
[image: image1.jpg]) SIC PERMANET

| _rocus | 4
Ontario

VT INCEPIT

2\




ONTARIO ENERGY BOARD

	FILE NO.:
	EB‑2012-0459
	

	VOLUME:

DATE:
BEFORE:
	11
March 25, 2014
Paula Conboy

Cynthia Chaplin

Emad Elsayed
	Presiding Member

Member and Vice-Chair
Member


EB-2012-0459
THE ONTARIO ENERGY BOARD
IN THE MATTER OF the Ontario Energy Board Act, 1998, S.O. 1998, c. 15, Sched. B, as amended;
AND IN THE MATTER OF an Application by Enbridge Gas Distribution Inc. for an order or orders approving or fixing rates for the sale, distribution, transmission and storage of gas commencing January 1, 2014.
Hearing held at 2300 Yonge Street,

25th Floor, Toronto, Ontario,

on Tuesday, March 25th, 2014,

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

VOLUME 11
--------------------

BEFORE:

PAULA CONBOY


Presiding Member

CYNTHIA CHAPLIN

Member and Vice-Chair
EMAD ELSAYED


Member

KRISTI SEBALJ
Board Counsel

COLIN SCHUCH
Board Staff
LAURIE KLEIN

DUNCAN SKINNER
FIONA O'CONNELL
DAVE STEVENS
Enbridge Gas Distribution Inc.


(EGDI)

JOHN VELLONE
Association of Power Producers of
JOHN WOLNIK
Ontario (APPrO)
DAVE BUTTERS

PETER THOMPSON
Canadian Manufacturers & Exporters (CME)

JAY SHEPHERD
School Energy Coalition (SEC)

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


1Preliminary Matters


2ENBRIDGE GAS DISTRIBUTION INC. - PANEL 14


E. Naczynski, A. Kacicnik, J. Collier, K. Culbert,   R. Small, Affirmed

2Examination-In-Chief by Mr. Stevens



3Opening Statement by Mr. Kacicnik



11Cross-Examination by MR. Vellone



29Cross-Examination by Mr. Shepherd


37--- Recess taken at 10:34 a.m.


37--- On resuming at 10:53 a.m.



37Cross-Examination by Mr. Thompson



63Questions by the Board



73Re-Examination by Mr. Stevens


75--- Luncheon recess at 11:55 a.m.


75--- On resuming at 1:04 p.m.


75ASSOCIATION OF POWER PRODUCERS OF ONTARIO - PANEL 1


J. Todd, M. Roger, Affirmed


75Examination-In-Chief by Mr. Vellone



80Cross-Examination by Mr. Stevens



119Questions by the Board



131Re-Examination by Mr. Vellone


132Procedural Matters




--- Whereupon the hearing adjourned at 2:52 p.m.
138

10EXHIBIT K11.1:  OPENING STATEMENT OF MR. KACICNIK


11EXHIBIT K11.2:  APPrO COMPENDIUM.


81EXHIBIT K11.3:  DOCUMENT ENTITLED "Compendium for examination of John Todd and Michael Roger by Enbridge Gas Distribution Inc."





         NO UNDERTAKINGS WERE FILED IN THIS PROCEEDING.
No table of figures entries found.

Tuesday, March 25, 2013

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

MS. CONBOY:  Do we have any preliminary matters before we begin?
Preliminary Matters:


MR. STEVENS:  Good morning, Madam Chair.  I am pleased to report that Enbridge has now filed responses to all of the undertakings.

MS. CONBOY:  Thank you.

MR. STEVENS:  And hopefully we won't add to that today, so we will be able to move on to argument.

And secondly, I just wanted to point out that Enbridge also filed an evidence update yesterday addressing two things that it had undertaken to update in relation to the GTA and in relation to lag days.

MS. CONBOY:  Thank you, and those are the Exhibit -- are you talking about the Exhibit D1s?

MR. STEVENS:  That is right.  There is Exhibit D1, as I recall, and then there is also Exhibit M, which are impact statements, but all of these items but for the undertakings at the bottom relate to the two updates that I just mentioned.

MS. CONBOY:  Thank you.

Well, if there are no preliminary matters, we can swear in the witnesses or affirm the witnesses this morning.  Would you like to introduce them?

MR. STEVENS:  Certainly.  As indicated on Exhibit K1.1, this is Exhibit (sic) 14, here to speak to deferral and variance accounts, revenue deficiency/sufficiency, and cost allocation/rate design.  Starting from furthest away from you is Eric Naczynski, and then Anton Kacicnik, Jackie Collier, Kevin Culbert, and Ryan Small.
ENBRIDGE GAS DISTRIBUTION INC. - PANEL 14


Eric Naczynski, Affirmed.

Anton Kacicnik, Affirmed.

Jackie Collier, Affirmed.

Kevin Culbert, Affirmed.

Ryan Small, Affirmed.

MS. CONBOY:  Thank you, and I believe, Mr. Stevens, you have some time for examination-in-chief?

MR. STEVENS:  We do, thank you.  First would it be appropriate to have the witnesses adopt their evidence?

MS. CONBOY:  Absolutely.

MR. STEVENS:  Terrific.
Examination-In-Chief by Mr. Stevens:


Mr. Kacicnik, on behalf of this panel do you confirm that the evidence to be addressed by this panel was prepared by members of the panel or under their direction?

MR. KACICNIK:  Yes, I do.

MR. STEVENS:  And do you confirm that the evidence, including the associated interrogatories, is accurate, to the best of your knowledge?

MR. KACICNIK:  Yes.

MR. SHEPHERD:  And on behalf of the panel do you adopt that evidence for the purpose of this proceeding?

MR. KACICNIK:  Yes, I do.

MR. STEVENS:  Thank you.

Now, Mr. Kacicnik, I understand that you have an opening statement to make in relation to Rate 125?

MR. KACICNIK:  Yes, I have.

MR. STEVENS:  And we circulated it yesterday to all parties, but perhaps I could ask you to speak to it.
Opening Statement by Mr. Kacicnik:

MR. KACICNIK:  Yes, certainly.

Good morning, panel, Madam chair.  In my opening remarks I am going to cover five items; namely, Rate 125 service, and we discuss the location, methodology, economic feasibility assessment, APPrO's evidence and recommendations, and then I will wrap it up with concluding remarks.

So let me start with Rate 125 service.  Rate 125 is an unbundled distribution service.  How does it work?  The customer who takes service on Rate 125 receives firm distribution service on the company's extra-high-pressure network to their plant location.

At the same time the customer procures their own gas supply and arranges for transportation of that supply to be delivered to Enbridge.  They also procure their own storage services and load balancing services.

Rate 125 does include the provision for limited load balancing service, which is provided on a pay-as-you-go basis, but this is a limited service and would not be sufficient to meet all of the load balancing needs.

Delivery charges on Rate 125 are considerably lower than delivery charges on other Enbridge's rates.

Let me now move on to Enbridge's cost allocation study.  Enbridge's cost allocation study takes the revenue requirement determined by regulatory accounting group and then allocates that revenue requirement to the customer classes using Board-approved principles and conventions.

The outcome of the study is then used as a guide to rate design.  And you can find Enbridge's cost-allocation evidence in the G series of exhibits.

Enbridge operates a highly integrated gas distribution network.  If you look at the city there is gas pipes underneath every street, major street, side-street, cul-de-sacs.  There is gas pipes and utility corridors and other utility easements.

If gas distribution network were to be plotted on the map it would look like a big spider's web.  So given this level of system integration, the Board has approved the use of postage-stamp rates for Enbridge.  That means that a customer on a given rate in Niagara Falls would be subject to the same charges as the customer using the same rate in downtown Toronto.

But the principle of postage-stamp rates goes well beyond the issue of location.  It is a key principle of postage-stamp ratemaking that services provided to customers are costed at average cost, average cost basis.  For example, Enbridge is a mature utility established in 1848.  We have pipes of all kinds of ages within our network.

Customers who are served through the segments of the network that are older, those customers have a lower cost to serve because those pipes will be heavily depreciated or almost fully depreciated.  Customers who are served through the newer parts of the network have higher costs to serve, because those pipes are newer and haven't been depreciated.

Now, through postage-stamp ratemaking all customers share in the mix of investment vintages.  We don't differentiate based on that.  In fact, every customer on the system has a somewhat different cost to serve because it's a function when they would be attached to the system, their location, their load profile, and their load factor, and so on.

So given these complexities of the gas distribution network, the outcome of the cost allocation study is then the best representation of the annual cost to provide service to customers using an approved set of principles and conventions.

Cost allocation study using a different set of principles and conventions would produce different results.  However, it's the consistent year-over-year relationship between cost and revenues that's important for derivation of rates and rate impacts.

Now I am going to move on over to economic feasibility analysis.  Economic feasibility is not cost allocation and it's not rate design, it's an economic test or a screen prescribed by the Board so we can see if projects are feasible and they should proceed.

Enbridge carries out economic assessment for any customer on any rate class as per the Board-approved guidelines in EBO-188.  In the response to APPrO Interrogatory No. 12, issue C-30, Enbridge discusses how feasibility analysis is carried out.  It basically looks or measures the cost of a project versus the revenues that will be received from that project, and the outcome of feasibility analysis is something that's called profitability index, or PI.

If PI equals 1 or it's greater than 1, then the project is deemed feasible and can proceed.  If the PI of the project is less than 1, then the customer is required to pay contribution in aid of construction.  And what that does, it essentially lowers the cost of the project, keeping the revenue the same, it lowers the denominator, the cost, and brings PI up to 1.

When speaking about the feasibility analysis, it's important to highlight the concept of billing contract demand, that's only applicable to Rate 125 customers on dedicated service.  For those customers, if PI is greater than 1, then billing contract demand is established, which essentially lowers the revenue part of the equation to bring PI down to 1.

And that billing contract demand would stay in place for those customers for the duration of their contract, which is typically 20 years.  So in essence, they would be paying charges based on their billing contract demand rather than contract demand, which represents peak demand at the plant.

Moving on over to APPrO's evidence and recommendations, APPrO asked a number of questions on Enbridge's cost allocation methodology and they requested a number of scenarios to be run assuming various changes to Enbridge's Board-approved methodology.

Some of those scenarios resulted in more cost being allocated to Rate 125, and some scenarios resulted in less cost being allocated to Rate 125.

In its evidence, APPrO then recommends two refinements to Enbridge's cost allocation methodology; both of those result in lower level of cost being allocated to Rate 125.

Their first recommendation deals with the size of pipes within Enbridge's extra high-pressure network.  They recommend that the cost of the extra high-pressure network be further broken down between pipes and associated costs that can provide service to Rate 125 customers, and pipe sizes and costs that cannot reasonably provide service to Rate 125 customers.

So Enbridge discusses that in response to APPrO Interrogatory No. 10, issue C-30, where we identify the pipe size of 6 inches as the minimum pipe size that's able to provide service to an embedded Rate 125 customer.

In the same interrogatory response, we also provide impacts to Rate 125 if we removed pipe sizes of 4 inches and less from being allocated to Rate 125 customers, and that impact would be roughly $1 million a year, and then 1 million would need to be recovered from other rate classes.

Their second recommendation deals with excess capacity on the system.  They recommend that Enbridge either amends its economic feasibility analysis, or modify its cost allocation study so the cost of what they call excess capacity would not be allocated to Rate 125 customers.

If we modified our methodology to exclude the cost of excess capacity, which would be mostly due to segment B of the GTA project being close into service, the impact of Rate 125 customers would be about half a million a year, which again would need to be recovered from other customers.

At the same time, it's important to note that this impact would change annually.  One, the level of excess capacity would diminish as more customers come on the system.  And secondly, the revenue requirement associated with that excess capacity would also get lower as the pipe depreciates over time.

In their evidence, APPrO also notes that most of the capacity that's being added is to facilitate the shift in gas supplies and to accommodate more purchase at Dawn and Niagara.

I just want to note that segment A of the GTA project is the one that will facilitate such a shift, and the company is not proposing to allocate any of the cost of segment A to Rate 125 customers.  The company will use segment A to improve its diversity of supplies, security of supplies, and to lower supply cost to its customers.

Rate 125, as I noted, does not receive any upstream services from Enbridge, and therefore they will not be allocated any of the costs.

So to wrap it up, the total cost consequences that would be transferred from Rate 125 on to other customers from APPrO's proposals would be approximately $1 million in 2014 and 2015, about 1.5 million in 2016, and a somewhat lower number in 2017 and '18.

I also want to point out that APPrO's recommendations would have an impact on the level of site restoration cost refund that would be allocated to Rate 125 customers.  So if we adopted their recommendations, the level of the refund would decrease to Rate 125 by about 100,000 a year.  Instead of 750,000, for example, in 2014, they would receive 650,000.

And why it's even necessary to talk about site restoration cost refund in this case, well, site restoration cost reserve has been accumulated over a very long period of time, many decades, and these customers are more recent to the system.  So one question would be:  Why would they even get any of this refund?

But as I pointed out, it's a key principle of postage stamp ratemaking not to differentiate based on vintage of investment, and when we are allocating this, we are employing postage stamps, and they too are eligible for the refund.

The company does not support APPrO's recommendations.  Our rates are designed to recover the test year revenue requirement from customer classes, and the use of postage stamp ratemaking is supported by costing of its service at the average cost basis.

This approach to setting rates does not differentiate between different investments and the mix of investment vintages.  Our cost allocation methodology therefore appropriately and sufficiently determines the relative cost differences between different customer classes.  In the company's view, it would be inappropriate to deviate from the Board-approved methodology.  And if we were to do so, our suggestion would be to look at the issues on a broader basis, rather than only on the basis of treatment of specific investments.

The company is of this view because some of the scenarios that we ran, even though those were limited, resulted in more costs being allocated to Rate 125 and some of them resulted in less.  Therefore, we think that if we proceeded with this, a broader approach would be more appropriate.

MS. CONBOY:  Thank you very much.

For ease of reference and before we get to Mr. Vellone, should we mark this, give this a number, please?

MS. SEBALJ:  It's K11.1.
EXHIBIT K11.1:  OPENING STATEMENT OF MR. KACICNIK

MS. SEBALJ:  I have also been informed that you are misidentified on the dais, if I can just approach and --


MS. CONBOY:  Am I, now?  Who am I?

[Laughter]

MS. SEBALJ:  I'm pretty sure everybody knows who you are, but just so we are accurate.

[Laughter]

MS. CONBOY:  Thank you.

So, Mr. Vellone, I think we are -- we have you down as cross-examining first?

MR. VELLONE:  Yes.  That's correct.

MS. CONBOY:  Thank you.
Cross-Examination by MR. Vellone:

Good morning, Madam Chair.  Since we didn't do appearances this morning, my name is John Vellone.  I am acting for counsel for the Association of Power Producers of Ontario.  And with me today is Mr. David Butters and Mr. John Wolnik.

And the focus of my questions today, it should come as no surprise, are going to be on the cost allocation methodology proposed by Enbridge.

And before I get started, I did distribute a compendium of materials this morning.  I was wondering if we could get that marked as an exhibit.

MS. CONBOY:  You can.  We have that in front of us.

MS. SEBALJ:  That's marked "APPrO compendium," and it's K11.2.
EXHIBIT K11.2:  APPrO COMPENDIUM.

MR. VELLONE:  Thank you very much.  And do all the witnesses have a copy of this compendium?

MS. COLLIER:  Yes, we do.

MR. VELLONE:  Thank you.  Because of the focus of my question, Mr. Kacicnik and Mr. Naczynski, I think, I believe most of my questions will be for you, as we can almost make eye contact here.

I think I would like to start just with your opening statement, if you don't mind; that's  K11.1, and specifically on page 4 of your opening statement.  The last full sentence states, I believe:

"The company is of this view because, as pointed out earlier, some of APPrO's scenarios requested through interrogatories resulted in more costs being allocated to Rate 125 customers and some resulted in less costs being allocated to Rate 125  customers."

And I guess just to get started I would like to set the stage and clarify.  What we are going through today is a discovery process where APPrO is trying to better understand Enbridge's cost allocation proposal and methodology.

And would you agree with me that really the only mechanism open to APPrO to do that is to ask you questions through the discovery process?  Would that be a fair statement?

MR. KACICNIK:  Yes, it would be.  You can ask -- you already asked questions through interrogatories and technical conference as well.

MR. VELLONE:  Thank you.  I guess as I read this statement it seems to me that APPrO is being faulted for asking questions, which is why I wanted to make sure we had a clear understanding of the role of the Board's discovery process, so thank you very much for that.

I would ask you now to turn up page 3 of your evidence-in-chief.  And this is a clarification question, mostly.  In the first full sentence on that page it begins with "in the evidence APPrO recommends".  And my question for you is, would it not be more accurate to say that "in the evidence Mr. Todd and Mr. Rogers recommend"?  Would that be accurate?


MR. KACICNIK:  Yes, I would agree with that.  I thought that they were hired by APPrO to provide recommendations, but I don't have an issue with the way you phrased it.

MR. VELLONE:  Thank you.  The reason why I am asking is, in my mind APPrO hasn't made any recommendations yet, because APPrO hasn't filed any arguments, so I just wanted to get that clarification on the record.

And I notice that the same kind of comment shows up throughout page 3 here:  "APPrO proposes", "APPrO recommends", "suggested by APPrO", "APPrO also notes".  I think for each of those cases it really is "Mr. Todd and Mr. Rodger recommends" or "proposes"; is that fair?

MR. KACICNIK:  Yes, it's fair.

MR. VELLONE:  Thank you.  I would like to move on to the focus of my examination today.  And to start, I am going to start with APPRO interrogatory -- your response to APPrO Interrogatory No. 7, which can be found at page 1 of K11.2.

Now, it is my understanding that Enbridge uses a concept of transmission pressure capacity, TP capacity, to allocate costs associated with its extra-high-pressure main system to a variety of customers, including Rate 125; is that correct?

MR. KACICNIK:  Yes, that's correct.

MR. VELLONE:  And in this interrogatory response that we have in front of us, Enbridge clarifies its definition of TP capacity as that portion of its system which operates at a pressure of greater than 1,207 kilopascals; is that correct?

MR. KACICNIK:  Yes.

MR. VELLONE:  And it's my understanding that Enbridge distinguishes in its cost allocation methodology between TP capacity on the one hand and HP and LP capacity on the other; is that correct?

MR. KACICNIK:  Yes, it is.

MR. VELLONE:  And I just want to explore a little bit the reason why Enbridge is proposing such a distinction, and my question for you is this:  Is the distinction between TP capacity pipelines and those lower-capacity pipes driven at least in part by an attempt by Enbridge to better reflect cost causality principles?

MR. KACICNIK:  Yes, that's correct.

MR. VELLONE:  Do you believe that the distinction Enbridge makes between TP capacity pipes and lower-capacity pipes is consistent with the use of postage-stamp ratemaking?

MR. KACICNIK:  Yes, it is.

MR. VELLONE:  Thank you.

I would ask you now to turn up the response to APPrO Interrogatory 10(c), part (i).  That's included at page 4 of the APPrO compendium.  And specifically I am looking at the table provided in response to this interrogatory.  And the table, if I understand it correctly, shows both the length and the costs associated with Enbridge's extra-high-pressure pipelines as sorted by nominal pipe diameter; is that correct?

MR. KACICNIK:  Yes.

MR. VELLONE:  Thank you.  It is my understanding that Enbridge does look at nominal pipe diameter, among other factors, when determining how much of the costs in your uniform system of accounts should be classified to TP capacity; is that correct?

MR. KACICNIK:  Yes, that is correct, because the costs are attached to different pipes of different diameters, so to derive the total cost that should be classified as TP capacity we have to look at all of the pipe sizes.

