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Thursday, September 5, 2012

--- On commencing at 9:35 a.m.

MS. SEBALJ:  Why don't we get started?  This is day 2 of the technical conference for Enbridge Gas Distribution, EB-2011-0354.


I believe that we had an e-mail from Mr. Bourke last night that we are going to start with a different panel this morning, but I guess I'll get Enbridge to set us straight in terms of scheduling, and then I believe we have at least one preliminary matter, and then we'll turn it over to the panel.  So Mr. Cass?
Preliminary Matters:


MR. CASS:  Yes.  Thank you, Kristi.


As indicated in the e-mail last night, there is a cross-examiner for the cost of capital panel who is not available until 11:00.  As a result, Enbridge has put up what appears on Exhibit K1.1 as panel 6.  This panel is addressing gas cost, design day criteria and other issues.


I think their plan would be, if this panel takes at least until 11:00, to follow it with the cost of capital panel when the other cross-examiner -- or examiner, I guess I should be saying, rather than cross-examiner -- when the other examiner will be available.


If it happens that this panel takes less than that amount of time and there is still time before 11:00, I think Enbridge's plan would be to try to move onto panel 7.  I hope that is not overly confusing and I stated that clearly.


One other item about this particular panel which appears on Exhibit K1.1 is panel 6.  Jody Sarnovsky is shown on that exhibit as being a member of the panel.  Jody was unable to get here for this morning.  She's out of town.  So the panel will proceed with the other three people whom you see sitting in the witness box.


Kevin Culbert has returned.  Beside him is Don Small, and, as well, Joel Denomy is on the panel.


I think that's everything that needs to be said with respect to this witness panel.


MS. SEBALJ:  I guess the only question with respect to Ms. Sarnovsky's absence is whether that leaves us with any holes in terms of the questions.  But I guess we can deal with those as they arise, if the panel has to defer.


MR. CASS:  It's certainly our hope that Don Small will be able to handle most of the questions, if not all.


MS. SEBALJ:  Okay.


MR. CASS:  Thanks.


MS. SEBALJ:  Then I think, Dr. Higgin, you had a question -- or, sorry, a preliminary matter.


DR. HIGGIN:  Yes, I do.  Roger Higgin here for VECC.  I was e-mailing Enbridge, and Dennis O'Leary specifically, about the undertaking J1.17 yesterday.  And neither of us can find the material.  It goes back to 2007.  I have other places to look, but at the moment, rather than just completely withdraw it, I would like to amend the undertaking.


And if you could look at the exhibit that is the source of this, it's Exhibit I, D1, schedule 20.5.  All I would ask -- I will let you get that.


That's page 3 of that exhibit.  I would just like you to extend the table to the right, meaning for all years where RCAM had a charge from EGEI for SBC.  I believe the initial year was around 2004, okay; and then, secondly, to just reconcile the numbers with the RCAM reports that were provided to intervenors through those years; and, if there are any differences, just to note what they were.


I presume this is your evidence, but I would like just to know if there were significant differences between these numbers and those that were provided to the RCAM consultive.  Is that clear, Mr. Culbert?


MR. CULBERT:  Yes.  We'll do our best to do that for you.


DR. HIGGIN:  Okay.  Thank you very much for that.  That's my preliminary matter.  Thanks.


MS. SEBALJ:  Thank you.  I'm just -- I haven't had a chance to consult with the intervenors with respect to order.  I think there are a number of people with questions for this panel.  I see Mr. Wolnik shaking his head.


MR. WOLNIK:  I have none.


MS. SEBALJ:  I can't tell even tell if Mr. Aiken is there, because he is behind the post, strategically.  Dr. Higgin, you have questions?  Okay.


Mr. Quinn, I know you have questions.  Mr. DeRose?  So do we have --


MR. DeROSE:  I will probably pull the short straw, then.


MS. SEBALJ:  Thanks.

ENBRIDGE GAS DISTRIBUTION – PANEL 5:  GAS COST, DESIGN DAY, TS, DAs & VAS


Kevin Culbert


Joel Denomy


Don Small

Questions by Mr. DeRose:


MR. DeROSE:  Good morning, panel.  I believe I know you all.  I'm Vince DeRose.  I'm here on behalf of CME.  If I could start with Exhibit I, D2, schedule 4.1, this is with respect to the gas supply plan.


Now, do you have that interrogatory there?  I apologize.  Right into the mic my computer is turning on.


Could you explain or provide a little bit of a broader explanation as to why there would be no changes to the 2013 gas supply plan if the proposed changes to the peak gas day design criteria are either postponed or cancelled?


I would have -- intuitively I would I thought those two would be connected so that if the changes to the peak gas design criteria are either not made or denied, that there would be some impact.  Could you explain why my intuition is wrong?


MR. SMALL:  What we did is we prepared our gas costs, if you will, under both scenarios.  So we had a gas supply plan assuming the current design day of 39-1/2, and developed the supply portfolio to meet that peak day design criteria.


And that is the gas cost that we have filed.  And we did mention that there was going to be some cost consequences if we did move to the new one.


So what you see in front of you in the exhibits and the cost consequences are based on the 39-1/2.  If the Board was to accept the new design day criteria, then there would be an incremental increase in cost.


MR. DeROSE:  When would that incremental increase in cost occur?  It would be in 2013?


MR. SMALL:  That would be the intent, yes.


MR. DeROSE:  In terms of the incremental cost, how would that be captured?  Would that be captured in a deferral account?


MR. SMALL:  What we were suggesting was that the gas cost as filed would stay the same, but the costs that we've identified as being the incremental costs if we had to move to the cost consequences of trying to satisfy the incremental design day criteria moving from the 39-1/2 up to the 43.7.


We talked about that being an incremental amount of some $66 million.  What we were suggesting, though, was we recognized that this was a significant cost.


We also had some -- there were some concerns of whether or not -- as we moved into 2013 whether or not the -- to satisfy that incremental design day criteria would be an increase in STFT because of other opportunities that might be available.


So what we were suggesting was that if the Board was to accept the incremental -- or the increase of the design day criteria, that we would set up this amount of $66 million in a deferral account, and only if that was the incremental cost, if you will.


So if, for example, we were to -- the Board was to accept the new design day criteria, but other opportunities came available and those -- the cost consequences of those were much less, that would be the amount we would want to collect through the deferral account.


MR. DeROSE:  So while 66 million would be the -- I guess it's your best estimate at the moment.  It could be something less; it could be something more.  Do you have any sensitivities or expectations about how variable that could be?


MR. SMALL:  Well, if -- for example, the 66 that I've referred to is predicated on us going out and acquiring an incremental amount of 350,000 gJs a day of STFT capacity.  350,000 represents the increase from our current design day criteria of 39-1/2 on a peak day and what it would be new design day criteria.


So we would to have to go out and get additional supplies and transportation to meet that.


So the transportation costs associated with the unutilized capacity of that was the 66 million, which was predicated on the current TCPL tolls.


MR. DeROSE:  Sorry, is that on FT or that is on STFT tolls?


MR. SMALL:  Well, you're going to pay the -- currently, you are paying the long-haul FT toll on your STFT, roughly $2.25 a gJ.


So to get back to your question, the expectation would be is that obviously if we were able to find alternative sources of supply and transport, our expectation, it would be at a lower amount.  The only way I could see it being a higher than that would be if there are no other alternatives other than STFT and the TCPL toll went up, for example.


MR. DeROSE:  Fair enough.  I take it if approved -- there's two ifs here, but I think they're unrealistic.  One, if approved, and, secondly, if you don't find another source of supply that's cheaper, so you go the STFT route, that would also then -- and I will have some questions about this.


To the extent that that additional STFT is not used, that would then lead to additional STFT RAM credits in various exchanges or --


MR. SMALL:  There's no FT RAM credits available on STFT.  You can't get FT RAM on STFT.  You can only get it on long-term FT.  That's my understanding of FT RAM.


MR. DeROSE:  Now, I thought this panel was going to answer some questions about that.  Who would be the person to answer the questions about the RAM credits?


MR. SMALL:  RAM credits are available on long-haul FT transportation, and you can also get RAM associated with your STS service.


MR. DeROSE:  Okay.  I'm sorry.  So it's not STFT.  It's your STS contracts?


MR. SMALL:  Storage and transportation service, yes.


MR. DeROSE:  Okay.  Thank you for that.  Let me turn you to -- I'll just stay with Issue D2 for right now.


MR. SMALL:  Sure.


MR. DeROSE:  Exhibit I, D2 schedule 4.3.  This is CME Interrogatory No. 3.  And one of the requests was that you produce the contract that EGD recently negotiated with Union for storage capacity and services under market-based rates, and the company has declined to produce it.


And I just want to understand the two reasons provided.  First of all, to maintain the integrity of the RFP process, the RFP process has been concluded; correct?


MR. SMALL:  For the new contracts that would come in place -- maybe if I can back up a second, at the time that we prepared our gas cost budget, we didn't -- we hadn't gone out as yet for our RFP for storage contracts that expired March 31, 2013.  So we hadn't done that yet.  We have completed that process.


Now we're just in the stages of finalizing the contracts that would come into place for April 1, 2013.


So what we were trying to suggest here was that it's not just the RFP process for the upcoming year, but it's the RFP process, in general, because in my mind if a counterparty knows that they're going to submit an RFP, and then at some point in time that that RFP or the -- all the pricing information, all the parameters, other RFP, all those things that are involved are going to be made public.


That would hinder us in future RFPs.  Customers would be reluctant to enter into an RFP if they know that the information pertaining to their bid or bids would be made public.


MR. DeROSE:  Are your concerns -- do those concerns still exist if it's in confidence to a limited pool of people who are not their competitors?  Is that not what the confidentiality provisions of the Board contemplate?


MR. SMALL:  In my mind, yes.


MR. DeROSE:  Yes, it would alleviate it?


MR. SMALL:  No, sorry.  In my mind, it wouldn't alleviate it.


MR. DeROSE:  Why not?


MR. SMALL:  Well, in part, because -- not to suggest that this would happen, but I would be concerned that some of the information may find its way into certain people's hands.  And also looking at the list of intervenors in this case, JustEnergy happens to be an intervenor in this case, and they then would have that information available to them, and are they going to use that information in the future in some of their business dealings as a marketer?


So I'm a little concerned about that.


MR. DeROSE:  And I'll just put it onto the record that we are going to seek an order to have the contract in this case, and I think to the extent that we have in the past -- where there is sensitive market-based information or competitive information, where there is a competitor who is an intervenor, there have been situations where that competitor has not been provided that information.  So I think that that --


MR. SMALL:  That's fair.  Sorry, I don't mean to cut you off.  I just wanted to just add a couple extra points, if I could.


For starters, it's not just Union Gas who we now have market-based storage with.  So you would be looking at other contracts, potentially, other than just the most recent Union contract.


MR. DeROSE:  And that gets me to the second question.  You said a snapshot of one contract.


So I take it there is now more than one?


MR. SMALL:  For example, if you recall, we had three different blocks of contracts under the old cost of service, for example.  There was -- the first one was 10 million gJs that came up for renewal.  Then there was a 6 million block, and then a 5 million block, gJ blocks, that came up for renewal.


Each year that they came up for renewal, we were replacing those contracts with market-based contracts, and we didn't necessarily go out and contract for the full amount with one counterparty.  We broke it up into different chunks, and we also made sure that we staggered the term of those contracts, so that we would be going out into the marketplace each year for a manageable size.


We didn't want to have to go out in the marketplace necessarily for 5 or 5 Bcf each year.  What we wanted to do was stagger it out.  So that's why there's a number of different contracts that we currently have in place.


MR. DeROSE:  Approximately how many contracts would we be talking about in what you are describing?  Are we talking about five contracts, 50 contracts, 500 contracts?


MR. SMALL:  It's in the neighbourhood of six or seven different contracts.


MR. DeROSE:  Would you agree with me that if you produced all six, then the second concern - that it's a snapshot of one contract in isolation - would be alleviated, because then you would have all the contracts and it wouldn't be a snapshot in isolation?


MR. SMALL:  The only other thing I want to mention is to evaluate a storage contract today with what we're -- you are looking at what storage prices are today.  What you would really have to do is you would have to go back to the time that the RFP was issued to look at what the value or the perceived value of storage was at that particular time, and then you would have to compare it against the storage bids not just on the price alone, but what value of service is being offered up by the counterparty who submitted their RFP proposal.


So I guess one of the things I'm concerned about is this question of hindsight.  So, okay, you went out for an RFP for a storage contract to kick in April 1 of 2012, for example, and that was a three-year contract or a four-year contract, and this is the price you paid.  Well, if you look now, what you can get for that same storage service might be a lot lower.


So with the benefit of hindsight, are we going to be questioned for entering into that contract at that point in time?


I'm a little worried about that, as well.


MR. DeROSE:  And --


MR. SMALL:  That's why what we tried to do as part of this response was to provide you with the average unit rate of the market-based contracts that we entered into each year.  And with the exception of the one year, which was on the -- or that came into effect in April 1 of 2010, all the other prices have been coming down year after year.


The reason for the 2010 blip, if you will, is that particular contract that we did enter into that year was for a very high deliverability service, so it carried a premium with it.


MR. DeROSE:  Thank you for that.


I think in fairness to Mr. Cass, before he jumps in and -- we've been trying to avoid debating these issues.  I'm trying to just put it on the record.  I understand your position, and I guess Mr. Cass now has the heads up that we'll be asking for the contracts.


That's it for D2.  If I can now turn you to Issue C6, and it's Exhibit I, C6, 4.1.


MR. SMALL:  Yes.


MR. DeROSE:  And I would like to just walk through at a high level, or have you help me walk through, exactly how the FT RAM operates and the STS RAM feature operates in terms of the transitional services that you enter into.


MR. SMALL:  Okay.


MR. DeROSE:  If we can start with the FT RAM, first of all, as I understand it, Enbridge has not received or used any FT RAM credits themselves; is that correct?


MR. SMALL:  Just as --


MR. DeROSE:  Sorry, by "using", that you are actually --


MR. SMALL:  You can receive FT RAM credits, meaning that you can receive credits associated with your long-haul FT transportation.  So that's one side of things, and then you can receive credits associated with your STS contracts.


MR. DeROSE:  Let's start with the FT.  Has Enbridge ever received FT RAM credits?


MR. SMALL:  No.


MR. DeROSE:  Have you entered into exchanges with third parties where, as part of the FT that you provide to them, they obtain FT RAM credits?


MR. SMALL:  There's a difficulty in that, because I don't know for sure if they have.  What you're describing here is what we've referred to as a capacity release, which has an exchange element associated with it.


MR. DeROSE:  Could you describe, at the 10,000-foot level, capacity release for us?


MR. SMALL:  I'll try.  Typically in the summertime -- first off, I'm only talking -- we would only do this kind of transaction in the summertime.


Typically, what would happen is we've got a contract for long-haul transportation on TransCanada.  We would buy gas at Empress, fill that transportation, move the gas to the CDA or EDA.  In this case, it's to the EDA.


We would then move that gas back down to Dawn for injection into storage so it would be available next winter.


A counterparty comes to us and says, If you give me gas at Empress and assign me the transportation, I'll give you the gas at Dawn.  So from our perspective, we're better off, because there is going to a savings to us.


So they are going to give us some benefit for us.  That benefit goes into the transactional services to deferral account. We still bought the molecules that we needed.  We've got the gas in storage.  Everything is fine.


We're getting a benefit from them.  We're sticking it in transactional services.


MR. DeROSE:  Just stopping you there, when you say you receive a benefit, the benefit is that your transportation costs are reduced because you don't have to move it, the last piece, to Dawn?


MR. SMALL:  What would happen in this case is I assign them the transportation.  So TransCanada is going to turn around and give me a credit on my invoice for the amount of the assignment, but TransCanada then turns around and bills that counterparty 100 percent of the cost, because they are now the contracting party.


But if that party says to us, Well, we don't want to pay full toll.  But let's just, for simplicity, say the toll was a dollar.


MR. DeROSE:  Sure.


MR. SMALL:  We would get a credit for a dollar.  That counterparty bills me 75 cents.  So in my case, what I do as part of my gas cost or part of my purchases, I deem my purchases to be the cost of the molecules, plus the transportation of a dollar, so there is no impact on my PGVA account.


But the 25-cent difference between the dollar that I got as a credit from TransCanada and that I pay the counterparty I put into the transactional service deferral account.  So I've optimized the transportation.


Now to your question about FT RAM, did that counterparty flow gas on TransCanada?  Did they leave it empty, use FT RAM?  That I don't know.  I don't know how this utilized capacity.


I can only assume they did take advantage in some part, shape or form of the FT RAM, but I don't know for sure.  All I know is I bought the gas like I wanted to.  I was able to get gas into storage, and I was able to generate, in the example I've used, 25 cents of transactional services revenue.


MR. DeROSE:  If we turn then to the STS -- and thank you very much.  That's very helpful.  I know it's a very complicated area, and you've just made it sound very easy.


The STS RAM, can you -- first of all, as I understand it, Enbridge has at times received STS RAM credits?


MR. SMALL:  That's right.


MR. DeROSE:  Right on that?  And let's take a step back.  First of all, with STS, do you ever enter into transactions as the one you've just described, the capacity assignments, for STS in the same way that you do with FT?


MR. SMALL:  No.


MR. DeROSE:  Okay.  Will you -- as I understand it, when you receive STS RAM credits, you have to use them.  You have to use them or lose them; is that --


MR. SMALL:  Yes.


MR. DeROSE:  I maybe oversimplifying.


MR. SMALL:  That's fair.  I think there is a misconception sometimes that because we call it a credit, automatically you are going to receive something.  And you don't.  Until you utilize other services on TransCanada, such as IT or discretionary transport, then you would receive a credit, if you will.


MR. DeROSE:  What is the time period within which you have to --


MR. SMALL:  It's all within the month.  So, for example, we're flowing our STS contracts at 100 percent, and then for whatever reason we don't need to for a few days.  We would have available to us credits.  If -- sorry, if that's, say, the month of December, if we don't flow any IT services in the month of December, too bad.  You lose out on the opportunity of utilizing those credits.


You can't carry them forward to January, February or March.


MR. DeROSE:  What happens if you don't flow on the last day of December?  It's just too bad?


MR. SMALL:  Don't flow?


MR. DeROSE:  If you were to receive RAM credit on, let's say, December 31st, I take it unless you can sell it, it will become null and void on January the 1st, or is there some flexibility with TransCanada on that?


MR. SMALL:  No, there is no flexibility.  Just to clarify, I don't want to suggest that you sell it.  If I can use your example, so we're flowing our STS service at 100 percent each and every day throughout the month of December.  So there's no RAM credits associated with those first 30 days.


Now all of a sudden you flow, let's say, zero on the 31st.  You would now have available to you STS RAM credits.  Those credits can only be used if you contract for IT service.  So if I moved IT service on the 31st, then I would be able to offset the cost of the IT by the RAM credits.


But if I don't flow any IT on the 31st, too bad.


MR. DeROSE:  And so, again, using the very simple example as you did with the FT, but instead of a dollar we'll say two dollars.  If on the first day of the month you get one -- two dollars of RAM credit, and in the middle of the month you need a dollar worth of IT, you can use the STS RAM credit for that dollar of IT?


MR. SMALL:  What would happen is -- the way it works, if I can, TransCanada provides a schedule on a monthly basis that shows your daily available credits, and then if you contract for IT service and you flow IT service, I'll be billed at whatever that IT toll is, and then I will receive a credit on my invoice for the amount of the available credits.


MR. DeROSE:  So --


MR. SMALL:  I would love if it was two dollars credit and one dollars transport.


MR. DeROSE:  Fair enough.  I'm actually thinking more is that -- as I understand it, there are scenarios where you have more credits than you use, so you get more credits in a month than you contract for IT in a month?


MR. SMALL:  That's correct.  That happens, yes.


MR. DeROSE:  So when that happens, while you can apply the credits to the IT, if you don't have enough IT or you didn't need it, then you have RAM credits that will either be lost, or are there any transactions that you then enter into with those STS RAM credits?  Do you sell them?


MR. SMALL:  You don't sell them, per se.  Let's look at an example.  If I can, I'll try to keep it simple again.


So we've gone through -- as you go through the month, we're using our STS and maybe we're not using it 100 percent or whatever, dependent upon what is needed by gas control in the day.  So just to be fair, typically gas control doesn't like to release any of those credits or the availability of those credits until later in the month, because they want to make sure that if they need IT for utility services, they can go and get that IT, and then we can use the credits to lower that IT cost.


But let's just say, for example, that we've been building up credits and we're only going to use them if we move IT.  We don't need IT transportation for the utility, so if we don't contract for IT, the credits are lost.


But situations have arisen whereby a counterparty might want to do a transactional service-type deal, and to enter into that deal, we would be required to flow IT.  Once we flow IT, then those credits can then be used against that transportation cost.


So what ends up happening is you can have a transactional service deal where the cost of the transport was -- let's say it was a dollar.  If the cost of the IT transport was a dollar, well, if you added in a dollar to the transactional service deal, it would mean that we would be losing money on the deal.  So why would you do it?


But if you can apply these RAM credits against that transportation cost, now all of a sudden you've generated some revenue, because you've reduced that transportation cost, say, down to 75 cents.  So that's how it would work.


MR. DeROSE:  When you say -- are you -- you would be entering into these transactions with a counterparty?


MR. SMALL:  Yes.


MR. DeROSE:  So if -- what would IT be selling for at the moment?


MR. SMALL:  It fluctuates all the time.  It depends on what is bid and how valuable it is in the marketplace.  It changes all the time.


MR. DeROSE:  What would be a reasonable number just to use for an example that you can walk me through?


MR. SMALL:  Well...


MR. DeROSE:  Can we say a buck?


MR. SMALL:  If we stick with a dollar, because it's maybe easier.


MR. DeROSE:  We'll stick with a dollar.


MR. SMALL:  Let's say I'm going to move IT and it's going to cost me a buck, a dollar.  Now I've got a RAM credit of 25 cents, right?  So if, for example, the utility needs to move gas on IT, it's going to cost me a dollar.  I've got 25 cents in RAM credits.


So what I've done is I've reduced the cost of that transportation that would otherwise be borne by the utility customers down to 75 cents.  If the dollar of IT transportation is to move a transactional services molecule, I'm not going to include that as part of my gas cost, but that dollar is a cost associated with the transactional service deal.  So it's going to offset any revenue generated from doing that deal.  So the 25 cents reduces the cost going against that revenue.


MR. DeROSE:  Fair enough.  So when you say a transactional services deal, this is with an ex-franchise counterparty that you are going to enter into.  Someone would come to you and say, We'd like to buy -- well, if IT is being sold for a dollar and you have a credit of 25 cents that you can apply if you were to purchase that IT --


MR. SMALL:  Right.


MR. DeROSE:  -- you don't need the IT for your utility services?


MR. SMALL:  Correct.


MR. DeROSE:  But you have this 25-cent RAM credit that you could use?


MR. SMALL:  And I'm only going to get it if we flow IT.


MR. DeROSE:  And you're only going to get it if you flow IT.  Would a counterparty then come to you - is this the scenario - and say, It's being sold for a dollar in the marketplace, I understand you may have some STS credits that you could apply.  We'll buy it from you for 90 cents.


And so you then apply your 25, so you are -- the marketer is getting a 10 percent reduction and you are getting a 15 percent premium; is that --


MR. SMALL:  I'm trying to think of an example.  That example you've used wouldn't happen.  What would happen is, if a counterparty came to us and said, If I give you gas here, can I -- let's say, for example, they want to give us gas at one receipt point, and they'll give us gas back at another receipt point, or another -- a better example might be they want to give us gas.  Let's stick with that example.  Sorry.


So they are going to give us gas in the CDA, for example, but they want to move gas to Dawn, for whatever reason.  They will come to us and say, Can you move that gas?  And what they will be looking at is the price spreads between CDA and Dawn. So there is a value between the two receipt points.


Well, for us to facilitate the deal, we are going to have to transport the molecules, so there is a cost to us to move that.


It's really -- if the price spreads between CDA and Dawn, let's say it was only 10 cents, but if it was going to -- I guess this is -- let's say it's 50 cents.  Sorry.


MR. DeROSE:  That math will work better.


MR. SMALL:  Yes.  So if it was 50 cents -- it probably wouldn't even work either, sorry.  I'm just trying to think of it as we're talking about it.


But if the value of the difference between the receipt points is X, but it's going -- so the counterparty would say, Okay, I'll pay you Y for that service, for you to provide that service to me.  But if it's going to cost me a dollar then Y -- what if Y minus a dollar is zero or negative?  Then I'm not going to do the deal.


But now if I know that I can use some of those RAM credits to offset that dollar, all of a sudden it's Y minus 75 cents.  So then the value of that deal now has just risen.  So I've generated revenue that way.  That might be kind of confusing.


MR. DeROSE:  And the spread that you are then describing would then go into the transactional services --


MR. SMALL:  So then the counterparty would pay me X dollars, and offsetting that revenue would be my IT transportation costs less the associated RAM credits.


So what I would be having in the transactional services account is a net revenue, if you will.


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


MS. SEBALJ:  I'm still thinking about the examples.

Questions by Mr. Quinn:


MR. QUINN:  I guess your head is spinning a bit.  Good morning, panel.  My name is Dwayne Quinn.  I represent the Federation of Rental-housing Providers of Ontario.


And I had submitted a list of questions which we have subsequently marked as an Exhibit K1.2.  Do you have those in front of you?  It might be helpful to walk through.


MR. SMALL:  Yes, we do.


MR. QUINN:  Thank you.  I think I'm just going to handle it in order and make sure I don't miss out on something.


I assume, Ms. Sebalj, we'll be looking for a break around 11:00?


MS. SEBALJ:  I think that would be appropriate.  Can I just also take this time -- sorry, I should have done this at the outset.  There's been now multiple requests for me to change the exhibit and undertaking numbers so that they are JT and KT.


I was just going to assume that we could handle it numerically and that the hearing day would just be 3.1, or whatever it would end up being.


I haven't had a chance to talk to Patrick or the court reporter about how much work this is for yesterday's transcript, but does anyone have any objection to me doing that?  I had been admonished by Board Secretary and told not to do that, but it appears that we, legal counsel, are cowboys and we're going to do it, anyway.


So if there is no objection, I'll start today marking them JT and KT, and I will ask Patrick and the court reporter to make the changes to the transcript from yesterday so that it's easy reference for all of us.


Is that okay with you, Mr. Cass?


MR. CASS:  That's fine, Kristi.  Just while you are mentioning, I might mention that the court reporter could perhaps look at the transcript for places where Enbridge has not been appropriately identified.  I think Enbridge was called Union in at least one spot, and were there places where it was E --


MR. DeROSE:  If that was me, I inadvertently did and I apologize.


MR. CASS:  No, it was in the appearances.  It wasn't stated by anyone.


MS. SEBALJ:  So if no one objects to that, we'll --


MR. SCHUCH:  So we'd be renumbering all of yesterday's exhibits and undertakings as JT or KT, as the case may be, whether it is an exhibit or an undertaking, and today?


MS. SEBALJ:  Exactly.  And it was Mr. Quinn referring to his exhibit as K1.2.  It will now be KT1.2.  That's what jogged my memory.  I apologize for the confusion.  I thought I was following the script, but I'm going to go back to my old ways.  Thanks.


MR. QUINN:  No problem.


We had touched on an IR response yesterday.  This will be found page 2 of KT1.2.  So I'm in the middle of the page, and the reference is Exhibit I, B6, schedule 8.10.


MR. SMALL:  Yes.  Sorry.


MR. QUINN:  So we are looking for more information about Enbridge's proposed allocation of costs to the non-utility storage.  First, please confirm that the fuel gas quantity allocated to a non-utility storage is a pro rata share of total fuel use based on monthly activity.


MR. SMALL:  That's correct.


MR. QUINN:  Please explain why the actual market price of gas is not used to calculate the value of the gas used by non-utility storage operation.


MR. SMALL:  To start with, as part of our utility gas cost, we will forecast what we believe to be the fuel utilized at Tecumseh and we will assign a value to it.


For purposes of our gas costs, we assume the previous October's QRAM reference price.  And the one of the reasons we do that is that the current QRAM process does not lend itself to allow us to make changes to the fuel gas as we go through.  There's no mechanism in place to change the impact that that would have on rates.


So what we have got included in our gas cost is a fixed rate, if you will, for the whole year, and the revenues that are being collected are based upon that cost.


So on a monthly basis what happens is that the actual fuel usage at Tecumseh, the volume that is being used for fuel is then charged off to my gas cost at that same reference price.  So now I've continued to have a match on my costs and my revenues.


Recognizing that some of that fuel cost -- or fuel volumes could be used for the non-regulatory merchant storage function, I've got to then turn around and reduce my gas costs and charge something off to the unregulated business.  So by charging off -- reducing my gas costs at their pro rata share fuel times the share reference price, then I continue to have a match.  I'm still going to have in my costs whatever my assumed fuel usage is at a reference price which is embedded in my rate so there is no mismatch.


So I'm charging them the same unit rate that I'm charging off in my gas costs.


MR. QUINN:  And the principle you are trying to uphold is it's a match of price?


MR. SMALL:  Well, yes, because let's just -- using an example, I'll just try to keep it high level again.


If, for example, in the month it turns out that there was 100 units of a fuel usage at Tecumseh, if embedded in rates is the reference price, say, of two dollars, I'm going to charge off to my gas costs 100 units times two dollars - $200 - and that $200 that I've got, including gas costs, is what's being recovered in rates.  The unit rate of two dollars is what's being recovered in the utility's rates.


Now, if all of a sudden -- so I've got a match between my costs and my revenues, is my point.  But if now -- if all of a sudden, as you are suggesting, that we use a different unit rate to charge off to the unregulated business, if the reference price then has dropped since that point in time, I'm going to charge off to them a lower unit rate, say a dollar, so I'm going to have a higher amount in my gas cost that isn't equal to what I'm collecting in revenues.


So there -- while you are charging off market-based rates to the utility storage, you are penalizing the utility.  So you've got to have that match of what was being charged for fuel in both cases or you would have a mismatch between your costs and your revenues.


