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Monday, March 28, 2023

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

MR. MILLAR:  Welcome to Day 4 of the Enbridge technical conference.

I'm going to turn it over to Mr. O'Leary, who I think had one brief preliminary matter, and then to introduce his witness panel.  So over to you, Dennis.

MR. O'LEARY:  All right, I'm going to do something different and introduce the panel first and then do the interrogatory correction, because it relates to this panel.

So good morning, my name is Dennis O'Leary, and I'm counsel to Enbridge Gas today for the depreciation and capitalization panel.

If I could ask Mr. Healy, beginning on the left of your screen, to introduce yourself and to state the areas of responsibility that you will be speaking to today, I would be most appreciative.

MR. HEALEY:  Colin Healey, director of financial planning and analysis [audio dropout] to capitalization.

MS. DREVENY:  Danielle Dreveny, manager, capital planning -- or -- sorry, manager, capital financial planning and analysis, speaking to depreciation and overhead capitalization.

MR. KENNEDY:  Larry Kennedy, senior vice-president with Concentric Advisors, speaking to the depreciation study.

MS. NORI:  Amanda Nori, senior project manager at Concentric Advisers, speaking to the depreciation study.
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MR. O'LEARY:  Thank you.  We just have one correction to an interrogatory response that we thought would be more efficient to deal with it orally.

It's -- if I can, maybe you can pull it up.  It is Exhibit I.4.5-EP-8.

I believe, Ms. Dreveny, you are going to speak to this.  Is it page 3 of it?

MS. DREVENY:  Yes.  Are you going to pull up the --


MR. O'LEARY:  I believe --


UNIDENTIFIED SPEAKER:  Sorry, would you give me the reference just one more time?

MR. O'LEARY:  Exhibit I.4.5-EP-8.

MR. LADANYI:  Sorry, Tom Ladanyi here for Energy Probe.  I think you got the reference wrong.  I think it is Exhibit I.2.4-EP-8.

MR. O'LEARY:  My apologies.  I wrote down the wrong number.

MS. DREVENY:  Thank you.  If we could go to table 2.  Thanks.  So we are making an update to the IR response for the 2020 year and the non-ICM overhead amount, so the amount should read 212.5 and a total overhead of 223.1.

MR. O'LEARY:  Sorry, can you repeat that, please?

MS. DREVENY:  Certainly, so the correction is to the 2020 year and the update is to the non-ICM overhead amount.  The corrected value should be 212.5 million, and then the total overhead amount should read 223.1.

MR. O'LEARY:  Mr. Millar, the panel is available for questioning.  I understand the OEB Staff are going first?

MR. MILLAR:  Yes, thank you, Mr. O'Leary, so I will turn it over to Ms. Kwan.
Examination by Ms. Kwan:


MS. KWAN:  Good morning, panel.  I'm Donna Kwan with OEB Staff, and I'm joined here today by our experts at InterGroup, Patrick Bowman and Hayitbay Mahmudov.

So I'll start off with some questions on capitalization and then I'll pass it over to InterGroup for their questions on depreciation.

So my first question, the reference would be I.2.4 Staff 54(b).  Maybe if we can just go to the response part.

So in the response it says in the capitalization model only regional operations capitalization rates are based on 2021 actuals, and then in part (e)(i) you quantify 114.5 million of capitalized amount in the case where an average of 2020, 2021, and 2022 capitalization rates for the regional operations is used.

In the pre-filed evidence in Exhibit 2, I think it appears to me that capitalization rates that depend on the regional operation of capitalization rates also include some other cost categories, so, for example, the operations, services, and governance group uses a weighted average of the seven operational regional rates, and the operations VP admin uses a weighted average of the other categories under operation costs, including the regional operations.

And also, shared services cost capitalization is based on a single overhead capitalization rate calculated by taking the operation cost and the business cost rates and non-capitalization costs.

So my question is, in the quantification of the 114.5 million, is that only based on changing the capitalization rates of the regional operations group to an average capitalization rate, or does that include the flow-through impact to all the other cost categories that I just mentioned as well?

MR. HEALEY:  Colin Healey.  I believe that speaks only to the regional operations component.

MS. KWAN:  Okay, would you be able to undertake to calculate the capitalized amount flowing through the impacts of all the affected cost categories?

MR. HEALEY:  Just give me a moment.  I'm just thinking through the potential of that calculation.

MR. O'LEARY:  We will give that undertaking.

MR. MILLAR:  That is JT4.1.
UNDERTAKING NO. JT4.1:  TO CALCULATE THE CAPITALIZED AMOUNT FLOWING THROUGH THE IMPACTS OF ALL THE AFFECTED COST CATEGORIES.


MS. KWAN:  Okay, and then in the same response, in part (b) it says that:
"Enbridge Gas will continue to monitor the overhead capitalization process and will update if needed to reflect the most accurate rates."

So I guess, given that you have the 2022 -- 2022 Information Act, does Enbridge anticipate changing the basis for the capitalization rates for 2024 when you are developing the 2024 rates?

MR. HEALEY:  Again, Colin Healey.  So the rates would be updated each year as a result of the calculation, as stipulated in evidence.

That would not change.  I think the -- yes, the overhead rates themselves would change as a result of the calculations, but that wouldn't change the -- we wouldn't revamp rates to customers or anything of that nature.

I just wanted to clarify the terms of "rates" that you're referencing.

MS. KWAN:  So you mean going forward you might change how you calculate the rate, let's say like if you decide to use an average, instead of just 2021, or like just one year?

MR. HEALEY:  My apologies.  We would plan to continue the one year as filed or as presented, and to come back to the logic of why it's one year, it's that most -- we felt it to be the most reasonable or recent rate that would further drive prospective activity, so that's why it was one year versus the question is three years.  So then each year that rate would be updated, based on that one-year logic, yes.

MS. KWAN:  Okay, so what if in let's say a few years' time, you decide that one year is not appropriate, but maybe a three-year average or some other type of average is.  Would you be planning on changing that then or would it still -- would you still stick to the one year?

MR. HEALEY:  I wouldn't say we would be planning to do that.  The expectation would be continue the logic that's stated, and would be -- that the logic of why it was stated that --


MS. KWAN:  Okay.

MR. HEALEY:  Yeah.

MS. KWAN:  So you mean you plan to continue using one year if it's --


MR. HEALEY:  Correct.

MS. KWAN:  -- approved in this rate application then?

MR. HEALEY:  Yes.

MS. KWAN:  Okay, can we turn to I.2.4-Staff-52.

If we can go down a little further to the response.  Okay, so based on my understanding of this response, it says that indirect overheads are not capitalized under U.S. GAAP but EGDI and Union Gas were able to capitalize indirect overhead under ASC 980 because it was approved by the regulator.

So my question is, if during the IRM term it is decided that some other methodology is more appropriate, so for example if we go back to that use of one-year versus an average number, average of a few years and you decide that, you know, it's more appropriate to use an average, does Enbridge need the OEB's approval to do this change or would Enbridge be able to just go ahead and to this change on its own?

MR. HEALEY:  Under the use of U.S. GAAP I believe it would be a change in estimate.  So I would see it as an accounting treatment within the guidance that's allowed for accounting purposes and regulatory accounting purposes.

MS. KWAN:  Okay, so, I guess what's the criteria -- or what type of changes would require a change from the OEB versus it being all via as a change in estimate?

MR. HEALEY:  I don't think I can speak to a specific restriction based on OEB regulation that would disallow for the further refinement in that estimate if deemed more accurate, but right now I think it's a bit hypothetical in the sense of there is no intent or plan to change what has been proposed.

MS. KWAN:  Okay, so if there's a -- I guess a bit broader change, like a change in methodology, would you require approval to make that change?

MR. HEALEY:  I don't think I can speak to that, at a technical or regulatory level to say if we're allowed to make that specific change under OEB regulation or not.  Sorry.

MR. O'LEARY:  Ms. Kwan, it is Dennis O'Leary for Enbridge Gas here.  That borders on a question that does require legal input so it would be something that I think would be based on the advice of counsel so it's not something the witnesses would be able to speak to today.

MS. KWAN:  Okay, is there another panel I should be asking the question to then?

MR. O'LEARY:  Not specific to this particular issue, by if there is a question that you would like us to consider we would take it back and see it if we could get a response to you.

MS. KWAN:  Sure, so I guess my question services to -- I guess what type of changes to the capitalization would require OEB approval under ASC 980?

MR. O'LEARY:  We'll take that back.  Let's -- Michael, if I could suggest you give an undertaking number to that question.

MR. MILLAR:  Yes, let's do that.  It's JT4.2.
UNDERTAKING NO. JT4.2:  TO ADVISE WHAT TYPE OF CHANGES TO CAPITALIZATION WOULD REQUIRE OEB APPROVAL UNDER ASC 980


MS. KWAN:  Okay.  And I have one more question.  It is on I.4.4-Staff-132.  It is on pension and OPEBs so I'm not sure if this is the right panel, but I wanted to ask about the split between capital versus OM&A  If we could go to attachment 1.

So I just want to understand a bit more on how the table at the bottom, the one where it says "Actual forecast pension and OPEB amounts" would be included in capital and included in O&M, how that amount is split out.

So taking 2024 as an example, there is -- the total is a credit of 1.6 million, which I believe is the amount from the actuarial report.  And then it shows a debit amount of 14.4 million for capital, which I think is determined by using the burdening (ph) methodology where 1M is multiplied by a burden rate and the burden rate is based on the annual service component; is that correct?


MR. HEALEY:  Yes, the burden rate would be based on annual input, yes.

MS. KWAN:  Okay, and then is the OM&A amount just the difference between the 1.6 and the 13.4?


MR. HEALEY:  Sorry, I'm just tracking along with you here as we go.  I don't think I can clarify that response for you at the time.

MS. KWAN:  Okay, would you be able to take a look at it as an undertaking?

MR. O'LEARY:  Ms. Kwan, just in discussing matters here, we believe that your questions might be better directed at panel 6.

MS. KWAN:  Okay, sure, that's fine.  I can ask panel 6 and then if they aren't able to, then perhaps an undertaking?


MR. O'LEARY:  I think that's the best way, yes.

MS. KWAN:  Okay; that's my questions on capitalization.  I'm going to pass it over to Mr. Bowman for some questions on depreciation.  Thank you.
Examination by Mr. Bowman:


MR. BOWMAN:  Good morning.  It is Patrick Bowman, consultant to Board Staff.  I'm going to be asking questions this morning on the net salvage and they will be -- the questions I will be asking will be entirely limited to the VPNS methodology and the approach to calculating the CDNS.  We may have an opportunity as part of this to talk about the net salvage rates.

There is always percentages selected but generally it will be on the approach and methodology.

The two exhibits that I intend to use would be the application as updated March 16th, which was a 1,382-page PDF document, and the information request exhibit I.4, which was a 2,804-page PDF document and I will be able to give you the page numbers for those PDFs, if that works.

The first place we go is the application.  This is the March 16th application, and I'm looking to go to PDF page 1063.

UNIDENTIFIED SPEAKER:  Mr. Bowman, could you tell us the number on the page of the study itself.

MR. BOWMAN:  Yes, it is page 214 of the study.

UNIDENTIFIED SPEAKER:  Thank you.

MR. BOWMAN:  214 of 451 is what it says at the top.  The study has different page numbers at the bottom.  It is 8.8 or -- based on the page numbers at the bottom so... there we are.  We have it in front of us now.  No, it should be 214.

MS. NORI:  This is Amanda Nori.  We are discussing account 462?


MR. BOWMAN:  Yes this is account 642.  It is selected as an example to through how the mathematics have been applied.  So the questions to this will probably apply to any of the accounts.

And, just for confirmation, this is from the Concentric study dated October.  That same study was filed with each of the updates that we saw, including the March 16th update to the application which was the latest version, which included various corrections in the application.

But it's my understanding that Concentric report from October remains the current report.  There was no newer version with corrections; is that correct?

MS. DREVENY:  Danielle Dreveny.  That's correct.

MR. BOWMAN:  Thank you.  We are now looking at account 462, which is compressor structures and improvements, and again, to confirm, this shows the original cost as of December 31, 2021?


MS. NORI:  Correct.

MR. BOWMAN:  If I look down that first column  -- this is the original cost values -- and it will go over to the next page and it will show a sum of $163,351,957.

MS. NORI:  Okay.

MR. BOWMAN:  Okay.  This would -- if you scroll down to the -- there we are.  The title 163,351,957.

So this would be the total dollars recorded in the books broken out by vintage that Concentric would receive to review; is that correct?

MS. NORI:  Correct.

MR. BOWMAN:  Okay.  The second column shows the calculated accumulated depreciation, which is a product of your study; that's correct?

MS. NORI:  Correct.

MR. BOWMAN:  And the third column is referenced as "allocated actual book amount".  Now, this would be, as I understand it, data from the books of the company about the booked accumulated depreciation.  Maybe first we confirm that, and then we'll deal with the question of allocated.

I will give you a moment to explain the allocation.

MS. NORI:  Perfect.  Yes, so the number at the bottom, the total line there of --


[Reporter appeals.]


MS. NORI:  I'm so sorry.  Yes, it is Ms. Nori.  The total amount, 40,353,631, that was the number that we received from EGI.  The allocation of that was done by Concentric.

MR. BOWMAN:  That's out of your models.  I notice in most cases it matches the calculated, and so I presume it's a similar product of the models as the second column, calculating [audio dropout]


MS. NORI:  Exactly.  How we calculate it is, in any given vintage we calculated accumulated depreciation for that year divided by the total calculated accumulated depreciation is applied to that vintage for the actual, so we multiply it by the total actual amount.

MR. BOWMAN:  Okay.  And in this case there is a larger sum in the actual booked amount versus the calculated accumulated depreciation, and it appears that the additional amounts were allocated just to the oldest vintages, the oldest four vintages.

MR. KENNEDY:  Mr. Bowman, Larry Kennedy.  The calculation is designed to (inaudible) assign the booked amount on the ratio of the -- that particular vintage as theoretical or calculated over the total calculated.

What you are seeing is the magnitude of some of those original costs kind of over -- kind of overtake the calculation, if you will.  So it appears that they've just been assigned to those last four vintages, but overall it is a (inaudible) assignment of the ratio between the vintages theoretical over the total theoretical multiplied by the allocated booked amount.

MR. BOWMAN:  But if I look at the values for calculated accumulated versus allocated, they match dollar for dollar all the way from the 2021 vintage all the way back to the 1991 vintage, and starting with the 1989 vintage, they are about 20 percent higher, maybe a bit more, 30, 40 percent higher, for the last -- for the oldest four vintages, which is where I presume the surplus was allocated; is that correct?

MR. KENNEDY:  Again, Larry Kennedy.  It appears to be the case, Mr. Bowman.  The program has some pass-throughs to try to eliminate that.  I'm not sure why it would have allocated dollar for dollar those vintages in the more recent [audio dropout] --


MR. BOWMAN:  Okay.

MR. KENNEDY:  -- so we can take a look at that and respond probably in writing to an undertaking in terms of why that calculation is giving that appearance.

MR. BOWMAN:  Okay.

MR. MILLAR:  Okay, let's mark that as an undertaking, and could somebody please just simply repeat what the undertaking is?

MR. KENNEDY:  I'll say we'll undertake to review the calculation of the allocation of the total book amount to vintages to assure [audio dropout] we'll undertake to provide the exact allocation of that total accumulated depreciation booked amount.

MR. MILLAR:  Thank you.
UNDERTAKING NO. JT4.3:  TO PROVIDE THE EXACT ALLOCATION OF THE TOTAL ACCUMULATED DEPRECIATION BOOKED AMOUNT.

MR. BOWMAN:  Thank you.  The next place we were going to go is to one of the information requests --


[Reporter appeals.]


MR. MILLAR:  JT4.3.  My apologies.

MR. BOWMAN:  The next place we were going to go was the information requests, which was part of the Exhibit I.4.  And I have a reference to PDF page numbers, which you may be able to pull up on the screen, but as question-wise, it is the attachment 1 to I.4.5-IGUA-14.

If we're able to pull up the big document, I can take you directly to the page in question.  Okay, so now it's going to be account 462.  We are at 452.  It is going to be down a few pages.  There we are.

So, now, this is the response to an information request asking how the CDNS salvages were calculated, and my understanding is one of these sheets was prepared for each account in order to -- in order to come up with the CDNS percentage value; is that correct?

MR. KENNEDY:  It's Mr. Kennedy.  Yes, that's correct.

MR. BOWMAN:  Okay, and again we're in account 462, which was the compressor structures and improvements.  And I guess my first question, if you scroll to the bottom of the first column, I find that most of those original cost values match the original cost values that we had in the study, but they don't all, and as a result some of assets shown in this sheet is 167 million, as opposed to 163 million in the study.

Is it intended that those are the same value?  Were they prepared from the same database?

MS. NORI:  Those should have been the same value.

This is Ms. Nori.  When you sent over the questions earlier, we were able to identify that that was a mistake in the file that was prepared for number 14, for [audio dropout] 14, and we can submit the corrected version.

MR. BOWMAN:  Okay, because I noticed most accounts are slightly different.  Some are -- they're not significantly material, but they're -- I was just curious if there was a different methodology intended by it.

MS. NORI:  Not at all.  It does not have any impact at all on the depreciation rate or on the net salvage amounts as applied to each account.  However, you are correct that there was some small changes in the original cost of that.

MR. MILLAR:  So why don't we mark that as an undertaking to file the updated schedules or the updated figures.  It is JT4.4.
UNDERTAKING NO. JT4.4:  TO FILE THE UPDATED SCHEDULES OR UPDATED FIGURES.

MR. BOWMAN:  Thank you, Michael.  And one other question while we are here, and then we'll move on to another account and doing a similar comparison with a bit more detail.  Under the column "original cost" we just went through, that is the assets in the books.  The second column is shown as "R/L", which I understand to be remaining life; is that correct?

MR. KENNEDY:  Mr. Kennedy.  Yes, that's correct.

MR. BOWMAN:  And as I look down that column and I compare to both your filed October study as well as the ALG version of your study, I note that those are in fact from the ALG study, not the ELG study; is that correct?  And is that what was intended here, that the remaining life for the purposes of calculating CDMS, you would use an ALG approach?

MR. KENNEDY:  Yes.  It is Mr. Kennedy.  Yes, that is the intent.  Very wide practice across Canada when we calculate the remaining life for functions other than the depreciation rate calculation, the ALG remaining life is a more pure of an account level remaining life calculation, comes straight from the textbooks, and so we do use that ALG remaining life for these style of calculations.

MR. BOWMAN:  Okay, thank you.  We're going to go back to the Concentric study, and we're going to go through account 475.3 this time, and I'm going to start at page 32.

MS. NORI:  Sorry, Mr. Bowman, are we discussing the depreciation calculations or the --

MR. BOWMAN:  No, we are going back to the write-up of the accounts.  It is at page 32 of 451.  There we are.

So this time we are going to look at 475.3, which is mains plastic, and in this part of the study you are writing up Concentric's recommendations, and it starts with a cubic metre of paragraphs about the life recommendation.


And the final paragraph -- we have to scroll down a bit -- the final paragraph under 475.3 is in regard to the salvage percentages.  There we go.

If as I read through that paragraph I'm going to see three different values about the salvage percentages.

The first that I'm going to refer to is about the middle of the paragraph and it says "the full depth band indicates negative 23 percent."  Do you see that value?

MS. NORI:  Yes, correct.

MR. BOWMAN:  And a couple of lines lower it is going to say:

"At this time Concentric recommends that a negative 80 percent net salvage be used to form the basis of the CDNS calculations."


And then in the final line it says:
"When the CDNS method is used, the net salvage rate is adjusted to negative 38 percent."

And that's in the final line.

MS. NORI:  Correct.

MR. BOWMAN:  Okay, so now we're going to look at the sheet where some of that is derived.  Page 177 of the study.

Sorry, I'm [audio dropout].  And my understanding is this table shows the records of the company in regard to net salvage amounts incurred in the past as a ratio compared to the regular retirements that occurred over those years, in order to develop some percentages of the experienced net salvage; is that correct?


MS. NORI:  Correct.

MR. BOWMAN:  So if I look down the columns it has data from 2010 to 2021.  First, when I read previous versions of the depreciation study there were data used that predated 2010.  Can you -- can you explain the truncation to 2010 for this account?

MS. NORI:  There are a couple of different answers to that question.  It is a complicated question.  This maybe a better way of wording that.  EGD historically had not separated main -- mains [audio dropout]

[Reporter appeals]


MS. NORI:  I'm sorry.  Actually can we converse as a [audio dropout]


[Witness panel confers]


MR. KENNEDY:  It.  It is Larry Kennedy speaking.  So yeah, there's a number of accounts where -- and I think it was Mr. Bowman, he asked about why is there only data back to 2010 in a number of accounts with prior studies.

We have received more -- a more detailed depth of historic retirement data just recently, in fact, over the last days.  We've -- we haven't had a chance to analyze that.  So there is more data for some of these accounts that we could analyze.

Overall, the data that was more heavily depended upon would be this last ten-year band anyways, so the selection of our net salvage percentage have likely not changed based on that data, particularly if it's regard to the salvage recommendations where the last ten-year band or the last two five-year bands might form the prominent issue or the prominent factor in our determination of the net salvage percentage.

MR. BOWMAN:  I accept that.  I was just curious about the method applied.

When I look at the total 171,058 I -- that is not the sum of the values above it.  The sum of the values above it is 172,658 and I wasn't really sure the reason for the difference.  And so I was trying to understand if -- if there was a different methodology applied.

MS. NORI:  This is Amanda Nori.  No, there shouldn't have been.  Those should have...

MR. BOWMAN:  It's possible the 2010 was dropped from the value, similarly the sum of the net salvage amount is not the sum of the values above it.

But putting that aside for a moment, when I look to our reference we read earlier it said there was a full depth band of negative 23 percent.  As I look across the bottom row I see the negative 23 percent, and that is the ratio between the $39 million spent to salvage $171 million of assets; is that correct?

MS. NORI:  Correct.

MR. BOWMAN:  Okay, that's the full depth of value you were referencing.

Out of that, in my understanding of how this CDNS was approached was you took that and did what we would have seen in many Concentric studies across the country, and turned this into a traditional salvage rate first, and your recommendation was to use a salvage of minus 80 percent?

MS. NORI:  Correct.

MR. BOWMAN:  And that was reliant on this analysis plus other inputs that you reference in the paragraph right now?


MS. NORI:  Correct.

MR. BOWMAN:  Just to be clear, the first column where it shows regular retirement, those are the original costs of the assets retired as of that date?


So in other words, the amount that was spent to construct those assets in the year they were constructed; is that correct?


MS. NORI:  Correct.

MR. BOWMAN:  And similarly the net salvage amount is the dollars spent in the year that it was -- the activity occurred to remove the asset.

MS. NORI:  Correct.

MR. BOWMAN:  So when we talk about inflation as the problem, the issue is that in any given year or over any sum of years, there is an inflation value between those two numbers that were applying a ratio to?


MS. NORI:  Correct, and that's part of what we're trying to solve for in the CDNS calculations.

MR. BOWMAN:  So the 80 percent is derived from this 23 percent, although at the far right-hand corner we can see different historical period yield different numbers than 23.

But out of looking at this you said 80 percent would be the type of salvage you would apply if it were a traditional study based on the idea that 80 percent is inclusive of the inflation between the date of install and the date of removal.

MR. KENNEDY:  Mr. Kennedy speaking.  Yes, that is true.  And Mr. Bowman, I think you did hit on the issue I was going to bring up, is that you are seeing very different percentages which is why we apply rolling bands to these and not total bands.

The 2021 retirement number, not always the salvage happened in the same year as the retirements.

MR. BOWMAN:  Yeah.

MR. KENNEDY:  So it's our expectation that the -- we might see some salvage numbers be occurred related to those 2021 retirements in future periods so it is both -- sometimes a recording issue and sometimes it's a fact when you physically go out and remove the plant.

Thus we try to normalize that through the use of these rolling bands.


So when we picked the minus 80 percent we were very cognizant of the fact that from the years 2014 through 2020, in each and every one of those years, the net salvage percentage was much greater than 80 percent and the historic percentages in those periods were much over 100 percent, pretty consistently.

So in our view the minus -- the selection of the negative 80 was quite moderated based on that history, particularly from the years of 2014 to forward.

MR. BOWMAN:  Okay, thank you, if we can go to page 258 of the study now.  So we're now following through on distribution mains plastic, the same account 475.3.  And this was just to confirm.

This is the sheet where the calculation is done of the depreciation rate, and as you note at the top right-hand side of the page, the decision was made to use a 60-year average service life for this account.  And the net salvage being applied is not the minus 80; it's the minus 38 percent and that's because of the CDNS approach; is that correct?

MR. KENNEDY:  That would be correct, sir.

MR. BOWMAN:  Okay, if we can turn back to that information request 5.4.5-IGUA-14, attachment 1.

We're looking for account 475.3 again.  There we are.  So we're just going to go through how the methodology to calculate the CDNS rate is applied, but so that I'm understanding the sheet, the upper left corner of the sheet says "cost of removal estimate 0.8", and that's the 80 percent under the traditional approach that you were -- you derived from the study that Mr. Kennedy described; is that correct?

MR. KENNEDY:  That's correct.  It's Mr. Kennedy.

MR. BOWMAN:  Yeah, and then the row below that, it has a value, "average age of retirement", and it says 9.62, which has another cell next to it that rounds that number to 10.

Can you explain what is meant by that value?

MR. KENNEDY:  Certainly, so -- yes, Mr. Kennedy.

I'll get used to this by the end of today, I promise.

So that -- the value of that is to recognize the impact of inflation on average in this account.  So in other words, on average the retirements were on average 9.62 or rounded to ten years at the time of retirement, so embedded in those retirements would be 10 years of inflation, recognizing the numerator denominator that you described earlier, Mr. Bowman, and the original costs are in the instal year and the removal costs are in the year of removal.

So the average period of that timing historically had been approximately ten years, so we have adjusted the original costs on average of by 10 percent -- or by ten years, I'm sorry.

MR. BOWMAN:  We had gone over earlier that this was an account with a 60-year average light life.

Why are we seeing a 10 versus a 60?

MR. KENNEDY:  Well, one is the average life expectation.  The other one is the average age of the historic retirements.  Very different ratio.

So the plant that's retired, it is retired on average for -- in this account over the period of observation.

The retirements have been an average of approximately 10 years old.

MR. BOWMAN:  Will you be able to provide that calculation?

MR. KENNEDY:  The challenge we have, Mr. Bowman, is that it pops out of our software as a number.  We can tell you how it's derived.

So Ms. Nori is informing me that we can provide this.

MR. BOWMAN:  Okay.

MS. NORI:  I believe so, Mr. Bowman.  I have to confirm -- sorry, this is Ms. Nori.  I have to confirm, but I believe it was done in Excel, and so we should be able to provide it for you.  Mr. O'Leary, if I'm incorrect in that assumption, can I let you know?  How do I deal with that?

MR. O'LEARY:  Oh, we'll take this undertaking under advisement for now, subject to hearing from Concentric about whether or not they are able to actually satisfy it, and so we'll get back to you if it's not possible.

MS. NORI:  Thank you.

MR. MILLAR:  So we'll mark that as JT4.5.  And that's to provide the -- or make best efforts to provide the calculation for what?

MR. BOWMAN:  It is the annual -- average age at retirement used in Exhibit I.4.5-IGUA-14, attachment 1.

MR. MILLAR:  Thank you.  JT4.5.
UNDERTAKING NO. JT4.5:  BEST EFFORTS TO PROVIDE THE CALCULATION FOR AVERAGE AGE AT RETIREMENT USED IN
EXHIBIT I.4.5-IGUA-14, ATTACHMENT 1.

MR. BOWMAN:  And if you can provide that for each account, that would be appreciated.

MS. NORI:  Sure.

MR. BOWMAN:  So the ten years, is it -- you are saying that you've -- the experienced retirements, even though this is a 60-year account and it's been around a long time, the experienced retirements on average have been as it's retiring at ten years old?

MR. KENNEDY:  No, Mr. Bowman, that is the -- it is correct.  It seems like a short number, but if you look at the original costs that are being retired, they are being retired at an early age

MR. BOWMAN:  Is that because that is just the original costs that have been experienced so far?

MR. KENNEDY:  Yeah, this is a plastic pipe account.  And, yeah, to the extent that there's been retirements on this account, a lot of them have occurred at some -- at earlier ages.

MR. BOWMAN:  Okay.  So if my understanding is correct, you said you used the ten years to inflate the original cost to come up with the column called adjusted original cost?

MR. KENNEDY:  Correct.

MR. BOWMAN:  And the adjusted original cost is meant to be the value of the assets once they've been inflated to their average retirement date experienced, so inflated by ten years relevant to the period in which they were in existence; is that...

MR. KENNEDY:  That's correct.

MR. BOWMAN:  So if I look down the page I will see, for example, the 2021 assets are not inflated at all.

If the intent is to come up with a ratio, why wouldn't the 2021 assets also be inflated?  And I'm comparing the original cost versus the adjusted original cost?

MR. KENNEDY:  The -- I notice -- and I'm looking at this on the fly, Mr. Bowman -- that this -- the 2020 and 20 -- no, 2020 has been updated.  It is just the 2021.

At the period of observation, obviously, the -- no.

Yeah, so, Mr. Bowman, I guess the easy answer is we can look at that, or we did provide the live spreadsheets with formulas in response to IGUA-14, so those would have the exact formulas, derived in these numbers.

MR. BOWMAN:  And the formula is the original cost column times the inflation factor column on the far right-hand side.

MR. KENNEDY:  Right.

MR. BOWMAN:  And the inflation factor column is the ratio between the CPI to age and the adjusted CPI, which is linked to the 10-year life, so...

MS. NORI:  Sorry, Mr. Bowman, I'm just grabbing the live spreadsheet right know.  It will be easier for us to -

MR. BOWMAN:  It's okay.  I'm much -- I'm less concerned about the calculation than I am with the logic if we follow through the 2021 year, so perhaps in order to save time we can keep moving, unless you feel it necessary to check that math.

MR. KENNEDY:  Let's keep going, I would suggest, Mr. Bowman and then --


MR. BOWMAN:  Okay.  So as I move across this page I have an original cost, which comes out of the company's records, I have a remaining life, which is an ALG remaining life that comes out of your study, and the third column is called "net salvage requirement", and I see that third column as 80 percent of the original cost.

MR. KENNEDY:  That's correct, sir.

MR. BOWMAN:  And that's based on the idea, the traditional approach, where the traditional approach is a ratio of the dollars at removal versus the dollars at installation.

MR. KENNEDY:  Yes.

