilities from the EnVision project to this asset management roadmap.

MR. DeROSE:  Okay.  Now, in this report, the way I read that paragraph and I read the report is that there is a strong recommendation that Enbridge immediately undertake an asset management plan; is that fair, in 2005?

MR. CHIOTTI:  Continue with the rest of your question, because you used a term -- we have some -- I think we should clarify some terminology, because I see this kind of coming up often.

There's different terms in use here.  So there is the general term "asset management," which I believe refers to the broad discipline that is documented in PAS 55.

Within that asset management, people talk about an asset management system, people talk about an asset plan.

We have filed an asset plan, and that asset plan is just one component of an asset management system.

So in 2005, we began to implement a roadmap which was going to implement a number of components that would constitute an asset management system.

One of those components -- which we've now executed for the first time -- is developing an asset plan, which we have now filed.

MR. DeROSE:  Okay.  Now, the asset management roadmap that was identified and described in this document and was prepared, at least initially, in 2005, it was at that time recommended that it could be implemented over a three-year period between 2005 through to 2008; do I have that right?

MR. CHIOTTI:  Yes.  I would have said that we were pretty much at the end of 2005 in all of this.  So I would have said 2006 to 2009.

MR. DeROSE:  Okay.  Was the asset management roadmap implemented in that time period?

MR. CHIOTTI:  Substantially, yes, it was.

MR. DeROSE:  Okay.  What parts were not implemented in that time period?  What components of the roadmap were not?

MR. CHIOTTI:  Okay.  There were essentially five different areas that the roadmap laid out.  It began with something called an Asset Health Review.  It included developing a ranking tool for capital projects.

It involved looking at capital planning, and portfolio management.

It looked at life cycle costing and maintenance optimization.

We have implemented the first three of those quite extensively.  The life cycle costing and maintenance optimization components, we have implemented to some degree, but this is an area that is frankly not well developed right now, particularly for gas distribution assets.

So we anticipate doing continuing work in this area as this field develops, but it is quite a technical field and, frankly, there just hasn't been a lot developed in this area to draw upon.

So it is the one area that we didn't really develop as fully as we might have anticipated.

MR. DeROSE:  You had initially said there were two areas that you didn't develop.  One is life cycle.  Is there another one?

MR. CHIOTTI:  Maintenance optimization.

MR. DeROSE:  Maintenance optimization.

MR. CHIOTTI:  They actually go hand in hand.  If you understand the life cycle of your assets completely, that leads to insights into ways in which you can, perhaps, improve upon your maintenance practices.

MR. DeROSE:  You would certainly hope so.

MR. CHIOTTI:  Yes.

MR. DeROSE:  Now, in terms of -- where does the development, in terms of the asset plan, where in those various categories that you have just described does the asset plan fit?

MR. CHIOTTI:  The asset plan -- if you look at a framework for asset management as it's prescribed in PAS 55, there are many different components.

The five components that came out of this roadmap were the areas that Woodhouse assessed back in 2005 as the areas in which they felt we needed to put most effort in terms of progressing towards a more fulsome asset management system and asset management approach.

But there are other areas of asset management that weren't explored specifically in that roadmap.  There is a component, for example, that refers to asset planning, asset strategy, asset policy and so on.

That technically is the area that the asset plan falls out of.  So having basically implemented all of the recommendations or most of the recommendations of the Woodhouse engagement, we now have a continuing program of looking at the asset management discipline and continuing to adopt components of the asset management discipline that are appropriate to gas distribution.

The one that we turned our attention to most recently was that asset plan component.

And, actually, I could probably make reference to evidence where we talked about that filed -- let me just double-check and make sure the picture is there.

Yes.  So if we look at Exhibit B1, tab 3, schedule 1, I don't know if you can find that and bring that up.  It is actually the next page, page 3.  There you go.

Now, this is essentially a comprehensive asset management system as proposed by PAS 55 that we have adapted to specifically the gas distribution business.  And if you see towards the upper left-hand portion, not the pinkish looking box, but one of the yellow boxes entitled "Asset Management Strategy and Planning", it includes asset management policy, asset management strategy, asset plan, asset management objectives.

The Woodhouse Partnership actually talked about asset plans and the value of ultimately producing asset plans as part of an asset management discipline, but they knew we were -- that we had other areas that we needed to work on before we could lead up to that, which is what their roadmap prescribed.

So as I indicated, we're now attempting to go beyond that roadmap and we're continuing to work on various aspects of asset management.  And our latest effort has been in this box that you see here referring to asset management strategy and planning.

MR. DeROSE:  Okay.

MR. CHIOTTI:  In fact, our asset plan has a section on asset management policy, has a section on asset strategy, asset management objectives, and so on.

MR. DeROSE:  Thank you for that.  That is helpful.

The Woodward (sic) group wrote that they thought that their roadmap or the roadmap that had been developed with Enbridge, in conjunction with Enbridge, could be implemented over the three-year period.  So this is the end of 2005, beginning of 2006 through to 2008.

And so just stopping there, you do agree with me that they thought the roadmap could be implemented in three years?

MR. CHIOTTI:  Yes.

MR. DeROSE:  And as I understand it from the presentations that then Enbridge staff make to management, that those that were involved at Enbridge also thoughts that it could be implemented in a three-year period, the roadmap?

MR. CHIOTTI:  I was not one of those people, but, yes, I believe that was the case at the time.

MR. DeROSE:  Okay.  Sorry, you were not one of those people because you weren't involved at the time, or you didn't believe them?

MR. CHIOTTI:  No.

[Laughter]

MR. CHIOTTI:  I was not involved.

MR. DeROSE:  I say that joking.  I appreciate that.

MR. CHIOTTI:  Yes.

MR. DeROSE:  Now, was an asset plan contemplated in the roadmap to be developed at the end of that three years?

MR. CHIOTTI:  No, it was not.

MR. DeROSE:  Okay.  And in your experience or your knowledge of asset management, is it normal for an asset plan to be developed on the back end as opposed to the front end?

MR. CHIOTTI:  Well, this is the only effort that I have been involved in personally in terms of trying to adapt the asset management discipline.

You know, the asset management discipline is quite new to North America.  It's been in existence for some time in other jurisdictions, such as the UK and parts of Europe and Australia, New Zealand and so on.

We have only just really started adapting this discipline in the North American industry.  I know the electrics are somewhat ahead of us on this.  They started down that path sooner.

We're the only gas utility, I believe, at least in Canada, to date, that has actually attempted to put together an asset plan and file an asset plan.  I know the electrics have been doing it for a couple of years.

So, you know, in my experience, you need to put in other components of the asset management system to be able to put together an asset plan.  And so I believe our sequencing is, you know, reasonable and practical.

MR. DeROSE:  And now you say it is relatively new.  You have been working on this for about seven years.  Is that...

MR. CHIOTTI:  Roughly.

MR. DeROSE:  Okay.

MR. CHIOTTI:  Six, maybe.

MR. DeROSE:  And let me just back up.

The roadmap, was it implemented by about 2008, the elements that were identified in the Woodward roadmap?

MR. CHIOTTI:  With the exception of the life cycle costing maintenance optimization -- 2009.  You keep wanting to use 2008.  I am going to use 2009.

MR. DeROSE:  I am only using 2008, because that is what Woodward said -- Woodhouse, I'm sorry.  So if it was 2009, that's fair.

I am trying to understand why, quite frankly, an asset management plan wasn't developed a little bit earlier, why we're seeing this for the first time.

What happened between 2009 and 2012, in that three-year period, that -- what were you implementing that suddenly allowed you to do an asset management plan that you couldn't do in, let's say, 2009 or 2010?

MR. CHIOTTI:  So we actually started developing the asset plan in early 2011, okay?

MR. DeROSE:  Right.

MR. CHIOTTI:  So we have been working at it for some time.

So, yes, perhaps you could say there was a bit of a lag between when we completed the Woodhouse roadmap and when we started the asset plan.  I don't think there is any -- I don't think there is any particular reason for that.

I mean, we wrapped up the Woodhouse roadmap.  I actually moved on to a different job after that responsibility.  And, as part of that, I now am responsible for our planning group, and it is a logical place to be the centre point for developing an asset plan.  And as I took over that responsibility and got involved in that, this was the appropriate time to turn our attention to it.

You could perhaps argue that we could have somehow launched into an asset plan in 2010 instead of 2011, but, you know, we had a lot of things on the go and there is a lot of things to deal with, and this was -- this was the time that we turned our attention to it.

MR. DeROSE:  Thank you.

I am about to move to another section of the asset plan.  To give you a heads-up, it is just going to be looking at the benefits that were identified by Woodhouse.

Now is probably a good time for a break.  I can tell you I think I am going to take us past 11:30, so unfortunately I am going to take us right past our schedule right off the bat, but if it gives you any alleviation to heartburn that that may cause, I am going to have less questions on the other panels.  So I think we will be able to catch up afterwards.

MS. SEBALJ:  Can I just ask quickly, Tom, John, Roger, are there any more questions for this -- sorry, Randy, I see you there behind the pole.

Are there any other questions for this?

MR. WOLNIK:  I have none.

MR. BRETT:  I have none.

MR. AIKEN:  I have one or two.

MS. SEBALJ:  Okay.

DR. HIGGIN:  I have two.  Roger here.

MS. SEBALJ:  Okay.  And we have one or two, as well.  So it should be fairly quick after the break.

So let's break until 11:20 now, because we are past the 11 o'clock mark.  Thanks.

--- Recess taken at 11:03 a.m.

--- On resuming at 11:22 a.m.

MS. SEBALJ:  I think if the witness panel is ready, you can go ahead, Mr. DeRose.

MR. DeROSE:  Thank you.

Panel, I am still on Exhibit I, B2, 4.4, attachment 1.  If I could take you to page 8 of 14, it is going to be section 5.1, the section that reads "Benefits," and you will see that there are seven benefits that are identified.  Again, this is in the context of the asset management roadmap, but there are seven benefits.

The first benefit is identified:

"To improve internal efficiencies by reducing overlaps and process misalignments."

So if I just stop there, am I right to assume that that remains one of the benefits of your overall asset management approach, but that would also be one of the goals that you are trying to achieve or crystallize through your asset management plan?

MR. CHIOTTI:  Excuse me.  I am having a challenge with my chair here.

MR. DeROSE:  I slipped the chair a five just to get a slight advantage.

[Laughter]


MR. CHIOTTI:  It's working.

Once again, you know, I wasn't directly involved at the time that these documents were produced, so I don't have the benefit of the sort of insight as to how all of these things were arrived at.

Let me speak more from my own personal experience in having been involved in implementing asset management over the last number of years.

I would consider asset management to be sort of the state of the art of effectively managing asset-intensive enterprises, like distribution utilities.

And that is the reason that we've been moving towards asset management; I believe the entire industry is moving towards asset management.

The kind of benefits that are on this page, page 8 of 14, you know, I'm not exactly sure how Woodhouse arrived at these specific things, but clearly, you know, improvement in processes, improvement in our knowledge of our assets, a better understanding of the risks associated with our assets, the ability to actually produce a comprehensive 10-year plan about what needs to be done to our assets over time, those are all of the kind of benefits that you would anticipate from implementing a discipline like asset management.

And, you know, that is what I think has been our experience as we've worked through it.

MR. DeROSE:  Can you tell me, as you have implemented the asset management roadmap from 2005 on that has now crystallized in the asset management plan that we are now
-- have in this case, let's again take number 1:

"Improve internal efficiencies by reducing

overlaps and process misalignments."

Do you know if anyone has kept track of the improvements to internal efficiencies that have been achieved as a result of asset management?

MR. CHIOTTI:  No.  I'm not aware that anyone has tried to specifically track benefits at that sort of level.

MR. DeROSE:  Okay.  So the -- I take it if you can't identify the benefits, you can't identify any cost reductions or cost savings that were achieved through that process?

MR. CHIOTTI:  Not explicitly.

MR. DeROSE:  Okay.  And I'm -- the second goal is:

"To reduce some operational costs by removing ineffective tasks or optimizing test intervals."

Again, is that something that would have been tracked?

MR. CHIOTTI:  Once again, no, not explicitly.

Optimizing test intervals and things like that actually falls into that category of what I would call maintenance optimization.

And as I indicated earlier, that is the area that, you know, we're still really working on.

MR. DeROSE:  Okay.  Now, the third benefit is:

"The ability to shift some asset care expenditure from O&M to capital."

Can you explain or can anyone on the panel explain to me how the asset management roadmap or the asset management plan would, one, result in the shift of such expenditures from O&M to capital, and how that would benefit EGD's bottom line?  Which is -- if you see at the bottom of 3, it says:
"Timely replacement improves all aspects of the EGD bottom line."

MR. CHIOTTI:  Yeah.  So I had not looked at these documents, in fact, for a long time preceding this -- filing them.

And I must confess, reading this recently, I found this one quite curious, and I wondered myself exactly what they were referring to, because I'm not aware of us having, as part of our asset management efforts, specifically shifted O&M to capital.

But other members of the panel who are involved with capital budgeting might have some sense of that, but it is not even clear to me precisely what Woodhouse was referring to here, to be honest with you.

MR. KANCHARLA:  If I may interpret this document, how it is written, they give an example here.

I think what Woodhouse was referring to is -- essentially it’s a repair-versus-replace decision that they were evolving to.  It is not so much just shifting operating expenses.

If you are repairing a few assets regularly and spending a lot of time, why don’t you review a replacement decision now instead of continuously repairing that particular asset?  That is how I interpreted this statement of benefit.

MR. CHIOTTI:  Now that I listened to my colleague here, that makes sense to me.  So --


MR. DeROSE:  Let me make sure I understand it.

In lieu of repairing your existing assets, you would replace those assets through a capital investment?

MR. KANCHARLA:  That's how I interpret it.

MR. DeROSE:  Okay.  So you can eliminate operating expenditures by increasing capital investment?

MR. KANCHARLA:  Yes, that's correct.

MR. DeROSE:  And is it fair to say that your asset plan is trying to achieve that?

MR. CHIOTTI:  In part.

MR. DeROSE:  Okay.  And in terms of the increased capital investment that is identified in your asset plan, is there a corresponding reduction of operating expenditures?  Can you match them up?

MR. CHIOTTI:  Certainly that would be an expectation.  Whether we can match them up precisely at this point, I think is challenging.

This asset plan at this point only deals with the capital side of things.  It has been our intention to, in future iterations of the asset plan, look at the O&M side of things, as well.  Because you are quite correct; there are trade-offs between capital and O&M, and it is worthwhile and useful to be able to understand those trade-offs as you are making asset decisions.

But as things stand right now, we have not tried to tackle the O&M side of it, but it is certainly our intention to do that.  And it is certainly our expectation that, you know, if we're replacing components that are showing a pattern of failure that suggests that it's going to be more costly to try to continue to maintain those components than replace them, then yes, that is exactly what we're trying to accomplish.

MR. DeROSE:  But if you don't -- if one of the goals is to shift expenditures from O&M to capital, so to increase capital expenditures in order to reduce operating expenses, and you don't look at the operating expenses or the reductions that will occur in operating expenditures, aren't you only looking at half the picture?

MR. CHIOTTI:  Our effort in this first iteration of the asset plan, quite frankly, has been more focussed on risk and dealing with the risks that we are aware of within our system.

There is absolutely an expectation that, as we do that, we should be able to reduce O&M expenditures.  But, as I indicated, you know, we -- it took a long time just to produce this version of the asset plan as it is.

We intend to look at the O&M side and we will look at it going forward.

MR. DeROSE:  Okay.  But at this stage, you can't tell us or Enbridge can't tell us what the expected O&M reductions would be from that?

MR. CHIOTTI:  Not explicitly.

MR. DeROSE:  Okay.  Can you even tell us ballpark?

MR. CHIOTTI:  Not really.

MR. DeROSE:  Thank you.  I will move to number 5, and it says:
"Negotiate future regulatory strategy from position of greater strength (defensible audit trail for plans & expenditures)."


Can you explain?  Do you know what was meant by that?

MR. CHIOTTI:  The Woodhouse group are actually based in the UK, and, as I understand it, in places like the UK where asset management has become a very established discipline, they actually rely on the terminology, the way of speaking about things in asset management, as part of the way in which they communicate with other stakeholders, including the regulator.

And so I think Woodhouse's expectation was that if the asset management discipline takes hold in North America in the same vein that it has taken hold in the UK and other places, that it provides a rational and quite comprehensive framework for engaging in dialogue with various stakeholders regarding the kinds of investments that a utility feels it needs to make with respect to its assets.

And I think that is what they're referring to here.  In fact, I think that is happening, to some degree, and will continue to happen.

MR. DeROSE:  So you had me until the very last half-sentence when you said you think that is happening and will continue to happen.  In what way?

MR. CHIOTTI:  Well, the Ontario Energy Board I understand does require that electric utilities file asset plans, so obviously asset plans are becoming a means of communication of the expenditures that utilities need to make.

MR. DeROSE:  Thank you for that.

Finally, number 6 reads:
"Position the company to take advantage of competitive opportunity by being able to demonstrate how value can be leveraged from business acquisitions."


I have to admit, again, I didn't completely understand what Woodhouse was trying to get at there.  Can you shed any light on the meaning of that benefit in the context of Enbridge as a regulated utility in Ontario?

MR. CHIOTTI:  Actually, I cannot.  I really don't know what they were referring to.  I don't believe we have in any way used asset management to leverage any kind of business acquisitions.

So here, again, they may have been projecting their experience from, you know, the jurisdictions that they were most familiar with, being the UK.  I honestly do not know.

MR. DeROSE:  Okay.  Perhaps I could do this, Mr. Cass, if you are fine with it.  I would just ask for an undertaking on a best efforts basis.  Ask the folks back at -- if there is anyone else that was involved with Woodhouse at the time, if anyone has an explanation of what number 6 was intended to mean in the context of Enbridge's business.  I appreciate people may have no memory, but on a best efforts basis I would certainly appreciate that.

MR. CASS:  That's fine, Vince, best efforts, yes.

MR. DeROSE:  Okay, thanks Fred.

MS. SEBALJ:  I will just mark that as J1.7.
UNDERTAKING NO. J1.7:  TO ASK WOODHOUSE TO PROVIDE FURTHER EXPLANATION FOR EXHIBIT I, ISSUE B2, SCHEDULE 4.4, ATTACHMENT 1, PAGE 8 OF 14, SECTION 5.1, ITEM 6, IN WOODHOUSE REPORT.

MR. DeROSE:  Thank you very much.  Those are all of my questions.  And I certainly appreciate your patience and I appreciate that it was a long time ago.  Thank you.
Questions by Mr. Quinn:


MR. QUINN:  Could I just add a question to Vince's?  I thought he might have asked this question, but in number 3, shifting some asset care expenditure from O&M to capital, on the major projects that have been undertaken, did Enbridge produce any cost benefit studies to support the initiatives it undertook in that area?

MR. CHIOTTI:  Part of the asset management discipline has been to prepare business cases and subject those business cases to a portfolio management process.

So, yes, by and large, I would say there are business cases for major projects.

MR. QUINN:  So as individual projects as opposed to the broader portfolio?

MR. CHIOTTI:  Right.

MR. QUINN:  Have any of those been brought forward to demonstrate the value of what this asset management program is doing?

MR. CHIOTTI:  No interrogatories that I have responded to, but I believe some other interrogatories have.

MR. QUINN:  Okay.  Well, I was curious, and I hadn't gone into the level of detail that Mr. DeRose had in that area, so I will check the record for that.  Thank you.

MS. SEBALJ:  Anyone volunteering to --


DR. HIGGIN:  I will go first.  This is Roger Higgin here today for VECC.

MS. SEBALJ:  Thanks.
Questions by Dr. Higgin:

DR. HIGGIN:  Actually, my first question relates to the train that we've been on.  Mr. Chiotti, if that is correct, your name, you are the fall guy again, because of EnVision, okay?

MR. CHIOTTI:  I'm still standing.

DR. HIGGIN:  Still standing, yes.

[Laughter]

DR. HIGGIN:  So can you turn up one of our interrogatories, which is Exhibit I, B1, schedule 20.2?  We will start there.  I'll just let you get that and have a look at it.

So what I am trying to follow up on is I didn't get the answer I was looking for to d) and e) of this interrogatory, okay?  We will go there in a minute.

So in d) we were asking you to provide the original BRP summary schedule and provide a revised version with the new cap-ex.

Now when I say "you", Enbridge.  Basically, you did provide -- Enbridge provided the original BRP, and that is as an attachment to this interrogatory.  We don't need to look at that.  It is what it is.  You know, it is the original schedule from the case where EnVision was approved, okay?

As you will recollect, also, there was a BRP consultant brought in - Compass was the name - and they did the BRP, the benefits realization plan, for EnVision.

So we are on the same page with this, so far?

MR. CHIOTTI:  Except to say that I have not been involved in EnVision as of late, and I was not responsible for responding to this particular IR.  And one of my colleagues, I believe, would probably be in a better position to respond.

DR. HIGGIN:  Okay.  Well, that's fine.  So who would like to answer?  The question is about the revised business realization -- benefits realization plan, which shows the cap-ex and the impact on the operating costs and the savings.

