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


MR. MORAN:  Good morning, everyone.  Are there any preliminary matters before we continue?  Okay, Mr. Poch, over to you.
EGI PANEL 15 - DEPRECIATION EXPENSE, SITE RESTORATION COSTS, resumed

Danielle Dreveny,
Robert Rutitis,
Malini Giridhar,
Larry Kennedy,
Amanda Nori; Previously Affirmed.

Cross-Examination by Mr. Poch (Cont'd.):

MR. POCH:  Thank you, Mr. Chair.  Mr. Kennedy, when we left off yesterday, I had asked you, I had put it to you that we don't have to see a shortening of the asset's physical life to see the benefits of units of production as a means of improving intergenerational equity.  And I think you implicitly agreed with that, but you embarked on a discussion of how -- a concern you had, if sales get too low, it may be impossible for the utility to support the infrastructure.  So before we -- and I'll get back to that.  It's an interesting issue.  But, before I do, I just wanted to get a clear answer to my proposition for the record, that we don't need to see this shortening of asset physical life for -- to utilize units of production as a means of addressing this intergenerational equity concern.

MR. KENNEDY:  Yes, thank you.  Good morning, Mr. Poch.  I realized I was pronouncing your name incorrectly yesterday.  I apologize for that.

MR. POCH:  Of course.

MR. KENNEDY:  When you move to units of production, the concept of an average service life goes completely away because you are not depreciating on the basis of life; you are depreciating on the basis of units.  So for accounts -- and it may only be some accounts you would move to a unit of production method.  Those accounts in essence have no life.  They have an ultimate number of units to be transported, so the -- I think your premise is you may have -- the life estimate becomes immaterial, and it does because it's based on the units as compared to the life.  Now, in practice, places where we've used unit of production would back into a life estimate, more for purposes of convenience within the accounting systems than it is in convenience anywhere else, but, in theory, you are dealing with units rather than a life estimate.  Therefore, your average service life estimate becomes rather redundant or immaterial.

MR. POCH:  Got you.  Okay, and that's in contrast, obviously, to ELG or ALG unless you add on an EPH-like truncation date, fair?

MR. KENNEDY:  Yes.  In either of those concepts, the equal life group or the average life group, your basis is a life estimate, and, therefore, that life estimate becomes an important factor.

MR. POCH:  All right, and, if it was -- if we went with units of production for some or all of the assets and then the world evolves and we realize these assets are just going to go out of service even sooner, it is -- could we
-- we could attach an EPH truncation date on top of units of production?

MR. KENNEDY:  Not really, sir, because what you would be doing is truncating the units rather than the life --


MR. POCH:  Ah, so --


MR. KENNEDY:  -- units of capacity -- if you will.

MR. POCH:  So, in that case, we would adjust, we simply adjust the denominator, as you just said, the gigajoules or trajectory, if you will, of use or utilization?

MR. KENNEDY:  Yes.

MR. POCH:  Okay.  I think you described the EPH approach, the truncation approach, as kind of a blunt tool, correct?

MR. KENNEDY:  Yes, an EPH is a very blunt tool.  Now, I do want to be clear.  We called it an economic planning horizon.  We incorporate the use of the word "horizon" in that because you look at it periodically throughout the life of the company.  I often refer to it as like driving down a highway at night.  You only drive within the period of illumination of your headlights of the highway.  You know there may be something further out.  You don't know if there is or isn't, so you only drive to that period of illumination.  As you go down the highway more, you see a different portion of the highway, but it is still the same illuminated area, if you will.  So it is a blunt tool in that, at the time you set it, it's setting such that your current investment would be fully depreciated by the end of that then-current horizon.

We find, for example, in both the federally regulated jurisdictions of FERC and the CER that horizon is tested in every proceeding to see if it needs to move further down that highway, if you will, or if the end of that highway has now a shorter horizon.



MR. POCH:  Okay.  I want to look at, in contrast to the, you know, as you say, this bluntness which of course can be adjusted.  I want to look at the possibility of units of production as a means of sort of getting a softer landing, if you will.  And, if we aren't certain about the exact amount of energy that will get delivered between now and the end of service lives -- the denominator, in your jargon -- but we're reasonably confident that there will be a significant decline in energy delivered by 2050, could we not ease into units of production by selecting a conservative assumption of that decline, adjust the depreciation rates to at least better match that assumed future, even though it will never be exact because of course our estimate of gigajoules, like all our estimates of the future are, is going to be imperfect?

MR. KENNEDY:  Yes, although, when you get too soft, if you will, in terms of that denominator, you've really started to compromise the benefit of the units of production.  Your assumption is correct, that, if you make the denominator bigger to try to be conservative, you may still be doing effectively a deferral of depreciation expense, and that becomes not necessarily a good idea when you're dealing with energy transition.

So I agree with you.  You would maybe estimate.  You estimate that assumption, you know, with some bias towards, you know, maybe a slightly larger number to be safe, you may not, but you do -- you make the same as extending a life.  You do that at the peril of perhaps stranding some investment.

MR. POCH:  Sure.  We have the same kind of problem, do we not, with ELG or ALG?  We don't have a perfect view of the future.  We don't know what's going to befall us.  You are making your best educated forecast based on history in those methodologies and adjust it, as you said at the outset of your testimony yesterday about you then impose an awareness of the likelihood of technology change, of energy transition, what have you.  Is that that fair?

MR. KENNEDY:  That is fair, and that's in part why I like the -- well, I refer to it as maybe the moderated step or the first step to the equal life group procedure, because it's right in on virtually every situation, at least mathematically correct in almost every situation, and it does eliminate a lot of the risk, and it is viable even in cases of no EPH.  So, to me, it's the kind of a move towards energy transition thoughts with a safety net in that it is still the right method conceptually.

MR. POCH:  All right.  Now, if Enbridge Gas's vision of the future, the diversified shortfall we'll call it, the diversified scenario or something similar since that's one of any number of possible scenarios, and, if we have that situation where the vast majority of customers, the general service customers, are predicted to have about a 50 percent, to receive about 50 percent of the level of energy they're currently receiving and in their alternative scenario, the fuller electrification scenario, it is more like they're getting a 90 percent reduction, if either of those futures emerge or anything in between and we want to avoid that problem you referred to of this, you know, vanishingly small amount of energy being delivered to make it economically feasible, would it not be valuable to avoid saddling future customers with an unfair share of costs, both because -- obviously because of the unfairness but also because that would tend to drive more of them away and increase the risk of stranding?

MR. KENNEDY:  I think if I understand your question correctly, sir, you are kind of describing a death spiral situation, where we transition burden to the later users, which becomes a self-fulfilling prophecy in kind of driving those customers off the system, and -- yes, and I think that's a risk to any type of deferral of this depreciation expense.  That becomes a very, a very large concern.

MR. POCH:  Right, so -- and the opposite is true.  If we can accelerate depreciation without being unfair to current customers or without being unduly unfair because since we can never know precisely what's going to happen, that might alleviate or at least mitigate to some extent that risk of the death spiral?

MR. KENNEDY:  That's correct, sir.  And, in the case that you are maybe erring on the side of -- I don't -- I'm not going to use the word "burdening" the current customers but, you know, erring on that side, Dr. Bonbright would have told us in his 1961 textbook that one should err to that sort of earlier recovery of the capital simply to avoid that death spiral in later years.

MR. POCH:  Your report, I notice, was submitted on October 14, 2022.  That's when it was finalized and submitted to the company.  And the Guidehouse study was done in June of 2022.

Did you have a chance to read the Guidehouse report and the Posterity report that fed into it before finalizing your report?

MR. KENNEDY:  I had conversations with the company in terms of what was in the Guidehouse report.  I think we definitely did talk about where the Guidehouse recommendations were leading, or comments were leading.  I don't think I read the full report prior to my report, but I was aware of its contents.

MR. POCH:  Okay.  Now, your report did take a look at the EPH alternative to wrestling with energy transition.  Did you discuss the -- well, first of all, was that a choice that you discussed with Enbridge?  Was that their suggestion, that you include something on that?

MR. KENNEDY:  No.  Quite frankly, it was more my suggestion to Enbridge, to highlight for parties the impact of an EPH.  And, absent dealing with energy transition, through depreciation and other methods, through a moderated approach, for example, to life estimates or other methods of dealing with energy transition, that is an approach that could be used as a blunt instrument.  And we included -- I suggested to Enbridge that we should include that as appendix for informational purposes for the company in terms of what an EPH scenario may look like.

MR. POCH:  And they obviously accepted that your retainer be expanded to include that.  Did you discuss with them the possibility of including units of production, a discussion of units of production?

MR. KENNEDY:  We talked about the concept of units of production, but, frankly, we -- I suggested to the company it wasn't a viable option now.  Then, through discussions with the company, we realized we wouldn't have the ability at this point, at the point in time we discussed, which would have been late 2021 probably, in terms of was the data and the information available.

MR. POCH:  You didn't have those scenarios, for example, that you could base it on.  Is that fair?  Okay.

Maybe this is for you, Ms. Dreveny.  Enbridge Gas was at the time, and remains, of the view that the future is too uncertain to set a truncation date.  Is that fair?

MS. DREVENY:  Yes, that's still fair.

MR. POCH:  Okay.  It strikes me that, looking at EPH as a means to address the energy transition risk, but not at units of production, is, in hindsight, an odd choice if you expect the system to remain in use, but at a different level of utilization, as Enbridge does.  Isn't units of production a better fit as a solution to this intergenerational equity concern, given what we know now, Mr. Kennedy, about the outlook of that energy that Enbridge Gas has in its consultant's offer?

MR. KENNEDY:  I'm trying to be careful with my answer here, Mr. Poch, because I like units of production as a method.  I struggle with units of production in implementing and doing the calculations, and that becomes a dilemma.

I note that units of production was widely used in the 1980s and 1990s and through the early 2000s, mostly by producing organizations or gathering pipeline systems, because that supply source was a little bit more finite and able to be estimated.

We have seen units of production take a re-emergence very lately in California, in a fairly known case in California where units of production was suggested as a solution and recommended.  I know the consultants that did that report.  In fact, I wrote the software for the consultants that did that report, in my former life.  It requires a very significant amount of data.  I have not discussed with that consulting firm in terms of how they got around that denominator question; like, what's the ultimate capacity.  And, to be fair, I haven't read all the evidence in that case.  It's a horrendous amount of evidence, and I haven't had an opportunity to review all of it, so I don't know how they solved that denominator problem.

If, in fact, it's easily solvable, it is definitely an option that I would view could be more viable in future cases, but we'd have to look at data available, the timing, and the work to do that.  I still prefer the equal life group as an option.

MR. POCH:  Well, first of all, let me say that everybody in this hearing appreciates the phenomenal amount of evidence problem.

If we wanted to do this sort of graduated, incremental approach and go with a units of production–like approach, without having to sort of land on a hard number for, as you say, the denominator, which is the problem you've just spoken of, can we not do something like, say:  We've got these two more or less bookend scenarios that Enbridge's consultants have derived based on bunch of assumptions, many of which were provided to them by Enbridge.  Could we not, you know, pick the halfway mark between them and say, let's assume that's the future, that that's the level of use we're going to see at that point in time.  Just, you know, draw a straight line from here to there and treat that as the trajectory?  Knowing full well that we're going to see a variation around that in reality, but that it's closer to what we expect than simply carrying on as if utilization will remain at its current level.

MR. KENNEDY:  Mr. Poch, can I just ask for a few minutes to consult.

[Witness panel confers]

MS. GIRIDHAR:  Mr. Poch, if I may, I'd like to answer the question around units of production, or some hybrid approach, and from the perspective of what is the unit of production we're talking about.

As you've heard me say repeatedly in the course of this proceeding, Enbridge Gas sees itself transforming into an entity that delivers -- I mean, it will go from delivering energy to today to largely delivering energy, when needed, in support of the entire energy system; so the points that I've made about reliable and resilience, and so on.

So I think to presume that the right unit of production methodology presupposes annual units of energy is somewhat dissonant with the view we have about how natural gas assets can play in an energy transition, in that it supports an overall energy system providing reliability and resilience when it's needed.   So I think there is that added complexity of what unit of production are we talking about, or what unit of energy are we talking about.

So that is just an added perspective, and not in keeping with the vision that we have.

MR. POCH:  I understand your point.  Mr. Kennedy, first of all, if we're talking about customer value, as opposed to Enbridge's point about, you know, value to society or to the system, we are really talking about gigajoules are we not?

MR. KENNEDY:  I going to need you to try the last part of that question again.  I just lost --


MR. POCH:  You know what, I'm going to leave that, because we've had a lot of discussion in this hearing about what aspects customers place value on.  I'm sure Ms. Giridhar would want to make the point about resiliency and reliability, and so on.  Let's leave that.

MR. KENNEDY:  And just to clear the record; I want to be clear on record.  The California case where they moved to unit of production, I just need to point out that, even after years of study on how to do units of production, they only applied unit of production to a very small component of their asset base.

And, secondly, on that component of asset base, it increased their depreciation expense very substantially.  And so it does -- units of production is almost the bluntest tool, as is the economic planning horizon.  And so I just wanted to make that clear on the record.

MR. POCH:  It's impact, of course, will depend on what trajectory you pick.  Fair?

MR. KENNEDY:  That's correct.

MR. POCH:  And the best we can do is pick our bests estimate.  Fair?

MR. KENNEDY:  That's fair.  And I just know that, in that case, they struggled to the point that they only implemented it on a small section of their asset group.

MR. POCH:  Sure.  And, indeed, I guess with all methodologies here, the depreciation is going to be -- the schedule is going to be different for different assets and, in units of production, you might have a steeper downhill trajectory, if you will, for assets serving in the example we spoke of earlier that predominantly serve the general service customers as opposed to one that the assets -- bigger pipes that serve industrial customers because we expect them to be more likely to use the RNG than hydrogen, for example.  Is that fair?

MR. KENNEDY:  Yes.  I do agree with that, sir.  And then that is in part the reason that I suggested moving to equal life group here.  It is a step in the direction towards that, and perhaps take the opportunity to review if unit of production can at all be feasible.

But there really is at this point, it would not be possible with the data we have in our possession immediately to try a unit-of-production calculation.

MR. POCH:  All right.  To do it, you would need someone to basically tell you, this is what we want you to assume.  Is that fair.  You would need that, as a --


MR. KENNEDY:  Well, not to assume.  But give me a forecast of the potential movement of oil through this system, given the company's vision of the system, for 20, 30, 40 years out.

MR. POCH:  Right.  Okay.  It has been suggested by others that if we want to -- look, we are dealing with the concern about stranding or underutilized assets, that there is a number of tools that should be looked at other than -- in addition to depreciation; it is rate design, and there is determining where -- who is going to bear the capital risk of stranded assets.

From your perspective, Mr. Kennedy, as a practitioner on depreciation, I think earlier you said you weren't terribly concerned about what your change from ALG, or from the existing regimes to ELG would do to return on equity and so on, and rates, because it's not -- it wasn't too significant.  And your primary concern is getting depreciation right.

And I want to say is -- can we say the same thing about addressing stranding?  We can look at depreciation, the best-fit depreciation approach to deal with the energy transition and with reducing stranding risk, without simultaneously addressing, using all these other tools, without looking at rate design, without looking at who is going to bear that ultimate risk.  These are kind of independent tools that can be layered one on top of another, but don't have to all happen at once?

MR. KENNEDY:  I am hesitating, sir, because, as you may know, my firm or the firm does a number of different components of the revenue requirement. And we talk about this over coffee and lunches and get-togethers, quite a bit.

Your thought is that there are many moving pieces.  And I think it has to be kind of struck as a team effort, if you will, in terms of the levers that are being pulled, and that everybody must be aware of which levers are being pulled in each of those areas, such that we don't miss something or we don't double-hit something, in terms of long-term risk.

And risk has an influence in many different areas, or is influenced by many different areas, I think to your point.

I will say that during the -- putting together the evidence, and we did have discussions with other Concentric groups, you know, some that have appeared in this proceeding, in terms of how we were being careful in dealing with this risk.  And is it a depreciation solution?  Is it an equity thickness solution?  Is it a rate design solution?

Our view is that those areas all have to be investigated, and there is little bit of -- it is like baking a cake; there is a little bit of all the ingredients that go into that cake, and you have to get the right [audio dropout].

So I don't know if that answers your question or not, directly, but it is something we look at, in all our practice areas.

MR. POCH:  Okay.  But if we, for example, decided to move ahead with the change in depreciation approach to help address equity concerns and stranding concerns, we could then -- down the road, we would want to, down the road then, look at things like equity thickness or rate design in the context of this new depreciation regime.  Is that fair?

MR. KENNEDY:  And, sir, I think the company may have an opinion on that, because they are the ones that have to put the right ingredients into that cake, if you will.

MS. GIRIDHAR:  If I may, Mr. Poch, I would like to respond to that question.

So the company's view is very akin to what Mr. Kennedy just said.  We do believe we have to rely on all of these tools, because there is also an intersection between the goals of these different tools.

So, for example, the company's rate design proposal of going to more of a strict -- a straight fixed-variable approach, which is a mouthful -- the idea of recovering fixed costs through fixed charges, it does more than one thing.  It addresses energy transition risk.  It addresses volumetric risk, and it helps with stranding assets in the future by ensuring that you've got the right denominator, so to speak.

So it is hard for us to say let's just look at depreciation first and we will look at rate design later, because there is a bit of an intersection of the objectives of each of these tools.  But I do agree that, in that Venn diagram, energy transition is common in all of those tools.

So I think the company's perspective is we need to be looking at all of them.

MR. POCH:  Right.  Whatever one we go first with, we have that same problem.  If we go first with rate design, you can kind of argue, well, you kind of need to know what the depreciation regime is going to be to -- in considering your rate design, too.  Fair enough?

MS. GIRIDHAR:  That is fair.  So that is why we have taken a moderated approach with respect to each of these tools, so which is why -- first of all, energy transition has informed the entire case.  Energy transition has informed discrete aspects of it.

And, you know, we spend a lot of time thinking, but what is the right balance? - because we also are cognizant that, you know, our ratepayers have to continue to see value in staying connected to the gas system.  So how you thread the needle between all these tools is important because, ultimately, value has to -- and you have said that, too, that customers have to feel they receive value from the gas service.  And that is the most important way of reducing the risk of stranded assets, is to keep customers on the system today.

MR. POCH:  All right.  Ms. Monforton, if we can turn in my compendium to page 41, which is Exhibit I.1.10-GEC-14.

There's a quote there, I think I have highlighted, that -- yes:
"Enbridge Gas agrees that an EPH approach is appropriate as a risk-mitigation strategy to address energy transition.  However, the company is not proposing to incorporate this assumption into its depreciation rates at this time, as there is not enough known regarding the impacts of energy transition on the system, and the impact of implementing an EPH is significant to ratepayers."

Am I correct that you would have the same -- you, Enbridge, would have the same view of units of production at this point in time?

MS. DREVENY:  Yes, Mr. Poch, I would agree that we have would have that same view at this time, with units of production.

MR. POCH:  All right.  Must we await certainty about the future before we address energy transition in your depreciation approach?  Because it is not likely to arrive at any time soon, is it?

MS. DREVENY:  Mr. Poch, I would agree with that, and I think it has been discussed that we will never have absolute certainty.  But I would go back to our statements around requiring the necessary -- or wanting to see some signposts, such as government legislation or moves by municipalities to trigger some of these decisions.

MR. POCH:  With ALG or ELG, aren't you implicitly picking a future by saying, at least for now, we will depreciate assets evenly over their physical service lives as if the future will mirror the past?

MR. KENNEDY:  Mr. Poch, I think it is important to understand, I think we put significant thought into our recommendation of using the equal life group for both of -- for the now-harmonized company, if you will, in large part because we viewed that as a step in the right direction towards energy transition without -- at this point in time, when the certainty is not known.

As I mentioned yesterday in my discussions with Mr. Mondrow, the equal life group is applicable even without energy transition.  It is a correct method, and it is one that does reduce the risk of stranded costs.

And in particular, in this time of uncertainty, that reduction of the risk of stranded costs in my view is important, but it still is in my view the right step to take that doesn't go too far into the certainty is more known.  So, I do view that we needed to take a step.  I view that we have done that with our recommendation of the equal life group procedure, and I would recommend to the company that, in future studies, that that continues to be looked at.  I think it's the right thing to do in any depreciation study.

MR. POCH:  Mr. Kennedy, do I take it the answer to my question is, yes, that you are implicitly picking a future, whichever methodology you used?

MR. KENNEDY:  I would suggest that the use of the average life group method is one that really kind of in essence puts your head in the sand.  Particularly using an average life group method with the significant extending of average service life estimates, that's really ignoring the impact of energy transition; whereas the equal life group with a moderated life estimate increase or in most cases decreases is a step in that direction at this point in time.

MR. POCH:  I don't disagree with you, sir, that ELG is a little more helpful than ALG in this circumstance, but, even with ELG, you are implicitly picking a future that you've got -- there is no avoiding that in the case of ELG you are basing it on history and then you are adjusting and you're being more mathematically correct.  And, as we've discussed at length, there are some benefits to that.  But you are forecasting it, implicitly forecasting a future.  You've got no choice but to do that.

MR. KENNEDY:  And that's correct, sir, and I'll agree with you on that point, that it's not as blunt of a tool as either the units of production or the EPH.

MR. POCH:  Okay.  Now, I don't think I need to take you to this.  Mr. Neme, in fact, in his evidence at page 44 relied on numbers that were provided in JT4.17, just for the record, where he noted that for in the case of EPH, if you did it in 2024, the impact on ratepayers would be $257 million; if you did it in 2028, it would be $342 million, and, in 2030, it would be $405 million.  He says, in other words, there is an opportunity cost to waiting to make changes to depreciation approaches.

Would that same concern apply to units of production implementation timing?  That is, if a significant acceleration of depreciation is determined to be appropriate, the longer we wait to implement the change, the harder it gets in the sense that there's a higher likelihood of a disruptive rate change?


MR. KENNEDY:  Yes, so I would agree with that.  The more you defer what turns out to be the right choice, is, becomes a very generationally inequitable problem.  And so that deferral of either EPH, if we could figure out units of production such that it's achievable and useable within the Enbridge systems and if even having the right information, yes, deferral of that, if we ultimately implement it, it is going to be implemented with a harsher impact on the toll-payers at that point in time.

MR. POCH:  Right.  Okay.  Final point:  If, Mr. Kennedy, if we were able to give you in effect the trajectory for at least in some, in broad terms, what the utilization rate we would like assumed to be between, say, now and 2050, for, say, general service, largely general service-related assets and largely industrial-related assets, some, that kind of a high level, if that was given to you and you were told:  Accept that; you don't need to figure that out; we understand it's an intractable problem at some level, but, you know, take that assumption -- if we gave that to you, how long would it take for you to create a new depreciation schedule for the various assets?

MR. KENNEDY:  One moment please.

[Witness panel confers]


MR. KENNEDY:  Mr. Poch, I just wanted to confer with, one, Ms. Nori, who is probably going to be charged with having to deal with it.  But we -- the challenge becomes in developing something that's even meaningful or within the universe of meaningful in terms of the calculations.  Secondly, then it's a matter of costing.  We'd have to go into the investment base of the company and say, based on those assumptions that we're taking or that were given, what assets are subject to that calculation as compared to a calculation in years?

And, having gone through this exercise in the late 1990s with Nova Gas Transmission, that was a years-long project, like not a single year; it was a multiple-year project.  And I note that that same experience occurred in California when they went to it.  Now, they went to it assuming they were doing an evidentiary quality application and in detail, but there isn't much difference in that in terms of putting together a -- in the realm of the universe that was reasonable, you still have many -- it would, in my view, the best case scenario, it would be at least a year-long project.

MR. POCH:  Right.  Thank you.  Thank you, panel.  Thank you, Commissioners.  Those are my questions.

MR. MORAN:  Thank you, Mr. Poch.  Moving next to APPrO.

MR. BOYLE:  Good morning.  Thank you, Mr. Chair.  Oh, it's Colm Boyle with BLG.  If we could pull up page 3 of the compendium, please, and I guess mark it as an exhibit first?

MR. RICHLER:  We can mark that compendium as K17.1.
EXHIBIT K17.1:  APPrO COMPENDIUM FOR PANEL 15.

MR. BOYLE:  So what's proposed for 2023, is a depreciation expense of $725 million and for 2024 is $892 million.  Do I have that correct?

MS. DREVENY:  So the 2024 test-year depreciation amount has been revised based on the capital update that was submitted, so the revised amount would be $878 million.



MR. BOYLE:  I guess the total isn't important for what I'm going to ask here.  So, embedded in those number, Enbridge is also proposing to harmonize Enbridge's and Union's depreciation parameters and apply them to combined asset groups?

MS. DREVENY:  Yes, that's correct effective 2024.

MR. BOYLE:  And so turning to page 7 of the compendium, this is the depreciation table that kind of resulted from Concentric's analysis, and you used this table to come up with your -- or "extrapolate" might not be the right word, but to generate the 2024 numbers based on a bunch of parameters and depreciation rates?  I won't go into the disagreement over what goes into this table, but, at a high level, that's kind of directionally how these numbers were generated, correct?

MS. DREVENY:  I'd say -- so this table is from Concentric.  It is derived based on their analysis, yes.

MR. BOYLE:  Yes.  So, as part of this, they generated a bunch of categories for storage, transmission, distribution, and general plant, and so, if you look at the amount that is attributed to distribution, it is about $560 million in this table, which is about 71 percent of the total, subject to check?

MS. DREVENY:  I'll agree subject to check.

MR. BOYLE:  The details of the revised amount -- I can't remember off the top of my head what you said the depreciation expense is for 2024 now, but the -- at pages 9 to 16, are how it's broken down based on asset, which is the plant, storage, transmission, and distribution?

