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--- On commencing at 9:30 a.m.

MR. MILLAR:  Good morning.  My name is Michael Millar.  I am counsel for Board Staff.  This is the technical conference for EB-2020-0094, and it's to discuss, as set out in Procedural Order No. 2, the hourly allocation factor.  Most of you know me, but for those who don't, I'm counsel here at the Board.  I am going to be acting as the master of ceremonies, but as you will all know, I am not a Board member.  I am not a member of the panel, and I don't have the power to make any rulings or judgments or anything like that, so I will do my best to facilitate and help us move along, but obviously, if you are dissatisfied with answers you receive, I can't really help you, and you know what remedies you have.

I think I will do -- we will go through appearances.  I want to get started here.  I propose to do it by roll call.  It's too chaotic if we just open it up and let everyone come in, so I am going to go down the list I have of people who have questions, and I will just say the name of the organization, and if you are here you can identify yourself, and then I will leave time at the end, because I know there's a few folks on the line who won't necessarily be asking questions and aren't on the list, but why don't we start, actually, with Enbridge.
Appearances:


MR. MILLAR:  So Tania, I know you're there.  Could you either introduce your team or have them introduce themselves?  I think you're on mute, Tania.

MS. PERSAD:  Sorry.  Okay.  We have Ian Macpherson, our director of distribution in-franchise sales; Jason Gillett, manager, strategic and power markets; and Faheem Ahmad, specialist, customer portfolio and policy.  And I sent the CVs to all parties by e-mail yesterday, so you should have those.  Also with the Enbridge team -- sorry, also on the call are Vanessa Innis and Rakesh Torul from the regulatory team.

MR. MILLAR:  Right.  Thank you very much.

Okay.  I'm going to go down my list now.  FRPO, Dwayne, I think you're here?

MR. QUINN:  Yes, Michael, thank you.

MR. MILLAR:  Great, thank you.  And everyone's been great about keeping on mute, as we discussed yesterday, so I will issue that as a reminder, and if you're not speaking, generally you should probably keep your camera off.  It preserves bandwidth, and also kind of lets me see if somebody is trying to interject.

Okay.  Environmental Defence, Kent, are you there?

MR. ELSON:  Good morning, Michael.  Kent Elson, Environmental Defence.

MR. MILLAR:  Good morning.  OGVG.

MR. BUONAGURO:  Good morning.

MR. MILLAR:  And if you could just say your name when you come on, just so everyone can put the name --


MR. BUONAGURO:  Mike Buonaguro for the Ontario Greenhouse Vegetable Growers.

MR. MILLAR:  Great.  Thanks, Mike.  Pollution Probe?

MR. BROPHY:  Good morning, everyone.  Michael Brophy on behalf of Pollution Probe.


MR. MILLAR:  EPCOR.

MR. DUNCANSON:  Good morning, Sander Duncanson on behalf of EPCOR.  EPCOR also has Daniela O'Callaghan and Bruce Brandell [audio dropout]  Thanks.

MR. MILLAR:  Good morning to you all.  Energy Probe?

MR. LADANYI:  Good morning, everyone.  Tom Ladanyi on behalf of Energy Probe.

MR. MILLAR:  IGUA.

MR. MONDROW:  Good morning, Ian Mondrow, counsel for the Industrial Gas Users Association, the acronym for which is IGUA.

MR. MILLAR:  Good morning, Ian.  LPMA.

MR. AIKEN:  Good morning.  Randy Aiken on behalf of [audio dropout]

MR. MILLAR:  Good morning, Randy.  CCC.

MS. GIRVAN:  Good morning.  Julie Girvan on behalf of Consumers Council of Canada.

MR. MILLAR:  Julie.  VECC.

MR. GARNER:  Mark Garner on behalf of the Vulnerable Energy Consumers Coalition.

MR. MILLAR:  Good morning, Mark.  SEC?  Mark, are you there?

MR. RUBENSTEIN:  Mark Rubenstein, counsel for the School Energy Coalition.

MR. MILLAR:  And for OEB Staff, Azalyn, you are there, are you not?

MS. MANZANO:  Yes, here today.

MR. MILLAR:  Great.  And anyone else from OEB Staff this morning other than Astrit and Lillian is here as well?

MS. ING:  I believe Judith is here.

MR. MILLAR:  Sorry, say again?

MS. ING:  I believe Judith is here.

MR. MILLAR:  Oh, right.  I'm sorry, Judith.  I can't see all the names, so welcome.  And if we could go now to people --


MS. FRASER:  Excuse me.

MR. MILLAR:  Yes.

MS. FRASER:  Marion Fraser is here from BOMA.

MR. MILLAR:  Oh.  So Marion, we don't have you on the list.  Are you -- did you have questions, or were you listening in today?

MS. FRASER:  No, I don't have questions.

MR. MILLAR:  Okay.  Great.  So, yes, so I am going to go now to people who did not have --


MS. FRASER:  Okay.

MR. MILLAR:  -- questions, so thank you very much, Marion, for BOMA.  I think Mike is here as well.  Who else is in the room but didn't have questions?

MR. POLLOCK:  Scott Pollock for Canadian Manufacturers & Exporters.

MR. MILLAR:  Scott.

MS. CHATTERJEE:  Jaya Chatterjee, City of Kitchener.

MR. MILLAR:  Good morning, Jaya.

Was Mike McLeod on the line as well?  I guess not.  Okay.  Anyone else who wishes to make an appearance?  Okay.  What we're going to do is I'm going to turn it over to Enbridge.  I should let people know that I am having a little trouble with my Zoom, so I can't actually see you or control my mute and camera, so if I am not following my own rules, that's the reason why, but I am sure I will sort that out in a moment.

So while I am fiddling with that can I turn it over to you, Tania, so you can -- I guess you have already introduced your witnesses, but I understand there's a short opening presentation, and we can get to the questions.
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MS. PERSAD:  Yes, that's correct.  So I will ask Jason to launch into that, but this relates to some material that we filed last Friday on August 14th.  It's a brief slide deck to further explain the HAF and to provide an illustrative example and to propose application of two thresholds.  So I see it up on the screen there.  That's great.  Thank you, Stephanie.  And --


MR. MILLAR:  Do you mind if we mark that --


MS. PERSAD:  Yup.

MR. MILLAR:  -- as an exhibit?  I don't think
that's -- I guess it's on the record in the sense that you filed it, but just for the purposes of --


MS. PERSAD:  Right.

MR. MILLAR:  -- identification, why don't we mark that as KT, for technical conference, 1.1.  Okay.  So --


MS. PERSAD:  Say that again, please?  T1 --


MR. MILLAR:  KT1.1.
EXHIBIT NO. KT1.1:  EGI PRESENTATION (SLIDE DECK.)


MS. PERSAD:  1.1.  Okay.  That's great, thank you.  And Jason is also going to address just the high-level reasons for the HAF, as requested by Ian on behalf of IGUA and other parties.  So go ahead, Jason.
Presentation by Mr. Gillett:


MR. GILLETT:  Thank you, Tania.

Yeah, so there's a couple things in this presentation we thought -- in light of the some of the interrogatories we received, we thought an example may help, so we're going to -- or I am going to walk through an example of how we would apply the HAF, also some of the rationale behind it.  And we also are proposing some hard thresholds, whereas in the evidence we had proposed some discretion for Enbridge on a case-by-case basis.  We sensed some potential discomfort with that, so we thought we would propose some hard thresholds that I'll get into in a moment.

So the first question was -- within the scope of the technical conference is when would a HAF be appropriate.  The concept of the HAF is that it's designed to help customers by allowing them to achieve economies of scale and also to ensure that we are allocating costs fairly to current and future customers, which is something we cannot do in the absence of a mechanism such as HAF.

And the other piece is that by using an area benefit and holding a HAF for future load it prevents what we call gaming of timing.  Customers either intentionally or unintentionally can avoid paying their share of capital costs by coming on after the in-service, so the way it's done today is a project is designed and costed and allocated to the initial customers that come in, and insofar as there's available capacity on that system for future customers they essentially come on for free, and some customers know this.  Some do it inadvertently.  But the HAF is intended to ensure that that inequity is resolved.

So we would use -- we are proposing to use a HAF in an area where we see growth, particularly from multiple customers over time in a system that's constrained.  And we would use it in an area where aggregating both small- and large-volume customer demands results in economies of scale, lower costs per cubic metre.

And actually, on this slide I thought I would address some of Ian's questions from IGUA.  The first question is what is the current mechanism for allocation.  Essentially how it works is the initial customers that commit at the time of the project design and build bear the entire costs of the project, and that project is only built for their committed loads.  Should there be excess capacity, just the way that nominal pipe sizing works, future large-volume customers that come on to that system can come on for free or, worse, they can chew into capacity that was built and forecasted for the general service market, because in the original forecasted project we don't currently include that future large-volume growth.

And worse than that, should a future large-volume customer come on to the system and there isn't capacity, we would be building another project.  So it's not an efficient way of designing facilities.

So that's the current way it works is that those initial committed customers bear the cost of that project to get PI1.

So what changes are being proposed to the HAF mechanism?  What we are proposing is to use forecasted large volume needs in the project design.  And actually, I'll mention here that what we are proposing here with the HAF is the up-front way of allocating capital costs.  Everything downstream of this stays the same.

The economic test, calculation of CIAC, mitigation mechanisms to mitigate CIAC, and the design and treatment of rates, none of that is changing as part of this proposal.  The HAF is an up-front mechanism.

So what we are proposing is that we use forecasted large volume needs in the project design.  That's done through mechanisms that we use today; so expressions of interest, canvassing the market, market intelligence, customer knowledge based on the relationships we have with them, we would use those things to develop a forecast.

The HAF would then be used to properly allocate costs to committed customers, as well as future customers that come on to that system.

And so the third question was why are those changes being proposed?  It's to achieve a more efficient system design.  So again, whereas today we'd be designing that system based only on committed loads, what we're proposing is that if we have a strong forecast for that part of the system, we would include that forecast in the large volume design.

We currently forecast general service growth, but we don't forecast the large volume growth.  We are proposing to do that, so we will have a more efficient system design rather than doing multiple projects, lumpy sort of projects over time.  We are proposing to be efficient with that design.

It also achieves economies of scale.  So rather than a large-volume customer bearing the entire cost of the project, what we are proposing is that the HAF be used to spread those coasts out both amongst the committed and future loads, and so it drives down that cost per M cubed of that capacity by utilizing those economies of scale.

It would allow us to allocate those capital costs to future customers and again, that is just not something we have a mechanism to do today. And customers that come into service in the future after that project goes into service bear their fair share.  There's no more gaming around the timing of when those customers come on to the system.

So we really do feel that HAF is a way to properly allocate capital cost in the beginning.  And in the future, it allows us more efficient system design and really does help achieve economies of scale, which I will get into in my example.

So the next slide; through the interrogatories and the scope of the technical conference -- and I apologize if I am talking quickly.  I just want to make sure I don't run out too much time here -- we sensed a little discomfort potentially with, or confusion as well with the discretion that Enbridge was proposing to have for setting a couple of the parameters of the HAF, and so we wanted to address those concerns.

So we took that away and we developed what we thought were more appropriate thresholds.  So what we're proposing for the threshold of eligibility is hourly consumption of 50 cubic metres per hour.  So this would be a hard threshold for all HAF projects, where any customer that has a firm hourly requirement of 50 cubic metres or higher would be applied the HAF.

We chose this threshold because we felt it properly captured the large-volume customers while not including sort of the average general service customers.  So as we'd said in one of our interrogatory responses, an average residential customer is 1 cubic metre an hour, maybe 2 cubic metres per hour.  So this threshold is 25 to 50 times higher than that, but it would appropriately capture the larger volume customers that have a more individual impact on the system.

We are also proposing that we would not proceed with the project unless we had 50 percent of the large volume forecast committed at the time of the project.

So whatever portion of the project is capacity is there to serve large volume, we would not proceed unless we had a minimum 50 percent.  It could be higher, absolutely, but no lower than 50.

The idea there is that it gives some certainty that -- it lowers the uncertainty around the forecast and it increases the level of commitment.

Next slide, please.  So in our example, we just came up with a very simple example.  So here you can see a diagram, it's multiple pipeline types.  You can see the circles are clusters of general service customers.  The diamonds, orange diamonds, are large-volume customers.

So this is an existing system, but it's tapped out. It's constrained; there's no available capacity.

Go to the next slide, please.  So what we are trying to show here is -- the concept is the purple is growth.  So you will see that each of the general service clusters of customers have growth; there's a purple circle around them.  And in addition to that growth, there are three large-volume customers that are coming on to the system.  This could have easily been existing customers expanding.  But in this case, it's three new customers coming on the system.

We are proposing a new pipeline, which is the dash line.  And what we are saying here is that that pipeline, that reinforcement of our system, will benefit a specific part of our system. And that's what the green polygon is, and what we have been calling the area of benefit.

So the area of benefit is the part of that system that will benefit from that new pipeline being built.  And so we have drawn that green polygon around those customers.

Next slide, please.  So what you see here now is the forecast.  So it's a very simple forecast.  It's a ten-year forecast, and we've got the three customers.  And what you can see is there's a fair bit of initial load in years 1 and 2, and then there's some future load as well. And the combined total of all that forecasted load is on the right-hand side.  It's 7,075 cubic metres an hour.

The small volume forecast, we used -- I think it was a one and a half percent escalation each year, which could be a typical sort of general service growth.  And what you see is that over the same period of time, we see growth of 3,746 cubic metres.

So the total project, together, is 10,821.  And you will see what we have done is we derived the percentages of the large volume and small volume.  So large volume is 65.4 percent of that capacity, and small volume is 34.6.

So the first step is there for the forecast, both large and small volume. The second step is on the bottom left-hand side there.  What we will do then is we will take the cost of the capital project, in this case it's $3 million.  We then divide that $3 million based on those percentages.  In other words, we are dividing the cost of the capital by the percentage of the capacity that those customer types are taking.

So in this case, large-volume customers are taking 65.4 percent, so they are taking about just shy of $2 million.  And small volume, the costs they're driving is just over a million.

So in the derivation of the HAF, it's a simple calculation.  We take the large-volume customers capital, 1.96 million, we divide it by the large volume growth, which is 7,075, to derive a HAF of 277 cubic metres per hour.

So we have our HAF.  So it's a pretty simple formula.  And as stated earlier, the proposed hard threshold of eligibility is 50 cubic metres per hour.  I have to apologize; the next slide has an error.  It says 100; that should say 50.

So actually, Stephanie, if you can please go to the next slide, I will speak to that.

So, yes, you can see there the threshold of eligibility says 100; it should say 50.  I apologize for the confusion.

So now we apply the HAF, and what we're saying in this case customers 1, 2 and 3 are committing to their year 1 and 2 volumes.  That's pretty typical, right.  Customers wills happily commit for their near-term volumes.  So the application of HAF is simply the firm hourly requirement multiplied by the HAF to come up with their proportion of capital costs.

In this case, we've committed now -- those three customers have committed to about 65 percent of the project.  That 65 percent just happens to be the same as the 65 percent on the previous slide.  Again, apologies.  It just happened to work out that way.  We didn't catch it until later, but it's just a coincidence.

So we have a 65 percent commitment, which means we'll proceed, because our minimum commitment was 50 percent, as stated earlier.

So the HAF has now been applied to those three initial customers.  The remaining capital that has not been applied will be held in the HAF and applied to future large-volume customers that come onto that system.

So those customers will no longer get a free ride, because they'll be allocated the HAF, but those initial customers, now, will have a lower cost per cubic metre, because the economies of scale, and we have now built a system out to accommodate what we feel is that large-volume future growth.

And then what's left over is the small-volume component of the project at the bottom there.  That remaining capital will be treated the same way we would treat another general-service reinforcement project.

So again, as I said earlier in the presentation, we are not proposing any downstream changes to how we do these things for small-volume or large-volume customers.  The HAF is really just upfront.

And so the impact is these customers gain economies of scale.  We are ready for them as they come on to the system in the future, and those initial customers aren't saddled with the entire cost of the project.

Small-volume customers, those costs will be treated the same as in the past.  However, they gain economies of scale as well.  Just the way that pipe-sizing capacity and pressures work, they gain economies of scale with having that system built out for the total demand.

So that's, I believe, everything I have for the presentation.  So I am finished now, thank you.

MR. MILLAR:  Great, thank you very much, Jason.

With that, I think we will turn to Dwayne.  Dwayne, are you prepared to go?

MR. RUBENSTEIN:  Sorry, it's Mark -- sorry, Dwayne.

MR. MILLAR:  Yes, go ahead, Mark.

MR. RUBENSTEIN:  Jason, can I just ask you a question?  And this is really what's Ian's e-mail is.  Can you go back up to the costing slide?  I guess it's one above.  Can you just then explain to me, in the -- without the HAF, normal circumstances, what does this look like?  Who is getting allocated what costs?  I think that was what Ian was trying to get at, and it would be helpful if you could provide that information upfront.

MR. GILLETT  Yes, absolutely, Mark.  No, I appreciate that.  Yes, so how we would do this today without a HAF is we would only design the project for those committed volumes, so in this case customers 1, 2, and 3 are saying they would commit to their year 1 and 2 volumes, so this project would only be designed to feed year 1 and 2, so 3,125 plus the 1,500, so we would design that project to feed or to serve only those loads, and the cost of that project would be borne entirely by customers 1, 2, and 3.  Any future customers would not bear any costs if they came on to the system and there was excess capacity, because -- so we are saying that we would build for 4,625 cubic metres.  The way nominal pipe sizing works, you know, there's going to be excess capacity, potentially.  That drives up the cost.  Those three customers would pay those entire costs.  So they would pay it up front.

Their future loads in years 3 through 10, unless they were committing in year 1, we would not have the project designed for them.  So what would happen is as they have future requirements in years 3, 5, 7, 8, and 10, we would have to build other projects, because we just -- we don't design for uncommitted load at this point in time, and if other customers came on after year 1 we, again, wouldn't be ready for them because we wouldn't have them in the forecast.

MR. RUBENSTEIN:  So I understand that with respect to the large volume.  But in the -- and I think the number you said was 4625 would be the capacity that you would build for.  That's year 1 and 2?  But would you also be building for the small-volume customer incremental loads that you are forecasting, not just in those two years?  My recollection from past projects is you -- for small-volume you're also looking -- you will look out for multiple years?  More than just this year --


MR. GILLETT:  Yes.

MR. RUBENSTEIN:  -- you may have ten -- you have a demand forecast and look out longer.  So aren't you also going to be building for small-volume customers for some period of time?

MR. GILLETT  Yes, and that's how we do it today.  So the HAF -- there isn't really a change to how we forecast and build for the general-service or small-volume customers.  That remains the same as today.

MR. RUBENSTEIN:  But I guess the question then is how are you allocating costs today in this example between large-volume and small-volume customers.  So you are building a project that's going to serve these customers 1, 2, and 3, but it's also going to serve small-volume for whatever period of demand growth you are looking at, and how are you allocating in that scenario between the large and the small customers, essentially customers where you are going to require a -- you may require a CIA fee depending on how the math works in the model versus small-volume, where you're not?

MR. GILLETT  So I am thinking this might be a good one for Faheem.  It's as we do it today.  Faheem, did you want to maybe comment on that?

MR. AHMAD:  The small-volume customer, I think that would be categorized as a generalized system reinforcement cost.  So which allocate -- which is allocated on a portfolio basis to all new customers.  So this would be categorized as generalized reinforcement cost.

MR. RUBENSTEIN:  No, I understand, but say the project costs -- whatever the costs of the capital project for the pipeline, the pipeline has some sort of capital costs; right, and --


MR. AHMAD:  Um-hmm.

MR. RUBENSTEIN:  -- you're determining what you are going to allocate to the large-volume customers for the purposes of determining if they are need to pay CIA fees.  How are you making that determination between -- I understand small-volume, you roll that into the rate base, et cetera, et cetera, but don't you have to allocate some portion of the costs for the purposes of the EBO 188 CIC calculation of large-volume versus small-volume?  I am just trying to determine how you make that -- just refresh me on how you make that allocation.

MR. AHMAD:  Allocation to large-volume or small-volume?

MR. RUBENSTEIN:  Well, between the two of them.

MR. AHMAD:  It's separate 65 percent and 34 percent, as Jason explained, so the total cost to us, 3 million, and out of that was -- 65 percent was around 2 million, 1.9 million and something, and --


MR. MACPHERSON:  So I think -- let me -- it's Ian Macpherson.  Let me clarify that.  That is what we were proposing.  The difference of what is today is you would be removing the forecasted non-committed customers from that split, and the split would be based on the committed large-volume versus the forecasted small-volume customers.

MR. RUBENSTEIN:  Okay.  I think that answers.  Okay.  Thank you very much.

MS. GIRVAN:  Sorry, this is Julie Girvan.  I had one clarification.  You said in the next slide there's a line that says $1 million for small-volume customers will be treated as the same as they for today, so does that mean under this proposal small-volume customers aren't impacted by this proposal?

MR. GILLETT:  In this example --


MR. MACPHERSON:  The impact --


MR. GILLETT  In this example, no --


MR. MACPHERSON:  I would say the only thing that -- sorry, Jason.

MR. GILLETT:  Sorry, I was just going to say the only impact to small-volume customers is that they benefit from economies of scale, so by having the large-volume forecast in there, it drives down the cost per cubic metre, but beyond that, as Ian said, there's no other --


[Off-the-record discussion]


MR. GILLETT:  Sorry, what I -- yeah, no, my apologies, Lisa.  What I was saying was by -- the only impact in this scenario to general-service customers -- or small-volume customers, rather, is that they benefit from the economies of scale by having the large-volume forecasted customers in there as well.  Beyond that, as Ian said earlier, Ian Macpherson said earlier, there's no other impact to them, based on -- or no other difference between how we would treat them today.

MR. MONDROW:  Jason, Ian Mondrow, counsel, for IGUA, for the benefit of the court reporter.  Under the proposal, how are the balance of the HAF allocations that will only be recovered from customers in years 3 through 10, in your example, how is that balance of the initial cost carried during that period?  Or treated, I should say.

MR. GILLETT  I am thinking Faheem or Ian might be able to answer that one best.

MR. MACPHERSON:  Yeah, I'm going to ask -- and maybe just, can you just repeat it, Ian, so we understand what you are exactly asking?

MR. MONDROW:  Sure, sure.  So as I understand the proposal, because you are incorporating future, I will call it large-volume customer load into your forecast and your project sizing.  And then you're allocating the costs as between the ten years' worth of large-volume customer load and the ten years worth of small volume customer load.  And for customers 1, 2 and 3, you're allocating the -- you're allocating to them a portion of the large-volume customer costs, as it were, or HAF.

But you have got future load.  Let's say there's a fourth large-volume customer in year 8, which you're forecasting -- or year 5, or something.  What happens to that future allocation in the interim?  Does it go into rate base until that future customer comes on and makes its HAF contribution, or is there some other treatment.

MR. MACPHERSON:  I will ask Faheem to answer that.

MR. AHMAD:  The whole project cost goes into the rate base, once we demonstrate the project PI is above 1.  So this project is not different from any other system expansion project, as long as the project PI is above 1.  So we load it into the rate base and that applies to the rate calculation from all other customers.

MR. MONDROW:  Okay.  So, Faheem, the entire cost of the project, net of any CIACs construction goes into rate base when the project becomes operational?

MR. AHMAD:  Yes.

MR. MONDROW:  And then in year 5, in your example, customer 2 in year 7 -- or some new customer, it doesn't matter, comes along wants more capacity.  You've got that capacity, because you designed into the project.

MR. AHMAD:  Yes.

MR. MONDROW:  They pay a CIAC.

MR. AHMAD:  Yeah.

MR. MONDROW:  Does the rate base then get reduced by the amount of that payment at that point in time?

MR. AHMAD:  Yes, potentially, whenever we rebase, so the rate base will be lowered by the amount of CIAC.

MR. MONDROW:  Sorry, in the interim, until that future contribution comes in, rates are -- the unallocated large-volume customer HAF is carried by all customers in their rates.  And then those rates get reduced in the future, when the new large volume load comes on and the CIAC is made.  Is that right?

MR. MACPHERSON:  Ian, maybe I can answer this.  So all things being equal, if a project happened today, that project is not in rate base until the time of rebasing.  So you're asking a question of if that happened now and then we passed the rebasing period?  Is that how you asking this?

MR. MONDROW:  Sure.  You are refining my question, but yes, thank you.

MR. MACPHERSON:  Just to make it clear, then that would be -- that would be correct, that would reduce the rate base in the future at the next time that there was a catch-up in the rebasing that that would show up.

MR. MONDROW:  Right.  But if there 's a rebasing in year 5 and the new large volume load comes in in year 7, for two years, that unallocated HAF is being carried by all customers in their rebased rates under that example, right?

MR. MACPHERSON:  Correct.

MR. MONDROW:  Okay.  And if the project is an ICM project, so we actually get a rate rider -- or maybe it's not called rate rider, but you get recovery of that even during rebasing, that recovery will also result in all customers carrying that unallocated HAF until that large-volume customer comes in, in our example in year 7, right?

MR. MACPHERSON:  I am not -- I am not confident to speak to the ICM treatment, but I belief ICM is applied until such time as rebasing to support the incremental capital investment and not supported by rates.

MR. MONDROW:  Right.  But in no scenario, Ian, is Enbridge going to be carrying this cost.  It's going to be either recovered from large-volume customers or -- I shouldn't say in no scenario.  I guess if the project is not an ICM project, it's effectively carried by Enbridge until rebasing.

But if it is an ICM project, all those costs are going to be, going to be recovered in some fashion.

MR. MACPHERSON:  Right.  And just to be clear, that's exactly as it is today.  That is not changing in this proposal.

MR. MONDROW:  Well, except in this proposal you are sizing the projects for future growth.  And what Jason said is currently, you wouldn't do that.  And maybe that's more efficient in the long run.  We are just trying to understand the difference.

MR. MACPHERSON:  That's right.

MR. MONDROW:  Okay, thank you.

MR. GILETT:  Ian, maybe just one clarification to your question there.  You had said that a CIAC would be calculated.

Just to be clear, a CIAC may not be required.  So a HAF is not explicitly about CIAC.  A HAF is about allocating capital costs.  The downstream process today, and as it would be in the future, is that we would work with customers to avoid the CIAC, so through term of their contract or something else, they can potentially avoid a CIAC.  So in many cases, that's what we would seek to do.

I just want to make the clarification that HAF does not equal CIAC.  HAF equals capital costs being allocated to a customer.  It may result in CIAC, but we have mechanisms in place today that could continue to have large-volume customers avoid having any up-front cost.

I just wanted to make that clarification.

MR. MACPHERSON:  If I can just add one point to that to confirm that we have had four projects approved with the HAF to date and to my checking on this, not a single customer has paid a CIAC at this point.

MR. GARNER:  It's Mark Garner from VECC.  Can I jump in, please?  That's what I am confused about in your presentation.

It seems to me that although this discusses cost allocation, one of the fundamental changes is not to do with cost allocation, but to do with how you're going to forecast.

So you're saying in the current situation, you do not forecast large load; it has to be committed.  In this methodology, you will now forecast large load.

And so what I am confused at, if I am right with that, if a customer comes on who was forecasted, when they come on the system, there is no contribution in aid of construction.  There is no construction, because construction is completed already, isn't it?  Because they were -- even though they were unknown, they were anticipated to at some point come on.

So what I am confused at is do you go to that customer scene and say notwithstanding we aren't going to construct anything, you are going to pay something for that earlier construction?

MR. MACPHERSON:  Jason, do you mind answering this question, please?

MR. GILETT:  So when the project is initially designed and constructed, what we are proposing is that when we create the HAF, it's the total cost of the large volume capital divided by the capacity created.

So what happens is those customers that initially commit -- so in this case, customers 1, 2 and 3, they have committed right off the bat, they will get applied the HAF.  They are not paying the entire construction cost.

So you are right.  We are billing the project only once, but those initial customers aren't paying or are not being allocated capital costs for the entire project.  They are only being allocated capital costs for the proportion of the project that they are reserving.

A customer that comes on in the future, let's say year 5, we are not building another project.  We are saying we have capacity available.  They get applied a HAF, so that they're now paying their proportion of the capital costs for that project.  Because had those three customers not been there, that fourth customer will be on the -- would be on the hook for an entire project.

What we are saying is those first three customers don't need to be allocated the entire capital.  They only get allocated the capital that they drove.  We hold that HAF for the future, so that future customers pay their fair share so that they are not coming on for free just because of the timing.

And again, to be clear, you know, you had said that they would pay.  That's not necessarily the case.  As Ian said, the four cases we have used HAF, we have yet to have a customer have a CIAC.  They can sign a multi- year contract and the revenue from that contract reaches a PI of 1, they don't need a CIAC.  That's something we try to avoid with large-volume customers.

MR. GARNER:  Jason, can I just follow up, though?  If I am putting myself in the shoes of the known but unknown future industrial customer call it, and that customer comes to you and I understand you're saying they may have to contract for a certain period, is that customer seen -- are those past charges of carrying that unused capacity somehow now being charged to that customer in the rate different than other customers, because they have to in a sense make up that past cost?

I am a little confused at that.  How does that customer pay the costs of the capacity that was reserved for them?  Not, you know, in front of the past up of holding that capacity, how does that occur?

MR. MACPHERSON:  It's Ian McPherson.  Maybe I can answer that.  This proposal is not a rates proposal and, as Jason mentioned, there is no implication of timing differences in this application of HAF.  We are simply applying the portion of capital fairly to those future customers at the time that they come on and into their economic test, and these -- at the time of applying it, these are not constituted at any kind of rate --

MR. GARNER:  Okay.  Sorry, and just one final question then just to finish it, so to Ian Mondrow's line of questioning, if the forecast for the unknown customers to come in the future, there's a cost to carry that now new capacity you are building that you hadn't built in the past, I understand you to say is that cost is being carried by all customers until such time as that new customer comes.

MR. MACPHERSON:  And just a clarification where you just said -- there is no -- in our forecast there is no unknown to speak of, and when we create a project these are based on expressed interest of real customers.  We are not guessing.

MR. GARNER:  But Ian, the new proposal that you are going -- you have current proposal -- now I am getting confused, because I thought the change was your current methodology is you only build the capacity for large customers that is committed.  Under the new proposal you will forecast large capacity and so build for greater than what is committed, you will build for your forecast of what's going to happen; isn't that correct?

MR. MACPHERSON:  Jason, do you mind explaining how we do the forecast for the HAF, please?

MR. GILLETT:  Yeah, the forecast -- just to be clear, the forecast is not -- it's not an ethereal sort of guess.  We have a number of ways that we forecast large-volume growth, so general-service growth, small-volume growth, is much easier to forecast; right?  There's a number of ways to do that.  They tend to be a less lumpy, more slow growth over time.  Large-volume is not typically like that, it's lumpier, but our forecast is based on market intelligence, it's not just a guess, so to speak, so there's a number of ways we can do that.  For the four projects that we have used this, we have done an expression of interest, which is, we have canvassed the market, and we have received essentially bids from large-volume customers showing when they need the capacity and how much they need.  We use other market intelligence, including direct relationships with the customers, so with, you know, contract customers as an example, they have an account manager, they share their growth plans with us.

We also work very closely with economic development groups in the various areas in the province to understand things like industrial parks and future growth.

So this large-volume forecast is something that we do today.  We forecast large-volume growth, just to be clear.  What we don't do is we don't use that forecasted growth in the design of these projects.  We only use the committed growth.

So we would use our existing large-volume forecasting practices to design a project.  So as Ian Macpherson said earlier, to us it's known growth.  It's based on market intelligence.

MR. MILLAR:  Gentlemen, I have to interject here.  We are already 35 minutes behind schedule, and we have people who have to go this morning.  So -- and I forget -- I don't have off the top of my head -- I know, Mike Brophy, you need to go this morning; is that right?

MR. BROPHY:  That's correct.

MR. MILLAR:  And Dwayne has been waiting patiently for 35 minutes, and I know he wants to get back to the lake and he has to go.  Mike, can you still wait until after Dwayne?

MR. BROPHY:  I am good as long as it's anytime in morning, yeah.