MR. QUINN:  Your cost, your actual cost to the utility, is a -- you have a forecasted cost, right, and that gives you that reference price of two dollars?


MR. SMALL:  Yes.  And it's that reference price, then, that we build into our gas cost forecast for purposes of determining what the fuel cost is.


So when I'm doing my actuals, I'm going to charge off gas costs at the same unit rate so there is not difference in --


MR. QUINN:  That wasn't my question.  You have a forecast of gas costs.


MR. SMALL:  For 2013.


MR. QUINN:  You have a forecast of gas for your gas cost?  Your gas cost, actual gas costs, vary from forecast, correct?


MR. SMALL:  That's correct.


MR. QUINN:  You have a deferral account to capture the difference?


MR. SMALL:  Purchase gas rates, yes.


MR. QUINN:  So you don't really have a match in the first place between your costs and your reference price.  There's always an adjustment that needs to be made between forecast and actual; is that not correct?


MR. SMALL:  The difficulty is that there's no mechanism in the PGVA or in the QRAM to adjust the price or the value of the molecules I've got sitting in storage that I've designated as being volumes for my fuel cost.


So if I can try to do it this way, in developing the gas cost budget, we expect that we're going to need a certain amount of fuel gas at Tecumseh at Union, transmission on Union or whatever.  So I've got a certain amount of fuel cost -- fuel volumes.


So I need to come up with a cost that I want to include as part of my gas cost so that the cost allocation rate design folks can then take that gas cost and design the rates.  So I need to identify a cost related to fuel.


So we've chosen the October reference price from the previous year.  So that becomes the cost that is embedded in my gas costs.  Rates are now designed on that.


What I was saying earlier is there's no mechanism within the QRAM process to change that price, so I need to leave that concept.  So as fuel is being used, I'm going to take that volume being used, assume the price -- the October reference price from the previous year, and that is what is going to get charged off gas cost.  So what I've charged off in gas costs is at the same unit rate that my rates were designed on.


MR. QUINN:  So if your reference price is two dollars and the market price is five dollars, you'd still charge two dollars?


MR. SMALL:  That's correct.  And I would still charge off to the utility two dollars.


MR. QUINN:  And the PGVA captures --


MR. SMALL:  The PGVA could capture the variance between the market price and the molecules that I'm buying in that month or on the day.


MR. QUINN:  And in that regard, then, your concern previously that it was going to be a cost to the utility customers, in this case there would actually be a cost to utility customers to subsidize the difference between the October reference price and the actual rate; is that not correct?


MR. SMALL:  Sorry.  At the beginning of the year, I've established a provision for what I think my fuel costs are going to be.  So I'll draw down that provision at whatever reference price -- at the October reference price, and I'm going to deplete that fuel provision by the end of the year.


So there is nothing -- there is no mechanism to turn around and say, Okay, I'm going to change the value of that provision as we go through the year.


If I'm buying molecules, that's totally separate from whatever provision I would have set up for the fuel cost component.


MR. QUINN:  I'm not sure a lot turns this, so I'm going to move past it, but I have actually one question that is actually for Mr. Culbert in this case.


Did you have to set up any other mechanisms to separate costs between your utility and non-utility storage operations?


MR. CULBERT:  In relation to the issue we're discussing here?


MR. QUINN:  In relation to the proper cost allocation to the non-utility storage, did you have to come up with some new mechanisms to afford yourself the opportunity to separate those costs?


MR. CULBERT:  No.  They are done within the records.  There's financial records that keep unregulated storage costs separate, and then there is the cost allocations that we've talked about with Mr. Sanders and Mr. -- and Black & Veatch's review.  So there is no separate mechanism that I have, no.


MR. DeROSE:  But that is a new methodology.  You didn't have to have that before NGEIR?


MR. CULBERT:  Correct.  We didn't have an unregulated business until just recently.


MR. QUINN:  Exactly.  So Mr. Small is constrained by historical QRAM.  I guess I will put it to you.  Is there a possibility that if the Board ordered that you have your non-utility storage operation pay for what it gets, that a mechanism could be put in place so there is a reconciliation to actual gas cost, Mr. Culbert?


MR. CULBERT:  Yeah.  I guess what Mr. Small is saying there is no provision inside of the current QRAM to alter or effect changes to the fuel pricing.  And you can correct me if I'm wrong, but I think what we're saying is we're -- the way he's treating it now is try to affect the proper adjustment to the utility fuel cost so that the ratepayers aren't unduly -- because it could go both ways, from what your suggestion is.  Your price could go up or down.


MR. QUINN:  Exactly.  So your answer, then, is you could set up a mechanism to effect a reconciliation of actual --


MR. CULBERT:  Just like we went through -- there was a QRAM, I'll call it, generic process for both Union and ourselves to try and, I'll say, make the two very comparable, to the extent possible.


We would have to -- we would to have to sit and discuss if it's possible, let's put it that way.


MR. QUINN:  Well, I guess I was asking hypothetically.  Our belief is it is possible, but we will save that for later.  I'll move on to the next question.


Please explain how the lost and unaccounted-for costs are allocated to the non-utility storage operation.


MR. SMALL:  Currently, there is no charge-back for lost or unaccounted for.  The provision we've included as part of our gas cost budget, that was a provision that was based upon a study that was done prior to the start of the unregulated business.


So what would happen is, once there is a new study for lost and unaccounted for at Tecumseh, there would be a new provision.  That new provision, we would have to make sure what we set up as part of our gas cost is only the amount of a provision related to the utility business.  We would have to separate it at that time.


MR. QUINN:  The short answer to the question is there are no unaccounted-for gas costs going to the non-utility storage operation?


MR. SMALL:  No, because there don't have to be.


MR. QUINN:  Pardon?


MR. SMALL:  There doesn't have to be, is the point I was trying to make.  The provision that we're collecting in our rates was based upon a volumetric provision from a study that was done prior to the advent of the unregulated business.  So what we're collecting in rates is a provision of lost and unaccounted for that relates to solely the utility.


MR. QUINN:  I'm trying to stay at a high level, Mr. Small, but when you keep saying "the rates", can you be more specific to help us understand what --


MR. SMALL:  When I'm referring to the rates, what I'm talking about is, in the development of my gas costs, included in that gas cost is a volumetric provision for lost and unaccounted for.  So my total gas cost includes costs associated with that provision, and then the cost allocation and rate design people recognize that included in that there is a cost associated with LUF, and then they charge it off to the various rate classes in accordance to their cost allocation and rate design methodology.


MR. QUINN:  So it's not recovered in their distribution costs?


MR. SMALL:  What is being recovered as part of -- and not to get into their line of questioning, but my understanding is that that is something that gets captured as part of the distribution rates from all customers of the utility.


MR. QUINN:  So Enbridge Distribution customers are getting this cost in their distribution rates?  There's an allocation, correct?


MR. SMALL:  Correct.


MR. QUINN:  How then is the non-utility storage operation being charged the appropriate allocation if it's not paying for the component that distribution customers are paying?  In other words --


MR. SMALL:  Sorry, Mr. Quinn.  The point I'm trying to make is that the provision or the amount of the LUF volume provision that was identified was based upon a study that was done prior to the advent of merchant storage or unregulated storage.


So the provision is solely associated with utility business, and that is the cost that the utilities include as part of its rates in collecting for its customers.


So my point is there is no extra cost, if you will, that the utility customers are paying for that needs to be charged back, because the provision or the cost the utility paying is only related to the utility's LUF provision.


MR. QUINN:  Maybe we can do it this way.  Can you provide, by way of undertaking, the calculations, step-by-step calculations, that show us how you are allocating that cost and where it is in the rate so there is an equitable recovery from the non-utility storage operation?


MR. CULBERT:  I think what Mr. Small is trying to say is the provision for LUF hasn't changed with respect to the storage capability of the regulated business.  It is the same percentage on the same volumes, or whatever the volumes are available to the utility for storage purposes.


Any incremental amount of storage created by the non-utility business, there is no increase to the provision for LUF inside of Mr. Small's gas cost.  So there doesn't need to be an allocation, because the costs have not changed.


MR. QUINN:  But you've added additional storage plant.


MR. CULBERT:  But the provision has not increased relative to that additional volume.  It's based on the volumes that are available to the utility in-franchise customer storage.


MR. QUINN:  I would like an undertaking, if you would, to try and delineate this in a way that we can understand, because I'm seeing numbers in the air, and I'm seeing the non-utility storage operation - and I could be very wrong here - not getting full -- not paying fully for lost and unaccounted-for gas.


Is there anything you can provide us that give us comfort that in fact is occurring?


MR. CULBERT:  Other than pretty much reiterating what we're telling you now, there's -- we could show you the calculations that have been there for a number of years and the results, but that's about all we can provide.


MR. QUINN:  I would like to see that, then, and how it would be recovered, what component of it is recovered in that gas cost versus what is recovered from distribution customers in their distribution rates.


MR. SMALL:  The point we keep coming back on is the provision that is included as part of the gas costs and the cost consequences of that provision is what's going to be included as part of the rates, which are then going to recover that cost.


To develop that cost that is being recovered in rates, you rely on a volumetric provision.  The volumetric provision for LUF hasn't changed.  It's the same provision that's been in place since before the unregulated business started.  So the provision hasn't changed.


So what we are continually recovering in rates is the same volumetric provision equalling the cost.


MR. QUINN:  So the gas costs from the utility have not been increased for any incremental amount of LUF that may have arisen?


MR. SMALL:  It hasn't changed.  It's the same provision as before.  There has been no increase to the gas cost being charged to utility customers.


MR. QUINN:  There has not been an additional gas cost to utility customers, but how much is the non-utility storage operation paying for its portion of lost and unaccounted-for gas?  Is the answer zero?


MR. SMALL:  They are not paying anything, because we don't have to charge them back anything, because what we're including in our rates is not being impacted by their business or impacted from their business.


MR. QUINN:  I'm going to go to the next question, but I'm not leaving that issue.  How are in kind -- sorry.  I'm missing a word here.  How are in-kind fuel payments by non-utility storage customers handled?


MR. SMALL:  You would have to talk to the unregulated business.  My understanding is, like any other type of storage contract, there would be a fuel component built into it or a fuel that it has to be provided.  What they do with that I'm not sure.  I know they may collect that amount of fuel gas from the counterparties that are entering into business with them, but I know that I'm charging them back a cost.


How that cost compares to what they have collected in fuel, I have no idea.


MR. QUINN:  What are you charging the non-utility storage operation in terms of fuel?


MR. SMALL:  I'm charging them their pro rate share of the actual fuel usage times the unit rate, and that unit rate is equal to the same unit rate I'm charging off to my own gas cost, which is the same unit rate that was embedded in gas cost budget that is then being recovered in rates.


So there is no impact on the utility, and the unregulated business is being charged an amount for fuel costs by me.  How they look after that cost in comparison to whatever fuel volumes they may have collected from that business, I don't know what they do.


MR. QUINN:  Let's maybe give it some context.  How would -- how are in-kind fuel payments handled by Enbridge in allocating those fuel costs to Union Gas for your leased storage operation, Dow Moore pool?


MR. SMALL:  You would probably be best asking that question of Mr. Kacicnik.


MR. CULBERT:  Anton.


MR. QUINN:  Is he on the last panel?


MR. SMALL:  Yes.


MR. QUINN:  Do you think he'll be able -- well, I'm still befuddled in terms of how non-utility storage operation is paying for it.  Would you --


MR. SMALL:  Paying for?


MR. QUINN:  Paying for lost and unaccounted-for gas.  I'll make one more request.  Can you provide an undertaking on a best efforts basis to try to describe that in better detail that would allow us to understand this?


MR. CULBERT:  We can take an undertaking to put in writing and try to explain what we've been telling you, sure.


MR. QUINN:  And show us a sample calculation?  Actually, let me say it better.  For 2011, show us how they would have paid their pro rata share embedded in rates, so what other customers paid, what was in --


MR. CULBERT:  Again, what we're trying to tell you is because we're not including any increase to the LUF provision included in utility gas costs, there is no additional cost that needs to be assigned to the unregulated business, but we'll put that down in the response and try to explain it to you.


MR. QUINN:  Thank you.  That was easy.


MS. SEBALJ:  It's JT2.1.  I guess I'll leave it as the record, but the question is:  How is non-utility storage paying for LUF?  And the commitment from Enbridge is to put in writing why it's not paying for LUF.  Is that correct?


MR. CULBERT:  I think what we are committing to is an explanation of the calculation and provision of LUF.


MS. SEBALJ:  In general.


MR. CULBERT:  Correct.


MR. SMALL:  As it pertains to than the non-utility SAM storage operation.


MS. SEBALJ:  Well, I think his saying "in general" is to deal with the issue of the fact that because it's not charged to non-utility, it's not --


MR. CULBERT:  We will include an explanation in the response that provides our position.

UNDERTAKING NO. JT2.1:  TO PROVIDER AN EXPLANATION OF HOW NON-UTILITY STORAGE IS PAYING FOR LUF, AND AN EXPLANATION OF HOW ENBRIDGE UTILITY IS PAYING FOR LUF.

MR. QUINN:  Thank you.


If we move over to page 3, which is the general questions in terms of gas supply, the preamble is from the record, so I don't think I'll read that into the record.  It's in the evidence.


If I can move to the questions, has Enbridge done a cost best analysis to see whether the expected benefit to customers of acquiring TCPL STFT capacity exceeds the incremental gas supply cost?


MR. SMALL:  I guess the short answer is no, because the way we perceive it is that if you don't have the volumes available to meet your demands on peak day, then customers are going to go on serve.  So if you don't serve your customers, there's no associated benefit to offset that incremental cost.


So we view it as something that needs to be done.  You have to acquire those supplies.  You don't have any choice.


MR. QUINN:  So the answer is no?


MR. SMALL:  The answer is no.


MR. QUINN:  If the Board were to approve the proposed design criteria, does Enbridge believe all of the additional peak day resources would need to be acquired immediately, or would it be reasonable to phase in the increase over a period of years?


MR. DENOMY:  The company would think that if the design criteria request was approved, you would immediately contract for the incremental supplies required to meet that design condition or your peak day demand under those design criteria.


Phasing in purchasing those incremental amounts of transport could potentially leave you short if design conditions were to be met.


MR. QUINN:  Thank you.  The Enbridge 2013 peak day supply mix includes 150,000 gJs of peaking supply and gas exchanges.  This is about 4 percent of the total peak day supply, and there's a reference to D3, tab 3, schedule 3.


I don't know that you need to turn it up, but from that area of your evidence, it says it is the company's belief that it would not be prudent to assume the increase in peak day demand could be met with traditional firm peaking supply arrangements.  And that's D1, tab 2, schedule 1, page 5.


My questions we have are:  What amount of additional firm peak supply does Enbridge expect would be available for the 2012, 2013 winter season if the company had any interest in buying it?


MR. SMALL:  I guess the difficulty is is when you refer to as -- what the amount of additional peaking service or peaking supply would be available, we at this point haven't gone out to do our RFPs for the 2012, 2013 winter season.


So what we would expect is that we will receive RFPs.  There will be volumes associated that potential suppliers are willing to commit to.  But I would -- so I'm not sure how many counterparties are going to bid in to that service or what volumes they would offer up.


But I guess the bigger question is it gets back to our overriding concern about the total level of peaking service that we would want to contract for, and our belief is that 150,000 is pretty well your max number that you would have to have as a contract for peaking service.


So whether or not there is additional volumes available coming out of that RFP is somewhat moot, because we believe that, like I said, 150,000 is pretty well -- pretty well your max that you would want to contract for.


MR. QUINN:  What criteria do you use to determine 150,000 is the max you want to contract for?


MR. SMALL:  Based upon what we have seen historically.


MR. QUINN:  Is it a percentage basis or is it --


MR. SMALL:  No, it has nothing to do with a percentage basis.  It really comes down to that 4 percent is strictly a mathematical calculation of what our overall supply portfolio is on the day.  But I would be looking at the specific quantity of the 150,000.


So that number could be, you know, a lot lower percentage.  It doesn't really matter.  I'm looking at the specific quantity of 150,000.  We wouldn't be comfortable with contracting for something in excess of that volume.


MR. QUINN:  I still don't understand the criteria.  You say 150,000 and you said experience.


MR. SMALL:  Looking back historically about the amount of peaking service that we've required, how much has been available, certainly some of the things that we found out as part of the system reliability proceeding led us to believe that there was concerns in and around the firm -- the firmness, if you will, of peaking supply, and that was documented as part of that proceeding.


And, quite frankly, it's based on that, plus some issues that happened in January of 2011 and February 2011 where we saw some failures not only of our peaking supply, but some of our other direct purchase deliveries, as well.


We just wouldn't feel comfortable contracting for something in excess of the 150.  And, in fact, if we could, we might even want to go lower.


MR. QUINN:  What would you use as a determining factor to figure out if you want to go lower?


MR. SMALL:  Certainly whether or not the alternative was underpinned by firm transportation would be one of our major criteria, but we would have to look at -- costs would be one of them, but cost isn't necessarily the only criteria.


You are going to want to look at how those supplies are coming in and how reliable they are.


MR. QUINN:  So you haven't done 2012, 2013, I heard you say.  So going back to 2011, 2012, did you contract for 150,000 gJs of peaking supply?


MR. SMALL:  I believe it was in order of magnitude, yes.


MR. QUINN:  Could you provide us the number?  You can take it as an undertaking, if you prefer.


MR. SMALL:  Sure.


MS. SEBALJ:  It's JT2.2.

UNDERTAKING NO. JT2.2:  TO PROVIDE THE VOLUMES OF PEAKING SUPPLY THAT WERE CONTRACTED IN 2011 AND 2012.

MR. QUINN:  In that RFP that you established for peaking service for 2011, 2012, did you require the contracted providers to demonstrate that their supply was underpinned by firm transport?


MR. SMALL:  I don't recall.  I would have to go back and look at last year's RFP.


MR. QUINN:  And the resulting contracts?


MR. SMALL:  Again, I would have to go back and look at the RFP to determine what the particulars of the RFP were.


MR. QUINN:  Would you be comfortable to take that under the same undertaking of 2.2?


MR. SMALL:  If I understand what you are asking, what was the level of peaking service that we entered into and how much of that was underpinned by firm or to be asked for if it was underpinned by firm?


MR. QUINN:  Did you ask if it was underpinned by firm or --


MR. SMALL:  Subject to check, I don't think we would have asked.


MR. QUINN:  Well, I would like you to --


MR. SMALL:  I'll look into that.  Same.


MR. QUINN:  And under the same undertaking, J2.2?


MR. SMALL:  Sure.


MR. QUINN:  Are you comfortable with that, Ms. Sebalj?


Moving down to question 2, what does Enbridge mean by traditional firm peaking supply arrangements?


MR. SMALL:  I guess it's probably a phrase that we came up with ourselves, I guess, where we were -- you know, historically, you would go out, like I said, for RFPs and you would get peaking service, and that would be for -- there would be a demand charge component associated with that contract, and then you would have the ability to call that supply for typically ten days.  Then there would be a commodity component with that.


And that was for supplies to be delivered directly into the CDA or EDA.  So that is what we were kind of thinking of when we coined the phrase "traditional peaking supplies".  We were trying to make a distinction between other types of service, if you will, that you would use to help you satisfy your peak day requirement and -- such as STFT.


MR. QUINN:  STFT is one of those other types.  Is there any other types that you would consider non-traditional?


MR. SMALL:  Not currently.  There's a lot of developments going on, potential for other supply alternatives that are in the near future and not too distant future.  So there's going to be changes within the marketplace.


So there may be other opportunities available.


MR. QUINN:  That leads to the next question.  Could non-traditional contract terms, such a higher non-performance penalty or requirements to hold firm transport, alleviate some or all of Enbridge's concerns?


MR. SMALL:  Well, I guess you would have to look at what those types of alternatives are.


MR. QUINN:  If you're looking for other non-traditional services, could you use higher non-performance penalties or requirements to establish firm transport, and would that alleviate your concern about the level of peaking service being held to 150,000 gJs?


MR. SMALL:  The problem I have with that scenario would be is that you would be stipulating as part of your RFP process -- okay, you would be saying to that counterparty, Okay, if you don't deliver, we're going to charge you X amount as a penalty.  And, using your example, that would be a large amount.


Well, that's going to have one of two impacts.  One, either you are going to get fewer responses to your RFP because they will not want to take on that risk, or the value of your peaking service is going to rise exponentially.


So building in additional penalties isn't necessarily going to benefit you.


MR. QUINN:  That's your view, but have you done that before?


MR. SMALL:  No, we have not done that before.


MR. QUINN:  So you have a hypothesis that hasn't been tested.  In this case, I guess my proposition to you is that a third party could hold firm transport.  So they do not have a risk, that risk would be mitigated the fact they have firm transport.  They could use that firm transport service and the FT RAM credits potentially to serve other clients' customers throughout the year, making sure that you have first dibs on it so they don't enter into a long-term contract and they enter into a short-term contract, which is the nature of the market.


Is it possible that a third party provider could hold firm transport and provide your peak day requirements?


MR. SMALL:  Sorry, I'm just trying to think.  For starters, for someone to -- or some other shipper to have eligible to him some sort of RAM credits, that shipper would have to have long-haul FT transportation.


He would then have to -- then he would only get that when it's not being used.  So for him to bid into us and offer us up that service, obviously there's going to be a value to that and I don't know what that value would be, other than to say the only way it would work is he would have to be prepared to provide us with that service when we called on it.


So the only way that would work, though, is he would have to be in a position where he wouldn't have firm commitments himself.  So if he doesn't have firm commitments himself, it would be no different than us, say, contracting ourselves for long-term, long-haul FT transportation and leaving it empty, and only calling on it when you need it for peak days.


So I don't see where the cost effectiveness of that would be.


MR. QUINN:  I'm not asking you to get inside the head of another provider.


I'm asking you:  If a marketer held firm transport and provided you a commitment for ten days of peaking service in your traditional amount, would you be willing to accept a marketer-provided firm transport to meet your peak day requirements?


MR. SMALL:  I'm trying to -- sorry, I'm trying to think of a marketer that would be willing to offer up that service.


MR. QUINN:  I'm not asking you to work through their strategy.  I'm asking:  If that were able to be provided to you and was offered to you, would Enbridge accept that for its peak day requirements?


MR. SMALL:  Again, we would have to look at all the parameters that you are discussing about.  So, I'm sorry, it's just not a yes or no answer.  I mean, if we included something like that as part of the RFP, we would have to wait and see, when we got the RFP back, to see what kind of value they have assigned to that, and then we would also have to make some -- ascertain whether or not that transportation would be in fact firm.


MR. QUINN:  That's correct, and that's what I'm asking.  If they do come back and say, Yes, we do have firm transport, here's the contract number with TransCanada, and they allow you to view it on their index of customers, you know they have firm transport.  Would that satisfy you for your peak day requirements?


MR. SMALL:  I don't want to say yes or no at this point.  I would have to look at all the parameters you've talked about.  I'm sorry.


MR. QUINN:  You are asking customers to accept potentially up to $66 million of UDC in the hopes you might mitigate that cost down.  I'm saying there are -- a prudent utility ought to look at other alternatives before it lays tens of millions of dollars at the feet of the customers and say, I think we need this.  So I think I'll leave the rest for argument.


MR. SMALL:  The only thing I was going to add is your assertion is, for example, that there is a lot of excess firm transportation into the EDA.  The last time I looked at TransCanada's website where you could look to see who the firm shippers were into the EDA, there aren't that many.  So...


MR. QUINN:  I didn't say EDA.  CDA is one of the other territories you serve, correct?


MR. SMALL:  Certainly, but we've got to make sure we satisfy the needs of the EDA, as well.


MR. QUINN:  Right.  Well, I wasn't narrowing my -- I don't think anything turns on it, but I'm asking you to consider that there may be firm transport that would be available from a marketer underpinned by firm contracts to the CDA.


Does that change your answer at all?


MR. SMALL:  I don't believe that there's excess firm transportation into the CDA either, but that's a topic for discussion, I guess.


MR. QUINN:  Maybe we can wrap it up this way.  Can you, by way of undertaking, provide from the most up to date -- let's say the end of last month, what amount of firm transport that was available to the CDA and EDA using TCPL's index of customers which provides the resulting capacity; if not, using the STFT bids -- sorry, open seasons that TCPL previously put out earlier this summer.


MR. SMALL:  We'll see what we can put together.


MR. QUINN:  Okay.


MS. SEBALJ:  JT2.3.

UNDERTAKING NO. JT2.3:  TO PROVIDE MONTHLY AMOUNTS FOR THE PAST 18 MONTHS, WHAT AMOUNT OF FIRM TRANSPORT WAS AVAILABLE TO CDA AND EDA USING EITHER TCPL'S INDEX OF CUSTOMERS OR THE OPEN SEASONS THAT TCPL RELEASED EARLIER THIS SUMMER.

MR. QUINN:  Thank you.  I was going to move to another area, Ms. Sebalj.  I think this would be an appropriate time for a break.


MS. SEBALJ:  Why don't we take a break until 11:15?  Do you know how much longer you will be, Mr. Quinn, approximately?


MR. QUINN:  An hour or less.


MS. SEBALJ:  And I know Dr. Higgin has one, at least one question.  Oh, it's been answered.  Mr. Brett?


MR. BRETT:  I will have a few questions.


MS. SEBALJ:  Mr. Shepherd?  None.  I think Staff has a couple of questions, as well.  We're looking at at least an hour, probably an hour and a half.  So let's take a break until 11:15.  Thanks.


--- Recess taken at 11:02 a.m.

--- On resuming at 11:15 a.m.

MS. SEBALJ:  If everybody is ready, why don't we get started again.


I think there is an agreement between Mr. Quinn and Mr. Cooney that Mr. Cooney is going to ask some questions related to the Board Staff IRs that Mr. Quinn had questions on, and that might eliminate some of Mr. Quinn's questions.  If that is acceptable to Enbridge, that is how we will proceed.

Questions by Mr. Cooney:


MR. COONEY:  Thanks, Kristi.  I'm going to be going over some questions I had for panel 1 yesterday, but I was told to refer them to panel 6.  So I guess -- I think Board Staff has already turned up Exhibit I, Issue D3, schedule 1.13.  That should be on your monitors.  If you could just flip over to page 3, that is what I'll be looking at.


So there is a piece just before the table where it talks about:

"Note that the incremental cost of capital spending is not the revenue requirement associated with the cost, but simply the extra capital cost required to reinforce the distribution network as a result of the changes in criteria."


Now, yesterday I walked through with the other panel and they confirmed for me that up to -- I believe it's 42 HDD in the central weather zone for -- 48 HDD in the eastern weather zone and for up to 39.5 in the Niagara weather zone, that there be no incremental capital spending associated with the change in design criteria to those values.


MR. DENOMY:  That's correct.


MR. COONEY:  They confirmed that with me, so I just didn't want to leave you in the dark on that.


So, basically, then I went through that even at the requested values, I think it is 3.72 million would be the incremental capital spending associated with the requested change in design criteria, and I think they confirm that for me, too.


MR. DENOMY:  That's correct.


MR. COONEY:  Then I followed on -- just pull this here.  I guess what I asked the panel yesterday was I was trying to confirm that outside of that 3.72 million, the change to the proposed design criteria does not underpin or support the reinforcement projects in Enbridge's application and any costs associated with those reinforcement projects.  So could you confirm that?


MR. DENOMY:  Yes, that's correct.  So the numbers that you see in response to Exhibit I, D3, 1.13 on pages 3 of 4 and 4 of 4, the extra capital costs are strictly related to, as it's been explained to me, little sticks of pipe throughout the distribution system that would have to be installed or reinforced in order to accommodate the additional volumes that would result from the request to increase the design criteria.


And in terms of the Ottawa reinforcement and the GTA reinforcement, the company has already filed its Ottawa reinforcement.  I believe it was filed in June of this year, or July.  And irrespective of the Board's decision to grant the requested increase to the design criteria, the company would still go ahead with the GTA reinforcement application.


MR. COONEY:  Thanks.  So I guess -- so just to follow on with that, it has no effect on -- like, the change in the design criteria would have no effect on the deliverability and the requirement for these reinforcement projects.  It is something all together that is underpinning those reinforcement projects?


MR. DENOMY:  Yes, that's correct.


MR. COONEY:  I think those are my questions.  I think I'll hand it over to Mr. Quinn.

Questions by Mr. Quinn:


MR. QUINN:  While we have that interrogatory response up, I had a couple of questions on it myself.


First off, the incremental gas supply required and the cost, you've got incremental cost of gas supply in the millions.  Does that include both the transport and the commodity?


MR. DENOMY:  Yes, it does.  I believe it's outlined in the paragraph before the first table for the central weather zone.  We provide you with all the assumptions that were made for the incremental supply and with all the various degree day increments.


MR. QUINN:  Did you in any way adjust your base plan to reduce the amount of commodity that you would not -- the amount of commodity that would be needed?  In other words, you are going to be -- if you were going to deliver that amount of incremental gas and you know that upfront, did you make any corresponding adjustments to your other arrangements, such as spot gas purchases, and net out the cost when you created this chart?


MR. DENOMY:  No, we didn't.  This is strictly assuming the incremental 350,000 of STFT is utilized for ten days, assuming a commodity price at Empress of roughly $2.38 per gJ, a fuel ratio of 2.4 percent, and the TCPL Empress to eastern zone, a total of $2.24.


MR. QUINN:  Would it not be a reasonable gas manager's practice to say, If I'm going to have to bring in additional volumes to support peak day, then I would not buy as much spot gas as a result?


MR. DENOMY:  We would not have had to make any other adjustments to the spot gas purchases on peak day.  On peak day, we assume we're not buying gas spot.


MR. QUINN:  For your gas supply plan, to the extent that you are providing yourself more transport and more commodity molecules with that transport, would you not make a corresponding adjustment to reduce spot gas purchases?


MR. SMALL:  I guess there's kind of, like, two answers to that question.  As Mr. Denomy said, for peak day purposes, for planning for how we are going to satisfy peak day, we wouldn't need --


MR. QUINN:  If may interrupt, Mr. Small, I'm asking on a seasonal basis.  Maybe that will help us.


MR. SMALL:  That is where I was going to go next.  To the extent that you have that extra capacity available and you would have a requirement for Dawn discretionary supplies in the wintertime, then you would take advantage of the extra TCPL capacity that you had.