And so, if we could turn to page 16 of that, of my compendium?  So Enbridge is proposing an increase in depreciation expense of $120.7 million.  Correct?

MS. DREVENY:  Based on this table, yes.

MR. BOYLE:  Yes, subject to the revisions.

MS. DREVENY:  Correct.

MR. BOYLE:  And so I'd like to explore a little bit as to what is driving this increase.  If we go a couple of pages to page 13 of the compendium.  So, here, distribution plant is accounting for -- well, again subject to the revisions, but accounts for $166 million of that depreciation expense.  Correct?

MS. DREVENY:  Based on the table, yes.

MR. BOYLE:  Yes.  So it, along with storage plant, which is only $7.7 million, which is on page 10, are the only ones that are resulting in increases to the depreciation rate.

MS. DREVENY:  Yes, I agree.

MR. BOYLE:  And then, when we turn to the transmission depreciation rates on page 11, the proposed rates by Enbridge are actually decreasing the transmission contribution to depreciation rates by $3.7 million.

MS. DREVENY:  Yes.

MR. BOYLE:  And so you'd agree that Enbridge's distribution assets are the main driver of depreciation expenses?

MS. DREVENY:  Going back to your previous statement, so at 70 percent, yes, I would agree.  It's the majority of the plant.

MR. BOYLE:  And so would you agree that, regardless of the methodology chosen, ALG versus ELG, the results would be kind of directionally the same?  I guess, to support my last question, would distribution assets still be the main driver, regardless of the methodology?

MS. DREVENY:  Sorry, one moment please.

[Witness panel confers]


MS. DREVENY:  Sorry, thanks.  I would agree with you generally, but would offer that it's probably not quite that simple.  There are a lot of underlying pieces regarding what you choose for service lives, net salvage, all of those pieces.  But, generally speaking, since it does make up 70 percent, you would assume that that would hold true.

MR. BOYLE:  Yes.  I recognize that it depends on what you pick for each asset, and whatnot, but...

And so, given that distribution asset, I guess what I'm trying to understand now is how this $120 million is then allocated through to Enbridge's customers.

Maybe I'll ask the question this way.  Let's take the transmission assets.  If it's a transmission-connected customer, would this decrease in $3.7 million flow through to the rates that transmission-connected customers would pay in the cost allocation?

MR. O'LEARY:  Mr. Chair, sorry to interrupt you, Mr. Boyle, but cost allocation issues are matters that are going to be dealt with in phase 3.  I'm not sure this panel is in a position to speak to such matters, and may I respectfully suggest that we deal with cost allocation issues at that time?

MR. MORAN:  Mr. Boyle?

MR. BOYLE:  I figured out that was probably going to be the answer.  Yes, I think that's all the questions I'll have for today.  Thank you.

MR. MORAN:  Thank you, Mr. Boyle.  Next up is SEC, Mr. Shepherd.

MR. SHEPHERD:  Thank you, Commissioners.  My name is Jay Shepherd.  I represent the School Energy Coalition.  I think I know some of you -- some of you quite well -- and nice to see you again, Mr. Kennedy.  It's been a while.

I want to start with -- oh, by the way, I have compendium, which I guess we should have marked.

MR. RICHLER:  The SEC compendium will be K17.2.

EXHIBIT K17.2:  SEC COMPENDIUM FOR PANEL 15.


MR. SHEPHERD:  And I guess my first question is for you, Ms. Dreveny.  Dreveny?

MS. DREVENY:  Close enough; that's fine.

MR. SHEPHERD:  Close enough.  You have lots of variations?

MS. DREVENY:  I'm probably not as picky as my husband is, but it is Dreveny.  Yes, that's fine.

MR. SHEPHERD:  Dreveny, okay.   If you could look at pages 2, 3, and 4 of our compendium.  This is from your updated evidence and it says that your depreciation is 892.4, which is what we've been talking about for the last two days, but you just said it was 878.

MS. DREVENY:  There is a revision to the depreciation amount based on the capital update that was filed.  As part of that package, we did not go back and update this section of evidence.  But, yes, the revised amount is $878 million.

MR. SHEPHERD:  So we don't have on the record what your breakdown of depreciation is yet?  I mean, we're at second-last day of the hearing.

MS. DREVENY:  I have to -- I think, subject to check, I'd have to look what's in the rate base exhibits.  I know we have the depreciation amount included in there.

MR. SHEPHERD:  Okay.  I looked through the capital update and I couldn't find it.  That's why I thought 892 was right.

MS. DREVENY:  We have an updated Concentric table based on the revised rates, but I think this specific table, we have not provided an update for within the evidence updates that were filed.

MR. SHEPHERD:  All right.  So I'm going to ask you to undertake to file an updated attachment 3 to Exhibit 4, tab 5, schedule 1.  Could you do that?

MS. DREVENY:  Yes.

MR. SHEPHERD:  Thank you.

MR. RICHLER:  Sorry, Mr. Shepherd.  Let's just record that as Undertaking J17.1.
UNDERTAKING J17.1:  TO FILE AN UPDATED ATTACHMENT 3 TO EXHIBIT 4, TAB 5, SCHEDULE 1.

MR. SHEPHERD:  You know that, when I start, I'm trying to go fast.  All right.  I'm sorry, but all my questions assume 892, but 878/892.  Let's ignore that for now because I can't do the math on the fly.

Can you tell us what amount is baked into rates?  And I don't mean what methodology is baked into rates, but what's the actual amount in your rate orders escalated to today?  What would be the amount that your rate orders would say you should collect from customers, from your last cost of service?  Do we have that on the record anywhere?  Because, again, I couldn't find it.

MS. DREVENY:  Sorry, one moment, please.

[Witness panel confers]

MS. DREVENY:  Sorry, Mr. Shepherd.  I think the most representative figure would be the $736 million, which is what our 2024 would be under the current rates, versus the proposed rate.

MR. SHEPHERD:  That 771, you mean?

MS. DREVENY:  Sorry, yes, 771.

MR. SHEPHERD:  Which, presumably -- has that now changed, too, with the capital update?

MS. DREVENY:  Yes, to 736.

MR. SHEPHERD:  But that -- see, I thought that might be true, but I looked at your last cost of service of each case and, for Enbridge's 2012-0459.  Right?

MS. DREVENY:  Yes.

MR. SHEPHERD:  And your depreciation in that case was $279.3 million.  Will you accept that, subject to check?

MS. DREVENY:  Yes.

MR. SHEPHERD:  And for Union, it was -- for 2013, it was 2013-0202.  Is that right?

MS. DREVENY:  Subject to check, yes.

MR. SHEPHERD:  And --


MS. DREVENY:  Actually, sorry, I don't think that's true.  I think it is -- was it 2011-0459?  No.  Sorry --0211?  Sorry, 2011-0211, for Union.

MR. SHEPHERD:  Okay.  And I had $196.4 million as the amount in rates.  I am not going to ask you to accept that subject to check, because I got the case number wrong, although I think I did actually look at the correct case.

But what I am going to ask you to do is I am going to ask you to undertake to provide what is the actual amount baked into rates from your original orders in your last cost of service, and then do the appropriate escalation using IRM changes and the appropriate escalation using customer growth to get to the number today, which is not going to be 736; it's going to be something else.  And I am going to get to that, in a second.

So will you undertake to do that calculation, please?

MR. KITCHEN:  Mr. Shepherd, you do understand that in a price cap mechanism there is no escalation of individual cost components; it is an escalation of rates.

MR. SHEPHERD:  Well, that suggests though that there is no amount baked into rates for depreciation.  But in fact there is an amount, because the Board has ordered an amount, and then has escalated your total price, which means your total revenue requirement, and your growth in customers, as well.

MR. KITCHEN:  The amount that was built into base rates is the amount that is considered Board-approved.  And as I said, through a price cap, there is a disconnect between individual cost components and rates.  And that is why we are here now today, is to update for the -- for what's -- what would be in rates.

MR. SHEPHERD:  So, I am sorry, is the company refusing to attempt this calculation?

MR. KITCHEN:  No, I am not saying we are refusing to attempt the calculation; all I am saying is that it is -- from my perspective and the company's perspective, there is no escalation of individual cost components.

MR. MORAN:  If I may, I think we understand the point you are taking, Mr. Kitchen, about the price cap.  But I think there is value to understanding the answer to the question that Mr. Shepherd is asking, and I assume that is a caveat; what you are saying is a caveat to whatever answer you provide?

MR. KITCHEN:  That's right.

MR. MORAN:  We will have the undertaking, then.

MS. GIRIDHAR:  And may I try to clarify the second part of that ask, Mr. Shepherd?  So I understand the piece about escalating by whatever the index was in each of the years since the last cost of service.  Could you just explain the piece about growth?  What is it that you would like us to apply?

MR. SHEPHERD:  Well, yes.  Well, because the amount baked into rates is for a particular revenue requirement, a particular number of customers.  You have had more customers since then, so you have higher revenue.  That higher revenue includes a component, which is depreciation.

MS. GIRIDHAR:  So it is just the percentage growth and revenue attributable to customer growth --


MR. SHEPHERD:  Yes.

MS. GIRIDHAR:  -- applied to the base depreciation and escalated.  I see.

MR. SHEPHERD:  That is correct.

MS. GIRIDHAR:  Thank you.

MR. SHEPHERD:  So we are good?

MS. GIRIDHAR:  Yes.  I was just trying to understand.  Yes, thank you.

MR. RICHLER:  That will be J17.2.
UNDERTAKING J17.2:  TO PROVIDE A CALCULATION OF PERCENTAGE GROWTH AND REVENUE ATTRIBUTABLE TO CUSTOMER GROWTH, AND APPLIED TO BASE DEPRECIATION AND ESCALATED.


MR. SHEPHERD:  And the reason I ask that is because I looked at the distribution revenue requirement in those cases, and the depreciation as a percentage of distribution revenue requirement was 23.6 percent.  But now, you are asking for 29 percent.  And so I am -- sorry, did I say 26.3?  I meant 23.6 percent.

And now, you are asking for 29 percent.  Well, I guess it is slightly less than that now, because you just changed it.  And I am wondering, have you calculated the difference between those two?  Because as you collect more in rates for depreciation, that means that customers are paying more for the same thing.  Right?

MS. GIRIDHAR:  I am trying to understand; what is the thing you are talking about?

MR. SHEPHERD:  The thing is recovery of capital.  Your revenue requirement has certain components; one is recovery of capital.  Recovery of capital has gone up by five-point -- whatever, 5.3 percent, I think, or 5.4 percent.

MS. GIRIDHAR:  Right.   So I am assuming you are referring to the fact that, as a component of revenue, a revenue requirement, the capital piece has gone up --


MR. SHEPHERD:  Yes.

MR. GIRIDHAR:  -- relative to O&M, et cetera?

MR. SHEPHERD:  Yes.

MS. GIRIDHAR:  Yes, I understand now.

MR. SHEPHERD:  Okay.  So the reason I ask that is because some of that is as a result of Mr. Kennedy's recommendation.  But his recommendations only account for $120 million.

This difference is actually -- I did the math here:  $163 million.  Do you know what the other difference is?  Is that just you have become more capital intensive?

MS. GIRIDHAR:  Mr. Shepherd, I think we can agree that if the proportional share of depreciation and revenue requirement has gone up beyond the escalations applied, then it would be as a result of service becoming more capital intensive.

MR. SHEPHERD:  Okay.  And you are proposing that is going to continue over the next five years, right?  You are going to become more capital intensive; we have seen your capital plan.

MS. DREVENY:  Yes, I would agree with that, Mr. Shepherd.

MR. SHEPHERD:  Depreciation is unique, accounting depreciation or regulatory depreciation is unique, because you have to gross it up to get to the impact on rates.  Right?

MS. DREVENY:  Yes, correct.

MR. SHEPHERD:  Because depreciation is not tax deductible, and therefore you divide by 0.735 to get to the rate impact of a depreciation amount.  Correct?

[Witness panel confers]

MR. RUTITIS:  That is correct.

MR. SHEPHERD:  So if you have a $100 million increase in depreciation, you have a $136 million increase in rates as a result of that depreciation increase.  Correct?

MR. RUTITIS:  Yes.  Taking that simplistic view, yes.

MR. SHEPHERD:  Well, how is it --


MR. RUTITIS:  There would be, like, a rate-base impact driven by your depreciation as well that would need to be taken into consideration.

MR. SHEPHERD:  Because rate base is going down, and so that -- in fact, we saw the calculation in -- I think I have it, on page 25 of our materials.  This is your calculation of impacts.  If you go up a little bit, Angela, and you see $163.7 million as a result of Mr. Kennedy's impacts, less $3.3 million as a result of the decrease in rate base.  Right?

MR. RUTITIS:  Correct.

MR. SHEPHERD:  So it is not exactly correct to say the increase is just divided; there is a small variation?

MR. RUTITIS:  Correct.

MR. SHEPHERD:  Okay, thank you.  I ask this because your deficiency is $294.1 million.  And if we gross up the change in your depreciation from what is baked into rates, to now, we get a substantial portion of your deficiency, don't we?

And we can argue about what percentage it is, but it is a big -- it is more than half?

MS. DREVENY:  Apology, I can't speak to the details of the deficiency.

MR. SHEPHERD:  Well, but Ms. Giridhar can, because she is in charge of this whole thing.

MS. GIRIDHAR:  You overestimate my capabilities, Mr. Shepherd, when it comes to the details.

MR. SHEPHERD:  I'm just saying what I've heard internally from Enbridge employees.

MS. GIRIDHAR:  I am not intimately familiar, actually, with all of the components, but I think, if you are referring to the fact that the 160.4 as a proportion of 294 as more than 50 percent, I can agree with that.

MR. SHEPHERD:  Okay.  I just want to ask a little side question on this tax gross-up thing.  Could you look at page 5 of our materials.  One of the things you've recommended is that, for computer hardware and software, which are very fast-depreciation assets, right, both from a tax point of view and from a non-tax point of view?

MS. DREVENY:  Correct.

MR. SHEPHERD:  All right, and what you've recommended -- I think this as a result of Mr. Kennedy's recommendation -- is that you close the existing accounts, so you've not closed them but stop adding assets to them and let them play out, and set up new accounts for new assets starting January 1st, 2014, correct?

MS. DREVENY:  Yes, that's correct.

MR. SHEPHERD:  Have you had somebody look at whether there's a tax impact to that?

[Witness panel confers]


MS. GIRIDHAR:  Mr. Shepherd, before Ms. Dreveny responds to this question, I just want to reflect on a previous answer about becoming more capital intensive as a result of the 2.5 billion increase in rate base.  I'm not sure that we can come to that conclusion because we don't know what the escalation attributable to other aspects of the revenue requirement are because, you know, this is a consideration in Phase 2 of the proceeding with respect to years beyond 2024.  So I think I'd like to change that response to we don't know.

MR. SHEPHERD:  Okay.

MS. DREVENY:  Sorry.  Going back to your question around the tax impacts, I think we've discussed and we have an opinion but neither of us are really qualified in the tax area, so, if you'd like more information, I think we'd have to take that away.

MR. SHEPHERD:  Well, so, intuitively -- I was a tax lawyer -- intuitively, there should not be an impact, but I also know that the devil is in the details, and so I assume you asked somebody:  If we're going to did this, what are the impacts?  So I'm going to ask you to undertake to tell us what advice you got on this.

MR. O'LEARY:  We will give that undertaking but on a best-efforts basis.  We don't know what kind of time requirement it's going to take a tax lawyer if it hasn't been done already.

MR. SHEPHERD:  I'm not asking you to do it if it hasn't been done; I'm asking you to just give us the advice you've already got.  I understand we are late in the day, actually --


MR. O'LEARY:  That's fine.

MR. SHEPHERD:  You know, tax lawyers take forever.

MR. RICHLER:  J17.3.
UNDERTAKING J17.3:  TO ADVISE ON TAX IMPACTS ON CLOSING EXISTING ACCOUNTS AND SETTING UP NEW ACCOUNTS FOR FAST-DEPRECIATION NEW ASSETS.


MR. SHEPHERD:  So I want to go to my next area, which is ELG versus ALG, because we haven't talked about that enough.  And I -- my first question for you, Mr. Kennedy, is, if we look at page 7 of your materials, this is your transmittal letter for your report, right?

MR. KENNEDY:  That's correct, sir.

MR. SHEPHERD:  And you have a phrase there which I've never seen in a transmittal letter:
"We gratefully acknowledge the assistance of Enbridge Gas personnel in the completion of the review."

Does that suggest that Enbridge Gas personnel were more actively involved in this than would normally be the case?  Is that a fair conclusion from that?

MR. KENNEDY:  No, it's not, sir.  The -- I think that statement is in most of our depreciation studies.

MR. SHEPHERD:  Is it really?

MR. KENNEDY:  Maybe it's because we are more polite than some of our competitors, but --


MR. SHEPHERD:  I was going to say the same thing.

MR. KENNEDY:  -- I'm not sure.  But I think it's in most of our studies.

MR. SHEPHERD:  Okay.  So, and Enbridge Gas were involved in providing information --


MR. KENNEDY:  Yes.

MR. SHEPHERD:  -- but they weren't telling you what your conclusion should be or what they wanted to see?

MR. KENNEDY:  Absolutely not.  I mean we engaged in discussions in terms of policies and potential changes to policies, equal life group versus average-group life, in terms of, you know, what that would mean to the company.  But, no, we received no pressure from the company to make any one recommendation over another.

MR. SHEPHERD:  But they would have raised things like, if you talked to them about units of production, which is one of your favourite methodologies, they would have said:  Yes, but I don't know whether we have enough information for that?

MR. KENNEDY:  That's correct, and maybe even we described the unit of production to them -- and I know we had a meeting on that topic -- it was, yes:  Do we have the information?  What does it mean?  What does it do?  Does it increase our risk of stranded costs?  Does it reduce our risks?  We had a discussion, but, yes, that's what we're referring to here.  We had a flow of information back and forth, and the company was very helpful in terms of we dealt with two very large databases that we had to smash together in the harmonization of the company, and we probably would have became the accounting group's worst friend over that period of about a year as we tried to harmonize those accounts and all that detailed databases into one that we could use.  So that was the genesis of that statement, that they --


MR. SHEPHERD:  Okay.

MR. KENNEDY:  -- provided great assistance to us, and they were available for bouncing ideas off of and giving us positive feedback in the term that they were very sincere in their feedback to us about the impacts it could have and if it helps resolve any issues.

MR. SHEPHERD:  There is, in a study like this there is a lot of dialogue back and forth, both information and also ideas and preferences, if you like.  I'm not saying that in a bad way.  But it's -- you treat that as useful input rather than direction, right?

MR. KENNEDY:  Absolutely, sir, and --


MR. SHEPHERD:  Okay.

MR. KENNEDY:  -- you'd find many studies on records where the companies disagreed with my recommendations, and that's fine.  We make a recommendation, and it may or may not be applicable as something the company could implement.

MR. SHEPHERD:  Okay.  I wonder if you could go to page 8 of our materials, and this is an example you've given of the difference between ELG and ALG, which we've talked about at some length over the last couple of days.  And I want to ask a preliminary question.  I'm right, am I not, that really the most precise way, the most mathematically correct way, of depreciation is asset by asset?

MR. KENNEDY:  It is, providing you can identify each and every asset investment.

MR. SHEPHERD:  Garbage in, garbage out.  I get that.  But, if you have good information, then asset by asset is the most precise?

MR. KENNEDY:  It is, and I'll try to be very brief.  In a utility that has thousands and thousands of miles of pipe, one is to identify what's the asset?  Is it a mile of pipe?  Is it a kilometre of pipe?  Is it a foot of pipe?  So that concept of group depreciation really came out of that ability that any investment group has literally thousands if not millions of assets.

MR. SHEPHERD:  Now, the reason you say that equal life group is more precise than average life group is because equal life group is closer to asset by asset than [audio dropout], right?

MR. KENNEDY:  It is a step in that direction of being more precise, recognizing the individual life of the assets.

MR. SHEPHERD:  So, by creating all these subgroups, componentizing an account, you're trying to get to something closer to all assets being depreciated by their specific life?

MR. KENNEDY:  That's correct, sir, and in fact, for clients that follow the international reporting standards, we find that the ELG meets the standards' requirements for that, and so many of the clients on our list converted to the equal life group as part of their conversion to the international reporting standards for that precise reason.

MR. SHEPHERD:  So, I want to go to that table, then, on page 8 of our materials, which is from your report, because what I noticed is that it's a terminal account, which is actually one of the criticisms from InterGroup, is that it's a terminal account.  You basically just put an asset in on each side and then show the life depreciation of that asset, right?

MR. KENNEDY:  In this example, sir, because you've tried to simplify a very complex topic.

MR. SHEPHERD:  I do understand that.  But that's not the real world.  Right?  The real world doesn't look like that.

MR. KENNEDY:  In very few accounts, it would look like that; but, yes.

MR. SHEPHERD:  So what really happens -- tell me whether this is correct -- is there are assets being added every year and the cost of them is inflating every year, typically.

MR. KENNEDY:  Yes.  As there are assets retiring every year in various groups, et cetera.

MR. SHEPHERD:  Exactly.   So what I'm -- and everybody in this room will tell you, I love spreadsheets.  So this is a spreadsheet.  Right?

MR. KENNEDY:  It is.

MR. SHEPHERD:  And so I just made it more complicated.  And what it appears to me, and tell me whether this is right, is that, if you do what it looks like in the real world, add assets every year and retire them on the normal pattern, and inflate the assets, you would get to the point where ELG is about 30 percent higher than ALG every single year.

MR. KENNEDY:  Sir, it's our -- and we ran ELG versus ALG calculations consistently.  Your 30 percent is quite overstated.  In reality, it is more like a 10 percent.


MR. SHEPHERD:  Okay.  Well, that's not what my spreadsheet says, so I'm going to ask you, if you could, to take this spreadsheet, exactly this spreadsheet, and, instead of adding just 1,000 for each side in the first year, add 1,000 for each side for all years, each year, and inflate those, pick any inflation number you want, and do it for 40 years.  That's pretty straightforward.  Right?  It took me 45 minutes.

MR. KENNEDY:  Yes.  Now, you also have to recognize that I need an assumption around the retirements.

MR. SHEPHERD:  You have an assumption around the retirements.  They retire exactly at the end of their life.

MR. KENNEDY:  At the end of the estimated equal life group within the Iowa curve?

MR. SHEPHERD:  Yes.

MR. KENNEDY:  Sir, that isn't a 10-minute job.  I'm not sure how you did yours in a few minutes, but you're better at Excel than I would be.

MR. SHEPHERD:  Probably not.

MR. KENNEDY:  It is a fairly large job.  We did provide into the record the ELG calculations for this company.

MR. SHEPHERD:  All right.  So are you saying you can't do that, or you won't do that?

MR. KENNEDY:  Well, I'm cognizant of the time around trying to get the undertakings prepared and back into the record.

It's not something that would be next week before we get through that, in that we do have to look at each of those groups.  And it's not just a matter of pumping them into Excel because, at any retirement, for example, the retirements that would occur at age five, in your example, there are going to be five different vintage years in there, and each of those vintage years is going to have multiple groups behind them.  And you have to do that calculation for each of those subgroups.

MR. SHEPHERD:  Well, no.  Actually, your assumption is that, at the end of year five, you retire the ones that were in year one.  So that's easy in a spreadsheet.  You just point to the number.

MR. KENNEDY:  That's a very simple -- and that's why you're getting such an exaggerated number, sir.  In the real world -- again, I've got to go back to the comment that this is a simplistic example.  In the real world, what happens -- and that's what the premise is -- is try to identify the individual investment that is going to come out in real life.  This is actually modeling, if you will, a very simple -- you've got two assets in the group.  Now, we're going to be putting five assets in the group, but you are going to do it for 40 years.  So you've got a lot of retirements going in and additions coming out.

MR. SHEPHERD:  All right.  So I have to ask on the record for you to do that.  I'm going to do it, I'm going to include it in my argument, and Mr. O'Leary is not going to be able to complain about it because I asked you.

MR. KENNEDY:  Well, sir, the evidence we have is this example.  I'm not sure if there is any other evidence on the record of a different example.

MR. SHEPHERD:  Yes.  But the problem, Mr. Kennedy, is that you appear to be explaining a mathematical relationship between the two methodologies.  There is a mathematical relationship between the two methodologies in a growing utility and your example, if done over a period of time with a growing utility, would show that.

MR. KENNEDY:  One second, sir.

[Witness panel confers]

MR. KENNEDY:  Sir, just before totally say we can't undertake that, I just want to understand.  So you are suggesting, for each of 40 years, we would model two assets going in, one being a five-year asset, one being a 10-year asset?

MR. SHEPHERD:  A 15-year asset.

MR. KENNEDY:  A 15-year asset, I'm sorry.

MR. SHEPHERD:  Yes.  And you escalate those assets each year, choose any inflation rate you want, and you then remove them on retirement at the end of their useful life.
MR. KENNEDY:  And, sir, the -- one minute again.

[Witness panel confers]


MR. KENNEDY:  Sir, we can do the calculation.  We are going to have to -- and I'll take it with the provision that it's going to include a number of assumptions around that.

MR. SHEPHERD:  That's fine.

MR. KENNEDY:  Which, in my view, may not -- it may be so assumed, if you will, that I'm not sure it's going to provide any benefit, but we would be billing to do the work to do that.  It would probably be early next week before that undertaking is completed.

MR. SHEPHERD:  No rush.

MR. KENNEDY:  I'm not sure if that meets the timing or not.

MR. SHEPHERD:  And you will provide it in Excel format.

MR. KENNEDY:  It is going to be Excel, probably with many pages of assumptions in writing behind it.

MR. SHEPHERD:  That's wonderful.  Thank you so much.