MR. MILLAR:  Okay.  So I'd ask people, please keep your interjections to a minimum, especially given the fact that we are already well behind schedule and we do not have enough time as it is to complete our schedule, so Dwayne, with that, can I please pass it to you?
Examination by Mr. Quinn:

MR. QUINN:  Yes, Michael.  Thank you.  And in fairness to all parties -- and Michael, I know you are trying to keep this on-track -- I think the introduction and some of the clarifying questions asked by others I know have helped me and I am sure have helped others.  There are still individual concerns that we have that are in our scenario, but I have a greater fundamental understanding, so I will try to move quickly, and again, to the extent that we don't have the answers today, we would ask the company to consider taking undertakings to clarify for everybody's benefit so that everybody can have their questions in today.

So moving to that, I saw on the tab that you have a tab for FRPO scenario.  Okay.  So I am not sure who would like to start here, but we have now clarified that this was the scenario we were trying to create where you have a $10-million capital project with 1,000 cubic metres of capacity created.  What we are trying to get is an understanding of how the allocation would occur, recognizing in this case that you had a large summer customer that had demand.  Also, you have got winter customers who have demand.

If your design capacity is to meet a winter peak, which is almost in every case is, how are these costs allocated, recognizing that there is both summer and winter peak customers?

MR. MACPHERSON:  Okay.  It's Ian Macpherson.  I am going to try to understand this with you, Dwayne.  The first question I have to respond to this, so in the first project -- extension project you are proposing that between small and large there is total forecasted demand of 600 cubic metres an hour; is that right?

MR. QUINN:  In the winter.

MR. MACPHERSON:  In the winter.

MR. QUINN:  Yes.

MR. MACPHERSON:  And I was confused by -- and right below your table, the capital cost, 10-million I understand.  Why would the capacity be 1,000 cubic metres per hour?

MR. QUINN:  Because exactly what Jason said before, Ian -- and you're familiar with this type of design -- you don't build a four-and-a-half-inch pipeline, you build a 4-inch pipeline or 6-inch pipeline, so 4-inch isn't big enough, so you go to 6-inch; therefore, you have got 1,000 cubic metres.  To be able to make 600 cubic metres you use the next biggest pipe size, giving you incremental unallocated capacity, and this is part of the question that others were asking, is who is carrying the cost for the incremental unallocated capacity.

MR. MACPHERSON:  Okay.  It's pretty substantial overbuild in our experience of what we have seen, but we can work with this example.

And one other question, in the example of the two groups of customers of large summer and large winter.  Is each one of these one customer or is there more than one customer?

MR. QUINN:  Just one customer.  I am trying to keep this simple, Ian.  Of course under the small customer I put total small.  It's X number of customers with respect to summer and winter demands, so for the --

MR. MACPHERSON:  Okay.

MR. QUINN:  -- large customers they're individual one customer in each at the -- in this initial scenario.

MR. MACPHERSON:  I see.  Okay.  So the first step in our proposed methodology is to split the capital costs between small and large based on the proportion of the peak system demand.  In this case, as you've said, it's winter.  So we have one-third large-volume and two-thirds small-volume, so proportionate allocation I guess would be 3.33-million to large-volume customers and 6.66-million to small-volume.

Next step in the derivation of the allocation factor, we would add up of all known and forecasted large-volume customers peak hour, cubic metre per hour demands into the equation of capital divided by that number, and in this case would be 300 cubic metres per hour for the large summer, the top line, and 200 for the peak winter.

So that creates an allocation factor of -- or the quantity of 500 divided into the total capital allocation -- I don't have a calculator, but 3.33-million -- am I doing that right?  Yes, divided by 500 --

MR. QUINN:  Yes, 500.

MR. MACPHERSON:  -- yielding that number.

MR. QUINN:  Okay.  That's helpful to understand.  It doesn't necessarily eliminate all our concerns, but that's a helpful explanation.

I understand others may have trouble following this, because I was trying to work it out through Excel spreadsheets what I thought might happen, and that's what I thought might happen.

Can you commit to just undertaking a response from that, Ian, in writing so that we have it for the purposes of everybody's understanding?

MR. MACPHERSON:  Yes, I can.

MR. QUINN:  Okay, thank you very much --

MR. MILLAR:  Sorry, it's Mike, I just want to mark that --

MR. QUINN:  Oh, yes.

MR. MILLAR:  -- as --

MR. QUINN:  Yeah.

MR. MILLAR:  -- JT1.1.
UNDERTAKING NO. JT1.1:  [NOT DESCRIBED]

MR. QUINN:  Yes, thank you, Michael.  I am sorry, I will try to be efficient but not forget protocol here.

So that's the base allocation.  You have got 6.6-million to the small-volume, 3.3 to the large-volume.  Now you have a new customer come on that isn't in that forecast, but there is capacity remaining for that customer.  So in the example number 1, if a new summer customer with a summer demand of 250 cubic metres per hour and that customer comes on, how do you treat that customer and what happens to the HAF in that process?

MR. MACPHERSON:  So in your statement that we fully satisfied, so the large summer customer and the large winter customer have both come on.  Is that correct, Dwayne?

MR. QUINN:  No, just -- well, sorry, in the initial large -- yeah, in the initial table, the large summer of 300 and large winter of 200, those customers are on the 400 metres cubed of small volume has come on, now an additional customer of 250 metres cubed per hour in the summer comes on, how is that customer handled and how is -- what impact does that have on the, for lack of a better term -- no, I don't want to put a term on it -- the HAF, how does the HAF treat that customer?

MR. MACPHERSON:  So as I understand your example, the total, the HAF is based on 500, as I mentioned a minute ago.  And it's those two customers have come on to the system and are known and forecasted customers in our derivation of the HAF, the HAF would have been fully allocated at this point.

So any future customers, assuming the system can take them in this case, yes, the summer demand of 250, there is no future allocation of HAF, the HAF is over.

And that is exactly as it is today.  If that customer were to show up in an existing system and the system could support that addition today, there is no allocation to that customer other than their direct costs of new service line and station et cetera.

MR. QUINN:  So just I am repeating this back so I think I have clarity, Ian, because I think this would apply to scenario 2 underneath there also.  Once the HAF has been completely allocated and paid for, it's over, as you said, so -–

MR. MACPHERSON:  Right.

MR. QUINN:  So any additional large customer, whether it's summer or winter, does not pay a contribution to that capital.

MR. MACPHERSON:  That's right.

MR. QUINN:  Okay.  So if -- and this is just a change in the scenario, so I want to clear about that.  If the total small customers had now come on, so you have forecasted 400 metres cubed of total small and that was only 200 customers per se, because the HAF is only large volume, that doesn't matter as long as you have got payment appropriately from the initial large summer and large winter customers.  Is that correct?

MR. MACPHERSON:  Sorry, Dwayne, you lost me there.  Can you restate that question, please?

MR. QUINN:  Yeah, I understand.  What I am doing is changing the scenario to say the total small customers have not all come on, so you do not have 400 metres cubed of total small customers yet, that still wouldn't impact -- my understanding now is that still wouldn't impact your HAF, because the HAF is only a concept that is created by the forecasting of large volume loads.  Is that correct?

MR. MACPHERSON:  Correct.  Let me just clarify.  What happens is the moment the HAF is set, everything is set.  And then going forward, there's no interplay.

Any customer that would come on in the future once the HAF is allocated, the HAF is done.  There's nothing more to allocate to those customers and at that point, come what may, a new customer comes, no matter what kind of customer they are and the system has capacity, that customer will be connected and there is no future allocation of capital cost.

It's finished based on that initial setting of the HAF, and it's over with.

So in this case, you're mentioning 10 percent or it's HAF -- sorry, half the volume, there already is 400 cubic metres an hour spare capacity in this system ready to connect to other future unknown customers, should they attach.

MR. QUINN:  Right, okay.  I have clarity on these scenarios to the extent that -- I can follow it.

To the extent that somebody else is following and has a brief clarifying question, feel free to ask because I am just going to move on to two more other questions, and I will be finished my time.

MR. BUONAGURO:  Just intuitively -- and I may be completely wrong -- when you have a large summer customer with zero winter demand and they're taking service on a winter system, isn't it possible they could go with interruptible service.  They wouldn't actually need firm service and they would be completely outside this calculation.

MR. MACPHERSON:  I am going to ask Jason to respond to this, please.

MR. GILETT:  So we don't build for -- we don't typically build for interruptible demand, right.  So is your -- well, let me step back.  So is your question if we only had the large summer customer, so are we extending our system just for that 300 M cubes per hour of summer demand just for one customer?

MR. BUONAGURO:  I am just looking at the scenario and my understanding is that universally, you're a winter peaking system and if a large customer comes to you and says I need 300 metres cubed, but only in the summer, I don't need anything in the winter.

I am not sure it's exactly what the scenario is, but it seems like it's close, it's probable that you would have interruptible service available to them in the summer to serve their actual annual demand, and you wouldn't actually need to build anything for them isn't that -- that's what I am seeing here.

MR. GILETT:  Good question, Mike.  So it if it's an existing system and it's a winter peaking system, and a summer customer comes on and they have no winter demands, there is potential we could serve interruptible summer -- we could serve interruptible capacity on this system, yes.

MR. BUONAGURO:  Okay, thank you.

MR. GILETT:  If it's an existing system with existing capacity, yes.

MR. BUONAGURO:  I think maybe that's what I was missing in the scenario.  We are talking about where -- we are talking large summer and large winter customer that don't have service at all, and they need some sort of extension just to get served.

But then when you're building the service, you build it to meet the winter demand, and therefore that would create interruptible service that you may be able to serve the large summer customer without actually having to size it for them.

MR. MACPHERSON:  It's Ian Macpherson, a point of Clarification.  If, for example, this is an extension example, we removed any small customer -- well, let's say this is in the middle of the country, in this example this is actually a summer -- this extension is finite piece of system is actually a summer peaking system and not a winter one.

MR. BUONAGURO:  Fair enough; that's a good point.

MR. MACPHERSON:  We have a combined summer load of 350 and winter of 200.

MR. MILLAR:  Okay.  Can we go back to Dwayne?  You're running out of time.

MR. QUINN:  Sorry, Michael.  I turned my clock on, but let's go down to the bottom.

What I am trying to understand then is this new customer doesn't get any allocation of HAF, they are a bonus to the system.  Does that trigger eligibility for any of these customers for a rebate?

MR. MACPHERSON:  Jason, do you mind responding to this one, please?

MR. GILETT:  No, no.  In this case, the large-volume customers, there is no rebate or refund for those costs, and that's how we do that today.  Our experience with large-volume customers is that they want certainty around their costs.  If there's a potential for a rebate -- or a refund rather, there's also potential for incremental costs.  Right?

It's a symmetrical proposition, so what we find is that large-volume customers want certainty.  And so once the HAF is allocated, the HAF is done, and we don't revisit it to issue refunds.

MR. QUINN:  So if that 250 metres cubed comes on in -- no, let me turn the question this way, Jason.  What would trigger a rebate, then?  What scenario -- given this scenario we just created, what occurrence would trigger rebates for eligibility for customers?

MR. GILETT:  For a large-volume customer with the HAF, Dwayne?

MR. QUINN:  Yes.

MR. GILETT:  Yeah, there isn't a scenario.  We are not proposing a refund mechanism for the HAF.  So the project is designed based on forecasts, the capital is done at the time of the project application.  Those two things are set, the HAF is then derived dividing the capital costs by the hourly capacity that HAF is now set and the HAF is allocated until it's done, and that is it.  There is no refund mechanism.  It gives customers certainty that they know exactly what their costs are when they commit to that capacity.

MR. QUINN:  Okay, is there any eligibility for small-volume customers?

MR. GILLETT:  We are not proposing any changes to the current practices for small-volume customers.

MR. QUINN:  Okay.  I wasn't clear on the -- I wasn't exactly clear on the eligibility, but I am not going to take more time to clarify that.  Hopefully others will, or I will reread what you provided so far.

You did say, though -- and I want to clarify on this -- you have got a forecast of small-volume customers, but you said a residential customer might use 1 metres cubed per year or 2 metres cubed per year, in that range.  If we use 2 metres cubed per year and you had 200 customers come on, your demand from those customers, though, would not necessarily be 400 metres cubed, correct?

MR. GILLETT:  Just to clarify, Dwayne, when we said an average residential customer is 1 or 2 cubic metres per hour.

MR. QUINN:  Yup.

MR. GILLETT:  And in this scenario the general service forecast scenario would be metres cubed per hour, not per year.

MR. QUINN:  Okay.  So 2 metres cubed per hour, 200 customers.  The resulting demand is not necessarily 400 metres cubed because of the diversity benefit you would get from 200 customers; is that not correct?

MR. GILLETT:  The way that we forecast and design the system for general-service customers today is not -- we are not proposing a change to that, so general-service customers --


MR. QUINN:  [Multiple speakers]

MR. GILLETT:  -- tend to be easier to forecast, and so the practice that we have around -- you had mentioned diversification.  Those sorts of things that we do today, we are not proposing a change under this methodology.  That proportion of the project is split off and almost treated as if it's a standalone.  So all that downstream treatment right down to the rates, we are not proposing a change to that.

MR. QUINN:  Okay.  And my issuing concern is the diversity benefit, so --


MR. GILLETT:  Those things are taken into account today, and we would continue.

MR. QUINN:  So it's designed into your forecast for metres cubed that if you have 200 customers the winter demand will only be representative of 200 customers at the diversified peak impact.

MR. GILLETT:  Yes.  The way we designed and model and derive rates for the general-service customers today remains the same, and we include in that general-service forecasting and design, we include things like diversification, as you mentioned.  That's done today --


MR. QUINN:  Okay.

MR. GILLETT:  -- and it will continue to be done tomorrow.

MR. QUINN:  Thank you, that's helpful.

Last question -- and maybe this is to you, Ian -- and I know this might be a sensitive issue, but it bears asking, because a number of people are concerned about who is carrying the cost of capacity, and rightfully so, and what goes into rate base and when the rate-making term is coming up, but if you -- if the company is able to get recovery either through putting in through an ICM or carrying the cost of the HAF in some form of rebasing if the rebasing year comes, does that not give the company a competitive advantage versus others who could potentially provide a distribution of service because they don't have that level of insulation from the impact of the cost over time?

MR. MACPHERSON:  Sorry, I apologize, Dwayne.  Can you restate the question?  I am having trouble following exactly what you're asking.

MR. QUINN:  You are going to spend -- in the scenario created, you are spending $10 million, just to say that the amount of money you spend, you are going to get it back either through allocation of costs in an ICM or they'll be added to rate base upon rebasing if the rebasing happens in the ten-year period, which it likely will.  Does that not give the company some level of insulation and certainty on recovery of its costs that other potential distributors would not have and therefore gives the company a competitive advantage?

MR. MACPHERSON:  This is a complicated question.  You are asking about things to do with competitors and mechanisms that they do or don't have available to them.  I might just need a minute to -- could we have a minute, Jason and Faheem, to conclave about this question?  Do you mind?

MR. QUINN:  I don't mind, but I'm also -- if it's going be more than a minute or two, in respect of others, if you would like to take that question by undertaking and provide a response, that is satisfactory also.

MR. MACPHERSON:  Perhaps just two minutes.  We can try to answer it.

MR. GILLETT:  I don't think we have a breakout room set up right now.  I don't --


MR. AHMAD:  I don't see the breakout room.

MR. MACPHERSON:  Yeah, I don't either.

MR. QUINN:  Would you like to take it by undertaking, Ian, in fairness?  I understand if --


MR. MACPHERSON:  Just so -- I mean, we will actually eventually need that, I expect, sooner or later, if you could set that up.

MR. MILLAR:  Lillian, are you able to set up the breakout room?

MS. ING:  Yes, sorry, I can put you in there now.

MR. AHMAD:  Yes, we can see that now.

MR. MILLAR:  While we are waiting on them, it's Michael Millar here.  Can you please -- who has to go this morning?  I know Mike Brophy does, and there's a couple of other people.  Who else is on the list that has to go?  Kent?

MR. ELSON:  Yeah, I need to go this morning, thanks.

MR. MILLAR:  Anyone else?  Okay.  So once Dwayne is done we --


MR. BUONAGURO:  Sorry --


MR. MILLAR:  -- will -- we will have to have a break at some point, and then we will go Kent, and I think we might skip over OGVG and go to --


MR. BUONAGURO:  Hi, it's Mike.

MR. MILLAR:  Yup.

MR. BUONAGURO:  I am trying -- yeah, I'm on the list for the morning.  If there's a gap where I can listen but I can't -- if you push me right to the end I could do that, but sometime between 12:30 is fine for me, if you can put me in --


MR. MILLAR:  Okay.  So what we'll try and do, Mike, is, we'll go --


MR. BUONAGURO:  The recess --


MR. MILLAR:  -- Kent -- I am going to put Mike Brophy in front of you, and we may still get all of you done before lunch, because I think he is not available at all in the afternoon, and then hopefully we will get you in.  If not, we might have to bump you to later in the day when you are available again.

MR. BUONAGURO:  I think we can make it work, thanks.

[Witness panel confers in breakout room.]

MR. GILLETT:  Thank you for your patience, Dwayne.  We just wanted a quick -- just to make sure we were on the same page here.

So we don't believe that there's any -- any sort of competitive advantage.  So the concepts that we use today and we continue to use tomorrow -- because remember, the HAF is just the upfront allocation of the capital costs -- what we are following for everything else is the EBO 188 guidelines, so the economic tests, the rolling portfolio, those things, those mechanisms that are within EBO 188, are available to us and any other distributor that's regulated by the Ontario Energy Board.  It's not a competitive advantage, it's just available to us as a regulated utility.  So we are not seeing it as a competitive advantage.

MR. QUINN:  Well, I don't want to debate this, but the thing you are changing is the HAF, and you are deferring the recovery of -- you're increasing your forecast of large-volume load to reduce the cost for large customers that are coming on.  Whether they take that capacity or not, it's already in your calculation, and it therefore lowers the cost.  You called it more equitable at the start, and I can understand from a theoretical point of view if there was only one distributor that would be seem more -- be seen as potentially more equitable, but other -- if I were to start my own distribution company, I couldn't spread that risk to later on to other customers.  I would not be in the same position.  Would you agree with that?

MR. MACPHERSON:  I am not sure by that, Dwayne, that if you're extending as a new distributor your system and have customers you're forecasting as a distributor, why wouldn't you be able to do that?

MR. QUINN:  Because I don't have the other customers in my rate base to be able to spread that cost over and get revenue recovery over time. It's only the new distribution system that would generate the revenue.

I think there's a risk of debate here, Ian, and I don't want to do that.  I understand there's bigger issues around this than just the mechanistic HAF type approach.

But I have taken the time, Michael, thank you for accommodating that.  I will be tuning in by phone throughout the day at different times, and I just appreciate your accommodation.  Thank you all.

MR. MILLAR:  Great, thank you very much, Dwayne. We are going to move to Kent now.  Kent, I don't know if your timing has been reduced at all in these questions, maybe yes, maybe no.  But we will want to take a break probably in around ten minutes or so.  So if there's a convenient spot, I will let you pick it out.  Thanks.
Examination by Mr. Elson:


MR. ELSON:  Thank you.  Kent Elson for Environmental Defence.  A couple quick questions of clarification to start.

On slide 2, the slide about the thresholds, it says that the contractual commitment for the threshold is that the contractual commitments from at least 50 percent of forecast large-volume customers for a HAF project prior to construction.

And I think what you mean by this as for the threshold is that there would be 50 percent of the total forecast peak hour demand from large-volume customers, but not 50 percent of the number of large-volume customers.  Is that correct?

MR. GILETT:  Yeah, what we meant was 50 percent of the committed capacity of large-volume customers.

MR. ELSON:  Okay.  In your example you had forecasted growth from existing customers, that was customers 1, 2, 3.  They had committed for years 1 and 2, and you were also including the forecast with the non-committed for years 3 to 10.

But I think for the HAF, you would also forecast in other situations growth from new customers, if you felt that was appropriate.  Is that right?

MR. MACPHERSON:  Jason --


MR. GILETT:  Yeah, that's right.  So if we had sufficient strong market intelligence that showed, as an example, a customer 4 for future load, we would potentially include that customer if we had the market intelligence to support it, that's right.

MR. ELSON:  And if you had a customer 4 that was summer peaking, how would you treat that in terms of a potential interruptible load on a system that is winter peaking?

MR. MACPHERSON:  I will take that one.  So, Kent, you're saying a new customer that's known wants to connect to a HAF project?

MR. ELSON:  That you have some intelligence about a customer, and if the intelligence was that they were going to be summer peaking, how would you deal with that?

MR. MACPHERSON:  They would not -- the allocation is proposed to be on a firm hourly basis, not on an interruptible one.  So they would not be considered for the project, for the HAF.

MR. ELSON:  And so the HAF, and I think this is clear, it's only for development projects, and that means it's only for increasing the capacity of an existing pipeline not for community expansion or small main extension, right?

MR. MACPHERSON:  Well, the HAF project could be a main extension project, if that -- to clarify that.  It's a little different in most community expansion projects are looking at -- they're generally driven to great extent by small volume customers and not by large ones.  But a number of these scenarios that we have seen involve extensions of the system to serve a new large-volume customer, and the HAF could apply in the right circumstances.

MR. ELSON:  So do development projects include main extension projects?  I thought development projects were increasing capacity of an existing pipeline.  Could you clarify that for me?

MR. MACPHERSON:  It could be both.

MR. ELSON:  So you're example was increasing the capacity of an existing pipeline.  But you're proposing also to use HAF for building new pipelines extending the grid?

MR. MACPHERSON:  That's correct.

MR. ELSON:  Okay. And so do you always need to make a leave to construct application for a development project?

MR. MACPHERSON:  No, only when conditions of filing an LTC come into play.

MR. ELSON:  And that's a monetary threshold, right, in part?

MR. MACPHERSON:  In part, yes.

MR. ELSON:  What's that monetary threshold, off the top of your head?

MR. MACPHERSON:  I believe it's $2 million.  Jason, can you confirm that's right?

MR. AHMAD:  Yes, it is $2 million.

MR. GILETT:  Yes.

MR. MACPHERSON:  Okay.

MR. ELSON:  And so I guess I should reframe my initial question.  But I think the answer will be the same, is that you don't always need to do a leave to construct application for these HAF projects, only if they are above the threshold, right?

MR. MACPHERSON:  That's correct.

MR. ELSON:  And otherwise for the projects that are below the threshold, how are they approved?

MR. MACPHERSON:  Approved through the similar methodology as we are proposing today.  If we had a project less than LTC threshold in dollars and have more than 50 percent committed customers, the economics project would be assessed by the company and should we meet all those conditions, then we would build that project.  And I think that's it.  Does that answer the question?

MR. ELSON:  Yeah, you build it and then recover -- where do you seek recovery and where do you put information on the record that you have used the HAF and where is that analyzed, the appropriateness of that?  Is that your next rates case?

MR. AHMAD:  Can I address that, Ian?

MR. MACPHERSON:  Please.

MR. AHMAD:  Yeah, so HAF will be part of the portfolio.  So we have a rolling project portfolio and there are the -- there are reporting requirements by the Board, which I believe are laid out in EBO 188.

So the HAF projects will be treated as any other system expansion projects, which is part of our rolling project portfolio.  And all those reporting requirements which are laid out in EBO 188 will be followed, and HAF project wills be reported through those reports.

MR. ELSON:  And you get recovery for those that are below the threshold of an LTC at rebasing?

MR. AHMAD:  Recovery of what?

MR. ELSON:  The cost.

MR. AHMAD:  Yes.  At the rebasing, so the cost will be rolled into the rate base, yes.

MR. ELSON:  And will you be flagging for intervenors at that time HAF projects that are below the LTC -- sorry, the leave to construct threshold?

MR. AHMAD:  No, that is not -- that is not our proposal.  No.

MR. MACPHERSON:  That information would be filed with the Board, there's different -- as Faheem mentioned, there's different ways that happens.  There's annual reporting that we provide specific project economic details in addition to the portfolio, and at the time of rebasing, all project information is available for review by the Board for inclusion, for testing to be included in rate base.

MR. ELSON:  So you have used something similar to the HAF in four projects previously that required leave to construct applications.  Are there other examples of where it was used, such as situations where the LTC threshold was not met?

MR. MACPHERSON:  No.

MR. ELSON:  And do you anticipate using it in those situations in the future?

MR. MACPHERSON:  That's what we are applying for here.  So just for clarity, in future LTC applications where a HAF might be appropriate, the company will bring forward the specifics of that project's costs, forecasted revenues and customer additions, and explicitly state information relating to the HAF, as we have done in the past, so --


MR. ELSON:  And if it's below the LTC threshold, you would still be able to use the HAF and that's what you are seeking permission to do?

MR. MACPHERSON:  Correct, and we are seeking to standardize the approach here.

MR. ELSON:  But you have never done it before for a project that's under the LTC threshold?

MR. MACPHERSON:  No, because we don't have approval to do so.

MR. ELSON:  Got it.  And so in past examples, those four projects, did you succeed in contracting for 100 percent of the capacity in each of the cases?

MR. MACPHERSON:  In the cases of, I believe -- correct me if I am wrong, Jason, Leamington 1 and 2, yes, 100 percent.  CK rural is the third one.  That was constructed in the fall of 2019 and that is on plan.  And the fourth one is under construction and won't be completed until, I believe, next end of the year from now.

MR. ELSON:  Okay.  This would actually be a good time to break, if you would like to break now.  I am happy to keep going.  But if you want to break, I am happy to do it now.

MR. MILLAR:  How much time do you think you have, Kent?  We scheduled two morning breaks, but I think we are going to do one now, which will be a little bit longer. Would you be able to finish by eleven?

MR. ELSON:  No.

MR. MILLAR:  If this is a good spot to break, then let's do that and come back in 15 minutes, which will be about 11:08.  I am not even going to give you to 11:10 to keep us on track.  We will have everyone back in 15 minutes, thank you.

MR. ELSON:  Thanks.
--- Recess taken at 10:53 a.m.
--- On resuming at 11:08 a.m.

MR. MILLAR:  I think we have everyone, so I'll turn it over to Kent.

MR. ELSON:  Thank you.  So if I understand the discussion from this morning, existing customers will bear the deficit or the cost if the large-volume forecast does not come to fruition, leaving a deficit in the revenue; is that correct?

MR. AHMAD:  Actually, the way the -- the way we run feasibility of any project, so our costs are front-loaded, so we incur the capital cost upfront, and our forecast of customers of the load builds up over time, so this is the nature of system expansion or utility business in general.

So what the only model that we follow is EBO 188, which has been approved by the Board, and we follow discounted cashflow analysis, which suggests that as long as the project PI is above 1, so we -- so that project is feasible and that qualifies to be included in the rate base and the cost to be recoverable from all customers.

So all these projects where we intend to apply HAF, so they are no different from any of the project that we undertake.  So there is short-term -- shortfall of revenue, so -- which builds over time, but over the life of the project, as long as the project PI is above 1, so there is no cross-subsidization, so I would suggest that we don't agree that the existing ratepayer will take a -- will bear the burden.

MR. ELSON:  So in your example, if customers 1, 2, and 3 have committed for years 1 and 2, and you have forecast further demand in years 3 through 8, but that demand never comes online, then you have a revenue shortfall, and that revenue shortfall will be borne by existing customers through rate base; correct?

MR. AHMAD:  Yeah, there is a small forecast risk, so -- which is -- which applies to any project, but what we believe that that risk, the forecast risk, is very low.

MR. MACPHERSON:  So I just add that, Kent, that these projects are generally smaller projects, and the starting point is 50 percent at the beginning, not 50 percent committed and forecasted.  50 percent is locked in before we put a shovel in the ground and to start, so now we are really shrinking that risk, and typically in our experience customers that -- the forecast [audio dropout] which is only 10 years in any event, and a lot of customers who are expressing this interest, it's typically more in the nearer-term than the further-term.  They are making a plan and expressing this interest.  Not many large customers are looking out nine years and saying, yeah, I think in nine years I am going to do something.  It's typically five or less is what we find.

So the forecast risk, as Faheem has said, is actually a bit low in these kinds of projects in our experience.

MR. ELSON:  Just to clarify -- and the question was more simple, which is to say that forecasting risk is borne by existing customers; right?

MR. MACPHERSON:  Correct.

MR. ELSON:  Okay, okay.  And existing customers will also bear the cost if the general-service forecast doesn't come to fruition, but that's the case with or without the HAF; right?

MR. MACPHERSON:  That's correct.  Because the HAF proposal is really about an apportionment of the initial capital of that project to the customers benefiting from the project.  It is not a rate-setting mechanism.

MR. ELSON:  And with respect to large-volume customers, I assume there's always the risk that they will go bankrupt or move out of jurisdiction, so even your committed 50 percent are not locked in, in that they are not 100 percent certain.  You can't predict when they may or may not have some sort of issues like that; is that fair to say?

MR. MACPHERSON:  It's possible, the customers are contracted to terms sufficient to make their direct and allocated costs feasible, and the company is permitted to hold security sufficient to guarantee those payments over time and evaluate those kinds of customers on an individual basis, so we may hold in certain cases a full securitization against the expected capital of that project for that customer.

MR. ELSON:  So large-volume contribution comes through an upfront CIAC or monthly payments over an agreed-on term; is that roughly accurate?

MR. MACPHERSON:  No.  CIAC is only paid in one time as a lump sum, unless I'm -- Jason can you confirm that, please?

MR. GILLETT:  Yeah, so again, the HAF is not -- is not CIAC.  So the HAF is how we want to allocate
customer --


MR. ELSON:  I understand that, yes.

MR. GILLETT:  -- cost for the project.  That feeds into the feasibility.  If the customer's feasibility is a PI of 1, there is no CIAC to be paid.  If there is a potential CIAC, a customer can sign, as an example, a five-year term on their contract.  If that five-year term brings the PI to 1, then there is no upfront or extra monthly charge.  It is just a signed five-year term for their distribution contract, the revenue was sufficient to bring the PI of 1, they are done, and we allow that up to 20 years, and that's typically how customers can avoid having an upfront CIAC payment.

MR. ELSON:  And so if you have a 20-year contract, which is an alternative to an upfront CIAC, and that was what I had meant, are you saying, Ian, that that is guaranteed through a security that is deposited with Enbridge?  Because that wasn't my understanding.  Can you clarify that?

MR. MACPHERSON:  It would be assessed on an individual basis by company -- actually, I'll ask -- Jason is a little closer to that policy.  Jason, maybe you could expand on this, please.

MR. GILLETT:  Absolutely.  So again, nothing -- we are not proposing any change to our standard practice today with our large-volume customers.  Our credit and risk group assesses each customer based on their creditworthiness, and there's various mechanisms that they can use for financial assurances.

If it is a customer that has bankruptcy risk, as you've suggested, we may go so far, and in many cases we go so far as to require full security of that capital, so that we know that if the customer goes bankrupt we still have a way of recovering that capital cost over time.

MR. ELSON:  How is full security of the capital different from an upfront payment?

MR. MACPHERSON:  The upfront payment, maybe you can explain the NPV calculation that determines...

MR. AHMAD:  Yes, upfront payment is that when we run the feasibility model under EBO 188, so we weigh the capital cost of the project against the future revenue that customer is expected to generate.  If the total revenue of the customer on a net present value is less than the capital cost, so the shortfall has to be paid by the customer as a CIAC as a contribution.  And if there is no shortfall, the revenue is greater than the project costs, the customer do not have to pay any contribution.

MR. ELSON:  Sorry, I think --


MR. MACPHERSON:  To clarify, Kent, to answer you, the residual is amount of capital supported by the customers rates that are agreed to over time, that's the amount of money subject to potential securitization by Enbridge.

MR. ELSON:  And existing customers bear the risk that large-volume customers who have a term contract will go bankrupt or will move out of jurisdiction or will otherwise not be able to fulfil that contract.  You do your best to mitigate that risk through a variety of mechanisms, but that's a risk ultimately borne by existing customers; right?

MR. MACPHERSON:  We view that risk as very low, very low.  But ultimately, yes.

MR. AHMAD:  And also our current proposal of HAF does not really change the risk profile, so is that risk exists today and it is -- it will still be the risk.  But the HAF proposal is not changing that risk profile.

MR. ELSON:  I am not sure if I agree with you there, but I don't quite have time to follow-up on that.  So I am going to move on.

MR. AHMAD:  Okay.

MR. ELSON:  So knowing that there are some risks put on existing customers, would Enbridge agree to fully explore all options for curtailment and targeted DSM before using the HAF?

MR. MACPHERSON:  I am not sure that's really in scope, Kent, at this point of proceedings.  Customers make the choices with the type of service they require to make the investment in their businesses on whether interruptible service can work.

