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Monday, March 3, 2013

--- On commencing at 9:37 a.m.

MS. CONBOY:  Good morning, everyone.  We are starting day seven of the hearing, and Mr. O'Leary, I see some undertakings in front of us.

MR. O'LEARY:  That's correct, Madam Chair.  It's -- they are appended to a letter to the Board dated -- yeah, dated February 28th, 2014, and there are three undertakings referenced J5.4, 5.5, and 5.10.

MS. CONBOY:  Great.  Thank you.  And do we have an ETA on some of the other ones, particularly the ones that were undertakings for day one?

MR. O'LEARY:  In respect of 1.2, I believe Undertaking 1.2, we anticipate that that one will be filed today.

MS. CONBOY:  Great.  Thank you.

MR. O'LEARY:  And there are ones in the works that are just being finalized, so there should be some more later.

MS. CONBOY:  Thank you.  Are your witness -- sorry, are there any preliminary matters?  No?  Thank you.  Are your witnesses ready to be --


MR. O'LEARY:  We are ready to proceed.

MS. CONBOY:  Thank you.

MR. O'LEARY:  If I could introduce the panel, this is panel number 8, which, according to Exhibit K1.1, is described as including volumes, including UAF, other revenues, municipal taxes, and open bill.  And our panellists are consisting of, from closest to me, Mr. McGill, Ms. Swan, Mr. Ahmad, Ms. Suarez, and Ms. Sayyan, and if I could ask that they be confirmed (sic).
ENBRIDGE GAS DISTRIBUTION INC. - PANEL 8


Steven McGill, Affirmed

Ruth Swan, Affirmed

Faheem Ahmad, Affirmed

Margarita Suarez, Affirmed

Hulya Sayyan, Affirmed

MR. O'LEARY:  Just a couple quick questions, if I could direct you them to you, Ms. Suarez, on behalf of the panel.

The first is, has the evidence which has been filed in this proceeding, which includes the pre-filed evidence, the responses to interrogatories, and the responses to questions asked and undertakings at the technical conference, have they been prepared by, or under the control and direction of, the panellists?

MS. SUAREZ:  Yes, they have.

MR. O'LEARY:  Right.  And to the best of the knowledge of the panellists are they accurate?

MS. SUAREZ:  Yes.

MR. O'LEARY:  And is this evidence adopted for the purposes of this proceeding?

MS. SUAREZ:  Yes, it is.

MR. O'LEARY:  Thank you.

Madam Chair, we do not have any evidence-in-chief, so the panel is open for cross-examination.

MS. CONBOY:  Thank you very much.

On my schedule I've got two intervenors that will be cross-examining today, and I believe we're starting off with Mr. Wolnick; is that correct?  With 15 minutes?

MR. WOLNIK:  Yes, that's right.

MS. CONBOY:  Thank you.
Cross-Examination by Mr. Wolnik:

MR. WOLNIK:  Good morning, panel.  John Wolnick.  I represent APPrO.  I have a few questions on your evidence.  Just to frame the discussion, I'd like to primarily focus on contract volumes, but I have a few questions as it pertains to Rate 6 customers as well.

First I'd like you to look at Exhibit C2, tab 1, schedule 1, page 1, which is also in the compendium at tab 7.  And this is a table of your economic indicators.  They are assumptions that you use.  Focusing primarily on the lower table, I just want to kind of go through and highlight some of the sort of key economic indicators.

GDP growth looks like you've got increasing from 2 percent in 2013 to 2.8 percent in '16, right?

MS. SUAREZ:  Yes, in the original filed one; that is correct.

MR. WOLNIK:  Do you have an update?  Is that --


MS. SUAREZ:  Yes, we actually had an update to this table filed as part of an undertaking at the technical conference.  I can give you the exhibit reference.

MR. WOLNIK:  That's okay.  I actually have that.  That's fine.

But GDP is increasing through the forecast period; is that right?

MS. SUAREZ:  Yes, it is.

MR. WOLNIK:  And unemployment is also expected to decline through the forecast period fairly significantly from 7.8 to 6.4?  I'm not sure those are the updated numbers, but --


MS. SUAREZ:  The ones you are quoting are not, but it is following a similar trend, and it is decreasing over the period.

MR. WOLNIK:  Okay.  And similarly, employment is increasing through this period as well?

MS. SUAREZ:  Yes, that is correct.

MR. WOLNIK:  And perhaps other than the last week or two natural-gas prices -- you are forecasting natural-gas prices to be fairly stable over the period?

MS. SUAREZ:  Yes.

MR. WOLNIK:  So it seems to me that these are pretty good indicators of the economy as it relates to contract customers, and one would expect the opportunities for contract growth during this period to be fairly positive.  Would you agree?

MS. SUAREZ:  Yes, I would agree.

MR. WOLNIK:  Okay.  Thank you.

Now, as I understand your contract sales forecast, it appears to me that you do this sometime, or you have done this sometime, probably Q1 of 2013; is that right?  Based on your filing dates?

MS. SUAREZ:  For the 2014 forecast?

MR. WOLNIK:  Right.  Right.

MS. SUAREZ:  We would have done that in the first quarter of -- yes, it would have been 2013.

MR. WOLNIK:  Right.  Okay.  Thank you.

And it is your -- I think it is your intent under this application to reforecast volumes each year of the -- each year of the period; is that right?

MS. SUAREZ:  That is correct.

MR. WOLNIK:  So you would do that well prior to filing the application.

MS. SUAREZ:  Yes, around the same time each year.

MR. WOLNIK:  Okay.  Thank you.

Now, I understand some of your industrial customers may fit into Rate 6 or potentially the contract rate class; is that right?

MS. SUAREZ:  Yes, that's correct.

MR. WOLNIK:  And I think, based on your evidence, you forecast contract customer volume on an individual basis, on a customer-by-customer basis?

MS. SUAREZ:  For the large-contract volumes, yes, it is based on a grassroots forecast.

MR. WOLNIK:  So when you say "large-volume customers", can you tell me what that means?

MS. SUAREZ:  Typically the distinction between a general service and a large-volume contract rate is as a threshold of 340,000 cubic metres, but recently we've started to see, because of the migration, that a lot of those large-volume customers are within Rate 6 as well, so there is a large-volume general service and large-volume contract customers, just making the distinction.

MR. WOLNIK:  Because I thought somewhere in your evidence you referred to large-volume customers as power generators and pulp and paper industry, so is that --


MS. SUAREZ:  Those would be included, yes.

MR. WOLNIK:  So they would be included.  Okay.

And for those industrial customers in Rate 6, can you tell me how those volumes are forecasted?

MS. SUAREZ:  For the large-volume customers on Rate 6?  Is that what you were...

MR. WOLNIK:  Yes.

MS. SUAREZ:  Yes.  They would be following a very similar process, in that account executives would be meeting with them on a regular basis to be talking about their expectations for their consumption, and we have noticed a bit of migration going back and forth between the large-volume classes in Rate 6 and our contract rates, and this is the way that we're able to capture it, through communication with these customers.

MR. WOLNIK:  So roughly -- do you know how many Rate 6 industrial customers you might have?  And I'm just looking at a ballpark.

MS. SUAREZ:  Yeah, I'm sorry, I don't have that number off the top of my head.

MR. WOLNIK:  Like, is it a hundred, is it a thousand?  Is it a hundred thousand?  I mean, that's kind of the...

MS. SUAREZ:  I'm not comfortable coming up with a number at this point.  I'm not sure.

MR. WOLNIK:  All right.  Thank you.

Now, as I understand your application -- and maybe we can just turn to C3 at tab 2, schedule 2, line 4, which is also tab 8 in the compendium.  Right at the bottom, on line 4, in the right-hand column 3, it appears that you show 21 customers, or 21 fewer contract customers, in 2014 budget versus 2013 approved; is that right?

MS. SUAREZ:  That's right.

MR. WOLNIK:  And would any of these migrated to Rate 6?

MS. SUAREZ:  It would be a combination of both, but the change there on the number of customers for contract customers, those are all reflective of migration between Rate 6 and the large-volume classes.

MR. WOLNIK:  Sorry, you say all 21 are migration?

MS. SUAREZ:  Yes.

MR. WOLNIK:  To Rate 6 then.

MS. SUAREZ:  No, no, not to Rate 6.  It is a combination, so it is an outflow and an inflow.  There are customers that are leaving Rate 6 and customers that are adding on to Rate 6.

I think it might help if I pointed you to a response we had given you -- let me just locate it.  It was in an interrogatory.  I'm looking at Exhibit I.C23.EGDI.APPrO.1.

If you could go to page 23 of that response, please.  Yes, and in table 22, I think this might help show the link between the exhibit that we're speaking to, Exhibit C3, tab 2, schedule 2.  This would detail the migration that's happening within those rate classes.

So if I can just orient you to the way this matrix is laid out, the rows across show migration out of a rate class and the columns show a migration into a rate class.  So if we're looking at the third column in, where it says "6", so if you go to the bottom of that column, those are the total number of customers, contract customers that have migrated to Rate 6, and it's reading 40.

If you look across the row at Rate 6, at the end of that, at the far right, you will see a total of 20.

So there are an additional number of customers moving into Rate 6, of 40, and there are 20 customers moving out of Rate 6.

So the delta is the minus 20.

MR. WOLNIK:  So for those customers migrating to both, both to and from Rate 6 between contracts –-

MS. SUAREZ:  Yes?

MR. WOLNIK:  -- you would include those revenues and volumes and the respective rate classes of which they were ending up?

MS. SUAREZ:  Correct.

MR. WOLNIK:  Thank you.  Can I take you to -- let me ask you a question first.  How many new contract customers did you forecast in 2014?

MS. SUAREZ:  In 2014 I don't think we had forecast any new customers.

MR. WOLNIK:  Okay.  Can I take you to TCU3.8?  Which I think is tab 9 in the compendium.  I think this was a response that we had in the technical conference, and I think you'd indicated since you did the forecast, there were two customers that you had signed up; is that right?

MS. SUAREZ:  That's correct.

MR. WOLNIK:  And do you have a forecast of what their -- let me back up.

And you would have no revenues or volumes for those two customers in your forecast, then?

MS. SUAREZ:  Currently we would not.

MR. WOLNIK:  And do you have an estimate of what the volumes and revenue would be for those customers?

MS. SUAREZ:  Not with me, but I can --


MR. WOLNIK:  Would you prepare one?

MS. SUAREZ:  -- I can find it.

MR. WOLNIK:  Okay.  Thank you.

MS. SEBALJ:  It is J7.1.
UNDERTAKING NO. J7.1:  with reference to Undertaking No. TCU3.8, TO PROVIDE REVENUES AND VOLUMES FOR THE TWO CUSTOMERS ADDED SINCE THE FORECAST.

MR. WOLNIK:  In TCU3.9, which is also tab 10, you had indicated -- again from the technical conference -- that you were involved in a number of ongoing discussions with potential customers.

So can you tell me the number of customers that you're in negotiations with or had negotiations at the time?

MS. SUAREZ:  I think in the response there, we wanted to get more detail on that information, but we acknowledged that it really is quite fluid.  And I'll read this, starting from the second sentence here:
"The nature of the discussions is quite fluid, as there remains much uncertainty..."

So at any -- depending on at which point we would look at that list that we're tracking, it would fluctuate depending on the nature of the discussions.


 So I could give you a ballpark, based on the last time that -- based on the time, I guess, that we had put this information together, but it could be very different now depending on what has since transpired.

MR. WOLNIK:  But you haven't included any revenue or volume forecast for any of these customers, then, for 2014; is that right?

MS. SUAREZ:  That's correct.  We would not.

MR. WOLNIK:  Can you give us an estimate today, for instance, of what the picture looks like in terms of how many additional customers you may have signed up in either Rate 6 or contract rate class, and what the volumes and revenues would be?

MS. SUAREZ:  Since the response to the undertaking?

MR. WOLNIK:  Right.

MS. SUAREZ:  I don't think anything would have changed.  It's only been a few weeks.

MR. WOLNIK:  Okay.

MS. SUAREZ:  But I can check again if you would like.

MR. WOLNIK:  Could you give us a revenue and forecast of those customers that are reasonably be probable of coming online in 2014?

MS. SUAREZ:  Again, I think it would be very difficult to do that, because the volumes are not locked in at that point.  We really have no way of determining what the volumes are and what rate class they're even going to be in.

So we could attempt to put something together, but it is not going to be very meaningful at all.

MR. WOLNIK:  Could you make an estimate?

MS. SUAREZ:  We'll try our best.

MR. O'LEARY:  Madam Chair, we've heard from the panellists that it's not a very reliable estimate, so my question would be of what benefit.  If it's going to be a response full of a number of qualifications that say you can't rely on it, then I'm not sure where this is of any benefit.

And perhaps this is a matter that should have come before this proceeding as well.

MS. CONBOY:  Mr. Wolnik?

MR. WOLNIK:  I think there is a bit of a flaw in the forecasting technique here and that's what I'm trying to point out, is that because the forecast is done so early in the year -- so Q1 for 2013 is the timeframe that they do the 2014 forecast -- it misses all of the economic activity that is going to happen from Q1 on, because they do these contract customers on a case-by-case basis.

The default is if the customer hasn't signed up, they are not in the forecast.  And yet we've seen where there's already been some customers that have signed up, and there's many more that are in -- that appears there is more in the hopper.

So I think it is important that Enbridge includes some recognition of those customers that will sign up through the period and actually have revenue during 2014, but what I'm trying to establish is what a reasonable number might be.

They are in the best position to really establish what those volumes and revenues might be.  We don't have that information.  They are the only ones that can provide that.

MS. CONBOY:  What you are assuming is a reasonable number, they are saying is a quite uncertain number; is that going to help you with your argument?

MR. WOLNIK:  They are the ones that are in discussions with those customers on a case-by-case basis.  They are the ones that are will likely know if they are going to sign up in 2014 or not.

Clearly if they are not going to sign up, then I would think they would have some indication at this point in time whether they are going to be a customer in 2014 or not.

MS. CONBOY:  Okay.  Give us a moment, please.

[Board Panel confers]

MS. CONBOY:  We will take the undertaking.  And we understand that Enbridge will put the caveats that they see appropriate around the number that they are in discussions with at the moment, and then we will take that into consideration when we render our decision.

Ms. Sebalj?

MS. SEBALJ:  J7.2.
UNDERTAKING NO. J7.2:  TO PROVIDE AN ESTIMATE OF ADDITIONAL CUSTOMERS IN RATE 6 OR CONTRACT RATE CLASS, AND VOLUMES AND REVENUES, AND FORECAST FOR THOSE REASONABLY PROBABLE TO COME ONLINE IN 2014


MS. CONBOY:  Thank you.

MR. WOLNIK:  Thank you.

Given my comments just now in terms of an apparent weakness in your forecast, can you suggest any other method you could use in subsequent years to take into account those customers that may come online during the appropriate year, given that you're forecasting these volumes in the first quarter of the year prior?

MS. SUAREZ:  I think this is part of the reason that we're proposing to update our volumes annually, to be able to capture these differences.  We wouldn't be able to capture it in the year of, but certainly in the next year those would be included.  And again, it allows us to align the volumes and assign costs appropriately.  That would be the time frame to capture that.

MR. WOLNIK:  We had talked early on just in terms some of the economic indicators, and I think you agreed at the end of those questions that the environment was fairly favourable for new contract customers to come online, but your forecasting technique is not going to capture those that come online until such time as after they have come on.

So what I'm trying to establish is:  Is there a way that you can see to help pick up some of those customers in the current test year?

MS. SUAREZ:  The actual mechanics in terms of putting the application together does not allow us to incorporate those customers and those volumes within the timeframe required for filing.

MR. WOLNIK:  So you couldn't estimate a certain number of customers coming online typically in a year?

MS. SUAREZ:  Only because the probability of them actually making that -- a decision or committing to ascertain level of volume, and rate class is quite fluid.  It could change drastically, and we would -- to the extent that we have the information available, leading up to putting together the forecasts for the test year, we would incorporate it, and we make every effort to make sure that it's as exact as possible, but there will be certain customers who will not be in a position to decide or will not have the ability to know, depending on their circumstances, whether they are even in 2014 or 2015.  It's just, every single customer is a little different, in terms of their considerations.

MR. WOLNIK:  I guess that's my concern.  You are saying that conditions could change drastically, and I agree with you, they could.  You have indicated the economic conditions are quite positive for growth, and yet you are not recognizing that growth until well after -- the year after they've come online.  That's my concern.

MS. SUAREZ:  Leading up to that year, if customers are cognizant or can recognize the growth potential for that year, and they're willing to commit to it, we certainly include them, but for ones that are less certain, we can't sign them up until they actually have a contract, are able to make that decision.

MR. WOLNIK:  You couldn't forecast a volume at a number based on average conditions?

MS. SUAREZ:  Are we talking about existing customers or new customers?

MR. WOLNIK:  No, just new customers.

MS. SUAREZ:  New customers.  Yeah, even more difficult than with new customers.

MR. McGILL:  Another point that is important is that just because -- sorry...  It's not working.  Just because -- it works.  Okay.  Sorry.  Just because we're having a conversation with a potential Rate 6 customer, there is absolutely no commitment for that party to take those volumes.  There is no contract with that party.  And the conversation is purely speculative at that point in time.

MR. WOLNIK:  But a customer that is investing in plant and equipment -- I appreciate they may not be a contract customer, but they could be a Rate 6 customer.  They are not going to proceed and invest significant dollars without using gas.  Would you agree with that?

MR. McGILL:  Not necessarily, because at the time those discussions are happening there is no investment being made, there is no particular commitment, necessarily, and also, the customer is not committing by way of contract to take those volumes.

MR. WOLNIK:  But they could.

MS. CONBOY:  Mr. Wolnick, you are just about out of time.

MR. WOLNIK:  This is my last question.

MR. McGILL:  I've answered the question.

MR. WOLNIK:  Thank you.

MS. CONBOY:  Thank you very much.  I had stated that we only had two intervenors cross-examining and then Mr. Brett.  I did have you down for ten minutes.  Do you intend to cross-examine this panel?

MR. BRETT:  I do not.

MS. CONBOY:  Thank you.

Okay.  Mr. Thompson?  I've got you down for 15 minutes as well.

MR. THOMPSON:  Yes, thank you.
Cross-Examination by Mr. Thompson:

MR. THOMPSON:  Panel, I have some questions in three areas, first of all, with respect to volume estimates.  You've been talking to Mr. Wolnick about this.  I'd just like to understand the process that's going to be followed to update these volumes.

And am I correct that the volumes -- all volumes will be updated for the purposes of a request for 2015 rates; is that right?

MS. SUAREZ:  Yes, that's correct.

MR. THOMPSON:  And the timing of that is expected to be when?  Fourth quarter of 2014?

MS. SUAREZ:  I'm not entirely certain, but I think we would try to mimic the same time frame that we've had in place this year, being slightly off, but it would be perhaps the third quarter.

MR. THOMPSON:  Okay.  And so what is the basis going to be for estimating 2014 volumes then?  Will it be people that have signed up as of that point talking about contract volumes, for example?

MS. SUAREZ:  For the 2015 update and volumes --


MR. THOMPSON:  Right.

MS. SUAREZ:  -- we would be looking at any -- specific to Mr. Wolnik's question and yours as well, if there were any customers that had migrated, like the couple that we've identified, as well as new customers, those would be captured as customers and volumes in the next year.

MR. THOMPSON:  All right.  So anybody that comes on in 2014, up to whenever you do your estimate for 2015, would be brought into account for 2015; is that right?

MS. SUAREZ:  That's right, including any of the discussions, the current discussions that we have with customers at that point in time.  If there is a clear commitment, then we would be including them as well.

MR. THOMPSON:  All right.  And does that apply to volumes related to customer attachments and all that kind of thing as well?

MS. SUAREZ:  Yes, it would.

MR. THOMPSON:  Okay.  Are any other revenues being updated on the basis of that type of an estimate, other than gas volumes, or do you know?

MS. SUAREZ:  To my knowledge, it's only the gas volume, associated revenues associated with the gas volume, that would be updated at that point in time.

MR. THOMPSON:  Okay.  So other revenues, as I see it, as part of your responsibility 00 or this panel's responsibility -- volumes including UAF, other revenues, and municipal taxes, so you have responsibility for the other revenues that are in the revenue side of the company's ledger, late-payment penalties and that kind of thing?

MS. SUAREZ:  That would be part of other revenues, and I think those are -- do you want to comment on that, Mr. McGill?

MR. McGILL:  As far as I know, it's not the proposal to update the rest of the forecast.  It's only with respect to customers and volume.

MR. THOMPSON:  All right.

MR. McGILL:  The only other update that we would be doing annually is the separate customer forecast for the purposes of the customer care, CIS settlement update, which again is based on an annual cost per customer and would be updated for the upcoming years, forecast number of customers.

MR. THOMPSON:  Okay.  So to the extent that those revenues have been underestimated, and to the extent that the estimate you prepare in the third or fourth quarter of 2014 for 2014 and the impact of that in 2015, to the extent that that changes between that point in time and the end of the year, that's going to show up, as I understand it, in the earnings sharing mechanism presentation for 2014, which would be likely in the first quarter of -- first or second quarter of 2015.  Have I got that straight?

MR. McGILL:  Well, to the extent the other revenues may be higher or lower than what's in the application, that difference would be subject to whatever earnings sharing mechanism is in place.

MR. THOMPSON:  All right.  And is the process that the company envisages going to allow for the possibility of adjusting 2015 revenue estimates, based on what comes out of the ESM presentation?

MR. McGILL:  With respect to other revenues?

MR. THOMPSON:  Other -- yeah, volumes and other revenues.

MR. McGILL:  Not with respect to other revenues, I don't believe so, no.

MR. THOMPSON:  What about with respect to volumes?

MR. McGILL:  I believe that's our application, is to update for customers and volumes on a year-by-year basis.

MR. THOMPSON:  Right.  But the update -- I thought you were going to update based on your estimates in 2014, and I'm asking, when we get the actuals for 2014 in the first part of 2015, is there allowance there for a further adjustment?

MR. McGILL:  Not with respect to other revenues.

MR. THOMPSON:  But for volumes?  Yes?

MR. McGILL:  I believe so.

MS. SUAREZ:  Not for volumes.  If we were to put together a forecast for 2015, it would be happening in -- towards the end of 2014, as I indicated, and we would not have a full year of actuals, so we would be relying on actual data to the end of 2013.

MR. THOMPSON:  So if the intervenors believe that that kind of protection should be built into this plan, we're going to have to argue for that is what I hear you saying.  You are not proposing that, that there be an opportunity to consider a further adjustment based on actuals for 2014 that come out in the first part of 2015.

MS. SUAREZ:  It wasn't something that we had proposed.

MR. THOMPSON:  Thank you.  Now, turning to unaccounted for, am I correct that that is subject to a variance account, so that whatever you estimate will be trued up?

MS. SUAREZ:  Yes, it is.

MR. THOMPSON:  Thanks.

Now, finally with respect to municipal taxes -- and this is in your prefiled, Exhibit D, tab 6 schedule 1, if you could just turn that up -- in item 1, you are showing 2013 municipal taxes at 39.3 million.  That was a budgeted amount?

MS. SWAN:  That was for the ADR settlement in 2013.

MR. THOMPSON:  Right.  Do we have the actual number there now?

MS. SWAN:  It's coming up into the $40 million range.

MR. THOMPSON:  Okay.  Now, that's being escalated over to 2016, to some 45.5 million?

MS. SWAN:  That's correct.

MR. THOMPSON:  Seems like a lot of money to me, but in doing that, you talked about economic inputs.  This is on page 2 of D1, tab 6, schedule 1, subparagraph (d).

You have some percentages there?

MS. SWAN:  That's correct.

MR. THOMPSON:  How have those been derived?

MS. SWAN:  The 1.39, 1.64 and 1.72 came from a memo from Raymond Lee in the company of March of 2013, which I understand has been filed.

MR. THOMPSON:  But what's it based on?

And these are very precise percentages.  Is there some data source that is giving rise to them, something that is indicating these kinds of tax increases are coming down the pipe, so to speak?

MS. SWAN:  It is based on the inflation that's in the budget letter that Raymond Lee put together; his group did analysis.

MR. THOMPSON:  So you don't know how they've been derived?

MS. SWAN:  I do not know the particulars.

MR. THOMPSON:  Okay.  How do I read these?  Is this -- I'm just trying to figure out how we get from 40 to 45 million, using these economic inputs.  That's -- 40 to 45 is more than a 10 percent increase.  These --


MS. SWAN:  There are other things that are taken into account, so not only is there the inflation that has been built in, but he's also looking at the historical growth in service and also in pipe over the last 10 years and coming up with an average.

He's also looking -- sorry, when I say "he," my manager who put the information together, he was looking at, as well, land acquisitions, the new training centre in Markham, leave-to-construct projects that's occurring as well.

MR. THOMPSON:  Okay.  I'll leave it there.  Thank you very much.  Those are my questions.

MS. CONBOY:  The Panel has no questions for this witness panel.  Mr. O'Leary, have you any re-examination for your witnesses?

MR. O'LEARY:  I do not, Madam Chair.

MS. CONBOY:  Thank you very much.  The panel is excused.  Thank you very much.

We can get -- I think we've got time to get the next panel up and affirmed.  Thank you.

MR. O'LEARY:  I will bring them up.

MS. CONBOY:  Thank you.

We're without counsel.  Do you want to go ahead and affirm the witness panel?  And then we'll -- it will be a nice surprise as to which counsel we'll see shortly.
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Sagar Kancharla, Affirmed


Sheila Trozzi, Affirmed


Doug Lapp, Affirmed


Mina Torriano, Affirmed


Samir Chhelevda, Affirmed


MS. CONBOY:  I'll fill in a bit of the time while we're waiting for counsel.  Mr. Lapp, when you are up to make a response, you might want to borrow the other mic as well, because we are finding that the mic that's there for you, in front of your keyboard, is a bit -- is not coming through --


MR. LAPP:  All right.

MS. CONBOY:  -- as well as it should.  Thank you.

Are you waiting for an announcement, Mr. O'Leary?

MR. O'LEARY:  My apologies.  I thought there would be a break before the panel.

MS. CONBOY:  I'm full of surprises today.

So your witnesses have been affirmed in your absence, and we are just ready for introductions.

MR. O'LEARY:  Beginning on this side closest me, we have Mr. Lapp.  To his left is Ms. Torriano.  Then in the middle is Mr. Kancharla, then Mr. Chhelevda, and at the far end is MS. Trozzi.

MS. CONBOY:  Thank you.
Examination-In-Chief by Mr. O'Leary:

MR. O'LEARY:  And I just have a couple of questions to you, Mr. Kancharla.

I'd ask you, in respect of the evidence that has been filed in this proceeding -- and that includes the prefiled evidence, the answers to the interrogatories and the answers at the technical conference -- were these answers prepared by the panellists here or under their control and direction?

MR. KANCHARLA:  Yes.

MR. O'LEARY:  And to the best of your knowledge, on behalf of the panel, were the answers and responses accurate?

MR. KANCHARLA:  Yes.

MR. O'LEARY:  Are they adopted for the purposes of this proceeding?

MR. KANCHARLA:  Yes.

MR. O'LEARY:  We have some brief evidence-in-chief from this panel, as anticipated.

And if I may begin, now, Mr. Kancharla, I understand that this panel that is intended to deal primarily with the "Other O&M" bucket and with the RCAM.  And that, as I understand, is because the other buckets -- customer care, which is the subject of a complete settlement, DSM, which was the subject of other proceeding and determinations, and the pension/OPEB costs, which is the subject of a variance account -- I understand that your evidence is going to be limited to the other O&M.

May I first start by asking if you could provide some comments on the 2013 actuals for other O&M?

MR. KANCHARLA:  Thank you, Mr. O'Leary.  Good morning, everyone.

The other O&M 2013 actuals that we have the information have come just under 225 million versus the Board-approved 2013 of 219.2 million.

As Mr. O'Leary has referred to, this refers only to the "Other O&M" bucket.

When one compares the other O&M 2013 actuals with the 2014 other O&M of 228 million requested, this involves an increase of only 3.3 million or about 1.47 percent.

The company is, in fact, seeking an increase in "Other O&M" bucket of less than inflation.

The primary driver behind the increased year-end numbers are related to distribution operation activities, which include conditioning, monitoring and repair work on our distribution network.

Enbridge certainly would have preferred to have incurred lower costs, but the extraordinary cost pressures in 2013 resulted in other O&M exceeding the Board-approved 2013 budget.

MR. O'LEARY:  Thank you, Mr. Kancharla.

Madam Chair, I neglected to indicate at the opening that a summary of this evidence-in-chief has been circulated to the parties, and I believe there are copies that are here, and hopefully there is one with you.  I wonder if we could mark it as --


MS. CONBOY:  Yes, I was going to get to that after you were done, so let's do that now.


MS. SEBALJ:  It is K7.1.


MS. CONBOY:  Thank you.
EXHIBIT NO. K7.1:  SUMMARY OF PANEL 9'S EVIDENCE-IN-CHIEF

MR. O'LEARY:  And in part I am doing that to foreshadow the next question.


Mr. Kancharla, can you please provide some description of the company's experience with O&M actuals, the other O&M actuals, in comparison to recent years?


MR. KANCHARLA:  Yes, Mr. O'Leary.  Part of the current application process is to demonstrate the reasonableness of our O&M costs.  The company has been managing other O&M costs very well.  This is demonstrated by reviewing the recent past, other O&M numbers, and we looked at, for the years 2011 actuals to the 2014 requested amount for other O&M.


When you look at these numbers, the average growth rate is 1 percent, much lower than the inflation during these years.


If I can point to the exhibit that Mr. O'Leary was referring to, in 2011 the other O&M actuals was 221.4 million.  In 2012 we increased only to 224 million.  And in 2013 we increased to 224.7.  And what we are requesting in 2014 is 228 million.


And in the same exhibit, we provide the year-over-year growth, so it's very demonstrative of the growth that we had in the recent past and what we are requesting for 2014.  Looking at the simple average, it is around 1 percent.


MR. O'LEARY:  Thank you.


Now, an earlier panel during this proceeding indicated that this panel would deal with some of the questions about how productivity is embedded in the other O&M IR request, and I'm wondering, Mr. Kancharla, can you assist by offering some explanation in that regard?