MR. RICHLER:  That's J17.4.
UNDERTAKING J17.4:  USING MR. SHEPHERD'S SPREADSHEET, TO ADD 1,000 FOR EACH SIDE FOR ALL YEARS, EACH YEAR, AND INFLATE THOSE USING ANY INFLATION RATE, OVER A 40 YEAR PERIOD.


MR. SHEPHERD:  I just have two other areas that I want to deal with.  The first is you talked a lot with Mr. Poch about economic planning horizon and other methods of recognizing the energy transition.  It's correct, isn't it, that part of standard calculation of useful lives is obsolescence?

MR. KENNEDY:  If I can paraphrase your question -- tell me if I'm doing it wrong -- is that, as we select an average service life, we look at historic transactions and we look at future considerations, one of which is either economic obsolescence, technological obsolescence, changes in the manner in which the asset are used, et cetera.  So obsolescence is one of the considerations, sir, yes.

MR. SHEPHERD:  So I want to you to turn to page 20 of our materials.  And one of the examples here is communication structures and equipment.  Now, this is the company's evidence, but I think you actually gave this response.  And you commented that you shortened the lives due to the impact of changing technology.

So that's a typical example where, if technology is changing, even though the technology might last a long time, you don't assume that your going to have it in use for that long.

MR. KENNEDY:  Ms. Nori is kind of getting excited, because this is her area of the rate selection.

MR. SHEPHERD:  Oh, yes?  Awesome.

MS. NORI:  Yes.  We did shorten the life of this account, based on the impact of technology in the account.

MR. SHEPHERD:  And couldn't you do that to reflect energy transition, as well?

MS. NORI:  I would say there are many accounts in which we included the impact of energy transition on our average service life recommendations.  You wouldn't want to just make a wholesale reduction for every account by a specific amount, but it was a consideration in the selection of Iowa curve and average service life.

MR. SHEPHERD:  Well, that wholesale reduction would be economic planning horizon.  Right?

MS. NORI:  Exactly.

MR. SHEPHERD:  And you might do it account-by-account, but it is the same concept.

MS. NORI:  To an extent.  I think economic planning horizon is more blunt, as Mr. Kennedy said, simply because it selects a given year, as opposed to selecting an average age.

The Iowa curves use the age of the assets.  So if an asset is installed in 2021, and it has a 50-year maximum age, that will come out in 2071 regardless of the economic factors, whereas an economic planning horizon will pick a given year.  So...

MR. SHEPHERD:  No, understood.  It is a very rough and ready tool.

MS. NORI:  Yes.

MR. SHEPHERD:  See, the reason I ask this is because I looked through your report in your choices of lives, and I didn't see a mention of decarbonization or energy transition anywhere in those choices of lives.

I would have understood it, but the only mention I find is things like, you know, computers don't actually -- aren't actually in use as long as they could be.

MS. NORI:  As Mr. Kennedy noted yesterday, we did have that section at the beginning of the report discussing decarbonization as one of the factors we considered throughout the report.

MR. SHEPHERD:  I understand that, and yet you chose lives that look like they are wrong.  You have Iowa curves as InterGroup and Mr. Bowman -- is that right?

MS. NORI:  Yes.

MR. SHEPHERD:  I am kind of confused -- have said.  Looks like they are wrong.  And yet you don't say, well we chose the wrong one because it is actually right because of the energy transition.  That seems weird.

MS. NORI:  We selected our lives prior to Mr. Bowman putting in his evidence, so I couldn't comment on Mr. Bowman's selections when I was writing the report.

However, we did consider the impact of energy transition on every account, which is why we discussed it at the beginning of the report.

MR. SHEPHERD:  Well, that is exactly the reason why you would probably mention it throughout the report, is this life, although the better fit, the better statistical fit is this curve, we chose this curve because of energy transition.  You didn't do that anywhere, did you?

MS. NORI:  We did not include in the account-by-account description a discussion of energy transition.  No, we included that discussion at the beginning of the report.

MR. SHEPHERD:  Okay.  So what you are saying is you did do the same sort of thing as you did with communications, structures and equipment --


MS. NORI:  Correct.

MR. SHEPHERD:  -- for an energy transition.  You just didn't tell us.

MS. NORI:  I didn't include it in the account-by-account write-up, no.  But it was included in the beginning of the report.

MR. SHEPHERD:  All right.  I wonder if you could look at page 21 of our materials?  And you estimate that if you were to decommission all assets currently in service, the current cost would be $6.9 billion.  That is your estimate, right, Mr. Kennedy?

MR. KENNEDY:  Yes.

MR. SHEPHERD:  And I think you said that that is not an actual calculation of what it would cost to decommission them.  It is using the normal techniques for estimating net salvage, but doing it as of today.  Right?

MR. KENNEDY:  Yes.  And again, I am going to paraphrase your question just to make -- you can tell me f I am wrong.

MR. SHEPHERD:  Okay.

MR. KENNEDY:  We based that number on our traditional net salvage estimates, if you will, before we did the CDNS adjustments for going forward and coming back.  So it is based on an estimate, but that estimate is based on the historic indications of salvage.

Now what we did not do, and I think this is your question, we did not engage an engineering firm to go out and say this compressing station is going to cost $5 million to remove and reclaim, this abandonment of the pipe is an X dollar.

So it is not an engineering-based, asset-by-asset or location-by-location look of the actual cost for a firm to come in and do the decommissioning, today.  It is an estimate based on the actual costs that have been incurred to decommission certain assets, historically.

MR. SHEPHERD:  So you are assuming that future decommissioning costs will be similar to past decommissioning costs, and therefore you can simply, empirically, estimate the future -- the current costs?

MR. KENNEDY:  Yes.  That would be the assumption, if you will.  If anything, that assumption tends to maybe slightly underestimate the cost of removal.

MR. SHEPHERD:  Now, Ms. Giridhar, that looks like a big number.  But if you actually had to shut down the system today -- and I know you don't want to -- you would also have the stranded assets, right? - of 21-point-whatever billion dollars of capital assets that are in service right now.  Right?

[Witness panel confers]

MS. GIRIDHAR:  So, Mr. Shepherd, in your hypothetical scenario -- and I would say I think we wouldn't want to shut the system, and Ontario wouldn't want to shut the -- shut their system down.

MR. SHEPHERD:  I see.  That is fair.

MS. GIRIDHAR:  In that hypothetical example, I think the net book value is $16 billion, not $21 billion.

MR. SHEPHERD:  The...?

MS. GIRIDHAR:  Of our assets.

MR. SHEPHERD:  The net book value of the assets, today?

MS. GIRIDHAR:  Yes.

MR. SHEPHERD:  Okay.  Plus $6.9 billion for the removal costs --


MR. GIRIDHAR:  That's right.

MR. SHEPHERD:  -- net of anything you can get on sale.  But that is already in the removal costs, right?  Net salvage includes proceeds of sale?

MS. DREVENY:  Yes.

MR. SHEPHERD:  All right.  So my last area is SRC, which will be short.  And I am sorry for going so long, Commissioners; I did not expect it to take this long.

And I just have one area on this, because the experts agree on CDNS.  They agree, no seg fund, but they disagree on the discount rate.  Right?

MR. KENNEDY:  That is correct, sir.

MR. SHEPHERD:  So this is for Enbridge:  What is the current CARF?  Or CARFR, whatever -- however you pronounce it.  Not the 3.75 that Mr. Kennedy used, but the real one, today.

MS. DREVENY:  Sorry, we don't have that available with us today.

MR. SHEPHERD:  Will you undertake to provide it?

MS. DREVENY:  Yes.

MR. RICHLER:  J17.5.
UNDERTAKING J17.5:  TO PROVIDE THE CURRENT CARFR RATE.


MR. SHEPHERD:  And still on SRC, Mr. Kennedy, you are familiar with how we do nuclear decommissioning costs in Ontario, roughly?

MR. KENNEDY:  I am somewhat familiar with it.  Those are calculations I have not prepared, but I am familiar with the concepts.

MR. SHEPHERD:  It is a classic ARO methodology.

MR. KENNEDY:  Exactly.

MR. SHEPHERD:  Right.  And conceptually, the approach that you are proposing for SRC is similar -- not the same, but similar?

MR. KENNEDY:  Similar in nature, yes.

MR. SHEPHERD:  Can you tell us the sort of -- the one or two top differences between the two, the ones that matter?

MR. KENNEDY:  I also do Ontario Power Generation, as one of my clients.

MR. SHEPHERD:  There you go.

MR. KENNEDY:  But I do not do the asset retirement-obligations calculations for them.  So I would have a hard time understanding what they -- I could not tell you the discount rate that they are using, for example, and what that is based on in their calculations, as that is outside my mandate for them.

One of the obvious ones though is I do understand that it is based on an engineering-based cost estimate for decommissioning of the assets.  I would think that is probably the largest and, again, I am not familiar with the discount rates used or the inflation rates used in the calculations of the ARO.

MR. SHEPHERD:  Okay.  So in the context of the energy transition, where the possibility of actually having to decommission assets is presumably higher today than it was 20 years ago for a gas utility, why doesn't Enbridge do an engineering estimate of decommissioning?

MR. KENNEDY:  Sir, I am going to --


MR. SHEPHERD:  Sorry, I am going to ask Enbridge first.

MR. KENNEDY:  Yes, just because I am going to pass that Ms. Giridhar.

[Witness panel confers]

MS. GIRIDHAR:  So, Mr. Shepherd, I will start off by saying that we are not forecasting a mass retirement of our assets at this point.

MR. SHEPHERD:  Okay.

MS. GIRIDHAR:  So that is the primary reason.  But I think I am also going to go back to the points that we have made previously.  And I think in SEC 28, we answered an interrogatory response that talked about our $16 billion worth of underground assets, the amount of energy they deliver, the fact that, you know, on a peak basis, it is a quarter of the electricity system, for instance.

But we also made this point around the potential future of being able to repurpose these underground assets, particularly if -- I think all of this is predicated on a scenario where nobody connects to gas anymore because 100 percent of their needs are met through electricity; that's the premise of this question, the mass decommissioning of our energy-delivery system to 3.9 million customers.  And, you know, there are a number of things that strike us about this.

MR. SHEPHERD:  Sorry --


MS. GIRIDHAR:  First of all --


MR. SHEPHERD:  -- I'm going to stop you because we've heard that already, and --


MS. GIRIDHAR:  Yes.

MR. SHEPHERD:  -- that wasn't really my question.  Your first answer, which is the primary reason is you don't think that you're going to have to decommission this stuff, I get that.  We may disagree, but my question was rather about whether the probability that you will have to decommission assets is increased.  I think you'll agree that it is; that's what your cost of capital witness said.

MS. GIRIDHAR:  Yes, there is uncertainty.

MR. SHEPHERD:  So there is a probability, a higher probability, and so what is stopping you from doing an actual engineering estimate of what it would cost?

MS. GIRIDHAR:  I think I was trying to get to that point.  We are trying to understand what, how these assets might be re-purposed in the eventuality that the assets are not needed yet, and that was the point I was trying to get to.

MR. SHEPHERD:  Oh, I see.

MS. GIRIDHAR:  And so, for us to do an engineering estimate, I think we'd have to understand how these, in our opinion, very valuable underground conduits could be used for alternate purposes other than low-carbon gases.  So can they be used for fibre optics?  Can they be used for electric cables?  Given that these assets, these distribution assets that are 70 percent of our asset base, are largely in very dense urban areas where underground space is at a premium, is there an opportunity to repurpose them because they provide more resilience?  That was the point I was trying to get to.

So I think, for us to do an engineering estimate at this point, you are going to have to presuppose that the only thing you're going to do is either cap them or be forced to rip them out because they are not needed anymore.  I think you'd have to make that assumption.  It has been much easier to make those assumptions, we believe, for upstream and midstream assets that traverse the country and go across farmers' fields and are 48 inches in size, for example.

MR. SHEPHERD:  So this is sort of the reduce, re-use, recycle sort of approach as opposed to just throw them in the landfill.  It makes more sense if you can re-use them or repurpose them in some way?

MS. GIRIDHAR:  Exactly, and the fact that they are installed already and can be conduits is the thinking.  Now, we haven't done any work.  There isn't an industry solution now.  I'm sure we don't have regulations that allow us to put, you know, cables instead of gas at this point, so this is future looking, just like everything else about energy transition is.

MR. SHEPHERD:  Thank you very much.  Thank you for your indulgence, Commissioners.  Those are my questions.

MR. MORAN:  Thank you, Mr. Shepherd.  We'll take the morning break and resume at 11:20.
--- Recess taken at 11:06 a.m.
--- On resuming at 11:21 a.m.


MR. MORAN:  OGVG is up next.  Mr. Buonaguro.
Cross-Examination by Mr. Buonaguro:


MR. BUONAGURO:  Thank you very much.  Good morning, panel.  My name is Michael Buonaguro.  I am counsel for the Ontario Greenhouse Vegetable Growers.  And I just have are a few questions.

I'd like to start first with your exhibit, your compendium for this panel, so K16.2, page 4.  My understanding is that this is a new exhibit.  This was introduced for the first time in this compendium, although most of the information is pulled from other exhibits.  Is that correct?

MS. DREVENY:  Yes, that's correct.

MR. BUONAGURO:  And so what I'm interested in -- and I'll go by column number.  They aren't numbered, but there are seven columns here.  And my understanding is that this exhibit is based entirely -- sorry, these tables are based entirely on the year-end 2021 data that was used to compare the different curves, the different implications between Concentric's evidence and the combined evidence of IGUA and OEB Staff.  Is that right?

MR. RUTITIS:  That's correct.

MR. BUONAGURO:  And so, if we scroll down to the bottom, which totals up the differences, I understand that the first box, total depreciation accrual 2021 study, that's all evidence that I can find in the record and is actually based on the tables above.  And I understand, in the second box, the $892.4 million figure and the 810 figure, I can get that from the evidence, but I can't get the constituent evidence that makes up the 572.6 number or the 509.9 number.  Is that right?

MR. RUTITIS:  That's correct.

MR. BUONAGURO:  So, if you go back up, is it possible to get the line-by-line impacts that make up those two figures so that I can do sort of an apples-to-apples comparison?

MS. DREVENY:  Sorry, one moment, please.

MR. BUONAGURO:  Sure.

[Witness panel confers]


MS. DREVENY:  I think we can provide that.

MR. BUONAGURO:  Thank you very much.

MR. RICHLER:  J17.6.
UNDERTAKING J7.6:  TO REVIEW THE TABLE AT K16.2, PAGE 4, TO PROVIDE LINE-BY-LINE IMPACTS MAKING UP THE 572.6 NUMBER AND 509.0 NUMBER.


MR. BUONAGURO:  And, just for the record, with respect to page 4 of K16.2, I believe that the undertaking is to essentially reproduce columns 4, 5, 6, and 7 -- or, I guess it's 5, 6, and 7 -- updated to 2024 values.  Does that make sense?

MR. RUTITIS:  Correct.  And you're looking for the values, not the change.

MR. BUONAGURO:  Well, for example, for asset line 452, based on the 2021 values, you have a negative $1.053 million figure.  I'm assuming that there's an updated figure that represents the 2024 equivalent reduction.  That's what I want to seek.

MR. RUTITIS:  Okay, that's clear.

MR. BUONAGURO:  For all of the asset classes.  Thank you very much.  Now, if I could take you to an exhibit that I produced a few days ago.  I called it the -- there you go -- OGVG depreciation exhibit.  And you can see this is my simplified version of what I think your page 4 was meant to represent, although yours is much prettier.

And you can see I highlighted in yellow the figures, or the reductions, related to what I call the IGUA OEB Staff expert numbers, because I only had the 2021 numbers available.  So these were -- I assume these were representative, or illustrative, as opposed to actual.  And so now I'm going to get the full numbers, so, if I want to redo this, I can.

But I'd like to discuss just a few parts of this table.  So, the reason I did it is I wanted to try to figure out where the bang for the buck was in terms of the difference between ELG and ALG, and then the difference between the curves between Concentric curves and OEB IGUA curves.  And I think the most obvious thing that leapt out to me was that a lot, or most, of the impact is in the distribution plant.  Correct?

MS. DREVENY:  Yes, that's correct.

MR. BUONAGURO:  And I understand that part of that is because distribution is the largest part of the system, obviously.  But also, particularly when we talk about the different curves, the difference between the Concentric curves and the IGUA OEB curves is largely concentrated in the distribution plant.  Isn't that correct, as well?

MS. DREVENY:  I'd say that's fair, yes.

MR. BUONAGURO:  Okay.  And you can see, at the bottom, first, I did a total depreciation -- and we've talked about the 892.5 number versus the 810 number, for example -- and then I divided it out by different area; storage, transmission, distribution, and so on.

The last one, I wanted to see what was happening in distribution only, so what was the impact of going from ELG to ALG on the distribution asset categories.  And then, again, the difference in curves between the Concentric and IGUA or OEB Staff, and those categories.  And what I saw was that the main impacts were really four categories; mains, services, meters, and regulators.  Is that fair?

While you're thinking about it, I'm reminded that we didn't get an exhibit number for my OGVG depreciation exhibit.  Thank you very much.

MR. RICHLER:  Yes, thank you.  The OGVG compendium, or rather, depreciation exhibit is K17.3.
EXHIBIT K17.3:  OGVG DEPRECIATION EXHIBIT.


MS. DREVENY:  I would say it is correct for three accounts.  So, looking at this, it's mains, services, and meters.  Regulators doesn't seem to be impacted, based on your table.

MR. BUONAGURO:  Well, it's not impacted by the difference between ELG and ALG, but it is impacted in the difference between the curves.  Correct?

MS. DREVENY:  Yes, agreed.

MR. BUONAGURO:  Okay.  And so, when I look at that -- and this is my assumption; I'm asking you to confirm this
-- when we talk about stranded assets, it's my understanding that, any time a customer disconnects from the system, the assets that are almost universally stranded, there is always going to be a regulator that's stranded, a meter that's stranded, and a service that's stranded.  Isn't that generally true?

MR. KENNEDY:  Sir, I think you're perhaps correct in terms of what's going to be retired.  Now, I'll take a bit of an exception -- well, not exception -- to the use of the word "stranded" costs.  It is highly possible you could retire a meter or a regulator that's fully depreciated, and therefore has no component of stranded cost.

MR. BUONAGURO:  Sorry, you are talking about the difference between stranded assets and stranded costs?

MR. KENNEDY:  That's correct, sir.

MR. BUONAGURO:  Right.  I'm talking just at the level of stranded assets.  And so, any time someone disconnects, those assets are going to be stranded.  And then the question -- so those are the ones you are probably most concerned about in terms of making sure that the costs aren't also [audio dropout].


MR. KENNEDY:  Yes.  I think that's correct, sir.

MR. BUONAGURO:  And then, by comparison, and I think this is in the evidence in various places, on the other end of the spectrum, there's not as much of a concern with respect to categories like storage and transmission, because they tend to serve a wide variety of customers.  And, even if people stop using transmission or storage, there are other people coming on to take that storage, and so on.  It is going it be a much longer time before specific storage and transmission assets, for example, are going to be stranded.

MR. KENNEDY:  I think Enbridge personnel would be better to answer that than myself.

MS. GIRIDHAR:  I think we can accept that, because they are not the last-mile component of serving an individual customer, but yes.

MR. BUONAGURO:  Okay, thank you.  And so, looking at that, I'm wondering -- and I think this is for Concentric in terms of what the Board Panel could or couldn't do in terms of making an order with respect to depreciation -- it's my understanding, you can confirm it, that the Board could, for example, use ALG for certain asset categories and ELG for other categories of cost?

MR. KENNEDY:  The Board can make whatever order that seems to be best in their mind.  And, yes, you could use a differing procedure, based on the asset category or the asset account.  In other words, theoretically, we could run an ALG calculation for the storage assets and an ELG calculation on other assets.  It can be done.  And I think you start mixing various policy considerations in both; it becomes a little bit more complex to run, but that is really just more revenue, quite frankly, in my bucket.

I am not sure that conceptually I would agree with that philosophy.  I would have to give some thought to it.

We -- I am trying to remember, and I have probably prepared over 300 depreciation studies, maybe more now, if we have ever done that.

The closest I can get is we did have it at a point in time when we ran unit-of-production calculations on some asset groups, and then equal life group on others.  So it is possible, sir, to answer your question directly.

MR. BUONAGURO:  Yes.

MR. KENNEDY:  I am not sure it is practical, but it is possible.

MR. BUONAGURO:  Right.  So I had heard that this morning that, for one company, for a subset of their assets, that you used unit of production versus ELG, so I had heard that bit, sir, this morning.  Thank you.

MS. GIRIDHAR:  Mr. Buonaguro, if I may just offer Enbridge's perspective, and we are just speaking as -- I am sorry.  I am not speaking as a depreciation expert, but more, if the intent of picking ALG versus ELG is to impact the amount of depreciation expense associated with an asset, from the perspective of energy transition it doesn't seem to make sense that you would pick one over the other.  You would probably look to adjust for that, differently.

I mean, I think there are other tools, presumably, that you can use in that regard.  So again, from our perspective, I don't know that we would propose a mix of ALG and ELG for our assets. I would expect that, for the company, it would be much easier to have a single methodology for its assets.

MR. BUONAGURO:  Thank you.  In a similar vein, with respect to the curves, the Board could choose -- wherever there is a conflict between your proposed curve, the Concentric proposed curve and the OEB IGUA staff curve, there is nothing preventing the Board from using yours in some cases and using the OEB Staff on others; there is no necessary relationship between each individual curve?

MR. KENNEDY:  No.  Again, the Board can assume or I can assume or we can assume the Board may look at one curve and say, gee, Concentric was correct, and another one they would say we view that perhaps that one of the intervening bodies was more correct.

I would like to think that the commission would agree that is on all our curves, but that is -- frankly, it is something that -- yeah, there may be some curves that the commission disagrees with our choice of curves.

And I then only -- I do stress to the commission as -- look at those curves, consider the energy transition issue.  And frankly, the commission may view that we have overestimated, or over-impacted that or not, that's a commission decision that I ask them to make, knowingly.

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

MR. MORAN:  Thank you, Mr. Buonaguro.

Mr. Daube, I think you are up next.  I assume you are asking questions on behalf of both Three Fires Group and Ginoogaming First Nation?
Cross-Examination by Mr. Daube:


MR. DAUBE:  Yes, that is right.  Thank you.  Hi.  My name is Nick Daube, for Three Fires Group.

Just as housekeeping, upfront, I circulated a compendium.  I am hoping we could mark that as an exhibit, please?

MR. RICHLER:  K17.4.
EXHIBIT K17.4:  THREE FIRES GROUP/GINOOGAMING FIRST NATION COMPENDIUM FOR PANEL 15


MR. DAUBE:  This is a little out of order, so I am just flagging it for Mr. O'Leary.  I see this morning that there was reporting that the federal government is publishing today its draft clean energy for electricity regulations and publishing it in the Canada Gazette.  So I know it is a bit out of turn, but given its likely relevance, I am hoping we could get an undertaking that once they are published, Enbridge could file them as part of the record?

MR. O'LEARY:  Thank you, Mr. Daube.  We will file it.  But I would note that my understanding of it is, and I had not seen it, is that it is draft, and it is being presented and is available for a period of time for comment from the public.  So it is just that.

MR. DAUBE:  That is my understanding, too.

MR. RICHLER:  J17.7.
UNDERTAKING J17.7:  TO FILE FEDERAL GOVERNMENT'S DRAFT CLEAN ENERGY FOR ELECTRICITY REGULATIONS.


MR. DAUBE:  Could we start first, please, with page 19 of the compendium?  So I want to spend a bit of time upfront.  These questions are almost exclusively for Concentric, so I assume Mr. Kennedy [audio dropout] a couple later on, for Enbridge, but I think --


MR. MORAN:  Is the compendium marked as an exhibit yet?

MR. DAUBE:  I thought it was.  I am sorry.

MR. RICHLER:  The compendium that was just introduced was given Exhibit No. K17.4.

MR. MORAN:  Thank you.

MR. DAUBE:  So, Mr. Kennedy, just spending a little bit of time on economic planning horizons:  I see at the bottom, and over to the next page, it -- just a couple of questions to confirm my understanding.

Is it correct that a key element of an economic planning horizon is that it focuses on the economic life of an asset, as opposed to its physical life?

MR. KENNEDY:  Generally, yes.  That is the terminology of economic planning horizon.  But we also introduce into that same concept, you know, perhaps impacts of -- on the economics, include the impacts of things like governmental legislation, policies, et cetera.

MR. DAUBE:  Is it correct this it can apply where there is a risk that the useful economic life of the asset will come before the end of its physical life?

MR. KENNEDY:  Yes, that's generally the reason we apply it.

MR. DAUBE:  Now elsewhere in this evidence, I want to confirm this understanding, your position is that risk that the end of its useful economic life will come before the end of its physical life, that risk has to rise to a certain level before it is appropriate to apply an economic planning horizon.  Is that right?

MR. KENNEDY:  Generally, that is correct, because it is a very blunt object in terms of the depreciation [audio dropout].  I will note the federally regulated pipelines in both Canada and the U.S. have this concept of the horizon, so that it keeps moving out.  But generally, when we introduce this concept, it is due to the fact that we view there is a risk of economic circumstances truncating the life of the assets.

MR. DAUBE:  Now we spent some time -- I think your evidence today in particular has been that the equal life group is also capable of accommodating some of those economic energy transition considerations; is that right?

MR. KENNEDY:  That's correct.  And as I have mentioned a few times, I view it as a first step to dealing with those economic transition or energy transition issues, if you will.

MR. DAUBE:  Can we go to page 2 of the compendium, please?  And my real focus is on page 4; I am just giving you the opportunity to have a look at the question.  Now you say in the answer here, on page 4, that:
"If a sufficient risk of a shorter useful economic life exists, that the best method to use is the economic planning horizon."

Is that right?