MR. BOWMAN:  So if I go down to the 2021 year, I see the net salvage requirement based on 80 percent is 304 million, based off 380 million of plastic pipe having been installed in that year.

MR. KENNEDY:  That's correct, sir.

MR. BOWMAN:  And that's the 80 percent ratio.

MR. KENNEDY:  Yes.

MR. BOWMAN:  Okay.  And so the idea is if you were doing a traditional net salvage study you would say at some point, approximately 60 years from now on average, although spread out across a dispersion, I will need 304 million in the dollars of the day to remove the 380 million that I installed today.

MR. KENNEDY:  That's correct, sir.

MR. BOWMAN:  We then get to the adjusted original cost column and the adjusted net salvage rate column, which is calculated off the adjusted original cost, and then we come up with the future salvage requirement, and if I look at that same set of assets in 2021 I come up with a future salvage requirement of $990 million.

MR. KENNEDY:  That's correct, sir.

MR. BOWMAN:  If 304 million is the dollars required in the dollars of the day to which these assets are being removed, what does the 990 million represent?

MR. KENNEDY:  Well, we take the $304 as the dollars of the day, being 2021, and I would inflate that forward by the 59.5 year of remaining life and at the inflation rate, as indicated on those tables, at 2 percent, so if we take that 304, inflate that to 59.5 years at 2 percent, you come out to the 904 million.

MR. BOWMAN:  990.

MR. KENNEDY:  Sorry.

MR. BOWMAN:  Mr. Kennedy, my understanding of our earlier discussion was that 80 percent includes the inflation over the period, so that 304 million is the dollars that would be needed in approximately 2080, based on 380 million being installed today.  That's how the traditional method works.  It includes the impacts of inflation over the period.

MR. KENNEDY:  One minute, sorry.  Again it's Mr. Kennedy.  The question we have with that 2021 vintage, sir, I think is maybe the challenge here.

If you look at most of the other roles above it the inflation rate, the forward inflation rate is based on the column called adjusted net salvage rate and we inflate that inflated net salvage rate over the remaining life.  So it removes that phenomenon that you found with the year 2021.

MR. BOWMAN:  All right.  And then the final question on this sheet is when I -- you will recall that we had seen that the CDNS salvage rate was to be 38 percent.

I presume that is the value shown as 38 cents in the bottom row, which is the ratio between 1.316 billion salvage over 3.480 billion investment.

MR. KENNEDY:  That's correct, sir.

MR. BOWMAN:  So that's the 38 percent, meaning we would be aiming to have 1.316 billion accrued in the same period in which we depreciate this entire [audio dropout] of 3.480 billion.

MR. KENNEDY:  No, sir, that's not quite correct.

The amount that -- overall your net salvage requirement, your discounted net salvage requirement, moving it back to today's dollars, so it's 1.3 billion in today's dollars is what we're starting to accrue for now.

The future requirement is the $6.9 billion that you see in the column titled "Future net salvage requirement", because we're looking at the dollars of the day being 2021, that discounts back to the 1.3 billion using the discount rate of the 3.75 percent.

So in other words, we're taking today's value, inflated today's value through the end of the remaining life, and discounting that back to today again because the totals are in today's value.

MR. BOWMAN:  But you are only applying a 38 percent rate, which doesn't yield 1.316 of today; it yields it spread over the life of the 3.480 is being depreciated.

MR. KENNEDY:  Sorry, I'm going to get you to run that by me again, Mr. Bowman.

MR. BOWMAN:  Well, I'm depreciating a sets of assets 3.480 billion.

MR. KENNEDY:  Yes.


MR. BOWMAN:  Over the next 60 -- probably a hundred years, by the time we do the math -- I will recover that 3.480 billion using a depreciation rate.

MR. KENNEDY:  Correct.

MR. BOWMAN:  And over that period, based on this approach, I will add 38 percent on top of the depreciation I charged each year in order to accrue for the salvage.

MR. KENNEDY:  Yes.

MR. BOWMAN:  So that by the time I get my 3.480 billion I have also collected 1.316 billion for salvage.

MR. KENNEDY:  In the cash of the year that you are recovering it, yes.  Recognizing that 1.3 billion as a future value of the 6.9 billion.

MR. BOWMAN:  So under the CDNS method, if this was the set of assets we had and we were looking to -- and they performed exactly as intended; it was 60 years, the dispersion was the same, they retired as expected -- and we applied the 38 percent rate, would that salvage rate be robust or would we find that it changes either the dollars or the percentage over time under this approach?

MR. KENNEDY:  Well, the fact is we are going to look at these calculations on a periodic basis and do a number of things.  We're going to look at is that 38 percent the right number to start with?  In fact we're going to start one step further.  Is the 80 percent the right number?

Then we're going to look at the in estimate of inflation.  Does the 2 percent estimate of inflation for the next 60 years still seem to be reasonable?  We're going to look at the discount rate.  Is a 3.75 percent discount rate still reasonable?

And those incremental looks that we take, we will then look and see if the assumption of the 1.3 billion is still appropriate, or the 38 percent net salvage percentage.

That will change over time and it's going to change on the circumstances of the day as we go forward.

MR. BOWMAN:  Right, but my question was, assuming all of those cross-checks proved that you had it bang on, that everything performed exactly as intended, is the design of the 38 percent mean that it -- if everything works, 38 percent should be a robust percentage going forward?  Or is it intended to climb with inflation?

MR. KENNEDY:  No, it's intended to recognize both inflation and the discount matrix that we applied to that.

The fact is, as we continue to look at it, that number may change.

It also recognizes the fact that the company is putting in its pocket today $1.3 billion in dollars of the day that it has got quite potential to do other things with.  It has the potential to use that money in its working capital to reduce its credit.

It has the ability to use that money in a number of ways.  It can invest it so it can grow.

The thought is that money today is in the company's hands for an investment it's going to make 69 years hence, or 60 years hence, I'm sorry.

MR. BOWMAN:  But we don't have the 1.36 today, and we won't have it today.  We won't have it until we apply 38 percent to all the depreciation rates that occur for the next hundred years.


MR. KENNEDY:  That's correct, sir.  And so the company is going to year by year have on a incremental piece of that 1.36 or that $1.31 billion.  So it's going to have a collection piece each year [audio dropout] has to use on its working capital.  And theoretically it uses that money in a manner that can either reach its credit matrix, it can do, you know, what it needs to do to invest in new capital and earn a return on that.  So the company has that money in its pocket today.

MR. BOWMAN:  I guess my last question is just to sort of sum up on that point.  By using a CDNS approach, which is only charging 36 percent, not 80 percent which a traditional approach would apply, I guess the core point is this is not putting off a problem to another day or leading to an ever-increasing and scaling-up salvage where we are going to get to a point where we have giant shortfalls, assuming that the opening estimates are correct.

This is designed to be a salvage percentage that is responsibly accruing for the removal of these assets at the end of their life; is that correct?

MR. KENNEDY:  Yeah.  And again, with the assumption that those moneys are being used, the dollars that are collected are being used to make other savings in terms of a reduced amount of borrowing needs or increased amount of rate base, or borrowing on.  They need to be build additional rate base so the company is earning a return internally in some fashion on that money that's being collected.

MR. BOWMAN:  Thank you.  I'm way over on time.  I don't know if Mr. Mahmudov would have a couple of minutes to fill in, but my apologies if I've gone long.

MR. MILLAR:  We are still under time for Staff on total.  We have about six minutes left if there were additional questions.

MR. MAHMUDOV:  Yes, It's Mr. Mahmudov here.  Can you hear?


[Reporter appeals.]


MR. MAHMUDOV:  So I just wanted to quickly ask.  We had a few questions sent in advance, but also have a few questions that we wanted to check right now if we don't fit a within the next five minutes, how do we deal with those?  Can we send them today?

MR. MILLAR:  I'm not sure.  It is Michael Millar.  Subject to the -- subject to what Enbridge says.  Certain questions can sometimes be done in writing, but we haven't -- I don't believe we've discussed that with Enbridge yet.

Why don't you proceed with your questions, Mr. Mahmudov, and we'll see where we are when our six minutes are up.
Examination by Mr. Mahmudov:


MR. MAHMUDOV:  Okay, so I'll go quick.  So in the Exhibit I.4.5-Staff-171, attachment 3, the -- there is that salvage analysis provided, and my question was on accounts 47301 and 47302.  What I see is that they use the same net salvage amounts, but -- between the two accounts, but different regular retirements to come up with those net salvage percentages that they used to derive -- to arrive at the basis traditional -- net salvage basis for CDNS calculations.  So I wanted to understand why seeing the salvage amounts but different regular retirement amounts were used for those accounts.

MS. NORI:  This is Amanda Nori.  The cost to retire the services should be comparable whether they are metal or plastic, so the 80 percent -- I'm sorry, the 50 percent that was recommended in both cases is accurate to both.

MR. MAHMUDOV:  Yeah, my question is, so if you look at the 47301, for example, we see in year 2010 the cost of removal is 14-million-385 and the rate of retirement is 29-million-914.

When you look at account 47302 also now is again the same 14-million-385, rate of retirement is 1,320,000, and those are used, you know, in arriving at those percentages.

MR. KENNEDY:  One minute, please.  Mr. Kennedy speaking.  It appears that we may have -- for some reason it looks like -- I see your point that the same salvage numbers, in terms of dollars, are constant amongst both of those accounts.  We will -- we can take that and investigate that and respond to this question.

MR. MAHMUDOV:  Thank you.  On Staff --


MR. MILLAR:  Mr. Mahmudov, I'm just going to mark that as an undertaking.  It is JT4.6.
UNDERTAKING NO. JT4.6:  EXHIBIT I.4.5-STAFF-171, ATTACHMENT 3, ACCOUNTS 47301 AND 47302, TO EXPLAIN THE NET SALVAGE AMOUNTS.


And just by a quick update, we've had a couple of people drop off in their time, I'm just hearing from Cherida, so you have an extra ten minutes.

MR. MAHMUDOV:  Thank you so much.  I'll try to cover this --


MR. MILLAR:  So until 10:45.

We'll take our break until 10:45, and you have until then.

MR. MAHMUDOV:  Okay.  Yeah.  So Staff 173(c), that's an IR response, same exhibit, in Appendix D we were provided with the calculations on the -- sorry, Appendix C of the depreciation study has a comparison between generation arrangement and ELG parameter calculations for account 47300.

And in response to Staff 173 Concentric provided the depreciation rate calculations under ALG procedure, but we cannot use this response in Staff 173 to compare against the generation arrangement example from the depreciation study, because the account 473 in that example is not broken out between metal and plastic, so we wanted to ask if you could undertake to provide the ALG example for that combined 47300 that we can compare it against the generation arrangement similar to what's provided in Appendix 2 of depreciation study.

MS. NORI:  One moment, please.  This is Amanda Nori.  I don't have my green paper, I'm sorry.  Yes, I'm happy to provide that for you.

MR. MILLAR:  That will be Undertaking JT4.7.
UNDERTAKING NO. JT4.7:  TO PROVIDE THE ALG EXAMPLE FOR THAT COMBINED 47300.

MR. MAHMUDOV:  Thank you.  Continuing on.  In Staff 173(e), part 2 asked for -- right, depreciation study results using the ALG procedure with a whole life technique.

In the response, Concentric said that this could not be provided because the requested version will not put any true-up or accumulated depreciation variances and, as such, will be incomplete, so we wanted to correct there that question and want -- and taking to provide the version of the Concentric depreciation studies table 1 and section 8 using ELG procedure with a whole life technique with remaining lives calculated on the basis of the ELG procedure.

MR. KENNEDY:  This is Larry Kennedy speaking.  I need to you ask that -- did you say you wanted the ELG calculations applied on the remaining life basis using the -- an ALG remaining life procedure?

MR. MAHMUDOV:  ELG, yeah.  ELG procedure with a whole life technique, with the remaining lives calculated on the --


[Reporter appeals.]


MR. MAHMUDOV:  Sorry, yeah, I was just trying to fit within the time.  ELG procedure with the whole life technique with the remaining lives calculated on the basis of the ELG proceeding.

MS. NORI:  This is Amanda Nori.  It will be very, very similar to what was submitted in the depreciation study that was done with ELG remaining life.  So the calculation itself should be very close.

I'm happy to break it out for you, though, if that's what you would like to see.

MR. KENNEDY:  Again, it is Larry Kennedy speaking.  The mechanics of the calculation will be very similar.

In other words, the mechanics within our programs take -- when you do it with any equal life, remaining life, and it will come out to within decimal places of the [audio dropout] difference, so I'm not sure.

It's going to take us some time to prepare that, and whether or not it is -- based on my 40 years of experience, that calculation would be almost identical.

MS. NORI:  Should be within rounding.

MR. MAHMUDOV:  Well, yeah, if it's not difficult to prepare, we would like to have it, just to have that answer complete, because, you know, in the IR response one says this could not be provided, so...

MR. O'LEARY:  Mr. Mahmudov, what I thought I heard was that it is going to take a bit of effort to prepare a calculation and a response and that the anticipated response would actually be within a rounding error of what has been produced.

Is that not satisfactory to you?

MR. MAHMUDOV:  That's fine.  Thank you.

MR. O'LEARY:  Thank you.

MR. MAHMUDOV:  So Exhibit 145 Staff 173(e), there's attachment 1.  There is page 3 of it, page 3 of 3, but it is not labelled and it's not formatted, so I just want to confirm that our understanding is correct on that one.  Yeah, page 3.

So this table -- this is a typical Concentric typical table that shows accumulative depreciation variances using ALG procedure.  That's how our understanding is; is that correct?

MS. NORI:  This is Amanda Nori.  Yes, that's just this table that comes out of our software packages.

We typically strip it out when we are providing responses -- when we are providing the report.

We include it in the IR responses in order to be fully transparent.

MR. MAHMUDOV:  Yes, thank you.  But the remaining life column in this table, that's ALG remaining life then, right, because this was provided in response to the ALG example?

MS. NORI:  I don't know that I'm certain.  I would have to look into it more in depth to be certain.

MR. MAHMUDOV:  Okay, could you just confirm it, like, later on when you check it?

MS. NORI:  Could you make the table a little bit bigger?  I'm having a hard time reading it, I'm sorry.

MR. MAHMUDOV:  This is table 3 of attachment 1, which is about the ALG procedure example.


[Reporter appeals.]


MR. MILLAR:  I believe it's ELG.


MS. NORI:  Which would be the IR response number we said?


MR. MAHMUDOV:  173(e), attachment 1.

MS. NORI:  That should be the ALG if it was coming out of the ALG procedure, yeah.

MR. MAHMUDOV:  Okay, yeah, thank you.  Then we sent some questions in advance.  So just wanted to check if there's if any response to those, because is know that we are close here to the time allocated to us.  Or should I go over those?

MR. O'LEARY:  Mr. Mahmudov, it is Dennis O'Leary of Enbridge Gas.  The understanding when we received the questions was that you would be asking them today as part of the technical conference.  So, you know, please feel that this panel is in a position to respond to them now.

MR. MAHMUDOV:  Okay, so in Staff 173 the questions are here.  So the question number 1 is to explain how they calculated amortization depreciation is used in the section 8 tables.

MS. NORI:  I believe we went over that with Mr. Bowman.  We used that number in order to spread the booked accrual amount, or booked accumulated depreciation amount.

MR. MAHMUDOV:  So the second question there is the reconciliation of the 2024 depreciation expense between the filing and the response to an IR from IGUA-25.

MS. DREVENY:  Danielle Dreveny.  I can speak to this response.  The exhibit in the original evidence, so that would be Exhibit 4, tab 5, schedule 1, attachment 2, the value for the current rates was a high-level calculation that was done by applying the average plant balance to the depreciation rates instead of taking the detailed calculations out of the models that we run.


So the updated evidence from the March 8 update and from the response here represents the actual amount per our models.


And then the difference between the value of the 921.4 million and the updated value of 892.4 million is predominantly due to an update regarding the depreciation for the services.

MR. MAHMUDOV:  In Exhibit 1.4.4-OGVG-6 there is attachment 1 which shows changes to the parameters, depreciation parameters for two accounts and the response states that this -- the results reflect updates and corrections in the application to date.

That's a depreciation parameter change.  So we wanted to understand these corrections and should these now be referenced for these proceeding?  Or does the original study stand, which was not changed in the March 16th update workbook.

MS. NORI:  I'm sorry, I don't think I understood the question.  Could you ask again?


MR. MAHMUDOV:  In OGVG-6, there is attachment 1.  I think it's this one, which was provided with the explanation that the results reflect updates and corrections in the application to date.  And when we look here we see some life changes for some accounts.

So is it this table which is the latest and should be used for this proceeding?

MS. NORI:  No, there shouldn't have been any life changes recommended at all.  I'm not sure why there was in that.

MR. MAHMUDOV:  Okay, so basically this should be more, then, right?

MS. NORI:  I would say from a depreciation standpoint, right.

[Reporter appeals.]


MS. NORI:  That was OGVG-6 question, (inaudible) which (inaudible)


MR. MAHMUDOV:  It is attachment 1 to that, OGVG-6.

MS. NORI:  Which question was that attachment answering?

MR. MAHMUDOV:  Part (b), I think.

MR. BOWMAN:  This is part (b) references attachment 1.

MS. NORI:  That's referencing Staff 173 attachment 1.  Sorry.

MS. DREVENY:  Sorry, can we confer for one moment?

MR. MAHMUDOV:  OGVG attachment 1 and here it says:
"Please see exhibit" -- "Please see attachment 1 for the LG calculation results reflecting updates and corrections in the application to date."

And attachment 1 is in this response.

MR. O'LEARY:  To save some time, perhaps we could give an undertaking to this and we'll take it away and get back to you with the correct figures and what attachment 1 is showing.

MR. MILLAR:  Let's mark that as JT4.8.
UNDERTAKING NO. JT4.8:  TO PROVIDE THE CORRECT FIGURES AND WHAT ATTACHMENT 1 IS SHOWING.


MR. MAHMUDOV:  Staff 168 attachment 1.  The tables there, they have headings cut off so I think you saw those in the questions that were circulated.  So w wanted to understand which scenario is which.

MS. NORI:  This is Ms. Nori.  We're happy to provide updated tables with the headings corrected.

MR. MILLAR:  That's JT4.9.
UNDERTAKING NO. JT4.9:  TO PROVIDE UPDATED TABLES WITH THE HEADINGS CORRECTED FOR STAFF 168 ATTACHMENT 1


MR. MAHMUDOV:  That will also include all of the accounts, right, because we saw in the response some of the accounts were missing and that's in the questions that we sent in advance as well.  Like 47233, 419, stuff like that.

MS. NORI:  Yep, and that will be included.

MR. MAHMUDOV:  So, in Staff 178F and G, so we requested in the questions the regional measures and the graphs, the illustrations.  Those were not included in the response.  Can you undertake to provide those as well.

MS. NORI:  This is Ms. Nori.  Yes.

MR. MILLAR:  JT4.10.
UNDERTAKING NO. JT4.10:  TO SUPPLY REQUESTED MATERIAL FOR STAFF 178F AND G


MR. MAHMUDOV:  Just to confirm, on Staff 178B-C, this was about the account 466.  There were some additional data that Concentric received that were not available at the period of the study and that such was [inaudible].  I think in the discussion this morning with Mr. Bowman you said that you have the new data for some other accounts as well, and you will provide the update, right?

MR. KENNEDY:  It is Mr. Kennedy.  We have -- we've received the data.  We've rerun the calculations.

I can inform that on all of the accounts, with the exception of six, the residual measure was actually better using the included data, and would not have changed our recommendations whatsoever.  In fact, the additional data confirmed our recommendations.

On three accounts we had really minor and residual measures changes at the third and fourth decimal place of the residual measure, so that would fall in the category that even though the residual measure was slightly worse, it's worse to a very insignificant amount, and on the remaining three accounts we had one account that was trending much shorter with the original data.

In other words, we had recommended an average service life of that account of 50 years.

And the included data would have shown up -- indications of a 30-year life.

We view that our 50 was still a reasonable recommendation based on operational (inaudible), et cetera, and we would not recommend at this point in time changing that life from 50 to 30 years, so to leave that rate the same.

And the last one was a very marginal increase in the average service life, and we don't feel that there was a need for that.

Overall, based on my years of experience, I would anticipate that the composite rate that would be derived if we go through and do all the calculations would be somewhere at the second decimal place of the composite rate.

MS. DREVENY:  Danielle Dreveny --


[Reporter appeals]

MR. KENNEDY:  Composite rate.

MS. DREVENY:  Danielle Dreveny.  Just to add to that, we did apply these revised rates to our modelling, and it resulted in a net increase to the depreciation of approximately 3.7 million, which we are not proposing to update as part of the application.

MR. MAHMUDOV:  So the last question is on, in IGUA-26, attachment 1, the first two columns that were for the approved lives for Union and EDI, they do not appear to be the existing life in parameters, so if you could provide the corrected information for those.

MS. NORI:  This is Amanda.  Yes, I'm happy to provide that for you.

MR. MILLAR:  Okay, that's JT4.11.
UNDERTAKING NO. JT4.11:  TO PROVIDE THE CORRECTED INFORMATION FOR THE FIRST TWO COLUMNS IN THE TABLE.

MR. MILLAR:  And Mr. Mahmudov, was that your last question?

MR. MAHMUDOV:  Yes.  Thank you.

MR. MILLAR:  Okay.  Thank you so much.

We will take our morning break and we will come back at 11:07 with Mr. Ladanyi and Energy Probe.  Thank you.
--- Recess taken at 10:53 a.m.
--- Resuming at 11:08 a.m.

MR. MILLAR:  Tom, I will pass it over to you.  You have up to an hour.
Examination by Mr. Ladanyi:


MR. LADANYI:  Thank you, good morning, panel.

A special hello to Mr. Kennedy.  I think I saw you last time about 14 years ago.  Your hair was a little darker at that time.  Mine was too.

MR. KENNEDY:  Yes, that -- other things have changed as well.  My hair was much darker.

MR. LADANYI:  Yes, you will be disappointed.  I have no questions for you at all.  All my questions deal with overhead capitalization, so probably all for Mr. Healey.


I'm the consultant representing Energy Probe, as probably all of you know.  I sent an email out yesterday indicating which interrogatories I would be referring to.  I guess about four or five.  Hopefully you got that and you are ready with those.

A few of us intervenors had a meeting after you filed your interrogatory responses a few weeks ago, and we came to the conclusion that we did not understand how Enbridge proposes to capitalize overhead amounts.

And the intervenor suggested I ask a few simple questions, the answers to which may improve our understanding.

It is possible that the commissioners may also be assisted in their understanding of this issue by your answers to my simple questions.

Let me try a simple example of a pipeline construction project to be built in 2024.  This project will consist of materials, company labour, and construction contractor labour.  Now, will any overhead costs be charged to materials?

MS. DREVENY:  Danielle Dreveny.  The overhead will be applied to the total direct capital that comes from the project, so we're not allocating overheads directly to any particular cost type such as materials.  Rather it applies to the total value of the project.

MR. LADANYI:  See, now I'm totally puzzled, but let's continue on.  This is quite contrary to what I expected.

So will any -- will any overhead costs be charged to construction contractors' labour?

MS. DREVENY:  Danielle Dreveny again.  This is similar to what would happen with materials.  The overheads are allocated to projects based on the total direct capital incurred for those projects.  It's not specific to any project cost type.

MR. LADANYI:  Can you tell me why overhead costs would be charged to materials?  What exactly are these costs that you are capitalizing when you charge overhead cost to materials?  Because you just told me you were charging overhead cost to materials.


MS. DREVENY:  Danielle Dreveny.  Again we are applying overhead cost to the total value of the project.

We receive overheads from a capital perspective as a total amount that is capitalized from O&M, and these are apply to the construction of all capital projects.  So we've not distinguished between, you know, one type of project versus another, nor did we distinguish between the types of costs in a project.  It is just allocated in total across all projects.

MR. LADANYI:  I thought you were using a burden rate, but we'll get to the burden rate in a minute.

So how about company labour?  Are overhead costs charged to company labour?  And I guess your answer is the same, isn't it?  The same percentage?  Is that what you're doing?


MS. DREVENY:  Danielle Dreveny.  In the case of company labour there would be a burden rate, as you mentioned, that would apply and then specifically to the total cost of the project, the overheads would apply.

MR. LADANYI:  So there would become -- okay, double capitalization to company labour.  There will be a burden rates plus an additional overhead allocated to it?


MR. HEALEY:  Colin Healey.  No, I guess you could say -- or another way to look at it is overhead is calculated as one piece which is allocated amongst the projects.  Directed capital, such as materials or contract labour, is directly associated with capital projects.

So we utilize total OM&A.  We apply the four categories that are talked about in evidence to determine what the overhead capitalization would be of O&M cost, and attribute those to the categories that Ms. Dreveny has referenced.  I don't see any double-counting of costs.

MR. LADANYI:  Oh, I didn't mean double-counting.  I mean it's just a lot of overhead.  Let's continue on.

I now must tell you, after listening to your -- hearing your answers, I'm now completely confused so let's continue.  Perhaps by the time I'm finished we'll clear all this up.

Now, company labour consists of employees directly working on the pipeline project, and employees indirectly working on the pipeline project; is that right?

MR. HEALEY:  That's correct.

MR. LADANYI:  So let's assume there is an engineering employee in an engineering department who is working -- a hundred percent of that person's time is on this project.  So would that person's salary be completely capitalized?  I assume it would be; is that right?

MR. HEALEY:  If it is directly attributable to a particular project and allocated as such, yes.

If it is part of a department that is seen as a shared resource, depending on it's a business cost or it's a shared service, then it would be part of the overhead capitalization component and allocated based on that rate.

MR. LADANYI:  Correct, now we're coming to exactly what you said.

How about employees, let's say in the finance department, who might record costs of a project on the company's books?  How would their costs be charged to the pipeline project?


MR. HEALEY:  Finance is a great example that would be covered under a shared service, and of the four categories that support the overhead capitalization.  It would be applied a rate determined as a weighted average, as you see -- I think it's in one of your -- yeah, we utilized the calculation as referenced in Exhibit I.2.4-EP-14.

So we would leverage that mentality or that logic to calculate someone such as a finance cost.

MR. LADANYI:  Thank you, we'll get to that in a minute.  I had a few other preliminary questions but you can leave it on the screen if you like.  We'll get to that in a while, so.

So, back to the finance department employees who are recording costs of the capital project on the company's books.  Now, their compensation costs are charged through the burden rate, are they, to the cost of the engineering department employees; is that right?  Or how do their costs appears in the burden rate?  Can you explain that to me?

MR. HEALEY:  So their costs would be attributable to
-- burden is specific to benefits, incentive payments and pension costs.  Salaries and wages would be separate.

MR. LADANYI:  Right.

MR. HEALEY:  So the burden rate would be the component that would capture costs associated with incentive, pensions and -- incentive, pensions and benefits, and then their salaries would go through the shared service model that is referenced again in EP-14.

MR. LADANYI:  So are indirect overheads then costs of departments such as finance, human resources, law and executive compensation that are charged to capital projects; is that what it is?


MR. HEALEY:  Finance would be an example of a shared service that would leverage the shared service overhead capitalization logic listed here and then calculated and shared amongst the capital projects.

MR. LADANYI:  So coming back to your -- to our employee and engineering department who is working full-time on this project, so that engineering department -- that engineering employee is -- would human resources costs be applied to that employee on top of the salary?

MR. HEALEY:  Again it would be two separate departments.  So if we are talking to the individual's salary, for engineering directly tied to a project then that's considered a directly attributable cost and can be tracked by a project.

Human resources is considered a shared service which would, once again, leverage a logic highlighted in EP-14.

MR. LADANYI:  Yeah, maybe when we go to the -- through the EP-14 you'll explain that to me.

MR. HEALEY:  Certainly.

MR. LADANYI:  So, these departments that you would just discuss, they are in your shared services, you said --
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MR. HEALEY:  My apologies.  I clarified the specific groups of HR and finance.

MR. LADANYI:  But excluding executive compensation and law?

MR. HEALEY:  No law and executive compensation would be included.  I think the references to what makes up shared services I think specifically can be found in 4.4.3 evidence, Exhibit 4.4.3, sorry, which will be spoken to further in panel 6.

MR. LADANYI:  I'm still trying to understand this.

So what -- under your proposed system these indirect costs would be charged to a burden rate applied to the compensation cost of employees, let's say in the engineering department, so what is your proposed burden rate?

MR. HEALEY:  The proposed burden rate is -- I'm going to reference...

MR. LADANYI:  Can I just make it simple?

Is it 41.7 percent?

MR. HEALEY:  Referenced Exhibit 2.4.3 that speaks to burden rates.  My apologies.  I'd have to confirm that number, but I move forward with the conversation using it.

MR. LADANYI:  Very good.  You can accept it subject to subject to check, and if I've got that 41.7 wrong, you can correct it later.

So for example, if the compensation of an employee in the engineering department is $100,000, obviously it must be a senior person, you would actually capitalize 141,700; is that right?  Assuming it's 41 percent, 41.7 percent?

MR. HEALEY:  So, yes, you would have a salary component which would leverage depending on the category that department fell based on business costs or operations costs.

You would apply the capitalization rate or the rate determined in that section to salaries, and then over and above there would be a burdening component, yes, that would include the, once again, the incentives, benefits, and pension, and once again leveraging our understanding for me why that burdening is a leading practice to ensure that all applicable costs associated with staff and employees is considered when calculating an overhead capitalization rate.

MR. LADANYI:  So would the amount of indirect costs that are capitalized depend on the number and compensation of employees directly working on the pipeline project?

MR. HEALEY:  Yes, the fulsome direct calculation where I'll say for operations costs and -- or specifically, which is derived by utilizing historic direct costs to derive the portion that is associated with O&M.  That would be different when you transition into your business costs, which, as you see in evidence, talks to a forward-looking time estimate by director group, so there are different -- it depends on where the individual specifically falls, but it is using a one-rate application to a number of costs.  So your specific example would be captured within that calculation.

MR. LADANYI:  Thank you.  So as I understand it, would a small pipeline project that has five company employees directly working on it have more indirect overheads charged to it than a large pipeline project which has three company employees working on it; is that right?

MR. HEALEY:  I think it comes down to the -- it's not -- your specific question is on employees and indirect overhead, where it is predicated on the cost, the fulsome cost of the project, not specific to the head count of employees.

MR. LADANYI:  Well, I just understood that you said that there is -- it does depend on the burden rate, and the burden rate is applied to employees, isn't it?  And it is also dependent on an overall allocation of indirect overhead.  So it's A plus B, so obviously if part B is a smaller number of employees, wouldn't that be a lower amount of indirect overheads?

MR. HEALEY:  Sorry, I'm just thinking that one through.  Once again -- or actually, can I confer for a second?