MR. KANCHARLA:  Yes.  All businesses face inflationary pressures, and Enbridge is no different.  Enbridge has additional cost pressures, a number of areas, which include -- and this is provided in our evidence -- continued significant growth in customers and a significant expansion of regulatory and technical requirements.


For this, the company needs to prioritize and be productive.  We have been and are continuing to do so.  We believe that the 2014 O&M other budget is only 1.47 above the 2013 actuals as evidence of this --


MR. O'LEARY:  All right.  Sorry, you...


MR. KANCHARLA:  No, go ahead.


MR. O'LEARY:  Thank you for the answers.


Turning to you now, Mr. Lapp, can you provide some details of how the productivity has been embedded in the O&M request?


MR. LAPP:  Craning my neck over here.  Can everybody hear me okay?


MS. CONBOY:  Yes, we can.


MR. LAPP:  So I'd like to first talk about some of the cost drivers that are -- we are facing.  So in the operations area there are substantial cost pressures associated with the operation and maintenance of the distribution system.


As heard earlier in the proceeding, new regulations and legislation are driving increased requirements for the company to assess for potential failures of all operating assets, including increasing level of condition monitoring, activities for these assets, such as leak and corrosion surveys, depth of cover surveys, inline inspections, and so forth.


The infrastructure at Enbridge is also aging.  Although the company has replaced its very early vintage assets, such as cast iron and bare steel, the remainder of the infrastructure will require increased maintenance or ultimately repair or replacement as it ages and deteriorates.


The company operates steel assets, for example, that are 60 years old.  These assets were designed for a service life of in the order of 50 years, so we would expect them to require increasing levels of maintenance and repair.


Another factor is, through the course of time, and through the life of these assets, the urban environment has changed, with development, roads, and municipal infrastructure.  Where mains and services, service lines, may have initially been installed in what I'll call unimproved or grassed areas, these have now since been developed or even redeveloped, and in many cases the distribution system infrastructure are now directly under roads, driveways, sidewalks, and so forth.


This requires more extensive excavation practices, involving traffic control and elaborate shoring mechanisms, as well as reinstatement costs that are now governed by municipal by-laws and surface cover or paving standards.


So along with the existing distribution plant cost drivers above, the organic growth of distribution system due to customer additions is projected to occur at a rate of approximately 1.7 to 1.8 percent per year.


This growth is directly proportional to the expansion of the distribution system, including the gas mains, which could be in the order of 650 kilometres per year, gas services, which are again 650 kilometres per year.  Valves could be anywhere between 4- and 600 per year.  Metres and regulator stations, something in the order of 250 stations per year.


With this additional infrastructure also comes a requirement for condition monitoring and regulated compliance activities described above on these new assets.


So one would have expected, given all of these pressures, that it would be necessary for the company to hire additional staff to manage the growth and these additional obligations over the coming years.  The company has decided instead to embed productivity by committing to holding its FTEs flat through the term.  To meet this commitment the company has and will continue to need to generate productivity savings.


I would like to just talk about a couple of them right now.  The first one I'm going to talk about talks about GPS, which was talked about earlier in this procedure -- proceeding, sorry, and I'm going to talk about two applications of this.


So in the operations area the use of GPS in the office and the field enhances productivity in O&M.  Similar to what was discussed by Ms. McCowan in the capital panel, where the implementation of GPS on the assets produces capital productivity in the recordkeeping area, there are also additional O&M efficiencies that can be realized.


For example, in the case of a distribution emergency, such as a third-party damage or an escape call, the company will need to dispatch a crew to the site to shut off the gas in what we call "make safe".


Currently the company will field a finite number of crews in a given geography to both complete the operations and maintenance activities in that area, as well as provide what we'll call coverage, in order to respond to these emergencies.


This is usually managed by designating what we'll call a runner, which is a crew that would normally be in place that is easily mobilized to respond to any emergencies.


Depending on the geography that's covered by these crews, this runner crew could be located anywhere, so in the case of an emergency the dispatcher could contact the runner and dispatch them to the emergency, which in the worst case could be on the other side of the city or area that they are currently working.


The use of GPS in the field for operations crews enables a dispatcher to contact the closest crew to respond to the emergency versus the runner, as described above, so this is obviously going to enable a more efficient utilization of the field forces, minimizing travel time to get to the job site, in addition to improving the response time to the emergency.


The second benefit of GPS technology -- and this is the other one I was going to talk about -- is the precise identification of assets in the ground.  Once -- we'll talk about an emergency that I was talking about earlier.  If the crew arrives on-site to the emergency, their first task is usually to locate the valve on the pipeline and shut off the gas.


Often these emergencies occur in the wintertime, where the ground is covered in snow or ice, such as today.  Traditionally, prior to the implementation of GPS, the crew would need to access the records on their field computer, which would tell them the location of the valve in relation to physical features such as curb lines or fire hydrants.


Once the crew has the measurements they would need to clear the snow or ice and then attempt to find the valve using a measuring tape and a metal detector.  If the valve has been buried over time and overburdened, this task takes longer, assuming that the measurements in the record are easily repeatable by the crew from where they were originally recorded.


The implementation of GPS in the field would greatly simplify locating the valve asset using a portable GPS device and accessing the coordinates.


In this case the crew would know exactly where to clear the snow, where to dig down to locate the valve to close the valve and shut off the gas, reducing the response time to "make safe" significantly.  Therefore, productivity is achieved through reduced time to arrive on site, locate the valve and make the site safe, in addition to improving public and employee safety by shutting off the gas quicker.


The magnitude of the savings in these instances could be in the order of one hour for dispatching the closest crew, and up to two or three hours for the actual field response to make the area safe.


At a crew rate of approximately $100 per hour, the savings are in the order of 300 to $400 per call if this occurs during regular hours, and double this in the case of after-hours response due to paying double time.


So that's an operational emergency type of example.


The other example I want to talk about productivity has to do with damage prevention or locates.


So in the pipeline integrity and engineering area, critical function is damage prevention, where the primary field activity performed is locates.


As described at Exhibit D1, tab 17, schedule 1 on page 8, third-party damages to the natural gas plant is the largest operational threat to the company.


The historic trend for locates over the past several years has been steady year over year, increases of between 2 and 3 percent, as illustrated on figure 2 at Exhibit D1, tab 17, schedule 1 on page 9.


The increase is due to increased construction activity in the EGD franchise area, coupled with the increased excavating community awareness through our internal damage prevention programs, as well as industry associations, including the Ontario Regional Common Ground Alliance, or the ORCGA.


The benefits of increasing excavator awareness and locate volumes is the decrease in third-party damages that is apparent and indicated on figure 1 on page 8 of the same exhibit.


The fact is locate volumes are expected to continue to increase year over year, due to -- not only the reasons I just stated above, but also due to the recent passage of Bill 8 in 2012, as described in the same exhibit.


Bill 8, or the Ontario Underground Infrastructure Notification System Act, states that underground facility owners must become members of Ontario One Call by June 2013, and municipalities by June 2014.


This is reflected in the actual 2013 year-end locate volumes, which are over 32,000 units or 6.5 percent higher than the 2013 budget estimate.  Despite the reality that locate volumes are expected to most likely increase beyond what is forecast in the budget, as outlined in Board Staff Interrogatory 19 at Exhibit I.A2.EGDI.STAFF.19, the company is supportive as increased locate volumes reflect higher excavator community awareness of the requirement to call before you dig, improving public safety.


The increase in locate volumes over the IR term are forecast above inflation.  However, the costs have been held at or near inflation levels, notwithstanding the reality that locate volumes are expected to increase beyond these levels based on the 2013 actual numbers.  This increase in locate activity, coupled with the limit of cost increases to inflation levels, will force the company to seek productivity and productivity-enhancing activities and processes.


One of the damage prevention processes that will improve productivity is a process called alternate locate agreements, or ALAs.  ALAs are a method of avoiding the need to send out a field locator to locate buried facilities for excavators.


The benefits to the company are reduced locate costs, while the benefits for the excavators are eliminating the need for them to wait for the field locates to be completed prior to their excavation.


The company has a well-defined criteria for excavators to follow prior to entering these agreements.  The prime requirement for excavators is that the their work is non-intrusive to the buried gas plant, and that their excavation is no more than 8 to 12 inches in depth.


If this is the case, the excavators will sign an agreement with Enbridge certifying that their work is in accordance with these requirements, and will be audited for compliance.  The excavator is given an ALA number, which will indicate to the One Call centre that a field locate is not required, and they will in turn issue a clearance number, thereby eliminating the need to send out a technician to perform the field locate.


A further productivity initiative is expanding what we call the locate alliance consortium, or LAC, concept.  The field locates are currently completed by contractors for Enbridge, or locate service providers.  The LAC initiative enables the same field locator to provide locate for more than one utility in a single visit.


This requires cooperation and collaboration with other utilities to approve both the concept as well as the locate service provider.  By increasing the number of utilities located by a particular locate service provider, productivity savings in the 10 to 15 percent range can be achieved.


MR. O'LEARY:  Thank you, Mr. Lapp, for those detailed examples.


I wonder if I could turn to you now, Ms. Torriano, and ask you if you can provide with us some example of how productivity has been embedded in the other O&M request.


MS. TORRIANO:  The other O&M budget does not account for known and expected cost increases, which include contractor unit rate increases and benefits, which are forecast to exceed the rate of inflation and the rate that is used within the O&M budget, other O&M budget.


The company contracts with outside contractors using RFP or negotiation process.  While the company uses this RRF process to select outside contracts, we have found that the cost increases over prior contract -- contract negotiations have often exceeded the rate of inflation.  This is because many of the outside contractors utilize a unionized work force, whose wage increases are a matter of collective agreements and provide for wage increases which are normally above inflation.


The company has not included in its other O&M any costs which are reflected in the expected significant increase associated with the incremental customer additions over the term of the IR.


MR. O'LEARY:  Thank you.  And, Ms. Torriano, can you tell me, what is the company proposing in respect of the bad debt expense?


MS. TORRIANO:  Over the previous IR term, bad debt expense has averaged approximately 14 million per year.  However, the company is taking the risk by keeping the levels in the next IR period close to the 2013 actuals, which is approximately 9.5 million.


Indeed, the amount of bad debt expense included in the O&M budget is the lowest of the previous six years.


Bad debt expense is driven by gas costs -- in which we have seen a significant increase -- the health of the economy and the weather.  So the expectation's that during the next IR period, the bad debt expect would increase.


MR. O'LEARY:  Thank you.


Then turning to yourself, Ms. Trozzi, in your capacity as the capacity of the manager of the human resources department, could I ask you for your comments about how productivity has been embedded into the other O&M requests?


MS. TROZZI:  Yes, Mr. O'Leary.  One of the examples would be benefits.  We've budgeted benefits to increase at a 2 percent rate.  However, in reality, we are expecting them to increase at approximately 6 percent, and that would be due to the increased utilization from our employees, as well as the increased costs of pension, medical and dental expenses.


Another example would be our salary increases.  We've budgeted them at a 2 percent increase.  However, in order to maintain our competitiveness in the market and ensure that we're able to attract and retain the very best of employees, we are anticipating a 3 percent salary increase would be required to compete in the market.


And thirdly, our short-term incentive program, which has been budgeted for the company to meet its operational and financial targets, but in fact, in -- historically we have exceeded those targets and have had to pay over budget.


So those are a few examples.


MR. O'LEARY:  Thank you, Ms. Trozzi.


Back to you, Mr. Lapp, in the prefiled evidence, there is there reference to the fact that the company has used a bottom-up approach for the purposes of developing its O&M budget.  I wonder if you can provide us with some further brief details of that.


MR. LAPP:  Yes, Mr. O'Leary.  The operations and maintenance budget for distribution operations, to execute and complete the activities required to run the day-to-day operations of the distribution system, has been established from the trenches, using labour, equipment and material historical trends for unit costs, and projecting these across the distribution over the IR period, considering things such as geography, pipeline material vintages, historic maintenance trends, procedures development, site restoration and consistent growth.


MR. O'LEARY:  And my last question is for yourself, Mr. Kancharla.  I am wondering if you can offer some comments as to why you would suggest to the Board the reasonableness of the other O&M request that has been made in this proceeding.


MR. KANCHARLA:  On our evidence at Exhibit D1, tab 3, schedule 1, pages 21 and 22, the company includes evidence about the cost per customer for the period 2007 through 2016 on both constant dollar and nominal dollar basis.


What the evidence shows is that the company's total O&M expense on a cost per customer basis has been going down using the 2016 constant dollar calculation or has been relatively flat when viewed from a nominal dollars perspective.


This evidence demonstrates that the O&M amounts requested for the IR term are reasonable on a cost per customer basis.  The important point here is to recognize that the cost per customer will be declining over the five-year IR term relative to the 2013 base year.


MR. O'LEARY:  Madam Chair, that is our evidence-in-chief.  The panel is now available for cross-examination.


MS. CONBOY:  Thank you very much.  We will take the morning break and return in 15 minutes, about five to.  Thank you.

--- Recess taken at 10:39 a.m.

--- On resuming at 11:02 a.m.


MS. CONBOY:  Do we have an order for cross-examination?


MR. JANIGAN:  Madam Chair, I'm proceeding first, but I think Mr. Shepherd has a –- Oh.  My mic was on.


MS. CONBOY:  Now it is.


MR. JANIGAN:  Okay.  Madam Chair, I am proceeding first, but I believe Mr. Shepherd has a procedural matter to raise prior to the commencement of my cross-examination.


MS. CONBOY:  Is he right, Mr. Shepherd?
Preliminary Matters:


MR. SHEPHERD:  Thank you, Madam Chair.


Exhibit K7.1 is the direct evidence of this panel, and I didn't recognize all of the things that they were saying in there as being from the evidence.


MS. CONBOY:  Okay.


MR. SHEPHERD:  Which, of course, is appropriate that it be.  So I'm wondering if the witnesses can undertake to provide evidence references for the things they said in the direct evidence, by way of undertaking.


MS. CONBOY:  Okay.  Are there particular areas in...


MR. SHEPHERD:  There are quite a number that I didn't recognize from the evidence, and so -- I mean, maybe they're in the evidence.  There is a lot of evidence, but if they could just go through and sort of footnote it, in effect, that would assist us and assist the Board in determining whether there were new things being added today.


MS. CONBOY:  Thank you.  Is that something you'd be able to do over the lunch break, Mr. O'Leary?


MR. O'LEARY:  We can certainly -- to the extent there were some evidentiary references that Mr. Lapp made reference to.  I don't believe that Ms. Trozzi or Ms. Torriano referred to specifically their areas, which is also in evidence.


And so we can add to that, but undoubtedly there is some additional detail that has been provided in the evidence-in-chief, and frankly, it simply follows the questioning that was put to other panels, where they were asking earlier panels about further details of productivity.


So this panel was trying to give as much advance notice as possible of those additional details that my friends all asked for, so I'm not sure why there would be any surprise by Mr. Shepherd that there were some additional details, in addition to the higher level of evidence that was filed.


MS. CONBOY:  Thank you.  Mr. Shepherd?


MR. SHEPHERD:  Madam Chair, I wasn't actually asking for them to identify the evidence references they've actually made in this statement.


I'm asking for them to track the facts they are putting on the record to the evidence that's already before the Board.


Both Ms. Torriano and Ms. Trozzi did make statements that I believe are in the record and they can track them, but Mr. Lapp went on for page after page of details of stuff that was brand new to me.


MS. CONBOY:  Okay.  So, Mr. O'Leary, if you could have your clients go through the evidence -- pardon me?


Mr. Shepherd, I'm just wondering if -- assuming that there are a couple of areas in the evidence-in-chief that are not contained in the evidence, and that we –- these -- -- what Enbridge will be doing over the break leads to that conclusion, what would be your -- what would be your proposal for going forward?


MR. SHEPHERD:  It depends on whether they logically follow from what's already in the evidence.  Sometimes you can provide more details just because the evidence says -- for example, the evidence may say –- and he may be able to provide us a reference that a key area of productivity enhancement in O&M is increased use of GPS, and he's giving some examples here.  That's fine.


But if this is brand new, if they haven't referred to this before, then we're sort of caught unawares, and so I will ask them to provide us with additional information and I'll have, then, more leeway in my cross-examination to pursue it further.  And nobody is going to say:  Well, why didn't you ask this in the technical conference?


MS. CONBOY:  Okay.  I'm just -- sorry, go ahead, Mr. O'Leary.


MR. O'LEARY:  If I could respond to Mr. Shepherd's comments, I mean, we heard the capital panels talking about GPS.  Clearly that is in the capital budget.


There's no question -- and Mr. Lapp referred us to the evidence in respect of the locates, and all we have heard are some more granular details of how these productivity initiatives will come to fruition.


So it is there to actually assist all the parties to understand exactly what it is that's going there, but it is all referenced in the evidence; it is just not with the same degree of granularity that we just heard from Mr. Lapp.


MR. SHEPHERD:  Madam Chair, if that's true, then that will solve the problem.  We asked for lists of productivity initiatives.  It is either in there or it isn't.


MS. CONBOY:  Why don't we just do that?  Take -- over the lunch break, please, go through what has been presented, evidence-in-chief.  There are obvious areas that could have references.  You are free to caveat the way you want in terms of whether it is an issue of going down the granularity.  It is specifically in the evidence.  And then we'll deal with that after the lunch break.


Okay?  Mr. Janigan?


MR. JANIGAN:  Thank you very much, Madam Chair.


MS. CONBOY:  Sorry, before -- thankfully I have Ms. Chaplin sitting beside me.  Should we give that undertaking a number?


MS. SEBALJ:  It's J7.3.
UNDERTAKING NO. J7.3:  TO ADD REFERENCES WHERE POSSIBLE TO EVIDENCE-IN-CHIEF, WITH CAVEATS WHERE NECESSARY REGARDING GRANULARITY.


MS. CONBOY:  Thank you.


Now you can go ahead, Mr. Janigan.
Cross-Examination by Mr. Janigan:


MR. JANIGAN:  Thank you very much, Madam Chair.


I would like to first deal with some of the evidence, panel, that was offered this morning in-chief, and in particular deal with the meaning of the phrase that "productivity is embedded."


Now, I assume by that phrase you mean that in calculating the revenue requirement for the custom IRN, you took into consideration these productivity gains; am I correct on that?


MR. KANCHARLA:  When we talk about the productivity embedded, it is how we derived our O&M budgets for the IR term.  So we mention in our evidence the cost pressures that the company is facing, and -- but at the same time, we requested the company departments to be at or close to the inflation level.


So in that context, the productivity is embedded in the O&M budgets that were dealt with.


MR. JANIGAN:  What about these things like the GPS and other kinds of measures that Mr. Lapp was mentioning that would increase productivity?  Was that -- were those particular developments built into your O&M budget?


MR. LAPP:  What I can say to that is GPS is an initiative that Ms. McCowan talked about last week, and that is an initiative to GPS our assets.


And when I talked about using the GPS to locate our assets, it's in anticipation that that will be growing and expanding throughout our asset base, and that we will continue to generate productivity by accessing those quicker.


MR. JANIGAN:  Now, but that -- that quicker access, was that factor -- that factor certainly sounds in costs somewhere along the line, I would assume.


MR. LAPP:  Again, in the operations area, you have to respond to emergencies, so you have to access the records in order to find the assets.


So with that initiative, it will help us with it, to determine exactly what it is and to what extent will help
-- will actually depend on how the GPS initiative is rolled out.


So that's one of the methods that we would use to generate productivity.


MR. JANIGAN:  I guess what I'm saying is that I assume that the evidence that's been offered in-chief is to indicate that you are pursuing productivity initiatives but have driven down costs that are -- and accordingly, your O&M budget reflects those productivity initiatives; am I correct or not correct on that?


MR. LAPP:  Well, you are correct in that we've held FTEs flat, and the fact that the workload will be increasing with that increased asset base as well as regulatory compliance, we're forced -- we have to seek productivity initiatives.


MR. JANIGAN:  Well, let me skip ahead to your SEIM proposal, which I think you are all familiar with.  Are we likely to see the productivity initiatives that you've mentioned today come up in the SEIM as initiatives that you wish to be part of the calculation to be built into the next rates case?


MR. KANCHARLA:  As you heard from our panel 1, I think they dealt in detail on the SEIM calculations, so any of the productivity initiatives that meets the criteria that panel 1 has dealt with, that will become part of the productivity initiatives.


MR. JANIGAN:  So these GPS locates that you may be putting in place, they could show up in the SEIM productivity initiatives, I take it.


MR. KANCHARLA:  We did evaluate, again, compared to the criteria established for the SEIM, and panel 1 discussed in detail.


MR. JANIGAN:  Yeah.  Now, in terms of the productivity initiatives that were actually embedded in your O&M budget, did you make any kind of list or summary of those productivity initiatives, in terms of dollar amounts in relation to either reduced costs or avoided costs?


MS. TORRIANO:  There are a couple of references.  First of all, if I take you to Undertaking TCU3.14, and as well, Board Staff Interrogatory No. 19.  Both of those interrogatories and undertakings speak to the budget embedding productivity.


So for example, if I take you to Board Staff 19, there is identified on this 16.5 in 2014 of productivity that is going to be achieved in order for us to make our target.  And some of those items that Mr. Lapp has mentioned will help us achieve the productivity.


So for example, if you look at line number 6, we have an increase locate of -- volume of locates, and this is with respect to Bill 8, so we do have a cost pressure, an additional amount of 2.6 million, so some of these initiatives or these productivity initiatives that Mr. Lapp mentioned will help us achieve our productivity in order to make our target.


MR. JANIGAN:  But I take it that for this particular budget you haven't done a discrete list of productivity initiatives that are being paid for by O&M -- the O&M budget that will help reduce costs?

MS. TORRIANO:  In the individual department O&M there are some references to some thoughts on how productivity are going to be achieved.  An example was mentioned in the evidence-in-chief holding the FTs flat.  So although there might be certain initiatives that will require an additional FTE, we have committed to holding it flat in order to meet our target.  So there are examples, but no definitive "we will do this and this is how much it will achieve".


MR. JANIGAN:  Now, going forward with the SEIM, I understand that you are going to have to show numbers for the reduced cost or avoided costs in order for them to be considered as part of the five-year average.  Am I correct?


MR. KANCHARLA:  That's correct.  As part of the annual productivity reporting side we will be providing the details.


MR. JANIGAN:  Okay.  All right.  Now, you've touched upon different measurements to confirm the reasonableness of the O&M budget, and as well you've touched upon different drivers for increased costs.  And one of those drivers were regulatory and technical requirements.


And would you agree with me that these new regulatory and technical requirements are not just busy work, they are actually requirements that in the long run may reduce costs and increase efficiencies?


MR. LAPP:  Sorry, can you just define what you mean by "busy work"?


MR. JANIGAN:  Well, work that has been done simply to satisfy the bureaucratic tendency to document, rather than to increase the quality of the operation.


MR. LAPP:  Well, I'd say they do both.  There is requirements set out by the regulator in the standards, and these will ultimately result in a safer and more reliable distribution system.


MR. JANIGAN:  Yeah.  But currently those particular efficiencies have not been built into the O&M budget that you presented.


MR. LAPP:  Again, similar to what Ms. Torriano just spoke about, by holding FTEs flat we will be able to drive towards managing these increased levels of work that are required.


MR. JANIGAN:  Okay.  And that's the only measurement that you can give me in terms of in relation to what kind of additional cost efficiencies these new regulatory and technical requirements may bring.


MR. LAPP:  Well, again, I believe it was on Board Staff 19 that talked about some of the areas.


MR. JANIGAN:  Okay.  Apart from Board Staff 19.


MR. LAPP:  So as an example, inline inspections, I think that's one of the items that's talked about, so in the regulations it talks about actually requiring us to do these on all of the distribution system, or at least demonstrating integrity on all the distribution system, rather than just the high stress lines.


MR. JANIGAN:  Okay.  And when you do those inspections presumably it increases the security of the system and presumably has some effect on potential problems that may develop in the system at a later date.  Would I be correct on that?


MR. LAPP:  Yes, what it does is it will help find defects in the system so that it can continue to operate and meet our operational obligations.


MR. JANIGAN:  Okay.  Now, I'd like to turn to you the other significant drivers, the significant growth in customers.


Now, Mr. Kancharla, do you believe that a 5 percent increase in the number of customers should drive a 5 percent increase in costs for the company?


MR. KANCHARLA:  It depends, and I think it's difficult to say that it is a one-to-one relation here.  The customer growth that is projected over the IR term is around 1.7 percent.  And as I've articulated, there are different buckets for customer-related costs, so some of the costs are related to customer care, and that's a separate agreement with our service provider, so there is the agreement which is outside the other O&M bucket.


And there are some other O&M costs which increase from an operational perspective.  And in our budget's development we would not factor in the increase in this operational cost related to the maintenance of the infrastructure from adding new customers.


MR. JANIGAN:  Would you agree with me, Mr. Kancharla, that ordinarily in a regulated monopoly utility that increased numbers of customers would show a decrease in the average cost per customer?


MR. KANCHARLA:  From a scale of economies perspective, what we observed, it is a very long-run scale of economies, and five years of IR term is still relatively small when you look at the feasibility that we end-take for customer attachments.  It is 40 years.


So from that perspective, I think as I mentioned earlier, I tried to separate the customer-care cost, which is available, that is captured, and from the operational cost, it is difficult to see a step change within a five-year term to benefit from the scale of economies.


MR. JANIGAN:  But ordinarily we would expect in a regulated monopoly that unit costs would go down as customer numbers and volumes go up.


MR. KANCHARLA:  It depends again.  If your customer-care contract is a variable driven based on number of customers, I think it goes in relation -- it won't decrease from a customer-care cost perspective, it will just increase in the proportion of the number of customers that we have for the utility.


MR. JANIGAN:  So decreases in O&M cost per customer are not necessarily a gold standard for evaluating the reasonableness of a budget?


MR. KANCHARLA:  It is one of -- and illustrative of, again, of the trends that the company has in terms of managing its operating costs.  It is definitely an important measure, and it is used by industry to benchmark against utilities, or looking at the historical trends as well.


We believe that O&M cost per customer is an important reference.


MR. JANIGAN:  Can you turn up your table 9, which is on Exhibit D1, tab 3, schedule 1?


I'm looking at the period between 2007 and 2010, and it shows an increase of about 100,000 customers, which I take to be about a 5-and-a-half percent increase in customers over that period of time.


And when we're looking at the top line -- "Other utility O&M costs per customer" -- we notice that the cost per customer goes down from 128.5 to 119.3.


That's about a 7 percent decrease in customers; that's a decrease in cost per customer arising out of a 5-and-a-half percent increase in customers, or a -- at least arising at the same time as a 5-and-a-half percent increase in customers.


And if we look at your projections for 2013 to 2017, we see there is going to be an increase -- you projected an increase in customers of about 107,000, which I take to be about 5.3 percent, yet we only have about a 2 percent decrease in the -- in the cost per customer on the top line of that.


Now, if this is an accurate measure, one would ordinarily say that you were much more productive between the period of 2007 to 2010 than you were between 2013 and -- or you expect to be within the period 2013 and 2016; would I be correct on that?


MR. KANCHARLA:  Again, it depends on the starting point for the utility.  If, again -- theory says that if, in 2007, that the utility had more opportunities to be efficient -- in the first generation, we had more opportunity to be efficient, and when those efficiencies are realized, it becomes much -- more and more difficult to find further efficiencies.


So that could be one of the reasons for a different trend, but the important point here to recognize is that compared to the base year of 2013, even though it is small, it is declining for the IR term.


MR. JANIGAN:  Well, if you had to look at the trend line, Mr. Kancharla, you would agree with me that as customer numbers go up, generally speaking an O&M per customer goes down, similar to what you would expect in a monopoly situation, monopoly utility situation?


MR. KANCHARLA:  Again, it depends on the costs that are flowed through -- for example, the customer care cost, which will not decrease with just adding more customers.


MS. CONBOY:  I've got you down for another five minutes, Mr. Janigan.


MR. JANIGAN:  Thank you, Madam Chair.


Quick question.  In relation to customer deposits used for security, are customers' deposits -- my understanding is that customer deposits are not capitalized into rate base; am I correct on that?


MR. KANCHARLA:  I think it's subject to check.  I think so, but I'll -- I need to confirm that.


MR. JANIGAN:  Okay.  Would you undertake to confirm that for me, please?


MS. CONBOY:  Sorry, I just want to get a number for that.


MS. SEBALJ:  I didn't get an audible response from the company.  Is that undertaking accepted?


MR. KANCHARLA:  Yes.


MS. SEBALJ:  It is J7.4.

UNDERTAKING NO. J7.4:  TO CONFIRM WHETHER CUSTOMER DEPOSITS ARE CAPITALIZED INTO RATE BASE.


MS. CONBOY:  Thank you.


MR. JANIGAN:  In relation to the SEIM, would you confirm that under past PBR and IR schemes, that executives of Enbridge have never before dismissed a productivity enhancement proposal because it would start generating company benefits too late in the IR term?


Have you ever heard them do that?


MR. KANCHARLA:  No, not that I'm aware of.


MR. JANIGAN:  Okay.  Thank you, Madam Chair.  I believe those are all my questions.


MS. CONBOY:  Thank you very much, Mr. Janigan.


Who have we got going next?  Mr. Quinn?


MR. QUINN:  Yes.  Thank you, Madam Chair.


MS. CONBOY:  And I have -- sorry, I've got you down for 10 minutes; is that right?


MR. QUINN:  Should be around that time.  I want to address some of the opening examination-in-chief, but it should be close to the 10 minutes.


MS. CONBOY:  Thank you.

Cross-Examination by Mr. Quinn:

MR. QUINN:  Good morning, panel.  I am Dwayne Quinn on behalf of the Federation of Rental-housing Providers of Ontario, and I did want to start just briefly with some points that I heard in examination-in-chief.  Pending some results we may get at noon hour, I didn't want to lose my opportunity.


So I guess initially for you, Mr. Lapp, would you agree that the primary purpose of locates is risk mitigation, essentially insurance, which has a payback in terms of reduced costs of repair and customer safety?


