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Tuesday, May 1, 2007


--- Upon commencing at 10:00 a.m.


MR. BATTISTA:  Good morning.  We're here for the purpose of a technical conference to answer and review matters dealing with the corporate allocation issue.


This should last hopefully no longer than a day, and Michael Millar, legal counsel, will be here for the opening part and hopefully any legal matters you wish to raise will be addressed then.  Perhaps we can begin with appearances.  Please speak loudly into the microphone.


APPEARANCES:

MR. O'LEARY:  Should I start?  Dennis O'Leary for Enbridge Gas Distribution Inc.  To my left is a witness from MNP, the independent consultant retained by the company, Robert Baldauf, and to his left joining me today, but will not be giving any responses, Mr. Bob Cappadocia, who, as parties know, has been involved in this particular issue.


MR. MacINTOSH:  Dave MacIntosh, Energy Probe.


MR. DeROSE:  Vince DeRose, Industrial Gas Users Association.


MR. BUONAGURO:  Michael Buonaguro, counsel for VECC.  With me today is Roger Higgin, who is a consultant to VECC, and we have with us consultants retained by intervenor group, Allan Mak and Mark Noxon both from Rosen & Associates.


MR. BATTISTA:  And appearing for Board Staff are myself, Richard Battista, and Khalil Viraney.


In terms of the procedure, will counsel for the applicant be leading off by addressing the interrogatories which were filed?  Perhaps we could do that.  But before we begin, I understand there may be some preliminary matters with respect to some concerns that the intervenors have with some of the answers.


PRELIMINARY MATTERS:

MR. DeROSE:  Well, I can start.  I don't know whether it has to be before Dennis or not.  I will leave that up to the parties, but just two preliminary matters.


The first is on the issue of the status of information shared with intervenors during the consultative.  A number of the answers to VECC's IRs referred to information shared with intervenors, but not produced on the record.  


In fact, Interrogatory No. 11 recognizes that information from the consultative does not form, technically, part of the evidentiary record.  And we would ‑‑ our view is that VECC was trying to elicit that information that it thought necessary from the consultative to be put on the public record so that the Board can consider it.  


So the question we would have, and I'm not sure whether this is for EGD or for legal counsel from the Board, but the appropriate manner to have that information put on the record, whether it is free for the consultative members to simply put the evidence in themselves, or, alternatively, if the proper approach is to ask the company to put that evidence on the record and for the company to do so.  


Oh, and, sorry, just to add one other point.  We note that in the open bill consultative, the method that was used was that all information that was shared in the consultative was put into quite a large package and simply filed in its entirety.  So that is, of course, another option.


MR. MILLAR:  Maybe I will have a quick stab at answering that.  I'm not sure exactly what the nature of the ‑‑ I haven't been intimately familiar with this part of the case, so I am not sure exactly what the nature of the materials or the evidence to which you're referring is.


It occurs to me that if there is not a dispute between Enbridge and the intervenors regarding whether or not this should somehow find its way on to the record, then perhaps through the company's consent or perhaps through simply stating such an interrogatory response, they could say there is not a problem with filing that information and it could be done.


But I guess my understanding is that materials that were exchanged in the consultative or discussions that were had are not formally currently part of the record, so some provision would have to be made to get them on the record.  


It sounds to me that there is probably not a dispute that these can go on.  It is just a question of procedurally how they go on, again whether it be by response to an interrogatory, or the company agrees to file some materials, or agrees to not -- again, without knowing the nature of the materials, I don't know who should file them, but it sounds to me that maybe this is something the parties can discuss either offline or through this Technical Conference and get these put properly on the record.


MR. O'LEARY:  [Microphone not activated]



Can you hear me now?  Mr. Millar and Mr. DeRose, first responding to what Mr. DeRose stated, I can't speak to the open bill consultative because I was not a party to that and I don't know the reasoning behind, nor the specifics of what was produced, how much and how relevant it was to the issues, which I understand were ultimately settled, so I presume that what was filed was done to support the settlement.  But I can't speak to that, because I wasn't involved.


But in terms of what was referenced in the responses that the company has done to date, the references to what was shared with members of the corporate cost allocation consultative, the RCAM consultative, the purpose of that reference was to simply identify the fact that this wasn't a situation where intervenors were asking completely out of the blue for information they hadn't seen.


You would have to admit that the volume of information that could be generated here, if we reproduced absolutely everything that has been asked for, would add up to several further binders of materials that I suspect nobody wants to put on the record, and we will certainly take the position don't belong on the record, because there is a real question of whether these materials are, in any way, relevant to the remaining issue in this proceeding.


So the purpose of us referencing what was shared with intervenors was to simply - in a polite way, we hoped - to indicate that you should know what specific documents you want, and why don't you simply ask for those specific documents?  So if it's a specific service schedule, do that.  If it's a specific business case, request that.


We didn't see that in the requests for everything -- didn't narrow down what we saw as the purpose of this Technical Conference, which was to ask questions about specific issues in relation to the revised RCAM.


So we weren't trying to suggest that those requests were relevant.  Therefore, we wouldn't necessarily agree that all of it should go on the record again, Mr. Millar, but I am certainly open to discuss with intervenors if ‑‑ and we aren't yet at the stage where we know exactly what their issues are, so I won't say no, but please don't take this as a "yes".  That's the best I can do at this time until we narrow down what are the issues that intervenors have.


MR. DeROSE:  Well, quite frankly, that's completely unhelpful.  Perhaps this is a way that we can do it, then.  For the documents that have been requested and that you have not produced, if you can simply identify whether you are refusing to produce them on the basis of relevance or on the basis of -- I guess this is volume?  Is it photocopying that you're refusing on the basis of trying to narrow the topic?


We are happy to try and work with you on this, but it certainly wasn't clear, your thoughts of referring -- or your rationale for referring to the fact that some or all of it has been disclosed in the consultative were camouflaged.  We can talk about it offline, but if it can't be worked out offline, I think, I would just like to put it on the record that there will have to be a way in which evidence that was referred to in the consultative can be put on the record, and I don't know whether we can talk about it offline, but if it can't be resolved, just a heads-up to the Board that is an item that may have to be addressed and there may have to be direction.  Hopefully we won't have to do that.  


MR. MILLAR:  Perhaps that is best to try and deal with it offline at a break or something like that.  If worst comes to worst you can ask for the documents and if there is a refusal, you can always bring a motion to the Board to try to force production. 


MR. DeROSE:  I suspect that is not something that will be worked out on a break today, because Mr. O'Leary has now made it clear that he would like the intervenors to try and narrow down the information, if possible.  I think we can try and do that.  It's not something that is going to be done in a ten-minute coffee break.  But we can work with Mr. O'Leary.  


There is a second issue and I don't think this is an issue that will be resolved today, but I think it is important, again, to put the company and the Board on notice.  


In some of the refusals in the VECC interrogatories, and interrogatory number 4 is an example of it for sub (e), sub (d), (e), (f), (g), (h), and (k) of VECC's interrogatory number 4 is an example where the company has refused to provide documents that are referenced and referred to in the MNP report on the basis that those documents are confidential or somehow proprietary.  


They are not objecting on the basis of relevance.  Obviously if the documents are referred to in the report, they are, by their inclusion, relevant.  


It is our position that it is not open to MNP to pick and choose which documents or what information from documents they include in their report and that, at law, documents and information specifically cited and relied upon by an expert such as MNP in its report must be produced.  So this is to provide everyone with notice that this is an item that, unless the company changes its position on it, will be subject to a motion.  


MR. MILLAR:  I know I don't have to tell any of the parties this, but certainly everyone is aware that the Board does have the confidentiality guidelines and practices for making documents confidential so perhaps again, to the extent you can, I would ask to the extent you can to have offline discussions and see if this can be resolved amongst yourselves.  Of course if not, you will have to bring your motion. 


MR. DeROSE:  I am happy to put on the record that, speaking for IGUA, we would sign a confidentiality agreement for these documents.  That is not an issue in our mind.  


MR. O'LEARY:  I like the other room better.  


I would have to speak to MNP because in some instances, confidentiality provisions are not -- I'm not sure that they have the lawful authority to reproduce the document in its entirety.  MNP didn't rely upon the entirety of these documents so the lion's share of them will not be relevant for the purposes of this proceeding.  As you can see, the majority of the requests relate to salary ranges and to show us the number of sources that they've gone to validate their conclusions and to assist in the preparation of their report.  


So number one, we do question the relevance of them, you must have read the covering letter that accompanied our response to all the VECC IRs.  We're taking the position that a good many of the requests are irrelevant.  If there are questions that are appropriate, we will answer them today to the extent possible, and to the extent that we can specifically identify a passage or what we relied on, we will attempt to do that.  But to produce a study that was done by another party, that we may have access to but which we have no authority to release to anyone, even in confidence, I would have to say that we've got a problem with that.  But again, if you have questions about specific areas we will attempt to be as helpful as we can today.  If that means giving an undertaking that works, we will.  


MR. DeROSE:  Just so that we're crystal clear on it, it is not a matter of having the passage that's relied upon; the principle is that when you rely upon a passage from a document, that that document be produced so that the entire context and the entire document to see if there are other comments or conditions placed on it, are put on the record.  


This is  -- quite frankly I thought that this was pretty trite law, that the Board has applied this in previous cases.  We've had this fight before.  And in terms of asking questions, I don't know how we can ask a question about a document relied upon by the expert without seeing the document.  


So anyways, I didn't think that this would be resolved.  I simply want to put the Board and EGD on notice that this is an issue.  That's it for what I would describe as the legal issues.  I do have some questions on the technical components of it, but I am going to actually defer to some of the others and follow later in the morning.    


MR. BATTISTA:  Okay.  Now we can get into the technical aspect, and I would presume that the company will go through each of the interrogatories.  May I have your feedback on that, as a way of proceeding, that we go through the interrogatories and I believe that the answers have been posed.  And if there are supplemental questions to those interrogatories, this will be an opportunity to ask them.  Or would you like to have some other method of progress?  


 MR. O'LEARY:  Mr. Battista, I think just proceeding through the interrogatories in numeric order.  


Just to describe the process that we're following here.  We have given each of the VECC interrogatories a specific number and we have attempted to identify those that are -- it's Exhibit KT, which stands for the technical conference; the Roman numeral II stands for this as being phase II of the process; and if it is a question from VECC, they're two, and the questions from Board Staff are one.  Just to give you a heads-up on the numbering system just at the outset and that's the way to proceed.  


The only comment I would have is that normally in these types of proceedings, you do receive questions which are specific.  So you have an opportunity to prepare and answer that.  Then parties would ask a supplementary question in respect to the answer given.  


In respect of many of the interrogatories, they're actually requests for productions of substantial volumes of materials that in no way narrow down this proceeding into a specific issue.  


So I just want to give you a heads-up that in some  instances, if you're asking a question that is going to be, from our perspective, completely out of the blue, because we don't know what the question was, in which case we're requesting that you be reasonable in them and that your questions relate to something which is truly an issue and not simply a question that's being asked for the sake of trying to create a record in support of some future argument, rather than what the issue is in this proceeding.  


Well, that being said, why don't we jump into the -- shall we start with the Board staff questions?  


ENBRIDGE GAS DISTRIBUTION INC. PANEL 1:  

Robert Baldauf 


MR. O'LEARY:  Thank you.  The first question, which would be KT.II.1, schedule 1, we had some question about --the first interrogatory, Board Staff asked for a list of the service schedules that were revised and the revisions that were made and I understand that there was an iteration of the service schedules that was completed in and around the time of the Board's decision in the 2005-0001 case, which is the 2001 rate decision.  That was then revised begin.  Then that service schedule was ultimately provided to MNP for review and there were some revisions to that as well.  There are actually at least three different iterations of it.  


As I understand the way that the black-lining system at Enbridge works, they don't have a baseline from the very first, which is the 2006 rate case, up until the present.


So we can't just generate a black-lined version of the current one that is filed and compare it to the 2006.  So either we would have to produce a copy, if we can, of all of the different iterations, or -- and we try and perhaps narrow it down.  The only reason, again, I'm asking is, Are all of the service schedules in issue?  If there are specific ones, we would be happy to do it.  


So I guess my question back is:  Is there a way to narrow this down as opposed to producing three sets or less of service schedules?


MR. BATTISTA:  Board Staff is -- it would be acceptable for Board Staff for the response to the interrogatory be limited to the list of services that were changed as opposed to a historical background as to what the changes were.


MR. O'LEARY:  Okay.  There is in evidence already, I believe, at Exhibit I, tab 24, schedule 36, attachment A.  This indicates where there has been a service combined with another, or one has been deleted and several were renamed, but I don't believe that this list identifies all of the services that have undergone some wording changes in the description of the service and how it's undertaken.


So perhaps what we could do is provide a list of all of the services that there were changes to the description in the service schedule, without having to itemize each and every specific change to the service schedules.  Would that be satisfactory?


MR. BATTISTA:  Yes, that would be satisfactory, and, as a matter of procedure, perhaps that can be submitted as an updated response to that particular interrogatory, or, if you prefer, we could put it down as an undertaking for today, whichever suits you best.


MR. O'LEARY:  Why don't we put it down as an undertaking for today?


MR. BATTISTA:  So that will be undertaking JT - undertakings are Js - JT2.1.


UNDERTAKING NO. JT2.1:  LISTING OF REVISED SERVICE 


SCHEDULES

MR. BATTISTA:  And that will be ‑‑ the wording of that will be a listing of service schedules that have been revised.


MR. O'LEARY:  So that have undergone revision relative to the list that was produced in the 2006 rate case?


MR. BATTISTA:  Okay.


MR. O'LEARY:  Okay.  Board Staff number 2 we actually have a written response to, which I am... I have just circulated a written response to Board Staff Interrogatory No 2.  Also attached to that is a revised response to VECC Interrogatory 19, as well, which we will come to obviously in due course.


MR. BATTISTA:  Perhaps not to hold up matters, in that we just received this, we will have a read, and, in the meanwhile we can begin with the interrogatories from other parties.


MR. O'LEARY:  Great.  That's fine.  So then turning first to VECC IR No. 1, if these are questions about the response, I am happy to entertain them, but it is quite clear from that that there is nothing that we will be producing.


MR. MAK:  Just a matter of clarification.  The response is not quite consistent with my understanding of the discussions in the course of the consultative.  


The wording, I believe, of the proposal from MNP and our discussions in the course of the consultative were such that working papers would be provided if the matter proceeded to hearing.  So it's the position of the company that working papers do not exist, or that they exist but are not relevant for the purposes of the hearing.


MR. O'LEARY:  What are working papers?


MR. MAK:  The underlying support analysis, data collection of records of MNP's work.


MR. O'LEARY:  Well, that is not what you have asked for.  You have asked for something that relates to documentation that you believe might have been generated after the consultative, and our response indicates that there is nothing that MNP has done after the consultative which is done to justify or augment their report.


If now what you're asking for is absolutely everything that they relied upon, then we've got that problem of:  What's the point of all of this?


MR. MAK:  Well, we have specific questions regarding specific issues and MNP's work for those items, but this question does relate to what was produced after the fact.


MR. O'LEARY:  All right.  You have our answer, and we look forward to receiving the specific questions.


MR. MAK:  Okay.  That's all for item 1.


MR. O'LEARY:  Okay.  Interrogatory No. 2, we took the position that, and continue to take the position that to produce the original notes that the various interviewers made of the meetings they had with the interviewees are irrelevant, since there were memoranda which were prepared which actually represent the input of the interviewers, the several interviewers at each of these meetings.  And that is the best evidence of what went on in that proceeding.


Therefore, the notes we consider of no benefit to parties or the Board.  We didn't produce all of the memoranda, because we were hoping you would be able to give us an indication of which ones are the ones that are of concern to you.


MR. MAK:  Unfortunately we're not in a position to identify specific memos, because we haven't seen them.  The memoranda were discussed between Mr. Baldauf, myself and Mark Noxon in a meeting in October or November of 2006, but we were not provided with copies or access to the memoranda.


Our position is that the memoranda are crucial, because they form the fundamental basis for MNP's opinion of prong one or demonstration of demand pull.  On that basis we believe that it is necessary that we review the memoranda, if not the notes.


MR. O'LEARY:  Are there specific services that you have concern about in respect of the need for those services?  Surely you would admit there are some that clearly are needed?


MR. MAK:  Our position is that all of them are needed.  Our general concern ‑‑


MR. O'LEARY:  I'm asking which services are needed?  I don't think you're saying all of them are.  If you want to take that now, we would be happy to take that admission.  What I am asking for is surely you would admit that some of the services you would admit are needed by EGD, and therefore you don't need to see these memoranda?