That is what we were looking for.  You said in the answer that -- look at the answer d).  You've got the original here, and you're saying there is no impacts.

Well, we're having a little difficulty, because in another interrogatory response you provided most recent information on EnVision benefits realization plan.

And that interrogatory, if we can turn it up, is Exhibit I, B3, schedule 5.3, and that is a question from CCC.  I will just let you get that one.

So then it says -- and it attaches the last report that is requested and part of the settlement from the EnVision settlement, okay?

That shows the report, and the report is dated October 28th, 2011, signed by Mr. Bourke.  Okay?  So you have that.

So my question is as follows:  Why could you not answer our question by providing that report and providing the requested update?  Because the EnVision project does carry forward in 2013 and into 2014.  So that is the question:  Why could you not provide that?

We are very interested in the following:  What is the impact of 6.5 million capital?  What operating savings does it generate, incremental?  And what is the impact on the net present value of the stream of benefits?

So that is what we would like to know.  Thank you.  So I will let you speak to it, or you could take an undertaking.

MR. KANCHARLA:  Yes, I will definitely provide some clarification, and if I am unable to clarify completely, we will take an undertaking.

First, I would like to clarify the 6.2 million capital budget, what is it intended for.

As you are fully aware, the current contract with EnVision is coming to an end in Q1 of 2014, which is essentially a fee-for-service contract that we have with Accenture.

So the 6.2 million of investment is essentially to look at investments post-2014.  We need to work an asset management system, and as you are fully aware, the current contract is more than systems.

So why the BRP is not impacted because of the 6.2 million, the 6.2 million is for investments of what work asset management system is required post-expiry of the contract.

And in another interrogatory, we've given what the 6.2 million split is; there is four million and -- 4.2 and two million.

So the four million, as you are familiar from the earlier contract, one of the services being provided is the mobile application.  And as we answered in the interrogatory, there are some technology risks and vendor risk that needs to be addressed.  So the $4.2 million is for the mobile application, but again, this investment is for -- when it is in service it will be at the expiry of the current contract.

So since the investment is not impacting the current contract, it doesn't impact the BRP.

DR. HIGGIN:  But the BRP goes into 2014?

MR. KANCHARLA:  Yes.  So it is after the -- the implementation or the in-service date of the investments being made on the 4.2 million will be after the expiry of the contract.

So BRP would consider only until the end of the contract and the cost and benefits.

DR. HIGGIN:  So you're saying that in the original projection, the 2014 ended March 2014?  Is that what you're saying?

MR. KANCHARLA:  March 31st, that's correct.

DR. HIGGIN:  March 31st?  Okay.

Now, this is our only opportunity to ask Enbridge about the overall costs and benefits of EnVision over that period, unless Enbridge is going to provide us with another update, as per the 2011 report; is that scheduled to come?

Because if so, we can accept that as being part of the thing, because we want to wrap up.  We want to know how much it has cost, the savings, and the net present value.  This is our only opportunity to ask about EnVision.

MS. TORRIANO:  The EnVision benefits is currently being compiled to produce the results for 2011, and we should have it completed within the next month.

But as Mr. Kancharla mentioned, the 6.2 million would not be included in that to BRP.

DR. HIGGIN:  So can you undertake to file that in this case?

MS. TORRIANO:  Certainly.

DR. HIGGIN:  Is that something that can be done?  I'm not saying that the case will be complete by then, but...

What is your estimated date?  Do you have an ETA for that?

MS. TORRIANO:  Most likely within the next two to three weeks.

DR. HIGGIN:  Okay.  So then I will accept for now that -- the answers, plus an undertaking to file that report on EnVision as answering my question, thank you.

So could we have just that undertaking, please?

MS. SEBALJ:  Yes.  J1.8.
UNDERTAKING NO. J1.8:  to FILE ENVISION BENEFITS TO PRODUCE THE RESULTS FOR 2011.

DR. HIGGIN:  Thank you.

So I will go into my second question to this panel.  This is to do with the working capital and specifically the working cash allowance for the test year, if you could turn up VECC Interrogatory Exhibit I, B7, schedule 20.1.

MR. CASS:  Sorry to interrupt, but just for clarity, I think this would have been obvious.  There is a settlement conference coming up, prior to which undertaking responses would be filed.  Clearly, the answer to J1.8 is not going to be available in accordance with that sort of timing.  I think that was obvious, but just for the record, perhaps that should be clear.

DR. HIGGIN:  Yes.  But it might be in time for our cross-examination of your -- in the hearing, and that is the important thing, Mr. Cass.  Thank you.

MR. CASS:  Yes.

DR. HIGGIN:  Okay.  Looking at this IR response, you set out here the original EB-2006-0034 test year lead/lag result.  It doesn't actually have the working cash that corresponds to that.

Then if we look at the main reference at the top, Exhibit B5, tab 1, schedule 3, page 2, updated -– and maybe we could have a look at that.  So that is in the original.  I think it is the next page.  It is actually page 2, I think.  I have the schedule up on my computer, so I will just make sure we've got the right page.

It is actually B5, tab 1, schedule 3, I'm sorry.  B5, tab 1, schedule 3, page 2.  That is not what I'm looking at...

There we are.  That's it.  Thank you very much.

So what I would like to follow up on here is specifically on what has happened to line 10, the storage costs.  Okay?  Very specifically.

If you compare line 10 to the original one lag time, you will see it is quite a material difference, a very significant difference.

And then what would be the impact of that from 2006 to the current forecast for 2013, in terms of working cash?  So that is the question.

I don't know whether, Mr. Culbert, you can help, or you want to do an undertaking.

MR. CULBERT:  Just so I understand your question, what is the impact in each year from 2006?

DR. HIGGIN:  Yes.

MR. CULBERT:  As a result of the different storage net lag days?

DR. HIGGIN:  Mm-hmm.

MR. CULBERT:  Just so I am understanding?

DR. HIGGIN:  Correct.

MR. CULBERT:  Versus the 52.9 that was contemplated in base year rates?

DR. HIGGIN:  That's right.

MR. CULBERT:  And its impact on the working cash inclusion obviously within -- I am trying to think of what you are looking for.

DR. HIGGIN:  The test year.  We were looking for how does that carry forward into the test year.

MR. CULBERT:  Into the 2013 test year result?

DR. HIGGIN:  Yes.

MR. CULBERT:  So perhaps, for simplicity purposes, I could provide what the impact is in the '13 results of going to the 52.9 lag days for storage, versus what is included in '13.

DR. HIGGIN:  Right.  With an explanation as to what has happened to that --


MR. CULBERT:  What changed that?

DR. HIGGIN:  -- particular element of the lag days.

MR. CULBERT:  Yes, I could do that.

DR. HIGGIN:  Because it is the most material one of the whole lot.  Okay, thank you.  Can we have an undertaking for that?

MS. SEBALJ:  Yes, it is J1.9.

DR. HIGGIN:  Maybe Mr. Culbert will help me to say what he is going to give me.

MR. CULBERT:  Yes.  To determine the impact in the 2013 test year working cash derivation of changing the forecast storage net lag cost back to the 2007 Board-approved.
UNDERTAKING NO. J1.9:  TO DETERMINE THE IMPACT IN THE 2013 TEST YEAR WORKING CASH DERIVATION OF CHANGING THE FORECAST STORAGE NET LAG COST BACK TO THE 2007 BOARD-APPROVED

DR. HIGGIN:  Thank you very much.

MS. SEBALJ:  Thanks.

DR. HIGGIN:  Those are my questions for this panel.  Thank you very much.
Questions by Mr. Aiken:


MR. AIKEN:  I will go next.  Randy Aiken for Energy Probe.

Questions just on one area.  If you can pull up Exhibit I, issue B1, schedule 7.1.  So, again, issue B1, schedule 7.1, and specifically I will be looking at the response -- the question and the response to part d), part 2 deals with the cost of gas and storage.

The response provided there indicates that the gas in storage, the 288.6 million, is made up of three cost elements.  So I am wondering if you would undertake to provide the breakdown of the 288.6 into the three cost elements that you note in the response, along with the volumes and the prices applied to each of the three components.

MR. CULBERT:  Perhaps I can respond by suggesting that before coming to an undertaking, Mr. Small is going to be on one of the panels going forward.  I am just -- perhaps he can already provide that as part of what is in his evidence.  I'm not sure it is there necessarily, but perhaps I can check with him first before we...

MR. AIKEN:  Sure.  That would be fine.

MR. CULBERT:  Is that fine?

MR. AIKEN:  Yes.  That was my only question.

MS. SEBALJ:  Sorry.

MR. CULBERT:  So what I will do, Kristi, is I will check at the lunch break with Don to see if that type of information is already available.  If not, we will provide the undertaking in this afternoon's sessions.

MS. SEBALJ:  Perfect.  Thank you.

John, you had said you had no questions; is that right?

MR. WOLNIK:  No questions.

MS. SEBALJ:  And Tom?
Questions by Mr. Quinn:


MR. QUINN:  I had advised Enbridge that in my haste to move on to Mr. DeRose I had left off the last two questions I submitted to them on Saturday, so I just wanted to read those questions in and hopefully get an answer, one of them by undertaking, at least.

Sorry, I will direct my attention this way here.  If we can just -- I don't know that we need to turn it up, but it relates to Exhibit I, issue B6, schedule 8.4.  We were talking about the issue of priority of service schedule.

I guess our question simply is:  Please produce the online version of Union's current priority of service schedule for the record.  Is that something Enbridge can undertake to do?

MR. SANDERS:  Yes.  I can have a look at that, Mr. Quinn, but I am assuming that is available to all parties.

Are you thinking of something specific to Enbridge, or was that unique --


MR. QUINN:  No.

MR. SANDERS:  -- or generic priority of service of Union?

MR. QUINN:  In part b) of that question, we said:
"As a customer of Union, please provide Union's priority of service that is currently available."


What we want to have is a comparator for reference on the record.

MR. SANDERS:  Okay.  We can take that undertaking.

MR. QUINN:  Great.  Thank you.

MS. SEBALJ:  J1.10.
UNDERTAKING NO. J1.10:  TO PRODUCE ONLINE VERSION OF UNION'S CURRENT PRIORITY OF SERVICE SCHEDULE.

MR. QUINN:  And in that same issue B6 area, schedule 8.7.

MR. SANDERS:  Okay, got that.

MR. QUINN:  You did answer the question responsive to the three components of the question, but we were surprised at the answer.

So I guess the follow-up question to that would be:  To the extent that the Seckerton pool's services had to be reduced in terms of capacity or deliverability as a result of the study, would the reduction be allocated to the utility or non-utility?

MR. SANDERS:  So what is your question, then?

MR. QUINN:  To the extent that the Seckerton pool's services had to be reduced in terms of capacity or deliverability as a result of the study, would the reduction be allocated to the utility or non-utility?

MR. SANDERS:  Okay.  Well, I think the difficulty in this one is it depends on the scenario, and it depends on the reasons for the reduction.

In the simplest terms, it would likely be prorated based on the capacity and deliverabilities as they're assigned currently.

However, again, without the specifics as to what the initiation for the reason for the reduction is, it would be hard to speculate.

MR. QUINN:  So prorated between the utility and non-utility consistent with how the pool is currently allocated?

MR. SANDERS:  That's correct.

MR. QUINN:  Okay, I think that is helpful.  Those are my questions.  And thank you, Mr. Cooney, for your indulgence.

MR. COONEY:  I don't know if it is indulgence, but...

[Laughter]
Questions by Mr. Cooney:


MR. COONEY:  Okay.  I just have the one question here.  It straddles two issues.  So it is Exhibit B1.  It's Interrogatory 3 from Board Staff, but if you could just pull up -- it is Exhibit I, D3, schedule 1.13.  It is Board Staff Interrogatory No. 13.

So it may be bumped to a future -- to panel 6, I think, is the other panel that deals with the other issue, but I don't think I will be getting into any depth -- crazy depth of detail here.

So just to preface, at page -- sorry, I will wait for you to bring it up.  I think it is...  It is D -- sorry, it's D3.  So it is I, D3, and then 1.13, just about halfway down that list.  Yes.  If you can flip over to page 3 of that?

So I will just read a few passages from this interrogatory just for context.  So just before that table, the first table, it says:
"The referenced estimate does not include the cost of additional infrastructure associated with the company's Design Criteria Request."


Then in the other interrogatory from B1 -- you don't need to pull it up.  I have the quote here.  Staff had basically asked if the heating degree day forecast factored into the need for the GTA reinforcement project.

Enbridge stated their approval of the change in heating degree days in the application will not lead to a change in the GTA reinforcement project.

So these should just be simple clarifications, but if you look at these three tables, so, first, central up to 42 HDD, which is not quite what Enbridge has asked for; the eastern to 48; and in Niagara to 39.5 HDD.  There is no incremental capital spending for that increase in HDD.

Do you see that?

MR. CULBERT:  Yes.

MR. COONEY:  Just in the table there.

So, basically -- so up to the specified values, those HDD values, Enbridge would require no incremental capital spending for the purposes of serving its customers via the reinforcement projects; is that correct?

MR. CULBERT:  That is what it seems to be saying, yes.  I would have to check.

MR. COONEY:  I just wanted to clarify that.  Thanks.

MR. CULBERT:  I would have to check with the panel that's going to be addressing the design day criteria.

MR. COONEY:  Fair enough.  Thanks.

Just following on from that, would you agree that in the table, if you look at Enbridge's requested HDD values - those are the last, last rows in each table - that only 3.27 million in incremental capital spending is associated with the change in design criteria?

So basically I have just taken -- it is just an arithmetic sum of the three numbers, subject to check.

MR. CULBERT:  Yes.

MR. COONEY:  Thanks.

So what I guess I'm trying to discern, I am trying to confirm here is that outside of the 3.72 million noted in my previous question, the change to the proposed design criteria does not -- like, outside of that 3.72 million does not underpin or support the reinforcement projects that are proposed in Enbridge's application, and any costs associated with those reinforcement projects?

MR. CULBERT:  I can't comment on that.  I would have to get --


MR. COONEY:  Just defer to panel 6?  Okay.

MR. CULBERT:  That would be addressing the operational aspect of the GTA.

MR. COONEY:  Okay.  I will leave that question to panel 6, then.  That is all I had.  Thanks.

MS. SEBALJ:  I don't think there are any other questions for panel number 1.  Thank you so much.
Procedural Matters:


I think it makes sense to switch to panel 2, because we just had a break.

I don't know when you think the lunch break makes sense, Mr. Cass.

MR. CASS:  Yes.  What we were thinking of was if we could carry on until 1:00 and perhaps take a lunch break from 1:00 to 2:00, the people who are needed for the next panel should be on their way, so they will be here very quickly.

MS. SEBALJ:  Oh, okay.  On their way from within the building?

MR. CASS:  Yes.  Certainly from within the building.  I've tried to keep introductions to a minimum or less in the interests of saving time, but since we have a moment or two while they are on their way here, everyone will be able to see from Exhibit K1.1 the changes that we will make in order to put together the second panel.

Four people will remain:  Mr. Kancharla, Mr. Culbert, Ms. Torriano, and Mr. Briggs.

Mr. Chiotti and Mr. Sanders will be leaving us.

And the two people to join will be Mr. Yuzwa and Mr. Alton.

MS. SEBALJ:  And I guess, Mr. Chiotti and Mr. Sanders, you are not returning, I don't see on this -- all right.

Well, thank you so much for your time.

MR. CASS:  The two of you can leave, and as soon as the other two are here, we can put together the next panel.

MS. SEBALJ:  Then I guess another wise use of our time is to find out who has questions for this panel.

Dr. Higgin, Mr. Aiken and Mr. Wolnik, do you have questions for panel 2?

DR. HIGGIN:  Yes, we do.

MS. SEBALJ:  Are you just working out an order over there?

MR. AIKEN:  I don't, so...

MS. SEBALJ:  Okay.

MR. WOLNIK:  I have a few questions.

MS. SEBALJ:  Mr. Brett?

MR. BRETT:  I don't.  No questions.

MR. CASS:  I think we are ready to go except for a fact a couple of the witnesses did not have their binders with them for this panel, so they are just retrieving their binders and I hope will be here very quickly.

Mr. BOURKE:  For those of you that we haven't met, I would like to introduce Barry Yuzwa and Jim Alton.
ENBRIDGE GAS DISTRIBUTION - PANEL 2: O&M/COST OF SERVICE

John Briggs


Sagar Kancharla


Kevin Culbert


Mina Torriano


Barry Yuzwa


Jim Alton


MR. CASS:  I think we are ready.  Thanks, Kristi.

MS. SEBALJ:  All right.

Go ahead, Mr. Wolnik.
Questions by Mr. Wolnik:


MR. WOLNIK:  Good morning, or afternoon now, panel.  John Wolnik, representing the Association of Power Producers of Ontario.

I wonder if I can get you to turn up a Board staff IR.  It's Exhibit I, issue D1, schedule 1.15, page 2.

This is a list of new FTEs for 2012 and 2013.  There's been some fairly significant proposed increases, I guess, in 2012 -- perhaps they're still ongoing -- and certainly a number proposed for 2013.

I wonder, just at a high level, whether you could comment on sort of the drivers for these, whether they be growth -- and maybe sort of the proportion that is being driven by growth in the organization itself, issues that related to sort of new compliance regulations, issues related to your asset management plan, or other factors that are driving these new FTEs.

MR. KANCHARLA:  I will comment at a high level of -- sorry.

What the key drivers are for the increases, actually, it is kind of given in the table below, as well.  What has happened is, in 2010 onwards, with some of the changes in regulations from an aging infrastructure and increased incidence in the gas distribution industry, there has been a renewed focus on safety and reliability for gas distribution industry.

And for Enbridge Gas Distribution, as well, with an aging infrastructure and safety as a priority, we wanted to ensure that we have a safe and reliable distribution network.

And with an increased focus on safety, there are increased safety initiatives being undertaken.  And in addition to these programs, there are resource costs involved to undertake these safety programs.

So the key driver for increase in FTEs in 2012 are essentially safety related.  And in the table below, in the same response, we provide the areas where the increases are.

Those relate to, again, if you can see the top, going down the line, I just want to name some of them:  Distribution asset management, integrated management, worker and public safety, system operations, leak management, damage prevention.

So these are all programs that are required to be undertaken, and the FTEs are associated with these programs.

MR. WOLNIK:  So for some of them, for instance for safety, are these replacing existing programs?  Are they additional programs?

MR. KANCHARLA:  These would be a combination.  Some could be continuing with the existing programs, but some could be new programs, as well, looking at some of the industry's best practices.

MR. WOLNIK:  Part of what I want to get at is sort of the benefits of these programs.  We had a bit of a discussion earlier this morning, or I guess you did, with Vince, and I just want to get a sense of how you measure the benefits.  What would the benefits be, and what would the metrics be to measure these benefits over time, or do you have some now that you have already realized?

MR. KANCHARLA:  The key driver, as I alluded to, is more safety and reliability.

So the benefit is essentially from risk reduction.  The risk reduction is what is driving these programs, essentially.  So we haven't quantified the operating benefits, but we are -- and to spread over the long term, that there would definitely be some benefits from reduction of risk.

MR. WOLNIK:  So that would be a lower business risk, then, as a result of some of these programs?

MR. KANCHARLA:  More operational-related risk in terms of a safe and reliable distribution network.

MR. WOLNIK:  How are you planning on measuring sort of these various -- these benefits?  I mean, there is a lot of categories here.  I appreciate that, but...

MR. KANCHARLA:  I'm not an expert here, but I think one example we can think about it is the damage prevention, locates, and I think that example is given in the evidence, as well, where -- let me see if I can...

I just wanted to give an example of how the benefits would translate to...

MR. WOLNIK:  Mm-hm.

MR. BRIGGS:  Let's see.  If you could turn to Exhibit D1, tab 20, schedule 1, page 7 of 17.

MR. KANCHARLA:  In this example, what we provide in this table is the volume of locates delivered increases.  On the following graph, it shows pictorially the EGD damage history being reduced, as well.

MR. BRIGGS:  If you move over to page 8 of 17, the damage history is showing significant improvement.  So that would be an example of where some of those dollars would go.

MR. WOLNIK:  So maybe just on that very specific one, could we also pull up D1, tab 3, schedule 1?  I think it is page 4 of 29.

So if you look at line 15, it is not a huge number, but claims, damages and legal fees.  I mean, it is showing an 8 percent increase in the budget for 2013 over 2012.

So that doesn't jive with the chart that we just looked at a minute ago where you have damage reports coming down, but costs going up.

MR. KANCHARLA:  One of the things, when it comes to the operating expenses, I think the benefit would be more of a long term, whether it is claims of the damages, but we should see over the long term some benefits coming.

MR. WOLNIK:  Why wouldn't that be immediate?  I mean, if you are implementing this now and if your damage claims -- I think the last chart showed the damage claims coming down.  Why wouldn't that be immediate?

[Witness panel confers]

MR. KANCHARLA:  If you can look at what is included in the claims and damages, whether both the charts and these costs are related.  But I think my answer is more over the long term you should see the benefit.

MR. WOLNIK:  So you will provide an undertaking as to what is in that budget item on line 15 and why it is sort of increasing in relation to damage claims declining?

MR. KANCHARLA:  That's correct.  We will do that.