MS. NORI:  Yes, yeah, can we confer for a moment?

[Witness panel confers]

MR. HEALEY:  Thank you again for the clarity and the question.

My understanding would be dependent on the individual, so if you had an employee who is directly charging to a project in your example that you had five versus three, and the five employees working on a smaller project that are directly attributable, the burden rate associated with those directly attributable would be applied directly, not to be redundant, and then second, if they were an employee subject to a group that received a higher allocation percentage, such as an engineering group, a hundred percent capitalization, once again, that would be another factor.

I think there are a number of ways that you could look at this, and I think the specifics would matter on what the outcome would be.

MR. LADANYI:  Thank you.  So now we can go have a look at Exhibit I.2.4-Energy Probe, or EP-14, please?  Could we have that on the screen?

In this interrogatory I asked you to file the calculation supporting the single overhead capitalization rate.

And if you turn to the next page, which is attachment 1 -- yes, there it is.  I had expected to see the derivation of 41.7 percent, but I couldn't find it, so could you explain to me what exactly is on that page and how does it work and what are we supposed to conclude after looking at these numbers?

MR. HEALEY:  I think the expectation was to give an example of how the calculation would be performed.

MR. LADANYI:  Could you take us through?  So what is in the box on top?  What is that?

MR. HEALEY:  The box on top is how to derive applying the information below of how a single weighted-average rate would be calculated per shared services.

MR. LADANYI:  And these shared services are what?

MR. HEALEY:  Is the shared service cost that we received from, for example, Enbridge Inc., once again referencing another panel, panel 6 speaking to central function allocations.

MR. LADANYI:  All right, and below that in notes, what do we see there?

MR. HEALEY:  So there's three parts that are going into this weighting.

The first one is led during the operations, indirect gross costs, as labelled there.

What we're trying to find out is based on actual spend, and this is -- came up in, I think, a question this morning from Staff.  This is -- operations costs are derived on historic one-year -- or, sorry, one-year historic actuals as being indicative of the most recent utilized information for forward-looking application.  So what that's saying is --


MR. LADANYI:  A number --


MR. HEALEY:  Go ahead.

MR. LADANYI:  I was just going to say, I am confirming that that says 49.9 percent?

MR. HEALEY:  Correct.

MR. LADANYI:  All right.  Continue, please.

MR. HEALEY:  And then business unit, indirect gross costs is the next section.  Once again, so it would be the four categories:  Operations, business unit costs, shared services, and burden.

The second one, business costs, that is referencing the activity of estimating at director level what the -- what department's costs will be associated with capital projects and O&M.

So utilizing that information in that larger process is translating to a rate of 22 percent.

MR. LADANYI:  And what is the zero at the bottom?

MR. HEALEY:  The zero at the bottom is to highlight costs that are a hundred percent O&M, and the intent of that is to say, in order to calculate an effective weighted average, it is important to determine how much direct costs relate to the fulsome O&M costs or the fulsome cost of the enterprise.

So you will see at the top the weighting is given a weight or a rate of zero percent, but in calculating the weight at the bottom of total cost it is important that that number is factored in to get an accurate weighting of direct costs associated with O&M.

MR. LADANYI:  Where is the 41.7 overall rate?  Where do I -- is it buried somewhere in there?

MR. HEALEY:  No, I don't believe so.

MR. LADANYI:  Is that like an average of these things?  What is 41.7?  It's in your evidence.

MR. HEALEY:  Can you go to the reference of 41.7 percent in the evidence, please?

MR. LADANYI:  I think it's exhibit 2, tab 4, schedule 2, paragraph 29 and that's what my reference to the interrogatory was, page 12.  I don't have it in front of me right now.

MR. HEALEY:  Right.  I don't see a rate reference there.  So I the -- oh, 41.7 that is burden.  So that appears on page 14.

MR. LADANYI:  All right.  So what exactly is this 41.7?  Tell me about that, then.  I guess I misunderstood it.  No wonder intervenors are confused.

MR. HEALEY:  Okay, so once again the four categories, the fourth category that we are referencing here in evidence is the burden -- the burden rate.  So that is, as I said, pension, benefits, and incentive payments so that's LTIP and STIP, short-term incentive program and long-term incentive program.


So this is the HR burden rates that's referenced in exhibit 2.4.3 that speaks in further detail of how burden itself is calculated, but then utilizing the information that HR produces as a result of the information in 2.4.3, finance is able to weight those costs by employee level, by the actual weighting of employees associated with O&M.

So we can actually utilize our workforce budget for the upcoming year to apply those burdens -- sorry, the weightings that you are seeing in the second column of how many people are in each of those categories, to figure out the weight and apply that against the HR burden rate that you see in the first column to calculate a weighted-average.  So that rate is then utilized.

MR. LADANYI:  And it is utilized to do what?  Is it applied to the salary compensation of employees working on the project full-time?  Is that what's being done with this burden rate?

MR. HEALEY:  Correct.  So once again you have directly attributable people, where the burden would be directly attributed, and then you would have indirect burden, if you will, applied to the salaries and wage area in each of the categories.  So, yes.

MR. LADANYI:  I'd like to think about that, so let's move to another area for a minute because I'm concerned I may run out of time -- Actually, before I leave this could I just ask you another question.

So, if I understand it, would your proposed 2024 gas distribution rates be designed to recover from rate-payers that total cost of shared services of 603,478,719, is that what is happening?

MR. HEALEY:  Two clarifying questions.  One, you've referenced EGD.  I assume you're referencing EGI?


MR. LADANYI:  Yeah, EGI, yes, well I'm referencing what you are proposing to do under your new capitalization.

MR. HEALEY:  So the second -- or the number that you reference, where is that coming from?  My apologies.

MR. LADANYI:  It is actually coming from that same table on interrogatory 14, if you look at the box on top, back to Exhibit I.2.4-Energy Probe-14 and you will see that total cost on top in the box is 600 -- that's the number I just quoted.  Is that what you are trying to do?  Are you trying to capitalize that total amount to all of your capital projects?  Does that represent a hundred percent of all your overheads or is this other number?

MR. HEALEY:  No, I would not think that number highlights all costs because you only have two sections there, so you have operations costs and business costs.  And then in addition to that, you'd have the other two sections of the four parts.  You'd have your shared service and your burden.

MR. LADANYI:  So what is the total amount 100 percent of the capitalized overheads?  If it's not 731 million, what is it?  So this is for Enbridge Gas Inc., okay, so we're asking for, not for any of the previous predecessor companies.


MR. HEALEY:  I believe in 2024, if you look at page 17 of 21, of exhibit 2.4.2, behind like the capitalized amount under the harmonized method in 2024.

MR. LADANYI:  And what is the total?

MR. HEALEY:  310.5 million.  I believe that's the number you're looking for.

MR. LADANYI:  How does it relate to the 631 million that we just saw on the interrogatory?

MR. HEALEY:  Once again, I believe it would be unrelated.

MR. LADANYI:  Unrelated?

MR. HIGGIN:  Yes.

MR. LADANYI:  All right.  Let's turn to exhibit I.2.4-Energy Probe-8.  Now, in the preamble I explained that Energy Probe is concerned that there has been double-recovery of indirect overheads through ICM projects.

And your response deals with past years and we'll get to that in a moment, but at first I want to understand how you deal with ICM projects under your proposed cost allocation methodology, and you are proposing to set 2025 base rates by escalating 2024 base rates by the IR formula; is that right?  So these are gas rates we're talking about, gas distribution rates?

MR. HEALEY:  Are you speaking to the overhead capitalization number?

MR. LADANYI:  No, I'm actually speaking to everything.  So everything becomes your revenue requirement.  You calculate your rates then, on that basis for 2024 and under your incentive regulation proposal, you will then -- the rates for the next year will be the 2024 rates times the escalation from the IR formula.  You understand, it's just a basic, simple question.

MR. HEALEY:  I recognize and I follow your question.

Yes, my understanding of what has been submitted and the IRM calculation that is part of phase 2 follows that logic.

MR. LADANYI:  So would your 2025 rates recover that 100 percent of that -- I think it was 310 million that you just mentioned?

MR. HEALEY:  I don't think they would recover 100 percent in the year 2025.

MR. LADANYI:  They will actually recover more than hundred percent due to the escalated.

MR. HEALEY:  Once again, though, I think that's a calculation of the mechanism itself.  I don't know what further to add there.

MR. LADANYI:  Well unless the IR formula would be -- reduces rates, they are going to be at least 310 million, wouldn't they?

MR. HEALEY:  My apologies.  My clarity there is I don't think specifically this 310 is fully recovered within one year that has put into capital in the IR calculation.

MR. LADANYI:  But it is somewhere insides the rates calculation, wouldn't it?

MR. HEALEY:  It would be inside of that calculation, correct.

MR. LADANYI:  If the OEB approves an Enbridge ICM project in 2025, would Enbridge use the same 41.7 percent burden rate?

MR. HEALEY:  So every year the methodology that's been proposed would be updated.  I think that's one of the guiding principles of the new methodology, is to have a transparent and practical logic or methodology that could be updated on a regular basis, in this case annually.  So that rate would be subject to change as a result of the specifics of the program at the time.

MR. LADANYI:  Yes, so it would be a number something similar to that, but you wouldn't expect it to be very different, wouldn't you?

MR. HEALEY:  I wouldn't expect very different but I couldn't speak to it with accuracy.

MR. LADANYI:  Would those costs be capitalized and included in the total costs of ICM projects in 2025, if there are any?

MS. DREVENY:  Danielle Dreveny.  In the event that we did have an ICM project in 2025 it would be allocated in direct overheads based on the methodology that's being proposed.  So that would include burden rates and the O&M direct overheads.

MR. LADANYI:  And would the total --


[Reporter appeals.]


MS. DREVENY:  So the overheads that would be included would be the burdens, the indirect overheads, and in the case of capital projects we also include interest during construction as an overhead.

MR. LADANYI:  So all these costs would be included in the design of the ICM rate rider, which would be charged to rate-payers.

MS. DREVENY:  Danielle Dreveny.  I believe that's correct.

MR. LADANYI:  And in addition to the rate rider, the rate-payers in 2025 would be charged base rates escalated by the IR formula, so the total amount they would pay if we are only looking at base rates plus the ICM rate rider would be the sum of those, would it not?

MS. DREVENY:  Danielle Dreveny.  Yes, so on a forecast basis it would be assumed that the ICM project would receive an allocation of those overheads and the rest would be sitting within the base.

MR. LADANYI:  And it's -- the 2025 base rates would be recovering a hundred percent of shared-services costs as they were calculated in base rates in 2024, and the ICM rate rider would also recover some more of the shared-services costs; would that not be double-recovery of some of the shared-services costs?

MR. HEALEY:  Colin Healey.  Could you repeat that?  Sorry.

MR. LADANYI:  Yeah.  Let me try it again.  And the 2025 base rates would be recovering a hundred percent of shared-services costs, so just the base rates, and then on top of that would be the ICM rate rider, which would recover even more of the shared-services costs, because you told me now that there would be more capitalization of shared-services costs going into the ICM rate rider.

Would that not be double-recovery of some of the shared-services costs?

MR. HEALEY:  Colin Healey again.  I follow your question.

So I think the logic to -- it's important to understand that only the total of overhead is calculated.  We don't increase overhead capitalization as a result of more or less projects, so I can't see a situation where we would double-recover when only allocating 100 percent in all situations.

MR. LADANYI:  Well, you don't actually reduce the base rates if you have an ICM project.

Base rates remain base rates, and they are escalated by an IR formula.  I have looked at your evidence, and I find no suggestion that you would be reducing their base rates, so therefore base rates already are recovering 100 percent, and now on top of that you have the rate rider, which is recovering some more of the shared-services cost.

Unless you plan to reduce base rates, I don't know how you would not be double-recovering.

MR. HEALEY:  So to think about that, base rates would be based on historical, and then the next year would qualify and calculate the result of shared-service costs that are allocated to the business -- or to EGI, and then those costs would apply this logic to them.

So historic -- historic costs that are in the rate would -- once again they would still be in the rate, but then we would only apply new costs that would be allocated by a hundred percent.

So I think trying to look at it that there would be -- that historic has anything to do with the current year of 2025, I'm confused at the assumption that there would be double allocation when only a hundred percent annually of costs would be allocated.

MR. LADANYI:  No, I'm not talking about allocated; I'm talking about recovery, because there is a question of what goes into the actual costs spent in 2025 and what is recovered from rate-payers in rates, and you are absolutely right about, in actual costs you might change your capitalization based on actual costs in 2025, but you are not changing base rates in the -- and this is my point -- so I see no evidence that you are changing base rates, because they might be an ICM project in 2025.

But let me try some more.  Let's move on.  I don't want to debate, because it's not really a hearing.  This is a technical conference.

MR. HEALEY:  I appreciate that.

MR. LADANYI:  Can we go to your answer on -- so we're now looking at -- excuse me -- can we have 1 point -- Exhibit I2.4 Energy Probe 8 on the screen, please.  And we go to page 3, please.  And there you're discussing what goes into the ICM deferral account.

And what the ICM deferral account capture variances between actual costs of shared services and costs of shared services that is recovered in base rates and the ICM rider.

MS. DREVENY:  Danielle Dreveny.  I'm sorry, Mr. Ladanyi, can you repeat the question?

MR. LADANYI:  Yes, would the ICM deferral account capture the variance between actual cost of shared services and the cost of shared services that is recovered in base rates and the ICM required?

MS. DREVENY:  Danielle Dreveny.  What's captured in the ICM deferral account is the difference between what was approved as the total project cost through the ICM rates application and the actual costs incurred for the project, including the direct capital and the allocation of overheads.

MR. LADANYI:  Thank you.  Can we now turn to Exhibit I2.4-EP-16.

Yes.  And in that interrogatory I asked you to explain how ICM projects are treated and how they impact overhead capitalization on rates of non-ICM projects in the same year.

Are some of the indirect overhead costs that would have been allocated to non-ICM projects be allocated to a project that is incremental to the budget and may obtain ICM approval?

And in your response in the last paragraph you said in the last paragraph that indirect overheads are allocated equally across all eligible regulated projects, including both ICM and non-ICM projects, and ICM projects would be allocated indirect overheads that would otherwise be allocated to non-ICM projects?

And so as I understand it, the base rates are recovering 100 percent of indirect overhead costs that are allocated to non-ICM projects, then some of these indirect overhead costs are then allocated to ICM projects and capitalized to recover in the ICM rate rider; is that right?

MR. HEALEY:  To clarify, once again I'll reference, it is only 100 percent of the allocation that can and is allocated, and that would be split amongst the portion of projects, both ICM and non-ICM, so it is not clarified -- what I believe I heard is that it is fully allocated to non-ICM and then there's more allocated to ICM projects.

I don't believe that could be the case.  It is once again 100 percent allocated.

MR. LADANYI:  That would be in the actuals.

That would not be in what the rate-payers are actually paying in rates.  And that was my point.  And I think you see it here again.

So -- ah.  It definitely looks to me that you're recovering more than 100 percent of indirect overheads.

We can have a debate in the hearing if this ever goes to a hearing.

MS. DREVENY:  Sorry, Mr. Ladanyi, Danielle Dreveny.  Perhaps I can provide some clarity as to the process when we complete the applications for the rates proceedings, so it -- the materiality threshold would dictate what should be included in your base rates, and to the extent that we exceed that, then we have an ICM project.

From an overhead perspective, it is one total pool of overheads, so when we're talking about what applies to the base, that would be the direct capital and the percentage of overheads that apply to that direct capital.

Then what gets included from the ICM perspective is the value of that ICM project plus the overheads that apply to that ICM project.

So the overheads are, in total, are split between those buckets, one being, you know, distinguished as our base and what can be supported under the materiality threshold, and the other being the ICM eligible project.

MR. LADANYI:  Thank you.  We might have to continue this in the hearing.  I don't want to run out of time so I want to move on to some -- another area.

Can we turn to exhibit I.2.4-EP-19 please.

Okay that, and that interrogatory asks you to provide more detail behind quantities that are quantity shown for shared services cost in line 3 of table 3 of exhibit 2, tab 4, page 17.  You don't have to turn to it.

By showing the amounts for each of the departments or groups included in the shared services costs, including the number of FTEs whose costs are included in each of these departments, and your answer I provided at table 1 which is on the next page.  And you state that FTEs numbers are not shown in the table, and you indicate in your response that they are not available.

Why are they not available?

MR. HEALEY:  They're not available -- my apologies -- Colin Healey.  They are not available as shared services are seen as charge or allocation.  It's not a number that is definitively available or tracked to be available to support each of these departments.


So it's not that they are directly attributable numbers associated with each of those categories specific to help the utility; because of their nature they are a shared service.

MR. LADANYI:  So in the first column identified as particulars is a list of departments or functions, or activities or services.  What are those?  What are they, departments?  What are they?


MR. HEALEY:  You can reference them as departments or services.

MR. LADANYI:  All right.  And they are provided by Enbridge Inc. corporate head office to Enbridge Gas Inc; is that right?

MR. HEALEY:  That is how the allocation is derived.

MR. LADANYI:  So the first item is aviation, and I see there is no cost being charged to Enbridge Gas Inc. by -- no aviation costs and assume that Enbridge Inc. has some aircraft.

And I don't expect you to answer too much, but does that mean that if for example Enbridge Gas Inc. employees travel on Enbridge Inc. aircraft, Enbridge Gas distribution is not being charged anything; is that right?


MR. HEALEY:  I do have a response, but I think I would defer that to panel 6.


MR. O'LEARY:  Yes.  Mr. Ladanyi, it is Dennis O'Leary.  Panel 6 will include people that will be able to speak to the central function allocation and, in particular, the services that are identified in this table.

MR. LADANYI:  Let me try a couple of more questions on it and then I'm going to be finished.

Now, if you go down to line 8, "Information technology."

MR. HEALEY:  Yes, sir.

MR. LADANYI:  That's the largest amount.

MR. HEALEY:  Yes.

MR. LADANYI:  And it is increasing from 28.7 million using the historical method to 32.6 million.

And the percent allocation, so capitalization rates, are you allowed to discuss the capitalization rate or not?

MR. HEALEY:  Once again, I think the capitalization rate would be irregardless of the department here, so I don't think there is a need to speak to information technology as it's the same rate across the board.

MR. LADANYI:  So, the increase in the cost being charged to Enbridge Gas, Enbridge Gas distribution is not related to any increase in services that Enbridge Gas distribution may be getting from Enbridge Inc.; it is actually related to the change in the percentage; is that right?

MR. HEALEY:  The overhead capitalization methodology would not speak to the service itself.

It would speak to just -- what is capitalizable in nature, based on the method that's been presented.

I think, once again, the services specifically I would reference to panel 6.

MR. LADANYI:  Tell us why the capitalization methodologies increase the rate from 20.5 percent to 23.4 percent.


MR. HEALEY:  Oh, that would be -- that would be the result of the calculation in the specific year of applying the methodology that's laid out in evidence in exhibit 2.4.2 in comparison to the combined historic methodology that Union Gas and Enbridge Gas Distribution would have followed.

MR. LADANYI:  As I see it under your proposed method, nothing has changed except the methodology.  Everything else remains the same and now more costs are being charged.  Is that what we should conclude from this?

MR. HEALEY:  I think it is hard to say that nothing has changed.  The methodology, I think, is fundamental in deriving the change.

MR. LADANYI:  These are possibly -- this possibly might be a question for another panel, but as I see it these functions and departments that are listed here, their total cost is, let's say an amount which is not shown here, so that's the size of -- let's call it a pizza and the methodology -- and the capitalization rate is only the slices of the pizza.

So we are now being told that as we are in with a new methodology, Enbridge Gas Distribution gets a larger slice but the actual pizza might have become larger.  It might have gone from a medium-sized pizza, let's say, to a large-size pizza, but we can't tell this from looking at this evidence, can we?

MR. HEALEY:  It is an important observation because I think one, to your point, you would have to reference to Exhibit 4.4.2 and 4.4.3 to receive the increase or decrease in allocations through the central functions methodology that's been proposed.  But there are many different factors when comparing historical logic to the proposed methodology that would derive this outcome.

I don't think the pizza reference would -- I think it's a little bit too simplified to explain the ins and outs of what you're seeing here.

MR. LADANYI:  It actually is a slicing methodology.  It is a slicing of costs of Enbridge Inc. and Enbridge Gas Distribution gets a bigger slice under the new methodology than the old methodology.  Isn't that the bottom line?

MR. HEALEY:  I can reference that this number is larger, yes.

MR. LADANYI:  Okay, these are all my questions, Mr. Millar.  I hope that I am not over my time.  Thank you panel.

MR. MILLAR:  Thank you, Mr. Ladanyi, you are in fact slightly under time.  Thank you for that.  I have next, Mr. Mondrow from IGUA.

MR. MONDROW:  Good morning.  I'm jus waiting for my image to come on the screen.


MR. MILLAR:  Just for your planning we are looking to break at 12:30, 12:35.  If you could find an appropriate time in there.
Examination by Mr. Mondrow:


MR. MONDROW:  I will do my best.  Good morning, witnesses.  Ian Mondrow for the Industrial Gas Users Association.  I provided a compendium on Friday, I believe it was, and the -- and so Angela, I hope you have that.  --it's on the screen, yes, I see that, thank you.


So just to be clear for the record, all of the items in this compendium are already on record.

I don't propose to give this compendium an exhibit number unless someone particularly wants one.  I will refer to the individual exhibits.

I put this together just for ease of leafing through rather than flipping back and forth, to get the stuff on the screen.  So I'll proceed on that basis.

I will try to make sure to refer to the original evidence notation each time.

Let's start -- and the page numbers in the compendium are numbered at the top, you will see, so if we go to page numbered 1 at the top that's how I'll move through this.

This is the March 8th, 2023 letter that Enbridge sent to the board to transmit its evidence update and if we can go to the second page of that letter which is also at page 2 of the compendium, to take 2.


In the first row there was an depreciation error that was corrected in the updated evidence.  You will see in the corrections update column there is a reference to the -- it's kind of two-thirds down the box or the row in that column -- it says the 2024 test year forecast depreciation expense is overstated by $28.3 million.


It is my understanding, maybe Mr. Kennedy or Ms. Nori, that the driver for that $28.3 million overstatement or reduction, I guess, in the updated evidence is the recognition that the original data assumed all the Enbridge Gas Distribution mains were metal and, in fact, you've now corrected your study to take account of those EGD mains that are plastic rather than metal; is that right?

MS. DREVENY:  Danielle Dreveny.  Actually, this is not related to the distribution main, so this is a correction purely by EGI.  It's not impacted by anything with Concentric in how we captured the cost for plastic services in our depreciation model.

So as it states, everything in the model is captured as a metal service instead of being allocated between the metal and plastic services, but this update did not result in any changes to the depreciation study.  It was purely an EGI calculation in our models.

MR. MONDROW:  Okay.  Sorry.  So it resulted in an update to the depreciation provision; that's a better way to state it.

MS. DREVENY:  That is correct.

MR. MONDROW:  Thank you.  Okay.  And the revenue requirement of that adjustment, we see in the third column, is a reduction of $37.7 million?

MS. DREVENY:  Correct.

MR. MONDROW:  And that's the 2024 test-year revenue requirement.

So how do you get from the -- what are the factors or the components of moving from the reduction in depreciation provision of $28.3 million to the revenue requirement impact of $37.7 million; what else is in the 37.7 million?

MS. DREVENY:  Danielle Dreveny.  I think I would need to defer that to another panel.

I am not doing the calculations for the revenue requirement myself.

MR. MONDROW:  So what panel would that be, Mr. O'Leary?

MR. O'LEARY:  We are just sorting that out.

MR. MONDROW:  Okay.

MR. O'LEARY:  Why don't we get back to you on that one.  If it's an undertaking we can just send you an e-mail or sent the group an e-mail.

MR. MONDROW:  Yeah, that's fine.  Thanks.

All right.  So let's then go to -- thank you, Ms. -- Dreveny?  Is that Dreveny?  I'm trying to pronounce it the way you do.  Dreveny.

MS. DREVENY:  Close enough.  Thank you.

MR. MONDROW:  Okay.  No problem.  Thank you.

So let's then go to -- page 5 of the compendium contains Exhibit 4, tab 5, Schedule 1, attachment 2 from the evidence, and this is the updated evidence.

So I'm going to try to stick with the -- I included the original table from the original filing as well in my compendium, and I think we may have a few comments back and forth on that.  But let's try to stick with the updated version.  And I want to go to page 8 of the updated version, please, which is page 12 of the compendium.  And I want to go slowly here, because I'm a lawyer, not an accountant, for a reason, so I'm going to go really slow.  I'm aware of my time allotment and I'll just take my lumps on that.

But if we look at -- I just want to understand this table.  So if I look at column (d), that presents the 2024 depreciation expense calculated using the current depreciation policy.  Is that correct?

MS. DREVENY:  Danielle Dreveny; that is correct.

MR. MONDROW:  Okay.  And then column (e) presents the 2024 depreciation expense calculated using the proposed depreciation methodology.

MS. DREVENY:  Correct.

MR. MONDROW:  Okay, and column F is supposed to capture the difference between the current methodology -- sorry, the difference in the depreciation expense for 2024 that arises from moving from the current methodology to the proposed methodology.  Is that the right way to read this?

MS. DREVENY:  Correct.

MR. MONDROW:  Okay, good.  And so the impact of moving from the current depreciation methodology to the proposed depreciation methodology in terms of depreciation expense in 2024 is $120.7 million increase in depreciation expense; is that correct?

MS. DREVENY:  That's correct.

MR. MONDROW:  Okay.  And we've just noted in the context of another number, that's not the revenue-requirement impact.  That is the depreciation expense impact in 2024.

MS. DREVENY:  Correct.

MR. MONDROW:  Okay.  And Mr. O'Leary, you'll get back to the group on where we can -- well, let me just -- maybe we'll do it this way, Mr. O'Leary, if you wouldn't mind.

I'd like to know if there is a place in the evidence where that revenue-requirement impact is provided?

MR. O'LEARY:  We can get back to you on that.

MR. MONDROW:  I'm sorry, is that the -- is that the covering letter, the 37 point whatever it was, $7 million, or is that a different figure; does anyone know that?

MR. O'LEARY:  We're guessing at this particular one.  We think it would be panel 6 that would speak to this.

MS. DREVENY:  Mr. O'Leary, if I may, I believe there is and undertaking where we reconciled the difference between the revenue requirement and the depreciation expense.  Maybe we can find that on a break and provide that reference.

I think that would answer the question between the difference in the revenue requirement and the depreciation expense.

MR. MONDROW:  So let's do it this way, if you wouldn't mind, Ms. Dreveny.  I appreciate that, but maybe we can give an undertaking, and then maybe you just answer it on the record just so we don't lose track if that's okay.

So Mr. Millar, the undertaking would be to provide the revenue-requirement impact associated with the increase of $120.7 million in 2024 depreciation expense.

MR. MILLAR:  That undertaking is JT4.12.
UNDERTAKING NO. JT4.12:  TO PROVIDE THE REVENUE-REQUIREMENT IMPACT ASSOCIATED WITH THE INCREASE OF $120.7 MILLION IN 2024 DEPRECIATION EXPENSE.

MR. MONDROW:  And if that's an easy reference [audio dropout] interrogatory response around [audio dropout] evidence, that's great.  Thank you.

So all three of these columns that we've looked at, (d), (e), and (f), would have been impacted by the correction noted in the March 8th letter to segregate plastic mains from the total [audio dropout] total bucket of EGD mains, correct?

MS. DREVENY:  Danielle Dreveny.  That is not correct.

The only column that would be impacted by that -- or, sorry, columns would be E and F.

There is no change to the provision current rate scenario, as under the current rates both the plastic and metal services have the same depreciation rate.

MR. MONDROW:  Ah, okay.  All right.  Thank you for that clarification.

So let's go to page 20 of the compendium.

This is the original Exhibit 4, tab 5, Schedule 1, attachment 2, page 8 of the original filing, so the date is October 31st, 2022 when that was filed.

And there, Ms. Dreveny, we see in column F the change in the depreciation provision for 2024 in moving from the current rate to the proposed -- sorry, the current depreciation policy to the proposed depreciation policy, the depreciation provision impact is to increase depreciation by 168.9 million.

And that compares to the 120.7 million we saw in the updated schedule; is that correct?

MS. DREVENY:  That is correct.

MR. MONDROW:  Okay.  And so the difference I calculated -- well, my calculator calculated -- is 48.2 million.

That is, the updated filing reduces the depreciation expense in 2024 by 48.2 million.

Do you accept that subject to check?

MS. DREVENY:  Sorry, are we referencing the provision under the current rate?

MR. MONDROW:  No, we're referencing the --


MS. DREVENY:  Oh, sorry.

MR. MONDROW:  -- change in revenue requirement associated with the change in depreciation policy.

The original filing said that change -- this is the original filing -- says the change is $168.9 million increase, the updated figure is $120.7 million, and the difference between those two figures is $48.2 million, a reduction in the depreciation provision relative to the original erroneous filing, correct?

MS. DREVENY:  Yes, thank you for clarifying; that's correct.

MR. MONDROW:  Yeah, no problem.  And the covering letter that was used that we looked at a minute ago said that the change to recognize -- and you're advising us -- under the new depreciation model, the change to recognize the fact that there are EGD mains that are plastic and they have a different depreciation rate, equates to a revenue requirement of $37.7 million.

And so the difference between the change we observe, the 48.2 million and the change in the covering letter, the $37.7 million is just under $20 million.


And so I'm assuming there is $20 million of depreciation expense reduction for 2024 that is associated with something other the recognition of the plastic mains component for EGD; is that a same safe assumption?


MS. DREVENY:  Danielle Dreveny.  No.

If I could attempt to clarify.  In this original schedule where we showed the provision at 752.5 million, this was a calculation done for purposes of presentation here.

You can see that D equals X time B -- or sorry, A times B.  I'm reading the X incorrectly.

This was only for presentation purposes.  This is not the provision current rate that flowed into the original revenue requirement calculations that were presented.


So I would say that the amount shown here is not equivalent to the amount that would have been included in that revenue requirement calculation.  This is basically only for presentations purposes, here.

In recognizing that this would cause confusion, that is why this was updated to the amount we saw earlier so that we can tie out what is show from a deficiency purpose or perspective.

MR. MONDROW:  If we assume that the 37.7 million-dollar revenue requirement in the transmittal letter is correct, the additional $10 million that we see in the updated schedule versus the original schedule is the result of moving from what you're calling a representative presentation to an actual calculation based on what the 2024 depreciation expense would be, using the current methodology?


MS. DREVENY:  No, I'm saying that what would have been included in terms of the application for the original revenue requirement is not tied to this 752.5 that is shown on this table.  This was an incorrect presentation of what the provision current rate was.

