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Wednesday, August 9, 2023
--- On commencing at 9:32 a.m.

EGI PANEL 14 - OVERHEAD CAPITALIZATION POLICY, resumed

Melinda Yan,

Colin Healey,

Abbas Lakha,

Danielle Dreveny; Previously Affirmed.


MR. MORAN:  Good morning, everyone.  Are there any preliminary matters?
Preliminary Matters:


MR. MONDROW: Good morning, Mr. Chair.

MR. MORAN:  Mr. Mondrow.

MR. MONDROW: Thank you, sir.  There is one preliminary matter that I have, and it's just a brief completion of the record in respect of Dr. Cleary's appearance.  He took some figures that Mr. O'Leary was talking to him about, subject to check.  He subsequently checked, and I thought the bests way just to clarify and complete that interaction was to put these figures on the record.

I have shared these with Mr. O'Leary in advance, and he has in objection.  In fact, in one case, he believes that the number I am going to put on the record was the one he actually said, and it was just mis-recorded on the transcript.

So this was the transcript from July 27, and the exchange occurs at page 59, starting at line 10.  Mr. O'Leary was talking to Dr. Cleary about his ROE recommendations in other jurisdictions.  Dr. Cleary has testified that his recommendation earlier this year in Alberta was 6.75 percent.  The transcript had recorded 6.7 percent.  His previous recommendation in 2020 in Alberta was 6 percent, and his recommendation before that, which was in 2018, was 6.3 percent.

Dr. Cleary had answered Mr. O'Leary, subject to check, that his most recent recommendation was 20 to 50 basis points above his previous recommendation.  In fact, it was 75 basis point above his previous recommendation.

So we just wanted to clarify that.  Thank you very much.

MR. MORAN:  Thank you, Mr. Mondrow.  Any other preliminary matters?

MR. O'LEARY:  Yes, Mr. Chair, we do have one.  You may have noticed that our panel has grown by one, and I wanted to explain that to you.

We are now joined by Danielle Dreveny, who has been sworn previously.  She is the manager of capital financial planning and analysis.  And I have discussed this with my friends, but, during the discussions yesterday, there were a number of questions which were asked which relate to areas that are really within the domain of Ms. Dreveny.

The panel that was here yesterday was structured in a way, really, to speak to the harmonized overhead capitalization methodology and its genesis, and why they ultimately arrived at the various rates that are proposed.  There were a number of questions yesterday that related to impacts of a change, sometimes material, to the capital budget and what that would have in terms of any changes to the O&M and to the overhead capitalization amounts that would ultimately be capitalized, and Ms. Dreveny is really the person to speak to that.

There was some concern that the answers may not have been as clear as are appropriate, so we thought it was appropriate to bring Ms. Dreveny to join the panel today.

I spoke to Mr. Rubenstein, and he has already completed his examination, but we have no difficulty if he wishes to ask supplementary questions in light of that.

I do have a couple of questions that I want to ask Ms. Dreveny to address, to help clear up any concerns that she had following her review of the transcripts yesterday evening, if that's permissible.

MR. MORAN:  Thank you, Mr. O'Leary.  Any comments from anyone else on this?

MR. RUBENSTEIN:  Well, this a bit unorthodox.  Ultimately, the Board is seeking the best record, so it is what it is.  But I would ask, I think it's only fair that I am able to ask further questions and further cross-examine this panel related to this new information.

MR. MORAN:  Okay.  And, basically, you are saying you do have some further questions, then?  Or you're going to wait to see what happens?

MR. RUBENSTEIN:  I'm going to wait and see, since I have no idea what is about to be said.

MR. MORAN:  Fair enough, Mr. Rubenstein.  All right.  Then let's proceed, Mr. O'Leary.

MR. O'LEARY:  This will be very brief.
Further Examination-in-Chief by MR. O'LEARY:


So Ms. Dreveny, yesterday, I believe in a discussion with Mr. Rubenstein, there were questions about the allocation of overhead capital.  And the question relates as to whether or not they are allocated into the asset classes or to projects.  I'm wondering if you could offer some comments on that.

MS. DREVENY:  Sure.  Thanks, Mr. O'Leary.  I would like to offer just some clarification on the topic.

So, in total, when we're talking about capital and the allocation of overheads, we come to a percentage based on the total amount of overheads and the total amount of direct capital spend.  At the most granular level, we would allocate that to a project.  So, as an example, I have a project that's $5 million in direct capital.  I have an overhead rate of 24 percent.  I apply that rate and it drops out what the overhead amount is.

You can then roll that up to a higher-level view, such as what we have the capital expenditure evidence, where we have presented capital at the asset management asset class level and, within that, we have all of the overheads included.  At the highest level, it would be our total capital and total overhead.

So it all depends on the level of granularity in your view.  But, at the most granular view, and how we look at it, is this is the amount of direct capital on the project; this is the overhead rate that applies.

MR. O'LEARY:  Thank you.  And, in a discussion with Mr. Ladanyi yesterday, he took the panel to -- Ms. Monforton, if you can go to EP's compendium for this panel.  I believe it is PDF page 4.

Yes, it's the Panhandle, known as PREP, project, and these are the project costs.  There was a discussion about the indirect overheads there.  Do you have some comments as to how those figures were arrived at?

MS. DREVENY:  Sure.  Well I did not prepare this, so I cannot speak to that piece, but, using this as an example and going back to my previous statements, here, we're presented with what the direct capital costs are for the projects, and then the indirect overheads would be a function of that direct capital spend.  So, again, it is my percentage applied to the direct capital.  That's how we get to the $68.8 million, as shown on the screen here.

MR. O'LEARY:  Thank you.  Those are our additional questions, sir.

MR. MORAN:  Thank you, Mr. O'Leary.  I guess, before we move to Mr. Garner, Mr. Rubenstein, did you want to ask some follow-up questions?

MR. RUBENSTEIN:  I just have a couple of questions, just so I can clarify as compared to what was said yesterday.  And I don't have the transcript, so I haven't had a chance to review the transcript in light of this morning.

So, just to be clear, the evidence I believe we heard yesterday from Mr. Healey was that capitalized overheads were allocated to the asset class, to different asset classes, and then they were then further allocated down to the capital project level.

Do I take your evidence to be that that was incorrect?  It is actually allocated to the capital projects, and then can you roll them up however you see fit to the asset class and then to the total capital budget?

MS. DREVENY:  Yes.

MR. RUBENSTEIN:  And that's the main piece of clarification, I think?

MS. DREVENY:  Yes.

MR. RUBENSTEIN:  So I went through an example yesterday with Mr. Healey.  Maybe I'll quickly go through it with you, and you can tell me if I'm wrong.

This is a simplistic understanding.  So imagine a world where there are just now two capital projects, one costing $90 and the other costing $10.  And there are $10 in capitalized overheads.  So I understand you proportionally allocate those capitalized overheads, so now project one will cost, in a world where there is $10 of capitalized overheads, project one is now costing $99 and project two costs $11.

MS. DREVENY:  Yes, I agree.

MR. RUBENSTEIN:  So that is a total capital budget of $110 in that scenario?

MS. DREVENY:  Correct.

MR. RUBENSTEIN:  But in a world now where you only do one capital project -- so, instead of having a world of two, there is only one -- the entire $10 is allocated to the first capital project.  So that capital project, and that's the whole capital project, budget is now $100.  Do I have that right?

MS. DREVENY:  Right.  If you only had one project remaining, all the overheads would go to that project.

MR. RUBENSTEIN:  All right.  And just so we're clarifying, as the year goes on, during the year -- so imagine that's in the budget; you have the two projects in the budget, but you actually only do one project -- would the same thing occur?

MS. DREVENY:  Sorry, are you saying if you -- can you repeat, please.

MR. RUBENSTEIN:  Sorry.  In the same example that we have, imagine the budget is those two capital projects of $90 and $10, with the $10 in capitalized overheads, but it turns out that, in the year, you actually only do project one, so that second project never gets done.  And the project comes in at $90 on direct spending.  Do you simply then take the full capitalized overheads and then, at the end of the year, allocate it to that one project?

MS. DREVENY:  Yes.  It would be the same.  So, if there is only one project, the overheads just go to that project.

MR. RUBENSTEIN:  All right.

MS. DREVENY:  Conversely, if you were to add a new project, then you would split it across those two projects.

MR. RUBENSTEIN:  All right.  Thank you very much.  Those are my clarification questions.

MR. MORAN:  Thank you, Mr. Rubenstein.  Mr. Garner.

MR. GARNER:  Thank you.  Can you hear me?  Thank you.  My name is Mark Garner.  I'm a representative of VECC.  And welcome to the panel, Ms. Dreveny.  Hopefully, they'll give you battle pay for coming back.  I would like to leave that exhibit up.  It is actually where I wanted to go, and I'm still digesting what -- your discussion with Mr. Rubenstein, so forgive me if we tread some ground that was done.

What I was interested in, Mr. Healey, was a conversation that you were having with Mr. Ladanyi yesterday, and it was about, I think, the idea that, when and if you would have a ICM -- and we can use this as the example -- whether you would include, why you would include overheads in it.  And I think his thesis was that the overhead amounts had already been built into the rates and therefore what would be the reason that you would have incremental overheads in this project.  Do you recall that conversation?

MR. HEALEY:  Yes, I do.

MR. GARNER:  I was trying to find it, and I am having a bit of a computer problem.  I was trying to find it in the transcript, but I was trying to recall your response that -- was your response that there were incremental costs?  Maybe could you refresh me on why those would be in there, why there would be overheads in, let's say, an ICM project that looked like this?

MR. HEALEY:  Certainly.  I think my reference was:  It went back to a previous rate case in reference to the concept that the OEB had requested that all ICM projects be fully burdened.  I can go back to that.

MR. GARNER:  So your response was you are following some form of Board direction that says you have to put in indirect overheads?

MR. HEALEY:  ICM would attract burdening, yes, or allocation of overheads.

MR. GARNER:  Okay, but leaving aside any Board direction, going back to Mr. Ladanyi's question, why does it make sense to do that?  What's wrong with the thesis that Mr. Ladanyi was pointing out to you, that you had already captured the overheads and you were simply double counting them at that time?  Why would you have incremental things on a conceptual basis?  Why is that the right thing to do?

MR. HEALEY:  I think, similar to the conversation that Ms. Dreveny just noted, it's really the allocation of the incurred costs to the actual projects.  So, in this case, there is work and time and effort spent in supporting those ICM projects, as well.

MR. GARNER:  So this is an increment, let's say, with this ICM project.  So, going back to your conversation with Mr. Rubenstein yesterday, where you have decrements to the capital budget, why doesn't it work in the reverse?  Why don't the capital -- why don't the overheads drop, so to speak, if you are doing the reverse now?  So, in this case, we are adding something; you are putting in your incremental overheads.  In the other case, you are actually taking things out of the capital budget, so why aren't you reversing that process that you would do in the case of an ICM?

MR. HEALEY:  So are you saying, are you questioning the scalability associated with support functions?

MR. GARNER:  Well, I'm trying to find the symmetry and the logic.  I'm trying to understand why it's logical for an incremental ICM project to include incremental overheads, yet you seem to be resisting Mr. Rubenstein's concept that, if you have decrements in the capital, you would have decrements in the overheads?



MR. HEALEY:  I apologize.  Can we confer for a moment?

[Witness panel confers]


MS. DREVENY:  Sorry, Mr. Garner.  Thanks for giving us a moment there.

MR. GARNER:  Sure.

MS. DREVENY:  I think it is best to try to separate this into two separate topics because I think they are separate.  So, going back to the comment around ICM and appreciating that this may be more of a Phase 2 discussion, as well, but we viewed that overheads are applicable in the case of an incremental capital module project because those overheads reoccur every year.  So I agree that for 2024 we have total capital envelope of spend which includes overheads and that that forms eventually what will be approved through this rebasing hearing.  When we move to 2025, we are incurring those overheads again, so it's a new set of every overheads every year.  They are incremental each year.  And then we believe that, because overheads are a function of all capital projects, they get allocated.  So that is more of the rationale on that.  I think your second question is more going back to the exchange with Mr. Rubenstein yesterday and what would happen if you were to decrease your capital envelope, and I think Mr. Healey has some comments on that.

MR. HEALEY:  Thank you.  So, in regard to the -- I think the conversation was a large decrease, say 50 percent of capital.  It started out as a full reduction, no capital work and then changed to a hypothetical of 50 percent reduction in capital.  I think the clarification is the time in which it takes to interact or impact gross O&M.  So there are two parts to that.  Large reduction in capital activity would first in a company such as Enbridge reduce direct capital first, so that's direct materials associated, that's outside services, that's people charging directly to those projects, themselves, versus the support functions we're mainly talking about.

An example I gave in my opening statement referenced asset management.  If a project -- I referenced both dollar and quantum of projects.  So, if you had a reduction of three projects, the activity taking place by that support function would still anticipate to be the same.  Finance is another example where you'd still have the continued monthly reporting process to support those capital functions.  In addition to that, you would anticipate over time.  So, if you had a significant reduction in the capital portfolio in one year, the ups and downs, it is not directly correlated or scalable.  What I would anticipate is a long-term reduction in the capital program would then start over time to reduce the rate as well as the gross O&M dollars.

MR. GARNER:  Yes, I'm still -- and I'm not really interested in the ICM part of this.  What I'm interested in is why apparently there are increments going up and not decrements going down, and I'm still not really quite clear on this.  As I understand, the way the overheads start as is they are a labour cost that is being capitalized, and, if your labour cost, if you take the assumption your labour cost is fixed, doesn't ever change, and you've allocated all those labour costs into your rates through capitalization in the rate, then the subsequent projects are simply disbursing that same labour cost over a different number of projects, as you just outlined with Mr. Rubenstein.  It's -- nothing is changing; you just have a different number of projects.

Yet, it seems to me as that, when you do an ICM for example, you increment that up.  So something's happening there that says to you, well, that project is incurring some other extra cost that needs to now be recovered.  And I think, well, if that's true, isn't the reverse true:  If you eventually lower your capital budget, you'll have some decrement in those costs?  And that's the quandary of the problem I'm trying to figure out.

MR. HEALEY:  I think the connection there is the -- just give me a moment.  Actually, if I could have a moment to confer.

[Witness panel confers]


MR. HEALEY:  Thank you.  So I think, as referenced in the introduction, my statement a moment ago I think still holds true in the sense of you would not anticipate an immediate reduction in those support functions due to a reduction of a project or a number of projects.

So I think that's the connection, if you will, to the reduction in a capital -- why you wouldn't see that one-for-one correlated reduction as a result of a reduction in capital spend or capital projects.

MR. GARNER:  I want to ask you now something else, looking at this table.

As I see these indirect overheads of 68.8, which I understood from you, Ms. Yan, are not related directly to the project itself, the 289.2, the way -- from your evidence yesterday.

If I look at those two sums, I say, well, that looks to me like somewhere around 24 percent, right? - of the cost.  So why is that reasonable?  Why is it reasonable to have 24 percent of the cost of a project being attracted by nonrelated costs?  What reasonability check do you do on that?

So I will give you an example:  If I have a contract to do my kitchen, and they come up and say materials and labour, whatever, and 24 percent overhead, I kind of go, what?  What's that about?  And where did you get that from?  Right?  I mean, is that a reasonable amount for whatever?

So what reasonability check have you done on your methodology that says the outcomes are reasonable?

MR. HEALEY:  I would like to confer for a moment.

MR. GARNER:  Sure.

[Witness panel confers]

MS. YAN:  I go back to our harmonized capitalization methodology.  And why we believe it is reasonable is because we do time study, we do analysis to assess how much of our O&M work relates to capital activity.  And it is those rates that are applied to our O&M -- gross O&M, to come up with the overhead capitalization amount.

And as Ms. Dreveny spoke just a moment ago, this 24 percent that you have calculated is based on how much the direct capital amount, 289, is representative of the total direct capital.

MR. GARNER:  Thank you.  Mr. Lakha, I want to talk to you and I want to ask you a question about this:  First of all, I mean, I make the point here that you are not here as an expert.  And the document that is put in there, as we requested who the authors were, we were just told it was Ernst & Young; are you the author of the document?

MR. LAKHA:  Yes, I am.

MR. GARNER:  Okay.  So one of the things that I found interesting about it is that, kind of, what the document isn't, and the provisos, it seems to me, that you have put into the document as to what you did and didn't do.

You didn't conduct and there was no independent study done by you or your firm, for Enbridge; is that correct?

MR. LAKHA:  We have not issued any attestation or opinion.  Correct.

MR. GARNER:  Right.  Now one of the things that you -- you have down a section called, "Industry Best Practices."  And that is I believe at page 17 of 25 of your evidence.

And I believe, Ms. Monforton, that's page 40 of the SEC compendium which I am relying on here, if people would like to pull it up.

And one of the things that you say -- you are right at the place -- one of the things that you say right at the top is "Direct to capital."  And you make a statement in there that I found interesting because, in that paragraph, what I took from it was an opinion that the best practice is to try and do direct allocations and rather than these indirect, that that's what you should be striving for.  Is that correct?

MR. LAKHA:  Charging cost directly to capital is a best practice.  Yes.

MR. GARNER:  Right.  And I just want to go now to, I think it is page 75 of this compendium, which I believe is the Hydro One report that was brought up by Mr. Rubenstein yesterday.  I believe it is page 75.  As I said, I am having a bit of problems with my own ability to find things.  Yes.  I have it at page 75, and it says:

"The purpose, scope and limitations of this report..."

And I think -- that is it, yes.  Thank you.

And when I found -- take a look at this, what this report was doing.  And Mr. Healey, I take your provisos on this report.  It looks like, as I understood you saying, it looks at one aspect of indirect overheads.  And I guess that's true.

And I guess the question to you would be then is why wouldn't you get a report done which, akin to this report, looks at other utilities and looks at best practices in other places and does a reasonability check on your methodology?  Because what I see right now is no independent study is done, by here, like Black & Veatch, I guess what they are calling that -- and no report from someone who has actually looked at your methodology and given any sense of whether it is reasonable, vis-à-vis looking at other utilities, holus-bolus -- maybe not in its pieces.  Why wouldn't you do that?

MR. HEALEY:  Thank you for the question.  So to clarify, throughout the Hydro One report -- and I can give you a couple of references here as required -- PwC highlighted in numerous areas why the public information available in respect to this topic was extremely limited.  And it is through a number of factors that they did on a best-case ability because there is no unilaterally applied methodology for overhead capitalization inclusive of it is highly dependent on the organization itself.  Do they construct a majority of their projects themselves or is it highly outsourced?

Hydro One, for example, from my interpretation, reading the report, is highly internally constructed.  It would talk about the sheer size and quantum of their areas, but the lack of defined definition on what is considered a common corporate cost in the example of Hydro One, based on their methodology, gave PwC difficulty in coming up with clearly correlated and defined comparables.  So they clarified themselves that they did it on a best-estimate basis.

So in our review, when trying to determine if benchmarking is a reasonable expectation, we fell into the same logic PwC highlighted here.

PwC did this at the requirement of the OEB is my understanding, and they attested to the difficulty in -- and I would infer, this is my interpretation -- inability to adequately benchmark.

They provided numbers, and it fell within that range.  And I think we referenced the numbers provided in the report.  They are quite broad so, if there is comfort taken from this report -- sorry, to back up on that thought.  I would highlight, once again the limitation of PwC.

Also, if you compare the, I would say -- I apologize, I don't know the page number in the compendium itself, but the bottom of the executive summary, which is page 4 of the Hydro One report, if you go down to the last half of the page?  There you are, the bullet.  So you will note, it says:
"Given the aforementioned challenges in making direct comparison to peers, we performed additional work to understand Hydro One's processes to capitalize common corporate costs and compared its process with relevant guidance issued by the OEB and FERC and accounting guidance under US GAAP and IFRS."

If you read those bullets and compare those to the EY report that Mr. Lakha is the author of, I think you will see a very comparable performance of effort and work as defined in the PwC report to the EY report.

So I wouldn't say that we didn't, or didn't consider it important.  I think we did, in alignment with what PwC had performed, and had the same issues and concerns around benchmarking that they have listed.

MR. GARNER:  Well, one comment is I think Mr. Lakha has made the point that he didn't produce an independent report, but I'm not particularly looking at the Hydro One report.  What I'm interested in is why you wouldn't do one.

So your evidence to this Board is we didn't do an independent study because we read the Hydro One report and it was too hard to do.  Is that what you're telling the Board?

MR. HEALEY:  My apologies.  No, that is not what I'm saying.  The Hydro One report was issued subsequent to our forums of what we have submitted here in evidence.  So we would not have had that at the time.  I think what it did was give some sense of confirmation in our thought process.

Also, the PwC report gives the same attestation that Mr. Lakha had just made in it, the purpose and scope and limitations.

MR. GARNER:  But, Mr. Healey, Mr. Lakha is not being put forward as an expert witness.  His evidence is not being put forward in that way.  It has been put forward as a management tool.

And I'm asking you the specific question of, when going to the Board and changing your overhead capitalization and harmonizing it, why would you not believe it would be a good practice to get an independent party to take and look at other places and do a check on what our practice is, and present that to the Board as:  This is an independent study and this has been done to look at this, and whatever the proviso is.  That's the quandary I'm asking.

You are making a change to your capitalization policy.  The evidence you've put forward is only -- and Mr. Lakha, with all due deference, is a report to help management look at what they're doing, but it's not what we see here; whatever its limitations, an independent study. In fact, there are two independent studies, one by Black & Veatch and the other one done by PwC.  And I'm wondering why you didn't want to do that exercise and give the Board the benefit of an understanding that what you were presenting was deemed to be reasonable by people outside of your company.

MR. HEALEY:  Thank you.  So what I'm saying is, inherently, in the process we took by engaging EY as an independent -- although not categorized here as an expert, so I won't make that reference -- leveraging Ernst & Young and their background history and understanding of the topic and the material, we believe they are able to support the determination of reasonable methodologies chosen.

Again, the only reason I make reference to the Hydro One report is because it was put in evidence and supported as -- it may be seen as what should occur, because it was the response to an OEB requirement.  But I do want to highlight that neither report, the Black & Veatch report or the Hydro One report, provided a formal audit opinion or any level of assurance.  So I think it follows suit with what Mr. Lakha said his support was for our...

MR. GARNER:  Well, let me give you a fair opportunity to respond, and so the Board can hear this:  What would be your reaction, so to speak, of the Board ordering you to do an independent study of your capitalization policy?

MR. HEALEY:  First, we would support whatever the request or requirement is given by the OEB.

Second, I would say I would not anticipate any result differing from what has been presented.  The reason I say that is because I believe, utilizing the information provided here in the Hydro One report, as well as my understanding of the information provided by EY, and that PwC is also our auditors that overlook our accounting policies and choices, I wouldn't anticipate a difference.  But, if that was the request and the requirement by the OEB, we would, by all means, support and follow it.

MR. GARNER:  And you don't think there is any wisdom that you could garner, so to speak, from such an exercise?

MR. HEALEY:  I don't believe I would ever claim anything to be perfect.  So, if there was something to be gleaned by a different vantage point or perspective, I can't say what the outcome of that would be.

MR. GARNER:  Okay.  Thank you, Mr. Chair.  Those are my questions.  Thank you, panel.

MR. MORAN:  Thank you, Mr. Garner.  OEB Staff up next.  Mr. Richler.
Cross-Examination by Mr. Richler:


MR. RICHLER:  Good morning, Mr. Chair.  Good morning, witnesses.  My name is Ian Richler.  I am counsel for OEB Staff.

I did circulate a compendium for this witness panel, and perhaps we can mark that as exhibit K16.1.
EXHIBIT K16.1:  OEB STAFF COMPENDIUM FOR PANEL 14.


MR. RICHLER:  Mr. Healey, yesterday, you explained that there were four guiding principles that informed the development of the harmonized methodology for capitalizing overheads.  To recap, they were, one, establish a single, consistent methodology for Enbridge Gas; two, promote accuracy and transparency through a streamlined model that reflects the underlying capital activity; three, support the practical implementation of the model, allowing for regular annual updates; and four, comply with accounting standards and OEB policies.

Have I got that right?

MR. HEALEY:  That's correct.

MR. RICHLER:  I'd like to discuss the fourth of those principles, the need to comply with accounting standard and OEB policies.

Let's start with the applicable accounting standards.  I understand from the evidence, and from the discussion yesterday, that Enbridge Gas Inc. is under US GAAP and, under US GAAP, generally, indirect overhead costs cannot be capitalized.  The exception is that, under ASC 980, Accounting Standards Codification 980, indirect costs can be capitalized if regulatory approval is probable.

Is that a fair summary?

MR. HEALEY:  That's correct.

MR. RICHLER:  And let's just pull up the exact wording of ASC 980.  There is an excerpt on page 27 of my compendium.  This is from the Ernst & Young study.  If we just scroll down a little bit, please.  There we go.  It says:
"An entity shall capitalize all or part of an incurred cost that would otherwise be charged to expense if both of the following criteria are met."

I'll skip over a few words:
"It is probable that future revenue in an amount at least equal to the capitalized cost will result from inclusion of that cost and allowable cost for rate-making purposes."

And, again, I take it that, when read together with ASC 360, which appears just above on the same page, this means that indirect costs should be expensed, unless regulatory approval for capitalizing them is probable.

MR. HEALEY:  That's correct.

MR. RICHLER:  So we're in a somewhat circular situation.  You are asking this Panel of Commissioners to approve the capitalization of indirect overhead, and you're pointing to ASC 980 as support, but all ASC 980 says is that indirect overhead can be capitalized if the regulator approves.

MR. HEALEY:  Correct.

MR. RICHLER:  There is no accounting rule that says that indirect overhead amounts should be capitalized?

MR. HEALEY:  No.  I don't think the wording is "should."

MR. RICHLER:  And do I understand correctly that, under IFRS, indirect costs cannot be capitalized and there is no exemption similar to ASC 980?

MR. HEALEY:  From my understanding of IFRS, I believe it is section 14.5, you are able to capitalize indirect overheads under IFRS.  Once again, the requirement is the -- yes, just a moment to confer.

[Witness panel confers]


MR. HEALEY:  Thank you for that time.  So the clarity and the difference between IFRS and US GAAP, my understanding, is the presentation of the regulatory asset, if you will.  So, it's actually referenced as well in the Hydro One report, so this would be page 21 of 32 in the Hydro One report, is to -- the only reason I reference that report is it's referencing GAAP ruling.  It is not my interpretation or PwC's interpretation, so, if possible, I can reference that.

MR. RICHLER:  Okay.  I don't want to dwell on the IFRS rules because Enbridge Gas is under US GAAP.  Let me just ask you one follow-up.  Do I understand correctly that Enbridge Gas has got a dispensation from provincial securities regulators, from provincial securities commissions, that allows it to use US GAAP and that that dispensation could expire as early as January 1, 2027?

MR. HEALEY:  That's my understanding, yes.

MR. RICHLER:  So there is some chance that the company would need to move to IFRS before the end of the five-year rate term that you've applied for in this application?

MR. HEALEY:  Yes, that's a possibility.

MR. RICHLER:  And, if you did need to move to IFRS, have you thought about whether the overhead capitalization policy that you've proposed would be compliant with IFRS?

MR. HEALEY:  That exercise has not taken place.  I think only after that change or redirection to utilize IFRS we would go through an appropriate process to assess at that point in time.

MR. RICHLER:  Let's go back to US GAAP.  If a utility under US GAAP asks its regulator to approve the capitalization of indirect overhead and the regulator says no, that would not offend US GAAP; that's what I took from our discussion a moment ago.

MR. HEALEY:  Can you reiterate that last sentence?  My apologies.

MR. RICHLER:  If an energy regulator denies a request by a utility to capitalize indirect overheads, that would not offend US GAAP?  Nothing in US GAAP requires the regulator to approve the capitalization of indirect overheads?

MR. HEALEY:  I think there's -- just looking at the reason here or the wording here.  I think the terminology here is rate actions of a regulator can provide reasonable assurance [audio dropout] of an asset.  So are you saying the lack of approval or denial to capitalize?

MR. RICHLER:  I'm saying nothing in US GAAP entitles a utility to capitalization of indirect overhead costs --


MR. HEALEY:  No --


MR. RICHLER:  -- it, it, the regulator has discretion.

MR. HEALEY:  What it's saying is it's utilizing the regulator's approval to earn a future return and therefore, at that point, it becomes a capital asset under US GAAP, so it is with the expectation of earning a return on those incurred costs in the future, so it's only with the OEB's approval to incur that return.