MR. VELLONE:  Thank you.  And if I am reading this table properly, what it says to me here is that your extra-high-pressure system is made up of pipes ranging in diameter from 1.5 inches at the top to 36 inches at the bottom; is that correct?

MR. KACICNIK:  Yes.

MR. VELLONE:  There are no other diameters of pipe that's not included in this table that you would consider part of your extra-high-pressure system?

MR. KACICNIK:  No, all of them are included in the table.

MR. VELLONE:  Thank you.

And the column in the table that says "total dollars", it's my understanding that's the total rate base associated with that diameter of pipe; is that correct?

MR. KACICNIK:  Yes, those are the total dollars that were rate-based.

MR. VELLONE:  And if I am reading it properly here, that means that Enbridge doesn't have any 10-inch pipe in its extra-high-pressure system, because I move down the table here, I look at 10, there is zero metres in length and zero dollars; is that correct?

MR. KACICNIK:  Yes, that is correct.

MR. VELLONE:  And if I understand your current cost allocation methodology correctly, it has the effect of allocating all of the extra-high-pressure pipe diameters to two-year customers, including Rate 125; is that correct?

MR. KACICNIK:  Yes, it is.

MR. VELLONE:  I am going to ask that we leave this interrogatory response up for a minute, but I am going to ask a question of Mr. Naczynski.

It is my understanding that currently, right now, the minimum main size that is being used to service Rate 125 customers is 12 inches; is that correct?

MR. NACZYNSKI:  That's correct.  There may be instances where that 12-inch pipe is feeding more than one power-generation customer, but, yes, 12-inch pipe is the minimum size.

MR. VELLONE:  Thank you.  And in fact, you had a discussion on this point with my colleague Mr. Wolnik during the technical conference.  The transcript excerpt is included in here, but we don't need to turn it up.

So looking at this table in response to APPrO Interrogatory No. 10, if I wanted to illustrate to the panel the assets currently being used to service Rate 125 versus those assets that are not, I could draw a line here between the 10- and 12-inch rows.  And would it be fair for me to say that the pipes of diameter 12 inches and above are generally being used to service Rate 125 customers?

MR. NACZYNSKI:  The pipes in our transmission system are being used to service all of the customers in our franchise.  Specifically to your point, at this time only 12-inch and greater diameter pipes are servicing Rate 125 customers, based on their current geographical locations and contract parameters at this particular time.

MR. VELLONE:  Thank you.  And the asset --

MR. KACICNIK:  Also, to add to the question, as you can see in part (b), we identify a pipe size of 6 inches as the minimum pipe being capable of serving an embedded Rate 125 customer.

MR. VELLONE:  Thank you for that.  I do intend to come back to that and explore it in more detail, but thank you.

Just to finish off this line of questioning, so it's my understanding that the assets listed in this table, 10 inches and below, or rather, I guess, 8 inches and below, because there are no 10-inch pipes, they are not currently being used to service Rate 125 customers right now; is that fair?

MR. KACICNIK:  Yes. 

MR. VELLONE:  Thank you.  As you know, APPrO hired Elenchus to advise us on Enbridge's cost allocation proposal, and one of their recommendations was that Enbridge should modify its cost allocation proposal so as to distinguish between its extra high-pressure assets so as to better reflect cost causality principles.  It is my understanding from your in-chief evidence that you don't agree, and I understand why.  My question for you is one of feasibility.

If this Board Panel were to order Enbridge to make adjustments to its cost allocation methodology to distinguish between those extra high-pressure assets currently being used to service Rate 125 customers -- that is 12 inches and above -- versus those that are not, would you be able to do so as a result of such an order in time for finalizing final rates from this proceeding?

MR. KACICNIK:  Aside from not supporting Elenchus' recommendations, yes, we could implement this as part of the final 2014 rate order.

MR. VELLONE:  Thank you very much.  And I actually -- I think you might have done some of these calculations already in response to technical conference Undertaking 3.19.  That's included at page 30 of the APPrO compendium.  I might get you to turn that up right now. 

So this undertaking response -- and I am just reading the first line here -- summarizes the impact of not allocating costs associated with extra high-pressure mains, 4 inches, 6 inches and 8-inch diameters and below, to Rate 125 customers for each of the years 2014 to 2018.

Now, I have a few clarification questions about this undertaking response, which I hope we can get through relatively quickly.

The first is in respect of the question itself.  It refers to APPrO Interrogatory 6(c), part 3 and part 4.  I believe that reference should be to 10(c), part 3 and part 4 and the reason for my belief is that APPrO Interrogatory 6 does not include a part (c).  So could you agree with that, subject to check?  You don't have to go look it up. 

MR. KACICNIK:  Yes, I agree. 

MR. VELLONE:  Thank you.  The second question is one of clarification.

In the first sentence of the response there, I am reading that the table below shows the impact of not allocating costs associated with extra high-pressure mains, 8-inch diameter and below.  But when I go down to the table and I look at the far right column, it says "excluding less than 8 inches."  I am wondering if there is typo there.  Should that be less than and equal to?

MR. KACICNIK:  Yes, that is correct.

MR. VELLONE:  The same would be true for the column headings under 6-inch and 4-inch as well?  Less than and equal to?

MR. KACICNIK:  Yes, correct.

MR. VELLONE:  Thank you.  Now, the dollar amounts in this table, are those revenue requirement numbers?

MR. KACICNIK:  Yes, they are revenue requirements.

MR. VELLONE:  Or put another way, I guess I want to confirm that these numbers reflect not only a reallocation of the rate base associated with the pipes of a particular diameter, but also the other related costs such as distribution regulator stations and OM&A costs; is that fair?

MR. KACICNIK:  Yes, you are correct.

MR. VELLONE:  And the balance of this interrogatory response just, I guess, notes that this also takes into account the GTA project, the impact of the GTA project; is that correct?

MR. KACICNIK:  Yes.  You are correct.

MR. VELLONE:  Thank you.  I would like to move back to your comment earlier around the, I guess, theoretical usage of 6-inch or 8-inch pipelines to service Rate 125 customers.  I believe you mentioned this in your opening statement as well.

I would ask if we could turn back up APPrO Interrogatory 10, but this time we are going to look at part (b).  That's at page 3 of the compendium.  And the response to part (b) is actually at page 4.

In this response, you also indicated that a 4-inch pipe diameter could be used to provide service to Rate 125 customers in certain limited circumstances; is that correct?  Is my understanding correct? 

MR. NACZYNSKI:  That is correct.  We spoke about that at the technical conference as well, and we said if it was a very short section connecting directly to an upstream supplier, but that would be a very, very limited circumstance.

MR. VELLONE:  Thank you.  I am actually going to bring the panel's attention to the technical conference discussion, so...

But my understanding is you don't currently use any 4-inch, 6-inch or 8-inch pipes currently to service Rate 125, so I guess what we are talking about here are, I guess in theory, your assumptions about what could potentially be used; is that accurate?

MR. NACZYNSKI:  That is correct.  Based on the contract demand, minimum contract demand for a Rate 125 customer.  Correct.

MR. VELLONE:  Understood.  Yes.  And in fact my colleague Mr. Wolnik explored these further with you in the technical conference on January 20th, and I have included the relevant portion of the transcript in the APPrO compendium.  And I certainly don't intend to go through it all now, although I would like to turn up what is page 70 of the technical conference transcript, which is included, I guess, at page 10 of the APPrO compendium. 

Starting at line 4, Mr. Wolnik was asking you questions about what assumptions you would have needed to make around 4-inch pipes.  And my understanding of your response is that you made a few assumptions.

One was that the new customer met the bare minimum eligibility requirement to qualify for Rate 125, so I guess 600,000 metres cubed per day; is that fair?

MR. NACZYNSKI:  That is correct.

MR. VELLONE:  And that you had, actually had higher delivery pressures available at wherever this customer was going to be located; is that fair to say?

MR. NACZYNSKI:  That's correct. 

MR. VELLONE:  And the main you were going to be use, if it was going to be 4 inches, was very short, and I believe you even said such that the customer was almost located right on top of the TransCanada main; is that fair to say?

MR. NACZYNSKI:  That would be reasonable.  I will agree with that.

MR. VELLONE:  It is what you said, so I hope so.

MR. NACZYNSKI:  Yes, and I certainly agree with that.  That's why we didn't include 4 -- or any pipes less than 6-inch in our discussions and interrogatories.

MR. VELLONE:  Understood; basically because you thought that those circumstances were quite unusual; is that fair to say?

MR. NACZYNSKI:  That's correct. 

MR. VELLONE:  And the transcript then goes on for several pages, where Mr. Wolnik also explores the assumptions used around 6-inch and 8-inch pipes, and that conversation actually resulted in a technical conference undertaking, TCU3.18.  And I am hoping we can turn that up now.  It's at page 29 of the APPrO compendium, TCU3.18.

This is an undertaking response in response to a question Mr. Wolnik posed, which was:

"What are the average peak loads for each of the extra high-pressure segments for 6- and 8-inch pipe?"

And reading the second sentence here, my understanding of your response is that the average peak flow in Enbridge's 6-inch pipe system is 6.3 times 103 metres cubed per hour; is that correct?

MR. NACZYNSKI:  That's correct, yes.

MR. VELLONE:  For Enbridge's 8-inch pipe system, the average peak flow is 15 times 103 metres cubed per hour; is that accurate?

MR. NACZYNSKI:  That's correct.  Average over the entire distribution system on that pressure class and diameter, yes.

MR. VELLONE:  Now, I want to create a comparison here, and my understanding is that to qualify as a Rate 125 customer, the customer must meet a minimum daily volume of 600 times 103 metres cubed per hour; is that –- that's right?  We have talked about it?

MR. NACZYNSKI:  That's correct, yes.

MR. VELLONE:  I would like to compare this particular minimum, and I stress I am comparing the very minimum requirement to class -- to qualify for Rate 125 with the hourly average volumes that you provided in this interrogatory response.

To do that, I need to get the daily minimum down to an hourly minimum, so what I am proposing to do is take 600, divide it by 24 hours to arrive at a simple average volume of 25 times 103 metres cubed per hour; is that -- do you agree with the math, subject to check?

MR. NACZYNSKI:  I certainly agree with that math, and that is what we had used for 4-inch or 6-inch analysis that we spoke about earlier as well.

MR. VELLONE:  Thank you.  So when you suggest that Enbridge could use its 6-inch pipe system to service a Rate 125 customer, by my math that would represent a 397 percent increase from the current average peak flow that Enbridge has in its 6-inch pipe system from 6.3 times 103 to 25 times 103.  Does that sound about right, subject to check?

MR. NACZYNSKI:  What I would suggest is that 25 plus 6.3 is 31,000 cubic metres on a peak hour, which is certainly well within the capabilities of a 6-inch extra-high-pressure pipeline.

MR. VELLONE:  Okay.

MR. KACICNIK:  I would just add to Mr. Naczynski's response that the average flows that you see in the system today are the flows that are meeting the needs of our customers today.  The way the pressure is distributed, the way the pressure is regulated, cut down and so forth, reflects the demands that we have to meet today.

If we had many power generators in our system these flows would look vastly different.  But we don't.  We are mostly a residential and commercial utility.  But at the same time, 6-inch-diameter pipe can accommodate flows at more than 30 103 per hour, and therefore it can serve an embedded power gen customer plus other loads on top of that.

MR. NACZYNSKI:  Thank you very much for that, Anton, yes.

MR. VELLONE:  So, I mean, my simplistic -- and this is a lawyerly understanding of this -- is that what you are saying is based on your average flows and your 6-inch pipe system it's severely underutilized right now, it could definitely handle a lot more?  Is that a fair assessment of what you just told me?

MR. NACZYNSKI:  So I don't agree with your statement.  Enbridge's system is designed in such a way to -- and is optimized in such a way to meet the peak day demands of our customers, recognizing that we have a very integrated network of pipelines throughout our franchise area, and some of those lines are interconnected, are looped with each other.  The system is certainly optimized to minimize the amount of excess capacity.  So I would not characterize it as underutilization of the pipelines.

MR. VELLONE:  Thank you for that.  Did you take those other system considerations into account when you arrived at your conclusion that 6- or 8-inch pipelines could be capable of servicing Rate 125 customers?

MR. NACZYNSKI:  What we concluded was that, depending upon the contractual parameters that this potential customer was looking at, a 6- or 8-inch pipe that would be existing in our system could be leveraged to supply that customer, despite that there may be other flows on that line, there may be other, potentially other reinforcements or work that we required, but that we could leverage those existing pieces of infrastructure.

MR. VELLONE:  Understood.  Thank you.  I just want to close off the line of thinking, because I only really asked about 6-inch pipes, but the same concern kind of comes to my attention when I look at the flows on the 8-inch pipe system as well.

It looks like roughly a 66 percent increase in average flows from 15 times 103 to 25 times 103, again to use an 8-inch pipe to service the Rate 125 customers.  Do you agree with that math, subject to check?

MR. NACZYNSKI:  Sorry, could you restate your question there?

MR. VELLONE:  Yes, absolutely.  Looking at the average flow that a minimum Rate 125 customer requires, 25 times 103 metres cubed per second, and starting with an average flow on your 8-inch pipe system of 15 metres cubed, if you sum those together you get 40?  Yes?

MR. NACZYNSKI:  Yes, I agree with your math, 40 103s --


MR. VELLONE:  Thank you.


MR. NACZYNSKI:  -- yes, per hour.  Again, well within the capabilities of that diameter of line.

MR. VELLONE:  Thank you very much.

MR. KACICNIK:  Just to clarify it, it would be very unlikely that we would be attaching a new Rate 125 customer to an existing 6- or 8-inch system that's operating at these kinds of pressures.  As I said, this is a reflection of the history of our network, the way the pressure is regulated, and the way we meet the needs or demand of our customers in safe and reliable way.  It's unlikely that we would attach them to an existing system.

A new pipe would need to be built, and if the new pipe is 6 inches in diameter it would readily meet the needs of a minimum Rate 125 customer, plus other customers could be attached to that line, because those lines are able to flow at 30 103 m3 per metre or more.

MR. VELLONE:  Thank you very much.  I am just going to chat with John for a quick second here.

So thank you for that discussion.  I just want to finish it off by just walking through some of the facts as I understand them, and you can correct me if I am wrong on any of these points.

Currently the minimum pipe size that Enbridge actually uses to service Rate 125 is 12 inches.  We have established that, correct?

MR. KACICNIK:  Yes.

MR. VELLONE:  And you don't currently use any 4-inch, 6-inch, or 8-inch pipe to service Rate 125 customers at this time.

MR. KACICNIK:  No.

MR. VELLONE:  So Enbridge's statements around the utility of 4-inch, 6-inch, and 8-inch pipes are based on a variety of assumptions.  Is that fair to say?

MR. NACZYNSKI:  That's correct, yeah, we agree with that.

MR. VELLONE:  One of those --


MR. KACICNIK:  Based on engineering analysis that was performed to confirm that a line of 6 inches in diameter could serve an embedded Rate 125 customer in addition to other loads.  So this is based on engineering analysis, not just a hypothesis.

MR. VELLONE:  I hear you.  And one of those assumptions was that you were going to use the minimum, very minimum threshold to qualify for Rate 125; is that correct?

MR. KACICNIK:  Yes.

MR. VELLONE:  But an actual Rate 125 customer may be much larger than that, correct?

MR. KACICNIK:  Yes, certainly.

MR. VELLONE:  And in your application, Enbridge isn't forecasting any new Rate 125 customers in 2014; correct?

MR. KACICNIK:  That's correct.

MR. VELLONE:  In fact, I would expect it would be fair to say that you are not forecasting any new Rate 125 customers at all in the IRM term.  Is that a fair statement?

MR. KACICNIK:  Yeah, it's fair.

MR. VELLONE:  And finally, as it stands, my understanding is -- and you just said that now -- the Enbridge system as it currently exists could not accommodate a new Rate 125 customer without some type of reinforcements being done; is that correct?

MR. NACZYNSKI:  That is correct.  However, of course, it would depend on the location and contract requirements of any future potential customer.

MR. VELLONE:  Okay.  Thank you very much.  Those are my questions.

MS. CONBOY:  Thank you, Mr. Vellone.

Mr. Shepherd, I believe you are next.
Cross-Examination by Mr. Shepherd:

MR. SHEPHERD:  Thank you, Madam Chair.  Hello, witnesses.  I don't have any questions on pipe sizes.  I am sorry.  I do, however, have a few questions on the Ontario hearing cost variance account.

Can somebody give us a brief description of what that account is for, to start with?

MR. CULBERT:  Good morning, Mr. Shepherd, panel.  Yes, I can.

MR. SHEPHERD:  Long time no see.

MR. CULBERT:  Long time no see.  Here we are again, yes.

Yes, the description of the OHCVA is to record any variance in actual cost versus forecast cost relative to costs associated with regulatory proceedings that the company faces and is involved in.  That is a very simple view of what it is.

MR. SHEPHERD:  Is it all regulatory proceedings?

MR. CULBERT:  Pardon me?

MR. SHEPHERD:  Does it relate to all regulatory proceedings?  I thought it was limited to Ontario regulatory --


MR. CULBERT:  Yes, it's relative to proceedings that EGD faces in Ontario, correct.

MR. SHEPHERD:  Okay.  To the best of your knowledge does any other utility in Ontario have a similar account?

MR. CULBERT:  I can't say I know for certain.  My understanding from those entities that I have had discussions with, that they do not.  But I don't know if it's pertinent to all regulated entities.

MR. SHEPHERD:  When you talk to them about it they are surprised and they want one too?

MR. CULBERT:  I am not sure how you determine whether someone is surprised or not.

MR. SHEPHERD:  All right.  Let's take -- will you take subject to check that nobody else in Ontario has an account like that?

MR. CULBERT:  Certainly.

MR. SHEPHERD:  Okay.  What I would like to explore, then, is, what is it about Enbridge that requires Enbridge to have this account if nobody else does?  Why are you different from other utilities in that respect?

MR. CULBERT:  I can't say what the circumstances are of other utilities, regulated utilities are, in terms of what their forecasts might be for these types of cost, i.e. level types of costs.  I really don't know.  

I can't give you an answer as to what their forecasts are.  I would imagine Union's are pretty similar to ours, being the other natural gas distributor in Ontario, but again, I don't know the circumstances of what is included in their budget and being recovered in rates, and therefore whether they are comfortable with the level of costs that they are recovering in rates and don't need a variance account.  I can't give you an answer to their circumstances.

Our circumstances are that we've had an OHCVA in existence for the better part of 15 to 20 rate proceedings, as have been agreed to by stakeholders to our proceedings, as have been approved by the OEB, so the rationale behind the OHCVA for us is all of the elements you would have seen in response to A11.SEC.57 interrogatory, which you are familiar with, no doubt.

MR. SHEPHERD:  Indeed.

MR. CULBERT:  To forecast costs for regulatory proceedings, there's a multitude of things that influence the costs:  stakeholder, Board interests and involvement in proceedings, and in fact perhaps generic proceedings that are faced by entities in Ontario; ourselves for sure.

Recent examples of that are questions and answers on  -- I am not sure which day it was of this proceeding by Board Staff in terms of potential generic proceedings that might come about for funds required for abandonment costs and SRC proposals.  Might there be generic proceeds for funds for OPEBs which were part of the question and answer between Board Staff and ourselves.  Recent suggestions within our QRAM proceeding, which we are just going through, by CCC as to there being a potential rehearing or a generic proceeding for those.


So those are the circumstances that we see, and we believe make it reasonable that an OHCVA is resident within our applications and going forward, such that both the ratepayers and the company aren't going to benefit at the expense of the other.

MR. SHEPHERD:  Okay.  That sort of level of unpredictability is true of a lot of your other costs as well, right?