MR. BUONAGURO:  Is there a problem ‑‑


DR. HIGGIN:  Why don't you let Mr. Baldauf answer the question?  Why are you answering for him?


MR. O'LEARY:  Because we haven't produced anything yet, so we didn't ‑‑ I saw this as procedural, but if there is a specific question of Mr. Baldauf, let's hear it.


MR. BUONAGURO:  First of all, it appears that you were under the impression that we had all, I guess it is approximately 35 memorandum relating to these interviews, and we have corrected you on that.  That's not true.  We don't have them all.  They weren't actually produced.  They were discussed.


Second of all, is there a problem producing 35 memorandum?  Is that ‑‑ how is that a monumental task?


MR. O'LEARY:  It's not a monumental task.  We were simply trying to find out what the issue is here and ‑‑


MR. BUONAGURO:  When they can review the memorandum, they will be able to further define the issue, but they don't have the memorandum to read so that they can define the issue.


MR. BALDAUF:  Well, let me go back to the process that we went through as a consultative.  


MR. O'LEARY:  Sorry, that was my fault.  


MR. BALDAUF:  Let me go back to the process that we went through in the consultative.  The meeting to which Mr. Mak referred I think was November 22nd or 23rd when we reviewed the second draft of interview notes and commentary from our review.  So our review, the first phase of our review was to receive business cases from the service recipients and service providers and then, through those, through the reviews of the business cases then go through a series of interviews then we asked, in those interview notes were then collected and captured in our first phase analysis of which I think there were two drafts.  Both of those drafts were provided in the consultative process.  There were workshop meetings which we referred to. 


I think the first draft we referred to in our project status meeting, I believe, when we provided the first draft, was on the 10th of November.  This is referred to on page 13.  Then we revised the first draft and provided that to the intervenors on or about the 22nd of November.  


The memoranda, to produce all of the memoranda from the various interviews - of which there are approximately 35 and then there were follow-ups - would be an extensive amount of work to do.  Firstly.  There are three people involved in each of the interviews both for EGD and EI.  All three participants collected notes or captured notes in those discussions and those notes were then collected and put into a final document, which were our notes which then developed -- which formed the basis of the analysis in -- which was provided to the consultative.  


So going back and finding those notes and how they were created would be a monumental as it, if we even have those notes any more.  So all of the significant issues are captured already in the final analysis that we provided.  


MR. BUONAGURO:  I think you're mixing up two things now.  You've backed up on the memoranda.  You started talking about the notes again.  How many memorandum are there?  


MR. BALDAUF:  Well, if I can -- from memory, and this would be subject to check, I believe there is at least -- there would be at least four or five pages of handwritten notes per interview.  Per person.  


MR. BUONAGURO:  Again you are talking about notes versus memorandum?  


MR. BALDAUF:  The memorandum, then, are the analysis that we have from each of the prong analyses.  And they would have been, they would probably make up – well, the consultative received the memoranda.  So I would say that there is -- I don't know, are they a package of 100, 100 pages?  So there is 54 memoranda, of which each of them is about four pages long.  


MR. BUONAGURO:  I think we have already said we don't have them.  Now there maybe a miscommunication here about how they were produced on those particular days.  I don't think it matters.  The response says: 

"While the company is prepared to produce all of the memoranda in response to the request for production..." 

suggesting to me that you have them, you can photocopy them, and you could give them to us and you would be done with this particular question. 


MR. O'LEARY:  At the end of the day it has to relate to the issue, which is:  Did we comply with the Board's directives and how does production of all of these memoranda relate to that issue?  


MR. DeROSE:  Mr. Baldauf, did you rely on any part of the memoranda in your three-prong test?  


MR. BALDAUF:  Yes, Mr. DeRose, we did.  


MR. DeROSE:  Okay. 


MR. BALDAUF:  We relied on them.  They're a substantial part of the first-prong analysis.  


MR. DeROSE:  Mr. O'Leary on that basis, they're relevant.  


MR. O'LEARY:  Except that we've settled one of the issues which, undoubtedly MNP relied upon for the purposes of coming up with the figure which was agreed upon which is $18.1 million, which is the cost allocation for 2007.  That does not make everything relevant, Mr. DeRose.  


MR. DeROSE:  Mr. Baldauf, did you rely on any parts of those memoranda in assessing the RCAM methodology?  


MR. BALDAUF:  Yes, we did.  


MR. DeROSE:  Mr. O'Leary, how can these not be relevant?  You are seeking approval of the RCAM methodology as assessed by MNP.  These are clearly relevant.  If your position is they aren't relevant, we can move on and we can bring a motion.  


MR. O'LEARY:  Well, I requested that you identify those areas which are in issue and what I am hearing back is you don't have an issue, that you want to have a look through these memoranda again so that you can determine if you have an issue.  I would have thought we're way past that stage.  And we shouldn't be now going back to what I thought was something that would have been dealt with weeks, months ago during the consultative.  


MR. DeROSE:  So just to clarify.  You aren't taking the position that they aren't relevant?  You're taking the position that the issues should be narrowed?  And so you are not going to produce them?  You're going to hold them as ransom until the issues are narrowed?


MR. O'LEARY:  It's not a question of holding them as ransom.  We're simply asking that this technical conference proceed the way most have in the past, which is that you ask questions specific to the areas of concern.  


MR. DeROSE:  Mr. O'Leary, in the normal course documents which are relevant are produced and questions can be asked on them.  You have refused to produce these documents despite the fact that they are being acknowledged as relevant by your expert.  So we're in a bit of a catch-22, that you're withholding the evidence that we require to look at to determine whether there are or are not any questions on the memoranda.  


MR. O'LEARY:  That's an improper characterization.  We have stated specifically in our written response that we're prepared to produce the memoranda, if the parties could identify which ones it is that they want; and what you're saying is you need them all.  


MR. DeROSE:  Correct.  


MR. O'LEARY:  I will get instructions and we will provide you with a formal response.  


MR. DeROSE:  I have some questions on the interviewer's notes.  Mr. Baldauf, I take it the process was that each interviewer -- you had three interviewers, correct?  


MR. BALDAUF:  At least.  For most of them, yes. 


MR. DeROSE:  So each interviewer would take their own notes?  


MR. BALDAUF:  Through the process, Mr. DeRose, we had either -- there were notes taken by each of the interviewers, but some of the -- there is usually a lead on every one of the interviews, who would ask the questions based on the questions that we had framed earlier in the process, and based on the review also of the business case,  and because of the volume of the interviews in the short time frame we had to conduct the interviews.  So we split up the interviews one would act as the lead and ask the questions, and the other two would act as scribes and perhaps ask supplementary questions.  So in most cases where the interviewer, the lead was asking the questions, there would be very few notes.  Okay.  And most of the notes were captured by the second or third person.  


MR. DeROSE:  What was the process, once the interview was complete, those three interviewers would then caucus and compile their notes into a single memoranda?  


MR. BALDAUF:  Yes.  


MR. DeROSE:  And then that memoranda, was that further compiled into what is referred to as the memorandum?  Was there a global memorandum, or there are a number of memoranda?  


MR. BALDAUF:  From what I recall, there are a number of memoranda.  


MR. DeROSE:  Okay.  And are you aware of any interviewers either having different recollection of what was said in their notes or having different conflicting facts in their notes?  


MR. BALDAUF:  That was the purpose -- the purpose of our post-interview caucus or discussion was to make sure that we had captured the same message from the interview.  


So in that, if there was a dispute with respect to an issue or a matter within that interview, we would ask that as say supplemental question to the interviewee, or the results of that, there would also be some action items that would be noted in terms of additional information that we needed from the interviewee.  So those would all be captured in -– you know, post-interview.  


MR. DeROSE:  But they would not be captured in the memoranda?  


MR. BALDAUF:  Likely not.  I can't recall every single memorandum that we produced, but if there were follow-up items that was created as -- there was a follow-up list and we then split up the task of following up on that information.  


MR. DeROSE:  Did every conflict or conflicting note or difference of opinions between the interviewers always lead to an action item?  


MR. BALDAUF:  Not necessarily.  Some of the questions would be resolved by the ‑‑ through the discussion after the ‑‑ in that caucus session.


MR. DeROSE:  Okay.  And so it is possible that the notes would contain conflicting views of your interviewers that are not captured in the memoranda?


MR. BALDAUF:  Could you ask that again, please?


MR. DeROSE:  So it is possible that your memoranda did not capture all of the conflicting views of interviewers.  They may have gotten together in the post interview caucus and just agreed, Yeah, I disagree, but that's fine, we don't need to follow that one up.  I don't deem it important enough.


MR. BALDAUF:  I can't speak for the EI interviews, because I was a colleague in the EI interviews or led the EI interviews.  I would have participated in all of the EGD interviews, and as sort of the subject matter expert on this topic, I don't recall any significant conflicts that we ignored.


MR. DeROSE:  Okay.  You have described the task of finding these notes as monumental.  Do you not -- once you have prepared the memoranda, do you not put those notes into a separate file and keep them?


MR. BALDAUF:  No.


MR. DeROSE:  So you just -- each interviewer can do what they want with those notes?


MR. BALDAUF:  Well, as I stated, we compiled the notes into a final document for ease of use and ease of reference, and any of the significant issues that were captured in the interviews were captured in the memoranda.


MR. DeROSE:  Okay.  So it's quite possible that some of the notes or all of the notes are destroyed or cannot be found?


MR. BALDAUF:  Quite possible.


MR. DeROSE:  Thank you.  That's all of my questions on number 2.


MR. O'LEARY:  VECC Interrogatory No. 3, that remains an outstanding item in terms of relevant e‑mail responses, but I think Mr. Baldauf would like to speak to, again, the process and how, in fact, as I understand it, not every piece of advice on a follow-up was ultimately received and written down.  I think there was a lot of oral communication took place, and that was specifically incorporated into their report.


MR. BALDAUF:  As I mentioned in my discussion with Mr. DeRose, our action items following interviews were noted, and then each of us would take the task of following up on those specific items.


So if we look, for example, around the -- some of the issues around IT and our interviews with Marc Weil, there are a number of questions that we asked that he followed up with, and because of time we followed up by telephone.


The process of us creating our notes and creating our draft reports, those action items were then captured directly into the body of the draft reports, and in the interest of time and making sure that we would be able to produce the report as quickly as possible, those ‑‑ any comments resulting from action items were incorporated directly into drafts.


We do have ‑- there are some follow-up e‑mails that we have.  A number of them related specifically to our prong 2 analysis that -- where we interacted with the architect of ‑‑ or the owner of the RCAM methodology itself, John Morgan.


MR. MAK:  I just have a clarification question which relates to interrogatory 3, as well as 2, I suppose.  It has to do with the matter of MNP's procedural practices.  


Is there a body of documents underlying the report that has been authored and published by MNP, or are the notes and supporting references scattered throughout individual files of the team members?


MR. BALDAUF:  All of our notes have been compiled into the final report.  So there are a series of notes and inputs that we have.  There are a series of binders that we have.  There are a series of electronic folders that we have that capture our data, but all of that data has gone into the production of the final report.


It is our process, internally, that in the matter 

of -- you know, in keeping with version control that we destroy all of our draft reports and only work from final reports.


MR. MAK:  Okay.  So is it MNP's position that the totality of its work is reflected in the body of its report?


MR. BALDAUF:  The totality of its opinion is reflected in the final report.  The totality of the work is captured in a number of -- is sourced through a number of different areas, in a number of different areas.


MR. MAK:  And those are recorded in the electronic folders or binders that are maintained by MNP?


MR. BALDAUF:  Yes, and also recorded in some of the footnotes and some of the references and pieces where we have taken information.


MR. MAK:  Okay.  So with respect to Interrogatory No. 3 and the reference to follow-up on the Khalix business case, is the information regarding the follow-up supplementary evidence available in MNP's files?


MR. BALDAUF:  I did the follow-up on Khalix specifically with Marc Weil, and all of that information was captured via telephone conversation.


MR. MAK:  And there are no notes with respect to that conversation?


MR. BALDAUF:  The notes were captured throughout the drafting of the report.


MR. MAK:  So the substance of that conversation or -- sorry, MNP's position would be that the substance of that conversation is reflected in the body of the report, then?


MR. BALDAUF:  Yes, it is.


MR. BUONAGURO:  Can I ask a clarification?  Your response to the question, Are there notes, is that the notes are captured in the report.  That's different than confirming whether or not there are, in fact, separate notes.  Are there separate notes?


MR. BALDAUF:  For which specific service?


MR. BUONAGURO:  Well, he asked you about Khalix.


MR. BALDAUF:  On Khalix, no, there are no separate notes.  They're captured in the report and make up our final opinion in the report. 


MR. BUONAGURO:  When you say notes are captured in the final report, what you mean is whatever you have in writing is in the report?


MR. BALDAUF:  It is, yes.


MR. BUONAGURO:  And that I shouldn't infer that there is necessarily any specific written separate document from which you extracted it?


MR. BALDAUF:  For Khalix, for example, we had a series of action questions or action items that came out of our interview with Mr. Weil.  I undertook to pose those questions to Mr. Weil in a subsequent interview.  I can tell you on what date I did that.  


Our interview with Mr. Weil was on October the 24th.  We had a series of supplemental follow-up questions with Mr. Weil which we conducted anywhere between October 28th and October 31st.


Those notes, then, were captured as part of our service description in appendix D for Khalix and specifically for Khalix.


MR. MAK:  Okay.  So with respect to Khalix, then, at page 47 of your report, the criticism.


MR. BALDAUF:  We're on page 47?


MR. MAK:  The last paragraph.  The criticism of the Khalix business case is that a comparative cost assessment was not completed.


MR. BALDAUF:  Yes.


MR. MAK:  And then, presumably subsequently, supplementary information was provided?


MR. BALDAUF:  Yes.


MR. MAK:  What information was provided to satisfy MNP of the alternative cost assessment?


MR. BALDAUF:  In this particular case, Mr. Weil provided us with an overview of the suggested structure to provide the technical support for this particular application, and with that structure he gave us a range of costs for IT personnel to provide that structure.


MR. MAK:  And this was all done orally over the phone?


MR. BALDAUF:  Yes.  Now, that information, of course, was then validated by a number of people within MNP who have expertise in financial systems or ERP systems and was then ‑‑ was validated by those experts, if we want to call them that, and then formed part of our opinion in the description in appendix D.


MR. MAK:  So you mentioned that you were provided with an overview of the framework of what would be required to provide these services and a range of costs to provide these services.  No numbers appear in this section of the report.  


MR. BALDAUF:  In which section of the report?  


MR. MAK:  Page 47.  


MR. BALDAUF:  Right.  


MR. MAK:  Then presumably those figures appear in appendix D in your analysis of the Khalix service?  


MR. BALDAUF:  Well, if we go to Khalix, the service. 


MR. O'LEARY:  What page is that at?  


MR. BALDAUF:  Khalix is on or about page -- 


MR. MAK:  Page 30.  Page 30 of appendix D.  


MR. BALDAUF:  No, we didn't add those particular comments to the report.  You will see in prong 3 of that analysis there is an extensive analysis as to what would be required as, to offer this service in a stand-alone organization which then we used to compare to the service costs that was provided in the service schedules.  


MR. MAK:  Okay.  So can you tell us now what was provided to you with respect to the response at page 47?  What was provided with respect to the follow-up to your concerns that the Khalix cost assessment was deficient?  


MR. BALDAUF:  Can you repeat that, please?  


MR. MAK:  Can you tell us now what was provided to you by EGD with respect to your concern that the cost assessment was deficient?  At page 47, you raise the concern and the position that the concern was satisfied.  You received information regarding an overview of the service required and a range of costs that would be incurred to provide those services.  


Can you tell us now what that information included?  


MR. BALDAUF:  That information included, as I mentioned earlier, an outline of the framework that would be required for EGD to procure this service on its own.  


MR. MAK:  What was that outline? 


MR. BALDAUF:  The outline was a potential number of people and the capabilities of those people that would be required.  


MR. MAK:  Okay.  What was the number of people?  


MR. BALDAUF:  I don't recall that at the moment.  


MR. MAK:  What were the positions that were required?  


MR. BALDAUF:  An application manager, application architect, likely a business analyst or an application analyst, and then integration or change management specialists.  


MR. MAK:  That detail is not recorded at page 47 and there are no notes otherwise.  So can I assume that is from your recollection of your discussion?  


MR. BALDAUF:  I believe that is what the conversation had, yes.  


MR. MAK:  That's what you recall?  


MR. BALDAUF:  That's what I recall, yes. 


MR. MAK:  What about the range of dollars that would be required for those positions?  