MR. RICHLER:  All right.  Let's now look at the other aspect of your fourth guiding principle, OEB policy.  In your evidence, you point to Appendix A of the OEB's uniform system of accounts for class A gas utilities, and it's also mentioned in the EY study.  I've included a complete copy of Appendix A in the compendium, and I wonder if we can turn to that now, please.  On page 61 of the compendium, we see the cover page.  Then, the relevant parts of Appendix A start on page 63.  If we could scroll down to page 63, please, a little further down, I've highlighted one paragraph here.  I will read it out.  It says:
"If the plant is constructed by or for the utility, the costs to be recorded shall include the cost of labour, material and supplies, special machine and heavy work equipment expense, transportation, contract work, insurance, injuries and damages, privileges and permits, overhead charged to construction, and allowance for funds used during construction."

Then, on page 65, it describes what is included in overhead charge to construction.  I won't read that whole highlighted paragraph, but you see what I'm referring to.  I take it that the company sees this Appendix A as support for its request to continue capitalizing overhead?

MR. HEALEY:  Yes.

MR. RICHLER:  And, just for context, I note that this document dates back to 1996, and, on page 62 -- we don't have to go there, but it refers to Canadian GAAP.  Do I understand correctly that, under Canadian GAAP, there was no rule against capitalizing indirect overhead?

MR. HEALEY:  Unfortunately, it's been some time since I've studied previous Canadian GAAP versus US GAAP, so I can't speak to that with certainty.

MR. RICHLER:  Mr. Lakha, do you know?

MR. LAKHA:  As a matter of principle, I do not believe that when utilities moved from Canadian GAAP to US GAAP there were significant changes in the way they were capitalizing overhead.

MR. RICHLER:  If we could go back to the cover page, page 61 of the compendium, please, a little further down, a little further, yes, we see it says:
"Inclusion of any item or account in this prescribed USOA does not necessarily imply the Board's acceptance of any expenditure, revenue, or procedure suggested by the use of such an account."

And, indeed, I don't read anything in your evidence that's suggesting that the uniform systems of account compels the Panel of Commissioners in a rate case to accept the capitalization of indirect overhead, right?

MR. HEALEY:  Right.

MR. RICHLER:  So, if nothing in --


MS. YAN:  Can I just add something?  For our harmonized capitalization, overhead capitalization policy, we built it on predominant historical methods that were built by the Board, so it's not a completely new methodology that we are trying to propose.  We historically received approval from the Board to capitalize overheads.  We did come up with a new methodology based on historical methods, and we did include some areas that we believe improved the cost causality for more accurate overhead rates based on our new amalgamated company.  So I may just add that we were going off that basis, that we're developing the harmonized methodology based on historical, approved methods with some improvements.

MR. RICHLER:  Thank you for that clarification, but, my questions for present purposes, I'm not so focused on the methodology; I'm not asking you about the how.  We spoke about that at length yesterday --


MS. YAN:  Uh-hmm.

MR. RICHLER:  -- how the capitalization rates are calculated et cetera.  I'm asking about the why, and so let me put it this way:  If this Appendix A from the US of A does not require the capitalization of indirect overhead amounts and US GAAP does not require the capitalization of indirect overhead amounts, what is the principled reason for doing so?

MS. DREVENY:  If we could just confer for a moment.

[Witness panel confers]

MR. HEALEY:  Thank you for that.  So, the understanding of allocating capitalized overheads is a method to ensure that all associated costs, based on this methodology that's been presented, are attributed to the associated projects.  So, because they're not directly allocated, it's not as linear or directly tagged to the project.  But based on the methodology, as noted, it supports how they are associated with those projects.  And therefore, to get a fulsome burden view, we would expect to allocate those associated costs to the project.

MR. RICHLER:  Could you perhaps help me out with an example?  I mean, maybe looking at the IT department and help me understand why, again, from a principled basis, it makes sense to attribute some of those costs to capital? - so when the IT workers themselves obviously are not on the jobsite, building things.

MR. HEALEY:  That is correct.  So what I would say, another example of directly associated versus indirectly associated, there are TIS -- or IT, my apologies -- team members who do direct time-sheet and charge to those -- to certain projects.

Then there are general costs inclusive of software and system tools that are utilized by people who work on, in constructing the project, inclusive of HR tools that would be utilized for payroll or time reporting and things of that nature.

So the costs associated with the effort those people are doing, as a fulsome complement of effort put to the project they are working on, has additional factors, such as the softwares they use when working on that project.

MR. RICHLER:  So I heard you speak a lot about cost causality yesterday.  Is the idea that some of the IT department's costs would not have been incurred but for the installation of capital projects?

MR. HEALEY:  I think TIS is an example of a shared service.  And we referenced yesterday that that is a weighted average, if you will, of operations and business unit costs so, effectively, how they support the business unit in totality.  So we try to weight a portion of all shared services, inclusive of TIS.

If there was, again, a project or a task directly related to a project that would not be in the gross O&M, and therefore would not be allocated as part of this process.

So inclusive of that shared service component would be a portion of that cost, as well as others.

MR. RICHLER:  Now I want to make sure I understand exactly what approvals you are requesting in respect of overhead capitalization.

If we could look at page 4 of the compendium, please?  Yes, stop right there, please.  The first paragraph, scroll up, please?  Thank you.

You say:
"The purpose of this evidence is to request OEB approval for Enbridge Gas's harmonized overhead capitalization methodology and resulting capitalized overhead amounts for the 2024 test year."

But I do understand correctly that you are not actually asking for approval of a specific quantum of indirect overhead costs because you are not able to disentangle the indirect costs from your direct overhead costs?

MR. HEALEY:  I believe the quantum, or the dollar figure, is represented in the settlement agreement, which I believe is -- I apologize, just flipping to my notes, just a moment please.  Sorry.  I want to ensure I reference the right number.

MR. RICHLER:  Yes.  So in the settlement, the reference is -- my apologies -- it is EB-2022-0200, exhibit 01, tab 1, schedule 1.  I don't know that it has to be brought up, but the reference is to the O&M overhead capitalization amount of $292 million.  So that is the quantum in the application of the methodology.  So I believe there are two pieces.

One is the change in the methodology that has occurred since the amalgamation, which we believe is documented and talked about over the last two days.  The second part is the reference to the quantum, when applying that to evidence as stated.

MR. RICHLER:  But I thought -- I may be getting this wrong -- I thought the $292 million included both indirect and direct amounts?

MR. HEALEY:  No.  I believe it includes only indirect.

MR. RICHLER:  Could we look at page 30 of the compendium, please?  If we scroll down toward the bottom of the page, it says:
"It should be noted that there is a portion of Enbridge Gas's overheads that are direct in nature but are being capitalized as indirect because Enbridge Gas's current processes are not designed for these costs to be directly capitalized to specific capital projects.  These direct-in-nature costs can be capitalized under US GAAP by applying the guidance in ASC 360.  Enbridge Gas is unable to isolate and quantify the revenue requirement for this subset of costs due to the lack of visibility within the current system that pools all direct and indirect overhead costs and does not segregate this detail at a capitalization level."

And we heard you, Mr. Healey, speak yesterday about the administrative complexity of separating the direct and indirect costs.  But again, we heard you speak yesterday about the administrative complexity with separating the direct and indirect costs.

But again, I just want to be clear:  Despite this answer, you are saying that the entire amount of the $292 million post-settlement amount is indirect?

MR. HEALEY:  Thank you for the clarity.

So the $292 million is applying the harmonized methodology to determine indirect overheads.

The reference to the administrative burden is -- I apologize, I will try to find it in a moment, an IR that references if we were not to receive approval, we would still anticipate direct overheads.  So, my apologies.

There are costs within indirect overheads that, if we had not -- if we do not receive approval to capitalize indirect overheads, that we would go back and have to apply time carding in order to, under ASC 360, meet the requirements of direct allocation.

So right now, that is administratively burdensome, and we utilize the indirect overhead methodology to capture those costs.  But if we did not have that ability to capitalize indirect overheads, we would have to subsequently go back and implement and utilize time-sheeting, as an example, to qualify as direct.

MR. RICHLER:  And is time-sheeting all that you are getting at, when you speak about the administrative burden?  Is there anything else that makes this difficult to separate the --


MR. LADANYI:  Okay.  The 11 o'clock is coming soon.  I will move here.  Okay?  You can take this with you.

MR. RICHLER:  Mr. Ladanyi, you are on.  Your microphone is on.

MR. LADANYI:  Oh, okay.

MR. RICHLER:  Did you catch that question, or should I repeat myself?

MR. HEALEY:  If you could repeat it, please?

MR. RICHLER:  I was asking whether there is -- the administrative burden is really about implementing some time-sheeting, or whether there is more to it than that?  What makes it so hard to separate the direct and the indirect?

MR. HEALEY:  I believe that is a large component.  So in order to time-sheet and utilize the time associated with time-sheeting as well as the costs associated with, I would say, the software in order to track and adequately support that time carding, as well as, I would say, the hours associated and, therefore, time associated with people putting their time in.

Just to confer for a moment, sorry.

[Witness panel confers]


MR. HEALEY:  Thank you for that.  Nothing to add that to response, sorry.

MR. RICHLER:  And a follow-up.  Do you do some time sheeting now for the purpose of developing the capitalization rates?

MR. HEALEY:  Yes.

MR. RICHLER:  So what more needs to be done?  Is it just rolling that out on a broader basis?  I'm still just trying to get my head around this administrative burden that you spoke of on more than one occasion yesterday.

MR. LAKHA:  Perhaps I could add, if I may.  The time analysis that is done under the methodology the management has today is a time analysis.  At a high level, it is understanding the nature of the activities that the individuals within one group, i.e. the business unit costs, perform and understanding what is capital and what is not in those activities.

A move to direct to capital would involve a time-sheeting software that would have to be at a fairly granular level to understand how much of each day an individual spends working on a certain project, to then understand if that's capital or not.  That would mean dividing kind of eight hours of your day into the amount of time you spend on each project, and the further removed you are from those projects, the more projects you may work on, adding to the complexity and the burdensomeness that comes with that.  And, therefore, it's not a common practice; outside of the individuals who are on the field, who may spend eight hours, seven hours, five hours of the day on a singular project and are able to allocate that time more reasonably, without the additional level of burden that would cause.

MR. RICHLER:  Can we turn to page 12 of the compendium, please.  Paragraph 23.

It says:
"The harmonized overhead capitalization methodology uses four cost categories.  These categories are operations costs, business costs, shared services costs, and pension and benefits costs."

I'd like to ask a few questions about two of those four categories.  First, operations costs.  At the bottom of this page, it says:
"This category consists of groups that support Enbridge Gas's core field operations within the company's seven geographic regions, which were realigned post-amalgamations.  These groups provide oversight for, and support, direct capital activity related to the natural gas delivery infrastructure."

And then, on the following page, it describes the methodology for determining overhead capitalization for this category.  Specifically, paragraph 25 explains how overhead capitalization is calculated for the different functions within the operations costs category.

My questions relate specifically to the regional operations function.  Can we pull up page 33 of the compendium, please.

In an interrogatory, we asked you why you calculated overhead capitalization rates for 2024 based on 2021 actuals, rather than an average of multiple years.  And, in your answer to part (b), you clarified that:  "Only regional operations capitalization rates are based on 2021 actuals."

You went on to explain that:
"The rationale for using one-year actuals instead of a three-year average is that, since amalgamation, the regional operations groups have undergone multiple organizational changes; therefore, the historical information dated three to four years back will not be comparable to the current organization structure.  Also, at the time the 2023 and 2024 budget was developed, 2022 actuals were not available."

And, in the following paragraph, you say that, if you recalculated the capitalized overhead just for regional operations, based on the actual capitalization rates from 2020, 2021 and 2022, you would end up with a number $3.7 million lower than what you had proposed based on 2021 alone.

And, in a response to an interrogatory given in the technical conference, you said that the total impact of using that three-year average, if you take into account the flow-through effects of the other cost categories impacted by regional operations, would be a decrease in overhead capitalization of $5.35 million.

That's a long lead-up just to ask this clarification question:  Is Enbridge's proposal still to base the 2024 overhead capitalization rate for regional operations on the single 2021 year actuals?

MR. HEALEY:  Yes.

MR. RICHLER:  Even though you now have 2022 actuals?

MR. HEALEY:  Yes.

MR. RICHLER:  And even though we're another year removed from the organizational changes you described in that interrogatory response?

MR. HEALEY:  Yes.

MR. RICHLER:  For 2025 and subsequent years, would you use only one year of actuals?

MR. HEALEY:  Yes.

MR. RICHLER:  And there is always going to be the same lag?

MR. HEALEY:  Correct, yes.

MR. RICHLER:  Okay.  Now, I'd like to turn to another of the four cost categories, pension and benefits costs.  Specifically, the capitalization methodology relating to the portion of costs for pension and other post-employment benefits, or OPEBs.

And, here, I'd like to pick up on a discussion in the technical conference between my colleague, Donna Kwan, and Jason Vinagre of Enbridge.  If we could turn to pages 48 and 49 of the compendium, please.

I'm not going to read from the transcript, but one of the things I took from that discussion is that the capitalization of pension and OPEB costs is based only on the so-called current service costs component of those total costs.  Is that right?

MR. HEALEY:  Yes.  It's based on current service costs only for active employees.

MR. RICHLER:  And, if we flip to page 52 of the compendium, we see that the current service costs is just one of several components making up the pension and OPEB amounts.

Now, if we could scroll down a little bit, please.  I've highlighted part of this table.  And I realize that this table was not prepared by any of these witnesses, and so, if you don't know the answers, just tell me that.  But what I'm seeing here, if we look at the highlighted portion of the table, is that the current service cost for 2024 is $36.5 million, roughly.  That's the top line.  But, again, that's only one of several line items.

Are you following me?

MR. HEALEY:  I follow.

MR. RICHLER:  And there are a number of other components, some of which are negative numbers.  Most notably, the expected return on planned assets is minus $141.8 million.

And I take it, in this table, a number in brackets means it is income to the company, and a number that is not in brackets means it's an expense?

MR. HEALEY:  That is an interpretation that I am viewing, but, as you noted, I was not the preparer of this table.  I can't say with certainty, but that is my interpretation.

MR. RICHLER:  Fair enough.  You see that, when you add up everything in that column, you get a total pension and OPEB cost of minus $1.6 million.

MR. HEALEY:  Yes.

MR. RICHLER:  To bring it back to the technical conference discussion, I'm wondering if you could help me understand why you would calculate the capitalization based only on that top-line number, which will always be a positive number because it is by definition a cost, rather than on the bottom-line number, which represents the total pension and OPEB amounts and could be positive or negative in a given year.

MR. HEALEY:  Thank you.  The only reference I think I can add here is the Exhibit 243, starting on page 4.  So this is the burden cost calculation evidence.  In there, it describes Mercer's calculation of the current service cost and application.

So, paragraph 10, my understanding is there is an associated cost on an annual basis to each active employee in the plan, and, whether it is funded through a return on the portfolio versus funded through additional funding of the portfolio, itself, does not mean there's no cost associated with that employee and their pension component.  So this is trying to identify the cost associated by employee level on an annual basis for the cost associated to pension.

MR. RICHLER:  Could we turn to page 57 of the compendium, please?  There is a table of pension and OPEB amounts from 2018 to 2024.  If we look at line 15, we see that in 2024 the total amount is minus $1.6 million, which seems to correspond to the table we were just talking about; is that right?

MR. HEALEY:  Sorry, you said 1.6?

MR. RICHLER:  In the bottom right-hand corner.

MR. HEALEY:  Ah, and, sorry, my memory is evading me on the last table.  If we -- I don't know if it's easy to flip back.

MR. RICHLER:  Well, we saw the minus 1.6 in the bottom line of the other --


MR. HEALEY:  Thank you.

MR. RICHLER:  -- for the total pension and OPEB amount.

MR. HEALEY:  Okay, thank you.

MR. RICHLER:  But, in this table, the amount included in capital is a positive number, and in 2024 it's $13.4 million.

MR. HEALEY:  Right.

MR. RICHLER:  Is seems, it seems counterintuitive.  If in 2024 the total pension and OPEB amount is a negative number, I might have expected both the capital and O&M portions of the total amount to also be negative numbers.  But, under your proposed methodology, there will always be an increase to capital and therefore always an increase to rate base.

MR. HEALEY:  That's correct.

MR. RICHLER:  This is my last question, and maybe you could take this by way of undertaking if you're willing.  Could you provide the allocation of the pension and OPEB amount to capital and OM&A when the capital allocation is based on the total pension and OPEB amount and not just the current service cost?  Do you know what I mean, instead of just calculating it based on that one component, applying the capitalization factor to the entire amount?  Is that something you could do?

MR. O'LEARY:  It is, Mr. Richler.  Could we have an undertaking number?

MR. RICHLER:  Thank you.  That will be J16.1, and, with that, those are all of my questions.  Thank you, witnesses.
UNDERTAKING J16.1:  TO PROVIDE THE ALLOCATION OF THE PENSION AND OPEB AMOUNT TO CAPITAL AND OM&A WHEN THE CAPITAL ALLOCATION IS BASED ON THE TOTAL PENSION AND OPEB AMOUNT AND NOT JUST THE CURRENT SERVICE COST.

MR. MORAN:  Thank you, Mr. Richler.  FRPO is up next, Mr. Quinn.

MR. QUINN:  Good morning, Commissioners.  I'm just doing a sound check.  Is everything okay in the room?

MR. MORAN:  It sounds good today, Mr. Quinn.
Cross-Examination by Mr. Quinn:


MR. QUINN:  Okay, thank you.  Good morning, Commissioners and the witness panel.  My name is Dwayne Quinn, and I'm here on behalf of FRPO.  Hopefully, I'll be brief and not go over too much of the ground already gone over with others.

But this morning, Ms. Dreveny, I thought you alluded to, what I thought I heard was incremental capital overheads.  And, in my simple view, whatever the methodologies that are used to establish the rates that Enbridge is using, the starting point for costs that are going to be allocated is a pool of labour costs that get allocated between capital and O&M; do I have that right?

MS. DREVENY:  Sorry, Mr. Quinn.  I'm not entirely sure I followed that.  Would you mind repeating that question?

MR. QUINN:  Okay.  What I understand is a starting point for the allocation of indirect overheads, the starting point is a pool of labour costs that will get allocated between capital and O&M based upon the rates employed by the company.  Do I have that right?

MR. HEALEY:  Just to clarify, I believe it's more than labour that is within overhead capitalization so that the pool you reference is not simply labour.

MR. QUINN:  Okay.  Could you expand on what else is included?

MR. HEALEY:  I think one of my references earlier would have been TIS software costs would be part of an allocation.  You would have materials associated with the departments that are supporting --


MR. QUINN:  But I want to separate the allocation methodology factors from the costs that are being allocated.  Are you saying that material costs are allocated to indirect overhead?

MR. HEALEY:  It's the total grouping of costs associated with the support functions that are then allocated to the capital projects.

MR. QUINN:  Okay.  Well, I, I -- let's go to with the broader pool of costs, and I'll try to evolve what I was going to ask based upon that.  So, based on the evidence in this proceeding on overhead capitalization, how can the Board be assured that any incremental capital overheads do not create a situation where the pool of costs is fully recovered in rates and additionally through any other mechanism which would serve to increase the recovery beyond 100 percent of the costs of the pool?

MR. HEALEY:  Just to clarify, is this building on the concept of double-counting and ICM applications?

MR. QUINN:  It is, going forward, how -- with the proposal the company has made for overhead capitalization, how can the Board be assured that there is not going to be recovery beyond 100 percent of the pool of costs?

MR. HEALEY:  I think what I would do is reference an undertaking, JT4.19, where I believe we've responded to this question.  I know it's been asked in a multitude of ways, but I think this response holds.  So, in this question, I think we respond to the theoretical of -- I don't want to refer to -- but Mr. Ladanyi's example yesterday.  I think that's what this is building on, that the hypothetical or the theoretical is possible.  But, moving down to the second paragraph in the response, it is highlighting the intent of the overhead capitalization policy as noted here:
"While the difference in the apportionment of similar gross O&M costs would technically result in different revenue requirement impacts in each respective year, the change in apportionment between capital and O&M is intended to reflect and ensure all indirect costs associated with the creation of capital assets are captured as part of that asset's costs."

The last comment:
"The company also confirms that in the years in which rates are being established in accordance with the proposed price cap mechanism, rates are not directly tied to a forecast of costs for that year (rates are disconnected from costs), but are a function of escalating base-year rates."

I don't know what more I can add to that comment on this topic.

MR. QUINN:  Well, that was an undertaking provided to FRPO, from the technical conference.  And I considered bringing that up in this proceeding, but I wanted to respect Mr. O'Leary's line.  But the reality is what I read in here from that last paragraph is there is no cap, per se, to ensure that there is not a recovery of costs of the pool that is greater than a hundred percent.  Is that correct?

MR. HEALEY:  Can you repeat that?  Sorry.

MR. QUINN:  The premise of my original question is there is a pool of costs that get allocated, and they get allocated to O&M and capital.

From my read of the answer in the last paragraph of the undertaking you took us to, there appears to be no cap that would preclude a recovery of greater than a hundred percent of the pool of those costs by what you are proposing in this proceeding.

MR. O'LEARY:  Mr. Quinn, it is Mr. O'Leary responding:  And I note that you were indicating that you had heard my concern about the questions raised by Mr. Ladanyi yesterday which we submitted, based on the settlement agreement, actually traversed into Phase 2 of this proceeding.  Our submission is that you are doing the same in asking questions that really are not relevant for the purposes of the approvals required in this proceeding and therefore we don't -- we would submit that those questions are not appropriate at this time.

MR. QUINN:  Mr. O'Leary, respectfully, is Enbridge seeking approval in Phase I of this proceeding to this capital, sorry -- overhead capitalization methodology?

MR. O'LEARY:  Yes.

MR. QUINN:  So how can ratepayers be assured that it is not approved in phase 1, and we don't have a right to go back in phase 2 to say, well, isn't there a risk of a greater than a hundred percent recovery based upon these methodologies?

MR. O'LEARY:  Your constituents and other ratepayers and intervenors are protected by the paragraph that I read on the record yesterday from the settlement agreement, the third paragraph, page 25 of 62 of exhibit O, tab 1, schedule 1, which says that you can raise this issue in phase 2 and future proceedings, such as leave to construct.

MR. QUINN:  So Enbridge would accept that any approval of this methodology in Phase I is subject to change in Phase 2?

MR. O'LEARY:  Enbridge accepts what the wording of the settlement agreement states.

MR. QUINN:  Okay.  Commissioner Moran, I am not going to pursue a debate here and take up your time.  We can go to the rest through argument.

But I did -- and I was informed by Mr. Richler's examination -- I just want to check on one other aspect that hopefully is helpful to the Board.

So if we could go back to Exhibit K15.6, the Energy Probe compendium from yesterday, so that I can check my understanding and perhaps ask a question that my colleague, Mr. Ladanyi, who I heard is actually monitoring this, he may want to ask similar questions, but I didn't know he was on when I prepared my question.

But if we can go to page 4?  And there it is; you've got it up.  Thank you.

Mr. Healey, in your discussion with Mr. Ladanyi, I believe you confirmed that the material costs are included in the project costs which attract overhead; do I have that right?

MS. DREVENY:  Yes, that's correct.  The overhead is applied to all of the direct capital costs in a project.

MR. LADANYI:  So if we go back to the staff compendium from earlier this morning, and I didn't catch the number; I assume it would be K16.1.  Is that correct, the Staff compendium?

MR. RICHLER:  Yes.

MR. QUINN:  Okay.  If we could go to page 63, you went through this with Mr. Richler earlier, but he highlighted the introduction to the components of costs in that section.  Thank you.  And in doing so, my eyes were trying to understand, okay, what are the components of these costs?  But then, as we scroll down further to page 65 and section 8, we see that the overhead -- we see the overhead charged to construction.  And in the middle of the sentence it says:
"The assignment of overhead costs to particular jobs or units shall be on the basis of a reasonable allocation of actual costs."

So can you help me understand how material costs of $100 million of pipe or $100 million of a compressor with very detailed specifications attract the same amount of capital?

MR. HEALEY:  I would just like to confer.

MR. QUINN:  Thank you.

MS. DREVENY:  Thanks, Mr. Quinn.  I guess I would go back to some of the discussion that we had yesterday around, you know, the right way to allocate:  Did we consider activity-based costing and that type of questioning.

We allocate the overheads in total to the direct capital cost, because to try to attempt anything else, quite frankly, would be very administratively burdensome.

We engage in well over a thousand projects on an annual basis.  So to go back and individually analyze and try to determine, you know, the weight of purchasing material for a compressor versus purchasing material for a pipe, it is just, quite frankly, not feasible.  And I am not sure there is any added value to the ratepayer in doing so.

So this is, I will also say, a historical type of process.  To make it feasible, to be able to do this, we do just take the high-level approach of taking the total overheads and expressing that as a percentage of the direct capital cost across the projects.

MR. LAKHA:  Maybe if I can add, Mr. Quinn:  The practice of allocating costs at this level is not inconsistent because anything other than this would signify a move to more direct allocation which, as Ms. Dreveny highlighted, is burdensome and not normally practised with organizations that would have this level of intensity in the construction.

MR. QUINN:  I risk arguing the amount of burden, so I am going to leave my questions at that.

Thank you, Mr. Chair, thank you, witness panel.  Those are our questions.

MR. MORAN:  Thank you, Mr. Quinn.  It is 11 o'clock, so we are going to take our morning break.  We will convene at 11:15.

MR. LADANYI:  Mr. Chair, might I be able to ask some questions perhaps, before you leave, just a few little short questions?

MR. MORAN:  Let's pick those up when we get back from the break, Mr. Ladanyi.

MR. LADANYI:  Thank you.
--- Recess taken at 11:01 a.m.

--- On resuming at 11:17 a.m.

MR. MORAN:  Mr. Ladanyi, you indicated that you have some follow-up questions.  Could you just let me know what that those are in relation to.

MR. LADANYI:  They are entirely in relation to that schedule showing Panhandle project.  There are no ICM questions whatsoever.  Because what we heard this morning seems to contradict what I was told yesterday, and I want to know what exactly is Enbridge's evidence, really.

MR. MORAN:  All right.  Go ahead, Mr. Ladanyi.
Cross-Examination by Mr. Ladanyi:


MR. LADANYI:  So can you put up the table?  Thank you.  Can everyone hear me, by the way?  You never know with these audiovisual aides.

MR. MORAN:  Yes, we can hear you.

MR. LADANYI:  Thank you.  So, on line 2 is labour.  See the $3.8 million?  Now, yesterday, I asked whether that number, $3.8 million, includes the 41 percent burden rate, and I was told that it does.  Is that right or not?

MS. DREVENY:  I think, Mr. Ladanyi, I mentioned that none of us on the panel here was responsible for putting together this schedule.  So, if you have a specific question about that, we're unable to answer it.

MR. LADANYI:  So you don't know whether the -- and I thought this was the table -- by the way, the schedule was just an example prepared by someone at Enbridge following your instructions.  So I thought, well, unless this person is incompetent or a rogue person who refuses to follow your instructions, we should believe that these are correctly calculated.

MR. MORAN:  Mr. Ladanyi, given that the panel can't answer your question, would you like to ask for an undertaking to get an answer to that question?

MR. O'LEARY:  We'd be happy to give one, to respond.

MR. LADANYI:  Yes.  Well, let me put it this way:  If the $3.8 million includes the burden rate of 41 percent, that means that the $289.2 million total at line 7 already includes the overhead applied to labour.  And then, if you were to actually apply a rate, that's a total direct capital cost.  If you were to apply your 24 percent to it to get the $68.8 million, then we have overhead applied to overhead.  That's what it seems like to me, and I'd like to have a clarification.

However, possibly, whoever calculated this left the 3.8 out of the 289 and then calculated the $68.8 million.  So my question is this:  Specifically, does the $3.8 million include -- is it actually a labour cost including the fully burdened rate of 41.7 percent?

MR. O'LEARY:  Understood.

MR. LADANYI:  And can I ask the subsequent, additional question, which I didn't ask yesterday, but, since we have the expert on the panel now:  Could you explain to me why you would apply an overhead rate to interest during construction?  Why would you do that?  Interest during construction is a financing cost.  Why would you apply an overhead burden rate to that?

MS. DREVENY:  I agree with you, Mr. Ladanyi.  I will go back to my previous statement that I am not aware of the underlying calculations on this.  I think we would need to go back to the team that put this together.