MR. WOLNIK:  Thanks.

MS. SEBALJ:  That is J1.11.
UNDERTAKING NO. J1.11:  TO PROVIDE RESPONSE AS TO WHAT BUDGET ITEM ON LINE 15 IS OF D1, TAB 3, SCHEDULE 1, PAGE 4 OF 29, AND WHY IT IS INCREASING.

MR. WOLNIK:  So just going back to that Board Staff IR showing the FTE changes, a couple of those categories there are some fairly significant changes in the area of distribution asset management.  There are 20 FTEs added in 2012.

Can you just sort of comment physically what that is?

MR. BRIGGS:  Sure.  That is our distribution asset management group, our planning group, and they've actually had quite a bit of additional work that is required, as well.  So there is planning activities going on.

There's some subway activity.  There is a lot of activity around Toronto doing relocations, reinforcement-type work.  So it is really additional work volume that is driving that load.

Plus, there are some additional records initiatives, and that happens to be handled in that group.

MR. WOLNIK:  As a percentage of sort of existing staff, can you comment on -- is that a 10 percent increase?

MR. BRIGGS:  It is approximately 10 percent, yes, subject to check.

MR. WOLNIK:  Okay.  The next item -- category, integrity management, it looks like between the two years there are 25 people being added, or FTEs.  Can you comment more on the driver for that?

MR. BRIGGS:  Those people are being used for -- there's significant inline inspection activity that is going on, other integrity-type initiatives that are really being focussed on, to look at potential issues with corrosion, other type issues like that.  So there has been a significant increase in that group, as well.

MR. WOLNIK:  So these inline inspections, are you doing them in-house or are they being contracted out?

MR. BRIGGS:  It is a combination of both.  There are contract dollars, but, you know, the work is being driven by internal people and being worked on by internal people in some cases.

MR. ALTON:  If I could just add, that work has been mandated by the TSSA, too.  We have no choice on that.

MR. WOLNIK:  What is the criteria to do integrity management?  Is it size?  Is it pressure?  Can you --


MR. ALTON:  It is regulated on the percent of specified minimum yield strength.  So --


MR. WOLNIK:  What percent?

MR. ALTON:  Over 30 percent.  That was the first mandate, because they have a higher risk, higher stress on the pipeline.

And the second mandate is now to look at less than 30 percent.

MR. WOLNIK:  So that is part of the TSSA code, is it?  Is it 20 percent?

MR. ALTON:  It was an actual mandate that was provided to us earlier.

MR. WOLNIK:  Is there a size cut-off, as well?

MR. ALTON:  Not that I know of.

MR. WOLNIK:  Okay.  Can we look at D1, tab -- sorry.  Yes.  Exhibit I, D1, schedule 1.3, page 6.

Just at the bottom of the page there, it talks about
-- sort of the second sentence in that bottom paragraph, it says:

"The Company was able to defer costs in initial years and manage with the resources available without compromising on the safety..."


MR. KANCHARLA:  I think that here the costs are not essentially related to safety-related initiatives.

MR. WOLNIK:  I'm sorry, I missed the first part of that.  Could you say that again?

MR. KANCHARLA:  Here, the deferment of costs may not necessarily relate to safety-related initiatives.

MR. WOLNIK:  Right.  So, I mean, general operating costs, so you deferred operating costs from the early part of the IRM; is that right?

MR. KANCHARLA:  To the extent possible that we were able to defer some costs, that's correct.

MR. WOLNIK:  Right.  So some of the costs that are being incurred now are really sort of catch-up for those O&M costs from that period; is that fair?

MR. KANCHARLA:  That's fair.

MR. WOLNIK:  Okay.  Thank you.  Those are my questions in this area.

I would like to move to depreciation a bit, if I could.
Questions by Mr. Cooney:


MR. COONEY:  Sorry, Kristi, it's Vince from Board Staff.

Could I just tack on a question there?  Because it's the exact same page and everything, so can just stay there, and I can get my question out of the way.

But if you look down at the paragraph further, it says, you know -- let me just look at my quote here.

Basically, given that the company deferred costs in the early years of the plan, only to increase them in the later years, how does this demonstrate that the company was effective in controlling O&M costs and was, quote, "fiscally responsible" as is stated in that response?

MR. KANCHARLA:  I think the response here relates to we were entering -- the company was entering into a five-year contract for the first time.

I think -- and we were coming into a recession in 2008 and the full impact of the economic recession was not known.

And the IR formula, which was driven by the customer, because we have a revenue cap customer number.

So the company's management looked at being more fiscally constrained there, not knowing what the outcomes of recession were there.

But at the same time, I think once you start controlling the costs, there comes some time when it is not sustainable.  And with the increased cost pressures, whether it is from safety-related initiatives or growth of the organization, that the company needs to have additional resources to run a safe and reliable distribution network.

MR. ALTON:  So an example of that, though, was that we have been operating with a five-year contract with our extended alliance partners, which are our two main construction contractors and our service contractors.

And as part of those initial contracts, which were started in 2004, they had zero increases for the early years of those agreements.

As their costs increased -- fuel prices being one of them, as an example -- those contracts had to be negotiated, renegotiated.  And as we did that, we did see some increase, although we were able to manage that to a fairly good level.

MR. COONEY:  Sorry, so just so I am clear, when were those contracts renegotiated?  At least when did the contracts end, and then, I guess, these new ones started off?

MR. ALTON:  So they ended in 2009.

MR. COONEY:  Okay.  And is there -- you mentioned the recession, I guess, in 2008 or something.  And was there anything specific that Enbridge otherwise observed in the two-year period, those first two years of reduced safety and reliable spending under the IR plan that compelled Enbridge to increase spending on safety and reliability, reversing the earlier O&M cost savings?

So, I mean, is there anything like service quality, like, degradation or anything of the like?

MR. KANCHARLA:  Some of the incidents in 2010 have definitely re-focussed the whole gas distribution utility in enhancing the safety initiatives in the organization.

So --


MR. COONEY:  Sorry, you're referring to, like, gas pipeline explosions in the States and that sort of thing?  Or...

MR. KANCHARLA:  That's correct.

MR. COONEY:  And the asset condition of those pipelines is -- are they the similar age or, like, are the characteristics the same as those on Enbridge's system?

MR. ALTON:  We compare best practices with all AGA, American Gas Association, companies, and Canadian Gas Association companies.

But each company has its own pipeline system, so it is very difficult to compare it directly.

MR. COONEY:  So there is no way of telling the circumstances for those events?  It is similar to the situation of what Enbridge has asked, the --


MR. ALTON:  No.  That is why we have to do our own studies to assess it.

MR. COONEY:  Okay.  All right.  Thanks.  I think those are my questions.  Sorry to interject.
Questions by Ms. Sebalj:


MS. SEBALJ:  Sorry, can I just do a follow-up to Vince's questions?

Has the company done any form of assessment, for the reduced costs for the first few years and increased costs in next years, whether or not the costs increased more dramatically because they had been reduced in the first instance, as opposed to sort of a straight-line spending?

MR. KANCHARLA:  In one of the charts -- I will get to the interrogatory.  In the Interrogatory Response I, D1, 1.16, we show a chart on O&M costs per customer, page 3.

MS. SEBALJ:  Yes.  I have seen this.

MR. KANCHARLA:  I think what is important to realize here is that the increase in O&M from 2007 to 2013, pension expense has been a big factor in the increase in operating expenses.

So if you remove the impact of the pension expense -- that is the second line, the red line that you see there.

And then we had increased safety initiatives, and these initiatives, again, we looked at incremental safety initiatives that we had to undertake post-2010.  And that's the difference to the green line below.

So as we can see from an O&M cost per customer in 2013 constant dollars, over time it's been more or less flat or declining, if not for these two factors of pension expense and some incremental safety initiatives.

MS. SEBALJ:  Right.  And I guess what we've been talking about is the incremental safety initiatives and the fact that there was decreased spending in the first -- the first few years of this contract, and then increased spending in the renegotiation and increased spending in the last few years of the contract.

And my question was whether or not the company has done any form of assessment as to whether the increased spending was higher as a result of the decreased spending in the first few years, as compared to a straight line.

MR. KANCHARLA:  The company has not done any assessment of that.

MS. SEBALJ:  So no quantitative assessment, but qualitatively has the company every done anything to assess whether it would take -- use that approach again and under what circumstances?  I mean, you mentioned the recession.

I guess I am just wondering if this is a strategy that the company would employ again, in terms of dealing with unforeseen events, reducing spending, and then increasing it.

[Witness panel confers]


MR. KANCHARLA:  Yes.  I think it is -- how the budgets are developed in the organization is to really look at the business needs for the year, and then provide the most optimal solution to address those business needs.  So the budgets are developed on a bottom-up approach.

So I am trying to relate to what has happened in the previous years.  The company has not assessed that, and I think what is important is how the company approaches this, looking at the business needs and what is the best solution that we can have to address that.

And that is how the budgets are developed.

MS. SEBALJ:  Okay.  Thank you.

My apologies, John.
Further Questions by Mr. Wolnik:


MR. WOLNIK:  No.  That's fine.

Maybe just to follow up on the follow-up on the follow-up, maybe just while we have this chart here, is it fair to assume that looking at the red line, which is I think the pension expense included, that the difference between sort of the expenditures in 2013 that are proposed compared to 2007 is about sort of $5 to $10 million increase, just rough numbers?

MR. KANCHARLA:  Yes.

MR. WOLNIK:  During that time, you didn't compromise safety and reliability, so those would be -- is it fair to say that $5 to $10 million would be costs that were deferred from that prior period?

MR. KANCHARLA:  It is difficult to say they were different.  I think it depends on the programs that were undertaken in that year and what were required to be undertaken.

MR. WOLNIK:  I think that was your response to me earlier, was that you actually did defer costs from 2008 and 2009 into 2013.  That is what I understood you to say.  Did I misunderstand that?

MR. KANCHARLA:  It is not necessarily due to the safety-related initiatives.

MR. WOLNIK:  No, I appreciate that.  I appreciate you didn't compromise safety and reliability, but I think you said there were other O&M costs that were deferred from that period into 2013.

So I guess what I am trying to do is identify how much was deferred.  It appears to me from this graph it was in the order of $5 to $10 million annually.

MR. KANCHARLA:  To clarify, again, when we said "defer", probably to clarify, these are some of the costs, as Mr. Alton has given an example, we didn't have renewed cost of the new contract that we had, all right?

So the costs were not incurred in the earlier years, but when the contract has come for renewal, there were cost increases.

MR. WOLNIK:  But this chart is in constant dollars.  Doesn't it take out the effects of inflation?

MR. KANCHARLA:  That's correct.  But if the increases from the renewed contract were higher than the inflation --


MR. WOLNIK:  So would they be higher because, during that earlier period there was no increases sort of during the IRM, I think the pre-2009?  Like, was there makeup costs agreed to with the contractor as a result of the costs being flat for the first few years?

MR. KANCHARLA:  That's correct.

MR. WOLNIK:  So there was overcompensated -- so the new costs were basically overcompensated to reflect the fact that there was no increases during the pre-2009 period?

MS. TORRIANO:  If I can just clarify something just to give you -- provide you a bit of detail on the time line.

So the current SDA contract -- which ran from 2004 to the end of 2008.  Then there was an RFP process, a competitive RFP process.  We had four contractors in the SDA, and we currently have three in the EA group that would have begun in 2009.

Excuse me, I need some water.  2009.

So some of the contractors in the SDA did not have an increase for that five-year period, and then as a result of the RFP, some of them that remained in the EA did get increases that were higher than inflation.

MR. BRIGGS:  If I could add to Ms. Torriano, if you go back to page 7 of 17 on D1, tab 20, schedule 1, the volume of locates have increased significantly.  So this isn't work that's been avoided.  It is just we're required to deliver a locate.

In fact, if you look from 2010 to the budget, it's gone up from about 386,000 to 520,000 locates in that four-year period.  So the program has been very successful.  That is what is driving a lot of the reductions, but it is significant O&M dollars that have driven that up.  Again, that is not work that is deferred.  We are basically called to do it.

MR. WOLNIK:  I understand that is presumably part of the safety requirement, right?

MR. BRIGGS:  Yes, it is a major --


MR. WOLNIK:  I am trying to get a handle on -- I think you acknowledged there were costs deferred from 2008 and 2009.  I think what is what you had indicated.

So I am trying to get a handle on what the implication is for 2013 because of those deferred costs.

MR. KANCHARLA:  I think, as Mr. Briggs has alluded to, again, the characterization of deferment, it is not that we moved away the programs.  It is we didn't have to incur costs in 2008 and 2009.  That is the clarification.

MR. WOLNIK:  Sorry.  Say that again?  You didn't incur costs?

MR. KANCHARLA:  We didn't have to incur.  The costs that were incurred in 2010 and the later years were due to -- as the examples were given, due to some the business needs, whether it is a contract or increased locates.

So in 2008 and 2009, we did not have to incur those costs.

MR. WOLNIK:  Well, maybe a better way to ask the question:  What things didn't you do in 2008, 2009 and 2010 that resulted in a decline in the O&M costs from roughly 180 million to roughly 170 million?  What things did you not do?

I guess the second part of that question:  For those things you didn't do in those three years under the IRM, how much has that contributed to the O&M budget in 2013?  If you prefer to do that by way of undertaking, I am fine to do that.

MR. KANCHARLA:  We will take an undertaking.

MR. WOLNIK:  Okay, thanks.

MS. SEBALJ:  It is J1.12.  John, I have the first part, which is:  What are the initiatives that the company didn't undertake during -- from the period 2008, 2009, 2010?

What was the second part?

MR. WOLNIK:  How much of those are being now done in 2013.
UNDERTAKING NO. J1.12:  TO PROVIDE THINGS NOT DONE IN 2008, 2009 AND 2010 THAT RESULTED IN DECLINE IN O&M COSTS FROM ROUGHLY 180 MILLION TO ROUGHLY 170 MILLION, AND, FOR THOSE THINGS NOT DONE IN THOSE THREE YEARS UNDER THE IRM, HOW MUCH OF THOSE ARE BEING DONE IN 2013, WITH REFERENCE TO EXHIBIT I, D1, SCHEDULE 1.16

MS. SEBALJ:  Okay.  I will just put -- the reference to Exhibit -- it is not the exhibit that is up right now.  Just so for the transcript we have a -- what was the original exhibit number that had the...

MR. WOLNIK:  I think this one that is up now works fine, unless there is a more detailed one.

MS. SEBALJ:  Exhibit I, D1, schedule 1.16.

MR. QUINN:  John, were you going to move to another area of questions?

MR. WOLNIK:  I am.  If you have a follow-up --

Questions by Mr. Quinn:


MR. QUINN:  I wanted to jump in as Vince did.

Panel, the schedule that is just ahead of -- that was referred to in schedule 1.15, so it is just up from there, you were going over with Mr. Wolnik the breakdown first by department and the functional breakdown, which is helpful.

But I was trying to correlate -- when I see energy supply, storage and regulatory, those categories to me don't necessarily speak to safety-related or whatever.

So I was trying to find those people in the functional breakdown.  Do you know where I would find those people in your functional breakdown?  I see regulatory support and gas control as having five people, but I don't see others that would --


MR. KANCHARLA:  Subject to check, I think they would be in the GTA reinforcement project.

MR. CULBERT:  We provided a response in our evidence at Exhibit D1, tab 13, schedule 1, page 9.  It provides a breakdown of -- if you are referring specifically to that line?

MR. QUINN:  Yes.

MR. CULBERT:  The five FTEs?

MR. QUINN:  Okay.

MR. CULBERT:  It is provided in that exhibit, Exhibit D1, tab 13, schedule 1, page 9.

MR. QUINN:  That is helpful.  I will look at it.  I won't actually ask the panel to turn to it, because I am going out of order here.  I will take a look at it before I ask my questions later and see if there is a follow-up from there, because I couldn't see the breakdown from this chart.

MR. CULBERT:  It is not in this chart.  It is provided in that exhibit as to what those positions were for.

MR. QUINN:  I will take a look at it and come back to it later.  Thank you.
Further Questions by Mr. Wolnik:


MR. WOLNIK:  Just before we move, I did have one question I forgot to ask under the category measurement and regulation inspectors.  You don't need to turn it up, but there were I think ten FTEs in 2012 and a further five in 2013.

Can you talk about what the inspectors do?

MR. ALTON:  Yes.  They're responsible for maintaining and servicing our regulation stations and the stations around --


MR. WOLNIK:  They would be more the technicians that would maintain accuracy and look after and maintain.  As opposed to just inspect it, they would physically overhaul, maintain, replace, whatever is necessary.

MR. ALTON:  Yes.

MR. WOLNIK:  Good.  That is a fairly significant increase, isn't it, from the current base you would have?

MR. ALTON:  It is, and it is one of the challenges we're having with the retirements that are occurring in our business, and I think we alluded to that in one of the interrogatories as being as much as 25 percent eligible.

And with this particular discipline, it has a very long lead time in terms of training to get up to the senior level of this designation.

MR. WOLNIK:  I mean, I have some questions I think for one of the panels tomorrow on unaccounted-for gas.  I wasn't sure whether this was just replacing existing people or whether this was an additional initiative to improve the accuracy of this equipment.  So can you comment on that?

MR. ALTON:  It is for succession planning, as I just pointed out.  There were a number of things that are being done to improve the system, to measure more accurately and to regulate the system with less maintenance, where possible.  So it is an overall operating expense.

MR. WOLNIK:  Okay.

MR. BRETT:  Can I follow up on that?

MR. WOLNIK:  Yes, you bet.
Questions by Mr. Brett:

MR. BRETT:  Tom Brett representing BOMA.  Just on that last point, does that -- I think what I am hearing you say is that, for purposes of succession planning, you are doubling up for a period.  I mean, you're hiring some young people in so they can learn from the retiring guys.

So is it fair to assume that there will be a reduction in that manpower at some point?  As the older men and women retire, the net number will go down?

MR. ALTON:  Correct.  In the long term, it will go down.

MR. BRETT:  How long will you have to double -- what is your learning period?  Like, how long will you have to have that doubling up?

MR. ALTON:  For those particular people, it is up to five years.

MR. BRETT:  Okay.  So you are going to have --


MR. ALTON:  Whether we will have to have a doubling up period for that, higher term, it depends on the individual and how quickly they -- what their previous experience is and so on.

So it could be earlier, and will likely be, depending on the skills of the people that are going into that particular area.

MR. BRETT:  Okay.  So it wouldn't be realistic -- for example, it is probably going to be at least be two years, best case, three years?

MR. ALTON:  Likely.  We would like to have it in that –-

MR. BRETT:  You haven't sort of assessed that or documented what you think the -- when that will actually take place?

MR. ALTON:  No, we haven't.

MR. BRETT:  Could you undertake to do that, give us some indication of how long that process will take?  In other words, how long will the doubling up go, and how much doubling up will there be?

MR. ALTON:  We can provide you with something on that.

MR. BRETT:  Okay.  All right.

MS. SEBALJ:  Sorry, just to be clear, are we talking only about this category?

MR. BRETT:  Yes.

MS. SEBALJ:  So measurement and regulation inspectors?

MR. BRETT:  Yes.  Just effectively the 20 people that John...

MS. SEBALJ:  Yes, the 10 in 2012 and the five in 2013 and how long there is a doubling up of the work force.

MR. BRETT:  Yes.

MS. SEBALJ:  Thank you.

MR. WOLNIK:  Moving on to depreciation, then, can I take you to the Gannett Fleming report, which is Exhibit D2, tab 2, schedule 1?  And I would like to go to page 3-20.  This is your account dealing with services.

Page 60 of 158, by the way.

MS. SEBALJ:  Just while we find that, I don't think I marked the undertaking. It is J1.13.
UNDERTAKING NO. J1.13:  with reference to Gannett Fleming report, at Exhibit D2, tab 2, schedule 1, page 60 of 158, to EXPLAIN DURATION AND AMOUNT OF DOUBLING UP IN MEASUREMENT AND REGULATION INSPECTORS CATEGORY.

MR. WOLNIK:  There we go.  Could you just explain this table, and what it means and -- and in particular, the placement band and experience band?

MR. KANCHARLA:  I will not be able to explain this.  This is done by the Gannett Fleming firm, but if it is a particular question, we can --


MR. WOLNIK:  I guess I would like to understand this a bit more.

My understanding -- I mean, this dates back to 1884.  I would be -– and this deals with services.

I would be surprised, at that age, that you didn't have a period where there was wooden pipes.  I would expect that you had a period of cast iron pipes.  I would expect you would have a period of bare threaded pipe.  Some early version -- well, probably then some steel pipe, coated.  Probably then some plastic, early version of plastic pipe that is being retired early, and hopefully now a series of new plastic pipe that has more longevity to it.

So I am trying to understand how the history is impacting the future.  So that is why I wanted to better understand this table.

So perhaps if you could just request an explanation of this, that would be helpful.

In the prior page, which is 59 of 158 of that report, this is the Iowa curve, dealing with, I think, a plot of those -- some of that information in there.

I am trying to understand the relevance of this chart, given hopefully new services of the new version of plastic pipe that will last longer.