We don't make that -- we don't choose the rate; the customer chooses.  And then we are basing the project based on forecast needs expressed by those customers, and not by, you know, our own say interests.  The future of other mechanisms that may come forward with DSM or IRP are unknown at this time, so we base it on their determined forecast demand.

MR. ELSON:  Well, I think you already have some obligations relating to IRP, and I will put that aside for the moment.  But in your example, you had pre-existing customers with increasing demand, other large-volume customers on that diagram, a number of general service areas and, in our view, you should be exploring all options for curtailment and targeted DSM before you move forward with a build that relies on the HAF and puts risk on existing customers.  And we're asking you to undertake to do that.

Maybe that's something you can take back and consider, and respond to in more detail as an undertaking response.

MR. MACPHERSON:  I am going to ask Jason to weigh in about the potential for customers, existing customers to take interruptible service.  Maybe you can add a bit there, Jason.

MR. GILETT:  Yeah, so I will just -- you know, at the risk of repeating myself, the HAF is only about taking the capital costs of a designed project and a committed project of 50 percent at least, and allocating those capital costs to customers.  Anything to do with our solicitation of demand, our design of the system whether it be IRP, anything to do with DSM, none of that is part of this proceeding.  So our current practices as it relates to system design, scoping, DSM, IRP, we are not -- that's not part of this proceeding.  We are not proposing any changes to how we do those things today.

So I am not sure that there's anything to undertake when we're simply requesting a predictable mechanism to allocate capital costs that feed into economic feasibility.

MR. ELSON:  So I think you're glossing over what it means to allocate the costs to different customers when you're allocating the costs to committed customers and allocating the cost to future customers, and allocating the cost to future customers increases risks on existing customers.

And so what we are asking you is to take away and consider whether you can commit to fully explore all options for curtailment and targeted DSM before using a mechanism that would result in increased forecasting risk being put on existing customers.

MR. GILETT:  I think what you're talking about here comes long before the HAF is even derived.

So if a customer requests interruptible capacity, we'll take in that request and serve it as best we can.  That again has nothing to do with the HAF.  That happens long before the project's even designed.

If we are at the point where we are actually designing an expansion project or a development project, we have already determined that we need to expand to serve that customer.  All other considerations, including interruptible capacity for customers, has already been determined.  So if a fourth customer in our example -- if there was a fourth customer that said, hey, I want to come on to an existing system, I only need interruptible, we would look to serve them through interruptible capacity.

So I believe that the concern I have is what you are talking about comes before the HAF is even on our mind.  The HAF is once the project's been designed physically, and we need to start allocating the capital costs to the customers that drove that project.

MR. MACPHERSON:  Maybe I can just add another comment, Kent, about over a period of time where we have these forecast customers, these forecast customers are showing up in the company's demand forecast.  And to the extent the expected revenues are to come in the future past the rebasing period, you know, we bear that risk.  If that revenue doesn't come, that would be a revenue requirement shortfall on our part until -- over time, we expect that to work itself out.

And again, to quantify the risk, our starting point is 50 percent.  So we are now talking about a very small amount of risk.  And on LTC, the low projects as we previously mentioned, those projects are filed projects, forecasts, and alternatives of those projects are open to intervenors and Board process for review and they continue to do so under our proposal.

MR. ELSON:  And so if a project is below the LTC threshold, how can we challenge whether you folks and examine, even test whether you folks have done a good enough job looking at other alternatives such as curtailment and targeted DSM to avoid putting these risks on existing customers?

Now, we are going to differ on the volume of those risks and the magnitude of those risks.  We think they are pretty high when you are looking at projects that, you know, need to be paid back in 2030 and 2040 and 2050, and what's the world going to look like then.  But we can put that discussion aside because we don't need to have a debate about it.

But how can we challenge that in what you're proposing?

MR. MACPHERSON:  So for these projects that -- I mean, the maximum investment horizon for large-volume customers is 20 years.  The Board's role in testing or reviewing the company's expansion portfolio at the time of rebasing, that is where that test occurs and that inquiry happens, where we submit information about specific results of projects, their costs, their attachments and their feasibility occurs.

So again, there's no particular need to change that.  There's extensive review of our investments at that time and if we can add anything more to it.

Faheem, is there anything to more to add to what that review might look like, and the kind of scrutiny that we receive?

MR. AHMAD:  At the time of rebasing, we file all of our investment portfolio alongside the rate application and that investment portfolio that details the profitability of and the net present value for all projects that we undertake or plan to undertake.

And also we, we also provide the rate impact on all the other customers in fact finding.  So that is one avenue.  And other than that, there is a bunch of reporting that we do on a quarterly basis from the rolling project portfolio and if there are annual reports where we -- where we provide various analysis of selective projects.

So there are a whole bunch of reporting projects in EBO 188, and I believe those suffice.

MR. ELSON:  I will leave that there because I just have one small area to ask you about, which is to try to get a grasp of the magnitude of this issue.

Could you undertake to provide the total cost of the development projects and the small main extension projects over the past decade?

MR. MACPHERSON:  Can you please repeat that, Kent?

MR. ELSON:  Sure.  Can you undertake to provide the total cost of the development projects and the small main extensions that Enbridge has undertaken over the past decade?

MS. PERSAD:  That sounds -- sorry, if I could just clarify, you said over the past decade, Kent?

MR. ELSON:  Sure, if there's another time period, is a decade too long?  Is five years better?

MS. PERSAD:  Can you say again?  You want small main extensions?

MR. ELSON:  So I can take a step back.  So the HAF will be used for development projects and small main extensions; right?

MS. PERSAD:  Well, I think we said it will be for development projects, which could include small main extensions, but, yeah, and it has been applied in four instances, which have all been approved by the Board as part of leave-to-construct applications.

MR. ELSON:  Okay, got it.

MS. PERSAD:  Yes.

MR. ELSON:  So I am just trying to get a grasp on the magnitude of what it could be applied to in the future.  So if you're saying the small main extensions are included in the term development projects, I can shorten my question.

And can you undertake to provide the total cost of development projects undertaken by Enbridge over the past decade?

MR. AHMAD:  Total cost of development projects?

MR. ELSON:  Yes.

MS. PERSAD:  That have already been done.  So these are projects the information is on the record about the leave-to-construct projects that have been approved and for which we have used the HAF?

MR. ELSON:  Well, some of theme would have been approved in a leave-to-construct application and some of them may have been below the threshold for which you have required a leave-to-construct application, and I am just looking for a total, the total number of those costs.

MS. PERSAD:  Yeah, I think what the witnesses have told you is that we have only used the HAF in those approved projects.

MR. ELSON:  I am not asking for it to be restricted to just the projects where you used the HAF.  I am just trying to get a grasp on the total cost of development projects over the past decade, not --


MS. PERSAD:  But this is an application -- sorry.  This is an application about the HAF.

MR. ELSON:  Yes --


MS. PERSAD:  So I am not sure that it would be in scope for this application.

MR. ELSON:  So what you had previously done is development projects without the HAF.  And I am trying to figure out, if you start using the HAF, what the magnitude of the costs that might be involved in that.  So I have a couple of questions.  My first one is to provide the total cost of development projects over the past decade, and then for you to estimate the proportion of development projects that you might be applying the HAF to.  So just so we can get an idea of how often this might be used in the future based on the magnitude of the development projects in the past.

MS. PERSAD:  Yeah, again, you know, the application is only about the HAF, so I think you have to scope down on your questions to only deal with projects that relate to application of the HAF.  And the company will determine those going forward on a case-by-case basis.

MR. ELSON:  I think it's quite fair for the intervenors to want to know what kind of dollars are at issue here, and one of the ways of getting at that is to say, well, what did you spend on development over the past -- sorry, development projects over the past five years or ten years, and so we can say, okay, well, this is the realm that we are talking about, and to try to get an estimate what proportion of those might have been eligible for a HAF application.

MS. PERSAD:  Yeah, so you know what, maybe the witnesses could just address whether there would be any way for us to determine whether we would have called a past project a development project.  I don't even know if that would be possible.

MR. MACPHERSON:  We've created this term for purposes of this application to differentiate from other types of projects.  The past, I don't believe has any bearing on, you know, what has occurred in the past decade over what will come and how HAF might be applied.  I mean, also, Kent, this is -- I know you have asked for this information, and it's subject to a motion that's being reviewed.  It is -- you know, there are none in this -- standing here today in this question.  This is a generic ask of the Board to approve -- to have -- to approve this improved method of allocating capital costs to customers, large customers in a development project, which helps customers to build more efficient facilities and to fairly pay their portion of costs.

MR. ELSON:  Sorry --


MR. MILLAR:  Currently -- it's Michael Millar here.  We've got to move on.  Kent, you are running out of time in a hurry here.

MR. ELSON:  Sorry, this is an important area, and --


MR. RUBENSTEIN:  Yeah, I had a similar question.  It's Mark Rubenstein here, if I can just jump in.  I think what Kent is trying to get to, and I had a similar question, I am trying to understand, one of the issues on a going-forward basis is for non-leave-to-construct projects what is the sense of the magnitude that the HAF -- what HAF would be applied to, because as I understand, there's some concern about the allocation of risk, to get an extent of what we are talking about in magnitude, and one way to do that is to go back in time and say for non-leave-to-construct projects, you are providing information for leave-to-construct projects, how many past projects if the HAF had existed would you have utilized this for, and is there any way that you can provide for some period of time a sense of how many projects and the value of those projects?

MR. MACPHERSON:  Can we just take a minute in the breakout room, please?

MR. ELSON:  Sure, and before you go into the breakout room, in addition to what Mark's saying, you know, we would like to have an idea of how many -- you know, the magnitude of the projects that would have been eligible, and that might be a bigger number than what Mark is looking at, just to get a bit of a grasp on it.  We will wait for you to come back from the breakout room.

MR. MILLAR:  I also suggest while they are away, if this is something they want to consider further or want to come back with, we may have to do it by way of undertaking.  I mean, I think it was an undertaking anyway, but it may be an undertaking to think about it and come back with what you can.

MS. PERSAD:  Well, maybe, yeah.  I just don't want them to provide an undertaking that we can't really fill --


MR. MILLAR:  I understand.  But I want to get an answer, yes or no, quickly.

MR. BROPHY:  It's Mike Brophy on behalf of Pollution Probe.  Mike Millar, I was going to suggest maybe something similar because, you know, what I understand is that the reason that HAF is being asked for is because it's going to get applied to projects, so the number is not going to be zero in the future, it's -- in fact, reading the application, it sounds like there's going to be quite a few, so it's just, you know, to get some sense, and I think where Kent appears to be going is using some sort of numbers from the past just to give a sense.  You know, ideally we would be given the list for the future, but I understand Enbridge has some issues with that, so, like, maybe this is a good compromise as far as -- and if it's taken away as an undertaking you can try and slice and dice into some buckets or something, but it's a tough one to deal with.

MS. PERSAD:  Well, I think it is.  You know, I probably should wait for the witnesses to get back to address this, but -- yeah, I will provide my views when they get back.

MR. RUBENSTEIN:  I guess as I even asked that question I am now rethinking of what I asked.  I am not sure -- the problem I guess Enbridge will have is that because the HAF didn't exist you sized projects differently; right?  So because of -- you didn't have this mechanism, ergo --


MS. PERSAD:  Well, and also --


MR. RUBENSTEIN:  -- we don't know what the potential project costs would have been?

MS. PERSAD:  That, and also it relies on expressions of interest, you know, that are at a moment in time, and I don't think we could recreate that information by going back, but --


MR. MACPHERSON:  We are back.

MS. PERSAD:  Okay, thanks.

MR. MACPHERSON:  I am going to ask Jason to take a crack at answering this.

MR. GILLETT:  Yeah, and I caught the tail end of what Mark was saying, and I am wondering if you should join the witness panel, because I think you may have answered part of it.

So the problem is that in the past we had no HAF mechanism available, so our previous expansion projects didn't include this forecasted demand.  We don't create projects and wait for customers to come.  In the past customers come to us, they have a defined need, they commit, we build.  What we are saying today is we can use market intelligence to get a very, very good idea about the future needs of these large-volume customers, and we want the HAF to be able to allocate capital costs to them.

So I think the answer to the question is that there are no projects from the past that would have been eligible for the HAF, because they were just designed in a way that the HAF wouldn't apply.  We only built for this committed load.

The only four instances that we did build for partially uncommitted load are the four LTCs that are already on the record.  There are no examples of past projects where we have done this, because we have no approval.

And so, as Ian Macpherson said earlier, we are looking for general approval of this mechanism to give some assurances and predictability, so that we can do these types of projects for these customers.

MR. MACPHERSON:  I know you are asking about the future.  But the important thing to know here is this isn't an active thing on our part.  All projects start with a customer coming to us and that's the beginning of it, not us knocking on doors and asking.  It always has to start with someone and they drive that, not Enbridge.

MR. RUBENSTEIN:  Can I just ask one question?  Do you have any sense then on a going-forward basis how often there will be projects that the HAF would apply to, you know?

If the idea is intervenors are interested in some sense of a future forecast of -- assuming there is some allocation of risk issue, and I don't know if there is or if there, if it's appropriate or not.  Is there any way that you could provide some sort of forecast at a high level of how many projects and the value of these projects that you are forecasting, or can make a rough estimate or a best guess on a going-forward basis?

MR. MACPHERSON:  I still think, Mark, it's a difficult thing to forecast for us to say, you know, what's going to come and what it will look like because it's very particular in the situation.  You know, it's something you kind of know it when you see it as it happens.

MR. GILETT:  I think the key is that the process isn't that we try to create these projects out of thin air.  What's happened in all the cases so far is a customer, or a group of large-volume customers come to us with a need.  And before we finalize design of that project, we try to get as much intelligence as possible about that system to make sure that we're accommodating not just those customers that came to us with a need, but any immediate future needs on a system for efficient design.

It all starts with customers coming to us.  We may canvas the market.  We may talk to the customers' expressions of interest, and we may not come up with future growth that we would include.

So if we have three customers come to us with needs, we could canvas the market, find that there's nothing beyond those three, and that project proceeds with those three.

It's only in cases where we get solid intelligence that there’s future need and have 50 percent of that capacity committed, only under those two conditions would we proceed with a HAF project.

So until we do that exercise we don't know -- we can only tell you exactly when it would be applied; we can't tell you how many.

MR. RUBENSTEIN:  Jason, you mentioned at the beginning of your presentation this morning, I think, you know, customers who game the system or I -- maybe unintentionally, I guess.  So you must then have a sense from that there were projects that if we had the HAF, we would have done things differently, right?

Obviously, you have identified that there was some "gaming" -- I am using air quotes, for the transcript purposes, right.

MR. GILETT:  I don't know how we would pull that apart.  If a customer comes on -- so if we built a project, we expanded our system and then in the future a customer requests capacity and comes on and avoids being allocated capital costs, they are either taking excess large volume capacity that was just there because of the nominal pipe size of the pipe, or they're eating into forecasted general service capacity, or we have to generate yet another project to accommodate them.

There's so many permutations of how this happens, this gaming.  And you're right, it's not always intentional.  It's just sometimes a function of timing and it's unintentional.  I am not sure how we would retroactively apply hindsight because the projects aren't developed in a way that you can easily peel those pieces apart.

Because we have never had a HAF before, we have never been able to think of these projects this way except for those four that are on the record.

MR. MACPHERSON:  To be very clear, Mark, I can't think of a single project below LTC level right now that this works for that I am aware of at this moment in time and that -- I don't know if that's helpful.

MR. BROPHY:  Mike Brophy for Pollution Probe.  Just a quick follow-up on Mark's question.  We were kind of chatting while you were in the breakout room with folks that were left behind here.

So if you don't have a list or know of any projects or customers where HAF would apply, how do you know that HAF is even needed?

MR. MACPHERSON:  Jason, do you want to respond to this, please?

MR. GILETT:  It's the concept of it, right?  So EBO 188 has hard thresholds where LTC is required.  But that doesn't mean that there couldn't be smaller -- I will step back.  You can't do a lot for less than $2 million, right.  So as you have seen, all these projects have been LTC level.  So a lot of these projects clearly fall above that threshold.  You can't do a lot with less than 2 million.

But ignoring that hard 188 limit of 2 million, the concept's the same.  We could potentially have an expansion on our system that's not an LTC, where we see clearly that there's future large volume growth -- thank you, I see it's on the screen.  When we talked about this being designed to help customers achieve economies of scale, ensure we are have capacity available for them, the principles of it apply to smaller projects.

Have we seen that come to fruition yet?  No, because the LTC threshold is so low.  But theoretically, these principles are just principles; they would apply.  So that's why we are looking for this generic approval because we feel that it's a helpful tool for customers regardless of project size, the large-volume customers.

MR. MILLAR:  Gentlemen, it's Michael Millar.  We have to keep this moving.  Kent, are you still there? I can't see you on the screen.

So far, there is a refusal for the undertaking.  Is there any more questions you have about that, or anything else you would like to --

MR. ELSON:  Yes, let me get a clear question and clear refusal on the record, and we can take it from there.

So could Enbridge estimate the total cost in volume of the projects for which the HAF might be utilized over the next five or ten years on a best-efforts basis, with any caveats as stated?

One option for doing so might be to calculate the cost of all expansion projects over the past previous five or ten years, and look at some scenarios wherein the HAF is applied to certain percentages, 10, 20, 30 in cases going forward.  That might some information, but you may have other ways to do that.

We are simply asking you to undertake to attempt to come up with that forward-looking estimate, of course on a best-efforts basis with any caveats.

MS. PERSAD:  I think that we attempted to answer the question a few times that we can't determine -- we can't make that estimate at this point, because the information is just unknown.  So I think that's the answer.

MR. ELSON:  I will take that as a refusal.

MS. PERSAD:  Well, that is the answer I think that the witnesses have provided.

MR. MILLAR:  Okay.  I think we have our -- the undertaking will not be given.  So, Kent, do you want to move on?

MR. ELSON:  Yes, that's all I have.  Thank you.

MR. MILLAR:  Great, thank you very much, Kent.  We are going to move on to Mike Brophy, now.
Examination by Mr. Brophy:

MR. BROPHY:  Let me pull up my questions here.  Good morning, panel.

The clarifications this morning, some of our questions relate to the example.  So it was hard not to jump in this morning.  I refrained from that, but I will have a few of those questions.

I did note that -- so Jason, this morning when he was going over example, indicated there was an error in what now is 181.1.  So I just thought I would propose that Enbridge file an updated version that -- with the error corrected.  Does that make sense?  Is that possible?

MS. PERSAD:  Yeah, we can do that for sure, um-hmm.

MR. BROPHY:  I am not sure if we need an undertaking.

MR. MILLAR:  I don't think we need an undertaking.  They can just do it.  Sure.

MS. PERSAD:  Yes, we will make a note of that.

MR. BROPHY:  Great.  Thank you.

So just a quick couple of quick follow-up questions based on kind of what Kent was asking towards the tail end.  And I am not specifically asking for a list -- that discussion's been had -- but I thought I heard that, okay, the HAF calculation, it's a theoretical calculation, you gave the theoretical example, and you believe that it could be used in the future, but that there are actually no projects that you know of right now that you would be applying it to; is that -- does that sound correct?

MR. MACPHERSON:  That's correct.  The reason I say that, because we don't have the tool, so we don't undertake the exercise in the same way we would if we had the HAF actually available, Mike, if that helps the answer.

MR. BROPHY:  Sure.

MR. MACPHERSON:  We are focused on, you know, committed known customers and not what we don't know at that point in time.  Does that help?

MR. BROPHY:  Yeah, I think I understand.

MR. MACPHERSON:  We think about the problem in a little bit different way today, so...

MR. BROPHY:  Okay.  So just another quick question.  So under this proposal, could Enbridge apply the HAF for, I guess it would apply to the SES and TECS as well, but to a project that would receive provincial grant funding for system expansion, but does this not require a leave-to-construct approval; is that your thinking?

MR. MACPHERSON:  Can you please repeat that, Mike?  I am just trying to follow it.  Grant funding was received from the provincial government and it's not LTC level project?

MR. BROPHY:  Yes, so under this proposal what you are requesting for HAF and the other things in the application, the SES and TECS, could you apply that to a project that receives provincial grant funding but does not require a leave to construct?

MR. MACPHERSON:  Yes, theoretically that could be done, and as we have responded -- I don't have it at the top of my list here -- we have said in the way this funding has been provided to, at least so far, we received community expansion funding intended to benefit small-volume consumers, and the funding benefited those consumers in reducing the total project capital cost, and in the case of CK rural, that was a development project or economic expansion project, and the capital or funding received from the government was intended to alleviate the costs to that group of customers and reduce their capital portion of the cost leading to a lower derivation of the HAF in that particular project case.

MR. BROPHY:  So if you do apply a HAF to a project in a future that goes in for grant funding, how would the OEB, the province, or other stakeholders see those calculations and assumptions?  Where -- assuming it didn't have a leave to construct, where would that -- how would that be provided so the OEB, province, and stakeholders would see that?

MR. MACPHERSON:  That would be captured in detail in our recordkeeping requirements that we require for -- that we maintain for all expansion and attachment projects, that we file with the Board at the time of rebasing, and also available at any time upon request of the Board.  So you've kind of got a narrow window of not an LTC, but we are required to maintain those records on every project that we undertake.

MR. BROPHY:  Okay.  So your [audio dropout] for filing your normal kind of rate materials is after the province makes decisions and doles out the grants, then the OEB or other stakeholders, they wouldn't see it prior to the grants being given, it would just be in the -- you know, afterwards in your rate filings, it sounds like; is that correct?

MR. MACPHERSON:  In that -- I am going to say rare, in that rare case, yes.

MR. BROPHY:  Okay.

MR. MACPHERSON:  The grant funding --


MR. GILETT:  Let me just add --


MR. MACPHERSON:  Please, sorry, Jason.

MR. GILLETT:  I was going to add something.  So using CK rural as an example, so the grant comes before the HAF.  So in the case of CK rural through NGGP program there was funding provided to buy down essentially the capital cost of the large-volume project.  So grants that are given are -- they come before the HAF, and so far as there's a public record of that grant program, phase 1 of NGGP, NGEP, phase 2, that's publicly available, but just to be clear, the grants are applied before the HAF's calculated.  The HAF comes when there's the remaining capital after the grant money's considered.

MR. MACPHERSON:  Typically any grant provided a project is going to be very public and visible, like -- so I am sure the government spares no opportunity to announce funding to beneficial communities and customers.

MR. BROPHY:  That's helpful, and I am assuming you go in with certain assumptions, grants, they be publicly announced, and then to the extent you didn't get what you're asking for you would have to go back and recalculate a whole bunch, including HAF number, so --


MR. MACPHERSON:  Right.  Typically, projects such as that really need that helping hand to make it work for those customers in those cases, like the CK rural.  I don't believe there was a solution that would have worked without that funding and in support of the project.  Jason, can you add to that?
--- Several people speaking over each other.

MR. GILLETT: ...just to be clear.

MR. MACPHERSON:  That project was -- that was a pretty important dependency in that project.

MR. BROPHY:  Sure, okay.  So I wanted to just move to the presentation that you went over this morning.  I had a couple of questions.  I don't know if you need to pull it up, but you can if you wish.

So in that -- in that deck it indicated that, you know, the tool's designed to help customers achieve benefits, economies of scale, that kind of thing.

So it sounds like there maybe was some discussion with customers, or you think it's going to help.  So did Enbridge receive any requests or have discussions with specific customers in developing the HAF?

MR. MACPHERSON:  Jason, do you mind responding to this, please?

MR. GILLETT:  Yeah, I would say the conversations with customers were not about the HAF explicitly.  Right?  They didn't help.  There was no sort of stakeholder consultation directly as part of this application, or else we probably would have included it.

Where this comment comes from is a couple things.  So the primary piece is, by lowering customers' costs it benefits them.  By ensuring that a customer, just because they are in first, doesn't mean they have to pay all the costs, that helps lower their cost.  There is frustration with customers when, you know, they come on to a system, they drive a project, they pay the costs, and so far as there is available capacity left over, a customer gets to come in for free, so to speak.  There's frustration and disappointment in that.

Customers also recognize that we may have to expand our system multiple times because of the lumpy nature of large-volume customers.  So it's just, when we talk about designed to help customers, it's somewhat intuitive that if we can drive down the ultimate cost per M cubed, if we can spread the costs out to all customers that benefit, not just the ones that were first in, and if we can ensure that our system's being built for these forecasted known needs, it allows us to bring these customers on when they need it.

The last thing a customer needs is to share an expansion plan with us that where they need gas in 18 months and we say, sorry, we need two-and-a-half years because of the LTC process and everything that comes as part of that.

It's intuitive that all these things together help customers.  And it's through these conversations where customers have expressed frustration and concern, and like I said, it's just an intuitive sort of thing.

MR. MACPHERSON:  Great, and if I can add one thing to that answer, Mike, just to -- that may be helpful, coming to today and where we are with this proposal, we have learned a lot from the past applications of HAF, and, you know, these are pretty recent examples.  We have had a lot of conversations with customers about, you know, that this was being applied and how they wanted to see it and what they wanted to see, and even as of today, like, our very recent change of the -- you know, to respond to what we are hearing from intervenors and Board Staff and your questions, we are attempting to be responsive to all parties to make, you know, a transparent proposal that serves those needs and the interests of customers, and concerns about the risk by intervenors.

MR. GILETT:  And maybe the last thing I will add that maybe will be helpful is if you use the Sarnia project example -- that's one of the four projects where we used the HAF -- in that case, there was only one customer as part of that project.  And due to various reasons, there's extra capacity on that system.

If you're the one customer driving the need for that project, it's frustrating if Enbridge comes and says you need to pay for the whole project.  There's excess capacity that some future customer can benefit from, but you need to pay the capital in order to -- or, sorry, you need to be allocated the capital, because remember this may not result in a CIAC.  It's frustrating for a customer to hear that they will be allocated all the capital to make a PI1.

It helps the customer if we say, look, you are taking 85 percent.  So in the case of Sarnia, you are taking 85 percent of the capacity, you are only allocated 85 percent of the capital costs.  And whoever comes on in the future gets allocated that other 15 percent.

Just intuitively, that's something that that individual customer would want to see.  And that's why we did that there because that helps them with their economics, and it helps us ensure that that future customer pays their fair share, which they could potentially avoid due to timing.

I don't know if that example helps.

MR. BROPHY:  Yeah, I understand the example and what you're saying.

I will try and maybe kind of speed it up just for the sake of time.  But, you know, something that you were talking about and you referred to it in your deck earlier as kind of gaming the timing terminology.  You know, I think you had confirmed earlier today that really this is just a -- nothing else changes in EBO 188.  It's really just a reallocation of the way you would charge customers and it would allow you to charge customers that come on, you know, after you commission a -- after you commission a pipeline so they don't get a free ride.  So I understand that.

But, you know, for recent expansion projects, Enbridge has had the ability to charge new customers coming on a pipeline after you commission in the same way that existing customers are charged.  So really it sounds like you're just looking for the ability to apply that principle so that people don't get a free ride, that they can't game the system.  Is that correct?

MR. MACPHERSON:  You said something at the beginning, Mike, which I didn't quite follow about we have the ability to charge customers on an expansion project.  I didn't quite maybe follow what you meant by that, excuse me.

MR. BROPHY:  Yeah.  So if you look at the last half dozen or so leave to constructs that Enbridge has received approval for, in most if not all of those they had asked the OEB for the ability that if customers come on afterwards, that they have those charges applied to them so they don't get a free ride.  I think in some projects you called at it project area -- and I won't get into that kind of --


MR. MACPHERSON:  You are talking about our previous for the allocation projects that we're referring to [audio dropout] approval.

MR. BROPHY:  Yeah, like the concept is the same whether you use the --


MR. MACPHERSON:  But it isn't really the same, Mike, because what the Board is approving in those types of projects are effectively stand-alone rates, or surcharges for attaching customers in the future to make the project economically feasible, which is really quite different than this.

MR. BROPHY:  Okay.  But doesn't that deal with the gaming --


MR. MACPHERSON:  It does, actually it does.  I just want to be very clear that that's a revenue treatment and stand-alone rate, and this is a capital cost allocation treatment then leading to the economic test in various options for revenue recovery that the customer can choose from.

MR. BROPHY:  Yes, yes.  So actually, that's exactly where I was going.

MR. MACPHERSON:  Okay.

MR. BROPHY:  I think there's a few components in the HAF.  There's the gaming or timing side, which is just your ability to charge customers that come on after so they don't get a free ride.  And then the second is how you do it, and that's kind of the model --


MR. MACPHERSON:  Right.

MR. BROPHY:  Right?

MR. MACPHERSON:  Correct.

MR. BROPHY:  Okay, perfect.

MR. GILETT:  Sorry, Michael.  I don't mean to be -- to pick on this, but just the word "charge".  We are trying to be very careful that this is about they will be allocated capital costs.

In most cases, there is no out-of-pocket expense to the customer, right, through length of term and that sort of thing.  So I want to just make sure we understand that piece as again HAF does not equal up front cost.  HAF equals allocation of capital, which feeds into the economic test which as long as the PI results in one, there is no up front charge unless it doesn't.  I just want to be clear.

MR. BROPHY:  Yes, yeah, I understand that. So just to confirm, would all customers who attach to the project cease paying the contribution?  So for example, you know, the costs calculated by the HAF, once the project hits the forecasted PI of 1.0?

MR. MACPHERSON:  I didn't hear the question there, sorry.  Can you repeat it, please?

MR. BROPHY:  I just wanted to confirm that if customers attach to a pipeline and they pay an amount calculated using your HAF methodology, once the project, that project hits your forecasted PI of 1.0 then those charges would cease, right?

MR. MACPHERSON:  Yes, once we allocated the HAF quantity to connecting customers meeting the threshold of eligibility, there is no more future allocation of the HAF amount.

MR. BROPHY:  So I get the allocation up front.  But once you hit your profitability that you need, you don't keep charging customers the extra charge, do you?

MR. AHMAD:  I think, Michael, are you talking about the overall project economy, or the individual customer to which the HAF is allocated?

MR. BROPHY:  Well, it's actually -- it could be either.  But let's use the specific customer for example. So a customer is charged using the HAF methodology, they are paying that.  And then if your project ends up achieving a PI of 1.0, which can happen through various ways -- you know, loads could be higher, or there's a lot of variability as you mentioned, then once you hit the PI of 1.0, would you stop charging customers that extra amount?

MR. MACPHERSON:  I am going to maybe ask Faheem to jump in here, but you are kind of splitting up two things.

So the development project is set at the outset to achieve a minimum PI of 1, and then let's say we find recognitions and committed customers to do this, then the HAF is allocated to an individual customer and they're individually tested economically to achieve a PI of 1 based on their particulars and their revenues that make that part of the capital sufficient for them individually.

So they are not paying on some other basis.  There's not some feedback loop about the project back to that customer at some later time.

Faheem, maybe you want to jump in here.

MR. AHMAD:  That's correct.  So first of all, we test that the amount of capacity that we need is feasible and once that project overall is feasible, so is then we apply the cost of the incremental capacity to individual projects to run their feasibility separately.

So we want to make sure that all customers, they individually meet the threshold required by EBO 188.

MR. MACPHERSON:  I just realized that we are not responding to one thing you are really asking here, Mike.  So I will just make this clarification.

Some development or some connection, like where we connect the customer, many projects are far more feasible than one.  Just straight up, they are like a subdivision where we have very low cost to build the infrastructure and connect customers, it could be 2.15 in the end and that benefit of that higher feasibility is blended into this portfolio of all customers that we are managing and reporting on through the investment and rolling portfolio test.

Maybe I am saying that wrong.   Faheem, if you need to correct me --


MR. AHMAD:  No that is correct, absolutely.

MR. MACPHERSON:  So it could turn out that it's more than feasible, more than 1.  But it isn't retested and we do anything with it in the future.

MR. BROPHY:  For cases where you are a PI of 1 or greater, you wouldn't use HAF.  You wouldn't need to have additional charges, so this wouldn't apply.

Okay.  So for the example that you filed, just a few clarifying questions.  So the 50M cubed per hour threshold that you are using, it's an annual average volume figure?

MR. MACPHERSON:  Jason, do you mind responding to, this, please?

MR. GILLETT:  No, the way we design our system is based on the peak hourly requirement of a customer.  So what that 50 M cubed per hour means is that within any given day of the year they could hit 50 M cubes of consumption within an hour.

MR. BROPHY:  Okay.  So if any day of the year they had 50 M cubed per hour or greater, that's what you meant?

