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Thursday, November 20, 2014
--- On commencing at 9:29 a.m.

MS. SPOEL:  Good morning.  Please be seated.

Good morning.  The Board is sitting today to hear an application by Enbridge Gas Distribution Inc. for approval of a settlement agreement which sets out the terms upon which Enbridge's customers will be given access to service at the Dawn hub.  As well, Enbridge has applied for approval methodology for calculating of the Dawn transportation service charge, and for the establishment of a deferral account with respect to the costs involved.  Board has assigned file number EB-2014-0323 to this matter.

My name is Cathy Spoel.  I'll be the presiding member today.  And sitting with me is Emad Elsayed, my colleague.

May I have appearances, please.


Appearances:


MR. CASS:  Good morning, Madam Chair.  Fred Cass for Enbridge Gas Distribution, and sitting with me is Kevin Culbert from Enbridge.

MS. SPOEL:  Good morning, Mr. Cass, Mr. Culbert.

MR. BRENNAN:  Frank Brennan, from Aegent Energy Advisors.

MS. SPOEL:  Mr. Brennan.

MR. MILLAR:  Good morning, panel.  Michael Millar, counsel for Board Staff, and joining me today is Lawrie Gluck.

MS. SPOEL:  And before we start, are there any preliminary matters?  Mr. Cass, our suggestion this morning, we've reviewed the settlement agreement, but it might be useful to give a brief overview.  We don't think it's necessary to do this through the witnesses unless that's your choice, and we don't feel it necessary to affirm the witnesses unless -- because there is not really any evidence being given this morning, simply an overview of the settlement agreement.

MR. CASS:  That's quite fine, Madam Chair.  Actually, Mr. Fernandes, who is the witness furthest from me, he is the most prepared of anyone here this morning to give the Board a quick overview.

Again, I don't know that it's of the status of evidence.  It's more just an overview of the document, much like I might do myself if I was as prepared as Mr. Fernandes to do that.

MS. SPOEL:  Okay.  Yes, please.  Oh, yes, you can turn on your microphone.
ENBRIDGE GAS DISTRIBUTION INC.

Presentation of the Settlement Agreement by Mr. Fernandes:

MR. FERNANDES:  So in terms of the presentation, what we were thinking of doing was taking the stakeholder presentation that we gave to all of the stakeholders post the working group and walking through.  I'm not going to hit every slide.  It's quite a lengthy deck, but I wanted to go through, so if we could move to slide 2.

In terms of the --


MS. SPOEL:  Is this the same presentation we have in our package of material that was filed?

MR. FERNANDES:  Correct.  This is, I believe, appendix B.

MS. SPOEL:  Great.  Thank you.

MR. FERNANDES:  So in terms of an overall summary, the settlement agreement is really about how we operationalize short-haul capacity that was earmarked for the direct-purchase market during the GTA project proceeding.  And the end result is that we're offering an additional unbundled transportation service option to our customers, which is the Dawn T service, and this really provides increased market access to short-haul transport, and that has significant economic benefits for our customers.

If we can move on to slide 4.  This briefly shows the consultation process that was used, and there were a number of sessions where we engaged our stakeholders in the formal process.  Starting June 3 we had a working group, went through a number of sessions to come to the settlement agreement, and it was presented back to the larger stakeholder group, and that's exactly what has been filed.

Overall this was just an effort for Enbridge to coordinate the transition to improved market access for short-haul transport, and one point I did want to note on here was that we had been doing informal consultation even prior to this, and what's specifically mentioned is we had a survey of interests out to our direct-purchase customers asking about something like a Dawn transport service, and there was a very high response rate and a very significant response.

So we had approximately 90 percent of the volume in that survey of interest indicating that there was a desire for something like a Dawn transport service.

So if we can move on to slide 8, 9, and 10, really just in case there's an overview, these slides were intended to give a picture of the physical flows to try and match up.  So on slide 8, what's really being indicated by the large arrows is that the traditional supply for long-haul transport coming from the western Canadian basin comes into the eastern Ontario triangle, as shown, to feed our franchise.  The other path is short-haul, which typically comes from Dawn into the franchise territory.

And the basic message here is that if you can get more access to short-haul, shorter distance equates to economies or lower costs.

If we move to the next slide very quickly, this is zooming in on that area, and between this and the following slide the basic point is that the GTA project facilities that were approved by the Board January 30th of this year and are planned to be in service in 2015 would include what's labelled segment A, and it's the important physical infrastructure that's going to enable the Dawn transport service for our customers, but it has -- it is related to other facilities.

And if we can move on to slide 10, very simply, Union is providing the upstream infrastructure, and there's a variety of items that are required to feed into segment A.