So then you would end up filling that capacity on those other winter days in lieu of Dawn discretionary.


MR. QUINN:  So that's a yes?


MR. SMALL:  Yes.


MR. QUINN:  Could you redo, by way of undertaking, these charts making corresponding adjustments to your spot gas purchases to net out that you would not buy the molecules twice, and, as a result of that --


MR. SMALL:  Sorry, Mr. Quinn.  The chart here was the cost associated with peak day only and what the cost would be on peak day.  And as I said, on peak day we don't assume that we would be buying any Dawn discretionary supplies to meet peak day.


So you wouldn't be making any changes to this chart.  This is the cost associated with peak day.


MR. QUINN:  That's not completely -- Mr. Small, to be clear, this chart is the annual cost of the transport, is it not, and UDC?  Help me.  The cost of incremental gas supply, for that period of time is that column?


MR. DENOMY:  So that period of time relates to the period from January 1st to March 31st.


MR. QUINN:  Okay.  So during that --


MR. DENOMY:  We would be paying for demand charges for the 90 days from January 1 to March 31st, and we would be paying commodity and fuel charges, according to this example, for ten days out of those 90 days.


So we're basically trying to match this up with the assumptions that we used to derive the gas cost budget.


MR. QUINN:  But you end up with UDC as a result, and the assumption you've made in your UDC is you have not made a corresponding adjustment to spot gas purchases.  Is that not what I heard?


MR. DENOMY:  Yes, we can probably take that as an undertaking and see if we can update these tables for you.


MR. QUINN:  To be clear for the undertaking, to revise the tables in schedule 1.13, with the assumption that the STFT is purchased from January to March, what corresponding adjustments you would make in your spot gas purchases.


In other words, if you have that demand charge already being paid for by customers, you would choose not to leave that pipe empty and buy spot gas at Dawn.  A reasonable gas manager would not do that.  So make the corresponding adjustments in spot gas purchases from January to March, and then provide the net effect of the incremental cost of providing that those molecules STFT.


MR. DENOMY:  We'll do those calculations based on 2013 budgeted demand.


MR. QUINN:  I can accept that because some things in place  -- have you bought your spot gas for this winter?


MR. SMALL:  No, we haven't.


MR. QUINN:  And so you have no commitments to purchase at Dawn at this time?


MR. SMALL:  While we would have identified a volume requirement, we don't go out and contract for Dawn discretionary supplies until typically the month prior to when it's required.  We wouldn't have contracted anything for 2013 at this point.


MR. QUINN:  That's helpful.  So you are not bound to any constraints that would say the gas is already contracted for.  Was the undertaking clear enough to the panel?


MR. SMALL:  Just so we're clear, we will update this table, but we'll take into consideration while we're doing it what the impact would be or how much Dawn discretionary supplies we would be replacing using this transportation.


MR. QUINN:  Yes, and what the net -- your forecasted net cost would be, including reductions to UDC that have been identified.  You have indicated you would have UDC by using this transport.  Instead of Dawn discretionary purchases, you would have a resulting positive impact on UDC, correct?


MR. SMALL:  The only thing we'll have to double check when we're doing the undertaking response is the $66 million that we are referring to as the incremental amount, we were going to be using that incremental STFT on the peak days, and I'll have to confer with Mr. Denomy about the numbers in this table.


But it might have already been built into the determination of the 66, that we would have used it for certain days other than the peak day, but we'll double check.


MR. CROCKER:  So UDC on 80 out of the 90 days.  I accept that that might be the case.  Whatever your --


MR. SMALL:  Well, if we were using it on the ten of the 90 days, it's probably -- the 66 would probably equate to a slightly lower number, but we'll double check.


MR. QUINN:  Start with your base, and then make those corresponding adjustments, and any caveats or assumptions, please put them out so we don't have to spend time later on.  It would be informative I think for us and Board Staff.


MR. SMALL:  Certainly.


MR. QUINN:  If I may, I'm going to return back to our list of questions.


MS. SEBALJ:  Sorry, can I just mark that?  It's JT2.4.  Thanks.

UNDERTAKING NO. JT2.4:  to REVISE TABLES PROVIDED IN ISSUE D3 SCHEDULE 1.13 TO NET OUT THE EFFECT OF REMOVING SPOT PURCHASES NOT NEEDED AS A RESULT OF HAVING EXCESS FIRM TRANSPORT FROM JANUARY TO MARCH.

MR. QUINN:  We left off on page 3 of our questions, and I was near the bottom.  Turning to the section -- and I'll read the preamble so it's in the record, and then we'll ask the questions:

"Enbridge believes would it not be possible to purchase additional winter period supply at Dawn or Niagara because there is currently no transportation available between Parkway and Enbridge CDA.  However, Enbridge suggests that other options may be available that would reduce the amount of long-haul STFT that it would need to acquire."


That is D1, tab 2, schedule 1, page 6:

"The three options Enbridge identifies are discounted transportation, increased access to Marcellus shale, construction projects that would increase takeaway capacity perhaps from Parkway."


So for each of those potential -- or options, what is the status of each of those options in terms of Enbridge's review of that relative to contracting STFT?


MR. SMALL:  We are in the process of doing some analysis right now for the possibility of alternative supplies becoming available for November 1, 2012, and quite possibly a little bit longer term, but we haven't completed that at this point in time.


We're hopeful that if something should arise, that we would be in a position to provide an update prior to the commencement of the hearing.


MR. QUINN:  Okay.  That will be helpful.


MR. SMALL:  Just to add, that would be my preference so that the supply portfolio that we would present would include all those things.  I mean, the other situation would be to just allow the PGVA next year to capture any differences from what we filed, but that wouldn't be the cleanest way to do it, I don't think.


The best way to do it would be if -- means of an update, if we could.


MR. QUINN:  I think that would be helpful.  Thank you.


Next question is:  Has Enbridge considered acquiring TCPL STSN transportation capacity from Niagara or Kirkwall to delivery points in the Niagara area?


MR. SMALL:  I may not be as familiar with STSN as others may be, but my understanding is currently, if I look at TransCanada's toll, there is only four delivery receipt points available, none of which would include Niagara to Kirkwall.


So I'm at a loss of how we could examine that at this point in time, because my understanding would be is that while TransCanada may be interested in doing a build, they would only do so if there was significant interest that would generate the revenue for them to offset the cost.


I'm not sure if there is any services that are even currently available for you to examine.


MR. QUINN:  I will say this carefully.  Would you take it subject to check that generators in that area have that service available to them?


MR. SMALL:  There's three generators that I know of, and I believe that they need that service for their own capabilities.


MR. QUINN:  To the extent that service is available to them, it could be available to a utility and could potentially displace long haul -- in other words, if you did 50,000 -- and that's the example used -- if Enbridge needed 50,000 gJs per day in the CDA, to contract for 50,000 point to point STSN service and 50,000 gJs of supply that would have gone to the Niagara area could be taken to other parts of the Enbridge CDA delivery area.


MR. SMALL:  We'll probably have to do this as an undertaking, only because, subject -- my understanding is that it isn't available.  We would to have double check whether or not it is in fact available and whether or not it would be a viable option.  So it would probably be best answered by an undertaking.


MR. QUINN:  Before we do the undertaking -- thank you, Ms. Sebalj, for your patience -- the second question was:  Has Enbridge considered TCPL, FT or STFT from Iroquois to the Enbridge EDA as a potential source of incremental deliverability?


MR. SMALL:  For starters, if you were trying to get TCPL FT, you would have to contract for the whole year, and that would be cost prohibitive, I would believe, because you would have an annual transportation that would be empty a lot more of the time than just if you were signed up for STFT.


As for STSN, I'm not aware of any contracts that are available from Iroquois to EDA.


MR. QUINN:  Would you take that under the same undertaking to check on its availability and if it would be a feasible alternative?


MR. SMALL:  Before I take the undertaking, I just advise you that I double checked TransCanada toll yesterday and there's no toll there, which would lead me to believe there is no service available.


MR. QUINN:  You were looking at STSN, were you?


MR. SMALL:  Yes, I was.  I did not see anything that went from Iroquois to EDA.


MR. QUINN:  Was that what you were looking for?


MR. SMALL:  That's the way I understood this question when I saw it.


MR. QUINN:  If you would deal with the initial undertaking for the Niagara area, we would be appreciative of a response in that area.


MR. SMALL:  All right, then.


MS. SEBALJ:  That's JT2.5.  I don't know, because it's been a page since you've -- a page in the transcript since you've indicated that.  If you could maybe reiterate?


MR. QUINN:  For Enbridge to undertake to review a TCPL STSN transportation service from Niagara or Kirkwall to the Niagara area to displace long-haul transport that otherwise would have gone there, and they could use that 50,000 gJs in the CDA as an alternative.

UNDERTAKING NO. JT2.5:  TO REVIEW TCPL STSN TRANSPORTATION SERVICE FROM NIAGARA OR KIRKWALL TO THE NIAGARA AREA TO DISPLACE LONG-HAUL TRANSPORT THAT OTHERWISE WOULD HAVE GONE THERE AND USE 50,000 GJS IN THE CDA AS AN ALTERNATIVE.

MS. SEBALJ:  Thank you.


MR. QUINN:  The last question in this area:  What has Enbridge assumed about the liquidity of delivered to CDA's -- sorry, what has Enbridge assumed about the liquidity of the delivered to CDA spot market during periods of high gas demand?


MR. SMALL:  My understanding, there isn't a spot market to the CDA, if you will.


MR. QUINN:  So does Enbridge believe that under cold weather conditions the company would be unable to purchase gas delivered to Toronto Citygate at any price?


MR. SMALL:  Just to be clear, when you are talking about Toronto Citygate, it's not like we're going to contract for gas to Victoria Gate station or whatever.  We would have to contract for gas to the CDA.


And my understanding is that there isn't available spot supplies into the CDA, and certainly you wouldn't want to be developing your supply portfolio if you are going to require that gas on a firm delivery basis, or in the wintertime when up need it.


That's why you would go out and you would acquire your peaking or other services, so that you know for sure you've got that gas available within the CDA.


You couldn't just sit back and wait and say, We won't contract for anything, and now, all of a sudden, we'll take a chance and see what happens, when it gets really cold, that we might be able to get some of that gas.


That just wouldn't be the right thing to do, because it might not be available if you don't have it already locked up.


MR. QUINN:  So your answer is -- do you believe that it's not available at any price?


MR. SMALL:  Well, unavailable at any price?  I don't think it is available, just leave it at that.


MR. QUINN:  Now, we had some specific follow-ups to our IRs, and I think I'll do them in order.  We had requested an undertaking that was provided in the generic QRAM load balancing proceeding, which was referred to earlier, EB-2008-0106.  And we asked for the undertaking J2.3 to be updated.  Can you provide us an estimate of the amount of time it would take to comply with that request?


MR. SMALL:  Sorry, not -- as you can appreciate, there is a number of things that are going on currently that we are all involved in, and to compile 24 months of gas purchase information like that undertaking would do, it wouldn't be unrealistic to assume it would take me about a month to pull that together.


MR. QUINN:  Yet you did it in a week in 2008 or 2009?


MR. SMALL:  There was a lot less things going on in 2008, to be fair, I'm sorry.


MR. QUINN:  The month is because you are fitting it in with other priorities.  I guess I was asking about the amount of time it would take to actually do that specific task.


MR. SMALL:  What I'm trying to suggest is that with all the other things that -- requirements that I have, it would take me a significantly longer period of time to pull that request together.


MR. QUINN:  Can you give me just an amount of time for the task?  I'm signalling to Mr. Cass that we're going to ask for this, so I would like to know -- you've stated for the record it is too much time.  Tell me how much time it is, and we can move on.


MR. SMALL:  Certainly it would be something that wouldn't be available prior to the start of the ADR next week, and, quite frankly, I'm not sure I would have it done in time by the time the ADR finished.


MR. QUINN:  I still haven't heard the amount of time it would take the task.  Five hours, ten hours, five days?


MR. SMALL:  I mentioned to you at the beginning it would probably take me, at a minimum, three to four weeks to pull it together.  I don't have the time right now to spend totally dedicated to this IR response, to pull all that information together.


MR. QUINN:  Maybe you can do this in the amount of time we have here.  We asked:  Please provide an enhanced response that describes if the economic rents associated with the commodity purchase or sold on behalf of direct purchase customers flow to all customers over to the system gas program.


There was not a response in that IR.  Can you respond to that?


MR. SMALL:  I apologize, but I think I did understand that, because I understood the reference to economic rents meaning what happens to the financial consequences of the BGA gas purchase and the BGA gas sell, and we did answer in the response that those amounts are treated in the PGVA as they were even back when we did the initial response.


So from the standpoint how those dollar amounts are treated, nothing has changed.


MR. QUINN:  I'm asking:  Does it flow only to system gas customers?


MR. SMALL:  If -- we would to have to confirm this with Mr. Kacicnik.  Anton.


MR. QUINN:  Pardon?  Will you take an undertaking to confirm that or to provide the answer to the question:  Does it flow to system gas customers or to all customers?


MR. SMALL:  Certainly we can do that.


MR. QUINN:  Thank you.


MS. SEBALJ:  JT2.6.

UNDERTAKING NO. JT2.6:  to CONFIRM THAT BGA BALANCES FLOW TO THE PGVA AND DO THEY FLOW TO SYSTEM GAS CUSTOMERS OR ALL CUSTOMERS.

MR. QUINN:  Skipping down some, because these were intermixed with the storage panel, so I'm on page 5.  The next reference is Exhibit I, Issue D2, schedule 8.3.


MR. SMALL:  Yes.


MR. QUINN:  So this question is badly worded.  Could you just tell us where the $2.5 million discount is recognized?  Is it going to reduce transportation costs, or is it accruing to transport optimization accounts?


MR. SMALL:  It's a reduction of my transportation costs.


MR. QUINN:  Thank you.  The next is schedule 8.4, which should be the next IR.  Oh, you covered some of this with Mr. DeRose before, and I'm going to work with Mr. Rose on meeting our needs, also.


So I'll move right to 8.7.  It appears question c) was not understood.  Using the maximum daily volumes received through peaking services for the three years answered in a), please answer c) using the maximum daily volume as the contract volume, and then answer i) through -- numbers 1 through 4, in terms of the FT contract for that service.


First off, does that help with the clarity on what we were seeking in question c)?


MR. SMALL:  I guess the difficulty I was having with c) when I was looking at the initial response was that, in my mind, there is no difference between seasonal, monthly or weekly STFT, in the fact that if you are using it in lieu of peaking services, you would have to have it contracted for the entire season.


It's not that you would develop your plan just to go out and get it in a monthly or weekly basis.  You would have to acquire that ahead of time, because you wouldn't know what the peaking service was.


I was unclear as to how we would answer that response.  Quite frankly, there would be no difference in the transportation costs between the STFT and the annual FT, other than the caveat would be if you contracted for annual FT, you would have additional costs of unutilized capacity above and beyond when you needed it for peaking.


MR. QUINN:  Do you understand the question now, Mr. Small?


MR. SMALL:  I guess I don't, sorry.


MR. QUINN:  We're just asking you to provide the quantity of delivery service under those different types of contracts for the last three years.  You have annual contracts, you have seasonal being January to -- monthly in that January month period, and weekly.  We're asking you to just break out what you actually did contract for.


If the answer is zero, We did zero weekly and we did zero monthly, then just put that in, and then just give us the annual and the seasonal.


MR. SMALL:  If you could -- I'll take an undertaking to look at it again.


MR. QUINN:  Thank you.


MS. SEBALJ:  JT2.7.

UNDERTAKING NO. JT2.7:  to PROVIDE THE QUANTITY OF DELIVERY SERVICE UNDER DIFFERENT TYPES LISTED IN PART(C) OF EXHIBIT 1, ISSUE D2, SCHEDULE 8.7 FOR THE LAST THREE YEARS

MR. QUINN:  The next reference is Issue D2, schedule 8.9.  If you leave it on that page, because it's the response in b). Please clarify if the peak day that was experienced in December in the last 15 years was actually a 39.5 heating degree day.


MR. DENOMY:  On that day, degree days in the central weather zone were 29.1 for that peak day.


MR. QUINN:  So that was the peak day of that winter?


MR. DENOMY:  No.  That was the peak day of that year.


MR. QUINN:  Sorry.  So gas year November to March?


MR. DENOMY:  No, January to December.


MR. QUINN:  Okay.  But it was a 29.1 heating degree day?


MR. DENOMY:  Yes, for the central weather zone.


MR. QUINN:  Great.  Thank you.  I guess the question is:  Why would Enbridge not focus its deliveries in the core winter months of January to March as opposed to including 50,000 of STFT currently being delivered from November to March as providing more peak day capability?


MR. SMALL:  The 50,000 that you are referring to, that's from November to March.  That was an outcome of the system reliability proceeding where we assigned away short-haul capacity to the direct purchase market.  And we talked about, at the time, that to replace that capacity, we needed to acquire the 50,000 November to March.


So that 50,000 is contributing to meeting the peak day, but we need to have that contracted for November to March to offset the assignment of the short-haul firm capacity that we assigned away to the direct purchase market.


MR. QUINN:  Are you counting on that 50,000 to be meeting a peak day requirement?


MR. SMALL:  It would be available to us to help us meet our peak day requirement, yes.


MR. QUINN:  Even though -- well, we asked the question about having a peak day that has occurred in November.  You've given us a peak day for that calendar year, but it wasn't a 39.5 heating degree day.  I guess our view is -- have you considered shifting those volumes and spreading those volumes over January to March as opposed to November to March?


MR. SMALL:  No, I wouldn't, because, as I mentioned, that was to replace some of the short-haul capacity we assigned away, and we were going to use that short-haul capacity and fill it November to March, anyways, throughout the winter season to help us meet our winter demands, including available for the peak day.  So we needed that 50,000 for the entire five months.


MR. QUINN:  We'll take more of this up later on.  I'm not going to bog us down today.


This is Issue D3 and schedule 8.3, just to differentiate it as our next inquiry.  I don't know that you need to review it, because it was asking questions I think you are familiar with, but our clarification question is:  Enbridge has provided that the curtailment credits exceeded $2 million.  Does that money flow into accounts to reduce load balancing costs?


MR. SMALL:  Subject to check with Anton, I believe it does.


MR. QUINN:  I'll bring that back for Anton later.


MR. SMALL:  He'll be able to confirm it for you, yes.


MR. QUINN:  You had a nice dialogue with Mr. DeRose this morning, and I didn't know that Mr. DeRose was becoming a gas supply expert, but he's coming along and I like to see that.


There's a couple things you said that I just want to get clarity on.  I think some of it may fall to a later discussion, but you are proposing, if the Board were to accept your changing heating degree day, an incremental 350,000 gJs of STFT.  And Mr. DeRose was going down the path of FT RAM credits, and you clarified, rightly so, that you wouldn't get FT RAM credits, but would the incremental capacity be then available for exchanges?


On days that you are not using it for peak day requirements and you contracted January to March, would the unutilized capacity be available for exchanges?


MR. SMALL:  In the term of an exchange, I don't believe so, because in my mind you would be buying gas, moving that gas, giving it to a counterparty at one receipt point, and getting it back at another receipt point.


So you would be still receiving molecules in the day, and what we're suggesting is there is going to be days throughout the winter we don't need that incremental capacity.  We don't need to fill -- we have no need for the supply.


So I don't think -- under the term of an exchange, you are not going to use it that way.


MR. QUINN:  Then I won't bog us down to exchanges.  How would the company go about mitigating the cost of that transport for the winter period for days it was underutilized?


MR. SMALL:  To the extent that you didn't know -- if you didn't need that supply -- now, the tricky part would be is that as you're entering in a month, you are going to have to be very careful about how much of that capacity you might assign away to a third party, for example, because you are going to want to make sure you had that capacity available, should you happen to meet a peak day.


So the tricky part would be is, if you assigned it away, could you recall it?  And if you didn't recall the rights, counterparties might not be interested in that.


So you would have to be very careful about when you assign that capacity away.  To the extent you were able to assign that capacity away and make some money on it, then presumably that would go to offset some of that incremental cost.


MR. QUINN:  Where would those benefits flow, the revenue that is generated from whatever -- with all the caveats you put on it, you have now created a margin.  Where would the margin flow?


MR. SMALL:  In my mind, that should go against the moneys that you've already collected from the customer, in the case, $66 million.


MR. QUINN:  So it would go to reduce transportation costs?


MR. SMALL:  Because -- the 66 is kind of a separate item, if you will.  It's not included as part of the derivation of my PGVA reference price.  That money would go directly against that 66.  So you would have to make sure you give it back to the customer.


MR. QUINN:  What you are saying here is you have contracted for the transport.  If it is underutilized for a period of time, optimizations of that would flow back to offset those incremental transport costs.  Is that not what you are saying?


MR. SMALL:  Which would ultimately go back to the customer, yes.


MR. QUINN:  Through the transport -- mitigating the transport costs or the UDC that was expected to be --


MR. SMALL:  Paid by them, yes.


MR. QUINN:  Thank you.  You also talked to Mr. DeRose about your storage FTs.  And it's clear from the response - I don't think you need to turn it up, because I didn't write down the reference, even - that the price of storage varies over time.  Would you agree with that?


MR. SMALL:  That's fair enough.


MR. QUINN:  So you talked about, you know, it's of little value, because -- to be able to go back with hindsight, because you have to determine the perceived value that would be inherent in the price that was offered to you.  Did I capture that correctly?


MR. SMALL:  I think I was trying to say I would be concerned about doing that, because in hindsight sometimes some people may come to the wrong conclusions.


So you have to be careful to make sure you have all the available information to make that proper assessment.  That's all.


MR. QUINN:  I understood your reluctance to put it on the record was, one - I'll deal with them individually - that marketers may see other people's prices.  But you agree with me the price changes over time, so having a retrospective review of what the price was last year doesn't necessarily foretell what prices are going to be this year; is that not correct?


MR. SMALL:  The only caveat I would have is that, sure, looking back at historicals may not necessarily be an issue, but if you started looking at the individual deals, then you can maybe start to assess what one counterparty might have been willing to offer up as a price at a point in time.


Were they willing to offer up at a discount?  So could you take that information further into the future and say, Okay, I have got to develop my RFP.  I think this is what the value is, but I think so and so might discount it.


So they may come into that, or they perceive it as a premium.  It could work both ways.


MR. QUINN:  I don't want to be argumentative.  Would you agree would you agree that that pricing information is not that valuable when it is looked at months or years later?


MR. SMALL:  I don't agree with you.  I disagree for the reasons I've already said.


MR. QUINN:  That it's providing competitive advantage for somebody to see that information?


MR. SMALL:  I think there would be, yes.


MR. QUINN:  One last question related to this, and it jogged my memory.  Is Enbridge required to put on the public record the amount of space and deliverability it has under the STAR provisions?


MR. SMALL:  I'm not too familiar with STAR, but I believe we are.


MR. QUINN:  Is it provided to the market on an integrated -- like, with the integrated storage pool, or does Enbridge report it utility and non-utility?


MR. SMALL:  That I'm not aware of.  I would have to find that out from someone else.


MR. QUINN:  Just for the purpose of time, would you mind just taking that as an undertaking?


MR. SMALL:  And the undertaking would be?


MR. QUINN:  First, does Enbridge produce regularly its space and deliverability; and, two, does it separate out between utility and non-utility?


MR. SMALL:  All right, I'll look into that.


MR. QUINN:  Thank you.


MS. SEBALJ:  JT2.8.

UNDERTAKING NO. JT2.8:  TO PROVIDE ANSWERS AS TO WHETHER ENBRIDGE PRODUCES REGULARLY ITS SPACE AND DELIVERABILITY, AND, TWO, WHETHER IT SEPARATEs this OUT BETWEEN UTILITY AND NON-UTILITY

MR. QUINN:  I think those are my questions, Ms. Sebalj.  Thank you.


MS. SEBALJ:  Thank you.  I think Dr. Higgin indicated that his question had been answered, and so we're done.  Are we done with this panel?  No, Mr. Brett, that's right.  I apologize.


MR. CASS:  And Mr. MacIntosh, as well.


MS. SEBALJ:  So, sorry, Mr. Brett or Mr. MacIntosh, which one?  Mr. MacIntosh, go ahead.

Questions by Mr. MacIntosh:


MR. MACINTOSH:  David Macintosh for Energy Probe.  I have a question on Exhibit I, B1, schedule 7.1.


MR. DENOMY:  Sorry, was that B1 or D?


MR. MACINTOSH:  B as in Bob, schedule 7.1.


This is concerning the response to d), and the second part, which was asking to explain the value of gas in storage, how it was calculated, including the cost of gas.


Turning to that response, in the response Enbridge mentions there are three cost elements that make up the value of monthly gas storage.


We would request that you split out the three cost elements into the cost of $288.6 million, which was in evidence at B1, T1, S1.  And for each -- you may want to take an undertaking, but just let me finish asking.


For each cost component, we request the volumes used and the cost supplied.


MR. CULBERT:  Sorry, David.  We had this discussion with Mr. Aiken yesterday, and I left it I was going to confirm with Mr. Small if we might have had information on the record or not.  We were going to come back today to deal with this.  And, yes, we will take an undertaking to provide that information.


MR. MACINTOSH:  Mr. Aiken is busy running between two other things today, but he will be in this afternoon.


MR. CULBERT:  Mr. Small and I were just discussing.  We will do it based off of the information that was provided in impact statement number 1.


MR. MACINTOSH:  Okay, thank you.  Do you want to give a number?


MS. SEBALJ:  Yes.  It's JT2.9.

UNDERTAKING. NO. JT2.9:  FOR EXHIBIT I, B1, SCHEDULE 7.1, RESPONSE TO (D), SPLIT OUT THREE COST ELEMENTS OF MONTHLY GAS STORAGE FOR VOLUMES USED AND COSTS SUPPLIED.


MR. MACINTOSH:  Thank you.  That's the only question I had.


MS. SEBALJ:  Mr. Brett?

Questions by Mr. Brett:


MR. BRETT:  Good morning, panel.  I'm Tom Brett.  I represent the Building Owners and Managers Association.  I think I know some of you, anyway, pretty well.


Just a couple of follow-up questions first on discussions you had earlier this morning.  Have I got it right that as far as the 66.5 million we were talking about earlier, that is the unabsorbed demand charge or potential unabsorbed demand charge that you would incur if you exercised this -- if the Board were to decide that you -- you know, whenever it makes that decision, if the Board were to decide to change its design day amount, you would then need that -- you would then need that extra capacity for 90 days.


And my question really is -- so, first of all, is that right in broad strokes?  Is that what the 66.5 relates to?


MR. SMALL:  That represents the cost of the unutilized capacity if we had to increase our STFT to meet that design day, yes.


MR. BRETT:  Now, the Board will make its decision this -- my first question has to do with the timing and when you would actually enter into that engagement.  You may have answered this, but the Board is going to make its decision in this case not before the end of the year, presumably.  It will be sometime in the new year.


Let's assume, for sake of argument, it's March the 1st.  Is it your intent to go out and actually contract for that extra capacity effective January 1?  You are going to do that in any event as a preemptive measure, so to speak, because you don't know which way the Board is going to go?


MR. SMALL:  My understanding is, no, we wouldn't do that.  If we did not have a decision from the Board approving our new design day, we certainly wouldn't go out and contract for the incremental transport, no.


MR. BRETT:  Let's suppose the Board made its decision on the 1st of February.  Would you then go out -- and what would you do then?  Would you go out and contract -- can you contract for two months' worth of FTST -- what am I looking at here -- STFT for the period February 1 to March 31st?  You can get that service?


MR. SMALL:  That's a possibility.  It would all relate to the timing, I would assume, of when the decision came out and what's happened to date.  But, realistically, if the Board's decision comes out sometime during the winter, and then goes ahead and approves it, I would have to think we would delay that incremental STFT until the subsequent winter.


A lot of things could also happen, too.  There could be other alternatives available to us.  So there is a number of things.  If the Board's decision -- if they come out February 1, we would have to kind of look at it at that point in time.


MR. BRETT:  In any event, this process, as you said, doesn't start until you get a decision from the Board saying, We're going to accept your new design day requirement?


MR. SMALL:  That's correct.  And I guess one of the reasons why we suggested the incremental amount be put into a deferral account was twofold.  One, whether or not the Board would accept it or not, then you wouldn't need the incremental amount.  If they did accept it, if it was delayed, there's an issue there, or what if there was other alternatives?


So we wanted to kind of segregate out, because we weren't sure what those costs might end up being.  Certainly if the Board's design was delayed, that's one of the things we'd have to consider.


MR. BRETT:  If they decided not to increase it, then there would be no deferral account.  There would be nothing?


MR. SMALL:  That's correct.


MR. BRETT:  Then you were talking to Mr. Quinn a moment ago the -- let me put it -- about whether or not you could assign away some of those 90 days.  Let's assume for the purpose of this question that the Board did make the decision February 1st and you were able to -- you decided, Well, we're going to -- let's assume that you said, I'll contract for 60 days of that service, and then you talked about -- he asked you about whether you could assign some of that, you know, if it wasn't required.


I guess my question just on that point is: Is that -- my understanding, from your explanation of that chunk of capacity that you would contract for in that instance, is that you're trying to cover off a peak, a new peak demand, which you define as sort of a ten-day period.


Are you also trying to cover off anything else?  Does that have to do with some -- is there a seasonal component to that, or are we just literally talking about a peak -- a new peak demand design day definition?


MR. SMALL:  Certainly there's the need to satisfy that increase in your peak day demand, but we've also said that if your winter seasonal demand was such that you could utilize some of that capacity, you would, because it wouldn't make sense for you to leave it empty and then go out and --


MR. BRETT:  I agree with that.  I guess what I was struck by in your answer is -- and I'm not -- I was struck by the fact that you were saying, Well, wait a minute, I don't know whether I'm going to require that for the peak or not.


And I don't know whether you were really trying to say, Look, I really can't assign it because I just don't know, or if you were trying to say, Well, maybe I could assign it in certain circumstances.


I guess I'm just trying to focus your response a bit.  Could you afford to assign any of that?  I'm not trying to put words in your mouth.  I'm trying to get what you really -- what you are saying there.