MR. GILLETT:  That's right, because that would be what we consider their peak hourly requirement.

MR. MACPHERSON:  Yes, so for purposes of eligibility only.

MR. BROPHY:  Yes.

MR. GILLETT:  Correct.

MR. BROPHY:  So basically all the figures that are on your example are peak, peak figures; right?

MR. GILLETT:  That's right, because that's how we design our system, is based on the peak hourly needs.

MR. MACPHERSON:  Right.  But just to be clarifying that -- that question, Mike, I mean, yes, those are, you know, these are simplified answers, and those are the peaks for purposes of deriving the HAF.  However, you know, go back to the example of Dwayne.  If some of those peaks were in the summer, they were canners, that would not figure into the ultimate final system design, that would be optimized to serve the calculated peak load of that network.

MR. BROPHY:  Yeah, and that's exactly kind of what I was thinking.  So if you have the peak of these customers and you add them all together, they are not coincident peaks, and they wouldn't be coincident with the peak design of the pipeline, so I am trying to figure out how that all fits together.  You build a pipeline, you have got a capacity, that's a peak, but then all these numbers you are using you can't add up; is that right?

MR. MACPHERSON:  So going back to that example, you know, when we conceive of the project, we gather that information of committed and known customers, we are looking at the specificity of the timing of their peaks, like is this a winter peak, is it grain driers, is it is something else, like an asphalt company, and that is all planned into the final project plan to meet the peak, whatever it may be.

I mean, if you are in a system, maybe a small system that's not winter-peaking, and we see that in certain areas where we have a lot of grain driers, so that could be the driving factor, and then it's designed to meet that peak and not a winter peak, so it's optimized in that way.

But as I said earlier, to clarify, every cubic metre of large volume that's eligible, cubic metre per hour, it goes into that number for the denominator for the HAF, and that does not match the capacity created by the project, that's different.  Does that make sense?

MR. BROPHY:  Yeah, because you add them all up, and it's not necessarily all the coincident peak --


MR. MACPHERSON:  Right, right, and that again, that is back to everyone paying a -- contributing a fair share of capital who are benefiting from the extension project or expanding the system.

MR. BROPHY:  Okay, so it really -- it doesn't all add up, it's not all going to be mapped equalling the peak capacity pipeline, so it really is just a way to allocate costs, just, you know, you have a way today, and this is just a different way; right?

MR. MACPHERSON:  Yes, yes.  Attempt at improving.

MR. GILLETT:  But the ultimate capital allocated does match the project capital.  I just want to make that clear.  You are right about the hourly in this discussion, but the piece that does match is the amount of capital allocated to these customers matches the actual capital of the project.

MR. MACPHERSON:  Um-hmm.

MR. BROPHY:  Yeah, yeah, the money has got to add up to the project costs, unless you get other Board approval.

Okay.  So following on that line, you said that it's all peak numbers.  That's great.  I understand that.

When you calculate a PI for a project and then look at actual volumes that allow you to meet, say, a PI 1 or greater, those aren't peak loads, those would be actual throughput; right?

MR. MACPHERSON:  Right.  It would depend on the rate class, Mike.  Either it's -- there's a couple of different factors.  One is contracted demand, which is a customer's contractually specified peak daily demand or their annual volume.  In some cases customers have contractually specified the annual minimum volumes, which are even greater than that as part of their contracting negotiation with us.

MR. BROPHY:  Okay.  So --


MR. MACPHERSON:  That's really altogether a different matter in setting that than this -- you want to say something --


MR. BROPHY:  That's what I am trying to understand, because the HAF you are using now to allocate costs to large customers as a proportion of the overall costs for the pipeline, but the way you pay for the pipeline is with real throughput.  So then if that large customer uses, you know, less throughput than you thought and everything else stays the same, then you will have a deficit, you won't meet your PI, so you can use this methodology of HAF, but it's not -- it doesn't link directly to revenue stream that you'd need to meet your PI of 1; is that correct?

MR. MACPHERSON:  No, it's not.  I will ask Jason to respond.  That is actually not correct.  Jason, do you mind?

MR. GILLETT:  Yeah, so -- yeah, absolutely.  So again, the HAF is the upfront piece.  Everything downstream of that remains the same as it is today.  And the way it works today for a project -- let's just make it simple with one customer.  If we design a project for one customer, we have to be guaranteed a PI of at least 1, so their contract will be structured in a way that guarantees that.

So as an example, a T2 customer, they pay a firm demand charge.  So most of their revenue is fixed, it's not variable, it has nothing to do with throughput.  But even if it is variable revenue, we can include things like a minimum annual volume to ensure that the revenue is at least accomplishing the PI of 1.

So there is assurances that once the project goes in service, the customers come online, their contracts are put in place to ensure that that PI of 1 happens, and there's various mechanisms to do that, and that's how we have been doing it and that's how we will continue to do it.  It's no different with a HAF than it is without.

MR. BROPHY:  Yeah, and, you know, I understand that example.  Having one customer is actually the ideal, easiest situation, because anything that doesn't happen, you go back and they pay for it.  If you have more than one, and certainly the example you use where you have three plus a bunch of general service, it's -- it will be different --


MR. GILLETT:  Actually, sorry, that's actually not true.  So I said one -- it's no different than if there was four customers.  Each of those customers, as Faheem said earlier, we test those customers to a P1 of 1.  We then structure their contract to ensure that we get that PI of 1.

So whether it's one customer or four customers or ten customers, it doesn't matter.  Each of their contracts are structured in a way -- their commitments are structured in a way to ensure that we get that PI of 1.

So there is no follow-up later to say, you know, hey, you didn't consume as much gas as you said you would.  You need to pay us more.  That's not how it works.  Upfront the contract is structured in a transparent way to the customer in how that revenue will be collected.

MR. BROPHY:  Okay.  S under this proposal, if you're guaranteed your PI of 1.0, you would never have to go back to the Board to recover additional capital costs after your ten then; is that correct?

MR. GILLETT:  So long as -- oh, sorry, go ahead.

MR. MACPHERSON:  Yeah, so I think the question here is -- so let's be very clear here.  So you're saying -- what are you asking, Mike; exactly?

MR. BROPHY:  It sounds like you're saying the way you have structured things under this proposal guarantees you that you will met your PI of 1.0, and I know I think Kent was asking you stuff about, you know, there's the risk of forecasts, so then you could come back after your ten and recover that from all customers, but what I think you're saying is you actually wouldn't need to do that, because you're guaranteed a PI of 1.

MR. MACPHERSON:  So to be clear on that one, and maybe look to Faheem in a moment, the project is conceived as a PI of 1 at its outset, and as customers come on to the system they are individually allocated the HAF, and their situation of contracting them to make the PI of 1 to reflect the revenue recovery of their costs separately, and the part that people are talking about a little bit is what happens when some of this is not allocated yet in the future as you go over time and it doesn't quite happen, you know, as you go over a rebasing period.  Let's say we do one next year, and now we rebase.  Those costs are reflected in rates.  What happens to that is the kind of question we have been hearing a lot.  Is that kind of what you are asking about?  Because that is not -- that does not hear that part of it.  Until someone comes along and is allocated the HAF, that is still -- that's still -- someone is, you know, wondering about that, and our answer to that is in the forecast period after rebasing, we are forecasting those customers and their demands which will show up in the revenue requirement calculation and that's when -- you know, when they do come in the future, that's when they will get that inclusion of HAF and that will happen at that time, you know, where we again solve for a PI of 1.  Is that helpful?

MR. BROPHY:  Yes.  Just to clarify in a simple way then, I think I misunderstood initially what was said.  So then if you apply HAF, it's not guaranteeing that you'll make it to a PI of 1.0 for the entire project, then?

MR. GILETT:  I think what we are saying is if we apply -- if we allocate the entirety of the HAF, we have reached the PI of 1 for the project, right.  So long as we -- so what we are saying is before we even move forward with the project, we will have applied 50 percent of it at least.  And so long as we apply the remainder, we've met the PI for that project.

MR. BROPHY:  I am just trying to say it simply, and ideally, it would be a yes or no answer.  But I know that might be hard to do.

MR. MACPHERSON:  It's not simple, Mike, that you can say that because of the capacity built and because of the customers that attach in the future, and it's something about them and how they take the demand, it's possible.

I think Jason's answer is a little bit more safe. But once you go beyond that down the road, there's a little bit of, you know, what happens next that can turn out extraordinarily well and very feasible in reducing future rates.  And it's more than a timing difference of that when customers show up is really the risk factor we are talking about.

MR. BROPHY:  I am interpreting that if you apply HAF, there's still some risk and you could end up having to come become and recoup, you know, some costs after year ten, then.  Is that correct?

MR. AHMAD:  No, Mike, this is not our proposal.  We are not -- so once we assess the project based on the forecast and as long as we achieve a PI of 1 based on the forecast parameter, so we don't come back and revisit it based on the actual.  So there is no true up at the end of the term.

So I think that a true up was considered in rural project, and that was rejected.  So we will not come back and ask for recovery.

MR. BROPHY:  Yeah.  And I don't have the time here to go through it, but I will probably say when you go through the IR responses, there was something there between what you said.  So I am trying to just get it clear in my head.

So my last -- well, I guess second last question is, so the HAF is you to take the peak load of a customer, kind of lock them in.  It's giving you more certainty, which I understand.

And when I look at recent projects that the OEB has reviewed, and I think it might have been the North Bay or it might have been other ones as well, where the Board said you couldn't oversize the pipeline.  I remember like the good old days, you could build the biggest pipeline you wanted to as long as it carried by financials, and customers would receive benefits because you are putting in a bigger pipe at lower cost rather than two smaller ones, right, one later.

But now the Board looks like they are kind of pivoting against that and saying no, you can't just build extra capacity.  So the HAF commitments that you make, your contracts you talking about would then be your proof that you are going to be getting capacity.

Is that what you'd be using, you know, to file to support, you know, building excess capacity in, or do that wrong?

MR. MACPHERSON:  Maybe I can respond to that.  So there's a couple of different cases.  You referred to North Bay recent approval and in that case, the Board approved that we build the larger size diameter pipeline that was not supported by the forecast, because it was more economically efficient to do so now.

In a different case of -- I believe it's called the Saugeen First Nations -- I apologize if I am getting the name wrong, we requested a larger diameter pipe and the Board disallowed that.  They said no, you must build the smaller size, your forecast doesn't support that project, so we are building the smaller size.

So HAF is always about building the pipeline based on forecasted demands not on -- not based on something else, on something unknown.  So that is the typically the case.

But you are right, you know.  The Board has seemingly changed its view to a great extent to match facilities growth to match forecast, and the forecast is only ten years that we are permitted to include and customers attaching for purposes of that EBO 188 evaluation.

Am I getting that right, Faheem?

MR. AHMAD:  Yes, that is correct.

MR. BROPHY:  I might have got those projects switched.  Okay, great.  And then just my final question, which is kind of linked to some of the discussion earlier.

So all of this is to help you get to your PI of 1 and nothing else in EBO 188 changes.  But I know EBO 188 allows you to do projects down to a PI of .8 as long as your portfolio is healthy.

So why is it that you need to use this to get to a 1.0 if EBO 188 doesn't require it?

MR. MACPHERSON:  Faheem, do you mind responding to that, please?

MR. AHMAD:  Yeah, actually that flexibility still exists and we may use it somewhere else.  But we are -- in the current proposal, we are proposing to achieve a PI of 1 for the projects where we intend to apply HAF.  So we are not -- we are not applying to use the threshold below 1.

MR. BROPHY:  Wouldn't bit cheaper for rate payers if you had a project with a PI of, say. .85?  As long as your portfolio is still above your threshold, it's covered in rates.  Why do you need to apply these extra charges to rate payers if it's already covered in the portfolio?

MR. MACPHERSON:  I will answer it first, Faheem.  But attaching a customer at .8 actually means other customers are paying for that customer; they are not carrying their fair share of costs to support that attachment.  That's what it means.

So we applied the .8 very sparingly, I believe.  Maybe Faheem can explain that answer.

MR. AHMAD:  Yes, we use that .8 threshold very sparingly as Ian mentioned, and we use it for critical projects such as -- which are important for future customer growth and typically we apply for system reinforcement type of projects.  But we do not apply it on the industrial project and large commercial projects.  So that's why we don't intend to apply it here as well.

MR. BROPHY:  So for all these kind of forthcoming ones that link to, say, the grants and the future, unless it's a reinforcement, you wouldn't be going below .1 --


MR. AHMAD:  No.  That's why for and SES and TCS, and even HAF, we are not using the threshold below 1.  For all of these mechanisms, we fully intend to apply a PI of 1.

MR. BROPHY:  Okay.  Well, I am going to end this and hopefully get things back on track, thank you very much.

MR. MILLAR:  Okay, thank you, Mike.  We will take our brunch break now we will come back in one hour.

MR. RUBENSTEIN:  Can I just ask one quick follow-up?

MR. MILLAR:  You can, but we are way behind, Mark.  So this is coming out of your time.

MR. RUBENSTEIN:  Fair enough.  You said you are not going to use it for a PI of below 1.  I just want to be clear.  Is that an explicit approval the Board is saying that Enbridge, thou shall not use the HAF for a project below a PI of 1?  Or are you saying we just won't exercise our discretion to use a project below 1?

MR. AHMAD:  We are saying that we will not use our discretion.  So it does not mean that we cannot use it.  We can use, but we are not using the discretion.

MR. RUBENSTEIN:  Thank you.

MR. MACPHERSON:  Just a comment on that, Mark.  If we were to use our discretion, how would we decide who to give that benefit to and who not to give it to.  It becomes an equity problem of some customers versus other customers.  So if I give it to an industrial customer to help them connect, but then not another, it becomes -- to me it becomes a competition issue between those customers that received a benefit like that.

MR. RUBENSTEIN:  I understand.  I was just trying to understand if you are asking the Board in approving the HAF for --


MR. MILLAR:  I think we have the answer to that, so let's leave it at that.  We will break for lunch now, and we will be back with EPCOR in one hour.

I do note we are way over, and this is our only day of this.  So I ask everyone to be very focussed in their questions in the afternoon.

MS. GIRVAN:  It's Julie Girvan here.  Why don't we take an expedited lunch, say forty-five minutes.

MR. MILLAR:  Okay.  Let's come back in 45 minutes.  You can use this opportunity to review your questions and see what's already been asked, so we can have a focussed afternoon and get to everyone.

Mike Buonaguro, unfortunately you have been bumped to whenever, we will see.

MR. BUONAGURO:  Bamboozled!

MR. MILLAR:  Indeed.  We will be back in 45 minutes then, thank you.
--- Luncheon recess taken at 12:29 p.m.
--- On resuming at 1:15 p.m.

MR. MILLAR:  Unless there are any preliminary matters, Sander, are you prepared to go?
Examination by Mr. Duncanson:

MR. DUNCANSON:  Yes, I am, thanks, Mike.  So I am hoping that I am not going to take the full allotted time that we have, but I will see how it goes.

The first question I have for you I think was mostly answered already this morning, but I just want to make sure that I am clear on it.

So as part of the application, Enbridge is seeking to amend its economic feasibility procedures and policies, and one of the changes was the PI threshold for individual projects, instead of being able to -- instead of only requiring CIACs for projects below .8, as I understand it, the policies are being amended to require CIACs for projects with PIs below 1.0 except in exceptional circumstances, and I think I understood the witnesses say earlier that that's actually Enbridge's current practice already.  I just wanted to confirm that that's in fact the case, that this is really just codifying Enbridge's existing practices and does not reflect any change in practice going forward.

MR. MACPHERSON:  It's Ian Macpherson.  Yes, I can confirm that.  In no way are we proposing to alter our economic test -- the economic feasibility calculation or alter the PI threshold of 1.0 for any customers added to the system.

The proposal, to be clear -- and maybe I didn't use these words and I should have -- we are proposing to alter our new business policy, our common business policies, for attaching new customers to the system that impacts large-volume customers only.

MR. DUNCANSON:  Okay.  And in terms of the projects where the HAF will be applied, again, I think this was mostly clear this morning, but I just want to make sure that I am fully understanding it.  Enbridge is proposing to use the HAF every time you have a system expansion with a PI less than 1.0 and you have one or more customers with demand of 50 cubic metres an hour or more; is that right?

MR. MACPHERSON:  Yeah, Jason, do you mind responding to this, please?

MR. GILETT:  I would -- yeah, I would tweak that a little bit, Sander, so what we are saying is if we are seeing large-volume customer demands, multiple large-volume customer demands, and there's forecasted growth on that system, we are proposing to use the HAF.

MR. DUNCANSON:  Okay.  So Jason, you would not use the HAF if there's only one large customer, I guess because you're not allocating between them, and you'd only use the HAF if you're seeing forecast demand growth?

MR. GILLETT:  Correct.  We -- sorry, a project could proceed with only one customer committed at that point in time, but if we have a forecast of future customers, we are confident that there's plans for customers to request future capacity, we would use the HAF in that case.

MR. DUNCANSON:  Okay.  And it would be presumably any volume of small growth?  There wouldn't be discretion around how much additional growth would warrant using the HAF?

MR. GILLETT:  The additional growth would align with our forecast.  So whatever our forecast says, whatever load we are anticipating to come on to the system, is what we would design a system for, and then the HAF would apply to the large-volume component of that.  And it would apply -- the HAF would apply if a customer's requesting 50 M cubes per hour or more of peak hour demand.

MR. DUNCANSON:  Right.  And I guess just to make sure that I am clear on when you're going to be using the HAF, so it has to be, is you have got a development project, which is essentially any expansion of the system, there needs to be a PI of less than 1, you need to have at least -- well, I guess you need to have at least two customers with 50 cubic metres an hour or more of demand, and there needs to be some expectation for future growth; is that right?

MR. GILLETT:  I am not sure if your first two pieces are as precise as what we are looking for.  What we are saying is a HAF will be utilized on a project where we forecast multiple customer -- multiple large-volume customers and their future growth.

So in a scenario where we have just one customer committing at the beginning, we would have to have a forecast that says there's more customers coming on to that system or else we wouldn't utilize the HAF.  That customer would have to pay for that project on their own if we don't have a forecast of future growth on that system.

If we do have future growth, we would implement the HAF to ensure that that first customer's only paying their share, and then the future customers that we are anticipating would pay their proportion of it.

MR. DUNCANSON:  Okay.  But as I understand that, Jason, so every time you have got multiple large customers with an expansion project having a PI of less than 1, you will use the HAF?  It's not going to be a case-by-case situation?

MR. GILLETT:  I guess I am not clear what you mean by -- the part I am getting stuck is on, I apologize, is your statement that a PI would be less than 1.  When we design the project, we run the economics on the project to get to a PI of 1.  Each customer has to be at a PI of 1.  So I am not clear what you mean by a project has a PI less than 1.

MR. DUNCANSON:  Okay.  So basically you are saying every time you have got an expansion project, regardless of what the project PI is, every time you have got an expansion project where you have got multiple large-volume customers, either contracted initially or expected over time, you will use the HAF to allocate costs between those customers?

MR. GILLETT:  Yes, I believe that that's what we are saying.  If we have multiple large-volume customers, whether initially committed or in the forecast, we would use a HAF for that project.  Ian and Faheem, I am not sure -- I think that that sounds right.  I just -- I don't like the yes or no.   I'd just make sure --


MR. MACPHERSON:  And that's correct.  And, you know, to clarify what you said about this, below 1 is not really the relevant factor, it's about a possible customer connecting.  Could be by themselves, it could be much more than 1 just because of their -- the way they're contracting with us, with their demands, et cetera, and I'd like to say the example of Sarnia, and -- but they're really only requiring a portion of that cost, and the HAF in this particular case would more fairly attribute that portion to the benefit, and future demands based on HAF would follow through to the next customer, the ones -- and that are going to be coming along to pick it up.

MR. DUNCANSON:  Okay.  So as I understand it, then, so you could have a project where the project PI is already greater than 1, without any contributions, but then you use the HAF to look at the large customer specifically, and if the structure of a large customer's contract isn't achieving, like, a PI of 1 for that particular customer, you'd actually require a contribution from that customer to get them up to the PI of 1.0 threshold just for them?

MR. MACPHERSON:  Let me respond to that.  So there's two things you have just said there.  So, yes, we have a large customer for a project where we figure the HAF works, and then we allocate the HAF based on their hourly demands of that customer, then the individual economic situation is evaluated and whether a CIAC is required to make a project sufficient and determined there, and not at the project level, but at the individual customer level.

MR. GILLETT:  And we have a number of different tools that we can use for that customer.  Sorry, just to be clear, we have a number of different tools that we can use in the contract to mitigate that upfront CIAC.

MR. DUNCANSON:  Right.  But I just wanted to confirm that you could have a situation where your project PI is already over 1, and you could be requiring a CIAC from a large-volume customer because looking at them alone, they aren't achieving 100 percent revenue coverage?

MR. AHMAD:  Actually, the way HAF works is that we look into the implemental capacity which is required in order to serve the forecast customer, including the ones which are committed or other ones which are not committed, but we include them in our forecast.

So if the system does not have enough capacity, so we go ahead and build that capacity.  And now the HAF provides us a methodology to subtract that capacity, or allocate that capacity amongst our forecast customers.

So then we run feasibility of individual projects by incorporating the cost allocation of the incremental capacity.

MR. DUNCANSON:  I understand that.  But I am just, you know -- so hypothetically, you could have a project where before any contributions, the project PI is say 1.5 and you would still use the HAF to allocate costs between the large-volume customers to make sure that they are achieving what you're calling sort of the customer PI of 1.0.  And there could be circumstances where you'd be seeking a contribution in aid of construction from a large-volume customer, even when the project PI is already well over 1.

I just want to make sure that I am clear on that one point.

MR. AHMAD:  That is correct.  Like even a project in a broader scheme has a PI of 1, but still we have to test the individual projects to make sure that the new customers are not cross subsidizing each other.  So we have to make sure that every customer, they pay their due share of contribution if needed.  So every project or every customer has to bear their own burden.

MS. DURANT:  Okay.

MR. MACPHERSON:  And as I mentioned, Sander, the same is true.  Like having a project be more feasible than one is a common occurrence.  There's lots of projects that we're re-attaching customers that is greater than 1, but in no event, if it was, that would we ever be seeking a contribution from that individual customer or project area.  But in this case of the HAF, you know, we don't start with 1 and look at it and say it's more, now use the HAF.  Again, it's splitting up those costs and then the test occurs on that individual customer.

MR. DUNCANSON:  Okay.  And so I think this answers the next question.  But so the way that you use the HAF, the way that you calculate the HAF doesn't actually depend on the overall project PI, right?  They are two different things?

MR. MACPHERSON:  That's right.

MR. AHMAD:  That's right, yeah.

MR. DUNCANSON:  Okay.  So I want to kind of walk through a little bit more about how sort of the mechanics of the HAF works.

And I think if we use the sort of the hypothetical scenario that you included in your slide deck, that's probably easiest.  And I think we have got the slide deck already up on the screen, but if we could look at -- I believe it's page 6 of that.  It shows some of the numbers.

So as I understand the scenario, you have got a new pipeline with a capital cost of 3 million.  You look at what you've got already contracted and what you expect to be contracted in the future.  And you say based on that, we think 65.4 percent of the capacity created by this project is going to be used by large use customers and the rest is going to be used by small customers.

First of all, am I following along right so far?

MR. MACPHERSON:  Jason, if you don't mind explaining this one, please.

MR. GILETT:  Yes, so you are right so far.  The forecast for those three customers makes up 65.4 percent of the project, that's right.

MR. DUNCANSON:  Okay.  And so then you look at the cost, so you say, okay, then so the large customers need to essentially pay 65.4 percent of the cost, which works out to 1.96 million.

And then the small customers are going to be paying the rest, essentially the 1.04 million, right?

MR. GILETT:  Correct.

MR. DUNCANSON:  Now, this hypothetical seems to be assuming that the capacity that you are creating with the new project perfectly matches your expected incremental demand.

But what happens if you add all this up and you were talking about this a little bit this morning, about with nominal pipe sizes it will often, you do have a little bit of excess capacity.  What happens if your forecast demand is only 80 percent of the actual capacity, how does that get factored into the splits, like the 65.4 versus 34.6 percent split?

MR. GILETT:  So the small volume forecast is what it is, right.  So that would be sort of set; so that's our anchor.  And if due to just the physical realities of nominal pipe size, if we're creating -- so in this case, we are saying we need 7,075 M cubes for large volume.  You had referenced 80 percent, I mean that I think would be a bit of an overbuild.  I think what we would do is we would scale the facilities down to get us close to that 7,075, but let's say it was 7500.  So when we actually put the pipe in the ground, what we are saying is that there would be an extra 425 cubic metres that according to the large volume forecast is not there.  Is that what you are asking?

MR. DUNCANSON:  Well, I think it would be combined large and small volume.  So right now your combined project demand is the 10,821?

MR. GILETT:  Yeah.

MR. DUNCANSON:  Let's say that the only way you can meet 10,821 is by building a project is that is actually adding 12,000 metres cubed of capacity.

How does that change the calculations -- or does it?

MR. GILETT:  I think maybe I'd like to chat with Faheem and Ian, just to double-check what I am thinking.  Can we grab that breakout room just briefly?  Thank you.

[Witness panel confers in breakout room]


Thank you for that.  So should there be excess capacity on the system due to the nominal pipe sizing, it would not impact the HAF calculation.  That would be considered just excess capacity that's there to be utilized by future customers.  But because it does not form part of our large volume forecast, it would not be part of the HAF calculation.

MR. DUNCANSON:  Okay.  So then basically the way that the HAF calculation works, then, it's not actually comparing -- it's not dividing cost by incremental capacity, it's more focusing on your relative portion of incremental demand relative to cost?

MR. GILLETT:  It is the capital that's being driven by the large-volume customers divided by the forecasted hourly need.  So this HAF calculation here, if the -- so we are saying the total project demand of 10,821, if the project actually created 11,000, the HAF calculation does not change, because the denominator is the forecasted large-volume hourly requirement.

MR. DUNCANSON:  Okay, no, that's helpful.

And then, again, just in terms of mechanics, I think I understood from this morning, so what you do then is, in terms of what goes into rate base, the whole capital cost, the whole 3 million, minus any contributions in aid of construction, that's what goes into rate base, and then to the extent that you have more contributions that come in over time, that gets dealt with in the future in a rebasing proceeding; is that right?

MR. MACPHERSON:  Yeah, including those costs, they are not included in rate base until the next rebasing application as well.  So the ones that we have done now are not in rates either.

MR. DUNCANSON:  Right.  But -- okay, so just conceptually, though, so you have got your next rebasing proceeding.  What goes into rate base is the capital cost of the project, minus any upfront contributions you have received to that point.

MR. MACPHERSON:  Correct.

MR. DUNCANSON:  Right?  And you are not holding back any portion of the project costs that you're expecting will be covered in the future through contributions from large customers.

MR. MACPHERSON:  That's right.

MR. DUNCANSON:  Okay.  Now, in terms of how the large-volume customers achieve that customer PI of 1.0, as I understood it, you do that basically through the way your contract is structured to make sure that you've got revenue coming in to meet that 1.0 threshold, and then if it doesn't, for whatever reason you can't do that, that's when the contribution in aid of construction comes in; right?

MR. MACPHERSON:  Faheem, would you like to answer that?

MR. AHMAD:  Yeah, that is correct.  That is correct.

MR. DUNCANSON:  Okay.  Now, how does that work -- if the project's already been built, I wouldn't have thought a contribution in aid of construction is the mechanism that would work at that stage.  If you can't structure your contract to achieve that customer PI of 1.0, what's the mechanism that you use to get up to the 1.0?

MR. MACPHERSON:  Jason, can you answer this one, please?

MR. GILLETT:  So, yeah, although the project is built, so you're talking about, a customer comes on in the future, so say a couple years after in-service; is that right?

MR. DUNCANSON:  Right.

MR. GILLETT:  So even though the project is built, if there's a HAF in place, not all of the capital for that project has been allocated.  So it's physically in-service, but there's still outstanding capital to be allocated.  So a customer comes on in the future, we structure a contract in a way hopefully that gets their PI to 1, just based on the revenue in-flows from that contract, and should the PI not reach 1, they would have a CIAC, an upfront aid to construct.

MR. DUNCANSON:  Okay.  So --


MR. GILLETT:  And again, the reason for the HAF is to eliminate the timing differences in treatment; right?  So they are almost treated as if they were there at the beginning of the project.

MR. MACPHERSON:  Right.  And Sander, furthermore, and the customer even attaching to our system in the non-HAF project, the same methodology applies where the HAF -- there would be no HAF cost in that case.  There would be the direct cost to connect and build a station and then an evaluation based on their revenues, and a CIAC may be paid in that case as well, even though no, you know, considerable infrastructure build occurred, the revenues just may not be sufficient to support even that small investment is possible, so...

MR. GILLETT:  That's a very good clarification, Ian, that the HAF doesn't include customer-specific costs, right?  Service line station, that sort of thing.

MR. DUNCANSON:  Right.  And I guess I just wanted to confirm just mechanically you would still in that circumstance use a contribution in aid of construction as the mechanism to get up to the 1.0, even if construction is many years behind us?

MR. GILLETT:  All of our other tools in our tool box aren't enough to get that to a PI of 1, yes, you would have a CIAC.

MR. MACPHERSON:  Um-hmm.

MR. GILLETT:  Because that capital had not been allocated.  Even though it's years after the project is built, the HAF capital has not been allocated to anybody.

MR. DUNCANSON:  Okay.  No, that's what I thought.  I just wanted to make sure.

MR. QUINN:  Sander, are you moving on to another area?

MR. DUNCANSON:  I actually --


MR. QUINN:  It's Dwayne Quinn.

MR. DUNCANSON:  Yeah, Dwayne, I just have just one follow-up question on sort of the line that I have been asking, and then I will move on, so I will --


MR. QUINN:  Yeah, yeah, if you --


MR. DUNCANSON:  -- and then I will let you jump in.

MR. QUINN:  Excellent, thank you.

MR. DUNCANSON:  So going back to what we were talking about a minute ago, where you have got excess capacity, so your demand is 10,821, but just the way that it works out you are building 12,000 metres cubed of incremental capacity, effectively that -- the cost for that capacity goes into rate base and is recovered through rates by all customers, including both large and small customers.  Right?

MR. MACPHERSON:  Faheem, maybe I will ask you to respond to that, please.

MR. AHMAD:  Yeah, so, yeah, that is correct.  So all customers -- so once we put this in the rate base, so, yes, it is recovered through all customers, essentially.

MR. MACPHERSON:  I can add to that.  In each of those cases, the expansion activity still is included in our economic test and has to meet those portfolio tests that we are required to comply with.

MR. AHMAD:  Yes.

MR. MACPHERSON:  So that doesn't go away.  Even if there is an overbuild, and it's the same case, even if it's a single large customer and they have a particular demand need and the nominal pipe size that's going to serve that need results in a significant overbuild for that customer, that is not generalized to anybody but that customer.  They pay the cost, and that is what we are proposing here.  Nobody else is picking up the tab on a HAF project but the large customers.  That is the derivation of the HAF, means they are carrying the burden because of the way this project has worked out.  Nobody else has proposed to do that.

MR. DUNCANSON:  But -- so again, though, I just want to make sure that I understand mechanically.  So in this hypothetical scenario, basically what you have put forward in your slide, but in a situation where the actual capacity that's built is 12,000, you have your large-volume customers covering 100 percent of the -- their proportional costs just for the capacity that they need.

MR. MACPHERSON:  Um-hmm.

MR. DUNCANSON:  Plus they would be paying for a portion of the unused capacity, as would all other customers?

MR. MACPHERSON:  Let me just make sure I get what you are asking here.  The unused capacity.  No, because they're -- on the large-volume-specific portion that is not forecasted to be utilized, their hourly allocation factor, the derivation of that number, fully allocates the capital portion of that project to those customers as they attach to the system.  There's the initial 50 percent, and then the future forecasted customers, they bear that cost.

So to the extent that it's -- we will call it an efficient capital build just because of the way it worked out, they'd bear it, not other customers.

MR. DUNCANSON:  But in their rates in -- I mean, to the extent that the unused capacity costs is built into the rates for all customers, you have got your HAF allocation that allocates the large-volume capacity.

MR. MACPHERSON:  Uh-huh.

MR. DUNCANSON:  But then the large customers are also paying for the rest that's not large-volume capacity.  They would be paying that through their rates as well.  Would they not?