MR. CULBERT:  I'd say it's probably true for those costs that are outside of management's control to a great degree, which is where we see these costs.  A multitude of the costs for Ontario hearings are not within the control of management, as I mentioned.

Stakeholders have an influence on proceedings -- whether proceedings occur, how long proceedings take, the various issues that are explored.  Certainly there are other costs that the company does not have control over, but I would -- the majority of those types of costs already have, I would assume, a variance account or a deferral account attached to those costs, which the company does not have complete control over, as you would see in the list of deferral and variance accounts.

MR. SHEPHERD:  Your witnesses' evidence is that all of your costs are to some extent outside of management's controls, and all of your costs are to some extent inside management control.  That's right.  We talked about this earlier, right?

MR. CULBERT:  Absolutely.

MR. SHEPHERD:  So this is not a bright line, is it?

MR. CULBERT:  I would agree with that.  There is certainly no bright line in terms of each and every single cost item.  We do have a visibility to those costs we are in control of, and as I mentioned, the majority of deferral and variance accounts that are in existence and have been accepted by all parties are those that do not have that type of a bright line.  I would agree.

MR. SHEPHERD:  We heard evidence earlier that the amount that is being paid though Mr. Coyne's firm is approaching –- I don't know –- $2.2 million or something like that.  That would be one of the costs that, in your view, qualifies for clearance through the Ontario hearing cost variance account, isn't it?

MR. CULBERT:  Yes, I would agree.  Those are the types of costs that we attempt to forecast inside of the regulatory cost expenses that are the -- I will say the benchmark for whether an OHCVA would be in a credit or debit position, yes.  I do agree that those are the types of costs.

MR. SHEPHERD:  So if Union Gas were in the same position as you, coming into a big hearing like this and they had a $400,000 contract with Mr. Coyne, they couldn't ask for the additional $1.8 million from the ratepayers, right?  But you can?

MR. CULBERT:  I would assume that they would have included in their budget their expectation of entire regulatory costs, and within their agreement, to go to their incentive regulation model that they took into account whatever their forecasts are for their consultants, if they had some, or not.

Those are circumstances particular to them.

MR. SHEPHERD:  But what you had in your budget for Mr. Coyne was $400,000, right? 

MR. CULBERT:  What we had in our budget for 2014 budgeted regulatory costs was a total of $1.3 million for consultants' costs.

MR. SHEPHERD:  And that would have included the 400 for London Economics, and the 2.2 million for Concentric, and various other consulting costs as well, right?

MR. CULBERT:  When the budget is struck in advance of coming in for a regulatory proceeding, the company looks at what it believes the type of costs are that it's going to incur.  We forecast for OEB costs, we forecast for legal costs, we forecast for intervenor costs and consultants' costs.  Do we have a perfect sightline as to how much or what level of costs are going to be incurred?  No, we don't.  That's the whole potent of the OHCVA.

So we did have a total forecast at the time that I developed the budget for regulatory costs of $1.3 million.  Was I aware at the time the extent to which each of those consultants were going to be used?  Not to the degree that you are seeing in terms of what their costs are, and that's the whole rationale behind the OHCVA.

I might comment that back in 2008, in fact, there were some, I will say, arguments within that ESM proceeding around the types of regulatory costs which ought to be considered as reasonable, rational, by the Board, to be included in the OHCVA.  And in that proceeding, in fact, it was argued by intervenors that some of the costs for consultants were excessive.


The Board in that proceeding concluded that because it was in the best interests of the Board to understand all of the information necessary for it to render a decision on that IRM plan -- which we believe is important for the OEB for this plan as well –- that all the consultants' cost that were incurred by not only the company, but intervenor costs et cetera were informative to the Board, and therefore the Board allowed those types of cost in the OHCVA.

MR. SHEPHERD:  But that was just a prudence review, right?

MR. CULBERT:  That was a prudence review, which is exactly what the OHCVA has attached to it now.

MR. SHEPHERD:  So there would be a prudence review when you clear the costs for this proceeding, right?

MR. CULBERT:  Absolutely.  There is always that review.

MR. SHEPHERD:  That is not what I am talking about.  I am talking about the level of risk the company is at.

And you will agree that, subject to an after-the-fact prudence review, you are not at risk for consultant costs in this proceeding?

MR. CULBERT:  I would agree the intent of the OHCVA is to keep both sides, the ratepayers and the company, whole for the types of costs that are incurred in a regulatory proceeding, which is the requirement for a regulated entity in Ontario to face.  I agree that we -- the purpose of the OHCVA is that neither party faces an additional risk.

MR. SHEPHERD:  I want to circle back to the question I started with, which relates to how Enbridge is different from other utilities in the province.

And you have answered that by saying that you don't really know what the situation is with the other utilities and why they don't need an account like this, but what I want to do is I want to give you an opportunity -- this is my last question -- I want to give you the opportunity to identify for the Board anything about Enbridge that makes you unique in this respect, that you have some unique reason why you need this account, different from other utilities.

Your answer may be that you don't know; that's fine, but I want to give you the opportunity to tell us how you are unique in that respect. 

MR. CULBERT:  Can I ask for clarification?  Unique with respect to the type of risks we face inside of the regulatory arena?

MR. SHEPHERD:  Yes, or any other reason why it's necessary for you to have this account and not other utilities. 

MR. CULBERT:  Well, my answer is essentially the company has had this mechanism in place for a number of years.  I know that's not necessarily what one would believe is a good rationale, but adjacent to that, I don't know the circumstances of the level of regulatory costs which other entities, including Union, may have embedded in their rates.

So therefore I can't answer as to whether or risks are equivalent, relevant to what Union's and/or any other regulated entities' risks might be associated with their forecast of costs.

MR. SHEPHERD:  Excellent.  Thank you.  Those are our questions.

MS. CONBOY:  Thank you, Mr. Shepherd.

I am trying to decide whether we should take the morning break yet at this point.  Mr. Thompson, how long do you think you will be?  I had you down for 45 minutes.

MR. THOMPSON:  I don't think I will be that long, but at least 30.

MS. CONBOY:  Okay.  So why don't we take the morning break?  And we will return at 10 to, so 20 minutes.  Thank you. 
--- Recess taken at 10:34 a.m. 
--- On resuming at 10:53 a.m.

MS. CONBOY:  Mr. Thompson, please go ahead.
Cross-Examination by Mr. Thompson:

MR. THOMPSON:  Thank you.  Panel, the topics you responsible for are deferral and variance accounts, revenue deficiency/sufficiency, cost allocation and rate design, and I have some questions on three of those four topics.

Let me start with deferral and variance accounts, and for the purposes of this examination you probably should have in front of you Exhibit D1, tab 8, schedule 1, page 2.

My understanding is from page 1 of this evidence that as of the end of the fiscal 2013, the company had the benefit of 20 deferral accounts, or deferral or variance accounts?  Will you take that subject to check?

MR. CULBERT:  That's correct.  That information was provided for the Board's reference at Undertaking J2.1.

MR. THOMPSON:  All right.  And they are listed on pages 1 and 2 of this exhibit that's open.

MR. CULBERT:  That's correct.

MR. THOMPSON:  And then for the period 2014 to 2018 you are proposing to add eight new accounts, for a grand total of 28 deferral accounts?

MR. CULBERT:  No, actually, if you look at the undertaking I quoted, J2.1, the number of deferral and variance account we are requesting in 2014 on that exhibit, in column 4, as you can see under 2014, is 24 accounts, and then 23 for '15 through '16, and 25 in '17 and '18.

MR. THOMPSON:  Okay.  Sorry, so I was slightly imprecise.  There are 28 deferral accounts listed on pages 2 and 3 of the exhibit that I drew your attention to?  Would you take that subject to check?

MR. CULBERT:  Yes.

MR. THOMPSON:  And I think what you are saying is some of these may not continue throughout the full five years, and that's reflected in the other exhibit that you --


MR. CULBERT:  Yes, you can see in that list the accounts that are proposed to drop off in some years, and in the latter two years, 2017 and '18, is where we propose the relocation and replacement mains variance accounts to come on, so...

MR. THOMPSON:  Okay.  I just want to run through these quickly with you in the context of the discussion we've had previously, to the effect that your revenue-requirement big picture is in the order of 2.5, maybe 2.55 billion -- I think that's including CIS -- and your costs and expenses, about 2.2 billion, producing a big picture, about $350 million before tax.  Is that in the ballpark?

MR. CULBERT:  I'm sorry, what are you -- are you referring to an exhibit, Mr. Thompson?

MR. THOMPSON:  Well, I am referring to all of the revenue expense, rate-based presentations that are in this revenue deficiency/sufficiency section to get the big picture of -- rate base goes from, I see in the order of 5 billion to 6.5 billion over the five years, '14 to '18, and your revenues and -- less expenses, they change, but it's roughly 350 million before tax.  I just want to get an order-of-magnitude presentation.

MR. CULBERT:  Yes, we're looking at -- we're looking at the F exhibits, and you are correct, the allowed revenue calculation for 2014 was about $2.5 billion.  In 2018 it's about $2.9 billion, and all the other numbers you quoted were -- they're a reasonable approximation, yes.

MR. THOMPSON:  Okay.  Fine.  And we had a discussion previously, and there are undertaking responses identifying how much of the revenue requirement is subject to deferral or variance account protection, which goes to this discussion of risk.  Do you recall that?

MR. CULBERT:  Yes, I do.

MR. THOMPSON:  Okay.  And so I just -- in running through these accounts then at page D1, tab 8, schedule 1, I just want to make sure that I understand the risk that is eliminated by these accounts.  I am talking about the risk to the shareholder.  I appreciate they cut both ways, but so the PGVA is the first one, and am I correct that eliminates the risk of gas cost changes?

MR. CULBERT:  It eliminates the risk of price changes resident within gas costs; that's correct.

MR. THOMPSON:  All right.  And does it eliminate that risk on all volumes unrelated to weather?

MR. CULBERT:  If you give me a second.

Sorry, panel.  The company is protected in terms of price variances that occur relative to whether it's weather-normalized or actuals.  Only the prices, though.  If our price remained the same and our volumes were different, the company is at risk for that volumetric difference.  So I am not sure if that answers your question or not.

MR. THOMPSON:  Well, for example, this past winter, where you have been buying lots more and selling lots more, the cost of the volumes -- the incremental volumes purchased would be protected by this account?  There was the unit cost you get for existing and incremental is the same.

MR. CULBERT:  Yes, the price variance is covered off by this account, correct.

MR. THOMPSON:  Thanks.  And so then the next one is unabsorbed demand cost deferral account.  It's the 2014 account only, and my understanding, that insulated you from the risk of the UDC associated with this shift from STFT to -- sorry, from STFT to FT in 2014, $60 million and some-odd?

MR. CULBERT:  That's correct.

MR. THOMPSON:  And will that account continue beyond 2014?  In other words, are you planning to seek similar relief in future years?

MR. STEVENS:  My understanding, Mr. Thompson, is that Mr. Small spoke to -- Don Small spoke to that during the gas cost hearing -- or the gas cost panel and indicated that within future rate adjustment proceedings Enbridge will be seeking approval of a similar account, but that the account will effectively combine this UDC CDA with any impacts that are also seen in the next account, which is the design day criteria deferral account.

MR. THOMPSON:  Okay.  So the protection will continue but under a different label.  Have I understood that correctly?

MR. CULBERT:  It will have two accounts attached to it, the UDC and the design day criteria deferral account.

MR. THOMPSON:  So you are not at risk there for that component of gas cost?

The next one then is transactional services deferral account.  This, I think, was the subject matter of a previous panel, but can you tell me what the balance in that account is for 2013?  I am told it's $39 million; is that right?

MR. CULBERT:  Just one second.

The information that we have right now, which was filed in the recent QRAM, is that there's a projection at this point in time of 24 -- an actual balance of $24 million.

MR. THOMPSON:  Okay.  I'm sorry, so 24, is that 75 percent of the total of transactional services activity?

MR. CULBERT:  It would be approximately 90 percent.

MR. THOMPSON:  Oh, 90/10.  Okay.  Fine.

MR. CULBERT:  Correct.

MR. THOMPSON:  Thank you.

And on that account, you currently have $8 million of risk?  That's the amount that's embedded for the benefit of ratepayers?

MR. CULBERT:  In 2013, the threshold is $8 million, correct.  The proposal for 2014 was that that threshold be eliminated.

MR. THOMPSON:  So you are planning to reduce your risk under that account even further? 

MR. CULBERT:  Yes.  As I believe you would see in the TS evidence and what was discussed with the TS panel, circumstances with respect to TCPL rates and various programs that are available to EGD, namely the FT RAM credit program, has basically disappeared from being an opportunity inside of TCPL's rates. 

And in addition, the company's activities, which were discussed at length with Mr. Small and that panel, around mitigating UDC and the extent to which we could, would also create a reduction in TS opportunities going forward.

So the rationale behind the account is premised around those two things, amongst various other things that might be occurring going forward.

MR. THOMPSON:  Thank you.  Now, the unaccounted-for gas variance account, am I correct that protects you for changes in volumes in unaccounted-for, the costs being picked up in either the QRAM or some other mechanism? 

MR. CULBERT:  It accommodates differences in, yes, unaccounted-for amounts at the end of the year.  Again, it's relevant to both sides of the equation.  There have been amounts that have been both recovered from, credited, recovered from as a debit balance and credited to customers over the years since its inception.

MR. THOMPSON:  So you have no risk for volumes or costs on account of unaccounted-for gas; fair? 

MR. CULBERT:  That's fair.

MR. THOMPSON:  The next one, storage and transportation, am I correct that relates to amounts you pay to third parties for storage and transportation?

MR. CULBERT:  That's correct.

MR. THOMPSON:  So you have no risk for changes in the prices there; fair? 

MR. CULBERT:  That's fair.

MR. THOMPSON:  The next one, deferred rebate, what's that all about?

MR. CULBERT:  The deferred rebate account is the mechanism the company has had in place for a number of years such that when we look to go out and clear all of the balances in all other deferral and variance accounts, when you do so, situations arise where the customers that you are intending to clear the balances to have gone off the system, don't exist anymore, for a variety of reasons.

So that account is used to true-up the amounts that were unable to be cleared for all the other deferral and variance accounts, to be rolled forward into a next year's account and cleared.

So for example, if we had a credit amount of $30 million we were looking to clear, but when we went to clear those to customers and we only cleared $26 million, the residual credit would go into the next year's DRA and would be cleared to prospective customers from that point on.

MR. THOMPSON:  Thanks.  Now, the next one is a new one, I believe, the customer care services procurement deferral account, which is discussed somewhere in this prefiled evidence?

MR. CULBERT:  Yes.  There is an exhibit -- pardon me.  Yes, Exhibit D1-8-4, which talks about this.

And what this is is as a result of the current customer care services agreement that the company has with ABSU at this time, it will expire as of 2018, so the company, through previous consultatives for both its 1st Gen CIS customer care deal and its 2nd Generation CIS customer care deal, has to go out and start the process for RFP for whether or not it would require a different service provider going forward, et cetera.

So these costs typically have been viewed in the previous two agreements by parties to those settlements as being appropriate costs for tendering for potential new service providers.  So these costs are no different than the treatments that have been afforded in the past.

MR. THOMPSON:  Well, but they are not covered in the existing agreement, right?  There is no provision to recover them in the existing agreement? 

MR. CULBERT:  No.  The agreements when they are initially set out do not include these types of costs in them, just as the current CIS customer care agreement did not include these types of costs.

Premise being that when we do go to tender for a potential different service provider, through the consultative the company is intending for its next gen CIS customer care agreement that these costs are to be -- they are a requirement of that process.

MR. THOMPSON:  And you estimate them to be in the neighbourhood of -- is it 4 to 5 million?  I read that somewhere.

MR. CULBERT:  Yes.  That's in the evidence that I spoke about, yes.

MR. THOMPSON:  Okay.  Now, if you would turn up Exhibit J10.2.  This was the undertaking response with respect to the excess in the CIS of 6.2 million that showed up in the 2013 actuals; do you recall that? 

MR. CULBERT:  Yes, I have that. 

MR. THOMPSON:  And you were asked to give us some idea of what this was all about.  This excess, if it continues for the duration of the IRM, would be a gain to the shareholder of $30 million, right?  Five times six? 

MR. CULBERT:  Well, as you would have seen in the interrogatory response, the amount of costs that the company is able to include and will be including as a forecast going forward for the fiscal years 2015 and beyond is a product of the customer care agreement, where certain unit rates were agreed to and approved by the Board with respect to those unit rates being used for forecasting costs relative to its customer care services.

So it's not necessarily true that whatever the circumstances were in 2013, which were shown in this undertaking response, would continue to occur.  We will be reforecasting what the CIS customer care costs -- the CIS costs are fixed right now; they have been approved.  The customer care costs, if it's seen that the customer numbers to be added into the calculation of customer care costs allowed for future periods is, as an example, reduced from what the original forecast might have been in the CIS customer care agreement, the forecast cost might go down to some degree, and therefore this variance you are seeing now wouldn't necessarily materialize.

MR. THOMPSON:  Well, in the budgets you're asking this Board to approve, the five-year budgets, you have a number for CIS customer care for the years '14 to '18?

MR. CULBERT:  And those numbers are placeholders based on current projections of customers relative to that ABSU agreement, which is part of the CIS customer care settlement.  That settlement provides for those customer numbers to be updated annually as per the ABSU agreement, that the -- the description of customer additions, so those numbers are placeholders, which will be reproduced inside of each of the 2015 through '18 applications I have spoke of before, that will occur in the fall of each year prior to the rate-setting year.

MR. THOMPSON:  We discussed this, I think, the last day, Mr. Culbert.  I asked you if everything was to be trued up, and you said no, it was only -- it was a limited true-up, as I understand it?

MR. CULBERT:  There is no true-up in terms of whether the company incurs a cost higher or lower than what the contract, the agreement produces for ratemaking purposes.  But for ratemaking purposes, each and every year, the number that would be included into my allowed revenue requirements will be relative to the forecast of customers for the ABSU contracts.

So for ratemaking purposes there is a reproduction or a true-up, but for actuals versus forecasts there is no true-up.

MR. THOMPSON:  All right.  And so to the extent that this -- this undertaking response is carefully worded.  You are not saying it won't continue; you are saying it may not continue.  All I am suggesting to you if it continues, you're 6 million per year ahead of the game already, and you want further protection for another 5 million of costs you might incur to look around for a new service provider; isn't that fair?

MR. CULBERT:  I wouldn't say that's necessarily a fair assumption, Mr. Thompson.

The agreement specified, as all parties agreed, as to the process for setting rates, and determined that the company was at risk during that five-year period through 2018 for actual costs versus those risks.

But the agreement also provided for the costs required for EGD to go out and tender for perhaps a different service provider, and for all of the costs of the CIS customer care consultative in the past.  And we don't think that our proposal is any different than the past, so we don't believe we are at any less risk as a result of our proposal, or greater risk, for that matter.

MR. THOMPSON:  All right.  I will move on.

Customer care CIS rate smoothing, I think you have already described that, have you not?

MR. CULBERT:  Yes, that's --


MR. THOMPSON:  Customer --


MR. CULBERT:  It's not an account that will be cleared necessarily until the end of the process.  It's for purposes of using the unit rates I spoke of earlier that were allowed inside of the agreement for the revenue side of the equation, and those allowed for the cost side of the equation.

So we simply parked the difference between those two things over the five-year period, such that the net end result at the end of five years should be relatively minor, less than a few hundred thousand dollars.

MR. THOMPSON:  And the next one is average use true-up variance account.  This is some protection for reduction in consumption; is that right?

MR. CULBERT:  The average use...

MR. THOMPSON:  True-up variance account?