MR. SMALL:  No, that's fair.  My answers earlier were around whether or not you could take the chance of assigning away because -- in the event you hit a peak day, but we were just conferring, and what we would have to double check is, if you contract for STFT, if you could in fact even assign it away -- and now we're kind of doubting what our earlier response was.  We might not even be able to assign it away.  We'd have to double check that.


MR. BRETT:  That's a prior question, and perhaps could you -- could you just reply to that by way of an undertaking just to know that, because that would -- so that's just really -- that's kind of a framework question, if you can't even assign it in the first place.  But that's helpful.


MR. SMALL:  We'll have to double check.


MR. BRETT:  Then if you could, assuming that you could, that the TCPL tariff allowed you to do that without any real meaningful restriction, other than that you've got to satisfy their assignment contracts and paper and so on, would you -- what are we saying here?


Are you saying you took a look at all the factors at the time and see what forecasts looked like in the immediate short term, weeks ahead, and if you -- or what circumstances have transpired in the interim that allows you a greater sense of security.  So you might or might not -- are able -- you might or might not be willing to assign it, I guess, is what you're saying.


MR. SMALL:  My thought in around the assignment, for example, let's say you are at the first of February and you've got -- let's just assume we've contracted for that supply.


Now the question becomes whether or not you think you are going to need it for your peak day.  Would you try to assign some of that away?  Then the fear becomes, Well, if I've assigned it away, now I don't have it available for me if I do hit that peak day.


So you would certainly want to be very conservative if you were trying to -- that's where I was trying to --


MR. BRETT:  I understand.  In fairness to both of you, I don't want to muddy the waters.  You also talked about trying to negotiate some kind of a recall rate with a marketer.  You might find a marketer who was prepared to do that because he wanted it for some other reason, some other deal he was doing.  But he could accommodate you if he needed it back; that would be part of it.


MS. SEBALJ:  Mr. Brett, can I just mark the undertaking that was given?  It's JT2.10, and that's the question of whether the TCPL tariff allows assignment; is that correct?


MR. BRETT:  Right.

UNDERTAKING NO. JT2.10:  TO ADVISE WHETHER TCPL TARIFF ALLOWS ASSIGNMENT OF PEAK DAY SUPPLIES

MR. BRETT:  Just the other thing was -- and this may be just a quick background question, and I wasn't involved in the reliability hearing, but you talked about assigning 50,000 gJs away to the direct purchase customers earlier in part of your conversation.  What was that about?


Did that emanate from -- was that a result of that proceeding that you agreed to do this, to ensure that effectively you had the assurance these commitments were covered by firm transportation?


MR. SMALL:  One of the concerns we had was that the direct purchase volumes weren't underpinned by firm transport, so we wanted to do something whereby we could provide ourselves with assurances that a portion of that supply would be covered by firm transportation commitments.


So the way we did that was we assign to them on November 1 of each year, based upon a formula, an amount of that 50,000 to them, and they would have that assignment for the whole year.


MR. BRETT:  They effectively were paying TransCanada directly for that amount of capacity for the year?


MR. SMALL:  That's correct.


MR. BRETT:  That way you were assured that you had that -- you didn't -- the problem that you thought you had before -- you had before.


MR. SMALL:  That's correct.


MR. BRETT:  Now, just reading one other -- two other questions.  This goes to your evidence, pre-filed evidence, D1, tab 2, schedule 1, page 2.  Really here what I'm addressing is the components of your gas supply plan, acquisition plan.


When you look at delivered supply, you talk about these supplies are forecast to be acquired at Dawn.  However, the company may consider alternative sources, such as western Canadian supply using TCPL short-term firm, either for economic or operational reasons.


My question is:  Can you give me an example of operational? What would be an operational reason that you would seek to consider using to use TCPL short-term firm for a chunk of gas as opposed to taking delivered supply at Dawn?


MR. SMALL:  There was a situation a couple years ago, for example, where it was extremely cold.  We were already buying a significant amount of gas at Dawn, and it was expected to stay cold for an extended period of time.


So rather than continue to buy gas at Dawn, we went out and acquired STFT for a week.  Those opportunities sometimes come up where we'll do something like that.


MR. BRETT:  Just help me.  What was the operational rationale there?  Just to make sure you had enough gas?


MR. SMALL:  To make sure we had a right into the CDA or EDA.


MR. BRETT:  I see.  This has to do with capacity at Parkway, effectively?


MR. SMALL:  And if we're already maxxed out as to what we're buying at Dawn and moving it up towards Parkway, and we're limited then as to what we can do from Parkway to the CDA, we might be better off if we just went ahead and got the long haul from Empress to CDA.


MR. BRETT:  Okay.  Just a couple of final questions on the structure of this plan.  You talk about on -- this is just on page 2 of your pre-filed again.  You have western Canadian supply at 130 Bcf, approximately.  And from page 1, I understand that is either TCP -- transported either via TransCanada or via Alliance.  Is the breakdown between those two in the evidence somewhere?


MR. SMALL:  If you looked at our exhibits -- I'm just trying to find it here.


MR. BRETT:  We don't even to have turn it up.  If you can give me a reference, I can probably just check it myself.  I just want to make sure it's in there.


MR. SMALL:  I'll just be one second.  If you were to look at Exhibit D3, tab 3, schedule 1.


MR. BRETT:  Yes.  Okay.


MR. SMALL:  What that schedule provides is the individual components of our supply portfolio in slightly

-- a little bit more detail.


MR. BRETT:  I understand.  I remember that from earlier years.  Then the real interest here of mine is more on the sort of geography of this.


The western Canadian supply you are getting from TransCanada, am I right in thinking that that all goes -- that goes -- that's long-haul capacity, and it goes -- none of that goes to Dawn, right?


MR. SMALL:  No.  It is either going to go from Empress to CDA or Empress to EDA.


MR. BRETT:  Right.  So in other words, into the Ottawa area or to Maple, those two.  Is that essentially it?


MR. SMALL:  Ottawa or the CDA, yes.


MR. BRETT:  And none of it would go to the St. Catharines area, would it, or would it?


MR. SMALL:  You are going to have it delivered into your CDA, so the CDA would include the Niagara region, as well.


MR. BRETT:  I see.  Okay.  Okay.  Then of course the Alliance component would come in at Dawn?


MR. SMALL:  Via Vector, yes.


MR. BRETT:  Now, you also take -- you take gas from Union -- take delivery of gas from Union Gas both at Lisgar and the upside of the compressor at Parkway, right?


MR. SMALL:  That's correct.


MR. BRETT:  You have the two delivery points there or the two connections.  As I recall, you have about 1.2 pJs of capacity there, something of that order?


MR. SMALL:  Sounds about right, yes.


MR. BRETT:  You have some ability to balance off between those two.  I mean, you can take more or less.  There are maximums at each point, but you have some ability to manoeuver to take -- you can take more or less at each of the two points, subject to the caps at each of the two points, right?


MR. SMALL:  We can take some to Kirkwall, from Dawn to Kirkwall or Dawn to Parkway, yes.


MR. BRETT:  Well, Dawn to Kirkwall -- yes, I see.  For your Niagara region.


Now, you're also, as I understand it, seeking to establish a third delivery point from Union Gas in the event the Parkway West project is constructed; is that right?


MR. SMALL:  That's correct.


MR. BRETT:  Okay.  But you're not -- and you also take a small amount of gas, as I understand it, at Parkway, a small amount of compressed gas through the compressors?


MR. SMALL:  Yes.  We're going to move gas from Parkway to the CDA or Parkway to the EDA on our TransCanada STS contracts.


MR. BRETT:  Right.  But you haven't contracted -- as I understand it, at the moment you haven't contracted for -- this Dawn -- I'm struggling a bit with this, as is obvious.


This Dawn-delivered -- this delivered supply component of 52.2 Bcf here which comes in at Dawn, and then I take it it all moves to your system through Dawn-Parkway or Dawn-Kirkwall?


MR. SMALL:  The majority of that supply would be supplies we would be buying at Dawn the summertime, so that we would then take that directly and inject it either into Tecumseh storage, Union storage or some of the other storage contracts that we have.


So that would be available for us for the subsequent winter.


MR. BRETT:  Yeah, okay.  And at the moment, I guess -- at the moment, how much -- how do I want to put this?  How much spare capacity do you have at Lisgar and the suction side of Parkway?


In other words, you're taking gas through there.  You are not taking -- are you taking the full amount of the capacity through there, or do you have excess capacity in the last year or two?


MR. SMALL:  Well, certainly on peak day or near peak conditions, we would be fully utilizing 100 percent of that capacity.  It may not be used each and every winter day, but on peak and near peak days, it would be fully utilized.


MR. BRETT:  Do you have anywhere in the evidence sort of the percentage of capacity that you are using of those two delivery points?


MR. SMALL:  No, we don't.


MR. BRETT:  Is it possible to get that from an undertaking from you?


MR. SMALL:  Certainly.  Just which --


MR. MACINTOSH:  Let's say we did maybe for 2011 and 2012 to date.  And could you do it, for example, on a daily basis since January 1st, 2011; in other words, the total capacity available at Lisgar and Parkway suction is X actual -- I mean, it's a constant, but then the actual daily purchase -- or not purchase.  Daily delivery, just show that on a daily basis, say, over the last say 18 months.


MR. SMALL:  Again, you know, providing daily information is going to be quite extensive to pull all that together.


MR. BRETT:  What would be reasonable for you?


MR. SMALL:  If we could provide it on a monthly basis, it would probably be easier.


MR. BRETT:  Monthly would be fine.


MR. SMALL:  And the only caveat would be is the numbers you would see for 2011 might be considerably lower, just because of the year we've gone through.


MR. BRETT:  You mean the weather?


MR. SMALL:  Yes.


MR. BRETT:  No, I understand.  That goes without saying.


That would be...


MS. SEBALJ:  JT2.11.

UNDERTAKING NO. JT2.11:  ON A MONTHLY BASIS FOR THE LAST 18 MONTHS, to PROVIDE THE PERCENTAGE OF CAPACITY IN USE AT LISGAR AND SUCTION SIDE OF PARKWAY

MR. BRETT:  That is fine.  Those are my questions.  Thank you.


MS. SEBALJ:  I think Mr. Quinn has one more.

Questions by Mr. Quinn:


MR. QUINN:  This is a question -- I spoke to Mr. Ryckman just briefly yesterday, because I was concerned about what panel I might ask this question of.  I apologize.  I didn't ask it of this panel.  If you can answer it, great.  If not, maybe you can do it by way of undertaking.


In turning up Board Staff Interrogatory No. 3, so it is B1, schedule 1.3, I can actually -- for efficiency, I will just read this into the record.  Board Staff was inquiring about the impact of different design days on the GTA reinforcement.  The response reads:

"Different design day scenarios are considered in the GTA reinforcement.  Approval of a change in heating degree days in this application will not lead to a change in the GTA reinforcement project."


I guess my high-level question is:  If you get an approval for your heating degree day -- if the Board approves your application to increase your heating degree days, would you be using that design day for your distribution planning, also?


MR. DENOMY:  So in the application or the request for the change in the design criteria, the company is requesting not only that the design criteria for supply planning be increased, but also that the design criteria for distribution system planning also be increased to match the design criteria for supply planning purposes.


MR. QUINN:  So if I'm reading that response in context, you are saying that a significant increase in your heating degree day is not going to change your GTA reinforcement project?


MR. DENOMY:  The project, as I said earlier, would go ahead even if the Board were to not grant the design criteria request.


MR. QUINN:  But it may change the specifics of the application, would it not?  If you're designing to a different degree day, you may need additional facilities?


MR. DENOMY:  That's a question I cannot answer.


MR. QUINN:  I'm going to -- because there isn't somebody here and I don't want to engage in a dialogue, the higher-level question again is:  Navigant asked surveys of many utilities about how they treat heating degree days, and I guess my question is they didn't seem to ask the question about whether utilities separated their heating degree day forecast for supply purposes and distribution purposes.


MR. DENOMY:  No, they didn't.


MR. QUINN:  That wasn't part of their report, but -- does Enbridge have knowledge of how utilities use heating degree days, and is there a common degree day for both gas supply and distribution?


MR. DENOMY:  I can say for Union Gas that, yes, there is.  The two are matched up, but that is the only utility I'm aware of.


MR. QUINN:  I'm thinking through the questions I have in this area, and, you know what?  I might need to defer.  Some of it will end up in the application, the GTA reinforcement application.  Some may visit here, but for the purposes of moving on, I'll stop there.  Thank you, for your responses.


MS. SEBALJ:  Thank you.  I think those are all the questions for this panel, unless anyone jumps up.


So thank you very much to you for those answers and for your time.  And we'll move now, I believe, to panel 5; is that correct?


MR. CASS:  That is correct, and I believe they are here.

ENBRIDGE GAS DISTRIBUTION – PANEL 5:  COST OF CAPITAL


Jim Coyne


Kevin Culbert


Ralph Fischer


Julie Lieberman


Mike Lister


Darren Yaworsky

MR. CASS:  I think Kevin will be here in a minute.  While he is out of the room, perhaps I could introduce the other people who have taken the witness stand.


Furthest away from me is Julie Lieberman from Concentric.  Most in the room know Jim Coyne already, and he was on a previous panel.  He is beside Julie, also from Concentric.


Mike Lister is back from a previous panel, and beside him is Ralph Fischer.  They are both from Enbridge Gas Distribution.  And finally is Darren Yaworsky from Enbridge Inc.


If we just wait till Kevin is back, then I think we can start.


MS. SEBALJ:  Then, Mr. Shepherd, do you want to go ahead?

Questions by Mr. Shepherd:


MR. SHEPHERD:  Thank you.  Witnesses, my name is Jay Shepherd.  I am with the School Energy Coalition.


My first question relates to -- actually, I guess my first question is for you, Mr. Coyne.  Have you published any papers with respect to your cost of capital theories in any refereed journals?


MR. COYNE:  With respect to theories?


MR. SHEPHERD:  Let's start with:  Have you published any papers in any refereed journals?


MR. COYNE:  Yes.


MR. SHEPHERD:  Can you give us a list, or do we have a list?


MR. COYNE:  I believe they are -- included in my CV you'll have a list.


MR. SHEPHERD:  Is it indicated which are refereed and which are not?


MR. COYNE:  I could -- generally speaking, the Public Utilities Fortnightly is considered one of the premier publications of the industry, followed closely by experts in both the regulatory side and the analytical side.


I published in that, I believe, twice pertaining to matters of utility regulation, and cost of capital I believe is the most recent.  Everything else I have done in that area has been primarily in writings before jurisdictions such as this.


MR. SHEPHERD:  So the only refereed paper on cost of capital is this recent on in Public Utilities Fortnightly?


MR. COYNE:  That's my recollection, yes.


MR. SHEPHERD:  Thank you.


Then I wonder if you could turn, witnesses, to Exhibit I, Issue E2, schedule 2.2.  This is APPrO Interrogatory No. 2.


MR. COYNE:  E2?


MR. SHEPHERD:  Under E2.  I'm looking at page 3.  So first of all, this paragraph, "notwithstanding the above", whose view is that?  Is that Enbridge or is that Concentric?


MR. COYNE:  Which paragraph are you referring to, Mr. Shepherd?


MR. SHEPHERD:  The paragraph that starts "notwithstanding the above".  Is that an opinion of Concentric or an opinion of Enbridge?


MR. LISTER:  I believe the paragraph reads:

"Notwithstanding the above, EGD's position is..."


MR. SHEPHERD:  So your answer is this is not an opinion of Concentric.  This is an opinion of Enbridge; is that right?


MR. LISTER:  What's written here is certainly an opinion of Enbridge, yes.


MR. SHEPHERD:  Thank you.  So I'm looking at the sentence:

"In addition, the fair return standard is violated if EGD does not increase its equity thickness."


How is that?  How is it the fair return standard is violated if equity thickness is not increased?  I don't understand the connection between fair return standard and equity thickness.


MR. LISTER:  Let me add a little bit first.  This is certainly EGD's position, informed by analysis that Concentric has provided on the fair return, and all of that.  So I think --


MR. SHEPHERD:  No, I'm going to -- I just asked you whose opinion it was.  So if it's Enbridge's opinion, I want Enbridge to tell me:  How is the fair return standard violated by too little equity thickness?


MR. LISTER:  Well, the position is that the fair return standard consists of three prongs, comparability, attraction and integrity, and that, at the very least, comparability is violated at the current level of equity thickness.


MR. SHEPHERD:  But the fair return standard is about ROE; isn't it?


MR. LISTER:  I'll stay fair return standard is about cost of capital.


MR. SHEPHERD:  So it's not about return?


MR. LISTER:  It's about return and equity ratio.


MR. SHEPHERD:  I see.  Okay.


MR. LISTER:  I'll ask Mr. Coyne, our expert, to help expand.


MR. SHEPHERD:  Yes, I was going to turn to you, Mr. Coyne. Can you explain how the fair return standard is connected with equity thickness?


MR. COYNE:  Sure.  The return on capital is the allowed return, in addition to the equity ratio, because it's simple math.  That's how the investor gets its return.  By way of exaggeration, one could allow, for example, a 10 percent rate of return on a zero percent equity ratio.  That equity investor wouldn't be allowed any return, as a matter of fact.


MR. SHEPHERD:  There wouldn't be any equity?


MR. COYNE:  Nor any return to the investor.  Well, let's just say it was 5 percent in that case.  I don't think anyone would deem that was a fair return by way of exaggeration.


If one introduced the concept of a comparability standard or, for that matter, if one introduced the ability to raise capital.  I would go back to the Northwestern decision, which is -- which represents the roots of how we consider fair return in Canada, which closely mirrors the two comparable standards in US, the Bluefield Supreme Court decision and Hope decisions, and I would quote, in Northwestern:

"Via fair return is meant the company will be allowed as large a return on the capital invested in its enterprise as it would receive as if it were investing the same amount of other securities possessing an attractiveness, stability and certainty equal to that of the company's enterprise."


As large a return, if I might, just to finish the thought, means the return mathematically on that capital, as well as the amount of capital one is allowed a return on it.


MR. SHEPHERD:  So I wanted to stop you so I could remember exactly the words you were quoting, which is, "investing the same amount of capital".  So I don't understand how asking to be allowed to invest more capital is relevant to this.


MR. COYNE:  It gets to the issue of comparability, then, when you get to the same amount of capital, and that's why we say that you have to consider the amount of capital.


MR. SHEPHERD:  Do you want to read that again?


MR. LISTER:  Mr. Shepherd, I believe you can find it in the pre-filed evidence.  Is that Concentric's evidence?


MR. COYNE:  It is - and perhaps that would help all listening to us - on page 4 of our pre-filed evidence.  But I would be glad to read it again:

"Via fair return is meant that the company will be allowed as large a return on the capital invested in its enterprise (which would be net to the company) as it would receive as if it were investing the same amount in other securities..."


MR. LISTER:  Let me stop you there.  The rule, for the benefit of others -- perhaps I can direct -- it's at E2 -- Exhibit E2, tab 2, schedule 1 of the pre-filed evidence.  It can be found on page 4 of the Concentric report.


MR. SHEPHERD:  So the rule is that it's about the return on a given amount of capital, isn't it?


MR. COYNE:  Well, it says the same amount in other securities, yes.


MR. SHEPHERD:  So then isn't that about the rate?


MR. COYNE:  It's about the rate and the amount.  The word "amount" is there.


MR. SHEPHERD:  Okay.  So you say -- your opinion is that equity thickness is part of the fair return standard?  I just want to make sure I understand that.


MR. COYNE:  Emphatically so.


MR. SHEPHERD:  Wonderful.


MR. LISTER:  E2, tab 2, schedule 2.


MR. SHEPHERD:  I guess I had understood, and tell me whether this is correct, that equity thickness is not primarily about the cost of equity, but is actually primarily about the cost of debt.  Is that right?  You have equity thickness to protect debt.


MR. COYNE:  That's one -- well, it is one of the purposes that equity serves so one can raise debt capital, yes.


MR. SHEPHERD:  As you increase equity thickness, in theory at least -- and there's other factors of course, but in theory, the cost of debt goes down because the debt is less risky; isn't that right?


MR. COYNE:  Yes, that's correct.


MR. SHEPHERD:  So the primary reason why you would increase or decrease the cost -- under the amount of equity would be to adjust the risk level on the debt; isn't that right?


MR. COYNE:  Are you returning -- are you referring to the context of a regulated utility, or more broadly?


MR. SHEPHERD:  Tell me what the difference is.


MR. COYNE:  Well, for any enterprise, generally speaking, you will need to have some equity in that enterprise in order to raise debt capital, as well.  Generally speaking, the more equity you have, the better access you will have to debt capital, and, therefore, the cost of that debt capital will become lower.  And the same general principles are true for a regulated utility.


MR. LISTER:  I would say, though, just to add to that, you would not start a business ever with 100 percent debt.  There's almost always going to be, if not always going to be, an equity position in a company.  In fact, I think it's the inverse. You float the debt rate to accommodate the risk as opposed to -- you don't necessarily float the equity rate.


MR. SHEPHERD:  Again, you are back to talking about equity rate.  You are not suggesting in this proceeding that the Board's ROE is wrong; right?


MR. COYNE:  I am not.  In fact, our analysis corroborates the Board's ROE formula.


MR. SHEPHERD:  Mr. Lister, you are not suggesting --


MR. LISTER:  Correct.  We're not suggesting a rehash of the ROE formula.


MR. COYNE:  But I might add for clarity, if I could, Mr. Shepherd, one of the reasons why we look at the results of a cost of equity analysis along with looking at the equity thickness recommendation is, as per our previous discussion, we don't believe you can separate the two.


So in order to make a determination as to whether or not the formula and the equity thickness recommendation are producing a return, which together would satisfy the fairness standard, we felt as though we had to do that analysis.


MR. SHEPHERD:  Is it fair to say that as you have a thinner equity layer, the market cost of that equity goes up?


MR. COYNE:  As you have a thinner equity layer, yes, it should go up, because you are exposing it to more risk.


MR. SHEPHERD:  Is it your opinion, then, that at 36 percent equity thickness the Board's ROE formula is insufficient to cover the fair return for the parent company?


MR. COYNE:  For EDGI?


MR. SHEPHERD:  Yes.


MR. COYNE:  Yes, it is.  It is insufficient.


MR. SHEPHERD:  Okay.  And so do we know what the correct number is?  What do you think the correct ROE would be if 36 is maintained?


MR. COYNE:  If 36 is maintained?  I'm not sure that -- let me confer with my colleague.  I'm not sure we ran our analysis that way.


I could say that the way we ran our analysis is, first of all, we began with a proxy group of both US and Canadian companies, and we estimated the ROE based on that fresh analysis from which we had run the last time in the 2009 consultation, and from that we estimated an ROE, and then we re-levered that ROE down and up based on alternative equity ratios.


We didn't do it the way you suggested, and that is look at a 36 percent return, and then determine what the appropriate equity ratio was.  That's not how we approached our analysis.  You know, could you deduce it from --


MR. SHEPHERD:  Just to make sure the transcript is clear, you just said you didn't look at a 36 percent.


MR. COYNE:  No, I did not say that.  That's not how the analysis was conducted.


MR. SHEPHERD:  I'm just trying to clarify.  I think you made a mistake and I'm trying to get exactly what you mean.  You said you didn't look at 36 percent to see whether that was the correct -- what equity thickness would come from it.


What you meant was what ROE would come from it, right?  You didn't look at 36 percent and determine what the appropriate ROE was for 36 percent?


MR. COYNE:  In our evidence, you can find a chart that shows, from our initial ROE analysis, ROE levels that would result for higher and lower equity ratios, including down to 36 percent.  So you can find that in our analysis, yes.  It wasn't the purpose of our analysis, per se.


MR. SHEPHERD:  Then it is your opinion that at the Board's current formula, the ROE for Enbridge is -- if the Board decides 36 percent is the right equity ratio, then in your opinion they should increase the ROE; is that right?


MR. COYNE:  Yes, sir.


MR. SHEPHERD:  Then I want to go to -- this is CME Interrogatory No. 1 under E.2, so it is E.2 -- E2, schedule 4.1.  This is on the second page.


You say -- Enbridge says that in 2007 - am I right in understanding this - and I don't want to put words in your mouth, but I do want to understand clearly.  Is what you are saying that the Board got it wrong in 2007, and the 36 percent was wrong in 2007?  Do I understand that correctly?


MR. LISTER:  I believe the words that we used, they are right there on page 2, the broken paragraph at the top:

"EGD believes the 1 percent increase in equity ratio from 2007 is neither fully reflective of the increased business risk since 1993 nor reflective of the Board's fair return standard."


I think that's the simplest way to put our position.


MR. SHEPHERD:  With the greatest of respect, Mr. Lister, you can't just read the interrogatory in response to questions.  If I'm asking for a clarification, you're required to give me the clarification.


I asked:  Is the import of that that the Board got it wrong in 2007?  It's a yes or no question.


MR. LISTER:  Taken to its extreme, I guess one would interpret it that way.


MR. SHEPHERD:  Thanks.


And then later on you say --


MR. LISTER:  I would also add to that:  And Concentric has some opinions here and they have helped inform us in this regard, regarding the policy.  And I know Mr. Coyne specifically has some opinions about where that policy stands.  So if I could ask him to chime in on the state of the current question.


MR. SHEPHERD:  -- know about that.  Can I ask the question?  In the next paragraph, you talk about Concentric's analysis.  And if I understand this correctly - and tell me whether this is right - the equity thickness for other gas utilities has been increasing over the last 15 or 20 years and Enbridge has not increased as much, and so, as a result, Enbridge is out of synch with the other gas utilities?  Is that a fair description of that?


MR. COYNE:  Yes, it is.


MR. SHEPHERD:  Okay.  And so those equity thicknesses increased because of regulatory decisions, right?


MR. COYNE:  Regulatory decisions supported by analysis that allowed those regulators to make those decisions.


MR. SHEPHERD:  Understood.  So you are saying the Ontario Energy Board should follow those other regulators in moving the equity thickness up?


MR. COYNE:  No.


MR. SHEPHERD:  I don't understand, then.


MR. COYNE:  What we have done is a fundamental analysis that compares the allowed equity ratio for Enbridge against those other utilities, but also against the credit metrics for Enbridge against its own history over time of allowed equity ratios.


So the analysis is not premised based -- certainly not solely on the decisions of other regulators, but from a comparability standpoint, which is one of the tenets of the fairness standard, it is reasonable to expect that allowed equity ratios for other utilities of similar risk would be considered by them in terms of making an investment decision in Enbridge.


That's where it comes into the picture, not narrowly defined as this Board following the decisions of other regulators.  It's really an investor perspective, rather than it a regulator-to-regulator perspective.


MR. SHEPHERD:  This is back to your connection between the fair return standard and equity thickness?


MR. COYNE:  Yes, sir.


MR. SHEPHERD:  Thank you.  My next question is on E2, schedule 4.2, which is CME Interrogatory No. 2.


In that interrogatory you were asked - which was asked - for a transcript or any other record of the statements by Mr. Daniels to the Calgary Herald.  And I did not see in the answer any reference to any transcript or other record.


Is there a transcript or other record of that communication?


MR. LISTER:  Certainly if you are interested in any of the regular media or other commentary or coverage, it's publicly available on the Enbridge website.  So I think the response was trying to direct you there, and you might find a plethora of information.


MR. SHEPHERD:  I understand that.  I've been there, except that this question doesn't ask for:  Where can I find your press releases.  What it says is:  For those quotes in that article, is there a communication or a transcript that is the basis for that?  And that, of course, is not on your website, and I'm asking:  Do you have one, and will you undertake to look and see if there is one and provide it?


MR. LISTER:  I'm sorry, maybe I'm misunderstanding.  Are you asking for a transcript of an interview with the Calgary Herald or something?


MR. SHEPHERD:  I don't know whether it is a transcript or whether it's notes or whether it was by e-mail.  Often these things are by e-mail, but in some way Mr. Daniels communicated to the Herald and they quoted him.


We would like to see whether there is a record of that communication and get a copy.


MR. LISTER:  We must have understood your question.  Our apologies for that.  We will undertake to see if there is a transcript, on a best efforts.  It might be difficult to ascertain if there was one.  We'll do our best and, if there was one and we can get our hands on it, we'll certainly provide it.


MR. SHEPHERD:  I want to be clear it's not just a transcript.  It's any record of that communication that quoted Mr. Daniels.  So there was a communication of some sort.  It might have been just a phone call or an in-person interview.  I get that, and it might not have been transcribed or it might not be written down anywhere.  If so, if that's your answer, that's your answer.


But if it's written down anywhere, we would like to see it.


MR. LISTER:  We'll undertake our best efforts to provide that.


MR. SHEPHERD:  Thank you.


MS. SEBALJ:  JT2.12.

UNDERTAKING NO. JT2.12:  TO PROVIDE ANY TRANSCRIPT OF OR CORRESPONDENCE WITH MR. DANIEL.

MR. SHEPHERD:  Thank you.


Next is -- I'm just trying to see the reference.  It is CCC Interrogatory No. 1 under Issue E2.  So it's 5.1 under E2.  And I'm looking at the attachment on page 7.


MR. LISTER:  E2, 5.1?


MR. SHEPHERD:  Attachment page 7.  Do you have that?


MR. LISTER:  I do, yes.


MR. SHEPHERD:  Pros and cons.  So I have two questions on this.  The first is under the pros, and these I guess are the result of a presentation that you gave, Mr. Coyne?


MR. COYNE:  I'm sorry, Mr. Shepherd.  Would you kindly repeat your question?


MR. SHEPHERD:  These pros and cons are from a presentation you gave?


MR. LISTER:  These are from a presentation that we made, but before we made the presentation we solicited Concentric's opinion and summarized it here.


MR. SHEPHERD:  So this is what Concentric told you to say to the Board?


MR. LISTER:  This was Concentric's opinion on this particular topic area.


MR. SHEPHERD:  So, Mr. Coyne, you'll confirm that this page constitutes your opinion?


MR. COYNE:  Let me just take a moment to review it, if I might, Mr. Shepherd.  Pardon me one moment.