MR. MONDROW:  Where would we find the details for the provision current rate in the evidence, if not in this table?


MS. DREVENY:  The correct amount is what's known that March 8 update.

MR. MONDROW:  Okay, so the 20-million-dollar difference is moving from a representative amount to a correct amount; correct?

MS. DREVENY:  Yes.

MR. MONDROW:  Thank you.  I thought that's what I said but I may not have.

MS. DREVENY:  It is a lot of numbers.

MR. MONDROW:  We're on the same page.  That's what's important.

MS. DREVENY:  Yes.

MR. MONDROW:  Thank you.  So we can ignore the original table because it's not accurate?


MS. DREVENY:  I would agree with that, yes.

MR. MONDROW:  Right, and that explains something else. So if we go back to the updated table which I included first in the compendium.  It concludes on page 12 of the compendium, but it goes back eight pages.

I actually noticed that almost every line in this table has a (u) beside it, so I basically went -- you basically created a new table that provides actuals rather than representative numbers, and that is why we see everything in this new table is updated?


MS. DREVENY:  Correct.

MR. MONDROW:  Let's go -- let's stick generally with the updated table.

Let's go to page 7 of attachment 2 to Exhibit 4, tab (inaudible), schedule 1.  That's page 11 of the compendium and I look at line 116.  And I think -- maybe this is you Ms. Dreveny -- I'm going to ask you to do a little math for me.  I did it three times.  I think I'm right but I'm going to ask you to check it for me.

So if I -- I just want to understand how this table works.  So if I take -- I'm looking at line 116 which is account 491.02, software developed intangibles.  And for many of these -- not all of them, many of them at least the legacy accounts you have a row for EGD and a row for Union, and they have obviously separate plant average balances predating the merger.

And we see those in line -- in column B.  So let me just stop there.  I'm correct on that so far?

MS. DREVENY:  Correct.

MR. MONDROW:  Okay.  So just looking at the EGD row, which is 116 on this table, we see a plant average balance of $60.2 million and that's now an accurate number, correct?

MS. DREVENY:  Correct.

MR. MONDROW:  Okay.  And this is for 2024?

MS. DREVENY:  Yes, that is correct.

MR. MONDROW:  Okay, and we see a current rate which would be a current rate of depreciation, correct?

MS. DREVENY:  That is correct.

MR. MONDROW:  Of 21.42 percent?

MS. DREVENY:  Yes.

MR. MONDROW:  And I should be able to take the $ 64.2 million and multiply that by 21.2 percent and I should get the number that is in column D, provision current rate which says $28 million, right?

MS. DREVENY:  Incorrect.  Sorry.  This is, again, a simplified view of the average plant balances, but the actual provisions that are calculated here are coming out of our actual models, which are too complex to be able to show for a presentation purposes here.

So you would be unable to do the math based on the inputs in columns A, B or C and get to the values that you are seeing in either column D or column B.  You would have to revert back to our models.

MR. MONDROW:  When you say "our models" these have nothing to do with Concentric's work?  These are all EGI models?


MS. DREVENY:  That's correct.

MR. MONDROW:  What is the point of the table?  What do I get from looking at 60.2 million times 21.24 percent?

MS. DREVENY:  It's a simplified view of the average balances to show overall what the rate differences are and how that applies to the provision.

MR. MONDROW:  So the provision current rate for that line 116 is $28 million and you are telling me that's the right provision under the current rate?

MS. DREVENY:  Yes, as calculated by the model.

MR. MONDROW:  If I calculated it, it would be $12.8 million which is a big difference.  It's like a 25 million-dollar difference -- no, not that much.  $15 million difference, give or take.


If I follow the calculations I had suggested originally, I get the $12.8 million and that's a significant difference from the $28 million in this -- on this row in this column, so that they -- the percentages and the average plant balance don't really give me any useful information.  I should just focus on your column D and take your word for it that the number is correct.  Right?  I can't validate any of those numbers?

MS. DREVENY:  I agree with you that you can't validate based on this schedule.  So in terms of the models, I believe we did provide these as part of one of the IGUA undertakings.

MR. MONDROW:  Okay, we had trouble validating any of this, so that's why I'm asking.  But we will go back and look.


Let me ask you this question.  The figure on row 116 in column 2, $28 million, you are telling me that's the correct figure for the depreciation provision using the current depreciation policy.  Right?

MS. DREVENY:  Calculated with IR models, yes, that's correct.

MR. MONDROW:  Okay, and then the 6.5 is the correct model -- is the correct number calculated by your models using the proposed depreciation policy?


MS. DREVENY:  Correct.

MR. MONDROW:  Okay, and that's how I get the 21.5 reduction in depreciation expense for that category of assets moving from the current policy to the proposed policy?

MS. DREVENY:  Yes.

MR. MONDROW:  So those numbers at least should reconcile.  If I take column D and I minus column E, I should get column F?


MS. DREVENY:  Yes, absolutely.

MR. MONDROW:  And the rest of it I can essentially ignore.

It gives me the proposed rates, I suppose, but other than that.  Well it gives me the original rate so I can see how much you're proposing to change those depreciation rates if I look at columns B and columns C?

MS. DREVENY:  Yes.

MR. MONDROW:  And that change, the updated depreciation rates, the updated depreciation rates in column C that is provide -- those numbers result from the Concentric work; is that right, Mr. Kennedy?

MS. NORI:  This is Ms. Nori.  Yes, that 10.04 comes right out of the depreciation setting.

MR. MONDROW:  Okay.

MR. MONDROW:  All right.  I think -- I think that's all I can do with this table.  I understand it better now.  I spent way too much time doing math.

It would have been very helpful if Enbridge had indicated that that original table was actually not accurate, but be that as it may, this is the point of the technical conference, I suppose.

That's just a rhetorical statement for the record, for what it's worth, probably never to be referred to again, so I don't really need you to acknowledge anything, Ms. Dreveny.  It's not your fault personally, I'm sure.

Let me just ask you, then.  And maybe I asked you this already, but is there -- let me see if this is worth asking you about.

Okay.  Why don't we leave that for a minute.  Thanks.

If we could go to page 21 of the compendium, please, Angela.  I appreciate that.

And so this is an interrogatory response.  It is Exhibit I tab 4, Schedule -- sorry, Exhibit I.4.5-IGUA-9.

In part (a) we asked for an explanation of the amortization periods for each of the listed accounts.

This is part (a), and in response to part (a), if we go to the next page, page 2 of the interrogatory response, we are referred to a peer-review used by Concentric, completing the depreciation study.

And then we are told that the amortization periods in the chart lists that are recommended in the -- it should be "as recommended in the study", I think, are based on the experience of Concentric, a review of Enbridge Gas policy regarding replacement of the assets within these accounts, and industry trends.

So Ms. Nori, Mr. Kennedy, did you do a separate analysis for each of these accounts that are listed in the table on the first page of the response?

MS. NORI:  We reviewed the peer review for each of these accounts, as well as having debt conversations with EGI operations and management.

MR. MONDROW:  Okay.  So could you provide an answer to our question in response A for each of the lines in this table?  Could you undertake to provide an explanation of what factors led to the recommended amortization period in years, what your judgments were?  We're trying to trace how you did this, so it would be good for us to understand this sample at least of how you applied your judgment.

[Witness panel confers]

MR. KENNEDY:  Larry Kennedy.  Yes, we can.  Generally it's going to be the same story for most of them.

It was a combination of our experience with other utilities and with regard to these similar type of accounts to the comments we received in the operational interviews for these assets for -- and then, like I say, the industry averages that we've seen in our peer review, but we can go through account by account, but it is going to be really cut-and-paste and the same answer for most of them.

MR. MONDROW:  Well, but Mr. Kennedy, you have different numbers on these rows, and so I'm assuming that wherever you start and wherever you finish, you say, well, according to this source the number would be X, but we talked to Enbridge and we changed it to Y because of these factors, and then we exercised some judgment and we moved Y up to Y plus .2 or whatever, so just, you know, if you are going to just give me that same -- that same text that you provided in response to part (a) but you are going to set it out however many rows there on this table, eight times, that is not going to be terribly helpful for me to understand how you actually applied your judgment, and that's what I'm trying to do, is understand how you applied your judgment.

So could you maybe be a little more descriptive at least for this sample?  I mean, I'm not asking for your whole study; I'm just asking for some examples here.  Could you do that?

MR. KENNEDY:  Yeah, we'll see what we can find in addition to that.  We don't do a specific weighting, and I think that's ultimately what you might be trying to get to, where we don't say when we give a 22 percent rating to the peer analysis and a 40 percent rating to the operational interviews.  We don't do that, and that's why it is very difficult to do this piece-by-piece build, because it's really -- in these accounts it's really a professional judgment style of it, of recommendation.  But we will -- we will undertake to go through them and see what we can try to explain that, at least in some of the accounts, where they are quite different.

For example -- and I'm just going to use office furniture and equipment.  That's a number, that 15 years is what we use pretty uniformly across a lot of the industry across Canada and the U.S.  Office furniture just tends to have a life of that.

So we can maybe say that and maybe be a bit more specific for things like the rental NGV, or the natural gas appliances.  I mean, that is kind of something that's more specific to Enbridge, and we can maybe identify that in the response -- (overspeaking) --


I'm just trying to set the expectation that we are not going to have pages of description and some type of weighting, but we can tell you what we thought about.

MR. O'LEARY:  Sorry to interrupt -- sorry to interrupt, Mr. Mondrow.  It is Dennis O'Leary.

I'm just trying to get a handle on the extent of what you're requesting here, because obviously, to go back and to look at every line in the actual depreciation study and to indicate in writing the process that was followed, the extent of professional judgment that was exercised, it would be a huge undertaking.

Are there any specific accounts and lines that we could limit the response to?

MR. MONDROW:  Just a second, Mr. O'Leary, I'm just counting something.  Give me a minute.

So there are 13 rows on this table.  Mr. Kennedy, could you provide a narrative, much like the one you just gave me, generically for each of those 13 rows?

Directionally.  I'm not asking -- you are telling me there won't be precise figures, which is great, because I'm not very good with precise figures, but you would be able to explain what you considered and what you considered to be more representative in a particular situation and why that is, and if you did that for each of these 13 rows, would that be an onerous undertaking?

MR. KENNEDY:  Part of the problem, sir, is more the fact that we have to go back -- we have to go back to a few things.

We did the operational interviews approximately a year ago, maybe in excess of a year ago, and as another intervenor noted, my hair is a lot more white now than it was a while ago, so it just is a lot of -- we have to go back and dig through a lot of material specifically.  We can do it.

I probably would think it is probably going to take, quite frankly, one of our analysts a day or so to fulfill that undertaking, if not slightly more, so it is a lot of work, but we can do it.

MR. MONDROW:  So let me ask you this, then, in deference to Mr. O'Leary.

This is Enbridge's case, and the onus is on Enbridge and through Enbridge you, to demonstrate to the hearing panel that the depreciation expense that you propose to recover from my client and others' customers is the right amount of money.  And so why don't you take this away and maybe provide us with the explanation that you think discharges that onus, rather than, well, we looked at a study and we listened to Enbridge and we picked a number.

So, you know, it's in your hands.  You can try to persuade me that there is some method to this judgment, and that would be helpful for me and I suggest would be helpful for the hearing panel, so I'll leave that for you.

If we could have a number for that, please, Mr. Millar.

MR. MILLAR:  Yes, we'll mark it as JT4.13.  And there was a lot of discussion about this.  I wonder if Mr. Mondrow's summation that he just finished might be the best description for the undertaking.

I look you to you, Mr. O'Leary, if you have a concern with that.

Obviously the transcript is where the true reflection of the undertaking will be, but just for the purposes of marking it on the record.

MR. O'LEARY:  Well, I mean, obviously today is the time to ask specific questions about the places where professional judgment was exercised, and it is our relevant accounts that are of interest to your members of IGUA, then I'd encourage you to ask them, but we will make best efforts to come back with -- and I would assume it would be material changes that were made as a result of the inquiries and discussions that went on in terms of determining the appropriate amortization or other aspects that are relevant to your question.

MR. MONDROW:  Do with it as you will, Mr. O'Leary.  Thank you very much.

MR. MILLAR:  JT4.13.
UNDERTAKING NO. JT4.13:  TO DEMONSTRATE TO THE HEARING PANEL THAT THE DEPRECIATION EXPENSE THAT YOU PROPOSE TO RECOVER FROM MY CLIENT AND OTHERS' CUSTOMERS IS THE RIGHT AMOUNT OF MONEY.

MR. MONDROW:  Thank you.  Can we go to --


[Reporter appeals]

MR. MILLAR:  JT4.13.

MR. MONDROW:  Thank you.  If we go to page 24 of the compendium, please.  So this is interrogatory response.  It's Exhibit No. I.4.5-IGUA-12.  And I'm just going to -- let's just look at the preamble:
"Concentric provides an example in a table", and there is evidence reference above, "comparing the ELG and ALG procedure and concludes."

This is a quote from the evidence.

"First using the ALG procedure, after the first five years no depreciation has been collected for the asset remaining in service.  Essentially, the concept of depreciation expense matching the assets providing service is not met."

Then we asked you in part (a):
"Please confirm the example may not properly reflect the results of a mass property account where a significant portion of a vintage of assets are retired at or after the average service life, and over a relatively short period of time."

In response to (a) you confirmed that.  You put out, Mr. Kennedy, I think, or Mr. Nori, you offered the word "confirmed", so thank you for that.

And the question went on, though.  It said:
"For example, if 95 percent of the vintage of assets that are retired at approximately year 50 does Concentric agree that the difference under ELG and  ALG would be less significant?  If not, confirm , please explain

I don't think you answered that part of our question, so could you, please?

MR. KENNEDY:  It's Mr. Kennedy.  I'm just trying to figure out the part that you didn't consider what that we answer.  I thought that the word "confirmed "in the answer would have confirmed the question, but if there is something that you are confused about in that, I am willing to answer an additional question to that.

MR. MONDROW:  I'm sorry, I misspoke myself.  It's not a trick, Mr. Kennedy.  I think it is probably easy.


But if we look at part (a) of the answer, which is on the next page, page 2 of 3 of the interrogatory response, it says:
"Concentric agrees that the example provided" --this is referring to the example in the evidence, I assume -- "in the depreciation report is a simplified example used to explain the concept of average life group versus equal life group."

So you confirmed it's a simplified example.  You said, "For the impacts of the ALG on the Enbridge Gas depreciation study, please see response to", and it refers us to Staff 173 part (e).

We have looked at that already this morning.

But I didn't see an answer to our example, which is if 95 percent of the vintage of assets are retired at approximately year 50, does Concentric agree that the difference under the ELG and ALG would be less significant?


Do you agree with that or not?

MR. KENNEDY:  Well, the hypothetical that is posed in this question is completely different than the evidence, and that is maybe --

MR. MONDROW:  I know that.  That is not, sorry, Mr. Kennedy, that is not what I asked you.  I just asked you, we asked you in the interrogatory do you agree with what we stated there or not, regardless of what is in the evidence?  Do you agree with that or not?

MR. O'LEARY:  Angela, could you scroll up to the question again, please.

MR. KENNEDY:  So, Mr. Mondrow, I think the hypothetical completely changes the example we provided.

If in fact you had a group of assets and 95 percent of the assets are a five-year asset and five percent of the assets are a ten-year asset, you'd get a very different answer.

So we wouldn't be depreciating half of the investment over five years and half of the investment over the longer period in this hypothetical.  We'd be developing a rate that was 95 percent over the first five years, I think is what your example asked for, over -- and 50 years.  Yes, you've got a very different answer there.

You -- we are looking at, in this case, a -- well, first off, again have to question why we'd have 95 percent of the assets at year 50 and five percent at year five, A, in the same group, but we would definitely have a life estimate that would be much more like a 50-year life estimate than a 5- or a ten-year life estimate.

In other words, the premise of this question is saying if almost all the assets in a group retired at the same time, you get a different average service life and obviously a very different depreciation rate, irregardless of the procedure you use than you do when you equally distribute a five and a 15 year asset to ten years.

So, yes, I would agree with the assumption that -- this example provides a very different circumstance that would give an answer.

Now, under ELG and ALG, with the fact if you had a that distribution of assets you are probably using something like an S5 curve or R5 curve, and that changes the whole mechanics of everything.  The difference would be less.

The fact is -- ad there is not a lot of accounts that 95 percent of the assets retire at about the average service life, I guess, is the easy answer.

MR. MONDROW:  Okay, well -- (overspeaking) --


MR. KENNEDY:  It's an unrealistic hypothetical.  That I'm what I'm trying to get at.

MR. MONDROW:  But the easy answer is the one that I think, if I take some of the words you gave me, which is, assuming this completely unrealistic scenario, the ALG and ELG difference would be less significant; right?


MR. KENNEDY:  Less significant.  I can't envision a time I've ever done an analysis like that so I'm -- yes, there would be less significant in that very unrealistic hypothetical scenario.

MR. MONDROW:  Wonderful thank you.

Mr. Millar, if you want to take a break for lunch, this would be convenient for me and then I can just tighten up and finish up for a few minutes after lunch.  I believe I have about eight minutes left, given or take.

MR. MILLAR:  Thank you, Mr. Mondrow.  We will do that and we will return at 1:20.

MR. MONDROW:  Thanks.
--- Recess taken at 12:34 p.m.
--- On resuming at 1:20 p.m.

MR. MILLAR:  If we could go back on the record, please, Ms. Barrett.

With that, I will pass it back to Mr. Mondrow.

MR. MONDROW:  Thank you, Mr. Millar, and witnesses, welcome back.

I want to go back, and you will see it on the screen, to this updated table of 2024 test-year impact and proposed depreciation rates.

And just want to understand, Ms. Dreveny -- you may have answered this, in which case I apologize, and I'm just eating my own time, but if we look again at lines 112 and 113, which is account 491.01 on this page 7 of this updated table, if I add the plant average balances for legacy EGD and Union and I multiply that by the proposed rate which comes from the Concentric study, should I be able to get the figure in column (e) of 15.5 million?

MS. DREVENY:  Sorry, you are trying to get to the --


MR. MONDROW:  Well, so I assume the plant average numbers are real numbers, and the 8.77 percent proposed depreciation rate comes from Concentric, so that's a real number.

MS. DREVENY:  Yes.

MR. MONDROW:  So if I take the plant average balance, which is the sum of the numbers in column A on rows 112 and 113 a.m. and I multiply that sum by 8.77 percent, the Concentric depreciation rate, I should be able to get the proposed provision for 2024 in column E, right?

MS. DREVENY:  Danielle Dreveny.  You would probably get to something close, but it would not be exact, so when --


MR. MONDROW:  Why not?

MS. DREVENY:  Sorry, within the models, depreciation is calculated based on a monthly spread of additions, and when things go into service there's also assumptions that go in for when assets are retired.  So it is a far more complex set of calculations that go into that amount versus just taking the average plant balances, multiplied by the proposed rate, if that helps the --


MR. MONDROW:  Yes, that helps tremendously, thank you.

MS. DREVENY:  Okay.  Thanks.

MR. MONDROW:  Thank you very much.  Okay.  so let's go to page 27 of the compendium, please.  And just a few more of these in my remaining time.

And so in part (a) -- no, it's not part (a), sorry.

Ah, I missed -- that's right.  In part (b) we asked for an illustrative calculation for a specific account, account 466, in a working Excel file, and we got in response a description of how Concentric calculates its residual measure, but we didn't get the example we asked for.

Would it be difficult, Mr. Kennedy or Ms. Nori, to produce that example that we asked for?

MR. KENNEDY:  We could try to produce that, sir.

Again, that comes out of the algorithms within our depreciation model of software.  It's not as easy as one would think.

It is just a matter of taking every difference between the data points and all the Iowa curves and calculating a square difference of those areas of the curve, so it involves a fair bit of -- it's not necessarily all just taking a number and squaring it.  You've actually got to calculate the are under the curve or each data point, because that becomes a weighting and squaring factor.

The description is, I think as we indicated here, we tried to provide the description that came from our reports in terms that if it's taken any every data doc and it is summing the differences from the data docs to the published algorithm for the remaining life calculation, and so you need -- first up, you need to determine that, which is, again, just a matter of some algebra, but when you start talking algebra and then starting to square those, and then sum the squares, and then take the mean average of those summed squares, and then taking the square root of that summed square for each point, it is a little bit of -- a bit of detail, I guess.

MR. MONDROW:  Your model did that, right --


MR. KENNEDY:  Yes.

MR. MONDROW:  -- for each [audio dropout]  Yeah.

MR. KENNEDY:  Yeah.

MR. MONDROW:  So you have it.  It's just not in Excel format?  Is that the problem?

MR. KENNEDY:  Well, it is in the algorithms within the model.

MR. MONDROW:  I see.

MR. KENNEDY:  I mean, any intervenor could take it.

The data points are on the -- the -- are we talking about the rate analysis that we have that shows all the data points?  The data points that you would be comparing to are published, and so the intervenors, all the, you know -- your intervenor, Mr. Mattson (ph), has all the data he needs to do the same calculation to come up with them.

MR. MONDROW:  Yeah, but you have it all already in a model.  Could you not just give us an Excel file for that one account?

MR. KENNEDY:  No, because the model is not Excel, sir.  The model is a very large grouping of very detailed algorithm solutions.

MR. MONDROW:  Yeah, but could you not put it in an Excel file?

MR. KENNEDY:  No.  It's not -- again, it's not -- it would be like taking a model for -- I'm trying to come up with a fair example.  It would be taking a model for -- I'm trying to think of a good -- a very detailed mainframe-based model that provides a number of solutions to the algorithms.

The algorithm itself is about three pages long.

MR. MONDROW:  So it is a bit of a black box then.  We should just go with your numbers, I guess.

MR. KENNEDY:  Well, no.  The intervenor could do that work as well.  It would take us a long time to do it, so --


MR. MONDROW:  Well, it would take us a long time to do it.  Then it would take us --


MR. KENNEDY:  Exactly.  Yeah.  But, no, we don't -- it's not something I could push a button on a model and download to Excel.

MR. MONDROW:  Okay, we'll take your word for it.  Sorry, rhetorical statement again.  You don't have to raise to the bait, not now.  We'll wait for the hearing.

Could we go to page 29 of the compendium, which is Exhibit -- Exhibit I.4.5-IGUA-18.

And in part (b), we asked you to calculate using the EGL and AGL procedures the impact on depreciation and net salvage -- that can't be right.  That can't be what I asked you for.  Sorry.  Just a second.

I am off in my notes, and I apologize.  Ah, okay.  This is going to be easier.

So my exhibit reference is correct.  It is Exhibit I.4.5-IGUA-18.

And for reference in this, we asked about the account in part -- in this interrogatory.  It is account 473.01.

This is the steel pipelines from mains to end use customers' asset account.

And I'm just curious in part (c) about a couple of things in your answer.

So in part (c), if we move to page 3 of the interrogatory.  You provide a description of the kinds of considerations, Mr. Kennedy, that you and I have been talking about already during these questions, the various things you consider, and there is a line here that says, "Lastly" -- and it's in that second full paragraph.  And it is about, I don't know, just about halfway down.  It says:

"Lastly, through the knowledge and experience in each jurisdiction and regulator, Concentric must make considerations in the parameter selections."

And for the life of me, I can't figure out what that means.

Could you explain what that means?  What knowledge and experience in each jurisdiction and regulator influences your judgments?  Can you explain that?

MR. KENNEDY:  Again, it's Kennedy.  And so what we were trying to say there -- I'm not sure now I read it now this way that that comes through as clear as what we actually meant to say, so I appreciate the opportunity here to clarify.

MR. MONDROW:  That happens to me all the time.  Don't apologize for that.

MR. KENNEDY:  So what we are trying to get at here is we have a broad knowledge of the methods, the things that we see throughout Canada and throughout the United States as well, so we look at things.  We look at what the management says and the interviews.  We look at the peer analysis, we look at what the textbooks say, we look at industry information, we look at a number of different factors.

Then we then do a visual analysis, and we test the historic data to those -- to that knowledge base, if you will, a blender of knowledge, if you will.

And then based on -- when we say the experience on each jurisdiction and regulator, I'm not certain that that was necessarily meant to add anything.

It is just that we have appeared before a number of jurisdictions and a number of regulators, and some put more weighting on the actual data and some are more willing to listen to the other software factors, the views of the operating companies, et cetera, so it was really just meant to say that various regulators seem to value different pieces of the information more than others.

MR. MONDROW:  Okay, but do you adjust your opinion based on that?

MR. KENNEDY:  No, but we -- well, we may say that if, for example, a regulator doesn't want to hear anything about what the operations staff think these assets may deal with in the future, we would state that, and we would probably not adjust our opinion, but we basically, in terms of how we explain what we've picked, that may impact that.

So in other words, it's just -- it's the knowledge bank that we have of myself, doing this now for 43 years through every Canadian jurisdiction and about a third of the US jurisdictions now, and it just -- it just helps us understand some of the differences and the regulatory acceptance of different views.

It means -- it was not meant to be anything more specific than that.

MR. MONDROW:  Okay, and then later in that paragraph, you talk about some of the data and then you say -- this is towards the bottom:
"These requirements indicate that a life shortening may be appropriate..."

So that is your conclusion.  And then you say:
"However, the historical data from age 53.5 to age 65.3 combined with a peer analysis, discussion with Enbridge Gas operations and management staff, and the professional judgment of Concentric indicated that a life shortening was not reasonable at this time."

What impact of the discussions with Enbridge Gas operations and staff had, how did that override what the data was telling you, for example?


MS. NORI:  This is Amanda Nori.  The data for this account indicated a life that was significantly shorter than we would see throughout Canada.  We see a very large drop in the retirement experience through about age 40 and then again through age 60.

That's not reasonable, both to what we would see throughout Canada and in discussions with EGI to what they see in the field.

So we're learning about their assets from them, and they're not seeing that data J in the operations.

MR. MONDROW:  But their data is what you looked at, but then they said don't worry about the data -- I'm paraphrasing, obviously -- don't worry about the data because in our view you needn't have shortened that life.  So you kind of took that at face value; no?


MS. NORI:  No.  Not at all.  The discussions we had with operations and maintenance was only one factor what we looked at.

We looked at the data and we didn't believe that a life as short as probably 30 years, looking at this -- and I'm guessing, I don't have the number in front of me here.  If you look actually on the depreciation study.

MR. MONDROW:  Okay.

MS. NORI:  It's page 112 of 451.  I don't have a PDF page number, yes, there we go.

MR. MONDROW:  It's amazing how she does that.  Thanks, Angela.

MS. NORI:  If you look at the shape of that curve there, the 45-year life of that curve is substantially longer than what that data is indicating.

The blue dots on that are the actual historical experience.

That would indicate a life closer to 30 years, and that's not a reasonable life for metal services.  It's not what we would see throughout Canada.  It would put EGI as a very large outlier, and quite often it's just because (inaudible) can get messy in data, particularly this account where we've split metal from plastic.

When we went through and did that split there could have been some assets that were selected in a way that maybe wasn't a hundred percent true to history, and as such, we want to make sure that we're not putting too much reliance on the data, especially in an account like this where we're getting a curve that doesn't really reflect what would be expected.

MR. MONDROW:  Okay, Ms. Nori, thank you, I appreciate that submission, but I did ask you something specific because you said in your answer, "Discussions with Enbridge Gas operations and management staff" influenced your view, despite the data, and I was asking:  How is that?  What did they say and how that did that impact your view?


MS. NORI:  They did note in their operations that there is an ongoing vintage steel replacement program, as they are retiring that vintage steel and they are putting in plastic steel -- or plastic pipes, I'm sorry.  That will have a life-changing impact.


And we have to remember that we are selecting depreciation rates not for assets that are already removed from service but for the asset base that continues in service.


So we're looking forward.  The history is only one part of what we're looking at.


But knowing that EGI is going through a significant pipe replacement program, that does influence how much weight we put on the historical data.

MR. MONDROW:  You said they are replacing steel with plastic, but this account is a steel pipelines account, isn't it?


MS. NORI:  It is.

MR. MONDROW:  Yes.  So what does the fact that they're putting in new plastic have to do with how this steel is going to react, how the steel going to age?

MR. KENNEDY:  Maybe I can help a little bit.  We're getting -- what we're getting at here is the historic indication gave some very distinct short-life indications.

When we talk to the operations groups, basically their response was that can't be right, we haven't retired pipe at that level.  So now we start thinking about why would that not be right from the historic indications that we see.

As Ms. Nori alluded to, we made some assumptions, the company made some assumptions when we broke these accounts out into separate, and did we get all the retirements a hundred percent accurate?  Maybe not.

This is a case where we looked at it and we said the historic data doesn't make a lot of sense.  It didn't make sense to the operations group and it didn't make sense to us.


So we started looking at other factors and put more weight on other factors than this very specific data.

MR. MONDROW:  Do you think that data was wrong, then?

MR. KENNEDY:  The data is never wrong, in total, but it's maybe it was allocated to a different -- the wrong account at some point.  We're not sure.

The data received a very significant amount of vetting, but unfortunately, we don't necessarily know the very specific causes of the retirements that may have occurred 60, 70 years ago.

We think -- we can understand of some of that, and that's why we interviewed the company, but there was something in that account that just didn't ring true, and we put less weight on it.  And in putting less weight on it we came to a life estimation that both the internal Enbridge experts viewed as more reasonable and was more consistent than what we've seen in industry as a whole and what industry (inaudible) will tell us.

MR. MONDROW:  That is helpful, thanks.  I'm out of time but I am going to indulge and ask one more question, which I think is an important one for customers, and this is -- so our last document in the compendium, which is at page 33, is exhibit I.4.5-IGUA-23.  And it has to do with what we observed were high (inaudible) observed, were high negative salvage percentages relative to the applied-for net salvage rate.  In part (c) we said, "Having regard to that" -- let me just read it.

"Everything regard to the magnitude of some of the negative net salvage rates calculated by Concentric using historical data, please comment on the potential size of any unfunded net salvage liability that may exist.  If there is an understatement in the amount of forecast net salvage costs that will ultimately be incurred, if Concentric can quantify the potential size of the unfunded salvage costs, please provide that amount including support for the calculation."

If we look at -- it's quite a long response, but if we look at the last page of that response, page 7, page 39 of the compendium, the very last page, I'm looking at the last paragraph where your response is:
"While it is true that some accounts show indications of much more negative net salvage than has been requested in this study", so you accept that premise, "Concentric has balanced the need for stable depreciation expense today with the risk of unfunded net salvage liability in the future.  In doing so Concentric has minimize the risk to future tollpayers through requests for more negative net salvage estimates in accounts where it is deemed appropriate."

So I read that as Concentric kind of undertaking on behalf of customers, a risk-balancing, risk-mitigation measure in its recommendations, which on behalf of customers we appreciate.