MR. MACPHERSON:  So you are talking now about the small-volume capacity.  Is that what you are now saying?  That that's -- where is it -- where are you -- I am not following, I apologize, Sander, where you're proposing there's this additional cost.

MR. DUNCANSON:  Yeah, so what I am talking about is you've got your -- the total amount -- so in your hypothetical scenario you have got a total amount of 7,075 for basically large capacity.  And you use your HAF mechanism to divide that up between the large customers, so that they each pay for 100 percent of their share of that 7,075.


MR. MACPHERSON:  Okay.


MR. DUNCANSON:  The rest of the capacity, both what's being used for small volume and what's left over, I had suggested maybe you have gone up to 12,000 total capacity.  But basically whatever's left gets essentially paid out through rates for all customers, not just the small volume customers.


MR. MACPHERSON:  So you are saying --


MR. AHMAD:  I am not categorizing it as an excess capacity because if we -- we are able to build the precise system, we have the pipe size available to build precisely the 10,000 cubic metre, or if we don't have the right pipe size available, we will be a little bit over.  So the cost does not change.  So we will not -- I will not necessarily categorize that as over capacity.


MR. MACPHERSON:  But I will be -- allow me to add to that.  So really what we are talking about is to the extent that number is -- sorry, 12,000 is the built capacity, to the extent on the small volume portion 34.6 percent of that over capacity is not forecasted to be considered by general service customers and I assume the total cost -- the total cost don't change, it just the forecasted customers don't perfectly match that number.


Maybe I am not answering it perfectly, Faheem or Jason please help me and jump in.  The capital doesn't change just the forecast.  So I guess what you are saying is it becomes unrecovered and generalized, but that is the nature of expansion.  You know, we don't have 10,000 pipe sizes.  You know, we have a handful to build the system to.


MR. GILETT:  I also think what we need to recognize is the numerator in this calculation, like the capital cost is completely allocated through the HAF, right?


So if we have to put pipe in the ground and it results in a project that gives 12,000, that almost doesn't matter because it still costs $1.96 million for the large volume portion.  So there's no capital that isn't being allocated.  right?


So, yes, you have created extra capacity, so that's gone up a little from what we are saying is on here.  But the capital ultimately is divided completely out between general service and large volume, and then it makes its way into the HAF.


I am not seeing -- like I understand that a project could create extra capacity because of the pipe sizes; that almost doesn't matter.  The fact is that it only costs so much, right, to build the pipe.  Like we know what that cost is; it's $3 million.  And that $3 million, whether or not it creates more capacity than we need for our forecast, it's been completely divided out.


So the large volume capital is in the HAF.  There's no extra dollars left that aren't being allocated by the HAF.


MR. MACPHERSON:  Maybe a different example, Sander, to help.  Pretend this is not HAF at all, and it's only a small volume customer project like a community expansion project that the -- it's going to work exactly like this.  We are only allowed to include revenues and attachments in the ten year horizon, and there is going to be some difference.


But that project has to stand on its own.  In the expansion scenario, it is bearing the full cost to arrive at a PI of 1, including in events where we have to apply a system expansion surcharge to those customers to make that work.


So I don't know if that's helpful.


MR. DUNCANSON:  I think I understand what you are saying.  So basically, the full capital cost is being allocated.


MR. MACPHERSON:  Correct.


MR. DUNCANSON:  So the large volume users are paying basically 65.4 percent of that capital cost even, though those capital costs are paying for more capacity than is needed for the large guys, they are paying 65.4 percent of that residual capacity.


MR. MACPHERSON:  Correct.


MR. DUNCANSON:  It could be in the future for other customers, potentially.


MR. MACPHERSON:  Yes, and that would eventually become a free ride for someone down the road, whether it's small volume or large volume.  You know, this is only a 10-year attachment forecast.  But in years 11 through 20, customers continue to attach to our system, and that capacity is then available to them at that time.  They just can't be counted in our economic evaluation.


MR. DUNCANSON:  Right.  And in that scenario, Ian, where you have more customers coming forward in the future, and recognizing this happens today.  But even with your HAF proposal, you'd have your large-volume customers paying effectively for more than their share of the capacity, because they are also paying for a portion of this residual capacity that's subsequently used by somebody else.


MR. MACPHERSON:  I don't think I agree with that because as I mentioned, they're being tested in an expansion scenario on a stand alone basis.  And those customers, those new customers, the small volume attachment, their PI has to square to 1 as well.


So the burden in that case is -- can be -- is reconciled through stand alone rates and some application, either temporary connection surcharge or a system expansion surcharge to make their revenues match the costs of the project.


The capacity created by that is really irrelevant to that analysis.  In the end, it doesn't -- I know you are kind of hung up on this what's left over.  But there is just always something left over.  It's impossible -- it never matches perfectly with what someone needs.


So we ignore that fact, and plan to the best of our ability to match it perfectly, and then visit the economic evaluation test, the real capital costs and revenues of those customers are tested and they must bear those costs, period, and that may yield, as I mentioned, the revenue surcharges as we proposed here to align or a CIAC, and that is just what we have today.


MR. DUNCANSON:  Okay.  Well, I will move on.  Dwayne, is this a good time for you to jump with in with your question?


MR. QUINN:  Yes, thank you, Sander.  Dwayne Quinn on behalf of FRPO.  I think what may have caused some concern, because it did for me, I think before you gentlemen went to the breakout room, I thought Jason said that the HAF would be calculated on the basis of the capacity that was over and above what the large-volume customers are able or forecasted to take up.


So it sounds like now you are back to where are Ian answered my questions this morning and took the undertaking.  But I want to -- this may add clarity.


If you have done this HAF calculation, but in that ten-year period customers 1, 2 or 3, none of them have taken up their subsequent capacity in years 5, 7, or 8 and there's capacity left over, if a new customer comes in, are they then allocated that HAF rate and they would have to absorb that capital before they're able to be connected and do the economics on that basis?


MR. MACPHERSON:  My answer is if the full amount of HAF has not been allocated and a future large-volume customer with a level of eligibility applies to the system, then yes, they pay.


MR. QUINN:  Okay.


MR. MACPHERSON:  It doesn't matter, Dwayne, who it is.  It may be customers, customer X arrives six years from now, that's fine, and we have that capacity and the HAF is not fully allocated, we apply it and evaluate their economics.


MR. QUINN:  So I am back to understanding what you said this morning, Ian.  But what complicates this is that you're seeking financial security from customers 1, 2 and 3.  Do you seek that security on the basis of their ten-year forecast or just their year 1 and 2 volumes that they are committing to?  And so on what basis does the company seek security for, then?


MR. MACPHERSON:  I will go back to Jason on this one, please.


MR. GILETT:  Yeah, I don't -- if I understood what you said, Dwayne, I don't think that's quite right.  When a customer enters into a contract with us, we evaluate their creditworthiness and insofar as there's risk of default --


MR. QUINN:  Right, yes.


MR. GILETT:  -- of the contract, we would seek the proper financial assurances.  That's not based on future forecast.  It's based on their contractual commercial commitment.


MR. QUINN:  And if their contractual commercial commitment is only for year 1 or 2 commitments, subsequent forecast while that might have contributed to the calculation of the HAF, in no way, shape or form is the company seeking security for that.  Is that correct, then?

MR. GILLETT:  When we seek financial assurances from a customer, it's for the term of their contract.  Right?  So if someone comes online and they're, you know, a one-year contract, because it could be year to year, if that doesn't meet the PI test, they can enter into a long-term contract.  So if that customer says, okay, I will sign a ten-year contract to avoid CIAC, we would seek, depending on their creditworthiness, we would potentially seek financial assurances for the duration of that ten-year term.

MR. MACPHERSON:  But to answer that -- Dwayne, if I could answer, we don't securitize a customer until such time that they connect to the system, until they're --


MR. QUINN:  Okay.  So --


MR. MACPHERSON:  -- contract.

MR. QUINN:  So just use customer 2 here, then.  Customer 2 has 1500 in year 2.  You have done all your financials on that, but in the forecast they have got 1200 that is going to be added in between year 7 and year 10.

MR. MACPHERSON:  Um-hmm.

MR. QUINN:  Are you doing your PI based upon that forecast and in some way contracting that customer to ensure that those revenues are generated from their contract to underpin their allocation of the HAF?

MR. AHMAD:  I think unless the customer is committing to the year 7 and 10 load, we will not run our PI based on those demands.  We would run our PI based on 1500 which customer is committed to.

MR. MACPHERSON:  But hold on.  To clarify here, are you talking about today or are you talking about with the HAF proposal, Dwayne?

MR. QUINN:  With the HAF proposal.

MR. MACPHERSON:  We are first putting the demand forecast and revenues of the customer in all years of the ten-year forecast horizon --


MR. QUINN:  So you're --


MR. MACPHERSON:  -- and we are not committing them to a contract for a year 7 attachment, to be clear.

MR. QUINN:  Okay then.  So if they haven't taken a year 7 additional volumes, and let's say your other customers 1 and 3 are right on-track, but another customer comes in and says, I need 1,000, then that customer is allocated 1,000.  You are saying they would still have to pay the HAF because it's not in any way allocated or encumbered to customer 2 in a way that doesn't allow another customer to take it.  This other customer takes it, they pay the HAF, and you're getting your recovery of your HAF through that mechanism; is that correct?

MR. MACPHERSON:  It doesn't matter who comes along eventually to do it.  It's first come, first serve, and if a customer -- let's say year 1 customer, let's say it's customer 3 with 3,000, and they know in year 5 they have this 500, and there's lots of growth in that area, let's say it's the greenhouse markets in Kingsville, and they are worried about it, that, my goodness, this could be gone, and I am not going to get it, they may decide to change their -- and commit themselves to a higher number, even though they don't need that number, because they're concerned about, that capacity will be available for that expansion that they eventually intend to do.  So again, that's not how we do it, but it's a possible scenario.

MR. QUINN:  Okay.  This is the last question, and I am going wrap up.  The corollary of that then is, if you have contracted customers 1, 2, and 3 for only their year 1 and 2 commitment, and no other additional load is taken up by these customers or other customers, then that HAF is notionally still open, because it hasn't been taken up, that is on its way at some point into rates, but it may never -- in year 11, will Enbridge be looking, if a customer approaches in year 11 or 12, will they be looking to collect a HAF contribution because the HAF hasn't been fully taken up?

MR. MACPHERSON:  So we haven't proposed a time limit for the HAF allocation, Dwayne, so theoretically that customer comes along in year 11, and we haven't subscribed it all, they would be -- they would be included -- the HAF allocation would be included in their economic evaluation, yes.

MR. QUINN:  Okay, thank you.  That all seems to square now based on your explanations.  Thanks, Sander, for the time.  I appreciate it.  That's the end of the questions I had at this point.  Thank you.

MR. DUNCANSON:  Thanks, Dwayne.

So just a few more questions on the hypothetical in your slides before we move to something else.  So the HAF allocation gets calculated based on the forecast of project capital costs, which in this scenario is 3 million.  If you've got -- so let's say you build your project and it comes in at 2.8 million.  You have essentially, based on your 65.4 percent of capital costs, you have now effectively allocated your large customers 130,000 in costs more than their proportionate share.  I take it what you were saying earlier, Jason, about not refunding back to the large customers, that would also apply in that circumstance.

MR. GILLETT:  Yes, that's right.  And it would
also -- again, it's symmetrical.  If the project cost came in at 3.2 million, we are not going back to those customers and increasing their HAF.  Large-volume customers want certainty, so we would not revisit the HAF in either scenario.  The HAF is set at the beginning, and it remains the same until we have sold it all out in the area of benefit.

MR. DUNCANSON:  But in terms of who pays those costs, if you have got -- if your project comes in over budget, it still gets rolled into rate base, and it's paid by customers, so essentially it's the -- it's the ratepayers who are taking the risk of cost overruns, and it's the large customers through the HAF that are taking the risk on the cost underage; is that essentially how that would work?

MR. MACPHERSON:  Theoretically all costs would be ultimately included in rates in the future.  Projects such as this would be ultimately be reviewed by the Board, and overages and attachment forecasts are -- you know, are subject to scrutiny and potential disallowance should they be improperly constituted.

MR. DUNCANSON:  Right.  But in terms of who bears the risk, so I guess what you're saying is Enbridge bears the risk of costs being found to be imprudent, but if a cost just happens to be more or less extensive than you
expect --


MR. MACPHERSON:  Um-hmm.

MR. DUNCANSON:  -- for projects that come in under budget, the large customers through the HAF that are essentially taking that risk on, for projects that come in over budget, it's all ratepayers that take that risk on to the extent that those full costs are included in rate base.

MR. MACPHERSON:  And as I have already said, we are subject to review by the Board, who holds us accountable, and in EBO 188 and section 6.1.2 we can be -- there can be consequences for the utility shareholder for projects that -- company builds that are, as I mentioned, not compliant with EBO 188 for its attachments and capital is getting -- you know, I assume part of all that, so, yes, we do bear risk.

MR. DUNCANSON:  Right, okay.  So in terms of this issue of refunding a portion of the large customer contributions back to the large customers in some circumstances, so as I understand it, outside of the HAF mechanism for projects where the HAF does not apply, there is a mechanism under your policy and procedure to refund costs back to large customers and small customers, but wherever a HAF is applied there would be no refund?  Have I got that right?

MR. MACPHERSON:  That policy exists only in the Enbridge rate zone today, not in the Union Gas rate zones.

MR. DUNCANSON:  And we could turn this up if you need to.  I don't think we do, because you talked about it earlier today as well.  But in one of the EPCOR interrogatory responses you explained why it is that you're not proposing there to be any sort of a refunding mechanism with the HAF, and you talked about how this was discussed in the Chatham-Kent proceeding, I believe, and you talked about how, you know, a true-up mechanism was considered and it was rejected because customers want long-term certainty.  I am paraphrasing.

So is that the real reason why you're proposing that large customers don't get refunds, is because in your view, Enbridge's view, their interest in having sort of certainty over long-term costs and revenues, that interest outweighs their interest in getting refunds?

MR. MACPHERSON:  Jason, do you mind responding to this one, please?

MR. GILETT:  I would say that's the general case.  I think there's a lot of discussion around refunds, which is great, but you have to think about the other direction as well.  And the moment a customer says I want some sort of provision for a refund should the capital come under, we then say okay, let's make it symmetrical and you are now on the hook for overages should they occur.

And there's almost always no interest in that.  Just the uncertainty's too great, especially with large-volume customers that are typically only looking out, you know, a couple of years.

So no, generally there isn't an interest in having this symmetrical recovery refund mechanism.  They would rather have assurances.

And to Ian's point earlier, the utility is really motivated to get these right because if we were imprudent in how we do this, there's consequences to that.  So we are motivated to do it right, the customers are motivated to have precision around their costs, and so it's our experience that that's preferred by these large-volume customers.  They don't want that risk.

MR. DUNCANSON:  Jason, I take it -- I mean, that's based on discussions you have had with customers.  Have you done any sort of a formal engagement program with large customers to see whether that's -- whether you have any concrete evidence to back that up, besides just the fact that this has come up in conversations in the past?

MR. MACPHERSON:  Maybe let me take this one, Jason. If I can add we have more than -- so we are now talking about HAF.  But we have a multitude of experience in other contract negotiations with -- let's just call them single large customers where this is something that they think about, you know, if the costs are -- there is considerable costs and about this true up.

So it's come up, I am going to say -- I don't want to say dozens of times, but it's come up numerous times and there have been cases -- I think of maybe two -- where someone has decided that that's what they would like to do because there's such considerable costs and maybe in those cases I recall, there was considerable risk in the cost because of, let's say, it's rock that they maybe thought there was too strong or too high of an estimate and they were prepared to take that risk.

But almost every other case where you put it to them there's upside, but there's downside, it's almost always, almost always, except a few times, almost always declined because they feel more comfortable with the certainty of what we are offering in cost.

MR. DUNCANSON:  Okay.  I want to shift to a different line of questions.  One of the interrogatories that EPCOR asked was to explain examples of how ratepayers have been harmed through the use of peak daily demand as opposed to peak hourly, and why in detail Enbridge is proposing to change from peak daily demand to peak hourly demand.

In the response, Enbridge explained briefly why it's moving from peak daily to peak hourly.  But can you explain how you expect customers will be impacted by this change?

MR. MACPHERSON:  Let me have a crack at it first, and then maybe Jason can add to it.

One thing to be clear about is we are not proposing here is the way the system and the way rates are designed, this peak and costs are, yeah, through the rate design process that the peak day allocator methodology is not proposed to change here.

The only thing we are proposing here is with this peak hourly is for incremental facilities based on these scenarios we have described for allocating the capital costs.  This is no way flows down to any kind of rate design change that we are proposing to make here at this time.

MR. DUNCANSON:  Do you expect that there would be -- you know, comparing what you are proposing with the HAF to what Enbridge currently does or has historically done, would there be certain is types of customers that would be impacted differently through this change to peak hourly?

MR. GILETT:  Can I maybe jump in here, Ian?

MR. MACPHERSON:  Please.

MR. GILETT:  Again, I want to emphasize we are not changing any of our practice here.  So when you talk about what we have done in the past, we have no HAF today.

So our system is designed based on peak hourly and has nothing to do with HAF.  The rate design uses daily CD.  That's completely out of scope with this.  That's always been that way; we are not proposing a change.

So when you say who will be harmed based on changing how we do things, we can't -- no one is being harmed because we are not changing anything.  Our system is designed on peak.  Customers contract based on peak hourly as well.  And so none of that's changing.

All we are saying is that the capital -- to develop a HAF which is new, we would take capital costs divided by peak hourly because that's what matters in the design of the system,  But we are not proposing to -- we are not changing anything to do with how we use daily versus hourly.  That's as it is today and will continue to be.

MS. PERSAD:  Sorry, guys, I don't want to interrupt the flow, but I think it would be helpful if we could just refer to the interrogatory.

Sander, do you know what interrogatory you are referring to?

MR. DUNCANSON:  EPCOR 3.

MS. PERSAD:  Okay, thanks.  Could you bring it up Steph, please?  Thanks.

MR. DUNCANSON:  Tania, was there something you wanted to point to specifically?   I am actually -- that was all I wanted to ask about with that particular interrogatory.

MS. PERSAD:  Yeah, I appreciate that.  I just wanted the witnesses to see the interrogatory on the screen, just in case they wanted to remind themselves of what the answer was.

MR. MACPHERSON:  That's helpful.  I am just going to flip what Jason said -- and, you know, I don't know if he used that world who is harmed, or if he said that exactly.  I think it's more of a who benefits and as we mentioned, those customers driving the first in -- or the last person to take up the capacity, that it's an improvement and it's more equitable to when we see that scenario unfolding with large customers that they are more fairly paying and that's really the premise.  No one is else -- no one is hurt.  The only people benefits following costs more closely under adjustment to our business policy.

MR. DUNCANSON:  As I understand, one of the primary rationales behind the HAF proposal is that it's going to allow Enbridge to aggregate demands from multiple customers to allow you to go ahead with larger projects that achieve economies of scale.

Again paraphrasing, is that fair characterization?

MR. GILETT:  I wouldn't quite say larger projects.  I would actually say more efficient projects.  Because what we are trying to avoid here is this idea that we build for year 1 and 2 and that's it.  And then year 5 rolls around and we have to build again, right.

So we are not proposing that these projects are suddenly -- our infrastructure projects are bigger.  In fact, what we are anticipating here is more efficient projects, more efficient facilities in the way we are designing them.  It's more efficient to build a certain size pipe rather than two smaller pipes and the disruption that causes and the costs.

So that's the part I would tweak on that.  This isn't about bigger projects.  It's about more efficient facilities.

MR. MACPHERSON:  As you mentioned, just pointing back out to larger projects, also is going to mean LTC applications meaning full review of all these factors we are talking with the methodology of HAF being proposed here today.  But the cost, facilities require alternatives and demand forecast HAF derivation are all going to be filed in those applications and open to discovery.

MR. DUNCANSON:  Okay.  So I will actually get back to that in a minute, Ian.  But this concept of going with larger projects -- more efficient projects, if you have perfect foresight and you know exactly what the demands are going to be in the future, you can say with certainty now, you know, this is more efficient.

But if you're building based both on what you have contracted and what you forecast to happen in the future over a period of ten years, then to me -- I mean, you are building bigger projects.  You expect that they are going to be more efficient projects because you would otherwise have to go back and, you know, have a second project in the future.  But in the short term, it is bigger projects; isn't it?  Is there any circumstance where that wouldn't be the case?

MR. MACPHERSON:  I think it's generally, yes, and again, put a scope on it and talking project sizes from, I don't know, some -- say zero, it can't be zero, but to the LTC threshold is the size.

And so when we contain that thought, 50 percent of that is committed, and you start -- you know, that -- the $2 million is going to be the top end of what is not going to be tested, like, you know, by intervenors, and it's only 50 percent of that $2 million, so now we are getting down into a smaller and smaller number that really we are talking about here.

MR. DUNCANSON:  Okay.  And the sort of the amount of capacity that needs to be contracted, you know, you talked about that, that, you know, this 50 percent, but that's 50 percent of the large-volume, and so if you have got a particular project and, let's say, you know only 10 percent of the capacity of the project was for large-volume, 90 percent was for small, really you only have to have 5 -- like, half of that 10 percent would need to be contracted in order to hit your threshold?

MR. MACPHERSON:  Umm, sorry, can you repeat that one more time, please, Sander?  I am sorry, I just want to make sure I have it right.

MR. DUNCANSON:  Yeah.

MR. MACPHERSON:  Predominantly small-volume project.

MR. DUNCANSON:  Yeah.

MR. MACPHERSON:  With a portion of large customers.

MR. DUNCANSON:  Yeah, so in terms of contractual underpinning at the time that you are going ahead with your project, you could have a scenario where 90 percent of your -- the project capacity is for small volumes.

MR. MACPHERSON:  Um-hmm.

MR. DUNCANSON:  Which means in terms of contracts in hand to proceed, you could go ahead with essentially 95 percent uncontracted, and that could still meet your threshold?

MR. MACPHERSON:  I ask Jason and Faheem, because we are now talking about -- we are kind of flipping the script here on what kind of project this is.  This is now a small-volume project.  That is the fundamental driver of making the project work based on the, you know, the economic test that we have today for those, and the large-volume portion is really a sidebar to that.  Faheem, anything to add, like, to how -- to help answer that question?  Let's make sure I'm doing it correctly.

MR. AHMAD:  I think as long as out of the 10 percent 50 percent of the capacity is committed by large-volume customers, so within that 10 percent, but we can still apply the concept of HAF.

MR. GILLETT:  And I would say, like, that project you propose, where it's 90 percent general service, we don't contract that anyway.  Right?  Like, small-volume, you know, residential households, they are not on contracts, so that project would -- that would proceed -- that portion, that 90 percent, is treated the same way as it is today, so that's how we do those general-service type projects.  Right?  We forecast, because they are easier to forecast as well, and we implement the project and they come on the system over time.  That's no different than today, so there's no change.

MR. DUNCANSON:  Okay.  No, I just wanted to make sure that I understood how the mechanics of all of this worked, and, you know, you talked a little bit about forecast risk earlier, so I don't think we need to cover that again.

But, I mean, I take it, you know, in terms of the threshold of how much needs to be contracted, when you talked about the -- that threshold of 50 percent of large-volume being contracted, as I understood it, that threshold came from the four other projects that you used the HAF on, each of which were primarily intended for large customers, and so I take it your view is that that same threshold is appropriate regardless of whether it's a project intended for large customers or a project intended for primarily small customers or somewhere in between.

MR. MACPHERSON:  Well, that's not correct because, as Jason just mentioned, we don't -- we never commit a small-volume customer.  Facilities to expand our system to serve small-volume customers are based on forecast attachments, not on committed ones, so we connect the community, like Fenlon Falls, no one is committed, none of those small-volume customers, and then we begin to attach them over time, and in answer, that's it, where on the other one -- maybe that answers your question, Sander; is that helpful?  Only the large-volume commitments matter in the HAF projects that we are proposing.

MR. RUBENSTEIN:  Okay.  Can I just clarify something?

MR. DUNCANSON:  Again, you might have misunderstood what I was asking, which was, I mean, I get that you're only using the HAF for the large volumes.

MR. MACPHERSON:  Um-hmm.

MR. DUNCANSON:  Is this threshold of having 50 percent of essentially your HAF volumes contracted, you viewed that as appropriate in the context of projects for large customers.

MR. MACPHERSON:  Yes.

MR. DUNCANSON:  But in the context of other projects that also have large customers in them, I just wanted to confirm Enbridge's view that that same threshold is appropriate regardless of what type of project so long as the HAF applies.

MR. MACPHERSON:  So separating -- so today let's just understand what happens, that today's -- and the way, as Jason mentioned, it's 100 percent today, so we build a project, and we're building volumes for large customers.  100 percent of the related capital to serve that customer is borne by that customer or customers attaching in year 1 or right away out of the gate, where in a small volume, what's called community expansion project but no large-volume customers, the economics are tested on a forecast basis based on expected attachments over time using a ten-year forecast at a rate which sets out the rate stability period for Enbridge in the current framework.

MR. GILLETT:  I think, Sander, to directly sort of answer your 90 percent question, remember, the first step in the HAF is to split the project, to almost treat them as standalone.  So if we have a project that's 90 percent general-service, 10 percent large-volume, great.  We split 90 percent of the costs off, that's general-service, that's how we do projects today based on general-service forecast.  We have all sorts of intelligence and modelling around that.

The other 10 percent, that now is sort of the standalone large volume, and what we are -- and, yes, what we're saying is 50 percent of that being contracted is appropriate for us to proceed, because what we are trying to do is show that we have lessened that forecast risk because the forecast can count for at most 50 percent of that large-volume piece.

So whether the project is 90 percent large-volume or 90 percent general-service, we are expecting a minimum of 50 percent large-volume commitment for that piece of the project to give some certainty and comfort around that forecast.

So I think the answer is, yes, we feel it's appropriate in either one of those bookend cases.

MR. DUNCANSON:  Okay.  I think Mark wants to jump in with a question.

MR. RUBENSTEIN:  I just want to clarify when we talk about what the 50 percent -- it's 50 percent of volume of large customers?  Or is it 50 percent of the volume -- sorry, let me back up.

It's 50 percent of the volume committed for the project; correct?

MR. MACPHERSON:  50 percent of the hourly, of the hourly -- 50 percent of the hourly capacities committed at the outset of the project.

MR. GILLETT:  Can you pull up our illustrative example, maybe, just to answer Mark's, like --


MR. MACPHERSON:  Yes, let's step back --


MR. GILLETT:  -- can we see our -- the --


MR. MACPHERSON:  -- Mark.  I want to make sure I am answering it the way you are asking it, sorry.

MR. GILLETT:  So in this example, what we are saying is 7,075 M cubes per hour of the project is large-volume, 3,046 is small-volume, for a total of 10,821.  Right?  So what we are saying is before we proceed with this project we need at least 50 percent of that 7,075 committed and underpinned by contract.  So 50 percent of the large-volume has to be committed.

MR. RUBENSTEIN:  But I just want to define large-volume.  My understanding is Enbridge defines large-volume currently as, what is it, 50,000 M cubed a year?  And then there's --


MR. GILLETT:  In this case --


MR. RUBENSTEIN:  -- a subset we are talking about here where it's the 58 M cubed per hour.  Which one is being used?  What is the definition of large-volume for the purposes of this calculation?

MR. GILLETT:  The 50,000 per year does not apply to the HAF.  That is a separate -- that's for the TCS.  Right?  What we are talking about --


MR. MACPHERSON:  Yes.

MR. GILLETT:  Or SES, I am sorry.  What we are talking about is large-volume are customers that are above that 50 M cubed per hour threshold at the bottom of that slide.

MR. RUBENSTEIN:  Okay.  I just wanted to clarify that.  Okay, thank you.

MR. DUNCANSON:  So Jason, I think I heard you say at the very start of the day when you were kind of giving your overview through the slides that the HAF would only be used if it resulted in a lower cost per metre of expansion capacity for large customers.  And I might not have heard that right.  But I am thinking about a situation where you could have a large customer, maybe it's an existing customer on your system, they have a small incremental demand, and you do not have enough capacity on your system right now to meet that demand.  You need to expand and today if you built kind of a fit purpose expansion for that customer, you might be able to do that relatively easily and inexpensively through some small incremental compression, or a small bottleneck somewhere.

But if you loop that demand in with a whole bunch of others, then all of a sudden you are going ahead with a much larger expansion project and the cost per metre for that customer, at least in my mind, let me know if you feel differently, could be actually higher with that larger expansion project scenario.

I am just wondering how is that dealt with through this process?  Are you going to be talking to large customers to see whether they would prefer to be part of that larger project, or would you still consider those smaller fit for purpose expansions if the cost per metre was lower in that circumstance?

MR. GILETT:  That's a really hypothetical scenario because with pipeline facilities, economies of scale are a major factor.

So, I don't -- I don't anticipate many where that would happen.  But in theory, if there's some fit for purpose facility to feed a single customer, we could build that.  My concern is typically, that's not how it works.
Like if we need to loop a system and putting in, you know, 2-inch for that customer works, but then a bunch of other customers are there and we now need to go to 4-inch, we can't build -- you know, building two 2 inches just doesn't make sense.  Do you know what I am saying?

MR. DUNCANSON:  I guess I am -- maybe you have got --


MR. GILETT:  Sorry, I was just saying maybe we could have the breakout room, so I could talk to Ian and Faheem about it?  I don't know, Ian, if you have something to add now.

MR. MACPHERSON:  Let's do that really quickly. 

[Witness panel confers in breakout room]


We are back, sorry about that. We had to talk that one out.  It's a bit of an unusual situation, Sander, that you are describing.

In the event that a customer is asking for capacity and is a very low cost option to, you know, we are adjusting a station -- I am trying to think of where it is exactly -- this is probably not going to result in us undertaking a process to seek interest in an expansion.

Typically, infrastructure costs like we are getting to building assets, pipes, that's what's going to start us off into considering additional demand.  Sometimes we may know about it already.  We may have had previous requests to serve customers that because of economic reasons, have been in the past declined by choice of the customer where they couldn't bear the cost.  And then we start to see like a pattern over time and then a straw breaks the camel's back and, okay, we have three or four customers and maybe now this could work for these customers and this methodology would apply.

But I think a very low cost situation, as I understand you're proposing, would just -- would just probably happen without this process.

MR. DUNCANSON:  Okay, I just want to confirm Enbridge was keeping that option open, and so nothing you are proposing with the HAF would preclude Enbridge from having those types of discussions with customers to see whether there are small expansion projects that could be customer specific that would avoid this larger process.

MR. MACPHERSON:  It's in fact preferred and if we serve a customer today without expanding facilities, we are delighted to do that because, one, it helps them get connected quicker.  It takes time to plan and execute infrastructure builds, even smaller ones.  So I just emphasize it's always the preferred option to serve today.

MR. DUNCANSON:  Okay.

MR. GILETT:  Just typically, typically it's the reverse where it's uneconomic and then by pulling in more demand, we can drive down the cost.  So it's usually the opposite.

MR. DUNCANSON:  Okay.

MR. MACPHERSON:  That's a good point, Jason.

MR. DUNCANSON:  I am mindful of the time.  I still have a few questions that I want to cover, so I am just going to go through them, hopefully relatively quickly.

The first relates to the threshold of eligibility.  We have talked about that a little bit.  So as I understand it, the threshold you are proposing now is 50 cubes an hour.

Now, if you have access to the original evidence filing, so this would be Exhibit B, tab 1, schedule 1, at paragraph 42 of that, which is page 14 of that document, we have the -- yeah, another six pages down or so.  Sorry, this is the revised evidence.  I am looking at the original evidence before it was revised.  I don't know if you have access to that.

MR. MACPHERSON:  You want the original evidence or the amended?

MS. PERSAD:  I actually have that in front of me, Sander, and it's paragraph 43 on the copy that Stephanie has up.  So the old 42 is now 43 on the screen.  I don't think Stephanie has the other one readily at hand.

MR. DUNCANSON:  I was asking about some wording that was in the original application document that was taken out in the amendment.

Both in the exhibit and in the Enbridge policy and procedure, there was reference to -- this was back when Enbridge was proposing discretion around how it would set the threshold of eligibility, and there was reference to the fact that for smaller projects, all customers, both small and large customers, would be included in the HAF.