My recollection -- my best recollection on this, Mr. Shepherd, is this evolved, and I know we had discussions with companies -- with the company in the early stages of this process, where some of these issues were discussed.  My sense is that our opinions and views and analysis were incorporated in these thoughts.


I don't recall that this is something that this we drafted or gave to the company word for word or verbatim as it is.


MR. SHEPHERD:  Okay, but do you agree with this?


MR. COYNE:  Every point in its entirety?


MR. SHEPHERD:  Yes.


MR. COYNE:  I think I would probably -- well, I would look at it a point at a time, if you would like to do that.


MR. SHEPHERD:  Well, we're going to go for lunch in two minutes.  If you want to look at it over the break, that would be good, and then we could --


MR. COYNE:  Perhaps that would be efficient for all involved.


MR. SHEPHERD:  Ms. Sebalj, rather than me going on, and given I have a one o'clock meeting, could we break now?


MS. SEBALJ:  As I do.  Yes, that I think would be appropriate.  Let's break for an hour and return at 2:00.  Is that appropriate for everyone?  See you at 2:00.


--- Recess taken at 1:00 p.m.

--- On resuming at 2:02 p.m.

MR. SHEPHERD:  I'm ready.  Thank you.  So, Mr. Coyne, during the break, did you have a chance to look at these things marked "Concentric opinion"?


MR. COYNE:  I did, yes.  Thank you, for that time.  I believe where we left the question was:  Do we agree or would I agree with the opinions that are on this page?  Is that correct?


MR. SHEPHERD:  That's right.


MR. COYNE:  And I would agree with everything that's there on the pro side, and on the con side I would agree with everything there with the exception of I would note the second one is a question, and I would just observe it as it as such.


And the last one is really a -- it's -- I don't have a specific opinion concerning the overall course of what any settlement might include.  So I don't have an opinion on that, per se, but I would agree with all the other pros and cons as noted.


MR. SHEPHERD:  Let me ask about a couple of them.  First with respect to the bullet, "potentially lowers the cost of debt", and this may actually be for Mr. Lister or Mr. Fischer:  What's the dollar impact that you are forecasting for the lower cost of debt in 2013 as a result of the higher equity thickness?


MR. COYNE:  I'll take a stab at that in terms of what I meant by that, and then perhaps the company could indicate whether or not it has any impact.


By this we meant that because the company is operating very close to the margin for its rating at a single A minus, it would -- any improvement in equity ratios is generally found favourable in terms of the eyes of the rating analysts, and this would improve the balance sheet for EGDI, and any time you improve the balance sheet, even within the same rating, you might improve the cost of debt by one or two or three or five basis points.


But certainly if you avoided a downgrade, and because of where the company is operating so close to the edge, that could be on the order of 25 to 45 basis points.


So lowering versus what it might be otherwise, especially if it were to be downgraded, but even within the range, there is a potential to shave basis points.


MR. SHEPHERD:  And your view is that if the equity thickness is not increased by this Board, there's a likelihood that the rating will be downgraded?


MR. COYNE:  There is a risk.  And I would note that the current calculations that I've seen from the company shows that the interest coverage ratio, which we had in the low twos as of the end of the second quarter, is now at 2.0, which is precisely at the point where run into problems with the covenant for CIBC Mellon.


So the credit metrics for the company have degraded since the time we did our analysis.  So I would say they are living quite close to the edge where there could be risk.


MR. SHEPHERD:  And, Enbridge, do you agree that there's a risk you are going to be downgraded?


MR. YAWORSKY:  Yes.  There's the potential, yes.


MR. SHEPHERD:  Okay.  Are your lenders aware that you believe that?


MR. YAWORSKY:  I think our lenders are aware of the public information that's been disseminated through the rating agencies, and which then also encapsulates our conversations with them.  So the rating agencies and the broader investment industry has spoken to regulatory risks, and as well as interest coverage.


MR. SHEPHERD:  Your FFO over interest is about 3.5 right now?


MR. YAWORSKY: I would have to check on that, but it sounds about right.


MR. SHEPHERD:  That is pretty low risk for debt; right?


MR. YAWORSKY:  That's one element of the rating categories the agencies would look at, if that was the context of your question.  So the FFO to debt is an element that doesn't typically get captured by -- or what we discuss with the agencies as one of the key metrics is usually an interest coverage and a debt cap.  An FFO to debt is something that is usually captured, and there are discussions with the parent company.


MR. SHEPHERD:  Back to you, Mr. Coyne, still on the same page.  You see where under the pro called "timing", you said -- it says, "Currently lower gas prices provides rate head room." What does that mean?


MR. COYNE:  The perspective is that from a consumer standpoint, they are more concerned with their total cost as much as we in the regulatory forum focus on the fixed and the commodity price separately.  They're really focussed on their total cost, and when you have lower gas prices, the impact is an overall lower rate.


If you were to increase the cost of equity, which increases the base rate for them, in a time of lower commodity prices, it gives you more head room -- more room to do that without having a larger rate increase that would occur otherwise, or it could even be you would have an overall rate decrease, depending upon where those gas prices were at that point in time.


MR. SHEPHERD:  Then the other part of that is:

"The financial crises reinforced the value of liquidity."


What does that mean?


MR. COYNE:  Over the last three years, in the wake of the financial crisis, we've seen all companies -- all companies have seen an increase in their cost of capital, and all have seen the warning signs of having a weak balance sheet.


We've seen those that were sub-investment grade pay substantial premiums for equity and debt capital, and even those that were investment grade have also paid higher spreads over risk-free rates during this period of time.


So, in general, stronger balance sheets have been seen as more necessary to weather storms, such as the financial crisis, and has reemphasized the value of a strong balance sheet and liquidity at the same time, so having the cash flow to meet your debt obligations.


MR. SHEPHERD:  All right.  The rating agencies all say consistently year after year, including very recently, they're happy with Enbridge's liquidity, right?


MR. COYNE:  No.  What I see is that rating agencies -- I would quote S&P specifically, as expressing concern for Enbridge's financial metrics for the rating it has.  It's deemed as being weak in its category for an A minus credit rating.  So they have expressed those concerns.


I wouldn't say they are satisfied in that standpoint.


MR. SHEPHERD:  So they are on credit watch, then?


MR. COYNE:  I didn't say credit watch.


MR. SHEPHERD:  Are they on A minus with a negative outlook?


MR. COYNE:  I would confer with treasury on that issue.


MR. YAWORSKY:  I think, Mr. Shepherd, there is two elements to your question.  One was whether or not the rating agencies were comfortable with our liquidity, and then a byproduct of that that Mr. Coyne was speaking to was the financial stability of the entity.


And I would separate the two.  The liquidity is the ability to access the market, or, conversely, what we primarily focus on is the committed credit facilities to be able to act as a buffer against shocks in the market.


The second is the financial stability, which I would fully agree with Mr. Coyne's statement.  From a liquidity perspective, we have secured facilities that are sufficient enough, on a forward-looking basis, to satisfy the liquidity requirements of the agencies.


However, there is an interplay between the two.  If you don't have your financial stability, then your liquidity can go away.  The financial stability is a permanent financing relationship or structure of the organization which dictates the availability of your short-term debt.


So there is a cause and effect.  As it stands right now, they comfortable with our liquidity.  But if there's a derogation in the financial strength of the entity, then it can also impact our liquidity.


MR. SHEPHERD:  Okay.  Then the last question I want to ask about this page is on the cons.  There's the question 

-- and I guess this is not for Mr. Coyne.  He said this is none of his business.  The question:  Is this the best use of equity capital?


Do I understand correctly that Enbridge Inc. has determined that if the Board allows a greater equity thickness, that this is the best use of additional equity capital?  That decision has been made, right?


MR. LISTER:  I think I would characterize it as Enbridge Inc.'s position is they will do whatever is necessary to support the business at a fair and reasonable -- in a fair and reasonable way, or to meet the fair and reasonable -- to meet the fair return standard.


MR. SHEPHERD:  Sorry, Mr. Lister, do you work for Enbridge Gas or Enbridge Inc.?


MR. LISTER:  Enbridge Gas.


MR. SHEPHERD:  There is somebody who works for Enbridge Inc.  Who is that?


MR. YAWORSKY:  That's me.


MR. SHEPHERD:  Have you been involved in discussions about this question:  Is this the best use of equity capital?


MR. YAWORSKY:  I believe this presentation -- and Mr. Lister can correct me, or Mr. Fischer can correct me if I'm wrong.  I believe this presentation was made to our executive management team.  So I wouldn't have been party to that direct conversation.


Working in the corporate finance group within the larger treasury group, within Enbridge, there is broad conversations about the optimization and the use of a finite amount of capital that we have available to us.


I would, however, echo Mr. Lister's comments.  Enbridge Gas Distribution is a key franchise in our business, and we are committed to support the business as a going concern.


MR. SHEPHERD:  Then can you go to page 9 of that same attachment?  I have two questions about this.  The first is that it says here:

"Draft and finalize the scope and project budget costs for Concentric to represent EGD."


Mr. Coyne, Mr. Coyne, are you representing Enbridge in this proceeding?


MR. COYNE:  I'm testifying as an independent expert retained by Enbridge.


MR. SHEPHERD:  But is the scope of your retainer to represent EGD?


MR. COYNE:  It would include testifying before this Board.  I wouldn't put it as represent.  I wouldn't express it that way, no.


MR. SHEPHERD:  Who wrote this?


MR. LISTER:  May I try to help?  I probably wrote it.  And maybe the words were chosen poorly.  I think what the intent of the words were:  To finalize a scope and project budget for Concentric to provide independent expert evidence.


MR. SHEPHERD:  Do we have this document, this scope -- this document you are referring to in that bullet?  Do we have it?


MR. LISTER:  I don't recall if it's been filed as an IR.  My memory says it has not.


MR. SHEPHERD:  Could you undertake to file it?


MR. LISTER:  I think that's acceptable, yes.


MS. SEBALJ:  Assuming there were no undertakings in my absence, we're at JT2.13.

UNDERTAKING NO. JT2.13:  TO FILE THE DOCUMENT DESCRIBING THE SCOPE AND PROJECT BUDGET OF CONCENTRIC’S REPRESENTATION OF ENBRIDGE GAS DISTRIBUTION

MR. SHEPHERD:  Thank you.  And the other thing, while we're on that page, it says:  "prepare checkpoint presentation for the EMT."


Is that -- is that checkpoint presentation, that is from Concentric or is that from management?


MR. LISTER:  No, that was intended for us to go back to the EMT, executive management team, with an update as of late September.  In responding to this IR, I looked for anything we might have done in late September, and we didn't do anything, which is why I filed this presentation that was completed in July.


MR. SHEPHERD:  Wonderful, thank you.  My next question is on -- still under Issue E2, Energy Probe Interrogatory 2, which is schedule 7.2.  And this is -- and I'm looking at the bottom of page 2 and top of page 3, which has this list of risks.  Do you see that?  The paragraph that starts, "Other risks besides weather", and then you go on to talk about all these risks.  Do you see that?


MR. LISTER:  I'm not with you yet.


MR. SHEPHERD:  It starts at the bottom of page 2, 7.2.


MR. LISTER:  7.2, "Other Risks".  Okay, I'm with you.


MR. SHEPHERD:  I wonder if you could undertake to provide that list with an indication of which of those have increased since 2007 and a reference for that increase; that is the basis on which say it's increased.


If your answer is none of them have increased since 2007, that is great.  Just tell me.


MR. LISTER:  Do you mind if I just take a minute read the paragraph and assess whether I think we can do that?  It's a lengthy list.  I think we can accept that undertaking.


MR. SHEPHERD:  All right.  Do you understand the undertaking?


MR. LISTER:  Why don't you try and summarize it for me, please?


MR. SHEPHERD:  Yes.  For each of these risks, has it increased since 2007 and, if so, what is the basis on which you say that, an evidence reference or something like that, some simple explanation?


MR. LISTER:  Okay.


MS. SEBALJ:  JT2.14.

UNDERTAKING NO. JT2.14:  FOR ISSUE E2, ENERGY PROBE INTERROGATORY No. 2, SCHEDULE 7.2, to REVIEW THE LIST OF RISKS; AND FOR EACH RISK, STATE IF THEY HAVE INCREASED SINCE 2007; AND, IF SO, to PROVIDE A REFERENCE FOR THE INCREASE

MR. SHEPHERD:  The next one I want to ask about is 7.3; that is, E2, 7.3.  This is actually an old version of it, because it's been -- you just filed today a new one, right?  Is that correct, witnesses?  You just filed a new one today.


MR. LISTER:  I believe that's correct, yes.


MR. LISTER:  Do you have it in front of you?


MR. LISTER:  I don't, but I believe other witnesses do.


MR. SHEPHERD:  Wonderful.  So in your previous answer at the beginning of August, you said you are not going to issue any more long-term debt.  So if the thickness is left at 36 percent, that would just increase your short-term debt, right?


That's what you said in August.


MR. LISTER:  Yeah.  I think we said something to that effect, that we hadn't contemplated what long-term debt would look like.  So for purposes of the IR, we just swung the rest into short-term debt; that's correct.


MR. SHEPHERD:  Okay.  Now you've said on September 6th, this morning, you've said, Well, actually, what you expect to do if it's left at 36 percent is issue $400 million of new debt -- that would be medium-term notes, right, MTNs?


MR. LISTER:  I believe so, yes.


MR. SHEPHERD:  In August 20, 2013 at 4.1 percent; is that right?


MR. LISTER:  Yes.  That's what it says, yes.


MR. SHEPHERD:  So I want to turn to you, Mr. Coyne.  Were you aware of this?


MR. COYNE:  This is the first time that I've looked at this response.


MR. SHEPHERD:  Does it surprise you that at 36 percent equity thickness the company would be able to access the markets for a sizable amount at low rates?


MR. COYNE:  Well, first of all, I believe it's the Enbridge treasury.  It is closer to their ability to access markets than I am.  If I look at -- if I look at the warnings that we've seen from S&P pertaining to their credit metrics, I think I would be concerned.  We know that there is, however, a strong appetite for debt in North America these days, including utility debt, so I would not be shocked that they could do that.


MR. SHEPHERD:  Now I just want a couple of detail questions on the next page.  You will see that there's a calculation of the deficiency if it was at 36 percent that was given in the first answer, and then in the second answer it's been changed, because you've moved some money from short-term debt to long-term debt, and long-term debt is more expensive, right?  Is that correct?


MR. CULBERT:  The issue that we made the assumption on has a 4.1 -- the original response, as mentioned, did not have any plans in the budget for debt issuances.  That is what it was premised off of.  This is making an assumption we would issue $400 million to replace the capital that we wouldn't be infusing as a result of the equity decline, and it was assumed to be at the average cost of debt that was provided -- I'm not sure of the interrogatory response.


The latest economic conditions produced a 4.1 percent estimate of debt issuances.  So that is what it is based off of, correct.


So as you can see, the average cost of long- and medium-term debt goes down slightly from what was in the original calculation, because 4.1 percent is now averaging down the average cost of debt.


MR. SHEPHERD:  That's right.  But the total cost of debt actually goes up by two basis points, right?


MR. CULBERT:  Sure, because you are taking some money that was formerly assuming to be within a short-term debt rate and moving it to a medium-term debt rate.


MR. SHEPHERD:  So your interest cost goes up, right? It is actually $800,000, right?  810, I got.


MR. CULBERT:  Sure.  The deficiency has changed by --


MR. SHEPHERD:  So what I don't understand is how, if your interest cost goes up by $800,000, your utility income goes up by $400,000.  How could your income go up if your interest cost goes up?


By the way, your indicated rate of return also goes up, which again doesn't look like right to me.


MR. CULBERT:  I will have to look through the calculations to --


MR. SHEPHERD:  I'm going to ask you to undertake to reconcile these two versions of this answer, but you have utility income going up, but you also have the deficiency increasing.  And that, again, doesn't look right to me, nor does it look correct that your -- what was the other thing --


MR. CULBERT:  Well, your deficiency has increased because you have taken what was formerly assumed to be a shift in a 9 percent return on 6 percent of equity increase, as -- so it was flipped into a lower interest rate on short-term debt.


MR. SHEPHERD:  No, no, I'm comparing this version to the last version.  So equity hasn't changed.


MR. CULBERT:  Equity hasn't changed, but we have increased the interest expense, which increases the deficiency.


MR. SHEPHERD:  Which I understand, but then if utility income goes up, deficiency can't go up, as well.  But then utility income shouldn't be going up if interest costs are going up.


MR. CULBERT:  I'll provide a reconciliation of how the income has changed.  Perhaps it is due to the tax deductibility of issuance costs versus amortization.


MR. SHEPHERD:  That leads to the next part, which is I didn't understand why the gross-up would be in effect -- why there would be any impact on the gross-up, when you're only changing two deductible amounts.


MR. CULBERT:  Interest on the gross-up, could you provide some context?


MR. SHEPHERD:  You are saying the net and the gross deficiency are different, but if the only change you are making is a change in an expense and it's fully deductible, then there shouldn't actually be any change in -- any difference between the net and the gross.


MR. CULBERT:  I'll provide a response, because what's happened is you now have amortization costs associated with -- and issuance costs associated with the debt issuance as opposed to short-term debt.  There was no such assumption.  So you have a difference in terms of what your book amortization is versus your tax amortization of the issuance expense, so that's obviously playing into it.


MS. SEBALJ:  That's JT2.15, which is three parts, Mr. Shepherd?


MR. SHEPHERD:  No, it actually just one part, and that is reconcile the August and the September answers to that interrogatory 7.2.


MS. SEBALJ:  7.3?


MR. SHEPHERD:  Sorry, 7.3; E2, 7.3.

UNDERTAKING NO. JT2.15:  to RECONCILE THE AUGUST AND THE SEPTEMBER ANSWERS TO INTERROGATORY E2, 7.3.

MR. SHEPHERD:  The next thing I would want to ask you about just briefly is you filed a study commissioned by the Canadian Gas association, and, first of all, this is E2, 14.1.  And we asked about what evidence you had supporting the risk of a credit downgrade, and you said you didn't have any, except you had a bunch of general materials on risk and returns.  Is that fair?


MR. LISTER:  Yes.


MR. SHEPHERD:  Then one of the things you filed, which is attachment 1 to this, is a NERA report from February 2008 which looks to me like it is about why the Canadian generic ROE formula is wrong, and setting ROE on a cost of service basis each time you come in for rates is the better way to do it, as it is done in the United States.


This is what this report appears to say about 500 times in the report.  What I'm trying to get at is:  How is this report, and how do you propose the Board take this report, as being relevant to what you're asking for in this proceeding?


MR. LISTER:  I think the report goes to -- I'm just trying to turn to the executive summary and introduction.  But what it really goes to is a fairly in-depth comparison between the Canadian and US jurisdictions in terms of regulatory risk and treatment to really ask the question:  Should there be such a divergence in returns between the two countries?


And so what they undertake to do throughout the report is an assessment of the risk profile of each of the two countries.  And, by and large, what they find is there are no significant risk differences.  I think what that goes to is the analysis that Enbridge has brought forward, specifically Concentric's analysis, around the comparability to US firms.


MR. SHEPHERD:  Okay.  So here's what I'm trying to understand.  On page 8 of that report the -- this is in the executive summary, but it's the simplest way to find it, and the second full -- the first full paragraph starts out:

"With this analysis, our conclusion is inescapable.  The Canadian ROE as produced by the generic Canadian ROE formula are biassed downward."


So that's what the report is about, right?  It's about the bias in the formula, right?


MR. COYNE:  That's one of the points, yes.


MR. LISTER:  Sorry about that.  Where were we?  You asked me to verify that they say in that paragraph, "With this analysis our conclusion is inescapable."  I think that is where we were.


MR. SHEPHERD:  Yes.  What I'm trying to understand is you are relying on this report to say risk in US and Canada is comparable, right?


MR. LISTER:  Yeah, I think this is -- this report is generally intended -- in fact, there is a paragraph -- the entire introduction explains what the purpose of the report is.  And I think it holds true today as much as it did when the report was written.  And that is, in fact, they say:

"To analyze the root causes of the disparity between Canadian and US ROEs, it has apparently been propelled, either directly or indirectly, by the Canadian adjustment formula.  So the appropriate level of ROE is driven by the risk return requirements of those utility investor owners.  The obvious question is whether Canadian utilities face sufficiently less risk than their US counterparts..."


And they go on to conclude that they do not.


MR. SHEPHERD:  So back to page 8, the end of that page, not the footnote - the end of that page - their final conclusion is:

"Without a new calibration, it is likely that as long as the interest rates in Canada and the US remain low, the generic ROE formula will continue to fly off course essentially treating Canadian utility investors unfairly and slowly taxing their financial health in this era of low interest rates."


Right?


MR. LISTER:  I'm sorry, I don't see --


MR. SHEPHERD:  The last sentence.


MR. LISTER:  Page 8.  I was there.


MR. SHEPHERD:  Last sentence, "Without a new calibration..."


MR. LISTER:  Yes, that's what it says.


MR. SHEPHERD:  So the Board has recalibrated its ROE formula, hasn't it, since then?


MR. LISTER:  The Ontario Energy Board did in 2009 recalibrate the ROE formula.  I think, although, a central tenet to our position or our presentation to the Board in this case is still fundamentally that there's a mismatch and the fair return standard is still not being met, given even where ROEs are.


And so the expectation is one would assume that if there was a difference, it might be because there was a difference in risk profile between Canadian and US utilities.


So I think this report is still valid in showing that, in fact, there's been a complete assessment on the -- a risk assessment between the two countries, and the analysis or the conclusion is the same.


MR. SHEPHERD:  What I'm trying to understand, and this is why I'm pursuing this, is that -- I'm actually not trying to cross-examine you here.  I'm trying to get at what you are really trying to say.


It sounds like you are saying the Board got it wrong in equity thickness in 2007, given it is only 36 percent, when we wanted more and we told them they were wrong.  Then they got it wrong again on the cost of capital report in 2009 when they said, Here's the right ROE.


It sounds like you are saying they are wrong on both counts, and now they have to fix these things.  Is that what you are saying?


MR. COYNE:  If I might join in the discussion, Mr. Shepherd, the way I would phrase it, being a participant in the 2009 consultation, is that it is unfinished business for the Board pertaining to equity thickness.


We recognize and acknowledge the Board took an important step in terms of rebasing ROEs and revising the formula.  And in its 2009 decision, it really deferred and indicated that the 2009 consultation was not about setting equity thickness.


And it acknowledged that it had already set equity thicknesses for the electric utilities, all at 40 percent, and indicated that gas distributors would need to come forth and make a separate case for why -- a determination 

-- for future determinations of their equity thickness.


So it was really unfinished business pertaining to the issue of the proper equity thickness for gas distributors coming out of that 2009 decision.


MR. SHEPHERD:  So your interpretation of that report is we fixed the ROE, but we haven't said anything about the equity thickness yet.  That is still to be determined?


MR. COYNE:  Yes.  And they said that in their decision.



MR. SHEPHERD:  Wonderful.  I wonder if you could go to E2, 14.4.  Now, the question you were asked here, Mr. Coyne, was:  What is the probability of a rating downgrade if the equity thickness remains at 36 percent?


And I don't see that you've answered that.  You've answered the general probabilities of rating downgrades, but you've not tied that in any way to equity thickness that I can see.  There's 56 pages of attachments -- more than that, or at least 56 pages of attachments, and I can't find anywhere where equity thickness, the current equity thickness, is tied to probability of downgrades.  Can you help me with that?


MR. COYNE:  I'll try.  First, I would acknowledge Concentric is not a rating agency, nor can we speak for them.  And while they do give us guidelines, they will state, and we all recognize, that those are just guidelines, that they make informed judgments around the guidelines that are used.


So it is virtually impossible for us, even as analysts of the industry, to determine what S&P or Moody's or DBRS will do.  Therefore, we have not independently conducted, as we say in the response, an analysis of the probabilities.  It's virtually impossible for us to do so.


What we can do is look to the guidelines that they provide us, associated with ranking utilities, and where Enbridge fits within those guidelines.


If I could direct you to my direct evidence?


MR. SHEPHERD:  No, sorry.  Before you go to the direct evidence, remember this is an interrogatory response.  At this point, I had already read your direct evidence.


So I'm trying to understand how this response is responsive to the question.  Does this say anywhere in the response -- this is all I want to know.


Is there something I'm missing here where, in this response, equity thickness is tied to probability of downgrade?


MS. LIEBERMAN:  If I may answer, the assumption we are making there is that the equity thickness of 36 percent is being factored into the credit rating of the A minus.  So the best we can do to tie -- Enbridge has an A minus credit rating at 36 percent.  What is the probability of a downgrade?


MR. SHEPHERD:  Regardless of the equity thickness.  So if another A minus-rated company has a 44 percent, let's say, equity thickness, another utility, they would have the same probability of a downgrade, as far as this information is concerned?


MR. COYNE:  Everything else being equal, no, they would have a better credit metric than Enbridge if that were the case.  So they would have a lower probability of a downgrade, everything else being equal, if they had more equity.


MR. SHEPHERD:  I'm asking about this information.  This information doesn't tell us anything about that, does it?


MR. COYNE:  This information wasn't designed to tell us that.  It was -- we're being as responsive to the question as we could, and I think the first sentence tells us -- really delivers the important message.  We haven't independently conducted an analysis of those probabilities, nor can we.


MR. SHEPHERD:  Except the problem is we asked for related to equity thickness, and you haven't given us anything about that, right?


MR. COYNE:  Nor can we.


MR. SHEPHERD:  Good.  Thank you.  Let me go to E2, 14.5.  We asked for drafts of the report showing mark-ups or editorial changes proposed by Enbridge personnel.  Understand I'm not asking for changes that you made.  I'm asking for things written in your report that were words put in there by Enbridge.


And you've refused, and I'm going to ask you again -- well, I'll put it a different way.  Did Enbridge personnel, at any time during this process, propose wording that is ultimately in your report, yes or no?


MR. LISTER:  My recollection is that there was no specific proposed wording, no.


MR. SHEPHERD:  I didn't ask you.  It's Mr. Coyne's report.  I'm asking him.


MR. COYNE:  We did go through an editorial process.  There were drafts, and Enbridge made comments to us on them in various places.  But I don't have any recollection of a request for a specific language change in the report.


They questioned us on content, questioned us on logic. They questioned us on virtually every aspect of the report, I guess you could say, but I have no recollection of them asking us to change a specific set of language.


Where we were referring to specific facts and circumstances pertaining to the company, if they had an alternative set of facts and they noted them, then we would have corrected the report for them.


Otherwise, they would have been our opinions, as they remain today.


MR. LISTER:  Subject to, I'll just add, there might have been some immaterial editorial suggestions in terms of changing a word here or there, but nothing I would regard as material.  I can't actually honestly recall.


MR. SHEPHERD:  So there may have been places where you said, Use this word, instead of this word?


MR. LISTER:  Use "the" -- or use "a" instead of "an".  Immaterial, I think, to the body of the report.


MR. SHEPHERD:  Okay.  I wonder if you could go to SEC IR No. 7.  That is E2, 14.7, and I'm looking at attachment 3 to that report.  This is a DBRS report April 4, 2012.


Mr. Coyne, April 4, 2012, is this after your report or before your report?


MR. COYNE:  This would have been after.  I believe our report was in January.


MR. SHEPHERD:  All right.  So you wouldn't have been aware of this at that time, right?


MR. COYNE:  No.


MR. SHEPHERD:  So one of the things you said earlier was that the rating agencies have a problem with the financial metrics of Enbridge, and I'm looking at this first page where it says, "Strengths, reasonable balance sheet and credit metrics." And I'm trying to reconcile the two.  Can you help me? 


MR. COYNE:  Can you point to me where you are in the report?


MR. SHEPHERD:  On the first page of the report, under "Rating Considerations", which is the key thing that all the investors look at, right, under "Strengths", number 3, "reasonable balance sheet and credit metrics."


So is that doesn't sound consistent with what you were saying about the financial metrics being weak and the rating agencies calling them weak.


MR. COYNE:  Let me see what they say in the report itself concerning that.  I believe on -- I cite S&P.  It was quite specific in terms of citing EGD's weak credit metrics.


I stand by that quote in S&P.  Let me just read more carefully here.  I do see where it says in the middle of the third paragraph that:

"EGD's current debt leverage is well below the regulatory capital structure of 30 percent equity providing EGD with significant financial flexibility."


MR. SHEPHERD:  Sure.  But it also says on page 3:

"EDG is committed to maintaining its capital structure within the regulatory-approved level of 64 percent debt and 36 percent equity."


And there's no comment here at all that that's bad, is there?


MR. YAWORSKY:  Mr. Shepherd, maybe I will jump in.  The rating agencies speak in their own language.  So "reasonable" may have a different connotation to you than they may have to an investor.  So a reasonable statement and read in concert with the challenges in the second item that I'll point you to in the challenges is, "Low ROE, unlimited rate base growth."


Taking one item and reading it in isolation is difficult.  I think you would have to read a document in its entirety to get the flavour of what the agencies are trying to communicate without explicitly saying it.


MR. SHEPHERD:  You didn't quite quote it exactly, though, right?  It's not low ROE during the IR period, because it's still at 8.39.  Isn't that what they are saying?


MR. YAWORSKY:  Yes.


MR. SHEPHERD:  So even with that, they're still saying balance sheet and credit metrics under the heading "Strengths", right?  Am I misunderstanding strengths?


MR. YAWORSKY:  I don't think you are misunderstanding strengths, but I think you are overestimating the dependability of the word "reasonable".


MR. SHEPHERD:  Okay.  Can I just --


MR. COYNE:  I would follow up that at the same time S&P was calling them weak.  I think it goes to the point that EGDI lives on the margin, and where they are on that margin is in the eye of the credit rating beholder.


MR. SHEPHERD:  So S&P is right and DBRS is wrong?


MR. COYNE:  I did not say that.  They each have independent views and they each have their own approaches to rating debt instruments.


MR. SHEPHERD:  Then my last question on this subject is in Interrogatory No. 2 under Issue E2, which is schedule 20.2.  This is talking about -- you said somewhere in your report, Mr. Coyne, that a 3 percent swing in your -- in Enbridge's distribution revenues would mean that it would fail to meets its covenants; is that right?