MR. LAPP:  I'd say the primary benefit of locates is for public safety.  You want to reduce and ultimately eliminate third-party damage.


MR. QUINN:  Okay.  But third-party damage does come at a cost.  Sometimes that cost can be transferred to the organization that -- that basically caused the damage, but not always; is that correct?


MR. LAPP:  Well, if the third-party damage was because the locate was mis-marked, then the excavator wouldn't be at fault, but generally speaking, the intent of increasing locates and the awareness is to reduce damages and ultimately increase public safety.


MR. QUINN:  Okay.  Maybe we could agree on this, that the efforts of the Ontario Regional Common Ground Alliance and the resulting Bill 8 provide for a more coordinated locate responses, thus reducing the cost of providing rush locates; would you agree with that?


MR. LAPP:  The Common Ground Alliance has a number of tracks that it follows, and the best practices, they have a number of best practices committees.


Certainly, the main driver is, as I said earlier, to reduce third-party damages, through either excavator awareness, best practices, improved processes, et cetera.


MR. QUINN:  Are you saying that one of the results would not be a reduce of rush locates?


MR. LAPP:  Well, reduced rush locates may not be a direct benefit.  It's -- I don't think that's one of the goals of the Common Ground Alliance.  The main reason is you want to make sure all excavators are aware of their obligations that they have to call before they dig.  And the Ontario Regional Common Ground Alliance, that's their mandate, is to increase this awareness and ultimately reduce third-party damages in the excavating community.


MR. QUINN:  Okay.  I'm going to leave that point.


If I can then have you -- it's actually on page 8 of the examination-in-chief.  I was struck by something I guess it's Ms. Torriano had said in her examination-in-chief, under point 7 for bad debt.


Basically the sentence that struck me, it says -- the statement that:

"Bad debt expense is driven by gas costs, which have risen quite significantly."


Stopping there, what is the basis for that statement?


MS. TORRIANO:  I believe the gas cost panel could speak to that, but just the weather outside, you're having increased demand so there is less volume, so there would be an increased price.


MR. JANIGAN:  So you are talking in immediate terms?  You're not -- you are just talking this winter?


MS. TORRIANO:  I'm just saying that there is three components that could cause the bad debt to increase, and that's one of those.


MR. QUINN:  And I'm focused on that one, so speaking specifically about gas cost increases, you are only referring to a price blip that we may see this winter as a result of the cold weather?


MR. KANCHARLA:  If I may, I -- again, not getting into the gas cost forecast, what Ms. Torriano was referring to is the customer bill, right, the total bill, even though the percentage of a bad debt expense as a percentage could remain the same, if the customer bill due to gas costs is higher, we could see a higher percentage of bad debt expense, and 2013 has seen one of the -- has been a year of low gas costs, so any increase in gas costs during the IR term -- I'm not talking about a significant increase that we saw this year, but any increase over the term could potentially cause a bad debt expense to increase.


MR. QUINN:  Mr. Kancharla, I risk getting in overtime on this, so I'm going to be pretty concise.  You refer to consumption effects.  I read here gas costs.  I think they're two different things, in my view, anyway.  Maybe the most concise way of doing this is, if you can provide the evidentiary reference that you are relying upon for that statement, maybe then we could limit our discussion here.


MS. CONBOY:  Is that part of what -- you are asking them to make sure that they address that in Mr. --


MR. QUINN:  Yeah, if they could address it as part of that, yes, that would be very helpful, Madam Chair.


MS. CONBOY:  Thank you.


MR. KANCHARLA:  We will.


MR. QUINN:  Okay.  I will move on.  I wanted to follow up on an undertaking -- sorry, initial interrogatory and then subsequently an undertaking response.  The interrogatory is reference B17.EGDI.FRPO.10.  It is up on the screen.  Is the panel comfortable with that?


MR. KANCHARLA:  Yes.


MR. QUINN:  Okay.  Thank you.  Basically, we were asking about the 4 percent increase in 2014 non-departmental operating and maintenance expense.


And the summary of the response was the reason for that was, to help with these capital projects Enbridge has added a senior vice-president of operations and a vice-president role accountable for the GTA projects.


Is that an adequate summary of the response, as you read it here?


MS. TROZZI:  Yes, I believe so.  We also referred to it again in the technical conference, TCU3.13.


MR. QUINN:  Very good.  Thank you.  If we could have that turned up.  That's where I was going.


MS. TROZZI:  Okay.


MR. QUINN:  So as a follow-up we asked about these new vice-president roles and asked what percentage allocation of salaries would go to capital and to O&M and what is the quantitative impact of these new positions on the capital and O&M budgets.


I'm going to read the responses, and then I'm going to seek clarification, but the initial response is 100 percent of the salaries referenced in interrogatory 10 are O&M expenses, and then subsequently the two roles' reference result in a 1.8 percent or $51,000 increase to the O&M budget.  There was no impact on FTEs.


With all due respect, I struggle to understand that.  First, let's -- if we deal with (a), 100 percent of the salaries are O&M expenses.  Are you referring to the salaries of these two new vice-presidents?


MS. TROZZI:  That's correct.


MR. QUINN:  So these two new vice-presidents, even though they are responsible for capital projects in the GTA and oversight of major capital projects, all their salaries go to O&M.


MS. TROZZI:  Yes, yes, that's correct.  Unless somebody knows differently.


MS. TORRIANO:  If I can just add, there is also the A&G capitalization, so there are two types of, I guess, departments.  There is your support type of departments, such as HR, IT.  They would be subject to an A&G capitalization, so in respect to the non-departmental for this particular group, I believe it's, subject to check, 7 percent capitalization under A&G.


MR. QUINN:  So these, they are not -- the result of these salaries, if I'm hearing you, 7 percent of it would go to capital, 93 percent would end up in O&M.


MS. TORRIANO:  That's correct.


MR. QUINN:  Okay.  So dealing then with the quantitative impact, the two new roles result in an increase of $52,000.  Spread across two roles, that is a $26,000 increase as a result of adding a vice-president and a senior vice-president?


MS. TROZZI:  That's correct, but they weren't new positions, they were existing roles, and they added on additional responsibilities to those roles and therefore --


MR. QUINN:  So they were formerly director positions or...


MS. TROZZI:  No, they were vice-president positions, but they added additional responsibilities on to their roles, therefore increasing the salary that we were paying those individuals.


MR. QUINN:  Okay.  Then if we go back to the original question, you've got a 4 percent increase which, if my memory serves, is about $115,000.  Your answer is that you've added $51,000 in terms of O&M for these two new vice-presidents.  I guess what you're telling us is the aggregation of these two, plus annualized increases, is the total of why you have a 4 percent increase in your non-departmental O&M?


MS. TROZZI:  No, that would just be a portion of the 4 percent.  The remaining increase in the budget would be due to basic salary merit increases for the rest of the individuals.  Subject to check, there could be some other increases as well, but I would imagine that a lot of it would be in the merit increases for the rest of the individuals.


MR. QUINN:  Taking the caution we had late last week, I'm not going to ask for an undertaking to break that out, but what you're saying is these two roles plus merit increases, and you've got 4 percent increases in salaries in these times.


MS. TROZZI:  Subject to check, yes.


MR. QUINN:  Okay.  I'll accept that subject to check, and I'll finish that, and those are my questions.  Thank you.


MS. CONBOY:  Thank you very much, Mr. Quinn.


Who have we got next?  I notice there are a couple of parties that are down for ten, 15 minutes.


MS. SEBALJ:  I think it's me.


MS. CONBOY:  Is it?


MS. SEBALJ:  And I will be more than ten or 15 minutes.


MS. CONBOY:  You will be.


MS. SEBALJ:  Yes.  I'm hoping to be able to -- Mr. Thompson kindly offered for me to take over some of his questions because he has other commitments today, so I will probably be closer to an hour.


MS. CONBOY:  Okay.  I see, however, we have got BOMA down for half an hour and APPrO for ten minutes, and I have CCC for 20 minutes, at least on the schedule I've got now.


Is there anybody that's -- I realize you are going next, but is there anybody that is prepared to go before the lunch break?


MS. SEBALJ:  I think Mr. Wolnik asked to go later in the order.  I haven't been able to speak with Mr. Brett.  I think people were anticipating I was next, so it would be -- I'm happy to break in the middle if --


MS. CONBOY:  Okay.  Go ahead, Ms. Sebalj.  Thank you.


MS. SEBALJ:  Thanks.


Cross-Examination by Ms. Sebalj:


MS. SEBALJ:  Good morning, panel.  My name is Kristi Sebalj, and I am counsel for Board Staff.  I am going to, as I often do, take a bit of a step back and start looking at this from a higher level.


Mr. Kancharla, I believe it was you who this morning took us through some of the global numbers, and just by way of sort of administrative questions, you -- the company filed an update on February 18th which included a new table 1 and a new table 2, which are now page 27 and 28 of Exhibit D1, tab 3, schedule 1, which is sort of the overarching evidence for this panel; correct?


MR. KANCHARLA:  That's correct.


MS. SEBALJ:  Okay.  And just so that I understand, table 1, it is truly an update.  The only thing that has -- that basically you've added 2017 and 2018 to that table, correct?


MR. KANCHARLA:  And 2013 actuals.


MS. SEBALJ:  Oh, sorry, of course.  That was the point.  And 2013 actuals, which left you, I guess, without space to do the deltas that were in the original table 1, but I guess my -- there is nothing incorrect about table 1.  These are just additions to that table, correct?


MR. KANCHARLA:  That's correct.


MS. SEBALJ:  Okay.  And similarly, for table 2, you've added the actuals there, 2013 actuals, correct?


MR. KANCHARLA:  That's correct.


MS. SEBALJ:  And you haven't added 2017 and 2018 to table 2; is there a reason for that?


MR. KANCHARLA:  The -- no particular reason.  I think for '17 and '18 we looked at the total average 2013 to 2016 other O&M and increased it by that, but we can provide that information.


MS. SEBALJ:  Sorry, can you say that again?  What did you do for 2017 and '18?


MR. KANCHARLA:  For 2017 and 2018, the other O&M has been escalated by the average of 2014 to 2016 increases.


MS. SEBALJ:  Okay.  That's fine, then.  I don't think I need the breakdown, if that's the simple math.


Then I wanted to ask about table 10.


MS. TORRIANO:  Sorry, can I just add something?


MS. SEBALJ:  Yes.


MS. TORRIANO:  In preparation for -- I'm not sure if it was an undertaking Mr. Thompson had requested, we provided a schedule, and that does include the breakdown for '17 and '18 by those categories you are asking.


MS. SEBALJ:  Okay.  So that's on the back table somewhere.  That was in preparation for today?  Or it was filed... just been filed.


MS. CONBOY:  Perhaps we could get a copy as well, please.


MS. SEBALJ:  Yes.


MS. CONBOY:  Does that have a reference number?


MS. SEBALJ:  No, it does not.  I was going to wait until you have a copy and then we could mark it.


So it is K7.2.
EXHIBIT NO. K7.2:  SCHEDULE WITH BREAKDOWN FOR 2017 AND 2018, BY CATEGORY.


MS. SEBALJ:  So if I'm looking over my tables here, this is by cost type, so this is indeed, as you indicated, a full update to table 2; is that -- is that an accurate assessment of what I'm looking at?


MS. TORRIANO:  That's correct.


MS. SEBALJ:  I see, and it includes the 2007 to 2012 as well.  Okay.  Thank you.


MS. TORRIANO:  Sorry, if I can also point out, this is the total O&M, so it would be all five categories.


However, Exhibit D1, tab 3, schedule 1, page 28 is just the other O&M department.  So that would be the difference.


MS. SEBALJ:  I see.  Okay.  You are right.  So table 2, which has been updated, is just other O&M.  This is all O&M.  And there is not an easy way -- is it broken out in this table to see other O&M?  Sorry, I'm just seeing this for the first time.


I guess it's not.  You have total gross O&M, total net, and then utility O&M.


MS. TORRIANO:  We could undertake to break that out, if you like.


MS. SEBALJ:  I mean, it would only be relevant for 2017 and '18, because you've done that already in table 2; is that right?


MS. TORRIANO:  That's correct.


MS. SEBALJ:  So, sure, if you could do that for 2017 and '18, that would be helpful.


MS. CONBOY:  Let's give that a number, please.


MS. SEBALJ:  Yes, it is J7.5.
UNDERTAKING NO. J7.5:  TO PROVIDE BREAK-OUT OF OTHER O&M FOR 2017 AND 2018.


MS. SEBALJ:  Okay.  So if I go back to what I view -- table 1, I view as sort of the high-level table with respect to O&M, which is broken out by the five categories, the last of which is "Other O&M."


Mr. Kancharla, this morning you pointed out in your chief that the change between 2013 actuals and 2014 budget is less than inflation, you said, a 1.4 percent increase; is that correct?


MR. KANCHARLA:  That's correct.  1.47 percent.


MS. SEBALJ:  But by my math, if I do a change between 2013 actuals and 2018 budget, I get somewhere in the vicinity of a 14 percent increase.  Would you take that, subject to check?


MR. KANCHARLA:  Subject to check, yes.


MS. SEBALJ:  So essentially you've been emphasizing the chain between '13 and '14, which arguably is the smallest change, is it not, in a year-over-year sense during the plan period?


MR. KANCHARLA:  Between '14 and '15 as well, I think it increases by a similar amount.  It is a small amount as well.


MS. SEBALJ:  Okay.  And you will agree with me that a 14 percent change is well in excess of inflation, even over the period?


MR. KANCHARLA:  If we were to comment on what's causing those increases as well, I'll refer to our main evidence.  In Exhibit D1, tab 3, schedule 1, page 18, and page 19 as well, we could look at how we have provided the year-over-year increases.


So what's causing the increase to be the 14 percent that you have just mentioned, on page 19 we can look at the major drivers of change from 2016 to 2015 budget.


The first set of numbers provided a 2.1 percent increase, but one of the big costs in 2016 onwards is the WAMS IT hosting, is the work asset management system IT hosting support cost, which is costing at 4.1 million from 2016 onwards.


That is causing the increase of 4.1 percent for the year 2016 to 2015, and that WAMS hosting continues for the years '17 and '18.


MS. SEBALJ:  Is this the largest driver of the change between '15 and '18?


MR. KANCHARLA:  Between '15 and 18, yes, that's one of the largest drivers.


MS. SEBALJ:  And when you say -- and we've obviously heard from the WAMS panel, but when you say "IT hosting," you are talking about increases to internal resources because this is being brought in-house?


MR. KANCHARLA:  Just some background probably you heard from the WAMS panel as well, why we culled it out separately is in the current arrangement with our service provider, the WAMS hosting is done by an external service provider at approximately a cost of $9 million.


And what the WAMS team is proposing to do in the next update is to bring the WAMS hosting in-house.  And actually there is a saving here of $4.1 million.


So from a cash flow perspective, we used to have an outflow of close to 9 million, whereas by hosting it in-house, it is costing us 4 million.  And the increase in O&M is -- compared to the first arrangement, was because of the capitalization that was done for the old system, I think it used to be done at 90-10, 90 capitalization and 10 percent O&M.


So the 9 million that was costing us earlier, only 10 percent was shown in the O&M, but now bringing it in-house, there is a cash flow reduction.  We believe that is actually an inefficiency of the hosting of WAMS, but we are expensing it 100 percent and that's the increase that it's causing us from '16 onwards.


MS. SEBALJ:  So basically it's moving from one budget into another budget?


MR. KANCHARLA:  At a decreased level.


MS. SEBALJ:  At a decreased level?


And if I look at -- you talked this morning also about of these five categories on table 1, really other O&M is where your evidence is focussed.  And my understanding is for the other four categories -- customer care CIS, DSM, pension and OPEBs, and RCAM -- those are -- the numbers in that table are essentially estimates, and that they'll vary depending on how the math -- what the math ends up being when you actually apply the Board-approved methodologies; correct?

MR. KANCHARLA:  That's correct.  All the -- for customer care, that's a separate agreement.  Demand-side management follows a different application process.  Pension and OPEB has a variance account, and RCAM needs to follow the RCAM methodology.


MS. SEBALJ:  Correct, but the numbers in that table for that reason are not -- they are not final numbers, correct?  Or are they?


MR. KANCHARLA:  For the customer care, it is as per the settlement agreement that's there.  For the demand-side management, I think it's a placeholder.


MS. SEBALJ:  Okay.  And for RCAM as well?


MR. KANCHARLA:  For RCAM it is similar to another O&M.  This is our forecast number.


MS. SEBALJ:  Right.  Thank you.


Just moving to the question of the budgeting process, which you also spoke to a bit this morning, we've heard that it was a bottom-up process, and as I understand it, each department prepared their budgets, and there was a bit of an iterative process.  Each department prepared their budgets.  Those were submitted to the executive management team.  The executive management team sent you back, said, Not good enough, and that occurred twice?  Is that my understanding?  There were two iterations?


MR. KANCHARLA:  That's correct, the first iteration was a bottom-up approach that provided us with a higher number than where we wanted to be, and then the regulatory IR team recommended that we need to be at close to inflation, and that's when we adjusted the second iteration to be close to that, and that's what is filed.


MS. SEBALJ:  And we heard a lot about the budgeting process for capital in this process, and we also, of course, have been through budgeting processes for your cost of service rebasing proceedings.


Is the process that you used in preparation for this application any different from those?


MR. KANCHARLA:  In many ways it is similar to all the budget processes that we followed historically.  We would like to hear from a bottom-up approach about the business needs that is required.  As a large organization, dealing with aging infrastructure and existing people and existing assets, we would like to hear from the front line what is required to run a business, so that's what the bottom-up approach involves, and we provide some guidelines in terms of any assumptions, however, the customer has of the economic forecast.


So that's what is provided first.  So from that perspective it is very similar what we have done.  The minor difference here in providing this IR term budget is that when we received the first iteration and we saw the increase, there was a direction from the IR team and the executors to keep it close to inflation, following the principles of the incentive regulation, what is expected too.


And in that process, as you heard from Mr. Lapp as well, departments have identified few opportunities, and few opportunities still need to be found, but as an organization we are committed close to that inflation increase, and as presented here.


MS. SEBALJ:  Okay.  And when the -- when you were approached by the -- you called them the IR team, I think, do you know whether they had a -- did they give each department a number and say, Not good enough.  It's got to be below this number?


MR. KANCHARLA:  Again, IR team is basically financed on regulatory team.  If I can refer to you page in Exhibit D1, tab 3, schedule 1, page 10, paragraph 19, these were some of the guidelines that were provided to create our budget that was eventually filed.  Here we state the inflation, approximately 2 percent, was applied for the years, assumptions set on salaries and wages, you heard from Ms. Trozzi as well, to keep FTEs flat, and in section D we call it the discrete items related to WAMS and security deposits, and E deals with the bad debt expenses.


So these were some of the guidelines that were provided to keep our budgets close to the inflation levels.


MS. SEBALJ:  So when you looked at that -- and I had read that evidence -- I just want to understand in a bit more detail.  So you go back with each of your departments, and you -- essentially you do the math, right?  You hold FTEs flat, you hold bad debt, or whatever is applicable to your department, you come up with a number, and you find a way to get to that number.  Is that what happened?


MR. KANCHARLA:  That's correct.


MS. SEBALJ:  I mean, not all of these considerations will be -- obviously inflation rates and FTEs affect every department, but some of them are not going to have an impact.


MR. KANCHARLA:  That's correct.  In fact, what you articulated was correct, was departments were forced to keep to the inflation levels and find opportunities, even though there are some cost pressures that we need to find efficiencies to come -- or meet the budget expectations.


MS. SEBALJ:  Okay.  Thank you.


And then in paragraph 21 -- so if we just flip the page from where you just took me -- it says:

"Table 3 below sets out the O&M budget production from the initial first iteration to the final second iteration."


And then -- that was not the quote I was looking for, but somewhere in here it says that you were -- basically you were required to come up with budget reductions.  Are budget reductions the same as productivity improvements, in your view?


MR. KANCHARLA:  Productivity improvements could be a subset of cost reductions.  And in both staff interrogatory 19 that Ms. Torriano referred earlier as well, probably, if I can take you there as well...


MS. SEBALJ:  Sorry, I think the paragraph I was looking to take you to, just for your information, is paragraph 13, where you apparently got a budget letter that said each department would be asked to find cost savings and efficiencies.


I mean, to my mind those are two different things, and that's sort of the question I'm asking you, is, a budget reduction is a budget reduction.  An efficiency is something different, is it not?  Finding a way to do more with less.  The same inputs, more outputs.


MR. KANCHARLA:  It could be a combination of both.  Like, productivity offsets, as I said, could be a subset of cost reductions, but the details of how departments do, Mr. Lapp can add as well.


MR. LAPP:  I'll just add that, like, a cost reduction is not adding FTEs, whereas a productivity initiative is more like doing things to get the same outcome with less resources.  So in the case of locates, for example, using some of the examples I used to actually reduce the costs.


MS. SEBALJ:  Exactly.  And so I'm wondering if -- in response to this budget letter, you obviously came to a conclusion with respect to cost reductions, because that's what we -- what we see in this application is the result, but were there lists provided by department of places where the departments could find efficiencies?


MR. LAPP:  Again, I wouldn't say there was lists of these, but again, each department would look to how they operate their respective departments on how they can be more productive, and they would always be doing this, but in the case of, say, in the operations area, that's where I look to things such as enablers, such as technology.  There could be another -- another example that has been looked at is the use of keyhole technology for excavation.


So a big driver of maintenance cost is excavations.  You dig holes.  You have to backfill them and reinstate them.  So the smaller the hole, the less reinstatement costs that you would incur.


So expanding the use of new technology such as that would also help us.


MS. SEBALJ:  I guess I'm just trying to get a handle.  I'm sure there are a myriad of potential efficiencies in a company as large and as sort of -- there are probably many areas.  I'm just trying to get a handle on what, if any, of these programs were identified during this budgeting process.


I mean, we're hearing about things like keyhole technologies and ALAs, and GPS is mentioned in the application now, but I'm wondering at what stage -- what does that mandate look like?  What did it look like at the budgeting process, in terms of finding efficiencies?


MS. TORRIANO:  Just with respect to what Mr. Lapp was mentioning, if I could take you, just as an example, to Exhibit D1, tab 13, schedule 1, page 17.

So embedded in each of the department O&M evidence, there is a section called "Productivity" and this is an example for the operations department.


So they list several of the initiatives that they're going to undertake to achieve productivity.  In paragraph 39, where they mention:

"Through the increased use of technology."


That would be an example of what Mr. Lapp was mentioning around the keyhole technology.


So they did identify certain areas that they would be looking at to try to achieve the O&M target.


MS. SEBALJ:  Am I correct in assuming that that was at a high -- did you put numbers around any of that?  Did you know what you might be able to achieve --


MS. TORRIANO:  No.


MS. SEBALJ:  -- at that stage?


Okay.  Because as I read this evidence, I agree that there are a few things mentioned, but there's also quotes in paragraph 38:

"The operations department has not conclusively identified all the ways that it will do this."


And then paragraph 40:

"For instance, customer productivity improvements are being analysed from both the technology and process improvement perspective."


So the sense I got from the application is that you were given numbers; you found a way to work within those numbers for the purposes of your budgeting exercise.  You've identified in Board Staff 19 and in TCU3.14, I think it is, where you have to get to -- in other words, what the budget would look like if you weren't going to build in these productivity changes -- but you don't have a plan with respect to how to get there yet?


MR. KANCHARLA:  It is not complete, yeah.


MS. SEBALJ:  Where is it?  At what stage are you?


MR. LAPP:  A keyhole is actually a very good example, because what you are looking for is new applications of this technology.


So we've looked at it for new construction, we've looked at it for maintenance, we've looked at it for -- as a precursor to locates.  We've used this technology knowing that one of the biggest cost components of work is digging holes and backfilling them and reinstating them.


So we will continue to always look at new applications, because it is not only the cost of doing those, but it's also what types of operations you can do from the surface.  So as an example, you might install an anode on a steel main from surface, which will reduce costs because you are not actually digging a bigger hole.


You know, you do get a side benefit of employee safety because you are not actually going into the excavation.  So in order to enable this, you need to have the tools developed that help you do this.  So we work with some of our manufacturers to help develop the tools to increase the use of this technology.


MS. SEBALJ:  And that's helpful, and I understand that it's obviously not going to be a static list.  This will -- you are applying for five years, so over the five years there will be all kinds of technology improvements and possibilities for efficiencies.


I just wanted to get a sense of how you were going to work within the numbers that you've provided at TCU3.14.  I mean, you're looking for $43.3 million in 2018.  That seems to me to be a significant amount of money on a 2018 budget on -- just make sure I'm comparing it to the right thing -- I guess the total O&M budget of -- which table to pick?


Anyway, in the realm -- in the range of 500 million, 460 million, you are looking for $43.3 million in efficiencies?


MR. LAPP:  I just wanted to add on the keyhole or even other technologies, we work a lot with associations such as the Canadian Gas Association, American Gas Association and best practices programs, to look at how other utilities are tackling the same problems.  And we will bring those back here where we see fit.


MS. SEBALJ:  Thank you for that.


The other question I had about productivity more generally is I'm hearing from different panels and different areas, different departments, of where they may have identified directionally where they will go with efficiencies and some others where I don't think it's been developed at all.


Is there anyone in the organization that's been tagged with the responsibility of overseeing how you're going to meet these targets that you've set for yourself, those numbers I was just reading to you from TCU3.14?


MR. KANCHARLA:  Yes, if I may answer -- and finance and regulatory are closely involved here, but in addition, we identified -- because it is required for productivity reporting purposes, there is an individual identified to speak to various departments, identify the productivity initiatives because it is required for reporting purposes, as well as to mitigate some of the cost pressures that we are seeing here.


MS. SEBALJ:  Okay.  And that person is within regulatory and finance?


MR. KANCHARLA:  There is a group called business analytics group.


MS. SEBALJ:  I wanted to talk a little bit about this concept of not adding any incremental FTEs.  You say at paragraph 28 of that same overarching exhibit, D1-3-1, D1, tab 3, schedule 1:

"The decision to not add any incremental FTEs means that all employees will have to be more productive in order to accommodate increasing work requirements with the same staffing levels.  By continuing to focus on prioritizing and streamlining their work, O&M departments are anticipated to accomplish significant productivity gains during the three years."


Then it goes on, and your evidence shows that FTEs will not only be held flat, but there's actually going to be a decline year over year as a result of attrition; is that correct?


MR. KANCHARLA:  That's right.  And in the table 4 of the main evidence, we show a marginal decline in the FTEs over that term.


Ms. SEBALJ:  And you've talked to other -- other panels have spoken to the fact that this is probably, on a couple of these goals, including bad debt and FTEs, that it's just not –- you're not actually likely to hold FTEs flat, and your bad debt is not actually likely to stay at 9.5 million, for instance, but these are the productivity efficiencies that you are going to find to make up for the difference; correct?


MR. KANCHARLA:  That's correct.  Ideally, we'd like to keep the FTEs flat, and that's what we're recommending for ratemaking purposes, but if the business needs an FTEs increase to pursue the opportunity -- but what we are committing is to keep the dollars related to the FTEs flat.


Similarly with bad debt expense as well, the risk is borne by the utility here.  What we are requesting here is a bad debt expense close to the 2013 levels.


It goes back to your earlier questioning as well.  What we are demonstrating here is there are some real cost pressures, whether it's merit increases or resources needs, or the activities that Mr. Lapp was required.


There is increased activities and it would require increased resources, and what the company has committed is to keep the cost increases close to the inflation, what we requested here.


Yes, the productivity list is not fully baked yet.  The departments are working on finding -- they have found a few opportunities -- there are a few examples provided here -- and they will pursue further as well, but as a company we are committed to mitigating the cost pressures that we've shown here.


MS. SEBALJ:  Is there a -- are there any projections by department of what they are actually going to need for FTEs, as opposed to the requirement to hold it flat?


MS. TORRIANO:  If I can take you to Board Staff 19?


MS. SEBALJ:  Yes?


MS. TORRIANO:  On page 2 of 3, under (b), FTEs, you can see 2.8 million.  As an example, in 2014 you have 2.8 million.  So basically that represents 47 FTEs, so it's 47 FTEs for each of those three years.


MS. SEBALJ:  Sorry...


MS. TORRIANO:  So that would have been included in the initial ask.


So I think you were asking:  What were the number of FTEs that remained flat?  Was that your question, Ms. Sebalj?


MS. SEBALJ:  No, actually.  That's what you've put in your application; what I'm asking is whether there is anything out there from departments that says:  You may be telling the regulator that you are holding these things flat, but we can't possibly live with that, and so we know we are going to need three more FTEs, or surely -- I mean, you've said in your application holding FTEs flat doesn't really mean holding FTEs flat, it means baking in the number as though you did, and then finding efficiencies to deal with the fact that you can't actually do that, so I'm just wondering if you have anything from any of the departments saying what they realistically think they are going to need, under obviously the cost-pressure environment, I understand that, but surely the departments have identified what they are going to need.


MS. TORRIANO:  If I could take you to D1, tab 3, schedule 1 on page 11, table 3.  That was the table you were referencing before, Ms. Sebalj.


MS. SEBALJ:  Table 3?


MS. TORRIANO:  That's correct.


MS. SEBALJ:  So that's showing the 1,208 FTEs?


MS. TORRIANO:  Sorry, page -- oh, table 3, I'm sorry, D1, tab 3, schedule 1, page 11, table 3.


MS. SEBALJ:  Sorry.  I happen to be at tab 13 and it had a table with FTEs in it.  Sorry, I can just look at the screen.  So what is this showing me, sorry?


MS. TORRIANO:  So the first iteration, the initial budget, would have been, you know, crafted by each of the individual departments, and basically they would put forward the requirements, identifying the cost pressures, the FTEs required in order to run the business, so included in that first iteration would have been in 2014, as an example, 47 FTEs, but then when the mandate came down to keep it at inflation, the 47 FTEs were removed, and that represents that 2.8 million productivity savings, in essence.


MS. SEBALJ:  Okay.  I guess that sort of indirectly answers my question.


I know that you have, in your evidence, budget numbers with respect to training, and you have evidence with respect to why your training budget is increasing.  I'm assuming that some of that training has to do with helping existing employees become more efficient as a result of the fact that there will be the same lot doing more work; is that accurate?