MR. BALDAUF:  So let me clarify, though, Mr. Mak.  We're using, as an example, you know, some of the -- as a general observation regarding the business case, we used the Khalix piece.  We did an extensive analysis based on what Mr. Weil provided us as a follow-up and provide that analysis in appendix D.  So we have a similar structure based on what he told us.  


So on appendix D, on page 33 of that appendix, we have a breakdown.  Costs related to this service as a stand-alone utility using comparable salary ranges could be estimated as: a manager, an architect, analysts, integration specialists; an administrative function, and probably some additional office expenses related to that particular task.  


And from our comparative data for -- in the IT space for an application manager, an application architect, analysts, we've provided cost range, cost ranges for that service.  


MR. MAK:  So just to make sure that I understand, then.  The positions that are noted at page 33 of appendix D, those positions are based upon what Mr. Weil advised?  


MR. BALDAUF:  No.  Those positions are a combination of what Mr. Weil provided and also our expert opinion on what it would take to provide this service to EGD as a stand-alone utility.  


MR. MAK:  And the same for the costs as well, then?  


MR. BALDAUF:  The costs are what we determined would be the costs, comparable costs for a stand-alone utility in Ontario to provide these functions.  


MR. MAK:  Do you have any recollection of the cost range that were provided by Mr. Weil for these functions?  


MR. BALDAUF:  Mr. Mak, we reviewed over 35 service schedules with a number of different cost ranges.  I can't recall that at my fingertips.  


MR. MAK:  Do you have any notes with respect to that conversation, then, with this information? 


MR. BALDAUF:  Those notes may be validated as part of the business case that we received from EGD.  


MR. MAK:  But do those notes exist?  


MR. BALDAUF:  The ones -- as I've mentioned earlier, the notes that we have specifically for Khalix were incorporated into draft versions of the report.  Or draft versions of our analysis.  


MR. MAK:  Which no longer appear to exist in the final version.  So they no longer exist now?  


MR. BALDAUF:  I didn't see what the relevance or we didn't see what the relevance of those costs would be with respect to our final opinion, given the scope of work that we undertook.  


MR. BUONAGURO:  Just to clarify.  You can't remember a or point to anything that tells us what he told you on that day about the salary ranges?  


MR. BALDAUF:  One of the things that we spoke about was, if we're saying our salary ranges – firstly, we spoke about the lack of technical skill that is required, readily available technical skill that's required for these particular applications.  So that was how we framed the conversation. 


If you could find these people, they would be in a cost range between probably 50 and $100,000 for these particular roles.  My comment to Mr. Weil back was:  Is that for a manager?  Is that for an application architect?  He said it could be any number of the positions that are related through that.  


So upon that recollection and upon our review of our notes, we were able to validate, you know, based on the requirements to deliver this service, we were able to say:  Here's what the cost ranges were.  


MR. BUONAGURO:  Okay.  So the answer to the question is:  He said somewhere between 50 and $100,000.  That's what you remember?  


MR. BALDAUF:  Per person, yes.  


MR. BUONAGURO:  Thank you.  Go ahead.  


MR. MAK:  Just for clarification.  You said that the details of the conversation may have been recorded in earlier versions of the drafts.  My recollection is that the details of the Khalix costs do not appear in any of the 1, 2, 3, fourth or final drafts of the report.  Can you confirm if that information was included, it was included in a draft that was not shared with the consultative. 


MR. BALDAUF:  I think, Mr. Mak, we have to be clear on what we call the report and what we call the appendix.  Our detailed analysis was always done in the appendices.  They weren't in the part of the body of the report.  


When we submitted our proposal to EGD, we had envisioned a different final report than what EGD had suggested.  So all of our detailed work was done in appendix D in the analyses, which would then -- and most of this work given our previous experience would make up our future set of working papers in preparation for hearing.  So I think that may be where there may be a piece of confusion.  


As you will recall from the draft of the report, appendix D was something that we did provide through the first draft in a very rudimentary form.  In fact, one of the comments was that it was probably too rudimentary and too thin.  


Through the process of our editing and review with the intervenors and the consultative group, we added far more detail to that report.  


So where -- some of the detail of conversation with various participants of the interviews, some of those details may have been captured in versions of the appendices.  


MR. MAK:  Thank you.  That is very helpful.  Those are my questions for interrogatory 3.  


MR. O'LEARY:  IR number 4, there is several responses to this.  Part A relates to salarywizard.com, I won't go through it all.  Why don't I just ask you to ask what questions you consider appropriate at this time.  


MR. MAK:  Okay.  Very well.  For the first session regarding Salary Wizard, I understand that MNP did not print out copies of the report.  Did MNP make any notes with respect to its research of Salary Wizard?


MR. BALDAUF:  So, Mr. Mak, for salarywizard.com, that tool is a -- if you haven't seen it yet, that tool is a reference where you plug in -- or you first choose a province where you are looking for particular data.  You plug in roles, titles, whatever they may be, and it pulls out a range of data.


To support our analysis through December and January, we went into that several times to get the range for the particular roles that we have.  So, for example, if we go to Khalix on page 33, we were able to draw on Salary Wizard plus our working papers to give us a range of salaries for these particular roles and functions.


To isolate the pieces that we specifically needed, one of the consultants on the project, Ms. Skerratt, on my instruction, went after or searched for these particular roles and created a very rudimentary spreadsheet that says, For this particular role, this particular responsibility; here are the salary ranges that would be required for, let's say, an application manager in the province of Ontario.  


We did that in December and we did it again in January to see if there had been any fundamental changes.


So I believe we have a spreadsheet of those various roles that I asked her to search for for January 2007 for these roles in Ontario.


MR. MAK:  Can you produce that spreadsheet?


MR. BALDAUF:  I believe we can, yes.


MR. BUONAGURO:  Just to follow up on the spreadsheet, you said --


MR. DeROSE:  Sorry, we should have an undertaking number, I think.


MR. BATTISTA:  That will be undertaking JT2.2, and that is a spreadsheet outlining the results of Salary Wizard search.


UNDERTAKING NO. JT2.2:  SPREADSHEET OUTLINING THE 


RESULTS OF SALARY WIZARD SEARCH

MR. O'LEARY:  Okay.


MR. BUONAGURO:  Sorry, just to follow up, that spreadsheet, will it identify the information that was pulled from Salary Wizard at that time independently, or is it an amalgamation of Salary Wizard and something else?


MR. BALDAUF:  No, that would only be the work that we undertook for Salary Wizard.  That was one data point that we used in our analysis for external costs ‑‑ or for our prong 3 analysis.  I'm sorry.


So what that -- for clarification, what that spreadsheet will show is, for example, application manager, and it will show, I think -- as I recall, the top of the spreadsheet has January 2007.  It has the role that we're looking for ‑‑ or the service that we're looking for, and then has a series of roles within that service.


So for this one, it may say manager, application manager, application architect, system analyst, integration specialist, admin assistance, and it won't have office expense, of course.  I think that is what it will break down.  It won't have details of roles or responsibilities for any one of those functions.


MR. BUONAGURO:  Perhaps when you produce that, you could have whoever prepared it - I can't remember the name ‑ a description of how it was prepared.  I assume it is something like, I went on to Salary Wizard and got these particular -- just so we understand where the numbers came from.


MR. O'LEARY:  Sorry, I didn't quite understand.


MR. BUONAGURO:  I think what he's saying is that whoever prepared it went on to Salary Wizard and plugged in the ranges that she ‑‑ is it she?


MR. BALDAUF:  She, yes.


MR. BUONAGURO:  She got.  Just as part of the undertaking response, just confirm that is how it was prepared.


MR. BALDAUF:  I can confirm right now what the process was.


MR. BUONAGURO:  Oh, okay.


MR. BALDAUF:  I asked Ms. Skerratt, a consultant in our consulting practice, to search Salary Wizard to find these specific roles and for Alberta ‑‑ I'm sorry, for Ontario, for as current a date as possible.  So we did it in December and we did it again in January.


So I believe the only one that we have would be the updated January spreadsheet of those particular dates -- of those particular roles.  And it was ‑‑ I think it took her half an hour to do that work.


MR. BUONAGURO:  Thank you.


MR. MAK:  How did you determine what data points to select from Salary Wizard?  You mentioned one data point.  Salary Wizard actually generates three, the 25th percentile, median and 75th percentile.  So which figures were used?


MR. BALDAUF:  We took that entire range of data, and then we combined that with other information that we have with respect to these particular roles and responsibilities, one of them being the data from Watson-Wyatt, one of them being some of the working paper data that we had from past engagements.


We validated that with some of our partners in our IT practice and combined that to give a range.  So if Salary Wizard had a range of, let's say, $50- to $125,000 and Watson-Wyatt had a range of $45- to $120,000, we took the high and the low, created an average and that is what we called our whole range for that particular marketplace.


We also, while we looked at Watson-Wyatt as a guideline, because of its dated ‑‑ because of the dated nature of the data, it being produced, I think, in - subject to check ‑ June 2005, we had to put some sort of a factor in to say:  How valid are these numbers compared to the 2007 numbers?


MR. MAK:  Okay.  Now, we have done some testing of the Salary Wizard survey ourselves and we selected six positions, and five of the six positions ‑‑ I'm sorry, for five of the six positions, the MNP salary range exceeds the Salary Wizard range.  So can you explain that difference, please?


MR. O'LEARY:  Well, can you produce what you're talking about, Mr. Mak?


MR. MAK:  For example, application development manager, MNP's ‑‑


MR. O'LEARY:  No, no, no, we would like to see something in writing.  If you are going to put something to this witness, we require what it is specifically so that he can respond to it, rather than just something ...


MR. MAK:  Okay.  Well, if you could refer to page 62 from appendix D?


MR. BALDAUF:  Thank you.  All right.


MR. MAK:  Yes.  So can you explain the relationship between the Salary Wizard median of 88,000 versus MNP's range of 85,000 and 95,000?


MR. BALDAUF:  If I do a quick calculation on the median between 85,000 and 95,000 and the median you have here of 88,000, I believe we would have a difference of $2,000 in terms of the median.


MR. MAK:  Sorry, that is not the question.  The question is:  What's the relationship, or how did you determine the MNP range of $85- to $95,000, if the only footnote to the MNP number here of 85,000 to 95,000 is Salary Wizard?


MR. BALDAUF:  Oh, well, you also have, you know, a different data point.  You are talking April 2007.  We're taking December or January 2007.  So we're not talking about an apples-to-apples comparison of the data.


MR. BUONAGURO:  So is your answer that the variation between the numbers in your report and the Salary Wizard numbers that we seem to get now is just the time difference?


MR. BALDAUF:  Could be time difference, but as I stated earlier, we combined ‑‑ I mean, while Salary Wizard may have been the primary or the initial source data that we used for this, we also combined our data from Watson-Wyatt or our other knowledge of the IT sector, in terms of costs, to come up with that range.


MR. BUONAGURO:  So I guess the problem there, the footnote only referred to Salary Wizard in support of the numbers.  So you're saying there is additional ‑‑ it's a combination of Salary Wizard and internal opinion?  


MR. BALDAUF:  Well, all of the work that we have, all of our opinion follow the process which we went through in the consultative, is that we would take as many data points as we possibly could, and then combine that with expert opinion.  


So we have done that throughout our report.  The primary data point here was salarywizard.com, we could have put all of the references in throughout, but we thought that this would suffice for the purposes of the – firstly, the range we're talking about here and also with respect to the materiality of some of these positions.  


MR. BUONAGURO:  I think you already went through for this particular point, but could you flesh out what the full reference would be, then?  You mentioned a particular port.  I didn't catch the name. 


MR. BALDAUF:  Well, for each one of the services we probably -- we would have undertaken the same process, but we may not have drawn on all of the same information.  So on this one we may have said, it may have been salarywizard.com, plus Watson-Wyatt, plus a bearing point world class finance report we had, plus -- 


MR. BUONAGURO:  Sorry?  Mr. DeRose coughed I didn't hear you. 


MR. BALDAUF:  It would have been a combination of salary wizard, likely Watson-Wyatt, perhaps the Mercer report or Mercer information that we had, plus expert opinion on what it would take to have some of these people in this type of a role.  


MR. BUONAGURO:  Is that followed through with all of the references, that depending -- you may have referenced something, like in this case Salary Wizard, but in fact the source of the opinion or the source of the information leading the opinion may actually be multiple and they may not have -- 


MR. BALDAUF:  Well, the source of the opinion, the opinion is generated in our conclusions and in our -- in any of the adjustments or our conclusion around being appropriate and reasonable.  That's where all of these factors came into play.  


Some of the data points that we took may have just been one data point to get to some of these areas, some of them may have had multiple data points just to validate that that was indeed a correct range.  


MR. BUONAGURO:  Do you have any way of capturing the actual references for all of these various bits of information and opinion?  Or is it like this, where you say:  Salary Wizard was footnoted but it may have been X, Y and Z but you can't actually tell me right now for sure what you actually used in hindsight?  


MR. BALDAUF:  For this particular service?  Or for all of them?  


MR. BUONAGURO:  Well, you have given me the example in this particular service that you know that you used Salary Wizard because you footnoted it. 


MR. BALDAUF:  Mm-hmm. 


MR. BUONAGURO:  And you suspect or you believe strongly - I don't know how strong you are - that you used one two or three different other sources I think you mentioned but they're not footnoted and I don't think you can they will me with any certainty what you used.  


MR. BALDAUF:  I can tell you with what certainty what we used throughout our report.  But for a particular service, how we broke that down for a particular service is what I am trying to get to.  


So for this particular service, we used salarywizard.com and we used the Watson-Wyatt data and we also used data from data from our past regulatory work in the Alberta sector.  


MR. DeROSE:  Mr. Baldauf, why do you only footnote one source and not all of the sources that you've now just referred to?  


MR. BALDAUF:  I think the other sources are referred to throughout the report.  


MR. DeROSE:  But -- 


MR. BALDAUF:  Are referred to throughout the service. 


MR. DeROSE:  Let me back up.  Normally when I see a footnote attached to a sentence or paragraph I assume that is the source for that sentence or paragraph, for that particular piece of information or opinion.  


What you have just explained to Mr. Buonaguro is that, for instance, Salary Wizard footnote is the primary reference or one of a reference, but you have just named other references that you also would have included to come to that piece of information or opinion.  


As a matter of practice, is that your common practice, that you will name one source, even though you look at multiple sources for a sentence or a paragraph?  


MR. BALDAUF:  For the most part, yes.  


MR. DeROSE:  Okay.  Is there a reason why you don't list all of the sources that you look at when you deem it necessary to identify a footnote?  


MR. BALDAUF:  I think in this case, Mr. DeRose, the range is so close to some of the other sources that the -- and the most relevant one with respect to time and dating is the Salary Wizard reference.  That's why we noted it in this particular case.  


MR. DeROSE:  Okay.  


MR. O'LEARY:  Can we go to 4(b). 


MR. MAK:  Sorry, let me just back up.  I appreciate the lawyers and the referencing issues and all of that, but from my point of view, and I need to understand how MNP came up with the range of 85 to 95.  Now I know it is not just Salary Wizard, there are other factors involved.  


Can MNP explain, in this case, and perhaps in other cases that we may point out, how it derived the range of salary numbers?  So specifically if is Salary Wizard that says 80 to 90, and these other sources might give you other figures, how did MNP arrive at 85 to 95,000?  


MR. O'LEARY:  If Mr. Baldauf has more to answer, but I thought he already answered that question as a general practice what goes on.  So is there something else you can add to it?  


MR. BALDAUF:  No.  There's not.  


MR. MAK:  Okay, that's all for part A.  


MR. O'LEARY:  4(b). 


MR. DeROSE:  I have one preliminary question on part B.  Mr. Baldauf, first of all, you did rely on internal studies?  That's correct?


MR. BALDAUF:  Where appropriate, yes.  


MR. DeROSE:  And those internal studies are written documents?  


MR. BALDAUF:  Yes, they are.  


MR. DeROSE:  And just to make sure I understand the answer to (b), Mr. O'Leary, you are not objecting on the basis of relevance?  You are objecting on the basis of confidentiality; is that right?  


MR. O'LEARY:  No.  It's relevance as well.  Because to this point no one has indicated what any of this material 

-- what relevance any of this material could have.  


The issue of the dollars has been settled, and the only place I see these questions going to is the issue of the dollars.  You have now heard the process that was followed so if you have concerns about the process, Mr. Baldauf is here to answer them and I think he has answered them very satisfactorily.  But in terms of the dollars which is where I think all of these questions are going, yes, we do have concerns of relevance.



MR. DeROSE:  Mr. Baldauf, the internal studies that are referred to, I take it you relied on those internal studies in your assessment of the reasonableness of the revised RCAM?  