I guess where I am coming from on this, your evidence talks about you are increasing the life of plastic mains; I think it is from 35 to 40 years.  But your comparator companies in Canada have a significantly longer period, 50 to 55 years, so you tend to be significantly less.

Now, you did respond to an IR that we had asked about some of the other factors that contribute to the early retirement of some of these pipes, and I understand that.

But I guess I am trying to understand whether these curves potentially have history in them that may not be relevant for the future, and if so, then perhaps this Iowa curve isn't appropriate, that more recent history might be a better indicator of the future than dating back to services back to 1884, or 1956.

Again, I don't understand what this table exactly means, so...

MR. KANCHARLA:  We will take an undertaking to get that clarification.

MR. WOLNIK:  Okay.

MS. SEBALJ:  I am marking it as J1.14.  It is kind of a -- I guess it is just to explain, basically, both the curves and the table.  And in particular, you mentioned how the past impacts the future.

MR. WOLNIK:  Right.  And whether the 40-year life is still appropriate, in light of, I guess -- in light of that.

MS. SEBALJ:  Thank you.
UNDERTAKING NO. J1.14:  with reference to Gannett Fleming report, at Exhibit D2, tab 2, schedule 1, page 59 of 158, to EXPLAIN TABLE AND CURVES, AND WHETHER 40-YEAR LIFE IS STILL APPROPRIATE.

MR. CASS:  Again, I would just point out in terms of timing, I am not sure that we can make everyone a commitment that this would be answered prior to the settlement conference, because it is an enquiry that has to go out to the expert.

We will answer it as quickly as we can, of course.

MR. WOLNIK:  Understood.  I guess it is a direct follow-up from the -- one of the IRs, so I guess to the extent that we're trying to settle this, it would be clearly, I guess, to everyone's advantage to have that response prior to the settlement discussions.

I would like to also talk about some of the depreciation for plastic mains, as well.  Again, Enbridge in its evidence is proposing to increase the economic life from 50 to 55 years.

This also tends to be significantly less in your comparator companies, where the minimum is 60 and goes up as high as 75 for Gazifère, and I understand Gazifère is also a company owned and operated by Enbridge.

So I guess I am trying to understand that, and specifically if we were to go to, again, this Gannett Fleming report, and it is on page 70.  I generally understand these graphs to try to fit history in order to come up with this depreciation life of 55.

But it seems to me that this proposed 55-year economic life doesn't even remotely match recent history for plastic pipe, that the -- I guess the information plotted for the last 40 years doesn't come -- is always above this Iowa curve and doesn't seem to -- seems to have a much longer economic life than 55 years.

MR. CULBERT:  I am not sure we can provide the context with which Gannett Fleming has reviewed -- you know, what their view is of plastic pipe for Enbridge's operating circumstances versus other entities.  We would have to undertake to have them provide that context.

MR. WOLNIK:  I appreciate that.  But it is just that, you know, the evidence here suggests that it is not -- it is certainly the economic life is well above the 50, 55 year Iowa curve that they proposed.

MR. CULBERT:  I would have to have them provide the context, since they've done the analysis.

MR. WOLNIK:  Okay.

MS. SEBALJ:  I am marking this one as J1.15, which relates to page 70 of Exhibit D2, tab 2, schedule 1.  It is basically an explanation, and providing context with respect to other Iowa curves.

MR. WOLNIK:  Or just this -- just the two, services and plastic mains.

MR. QUINN:  or could we include it as --


MR. SCHUCH:  Can we you will include it with J1.14 as an all-encompassing explanation from Gannett Fleming?

MR. WOLNIK:  I am happy to combine them.

MS. SEBALJ:  That's fine.  We will make it part of J1.14.

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

DR. HIGGIN:  Roger Higgin here.  I am ready to go, if that is okay.
Questions by Dr. Higgin:

DR. HIGGIN:  I am going to start with one schedule and then go from there.

So if you could turn up Exhibit I, D1, schedule 20.3, and we will start at page 1.

So this is just to orient where I am going to go with my series of questions.

The first series of questions is just to clarify the responses to line 5.  That is the other O&M that I received in two or three IRs that follow.

And the other one is to go through and pick up a few extra questions on line 2, the RCAM methodology, okay?

So we're going to start with the line 5.  If you could turn over the page on this IR, you will see this is what we asked for, the breakout of salaries and wages, benefits in other O&M.  That's fine, and that reconciles to your main O&M schedule, okay?  So that is the first thing.  It does reconcile.

So if we could then go to my next IR, and then see where I can get these clarifications.  That is D1, schedule 20.4, and then go to page 2 of that.  Then let's start in the middle of this response and look at the column for 2013.

First of all, this is, I believe, base pay, but the total amount is well in excess of the amounts shown in the other schedules.  So could somebody help me start with that question as to the difference between what is shown in this response and what was shown in the prior schedule that is D, 20.3.

MR. KANCHARLA:  Subject to check, the difference could be in the second IR, D1, 20.4.  These relate to the salaries of all of the categories that are included in the first IR that you referred.

For example, some of the salaries in the base pay on the second page could be in the demand side management program, and some could be in the customer care services chart, as well.  I need to check, but that is the difference.

DR. HIGGIN:  So we will go to a couple of undertakings.  I would like to get that clarified, just what is included.

Then coming to the bottom of this schedule, this seems to present what we will call incentive pay and pensions.  Am I, first, correct in what this represents?  That would be additive to base pay; is that correct?

MR. KANCHARLA:  That's correct.

DR. HIGGIN:  So I would like to do, then, is ask for an undertaking to clarify those numbers and reconcile them to the previous interrogatory, and there is also a Board staff one that has that.

Anyway, that is page 2 of 20.3.  So that is to reconcile those, and also to do, finally, a summation showing the total costs for the categories by year and clarifying what is included, what is not included and reconcile to the prior schedule, because I was quite confused about what I was looking at here, to be honest with you.

So my next question relates to the next page of this, and I was even more confused when I got this.

MS. SEBALJ:  Sorry, Dr. Higgin, I am just going to mark that as 1.15.

DR. HIGGIN:  Right.  Thank you very much.
UNDERTAKING NO. J1.15:  to reconcile the figures in Exhibit I, issue, D1, schedule 20.3 and 20.4 showing the total costs for the categories by year and clarifying what is included, what is not included.


DR. HIGGIN:  What I was trying to ask for was -- and this may have been like two ships passing in the night.  I was looking for total compensation, and I got something called "total cash compensation" over this period, and I don't understand where these numbers came from.  Do you know?

MR. KANCHARLA:  Maybe we can take an undertaking or we can discuss -- I think the HR panel is next.  I think so.

DR. HIGGIN:  Right.  Just to be clear, so adding to that -- you could add it to the other undertaking.  What I am trying to get at is, by each category of employees, base pay followed by incentive pay, overtime and incentive pay, and so on, so that we see the total costs of your payroll.  That is what I am trying to get at.

MR. YUZWA:  Just so I can be clear, Doctor.

DR. HIGGIN:  Yes.

MR. YUZWA:  What you're looking for is by year what our compensation costs are, total compensation?

DR. HIGGIN:  Yes, broken down, though, by those categories.

MR. YUZWA:  Okay.  The reason I was wanting clarification, because I believe what you are referring here is cash compensation, which is separate and distinct from total compensation.  It is a subcategory where benefits and long-term incentive programs are non-cash compensation, and they are included in our total compensation amounts that go into our total compensation expenses.

So I just wanted clarification on that.

DR. HIGGIN:  Yes.  I am looking at that.  So keep the word "cash" out of it.

MR. YUZWA:  So we will ignore this one and talk about clarification by year, total compensation, if we could break it down between base, incentive, both short term and long term?

DR. HIGGIN:  Yes, and benefits.

MR. YUZWA:  Benefits separated?

DR. HIGGIN:  Yes, please.

MR. YUZWA:  Would you like pension separated, as well?

DR. HIGGIN:  Yes, please.

MR. YUZWA:  Okay.

DR. HIGGIN:  So Mr. Yuzwa told us what the undertaking is.  I don't think he needs to repeat it.  So could we have a number, please?

MS. SEBALJ:  Yes.  It is J1.16.
UNDERTAKING NO. J1.16:  TO PROVIDE, BY YEAR, TOTAL COMPENSATION BROKEN DOWN BETWEEN BASE, INCENTIVE, BOTH SHORT TERM AND LONG TERM, BENEFITS SEPARATED AND PENSION SEPARATED.

DR. HIGGIN:  Thank you very much for that.

Now, my next questions are on the next of our IRs, just some clarifications, and that is D1 -- sorry, Exhibit I, D1, 20.5, which has four pages.

I am going to come to page 3 of that response.  So this is a fairly straight question.  I hope it will be easy.

So if you look at the top line, which is the RCAM amount of the stock-based compensation, that is what the line shows over the period.

What we would like to do is to do a comparison of that projection to the one that was part of your evidence in the second phase of the RCAM proceeding, which is EB-2006-0034.  The decision was in May 2008.

So in there you did have projections -- I'm talking now about the totals.  I don't have the breakdown between the different categories, but just to -- I would like a comparison of the -- this projection with that projection that was filed in that proceeding.

So that is an undertaking, please.  Is that clear?

MS. SEBALJ:  Sorry, I don't know who you are asking, but does Enbridge accept the undertaking?  Sorry?

MR. YUZWA:  If I can just clarify that, Dr. Higgin?  You are looking for -- we did a projection in 2008 and filed as part of our evidence what the LTIP estimation would be, and you would like us to compare that to the table at the bottom RCAM, EGD direct LTIP costs on issue 1, schedule 20.5, page 3 of 4?

DR. HIGGIN:  That's correct.

MR. YUZWA:  Okay.

DR. HIGGIN:  Thank you very much.

MS. SEBALJ:  That is J1.17.
UNDERTAKING NO. J1.17:  TO COMPARE THE TABLE AT THE BOTTOM RCAM, EGD DIRECT LTIP COSTS, ON ISSUE 1, SCHEDULE 20.5, PAGE 3 OF 4 TO PROJECTION FILED IN 2008 AS PART OF EVIDENCE ON LTIP ESTIMATION.

DR. HIGGIN:  So I am now going on to the next thread that was -- we started on, and that is back to RCAM, in a sense.

What I would like to do is to now pick up a couple of questions on one of our interrogatories, and that would be Exhibit I, issue D5, schedule 20.5.  That is D5, 20.5.

I will start with page 1.  So this response, if you look at it, in part b), it says:

"Please indicate when the EI service HR Enterprise Business Solutions..."

And there is a number there, which is $2 million a year, "...was initiated."  And then secondly:

"How much of that service is allocated to EGD?"

So this, by way of context, is a new service that appeared on -- in the RCAM at that point in time, as the response says.

So what I would like to do is to follow up on that one, and I have got a question -- a copy of the service summary.  So what I am looking for is the business case for that particular service that was reviewed by MNP.


In other words, what did they look at?  Never mind what it is now; what did they look at in their review?

So I think Mr. Yuzwa knows what I am talking about.  So could you summarize it again?  Thanks.

MR. YUZWA:  Sure.  I believe, Dr. Higgin, your request is with respect to the HR Enterprise Business Solution, which was initiated in 2011 and commenced at that point in time to result in an RCAM charge to EGD.  Could we please supply the business case or supporting documentation that MNP would have reviewed in their evaluation of that service in their 2012 report review?

DR. HIGGIN:  That's exactly it.  Very nicely put.

MR. YUZWA:  Will do.

MS. SEBALJ:  That is J1.18.
UNDERTAKING NO. J1.18:  to SUPPLY THE BUSINESS CASE OR SUPPORTING DOCUMENTATION THAT MNP WOULD HAVE REVIEWED IN THEIR EVALUATION OF the HR ENTERPRISE BUSINESS SOLUTION IN THEIR 2012 REPORT REVIEW.

DR. HIGGIN:  And then just by way of context, again, this was one of three services that failed, the MNP third-prong test.  Okay?

The other two were employee development, and then the other one was -- let me just pull it up.  I think it was finance.  It was capital financing; is that correct?

MR. YUZWA:  Mm-hmm.

DR. HIGGIN:  Yes.  So those are the three cases that failed the MNP third prong.

So I would like the other two business cases for -- those other two cases as they were reviewed by MNP for those other two cases, which are human -- sorry, employee development and capital financing.  Okay?

MR. YUZWA:  So just for clarification, Dr. Higgin --


DR. HIGGIN:  Yes, please.

MR. YUZWA:  -- I am not sure that there is a specific business case.  I think there is a service schedule.

DR. HIGGIN:  I've got those.

MR. YUZWA:  And supporting information which relates to the services that are being requested from Enbridge Inc. to be provided to Enbridge Gas Distribution in those areas.

So I think that will form the basis for it, but I can certainly follow up with MNP and we will certainly do so for clarification.  But I think in things like capital management, et cetera, I'm not sure that there is a specific business case that will have, like, a valuation on it.  I think it will probably be more related to the service schedule.

So just for clarification, but I will certainly enquire of MNP as to what they evaluated in their assessment of the service schedule for those three services.

DR. HIGGIN:  Right.  That would be very helpful.  Thank you.

MS. SEBALJ:  J1.19.
UNDERTAKING NO. J1.19:  to ASK MNP WHAT THEY EVALUATED IN THEIR ASSESSMENT OF THE SERVICE SCHEDULE FOR EMPLOYEE DEVELOPMENT AND CAPITAL FINANCING SERVICES.

DR. HIGGIN:  Thank you.  Those are my questions.  Thank you very much.

MS. SEBALJ:  Can I just -- it is almost five after one.  I don't know how long you plan to be, Mr. Quinn.  Or do you have any questions?

MR. QUINN:  I do have a couple of questions and a couple of follow-ups from this morning, but I might be 10 to 15 minutes.

MS. SEBALJ:  Then Staff?  So that is another 20 minutes standing between us and lunch.  I don't know how you feel -- and that is an estimate, of course, which probably means more like 30.

I know this witness panel is largely not returning, so I don't know -- and I also look to Teresa.  I don't know how everyone is feeling about being in the room for another 30 minutes.

Shall we break or shall we -- okay, let's break and return at two; is that reasonable?

MR. CASS:  Yes.

MS. SEBALJ:  Thanks.

--- Luncheon recess taken at 1:08 p.m.

--- On resuming at 2:02 p.m.

MS. SEBALJ:  All right.  Welcome back, everyone.  Mr. Cass, did you have something --


MR. CASS:  I just wanted to mention one thing.  I started the day very concerned about how we could keep on schedule and I don't want to put a jinx on that.  However, if we are a little ahead of schedule as we go through this afternoon, I wanted everyone to be aware the witnesses on panel 4 are here and are available.

So if it did happen that we were able to get to them, it would certainly be Enbridge's plan to bring them up before the end of the day.

MS. SEBALJ:  Sure, sounds great.

MR. CASS:  Thanks.

MS. SEBALJ:  Now, we were continuing with panel 2.  Mr. Quinn, are you next?
Questions by Mr. Quinn:


MR. QUINN:  Yes.  I am not maybe going to be as long, but some of the questions are best left for panel 6.  I will try to focus all of my questions in that area on panel 6.

But I was doing a follow-up this morning, and it was out of the Board Staff IR 1, 1.15.  So it is schedule 1.15, the charts that were on page 2 of 2.  You remember a discussion this morning, Kevin?

MR. CULBERT:  Yes.  Yes.

MR. QUINN:  Okay.  You directed me to the evidence in - and I want to make sure I got the reference right - tab 13, schedule 1, page 9?

MS. SEBALJ:  Can you just repeat the reference for us, please?

MR. QUINN:  I'm sorry?

MS. SEBALJ:  Just repeat the exhibit references.

MR. QUINN:  Exhibit I, issue D1, schedule 1.15.  Sorry, that's it.  It is on page 2 of 2.

So I was following up on the line that had energy supply, storage, regulatory and have a couple of questions in that area.

I was trying to find those folks in the functional breakdown and I couldn't see the categories that they may land under with, the minor exception of regulatory support and gas control management near the bottom there, five people.

MR. CULBERT:  Correct.  It is five FTEs.

MR. QUINN:  Five FTEs.

MR. CULBERT:  Right.

MR. QUINN:  So you referred me to Exhibit D1, tab 13, schedule 1, page 9; is that correct?

MR. CULBERT:  Correct.

MR. QUINN:  And I read -- I saw the tables and I read, but at a high level, am I reading this right that the people that you're referring to are regulatory staff required for this rebasing application, at a high level?

MR. CULBERT:  You're referring to paragraph 23.  So as explained in paragraph 23, or commencing in paragraph 23, the five FTEs were for resources for a return to cost of service format, a resource undertaken for that, for a review and generation of a next IR model, GTA system reinforcement project, a senior position related to that, and then the impact of gas control management positions that were hired in 2011, but are partly effective -- well, partly effective in 2011.  Therefore, the comparison year over year is there is only about two FTE equivalent for those two positions.

So that makes up the five FTE variance.

MR. QUINN:  So just breaking that down, if I may, the nine that are part of the GTA, they're in energy supply, storage and regulatory?

MR. CULBERT:  That's correct.  They became part of the ESS DR, the ESS DR budget, yes.

MR. QUINN:  So these are more business people than engineering people that are on the GTA project; is that a fair assumption?  I guess I would have thought they would be under engineering, the GTA project.

MR. CULBERT:  I need that schedule.

MR. YUZWA:  He wants to tie this into that schedule.

[Witness panel confers]

MR. CULBERT:  Yes.  I would have to -- I will talk with the GTA project manager to determine whether or not those nine positions are for GTA.

MR. QUINN:  Okay.  Something just didn't add up.  Maybe if you would take that as an undertaking to clarify that?

MR. CULBERT:  Yes.

MR. QUINN:  Because the main area of concern that I had - and I just want to ask that question - is on the breakdown of the four employees that are now -- the total of the four that are now going to be moving forward in 2013.  Is that true that these people would still be there in 2013 for gas control?

MR. CULBERT:  I believe so, but subject to check.

MR. QUINN:  Okay.  Now, gas control is the function that is managing the storage operations?  Is that accurate, or is there a broader...

MR. CULBERT:  Again, we could discuss this with Jody Sarnovsky, who will be here on another panel.

MR. QUINN:  Again, that is panel 6 I guess again.

MR. CULBERT:  Yes.

MR. QUINN:  I will defer to them, Kevin.  That's fine.  Thank you.

MS. SEBALJ:  Just to be clear, then, there was no undertaking provided.  We are just going to defer this to panel 6?  Okay, thanks.

That leaves us, I think, Board Staff.
Questions by Mr. Cooney:


MR. COONEY:  I will go ahead, thanks.

I just had a question with respect to RCAM.  I believe the first part of my question was addressed through Dr. Higgin's line of questioning, so I will just move to the second part.

It is under issue D5.  It is Board Staff Interrogatory No. 4, so I-D5, schedule 1.4.  Yes, that's it.

Thanks.  So, yes, there is a term there used about halfway down, I think.  It is "simplification of existing complexities".  I don't exactly know what that means.  So I was wondering if you could just sort of delve into what Enbridge means by that at that entry there.

MR. YUZWA:  Sorry.  Can you tell me where that is on that page?

MR. COONEY:  Do you have the response there?  It is in the third-last line.

MR. YUZWA:  Oh, in the response?

MR. COONEY:  Yes, it is in the response there.

MR. YUZWA:  Okay.

MR. COONEY:  It is now highlighted, actually.

MR. YUZWA:  Okay, perfect.  Certainly.

Under our existing organization, we have a central enterprise financial statement, but there is ancillary operations that use various mechanisms - mainly Excel spreadsheets, et cetera - to provide input documentation and to provide subsystem information into our main general ledger or financial processing systems.

So through the upgrade of our enterprise mechanism, what we've got is Oracle system, from a financial statement perspective, which is a decade old, is sunsetting and will no longer be supported by Oracle over the next several years.

And, as a result, we're looking at an enterprise solution, and EGD participating in that, that will benefit Enbridge and all of its entities taken as a whole.

Included in that will be the integration of a lot of these subsystems and the elimination of the complexities of Excel spreadsheets, which have lower control capability and more manual intervention.

So although we haven't gone through and quantified those, those are some of the qualitative benefits that we see coming from entering into this arrangement with our parent to have an enterprise solution.

Similar, on the HR side, PeopleSoft, which is now owned by Oracle, the version that we have through our organization is also being sunsetted due to the age of it, and we are looking at the similar sort of situation of incorporating Enbridge Gas Distribution into an enterprise-wide solution, the simplification of pay periods from multiple, different pay periods based on collective agreement, et cetera, and going to consistency in pay periods, like biweekly pay, things along those lines that will streamline our operation and, in long term, benefit -- lower the incremental cost of processing each transaction, but we haven't done any qualitative -- or quantitative analysis to be able to support that.  So we look at it as a qualitative benefit in the reduction and administrative burden through the simplification of existing complexities; that is the context to that statement.

MR. COONEY:  Okay.  Thanks.  I was going to have the follow-on question as to:  You haven't made any efforts to quantify that?  It is just all qualitative improvement?  Like, you couldn't put a dollar value on...

MR. YUZWA:  Oh, I think there is an extremely large amount of effort that would go in, in looking at each subsystem and the cost of processing a transaction now to the cost of processing a transaction under the proposed design for the implementation of the new one.