MS. TROZZI:  I can answer that.  On a training budget --


MS. CONBOY:  Your mic.  Thanks.


MS. TROZZI:  Sorry, the training budget that is held within the HR department is -- does not specifically focus on employees becoming more productive.  We have, however, a significant amount of dollars that is focused on leadership training, because we realized we have a lot of new leaders in the organization that need some leadership qualities, and part of that is focusing those leaders on encouraging their employees to be as productive as possible in the workplace, looking for efficiencies, so the training dollars are really on the leaders leading the employees to do the best work that they possibly can be doing.


MS. SEBALJ:  Okay.  Thank you for that.  And I was going to ask a few questions, and I don't want to get into an academic debate, but obviously -- and nor am I an HR expert, but there is obviously some significant literature out there about how much more you can get out of the same employee or the same group of employees, and that there is a sweet spot, basically, where you push too hard and you actually end up, you know, getting some negative returns on your investment.


And so I was interested to know what, from an HR perspective, is being done to deal with this -- to deal with this increased emphasis on productivity.


MS. TROZZI:  And you are absolutely correct in your statement.  But -- so I guess wholly what we're doing for our employees across the board -- and we do measure employee engagement as well to make sure that we do have programs that are keeping employees engaged and wanting to be working for the organization and doing the best they can.


Part of that is the work that we're doing with leaders on effective performance reviews and effective conversations with employees, so making sure that they understand what they're doing, why they're doing it, the value that they bring to the organization.  As well, we'd like to keep employees engaged with other programs we have, continuous learning on their part, making sure that they're growing their skills, making sure that there is opportunities for them to do different kinds of work in the organization.


Certainly our benefit programs engage our employees to want to work for Enbridge.  You know, we have a number of health-related programs that keep people engaged.  So there is a variety of activities that are going on in the organization.


MS. SEBALJ:  Okay.  Thank you.


MR. LAPP:  I think I can -- sorry, I might just add on the training side, with the technical training centre that's just been put into place over the last year or two, this has really helped in the -- particularly in the technical-training area, because the field employees are actually doing practical training in an environment which they will see in the field, which is a lot different than classroom training, which would have been done previously.


So this helps to engage the employees, because they've actually got hands-on facilities there that they can actually simulate something like a third-party damage response or even fixing a leak or finding a leak, et cetera, so that has really helped to engage employees as well.


MS. SEBALJ:  Switching gears, I just have a couple of small areas that I wanted to hit on.


Ontario hearing cost variance account, at D1, tab 18, schedule 1, you have Ontario -- I don't know that you need to turn it up, but Ontario hearing costs at 8 million for 2014 and then 6 million for each of the rest of the planned term years, this seems high to me, given that you're anticipating approval, I'm assuming, from this Board of something that keeps you out of the hearing room for five years.


Do you have actual spend projections for 2015 to 2018?  I see your budget is 6 million, but what -- how does that break out?


MR. KANCHARLA:  I'm not an expert on this, but I think the Ontario hearing cost, there is a variance account related to this, so I think what the regulatory team has put forward here is an estimate of what the potential hearings cost could be during the IR term.


MS. SEBALJ:  And does anybody know what hearings you are anticipating within that budget amount?


MR. O'LEARY:  I don't mean to interrupt, but there is a panel that will be up, I presume, the week after March break that will deal with the deferral and variance accounts, and the witnesses on that panel might be in a better position to respond to your questions, Ms. Sebalj.


MS. SEBALJ:  Okay.  That's great.  Thank you.


I was also wondering for system integrity and reliability, we've talked with other panels about the integrity management program, and I'm wondering -- you have a table, I think it's your table 10 -- where you have a line item, because this is the "by department", I think.  I'm trying to find it.  Line 2 at table 10, it says on my  -- oh, pipeline integrity and engineering, yes.  Line 2 at table 10.


I'm wondering if -- that encompasses more than the integrity management -- the O&M costs related to the integrity management program, does it not?


MR. LAPP:  Yes, this one also includes damage prevention costs, locates, which is a big component of it.


MS. SEBALJ:  And are you able to break out what is attributable to the integrity management program?


MR. LAPP:  Yes, I believe we can.


MS. SEBALJ:  Could you do that by way of undertaking?  That -- I'm assuming that's easier than...  It's J7.6.


MS. CONBOY:  Thank you.

UNDERTAKING NO. J7.6:  TO PROVIDE A BREAKDOWN OF WHAT IS ATTRIBUTABLE TO THE INTEGRITY MANAGEMENT PROGRAM WITHIN TABLE 10


MS. SEBALJ:  And at paragraph 29 of D1-3, schedule 1, I think...


No, I think --


MS. TORRIANO:  Excuse me, Ms. Sebalj, I just had a question on the undertaking.  D1, tab 17, schedule 1 is the O&M evidence for the pipeline and integrity department.


MS. SEBALJ:  Yes.


MS. TORRIANO:  So on page 5, what further breakdown were you looking for?


MS. SEBALJ:  I don't see -- I actually looked at that, and I don't see any line item that said -- and I had a whole bunch of questions to get to my point.


So thank you for helping me along.


MS. TORRIANO:  Okay.


MS. SEBALJ:  I didn't see a line item that said "integrity management program," so I'm assuming that the integrity management program cut across these 14 line items, and I was looking for a number just for "integrity management program"; does that make sense?


MS. TORRIANO:  This is the integrity management department, so it would be all items.


MS. SEBALJ:  No, there is something called the integrity management program, which is a specific program related to the new TSSA regulations.  I think I just heard that there is a subset of these numbers; is that right?  That these numbers include more than just the IMP, which is a specific program?


MS. TORRIANO:  So for example, the ILI, those types of break-outs?


MS. SEBALJ:  Well, I don't know.  You know what's within your integrity management program and what isn't.  If you are telling me these are one and the same, that's great, but I had heard that there was more to this than integrity management program.


MR. LAPP:  This table that Ms. Torriano is referring to is the pipeline integrity and engineering budget by cost type.  So you are looking for the breakdown by -- you are looking for the break-out of the pipeline integrity management program; correct?


MS. SEBALJ:  Correct.


MS. TORRIANO:  Thank you.


MS. SEBALJ:  Am I okay just to go to 12:30, another five or so minutes?


MS. CONBOY:  Sure.


MS. SEBALJ:  I am trying to find where I... I have a reference here that I can't find, so I'm going to skip -- the concept that I was -- there is a statement in your evidence that talks about how the capital budget for system integrity drives additional cost on the O&M side.


And I just want to -- that relates to the undertaking I just provided to you.  I just want to know what costs on the O&M side are being driven by the integrity management program.


MR. LAPP:  Okay.  We will break it out, but I believe what could be coming out of that is the inline inspection program and what that drives, could -- driving repairs or replacements.


MS. SEBALJ:  Once you have a better look at the pipe and you actually end up doing more work than you would have?


MR. LAPP:  Yes.  Once you look at the pipe or you analyze some of the assets, that type of thing.


MS. SEBALJ:  Just a quick question with respect to the short-term incentive program.  You have a fairly significant description of this in your evidence at D1, tab 3, schedule 2.


I have written down "page 4" -- oh, yes, so at page -- the bottom of page 3, you talk about including measurable and clear metrics to the company scorecard.  So prior to that, you talk about the use of scorecards at the business unit level, and my understanding is this isn't new; this has been part of the short-term intensive program for some time; correct?


MS. TROZZI:  That's correct.


MS. SEBALJ:  And then you talk about examples of metrics that individual employees are measured against, I assume.  And at the top of page 4 it talks about safety, customer satisfaction, financial performance and pipeline integrity.


And perhaps this has been asked in a previous case -- and I apologize if that's the case -- but have we seen -- has this Board seen an example of the scorecards that are used, to your recollection?


MS. TROZZI:  To my recollection, no, but I'll ask my other panel members.


MR. KANCHARLA:  Again, I'm trying to think -- once we provided a scorecard, I -- but it's subject to check.


MS. SEBALJ:  And I'm assuming the scorecards, are they the same throughout the organization, or they would be different by department?


MS. TROZZI:  So there would be one scorecard for EGD, Enbridge Gas Distribution, that would go into the calculation for the STIP payout.  Also there is a component of the Enbridge Inc. scorecard which would be different, that has a component of the calculation as well.


MS. SEBALJ:  So the STIP payment is entirely organization-based?  It is the success of the organization that determines?  I thought that there was an employee portion.


MS. TROZZI:  There is.  There is.


So there's three components; there's the Enbridge Inc. scorecard, Enbridge Gas Distribution scorecard and then individual performance.


MS. SEBALJ:  And the pool, which is increasing over the plan term -- I think it costs about $21 million a year -- that's a pool of money, and it's not an -- it's entirely merit-based; is that correct?  Sorry, it is company-based  -- sorry, company goals, which you just said, but then the employee qualifies based on their own performance?


MS. TROZZI:  That is correct.


MS. SEBALJ:  So does everyone get a STIP program payment if EI and EGD meet their goals, and then it increases if the individual employee is a better than average performer?  Or --


MS. TROZZI:  Yes.  You would have to -- for individual performance, there needs to be a minimal score.  I believe it's 2.7.  I -- I'd have to check on that, though, but any performance level lower than that, you would not get a STIP payout.  And then it would increase.  Depending on if your performance level was higher, you would get a little bit of a higher payout.


MS. SEBALJ:  And I notice that the 2013 actuals were slightly higher than what there was for the budget for STIP payments.


Does the pool always get used in its entirety?


MS. TROZZI:  Over the last five years, yes.


MS. SEBALJ:  And then one quick one with respect to RCAM.  You are proposing amounts in the 32 to $36 million range in each year of the plan.  And you mention in your evidence that the RCAM wasn't specifically Board-approved because it was part of an overall envelope.


And I'm wondering -- and there was also this concept of an RCAM consultative, which, as I understand it, had been in place and the company had voluntarily agreed to continue with the consultative; is that an accurate statement?


MR. CHHELEVDA:  That's correct.


MS. SEBALJ:  And when is the last time -- when is the last time that the -- were these proposed amounts subjected to an RCAM consultative?


MR. CHHELEVDA:  So the 2013 amounts were not.  2012 and prior were, and we do plan on continuing the consultative in the future.


MS. SEBALJ:  Okay.  And so these budget amounts have not been subject to any consultation?


MR. CHHELEVDA:  No, they have not.


MS. SEBALJ:  And my understanding is that there is some Board approval of how the RCAM is determined; correct?


MR. CHHELEVDA:  That is correct.


MS. SEBALJ:  And that you've applied that and that's what's in the budget?


MR. CHHELEVDA:  Correct.


MS. SEBALJ:  But those are subject to change; is that correct?


MR. CHHELEVDA:  They would be subject to change based on actual performance.  So in 2013, applying the methodology, the forecast came in at 32.1 million, the actual was at 35.6.  So it was actually higher than what was actually recovered in rates.


MS. SEBALJ:  And the RCAM declines in your budget, but then it spikes up in 2018.  And that's just based on projections of how...


MR. CHHELEVDA:  So that was based on the fact that for 2017 and '18, we used the same escalation factor that we use for other O&M.  However, given that there is a true-up mechanism, if the amount is higher than what actually occurs, then that that would be factored in at that point in time.


MS. SEBALJ:  Thank you.  Those are all of Staff's questions.


MS. CONBOY:  Thank you very much.  We will break for an hour and return at 1:30.  Thank you.

--- Luncheon recess taken at 12:32 p.m.
--- On resuming at 1:34 p.m.


MS. CONBOY:  How did we do over the lunch break with that undertaking?


MR. O'LEARY:  Madam Chair, I came prepared to respond to that undertaking.  I do not as yet have it in a written format.  I am happy to do it orally, but there will be a written copy here in a matter of moments.  It just hasn't been typed up completely.  But I can provide, if it would be helpful right now, the evidentiary references which support all of the evidence-in-chief.


MS. CONBOY:  Well, why don't we -- who have we got going up next?  Ms. Sebalj, I think you said you were complete by --


MS. SEBALJ:  Yes, I was.  Yes.


MS. CONBOY:  -- before the lunch break?  Okay.  So --


MR. SHEPHERD:  I don't need to see that for this cross.


MS. CONBOY:  Oh, you don't need to see it for the cross.  Okay.


MR. SHEPHERD:  Not at the beginning, anyway.


MS. CONBOY:  Okay.  So let's wait and see.  We'll wait for the typed-out version.


MR. O'LEARY:  And that's great.  And given the limited amount of time, the only qualification I would add to that is I don't believe we've caught all of the evidentiary references.  These are the ones that we could locate, but all the areas that were addressed in-chief will be supported.


MS. CONBOY:  I'm sure Mr. Shepherd will let you know if there's any concerns.


MR. O'LEARY:  I have no doubt.  And the only other item, Madam Chair, is really just a housekeeping matter, is if we -- by our calculations we think there is about three hours left of cross-examination of this panel.


The next panel, which is panel 10, which is the GTA project and a related deferral account, that panel is not currently here, but if we did think that, based upon the timing of my friends and their cross-examinations, that we might reach them today, then we can send out an APB.


MS. CONBOY:  Okay.  Who have we got?  We've got Mr. Shepherd, you're next, and then I believe after that we have Mr. Thompson, and/or Mr. Brett after.  Is that -- have I got that right?  Oh, Mr. Wolnik.  Okay.  Sorry?  Yeah, I was just going to say I think we're going to -- I think this will take us to the end of the day, Mr. O'Leary, and we can start with panel 10 in the morning.


MR. O'LEARY:  All right.  Thank you very much.


MR. QUINN:  Madam Chair...


MS. CONBOY:  Yes.


MR. QUINN:  Well, I just want to confirm something.  I spoke to my friends this morning.  I booked, unfortunately, a meeting that I need to fly to for Wednesday, the only day I could book about a month ago, and so I need to be leaving on a plane tomorrow afternoon, and I spoke to Enbridge on Friday about having panel 11 precede panel 10, as --


MS. CONBOY:  Oh, I see.


MR. QUINN:  -- gas supply, and I understood this morning that that was the commitment.


MR. O'LEARY:  We are content with that.


MS. CONBOY:  Okay.


MR. O'LEARY:  Panel 11 will start tomorrow morning, but in the event that we were going to get to the next panel today, we thought --


MS. CONBOY:  You were going to go with --


MR. O'LEARY:  -- panel 10 would be the next one.


MS. CONBOY:  Understood.  We will start off with panel 11 tomorrow.


MR. QUINN:  Thank you very much.  I appreciate that accommodation.


MS. CONBOY:  Okay.  Mr. Shepherd?


MR. SHEPHERD:  Thank you, Madam Chair.

Cross-Examination by Mr. Shepherd:


MR. SHEPHERD:  Witnesses, my name is Jay Shepherd.  I know some of you, but I don't know others.  I am counsel for the School Energy Coalition.  I want to start with a couple of things that came up came up in your direct evidence or in your previous cross, just to clean them up.


The first, Mr. Kancharla, is for you.  You talked about the increase in your -- from 2013 budget to 2013 actual.  You recall that, right?


MR. KANCHARLA:  That's correct.  I was referring to 2013 actuals and comparing to 2014 budget.


MR. SHEPHERD:  Well, you also talked about actuals being higher than Board-approved, right?


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  And so I'm looking at D1-3-1, page 28, which Ms. Sebalj referred you to, I think, as well.  I just wanted -- I wanted to try to figure out what was the difference between Board-approved and actuals for 2013.  And it's true, isn't it, that of the $5.5 million increase from Board-approved to actual, 5.1 million of it is in lines 6 and 7, "outside services" and "consulting"; isn't that right?


MR. KANCHARLA:  That's correct.  A big portion of it is in the outside services.


MR. SHEPHERD:  Okay.  And is any of that to do with this proceeding?


MR. KANCHARLA:  In terms of the 2013 actuals?


MR. SHEPHERD:  Yes.


MR. KANCHARLA:  What we are referencing to is from our actual experience what is the requested amount in 2014, 2014 requested amount.


MR. SHEPHERD:  Well, no, you went $5.1 million over budget on those two items.  Did you go over budget because of this proceeding?


MR. KANCHARLA:  It was not due to this proceeding, but we are demonstrating our actual experience in terms of cost pressures from our 2013 experience.


MR. SHEPHERD:  Well, you agreed, voluntarily agreed, to a number of 219.2 million for this, right?


MR. KANCHARLA:  That's correct, as was part of the settlement.


MR. SHEPHERD:  Did you not plan to achieve that?


MR. KANCHARLA:  As I mentioned in our evidence-in-chief is Enbridge would certainly prefer to come at lower cost, but the cost pressures that the company has faced in 2013 has resulted in our 2013 actuals coming higher.


MR. SHEPHERD:  It was a straightforward question, Mr. Kancharla.  When you agreed to 219.2 million did you intend to achieve that level, yes or no?


MR. KANCHARLA:  That's correct, it was part of a whole settlement, and we wanted to be at twenty-nineteen (sic).


MR. SHEPHERD:  Okay.  And you went $5.1 million over on your outside services and consulting.  Do you know what that variance is caused by?


MR. LAPP:  I can probably help with that.  Part of it is due to locates.


MR. SHEPHERD:  Okay.


MR. LAPP:  So increased locate volumes that I mentioned earlier.


MR. SHEPHERD:  Okay.


MR. LAPP:  So that drives -- that's an outside service.


MR. SHEPHERD:  All right.  And that's because you estimated low or because you just had more activity than you planned, than normal?


MR. LAPP:  A little bit of both.  Because of the passing of Bill 8 there was higher activity through the Ontario One Call, plus there was a lot of construction activity in our franchise area that was driving up locates.


MR. SHEPHERD:  And you are anticipating that that's going to calm down now.


MR. LAPP:  No, I anticipate it's going to increase.  I think I mentioned that earlier.


MR. SHEPHERD:  Okay.  All right.  Then the second area that I want to clean up is this question of the interaction between your productivity built into the plan and the SEIM.  And I wasn't sure I understood that.  So let me just ask you briefly about that.  You talked about this with Mr. Janigan.


You've claimed productivity, OM&A productivity, over the five years of $172.4 million, right?  That's from TCU3.14.


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  Sorry?



MR. KANCHARLA:  That's correct.  I'm looking --


MR. SHEPHERD:  Microphone.


MR. KANCHARLA:  From the TCU -- you are right.


MR. SHEPHERD:  All right.  So that 172.4 million, if you actually achieved that, that qualifies for the SEIM, right?  Subject to the limits, all the other conditions of the SEIM, that all qualifies, right?


MR. KANCHARLA:  As explained by the panel 1, I think what we are seeing is that the productivity initiative as already identified will not qualify for the SEIM application.  So it has to be over and above the productivity initiatives that we are showing here.  But again, the SEIM has a criteria and new delta essentially in the panel 1.


MR. SHEPHERD:  Well, no, I'm sorry, I'm not trying to get into the mechanics of the SEIM.  I'm just trying to understand that you haven't given us a list of $172.4 million of productivity initiatives, have you?


MR. KANCHARLA:  That's correct, we haven't.


MR. SHEPHERD:  You've given us a list of something?  What's the total that you've told us about?


MR. KANCHARLA:  This total refers to the total cost pressures that the company is facing, so we don't have, as the morning we dealt with in the cross-examinations, departments are pursuing different productivity initiatives.  They are not completely quantifying it.


MR. SHEPHERD:  Okay.  So how much of that $172.4 million would not qualify for the SEIM because you've already told us about it?  The whole amount?


MR. KANCHARLA:  The whole amount.  I think what we are suggesting, as what you heard from panel 1 as well, is what we identified here already does not qualify under SEIM.


MR. SHEPHERD:  So then you have to show us -- to qualify for the SEIM, you have to show us something in excess of $172.4 million of productivity savings.


MR. KANCHARLA:  That's correct, because this is our requested O&M amount here, what you've seen is -- includes these cost pressures, so it has to be over and above the requested amount.


MR. SHEPHERD:  I didn't see anything in the SEIM evidence that said:  Deduct $172.4 million.  So -- and I certainly didn't understand that you were saying that that wasn't included.  In fact, I heard you say to Mr. Janigan, in fact, some things might qualify that's in this total; isn't that what you said?


MR. KANCHARLA:  I think from an initiative perspective, it has to fall under the criteria that SEIM has in which -- so there is a criteria that you discussed in panel 1 that all the productivity initiatives need to fall under that, but from a dollar perspective, or what company identifies under this 172 million, they would not qualify under SEIM.


MR. SHEPHERD:  It's a little bit unfair to ask you about the SEIM, right?  Because that's not really your bailiwick, right?


MR. KANCHARLA:  At least this panel is not considering that.


MR. SHEPHERD:  You are involved in the SEIM, though, right?


MR. KANCHARLA:  No, I was not involved as closely.


MR. SHEPHERD:  Okay.  So I wonder if you can undertake to confirm that until you demonstrate productivity initiatives in excess of $172.4 million, you won't be able to claim a SEIM.


MR. KANCHARLA:  That's a fair thing.  I'll confirm.


MS. SEBALJ:  J7.7.
UNDERTAKING NO. J7.7:   TO CONFIRM THAT A SEIM CANNOT BE CLAIMED UNTIL THE COMPANY DEMONSTRATES PRODUCTIVITY INITIATIVES IN EXCESS OF $172.4 MILLION.


MS. CONBOY:  Thank you.


MR. SHEPHERD:  The next thing is I want to ask about WAMS, because I couldn't get enough of it in the capital panel.


And so you talked about the increase from 2015 to 2016 in OM&A because of the $4.1 million hosting costs, right?


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  And you actually see that -- I wonder if you could turn up D1-3-1, page 19.


MR. KANCHARLA:  I'm here.


MR. SHEPHERD:  You may have actually taken us to that during your direct.  So you see that?


MR. KANCHARLA:  Yes.


MR. SHEPHERD:  And there's the 4.1 right there on line 7?


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  Here's what I don't see there.  I don't see the $900,000 that you are currently paying to Accenture backed out.  Where is that?


MR. KANCHARLA:  It's not identified separately.


MR. SHEPHERD:  So you identified all sorts of other things that were well below $900,000, but you forgot that one?


MR. KANCHARLA:  We haven't forgotten it.  I think when the IT department has developed their budget, this was the amount that -- which was coming in-house, that we culled it out separately as 4.1.


MR. SHEPHERD:  No, I guess what I'm concerned with here is that you're talking about the major drivers, and you're adding some but you're not taking off the directly related component.


The actual incremental cost of that is $3.2 million, right?  Not 4.1?


MR. KANCHARLA:  Related to WAMS service that is provided, you are correct.


MR. SHEPHERD:  Thank you.


Still on WAMS, you talked in your -- I don't know whether this was your direct or somebody's cross, about the fact that there is a decreased level of costs for this function, because although the 4.1 million is higher than the 900,000 before, now you own it and so you don't have that $8 million of capitalized component, right?


MR. KANCHARLA:  I'm not an expert on the WAMS side.  Conceptually what I was trying to demonstrate here is that this 4.1 is the cost of WAMS hosting cost that we felt we could normalize, because in an earlier agreement it is a separate service agreement.


MR. SHEPHERD:  Well, but in fact, the 4.1 isn't all the cost of WAMS, right?  There is also an 8 or $9 million a year cost in revenue requirement for the capital cost, right?


MR. KANCHARLA:  That's right, but I can speak only to the O&M impact that WAMS hosting is causing here.


MR. SHEPHERD:  So when you said there was a decreased overall cost, what did you mean?


MR. KANCHARLA:  When I'm talking about the existing contract, which has -- which is more from a cash flow perspective that I was referring to, there was a current service charge that is translating into 4.1 from a current higher level.


MR. SHEPHERD:  I'm sorry...  I'll let it go.


I wonder if you could turn to D1-3-1, page 27.  Actually, you know what?  Before you do that, could you go to page 4 of that exhibit, D1-3-1, page 4?  This will be more understandable if I do it in this order.  Do you have that?


MR. KANCHARLA:  Yes.


MR. SHEPHERD:  So what this talks about is the fact that your O&M budget of 400-odd million dollars is not all -- some of it flows through, as opposed to -- it has special arrangements, right?


So for example, customer care CIS, which is around a little over 25 percent of your budget, that's a separate deal, right?


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  And that flows through as a Y factor?


MR. KANCHARLA:  It's a forecasted amount.  I don't know if it's a Y factor in the proposed model.


MR. SHEPHERD:  Okay.  Well, will you accept it, subject to check, that it's a Y factor?


MR. KANCHARLA:  Okay.  Subject to check, but we haven't...


MR. SHEPHERD:  Have you not asked for it as a Y factor?


MR. KANCHARLA:  No, it is one of the buckets that it is a forecast amount from the settlement agreement, so whatever the number is, it will be shown in the allowed revenue calculation.


MR. SHEPHERD:  Okay.  I'm sorry, I thought it was a Y factor.  I thought your proposal was that it was a Y factor.


MR. KANCHARLA:  Maybe we are dealing with terminology here.  Subject to check, I'll confirm.


MR. SHEPHERD:  Well, I wonder if you could undertake to clarify that for us, because if it isn't, I have a whole bunch of other questions about that.


It -- can you undertake to verify that?


MR. KANCHARLA:  Yes.


MS. SEBALJ:  It's J7.8.
UNDERTAKING NO. J7.8:  TO CONFIRM WHETHER CUSTOMER CARE CIS IS TREATED AS A Y factor.

MS. CONBOY:  Thank you.


MR. SHEPHERD:  Then the -- will you accept, subject to check, that your customer care costs from 2013 Board-approved to 2018 are expected to go up by 4 percent a year?


MR. KANCHARLA:  Subject to check, the budget is.


MR. SHEPHERD:  Yeah.  It's true, is it not, that this special treatment of customer care and CIS, this is not something that other utilities in this province have protection on, is it?  Is there any other utility that you know of, including Union Gas, that has this similar level of protection for customer care costs?


MR. KANCHARLA:  I'm not involved in the customer care.  I'm not aware of similar arrangements.


MR. SHEPHERD:  Will you accept, subject to check, that no other utility has this sort of protection?


MR. KANCHARLA:  I'm not aware of it.


MR. SHEPHERD:  Is there some other panel I could ask of this?


MR. O'LEARY:  I'm not sure, Madam Chair, that there is any panel being put forward to come in and give evidence about what is the state of any regulatory mechanism applicable at another utility in respect to customer care.  I'm just not sure we have anybody that can speak to that.


MR. SHEPHERD:  All right.  Well, I'll deal with it in argument, I'm sure.


MS. CONBOY:  Mr. Shepherd -– okay.


MR. SHEPHERD:  The next is RCAM.  And RCAM, will you accept, subject to check, the year forecasting is it will increase by 2.3 percent per year?


MR. CHHELEVDA:  We're actually not projecting a 2.3 increase year over year.


If you would go to the -- Exhibit D1, tab 4, schedule 1, attachment 1, you will see that what we're projecting is from '13 to '14, projecting an increase, and then a decrease from '14 to '15, a further decrease from '15 to '16, and then an increase in '17 and '18.


MR. SHEPHERD:  Okay.  And yet you disagree that the total increase over the five years does not average 2.3 percent?


MR. CHHELEVDA:  I haven't done a calculation, but if -- I'll -- subject to check, I can accept that.


MR. SHEPHERD:  Okay.  Now, is the company proposing that the RCAM amount be a pass-through?


MR. CHHELEVDA:  Well --


MR. SHEPHERD:  Or is this a budgeted amount?


MR. CHHELEVDA:  Correct.  A budgeted amount.


We're just -- we are proposing that we would follow the same treatment that we've been following in the past, that that --


MR. SHEPHERD:  And was it a pass-through in the past?  Was it a Y factor?


MR. CHHELEVDA:  No, it was not a Y factor.


MR. SHEPHERD:  So then this budget that you're giving us, you're asking this board to lock it in right now, aren't you?


MR. CHHELEVDA:  So I -- yes, that would be correct, a correct assessment.


MR. SHEPHERD:  So I heard your discussion with Ms. Sebalj earlier about the RCAM, and I thought you were saying that it would be adjusted every year; is that not right?


MR. CHHELEVDA:  Well, there is a consultative, and I think it is a part of the ESM proceeding that there was a true-up mechanism that occurs, or true-up process.


MR. SHEPHERD:  There is a true-up.


MR. CHHELEVDA:  Yes.


MR. SHEPHERD:  Based on what?


MR. CHHELEVDA:  I am under the -- to the best of my knowledge, I believe it's the consultative process that would -- where we -- but I'll have to check that.


MR. O'LEARY:  Madam Chair, this panel really isn't the panel to be speaking to how all of the different aspects of the model will work and be adjusted in future, and I'm afraid that Mr. Chhelevda isn't the person to be asking those questions.


MR. SHEPHERD:  Well, I guess my difficulty is I asked the witness, are you asking the panel to approve these numbers.  He says, Yes.  Then he says, And we're going to change it every year, which sounds to me like a Y factor.  So, I mean, at some point I have to be able to ask somebody what is intended.


MR. O'LEARY:  And certainly the deferral and variance account panel would be one panel I could suggest, but as you know, Mr. Shepherd, RCAM is a number that was raised with each of the earnings sharing mechanism proceedings, and there was a type of true-up undertaken every year as a result of that proceeding.


MR. SHEPHERD:  Okay.  I'll move on on that one too.


In -- the next one is pension and OPEBs on the next page.  And you will agree that there are -- there is no question there is a flow-through of this, right, through the post-retirement true-up variance account?


MR. KANCHARLA:  There is a variance account with this.


MR. SHEPHERD:  And so whatever the costs are, they are.


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  Okay.  And then the last one is demand-side management, which is on the next page, and the DSM budget is set through a separate process, and it is set now to 2014; is that right?


MR. KANCHARLA:  I think it's been recently applied for 2014, yes.


MR. SHEPHERD:  And so -- so then you've just made an estimate of 2015, '16, '17, and '18 at 2 percent a year, right?


MR. KANCHARLA:  That's what is shown here.


MR. SHEPHERD:  Because I'm looking at this, and it says 2 percent per year for 2015 and 2016, but didn't you escalate the whole budget for -- by 3.12 percent for the other two years, or did that exclude DSM?