And as I understand it with this set threshold of 50 cubes an hour, there's now no circumstance where small customers below that threshold would be subject to the HAF.  And I just wanted to understand why Enbridge has now determined that small customers should not be included in the HAF for projects that are primarily intended to serve small customers.

MR. MACPHERSON:  So maybe I will take a crack at it.  So the number 50 -- so when changing the number from having discretion, you know, in other projects we had set it at different levels, or were proposed to do so based on aggregation of interest, so kind of looking at that expressed interest and picking that number that would work for that project area.

And through the interrogatories, we realized that that was hard to understand, why the discretion.  And so we now have set this floor of 50, and 50 is meant to be a proxy for what we would define as large-volume customers.  And that's not a very well-defined term, really, anywhere.  The best reference case you can find is in, I believe it's found in GDAR in reference to the threshold where the government applies the Energy Consumer Protection Act, and that is at 50,000 cubic metres annual volume.

50 correlates quite nicely with that number, and where we break between saying someone's a small-volume customer and someone's a large-volume customer, and as you can see with the rest of the application, applicability of economic tests and, you know, things like SES or TCS vary on that point around that number.  There's more responsibility and greater flexibility for smaller-volume customers.  So that's how we got there, if that's helpful.

MR. DUNCANSON:  Yeah, so the question, Ian, wasn't so much how you came up with 50, it's more why you originally had talked about for certain types of projects all customers would be subject to the HAF and now customers under 50 cubes an hour will never be subject to the HAF.  What was the basis for that change?

MR. GILETT:  I think part of the confusion -- this is what we actually want to try and fix in hindsight here. The term "large volume" or "small volume" is not well-defined.  We never intended for the HAF to be applied to small-volume customers.  That was not our -- and by small-volume we mean those under 50, so general-service.  Right?

We never intended the HAF to be applied to those customers.  What we got tied up around in evidence is we were talking about large-volume and the smaller of the large-volume versus small-volume general-service.  It started to get confusing.

And what we realized was the discretion was meant to make sure that we don't accidentally capture these general-service small-volume customers, and so that's where we came to realize, wait a minute, we can just propose a hard threshold, make sure it gives people certainty, and it still accomplishes the spirit of what we were trying to do, which is making sure that HAF applies to large-volume customers only.

So I almost feel like we need to reset the nomenclature we are using.  Small-volume are those below 50 M cubes an hour, large-volume is above 50 M cubes per hour, and we only intended, ever, to apply the HAF to those large-volume customers.  And we found that the 50 will accomplish that.

MR. DUNCANSON:  Okay.  So I think that's helpful, Jason, in understanding that.

In terms of the possibility of gaming, how are you going to protect against customers coming in with 49 cubes an hour multiple times to stay under that 50 threshold and not have to be subject to the HAF?

MR. MACPHERSON:  Would you like to take this one, Jason?

MR. GILLETT:  Sure, yeah.  Yeah, because -- so it's not that simple, because the peak hourly requirement is a physical thing.  Right?  It's based on equipment.  Right?  It's based on boilers and driers and crackers and steam-tracing equipment, and it's based on what the actual physical equipment needs are for a customer.  So if a customer needs 80 M cubes an hour to run their boilers and they get cute with us and come in at 49, they are not going to be able to run their boilers.

There is a real -- there is an operational reason why customers are motivated to contract for the appropriate capacity to operate.  And so the theoretical example of coming in a number of times at 49, we don't see that as being a risk, because that's just not how their needs are determined --


MR. DUNCANSON:  But in a situation where you've got a -- you've got the boiler, and it's 80 cubes an hour, what's to prevent a customer from coming in with an initial contract for 40 and then a second contract for 40, and the first contract, maybe they hold it for a year and maybe they have small needs before the boiler's actually up and running, but they structured their contract to get up to the 80 without ever hitting that 50 threshold?

MR. MACPHERSON:  We have a process of validating that information with customers.  Even a residential customer, when they are attaching to our system, there's a process of capturing the specific equipment being installed and its capacity, and so when it comes to large-volume customers we have a much more rigorous process for validating exactly what they're going to attach to our system.

And as Jason just mentioned, we are building service lines, stations, and such not to serve what they are telling us or what we've validated they need, so they could have a serious consequence of investing in facilities which we built for them that are insufficient to meet their demands, and that's probably a greater risk than avoiding an hourly allocation factor, which a customer can deal with simply by contracting appropriately with Enbridge over term.

MR. GILLETT:  Yeah, a lot of times that point is the customer station.  So the customer's on the hook for the build of their customer station.  That's not included in the HAF calculation.  Right?  That is a direct cost to them.  And if they don't have us size that station appropriately, we could be potentially tearing out or rebuilding that station, which is extremely expensive.

And so this idea of a customer asking for 40, 40, 40, and 40, the first time they ask for 40 they could end up with a customer station that does 40, and they want that second 40, we're -- they are on the hook for significant amount of money.

So we don't find customers necessarily do that.  We -- they know that this cost exists.  There's service line, there's station.  They need to be sized appropriately for their future needs, or else they run into a lot of trouble.  Bigger than the HAF.  Right?

MR. DUNCANSON:  Okay, no, I think that's a helpful explanation.

So I think I just have three -- three questions left.  The first one is around your area of benefit, and you explained, I think relatively clearly, that you're going to -- you are going to basically draw your area of benefit based on sort of hydraulic analysis or hydraulic modelling to determine where -- the geographic area where there's going to be incremental capacity as a result of an expansion project.

But wouldn't it be the case that at least for some expansion projects you wouldn't have a uniform capacity increase throughout that entire area?  There'd be some areas where you're achieving greater capacity increase than in others?  And if that's the case, how would --


MR. MACPHERSON:  Jason, can you answer with something?

MR. GILLETT:  Yeah, the nature of hydraulics is exactly that, Sander, so you can -- when you draw the polygon, right, it's based on hydraulic modelling, and you're right, depending on where the large-volume customer comes on to the system it can have different impacts on the system and how much capacity actually draws down.  And that was dealt with in CK rural quite a bit, and our position is, is that part of the forecasting, part of the market intelligence that we have, is not just pure volumes, but it's also locational.  Right?  We get a sense of where the most likely areas within the area benefit are that we would see these customers attach.

And so the capacity and area benefit are determined with that blend of hydraulic modelling and intelligence in terms of where those customers would come on.  Any variance to that is variance, and that's just something we deal with today, it's something we will deal with tomorrow.  But based on the best knowledge at the time, that's how we determine the capacity available and the polygon that we draw for the area benefit.

MR. MACPHERSON:  And I will just add one more thing that increases the certainty, is that 50 percent committed, we know precisely where they are in the area of benefit, so again, you know, the combination of surety in those customers and the high confidence of the future customers in the forecast lowers the risk of that -- of that modelling concern that you have, which is real, but again, we do our best to mitigate and minimize down to the greatest extent possible.

MR. DUNCANSON:  And I guess part of where I was originally going with that was in terms of understanding how you do your calculation, and my original understanding was that you used the physical capacity of the expansion as part of the calculation, but if you're using only the total sort of large customer demand as the denominator, not the physical capacity, then I guess that explains how you're dealing with that.  You are not actually using a physical capacity number as part of the HAF calculation.

MR. MACPHERSON:  That's correct.

MR. DUNCANSON:  Okay.  Now I understand from your response to EPCOR 2 -- and you can maybe pull it up just so that you can see it.  EPCOR had asked to confirm that the HAF will only be applied to distribution projects, not transmission projects.

And you responded saying not confirmed.  It could apply to both, essentially.

Just so that I understand it, would it only be circumstances where you have transmission bundled together with distribution that you use the HAF, or could there be circumstance where is the HAF is applied to a pure transmission project?

MR. MACPHERSON:  Can you repeat the question again?  I just want to make sure I understand, Sander, I apologize.

MR. DUNCANSON:  Yeah.  Based on your response to EPCOR 2, would the HAF only be applied to transmission projects where those projects are bundled together with distribution projects, or distribution facilities as well?  Or could there be circumstances where the HAF is applied to stand alone transmission projects?

MR. MACPHERSON:  I would like to go into the breakout with Jason and Faheem just for a moment.  I would like to make sure we are answering this correctly, if you don't mind, Sander.

MR. DUNCANSON:  Just while they are breaking out, for everyone's benefit, I don't think I will be much longer.  But I will be maybe five or ten minutes more.

MR. LADANYI:  Mike, am I the next one up or is somebody else ahead of me now?

MR. MILLAR:  I believe you are next, Tom.

MR. LADANYI:  Okay.

MR. MILLAR:  We will have to have a break in here somewhere as well, and I don't know if we will finish today, but we will see.

MR. GILETT:  Thanks, Sander.  If there is a development project where customers requesting capacity on the system and the facilities, the facilities set that would meet those needs are just transmission, then yes, this could apply.

MR. DUNCANSON:  So you could have a project like an expansion of Dawn to Parkway, and that could be -- this HAF proposal could be used for a project like that?

MR. MACPHERSON:  I don't believe that is what we are proposing here in this particular case.  Jason, if you want to add something more to that.

MR. GILETT:  No, because -- yeah, no, because we would not have a scenario where a large-volume customer somewhere on our distribution system would drive the Dawn-Parkway build.

MR. MACPHERSON:  Maybe talk about the example of Sarnia and how the HAF is applying in that expansion project, Jason, to make it clearer, a clearer case here as to how it would work.

MR. GILETT:  Yes, so in the Sarnia expansion project, we had one customer that was driving for needs on the system is.  The solution was to expand the Sarnia industrial line, which is a transmission line in that area, and we utilized the HAF to allocate those capital costs to customer and then to future expansion customers.

So that's a scenario where it would be transmission facilities, but they are part of -- I guess the problem we have, Sander, I think is that the definition of distribution transmission.  There's no single definition, right?

So I mean if you ask are we planning on using HAF for Dawn-Parkway, no.  But depending on what definition you use for transmission facilities, there could be a project where it's transmission line could reinforced and those capital costs would be for that reinforcement.

But it's not a clearly defined term necessarily, so that's why we are struggling a little bit.

MR. DUNCANSON:  Okay.  So for those transmission facilities, I mean as I am sure you know, so EBO 188 is really focussed on expansion facilities and making sure that the new customers on expansion facilities fully cover the costs of those facilities.

EBO 188 deals with transmission, and the premise there is a bit different where existing customers should be sharing in the costs of those facilities.

You are not proposing through the HAF to effectively replace EBO 134 for transmission facilities with EBO 188 requirements, right?  I mean, I didn't see any reference in the materials to EBO 134, but the fact that this could be applied to transmission projects, I guess, confused me a little bit in that respect.

MR. MACPHERSON:  In the case of -- let's go back the Sarnia to help make a point of that.

So although that's a transmission project, it was premised and evaluated under a EBO 188 scenario to evaluate the economics of that investment and which apply to HAF to it.

So I think in referring to the recent Kingsville decision, there was a point made by the Board of you cannot combine -- these tests don't combine.  You can't have 188 and 134 working together on a single project investment.

Distribution reinforcement projects are always evaluated under 188, and transmission projects, solely if that's what they are, evaluated under 134.  I am not the expert on that, if that's helpful.

MR. DUNCANSON:  Yeah, I think it is.  So basically, you are only going to use the HAF for projects that would be evaluated based on EBO 188.  You are not going to use this for projects that would be evaluated under EBO 134?

MR. MACPHERSON:  I am not sure that's totally correct because in 134, which is really almost identical in some ways to 188, there's initial -- you know stage 1 evaluation of a project, there is potential that the beneficiaries of the transmission investment project could be allocated costs under some HAF methodology.  And then the stage 2 and 3 obviously, that goes well beyond that.  And I am not explaining this right.

Jason, is that how you would explain that to help make it -- we haven't thought of an occasion of this, but I think it is possible that it could be applied in a 134 where there are clearly identified large-volume customers very specifically benefiting from the expansion of transmission facilities.

Jason, anything to add to that?  Am I getting it right?

MR. GILETT:   No, nothing to add.  I don't think we Explicitly said we wouldn't use it.  We just haven't contemplated a scenario where we would under 134.  All the examples we have so far have been 188 projects.

MR. DUNCANSON:  Okay.  So just two last questions.  So the first, so to the extent that you have got a community expansion project that is also requiring new transmission, this framework that you've created or that you're proposing would essentially create a distinction based on whether that community expansion project is being constructed by Enbridge versus somebody else.

But -- and correct me if I'm wrong, but if it was a third party constructing the community expansion project, they would be your large-volume customer in the scenario, and they would be allocated a portion of the transmission costs, whereas if Enbridge constructed the community expansion project itself, it would not be a large-volume customer, and for all of the, you know, regular general-service customers on that community expansion project, they would not be required to pay a portion of the transmission costs, they would only pay the rates plus the SES surcharge.

Do you see -- is that an actual distinction?  Is that how that would work?

MR. MACPHERSON:  I am going to refer this to Faheem on this answer to help clarify how exactly you do it.  Faheem?

MR. AHMAD:  First of all, I am not sure if this is relevant to HAF methodology that we are -- we have applied here.  So this is more of how the transmission cost is charged to -- is allocated to a project.  So I am not sure it has anything to do with the HAF.

MR. DUNCANSON:  But isn't it how the HAF is applied to the transmission project?

MR. MACPHERSON:  Well, we'd be evaluating the direct facilities of a community expansion project, and those costs would be attributed to the total project, including transmission, distribution, and services of a community expansion project and evaluated on that basis.  So we would not be proposing to use a HAF in our community expansion projects.

MR. AHMAD:  Yes, so this is my point.

MR. DUNCANSON:  But isn't it the case that if a third party such as EPCOR were to proceed with essentially the same project, the same community expansion project, that also required transmission on the Enbridge system, wouldn't EPCOR be allocated a portion of those transmission costs based on this HAF proposal that would not be allocated to that project if Enbridge was constructing it?

MR. MACPHERSON:  We are not --


MR. DUNCANSON:  Allocated to the small-volume customers on Enbridge's projects.

MR. MACPHERSON:  Yeah, I understand.  We are not proposing to apply the HAF in cases where infrastructure builds are required to serve ex-franchise customers, so they can put, you know, bookends on that.

MR. DUNCANSON:  Okay.

MR. MACPHERSON:  So just to be -- maybe -- kind of limited here.  What we are really talking about, the HAF is intended to apply to in-franchise customers only.

MR. DUNCANSON:  Okay.  So in that circumstance where EPCOR is connecting to the Enbridge system, and the area that EPCOR is serving is essentially a community expansion project, EPCOR would not be -- you would not apply the HAF to the transmission facilities that are driven by that request?

MR. MACPHERSON:  What we are proposing here is not -- is not the methodology that we -- the company would propose to apply in that circumstance.  So it's a no, I guess, answer.

MR. DUNCANSON:  Okay.  No, that's helpful.  And the last question following up, Ian, on what you were talking about a little while ago about how, you know, for any project that would require a leave-to-construct application, a lot of these issues that we have been talking about would be reviewed and potentially debated as part of that process, and really the only thing that -- the only practical implication of this application is that you'd be able to do this for non-LTC projects going forward; is that fair?  I just -- I guess what I am trying to confirm is Enbridge is not taking the position that if this application's approved these discussions that we have been having could not happen again in the context of specific LTC applications in the future.

MR. MACPHERSON:  That's correct, although I just qualify that statement with some things that we have set down as a common methodology for applying the HAF in those applications, the threshold of eligibility, the -- sorry, the 50 percent committed contracts, those -- we have set out a floor, and we are setting out exactly how we would do that math in the future, and then the specifics of all the rest of it would be open to be tested, but just to say, we would want a common starting point, and that's an important part of EBO 188, that projects are evaluated on the same basis, and this methodology would become that common practice.

MR. DUNCANSON:  Okay, but you are not going to take the position that, you know, questions about whether it's appropriate to apply the HAF as you've designed it for a particular project, that's not going to be out of scope for a future proceeding.  That's not what you are proposing.

MR. MACPHERSON:  No.

MR. DUNCANSON:  Okay --


MR. MACPHERSON:  I mean, no, I want to make sure I am saying no, but if it meets those qualifications then we would be -- and it would be expressly identified in the application along with all the details of the facilities and forecast, that which is of course open to evaluation.  But I guess what I want to make clear is if those conditions were met and intervenors and other participants were satisfied with the forecast that it was valid, that we are not proposing to revisit these factors in a future application like the 50 percent or the 50 cubic metre is what I want to make sure I am not saying that's going to keep changing over time.  We are trying to lay it down and say this is how we do it, if that's helpful.

MR. DUNCANSON:  Yeah, no, I think it is.

MR. MACPHERSON:  Okay.

MR. DUNCANSON:  Mike, those are all the questions that I have got.

MR. MILLAR:  Right.  Thank you very much, Sander.

We will take our afternoon break now and return in 15 minutes with Tom.
--- Recess taken at 3:02 p.m.
--- On resuming at 3:18 p.m.

MR. MILLAR:  If I look at our schedule, after Tom we have Ian up next.  Then I think Randy no longer has any questions.  We have CCC.  VECC no longer has any questions and we have to fit Mike Buonaguro somewhere as well, as well as schools and Staff.

MR. BUONAGURO:  Probably right now I have two to three questions that I want to ask.  But by the end, I may not.

MR. MILLAR:  Okay, sounds good.

MS. PERSAD:  Here's Faheem.

MR. MILLAR:  Okay.  It looks like we have everyone. Tom, if you can get us started please.
Examination by Mr. Ladanyi:

MR. LADANYI:  Good afternoon, panel.  My name is Tom Ladanyi. I am consultant representing Energy Probe.  And to start off, can you turn to Exhibit I, Staff 8, page 2, and look at A?

In A, Staff asked you to distinguish between expansion project and the development project and I looked at the response A, and I was trying to understand what exactly is the development project.  Just bear with me for a moment, if I get your response correctly, so development project criteria would be system expansion project, is that right?  So that's one of the criteria?  Is every development project a system expansion project?

MR. AHMAD:  Yes, that is correct.

MR. LADANYI:  Okay.  And every development project consists of expanding capacity?  That's what it is, isn't it, expanding capacity in some way?  It says right there.

MR. GILETT:  Yes, that is correct.  Yes, I think we are looking to see which one wants to answer.  Maybe Ian can quarterback here.

MR. MACPHERSON:  Yes, I was trying to take in the question, Tom, and make sure I understood.

MR. LADANYI:  It's no trick here really; it's straightforward.

MR. MACPHERSON:  Didn't think so.

MR. LADANYI:  If it's a system expansion project, would it be a project that would franchise significant or not?  Or it could be a project you already have franchise certificate for that area?

MR. MACPHERSON:  Hmm, good question.  For a project predominated by large-volume customers and a development project, I would say applicability is always an area we have the necessity, the necessary --


MR. LADANYI:  So what I am getting at with the required -- you have to apply to the OEB for a franchising certificate, do you HAF or not you?  You may or may not, is that right?

MR. MACPHERSON:  We have said in every case of an LTC application involves HAF where we must apply, we would apply.  

Do you want to repeat your question please, Tom?

MR. LADANYI:  We heard about franchise LTCs this morning, and I want to ask because there are other applications where Enbridge is expanding into an area currently not served by any other youth in Ontario.  And I wanted to know whether in those cases, you would be using HAF.

MR. MACPHERSON:  I think it's possible that it could be used.

MR. LADANYI:  And then in those cases, you could have multiple areas of benefit, or would the whole franchise certificate area that you are expanding to be one single area of benefit?

MR. MACPHERSON:  Now you're getting into some pretty detailed questions about this.  In the case, like a pretty definitive, we had some questions earlier from Sander from EPCOR about a large community expansion project in which there was a portion of large volume capacity that HAF could be applied.  And so I would -- without having particular information that the area of benefit is going to be the project area in determining -- in determining that factor.

MR. LADANYI:  Okay.  So if you are not applying for a leave to construct and not applying for a franchise certificate, how would the OEB even know that you are using HAF?

MR. MACPHERSON:  They wouldn't until the time of -- well, they would through the verification of that through different reporting processes.  It's one evaluated against the portfolio tests that we report on, there is an annual reporting process whereby the Board samples projects and they could look and review those projects at that time.  There's additional requirements to report, project details, at the time of rebasing for large development projects above $500,000 in capital, and really every project is open to review at the time of rebasing.

So those are the opportunities for those projects to be questioned and evaluated.

MR. LADANYI:  I wanted to particularly explore with you the advantage that the HAF would give you in system expansion projects.  And if I understand it right from your comments this morning, and maybe I didn't understand it right, that prior to your proposal of using HAF -- let's call it HAF, so I don't have to spell it -- you actually, when you were dealing with large-volume customers, you would only use the forecast of their volumes, essentially those who have signed up in year 1 or year 2.

You would not use their forecast like in year 7 or year 10, or so on.  So you are now -- with this proposal, you can actually use their volumes years far in the future in the forecast, is that right?

MR. MACPHERSON:  That's correct.  Compared to our practice today, that is correct.

MR. LADANYI:  So I can I ask you to do a calculation, which is actually probably going to be very easy for you. Can you turn to your exhibit that you filed, the spreadsheets we have been looking at this morning a number of times.

MR. MACPHERSON:  This is the presentation at the beginning of the day.

MR. LADANYI:  The presentation, exactly, with the derivation of HAF it's called.

So if I understand correctly, prior to your proposal, you would have only taken the volumes from year 1 and year 2 and you would not taken into account in your calculation of growth ability and bill volumes in year 3 to 10.  You would not normally be doing that, is that correct?

MR. MACPHERSON:  Sorry, I am having trouble hearing you, Tom.  Can you repeat that, please?

MR. LADANYI:  Let's try again.  So you said this morning that prior to the proposal for HAF, in your feasibility analysis when you are calculating profitability index, you would only take into account the volumes for large customers in year 1 and year 2.  And you would not actually have a forecast of the increased volumes in later years.  Is that right?

MR. MACPHERSON:  That is our current practice.

MR. LADANYI:  Yes, okay.  But now with your new practice, you will actually take the future volumes into account?

MR. MACPHERSON:  Correct.

MR. LADANYI:  Okay.  Could so do you for me let's say an undertaking, which will take these numbers and perhaps you will have to take some other assumptions in here and actually do a scenario whereby you calculate the profitability index for this project, this theoretical project.  In the first scenario, you will only do it the way you normally do it prior to your proposal.  You only take volumes from year 1 and year 2 for large-volume customers, and in scenario 2 you will actually take all of their volumes up to year 10 and compare the profitability index of the two.  Could you do that?

MR. MACPHERSON:  Faheem, I am not sure if you are able to do this on the fly like this.

MR. LADANYI:  No, not -- overnight.

MR. MACPHERSON:  Pardon me, Tom?

MR. LADANYI:  Go ahead.

MR. AHMAD:  The PI will be different, for sure.

MR. LADANYI:  Yes, so you are admitting there will be -- profitability index will be higher if you take more volume into account; is that right?

MR. AHMAD:  Yes, that is correct.

MR. LADANYI:  I want to see what the difference is for this example, but if it's too hard you will accept that your HAF proposal allows you to actually become more competitive in system expansion in Ontario compared to your competitors who don't -- might not have this proposal.

MR. MACPHERSON:  I would not agree that's true.  The company has flexibility to include the forecasts of large-volume customers should it choose to do so per EBO 188, as does any other distributor, competitor who wished to expand their system.

MR. LADANYI:  Okay.  So EBO 188 guidelines, the customer attachment horizon for potential customers is how many years?

MR. MACPHERSON:  Ten.

MR. LADANYI:  And is there any distinction in EBO 188 for large-volume customers?

MR. MACPHERSON:  No.

MR. AHMAD:  No.

MR. LADANYI:  They are both ten.

MR. MACPHERSON:  That's right.

MR. LADANYI:  So you weren't doing that so far.

MR. MACPHERSON:  We weren't doing?  Well, I guess let's -- let's separate the rule from the practice, and we were chatting at lunch today, just one thing I will be clear on.  We have adopted a very conservative view in this over time -- I don't know how it got there -- to the inclusion of future large-volume customers.  However, we are permitted per the rule by the Board under EBO 188 where we have events where we have fairly high certainty of customer additions to include their volumes and revenues in the forecast of our economic evaluation.

MR. LADANYI:  So if you're permitted to do everything you're proposing, why do you need permission from the Board to use HAF?

MR. MACPHERSON:  Because it is a specific variation of our new business policy in how we will allocate the capital that is not explicitly defined or set out in any of our -- in any of our policies filed and approved by the Board.  The Board --


MR. LADANYI:  So --


MR. MACPHERSON:  Please go ahead, sorry.

MR. LADANYI:  Go ahead.  So it's changing your policies.  There is no -- you are not requesting the Board to change any guidelines, any rules, any Acts, nothing, it's just changing your own company policy?

MR. MACPHERSON:  That's correct.  And as mentioned earlier, in terms of, you were talking about the risk of this and how we do it, we do bear the risk of these forecasts, and our way of overcoming of that, you know, of kind of thumbing it to say what's going to happen, the methodology that we were employing when we would do this in future years is a much more high confidence way of going about it, and I just don't want to, like, compare to how it's being done, the general-service market, you know, we start with nothing and, you know, we use a methodology to forecast it, and here, you know, we have particular customers expressing interest with very specific hourly demands in the future and in specific years, we are not making that up ourselves, and maybe Jason, if you want to add anything to how we handle that process to build our confidence in what's going to happen in the project.

MR. GILETT:  Yeah, that's right, Ian, like, it's through our, like I said, our market intelligence, expressions of interests, working with economic development groups, working with the customers themselves.  This isn't a generic model that we use to forecast large-volume growth in any way, these are very, very specific forecasts based on what customers are telling us, not what we are guessing about them.  And I think that's the key to this, is, this is customer information that we are incorporating in our forecast, and we have to have the confidence that that forecast is right, and that's how we would develop this.

MR. LADANYI:  So back to your example here, when you look at the three large-volume customers, so in year 1, would these three large-volume customers sign a contract with Enbridge?

MR. MACPHERSON:  Yes.

MR. LADANYI:  And would this contract spell out what the HAF is going to be?

MR. MACPHERSON:  The contract?

MR. LADANYI:  The contract they sign with you.  So how would they know -- like, is it going to be in the contract?

MR. MACPHERSON:  Yeah, yeah, Jason, can you help me with that?  Can you explain how that detail works?

MR. GILETT:  The HAF itself is not in the contract.  So what happens is the HAF is allocated to a customer -- remember, HAF is very much at the front end of the process.  Everything downstream of it is unchanged, including what's in the contract.

So what happens is the HAF is applied at the beginning, which is visible to the customer.  It's -- you know, we share with them exactly what the HAF is, and so they tell us what their hourly requirements are, we tell them what the HAF is, and you just multiply the two together.  That is their capital allocation of the project.  We then add their customer-specific costs, so the service lines or stations, that sort of thing.  And then it feeds into our economic analysis to test the PI of that project.  And if it spits out that a need to construct, a CIAC, is required, we then work with the customer to determine what's the proper term of the contract, as an example.

So if the customer says, I will sign a five-year contract to avoid CIAC, we run it through the economic test, five years of revenue, matches of 1.0, we are all set, so what's actually in the contract, Tom, is your hourly volume and your zero dollar CIAC, and your term.

So because the HAF feeds the actual economic analysis, it's not in the contract itself, the results of the economic tests are, and whether there's a CIAC or not and whether there's a term or not, and that's the same practice we have today with or without HAF.  That's how we do that.

MR. LADANYI:  What rights does this contract give the customer?  For example, if a customer has excess capacity year 5, can the customer sell that capacity to another customer, like, for example, customer 2 sell the capacity to customer 3 and so on?

MR. MACPHERSON:  I think we had an IR from OGVG specifically relating to this question, Tom.  I am just going to find it really quickly.  I am just trying to find the right one.  Do you have it, Jason?  In that question --


MR. AHMAD:  Is it OGVG 5?

MR. LADANYI:  Yeah, I am looking at OGVG 5.  EPCOR 4B.  So can you go to EPCOR 4B.  If you look at the answer, it doesn't seem to answer it.  And then when you go to EPCOR 4B it directs you, I think, to CME 2.  So let's go to -- just follow through and let's see what is at CME 2.

MR. MACPHERSON:  Yes, let's go to CME 2.  I think the OGVG answer is the -- I'm sorry, I can't process it as fast as you are jumping here, but --


MR. LADANYI:  Yes.

MR. MACPHERSON:  I don't see how this answers what you're asking this response --


MR. LADANYI:  No.  Yes, right -- can come back to it --


MR. MACPHERSON:  Let's see the question here, Tom, to see what's being asked, what principle --


MR. LADANYI:  Well, you directed me to OGVG 5.

MR. MACPHERSON:  Yes, OGVG is -- this question is not -- C is not asking what you are asking, as far as I understand it.  You are asking about in some future time, as I understand it, a customer who was burdened what they have and changes their business?  Is this what you are asking?

MR. LADANYI:  That's right, for whatever reason, either maybe the customer wants more, wants to buy more -- get more capacity, and somebody else -- the other customer has excess capacity.  Can they trade with each other?

MR. AHMAD:  Tom, this is not our proposal.  I think that a customer will not have ability to pass on the capacity to other customers, because the capacity is with Enbridge.  And if the customers do not want to use or seize his business, so the capacity is available so that could be assigned to any other customer.

MR. GILETT:  So, Tom, in your scenario, is the customer under a long-term contract?

MR. LADANYI:  Well, I think these how I started asking you.  These people are under contract.  I am assuming that when you have three customers under contract.

MR. MACPHERSON:  If I can point you to OGVG 6, part B, we answer this directly.  And the answer is should the customers operation change significantly dug multi-year obligation, the customer can negotiate updated contract parameters and reflect the expected gas needs over the remaining term of the contract.

This would include contract parameters that reflect the impact of DSM activity.  However, there is still requirement to ensure the PI remains at 1 for the individual customer.

So the answer is yes, that it could happen, but this has to happen in a revenue neutral way.  If there is revenues expected for future years from that customer, that has to be going somehow, like whether it's picked up by -- you know, someone is going to go down by 100 cubic metres an hour and someone else is going to go up.

Those things have to match and be committed in a way that is equivalent.

MR. LADANYI:  So it doesn't directly answer my question, I get that there is no trading between customers.

MR. MACPHERSON:  No, I just said there is.

MR. LADANYI:  There is?  Okay.  Sorry, I misunderstood.

MR. MACPHERSON:  That's right, the answer --


MR. GILETT:  I'd like to just clarify that, Ian. Customers themselves cannot trade capacity.  A customer -- I mean, let's look at the scenario of customers' year to year contracts.

So every year, they get to decide how much capacity they need.  If they turn back capacity, it comes back to Enbridge.  We, as the utility, sell that capacity to someone else.  Customers do not sell it to each other and there's many, many reasons why that is.

If a customer is within a long-term contract, it's similar.  As long as we can maintain a PI of 1 in some way with that customer, we are open to amending contracts. However, the PI has to remain at 1.  But that customer cannot take what they view as excess capacity and sell it to someone else.  That's not how that works.  It's not like transportation assignments, right?  It comes back to any capacity sold to customers is through Enbridge, not customer to customer on the distribution side.

MR. LADANYI:  I will move to something else because I have limited time.

MR. MACPHERSON:  Sure.

MR. LADANYI:  I am still having difficulty in understanding why you need OEB approval for HAF.  You said earlier to my answer that you -- HAF is really embedded in some procedure policy that you have on file with the Board, which the Board reviews from time to time.

So when was the last time you filed this procedure or policy?:  And maybe you can tell me what it is actually, so we will know.  MR. AHMAD:  Last time we filed was the 2020 rate case.


MR. LADANYI:  So when would you file it next time then, if it wasn't -- would you file it rebasing Or --


MR. AHMAD:  At the time of rebasing, yes, that is correct.

MR. LADANYI:  Okay.  So if you were rebasing this year, you wouldn't actually need this HAF application, is that right?

MR. AHMAD:  We already -- we already sent the amendment to reflect that, which is a part of this application.

MR. MACPHERSON:  The details of the specific wording changes in the new business policy are included in this application for your review, Tom.

MR. LADANYI:  Yes, okay, that's fine.  I will look at it because I think we are limited in time.  So the only reason you are here is because you are between rate rebasings.  Actually, this whole application would not be necessary otherwise.

MR. MACPHERSON:  Sorry, it's not necessary because why?

MR. LADANYI:  Because you are between rebasings.  You rebased last time in 2020, or the board set new rates there was no rebasing.  If rebasing was this year, you wouldn't have filed this.  You would have filed a new procedure and policy.  So the only reason you are doing it now is you are in this period prior the rebasing, several years away from rebasing, but you want to change your policy.  Is that the reason.