I agree, in principle, we would not calculate indirect overheads on top of interest during construction.

MR. LADANYI:  Okay, thank you.  So perhaps my undertaking is this:  Can you go back to the office and find the person who did this and explain to us how these numbers were derived.  Specifically, I want to know whether the indirect overheads line, $16.8 million, includes a calculation that takes into account interest during construction and also labour that is burdened with 41.7 percent.

MR. O'LEARY:  We understand the question, Mr. Ladanyi, and we will give an undertaking to respond to that question.

MR. LADANYI:  Okay, thank you.

MR. RICHLER:  That undertaking will be J16.2.
UNDERTAKING J16.2:  TO EXPLAIN THE DERIVATION OF THE FIGURES IN THE TABLE REFERRED TO FROM EXHIBIT K16.1; TO CLARIFY WHETHER THE INDIRECT OVERHEADS LINE TAKES INTO ACCOUNT INTEREST DURING CONSTRUCTION AND LABOUR.

MR. LADANYI:  Thank you.

MR. MORAN:  Thank you, Mr. Ladanyi.  We're going to move to Panel questions now.  Commissioner Duff.
Questions by the Board:

MS. DUFF:  Thank you.  Ms. Monforton, in OEB's Staff compendium, could you put up page 27 of 73, please.  Down a little bit.  Thank you.

I did have a question regarding ASC 980, and it is regarding the company's position regarding applicability of this to your 2024 year, and also a little bit going forward, appreciating we are not getting into Phase 2 issues.  But it is the sentence that, based on evidence, future revenue will be provided to permit recovery of these.

And I stop there because, in this hearing, we've heard a lot of evidence on energy transition and risk, perhaps, to future revenue of the company associated with a number of risks; decreased utilization, higher electrification, whatever.  But, given that, and reading this section of the standards, are you comfortable with your position that your overhead should be capitalized in this fashion?

MR. HEALEY:  Just to confer for a moment.  Thank you.

[Witness panel confers]

MS. DREVENY:  Thanks, Commissioner Duff.  I'll get us started, and I'm not sure if Mr. Healey will have anything to add.

I guess I would point to the fact that the overhead methodology, in itself, does have linkages to the asset management plan, and will look at what's coming up in terms of that. So, as we get further into energy transition and we have a better understanding of how that will impact our future spend, I think the overhead methodology is sound, as it will take into account what those future trends may be.

As an example, if we were going to see a change in the nature of the spend, say a decrease as a result of energy transition, that would translate its way back to the indirect overheads through this methodology.

MR. HEALEY:  And I think, just to add to those comments, the methodology is updated on an annual basis.  So, if we see a transition as a result of energy transition, it would be reflected and updated on an annual base.

MS. DUFF:  The methodology, meaning the rates?

MR. HEALEY:  No.  It would be -- my apologies.  When I say -- the methodology would be applied as written, and factoring in how the asset management plan plays out, as well as any reduction or increase, as a result of energy transition, in gross O&M and/or capital program.

MS. DUFF:  Okay.  Well, let's look at what we have before us.  The E&Y report was done in 2020, and I'm wondering just what has transpired since then.  Those are the sources of my questions.

So, there was an amalgamation.  Two companies combined.  You would have head office corporate services that were combined.  Did you think 2020 was a good time to do this study and look at this?  I mean, were you at a steady state in your company, in terms of rationalization of some of your corporate costs that are sources for some of these overhead allocations?

MR. HEALEY:  Just to moment to confer.

MS. DUFF:  Yes.

[Witness panel confers]


MR. HEALEY:  Thank you.  So I think the key point to highlight is post-amalgamation, the historic methodologies were deemed no longer as accurate, based -- or when applied to an amalgamated entity, and that is when you have two different methodologies being applied to the same function.  So the importance of the timing of implementing or drafting this amalgamated harmonization policy was critical to ensure that like costs were achieving like processes, or, sorry, said another way, like grouped costs were applying the like rates or methodologies and then, further to that, with what we believe to be a sound and reasonable methodology, that changes would be ultimately reflected through that policy choice.

MS. DUFF:  The annual changes that you were just mentioning before, can you please elaborate on that?  What will happen every year you are -- in the transcript, it says here that you will look at -- oh, it keeps moving.  That -- yes.  Perhaps you could elaborate on what will happen every year as you go forward.

MR. HEALEY:  Certainly.

MS. DUFF:  We have something in front of us now.  The OEB will make a decision; there will be an approval, but what will Enbridge Gas do annually after this?

MR. HEALEY:  So there are two main categories or groups that are updated on an annual basis, and then the remaining two are derivative of the first.  So, the first is operation or the regional cost that was spoken to this morning.  Those relate to field services predominantly, and what we utilize is the most recent historic actuals, which is, we believe, a very reasonable split of O&M versus capital work.  There is -- one of the factors in this methodology is, where able, to implement some proactive steps.

In this case, using actual spend is very to difficult to do any form of concern of manipulation or making something more capital or less capital in a categorization, if you will.  So, on an annual basis, we would update the regional rates based on most recent historic year actual spend for operations.  The second one is the business unit cost.  On an annual basis, we would start with the most recent year business unit cost rates, but then we would perform a time study, so then we'd go out to those individual departments using a prospective view of how much they anticipate to spend on operations versus capital.

MS. DUFF:  This historic versus prospective view, let's just talk about that for a little bit.  A few times in your oral testimony today you've talked about how you've taken an historical view, and I understand that.  But do you think you need to change some of that in terms of your emphasis on your future, given just where we are in energy transition, in 2024, in the next five years?  I mean you are the -- what are you, the director of financial planning and analysis.  I mean you are going to have to advise your company some way or propose some analysis.  How do you plan on balancing that historical basis but the need to also consider future realities?

MR. HEALEY:  Thank you for the question.  So, I think the reference to "historical" is in two parts.  One, the historical reference is to historical methodologies --


MS. DUFF:  Uh-hmm.

MR. HEALEY:  -- that we're leveraging things that we've seen as reasonable through historical approval, so those were insightful in determining the prospective look.  The historical I reference for operational level costs is really, because of what we've through support with EY deemed a stronger cost-correlating activity, which is that actual spend, we thought it was the most reasonable methodology for prospective calculation.  So I think also, in assessing the changes prospectively, this methodology would apply those insights.  So, as an example, the business unit costs that I referenced, that prospective look on an annual basis would influence the portion that is capital or O&M.

MS. DUFF:  After this decision is issued, there are going to be some clear signals from this Panel of Commissioners regarding, in order to set the rates for 2024.  During this hearing -- I think it was Mr. Garner -- he asked you, or Mr. Rubenstein, like what would happen if, you know, capital budget is decreased.  And my impression was that you hadn't really gone through the process of evaluating what your going to do with those overhead costs.  You said, well, they'd be expensed as part of OM&A.  But, really, the quantum of overheads, that management of that top portion of your business, I mean is this something that you have looked at and considered in terms of doing some analysis, or is this hearing kind of the trigger for that kind of analysis?

MR. HEALEY:  Could we just confer for a moment.

[Witness panel confers]


MS. DREVENY:  Sorry, Commissioner Duff.  I'll attempt to answer, and, if I miss any of the pieces from your question, I apologize.

MS. DUFF:  It was a long question.  It was a really long question.  Sorry.

MS. DREVENY:  I think I would consider it in terms of some of the commentary that we've heard from Mr. Sanders on the capital panel, where, you know, if we were to receive a decision that was going to reduce the amount of capital spend, what would we do.  Because I think that sort of informs the basis of all this.

So depending -- if there was a decision to make any changes, at the core of the capital piece we would need to take that away, reassess what it means in terms of the projects and what we need to execute on to maintain the safety, the reliability, all of those aspects to our capital plan, and, once that was known, I think it then turns over to the overhead capitalization piece and the management of all those.  Recognizing that all of this doesn't, you know, turn on a dime, there is time required, right?  Assuming we're going to get a decision late in the year and then we have to reassess what's happening with our capital basically immediately, there's no immediate change, I guess, expected with the overheads.  That would take some time, to consider what have we changed in terms of our projects; what does that mean in terms of the support functions within the company that are managing all of that, all of those pieces.  So I think I would still point back to:  As long as our methodology is sound, once all of those decisions are made, the methodology will reflect that.  It's just not an immediate one-for-one.  It's not -- I guess, scalable might be the right word for it.

MS. DUFF:  Uh-hmm, yes.  Mr. Garner did use the scalability, but what I hear you saying is there is a bit of a time lag to kind of rationalize what that means, perhaps.  I don't mean to put words in your mouth; there may be a bit more of a step-wise function for adjustment to it, rather than some linear -- am I putting words in your mouth?  Or is that exactly what you are going to have to do?

MS. DREVENY:  No, no.  That's an accurate description, yes.

MS. DUFF:  Okay, thank you.  Those are my questions.

MR. MORAN:  Thank you, Commissioner Duff.  Deputy Chief Commissioner Elsayed.

MR. ELSAYED:  Yes, thank you.  I only have one question.

In response to one of Mr. Garner's questions about benchmarking, I think the response was something along the lines of additional external benchmarking either may not be beneficial or is not warranted.

I might have gotten it wrong, but can you just summarize for me what benchmarking was done to support your proposed change in the policy, and why further benchmarking will not be helpful?

MR. HEALEY:  Thank you.  Short of leveraging EY's experience with other clients or utilities, no formal benchmarking activity took place.

My reference this morning was that because there are so many factors and differences between organizations and the critical nature of developing a policy specific to your company and your organizational structure processes, the example given was if you self-construct versus if you outsource construction will drive a different policy.

Also, the definition that was referenced in the other benchmarking study of common corporate costs, I don't highlight back to the study, but the highlight is different companies will highlight or categorize costs differently.

So public information is not readily available.  So when a benchmarking activity takes place, you can leverage what is on the public record, but it is very difficult and it is subject to inference as to how companies are applying those definitions or methodologies.

So it is not as simple as applying a very linear definition that I can compare equally across that information versus the information is different by company and not readily available publicly.

MR. ELSAYED:  Are you suggesting, like any other benchmarking exercise, you cannot normalize those variables so that you can actually compare apples to apples?

MR. HEALEY:  I believe procedures could be developed to support interpretation or normalization of those factors.  And it would be on a best-case understanding.

MR. ELSAYED:  Okay, thank you.  Those are my questions.

MR. MORAN:  Thank you, Commissioner Elsayed.  I have some questions as well.

Let me start with revisiting one more time the table at K15.6, page 4.  Thank you.  When I look at the indirect overheads that are calculated for the four components of that project, each time I do the math it seems to be about 23/24 percent.

Is that sort of what you were getting at, Ms. Dreveny, when you were looking at just applying a percentage rate to a capital project?

MS. DREVENY:  Yes.  I think there was some quick math within the team, and we were getting around the same percentage.  Yes.

MR. MORAN:  And would that be typical in terms of your methodology being applied to most capital projects or all capital projects?

MS. DREVENY:  Yes.  So we would apply that same rate to all the capital projects.  I think this is based on a budget.

MR. MORAN:  Thank you.  To talk about the impact to ratepayers, about the two different approaches, so Mr. Healey, you touched on one part of this.  There is a proposal to capitalize a certain portion of the O&M budget.

I think your position was that if that portion of the O&M budget does not get capitalized, then it becomes part of the O&M budget, and so that would have an impact on 2024 rates.  Right?

MR. HEALEY:  I don't believe we are asking for any change in rates.

MR. MORAN:  No, no, I am just exploring what the impacts would be if the scenario came about that that portion of the O&M budget was not capitalized for the purposes of overhead capitalization.  That would increase the O&M budget --


MR. HEALEY:  My apologies, yes.

MR. MORAN:  -- in that respect, the gross budget.  Right?  Or sorry --


MR. HEALEY:  The net.

MR. MORAN:  -- the net.  And if the O&M budget was increased, then that would increase 2024 rates.  Right?

MR. HEALEY:  Just to confer for a moment.  My apologies.  So just to clarify, if there was a disallowance or a reduction in indirect overheads being capitalized, that amount would go back into the net O&M amount.

MR. MORAN:  Right.  And then whatever impact flows from that into rates results from that change in the O&M budget.  Right?

MR. HEALEY:  That is my --


MR. MORAN:  As opposed to the alternative where, if it is capitalized, if the Board approves the capitalization of the $292 million, instead of that being recovered through O&M expense, it is going to be recovered through rate base.  Right?

MR. HEALEY:  That's correct.

MR. MORAN:  All right.  I am sorry, if I wasn't very clear in introducing my question.

MR. RICHLER:  Commissioner Moran?

MR. MORAN:  Yes?

MR. RICHLER:  I can just clarify:  If there was a shift from capital to O&M, then that increased O&M would be recovered in rates.  If it stays in capital, then what you recover are the carrying costs, return tax, depreciation on that overhead.

MR. MORAN:  Right.  So what I would be interested in understanding is what would be the comparative impact on ratepayers if none of your indirect overheads were capitalized versus they are capitalized and added to rate base?  What is the comparative impact on ratepayers under those two scenarios?

MR. O'LEARY:  Mr. Moran, I think we could perhaps get back to you with an undertaking on that, so we could do the calculations.  I don't think this panel is able to answer that question.

MR. MORAN:  I was assuming they would not be able to do the calculation on the fly.

MR. O'LEARY:  Not that quick.

MR. MORAN:  In fact, I would be very impressed if you had been able to answer that question, right away.

MR. RICHLER:  Mr. Chair, we can call that Undertaking J16.3.
UNDERTAKING J16.3:  TO IDENTIFY THE COMPARATIVE IMPACT ON RATEPAYERS IF NO INDIRECT OVERHEADS WERE CAPITALIZED VERSUS BEING CAPITALIZED AND ADDED TO RATE BASE, AND THE COMPARATIVE IMPACT ON RATEPAYERS UNDER THE TWO SCENARIOS.


MR. MORAN:  Thank you.  Mr. Healey, let me step backward:  Throughout the course of this hearing, there has been a lot of discussion of what the transition risk means.  And I think, Mr. Healey, you were quite clear that there is no universally accepted or generally accepted approach to indirect overhead capitalization.  Right?

MR. HEALEY:  Yes.

MR. MORAN:  And really, it is down to what the regulator believes is appropriate in the circumstances of the case before it.

MR. HEALEY:  It is the interpretation and approval of the methodology presented.

MR. MORAN:  Right.  Which suggests that it would be open to the regulator to say anything from what you are proposing all the way down to zero.  Right? -- I mean, in theory.  I am not suggesting that we are doing anything in particular here, but that is the conceptual range of outcomes.  Right?

MR. HEALEY:  Yes.  I respect the comment.

MR. MORAN:  And so in balancing the transition risk, for example, with the capitalization question and all of that, it could be open, instead of trying to figure out a methodology to time-sheet and all of that stuff, we could just say maybe it is 10 percent as an approach, to balance risk against capitalization?

MR. HEALEY:  I believe it would ultimately be at the Panel's direction and the Commissioners' direction.  I think the comment I would add there is the methodology is applied to actual costs, or the capital program as it is incurred and as alluded to.  I believe it factors in changes in prospective application.

MR. MORAN:  Right.  And I think you will agree that to the extent that there is a transition risk, and to the extent there is a risk of stranded assets, adding a 23 percent burden on a capital project increases the size of that risk, whatever that risk ends up being.  Right?

MR. HEALEY:  It would increase the amount recorded.  Yes.

MR. MORAN:  Okay.  There have also been quite a few questions around what would happen when there is a reduction, if the Board was to determine a reduction in the capital spend that you are proposing.  And I have listened, I think, to you, Mr. Healey and Ms. Dreveny, that there is a process you would have to go through to understand what the impacts might be, if you are looking at the impact of a reduced capital spend, in order to determine what that means for your O&M and all of the other things.

I'm looking at the settlement proposal, the settlement agreement, and I guess my question is this:  I assume it's an option for the Board itself to determine, you know, the whole picture and not leave it necessarily for Enbridge to try to figure out what the impacts are of a reduction in the capital spend.  And then we're going to look at the capitalization issue, we're going to look at the O&M budget, based on the sort of baseline agreement, but what the impact might be for an O&M budget in the face of a reduced capital spend.

MR. HEALEY:  Just to confer for a moment.

 [Witness panel confers]

MR. HEALEY:  Thank you for that.  So I think, to clarify, there are multiple steps or approvals in the sense of I think it's open to the discretion in the [audio dropout] the Board in reference to the capital program, as well as the harmonized rate that we are applying for.  And then what we would do is apply those two together.

There is a relation of those two, but they would be the result of this proceeding, I believe.

MR. MORAN:  Right.  And, given the nature of indirect overheads, there is a relationship between the O&M budget you proposed and the capital program that you also proposed.  Right?

MR. HEALEY:  Yes.

MR. MORAN:  All right, thank you.  The last area that I wanted to explore.  There are a couple of questions around IT, and I think you talked about the fact that IT is a shared service.  I assume that means that IT services are provided by Enbridge Inc.?

MR. HEALEY:  Correct.

MR. MORAN:  And that's expense from Enbridge Inc. to Enbridge Gas.  And I guess part of the indirect overheads that you would be seeking to capitalize would include some aspect of that expense?

MR. HEALEY:  That's correct, yes.

MR. MORAN:  And I assume that Enbridge Inc., in charging that service to you, is using its own assets, its own capital assets, to provide that service.  Or are they outsourcing it themselves?  Or do you know?

MR. HEALEY:  I don't think I can speak fully to that comment.

MR. MORAN:  All right.  Maybe we can just get an undertaking to confirm if the IT assets are in EI rate base, as opposed to being contracted for outside of EI.

MR. O'LEARY:  Yes.

MR. MORAN:  Thank you.

MR. RICHLER:  J16.4.
UNDERTAKING J16.4:  TO CONFIRM IF THE IT ASSETS ARE IN EI RATE BASE, AS OPPOSED TO BEING CONTRACTED FOR OUTSIDE OF EI.

MR. MORAN:  I think I'll leave it at that.  Thank you.  Mr. O'Leary, do you have any redirect?

MR. O'LEARY:  No, we don't, sir.

MR. MORAN:  Thank you very much, panel, for your assistance.  You are excused with our thanks.  We'll take a break to set up the next panel and staff will let us know when you're ready to go.
--- Recess taken at 11:51 a.m.

--- On resuming at 11:58 a.m.

MR. MORAN:  All right, Mr. O'Leary, I think we're ready to begin with panel 15.  Over to you.

MR. O'LEARY:  Thank you, Mr. Chair.  There is just one preliminary matter that Ms. Giridhar that would like to address before we begin with the depreciation panel.  Ms. Giridhar?

MS. GIRIDHAR:  Thank you, Mr. O'Leary, and thank you for your indulgence.  Enbridge's values are integrity, safety, respect and inclusion.  All employees of Enbridge are expected to live Enbridge's values, and, as a people leader, I am compelled to call out a perception of disrespect to a member of my team, whether that instance occurs at an Enbridge location or in an external environment.  With this context, I would like to reference a question from Commissioner Moran to Ms. Wade on Thursday, August the 3rd.  On page 128, line 4 of transcript 14, Commissioner Moran asked the following question of Ms. Wade.  I quote in brackets:  "So somebody bigger than Enbridge Gas and Toronto Hydro has to knock your heads together to"  -- and that was then followed by an audio drop out -- I understand that the words were, in quotes, "knock your heads together to get on with it”.  Enbridge Gas Inc. wishes to place on the record its displeasure at the manner in which this question was posed to Ms. Wade, specifically the reference to someone bigger than Enbridge Gas knocking our heads together.

MR. MORAN:  Thank you, Ms. Giridhar.  Mr. O'Leary, are you ready to continue?

MR. O'LEARY:  I am, Sir.  So the panel before you is here to deal with the depreciation and site restoration issues, 15 and 16.  You have already met three of the panelists up front who have all been sworn, but, before I start, perhaps I could ask Mr. Richler to provide a number for our compendium?

MR. RICHLER:  Yes, K16.2.
EXHIBIT K16.2:  EGI COMPENDIUM FOR PANEL 15.

MR. O'LEARY:  So, Ms. Giridhar, who is the vice president with responsibility for regulatory is on my immediate right.  In the middle is Ms. Danielle Dreveny, manager of capital financial planning and analysis.  Oh, I wasn't looking.  Sorry.  People have changed chairs.  So on the far end is Ms. Dreveny, and in the middle is Mr. Robert Rutitis, who is supervisor in the finance group.  In behind, because we didn't have enough space up front, we have Mr. Larry Kennedy and Amanda Nori from Concentric.  As is the practice of parties in this proceeding, we sent an e-mail around a number of weeks ago, indicating our intention to ask that you qualify Mr. Kennedy and Ms. Nori as experts in depreciation methodologies and the components of utility depreciation expense.  There were no objections or concerns expressed about that.
EGI PANEL 15 - DEPRECIATION EXPENSE, SITE RESTORATION COSTS
Danielle Dreveny,
Robert Rutitis,
Malini Giridhar, Previously Affirmed;
Larry Kennedy,
Amanda Nori.


Briefly, I will just highlight their extensive experience.  Their curriculum vitaes are found at Exhibit 1, tab 1, schedule 6, pages 57 through 77.  Both Mr. Kennedy and Ms. Nori have appeared as experts and have been accepted and qualified to give expert evidence in numerous jurisdictions across North America and in Canada.  Mr. Kennedy is a member of the Society of Depreciation Professionals and a Certified Depreciation Professional.  Ms. Nori has similarly appeared in a number of jurisdictions as an expert and is a Certified Depreciation Professional, as well.  Their CVs actually contain a list of their attendances and appearances.  I won't take you there, but I would ask, Mr. Moran, if you would qualify them to give expert evidence in the area so indicated.

MR. MORAN:  On the basis that there have been no objections to that, we will accept the witnesses as experts as proffered.
Examination-in-Chief by Mr. O'Leary:


MR. O'LEARY:  Thank you.  If I could ask just a couple of quick questions to you, Ms. Dreveny, on behalf of the entire panel:  Was the evidence that has been filed and the oral evidence that's been given that is relating to depreciation site restoration costs prepared under the direction of the panelists or under their supervision?

MS. DREVENY:  Yes.

MR. O'LEARY:  And, to the best of your knowledge, do the panelists believe it's correct?

MS. DREVENY:  Yes.

MR. O'LEARY:  And do you adopt it for the purposes of this proceeding?

MS. DREVENY:  Yes, I do.

MR. O'LEARY:  Thank you.  If I could begin with you, Ms. Dreveny, Enbridge Gas is proposing a harmonized approach to depreciation and net salvage.  Can you please provide a high-level summary of the approvals that are sought?

MS. DREVENY:  Yes.  Thank you, Mr. O'Leary.  EGD and Union have been depreciating assets based on studies that were previously approved in the 2013 and 2014 OEB proceedings.  Now that we've amalgamated, Enbridge is bringing forward a proposal to align asset classifications and depreciation methodologies and rates.  Enbridge Gas' depreciation proposal takes into account the most theoretical accurate options for depreciation and net salvage methods.  Enbridge Gas believes that the proposed level of depreciation expense and the underlying methodologies and assumptions takes a balanced approach to managing the risk of stranded assets in the face of energy transition while taking into consideration current rate period impacts.  Future studies may need to consider the use of an EPH or other such measures.  Now, Ms. Monforton, if we can turn to the Enbridge compendium and go to page 2, please.

MR. MORAN:  Ms. Dreveny, just before you proceed, we will affirm the two new witnesses.

MS. DREVENY:  Oh.

MR. O'LEARY:  I was going to ask that to be done just before I asked them a question, but now is a perfect time for that.

MS. DREVENY:  Sorry.

MS. DUFF:  That's fine.  They hadn't said anything yet so.

Larry Kennedy,
Amanda Nori; Affirmed.


MR. O'LEARY:  Can you please continue, Ms. Dreveny.

MS. DREVENY:  Yes.  Thanks, Mr. O'Leary.  Thanks, Ms. Monforton, for bringing this up.  If I could bring your attention to the screen, what we have here is a pictorial overview of the various proposals that will be discussed.  If I could turn your attention to the grey bar, this represents the current rates if we were applying those to our 2024 depreciation proposal.  The black bar above is the proposed rate scenario from Enbridge Gas.

Up at the top, we have what the impact would be if we were applying an economic horizon, and down below, in the yellow, this is where the intervenor proposals would take us.  In general, the intervenor experts' recommendations would drive depreciation expense to be lower than what Enbridge Gas is currently recognizing under historical methodologies, which is unreasonable given the risk associated with energy transition and stranded assets.

MR. O'LEARY:  Thank you, Ms. Dreveny.  Now that Mr. Kennedy and Ms. Nori have been affirmed, I ask a question.  The depreciation proposals that Enbridge has sought approval for in this proceeding were prepared as a result of your work at Concentric and your professional expertise.  Can you please summarize at a high level your recommendations for these approvals sought?

MR. KENNEDY:  Yes, and good afternoon.  As noted by Ms. Dreveny, there is a significant difference in the depreciation parameters and resultant depreciation rates as proposed in the Concentric depreciation study and the parameters and depreciation rates as proposed by Mr. Bowman on behalf of the OEB Staff and Mr. Madsen on behalf of the Industrial Gas Users' Association.  If we could bring up on page 3 of our compendium?  Thank you very much.

As noted on this slide, Concentric and both Mr. Bowman and Mr. Madsen are in agreement on some major items.  Firstly, we both agree or all agree that the use of the constant dollar net/salvage method is an appropriate method to use for the determination of collection of the future net salvage requirements.  Secondly, we agree that the use of an economic planning horizon is not appropriate at this point in time.  Third, we agree that the use of a segregated fund for the collected amounts of net salvage is not appropriate at this time.

And fourth, we agree that the discontinued use of the generation arrangement as historically used by the legacy Union system is no longer appropriate.  In other words, we all agree in the discontinuance of its use.

However, there are three major differences in our proposals -- in Concentric's proposals, as compared to Mr. Bowman and Mr. Madsen.

Concentric is recommending the use of the equal life group procedure in the calculation of the depreciation rates, whereas Mr. Madsen and Mr. Bowman are recommending the use of the average life group method be used.

This change alone reduces the depreciation expense based on a 2021 cost base by $72.6 million as compared to our Concentric recommendations.

Secondly, Concentric has taken a moderated approach to the selection of average service life estimates for long-lived asset groups, but we have lengthened the average service life estimates from the longer of the Union -- or legacy Union or legacy Enbridge systems, in only seven accounts.  This moderated approach was followed to provide for the consideration of energy transition.

This is not the time, in my view, to be lengthening average service life estimates without the significant and very specific consideration given to the issues of energy transition.

In contrast, both Mr. Bowman and Mr. Madsen have lengthened the average service life estimates beyond the Concentric recommendations in 14 accounts.

Both Mr. Madsen and Mr. Bowman have indicated that they did not consider energy transition to be a relevant factor in the selection of average service life estimates.

The use of average service life estimates recommended by Mr. Bowman and Mr. Madsen result in a reduction of depreciation expense, again based on the 2021 balances, of $212.5 million as compared to the Concentric recommendations.

Our third point is Concentric's CDNS calculations -- that would be the constant-dollar net-salvage calculations -- included a discount rate based on a credit-adjusted, risk-free, or a CARF rate, of 3.75 percent.

The use of a CARF rate is the recommended process for use in a number of accounting and regulatory documents, including the Federal Energy Regulatory Commission statement 631, for asset retirement obligations to be used for regulated assets, the US GAAP requirements and, most recently, by the Canada Energy Regulator in a document published in June of this year, providing guidelines to the federally regulated Group 1 pipelines.

In fact, the CER document recommended the use of a two percent inflation rate, an assumed rate of return of 1.25 percent, resulting in a total CARF rate of 3.25 percent.

This CER guidance aligns well with Enbridge's use of a two percent inflation rate and a 1.75 assumed rate of return in this proceeding.

OEB Staff and IGUA have agreed to the use of a two percent rate of inflation, but are recommending a discount rate ranging from 5.87 percent to 6.50 percent, based on a weighted-average, cost-of-capital approach.

I note that the use of a 6.5 percent discount rate in the CDNS calculations would result in a collection of less than 1/10th of the current forecast annual expenditures.

For context, Mr. Bowman and Mr. Madsen's CDNS calculations would result in only recovery of about $5 million, whereas that is compared to the forecast annual expenditures that exceed $60 million, in other words, about 1/12th of what we are currently spending.

There has been no evidence in this proceeding to indicate that there will be that level of substantial decrease in the level of cost-of-removal expenditures.