MR. KANCHARLA:  It excluded DSM.  What we have done is, since DSM is a separate application, this is more of a placeholder.  What we escalated by 3.1 percent was other O&M and the RCAM.


MR. SHEPHERD:  So DSM was just escalated by 2 percent.


MR. KANCHARLA:  Yes, because there is a separate application.


MR. SHEPHERD:  Awesome.  Thank you.  Now, the one thing I didn't see and hear is hearing costs.  You talk about all the things that are -- have a separate mechanism, but your Ontario hearing costs are also a flow-through, aren't they?


MR. KANCHARLA:  There is a variance account for a hearing cost.


MR. SHEPHERD:  So that's about $6 million a year, but it's really whatever it is, right?


MR. KANCHARLA:  That's correct, and there is another panel to address the variance accounts.


MR. SHEPHERD:  That's fine.


So the reason I asked you about those things is I want to go back to your other O&M, because once you've dealt with all those, the only thing you have left to talk about really is other O&M, right?  And that's on page -- I'm taking you to page 27 of D1-3-1.


MR. KANCHARLA:  That's correct.  I'm here.


MR. SHEPHERD:  Do you have that?


MR. KANCHARLA:  Yes.


MR. SHEPHERD:  Okay.  And so I'm just looking at the other O&M line now, all right?  I'm not looking at any other lines.  And I guess my first question is, it's true, isn't it, that your target was inflation?


MR. KANCHARLA:  Yes, inflation was provided as a guidance to the departments to develop their budgets.


MR. SHEPHERD:  And you pushed all the departments away.  If they came in over inflation, you said, No, that's not what we told you.  Inflation, inflation, inflation; right?


MR. KANCHARLA:  That was done, and we had some discrete items like the interest on security deposit or the WAMS that we laid on top.


MR. SHEPHERD:  Okay.  And, now, that's not inflation on a per customer basis, that's overall inflation, right?  You've said in a number of places that whatever the additional costs associated with having different additional customers, you just have to find somewhere to get that money, right?


MR. KANCHARLA:  For the new customer additions, that's what we -- from an operational perspective, we -- we've considered there is a cost pressure from an operations perspective for attaching customers and maintaining them, but we did not have an incremental increase for that.


MR. SHEPHERD:  So you said 2 percent a year -- 2 percent is the inflation you used, right?


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  And you said, 2 percent a year, subject to exceptions, but we're not going to give you any more money, because you have more customers to look after, right?


MR. KANCHARLA:  The inflation rates are provided in the interrogatories as well.  That's correct.  And our guidance was to come close to inflation, but again, if there are some discrete items to be called out, we called them.


MR. SHEPHERD:  All right.  So the reason why I asked that is because if you just calculate from the 219.2, what the compound inflation rate is for those five years, your compound inflation rate is actually 3.12 percent, not -- not 2 percent, right?


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  And it's true, isn't it, that if you add your other O&M budget for the five years you get 1-billion-205.3 million?  Will you accept that subject to check?


MR. KANCHARLA:  Subject to check, yeah.


MR. SHEPHERD:  And it's true, isn't it, that if you took the 2013 Board-approved and escalated it by 2 percent a year, the total of those budgets would be 1-billion-163.6?  Will you accept that subject to check?  It's just 2 percent per year.


MR. KANCHARLA:  Inflation factor also that we -- again, I wanted to be sure that the inflation factor that we considered here was 2.24 percent?  That's the inflation factor.


MR. SHEPHERD:  That's not what your evidence says, so maybe you could help me with this.  Your evidence says 2 percent.


MR. KANCHARLA:  If I could refer to Exhibit I.A2.EGDI.CME.6.


MR. SHEPHERD:  Yes.


MR. KANCHARLA:  We provide the inflation targets that were considered for developing the O&M budget.


MR. SHEPHERD:  Sorry, what was the reference again?  CME 6?


MR. KANCHARLA:  A2.EGDI.CME.6.


MR. SHEPHERD:  Okay.  Aha.  So then when you say in D1-3-1, page 10 an inflation rate of approximately 2 percent was applied, that's not quite exactly true, unless you take approximately pretty broad, because it was actually about 2.24 percent, right?


MR. KANCHARLA:  That's correct, and that's what we clarified with this interrogatory response.


MR. SHEPHERD:  And your 2.24 percent inflation rate is from a consensus forecast of some sort?


MR. KANCHARLA:  This is from our Concentric Energy advisors, our consultant who has developed the inflation


MR. SHEPHERD:  Oh, so it's a benchmark amount.  It's not inflation at all, is it?  It's benchmark.


MR. KANCHARLA:  Concentric Energy advisors were on the panel earlier as well, so these inflation rates could be found in their report as well.  What they've considered here is that -- and what we used here is a two-component inflation of the Ontario hourly labour wages rate and the GDP IPI FTD.


MR. SHEPHERD:  So then if we wanted to compare what you've asked for with inflation, in your mind the correct inflation rate is 2.24, and I should inflate these -- that 219.2 by 2.24 percent per year, right?


MR. KANCHARLA:  With the guidance provided for the inflation rates that we use; that's correct.


MR. SHEPHERD:  All right.  The next area I want to talk about is your budget process.  And I wonder if we could start with TCU3.14.  You have here a -- the other O&M amounts before the productivity savings that you beat into the budgets over your budget process, right?

MR. KANCHARLA:  That's correct.  These were numbers from the first iteration, yes.


MR. SHEPHERD:  So you had a $219.2 million other O&M for 2013; correct?


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  And so the budgets that came in said:  Well, we need another $32 million; is that right?


MR. KANCHARLA:  That was the first iteration we received.


MR. SHEPHERD:  Is it accidental that that's a 15 percent increase, almost exactly?


MR. KANCHARLA:  These were built up bottom-up, so the percentage correlation, I cannot talk...


MR. SHEPHERD:  It is just accidental?


MR. KANCHARLA:  Accidental.


MR. SHEPHERD:  All right.  So in a normal year, if your departments came to you and said:  By the way, next year we want 15 percent more, after you stopped laughing would you give them the 15 percent?  Or would you cut it back?


MR. KANCHARLA:  And that's what we have done here.  The budget process ensures that we first understand the business needs and then look for ways to reduce the costs, like any other organization would do.


MR. SHEPHERD:  You wouldn't give them 15 percent, right?


MR. KANCHARLA:  That's correct.  And that's where -- we want to understand the business needs for the request for the 15 percent as well.


MR. SHEPHERD:  Well, it wouldn't be needs if you are saying no, would it?  If it were needs, you'd give them the money, right?


MR. KANCHARLA:  It is important for the management -- Enbridge is a large organization -- that we understand from the front lines what the business needs are, so even in the first iteration, also, I would assume all the departments have considered seriously all the needs to maintain a safe and reliable distribution network.


MR. SHEPHERD:  So they said they needed an additional $32 million and you said no?


MR. KANCHARLA:  The requirement from the management at that time was that was the direction provided, is let's aim for -- these numbers are high.  Let's aim for keeping the O&M closer to the inflation.


MR. SHEPHERD:  So you are not giving them as much as they need?


MR. KANCHARLA:  That's correct.  We wanted the departments to go and find efficiencies, or look at prioritize more in terms of initiatives.


MR. SHEPHERD:  Well, it wasn't quite so much as finding efficiencies, was it?  It was:  You can't add these new FTEs, sorry.  Right?


MR. KANCHARLA:  That's right.  There were a few direct indications that we referred earlier as well.  Like, for example, bad debt expenses, FTEs.  Those kind of direct examples were given as to how to come close to the inflationary increases.


MR. SHEPHERD:  Well, if they needed an additional $32 million -- you keep repeating the word -- and you only gave them 8, doesn't that mean that you are planning right now to operate the system in an unsafe and unreliable way?  Doesn't that stand to reason?


[Witness panel confers]


MR. KANCHARLA:  I think what we are indicating here is the needs exist, but what we are saying is as an organization, let's look at ways to be efficient, but if it's required to spend, the utility will take the risk of spending it.


And that's one of the case that we saw in 2013 as well, is even though the Board-approved was 2019, if it was required to spend more to maintain a safe and reliable, the utility has taken the risk in 2013, we'll do so in the IR term as well.


MR. SHEPHERD:  Well, your departments have already told you they need more, right?


MR. KANCHARLA:  What the management has requested the departments is:  Look at ways to be more efficient in providing the same outcomes.


MR. SHEPHERD:  It is not unusual for the departments to ask for a 15 percent budget increase from the previous year, is it?


MR. KANCHARLA:  This is a bottoms-up approach.  That's what all departments have looked at the needs and provided us.


MR. SHEPHERD:  Sorry, it was a straightforward question.  Is it normal, in your experience, for the departments to ask for substantial increases in the first go-round of the budget process, in the order of 15 percent?  Is that perfectly normal?


MR. KANCHARLA:  It depends.  And I think it --


MR. LAPP:  I would say that's not normal, like, to ask for increases in the order of 15 percent.  As Mr. Kancharla said, and I believe I talked at a high level in my examination-in-chief, in the operations area, for example, you build it up from grassroots.  So you see what the assets are, what the requirements are, what are the types of things you are going to have to be faced with, and then you build it from there.  And then what you do is once the top-down -- to look to keep it to inflation, then you look at how and what areas you can look for productivity improvements.


MR. SHEPHERD:  So if a 15 percent initial wish list is not normal, then what is normal?  Something less?  Something more?


MR. LAPP:  I'd certainly say something less.  I don't have what that exactly would be.  It could be different depending on the year.


MR. SHEPHERD:  Okay.  So you say this was a grassroots approach, so I wonder if you could turn to TCU2.19, the attachment, which is your "EGD budget assumptions and guidelines."  Do you have that?


MR. CHHELEVDA:  Yes.


MR. SHEPHERD:  And I'm looking at page 2 of that document.  Because you've talked -- and I've heard you say so many times a grassroots budget, grassroots budget, building from the bottom up.


But what this says here, I think, is that for capital expenditures and for other revenue and for municipal taxes, they're zero base -- start from the bottom and build it up -- but for O&M and for FTEs, it is incremental and the approach to your budgeting is to identify changes from the settlement agreement; isn't that right?


That's not grassroots at all?


MR. KANCHARLA:  It is a grassroots as well.  We ask them to look at the incremental additions that they required from their 2013 budgets.  So if compared to -- for example, in the FTEs, you would look at your current complement of FTEs and what are the FTEs that are required.


They need to look at their current complement to come up with an incremental requirement for the future years.


MR. SHEPHERD:  That's not the same as saying:  How many people do I need to do this function?  That's to say:  How many more people do I need to perform this function next year?  Right?


It's a different question?


MR. KANCHARLA:  It's a different question, but I think to be efficient as well -- and all the departments know their actives and they know the current complement of FTEs, so it is a combination of looking at their current complement and looking at the incremental, so...


MR. SHEPHERD:  So when you ask them:  How much more do you want from 2013, they said 15 percent, which is more than they would normally ask for.  And you said:  That's not okay.  We're going to give you less, right?


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  So what they said they needed, they didn't actually need, did they?


MR. KANCHARLA:  I think as Mr. Lapp has mentioned as well, is that was a high increase but the departments were asked to look at ways to doing it more productively.  Right?


MR. SHEPHERD:  I wonder if you could go in that same exhibit to page 5 –- actually, the bottom of page 4 is best.


And what each department was told to do is provide a what they call a "driver-based budget analysis year to year," and there is actually a template for it, right?  On the next page?


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  And are those in the evidence?


MR. KANCHARLA:  They are not in the evidence here.


MR. SHEPHERD:  If we looked at those, they were to add up to this 256 million for 2014; right?


MR. KANCHARLA:  That's correct.  It would add up to the first iteration numbers.


MR. SHEPHERD:  Is there any reason why they couldn't be provided?


MR. KANCHARLA:  I think for the relevance for this application, what we are requesting is the second iteration of our budget, not the first iteration.  So that's -- and we show the cost pressure here as well, in terms of an aggregate number.


So that's why we have not included here.


MR. SHEPHERD:  You claimed that you found $172.4 million of productivity in the budget process.  You are saying that you don't think it's relevant where you found that?


MR. KANCHARLA:  We have explained in the Board Staff 19 where the cost pressures are.  The details are provided here, and I was talking about the templates.


If you go to Board Staff A2.EGDI.STAFF.19, the details are provided here of -- at least this shows the three years number that you are referring to, so if you add, in page 1 here, 16.5 for 2014 is the cost pressure for 2014, and on page 2, if you add the FTs and bad debt expenses of 7.5 million, I think those numbers add to the previous exhibit that you are referring to, of 24 million it adds up to.


MR. SHEPHERD:  Okay.  I'm not sure I completely followed that, but all right.  I'd still like to see those driver-based analysis, unless they are unavailable.


MR. O'LEARY:  Madam Chair, I mean, we've heard already from the panel about the questionable value in terms of what the company is currently asking for, but for us to now produce a number of pages, this is certainly something that could have been asked in an IR, and certainly something at the technical conference, and our submission is that it is inappropriate to be asking for it at this stage.


MR. SHEPHERD:  Madam Chair, the phrase that was first -- first appears in TCU2.19, which is a technical conference undertaking.  This is our first opportunity to ask for this information.


MS. CONBOY:  One moment, please.


DR. ELSAYED:  Maybe I can just ask a question related to that that I was going to ask.  Do I understand it correctly that you have those cost pressures, and you've identified a number of initiatives to deal with them, but you have not quantified what each of those initiatives would be to counteract those cost pressures?


MR. KANCHARLA:  That's correct.


DR. ELSAYED:  So you have not estimated the savings resulting from each of those initiatives.


MR. KANCHARLA:  That's correct.  We identified the initiative, but we have not quantified, but the company is committed to live to this and mitigate the cost pressures.


MR. LAPP:  Maybe I could help just from just reiterating in my examination-in-chief for locates as an example.  On Board Staff 19 it talks about the increased volume of locates of 2.6 million in '14 and so forth in the next couple of years.


The two initiatives I had talked about briefly, that alternate locate agreements and the locate alliance consortium, are the types of initiatives that we would undertake to try to mitigate that cost pressure.


DR. ELSAYED:  But you have no assurance that the total benefit from those initiatives will equal the cost pressures that you are facing.


MR. LAPP:  Well, we're not sure, but we will undertake to continue to try to expand those initiatives, because we know what the cost pressure is.


DR. ELSAYED:  Okay.


MS. CONBOY:  We will take the undertaking.  I believe the company is saying that they are going through these iterations to find their initial ask, and then where they're trying to find productivity improvements and cost savings, so I think it's a valid request.  If you could give that a number, please.


MS. SEBALJ:  Sure.  It is J7.9.  And just again, because we've been around the transcript, it is to provide the driver-based costs from TCU2.19 in the attachment at page 4?


MR. SHEPHERD:  It is actually -- page 5 is the template, so there would be a template for each department, I think.  Is that right?


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  Thank you.


MS. CONBOY:  Thank you.

UNDERTAKING NO. J7.9:  TO PROVIDE THE DRIVER-BASED COSTS FROM TCU2.19 IN THE ATTACHMENT AT PAGE 5 IN A SPREADSHEET FORMAT


MR. SHEPHERD:  Can I just ask -- sorry.


MS. SEBALJ:  I just couldn't remember if I'd actually said the number.  It is J7.9.


MS. CONBOY:  Yes.


MR. SHEPHERD:  Can I just ask, Madam Chair, is this in a spreadsheet format?


MS. CONBOY:  "This" being the undertaking or the --


MR. SHEPHERD:  Yeah, the templates that I've asked for, are they in a spreadsheet format?


MR. KANCHARLA:  That's how we received them.  I need to look at the data again.  It is the first iteration you get from various departments, different spreadsheets, how we consolidate.  I need to go back and look at...


MR. SHEPHERD:  It would certainly make life easier, Madam Chair, if we got it in that format.  If it's already in a spreadsheet format, if we got it in that format, that would make things a lot easier.


MS. CONBOY:  Thank you.


MR. SHEPHERD:  I wonder if I could -- I just have one other thing about the budget process.


MS. CONBOY:  Sorry, Mr. Shepherd, I was just looking at the transcript just to make sure "thank you" is clear.  Then what I am saying is, yes, if it is in a spreadsheet, please provide the undertaking response in a spreadsheet format.


MR. KANCHARLA:  Yes.


MS. CONBOY:  Thank you.


MR. SHEPHERD:  Thank you, Madam Chair.


So you have a number of things going on that are driving costs down, right?  You talked about GPS, for example, right?  That's going to drive costs down.


MR. LAPP:  Once they are fully implemented, absolutely, yes.


MR. SHEPHERD:  It's in the budget, though, right?


MR. LAPP:  The GPS is in the capital budget, yes.


MR. SHEPHERD:  Yes.  So it's going to drive costs down, right?


MR. LAPP:  It will once it's in place, yes.


MR. SHEPHERD:  Okay.  And similarly, things like WAMS, right?  You expect WAMS because it is a more up-to-date, more efficient system, I think we heard the capital panel say.  That will drive costs down too, right?


MS. TORRIANO:  I believe Mr. Akkermans yesterday mentioned that there could also be some additional costs, so there be efficiency come out of implementing that system, but as well additional costs.


MR. SHEPHERD:  Okay.  And similarly you have other things like -- you are going to put in place a new EnTRAC, right?  That will presumably save you some money.


MR. KANCHARLA:  There will be some.  We haven't seen that.  We need to know the particular system, when it is being implemented, and when it is coming in service to know the benefits.


MR. SHEPHERD:  I understand.  And I wasn't actually going to ask for details of each one, as much as I'd like to, but rather I just want to talk about how you build those into your budget process.  When you have things like that coming up, the GPS, for example, how do you build those cost reductions into the forecasts?


MR. LAPP:  Again, it is not built in explicitly, because we don't know exactly when all of the assets will be added to the GPS system.  What we are looking for in the interim is how would we use those technologies in the future, and we would project out from there.


MR. SHEPHERD:  Well, sorry, it's not built in explicitly or it is not built in at all?


MR. LAPP:  Well, it's, again, because of the productivity that is required to be built in, we will need to implement that in order to meet our targets.


MR. SHEPHERD:  Okay.  But you haven't estimated how much you're going to get out of that, so you hope to get something, but you don't know.


MR. LAPP:  Again, I have not quantified for each specific initiative, no.


MR. SHEPHERD:  Then how do you know you are going to be able to make the productivity targets, the 172.4 million, if you haven't bothered to look at what you are going to save from the things you know you are going to do?


MR. LAPP:  Well, we've looked at them, and again, it is depending on how the technology is rolled out into the assets in the field, and then how those assets are used by the field, so I think I gave an estimate of what the potential savings could be, as on my example that I used.


Again, you could project that out into number of units, but again, we have not gotten through that complete exercise because we don't know exactly when all of the assets that we're talking about will be input into the system.


MR. SHEPHERD:  Well, I actually -- I had a note here somewhere in my notes about exactly that, that you estimated 3- to $400 per call and double that after hours, and my note is, and what are the yearly totals?


MR. LAPP:  That will depend on the mix of units, so as an example, emergency calls, we do 50,000 calls a year, but only a subset of that are ones that this would actually be applicable to.  Similar to that, we have valve inspections, valve repairs that are done.  Again, we do around 10,000 of those per year, and again, it is only a subset of those.  I don't know what the exact numbers are, but those are the types of -- those are two examples of job types that this technology will help us --


MR. SHEPHERD:  Well, if it is only $300 a call for 50,000 calls, that is $15 million a year, so presumably it must be a very small subset that it applies to.


MR. LAPP:  Well, yeah, and again, emergencies include everything from third-party damages, which we have somewhere between 1,500 and 2,000 a year, depending on the year.  There also are escape calls, where you are not actually -- it could be CO, it could be a number of things.


MR. SHEPHERD:  And you haven't attempted to forecast the benefit of GPS, in terms of dollars.


MR. LAPP:  We haven't done it on an aggregate basis, because, again, I'm not sure exactly how the roll-out to the GPS to all of the assets will occur.


The first intent of GPS is to GPS all of our new assets as they go in, as opposed to doing note-taking.


The next phase of this would be existing assets, such as valves and that sort of thing.


MR. SHEPHERD:  Well, you have a plan for the roll-out, right?  You know when you plan to put it in place, right?


MR. LAPP:  Again, the capital panel probably would have been best to talk about their actual plan of implementation of GPS, but the plan is to implement it on new assets and then existing assets throughout the system.


MR. SHEPHERD:  Sorry, I -- they would know about it, and they wouldn't tell you?


MR. LAPP:  Yes.  Well, they will certainly have the input of the operations groups in order to prioritize which assets, because there are a lot of assets that they could input into the system, such as meters, such as regulator stations, valves, tie-in fittings, et cetera, but there's also -- the new assets, as they go in, they can capture all these features as they go in the ground.


When you get into existing assets, that's when you have to actually go out and find them and then do the GPS readings on them.


MR. SHEPHERD:  And there is a roll-out plan, and you know what it is, right?


MR. LAPP:  I'm not sure of the details of the plan by year.


MR. SHEPHERD:  So why would your capital planning people not tell your operating people what the roll-out plan is for GPS, if it's so important?


MR. LAPP:  They would have a consultation process with all of the stakeholders.


MR. SHEPHERD:  But now they have a plan, right?  And they haven't told you?


MR. LAPP:  Yes.  They are consulting with us.  This is a multi-year plan, to GPS all of the assets.


MR. SHEPHERD:  Well, okay.  Is there a plan to roll this out now, or not?


MR. LAPP:  Well, it is.  It's -- there is a plan.  As I said, the initial part of this is getting the GPS on new assets.  The one thing that has to happen is you have to have a place to accommodate the data, and that's in the GIS system.  Once you get it in the GIS system, they have to be able to access that in the field and that's when the handheld devices for the gas technicians or the field supervisors comes into play.


So that's part of their plan.  Again, they are in the initial stages of trying to see how the data gets collected, how it gets input into the system, and how it gets accessed.


MR. SHEPHERD:  But you have a budget for this in this application, right?


MR. LAPP:  For the GPS plan, yes.  Right.


MR. SHEPHERD:  So you know how much you are going to spend.  Presumably, you know when you're going to spend it, right?


MR. LAPP:  Well, I believe it's in the capital evidence.


Are you talking about the GPS initiative?


MR. SHEPHERD:  Yeah.  I don't understand how the operating people wouldn't know.  Doesn't this affect you?


MR. LAPP:  Yes, it does.  So that's what I'm saying; it's a consultation that we have with the GPS project people on which assets they should prioritize and how we would access them.


MR. KANCHARLA:  Mr. Shepherd, if I can add to what Mr. Lapp is saying, departments, when they built their first iteration O&M, they look at all the needs and they come up with the budgets.  And then with the executed direction to keep the inflation to 2 percent, then what they have done at the department level is to match the budgets to the 2 percent.  So -- and we have identified the cost pressures that the departments have, and these are real cost pressures, the merit increases and the others.


So as the year progresses, the departments need to live to their requested amounts here, which is close to inflation.


And the examples that Mr. Lapp is giving or the -- some of the benefits that -- other systems that could bring in the benefits will help mitigating some of the cost pressures here.


MR. SHEPHERD:  I don't understand how that relates to my question, Mr. Kancharla.  I'm trying to find out what the impact will be of the GPS that was important enough to be included in your direct evidence.


I'm told that you don't know what the impact will be and you haven't built any in to your budget; isn't that right?


MR. KANCHARLA:  The budgets were -- matched to keep it to a 2 percent increase.  So implicitly, that's why we say embedded productivity, that initiatives like this will help mitigate -- even though they are not quantified currently, they will help mitigate some of the cost pressures that the company is facing.


MR. SHEPHERD:  You said 2 percent again, but it is actually 2.24, right?


MR. KANCHARLA:  That's correct, yeah.


MR. SHEPHERD:  All right.  Madam Chair, I have a good 30 to 40 minutes more.  At what time do you think that it would be appropriate to break?  Should I find a...


MS. CONBOY:  We'll go until 3:00 o'clock.


MR. SHEPHERD:  Hopefully I'll be done by then.  That would be good.  I want to ask about your O&M per customer.  And you've very helpfully given us some information on that, on page 22 of D11-3-1.


We are focussing on other O&M, right? Because the other things have separate --


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  -- things calculating them?


And these other O&M, these don't include the RCAM, right?


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  Okay.  So the first line here, "2016, constant dollars per customer," that factors out both growth and inflation, right?  It's per customer and it's constant dollars?


MR. KANCHARLA:  When you "growth" you're referring to...


MR. SHEPHERD:  Customer growth.


MR. KANCHARLA:  Customer growth?


MR. SHEPHERD:  Yes.


MR. KANCHARLA:  What we have taken here is -- maybe just to understand -- we looked at our other O&M costs, divided by the number of customers for that particular year, and then adjusted for the 2016 constant dollars.


MR. SHEPHERD:  Okay.  So am I right that the effect of that is to factor out, exclude the impact of customer growth and inflation?  Right?


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  Okay.  So by my calculations, you are proposing that from 2013 to 2016, you are going to have a 2.24 percent decline in your other O&M costs per customer; will you accept that, subject to check?


MR. KANCHARLA:  Subject to check.


MR. SHEPHERD:  And that's not the same 2.24 percent that we saw in the inflation numbers?  It's just accidental?


And so am I right that that 2.24 percent, that that is, in essence, measuring your net productivity over that period?


MR. KANCHARLA:  Net productivity could be one of the factors.


MR. SHEPHERD:  Okay.  Are there others that you can think of?


MR. KANCHARLA:  In going back to the morning conversations, if there are any -- as you said, from productivity or deferring of costs.


MR. SHEPHERD:  Or?  Sorry?


MR. KANCHARLA:  Any deferring -- the deferring of costs or its net productivity, going back to the definition of productivity.


MR. SHEPHERD:  Yes.  Understood.  Understood.  Okay.  So you had that – okay.  I get it.


And then the second line, "Nominal dollars per customer," that factors out growth, so your customer growth is not included because it is per customer, but it leaves inflation in, right?


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  And that shows a 4.44 percent increase from 2013 to 2016; will you accept that, subject to check?


MR. KANCHARLA:  Subject to check, yes.


MR. SHEPHERD:  And would you accept that that increase, because it's a per-customer increase, is effectively the equivalent of an I-X of 1.45 percent per year?


Or you can undertake to answer that, if this is sort of outside of your --


MR. KANCHARLA:  No, I am unable to relate it to an I-X here from an O&M cost per customer here.


MR. SHEPHERD:  Well, it inflates your costs at 1.45 percent per year, right?  4.44 is 1.45 percent times three years, right?


MR. KANCHARLA:  Okay.


MR. SHEPHERD:  And so that, in an I-X environment, would be inflation minus productivity, 1.45 percent, right?


MR. KANCHARLA:  Okay.  If you -- again, I'm trying to understand the relation from cost per customer, if you are referring to our first generation I-X on a revenue cap per customer.


MR. SHEPHERD:  Sure.


MR. KANCHARLA:  Is that what you are referring to?


MR. SHEPHERD:  Yes.


MR. KANCHARLA:  Okay.  Subject to check.


MR. SHEPHERD:  Okay.  I want to move, then, to a new example that was provided to you yesterday.  This document is headed up:  "Application of approved Union Gas 2014 to 2018 IRM plan to Enbridge OM&A budget."


MS. CONBOY:  And this is the same exhibit that was produced on a previous day?


MR. SHEPHERD:  This is identical to K1.3, I think, except that it's OM&A only.


MS. CONBOY:  So we will give it a new number?


MR. SHEPHERD:  Yes.


MS. SEBALJ:  K7.3.
EXHIBIT NO. K7.3:  DOCUMENT ENTITLED "APPLICATION OF APPROVED UNION GAS 2014 TO 2018 IRM PLAN TO ENBRIDGE OM&A BUDGET," SHOWING OM&A ONLY.


MR. SHEPHERD:  And you've had a chance to look at this between yesterday and today?


MR. KANCHARLA:  I had a brief look at this -- the information provided by you yesterday, but subject to check I'll try to answer it to my best...


MR. SHEPHERD:  Okay.  So the reason I -- the reason we've prepared this is we were trying to figure out to what extent your OM&A budget is driving your need to have this customized IR, and it appears from this that your OM&A budget is $17.4 million higher than you would get under the Union Gas formula.  Will you accept that subject to check?


MR. KANCHARLA:  Subject to check, but a couple of things I wanted to point out, Mr. Shepherd.  These are minor -- when I looked at this spreadsheet on line 7, the DSM that you had for the base here, it was 31.6, not 31.0, and the other one, which, going through the calculation as well, even though you removed the differences for pension, you have escalated pension by the 42 million, so it's not truly other O&M.  This calculation is benefiting of the pension escalation as well.  At least those are the two things I could quickly scan and find out.


MR. SHEPHERD:  Yes, Mr. Culbert mentioned the pension thing, although we never did get it corrected.  Would you undertake to correct this so it is a fair comparison?


MR. KANCHARLA:  It is your spreadsheet, and I -- I could change the number for the pension, but it is your spreadsheet here.  Yeah.


MR. SHEPHERD:  Okay.  I won't you ask you to do that.


What I'm trying to figure out here -- those two things that you are mentioning, those aren't going to add up to hundreds and millions of dollars, are they?


MR. KANCHARLA:  No, it is actually the pension -- the 17.4 could be higher.


MR. SHEPHERD:  By a little bit, right?


MR. KANCHARLA:  Yeah.


MR. SHEPHERD:  So see, here's the reason why I asked about this, is this assumes productivity of 60 percent of inflation, right?  That's the Union deal.


MR. KANCHARLA:  Yes, a 2 percent inflation --


MR. SHEPHERD:  Sure.


MR. KANCHARLA:  -- for the -- yes.


MR. SHEPHERD:  Yeah, so it is not the 2.24 you used, but it is 2 percent, which is what is referred to elsewhere.


And would you accept, subject to check, that this difference is actually -- the 17.4 difference is actually zero at a 40 percent X, a 40 percent reduction for productivity?  Will you accept that subject to check?


MR. KANCHARLA:  Subject to check, you asked me to validate the 17.4 difference with these assumptions of customer growth and inflation?


MR. SHEPHERD:  Okay.  And so the reason I'm asking this is it appears from this comparison at least that really what we're disagreeing about here is whether you should be held to a standard of 60 percent of inflation for productivity or you would like a lower standard, 40 percent or 30 percent or something like that, of inflation as the level of productivity.  Isn't that really the difference we're talking about here?