MR. BALDAUF:  I think specifically we referred to them to rely on other sources of data that we had, just as another data point.


MR. DeROSE:  And MNP was retained by EGD based on sources of data and subject matter knowledge with respect to these particular areas; right?  And you relied on them in your conducting or assessing the three-prong test?  


MR. BALDAUF:  To some degree, yes.  They may have had some weight -- they may have been weighted compared to some other data.  They may have been used as a tertiary data point.  They certainly weren't used as a primary or secondary point in most of our analyses.  


MR. DeROSE:  Well, Mr. O'Leary, just for the record, our view is if MNP relied upon these studies for the purpose of the assessment of the RCAM which Mr. Baldauf has just said he did in part or in whole they are relevant.   We can leave that to argument but for the record, that is our position.  


MR. O'LEARY:  Well, I disagree and we can fight it out at a motion.  But I haven't yet heard an explanation as to why they are relevant for the purposes of issue 3.6.


MR. DeROSE:  Well, Mr. O'Leary, perhaps you can set out exactly what you believe why they wouldn't be relevant.  If they were assessed by MNP in its assessment of the RCAM, why would they not be relevant to 3.6?  


MR. O'LEARY:  I am not here to start generating issues.  I am here to understand what the intervenors' issues are what with this independent evaluator has done. 


MR. DeROSE:  Then I want an undertaking from the company setting out its position on exactly why this is not relevant to the assessment of the RCAM methodology. 


MR. O'LEARY:  I think that is inappropriate.  If you want to bring a motion, then we will give you our positions at that point.  


MR. DeROSE:  Okay.  


MR. O'LEARY:  It's not an evidentiary issue. 


MR. DeROSE:  Well, so it is your position that the company does not have an obligation to explain why it believes a question is not relevant, when you take the position it is not relevant?


MR. O'LEARY:  We have explained why it is not being produced in the written response.  I have just now given you our position as to relevance, at least for the purposes of today.


If there is some issue, bring your motion forward, explain to the Board what the issue is and we will respond accordingly.


MR. DeROSE:  Okay, thank you.


MR. BUONAGURO:  Can I just follow up briefly?  You said you have given us your position with respect to relevance for the purposes of today.  It seems to suggest that your determination of relevance will change if it's not the Tech Conference.


MR. O'LEARY:  We're not sitting here ‑‑ I am not here to act like a Dr. No.  If there is something that you as intervenors, individual or collectively, raise as an issue, we will reasonably consider it for the purposes of producing something, but to simply make a blanket request for everything that this independent evaluator has relied upon is inappropriate, in our view, from a relevance perspective, given the wording of issue 3.6.


MR. BUONAGURO:  But you don't want to explain that right now?


MR. O'LEARY:  Until I know what the issue is, how can I do anything more than that?


MR. BUONAGURO:  It just seems that you have a very specific, narrow view of what the issues are and you don't want to explain it to us, which I would think would be helpful if you did.


MR. O'LEARY:  I think the time to start explaining your understanding of what issue 3.6 is, if we can't deal with it offline, is to do it in front of the Board.  I think it is quite clear, from our letter, which accompanied the VECC response, as to what our interpretation of 3.6 is.


4(b), are we done?


4(c)?


MR. DeROSE:  I think we can just perhaps ‑‑ I take it that you have the same position for 4(c) that you do for 4(b), that it is not relevant, the general request for reports, memoranda and notes.


MR. O'LEARY:  Mr. Baldauf is prepared to answer questions today.


MR. BALDAUF:  On 4(c), again, the nature of our discussion with respect to engaging other partners with the work that we did really points back to a validation on their side of, you know, some of our numbers.  


So we used the term throughout our consultative, the sanity check, does this make sense?


So in discussion with some of our partners, we would say, given the costs for IT program management, for example, or for Khalix, does this make sense, in terms of a structure to support this particular application?


So those discussions could have been had over the phone, at a fall conference, over a Christmas party.  There are a number of different areas where we would have those discussions with partners and say, Are we on the right track here, and is there any other additional information that we may be able to draw upon to look at?


So, for example, one of my partners referred us to cio.com for some source information there.  Another referred us to some Gartner studies.  So there's a number of different data points that we have there.  Did we capture all of them in a written form?  No.


MR. MAK:  Were these consultations with your partners conducted on a formal or informal basis?


MR. BALDAUF:  Can you define formal?


MR. MAK:  For example, were they provided with written documentation of the specifications of Khalix Necho portal suite and asked for their professional opinions, or were they discussions at the Christmas party or the partners' conference in passing over coffee?


MR. BALDAUF:  I would say that they were not quite as formal as you suggested or as informal as you suggested.  They would probably be in the middle somewhere, and for most of them, especially on the IT applications, they were discussions that I sought out ‑‑ I sought out specific partners to have these discussions about these particular applications.


I would like to go back to, you know, an underlying point here.  There are over, I think, 2,600 hours that went into this analysis through a series of processes, a number of parallel analytical streams.  And we had, as you all know, a very, very compressed time line to get all of this information compiled.


So a lot of the work that ‑‑ a lot of the comments, a lot of the notes, a lot of the detail that goes into this that support our opinion were captured in various edits and various versions of the work that resulted in the final report and appendix D delivered on the 27th of February.


MR. MAK:  Can you provide the names, positions and experience of the partners that you consulted for Khalix Necho portal suite?


MR. O'LEARY:  How is that helpful?


MR. MAK:  Well, Mr. Baldauf is relying upon these partners to corroborate his opinion or form the basis of his opinion.  We would like to know the qualifications of the people he's relying upon.


MR. O'LEARY:  To my knowledge, intervenors agreed with the selection of MNP, in part, based upon the expertise and experience of the firm.  So how can that be an issue here?


MR. DeROSE:  Well, Mr. O'Leary, in the normal course, when an expert or a firm rely on internal sources, they are identified who they are.


Mr. Baldauf has said he's deferred certain opinions that are now contained in the report to other partners.  Who are they?  That is a fair question, because if he deferred a question to a partner who specializes in IT and has for 20 years, that will create a different weight or value of that opinion than if he deferred it to a partner that does not work in IT at all, to use an extreme.


So it is a fair question.


MR. BALDAUF:  Mr. DeRose, we didn't defer an opinion to the other partners.  The other partners supported.  You will see no other partners named in this report.  You will see no other partners named as authors to this report.  They were one data point that we used amongst many to support our opinion and to give it sort of, as we said, that sanity check.  


Some of these values here that we're looking at, I mean, if we say an application manager, you know, on the Necho side of between $85- and $95,000, I mean, if it's 80,000 or 97,000, I fail to see the materiality of that with respect to the overall issue that we're talking about here, in terms of the revisions meeting the Board directive.  


So it was one data point that we had in the ‑‑ one data point out of many data points that we had throughout this work.


MR. MAK:  Mr. Baldauf, if I could just ask one clarification question regarding the formality of the consultations.


Were the specific parameters or specifications of the software platforms that we spoke of Khalix, Necho, portal suite, were they provided to your partners in asking for their opinions regarding cost?


MR. BALDAUF:  I think, Mr. Mak, in our conversations with our partner, for example, when we talked about expense system management and technical support, we used a definition that was provided in the in-service description, for example, on page 60 of appendix D, and I said -- you know, the conversation would have gone around, We're doing this analysis for Enbridge.  One of the particular services is around expense system management and technical support.  They refer to it as Necho.  It captures this sort ‑‑ it provides this sort of a service as a tool.  What would it take to manage this particular system in an organization?  Would it make sense to have an application manager, a technical architect, a systems analyst, perhaps a business analyst and some support functions to provide this?  


And so, I mean Necho isn't any different from any other specific application that is in an organization.  It is something that needs support.  It is something that needs management and it needs this type of personnel infrastructure to support.  So if it is Necho, if it is Khalix, if it is the portal suite, if it is a pricing tool, if it is a CRM tool, all of those things need a particular set of particular subject matter expertise to support that tool and make sure it is functioning properly on a day-to-day basis.  


MR. MAK:  Thank you.  


MR. O'LEARY:  Can we move on to the (d), (e), (f), (g), (h) and (k) response.  


MR. DeROSE:  I will just put on the record.  As we said at the beginning, we will try to work offline to see if we can agree on the production of these and, if we can't, they will be subject to a motion.  


MR. MAK:  Can we speak briefly about question J?  


MR. O'LEARY:  There is I, J and L.  


MR. MAK:  Yes.  Focussing on J now, with respect to the ERP issue.  Can Mr. Baldauf explain who Mr. Daryn Edgar is, his qualifications and experience?  


MR. BALDAUF:  For clarification, it is Ms. Daryn Edgar.  Ms. Daryn Edgar is a CA, C MA, MBA; she has extensive experience in ERP applications.  She led the SAP implementation, Apex project at Canadian Pacific Railway, where I met her.  She is extensively trained in ERPs for large business and small business and at Wellpoint Systems she is responsible for ERP implementations for the small- to mid-size organizations up to about $100 million.  She is recognized as a subject matter expert in business requirements, process design, and application of business systems to business process, and is also recognized as an expert and certified, I believe, by several different application providers in training and change management.  


MR. MAK:  Okay.  


MR. BALDAUF:  Ms. Edgar and I have had an extensive relationship, professional business relationship in the city of Calgary in a number of different implementations.  


MR. MAK:  Okay. 


MR. BALDAUF:  And if I may add, her firm is a -- is a designated support organization or supplier of MNP in providing IT expertise, particularly implementation for a number of our clients.  


MR. MAK:  Thank you for your thorough answer.  


MR. BALDAUF:  Is that enough?  


MR. MAK:  Yes.  Can you provide the specific question or questions that were put to Ms. Edgar regarding EGD's ERP requirements.  


MR. BALDAUF:  Can you refer me to the page number?  


MR. O'LEARY:  It is 83.  


MR. BALDAUF:  Eighty-three.  I can't give you the specific question, Mr. Mak, but I can certainly frame it in the sense that:  What would it take -- certainly around right now this was particular to -- let me just go back.  


So she has been responsible for a number of HR systems that she has implemented and we talked specifically around, again, the structure that is required to provide this type of -- provide this type of service, enterprise application, leadership and management that is required to deliver this, and appropriate background.  


So are these people readily available?  What is the salary range?  Is it reasonable to suggest that a senior manager for this particular function, in this type of organization, would be paid in the range of $75,000 to $100,000.  Those would have been the series of questions that we would have had around our discussion.  


MR. MAK:  Perhaps I didn't catch it, but did you also ask her the infrastructure or the positions required to provide this service?  


MR. BALDAUF:  Yes, yes.  So typically, Mr. Mak, the question would have been:  Is it reasonable to have this amount of people to provide this level of service for this type of an application, for a company of this size?  In a stand-alone organization.  


So we would say, with X amount of revenue, with X amount of employees to provide this amount of service, what is a typical structure to do that?  Ms. Edgar's experience in this particular sector would say, that is reasonable or that is not reasonable.  She may have even added a comment on what they did at the railway or other implementations she has done along the way.  I don't recall that specifically.  


MR. MAK:  Just so I understand, then.  A model of service delivery was put to Ms. Edgar and she was asked whether it was reasonable, then?  


MR. BALDAUF:  Yes.  


MR. MAK:  Fair enough.  Was she provided with the specifications of that model, EGD's corporate profile?  


MR. BALDAUF:  No.  Most likely she was provided -- in fact I went, again, the same process I followed as with others.  I went through a service description and said, here's the type of thing that we're looking for.  


We talked about the specific HR application including the following modules, et cetera, et cetera, et cetera.  So her experience in that sector would have provided, I think, a reasonable and fairly credible reference with respect to this particular service.  


MR. MAK:  Okay.  Is the outcome of your discussions with her or her advice to MNP documented in any notes, letters, reports?  


MR. BALDAUF:  It would have been captured through here.  One of the things we would have done, Mr. Mak, in more detail, as I recall that process, is that we would have had, through some of our internal drafts, we would have had action item items listed in here and they would have been assigned to different people. 


So for example on most of the IT -- most of the IT work that we undertook or the analysis of the IT systems I undertook because of my background in IT, and we would have had, as note to drafts through our various reports, the action items and then in a conversation with Daryn, I would have captured those particular pieces and checked off the fact that this has been validated.



MR. MAK:  Thank you.  


With respect to question L, which relates to the advice obtained from CSR Strategies, did you undergo a same or similar procedure as with Ms. Edgar with respect to putting questions to CSR?  


MR. BALDAUF:  Yes.  Would you like me to provide a brief CV of the people at CSR. 


MR. MAK:  Please. 


MR. BALDAUF:  Sheila Carruthers is the president and principal of CSR Strategies.  Sheila has been involved in fund development and corporate social responsibility for probably 20 years of her professional career.  She developed the fund development and corporate social responsibility strategy for Canadian Pacific Limited and ran while she was the vice-president of the Canadian Pacific Foundation, which in its -- when it was created, I think distributed over ten to $15 million annually to various charities in North America.  


Sheila recently received her MBA in, specifically, around I think corporate social responsibility or social responsibility issues and developed corporate social responsibility strategies for a number of different firms in Alberta and British Columbia.  


MR. MAK:  Thank you.  With respect to the advice sought from CSR, did MNP also provide the service schedule to CSR for commentary?  


MR. BALDAUF:  I provided Ms. Carruthers with the    most recent Enbridge Inc. annual report and referred her specifically to the corporate social responsibility section in to the corporate social responsibility section in that report.  And over coffee in my office, we discussed the report.  Sheila Carruthers was also engaged in one other    client project with us in that time.  So that's when we had the discussion.  It would have been somewhere in early December.  


MR. MAK:  One more question.  The CSR commentary -- let me find it here -- this is at page 90 of Appendix D.  I will give you a moment to read it.  In the second paragraph starting, “CSR is an emerging issue...” 


MR. BALDAUF:  Yes.  


MR. MAK:  About four lines down:  



~"Their services are provided at a premium."


Can you clarify the premium to what and how much of a premium?


MR. BALDAUF:  Well, people who have been involved in this particular type of work are ‑‑ there aren't many of them.  So people with the particular capability and background or CV to provide this particular type of work, there are very, very few.  So to attract and retain that type of an individual that can hit the ground running and that can develop this type of a strategy, develop, implement and deliver this type of strategy within a firm are unique.


So because they are unique and because they are in high demand, they would demand a premium rate or salary.


MR. MAK:  I'm sorry, I'm seeking clarification in terms of premium to what?  Premium to other consultants, premium to accountants, premiums to lawyers?


MR. BALDAUF:  Premium to other professionals, perhaps.  Sheila would command a rate that would be similar to a partner rate at my firm on a consulting basis, and I would think that, you know, if she were to ‑‑ I know what her salary was at Canadian Pacific Foundation, and I would think that, given her salary, I would consider that to be a premium over an average professional salary in an organization of that size.


MR. MAK:  So this statement regarding premium attach to these professionals, is that your opinion or a consultant's opinion?


MR. BALDAUF:  Well, that would be a combination ‑‑ I mean, I wrote this particular paragraph and I wrote it based on the discussion that I had with Ms. Carruthers, so it is a combination of -- mostly it was developed -- it was supported by her professional opinion, and we're paraphrasing, you know, based on her input.


MR. MAK:  And is this opinion your opinion, then, based on your anecdotal recall, or some kind of quantitative or empirical analysis?


MR. BALDAUF:  Ms. Carruthers was sitting next to me and told me what the range of these salaries were, and given her subject matter knowledge on this particular topic, I accepted that.


MR. MAK:  As far as you are aware, did Ms. Carruthers conduct a survey of her peers in this industry?


MR. BALDAUF:  No, but I believe for us to render this opinion, we also talked with the service recipient of this particular issue in external communications at EGD, and I can ‑‑ Ms. Boukydis, and we talked about corporate social responsibility, and she also suggested that having external consultants to provide this service would be in the range of $300 to $350 an hour.  I would suggest that that would be a premium compared to other consulting ‑‑ consultants.


MR. MAK:  Thank you.  Those are my questions for Interrogatory 4.


MR. BATTISTA:  In that we started at about ten o'clock and it is quarter to 12:00, I think at least for the court reporter, if not others, I think we need a break.  And do you think, in terms of hoping to get done as soon as we can today, we should break for lunch now or just have a quick biological, reconvene for an hour, and then have our lunch break?


MR. O'LEARY:  I think that is a good idea.  Just keep going.  Have the biological, and then ...


MR. BATTISTA:  Is everyone comfortable with that?  So let's make it noon.  We will come back at noon.


MR. O'LEARY:  Sure.


‑‑‑ Recess taken at 11:45 a.m.

--- On resuming at 12:01 p.m.