MR. O'LEARY:  Thank you, Mr. Kennedy.

Ms. Monforton, can you go to the next page in the compendium?  And if you could just blow that up a little bit, so that people of my age can read it?

This, and I do not intend to give evidence, but I thought it would save time to attempt to identify what this is:  it is an evolution of a response to intervenors, marked as ADR 22.  And the company was asked to populate a table, by accounts.  And we did so, and provided that in ADR 22.  So this is a repeat of that, with some additional totals.

And I thought I would just identify the headings, and then I am going to ask Mr. Kennedy for ultimately the conclusions that he draws from it.

So the second column is the Concentric-recommended life end curve; that is out of the Concentric depreciation study.

The next column, you will see it is headed, "Equal life group, (ELG)."  That is the Concentric depreciation-calculated provision for each of the various accounts.

Then the next series of columns, you will see they are headed by the term, "Average life group."  And that is the depreciation methodology that Messrs. Bowman and Matson are proposing. And the first column is the Concentric depreciation provision total change, revised using the ALG.

The next heading is the alternative recommended life curve, and those are the recommendations made by both Messrs. Bowman and Matson.  That column is actually pre-populated in the ADR response that the company provided.

The next column is the depreciation provision for use in the ALG.  And the life curves and CARF discount rate that is proposed by Concentric, of 3.75 percent.  And that sets out the change to each of those accounts, where those alternative average life curves have been proposed.

And then the last column is the depreciation provision, using again the ALG, but using a weighted-average cost of capital discount rate of 6.03 percent.

That's a bit of a mouthful, but I thought it would at least give some context to what this table is presenting.

Mr. Kennedy, could you offer your comments on what this table demonstrates and the conclusions that you suggest should be reached?

MR. KENNEDY:  Yes, definitely.  If I could get the screen to move up to the bottom of this page, it would be perfect.  A tiny bit more.  There we go.  Thank you, very much.

So yes, this, as Mr. O'Leary noted, this table was meant to provide just a consolidated version of the major differences in opinion between myself and the two intervening experts on the three areas.

So if we look at this table, and we look at the numbers in the table as noted by Mr. O'Leary, the number of -- in that first box to rectangle area, it is indicating the various alternatives based on a 2021 cost base.

And you will note that the third column on this is the current depreciation study, as proposed.  And that would result in an annual depreciation expense of $786.5 million based on a 2021 cost base.

In the next column over, if we were to use the average life group method as suggested by the intervenors, we note that there -- the depreciation expense reduces to $713.8 million, which relates to a very significant cost decrease.

And now, if we take the life estimates of those, of the recommendations, we would note that there is a further $212.5 million decrease to the depreciation expense, resulting in an annual requirement of $501.3 million.

And then finally, if we take the recommendations of a -- we used a six percent discount rate, that further reduces the review revenue requirement component of depreciation expense based on a 2021 cost basis to $449.5 million.

I note that when we take the next rectangular square down, those same numbers move to a currently proposed 2024 expense amount of $892.4 million.

If we move the ALG calculation, it reduces that number by about $73 million, to $810.7 million.

The changes in life estimates reduce that down to $572.6 million.  And when we include the higher discount rate, that would result in $509.9 million.

Now, if we compare that to the currently approved depreciation expense using the parameters in place before this hearing, we have a depreciation expense amount of $771.6 million.

Now, when we apply that, and I just want to clarify, that $771.6 million is based on the 2024 forecast balances.

So, taking the recommendations of Mr. Madsen and Mr. Bowman into account, we have a reduction in the depreciation expense by 33 percent from the currently approved recommendations.  In other words, we are reducing the recovery of the invested capital from 33 percent from what we are currently doing.

Now, Commissioners, I strongly disagree with those alternative recommendations to that very significant level of depreciation expense.  I urge the commission to recognize these significant reductions in light of the amount of testimony that has been presented in this case on the topic of energy transition.

Concentric is recommending a moderated and considerate approach to energy transmission, whereas Mr. Bowman and Mr. Madsen have both stated they have not considered this a significant topic, as witnessed by the significant level of the decrease to even the currently approved level of depreciation expense.  Thank you.

MR. O'LEARY:  Thank you, Mr. Kennedy.  Ms. Monforton, could you go to the next page in the Enbridge compendium.  And I'm wondering, Mr. Kennedy, if you could also speak to this table and advise as to what it is telling us.

MR. KENNEDY:  Yes, thank you.  We, for purposes of illustration, highlighted the amount of the decrease that is resulting from the extended average service life to very long-lived asset accounts.  What we presented here are two of the recommendations from Mr. Bowman and two of the recommendations from Mr. Madsen.

In the case here, if you see on the second-last column, though acceptance of those recommendations would result in a decrease of $146.1 million in the depreciation accrual, as compared to our recommendations, again, now is not the time to be reducing depreciation expense and lengthening these long average service lives in the face of energy transition.

MR. O'LEARY:  Thank you, Mr. Kennedy.

One final question for you, Ms. Dreveny.  Enbridge Gas is not proposing that the OEB approved a segregated fund for the purposes of financing future site restoration costs.  Can you please summarize, from the company's perspective, why it is not proposing a segregated fund at this time.

MS. DREVENY:  Yes, I can.  Thanks, Mr. O'Leary.

Enbridge Gas believes that a segregated fund is not appropriate at this time, as it would prematurely burden rate-payers with rate increases.

As an example, if Enbridge Gas were to use the 2021 site restoration liability of $1.5 billion and deposit this into a segregated fund, it would increase rate base by $1.5 billion and the revenue requirement would increase by $93 million.  The annual increase in revenue requirement thereafter is estimated to be $3 million.

We expect that the utility assets will remain used, or useful, for the foreseeable future and do not expect to require funds to retire a significant portion of the utility assets in the near to medium term.

We also believe that, with a net book value of $16 billion, the 151,000 kilometres of underground gas infrastructure is highly valuable and we should investigate if repurposing these assets is feasible should the natural gas system get retired in the longer term.

We note that there are over 170,000 kilometres of above-ground distribution cables in Ontario that are less resilient to extreme weather events than our underground infrastructure.  However, we may reconsider the appropriateness of setting up a segregated fund for site restoration cost when there is more certainty regarding the expected end of life of the assets.

MR. O'LEARY:  Thank you, Ms. Dreveny.

The panel, Mr. Chair, is now open for cross.  That's the end of our direct.

MR. MORAN:  I'm just noting the time.  We were planning to adjourn for lunch at 12:15, so I think we'll adjourn for lunch now and we will be back at 1:15.
--- Luncheon recess taken at 12:23 p.m.

--- On resuming at 1:15 p.m.

MR. MORAN:  All right.  Before we start with cross-examination, Ms. Giridhar, I want to thank you for raising the issue that you raised at the beginning of this panel.  I used a figure of speech in a question.  It was colloquial metaphor, and, obviously, I didn't intend any offence.  The fact that you raised it, obviously somebody was offended, so I just want to apologize unreservedly for any offence that I gave on the basis of how I framed my question.

MS. GIRIDHAR:  Thank you, Commissioner Moran.  I appreciate that.  Thank you.

MR. MORAN:  All right.  Mr. Mondrow, I think you are up first.

MR. MONDROW:  Thank you, Sir.  I understand that the break is scheduled for about 3:02 this afternoon, so I will do my best to hit in and around --


MR. MORAN:  We are going to hold you to that.

MR. MONDROW:  -- give or take 15 seconds, perhaps.  I'm sure I will miss it by some amount, but feel free to interrupt me, Sir, if I do.
Cross-Examination by Mr. Mondrow:

Good afternoon, witnesses.  I'm going to be talking to you for a little while, so settle in.  I'd like to start maybe, if we could go, Mr. Kennedy, to the table in your compendium which is at PDF -- oh, it is at PDF and page numbered 4.  Enbridge knows how to do this.  They get their page numbers and their PDF numbers lined up.  And this is the table that arose from the ADR information that, on behalf of a number of parties, I think I asked for and was provided and subsequently has been filed in this proceeding, and it's been modified by you.  I wonder if you could undertake to do one more modification.  I wonder if you might add a column, perhaps as a new column number 3 or new column number 2 -- it doesn't really matter me -- that sets out for each of these accounts the depreciation provision that is current that is 2023; would that be possible?

MS. NORI:  Can I just clarify before?

MR. MONDROW:  Sure.

MS. NORI:  Do you mean dollars or percentage?

MR. MONDROW:  Dollars.

MS. NORI:  Dollars, okay.  And in 2023?  Can we just confer for a moment?

MR. MONDROW:  Sure, and just as you're doing that, Ms. Nori, the idea is to look at the Concentric depreciation provision for each account and get a sense of where it is relative to whatever is the most effectively current depreciation provision for that account, so which of them are you changing and by how much.  That's what we'd like to see.

MS. NORI:  And that is using the Concentric recommendations or using the current recommendations as they are in play?

MR. MONDROW:  Using the current recommendations.

MS. NORI:  Okay, perfect.  Sorry.  I'm just trying to be very clear and --


MR. MONDROW:  Absolutely.

MS. NORI:  -- that I get what you need.

MR. MONDROW:  I appreciate that.

MS. NORI:  Let me just confirm that we have that data.  One moment.

MR. MONDROW:  Okay.

[Witness panel confers]


MR. KENNEDY:  Mr. Mondrow, this may fall into one of those categories that sounds like it should be really easy, but the challenge is in the details.  It is a very significant amount of work in that the current depreciation expense is on the basis of historic legacy, our legacy Union parameters and legacy Enbridge Gas parameters, and we'd be trying to have to try to re-harmonize those forecast balances as at in 2023 to those two different asset bases.  So it can be done.  It is probably, I'm going to say, multiple days if not maybe a week or so of work in order to do the proper harmonization to that.

MR. MONDROW:  So I don't want you to do a week's worth of work, so you can stop there.  Just allow me to check something if you could.

MR. KENNEDY:  No problem.

MR. MONDROW:  Thanks.  Can you turn up Exhibit 4, tab 5, schedule 1, attachment 3, page 23, please, Ms. Monforton, if you could.  So, Mr. Kennedy, this gives us the current, call it, the bridge year utility depreciation and expense.  This is for Union Gas, by category rather than by account.  I assume there is a similar table somewhere for Enbridge Gas, probably the next page or the page after that.  Oh, the previous three pages apparently for Enbridge Gas.  But the problem, Mr. Kennedy, I gather is this is by category of asset rather than asset account?

MS. DREVENY:  Sorry.  If we could just confer for a moment.

MR. MONDROW:  Sure.

[Witness panel confers]


MS. DREVENY:  Sorry.  Just to confirm, are you interested in this based on our most current 2023 forecast?

MR. MONDROW:  No.  You're complaining that the recommendations are significant changes from your -- the recommendations of the intervenor experts are significant changes from or a significant decrease.  What you haven't shown is what you've increased relative to the current accounts; that's what I'd like to see.  But you are saying it is too difficult to show us that, right?

MS. DREVENY:  Yes.  So we have done that on a 2024 forecast basis, though, so, if we are going back to the compendium and the table that we were looking at previously --


MR. MONDROW:  Okay.

MS. DREVENY:  -- so that's where we have the difference of the 771 versus the 892 in that presentation.  And I believe we've actually also prepared at the time of the IRs a table that details the current rates and the proposed rates at the account level to provide that comparison.  I can look up what the --


MR. MONDROW:  So can you provide --


MS. DREVENY:  -- reference is.

MR. MONDROW:  -- that comparison?

MS. DREVENY:  I think we've already provided it through IRs.

MR. MONDROW:  Okay, but so could you not populate this table with it?

MS. DREVENY:  For 2024, yes.

MR. MONDROW:  For 2024.  So you are talking about the depreciation provision for these accounts using the previous methodology but for 2024?

MS. DREVENY:  Yes, so, for 2024, we had run the depreciation based on the proposed methodology and we had also run it based on the current methodology to show the comparison.

MR. MONDROW:  Okay, so could you give us a column in this table with the 2024 current methodology?

MS. DREVENY:  Yes, I believe we could.

MR. MONDROW:  Okay, let's start with that.

MR. RICHLER:  That will be Undertaking J16.5.
UNDERTAKING J16.5:  TO UPDATE THE TABLE AT EXHIBIT 4, TAB 5, SCHEDULE 1, ATTACHMENT 3, PAGE 23 TO SHOW THE 2024 CURRENT METHODOLOGY.


MR. MONDROW:  Thank you.  The other piece of math that apparently there are some issues with, Mr. Kennedy, is figuring out how to replicate your assertion that, under the combined Emrydia and Intergroup recommendations, the net salvage recovery is only $5 million.  Could you provide some calculation or some explanation of how you derived that, by way of an undertaking?

MR. KENNEDY:  Yes, we can provide that.

MR. MONDROW:  Okay.  Thank you.

MR. RICHLER:  J16.6.
UNDERTAKING J16.6:  TO PROVIDE OR EXPLAIN THE UNDERLYING CALCULATION OF NET SALVAGE RECOVERY.


MR. MONDROW:  I did provide a compendium a couple of days ago, and I wonder, Mr. Chair, if we could just have that marked, which I think will be K16.2, if I'm not mistaken.

MR. RICHLER:  We're actually at K16.3 --


MR. MONDROW:  Oh, my goodness.

MR. RICHLER:  -- for this compendium.
EXHIBIT K16.3:  IGUA COMPENDIUM FOR PANEL 15.

MR. MONDROW:  Not unusual.  K16.3, thank you.  All right.  Now, Ms. Dreveny, I think probably starting with you:  So I have not been as savvy as Ms. Monforton, and my page numbers actually start on, not the cover page, but the second page.  So it is compendium page no. 1, PDF page No. 2.

And here, this is an excerpt from your covering evidence, as it were, on depreciation and net salvage.  And in paragraphs 34 and 35, you deal with energy transition considerations.

Am I correct that this is the only place in your evidence -- the company's evidence, not Concentric's -- where you address energy transition considerations?

MS. DREVENY:  Is that in relation to depreciation, only?

MR. MONDROW:  In the prefiled evidence in relation to depreciation.  Yes.

MS. DREVENY:  I believe we also make reference to depreciation and energy transition in the energy transition evidence.

MR. MONDROW:  Right.  But in the depreciation proposal evidence, which is what this is, these are the only two paragraphs where you mention energy transition.  Right?

MS. DREVENY:  Yes, I believe so.

MR. MONDROW:  Okay.  And you reference here a future potential for a, quote, regional or system-wide EPH, or economic planning horizon.  Can I assume that additional work would be required to determine, if you were going to go down the EPH route, you would have to do some additional work to determine an appropriate EPH approach, if one were to be done.  Is that a fair assumption?

MS. DREVENY:  Yes, that's fair.

MR. MONDROW:  Okay.  And I think the regional reference here is a suggestion that it may not be appropriate if you are trying -- actually trying to address energy transition in your depreciation proposal, to simply have an across-the-board methodological change.  You might also look at a more regionally focused change to the way you do depreciation calculations.  Right?

MS. DREVENY:  Yes.  It is a possibility.

MR. MONDROW:  Okay.  And could you also do that by asset type as opposed to region?  So large-diameter mains versus, you know, neighbourhood distribution pipes?

MS. DREVENY:  Yes.  So for example, between the storage distribution and transmission categories, that is also a possibility.

MR. MONDROW:  At least.  And even within the distribution categories potentially, I would imagine.

MS. DREVENY:  Yes, I think so.

MR. MONDROW:  So is it fair for me to conclude from the discussion we just had that the Enbridge depreciation proposal was not influenced or driven by energy transition considerations?

MS. DREVENY:  Sorry, can --


MR. MONDROW:  Ms. Dreveny, I am talking to the company first.  Mr. Kennedy, please.  I will come to you, I promise.

MS. DREVENY:  Sure.  One moment, please.

[Witness panel confers]

MR. MORAN:  Mr. Jarvis, I think your microphone is on.

MS. DREVENY:  Okay.  Thanks, Mr. Mondrow.

So I would say that energy transition was definitely on our minds as we were going through the depreciation study.  We did take consideration as to what the impacts would be if we were to implement something like an economic planning horizon.  And we would also view as the choice of ELG based on the recommendation from Concentric as being a step in that direction, too, to make sure that we don't have problems with intergenerational inequity for ratepayers.

MR. MONDROW:  You say that, Ms. Dreveny, but in your depreciation evidence, it is not mentioned anywhere, is it?  the consideration of ALG versus ELG --


MS. DREVENY:  In terms --


MR. MONDROW:  -- along the lines you have characterized it today?

MS. DREVENY:  In terms of the energy transition piece, yes, I would agree.  It is not explicitly written in the evidence.

MR. MONDROW:  Okay.  So you thought about it, and it influenced your decision, but you didn't think fit to include any description of that driver in your evidence.  Why would that be?

MS. GIRIDHAR:  Mr. Mondrow, I did not oversee the depreciation evidence, per se, as I don't have a --


MR. MONDROW:  Right.  That is why I was asking Ms. Dreveny, Ms. Giridhar, but she doesn't have an answer for me.

MR. GIRIDHAR:  But --


MR. MONDROW:  But do you have a -- just a minute.  I am happy to have you answer, but you did oversee this evidence.  Right, Ms. Dreveny?

MS. DREVENY:  Yes, I did, and I agree.  So while it was discussed, it was not written within the evidence.

MR. MONDROW:  But was it a driver for your choice?

MS. DREVENY:  It was definitely on our minds.  Perhaps the fact that it wasn't explicitly written is more of an oversight than anything else, but I can attest that, over the course of the discussions with the depreciation study, energy transition was most definitely on our minds.

MR. MONDROW:  And did it influence your choice between ALG and ELG?

MS. DREVENY:  The choice between ALG and ELG was based on the recommendation from Concentric.

MR. MONDROW:  Okay.  Ms. Giridhar?

MS. GIRIDHAR:  If I may, Mr. Mondrow, I would say that from the perspective of the executive team, the notion of addressing intergenerational equity was, in our mind, you know -- was informed by the energy transition issue.

MR. MONDROW:  That is not discussed anywhere in your energy-transition specific evidence --- in your depreciation-specific evidence either, is it, intergenerational equity considerations?

MS. GIRIDHAR:  I would suggest, Mr. Mondrow, that you can possibly see that in the course of this proceeding as well, that intergenerational equity is one of the major concerns around energy transition.  So I think, in my mind, the two are very much linked.

But I do agree with Ms. Dreveny that we did not expressly link it in this piece of evidence.

MR. MONDROW:  Ms. Giridhar, I understand it is a justification and perhaps an appropriate one.  But it wasn't a driver for Enbridge's choice, right?

MS. GIRIDHAR:  Sorry --


MR. MONDROW:  For your choice of procedure, energy transition wasn't a main driver.  Maybe it worked out okay; maybe it will, in fact, address the energy transition.  But that's not the reason you chose ELG versus ALG, is it?

MS. GIRIDHAR:  The ability to address intergenerational equity by ensuring that the consumption of the asset reflects the benefits at the same time period in which the benefits are derived was inherently attractive.  And the reason it is attractive is that, as a result of energy transition, we certainly -- whether we adopted EPH or not, which also we investigated, so clearly that was a driver, we wanted to make sure that we weren't starting off on the wrong foot.

You don't want to be attributing the consumption of --


MR. MONDROW:  Ms. Giridhar, we are going to --


MR. GIRIDHAR:  -- an asset today, into the future.

MR. MONDROW:  Excuse me, we are going to talk about all that.  But that is not what I asked you.  What I asked you was whether the choice between ELG and ALG was a choice that was driven by the energy transition considerations?

MS. GIRIDHAR:  It was driven by the attractiveness of addressing intergenerational equity through the choice of that methodology.  And, in my view, intergenerational equity is very much linked with energy transition.

MR. MONDROW:  Were you involved in the choice, in the discussions regarding the choice between ELG and ALG as a depreciation procedure?

MS. GIRIDHAR:  As a member of the executive team responsible for the regulatory strategy around rebasing, I was involved in those decisions.

MR. MONDROW:  Did you review this Exhibit 4, tab 5, schedule 1 before it was filed?

MS. GIRIDHAR:  I did review it, among all the other thousands of pages of evidence.  Yes.

MR. MONDROW:  And you didn't think it odd that nowhere in here does it talk about choosing ALG versus ELG as a result of considering the energy transition or intergenerational equity?

MS. GIRIDHAR:  Mr. Mondrow, you must understand that there were several hundred pages of energy transition evidence that I also reviewed at the same time.  And that evidence was pretty comprehensive in terms of energy transition risk.  So the fact that I didn't particularly focus on that in this piece of evidence perhaps can be viewed as an oversight.

MR. MONDROW:  Okay.  Can we go to page numbered 2, PDF 3, of my compendium, please?  And I am looking at paragraph 43.

Actually, sorry, just before we go there, just before we leave economic planning horizon, Ms. Dreveny, the conclusion was:
"Adoption of an economic planning horizon at this point would be premature."

MS. DREVENY:  Based on the circumstances that we know and the diversified pathway choice for energy transition, yes, it would be premature, and we felt overly burdensome to the ratepayers.

MR. MONDROW:  Mr. Kennedy, your evidence in this proceeding as I understand it is if you want to address energy transition, an economic planning horizon is a better tool than adopting ALG versus ELG -- sorry, adopting ELG versus ALG, for that purpose.

MR. KENNEDY:  I am not sure that is a better tool; it is an additional tool.  I view them as somewhat layered or incremental to each other.

MR. MONDROW:  Okay.  Can we go to Exhibit I, tab 4, schedule 5?  This is an a response to OGVG Interrogatory No. 7.  I'd like to go to page 3.  Let's start at the bottom of page 2, in fairness.

I am going to steal my colleague's thunder here, but I noticed this this is morning.  If you look at the second-last sentence.  You are familiar with this response, Mr. Kennedy?

MR. KENNEDY:  I am.

MR. MONDROW:  Did you write it?

MR. KENNEDY:  I was involved in it.  I can't remember if I physically wrote it --


MR. MONDROW:  But you endorse it?

MR. KENNEDY:  -- but I definitely reviewed it.

MR. MONDROW:  You endorse it?

[Technical interruption]


MR. MONDROW:  I apologize, and to the witnesses.

MR. KENNEDY:  And so I do think this was a Concentric response.

MR. MONDROW:  So. if we look at the second-last line, the sentence that starts on that line, on the second page of the interrogatory response:
"The choice of equal life group as a depreciation method allows for the same total depreciation expense to be collected over the life of the assets as under average life group, while also ensuring that the depreciation expense is properly collected from the toll payers using the assets today.  However, the use of an economic planning horizon remains the best solution to ensure all assets are properly recovered over the useful life of the account."

And then, at the bottom of the next paragraph, again, you say:
"However, Concentric notes that the best method of collecting for uncertainty in the future is the use of an economic planning horizon."

Do you agree with that evidence, Mr. Kennedy?

MR. KENNEDY:  Oh, I do.  And so that leads to my statement that I mentioned before, that, if I you will, I view the use of an EPH as a very blunt tool.  It is a very harsh tool.  And my evidence here was trying to convey the issue that, to me, the first step was the move to the equal life procedure, which may be followed up, or could be followed up, if required, when we understand energy transition better in future periods, to the inclusion of an economic planning horizon, as well.

MR. MONDROW:  Okay.  If we could go back to my compendium, please.  Ms. Dreveny, we were just finishing off at the bottom of page 1, numbered 1 on the compendium, and we were talking about the economic planning horizon.  And the company's conclusion is that, in the near and medium term, and I think you repeated this earlier today, you don't see large retirements of your assets as a reasonable possibility.

MS. DREVENY:  That's correct.

MR. MONDROW:  And is that true in the longer term, as well, or not?

MS. DREVENY:  I think, in the longer term, it will depend on how the energy transition unfolds in Ontario.  At this time, we believe that the diversified pathway is the best way forward to manage this.  And so I wouldn't say that there is necessarily an immediate concern there, either.

MR. MONDROW:  Right.  Ms. Giridhar, you gave lots of evidence at the beginning of this process about the assumed longevity your system.  Right?  Do you still agree that that's the likely outcome for Ontario?

MS. GIRIDHAR:  I'm sorry.  The outcome for Ontario will be a function of the future policies adopted with respect to energy transition and energy, and there will be a host of other factors, including technological innovation and adoption by customers.

What we believe is that, from a competitive perspective and as an energy choice, natural gas continues to be attractive.  And we believe, as I've said numerous times, that the reliability benefits and the resilience benefits of our infrastructure are significant.  And, particularly, the ability to have these 150 thousand kilometres of underground pipe provide that service for a very low cost was a factor.

So I think our view is that the attributes of our natural gas infrastructure are such that they should have longevity, because they would  be a low-cost provider of reliability and resilience as we adopt more electrification.  But, certainly, that conclusion is not certain.

MR. MONDROW:  I took your evidence to be that full electrification and abandonment of the natural gas delivery system would be uneconomic, just not affordable.  Is that not Enbridge's view?

MS. GIRIDHAR:  It is unaffordable if the intent is to provide also the level of reliability and resilience that consumers enjoy today, and based on what we know today.

MR. MONDROW:  Okay, thank you.  Ms. Dreveny, in fairness, if you go to page 2 -- numbered 2, so PDF 3 my compendium -- this is page 19, also, from your pre-filed depreciation specific evidence.  And, at paragraph 43, you address the notion of a segregated fund for site restoration costs and, like economic planning horizon, you conclude that there is no need at this time, because you're anticipating an ongoing contribution of Enbridge Gas Inc.'s system and you do not anticipate large retirements in the foreseeable future.

That's what that paragraph addresses.  Correct?

MS. DREVENY:  Yes, that's correct.

MR. MONDROW:  And you still believe that's the case?

MS. DREVENY:  Yes, I do.

MR. MONDROW:  Okay, good.  I had to ask you a follow-up question.  It was a lame one, but there you go.

Mr. Kennedy, I promised I'd get to you, so let's go to page numbered 4 of my compendium.  This is the engagement letter that is included in Exhibit 4, tab 5, schedule 4, attachment 1, which is your depreciation study for Enbridge.

MR. KENNEDY:  It's, if you will, the lead letter; the introduction letter to the study.  The engagement letter is not the engagement of our contract.

MR. MONDROW:  Fair enough.  But it is a conventional depreciation study covering letter that confirms your mandate?

MR. KENNEDY:  That's true.

MR. MONDROW:  And, according to the covering letter, there was no request to consider the impact of the energy transition.  Right?

MR. KENNEDY:  Well, again this is simply --


MR. MONDROW:  Just on the covering letter.  There is nothing here about energy transition.

MR. KENNEDY:  And, sir, there wouldn't be studies that I do that we use EPHs on, or where we use whatever methods.  This is just simply a letter of -- yes, to convey the study to Enbridge.  Not convey the meaning, but just to put our name on a study that is going to be introducing the depreciation study.

MR. MONDROW:  Okay.  So you say:
"We have conducted a depreciation study related to the gas transmission distribution and storage systems and related general plant of Enbridge Gas Inc.  Our report presents a description of the methods used in the estimation of depreciation and net salvage, the statistical analysis of service life, and the summary and detailed tabulations of annual and accrued depreciation."

And there is no mention here -- we are going go to through the rest of it -- but, here, there is no mention of energy transition.  You would have to agree with me on that.

MR. KENNEDY:  I agree with you, sir.  And, quite frankly, I'm not certain it is always our intent, to have this cover letter be necessary evidence to the extent that you are relying upon it.  I think, two pages later in the study, we are very explicit about that.

MR. MONDROW:  Okay.  Well, let's go to the rest of the study.  Let's actually go to page 7 of my compendium, which is page 1-1 of your study.  It's the Study Highlights, and it is kind of like an executive summary.  Is that fair?

MR. KENNEDY:  Very kind of like an executive summary.

MR. MONDROW:  Well, what's the point of a page of study highlights?  Isn't it supposed to highlight the important points that come out the of the study?

MR KENNEDY:  Well, it's to introduce, actually, the stuff that is on page 8 of the study, the summary of the results.

MR. MONDROW:  Okay.  But, sticking with this page of study highlights, there is no energy transition mentioned anywhere on this page, either, is there?

MR. KENNEDY:  It's not on that page, sir, but, if you go back two pages to page 5, you'll notice in the table of contents that there is an entire section dealing with that.

MR. MONDROW:  We're going to come to that part of the study.  Table of contents, I mean, if that's it, great, but I think there is more, so we're going to come to that.

MR. KENNEDY:  There is much more within the study, yes.