MR. COYNE:  I'm looking at the response where you say that a 3 percent credit -- it would fall to 2 percent, yes, and that would be -- that is the threshold for the CIBC Mellon covenant, where the company is today, as I understand.


MR. SHEPHERD:  So I looked at this and -- so you were only reducing distribution revenues, right?


MR. COYNE:  Let me check that.  That's correct, Mr. Shepherd.


MR. SHEPHERD:  But you were still assuming that it's earning sharing, right?  If you had 60 million less distribution revenue, presumably you wouldn't be sharing any earnings, right?


MR. COYNE:  We made no specific account for earnings sharing.


MR. SHEPHERD:  So you're assuming, notwithstanding that distribution revenues go down by $60 million, the company is still making enough money to be sharing earnings under the formula?


MR. COYNE:  I made no specific assumption in regards to earnings sharing.  It wasn't an analysis designed to produce that result.


MR. SHEPHERD:  Then if you go to the next page of that response, I'm trying to understand this.  These are the key financial metrics that are typically looked at by investors, right?


MR. COYNE:  Yes.


MR. SHEPHERD:  So this says that the EBIT interest coverage is 2.5, and so is that different than the 2.3 you had on the other page?  Is that calculated in a different way?


MR. COYNE:  Pardon me while I check.  I hope I can clarify, Mr. Shepherd.  The two different data sources there, there are times when we find it convenient to use the SNL data when it's available to us, and the SNL calculations, and in other cases we use the company's data.


And in the -- in schedule 20.2, page 3 of 3, Julie, rather than me repeat what you tell me, why don't you speak directly?


MS. LIEBERMAN:  So in 20.2, page 2 of 3, that was a calculation that was mirroring S&P's method of calculating interest coverage and making the same adjustments that they would normally make.


I believe they subtract working capital associated with gas or some sort of adjustment like that.  And the Enbridge Gas Distribution Inc. data, since we can't access that directly from SNL, was provided by the company.


And that Enbridge Inc. data came from SNL on the response to 20.2 page 3 of 3.


MR. SHEPHERD:  Okay.  The thing I don't understand is, if things are so bad, the EBIT interest coverage is the same in 2011 as in 2007.  Basically it has been constant throughout the entire piece, and Enbridge has been borrowing year after year at decreasing costs and maintained a stable rating.


I don't understand what has changed here.  These are all 36 percent equity thickness years, and they all have the same EBIT interest coverage, which is the key metric you are talking about.


MR. COYNE:  Going back to my prior comment, the current calculation using the company's data is that that metric currently stands at 2.0.  So that certainly that represents a significant change.


MR. SHEPHERD:  That's not what this evidence shows.


MR. COYNE:  This only goes to 2011.  I'm talking end of June 2012.


MR. SHEPHERD:  So in summer when they are not selling as much gas, their ratio has gone down?  That's a surprise.


MR. COYNE:  You are building gas inventories then, so that can happen for that reason.


MR. SHEPHERD:  Exactly.


MR. COYNE:  But I don't know that for a fact.  But that can influence the numbers.


MR. SHEPHERD:  I'm trying to understand what the change is from 2007 to 2011, and it looks like there isn't any.  With that equity thickness, you see Enbridge Inc. has terrible coverage in almost every year, but Enbridge Gas Distribution seems to be peachy keen.  I don't understand.


I'm trying to understand what the problem is.  It looks pretty good to me at 36 percent.


MR. COYNE:  Pardon me.  A couple points.  One is the 

-- if one wants to look at it through the eyes of S&P, the calculation, as we have it in schedule E2, 22, page 2 of 3, would include the adjustments that -- they note that they make.


So that gives you a lower metric.  And the numbers that you are referring to, Mr. Shepherd, that did not have the S&P adjustment are probably indicative of the trend over the period of the time, but not the level, because of the need to make that same judgment to get it on S&P terms.


The second point I would make is that that is history.  What's important, from the standpoint of setting the equity thickness today, is where the company stands today on this basis, but that's only one basis, as well as the overall implications of the fairness standard.  Credit metrics is just one aspect of that.


If one goes to comparability, these credit metrics are very weak compared to the peer group, and, as we know, they have the weakest equity ratio in the entire industry in both Canada and the US.  Those certainly can be deemed as comparable.


But all those perspectives come into play in terms of our opinion regarding the equity thickness recommendation.


MR. SHEPHERD:  But I guess what I'm understanding from you is that the EBIT interest coverage hasn't really changed over that period.  It has just been bad all the way through?


MR. COYNE:  The data -- bearing in mind the data differences, without the adjustments, it looks relatively flat over that period of time.  With the adjustments, I'm not sure.  Have we calculated over that entire period?  I think we did that.  We have it for 2009 and 2010.  I don't know if we went back as far as that other chart did.


MS. LIEBERMAN:  No, it didn't, I'm pretty sure.


MR. COYNE:  Your question, I'm sorry, is what was -- if you would kindly repeat your question?


MR. SHEPHERD:  It appears to me that what you are saying is that the EBIT interest coverage has been relatively stable over the period of time 2007 to 2011.


MR. COYNE:  Without the adjustments the credit rating agencies would make, it would appear so.  With the adjustments they would make, I only have it for the last few years.  So I can't answer your question with the data I have in front of me.


MR. SHEPHERD:  Okay.  Thank you.  Those are all my questions.


MS. SEBALJ:  Were there any other questions for this panel?


DR. HIGGIN:  Yes.


MS. SEBALJ:  Dr. Higgin.

Questions by Dr. Higgin:


DR. HIGGIN:  My name is Roger Higgin, and I'm representing VECC.  I just want to make a little introduction in the sense that VECC, as you'll know, is one of the sponsors of the evidence of Dr. Booth.  On the other hand VECC, like other intervenors, like Schools and so on, has asked interrogatories separately from that, and I'm only representing VECC in the sense of those interrogatories and I'm not here to ask questions related to -- from the consortium, okay?  So I'll be very clear on that point.


MR. COYNE:  Thank you for that clarification.


DR. HIGGIN:  Mr. Shepherd has done an excellent job plowing my field.  He just left a few furrows left.


MR. SHEPHERD:  Who said it was your field?


[Laughter]


DR. HIGGIN:  It was.  But just on that point, on the last undertaking, perhaps you could help me which one that was to Mr. Shepherd that asked about the calculation of -- the new calculation for the schedule that was provided here.  That's the Energy Probe E2, 7.3.


MR. CULBERT:  JT2.15.


DR. HIGGIN:  Yes, okay.  I had a couple things I would like to have either added to or as an adjunct to that.  It could be the next one, and they're very simple.


If you turn up VECC interrogatory E1, 20.1 and look at the first page, it's about debt.  And you'll see, Mr. Culbert and others, that you've now forecasted 2013 for 4.5 percent here.  That's not what you've used for the -- for that particular update.


MR. CULBERT:  There were two interrogatory responses from different intervenors that asked the same question.  Unfortunately, there were two different percentages given.


In conversation with Mr. Yaworsky from our treasury department, the 4.1 percent is the proper answer.  So we'll have to update this interrogatory here to coincide with the --


DR. HIGGIN:  That was my question.  You've actually adopted a 4.1 forecast as opposed to a 4.5 in this interrogatory, correct?


MR. CULBERT:  Correct.


DR. HIGGIN:  That will be reconciled with the schedule.


Okay.  Well, the same thing if you look at our interrogatory E1, schedule 20.3, same question, cost of capital for 2013.  And this doesn't reconcile with that answer you just provided in the other one.


For example, you have short-term debt as 213 million.  You have the debt where it was.  So I would like an update to this IR, as well, please.


MR. CULBERT:  To reflect the updated forecast?


DR. HIGGIN:  For all of the debt.


MR. CULBERT:  I understand.


DR. HIGGIN:  Correct?


MR. CULBERT:  You understand, of course, when we responded, it was giving the information that was splitting up what was already filed.  That is what this was doing.


DR. HIGGIN:  Yes.  I just don't want to rely on an interrogatory that has now been not updated, okay?  So I would like this one updated, please.  So that would be an undertaking to update those two parts of those two VECC interrogatories, which is the 20.1 and the 20.3, please.  You can either add it into the other one or you can do --


MR. CULBERT:  I'll do it separately.


MS. SEBALJ:  JT2.16.

UNDERTAKING NO. JT2.16:  TO UPDATE TWO VECC INTERROGATORIES, E2, 20.1 AND 20.3.

DR. HIGGIN:  Okay.  Now, again, Mr. Shepherd asked you at some length about our interrogatory E2, schedule 20.2, a three-page interrogatory.  And we've been through most of this.  I'm not going to cover that ground.  But I would like either added -- what I would like is a 2012, okay, year to date, plus pro forma where these ratios are projected, meaning that there's evidence filed in this case about the earnings and everything for 2012, and I would like to get the actual 2012 ratios that correspond to that on a pro forma basis.  Can that be done, please?


MR. YAWORSKY:  Dr. Higgin, we just want to be cautious to make sure that we're not disclosing material -- non-public information in a forum that would compromise any of our public programs.  So let us check with our legal counsel first to make sure that we're indeed in a position to release that information.


DR. HIGGIN:  Okay.  You are giving, as we've just looked, an estimate of your 2012 earnings, for example.  Your interest -- all those things just in that particular schedule that we just talked about.  I don't understand why you can't use those data to make a pro forma which would provide an estimate, and that's all it is.  I think proprietary, looking forward, da, da, all that.


Anyway, I would like that undertaking, because Mr. Coyne has made certain statements about where that ratio is -- we only covered the -- times interest.


He's made certain statements as to where it is now.  And I would like to see what it's going to look like at the end of 2012 based on your earnings projections, and so on, as has been filed in this case for 2012.


MR. COYNE:  For clarification, are you looking for an update to the ratios that are under b) in that answer?


DR. HIGGIN:  Yes, correct.  I'm not asking you to produce the S&P one.  It's too far out of date, anyway.


MR. COYNE:  For clarification, then, that is the one we're currently looking --


DR. HIGGIN:  I'm not asking for Enbridge Inc.  I'm just asking for the company, so you know why we're asking that, because it's straightforward.  You've made certain statements.  You have no evidence to support it.  So provide the evidence.


MR. LISTER:  We did provide in pre-filed evidence to Concentric, and they provided it in their pre-filed evidence.  I can't remember the exhibit number here.  Let me refer you to the exhibit, and then maybe that's the table that requires updating, and then we can confirm that.  That's E2, tab 2, schedule 1.


DR. HIGGIN:  That's the Concentric.


MR. LISTER:  Concentric.  And in the Concentric report at page 34, they reference a table that was provided by EGDI, which goes exactly I think to the point you are making, that you would like to see those ratios for the 2012 and 2013 information.  So we've provided it here.


DR. HIGGIN:  You've just anticipated my other question, so if you can do it for 2012 and do it for 2013.


MR. LISTER:  Right.  So it's provided here.  I guess what you are asking, just for clarity - and correct me if and where I'm wrong - you is are asking:  On the basis of updates that have been provided, can we redo this information?


DR. HIGGIN:  Right.  Now, the point, anyway, just to be clear why I separated 2013, was because I'm assuming you are going to have a new ROE formula applied in 2013.


MR. LISTER:  Correct.


DR. HIGGIN:  That will boost earnings and should cover -- improve interest coverage and so on.


MR. LISTER:  That's correct.  And that should be incorporated in this table in the pre-filed Concentric evidence, as well.  And at the time, that was 9.42.  So our latest update I believe was to 9.03 using data as of March when we filed our update.  So, sorry, the update in June.  I think we provided some updated evidence.


So on that basis we can undertake to provide this table updated.


MR. CULBERT:  We'll have to qualify the 2013 results, though, Roger.  It's kind of an iterative process, because we've applied for a rate increase.  We'll have to make some assumptions about how that proceeds.


DR. HIGGIN:  One of the assumptions is stay at 35 percent.


MR. CULBERT:  I'm speaking about the rest of the rate increase.  It depends on what happens with that.


DR. HIGGIN:  Right.


MR. CULBERT:  So we would have to make some qualifications.


DR. HIGGIN:  I looked at this table, and basically I didn't understand what was the basis of the genesis of this, because it didn't really say where the sources came that drove everything, and so on.


It didn't say this was 2012 Q4, you know, et cetera.  So that was one of my problems, is I didn't want to rely on this because of the lack of sources.  So that's my next request, please:  Ensure what are the sources of the information.


MR. LISTER:  Can we include that in the same undertaking?


DR. HIGGIN:  Yes, of course.


MR. LISTER:  To try to answer that question, I believe this is full year data.  It might be estimated or budgeted data according to the titles.  But it would have been full year data.


DR. HIGGIN:  It doesn't say which year it was driven off from the consolidated statements.  Can you tell me where it was driven from?


MR. LISTER:  I'm sorry, I'm not understanding your question.


MR. AIKEN:  You are doing a pro forms projection, so you have a base.  You have your audited or unaudited financial statements, and then you are going to do your pro formas.  I couldn't understand whether it drove off 2010 or whether it was 2009.


MR. LISTER:  2012 would have been based on the 2012 estimates for the -- or the budgeted earnings at that point.  So, similarly, 2013 would be based on this current application, and included in that -- to Mr. Culbert's earlier point, this would include all the deficiency impacts in here, and it would be for the entire 2013 year using -- or arriving at the full year earning estimate based on this application.


DR. HIGGIN:  Also in there was the 2011 estimate based on audited 2011?


MR. LISTER:  I'm not sure it was audited at the time.  Recall this was filed --


DR. HIGGIN:  I will leave those questions to you.  All I'm asking for is if you would then update this so I can look at the latest estimates for those years for those coverage ratios, FFO, everything else, because I'm trying to test that statement that we're at the threshold and we're about to fall over the cliff.


MR. LISTER:  Certainly we'll provide a note to the best -- to our best ability to be as clear as we can how the information was derived.


DR. HIGGIN:  And will you make sure that those -- explain those that are in that one now table 10, which you've undertaken to update, with the difference between those in schedule 20.3, page 3, part b)?  There are differences, it's quite clear.


MR. LISTER:  4.1 percent, in particular?


DR. HIGGIN:  Yes.


MR. LISTER:  And the use of long-term debt --


DR. HIGGIN:  For example, 2011 is not the same.


MR. LISTER:  Yes, we'll do that.


DR. HIGGIN:  I will take an undertaking for that.  It would help if somebody could just...


MR. LISTER:  Before we finally accept, can we just have a moment?


I think the concern we're having and maybe I missed it in the beginning, I was with you up until the point of reconcile, and I'm not sure that it will -- it is possible to provide a reconciliation with the information in E2, 20.2, if that is what you are referring to.


My understanding was you were looking for a recast, if you will, of table 10 that was in Concentric's pre-filed evidence.


DR. HIGGIN:  You offered that, and my problem is:  Which is your evidence?  Will this undertaking represent your latest evidence on this issue, and will it supercede the other interrogatory and table 10, or not?  That's all I want to know, is simply which is your evidence?


MR. CULBERT:  So we try to understand where we're going with this, you're saying utilizing the latest forecast, interest rates, et cetera, incorporate those and update the data, is what you are after?


DR. HIGGIN:  Yes.  And, as I said, when we go to ADR, hearing, wherever downstream, I would like to say, Well, this is your evidence on this topic of interest coverage, and so on, not that it's also table 10 is your evidence, and the table here is your evidence.  That's all.  It's only in one place, okay, on this topic.


MR. CULBERT:  Okay.


DR. HIGGIN:  Thank you.


MS. SEBALJ:  I'm going to mark it as JT2.17.  I don't know if we need a summary, but it's a long undertaking.

UNDERTAKING NO. JT2.17:  to Update table 10 in pre-filed concentric evidence with the latest estimates for last three years of interest coverage ratios, FFO, etc. and to show sources

DR. HIGGIN:  I'm conscious of the time, so I'm going to try to get through this, but it's going to be very hard.  I hope you'll bear with me.


So what I'm going to start from is E2, schedule 20.1.  And I would like to start with part -- response to parts c) and d) of this.  Particularly I'll be focussing on d).  I'll give you a chance just to look where we're going from.


So this response takes us to appendix B of the Concentric report.  That's where it points us to there, as being the response.  So I would like to start with looking at a couple of preliminaries so I understand a bit better some of the background to appendix B.


Now appendix B, if you could turn up the Concentric report, which is 2-2-2, I believe -- is that correct?  I think you have it up on the screen.  I'm looking for appendix B.  And this is titled appendix B, "Regulatory Risk Comparison".


So I would like to just start by understanding what is a regulatory risk comparison.  First of all, I would like to understand how this fits into the usual business risk, financial risk assessments by the rating agencies.


For example, where does it fit?  Does it fit in business risk, financial risk?  It seems it could be business risk, but then there's some elements that may be also financial risks.


So what I'm trying to understand is:  How does this fit with the attributes used by the rating agencies?  And if you want to reference some of those attributes - Mr. Shepherd covered a few of them - perhaps you could look at the page 23 in the body of the report.  Just go to the page 23.


And you summarized here some of those attributes, and that's just under the table.  Then there's a fair discussion among the different rating agencies.


So the attributes listed there, have I got it right that that is a short list, I would say, of the attributes that they consider, Mr. Coyne?


MR. COYNE:  Yes.  Would you kindly direct me to where on page 23 you're -- the list you are referring to?


DR. HIGGIN:  Just below the credit ratings table.


MR. COYNE:  Yes, I see.  There, they are citing business risk and financial risk.


DR. HIGGIN:  Then they go on to say "regulatory support, commodity exposure", et cetera, et cetera.


MR. COYNE:  Yes, I would agree those are some of the risks that the credit rating agencies look at.


DR. HIGGIN:  What I'm trying to understand is how the risks that are in your appendix B -- how do they map to those risks that are commonly looked at by the rating agencies, because, to be honest, I've never seen a similar regulatory risk assessment to this one?


I have seen the risk assessments from the rating agencies.  I'm trying to map them, if you could help me with that.


MR. COYNE:  I understand.  Fair question.


Quite frankly, maybe by way of context, we've been wrestling with this issue of regulatory risk for some time, and here in Canada specifically we've been wrestling with it since 2007, and not just in Ontario, but here specifically, to be certain.


And what we have found is that the estimate of a business risk and financial risk and overall risk between utilities, it has not been well developed as a discipline and as a field.  ROE goes way back in time, and there have been books and treatises written on it.


And, unfortunately, there really hasn't been on the risk comparison side, and I think that many attempts have been made over time in this and other jurisdictions to do that.


I think the credit rating agencies -- and pardon me if I'm giving you more context than is helpful, and you can tell me to stop.  I think the credit rating agencies, by and large they are looking at utilities and other companies worldwide, and they do have specific ratings and grids that they develop for utilities, but they are not designed to do what -- they are not designed to address many of the arguments that unfold before boards such as the OEB.


We thought with this analysis we would take it a little bit further, and we've been working at this for some time, to look at the specific elements of risk that a utility faces and to compare them in as an objective fashion as possible.


And I think what we have done here goes well beyond anything the credit rating agencies do in terms of risk comparison.  We've taken more time with it.  We've gone to the bowels of utility filings where credit rating agencies, quite frankly, don't have the time, staff, resources or even, for that matter, the industry expertise.


For those of us that have dealt with credit rating agencies, it's typically a small team.  They are being trained on the job.  They don't understand all that happens in hearing rooms like this, in terms of the subtle nuances that affects the risks that a utility faces.


So we have tried to take that level of analysis to extend the work we've done in the past, and to look at, as closely as possible, the levels of risk that a utility faces and to compare them on an apples-to-apples basis between Enbridge and a group of comparators in Canada and the US.


So that's the context.  So that's why you haven't seen this before.  The regulated agencies use shorthand metrics.  They are done at a higher level, but you will not see a credit rating agency that is looking, for example, at the nuances of full and partial decoupling.  They will acknowledge things like CWIP in rate base and AFUDC, and things of that nature, but they're banner level items without the fundamental level of risk analysis required to do so.


So with that context, if you turn to appendix B.


DR. HIGGIN:  I would like to just go through those, then, on page B2.  Those are the metrics that you've chosen to focus on, and I would say, on the top paragraph, at the end of that paragraph, you've listed what they are, regulatory lag, exposure to commodity price risk, volumetric risk, weather or conservation, which I guess we call it rate stabilization or other mechanisms, et cetera.


So all I'm trying to understand, how those things that you've looked at relate to the things that the rating agencies look at.  I think you've answered that they do not.


MR. COYNE:  They do in part.


DR. HIGGIN:  Can you map them for me?


MR. COYNE:  Well, let me try to.


DR. HIGGIN:  Or you can give an undertaking, because I would like to say, just taking the S&P ones, or if you want to use the new DBRS report, then use -- that's an excellent source, the May 12 -- I like DBRS, so that would be great.


Just try to map those risks to the risks that are in that DBRS report, and that would help me understand what you've done here in terms of this analysis.  Could do you that?


MR. COYNE:  We accept that as an undertaking.


DR. HIGGIN:  Thank you.


MS. SEBALJ:  JT2.18.

UNDERTAKING NO. JT2.18:  to MAP RISKS LISTED IN Exhibit E2, SCHEDULE 20.1, APPENDIX B, PAGE B2 TO THE RISKS IN THE MAY 12 DBRS REPORT

DR. HIGGIN:  So the next context is simply the sample issue.  And what I'm puzzled by, this Canadian sample, and I'm only focussing on the Canadian.  I have no idea, but I've been around the Canadian gas industry from several perspectives for a long time.  So the question is:  Why did you choose the cutoffs that you did?


And that's the very important question, meaning your size and your credit rating.


MR. COYNE:  Does your question specifically go to the appendix B?


DR. HIGGIN:  Yes, it does.  Why did you choose only four out of the available Canadian utilities that you chose?  And your criteria were size and rating, because these attributes, from my experience, are very common to all Canadian utilities.


MR. COYNE:  They are.  What we were trying to do in the process of doing so is to take out of that group those that were very small, and, as a result, wouldn't be deemed by an investor as being of comparable risk, or those that had a credit rating that suggested from the outset that they probably had a very different risk profile.


DR. HIGGIN:  Specifically, why did you exclude Fortis Alberta and Gaz Métro?


MR. COYNE:  Fortis Alberta would have been excluded because of their -- at the holding company level -- well, we have Fortis BC in there, of course, which is the gas company.  We would have been excluding the electric company.


DR. HIGGIN:  Gaz Métro?  It's got to be size.


MR. COYNE:  I would say, subject to check, that is correct.


DR. HIGGIN:  For anybody who knows Gaz Métro, it has many of those attributes and things at play in its regulatory environment.


MR. COYNE:  It does.  I believe it must have been size, and I would say so subject to check, and we'll confirm.


DR. HIGGIN:  Just to take it subject to check subject - you  can actually check if you want - that the sample that was used for Union's case did include Gaz Métro and Fortis Alberta.


MR. COYNE:  Were they used for purposes of cost of capital proxy groups or were they used for purposes of risk comparison?


DR. HIGGIN:  Risk being, in your parlance, equity thickness.


MR. COYNE:  In the case of Fortis Alberta, again, I don't think it would be appropriate to compare an electric utility to a gas distributor for these purposes, and I'm sensitive to size, because there are elements of size that ultimately convey to business risk.  We wanted to that find a sample that all objective parties could agree most closely represented Enbridge for purposes of this analysis.


MR. FISCHER:  I'm going to try and get through this as quickly as I can, and I want to focus on figure 10 in here and the analysis that went into figure 10.  We have talked about the sample.  Can you bring me that table up?  This is in appendix B, figure 10.


This is a summary of the regulatory -- okay, by these little quarters of -- you see this?  Can you provide a table that shows the attributes that were used and the ratings or rankings of those that went into this particular table in terms of those attributes that you've mapped on this, and by utility, and subject -- if you have time, I would love to see Gas Métro mapped on here, as well, okay?


So could do you that by virtue of undertaking, and then that will try and wrap this up very quickly?


MR. COYNE:  I would offer, Mr. Higgin, that I believe we can do so fairly readily for the companies we analyzed.  It's quite a bit of effort to --


DR. HIGGIN:  Say on a best-efforts basis.  If you can't get hold of the Gas Métro -- we know the filings are public for that.  Then that's fine.  Just omit it, and that would be fine.


Finally, I just want to say there are a couple of attributes that I say speak to risk, and I would like your opinion on those.  We went through the average use, and all those things are included.


What about DSM programs?  Which of them have DS -- again, Canadian utilities.  Which of them are eligible for a shared savings mechanism as a result of performance of those DSM programs?


Would you also then look -- if you don't think it's important, it boosts earnings by around $6 million a year for Enbridge, and maybe nothing for some of the other ones, but Union Gas is also under the same mechanism.


If you could take a look at that, that's an extra attribute.  That would be another undertaking, please.


MS. SEBALJ:  Is that a separate undertaking from --


DR. HIGGIN:  Yes, please.


MS. SEBALJ:  We have JT2.19, which was relating to figure 10, appendix B of Concentric report and mapping Gas Métro.  Did you also say --


DR. HIGGIN:  What I'm asking is separately, because it doesn't fit into the framework here, is to inquire how many of the Canadian utilities have DSM programs, if it's linked, because conservation is obviously one of the attributes affecting average use, and also are able to have access to a shared savings mechanism incentive.


MR. COYNE:  Is your request on DSM just for Canadian utilities?


DR. HIGGIN:  Yes, please.


MS. SEBALJ:  So that one is JT2.20.

UNDERTAKING NO. JT2.19:  to map Gaz met on appendix B, figure 10

UNDERTAKING NO. JT2.20:  to inquire how many of the Canadian utilities have DSM programs and also are able to have access to a shared savings mechanism incentive


DR. HIGGIN:  Thank you very much.  Those are my questions.


MS. SEBALJ:  Any other questions for this panel?  Hearing none, thank you, panel, for your answers.  And we should probably take a break.  It's 3:30, I note, and then move to panel 7 after the break.  Does that make sense

So, thank you.  We'll take a 15-minute break.  So quarter to 4:00, come back with panel 7.

--- Recess taken at 3:30 p.m.

--- On resuming at 3:49 p.m.

MS. SEBALJ:  Why don't we get started?


Mr. Cass, would you like to introduce this panel?

ENBRIDGE GAS DISTRIBUTION – PANEL 7: VOLUME AND REVENUE


Margarita Suarez


Sagar Kancharla


Irene Chan


Kevin Culbert


Anton Kacicnik


MR. CASS:  I can do that, yes.  Sure.


Everyone knows Mr. Culbert, sitting furthest away from me.  Next to him is Anton Kacicnik. Then is Irene Chan.  Beside Irene is Marguerita Suarez, and finally we have Sagar Kancharla again.


So I hope that is sufficient introduction that we can get into the questions.


MS. SEBALJ:  Sure.  I think Mr. Wolnik is going to start off.

Questions by Mr. Wolnik:


MR. WOLNIK:  Thank you.


Good afternoon, panel.  John Wolnik.  I represent the Association of Power Producers of Ontario.  I've got three question areas I wanted to get into.


One of them was unaccounted-for gas, the second one was some cost allocation issues, and the third one was some of the economic and business planning assumptions.


So maybe just starting off with uncounted-for gas, and in this area what I would like to do is sort of talk about three areas, as well: the sources and nature of accounted-for gas, the reasonableness of the overall forecast of uncounted-for gas, and the allocation of those costs. 


Starting with the sources of uncounted-for gas, I understand that the UAF is the difference between gas metered in and gas metered out of the distribution system, but this encompasses a lot of things between those two points.


Firstly, what I'd like to know is:  Have you looked at identifying the relative magnitude of the various types of losses in the system?  I appreciate that metering is one of them and fugitive emissions is another.  Have you looked at sort of prioritizing those various sources, and how much they contribute to UAF?  And if so, what are they? 


MS. CHAN:  So firstly, in responding to your question, by its nature, the definition of the unaccounted-for gas is not accounted for or explained, so there is no effort to prioritize various sources.


That being said, as stated in the exhibit, for the factors that the company can control -- and plainly believe that the amount is not material.  So the balancing of it, to the extent -- for the factor will be mainly uncontrollable by the company will be the third-party transmission pipeline -- billed volume numbers.


MR. WOLNIK:  You are saying metering error is the biggest difference or biggest area contributing to the -- to that percentage; is that correct? 


MS. CHAN:  For the part that the company cannot control, because, like, for the factors that the company can control, as you can see from the exhibit --


MR. SCHUCH:  Can I just interrupt?  Irene, Can be tell us what exhibit you are in?


MS. CHAN:  I'm sorry, it's Exhibit D2, tab 6, schedule 1.


MR. SCHUCH:  Thank you very much.


MS. CHAN:  And what I'm referring to is really in the exhibit from page 4 all the way through all the pages, outlining all the initiatives, as well as the effort -- as well as the steps that the company undertakes relative to the other utilities for the factors that the company can control.


So for the balancing factor, to the extent that the company cannot control that, that will be the explanation for the uncounted-for gas.


MR. WOLNIK:  To the extent that some areas contribute greater to the uncounted-for gas, are there -- should you be prioritizing the programs in the capital and O&M dollars you spend on the basis of the relative magnitude of the importance of the contributing factors to UAF?


And I take it that that's not something you look at?


MS. CHAN:  So for the factors that the company with control -- so if you turn to the page 8 of Exhibit D2, tab 6, schedule 1, and the paragraph 22, so this section discusses that UAF that resolves from factors other than measurement variation.


So in answering your question -- and if you turn to the next page -- certainly the priority will be different to the factors that impact the safety and reliability of the pipeline.


And if you look at page 9 of Exhibit D2, tab 6, schedule 1, the paragraph 23 will be the leaks, paragraph 24 is the third-party damage, and paragraph 26 will be the normal maintenance.


MR. WOLNIK:  But you don't know the relative contribution each of those factors makes?


MS. CHAN:  By definition, because it's, like, not explained, but different that this factors do really impact the system safety and reliability, which is the company's top priority.


That's why the company always undertakes multiple initiatives to manage these factors. 


So therefore the company does not believe the impact is material.


MR. WOLNIK:  Are you aware that GMI actually does prioritize, and does sort of provide a relative importance to various sources of unaccounted-for gas? 


MS. CHAN:  Would you mind to rephrase -- basically repeat your question?  I didn't hear about the person's name clearly.