MR. BATTISTA:  Everyone is back so I think I can begin, and I think the next interrogatory was number five.  


MR. MAK:  Mr. Baldauf, can you confirm the URL for the CIO article, because the one I have there seems to relate to a article about Met Life. 


MR. BALDAUF:  That was the source URL for that reference.  If you look at the rest of that web page, there are a number of links and a number of side bar documents or links to other articles.  When we went back -- and we used references with respect to both some of the information within the Met Life piece but we predominantly used some of the references, some of the links that are in that particular URL.  


MR. MAK:  Okay. 


MR. BALDAUF:  I can't recall exactly what those were, but there were -- I do believe one of them was around seven steps to effective program management.  There was a piece on economies of scale and there were two pieces, I think, related specifically to HRIS systems and other IT program management pieces in there so...


MR. MAK:  Okay.  With respect to the services that were subject to the Yellow Pages test, is it appropriate to assume that in appendix D, prong 3, whenever MNP refers to external sourcing, that is a Yellow Pages test test?  


MR. BALDAUF:  Not just that, Mr. Mak.  The Yellow Pages test was applied to almost every single service that we went through.  


So when we did the review with the service recipients of the business cases and we said, you know, What other ways are there to have this service provided or are you aware, I think, was the question, are you aware of any other ways to have this service provided?  They would be able to recount to us what other sources of personnel, staff, whatever it may be, would be able to provide this service.  


So Ms. Boukydis talked specifically about external consultants that could provide CSR or that could provide external communications help.  Mr. Weil, you talked about consultants he could possibly use to draw on in a pinch in some IT areas.  So that Yellow Pages test was applied at the very beginning of our work in understanding -- in getting us to understand whether the service recipients understood what other methods of service or how the service could be provided through some alternative means, then in prong 3 was where it really came out in terms of saying:  Here's what -- to provide this externally or provide this via some other method, here is the model that would have to be in place to have that service delivered.  


MR. MAK:  Okay.  Those are my questions for number 5.  Number 6, stock base compensation.  Thank you for the addendum to interrogatory number 19.  


Some of my questions here are covered, but I would like to ask for an overview of the stock option charge as it relates to the RCAM.  


Mr. Baldauf, please explain the process from granting a stock option to an employee to how the charge, in respect of that grant, ends up in the RCAM.  So from the timing of when an employee receives a stock option, stock options, when is it valued - how it is valued, that's been answered here in number 19 - and how that value gets translated into the RCAM charge.


MR. BALDAUF:  Mr. Mak, I believe that that particular analysis is out of analysis is out of the scope of the work that we did.  We received a number within the RCAM piece, and then did the analysis based on how that number moved through to the very end.   


MR. MAK:  Can we get an undertaking for the company to answer that?  The reason why is because there was a change in the calculation of the stock-based compensation as a result of MNP's work.  There is a change in both methodology and I believe also in the timing of when the charge is calculated.  It has not been made clear to us what the changes were and what the end process is.  


MR. O'LEARY:  In terms of the end process, we have the number that has been generated.  So I don't know what more we can add to that.  We have given you the fundamental assumptions or numbers that were used in the Black-Scholes method.  I am not aware that there was any change of the timing, but I will certainly give you an undertaking to say if there was a change to that.  I guess you wouldn't know?  


MR. BALDAUF:  No.  


MR. O'LEARY:  What else sorry did you want, Mr. Mak?  


MR. MAK:  I think it would suffice if you could ask the company to provide a narrative of the calculation as it now is or as it now stands.  


MR. O'LEARY:  All right.  And just so that I understand what I am asking them to provide, what would the narrative include?  


MR. MAK:  Well, the narrative would be of the process from when a stock option is granted to an employee or group of employees, how do those options become valued; when are they valued; and how does that value translate into the RCAM charge.


MR. O'LEARY:  To the extent that we can provide an overview, I will ask for that.  To the extent that that overview would amount to simply a restatement of what the Black-Scholes methodology is, I don't see that as something that -- but I will attempt to provide something.  


MR. MAK:  If is it of any assistance the Black-Scholes methodology would be limited to the valuation aspect of it?  That's all it would be. 


MR. O'LEARY:  Yes.  


MR. MAK:  Further to the consultative discussions, the basis for my question regarding the timing issue is that there was some confusion, in my understanding, a change made, the timing of when the valuation was done and how it was recorded in RCAM.  I don't recall the specifics, but the difference had to do with whether the valuations were done on an annual basis or at the time of the grant, and how those values were translated into the annual RCAM charge.  


MR. O'LEARY:  All right.  I hear you, and we will provide you with something in writing.  


MR. BATTISTA:  Okay.  This would be undertaking JT2.3.  


UNDERTAKING NO. JT2.3:  To provide whether there was a 


change in the timing of when stock options which have 


been granted are valued, then a general overview of 


the whole process of: when they WEre granted and when 


they WEre valued; and if there have been any change to 


that; and how that translates into the number which is 


used for the RCAM.  


MR. BATTISTA:  For ease of calling this back, could we have just a short sentence?  Because I'm not quite clear.  


MR. O'LEARY:  Well, it is a little difficult because it is not quite clear as well.  But as I understand it, I am going -- the response will address whether there was a change in the timing of when stock options which have been granted are valued; then a general overview of the whole process of when they're granted and when, I guess, they're valued; and if there have been any change to that, and how that translates into the number which is used for the RCAM.  And I am presuming if you used Black-Scholes, that is the number it generates so it is really the first two portions of that that I guess are the answer. 


MR. MAK:  Well, again, Black-Scholes is supposedly performed at the time of the grant.  But these grants -- these options may have a term of two, three, four years.  And the value that comes in under Black-Scholes has been amortized over the two, three, four years.  There is some confusion in my mind -- my understanding, based on the conversations we have had, as to when the valuation is done and when that value is amortized or how it is amortized over the option period.  


MR. O'LEARY:  Are there any other areas that you are confused with, because what I will do is look at exactly what you say today and try and see if we can deal with that confusion.  


MR. MAK:  Those are my questions.  


MR. O'LEARY:  Okay.  


MR. BUONAGURO:  If you need further clarification, feel free to call us.  Whoever knows on your side can chat with him.


MR. O'LEARY:  You're on my speed dial, Mr. Buonaguro.


MR. BUONAGURO:  What's that?


MR. O'LEARY:  I said you're on my speed dial.


MR. MAK:  Now I have some questions regarding MNP's assessment of the stock-based accounting.  MNP has provided an opinion regarding the calculation of the stock options or stock-based compensation, particularly with respect to Black-Scholes. 


My understanding is that MNP also consulted with other companies in the energy industry, including Terasen and EPCOR.   Would Mr. Baldauf please explain the questions that were put to Terasen, EPCOR and any other companies you may have consulted, and the nature of the advice that was received from these companies.


MR. BALDAUF:  If I recall correctly, I believe the questions with respect to Terasen and EPCOR were simply related around what method is used to calculate stock‑based compensation.


I believe that followed after a conversation in our working meetings, one of our consultative working meetings, where we were asked, Could we find out, from other rate-regulated energy companies, what process they followed to value stock‑based compensation?


MR. MAK:  Okay.


MR. BALDAUF:  So that was essentially the, I guess, sum of the ‑‑ or the structure of the question that was asked around.  We were referred by both EPCOR and Terasen 

-- the comment back from EPCOR and Terasen was both around Black-Scholes as being the method that they used to value stock-based compensation.


And Terasen mentioned that their employee stock-based compensation plan was managed by a firm called Solium Capital. 


MR. MAK:  And you also consulted Solium Capital?


MR. BALDAUF:  Yes, we did.


MR. MAK:  Okay.  Now, I understand from what you have just said, then, that your questions to these companies related to how the stock options were accounted for, how they were valued.


Can you clarify whether the question was made specifically in the context of financial accounting or financial reporting, or for the purpose of rate regulation or rate applications?


MR. BALDAUF:  As I recall the questions ‑‑ and my colleague Eva Korpela posed the questions to Terasen.  As I recall the question she posed to Terasen, it was around, firstly, Is stock-based compensation part of their overall compensation plan for the organization, and then how is it valued?  I don't know if it was with respect to financial reporting or rate-making or any detail related to that.


MR. MAK:  Do you know whether the specific question was asked whether any of these companies included stock-based compensation as a recoverable cost for rate‑setting purposes?


MR. BALDAUF:  I don't believe that that question was asked, but I can undertake to find that out.


MR. MAK:  Please do.


MR. O'LEARY:  Okay.


MR. BATTISTA:  That will be undertaking JT2.4, and that is to check whether some utilities were asked whether stock‑based compensation was a consideration.


UNDERTAKING NO. JT2.4:  TO CONFIRM WHETHER EPCOR AND 

TERASEN CONTACTS WERE ASKED WHETHER OR NOT STOCK‑BASED 

COMPENSATION WAS RECORDED AS A PASS-THROUGH TO 

RATEPAYERS

MR. O'LEARY:  If EPCOR and Terasen contacts were asked whether or not stock-based compensation was recorded as a pass‑through to ratepayers.


MR. DeROSE:  Just if I can add a clarification on that.  If the answer is, yes, the question was asked, I assume you will give us what the answer was, as well?


MR. O'LEARY:  Yes.  Anything else?


MR. MAK:  I'm just waiting for the witness.  Okay, as part of MNP's work, did you consider the treatment of stock-based compensation by any regulatory bodies, the OEB or other, with respect to stock-based compensation?


MR. BALDAUF:  I believe, Mr. Mak, we reviewed -- based on a direction provided by the consultative, we went into ‑‑ we were asked by the consultative to look at stock‑based compensation as an issue related to any matters before the OEB in the past, and we responded to the consultative saying that it was very, very difficult to find any reference to stock‑based compensation in our analysis.


In fact, I believe that it was following a review in January, perhaps of report draft 2 or 3, that we suggested that any future analysis on this issue would no longer really be relevant to what we were doing and we thought that we would just work towards completing the draft of the report.


MR. MAK:  Okay.  Did MNP review any academic authorities or references with respect to SBC and rate‑setting?


MR. BALDAUF:  I believe ‑‑ no.  Oh, with respect to rate‑setting?  No, we did not.


MR. MAK:  Okay.


MR. BALDAUF:  Now, with respect to rate‑setting we didn't, but with respect to academic authorities, I do believe we have one or two references with respect to stock-based compensation in our report.


MR. MAK:  And is that in the context of financial accounting or financial reporting or rate‑setting?


MR. BALDAUF:  I think it is in response to financial reporting and financial accounting, rather than rate‑setting.


MR. MAK:  Thank you.


Mr. O'Leary, could we get an undertaking from the company to recalculate RCAM, to isolate the component of the stock option charge that remains in the model?


MR. O'LEARY:  You want to know that portion of the direct charge which relates to stock options?


MR. MAK:  Well, direct, or buried in the primary services, but whatever is remaining with respect to the stock option expense within the model.


MR. O'LEARY:  Leaving aside anything any PSUs.


MR. MAK:  Just the stock option portion.


MR. O'LEARY:  We will make best efforts to do that.


MR. MAK:  Okay.  If you could identify where it resides -- each component resides in primary services and direct charge, please.


MR. O'LEARY:  Okay.


MR. BATTISTA:  That will be JT2.5.


UNDERTAKING NO. JT2.5:  TO PROVIDE, BY SERVICE OR 

DIRECT CHARGE, THE AMOUNT INCLUDED IN 2007 RCAM 

SETTLED NUMBER WHICH RELATES TO STOCK OPTIONS.

MR. BATTISTA:  Mr. O'Leary, a one-sentence ‑‑


MR. O'LEARY:  To make best efforts to provide, by service or direct charge, the amount included in the 2007 RCAM settled number that relates to stock options.


MR. BATTISTA:  Thank you.


MR. MAK:  Those are my questions for number 6.  Number 7 relates to the common cost allocation analysis.


My first question is:  Did MNP review the completed time surveys that were prepared by EI personnel, and, if so, what analysis of the same was performed?


MR. BALDAUF:  I believe that the time studies were reviewed or summaries of the time studies were reviewed as part of the work that we undertook.


MR. MAK:  What review was performed, what analysis was performed, what attributes were evaluated?


MR. BALDAUF:  I believe that we looked to see that time surveys or time studies or time surveys had been done.  We reviewed the details of the instructions to participants.  We reviewed the addition of additional buckets of the time surveys, and we reviewed how they were completed.


MR. MAK:  Did MNP evaluate the reasonableness of the completed time studies?


MR. BALDAUF:  No, we didn't, and the reason we didn't was because we had no historical perspective from which to base these time surveys compared to previous time surveys.


You will recall from our discussions in the consultative that previous time estimates were based on two buckets, EGD and EI.  The new time surveys were based on a far more distributed model of time.  


MR. MAK:  So just to be clear then, no comparison was performed by MNP of the current year time studies versus the prior year time studies, notwithstanding the fact that different buckets were involved?  


MR. BALDAUF:  No.  


MR. MAK:  Did MNP compare the cost allocation results, the common costs from year to year?  


MR. BALDAUF:  No, we did not.  


MR. MAK:  And in the MNP report there is a conclusion that the time surveys, using more buckets, I may be misquoting here, time surveys using more buckets - I may be misquoting here - but they are more reliable or more accurate.  


What is the basis or what is the evidence MNP relies upon to support that conclusion?  


MR. BALDAUF:  Do you know what page that is on off-hand?  Actually, we have it in our conclusion on page 50 that: 

~"It is the opinion of MNP that the introduction and use of additional affiliate buckets with quarterly time estimates has led to a more precise and appropriate identification and allocation of costs." 


So based on our knowledge and expert opinion that we drew from - I'm trying to find my reference - we believe that having more choice to allocate cost or define cost to the appropriate areas would lead to more -- a more accurate depiction of where time was actually spent.  


So in fact some of the responses that we had from our interview said exactly that:  Knowing that there is five or six choices as -- or seven choices as to where they could allocate their time to, they were more accurately able to depict or determine where they spent time on a particular effort.  


MR. MAK:  So the basis of MNP's conclusion is its own experience, generally speaking and the information obtained from the interviews?  


MR. BALDAUF:  Mm-hmm. 


MR. MAK:  But MNP did not conduct any auditing so to speak, of the results to say they were more precise; is that fair?  


MR. BALDAUF:  Well, as you will recall, Mr. Mak, this wasn't an audit.  This was a review of information or an evaluation of information that we had.  


So -- and having, you know -- once again, we're looking at two different buckets.  We're looking at a bucket that has two categories versus a bucket that has seven categories.  I can relate, from professional experience and I'm sure you can as well, in a professional services organization, that if there are five or six choices for you to decide where you spent your time on, if it is with clients or admin or other functions, you will be more able to accurately depict where you spent that time rather than if it's admin, or travel.  


MR. MAK:  Well. 


MR. BALDAUF:  Perhaps.  


MR. MAK:  That's the point I'm getting at.  I agree it's not an audit, but you make a very strong conclusion.  We're just trying to see the basis of that conclusion.  My understanding is it is your experience or knowledge, your assessment, professional assessment. 


MR. BALDAUF:  Professional assessment and also the response that we had from, I believe, from the EI respondents who said that:  Having a choice for -- having additional choice as to where they could allocate their time or distribute their time is a more appropriate, is more appropriate, more accurate in terms of deciding where their time goes.  


DR. HIGGIN:  Just one follow-up question, Mr. Baldauf, on that point.  


As a result of this, how much did the common costs or shall we say not attributable to any one entity, therefore to the benefit of all -- how much did they go down as a result of the addition of the other buckets?  Do you know?  


MR. BALDAUF:  I don't recall that off-hand. 


DR. HIGGIN:  But was it material?  Or was it a large drop?  In other words, because of this larger number of choices, that the common costs went down very significantly?  


MR. BALDAUF:  I don't recall that off-hand, Mr. Higgins.  


DR. HIGGIN:  We could take -- ask an undertaking, because I believe you have an opinion and it relates to that, that the methodology, and that includes the common cost allocation, is appropriate.  And therefore that is what I am driving at, is whether or not that opinion -- what was the basis of your opinion?  


MR. BALDAUF:  Okay.  


MR. O'LEARY:  Which opinion is that, is that the one Mr. Mak was just asking about?  


DR. HIGGIN:  No.  If you wish, I could look it up, but I don't have the particular reference.  But I think Mr. Baldauf will confirm that his opinion included an opinion that the common costs were appropriate, appropriately allocated.  


MR. O'LEARY:  It is appropriate to take the witness to the opinion you're referring to, rather than paraphrasing it, so I would ask you to do that.  


DR. HIGGIN:  We will do that, then.  We will look at it at the break and we will come back and ask him the specific question. 