MR. MONDROW:  Well, okay.  We'll debate how much more, but there's more.  Can we go to page number 9 of my compendium, which is page 2-1 of your study.  This page, I assume, is a fair reflection of the scope that you were given, or assumed, in undertaking your work in support of this study.  Right?

MR. KENNEDY:  Yes.

MR. MONDROW:  And is there any mention of energy transition on this page?

MR. KENNEDY:  On the same page, at section 3.2, there is, yes.

MR. MONDROW:  Sorry?

MR. KENNEDY:  On page 10.

MR. MONDROW:  I'm looking at page 2-1.  Are you with me?

MR. KENNEDY:  Yes.  If you go to page -- oh, I'm sorry.

MR. MONDROW:  That's okay.  Numbers, right?  It's 2-1.

MR. KENNEDY:  Okay.  I do agree.  Sorry, I apologize.

MR. MONDROW:  No, that's fine.  Thank you.  So, let's go to page 3-5.  I think this is one of the pages you wanted to take me to.  This is page 10 of my compendium.

And, Mr. Kennedy, this is the page on which you commence your discussion of the economic planning horizon and decarbonization, and it runs for a couple of  pages, 3-5 to 3-7.  This is what you were referring me to a minute ago, right?

MR. KENNEDY:  That's correct, sir.

MR. MONDROW:  Thank you.  So I told you we'd get there, and I try to keep my promises.  So let's go to the economic planning horizon recommendations page, which is page 12 of my compendium.  This is the end of this section.  You effectively conclude -- and we'll go through some of this in detail, but you effectively conclude, as I read this, that the extent of the impact of climate policies on Enbridge Gas Inc. is at the moment unknown.  And you would agree with that conclusion?

MR. KENNEDY:  Yes.

MR. MONDROW:  Okay, and would you agree that consideration of climate policies and their impact on Enbridge Gas would indicate either that asset lives could be shortened or they could be lengthened and it is just uncertain at this point?

MR. KENNEDY:  I'm going to need you to give me that first part of that question again, sir?

MR. MONDROW:  Sure.  I think what this page, what this conclusionary subsection on economic planning horizon tells us is that your view is there could be a lengthening impact or a shortening impact on the Enbridge Gas Inc.'s asset lives as a result of what you referred to as climate policies -- so we'll talk about it as energy transition -- and, at the moment, it's uncertain which of those it might be?

MR. KENNEDY:  I would agree, sir.  Particularly at the time of writing this report, that would have been the case.  I think that has evolved since, but generally the -- and I think it's only fair to kind of provide my mindset to this, is that we definitely felt the wave of energy transition occurring at the time we wrote this report.  That wave has continued.  We wanted to be cognizant of that wave, but we didn't want to overreact because, as I mentioned earlier, the use of an EPH can be a very blunt object to introduce into the rates.  We felt it was too soon with that, given the level of uncertainty.  We did decide and we were very confident in our decision to move to the equal life group procedure.

It is an accepted procedure with or without energy transition, but it definitely does provide increased or decreased risk of unrecovered investment, and so, given that we saw that wave of energy transition coming, we thought that was the logical first step, but we weren't far enough along in understanding the full impact of energy transition to introduce an economic planning horizon.  It's a blunt object.  We wanted -- we viewed that we were probably better off for all parties involved to wait one more study and continue to look at it over the next period before the next study.

MR. MONDROW:  Okay.  You said a minute ago, Mr. Kennedy, that at the time of the study.  Has the situation evolved since then such that you would alter your recommendations?

MR. KENNEDY:  No, I think it solidified my recommendations.  If I think about the CAMPUT (ph) conference we had in this city a few months ago, the amount of debate we had at that conference and discussion about energy transition, I've seen it throughout North America.  I've been at -- myself or Ms. Nori have been at the American Gas Association conferences, where it's been widely discussed, at the Society of Depreciation Professionals conferences, at the CAMPUT conference.  I know there are a number of conferences being sponsored by NARUC on energy transition.  I would say since the period of the study that that topic has really exploded, which has done nothing but solidify my confidence in the recommendations we've made here.

MR. MONDROW:  Can we go to the second paragraph of conclusions and about halfway through?  I'm looking at the end of the third line.  It starts with the words, "It is."  There we go.  Thank you, Ms. Monforton.
"It is reasonable to anticipate that the utilization of large groups of assets may change due to the implementation of climate-change legislation.  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 periods between now and 2050."

Ms. Giridhar, that is not the company's assumption, right?

MS. GIRIDHAR:  Based on the company's understanding of the energy system in Ontario today, we do believe that there's an opportunity to continually use the gas system to meet peaking needs.  So, in other words, the amount of gas that flows through the system through the year might decline, but, if we define utilization in terms of its use for peak capacity, that that would still exist between now and 2050.

MR. MONDROW:  So I asked -- sorry.

MS. GIRIDHAR:  That was it.

MR. MONDROW:  I asked you whether the statement, "It could be assumed large-scale retirement of assets may be required in the periods between now and 2050," and my understanding is that is not the company's assumption.  Large-scale retirement of assets; we're not talking about volumes.  We are talking about large-scale retirement of assets.

MS. GIRIDHAR:  So I would agree that it could be assumed.  The company's view is that the large-scale retirement of assets is unlikely because of the ability to utilize the gas system in Ontario for reliability and resilience.

MR. MONDROW:  Okay.

MR. KENNEDY:  And, Mr. Mondrow, given the fact that I wrote this statement, I think it's --


MR. MONDROW:  I haven't asked you a question about it, Mr. Kennedy.

MR. KENNEDY:  Well, I just want to follow up on the answer from Ms. Giridhar.

MR. MONDROW:  Well, I asked the company a question.  I will ask you lots of question, and can you temporize however you want, but I asked for Ms. Giridhar's position on the company's part, and I got an answer to that, and I'd like to move to my next question.

MR. O'LEARY:  Well, I think in, Mr. Mondrow, in fairness, the panel is presented as a panel, and, if there are two parts to the answer that come from different witnesses on the panel, they should be entitled to respond.

MR. MONDROW:  Okay.  Mr. Kennedy, I asked Ms. Giridhar whether it was Enbridge's position that large-scale retirement of assets may be required between now and 2050, and that should be assumed.  Can you speak to Enbridge's position on that?

MR. KENNEDY:  No, but I can speak to --


MR. MONDROW:  Okay, hold it.

MR. KENNEDY:  Sir, I can speak to the word "may" in there, not "will."

MR. MONDROW:  Sorry.  Mr. Chair, I have -- and I'm trying not to talk over the witnesses.  I have let Mr. Kennedy extemporize.  I will continue to do so, but I can't keep asking him questions until Saturday, and so I need to exercise some control over this.  I was looking for the company's position.  I will have lots of questions for Mr. Kennedy.  He'll have lots of opportunity to tell you what he wants to tell you, but right now I'd like to move to my next question.

MR. O'LEARY:  Well, Mr. Chair, it's frankly quite unusual that a questioner will want to cut off someone that is directly speaking to language that the witness has actually drafted, and I don't anticipate the answer is going to require a great deal of time, so we'd request that Mr. Kennedy be permitted to respond to the question.

MR. MORAN:  I understood Mr. Mondrow's question to be aimed at understanding Enbridge's position on this.  I'm not sure what Concentric can add to the question and answer around Enbridge's position.  I guess, if you think there is something missing that needs to be highlighted as a result of this, you will have the opportunity to re-direct, so I think we'll move on.

MR. MONDROW:  Thank you, Sir.  I'd like to look at the next paragraph.  The second sentence starts with the word "however."  So this is the third paragraph under this section:
"However, at this time, the future impacts of the relevant climate-change legislation have not been sufficiently studied, nor have specific programs been put into place that would provide indications of the changes in the utilization levels.  Concentric views that additional study of the changes is required before the introduction of a lifespan date for the EGI system into the depreciation rate calculations."

Ms. Dreveny, do you agree with Concentric's view that additional study would be required before the introduction of a lifespan or economic planning horizon date for your system?

MS. DREVENY:  Yes, we agree with the recommendation.

MR. MONDROW:  Okay, and no such work has been done to date, as I understand it; is that correct?

MS. DREVENY:  No.

MR. MONDROW:  Okay.  Mr. Kennedy, you provided at appendix 1 of your study an indicative economic planning horizon calculation.  You assumed 2050 as the truncation date, and, in doing that calculation that is reflected in your appendix, that date was applied across the board to all of Enbridge Gas Inc.'s assets; correct?

MR. KENNEDY:  That's correct, sir.

MR. MONDROW:  Okay, and you took no consideration of impacts of the energy transition on any particular groups of assets; that wasn't within your mandate.  Is that correct?

MR. KENNEDY:  Well, obviously, it would have the impacts on the longer-lived assets.  In order to truncate at 2050, your assets have to live at 2050, so, you know, inherently we're looking at the longer lived asset categories in that circumstance.

MR. MONDROW:  Okay, but you didn't parse the asset groups -- sorry.  Let me ask it a different way.  There are lots of assets that have useful lives beyond 2050 in the current asset base of Enbridge Gas, right?

MR. KENNEDY:  That's correct.

MR. MONDROW:  And you didn't parse from among that large subgroup the impact of energy transition on the various constituents of that subgroup?

MR. KENNEDY:  No, we didn't, and that's a very evolved process and going back to literally asset by asset within the system, which ones would or which ones wouldn't.  There are ways of doing it.  We can.  We have done that in some other organizations, but it is a very involved -- the intent of the 2050 was to provide an indication that there is -- and that is why I go back to that word "may" into that prior sentence -- that there may be a need to retire assets at some point in large groups.  There may not be.

And we thought it was beneficial to provide this commission and parties an indication of the bluntness of that tool, when it is applied in this way.

I would strongly suggest that we would want to think about what the appropriate EPH date is, if in fact the commission views that we should be using an EPH, and that will take some study to do it, I think, appropriately.

MR. MONDROW:  Fair enough.  And to be clear, despite the appearance of my bipolar personality, I wasn't suggesting anything wrong with the fact that you didn't; I was just trying to establish that you didn't do that work, so far.

MR. KENNEDY:  Yes.

MR. MONDROW:  But I think your testimony just now says if you were to apply an economic planning horizon-type tool in response to the energy transition, that is an analysis that you would want to do properly?

MR. KENNEDY:  Yes.

MR. MONDROW:  Okay, thank you.  Can we go to page numbered 13 of my compendium, please, Ms. Monforton?  This is a response to an OEB Staff interrogatory; it is OEB Staff 173.  And I am looking in particular at the question, part (c).  And part(c) says, the question:
"EGD previously used the ALG method, and other Ontario utilities (e.g. Ontario Power Generation, Hydro One Networks) used the ALG method of depreciation.  Please provide a detailed rationale for the adoption of the ELG procedure rather than the ALG procedure."

And if we go to the response to part (c), it is quite an extensive one.  And am I correct that this is the first place, Mr. Kennedy -- first of all, is this a Concentric response?

MR. KENNEDY:  The overall response was a thick bit, but this part (c) particularly was a Concentric response.

MR. MONDROW:  Okay.  And on page No. 15 of my compendium, which is page No. 3 of the response, in the second paragraph, we start to see articulation -- I shouldn't say "start" -- we see some articulation of the concerns that Ms. Giridhar was talking about.  So that second paragraph on the page starts:
"Specifically, in the circumstances of Enbridge Gas, the above generational equity concerns are particularly relevant given the energy policy requirements that are emerging in the natural gas utility sector.  As such, the ELG calculations which more closely align the depreciation rates to the retirement dispersion patterns inherent in the Iowa curve selections will lessen the impact to customers from any type of energy transition, thereby reducing the impact of potential future carbon-based energy policies."

So, Mr. Kennedy, the response here it seems to me really offered, as an advantage of the ELG procedure that you are recommending, this ability to better address these intergenerational equity concerns in the result?

MR. KENNEDY:  Yes.  And it was my opinion that the equal life group procedure better addresses intergenerational equity issues in many circumstances.  It is maybe heightened in this period of energy transition, but it is a method that we have used in many provinces across the country.  It has been used for many decades in other industries throughout North America.  So it does have some very significant intergenerational benefits.

And my view in this response was highlighting that, in this case, it is particularly relevant to deal with those intergenerational equities that may occur in the case of energy transition.

The beauty, I think, of the recommendation we are making is that ELG is perhaps the right method anyway, regardless of energy transition.  But it is a great first step into that transition, on a very thoughtful and considered approach.

If, in fact, energy transition occurs at the pace that it may be going, the system may have many assets that would exist on very long-lived assets where they won't need an EPH.  But there definitely is going to be interim retirement activity.  There has been for many decades, historically, and there will be going forward.  And the equal life group deals with those intergenerational equities related to those interim retirement transactions.

It also provides the benefit that in the case of energy transition requiring accelerated levels of retirement on some assets -- some, may not all -- it provides the benefit to reduce the intergenerational inequity issues with regard to that scenario.

MR. MONDROW:  I am not sure I disagree with anything you said, I but I think you flipped it around.   You said, and by the way -- I am paraphrasing -- the ELG is a good method in any event.

It seems to me a fair reading of your report and the company's evidence that I was taking you all through a few minutes ago is you concluded that the ELG is a mathematically more correct method, and therefore should be adopted.  And the additional advantage of the ELG is it starts to address concerns that arise from the energy transition.  Is that --


MR. KENNEDY:  That is close.  I would have said it deals with intergenerational equity issues overall, but particularly in the circumstance of energy transition.

MR. MONDROW:  Right.  Okay.  Just before I leave economic planning horizon, am I right -- which I think you admitted or, sorry, you conceded that your previous interrogatory response indicated was actually the better tool, the purer tool for energy transition -- you can apply that tool to either ELG or ALG.  Right?

MR. KENNEDY:  That is correct.  So I just want to correct:  I suggested an economic planning horizon is a final tool, perhaps.  And it can be applied to either the average life group or the equal life group procedures.

MR. MONDROW:  Okay.

So some in this proceeding have been advocating another approach, which I understand can be called the units-of-production approach.  Are you familiar with that?

MR. KENNEDY:  I am, sir.  In fact, I have used it -- I had used it for many years on natural gas pipelines.

MR. MONDROW:  And it seems to me, based on a rudimentary understanding that that, in fact, may be the most equitable approach if what you are trying to do is match costs to particular customer usage?

MR. KENNEDY:  I am trying to be cognizant of your time, but I could probably take the whole hour to discuss that exact question, sir.

MR. MONDROW:  Mr. Kennedy will take us to the break, Mr. Moran.

MR. KENNEDY:  The units-of-production method is a very equitable tool.  I recommended it for use on the NOVA Gas transmission pipeline for the better part of a decade on over three different studies.  It works very well to deal with changes in demand and changes in supply situations.  So it does do a good job.

And the challenge with the units-of-production procedure or method, I guess we should call it, is it is hard to predict the denominator in the equation.  It is very easy to estimate your throughput levels on pipelines and/or systems on an annual basis.  But the question would be how many gigajoules is Enbridge Gas going to move over the next 35 years?  And that becomes the denominator to the equation.

So, when we have used it, we used it more in terms of dealing with supply issues where we know the supply or ultimate supply of a basin.  It becomes very challenging to use in the circumstances of a demand-based scenario where you are trying to estimate how much demand is going to occur on the system in the year 2049, and be precise about it.

So you can make some assumptions but, once you start making too many of those assumptions, my view is that you maybe lose the benefits of the unit of production.

So it is a good method.  And if we can estimate and finesse it, such that that issue goes away, it's a good tool.

Interestingly enough, if you look at the mechanics of the unit of production, it is almost the exact same as equal life group.  They both deal with annual consumption of something.

In the case of equal life group, it is the annual consumption of the service value of an asset.  If you look at unit of production, it is the annual consumption based on the annual movement of the gas over the overall projected demand of the gas.

They are both an annual consumption at a very specific annual-over-annual basis of looking at something.  In the case of unit of production, it is over gigajoules of gas.  In the case of equal life group, it is over the estimated retirement pattern.

MR. MONDROW:  And in the case of average life group?

MR. KENNEDY:  Average life group is, as it says under average, it does not make any specific year-over-year indications of retirements in the calculation.

In the life estimate, it does, but that is done in both cases.  But it does not recognize for the fact you would have an asset retiring at say, age five, instead of age 25.

MR. MONDROW:  Sorry, Mr. Kennedy, the equal life group -- and I was going to come to this and I will, after we come back to it.  But for now, the equal life group examines the consumption of groups of assets, not individual assets.

MR. KENNEDY:  It does, but the groups are established by their estimated life.

MR. MONDROW:  Okay.  And in respect of the average life group, I gather the groups are established by the function of the asset?

MR. KENNEDY:  Or the overall estimates of the assets, overall.  Yes.  So in other words, if you have a group of assets that has an average life of 10 years, recognizing that some assets might retire at five and some at 15, your depreciation rate for the next 15 years is 10 percent, all the way through.  And we have an example, and I'm sure we're going to go to that.

So the equal life group more precisely recognizes that retirement of that asset may be in the fifth year.

MR. MONDROW:  You're right, we will come to that.  But where I tripped up a bit is you said the units of production -- you drew what, to me, seems to be an odd analogy.  You said the units of production approach examines gas consumption, and the ELG approach examines assets consumption, I think is what you said, basically.

MR. KENNEDY:  Well, to maybe clarify that, the equal life group deals with consumption in terms of year.  Unit of production deals with consumption in terms of units.

MR. MONDROW:  No, but we're -- the units is consumption is of gas.

MR. KENNEDY:  Yes.

MR. MONDROW:  Right?  The years, the equal life group years that you referred to, is consumption of the asset, not consumption of gas.

MR. KENNEDY:  That's correct, and that's the distinction I'm trying to draw.

MR. MONDROW:  Okay.  Then I understand you correctly.  I appreciate that.

MR. KENNEDY:  Yes.  And my point is that you deal with an annual consumption of something --


MR. MONDROW:  I understand.

MR. KENNEDY:  -- year by year.

MR. MONDROW:  I understand the point.  And all depreciation deals with consumption of an asset.  Right?

MR. KENNEDY:  Well, by nature, you are depreciating the original cost of investment.

MR. MONDROW:  Right, thanks.  Just before we leave this interrogatory response, Staff 173, in part D, and I'm not going to go through this in detail, but the question was to try to get at who is using ALG and who is using ELG.  And I gather from this response that ALG is the most widely accepted procedure in the United States right now.  Is that correct?

MR. KENNEDY:  That would be correct, sir.

MR. MONDROW:  Okay.  And it's also common in Canada.  I'm not sure if it's the most common, but it's common.

MR. KENNEDY:  Yes.  It's definitely -- because we list some of the utilities here.  You will notice that a majority of provinces, or a lot of the provinces, have approved it.

And, sorry, going back to United States question.  I answered that, currently, it's the most common; the ALG is the most common.  If we went back to, say for example, the last major industry that experienced transition, the telecom industry, ELG was used exclusively throughout all of North America to deal with the transition issues that the telecom companies were facing as they became unregulated.

MR. MONDROW:  Okay, thanks.  The next page of the compendium, which is page numbered 17, is a table that we assembled.  And I know Mr. O'Leary suggested you might have some issues or questions with this, and we never actually got to tie that down before my examination, so let me just try a few things and, if we have to come back to it, we'll come back to it.

So different people have filed different lenses here to view this problem, and this is my simple lens; kind of mono-focal, if you will.   So what I've done here in the third column, I've headed it Column C, is I've started with Enbridge's 2024 depreciation provision, and I've compared that in row 2 to the 2023 depreciation provision.  And I just did a subtraction, which even I can do, and I came up with the change being $128 million.

And so, Ms. Dreveny, so far I hope I didn't make a mistake, but this is accurate, right, so far?

MS. DREVENY:  Actually, sorry, Mr.  Mondrow, I don't think it is.  The 2023 amount that you have here, perhaps it is just named incorrectly, but that's 2024 at the current rate.  It's not the 2023 depreciation provision.

MR. MONDROW:  Really?  Okay.  All right.  That's the same figure.  It's 2024 at current rates, and that's the figure that we were talking about you disaggregating in the undertaking response I was asking you for off the top.

MS. DREVENY:  Yes.

MR. MONDROW:  All right.  That's helpful, thank you.  So the methodology changes proposed by Concentric, and adopted by the company in this proceeding, result in an increase in depreciation provision of $120.8 million.

MS. DREVENY:  Correct.

MR. MONDROW:  Okay, good.  Thank you.  Then the next three rows attempt to show, individually, the dollar impact of each of three changes, the first being replacing the ALG procedure with the ELG procedure; the second being adopting the average life estimate changes recommended by Emrydia and Intergroup; and the third being changing the discount rate for net salvage to weighted average cost of capital.  And I asked for an assumption of 6.03 percent in the ADR question.

So the next three numbers are the isolated impacts were each of those changes to be made.  Are those figures correct?

MR. RUTITIS:  I would just correct that you used the word "individually."  These are cumulative impacts, so it is in a sequential order, in order to derive the variances.

MR. MONDROW:  So you are saying -- Mr. Rutitis, is it?

MR. RUTITIS:  Rutitis, yes.

MR. MONDROW:  Sorry.  Moving ELG to ALG results in a decrease in the depreciation expense of $87.1 million.  Then, starting with ALG, layering on the average life estimate changes would subtract an additional $238.1 million from the depreciation provision?

MR. RUTITIS:  That's correct.

MR. MONDROW:  And then changing the discount rate would have an impact of $62.7 million?

MR. RUTITIS:  That's correct.  And just to add to that point, like, the move to ALG and the life changes would have an impact to the discount rate, as well, that is not reflected in the 62.7.   So it is a sequential, cumulative impact.

MR. MONDROW:  Right.  But row 5 and row 6 are both based on ELG -- sorry, on ALG.  Correct?

MR. RUTITIS:  Correct.

MR. MONDROW:  Okay.  That's what you were trying to point out to me.  I appreciate that, thank you.

And those last three numbers, in Column D, the citations that I had in my previous version of this table have been crossed out, because between the initial preparation and finalizing this, we received Enbridge's compendium and you had actually done these calculations, so I went with your numbers.  So thank you for helping me understand what those meant.

Okay.  And then, in column E, what I did is I isolated the revised depreciation expense for each of the changes that I set out in rows 4, 5, and 6.  So, if you adopted the ALG versus ELG change individually, you get a revised depreciation provision of $810.7 million.  And, similarly, if you adopted the change in row 5 and row 6, subject to the cumulative impact you just described, you would see the new depreciation provision that I've set out there in Column E for each of those rows.

Does that make sense to you?  You are not endorsing that, but that is that fairly reflected on the table, as I've tried to do it?

MR. RUTITIS:  Well, I would say it's not fairly reflected because the numbers that you are calculating it based on are on a cumulative basis.  So I would say that Column E is probably not an accurate depiction, but I would say Column F is representative of the final depreciation expense, taking into consideration those impacts.

MR. MONDROW:  Fair enough.  Sequentially, as you described a minute ago.

MR. RUTITIS:  Correct.

MR. MONDROW:  Okay, fair.  And then the last two columns were meant to reflect revenue requirements.  And my understanding is that for you to undertake to provide revenue requirement impacts would be a fairly extensive amount of work.  Is that right?

MR. RUTITIS:  I think maybe we had some confusion about what you were looking for here, because the 160.4 in row 3 is the deficiency number.  So we weren't sure if you were looking for a deficiency number or a revenue requirement number.

MR. MONDROW:  Sorry.  A deficiency number.  Could you elaborate on that?

MR. RUTITIS:  So the 160.4 is not the revenue requirement of any proposal.

MR. MONDROW:  Sorry.  Its is the deficiency driven by the --

MR. RUTITIS:  The change to the proposed depreciation expense.

MR. MONDROW:  Not the --


MR. RUTITIS:  It's all just math.  We can give it...

MR. MONDROW:  So what's the difference between that deficiency and the revenue requirement impact?

MR. RUTITIS:  Well, are you looking for, like, the total revenue requirement impact of the various proposals, or are you looking for what the impacts is in comparison to what we currently have in place today?

MR. MONDROW:  I'm looking for what the impact is for the total revenue requirement proposal.

MR. RUTITIS:  Okay.

MR. MONDROW:  Could you do that?

MR. RUTITIS:  We would have to add some caveats to it, but I believe we could give you high-level estimates.

MR. MONDROW:  If you could, with any particular caveats that would be appropriate, that would be appreciated.  Thank you.

MR. RICHLER:  That undertaking will be J16.7.
UNDERTAKING J16.7:  TO MAKE BEST EFFORTS TO SHOW THE REVENUE REQUIREMENT IMPACT OF THE LAST TWO COLUMNS REFERRED TO, WITH APPROPRIATE CAVEATS.


MR. MONDROW:  Could you then take that revised table and restate it on the assumption that the hearing panel orders ELG, so accepts your proposal to adopt ELG but not, but, but still reflecting the other two changes in debate, those reflected on lines 5 and 6?

MS. NORI:  Just to clarify, are you looking for revisions in columns E and F, as well?  Do you want the entire table re-done?

MR. MONDROW:  Sure.

MS. NORI:  Perfect.  Okay.

MR. MONDROW:  Great.  Thank you.  So that would be a separate undertaking, maybe.

MR. RICHLER:  J16.8.
UNDERTAKING J16.8:  TO REVISE THE TABLE WITH THE ASSUMPTION THAT THE BOARD ORDERS THE ADOPTION OF ELG.

MR. MONDROW:  Great.  Thank you very much.  So I want to talk now for a little while about ELG versus ALG, and, Mr. Kennedy, this will be largely for you.  So I said not to worry, that you'll get lots of air time, and I expect you will.  So, I mean it goes without saying, but, just to set the stage, there are two candidate depreciation procedures in play in the proceeding.  You recommend the equal-life group, intragroup, and Emrydia are recommending average-life group, both on a remaining-life basis as I understand it.  Correct?

MR. KENNEDY:  That's correct.

MR. MONDROW:  Okay.  Both are reasonable and accepted depreciation proposals.  We will talk about what should be applied or not applied to Enbridge, but generally they are reasonable and accepted methodologies?

MR. KENNEDY:  And they are both very widely accepted and published, yes.

MR. MONDROW:  Okay, and we talked about ALG being how widely it's used already, so I don't have to re-ask those questions.  Both obviously work for Enbridge Gas in the sense that Enbridge used ALG and is effectively still in 2023 using ALG; correct?

MR. KENNEDY:  That's correct.

MR. MONDROW:  And Union -- and EGI is still effectively for the Union assets using the generation arrangement procedure?

MR. KENNEDY:  That's correct, sir.

MR. MONDROW:  Okay.  Now, as I understand it, the generation arrangement procedure was rejected by you essentially because it requires robust historical retirement data and that data is simply not available post-merger.

MR. KENNEDY:  Yes, and, to be precise, it requires very large -- the actual calculations, themselves, within the generational arrangement in the actual depreciation rate calculations requires the long-term retirements by vintage, by transaction year.  Now, we have some of that, but this would require us to go back to the early 1900s in the case of Enbridge.  We don't have that retirement information that far back, so we would have to simulate that.  So, while we have robust retirement information for a period of time, we don't have it back to the early 1900s, and that, we would require that data to do the generation arrangement, or we'd have to simulate that data, as was done by the prior consultant for legacy Union, where they simulated that data.  And my view was, once you get to that extent, I think you are better offer with the equal-life group procedure.

MR. MONDROW:  Okay.  In the circumstances you faced, the lack of robust historical data or the need to use simulated data, neither of which really sat well with you, your view is that either ELG or ALG would be an improvement; either would be more accurate than that approach.  I know you prefer ELG, and you will make that abundantly clear if you haven't already, but either of those two methodologies, procedures, would be better than having to simulate a generation arrangement, I gather?

MR. KENNEDY:  Yes, I would agree with the premise of the question, that I like ALG or ELG to the generation arrangement, in the circumstances of this organization.  The -- I'm not sure that I would have necessarily advocated for the overall average- life group.  I think I would have advocated for a vintage group method of average-life group, which is a refinement to it again and gets you awfully close to ELG, quite frankly.  So I'm going answer the premise of your question as, yes, I would prefer wither ALG or ELG, but I have a very strong preference, as you surmised, to the ELG method in this circumstance.

MR. MONDROW:  Right, and that preference is because it's more mathematically accurate and also, as you sit here today, better addresses generational equity concerns that may be more prominent concerns in the future?

MR. KENNEDY:  Yes, and I would -- there are other uncertainties that you can build in other than just energy transition, but I would say it better addresses any of the future uncertainties, and that would be unique to many industries, but, in particular at this time because of energy transition, quite important.