But you didn't actually answer our request for an estimate or an indication of the magnitude of that risk, that is, the magnitude of un-funded salvaged costs that could occur based on your own calculations.  So could you do that for us?

MR. KENNEDY:  Again, it is Mr. Kennedy.  As we noted, I think in this response, the actual amount of imbalance won't be money for many years out, until we actually spend the money many years out.  So it is almost impossible to predict what the imbalance may be.

And so I think I want to go back to the point you alluded to a bit.


It is very easy when you have a band of very high net negative salvage costs in your data, and is that going to be indicative for the next 50 years, 40 years, I can't remember what the remaining life of this account is.  But you know, it is a long-term outlook.


It is very easy to overcook your recovery of this, if you will, and get too aggressive and then get into a yo-yo effect where you might say, well, gee, we need a minus 200 percent net negative salvage number.


And so we go there, and then five years from now we go, holy smokes, the trend we saw for a few years was really just a trend for a five- or six-year period and it's slowed down.

And so now we've over -- massively over-recovered.  Now you've got a problem the other way.  Now you've got refunds.  So you get a yo-yo going on.

One of the things in depreciation theory, and quite frankly most regulatory theory, is you don't want to get into these yo-yo rates.  That helps nobody.

MR. MONDROW:  Mr. Kennedy, I'm going to interrupt you for a minute and can you continue, if you want, because I'm afraid maybe we are ships passing in the night.

We'll have a probably fulsome discussion about the judgment you applied or recommend that the Board accept and where to draw the line, but the exercise for today is to get information, and so you said in your response you acknowledge it is true that some accounts show indications of much more negative salvage than has been requested, and we ask, could you give us an indication of how much more negative salvage the account show indications of, and you didn't answer.


Can you give us an answer to that, the information?


We'll debate the consequence of that in due course, but we asked you for the information, and we didn't get it.


Can you give it to us?


MR. KENNEDY:  The information is provided in section 7 of the depreciation study report.


MR. MONDROW:  Okay.  So what's the number?  How much is the exposure?


MR. KENNEDY:  For this account?


MS. NORI:  We're discussing -- Larry is alluding to 47301 in particular.


MR. KENNEDY:  So right now --


[Witness panel confers]


MR. KENNEDY:  We're sharing binders.


So the historic indications of the last five-year averages were all over 200 percent, with the exception of the last year, so for -- from the period of 2015 through 2020 there was an indication of far north of -- far more than minus 200 percent, in some cases minus 400 percent.


If we were to blindly just accept the data, we would be looking for a net salvage provision of probably minus 250 to minus 275 percent instead of minus 50.


And that would have on this account by itself, if you go to section 8, Amanda.


I'm trying to do this on-the-fly to give you some hint of an idea, because the fact is [conferring] -- we are probably talking on this account an annual amount of accrual north of about $60 million.


MR. MONDROW:  Okay.  So first of all, I'm impressed how you did that on-the-fly, so thanks for that.


And secondly, in your response you actually referred to some accounts, not just this account, so you made a bunch of judgments despite the indication shown in your analysis, and you are helping rate-payers by -- and this is -- you're claiming responsibility for this, Mr. Kennedy -- minimizing the risk to future toll-payers through requests for more negative net salvage estimates and accounts where it is deemed appropriate, and you are balancing -- and again, your words -- "Concentric is balancing the need for stable depreciation expense today with the risk of underfunded net salvage liability in the future", so I want the data, please, we want the data, to show us how you are striking that balance, so I would like to ask you to produce the overall balance between what you are proposing in terms of salvage costs and what the data indications show that you are referring to in this answer across all accounts.


Can you do that for that us?


MR. KENNEDY:  Well, I think it's an impossibility, because the --


MR. MONDROW:  No, sorry, on a forecast basis, Mr. Kennedy.  I'm not asking for actual salvage costs, net salvage costs.  I'm asking what your study showed the indications were and how you balance those indications with what you are requesting to mitigate risk to customers.  I'm not asking for actuals, I'm asking for forecasts.  That's the business that we're in here, right?


MR. KENNEDY:  Well, we are, but we are not forecast -- we are basing a forecast on what we think is a reasonable estimate at this point in time, that we mitigate it to ensure that we don't overcook the harm of today's toll-payers something that we didn't need to overcook -- (overspeaking) --


MR. MONDROW:  I understand that.


MR. KENNEDY:  And I don't know what that future number is going to be.


MR. MONDROW:  So you have no idea -- you have no idea -- (overspeaking) -- of the order of magnitude on a forecast basis of net salvage -- net negative salvage values compared to your recommendations; you have no idea?


MR. KENNEDY:  We don't, because there is a lot of unknowns.


We don't know the impact of energy transition, for example, what that's going to do, and so we want to be careful on this not to overcharge.


Once we know, trust me -- and the consultant you use, Mr. Mattson, usually argues the -- he always tells me, gee, I don't include enough mitigation my net salvage rates.


It is kind of unusual for him to be suggesting that we're doing something wrong -- (overspeaking) --


MR. MONDROW:  To be fair, you -- I'm sorry, I talked over you.  He's not suggesting anything.  These are my questions, not his, so don't ascribe my negative take to him, please.  I'm sure you're better than that.


But your answer says "some accounts show indications".  What does that mean --


MR. KENNEDY:  Well, we just talked about that, sir.


This account is showing indications on a short-term recent five-year history of meeting our net negative salvage of approximately 250 to 275 percent.


It is something --


MR. MONDROW:  Right.  So you can -- (overspeaking) --


MR. KENNEDY:  -- as high as 400.


MR. MONDROW:  You can calculate those indications as you just did on the fly in about two minutes for every account, can't you?


MR. KENNEDY:  Well, the problem is I don't know, and that's why we didn't recommend those high numbers.


MR. MONDROW:  Well, if you don't know, how did you just calculate it?  I'm losing you.


MR. KENNEDY:  Well, assuming that I take the worst-case scenario --


MR. MONDROW:  Right.  That's what I'm asking you to do.  That's what I'm asking you to do.


MS. NORI:  Before we talk about taking this potentially as an undertaking, if we look at section 7 for account 47301.  It is PDF page 174 of the study.  I just want to make sure that I'm clear on what I'm going to be asking the analysts to do.


MR. MONDROW:  Okay.


MS. NORI:  When I look at this account, I have vintages where we have negative 14 percent, so some years we only had negative 14.


I have other vintages where we had negative 2,000 percent.


So when we are looking at this historical data, I don't know what you're wanting us to recommend or what we're saying is the worst-case scenario.


Is it that negative 2,000 percent?  That was a year that had negative retirements --


MR. O'LEARY:  And if I could -- sorry, if I could just briefly interrupt.  Sorry, Ian, but that was essentially going to be my question, is:  Are you asking the Enbridge experts to take the absolute worst-case scenario and to somehow come up with a worst-case situation that we don't think would be of any benefit?  I mean, it's not the position that they've taken.  They've recommended something else which they think is appropriate and reasonable.


It is something that apparently exists in section 7, so your witness could take that same worst-case scenario and come up with an unrealistic number, which I would suspect won't be used in the hearing, so I guess I'm questioning why this request is even being made.


MR. MONDROW:  Thanks, Dennis.


So Mr. Kennedy, your response says that you balance the need for stable depreciation expense today with the risk of underfunded net salvage liability in the future.


Can you provide me with a view of what that risk -- how much that risk -- can you quantify that risk for me in your mind?  That's a bad way to ask the question.  I apologize.  I'm getting a little flabbergasted.


You balanced a risk, and so you are proposing to strike that balance somewhere short of complete mitigation of that risk, and what I'm trying to figure out, as an order of magnitude, is your view on the quantum of the unmitigated risk that you are leaving with us?


You have all kinds of good reasons for doing that, because to mitigate all risk is probably prohibitively expensive and probably inaccurate, based on the evidence you -- or the remarks you just provided for me, but can you not give us some indication of how much you've mitigated and how much you haven't, and then we can debate about whether that's the appropriate balance, but without the numbers it is very difficult to have a discussion with you.


MR. KENNEDY:  Sir, I think when we get into this, as you suggested, is our intention not to overcharge today's customers by making an unrealistic jump based on the recent few years of data.


MR. MONDROW:  Right.


MR. KENNEDY:  We came up with a recommendation in this account that we thought was reasonable until we see what the future holds after -- until the next study.


If this trend continues, sir, frankly, we will be speaking very significant increases.


If we go into the five-year period of minus 4- and 500s, we are going to be coming forward to this Commission with a lot larger number.


We just think we are too soon for that.


MR. MONDROW:  Yeah, I fully appreciate, and you are explaining the judgment that you exercised, and we'll maybe have a discussion about the veracity of that judgment, the robustness of that judgment, the advisability of that judgment, but without knowing what numbers you left on the -- how many dollars you left on the table in making that judgment, based on the last five years of data, which is what you said you looked at, it is a very difficult discussion to have.


So I'm asking you, when you made your judgment, what was the downside risk that you thought about in exercising that judgment?  Can you quantify that for us somehow based on the -- (overspeaking) --


MR. MONDROW:  I think -- I think -- I think the answer is very --


MR. O'LEARY:  Sorry, sorry, well, I'm going to suggest, Mr. Mondrow, that the witnesses cannot answer the question as put, and therefore we are going to refuse to take an undertaking.


MR. MONDROW:  Okay.  So Mr. Kennedy, based on Mr. O'Leary's missive to me, am I correct in saying that you actually didn't have any view of what that [audio dropout] risk might be when you picked your recommendation?


MR. KENNEDY:  I'll say I don't know the magnitude of any potential risk.


MR. MONDROW:  Okay, it could be anywhere from 1 to a billion dollars.


You have no idea where in that range it falls?


MR. KENNEDY:  And that's why we recommended the number that we thought was appropriate at this time.


MR. MONDROW:  Perfect.  Thanks very much.  Thank you for the indulgence, Mr. Millar.  I am done for today.  Thank you, witnesses.


MR. MILLAR:  Thank you, Mr. Mondrow.


Next up we have Mr. Poch, I believe.

Examination by Mr. Poch:


MR. POCH:  Good afternoon.  I am representing Green Energy Coalition, panel.


I have very few questions, most around just stepping back and looking at the methodology of depreciation rather than the numbers.

But I would just like to follow-up on that last exchange, because I frankly didn't understand what the difficulty was.

In the example you gave, you quantified, ballpark, the impact of recognizing the pattern that was emerging in the last five years in that account as about $60 million, which would have been the added cost to current rate-payers to, if we assume that the future is going to look like the last five years, correct?

MR. KENNEDY:  If the future is as -- if you take those last five years as being indicative of what the future is going to occur, there is at this point in time, we are going to need to increase those net salvage rates.

MR. POCH:  And by that, in that example it was ballpark about $60 million in this rate year, in 2024?


MR. KENNEDY:  Yes.  And again, if we're going to -- I mean that was done on-the-fly, in-my-head calculations, so it's in the ballpark.

MR. POCH:  I appreciate that.  I didn't understand, then, why you said -- and you couldn't quantify for Mr. Mondrow what it would be for the various accounts doing that same exercise.


MR. KENNEDY:  Well, the reason is the request was what's the future going to hold.  How much is that risk going to be eventually.

And that a worst-case, based on today's numbers, which I really don't believe would occur.


MR. POCH:  I understand you don't believe that.  And that's the debate that Mr. Mondrow said he may have with you in the hearing.

But you did it on one account and -- I thought he was asking for is let's just do that for the various accounts, based on the last five years, what would the adjustment be if you took the last five years as the indicator.  And I appreciate it is not your judgment that you would do that, but we want to understand how much of a mitigation you made.  So, I assume you can do that.

MR. KENNEDY:  Well I can do that, as can the witness Mr. Mattson.

MR. POCH:  I don't have that witness to ask; I have you to ask, and so perhaps I could just get that undertaking.

MR. KENNEDY:  No, again, sir, I don't know that I can answer the question.  I am very reluctant to put a number into the record for an absolute worst-case scenario.

MR. POCH:  You may be reluctant, sir, but I'm asking that.  You gave a number for one account.  We want it for the various accounts.  I don't think it is up to you to decide that what you're comfortable with.

If you can do it, if it's relevant to the Board, they'll have regard to it.  You'll have your opportunity to explain why you don't think they should rely on it, but I'm just asking for a simple summation.

MR. O'LEARY:  In fairness, Mr. Poch, I think it is important for a witness to advise as to whether or not they think what they're being asked will generate something that's credible, and they can speak to that's reliable and of benefit to the panel.

And what I've heard is that this cannot be done, and that's a very good reason to not put a number on the record that doesn't have any credibility.

MR. POCH:  Mr. O'Leary, your witness has not said it cannot be done.  He said very clearly it could be done.  He said he wouldn't want to rely on that number, excuse me, but he has clearly said they made a judgment call.  They made a judgment call not to mitigate to that extent.

They're making a judgment call as between what the numbers for the last five years show, and what they think is a reasonable place to go for now, while waiting for more information in the future.

The point of this hearing is -- and having your witnesses here and in the hearing will be to say does that judgment seem reasonable?

We want to just have a quantification so we can have a basis for discussion.  I don't think that's an unreasonable request.

MR. O'LEARY:  I think we've been down this path now for the last ten minutes and our position is that we will not respond.

MR. POCH:  Thank you.  Moving on.  I'd like to -- all the rest of my questions are concerned with exhibit I.1.10-GEC-66.

And this will be (inaudible) Concentric witnesses.  And just for the benefit of people watching, you were asked about, in question -- part (b), for example, if assets are not expected to be retired but expected to serve significantly fewer customers, we asked, isn't there an intergenerational concern with depreciation.


And you were -- I you responded in part (b), if we could scroll down to the response that you -- if I can paraphrase, you agree that there can be a -- such a concern and you go on to say:
"Where demand on gas distribution system decline", in that circumstance, "generational fairness would indicate that the remaining net book value of the system to be recovered from the latter customers would be consistent with the system that had largely consumed by earlier users when the system was operating."

I had a little trouble with the grammar there.  I wanted to make sure I understand.  Am I interpreting it correctly by that you are saying that ideally, latter customers shouldn't be disproportionately paying for a system largely benefitting the earlier customers?  Disproportionately?


MR. KENNEDY:  Correct.  Mr. Kennedy.  If I could --


MR. POCH:  Go ahead.

MR. KENNEDY:  No, I'm just -- putting my green flag up so the court reporter knew who was responding.

MR. POCH:  Okay, and you are agreeing, I take it.

Now, the question posited that perhaps the EPH as opposed to the average approach would -- as opposed to the equal life group or average life group, for that matter, the EPH approach of where there would be truncation, you were asked to describe why it fails to deal with this concern, or you explain why it fails to deal with this concern.  And if I understand it correctly that's because there would still be assets in service, some of the assets in service, and customers at that time would still be enjoying that benefit.  So that would create, in fairness, in effect, in the other direction; correct?

MR. KENNEDY:  Correct.

MR. POCH:  All right.  And you then gave an example how explaining how the ELG approach helps somewhat, compared to the average life approach because it recognizes some of the -- some subset of assets is going to retire earlier.  And we saw that example discussed earlier with the thousand dollars in five years and a thousand that lasts 15 years.  And in that circumstance, obviously, it eases the situation.

But Enbridge's projections, which you may or may not be aware of in this case, are that while the assets will actually all remain in service, although they will be used a lot less in terms of the BTUs that get transported through them.  Are you aware of that?

MR. KENNEDY:  I understand that to be the case, yes.

MR. POCH:  All right.  And so I you mention in passing, then, in part (d) that there's -- I think it was in part (d) -- you go on to mention that this other approach, the unit of production-based depreciation and you are aware of that being reconsidered in some circles, and you've not recommended it, but it might be something you'd look at in future hearings.


So I want to just bring this to an understanding, if we can.

First of all, the equal life group approach isn't going to address this issue of all the assets remaining in service but being used less, correct?


MR. KENNEDY:  Actually, it does, sir, to some extent.  It would -- it structures -- the structure of the equal life group is it would depreciate more investment earlier in the life of an account, because it recognizes there will be some retirements of those accounts that have a shorter life.

So largely my view is the use of the equal life group as a good first step towards this trying to reconcile the question around stranded costs, without being as aggressive as, for example, an ECHOP (ph), a planning horizon.

MR. POCH:  No, I understand --


MR. KENNEDY:  I was trying to put that in context a little bit, sir.  So it does have some mitigation impact on stranded costs because it assumes that the assets aren't -- more the service value of the asset is consumed, not necessarily the whole asset.  So I want to be clear with that.

MR. POCH:  I understand what you're saying about stranded assets.  That's when some subgroup is actually stops being used.

MR. KENNEDY:  Or used to a lesser extent.  It also deals that.

MR. POCH:  All right, so if there is simply less BTUs going throughout pipes the ELG approach will, in fact, depreciate those factors into rates?

MR. KENNEDY:  Yes.

MR. POCH:  Now, sir, can you perhaps explain what's the distinction between that and the unit of production methodology?


MR. KENNEDY:  Actually they both do surprisingly a very similar structure.

Unit of production says, for example, if a storage field can hold X number of decajoules of gas at any point in time, and over its life, if it's a 60-year life, it has X amount of terajoules of gas capacity, you would appreciate the investment in that field through the annual throughput through that field.

So in other words, you have an ultimate capacity and you take the annual usage of that total capacity and that becomes your depreciation expense.

So in that manner, if in fact this theory [audio dropout] throughput through, we would include that in the enumerator of that equation, in other words, those fewer numbers of potential, and then we would then take the average throughput -- or the annual throughput, I'm sorry, over that reduced numerator, and so it is a bit of a refinement as we have traditionally known the unit of production.

And frankly, I have been in conversations with the number of other depreciation consultants, and we're investigating amongst our own group of, does it make sense, and it was presented at the Society of Depreciation Professionals conference last year.  It was something that is maybe emerging as a solution to this in a softer manner than, perhaps, some economic planning horizon.

As for a number of times we've seen the Equal Life Group being presented.  So, sir, I think I want to be really clear about my evidence, and I think it is important.

I view the energy transition is still unknown, because the degree and the magnitude, when it's going to occur and how much it's going to occur.

I'm writing testimony right now before the Federal Energy Regulatory Commission about, you know, are we -- is this 2040 realistic dates, is it all the natural gas, how much is hydrogen going to impact that?  There are a lot of questions that are being answered.

So at this point in time, my view is the Equal Life Group is a very nice transition mechanism into trying to deal with those questions.  It is right irregardless of energy transition.  I do believe the Equal Life Group is an appropriate approach, but it is especially right at this point in time among unknown, not to say that when, as I sit here in five years from now, and when we talk again, that we may not be talking more strongly about an EPH if it is known that certain aspects -- for example, it's -- major lines in their entirety are known to go out of service, and we see it on federally-regulated large-diameter transmission pipes.  We put EPHs on those facilities.  So they had both -- there's a number of tools that are available for use.

The Equal Life Group, the perhaps unit of production, the use of an economic planning horizon.  They are all tools that we can use as a matter of the appropriateness of timing of introducing those tools.

MR. POCH:  So let me just ask.  You've said a moment ago that you can use the Equal Life Group and to accommodate a situation where part of the distribution infrastructure is being relied on to a lesser extent.

It is still all being used, because gases are going through all those pipes and compressors and what-have-you, but some are putting through less.

And has -- in your study in this hearing, has that -- has that kind of adjustment been made in any case, going forward?

MR. KENNEDY:  Not directly, sir, no.  I mean, it's in the back of our minds, but not directly in terms of being quantified, absolutely not.

MR. POCH:  So the adjustments in this case are simply where some group of those assets, you know it's going to be -- they are going to be retired sooner than -- and then some defined group, than the larger group, and you can quantify that?

MR. KENNEDY:  Yes, we can hope to try to quantify that, yes.

MR. POCH:  Now, if we went for the unit of production methodology, it just sounds to me, correct me if I'm wrong, there is a little more flexibility as to what you tie such adjustments to.  You could pick, as you said, terajoules in storage.

Could you pick, for example, because we're talking about a future that might be with hydrogen, which has a different energy content for -- to volume ratio, could you try to BTUs delivered or perhaps BTUs on-peak since we're taking physical assets?

MR. KENNEDY:  Conceptually, no, you could do that.

I answered that badly.  My grammar is bad.  Those kind of concepts could be built into a unit of production calculation conceptually.

I haven't put my mind to how we would do that and how you'd even try to forecast that, but conceptually, it could be -- a unit of production method could be used.

It may -- it is going to take some thinking to -- how you would implement that and how would you make the proper forecast, but conceptually it could work.

MR. POCH:  Sure, but if we are just picking a structure to work in, I mean, you would just -- every time you are doing one of these studies, you are adjusting it going forward based on the best information you have in your judgment, and you are doing it now, and will presumably do it again in five years or sooner, correct?

MR. KENNEDY:  Correct, sir.

MR. POCH:  So I am just saying, it sounds to me like the unit of production methodology would give you a little more flexibility in terms of what you chose to adjust and on what basis as the information emerges.

I think we all agree we are in an era of uncertainty here, and I'm just wondering if that gives -- if that is something that is going to be a helpful option going forward to deal with that.

MR. KENNEDY:  I think it would, sir.

For example, I used unit of production in Alberta for the Alberta [audio dropout] for some reason some TC's energy pipelines 30 years ago, and sometimes things that old come back to re-emerge.

I do -- to answer your question very directly is, yes, it could.  It's going to take some work.

Frankly, I'm starting to envision within our models how that could ever happen, but it is going to take a lot of modelling and a lot of work to think about it.

Conceptually, I think the idea holds merit.

MR. POCH:  Thank you.  Then I'm going to leave it there.  Those are my questions, I'm quite sure compared to my estimate, I'm sure everyone is happy to hear, and if we actually get to the next panel, I know Mr. Elson was asking if I could send him some time, and I would be happy to do so.  Thank you.

MR. MILLAR:  Thank you, Mr. Poch.

We will now move to Mr. Elson.  Kent, we're looking to have our first afternoon break in about 20 minutes or so, so if that assists you in finding an appropriate spot to break, thanks.

MR. ELSON:  Thank you, Mr. Millar.
Examination by Mr. Elson:

MR. ELSON:  Good afternoon, panel.  My name is Kent Elson, and I represent Environmental Defence, and I'm going to start with some questions for you, Mr. Kennedy, further to your discussion with Board Staff about site restoration costs, and in particular, there is a bit of discussion about the amount that Enbridge is retaining for site restoration costs, and you noted that it's not just sitting there, Enbridge is using or investing the funds, and I assume the point that you were making is that some savings accrue to customers because Enbridge is able to access the accumulated site restoration costs.

So my question for you is, you know, at what rate those savings accrue to customers from your perspective, Mr. Kennedy.

Would those savings accrue at the weighted average cost of capital times the retained site restoration costs or something lower than that?

Can you comment on that?

MR. KENNEDY:  There is a lot packed into that question, seriously.  I'm just trying to think of a way of expressing.

The calculations would reflect that savings, if you will, by use of the weighted risk congested weighted average -- I got that wrong.

The risk-free rate that we use and the discount rate -- well, I didn't say that very well.

The credit-adjusted risk-free rate.  There we go.

Realistically, is that all the money is going to save and accrue to customers as it flows through the various accounting and uses of the company?  Probably not, but the modelling would suggest it is at that discount rate.

MR. ELSON:  So the modelling would be the -- sorry, can you repeat that again?  The modelling says one thing and the reality is something different?  What does the modelling suggest?

MR. KENNEDY:  The modelling would suggest that the time value of money, so a dollar collected today, should be -- or a dollar collected today would have the use of the impact of a 7.95 -- to be -- 3.75. It's been a long day already -- 3.75 percent of rate of benefit over time for the number of years until we actually accrue that cost.

So the -- so the modelling would say that dollar is inflated there, and I can't remember the magnitude of that at the end, but it's a very significant amount of discounting that goes 60 -- as we inflate it 60 years out and discount it back at that 3.75, it is a very large discount.

So ultimately it is about -- and Ms. Nori has just put in some various accounts ahead of me, but it is a very large number that we suggest is to the benefit of the customer and it's available -- it's putting money in the company's pocket today at a discounted rate so the company can use those funds for savings and, you know, the company gets use of that dollar that's going to be spent at 60 years out today, and there is a benefit to that, and the discounting recognizes that benefit.

MR. ELSON:  Well, let's just put it in terms of a dollar.

Let's say there is a dollar that's retained this year, and you said the rate of savings, the benefit to the customer, of Enbridge having access to the dollar, you said was 3.75 percent?

MR. KENNEDY:  Per year, going forward.

MR. ELSON:  And the 3.75 is what figure?

MR. KENNEDY:  The credit-adjusted risk-free rate.

MR. ELSON:  Now, that's the model, the theoretical.  What would the actual be?  Because you said that there might be a distinction between that.


MR. KENNEDY:  Well, yeah, it depends on how the company uses those funds that are collected.  If they are using it to reduce other debt, it's going to be out there debt rate.  If they're going to use it for investing in other capital, a new capital, it's going to be at the rate of return of that new capital.


So it is at varying degrees.  That's why it's tough to quantify that.


But the assumption is that credit -- credit-adjusted, risk-free rate recognizes that the money is available to the company now for re-use through its working capital that's to their benefit, ultimately to the customers -- that it recognizes that the that money is going to be spent 60 years hence.

MR. ELSON:  Got it.  And so the two other options that you mentioned were at the debt rate for investing in other capital.  So does that mean the rate could be higher or lower than 3.75 in terms of the benefit?  Or are we really just better off focusing on the credit-adjusted, risk-free rate of 3.75?


MR. KENNEDY:  I always hate to come back to the accounting literature, but the accounting guidelines and literature suggests that that's the appropriate rate to use.

I would suggest one of the discussions we have around this constant dollar net salvage approach is exactly that, what's the fair discount rate.

I remember sitting before the same commission in 2013 and we had a lot of debate around that, as well.

MR. ELSON:  Okay.  Maybe I could ask -- let me ask some questions to Enbridge, and I'm come back to you, Mr. Kennedy.

In ED-136, which is in this section that we're talking about, 4.5-ED-136, I'd asked some questions about what the SRC balance is, and I just want to make sure I understand this correctly.  I think I do.

It said in response to (a) that the balance is $1.6 billion.  And just to make it 100 percent clear, that means that Enbridge has collected those funds from customers and is holding onto those funds for use in the future for site restoration, such as pipeline (inaudible) or removal; and so on and so forth.  Is that correct?


MS. DREVENY:  Danielle Dreveny.  Confirmed that this is the amount of regulatory liability we have that represents the cost collected, offset by the expenses that we've incurred for site restoration.

MR. ELSON:  Just to confirm, though, having a regulatory liability means you've collected that money.  That's come to you through rates in the depreciation line right?  That you have those dollars, the $1.6 billion, and you, in a sense, owe that to customers and you will use it to abandon pipelines or remove pipelines or otherwise towards site restoration costs?


MS. DREVENY:  It is the presumed amount that we have collected, yes, offset by the costs that we've incurred.

MR. ELSON:  And I don't know if I need to put any emphasis on the word "presumed"; is the presumed going to be different from the actual?  Or are you just being cautious by using the word "presumed"?

MS. DREVENY:  I'm just trying to be clear on how this is actually calculated, because on an annual basis we apply the depreciation rate in total and we are not componentizing it into the net salvage amount and then the rest of the depreciation.  I just want to be clear on our ability to provide that.

MR. ELSON:  Got it.  So in other words it is a computed amount?


MS. DREVENY:  Agreed, yes.

MR. ELSON:  And could you provide a table showing the forecast amounts that would be collected in site restoration costs for each year from 2024 to 2028?


MS. DREVENY:  Danielle Dreveny.  I believe we provided the forecast out to 2026.  We are unable to provide that out to 2028, because it extends beyond what our LRP planning horizon is.

MR. ELSON:  Now, I had asked for originally a forecast of the balance which would include what goes in and what goes out and now, I'm asking for just a forecast of what goes in, which I thought might allow you to go up to 2028.

If I'm asking you only about how much will be added to the SRC.  Couldn't you calculate that?  Do you know how much you expect to receive in terms of depreciation?  I'm fine, of course if you state whatever assumptions, make whatever assumptions, state whatever accounting is necessary.

Could you take that back on a best-efforts basis to try to indicate in a table for '24 to '28, the amount that you would likely collect in site restoration costs?

MS. DREVENY:  On a best-efforts basis, yes, we can undertake that.

MR. MILLAR:  That's JT4.14.
UNDERTAKING NO. JT4.14:  TO CALCULATE FOR 2024 TO 2028 THE AMOUNT LIKELY TO BE COLLECTED IN SITE RESTORATION COSTS, ON A BEST-EFFORTS BASIS.


MR. ELSON:  In addition to that, could you calculate the savings that would accrue to customers by those incremental funds being held by Enbridge an avoiding the 3.7 percent interest that Mr. Kennedy mentioned on a best efforts basis?

MS. DREVENY:  Sorry, I think we'd need to take that away.  I think Mr. Kennedy has provided an example of perhaps how the company could apply that but it's not necessarily how it's being applied.

I believe we have an undertaking where we looked at what the resumed revenue requirement was over time of re-investing that SRC.  Sorry, I'm not sure we can present it based on how Mr. Kennedy provided his example.

MR. ELSON:  How are you investing SRC?

MS. DREVENY:  I believe we said it's an offset to the amount of capital that we need to borrow in order to fund the projects, and that was the example that was provided in that undertaking that I'm referencing.

MR. ELSON:  And now that would seem to differ from what Mr. Kennedy has said is the accounting best practices as to how you would track those funds; isn't that fair?

MS. DREVENY:  I believe what Mr. Kennedy offered, and I'm sorry, I don't mean to take the words out of your mouth, he provided an example of how those funds could be used within the company but it's not necessarily the example that we used in our response for that undertaking.

MR. ELSON:  So maybe the best way to understand this is -- and I will ask this question to you, Mr. Kennedy, is the accounting textbooks don't tell you how to allocate the dollars; the accounting textbooks tell you how to value them.

So in a sense, regardless of how they're allocated you should be valuing them at 3.75 percent which is a credit-adjusted, risk-free rate; that fair to say, Mr. Kennedy?


MR. KENNEDY:  I want to be clear.  The accounting books tell us when we calculate that discount rate, and we're taking that guidance mostly from its guidance around asset retirement obligations, and it should be taken at that credit-adjusted risk-free rate.

I don't know that they come out and say thou shalt use an credit adjusted risk-free rate when you use discounting calculations, no.  But I am taking that guidance from a similar calculation based on asset retirement obligations.

MR. ELSON:  Got it.  And from an accounting perspective, if you are trying to say what are the benefits to customers, you would calculate that based on the credit-adjusted risk-free rate, Mr. Kennedy?