MR. WOLNIK:  Gaz Métro, in Montreal.


MS. CHAN:  Okay?


MR. WOLNIK:  Does look at the various sources of unaccounted-for gas and does put -- does recognize the percentage loss from various sources, to the extent that they can.  I appreciate that it's not perfectly accurate.


But they look at metering accuracy, things like super-compressibility, fugitive emissions, elevation pressure and oversizing of meters as sort of the top five sources of Unaccounted-for gas, in that order.


Do those five make sense to you as relative importance or...


MS. CHAN:  I'm sorry, would you mind -- I heard about the super-compressibility, the metering variation.


So what are the other three factors?


MR. WOLNIK:  The precision of meters, super-compressibility, fugitive emissions or leaks, elevation pressure -- and I believe Enbridge does correct for elevation pressure in its metering -- and oversizing of meters. 


MS. CHAN:  And I also talked to Gaz Métro as part of the company always likes to discuss with the other utility with the unaccounted-for gas experience.


So I am aware of these factors, and based on the conversation with the person, if you will, this is really high-level estimation.  So is not really, if you will, an estimation with underlying statistical theory.


So for our discussion -- and they mention the first factor will be the meter variation, and to the extent there are some parts that they also cannot quantify, that basically because, like, it's beyond their control because the company do not have control on the metering technology. 


In terms of the other one, which is, like, the fugitive emission, and as outlined in this Exhibit D2, tab 6, schedule 1, page 10, paragraph 28, so the company has been actively participating, this Canadian Standards Association GHG challenge registry, which is the greenhouse emissions, and the plan, the action plans, have been evaluated to either gold or silver status since 2002.


So the company, if you will, also does not believe the emissions among -- is material. 


So for the elevation factor -- and you are correct, it's like the company has already corrected.  So if you will, for these factors, and as explained in this evidence, other than the meter variation from the third party and the metering technology that's beyond the company's control, the other one will be really not material.


MR. WOLNIK:  So, unlike GMI, you are saying it's primarily just metering accuracy?  Even though GMI is suggesting some of these other things rank relatively -- have a similar importance.

For instance, fugitive emissions, super-compressibility and precision of meters are generally -- they rank generally about the same.  I'm not saying they're exactly the same.


MS. CHAN:  But in view of the super-compressibility, when talking to the person, it's also part of the metering variation.


So if you are -- when you're talking about the first factor, the precision of the meter, the super-compressibility, as well as the last one, like, basically the metering, the three of them, I kind of combine them into the metering variation, because this are relating to the meter variation.


MR. WOLNIK:  Thank you.


I understand that Enbridge is targeting an average accuracy tolerance of about 0.3 percent for its new and reworked meters; is that correct?


MS. CHAN:  That's correct.


MR. WOLNIK:  That accuracy, it isn't constant over the entire range of the meter itself, the operating capacity of the meter, but meters have less accuracy at very low flows and much more accuracy at medium to high flows; is that correct?


MS. CHAN:  I would take this undertaking, and to -- basically to talk to the subject matter expert.


MR. WOLNIK:  Thank you.


Can you confirm that as gas equipment has become more efficient over time, that the average flow rate through, for instance, a residential meter is declining on -- and therefore moving into a lower accuracy area of the meter?


MS. SEBALJ:  Sorry, can I just take this opportunity to mark that undertaking?  It's JT2.21.

UNDERTAKING NO. JT2.21:  to CONFIRM WHETHER METERS HAVE LESS ACCURACY AT VERY LOW FLOWS AND MUCH MORE ACCURACY AT MEDIUM TO HIGH FLOWS.

MS. CHAN:  So if I rephrase your question, are you saying because of the declining average use?  And there will be less flow to the meter?


MR. WOLNIK:  No.  What I'm saying, I'm not -- this is not an average use issue; it's an hourly flow issue.  It's completely different.


To give you an example, at my house I had a big old oversized furnace that came on at 160,000 BTUs an hour. I've replaced it with a high-efficiency furnace.  It's less than half of that now.  So the hourly flow rate is substantially less, and it doesn't get into, I'll say, the medium to high end of the operating range of the meter, which -- and in most of those ranges, the meter is more accurate.


I would like you to confirm that operating at lower flow levels, and perhaps even longer at no flow levels or at least pilot light levels, there is more leakage through the meter, or, I guess, less accurate registry through the meter, not leakage, but...


MS. CHAN:  I would like to understand the context here, with this efficiency -- high-efficiency and the low-efficiency furnace with the flow of the gas.  I'm trying to understand how it can impact the meter accuracy, because during the company or the -- as stated in the exhibit, it's in compliance with the Measurement Canada standard, and even go beyond the best practice standard to calibrate the tolerance level for the new meter to be less than the prescribed number.


I'm just trying to understand...


MR. WOLNIK:  Well, do you understand that the accuracy of the meter is not constant over the entire flow rate?


MS. CHAN:  Yes, I understand.


MR. WOLNIK:  And at low flow rates, the meter is less accurate than at high flow rates?


MS. CHAN:  And would it be possible if you can provide the reference about -- when you say it's like the low flow rate is, like, less accurate than the high flow rate?


Are you talking about a specific meter?  Because all the meters are the same for residential customers.


MR. WOLNIK:  Well, I guess I was going to ask you to provide the accuracy curves later on for your meters.


MS. CHAN:  Because they are the same; all the residential, they have the same meter and they are all calibrated and certified to Measurement Canada's standard.  And we have 1.8 million residential customers, and also including all the -- basically small commercial and industrial customers, we are talking about 1.8, like, 1.96 in total.


So I'm trying to understand different customers, they have different kinds of furnace, and we are talking about a large sample of the population.


MR. WOLNIK:  Maybe we can do it this way.  Can you undertake to provide an accuracy curve for your residential meters, a typical residential meter that you use, and if there is more than one, provide more than one?


Similarly, could you provide the same accuracy curves for turbine meters that are used in large industrial accounts?


MS. CHAN:  I'm trying to understand and assess the relevance of this undertaking, and whether it's feasible within the period of time, because what you are trying to understand is, like, the accuracy curve of the meter, and in which -- if you turn to the Exhibit B2, tab 6, if I can basically turn you to -- because we do basically some sampling.  We are talking about -– okay.  I mean, like, almost two million customers.


I want to have a realistic task to do.  So if we turn to the page 12 of D2, tab 6, schedule 1, in the table, and in the number 3 point, the second sentence, the second paragraph, each year the company also conducts sample testing on accuracy of measuring devices.  So based on the sample of 424 meters, the average accuracy for the period of time between 2007 and 2010 is about 0.44 percent, which is even lower than the Measurement Canada prescribed standard.


So does that answer your question?


MR. WOLNIK:  Not at all.


MS. CHAN:  Okay.


MR. QUINN:  John, can I help?


I think the word you are looking for is "rangeability."


Do understand rangeability of meters, Ms. Chan?


MS. CHAN:  Would you mind to define your rangeability?


MR. QUINN:  I thought maybe it was just terminology that might have helped.


MR. CASS:  Part of the problem here is we did not bring an expert on metering function.  We did not understand that we would require an expert here on metering function.  So I think your questions are really quite beyond the expected scope of this panel.


MR. WOLNIK:  Well, I appreciate that.  We did ask an interrogatory, and we asked some fairly detailed information in the interrogatory and we were getting virtually little or no response in the details.


So I appreciate -- and I'm not trying to suggest that this witness may have that understanding.  That's why I just simply asked for those curves.  And each manufacturer that makes meters provides accuracy curves.


MS. CHAN:  If you only want to get the manufacturing accuracy curve, certainly that's a feasible question.


MR. WOLNIK:  That's all we're looking for.


MS. CHAN:  If you’re looking for the manufacturing, because, like -– I mean, that's mostly what I'm trying to understand, because the way how you say is, like, almost talking about two million customers.


So if you are looking for the manufacturing accuracy curve, certainly, yes, we can provide.


MS. SEBALJ:  That's JT2.22.

UNDERTAKING NO. JT2.22:  to PROVIDE MANUFACTURER'S ACCURACY CURVE FOR RESIDENTIAL AND SMALL COMMERCIAL METERS.

MR. WOLNIK:  Now, when you do your sample testing, I understand you do your sample testing of each group of meters each year, and to the extent that they fail the accuracy test, do you change that group of meters out?


MS. CHAN:  Replace it with new meters.


MR. WOLNIK:  And those meters that fail, do they fail because they over-register or under-register, typically?


MS. CHAN:  I have to take this undertaking.


MR. WOLNIK:  Okay.  Thank you.


MS. SEBALJ:  JT2.23.

UNDERTAKING NO. JT2.23:  to PROVIDE TYPICAL REASON FOR A METER FAILING.

MR. WOLNIK:  Can you also confirm that there's no field maintenance done on sort of the general rate smaller meters?


MS. CHAN:  So trying to understand your question.  So field maintenance?


MR. WOLNIK:  You don't check and maintain small residential meters in the field?


MR. CASS:  John, really, this is a pointless exercise.  We did not bring a person here with expertise in meter function.  This was why we asked people to provide their question areas in advance.


If you have a series of questions on meter function, maybe you can provide them in writing or something and we can try to deal with them in some other fashion.


This is not making any sense to put this questions to our --


MR. WOLNIK:  I thought you had an unaccounted-for gas expert here.


MR. CASS:  She is an unaccounted-for gas expert.  She's not an expert on meter functioning.


MR. WOLNIK:  Well, these –- that's pretty -- I would have thought that would be a fairly basic issue, but I can put some of these questions in writing, if that's more -- a more efficient way of doing this.


MS. SEBALJ:  Did you have a lot more questions that were metering-specific, John?


MR. WOLNIK:  Well, I have a lot of specific questions on unaccounted-for gas.  They may be in other areas.  If this witness can't do metering, they probably can't do these other areas either.


MS. SEBALJ:  Do you have any question that's are clearly unaccounted-for gas, without going into metering?


MR. WOLNIK:  Well, I have quite a number of questions, but they are fairly technically specific.


MS. CHAN:  If I can help -- okay?  And going back to your previous question, if you turn to, again, page 12, the section 3, because the section 3 already provides the detailed information of the meter test program.


MR. WOLNIK:  No, no.  I've read that and I understand that.  My --


MS. CHAN:  If you were ask -- I'm sorry, to your question, if you go to the fourth bullet point, the meter accuracy is monitored on a regular basis.  So not just whether you have small meters or large meters.  It's already saying that; it's monitored on a regular basis.


So would that answer your question as moments ago?


MR. WOLNIK:  No.


MS. CHAN:  If it's not, okay.  Sure.


And we'll take your written questions.


MR. WOLNIK:  Let's move on to some other areas, and I'll try to put some other questions in writing and send them in.


MS. SEBALJ:  Sure.


MR. WOLNIK:  Are you -- you've got two main flows of gas coming in to your system, one from Union and one from TransCanada at Victoria Square; is that right?


MS. CHAN:  From TransCanada Pipelines, with lots of different Citygate stations.


MR. WOLNIK:  Yeah.  Many, correct.  And do these two flow streams have the same heat content?


MS. CHAN:  They don't.


MR. WOLNIK:  How is that taken into account in unaccounted-for gas?


MS. CHAN:  So if you turn to page 7 of Exhibit D2, tab 6, schedule 1, and paragraph 17, so we understand they have different heat content.  And in order to calculate the unaccounted-for gas when the end-use customers are billed in cubic metres, so all of these send out -– they are normally taking the gJ, they are converted based upon their daily heating value, in order to convert into cubic metres.


MR. WOLNIK:  Okay.  Thank you.


Your regression model that you use to predict unaccounted-for gas, does it incorporate any capital or operating programs as a variable within that regression model?


MS. SUAREZ:  No.  The model that we use is strictly the level of unlocked customers.  Well, we look at the variety of different models, but what we're trying to get at is the size of the distribution system.  And those elements are not part of the explanatory variables.


MR. WOLNIK:  So Enbridge has a number of capital and operating programs to reduce unaccounted-for gas, and I think is admirable, that's great.


But at the same time, you're forecasting an increase in unaccounted-for gas to the tune of eight percent, from 0.6 to 0.65.


Can you explain the reason for the increase, in light of all of these capital and operating programs, including, I think, in your own words, that you're exceeding some of the AGA standards?


MS. SUAREZ:  I'm looking to Ms. Chan to verify the statement on exceeding AGA standards.  I can only speak to the forecast aspect of it.  So the reason that there is this increase in the forecast for UAF is really a function of the way that the actuals have come in.


So using a regression model, we're looking at all the history of unaccounted-for gas within the EGD system, and we use all the information that is available to us.


And based on each additional year of actual data, the slope would change to account for that, and over the past several years we have, in fact, seen higher levels of unaccounted-for gas.  The volatility has certainly increased in the past 10 years over the previous period.


MR. WOLNIK:  Does that cause you to question some of the programs that you are developing, I guess, to minimize UAF, the fact that there is increased volatility and...


MS. SUAREZ:  It's a very challenging area because of the fact that we are dealing with uncounted-for volumes.


So by nature, it's very difficult to determine exactly what's causing some of this discrepancy or some of the volatility that we're seeing.


So Enbridge has tried to take steps to mitigate these losses, but it's not playing out with the actual uncounted-for volumes.  And, again, this is an area that we struggle with.  The volatility is there, the programs are there, and the fact that the volumes haven't declined in the recent past doesn't seem to add up.


MR. WOLNIK:  Should your model take into account some of the capital and operating program initiatives that you have underway?


MS. SUAREZ:  We haven't considered that.


What we have tried to do with the modelling exercise is certainly tried to optimize the model, and so we are looking at relationships.


So our dependent variable is the unaccounted-for gas, and we are looking for various independent variables that will allow us to explain what's going on.


Like I said, we haven't incorporated that, but at this point it really is the level of unlocked customers, the number of customers as our proxy for the size of distribution system that shows the most significant explanatory power.


MR. WOLNIK:  Looking at Union's unaccounted-for gas, which was filed in their EB-2011-0210, Exhibit H, tab 2, schedule 2, line 9, which was updated March 27th this year, their unaccounted-for gas is 0.219 percent for current year and GMI's is 0.52, so yours is quite a bit higher than theirs.


Do you have any reason to -- do you know why yours is higher, quite a bit higher than Union's, in fact, and higher than GMI's?


MS. CHAN:  If you turn to -- Energy Probe also asked this same question.  If you turn to Exhibit I, Issue C5, schedule 7.1, so without understanding the other independent utility, the number of the factors that -- they are controllable, uncontrollable, the number of total meters, number of total residential meters, it's really difficult to compare the company's unaccounted-for gas with another specific one.


And this is the reason why it may be more accurate to undertake the comparison with the AGA industry average of 172 utilities, in which the company consistently was lower than the AGA average, because the large sample will largely balance out these factors.


MR. WOLNIK:  So in the AGA comparison, do you take into account that a number of LDCs have a lot more bare pipe, have a lot more cast iron?  Some of these still use Orphus meters, for instance?


Do you normalize for those factors?


MS. CHAN:  We do not invest -– like, you want to compare with a benchmarking.  That's why you want to compare with a large company, with a large sample of the data, such that you can largely balance out all these different factors.


Because, again, when you talking about Gazifère, they're a really small utility.  You're talking about 100,000 customers.  When you're talking about Union Gas, they only have 1.3 residential customers compared to EGD of 1.8 million customers.  And EGD is being viewed by third-party transmission pipelines, which is TCPL and Union Gas, whereas Union Gas, we don't know whether they have a controllable factor on the -- or on the system.


So it is really not a really accurate comparison with these other specific utilities, without understanding their operation and characteristics of the system.


MR. WOLNIK:  You haven't tried to do that with the Canadian utilities in this region, or other than using the global AGA numbers, you haven't looked at the difference either, though?


MS. CHAN:  That's the whole objective of this American gas –- the whole objective of unaccounted-for gas study, as stated in the page 1 of Exhibit D2, tab 6, schedule 1.  It was a settlement agreement, with everyone saying that we'll compare with what Enbridge is doing in respect with the other gas distribution utilities, which is, like, benchmarking with lots of North American utilities, not just Canadian utilities, but also American utilities.


MR. WOLNIK:  Can we move to the flow patterns, the natural of gas in your system?


And for either system supply or direct purchase price from bundled customers, my understanding is that roughly half the gas that's delivered in aggregate through the year goes directly to the meter for consumption and the other half goes to storage for balancing purposes; is that approximately correct?


MS. CHAN:  I have to take an undertaking.


MR. WOLNIK:  Okay.


MS. SEBALJ:  It's JT2.25.

UNDERTAKING NO. JT2.25:  TO CONFIRM WHETHER ROUGHLY HALF THE GAS DELIVERED IN AGGREGATE THROUGH THE YEAR GOES DIRECTLY TO THE METER FOR CONSUMPTION AND THE OTHER HALF GOES TO STORAGE FOR BALANCING PURPOSES.

MR. WOLNIK:  Maybe we could just expand on that a little bit.


Where I was going to go was to trace the portion of the gas that goes in and out of storage, and look at the various metering locations that would be subject to metering error and inaccuracy.


So for instance, if I'm a bundled direct purchase customer and I delivered my gas, let's say, to the Enbridge CDA here, some portion goes directly for consumption, and the balance will go –- that you would take to your Tecumseh storage for balancing.


So it goes through a number of meters, with Union, presumably, and then from Union into the Tecumseh meters, into storage, and then back into Union, back into TransCanada, potentially, or directly into your system.


So each one of those locations has -- may have the potential for unaccounted-for gas losses.


MS. CHAN:  Firstly, I want to clarify.


MR. WOLNIK:  Okay.


MS. CHAN:  As the definition for the unaccounted-for gas, as you also said at the beginning of your statement, the unaccounted-for gas is defined by the difference between the gas delivered to our CDA station being viewed by TCPL and Union Gas, and our end-use systems.


So it's not related to any storage.


MR. WOLNIK:  So --


MS. CHAN:  So in that part, that is not really relevant to this unaccounted-for gas study.


MR. WOLNIK:  So if I'm a bundled direct purchase customer and I deliver a hundred units of gas throughout the year, and some portion of that goes to direct consumption and some portion goes to -- into storage, you're saying there's no losses for any of that capacity between the delivery point and the Enbridge CDA into Tecumseh storage and back out again?


MS. CHAN:  If I may help out, just to make it simple, if you will, kind of a graphical visualization, really simple -- not really meant to be kind of an actual representation -- if I'm turning on this left-hand side that's the storage, in the middle that's my Citygate station, TCPL, say, and on the right-hand side is residential meter.


The unaccounted-for gas is only defined between the difference of the Citygate station and the end-use meter.  So whether the gas is going to the Citygate station or going to the storage has nothing to do with the definition of the unaccounted-for gas.


MR. WOLNIK:  Are there losses in those meters between the Enbridge CDA into storage and back out again?  And if so, how are they covered?


MS. CHAN:  I saw there's another interrogatory asking about the difference between the so-called LUF, which is lost and unaccounted-for gas, and the one that we are talking about in this study, unaccounted-for gas.


To answer your question about storage-related losses that will be mainly on the other area, which is lost and unaccounted-for gas, which is called LUF, but it's not relevant to this study, which is strictly unaccounted-for gas.  It's strictly measuring this measurement variation between Citygate station and the end-use meter.  Has nothing to do with the storage.


MR. KACICNIK:  If I can add a little bit to this response, for bundled direct purchase customers, the delivery obligation equals the mean daily volume.  And that's what they are obligated to deliver to us to the central delivery area.


They do not need to gross that up for unaccounted-for gas, because they pay for it in rates, both for unaccounted on distribution system and for LUF on the storage system.


We forecast that and we recover that in rates for those customers.


MR. WOLNIK:  But in the rates, there would be an implicit UAF percentage that you would include, right?


MR. KACICNIK:  Correct.


MR. WOLNIK:  All I'm trying to understand is:  Are there losses through storage?  Maybe not in the storage itself; I appreciate that there were some LUF losses and I think you were looking at -– there was some migration of storage gas, potentially, into the A1 anhydrite layer in some of your storage facilities.


And I appreciate that may be LUF, but what I'm getting at are the metering differences between Tecumseh volumes, the Tecumseh meters and the Union meters, and the Union meters and the TransCanada meters.


Are there losses at those locations that are incorporated into your overall UAF percentage?


MS. CHAN:  And the answer is no.


MR. WOLNIK:  Let me ask you more generically.


Are there losses?  Are there metering differences?


MS. CHAN:  So answering on the general question, metering and -- is a complicated mechanism, and certainly with different locations you have different meters.


That can be potentially a metering variation.


MR. KACICNIK:  I'll let this response, and it's subject to check.


Like, we forecast uncounted-for in our own distribution system and we forecast LUF.  Now, what happens in between on Dawn-Trafalgar system, those losses -- I believe, but subject to check -- are recovered through Union Gas's rates that we pay on Dawn-Trafalgar system.


MR. WOLNIK:  I guess what I'm trying to get at is to the extent there is 100 -- let's say if I'm a bundled direct purchase customer.  I appreciate that it's imbedded in rates.


If I deliver a hundred units into the CDA, and let's say 50 of that goes through storage, is Enbridge responsible for transporting it from the delivery point in the CDA into and out of storage?


MR. KACICNIK:  Yes, we are responsible.


MR. WOLNIK:  So you would have your SDS contracts, for instance, in order to move gas on TransCanada into the Union system.  So let's say the 50 units you would deliver into the Union system, into -- then subsequently into your storage, then you would have to deliver those volumes back.


I think what I've understood from your evidence is that there are metering differences, so whether it's between the TransCanada meter entering your system or whether it's the TransCanada meter going into the Union system and then the Union system into the Enbridge –- or, sorry, into your Tecumseh storage, there is going to be metering differences there, albeit maybe small, but there's going to be a meter difference.  And then you have to bring it back out, so those differences are compounded because you are going both ways in the system.


So I'm just trying to understand, if there are differences, do those contribute to the UAF numbers?


MS. CHAN:  So, Mr. Counsel, if you will, because I think I don't want -- I want to make sure on the record everybody is clear.


When the direct purchase, when they deliver to the Citygate station, going back to your example, that's the hundred number.  That's the hundred number that was used in the unaccounted-for gas calculation.  That's the hundred number that they bill the company.


So whether they later on -- for that hundred delivery they have a 50 load balancing or going back to the other storage, it's not relevant to this unaccounted-for gas definition.


MR. WOLNIK:  So I take it from that statement is there are no losses, then, between the portion that goes -- that needs to be balanced through storage.  I think that's the implication of your statement?


MS. CHAN:  If you will, so for all the direct purchase, that's really their own load balancing activity.  And what here, if you will, the relevance of this study and the relevance of this topic for the unaccounted-for gas, again, it's defined as the difference between the gas already delivered to the system, which is, like, whatever the TCPL and Union Gas bill to us.  Okay?  A hundred units, that's the hundred units.


And that's the difference between that, as well as to the end-use meter.  So the other part, load balancing or storage-related activity, are not relevant to this unaccounted-for gas calculation.


MR. WOLNIK:  So who -- I think you said that Enbridge does a load balancing on that -- on the portion that's in excess of their daily requirements, or –- and then it comes back into the system to balance the excess that's required on any day.


How are those losses dealt with?  How are those metering differences dealt with?


MR. KACICNIK:  Perhaps we can put it this way.  The calculation of the unaccounted-for gas and the gas distribution system is just the difference between what's metered at gate station versus what is metered and billed to our end use customers.  The losses that occur on TCPL system and on Union system, we either need to provide that gas in kind as the utility, or it's already recovered through the rates, and we budget for that.


We know how much load balancing they will do at least on a forecast basis, and we budget for that.  We supply that gas, or we pay for it in rates to Union Gas and TCPL.


We only do the forecast for our own gas distribution system and LUF for the Tecumseh storage.


MR. WOLNIK:  So if there are --


MR. KACICNIK:  Basically, what I'm trying to say, that any losses that occur on TCPL and Union systems, they do not affect whatsoever the calculation of unaccounted-for gas on our gas distribution system.


MR. WOLNIK:  Okay, thanks.  Can you explain the derivation of the 0.3 percent UAF for unbundled customers?


MR. KACICNIK:  First, I would like to say that we missed to update that number for 2013.  As you alluded to the forecast of uncounted increased, and we missed to reflect that in the rate schedules for rate 25 and rate 100.


So we'll be updating that to 0.65.


MR. WOLNIK:  0.65.  Okay.  Can you explain the rationale for the 0.65 in the unbundled rates?


MR. KACICNIK:  I'm just using what was decided directed in the Natural Gas Electricity Interface proceeding, or NGEIR, is that we would use the same forecast for unaccounted-for gas for both bundled and unbundled customers.


MR. WOLNIK:  That is in the NGEIR proceeding.


MR. KACICNIK:  That's what was decided or settled in that proceeding.


MR. WOLNIK:  Can you give me the reference for that?


MR. KACICNIK:  It would be part of that proceeding.  I can undertake to maybe give you that.


MR. WOLNIK:  In light of the --


MR. SCHUCH:  That will be undertaking JT2.26.

UNDERTAKING NO. JT2.26:  TO PROVIDE REFERENCE TO NGEIR PROCEEDING ON FORECAST FOR UNACCOUNTED-FOR GAS FOR BUNDLED AND UNBUNDLED CUSTOMERS

MR. WOLNIK:  So in light of these unbundled customers in rate 125 only coming off the high pressure system, and which is not presumably subject to as much third party damage or fugitive emissions, notwithstanding what was agreed to in NGEIR, is that an appropriate percentage?


MR. KACICNIK:  I don't have anything else to work with other than what came out of the proceeding.  I don't have any analysis or anything else that would tell me that we should use something else than what the forecast is for our bundled customers.


MR. WOLNIK:  Is moving to 0.65 part of this filing?


MR. KACICNIK:  It will be.


MR. WOLNIK:  But you've already filed your application.


MR. KACICNIK:  Yes, but I realize I made an error.  I have not updated appropriately.


MR. WOLNIK:  Anton, that's the first I've heard you say that word, that you've made an error.


MR. KACICNIK:  We need to update that.


MR. WOLNIK:  Moving on to some cost allocation matters, in Exhibit I, Issue G1, schedule 2.1, we had asked some questions about allocation of your extra high pressure mains and whether or not you considered an energy distance basis for that, and I think you had indicated it was too difficult to do that, because of the two million customers that you serve.


But in fact there's very few, if any, customers off the high pressure main system; is that right?


MR. KACICNIK:  I don't know how many there would be, but, like, I would think that the numbers would be relatively small.


MR. WOLNIK:  Are you aware that other transmission companies use an energy distance basis in addition to their peak day demand for allocation of transmission costs?


MR. KACICNIK:  Yes, I'm aware that transmission companies would charge on that basis.


MR. WOLNIK:  And Union Gas, which is a distribution company, but also operating a transmission system, they would do that as well for their Dawn-Trafalgar system?


MR. KACICNIK:  I'm not aware of that, but subject to check, that's possible.


MR. WOLNIK:  Thank you.  For your Ottawa reinforcement project, I think there's some $30 million expected for 2013.  Are those costs part of this application?  Would those costs be included in rates?


MR. KACICNIK:  The Ottawa reinforcement project will not close into rate base in 2013, so the costs are not included as part of this application.


MR. WOLNIK:  Dealing with the rate-making part of that, will that be in the next rate case?


MR. CULBERT:  It's something we'll need to deal with going forward.  Whether that's in a 2014 rate proceeding, which could be incentive regulation, could something else, we're not certain at this time.


MR. WOLNIK:  Thanks.  Moving now to Issue O2, which is economic and business planning assumption, I wanted to turn to a CCC interrogatory, No. 1, Exhibit I, O2, schedule 5.1.


I notice in here there is a vacancy credit of 2.25 percent that is being applied to the budget, presumably just to recognize throughout the year there are some vacancies that always exist.  Is that fair?


MR. KANCHARLA:  This correct.  Those vacancy credits are related to FTEs.


MR. WOLNIK:  What's the basis of the 2.25?


MR. KANCHARLA:  As it's said in the IR, it's basically -- again, it is not so accurate.  It is approximately looking at 50 vacancies.  That's how we come up with that 2. --


MR. WOLNIK:  Thanks.  Could I also get you to turn to Exhibit I, D1, schedule 1.14, which is Board Staff interrogatory, and page 3 of 4?


MR. SCHUCH:  Can you repeat the reference?


MR. WOLNIK:  The number was Exhibit I, D1, 1.14, page 3.  So this is my understanding of your vacancies throughout the last five years, and my math shows this is, on average, 4.2 percent.  Could you undertake to confirm that percentage, as well as what the operating budget implications would be if the -- I guess if that vacancy credit was increased from 2.25 to 4.2, or whatever your math shows?


MR. KANCHARLA:  Yes, we can do that.


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



MR. SCHUCH:  That last undertaking will be JT2.27.

UNDERTAKING NO. JT2.27:  to CONFIRM 4.2 PERCENTAGE USED IN EXHIBIT I, D1, 1.14, PAGE 3.

MR. WOLNIK:  And I'll send in some questions, hopefully try to get them tonight or tomorrow morning for the balance of those metering issues, or actually they will be uncounted for -- there maybe be some non-metering questions.  Thanks.

Questions by Dr. Higgin:


DR. HIGGIN:  Can I go?  Roger Higgin.


My initial topic will be on unaccounted-for gas, and it will be on the modelling aspects as opposed to all of the other aspects.


So what I would like, if you could first pull up the evidence, which is Exhibit D3, tab 4, schedule 1, page -- we'll start with page 2.


It talks about the model specification.  It starts with it, and then down at the bottom is actually the specification including the coefficients and so on.


So what I would like to first of all understand before we go to results, which is the next step, is just to understand the genesis of this model and how it was being developed, and so on and so forth, if you could just tell me about it.


MS. SUAREZ:  I think the way that this developed is that if I'm not mistaken, the specification that we ended up using for the 2013 forecast was identical or almost identical to the one in last year -- a year before that.


So I think that was the starting point, and then to validate that that specification continued to be appropriate, we tried to look at different explanatory variables.  And I think the -- on page 3, where we have table 1 and it details the different models, that's actually non-exhaustive.  There is not an exhaustive list.