MR. CULBERT:  The average use true-up variance account was established at the outset of -- I am trying to go by memory here -- pretty much the 1st gen IR was something that was discussed with Board Staff and various parties around average use true-up for Rates 1 and 6 customer classes only, such that the company -- the forecast of average use wouldn't necessarily produce an over- or under-recovery inside of EGD's rates for a missed forecast.

MR. THOMPSON:  So it protects you against declines in consumption by those rate classes.

MR. CULBERT:  Again, it provides for amounts to be trued up to both the ratepayers and the company for differences in average use than what the company can reasonably forecast; that's correct.

MR. THOMPSON:  The next one is greenhouse gas emissions impact deferral account, and this one initially was -- these are my words -- designed to provide for some revenue-sharing if you sold carbon credits, but now you are proposing to broaden it to cover everything under the kitchen sink, from what I can see, of a greenhouse gas nature.

First of all, have I characterized what it was properly?

MR. CULBERT:  Yes, perhaps I can respond.  Formerly the account was called the carbon dioxide offset credit deferral account, which was put in place, ordered by the Board -- I would be guessing at the year -- many, many, many years ago, five to seven years ago.

With the information provided in -- and I will have to find the reference -- in evidence for the greenhouse gas emissions, there is a document put out by the Ministry of Environment which speaks to what the intention of the federal government is and the Ontario government is in relationship to greenhouse gas emissions in the future.

So having knowledge of that document and what might come about in Ontario as a result of the application of the Ministry of Environment in Ontario for greenhouse gas emissions, the company thought it only prudent to bring forward and embody within that account the carbon-dioxide offset credit deferral account so as to minimize complications between the two accounts, were they necessary in the future.

So far the CDOCDA, I will call it, for lack of a better term, this carbon-dioxide offset credit deferral account, has not required any use.  We have not required its use for the past number of years.  However, that doesn't mean that some Ministry of Environment requirements for it won't come about in the future along with the greenhouse gas emissions document.

MR. THOMPSON:  Right.  You discuss this greenhouse gas account at Exhibit D1, tab 8, schedule 5.  I don't think you need to turn it up.  But the way I read that is you are basically saying, We have read this document.  Things could happen, and we would like to have some protection in the event that they do happen.  Is that a fair paraphrase?

MR. CULBERT:  That is a fair paraphrase.  We have read the document.  We cannot ascertain at this time what it may or may not mean to EGD during the five-year term, but when we look at the complications we discussed around a Z factor being usable by the entity going forward, the fact that we know, we have a document in our hands right now about this potential policy and its impacts on EGD, means in our minds that parties would argue you can't come back and ask for a Z factor at a later point in time because you knew about it.

What we don't know is what its implications are going to be going forward, which is the entire rationale for the deferral account.

MR. THOMPSON:  Okay.  And you can't estimate any amounts?  I mean, it's just a blank cheque?

MR. CULBERT:  If you would like me to give a number, I could say it's anywhere between -- I don't really know.  It could be $5 million.  It could be $1 billion.  I don't really know.

MR. THOMPSON:  All right.  Thank you.  The next one, earnings share, I don't think we need to discuss that.  We know what that's all about.

The next one, manufactured gas plant deferral account, that's protection for all claims of a manufactured gas nature; is that right?

MR. CULBERT:  That's correct.  It has been in existence for a number of years for any potential legal suits against the company for manufactured gas plants which it may have held in the past; that's correct.

MR. THOMPSON:  And the gas distribution access rule impact deferral account, what protection is that providing?

MR. CULBERT:  That is around, as you can see in the exhibit we were quoting, that is the GDAR, gas distribution access rule, which the Board put in place many years ago.  It was not called an impact deferral account in the past, it was just called a deferral account.

As a result of the latest amendment to the gas distribution access rule that we have seen by the Board, while the initial view of parties would logically have been that it would be around a cost difference that occurs going forward, as we have seen in the latest amendment, it actually had an impact on the late-payment penalty revenues, which the company recovers from customers.

So we have rounded out the account to look at it from a broader perspective, which is, well, we didn't realize that there might be revenue implications.

To the extent that late-payment penalty revenues inside of any regulated entity where at a certain level -- and I will say as an example inside of incentive regulation application -- to the extent that the LPP revenues they'd be recovering from customers going forwards changes, we would be looking to include the implications of those in this account.

So only as a result of changes in the rule, not as a result of changes in circumstances in the company, changes coming from a rule change.

MR. THOMPSON:  On the cost side it protects against what?

MR. CULBERT:  Various costs.  System implication costs that it has for -- customer education.  The evidence is provided at D1, tab 8, schedule 1, page 17.  It speaks to all the various types of costs that the company may incur as a result of the initial rule and changes in the rule.

MR. THOMPSON:  The next one is the Ontario hearing cost variance account, which you have discussed with Mr. Shepherd.  And as a result of that account you have no risks on hearing -- on account of hearing costs, right?

MR. CULBERT:  That's correct.  The company is proposing a variance account around it on both sides of the equation.

MR. THOMPSON:  Now, the next three, electric program earnings, open bill revenue, ex-franchise third-party billing, these are revenue-tracking accounts, I believe, that -- where there is a sharing of revenues that the company might realize from these activities between ratepayers and the shareholder; is that fair?

MR. CULBERT:  That's correct.  There is an open bill agreement which specifies the amounts that are embedded in rates and the amounts that the company shares with ratepayer groups as a result of a review post of what the activities were for those open bill activities, yes.

MR. THOMPSON:  Then the next one is post-retirement true-up variance account.  Am I correct that that protects the company from risks associated with increases in post-retirement costs?

MR. CULBERT:  It is a variance account that was agreed to by parties such that any of the company's actual pension and post-retirement costs that it would incur versus what's embedded and included in ongoing rates and what the company has proposed for each of 2014 through '18, pardon me, that if there is an over- or underage, yes, the amounts will be cleared to ratepayers.

MR. THOMPSON:  Then the next constant dollar net salvage adjustment deferral account, is that the account to deal with the SRC payback money?

MR. CULBERT:  That's correct.  It's the account to clear through a rate rider $259.8 million as currently proposed inside of the company's application.

MR. THOMPSON:  The next one, transition impact of accounting changes, this is protecting you from costs associated with moving to the US GAAP; is that correct?

MR. CULBERT:  Yes.  In a previous proceeding these were what the company analyzed as being the one element of cost which changed inside of the company's financials as a result of moving to US GAAP, and it's around the recovery of other post-employment benefit amounts, which were reviewed extensively and approved by the Board and agreed to by all parties in a previous proceeding; that's correct.

MR. THOMPSON:  And then the next three, demand side management variance, lost revenue adjustment mechanism variance, demand side management incentive deferral account, am I correct those accounts protect you from any costs associated with the DSM plans, lost revenue greater than forecast with respect to DSM, and plus you get the incentive in the -- recorded in the third one; is that fair? 

MR. CULBERT:  The three accounts are for purposes of recording incentives to the company for all of its DSM activities, which, as we all are aware, have an impact on the company's volumes and -- going forward, and there is the incentive mechanism, demand side management incentive deferral account, again, that the company gets an incentive for doing all of these things, yes.

MR. THOMPSON:  And then the next one is the Greater Toronto Area project variance account, and I gather that must operate with the Greater Toronto Area incremental transmission capital revenue requirement deferral account.

Dealing with the first one, am I correct that the company, as a result of this account, considers that it will not be at risk for any revenues not realized or -- for any revenue requirement associated with the greater -- the GTA project?

MR. CULBERT:  Yes.  The company's proposal was that as a result of the magnitude the scope of the GTA project, which underwent an extensive review in an LTC proceeding, that even a minor variance in terms of projected costs and timing of costs, we are all aware that there could be a delay as a result of the Kings North part of the Union project, which might change circumstances for, I will say, transportation customers being able to utilize our segment A of the pipeline.

Our proposal is such that we wanted to keep ratepayers and the company whole with respect to what the actual allowed revenue circumstances are of that significantly large project.  That's correct.

MR. THOMPSON:  Is that account one that, in effect, makes you unaccountable for all the evidence you put forward with respect to need? 

MR. CULBERT:  No, not --


MR. THOMPSON:  It's approved on the basis of need, and then you say:  But if it's not needed, you guys pay for it?

MR. CULBERT:  No, I wouldn't say that's a fair assumption.

What the company is intending by this is while the Board in the LTC proceeding reviewed the necessity of the GTA project and approved that necessity, what they weren't approving is the allowed revenue and cost consequences necessarily to be recovered in rates.

So that's what this proceeding is about.  The company has updated, as you would have seen this morning through impact statement number 1, what the implications of the current forecast total capital costs are for the GTA project, namely -- I am going by memory here -- about $686 million, roughly.

So we don't view it as being that we are looking to incent ourselves necessarily to incur different levels of cost.  We are attempting to ensure that the ratepayers only pay for what the costs are relative to that project.

MR. THOMPSON:  But does the approval of this account in this case mean -- will it mean to the company that it will recover the revenue requirement of the –- first, the revenue requirement of the GTA will be recorded in some deferral account?

MR. CULBERT:  You will see in evidence that we have provided in Exhibit D1-8-2, we provided an overview of what the entire GTA project is doing inside of the allowed revenue requirements, therefore the deficiency impacts that it has.

The variance account will be used to track all of the actual cost differences and related capital structure differences that might occur in actuals relative to what the forecast impacts are now.

So the approval of the account in my mind right now will not necessarily eliminate the prudence review that the Board would go through in a future proceeding where we come back to the Board and say:  Here is the difference that occurred in costs, here is what we are proposing to either clear as a credit or debit to ratepayers.  That prudence review will still have to happen, probably only in -- well, at this point our proposal is that the project would be in service as of October 2015.

MR. THOMPSON:  So it's a tracking account proposal?

MR. CULBERT:  It is a tracking account, to account for the difference in actual allowed revenues versus forecast.  That's correct.

MR. THOMPSON:  And its effect on your risks will be addressed later?

MR. CULBERT:  The prudence of those amounts will be addressed later.  That's correct.

MR. THOMPSON:  The bottom, the incremental transmission account, that relates to the segment, as I understand it, that TransCanada is supposed to use, commit for; have I got that straight? 

MR. CULBERT:  It was ordered by the Board in the LTC proceeding for the company to create a variance account for $55 million out of the cost increase that the company projected with respect to upsizing the segment A pipe from a 36-inch pipeline to a 42-inch pipeline.  So the Board ordered that we set up a deferral account such that the impact of $55 million of the increase in costs was to be borne by Rate 332 customers only.

So that is what that account will be doing.

MR. THOMPSON:  Okay.  But in the request for approval you are seeking here, are you asking the Board to approve, if there never is a 332 customer, then ratepayers pay for it?  Or is that something down the road? 

MR. CULBERT:  To the extent -- if you would like at the evidence, to the extent that the account is needed in the future, an amount would only be recorded in it at that point in time.  So the Board has already approved of this deferral account, in and of itself.

MR. THOMPSON:  Who pays the 55 million?

MR. CULBERT:  The revenue requirement associated with the 55 million would be borne by Rate 332 customers only.

MR. THOMPSON:  So if there is no Rate 332 customer --


MR. CULBERT:  Then the $55 million has to remain in the deferral account until such time as there is a Rate 332 customer for recovery.

So the revenue requirement associated with the 55 million will never be recovered -– well, the proposal by the Board is that, at this time, it's not to be recovered by distribution customers.  It's to be borne by Rate 332 customers.

MR. THOMPSON:  Understood.

Then the last two, relocations mains variance account and replacement mains variance, these are both capital expenditure variance accounts, as I understand it, that kick in in 2017 and 2018?

MR. CULBERT:  That's correct.  They --


MR. THOMPSON:  If they are approved?

MR. CULBERT:  They are representative for variances that would occur with respect to amounts contained in the '17 and '18 budgets to the extent that the relocation and replacement mains spend is greater than those amounts, and creates an allowed revenue or revenue retirement impact of 1.5 million or greater for 2017 and '18.

MR. THOMPSON:  But would you agree that their effect is that the company is not prepared to live with a five-year capital forecast?  It wants some re-openers, starting in 2017, for each of these items? 

MR. CULBERT:  The effect of the proposal for these accounts is, as you would have heard in previous panels, that the company cannot reasonably forecast what the costs of -- I will use relocation mains as an example -- relocation mains in the future.

The influence on our relocation mains spending will have many things that affect the company in those years, the Pan American Games, Metrolinx, a variety of other things.

What the company is saying is for those two elements of capital spending, it is requesting a variance account.

MR. THOMPSON:  Okay.  Understood.  Let me move to cost allocation, and just a couple of questions here, informational, essentially.

How many Rate 125 customers are there? 

MR. KACICNIK:  There are five Rate 125 customers.

MR. THOMPSON:  And their combined contract demand is what?

This is in an exhibit somewhere.  Can you just direct me to it, please?

MS. COLLIER:  Yes.  Just a minute. 

MR. KACICNIK:  The contract demand, it's about 9.9 million cubic metres per day.

MR. THOMPSON:  Is that 9.9 103 m3?

MR. KACICNIK:  That's the sum of their contract demands and billing contract demands.

MR. THOMPSON:  Is that 106 m3?  Is that the way to write that? 

MR. KACICNIK:  Yeah, 9.9 106.  Yes. 

MR. THOMPSON:  Okay.  And their annual consumption? 

MR. KACICNIK:  We don't have that information on the record, because we recover the entire cost of serving these customers through fixed charges, contract demand charges.

MR. THOMPSON:  Okay.  So what I wanted to just have on the record is, if you turn up page 30 of the APPrO compendium, where what I understand these numbers to show -- well, in line 1, for example, are these numbers showing the reduction in the amount that would be collected from 125s in some fashion, or it is some other numbers?

MR. KACICNIK:  No, you are right.  Column 1 shows the numbers as filed by Enbridge in the evidence.  And then columns 2 to 4 show reductions in revenue requirement that would be allocated to Rate 125.

MR. THOMPSON:  So the delta can be derived from this table.

MR. KACICNIK:  Yes.

MR. THOMPSON:  Okay.  Thanks.

And finally then with respect to rate design, you have proposed some changes to Rates 110 and 100.  And we have asked you some questions about that.  I don't think we need to go to those.  But in the evidence, the evidence you provided to -- provided by way of pre-filed and then in some responses to interrogatories, you identify the likely number of customers that will either take advantage of what you are proposing or may be affected by what you are proposing, and it's, I think, a relatively small number of customers.  Is that fair?

MR. KACICNIK:  Yeah, I would agree with that.

MR. THOMPSON:  Okay.  And are they all contract customers, or do -- Rate 6 are non-contract customers, are they?

MR. KACICNIK:  Rate 6 are all non-contract general service.

MR. THOMPSON:  And my question is, are there any that are being pushed on to a rate that adversely affects them?

MR. KACICNIK:  No, no customers are pushed on any rate.  Customers have a choice of different rates and services, and they choose which rate or which service they will take.

MR. THOMPSON:  Okay.  So then all the customers likely to be affected by these proposals will have the choice of staying where they are or moving somewhere else based on their analysis of what you are proposing.

MR. KACICNIK:  Yes, correct.

MR. THOMPSON:  Okay.  And so have any of these customers been contacted yet in terms of these possible options, or is that something that's going to take place after the Board issues its decision?

MR. KACICNIK:  As discussed in the evidence, if you look at Exhibit H1, tab 2, schedule 3, for example, page 4, we say that, following the approval of the proposed change to Rate 110 load factor requirement, the company will contact these customers to inform them of the change in Rate 110 applicability and to discuss and evaluate this rate option with them based on their specific needs and consumption characteristics.

MR. THOMPSON:  So is it fair to conclude that only those that will benefit will take advantage of the proposals?

MR. KACICNIK:  I would say so, yes.

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

MS. CONBOY:  Thank you very much, Mr. Thompson.
Questions by the Board:

MS. CHAPLIN:  Thank you.  I just have a few questions on the deferral and variance accounts following on from Mr. Thompson's questions.

First of all, the customer care procurement, I guess again using this list at Exhibit D1, tab 8, schedule 1 -- the list starts on page 2.  So the customer care services procurement deferral account.  You have described that.  And you -- I believe you responded that the expectation was somewhere around 4- to $5 million.  Do you recall that?

MR. CULBERT:  Yes, that's correct.

MS. CHAPLIN:  So is there anything currently in the company's forecasts for that, or it's completely incremental to your budgets?

MR. CULBERT:  It is completely -- there is nothing inside the O&M budgets that are resident in the allowed revenue calculations.  That would be something that would happen going forward.

My understanding is we would need to get into that process sometime late in 2014 to begin the process, but there is nothing included in our budgets at this point in time.  They are completely incremental.

MS. CHAPLIN:  Okay.  And does that arise because the CIS customer care has essentially been hived off and has been the subject of separate settlement agreements?  Is that the rationale?

MR. CULBERT:  That's correct.  In the past we -- from my recollection, we incurred costs of approximately $4.9 million for the previous procurement of -- review and procurement of a service provider.  It includes a consultant that's hired on to oversee and look through the process that we go through with -- in this circumstance it was ABSU, but depending on whether there is other tenders or RFPs for the service, they would do the same thing.

So there is nothing that has been incurred to date.  That would be something that would start as of the end of 2014.

MS. CHAPLIN:  So why did the company take this approach, as opposed to building those costs into its budgets and forecasts and incorporating them in the normal course of this application?

MR. CULBERT:  Our belief is that the consultative process that the company has gone through in the past was a very effective process, that the costs being incurred for this type of activity were transparent, in terms of review and the amount of effort put forward and expended on consultants, et cetera, for doing so.  We believe this was the most transparent view of that, as opposed to budgeting for something that would be resident within the company's overall O&M budget.

MS. CHAPLIN:  But you could have budgeted for it and still conduct a consultative and been transparent.  Is there a --


MR. CULBERT:  We certainly could have.  The view was that they have been typically resident inside of the view and review of customer care service -- or, excuse me, customer care CS agreement, and that's the manner in which we...

MS. CHAPLIN:  Okay.  Thank you.  The average use true-up account -- and you talked about this arising in the first instance in the first-generation IR framework -- in the -- am I correct in that?

MR. CULBERT:  Yes, I believe that's where it first came about.

MS. CHAPLIN:  So in that 1st generation IR, did you have, each year when the rates were set, a refresh for the volumes of the same nature that you are proposing as part of this current application?

MR. CULBERT:  Did we reset average uses based on experience going forward?

MS. CHAPLIN:  Right.

MR. CULBERT:  Yes, yes, whatever had occurred inside of average uses, that's an ongoing process.  The average-use forecast uses all pertinent data from the past for forecasting going forward, so, yes.

MS. CHAPLIN:  Maybe I am not quite clear, or maybe I am confusing two things.  Going forward, you are proposing as part of the annual process a refresh around volumes.

MR. CULBERT:  Correct.

MS. CHAPLIN:  Did you do that same --


MR. CULBERT:  Yes.

MS. CHAPLIN:  It was all done the same way the last time around too.

MR. CULBERT:  Yes, it was; that's correct.

MS. CHAPLIN:  Okay.  Thanks.

The GDAR account -- and you referred to the latest amendment, which had an impact on the LPP revenues.  Can you tell me a bit more about what that was?

MR. CULBERT:  Yes.  So a change in the rule, and I won't pretend to get into the details of it here.  Essentially what it amounted to is that certain customer -- customers, there was an extension of their time frame for them to pay, so that resulted in a change in the amount of late-payment penalty revenues that the company would be imposing on those parties who were not paying their bills on time.

So to the extent that there might have been -- and I am just going to use an example -- $15 million of late-payment penalty revenues, which is an offset to our allowed revenues, as you might be aware.  That was included in base rates, and as a result of the rule change, it meant that that the late payment penalty revenues we would be recovering from customers who pay late dropped to $12 million.  It would mean that in rates, the rates were still being credited with that delta of $3 million as a reduction to rates, whereas the company really wasn't collecting that amount of late payment penalty revenue as a result of the rule change.