MR. KENNEDY:  I'm not sure that I -- that I know that answer, to be fair, off the top of my head.

The accounting manuals are very thick, and I know -- I consider myself knowledgeable in some very specific sections of it, but there could be other sections of the accounting standards that I'm not familiar with that would provide guidance there.

MR. ELSON:  Well maybe you could -- I don't know if I necessarily need you to photocopy a page of a textbook for me, but from your perspective, my understanding was that if you were to be calculating the benefit to customers, the appropriate rate to use would be the credit-adjusted, risk-free rate; is that fair?  Or is that something you wanted to take an undertaking to think about?


MR. KENNEDY:  No, I would say that is what I -- we presented in our evidence, in the CDNS calculations, so I think that's a fair statement.

MR. ELSON:  Okay.  And back to you, and some questions for Enbridge.

The response to part (c) of this interrogatory makes reference to the future site restoration costs for all Enbridge Gas assets, being $21.3 billion on an undiscounted basis.

So does that mean that, theoretically speaking, if Enbridge Gas was were to decommission all of its assets tomorrow, the cost should come out to be roughly 21.3 billion?  And if not, then what does that number represent?

MS. DREVENY:  Danielle Dreveny.  No, I don't believe so.  The 21.3 billion is the future amount that would be expected, so that expressed in today's dollars is the 4.7 billion that is in the undertaking response, subject to check from Mr. Kennedy, that I'm interpreting the data correctly -- [overspeaking] -- but, yes.

MR. ELSON:  But isn't the $4.7 billion accounting for the fact that when you collect money 50 years from now it's worth way less when you account for the time value of money?

You are discounting it.

How much is it going to cost?  Let me ask you another question:  How much would it cost to decommission all of your assets today?  And of course nobody is going do that, but I'm just trying to get a handle of how much that would cost if you had to do it tomorrow.

MR. KENNEDY:  One second, sir.

[Witness panel confers]

MR. KENNEDY:  Larry Kennedy.  So I just want to be clear of the numbers that have been kicking around, because there are a lot of numbers.

The 4.7 billion that we see in response to question (c) here, or sub-part (c), that would meet today's values of the inflated number.

So in other words, that's based on a future expenditure requirement of, I think, the $21 billion, approximately.

Yeah, if the sum of all -- so in other words, we take today's value, today's estimate, inflate that to the remaining life of the account, and then discount them back to today.  The discounted value back to today is the 4.7 million.  The --


MS. NORI:  Billion.

MR. KENNEDY:  Did I say million?  I meant 4.7 billion.

The actual number today before inflating, if you were to decommission the system today, I'm not sure that we have a decent number for that, at least not at my fingertips, as I think of.

MR. ELSON:  Could you undertake to provide that?

MR. O'LEARY:  Perhaps I could just enquire as to how difficult that exercise would be?

MR. KENNEDY:  I'm not sure that I know off the top of my head, so we should have -- the way we did our CDNS calculations is kind of embedded in that.

I just need to see how easy it is to un-embed that in the calculation, then to provide it.

MR. ELSON:  Best efforts is fine, Mr. Kennedy.

MR. O'LEARY:  Thanks, Michael.  We could use an undertaking for just best efforts.

MR. MILLAR:  JT4.15.
UNDERTAKING NO. JT4.15:  TO PROVIDE THE COST TO DECOMMISSION ALL ASSETS, TODAY, ON A BEST-EFFORTS BASIS.


MR. ELSON:  Thank you, Mr. Millar, and thank you, Mr. Kennedy and Mr. O'Leary.

Now, I think one last question for you, Mr. Kennedy, on-site restoration costs.  One of the concerns that was noted -- actually, I believe it was in Enbridge's evidence, actually -- is that there would be a significant one-time impact if you were to pull the accumulated site restoration costs into a segregated fund, so now I'm talking about the idea of having a segregated fund.

You know, we don't know what the Board is going to do on segregated funds.  They had asked Enbridge to come back and study that for this application.  And let's just presume for the sake of this question that the Board does want SRC to be in a segregated fund.

What would you recommend be done in terms of implementation to smooth the impacts of that so that you're not pulling out all of the accumulated SRC into a segregated fund at the same day?

Happy for you to take that away as an undertaking to think about it.  Can you comment on that?

MR. KENNEDY:  Maybe if we can consult with this internally for a few minutes we -- or a few seconds we may be able to help answer that.

MR. ELSON:  And you know what, Mr. Kennedy?  I think we might want to break for, Mr. Millar said, right around now, if it would be the right time, so maybe we should break for the afternoon if that would be a good time for you, Mr. Millar.

MR. MILLAR:  Yes.  Let's do that.

We have two short breaks this afternoon, but this is the first, so we will be back in ten minutes.
--- Recess taken at 2:25 p.m.
--- On resuming at 2:36 p.m.

MR. ELSON:  Thank you, panel.  I think when we broke for the break you were looking into whether you could provide an estimate of the cost on a theoretical basis to decommission all of the assets tomorrow.

No one, of course, is suggesting that's going to happen, but just to give an idea of the magnitude of site restoration costs associated with existing facilities.

Is that something you could speak to now or would that be an undertaking?

MR. KENNEDY:  I think we took that as an undertaking already.  I think we were discussing how you would set up a segregated fund at this point in time.

MR. ELSON:  You're right.

MR. KENNEDY:  I was hoping that my memory wasn't failing me that bad.  So we did have a chance -- I think we would need to take this as an undertaking.

It is kind of unchartered territory.  We have seen the federally regulated transmission pipelines do this, but they started fresh, so how we could implement this kind of mid-stream, and then done through a utility would be something that we want to give some thought to, I want to give some thought to and I think Enbridge does as well.

MR. ELSON:  Sounds good.

MR. MILLAR:  JT4.16.
UNDERTAKING NO. JT4.16:  TO PROVIDE AN IDEA OF THE MAGNITUDE OF SITE RESTORATION COSTS ASSOCIATED WITH EXISTING FACILITIES.


MR. O'LEARY:  Just so -- and again, I don't want to detract from what has been said so far, but obviously it is an undertaking that is on something that's not in evidence and it's new.  It's not what's proposed.


So I just -- I understand there to be a number of caveats that would be included with any undertaking response, one of which will include from what I understand from Mr. Kennedy is that a great deal of thought needs to be given to this, and this undertaking response which may not be able to devote that amount of time to the response.

MR. ELSON:  I'm not sure if I understood that, Mr. O'Leary, but I think the jist of it is that it doesn't take away from the fact that both Enbridge, it seems like, and Mr. Kennedy will think about those implementation considerations and provide any comments that they can, noting of course that the Board hasn't ordered that site restoration cost be segregated, but has ordered that there be consideration of that possibility; is that fair?

MR. O'LEARY:  I understand what you're saying, Mr. Elson.  I'm simply saying that this response may not identify absolutely each and every of the ramifications that may arise from a site restoration -- segregated site restoration fund proposal, and it should be understood that what the response will be is not a proposal which is at the same level of detail that you would find had such a segregated fund been proposed in evidence.

MR. ELSON:  I assume the level of detail would be less, yes.

And let me just add.  It would be helpful and I would ask in your response just to differentiate between Enbridge's comments on the issue and, Mr. Kennedy, your comments on the issue as an expert on the depreciation.


Really the question had been for you to comment on it and we appreciate your comment but if Enbridge wishes to comment on it I'm happy to receive those separately, as part of the same interrogatory response; would that be all right?


MR. KENNEDY:  That's fair.  The fact is I hadn't really put my mind to it before this very hour, so I do want to spend some time.

MR. ELSON:  Sounds good.  I'm going to return to an earlier point because I think maybe from a different angle we could get to something that would be helpful.

We had heard earlier that Enbridge would collects about $60 million more in net salvage for a certain account if you directly followed the data for the past five years, and the question is whether you could calculate how much, more or less, Enbridge would collect based on the last five years of data across all accounts.


And just to be clear, Mr. Kennedy, we're definitely not asking you to say that that's a reasonable net salvage amount or rate, and we are not necessarily agreeing with any of the adjustments that you've made.


We're just trying to determine the difference between the proposed amounts and those that would arise if you directly followed the last five years of data.

So is that something that you could do?

MR. KENNEDY:  I'm hesitating, Mr. Elson, only for one minute, because I think that is what the undertaking was that we decided we weren't going to give, or we couldn't give and be reasonable.  So I'm not sure how your request is different from undertaking we had debated half an hour or so ago.

MR. ELSON:  Well I think the difference is we're not asking you to determine a worst-case scenario or a scenario at all.  We're not asking you to come up with anything other than a number that would explain the difference between the proposed amounts and those would that arise if you directly followed the last five years.

I think your concern was we don't want to put a number on the table as a scenario for the net salvage amount that we think is unreasonable, and I'm not disagreeing with you that you it would be unreasonable as a final number.  I don't know.  I'm not looking for a final number.

I think with that distinction, Mr. Kennedy, it may address the issue that you had raised.  If it doesn't, you can say that.

I know your colleague Ms. Nori had a comment about it.  She had put up her green card, so maybe she can provide a number without saying that it's reasonable number.


There are two different things.  You know, we're not looking for you to say here's a worst-case scenario or here's an appropriate net salvage amount, or this is something that we're considering.

It is more about determine how you got to your number, as opposed to proposing an alternative number.  Let me put it that way.

MS. NORI:  Just because you mentioned I had my card up here.  This is Ms. Nori.  I think my comments, when we are discussing this how we define the last five years and the influence that one year can have in that calculation.  So when we're looking at a band as short as five years, any single year that might actually be an outlier can have an abnormally large impact on the total rate.

So previously we've been discussing account 473.01.

When you we look at that account, in 2021 there was a retirement amount of $19 million.  The five-year band ending in 2020 had a five-year percent of negative 284 percent.

When we look at the five-year band ending in 2021, so just one year later, it is negative 87 percent and that's simply the impact of one year in that data.

And so to say that we can make any kind of an assessment, even looking at the last five years, well where do we stop that five years?  If we include this last year that is very obviously an outlier of some sort, let's use the number we give.


And so it's really difficult for us to make the assessment of looking at a worse-case or what the data says because the data can be messy, as it is for every client.

MR. ELSON:  Absolutely.  I'm not asking to you calculate a worse-case, just asking you to crunch the numbers and to put caveats in your answer saying this is not what the end result will be.  This is the last five years.  And note that this number -- whatever caveats you want; is that something you could do?

MR. O'LEARY:  Mr. Elson, it is Dennis O'Leary for Enbridge Gas.  What I have heard from the response is even if you limit the calculations to within the last five years, or possibly six, however you interpret your question, is that you still have the same uncertainty and lack of credibility in the result because it's not going to generate a number that that would have any meaning and be of any benefit --


MR. ELSON:  Mr. O'Leary, I'm not looking for an outcome.  I'm not looking for an outcome.  An outcome is different.  That's all I want to clarify.

If Mr. Kennedy says he is going to decline to provide the answer, I'll move on, because we have spent a lot of time on this.

MR. O'LEARY:  We are declining.  Thanks, Mr. Elson.

MR. ELSON:  Mr. Mondrow, I see you are on the screen there.

MR. MONDROW:  Thanks, Kent.  I'm going to take from you two minutes, maybe less.

MR. NEME:  Nori, could you not do the calculation based on the data to get a goalpost, and then provide additional information about which outliers to exclude in order get a more reasonable number?  And give an order of magnitude since, that way?


MS. NORI:  This is Ms. Nori.  That theoretically is possible, but there are 60 accounts here.  If we come up with running it from every band or go through the data and look at every possible worst-case scenario, best-case scenario, I'm going to be doing this for days.

So I guess if we're going to take an undertaking, it has to be very, very precise on what you're looking for, and I don't think I can give that to you.

MR. MONDROW:  Okay, Kent.  I've used your time.  I'm not going to debate it any further.  Thank you, Ms. Nori.

MR. ELSON:  Nor I, Mr. Mondrow.  I'll turn on to economic planning horizon, and these are questions again for you, Mr. Kennedy.

Maybe just stepping a bit of a step back, looking at the bigger picture, my understanding of an economic horizon is focusing on the economic life of an asset versus the physical life of an asset.

MR. KENNEDY:  Yes, definitely an economic life is kind of the key -- I can't speak -- key consideration there.

MR. ELSON:  And just again to set the scene, my understanding is that mains that are installed over 2024 to 2028 would not be fully depreciated until 2084 to 2088 because they have a 60-year depreciation period.

MR. KENNEDY:  And in fact they are, to be totally transparent, that 60 years is an average.

If you look at the maximum life of the curves that we looked for that, it is longer than that, but [audio dropout] goes out further than that 60 years.

MR. ELSON:  Yeah, and I'm not asking how long they will last for; I'm saying how long they will be depreciated for, and you picked 60, which is a point on your curve, right?

MR. KENNEDY:  Right.

MR. ELSON:  Got it.  And so an economic planning horizon can be structured in a number of ways, and one of the ways you can do that is with a truncate date; is that right?

MR. KENNEDY:  Yes.  And probably that's what the economic planning horizon does.

MR. ELSON:  And does an economic planning horizon always have to be a truncate date, or can it be something different from a single date, for example, just shortening the period from 60 to 50 or from 60 to 40?

MR. KENNEDY:  It's applied as a truncate date in the models.  In other words, it says you take that curve and you stop at a point in time.

The key point is, this is a term I actually developed with the National Energy Board.  I call it an economic planning horizon rather than a truncation date, because we are setting that date at a point in time, and it is going to get reviewed in each and every study.

So we have done many studies where we pick a 30-year economic planning horizon and five years we pick another 30-year, which effectively moves that date out, and it's another 30 years.

I often refer to it as driving the car down the highway at night.  You only see a certain horizon in front of you with your headlights, but as you move down that road you see more road, and that's the concept behind an economic planning horizon, is that they are reviewed periodically.

MR. ELSON:  And because five years in the future, ten years in the future, you'll have more information on those economic risks?

MR. KENNEDY:  Exactly.  You may see an object in that road that you hadn't seen before that requires to you stop faster, or there may be nothing there and you can continue down that horizon.

MR. ELSON:  So in your evidence -- and I'm referring to answer (a) to 4.5-ED-139.  You can pull it up or not.

You noted in your evidence at page 19:
"Consistent with the reduction in the utilization of the assets, it could be assumed that large-scale retirement of assets may be required in the period between now and 2050."

So that's what you said in your evidence, and then you looked at one risk mitigation measure, being a 2050 economic planning horizon, and we had asked you:  Well, can you comment on some alternatives?  And in your response commenting on some alternatives, you mentioned the Equal Life Group procedure, which is one of the things that Enbridge is proposing, and we're actually looking for your comment on something beyond what's being proposed, something in between what's being proposed.

What's being proposed would be, for example, a 60-year life for pipelines, where they will not be depreciated until the late 2080s and an economic planning horizon which would have them depreciated in the 2050s.

What could you do in the middle there?

MR. KENNEDY:  Well, sir, the off-the-top-of-my-head answer is we could pick an economic planning horizon in even 2060 or 2070.

The key is for me, the theory point of view, you need to pin those horizons on something.  The Federal Energy Regulatory Commission for decades told us you should pin these horizons on supply forecasts.

They've recently known in a couple of cases, said, no, no, it's based on a demand forecast, so when you start looking at a demand forecast, you start bringing economics into it.

So while we could run scenarios -- and to be fair, they're not five-minute jobs to run a scenario, but you could run scenarios where, you know, you could say 2060 or 2070.

The problem is they become very subjective unless you pin that to something, so we chose 2050 in this case because that ties to the Paris agreement that our federal government is signed into.  It also ties into, as we've looked at clean air legislation throughout North America, that seems to be a pretty common date, and again, it is usually tied back to the Paris agreement, quite frankly, so that we became a date that we could actually put a hat on that that's a reasonable scenario, but the date the calculations could be based on, pick a date kind of thing, just a matter of how do you justify it and how do you ensure that that is a reasonable date to pick.

MR. ELSON:  And really, any adjustment that would accelerate depreciation would have an impact that involves mitigating that risk relating to decarbonization, even if it isn't an economic planning horizon pinned to 2050, it could still have that impact or would still have that impact?

MR. KENNEDY:  It would, sir.  The challenge is, it impacts the longer-life assets much more significantly than shorter-life assets, so for example, we've been doing the economic planning horizon dates for Enbridge as parent, we've done them for T.C. Energy, Trans (inaudible) Pipeline.  Pick a pipeline.

And what we find is once you get beyond about 30 years you start losing the impact of it, because it's applied really only to one account, being your mains.  So you lose the impact from your compression accounts and other accounts.

So much beyond 30 to 40 years you start losing the influence of the EPH, but to your point, you know, you could -- they can be round at any point and it applies to all the assets.

It is just that they have a smaller impact the further out you go.

MR. ELSON:  So would another middle ground be to apply an EPH or a truncate date, whatever you want to use as the term, just for new pipes going into the ground, as opposed to also the existing pipes?

MR. KENNEDY:  That becomes really difficult, just in the modelling, but we would -- what I would suggest is -- yeah, when you start looking at applying it to various vintages, if anything, I would say you go the other way, quite possibly.

If you put yourself in the -- in a scenario where we are sitting here in 2050 talking, and God knows I won't be, but there will be -- you are probably going to say more newer pipes are the ones that have a chance of becoming better service, they are constructed to newer standards, et cetera.

So sometimes you'd think about maybe truncating those older vintages first, although history has shown that those 1950s pipes that went in are really good.

So if anything, what we have done -- and we have put studies together where we've actually truncated some accounts but not others.

For example, we have different truncation dates on compression equipment, on the theory that maybe compressing equipment comes out of service prior to the pipes, or if you could segregate lines, for example, on the TC energy system, we have different truncation dates on different lines.

Now, that all works in great theory for large-diameter transition systems.  I'm not sure it works so good for distribution systems, where you can actually start marginalizing and looking through zones if you could apply deferring rates to.

So I think, to answer your question maybe directly, would be there is ways you can use EPHs and apply them.  But it becomes very subjective, in terms of (inaudible) you picked and where you picked, so that's why when we thought about putting a scenario in, that 2050 scenario is one that we would view as being a viable and realistic scenario that we can pin to something.

MR. ELSON:  And I guess, you know, you can call it subjective or you can call it professional judgment.  If someone looks at a 2050 EPH and says, well, that increases the depreciation expense by $290 million, it is a little bit much, so we'll pick something different and instead have our mains depreciate at 50 or 40 years instead of having that this EPH -- I mean, could you not describe that as being just a different kind of professional judgment?

MR. KENNEDY:  Yes.  In fact, I know another consulting firm that that's kind of in their approach, and dealt with this question, is, it just shorten lives up.

My view of that is, well, then  call it an EPH, call it what it is.  But in effect, it's the same thing.   So we have seen some scenarios where some pipes -- and I guess maybe more in pipes we see it on coal-fired generation, for example, where you just shorten the life up to next ten years.

Well, effectively that's an EPH, but to your point, yes, you can manage that in terms of picking an end date, whether it's an average service life estimate or an EPH.


MR. ELSON:  Mr. Kennedy, you have provided two examples.  One was truncating some accounts versus others, liked compressors, versus, pipes, and shortening lives.  Are both of those examples from the context of addressing depreciation in the context of decarbonization.

MR. KENNEDY:  I think you could structure it that way, sir.  Let me be -- I mean, you are shorting the life and whether it's because of -- at that point, whether it is decarbonization or pipe replacement programs or whatever, but you could structure a set of runs like that in the guise of decarbonization.

And again, as I think about this, and I've thought about decarbonization and energy transmission, I really think we're a few years fast on some of these -- these types of very harsh reactions.

Again, I testified this morning, I think the equal life group is a good transition tool.

As we sit here again in a few years we will probably be or may be looking at something more harsh, but we will know more facts and where hydrogen is, for example, and where renewable fuels are, the effect of renewable fuels inside the pipes, is it more corrosive or not.


So that is all kind of emerging discussions right now.  So I think we are maybe one study early on some of that, but I do appreciate the point you can keep saying that and then all of a sudden you are one study light as well.

MR. ELSON:  And I think one of the concerns, Mr. Kennedy, that you agreed to in to in your interrogatory responses, if I understood you correctly, is that the impact on the depreciation expense would be even higher if we waited until, say, 2030 to implement an EPH in 2050, right?


MR. KENNEDY:  Yes.  And then that's to my last point.  It is a matter of managing the timing of that once, you know, facts and the circumstances are going to changed from now to 2050.  We can be sure of one thing:  It's going to be new things come to light.  But I do think this is such a new area that we are one study soon.  We are really trying to implement something harsh.

MR. ELSON:  I'm going to ask you for an undertaking, further to 4.5-ED-140, and that interrogatory is looking at the impact on the depreciation expense being -- I think now it's $290 billion if you were to implement the economic planning horizon of 2050 now.

I would like you to provide the dollar impact on depreciation expense if you implemented a 2050 truncated date on 2030, 2035, or 2040.

You did provide a response in terms of percent, but have trouble interpreting, that, to be honest with you.  And so I am trying to have a comparison to the 290-million-dollar depreciation increase figure for future years, if you were to wait and not -- and not implement a truncate date until 2030, 2035 or 2040.


[Witness panel confers.]


MR. KENNEDY:  Mr. Elson, I think we've provided that information in our IR response to that question.

There are a number of tables where the actual wording response I think is percentages, but we did attach tables that that provided the detail, I think that you're asking for.

And inside that detail we did have to make some assumptions around what would your capital adds be over these next five years, ten years, 15 years.  So we did outline a series of assumptions and some detailed tables.

MR. ELSON:  You are talking about attachments to ED-140?  I don't have any attachments to ED-140.

You know, for the interest of time, maybe you could undertake to point me to where it's already in the evidence or to provide the response if you don't already have that.

MS. DREVENY:  It's a composite depreciation rate set to -- table 1.

MR. KENNEDY:  We didn't put the tables on it.  So I think, yes, we can undertake.  We really did do most of the mechanical work to do that, so we can actually provide the detailed tables.

MR. MILLAR:  It is JT4.17.  And it is to provide the detailed tables for what?
UNDERTAKING NO. JT4.17:  TO PROVIDE THE DETAILED TABLES FOR THE DOLLAR IMPACT ON DEPRECIATION EXPENSE IF A 2050 TRUNCATE DATE WAS IMPLEMENTED FOR 2028, 2030 AND 2035.


MR. ELSON:  For the dollar impact on depreciation expense if a 2050 truncate date was implemented, and we can just use the same dates as you provided for the interrogatory response which will be easier for you which is 2028, 2030 and 2035.

MS. NORI:  I'm sorry, this is Ms. Nori.  It is just coming back to me why we didn't submit the tables in the response.  It was because the general plant accounts led to the rates getting really, really weird because those are such short-lived assets.  Would it be sufficient if we provided the tables excluding anything in general plant accounts?  Those are all the --


MR. ELSON:  I don't see why not.  I don't think that would have a big impact on the results anyway, so that's fine.

MS. NORI:  And I believe that's what the tables we provided in response to the (inaudible) had.  But we just didn't put the full tables in, for that reason.

MR. ELSON:  That's fine.

MS. NORI:  Thank you.

MR. ELSON:  I think we had the number for that already.  Now, I'm looking at 4.5-ED-142, attachment 1, page 27.  Maybe if that could get pulled up on the screen, that was again 4.5 ED-142, attachment 1, page 27.

And this is, Mr. Kennedy, some of your evidence in a different proceeding.  In the third paragraph down you say:
"Considering all the factors I find that the use of a 30-year EPA to expiring October 31st, 2050 to be a proper and adequate for MGT.  This 30-year EPH is consistent with the anticipated decline in demand as forecast by the 2019 International Energy Agency report, by more importantly aligns to the targets suggested in President Biden's 2050 Net Zero Decarbonization Plan, executive orders, Paris agreement, the State of New York's climate change legislation, and the stated objective of a number of utilities and local governments.  To recommend an EPH beyond October 31st, 2050 for the MGT system would assume these targets will not be met."

My question for you, Mr. Kennedy, is whether this recommended is adopted, was adopted.

MR. KENNEDY:  It was -- this proceeding was as a lot of Federal Energy Regulatory Commission proceedings are, was settled through a stipulation.  The depreciation rates changed very little from our report, but they did change some.  And so I'm not sure -- it is hard to pinpoint the changes on a black-box settlement in a stipulation in terms of was it the EPH that changed, was it the lifes that changed, was it...


We weren't a part of or party to the stipulation of discussions.

I would say that nobody drastically disputed this EPH, other than FERC suggested that the right EPH was a 72-year EPH based on supply forecasts.

We disagreed with that in rebuttal evidence, and ultimately the rates that were settled to were very close to our rates so.  But I can't for the record say these were either adopted or not adopted as part of the stipulation agreement.

MR. ELSON:  But a day would have been -- where you ended up with is was close to this; is that what you would say?


MR. KENNEDY:  It seems to be.  We don't know how much -- play off was played between this and our salvage estimates, et cetera, as well.

MR. ELSON:  Thank you.  Go ahead, Mr. Kennedy.

MR. KENNEDY:  I was just going to say that this report was, if memory serves me right, I think dated in 2020 or 2021.  2021, I think.  And even since that time, as I'm doing the very much similar evidence again now, although we're finding that some of the newer technologies around hydrogen, this assumed no hydrogen blending, et cetera, as well.

There are changes in technology, although I still basically agree that if you are going to have a truncation date or an EPH date, 2050 is still kind of the goalpost that most -- we usually aim towards.

MR. ELSON:  But I think also what you're saying is you can have an EPH of 2050, and then in your next regulatory proceeding, if there is new technology or it seems like you can use the pipeline for hydrogen, you can extend that out.

MR. KENNEDY:  Correct, sir.  And that's, as I suggested, that's the concept of the horizon portion of the title.

MR. ELSON:  Thank you.  If we could turn in the same interrogatory -- and I'm just coming to the end of my questions shortly -- to attachment 5, page 20, and third paragraph down.

Yeah, I can start reading from my notes as it gets pulled up.  You say:
"While it is currently anticipated that the system will be contracted for service through contract renewals and will be competitive with other natural gas pipelines, sourcing supply from the Western Canadian sedimentary basin for the next 20-year period, however, the contracting circumstances beyond 2034 are not known.  Therefore, an economic planning horizon extending beyond 2034 is not reasonable."

And my question isn't really related to these specifics, but to the principle that the economic planning horizon should be based on a risk, not a certainty that the asset will not be used and useful beyond that date; is that fair to say?

MR. KENNEDY:  Yeah, I think it's fair to say that the EPH recognizes the risk that include things such as supply, demand, government legislation, et cetera.

This Alliance report I think was dated, if memory serves me right, about 2015 -- 2016 -- Ms. Nori is correcting me -- so it was in a different era, and interestingly enough, this one -- report, it was settled through stipulation, and I -- to this day I haven't heard the results of the stipulation, and I couldn't find the record and the FERC records in terms of how it was -- what the final rates were, so -- again, that's one of the problems with black-box stipulations, but this was the recommendation, and we fully believed it at the time.

We were in a era there where 25- and 30-year EPHs for FERC and CER-regulated pipelines was basically the norm, and for good reason, because I've been in -- I've being doing large-diameter pipelines, I used to work for Enbridge Pipelines from 1980 to 1995, and we had 30-year EPHs on our depreciation rates over that whole year as well.

MR. ELSON:  My questions are more [audio dropout] as opposed to the specific items in relation to this pipeline.

How likely does it need to be that an asset's economic life will end after a certain threshold date to use that threshold as a truncate date?  You might not be able to provide a specific likelihood, but can you comment on that?

I'm trying to understand how you would assess that?

MR. KENNEDY:  In essence, for these large-diameter long-haul transmission pipelines, we look at it in the terms of, yeah, is it likely that economic forces will impact those pipelines?  If the answer to that is yes, then we start looking at what those economic forces might be.

Whether it's in the case of Alliance, it was contractual demand.  They weren't assured that when current date producer contracts expired that they would be renewed, so that presents a risk.

It has nothing to do with energy transition, it is more in the pricing on and full contracts will demand on pipelines.

MR. ELSON:  And --


MR. KENNEDY:  There's many risks.  But to your question, it is a question of risk and what the risks are for that specific circumstance.

MR. ELSON:  And in this case, you know, like you say, it is really just a contracting uncertainty, so would you say that you want to use a truncate date when there is more or less than a 50 or a 60 or a 40 percent chance that you might not have a pipeline that is -- has an economic life beyond that date?

MR. KENNEDY:  Yeah.  And the challenge, sir, is you are highlighting a lot of the debate that we have when we go through this question, is if your half your contracts go away, is that pipeline economic if half the contracts go?  And that becomes a question of the economics of that particular pipeline.

You know, as we start talking energy mitigation, same question.  All four -- you can't -- you are not going to run a pipeline economically if a small trickle of gigajoules of gas flying through it.  But what's that magic date, and what's that -- not date, what's that magic number?

So there's a number of factors that influence them.

To your point, it's -- sorry, at some point in time you look at it and the pipeline will be uneconomic for a number of reasons, but this is a question of trying to quantify those.

There is some -- some published guidelines that would say once you estimate that half of your system of 50 -- it is kind of a 50 percent rule.  Once you get beyond or below 50 percent utilization, that you may want to consider that as being your economic planning horizon.

We get into a lot of debate when we start looking at those kind of criteria, was it 50, or what if it's 48 or what if it's 55?

But there is literature around, once your system is really utilized at half or less, you're getting into that timing of economic end of life.

MR. ELSON:  Those published guidelines, could you file a copy?

MR. KENNEDY:  Sure.  I can -- you can find it right now, sir.  It is a publicly available textbook called "Depreciation Systems", and I think it is at page 145, if memory serves me right.

MR. ELSON:  Just for the sake of time, as opposed to reading from it, could you provide a copy of that on the record in an undertaking response?  Best efforts is fine.

MR. KENNEDY:  Yeah, that page, for sure, we can -- or pages relating to that, yes.

MR. MILLAR:  JT4.18.
UNDERTAKING NO. JT4.18:  TO PROVIDE A COPY OF THE TEXTBOOK CALLED "DEPRECIATION SYSTEMS".

MR. ELSON:  Thank you.  And your answer just provided, you know, the utilization rate, but what I'm looking at is, I think, a little bit different.

Let's say, for instance, that there is a 30 percent chance that you will reach your economic life in year X.  Is that where you want to set your truncate date, or do you wait until there is a greater likelihood that that will be the tipping point between economic and non-economic?  What's that percentage?

I know you can't give a single number, but just give me some idea.

MR. KENNEDY:  Well, the same text I'll give you that we're going to provide pages from that talks about a common economic theory called "challenger versus defender" that was popularized by Dr. Thurber, and that's really where that 50 percent criterion comes from, is some of his writings that are discussed in the Depreciation Systems textbook.