MR. MONDROW:  And it raises rates by $80 million?

MR. KENNEDY:  I think that was the very least of my concerns.  My job is to provide an opinion on the appropriate depreciation method, and, quite frankly, when you increase depreciation expense, you reduce return, and as all the other interactions back and forth, my goal is to provide an opinion on what is the correct and most appropriate depreciation method.

MR. MONDROW:  Now, you said, I think, a couple of times Mr. Kennedy, and you certainly say in this interrogatory response that we've been looking at that the ELG procedure more closely aligns with the concepts inherent in the generation arrangement procedure.  And that led you to think that the ELG procedure is a better replacement for the generation arrangement than the ALG procedure; am I understanding that correctly?

MR. KENNEDY:  Yes, and the basis for that belief is the inter-generational arrangement is a vintage procedure.  It looks at each vintage of plant independently and analyzes the life characteristics and the appropriate consumption of service value vintage by vintage, as does the equal-life group, but that is not their case with the average-life group procedure.

MR. MONDROW:  But what does the average-life group procedure do in contrast to what you just described the other two procedures do?

MR. KENNEDY:  It makes one group of the assets be in all the vintages combined as compared to vintage by vintage.

MR. MONDROW:  Okay.  I'm going to come back to that concept, too, because that seems to me to be key.  So, if we look at -- I'm still on this interrogatory response -- sorry.  I'm back on this interrogatory response, Ms. Monforton, I apologize.  If we could go back to -- it's page 15 of my compendium, and we are still talking about ELG and ALG and, Mr. Kennedy, your views on why ELG is preferable.  I'm looking at the bottom paragraph on the page.

You give two reasons here.  You say:
"Firstly, the use of the ELG procedure was the best available match to the historic procedures approved for Union Gas."

And you just talked about that, and you say:
"Secondly, given the potential changes in use of fossil-fuels and the unknown impact of such a change on the Enbridge Gas system, the use of the ELG procedure best reduced the future risk of intergenerational equity."

And you've talked a lot about that.  When you were working on your study, did you have discussions with Enbridge Gas about that energy transition consideration?

MR. KENNEDY:  Yes.  I'm just trying to remember if it was the first meeting or the second meeting I had with Enbridge where we talked about energy transition and the impact it may have on depreciation.

MR. MONDROW:  Was there any correspondence with Enbridge Gas regarding this particular advantage of ELG versus ALG?

MR. KENNEDY:  No written correspondence, no.

MR. MONDROW:  Just what's in your report?

MR. KENNEDY:  What's in my report and just the testimony I am providing here, under oath, that we did discuss this at very early portions of the depreciation study.

MR. MONDROW:  Right, and that's fine.  So let me then talk to you about the ELG procedure for a few minutes as more mathematically accurate than the ALG procedure, just to make I understand it.

The theory as I understand it is that with -- and again, I am talking about ELG versus ALG for the moment.

MR. KENNEDY:  That is correct.

MR. MONDROW:  That, in ELG, you isolate subgroups of assets within an overall asset class.  And you have a distinct depreciation provision for each subgroup.  Is that right?

MR. KENNEDY:  That's correct.  You have a distinct -- for each asset class, it has a distinct depreciation on rate.  For really a matter of convenience, we compost those rates to one overall rate, so you can use one rate per account.  But that composite rate is very much done at a group-by-group level, and then composted.

MR. MONDROW:  And so what factors do you use to identify and isolate the subgroups.

MR. KENNEDY:  The subgroups are identified through the Iowa curve that we saw, which is why the Iowa curve selection becomes very critical in the case of an equal life group procedure.

MR. MONDROW:  So you have an asset class, a big asset class, and you have datapoints about retirements, retirement ages.  That's how you fit curves, right?  That's the data you use, and then you fit curves to that?

MR. KENNEDY:  That is one --

MR. MONDROW:  You do statistical analysis?

MR. KENNEDY:  We do a statistical analysis, which is one of the many factors we consider.

MR. MONDROW:  Right.  So I still don't quite understand how you pick the subgroups to which you want to fit the curve.

MR. KENNEDY:  So, without getting too long winded, again, recognizing the time we have, we pick an Iowa curve, we select an Iowa curve for what we would perceive is going to be the future pattern of retirements going forward.

MR. MONDROW:  Sorry, for the class?

MR. KENNEDY:  For the whole class.

MR. MONDROW:  For the whole class.

MR. KENNEDY:  So we look at the assets within that class and we say we know that virtually every utility asset class has some retirements every year, and at various ages.  History tells us that, in part.

But just reasonably, if somebody is going to dig a post and hit a gas line, they don't pick the one that's 62 and a half years old, because that's the average; they pick the one that happens to be in their yard.  In fact, quite probably, they are going to hit a new one because they are probably putting fenceposts in, in new yards.


So the Iowa curve statistically goes through and identifies that retirement pattern, year over year or age by age, frankly, for all the asset groups.  So that's why we placed a lot of emphasis in these proceedings in terms of what's the right, you know, Iowa curve.

We picked that Iowa curve on the basis of what the -- all of the assets are retired historically, by age.  That is one to one.

MR. MONDROW:  We are still in the overall class, here?

MR. KENNEDY:  Yes.

MR. MONDROW:  Okay.

MR. KENNEDY:  So we look at the overall class and we say we have datapoints that say, on average, half a per cent of the assets retire at age one, X per cent retire at age two, X per cent retire at age three, based on history.

So then we take that historic look, we look at what has changed.  Is the technology of the assets in service today the same as the technology of the assets that were in service, perhaps, 30 or 40 years ago?

So we weigh the potential for change due to the technology.  Is that technology going to give us longer lived assets or shorter-lived assets?  We look at the things such as energy transition, forces of the energy movement.  We look at the things like the impact of natural events.  Now some people would put the instances of forest fires and floods in the same category as energy transition.  But if you look at those as separate categories, are we seeing increased levels of forces of nature?

We look at, are there legislative changes that have come or have recently come in?

So we take that historic pattern and we modify that to provide a reasonable expectation of the pattern of retirements, going forward.

MR. MONDROW:  Still in the entire class?

MR. KENNEDY:  Still in the entire class.  So now what we have --

MR. MONDROW:  I just don't want to miss it.

MR. KENNEDY:  No, you are absolutely correct, sir.

MR. MONDROW:  Okay.

MR. KENNEDY:  So we go through that, and we now have what we view as a reasonable expectation of what those future retirements are going to look like within that Iowa curve for the whole class.

But within that retirement expectation, we see estimated retirements by age.  So now we can forecast what those estimated retirements by age would look like, going forward.

And then we can know -- we know which assets within the accounts are, at each age.  So now we can start looking at and saying, going forward, we would anticipate X per cent of assets that are two years old or 10 years old will retire next year, some more, at age 11, some more at age 12.  And we can start categorizing that group of -- that whole group of assets, we can categorize that now to the expected age at which that investment will retire, going forward.

Now that is based on three things, at least.  One --

MR. MONDROW:  Sorry, just before you -- and I am going to let you --

MR. KENNEDY:  Yes.

MR. MONDROW:  -- and I want to hear the three things.  But that, what you just described, looking at the whole group and identifying those assets that are expected to retire at different points, that is effectively creating the subgroups?

MR. KENNEDY:  That is effectively creating those subgroups, going --

MR. MONDROW:  Sorry, I interrupted you.

MR. KENNEDY:  Yes.  No, and that's -- and I just want to be clear.  So thank you for clarifying.

So now, once we do that going forward, we look at that and we can say, now we know we've done three things:  We have looked at history.  How has that group of assets lived, historically?  What is coming up that we know about, things like energy transition?

We know that there is a certain segment of the population that would say we are seeing many more forces of nature, currently, than we have historically.  We know there are many other influences.  We know the federal government, about five years ago, passed or agreed to the Paris agreement; that puts some constraints on things.

We know many things about various legislative issues, various common issues.  So we then have -- now, we set those groups bit by bit, class by class, or group by group within that overall class, going forward, where we can make a reasonable estimate of how much investment is going to retire in each year, at what -- and the age of those investments that retire in those years going forward.

Is it perfect?  Absolutely not.  If I could do that, I would be playing the commodity markets, sir, as compared to doing depreciation studies.

But historically, we can look back and say, you know what?  We did not a bad job on those.  So we have some confidence in that.

So, in the period of energy transition now, do we need more confidence or less confidence?  But what we do know is that is a better estimate than no componentizing of those assets going forward, which is why I firmly believe the equal life group has an advantage at that point.

So it is a long answer, sir, to a question.  But I do think it is important to understand why I firmly believe in the equal life group, going forward, and how we have confidence in identifying those assets to be segmented into those groups, of which we are going to develop a specific rate.

MS. NORI:  To add to what Mr. Kennedy is saying, it is not us that is making the assessment of how that curve shape going to look.  We pick the curve shape.  The componentization of those classes within that curve is based on a set of statistical analyses that has been accepted going back to the 1960s, and that all the depreciation professionals would have access to.  It is a publicly available dataset.

MR. MONDROW:  Okay.  Thank you.  So two things, Mr. Kennedy, about your description, and thank you for that.  One is until you have got to the point of looking at the subgroups that cluster around retirement vintages, everything you talked about before that is common to both ELG and ALG as I understand it.  Is that correct?

MR. KENNEDY:  The development of that Iowa curve estimate is common to both.  Yes.

MR. MONDROW:  Right.  And then the differences, if you are going to proceed to an ELG procedure, you search for that greater granularity or fidelity by (a), expected longevity.

MR. KENNEDY:  You have it anyways, because once you develop that curve --

MR. MONDROW:  Well, you pull it out --

MR. KENNEDY:  Yes.

MR. MONDROW:  -- and you make calculations at that more granular level.

MR. KENNEDY:  The calculation of the depreciation expense is more granular.  Yes.

MR. MONDROW:  Right, okay.

MR. KENNEDY:  But you do have that estimate of those groupings, by age.

MR. MONDROW:  Okay.  Fair enough.  And there is judgment in fitting Iowa curves.  I assume there is equally judgment in fitting Iowa curves to subgroups.  Right?

MR. KENNEDY:  No.  Once you have established the Iowa curve, the subgroups are defined, as Ms. Nori just indicated.  Once you know that curve, those subgroups are determined for you.

MR. MONDROW:  So Ms. Nori, you described a statistical analysis.  Are there judgments that go into formation of the subgroups?  Or is it all just a model that spits out an answer?

MS. NORI:  As Mr. Kennedy indicated, there is judgment in picking the curve shape and the curve mode.  However, once you have selected that curve mode and that curve shape, the fitting of the individual asset classes within that curve are predetermined based on that curve shape.

MR. MONDROW:  So, if I can translate.

MS. NORI:  Sorry...

MR. MONDROW:  No, don't apologize to my lexicon, what you said.  The fitting of the curve, which we have established is common to either ELG or ALG, is a judgment -- is partially a judgment exercise.  But once you fit that curve, when you go to the additional level of granularity by identifying subclasses for the purposes of ELG, that's just statistical analysis; there is no judgment involved in that?

MS. NORI:  There is no judgment there at all, no.  That comes, the curve shapes and that fitting comes out of depreciation systems, which is depreciation text that we all use.

MR. MONDROW:  And so I said two things, Mr. Kennedy, about your explanation.  And the second thing, perhaps a bit more controversial, is you have a lot of information in your report about curve fitting, and I didn't see any information about energy transition considerations in identifying those curves or the subgroups.  Why is that?

MR. KENNEDY:  Well, we did talk in the report about the impact.  I think, in the report, we call it decarbonization.  We talked to that topic.

MR. MONDROW:  No, sorry, there is a section in your report, isn't there, where you -- it is actually a separate section where you talk about the curve fitting and the curves you identified, and the rationale in each case for the curves.  You explain what you did, you explain the judgment you made, et cetera, et cetera.

MR. KENNEDY:  Yes.

MR. MONDROW:  Nowhere in any of that discussion is there any mention of decarbonization policies, or energy transition, or federal government legislation, or any of the things you mentioned a few minutes ago.  I'm asking you why that is.

MR. KENNEDY:  Well, sir, I think what we were trying to portray, and I'll try to clarify it here if it's not clear, is that that concept of decarbonization was always in mind as we picked each of the curves.  That's why we put it at the beginning of the report, before we discussed the account-by-account life recommendations, because it was in our mind that we need to be cognizant of the energy transition on a measured manner.

We did, in fact, lengthen the lives of seven accounts; we shortened the life on, I think, six accounts.  So we looked at this, but, in the back of our mind, we did that in a very measured approach to recognize that what we were doing, particularly when lengthening accounts, may have an impact in future generations beyond, due to if, in fact, energy transition does not occur.

MR. MONDROW:  But did that consideration moderate what would otherwise have been greater lengthening or less shortening?

MR. KENNEDY:  It definitely moderated the lengthening, but less shortening wouldn't necessarily be logical in that case.

Like I say, we shortened life in six other instances, but, definitely, as we looked at lengthening long-life asset groups, we were very specific about what that impact would be.  And, in the case where we did recommend life lengthening on very long groups, we normally did that in conjunction with changing the mode of the Iowa curve, so those independent groups have not changed to be more consistent with our views on energy transition.

MR. MONDROW:  But you never mention that one in your entire study.  I don't understand that.  You spent probably 30 minutes talking about that here as the reason, a primary driver in your work, and in your study it doesn't appear anywhere.  Why?

MR. KENNEDY:  Well, it appears in the section called "Decarbonization."

MR. MONDROW:  Okay, that's fine.

MR. KENNEDY:  So it appears in the study.  The assumption that we didn't consider it, I think, was very blunt in the depreciation study, sir.

MR. MONDROW:  All right.  Over the entire life of the main group of assets, either procedure, ELG or ALG, has the same result; recovery through depreciation of the entire cost of the assets.  Right?

MR. KENNEDY:  In the circumstance where the assets live in accordance to the Iowa curve, yes, that would be the case.

MR. KENNEDY:  I'm sorry.  I apologize for that.

The assumption that every dollar of assets is recovered under each method is correct in the circumstance where the assets have that opportunity to live that whole life estimate.

MR. MONDROW:  Right.

MR. KENNEDY:  And that's the difference.  If it truncates earlier, there is a benefit to one method or the other.

MR. MONDROW:  Right.  And so you anticipated, effectively, my next question.  The real difference is timing of that recovery or, in the case of an anticipated truncation, the opportunity for that recovery.

MR. KENNEDY:  Yes.  I would agree with that, sir.

MR. MONDROW:  You do recommend, as I understand it, that account balances and depreciation rates be revisited and recalculated periodically, regardless of choice of procedure.  Right?

MR. KENNEDY:  Yes, we do.  We suggest that depreciation studies should be conducted periodically to ensure that those estimates continue to be valid or are changed.

MR. MONDROW:  Right.  So, if something gets materially out of balance, it can be corrected.

MR. KENNEDY:  Correct.

MR. MONDROW:  And that's normal depreciation practice.  Right?

MR. KENNEDY:  It is.

MR. MONDROW:  And, today, we're discussing a provision for 2024 and, by extension, for the subsequent term of whatever rate plan is approved. What has been requested is through 2028, and so you would anticipate, Mr. Kennedy, I assume, a depreciation re-study and review for 2029 rates.  Right?

MR. KENNEDY:  I would anticipate the company would consider the need to update their depreciation.

MR. MONDROW:  I don't mean you would do it.  I mean, maybe you will do it, but someone will do it.

MR. KENNEDY:  What I wanted to get at is, sometimes, the company looks at it and they may do a simple calculation of:  Is my reserve adequate at this point?  Is there a need for a study?  Perhaps no, and we might wait another term.  But I would suggest -- we recommend to our clients that they at least take a look at the need before the next rate application.

MR. MONDROW:  And, in the context of the energy transition, which you've been careful to describe many times for us today, would you agree that it would be pretty important -- it would be unusual not to revisit all of these questions five years from now?

MR. KENNEDY:  Yes, I do think so.  Because I would hope that we would have a better picture of what that energy transition future looks like in five-years.

MR. MONDROW:  All right.  And is there a sense in which isolating assets into subgroups might create, in some ways, a more pronounced variation if the circumstances related to those subgroup change?  In other words, if you look at ALG -- which you, I'm tempted to use the word "decry", but you criticize, in a comprehensive fashion, for being less precise because it averages a bunch of things -- it seems to me that the corollary is, if you adopt a procedure that has less averaging and more fidelity, if there is change to a subgroup, a particularly large-value subgroup, a significant change, that change is really going to come through the depreciation provision.  Right?  It is really going to be apparent because it won't be subject to averaging.

MR. KENNEDY:  I'm going to answer your question in two parts, sir.  One, which goes back to the item we talked about, is the need to periodically check on those depreciation and Iowa curve schedules.  The more frequently do you, that the more likely you are to be closer to being in balance.

Now, the second part of the question is, if something material happens in that five-year period, chances are it's a function of an earlier retirement than you expected.  And you are better off -- you are going to be less out using the equal life group than you are using the average life group, because you've anticipated some early retirements in that depreciation rate.

It would be somewhat uncommon to anticipate an event over a five-year period where you are goings to move the life out drastically.  Maybe in a change in technology account -- maybe we're making better plastic pipe and you've installed thousands of miles of it -- you might see that, but that's a pretty rare occurrence.

I'm trying to think of, reasonably, something that would fall under that category, where technology has changed something and the companies have been able to introduce that technology into the system on a wide scale that would cause a significant life-lengthening impact in that circumstance.  And I highlight that that's a rare circumstance.  To your suggestion, the average life group may have been better in that, but that's a rare circumstance.

In most cases, my experience is that, if you use the equal life group and you have a major change in retirement patterns, the equal life group has dealt with that better than the average life group does.

MR. MONDROW:  The equal life group has dealt with that better by anticipating it?

MR. KENNEDY:  By anticipating at least some retirements over that period, whereas the average life group hasn't.  It has averaged all of those retirements.  It doesn't specifically note that there was a three- or four-year retirement.

MR. MONDROW:  But, if it's a subgroup in which you put the longer-lived assets, rather than the shorter-lived assets, and the retirement horizon for that longer-lived asset subgroup gets significantly truncated, that's going to have a pretty significant impact on the overall depreciation provision, isn't it, if you were wrong?  Right?  If, actually, the asset life is much shorter than you anticipated, isolating that would exacerbate the impact of such an eventuality.

MR. KENNEDY:  Remembering, sir, that, if we go through the arithmetic, the equal life group better accelerates, or has a higher depreciation rate for a young asset.  And so, generally, if you have the circumstance you are describing, the equal life group will have better dealt with that.  Even if it turns out that you are wrong and it is more accelerated in terms of the retirement pattern, the equal-life group will much better deal with that than the average-life group, which is driving my representation to ELG here.

MR. MONDROW:  Unless there is a group of assets, a subgroup of assets that you thought would be long-lived but they turn out in five years to be particularly affected by the energy transition?

MR. KENNEDY:  You are still going to be better off with the equal-life group procedure.

MR. MONDROW:  Okay.

MR. KENNEDY:  I could spend an hour or two describing why.

MR. MONDROW:  I appreciate your warnings before my next question.  If it was important, I'd ask you to do it, but, for me, I'm going to leave it there.  Thanks.

Can we go to page 18 of my compendium.  So, Mr. Kennedy, I extracted a couple of pages, another couple of pages, from your evidence where you set out this ELG versus ALG simplified example.  So I'm going to spend a few minutes with you on that.  If we can start on page 18 of my compendium, which is page 3-2 of your study, and we're still on the equal versus average life group topic, obviously, and I just want go to through these examples and understand them and then obviously ask you a couple of questions that trouble me.

So, just to understand it, to bring us all back up to the same page for those of us who may not have read this six times yesterday, like I did, you are assuming one plant account with a total cost of $2,000 with two subgroups, so this is two subgroups of assets, each with an original cost of $1,000, one with a five-year assumed life and one with a 15-year assumed life.  Correct so far?

MR. KENNEDY:  Correct so far.

MR. MONDROW:  Okay.  Under both procedures, you say the average life of the plant is 10 years, and then you do the ALG calculation, and we see that as $2,000.  So that's the total value, the total initial cost of the assets divided by the average, 10 years, and it kicks out a depreciation provision for the first five-years of $200 a year.  And then asset number 1 retires at the end of year 5, so, from years 6 through 15, you are left with $1,000 original cost asset divided by the 10-year average life, so you get a depreciation provision annually of $100 a year, correct?

MR. KENNEDY:  That's correct, sir.

MR. MONDROW:  Okay.  So here's the tricky part.  We get to -- for me.  We get to ELG, and, in ELG -- and here you are illustrating how the subgroups are used in the calculations, which I found very helpful.  So you calculate the provision for each of the sub groups separately, so the first, the 5-year assets are denoted here by $1.000 divided by 5 years, and the 15-year assets are denoted by $1.000 divided by 15 years.  And, if you carry through that math in years 1 through 5 because you still have both groups of assets alive and functioning, you get $267 a year, correct?

MR. KENNEDY:  That's correct, sir.

MR. MONDROW:  And then, after year 5, the assets in group number 1 are spent and they're taken out of service, so you have the group 2 assets, $1.000 original cost, 15-year expected life, $67 per year from years 6 through 15 for the depreciation provision, correct?

MR. KENNEDY:  That's correct.

MR. MONDROW:  Okay, and all of that is reflected on the table on the next page, very helpfully I thought.  So then I go to the text below the table.  Yes, I go to the text below the table, and you say -- you point out two essential conceptual differences between the methodologies, and the first of these is in the first paragraph below the table.  You say, first, using the ALG procedure -- sorry.  I think on the screen we need go to higher on the page a little bit, so it's just under -- there you go.  A little bit down, Ms. Monforton, if you could?  Thank you.  Thank you very much.

So that paragraph under the table says:
"First using the ALG procedure after the first five years, no depreciation has been collected for the asset remaining in service."

So I want to ask you two things about that.  First of all, if we go back to the calculation for ALG, you included the value of both of the asset subgroups, $1,000 each, in the calculation of the depreciation provision for ALG, right?

MR. KENNEDY:  That's correct, sir.

MR. MONDROW:  Okay, so doesn't the inclusion of $1.000 on account of the longer-lived asset group mean that there is at least half of that $200 that you calculate as the provision that's calculated on account of the longer lived assets?

MR. KENNEDY:  So, if I could get the screen just going up a few more lines, even one -- a little bit more.  Perfect.  Thank you very much.  You will notice at the end of year five the accumulated depreciation balance of your account in total, notwithstanding that we base that calculation on $2,000, is zero.  So, at that time, there is nothing in your accumulated depreciation account for that second asset.  It's been consumed by that first asset.

MR. MONDROW:  Okay.  We're going to come to that, but, when you calculated the provision, half of that provision was driven by the initial cost of the longer-lived asset group; otherwise, it would be $1,000.

MR. KENNEDY:  Yes, no, and you're right.  So we applied the rate to the whole group.

MR. MONDROW:  Okay.

MR. KENNEDY:  Yes.

MR. MONDROW:  And, when you book depreciation, you actually book it to both groups of assets, right, from an accounting perspective?

MR. KENNEDY:  Into one account for both groups of assets, yes, and that's the $200 per year.

MR. MONDROW:  Right.  So can we go to page 22 of the compendium.

MR. KENNEDY:  Actually, sir, just maybe before we do that, I think I just want to point out that the difference in the two methods you will notice that the end of the year five one has an accumulated depreciation balance of zero, one has an accumulated depreciation balance of $335, which represents one-third of that asset's service value.  That's the remaining asset.  Now, let's take energy transition.  If it happens to come up and let's say at year six all of the assets are retired, in the case of the first average-life group, you've got no accumulated depreciation balance.  That whole second asset is stranded.

MR. MONDROW:  Right, so --


MR. KENNEDY:  Sir, bear with me.  In the case of the equal-life group in year six, if you -- both assets are retired, you're only retiring approximately $600, so your risk of energy transition or risk of any type of early retirement is mitigated by the fact that you have an appropriate accumulated depreciation for both assets remaining after that first asset is retired.

MR. MONDROW:  Okay.  I understand the lens, Mr. Kennedy, but let's go for another lens to page 22 of my compendium.  This is an IGUA question, IGUA 12, part B, and we asked whether you agreed from an accounting perspective -- this is partway through the paragraph -- both assets were charged $100 of depreciation per year, i.e. $500 in total up to year five, as opposed to just one asset being charged $1,000 of depreciation expense.  And, in response to part (b), you said:  "Confirmed."

MR. KENNEDY:  And it's confirmed --


MR. MONDROW:  Okay.

MR. KENNEDY:  -- because, as I confirmed your earlier question, both assets were subject to depreciation.

MR. MONDROW:  Okay.

MR. KENNEDY:  The main difference is, had you asked a second question, is how much loss would occur.  We have a different answer, sir, and that's that benefit of the equal-life group procedure in reducing risk, remembering what effectively happens in equal-life group is that $500 loss on retirement of that first asset.  And that loss of on retirement of that asset is absorbed over the next 10 years.

So, put differently, you are burying the loss of retirement of the first asset in the gain on the retirement of the second asset 10 years hence.  The challenge is, if you never get the opportunity to get to that gain on the second asset, you have a stranded asset.

MR. MONDROW:  But what you said in your evidence -- so I'm back on page 19 of my compendium, numbered 19:
"First using the ALG procedure after the first five years, no depreciation has been collected for the asset remaining in service."

If I change the word "collected" to the word "recorded," that would no longer be a correct sentence, right?

MR. KENNEDY:  I'm sorry.  Ask your question again?

MR. MONDROW:  The sentence reads:
"First using the ALG procedure after the first five years no depreciation has been collected for the asset remaining in service."

And if I change the word "collected" to "recorded", from an accounting perspective that sentence would no longer be correct.

MR. KENNEDY:  No.  That's the word, "collected," in my evidence.

MR. MONDROW:  Okay, that's fine.  We're agreeing.  I'm just trying to determine what you mean.

MR. KENNEDY:  Yes.

MR. MONDROW:  You are not saying there is no depreciation booked to the asset; you are saying that through this lens theoretically there is no collection of depreciation for that asset.

MR. KENNEDY:  Well, not only theoretically; actually.  There is zero dollars in the accumulated depreciation account.

MR. MONDROW:  Well, we established that half of the $200 was driven by inclusion of the long-lived asset cost in the calculation.

We established that, in fact, the provision is allocated from a depreciation perspective in part to the long-lived assets. Those two things you agree with, right?

MR. KENNEDY:  I agree.

MR. MONDROW:  Okay.

MR. KENNEDY:  Where I disagree is that the loss on retirement of that first asset steals any collection from your second asset.

MR. MONDROW:  Okay.  In fact, within real-life ELG groups, not all the assets would be retired, to quote from your example, at year five.  Some would be earlier, some would be later?

MR. KENNEDY:  Yes.  It gives a much more complex example.

MR. MONDROW:  Yeah, fair.  And in fact, if we look at page 18 of my compendium, so one page back, you say this in this particular section of your evidence, right under the first subheading, "Group depreciation procedures",  you say:
"Normally, all of the items within a group do not have identical service lives, but have lives that are disbursed over a range of time."

And that is always true in the real world, right?

MR. KENNEDY:  That is true.

MR. MONDROW:  Okay.  So some of the five-year service assets may well last six years?

MR. KENNEDY:  And some will last eight years.

MR. MONDROW:  Okay.

MR. KENNEDY:  And sir, I just want to correct my last answer; I said that is true.  It is true in accounts where we depreciate on the basis of Iowa curves.  We have a segment of accounts, computer equipments for example --

MR. MONDROW:  Right.

MR. KENNEDY:  -- where we use an amortization account.

MR. MONDROW:  Right.  Right, yes, fair.  I understood that.

So it is true, isn't it, that the depreciation charged under either procedure will almost always ultimately be mismatched to the actual ex post facto consumption of the asset.  And the issue we are debating is the extent of the mismatch?

MR. KENNEDY:  That is one issue.  The second issue is the risk that is provided with that mismatch, in the case of potentially early retirements.

MR. MONDROW:  And so the extent of that risk?

MR. KENNEDY:  Yes.

MR. MONDROW:  Okay.  Mr. Chair, this might be a good time, unless I can filibuster another 30 seconds, to take our break.  It is pretty close to 3:02, I think -- well, not on your clock, but on my watch it is.

MR. MORAN:  That's fine, Mr. Mondrow.  Let's break until 3:15.
--- Recess taken at 2:58 p.m.
--- On resuming at 3:16 p.m.