So at this point in time, we have not made a quantitative assessment.

MR. COONEY:  Okay.  All right.  Thanks.  That is all of my questions.  Fiona?

MS. O'CONNELL:  I will switch to issue D10, please.  Reference Exhibit 1, issue 10, schedule 1.1.

So essentially in the response to this Board Staff interrogatory, Enbridge declined to provide the tax return for EGDI.

I have two questions.

One, have you ever provided your tax return in the past in a prior Board proceeding?

MR. YUZWA:  No.  Not to my knowledge.

MR. CULBERT:  Yeah.  To the best of our knowledge, we have not provided it in a Board proceeding, no.

MS. O'CONNELL:  Okay.  And you are still prepared not to file it in this proceeding?

MR. YUZWA:  Agreed.

MS. O'CONNELL:  Are you prepared to file it in confidence?

MR. YUZWA:  No.

MS. O'CONNELL:  The reason why I ask is that there are some sections of the tax return which are relevant to the calculation of the revenue requirement.

For example, schedule 8 on the T2 tax return, the CCA deduction, ties -- part of it should tie to the exhibit in your tax section.  That's your response to Exhibit I, issue D10, schedule 1.4, where you have the CCA schedule, and then you have the total and then you subtract out your non-utility and shared asset eliminations to get the utility CCA.

So I am just interested in tying to your tax return the rather significant CCA deduction that is incorporated into your utility tax provision.

[Mr. Yuzwa and Mr. Culbert confer]


MR. CULBERT:  Yes, we understand what we believe your issue is.  And that is something we could provide, is that schedule from the tax return, but we don't believe it is necessary to file the entire tax return.

MS. O'CONNELL:  Okay.  And the reason for that is essentially you feel that there are areas that are not relevant to the -- to this proceeding?

MR. CULBERT:  Correct.

MS. O'CONNELL:  Are they material?

MR. YUZWA:  Material to what?

MS. O'CONNELL:  From a ratemaking standpoint.

MR. YUZWA:  No.

MR. CULBERT:  No.  What we responded is there are some unregulated -- there is unregulated information in there in a consolidate fashion.  It isn't pertinent to the discussion of the utility taxes and whether they're derived --


MR. YUZWA:  Correctly.

MS. O'CONNELL:  So if it is not material, then wouldn't a reasonable person assume that you could provide it and put it on the record in the proceeding?

MR. YUZWA:  But it contains information which is not relevant to ratemaking, and it relates to our unregulated and non-utility based businesses.  And we would prefer it not to be on the record.

For the record, in the past, Enbridge has cooperated fully in terms of the OEB's request to audit the financial statements and tax returns in the past, and we would be welcome and open to that.

We would just prefer that the document not be filed on the public record, because of the confidentiality of our ancillary businesses.

MS. O'CONNELL:  Okay.  So I guess the response I'm getting from you is that you are prepared to file schedule 8 --


MR. CULBERT:  We --


MS. O'CONNELL:  -- as an undertaking.

MR. CULBERT:  Yes.  We could provide a copy of schedule 8.

MS. O'CONNELL:  Okay.  Thank you.  Schedule 8 of the T2 2011 tax return.

MS. SEBALJ:  That is Undertaking J1.20.
UNDERTAKING NO. J1.20:  to PROVIDE SCHEDULE 8 OF T2 2011 TAX RETURN.

MR. QUINN:  Can I ask a follow-up, if I may?

First off, you used the term "unregulated."  Would you agree with me that your storage operations are unregulated in terms of price as a result of NGEIR?

MR. CULBERT:  Unregulated in terms of price?  They're unregulated in terms of -- ultimately at the end of the day, sure, they're unregulated in terms of price.

They're also unregulated in terms of how they go about their operation, as well.

MR. QUINN:  As part of an integrated storage pool, how do you separate those operations that are unregulated so that they're not in the purview of this Board?

MR. CULBERT:  Well, in response to the question from Board Staff, we provided a response where we do reconcile corporate income to utility income, which shows all of the adjustments/eliminations that are made for activities such as the unregulated storage business.

So those are all part of a reconciliation that is provided every year.

That gets you to what is the taxable income for the utility.  So providing information with respect to how that unregulated storage business is able to calculate its taxes isn't really pertinent to the question about the utility taxes, as far as we're concerned.

MR. QUINN:  I'm looking at this more broadly than just the tax question.  I am just trying to get clarity so that we don't have to go through this late in the hearing, but I'm trying to get a common nomenclature.

You call it unregulated; I call it non-utility.  If you noticed our questions this morning, they were about non-utility.

Our view is that the utility -- the storage operations are integrated, as we discussed this morning.  And to the extent that operation of those utilities, it falls under the -- operation of that storage by the utility falls under the purview of this Board, there is a potential that non-utility business could impact allocations to the utility storage operations.

Would you agree there is a potential of that occurring?

MR. CULBERT:  I'm not sure I understand the context of what your comment is.

Could the unregulated business have some impacts on the regulated business?  Is that what you're asking?

MR. QUINN:  Could the non-utility business have impact on the utility business?

MR. CULBERT:  Well, again, our perspective is that you don't need to see the details of an unregulated entity to understand whether or not allocations of costs between a regulated and unregulated business are appropriate.

MR. QUINN:  And that is your view, and we would hold a different view.

Would you agree with me simply that the Board still has purview over those allocations?

MR. CULBERT:  Over the allocations between the two entities, yes, I agree they have purview over the allocations.

MR. QUINN:  Okay.

MR. CULBERT:  Whether or not the end result of the unregulated business is pertinent is what we don't agree with.

MR. QUINN:  I agree.  We don't agree.  I just wanted to get clarification, and possibly to the extent that it's important that we separate non-utility from unregulated.

Thank you.

MS. SEBALJ:  Mr. Shepherd?
Questions by Mr. Shepherd:


MR. SHEPHERD:  Hi.  I rushed up, because I heard the discussion about the tax return.

I'm not sure I understand the rationale behind refusing to file a source document.  Could you help me with that?

MR. YUZWA:  I'm sorry, Mr. Shepherd.  You're asking why I refuse to file?

MR. SHEPHERD:  Yes.  I don't understand the rationale, because the Board's rule is if there's material and relevant information in a document, you have to file it.  You might have to file it in confidence, but you do have it file it.

So I'm not sure why this is different.  So could you help me with that?

MR. YUZWA:  Well, I'm not quite sure that the question has not been requested and answered, the reason the tax return was filed.  The reasons, therefore, were questioned.  Board Staff answered what they were looking for with respect to that.


The company files its reconciliation of its taxable position for the utility operations and, therefore, is supplied sufficient information to address the questions with regards to rate-making from a taxation position.

With the filing of schedule 8, I think that we've offered that up and I am not quite sure that there is pertinence to the remainder of our non-utility operations, which are included in the tax return, for the public record.

MR. SHEPHERD:  The fact that there is irrelevant information in the document does not matter to the Board.  The Board's rules are very clear.  If there is material and relevant information in the document, you are required to file it.

So I am not sure whether Board Staff is withdrawing its request for it, but whether they are or not, School Energy Coalition would like to see it.  It has been requested in an interrogatory and we're asking you to file the document.

File it in confidence if you think there is commercially sensitive information.

MR. CASS:  Well, Jay, I don't think we're going to advance matters by arguing this at a technical conference.

I think the company has made its position clear.  It has done its best to describe the rationale for its position.  I don't know how much farther we can take it here today.

MR. SHEPHERD:  Well, no.  I came up here to make sure that nobody got the impression that the company has answered the request.  The company has not answered the request.  There is still a request outstanding for the tax return.

If I understand correctly, what you're saying is that your position is that because there is irrelevant information in the document, you don't have to file it; is that right?

MR. YUZWA:  No.  I think the term I used is the non-utility business of the organization is not public information.  It's part of the confidentiality of our organization, because it contains competitive information.

As a result, we would prefer it not to be on the public record.  The OEB has the ability -- and the company has cooperated in the past with an audit of our financial position and our tax returns.  And, as a result, we cooperated fully for them to gather the information necessary to support their position.

We would cooperate with that, as well.  The company's preferred position is that it not be filed.

MR. SHEPHERD:  I understand that.  What I am asking is the reason under the Board's rules why you think you don't have to, because now this is an intervenor asking for it.  Board Staff may be able to see it because of the regular filings, but we can't unless you file it in this proceeding.

And, therefore, we're asking what rule -- what Board rule are you relying on to refuse to file?  We are entitled to know that, right, Fred?

MR. CASS:  I actually don't know what you are referring to, Jay, when you say a Board rule.

I think what the witnesses are trying to describe to you is their view - and, in fact, Enbridge's view, shared by me - that it is not relevant or useful to have a tax return with information that consolidates regulated and unregulated businesses in a fashion that is not going to advance any issues in this proceeding.

The witnesses did agree to provide a particular schedule from the tax return, because it appeared that that had some relevance that might advance something in this proceeding.

I heard Mr. Yuzwa quite clearly say - with which I agree, and I think it is Enbridge's position - that the rest of it is not of pertinence - that was his word - to this proceeding, because it presents information on a consolidated basis.

MR. SHEPHERD:  Okay, so I am making a clear -- I don't think that is a legitimate reason not to file it.  I am asking for you to file it.  I just want you to say yes or no.

MR. CASS:  The answer is no.

MR. SHEPHERD:  Thank you.  I can go back.
Questions by Ms. O’Connell:


MS. O'CONNELL:  Okay, I am going to move to issue D24.  That is Exhibit 1, issue D24, schedule 1.1.

Essentially this is to deal with the RRR, section 2.16.  I have a question that I may have already got an answer to just a minute ago, but I will ask it again.

Is Enbridge's unregulated business material to Enbridge from a rate-making standpoint?

MR. YUZWA:  No.

MS. O'CONNELL:  Okay.  Does Enbridge's -- you said that essentially, from a financial reporting perspective, CICA Handbook section 17.01, paragraph 19 -- you went through the test that Enbridge's unregulated business does not meet any of the following tests, i.e., its reported revenue is not 10 percent or more of its combined revenues, internal and external, of all operating segments.

MR. YUZWA:  Agreed.

MS. O'CONNELL:  The absolute amount of its reported profit or loss is not 10 percent or more, or greater in absolute amount of the combined profit or loss of all -- profit of all operating segments that do not report a loss?

MR. YUZWA:  Yes.

MS. O'CONNELL:  The combined reported loss of all operating segments that did report a loss -- the absolute amount of its profit or loss is not 10 percent or -- 10 percent or more in absolute amount of the combined reported loss of all operating segments that did report a loss?

MR. YUZWA:  Agreed.

MS. O'CONNELL:  Its assets are not 10 percent or more of the combined assets of all operating segments?

MR. YUZWA:  Yes.  And as the next paragraph says, our financial statements are subject to an external audit by PricewaterhouseCoopers, and they agree with management's assessment and part of their audit procedures, including the compliance with generally accepted accounting principles.

Now, 1701 of the CICA Handbook no longer applies to Enbridge, as it files under US GAAP, but you are correct the main thrust of US GAAP is the same.  It is a little more quantitative in terms of its guidance than the CICA Handbook was, but in all material respects your questions are -- we agree that the unregulated business is not greater than any of the quantitative guidelines that are included in the handbook section of the CICA, or the US GAAP AICPA codification.

And PricewaterhouseCoopers has agreed with management, through the issuance of a clean audit opinion for all years to 2011.

MS. O'CONNELL:  Can you update Exhibit A3, tab 5, schedule 1 with a separate column showing the unregulated business as a distinct component of audited consolidated income?  A3, tab 5, schedule 1.  Yes, that's it.

MR. CULBERT:  I think we already provided a response that we don't necessarily have that information in this format and we're not prepared to do so, no.  It is not a separate -- as Mr. Yuzwa has pointed out, it is not a separate segment that is required, from a financial reporting perspective, inside of our statements.

MR. YUZWA:  And management does not feel that it is material to the overall organization taken as a whole, or to the rate-making process as agreed to by our external auditors.  So...

MS. O'CONNELL:  Do you think that information about your unregulated business would be helpful to readers of your audited financial statements?

MR. YUZWA:  No.  If we did, we would disclose it.

MS. O'CONNELL:  Are your operating results, regulatory -- are the operating results of the unregulated business regularly reviewed by your enterprise's chief operating decision maker to make decisions about resources to be allocated?

MR. YUZWA:  All business segments are reviewed by our chief operating officer, but that's separate and distinct.

Every departmental budget is also reviewed, but we don't include that in our audited financial statements.

So if I can interpret or assume where you're going with that, does management manage the unregulated or non-utility part of the business?  The answer is unequivocally yes, and actively, but that still doesn't make it material to the operation of EGDI from a financial statement standpoint or a disclosure standpoint, or for ratemaking purposes.

MS. O'CONNELL:  Thank you.
Questions by Mr. DeRose:


MR. DeROSE:  I'm going to –- sorry, Vince DeRose here.

I am going to put on the record, Fred, that a lot of the answers that have just been refused to be given, I am going to consider them myself and whether that is something that we have to deal with at the hearing before the panel it is something we may have to deal with.

But sort of just preserving my position here, and just want to give you a heads-up that silence is not acquiescence.  So...

MS. SEBALJ:  Does anyone have anything else for this panel?

DR. HIGGIN:  Yes.  Roger Higgin.  I had one follow-up I forgot before.  Could I do that?

MS. SEBALJ:  Yes, absolutely.
Further Questions by Dr. Higgin:


DR. HIGGIN:  Yes.  This was with respect to VECC Interrogatory No. 1 at Exhibit I, D6, schedule 20.1.

Specifically, I would like to just follow up on part d).  Okay?  Of that interrogatory response?

Part d), the response is:  "See attachment 4... for the SLAs," da-da, da-da.  Okay?

So my problem is this.  Let's start with, perhaps, attachment 4, please.  Flip it round.  That's it.

So looking at 2011, which corresponds to the SLAs that were filed as an attachment, the SLAs, I can't reconcile the numbers in that column in attachment 4 to the SLAs, at all.

So what I would like to understand is exactly that.  How do those costs relate to the service level agreements that are attached in the outbound services?

Now, that was the main thing.  I would just like to understand what is going on with respect to that.

So I don't know who prepared this schedule, but, you know, maybe they can reconcile them; I can't.  Okay?

So that is the undertaking I would like, please, and that is to reconcile the cost, outbound service costs for Gazifère, which is a subsidiary of EGD, just for those who don't know –-

MR. YUZWA:  Actually, if I could correct you, Dr. Higgin.

DR. HIGGIN:  Yes.

MR. YUZWA:  Gazifère is a subsidiary of Enbridge Inc.

DR. HIGGIN:  Okay.

MR. YUZWA:  Not a subsidiary of Enbridge Gas Distribution.

DR. HIGGIN:  You are the service provider?

MR. YUZWA:  Yes, we are.  Yes.

DR. HIGGIN:  With the exception –- and I should note this exception -- of corporate charges, which you tell me in part d) go directly?

MR. YUZWA:  Right.

DR. HIGGIN:  Right.  So these are outbound services from EGD to Gazifère?

MR. YUZWA:  Agreed.

DR. HIGGIN:  So what I am trying to understand is, looking at the SLAs and looking at the costs in this schedule, I can't reconcile them.  So that would be helpful.  That is the first part of the undertaking.

The second part is can you tell me whether the last two lines - which are gas costs and gas cost adjustments - are part of the SLAs or not?  I don't think so.

And therefore the undertaking should deal with those -- leave those out in the reconciliation.

What I am interested in is the service costs, the outbound service costs to Gazifère.

MR. YUZWA:  All right.

DR. HIGGIN:  So if you can have someone work on that, it would be appreciated.  Thank you.  That is an undertaking?

MS. SEBALJ:  Yes, it is.  After reading the head nod as accepting –- that you accept the undertaking, it's J1.21.
UNDERTAKING NO. J1.21:  to RECONCILE SLAS AND Gazifère OUTBOUND SERVICE COSTS IN THIS SCHEDULE.

DR. HIGGIN:  Right.  Is that clear enough, the undertaking?

MR. YUZWA:  Yes.

DR. HIGGIN:  Thank you.  So that was my follow-up questions.  Thank you.

MS. SEBALJ:  Hearing no one else jumping up, I think - with our thanks to panel number 2 - we will now move to panel 3.
ENBRIDGE GAS DISTRIBUTION – PANEL 3:  HR COST, PENSION, OPEBS & USGAAP

Sheila Trozzi


Asha Patel


Barry Yuzwa


Kevin Culbert


Manuel Monteiro

MR. SCHUCH:  For the record, starting before Mr. Yuzwa, the new members of the panel are Asha Patel, Manuel Monteiro and Sheila Trozzi.

Mr. Monteiro is from Mercers.

If memory serves, all three, I think, testified in the 2012 rate adjustment proceeding, so any of those in the room who participated in that proceeding will remember them from that particular case.

We are getting to that time of the afternoon when the sun starts coming in from the west, so please let us know if it is uncomfortable, either too hot or the opposite, and we can try to do something.

MS. SEBALJ:  I haven't canvassed the room.  I know Board Staff has questions for this panel.

Mr. Quinn?  No.

Mr. Wolnik?  No.

Dr. Higgin?

DR. HIGGIN:  No, thanks.

MS. SEBALJ:  No.

Randy?

MR. AIKEN:  No.

MS. SEBALJ:  Tom?

MR. BRETT:  No.

MS. SEBALJ:  All right.  It's all you, Fiona.
Questions by Ms. O'Connell:


MS. O'CONNELL:  Okay.  Great.  I am going to start off with issue O5.  That's Exhibit 1, issue O5, schedule 1.3.

I am just trying to get a greater understanding of your future, your 2013 TI CDAs and future year TI CDAs that you're requesting.

From what I understand, is that it is just going to capture the uncleared balance in the 2012 TI CDA, if it is approved by the Board and forward.

So is that understanding correct?

MR. YUZWA:  Yes.

MS. O'CONNELL:  So say there is a change in US GAAP; for example, say, in 2015 the corridor method goes away, just hypothetically speaking, and you have to -- and there is a change in your accounting for, for example, unamortized actual gains and losses.

Would you be putting any of those amounts in the TI CDA?  Future US GAAP impact changes?

MR. YUZWA:  Right.  I guess I will have to qualify that because it is hypothetical.

However, on a go-forward basis, it would depend upon whether the change was a requirement, like the one that was in place here, or whether or not there would be options to continue along the same methodology that we would have.

I guess the best way that I could put it is, if there was a substantial change in US GAAP that resulted in potential change to the accounting for the amount that we're clearing through the TIACDA account, we would come to the Board with a request for any change in accounting treatment and the implications thereon.

MS. O'CONNELL:  So that would be in a separate application before the Board for any new principal amounts in the TIACDA that are different than the proposed $90 million that you are requesting in the 2012 TIACDA?

MR. YUZWA:  That would be my assumption, yes.

MS. O'CONNELL:  Okay, thank you.

MR. YUZWA:  Mm-hm.

MS. O'CONNELL:  Okay.  If you could go to schedule -- Exhibit 1, issue D4, schedule 1.10, and also Exhibit 1, issue D4, schedule 4.3.  So in the response to these IRs, Enbridge essentially stated that the cash basis cannot be used for financial reporting purposes for OPEB expense under US GAAP.  The accrual basis must be used.

However, Board Staff is contemplating that the cash basis could possibly be used for regulatory purposes.  If the cash basis is used to record OPEB expense for regulatory purposes, can you quantify the dollar impact on the 2013 revenue requirement?

MR. CULBERT:  Yes.  I believe we responded.  I can't recall what interrogatory it was, but we -- the difference between the two is $5.5 million under the accrual method versus approximately $3.8 million under the cash basis.

MS. O'CONNELL:  Okay, thank you.

Next, I direct you to Exhibit A2, tab 3, schedule 2, pages 5 and 6 and pages 9 and 10.

So I just have a question about this.  My first question is this is -- you did the sensitivity analysis on the asset returns.  Is it a 20 percent absolute amount or is it 20 percent of, say, a 5 percent return, so -- or 4 to 6 percent range of 5 percent, or is it plus or minus 20 percent from a 5 percent range?

MR. MONTEIRO:  Yes.  It is plus or minus 20 percent on an absolute basis, but only on the equity portion of the assets.

MS. O'CONNELL:  So say the assets return 5 percent in 2012.  Then you are looking at a range from minus 15 to plus 25 percent returns?

MR. MONTEIRO:  That's right, for the equities only.

MS. O'CONNELL:  Why is that return range so large?

MR. MONTEIRO:  Well, I mean, based on -- it is a little bit arbitrary, but based on the Mercers models, a 20 percent swing in equity returns for one year is approximately one standard deviation, which means that there is a one in three chance that the returns will be outside that corridor in any given year.

And it is also -- based on our models, a 1 percent change in discount rates has about the same likelihood.  So when you -- we like to have sensitivity tests that are of equal likelihood.  So 1 percent change in interest rates up or down is roughly as likely as a 20 percent move up or down in equities.

MS. O'CONNELL:  Okay, thank you.

And I noticed that in your prefiled evidence you estimated the impact on the 2013 revenue requirement of a plus or minus 20 percent sensitivity analysis for asset equity return, and plus or minus 1 percent on the yield curve for the OPEB expense, but not for pension costs.