We can -- I don't -- unfortunately, I've never been able to put my fingers on the exact copy of Dr. Thurber's, I think it is 1896 discussion of defender versus challenger, but it definitely is alluded to in this textbook and discussed in this textbook, so that discussion is there as well, and that discussion is broader than just pipelines or...

MR. ELSON:  Okay.  And just -- and so that will give us an idea of, you know, the percentage likelihood at which point you should be adding that truncate date, give or take?

MR. KENNEDY:  Yeah, I don't know if it actually even gets to that level, but it discusses the factors to consider.

MR. ELSON:  Okay.  Well, if it doesn't get to that level and you can comment on that in the undertaking response, we would appreciate it, but I should probably move on at this stage just to one last question, which is -- shucks, I have two.

You know, and the same principle would apply in relation to physical health, right?  If there is a probability that your pipeline is going to be physically not used or useful after a certain date, you know, you want to set that to be your depreciation period, what's the probability of physical end of life that you use to set your depreciation period, give or take?

MR. KENNEDY:  The answer to that would be that is incorporated into our service-life estimates.

It would be -- the end of life is when your pipeline can no longer undertake the function for which it's designed, so in other words, if your pipe won't pass inspections, well, then it's done --


MR. ELSON:  So when you say "average service life", does that mean if there's a 50 percent chance of this date being the end date then you pick that one?

MR. KENNEDY:  No, I'm afraid that I need you to ask that question again.

MR. ELSON:  You'd said the answer is the average service life.  You know, you never know how long it is going to last.  You've got your curve.

Where do you pick your line?  Do you pick it roughly at the mid-point?

MR. KENNEDY:  So that's -- so this is depreciation kind of textbook theory 101, is that you pick the curve and the area underneath your curve describes the average service life, so considering the whole curve, the total area underneath that curve, so we pick the shape of the curve, and then the shape of that curve applied to certain life estimate, or the life estimate is based on the area underneath that shape of the curve, so it is an algorithm at each life point, and when that curve runs to zero, and then we pick the average area underneath that curve.

MR. ELSON:  Thank you.

Attachment 3, page 19, and my final question here.  This is another report that you did, Mr. Kennedy, and I'll read from my page while it's getting pulled up.  Thank you for that:
"Ultimately, the risk of recovery of a pipeline's investment, which is its fundamental risk, rests with the pipeline company to manage through such tools as depreciation studies and capitalization policies.  Moreover, this fundamental risk is asymmetric.  If, in the fullness of time, Enbridge's truncation date turns out to be too short, differs ultimately benefit through a lower future rate base and rates.  On the other hand, should the truncation date have been set too long, then the pipeline may be unable to charge rates to allow it to recover its remaining investment."

Can you elaborate on this point about asymmetric risks?


MR. KENNEDY:  I can try off the top of my head.  So in other words, there is a risk of being too short.  That risk falls to the toll payers of the customers.  They are paying more than the service value of the system that they are consuming.

On the other side of the coin, if it's too long, the risk accrues to the company in that they may be then discussing a stranded cost application.

Now, a stranded cost is always a tricky bird, because cost isn't stranded until the commission deems it to be stranded.  But the -- so the risk is on two-sided.

On one side too short, risk to the customers; too log, puts the risk onto the pipeline.  And so the goal is to try to get it right.

MR. ELSON:  It seems to me, Mr. Kennedy, that it is asymmetric in that it if it's too short customers get a benefit in the future, whereas if it's too long you have the problem of not being able to recover your full costs and the possibility of a death spiral.

Would it not be asymmetric in that sense?

MR. KENNEDY:  Yes, it would be, you know, in terms of if it's too short your current customers are subsidizing the future customers.  And I think that's just saying what you said but slightly differently.  But it's my words.

MR. ELSON:  So if it's too short your risk is intergenerational equity, but if it's too long, your risk is death spiral?

MR. KENNEDY:  Yes.  Or stranded costs.

MR. ELSON:  Thank you, Mr. Kennedy.  Those are my questions.  And thank you, panel.

MR. MILLAR:  Thank you, Mr. Elson.  Mr. Quinn, we have you next.  Are you here?  Dwayne, I put you down for -- are you about 10 minutes?


MR. QUINN:  I won't need to be (inaudible) and Enbridge panels .  I think I could be close to that.

MR. MILLAR:  Okay, well, we're --


MR. QUINN:  I'll keep my eye on it --


MR. MILLAR:  -- when we will break.  Can we get you in before the break?

MR. QUINN:  Yes.

MR. MILLAR:  Okay, go ahead.
Examination by Mr. Quinn:


MR. QUINN:  Okay, thank you.  Good afternoon, witness panel.  I'm Dwayne Quinn.  I'm here on behalf of FRPO.

Just going to deal with one area which hopefully will help everybody in this process, but if, Angela, you would be able to turn up Exhibit I.2.4-EP-8.  This is an interrogatory from Energy Probe, which you covered with Mr. Ladanyi this morning.  I'm not going to retread that, but I'm just going to try to re-cast it in a way that hopefully is helpful.  Thank you.

The table 3, which is on page 3 of 3, if you could focus on that aspect.  Thank you very much.

Now, I'm going to start with my main premise and you can tell me if it's correct or clarify.

Line 3 says the 2024 test year utility O&M before capitalization at 1.356 million.

I guess I should be clear, I guess that should be 1.356 billion; is that correct?


MR. HEALEY:  Correct.

MR. QUINN:  Thank you.  Now the way I would look at this number is this is the company's total O&M from all sources aggregated into one pool before being allocated for the purposes of setting rates.  Would that be accurate?

MR. HEALEY:  That would be the total applicable to be considered for allocation, if I've read that correctly.

MR. QUINN:  Considered for allocation prior to making rates?


MR. HEALEY:  I believe so, yes.

MR. QUINN:  Thank you.  And so this, I'll do it in two steps.  Line 4 then says -- and I'm got not going to get into direct, indirect or whatever, but the amount of total overhead that will need to be capitalized is 323 million and the note there adds in some of the other different areas and that's great.  So the second step then, line 5 shows a total, and it is not defined, but I would read the total as this is the total O&M that is remaining that would be taken from that -- the number that's there, about $1 billion, and that is the total net O&M that will be allocated into rates.  Is that correct?

MR. HEALEY:  Taking a moment, sorry.

MR. QUINN:  I'm sorry, I thought you were -- I'm -- are you processing that or did you confirm that?


MR. HEALEY:  Yes sir I was processing that, I think is the term, yes.  My apologies, I don't have a quick answer on that.

MR. QUINN:  Well, what I'm trying to get to, Mr. Healey, ultimately is, and I'll say it this way and you could confirm it or clarify it.  By taking out to 323 for all of your capitalization, and then only allocating the remaining O&M, you are therefore ensuring that there is no double-counting because capital in line 4 went to capital and went into rates that way.  Revenue requirement that went into rates that way, and then line 5 was O&M that created a revenue requirement that went into rates that way.


But ultimately, in total, all you did was allocate all of your O&M, you just had two different streams from which that revenue requirement was created.

MR. HEALEY:  That's correct, sir.

MR. QUINN:  That's what I thought I understood after this morning, because I was trying to crystallize this.


So my next question is, if we were going forward and you had an incentive rate-making period going forward, if there was a change to your approach to capitalization and a different number was being pulled out -- and let's say for the sake of argument your O&M costs are exactly the same but a different proportion went into capital, there is a risk that by putting that different amount of 323, if that number became, for lack of a better term, 300, there is a risk that there would be some -- there wouldn't be a precise recovery of all of your O&M costs because you don't get a chance to complaining the amounts going into O&M, because that gets changed by formula, whereas the 300 now for capital gets integrated by an allocation process.  Would that be fair to say?


MR. HEALEY:  I believe so.  I think this is in line with -- I think there is another IRR that speaks to this.  It's exhibit I.2.4-VECC-12.

MR. QUINN:  I will look up later on, but in respecting Mr. Millar's timeframes, do you generally confirm that what I said was correct in terms of it's different in a deferred rebasing period in terms of making sure there is a precise amount of O&M that is in the revenue requirement anymore because you don't adjust the O&M; you only adjust the capital that went in, in this case, maybe by ICM or other mechanism.

MR. O'LEARY:  Sorry, Mr. Quinn, it is Dennis O'Leary.  I think the witness did want to take you to or reference a response to another interrogatory, and I believe it's fair to the witness to allow him to do so.

MR. HEALEY:  If I'm understanding the question correctly, so it would be part (b).

I think it's questioning as a result of these changes after 2024, Would you respectively change or request to change rates, and the answer was no, so I think that's answering your question.

MR. QUINN:  I wasn't asking about whether you would be asking for it or not, and again, I'll have to read this in context later on.


If we could go back to EP-8, please.  So my question is, just generally and practically, if there were ICMs going forward and the amount of your capital changed that would be allocated but your O&M is exactly the same, the revenue requirement associated with those two streams now will vary such that you are not precisely recovering the exact amount of O&M between the two streams; would you agree with that?

MR. HEALEY:  Once again -- Colin Healey -- I propose to take that as an undertaking to further discuss and clarify.

MR. MILLAR:  Let's mark that as JT4.19.
UNDERTAKING NO. JT4.19:  IN A DEFERRED REBASING PERIOD, IF THERE IS A CHANGE TO THE OVERHEAD CAPITALIZATION AND IT CHANGES THE RESULTING LINE 4 OF 323, IF O&M IS STILL AT 1356 AS A TOTAL, THE RESULT OF THE TWO STREAMS WILL NOT EQUATE TO A REVENUE REQUIREMENT THAT IS PRECISELY EQUAL TO 1356, BECAUSE THERE'S NO ABILITY TO ADJUST YOUR O&M, AS THE RATES ARE BEING SET BY SOME FORM OF MECHANISTIC PRICE CAP FORMULATION.

MR. O'LEARY:  And just so we're clear on it, I wonder, Mr. Quinn, would you be able to restate what the undertaking is that you are requesting?

MR. QUINN:  Okay, this is not reading into the undertaking.  I said I want to say we established that there were two streams of resulting revenue requirement coming out of the total O&M.  Some is allocated through O&M, some is allocated from capital.

However, in -- and this is the undertaking -- in a deferred rebasing period, if there is a change to the overhead capitalization and it changes the resulting line 4 of 323, if O&M is still at 1356 as a total, the result of the two streams will not equate to a revenue requirement that is precisely equal to 1356, because there's no ability to adjust your O&M, as the rates are being set by some form of mechanistic price cap formulation.

Satisfied with that, Mr. O'Leary?  Sorry?

MR. O'LEARY:  Yes.

MR. QUINN:  Okay.  So was there an undertaking number?

MR. MILLAR:  Yes, it was JT4.19.

MR. QUINN:  Thank you.  Now, my -- at the risk of going one minute longer here, isn't that what occurred in the past rebasing period -- or, sorry, deferred rebasing period, so in the last five years did we not have ICMs that adjusted capital at a different rate than was necessarily in the rates at the time of the initial rebasing for the two legacy companies?

MS. DREVENY:  Danielle Dreveny.  I would say that there would be a difference, but any difference in the overhead policy was captured through the AP CDA account.  So, yes, it was different than what would have been in existence prior, so you'd have to go all the way back to the 2013 cost of service for what essentially in rates, but through the MAADs deferred rebasing period we also have the AP CA to capture the difference.

MR. O'LEARY:  So that captured the difference.  Thank you.  And I won't give the acronym, but I agree with your assessment of it.

But I'm speaking specifically to ICM projects.

Those would not be captured in that deferral account, would they?

MS. DREVENY:  No, the ICM projects themselves are not captured in that deferral account.

MR. QUINN:  Okay.  I think that's sufficient for our needs now.  I'll read your answer with interest, and we can talk further at the oral hearing if necessary, but those are my questions, Mr. Millar.

MR. MILLAR:  Thank you very much, Mr. Quinn.

We will take a short second afternoon break and come back at 3:40, at which time I think we'll have Pollution Probe.
--- Recess taken at 3:31 p.m.
--- On resuming at 3:41 p.m.

MR. MILLAR:  Mr. Brophy, over to you.
Examination by Mr. Brophy:


MR. BROPHY:  Great, thank you.  Good afternoon, panel.  My name is Michael Brophy and I'm here on behalf of Pollution Probe.  I think we were shooting for about 15 minutes, so I think that's still the goal here.

So the first question relates to one of the IRs.  So maybe we can pull that up.  It is 1.4-Pollution Probe, or PP-2.

If we could just go down to the response, the table before.  Perfect.  And I don't know if that makes sense if it could be a bit bigger or the witnesses have a copy in front of them.

Let's start there, and if we need to pivot to what's on the screen we can easily do that.

So you will see at the bottom of the table in response to an interrogatory, there is some colour coding to show which projects in the list include or do not include indirect capital overheads, but I didn't see any of the colour coding in the legend at the bottom applied to any projects.  Was that a mistake?  Is there colour coding missing in the table or do none of those things apply?


MS. DREVENY:  Danielle Dreveny.  I sorry, I am just reading the boxes for the colour coding.  I apologize.

I think that was part of one of our earlier drafts of the reply, but I can confirm that there are some projects, mainly the community expansion ones, where it would only be including the interest during construction and any loadings that would be included for the project.

So if it's -- yeah.  That's correct.

MR. BROPHY:  Okay, so it sounds like this was a draft version.

There's some -- some things that are updated as it relates to the colour coding, and if that's true, then maybe we can put that on pause for a minute and come back to it in a sec.

Other quick question is, so I know what IDC is, and indirect overheads, but can you remind me what loadings are?


MS. DREVENY:  Certainly.  So loadings is another term probably internal term -- this is Danielle Dreveny -- that it can also be called burden rates.  So those would be the burdens that are applied from an HR perspective, human resource costs that are applied to direct labour.

MR. BROPHY:  Okay, so they're like overheads but it's just related to HR overheads?  Is that -- or am I missing something?

MS. DREVENY:  That's correct, it is the burden rate that applies to HR-related costs that is applied to direct labour charged to a project.

MR. BROPHY:  Okay, so those aren't already in the direct overhead costs, then, so there are portions of indirect overheads for, say, staff that worked on a project that get applied through indirect overheads, but then there is certain HR costs that aren't in the indirect overheads so that's caught in the loadings; is that correct?

MS. DREVENY:  Yes, confirmed.  There's essentially three separate buckets that apply to the term indirect overheads when we're talking about the allocations to capital projects, so that would be the burdens, the O&M overheads, and then the interest during construction or IDC costs.

MR. BROPHY:  Thank you, for that.  If we can go to the last column in the table, take a look.

So these are projects where Enbridge is proposing to include them in this application for rate purposes for 2024, and you will see there is a listing of proposed amortization periods to apply to each project so it varies from 55 years and some are 60 years for the projects so the -- first of all, I thought the amortization project for these types of projects was 40 years; is that not right?


MS. DREVENY:  Danielle Dreveny.  So, it depends on the type of project that is listed, and for purposes of this response the amortization period is interpreted to be the expected service life based on the depreciation study.  So you will see that it varies between a distribution and transmission-related project.

MR. BROPHY:  So the 55 years would be for distribution projects and 60 years would be for a transmission project; is that correct?

MS. DREVENY:  Subject to check, because I can't see the titles of the projects but.

MR. BROPHY:  Or if you need a minute we can pivot back over or make it smaller, if that's easier.

I guess you need the last column and first column in order to --


MS. DREVENY:  I can't see them together.  Now I can't read it.  But that is what it is intended to be.  So in terms of the response to this question, we would have looked at each individual project, what the nature of it was, meaning whether it was a distribution, mains, plastic or steel project, and if it was a transmission project, and then we would have chosen the appropriate service life that is based on the depreciation study that is proposed in 2024 rebasing.

MR. BROPHY:  I will try not to get into the weeds here because you may not have all the details but now we are straining my eyes to read it.

On the list, one of the 60-year projects and I'll just pick one at random here, is the North Bay Community Expansion project.  And if you followed it across it is 60 years; do you see that?


MS. DREVENY:  Yes.

MR. BROPHY:  So that was a plastic distribution expansion project.  It wasn't categorized by Enbridge's transmission.  That's why I was a bit confused if 60 years is the amortization period for transmission, and that's the difference.  It's not making sense to me.

MS. DREVENY:  Pardon?  Yes.  Yes.  So confirming for the study that's being proposed the average service life for plastic pipe is 60 years.

MR. BROPHY:  Okay, so then we had it backwards.  It is 60 years for distribution pipelines and 55 years for transmission pipelines; is that right?


MS. DREVENY:  Subject to check.  I don't have the rates in front of me.

MS. NORI:  This is Amanda Nori.  Transmission mains were given a 60-year life.  Sorry, were given a 60-year life.  Distribution metal pipes were given a 55-year life and distribution plastic were given a 60-year life in the depreciation study.

MR. BROPHY:  Okay, thank you.  It is starting to make sense based on that legend you just read.

So the other question is, so these have all been through leave to construct, everything except for the ones with that little section greyed out have been constructed and you have actual costs for them.

But in the leave to construct applications the amortization period included in evidence to the OEB was different than these rates, and some were 40 years.  That's why I was confused earlier.

So what does that mean when the OEB approves a project based on evidence indicating its 40-year amortization and then in this table it's a different number?  Can you help me understand what that means?

MS. DREVENY:  Danielle Dreveny.  I think I may have to take away some of the cases.  I believe where you are referencing that it had a 40-year was likely with the community expansion projects; is that correct?


MR. BROPHY:  Well for sure for those, yes, and there may be others too.

So what I was going to suggest, and the reason I said let's not talk about the revisions on the colour coding is if you can undertake to do the updates based on the colour coding you indicated hadn't been applied properly earlier, and then had a column at the end with the amortization period per the leave to construct application, and then where it's different between the leave to construct application and what you are proposing now, if it you can just describe what that means and why that could all be wrapped up in one undertaking if possible.

MS. DREVENY:  Danielle Dreveny, yes.

MR. BROPHY:  Okay.  Great.  Thank you.

MR. MILLAR:  That's Undertaking JT4.20.
UNDERTAKING NO. JT4.20:  TO DO THE UPDATES BASED ON THE COLOUR CODING YOU INDICATED HADN'T BEEN APPLIED PROPERLY EARLIER, AND THEN HAD A COLUMN AT THE END WITH THE AMORTIZATION PERIOD PER THE LEAVE TO CONSTRUCT APPLICATION, AND THEN WHERE IT'S DIFFERENT BETWEEN THE LEAVE TO CONSTRUCT APPLICATION AND WHAT YOU ARE PROPOSING NOW, IF IT YOU CAN JUST DESCRIBE WHAT THAT MEANS AND WHY THAT COULD ALL BE WRAPPED UP IN ONE UNDERTAKING IF POSSIBLE.

MR. BROPHY:  Okay.  Thank you for that.

Okay.  So my next question was in relation to some discussions from earlier today.

You know, there was, well, lots of discussion about relevance, impact of stranded assets, et cetera.

And so I guess this is a question for Concentric.  Is it fair to say that the work and opinions from Concentric in relation to this application include a premise that Enbridge has a responsibility to actively mitigate stranded assets, risks to the extent possible?

So when you have done your analysis you're assuming that, you know, there is a level of rigour that goes in, that extra things aren't being put in where it's clear that they're going to end up stranded before they're even put in; is that a true statement?

MR. KENNEDY:  It's Mr. Kennedy.

Yeah, the -- when we make recommendations with regard to things like use of the Equal Life Group or the life estimates that we have and the net salvage, we are -- we are looking at the -- with the knowledge that the company needs to have an opportunity for the recovery of their prudently made investment.

And so we pick our lives on the basis that, based on the consumption of the service value of that prudently made investment was the period over which we will depreciate, and so the policies and the things that we recommend are our independent opinion of the recommendations for Enbridge's -- to meet that goal.

I would say, do we think, are we trying to avoid stranded costs?  Not directly, but the -- as you look at the circumstances, if we are trying to match the depreciation expense to the consumption of those assets, that would by itself mitigate stranded costs.

MR. BROPHY:  Okay.  And when you refer to prudency there in your answer, I'm assuming you mean Enbridge is putting in an asset with an amortization period which it thinks is accurate and rather than one that's, say, much shorter and then I guess it should be that amortization that's used instead; is that --


MR. KENNEDY:  Yes, and I was referring to prudence, I'm meaning the ones that are going to -- projects that have been approved by the Commission and money -- that the project was a prudent project, an economic project, and it's amortized over the correct period of time, yes.

MR. BROPHY:  Okay.  And I guess that's the link back to my initial question on the table is, you know, amortization in a Leave to Construct where Enbridge is getting approval for construction of the project is separate than its ability to recover that in rates, and so I think that your prudency view is linked to Enbridge asking for a correct amortization period to be put into rates that actually matches, you know, the life of that asset so you don't get into a case where you are putting something in that ends up stranded, that you'd know about at the time.

MR. KENNEDY:  That's correct, sir.

MR. BROPHY:  Okay.  Okay.  Let me just check my list quickly.

Yeah, I think all my other questions had been answered, so that was very efficient, and I'll hand it off to the next person.  Thank you very much.

MR. MILLAR:  Thank you very much, Mr. Brophy.

Mr. Rubenstein, are you -- yes, I see you've come on.

Over to you.
Examination by Mr. Rubenstein:

MR. RUBENSTEIN:  Thank you very much, panel.

Can you hear me?

PANEL:  Yes.

MR. RUBENSTEIN:  Okay.  Sorry for that.

Good afternoon, Panel.  I really only have one question as a consequence of some of the questions you've been asked, as well as some of my questions are actually better placed for panel 4, so I'll push my time that I don't use to panel 4, and it really follows up on your response, 2.4 SEC 103, and also, and probably more importantly, some of the discussions you had with Mr. Ladanyi today, and this is with respect to the Enbridge witnesses on overhead capitalized -- capitalization.

So in that 2.4 SEC 103 we asked you to provide certain information going back to 2013, and responses to some of those sub-parts of the question, Enbridge essentially said it couldn't provide it, and that's really a consequences of the categorization that you provided in the evidence based on the harmonized approach that you have, and it would be -- as I understand, you can't really be too difficult, if not impossible, to go back in time, and I think there was a bit of a misunderstanding of the question.

So I'd like to ask Enbridge if they could provide the following undertaking, and I'll read it out here.

It would be to provide a table for each year between 2013 and 2022 that provides the following information.

So first would be for each year the actual capitalized overheads in that year and, if possible, broken down into the very -- Union, Enbridge, and EGI when it became EGI.

The second part would be, for each of those years, the total amount of capitalized overheads included in base rates, and again, broken down into the three utilities, depending on which year they were in existence for.

Three, for each of these years the total amount of capitalized overheads that were recovered through in ICM or a capital pass-through mechanism, similarly broken down as applicable to three utilities, depending on what year.

And then four, the total amount of capitalized overheads in any given year that were recorded -- or recorded in some other place.

So, for example, a DVA -- such as the accounting policy changes deferral account or some other DVA, such as a capital pass-through mechanism DVAs or variance at other DVA, and similarly broken down into those various categories and by utilities.

Is that something that you can attempt to do?

MR. O'LEARY:  Mark, we were just discussing here.  I think we have to take this one under advisement to see how much of your request we can fulfill.  We just can't giver you an answer right now.

MR. RUBENSTEIN:  Okay.  I'll take it on a best-efforts basis, because I assume that's what you're asking, the qualification, and I would just ask that in your response if you are making any assumptions or for certain calculations you would ensure to lay those out.

MR. MILLAR:  Okay.  We will mark that as Undertaking JT4.21.
UNDERTAKING NO. JT4.21:  TO PROVIDE A TABLE FOR EACH YEAR BETWEEN 2013 AND 2022 THAT PROVIDES THE FOLLOWING INFORMATION.

SO FIRST WOULD BE FOR EACH YEAR THE ACTUAL CAPITALIZED OVERHEADS IN THAT YEAR AND, IF POSSIBLE, BROKEN DOWN INTO UNION, ENBRIDGE, AND EGI WHEN IT BECAME EGI.

THE SECOND PART WOULD BE, FOR EACH OF THOSE YEARS, THE TOTAL AMOUNT OF CAPITALIZED OVERHEADS INCLUDED IN BASE RATES, AND AGAIN, BROKEN DOWN INTO THE THREE UTILITIES, DEPENDING ON WHICH YEAR THEY WERE IN EXISTENCE FOR.

THREE, FOR EACH OF THESE YEARS THE TOTAL AMOUNT OF CAPITALIZED OVERHEADS THAT WERE RECOVERED THROUGH IN ICM OR A CAPITAL PASS-THROUGH MECHANISM, SIMILARLY BROKEN DOWN AS APPLICABLE TO THREE UTILITIES, DEPENDING ON WHAT YEAR.

AND THEN FOUR, THE TOTAL AMOUNT OF CAPITALIZED OVERHEADS IN ANY GIVEN YEAR THAT WERE RECORDED -- OR RECORDED IN SOME OTHER PLACE.

SO, FOR EXAMPLE, SUCH AS THE ACCOUNTING POLICY CHANGES DEFERRAL ACCOUNT OR SOME OTHER DVA, SUCH AS A CAPITAL PASS-THROUGH MECHANISM DVAS OR VARIANCE AT OTHER DVA, AND SIMILARLY BROKEN DOWN INTO THOSE VARIOUS CATEGORIES AND BY UTILITIES.

MR. RUBENSTEIN:  Thank you very much, panel.  Those are my questions, and I'll move my time to the next panel.

MR. MILLAR:  Thank you, Mr. Rubenstein.

Up next I see VECC.  Mr. Garner has just come on screen, so Mr. Garner, I'll pass it over to you.
Examination by Mr. Garner:

MR. GARNER:  Thank you.  I hope the panel can hear me.

My name is Mark Garner, and I'm with the Vulnerable Energy Consumer Coalition.

I really have two areas, and hopefully they'll be quick.

And my first is to my friends from Concentric, Mr. Kennedy and Ms. Nori.  Is it true -- would you agree with this statement that under IFRS the cost to remove an asset from service are to be added to replacement asset or in the case of where the asset is terminally retired, that's where there's no replacement, there is to be expensed?

Is that the IFRS rule?

MR. KENNEDY:  It is Mr. Kennedy.

I'd agree with the first half of your categorization of standard 16 that would say that if you replace an asset in the same spot it would be expensed.

Now, that's for financial statement purposes, sir, again recognizing Enbridge Gas reports under U.S. GAAP and their provisions are slightly different.

IFRS Standard 16 would indicate replacements in place and the like kind should be -- the cost of removal would expensed.

I disagree slightly with your second terminal retirements.  For terminal retirements, the IFRS Standard 37 -- I think it is; I'm working off the top of my head -- would require an asset retirement obligation for significant amounts.

Your comment about expensing would be for minor interim retirement activity that is not replaced in the same spot.  It would go to expense.


So there are three buckets, really, to your question, one replaced in kind, it is capitalized as part of the new; interim retirements would go to expense, and then larger, where legal obligations exist, would go to an asset retirement obligation.

MR. GARNER:  Just a little follow-up to that is, first of all, is there anything that precludes a company like Enbridge that uses U.S. GAAP to apply an IFRS rule?  Anything in you -- anything that precludes them from doing that under U.S. GAAP, I mean?


MR. KENNEDY:  That would be a question for an external auditor at the time, than myself.

MR. GARNER:  That's fine.  The reason I mention this, and where I got what I just said to you was from -- and I'm wondering if you are familiar with this, a case of Centra Manitoba, where they were seeking to eliminate net salvage costs from their depreciation expense.  Are you familiar with that case?  It was in 2018, went through to 2019 or '20.

MR. KENNEDY:  I testified on behalf of Manitoba Hydro on the 2015 case on electric, and I think that extended to the 2018 case for Centra Gas and the debate there was around -- because they are reporting under IFRS.

MR. GARNER:  Okay.

MR. KENNEDY:  And so the question there was how would they handle net salvage.  Ultimately the Manitoba commission -- I am working on memory now, six years back, so bear with me for a second.  The Manitoba commission I think said they should follow the IFRS standard of expensing capital when it's not replaced in place and charging to the new project capital that is replaced in place, if you want replacement.

Ultimately I think that decision was slightly varied to say rather than expensing it they would defer those expenditures and deal with them in a case that I think is currently underway right now, so...

MR. GARNER:  Yeah, and I do apologize.  I'm not trying to put you on the spot, because I don't know the case myself.  I just happened to come across this and I'm trying to understand it.

I'm wondering if we are talking about the same case because you're talking six years ago.  I'm looking from a piece of evidence from that case that is dated November of 2018, so that case must have gone going on and before the utilities board in -- about '19.  It would have been pre-Covid.  Is that the case that you gave evidence in?


MR. KENNEDY:  No, that would be a subsequent case.

MR. GARNER:  Are you familiar with that subsequent case at Centra Gas.

MR. KENNEDY:  Not very.  I did not appear in that case or present evidence in that case.

MR. GARNER:  And again, I'm not trying to put you on the spot.  I'm just trying to understand in my own mind why one gas utility in Canada would seemingly be getting -- moving in the opposite direction of actually going away from negative salvage rates and if you understood why that would be the case, and ultimately what even happened in that case.

MR. KENNEDY:  Yes, and so that was -- the background behind that was their conversion to the International Financial Reporting Standards, and their choice was to not include net salvage in their rates to avoid two sets of financial records.

Ultimately they got to a spot for a number of other reasons that they had to -- they are now booking -- they have two sets of financial records, one for regulatory purposes and one for financial reporting purposes.  But their objective originally was to try to maintain one set of books.

MR. GARNER:  Thank you, Mr. Kennedy.  I appreciate that.

My next set of questions really goes to, I think, Mr. Healey, what's been a long haul for you today.

And that is I'm going to go back to the overhead capitalization.  The interrogatory was actually referenced today, but rather than have that brought up because it's -- I think we've talked about it, I'd rather have, I think it's better for us to talk about Exhibit 2, tab 4, schedule 2, page 17 and then there is a table 3.

As that is being brought up, what that table is doing is comparing the overhead capitalization policies and how they've changed, and that is -- thank you, that's the table.

And so in that table, and this question about we reference this table.  In that table you'll see the 310.5 which, as I understand it, and I think was confirmed in that, that's the amount of overhead that's been capitalized in the estimate for rates for 2024, correct?

MR. HEALEY:  That's correct.

MR. GARNER:  And in other places in the evidence I think the amount I've gotten -- you can take it subject to check by it is in the same evidence, just above it I think -- the 2024 capital amount is, I think 1.491 billion.

Is that a number that you recall?  Roughly 1.5 billion for 2024?


MS. DREVENY:  Danielle Dreveny.  I'm familiar with that, amount yes.