MR. KENNEDY:  When that becomes, yeah, somewhat of a known issue, yes.  So if there is sufficient enough evidence or a probability -- I guess that is an overstatement -- a significant enough probability that the lives of a group of assets will be truncated at a point in time, the economic planning horizon is, if you will -- I think yesterday we referred to it as the last tool ever used, or the best last tool to use, after other methods are investigated.

MR. DAUBE:  And you say that very clearly in the final sentence on page 3 of 3, here?

MR. KENNEDY:  Yes.

MR. DAUBE:  Can you just elaborate on why that is?

MR. KENNEDY:  In a lot of ways, it is the risk that we take of jumping too soon to a conclusion.  And --


MR. DAUBE:  I am sorry, I mean -- feel free to finish the answer, but I mean the opposite.  Once you have reached that point, why is it that the economic planning horizon is the best method, according to the final sentence?

MR. KENNEDY:  Because it is a very finite, end-of-the-life estimate.  So in other words, if you have a depreciation rate that says a 10-year average service life or 10-year life, and you feel that the interim retirements over that life -- because we always estimate there is going to be -- not everything retires at the end of the life.  Some retire perhaps early, due to failures or replacement requirements.  So we structure a depreciation rate over a period of time.

But when we introduce that planning horizon we say, okay, maybe a 10-year life that would normally -- but we are -- we are limiting the remaining life of any asset in that group to, say, seven years, if we assume the seventh year is the planning horizon.

So it accelerates the depreciation back through years one to seven in a very blunt way, and then so we want to be careful with that.

Now, the risk is, if we get there and three or four years into that we say, oh, okay, the world has changed again and we don't need that economic planning horizon, now we've overburdened the early customers, early toll-payers, to the benefit of the later ones.

So I firmly believe in the use of economic planning horizons.  Probably a quarter of my studies that I do include an economic planning horizon, and I'm guesstimating at a quarter, but they're about -- so it is a tool I use, but we are careful in its use and in implementing that tool to do it in the right circumstances.

As we've stated on the record here, I believe the move to the equal life group first is a first step, and then we look at this again, and there is some probability that we would then say that we now understand the world of the energy transition, we now understand how the Enbridge assets are going to react and live in that world, and we may or may not need a planning horizon at that point in time.

MR. DAUBE:  So these aren't meant to be trick questions, and so I'm not trying to escape discussion of the equal life group and the advantage of that, which you've testified at length to.  But what I'm really trying to flesh out here is -- maybe let me ask it this way:  Are you saying here that at a certain point the risk of economic obsolescence overrides the physical-life considerations that are more at play in the equal life group and, at that point, that's why an economic planning horizon is the best tool once you've reached that point and subject to the advantages of the equal life group at other points along the way?

MR. KENNEDY:  Yes, and so I think I'll agree with that statement, owning that we view it as a horizon, knowing that we're going to look at that again in a few years.  But, if we get to a point that the future is so unknown that it raises the level or the probability of the risk to a point we would recommend implementation of an economic planning horizon, so I'm thinking I'm agreeing with your statement.

MR. DAUBE:  Once that risk understanding changes and rises to an appropriate --


MR. KENNEDY:  That's correct.

MR. DAUBE:  -- level of certainty; is that right?

MR. KENNEDY:  Yes.

MR. DAUBE:  Thank you.  Can we go, please, to page 10 of the compendium?  I think this has come out in your evidence.  The third full paragraph here, you've acknowledged that, you know, may or may not but in the future Enbridge Gas may require an economic planning horizon; is that right?

MR. KENNEDY:  I would agree with that, sir.

MR. DAUBE:  And, if we go to two pages earlier, page 8 of the compendium and the third-last paragraph at the bottom, please, what your identifying is potentially changing the risk picture is two things, the changing North American marketplace for natural gas demand and the rapidly emerging trend of decarbonization legislation; is that right?

MR. KENNEDY:  That's correct, sir.

MR. DAUBE:  So you are acknowledging that there's a risk here on those, mainly on those two central points; you just think it is too uncertain; it hasn't crystallized enough yet, right?

MR. KENNEDY:  That's correct.  And, if I look at the world even from the time we wrote this report in early 2022 to now, the world is a little bit different-looking.  Things have evolved, and so we expect that to happen for a few more years, then maybe stabilize with a clearer picture.

MR. DAUBE:  And I think you've used the expression elsewhere:  It needs further study.

MR. KENNEDY:  Exactly.

MR. DAUBE:  Can we go to page 6, please, paragraph 35.  This is Enbridge's evidence.  I just want to make sure you confer or that you agree with it.  I think it's consistent with what we just discussed, that the final sentence is:

"However, future depreciation studies may warrant the introduction of a regional or system-wide EPH as the energy transition unfolds and more information on the future utilization of Enbridge Gas' assets becomes available."

You agree with that, right?

MR. KENNEDY:  I did, sir.

MR. DAUBE:  Can we go, please, to page 17 of the compendium.  This is just a little bit more clarification.  Obviously from what we just looked at, economic planning horizons can be applied on a more targeted basis than a system-wide level; is that correct?  I think this is --


MR. KENNEDY:  It's --


MR. DAUBE:  Sorry.  Go ahead.

MR. KENNEDY:  Yes, I was just -- it's been a while since I put these words down, so -- yes, I would agree with you, sir.

MR. DAUBE:  And that can be an economic planning horizon applied on a regional or sector basis; it can be an application to a specific asset, as well?  Is that correct?  In the right circumstances, of course.

MR. KENNEDY:  I would suggest a specific asset group.  Now, if you are going to deal with a specific asset, say a compressing station, you -- to deal with an EPH on that, you would separate that into a separate account, so again it is at an account level that we would review it.

MR. DAUBE:  Now, I think you've used the example -- I think I got the right -- oh, maybe I didn't.  I think you used the example of TransCanada using an economic planning horizon on a more targeted basis; is that right?

MR. KENNEDY:  Yes.  The TC Energy system is divided into three zones, if you will, and we've applied a unique planning horizon to each of those three zones.

MR. DAUBE:  So it is zone rather than specific asset or asset class?

MR. KENNEDY:  Um, it actually is a little bit of both.  For each zone, there are two EPHs, one for the decompression equipment and one for the other assets, the pipe et cetera, so it is a bit of both.  It is on specific asset groups within a specific zone.

MR. DAUBE:  Okay, so not totally uncommon to apply an economic planning horizon on one of those two bases?

MR. KENNEDY:  That's correct, sir.

MR. DAUBE:  And that more targeted approach becomes appropriate if specific areas or aspects of a company's operations are more exposed to that risk of economic obsolescence; is that right?

MR. KENNEDY:  That's correct, sir.  And I think yesterday, if I didn't say this, I should have, is that it takes a fair bit of study to determine the right approach to applying an EPH.  You know, the example we produced in our study was an overall one EPH to the whole system to demonstrate, in essence, the bluntness of the tool or how a tool could be used.  But, when you apply it in reality, we would look at the company, work with the company in terms of what's the -- you know, is there a group of assets we could apply it to, is there a segment of the system we could apply it to in order that we deal with it to result in a, to have a result in terms of the intention.  The specific assets are going to be subject to economic conditions, and we treat those specifically, if that makes.  I didn't say that very well.

MR. DAUBE:  No, I think -- I think you did.  So, some of the relevant information is coming either from the company or as a result of conversations with the company; is that right?

MR. KENNEDY:  Oh, very definitely.  The company knows their business much better than I know their business, so in terms of where the economic circumstances may influence the overall strategy of the company, that's the company, and we communicate that back and forth when we get into that discussion.  We haven't got to that level yet here, in this circumstance.  But, once we go down that path, we will be pretty good friends with coming to Toronto to visit the company in terms of making sure that we do it in a very thoughtful way.

MR. DAUBE:  And I assume part of that thoughtful approach is things like scenario modelling, thinking through what the likelihood of certain scenarios are and then asking the question of what happens to an asset group or region in the context of that scenario; is that all fair?

MR. KENNEDY:  Yes, that would all be fair, sir.

MS. GIRIDHAR:  If I may and if it's helpful, I think we explored this concept in the context of the appropriate revenue horizon for customer attachments, and Enbridge expressed the view that, if there was a presumption that customers would get off the system, you know, in a shorter timeframe -- I think we said 20 years, for example -- assuming that people don't renew their gas appliances, et cetera, if there was a presumption that that might be an outcome of this proceeding, that we might have to get there sooner.

So, to your question about what might be the sorts of circumstances where we would look at particular asset classes, or perhaps even more broadly, they could be outcomes of regulatory decisions and/or government policies.

MR. DAUBE:  I see, thank you.  Can we please go to page 8 of the compendium.  So I think it's fair to say -- I mean, you can accept this commentary or not -- but one of the themes that we see in 3.2, when we're talking about energy transition, is uncertainty.  Fair?

MR. KENNEDY:  Yes.  The level of uncertainty at this point in time is a very big thing.

MR. DAUBE:  Now, I assume you accept that there's no such thing as perfect certainty when it comes to public policy and when it comes to marketplace developments.  Right?

MR. KENNEDY:  I totally agree, particularly around public policy.

MR. DAUBE:  In fact, you accept that governments can change or reverse their policy choices.  Right?

MR. KENNEDY:  I do accept that, sir.  Yes.

MR. DAUBE:  And, more that that, governments can change, and that can cause policy reversals.  Right?

MR. KENNEDY:  Definitely.  Every four years, there is a possibility of a government change.

MR. DAUBE:  Sometimes less than that.

MR. KENNEDY:  Depending on who it is.

MR. DAUBE:  Does Enbridge agree with both those positions?

MS. GIRIDHAR:  Yes, we do.

MR. DAUBE:  And, Mr. Kennedy, customer preferences can evolve?

MR. KENNEDY:  Generally, I would answer that question yes.  I think customer preferences can be influenced by company policy decisions, in terms of, I mean, you can get into a death spiral situation where, you know, a very high rate at certain times could drive a customer decision or a customer preference.  But I generally agree with your statement.  Customer preferences evolve over time.

MR. DAUBE:  And it's fair to say that, in cases where a government is looking to obtain the advice of outside experts or a public consultative panel, it still remains uncertain whether a government will accept in whole, in part, or not at all the recommendations of such an outside body.  Is that fair?

MR. KENNEDY:  I think it's -- yes, I do think it's fair.  We hope that they recognize the opinions of the experts that they seek to get an opinion for, but I totally agree with you, sir, they have often many factors to juggle and may or may not accept all of the -- if they accepted all of the recommendations of all of the experts in all of those proceedings, they would be in the middle of nowhere, because they would have experts on open of both sides providing an opinion.

MR. DAUBE:  Does Enbridge agree with that, or have anything to add?

MS. GIRIDHAR:  I think we would agree that it's the government's prerogative in terms of what opinions of experts it chooses to accept.

MR. DAUBE:  Now, for the purposes of -- this is for Mr. Kennedy, I think -- for the purposes of determining the most appropriate depreciation model, and this goes back to the conversations you were describing, I think, that you would have with a client, it is important to have an understanding both of the trends relevant to the company and the depreciation questions, and also an understanding of the company's relevant specific circumstances.  Is that fair?

MR. KENNEDY:  I'm having a hard time understanding, maybe, the difference in those two factors.  But, if I put that --


MR. DAUBE:  I guess macro and micro.  Macro trends, what's happening with the company and how those trends apply, or other questions you might consider specific to the company.

MR. KENNEDY:  Yes.  In the circumstances of the company, in terms of their age, their long-term plans, and that type of thing.  So, yes, there are company-specific items and there are more macro items from the industry at large.

MR. DAUBE:  Now, even if we're not talking about an electrification scenario, the kinds of discussions that we discussed before with the company, what happens to their assets in specific scenarios, those conversations are still going to be important if we're looking at an energy transition scenario that really relies on high levels of hydrogen and renewable natural gas.  Right?  Because they are still going to be big changes to Ontario's energy infrastructure and so you are going to want to consider what those impacts are.  Correct?

MR. KENNEDY:  I'm going to start, and maybe the company might have an opinion on this.

Definitely, we would suggest the company look at the scenarios.  I mean, hydrogen is a good example.  I would say, in the last year, there has been a very significant amount of research done on the feasibility of hydrogen in industry as a whole.  And, you know, transmission systems, to what level can they blend hydrogen and renewables.  It may be a different answer for the distribution systems.  And I understand storage has a specific issue around hydrogen blending.

So we're seeing those issues and they're evolving year over year.  So I think, to answer your question, one has to understand those industry trends and where they're going, and thus we want to take this very conservative first step to energy transition.  We want to recognize it, and I think we want to recognize it by not extending life estimates too far out.  Now is not the time to do that.

And, as we get to the next study, another five years is going to provide, I think, an incredibly clearer picture of energy transition.  I'm not sure it's going to be a certainty of the path at that point, but, if I go back five years from today, we've got a different world in front of us than we did five years ago.

MR. DAUBE:  [overtalking]


MR. KENNEDY:  I'm sorry.  I didn't...?

MR. DAUBE:  I think she missed your last sentence because I was being energetic.

MR. KENNEDY:  Oh.  We all get excited about this topic.

The world is in a different spot now than it was five years ago, and we will have more information at that point in time.  And that information may lead us to a recommendation that then is the time to introduce a more blunt tool, such as, you know, an EPH, or it may suggest to us that this transition is maybe progressing at a rate that would involve more hydrogen in these assets and not be susceptible to the changes we see.

I think we want to be sure we don't overreact to transition, but we do have to recognize it.  And I think our approach has been to do that in a thoughtful and considered way.

MR. DAUBE:  Is it fair to said that, if Enbridge had performed scenario analyses -- and, by that, I mean what the impact on their assets would be under things like a high-electrification scenario or a high-RNG and hydrogen scenario -- you would have considered that as part of the recommendations you've provided today?

MR. KENNEDY:  I think we'd have to look at them and what the probability of those scenarios would be.  A lot of considerations would look at a high electrification scenario and then put a probability of that.  And, if that probability is 50-50 to a low-electrification scenario, then we'd look at that.  But we would also combine that with discussions of the company:  What does that scenario mean to the assets of the organization?

Just because the gas may be moving off the system, as we've heard today, there may be other uses for the pipe that would not require its retirement.  So we'd have to consider both the energy transition pathways to what the company views the impact on their assets to be in that scenario.

So I do think we understand, and we ask the company to provide us information around any pathways that they've looked at, and we then make our recommendation on depreciation in consultation with the company, those pathways, and the impact they may have on the organization.

MR. DAUBE:  So you'd want to see both impact and probability of the scenarios.  Is that right?

MR. KENNEDY:  That's correct, sir.

MR. DAUBE:  You didn't ask Enbridge for that additional analysis?

MR. KENNEDY:  We discussed the fact that they had a study under way to review the potential pathways and a consultant working on that.  We were updated with the results.  I had not seen the study at the time I wrote my report, though.

MR. DAUBE:  And you didn't ask for anything more than that?  I think this is right.  I'm just confirming.

MR. KENNEDY:  Yes.  And, sir, I think we had a number of discussions about where that study was and the preliminary indications from such a study.  It was a topic -- quite frankly, energy transition probably entered the discussion we had with Enbridge on the majority of calls and discussions we had with Enbridge.

So we were aware of the study, but -- at the end of the day, I can't admit to say that we -- I read the study before I prepared my report.  I had seen some of the preliminary results through communication with the company.

MR. DAUBE:  Just a few final questions.  And this goes to options available to the Board as well as just questions of intergenerational fairness, which I think you have raised in your report.

So you have acknowledged that if you get the depreciation period too short, it raises -- it introduces the risk of intergenerational fairness; is that right?

MR. KENNEDY:  That's correct, sir.

MR. DAUBE:  In the sense that future generations might be paying more than their fair share; is that right?

MR. KENNEDY:  Yeah.  Yeah, I am not sure that you may have gone -- reversed the scenario halfway through that question.

MR. DAUBE:  Oh, I am sorry.  So what I am looking to test is that if the depreciation -- I am sorry, you are right.  If the depreciation period is too long --


MR. KENNEDY:  Yes.

MR. DAUBE:  -- future generations -- thank you -- future generations are at risk of bearing too much of the burden; is that right?

MR. KENNEDY:  That is correct, sir.

MR. DAUBE:  Thank you.  And similarly, that same set of circumstances can increase the risk of a death spiral, I believe you have acknowledged?

MR. KENNEDY:  Yes, correct, sir.

MR. DAUBE:  Now, speaking of options, is there any reason why the Board should not ask for Enbridge to update its evidence or the information available to the Board on things like the likelihood of certain scenarios materializing and the impact of scenarios on specific assets or asset classes, not necessarily tomorrow but in some amount of time shorter than the five years that I think we are currently contemplating?

MR. KENNEDY:  I think that is a question that I will leave to the company.  So I will simply say that the -- those types of scenario analyses and work may take that five year period to undertake.  And I will leave it to the company.

MR. DAUBE:  Well, let me ask you a question that is probably more for you:  In circumstances of rapid transition generally, is it not prudent practice, particularly when faced with uncertainty, to do two things:  to seek to reduce that uncertainty and then two, to make sure that conclusions remain correct on the basis of that updated information, as much as you can?

MR. KENNEDY:  And then, sir, I would agree with the overriding assumption to that, but I caveat it with the circumstances that may -- we derive some conclusions from such study may change very frequently over a short period of time, such that you -- utilities often get caught in the spiral where they just can never catch up to the changing circumstances.  And so it becomes somewhat difficult.

I do think that organizations will -- and I am talking maybe broader than just Enbridge -- but organizations do look at these and try to determine the manner in which any type of energy transition or any type of technological transition, for example, even occurs.

So we look at those changes.  And organizations often -- well, usually, have a pretty good handle on that.  And their handle on it, specific to them, is usually very unique to them as compared to what I can provide an industry kind of view of it, from doing multiple utilities in the same industry.

But the work involved in doing those scenarios is -- sometimes, it just becomes so circular it never ends, because of new legislation being introduced by the federal government today might drastically change a scenario.  And so those are always hard to keep up.

So I do want to be careful that saying that you should do these studies; they are an incredible amount of work.  But I do think organizations will do some form of those studies.

And again, they expend the money and they expend the resources to do those works, to understand how their assets are going to be influenced by various factors.

MR. DAUBE:  So is this a fair summary of what you just said?  And I think you are going to say no, but it -- rapid transition equals lots of work.  And presumably, lots of uncertainty equals status quo in terms of how often we should be looking for updated information and testing our previous conclusions?

MR. KENNEDY:  I was going to agree with the whole first half of that question.  I don't think it means to --


MR. DAUBE:  This is better than I normally do, then.

MR. KENNEDY:  I don't think it means status quo.  I just think companies have to be very thoughtful in how they deal with that.  And it is often unique to the specific company.

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

MR. MORAN:  Thank you, Mr. Daube.

Next up is OEB Staff, Mr. Richler.
Cross-Examination by Mr. Richler:


MR. RICHLER:  Thank you, Mr. Chair.  Good morning, witnesses.  My name is Ian Richler, and I am counsel with OEB Staff.  I circulated a compendium for this witness panel, and I would like to mark that as Exhibit K17.5.
EXHIBIT K17.5:  OEB STAFF COMPENDIUM FOR PANEL 15.


MR. RICHLER:  Just for the record, that compendium comprises only materials that are already on the record.

I would like to start by asking a housekeeping question that arose from the direct examination with Mr. O'Leary yesterday.  There was reference to a new table that Concentric prepared, which is included in Enbridge's compendium.  And I would ask that we pull up that compendium, which was Exhibit K16.2, please.  If we go to page 5, it is the table called, "Depreciation provision, comparison of major accounts with intervenor-proposed lives."  I think that is maybe the title used in the index.  But yes, this is the one I am referring to.

So my question is InterGroup was asked by Enbridge to perform similar calculations, at least for those accounts that it took issue with.  And it came up with different numbers, I understand.  And we don't need to turn that up now, but for reference, that was in N.M1.EGI-9.

So I wonder if you could undertake to provide the detailed calculations behind this table, please?

MR. KENNEDY:  Yes, we could, sir.

MR. RICHLER:  Thank you.  That is undertaking J17.8.
UNDERTAKING J17.8:  TO PROVIDE THE DETAILED CALCULATIONS BEHIND TABLE ENTITLED "DEPRECIATION PROVISION, COMPARISON OF MAJOR ACCOUNTS WITH INTERVENOR-PROPOSED LIVES" FOUND IN EXHIBIT N.M1.EGI-9, PAGE 5.


MR. RICHLER:  Next, quickly before I forget, Mr. Kennedy, I just wanted to follow up on something I heard you say this morning in your conversation with Mr. Poch.  I understood that you were referring to a recent case where a California utility had adopted the units-of-production procedure.  And I just wanted to -- and I believe you also said that this was a case that was being followed closely in the depreciation community.

I just wanted to confirm, is that -- was the utility in question Pacific Gas & Electric?

MR. KENNEDY:  It was, sir.  And just to be clear, that decision has not been released yet, on that case, but the evidentiary phase of the proceeding.

MR. RICHLER:  That was my next question.  Thank you, for that clarification.

Next, I would like to talk a little bit about the choice between the equal life group, or ELG procedure, and the average life group or ALG procedure, even though this has been discussed extensively with Mr. Mondrow and others over the last couple of days.

I have a few additional questions.  I am going to start with some questions for Concentric.  If we could turn to my compendium, page 23, please.  This is taken from interrogatory Staff 173.  Mr. Mondrow did take you here yesterday.

You provided a list of North American utilities that use ELG, and it is a pretty short list.  Several of the utilities are based in Alberta.  None of them appear to be based in Ontario.  Do I read this correctly that, aside from the utilities specifically listed here, you are not aware of any utilities in Canada or the United States that use ELG?

MR. KENNEDY:  I'm not aware of any, sir.  I will note that in the U.S. my knowledge of all the utilities is a little bit more limited.  We do a significant amount of work in the U.S.  Our work in the US is all average life group, so I'm aware of that limited group.  There is a number of other groups.  I will also point out, I think as I stated yesterday in evidence, that, in the telecom industry when they started to see a transition, virtually every telecom utility transitioned to the equal life group.  In fact, the Federal Communications Commission and the CRTC in Canada mandated the use of the equal life group over that period.

MR. RICHLER:  Most energy utilities use ALG?

MR. KENNEDY:  Yes, including -- so I'm going to back up on that a little bit.  Most do.  I guess depending on the -- Alberta would be most don't, but across North America, most would use ALG, I would agree.

MR. RICHLER:  Well, let me just ask you about Alberta.  Do I understand correctly that ELG there is not a new phenomenon, that it's been practised there for a long time; there hasn't been a paradigm shift there recently?

MR. KENNEDY:  No, it's been used in Alberta since effectively 1983, sir.

MR. RICHLER:  I'm sorry, since when?

MR. KENNEDY:  1983.

MR. RICHLER:  And you'd agree that there are many other gas utilities in North America that may face the same uncertainty relating to the energy transition as Enbridge but that use ALG?

MR. KENNEDY:  Currently, sir.  I'm not sure that's going to hold true going forward, but at this point.

MR. RICHLER:  Can we go to page 21 of the compendium, please.  This is the same interrogatory response.  You say here, under part (c):
"The ELG procedure has long been recognized as the most precise procedure by depreciation authorities and has been advocated in various texts, periodicals, and technical papers."

You go on to cite Iowa bulletin 155.  I take it Iowa is the spiritual home of depreciation professionals?

MR. KENNEDY:  It is the spiritual home of all things depreciation, yes.

MR. RICHLER:  And I won't read the entire excerpt from that bulletin, but I see that it includes the statement that the unit summation procedure, which I understand is another name for ELG, is "the only mathematically correct method."

MR. KENNEDY:  That's correct, sir.

MR. RICHLER:  So, if ELG is the most precise procedure, in fact the only mathematically correct procedure, why hasn't it caught on?

MR. KENNEDY:  Well, the very last portion of that quote, sir, where it says, "Recognition is given, however, to the convenience of the average-life and probable-life procedures at the sacrifice of the accuracy in the mathematical calculations", sir, I think is -- at least the three groups of depreciation professionals in this room would agree to that the calculations are much more complex.  Through to the early 2000s, there was not, there was a limited number of models even in the depreciation industry that could actually execute an ELG calculation efficiently.

The firm I formerly worked with was one of the first in the 1980s to introduce an ELG module into their depreciation systems.  I want to be careful with the use of the words "the depreciation systems", because there is a textbook by that name, but their models were one of the first to provide an ability to do ELG calculations quite easily.

Since then, I would say most of the depreciation professionals, not all but most, have developed within their modelling capabilities an ability to be run equal life group calculations very easily.  For example, on our firm, if I run ELG, it is literally pushing a button and it spits out an output and it does the calculations behind.  The computer may run for a couple of minutes while it spins the various iterations of the calculations, but the cumbersome nature that we used to see with ELG has now been eliminated with more modern technology.

The second issue is, because it took a number of years for the industry to react to the ability of the models to run it, the influence of ELG results in an increase in the depreciation rate.  And many commissions weren't willing to accept the increased amount of depreciation and match that to the accuracy.

My view is now -- and, well, that list of companies using ELG is more limited; we are now talking with clients much more about equal life group in this phase of energy transition.  And I think I answered one of your questions, that there is no U.S. utilities yet on that list.  I suspect in the next year or two there will be a number more.

MR. RICHLER:  Can we turn to the next page, please.  On the bottom of this page, 22, we see you say:
"Overall, Concentric views that the use of the ELG procedure for the EGI study has two significant advantages as compared to the use of the ALG procedure.  Firstly, the use of the ELG procedure was the best available match to the historic procedures approved for Union Gas."

And I want to pause there.  I don't really understand why that weighs in favour of ELG.  Couldn't you just as easily say that an advantage of ALG is that it was approved for Enbridge Gas Distribution before the merger?