That's the premise.

MS. CHAPLIN:  Thank you.  The post-retirement true-up variance account, I believe you made a reference to it being part of a prior settlement; did I understand that correctly?  That was established as a result of the settlement agreement?

MR. CULBERT:  That's correct.  It was established within the 2013 rate proceeding as part of an overall settlement.

MS. CHAPLIN:  Okay.  The accounting changes, transition impact of accounting changes deferral account -- and I understand that that's related to the transition to US GAAP -- is that something -- why is this account -- since the transition to US GAAP has now happened, why is that account still needed?

MR. CULBERT:  In the 2013 proceeding, the impact of transitioning to US GAAP specifically with respect to OPEBs meant that the company had an approximate $90 million hit to earnings that it would incur if it were not able to recover the amounts through an approved deferral account through the Board.

So in that proceeding, the Board did approve the TIACDA, but the agreement was that the company would recover the $90 million, which was an estimate at that point in time, which since became, actually, I believe, a number of around $88.7 million in the final review by Mercer, our actuary.  But the agreement was that those amounts were going to be recovered over a 25-year period going forward, so that's the necessity for --


MS. CHAPLIN:  So it's a one-time amount that's being disposed of?  New amounts are not going in?

MR. CULBERT:  There is no new amount going into the account.

MS. CHAPLIN:  But that was one of the ones, the accounts where you note that there has been a change to that account.  What was the change to that account?  I believe...

MR. CULBERT:  Sorry, yes.  That's -- what I just referred to is the estimate at the point in time was 90 million.  The...

MS. CHAPLIN:  Oh, okay.  Thanks.  That's fine.

You also note in the evidence that there was a change in the DSM incentive deferral account.  What was that change?  Is that correct?

Or in the DSM variance account?  Maybe it's that one.  I am looking at the last line of paragraph 2 on the page 2, and it talks about proposed revisions to this ongoing scope of several accounts, and it lists the DSMVA as being one of them?

MR. SMALL:  I believe the change is to reflect the fact -- and it's actually happened in the past, but it's never necessarily been verbalized in the scope of the account, where we are have a number for rate-setting purposes for DSM, but the DSM process gets delayed and ultimately through that process they agree on a budget that's different from what we have in rates.

The DSMVA would then be used to -- as opposed to just recovering the variance in actual spend versus the amount in rates, ultimately your -- I guess it depends whether you look at an over- or under-spend, but...

MR. CULBERT:  Right now we have a placeholder.  As a result of the DSM processes, that level of spend approved might change.  So that's what we are referring to, that the threshold for determining a variance amount for DSM might change based on what the agreements are for DSM.

MS. CHAPLIN:  And the GTA project variance account, so that, you -- I believe you said you had filed updated numbers, so now the current estimate for that project is the $686 million?

MR. CULBERT:  Yes, that was the projected cost for the GTA, capital cost for the GTA.  Yes.

MS. CHAPLIN:  And you have explained that that -- that the purpose of that account is to capture any variance between the actual -- the revenue requirement implications of the actual costs versus that forecast?

MR. CULBERT:  Yes.

MS. CHAPLIN:  To account for timing, but also, presumably, other cost differences?

MR. CULBERT:  Correct.

MS. CHAPLIN:  Did the company consider any sort of incentive structure around that account, which might perhaps give the company incentive either to come in under budget or to be at some risk for some amount of overage?

MR. CULBERT:  I can say there were certainly discussions around whether that should be something that should be attached to it, given the various views about incentive regulation, amongst other things.

Again, given the scope and size of the project, it was viewed that as a result of other impacts of the Union build of its system upgrades, et cetera, that it wouldn't necessarily completely be within the control of the company in terms of timing, and therefore cost differences might occur as a result of changes in timing as well.

So we believed it was more appropriate to just attempt to keep the ratepayers and the company whole, as opposed to taking on some element of risk around the project.

MS. CHAPLIN:  So the company's reluctance is around the timing, as opposed to, if the timing were within the company's control, then the prospective is that the company's ability to control the other aspects of the costs of that project might be conducive to --


MR. CULBERT:  Yeah.  Our view was that because of the timing of the project, while we intend to have the pipelines in service as of October 2015, other circumstances outside of our control might vary, might result in a variance in those costs.  That's correct.

MS. CHAPLIN:  Oh, sorry, just one final question.

The Ontario hearing cost account, is there a forecast of those costs currently resident in the application?  In other words, do you arrange your budget so that you are sort of forecasting a zero balance in that account?

MR. CULBERT:  I will try to answer your question this way.  We have a forecast for regulatory costs for 2014 of $8 million.  Right now, we don't have a sense of whether there would be a balance in the variance account as a result of the costs that we are going to incur.  We have an understanding, an estimate of what the Board costs will be for us, but we don't have an estimate of what the intervenor costs would be at this point in time.  We certainly have a view of what our consultant costs are that have been incurred to date, but there's a lot of variables that we don't know about, that -- I can't predict whether there would be a credit or debit in the account.

We did, in 2015 and beyond, reduce the projected regulatory costs downwards, in recognition of the fact that our rate processes going forward would be mechanistic, to the extent possible.  So we have put through a reduction of $2 million for regulatory costs for those years, beyond 2014.

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

DR. ELSAYED:  Just a follow-up on your answer about the GTA project.  Was that executed by in-house resources or through a contractor?

MR. CULBERT:  Was the budget?

DR. ELSAYED:  No, the -- who actually built the project.

MR. CULBERT:  Oh, who will be building the project?

DR. ELSAYED:  Who will be building the project?  Like, what type of contractual arrangements?

MR. CULBERT:  Mr. Naczynski can --


MR. NACZYNSKI:  So the construction of the project, well, the project team is currently working on that.  They are currently going through the RFP process to find a suitable contractor to do that construction work.

So no construction work has started at this time, and they continue on that process, to have the pipe installed for next year.

DR. ELSAYED:  So you don't know whether that will be a design-build contract or any of the type of risk-sharing with the contractor?

MR. NACZYNSKI:  The -- I can't speak to how the risk-sharing mechanism will work.  The project is being designed by the project team now, and they will be going out for an RFP for a construction contractor.

DR. ELSAYED:  Okay.  Thank you.

MS. CONBOY:  Thank you.  We have no further questions.  Have you re-examination for your witnesses?


MR. STEVENS:  I have just a couple of questions, if I might.

MS. CONBOY:  Great.  Thank you.
Re-Examination by Mr. Stevens:

MR. STEVENS:  My first question, I think, is likely for you, Mr. Kacicnik.  And Mr. Vellone touched on this, as did Mr. Thompson, but I just want to close the loop.

If I can ask you to turn up TCU3.19, which is at page 31 of the APPrO compendium, I believe the information we need here is -- that I need is here, but my question is just for clarity of the record.

Can you please indicate what would be the impact on other rate classes if extra high-pressure pipes under 12 inches are allocated away from Rate 125? 

MR. KACICNIK:  Those impacts can be readily determined from this table.  For example, you can take the value in column 1 for 2014 of 9 million and 96, versus, let's say, excluding 8-inch and smaller, it's 737, so that would be roughly 2.5 million, 2.5 million impact on other rate classes.

MR. STEVENS:  Thank you.

And can you remind me, what would be the impact on other rate classes if it was only pipes less than 6 inches which were excluded?

MR. KACICNIK:  That too can be seen from this same table.  You are comparing column 1 versus column 2, and it's approximately $1 million each year.

MR. SHEPHERD:  Thank you.

My other question is for Mr. Culbert, and it's just to finish up discussions that we have been having around the OHCVA.

Mr. Culbert, within the OHCVA construct what assurances of recovery does Enbridge currently have in relation to the 2014 consultant's costs that we have been discussing?

MR. CULBERT:  The company doesn't have assurances of the recovery of any amounts at this point in time in the OHCVA.  The prudence review of the amounts that the company believes should be recovered in the 2014 OHCVA would happen in a future proceeding; namely, an ESM proceeding.  The company comes forward with proposed clearance of all of its deferral and variance accounts in a future ESM proceeding and would be subject to that review at that point in time.

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

MS. CONBOY:  Thank you very much, Mr. Stevens.  Thank you very much panel.  You are excused.

And we will take a few minutes to get Mr. Todd and Mr. Roger ready.

MR. VELLONE:  Is it a good time to break for lunch?  I am curious.

MS. CONBOY:  Okay.  We will break for lunch.  We will break for an hour and meet back here at one o'clock.  Thank you.
--- Luncheon recess at 11:55 a.m.
--- On resuming at 1:04 p.m.

MS. CONBOY:  Mr. Vellone, would you like to introduce your witnesses before we have them affirmed?

MR. VELLONE:  Certainly.

Could you please state and spell your name for the record, and state your position?

MR. TODD:  John Todd, last name T-O-D-D.  I am president of Elenchus Research Associates.

MR. ROSS:  My name is Michael Julian Roger, R-O-G-E-R, and I am associate with Elenchus Research.

MR. VELLONE:  Shall we have them affirmed?

MS. CONBOY:  We will have them affirmed, yes.
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John Todd, Affirmed.

Michael Roger, Affirmed.

MS. CONBOY:  Mr. Vellone, I believe you do have some examination-in-chief; is that correct?

MR. VELLONE:  Very brief, yes.

MS. CONBOY:  Thank you.  Please proceed. 
Examination-In-Chief by Mr. Vellone:

MR. VELLONE:  I am referring now to a report filed December 13th -- sorry, December 18th, 2013, and referenced in this proceeding as Exhibit L, tab 2, schedule 1.

My understanding is your CVs are attached to this report as appendix A; is that correct?

MR. TODD:  That's correct.

MR. VELLONE:  I am still having a hard time hearing you.  You might want to switch to a different microphone, if possible.

MR. TODD:  Is this one better?  Yes, that one is better.

MR. VELLONE:  Thank you.  Was this evidence prepared by you?

MR. ROGER:  Yes, it was.

MR. TODD:  Yes, jointly.

MR. VELLONE:  Do you have any corrections to the evidence?

MR. ROGER:  If I may, I have a small correction.

MR. VELLONE:  Please.

MR. ROGER:  On section 3, which is page 6 in the compendium, I believe, in the report, the fifth line, the footnote number 9, the IR that we are referring to is No. 10, not No. 11, from the footnote number 9, if that could be changed please to 10, which is consistent with what we are saying on line number 5.

MR. VELLONE:  Thank you.  Is that all?

MR. ROGER:  That is all.

MR. VELLONE:  Is the evidence contained in the December 18th report, to the best of your knowledge, true and accurate?

MR. TODD:  Yes.

MR. VELLONE:  And do each of you adopt this evidence as your own in this proceeding?

MR. ROGER:  Yes, I do.

MR. TODD:  Yes, I do.

MR. VELLONE:  Thank you.

Madam Chair, I would like to tender these individuals as experts in cost allocation.  Their CVs were filed with the report back in December, and it is -- typically I would walk through their qualifications, but it's my understanding that no parties do object.

MS. CONBOY:  That's correct.  Thank you.

MR. VELLONE:  Panel members, when you were engaged by APPrO, were you made aware of and did you agree to accept the responsibilities imposed on experts under Rule 13A of the Board's Rules of Practice and Procedure?

MR. TODD:  Yes, we were.

MR. ROGER:  Yes, I was aware, and I accepted those conditions.

MR. VELLONE:  And do you understand, as an expert, you are required to assist the Board impartially by giving evidence that is fair and objective?

MR. TODD:  Absolutely.

MR. ROGER:  Yes.

MR. VELLONE:  And would you please confirm whether you have done and will continue to do so?

MR. ROGER:  Yes, we will.

MR. TODD:  Yes, we will.

MR. VELLONE:  Thanks.  Can you briefly explain for the Panel what you were asked by APPrO to do?

MR. TODD:  What we were asked to do is set out in the evidence.  Asked to do -- I'd first turn to page 1, which is in the main body after the executive summary.  Lines 20 to 22 provides a quote, which is from the written instructions provided, which says:

"Assess Enbridge's current cost allocation methodology, and if possible, develop a more equitable cost allocation methodology."

There is a little more precision provided at page 11 of that report, which at lines 16 to 20 identifies two refinements that we were specifically asked to look at.

One:
"The allocation of XHP assets and expenses."

And two:

"The consistency of the approach to recovering costs related to the excess capacity of the Enbridge system, as embedded in the current cost allocation methodology and in the economic feasibility test as it is applied to Rate 125 customers."

And those were the areas addressed in the evidence.

MR. VELLONE:  Thank you.  Did any principles inform your assessment?

MR. TODD:  Yes, and the principles -- again, flip back to page 1, lines 23, 24, and in particular 24 says:

"Our recommendations are based on generally accepted cost causality principles."

That's the fundamental, and I think through the report we expand on that somewhat.

MR. VELLONE:  Thank you.  And based on your assessment, what is your opinion?

MR. TODD:  The opinion primarily is summarized at page 16 under the recommendations; two conclusions, recommendations there.

First, that the XHP function should be further broken down into those assets and expenses that can reasonably serve Rate 125 customers, and the rest of the XHP assets that cannot serve Rate 125 customers.

I think, actually, in retrospect, a better way to phrase that is to say that it would be appropriate to aggregate the pipe-related accounts in a way that is consistent with cost causality principles.  I actually think of it as the way you come up with the pools that are allocated is by bundling raw accounts.  And we are not really breaking down the XHP function; we are actually aggregating different kinds of pipes in the way that has -- pipes that have costs caused differently will be aggregated in a different way.

Second:

"Enbridge should be directed either to amend its economic feasibility test as it applies to Rate 125 customers, or to modify its cost allocation methodology so that Rate 125 customers are not required to pay for excess capacity in the system in two ways."

That is a somewhat vague recommendation, because, quite frankly, there is a lot of water under the bridge in terms of Rate 125 customers.  There are no new ones that are expected to come online.  The existing ones, their economic feasibility tests have been applied in the past.  They paid their contribution, so you can't really go back.

And the alternative to avoid sort of double-charging for spare capacity requires what would be a rather unusual modification to the cost allocation model, but it could be done if that issue -- if there is a determination to avoid the double-charging.

MR. VELLONE:  Thank you very much.  And my last question for you is just to clarify that the basis for your opinion is set out in your December 19th, 2013 report; is that correct?

MR. TODD:  Yes.  And I mean, the main sort of expansion on that, there is a little more on the first proposal summarized on page 13, lines 10 to 15 -- I won't read those -- and on the second recommendation on page 16 just above recommendations, that final paragraph, lines 6 to 10.

MR. VELLONE:  Thank you very much.  That's all I have.

MS. CONBOY:  Thank you very much.  Mr. Stevens?
Cross-Examination by Mr. Stevens:

MR. STEVENS:  Thank you.

Good afternoon, Mr. Roger, Mr. Todd.  My name is David Stevens, and I would like to ask you a few questions today on behalf of Enbridge Gas Distribution.  I would like to start just with a few questions about the scope of your retainer.

And I guess to be able to do this in a fairly straightforward way, we have prepared a compendium, Madam Chair, of documents that we may refer to.  It's titled "Compendium for examination of John Todd and Michael Roger by Enbridge Gas Distribution Inc."  I'm not sure if you have it in front of you or not.

MS. CONBOY:  We do have it in front of us, and we will just give it a number.

MS. SEBALJ:  It's K11.3.
EXHIBIT K11.3:  DOCUMENT ENTITLED "Compendium for examination of John Todd and Michael Roger by Enbridge Gas Distribution Inc."

MS. CONBOY:  Thank you.

MR. STEVENS:  Thank you.

MR. TODD:  And just to be clear with the panel, for this next section, when we refer to page numbers in our evidence we will be using the compendium page numbers, not the actual page numbers of the evidence itself.

MS. CONBOY:  Thank you, Mr. Todd.

MR. STEVENS:  So panel, as I understand it, the instructions that were issued to you in relation to this engagement are contained as a letter attachment to an RFP that APPrO filed as its expert plan in September 9, 2013.  Do I have that right?

MR. TODD:  I do not interpret the RFP as directions to us.  It was a request for proposals to which we responded, and in our proposal we set out what we were prepared to do.

MR. STEVENS:  I'm sorry, so are there -- there are different instructions to you from what's contained at pages 8 and 9 of the compendium?

MR. TODD:  In preparing a response to an RFP, clearly we basically work from the RFP.  At the same time we make clear to the client our approach to the work, which certainly goes beyond the RFP and includes items such as our methodology, means that we will do an analysis based on standard cost allocation principles, in particular cost causality.

MR. STEVENS:  Okay.  Well, I don't want to quibble about what's in here and what you did.  I am just interested in understanding what your instructions were.

Do I understand then, Mr. Todd, that there was a separate instruction letter to you once you were successful through the RFP process?

MR. TODD:  I don't think so, but I work from the proposal, not from the RFP.

MR. STEVENS:  I see.  And have you produced your proposal?

MR. TODD:  I don't think it's been produced.

MR. STEVENS:  I see.  And would your proposal have different deliverables than what's set out within the RFP?  I don't want to needlessly create undertakings here.  I just want to find out if that document is meaningful.

MR. TODD:  We identify ten deliverables in the proposal.  The RFP, I think, would be -- it would be consistent with those.  We word things our own way to make sure that we are comfortable with what we are promising to do.

MR. STEVENS:  Fair enough.  I guess I have a bit of a confusion.  You pointed to two items within your report.  If we turn to page 28 of the compendium.  That's page 11 of your report.

MR. TODD:  Yes.

MR. STEVENS:  You indicated that the two numbered items towards the bottom of the page were the two things that you were instructed to do -- or instructed to investigate by APPrO.  Do I have that right?

MR. TODD:  For the written evidence, yes.

MR. STEVENS:  And my confusion, Mr. Todd, is that the second of these doesn't seem to show up in the RFP.

MR. TODD:  I think that in the RFP, which is in your compendium at pages 8 to 9, "is cost allocation expert assistance required", the first bullet under that is "APPrO is concerned that Enbridge's current cost allocation methodology over-allocates XHP main cost to Rate 125."

Part of that in XHPs is there are -- is there is excess capacity, so I think that was identified in the process of looking at that allocation of XHP costs.  In doing our analysis, one of the issues that came up was this issue of, under the economic evaluation there is a different treatment from other classes.  And so that took us into that issue.

So as far as I am concerned, that bullet led to that issue.  It wasn't pre-identified, but it came out of following the work that we had promised to do based on the RFP.

MR. STEVENS:  I understand, and I can see that it is a logical thing for you to have done.  I was simply trying to follow up on your counsel's question, to which you responded that these were the things you were asked to do, and I didn't see it anywhere in your instructions, so I was trying to understand that.

MR. TODD:  I am suggesting it is implicit within it, as opposed to explicit.

MR. STEVENS:  I see.  Okay.  Now, I think this is undisputed, based on the conversation you had with your counsel, but is it fair to say that the basic request to Elenchus was to find an alternative cost allocation approach that would result in lower costs for Rate 125?

MR. TODD:  No.  What we proposed to do was to review the cost allocation methodology and identify areas where we felt that the methodology was not consistent with standard cost causality principles given the current use of Rate 125; i.e., for generators.

MR. STEVENS:  I see.  So is it fair to say that had you been unable to find an approach which would result in lower cost to Rate 125, you wouldn't have filed a report?

MR. TODD:  If we had not identified anything that we considered to be a deviation from cost causality, we would not have had anything to write.

MR. STEVENS:  Fair enough, but that wasn't my question.  My question was, had you not found something that benefited Rate 125, it's fair to say you wouldn't have filed a report, or APPrO wouldn't have filed a report.

MR. TODD:  That would have been subject to APPrO.  They file the report.  We only write the report.