Can you undertake to provide that analysis for pension costs?

MR. MONTEIRO:  Yes.

MS. O'CONNELL:  So that is an undertaking essentially to provide the impact on the 2013 revenue requirement of a plus or minus 20 percent sensitivity analysis for the equity return for pension costs, and also a plus or minus 1 percent sensitivity analysis on the yield curve.

And, also, I would like a description of the impact of the sensitivity analysis on actuarial gains and losses that could be incorporated into future rates.

MR. MONTEIRO:  In terms of other sources of actuarial gains and losses?

MS. O'CONNELL:  I guess what I am trying to get a feel for is if there is a wide asset shock, for example, and you do incur an actuarial gain or loss derived from your base assumptions that are incorporated into your test year revenue requirement for pension costs, and then what would be the impact on those actuarial gains and losses that would be triggered as a result of actual experience versus your estimates that are incorporated into your base rates?

MR. MONTEIRO:  So actuarial gains and losses come from three sources.  There is basically -- because asset returns are different from what is assumed --


MS. O'CONNELL:  Yes.

MR. MONTEIRO:  -- because discount rates change --


MS. O'CONNELL:  Yes.

MR. MONTEIRO:  -- or because there are demographic items.  So the demographic item is usually a pretty small item.  It is usually the asset returns on the discount rates, so --


MS. O'CONNELL:  Those are the two items that I am interested in, you know, whether it be material.

So, basically, the base estimates that you have incorporated into your proposed revenue requirement for asset return and the discount rate, and if there is an asset shock or a yield curve wide variation, what level of actuarial gains and losses would be triggered --


MR. MONTEIRO:  Okay.

MS. O'CONNELL:  -- and could impact future rates.

MR. MONTEIRO:  All right.  Yes, we will do that.

MS. O'CONNELL:  Thank you.

MS. SEBALJ:  So it sounds like a three-part undertaking to me.  It is J1.22.
UNDERTAKING NO. J1.22:  TO PROVIDE IMPACT ON 2013 REVENUE REQUIREMENT OF A PLUS OR MINUS 20 PERCENT SENSITIVITY ANALYSIS FOR THE EQUITY RETURN FOR PENSION COSTS; A PLUS OR MINUS 1 PERCENT SENSITIVITY ANALYSIS ON THE YIELD CURVE; A DESCRIPTION OF THE IMPACT OF THE SENSITIVITY ANALYSIS ON ACTUARIAL GAINS AND LOSSES THAT COULD BE INCORPORATED INTO FUTURE RATES.

MS. O'CONNELL:  Okay.  Next, I direct you to issue DV2, schedule 1.2.  It is in a different file.

So in the response to this IR, essentially Enbridge stated what it would do for financial reporting purposes, but my -- the way -- where my questions lie is that -- what happens if the Board approves Enbridge on a cash basis for regulatory purposes for OPEB expense?  Is recovery of the TIACDA still necessary in 2013 rates and beyond?

MR. YUZWA:  First, I can state that the $90 million that is currently in the TIACDA account - or TIACDA account, as I refer to it - is a legal liability owed to employees to be paid in the future.  On the cash basis, it is the amounts that are paid out.

So OPEB is going to recover that $90 million.  It is just a matter of -- a question of timing.

So for 2013, if we're on the cash basis, the amount that we pay out on the cash basis is going to be what goes into it, similar as to what we have now.

The complexity of staying on the cash basis, when you can't do that on an accounting basis, is you're going to end up with all sorts of difficulty with the maintaining of two sets of books, because the valuation and the amortization is going to result in an additional reconciliation between accounting for -- based on Mercer amounts, et cetera, and actual amounts paid out, that reconciliation between ratemaking books, which would be on the cash basis for OPED and accrual basis for financial accounting.

And that, therefore, has the secondary complication of not making Enbridge's books comparable to other companies in terms of ratemaking basis of accounting.

So there is just some additional administration.

You said:  Can the Board make Enbridge do that?  The answer is unequivocally yes, it is within the Board's purview to do that.  We're requesting it not.

But for 2013, if we were on the cash basis the amount that we would pay out under OPED would be the cash amounts put out, and the 90 million would stay there and we would be cleared over a period of time.

From a financial reporting standpoint, the amount has already been written off to retained earnings, so therefore has impacted the capital structure of the company, from a financial reporting standpoint, and has caused us to review our capital structure as a result.

So the reinstatement of the TIACDA with the ability to collect in rates over a reasonable period of time reinstates our financial statements and our capital structure to the period equivalent to where we were on Canadian GAAP prior to our required transfer to another basis of accounting.

MS. O'CONNELL:  So just to reiterate what you just said, just to further my own understanding, is that if it is on the cash basis, the recovery -- what you're saying is that the recovery of the TIACDA would be rolled into future OPEB expense amounts in the revenue requirement, rather than collected through, say, a rate rider over 15 years, a recovery of the TIACDA?

MR. YUZWA:  Right.  It would be pay-as-you-go.  Because OPEB on a cash basis is pay-as-you-go.

So what that means is what goes into the current year rates and is borne by the current year ratepayer, are benefits that have been earned in prior periods by employers.

So it is not retroactive ratemaking or anything along those lines.  It just means current period employees, as a result of their total compensation plan and the work that they perform today, earn a certain amount of pension and employment benefits that are payable in the future upon their retirement.

The accrual basis allows the matching of the expense as it is incurred by the current period employees to the current period ratepayer.

On the cash basis, you have a disaggregation.

So the current period ratepayer is paying for costs that have been incurred by employers under the compensation program in the past.

So because we had no choice, because of the requirements of accounting -- either US GAAP or IFRS -- of writing off this amount that was earned in the past by our employees, it's been set up in a deferral account.

So in order to provide that matching going forward and to have one set of books for both ratemaking and for purposes of financial reporting, we're asking for the deferral account to be earned over a reasonable period of time in rates.

On the cash basis, the amount that would go into 2013 for purposes of ratemaking would be the expected amount to be paid out.

MS. O'CONNELL:  And if it was rolled into OPEB expense in rates going forward, rather than cleared through a rate rider, over what period would that encompass?

MR. YUZWA:  Well, I can put this in -- help me, Manuel, if you think that I've got this a little bit wrong.

On the cash basis, you don't have, like, a list of employees that you owe, so as they die or go off of benefits, that, you know, that amount can be adjusted.

Your OPEBs are based on a portfolio of employees at any point in time that are earning an amount, and based on their claims for that period and the other benefits that are done, that is the cash amount that the company pays out to compensate for that.

So on a go-forward basis, we're going to pay out a portion of that 90 million plus a portion of things that occur in the future.

So our expectation would be the reasonable period of time would be about 15 years, which is a little longer than the expected annual service life, expected estimated service life of the existing employee group, which I believe is about 13 and a half to 14 years.  So we picked 15 years as our amortization period.  That would be my estimate for when we think the cash pay-out, that 90 million would be collected over.

MS. O'CONNELL:  Just to also clarify one thing that you just said, essentially this is a liability for past service rendered?

MR. YUZWA:  It is a current liability for services rendered by our current employee group.

MS. O'CONNELL:  In the past?

MR. YUZWA:  Based on –- yes.  In the past, yes.

MS. O'CONNELL:  Thank you.

MR. BRETT:  Excuse me, could I ask a question just before you move on?

MS. O'CONNELL:  Sure.

MR. BRETT:  Thank you very much.

I am well over my head in this, but did I hear you say that the company has already written down an amount of earnings, from earnings to account -- and if that is the case, is it the 90 million?

MR. YUZWA:  Yes.

MR. BRETT:  If that is the case, that is regardless of whether you go forward on a cash basis or an accrual basis?  You've already effectively taken that charge against earnings; am I correct in that?

MR. YUZWA:  That would be correct, Mr. Brett.  Yes.

MR. BRETT:  Okay.  Thank you.

MS. O'CONNELL:  Okay.  My last question is regarding issue DV2, schedule 1.4.

So if you scroll to page -- scroll down, scroll down, scroll down.  Yes.

So column A starts with the year ended September 30th, 2001, but I imagine this amount originated many years prior to that?

MR. YUZWA:  Agreed.

MS. O'CONNELL:  When did it originate?

MR. YUZWA:  At that point in time, I couldn't tell you.

The reason the amount originates at that point in time is that was when there was -- that was the fiscal year that Enbridge was required, along with all other companies, to adopt section 3461 of the CICA Handbook, which basically said you can no longer account for pension benefits or OPEBs on the cash basis, with the exception of rate-regulated entities, which were granted an exemption to continue to use the cash basis.

So when we were required to adopt the accrual basis of accounting under US GAAP, US GAAP requires that you retroactively restate your financial statements as far back as you can go.

We took it from 2012 to the beginning of September –- or, sorry, the end of September 2001, in order to determine what the amount was that we would have to write off in our retained earnings for OPEBs, because you were not allowed to set up a regulatory offset or a regulatory deferral account for OPEBs without the express written consent of your regulator.

So at the time that we adopted that, we did not have that, so we had written it off.  And that was the basis for our 2012 application for the TIACDA and the 90 million to be set up, and then the request in the 2013 application for recovery thereon.

MS. O'CONNELL:  So just to clarify, you are not sure how many years this goes back?

MR. YUZWA:  Well, it would go back to -- under US GAAP, I believe the US GAAP standard went into place in about 1984 or 1987.

If you are asking me what the benefit obligation at the beginning of that period is, it would require us to go back and determine when OPEBs came into which specific labour contracts --


MS. O'CONNELL:  No, I'm not asking you that.

MR. YUZWA:  What would the impact -- when those things would be set up, and when the actuarial report that we would use give us that balance.

MS. O'CONNELL:  Okay.  So somewhere in the '80s, somewhere in the '80s it originated?

MR. YUZWA:  That would be my best guess.

MS. O'CONNELL:  Okay.  Then it is my understanding that this was off balance sheet until January 1, 2009.

MR. YUZWA:  Yes.

MS. O'CONNELL:  So in essence, there are two compartments of this account that you are requesting, the balance up to December 31, 2008 and the balance from January 1, 2009 forward?

MR. YUZWA:  We're asking for the amount from the beginning of 2010 -- or, sorry, the ending of 2010 when we were required to -- I guess the end of 2009, right?  So the opening balance to the 2010 comparative financial statement, with the difference between the accrual basis and the cash basis effective the end of 2012.

So $90 million at that point on a go-forward basis.

MS. O'CONNELL:  I note in your prefiled evidence you kind of gave an overview of how the balance originated over time in Exhibit A2, tab 3, schedule 1.

MR. YUZWA:  Yes, mm-hm.

MS. O'CONNELL:  But I'm just wondering, is there -- in terms of that long spreadsheet that we just showed, is there kind of, once again, a qualitative description that you could provide as an undertaking that may benefit the parties in this proceeding to understand in more detail how the balances flowed into this account over time and the reasons for it?

Would there be anything beneficial that could be added to the record?

MR. YUZWA:  Well, I was hoping that what we had filed in the prefiled evidence would have explained that.  So apparently not clear enough.

So I'm not sure what I could add to it.  I will give you my verbal.

MS. O'CONNELL:  Okay.

MR. YUZWA:  Then you can tell me whether or not you think that that is adequate, and if that is not the case, I would be happy, after this proceeding, to go through the accounting with you rather than --


MS. O'CONNELL:  I guess I was just -- you know, in this exhibit, there are large dollar amounts that flow in and out.

MR. YUZWA:  Mm-hm.

MS. O'CONNELL:  For example, in some years, from 2005 to 2007, there is -- there are large actuarial losses, quite sizeable.

MR. YUZWA:  Mm-hm.

MS. O'CONNELL:  It is the second last line before the -- third last line in the exhibit.  So 22.4 million, 23 million, 19 million, et cetera.

So I guess I was just interested in the really large contributing factors, in addition to the opening balance sheet -- opening balance sheet amount of October 1, 2000 of $50 million, how that all kind of comes into play.

MR. YUZWA:  So how we got from -- the benefit obligation at the beginning of the year, the 50 million --


MS. O'CONNELL:  Yes.

MR. YUZWA:  -- to where we are today, with a brief explanation of what goes through the expense, what's the difference between the numbers on here and what went through the cash, and then an explanation of the nature of some of these larger numbers, like the unamortized net actuarial gain for December 31st, 2005, December 31st, 2006.

MS. O'CONNELL:  Yes.

MR. YUZWA:  That kind of thing?

MS. O'CONNELL:  Yes.  Just the large movements I would be interested in, if that is not too cumbersome.

MR. YUZWA:  Well, it will probably take some time, but we will give it a shot.

MS. O'CONNELL:  Okay, thank you.

MR. YUZWA:  My pleasure.

MS. SEBALJ:  J1.23.
UNDERTAKING NO. J1.23:  TO PROVIDE QUALITATIVE DESCRIPTION OF EXHIBIT A2, TAB 3, SCHEDULE 1 TO EXPLAIN IN MORE DETAIL THE LARGER NUMBERS AND HOW AND WHY THE BALANCES FLOWED INTO ACCOUNT OVER TIME.

MS. O'CONNELL:  That's good.  I'm done.
Questions by Mr. DeRose:


MR. DeROSE:  I am jumping in out of turn here.  I have one question or a couple of questions with respect to one interrogatory.  It is D4, schedule 1.2.

You will see this interrogatory asks -- it is based on -- its question is with respect to the $17 million Z-factor for pension contributions which was sought for fiscal 2012 and which the Board denied.

I guess two or possibly three related questions.  First of all, after the Board denied Z-factor treatment of the $17 million, did EGD make a $17 million pension contribution?  Was that contribution made?

MS. PATEL:  That contribution is being made on a monthly basis.  So by the end of the year, we will have made the full contribution.

MR. DeROSE:  Okay.  Am I right to assume that that contribution over the year would be written off against earnings?  I am assuming that would be the case.

MR. YUZWA:  Actually, it is a credit, cash, debit pension liability.  So it really doesn't go through the income statement, because it was denied.

So we're driving it through the balance sheet.

MR. DeROSE:  Okay.  And so -- and perhaps this question is for Kevin.  So that 17 --


MR. YUZWA:  That is strictly from a regulatory standpoint.

From a financial statement standpoint, the shareholder eats the 17 million.

MR. CULBERT:  No, no.  Sorry, from both the financial and regulatory perspective, whatever that cost is is what is going to be flowing through our financials, correct.

MR. YUZWA:  Right.

MR. CULBERT:  As an expense, sorry.

MR. YUZWA:  But it goes against the liability for the regulatory side?

MR. CULBERT:  That would be an expense.

MR. YUZWA:  I stand corrected.

MR. DeROSE:  I'm sorry, now you've lost me.  Which one of you is correct and which one is incorrect, for the record?

[Laughter]

MR. YUZWA:  For the record, Mr. Culbert is correct on that.

MR. CULBERT:  Yes.  The treatment of the expense, as mentioned by Asha Patel, is that it will be flowing through as an expense in both financial and regulatory results, correct.

MR. DeROSE:  Mr. Culbert, you can thank me later for putting it on the record that you are always correct.

[Laughter]

MR. DeROSE:  In terms of -- and I guess one more question perhaps for Kevin.

Will that $17 million have an impact on potential earnings sharing in 2012, and that would then, I assume, be dealt with, if it does, in the 2012 earning sharing mechanism case?

MR. CULBERT:  Will it have an impact?  Certainly.  All expenses will have an impact on whatever the bottom line is, absolutely.

MR. DeROSE:  But that would be dealt with in that proceeding, not this proceeding, if it does.  Fair enough?

MR. CULBERT:  If it needs to be dealt with, that is where it will be dealt with.

MR. DeROSE:  Perfect.  Thank you very much.

MS. SEBALJ:  Mr. Brett.
Questions by Mr. Brett:


MR. BRETT:  If I could add one quick question?  I don't think I understood that last exchange.

That monthly payment that you are making that you described, is that a utility expense?  Is that a regulated utility expense?

MR. CULBERT:  Yes.  It is a cost of doing business for the utility, yes.

MR. BRETT:  Okay.  So that is just normal -- it is a normal monthly expense of the utility.  It doesn't go on the balance sheet.  It doesn't go anywhere else?

MR. YUZWA:  Well, it does, ultimately.

MR. BRETT:  Would you explain that, please?

MR. YUZWA:  The entry goes debit to the expense, which flows through income, credit to cash.

MR. BRETT:  Okay.

MR. YUZWA:  The other side of that, then, is, when you do that, it reduces the pension liability.

MR. BRETT:  Yes, okay.

MR. YUZWA:  So it is two sided, both balance sheet and income statement.

MR. BRETT:  Thank you.

MS. SEBALJ:  All right.  Any other questions?  Yes, I see Dr. Higgin has one.
Questions by Dr. Higgin:

DR. HIGGIN:  Thank you.  I am putting this question to this panel, but it is actually on O4.  So I am looking for guidance from Enbridge where to put this particular question.

It is on the topic of conditions of service.  So would you tell me whether it is a good place to put it, or tell me to park it anywhere else, please?

MR. CASS:  Yes, it sounds like it might be best, Roger, if you could put the question and perhaps we would give an undertaking.  We are not sure there would be the right witness necessarily on any of the panels at this point.

DR. HIGGIN:  It is always one of my esoteric questions, anyway.

Anyway, so it refers to a CCC interrogatory, which is Exhibit I, issue O4, schedule 5.1, and it is now up on the...

I was surprised to see the response to this by way of preamble, and that the conditions of service that were filed dated April 1, 2012, had absolutely no references or provisions for low-income customers.

And the question I -- the undertaking is:  Is there, A, an amendment subsequent to that that includes provisions for low-income, as per the Board's agreement with Union and Enbridge?  And if so, could you file a version of that, that amendment?

MR. BOURKE:  If I could speak up, just to get my name on the record?

DR. HIGGIN:  Yes?

MR. BOURKE:  When we were in the middle of IRs, I think the Board's final report related to low-income dated July 12 was released.

And I don't believe that we were able to stipulate that we could have commitments to -- I think the Board said by January 1st, we had to be operational in regard to the aspects of it.  We planned to do so, but we didn't update our conditions of service immediately.  We were working on interrogatories.

So I will accept the undertaking on behalf of those that are responsible for this, and we will try and get a response to you about where and when.

DR. HIGGIN:  Okay.

MR. BOURKE:  We will be fully compliant.

DR. HIGGIN:  All right.  Thank you very much.

That is my question.  Thank you.

MS. SEBALJ:  That is Undertaking J1.24.
UNDERTAKING NO. J1.24:  to CONFIRM WHETHER THERE IS AN AMENDMENT SUBSEQUENT TO APRIL 1, 2012 THAT INCLUDES PROVISIONS FOR LOW-INCOME, AND IF SO, FILE A VERSION OF IT.

MS. SEBALJ:  I think that that is it for panel number 3.

MR. CASS:  Excuse me.  Before the panel leaves, I wonder if I could just bring up one point, to be sure that the record is clear.  It may only be my mistake, in which case I apologize.

In response to some earlier questions by Mr. Brett, there was an exchange about the $90 million.  And Mr. Yuzwa, it was in the context of a write-off to earnings.

Can you just clarify, is that earnings literally, or is that retained earnings that is spoken of in that context?

MR. YUZWA:  It is written off to retained earnings.

Under US GAAP, when you are converting to US GAAP, one of the adoption rules for US GAAP is you have to restate your financial statements as if you had always accounted for all of your transactions, assets and liabilities under US GAAP.  So you have to look back into the past.

When we looked back into the past as it pertains to OPEB and applied for that, there is no regulatory offset or regulatory asset allowed to be set up as it pertains to other pension -- post-employment benefits, I mean.

So as a result, when we stated our financial statements, we had to go back as if, in the past, the employees that had been in place and earning this service in the past, what would that be reflected in our financial statements.

So because our financial statements were year-end 2011 with a comparative year to 2010, we had to reflect the years prior to 2010 in the opening balance of retained earnings.

So the amount that we owed those employees at that point in time is what we charged to retained earnings.  Those amounts are the aggregated amounts that would have been charged to expense in the past.  That amount was 84 million.

Then during 2010 and 2011, there is a difference between the accrual basis and the cash basis, which brings us to the 90 million for 2012.

MR. CASS:  Okay.  Thank you.

Would this be a good time to take a 15-minute break before we bring up the next panel?

MS. SEBALJ:  Yes.  That is a great idea.  Let's break until 3:30 and start with panel 4.

--- Recess taken at 3:17 p.m.

--- On resuming at 3:30 p.m.

MS. SEBALJ:  All right.  Why don't we get started again?


Mr. Cass, did you want to introduce this panel?


MR. CASS:  Yes.  On the fourth panel we have three witnesses from Concentric.  Starting furthest away from me, they are Jim Simpson, Melissa Bartos and Jim Coyne.


There are, as well, three witnesses from Enbridge.  Carrying on in the same direction is Mike Lister, Pat Squires, and Sagar Kancharla has retained to this panel.
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Melissa Bartos


Jim Coyne


Sagar Kancharla


Mike Lister

Jim Simpson


Patricia Squires

MS. SEBALJ:  Thank you.  My understanding is that Mr. DeRose and I are the only ones that have questions for this panel.


If others do, of course you can just ask them as we go along or at the end, arm wrestle which...