MR. KENNEDY:  You could, sir.  I'm simply pointing out it is not totally unique.  To go back to one of your prior questions, I should clarify.  When we asked about the number of states that have adopted ELG, if we look at the use of the generation arrangement in the United States, it is quite widespread, and it is a method somewhat similar to the equal life group procedure.  So I do think that one has to recognize that, that similarity between the equal life group procedure and then the generation arrangement.

So, sir, to answer your question directly, and I want to be fair to your question, yes, Enbridge had used the average life group and the legacy Union Gas had used the generational arrangement, which is similar to the ELG.  In a harmonized company, we had to determine what's the best option for the harmonized company, and, in my view, the equal life group was the superior choice, particularly given the energy transition issues.

MR. RICHLER:  There are three procedures being posited, ALG, generation arrangement, and ELG.  Two of them are currently approved for use by the company, and you are recommending that they adopt a third.

MR. KENNEDY:  I meant -- yes, the equal life group.  I will note, sir, that really it ultimately came, I think, to a choice of one of two, the equal life group or the average life group.  I'm in agreement with both other experts in the room here today that the generation arrangement was not appropriate at this time.

MR. RICHLER:  And while the generation arrangement procedure may share some conceptual similarities with ELG, they are not the same?

MR. KENNEDY:  They're different, yes.

MR. RICHLER:  I'm not going to ask you about what you cite here as the second advantage of ELG overall ALG because I think Mr. Mondrow covered that yesterday.  I'll just note, to be fair, that the second reason is:
"Given the potential changes in use of fossil-fuels and the unknown impact of such change on the Enbridge Gas system, the use of the ELG procedure best reduced the future risk of intergenerational inequity."

MR. KENNEDY:  Sir, just to clarify, when I say "best", it is among one of the two choices that were virtually on the table, the average life group and the equal life group.

MR. RICHLER:  I'm sorry, I didn't hear you very well.  Could you repeat that.

MR. KENNEDY:  Oh, I'm sorry, sir.  I just wanted to clarify that the use of the term "best" in this case was between the average life group and the equal life group procedures.

MR. RICHLER:  Thank you.  Now, let me ask the company.  When I look at your application and, in particular, on pages 10 to 11 of my compendium -- if we could scroll down a little bit more, please.  Keep going.  Next page; there.  Stop, please.

You cite three advantages of ELG.  You say it:
"Enhances the generational equity for customers; it provides superior matching of the depreciation expense to the consumption of assets, providing service to customers; and it more accurately reflects the actual useful life of the assets used."

Aren't those three reasons really three ways of saying the same thing?  Is this really all about going back to the purported mathematical purity of the ELG procedure?

MS. DREVENY:  I'd say it's making three separate points.  But, if your view is that it points back to one total topic, I guess that's your interpretation of the bullets.

MR. RICHLER:  Let me return to Concentric.  Do I understand correctly that one of the concerns about ELG, even if we were to accept the premise that it is the mathematically purest way, is that there may be a gap between theory and practice.  In particular, for ELG to work properly, you need really good data about a company's assets and how long they've lasted in the past.

MR. KENNEDY:  You need a good indication of the survivor curve that we're recommending, sir, yes.  And that can it depend on data and it can also arise from other factors, as well.

MR. RICHLER:  I understood you to say in your report that one of the reasons for not recommending the generation arrangement procedure used by Union Gas was concerns about the data.  So can you help me understand why those same concerns about the data don't apply to the ELG procedure?

MR. KENNEDY:  Certainly.  And we did talk about this yesterday, or Mr. Mondrow and I talked about this yesterday.

So there are two different ways in which historic data is used.  One is in the life analysis, or the retirement rate analysis, which requires bands of historic data.

Here, we had data that we viewed was sufficient to provide a strong indication that the survivor curves we're recommending are at least reasonable, are accurate indications of the historic retirement experience with the company.  So that's in the life analysis, how do you pick your Iowa curve.

Now, in the generation arrangement, it required you to look at those actual retirement transactions back to the inception of the company, to the early 1990s, late 1980s.  Or 1800s; I can't remember the exact date.  That information simply didn't exist.  It doesn't exist now.  It didn't exist for the legacy Union system the last consultant used who did the generational arrangement.  
The prior consultant for Union Gas had simulated that data back to the date of inception, in order to run generation arrangement.

So there are two different things.  One is the data is that of sufficient breadth to develop an appropriate Iowa curve, which can be generally, you know, if you get into a 10- to 20-year range, you are getting a database that provides some meaningful retirement information.  When you use the generation arrangement, you need that retirement data from the inception of the company.  That's two very different databases and, frankly, we did not have that data in an actual form for this organization to do the generation arrangement.

We could simulate it, as the prior consultant did.  In my view, once you start doing that, you are now using simulated data in a manner that I'm not sure it was intended to be used.

MR. RICHLER:  One of the things both InterGroup and Emrydia comment on is that we need to be mindful of the transitional impacts of moving from one depreciation procedure to another.

Would you agree that's a legitimate concern, whatever the theoretical benefits of the ELG procedure might be?

MR. KENNEDY:  I would agree, sir, that's a consideration.  I think, actually, the time of harmonization of two organizations is a great opportunity to make these kinds of changes, because you are restructuring your whole databases; you are looking at the company; you've got a number of changes going on, both in the way of -- the capitalization policies of the two firms; a number of other factors.  It is a prime opportunity to make such a change.

MR. RICHLER:  Could we pull up InterGroup's report, please.  That is exhibit M1.  And go to page 23; 23 on the bottom of the page, not the PDF.

They say, in this section of their report, and I'm paraphrasing, that, under either ELG or ALG, there is a current shortfall of accumulated depreciation.

And do I understand correctly that this shortfall is the difference between the actual amount of accumulated depreciation recorded to date and what accumulated depreciation should have been recorded, had they been using ELG or ALG from the beginning?

MR. KENNEDY:  Yes.  I'm going to generally agree with your assumption of that.  There are some finite details, but, generally, your statement is true.

MR. RICHLER:  But, under ELG, the shortfall is nearly twice as big, and that means larger catch-up payments.  Is that right?

MR. KENNEDY:  That's the calculations that are shown here, sir.  I did not do these calculations, so I'm not -- but I'm agreeing that that's what this shows.

MR. RICHLER:  And they go on to explain -- and, again, I'm not going to read extensively from their report -- that the issue is compounded under your proposed approach because the shortfall would be amortized more quickly than it needs to be.

Think say, toward the bottom of page 24, and here I will read, "It should also be noted that the hybrid approach" -- meaning using ELG for calculating -- sorry.  Let me restart the quote.

"It should also be noted that the hybrid approach (use ELG for calculating depreciation expense, but ASL remaining lives for amortizing variances surplus/shortfall) is used at times by regulated utilities."

And the table on the top of the page, if we could scroll up, shows that hybrid approach in the middle row.

Now, as I understand it, the table purports to show that using the hybrid approach would help cushion the impact of the move to ELG because the shortfall would be recovered more slowly.  So why didn't you propose the hybrid approach?

MR. KENNEDY:  The hybrid approach is used in only one jurisdiction that I'm aware of in North America, that being Alberta.  Other organizations, or other states, that use depreciation normally, as we do here, use a remaining life approach.  And I don't want to get overly technical, but there is a difference.

Alberta uses a whole-life depreciation rate and amortizes the variance of the depreciation over a remaining life as a separate calculation.  So it's a whole-life approach, with the reserved variance amortized separately.

In most other jurisdictions, as we've done here, we do what's known as a remaining-life calculation that really embeds that calculation into one.  You take the net book value of the plant over the remaining life of the assets.

It's very difficult, within the models that anybody has that I'm aware of, to say, I want to run a remaining-life calculation, but I want it to break it out in this matter.  To do this, we could -- and I'm not disputing the fact that we do it in Alberta and it's the way it is -- we run a whole life calculation using the equal life group.  We run a -- really, just to get the remaining life of the account, we do that running the -- I will run through the average life group module; that gives us a remaining life that we can use.  And then we break the calculation into two pieces:  one is the whole life depreciation rate, and secondly, a separate true-up.

Benefits to that, other than just this, that virtually nobody else in North America does, the -- by far the most widely used method is the remaining life basis as we have done here.

Now, sir, to answer your question, when this was first adopted, this method in Alberta in the 1980s, there was significant debate in a hearing there as to which is right and which isn't.

No dispute, it has been used in Alberta for a number of years.  I am not sure, and I have not tried to verify these numbers.  We may get some clarification later this afternoon behind those numbers.

I would be surprised that there's that big of a difference in the remaining life, but I -- yeah, I think that's -- and I am not sure how that results, but we may have to clarify that.

MR. RICHLER:  I have heard you use in the last couple of days words like "gradual" and "moderate."  And I inferred -- you can correct me if I am wrong, but I inferred that those are principles of depreciation that we want to avoid --

MR. KENNEDY:  That's correct, sir.

MR. RICHLER:  ...shocks.

MR. KENNEDY:  Yes.

MR. RICHLER:  But those don't factor into the selection, or into your decision as to how to amortize the shortfall we are talking about?

MR. KENNEDY:  Well, sir, I think if we look at this, the difference between the annual expense change between the ASL method and the -- I am not sure which one is which, here.  The middle one you said is the hybrid, and the bottom one is the period LG.

There is a difference there; it is a difference of 50 to 60-some million dollars, per year.  I agree with that.  But that is on a depreciation base of over $700 million or $800 million.

So as a percentage of the total depreciation expense, I am not sure that I would view that change as being outside the realm of reasonableness.

MR. RICHLER:  Mr. Chair, I see we are just past 12:30.  So now might be a convenient place to stop.

MR. MORAN:  Thank you, Mr. Richler.  We will resume at 1:15.
--- Luncheon recess taken at 12:35 p.m.
--- On resuming at 1:21 p.m.

MR. MORAN:  Good afternoon, Mr. Richler.  I think we're ready to continue.

MR. RICHLER:  Thank you, Mr. Chair.  Ms. Dreveny, during Mr. O'Leary's direct examination yesterday, you said -- and I'm going to read one sentence from the transcript, though we don't need to pull it up.  I quote:
"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."

I just wanted to explore that briefly, picking up on the discussion that you had this morning with Mr. Poch.  Could we look at page 47 of my compendium, please, which is JT2.14.

OGVG asked you about stranded assets, specifically what would happen in two different scenarios, one, where a single residential customer leaves the system before the assets serving that customer have been fully depreciated, and, two, where an entire neighborhood leaves the system after getting a federal grant to electrify.

You say in scenario one, the single customer, and I quote from the last paragraph on this page:
"The assets would not be considered stranded as they are considered as part of typical retirements already contemplated within the depreciation study."

In scenario 2, the entire neighborhood, you say:
"The assets would meet Enbridge Gas' definition of stranded assets if they could not be repurposed tom remain used or useful."

But, while the assets would be stranded, there would be no stranded cost.  You explain in the last paragraph on page 48:
"Enbridge Gas expects that large-scale retirements (e.g. municipalities transitioning to full electrification) as a result of changes in market conditions or government policies would be implemented over a extended period of time and would be communicated in advance.  As a result, subsequent depreciation studies reflecting the need for accelerated depreciation and economic planning horizons, or some other regulatory mechanism, could be implemented to address stranded asset costs."

So, even in the event of large-scale asset retirements that were not contemplated in the most recent depreciation study, your assumption is that you would still be able to recover the full cost of the assets from ratepayers, but that would need OEB approval, either of a new depreciation study which includes a different depreciation methodology or of, to use your words, some other regulatory mechanism.  Are you following me so far?

MS. DREVENY:  Yes.

MR. RICHLER:  All I'm trying to get at here is that, if something happens that dramatically upsets the expectations baked into the approved depreciation rates, you would not automatically be entitled to increased depreciation rates in order to make the company whole; there would be some regulatory process, fair?

MS. DREVENY:  I think that's fair.  I think the general expectation is, as we go through these rebasing proceedings, this is typically a trigger for us to also conduct a depreciation study, and so we would be picking up any of those market changes at that time.

MR. RICHLER:  There was an interesting discussion about who bears the risk of stranded costs in the technical conference, and I wonder if we could turn to page 59 of my compendium, please.  This is a discussion between you, Mr. Kennedy, and Mr. Elson of Environmental Defence.  He read to you an expert from another depreciation study that you had done, not for Enbridge Gas I understand, where you said -- and I'm reading here from page 59:
"Ultimately, the risk of recovery of a pipeline's investment, which is its fundamental risk, rests with the pipeline company to manage through such tools as depreciation studies and capitalization policies.  Moreover, this fundamental risk is asymmetric."

Mr. Elson asked you to elaborate on what you meant by the asymmetric risk, and you said on line 19, if we could scroll down:
"I can try off the top of my head.  So, in other words, there is a risk of being too short.  That risk falls to the toll-payers of" -- I think the transcription should have "or" -- "the customers.  They are paying more than the service value of the system that they are consuming.  On the other side of the coin, if it's too long, the risk accrues to the company in that they may be then discussing a stranded cost application.  Now, a stranded cost is always a tricky bird, because cost isn't stranded until the commission deems it to be stranded, but the -- so the risk is two-sided, on one side too short, risk to the customers; too long puts the risk on to the pipeline, and so the goal is to try to get it right."

A few questions about that exchange:  When you say if it's too long the risk accrues to the company and that they may then be discussing a stranded cost application, what do you mean by a stranded cost application?  Are you talking about an application that includes an updated depreciation study with some kind of accelerated depreciation methodology, or are you talking about a Z-Factor type application or something else?

MR. KENNEDY:  So, sir, this comment, the last sections of the section you read I think all need to come back and point to the context of this discussion in that proceeding.  And that is a quote that came from a CER decision on, I think it was, TC Energy in 2012 or an energy TL study in 2019.  I can't remember exactly off the top of my head.  But the CER has been very clear in the federally regulated group on pipelines.  It is up to the companies to ensure that their depreciation rates adequately take the risk of events.

And they are giving the pipelines and have given the pipelines some very aggressive depreciation tools, such as quite short EPHs, and they are asking the companies to ensure that they continue to look at that in light of the opportunities the CER gives them to have the depreciation rates be consistent.

Now, I remember a 2012 case where the CER asked me, when I was testifying in a rebasing case there, along the lines that:  You have opportunities to do things, and you should do them, and asked why I would not or if I would accept a more aggressive depreciation strategy to avoid these kind of costs.  In their decision, this quote came out or this quote was, I think, re-quoted in then another decision in 2019 on Energir TL (ph).

So the CER has taken an approach where they are literally asking the utilities, the group on pipelines, to ensure through depreciation that they are going to be fully recovered, and they are suggesting to the pipelines:  Don't come back to us after the fact and say you have not recovered enough money because we have given you the opportunity to do it through quite aggressive depreciation strategies.  Like I say, they have some EPHs that are as short as 2027 on their system.  So I think then the rest of this discussion relates back to my mindset in that there were -- when the regulator gives you the opportunity to effectively deal with the question of potentially stranding assets because you are under-recovered at the time of retirement, you are taking a risk that -- and, if you don't take that opportunity, you are taking the risk that you'll be face the regulator in a stranded cost application.  Now, I think your question was:  What's a stranded cost application.

MR. RICHLER:  Yes.

MR. KENNEDY:  Before the CER, they have abandonment applications where, when you intend to abandon a major asset within your system or a piece of pipeline in the case of TC, you go to the regulator and any potential net book value is dealt with as part of that abandonment application.  So you are proving the need to the regulator that those assets should be removed from service, you looking at the cost, you are looking at the cost to remove those facilities, and the regulator is testing the potential stranded cost resulting therefrom.

There have been very few cases of that type of hearing.  There have been a few before the CER, so it is hard to say where they lean on that, but they put that warning out there.  When you come to those abandonment applications, you are going to be faced with this question of stranded cost.  So that was the context behind this quote, sir.

MR. RICHLER:  Yes, thanks.  That context is helpful, but, just to be clear, wouldn't your comments here apply more broadly to the risks of being either too aggressive on depreciation or not aggressive enough?

MR. KENNEDY:  Well, sir, I think the context is important because the common regulatory concept is, if you make a prudent investment, make an investment that is considered by the regulator to be a prudent investment, you should be provided the opportunity to recover that investment through depreciation expense, and in a return on the undepreciated amounts.

So that regulatory compact was flatly rejected by the NEB in a 2012 decision.  They followed up, saying we get rid of that regulatory compact because it is up to you to do things correctly.

So, Sir, in the context of outside CER or NEB proceedings, it is important to understand that they have made some decisions around that regulatory compact, provided some ability for the utilities to deal with it.  Now, I think, in the context of your question, should that stranded cost flow through to other entities and other organizations that haven't had the ability to greatly accelerate their depreciation expense before?

I think there's a different context, there.  One is where the utilities have been explicitly told take to care of this through aggressive EPHs.  In the case where we are now sitting before this commission, for example, that isn't the environment we're sitting in here.

MR. RICHLER:  All right.  Let me go back to Ms. Dreveny.  I think I heard you agree with me that, if something happens that dramatically upsets the expectations baked into the depreciation rates, the company would not automatically be entitled to increased depreciation rates.  There would be a regulatory process.  Right?

MS. DREVENY:  That's my understanding.  We only apply depreciation rates that are approved by the Board.

MR. RICHLER:  And so, to the extent that adopting the equal life group procedure addresses the energy transition by front-loading depreciation, it reduces the company's risk of having to absorb any stranded costs?

MS. DREVENY:  Sorry, one moment please.

[Witness panel confers]

MS. DREVENY:  Would you be able to repeat the question, Mr. Richler?

MR. RICHLER:  To the extent that adopting the equal life group procedure addresses the energy transition by front-loading depreciation costs, it reduces the company's risk of having to absorb any stranded costs.

MS. DREVENY:  Thank you.  I'd say my first comment to that is that the equal life group is not meant to front-load depreciation.  The intent is to match the consumption of the asset with the use and improve the intergenerational inequity.

I would say the second piece here is that we are not proposing the equal life group as a solution to energy transition.  This will continue to evolve over time.  What we're proposing is that, you know, in the face of uncertainty, and we're not sure how this will unfold, this is perhaps a first step toward managing what may come.

And I think I would add, in terms of stranded assets, as well, it's not simply the cost of building the asset, but involved in that is also the future cost of removing the asset.  So that must be included, as well.

MR. RICHLER:  In this application, you are only asking the Board to approve depreciation costs for 2024 based on Concentric's study.  You are not asking the board to decide on how to deal with stranded costs that may materialize in the future.

MS. DREVENY:  That's correct.

MR. RICHLER:  And such costs could be dealt with in a future proceeding?

MS. DREVENY:  If there are such costs, yes, we'd agree.

MR. RICHLER:  All right.  Let me return to Concentric and wade into the debate over the appropriate life and dispersion parameters.

You will have seen that InterGroup took issue with some of the asset life parameters that you selected for a number of accounts.  And maybe we could turn up page 45 of InterGroup's report, please, which includes a summary of their findings on this point.  Page 45 of InterGroup's report, M1.  That doesn't look like the right page.

Anyway, I'm not going to be reading from it, but, just to summarize, they didn't look at every single account.  They focused on the biggest ones -- oh, there we go, thank you -- and identified six accounts where they would have chosen a different Iowa curve.

So let me ask you, Mr. Kennedy and Ms. Nori, has their analysis caused you to reconsider your recommendations for any of those six accounts?

MS. NORI:  Subsequent to filing the depreciation study, there was an updated set of parameters that were filed as part of the calculation revisions.  Capital update; I'm sorry, I had that name wrong.

In that capital update, we did change the average service life for account 452.  We initially had recommended a 40R3.  That has been updated to a 45R3.  It's not exactly the same as Mr. Bowman's 45R2.5; however, it is substantially very similar.

MR. RICHLER:  I had missed that, actually.  Thank you.  Was that the only account that you updated the parameters for?

MS. NORI:  No, there were a couple.  Account 464, transmission equipment, was revised from a 50S4 to a 30L0.5; 47301, distribution services metal, was changed from a 45S1 to a 40S0.5; and the truncation date -- the economic planning horizon, I'm sorry -- for account -- let me just get the correct number for you, one moment -- for account 47235 was changed from 2024 to 2027.

MR. RICHLER:  Sorry, the first account you mentioned was, I think, account 452.  Did I write that?

MS. NORI:  That's correct, yes.

MR. RICHLER:  And remind me how you updated the parameters there.

MS. NORI:  For sure.  Our update now is 45R3.

MR. RICHLER:  Compared to the original recommendation?

MS. NORI:  So 40R3 was the original, and we've updated it to 45R3.

MR. RICHLER:  Okay.  So, for one of the updates, you increased the life and, for two of them, you decreased it.  Is that?


MS. NORI:  That's correct, yes.

MR. MONDROW:  I'm sorry to interrupt, Mr. Chair.  I'm sorry, Mr. Richler.  Can I ask perhaps through you, Mr. O'Leary or Mr. Kitchen, are these service life updates actually articulated in the capital update, or are they underlying the capital update?  I ask because I didn't see them.  Now, I may have missed them, but are they on the record somewhere before now?

MS. DREVENY:  Yes.  I can look up the page reference, but we do reference an update to depreciation in the capital update.

MR. MONDROW:  Sorry.  I know you reference an update to depreciation in the capital update.  Do you provide the revised curves that Ms. Nori just spoke to?

MS. DREVENY:  There is a revised table.

MR. MONDROW:  Okay, so I did miss it.  I apologize for interrupting.  Thank you, sir.  Sorry, Mr. Richler.

MR. RICHLER:  While the selection of the appropriate Iowa curve may appear to a layperson as a rather technical exercise, you would agree that the implications can have -- you would agree that the choice can have quite significant implications for the calculation of the depreciation expense?

MS. NORI:  Correct.

MR. RICHLER:  And I believe in every case where InterGroup or Emrydia recommended a different Iowa curve than you, their recommendation would have led to a lower depreciation expense.  Is that your understanding?

MS. NORI:  That is my understanding, yes.

MR. RICHLER:  And am I correct that while the selection of the Iowa curve is important under both the ELG and ALG procedures, the impact is larger under ELG?  ELG is more sensitive to those choices?

MR. KENNEDY:  I am not sure that I would agree with the impact; I wouldn't necessarily agree with that.

But I will agree with the fact that the assumed interim retirement activity within an Iowa curve is considered more in the equal life group procedure.

MR. RICHLER:  Sorry, can you say that one more -- or try to rephrase that or simplify it.

MR. KENNEDY:  Yes.  I am going to try to simplify that.

MR. RICHLER:  I didn't quite catch what aspect of the proposition I put to you that you disagreed with.

MR. KENNEDY:  Well, and I am going to try to paraphrase, a little bit:  the Iowa curve is used within the depreciation rate calculation at a more finite level in the equal life group procedure, as compared to the average life group procedure.

As we have spent some time talking about these groups within every account, and every group having a unique depreciation rate associated with it, that occurs in the equal life group.  And the average service life does not get -- and I am sorry -- the average life group procedure does not get that finite.

So I can accept your proposition that the Iowa curve has more influence in the final depreciation rate within an ELG procedure.

MR. RICHLER:  You can accept it?

MR. KENNEDY:  I can accept it.  And I don't know, I should clarify:  I can accept the shape the Iowa curve has more influence.

MR. RICHLER:  So if the Board had any concerns about the Iowa curves used in your study would that, in itself, be one reason for favouring ALG over ELG?

MR. KENNEDY:  No.  I really do think you have to separate the two pieces.  One is the selection of the Iowa curve, and I think we need to look at the merits of the curve given all these circumstances.  And then the second is the use of that curve in the appropriate depreciation procedure.

So I do think -- I don't want to say you have to be more precise with the curve under ELG as ALG.  You need to pick the right curve under either method or either procedure.

So to me, the key is to get it right.  And that is to get it right on the selection of that Iowa curve, and then we can then move to the use of that curve within the depreciation rate calculations.

MR. RICHLER:  Now I couldn't possibly take you through all the accounts where InterGroup or Emrydia recommended something different than what you recommended.  But I thought it might be helpful for the Commissioners if I at least briefly asked a couple of questions about one account, for illustrative purposes.

And I thought I would do that for account 475.21, which is "Mains coated and wrapped."  For that account, you recommend an Iowa curve of 55R3.  Correct?

MS. NORI:  Correct.

MR. RICHLER:  Just as a reminder, the "55" means a 55-year life, and the R3 describes the shape of the curve?

MS. NORI:  The 55 refers to the average service Life.  We would expect with an R3 curve that there would be some retirements that occur after age 55, as well.

MR. RICHLER:  And, for reference, the current approved curves for this account are 55R4 for Union and 61R3 for EGD?

MS. NORI:  Correct.

MR. RICHLER:  Now InterGroup says that your proposed Iowa 55R3 would result in a residual measure of 1.0812, which they say on page 41 of their report, but we don't have to turn up now.  They say, and I am quoting:
"...is a notably larger residual than a longer life Iowa 61R3 currently approved for EGD."

Generally, we are striving for a smaller residual value.  Right?  The lower the number, the more closely the curve matches the pattern of historical retirements?

MS. NORI:  I think that is too simplistic of an answer.  You are correct that the lower the number the better the curve fits the historical retirements.  However, that is just one thing that we are looking at.  The historical retirement pattern gives us an indication of what has happened in the past.  That doesn't give us any indication of what is going to happen, necessarily, in the future.

So if we expect that the future will look different than the past, then we need to put less weighting on the historical retirement pattern.

MR. RICHLER:  Right.  I understood that the residual measure is not the only factor that you consider, and that there is some professional judgment involved.

You say in your report that another tool you use is to look at the visual fit or an eyeball test, as I understand it.  And so I wonder if we could go to Figure 11 on page 42 of InterGroup's report, please?  And maybe we could just blow that up a little bit, please?

To my untrained eye, it is not obvious why your Iowa 55R3, which I believe is the black curve, is the best visual fit. Can you help me understand what you are looking for in the eyeball test?