MR. STEVENS:  I see.

MR. TODD:  They are not obliged to file anything that we write.

MR. STEVENS:  And just to follow up on that while we are at it, there was a suggestion this morning, I thought, or I heard in the cross-examination of Enbridge's panel that Elenchus's recommendations speak for themself, and they shouldn't be taken to be APPrO's recommendations.  Did you hear that?

MR. TODD:  That's correct.

MR. STEVENS:  And did you share your report with APPrO before it was filed?

MR. TODD:  Yes.

MR. STEVENS:  And did they agree with it?

MR. TODD:  They filed it.  They didn't tell me whether they agreed.  In fact, my understanding is they -- at the time they said they are not sure what their position would be.

MR. STEVENS:  They didn't tell you they disagreed with what you had to say.

MR. TODD:  I am sure if they disagreed it wouldn't have been filed.

MR. STEVENS:  Right.  Fair enough.  So your understanding was that you thought that they would adopt the recommendations that you have made.

MR. TODD:  I have had clients who at the end of the day did not adopt my evidence.

MR. STEVENS:  I see.

MR. TODD:  So I would not say that was true at all.  Yes, it's generally the rule, but frankly, as further evidence comes out, clients sometimes, you know, they take their own positions.  One of the reasons for having an expert is you want the expert evidence on the record, but they get to decide what they like to do in their own interest at the end of the day.

MR. STEVENS:  So what is your current information, Mr. Todd, about APPrO's view of your evidence?

MR. TODD:  I have no --


MR. STEVENS:  Any recommendations?  You have not discussed with them whether they will proceed with your recommendations or not?

MR. TODD:  No.

MR. STEVENS:  Okay.  Just stepping back a bit, my understanding is that all Rate 125 customers are APPrO members?  Does that fit with your understanding?

MR. TODD:  I don't know.

MR. STEVENS:  Okay.  And do you know whether -- my information again is that the nature of this Rate 125 service that's been received by customers in recent years hasn't changed.

MR. TODD:  The nature of the service as received by existing Rate 125 customers has not changed.  The use of Rate 125 has changed.

MR. STEVENS:  But the nature of the service provided and received has not changed.

MR. TODD:  The nature of the service provided has changed, not for the existing customers, but as the evidence in your compendium, the old evidence from Malini, explains, there were changes to Rate 125.

MR. STEVENS:  Sure, okay.  And just for the record, you are speaking about the evidence that can be found in our compendium from the NGEIR proceeding.

MR. TODD:  At page 34, 34 to 36.

MR. STEVENS:  Thank you.  And that explains the nature of the service and intended service as of 2007?  Do I have that right?

MR. TODD:  Yes, it's --


MR. STEVENS:  In 2006, I am sorry.

MR. TODD:  -- incomplete, in my view, but basically, yes.  It does not identify that its primary use prior to the use by generators was for a pilot project with CanEnerco as a retailer, and one of their customers was O'Shanter Developments, which was the owner of apartment buildings.  That was used as a test of unbundling with retailers.

So there is a little more to the history than you set out in this evidence.

MR. STEVENS:  Fair enough.  But subsequent to 2007, as I understand it, the nature of 125 service hasn't changed?  Or subsequent to NGEIR, if I can put it that way?

MR. TODD:  As far as I know, that's correct.  We did not do a review of Rate 125's history.

MR. STEVENS:  Okay.  Thank you.  Now, I think it's clear from your evidence and our discussions today that the two proposed changes that you are suggesting for Rate 125 will each lower the cost responsibility of Rate 125 customers?

MR. TODD:  That's correct.

MR. STEVENS:  And necessarily, that means the rate wills go down for Rate 125 customers?

MR. TODD:  That's correct.

MR. STEVENS:  And those costs will have to be taken up by other rate classes? 

MR. TODD:  It is consistent with the cost causality principles, which we can explore further if you want, that costs that are not caused by Rate 125 will not be allocated to them and will instead be allocated to others.

And we are proposing that certain costs that are not caused by any stretch of the imagination by Rate 125 customers should be allocated to the customers that do cause those costs.  That's the simple point.

MR. STEVENS:  Fair enough.  And within the RFP at page 3, one of the items that you were asked to support APPrO on, and I am on the --


MR. TODD:  So this is page 9 of the compendium?

MR. STEVENS:  I'm sorry, I'm on page -- very good.  I'm on page 9 of the compendium, page 3 of your RFP, on the main point at the top of the page.  I'm on the fourth sub-bullet point that starts with the word "evaluate."

MR. TODD:  Yes.

MR. STEVENS:  One of the things you were asked to do was to -- or the respondents were asked to support APPrO on was to evaluate other potential cost allocation methodologies and their relative impact on Rate 125 and Enbridge's other rate classes?

MR. TODD:  Correct.

MR. STEVENS:  Is this one of things that you understood that you were to do within your report?

MR. TODD:  Not within the report.  We reviewed other options, some of which would have benefited APPrO, some of which would not have.  And we ruled out a number of possible changes to the methodology that we felt would not be consistent with an improvement in cost causality principles.

MR. STEVENS:  Fair enough.  Let's focus on the ones you did choose.

Where can we see within your report the evaluation of the relative impact of your proposal on Enbridge's other rate classes? 

MR. TODD:  The impact is contained in IR responses, so we didn't --


MR. STEVENS:  I'm sorry?

MR. TODD:  The impact is contained in responses to information requests.  We did not lay it out.

As I said, this was identified -- if you go through the list, it starts off saying "APPrO requires the support..."

Okay?  This is not saying that everything in here was necessarily to be included in the report.  What's included in the report is what we considered to be relevant to support our recommendations.

There are other things that we did in the process of coming up with our report, which is consistent with what the -- with the support that APPrO identified.

In particular, the impact, the dollar impact in customer classes is not relevant to our recommendations as cost allocation experts.  We base our recommendations on the principles underlying it, and the dollars fall where they may.

So that's not a driver in our conclusions, so it's not included in our report.

MR. STEVENS:  I see.  So notwithstanding the fact this is something that APPrO said it required support on, it's not included within your report?

MR. TODD:  I am drawing a distinction between APPrO requiring support and APPrO asking us to put it in the report.

MR. STEVENS:  Okay.  Fair enough.

Moving along, do you take issue at all with Mr. Kacicnik's testimony that the impact on other rate classes from your proposals will be between one and one-and-a-half million dollars a year?

MR. TODD:  No, we do not contest that.

MR. STEVENS:  And I assume you similarly don't contest Mr. Kacicnik's evidence that if the allocation of extra high-pressure mains to Rate 125 was only for those that are 10 inches and above -- or 12 inches and above, the impact would become something between three and three-and-a-half million dollars a year?

MR. TODD:  We don't contest that.  Our point is that the issue is not who pays, the question is who should be paying.  We are addressing the question of who should pay, not who will pay.  And if the allocation currently does not reflect cost causality, the methodology should be tweaked so that it does reflect cost causality.

That is all we're saying.

MR. STEVENS:  Okay.

MR. ROGER:  May I add something, please?

MR. STVENS:  Certainly.

MR. ROGER:  I think as part of the interrogatory process, we tried to find out in the question that was submitted what the impact was going to be to other customers.

If I can refer you to the APPrO Interrogatory No. 11, on page 2, part (b), we asked to rerun the cost allocation model to reflect what we are proposing.  And in part (c), we asked:

"Based on the results above, please provide the rates and proposed rate increases to all customers..."

For the years, and we tried to get that information.

And the responses in (b) and (c) on page 4 of 4:

"Please see the response to APPrO's Interrogatory 13."

And if I go there, I don't think that the information was there, so we tried to elicit the -- the impact to other customers.

MR. STEVENS:  All right.  I would like to ask you a few questions about Rate 125, and we talked about this a bit already, Mr. Todd, when we referred to the evidence previously filed in the NGEIR proceeding, at pages 34 and 35 of the compendium.

But my understanding is that Rate 125 was proposed in response to opportunities to attach natural gas-fuelled co-generation and power generation customers? 

MR. TODD:  I would say, well, yes, it's an unbundled rate, which is appropriate for those customers.

Going beyond that, the actual design of Rate 125 for generators was driven in large part by the single bypass application.  That's my understanding of it.

That was successful with the OEB, and was creating a rate that would reduce the incentive to bypass, and at the same time make sure that customers were held whole with respect to the attachment of generators, which is why this rate class has some very unique treatment around economic feasibility, around the billing demand versus contract demand, and so on.

MR. STEVENS:  Fair enough.

MR. TODD:  There is more to it, and it's a special -- it's almost a special deal, in my view, which is one of my concerns with what is happening now.  It's -- to some extent the significant increase in rates changes that promise that the economic feasibility would have a PI of 1.0 to something quite different than what was reasonable to expect, and could very well undermine the attraction of connecting with the utility if there were a generator in the future that was considering bypass versus using the utility.

MR. STEVENS:  So essentially your concern is it is no longer going to be cheap enough?

MR. TODD:  Relative to bypass, it creates an incentive to bypass, which was part of what the NGEIR process, as I understand it, and the design of Rate 125 was trying to address.

And there are still potential bypass issues as you look at electricity and gas; there are bypass issues that are still in play in this province and elsewhere.

MR. STEVENS:  And the bypass issues were addressed through the creation of the billing contract demand feature?

MR. TODD:  Correct.

MR. STEVENS:  As I understand it, the impact of billing contract demand is to create an artificial contract demand associated with a customer that ensures that there is a PI of 1.0, and no more and no less, that's recovered through the rates?

MR. TODD:  Exactly.  That's unusual.  In any other class, if the PI is greater than 1, they pay the rate and other customers benefit from the attachment, instead of having a deal that -- based on current rates, which is what is used in the economic evaluation, there is just an assumption of current rates staying in place forever.  Instead of creating a mechanism where, if the PI is below 1, a contribution is paid, if the contribution is above 1, there is a billing demand established that's less than the contract demand, which has the effect of bringing that PI down to 1.

MR. STEVENS:  I see.  But the effect you've had here is that Rate 125 customers using the billing contract demand feature pay much less than they would if they were allocated costs based on their actual contract demand.


MR. TODD:  Yes, and that's why I think of it as a Board-endorsed bypass competitive rate.


MR. STEVENS:  I see.  Okay.  So before filing your evidence and the recommendations in this case, APPrO filed a number of interrogatories.  Were you involved in putting those questions together?


MR. TODD:  We had some questions that were contributed.  They are not our questions, and I don't think any of them were actually -- well, there may have been some pieces of our wording, but we had our questions that we fed into the process.


MR. STEVENS:  I see, and I assume that would include the questions like what Mr. Roger just pointed us to as your manner of figuring out the impacts of what you might be recommending.


MR. TODD:  Yes, part of the mandate, as you said, was that you identified to helping APPrO was identifying impacts, and if they had not asked the questions anyway -- and I don't recall who actually suggested it, but we clearly would have been asking for them to make sure they got that information on the record.


MR. STEVENS:  Very good.  Can I ask you to turn to page 37 of the compendium.  This is APPrO's question number 14.


MR. TODD:  Yes.


MR. STEVENS:  Now, as I understand it, within this question APPrO asked Enbridge to consider different scenarios for the allocation of transmission pressure costs to customer classes.  Do I have that right?


MR. TODD:  Yes.


MR. STEVENS:  And one of the requests was to determine the implications of allocating the costs based on peak hour load rather than peak day load.  Do I have that right?


MR. TODD:  Yes.  On page 38 of the compendium, under item C, there are four scenarios identified, one of which, the first one, is an option that ultimately we recommended and conceptually we endorsed from early in the process.  The other three are all changes that we identified as being inconsistent with standard practice.


The first two -- i.e., little item 2 and 3 -- would have benefited APPrO customers, but we deemed to be inconsistent with standard practice and would be a radical shift in the methodology, cost allocation methodology.  And the fourth would have worked against them, and similarly would have required a radical shift in the cost allocation methodology that we felt would be inappropriate.


MR. STEVENS:  All right.  And I have read your report pretty carefully.  I'm --


MR. TODD:  Thank you.


MR. STEVENS:  -- I am quite certain I haven't seen anywhere where you have identified the items you have considered and rejected.  Do I have that right?


MR. TODD:  That's correct.


MR. STEVENS:  Thank you.  And so as I understand it, if we turn to page 41 of the compendium, so this is page 5 of the same interrogatory response, we can see that the result of allocating transmission pressure costs based upon peak hourly load rather than peak day load would increase the allocation to Rate 125.


And do I have it right by comparing 8.6 percent, which is allocated under the current approach in the first chart, versus 11 percent, which is found beside Rate 25 (sic) in the third chart?


MR. TODD:  Yes.


MR. STEVENS:  And within this interrogatory response Enbridge also showed the implications of allocating transmission pressure costs to Rate 125 based on actual contract demand rather than using the sum of contract demand and billing contract demand, and that's what's seen as the difference between the first and second charts.  Do you agree with that?


MR. TODD:  Subject to rereading this with greater care, yes.


MR. STEVENS:  And as I read this, the conclusion I draw is that if that alternative approach were to be used then 13 percent of the costs of transmission pressure would be allocated to Rate 125, rather than the current 8.6 percent?  Do you agree with that?


MR. TODD:  Correct.


MR. STEVENS:  And do you agree with the statement Mr. Kacicnik made this morning that if Enbridge is to consider changes to Rate 125 it is appropriate to look at the broad range of options available?


MR. TODD:  No, I don't agree with that.  In my history of dealing with cost allocation with Enbridge, which goes back almost 25 years, I have been in many Enbridge proceedings, I think at times Consumer Gas proceedings, where modifications to the cost allocation methodology were proposed.  I can remember hearings where there were half a dozen tweaks being proposed.  It was not part of a complete review and overhaul.


All parties had an opportunity -- usually it was Enbridge who took the lead -- to identify specific areas where they felt that a change would be consistent with improving the allocation in accordance with cost causality principles, and probably in 90 percent of those cases the Board was persuaded that the tweak would be an improvement, and they had accepted it without a complete review of the entire cost allocation model, but rather making small and incremental improvements to the model.


We are doing the same thing here.  We have two suggestions around ways to improve the model on an incremental basis.  If there are more, those can be brought forward on an incremental basis at some future date.


MR. STEVENS:  Sorry, clearly I didn't word my question carefully.  What I meant to ask is, in the context of looking at changes to Rate 125, is it not appropriate for Enbridge to look at the range of possible changes to Rate 125 to take account of current circumstances and determine whether the allocation approach is appropriate?


MR. TODD:  That would be appropriate as a delay tactic, but Enbridge has had the opportunity to bring forward other tweaks if they wish to in this process.  Any other possibilities does not make the recommendations we are making -- it doesn't mean they are wrong.


The question is, are they as changes correct or not?  Do they improve cost causality on a stand-alone basis?  If there other things that can be improved, that is not a reason not to adopt improvements.  It's a reason to -- if Enbridge feels there are other things that haven't been considered, then they should bring those forward as well at some point.


MR. STEVENS:  Let's turn to your two -- the two options that you proposed.  The first change that you propose is that Rate 125 customers should not be responsible to pay for costs related to transmission pressure mains that are less than 6 inches in diameter.


MR. TODD:  We are looking at our evidence starting at page 29 in the compendium?


MR. STEVENS:  I was just looking at my notes, but sounds right.  Why don't we just turn to your recommendations at the end.  That's probably the easiest place to look.


MR. TODD:  Okay.  Without the explanation.  Okay.


MR. STEVENS:  And I am speaking about the recommendation that starts with the word "first".


MR. TODD:  Yes, lines 14 to 19?


MR. STEVENS:  Right.


MR. TODD:  Page 33 of the compendium.


MR. STEVENS:  So again, Elenchus's proposal is that Rate 125 customers should not be responsible to pay for costs related to extra-high-pressure mains that are less than 6 inches in diameter.  Is that your proposal?


MR. TODD:  No.


MR. STEVENS:  What is your proposal?


MR. TODD:  Our proposal is that they should only be allocated the costs associated with XHP pipe that can be used to reasonably supply service to them as well as other customers who can be served by those facilities.


We are not experts in the pipe.  We are not qualified to say a 6-inch or an 8-inch or a 12-inch pipe is or is not within this definition.  That's for the parties to debate, and that's being brought out through cross-examination of Enbridge.


What we are saying is that, however that falls out -- and we have at a high level -- we have a rough understanding of that -- we think there should be an aggregation into two pools:  Those that are caused from a cost allocation concept perspective by Rate 125 and those facilities that are not credibly caused by this class, and that's very clearly demonstrated in the response to APPrO IR 10, which contains the table of pipe size, which starts at one-and-a-half inch, I think.


We know that at the bottom end, the smallest end, there is no way that those could be used by Rate 125 customers.  It follows that there is no way that Rate 125 customers can be causing the costs associated with 2-inch pipe, and 4-inch pipe and 6-inch pipe.  Our review of the transcripts of the proceeding, of the technical conference and so on, frankly it's a little bit fuzzy.  Our best understanding is that there is no pipe smaller than 12-inch that is used.  If I could use the used and useful concept from what's prudent costs, there is no pipe below 12-inch which is used and useful for the Rate 125 class.


So by that concept, it would be inappropriate for them to be deemed as causing the cost of 10-inch pipe or 8-inch pipe -- there is no 10-inch pipe -- 8-inch pipe or 6-inch pipe or less.


There is an argument or a view that Enbridge has put forward that some of the smaller pipe could be used by Rate 125, so we are getting a bit of a grey area there, but clearly when you get down to 4-inch pipe and 2-inch pipe, there is no credible way you can say that pipe is caused in part by Rate 125 customers.


Therefore, to us there is not a bright -- to us, as cost allocation people, there is not a bright line but there is a little bit of a wishy-washy line between what should be allocated to Rate 125 and what should not be allocated to Rate 125.


But beyond that wishy-washy line, there is -- 12-inch and above clearly should be.  Below 6-inch definitely shouldn't be.  Six and 8 is getting a little bit fuzzy; I think we lean in the direction of saying, well, if it's not used and useful, that's a reasonable concept for saying therefore they don't cause it.


MR. STEVENS:  So as I understand that, your report -- and now I am on page 29 –- your report indicates that pipes under 6 inches should be allocated away from Rate 125.  Your view has evolved, so that you are saying:  Well, maybe some bigger pipe should also be allocated away from Rate 125, but I can't say for sure?


MR. TODD:  Where do we say that?


MR. STEVENS:  You say that at the bottom of page 29.  There is -- starting with the phrase "the results of this change"?


MR. TODD:  What we are citing there, we are just saying the result of this change, as stated by Enbridge's response, is that by allocating only pipeline with diameters 6 inches or more, the capacity TP allocated Rate 125 decreases from 9.96 to 9.02.


I don't see that saying what should be done.


MR. STEVENS:  Clearly you and I read it differently.  I read you having made a recommendation, and then saying:  Here is what results from the recommendation.


MR. TODD:  We have made a recommendation which says what is used by them and what isn't, or what is reasonably caused by them and what isn't.


What we are trying to do here is what you were referring to earlier, which is just to identify from Enbridge's evidence what the cost consequences are in terms of what they have put on the record.


We have not -- you are reading something between the lines, which isn't there.


MR. STEVENS:  Okay.  Fair enough.  I apologize, Madam Chair.  This is taking me longer than I thought.  I will get through it as quickly as I can.


MR. TODD:  Blame it on me.


MR. STEVENS:  Now, is it fair to say, Mr. Todd, that to this point, Enbridge has allocated an overall percentage of the costs of all transmission pressure mains to Rate 125 customers?


MR. TODD:  Yes, but my concern is that the way the overall pipe has been bundled for cost allocation purposes is based on history, what was appropriate at the time that that division was initially established, which predates the current use of Rate 125.


So it has carried forward without anybody thinking about:  Are we taking assets and allocating them on a cost causality basis?