Mr. DeRose is going to go first.

Questions by Mr. DeRose:


MR. DeROSE:  I would have lost the arm wrestle, so I am very glad that you are letting me go first.


[Laughter]


MR. DeROSE:  If I could have you begin by turning up
-- it is CCC Interrogatory No. 1 to issue O3.  So it is O3, schedule 5.1.


You will see that in that interrogatory, CCC asks that you provide any internal reports or correspondence which relate to potential productivity initiatives during the IR term, and if that would include any correspondence with staff regarding productivity during the IR term.


The answer is to see CCC Interrogatory No. 2.  I have looked at Interrogatory No. 2, and it contains no internal reports or correspondence.  It doesn't make any reference to any internal reports or correspondence on those issues.


So with respect to that, first of all, does this mean that for the entire IR period there were no internal reports or correspondence on potential productivity initiatives or productivity initiatives?


MR. KANCHARLA:  As we answered in the next interrogatory, as well, Enbridge has not tracked productivity initiatives on a project basis.


So it is fair to say that there was no correspondence within the staff regarding productivity for any related initiatives.  There could be some general correspondence, but nothing specific that we could bring forward.


MR. DeROSE:  So just to be clear that we're on the same page here.


So at no time were there reports, either to director level or management level on -- during IR:  Are we being productive, are we being -- what productivity initiatives do we have under way and how is it going?  At no time did you report, during all of IR, on that in written form?


MR. LISTER:  Not specifically with respect to productivity, no.


MR. DeROSE:  Now, when you say "not specifically", do you use a word other than "productivity"?


MR. LISTER:  No.  Your question, though, was:  Was there some sort of reporting format or question as to what productivity enhancements are under way?  And I don't believe there was such a directive or such a report ever produced.


MR. DeROSE:  Now, would you agree with me that during the IR term that there was a general management directive that you should try and identify or find productivity or efficiency gains?


MR. LISTER:  Yes.


MR. DeROSE:  So you had a directive that you find productivity and efficiency gains, but at no time did you report back saying whether you were achieving that directive?


MR. LISTER:  Well, I believe the directive - Sagar can help me out here - was carried out through the grassroots process at a departmental level basis, where departments would aggregate and put together their budgets.


MR. DeROSE:  Sorry, but that is not where the directive came from.  The directive would have come from the top down, would it not?


MR. LISTER:  Well, I think Enbridge is always seeking out productivity opportunities.  So I don't think there was any -- anything different, because we were in IR, that now you must go out and find productivity enhancement projects.


I think this was -- it was almost business as usual.


MR. DeROSE:  Sorry.  So during the entire IR term, it was business as usual?  Isn't the purpose of incentive regulation, or one of the purposes, to motivate the company to identify, locate and implement efficiency gains?  Is that not one of the purposes?


MR. KANCHARLA:  It is.  And to clarify, I think, what Mr. Lister is alluding to is, when the company is preparing budgets, it is done - and we say that in the budget letter that we filed, as well - that it is done bottom-up approach.


So based on the business needs of the organization, the various departments develop their budgets and look at the best solutions that they can address those business needs.  And in the solution, even though it may not be explicit, implicitly efficiencies are sought after to ensure that the business needs are met with the most effective and efficient solutions.


MR. DeROSE:  But what you're describing is sort of an overall goal on a day-to-day basis, whether you are in cost of service or whether you are under an IR regime; is that fair?


MR. KANCHARLA:  That's correct.


MR. DeROSE:  Okay.  In the panel's view, when you are operating under IR regime, as you have for the past few years, is there any additional incentive for you to go out and identify incremental efficiency gains or productivity initiatives?


MR. KANCHARLA:  The regulation term, it is called incentive regulation.  So I think so, in that way, it exists.  But at the same time, cost of service is also a one-year incentive regulation.


So it goes to the definition.  So what the company tries to pursue is that, in our regulatory models, to come up with the most efficient and effective solutions.


MR. LISTER:  To the extent that it is business as usual, what I think we mean by that is system integrity is still a big part of the business, and there are developing issues with respect to system integrity.


Customer additions is still a big part of the day-to-day operations.  And that doesn't significantly change in IR.  It is still, you know, a utility that has to do all of those kinds of projects.


MR. DeROSE:  I'm sorry to harp on this, but when you say "business as usual", does that mean status quo to you?  What does "business as usual" to you mean?


MR. LISTER:  Adding customers, system integrity work.


MR. DeROSE:  Well, okay.  Let's take adding customers.  Is adding customers an area that is ripe with the possibility for efficiency gains or productivity gains?


MR. KANCHARLA:  It is, and I think we definitely undertake on a regular basis process improvements in terms of customer additions, but what Mr. Lister and I are saying is that those efficiencies gains would have been sought even in a cost of service world and an incentive regulation world, as well.


In this IR term that we had, we definitely had some process improvements related to customer connections.


MR. DeROSE:  But are you saying that you would have achieved those regardless of whether you were under IR or whether you were in cost of service, because it's business as usual, so what you've achieved for the past five years you would have achieved regardless?


MR. LISTER:  I think it is impossible to say what we would have done had we been in cost of service, because the fact is we weren't in cost of service, to your point.


But the fact is we looked for opportunities.  We found opportunities, and we've tried to report on some of those opportunities where we thought we were successful.


MR. DeROSE:  Right.  But you can't point to any activity that you can say, We did this under IRM and we would not have done it under cost of service because it was business as usual?


MR. LISTER:  Well, who is to say what we might or might not have done in cost of service.  We were not in cost of service.


MR. DeROSE:  Okay.  I will leave this to cross-examination.  That's fine.


MR. COYNE:  Could I add a point, if I might, Mr. DeRose?  Just by way of perspective on this, from our perspective working with many utilities on incentive regulation plans, is that -- punctuating Mr. Lister's remarks regarding the continuum of the process -- we're mindful of the fact that Enbridge has been under a series of incentive regular plans.  This is not the first.

And even between those plans, it still has annual applications.

And it is our view, and I think it's pretty much the accepted industry view, that every one of these plans, even annual cost of service plans, build in their own incentives.

So it is a -- when you think about the size and scale of a utility operation and how budgets are set and things of that nature, it is not surprising that, over time, there is a continuum of effort applied to achieve productivity gains.

And whether or not you are in a specific regulatory program or not, doesn't mean that the ship, you know, turns an about-face and you start to operate in a wholly different manner than you have in the past, but it is a continuum of operational improvement that I believe this company and other companies in the industry are always undertaking.

MR. DeROSE:  And I was going to let this go, but now I can't.

And I'm sorry, I don't have the report where you said this, but I am 99 percent sure that I have read a report from Concentric that says that a longer IRM period will increase the likelihood and give greater incentive for a utility to go out and find longer-term or deeper efficiency gains.  I don't know whether you used the term "deeper" but that it is a greater incentive.

Is my memory -- am I sort of paraphrasing generally?

MR. COYNE:  I will turn to my colleagues.  If we didn't say that, we might have, because we do believe that.

MR. DeROSE:  Would you agree with that, that a multi-year IR mechanism, at least in theory, should provide greater incentive to find productivity and efficiency gains than a one-year cost of service?

MR. COYNE:  We would agree with that in principle, yes.

MR. SIMPSON:  That's right.

MR. DeROSE:  And would you be surprised, then, to hear a utility say:  Whether we're in a five-year IRM or a one-year cost of service, it is business as usual?  We don't change the way we would anything.  We don't see that incentive.

MR. COYNE:  Well, I didn't hear it quite that same way, but...

MR. LISTER:  I don't think it was intended that way.

MR. DeROSE:  That is the way it came across.  So if you would like to rephrase it, I mean, when -- I will be blunt.

When you say it is "business as usual" and I can't find or point to anything over a multi-year period that we did differently in terms of efficiency gains or productivity gains, that causes me some heartburn.

MR. LISTER:  Well, certainly we reported on a number of projects and initiatives that were undertaken over the IR period.

The term "business as usual" was meant to refer to the business of adding customers, promoting DSM, taking care of system integrity, all of the things that we achieved during the IR program.

MS. SQUIRES:  I think perhaps I can help, Mr. DeRose.

From my perspective as director of strategic planning, what I have witnessed -- in the last two years, anyway, as long as I've been associated with this role, a year and a half -- is that productivity was never labelled specifically as:

This is a business objective, until over the course of the IR term, it's becoming much more a part of the conversation of our strategy, recognizing that we're going to benefit, ratepayers are going to benefit, other stakeholders will benefit if we can become more productive.

And what we've seen fairly recently is a move towards actually organizing in a way and setting priorities in a way that align with increased goals of productivity.

So it might be -- I think I would characterize it as more of a cultural shift within the company, of moving more towards productivity.

I think embedded in the answers you're hearing from people is the idea that we didn't come out on Day 1 of IR and say:  Okay.  Let's start, you know, changing everything we do and putting it into buckets of productivity improvements or other activities.

It's been more of a gradual shift, with increased focus on productivity over time.

MR. DeROSE:  Now, you say it is part of the conversation.

MS. SQUIRES:  Mm-hmm.

MR. DeROSE:  As it's become part of the conversation, has your group, in terms of strategy, tried to start -- tried to track it a little more, with a little more precision, so that you could report on it?

MS. SQUIRES:  We're definitely moving in that direction, and I think we recognize that that is something we probably haven't done as well as we could have and we want to going forward.

And I fully expect that that is going to be a direction we move in over the next couple of years.

MR. DeROSE:  Okay.  When you say "as well as you could have," I'm taking from the panel that you haven't tracked it at all.  Am I wrong?

MS. SQUIRES:  Not in a formalized way.

Obviously, in the preparation of evidence and answering interrogatories, we're recognizing the need for much more sort of comprehensive tracking in a structured way.

But as I said, the focus on productivity has been more subtle than that, and more cultural than explicit over the last few years.

MR. DeROSE:  And has your group, when looking at strategy -- it sounds like –- maybe, at the very least while answering IRs, has come to identify that this would be something that would be --


MS. SQUIRES:  No.  It preceded IRs.

A year ago, a year and a bit when I started in the role that I am in now, that is when the conversation really became explicit.

MR. DeROSE:  Have you started to -- has your team identified or prepared any reports or started to identify strategies by which you can achieve that in the future?

MS. SQUIRES:  Not reports, but strategy, definitely.

MR. DeROSE:  Okay.  Is that something that is at a state that can be shared with the Board, so that the Board can start to think about the best way this can be tracked on a going-forward basis?

MS. SQUIRES:  I don't know that there is anything that we could provide by way of physical evidence to illustrate that.

But as recently as a few weeks ago, a number of senior managers within the company got together to talk about how to more effectively track benefits that accrue from various capital expenditures that we undertake.

We plan them very well and we execute them very well.  What we recognize is that we haven't tracked and validated the benefits as well as we could have, and we're looking at putting systems in place to do a better job of that, but it's -- at this point, they're plans, and that is the extent of it.

MR. LISTER:  Just to jump the gun a little bit, I imagine that Board Staff is going to get to these questions, but they asked a very similar question:  Could we provide the tables that were in the prefiled questions?

So we've talked and we've looked at what we have, and on a best-efforts basis we think we can go back and try to produce that, and that might go to the question that you have just asked.

MR. DeROSE:  Thank you.

If I could have you turn to Interrogatory -- sorry, I am just pulling it up myself -- 5.3, as I understand the answer -- let me start with this.

First of all, there were no formal terms of reference provided to Concentric in written form; is that correct?

MR. LISTER:  With respect to the benchmarking study in and of itself.

MR. DeROSE:  Okay.  Were there other terms of reference given to Concentric?

MR. LISTER:  Well, as the answer here indicates, when we started the process with Concentric, it was envisioned at that time that this application would include both the cost of service and an incentive regulation application.

MR. DeROSE:  Right.

MR. LISTER:  So the key deliverables at that time were to assist EGD with a methodology for its next IR plan, a review of performance of the first IR term, including benchmarking and advice related to other areas.

Then a decision was later made to split the applications, and for this to be a cost of service followed by an incentive regulation application.

And so in the end there were not terms of reference for a benchmarking study only.

MR. DeROSE:  Okay.  But would the RFP itself have set out the terms of reference for that portion of the contract, of the benchmarking study?

MR. LISTER:  I'm not sure I understand the question.

The terms of reference would have included all the things that are listed there in the key deliverables.

MR. DeROSE:  Sorry, when you say "all the things" there --


MR. LISTER:  Second paragraph:

"The key deliverables of the RFP were directed at assisting EGD with the methodology for its next IR plan and included a review of EGD's performance in its first IR term, cost performance benchmarking..."

This is the area for which you are asking.

"...and advice related to research data on regulatory trends in other jurisdictions."


MR. DeROSE:  Now -- and those directions, were they set out in a formal terms of reference?

MR. LISTER:  There was a scope of deliverables, yes.

MR. DeROSE:  And the scope of deliverables was included in the RFP?

MR. LISTER:  Yes.

MR. DEROSE:  Okay.  The RFP itself has not been produced in this case, has it?

MR. LISTER:  Correct.

MR. DeROSE:  Could you produce a copy of the RFP?

MR. LISTER:  I think our hesitation here was that we're into elements that are beyond the scope of this cost of service application.

MR. DeROSE:  But the RFP included the benchmarking study; correct?

MR. LISTER:  The RFP included the benchmarking study.

MR. DEROSE:  But for Concentric winning that RFP, they would not be sitting to your left.

MR. LISTER:  That is correct.

MR. DeROSE:  You have my request, I guess, Fred.  I think it should be produced, but do you want to get back to me on it?

MR. CASS:  Yes.  Why don't we do that, Vince?  Why don't we take it away and consider it and get back to you, as far as what the company is prepared to do is concerned?

MS. SEBALJ:  Shall we mark that as an undertaking or just an informal...

MR. DeROSE:  I think it should be an undertaking that the company will either produce a copy of the RFP or set out -- or refuse to provide it.  Do you want to set out your -- do you want to provide reasons, Fred, or do you want to say, We will either produce the RFP or we will advise that we will not produce the RFP, and we will deal with it in the panel?

MR. CASS:  I think that is the best way.  That is fair.

MR. DeROSE:  That's fine.

MS. SEBALJ:  Mark that as J1.25.
UNDERTAKING NO. J1.25:  TO PROVIDE RFP.

MR. DeROSE:  Then if I can take you to CCC Interrogatory No. 5, this is issue O3, schedule 5.5.

This is with respect to the PSE productivity study.  Panel, I think it is fair to say that your response fully answers the second question asked.  So the second question was:
"How does this study impact the relief Enbridge is seeking in this case?"


Your answer fully responds to that question.  I don't believe you have answered the first question, which reads:
"Does Enbridge adopt the recommendations?"

It is referring to the recommendations in the PSE productivity study.  Do you adopt any of the recommendations in the PSE study?

MR. LISTER:  We support the recommendations in the PSE study.

MR. DeROSE:  Okay.  All of the recommendations, or just some of them?

MR. LISTER:  I will say "all".  It's been a while since I've read the report, but, yes, I believe we commissioned the report and we adopt the report and submitted the report.

MR. DeROSE:  Okay.  Perhaps we could do this, just to be fair to you, and perhaps by way of undertaking, is, if we don't hear back from you, I am going to assume that Enbridge has adopted all of the recommendations of the PSE productivity study, but I would like to give you the opportunity to take a look at it, if it's been a while.

If there are any recommendations that you do not fully adopt, if you could just identify those for us with an explanation as to either -- well, with an explanation of two things:  One, why you don't adopt the recommendation; and, if you only adopt part of the recommendation, identify which part you adopt and which part you do not adopt?

MR. LISTER:  That's fair.

MS. SEBALJ:  So rather than making it sort of a negative option, I am just going to --


[Laughter]

MS. SEBALJ:  -- say that EGD is to confirm whether it has adopted all of the recommendations in the PSE study, and, if not, what parts it has not adopted and why.  Is that right?

MR. DeROSE:  That's fair.

MS. SEBALJ:  And it is J1.26.
UNDERTAKING NO. J1.26:  TO CONFIRM WHETHER EDGI HAS ADOPTED ALL OF THE RECOMMENDATIONS IN THE PSE STUDY; IF NOT, WHAT PARTS IT HAS NOT ADOPTED AND WHY.

MR. DeROSE:  I don't object to you objecting.

That is all of my questions.  Thank you very much, panel.
Questions by Ms. Sebalj:


MS. SEBALJ:  I think that leaves me.  I am Kristi Sebalj, by the way, legal counsel for the Board, for those of you who don't know me and weren't here this morning to hear my introduction.

I am going to start with Exhibit I - this is on issue O3, of course - schedule 1.7, which is Board Staff Interrogatory No. 7.

In particular, response -- your response to our sub-part a), that response refers to:
"EGD is in the process of seeking permission to file the studies in this proceeding."


And -- sorry, this is reference to benchmarking studies.

And Enbridge talks about benchmarking studies by the AGA, the CGA and Public Service Enterprise Group.  You indicate you are in the process of seeking permission to file the studies in this proceeding.

I am just wondering what the status of those permissions that you have sought are.

MR. LISTER:  Certainly.  So we have spoken to Union and we understand what they filed.  We haven't seen what they filed, because we didn't sign the confidentiality.

But we have an appreciation for exactly what was filed, and it was a series of AGA reports for which still permission is outstanding, but we're following up.  There were two CGA reports, both of which I understand we have their permission, and a PSEG report, also for which we now have the permission as of, I believe, earlier this week or late last week.

So it is our intention to file them as a group in confidence on the same basis that Union did, and we will undertake to do that at the earliest possible time.

MS. SEBALJ:  So the earliest possible -- since you have their permissions, can I assume that will be available, Mr. Cass, before settlement?

MR. LISTER:  It would be our expectation, and we will certainly do our best, to get it provided before the settlement conference.

MS. SEBALJ:  So I am just going to mark that for convenience.  I am going to mark it as an undertaking, J1.27, which is to provide the benchmarking studies referred to in Exhibit I, schedule 1.7 on a confidential basis.  Is that all right?

UNDERTAKING NO. J1.27:  TO PROVIDE THE BENCHMARKING STUDIES REFERRED TO IN EXHIBIT I, SCHEDULE 1.7, ON A CONFIDENTIAL BASIS.

MR. LISTER:  Yes, thank you.

MS. SEBALJ:  I wondered -- just following on the discussion you were having with Mr. DeRose, you have indicated you have no specific correspondence or reports with respect to sustainable productivity and efficiency gains.

We have had the discussion about explicit versus implicit assumptions or discussions about efficiency gains.

I am wondering -- in the Union case, Union was able to provide a definition of sustainable productivity and efficiency gains.  Is that something that this panel would be willing to do, either now or by way of undertaking, what Enbridge's view of sustainable productivity and efficiency gains means?

MR. LISTER:  Yes.  The panel has had an opportunity to discuss this, thanks for -- you know, for having the prefiled questions.

We are prepared to offer a definition in our view.  And sustainable benefits would be benefits that reoccur for one or more years.

MS. SEBALJ:  Okay.  And I guess that gets to the sustainable piece, but -- so I am assuming that the efficiency piece -- so you say it is a benefit that reoccurs for one or more years.

So I guess what is your definition of benefit?

MR. LISTER:  Or I suppose sustainable benefits, productivity or efficiency gains, could all be sort of inter-used.

MS. SEBALJ:  Okay.  I just wanted to note for the record that in your application at Exhibit A2, tab 1, schedule 1, page 6, you have actually quoted the Natural Gas Forum report and page 25 of that report.

And part of that quote -- I am testing Spencer's ability.  So if you could go to page 25, sort of the bottom part of that report is:
"Rebasing is an important consumer protection feature.  Through robust rebasing, efficiency improvements will be revealed and their benefits passed on to customers through base rates for the next period."

MR. LISTER:  Sorry, I am not with you.  Are you on page 25, did you say?

MS. SEBALJ:  Oh, I'm so sorry.  It is page 6 of the Exhibit, page 25 of the Natural Gas Forum report.  I mixed the numbers.

MR. LISTER:  I'm sorry.  Okay.  I am with you now, sorry.

MS. SEBALJ:  Okay.  So sorry.

MR. LISTER:  It looks like Spencer had the same confusion.

MS. SEBALJ:  I directed him to page 25, so...

MR. SCHUCH:  I have motion sickness now.

[Laughter]


MS. SEBALJ:  So I just wanted to take you to the quote, because it is in Enbridge's evidence and I actually was going to refer you to the Natural Gas Forum report, as well.

In the very next paragraph, at paragraph 27, you say:

"As explained below, Enbridge's 2013 cost of service is influenced by a number of factors.  On the one hand, the company's costs are lower than they would otherwise be as a result of the productivity initiatives undertaken and efficiency gains realized through the five-year IR term from 2008 to 2012."

And to my mind -- and maybe I was also not hearing you properly when you were responding to Mr. DeRose, but this indicates that productivity initiatives were specifically and explicitly undertaken through the five-year IR term from 2008 to 2012, as opposed to it being a subtle shift in the culture over the last few years.

So can someone just reconcile for me what is in the evidence versus what we've heard in the last few minutes?

MR. KANCHARLA:  I think to summarize, again, the company, again, we admitted we haven't explicitly tracked the productivity initiatives, but it is not to say that when -- when the company has taken up or built their budgets that productivity initiatives and efficiency gains were not considered.