MR. MORAN:  Mr. Mondrow.

MR. MONDROW:  Thank you, Mr. Chair.  And, just by way of a time check, I will not be over budget, but I did want two things.  I wanted to acknowledge that, at least to the extent this continues to be helpful to you, I have quite a bit more go to.  I think the pace will pick up, and I've certainly tried to rationalize a little bit in the break, but I also have, I think, just under an hour for Intergroup, and I don't expect to use much, if any, of that time.

So, in terms of an overall schedule, if you were finding this helpful and you did let me go a bit longer, the impact would be moderated, but I do have some time left with this panel.  So I just wanted to alert you to that.  And I'm happy, obviously, to continue and try to expedite it as much as I reasonably can.

MR. MORAN:  Okay.  I'm trying to think of what kind of Iowa curves applies to a long-lived cross-examination here.

MR. MONDROW:  If you figure that out, sir you are a better man than I.

MR. MORAN:  I have to change the depreciation policy on your time.  All right, please go ahead.

MR. MONDROW:  We can ask the experts, perhaps.

MR. MORAN:  They may have a view at some point.

MR. MONDROW:  Thank you, sir.  I will do my best.

Mr. Kennedy, before the break, we were talking about variability in actual asset lives, and you helpfully gave me a couple of short answers because I asked you the right questions, so I'm getting better at it.  But, if we go to page 3-3, I just want to finish that thought.

You had said that there were two concerns that you had in respect of ALG versus ELG.  And we talked about the first one, which is no depreciation having been accrued, and the second one is a little later on that same -- it's page 19 of my compendium.  I'll just wait until you get there.  Second half of the page, please, Ms. Monforton; thank you.  It's the second-last paragraph under this topic, which starts with:
"Secondly, under ALG, the customers using the last remaining assets are required to pick up an adjustment for the under-accrual of depreciation expense during the early years of the account.  This intergenerational inequity may potentially result in a situation at EGI where users in the later years of the system bear the cost of under-accruals which benefitted earlier users of systems."

Now, in your ELG example, if the 15-year asset actually lasts 12 years, or 11 years, the same would be true; that is, customers later would be picking up costs associated with an asset that's already gone.  Right?

MR. KENNEDY:  I'm just taking a second to try to make sure I understand your question.  Can I get you to ask the last part of that again.

MR. MONDROW:  Yes.  So you talk about a 15-year asset.  And, obviously, the example is highly simplified; you've acknowledged that.  It's been very helpful.  But, in reality, as we discussed, asset lives are going to exhibit a dispersion.  And so, to just quote from your example, if the 15-year asset is gone after 12 years, in years 13, 14, 15, customers not using the asset are going to be paying something towards it.

MR. KENNEDY:  Yes.  Or there may be not be any customers after years 13, 14, or 15.

MR. MONDROW:  Yes, fair enough.  Now, the assets we are actually talking about are 40-plus-year assets, generally.  Not the computers or the office furniture, but the utility assets, the utility infrastructure.  Those are very long-lived assets.

MR. KENNEDY:  Some are.  Some are shorter, but yes, generally, there is a wide range of asset lives.

MR. MONDROW:  Right.  And there is likely to be, at least temporarily, a much larger variability on actual retirements of those assets over time.

MR. KENNEDY:  Yes.  I will agree with you there.

MR. MONDROW:  And so, in reality, the theoretical accuracy of your example is less pronounced than this example, looked at myopically, would suggest.  There is more variability in matching depreciation expense with customer usage of assets than the example suggests.  Directionally, I understand the point, but it is a bit fuzzier in reality.  Right?

MR. KENNEDY:  In reality, I think it occurs the same.  It is hidden by the number of groups.  Rather than two groups, you may have a hundred groups, so it's masked by that.

The problem is, my experience is, and we saw this in the telephone industry, when you get closer to that real end-life, the masking becomes exaggerated, and that's where you really pay the price.

MR. MONDROW:  And so periodic re-evaluation becomes quite important when you're dealing with larger groups of assets, more variability, and significant future unknowns.  That check-in is really important.  Right?

MR. KENNEDY:  Yes.  And, to use that telecom example again, it got to the point the FCC required almost annual depreciation updates from them in the latter years.

MR. MONDROW:  And that was even under -- I'm sorry I interrupted you.  That's even under the ELG procedure.

MR. KENNEDY:  Yes.

MR. MONDROW:  And that's probably the best way to mitigate the risks that we've been talking about.

MR. KENNEDY:  Well, I don't know about best, but it's definitely an additional way, again.  And I think the two work in tandem.  You mitigate the amount of the risk with the equal life group, but you have to manage the risk a little bit in terms of the increased frequency as you get closer to that end date.

MR. MONDROW:  Ms. Dreveny, just in case you were not listening.  No, it's an Enbridge question.

So the adoption of ALG versus ELG has a roughly $80 million impact on customers.  Now, in respect of equity thickness, which has roughly, if it were all to be modified in one year, from 36 to 42, as you've requested, it would be about the same.  It's about a $78 million impact, by my math.  And you're proposing to phase that in.

So would the same be appropriate if the Board were to conclude that ELG is, in fact, the way to go here?

MS. DREVENY:  I think this was discussed at the technical conference.  We had a question about if we could phase it in.  I'm not recollecting that right now, but I think Mr. Kennedy had some comments around the practicality of doing that.  So if I may defer that to Mr. Kennedy?

MR. MONDROW:  Sure, why don't we start there.

MR. KENNEDY:  Yes.  We've introduced equal life group in some cases on a phased-in approach.  The challenge is, the more you phase it in, the more you defer, but phasing in can be an option.

I would suggest that, when we have a $700 million-plus item in revenue requirement, $80 million, it is important, it is a big number, but it is, in essence, 10 percent of the total depreciation expense.  Phasing in may not have a really large impact, but, if that's what it takes to get -- I suggest it is a method we could look at, or could accept, if you will.  I can't speak on behalf of the company on what they accept, but I would view it as being somewhat reasonable.

But, over a short -- we sometimes get asked about 20-year phase-ins.  Well, that basically negates any benefit of the proposal.  So, over a rate period, perhaps [audio dropout]?

MR. MONDROW:  All right, thank you.

MR. RUTITIS:  I would just add, from the company's point of view, a phase-in plan may introduce accounting issues that we haven't examined.  So there is that additional risk that a phase-in plan may not work the way it's intended under US GAAP.

MR. MONDROW:  Okay, thanks.  I want to talk about net salvage funds for a while.  The use of the -- I'll generally refer to CDNS, both to save time and to -- well, to save time, mostly -- but it stands for constant dollar net salvage.  And so that CDNS methodology for derivation of future salvage costs for recovery was adopted for Enbridge Gas, as I understand it, as a result of this Board's 2014 decision.  And I think that's EB-2012-0459, if I'm not mistaken.

MS. DREVENY:  Yes, I believe you're correct.

MR. MONDROW:  Okay.  And the issue in that case was a large, accumulated net salvage cost provision.  I think it was for Enbridge, if I'm not mistaken.  And that was revealed by a study, and that case was all about whether to refund to customers, and how much to refund, and over what period of time.  And the study was, again, a Fleming study, and, Mr. Kennedy, you were with Gannett Funding at that time.  Was that your study?

MR. KENNEDY:  Yes, it was, sir.

MR. MONDROW:  Okay.  So you are familiar with that case.  Great.

Now, prior to that, both Union and Enbridge Gas used the traditional method for deriving the net salvage cost provision, as part of the of depreciation expense?

MR. KENNEDY:  Yes, they did.  I think we both could confirm.

MR. MONDROW:  Well done.  And the traditional method calculates a future net salvage cost expectation based on historical retirement at its highest level.  Right?

MR. KENNEDY:  I'm hesitating, sir, only because it is an estimate, and one of the factors of the estimate is the historic indications.

MR. MONDROW:  Okay.

MR. KENNEDY:  And so I think the biggest difference is the concept of taking a current dollar value, inflating it forward and bringing it back in the case of the CDNS, which is the --


MR. MONDROW:  Yes.

MR. KENNEDY:  -- traditional method, comes up with a percentage largely based on historic indications and takes that forward in its entirety.

MR. MONDROW:  Okay.  But, under the traditional method and under CDNS, you derive a future expected net salvage cost.  Under the traditional method, you collect equal portions of that expected future cost every year without any discounting; you just divide it by the number of years, right?

MR. KENNEDY:  Generally, yes.

MR. MONDROW:  Generally, yes.  Okay.  In CDNS, as you just indicated, Mr. Kennedy, you discount that future requirement so that you collect a lower nominal dollar amount in earlier years and a higher nominal dollar amount in later years, as you get closer to the expected retirement date?

MR. KENNEDY:  Yes.

MR. MONDROW:  Okay.

MR. KENNEDY:  No, sir.  I just want to be, you know, a little bit clearer --


MR. MONDROW:  As always.

MR. KENNEDY:  -- yes, in that it's not always used, CDNS is not always used for the terminal retirement of systems.  Sometimes it is used to fund interim retirements, as well.

MR. MONDROW:  Okay.  Incidentally it seems to me, and I just want to see if you agree with this, so the discounting practice where you have a lower nominal dollar value in earlier years and a higher nominal value dollar in later years is inversely correlated to return on investment because the return on investment quantum is higher in the earlier years of an asset, when it's less depreciated, and lower in the later years of an asset, when it is more depreciated.

So, as net salvage nominal dollars go up, ROI dollars go down; right?  It's not a perfect correlation, but directionally that's what happens, isn't it?

MR. KENNEDY:  It's not quite as simple as that, sir, as anything in depreciation isn't.  I do agree:  When you increase your level of recovery, you likely are reducing your rate base, and that's where you impact on return.  That does turn at some point, so that's why I don't want to.

MR. MONDROW:  Okay.  Okay.  So now we get to talk about double counting, which I know you've been waiting for --


MR. KENNEDY:  Absolutely, sir.

MR. MONDROW:  -- because you mentioned it already.  So, if we go to page 25 of my compendium, please, this is a table from your working model on CDNS calculations.  In this case, it's account 466, which I'm just going to use for no particular reason as an example.  I think it was in the Intergroup evidence, but I just picked this one, and this is for transmission compressors.  Now, the first two columns show vintage or age of the assets included in each row, correct, Mr. Kennedy?

MR. KENNEDY:  Yes, it would indicate, at the date of the study, for example, the 19, or, sorry, the 1972 vintage is 49 years old.

MR. MONDROW:  Right, and, whether we were under ELG or ALG, you would still have this sort of information for the purposes of calculations?  You'd still have the age of the assets and the vintage; it would just be a smaller subclass or a smaller subgroup?

MR. KENNEDY:  We, even at the large level, we know the age of the assets by vintage.

MR. MONDROW:  You actually did your CDNS calculations using ALG, right, for this case?

MR. KENNEDY:  Yes.

MR. MONDROW:  Okay.  Which means that this presentation is effectively an ALG presentation?

MR. KENNEDY:  It doesn't break that 1972 vintage, for example, down to the 80 of 90 subgroups by age, agreed.

MR. MONDROW:  And would you -- in an ELG, leaving aside CDNS, but, in an ELG, would you use -- each one of these rows would be a subgroup?

MR. KENNEDY:  Each one of these rows would have many subgroups inside them.

MR. MONDROW:  Wow, okay.  The third column here is the original cost.  That's just the nominal dollars in the year the asset in question or the assets in question in that vintage were put into service?

MR. KENNEDY:  Yes.

MR. MONDROW:  And the next column, "R/L," stands for "remaining life"?

MR. KENNEDY:  It does.

MR. MONDROW:  And you have one remaining life figure for each vintage, which, as I understand it, is derived by the distance -- if you think of an Iowa curve, the distance from the curve down to the X-axis, which is the time axis, and each vintage, a point on that time axis, will have a distance from the X-axis to the curve, and that's what this remaining life, that's how it's derived, right?

MR. KENNEDY:  It is actually the area under the curve from that intersection point --


MR. MONDROW:  Okay.

MR. KENNEDY:  -- forward to the end of the curve, see, that complete area.

MR. MONDROW:  Okay.  Okay, yes, thank you for the correction.  I understand that.  You use this remaining life later in the process, and we're going to walk through this hopefully not too laboriously, but you use it later in the process when you escalate the net salvage requirements to the future expected net salvage date, right?

MR. KENNEDY:  Yes, for that vintage.  Yes.

MR. MONDROW:  For that vintage, right.  Now, the net salvage requirement, the next column, is the expected cost in the future year when the asset is to be retired, and, in this case, you're using a ratio of 10 percent of the original costs, correct?

MR. KENNEDY:  That was the adjusted original cost you are asking about, sir?

MR. MONDROW:  Yes.

MR. KENNEDY:  Yes.

MR. MONDROW:  The one we see that's at -- so we see it at the top of this table under -- at the cost of removal, the second line of text, there is a point 1.  That's the ratio you use for deriving the net salvage requirement from the original cost, and we're going to get to the derivation of that ratio, but that's where that's --


MR. KENNEDY:  Yes.

MR. MONDROW:  -- the purpose of that ratio, right?  Sorry, I think -- I asked you:  That's the purpose of the ratio?  And the answer is?

MR. KENNEDY:  Well, the purpose of the ratio is to have an inflation-free cost-of-removal ratio.

MR. MONDROW:  Okay.  But, sorry, you apply that ratio to the original cost to get the net salvage requirement?

MR. KENNEDY:  So, sir, we did provide the detailed discussion of these calculations in response to an IR, and --


MR. MONDROW:  I know.

MR. KENNEDY:  -- they're in there, so, if we looked at the adjusted net salvage ratio or net salvage rate, we define it there as an amount.  I will just read it just so we're clear.

MR. MONDROW:  Well, but I'd rather you not, Mr. Kennedy.  And maybe I'm tripping you up.  I'm sorry.  If you want to read it, you can read it in a minute.  Maybe you've misunderstood my question.  I am just going through this table to understand the columns --


MR. KENNEDY:  Right.

MR. MONDROW:  -- and the net salvage requirement column is derived by taking the original cost and multiplying it by 0.1, right?

MR. KENNEDY:  Yes.

MR. MONDROW:  Okay.  That's all I was asking --


MR. KENNEDY:  Well --


MR. MONDROW:  -- at the moment.  No, that's okay.  I'm sure it was me.  That's fine.  Those figures in the net salvage requirement, those are the dollars that are expected to be spent in the year of retirement, right?

MR. KENNEDY:  So it is the amount of dollars that were actually spent in that year of retirement --


MR. MONDROW:  Okay.

MR. KENNEDY:  -- historically.

MR. MONDROW:  When we look at the age 2, the 2019 asset group, and you have an original cost of 6,201,341.22 -- that's millions, I think -- and then in the net requirement column you have 62,013.12, those assets haven't been retired yet, right?

MR. KENNEDY:  No.

MR. MONDROW:  They are not being retired for another 27-and-a-half years?

MR. KENNEDY:  That's correct, sir, so that's --


MR. MONDROW:  So that $62,000 -- maybe it's -- yes, I guess it's 62,000 -- is the amount of money that's expected to be spent 28-and-a-half years from now, when those assets are retired, right?

MR. KENNEDY:  That's, yes, before any --


MR. MONDROW:  Okay.

MR. KENNEDY:  -- in the traditional method, that would be the case.  In other words -- and I want to be clear.  The point 1 that we're multiplying that by, that's the 10 percent net salvage rate that we developed from the traditional method.

MR. MONDROW:  Yes, and so I'm going to get there.

MR. KENNEDY:  Yes.  I just want to be clear that it's -- so, on the traditional method if you have a 10 percent net salvage rate, we'd expect to spend, to your point I think, the $62,013.

MR. MONDROW:  So, under the CDNS method, all of this stuff that we've talked about so far on this chart is the same as under the traditional method; the difference is in the discounting back from the future value, right?

MR. KENNEDY:  Yes, so, at this point, that number has not been really influenced by the remaining life.  It is simply the original cost times that traditional net salvage percentage.

MR. MONDROW:  Okay.  That's fine.  Thank you for that.  The next column is you took the original cost and you inflated the original cost to today's dollars; that's the adjusted original cost column, right?

MR. KENNEDY:  So we've inflated it forward by 24 years because, on average, history has told us that the average age of retirement was 24 years.

MR. MONDROW:  So you have inflated that to the average -- the year of expected retirement, in other words?

MR. KENNEDY:  One second.  I just want to make sure I follow my own notes.

MR. MONDROW:  That's okay.

MR. KENNEDY:  It would be in current dollars, sir.  Yes.

MR. MONDROW:  Today?

MR. KENNEDY:  On the later vintages, it would be today.  On some of the older vintages, it was current dollars at that time.

MR. MONDROW:  When they were retired?

MR. KENNEDY:  Exactly.

MR. MONDROW:  Okay.  Right, that's what I thought.  And you used the inflated cost for each vintage, so today's dollars for the existing assets, to derive an adjusted net salvage rate.  Right?  You took the same expected future net salvage cost and you divided it by the adjusted original cost to derive an adjusted net salvage ratio.  Correct?

MR. KENNEDY:  Correct.

MR. MONDROW:  Then you have a column here that is the future salvage retirements.  And am I correct that you can derive the future salvage requirement figures by taking the adjusted original cost -- no, sorry -- by taking the initial net salvage requirement -- my mistake, so let me restate it:

You can calculate the future salvage requirement by taking the initial net salvage requirement and escalating that from the study year to the year of expected retirement?

MR. KENNEDY:  No.  That is, I think, where we vary, sir.  That future net salvage requirement is based on the adjusted net salvage rate.  So, in other words, the net salvage rate of the dollars, in dollars of the day.   So --


MR. MONDROW:  No, I know that's how you did it.  But I am asking you whether you could do it.  Instead of that, why couldn't you take the net salvage requirement and escalate it using your two percent, and get the future salvage requirement in the year of retirement?  If did you that math, you would get the same result.

MR. KENNEDY:  Okay, I would have to take that subject to check, but...

MR. MONDROW:  Okay.  So you derive a future salvage requirement which you say is the expected salvage cost at the time the assets in question are to be retired.  That is what that future salvage requirement is meant to represent?

MR. KENNEDY:  Correct.

MR. MONDROW:  Okay.  So if we look down at the totals row -- let me just make sure I have the right numbers -- the net salvage requirement, which I had understood to be the dollars to be spent in the year of retirement, totals $100.5 million.  And then you have escalated that to a net salvage provision by inflating numbers to get $153.8 million.  So a $53.8 million difference between the net salvage requirement that you expected to be spent at retirement, to what you are calling the future salvage requirement?

MR. KENNEDY:  That's correct, sir.

MR. MONDROW:  So now, if we can go to the next page of the compendium, page 26?  This is the derivation which I said we would talk about of the adjusted 10 percent net salvage ratio, I guess you would call it.  This is from section 7 of your report, and it provides the derivation of the net salvage ratio for, in this case, account 466, the same account we were looking at where we saw a 10 percent net salvage ratio.  And I am going to talk to you about how you got from what's on this page, to that.

But first of all, if we just go through the columns, the regular retirements are the historical -- and make sure I have this right, so I don't confuse you and me -- it is the original cost of the assets retiring in the year.  Right?

MR. KENNEDY:  That's correct.

MR. MONDROW:  Okay.  And then the next column is the actual net salvage expenditure in the year of retirement?

MR. KENNEDY:  Yes.

MR. MONDROW:  Okay.  And the net salvage percent or the ratio is derived by dividing column 3 by column 2?  So it is a percentage of the original cost of the retiring assets?

MR. KENNEDY:  That's correct.

MR. MONDROW:  Okay.  And when do you that, you get at the bottom, you see the totals, a net salvage ratio of 27.9 percent, just on the math?  We are going to talk about the adjustment, but just on the math.  That is what that is.  Right?

MR. KENNEDY:  That's correct.

MR. MONDROW:  Okay.  I know you are always a step ahead of me, so slow down.

So then you adjust the 27.9 down to the 10 percent, based on your judgment?

MR. KENNEDY:  Ms. Nori is going to answer that, because it is --


MR. MONDROW:  Okay.  It is Ms. Nori's judgment.

MS. NORI:  Well, both of our judgment.

MR. MONDROW:  Okay.

MS. NORI:  But yes, professional judgment was used to bring that down from 28 percent down to 10 percent.

MR. MONDROW:  Okay.  Now because the denominator in that calculation is the original cost and the numerator is the cost at the time of retirement, there is an embedded inflation factor in that ratio, already, right, at least in the 27.9?

MR. KENNEDY:  I will jump back in, since we are more in the discussion of theory:  Yes, there is an embedded inflation number, there.

MR. MONDROW:  Okay.  So let's go back to the CDNS table.  So it is the previous page of my compendium, 25.

So the ratio that we had looked at the derivation of on the page we were just looking at has an embedded inflation factor, which means every time you apply that ratio, you are effectively inflating the original-cost dollars to the expected salvage-date dollars, aren't you?

MR. KENNEDY:  Yes.  The ratio recognizes the difference between the original cost and the later expenditure of the cost-of-removal expenditures.

MR. MONDROW:  Right.  But on this CDNS table, you go from your net salvage requirement column, which is derived with that inflation-embedded ratio, and you escalate it further to a future salvage requirement.

MR. KENNEDY:  So you jumped a step.

MR. MONDROW:  Okay, tell me what I missed.

MR. KENNEDY:  And that is the adjusted original cost column.  So the original cost has been inflated or adjusted by the average age of retirements in this account.  So, in other words, we brought forward the $620,131 in the case of 2019 that we were looking at?

MR. MONDROW:  Yes?

MR. KENNEDY:  We bring that forward by the average age.  So we inflate that by two percent per year, because that was the inflation rate, by the average age of retirements, which are shown near the top of the schedule, at 23.56.

One second:  Ms. Nori, who actually did the calculation --


MR. MONDROW:  Kicking you, under the table.  It's okay.

MR. KENNEDY:  So Sir, yes.  So that number, the adjusted original cost, is the original cost is adjusted forward by the average period of the historic retirements.  In other words, you either have to adjust the retirement amount back to the original cost date to make it free, or bring your original cost up to the retirement date, to have an apples-to-apples comparison.

So the adjusted original cost is developed to attempt to bring the historic original cost forward by the period over which you would have had that adjustment factor.

MR. MONDROW:  But the ratio that you derived on the other page already incorporates that time value of money.

MR. KENNEDY:  Exactly.  But by inflating that original cost to the date of the retirement, now we have both the retirement costs and the original cost at the same cost base.  And therefore, it is free of any inflation impact.

MR. MONDROW:  Well, I think it is double any inflation impact, and I guess --


MR. KENNEDY:  Well, so we can say that.  If I have, I mean --

MR. MONDROW:  Obviously, you are not.

MR. KENNEDY:  -- like I say, if we need to do the calculation, you are now taking both the expenditure and the original cost to the same cost base.  When you develop a ratio that is in the same cost base, you don't have any impact on inflation.

MR. MONDROW:  All right.  In any event, all of this is still under either the traditional or the CDNS method; you would take the same steps.  The CDNS part is where I am going to talk about, now.  So --


MR. KENNEDY:  Well, yes, the CDNS method is -- your adjusted original cost is the beginning of the CDNS method.

MR. MONDROW:  So this inflation step that you just described is the point at which we move from the traditional method to the CDNS method?

MR. KENNEDY:  Yes.

MR. MONDROW:  Okay.  So you get a future retirement cost and then the next step is to take those future expected salvage costs and discount them to the current year so that, in the earlier years of the remaining life of the asset, you get a lower nominal cost and, in the later years, you get a higher nominal salvage cost.  Right?

MR. KENNEDY:  Correct.  I didn't say that very well, for the transcript, but I confirmed.

MR. MONDROW: Thank you.  And your discounted salvage requirement column takes the future salvage requirement and discounts it to current dollars.  And that's the $70.7 million total at the bottom of that column.  Right?

MR. KENNEDY:  That's correct, sir.

MR. MONDROW:  And then, for each vintage, so each row on this table, you divide the number in that column, that discounted salvage requirement, by the remaining expected service life years for the assets in question, to derive a levelized or equal annual net salvage cost provision for that vintage.  Right?

MR. KENNEDY:  That's correct.

MR. MONDROW:  Okay.  Wouldn't it be more correct to do a separate calculation for each vintage, for each year, so that the provision in any year would be tailored to the time remaining on that vintage?

MR. KENNEDY:  It would add some complexity to the calculations, yes.  Would it be more accurate?  I'm not sure.

The thing that you'd be clarifying is that use of the age of retirement at age 24.  In other words, we've factored that all of the retirements occur, on average, at age 24.  In your assumption, you would have a more precise version of that.

Frankly I haven't tested it, because it gets very deep in calculations.

MR. MONDROW:  So your discounted salvage requirement, if I were to collect the derived equal amount every year, and you were bang on and when the asset gets retired, so that estimation proved to be accurate, and that money sat in a bank account, would I end up with more than the $70.7 million, or would I end up with the $70.7 million?

MR. KENNEDY:  If you collected the amount every year, you should end up in your bank account with $153 million.

MR. MONDROW:  Okay.  You're looking across all -- yes, that's fine.   The future salvage requirement?

MR. KENNEDY:  Yes.

MR. MONDROW:  Right.  So your discounting process, even though we have an equal provision every year of the remaining life, embedded in that equal dollar amount is an adjustment so that the funds collected earlier accrue, and that accretion is recognized in your calculation?

MR. KENNEDY:  It is.

MR. MONDROW:  Okay.  And my understanding is CDNS is not used -- the CDNS method that we've talked about is not used anywhere, currently, in Canada; anywhere else in Canada.  Right?

MR. KENNEDY:  With the current Enbridge legacy system, it is.  This is the method --


MR. MONDROW:  Right.  Other than that.

MR. KENNEDY:  -- that Enbridge had used.  At this time, it is not.  It had been used in Alberta for a number of years.

MR. MONDROW:  Discontinued in Alberta in 2004.

MR. KENNEDY:  That's correct.

MR. MONDROW:  Do you know why?

MR. KENNEDY:  The complexity of the calculations.

MR. MONDROW:  And I think, in Alberta, they kept over-accruing, didn't they?  There were a number of proceedings where money had to be refunded to customers, I thought.  Is that true?

MR. KENNEDY:  Not for the utility that was using CDNS.

MR. MONDROW:  No?  Okay.

MR. KENNEDY:  Not that I'm aware of, sir.  I could be wrong.  I started working with that utility in about the year 2000, so....

MR. MONDROW:  Which utility?

MR. KENNEDY:  It was TransAlta Utilities originally, and then it became AltaLink.

MR. MONDROW:  You also said, in an interrogatory response, that the NEB, or now the CER, uses an inflation adjusted calculation which you say is very similar to the CDNS methodology we've just talked about.

MR. KENNEDY:  It is.

MR. MONDROW:  Are you familiar with the details of those calculations?  I mean, when you say "very similar", is it the same?  What's different about it?

MR. KENNEDY:  Well, the major difference between the CER calculations and these calculations is the current cost base, in the case of those utilities, is based on a detailed engineering analysis.

In other words, rather than trying to determine your adjusted cost base, if you will, or the amount that you require -- and the example here would be the $1.2 million
-- they actually go out and say, well, we're removing X miles of pipe or X number of compressing stations.  And, in today's value, that would cost $1.2 million.

MR. MONDROW:  And then they escalate that to the future expected year?

MR. KENNEDY:  Yes, and then deflate it back to --


MR. MONDROW:  So they don't have to apply a ratio to derive it, the way you've done, in order to provide an alternative to that engineering step.

MR. KENNEDY:  To get to that starting point.

MR. MONDROW:  Okay, great.  And I think the only place in the United States that you are aware of, as you understand it, that uses a similar methodology is the Nuclear Regulatory Commission?

MR. KENNEDY:  I'm going to disagree slightly.  The Nuclear Decommissioning Fund in the US is very similar to the LMCI, or the -- it's now called the Accelerated --


MR. MONDROW:  The ACER requirement.

MR. KENNEDY:  Yes.  And so it is very similar to that.

Now, in the US, we've been working on a number of securitization applications, and those securitization calculations are virtually doing the same calculation.  I have at least one study now before the Federal Energy Regulatory Commission for a current costs or a funding done in very much the same method, as well.

So it has become more popularized in the US.  And, to be specific, the FERC document I'm referring to is on behalf of the DRC electric transmission line that we just filed a few months ago.  And there have been a number of others filed by other consultants, but that's the one I'm most familiar with.

So it is being used more often, in tandem with a securitization proposal.