Segment A is unique, in that it has both a distribution component, but also a transmission component, and the distribution component in the GTA proceeding earmarked 200,000 gigajoules a day of capacity for that distribution component for the direct-purchase market or our direct-purchase customers, and that plays into other aspects of the settlement agreement.

But it also is intended to carry volumes that would go downstream on TransCanada's proposed projects, and that would make more capacity available on the short-haul path to Maple and points east, and that will become important because, based on our survey of interest, we have much more demand than the 200,000 a day that can be accomplished with the GTA project facilities, so we do need incremental flows downstream over and above the GTA project facilities.

So moving on then -- if you do have any questions, please don't hesitate to stop me.

Moving to slide 13, overall point to note that there is a phased approach, and very simply, the reason for the phased approach is that the GTA project facilities are expected to be in service in 2015, and some of the other incremental capacity that's required to fully implement the Dawn transport service isn't expected to be available until 2017, and there's also some IT business system requirements that would not be able to be in place for 2015.

So the agreement contemplates a phased approach, and very simply, phase 2 is the end state.  That's where we really want to be in the long run.  Phase 1 is an interim state that allows some access to short-haul for direct-purchase customers to utilize that 200,000 when it's in service, so trying to make sure that we have the correct long-run implementation, but also allow some value capture in the interim.

So moving along to slide 18, briefly talking about phase 1, in phase 1, when we get to the details, we don't literally have a Dawn transport service.  What we're doing is we're making available transport capacity.  When the facilities come in service we're actually going to assign a short-haul contract to our Ontario CDA customers.

So rather than actually providing a transport service where they deliver the gas to us at Dawn and we transport it on their behalf into the franchise territory, we're going to hand them over a transport contract through an assignment so they have the transport from Dawn to our franchise area.

And that really is mimicking the eventual end state for those customers, because the advantage is that they get access to the short-haul but it doesn't change any of our business processes, it doesn't require any changes in our system.

So the phase 1, our interim state, is really mimicking what we're going to eventually have in phase 2.

If we move on to slide 19, what this is really doing in terms of the apportionment, it's taking that 200,000 gigajoules a day in capacity that's going to come into being from the GTA project facilities, and it's divvying it up between the different types of direct-purchase customers.

So there's an apportionment that's going to happen, and effectively that's going to drive how much capacity we assign to our customers on the Ontario CDA portion.  And the remainder will go into the pool of costs, which western customers pay a weighted average cost to transport.

So in the interim state, different types of transport customers receive benefits, but they receive it in a different way.  The Ontario customers will get the assignment of a short-haul contract, whereas western customers will get a lower weighted average cost to transport when they'll see that cost come down on their transportation service charge.

MS. SPOEL:  Your proportions are based on the current -– if you look at this table on page 19, the apportionment is based on a ratio of the current -- not capacity, I guess.  It's contracts?

MR. FERNANDES:  The MDV is the mean daily volume.  So all of these bundled customers deliver an average volume because they have a separate balancing charge.

But this is an illustrative example, because what's actually in the agreements is that we'll rerun the exact same calculation in 2015 to determine the actual proportions, but it's divvying up the 200,000 and saying how much goes to Ontario customers and how much goes to western customers.

MS. SPOEL:  I thought that was the case.  I just wanted to check.

MR. FERNANDES:  So moving along to phase 2, all the way to slide 27 –- oops, one back.  There we go.

Now, in phase 2, this is really where we're expecting the end state to be.  The table shown actually appears quite complicated, but what it's really intended to show is the stack-up of how we're going to meet the customer demand.

So this is an example of 360,000 gigajoules a day in customer demand, which is -- based on our survey of interest was a very broad brush, you know, rounding to the nearest 10,000.  What we would expect to see, it shows 330,000 of that for the CDA or central delivery area, and 30,000 for the EDA or the eastern delivery area, AKA the area around Ottawa.

And so as an example, what it really shows when we look down the segments, the 200,000 in the first tranche of capacity is expected to form the base or foundational of the transport service, and that's the GTA transport, being segment A plus some Union M 12.  Very low cost capacity, relatively speaking, so that will form the foundation.

What the settlement agreement contemplates is that when customers elect in the phase 2 election process will determine whatever actual volumes are required, and Enbridge is going to go out and attempt to contract for that transport capacity to meet the customer demand.

And the two next items would be what we would expect to have to contract.  One is a Dawn to CDA, so any of the capacity over 200,000 coming to the CDA will contract for that amount.  And then the other one is getting Dawn to the EDA, and whatever the demand is, we'll contract for that amount.

What this was intended to do for customers is to give them an illustration of how the calculation would occur, and indicative of what the rate might actually look like.