And we also have provided some examples of these initiatives, as well.  I think the clarification is we didn't track them in the same manner as Union Gas did, but to us, considered in the company's management that productivity and efficiency gains would be considered when developing the budgets.

MS. SEBALJ:  So I take from that, then, that -- one of my questions was going to be:  What was Enbridge's understanding of what it was required to do with respect to the measurement of efficiency gains at the beginning of the IR period?

MR. LISTER:  Well, certainly we didn't see -- I don't see anywhere historically where there was any indication of:  This is exactly how productivity benefits would be reported.

I think, going back in time, we would have expected there to have been a TFP-type review, much like that was -- that which was conducted at the beginning of the IR plan, in order to set some of the parameter values.

And then, indeed, Board Staff indicated in 2010 or late -- sorry, late 2010 or 2011, that they were going to begin a process, an IR assessment process.

So that is where our desire to hire PSE came in, to help us evaluate and interpret and understand the PEG report and all of its findings.

So, certainly, I think our expectation was that, at a very macro level, we would be discussing the value of IR and all of the productivity outcomes of IR.  And that was also a basis for our decision to conduct the RFP to which Concentric eventually was the winning proponent, and the benchmarking studies that also existed there, as well.

I don't think we ever explicitly understood or -- understood that there was a direction to provide very project-level, micro productivity benefits at such a detailed level.

MS. SEBALJ:  Okay.  So maybe that just leads us into - I think you referred to the prefiled tables that the Board -- that Board Staff had requested.  And maybe I will just ask -- I think I was remiss, actually, in not marking this.

Earlier today, we marked the questions of Mr. Quinn, and maybe we should do that for these, as well.

So Board Staff's questions were sent ahead of time, and they are -- the title -- the first page, if I am not mistaken, if it is the same as your copy, is:  "Efficiency gains, questions for Enbridge, EB-2011-0354."  Is that what your copy looks like?

MR. LISTER:  Correct.

MS. SEBALJ:  Why don't we mark that as K1.3, just for reference purposes?
EXHIBIT NO. K1.3:  BOARD STAFF DOCUMENT ENTITLED:  "EFFICIENCY GAINS, QUESTIONS FOR ENBRIDGE, EB-2011-0354."

MS. SEBALJ:  So can someone provide me with, I guess, a response, if there is one, to Question No. 3, which, for the record, says:

"Union, in its most recent cost of service application, provided tables that listed all of the cost savings and incremental revenue in total and by initiative.  Enbridge, please provide similar information and complete the four tables below."

And their tables are entitled "Total cost savings" and "Incremental revenue generation" for the years 2008 through 2012, broken down by O&M, capital revenue.

And then table 2 is "O&M initiatives, cost savings by individual initiatives."

Table 3 is "Capital initiatives."

And table 4 is "Revenue initiatives, incremental revenue generation by individual initiatives."

So are you able to provide these tables?

MR. LISTER:  Yes, certainly.

By way of response, we just wanted to make a few points.

The first is -- you heard us say it already a few times -- that EGD did not, obviously, prepare or present its application in necessarily the same format as Union, and we didn't understand that to be a regulatory requirement.

And specifically, we didn't assign resources to track and measure benefits in the same way that Union might have done.

We did instruct many department-level budget owners and evidence preparers to write about the productivity initiatives that were undertaken and some of the activities undertaken during the IR term.

Throughout the IR responses, we did attempt to aggregate that data and present it in sort of an amalgamated form, in response to CCC Interrogatory No. 2, or Exhibit I, tab O3, schedule 5.2.  You don't have to pull it up or anything.

But clearly, that is not quite meeting your expectations.  So as a group we've discussed what we may or may not be able to do, and so on a best-efforts basis we will take another shot at providing these tables.

If you can accept those terms, we would be happy to take the undertaking.

MS. SEBALJ:  Okay, that would be great.  So we will mark that as J1.28, which is to, on a best-efforts basis, complete the tables that are associated with question 3 of Exhibit K1.3.
UNDERTAKING NO. J1.28:  on a best-efforts basis, TO COMPLETE TABLES ASSOCIATED WITH QUESTION 3 OF EXHIBIT K1.3.

MS. SEBALJ:  But I do have some sort of individual questions associated with CCC No. 2, which -- I assume you're just going to take CCC No. 2 and you're going to try -- because there are numbers in the interrogatory you just referred to.

MR. LISTER:  Yes.

MS. SEBALJ:  In some cases you have numbers for costs, and in some cases you have numbers for revenues.

I just had some questions about those specific -- these specific areas that you discuss in that interrogatory.

So just taking them one at a time, in Exhibit I, schedule 5.2 -- that is 03 -- so in cost management, which appears to be -- am I right in characterizing this as a broad category under which there would have been -- sorry, this is on page 2 of 9 of schedule 5.2.

It appears to me to be a broad category called "Cost management" and I wonder if there are specific initiatives with respect to cost management that fall out of this category.

MR. LISTER:  Sitting here now, I am not sure that we are prepared to go through or illuminate what specific initiatives might be, but we will certainly make that part of the Undertaking J1.28.

MS. SEBALJ:  Okay.

So we will mark that a sub-part of 1.28, which is to identify the specific initiatives under "Cost management."

For each of them, as the table indicates, what we're looking for is to not only characterize the cost savings, but also the efficiency gains, the efficiency gains that have come out of these initiatives.

With respect to the asset management plan, which is at page 4 of 9, did Enbridge incur any incremental expenses when it implemented the plan?

MR. KANCHARLA:  Related to asset plan, I will try my best to answer.  I think in the morning we discussed with Mr. Chiotti providing some questions.

There were some costs related to the engaging the external consultants to help with the process for the asset plan.  So there was some incremental costs.

MS. SEBALJ:  So presumably those costs will be reflected in the table that is provided?

MR. KANCHARLA:  Yes.

MS. SEBALJ:  And as I understand it, and, again, this is part of the discussion this morning, but what you indicate here is that the benefits associated with this are going to be seen over a long period of time.

But I am wondering if it is possible for you to estimate future O&M costs savings and capital savings as a result of the asset management plan.

MR. LISTER:  In the response just above the section labelled "Asset Management" on page 4, we indicate our discomfort with trying to quantify the benefits associated with some of these processes.

We do believe absolutely that there are benefits that can be qualified and talked about, and a reasonable person would see that they're benefits, but attempting to quantify them is very difficult.

It requires very high-level estimate data, and there is no process to reconcile the actual -- the actuals related to those estimates.

So we're a little uncomfortable in that regard.  But certainly we can attempt to qualify what we see as the benefits.

MS. SEBALJ:  I guess I'm a little confused.  And, again, this is going back to some the discussion we had this morning, which -- part of it was about the asset management itself, proper, and part of it was about what the company saw as the benefits of the asset management plan.

When an initiative like this -- obviously, this is a large initiative, but some of the other ones in this interrogatory response are smaller initiatives.

Is there not a process, a business case that has to be made by someone to someone higher up in order for the initiative to get a green light, and does that business -- sorry.

I guess answer that -- if you could answer that question first?  Is there a threshold level of a project that requires a business case, or how does that work within the company?

MR. LISTER:  I believe there was a business case for the asset plan, if that is what you're asking.

MS. SEBALJ:  That's sort of what I'm asking.  I guess I'm asking more methodologically at the company -- you know, in my own personal world, which is a much smaller, less capital-intensive world than yours, if I want a new laptop, I have to write a memo to my boss and say, I need a new laptop for the following reasons and this is -- here are the costs and here are the benefits.

I assume that there is a process at Enbridge for that to happen.  What I am driving at here is:  Would those business cases not give us some insight into what the perceived benefits were going to be at the budgeting phase, which you keep referring to, this bottom-up budgeting phase?

Surely someone at the company has had to provide a cost-benefit analysis before the initiatives are undertaken?

MR. KANCHARLA:  We provided a few examples of the business cases in the IR responses, as well.

I think how the capital management has evolved, which we categorized here, I think we're learning through this process, as well.  I think continuing from the morning's discussion on the asset management that we briefed on, there were some learnings that we captured.

And I think in terms of which initiatives to be undertaken, it was always a challenge between trading off between on an IT project versus, say, a distribution system versus another customer attachment.

So we were learning through the process, and what we felt was that instead of looking at a single-year capital investment plan, it made sense to look at a multi-year plan.  That is how the asset plan evolved with the ten-year plan.

So the benefits of moving towards an asset plan, again, we haven't quantified what is the benefits of moving towards an asset plan, but the asset plan is to ensure that we are managing well our capital investments over time.

In developing the asset plan, whether it is a business case or how it is prioritized -- and the asset plan shows how risk reductions are taken into consideration to prioritize the capital related to distribution-related assets.

Similarly, IT investments, also, we've given a few examples of the business cases related to the information technology, as well.

So it is considered at the departmental level, as well, whether it is IT.  There are some business needs.  There are requests coming in, similar to the two examples you have given, to the IT department.  And they look at all of the business needs and prioritize within the IT department in terms of which projects to be undertaken.

So it is done at distribution assets, it is done at the IT group, and, similarly, what you heard from morning, Mr. Sanders, as well, on the storage related, and that is how the budgets are dealt...

MS. SEBALJ:  I guess I was just sort of looking for -- I mean, it has become clear through these questions that there is not a systematic method in place for Enbridge to quantify benefits at this stage, but it is something that you are looking at being better at.

So I was looking at just within your own framework, which appears to be a top- -- sorry, a bottom-up budgeting process, that there must be numbers there at some level for some projects of where you could quantify at least what the perceived benefits were going to be and what the estimated costs were going to be.

I am hoping that those kinds of numbers can make their way into the tables that Staff have asked you to complete, because I note that there are some places where you have provided numbers, but it is sort of -- it's sort of hit or miss.

For instance, if we take the CIS customer care system, which is at page 6 of 9 of that same interrogatory, we know what the costs are associated with that, because you came to the Board and you asked for a specific amount of money.

It was essentially a carve-out of the process that we're now in, cost of service, because it was such a significant amount of money.

But nowhere in that reference is there -- well, the last sentence says:
"This is an example of a project for which the precise valuation of efficiencies would be hard to quantify, and yet it is apparent that there is acceptance that the efficiencies exist."

So, again, you know, that is a case where the business case had to be made, because you came before the regulator to make it.

So I am having a hard time wrapping my head around the idea that there aren't numbers somewhere about money savings internally.

MR. LISTER:  Again, though, I think our hesitation is the difficulty with which -- the difficulty in quantifying the benefits.  It requires often -- since the benefits are usually things like avoided costs, it requires very high-level estimates.

We don't have a process to reconcile or track them specifically.  We can go back and we can talk to project owners and try and understand that.

But -- and we can go that far.  And as per the undertaking, we are willing to do that, to go back and try and sort of fill in the tables as you've laid them out here.  But we're still uncomfortable with that.

It is a difficult process to undertake, and it can result in uncertain numbers that may or may not precisely match the budget or that may call to question, you know, Why are the benefits so high here and so low there?

But we are certainly willing to try.

MS. SEBALJ:  Yeah.  And on that understanding, I'm starting to -- that's helpful.  That is a helpful answer, because of course you are going to be taken to task in this room about those numbers, and where they fit into your budget and why don't they reconcile with table X, Y and Z, but they can be conditioned and caveated as being high-level estimates that were provided at the business case.

MR. LISTER:  They will be conditioned and caveated.

[Laughter]

MS. SEBALJ:  Yes.  It is not like you are unfamiliar with that concept.  It is done all the time in the regulatory sphere.

I guess I am just -- we need some form of number to be able to quantify these benefits so that the benefits can then be shared between the utility and the ratepayer, and so that is the premise.

So some numbers, as precise as they can be, but understanding that they're going to be high-level estimates, is at least helpful.

So I am going to -- rather than going through every single one of these, because I think we're just going to end up saying the same thing, I do have a couple of more sort of factual questions on some of them.

One is on the TC module, which is on that same page, 6 of 9.  Is it my understanding that this work -- it is number 2 on page 6 of 9, which is the exchange of 20,000 bulk meters, replacing them with electronic modules.  Was that work mandated?

MR. LISTER:  I'm sorry, was the TC module program mandated?

MS. SEBALJ:  Yes.  Was it required to be done?

MR. LISTER:  I don't know that anybody on the panel can talk specifically to the TC module.

MR. KANCHARLA:  Subject to check, I think it is mandated by Measurement Canada, but we can clarify.

MS. SEBALJ:  Well, if you wouldn't mind checking, I guess the question then becomes whether it should be included as an efficiency gain if it is required work.

I think the premise of efficiency gains is that it is -- initiatives that are undertaken by management, which are not otherwise required.

MR. QUINN:  Are you going to put an undertaking number?

MS. SEBALJ:  Are you willing to give me an undertaking?

MR. QUINN:  I have been dying all day to say that.

[Laughter]


MS. SEBALJ:  Sorry, the undertaking would be just to check whether the TC module work referenced at Exhibit I, O3, 5.2 is work that is mandated.  And if so, whether it should be considered as part of the efficiency gain.

MR. QUINN:  If I may, just to be helpful, there was a Measurement Canada mandate that required a change in the frequency of which instruments would have to be reviewed.

And then the utility would then have an opportunity to choose how it's going to implement that mandate, so there is a potential, a mandate required a change and a change then had to be implemented in a most efficient way.

So in terms of your undertaking, it is not just was it mandated, but what did the company do in response, option A versus option B.

Then at that point it may be considered efficiency.

MS. SEBALJ:  Okay.

MR. COYNE:  I would also add, if I might, on that topic, that when you consider much of what a regulated utility's business is, much of what they do is regulated and/or mandated, of course, in some fashion.

So I think the line between those that are mandated and those that are not can oftentimes be quite grey.  But I think productivity can be achieved even in projects that are mandated, in terms of how one goes about executing those projects.

So I wouldn't dismiss it just because it was mandated, as an area that wasn't prone for productivity.

MS. SEBALJ:  And that's fair and I think that is sort of the point that Mr. Quinn was making.  To the extent that sort of the bare minimum mandated work is done, I am not sure that it is an efficiency gain, but if it is done in a creative way that results in cost savings or revenue generation, then presumably that argument can be made, that it should be part of efficiency gains.

On the RMSI, which is at page 7 -- and again, I am -- you are here to talk about productivity and efficiency gains, and you may not have the details of these projects per se, but I had a question of whether Enbridge is saving 500,000 in years 2009, 2010, 2011, 2012 and 2013, so each of those years.  And if so, maybe we will just make it part of the undertaking to provide the tables.  If you can just be clear about that in the table, whether it is 500,000.

It does say per year; I am just wondering if it is over the full five-year IR term.

MR. KANCHARLA:  That's correct.  It is.

MS. SEBALJ:  It is over the five-year IR term?  Thank you.

Sorry, I had a number of detailed questions.  I was anticipating you telling me you were not giving me the table.  Now, I am going through and --


[Laughter]


MS. SEBALJ:  -- I am pleasantly surprised.

MR. QUINN:  Can I interject a question, Ms. Sebalj, while you are doing that?

Because your line of questions prompted a thought, and it is for the basis of 2013 and beyond.

Does Enbridge have a policy wherein it provides a threshold, monetary threshold, whereby you have to get a department director's approval to undertake a new project?

MR. KANCHARLA:  Yes.  There are guidelines in terms of how the capital approval process works through the organization.

MR. QUINN:  Okay.  So there's a specific threshold for maybe a departmental director approval, and there's a different threshold for VP approval?

MR. KANCHARLA:  That's correct.

MR. QUINN:  So these submissions would be made in writing to their respective department heads or VPs, requesting the capital?

MR. KANCHARLA:  That's correct.

MR. QUINN:  Wouldn't these be a source -- albeit caveated -- wouldn't these be a source of the data that Ms. Sebalj is looking for?

MR. KANCHARLA:  The requests usually may not have all of the information related to the benefits realization that are associated with the costs, as well.

This could be the capital cost approval levels.  So the information -- information would be available on the cost side, in terms of what is the cost required for a particular project.

MR. QUINN:  And respectfully, though, there is a competition for capital inside the organization.  So to the extent that each person is asking, each request is asking for a million dollars, the evaluation would be on what are the benefits that are expected to accrue from that million dollars.

So there would be a capturing of some of the benefits.

I understand risk avoidance and the difficulty in quantifying that, but I am just -- as a source of some of the data that could be helpful to help us understand, I thought that would be a source of information that could be drawn upon for this exercise.

MR. KANCHARLA:  At the budget development stage, that is where -- the approval levels that are established are more related on the project costs, and it states more on whether it is a budgeted project or an unbudgeted project.

So I think it goes back to my earlier statement.

Most of the capital projects, in terms of what initiatives do we undertake in a particular year, are done through the budget development process.

MR. QUINN:  I think we are all starting to understand your budget process a little bit better, but I was just offering that as an opportunity to cull some of the data that needs to be put together in this table, and put the caveats on if you would, but there has to be defined benefits in terms of some of those submissions.  Otherwise, the project would have never gone forward.

MR. KANCHARLA:  Definitely, as Mr. Lister alluded to, we will provide the information in the table form to the best efforts.

MR. QUINN:  Okay.  Thank you.

MS. SEBALJ:  So I think the best way to manage the number of questions that I had with respect to each initiative is just to add, if I can, to Undertaking J1.28, which is your best-efforts basis to complete the table, if you can indicate for each initiative whether it is mandated or not, because there are two or three in there that I think have a sort of regulatory mandate associated with them.  And if so, whether you still consider it to be an efficiency gain, which it appears that you do, and why.

So that is sort of like a part -- I don't know what part we're at, but we will call it part A, aside from the tables, over how many years the savings will be sustained or will persist, the date that the project was initiated, and the costs or avoided costs associated with the implementation and whether those costs are included in the 2013 cost estimates.

This may take on a whole new life as a table, but you may -- that would either be in the table, or in a subtext below, whatever works best for you in responding to it.

Do those categories make sense?

MR. LISTER:  I think so.  I am just looking at the tables as they're provided in the prefiled questions, K1.3.  Does that change the look of this -- these tables in your mind, subject to what you have just added to the undertaking?

MS. SEBALJ:  No.  I think -- as I just said, I think the tables themselves -- I mean, the sustainability of the savings or the costs will be reflected throughout the IR term.

It may be that you just need text associated with each initiative to provide us with this information.  I don't think whether or not it is mandated fits clearly into the table, for instance.  So it may be that you just have text for each initiative -–

MR. LISTER:  A new column or something?  Or --


MS. SEBALJ:  In a column, or text separate and apart from the tables, as part of the undertaking response.

MR. BRETT:  Ms. Sebalj, can I make a suggestion?

MS. SEBALJ:  Sure.

MR. BRETT:  I would also suggest that in answering the question whether it was mandated or not, that they say how it was mandated; in other words, cite the statute or the regulation or the TCC directive, or whatever it is that actually mandates it.

MS. SEBALJ:  Yes, that is helpful.  Thank you.

MR. BRETT:  Thank you.

MS. SEBALJ:  So if that is acceptable, I think I can cut through what would otherwise be a fairly lengthy number of questions for each initiative.

MR. LISTER:  We will attempt to do that, yes, subject to caveats and all of the rest of it.

MS. SEBALJ:  Caveats and conditions.

MR. LISTER:  Right.

MS. SEBALJ:  And reasons why none of the estimates can actually be relied upon.

Did I have any more?  Oh, yes, I had just one other question, which is totally separate and apart from this, you will be happy to hear.

Throughout several IR responses, Enbridge refers to employee performance objectives, short-term incentive plan and other incentives for employee performance.

To what extent, if any, are the employee performance objectives and incentives for performance linked to the achievement of efficiency improvements?

MR. KANCHARLA:  I will try to answer that.  In terms of performance management at Enbridge Gas Distribution, it involves both setting and evaluating objectives at the individual level, as well as the EGD company level, as well.

For example, the company's performance management, we use a score card process.  The score card essentially has three perspectives.  One is the financial perspective; the customer perspective; and from a safety and reliability perspective, as well.

In all of these perspectives, the efficiencies gains may not be, again, explicit there, but they are considered there.  For example, just to give you some examples, in the financials we have our revenue capital customer, so we know what our revenues are.  So it is expected that the costs are managed well, with improvements wherever possible, and that is where the efficiency improvements would come from in terms of cost management.

Similarly, from a customer perspective as well, there are efficiency improvements.  For example, we had some process improvements related to the customer perspective, which are also monitored, and we have SQRs that we report regularly, as well.

So efficiency improvements are considered, enhancing on those service quality indicators, as well.

Similarly, on risk, safety and reliability risk reduction is monitored.  And in terms of specific metrics, we have that -- what we want to achieve in terms of we're reducing the risk for the utility.

To achieve all of these objectives at the company level, as well as at the individual level, efficiency improvements are considered -- are taken into consideration.

MS. SEBALJ:  Okay, thank you.  Subject to any follow-ups, those are all Staff's questions.

And I guess given the time, I would suggest that we just break for the day, Mr. Cass, and start with panel 5 in the morning.  Thank you, panel 4, for your answers and for your time.

We will adjourn for the day.
--- Whereupon the conference adjourned at 4:39 p.m.
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