MR. MACPHERSON:  Regardless of when we would ever update our policy, rebasing or not, the Board in EBO 188 sets out that we must approve changes in our business policy.  They must approve those changes, and this is one of those occasions that we feel we require their approval explicitly.

MR. LADANYI:  One more last area.  So there will be situations where you have applied HAF and there is no contribution, is that right?

MR. MACPHERSON:  It's so far in every case.

MR. LADANYI:  No contribution was required?

MR. MACPHERSON:  No, I didn't say.  I said to date in every application of HAF, we have not collected a contribution from a customer.

MR. LADANYI:  Okay.  But in cases where contribution is required, the contributions using HAF would be different than you would have otherwise calculated, isn't that correct?

MR. MACPHERSON:  Sorry, can you repeat that please, Tom?

MR. LADANYI:  Yes, because HAF is a way of allocating costs to various customers, this won't change the contribution they would have to pay, isn't that correct? So you are changing the way you are calculating the Contribution, so --


MR. MACPHERSON:  No, no we are proposing a method of how we apportion capital cost to feed into the economic test.  That may or may not yield a contribution.

MR. LADANYI:  Yeah, I know.  But in cases where it yields a contribution, the contributions would be different than they would be if it was not for HAF?

MR. MACPHERSON:  Yes.

MR. AHMAD:  The input is going to be different because input of the cost, so we are including HAF in calculations.  So the contribution could be different.

MR. MACPHERSON:  Yes.  The answer is yes, there is additional cost responsibility and if they are in place of the CIAC, then those costs would be higher, yes *.

MR. LADANYI:  And I don't have to refer to the interrogatory response, but in one response you are saying that CIAC is part of the rate, it's a rate actually, correct?

MR. MACPHERSON:  Correct.

MR. AHMAD:  That is correct.

MR. LADANYI:  So then customers paying a different rate then if they are going to be paying a different CIAC.

MR. MACPHERSON:  Yes.

MR. LADANYI:  Actually, I asked in the interrogatory. I don't have to turn you to it, but doesn't that mean that you are moving away from postage stage stamp rates then as a result of this?

MR. AHMAD:  CIAC is a rate in the sense that it has been approved by the Board in the same way as other rates are approved.  But CIAC is not a kind of rate that is fixed.  So CIAC is a whole methodology whether we call it a rate, but it's basically -- it means that it is a methodology which has been approved by the Board.

But the CIAC, the outcome of the CIAC the way we calculate that could be different.

MR. LADANYI:  I will just -- one last question and then I will end.  Can you go to IGUA 3 and the response -- yes, keep going down, it says C --


MS. PERSAD:  Sorry, Tom, I think I was just notified that I think it was in the 2019 rate application that this CIAC was an issue.  Faheem I think you said 2020, we just want to correct --


MR. AHMAD:  Sorry, 2019, that is correct.

MS. PERSAD:  Yeah, we just want to correct that.

MR. AHMAD:  Yes.  Thank you.

MR. LADANYI:  So if you look at answer C, and I won't read you the entire answer, it says:
"This allocation process will not in and of itself be the determining factor in calculating any CIAC."

But what will be the determining factor?  Can you just expand on that response?

MR. MACPHERSON:  Maybe, Faheem -- actually, no, I am going to change my answer.  Jason, maybe you can answer this one, please.

MR. GILETT:  Yeah, I would actually like to maybe correct something earlier that -- I don't think it's fair to say that the HAF is changing how CIAC is calculated.  CIAC is calculated -- it changes for every project.  What changes a CIAC is all the inputs.

So depending on the size of a project and what the costs are being driven by the customer, CIAC changes every time it's calculated for different projects and different customers.  So the HAF itself is not -- by approving a HAF, we are not changing how CIAC is calculated.  We are simply giving -- it's simply a more mechanical, standardized way of allocating capital cost.  We allocate capital cost to large-volume customers every time there is a project for them.  That's not changing.

What we are trying to do is allocate those costs in a more fair, equitable way and not forcing the customers who are first in to have a larger CIAC because we are giving them all the costs.

What we are trying to do is come up with a way to spread those costs out to all the customers that are benefiting, regardless of what time they come on to the system.

So I don't agree that approving CIAC -- sorry, approving HAF fundamentally changes how CIACs are calculated.  That's not true.  They change every time the cost for a customer are different.  And so to talk about the determining factor, there's a bunch of inputs that go into customer costs.  HAF is one.  The HAF is about the capital costs for the common facilities that are serving multiple customers.  There's other costs.

So if the customer needs a reinforced or a new service line, the customer needs a station or multiple stations, whether that's new or rebuild, those are all costs that go into calculating the customer's economic feasibility, which ultimately results in potentially CIAC, only if we aren't at a PI of 1 with all the other factors.

So I just want to be clear, it's not that the HAF now results in a different CIAC calculation.  That's not true.  The HAF is resulting in standardized methodology to allocate capital costs, which are added to other costs that are driven purely by that customer, at which point the economic test is run.  I just want to make sure that we have got that clear.

MR. LADANYI:  Yeah, I understand.  You are still using the same method of calculating CIAC, but inputs into the formula which you are using change the output, the result, that's all.  I understand that you are not changing any of the basic formula.

I just want to ask some more questions, but I think I will let other people ask some questions, so this is all for me right now, thank you.

MR. MILLAR:  Great, thank you very much, Tom.  I think next on the list is Ian.
Examination by Mr. Mondrow:

MR. MONDROW:  Thanks, Michael, gentlemen, good afternoon.

I just want to start with -- this has all become very complicated, but I actually don't think it's that complicated.  I am just going to ask you to confirm for me that I'm right.  So that's the answer I am looking for, but, you know, you'll --


MR. GILETT:  Right.

MR. MONDROW:  Okay.  And I am going to start with your discussion with Sandor on behalf of EPCOR a little bit earlier this afternoon.  And he, I think, was trying to ask you when the HAF is going to be -- is proposed to be used, and as I understand your description to him and preceding that, the various descriptions, you're proposing to apply this HAF methodology for allocation of capital invested in a situation where you have more than one large-volume customer, and large-volume, as you are using that term in this application.

And you have a forecast of future customer demand of which you're confident, which indicates that it's economic to build more now than you currently have committed.  Is that right so far?

MR. MACPHERSON:  That's right.  That's correct.

MR. MONDROW:  Okay.  And when you said earlier that you've got more than one large-volume customer in part driving that forecasted demand, whether near-term or over the ten-year forecast period, am I correct that you could have one large-volume customer now and a second large-volume customer of whose future demand you are fairly confident, but that demand won't actually crystallize until year four, for example; is that correct?

MR. MACPHERSON:  Yes.

MR. MONDROW:  Okay.  And can you just describe what steps you take?  And these may not be new, but can you just describe what steps you take to establish that confidence in the expected demand for these large-volume customers?

MR. MACPHERSON:  Jason, can I ask you to respond to that one, please.

MR. GILLETT:  Sure.  So there's a few different ways, Ian.  One that we've utilized in CK rural as an example is we've run an expression of interest, so this is a -- think of it similar to an open season, but for a distribution system, and the idea there is that we canvassed the market to understand what customers' future needs are, and they can provide these non-binding bids, which allows us to see what their current and future plans are for their expansions.

That process nets us a lot of intelligence, market intelligence, about what the customers are doing.  We then decide which of that information we have confidence in, and we use that to feed into the forecast.  We work with the customers themselves, so quite often if they're contract customers already they have an account manager, regular communication with that account manager will be privy to their future expansion plans.

Sometimes we are right in the tent, so to speak, because they know that it's important that we are ready for them when they need that capacity, so these are regular ongoing conversations, and we will also rely on other parties, such as economic development groups, municipalities, that sort of thing, to get an extra level of confidence.

So it's this layering of information that we get directly from customers themselves and third parties that feed into -- into a forecast, and I wouldn't say that we necessarily take it all.  We don't -- we don't take it all at face value.  We have to have confidence that this forecast will materialize.

MR. MACPHERSON:  Yeah --


MR. GILLETT:  So all that work goes into that.

MR. MACPHERSON:  Sorry to interrupt you, Jason.  If you could just add a bit more about what that looks like.  This is not a verbal thing, we call someone up and they say, yeah, give me 50 in year 5.  Maybe you can just describe the documentation that goes with that.

MR. GILLETT:  Sure, yeah, so the expression of interest, I think, is what you are referring to, Ian?

MR. MACPHERSON:  Yes, please.  Yeah.

MR. GILLETT:  Yeah.  Yeah, so the with the expression of interest, we've run a few of them now, and what we do is we have a public website.  A map is available, an estimated area benefits defined.  We explain the intent of the project, and we meet with or call, you know, post-COVID, these customers, and we sit down with them and help them understand what the expression of interest is.  They then fill out a form that essentially looks like a bid form that explains, here's the type of load, here's the years that it would come in, the geographic location, they often provide maps, they often provide, you know, drawings, that sort of thing, and that all feeds into the ultimate result of this expression of interest.  And the initial bids are non-binding, but then once we get closer and closer to deriving a project, actually designing a project, we then start getting commitments like commitment letters or signed contracts, and that's where we try and get up to this 50 percent level, and once we have hit that 50 percent level we can proceed with the rest of the forecast that we have more confidence in.

I don't know, Ian Macpherson, if that was enough detail there, but that's --


MR. MACPHERSON:  Yeah, I just wanted to emphasize that it's more than guess work.  It's more than verbal or e-mails.  It's --


MR. GILLETT:  It's very formal.

MR. MONDROW:  Okay, thank you.  And again, once you roll all of that up into your ten-year forecast, what you determine is we have a high level of confidence in our demand forecast, including in particular for a number of large-volume customers, two or more, and it's going to be more cost-effective for everybody if we build not only for the customers who are in a position to sign the contracts today, but we also build in anticipation of those future large-volume customer contractual commitments within your forecast period.

And so that's the first thing.  You try to optimize the cost of what you're building to meet that demands which you've got confidence in the manner you have just described; right?

MR. MACPHERSON:  Correct.

MR. GILLETT:  Yes.

MR. MONDROW:  Okay.  And what the HAF is, is what the proposal is, for a mechanism that allows you, then, for the large-volume customer portion of that demand forecast to make sure that as each of those large-volume customers comes on, whether in year 1 or year 4 or year 6, they are going to be allocated the share of the capital cost associated with their -- their demand, their hourly capacity demand; correct?  So the HAF is an attempt to chop up that large-volume customer demand and allocate that to each of those customers whose demand you've satisfied yourselves out through this process you just described; correct?

MR. GILLETT:  One slight tweak to that, Ian.  I would say it's chopping up the capital costs.

MR. MONDROW:  Right.

MR. GILLETT:  But I think the spirit of what you are trying to say -- you should probably come on to the panel with us here.  I think the spirit of what you are trying to say -- you should probably come on to the panel with us here.  I think the spirit of what you are trying the say is right.  It's just we are chopping up the capital costs and making sure the capital costs are allocated to the future customers based on their yearly demand.

MR. MONDROW:  And that means that the year 1 customer is isn't saddled with the costs being incurred to satisfy the costs for year 4 customer, for example.

MR. GILETT:  That's right.

MR. MACPHERSON:  One clarification.  To the extent that demands are -- and this does not change the HAF, but to the extent that demands show up in the later years in the forecast period, it does have an impact on the -- on the feasibility of the entire project.

Am I doing that right, Faheem?  Do you want to clarify that?

MR. AHMAD:  Yeah, that is correct, Ian.

MR. MACPHERSON:  Okay.  Just to make that point is there is, you know -- earlier is important in overall and that 50 percent starting point is a pretty important anchor to these projects.

MR. MONDROW:  Right, fair enough. And what the -- so let me jump to the 50 percent.  What the 50 percent is intended to do, as I understand your discussion earlier, is to provide sufficient confidence in sizing the project and making the investments by ensuring you have got 50 percent of the large volume costs committed when you start, and together with the mechanisms that Jason described for satisfying yourselves of the balance of forecast, everyone is protected, small volume customers current large-volume customers, and future large-volume customers.

MR. MACPHERSON:  That is correct.

MR. MONDROW:  Okay.

MR. AHMAD:  That is correct, yeah.

MR. MONDROW:  Okay, so it essentially lessens the forecast risk by specifying you won't apply this unless you have got 50 percent of the large volume forecast committed, you're mitigating the risks that others asked you about about what happens if it doesn't materialize in the future, right?

MR. MACPHERSON:  That's right.

MR. AHMAD:  Yeah.

MR. MONDROW:  All right, great.  What I wanted to ask you and the evidence describes these four projects in which you have already effectively applied this mechanism on a case-by-case basis.  Now you are looking for kind of a generic policy approval so you can continue to do so.

These are four recent projects.  What is it about those four projects and those that are contemplating now for which you are developed the mechanism you would like generic approval for, what is it about those four projects that is different from what you have historically seen?

Is this some new kind of project?  Is it a function of the maturity of your system?  What's changed that this Becomes, in your view, a good process at this point?

MR. MACPHERSON:  Jason, do you mind answering that one?

MR. GILETT:  Yeah, what we are finding, Ian, and you can see it -- you can see it through sort of those four projects, is that typically it's difficult to build facilities for a single -- there's a few things. It's difficult to build facilities for a single customer that don't burden that customer with a high capital cost up front, right?

Facilities are expensive and it's not getting any better, and what we are finding is that by combining the multiple customer loads together, we are finding economies of scale, we are driving that dollar per M cubed down.  And we've tried this methodology -- or I won't call it methodology, but this practice of expressions of interest, market intelligence, and that sort of thing has really helped us nail down some really good large volume forecast scenarios.

So when you see that it's easier to drive down the costs by pooling customers and we have had great success with this expression of interest process and working with Ec. Dev groups, and working with customer expansion plans, you combine all those together and you realize that this is a very effective way of delivering projects at a lower ultimate cost to customers.

We are also finding that we need to stay ahead of these large-volume customers in order to help with the -- in Ontario, to help the customers expand and land in Ontario, we cannot be the critical path for them.  And so this is a way to drive down cost.  This is a way to be ready for them when they come and so there's -- it's just that now that we have done at it few times, we realize there is a lot of value in standardizing this and applying it elsewhere, and it's really trying to be customer-centric and allowing us to be ready and to allocate those costs appropriately.

I don't know if that answers your question, but that is our thinking.

MR. MONDROW:  Okay.  That's great, thank you.  Again in your discussion with is Sander a little bit earlier, you confirmed that the HAF mechanism could be applied to a number of different kinds of projects, but including transmission project where there was a distribution impact to that project.  Did I get that right?

MR. MACPHERSON:  That's right.

MR. GILETT:  And also we struggled a bit with the what your definition of transmission is.

MR. MACPHERSON:  Yeah.

MR. MONDROW:  Yeah.

MR. GILETT:  There's a few different definitions for transmission.  So I think -- I think you we at least have to be careful in how we answer that, because there's so many definitions.  But generally, these in franchise reinforcement projects that are typically a mixtures of transmission and distribution assets, we see this being very applicable.

MR. MONDROW:  I actually have what I think is a perfect example of that.  I am going to ask you -- and you might want to do it by way of undertaking -- to have a look at one of your examples.  I think one of your four examples was the Kingsville reinforcement project.  It's EB-2018-013.

MR. MACPHERSON:  Ian, that is not a HAF project.

MR. MONDROW:  Okay, sorry.  It's not, but maybe it could have been, and so that's what I wanted to ask you about.

You did refer someone -- maybe it was Jason who did refer to that decision a bit earlier where the Board clarified that under the current rules, you are either in EBO 134 or EBO 188, but you can't combine them.

But you may recall that the Board in its decision also expressed some -- concern would be too strong a word, but some reservation given that in that project, there were specific downstream customers identified as benefiting because you were able to defer, I think, transmission investment or overall it was more a more economic investment and you squared the transmission function.

What I wanted to ask you is whether the HAF mechanism that you're proposing could have had existed and approved could have applied in that circumstance, because that was actually a transmission project but it had a distribution function with specific benefiting customers, and it seems to me this mechanism would have been away to allocate in that example the costs to attract the benefits to those specific customers.

So I wanted to ask if you agreed with that and if you want to take it away and look at the decision and provide us with an undertaking whether the HAF could be applied -- could have been applied to that project or not, I am fine with that.

MR. MACPHERSON:  Can you just give us really quick breakout moment, Ian, just chat about that really quickly?

MR. MONDROW:  Yes.

MR. MACPHERSON:  Thank you.

MR. MONDROW:  Stephanie, just while they are in breakout, I am going to Staff number 9 in minute, if you want to get that ready.  And I am actually going to look at the response to part C.  That'll save us 15 seconds or so.  Thanks.  I will give my 15 seconds saved to Michael Millar when it's his turn.

MR. MILLAR:  Appreciate it, Ian.  I'm always looking for efficiencies reflected in regulatory framework in action.

MR. MONDROW:  There you go.  Just make a note of that for my cost submission, thank you.

MR. MACPHERSON:  Okay, we are back.  Yes, Ian, we are willing to take that undertaking.

MR. MONDROW:  Okay.

MR. MACPHERSON:  I don't know how we capture this properly on the record, exactly what you want us to do or what to respond to.  Just to clarify it, please.

MR. MONDROW:  Sure.  If you could consider the Board's decision in the Kingsville reinforcement project, which was EB-2018-0013, and advise whether the Board's expressed concerns might have been dealt with through the HAF mechanism had it been in place at the time, and if not, why not.

MR. MILLAR:  And we will label that as JT1.2. 
UNDERTAKING NO. JT1.2:  TO CONSIDER THE BOARD'S DECISION IN THE KINGSVILLE REINFORCEMENT PROJECT, WHICH WAS EB-2018-0013, AND ADVISE WHETHER THE BOARD'S EXPRESSED CONCERNS MIGHT HAVE BEEN DEALT WITH THROUGH THE HAF MECHANISM HAD IT BEEN IN PLACE AT THE TIME, AND IF NOT, WHY NOT.

MR. MONDROW:  Great, thanks.  And I gave Stephanie a heads-up.  I just want to look quickly at the response to Staff number 9, please, and I'm going to look at part C to that response.  And I realize that this response has been to some extent displaced by your updated proposal to fix the threshold for what's a large-volume customer for HAF purposes at 50 cubic metres per hour of demand, but I want to understand one of these phrases.

So if I just look at halfway through part C in the third line, it starts -- the phrase I am interested in starts with "to set each project's threshold of eligibility low enough to capture the appropriate customers to make the project economically feasible" -- so that's kind of the large-volume customer commitment and due diligence that you talked about with me already -- "while setting it high enough to avoid undue cross-subsidization between large-volume contract customers and small-volume general-service customers", and I still don't quite understand what the undue cross-subsidization balance -- I wonder if you could just try to explain that to me?

MR. MACPHERSON:  Jason, do you want to try that one, please?

MR. GILLETT:  Sure.  The purpose -- to be frank, the purpose of the HAF is not to be applied to a home, as an example, right?  The purpose of the HAF is to capture large-volume customers who are -- who individually have a major impact on the system.  Right?

So with an average residential 1 to 2 cubic metres we don't intend to capture them, we intend to capture customers that are larger than that.  And so what we had originally proposed to was to have discretion on this threshold, thinking that -- depending on the system, right?  You look at a Sarnia system, where it's primarily industrials, versus, you know, downtown Toronto.  We thought that we needed the discretion to do that.

But number one is the spirit of the HAF is we wanted to remove the temporal or time-based component to this, right, where customers can come on to the system for free at a later time.  We realized that we really want to make sure we always capture these large-volume customers, that if we set a HAF at 200 and a customer came in two years, three years later at 100, all of a sudden they wouldn't be captured, which still -- which isn't fair.

So the idea behind setting the 50 is that it delineates between what we would consider sort of small-volume customers or large-volume customers, and it separates those costs, and it ensures that if costs are being driven by one or the other, that they are not cross-subsidizing each other.  It's, we split the costs of the project into basically two separate projects for economic purposes.

So it's to prevent the cross-subsidization between what we would consider traditional sort of small-volume general-service versus the larger-volume customers that have more of an impact on the system.

MR. MACPHERSON:  And if I could add one point.  Another reason that we thought of this addresses Sander's comment about customers potentially gaming, you know, this whatever number, if we were playing around with the threshold at 200 or 100 cubic metre, our customer is still pretty big, and, you know, it felt like, you know, given that definition of large-volume that this was the appropriate level that would achieve that aim and make it most fair between those classes of customers.

MR. MONDROW:  Okay.  I am still not sure I get the cross-subsidy concern, given that whether you apply a HAF and a customer-specific economic calculation or kind of what your evidence refers to as generalized re-enforcement allocation.

MR. MACPHERSON:  Right.

MR. MONDROW:  Everyone ends up paying their share, but let me leave that, because I do have limited time.

But let me try it this way:  The costs not subject to the HAF process, so the costs incurred to serve your forecast general-service customers, will be included at some point in rate base, either through an ICM -- well, it's not included in rate base for ICM, but included in rates, either through an ICM or through a rebasing and putting those costs into rate base, and when you do that, those costs not allocated under the HAF, the specific large-volume customers, are treated as -- this is in CME 2 -- you don't have to turn it up, but you refer to generalized reinforcement costs, which I gather are costs that are recovered in accord with the approved cost allocation mechanism from all customers.  That's right, Faheem?  You have to unmute.

MR. AHMAD:  The generalized -- the generalized -- the generalized reinforcement cost, so they are recovered from all customers through rates, and they also get applied to new customers as per EBO 188.  So we do apply that through normalized system reinforcement costs, so we approve the new connection, so that if the existing ratepayers are from -- subsidizing the new connections.

MR. MACPHERSON:  Just one clarification, Ian, that's important to note is, in an area like CK rural where there was a small volume of customer growth forecasted, those customers are already part of the system today.  That was not an expansion project in terms of us extending the margins of our distribution system, and so those costs, when we have to invest in our system to meet embedded growth in our franchise area, those customers are not directly burdened [audio dropout] those costs then become generalized, where when we extend the system and expand it outward like a community expansion, that's different, if that's helpful.

MR. MONDROW:  It is helpful, so I shouldn't use the generalized reinforcement nomenclature, I know terminology, but -- but the costs -- so when you split the costs between large-volume customers and the general-service customers, the costs left with the general-service customers or allocated to the general-service customers in this mechanism eventually find their way into rates paid by all customers.  I think you confirmed that earlier today; right?

MR. AHMAD:  Yes, that is correct.

MR. MONDROW:  And all customers will include customers -- will include the large-volume customers; right?

MR. MACPHERSON:  Yes.

MR. AHMAD:  Yes.

MR. MACPHERSON:  [audio dropout] question?  Can I just clarify what you are asking, I am sorry?

MR. MONDROW:  So you take the costs of one of these HAF eligible or one of the projects is going to apply the HAF mechanism to, you split them into -- first step is you split them into two buckets.  Bucket 1 are the costs associated with the demand from the large-volume customers, and what's left is bucket 2, which are the costs associated with small-volume customers or the non-large-volume customers; right?

MR. MACPHERSON:  Correct.

MR. MONDROW:  Okay.  And the second bucket, the costs associated with the non-large-volume customers or with the general-service customers will find its way -- those costs will find their way into rates that are paid by all of your customers, including both large- and small-volume customers, depending on the allocation methodology applicable to those costs; right?

MR. MACPHERSON:  Yes, but to be absolutely clear, the revenues to be received from customers on a forecast basis support those investments so they don't create a cross-subsidization between classes or between existing customers, for that matter, more importantly.

MR. MONDROW:  Okay.  I understand that from an analysis perspective, but the costs will ultimately be recovered by you in --


MR. MACPHERSON:  Yes, they will be -- they will eventually be included in rate base, yes.

MR. MONDROW:  Well, in rates, whether in rate -- eventually in rate base, but some of them might --


MR. MACPHERSON:  Yeah --


MR. MONDROW:  -- be completed in the interim --


MR. MACPHERSON:  Yes.

MR. MONDROW:  -- but they will be in rates, and they'll be in rates paid by all customers, including the large-volume customers in your HAF analysis for that project.

MR. AHMAD:  Actually, Ian, so I think that the HAF -- the introduction of the HAF process is not going to change in any way the way the rates are designed, so the component of the cost associated with a large-volume customer as well as the component of the cost associated with the general-service customer, they are all rolled into the rates and recovered from --


MR. MONDROW:  No.  Sorry --


MR. AHMAD:  -- all customers based on the cost allocation methodology, so the only thing that we are doing is that we are changing the way the feasibility is run, not the feasibility, the -- we are allocating the HAF to the large-volume customers in an equitable manner so that they are assessed properly, so that is the only change.  We are not changing the EBO 188 the way the feasibility is run or we are not changing the way the rates are designed.

MR. MONDROW:  Yeah, no, I understand that.  Let me be clear, I am not attacking the HAF proposal on this basis.  I am just trying to understand because the HAF is going to drive the CIAC.  So really this is a CIAC question, I think.

MR. AHMAD:  Yes.

MR. MONDROW:  So if a large volume customer pays a CIAC, they are supposed to be paying their share of the capital cost of a project, net of what they are going to be paying in rates as currently set over the analysis period.  So they are supposed to be, through those two mechanisms, covering all the costs associated with their demand, right?

MR. AHMAD:  Um-hmm, yeah.

MR. MONDROW:  Okay.  And the costs for general service Customers, for the portion of the project costed for general service customers will find those costs will find their way into rates for all customers, including customers that had to pay the CIAC. Right?

MR. AHMAD:  Yeah, that is correct.

MR. MONDROW:  Which means that those customers that pay the CIAC will end up, to some extent, over paying.  Right?

MR. AHMAD:  No, I don't think that that is correct.  Because the customer -- when we roll the cost into the rates, so they, they take it as a revenue when we are assessing a customer using EBO 188 --


MR. MONDROW:  No, they don't.  Sorry let me interrupt you, Faheem, because the rates you use for the assessment are the current rates not the future rates, and the rates prior to the inclusion of those project costs, right?

MR. AHMAD:  That is correct, yeah.

MR. MACPHERSON:  But hold on.  Now we -- I think we have to slow down here in how we are doing this.  But the economic test requires that we assess customers on their current revenues and rates over the forecast, a forecast including the horizon and revenue period of the project.

So these customers being added in the system in either class are carrying their own water, so to speak, and not creating -- the whole purpose of the test is to limit that and not creating cross subsidization and undue system expansion to ensure that it's rational.

MR. MONDROW:  Right.  But for large volume customers, some of them will carry their own water by way of the forecast revenue at the current rates plus CIAC, right?

MR. MACPHERSON:  Potentially.

MR. AHMAD:  No, the regulation requires us to do -- EBO 188 says to use the current rate, whatever is the applicable rate.

MR. MONDROW:  I am not saying you are doing anything wrong.  What I am trying to explore is whether in introducing the HAF, there is some mechanism that might be added to a void that cross-subsidy that currently occurs, through no fault of yours, and could continue to occur any time a customer has to make a CIAC, so pay their full -- carry their full water, as Ian said, and then later on see some costs from the other customers find their way back into that large customer's rates.

There is a cross subsidy inherent there, and what I am trying to explore is whether now is an opportune time to address that.  It may not be material, but it exists.

MR. MACPHERSON:  And our thinking is that the purpose of the Board's economic test is to ensure that our attachment of customers, whether HAF or not, does not do that any way that there isn't some future then coming back on these large customers, as you're asking, Ian.

Maybe I am not understanding how you're asking this, but those customers are being tested and their costs, let's say it's expansion of let's say it's community, they are being tested and their stand alone rates are sufficient on a forecast basis to support the capital investment of bringing service to them.

So I don't know where the cross subsidization occurs that you are referring to.

MR. MONDROW:  Okay.  So I don't want to argue about it now.  We may try to address it and then you can reply --


MR. MACPHERSON:  I am not explaining it properly.

MR. MONDROW:  That's okay.  I am not suggesting that you are doing anything subversive with the HAF.  I appreciate that if I am right about this, it's not a result of your proposal or you doing anything that's not in accord with the guidelines.  I am just trying to determine whether there is an issue to deal with.

But leave that with me.  I appreciate your attempt to try to help.  I may be wrong, so I will think it through based on your answers.

MR. MACPHERSON:  Okay.

MR. MONDROW:  A couple of other quick questions, because I think I am out of time, so I am going to cut this short.

But I just want to ask one thing and I perhaps don't need to turn it up.  But CME 4, you talked about instances where the proposed facilities are dominated by a single large volume customer and you peg that at 75 percent of capacity.  And I am not sure what that metric has to do with your proposal as its currently stands.

Is it still a relevant consideration?

MR. MACPHERSON:  Well, I tell you the term "dominated" is lifted out of EBO 188, and they don't refer to a specific percentage.  I think we put this here as a guide that kind of taught what we are suggesting.

The purposes of maybe of this question in responding to Ian how EBO 188's described.  So to the extent there's a single customer driving the project, all the costs -- say capacity is let's just take an example, but to build to serve the need is 6,000 and the minimum is 10,000 and it costs whatever, that customer -- the expectation of that customer without forecast demand is to pay the costs of that fully themselves, and for purposes of CIAC, they need to be burdened fully by the project costs to serve them.

MR. MONDROW:  But doesn't the HAF mechanism provide you with a way to preclude that?  There was examples earlier, Jason, where you had a project -- I forget whose hypothetical it was, maybe Sander's, but 90 percent general service and 10 percent large volume.

MR. MACPHERSON:  Right.

MR. AHMAD:  I think that in this proposal, this is part of [audio dropout] customer connection policy, and that has no bearing on the HAF process.  So that was written before the HAF was introduced, so that's why I think for the purpose of this application, this comment can be ignored.

MR. MONDROW:  Assuming you get approval for this HAF mechanism, in the situation where you have got large volume customer representing 76 percent of the demand, you could apply the HAF to allocate to that customer its share rather than 100 percent of the cost, right?

MR. MACPHERSON:  Let me answer this one, Faheem.  So the number 75, I guess I am saying doesn't mean anything.  The only thing that does matter is that through that process, we identify other large volume customers that we would propose to apply the HAF.

MR. MONDROW:  Okay.

MR. MACPHERSON:  If we don't see them and there are none, it doesn't work.  We can't do it.

MR. MONDROW:  Right.

MR. MACPHERSON:  We can't create a HAF where we don't have a forecast suggesting future customers are going to attach to our system in the forecast horizon.

MR. MONDROW:  Right, in which case you're back to this dominant rule and you have to apply --


MR. MACPHERSON:  Yeah.

MR. MONDROW:  There is another large volume customer even if customer 1 as 76 percent and the second customer qualifies as a large volume customer, then you could apply the HAF.

MR. MACPHERSON:  Absolutely.

MR. AHMAD:  Yes.

MR. MONDROW:  All right, that's helpful, thanks. And just very quickly a question on refunds.  My understanding is if the HAF is approved, where it's used refunds are not applicable because you've already ensured through the HAF mechanism that each of the large volume customers implicated in the project are allocated only their share of those capital costs.  So there's nothing to refund.

MR. MACPHERSON:  That's right.

MR. MONDROW:  Okay.  And any unallocated HAF, as you have already described, sits and waits for that forecast customer, or some other customer that wants it to come along, so the first customer doesn't end up over paying.  That's the whole point of your proposal.

MR. MACPHERSON:  Exactly, correct.  And we don't ever in the future come back and reassess it on to the initial customers how it turned out.

MR. MONDROW:  Okay.  And just one more, my last question -- and again I think this was Sander's discussion with you, and it was very helpful for me.

And he talked about variances between your forecast and the actual costs and implications of that.  So it's my understanding that if the actual cost of a project ends up being less than the forecast costs, the result of that is that large volume customers end up to some extent subsidizing the general service customers because to the extent they pay a CIAC, that's calculated at the outset of the project.  And if you end up executing the project for less, that cost is locked in and described that that's their preference in any event.  That's correct, right?

MR. MACPHERSON:  That is correct and just one -- that's true, and one caveat about what's exactly happened to date is the impact of that difference to the customers who have contracted under HAF, those four projects we mentioned, would be a change in term.  So a changing from let's say 12.5 year -- well, I'll round it and say it's 14 years now it's a lower number, it's 11 years.

So it's really a difference of that and what they would realize in benefit as opposed the risk, if they thought there was a risk, of having a different number and the end result of the final cost.