MR. O'LEARY:  Okay.  Thank you.  


MR. BUONAGURO:  Is there a problem with the undertaking?  I think the undertaking was just to provide us with I guess a figure of how much the common costs were reduced.  


MR. O'LEARY:  You're looking for the numeric difference between the 2006 figure and the 2007 figure that's in the final numbers?  


DR. HIGGIN:  Yes.  Maybe -- we have just been given a reference.  I think this covers it, on page 50, on your opinion on time estimation and allocation.  And what I think my question relates to:  Does that opinion also encompass the common costs?  Okay.  On page 50.  


MR. BATTISTA:  I'm into the sure whether we have one or two undertakings?  


DR. HIGGIN:  Just one.  


MR. BATTISTA:  JT2.6.  


UNDERTAKING NO. JT2.6:  TO PROVIDE QUALITATIVELY THE 

IMPACT OF ADDITIONAL TIME ALLOCATION BUCKETS WITH 

RESPECT TO COMMON COSTS 

MR. BATTISTA:  Mr. O'Leary?  


DR. HIGGIN:  Well, the undertaking is to give us qualitatively what the impact of the additional time allocation buckets was, with respect to common costs.  Were they reduced relative to the prior year?  


MR. BALDAUF:  I would like to comment on that, because I think that might be a little bit of a challenge for us to do, given that there's -- maybe not for us to do, but for EGD to do.  Because the buckets are different and the service descriptions have changed over that period of time.  So I'm not sure if you would get an accurate apples-to-apples comparison between those two.  


DR. HIGGIN:  Well, we were talking about directionally and that drives to a very significant point that we can go to again in the Board's decision regarding an expectation that one of the consequences of the additional buckets would be a reduction in the amount of common costs.


I know we will give you that reference and that drives to that point.  So we're looking for directional, we're not asking for accurate.  But if you feel that you can't provide it, then that is the answer.  


MR. BALDAUF:  But I believe, Mr. Higgins, the other comment that we made in our report was that to get an accurate depiction of this year over year, we would have to see the methodology in place for a series of time.  And I think we commented on that in our report, that just to have this year over the last year, given all of the different pieces and all of the revisions to the methodology, it would be inaccurate for us to go back to an old structure and then go forward and do a year-over-year comparison.  


DR. HIGGIN:  So you're relying then on your opinion that the common costs were appropriately allocated?  


MR. BALDAUF:  Yes, we are.  


DR. HIGGIN:  Okay.  Thanks.  


MR. MAK:  Sorry, just to follow up, Mr. Baldauf.  I understand your point.  But I don't think it is necessary that we compare each individual service.  I think Roger's point is getting at the totality of the common cost allocation which, in 2007, I believe I have seen somewhere that the total common cost allocation is approximately $5,800,000.  


What Roger would like to see is the change in that number, the difference in that number between prior years' total common cost allocations, which I believe is available or can be made available from the RCAM.


MR. O'LEARY:  Are you asking what the individual costs were for 2006?  I'm sure that is on the record somewhere.  


DR. HIGGIN:  A comparison between 2006 and 2007.


MR. O'LEARY:  Just if you quoted it correctly, given me the number of the common costs for 2007, certainly we can dig out and give you the number from ‑‑ I'm not sure which one, because of course the Board reduced the amount that was claimed last year.


So we have the number from the decision and we have the number from the Deloitte study, and I'm not sure what we can give you that you don't already have.


[Mr. O'Leary and Mr. Baldauf confer]


MR. O'LEARY:  So, Mr. Mak, we have found the $5 million figure which you identified, and it's found at Exhibit D1, tab 3, schedule 2, page 37 of 148 at attachment 2, which shows that the common costs are $5,008,635.  


In terms of the amount for 2006, I am not sure how we can do anything more than direct you to the filing and/or the decision.


MR. MAK:  That's fine.


MR. O'LEARY:  I mean, you have heard the concerns we have about trying to make the comparisons, given the changes.


DR. HIGGIN:  What we are really driving at is it is a methodological issue.  It is not a numbers issue.


One would intuitively expect that having more buckets for people to assign that there would be a major reduction, my words, in the unallocated costs as a result of giving them more choice where to put their time.


MR. O'LEARY:  I understand.


DR. HIGGIN:  That is what we're driving at.  And I believe, and we will find it, there is an opinion that the common costs are appropriately allocated.  We will find that reference.  That's what we're driving at with my question.


And, therefore, we are asking:  What analysis underlay that opinion?


MR. O'LEARY:  All right.  You have our answer.


MR. MAK:  Those are my questions for number 7.


Number 8, the equity financing costs, the company has asked for clarification of our question.  I will put the hopefully more clear questions to you now, sir.


The first question ‑‑


MR. O'LEARY:  Sorry.


MR. MAK:  The first question is whether MNP examined a breakdown of the financing costs or capital market costs of the RCAM between the equity and debt capital components.


MR. BALDAUF:  I will have to confirm that.


MR. BATTISTA:  That will be undertaking JT2.7.


MR. O'LEARY:  I think it is 6.  I don't think there was an undertaking at 6 yet.


DR. HIGGIN:  No, there wasn't an undertaking at 6.


MR. O'LEARY:  There wasn't.


MR. BATTISTA:  I thought the discussion we had on 

the ‑‑


MR. O'LEARY:  On the common costs?


MR. BATTISTA:  Yes.


MR. O'LEARY:  Didn't produce an undertaking.


MR. BATTISTA:  Oh, I thought we had.


DR. HIGGIN:  No.  I think Mr. O'Leary said that they gave us the numbers and said that that is all they could provide.


MR. BATTISTA:  I thought you went on to the methodological aspect and I thought there was something forthcoming, but I guess I misread that.


DR. HIGGIN:  Well, we have to go back and find the reference with respect to the basis of MNP's opinion on the cost allocation, common costs, and then we may have a question.


MR. BATTISTA:  Okay.  Then that will be ‑‑ pardon me.  That will be JT2.6.


UNDERTAKING NO. JT2.6:  TO CONFIRM WHETHER MNP 

EXAMINED THE BREAKDOWN OF FINANCING COSTS BETWEEN 

EQUITY AND DEBT.

MR. BATTISTA:  Mr. O'Leary, one sentence.


MR. BALDAUF:  We are going to confirm whether MNP examined, confirm whether MNP examined the breakdown of financing costs between equity and debt; is that correct?


MR. MAK:  Yes.


The second question is MNP concludes in its report that financing costs related to the equity component of capital are appropriately included in the RCAM.


Can Mr. Baldauf please explain MNP's analysis and rationale behind that opinion and cite any regulatory or academic authorities relied upon by MNP?


MR. O'LEARY:  Do you have a reference, page number for that?


MR. MAK:  I am trying to find it right now.  Perhaps we will come back to it after I find the specific reference.


MR. O'LEARY:  Okay.


MR. MAK:  Moving on to number 9, insurance and audit fees.  MNP relies upon the three reports prepared in prior years regarding the reasonableness of the EI insurance program for EGD.


My first question is whether MNP examined any differences in the program characteristics, for example, risk coverage, in the years that were included in each of these reports and in 2007.


MR. BALDAUF:  That was out of the scope of our engagement.


MR. MAK:  So is it fair to then assume that ‑‑ sorry, is it fair then to characterize MNP's work as it assumed that these reports have the same coverage in 2003, 2004 and 2005 as in 2007?



[Mr. O'Leary and Mr. Baldauf confer]


MR. BALDAUF:  Based on our conversations with the various representatives from EGD and EI and the information that we got from them, we didn't assume that they were identical.  We assumed that there may be some changes along the way, but we took it at sort of the information that we received to be an accurate depiction of what the insurance costs were.  


MR. MAK:  Sorry.  The question is not about the insurance costs, but the reports that were relied upon by MNP, including the direct charge for insurance is reasonable. 


MR. BALDAUF:  Yes.  


MR. MAK:  My question is, did MNP assume, then, that the fundamental characteristics of the insurance programs that were examined in each of these reports were substantially similar to the insurance program that is now in place for 2007?  


MR. BALDAUF:  Yes.  As I stated.  Based on our discussions and our review of the report, we didn't see any material changes in the coverage.  


MR. MAK:  Okay.  Did MNP examine the data, the methodologies or the assumptions that were made or utilized in each or all of these three reports?  


MR. BALDAUF:  No, we did not.  


MR. MAK:  Did MNP contact the authors of these three reports to discuss the contents of the reports or to obtain authorization to rely upon these reports for your purposes?  


MR. BALDAUF:  No, we did not.  We relied on the fact that, firstly, the interviews with the various representatives related to risk management, insurance at EI and EGD were subject matter experts.  In fact, one of them was demonstrated as such from EI.  We also relied on the fact that the report was generated by a, what we believe, a competent and recognized insurance organization in the industry.  


So based on that brand, we took the values that were developed, and the opinions that were developed within that report as being accurate.  We found no need to go into any deeper analysis than that.  


MR. MAK:  Did you examine the engagement letters or terms of reference for any of these three letters, the reports?  


MR. BALDAUF:  Again, Mr. Mak, this was not an audit.  We did not feel it necessary to examine engagement letters or any other terms of reference with respect to these letters.  


MR. MAK:  It's not an issue of whether it is an audit.  The issue is that MNP has relied upon these reports. 


MR. BALDAUF:  We have.  And we believe that the opinion presented in that report, given the nature and reputation of these particular firms, is satisfactory for us to rely on the opinion.  


MR. MAK:  The Aon letter, and I will turn to -- Aon report of March 2003, and if you turn to page 1 of the report, the scope of the report refers to the third bullet point, competitiveness of a program.  And the conclusion of this report, at page 5, states that: 

~"It is Aon’s opinion that the combined insurance program is competitively priced."


Is it fair to say then that MNP replied upon that particular conclusion, that competitively priced means the most cost-effective or lowest cost alternative?  


MR. BALDAUF:  There are two questions in there.  Is it competitively priced or is it the lowest priced?   


MR. MAK:  If you could answer both, please.  


MR. BALDAUF:  I am not an expert in insurance matters.  I can't say if it was the lowest price but I am relying upon the opinion of Aon Reed Stenhouse, as they recognize in their qualifications on page 2 that: 

~"Aon Reed Stenhouse is one of the largest insurance brokers and risk management consultants in the world.  Our clients include many large oil, gas and electric utility companies globally. The writers have also have over 30 years of experience in risk management in the insurance industry with considerable experience in arranging insurance in risk management programs for regulated industries such as oil and gas pipelines, gas utilities and gas corporations."


I would state that based on our review of this report, our discussion with the subject matter experts in insurance coverage at EGD, that the report and its conclusion is accurate.  And suitable for our purposes in reviewing the costs related to insurance. 


MR. MAK:  So based on this report and the other two, it is MNP's opinion that the direct cost allocation is reasonable under the RCAM?  


MR. BALDAUF:  Based on this report, based on the other two, based on the discussions with EI and EGD, in terms of the process that they followed to procure insurance, we believe that that charge is reasonable.  


MR. MAK:  Thank you.  With respect to item B, has MNP been successful in identifying or procuring any materials regarding audit fees?  


MR. BALDAUF:  We have one exchange that tracked down with respect to audit fees which we will -- which I can discuss.  But also with respect to the process that we went around with audit fees, I mean, we were given a reference from -- from EI with respect to how audit fees were created, but we also took that number and then also went into our public company practice.  We have several partners in the public company practice and gave them a scenario that said:  If we were to audit a firm of this size, this scope, this revenue, et cetera, et cetera, as a stand-alone utility, what would it cost?  Or is it reasonable to say that the costs suggested by EI and EGD with respect to audit fees are reasonable?  Firstly, they said this is a large audit; it would be something that would probably be beyond the scope of what MNP could do at the current state.  


However, given that many of our partners come from large public practices like PWC, Anderson, Deloitte, they have experience in these large company audits and they said a number that we have here, about 800,000, is a reasonable number for a firm of this size and this complexity in a regulated space.  


MR. MAK:  And those discussions are documented in notes or in previous drafts of the report?  


MR. BALDAUF:  Probably would have been, as we said before, in drafts of appendix D or notes with -- or discussions with our partners.  


MR. MAK:  Just to be clear.  Which question was put to the partners?  The question of:  What would it cost to audit an entity of this type?  Or, is this dollar and arrangement appropriate?  


MR. BALDAUF:  I believe it was both questions that were posed to the partners.  


MR. MAK:  Thank you.  Anything else?  


Number 10, a copy of the RCAM that we requested, which was refused.  I understand the company will rerun the RCAM or consider rerunning the RCAM based on alternative assumptions we may have?  


Item 11.  A copy of the business cases have been provided.  


MR. DeROSE:  Before we go there, I think just in terms of the process, Mr. O'Leary, if the request is made in writing setting out the information that the intervenors would like the company to run, is the wording of this interrogatory to say:  At that time you will consider whether you will do it or not?  Or that the company will do it?  


MR. O'LEARY:  It's hard to prejudge something before it is actually received.  I am told that there is, it's a great deal of work to do, depending upon what was asked, to do a rerun.  


So other than I can say what is in the responses, that we will reasonably consider it, but the company reserves the right to say that what you're asking for is either not relevant or beyond the scope of this issue, or more work than is justified, given the nature of the issue and the time that would be involved.  So I think it is reserving our rights on that, that's all. 


MR. DeROSE:  Thank you.  But in terms of the process, you don't object to that question coming in writing in the near future?  


MR. O'LEARY:  If you send us the question in the near future, that would be preferred, and we will respond to it, yes.   


MR. DeROSE:  Thank you.    


MR. MAK:  Item 11, the business cases have been provided.


Item 12, the time study instructions have been provided.


On a related note, though, the intervenors were provided with electronic versions of the surveys in the course of the consultative, and I guess it will be a matter of discussion between counsel whether those electronic files will be producible or produced?


The difference is that the hard-copy version that we have now have instructions, but the electronic copies have the specific buckets for each service for each department.  So there is greater information in the electronic files.


MR. BUONAGURO:  Is there any objection to putting that on the record somehow, the actual model that was used?


MR. O'LEARY:  I'm not sure if I understand the difference between the two, so maybe I need to...


This is a discussion we can have offline, I presume.


MR. BUONAGURO:  All right.


MR. MAK:  Item 13 relates to the completed time studies, which the company has refused to produce; the same for item 14, the summaries.


Item 15, I believe we have been able to identify this information from another source.


Item 16, the EI budget and allocations, the company's response refers to the schedule that was referenced in the question as being a VECC-generated schedule, which I believe is true.  However, that schedule was prepared using information provided by the company.  


And specifically I believe this schedule was updated by EI, Mr. John Morgan, provided to us on November 29th, 2007 ‑‑ 2006, pardon me.


MR. O'LEARY:  Sorry, what was the date again?


MR. MAK:  November 29th, 2006, provided by John Morgan.


MR. O'LEARY:  We will have to consult you.  What I have is a copy of the exhibit marked in the 2006 rates case, which sets out, by department, not by service, certain costs.  And as we tried to identify in the interrogatory response that was filed, it appeared to be based upon certain assumptions by both VECC and by Schools.


Our concern would be -- about trying to update this would be, How do you make an apples-to-apples comparison, given that the RCAM is done on a service basis, and we don't know what assumptions went into this by those two parties?


If there is a November 29th, 2006 update, I'm not aware of that, but ...


If you have a copy of this update, maybe we could share it offline and we can tell you whether we're talking about the same thing.


MR. MAK:  Yes.


MR. O'LEARY:  Maybe you're referring to something that we have misunderstood or ...


MR. MAK:  We will talk about it offline.


MR. O'LEARY:  Okay.


MR. BATTISTA:  Mr. Cappadocia, your mike.  If John updated that in November, this is asking for an update of 2006 estimates to actuals.  We wouldn't have those available until Q1 of 2007.  So I don't think so.  I would be surprised.


MR. MAK:  Not of estimates to actuals.  The loaded.


MR. CAPPADOCIA:  Pro forma -- yes, departmental budgets.  You're talking about the loaded departmental budgets.  That information is in the supporting schedules to appendix A.  That's the 2007 figures.


'06, we received multiple variations.


MR. MAK:  I stand corrected.  This is the budgets and allocations, budgets and actuals.  Yes.


MR. O'LEARY:  That's a fair point.


MR. MAK:  We will figure that out and discuss it offline.


Item 17 is related to the question of the software platforms Oracle and Khalix.


Mr. Baldauf, do you know which platform was first installed or installed first?  Was it Khalix or Oracle?


MR. BALDAUF:  I don't know that.


MR. MAK:  Do you know which financial accounting system is used by EI, the parent company, or by other EI affiliates, Oracle or Khalix?


