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UNDERTAKING JT1.28 
 

UNDERTAKING 
 
TR 1, page 184 
 
On a best-efforts basis, to complete tables associated with question 3 of Exhibit K1.3.  
 
 
RESPONSE 
 
In the Board’s decision EB-2007-0615, dated February 11, 2008, the expectations of the 
incentive regulation plan were mentioned as follows. 

 
…The parties to the Plan agree that the Plan is expected to put downward pressure on 
Enbridge’s rates by encouraging new levels of efficiency and providing the regulatory 
stability needed for Enbridge’s anticipated investment in Ontario assets. The parties also 
agree that the Plan ensures that the benefits of this efficiency will be shared with 
customers during the term of the Incentive Regulation Plan. 
 
The parties agreeing to the Plan are experienced intervenors in these proceedings who 
represent the major stakeholders with an interest in Enbridge’s rates. These parties have 
given this Plan careful consideration over many days of negotiation. It is anticipated that 
the average annual rate increase from the implementation of this Plan will be less than 
2% for residential customers. 

 
The Company can demonstrate that it has achieved these objectives and has also 
attempted to provide project specific information as requested. 
 
It is important to note that the Company has not tracked productivity benefits on an 
initiative by initiative basis, as this was not understood by the organization as a 
requirement of incentive regulation.  The process to assess productivity utilized by the 
Ontario Energy Board has typically utilized macro level econometric modeling.  Macro 
level productivity assessments were completed by the Pacific Economics Group at the 
outset to the incentive regulation term and also recently towards the end of that term.  
The Company recognizes the benefit of the macro level approach and thought that it 
would also be used during the 2013 application process.  It is for this reason that the 
Company engaged PSE and Concentric Energy Advisors to conduct macro level 
analysis. 
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External benchmarking studies from Concentric Energy Advisors and PEG appropriately 
examined the Company’s overall performance during the incentive regulation term and 
both opine that the Company has been successful in delivering benefits and efficiencies 
to rate payers.  The PSE analysis concurred in these findings. 
 
Overall the Company has been productive over the IR term, which can be demonstrated 
by the achievement of the following macro-level productivity results:   

• The incentive regulation formula includes a built-in, explicit productivity coefficient 
factor, which Enbridge achieved/exceeded 

• Grass roots budgeting in each year of the plan, based on an annual escalation of 
inflation less productivity ensures that efficiencies are appropriately reflected on 
an annual basis 

• Benchmarking analysis demonstrates the cost effectiveness of utility operations 
• Customer rates have increased on average by less than 0.5% per year 
• Earnings sharing has occurred in each year of the IR term  
• The Company will have added 265,000 new customers from the period 2007-

2013 while other O&M (excluding CIS Customer Care, DSM, and increased 
integrity needs) has remained flat. 

• The Company has managed incremental cost increases that have outpaced the 
rate of inflation (e.g. pension costs). 

• Reduced regulatory rate-setting costs 
• Despite these cost control efforts and results the Company continues to achieve 

its DSM targets and maintain and a safe and reliable distribution network. 
 
The benefits of productivity gains have come from a variety of sources.  The Company 
has made an attempt on a “best efforts” basis to provide examples of the initiatives that 
have contributed to the success of the current incentive regulation plan.  These results 
generally represent costs that are either avoided because the project was undertaken, 
or alternatively, costs that would have otherwise appeared in this Cost of Service 
application, but for the implementation of the projects.   
 
On the question of whether EGD sees mandatory projects as contributing to 
productivity, overall, EGD considers that mandatory projects may contribute to 
productivity savings.  EGD allocates significant resources to mandatory projects, and 
productivity savings that are produced by mandatory projects are (at least partly) due to 
the way that EGD manages and implements those projects.  In addition, mandatory 
projects compete with other projects for funding in EGD’s capital and expense budget  
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setting process.  Therefore, in the absence of any specific mandatory project, the 
Company could re-assign employee resources from managing and implementing that 
mandatory project and re-allocate capital and expense funding to another project that 
could produce productivity savings.  With respect to mandatory projects, productivity 
savings, or avoided future costs may be a function of lower operating costs, lower 
capital costs, or avoided risk events, any or all of which would reduce costs in the 
absence of conducting the project.   
 
The Company employs both top-down and bottom-up approaches to management of its 
project investments.  The Company approves its capital investments and O&M 
expenditures at the project level for major projects, and at the department level for 
smaller or recurring expenditures.  In some cases, it is possible to isolate specific costs 
and quantify benefits from a given project, but this is not always possible due to the 
varied nature of our operations and expenditures.  Some projects are required to 
maintain system integrity and safety.  Such expenditures do not lend themselves to 
isolated benefits, whereas system expansions or new facility investments do.  The 
Company, therefore, believes that it is more appropriate to assess productivity at the 
macro level by measuring the sum total of the Company’s costs or inputs versus 
outputs, through carefully conducted benchmarking or productivity studies (TFP).  
 
Please find the following tables presented below:  

1. Table 1: Significant Projects (capital and operating expense related) 
2. Table 2: Process Improvement Projects 
3. Table 3: Revenue Enhancement Projects 
4. Table 4: Summary Results. 

 
Note that EGD is not able to validate or audit these results and cautions that they 
remain estimates only.  For these reasons, the Company believes that the most 
appropriate way to assess the success or failure of incentive regulation as a whole is to 
conduct a macro level review.  This can be accomplished through, for example, external 
cost benchmarking studies or Total Factor Productivity Studies.   
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