MS. NORI:  I don't know that I would argue that it is the best visual fit to that curve, as well; I don't necessarily disagree with you on that.  We are looking to see how close the line matches to those dots.  So the dots are the actual historical retirement experience of EGI.  The line is the theoretical shape of the Iowa curve based on those groups we were speaking about yesterday.

When a visual fit is -- we are looking to see how well that line fits over those dots, and over that point to the dots that we place the most weighting on.

When I look at the black line there, that is the 55R3.  It does have a very decent fit through to that knee of the curve there that is occurring about age 30.  It is the best fit to that beginning of the knee.

However, I would say that we did not place the most substantial amount of weighting on the fit to the historical data for this account.

MR. RICHLER:  You say in your report, the third thing you consider is a comparison to peer utilities.  You look at what parameters they use in their own depreciation studies.

And here, InterGroup claims that you made a mistake.  In their report on page 42, they point out that you found that the Iowa 55R3 was within the span of peer Canadian pipeline utilities that ranges from 55 to 80 years.

Sorry, could we scroll to page 42, please, of the InterGroup?  Thank you.  Yes, the middle paragraph.  Thank you.

So I will read what InterGroup says here:
"However, review of the peer-utilities comparators provided by Concentric indicated that there are no utilities that have a life estimate of 55 years for this account.  The correct span of peer Canadian pipeline utilities ranges from 65 to 80 years, much longer life estimates than that proposed by Concentric."

So firstly, do you acknowledge that you misstated the range of service life that your peer review turned up?

MS. NORI:  I do.  Mr. Bowman was correct in that assertion.

MR. RICHLER:  And that doesn't change your analysis?

MS. NORI:  It does it not, no.  When we are looking at the peer review for this account, we have to remember that every other utility considered in that peer review utilities includes both plastic and metal mains in the same account.  Plastic is known to have a longer average service life than metal, so we would expect EGI, which is only looking at metal mains to have a substantially shorter average service life than any of their peers.

MR. RICHLER:  Yesterday in your discussion with Mr. Mondrow and again today with Mr. Shepherd, you explained that you were mindful of the energy transition when preparing your depreciation study, even though you didn't expressly discuss the energy transition in your account-by-account write-up of your recommended lives.  Did the energy transition influence your recommendation of an Iowa curve for this account, 475.21?

MS. NORI:  Most certainly.

MR. RICHLER:  How, specifically?

MS. NORI:  When we were looking at the average service life for this account, we were looking at the UGL life of 55 years and the EGD life of 61 years.  When we were deciding which average life we should be selecting or if it should be something other than those two, we wanted to make sure we were reacting to the energy transition factors and we put more weighting on the lower end of those two.

MR. RICHLER:  Is that something you did in, for all accounts?

MS. NORI:  No.  There are certainly accounts that we even lengthened the lives.  Transmission mains is a good example where we actually lengthened the life from the currently approved UGL life.

MR. RICHLER:  Was there some kind of -- I appreciate that there is a lot of professional judgment involved in this exercise, but was there some sort of rigour involved in your application of these transition factors?  I mean how did you decide; how did you decide what weight to put on that factor for -- let's just focus on this account for now.

MS. NORI:  We had many detailed conversations with EGI, including with [audio dropout] our energy transition, I'm sorry, team to get an understanding of what EGI's thoughts were as time goes on.  Beyond that, I don't know that we had a specific percentage that we placed 25 percent on energy transition or anything of that sort.

MR. RICHLER:  All right.  Let me move on to talk briefly will site restoration costs.  As I understand it, before the merger, Union used the traditional method and EGD had been using the traditional method but was approved to switch to the CDNS method in the 2014 rebasing case; now, in this application, you are proposing that the entire company use CDNS; is that an accurate high-level summary?

MS. DREVENY:  Yes, I agree.

MR. RICHLER:  Compared to the traditional method, using CDNS in this case would reduce total depreciation expense; is that right?

MS. DREVENY:  That's correct.

MR. RICHLER:  The total depreciation expense calculated by Concentric, based on the 2021 asset balances, is around $786 million.  That's based on the Concentric approach, using ELG, Concentric's Iowa curves, et cetera, right?

MS. DREVENY:  Yes.

MR. RICHLER:  And tell me if I've got this right.  Concentric calculated that, if they only changed one thing and used the traditional method instead of CDNS, total depreciation would be $931 million or about $141 million more.  That's on page 40 of the compendium.

MS. DREVENY:  Yes, that's correct.

MR. RICHLER:  Thank you.  Can we turn to the InterGroup report at page 49.  In the middle of the page, it says:
"While CDNS is a well-founded methodology and is based on a sounder economic rationale than the more common traditional method of collecting net salvage, the details of the calculation by Concentric are problematic."

It goes on to say:
"There are two issues with the Concentric calculation approach..."

I won't read any further.  I will simply ask you, Concentric:  Having seen InterGroup's critique, do you stand by your CDNS calculations?

MR. KENNEDY:  Yes.

MR. RICHLER:  And I infer that you also weren't swayed by the comments of IGUA expert, Emrydia, on this point?

MR. KENNEDY:  You infer correctly, sir.

MR. RICHLER:  Should the Board be concerned that the various experts in this proceeding can't seem to agree on how to do the math, even using the same inputs, like the same discount rate?  Is there something about CDNS -- which I gather is still fairly novel and not nearly as prevalent as the traditional method -- that makes it difficult to use?  Or is your view, Concentric's, simply that you did it right and InterGroup and EM did it wrong?

MR. KENNEDY:  I'm not sure that Mr. Bowman and Mr. Madsen understand the method that we used.  We've tried to explain it in both an IR response and yesterday during cross-examination.  The questioning I'm seeing that we get from them tells me that they don't understand that we have normalized everything to an interest-free, sorry, an inflation-free number and then inflated that ratio forward and back.  So I can't comment on their calculations.  I'm not convinced that they understand the calculations that we made, during their comments.

MR. RICHLER:  Leaving that aside, would you agree that CDNS involves more difficult calculations than the traditional method?

MR. KENNEDY:  It involves two things, one, more complex calculations, absolutely, and it really requires three additional inputs being -- I guess two additional inputs, the interest discount rate or the discount rate to be used to bring in money back and an inflation rate to inflate the current dollars forward.  Seemingly, the parties agree with the 2 percent inflation rate we've used.  Now, we have disagreement on the discount rate in addition to -- I'm not sure that we agree on the precise method of the calculation.  Back to your question, should the Commission be concerned with that?  I'm not sure.  It definitely introduces or highlights the fact that these calculations are complex.

I do think these more complex calculations provide a more appropriate level of recovery at this point in time for the utilities.  So complexity and the right thing to do are not necessarily always easy in terms of the calculation.  I do stand by the calculations that we have.  These same calculations were approved by this commission in 2015.

MR. RICHLER:  And I think you mentioned yesterday that TransAlta in Alberta had used CDNS but then abandoned it because of the complexity of the calculations.  Did I hear you correctly yesterday?

MR. KENNEDY:  You did, and they took those utilities back to the traditional method that, you know, had a very significant increase in the revenue requirement.

MR. RICHLER:  Could we go bag to Enbridge's compendium, please, K16.2, and turn to page 4.  This is the table that shows the depreciation impact from using InterGroup's and Emrydia's recommendations, and I wonder -- I'm going to ask for an undertaking here.  I am wondering -- we're trying to get a better sense of the impact of CDNS compared to the traditional method, so would it be possible to update this table to also provide the depreciation impact using the traditional method and the salvage parameters recommended by InterGroup in InterGroup's report?

MR. KENNEDY:  Yes.  Yep, no, we can that, sir.  I'm going to offer one additional column to that, and that would be the depreciation expense resulting from the traditional method using our salvage parameters, as well, as a comparison point.

MR. RICHLER:  Thank you very much.  That will be J17.9?

MR. RUTITIS:  Sorry.  Can we just clarify?  Would those parameters also include ALG and the recommended lives, or are you just looking for salvage parameters?

MR. RICHLER:  Yes, including ALG and the salvage.

MR. RUTITIS:  And the lives?

MR. RICHLER:  Yes.

MR. RUTITIS:  Okay, thank you.

MR. KENNEDY:  And so, sir, if I can restate that just to be really clear.  We are going to run this, given the complete gamut of the intervenor parameters.  Would that include both the recommended changes and life estimates from InterGroup and from Emrydia?

MR. RICHLER:  Well, we only asked for the InterGroup recommendations.  And what we were asking for is their recommendations in terms of the salvage parameters.

MR. RUTITIS:  Okay.

MR. RICHLER:  So, again, we're trying to focus on getting a handle on the impact of the choice between CDNS and the traditional method.

MS. NORI:  As the person who is going to have to run the calculations, I just want to make sure I'm clear, so that we get what you're looking for here.

Many of the accounts have a life change that was recommended by Emrydia and a net salvage proposal that was recommended by InterGroup.  Net salvage and life kind of go hand in hand.  If we change the life parameter, that also changes the net salvage accrual each year.

So, in circumstances where the recommendation is different for Emrydia, do you want me to use the Emrydia life recommendation or the Concentric life recommendation?

MR. RICHLER:  Let me put it this way, again.  What we're hoping to try to understand is to get a sense of the impact of the choice between the traditional method and the CDNS.

MS. NORI:  Of course.

MR. RICHLER:  So I actually don't want to be too prescriptive in terms of how you do this.

MS. NORI:  Okay.

MR. RICHLER:  That's what we're looking for, and we do want you to use InterGroup's salvage parameters.

MS. NORI:  Okay.

MR. RICHLER:  But I'll leave it to you to try to answer that broader question using whatever narrative description you need to supplement that table.  Is that fair?  I don't want to spend too much --


MS. NORI:  That's fair.  I just want to make sure I'm getting you what you need.  I'm trying to be helpful.

MR. RICHLER:  Thank you.  That's appreciated.  So, again, that's J17.9.
UNDERTAKING J17.9:  TO UPDATE THE TABLE AT ENBRIDGE COMPENDIUM 16.2, PAGE 4, TO REFLECT CHANGES DUE TO THE CAPITAL UPDATE, AND ADD A COLUMN OR TWO INDICATING THE DIFFERENCE BETWEEN THE USING THE TRADITIONAL NET SALVAGE METHOD AND THE CDNS WITH THE VARIOUS DISCOUNT RATES.


MS. NORI:  Perfect, thank you.

MR. MONDROW:  Mr. Chair, I hesitate again, and I apologize again to Mr. Richler, but, if I found the right table with the capital update life curve updates, which I may have now -- they are not marked as updated, but I think I might have found it in the updated filing -- I notice, and maybe I can ask Ms. Nori, that the life curves on the table on the screen, which is in Enbridge's compendium, don't match the life curves I'm looking at in what may be the updated life curve table.

Which prompts me to ask, in respect of the undertaking just given to Mr. Richler, whether it may be more appropriate to use the updated Concentric recommended life curves -- and I think, if my notes were correct, there were five or six of them, if my understanding of this table is correct -- that it does not include those updated life curves.

MS. NORI:  If you look at the note on the bottom, subnote 1, it mentions that it does not include revised depreciation rates filed in the capital update.

MR. MONDROW:  Right.

MS. NORI:  So, I'm sorry, yes, you are correct that those changes are not reflected on this table.  I am happy to do it either way, quite frankly.

MR. MONDROW:  So it is Mr. Richler's undertaking, but I wonder if we could get updated numbers for this comparison.  That might be more useful than getting outdated numbers for this comparison.  It would still isolate the impact I think Board Staff is looking for, and it may assist when we get to arguments in actually understanding the dollar values, if that's not inappropriate.

MR. O'LEARY:  Just so we're clear, then, the Enbridge compendium K16.2, at the table which I think is page 4, as noted by Ms. Nori, does not include I think it was three accounts that you referred, but I may be wrong, the updates for those.  And, yes, we will update that table to reflect the changes which were due to the capital update.

And so that table will then be replicated and, as I understand it, then what we're also going to do is provide a column or two that will indicate the difference between using the traditional net salvage method and the CDNS with the various discount rates.  Is that fair?  Have I got that right?

MR. RICHLER:  Yes.  I think that's a good summary.  Thank you.

MR. MORAN:  It sounds like we have consensus.

MR. O'LEARY:  Is that...

MR. RICHLER:  Did the -- sorry, did the --


MS. NORI:  I'm sorry.  I'm happy to do that as part of --


[Witness panel confers]


MS. NORI:  Sorry, a little bit of conversation has raised another question.  We've taken a number of undertakings on this table.  Should we assume that the capital update numbers should be flown through for all of the requested changes?

MR. O'LEARY:  Yes.

MS. NORI:  Okay, perfect.  Thank you.

MR. RICHLER:  Did the capital update also include any revisions to the net salvage parameters that you had?

MS. NORI:  It did not, no.

MR. RICHLER:  And just -- again, we don't have time go to look on an account-by-account basis, but, sticking with the same account we spoke about a few moments ago, 47521, in the InterGroup report, they identified a similar issue on your discussion of the net salvage recommendations.  They said that you misstated the range used by Enbridge's peers.  Do you remember that?  We could turn it up if we need to, but I don't want to slow us down.

Do you know what I'm talking about?

MS. NORI:  I do.  Just give me one moment, please.

MR. RICHLER:  Just for reference, it's discussed on page 61 of the InterGroup report.

They say that, of five utility peers you looked at, you misstated the net salvage parameter for two of them, Gazifère and AltaGas.  And so, in fact, your proposed net salvage estimate of negative 80 percent is outside the range of Enbridge's peers.

That seems to me like just a question of fact, not a question of professional judgment, so I wanted to ask you who's right here, you or InterGroup.

MS. NORI:  I note that the InterGroup report is referencing Gazifère's 2008 depreciation study.  They have had a subsequent depreciation study after that point.

I also note that the table, as part of our peer review, does note that their net salvage rate was requested.  I don't know off the top of my head what their approved net salvage rate was for that account.  Mr. Kennedy is shaking his head; he doesn't, either.

MR. RICHLER:  So what is the Gazifère number that we should be using?

MS. NORI:  Negative 90 percent, as requested by Gazifère.

MR. RICHLER:  Just a couple of more questions, Mr. Chair.  Very briefly, on the notion of setting up a segregated fund.

In the last Enbridge rebasing case in 2014, the Board asked Enbridge Gas Distribution to explore the possibility of establishing a segregated fund and, in your application for 2024, you set out the pros and cons of doing so and you conclude that it doesn't make sense at this point in time, but it may one day in the future.  Is that a fair, high-level summary?

MS. NORI:  Yes, I'd say that that's fair.  We would consider it in the future, when there is more certainty around what the expectations are.

MR. RICHLER:  And so you've been asked a number of questions over the last couple of days that I interpreted as getting to the concern about, if there's no segregated fund, then how do we ensure that the funds are -- for site restoration are available when you need them?

And so do I understand correctly that the net salvage component of depreciation is not designed to collect, in a year, only what you need for site restoration costs in that year?  It is not a perfect match?

MS. DREVENY:  Yes, I would say that is fair.  So we are collecting for what the expected costs are, and then it is setting up, I guess, a fund or provision for what the expected future costs are over the life of the assets.

MR. RICHLER:  But if there is anything left over, that is not earmarked for future years?  Or is it?

MS. DREVENY:  So you mean the difference between what we collect versus the cost in the year?

MR. RICHLER:  Yes, yes.

MS. DREVENY:  So that is captured in a liability account.

MR. RICHLER:  And we have heard a few references to the figure of $1.6 billion.  And do I understand that that's the current balance of future removal and site restoration reserves as of the end of 2022?

If we need to turn to it, there is a reference at page 26 of my compendium.  I will let you to turn to it, if you would like.

MS. DREVENY:  I believe that is correct.  I think that was -- yes, I am familiar with the response.

MR. RICHLER:  Do I understand correctly that that $1.6 billion is not sitting in an account waiting to be drawn down?

MS. DREVENY:  That is correct.  It is recorded as a liability.

MR. RICHLER:  So if we imagine the type of hypothetical scenario that we were talking about earlier, when we referred to the undertaking response that arose from the technical conference where some unanticipated government policy shift forces you to decommission a significant portion of assets much earlier than you had planned to, would there be a risk of the company having insufficient funds to pay for site restoration costs?

MS. DREVENY:  Sorry, just one moment please.

[Witness panel confers]

MS. DREVENY:  So if, for example, something were to come up today, I think we would take the appropriate steps needed in order to raise the capital to fund that.

MR. RICHLER:  Okay, Mr. Chair, I am going to stop there.  Thank you, witnesses, for your answers.

MR. MORAN:  Thank you, Mr. Richler.  Up next is Energy Probe.  Mr. Ladanyi?
Cross-Examination by Mr. Ladanyi:

MR. LADANYI:  Thank you.  Good afternoon, Commissioners and the panel.  Most of you know me.  My name is Tom Ladanyi, I represent Energy Probe.

Can we have an exhibit number for the Energy Probe compendium, K17-point what?

MR. RICHLER:  K17.6.
EXHIBIT K17.6:  ENERGY PROBE COMPENDIUM FOR PANEL 15.

MR. LADANYI:  Point-6.  Thank you.

Now, that is the OEB uniform system of accounts for class A gas utilities, and it was last revised in 1996.  I was actually on the committee that revised it.

Now can you turn to plant accounting instructions, which are the back of the compendium?  I think it is around PDF page 122.  There they are.

They are very interesting, and I think everybody should read them.  But we don't have a lot of time for that.  Could you go to PDF page 128, which is the discussion of retirements?  There they are.  And it talks about depreciable plant and book value and salvage value.  Could you go further down on the page, please?  Yes, ordinary retirements.

So there are two kinds of retirements; there are ordinary retirements, and they result from causes reasonably assumed to have been contemplated in prior depreciation provisions, and normally may be expected to occur when a plant reaches the end of its expected service life.  And I won't read that anymore.

Then you will get, further below that, is extraordinary retirements.  Can you go down the page, please, more?   There they are, thank you.

"Extraordinary retirements result from causes not reasonably assumed to have been anticipated or contemplated in prior depreciation or amortization provisions.  Such clauses include unusual casualties due to fire, storm, flood, et cetera, sudden and complete obsolescence or unexpected and permanent shutdown of an operating assembly or plant."

And then there is a further discussion about gains and losses, but I won't read you those.  So you are familiar with these definitions, are you?

MS. DREVENY:  I would say I am familiar with the document.  I have not memorized it, but I am familiar with it.

MR. LADANYI:  Thank you.  So would one of the objectives in designing depreciation rates be to avoid extraordinary retirements by contemplating causes of retirements or assets?  That would be a question probably for Mr. Kennedy.

MR. KENNEDY:  Sir, yes, I would agree that when we prepare depreciation studies and I think as we stated on our depreciation study here, we do explicitly try to consider all forces of retirement, including obsolescence and et cetera.  And we do that in two ways.  One is in the selection of the asset retirement curve, the Iowa curve, and that is where we stated in our study, we specifically consider things like energy transition and decarbonization such that we do give recognition to those, to avoid the issue of an extraordinary retirement in future years.

MR. LADANYI:  Thank you.  So what I heard you say, you consider transition to be one of those potential causes that might cause early retirement to a plant?

MR. KENNEDY:  Yes.

MR. LADANYI:  But it is not clear right now how energy transition would affect Enbridge assets, is it?

MR. KENNEDY:  It is not, other than we know that there is a potential of an impact to a life estimate.

MR. LADANYI:  So, in my questioning, I really want to focus on only one asset account, and it is the same one that Mr. Buonaguro talked about this morning, which is the 473 services account.

Could you turn to Exhibit 4, tab 5, schedule 1, page 12?  That is an Enbridge exhibit, not a Concentric exhibit.  Yes, there.  Thank you.  And there is a description again of the account 473.  It says:
"The account shall include the installed cost of service pipes from the point at which the main is tapped to and including the meter shut-off stop, whether inside or outside of the customer's premises.  This also includes such service pipes paid for by the customer, but for which the utility has assumed full responsibility for the maintenance and replacement of such facilities."

And this is the exact quote, by the way, from the uniform system of accounts.

So from what I see, this description contemplates that certain customers would pay for their services.  Does Enbridge Gas have any customers who have paid for their services so that their service would be at zero cost in Enbridge's rate base?

MS. DREVENY:  Sorry, one moment, Mr. Ladanyi.

[Witness panel confers]

MS. DREVENY:  Sorry, Mr. Ladanyi, can you specify?  Are you asking about customers that would be 100 percent funded, like the RNG producers?

MR. LADANYI:  You know what?  I think -- I look at this definition; I think the authors which -- unfortunately I am one of them probably, but -- contemplated that some customers would be essentially charged or required by the utility to pay for the entire cost of service, installing the service line.

And in this context where we are now, we heard a few days ago that, for example, large condominium buildings around here, the cost of the service line is about $50,000, so these are not insignificant amounts.

I just wanted to know whether these costs are in your rate base or are they not in?  Like, have they paid for it themselves, or are you paying for them?  Who is paying for those costs?

MS. DREVENY:  I can't cite any specific examples, Mr. Ladanyi.  Perhaps there are customers where, due to the feasibility, they did have to pay it all.  I'm not sure of the specifics.

MR. LADANYI:  So this might be kind of a question though not on my list of questions but now what I heard you say this.  So, Mr. Kennedy, how would your study of depreciation be affected by having assets in their -- in, for example, if services account, if they're at zero costs and some which are in there at $50,000?  There are obviously -- there is a very range, large range of services in service costs in there.

MR. KENNEDY:  Yes.  I think we have to remember that, when we track and retire assets and depreciate investment, it is the investment in the account that we are depreciating and tracking, and so, to the extent these assets are in the asset base -- and I'm going to pick two scenarios, one if the asset is in the asset base at a zero cost, in other words, you know, the cost of the utility to put it in which is reimbursed by the utility, that would have a zero, a zero impact on depreciation because that cost -- the depreciation rate when applied to the account would be recognizing that that -- and they're at a zero dollar, so it has no impact on the depreciation expense.  Where it has some marginal impact, to the extent that when that asset is retired and the company goes to retire the asset, whether or not the systems are -- and I know most of the accounting systems very well.  I'm not sure the systems are smart enough to know that that particular service line was a zero-cost line.  If it is, I would assume the retirement is at zero dollars and that it would have no impact on our retirement rate analysis.  Now, a lot of utilities, for the reason being in there's hundreds of thousand if not millions of individual services in this account, would take an average cost of the total cost of the services in a year, and that would be the average cost you may retire.  So it could have a marginal impact on the retirement rate analysis.

I would say that my experience is that's very few throughout Canada that would actually catch that and have any impact on the depreciation or on the Iowa curve calculation.  Unless there was literally hundreds of thousands of these circumstances, it would have no impact on the selection of the Iowa curve.  And, as I suggested, if it is in fact a fully customer-contributed item, it has no impact on the depreciation expense.

MR. LADANYI:  Now, uniform system of accounts also contemplates inactive services.  I don't have to take you to the page.  You'll know what inactive services are.  They are services that at one time provided service, for example to a commercial establishment and now that store is closed, but they are kept in the rate base of Enbridge and waiting for a new person to rent that premise.  That's roughly what's going on.  And does Enbridge have a lot of inactive services in -- and are they or how they are accounted for in depreciation study?

[Witness panel confers]


MS. DREVENY:  Sorry.  I am just conferring with my colleague.  We have a table here.  It looks like we have about $2 million in inactive services, and, in terms of depreciation, it would follow the assets that it's related to.

MR. LADANYI:  So they are also depreciating, even though they are inactive.  So they would have, in essence, no effect on the depreciation study, would they?

MS. DREVENY:  I'd have to take that subject to check.

MR. LADANYI:  The number is small, so it doesn't really concern me.  Let's move on.  So there is also account description for account 474, regulators, and you see it right below there.  And I won't read it.  And then the following page there's a discussion of this, and, from what I understand it, Enbridge Gas Distribution included the cost of regulators in account 473 but Union Gas had a separate account for regulators, which is account 474, and now the combined utility is separate accounts?

MS. DREVENY:  That's correct.  That's our proposal.

MR. LADANYI:  Then, on the next page, you talk about how at page 13 how you transferred costs from Enbridge's, four-seventy -- Enbridge Gas Distribution's 473 account to create a combined 474 account?

MS. DREVENY:  Yes.

MR. LADANYI:  So did Enbridge Gas Distribution have such accurate data that you could actually do this?

MS. DREVENY:  Yes, I believe so.  They were able to trace it within their plant accounts.

MR. LADANYI:  So can we turn to Exhibit 4, tab 5, schedule 1, attachment 2, page 4.  I think we looked at this before in this -- yes, that one.  Thank you.  We're looking now of course at lines 59, 60, 61, and 62, which are the services lines.  Can you see that?  Thank you.  Let's look at lines 61 and 62.  There, the title is "Services plastic 473.02."  In column A, there is a plant average balance.  Why is balance for EGD 0.0?  Does that mean that EGD had no plastic services, or am I not reading this right?

MS. DREVENY:  So, they were previously combined, Mr. Ladanyi, for reporting purposes.

MR. LADANYI:  Okay.

MS. DREVENY:  But I think on the screen here we show a value that's been split out.

MR. LADANYI:  Okay.  Very good.  So I see that -- I am using -- what's the date of this one on the screen, please?  Could you scroll up.  There must be an issue with my exhibit.  So this is one is 0308.  Oh, I see.  I'm looking at the version that was filed October 31st of last year.

MS. DREVENY:  Yes, and that was one of the subsequent updates as part of the March update.

MR. LADANYI:  Okay.  Thank you.  And you are proposing to increase the rate for services plastic to 2.73; is that right?

MS. DREVENY:  That's the proposed rate based on the Concentric study.

MR. LADANYI:  Yes, and above that is the services metallic, which is 3.63.  Very good.

MS. DREVENY:  Yes.