MR. BALDAUF:  I believe it is Oracle, but I would have to check that based on my notes.


MR. MAK:  Perhaps it would be more appropriate for EI, the company, to respond to those two questions.


MR. O'LEARY:  Sorry, would you repeat them again?


MR. MAK:  The first question is:  Which system was installed first, Khalix or Oracle, at EGD?  The second question is:  Which financial accounting system is used by EI and by EI's affiliates?


MR. O'LEARY:  We will make best efforts to respond to those.


MR. BATTISTA:  Should we treat these as undertakings?


MR. O'LEARY:  Yes.


MR. BATTISTA:  We have two undertakings.  JT2.7, and correct me, to confirm whether Khalix or Oracle was installed first at EGD.


MR. O'LEARY:  I think that is it, is it not?


MR. MAK:  Yes, that's correct.


UNDERTAKING NO. JT2.7:  TO CONFIRM WHETHER KHALIX OR 

ORACLE WAS INSTALLED FIRST AT EGD.

MR. BATTISTA:  Then J T2.8, confirm which financial system is used by EI and its affiliates.


UNDERTAKING NO. JT2.8:  TO CONFIRM WHICH FINANCIAL 

SYSTEM IS USED BY EI AND AFFILIATES.

MR. MAK:  Affiliates, plural.


MR. BATTISTA:  Affiliates.


MR. O'LEARY:  Okay.  Did you give that another number?


MR. BATTISTA:  That is.  The last question is JT2.8.


MR. MAK:  The next question is with respect to the response provided at section A, Interrogatory 17.  The statement is made that Oracle has limited -- has limited abilities in providing the level of flexibility in reporting that is required for an organization of the size, scale and complexity of EGD.


Could Mr. Baldauf please explain what those limitations are and what functions are not possible within Oracle?


MR. BALDAUF:  In our review, Mr. Mak, we went through a very ‑‑ we went through a review of what modules Oracle or EGD ‑‑ what modules of Oracle EGD really taps into, but we didn't look, in terms of commentary, with respect to what is limited or falls significantly short, these are answers provided by I believe EGD, so we can't tell you how far, how capable Oracle is as an ERP and why the use of Khalix or -- not why the use of Khalix, but to what degree Khalix covers that, any deficiencies.  I think it's a more appropriate question for EGD. 


MR. MAK:  So could we have that question put to EGD please. 


MR. O'LEARY:  I guess my question back is:  What sort of level of detail?  We've explained to you already in the written response that Oracle does not have the functionality that is necessary for an organization the size of EGD.  I'm a little concerned about the request and the breadth of the request. 


MR. MAK:  Well, I have done a little bit of research on Oracle, and I understand that there is an integrated module for forecasting and budgeting.  


So functionality appears to exist generally speaking.  So based upon these limited answers, the broad statement that Oracle is not able to satisfy EGD seemed inconsistent with what seems to be publicly available, in terms of the capacities or capabilities of Oracle.  And our concern is there is a redundancy between Oracle and Khalix.  


So insofar as the company is maintaining that there are limitations in Oracle, they must be satisfied through Khalix, then we would like to understand what those specific limitations are.  


MR. O'LEARY:  I understand the issue is one of, is there redundancy.  I can't answer any questions about the public availability of an Oracle system, having the ability to do all of these things.  


I can simply indicate my understanding, the answer is that the Oracle system that the company does not.  So it doesn't have all of the capabilities that might exist elsewhere.  But whether there is a redundancy, I guess we can go back and try and respond to your question a little further now that we know that that is the issue, to try and address that specifically to indicate that no such redundancy exists.  


MR. MAK:  Please do.  


MR. O'LEARY:  Okay.  So the undertaking, I guess JT2.9, would be to provide a further response to VECC interrogatory number 17 addressing the issue raised by intervenors as to any redundancy which may or may not exist as between Oracle and the Khalix systems.  


UNDERTAKING NO. JT2.9:  further response to VECC 

interrogatory No. 17 addressing the issue raised by 

intervenors as to any redundancy which may or may not 

exist as between Oracle and the Khalix systems  


MR. BALDAUF:  Mr. Mak, I will jump in a little bit.  What you may see in the public domain with respect to Oracle is the breadth and depth of what it can do.  When we posed the question with respect to Khalix, Necho and Oracle, the response that we received was that EI and EGD as a group to put in this ERP developed a detailed list of business requirements.  And realized that some of the tools that they had in place or some of the tools that may be available may be more appropriate for what they were doing, rather than buying all of the modules from end to end of Oracle.  


So it was based on -- the decision of what they installed was based on a set of detailed business requirements across the organization and then detailed business requirements within EGD.  So while Oracle or SAP or JD Edwards may have those capabilities, it comes down to the firm usually decides what choice they may make with respect to how many modules they are going to implement.  


MR. MAK:  We may be jumping a little bit ahead to 18 but it relates to 17 as well.  Are you aware of whether the company performed a cost analysis of buying the additional Oracle module versus installing or implementing Khalix as a separate system?  Was there a cost benefit analysis performed?  


MR. BALDAUF:  In our questioning, we did ask around Khalix and Oracle and around redundancies.  We didn't go into the details of if there was a cost benefit done.  


We did understand there is a business requirements list put together and that is how the choice was made with respect to Oracle and Khalix.  


I don't know to what level of detail cost played into that, but I assume that it would have been one of the factors.  


MR. MAK:  With respect to the business requirements analysis, was that done by EGD?  Or by EI?  Or by EI as a whole including its affiliates?  


MR. BALDAUF:  As far as I recall, my discussions with Mr. Weil, decisions around ERPs - whether they are financial ERPs or the HRIS system, for example - are made as a group.  So there is a committee of an IT or HR leadership team that develops requirements together and then they specifically break down those requirements for specific business requirements within the affiliates.  


MR. MAK:  So it is by EI as a whole, as a collective group all of the affiliates?  


MR. BALDAUF:  Yes.  With specific input from the affiliates as to their specific business requirements.  


MR. MAK:  Are you aware of whether -- sorry.  Are you aware of any instances wherein EGD objected to a particular requirement but because of the collective decision making the software attributes, software feature was included and had to be funded by EGD?  


MR. BALDAUF:  We didn't go into that level of detail in our analysis.  


MR. MAK:  Would it be possible to obtain an undertaking from the company, from Mr. Weil, perhaps, as to whether he encountered any such instances of objection in the outcome of those discussions?  


MR. O'LEARY:  About each and every system that EI has in place?  


MR. MAK:  No.  In his experience, participating in the - I don't recall the term, but the collective committees, whether EGD has ever objected to a requirement, but that that requirement was desired by the group, implemented, and therefore funded by EGD?  


MR. O'LEARY:  I think you're asking something that would require whomever I go to, to go back and revisit absolutely every meeting that they have had and participated in.  And that's a question of what you consider an objection.  How about a constructive recommendation?  I frankly don't know how we would ever respond to that.  


MR. BUONAGURO:  I didn't catch that last part.  


MR. O'LEARY:  The breadth of it, what is involved.  And secondly, you may call it an objection, but if we're in a meeting or moving towards a collective good, making a suggestion to include or exclude something may not be an objection.  So I may not even understand how to answer the question.  


I think to answer the question, we would literally have to replicate everything that the EGD representative, on these committees has said, and I think that goes way beyond the scope of the issue in this proceeding.  


So I guess you did jump ahead because I guess that would ultimately be the answer for 18 as well.  


MR. MAK:  Right.  For 19, then, we have already discussed that and there is some undertakings from the company, as well as the additional production today.  So those are my questions for number 19.  


MR. BUONAGURO:  We have some further follow-up questions, but do we want to break or -- 


MR. BATTISTA:  Perhaps we can get a sense of how much longer we intend to go.  


MS. GIRVAN:  Can I ask one question, and then I'm not sure that I will stick around.  


MR. BATTISTA:  We just want to know -- let's have the go around and then we will see.  


MS. GIRVAN:  I will be like 30 seconds.  


MR. BATTISTA:  You still need an answer.  


MR. DeROSE:  Thirty seconds for Julie Girvan. 


MS. GIRVAN:  You want time estimates?


MR. BATTISTA:  Yes, just go around the table so I have an idea.  


MR. MacINTOSH:  None. 

DR. HIGGIN:  I have one question, and I am ready to put it.


MR. MAK:  Perhaps 20 to 30 minutes.


MR. BATTISTA:  Board Staff have a couple.  We're at about an hour.


MR. O'LEARY:  We should break, I guess.


MR. BATTISTA:  I guess we should break, but we will allow Julie her question so she can go home.


MS. GIRVAN:  Just to help me, I wasn't part of the consultative and I was going through the evidence at D1, tab 2, schedule 2, page 9, the EGD evidence.


MR. O'LEARY:  Is this the prefiled?


MS. GIRVAN:  Hmm‑hmm.  Page 9, do you have that?  So the statement in paragraph 22 is:

~"The intervenors, EI and EGD reviewed all materials produced as part of this engagement, including the draft reports, and had reasonable opportunity in the consultation process to provide feedback to MNP and input into the development of MNP's final conclusions and recommendations, deferring to the professional judgment of MNP where appropriate."


I just wondered if there are formal documents that set out this feedback that was given from the intervenors, EI and EGD to MNP.


MR. BALDAUF:  Do you want me to respond?


MS. GIRVAN:  Sure.


MR. BALDAUF:  Throughout the consultative, we had a fairly open communication flow.  So whatever was requested by one party in the consultative was distributed to the other parties.


Through the final report creation phase, which took us from approximately the 5th of January until the 27th of February, we provided the draft report to the consultative group all at the same time, with the appendices, and the feedback that we received was either by e‑mail -- so after extensive review by the intervenors, EI and EGD, we received e‑mail separately from each one of the groups or participants.


And I do believe, subject to check, we had at least two conference calls to talk about the report and the progress of the report with respect to time lines.  There was some concern with respect to -- if it was the ADR or other settlement discussions that were going on at that particular time, to make sure that the report would be in place.


MS. GIRVAN:  Okay.  Is it possible to get those e‑mails or the feedback on the record, just so that we can see what the sort of information flow was?  It would just help me, having not been a part of the process.  I don't know what my colleagues think, if they think that would be useful, or...


MR. O'LEARY:  I am the first to respond.  I don't know what the volume of material is here, and obviously because I haven't looked at every single piece of paper that's gone back and forth, I don't know what the details of the agreement are with the intervenors as to whether or not this is producible. 


I suspect that there may be people that would prefer it not to be on the record, and to the extent that intervenors feel that way, I would have to certainly consider that.


I don't know if it's obviously of any relevance to the issues going forward.  So I don't know, Julie, where ultimately we might land on that.  I'm just being a little cautious about saying yes.


MS. GIRVAN:  Maybe Vince can jump in.


MR. DeROSE:  I think in terms of the ‑‑ is it voluminous or not?  I wouldn't consider it so voluminous that it provides any type of hindrance.


There was ‑‑ I actually am of the view, after sitting here today, we have ‑‑ we, the intervenors, you, the company and the expert has referred so much already to what was discussed in the consultative that, as far as I am concerned, if there was any type of privilege over those ‑ and I don't even know whether there was ‑ I think we have probably all waived it.


I also think that the paragraph that Julie has read does leave the impression that everyone had an opportunity to give feedback, and it leaves it hanging there and I think the level of feedback that was given is important for the Board to understand.


My third concern is that, Mr. O'Leary, in the interrogatories and today you have ‑‑ whether intentionally or unintentionally, there, I think, is an impression being transmitted from EGD that the intervenors have ‑‑ are somehow keeping secret the areas of concern.  And if you see that feedback, it will be very clear what the areas of concern are.


The areas of concern were detailed again and again in probably too much detail on some levels for MNP and for Mr. Baldauf on some days.  


So for those reasons, as far as I am concerned, any comments coming at least on behalf of IGUA, I have no problem with that being disclosed and I would think it totally appropriate that everybody's feedback be given, but I think I can only speak for IGUA on that.


MR. O'LEARY:  Well, I think we need to take some of this offline ‑‑


MR. BUONAGURO:  Sorry.  I was just going to say, to round it out, the only other active member of the consultative document was VECC, and, for the same reasons, we would have no objection.


MR. DeROSE:  I think --


MR. BUONAGURO:  Sorry, I mean from the intervenor side.


MR. O'LEARY:  But in terms of these productions, are we also talking about the productions or the communications that exist between the representatives on the consultative, being VECC and IGUA, and other intervenors?  Is that what you're saying, that that should also be on the record?


MR. DeROSE:  I think Julie's question, what I was addressing, was the ‑‑ 


MS. GIRVAN:  It's the feedback to MNP.


MR. DeROSE:  -- feedback to MNP.  I believe that -- at least that is what I was addressing.  If you want to broaden the issue and discuss other issues, we can do it, but in terms of feedback to MNP, which is referred to in your evidence and which the Board will now be aware happened, I think that is fair ball.


MR. O'LEARY:  I guess I was trying to understand what Julie was suggesting was the issue and whether or not there was this flow of communications through the representatives on the consultative through to other intervenor groups.  That's number 1.


But can I cut to the chase here?  I mean, is there an issue about the consultative process itself?


MS. GIRVAN:  No.  I just think that if the information ‑‑ that kind of information is on the record, the record is complete.  I think it is useful.


DR. HIGGIN:  Right.


MR. O'LEARY:  But complete?  We aren't at day 1 of a proceeding.  We have settled a whole bunch, and you have issues going forward with the RCAM process, but if the consultative itself is to be criticized ‑‑


MS. GIRVAN:  No, that's not at all what I'm saying.


MR. O'LEARY:  -- and the flow of information back and forth, then I can understand you wanting that if you were going to allege that you were not kept in the loop or that that statement at paragraph 22 of the prefiled evidence overstates things.  But if that is not an issue, I don't know what benefit there is to ‑‑ 


MR. DeROSE:  I think the issue is this, Dennis.  First of all, my memory of a large portion of the feedback from EGD, from EI and from the intervenors on the consultative took place after the 18.1 million was settled.


So feedback was continuing well after the number.  So it wasn't just feedback on the quantum for purpose of 2007 rate-making.  It was feedback on the very issues that eventually led to MNP's report.


You have raised in your evidence the fact that everyone had an opportunity to give the feedback, and you have raised in your interrogatories that the intervenors have not identified their issues of concern.  Those issues of concern are identified in the feedback and the feedback from everybody was very fulsome.


I don't see any prejudice to anyone disclosing.  In the normal course, when an expert gets feedback and modifies their report, in the normal course that's producible.  So I guess I don't see any harm to it.  


I think the utility of it is that it may -- in fact, you will understand where intervenors were coming from.  You will understand the genesis of why some of the MNP conclusions were made and where they came from.


So I guess I don't see a problem with it, but if you want to discuss it, if you have real concerns about it, let's discuss it offline and put something officially on the record.


MR. CAPPADOCIA:  I was just going to suggest, Vince, for the production of those documents to have any true relevance, you would have to see what the comments were made in respect of.


So we've got five versions of a draft report and you've got stakeholder groups, EGD, EI, the intervenors.  So you have four rounds of comments.  I don't have any problem if you want to reproduce any comments.  I mean, MNP has received them all, so they took them into account, to the extent that they did the production of successive draft reports and a final report.  


But if you weren't part of the process, Julie, and you looked up my comments of draft number 4, it may not mean anything to you.  You have to look at draft 4(d), whatever, wherever the comment came from --


MS. GIRVAN:  For me -- 


MR. CAPPADOCCIA:  It is evidence of an opportunity to provide comment.  Do you need it on the record?  Or do you want to see it?  Maybe I could give you a box full of stuff.  


MR. O'LEARY:  Let's try and narrow this down.  We will talk to people offline on it.  


I clearly have to go back and get instructions from at least EI, and if there is an objection there, and I am still not, as of this moment, convinced there is anything that would be of any benefit.  


I mean the whole purpose of a consultative in dealing with these issues is to do these discussions and communications offline so you don't clutter up the record.  So Vince, I disagree with you, in terms of whether this stuff is normally produced.  I suggest it shouldn't be, but let's talk about it offline. 


MS. GIRVAN:  On the open bill consultative, every minute from every meeting was put on the record. 


MR. O'LEARY:  On this, there were minutes that were not -- I understood the request came from certain parties, that there not be minutes prepared and that was done for a specific reason.  So it is not the same. 


MS. GIRVAN:  What reason was that?  


MR. O'LEARY:  Then we're getting into what parties -- 


DR. HIGGIN:  I think you need to look at the statement of principles, about how the communications were governed.  I think Mr. Baldauf accurately said that it was shared three ways, four ways with MNP.  