MR. GARNER:  Yes.  And I'm not trying to quibble about the numbers.  I'm really trying to conceptualise something, to myself mostly.  So when I look at that, and I'm going to round that 1.491, because it is just hard to talk about that, $1.5 billion of capital it is composed at some level of two components, isn't it?  It is composed of this 310 of overhead, and then I'll call it the 1.2 of non-overhead stuff; is that the way, at a high-level it's composed of?


MS. DREVENY:  Danielle Dreveny.  Yes, I would agree with that.

MR. GARNER:  Right, okay.  And so what happens though, in reality, of course, is they're all estimates and none of those numbers will be true, right?  They'll all move around somehow, because that's just the nature of life and that.  And but what I want to focus on is simply the non-overhead portion of that.

So, let's say next year or even -- year, it's not 1.2 billion of non-overhead amount.  Let's say it's $1.3 billion of non-overhead amount.

That doesn't affect the 310.5, does it?  There is no direct correlation between overheads and the non-overhead capital amounts, is there?

MR. HEALEY:  Colin Healey, so the overheads themselves would not change, that's correct.

MR. GARNER:  Right.  And so in any given year, if you have more capital projects, even for directly assigned stuff, as I understand it, you don't hire, fire, engineers planning for your capital budget.  You have say ten of them they work on different projects every year, so that number stays the same.

Now, it only changes, though -- what's the difference between if it's $100 million higher next year and it's not an ICM, and it is $100 million higher next year but you apply for an ICM to get $100 million for that project?  What conceptually is happening different that then you would allocate overheads in the ICM?

MR. HEALEY:  Colin Healey.  Overheads themselves, the bucket, if you will, to be allocated amongst the capital project would remain unchanged.  It would just be allocated amongst base projects as well as ICM projects.

MR. GARNER:  So if you have -- if the budget is instead of $1.2 million next year it is 1.3, it is still going to be 310.5 recovered in rates because that's what we're going to set rates for, right, to recover 310.5 but if you have an ICM project and it is $100 million over, you are going to seek to get more capital -- you are going to assign some overhead into that project, are you not?

MS. DREVENY:  Danielle Dreveny.  Yes, we would, because our overheads are allocated to all projects regardless of whether they are ICM or base.  So that's true.

MR. GARNER:  Thank you panel, for those responses. Those are my questions.  Thank you very much.

MR. MILLAR:  Thank you, Mr. Garner.  The only person
-- There we go.  Mr. Buonaguro, I've got you down for five minutes with this panel.


MR. BUONAGURO:  Unless you are doing a new panel I guess I have 55 minutes to kill.

MR. MILLAR:  The joke's on you because we are doing a new panel.

MR. BUONAGURO:  Oh, sorry.
Examination by Mr. Buonaguro:


Good afternoon, panel.  I do only indeed have a couple of questions that shouldn't take too long.  I will dive right in.

If we can pull up exhibit I.4.5-IGUA0-12(e).  I think we were looking this briefly earlier today.  4.5-IGUA-12(e).  And just looking at part (e), the answer there was:
"All straight line depreciation procedures accrue the same amount of depreciation expense over the life of the account.  However, the immediate impact of a change to ELG for Enbridge Gas is an increase in the depreciation expense.  This increase will lessen in later years and eventually it is expected that the ELG  procedure will result in lower accruals than ALG."

So with this answer in mind, which I understand repeats some of the sections that are in the main evidence, can you pull up Exhibit I4.4 OGVG number 6.

You can pull down to the answer to...

Thank you.  So if you look at table 1, what I was exploring here in part was the future pattern of depreciation under ELG insofar as it differs from ALG.

And to put it quite bluntly, my immediate concern was during a five-year IRM period, which is proposed in this case, the 2024, 2025, 2026, '7, and '8 years, does this eventual cross-over between ELG and ALG mean that the ELG depreciation bottoms out in some way, and so I was just testing to see the pattern of depreciation under ELG, and you told me that you couldn't answer for '27 and '28 because you hadn't done the forecasting for that, but I was wondering if I could ask, is the pattern for '27 and '28 similar; i.e., whether under ALG or ELG the total to depreciation in those '27 and '28 should be going up at a similar pace?

MS. NORI:  This is Amanda Nori.  I would expect, yes, that the pattern would continue as we see it in this chart.

The reference in the last IR to ELG eventually being lower than ALG is talking on a much longer-term than a five-year period.

MR. BUONAGURO:  Thank you.  I suspected that when you used the word "eventually", but I wanted to make sure.

Now, you told me -- the Santer (ph) tells me you couldn't actually forecast for '27 and '28, but I am assuming -- maybe you can confirm -- and I should say before I go on that in the main answer in (c) that the numbers for '25 and '26 are actually overstated by about $30 million each, because they haven't been corrected, for anybody reading the transcript, so if you go back, you have to change those by about 30 million, but that aside, you have a 2026 forecast.

Can you project the pattern of depreciation expense from '27 to -- I'll just pick a number -- 2050, for just that depreciation, so ignoring capital spending over that time, just to see what the pattern of depreciation is for ALG and ELG as that -- with the 2026 as a starting point?

So you are basically assuming zero capital spend over the next number of years.

MS. NORI:  This is Amanda Nori.

We in the past have done this for a client, and it took about six months and hundreds and thousands of dollars.

MR. BUONAGURO:  Really.

MS. NORI:  I'm happy to do it, but --


MR. BUONAGURO:  Well, I'm not happy to pay for it.

MS. NORI:  Exactly.

MR. BUONAGURO:  Well, I mean, that's interesting.  I'm surprised that's the case, just because if you already have -- you've already sort of settled the depreciation buckets for those expenditures and you are not worried about having to come up with new slices of capital spending and added to it, you should be able to project and tell me -- in the last answer you say eventually there's a cross-over, and we know from your simple examples in the evidence that at a high-level ELG has more drops in depreciation expense because you've front-loaded some of it and then it's going to come down further, so there is a little more volatility -- can I say that?  There is more volatility down the line, although it is more negative?

MS. NORI:  You are correct, and I think what you're getting to is the exact reason why it is so complicated with ELG in particular, because, even though we are not adding any capital expenditure, we have to run the calculations every single year.

If -- a study of this size, it would take us a day or two to run and verify each one of those calculations.  Even in our software it takes a while to go through and make sure that the results are reasonable, and so to do it for the next 30 years, we are talking, you know, a day or two a time, that's looking like a month.

It is just because we have to run the calculations to the software and change the underlying balance files for every single situation, as well as the underlying CDNS calculations.

MR. BUONAGURO:  Okay.  So I'll take that, and the information isn't that important that I'm going to even try to ask you to do that.

I would ask you for some sort of opinion on what it eventually means.

I mean, I think we've established that in the next five years, so 2024 to 2028, whether you are under ALG or ELG or if it's the current methodology, which, I know it isn't being proposed either, you are still with capital spending going up at a fairly consistent rate -- one is faster than the other -- but when does that eventually start to come into play, where ELG starts to, you know, relative to ALG, starts to nosedive because you are crossing over that mid-point?  Yeah?

MR. KENNEDY:  Sorry, Kennedy.

There's a couple of things to think about there.  It would vary by each account where that crossover point is, so, you know, an example, a 20-year account, that crossover probably happens year 12, 13, maybe a bit earlier than that.  On a 60-year account, you are probably 30, 35 years over.

And then we start introducing lifespan dates or truncation dates.  That impacts it as well.

It's -- generally, if you think about it in an account, it will occur at about or slightly after the mid-point of your life, so in other words, a 60-year life, you would start to see that crossover occur, you know, at about 30 -- year 30, 35.

The problem is, as you continue to add new capital, that remaining life capital keeps stretching out, so in your -- I think in your base assumption was hold everything stable, and what would that look like?  You are -- given the amount of new capital this organization has added in the last five years, you would have -- that crossover point would be, you know, 20, 25, 30 years old.

Now, remembering that when you are doing that, though, you are also eroding your rate base faster if it's ELG as well.

So there's -- if you actually think of just depreciation, you are probably two or three decades out.

If you are looking at where the crossover is in terms of depreciation expense and then -- and your return on your rate base, it comes forward a little bit, so you are somewhere around the mid-point of your life estimate.

MR. BUONAGURO:  Thank you.  So by -- I think the end of the story on this issue, though, is that in the next five years or so we're looking at -- basically, at continuing patterns that I'm seeing here for four, five, and six between the two methodologies.

MR. KENNEDY:  Assuming similar levels of investment going in, yes.

MR. BUONAGURO:  All right.  Thank you.  Those are my questions.

MR. MILLAR:  Thank you, Mr. Buonaguro, and thank you to panel 8, because I think that is -- that concludes the questions for this panel.

We are going to try and start on panel 4, but we'll need a short break to do that.

I'm told it will take five to ten minutes or something like that, so let's come back in ten minutes if that's sufficient.

If we need a little more time, that's fine as well, but we'll begin our questioning with Mr. Rubenstein from SEC.

MR O'LEARY:  Thanks, Michael.  Ten minutes should work.

MR. MILLAR:  Okay.
--- Recess taken at 4:16 p.m.
--- On resuming at 4:29 p.m.


MR. MILLAR:  Welcome back everyone, and welcome to panel 4.  David, I will turn it over to you to introduce your panel and then we will get to Mr. Rubenstein.

MR. STEVENS:  Once the panel has been introduced I have one brief preliminary item relevant to this panel to speak to.

With that I will turn it over and ask the witnesses on this panel first to introduce themselves, indicate your title, and just give a brief explanation of the areas of the evidence to which you will be speaking that are relevant to this panel.

And just for clarity, this panel is listed as addressing rate base, post-construction financials, enhanced distribution integrity management program, working capital, capital expenditures, AMP, and IRP.

And with that, I will turn it over, starting with the witness on the left of the screen, Mohammed, to please introduce yourself.


MR. CHEBARO:  Mohammed Chebaro.  I am the director of integrity at GDS and I will be predominantly talking about the Eden (ph) program and integrity in general.

MS. WADE:  Cara-Lynne Wade, director of energy transition, and speaking to IRP.

MR. WELLINGTON:  Bob Wellington, manager of asset management, governance and risk.  I will be speaking about the asset management plan and anything about the utility system plan.

MS. DREVENY:  Danielle Dreveny, manager, capital, financial planning and analysis, and I will speak to capital expenditures.

MR. MADRID:  Byron Madrid, manager of capital delivery speaking to financial, post-construction financials.

MR. VINAGRE:  Jason Vinagre, manager of regulatory accounting.  I will be primarily speaking to rate base and working capital.
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MR. STEVENS:  Thank you, panel.  Just before we begin with the questioning, I wanted to indicate that the witnesses have identified some numerical corrections to be made to the response to SEC 129.

Perhaps, Bob, you could read out just the full reference for that.  I should have written it down and I didn't.

MR. WELLINGTON:  Yes, it is Exhibit I.2.6-SEC-129.

MR. STEVENS:  And we think it would be most efficient for me simply to send around the updated interrogatory this evening.

If somebody has questions on it tomorrow, it can be marked as an exhibit, but either way Enbridge Gas will be filing any necessary updated interrogatories at the end of the technical conference as a single package.

And With that, the witness panel is ready for questions.

MR. MILLAR:  Thank you, Mr. Stevens, and Mr. Rubenstein I'll turn it over to you.  So you have until the end of the day, so until around 5:00 o'clock.
Examination by Mr. Rubenstein:


MR. RUBENSTEIN:  Thank you very much.  Panel, can you hear me?


MS. WADE:  Yes.

MR. RUBENSTEIN:  All right, panel, I have a lot to get through and I am going to be moving at somewhat (inaudible) just trying to categorize things and deal with some things tomorrow.

Can we first start at interrogatory 1.2-FRPO-25.
Sorry, 1.1.2-FRPO-25, I apologize.

So in this interrogatory you were asked about various things about project and cost management, and in the discussion to part (a)(i) you discuss the EGI Alliance partnership agreements, that as I understand some have a unique financial model where there is a sharing of savings and profits; is that correct?

MR. MADRID:  That is correct.

MR. RUBENSTEIN:  I am wondering if you could provide, and maybe the best way to do this is by way undertaking.  If you could provide an example how this actually works with a given project, what does the actual model look like that is -- how exactly are you sharing savings and profits; what does this in practice look like?  Maybe with a real project if one exists, or if not, an illustrative example?  Is that something that you can undertake to do?

MR. STEVENS:  Hi, Mark.  It is David Stevens.

So you would prefer for to us simply pick a project and provide with you a written answer as to how the sharing between the Alliance partner and Enbridge works, rather than speaking to it?

MR. RUBENSTEIN:  Yes, because I would like to see --I mean, if you want you can speak to it, but I'm interested in a very specific example that shows the actual calculations of what this looks like.

MR. STEVENS:  I see.  Maybe I can just ask Byron what -- while we're all together here whether that's something that could be done on the public record, or whether it's sort of by necessity, something that would be -- have to be filed confidentially?

MR. MADRID:  I believe it would be by necessity, and because of the commercially sensitive information in it would probably have to be filed anonymous --


MR. RUBENSTEIN:  Is the commercially sensitive the application a specific project?  Or if you sort of made up a project, but showing how this actually works based on the terms of the contract, which part is the commercially sensitive aspect?

MR. MADRID:  Byron Madrid.  It would be the factors involved in trying to determine that example that you are asking for, whether it be the profit margin, the specific productivity savings, anything associated with the example that you're looking for would involve commercially sensitive information in the agreements.

MR. RUBENSTEIN:  Okay.

MR. STEVENS:  Mark, my suggestion is that Enbridge can provide the undertaking and we can endeavour to make it as much as possible public, but I don't think until we've actually prepared the answer, we can't determine whether the whole answer could be public or not.  It sound like perhaps that's not going to be possible.

MR. RUBENSTEIN:  That's fine.

MR. MILLAR:  Let's mark that as JT4.22

UNDERTAKING NO. JT4.22:  TO FILE A WRITTEN RESPONSE TO 1.2-FRPO-25 SHOWING HOW THE SHARING BETWEEN THE ALLIANCE PARTNER AND ENBRIDGE WORKS

MR. STEVENS:  Just for clarity, Mark, is it your preference to have a real project, if even if that adds to the amount that is confidential?

MR. RUBENSTEIN:  Considering that you can't -- I guess if we are going to have it some of it confidential, let's try to use an actual project and use actual situation would probably be best.

MR. STEVENS:  Understood.  Did you have anything to add, Byron?


MR. MADRID:  No.


MR. RUBENSTEIN:  As I understand -- are you able to provide -- I'm just trying to -- let's just talk about this in a general sense and maybe I'll ask for an undertaking.

I'm trying to get a sense of, first of all, in your normal -- in the capital budget envelope that you are seeking for example, 2024 what percentage of that is being undertaken by contractors versus internal resources, and then within the contract there are the percentage of contract work that is being done by contractors, what percentage of that is the EGI-Alliance partnership contractors or contracts that fall under that?


MS. DREVENY:  One moment, please.  Danielle Dreveny.  We do not budget at that level of granularity.  However, we may be able to provide an example based on a three-year average of contractor costs for capital projects.

MR. RUBENSTEIN:  Okay, so how about for let's say the last three years or last three years of actuals for 2020 to 2022 you are able to provide, based on your capital spend in that year, what percentage is undertaking by contractors, what percentage is undertaken by internal labour.  And then in the contract, broken down into those that would fall under this Alliance partnership category, and the remainder amount; is that something you can do?


MR. STEVENS:  Is that information you we would be able to provide, Danielle?


MS. DREVENY:  Yes, that should be available.

MR. MILLAR:  That is JT4.23.
UNDERTAKING NO. JT4.23:  FOR THE LAST THREE YEARS OF ACTUALS FOR 2020 TO 2022, TO PROVIDE, BASED ON CAPITAL SPEND IN THAT YEAR, WHAT PERCENTAGE IS UNDERTAKEN BY CONTRACTORS, WHAT PERCENTAGE IS UNDERTAKEN BY INTERNAL LABOUR;  THEN IN THE CONTRACT, BROKEN DOWN INTO THOSE THAT WOULD FALL UNDER THIS ALLIANCE PARTNERSHIP CATEGORY, AND THE REMAINDER AMOUNT


MR. RUBENSTEIN:  In respect to Alliance agreements generally, is it a -- is the same model used for, as I understand it, there are multiple contractors who fall under these type of -- who have these sorts of agreements with Enbridge; is that correct?

MR. MADRID:  Byron Madrid.  No, the Alliance partner is two partners -- two contractors.

MR. RUBENSTEIN:  And do they have -- is it a similar model or is it unique to their specific agreements?

MR. MADRID:  Byron Madrid.  What exactly do you mean by "is it a similar model"?

MR. RUBENSTEIN:  Well, you explain in this model, "each Alliance" -- I'm just reading from the interrogatory:
"Each Alliance partner must agree to a fixed profit margin for their overall portfolio work with Enbridge Gas.  Specifically, if a contractor overruns they share the savings profits realized with Enbridge Gas."

So it's the same sort of percentage of savings or profits shared?  Is it the same type of agreement or are they unique to each contract?

MR. MADRID:  Byron Madrid.  Subject to check, I believe that it would be specific to each individual contractor based on the scope of work that they have and overall agreement conditions.

MR. RUBENSTEIN:  Thank you very much.

Could I ask you now to turn to 1.12 FRPO 26.  In this interrogatory you are asking about the London lines project.

And as I understand, the project went in-service in 2021, but you still don't have financial actuals for that -- for the project?  Do I have that correct?

MR. MADRID:  Byron Madrid.  What we have captured in that response is financial actuals for as of December 31st, 2022 for main lines stations and service, the project has not been completely finished, so therefore there is still some pending work, which is mainly the abandonment work.

MR. RUBENSTEIN:  And am I correct, the amount you're seeking to add to rate base in 20 -- for the opening rate base in 2024 is the approved amount?

MS. DREVENY:  Danielle Dreveny.  Just to be clear, by "approved amount" are you referencing what is approved through the LTC or the ICM?

MR. RUBENSTEIN:  The ICM.

MS. DREVENY:  What is being requested in the application is the actuals for the project that are incurred up until 2021, and then we would have had forecasted amounts in for 2022, so it would be different than what was in the ICM application.

MR. RUBENSTEIN:  And is the variance between what happens after December 2021 until the project is closed, is that captured in the ICM deferral account or not?

MS. DREVENY:  Danielle Dreveny.  Yes, any difference between the approved spend and what is actually incurred will be in the ICM deferral account.

MR. RUBENSTEIN:  Just to be clear, by "approved" I don't mean approved spend.

What you are forecasting in this application and adding to rate base, the difference between that amount and what I'll call the final actuals, will that be captured?

MS. DREVENY:  If I can confer for one moment.

Danielle Dreveny.  Confirmed.  So the amount that we would have included with the 22 forecast would be presented in the ICM deferral account.

MR. RUBENSTEIN:  Okay, thank you very much.

Can I ask you now to turn to 112 SEC 92.  This relates to the GTA project.

So in part (a) we ask you to provide a comparison between the forecast and actual projects schedule, and you included what I believe is the forecast and actual schedule, and they are both 150 pages long.

I was wondering if you could provide a more simplified comparison at a high level between the forecast and actuals, and obviously with the allotted time to go line by line through those many pages to make a comparison; is that something you could undertake to do?

MR. MADRID:  Byron Madrid, no, what you did ask was for a baseline estimate and an actual estimate, and that's what we have provided.

There is nothing else that we can provide that does a comparison.

MR. RUBENSTEIN:  You can't provide a more higher-level summary of the differences?

MR. MADRID:  No.

MR. RUBENSTEIN:  Okay.  Can I ask you to turn to 1.2, and this is 1.2, SEC 6.

And this is really a carry-over from the energy transition panel.

And in part of that interrogatory you were asked to provide an estimate of Enbridge's total rate base each year until 2033.

And in the response there was some discussion with Mr. Shepherd about this in the energy transition panel, and asked to raise it again in this proceeding.

You say you don't have a forecasted rate base for 2027 to 2033, as the company's latest long-term plan extends to 2026.

I'm correct that you actually have a capital plan that goes out to 2032?

MR. WELLINGTON:  Bob Wellington, Enbridge.  That is correct.

MR. RUBENSTEIN:  So I'm a little unclear why you can't provide a forecasted rate base that doesn't have to be at the level that the 2024 rate base has set but an estimate of what the rate base is going to look like in each of those years?

MR. STEVENS:  If I may, Mark -- it's David Stevens speaking -- I believe that there was an undertaking given to provide estimates of rate base for '27 and '28, like, through to the end of the IR term that -- for which Enbridge is currently seeking approval.

MR. RUBENSTEIN:  Sure, but I think we'd like to see it for the entirety of the AMP period.

MR. STEVENS:  Can you explain why that's needed in the context of the capital budget and the rate plan request for 2028?

MR. RUBENSTEIN:  Well, sure, I think it gives you -- there are a number of things.

One, with respect to -- this was -- the question was asked in the context of the energy transition evidence and trying to understand what the rate base is going to look like for the utility through its planning -- its capital planning period, which is 10 years, right?  And that it's filed all this evidence about, so understanding it in that basis.

MR. STEVENS:  So we have previously undertaken to provide for '27 and '28, and we'll take under advisement as when by additional years.

MR. RUBENSTEIN:  Okay.

MR. MILLAR:  So we will mark that is a JT4.24.
UNDERTAKING NO. JT4.24:  TO TAKE UNDER ADVISEMENT AS WHEN BY ADDITIONAL YEARS.

MR. RUBENSTEIN:  Now, could I ask you to go to 2.2, OGVG 3.

In part (d) you were asked to calculate the revenue-requirement impact of the proposed in-service additions between non-Leave to Construct spending, leave-to-construct spending that had been granted leave and leave-to-construct spending that has not been granted leave, and if you go to part (d).  I just want to make sure I'm reading this.

And the reason I sort of took pause is the language of in the table sufficiency deficiency, instead of just revenue-requirement impact.

I just want to make sure I'm reading this table -- is this -- is what this table is saying is that the total impact of all 2024 in-service additions, which I think are in, you know, $1.4 billion, the revenue-requirement impact is a reduction of the revenue requirement by $200,000; is that what that's saying?

MR. VINAGRE:  Jason Vinagre.  I want to just confer quickly.

Jason Vinagre here.  Mark, at a very high level -- Mr. Rubenstein, that is correct.  Ultimately, in the -- what you are going to find in the year of in-service the sufficiency of efficiency is driven heavily by the accelerated CCA impact of the first year going in-service, and therefore that is more than offsetting generally the other revenue-requirement items such as depreciation and return, et cetera.

MR. RUBENSTEIN:  Well, that was to be my next question, but I just want to clarify, because you are using the term sufficiency deficiency.  I just want to understand.

If the Board said you will have no -- you are not allowed to spend -- there is no in-service addition -- new in-service additions in 2024, do I read this table saying the revenue requirement would be $200,000 more?

MR. VINAGRE:  Based on the table and based on what we had supplied in the response, that is correct.

MR. RUBENSTEIN:  And I think you're -- and the reason for that is because of the, essentially, the tax [audio dropout] in the first year.

MR. VINAGRE:  That's correct.

MR. RUBENSTEIN:  Are you able to provide -- now, you explained how you at a high level, some of the -- that you sort of made some simplifying assumptions, and that's okay.

I was wondering if you can provide the underlying calculations that got you to this table.


MR. VINAGRE:  Sorry, Mr. Rubenstein, I am just thinking about back to what we put together.  I believe we have something that we could provide.  Again, what it is doing is separating out from very -- from a very comprehensive 2024 rate base model and separating out just the additions for the year.

So what I was going to say there is that there was some high-level assumptions built into all of that but we can provide the models for how we derived that.

MR. RUBENSTEIN:  Please Do.

MR. MILLAR:  That's JT4.25.
UNDERTAKING NO. JT4.25: TO PROVIDE THE MODELS FOR HOW THE WE DERIVED THE DATA IN THE TABLE.

MR. RUBENSTEIN:  And in your response It would be very helpful -- and this is to the total line, not the breakdown -- if you are able to break down the $200,000 increase into the three main components, I may say, to the revenue requirement calculation, right, the capital, the depreciation and the tax impact.

MR. VINAGRE:  Yes, I believe we could break that detail down.

MR. RUBENSTEIN:  Thank you very much.  Could I ask you now to go to 2.6-SEC-117.  So just to make sure -- just give me a second, if you just bear with me for a second, just make sure I have this correct.

In this interrogatory and just so we -- the reference, so you were asked in this interrogatory to provide, and it references a table that shows 2024 investments that are subject to LTC, the status of the LTC filing and when you they could be expected to file and you provide a table that does that; do you see that?

MR. WELLINGTON:  This is Bob Wellington at Enbridge.  Yes that's what I see in the table.

MR. RUBENSTEIN:  When I go through that list I see a number of projects where the responses are that they've been deferred out of 2024.  So if we go -- if we move on to the next page we see for distribution pipe, the first one -- the first investment of about $18 million of spending in 2024, that it's unclear, possibly in 2024.  Two projects then later the project has been deferred to 2027.  You go three projects later, project's been deferred to 2029.

The next one the project's been deferred to 2027.

You go on to the next page, project's been cancelled.  Further information you cite.  And then we go further down and you have some that are in -- where you say the project is in abeyance; do you see that?

MR. WELLINGTON:  Yes.

MR. RUBENSTEIN:  So I'm just trying to understand, with all these changes is the 2024 budget at all accurate anymore?

MR. WELLINGTON:  Yes, could I have one moment to confer with my colleague.  There are a number of changes in our forecast which tend to happen on a regular basis, and you know, we do expect to see some projects will get moved out, some projects will change in forecast as we get refined information from the teams that estimate the cost for those projects.

So, the '24 forecast is the best estimate we have for what we intend to execute in 2024 at this point.

MR. RUBENSTEIN:  Sorry, but your response here on this interrogatory, there's -- you know, I don't know how many projects I just went through, seven projects that -- obviously significantly material projects where you are now -- they are not going to happen in 2024.  They are not going to happen on the same schedule.


So when you say it's the best -- it's the most accurate forecast at the time of the application filing it was, but it clearly isn't anymore.

MR. WELLINGTON:  Yes, there will be some changes relative to what was included in the filing, yes, absolutely, and we're continuing to go through a process of refining estimates and to understand project schedules better so we have a clear understanding of our 2024 forecast.

MR. RUBENSTEIN:  You are seeking approval of the in-service editions in 2024.  So I'm just trying to understand how we have any of confidence in those numbers that you are seeking in this application when clearly a substantial portion of these projects are not actually -- that underlie those forecasts are not happening on the schedule that you said they were.

MS. DREVENY:  Danielle Dreveny.  Just to add to that, in terms of the forecast for the 2024 additions, so between the capital projects that are executed in the forecast for '22, '23 and '24, we do expect that there will be some changes as is typical once capital projects are executed. But in total over the term we expect the additions to the end of 2024 to be same or similar to what was in the application.

MR. RUBENSTEIN:  Sorry, I don't understand.

So are there delays in 2022 and 2023 projects that are now going to happen in 2024 to take the place of the projects that are delayed in this interrogatory?

MS. DREVENY:  To be clear, I'm saying that we may end up with variances in any of those years, but our expectation is that by the end of 2024 there is not a material difference overall in the capital additions that we forecasted.

MR. RUBENSTEIN:  But you'd agree with me that timing is important with respect to rate base, correct?

MS. DREVENY:  I would agree.

MR. RUBENSTEIN:  And so I'm trying to understand what your actual -- what your 2023 and 2024 is going to look like now, because it's clearly not -- the projects in the evidence, at least for 2024, are going to look very different than what you actually do, correct?

I mean, there's -- based on your response to just these projects that require leave to construct, not even the ones that don't require leave to construct, there are significant changes.

And so I'm -- I -- is there an updated 2023 and 2014 capital budget you have, in updating your evidence?  I was somewhat at a loss when I saw this interrogatory, because there are so many significant changes to 2024.

MS. DREVENY:  We are not proposing to make an update to the forecast in the evidence at this point in time.

MR. RUBENSTEIN:  Is that because you're not seeking a change to the relief, i.e. essentially the revenue requirement impact to these projects?

MS. DREVENY:  Can I confer for one moment?

[Witness panel confers]

MS. DREVENY:  Danielle Dreveny.  I think the response would be that we can expect that there may be variances in any of the years from 2022, 2023 and 2024, but that overall we're not expecting a material difference.

MR. RUBENSTEIN:  Okay, so in this table, I haven't added it up, but 18 million, 6 million, 11 million, 24 million, 19 million, 11 million, 50 million.  That's a lot of change to the 2024 budget than what you forecasted with respect to at least these projects, right?

MS. DREVENY:  I think this is looking at a specific subset of projects, but we'll get back to what Bob was talking about, so there would be a reprioritization of capital involved with that as well, so as stuff shifts out, other things may shift in.

MR. RUBENSTEIN:  Okay.  And can you undertake to provide me what is being shifted into 2024 to replace this capital spending?

MR. WELLINGTON:  We don't have -- this is Bob Wellington of Enbridge.  We don't have the set work plan for 2024 figures as of this moment.  We are still working through that.  So I'm not sure we can provide something by the time we would require to -- we'd be required to provide an undertaking response.

MR. RUBENSTEIN:  So how do you expect the Board then to assess your 2024 budget when there's a bunch of projects you are telling us today actually are in your evidence but won't happen in 2024, and you can't tell us the stuff that you're going to do in 2024?  How do you expect the Board to -- like, how would we assess the budget in 2024?

MS. DREVENY:  Danielle Dreveny.  If I may add, perhaps, as an example, we have the panhandle regional expansion project listed here, and so I'd agree with your statement, Mr. Rubenstein, that a project like that would cause a difference in terms of revenue requirement.  This is something that is being investigated to see if there would perhaps be some sort of levellized proposal for the revenue requirement that could be applied specifically in this example, because the in-service has shifted for the project.

MR. RUBENSTEIN:  I note we're at five o'clock, so I guess we'll leave it at there and pick this conversation up in the morning.

MR. MILLAR:  Okay, thank you, Mr. Rubenstein.

We will continue tomorrow, starting at 9:30, with this panel, and still with you, Mr. Rubenstein.

Just a reminder to parties, we still have more time than -- more time selected than we have time available, so, please, to the extent you're able, forward any updates on your time to Cherida, and by updates, I mean down, not up, because we are getting to the point where very soon we're just going to have to start cutting time, and we will seek some instructions from the panel in that regard, but just a reminder that we are over time.

David, I see you on the screen.  Did you have something to add?

MR. STEVENS:  Nothing more.

MR. MILLAR:  Okay.  Thanks very much, everybody.  I appreciate your patience today, and we will see you tomorrow morning.
--- Whereupon the conference adjourned at 5:02 p.m.
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