All we are saying is that it's time to go back, drill down a bit, and look at whether all of the categories, all the types of assets that are included in that XHP or TP pool actually are caused by Rate 125 customers and therefore should be allocated to them.  Or whether, when you look at the individual components of it, we have aggregated types of pipe inappropriately for cost allocation purposes.


And what we are saying is that if we were to start with a clean slate, and be looking at pipe and be saying who caused, what classes caused each pipe size, we would end up with a bundling of costs that is different than what has been done historically.


So let's catch up to today and do a cost allocation that reflects the reality of today's rate classes.


MR. STEVENS:  Can I go back to my question?


MR. TODD:  Certainly.


MR. STEVENS:  Is it fair to say that to this point, Enbridge has allocated an overall percentage of all its transmission pressure mains costs to Rate 125 customers?  It's done on a holistic basis versus all of the transmission pressure mains?


MR. TODD:  I will agree with the statement.  I will express a concern about the holistic basis, which implies that there is something right about that.


What I am saying, you don't -- if you were to apply the holistic concept strictly, you take all pipe and apply it to everybody.


Pipe has been broken down into categories.


MR. STEVENS:  Exactly, and we are talking about the transmission pressure --


MR. TODD:  All we are talking about is, on a holistic basis, you holistically look at the individual pieces and you would come up with a different conclusion.


What you are saying is that all -- everything that's defined currently as TP is allocated at 125.  I agree entirely with that.


MR. STEVENS:  In fact, if you turn to page 44 of the compendium, you will see that what Enbridge's current approach is -- I am looking at column 8, line 2.1 -- Enbridge's current approach is to allocate 8.64 percent of the transmission mains costs -– the transmission pressure mains costs to Rate 125; correct?


MR. TODD:  Absolutely.  And as based on the previous page, which is the allocators, which are determined based upon the demands.


Those are the percentages that fall out as a result of the allocators, which are intended to reflect cost causality.


MR. STEVENS:  And under your proposal, you suggest that Enbridge should subdivide the delivery demand transmission pressure category of costs into those transmission pressure mains that can serve Rate 125 customers and those that cannot; correct?


MR. TODD:  Yes.  Only allocate the costs they can cause to them.


MR. STEVENS:  And under your proposal, those mains that cannot serve Rate 125 customers will be allocated 100 percent to other rate classes?


MR. TODD:  Yes, 100 percent.  So that factor of 0.0864 for the smaller pipe would no longer go to Rate 125; it would then go to others, with the million and a half different numbers for different cut-offs going to other classes, yes.


MR. STEVENS:  Right.  And then when it comes to the allocation of costs for the mains that can serve Rate 125 customers, if Enbridge had already removed any allocation to Rate 125 for smaller mains, then wouldn't that mean that the responsibility of Rate 125 for the remaining transmission pressure mains should go up?


MR. TODD:  No.  That's why I referred you back to the previous page.  The previous page is the allocators, the allocation factors.


The allocation factor for that TP does not change.  The allocation factor is based on demands.


MR. STEVENS:  But if you now have two categories -- you are now going to have two categories of transmission mains; correct?  Or, sorry, of transmission pressure mains?


MR. TODD:  Let's call it TP one and TP two.


MR. STEVENS:  Okay.


MR. TODD:  That are caused by different customer classes.


The appropriate allocation factor, as we see on page 43 of the compendium, would be applied to each of those categories.


The allocation factor will still produce exactly the same percentages.


MR. STEVENS:  I am confused as to how it will produce the same percentage.  If we look at the factor total -- so I am on the page you have referred me to, at page 43.


MR. TODD:  Okay.


MR. STEVENS:  Please let me finish my question.


MR. TODD:  Yes, yes.


MR. STEVENS:  We have a factor total of let's call it 115 million for transmission pressure.  Under your proposal, my understanding is that a portion of that 115 million is going to go into a new category, correct?  It's going to go into TP1, as you called it.  Is that right?


MR. TODD:  If we take --


MR. STEVENS:  Can you please answer my questions?


MR. TODD:  I want to be sure we are saying the same thing.  I don't want to answer a question that I misunderstand, so I have got to be sure I am talking about the right thing.


What we're saying is that the costs for TP1 and TP2 will be separated into two cost buckets.  The line on page 43, allocation factors, the existing delivery demand TP, that allocation factor would be applied to -- to be clear, let's call it TPI --


MR. STEVENS:  Okay.


MR. TODD:  -- and a different allocator, probably the line 2.2, delivery demand HP, would be applied to TP low.  You'd use that allocator if the customer classes that cause the TP low costs are the same as the customer classes that cause the HP costs.


If in fact there is a different causality relationship, it may mean you have to create a new allocator based on demands, new demand allocator, that would come sort of in between 2.1 and 2.2.


MR. STEVENS:  Let me try this in my simple lawyer way, and not as a cost allocation expert, but just using what I think is simple logic.


I believe what you have told us is that line 2.1 should be subdivided into two, correct?


MR. TODD:  No.  It's not the allocation factors that get divided into two.  It's the costs that get divided into two.  What you are looking at in line 2.1 on page 43, and similarly, what you are looking at in page 44, are allocation factors, not costs.


MR. STEVENS:  So if Enbridge is to take out the demand that's found at line 2.1 under "factor total" and move it into a new category of transmission pressure, to which zero is allocated -- or, sorry, that's the first step.  As I understand it, Enbridge is to take out the demand that is associated with the pipes under -- whether it's 6 inches, whether it's 10 inches, to create a second category.  Do I have that right?


MR. TODD:  No.  You are not doing anything with demands.  What we are modifying is the way costs are bundled, what the cost allocation factors get applied to.


So you have the same allocation factors.  The point is that that factor, identified there as delivery demand TP, with a factor defined by class demands, would be applied to -- you would use that only for costs that are caused by all of the customers that have non-zero numbers.  I.e., that allocation factor would only be applied to the larger-volume TP pipe.


And the simplest implementation of our recommendation would be to then define a new allocation factor, which would be exactly the same as delivery demand TP, except that the Rate 125 would be zero, because they have no demand that causes those low-volume, small-pipe costs, and that new factor would be applied to that second bundle of costs.


MR. STEVENS:  So do I have it right that the outcome of your proposal is that a new category of transmission pressure costs or -- a new category of transmission pressure is created for which Rate 125 has no responsibility?


MR. TODD:  A new category of costs, yes, correct.


MR. STEVENS:  But Rate 125 has no greater responsibility for the subset of costs that remains than it currently has for all of those transmission pressure costs.


MR. TODD:  That's exactly the way cost allocation works, thank you.


MR. STEVENS:  Okay.  And to your view that satisfies the requirement of fairness under the rate design principles that you talk about in your report.


MR. TODD:  To us, fairness is that customers who cause costs pay their share of those costs.  Their share of those costs is determined on the basis of the demand.  That is what those allocation factors are.


The customers who are included in any allocation factor -- and if you look at those allocation factors on page 43, there are some zeros in the table.  The zeros appear under a customer class where that customer class does not cause the costs that are being allocated by that factor.


So it is appropriate, yes, you are removing them from being responsible for the costs of 2-inch pipe which they do not cause.  That is all we are saying.


MR. STEVENS:  Okay.  Thank you.  I would like to just ask you a few questions about your second proposal.  And as I understand it, it relates to the proposition that Rate 125 customers should only have to pay once for what you call excess capacity on the system.


MR. TODD:  Correct.


MR. STEVENS:  And to your knowledge, does APPrO support this proposal?


MR. TODD:  They have not told me.  What I heard this morning was they have not put their position on the record yet.  They haven't even told us.  One could speculate.  Any party in my experience -- 25 years before the Board, and longer than that across the country -- is that parties support cost allocation proposals that benefit them, regardless of the underlying principles, which is why experts get retained to try to use principles, as opposed to outcomes, as the rationale for making changes.


MR. STEVENS:  Okay.  Well, following up on this proposal, I understand that not all of the Rate 125 customers paid a contribution in aid of construction to maintain excess capacity on the system when they were -- at the time they were connected.


MR. TODD:  Not all paid a contribution in aid of construction when the cost, as I understand it, the costs of maintaining the capacity were included in economic analysis.  But even with those costs included, their PI was 1.0 or above.  Therefore, they did not pay contribution.


So technically, you are correct, they did not pay contribution toward replacing the capacity that they were using, or spare capacity they were -- that would have otherwise disappeared, because they are paying those costs in their rates.  That's the way the feasibility test works.


MR. STEVENS:  They are paying those costs in their rates --


MR. TODD:  The rates were sufficient to recover those costs as well as the cost of actually connecting them.


MR. STEVENS:  Right.  But they haven't actually paid anything more than they would otherwise pay through a contribution in aid.


MR. TODD:  No, but that factor would have reduced their PI, and therefore they would have had a higher billing demand than they would otherwise have had if those costs were excluded from the economic analysis.


The important point is it is included in the economic analysis.  The contribution in aid, that's just comparing revenues to costs.  That's just a -- that's a different issue.


MR. STEVENS:  Right.  And in terms of the feasibility tests that's undertaken, I take it from your report that you agree that Enbridge applies the same feasibility test for all new unbundled customers?


MR. TODD:  For all new unbundled customers?


MR. STEVENS:  Correct.


MR. TODD:  Such as?


MR. STEVENS:  Well, If there was a new Rate 115 co-generation plant to be connected.


MR. TODD:  I haven't looked at that explicitly, but I would assume -- I don't know, I don't know.


MR. STEVENS:  I ask you that because your interrogatory responses take care to point out differences that you perceive in feasibility tests for bundled customers --


MR. TODD:  Yes.


MR. STEVENS:  -- without talk -- so I was left with the assumption that you agree that the same approach is used for all new unbundled customers.


MR. TODD:  I don't know offhand.  I know the feasibility test for bundled customers, and I have experience with it.  I have no personal experience -- I don't know if Mike does -- with other unbundled customers outside of Rate 125, so I did not speak to that.  We did not speak to that.


MR. ROGER:  No, I don't have any experience with unbundled customers.


MR. STEVENS:  Thank you.  Now, you propose two options to deal with this second recommendation, one of which is to amend the economic feasibility test to remove the aspect of excess capacity.  I just want to understand this proposal.


Would the change that you are proposing only impact on future Rate 125 customers?


MR. TODD:  Yes, and that's the problem with that proposal.


MR. STEVENS:  I assume that is why you are pretty lukewarm in that particular aspect?


MR. TODD:  I mean, it's something which, conceptually, would be the best way to approach it, but from a -- but it's meaningless to do so, because my understanding is there is no more Rate 125s expected to come on the system.


MR. STEVENS:  Right.  So we are left with the second aspect of your recommendation; is that fair?


MR. TODD:  Yes.


MR. STEVENS:  And the second aspect of your recommendation would propose that Rate 125 customers not pay for any new excess transmission pressure capacity that's created, right?


MR. TODD:  Correct.


MR. STEVENS:  And to be clear, you are simply saying that Rate 125 customers should be shielded from the portions of those costs that relate to excess capacity, not the portions of the cost that relate to used capacity? 


MR. TODD:  Yes. 


MR. STEVENS:  And as I understand it from your evidence, this would relate to the Ottawa reinforcement project, segment B of the GTA project, the Alliston project, the Harmony project, and the York Region reinforcement project?


MR. TODD:  Actually, this recommendation does not speak to projects.  It speaks to excess capacity in the system generally, so it's done on a generic basis.  We did not analyze -- we did not analyze it down to the level of projects to say what is excess and not, and frankly that is a -- we do not have sufficient information on the record to come up with a more specific way to address that.


It would be something that if that option is being implemented, my recommendation to the Board would be to direct Enbridge to figure out how to do that in an appropriate way.


There are definitional issues involved, such as what is excess capacity.  Given that we are in the position where customers have -- Rate 125 customers have explicitly paid for or have been built into their economic analysis costs associated with replenishing spare capacity, excess capacity, it would require a deviation from standard cost allocation methodologies to implement the second part.


I, and I think Mike, would be uncomfortable giving a specific recommendation on that without having the opportunity to dig more deeply into the Enbridge model than we have based on the current record.


MR. STEVENS:  I am sorry, I wasn't trying to get into a lengthy discussion.  I was simply referring to the projects that you listed at the top of page 14 of your report, and was trying to understand why those particular projects were listed.


But it seems you don't have any particular information about any specific to these projects?


MR. TODD:  They are the projects that are happening, and it is our understanding that they are -- it's significantly adding to the capacity of the system, and one would expect that that would be a primary contributor to excess capacity in the XHP system.


Obviously, excess capacity in parts of the network where costs are not allocated to them are not relevant.


MR. STEVENS:  Do you have a view as to the relative proportion of these projects that -- or the costs of these projects that would relate to what you call excess capacity?


MR. TODD:  No.


MR. STEVENS:  Are we talking agent 10 percent, 25 percent, 50 percent?


MR. TODD:  No.


MR. STEVENS:  No, you don't have a view?


MR. TODD:  Don't have a view.


MR. STEVENS:  Okay.  From a cost allocation perspective, then, will it be necessary to create yet a further subcategory or category of transmission pressure mains that are new and that support excess capacity, in order to implement this part of your suggestion? 


MR. TODD:  No -- well, that could be one approach.  I mean, we brainstormed on some possibilities, frankly did not like any of the possibilities that we could dream up.  Perhaps my inclination would be to look at a credit back that is -- for want of a better analogy -- analogous to transfer of ownership analysis on the electricity side, so there would be kind of a crediting back recognition that they have paid something for excess capacity already.


That would be preferable to a redesign of the cost allocation model, because any redesign would require a violation of what we would accept as being standard cost allocation practice.


MR. STEVENS:  I see.  So you would need to just ballpark what is a fair refund?


MR. TODD:  Realistically, we could not come up with anything better than that.


MR. STEVENS:  I see.  And I assume you would have to re-ballpark that every year as some of the excess capacity got taken up on each of these projects?


MR. TODD:  Well, there would be one way to do it, would to do that.  The alternative would be to look at -- at this point in time, there is some major new costs with some major rate increases coming into play.  There may be a way to, in effect, present-value or annualize, based on current forecasts, to come up with a simpler way to amend it.


One can always create complex ways; one can always create simple ways.  In cost allocation, as with everything else, simplicity has benefits.


So I would suggest not doing something that requires an update every year, particularly when you are going into another generation of incentive regulation.


MR. STEVENS:  So you would just guess now at what is the excess capacity for each of these, and what is a fair credit to Rate 125?


MR. TODD:  No, what I said, you would do a net present value, so you don't -- Enbridge has forecasts of capacity and demand into the future. 


So you do a, in effect, a long-term averaging or a net present valuating, depending on whether you want to take time value of money into account, methodology that says here is something that would be appropriate based on today's information over the cycle of -- the IRM cycle over the next 10 years.


We are into a category where judgment would have to be applied.  What we are identifying is there's a principle involved, and we are not proposing what we consider to be a practical solution to adhering more closely to the principle of not double-charging, but we think it would be appropriate to develop a way to address that concern.


MR. STEVENS:  And when you were doing that, of course, you'd only be looking at those projects that actually were forecast to have excess capacity? 


MR. TODD:  The entire system has excess -- this is capacity for growth, and we are talking about the XHP system.  Remember that under the economic analysis feasibility test, you are replacing -- the costs that are included are replacing pre-existing excess capacity, so what they have paid for was the replenishment of excess capacity that was there prior to them coming on-stream.


And if you go back to page 30 of the compendium, we see that four of the five customers, those are rate cases going back to EB-2005, so this is all historic.  There has always been excess capacity.  It is being replenished.  New project will create new excess capacity.


What we are saying is the way the economic analysis is designed is there can be zero impact on excess capacity, then customers have already been held whole.


MR. STEVENS:  That wasn't my question --


MR. TODD:  Therefore excess capacity in historic, as well as future, may be appropriate to consider in this analysis.


We are not limiting it to future projects; we are not limiting it to the projects that are part of the current case. 


MR. STEVENS:  I am sorry, my understanding of your proposal is that your clients or the Rate 125 customers will not pay for future excess capacity that's created; do I have that right?


Or are you looking to recreate history and figure out all of the excess capacity that's somehow been created since the moment each of them joined?


MR. TODD:  I don't think it's practical.  It probably is not feasible to separate out excess capacity that's created by a particular project from the excess capacity that's in the system.  How do you separate out which project created the excess capacity in the system?


So just from a practicality perspective, the simplest thing is you say:  How much excess capacity is there?


The Rate 125s have paid to keep the excess capacity exactly where it was before they were connected.  So whatever the excess capacity is in the system, and the easiest way to determine that is on a system basis, not on a project basis.  I would not know how to start doing it on a project basis.  So I think we are talking on a system basis, which is consistent with the concept that excess capacity has been held constant by definition through the economic feasibility test.


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


MS. CONBOY:  Thank you.  Perhaps before we go further, Mr. Thompson, I believe you have some questions as well -- oh, you don't?


MR. THOMPSON:  No.


MS. CONBOY:  Okay.


MS. SEBALJ:  I hadn't heard definitively from Mr. Shepherd, but he's not in the room, so I don't know that there is anyone left in the sequence.

Questions by the Board:


MS. CONBOY:  Thank you.  Perhaps I will ask one question in response or in follow-up to the last question that was posed to you by Mr. Stevens.  And if I understood it correctly, he was asking about excess capacity on a go-forward basis?  Are you calculating the excess capacity in the system on a go-forward basis, never mind which project we are talking about, or are you talking about excess capacity going back, looking back as well?  And I didn't -- I thought that was the question, but I didn't understand that to be your answer.


MR. TODD:  You are correct by clearly -- and asking that question, further clarification may be appropriate. I may be missing something, but I do not see how we could look at the excess capacity in the system today and say that 10 percent of that excess capacity is due to some projects in the past and 20 percent is due to this project today.


There is excess capacity in the system.  We heard a little bit about that this morning, that with pipe what is utilized is much less than what -- the capacity that's there.


It is there partly because of the lumpiness of pipe.  It's there partly because you want to do prudent investment and build for growth rather than building every year as growth occurs.


So I don't think -- I don't see how you could differentiate between what's past and what's future.  The only thing that I can see that is practical to measure is how much capacity -- how much excess capacity is in the system by looking at capacity versus used.


MS. CONBOY:  Would there be a -- on that basis -- so I think what you are saying is that these one, two, three, four, five projects that are outlined on page 31 of the compendium essentially can't be separated, in terms of the amount of excess capacity, so there may be existing projects that have that excess capacity.


I am just wondering, is there -- would there be concerns with respect to retroactive ratemaking if you're putting some of the costs -- if you are reallocating some of the costs, and if I understand your proposal correctly, one method of doing that would be almost akin to a rebate.


First of all, did I understand that correctly, that that might be one way of implementing this?  And then if that's the case and you are looking at previous costs, could we hear -- would there be concerns over retroactive ratemaking?


MR. TODD:  First I will caution I am not a lawyer, so I am not making a legal interpretation of retroactive ratemaking, but --


MS. CONBOY:  Yes, but I think --


MR. TODD:  -- for retro ratemaking, my understanding is that that means you are changing the rate that was in place in the past, and this has nothing to do with changing yesterday's rates.  Therefore, in my understanding of retroactive ratemaking it would not be retroactive ratemaking.


If you are modifying a way of setting future rates by treating costs differently but doing that on a going-forward basis, and if the Board says, You know what?  In the past we have not been doing it in a completely fair way because we have been double-charging, and we correct that in the future, number one, that's not retroactive ratemaking, that's saying the past is the past and you don't get money back for the water under the bridge, even if we deem it to have been unfair, it's going-forward only, and secondly, it's simply amending something which is deemed to be an inequity which has been in place, and we are hopefully removing that inequity.