There were more specifications that we looked at, and I think we included these because it seemed like the forecast errors were at least somewhat comparable, although there are some here that are more than others.


We believe the level of unaccounted-for gas is closely correlated to the size of the distribution system.  So I think with the starting point of the specification from last year, we sought to look at different ways to capture that size of the distribution system.


I want to even say we might have looked at length of pipe, but not for this year, and previous aspects, but there was no correlation.  It really is the unlocked -- level of unlocked customer that shows the highest explanatory power.


DR. HIGGIN:  Perhaps another specification could be throughput?


MS. SUAREZ:  I believe we had looked at that.  It may not be something we had provided here, but I'm quite certain --


DR. HIGGIN:  Which is related as per the customers, actual use to normalized average use, for example.  So have you looked at those specifications?


MS. SUAREZ:  Subject to check, I'm quite certain we did, but again we didn't include everything we had looked at for this.


DR. HIGGIN:  No.  Is there any, we'll call it, best practices forum or something amongst the gas industries to try -- you talked about the AGA -- on the modelling aspects as opposed to all of the other -- just talking about the modelling.


MS. SUAREZ:  Not that I'm aware of.


DR. HIGGIN:  Nothing in -- okay.  That's interesting.  Now, just let's have a look at a couple of things about the model, perhaps.  Page 4 looks a very interesting page to me.  It looks like you abandoned the model in 2002, correct, basically?


MS. SUAREZ:  I wouldn't characterization it that way.  We were looking at a change in data source.


DR. HIGGIN:  I'm looking at very large dummy variable, right?


What happened there in the respecification of this model?


MS. SUAREZ:  I'm conferring with Ms. Chan, as she knows the specifics of the history.  I believe there was a change that occurred in 2002 that caused this structural break in our data, and that's why we've accounted for that as a dummy variable when we've modelled this.


DR. HIGGIN:  It looks like there is another structural change just happening now in 2011.


MS. CHAN:  I won't characterize it as structural change again, by definition --


DR. HIGGIN:  It's pretty big.


MS. CHAN:  By definition, unaccounted-for gas is not accounted for.  The only thing we can guess, okay, and we think, okay, back in 2001 and 2002, what happened is only starting 2001, okay, and explain in Exhibit D2, tab 6, schedule 1, page 4, paragraph 11, as prescribed by the Measurement Canada starting 2011, Enbridge start using the pressure elevation factors for the consumption.


So that may help explain that kind of change between the period prior to 2002 and beyond.  After that is really, if you will -- and if you compare to the page 3, Exhibit D2, tab 6, schedule 1, overall Enbridge experience, if you will, is pretty consistent with American Gas Association, the industry average.


DR. HIGGIN:  Okay.  Anyway, so can we look at one of our interrogatories just as to results for Ontario companies, and that's Exhibit I, Issue C5, schedule 20.1, page 2 of 2, page 2?


So those shows the comparisons I think with three companies.  There's yours, there's another one and, of course, there's Union on the right.  Am I right about -- or are there just you and Union Gas only?


MS. CHAN:  Just the company and Union only.


DR. HIGGIN:  Union uses a simple averaging three-year averaging technique.  They don't use an econometric model, correct?


MS. CHAN:  Correct.  And that's the reason why, in column 3, the company also trying to use Union Gas methodology.  It turn out to be the regression model that the company use is better than the average that Union Gas use.


DR. HIGGIN:  Thank you.  That I think answers the main question.  The other question is:  Where are you going to go with this in terms of the future direction for trying to improve the forecasting for UAF?  What are the plans?  Are you happy with what you've got?


MS. SUAREZ:  Certainly not.  I think not just with UAF, but any of our modelling exercises, we always try to look at different ways we can reduce the error and improve the model as much as possible.


So this is an ongoing process, and it's -- the more data we have, the more sources we identify within the company or outside, the more we are able to integrate that.  So this is an ongoing process.


I think the fact we did choose a model that has the lowest forecast error shows that we are trying to optimize this, but we certainly recognize there is additional work to be done.


DR. HIGGIN:  Right now, just to wrap this little area up, what happens to the difference between the forecast and the actual?  It goes into the UFVA, correct?


MS. SUAREZ:  The UAFVA, yes.


DR. HIGGIN:  It's cleared to ratepayers, correct?


MS. CHAN:  Correct.


DR. HIGGIN:  So the outcomes of this are not to the shareholder, but to the ratepayer; is that correct?


MS. CHAN:  That's the purpose of the UAFVA is to protect both ratepayer and their shareholder.


DR. HIGGIN:  Unlike your other modelling, which we'll go to in a minute, where normalized average use and throughput volumes, for example, affect both the ratepayer and the shareholder, correct?


MS. CHAN:  For the average use, there's also a variance account, average use variance account, so it does protect both ratepayer and shareholder.


DR. HIGGIN:  That was put in during -- as a settlement item in the IRM period.  You've continued to use it in this year, unlike Union Gas.  There are those who would, if you agree with me, say that it's inappropriate in a cost of service year.


Would you like to comment on that?


MR. CULBERT:  There was a question as to whether it's appropriate in a cost of service period, and I think our response was that deferral and variance accounts of this nature have been included both in IR and cost of service.  Therefore, we don't view a certain regulatory regime as being indicative of whether an average use true-up is appropriate or not.


DR. HIGGIN:  Thanks.  Those are my questions on that topic.  I have a couple of quick questions on the heating degree day forecast.  If we could turn up -- I think we'll just go straight to the main interrogatory, which is -- we were referred to this Energy Probe -- which is I, C3, 7.15, 7.1.  I'm not sure.  We seem to have not got that.


Carry on down to the next page, please.  That's where I would like to be.  Okay, thank you.  Next page again, sorry.  There we are.


So this page deals specifically with the central, and we'll just deal with the central area.  So what this shows is, at the top, the actual and forecast degree days, and at the bottom shows the performance, should we say, of the different methodologies.  And they are listed elsewhere.


So my point would be, if we look at the central region, then you would find that your forecast -- go down a little bit with table 2, please.


We see the actual results, and the ranking - and we'll talk about ranking - shows for the central region that the number 1, if I have my glasses on, is to ten-year moving average, correct?


MS. SUAREZ:  That is correct.


DR. HIGGIN:  However, your evidence later on suggests you should stick with the 20-year trend; am I correct?


MS. SUAREZ:  Yes, that's right.


DR. HIGGIN:  Can we go to that evidence, please?  It's a little further down.  Go down further, please.  It's right after the tables.  There is the discussion and the evidence.  There we are.  We've got it.


It talks about the three methodologies, close, da, da, da.  It lists the three factors, and my question to you is this, simply:  You haven't listed one of the factors, which is the standard deviation.


MS. SUAREZ:  Actually, we did.  Maybe --


DR. HIGGIN:  It is in this table.


MS. SUAREZ:  It is in the table, and it is also one of the items.  If you go up, like, from that page we're looking at, the third line up towards the end, the sentence starts with, "Where stability is concerned", and it continues on.  It's the standard deviation that we're using to address stability for this.


DR. HIGGIN:  You then talk about the 50/50 method, not the 20-year trend or the 10-year average, right?


MS. SUAREZ:  The statement is that the 50/50 method has --


DR. HIGGIN:  The best?


MS. SUAREZ:  Better, that's right, compared to the other two.


DR. HIGGIN:  So my question comes to this, and maybe you need to say an undertaking.  If you were to follow your practice, and that is to use the best methodology in each test year for each region, if you were to follow that, what would be the result?  That's the first part.  What would be the rank?  Could you confirm that that is the 10-year moving average if you could use your normal ranking system?


MS. SUAREZ:  I think we addressed that already.  The fact that -- these tables actually speak for themselves in terms of the conclusion that you are drawing.


DR. HIGGIN:  It is that it is the best -- the central region in the forecast?


MS. SUAREZ:  If we look at just the ranking, which is just a relative measure.  However, if we look at the actual individual measurements for accuracy, symmetry and stability, you'll see that between the 10-year moving average -- I'm just going to talk about the first and second.


Between the 10-year moving average and the 20-year trend, there really is very little difference between the two.  So to be able to say that one is superior to the other in terms of forecasting, we're not comfortable making that statement, and that's why we took it a step further to apply the same framework of analysis to every single year, so that we're not in a position of having to change a methodology just by the addition of one extra year of actual data.


We wanted to look at the consistent reliable method throughout using the tools that the Board has approved to be a good basis for making the selection, the empirical results.


DR. HIGGIN:  You are telling us in your response that the ranking is no longer -- the ranking is no longer the determinant?


MS. SUAREZ:  The ranking informs the decision, but it's not a black and white thing where just because it's --


DR. HIGGIN:  However, you have switched methodologies in other regions as a result.  For example, now you have the de Bever trend for the eastern, and you have the 10-year moving average for Niagara.


MS. SUAREZ:  Correct.


DR. HIGGIN:  And you've changed.  So the point I'm going to say is either the ranking determines or it doesn't.  I think I have got your answer.  The point, anyway, is that instead of 3512 heating degree days in the forecast, it would be 3713 degree days.  It is 200 degree days' difference.


That is a highly, in my view, material difference.  So would you like to try to explain more to us why we should accept your 3512 rather than the one number, one rank for the central region, 3713?  That would need an undertaking perhaps, if you wish.


MS. SUAREZ:  Can I try to answer that, and you can let me know if you need more information?


When we selected the 20-year trend methodology, it wasn't based on what was the forecast.  So we weren't looking at the forecast generated by that method for 2013.  We were looking at it from the standpoint of:  How is this historically forecasted over the period?  And that's why we're looking at accuracy, symmetry and stability.


So it's not a question of:  Why didn't we go with 3713 versus 3512.  We were looking at the methodology and whether it was best suited to forecast or to capture the weather experience for each of those regions.


Just to an earlier point that you said about the ranking and how we switched methodologies, that's actually not the -- we did switch the methodologies for eastern and Niagara, but we applied the same criteria, the same analysis that allowed us to validate that the 20-year trend methodology was still the way to go for central region.


Had we gone through that process and if we had found out that, in fact, different methodologies would have been best suited for eastern and Niagara, we would have proposed those.


DR. HIGGIN:  The point is you have four parameters that you judge the results on to create the ranking.


MS. SUAREZ:  Can you specify which four just so I'm sure that we're --


MR. THOMPSON:  The RRMSPE, the MPE, the POF, et cetera.  Okay, those are the criteria.


So please take an undertaking and explain to us exactly what you do, then, on top of the ranking table, which is in the evidence, and what we see to then validate that you need a different result than the number one ranking.


We need to understand that.  What do you do to -- is there a statistical method that you use, Monte Carlo?  What is there to get there?


MS. SUAREZ:  We use judgment, basically.


DR. HIGGIN:  So do we.


MS. SUAREZ:  I will walk you through how we arrived at this method, perhaps.  When we --


DR. HIGGIN:  Well, can I suggest that judgment in this case that your statistical analysis may not be the only thing that we would accept.  Basically, we're looking for more explanation as to what you actually do to reject some of the statistical results and say, Oh, no, we're going to have this.


MS. SUAREZ:  If we look beyond page 8, I think we went into detail to describe exactly how we then took this to the next level of validation.  So we're looking at every single year of data available.  We're applying the same methodology to look at what is, in the long term, the most persistent methodology that is indicated for each of the regions, and that then guided our choice for these methods, because we're looking again for a long-term, consistent reliable method, not something that will change year to year.


DR. HIGGIN:  We will just have to leave this to further discussion down the line, I'm afraid, because our view is there is a Board-approved methodology.  That includes the four characteristics and ranking, and so on, and that's the way we view it.  So we'll just have to leave it there.


MS. SUAREZ:  We looked at the Board decision, as well, and the language there is really around the empirical results that form the basis for the selection.  It doesn't say that if it's ranked one, that's what you go with.


So it is a little open, and we took our guidance from that same decision that you are referring to.


DR. HIGGIN:  The final thing is can I have undertaking to tell me what 200 degree days would have impact on the forecast and the revenue requirement for -- well, it's the forecast for the central region heating degree days.  It's the average use that flows from that, and then the revenue forecast and the impact on the revenue.  Thank you.


MS. SUAREZ:  We will undertake to do that, but given the very tight time lines, it will have to be --


DR. HIGGIN:  Everybody is under pressure.


MS. SUAREZ:  It will be high level.  Okay.


MR. SCHUCH:  That will be undertaking JT2.28.

UNDERTAKING NO. JT2.28:  to advise WHAT 200 DEGREE DAYS WOULD HAVE IMPACT ON THE REVENUE AND REVENUE FORECAST

DR. HIGGIN:  Thank you.  That ends my questions.


MR. SCHUCH:  I think we have one more party.  Dwayne.

Questions by Mr. Quinn:


MR. QUINN:  I had submitted questions, and I'm going to handle these latter questions first, and then hopefully the ones I have sent in already will be quick.


Dr. Higgin was asking about studies.  You have referred to the AGA study for lost and unaccounted-for gas.  Are you familiar there was a CGA study done in the last five years and was shared amongst CGA members?


MS. CHAN:  I'm not.


MR. QUINN:  If you could provide -- maybe I could ask by way of undertaking if you could provide -- could you check if there has been, and, if there is, to produce what is available for the record?  There may be some confidentiality provisions.  I'm not sure.


I viewed, on behalf of my work with another company, some material that was put together by CGA within this last five years.  I don't have a date, but if you could undertake to check that, then we would appreciate it.


MS. CHAN:  Sure.


MR. SCHUCH:  We'll assign that undertaking JT2.29.

UNDERTAKING NO. JT2.29:  TO CHECK FOR AND PRODUCE IF POSSIBLE CGA STUDY OF UNACCOUNTED FOR GAS WITHIN THE LAST five YEARS

MR. QUINN:  I did get an education, because it was part of my question, because I was trying to separate LUF from UAF to UUF, and I think I've got it.  So I'm focusing at this point on LUF.  Is that something this panel can speak to?


MS. CHAN:  If I cannot speak to it, I would take the undertaking on behalf of Mr. Sanders.


MR. QUINN:  We did talk to Mr. Sanders, and maybe I missed the fact some of this stuff is -- we had a discussion with Mr. Small this morning, and it led me to a point of lack of understanding.


This might be helpful, Mr. Culbert, because you were on that panel, also.  Can you undertake to provide us when the last LUF study and methodology were presented to the Board for approval, in what proceeding, and maybe present that information?


If I have that, Mr. Culbert, that might satisfy the previous undertaking that I couldn't get my head wrapped around.


MR. CULBERT:  Certainly.


MR. QUINN:  Thank you.  Now, in that area -- and this possibly lends back to Mr. Saunders, but I thought Mr. Kacicnik would have knowledge of this and I deferred the questions to him.


Does Enbridge allocate the cost of inventory of base pressure gas to the non-utility?


MR. CULBERT:  No, there is no allocation of base pressure gas.


MR. QUINN:  Would that have been reviewed by Black & Veatch?


MR. CULBERT:  I can't say I'm completely intimate with all the details of the study.  I believe all of the review of the asset values in existence prior to unregulated storage taking off, I believe it's all in there.


MR. QUINN:  It's all in there, but to your knowledge there is no allocation to non-utility?


MR. CULBERT:  No, I don't believe there is any allocation to base pressure gas.


MR. QUINN:  I won't ask the follow-up questions out in respect of maybe Mr. Saunders and potentially Black & Veatch, but we'll likely have to revisit that.


Now, again, I'm going to provide the information, and then ask the question again.  If it's better handled by Mr. Sanders, I respect that.  With discussion with Mr. Saunders' panel, we were talking about the Enbridge studies on some of the boundaries of its storage pools, and Mr. Wolnik referred to it as the A1 structure, potential migration of gas.


A potential outcome of this study is that the in and out differentials that -- the gas may have migrated into poor structures, and that may have created some in and out differentials.


If that is the case, would Enbridge be expecting to increase the cost of its base pressure gas in storage, or would it recognize these additional volumes have been paid for by customers through the lost and unaccounted-for gas?


MR. CULBERT:  I can't say I know the answer to that.


MR. QUINN:  Could you take that by way of undertaking and give that some consideration?


MS. CHAN:  Wouldn't you highlight that in Exhibit I, Issue B4, schedule 2.1, page 3, section d)?  The last sentence of that paragraph, Mr. Saunders did mention that they are still working on the full results of the 3-D seismic program.


So far, the subsequent analysis of the data is still not available.  And when that data is available, it will be provided -- assessment of the LUF, only when that analysis has been completed.


MR. QUINN:  I understand that.  I'm just asking hypothetically, because to the extent that more base pressure gas is required in storage as a result of this -- it's an "if" right now.  I understand that, but the normal course would be to say we have more base pressure gas in inventory, so we take a return on that gas when, in this case here, that base pressure gas may have already been funded by customers through lost and unaccounted-for gas.


That's the hypothetical.  I appreciate you might not have had a chance to think that through and it's been a long two days.  Would you undertake to consider that and give us your position?


MR. CULBERT:  You see how puzzled we are.  I'm not sure if it's something that Mr. Saunders, or whoever at Tecumseh, could get their heads around.  I can't respond on their behalf, but if you could write the undertaking, we'll see what they can provide.  You are asking a question about future treatments, given certain circumstances, and I'm not sure I can respond on their behalf whether they would be able to say what they would or wouldn't do given the circumstances of your question.


MR. QUINN:  I understand.  The study isn't done, and we may have to revisit it when we have that.  What I'm trying to do is mark this as a placeholder for your 2013 rates.


Maybe it won't be available to us and we'll have to deal with it subsequently, but the reality is it's more of a cost allocation matter in terms of, Are you going to recognize where that gas would have come from?  And it wasn't an investment necessarily by the utility, but an investment by customers as a result of paying for it through loss and unaccounted-for gas.


MR. CULBERT:  I understand what you're saying, but it's a hypothetical that there may not be some additional amounts that you are talking about that have migrated to the A1 carbonate, or whatever.  I don't know the answer to the hypothetical. 


MR. SCHUCH:  Mr. Quinn, would you be able to give a succinct description of what you're looking for?


MR. QUINN:  To the extent that the Enbridge 3-D seismic program determines there has been a migration of gas to the A1 structure, would Enbridge recognize that the gas that has migrated would have been lost and unaccounted for, and, therefore, funded by ratepayers and not the shareholder?


MR. CASS:  Colin, it sounds to me like where we're at is with the witnesses we have here now, we're not in a position to form a judgment about what undertaking can be given in respect of that question.


I think the best we can do is leave the question with us.  We're not giving an undertaking to answer it.  We'll give you an undertaking to take it back and provide the company's position on whether it can answer that -- can and will answer that question.  We just don't have the people here to really understand the ramifications of giving that undertaking.


MR. QUINN:  To be clear, and I'll accept best efforts, but in doing so, it is hypothetical and, if nothing else, is putting a placeholder there for us to make sure that when the study results come forward, we have opportunity to recognize implications of additional gas and storage, which is a potential outcome.  Is that fair?


MR. CASS:  Yeah, again, Dwayne, as I said, we can take the question to the people who have expertise in this area and get their position as to whether they can attempt to answer it or not, and let you know.


MR. SCHUCH:  Why don't we assign it a number as a placeholder, JT2.30?

UNDERTAKING NO. JT2.30:  to provide a response to the following question:  To the extent that the Enbridge 3-D seismic program determines there has been a migration of gas to the A1 structure, would Enbridge recognize that the gas that has migrated would have been lost and unaccounted for, and, therefore, funded by ratepayers and not the shareholder?

MR. QUINN:  My concerns, Fred, are more on the cost allocation and lost and unaccounted-for gas issue as opposed to the technological- and storage-related issue, but I'll leave it that for now, and hopefully we can work together to get a result in the near future or down the road.


Turning to the two questions that remain from the questions I submitted on the weekend, if I could ask you to turn up Exhibit I, Issue C2, schedule 8.1.  Let me make sure I gave the right reference number.  C2, 8.1.  Thank you.


In the middle -- the third paragraph, it says:

"The company generated updated residential average use forecast with updated residential gas price assumptions of 9.6 percent decline in 2012 from 2011, and a subsequent increase of 18.2 percent in 2013."


My question was:  How was that 18.2 percent increase determined?


MS. SUAREZ:  Let me describe the way that we calculate gas price within our average use model.  It's a nominal gas price.  It's a unitized rate based on the forecast of rate 1 customers for a given year.


So we assume a typical consumption profile of 3,064 cubic metres.  So part of the forecast -- element of the forecast, then, is in the commodity rates.  We use the latest commodity price forecasts for Henry Hub, and assume the same TCPL tolls as current, and apply the same distribution rates as the last QRAM. So at the time of this filing, it would have been the April 2012 QRAM.


So the 18.2 percent is relative to a 2012 base, so the calculation for 2012 was based on the January 2012 QRAM for months January through March, and then April 2012 QRAM for the rest of the year.


So when we determine this unit price, we are actually calculating what the annual bill would have been for a rate 1 customer with that profile for 2012, and we determine through that calculation that the rate is 31.2 cents per cubic metre.


So for 2013, then, when we updated this forecast in April, we used the latest forecast from one of our industry consultants, and at that point their forecast for Henry Hub was 3.75 US dollars per MMBTU.


And by incorporating that commodity cost into the same calculation I just described, the unit rate then becomes 36.9 cents per cubic metre, and the difference between that and the 31.2 gives us the 18.2 percent.


MR. QUINN:  Okay.  Well, I appreciate the description, but obviously it's been -- you said it was updated in April.


MS. SUAREZ:  That's right.  That was the latest forecast available to us when we filed this late May, beginning of June.


MR. QUINN:  Obviously -- and maybe I shouldn't say obviously.  Before you make rates, would this be updated again?


MS. SUAREZ:  Say that again, please?  I'm sorry.


MR. QUINN:  Before you would be making rates, would this model be updated again, or is this the last update you would be doing prior to rate-making?


MS. SUAREZ:  I think this would be the last one we would be doing.


MR. QUINN:  Then if I want to know the risk of what -- I want to understand the sensitivity.  So I understand how you've done it.  But if you assumed a flat 2013, the same as 2012, using your current model, what is the percentage impact in usage and the resulting change in residential price and revenue requirement?  Can you undertake to do that?


MS. SUAREZ:  When you say flat, are you asking that price will not vary between 2012 and 2013?


MR. QUINN:  Yes.


MS. SUAREZ:  We'd have to make that assumption nothing else would then change.  If nothing else changes, then there...


Mr. Quinn, we're just trying to determine how useful that exercise will be.  We just want to be fair in the way we characterize the information.  If there is no price impact, we would have to control for the other factors that would be affecting average use, and I realize what you are trying to do is probably isolate the impact of price.


MR. QUINN:  Yes.


MR. SCHUCH:  I believe there is a Board Staff interrogatory that specifically about the effects of price.  Would that be a helpful response to Mr. Quinn?


MS. SUAREZ:  It would, yes.  Thank you.


If I can locate that...  It is Exhibit I, Issue C2, schedule 8.1 on page 2, the very last paragraph there.  

So the last paragraph expresses the impact of a 1 percent increase on gas prices.  That would lead to a 0.04 percent decline, and these coefficients are symmetric.  So a 1 percent increase or a 1 percent decrease would have the inverse relationship or impact with average use.


MR. QUINN:  And this is our interrogatory, and I was trying to work out what -- the impact of the assumption you've made in terms of this.  You say you got a price forecast from one of your providers.  I don't know that it's on the record, so I think to simplify the undertaking, could you use that -- in this case here, assume there is no increase and, therefore, tell us what the -- this should be just math in terms of the price.


It would be about three-quarters of a percent decline, but what is the impact on the revenue requirement?


MS. SUAREZ:  But if we're assuming the only driver is the change in price, by eliminating that driver, there is no impact.


MR. QUINN:  But you have assumed there is an 18 percent increase.  So if I say there's no increase, then would there not be a resulting increase --


MS. SUAREZ:  Okay, okay.


MR. QUINN:  Do you understand now?  Presumably, there would be a three-quarter percent increase in residential average use, and that's the simple math.  I don't know the revenue requirement impact.


MS. SUAREZ:  We will try to do that.  Do you mind stating it once more to make sure I've captured what you are looking for?


MR. QUINN:  To provide the revenue requirement impact -- I guess I'll do both.  To provide the resulting expected change in consumption, residential average use, and the -- it's been a long two days.  Excuse me.  Sorry.


Enbridge has assumed an 18 percent increase in 2013 with a flat or zero percent increase in 2013.  What would be the impact on residential average use consumption and the resulting impact on the revenue requirement?


MS. SUAREZ:  Okay.


MR. QUINN:  Thank you.


MR. SCHUCH:  Let assign that undertaking JT2.32.

UNDERTAKING NO. JT2.32:  to calculate the impact on residential average use consumption and the resulting impact on the revenue requirement of an 18 percent increase in 2013 with a flat or zero percent increase in 2013

MR. QUINN:  And lastly, and hopefully this is a relatively short topic -- it was deferred to Anton.  I'll give a reference in case you need to refer to it, but it is Issue D3, schedule 8.3.  It relates to the curtailment credits that were returned to the company basically as a result of people not meeting their obligations under your curtailment agreements.


And the response you gave us, it said there was $2 million of -- credits exceeded $2 million.


Our question is:  Does that money flow into accounts to reduce load balancing costs?


MR. KACICNIK:  Yes, it does.  It goes to reduce peaking service costs.  In essence, it reduces load balancing costs.  Full-blown evidence on this was filed as part of January 1st, 2012 QRAM.  It's EB-2011-0390, Exhibit Q1-2, tab 4, schedule 1, pages 4 and 5.


MR. QUINN:  I think I got all that.  Thank you.  That's very helpful.


MR. KACICNIK:  I will drop off the printed copy for you at the end of this session.


MR. QUINN:  That is very helpful.  Just as a summary question, it stays in the PGVA, then?


MR. KACICNIK:  It's part of the PGVA clearance, and we have determined in 2011 we started clearing those credits back to customers in January 1, 2012.


MR. QUINN:  That's great.  That's what we would like to hear.  Okay, thank you very much.  Those are my questions.


MR. SCHUCH:  Mr. MacIntosh?

Questions by Mr. MacIntosh:


MR. MACINTOSH:  I have just two questions.  David MacIntosh for Energy Probe.


The first one regards Issue C3.  There's no specific reference, because I'm looking for one.  Do we have somewhere on the record the sensitivity of the revenue deficiency to a change in forecasted degree days for each of the three different degree days forecast?

We're asking if it's on the record, the impact, the sensitivity of the revenue deficiency to a change in forecasted degree days for each of the three different degree day forecasts.  If you don't, would you please provide the impact on the deficiency of 100 degree day change in each of the central Niagara and eastern regions?


MS. SUAREZ:  We'll attempt to do that.


MR. SCHUCH:  We'll assign that undertaking JT2.33.

UNDERTAKING NO. JT2.33:  to provide the impact on the deficiency of 100 degree day change in each of the central Niagara and eastern regions

MR. MACINTOSH:  My last area is Issue C4:  Is the average use forecast appropriate?  And it relates to our IR, schedule 7.3.  Please provide the 2013 forecast for the western region central weather zone, the northern region central weather zone, and the Niagara weather zone, both with and without the time variable included in the equation.


MS. SUAREZ:  The interrogatory response includes -- the original evidence does not have it, and the interrogatory response has it, except for the Niagara region.


So you are asking us to pull both together?  I'm not...


MR. MACINTOSH:  Both with and without the time variable included in the equation.


MS. SUAREZ:  Could we refer you to it, because that already exists.


MR. MACINTOSH:  That would be good.


MS. SUAREZ:  Our original application -- let me just make sure I'm pointing you to the right place.  If you look at the updated evidence, Exhibit C2, tab 2, schedule 1, on page 12, all of the models in that area, except for the Niagara - so the northern and eastern regions - exclude the time variable, and in the interrogatory they include the time variable.


So it's just a matter of comparing both.  One is in the updated evidence and one is in the response.


And the other part of this is -- so we have both sets of models for the Métro region, western, central, and the northern and eastern weather zones.  All the information is cross-referencing it.  Is that what you were looking for?


MR. MACINTOSH:  I think so.  I'll have to check with Randy, who was too tired to stay.  We're in three places today.  Luckily, Randy was doing the running.


So for my last question, would you please provide the regression statistics for the Niagara weather zone when the time variable is excluded?


MS. SUAREZ:  Yeah, we don't have that.  Okay, we'll undertake that one.


MR. SCHUCH:  We'll assign that undertaking JT2.34.^

UNDERTAKING NO. JT2.34:  TO PROVIDE THE REGRESSION STATISTICS FOR THE NIAGARA WEATHER ZONE WHEN THE TIME VARIABLE IS EXCLUDED.

MR. MACINTOSH:  Those are my questions.

Questions by Mr. Brett:


MR. BRETT:  I have one question before we leave this, just following up on something Dr. Higgin asked.


When you assessed -- when you looked to determine the best method for forecasting degree days and applied each of your several methods to the data for -- the actual data for the three regions you have, you mentioned that you used as many years of actual data as you had.


This may be in the evidence.  If it is, I apologize, but can you tell me how many years you used for each of the Toronto, Ottawa and Niagara zones in comparing -- in assessing the accuracy factor?  How many years of actuals did you have in each of those three zones?


MS. SUAREZ:  There are two things happening.  We have actual data, I want to say since 1950, let's say.  But in terms of comparing the results for the accuracy, we have to make sure that we're looking at the same years for each method, and each method requires different historical actual data.


MR. BRETT:  In other words, a minimum number actual years?


MS. SUAREZ:  Exactly, exactly.  So even though there is more data available, we wanted to make sure we were looking at the same years for all the different methods.  So from that standpoint, we were looking at 1990 to 2011.


MR. BRETT:  You used basically 20 years for each of the three?


MS. SUAREZ:  Yes.


MR. BRETT:  Thank you.


MR. SCHUCH:  Does that conclude the questioning?  Is anybody hiding behind the pillar?  I think with that, then, that will conclude the technical conference.  Thank you very much, everyone, all parties that attended.


I wanted to especially thank Spencer Hall, who has been very helpful with the exhibit references in the last couple of days.  Thank you.  And thank you, as always, to the court reporter.


--- Whereupon the conference concluded at 5:31 p.m.
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