MR. LADANYI:  And that's 3.73 -- 63, reads to a substantial increase in the depreciation?  Expense.  On this table -- I think earlier table is, if I got it right, was $48.1 million.  This is different.

MS. DREVENY:  Yes, I believe there is about a $30 million reduction as a result of performing that update for March.

MR. LADANYI:  Okay.  Very good.  Thank you.  Now, can we go to the Concentric report and look at the actual Iowa curves?  Now, we get the interesting stuff.  So could you please turn to Exhibit 4, tab 5, schedule 1, attachment 1, page 112?  Yes, there we are.  And this is the -- I'm particularly interested in the actual curve.  That seems to have kind of an inflection in it.  So there appears to be a change in the slope of the curve between 40 and 50 years.  What would be the reason for that?

MS. DREVENY:  Sorry.  One moment, please.

MS. NORI:  I think it's important to note the placement band when we are looking at this Iowa curve.  That relates or that -- I'm sorry.  The placement band describes the years that assets went into service.  For this account, the placement band goes back to 1884, so we're looking at a very, very long set of assets here.  As such, I don't know that it would be possible to give you an accurate description of what caused that, that change in the load.

MR. LADANYI:  So can we go to, in same exhibit, to page 29, where you have actually a discussion what's going on with this account?  Keep going down.  Yes, that last paragraph, you see middle of the paragraph there is the discussion of a very large range in the net salvage for this account; do you see that?  From negative 543 percent to positive 7,000 percent, so this is quite a swing, isn't it?  Different times.

MS. NORI:  I know it seems like it's a very large range.  That is actually not as uncommon as one would think.

MR. LADANYI:  As you probably know, I've been in this industry for a long time.  So would that be caused by the removal of copper services and their sale for scrap when the price of copper was high?  That would have caused probably a very positive net salvage.  That would be my guess.

[Witness panel confers]

MS. NORI:  I'm sorry for the wait on that.  The historical data for this account, when we are looking at the net salvage study, goes back to 1983.  It is possible there were some copper services.  I'm not aware one way or the other, to answer your question on that.

MR. LADANYI:  I just wanted to point it out, because there has been a general assumption so far on this issue that it is going to be negative salvage, but, in fact, there may be positive salvage on many accounts, including this one.

MR. KENNEDY:  And, sir, having been around the industry maybe longer than you have, even, the utilities, particularly on accounts like this, have gone through some kind of specific time periods where you'd see real big blips.  We saw one on copper windings within transformer accounts in electric systems a few years ago, when the price of copper went crazy overseas.  So we do see small blips.

I would think that, probably, at the time of the retirement of the copper pipes, there might have been some potential for sale.  I can't say that is the exact case here, but there have been eras within this industry where that has occurred.  They have been short-term blips, but there have been some blips.

What we are seeing now, if I look at recent time, the costs to actually get those assets out far exceeds these opportunities for these blips of really high, positive salvage amounts.  We don't see them much, if at all, anymore.  So I just want to be clear on that.

MS. NORI:  To add to Mr. Kennedy's comment, we are looking at many years of data.  If we were to see, you know, a one- or a two-year blip that might have a much more positive number, while we would take that into consideration, we generally avoid placing too much weighting on anyone data point.  So, while we have that comment in there about the 7,000, we don't place overmuch weighting on any single year of data.

MR. LADANYI:  Thank you.  Can we turn now to page 118, which is the curve for plastic services.  Do you see it there?

Why is there a flat line starting at approximately 62 years?  Does that mean that there are no plastic services older than 62 years?  Is that what it would mean?

MS. NORI:  In answer to your least question, we spoke about the bands, the placement bands and the experience bands.  In the circumstances of plastic services, they are experience bands.  That means the range of years that we're looking at the retirements only goes back to 1997.  When we have that short of a band, it is really common to have these long tails on the data.

Again, when we speak about the visual fit, as I was speaking about earlier today, we would place very little weighting on that long tail there.

MR. LADANYI:  Okay, thank you.  Can you turn to page 30 of the same exhibit.  There is a discussion of that account.  And you will see, again, in the last paragraph on the page, there is a description of the wide range in net salvage from negative 1,000 percent to positive 1,000 percent.

MS. NORI:  Correct, yes.

MR. LADANYI:  Yes.  And can I suggest to you that that's caused, actually, by the fact that Enbridge Gas Distribution had a combined account for regulators and services and there was a program to remove vent shields which were aluminum, and they were sold for scrap.  And that would have caused a positive inflection.  Isn't that right?

MS. NORI:  I can see why that would be a logical conclusion, but I think, in this case, it has more to do with just the short band of history we're looking at for this.  It is really common to see these big jumps.

MR. LADANYI:  Would the services accounts be a good indicator of what is going on with Enbridge business?  If many customers were leaving gas to transition to electricity, would we see some evidence of it in the services account if they request to have their gas services disconnected?

MS. DREVENY:  Mr. Ladanyi, I think there would need to be a material increase in activity in order for us to note that.

MR. LADANYI:  I had a discussion with Mr. Kitchen a few days ago about this, and I think what he told me -- he is not supposed to give evidence -- is there are a number of new additions that are so large that they're masking anything that is going on with those connections.  That's what I understood.  Would that be probably correct?

MS. DREVENY:  I'm not sure I can speak to that.  That might be more relevant to somebody on the customer connections panel.

MR. LADANYI:  If there was a gradual transition from gas to electricity, would there be any extraordinary retirement?  Remember, we defined "extraordinary retirements" earlier on in my cross-examination.

MS. DREVENY:  One moment, please.

[Witness panel confers]


MR. KENNEDY:  I was nominated to speak to it, sir.  In the case of a slow and kind of smooth transition, the impacts of that transition would be reflected, obviously, in the depreciation study, because we'd be seeing those retirement activities.  And so, in that case, particularly a slow, long transition would, in my view, not result in any extraordinary retirements.

MR. LADANYI:  So I think what you were contemplating is a series of depreciation studies and, if they were done correctly and the Board had obviously approved them, that would reduce the need for a segregated fund, would it not?

MR. KENNEDY:  I admit to being confused for about the fourth time today so far.  The slow transition, where you are collecting and removing services, or removing any asset, over a long period of time, now, one has to define what's a long period of time.  Are we talking five years within one update period, or two periods, or three periods?  That would have an answer in my head a bit.

If, in fact, it's over a few depreciation study periods, i.e. say maybe 10 years, and I'm using that hypothetically, your probability of needing a segregated fund would diminish because that fund would be being drawn down as fast as it's being replanted.

The key there is that there is a sufficient amount of investment into the cost of removal reserve to fund those retirements.  So, if you have a long, slow transition, or a long transition of the actual activity, the fund would kind of balance itself within those periods through the funding, the appropriate level of funding, and the cost to remove those assets.  Which would really negate the need for a segregated fund.

Segregated funds can be used for interim retirement activity, but, for constant withdrawals from it, I'm not aware of virtually any that would be used in that manner.

MR. LADANYI:  Thank you.  I only have one more question, and it is probably directed at Enbridge.

There has been quite a lot of discussion about site restoration costs, and I think the removal of service lines and site restoration would be very difficult and expensive in urban locations, for example, Yonge and Eglinton, right outside this building.  Would you agree?

MS. DREVENY:  I am not familiar with specific costs, but would agree that it could be costly.

MR. LADANYI:  Let me suggest to you something:  Suppose that Enbridge was faced with a situation.  Would you not go out there and try to repurpose these lines?  And I was thinking, for example, to sell them as conduits for telecommunications or possibly for electrical cables.  So I find it difficult to think that these large gas mains and service lines would be removed and pulled out of the ground without some new use found for them.

MS. GIRIDHAR:  Mr. Ladanyi, I had the same proposition earlier today; I don't know if you were listening.  So I think it would be an ideal purpose for an existing installed conduit with no connections every few feet or meters, and so on.  So, yes, we would hope that that would be examined if, in fact, the gas system was no longer used or useful and was ready to be repurposed to something other than a gaseous fuel.  Correct.

MR. LADANYI:  Thank you.  These are all my questions.  Thank you, panel, Commissioners and the court reporter.

MR. MORAN:  Thank you, Mr. Ladanyi.  Moving now to panel questions, Commissioner Duff?
Questions by the Board:


MS. DUFF:  Hello.  I have a few.  My first question is regarding ELG versus ALG, and the fact that you have said that the ELG is more mathematically and theoretically accurate.  So I just want to unparcel that, a little bit.

In a time of uncertainty, why I would go to a method where I am entrenching myself in more historical data?

MR. KENNEDY:  I think when we refer to the accuracy of the equal life group method, it is in the time of uncertainty that we find that it is important to depreciate the assets more in line with the consumption of the service of those -- or the consumption of the service of the assets.

So the preciseness relates to the fact that at any point in time, and I am going to answer your question in two parts, Commissioner, just --


MS. DUFF:  Okay.

MR. KENNEDY:  In times of -- in normal times, it is always good to have the depreciation expense align to the consumption of the value -- or the consumed value of the assets.  In other words, if you are consuming x-per cent of that asset's overall ability, you should align your depreciation expense to that.  And that is the mathematical and considered preciseness of the equal life group; you do that better.

So in times of certainty, it is good.  Where it becomes even better is in times of uncertainty, because it is that period of time that uncertain times bring the risk of sudden events, i.e., the -- we don't know if -- and I have not read the announcement from the federal government today on energy transition, or electric transition.  That may or may not be an event that triggers people to go one way or the other.

So, it is better to be more aligned and more depreciated theoretically to the right level in those times, in case of those events, which is what we are suggesting with the equal life group, that we can get to a spot that if an event occurs, we would have less risk of stranded costs in the case of a short-term retirement.

MS. DUFF:  Now you said you had two parts, but aren't you assuming that history is going to be repeating itself?  And that is where I say it:  How can -- if you are in uncertainty about the future, then why am I preferring a model that kind of data-mines the past?

MR. KENNEDY:  In terms of the use of the equal life group versus the average life group method, the past is reflected in that selection of the Iowa curve that is used in both procedures, as we mentioned.

Now, as we talked, I think a couple of times this morning, -- this afternoon, I guess, sorry -- that that leads to a depreciation calculation of either in the ELG method or the ALG method.

Now, if I understand your question and I want to make sure I do is that reliance of the past in the selection of that Iowa curve may or may not be appropriate to use in the equal life group going forward because of the finiteness of -- the resultant rates to the depreciation calculation.

That would be a criticism that we hear occasionally on the equal life group method.  I think we were hearing it a little bit from the intervening group here, that it is too precise, because the past may not look like the future, or the future may not look like the past.

My view is different.  When we select that curve, as we heard Ms. Nori talk about and others, we have tried to recognize that the future is going to be different from the past in that selection of that curve.

MS. DUFF:  But you are breaking it down by subgroup.  It is that additional element of that accuracy.

MR. KENNEDY:  Right.

MS. DUFF:  So...

MR. KENNEDY:  And the intent of that is to try to better align that consumption in each year, of the groups.  When the groups drop off, year by year, that those become fully depreciated.  So in the case of uncertainty, when we don't know what the future is going to look like going forward, we are trying to assure that those subgroups that are dropping off are fully depreciated.

MS. DUFF:  The other question I had about these different methods is we are heading into what could potentially be a five-year price cap.  I mean, in one essence, I am going to make something really accurate for 2024.  And then, for five years, I am just going to increase this envelope of costs, perhaps, without any reference and going back to the original data.

So what is the benefit of having that accuracy in 2024, perhaps, when I am not going to update it for five years?

MR. KENNEDY:  No.  I think if you were to look at the actual depreciation rates we would calculate for 2024 and then 2025, and then 2026/2027, if we had that opportunity, the difference in those rates in that tight five-year band would be very little.

So in other words, that selection of that 2024 rate that is more precise, I agree with you it is going to be not totally accurate for 2024 and 2025 and 2026 and 2027, but we are talking about a very small degree of difference.

In contrast, the ALG method, when you set that rate for 2024, the rate would be used across the board.  But we know that that rate is lower and you will have bigger moves.

So what I am trying to convey in a very not good way, perhaps, Ms. Duff, is that we set our rate in 2024, and we come back in 2029, that rate will probably change less in the equal life group method than it would in the average life group method.

MS. DUFF:  And in your experience when you are testifying or providing evidence in other jurisdictions, is the trend to have these five-year periods between your depreciation studies, given the uncertainty of energy transition?  Or are you finding people are -- the regulators are looking at this more frequently?

MR. KENNEDY:  I would say there is a very large mix right now.  We went through an era where --


MS. DUFF:  That is not the answer I want.

MR. KENNEDY:  Unfortunately, various jurisdictions are looking at this energy transition question, and the frequency of depreciation studies very uniquely amongst each jurisdiction.  We are seeing an awful lot of PBR terms or incentive-regulated terms or, you know, base terms of five years, more in the last few years, in order to provide some price stability to the customers.

Now, inside those, some of those do give us the right to come back with the -- I am not sure of the right term -- I am not a rate design expert.

MS. DUFF:  And it is specific to depreciation, obviously.

MR. KENNEDY:  Yes, yes.  And come back with an update.  And so we are seeing that.  We are advising clients as, that is not a -- that's a good option, in my opinion, to maybe do a true-up.

We can do like a -- we call it a technical update, where we just recalculate the rates based on the same assumptions to keep things trued up.  We suggest to the utilities that, if possible, that is a good option to do at a midpoint, maybe year three of the five-year term, to try to keep things more current, to your point.

And that is going to -- my recommendations for that accelerate more as we get into energy transition, as we are starting to do that now.  Unfortunately, we do have a lot of commissions that just say that is a five-year term; you are going to live with the five years.  And we are now seeing some commissions say come in annually, over this period.

MS. DUFF:  Okay, thank you.  And I was being sarcastic when I said I was wanting a specific answer, but...

Just a few questions now on-site restoration costs and the question of a segregated fund.  Yesterday, there was an undertaking.  Mr. Mondrow asked it.  It was J16.9, and it was regarding -- I think, Ms. Dreveny, you'd -- it was about reporting, so Mr. Madsen in his evidence had suggested some reporting given the status quo situation that you have.  And the question was specific to the Alberta Utilities Commission, but I would encourage you to, when you are answering that question, if -- don't be limited by that.  You said you would figure out whether it -- you would opine on whether it was appropriate.

So, I'm just interested in that answer, and I don't know if it needs another undertaking, but I just -- I would hate to think you're so narrow as to the Alberta Utilities Commission that, if you had other suggestions that you could make, you weren't just limiting your opinion to that.  Is that understood?

MS. DREVENY:  Understood.  So we have not answered that yet, so, when we do, we'll make sure that we're taking a broader scope than just the Alberta commission.  That's the ask?

MS. DUFF:  Okay.  Now, is that fine?  Just leave it at that.  I think we have an understanding.  The last question I have is with -- Mr. Richler asked about -- it's about the liquidity, really, of the money that you've accumulated to date.  So you've got this liability of $1.6 billion, and, other than knowing that quantum, it's not clear to me where the money is.  So is it clear to you?

MS. DREVENY:  I guess I'd say it's clear to me in the sense that the money has been used in the interim for other purposes, such as to reduce the amount of debt that needs to be raised.  But I can say that, while undergoing this study and developing the evidence, we did have conversations with our corporate parent, and there were not concerns in the ability to raise that amount if there was a requirement to.

MS. DUFF:  So you -- and that cost would be your own, would it not?  I mean it's not funds to fund rate base, is it?

MS. DREVENY:  Sorry, one moment please.

MS. DUFF:  Just your answer was, well, we would have to raise that capital, and I'm kind of wondering who would finance that.

[Witness panel confers]


MS. DREVENY:  If it's okay, I think we'd like to take that away to confirm.

MS. DUFF:  Yes, okay, and because -- I'll give you a scenario.  I believe you said that customers are getting the benefit through working capital, which of course carries a much specific component within the weighted-average cost of capital at a rate.  So, in one regard, I think that's what the money's being used for, but, if you had a demand, a run on it, it's not liquid I take it and then you would have to raise the capital.  So that scenario is kind of important, and who would have to finance that.

MS. DREVENY:  That's fair.  We'll definitely take it away and confirm.

MS. DUFF:  Thank you very much.

MR. RICHLER:  Commissioner Duff, we can record that as undertaking J17.10.
UNDERTAKING J17.10:  TO CLARIFY SOURCES OF CAPITAL, AS DESCRIBED IN MS. DUFF'S EXAMPLE.


MS. DUFF:  Okay.  Thank you very much.  Those are my questions.

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

MR. ELSAYED:  I have no questions.  Thank you.

MR. MORAN:  Looking at the time, maybe we'll take a break now for 15 minutes and come back at 3:10, and I will resume with some questions.
--- Recess taken at 2:55 p.m.
--- On resuming at 3:14 p.m.
Questions by the Board (Cont'd.):


MR. MORAN:  I'm going to start with you, Mr. Kennedy.  There's been a lot of conversation about all the different methodologies, and your recommendation, and why your recommendation is the best one from your perspective.

And, as I understand it, what informs the Iowa curves that you use in order to determine the depreciation rates is largely informed by experience.  Right?

MR. KENNEDY:  Yes.  Definitely, the historic experience is one major component of that judgment.  But, increasingly so, we are now moving away from that to the more -- other factors, just because world is in a different spot than it was, say, in 1970 and 1980.

MR. MORAN:  Right.  And one category of experience is just how the assets themselves perform, how long it takes for them to wear out, or break down, or need to be replaced.  Right?

MR. KENNEDY:  That's correct.  And new technology in some of the assets, for example.

MR. MORAN:  Right.  And another source of experience would be -- well, for example, we're observing an interesting regulatory conversation taking place in Alberta with respect to the unexpected retirement of assets as a result of wildfires.  Right?

MR. KENNEDY:  Yes.  Definitely, the forces of nature aspect of wildfires, of floods, ice storms, et cetera, is becoming increasingly relevant in these discussions.

MR. MORAN:  Right.  And, with experience, you can start building that into your depreciation approach.  If you start to understand that you're probably going to lose 10 percent of your assets earlier than the natural life of them because of these other forces, you can start factoring that in.  Right?

MR. KENNEDY:  We can.  And then we also look at the utilities and what are they doing to harden their systems, such that maybe the increased rate of these forces is less destructive to them.  So we kind of look at both sides of that equation.

MR. MORAN:  Right.  Yes.  So, based on what happens when bad things happen, and based on what you do to avoid bad things from happening to reduce the risk, you can adjust your depreciation approach.

MR. KENNEDY:  That's correct, sir.

MR. MORAN:  And, of course, the advantage of those two categories of experiences is you've got those experiences, but we've got this third category called energy transition, which is kind of a prospective thing and not a lot of experience.  Right?

MR. KENNEDY:  That's correct.  And energy transition particularly.  I've been around long enough to see the telecom transition that occurred in the 1980 and 1990s.  I hate to admit that.  But there are some learnings we can take from that, as well.

MR. MORAN:  Fair enough.  And, essentially, the risk is that assets will cease to be used and useful before what you would otherwise have expected them to be used and useful for.  Right?

MR. KENNEDY:  Correct.  And maybe a more current example than the telecom is what we see in coal-fired generation, particularly in the U.S.  Pieces of environmental legislation have caused very early retirements, as compared to what were initially considered in the depreciation [audio dropout].

MR. MORAN:  Now, in your response to various questions, you talked about how the energy transition issue was at the back of your mind, and was part of the conversations you were having with Enbridge, and was part of the process of developing the proposed approach to depreciation, so I would like to ask a few questions about a that.

We already know from Enbridge that they didn't carry out any probabilistic analysis relating to the transition risk; you know, how likely it's to happen and when, how fast it's going to happen.  The pathways study clearly said, We're not making any predictions about which pathway is more likely.  So I'm assuming that that is probably consistent with the kinds of conversations you had with Enbridge when you were doing your work.  Right?

MR. KENNEDY:  Yes, absolutely.  And, as we talked with the company and even other companies, where they are in looking at these pathways.  As a firm, I can think of at least three other studies we have going working on pathways to deal with energy transition.

MR. MORAN:  Right.  So you weren't getting information from Enbridge along the lines of, well, we think that there is a risk that 10 percent of our assets will be stranded as a result of energy transition in the next 20 years.  You weren't getting that kind of information from them.  Right?

MR. KENNEDY:  No.  The message is they don't know and they're going to do what they can to repurpose their system.

MR. MORAN:  Okay.

MR. KENNEDY:  But we don't know the extent to which that can happen.

MR. MORAN:  Right.  And I assume, based on what they've said in this hearing room, they were probably saying the same thing to you: We can repurpose it, we've got hydrogen and renewable gas, and so we can keep growing the system, so we don't have to worry about stranded asset risks.  And so you said, great.

This is a conversation that I have with my mother frequently, talking too fast.

MR. KENNEDY:  Me, too, Sir.

MR. MORAN:  It's my Irish heritage.  I'm sorry.

Your response to all of that would be, okay, I don't have to do a lot of around energy transition because I'm not getting the kind of information that would make me think, hmm, I really have to change, in a fairly radical way, how to approach the depreciation problem.  Right?

MR. KENNEDY:  And I think maybe I'm going to maybe slightly restate that.  We looked at it and we said, Okay, there's uncertainty.  If we compare this study to the last one we did, this topic wasn't there.

So now we've moved from, you know, relatively certain that the system is going to live for a long time, there is going to be gas demand for a long time.  We've moved into an era that we're not sure anymore.  We think there is going to be some repurposing of the line.  We hope we can do things, but we don't know which pathway we're on, so we're just really not sure.

And that is really what drove my decision, or Ms. Nori's and my decision, as we looked at lives.  Does this not stretch lives out?  Without really giving consideration, that, gee, is this a group that may live through some of that?

So we didn't want to get carried away in any life extension.  And that was really, I would say, kind of an overriding factor.  We just don't know what the future is going to bring, so now is not the time to extend lives.  And, if we do, we want to extend them in a very considered way, usually with maybe changes to the mould of that curve.  So we moved into this period of uncertainty that, you know, we just don't want to be stretching lives out because that does potentially create some future risk, in addition to the approach in terms of depreciation.  We'd like to make sure that we are depreciated as correctly as possible, and, in my view, that was the equal life group.

So that kind of -- that uncertainty, I wouldn't say it's a probabilistic analysis about the future.  It is just that, now, we're into a period of uncertainty.

MR. MORAN:  Right.  Kind of a precautionary approach that these are the lives.  We could, in theory, extend them, but perhaps, because of the uncertainty of the energy transition, we won't.

MR. KENNEDY:  Yes.  And, in particular, in long-life assets.

MR. MORAN:  Okay.  And the flip side would be, yes, there's uncertainty, but we're not hearing anything particularly that the lives need to be shortened in any dramatic way, either.

MR. KENNEDY:  No.  And we did shorten the lives on some accounts, but not necessarily from an energy transition point of view on that side.  It was just the indications are that they're going to retire faster than they have.

MR. MORAN:  Right, based on other data points that you got from Enbridge on their experience.

MR. KENNEDY:  Correct.

MR. MORAN:  Okay.  And so I think your work predated the Board's decision on the current demand-side management plan that is under way.  One of the features of that plan is there is a large incentive available for people who switch to heat pumps, cold-climate heat pumps.  And, if you were to look at a scenario where, over the three-year period of that plan, this year being the first year and then two more years to come, if 100,000 people took advantage of that incentive, switched away from gas to a heat pump, first, I guess, my question to Enbridge is:  Would you consider 100,000 regulators, meters per household, you know, 10 or 15 metres of pipeline, would you consider those assets now to be stranded assets?

MS. DREVENY:  One moment, please.

[Witness panel confers]

MS. DREVENY:  Thanks, Commissioner Moran.

I think we'd have to understand what is happening with those customers.  So if they are converting to a heat pump, but they are not abandoning their natural gas connection because of other appliances that they might run, like a barbecue, a fireplace, something like that, then I think that would be one thing.

If the signal was that they were switching to a heat pump and then also disconnecting and abandoning all of their other appliances, I think that would start to be a signal or a signpost that we need to reconsider.

MR. MORAN:  All right.  So my scenario was the latter.  In Enbridge's proposal, you had to continue to be a gas customer in order to qualify.  But in what got approved, you would no longer had to be a customer in order to get the measures.

So, in my scenario, a hundred thousand people switch away; they are not on the gas system anymore.  Would you consider those assets now to be stranded assets?

MS. DREVENY:  Maybe -- sorry, one moment.

[Witness panel confers]

MS. DREVENY:  Thanks, Commissioner Moran.  I guess I would have to say it might depend.  So I think in this scenario we are talking about, a hundred thousand customers not specific to one geographic area, so across the province of Ontario, a hundred thousand people convert.  I think in those cases, I mean, yes, potentially those services aren't going to be used if they are disconnected.  But the mains and such that they are attached to, I wouldn't see those as stranded assets in this type of example.

MR. MORAN:  All right.  So again, my scenario was limited to the connection facilities, not the main on the street.  You would consider those assets to be stranded under those circumstances?

MS. DREVENY:  I think they could potentially be, from an asset perspective, but not from a cost perspective.

MR. MORAN:  Okay.  Well, we will get to costs in a minute.  I was just talking about the asset.  So would you consider a hundred thousand examples of that to be material?

MS. DREVENY:  Yes.  I think we would agree that is material.

MR. MORAN:  All right.  Okay.  And then Mr. Kennedy, based on the approach to those assets for depreciation purposes, I mean, there is potentially associated stranded costs with those stranded assets.  Right?

MR. KENNEDY:  That is correct, sir.

MR. MORAN:  Right.  So if you were presented with that scenario as part of preparing your proposal, what would you do with that?  If you were told, you know, there are going to be a hundred thousand people potentially over three years disconnecting and stranding these assets, and knowing what cost is associated with it from a stranded point of view, how would you approach your work to take that into account, looking forward?