From -- it's very simply a weighted average cost of transport between all the different tranches.  So we are planning this to be a postage stamp rate, so to speak.

And then the only other thing to note on this is that today the western transport service does have a weighted average cost of transport, but it's a portfolio that's combined with -- or the transportation portfolio on which it's calculated is combined with our system gas portfolio.

So what we're really asking for is we're going to segregate out a separate pool of costs, so all the costs for Dawn transport and all the volumes and nothing else, and that's how it will be calculated.  And that's what this was intended to show.

So if we move on to slide 29, during phase 2, our plan -- and we're hoping right now -- is that we can fully implement the Dawn transport service in 2017.  However, there are a number of constraints.

The physical facilities and our ability to contract for that transport for 2017 will clearly restrict us from being able to offer the service.  So we need to have the capacity that underpins the service.

This largely underpins the timeline ask that we had, so our phase 2 election process, we've actually already started.  We've reached out to our direct-purchase customers.  We have asked them to respond by December 19th, and that's in keeping with the request to the Board to have approval of the settlement agreement by December 19th.

This really -- the underlying reason for all of this is we expect that Union and TransCanada, which are the primary transport providers, are going to have a new capacity open season.  Our expectation is that will commence some time in December, and we need to be ready to bid into that new capacity open season in order to make the settlement agreement effective for 2017.  And we want to be ready so that we can bid into that in January.

The timing is a little bit uncertain, but in order for them to actually be able to get the commercial arrangements that underpin a new facility built, it's very imminent.  And that's really the timing implication that we have.

So the settlement agreement does mention that we do have some contingent items on here.  If any of them aren't in place, it does contemplate potentially a transition period for phase 2 or a phased approach to phase 2.

We would expect to have the system changes done so we can actually have the Dawn transport service.  And if any portion of the capacity that was required to meet customer demand was not available, we would be going back to our customers and figuring out how to transition them.

For example, if one piece of the transportation capacity wasn't actually available for 2017 -- it was 2018 -- we would still implement Dawn T-service in 2017, but there would have to be an allocation and a transition to when we get all the capacity available for customers that underpin the service.

Okay.  So moving on to slide 31, an important point:  One of the things we're asking for is the DACDA, or Dawn access deferral account.

There are some direct costs associated with performing the settlement agreement, and we're really asking for recovery of those.  And that's one of the reasons for the deferral account -– or, sorry, that is the reason for the deferral account.

If we move on to slide 33, there are a few things that will continue.  As mentioned, we were consulting with the direct-purchase market prior to the formal consultation period, and we expect to do that after.  Essentially, Enbridge is acting to coordinate the market shift to short-haul, so we're going to continue to communicate.  Also during our consultation -- and it is mentioned within the settlement agreement, that our unbundled service customers -- and there's very few of them; this is primarily the power generators -- expressed interest in some form of incremental short-haul market access.  Basically during the discussions, we weren't -- it would be something that's fundamentally different from the Dawn transport service, which is a bundled service as envisioned.  So we basically made a formal commitment that we would continue to talk with unbundled customers to see if there's something additional, but we haven't started that process at this point in time.  So it's something that's for a future state to happen.

And I think that was my extremely abridged version of this.  Really just to summarize -- find my notes.

The settlement agreement is really about operationalizing our commitment to the direct-purchase market for the 200,000 gigajoules a day in capacity for short-haul market access.

We know that we've got significantly more demand than the 200,000, so we've agreed that we would aggregate that demand and go out and bid on a new capacity open seasons in order to provide a service that our customers want, so we're working to make this happen by implementing a new Dawn transportation service, and given some of the constraints and timing differences, there's a two-phased approach, and the timing for approvals, and also the phase 2 election process is driven by the need for us to be able to respond to new capacity open seasons so that we can try and do our best to implement fully within 20 -- in 2017 for the Dawn service.

MS. SPOEL:  Thank you.  That's really helpful, putting it all into context.

Do you have any questions?  That was a very good overview.  I don't think we have any questions about the specifics of the agreement.

Mr. Cass, there are a couple of letters that were filed yesterday by Enbridge and by the Federation of Rental-Property Owners, I think is the right...

MR. CASS:  Federation of Rental-Housing Providers of Ontario, I believe.  I may be mistaken.

MS. SPOEL:  I'm trying to expand out the acronym.

MR. CASS:  Yes.

MS. SPOEL:  Those I -- I'm not sure what sort of status those -- or your view is that those letters have, but I don't think they really form part of the settlement agreement.