MR. MONDROW:  Fair enough.  But had they elected -- had any one of them elected a CIAC and you ended up underspending significantly, there would be some cross-subsidy, that they are paying in exchange for that certainty.

MR. MACPHERSON:  Yes, correct.

MR. MONDROW:  Okay.  But if the cost of your project goes over what you forecast, and assuming it's prudent and it's not disallowed, then all customers, large- or small-volume, end up paying that if it's approved for inclusion to rate base, right?

MR. MACPHERSON:  Correct, and saying that's how it works today.

MR. MONDROW:  Okay.  Great.  Thank you.  I appreciate your time.  Thanks, Michael.

MR. MACPHERSON:  Thank you.

MR. MILLAR:  Great, thank you very much, Ian.

Michael Buonaguro, are you still on the phone?

MR. BUONAGURO:  Yes, I am here.

MR. MILLAR:  Did you still have a couple of questions?

MR. BUONAGURO:  Sure.  I can go real quick, I think.

MR. MILLAR:  Okay.  That would be great.  Thank you.
Examination by Mr. Buonaguro:

MR. BUONAGURO:  Thanks.  So Michael Buonaguro for the Ontario Greenhouse Vegetable Growers.  Most of my questions have been answered to at least some degree.  I do have, I think, three discrete questions I would like to ask.

First, a lot of your evidence referred to the Chatham-Kent rural project.  I think it was EB-2018-0188.  I -- maybe 118, I can't remember which.  And in the context of that proceeding, when talking about the options that are given to large-volume customers when contract...

MR. MACPHERSON:  Sorry, I can't hear anything now.

MR. FANTIN:  I can't hear anything.

MR. MILLAR:  Yeah, we have lost you, Mike.

MR. BUONAGURO:  Sorry [audio dropout]

I was talking about the Chatham-Kent rural project, and in that application one of the things that was discussed in terms of options for contracting with Enbridge through the HAF process was, one, contracting for a term that eliminated the need for contribution; two, a contribution of some sort depending on the contract term; but then also there was a third option, which was referred to as an incremental demand charge premium, and I don't see that in this application or any mention of that option.

Can you briefly discuss what that option is and confirm that it's not a part of this application and explain why not if not.

MR. MACPHERSON:  Jason, do you mind answering that question, please.

MR. GILLETT:  Absolutely.  Yeah, so the HAF application itself is not changing any of our contracting practices.  That's -- that's not part of this proceeding, just to be clear, so what you're referring to is in the union rate zone, in our rates schedules, it allows us to negotiate a surcharge for multi-year contracts.  So if a customer says I want to avoid CIAC, which most want to, and they choose a 20-year term -- that's the longest-term we will go with -- that may still result in a CIAC coming out of the calculation, so then they have a second option, which is to pay a surcharge, a premium, to postage rates, and that's allowed through the Union rate schedules, and that's something that we do today, and that's still something that's available to customers in the future, so if we didn't mention in this application, it's because that's -- it's just, it's something that's allowed, and it's not something we plan on changing.

MR. BUONAGURO:  Thank you.  That's very helpful.  And I understand from the response, though, that it would remain available in the Union rate zone but not available in the Enbridge rate zone?

MR. MACPHERSON:  That's right.  It doesn't exist within our tariff to allow that flexibility currently.

MR. BUONAGURO:  Okay.  And just to round it off, is that something that could be approved in this process, or do you need some other onerous process to get that approved if you wanted to do that?

MR. MACPHERSON:  It is not part of this process, no, and I don't know what this -- answer more fully.  I don't know what it would take to include that, but I would expect it would be something that would have to be at the time of rebasing.

MR. BUONAGURO:  Okay.  Thank you, that's helpful.

Second -- and you can probably refer to your slide deck from Exhibit -- I assumed it's K1.  I don't have it in front of me -- and the example, and I think Sander took you to this a few times, and the -- he was talking essentially about a concern with respect to the possibility that the -- that the capacity build exceeded the forecast requirements or forecast load requirements.

So in the example you give in the slide deck, the build capacity exactly matches the forecast, the ten-year forecast at the end, but you would agree that there's a potential, if not a likelihood, that the actual build will produce some incremental capacity above what's being forecast?

MR. MACPHERSON:  I will answer that.  Probably without exception that's always going to the case.

MR. BUONAGURO:  Right.  You are never going to underbuild, you're always going to overbuild, a little bit, at least.

MR. MACPHERSON:  Yes, we have to, I mean, of course meet that minimum, and as mentioned several times, the way pipe sizing -- you don't know pipe sizing -- it's going to always yield an error in that, like, extra somehow that will be there.

MR. BUONAGURO:  So Sander took you through sort of the, I guess, mathematical implications of that, but what I was wondering is whether -- what kind of a material concern that would be, where -- how materially do you overshoot the forecast demand when you build the necessity for engineering requirements?  For example, is it the case that you can usually build within 5 percent of what you want to build, 10 percent, certain number of cubic metres per hour?  Do you have any -- and can you provide any sense of how closely you can match what your target capacity is?

MR. MACPHERSON:  I would ask Jason if he has any information about this question, please.

MR. GILLETT:  Yeah, no, I don't have a sense of that that I could -- I can't give you an exact number.  I would say that we have -- the way the facilities are designed, we have a number of options in terms of where the pipe is, the size of the pipe, where it connects, all those sorts of things, and so we would design the facilities to match as closely as possible, so I don't have what an average deviation would be.  I personally don't think that it's necessarily material.  It's not something that we are concerned with with this application, but I don't have an exact number for you.  But we are --


MR. MACPHERSON:  And if I could just add --


MR. GILLETT:  -- the project to the appropriate size.

MR. MACPHERSON:  And I think the more elaborate the facilities involved, there's probably the combination of infrastructure to get to make it happen, there's maybe a bit more flexibility, but when we have a finite -- let's call it a finite main extension, once we get a tipping point for the demand, that's when you might see something a bit more lumpy, excessive capacity created by the project.  That's possible there, and I think a bigger one's less likely -- or more skilled.

MR. BUONAGURO:  Is it the kind of thing where if you took an undertaking you could think about it and provide a little more detail, or is it really depending on the project?

MR. MACPHERSON:  I don't think we can improve on that answer, given our limited -- Jason, do you think there's information that we can readily find that's going to be helpful?

MR. GILLETT:  No, I don't think we do, unfortunately.  It really depends on the facilities themselves and all the factors that go into it.  I would say as a panel we don't consider it a material issue, but I don't think that we can necessarily provide anything better than what we have said.

MR. BUONAGURO:  Okay.  So I will take it -- what I am taking from that is, one, you're obviously trying to meet the forecast demand as closely as possible; and, two, to the extent you can't for engineering reasons, you expect that at least in most cases it's not a material deviation; is that fair?

MR. MACPHERSON:  I think that's fair.

MR. BUONAGURO:  Okay.  Thank you.  And then one last question --


MR. MONDROW:  Michael --


MR. BUONAGURO:  Yes, go ahead.

MR. MONDROW:  Sorry, it's Ian Mondrow.  Could I interject with one follow-up on that?

MR. BUONAGURO:  Sure.

MR. MONDROW:  Thank you.  Gentlemen, I gather, though, despite the math, this phenomenon of getting generally slightly more capacity than absolutely needed never leads to you spending any more.  In other words, you're building to the demand that you have determined you need and the most cost-effective way and the fact that you get a few extra cubic metres of capacity because of nominal pipe size doesn't drive any greater cost than you would otherwise have to spend to meet that demand; right?

MR. MACPHERSON:  That's right.

MR. MONDROW:  Thanks, Michael.

MR. BUONAGURO:  No, thank you.  That was useful to me.

And lastly, there was -- and I will bring you back to the Chatham-Kent rural project, and again, it's -- the EB number I think was 2018-0118 or 188.  I can never remember.

MS. PERSAD:  I believe it's 188.

MR. BUONAGURO:  Thank you.  And that was obviously a leave to construct application that involved at least some transmission, if not mostly transmission assets combined with some distribution assets, as I understood it.

You put forward as an example at least one area where there was a transmission sized project that had an REF included in it.

Can you tell me, from a transmission perspective, is there any reasonable likelihood of a transmission-sized project proceeding without a necessary leave to construct?

MR. MACPHERSON:  Jason, do you mind responding to this one, please?

MR. GILETT:  I can't foresee it.  2 million -- you know to give context to that, $2 million unfortunately is not a lot of money.  You can't do a whole lot, unfortunately.  So when you're talking transmission, depending on -- it depends on what -- unfortunately, it depends on what definition you use for transmission.  But, you know, if it's a 30 percent smys, so a high pressure line, you are not typically building that without an LTC.



MR. MACPHERSON:  I think there's another factor.  Pipe diameter is another one, is it not?

MR. GILETT:  Yeah.

MR. MACPHERSON:  So even if you have a very short section of -- I believe it's 12-inch, please don't quote me on that -- that would also rise to the level of LTC application.  So it gets pretty tricky for us to do a transmission project without an LTC.  It just doesn't seem very likely.

MR. BUONAGURO:  I expected that would be the case.  So in my mind, it sounds like if we are ever concerned about the economic evaluation underpinning a transmission proposal, we are probably going to be in an LTC discussing it at some point.

MR. MACPHERSON:  I would expect so.

MR. BUONAGURO:  All right, thank you.  Those are my questions, I appreciate it.

MR. MACPHERSON:  Thank you.

MR. MILLAR:  All right thanks very much, Mike.  I think CCC, VECC and LPMA have told me their questions have been asked.  That would bring us to SEC and Mark.

Mark, do you still have some questions?

MR. RUBENSTEIN:  Yes, just briefly, a couple of questions.

MR. MILLAR:  Okay, go ahead.
Examination by Mr. Rubenstein:


MR. RUBENSTEIN:  Thank you.  I just want to go back to the 50 M cubed an hour threshold.  Can you help me -- and I think you talked about, you know, that's the definition of large volume and as a you were comparing it to residential, I think you said it was about 25 times what a residential customer's hourly feed would be.

MR. GILETT:  Yes, an average residential customer is between 1 and 2, so 50 times.  50 would be 25 to 50 times higher than an average residential.

MR. RUBENSTEIN:  I am knowledgeable about peak day and total volumes for schools, and I am not that familiar especially with this metric.  I am just trying to get a sense of if schools would end up being classified as a large volume customer.

Are you able -- by way of undertaking, obviously -- to determine how many schools would have a peak hourly demand of 50 M cubed per hour?

MR. AHMAD:  It depends on the size of the school.  I am not sure if there is data available, readily available to see that how much one school has a load.

MR. MACPHERSON:  I don't know how many schools are in Ontario, but I would be guessing, Mark, in the thousands.  I don't know even that.  On the surface, I would say a typical school is going to be more than 50 cubic meters an hour and subject to the applicability of this.

MR. RUBENSTEIN:  Yes, so I am aware of roughly like 5,000 schools roughly.

MR. MACPHERSON:  5,000, thank you.

MR. RUBENSTEIN:  About 2,000 of them, 2,200 I believe are based on the last 2019.  The latest that I have on an annual basis are utilizing over 50,000 are sort of for the other purposes large volume.  I am just getting a sense is of them.

In your view, if a school is using 50,000 per year are or more, are they likely to as well be at 50 M cubed per hour feed?

MR. MACPHERSON:  Jason, we are using the proxies that we already referred to.  Do you want to talk about this, Jason, to give a better answer, or to do you want to jump in here?

MR. RUBENSTEIN:  I don't want to take up a lot of time --


MR. MACPHERSON:  We just don't want to give you a misleading answer.

MR. RUBENSTEIN:  Yeah, fair enough.

MR. MACPHERSON:  It's not so easy, the undertaking you are proposing, Mark, to say like 5,000 schools to know what that looks like --


MR. RUBENSTEIN:  Do you have a proxy then for are you able to provide -- is there a proxy roughly that you can say annual consumption equals usually in the range of this on an hourly feed basis?

MR. MACPHERSON:  For a typical -- like the factor that we would typically think of when you say it's a seasonal -- not seasonal, a heating winter load customer is 1,000 times that number, a thousand times to get to peak hourly.

So the school going to have [audio dropout].  If you go into any kind of commercial/industrial customer for the process, then it's not -- it doesn't work.

MR. RUBENSTEIN:  Sure, okay.  Well the 1,000 factor is a rough approximation and I can divide by a thousands to go in the opposite direction.  So thank you very much for that.

MR. MACPHERSON:  Yes.

MR. RUBENSTEIN:  Dwayne, you wanted to jump in?

MR. QUINN:  I was just trying to helpful, Mark.  One of the ways, Ian and Jason, you could consider this is go to your stations department and ask them for the last couple years or three years what schools builds or rebuilds they have done, what would be the cubic meters and just provide that by way of example.

Those would be a pretty good metric for, you know, what size of a school does and if it's all of them or 80 percent of them, then Mark gets his answer and he understands the impact.

MR. RUBENSTEIN:  I just established the factor you are using is -- I can do get a sense.

MR. MACPHERSON:  Yes, thank you.

MR. RUBENSTEIN:  So I don't need to put you through more work there.

MR. QUINN:  Okay, I just thought I would --


MR. RUBENSTEIN:  It's okay.  There was discussion about the purposes of why you're moving to that, why you're utilizing the HAF with respect to large volume Customers.  And as I heard it, there are essentially two reasons.

One is that it stops the problem of essentially the free riding, or issues that may occur, or in fact that the initial customer is sort of bearing the cost.

The second is thing was essentially it stops or helps prevent subsequent builds that must -- would occur within, you know, a short time frame.  I am going to say a ten-year period.

So I fully understand the first part.  The second part I conceptually understand why that's the case, but does that actually occur?  Have you found that you potentially have done a build for one or two customers and then you have had to do a subsequent build in a couple years down the road, that if the HAF would be in place or some mechanism at the time, you would have been able to build a larger pipe in the first instance and you would have avoided a build.

MR. MACPHERSON:  I am going to say something first and then Jason to weigh in.

But one thing that maybe I didn't make a good point about in looking at discrete load additions in our system, or a request for loaded additions, as Jason mentioned, when they arrive and they request that assessment, what infrastructure we need to go back to serve them.  Sometimes that cost is so onerous, they don't proceed.  So it just stops; it doesn't happen.

And I look to Jason, if you have an example of this second case, where you're saying where you know we build something and, you know -- I can tell you the free ridership gaming, that happens.  That happens a lot actually and it is a source of constant irritation to the customer who has maybe made the initial investment.  And just similarly as it even in residential where we do very small main extension, and initial committing customers pay the freight and their neighbours come on after the Fact.

There are lots of complaints, the OEB can tell you, we deal with it a fair bit.

Jason, are you aware of any cases where we experienced that kind of lumpy expansion that just, it really -- it didn't kind of work the way we would have ideally liked it.

MR. GILETT:  Yeah, I would say any time we have done multiple phases over time.  So what's happened in the past is we will put a piece of pipe in because that's what we have committed for that capacity, and maybe we only reinforce that line so far and then, you know, a year or two later we can go and reinforce again.

The problem with that approach is you're duplicating a lot of effort, so the environmental assessments, the open houses, this entire regulatory process, the LTC process, all the labour required to mobilize, and construction crews for multiple phases, if we had the HAF in place, instead of having a reinforcement that's two phases we could do a reinforcement that's one, because we know what's coming, we have certainty, and we have a way of allocating those costs in the future.

We're trying to avoid all this duplicate effort required.  So we did, you know, reimbursement in Stratford.  We now -- we just -- we completed a couple months ago an open house for a second reimbursement in Stratford.  That's an example where we have mobilized this process, the regulatory process, twice.  If a HAF was in place, there was potential that we could have included more of the large-volume forecast.

So it's both facilities.  It's efficient facilities design for sure, but it's also things like going through an LTC twice, doing an environmental assessment twice.  We are trying to be more efficient with how we do these projects by being able to include what we know is a future need on the system.

MR. RUBENSTEIN:  And how about on the non-LTC application?  So smaller distribution application, really?  Are you familiar --


MR. GILLETT:  I am less familiar -- yes, I am less familiar with the smaller, yeah.

MR. RUBENSTEIN:  Now, I understand -- sorry, Ian.

MR. MACPHERSON:  Oh, no, just can go back to the Stratford example of, just a little bit more information about something else we are kind of realizing, and there's different reasons behind it, but in that case we are seeing this emergence of suddenly new interest from large customers, in this case grain driers, who are in a -- we call them fall peaking customers -- showing up, and they are not identified, and depending on how this unfolds, like as Jason said -- he is referring to something else actually driving that open house, but that we are back -- that we're back in front of the Board, you know, only a year after or 18 months after the build, and to me that's a terrible way of expanding infrastructure, and, you know, there's some of the things that we didn't do well that we can do better, but this is part of that, you know, this ability to get in and really identify that growth in a better way and make -- and assign cost responsibility is going to lead to a better build out.

MR. RUBENSTEIN:  If I understand with respect to who's better or worse off under your proposal, with respect to large-volume customers from the discussions today I gathered the customers were better off obviously the ones who under the normal -- under the in-place policy would have to essentially front the full bill for the build, as well as either just at phase 1 or some phase, you know, the customer down the line, and the customer who may be worse off is the sort of free-rider customer, and that maybe that's a fair thing that we should allocate.

With respect to the small-volume customers, I am trying to find out, are there any scenarios where small-volume customers will be worse off under your proposal, regardless of its likelihood of recurrence, like realistic likelihood of occurring?  Are there scenarios where they can be worse off?

MR. MACPHERSON:  Jason, do you want to answer that?

MR. GILLETT:  Sorry, yeah, those that are below the 50 M cubed threshold --


MR. RUBENSTEIN:  Well, I mean your small-volume customers for the purposes of this -- for the HAF, so non -- below 50 M cubed an hour feed.

MR. GILLETT:  Yeah, so if you're saying -- so just tell me if this is right.  You're asking are small-volume customers below the 50 cubic metres per hour, are they potentially worse off under this scenario with HAF?

MR. RUBENSTEIN:  Well, I think I took it from the discussion that there are benefits to them as well, but I am just trying to understand under what scenario -- it's not clear to me if that is always going be the case, and I want to understand under what scenarios could they be worse off.  Regardless of your view of the likelihood of that occurring, I just want to understand under what scenarios they could be worse off, and if you want to take this by way of an undertaking to think about it, that would be totally fine with me.

MR. GILLETT:  I will take a shot at it, actually.  I don't think we can contemplate a scenario where they're worse off, because there's two -- two big reasons why they are better off, so one is economies of scale.  We talked about that already, right, more efficient facilities.

The other piece is, is today, when we design facilities for only known large-volume customers, we include forecasts for the small-volume, right, so we are building out for ten years of small-volume growth, but we are only building the immediate large-volume today.

So what can happen is a large-volume customer comes on to that system, and they are -- they can -- we have available capacity on that system, because we built it out for small-volume customers, so what happens is this large-volume customer takes a small-volume customer's capacity, and we have no mechanism to really allocate those costs to that -- we have no clean, approved, repeatable mechanism to allocate those costs to that large-volume customer.

So what happens is the grain drier comes on to a system that has free capacity that really was built for general-service or small-volume growth, and the grain drier could take that capacity away.  And so now that the small-volume customers below 50 M cubes are going to be on the hook for the next expansion to get that capacity back.  Do you see what I am saying?  By now building out the system to include this future large-volume growth, it divvies that capacity to more closely align to with who we think will actually take the capacity, and under the HAF proposal we would prevent large-volume customers from taking capacity that was meant for small-volume.  Not in every single scenario.  There's always scenarios where it can still happen, of course.  Nothing's perfect.  But it gets us much further along to making sure that that doesn't happen today.

So, no, I don't know that we have any scenarios where small-volume's worse off, but we have a number of scenarios where it prevents some issues that we have today.

MR. RUBENSTEIN:  Okay.  Well, I will leave it at that, and I guess if you [audio dropout] if you want to revise your answer after thinking about it you can -- you are always free to do that if something comes to mind.  Thank you very much, these are my questions.

MR. MACPHERSON:  Thanks, Mark.

MR. MILLAR:  Thank you very much, Mark.  I think that just leaves us with Board Staff, and today our questions are going to be asked by Azalyn.  Azalyn, are you ready to go?

MS. MANZANO:  Yup, good to go.

MR. MILLAR:  Over to you.
Examination by Ms. Manzano:

MS. MANZANO:  Azalyn Manzano, Board Staff.  I just wanted to clarify -- who's that?  Am I clear?

UNIDENTIFIED MALE SPEAKER:  Yes.

MS. MANZANO:  Okay.  Just to clarify a few things in one question.  So I think we've repeatedly heard that no CIAC has been charged in any of the previous HAF projects that have been approved, but from what I can recall of the decision in Leamington phase 2, there were four customers that required a CIAC because the original revenue horizon was only ten years, so after the revenue horizon was stretched to 20 years, there was still one customer that needed the CIAC to get their PI to 1.

So did this customer not end up paying CIAC, or was there another tool in the tool box that was used to eliminate their CIAC, or was it just that Enbridge expected the CIAC when the case was before the Board, but it later turned out that they didn't need it, like maybe the customer might have increased its committed demand or something.

MR. MACPHERSON:  Jason, do you have the answer to this one?

MR. GILLETT:  No, I don't.

MR. MACPHERSON:  I am pretty certain that my answer -- we could undertake to confirm that, take an undertaking to confirm that, if that's okay.

MS. MANZANO:  Yeah.

MR. MILLAR:  Yeah, why don't we do that so we don't spend more time than we need to on this, so it's to undertake to reconcile your statements, Ian, about no CIAC being required with what's apparently in the decision on Leamington phase 2, where it looks like one --


MR. MACPHERSON:  Yeah.

MR. MILLAR:  -- person did need a -- okay --


MR. MACPHERSON:  Yeah, I'll --


MR. MILLAR:  -- so we will mark that as JT1.3, thank you.

MR. MACPHERSON:  JT -- okay.
UNDERTAKING NO. JT1.3:  TO RECONCILE MR. MACPHERSON'S STATEMENTS ABOUT NO CIAC BEING REQUIRED WITH WHAT'S APPARENTLY IN THE DECISION ON LEAMINGTON PHASE 2.


MS. MANZANO:  Good.  And then the second thing was, could Enbridge [audio dropout] the reason as to why the HAF calculation is based on the total forecasted demand rather than the total capacity?  Because it sounds like basing the HAF on, like, total capacity would solve these problems as to who would pay for the excess capacity, but maybe it would just raise other problems.  Is it because you don't know -- you wouldn't know how much early demand to add to the denominator for the HAF rate calculation, or there's no way to include the unknown demand in the potential revenues in the revenue horizon portion, or maybe there's more risk to existing ratepayers if the HAF rate ends up being smaller and more capacity does not end up being allocated if the demand is not materialized?

MR. MACPHERSON:  So going back to why we use the forecasted firm hourly demand factor, so in that case the capacity for it is mentioned in the example that we discussed this morning that Mr. Quinn provided that the purpose of that -- all the costs, all the capital that -- let's just say all the large volume portion of that project are apportioned regardless of what was created.  And then, based on the known customers committed and forecast, the denominator, the actual HAF number is based on that number, so that all benefiting customers forecast to attach the system are rolling up into figuring the resulting HAF.

So we use that number divided into all the capital to yield the HAF number, that is then applied back on to their, on to their economic test.

MS. MANZANO:  It's just the final -- I think it was Chatham Kent where all the large volume demand that was forecasted could have fit into a 6-inch pipe and yet it was over sized.  So the 6-inch pipe would have been like 35M cubed per hour, and the 8-inch that ended up being proposed was 65,000 M cubed per hour.

So in that case, it's like a big difference and I think the HAF rate would have been a lot smaller.

MR. MACPHERSON:  So it goes back -- I can't remember who asked the question, but it was a good question about the area benefit and where the demands come on.

So remember when we use this method of establishing the HAF, we are using that, the known customers and forecast customers, so that all the committed customers is precisely modelled hydraulically on that system we are expanding to meet their demands, plus locationally where the other identified customers are.

And so we have this best opportunity of recovering that allocation of capital based on that method, whereas if we use the created -- the created quantity of capacity, depending on how that actually unfolds, it could be completely different of how that capacity is consumed.

If a customer, for example, connected to that system on the far end of the system, they could consume an altogether disproportionate amount of that capacity because of their physical location of their facilities.

MS. MANZANO:  So you are saying that because they are farther away based on your area of benefit, they could potentially consume more than they asked to be allocated to them.  Is that correct?

MR. MACPHERSON:  Not exactly.  I mean, the point is if the method was involving -- I am going to ask Jason, maybe I am getting crossed up here.  Jason, could you help here?

MR. GILETT:  Yeah, I think, Azalyn, is what it comes down to even this the concept of quote-unquote capacity created, it depends on where you mean.

So if we drew a polygon with an area benefit, you have to chose a point on that system to say how much capacity is created.  And if you move that point around, it changes that volume, right, because it's all about hydraulics.  If you're further down the system, you take more capacity.  If you're closer to the point of supply, you take less.

So what we -- to Ian's point, when we talk about capacity created it's capacity created if customers come on to that system where we suspect they will come on.  But if customers, for whatever reason, come on in different spots in the system, it actually changes how much capacity is available.  And this was, I think, quite a bit of discussion in CK rural.

So this idea that there's a difference between calculating the HAF based on forecast versus what's actually created, to be honest, that's the least variable part of this.  It's almost immaterial, because what really matters is where the customers actually come on.

And so if customers come on in parts of the system that we weren't expecting, they will have a different impact on the ultimate hydraulics of the system.  They may take more or less capacity from what was created.

So what we are proposing here is our best forecast of where customers will come on, which drives our best forecast of how much capacity is available.  And there will be variances to that, because forecasts are inevitably not perfect.

And so we just -- this idea that there's a difference between our forecasting need and the actual capacity, it's not material enough to actually drive much of a change.  What drives more of this is where the customers actually land on the system.  That has more of a determining effect.

MR. MACPHERSON:  And that was helpful, and I'd just add one more point.

If we allocated on the basis of total capacity created, which we have already identified it is always going to be more than we are forecasting because of the way pipes are built, we are never -- like there's a good chance we are never going to be able to allocate it, because our own forecast doesn't suggest that's what's actually going to attach.  Even if it happened perfectly as we said, that basis is not -- they don't match, they don't match our system -- they don't match the customers' forecasting requirements in the project.

MR. GILETT:  It's received a lot of discussion, but it's not -- we don't consider it the material consideration in this.

MS. MANZANO:  Okay, thank you, that was helpful.  And then the third thing is I think it's clear that Enbridge will be including the total cost of the project in rate case at the next rebasing.  But I am not entirely clear on whether the forecast volumes will also be accounted for at rebasing.

So essentially, I guess what I am asking is:  At rebasing, will with the forecast volumes of the entire project be included in the revenue requirement calculation, even if they haven't been committed yet?

MR. MACPHERSON:  I think I need to hear that one more time, Azalyn.  I apologize.  I am just trying to take it in.

MS. MANZANO:  No worries, sorry.  So the total cost of the project, I understand, will be included in the rate base at rebasing, at the next rebasing. But I am not clear on whether the forecast volumes will also be included in the revenue requirement calculation at the next rebasing, even if they haven't been committed yet.

MR. MACPHERSON:  So here is how I will answer it.  So the customers who were committed will be in that revenue requirement calculation, and the other customers who are in the forecast horizon will be included in our forecast of customer additions and growth for the revenue requirement calculation.

So they are there.  They're going to show up on a forecast basis.  So we would be expecting -- based on that, we'd be expecting to receive that revenue in the future, and that would be included in your calculations.

MS. MANZANO:  Okay, thank you.  And then one more question.  Just out of curiosity, could you explain why a 50 percent threshold was chosen in terms of how much capacity could be committed prior to a project being advanced for leave to construct approval construction, other than, say, 75 or 80?  Was there a particular rationale for that?

MR. MACPHERSON:  Let me take first crack at it.  We had the original application we had no -- we had no threshold, as you may know.  And we wanted a discussion about it based on intervenor questions.

We picked that number to find an ideal balance between creating confidence with the Board and intervenors that the project has validity, yet gives enough latitude to allow that forecast horizon to include growth customers that we can see that are identified through that economic -- sorry, that expression of interest process.

So it's sort of a -- we felt that was a sweet spot for that.  If the number gets too high, there really just isn't a lot of room to include anybody else in that forecast.  So again we get back into if 80 percent is the number, we are pretty much back to large single dominated customer projects driving very lumpy capital growth in the future.

MR. GILETT:  Just to clarify, that's a minimum of 50 percent.  So what he with have seen in CK rural as an example was about 50, Sarnia was 85.  It really depends on the project itself and what we forecast, but it's a minimum of 50.  It could be much higher, such as Sarnia.

MS. MANZANO:  Okay.

MR. MACPHERSON:  Yeah, and as we mentioned, Leamington 1 and 2 are -- I believe it was about 50, but they were completely sold out, allocated before the project was even constructed as I understand.

MS. MANZANO:  Yeah, I believe that was over subscribed.

MR. MACPHERSON:  Right.

MS. MANZANO:  Sorry?

MR. GILETT:  Sorry, Leamington phase 1 was 51 percent at the time of filing, so they have all been over 50.

MS. MANZANO:  Yes, I think I remember that.  That's it for me.  I have no further questions.

MR. RUBENSTEIN:  Can I just ask a quick follow-up, please?

Azalyn just asked you about -- and maybe I misunderstood the question and the answer.  But you were asked about will the forecast customers be included in the revenue requirement calculation at rebasing.  Did I hear the question right?

MR. MACPHERSON:  Maybe my words were wrong, and I apologize, Mark.  What I meant to say is the forecast demand of customers who have not come on to HAF project would be forecast, and then so their demands are going to figure in the determination of the rate-setting process.

MR. RUBENSTEIN:  So in the load forecast you will include the future demands, but only if they applied in the test period -- in the test year?

MR. MACPHERSON:  Jason, if you can help me, if we built the project, you know, with a ten-year horizon, that passes over the next rebasing period, we will have the actual customers at the time of creating and filing that, and then given the near-term nature of it, those future customers will also be forecast in those projects, and maybe I am saying that wrong, but the answer is they are in there, and to the extent that their revenues and demands -- sorry, their demands are forecasted in that next period, we are the ones that are really going to be at risk to -- if that doesn't materialize.

MR. RUBENSTEIN:  Okay.

MR. MILLAR:  Okay.  Thank you, Mark, and thank you very much, Azalyn.

MR. MONDROW:  Michael, I am sorry, and Ian -- can I take a minute?  I just need to follow up on that.

MR. MACPHERSON:  Yeah.

MR. MONDROW:  That exchange, Ian and Jason, you may not be the most comfortable answering this, but when you rebase, you have a revenue forecast for the purpose of setting your new rates, which is a one-year forecast.  It's the test year.  It's the year for which rates are to be set.  If you included the costs of a project for which a customer is forecast to come on two years hence, those volumes and therefore the revenue from that customer wouldn't figure into the test year's rate-setting; isn't that correct?

MS. INNIS:  It's Vanessa.  Yes, that's correct.

UNIDENTIFIED MALE SPEAKER:  Thank you, Vanessa.

MR. MONDROW:  Okay.  That's fine.  Thank you.

MR. MILLAR:  Okay.  Is that good, Ian?

MR. MONDROW:  That's great --


MR. MILLAR:  [audio dropout] 

MR. MONDROW:  -- I'm gone.  Thank you.

MR. MILLAR:  Okay.  I think that concludes all of the questions, so thank you very much to everyone.  The next scheduled event is the response to interrogatory -- pardon me, undertakings, which was for August 27th.  I think there's only three of them, so Tania, do you anticipate any difficulties in filing on or before the deadline?

MS. PERSAD:  Oh, for the three undertakings?

MR. MILLAR:  Yes, yes.

MS. PERSAD:  On the face of them they don't -- sorry, I'll turn my video on.  On the face of them they don't appear to be problematic to file before the deadline, so I am going to say cautiously, no problem.

MR. MILLAR:  Okay.  Perfect.  And then after that, subject to any changes that the Board may make, I think it's argument-in-chief on September 4th.

So we have had a very full day.  Thank you, everyone.  Thank you to the intervenors for the focused nature of your questions.  I know the witnesses had a very long day, and especially the court reporter, who can now finally rest her hands.  But I think we got a lot of information on the record, and it's been very helpful to us, and I guess we will look forward to getting the responses to the undertakings, and then we will move on with final argument unless we hear something different from the Board, so thank you very much, everybody, and we will see you when we see you.
--- Whereupon the hearing concluded at 5:13 p.m.
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