MS. CONBOY:  Thank you.


DR. ELSAYED:  The first question about your first recommendation, if I understand it correctly I think there was several numbers mentioned, but let's say pipe sizes below 6 inches.  I understood it to be that you are saying that these are pretty much entirely used by customers other than Rate 125; is that correct?


MR. TODD:  Under 12 inch is entirely used.  It is Enbridge's evidence that it is entirely used by other customer classes, yes.


DR. ELSAYED:  Currently, but theoretically I thought I heard that load numbers also could be used.


MR. TODD:  Theoretically smaller pipe size could be used --


DR. ELSAYED:  Right.


MR. TODD:  -- and to us, frankly, we struggle with that issue as to what is the correct way to define causality.  And to me it is clear cut that if it is used, we know that's -- cost causality applies.  To me, if it can't be used, there is no way cost causality applies.  If something can theoretically be used -- I looked.  I didn't find anything in the literature where I looked that gave me direction, so it comes down to judgment.  My judgment is, if it's not -- if it's theoretical, I -- back in my academic days I probably would have said something you can do in theory is something you can do in fact.  Over the years as my hair has greyed I have become a little more sceptical that, you know, real world is not theory, so my inclination would be to say if it is theoretical it doesn't count.


DR. ELSAYED:  So be it 6 or 12, I guess, I also understood that it is a grey area.


MR. TODD:  Yes, and it's judgment, so --


DR. ELSAYED:  And then beyond or above a certain size is it entirely then used by Rate 125 customers above, or is it also a mix of customers?


MR. TODD:  No, it's above 12 inch is used by everybody.


DR. ELSAYED:  By everybody.  So which would mean that in order to allocate costs in that range you would have to do a study to determine the allocation of costs in that zone.  It's not black and white, as it is below 12, let's say.


MR. TODD:  Sorry, above 12 --


DR. ELSAYED:  Yes.


MR. TODD:  -- we have the -- there is no study required.  The allocator -- what we were looking at on page 43 and 44 --


DR. ELSAYED:  Yes.


MR. TODD:  -- is the allocator --


DR. ELSAYED:  Is allocation above 12.


MR. TODD:  -- which is the correct allocator for all pipe that is used by Rate 125 and others, and that is why in the allocator there we see that delivery demand TP, there is an allocation to all classes except 100 and 300, interruptible and direct purchase.


DR. ELSAYED:  By the way, what is the -- what are the units of what you call the allocation factor?


MR. TODD:  That allocation factor is distribution capacity responsibility, is based on demand.  That's the contract -- Mike?  Contract demand, right?  Yes, it's --


MR. ROGER:  I believe for Rate 125 customers it's a contract demand.  For other customers it's their estimated demand -- daily peak demand, and I think there is an interrogatory from APPrO that explains how that is being done.


MR. TODD:  It is essentially peak demand on a consistent basis -- on an essentially consistent basis across classes.


DR. ELSAYED:  Okay.  My other question is about the argument we just heard about excess capacity.  I am still not clear, can you think of any scenario where Rate 125 customers would benefit from an expansion project in the future that increases the system capacity?


MR. TODD:  Could I construct a scenario where they benefit from it?  My understanding -- and I -- it hasn't been done, so I don't know for sure that it would be correct, but I expect it would be -- my understanding is that if an existing Rate 125 customer were to increase its annual or daily demand, that that would trigger a review and economic evaluation that, again, it would be in the position of having to ensure that the incremental revenue is sufficient to maintain the excess capacity in the system.


As far as I know, if they expand capacity, they would not be exempt from the potential paying contribution to an economic analysis, but the only way that they would benefit in the future would be if they actually required more capacity and were not subject to an economic evaluation in doing so, and therefore used up some spare capacity.


DR. ELSAYED:  Thank you.


MS. CHAPLIN:  Just on that issue about the spare capacity, you described a bit of the history of Rate 125 and likened it to a bypass competitive rate; do you recall those comments?


MR. TODD:  Yes.


MS. CHAPLIN:  So would it be fair to characterize this rate or some of the thinking behind the derivation of the rate and the related economic feasibility is that it's -- the costs are being -- or the rate is sort of being derived on a sort of fully incremental basis, and hence you have this issue around maintaining whatever the level of excess capacity is?


MR. TODD:  Yes.  And I agree with the concept, except for the double counting-aspect.  I agree with the basic concept of your trying to do an incremental costing approach, yes.


MS. CHAPLIN:  But would part of the whole overall kind of construct of this rate and how it operates is a recognition that once the customer has decided to take this rate, they are then part of the system and their rates are going to change as the system changes, as there is replacement, investment, all of the changes that would be happening on the system as a whole?


MR. TODD:  Right.  And one view was once they went on that rate, that was a risk they took.  And what I, in my sort of thinking about the rate and the history -- and I have been through analogous experiences, shall we say -- parties come into a rate, particularly as a sort of a bypass competitive rate, with an expectation about the future, sort of normal rate increases.


And that was -- in the economic evaluation, the assumption on revenue is that the revenue used in the model is the revenue based on rates at the time of connection.  Rates will go up.  Therefore, in reality the revenue, the present value of the revenue, will exceed the costs, because all the costs are incurred -- except for minor maintenance costs, are incurred at the time of connection.


Rates go up, but are not included in the model.


What is happening at the present time is that with significant increases in Rate 125 rates, the implicit as opposed to the explicit PI goes up significantly.


Now, it may be that the Board has no concern about that, and it may be that the Board says, you know:  The deal was a deal and everybody knew what the rules were.  Don't change them.


That's a legitimate position.


One of the concerns I have is that if reasonable expectations are not met, somewhere down the road, will another party looking at bypass say, you know, perhaps in the Union territory:  I don't want to be exposed to the risk of those significant rate increases and therefore I will bypass, because then I know what my costs are.


MS. CHAPLIN:  Okay.  And then on the issue of the XHP and the size of the pipes and all of that, one of the things I think Mr. Stevens -- one of his areas of questioning was whether or not kind of the way the math worked if you divided the high pressure into two categories, if by definition you were allocating everything under -- let's use the 6-inch cut-off at this point, to the non-Rate 125, what I kind of gleaned he was getting at is, by definition, they are therefore going to be using less of the over 6-inch, and therefore those who are using the over 6-inch would pay more.


Did you understand that to be sort of the theory of his questions?  And was that what you were responding to, because I believe you took --


MR. TODD:  I did not understand the theory of his question.  I interpreted his question as being based on a misunderstanding, that we were talking about breaking up the demand numbers somehow, when what we are talking about is splitting the cost numbers.


So allocators don't change.  You have a bucket of costs to which those allocators are applied.


MS. CHAPLIN:  Can you help me with the logic, then?


If I have a bundle that's a hundred dollars and I am allocating it to, you know, a Rate 125 customer and a small customer, and then I come back and say:  No, actually, $30 is going to go just to the small customer -- but his demand hasn't changed, has it?  It hasn't changed?  And I've got $70 left over, which is going to go to the small customer and the large customer.


Why is the small customer -- the small customer's demand hasn't changed, but your recommendation sees them paying more; is that because they should have always paid more all along?  Or because their demand didn't change?


MR. TODD:  I have obviously created a lot of confusion here.  To help, can you turn up APPrO IR 10, please?  I think that if we look at something specific, it may help to clarify this.  I am trying to do this the quick way, if you move down to the table there of pipe.  Okay.


So what we are saying is that right now, if we were looking previously at page 43 and 44 of the compendium, which showed the allocation factors, both in their demand numbers and percentages, the factors stay the same.  So what we are saying is right now, that delivery demand TP, you can think of it as being applied to all XHP system pipe, or you can think of it as being applied to each line in this table separately.


So what we are saying is using that allocator, which includes Rate 125, is appropriate, that exact allocator is appropriate for 46 and 30 and 26 and 24 and 20 and 16 and 12, and that will reflect cost causality.


But as you move up to the smaller pipe in that graph, we are saying right now costs are being allocated to Rate 125 even though they do not cause those costs.


So you are correct that if what you do is remove them from the allocator -- so for example, you look at, in page 43 of the compendium, distribution capacity responsibility 2.2, which is delivery demand HP, Rate 125 has zero there; there is no demand in that allocator.


So if for 1, 5, 2, 3, 4, 6, 8, if you replace delivery demand TP, that allocator, and instead use delivery demand HP, the allocation will be different.  There will be less to Rate 125, more to other customer classes.  So there will be a shifting of cost responsibility.


But all we are doing is we're saying that we've got the wrong allocator for the small pipe, because that allocator does not reflect who is causing the costs.


All I am saying is let's take each of those lines, identify which allocator should be used for each of those sizes of pipe, and instead of bundling it all together and saying we have to use one allocator, we say:  You know what?  This is just like the division between TP and HP and LP.  Different classes use HP than use TP.  Different customers use 2-inch and 16-inch.  Therefore we use different allocators based on pipe size.


And if we build it up as to what is the right allocator for each pipe size, we come up with an allocation based on causality.  And right now, we are saying it is not based on causality, because Rate 125 pays for 2-inch pipe, in a percentage, they pay for, what is it, 8.64 percent of the 2-inch pipe.  They can't conceivably use it.


MS. CHAPLIN:  Mr. Roger, I have a question for you based on your experience in applying and developing cost allocation studies.  And is, sort of is granularity and materiality of changes a consideration that this Board should be aware of or consider?


MR. ROGER:  It is, but I think cost causality is, for me, a very important principle that we use in cost allocation.  An example that I can give you from what Hydro One does in the distribution system.  The guideline from the Board to distributors were to split the distribution system between bulk, primary, and secondary.  Bulk has been always understood to be around 44 KV and 27.6 KV.


Hydro One looked at the customers that they served that they use what they call the sub-transmission system, which is equivalent of the bulk, and they saw that they have customers that they also serve at 13.8 KV.


So based on cost causality and based on how the system is being used, they define now sub-transmission to include 13.8 to 44 KV, because that's the way that the customers are being served in that class.


Something similar that we are suggesting here for the XHP, that there are pipes there that Rate 125 customers do not use.  Theoretically they could, but they do not.  So that is the reason that we think it is a functionalize -- sub-functionalization that we are trying to do.  Instead of having one function called XHP, we have two categories.  One could be 12 inches and above and the other one below.


The allocators are not changing.  It's just the dollar we are apportioning, that we are changing, but we are -- still cost causality is very important.  I think the materiality, it's small amount for Rate 125 customers.  I think the evidence is that the impact to the other customer classes is minor, but it is still, from a cost causality perspective, if it's the right thing to do, even if it's minor, I think it should be done.


MS. CHAPLIN:  Okay.  Thank you.


MS. CONBOY:  Mr. Vellone, have you got some re-examination for your experts?


MR. VELLONE:  I have two very limited questions.


MS. CONBOY:  Thank you.  Please proceed.

Re-Examination by Mr. Vellone:


MR. VELLONE:  Can you please turn up page 9 of the Enbridge document brief?


MR. TODD:  We're looking at the RFP?


MR. VELLONE:  Correct.  And Mr. Todd, you will remember that my friend Mr. Stevens was asking you in respect, I guess, of the fourth full bullet down here about whether or not you calculated any relative impacts of the changes on Rate 125 and Enbridge's other rate classes.


I am wondering if it's possible if we could turn up APPrO Interrogatory No. 10, and specifically the question in part (d).  And for ease of reference that's actually included in page 4 of the APPrO document brief, so that is K11.2.  Can you put up the question instead of the answer?  Thank you.


Do you remember that question being asked?


MR. TODD:  Yes.


MR. VELLONE:  And what was the answer we got?


MR. TODD:  I think my basic answer was we did not calculate it, but it was -- you know, the information was provided in response to IRs.


MR. VELLONE:  I am sorry.  In the question in APPrO interrogatory 10(d) I believe we asked Enbridge to provide their live cost allocation model.


MR. TODD:  Yes.


MR. VELLONE:  What was their answer?


MR. ROGER:  Their answer was really the company respectfully declines to provide a live model for its cost allocation methodology.


MR. VELLONE:  Did that affect your ability to calculate rate impacts?


MR. ROGER:  We couldn't calculate the rate impact because of that.


MR. VELLONE:  Thank you.  My only other question relates to page 29 of the Enbridge document brief.  Mr. Todd, you will recall that Mr. Stevens took you to lines 22, 23, and 24 of this page and was asking you questions about the statement as it relates to 6-inch pipes.


My question is one of timing.  Your report's dated in December of 2013.  Were you aware at the time you wrote this report that Enbridge had confirmed that the minimum pipe size used to serve Rate 125 was 12 inches?


MR. TODD:  No, that was put on the record subsequently.


MR. VELLONE:  Thank you.  That's it.


MS. CONBOY:  Thank you very much.


Well -- oh, sorry, go ahead, Mr. Stevens.
Procedural Matters:


MR. STEVENS:  I just have one procedural matter, if we are done with the evidence that I was hoping to raise.


MS. CONBOY:  Yes, please go ahead.


MR. STEVENS:  We're in a -- well, Enbridge isn't in a bit of a quandary, but I guess I'm a little concerned about how the process can unfold in relation to APPrO's proposal for Rate 125.  We have heard Elenchus's evidence, but we have also heard that may not be exactly APPrO's proposal, so Enbridge is in a good position to respond to that proposal in reply argument.


My concern is that cost allocation issues, though, impact on all other customer -- or many other customer groups, and there is no explicit opportunity for those other customer groups to respond to APPrO after APPrO files its argument in the middle of April, so I am wondering whether there is an opportunity either to have APPrO file early or to have a very limited opportunity for customer groups to respond to APPrO at the same time that Enbridge files its reply argument.


MR. VELLONE:  If it pleases the Panel, APPrO would be willing to file early, maybe one or two days.  It depends on how long you think is reasonable.


MR. STEVENS:  And again, I don't think it's a problem for Enbridge, in the sense that Enbridge has until the 30th of April or the 1st of May, I forget which it is, to file its reply argument.  The question is, we are hoping that other customer groups may have something to say about this.  If they don't, then it's almost out of place for Enbridge to get really exercised about this change.


And so I would like to make sure that there is a real opportunity for those other customer groups to understand and respond to APPrO's proposal.


MS. CONBOY:  Understood.  We have got argument-in-chief, 31st; Staff filing on April 14th; intervenors on the 16th; and reply on the 30th.  So what you are suggesting, Mr. Stevens, would be to have -- to see if APPrO could file prior to the 14th of April.


MR. STEVENS:  It seems to me that maybe Mr. Thompson can speak to this, or Ms. Sebalj, but perhaps a week's lead time would be helpful to customer groups in order to be able to respond to APPrO.  I wouldn't have thought that APPrO's argument is going to need to see anything that Enbridge is filing, at least on this Rate 125 issue.


MS. CONBOY:  Do you have any comments, Ms. Sebalj --


MS. SEBALJ:  I actually think it's a reasonable request.  I don't know that -- I haven't had a chance to speak with Mr. Schuch, but I am not sure that two days is necessarily enough time, but I obviously also have some -- I'd like to hear from Mr. Vellone with respect to what is within the realm of possible, because your client has taken positions in other areas in this hearing as well.


So it's perhaps -- it starts to get a bit messy, but if you were only to file your argument with respect to Rate 125 early and then have the ability to wait til the 16th to file the rest of APPrO's argument, I don't know if that would be a little bit more within the realm of possible for you.


MR. VELLONE:  That is exactly where we were going to propose to go.  The challenge is APPrO also has positions on the balance of the application.  We would benefit, like other parties, from seeing what Staff's position is before we file our own argument there.  However, on this limited issue on cost allocation we could take the lead and file prior to Staff.


MS. CONBOY:  Okay.  And what time would suit you in terms of what would be possible -- let me rephrase that.  What would be possible?


MR. VELLONE:  Would it make sense that we file at the same time that Staff does, on the 14th?


MS. CONBOY:  Well, Staff -- sorry, I was -- I think Ms. Sebalj has mentioned that Staff would benefit from seeing that -- seeing your submission prior to that.


MR. VELLONE:  The parties are given two days to review Staff's submissions.  Would it make sense to give Staff two days to review ours, so two days prior to that?


MS. SEBALJ:  So that's the 9th or the 10th.  The 10th is the Thursday.  Staff's is due the 14th.  I don't know if you mean two calendar days or two business days. I am looking at a calendar, and the 14th is a Monday.


MS. CONBOY:  Is the 9th possible?


MR. VELLONE:  Yes, we can do that.


MS. CONBOY:  And the 9th would give you adequate time, do you think, Ms. Sebalj?  Without, of course, having seen the --


MS. SEBALJ:  I think so.  I mean, obviously that will be just a piece of our overall argument, so we can tweak that piece if we need to.


MS. CONBOY:  Mr. Thompson, have you got any comments?


MR. THOMPSON:  No.  I agree with that schedule.


MS. CONBOY:  Thank you.


Okay.  So we have got argument-in-chief still coming in on the 31st of March.  APPrO will file no later than the 9th of April on that issue alone.  Staff will have April 14th to file its submission, which would include submissions on APPrO's position with respect to cost allocation, intervenors filing on the 16th, and Enbridge filing its final reply on the 30th of April.


MR. VELLONE:  My question then becomes:  On the narrow cost allocation issue, will APPrO be given a right for reply? 


MS. CONBOY:  Ah.  Well, one moment, please.  Are there any concerns? 


MR. STEVENS:  I am concerned about bifurcating this too much.  We are in an odd spot, where we have evidence from an expert but apparently it might not be the position that APPrO is taking.


And it seems to me to be an awful lot of accommodation for them to come up with what their actual position is and then file it, and then have another opportunity to reply, all out of sequence with everything else.


I am not comfortable with offering up that Enbridge is going to bifurcate its reply, since I think that there's going to be all sorts of themes raised by all sorts of parties.  We are going to want to see what other parties say in response to APPrO before we file whatever it is we want to say.


MS. CONBOY:  Thank you.  Ms. Sebalj?


MS. SEBALJ:  I am trying to remember how this all arose in the first instance, and what -- I mean, essentially APPrO's retainer of an expert was in response to the original application by Enbridge, and so I am not sure that it's evidence in-chief per se, so I am not sure that a reply makes sense.


At the end of the day, I heard Mr. Stevens' proposal and agreed with it because of the concept that we are not sure if the evidence of the expert is that of APPrO, as opposed to it being a standalone issue of APPrO's that then warrants a reply after the fact.


That is my very verbose way of saying I am not sure that I agree that there should be a separate reply by APPrO.


MS. CONBOY:  Mr. Vellone?


MR. VELLONE:  I guess my concern is arising from the differential treatment.  APPrO is a party just like any other intervenor in this proceeding, and the fact that APPrO sponsored evidence -- Board Staff also sponsored evidence in this proceeding -- that evidence is on the record for everyone to see and to prepare submissions on the basis of.


Our viewpoint and the viewpoints of all the other parties were originally planned to be filed on the same day, and that's primarily because they are all roughly equal from the Board's perspective.


We had asked for a reply because we were trying to accommodate a request to file our viewpoint early.


MS. CONBOY:  One moment, please.


[Board Panel confers]


Okay.  So what we are going to do is go back to the original filing timelines.  That does not see APPrO filing on the 9th.  Not to say that that's not going to happen, but the Panel would like a bit of time to consider that.  We gave you the -- we had it on the 9th, not realizing that then you would want a right of reply.


So let's look at the request in totality, and we will be in touch with parties through a letter or a Procedural order, amending the timeline should it deem to be necessary.


So as it stands now, we are back to argument-in-chief on the 31st, Staff filing on April 14th, intervenors on the 16th, and final reply on the 30th, with perhaps a subsequent decision forthcoming.


Now, that concludes our oral proceeding, and thank you very much, everyone.

--- Whereupon the hearing adjourned at 2:52 p.m. 
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