MR. KANCHARLA:  I think I am not fully qualified to talk on the Union model, but what we have proposed in our customer's IR model is a forecast of cost, and that's what we provided for the O&M as well, in terms of the forecast of O&M cost, and we went through that, in terms of discrete items that's causing the cost pressures.


So the assumptions on the inflation and the productivity factor may not apply what we are talking about in a customer's IR.  We provided our forecast of costs.


MR. SHEPHERD:  Okay.  I understand that.  Good.  That's very useful.


I want to -- I'm actually going to get to that particular subject in a second, but let me just close off this question of productivity, because I want you to go back to D1-3-1, page 22.


We saw that what you are proposing is a cost per customer increase of 1.45 percent, and under the Union model it would be 0.8 percent.  Isn't that difference essentially a productivity difference?


MR. KANCHARLA:  You are comparing two models, and we are isolating O&M in an I-X regulatory model, right, so it's -- the models are different.


MR. SHEPHERD:  All right, all right.  Again, I'll deal with it in argument.


I want to turn to benchmarking now.  I have, Madam Chair, six subject areas to go, although a couple of them are five-minute --


MS. CONBOY:  Thank you.


MR. SHEPHERD:  -- three-minute maybe subject areas.


On benchmarking, I have only a couple of questions.  I wonder if you could turn to page 29 of the Concentric report, which is A2, tab 9, schedule 1.


And it is page -- I think it is actually -- hmm.  Here we go again.  I'm now unable to find my reference.  I'll come back to this in a minute.


MS. CONBOY:  And it is not what Bonnie has up on the screen?


MR. SHEPHERD:  No, because what I'm trying to get to is the average growth rate of the study group, the OM&A growth rate of the study group in Enbridge, which I know is in here somewhere.  I didn't make these numbers up.  But I can't find it.  I'll come back.


So let me turn to a different area.  The cost pressures you're talking about, one of them you refer to is aging infrastructure.  And so what -- I was a little intrigued by that, because you will recall in the report from Pacific Economics Group one of the things that they indicated was that a difference between Enbridge and its peer group that Concentric chose was that you had sort of a newer, more up-to-date system.  You didn't have -- for example, you don't have any more bare-steel or cast-iron mains, right?


MR. LAPP:  Right.  That's correct.


MR. SHEPHERD:  Okay.  And so we looked at I.B18.EGDI.SEC.80.  SEC Interrogatory No. 80.  What we asked you to provide was a vintage chart for your assets.  And it looked to us -- and tell -- sorry, do you have that?  Go ahead.


MR. LAPP:  Sorry, I...


MR. SHEPHERD:  Madam Chair, while we're waiting, I will apologize for not doing a compendium.  I normally would, but the number of things that had to be done, I just couldn't get to it.  I apologize.


MR. LAPP:  Okay.  I could look at it on the screen, I think, for now.


MR. SHEPHERD:  Thank you.  What this looked like is that you didn't appear to have a particularly old system.  In fact, you appear to have a relatively modern system -- because of your very high growth rate relative to many other utilities, you in fact have -- the vast majority of your assets are -- are not old at all.  Isn't that true?


MR. LAPP:  The plastic assets, as you can see on the "plastic other", as an example.


MR. SHEPHERD:  Yes.


MR. LAPP:  Is all since plastic was introduced into the industry, and certainly with the amount of growth Enbridge has faced, that's where you see the large amounts of assets in that category.


But I take you back to the coated-steel row.


MR. SHEPHERD:  Sure.


MR. LAPP:  So you look at the -- anywhere from, say, 1950 to '59 through to '80 to '89.  Those are the assets that I'm talking about, so those are steel assets, coated and wrapped steel assets, that I think I mentioned in my examination-in-chief are -- some of them are up to 60 years old, yet the expected life is somewhere between 50 and 60 years.


MR. SHEPHERD:  Well, actually, something like 5 percent of your mains are pre-1960, right?


MR. LAPP:  Subject to check, I guess, yeah.


MR. SHEPHERD:  And isn't it true that just over 1 percent of your services are pre-1960?


MR. LAPP:  Again, subject to check with the numbers, yeah.


MR. SHEPHERD:  See, I put it to you that relative to the -- the other companies that you were compared to by Concentric, relative to those other companies, your system is actually a lot more modern, isn't it?


MR. LAPP:  Again, I'm not -- sorry, but I'm not familiar with the companies from the Concentric, but I can tell you, Mr. Shepherd, that the assets that I'm talking about, the protected, coated and wrapped steel, these are the assets that are -- have been in the ground for 50 to 60 years and may have been put in the ground when it was a grassed boulevard is now underneath the street.


And I know of mains in the city of Toronto that are now under the traveled portions of roads, where, when they were installed, were not; they were in the boulevards.


And that's the types of things that are driving our costs up, or one of the items.


MR. SHEPHERD:  I understand.  And so like any gas distributor, you will have some of your mains and some of your services that are easier to get and some that are not so easy to get at, right?


MR. LAPP:  Right.


MR. SHEPHERD:  But it's true, isn't it, that you have a relatively newer system than most other gas distributors because you're high-growth?  Is that not right?


MR. O'LEARY:  Madam Chair, I'm hesitant to interrupt, but my friend has referred this panel to a report that's prepared by a witness that, A, appeared earlier, and undertook research and produced a report, and that person should be speaking to it.


Certainly this witness could say whether or not he or she contributed to that report, but to start comparing Enbridge's asset base to an asset base which was examined by a completely different person on a different panel, I suggest would be inappropriate.


MR. SHEPHERD:  I'm not asking about Mr. Coyne's report, Madam Chair.  That's not -- if my -- if my questions sound like that, then I'm wording them badly.


MS. CONBOY:  But you are asking to compare to other...


MR. SHEPHERD:  I'm asking --


MR. O'LEARY:  A comparable group in the United States, as a matter of fact.


MR. SHEPHERD:  I had -- the witness said they have a problem with aging infrastructure.  My point -- and I'm trying to get him to agree -- is that relative to most other gas distributors, Enbridge actually has less of an aging infrastructure problem.  Isn't that true?


MR. LAPP:  Well, I would certainly not agree with that, especially for Canadian companies, because Enbridge Gas has been around for over 160 years, whereas a lot of the other companies have not.  But I do want to --


MR. SHEPHERD:  Sorry, and so because you've been around for 160 years, you have 160-year-old assets?  Show me on this page, please.


MR. O'LEARY:  Sorry, Madam Chair, he wasn't complete with his answer.


MR. LAPP:  I'm just trying to point out, Mr. Shepherd, that Enbridge has had -- has been in business a long time.  Yes, we do you have assets that are reflected in this table, but the other point I do want to make is that it's not only the repair of aging assets.  You still have to do operation and maintenance activities for new assets.


So when I talk about corrosion survey, leak survey, damage prevention, inline inspection, that's for all classes of asset regardless of the age.


MR. SHEPHERD:  Do you have any information -- have you done any studies, analysis or anything -- to determine whether your problems with aging infrastructure, from an operations point of view, are greater or less than other utilities?  Do you have any information on that?


MR. LAPP:  I don't have specifics with other utilities.


I know we work with other utilities on better ways to operate and maintain our systems, and we do talk about them, but we don't -- I don't have specific data, no.


MR. SHEPHERD:  Thank you.  I want to turn to another area that is -- that concerns me, and that is your STIP and LTIP.  So that's over to you?


MS. TROZZI:  I believe so.


MR. SHEPHERD:  And I just have two questions.  The first relates to STIP, and that's -- STIP has an EI component?


MS. TROZZI:  Yes, it does.


MR. SHEPHERD:  So you compensate employees at EGD based on things that are -- metrics that are based on EI results?


MS. TROZZI:  That would be --


MR. SHEPHERD: The parent company's results?


MS. TROZZI:  Yes, that's correct.


MR. SHEPHERD:  And so does the parent company pick up the tab for those?


MS. TROZZI:  No.  No.


MR. SHEPHERD:  But it is things that benefit the parent company, right?


MS. TROZZI:  But on the score –- the scorecard is very high-level, so essentially the belief is that a lot of employees can contribute to the success of Enbridge Inc. if they are doing a really good job in the job they do today, such as financial.  If everybody is smart about the money that we're spending and how we're spending it, it could, indirectly, benefit the larger company.


MR. SHEPHERD:  And what's the weight of the EI component in the STIP?


MS. TROZZI:  I don't have that with me now, but it does depend on the level of individual.  So for example, our executives -- I believe, subject to check -- the executives have a higher link to Enbridge Inc. than, like, a front-line Union employee would.


MR. SHEPHERD:  So the executives might have 50 percent and a Union employee might have 10 percent?


MS. TROZZI:  It could be.  I –- you know, certainly not that percentage, but yes, an example like that would be correct.


MR. SHEPHERD:  Do you calculate how much of the STIP each year is for each of the three scorecards?


MS. TROZZI:  Yes, we do.


MR. SHEPHERD:  So you know, for example, that 2013 STIP, how much was because of the EI scorecard, how much because of the EGD corporate scorecard, and how much because of the individual scorecard, right?


MS. TROZZI:  Yes we do.


MR. SHEPHERD:  Can you undertake to provide that information?


MS. TROZZI:  Yes, I can.


MS. SEBALJ:  It is J7.10.
UNDERTAKING NO. J7.10:  TO EXPLAIN HOW MUCH OF THE STIP EACH YEAR IS BASED ON EACH OF THE THREE SCORECARDS.


MR. SHEPHERD:  And then it is sort of a related question, but it is related to the long-term incentive plan.  Now, LTIP is stock-based, right?


MS. TROZZI:  That's correct.  Stock options, stock units and share units.


MR. SHEPHERD:  And they're all really driven -- we went through this in some detail a few years ago, but in essence they are all driven in terms of their long-term value by the stock price, right?


MS. TROZZI:  Sorry, by what?


MR. SHEPHERD:  By the stock price?


MS. TROZZI:  Yes, that's correct.


MR. SHEPHERD:  And you will agree, won't you, that increases in the value of the stock -- this is EI stock, by the way, right?


MS. TROZZI:  Right.  Yes.


MR. SHEPHERD:  That increases in the value of the stock benefit the parent company; true?


MS. TROZZI:  Yes.


MR. SHEPHERD:  And so we asked in SEC 70 and then we asked again in TCU3.1 why the parent company, which is getting some of the benefit of this, is not picking up some of the costs.


And your answer, as I understood it -- and you can turn to it if you wish, but I'm trying to shorten this, really -- your answer was:  Well, there was no -- there's no incremental cost associated with the benefits to EI, that you'd still have to pay the employees the same; is that basically right?


MS. TROZZI:  Basically the way we look at it is that it's part of the total compensation package, so they benefit no more, no less than they do on the rest of the total compensation package.


MR. SHEPHERD:  That's not quite what I'm asking, and that's not what I understood.


Enbridge Inc. benefits from increases in its share price, in a different way than -- tell me whether this is right -- than it benefits from good performance by EGD employees; true?


MS. TROZZI:  That could be correct.


MR. SHEPHERD:  And so what I'm wondering is why the benefit to EI associated with increases in their share price is not a cost for EI as opposed to a cost for EGD.  Why is that?


MS. TROZZI:  I'm not sure -- I'm not exactly sure what you're getting at, but essentially we want to reward employees for the organization doing well, and we want the employees to stay with us for a long period of time.  So that's why we provide these types of long-term incentives.


MR. SHEPHERD:  All of which benefits EGD.  I get that.


MS. TROZZI:  Yes.


MR. SHEPHERD:  But it's true, isn't it, that to the extent that employees do well in this, it's because EI's share price goes up, right?


MS. TROZZI:  EI's share price goes up based on company performance.


MR. SHEPHERD:  True.  Understood.  Understood.


And because EI's share price goes up, EI benefits.  It raises money at the lower cost, it has ability to expand, all sorts of things like that, right?


MS. TROZZI:  Sure, yes.


MR. SHEPHERD:  EGD doesn't benefit from those things, does it?


MR. CHHELEVDA:  Actually, EGD would benefit.  I mean, if EI can raise debt at lower cost, EGD would then benefit when we need to raise capital, so there would be a benefit to EGD.


MR. SHEPHERD:  And if EI can finance a pipeline, an oil pipeline, that doesn't benefit EGD at all, does it?


MR. CHHELEVDA:  If they're funding a pipeline for another business unit?  I would -- it would stand to reason that potentially EGD does not benefit from that.


MR. SHEPHERD:  All right.  I'm going to come back to the benchmarking stuff I had.  I have about -- Madam Chair, I have about another ten to 12 minutes.  So I can break or go on.


MS. CONBOY:  Do you want to go on?  Okay.  We'll go ahead another ten to 12 minutes, and then --


MR. SHEPHERD:  Thank you.  I want to go back to the benchmarking, because my friend Mr. Quinn has found what I couldn't find, and this is at page 30 of 125 of Exhibit A2, tab 9, schedule 1.  And actually, no, I'm going to go to page 25, which is -- page 29 is where I was in the first place.  I was right all along.


It is right, isn't it, that over the period from 2000 to 2011 Enbridge's O&M cost per customer has gone up significant -- at a significantly lower rate than the O&M cost per customer of the group of utilities in the United States that Concentric used, right?


MS. CONBOY:  Mr. Shepherd, I think we just need to give Bonnie a minute to get the right page up.  I believe it is 29 of 125?


MR. SHEPHERD:  I'm sorry, 29 of 125.  Where you were in the first place, Bonnie.  Just a matter of the angle of the line.


MR. KANCHARLA:  Again, this is work done by Concentric relative to the study group, but what we're seeing here is -- I mean, it's gone up.  I don't know if it's significant.


MR. SHEPHERD:  You see, here's what I'm trying to understand.  You've used the 2.24 percent.  You've said that's what your OM&A should escalate by, because Concentric told you, right?


MR. KANCHARLA:  Yeah, we use the two-component index recommended by them.


MR. SHEPHERD:  And yet I'm looking at what it's gone up previously, and it looks like it's gone up at a much lower rate than that, and so I don't understand why you think that now it should go up faster than before.


MR. KANCHARLA:  Again, in the inflation recommendations -- I'm not an expert here is, but where this Concentric report has provided here, earlier it was used GDP IPI FDD, whereas now they consider two component, which includes the Ontario hourly wage rate and the GDP IPI FDD, which they felt that -- which demonstrates more of the cost trends there, and that's why we used 2.24 percent.


MR. SHEPHERD:  All right.  I'll ask you -- I'll approach this from a different point of view.  It is probably unfair to ask you about Mr. Coyne's work.  I get that.


Do you have any other benchmarking analysis or other top-down analysis of your O&M costs that you can offer us to assist in testing the reasonableness of your budgets, aside from Concentric?


MR. KANCHARLA:  Yeah, for our reasonableness check what we look at is our historical trends, and that's what you saw in the -- in our main evidence as well, where we provide a total O&M cost per customer on a constant dollar basis.  I think that's a good indicator of the reasonableness of our cost.


MR. SHEPHERD:  Because your productivity over the next three years is expected to be 2.24 percent total?  How does that tell us about reasonableness?


MR. KANCHARLA:  Reasonableness be on a cost per customer on 2016 constant dollars it is lower than the 2013 base here.


MR. SHEPHERD:  But it should be lower, right?  You should be productive.  If it wasn't lower then you wouldn't be productive.  Isn't that true?


MR. KANCHARLA:  And that shows the reasonableness of our costs that we are asking here that, that we are being productive here and reasonable in our cost request.


MR. SHEPHERD:  So if it's one cent that's enough?  Doesn't how productive you are matter?


MR. KANCHARLA:  Well, it's a relative.  I think what we demonstrated here is, is on a 2016 constant dollars the cost per customer is declining in spite of the cost measures that we have provided in our evidence.


MR. SHEPHERD:  Okay.  I wonder if you could turn to TCU3.1, page 9.


MR. KANCHARLA:  I'm here.


MR. SHEPHERD:  Sorry, I just have to find it too.


And this is your FTEs, and one of the things you made a big point of talking about is the fact that you are going to keep your FTEs constant.  You're not going to increase your FTEs over the IR period, right?


MR. KANCHARLA:  That's correct.


MR. SHEPHERD:  So I'm wondering if you could explain why your FTEs went up 15.1 percent from 2011 to 2012.


MR. LAPP:  So there's been a few areas where they've increased.  What we call our performance standards inspectors, which is our -- what we used to call pipeline inspectors, that number has increased because we've changed our model to a full inspection model, as opposed to a self-directed model for our pipeline contractors.


Our emergency programs office have had an increase, damage prevention.  Measurement and regulation has also increased.  Safety, our safety department, as well as our training department.  So --


MR. SHEPHERD:  So this additional 315 people is that  -- is those things?


MR. LAPP:  Yeah, it is made up primarily of those.


MR. SHEPHERD:  And so once you've done all that stuff, will you accept that it's a lot easier to maintain an FTE limit once you've already increased by 15 percent; isn't that true?


MR. LAPP:  No, because again, this is to do with how we're operating the business and how we have to address the challenges that are being put forth in front of us from either the aging infrastructure, increased requirements, or increased locates.  Just --


MR. SHEPHERD:  And you are saying that that 15 percent increase is because of increased requirements.


MR. LAPP:  I'm saying that's one of the reasons.


MR. SHEPHERD:  All right.  Then I wonder if you could turn to K7.2.  And throughout this whole thing, the thing that has confused me is Enbridge talks about how your cost pressures are more than your budget.  So you said, for example, that even though you have numbers here for salaries and wages, in fact, you expect them to -- the normal amount you would expect them to go up is 3 percent per year, right?


MR. KANCHARLA:  That's correct, for salaries and wages.


MR. SHEPHERD:  And similarly with respect to the second line, "benefits", that you would expect those to go up, and you actually expect those to go up by 6.1 percent per year, right?


MS. TROZZI:  That's correct.


MR. SHEPHERD:  So then why aren't those the numbers in your budget?


MS. TROZZI:  We've chosen to hold the budgets, you know, at the 2 percent level, understanding that we are going to have some challenges.  We do know that benefits and salary and wages are potentially going to be an issue.  We're hoping to find the savings through some productivity initiatives across the organization.  So we know it will be tough, but that's a decision that we made and we're going to need to stick by that.


MR. SHEPHERD:  So, in fact, when you say -- for example, you say in 2018 you expect to spend 28.6 million in -- for benefits, that's not actually correct?  If you take 6.1 percent, you actually expect to spend $34 million that year, right?


MS. TROZZI:  Yes.


MR. SHEPHERD:  Similarly, where you say that your salaries and wages, you expect them to be $188.8 million in 2018, at 3 percent, that would actually be 194.4?


MS. TROZZI:  Mm-hmm.


MR. SHEPHERD:  And that's what you actually expect to spend, right?


MS. TROZZI:  On the salary and wages, we do market comparisons every year to make sure that we're holding our position in the market, but that's where we're anticipating it could be around the 3 percent a year, but we'll continue to look at the market.


MR. SHEPHERD:  But you don't expect -- this is what I'm driving at here -- you don't expect to spend 188.8 million in 2018 on salary and wages, right?


MS. TROZZI:  Right.


MR. SHEPHERD:  And similarly, even in 2014 you don't expect to spend 170.6 million, right?


MS. TROZZI:  That's right.


MR. SHEPHERD:  Is that true of this whole budget, that the whole budget is not what you expect to spend?


MR. KANCHARLA:  Maybe to clarify, I think after the first iterations, when we develop these second iterations, the direction for the department is to keep the bottom net operating expenses at close to inflation, what we discussed here.


If you are asking each line item, the actuals will be different, as the actuals turn out, probably they will be, I think, but that's a commitment that the company is making, is that the net operating expenses will be kept to close to inflation that we discussed.


The line items might shift in terms of, yes, we might have higher salaries and wages, but maybe the outside services or some activities, we'll find productivity and reduce them.


MR. SHEPHERD:  Mr. Kancharla, there is only two ways that you can show that a budget is reasonable.


One is by building it from the bottom up and showing that the components are reasonable.


And the other is by having a top-down approach where you benchmark.


You haven't done the latter, right?


MR. KANCHARLA:  The benchmarking part?


MR. SHEPHERD:  Yeah.  You don't have a benchmark that you can say:  Here is our reasonable O&M budget, right?  That's not what you're putting forward to this Board?


MR. KANCHARLA:  Benchmark of historical O&M is provided by Concentric, and we provided from the reasonableness the trends of O&M cost per customer, as we discussed earlier.


MR. SHEPHERD:  But really what you're saying to the board is:  Here's how we built up our budget, here's the numbers that are reasonable, and that's the total you should give us?  Right?


MR. KANCHARLA:  What we are showing is that first iteration to the second iteration, there are some cost pressures which are real; the salaries and wages, the bad debt expenses.


What we are demonstrating is that the company is committing to keep the overall O&M at close to inflation, and as the years progress of the IR term, the company will find productivity to -- and is committed to those net numbers.


MR. SHEPHERD:  So your argument, then, is not –- and what the company is proposing is not that these budgets are right, right?


What you are proposing is that a limit of inflation is right?


MR. KANCHARLA:  We provided both areas, in a sense.  We provided the bottom-up budget, which shows the cost pressures, and we've articulated in Board Staff 19 as well where the cost pressures are coming.


So those need to factor in as the year processes progresses as well, but we will find other areas to mitigate that.


MR. SHEPHERD:  But, Mr. Kancharla, you don't expect now that any of these numbers here are right?


In fact, you know that some of them are wrong, right?  Or you expect that some of them are wrong, right?


MR. KANCHARLA:  Some of them might shift between accounts.  Our intention is as well, even for the FTEs, to keep at flat.  We would strive to do that.


MR. SHEPHERD:  That's not what I heard.  What I heard was 188.8 million, that's wrong.  That's not what you expect to happen.  170.6 million, that's not what you expect to happen either.


None of these are actually what you expect to happen, are they?


MR. KANCHARLA:  It could be similar to a forecast risk that any other year we create.  We're talking about -- our desire is to come close to these line items as well, but in cases where we cannot find that, we need to find other areas to mitigate the cost increases.


MR. SHEPHERD:  Madam Chair, those are our questions.


MS. CONBOY:  Thank you.


We'll take the afternoon break and return at 25 after.

--- Recess taken at 3:10 p.m.
--- On resuming at 3:31 p.m.


MS. CONBOY:  Before we get started with the next cross-examination, Undertaking 7.3 is in front of us?


MR. O'LEARY:  Yes, Madam Chair, that has now been left with Board Staff, and I see you have a copy of it as well, and the way that's been broken down is, I've identified by the three witnesses that spoke to the areas in the evidence-in-chief the specific areas that they were dealing with, and then -- so the EIC refers to the actual pages in the written version.


MS. CONBOY:  Yes.


MR. O'LEARY:  And -- which is Exhibit K7.1, and then we have identified the actual evidentiary references which relate to those particular issues that were raised in-chief.


MS. CONBOY:  Great.  Thank you very much.


MR. O'LEARY:  Madam Chair, I wonder if now is an appropriate time to ask about a scheduling matter.  There are -- if I'm just looking forward the next several days, we know tomorrow we are going to start with panel 11, followed by panel 10, but there is then the next three panels, and panels 12 and 13 both have individuals on the panels that are coming in from out of town.  They are not scheduled to be in sooner than the dates that we are forecasting for those panels to appear.


MS. CONBOY:  Which are -- can you remind me, please?


MR. O'LEARY:  Mr. Kennedy, Larry Kennedy, which is panel number 12, which we have identified for the morning of the -- is it up here too?  The morning of March 6th, which would be Thursday.


MS. CONBOY:  Okay.


MR. O'LEARY:  And then panel 13, so Mr. Bhatia is similarly coming in from out west, and would obviously be here for the Thursday, but there are no plans to have him here for Wednesday.


MS. CONBOY:  We are not sitting on Wednesday.


MR. O'LEARY:  There you go.  That's a good reason.  But we are still -- it is a question of, if we're done early tomorrow, in terms of those two panels --


MS. CONBOY:  I see.


MR. O'LEARY:  -- then presumably we would be looking at Thursday for those?


MS. CONBOY:  Okay.  But your panel 13 is here for Friday -- is here Friday.


MR. O'LEARY:  Yes.


MS. CONBOY:  Okay.  So what you are telling me is if we're done early tomorrow we do not have any flexibility to move panel 12 and 13 -- or 13 up to Tuesday.


MR. O'LEARY:  Right.


MS. CONBOY:  Okay.  Thank you.  That's noted.  If we find extra time tomorrow, I'm sure we can all put it to good use.


MS. SEBALJ:  Madam Chair, I wondered -- and I haven't discussed this with the applicant, and so you can tell me if I'm -- but there is also no flexibility with respect to panel 15, as I understand it, but panel 14, which is the deferral and variance accounts panel, I didn't think that it had any constraints, so I don't know if there is the possibility of pushing that one forward or whether that is even worthwhile.


MS. CONBOY:  I don't think there was.


MS. SEBALJ:  That's the only one that we see that could be moved.  I think all of those witnesses are local, by my look at them, but I may not be...


MS. CONBOY:  So that would be moving panel 14, instead of after the March break, we would bring them in on Tuesday.


MS. SEBALJ:  Of course, I may also be getting evil looks from my fellow cross-examiners.  I conveniently am not cross-examining that panel, but I don't have the benefit of having Mr. Shepherd or Mr. Quinn or anybody in the room who may not be ready tomorrow to cross-examine a panel that they were planning to cross-examine after March break.


MR. WOLNIK:  Madam Chair, I know my colleague, John Vellone, was going to cross-examine that panel, and I don't think he would be ready for tomorrow.


MS. CONBOY:  Okay.


MR. O'LEARY:  And Madam Chair, the applicant has difficulty with that.  Mr. Kacicnik is not available tomorrow, so that key person from that panel would not be available, and thus we have a significant difficulty to start that panel early.


MS. CONBOY:  Okay.  So it looks like then 14 and 15 is for the date that we have set after the March break.  Okay.  Thank you.  So we will keep it panels 14 and 15 for the actual date that eludes me at the moment, but it is after the March break.


Mr. Thompson, you are reaching for your green button.  Okay.


MR. THOMPSON:  The dates we were talking about, Madam Chair, were March 24th and March 25th.


MS. CONBOY:  Okay.  So if all works well we might be able to do that, just use the 24th.


Mr. Thompson, you are up next, I understand, and having loaned some time to Ms. Sebalj, am I correct that you are looking at about 20 minutes; is that right?


MR. THOMPSON:  Yes, Madam Chair.


MS. CONBOY:  Thank you.  Please be go ahead.


MR. THOMPSON:  Thanks.

Cross-Examination by Mr. Thompson:


MR. THOMPSON:  Panel, I'd like to start with K7.2. Thank you for putting this together for me.  I just have a few cosmetic questions here on this exhibit.  First of all, at line 23 there is a line item "internal allocations and recoveries".  Could you just describe what that is for, please?


MS. TORRIANO:  I can speak to that.  Internal allocations and recoveries would include fleet costs.  So for example, in line 11 you would see -- in 2014 you would see 7.4 -- I'll try and think if I have the right line.  I think it might be the one above, 10.4 million.  so those costs are allocated to all the departments that have fleet vehicles.  And this would also include, like, affiliates as well.


So basically the 10.4 would come into that department, and then it gets cleared through the -- internal allocations and recoveries line.


Another example would be the third-party recovery, so for damages to our pipe we would have some internal -- it would go through the internal allocation, so basically the costs are incurred in the various departments, mostly operations department, and then when the recovery is received from the third party it goes into the internal allocations and recoveries line as well.


And thirdly, it would also include affiliate transactions, so any work that EGD does for any of the affiliates, such as Gazifere, St. Lawrence Gas, Gas New Brunswick, the costs that is recouped for those services are -- would be part of internal allocations and recoveries as well.


MR. THOMPSON:  Okay.  So just so that I understand this, I can understand the affiliates.  That would be a deduction from the total gross operating and maintenance expenses, but you seem to be saying it also includes numbers that are in lines above line 23 that have been reallocated to departments; is that --


MS. TORRIANO:  Correct.  So if I use the example of fleet, if we have -- putting aside the affiliates, if we spend $10 million in the fleet department, that $10 million gets cleared, you'd see a debit in line 11, you would see a credit in line 23, and then you would see a debit go into the departments that use the fleet equipment.


So operations, as an example, would get the lion's share, because they have -- I believe it's about 900 vehicles, so they get the lion's share of those costs.  Pipeline integrity would get a cost as well, and then there would be other departments, such as market development, some of the sales consultants, and so on.


MR. THOMPSON:  All right.  Thank you.


Now, line 29 is non-utility allocations.  I just glanced across that line.  It is 3.3 million in 2007, and it's -- when a total gross operating and maintenance expenses were 387.7 million, at line 26, and the number is not much larger in 2018, 3.5 million, when total gross have gone up by -- well, up to 564.3 million.


Can you explain to me why that non-utility allocations line remains virtually constant?  It jumped up in 2010 and '11, but then for all the other years it is in the order of 3- to 3-and-a-half million.


MS. TORRIANO:  So the non-utility eliminations would include oil and gas operations, ABC and donations.  Those would be the three items included in this --


MR. THOMPSON:  Why don't those expenses go up the same sort of proportion as the others, with inflation and everything else?


If you don't know, I would be happy with an undertaking.


MS. TORRIANO:  I would have to get the breakdown of the three groups to be able to determine that.


MS. CONBOY:  Could we have a number, please?


MS. SEBALJ:  J7.11.
UNDERTAKING NO. J7.11:  TO EXPLAIN WHY OIL AND GAS OPERATIONS, ABC AND DONATIONS DO NOT INCREASE AT THE SAME RATE AS OTHER EXPENSES.


MS. CONBOY:  Thank you.


MR. THOMPSON:  Then the last question I have on this document is line 32, we have "Conservation services" and then at line 36, in some years they are an "Elimination of conservation services," if I'm reading this correctly.


Can you explain what that line means and why there is an elimination in the periods 2011 through to 2014?


MS. TORRIANO:  Conservation services is associated with the high-performance construction, and it is a program that is set to -- a program with the LDCs and OPGA, and it is set to be completed at the end of 2014.  So that's why you don't see it beyond that.