MR. MONDROW:  When you talk about securitization -- first of all, the CER abandonment provisions funds, those are actually segregated funds.  Right?

MR. KENNEDY:  They are.

MR. MONDROW:  And the securitization examples that you are talking about, those are actually funds set aside in a vehicle that then accrues interest or earnings, depending on the parameters for managing those funds.  Right?

MR. KENNEDY:  In part.  Sometimes the current contribution to it is only a portion of the end requirement, so it is then funded through revenue requirement on a number of years.

MR. MONDROW:  But, in both cases, I think what you've said, Mr. Kennedy, is the going-in value is based on an engineering analysis.

MR. KENNEDY:  Yes.  This is more detailed -- in the case of the electric transmission, it was a new line.  In most of the other cases, a securitization is largely -- there would usually be some type of decommissioning study done to determine those costs.

MR. MONDROW:  Right.  Okay, thank you.  Let's talk for a few minutes about the discount rate, so the WAC versus CARF debate.  I think it's CARF.

MR. KENNEDY:  CARF, yes.

MR. MONDROW:  Credit adjusted risk-free rate.  CARF, as you put it, but I'm going to call it CARF, because it's easier.  So if we could go to page 27 of my compendium.  I'm not going to read this to you, but at the top of this page is the paragraph where you, I think, address why using CARF is a good idea.  And you offer four reasons, and I just want to ask you, hopefully briefly, about each of them.

The first is, you say it's:
"Consistent with discount rates mandated by accounting standards for asset requirement obligations for financial statement disclosure."

And you are referencing there, I think, the general GAAP standards?

MR. KENNEDY:  The US GAAP standards, yes.

MR. MONDROW:  The US GAAP standards, which are not applicable specifically to rate-regulated utilities.

MR. KENNEDY:  They do have a provision for rate-regulated utilities within GAAP.

MR. MONDROW:  And does that provision deal with a discount rate?

MR. KENNEDY:  No.  It deals with the ability to, in essence, use -- it allows US companies reporting under US GAAP to recognize, on their financial statements, the decisions of their regulator for accounting policies.

MR. MONDROW:  Okay.  And, in respect of an asset retirement obligation, the choice of a discount rate is intended to be conservative.  That is, it is in intended, I would suggest, to reflect a conservative estimate of growth in the provisions set aside for the future liability.

MR. KENNEDY:  In order to reduce any risk of either of under-recovery, yes.

MR. MONDROW:  Okay, great.  The second reason you offer is discounted rates mandated for use in securitization calculations.  We just talked about those, but, again, the intent in choosing a discount rate for those securitization funds is to make sure that you accrue, on a conservative or low-risk basis, the amount of money that you anticipate needing in the future.

MR. KENNEDY:  Yes.

MR. MONDROW:  Okay.  And the third reason that you offer in the evidence is that was the evidence of intervenors in the last OEB proceeding, where the discount rate for net salvage parameters was determined.  Which intervenors?  Do you remember?

MR. KENNEDY:  Now you're testing my memory, but I do think it was SEC.

MR. MONDROW:  Oh, really?  Was it SEC?  Okay.  Mr. Shepherd will ask you.

MR. KENNEDY:  Well, you know what, I have to be careful with that.

MR. MONDROW:  I think SEC recommended the long-term debt rate --


MR. KENNEDY:  Long-term.

MR. MONDROW:  -- if I'm not mistaken.

MR. KENNEDY:  Right, yes.  And so, to be fair, I --


MR. MONDROW:  You don't remember.  Okay.

MR. KENNEDY:  That's many proceedings ago --


MR. MONDROW:  Okay, so --


MR. KENNEDY:  -- in my mental library.

MR. MONDROW:  I'm sorry.  I talked over you again.  I apologize.  There were intervenors in that case who argued for higher discount rates, though?

MR. KENNEDY:  Yes, one of them being the SEC.

MR. MONDROW:  One of them being SEC, correct.  The OEB ultimately mandated a higher discount rate than the one you recommend?

MR. KENNEDY:  Yes, they -- and I can't remember the exact wording of the decision, but they basically took the middle ground between the company's proposed rate and the rate of a lot of the intervening groups.

MR. MONDROW:  So most of the intervenor groups were arguing for a higher rate than you recommended?

MR. KENNEDY:  Yes, and so they -- we, our rate going into that proceeding was -- and I can't remember the number, and, also, I [audio dropout] that.

MR. MONDROW:  Three and change.

MR. KENNEDY:  But it was somewhere in the magnitude of 2 and a half percent.

MR. MONDROW:  Okay.  Right.

MR. KENNEDY:  And the Commission at that point kind of picked something in the middle.

MR. MONDROW:  Okay.  I think it was 2.7-something, but --


MR. KENNEDY:  Yes.

MR. MONDROW:  -- that's fine.  Thank you.  And, the last group, the last rationale you mention in this paragraph is consistent with applications by group 1 pipelines to the CER, and that's what we just referred to, but those -- you refer to them as applications.  They are not decisions; they're applications?  decisions haven't been rendered yet; is that why you said applications?



MR. KENNEDY:  Well, on a periodic basis, the pipelines all have to make an application to the Board for updating the LMCI (ph) amounts, and that is a form of application, I guess.  The decision that I'm referring to is a document put out by the CER in June of this year, where they --


MR. MONDROW:  Right.

MR. KENNEDY:  -- provided the guidelines in terms of what should be used, and the CARF rates that I'm referring to there was that guideline.

MR. MONDROW:  Right, so the CER puts out a guideline, the utilities file compliance filings effectively and demonstrating to the CER how they are abiding by the guidelines for setting aside these funds?

MR. KENNEDY:  Yes, and, in fact, the methods changed a bit in this most current period.  What you describe is exactly what's happened since about 2012 forward.  Now, starting in this year, the CER has taken the next step that says, "We have done these calculations for you," based on a number of assumptions and sent that back to the companies, and the companies have a chance to either agree or disagree with the CER calculations.

MR. MONDROW:  Right, and I think you agreed with me a minute ago:  These funds that we're talking about that the CER is now being more prescriptive about, these are funds -- these are provisions that are actually set aside to accrue value for future use?

MR. KENNEDY:  They are.

MR. MONDROW:  Okay.

MR. MORAN:  Mr. Mondrow, I am just wondering if we could do a time check.

MR. MONDROW:  Yes, Sir.

MR. MORAN:  We are a couple of hours behind the hearing schedule.  We have three other folks who are scheduled to question today, so I'm wondering if you --


MR. MONDROW:  We are.  I am approaching the end, but I'm going to -- if I were allowed to continue at pace, I think I would take us at least 20 minutes, so not far from the end of the day.  So, I am obviously in your hands.  I do -- you know, I don't ask for this indulgence lightly, Sir, and I realize people behind me are waiting.  I will trade off my Intragroup time, but I do feel that at least one of these two areas is important.  The second, I may be able to do by way of undertaking.  I don't think it is controversial.  So I'm in your hands, but I'd like to proceed.

MR. MORAN:  Just a minute.

[Hearing panel confers]


MR. MORAN:  Sorry, Mr. Mondrow.  We are very anxious to finish by end of week.  Ms. Walter, I understand that FRPO has given up some time, as well.  Given where we are in the schedule, maybe you can let us know where we are in terms of finishing this week.

MS. WALTER:  Can we do this off the record?

MR. MORAN:  It can be off the record.  It's okay.

[Off-the-record discussion.]


MR. MORAN:  Okay, thanks.  We'll go back on.  All right.  We will go back on the record now.  All right, Mr. Mondrow, we'll hold you to the 20-minute estimate, and perhaps the undertaking approach you suggested would be the best way to keep this going, but it looks like we have a little bit of slack to give you your 20 minutes.

MR. MONDROW:  I appreciate that, Sir.  As I said, I don't request the indulgence lightly, but this is obviously a topic that we've been focused on, so I will proceed without further ado.  Mr. Kennedy, in the -- in my compendium, if you turn to a page numbered 28, these are draft IFRS guidance provisions which we've included.  They apply specifically or would to apply if endorsed specifically to regulated entities.  Are you familiar with these?

MR. KENNEDY:  Sir, I'll start with I'm somewhat familiar with them.  There may be others on the panel who may be a little bit more, but I am somewhat familiar with them.

MR. MONDROW:  Are you familiar enough to acknowledge that, were these provisions to apply to Enbridge -- and I know, first of all, they are in draft and, secondly, Enbridge is under US GAAP.  But, as a matter of accounting standards, Enbridge would fit the parameters for being a regulated entity as contemplated by these guidelines, draft guidelines; is that fair?

MR. KENNEDY:  I may be leave that to Enbridge to respond to if that's their opinion.

MR. MONDROW:  MS. Giridhar?

MR. RUTITIS:  I don't think we can answer that question.  We haven't undertaken the assessment.  We don't have a final standard to look at in order to assess whether or not we would fit under the guidelines.

MR. MONDROW:  Well, okay.  I was not expecting that answer.  Fine.  Ms. Dreveny, what does Enbridge Gas actually use the net salvage provisions that you've accumulated for, other than paying salvage costs?  So, if you collect in 2024 -- and I forget what the figure is.  What's your 2024 net salvage figure; do you remember?

MS. DREVENY:  Off the top of my head, I don't, but on average it's somewhere in the neighborhood $60 million for site restoration costs.

MR. MONDROW:  That's what you spent, or that's what you recover?

MS. DREVENY:  That's what we spend.

MR. MONDROW:  Right.  What do you --


MS. DREVENY:  Sorry --


MR. MONDROW:  -- you recover?

MS. DREVENY:  -- what we recover?

MR. MONDROW:  Your net salvage provision for 2024 is considerably higher than that.

MS. DREVENY:  Yes, sorry.  I think I have it up here.  The forecasted provision was $118.6 million.

MR. MONDROW:  Okay, and you've accumulated, as I understand it, about $1.6 billion in asset retirement costs for future asset retirements that you have from an accounting perspective recognized as a provision for the future, right?  That's a net 1.6 billion; that's the balance in the account?

MS. DREVENY:  Yes, on -- that's roughly correct.

MR. MONDROW:  Okay, and so there is actual cash associated with that, which you've collected over the years.  What do you do with that money, actually?

MS. DREVENY:  So, the funds that are collected are used to essentially offset the capital that we need to raise, so it reduces the amount of capital and it provides a benefit to ratepayers as it reduces the accumulated depreciation and then reduces the amount of rate base.

MR. MONDROW:  Okay, but the cash, do you actually, does it actually get invested, then, in infrastructure and assets?

MR. RUTITIS:  It would be commingled with all our other operating cash.

MR. MONDROW:  All your other operating cash.  So some of it would be invested in rate base?

MR. RUTITIS:  We don't have a direct link but, you know, customer bills would presumably recover a portion of this cost.  And when that cash is received, it would go into our operating account.  That is effectively what I was trying to answer; maybe I didn't answer your question.

MR. MONDROW:  I am not sure.  So would any of that $1.6 billion be earning WACC?

MR. RUTITIS:  I think we have a response, but can you just repeat your question, just to make sure we address it?

MR. MONDROW:  Would some of that $1.6 billion actually be deployed so as to earn WACC?

MR. RUTITIS:  I believe so.

MR. MONDROW:  Thank you.  Is there some way to quantify the benefit that Enbridge gets from having that $1.6 billion of excess cash?

[Witness panel confers]

MS. DREVENY:  Sorry, Mr. Mondrow, I don't believe there is a benefit to Enbridge.  It is a benefit to the ratepayer, as we are raising less debt.

MR. MONDROW:  Yes, there is that benefit.  They are also avoiding WACC on rate base.  Well, as part of the WACC is less debt, so they are avoiding that cost.  But you have money that you are doing something with.

I think I heard that some of it may well be and probably is invested; it becomes part of your rate base?  So those assets are actually -- that cash that you invest in infrastructure, the value of that infrastructure actually gets added to rate base when it is commissioned and put into service.  Right?

MS. DREVENY:  One moment.

[Witness panel confers]

MS. GIRIDHAR:  We are having difficulty answering the question because it is outside the scope of the depreciation panel.  But conceptually, the company's rate base decisions are not driven necessarily by the quantum of operating cash flow available.  So I am hard pressed to describe it as a benefit.

MR. MONDROW:  Well, you don't have $1.6 billion sitting in a fund somewhere.  It is commingled with operating --


MS. GIRIDHAR:  That is correct.

MR. MONDROW:  It is commingled with your operating --


MS. GIRIDHAR:  Cash flow.

MR. MONDROW:  -- cash flow?

MS. GIRIDHAR:  Correct.

MR. MONDROW:  And that cash flow goes to, among other things, paying contractors, buying pipe, paying the overheads that you had the capitalization debates on earlier today, all of those things?

MS. GIRIDHAR:  Correct.

MR. MONDROW:  Okay.

MS. GIRIDHAR:  All of which are rate-recoverable activities, and therefore benefit the ratepayer in that we are not out, seeking additional capital in order to finance it.

MR. MONDROW:  Right.  So the benefit to ratepayer is that they avoid effectively the weighted-average cost of capital on monies that, but for the net salvage recoveries in excess of the net salvage expenses in the year, you would be recovering in rates?

MS. GIRIDHAR:  That is correct.

MR. MONDROW:  I have one final area I would like to ask you about.  And this is the area that we could do by undertaking; it may be just as -- well, let me ask you what I was going to ask.  And then Mr. Chair, and with the company's advice, you can determine whether to move on to someone else or not.  Maybe it is too late.  But I was going to take you to pages numbered 82 and 83 and 84 and 85 of my compendium, so the last four pages.

These are pages, consecutive pages from No. 90 on, taken out of Mr. Madsen's evidence in which he makes a number of reporting and recordkeeping recommendations.  And what I wanted to ask the company is whether you had any concerns or views on those recommendations?

So the first of those is at page 82 of my compendium.  And Mr. Madsen, prior to this page, talks about the segregated fund and the pros and cons, and says, "If the status quo is maintained" -- this starts at line 6, which is there is no segregated fund.  He makes a recommendation that:

"The OEB direct Enbridge to begin separately tracking and recording the annual changes in the current net salvage liability, specifically, the existing balance in the account inclusive of any approved funding to the account.  And actual costs incurred should be reported as a separate requirement in future rate applications."


I note that similar reporting requirements have been established by the Alberta Utilities Commission.  Do you already do that reporting?

MS. DREVENY:  One moment, please.  I don't believe we do that today.  No.

MR. MONDROW:  And do you have a view on whether that would be appropriate?  And if you want to take an undertaking rather than answer, that's fine.

MS. DREVENY:  I think we would need the undertaking for that.  Thanks.

MR. MONDROW:  Okay.


MR. RICHLER:  J16.9.
UNDERTAKING J16.9:  TO CONFIRM WHETHER REPORTING REQUIREMENTS ARE SIMILAR TO THOSE ESTABLISHED BY THE ALBERTA UTILITIES COMMISSION; TO OPINE ON WHETHER SUCH REQUIREMENTS WOULD BE APPROPRIATE.


MR. MONDROW:  Thank you, Mr. Richler.  And the next recommendation, further on in the page at the bottom, it is the paragraph that starts "in my opinion".  And Mr. Madsen writes:
"There would be significant benefit from Enbridge calculating and reporting the expected future net salvage cost liability based on two assumptions, the applied-for net salvage rates and the five-year average actual experienced net salvage cost for each account.  I considered this information to be of significant value in providing transparency to all parties on the potential magnitude of a future salvage cost obligation.  This information would also be of assistance in informing the positions of all parties in relation to net salvage costs in the future, for example, the currently accumulated net salvage liability of $1.6 billion as of the end of 2022.  The total average plant investment in Enbridge's assets as of 2024 test year is forecast to be $24.9 billion."

So on that reporting recommendation, I gather you don't do that now; is that correct, Ms. Dreveny?

MS. DREVENY:  I don't believe so, no.

MR. MONDROW:  And could we add then to the undertaking your opinion on the utility -- pardon the pun -- of that kind of reporting?

MS. DREVENY:  Yes.

MR. MONDROW:  Okay.  And then there are, I think, two more.  The next is on page 83 of the compendium; it is a little later on the page.  It is still on top of -- right there, is fine.  Thank you, Ms. Monforton.  No, sorry that is just the rationalization, so a rationale; I don't have to take you to that.

So the last one is a recommendation that starts at the bottom of page 92 of Mr. Madsen's evidence; it is page 84 of my compendium.

So starting at page 19, Mr. Madsen agrees with -- I think this was testimony by Mr. Kennedy at the technical conference regarding uncertainty in future net salvage requirement and some merit in moderating the amount being collected.  Sorry.  And in the event -- sorry, in light of that uncertainty and Mr. Madsen's recommendations which he concedes would moderate the amount being collected, so reduce the amount being collected, he proceeds as follows:
"However, with this moderation comes some risk that the amount of net salvage costs collected will be insufficient to recover the future salvage costs incurred, and thus future significant increases in costs will be required.  Accordingly, I also recommend that the OEB consider directing Enbridge to conduct a study for its 10 largest property accounts and report on the following at the time of its future rate applications."

And then he sets out at the top of his page 93 what that reporting would entail.  And, rather than reading it in, Ms. Dreveny, I wonder if we could ask you to add to the undertaking a comment on that study recommendation.

And I think Mr. Madsen makes that, in particular, in the context of what Mr. Kennedy has told us effectively a $5 million net salvage provision in 2024, were his recommendations to be accepted.

So that's the context, but the question that I'd like you to consider, if you are willing, is whether that sort of analysis might have value, as described by Mr. Madsen in his evidence.

MS. DREVENY:  So you are just looking for us to comment on that with the undertaking?

MR. MONDROW:  Yes.

MS. DREVENY:  I think we can do that, yes.

MR. MONDROW:  Yes.  And, in particular, if you object to any of these recommendations, why that is; and, if you don't, it would be useful to know that.

MS. DREVENY:  Okay.

MR. MONDROW:  Thank you.  So I think the same undertaking, Mr. Chair, would be fine.  And I think that's clear enough for the company?

MR. O'LEARY:  Yes.

MS. DREVENY:  Yes.

MR. MONDROW:  Thank you.  And so, Mr. Chair, I will stop there.  I appreciate the Panel's indulgence.  It doesn't give you much time for anyone else, but I will conclude.  Thank you, panel, for your answers.

MR. MORAN:  Thank you, Mr. Mondrow.  Up next is GEC.  Mr. Poch.

MR. POCH:  Thank you, Mr. Chairman.

MR. MORAN:  I'm looking at your time estimate, and I guess you've got more time booked than what have left for the rest of the day, but can you make good use of the few minutes we have?
Cross-Examination by Mr. Poch:


MR. POCH:  I'm happy to start if that helps, Mr. Chairman.  Panel, I represent the Green Energy Coalition.  My questions are largely about the depreciation methodologies, specifically the units of production option.

Mr. Kennedy, if I could ask you to start, can you give us a sort of 25-word description of how the pattern of depreciation differs with a unit of production approach based on gigajoules, as you spoke of earlier, gigajoules delivered, compared to the ALG or the ELG depreciation methodologies, assuming a world with declining energy delivery, but no change in physical service lives.

MR. KENNEDY:  There is a little bit involved in that question, so I'll do my best.

As I mentioned in my discussion with Mr. Mondrow, largely, the concepts of unit of production and the equal life group procedure somewhat align, in that you are trying to determine the use of an asset, or the consumption of an asset, over some total availability of the asset.

So, if we take the unit of production method, we would say -- and I'm using a hypothetical, simple example here to try to explain this -- we would say, perhaps we are going to deliver through our system, next year, a terajoule of gas.  It may be an unreal number, but I'm just going to use it because it is a nice, even one.

And so if we say, well, we know that our forecast of the ability of the system to move gas might be 10 terajoules over the next 30 years, so your depreciation rate would then become one tenth in that year.  Recognizing that, in the next year, you might produce .9 or deliver .9 terajoules, and then your rate that year would be .9 of the 10, et cetera, et cetera, et cetera.

So the theoretical benefit of unit of production would be that you are burdening the toll- payer for their proportionate use of that system over its total deliveries.  In other words, they get their 1 out of 10 or their .9 out of 10.

The method I like, and I have suggested it, as I mentioned in my earlier cross on NOVA Gas transmission, but they rebased it on the supply.  So the supply was a fairly easy number to pin -- well, not easy; we had some debate about it -- but could you look at the ultimate supply ability in Alberta and you could then say, well, we actually moved half of 1 percent of that total supply, and therefore your depreciation rate was built.

Now, if I compare that to the equal life group method, we do a very similar thing, except, as we spent some time talking with Mr. Mondrow about, we have those groups of life based on that Iowa curve.  So, instead of basing it on the forecast of terajoules, we would be basing it on the consumption of that life that's inherent in the Iowa curve.  But, again, we are recognizing that the earlier populations are going to consume, or use, the system perhaps more than the later.

And then the average service life would be, if that's a 10-year life, or whatever the period is, we take the same amount regardless of the use of the system.

So, therefore, unit of production is being discussed currently as a fair method to ascribe to the later users, who are using much less of the system, or much less of the capacity of the system, than are the current users.  So it is deemed to be somewhat more generationally equitable, and my suggestion in my evidence is that a very similar phenomenon happens with the equal life group procedure.

MR. POCH:  And I take it, in the example I was giving you, instead of talking about remaining gas in the ground, you would be talking about gigajoules delivered.  You would have to have a forecast of the change over time of that, that you were relying on.  Is that fair?

MR. KENNEDY:  That's correct.

MR. POCH:  All right.  Now, you actually discussed this at some length in the technical conference on March 27th, and I noted the Board Staff included that in its compendium.  I won't take you there.  I just want a little bit of further clarification.

I think you're saying two things.  First of all, about ELG, that, even with no energy transition assumption, ELG improves intergenerational equity by recognizing that some identifiable subgroup of assets will, on average, retire earlier than the larger group.  Fair?

MR. KENNEDY:  That's correct.

MR. POCH:  That's one aspect.  All right.  And, secondly, as you discussed with Mr. Mondrow, there is more accumulated depreciation should energy transition bring on a currently unplanned-for early retirement.

MR. KENNEDY:  That's correct.

MR. POCH:  Okay.  But it was unclear to me how ELG can recognize a decline in use value, such as Enbridge and Guidehouse are suggesting might occur in their diversified scenario.  If we assume that all of the assets will still be used for their full physical service life, and will remain full at least at peak times, but deliver fewer gigajoules, less energy, both annually and at peak, how would ELG accelerate the depreciation to capture the reduced value over time?

MR. KENNEDY:  It doesn't do it as well as unit of production, but it is a step in that direction in that it does recognize some early retirements.  So now I rationalize that, at least in my head, as saying that, as the system becomes less used, we will see some retirements of the assets in the system if, in fact, we go down that path of decarbonization.  And so, because of those retirements, then the equal life group stands.

MR. POCH:  I understand.  So your attribution of this similarity, the ELG, is only where we get some early retirements.  And I won't ask Ms. Giridhar to comment.  I know what she's going to say.  They have every hope that there won't be any early retirements; that the system will be used to deliver hydrogen and RNG, what have you.

MR. KENNEDY:  Mr. Poch, I wanted to add to that just a little bit, though.  In the case that there is no energy transition, the system will continue to evolve through some interim retirements where you have to replace assets.  And, in that manner, the equal life group, I think, better matches the consumption of assets.  So, even absent energy transition, it has some benefit in that.

MR. POCH:  Right.  That's the first point that I put to you that you have agreed to, and I certainly understand that.  Now, you did look at the economic planning horizon, the EPH option, as a means to address energy transition; or one possible means to address energy transition.  EPH requires an assumption about economic end of life for a group of assets.  It is based on a truncation date.  Fair?

MR. KENNEDY:  That's correct.

MR. POCH:  All right.  EPH accelerates depreciation to align with that date, but EPH does not deviate from the pattern of depreciation we see with ALG or ELG, other than raising the level throughout the period to recognize the truncation date.  Fair?

MR. KENNEDY:  That's correct.

MR. POCH:  Okay.  Now, if we turn in our compendium, this is page 39 of -- we've only filed one compendium in this case, Ms. Monforton, and it is page 39 of that compendium.  Or, alternatively, it is GEC 66 that we're looking at.  I will just -- give me one sec here.  I've obliterated my script.  Sorry for this.  Here we are.  I apologize.  All right.

At paragraph (c), you expressed a concern that assets may continue to offer service to some extent beyond the truncation date.  And I assume -- and this is in regard to EPH, and I assume your concern is that future customers would be getting, in effect, a free ride at the expense of current customers; that's the concern you have?

MR. KENNEDY:  It is, sir, and I think if we were to implement, as we discussed earlier this morning with Mr. Mondrow, an EPH, we would want to give some thought to how we could minimize this concern.

We have not done that in this proceeding because we didn't plan to introduce an EPH.  However, we -- you know, there are ways that we can look at an EPH in a manner that tries to address this concern by further subdividing the asset groups, et cetera.

MR. POCH:  I'd like to look at the corollary of that.  In a situation where assets are fully utilized today and are much diminished in their utilization in the future, do we have a similar problem in reverse; current customers would in effect be getting a free ride at the expense of later customers?

MR. KENNEDY:  I need you to run that past me again, sir.

MR. POCH:  If we've got good utilization today and much reduced utilization in future, do we have a problem, an analogous problem to the one you expressed with respect to EPH but in reverse, that is current customers would be getting a free ride at the expense of later customers?

MR. KENNEDY:  I wouldn't say free ride.  They would be getting a lesser-cost ride, yes.

MR. POCH:  Right.  Later customers are going to be ending up paying for a similar share of the asset value but getting -- but, in fact, receiving less?

MR. KENNEDY:  Yes, or using the system less, yes.

MR. POCH:  Right.  In answer to (b) there -- we were asking about intergenerational equity when assets serve fewer customers, and in response you recognized that fairness would require less allocation of depreciation to those latter customers, correct?

MR. KENNEDY:  That's correct.

MR. POCH:  Now, your response actually uses the terminology "value of assets."  Can we say that would be the case where customer number doesn't decline but energy, gigajoules, delivered does decline significantly?

MR. KENNEDY:  That's correct.

MR. POCH:  Same -- sorry.  I interrupted you.

MR. KENNEDY:  No.  That's correct.

MR. POCH:  Same fairness concern, fair enough.  Now, you do note in part (d) that the recurrence of the consideration of units of production to deal with that issue of declining use -- just to be clear, is it correct to say that units of production can allocate depreciation expense over time to reflect the use value that the assets provide to each generation of customers, even if the actual physical service lives have not been shortened?

MR. KENNEDY:  One second, sir.

MR. POCH:  Perhaps I'll ask the Chairman:  What time do you want to break today so I can...

MR. MORAN:  Mr. Poch, I think, once you find a stopping point, we can call it a day.

MR. KENNEDY:  Mr. Poch, I just want to be clear that, in the use unit of production, that denominator, the ultimate number of units is critically important.  It would have -- it would be updated periodically, but the denominator impacts both the current users of the system and the later users of the system, and so the phenomenon you are describing is correct in certain aspects so long as that denominator appropriately reflects the total throughput, if you will, of the system.  Now, as you get older, my experiences in these is, as you get older, you can get more [audio dropout] with that --


MR. POCH:  I'm sorry.  I didn't --


MR. KENNEDY:  You get more finite on that denominator in the calculation, and so it becomes more accurate at the end, perhaps at the expense of being somewhat less accurate at the beginning.  And that creates this phenomenon of some maybe intergenerational issues, not intentionally but just because it's very difficult to anticipate 30 years of demand on a system.

MR. POCH:  Sure.  My question was really just confirming, though, that you can use the units of production methodology even though the assets physically may carry on longer and be in service but deliver much diminished use.  That is the -- we don't have to see a shortening of their physical life to see the benefits of units of production as a means of improving intergenerational equity.

MR. KENNEDY:  And I'm just going to try to be really concise here, but, in my use of it in other systems, you get to a point that it becomes almost uneconomical to carry that system anymore.

In other words, there are operating costs involved, et cetera, et cetera, so, if you are only moving a few gigajoules through, you know, many thousands of miles of pipe, that doesn't make sense, so you get to a point that those end gigajoules becomes very expensive and may be required to stay on the system, but they become very expensive to those end users.

MR. POCH:  Sure, that's a problem that the utility may have to wrestle with.  Mr. Chairman, I can pause right there and pick it up tomorrow.

MR. MORAN:  Thank you, Mr. Poch.  So we'll adjourn until tomorrow morning at 9:30.
--- Whereupon the hearing adjourned at 4:33 p.m.
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