MR. CASS:  Yes, they're not part of the settlement agreement, Madam Chair.  I'm happy to address the status of them.  In its procedural order the Board had allowed for FRPO to ask questions today.  As it happened, Enbridge was able to respond satisfactorily to FRPO's questions prior to today and put the answers in writing and file them with the Board.

In my mind, the answers are on the record much like they would have been if FRPO had come today and asked its questions.  The answers constitute an agreement by Enbridge around some -- giving some greater clarity with respect to what will happen for consultations in the future regarding other possible service points in addition to Dawn.

So it was providing additional clarity to FRPO, much as would have happened if the questions had been asked today.  It's not part of the settlement agreement.


I would add, though, that it is an agreement that Enbridge has reached with FRPO to provide clarity, and it will be honoured.  I might point out that actually this consultative and the settlement agreement also arose because in the GTA project during evidence I think it was APPrO had asked a question, and it was Enbridge's response to that question that gave rise to this consultative and where we are today.

So the fact that it's not part of the settlement agreement, I don't think anybody need be concerned.  That doesn't mean Enbridge won't stand behind it.  It's very similar to the type of statement made in evidence that gave rise to this proceeding itself.

MS. SPOEL:  I guess my only concern or our only concern was there is nothing we have to do.  We're not asking the Board to do anything or comment on those letters or anything, I take it?

MR. CASS:  Correct, Madam Chair.  Again, it's just like it would be part of the record if FRPO had come and asked the questions today.

MS. SPOEL:  Thank you.

Mr. Brennan, do you have any submissions?

MR. BRENNAN:  No, Madam Chair, I have no questions, thank you.

MS. SPOEL:  Thank you.

Mr. Millar?
Submissions by Mr. Millar:

MR. MILLAR:  Yes, thank you, Madam Chair.  We have a brief submission, if I may.

Board Staff has reviewed the Dawn access settlement agreement filed by Enbridge as part of this proceeding.  Staff notes that the settlement agreement was developed through a broad consultation process, and Board Staff submits that the Board's approval of the settlement agreement in its entirety would be in the public interest.

We submit that approval of the settlement agreement benefits Enbridge's customers in a number of ways, and I'll detail those very quickly, although you've heard much of it already.

Enbridge's direct-purchase customers will have an additional transportation service option, with Dawn as the delivery point, which is expected to provide these customers with cost savings when compared with other transportation alternatives.

Board Staff notes that, based on the survey of interests of Enbridge's customers, there is significant support for Dawn as a delivery point.

Board Staff also submits that the phased approach proposed for implementing the Dawn transportation service best serves the interests of Enbridge's customers, as it allows for the utilization of available capacity in the short-term before a more robust solution can be implemented once a downstream infrastructure project is completed and Enbridge's IT systems have been upgraded.

In regard to phase 1, Board Staff is of the view that the manner in which Enbridge will apportion and allocate the available transportation capacity to its customers is equitable and fair.

Board Staff also submits that the manner in which phase 1 will be implemented, which is through assignments of transportation capacity, is a reasonable interim solution.

Board Staff also supports the terms applicable to phase 2, as set out in the settlement agreement.  Specifically, Board Staff supports the proposed cost base methodology for the calculation of the Dawn transportation service charge.

Board Staff also supports the establishment of the Dawn access cost deferral account which will be used to record the costs incurred by Enbridge to implement the Dawn transportation service.

Finally, Board Staff is of the view that the explanation and rationale accompanying the settlement agreement is sufficient to support the Board's approval of the agreement.

So in sum, we suggest -- our submission will be that you accept the settlement agreement as filed.  Absent any questions you have, those are our submissions.

MS. SPOEL:  Thank you, Mr. Millar.

Mr. Cass, do you have anything further?

MR. CASS:  I think anything I might say, Madam Chair, would just duplicate what Mr. Millar has already said and what Mr. Fernandes has said, so, no, I don't think I need to add anything, other than to concur with what's been said already and indicate that in Enbridge's point of view that fully supports approval of the relief requested.

MS. SPOEL:  All right.  The Board is prepared to approve the settlement agreement as filed.  We agree with Enbridge, Board Staff, and the participants in the process that it is in the public interest that it responds to customer demand and will be a cost-effective additional solution to transportation.

We will also approve the deferral account as requested, and ask that Enbridge file a draft rate order to -- for the implementation of that account in a reasonable time frame.

Approval of settlement agreement, I think, by necessary implication includes approval of the methodology for the calculation of the service charge, but since that's specifically requested, we'll make that finding as well, that we approve the methodology as set out in the settlement agreement.

Unless there are any other questions, that should conclude this morning's proceeding.

MR. CASS:  Thank you, Madam Chair, Dr. Elsayed.
--- Whereupon the hearing concluded at 9:57 a.m.
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