MR. THOMPSON:  Thank you.  All right.


MS. CONBOY:  Is that the OPA you're talking about?


MR. THOMPSON:  OPA, I think you mean.


MS. TORRIANO:  Sorry, OPA.


MR. THOMPSON:  All right.  Thanks.


Now, let me just move on to some follow-up points that Mr. Shepherd was discussing with you.  And one of his topics was budget process, and I have a few questions in that area.


First of all, I asked this panel of the capital budget group; I'll ask it of you as well.  What 2014 O&M budget is being used for operational purposes?


MR. KANCHARLA:  It is the same as what's filed in our application here.


MR. THOMPSON:  All right.  Do you know if that budget has been approved by the company's board of directors?


I asked this of the capital panel and I think there is an undertaking outstanding, but I'll ask it of you as well.


MR. KANCHARLA:  It's been approved.


MR. THOMPSON:  It has been approved?


MR. KANCHARLA:  Approved by EGD board of directors.


MR. THOMPSON:  And when did that take place?


MR. KANCHARLA:  I'll need to check.  I think in February; I can't remember the exact date.


MR. THOMPSON:  Thank you.  I'll wait to see what comes of the undertaking.


Now, if you could turn up a document Mr. Shepherd was discussing with you, the budget letter of March, this is TCU2.19.


MR. KANCHARLA:  We have that here.


MR. THOMPSON:  Okay.  And this letter went out March the 12th, 2013, and my understanding is that this is step one in developing the budgets for 2014 to '16?


MR. KANCHARLA:  That's correct.


MS. TORRIANO:  For iteration one.


MR. THOMPSON:  And who -- Raymond Lee, who is he?


MR. KANCHARLA:  He's in the budgets group.


MR. THOMPSON:  Now, in this letter -- Mr. Shepherd talked to you about a number of these topics, but in this letter at page 1, it talks about a grassroots budget, the first paragraph under "General budget approach."


MR. KANCHARLA:  Mm-hmm.


MR. THOMPSON:  And it talks about it being:

"...essential for departments to identify opportunities or plans to achieve productivity gains."


Have I read that correctly?


MR. KANCHARLA:  That's correct.


MR. THOMPSON:  Then over on page 3 at the top, under "O&M and FTE budget," this letter states:
"The top-down expectation will be that the overall budget increases for each department will be at or less the applicable inflation level, inclusive of labour costs and all other costs."


And on the previous page, there is a section called "Economic inputs" and there are inflation rates shown in the table there, using a GDP IPI FDD forecast of 1.39 percent for 2014, 1.64 percent for 2015, and 1.72 percent for 2016.


With those inflation rates in mind, what was the reader to take from the statement at the top of page 3?


MR. KANCHARLA:  At the time of the iteration one, what the departments are expected is that -- to look at their own M&FD, and we provided some guidance here related to the inflation, to keep it close to that inflation.  But at the same time, we would like to hear from the departments if there are some new initiatives or new hires that are being undertaken.


As we state in page 3, when there are new initiatives and or new hires which will cost -- cost implications, please provide them as well.


So it is a true grassroots of understanding, at the same time giving some direction in terms of inflationary assumptions.


MR. THOMPSON:  Okay.  Well, was the reader expected to look at 2014 inflation rate, for example, 1.39 percent, read the paragraph at the top of page 3, and come in with a budget that was close to a 1.39 percent increase?


MR. KANCHARLA:  That's the guidance provided, but as you've seen at the output of the first iteration, there were some business needs that departments have felt were required to be undertaken during the IR term, and those were the cost pressures we have identified.


MR. THOMPSON:  Well, let me just follow that up a little bit.  There was an exhibit that Mr. Shepherd had on the screen this morning.  I didn't -- I don't think I got the reference down, but it showed the initial return from your budget centres at 252.1 million, compared to the Board-approved of 219.2 million.


Do you recall that exhibit?


MS. TORRIANO:  Yes, that's TCU3.14.


MR. THOMPSON:  Okay.  I think he did the math, that that was a $32.9 million increase over 2013 Board-approved, which he suggested was an increase of 15 percent.


Do you recall that discussion?


MR. KANCHARLA:  Yes, subject to check, yes, that's the increase.


MR. THOMPSON:  And so it seems that the budget people didn't take this letter very seriously, where you were directing them to come in with something close to 1.39 percent and the returns were 15 percent.


MR. KANCHARLA:  From the first iteration, definitely the -- it was not acceptable O&M for the budget.  That's where the executive is mandated to go back and reduce the O&M to an acceptable level.


MR. THOMPSON:  Well, you already told them to come in close to the level of inflation, but you had to tell them again?  Is that the way it works?


MR. KANCHARLA:  Our organization goes through a few iterations to finalize the O&M budget, but at the same time management needs to know -- as a large organization dealing with an aging infrastructure and a volatile product, I think you want to know the information from the front-line people on the requirements on the operating expenses.


MR. THOMPSON:  All right.  Now, in the Exhibit D1, tab 3, schedule 1, page 11, as -- if I read this correctly in line 5, under the first iteration initial budget, the number there is 247.6 million, not the 252.1.


Can you help me with understanding the difference between those two numbers?


MS. TORRIANO:  Yes, I can.  The difference between the 19.6 and -- you want to reference that to the undertaking; correct?


MR. THOMPSON:  Right, the 252.1 versus in the undertaking compared to the 247.6 first iteration --


MS. TORRIANO:  Oh --


MR. THOMPSON:  -- initial budget.


MS. TORRIANO:  In the Undertaking TCU3.14, at the bottom, the budgeted savings for each year, so for example, 2014 you have 24.1.  Do you see that, Mr. Thompson?


MR. THOMPSON:  Yes.


MS. TORRIANO:  Okay.  So the 19.6, if you turn to Board Staff 19...


MR. THOMPSON:  Yes.


MS. TORRIANO:  So on page 1 you have 16.5 million.


MR. THOMPSON:  Right.


MS. TORRIANO:  And then on page 2, section B, if you add the 7.5 --


MR. THOMPSON:  Yes.


MS. TORRIANO:  -- that would be your 24.1.


MR. THOMPSON:  Okay.


MS. TORRIANO:  So the 19.6 is basically the 16.5 plus the FTE, so it does not include the bad debt expense, so that's your difference of 4.7.


MR. THOMPSON:  Thank you for that.


MS. TORRIANO:  You're welcome.

MR. THOMPSON:  Now, just while we're on FTEs, and just going back to this budget letter on page 3, one of the instructions was -- this is under "vacancy credits":
"Please apply 2.25 percent of gross salary as vacancy credits to the departmental labour budget."

Just translating that for me, if you would, to the numbers -- some numbers in K7.2, at lines 1 and 2, we see salaries and benefits starting in the order of 196 million and going up from there for 2014 and beyond.  Do you see that?  Lines 1 and 2 --


MR. KANCHARLA:  Yes.


MR. THOMPSON:  -- in the budget numbers?  K7.2?


[Witness panel confers]


MS. TORRIANO:  The budget letter would be based on the iteration -- the first iteration, so what was instructed to be done is start with your existing FTEs, add any replacement FTEs that were not in the budget currently, add any incremental FTEs that were associated with perhaps new initiatives, and then apply a 2.25 percent vacancy credit.


Basically what that's doing is, if you are planning on hiring an individual, you put them in the budget in January, but more than likely, you might not hire them til perhaps March or June, so you're having a savings in the budget for that time frame.  That was for budget iteration 1.


For budget iteration 2 there were no staff increases.  There was no vacancy credit applied.


MR. THOMPSON:  So there is -- so my question is going to be, in the -- taking 200 million of salaries and benefits as an example, my question is, is there 4.5 million of vacancy credits in that number, and you are telling me, no, there is not.


MS. TORRIANO:  There is not.


MR. THOMPSON:  Thank you.


MR. KANCHARLA:  Just to qualify what Ms. Torriano has explained as well is, in the second iteration the direction was to keep the O&M budget at inflation and FTEs flat, and what they've used is the 2013 Board-approved O&M as a starting point.


So any assumptions like vacancy credit, in the 2013 budget, if you are inflating the vacancy credits will also flow through.  Even though we did not explicitly include vacancy credit, when you are inflating your base O&M by inflation, you can assume that indirectly they are present in the base 2013...


MR. THOMPSON:  So are you telling me they are in there?


MR. KANCHARLA:  I think what Ms. Torriano explained is we did not exclusively layer on the vacancy credits there, but when you start inflating your 2013 numbers, which includes vacancy credits, indirectly they are included.


MR. THOMPSON:  Okay.  So what's in the number for vacancy credits, roughly?  Is it two-and-a-half percent of -- sorry, two-and-a-quarter percent of the 2013 total, roughly?


MR. KANCHARLA:  In the 2013 -- in the 2013 Board-approved budget we would have had 2.25 percent, roughly.


MR. THOMPSON:  Okay.  Thank you.  Now, so what's happened here, big picture, is you asked for a grassroots, you got a 15 percent add-on, which you told Mr. Shepherd was not normal.  You told him to go back, and you've ended up where you've ended up, which is a lesser add-on, close to what you think is the appropriate rate of inflation.


MR. KANCHARLA:  That's correct.


MR. THOMPSON:  Okay.  So would you agree with me that your 2014 budget is not an incentive-driven budget derived from a 2013 Board-approved base?  Rather, it's a -- I'm going to say bloated 2014 budget that has been reduced by what you were characterizing as embedded productivity.


MR. KANCHARLA:  I wouldn't characterize it that way.  It is still a grassroots forecast of our budgets, and what we have done is taken both the grassroots as well as a top-down approach to come close to inflation level numbers, and from our perspective first we need to mitigate the cost pressures that are listed in both Staff Interrogatory 19, that we went in the morning, and then as the model is -- customized IR model exists, there is an incentive to further find efficiencies if we can, but our first priority is to mitigate the cost pressures that we have.


MR. THOMPSON:  All right.  Let me move on.


These embedded productivity measures or cost pressures that you will be facing are not being used as a component of a rate adjustment mechanism, which applies to each year during the term of this plan, right?


MR. KANCHARLA:  If I understood correctly, the rate adjustment is based on what we are requesting for O&M, which is close to inflation, so the cost pressures, what we are seeing as part of a -- we need to find productivity to mitigate this cost pressure.


MR. THOMPSON:  Okay.  Well, let me put it this way:  There is no X factor in the adjustment mechanism that you are contemplating here.  Or it is an X factor of zero, one or the other, I suppose.


MR. KANCHARLA:  We did not characterize it as a productivity factor here.  When we referred to an embedded productivity, and we heard some examples this morning from Mr. Lapp as well, is to mitigate these cost pressures we need to find productivity, so there is no productivity factor built in.


MR. THOMPSON:  Thank you.


Now, Mr. Shepherd asked you -- well, let me just back up.  When the capital panel was here, I understood -- and I thought there was an undertaking here, and it may be coming, but I understood them to say that SEIM only kicks in for incremental productivity over and above what's embedded in these budgets.  And I understood you people to be saying the same thing this morning; is that right?  Have I got that straight?


MR. KANCHARLA:  That's correct.


MR. THOMPSON:  Okay.  And so the undertaking -- and Mr. Shepherd asked you to confirm that there's going to be a deduction for 172.4 million before you can even get even into SEIM country.  And I think you took an undertaking on that.


MR. KANCHARLA:  That's right, I'll confirm in the undertaking, but 172 million, what we're saying is that the embedded productivity what we considered here will not be included in the SEIM.


MR. THOMPSON:  Yes, and he's translating that as to whatever productivity measures you come up with have to be more than $172.4 million.  I think you're coming back to us on that, but I want to come back to what I understood somebody was going to be doing here, which was not only to quantify the productivity that's embedded in these budgets, but to provide a list of the measures.


And I understand you people as saying you can't provide such a list, a complete list that will account for the $172.4 million; do I understand that correctly?


MR. KANCHARLA:  At this time we don't have a complete list, but as part of our annual reporting purposes for productivity, we need to file that productivity reporting, yes.


MR. THOMPSON:  But without such a list at the outset, how are we going to know what's incremental and what's not incremental?  Is it just dollars, no list?  Is it list plus dollars?  Can you help me?


MR. KANCHARLA:  When we are reviewing at the end of the year -- and I think it will be a combination of looking at the initiatives as well as the dollar impact relative to what we filed in our application here.


MR. THOMPSON:  All right.  Well, I guess I'll leave it there.  I don't understand how we can do it without an upfront list, but those are my questions.  Thank you very much.


MS. CONBOY:  Thank you, Mr. Thompson.


Mr. Brett, are you up next?


MR. BRETT:  I think so.

Cross-Examination by Mr. Brett:


MR. BRETT:  Good afternoon, panel.  I have, I think, 30 minutes in my -- down there.  I hope that's what you have, Madam Chair.


MS. CONBOY:  That is what I have down.


MR. BRETT:  And I'll start by asking you to -- I want to ask a few questions on RCAM.  That's your arrangement under which you are paying certain costs to the parent company to do things for you.


And if you look at -- turn up, first, D1, tab 3, schedule 1, page 27.  That was one of the more recent pages of evidence filed.  Okay.  And do you have that that there?


MR. KANCHARLA:  Yes, we have it.


MR. BRETT:  Some these questions may be for you for, Mr. Chhelevda.  I think you are the RCAM person, right?


MR. CHHELEVDA:  That's correct.


MR. BRETT:  If you look on line 4 of that table I just asked you to turn up, you will see that from 2013 to 2014, the RCAM payments went up from 32 million to 35.3.


That's, in my rough math, about an 8 percent increase; is that correct?  Am I in the ballpark there?


MR. CHHELEVDA:  That is correct.


MR. BRETT:  Okay.  And that's -- that seems like a fairly significant jump.  Do you have an explanation as to why that happened?


MR. CHHELEVDA:  Well, we are following the methodology that was reviewed by M&P, and so what's been forecasted represents the services that EGD expects to be using from our parent company.


So it's all of that methodology.  There is a lot of rigour around there.  So the increase is what the increase is.  It is actually services that we are projected to use.


MR. BRETT:  Your parent company basically set the increase?  Is that what you're telling me?


MR. CHHELEVDA:  No, they didn't set the increase.  It is all based on their budget, and it is based on, you know, an allocation factor, so --


MR. BRETT:  But it is a budgeted number?  It is not like, for example, the CIS, which is a formulaic contractual number?


In other words, the CIS number increases according to a contract, right?  A formula?  And there are increases in the document of about 4 million bucks a year for 2014, '15 and '16.


This is not quite like that.  This is a -- it's an allocated number, but it's a number that initially represents an amount that EI says that it needs to provide these services to all its subsidiaries, right?


MR. CHHELEVDA:  Well, the number here is actually the cost of the services that we, EGD, expect to use, so ---


MR. BRETT:  Right.  All right.  Well, if you look at
-- if you turn over now to tab D4 -- D1, tab 4, schedule 1, attachment 1, that's a table, a similar sort of a table, but it's -- do you have that?


MR. CHHELEVDA:  I do.


MR. BRETT:  This is focussed just on RCAM from 2009 to the present and through until 2016, and it shows, from 2009, the total RCAM was 21.1 million, and by the first year of this ERM, it's up to -– IRM, it's up to 35 million.


That's an increase over five years of about 7, 8 percent; would you agree, subject to check, roughly?


MR. CHHELEVDA:  I would agree, subject to check.


MR. BRETT:  So that's a very substantial increase by any measure, right?


MR. CHHELEVDA:  One can say that, yes.


MR. BRETT:  Now, there are some individual items in there that I -- one that struck me was the -- if you look at that same table, for example, "Human resources information systems," it went from what looks to me like 742,000 in 2009 up to 3.4 million in 2014.


You see that?


MR. CHHELEVDA:  I do.


MR. BRETT:  That's a 500 percent increase.  Let me ask more generally -- I ask you to turn up attachment 3 to -- D1, T4, schedule 1, attachment 3, and it's called:  "Intercorporate services agreement."


And that's your basic -- it seems to me -- and I'll ask you to confirm this -- that's your basic agreement between EI and Enbridge Gas Distribution, right?  Which sort of sets the framework under which these various service also be offered?  Is that a fair kind of a high-level view?


MR. CHHELEVDA:  That would be fair.


MR. BRETT:  And one of the things that struck me, looking at this -- and I think I have to go to page –- I'll take you to page 35 -- no, that's not right.  Just a minute.  Page 5 of 35.  Now, it's actually page 5 of 35, and the section I was looking at was "Allocation procedures."  Do you see that?


MR. CHHELEVDA:  I do.


MR. BRETT:  Now, when I read that, it looks to me like there are two separate calculations done.


There is one calculation done that is the -- the service provider does a calculation, and it lays out effectively what he's going to get in that -- in the year in question.  And these are, you know, appropriately burdened costs.


That's one number, but if you look at the top of page 5, there is another calculation done by the service provider.  That's EI, right?  And that says:
"...shall develop cost allocations applicable to the service recipient pursuant to an alternate corporate calculation methodology, CAM, that is not approved by the OEB."


So you have two things in play here.  You have a calculation made by the service provider, which is -- for which you seek -- for which the -- sorry, by the service buyer, Enbridge, Enbridge Distribution, and Enbridge Distribution has to seek approval from the Board for that, right?  For the amount it's going to pay out to EI?


MR. CHHELEVDA:  Part of the RCAM amount, yes.


MR. BRETT:  Right.  But then EI does another calculation, which is basically based on its own corporate allocation methodology and based on the total amount of money it has to get back from its affiliates, all of them, subsidiaries, and what the EGD share of that is.


And those are not necessarily the same, I take it?


MR. CHHELEVDA:  That would be correct.


MR. BRETT:  And in the event that the latter is higher than the former -- in other words, that -- where does the rest of that money come from?


In other words, supposing the RCAM calculation that the Board's asked to approve is 30 million, but the CAM calculation is 40 million, there is a $10 million gap there.  How does that get funded?


I take it EGD does not pay that, because they don't have authority from the Board to pay more than the RCAM amount, right?


MR. CHHELEVDA:  That would be correct.


MR. BRETT:  So where does the other 10 come from?


MR. CHHELEVDA:  The other 10 would be --


MR. BRETT:  Absorbed by EI, effectively?


[Witness panel confers]


MR. BRETT:  It's a fairly -- sorry, go ahead.


MR. CHHELEVDA:  So the amount -- the difference between the CAM and RCAM numbers would then impact EGD corporate earnings, so it would not impact the utility in any way, shape, or form --


MR. BRETT:  All right.  I see.  Okay.  So it's really a -- it's effectively a shareholder-to-shareholder transaction.


MR. CHHELEVDA:  Correct.


MR. BRETT:  Okay.  Now, if -- going back to this, what I call framework agreement, it has -- it refers to a number of different service schedules, right?  Essentially one service schedule for each of the services provided.


MR. CHHELEVDA:  Correct.


MR. BRETT:  And services provided are -- well, we don't have to turn them up, but we looked already at this appendix D1, tab 4, schedule 1 that lists a whole lot of services.  So you have a service schedule for each service, and it describes what the service consists of and what the payment will be, presumably.


MR. CHHELEVDA:  Correct.


MR. BRETT:  Now, as I understand it, though, these are not service agreements.  In other words, it's not -- these are not -- these are not mini-agreements between EI and EGD.  These are service schedules.  They are descriptive schedules, but they are not legal agreements.  The only sort of agreement is this -- is this high-level agreement, this framework agreement, right?


MR. CHHELEVDA:  Correct.


MR. BRETT:  Okay.  And so from the point of view of performance, what -- I guess what I'm interested in is if there's a performance issue associated with, you know, EI performing one of these services that EGD is not happy with, there is a -- there is no, as I see it -- and you can tell me if you're on board with this -- there is a provision in this high-level document that talks about dispute resolution using a facilitator, correct?


MR. CHHELEVDA:  Correct.


MR. BRETT:  But there is no binding arbitration, right?


MR. CHHELEVDA:  Right.


MR. BRETT:  Okay.  So you had -- so essentially, just not to put too fine a point on it, but if you know, you know -- there is a situation arise where you are not happy with the service that you're paying for under RCAM, you really need to -- as a practical matter, the way that gets resolved is you need to sit down and negotiate that with EI.


MR. CHHELEVDA:  Well, before I get to that point, you would reach out to your service provider and have the conversation that you are not getting the service that you expect, and then it generally gets resolved there.


MR. BRETT:  Right, right, right.  That's EI, right?


MR. CHHELEVDA:  Yes.


MR. BRETT:  Okay.  Now, you had a study done on this mechanism by Meyers Norris & Penny, right, a year or so ago?


MR. CHHELEVDA:  That is correct.


MR. BRETT:  And they made a series of recommendations to you about that, right?


MR. CHHELEVDA:  Correct.


MR. BRETT:  And those are found in pages 3 and 4 of 13 of D1, tab 4, schedule 1, right?  The evidence on this -- the RCAM evidence?


MR. CHHELEVDA:  Correct.


MR. BRETT:  And what essentially happened there is, if you look at page 4, MNP made three recommendations at a very high level, three recommendations, one of which had to do with upgrading business cases, which you accepted, right?


MR. CHHELEVDA:  Correct.

MR. BRETT:  The second was that the -- and I quote:
"Service-level evaluation.  MNP recommended enhancements to the performance management process.  In support, MNP cited leading practices in the area of procurement and vendor management which suggest that the service recipient hold the service provider to agreed-upon performance metrics using a service-level agreement or other evaluation mechanism."


Now, you did not accept that.  EGD did not accept that recommendation, correct?


MR. CHHELEVDA:  That is correct.


MR. BRETT:  And basically I think you -- well, you state in paragraph 9 that you thought the cost of proceeding with these recommendations would exceed the anticipated benefits, right?


MR. CHHELEVDA:  Correct.


MR. BRETT:  And a second recommendation that was made to you -- and this is at the bottom 6 page 3, top of page 4 -- was that MNP suggested that your roll-up services -- categorize and roll-up services -- these are services from EI -- to levels more consistent with reporting of other utilities for comparison purposes and subsequently undertake a more structured benchmarking study to evaluate costs.  Do you see that?


MR. CHHELEVDA:  I do.


MR. BRETT:  And again, EGD refused to accept -- did not accept this recommendation, correct?


MR. CHHELEVDA:  Correct.  We didn't accept this recommendation because we believed we would lose granularity on the individual services being offered, so it would probably result in less meaningful information being available to evaluate services that we're receiving from our parent.


MR. BRETT:  And you said, in fact, that the company has concerns about the degree of complexity and the time that would be taken to enhance the evaluation process.


MR. CHHELEVDA:  Correct.


MR. BRETT:  Right?  That's in the middle of paragraph 8?


MR. CHHELEVDA:  Correct.


MR. BRETT:  Okay.  Now, in effect -- I mean, I understand how these things work, I think, to a degree, but when you're dealing with EEI on these matters, EEI is your parent, and ultimately EEI's voice is going to prevail, correct?  Ultimately.


MR. CHHELEVDA:  I wouldn't agree with that.  I mean, there have been instances where we've challenged some of the services that we were being charged for, and, you know, we questioned what we're being charged, and the amounts were actually subsequently reduced, so I don't think it's a fair statement to say that EEI's voice would prevail over our own.


MR. BRETT:  Let me ask you this:  Are all -- is it your understanding that all of EI's head-office services are allocated out through this process?


MR. CHHELEVDA:  I would -- subject to check.  I would have to check, but I would believe that the majority of it would, not all.


MR. BRETT:  What percentage?  Do you have an idea?


MR. CHHELEVDA:  I wouldn't have an idea.  I'd have to check.


MR. BRETT:  Okay.  Could you check that?


MR. CHHELEVDA:  I can.


MR. BRETT:  Could you have an undertaking to report that?  Thank you.


MR. CHHELEVDA:  Sure.


MR. O'LEARY:  Could I just -- before --


MS. CONBOY:  Why don't you put your microphone on?  Is it on?  Oh, my apologies.  No, it's not on.


MR. O'LEARY:  It is on.


MS. CONBOY:  Well, I'm telling you it's not.  Maybe you could try the one beside.


MR. O'LEARY:  Sorry, just in response to that last request for an undertaking, I am not certain that this panel would have the capability of even completing that.  It's requesting a breakdown of allocations to the various Enbridge Inc. enterprises, and I just don't believe, and I'm not certain, because I'm not the panellists, but I don't believe we're in a position to act -- effectively answer that question.


And technically, I'm not sure how --


MR. BRETT:  Actually, my -- go ahead.


MR. O'LEARY:  Have I got it wrong then?


MR. BRETT:  Yeah, you have.  I don't know that you were listening carefully.  That wasn't my question.  My question was, what I'm trying to ascertain is if any of this cost of operating the central holding company is retained by the holding company.  I'm not so concerned with which utility or affiliate gets which piece of it, but as you may know, and certainly others know, there has been a debate over many years as to whether or not the central -- the central top company of a company like Enbridge or Sempra or any number of them should bear part of the cost of that themselves, as a part -- the term used is "minding their investment"; in other words, the notion being they can't -- they shouldn't be able to simply farm out everything to their seven affiliates who keep nothing for themselves, because they actually do things in that central entity.  They allocate capital, for example.


So all I really want to know is, does Enbridge allocate out all of its budget for the top company, or does it allocate out 90 per cent or 35 per cent?  That's all.


MS. CONBOY:  And the reason you're asking this now in the proceeding?


MR. BRETT:  The reason I'm asking is because I want to be able to establish whether it's appropriate -- I'm going to want to be able to argue -- I'm going to want to argue probably, eventually, that it's inappropriate for the central, senior company to allocate all of its own operating costs.  I'll put it that way.


MS. CONBOY:  I guess my question, Mr. Brett, is:  Why is it being asked now in the proceeding, and not through the interrogatory process?


MR. BRETT:  Well, there's probably -- it's probably a question of not having thought about it during that – I mean, that's a point.  That's a fair point.  I concede that.  It could have been asked in the interrogatory process, and if that's the case, then we can -- I can live without it.


MS. CONBOY:  Thank you.  Please continue.


MR. BRETT:  How much time have I got left?


MS. CONBOY:  You've got about seven minutes.


MR. BRETT:  Okay.  I'd like to turn for a moment to the sort of issue of employee expenses -- employee ETFs (sic) being held constant, and I have a couple of questions in that area.


Sort of first of all, a couple of questions on the -- is it ETF, is the correct word?  I get it confused with the security; EFT, I guess it is?


MS. TORRIANO:  FTE.


MR. BRETT:  FTE -- as I think I asked somebody else this earlier -- it is a position, isn't it?  It is a complement measure, as opposed to a measure of bodies on the ground?  Can we get that agreed?


MS. TROZZI:  An FTE would not would be not bodies on the ground.  Let me give you an example.  It is probably the easiest way to explain it.


So a full-time, permanent employee that works for the whole year is one FTE.


MR. BRETT:  Right.


MS. TROZZI:  A part-time employee that works for the whole year is a 0.5 FTE.  So we basically measure it based on the number of months and the number of hours an individual works.


MR. BRETT:  Right, but the FT -- going back a half-step, the FTE is a position description; correct?  In other words, it's role or a position description, as opposed to a person?


I understand your point about how they get filled.  You can have -- one FTE can absorb, can carry, if you like, two part-time employees?  Two part-time employees, right?


MS. TROZZI:  You could essentially have two -- you could have more than -- no.


MS. TORRIANO:  If I can just add to that, Ms. Trozzi -

MS. TROZZI:  Go ahead.


MS. TORRIANO:  -- the FTE represents the cost to the company.  So if you have a part-timer who is there for half of the year, then we are paying them half of the salary that we would pay a full-time person.


MR. BRETT:  Right, but it is --


MS. TORRIANO:  So that's why they are a half an FTE as opposed to one full FTE.


MR. BRETT:  But it is a positional description, right?  It's not a salary?  An FTE doesn't signify 100,000 or 70,000 or 200,000?  It would depend on the person inhabiting that role, right?


MS. TROZZI:  It would depend on the person and the FTE.


MR. BRETT:  Now, the question is:  What do you normally carry as a vacancy?  How many of your FTEs are typically vacant from time to time?


MS. TROZZI:  In a typical year, we would carry around 100.


MR. BRETT:  Out of a total of, what, 2,400?


MS. TROZZI:  22.


MR. BRETT:  22?  And what are you carrying now as a vacancy?


MS. TROZZI:  Right now, 120.


MR. BRETT:  Okay.  So when you say you are going to keep FTEs flat for a year or two years or three years, that means you still could put 120 more people to work without changing your FTE level; correct?


MS. TROZZI:  That's correct.


MR. BRETT:  Okay.  And what about contract employees?  Do they encumber an FTE?  Like a con --


MS. TROZZI:  No, they don't.


MR. BRETT:  Okay.  And roughly how many of those do you have?


MR. BRETT:  I'm guessing.  It's between 2- and 300.


Does anybody have a closer number?


MR. BRETT:  So it is about 15 percent of the total full-time?  Okay.  That's clear.  That's enough, that's enough.  That gives me a picture here.


Now, in terms of just a couple of general questions on comparability, this is right off your evidence.  You said that you compare your salaries, you know, in seeking the appropriate salary levels, you look to see -- I think you mentioned the oil and gas industry, the utility industry.  I'm looking -- I guess it's paragraph 5, I think, of your evidence.  Yeah, paragraph 5 on page 2, right?  Do you see that?  First word is "Compensation levels"?


MS. TROZZI:  Yes.


MR. BRETT:  And now you -- when you say you rely on -- you compare it with oil and gas companies, are you talking about unregulated oil and gas producers, like Suncor or Encana and these companies?


MS. TROZZI:  Actually, Suncor is one of them.  I'm not sure whether or not -- I have a list of the companies.  I don't know if they're regulated or not.


MR. BRETT:  Well, they're not all, but they wouldn't all be regulated utilities?


MS. TROZZI:  That's correct.


MR. BRETT:  If I may just put it this way to you, if you are talking about oil and gas companies, and your meaning there is production companies, you know, integrated production companies, you would agree with me they wouldn't be regulated?  Not in this country, anyway?


MS. TROZZI:  There are banks on our list as well.


MR. BRETT:  Yes, but I guess my -- would you agree with me that the oil and gas companies, the oil and gas production companies -- let's take Suncor, because it is a company I happen to know quite well, and I'm sure you know them well.