Every communication was shared amongst the parties.  So therefore there should not be any concern about putting those communications on the record, other than the logistics is my suggestion.  And the SOP certainly didn't ask for confidentiality or anything else.



We have at this point not put them on the record, but that is, I think you need to look at the SOP, talk to Mr. Baldauf and the others involved in the consultative and then hopefully we will have a reasonable decision as to what to do.  


MR. O'LEARY:  Yes.  That was a long 30 seconds.  


MR. DeROSE:  One other point I would like to make.  We may be making much ado about nothing.  I have to tell you, I think we could put those on the record today and no one is going to feel they're prejudiced by it.  If they aren't put on the record, I think you can assume that, I mean we could put every single comment that was ever given on the record orally to Mr. Baldauf when he's on the stand.  That would be fair game.  I don't see why we wouldn't put it on.  People can understand the process.  


It's important that these consultatives be transparent and, when individuals ask to see it, I just don't think we have anything to hide.  Put it on the record.  Satisfy the other individuals, the other stakeholders that the process was done properly and fairly and that will strengthen the process.  


MR. BATTISTA:  My sense is that you might talk about this a bit over lunch, that we don't have an undertaking with respect to Julie's request.  Is that my sense?  


MR. O'LEARY:  Yes.  You are correct.  


MR. BATTISTA:  So the next item is, do we take 45 minutes or an hour for lunch?  Everyone okay with 45?  Okay.  So we will reconvene at 2:15.  


--- Luncheon recess taken at 1:30 p.m. 


‑‑‑ Upon resuming at 2:20 p.m.


MR. BATTISTA:  I guess we can begin.  It's not too bad.  It's just five minutes after.  I believe we finished the interrogatories and now we are into supplemental questions.


Michael, were you the next...


MR. BUONAGURO:  That's us.


MR. BATTISTA:  Okay.


MR. MAK:  The first set of questions has to do with MNP's assessment of standardization costs or demand pull for the services that are provided by EI to EGD.


What standards or criteria did MNP apply in identifying the existence of standardization costs?


MR. BALDAUF:  Can you clarify what you mean by standardization costs?


MR. MAK:  Standardization costs are costs incurred for EGD to conform to EI requirements or EI standards.


MR. BALDAUF:  I don't recall that we went into any detail to look at EI's standards with respect to any of the costs.


MR. MAK:  Okay.  How did MNP distinguish between need on the part of EGD, as a stand-alone entity, versus need as an affiliate of EI?


MR. BALDAUF:  As you will recall from the discussions on the consultative, we determined need based on -- firstly, on the model of or in the concept of a stand‑alone public utility.  So what would that entity require to provide or have these particular services delivered to it on a regular basis, and were they sufficient to provide sort of a minimum level of service to provide -- or a minimum level of competency and service to deliver a particular service level?


On the EI as an affiliate, we looked at what additional resources would be required for EGD to perform this level of service.  So on the EGD side, as a stand‑alone utility, it was typically something that would require a larger sort of organizational structure for that service to be delivered.  


On an affiliate side it was what supplemental resources would be required to keep that service delivered appropriately.


MR. MAK:  Okay.  With respect to the determination of the cost of alternate service provision, in prong 3 MNP makes various calculations with respect to FTEs required and the cost of those FTEs.


Most of the salary costs -- I think all of the salary costs are footnoted.  The FTEs are not consistently explained.  Can you explain to us the basis of the FTE assumptions used by MNP?


MR. BALDAUF:  Can you give me an example of where it is not consistently explained?


MR. MAK:  Well, let's jump down to specific services, then, audit and accounting, page 1, appendix D, bottom of page 2:

~"The research and expert opinion suggests that a mid to senior level manager would be required to fulfil deliverables of this service."


So presumably it reads as one mid- to senior-level manager.  Where does that come from?


MR. BALDAUF:  Well,  we looked at this in terms of the service description, firstly, that was provided to us, and we looked at it and said:  To have -- again, in a stand‑alone utility, based on the need to have these particular services delivered, what would that take to do?


And in this particular case, we formed the opinion that it would take -- based on the service description, based on that requirement, it would take this type of a role to ‑‑ this type of a position to fulfil that role.


MR. MAK:  So the assessment of one FTE is MNP's opinion?


MR. BALDAUF:  In our opinion, yes.  Now, the other thing that we took into account, for example, on this particular case, as you will recall from the ‑‑ from our discussion, is a comment on materiality.  We looked at this and saw the cost of this particular service with respect to some of the other services and said, How much time are we going to break this down compared to some of the others that required a significant more -- significantly more detail?


MR. MAK:  Okay.  What was the basis of the hourly rates for external provision?  This is at page 3 of appendix D, the third full paragraph down.


MR. BALDAUF:  This is our knowledge of the marketplace.  We had just completed a competitive salary review to set up our 2007/2008 rates and we looked across Canada with respect to rate structures for these particular functions.


They are fairly consistent with our standard rate table for people in this type of a role.


MR. MAK:  Okay.


MR. BALDAUF:  Once again, derived from the service description that was provided to us.


MR. MAK:  Okay.  The internal sourcing analysis assumes one FTE or one manager, but the Yellow Pages test refers to one professional or one consultant of 500 hours, which in my estimation is approximately one-quarter of an FTE.


So how is it reconciled between the internal and external provision with respect to the FTE requirement for hourly requirement?


MR. BALDAUF:  Well, what we were trying to do there was demonstrate what the cost would be to have this provided on an external basis.  So on an external basis to go out to the marketplace, we suggested, based on the rates that were prevailing -- that we understand are prevailing in the marketplace for this type of a function, this would be the costs that would be incurred.


MR. MAK:  I understand that.  I'm trying to understand MNP's rationale for the internal provisioning of one FTE versus what appears to be one-quarter of an FTE if the company were to go outside.  There just seems to be a disjunct in the hourly requirements, FTE requirements.


MR. BALDAUF:  I can agree with that, but what we were looking for was to get to a cost level of how this service would be ‑‑ what it would take to deliver this service.  We couldn't have less than one FTE to deliver the service.


There is no such thing as a half person when we are acquiring someone like this.  So to have the skills to deliver this type of service would require one person, and if that person is assigned to this particular function full time or assigned to this function half time, it is still one person, and that person at prevailing rates would cost approximately in the range that we described, or it could be procured through a consultant at the 500-hour requirement, 500 hours at the range that we have suggested.


MR. MAK:  So is it fair to say for this service that MNP's assessment of internal provisioning is based upon discrete FTEs for each service as opposed to partial FTEs?


MR. BALDAUF:  For the most part, that's how we have set this up.


MR. MAK:  Jumping to capital markets analysis, page 21.


MR. BALDAUF:  Yes.  What page, please?


MR. MAK:  Page 21.  The alternative costing analysis here for internal provisioning - this is under prong 3 - suggests that the number of FTEs required would be in the range of eight to eleven FTEs.


MR. BALDAUF:  Yes.


MR. MAK:  In the next page or on the next page, in the second paragraph, in external provisioning, Yellow Pages test, my reading of the bottom part of this paragraph suggests that it would be three full time consultants, two senior consultants, and presumably a junior consultant, plus miscellaneous fees.  


How is the difference in FTEs of eight to eleven for internal provisioning, versus three for external sourcing, reconciled?  


MR. BALDAUF:  So I believe what we -- we talked here, in this particular assessment we talked about the senior folks that would be involved in this and did not include the support or administrative personnel in this description.  


MR. MAK:  Okay.  Thank you.  


With respect to the salary assumptions in the internal service costing, can you confirm the elements that are included in the salary figures, salary ranges.  Are they base?  Base plus incentive?  Fringes?  Other compensation?  What is included in those figures?  


MR. BALDAUF:  We use base as much as possible.  


MR. MAK:  Okay. 


MR. BALDAUF:  Mr. Mak, just to clarify on page 24, in that second paragraph, we noted as we said there: 

~"In the absence of a true tendering process MNP noted the external pricing provided in the EGD business case is an input for the cost of outsourcing.  EGD estimated the total outsourcing cost of this service to be $957,500."  


And then we break down the value.  That was what the EGD case said.  


Again, that didn't take into account, from what I recall, the support personnel or the administrative elements.  


MR. MAK:  Okay, thank you.  In MNP's analysis of the primary services - I am sure you are aware that there were a number of services that were reduced significantly by the Board in the prior decision - did MNP place any additional significance in its analysis of the services that were subject to major reductions, perhaps 50 percent or 25 percent?  


MR. BALDAUF:  I'm sorry, I didn't hear the beginning part of that question.  


MR. MAK:  In the prior year, the Board made a number of significant reductions or made reductions to a number of services of 25 or 50 percent.  Did MNP, in its analysis, place any extra or additional emphasis on those services?  


MR. BALDAUF:  No, we didn't.  We looked at them all.  We looked at all of the services with the same, if I can call it, critical approach.  


Some we looked at with -- some of the ones that were less material in terms of a dollar amount we left until the end, but for the most part, we weighted all of them quite similarly when we were looking at them. 


We looked at also the reason why they were discounted by the Board and looked at the Board decision as to why they did reduce the costs and tried to support or tried to find additional information that would support an appropriate cost level for those services.  


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


DR. HIGGIN:  This is the question relating to common costs and your opinion with respect to those common costs. 


If we could go to your report at page 37 and look at the top of the page, and the first two paragraphs.  


So the question then I ask is:  What analysis did you do independently to ensure that the common costs were reasonable, as you say here, and is this the basis that it was 28 percent compared to 25 percent?  Is that the extent of the analysis that you did of examination of the common costs?  


MR. BALDAUF:  No.  We went into, as we discussed through a number of the consultative sessions, we went into a fairly detailed analysis in prong 2, in our prong 2 testing of all of the costs and common costs.  And really delved into the issues around FCER and ACER to understand exactly what those costs look like what the components were within it and ensure that they were in the right buckets. 


In fact, there were some areas where we went back to EI and suggested that those buckets weren't properly -- or that bucket or that cost was improperly calculated and EI made changes to the calculations, which generated a new number.  I think that happened, I recall for sure that it happened on the audit and accounting service, and it may have happened on a couple of others where there were some minor adjustments.  


As you recall, there were numbers that were refined through the process.



So when we looked at the whole thing and saw the common costs and saw all of the elements that went into developing those common costs, if they were time, or on the IT side, you know, some of those, the common costs were set up based on users rather than time, we would be able to -- we began to see where they were allocated EGD-wise, EGD vis-a-vis EI compared to the other affiliates.  


And the sanity check that we did, as we said in the report, sort of shows within a few percentages of the size of EGD compared to EI and of the common costs related to that, it looks to be fairly close.  


So that gave us a reasonable sense of where those costs were distributed.  


DR. HIGGIN:  So this was, then, looking at prong 2 and the allocation of those costs.  Did you bear in mind, going back to my original question, the Board's note with respect to its expectation that common costs would be significantly reduced due to the addition of the additional buckets?  And did you conduct any analysis or assessment of that, as to why it was still 5.2 million in common costs that were "for the benefit of all"?


MR. BALDAUF:  Well, I think when you look at that, you know, for the Board to suggest that the common costs would be significantly reduced is merely that, a suggestion.  


And it may be intuitive that if you have more places to place these things, that it would drop.  However, the bucket of common costs, across all affiliates hasn't changed that much.  


These costs are still incurred across the entire organization and EGD, as one part of that organization, making up that component or that relative component, was still incurring that relative size of common costs.  


So as I said earlier, I think that while it may be intuitive that the costs would drop, I think we need to have a series of time to compare year over year using the same methodology and the same approach, same time studies, same estimates, to come to an idea of how things have dropped or how things have adjusted.  


DR. HIGGIN:  Okay, thank you.  


MR. BATTISTA:  Board Staff have a follow-up question on interrogatory 2 and then some supplemental. 


MR. VIRANEY:  Yes, I have a couple of questions.  


I am just going to refer to Board Staff IR number 2.  The second line reads: 

"A common portion is then added to these costs for the residual of the primary service."  


What costs form part of the common portion?  What types of costs?  


MR. BALDAUF:  Can you repeat your question, please?


MR. VIRANEY:  Sure.  Just referring to Board Staff IR No. 2, the second line says:   

~"A common portion is then added to these costs for the residual of the primary service."


What types of costs form part of the common portion?


MR. BALDAUF:  So we used one example of, you know, systems costs.  I think specifically here we related to IS costs in terms of, this one, we mention the program management and development of primary services.


Because they are a benefit to all the organization, they are distributed across the entire organization.  So on an IT system, for example, when you're developing a security protocol, you wouldn't have that unique to EGD or any one of the affiliates.  You would have that across the entire organization.


Lotus Notes updates, Outlook updates, those sort of things would be distributed across the entire organization.


MR. VIRANEY:  Just going back to 2006, I guess your primary reference point to start the study would be the 2006 decision with reasons, the Board decision?


MR. BALDAUF:  That's correct, yes.


MR. VIRANEY:  Did you take a look at any of the transcripts to see the kind of cross‑examination and the issues that actually gave, I guess, the background to some of the decisions?


MR. BALDAUF:  We did, yes.


MR. VIRANEY:  Okay.  I am just going to refer to one specific issue.  That is gas supply, storage and transportation strategy.


MR. BALDAUF:  Sure, okay.


MR. VIRANEY:  Did you have a look at the gas supply function of EGD?


MR. BALDAUF:  Yes, we did.


MR. VIRANEY:  And did you look for any overlaps in terms of the functions performed by EGD and the services provided by EI?


MR. BALDAUF:  Yes, we did.  As far as I recall, we went through in detail the business case that was provided by Mr. Charleson and we had to ‑‑ we asked some supplemental questions of Mr. Charleson.  We asked some questions of Mr. Letwin, as well, with respect to overlap and some of the issues related to gas supply.


MR. VIRANEY:  Did you find any overlaps?


MR. BALDAUF:  I believe we identified a couple of areas where there were some issues with respect to overlap, but for the most part we thought that the business case depicted well enough the service that was required by EGD and was delivered by EI.


MR. VIRANEY:  So did you make any adjustments as a result of the overlap or they did not require any adjustments?


MR. BALDAUF:  Let me just -- subject to check, we made an adjustment on the prong 3 analysis of approximately $55,000 -- approximately $56,000, but that was with respect to stock‑based compensation.  We didn't make any adjustments with respect to prong 1 or prong 2.


MR. VIRANEY:  Is it possible for you to provide any information on what were those overlaps?


MR. BALDAUF:  I can undertake to have a look at that, yes.


MR. BATTISTA:  That will be undertaking JT2.10.


UNDERTAKING NO. JT2.10:  TO PROVIDE A LIST OF 

OVERLAPPING FUNCTIONS BETWEEN THE GAS SUPPLY FUNCTION 

OF EGD AND EI.

MR. VIRANEY:  To provide a list of ‑‑ do you want me to say?  To provide a list of overlapping functions between the gas supply function of EGD and EI.


MR. VIRANEY:  I have a final question for Mr. O'Leary.


I guess the MNP report makes a number of recommendations.  Does EGD intend to adopt all of those recommendations?


MR. O'LEARY:  I think the answer is in the supplementary evidence that was filed.  It is located at D1, tab 3, schedule 2, page 12, paragraph 31.


Sorry, the response is at D1, tab 3, schedule 1, page 12, paragraph 31, which is the company's supplementary ‑‑ sorry, schedule 2, supplementary materials.  And specifically it states that the company requires sufficient time to properly consider these recommendations and determine an appropriate course of action.  So they hadn't yet, for the purposes of today and up until this point, been able to address your question fully, but they will.


MR. VIRANEY:  Okay.


MR. DeROSE:  To follow up on that, when you say "you will", will you before this matter is heard before the Board?


MR. O'LEARY:  I don't know what is involved in all of those recommendations.  I'm not aware of what is involved in considering the implementation of those recommendations, and some of it may require undoubtedly communications with MNP to fully understand what it is they're proposing.  But it is the company's intention to, as I read the evidence, reasonably consider them and deal with it in due course.


MR. DeROSE:  Mr. Baldauf, do you agree that the recommendations contained in your report do not involve changes to the RCAM methodology?


MR. BALDAUF:  To the nuts and bolts of the technical aspect of the RCAM methodology, no.


To the process that's related to managing it appropriately and ensuring that it remains robust and consistent and accurate, I believe those changes would affect the methodology overall if we're talking process and technology.


MR. DeROSE:  Thank you.


MR. BATTISTA:  There are no more questions from Board Staff.


MR. DeROSE:  We're done.


MR. BATTISTA:  Thank you very much.  The undertakings we took today are due a week from today.  That is Tuesday, May 8th.  We will see you at the next Technical Conference.


Thank you.

‑‑‑ Whereupon the conference adjourned at 2:47 p.m.
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