They are not regulated.  Would you agree with me that they are higher-risk, demanding higher return on capital, and would pay more, would have higher salaries than a regulated utility like Enbridge?  Broad strokes?  I mean...


MS. TROZZI:  They could.  I'm not aware of their company.


MR. BRETT:  Now, there just was one other question I had for you and it was a bit of a technical question.  I got -- yeah, if you turn up -- this is your evidence again.  It's D1, tab 3, schedule 2, page 9.


This is not a very dramatic question to end on, I must say, but such is life.  If you look at paragraphs 31 and 32 there?


MS. TROZZI:  Yes?


MR. BRETT:  31, the second sentence:

"In addition, the cost of medical and dental claims submitted by retired employees is included."


Now, that's in the "Benefits" line of your -– "Benefits" line on your table 1 opposite, right?


MS. TROZZI:  It does state that.


MR. BRETT:  It does state that?


Now, if you go down to the next paragraph, 32, it says:

"Pension and OPEB costs for 2014 decrease."


They talk about OPEB costs, post-retirement benefits.  And my question is: Is there double-counting there?


MS. TROZZI:  I believe -- I would have to check, but I believe there is an error here.


MR. BRETT:  I think there is.


MS. TROZZI:  In paragraph 31, the retiree benefits should not be included in our benefits section.  That is OPEB and that would be included in our pension and OPEB.


MR. BRETT:  That's what I thought.  Okay.  Those are my questions.  Thanks.


MS. CONBOY:  Thank you very much.  Mr. Wolnik?
Cross-Examination by Mr. Wolnik:


MR. WOLNIK:  Thank you.  Good afternoon, panel.  John Wolnik.  I represent APPrO.  Several of my questions have been answered, so I just have one question area left and it really has to do with sort of the integrity management program.


And I understand part of the reason for the current custom IR plan is because of some the costs flowing from the -- the new integrity management cost; is that a fair summary?


MR. LAPP:  Yes.  A good portion of the capital are to do with that, yes.


MR. WOLNIK:  And you've been doing integrity management costs on all of your assets for some time, right?


I mean, you talked about some of these earlier.  Leak survey was one, corrosion survey was another.  So you've been doing some of these for a long time?


MR. LAPP:  So those are our condition monitoring programs, like leak survey, corrosion survey, et cetera.


I think what we are referring to is the ILI or inline inspection-type costs.  So we have been doing those on out high-stress pipelines the 30 percent and over.  But we are now focussing on lower, below 30 percent assets.


MR. WOLNIK:  Presumably you can't do inline inspection on all pipes?  I think there is a size limit, isn't there?


MR. LAPP:  The technology that's out there can go down quite small.  I'm certainly aware of them going down to 4-inch.


But, again, technology continues to increase.


MR. WOLNIK:  But you are not doing half-inch service lines, for instance, plastic service lines?


MR. LAPP:  No.


MR. WOLNIK:  Are you doing any plastic pipe?


MR. LAPP:  Not on an inline inspection basis.


MR. WOLNIK:  So the inline inspection is really geared toward steel pipes, generally 4-inch and above; is that fair?

MR. LAPP:  Well, yeah.  What I'll call our integrity program for under 30 percent is anything that's -- it's generally above 20 percent, lower than 30.  That's where the tranche is --


MR. WOLNIK:  Oh, I see.  So it is not all steel pipes.


MR. LAPP:  Well, it --


MR. WOLNIK:  It is just those between 20 and 30 percent.


MR. LAPP:  Well, the 20 and 30 percent is the inline inspection.


MR. WOLNIK:  Okay.


MR. LAPP:  We are looking at distribution integrity, which actually includes all pipe, both plastic and steel.


MR. WOLNIK:  Okay.  And can you just comment what else does that include?  And I know you've got the amp-fitting program and I think the compression-coupling program that presumably is encompassed in there, but what other things would it include?


MR. LAPP:  Well, we're looking at all of our assets.  It could be anything from our regulator stations, could be our plastic pipe, our steel pipe, our risers, regulators, all that types of thing.  Any of our distribution assets.


MR. WOLNIK:  Okay.  So you are really including these in a program, and the intent is to try to make sure that these assets don't fail prematurely, so you are monitoring them; is that fair?


MR. LAPP:  Yeah, well, we are looking at ways to determine the risk.  Again, we're looking at the risk ranking of all of those assets in failure.


MR. WOLNIK:  So as it relates to the inline inspection for these steel pipes, sort of 4-inch and above and greater than 20 percent specified minimum yield strength, presumably once you survey all of these you may find some problems, and I think the capital panel talked about, once they do that then they're going to have to make a decision whether or not to repair those, rather than leave them, correct?


MR. LAPP:  Either repair or replace.


MR. WOLNIK:  Right.  Replace.  So -- and I think the capital panel talked about, it's always better to catch those before they become an emergency situation.


MR. LAPP:  Yes, I believe they talk about trying to get ahead of the failure curve.


MR. WOLNIK:  Right.  And the cost to do that presumably would be cheaper to do it on a planned basis, on a preventative basis, rather than an emergency actually occurring.


MR. LAPP:  Well, I think the main driver of that is to try and find the problems before they happen, so you don't -- you want to find the problem assets before they cause an emergency.


MR. WOLNIK:  Right.  But would you not agree that dealing with those issues on a planned basis, on a non-emergency basis, it should cost you less in the long run?


MR. LAPP:  In some cases, yes, it could.


MR. WOLNIK:  So that wouldn't be a -- in all cases that wouldn't be the case?


MR. LAPP:  Again, it is hard to determine, depending on what the problem is with the asset.


MR. WOLNIK:  I guess where I'm going to, will there be a time when these costs are normalized?  I appreciate that when you do these things, you do the inline inspections, you're going to find some problems that you didn't anticipate that might not develop into an emergency for several years, but once you go through and survey all the pipes, will there be -- and repair them, will there be a point in time when there will be a lower O&M cost?


MR. LAPP:  When you say lower O&M cost --


MR. WOLNIK:  Well, once you fix the problems.  I mean, you've -- essentially you've fixed these potential issues that might have resulted in an emergency situation down the road, so you've prevented that, and I think that's the whole purpose of this integrity management program, is to repair any issues before they become major problems.


MR. LAPP:  Correct.  But again, one of the things that's happened, both in what I'll call this program under 30 percent and the over 30 percent, is the advancement of technology, so as an example, there are new tools that can find cracks, for instance, that maybe three years ago were not available on the market.  So as technologies advance, they will find defects that we could not have found currently.


MR. WOLNIK:  Right.  And again, you are going to fix those on a planned basis before they become an emergency.


MR. LAPP:  Well, we will schedule the tools where they're available and as the technology develops, yes.


MR. WOLNIK:  Right.  So I guess what I'm getting at, like, are we -- and I'm thinking in the long run here.  I mean, once -- I'm not sure whether this is going to be a two-, three-, four-, five, or ten-year initial program to survey all the pipes, but once you go through that initial survey and repair what you think is appropriate to repair, would you expect beyond that time that costs will come down because you fixed those problems?


MR. LAPP:  I think on the pipelines that you're talking about they will, because you will have either replaced them or repaired them, but again, we have a lot of assets way beyond the level of assets of our 30 percent and over.


MR. WOLNIK:  No, I understand that, and you've got -- and I know you are replacing a number of regulator stations, for instance, and I appreciate that.


MR. LAPP:  Right.  But on these pipelines, so as an example, they might find that in order to run an inline inspection tool, in order to retrofit that line, it might be better off to do something different like replace it, because of the vintage, the location, and so forth, because I think I mentioned at the outset in my evidence -- or, sorry, my examination-in-chief, is that some of these pipelines were put in in unimproved or grassed area.  Now they are underneath the asphalt.  So if you have to retrofit these pipelines to accommodate pigging technology, it really does not justify doing that.  It might be better economically to actually replace sections.


MR. WOLNIK:  But that would be true -- even if this got into an emergency situation, again, you would have to deal with that issue when and if it occurred, right?  And you may end up with the same -- the same replace decision, but now you're able to do it on a more planned basis.


MR. LAPP:  Well, certainly planning the activities is more desirable than coming up to respond to them in an emergency, yes.


MR. WOLNIK:  So I guess coming back to the question then, do you see a time as a result of this program that your O&M costs will come down?


MR. LAPP:  I'm not sure which O&M costs you are talking about, because if I look at the condition monitoring programs, regardless of the age of the assets, you are still going to have to run all of your inline -- or, sorry, your leak surveys, corrosion surveys, damage prevention, locates, even the inline inspection.  Once you do it once, that doesn't mean you don't do it again.


MR. WOLNIK:  No, you will do it on some frequency, whatever that frequency may be --


MR. LAPP:  So the O&M will -- you know, and for all of our assets, including the new ones, we will continue to have to do that.


MR. WOLNIK:  So would you anticipate in the long run some costs coming down as a result of this program?


MR. LAPP:  Again, if -- if you take the example of a piece of pipe that I've done an inline inspection and I've decided to replace it, I will still have to do ongoing operation and maintenance activities on that new line.


MR. WOLNIK:  I understand that, and I understand there is going to be situations on -- you know, both extremes, where you are going to save a lot of money and some where you won't save any, and maybe it will cost you a bit more.  I'm just trying to -- I'm just trying to look forward to say, is there a time when there may be -- I mean, will we look back and say this is a good thing, this integrity program, because our costs overall on average will come down?


MR. LAPP:  Well, certainly we would -- that would be a benefit if it were to happen, but the main reason we're doing this is to reduce risk, so we're trying to find the assets with problems and replace them or fix them before they become problems.


MR. WOLNIK:  I understand that, and there is a cost to risk, of course, right?  You would agree with that.


MR. LAPP:  Yes.


MR. WOLNIK:  So it could in the long run reduce costs.


MR. LAPP:  Again, depending on the circumstances, it's possible.


MR. WOLNIK:  I understand there is the whole spectrum of opportunities.  I'm just trying to say on average.


MR. LAPP:  Again, I don't know if I can say on average, because it depends on the asset.  Like, a good example you mentioned earlier was regulator stations.  So if we do some type of a program that replaces all boot style regulators, I'm now not going to have the O&M associated with replacing boots, because I'll have a different type of regulator.


MR. WOLNIK:  Right.  So it could, but you can't -- you are not going to commit that it'll come down.


MR. LAPP:  I don't think I can quantify it, but I'm just -- I just gave that you one as an example.


MR. WOLNIK:  Okay.  Thank you.


MS. CONBOY:  Thank you, Mr. Wolnik.


MR. WOLNIK:  I have another commitment, and I would like to be excused if I could.


MS. CONBOY:  Absolutely.


MR. WOLNIK:  Thank you.


MS. CHAPLIN:  Just, Mr. Lapp, I'd like to follow on a little bit from the questions that Mr. Wolnik had for you.  Would it also potentially -- I mean, you were reluctant to commit that there would be cost reductions arising from these new programs.  Would it -- would part of your reluctance be due to a situation where you may end up doing remedial work, which may be a good thing, but might not have actually ended up in being an emergency?  Like, in other words, is it possible that you will do more remediation and thereby lower the risk, but that you will remediate things that may well not have failed and led to an emergency.  Is that -- do you understand what I'm trying to say?


MR. LAPP:  I think that's fair.  I'm trying to equate it to, say, the amp-fitting program.  I think Ms. Lawler talked about that earlier.  And her desire is to get what she calls ahead of the failure curve, so if you can replace these assets -- we have found historically that they leak, and because of the proximity of these fittings to people's homes, we want to get ahead of them before that actually happens.


It is quite possible that they may not leak during the next few years, say, but if you get ahead of it, based on our analysis of the history of failure, that's what we're trying to do.


MS. CHAPLIN:  So your risk of failure and your -- the risks associated with the costs of emergencies may go down, but your total costs may not go down.


MR. LAPP:  Again, I use that one as an example.  There's a number of distribution integrity programs that are out there, and a lot of these are raised from the field.  So the field says:  I've had a lot of problems with this particular type of facility or asset; they will be raised and they'll be studied to see if they are -- where they sort of stack up in the risk register.

MS. CHAPLIN:  Okay.  Thank you.


You were taken to -- I think this might be a question for -- I'm not sure if it is Ms. Torriano or Ms. Trozzi, but TCU3.1, page 9, I believe it had a table and it showed the increase in FTEs between -- I think this might have been some questions that Mr. Shepherd had for you.


Does that show the -- so I think he was asking you about the increase between 2011 and 2012.  And -- again, actually, maybe it was you, Mr. Lapp, that explained what those increases were for.


Do you recall that explanation?  Can you...


MR. LAPP:  Yes.  I think that was during -- I mentioned number of positions; is that right?


MS. CHAPLIN:  Right.  And what were those areas again?


MR. LAPP:  I'll have to just find my notes here.  One moment.


I apologize --


MS. TROZZI:  I can help you out and then you can fill in the blanks, if you want, Mr. Lapp.


The -- have you got them?


MR. LAPP:  I just found it.  I thought I was very organized here.


So some of the positions I mentioned as examples were what I called performance standards inspectors or pipeline inspectors, emergency programs office, damage prevention, measurement and regulation, safety and training.


MS. CHAPLIN:  So are these FTE additions related to this system integrity work?


MR. LAPP:  Some of them are, yes.


MS. CHAPLIN:  So to the extent that that's embedded in these historical numbers, there's not going to be incremental FTE additions related to the system integrity work over the course of the proposed IR period?


MR. LAPP:  Did you say incremental FTEs?  No.


MS. CHAPLIN:  Is that because you've essentially incorporated all of the necessary FTE increases for system integrity in these historical years?


MR. LAPP:  Again, I think measurement regulation is a good example.  So with the increase in the number of assets that are out there in this area -- and the measurement regulation people look after all their pressure control stations in the system, of which there are something in the order of 15,000, and these are growing quite substantially.  So the other problem we're having with this group is it's a -- you talk about the aging work force, and because of the amount of time to train these folks, to get them technically sound so that they can perform the activities, that's why they had to bring up a number of people, to start training them to learn how to work on this equipment.


So going forward, we now have a workforce that is, we'll call it, younger.


And at the same time, during this last couple of years they've been training to learn the expertise on how to do the work on those facilities.


MS. CHAPLIN:  And there is no change forecast for the FTEs.  That is one of the budget constraints.


Is there a forecast of expected retirements over the IR period?  I realise FTEs and actual bodies are different, but...


MS. TROZZI:  We did actually provide some information about our aging workforce.


Sorry, we did provide some information about our aging work force and we've provided some numbers, if I can find it for you.


It was B17.EGDI.SEC.69.  So it talks our aging work force and the average age of employees and the percentage of the workforce that's over the age of 55.


So the percentage of the workforce that is over the age of 55 right now sits at about 20 percent.  We -- on a typical year, we typically have anywhere between 60 to 70 retirements a year.


MS. CHAPLIN:  Are you forecasting any -- or expecting any change in that trend?


MS. TROZZI:  It's hard to say.  A number of our employees are eligible to retire, but we still are seeing the average retirement age at about 59 and 60, although people could go earlier if they chose to.


So it could change at any time.


MS. CHAPLIN:  Now, you've discussed, Mr. Kancharla, about the overall budget constraint and how holding the total budget for other O&M to the rate of inflation that Concentric provided to you.  And you've identified that there are cost pressures and your approach is that you will address those cost pressures through the productivity improvement.


And Mr. Shepherd, amongst others, has asked you to compare that to some extent with the situation facing Union, where they implicitly have accepted an increase that is less than that.


And have you -- so I guess I sort of have two strands about this benchmarking question.  Have you looked at Union's situation to assess how Enbridge's situation is different or the same, or whether or not you could achieve the same level of cost control or cost reduction?


MR. KANCHARLA:  I have not looked at Union in comparison, but it is possible the departments, when they're building, they would concentrated on other utilities when they provided us with the O&M details.


MS. CHAPLIN:  And you've taken us to the measure of O&M per customer, and I believe held that up as an example of why you believe that the forecast is -- represents reasonable rates of change; is that correct?


MR. KANCHARLA:  That's correct.


MS. CHAPLIN:  Has the company -- and I think you've also talked -- if not you, it might have been other panels -- talked about how Enbridge does discuss certain programs with other utilities, either through the American Gas Association or the Canadian Gas Association.


MR. KANCHARLA:  That's correct.  I think regularly the way it is with various associations, the relevant departments have dialogue with other associations and companies, and try to benchmark some activities related to that.


MS. CHAPLIN:  So looking at best practices?


MR. KANCHARLA:  That's correct.


MS. CHAPLIN:  But do you have -- and you've mentioned benchmarking, so do you have -- has the company filed any specific evidence on any activity-based benchmarking or departmental -- something at a lower level of granularity than just this total O&M cost per customer?


MR. KANCHARLA:  We have not done at a granular level.  I think what we have engaged Concentric is to provide that benchmarking at the O&M cost per customer.


MS. CHAPLIN:  Earlier today, I think you were asked -- well, you identified the incremental cost associated with the WAMS hosting.  And I think you were asked why it wasn't also showing a reduction of the 900,000 for the elimination of the EnVision.


I'm wondering, is there a period of time within -- in which you are using both, and therefore is there a period of time when both are in the budget?


MR. KANCHARLA:  I would ask Ms. Torriano.  She can clarify more of the details on that.


MS. TORRIANO:  I actually followed up on that item.  So the 888- or almost 900,000 in -- which represents 10 percent O&M is not incurred in the IT department currently; it is incurred in another department called system operations.


So their costs actual actually wouldn't go down, because once they implement WAMS then they would require project managers or resources to be able to maintain the new WAMS system.


So that's why you don't see a reduction.


MS. CHAPLIN:  So the...


MS. TORRIANO:  So net effect, you are actually seeing WAMS is the 4.1, plus the additional cost in the system operations department.


MS. CHAPLIN:  Okay.  So the systems operations department budget is not going to go down for the 900,000?  It is going to swap out; what was paid to Accenture or whatever for EnVision is now going to be --


MS. TORRIANO:  In-house.


MS. CHAPLIN:  -- in-house cost?


MS. TORRIANO:  That's correct.


MS. CHAPLIN:  Now, you've explained how you -- I mean, you've identified some productivity measures, but as I understand it, you are maintaining that you have not been able to estimate the specific savings that you expect from them, but you are going to be doing these annual productivity reports, and whenever there's a SEIM application, that information will be part of the application.


So what I'm trying to just understand is how we can be confident that that information will be available then and will be rigorous when you don't seem to have it now, when you've actually specifically challenged the departments to identify those savings and to bill them into their budgets.


So can you help me understand how, if you can't provide those estimates now, why you're going to be able to provide them later?


MR. KANCHARLA:  I think what the company's management has done is provided a direction to the company to live at inflation, so there is -- that's how we call it embedded productivity, and we showed the cost pressures as well.


So these cost pressures are real.  For example, three-person's salary is going to happen.  So to offset that, the departments -- respective departments need to find areas to -- to show how they mitigated that cost pressure.  We've seen a cost increase in 2013, but the expectation is that we would like to hit our budgets, not exceed our budgets, so the need to find efficiencies to mitigate the cost pressures as well.  I think that's the assurance that the company's executives have that departments will go and find efficiency.


MS. CHAPLIN:  Right.  But you didn't require any kind of quantification to support the current budget, any quantification of the productivity savings, other than just to say they will offset -- you are sort of declaring that they will offset the cost increase pressures.


MR. KANCHARLA:  And we provided some examples.  It is fair to say that we have not quantified with the complete list to mitigate every dollar of the 16.2 million.  I think various department have ideas of our areas that they want to pursue, and Mr. Lapp has provided some examples, but we expect that as the year progresses we need to manage our costs, that department people will come up with some productivity initiatives.


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


DR. ELSAYED:  First a question to follow up on a question Ms. Chaplin asked about the WAMS program.  Just help me understand that.  If the benefit -- the ongoing benefit of implementing the 900,000 is offset by increasing the OM&A hiring project managers, then are you saying there is no net benefit ongoing for the program?


MS. TORRIANO:  So the overall cost for the Accenture, as Mr. Kancharla mentioned earlier, is $9 million capital and O&M combined, so effective in 2016 once WAMS is implemented now the cash outlay would be closer to 4.1, plus the additional 900, so about 5 million, so it would be a difference of approximately 4 million reduction.


DR. ELSAYED:  So I guess the justification for the program in the long term...


MS. TORRIANO:  I believe yesterday when the WAMS panel was up, Mr. Akkermans had mentioned that there is not necessarily going to be savings from implementing WAMS, because it is technology obsolescence, and that was the decision why they were replacing EnVision, so they were not sure at this point if there was going to be any efficiencies, and I believe he also mentioned that there could be costs associated with it as well.


DR. ELSAYED:  Okay.  Just -- I want to clarify a couple of things that Mr. Lapp mentioned in your evidence-in-chief document.  The answer may have been provided in bits and pieces, but I just want to be clear.


On page 7, item 6-A, it says:

"The other O&M budget does not account for known and expected cost increases, which include contractor unit, rate increases, and benefits which are forecast to exceed the rate of inflation."


Then on the following page there is at the top a statement that says:
"The company has not included in its other O&M budget any costs which are reflective of the expected significant increase in incremental customer additions over the term of the IR."


I'm just highlighting the words "known", "expected" and -- why have they not included it, if they are known and expected, all these costs?


MR. LAPP:  With the outside contractors, this one has to do with our, what we call our extended alliance partners that do service work for us.  They are -- their work force is under a trade union agreement that generally will have increases beyond inflation.  And that's -- and because they are our -- excuse me, our sole service provider for this particular aspect of the business, that's a cost pressure that we will have to absorb.  The service has to get done.


DR. ELSAYED:  But you didn't have an estimate for what that might be to include in your estimate.


MR. LAPP:  Again, we don't know what the exact cost increases will be because of the trade unions.  We don't know what their exact -- that's why we sort of gave a range.  We didn't know what it could be.


MS. TORRIANO:  If -- oh, I was just going to add to that.  So the current extended alliance agreement with our service provider, it ends at the end of this year, so they're actually in the process of determining if there will be an RFP or negotiation, so that's why we don't have the details as far as what those increases would be.


DR. ELSAYED:  Okay.  I guess my difficulty in understanding the concept is that when you're establishing an estimate from the bottom up, and you have some level of uncertainty, you allow for it somehow, but not exclude it entirely, which seems to be the case here.  You've -- correct me if I'm wrong -- you have excluded that element and assumed that will be one of your cost pressures that you have to deal with; is that correct?


MR. LAPP:  Yes, it is one of the cost pressures that we would have to deal with, and again, it is one of the ones that we will have to seek productivity initiatives in order to meet that particular one.  Again, I don't know what the magnitude of that particular driver would be, but it is there, and it is something that we're aware of.


DR. ELSAYED:  Okay.  So when you build your O&M budget from the bottom up, it consists, obviously, of a whole bunch of line projects or items, and there is clearly a level of uncertainty, and the estimate of each one of those lines, because you haven't defined the scope.  You will notice sometimes what the cost is.


How do you allow for that?  Do you apply some sort of contingency, or how do you -- how would you also describe your level of certainty in those estimates of the line items that make up your O&M budget?


MR. LAPP:  So we do have historic units of work, so valve inspections, corrosion survey test points, pressure regulating station inspections, so some of the technology items that I mentioned earlier will help to do that.


A good example -- I was thinking of this during the course of the day, like -- so for our corrosion prevention program, one of the technologies that they've started to look at is what we call remote units.  So a remote unit will tell you what the corrosion reading is through the Internet, as opposed to actually physically having to go up and check the reading.


So those types of initiatives can save substantial amounts of manpower, because you don't have to send folks all over the system to take these readings, because they can just get them over their computer.


Those types of improvements have added benefits that you know when particular systems are below the level of corrosion protection that they should be, and you can target your response calls accordingly.


So the technology does help with productivity, but it also helps to maintain the integrity of the system, keep things as -- example, keeping the protection levels of our steel system up.


DR. ELSAYED:  You are also saying that your historical experience helps you with --


MR. LAPP:  Yeah, like the units of work and unit costs and, you know, valve inspections is a good example, meter exchanges, that types of thing.


DR. ELSAYED:  Okay.  My last question is about the distinction between O&M and capital.  We heard from the capital panel that you have a clear line between FTEs that charge their time and expense to capital and OM&A, not necessarily persons, but at least the portions of FTEs.


However, you told us earlier, if I understood it correctly, that, for example, your VP for the GTA project is charged to O&M.  How do you explain that?


MS. TORRIANO:  If I could have you reference Exhibit D1, tab 3, schedule 1?  Oh, page 28, I'm sorry.


So if you refer to line items 21 and 22, so we have "Capitalization A&G," and we have "Capitalization."


Basically, "Capitalization A&G" is the support type of groups, as I mentioned earlier.  So you would have finance, IT, HR, and each of those groups, through an A&G study that was done, would determine the percentages that would get allocated to capital.


So as an example, 22 percent of HR costs.  I mentioned 7 percent of corporate, which would include the executive.


The second line, line 22, "Capitalization," this is done at an allocation role at each specific department.


It's predominantly the operations and pipeline integrity groups, where they have various cost centres which represent departments, and depending on the work that those departments do, would determine their level of percentage that gets allocated to capital.


So for an example, if you have a construction cost centre, they do predominantly construction work, their salaries would get allocated to capital.  If you have an O&M, they would get allocated to O&M, or, some cases, 50-50.


So that's how those are determined.


DR. ELSAYED:  Would the VP of the GTA project be included in this?


MS. TORRIANO:  The VP of --


DR. ELSAYED:  I think we were told earlier that --


MS. TORRIANO:  She would be included in the corporate, so she would be part of the A&G.


DR. ELSAYED:  She would be capital?


MS. TORRIANO:
She would be part of the A&G.


DR. ELSAYED:   Because I thought we were told earlier that 90 percent of the time would be O&M.

MR. KANCHARLA:  I think what Ms. Torriano is explaining is there are some guidelines provided, and I think it's related to the earlier decision on the allocation of administration and general studies.


So when it comes to your particular example, we may not be capturing 100 percent, but we will be capturing 7 percent of, say, a legal vice-president or an HR vice-president, but it's part of an allocation study that was done few years -- many years back, and that's the percentages rules that we are following for the capitalization here.


DR. ELSAYED:  Okay.  And again, on that area, let's say just as an example, if you do line inspections, for example, and these line inspections result in the need to do some major replacement or modifications, so at what point does this change from an O&M -- O&M work to capital work, if you have to replace the pipe?


MS. TORRIANO:  So the inline and -- the actual inline inspection is done by a third party.  So that would be part of outside services, and that's 100 percent O&M.


Then the remediation work that is done would be executed by either a third party or it can be executed by internal forces.  And if that is determined to be a repair, it would be O&M, and if it's full replacement, it would be capital.


Let me just also -- I just would like to also make a distinction between the departments which have allocations on a percentage basis would be for non-union staff.


Union staff have devices that they use in the field, and based on the work order that is completed, determines if it's capital or O&M.  That's the distinction.


DR. ELSAYED:  Okay.  Thanks.


MS. TORRIANO:  Thank you.


MS. CONBOY:  Mr. O'Leary, do you have any redirect for your witnesses?

Re-Examination by Mr. O'Leary:


MR. O'LEARY:  Just a couple of questions, just to pick up, if I may, on Dr. Elsayed's question about the new vice-president, GTA.


And I believe I understood earlier that this was a person that was given the additional responsibility in respect to the GTA?


MS. TROZZI:  That's correct.


MR. O'LEARY:  And what does that tell us about the areas of responsibility that that person is responsible for?  Is it limited strictly to the GTA?


MS. TROZZI:  No, she has additional responsibilities as well.


MR. O'LEARY:  How does that relate to your evidence of what's capitalized and what's not?


MS. TROZZI:  Ms. Torriano, are you able to answer that?  I'm...


MS. TORRIANO:  I would have to check on the treatment for the GTA, because there might be an exception, but the rest would be part of corporate.


MR. O'LEARY:  And I was really just trying to understand if the time was being spent on GTA, and other times being spent on other matters which are O&M, they would be in different buckets.  Some would be capitalized, some not?


MR. KANCHARLA:  That's correct.  Mr. O'Leary, I think as you look at the whole executives group, the particular example you have given us is some amount of time is spent on GTA and others, and including other vice-presidents, could be spending time totally on operating-related activities.


So we look at the executives and look at their total salaries and allocate a percentage.


MR. O'LEARY:  Thank you.  And that -- just one last question relates to the -- an exhibit that Mr. Shepherd provided.  It is Exhibit K7.3.  And, Mr. Kancharla, this might be something that I would ask you to speak to.


And we now know a little bit more about the WAMS costs which come into play in 2016, 2017 and 2018 of the additional $4.1 million, but turning to Exhibit K7.3 and the comparison that Mr. Shepherd has made, I believe it's the bottom right-hand figure on the second page of that exhibit, the 17.4 million.


Can I ask you whether or not you were able to determine whether the WAMS O&M costs of 4.1 million in each of 2016, '17 and '18 is reflected in this document?


MR. KANCHARLA:  Again, as I told Mr. Shepherd, this calculation is subject to check, but looking at the concept, 4.1 million would have been included in the years '16, '17 and '18, to come up with a total of 17.4.


MR. O'LEARY:  And in terms of whether or not Mr. Shepherd has included that 4.1 million as a cost relative to the union, do you know whether or not this comparison has included that 4.1 million?


MR. KANCHARLA:  It's been included, 4.1 million, yes.


MR. O'LEARY:  Thank you.  Those are our questions.


MS. CONBOY:  Thank you very much.


MR. O'LEARY:  Sorry, there is one -- I should point out -- I had said right at the beginning of the day that we were going to be filing the financials.


MS. CONBOY:  Yes.


MR. O'LEARY:  And there are now a set at the back on the table, and they will be sent around electronically this evening.


MS. CONBOY:  Thank you very much, Mr. O'Leary


MR. O'LEARY:  It may be done already.  It is Undertaking J1.2.


MS. CONBOY:  Thank you.  The panel is excused with our thanks.  And we will rise until tomorrow morning at 9:30, where we will start with panel 11.

--- Whereupon the hearing adjourned at 5:09 p.m.
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