MR. KENNEDY:  The first thing we would look at, sir, is what percentage of the total services would that represent in the system?  Is it 10 percent, you know, et cetera?

If, in fact, and we look at what is the average age of those services.  Are they all in areas that are 30 years old and therefore have furnace replacements coming up, and now the opportunity for a heat pump creates some major advantages?  Or are they newer?

So what we would want to look at is that the Iowa curve that we select, we would want to make sure are tested to make sure that it handles that hundred thousand -- like, the 10 percent of the investment over that period of the age of those services.

So, in other words, if those services would range in age -- I am assuming it would be anywhere from a few years old to potentially very old -- and we would like to try to get a handle on the areas where that offer had been taken up more largely than not.

We would then look to make sure that that shape of that retirement curve would reflect that retirement activity, its age groups.

And so not necessarily retiring -- the Iowa curve doesn't say I am retiring X dollars next year.  It is saying at age whatever of the retirement, it becomes fully depreciated.  And that is where the equal life group procedure becomes really critical.

MR. MORAN:  And ultimately, what you might propose would probably look a little different from what you have currently proposed.  Right?

MR. KENNEDY:  Yes.

MR. MORAN:  Yes.  Okay, thank you.  A number of different scenarios and propositions have been explored through the course of this proceeding from a number of different parties.  And I think you responded to one of them already, but let me just confirm:  In a situation where a connecting customer pays a hundred percent of the connection cost, I think you said there is no impact from a depreciation point of view because there is nothing to accumulate.  Right?

MR. KENNEDY:  Exactly.

MR. MORAN:  All right.  Other scenarios have looked at a situation -- at a proposal where, instead of paying all of the connection cost, some portion of the connection cost is paid.  You know, maybe it's half, maybe it's a third, maybe it's three quarters, but it is not a hundred percent.

And at various points in the context of that proposal, there was the suggestion that this might also make a difference from a depreciation point of view and how you might approach it.  And there was a question raised around, you know, whether there would be some cross-subsidies between those new customers and existing customers.

So, let's deal with the cross-subsidy issue and get that out of the way.  Let's assume there is a separate rate class for those new customers, so that there is no subsidiary between the old customers and the new customers; the new customers pay what they pay.

How is that going to change what you did in terms of developing the depreciation proposal?  Or how should it be considered, I should say?

MR. KENNEDY:  One minute.  I just wanted to confer to make sure I understand the accounting that would go on, first.

[Witness panel confers]

MR. KENNEDY:  Having been reminded of a couple of things, and I wanted to make sure I had this correct before I answered your question, sir.  The cross-subsidy question I think that you were asking in the end was we have a group of customers that are...

MR. MORAN:  Sorry, if I could just stop you.  I wanted to take the cross-subsidy issue off the table.

MR. KENNEDY:  Okay.

MR. MORAN:  Okay?  So we are going to have a separate rate class for these new connecting customers who have contributed some portion of the connection costs, but not a hundred percent.

MR. KENNEDY:  Right.

MR. MORAN:  So for that, for the assets that they only paid part of, what does that -- what would that mean potentially for how you might approach depreciation in that context?

MR. KENNEDY:  So assuming this is something that occurs prospectively, in other words, hasn't been happening for the last 20 years.

MR. MORAN:  Yes, prospectively.  Yes.

MR. KENNEDY:  I would suggest to the company and this is where we do talk with the company about the best way to handle this, but my recommendation as I sit here, and virtually off the top of my head, is to propose a unique subcategory for those assets, such that that investment can be -- that new investment that is partially subsidized by the customer is depreciated in its own unique manner.  And that way, the historic investment is protected, maybe, from that.

What is the right word I am looking for? -- interaction.  So by having that new account with the unique depreciation parameters, dealing with, you know, our time and estimate of that life of that investment, uniquely, I think would be the correct -- that way the old assets, now there would be -- I am assuming some retirement out of that base of old assets, because there are -- or maybe not; these are new connections, I guess, in this example.

We would also be looking at, you know, that that account is going to become a little bit stagnant over time and it will run down, but that gives us a better opportunity to try to match that rundown in accordance with what the company would see as the long-term projection of those assets in its system.  Now, I'm giving that a little bit off the top of my head, so bear with me.

MR. MORAN:  No, I appreciate that.

MS. GIRIDHAR:  Commissioner Moran, if I might just quickly add?  I think from a -- the premise is that we have a different rate class for these or different rates for these customers.  I think there would be value in setting up an account to track those costs separately, purely from a cost-allocation perspective because we have to design rates for these customers, so we can't have those assets co-mingled with other assets.

 So they'd be -- in addition to whatever we might do from a depreciation perspective for those assets, from a cost-allocation perspective, we have to figure out how we identify the cost to serve these new customers differently from existing customers because they have different rate mechanisms.

MR. MORAN:  So, Mr. Kennedy, you answered questions around how you could use different methodologies side-by-side, and you said it's possible and you had some views on that.  You said you could come up with different curves, as well, you know, depending on the situation and that those could be side-by-side.  I'm assume you could also have different asset classes, as well, with -- if you have one large group today, call it meters for example, but you wanted to split that into two classes, one that's partially funded and one that's not, that's doable too, right?

MR. KENNEDY:  That's correct, Sir.  We do that.  We look at -- meters is a good example, and technology in meters has changed a lot.  In some cases, you know, the ERT devices may be depreciated separately from the actual meter and the meter, you know, housing et cetera.  So, yes, we are very cognizant of the prob -- or chance to create new accounts if we think it's going to result in a better alignment of that service value to the depreciation expense.

MR. MORAN:  And, as between ELG and ALG, ELG can handle that quite easily, right?

MR. KENNEDY:  It can.  Both methods could, to be fair.

MR. MORAN:  All right.  I have more of a conceptual question now, and it relates again to the transition risk.  If you had a class of assets that up until now had an average life of 40 years and that was rock solid with experience but then you were faced with an estimate, you know, associated with energy transition that would reduce that average life by 25 percent, how would you approach the creation of a depreciation policy in that, under that concept?

MR. KENNEDY:  Sure.  So, the ability to use two different life estimates within the same account is possible within the models we have.  We can assign, you know, a vintage of 2022, a different life estimate and parameter than we do the vintages of, say, '21 and prior.  I say that with Ms. Nori and all her team behind me, saying Larry, that creates more work for us.  Yes, thanks.  So that's -- and Ms. Nori saying, Larry, be careful.  The fact is, I mean, that is.  That's one of the benefits of equal life group, which is a vintage group approach to doing depreciation.  It becomes a much easier ability to deal with different things by vintage.

Average life group approach, you would almost -- I think you'd have -- I'm pretty certain you'd have to create a new subclass for that in its entirety.  I think we could do it within the OG by applying it to separate vintages.  I still may like the idea, if you've got that big a disparity on the life estimates that we might even with ERG create a separate sub-account for that.

Where we use that approach is, for example, in technologies.  If we look at energy transition and say, gee, we have to make sure all eras of coated steel pipe are going to come up for whatever reason -- I'm using this very hypothetically -- we can identify those vintages and apply your unique life characteristic to those vintages and different ones for the remaining vintages.

MR. MORAN:  All right.  To expand the concept now a little more broadly, if during the conversations you had with Enbridge they said to you, you know, Mr. Kennedy, I think we're looking at the next 20 years and we're forecasting a 25 percent reduction in the used and useful life of all our distribution assets, so broadening it out to not just one asset class but all the asset classes within the distribution system, leaving aside storage and transmission, how would you approach the task in that context?

MR. KENNEDY:  We're getting down to that level where we're anticipating a broader wide-spread decline in volumes but not volumes totally going to zero en masse.  In other words, if we assume that every household is going to consume 25 percent less energy and there would still be 75 percent of the volumes left on the system over that 20-year period, that would tell me that we probably aren't going to have retirement of very many assets because we're still having to deliver volume into those residences.  That is a scenario where, a method like the unit of production or in this case unit of consumption approach, I think we would review it a bit more significantly.  I do think the time is emerging that that method may be used in these kind of circumstances.  That, that's going to require a lot of work, and I think I mentioned, you know, before in this proceeding that we have try to have abilities to try to forecast that decline.  Is it 25 percent immediately?  I would think not.  I think we'd see a more gradual decline down to 25 percent over that period.  In that manner, we might be able to deal with it through the equal life group method efficiently.  I would at that level decline, though, start to think about the use of the unit of production method again.

MR. MORAN:  Okay, just a couple of more questions.  When we talk about depreciation life -- and I think you were clear that, if you get it exactly right, that's the sweet spot, the kind of Goldilocks-like one, people are paying exactly what they should.  If the depreciation life is too short, that means that the capital was recovered too quickly.  For ratepayers, what are the implications in that context?  Is that a really terrible outcome, or does it mean their rates should be just lower after that because they've already paid for the system that continues to be used and useful?

MR. KENNEDY:  It's an interesting question because there are some moving dynamics to that in terms of, if we anticipate a short life and a higher depreciation rate, we depreciate our rate base faster and now the return goes down, so the customers won't -- may not be happy in the really short-term.  We -- there is a crossover point that they are going to be happy, those remaining on the system.  Conversely to the utility, you've eroded the rate base for return.  I mean that's not a good answer, either.

I usually tell people when I sit in the seat with this question that probably the only person in this room that's really concerned about getting that 100 percent right is me, because I have no skin in the game on both sides of that equation.  But I do think it's important to understand that, if you are going to take a risk and err on one side or the other -- and I go back to Dr. Bonbright's book back in 1961, was, in those circumstances, we should err on the side of shorter average service lives than longer.  In that case, he was talking about the transition from manufactured gas to natural gas.  I think the reasoning behind that is that there's, that's -- overall, that's the most fair way to deal with it.

MR. MORAN:  Okay, you talked about instruments being blunt, and just to understand the word, to make sure I understand what you mean by "blunt".  My impression is -- and please correct me if I'm not right -- the things that you referred to as being more blunt, I assume what you were referring to is the impact they have on the depreciation expense, therefore reflected in rates, and that's what you meant by "blunt"?

MR. KENNEDY:  Yes, and I use "blunt" in terms of it's an immediate impact as compared to a long-term impact.

MR. MORAN:  Thank you.  Those are all my questions.

MR. KENNEDY:  Thank you, Sir.

MR. MORAN:  Do you have any re-direct, Mr. O'Leary?

MR. O'LEARY:  We do not, Mr. Chair.

MR. MORAN:  So, with that, I think the Panel thanks the witnesses for your assistance.  I think your evidence will definitely assist us in the decision we have to make.  I think this is the last official Enbridge panel, as well, so, through you Mr. O'Leary to all of the Enbridge witnesses, I just want to extend the Panel's appreciation for all of the hard work that went into the presentation of your case.  We have two more, I guess, intervenor panels to go through.  We are going to take a quick break while the next panel sets up.  Staff will let us know when we're ready to go.
--- Recess taken at 3:45 p.m.
--- On resuming at 4:00 p.m.


MR. MORAN:  Okay, we're ready to proceed with panel 16.  Mr. Richler.
Preliminary Matters:


MR. O'LEARY:  Mr. Chair, one preliminary matter.  Sorry, Mr. Richler.  I don't want to interrupt, but there was some discussion amongst the parties during the break about the exact level of the deficiency at this time, given the capital update and the settlement agreement.

So Enbridge Gas has agreed to provide a breakdown of where the update and the settlement agreement lead us to, in terms of the revenue requirement and the deficiency that is generated.  I just thought we'd put that on the record.  I'm not sure if it needs an undertaking, but we would file it together with the other undertakings that are due on Friday.

MR. MORAN:  Mr. Shepherd?

MR. SHEPHERD:  I just want to clarify that we're talking about a detailed breakdown, rather than just a number.  Is that right?

MR. KITCHEN:  Yes.  We'll give our normal schedules that highlight what the deficiency is, so it won't be just a number on a page.

MR. SHEPHERD:  But what I mean is it will tell us what the final OM&A number is, and the depreciation, and all those things?

MR. KITCHEN:  The components of the deficiency.

MR. SHEPHERD:  Awesome.  Thank you.

MR. MORAN:  All right.  Mr. Richler, why don't we just give that an undertaking number, then, just for tracking purposes.

MR. RICHLER:  Yes.  That will be Undertaking J17.11.
UNDERTAKING J17.11:  TO PROVIDE A BREAKDOWN OF WHERE THE UPDATE AND THE SETTLEMENT AGREEMENT LEAD US, IN TERMS OF THE REVENUE REQUIREMENT AND THE DEFICIENCY THAT IS GENERATED, INCLUDING SCHEDULES HIGHLIGHTING THE DEFICIENCY.

Mr. Chair, I'm pleased to introduce Patrick Bowman and Hayitbay Mahmudov of InterGroup Consultants Ltd.  Mr. Bowman is an associate of InterGroup and has come in from Winnipeg.  Mr. Mahmudov is a principal consultant with InterGroup and has come in from Vancouver.

They were retained by OEB Staff to assist with depreciation-related matters in this proceeding.  The report that they prepared was filed as exhibit M1.  They also answered a number of interrogatories on that report.

On July 17, I sent an email to all parties asking them if they had any objections to Mr. Bowman and Mr. Mahmudov being qualified as experts in depreciation methodology and estimates for regulated utilities.  No objections have been raised.  On that basis. I do not propose to take the Commissioners through the witnesses' credentials.

I would only point out that that their CVs, including a list of utility regulatory proceedings they have each been involved in, can be found in the appendix to their report and that their signed acknowledgment of expert duty forms were filed along with the report.  The report also includes a narrative summary of their experience, starting on page 2.

I would therefore ask that the Panel accept these witnesses as experts in depreciation methodology and estimates for regulated utilities, for the purpose of this proceeding.

MR. MORAN:  Thank you, Mr. Richler.  Given no objections and, obviously, we've had an opportunity to review their credentials, we are prepared to accept them as experts for the purposes of the evidence that they are offering here today.

MR. RICHLER:  Thank you.  I would now ask that the witnesses be affirmed.

MS. DUFF:  Okay.  Mr. Mahmudov, I will start with you.  You are about to give evidence in this hearing.  This Panel is dependent on you telling us the truth, and the law requires you to do so.  Therefore, before you testify, I must ask you this:  Do you solemnly promise this Panel that you will tell the truth, the whole truth, and nothing but the truth?

MR. MAHMUDOV:  I do.

MS. DUFF:  And do you understand that breaking that promise would be an offence under our law?

MR. MAHMUDOV:  I do.

MS. DUFF:  Okay, thank you.  Mr. Bowman?

MR. BOWMAN:  I do.

MS. DUFF:  Okay, thank you very much.
OEB STAFF PANEL 16 - DEPRECIATION - OEB STAFF M1
Hayitbay Mahmudov,
Patrick Bowman; Affirmed.

Examination-in-Chief by Mr. Richler:


MR. RICHLER:  Thank you, Commissioner Duff.

Mr. Bowman and Mr. Mahmudov, I have a few questions by way of direct examination.  I'm not going to ask you to recap your views of the Concentric depreciation studies, since those are already set out in your report.  But, of course, your report does not discuss the report of the depreciation expert hired by IGUA, Dustin Madsen, since that was filed the same day as yours.

At a high level, what are the main areas of agreement or disagreement between you and Mr. Madsen?

MR. BOWMAN:  Good afternoon, Mr. Chair, members of the Commission.  I will start with a very preliminary comment that I think high level might be an understatement.

This case, based on many depreciation proceedings and others that I've been in, is possibly the most complicated case, with the most moving parts, that I have experienced.  To give you an idea, just one of the issues at hand in which I have listed six major issues at hand, just one of them, is the ELG versus ASL procedure.

I just came here from Manitoba, where we are dealing with a third hearing over the course of 10 years working on Manitoba's proposal to move to ELG, which hopefully we will have a final decision in the next couple of weeks.  It has been rejected twice by the Board for the purpose of rate-setting.  So, to give you an idea of the depth of issues, that is but one.

Of course, there are also lives, net salvage estimates, the net salvage approach, the CDNS, the integration of the two utilities, plus all of that before you layer on the energy transition.

So I'll give you my comments on Mr. Madsen's report, but I hope they will be taken in the spirit that these are very high-level.

In the first instance, Mr. Madsen comments on the group procedure to be used, which is the ELG versus -- and I will turn to use the term ASL.  I find the transcript has less likelihood of confusing them if I use the words "average service life" rather than "average life group", but they are the same term.

Mr. Madsen agrees with our recommendation to continue to use the average service life procedure.  I agree with his conclusion in that regard.

I don't always agree with his comments about the ELG procedure, in particular, where he agrees that it's the more theoretically accurate approach.  I think it comes down to the purpose for which one is doing the depreciation calculations.  It may be more theoretically accurate for taking a group depreciation procedure and getting closer back to what an asset-by-asset depreciation would look like; it is not more accurate for the purposes of representing the service value provided by the assets, which I submit is the more critical question when you are dealing with just and reasonable rates.  Nonetheless, we come to the same conclusion that average service life is the appropriate procedure for this utility.

In regard to lives, Mr. Madsen comments on a number of life categories; approximately nine.  Two of those, we have submitted our own evidence, so I don't intend to address them.  I can go through these one by one, and I'll try to make the comments brief.

Mr. Madsen provides comments on transmission compressors, which he suggests go from a life of 30 to 35.  I have reviewed the evidence from Enbridge and I note that there is commentary from their operations people that, in general, the transmission compressors' lives are limited by the OEM suppliers, eventually limiting availability of parts and the like, and they use the general maximum or typical life of that for 40 years.  Some assets may be longer, but 40 is a sort of starting point.

But the bigger issue on this account is that there would likely be much more significant interim retirements.  And, by that, I mean that this accounts capitalization policy would tend to lead to overhauls and block replacements, and that sort of thing, causing a disposal of the original asset and a capitalization of the new spending.  As a result, even though the original unit may be there 40 years, various components of it will have been retired throughout its life.  So, when you get to the average, it will be shorter than that.

I didn't comment on this account in our evidence because I could not accord that capitalization policy with Enbridge's data about what retirements they had seen.  
They recorded very little retirements, even though the capitalization policy says they should have recorded far more.  And so, as a result, I didn't think that the evidentiary base was there to suggest a longer life.  I would want to have a better understanding of those interim retirements.  As a result, I didn't take the same recommendation as Mr. Madsen in regard to extending the life of transmission compressors.

The next two that I have on my list, I had prepared my reviews before I heard the evidence earlier today that Enbridge had updated their proposals.  And I will note for the record that the June filing of those updated depreciation proposals slipped by me.  I think it slipped by a few people.  It was buried in Exhibit 2.  We had tended to watch Exhibit 4 for updates to depreciation.

So one of Mr. Madsen's proposals was in regard to the Mainway Buildings, 472.35, which he had a very sensible proposal about ensuring that a building that was about to be retired did not have its depreciation expense built into rates for the foreseeable future.

Apparently that building may no longer be imminently retired as of the latest information, and so I will withhold my comment on that.  I have not had an opportunity to review that evidence; it was the first I heard of it, an hour ago.

The second category, which is much more concerning to me, is 473.01, which is the services.  Enbridge had originally proposed a 45-year life, and I am focusing only on the lives, here, without getting into the curves in a big way.

Mr. Madsen noted that the data supported moving that 45 to a 50-year life, and Union had previously used 50.  I had had some concern about shortening those services because -- for the same reason Mr. Kennedy noted.  There was a fairly high reliance by Mr. Madsen on peers who were higher, 47 to 57, but the peers tend to put plastic and metal together, which would tend to have a lengthening effect on the averages; plastic tends to last longer.  And so I tended to not consider that peer, dated to the same extent.

Now the latest is that Enbridge is not proposing to use the 45-year life anymore.  They have now updated that to a 40-year life.  It is the first I have heard of it.  When I looked through document, I could find it in one cell of one row of one table, with no backup as to why it changed to 40 years.

And so I would still be in the case that what Enbridge's original proposal was was reasonable, and so I wouldn't recommend Mr. Madsen's 50, nor would I recommend Enbridge's 40.  But that is only because I have seen no data yet to suggest 40.  All the data that I saw was the data Enbridge prepared in support of their 45-year proposal.  So I don't know where 40 comes from, or how it is being justified.

The other account that Mr. Madsen commented on was the plastic services, which he had suggested were moved from 55 to 60.  My concern in plastic services is that we don't have a data -- a background data record; we only have a record to about 45 years.

I don't have a lot of concern that plastic services could last an average of 60, but services, it tends to be the portion of the system that is subject to the type of early retirements Mr. Kennedy talked about, where you are, you know, hit the line when you are drilling for a fence.

So those type of retirements need to be seen in the data as to how much of that type of event is occurring, before you would think about lengthening an account like that.  And so I didn't come to the same conclusion as Mr. Madsen about extending the plastic services.

Then the last two that he recommended were 474, which is the regulators.  Mr. Madsen's recommendation on regulators hinges on a major reclass of a half a billion dollars of assets from being considered part of one component of the asset to being set up on their own.

As a result of that, the life is dramatically shortened.  And I did not spend time looking at that reclass, so I don't have any opinion on that portion of Mr. Madsen's evidence.

And the final account he commented on was 475, which is meters.  I think his proposals on meters are interesting.  I think we will talk about meters before we are done on some other fronts.  Mr. Kennedy has recommended that meters be set for a 15-year life which, based on the asset base and service, has only six-year average life remaining based on the complement of meters that are out there.

Mr. Madsen recommended that 15 be extended to 25.  That is a big change.  I think the 15 is problematic in terms of its -- how low it is.  There is pretty clear evidence on the record that that is below the peers, that the meters have been lasting longer than that, that Enbridge expects the meters to last longer than that.

They talk about the recertification periods.  And if you look in the operational notes which are provided in IR of the meetings Mr. Kennedy had, there are cycles of required recertifications.  And Enbridge expects those to go through lives that would get to 25 to 27 as a terminal value, with some interim retirements. So I think 15 appears to be short; I agree with Mr. Madsen in that regard.  I wouldn't go as far as his 25.

 But I think, as I said, we will talk about meters a bit more because it does tie into the ELG issue as well.

In regards to the net salvage proposals, I would strongly support Mr. Madsen's recommendation that a decommissioning study be done on Enbridge's biggest 10 asset accounts, and that is at page 92 to 93 of his study.  I think that is very important in light of anybody considering the transition issues.

The way that net salvage estimates are developed to date are based on past experience, where assets would tend to be removed and replaced, in situ.  For example, you dig up a pipe to take out the old steel and put in the new plastic, part of that cost of a dig-up is allocated to taking out the steel, and part is allocated to installing the new plastic.

That is a very different type of procedure than you would use if you were abandoning that pipe; you won't necessarily be digging it up.  You would be stabilizing and capping, for example.  That is a common practice -- not universal, but common.

And, as a result, I think that some of the approaches used to estimate net salvage by Concentric, based on this idea of continuing plan to replacement in situ, may not be the appropriate assumptions for going forward.  And I think Mr. Madsen's recommendation there is, therefore, thoughtful and should be pursued.

Outside of that, we express significant concerns about the approach and the mathematics Mr. Kennedy uses to calculate constant dollar net salvage, the CDNS.

Our concerns in that regard lead to a risk, I submit, a high risk of under-accrual of dollars for the purposes of future removal costs and net salvage.

Mr. Madsen, I don't believe, dives into those calculations to the same extent.  So we both agree that Mr. Kennedy has incorrectly double-counted inflation in his CDNS estimates, and I am happy to go through that with the Board, if that's helpful.

But having done that, Mr. Kennedy then discounts the future value at a rate where he effectively excessively applies the discount rate, and results in an excessively low present value for the accrual.  And that is not egregious at a 3.75 per cent discount rate.  If one was to use a higher discount rate, that error spins out; it causes extreme effects and leads to extremely low accruals, which I will come to in a moment.

And as a result, I wouldn't recommend at all using Mr. Kennedy's CDNS approach.  I wouldn't recommend using a higher discount rate with Mr. Kennedy's CDNS approach.

If that is what the Board is considering, I would recommend abandoning CDNS all together and going to the traditional net salvage.

Our evidence said CDNS is fine as long as you do it in a sort of levellized, modest way that we put.  But it is still clearly a novel matter that has some big issues in it.

And I think that was the final bit of our summary of our views on Mr. Madsen's evidence.

MR. RICHLER:  Thank you.  You will have seen that Enbridge prepared a compendium for the depreciation witness panels, and I wonder if we could pull that up, please?  It was introduced yesterday as Exhibit K16.2.  Pages 2 to 5 were, I understand, prepared specifically for the oral hearing, and were not previously in evidence.  These pages set out various ways of comparing Enbridge's depreciation proposal against your recommendations and Mr. Madsen's recommendations.

Would you like to comment on any of these new materials?

MR. BOWMAN:  Yes.  And I hope this part will be brief.

If we could go to the third page, Mr. Kennedy or Enbridge provides a summary of Concentric's proposals versus what they call the intervenor experts' proposals.  I don't believe it fully characterizes our submission.

Asset depreciation approach procedure, it is correct that we would recommend the ASL procedure.  For a net salvage approach, it says constant dollar net salvage which, as I noted, we accept and see the merits of a constant dollar net salvage approach, if applied as we set out in our calculations.

With respect to the way Mr. Kennedy applied it, we have significant concerns that it will lead to an under-accrual of net salvage.  And so I think there is a nuance to basically just saying we are all on the same page on that point.

And again with the discount rate, I most certainly would not recommend a discount rate as high as reported here, if you are dealing with Mr. Kennedy's approaches.

Beyond that, there is a comment here we didn't have consideration to energy transition on the average service life; I think we will probably delve into that before we are done.  We did have an eye to energy transition but we suggest -- I think the comments are suggested elsewhere about why it is difficult, if not premature, to think about how to adjust depreciation estimates and calculations proper for some of the transition concerns.

If you go to the next page, outside of the fact that this page has the old Enbridge proposals, which I think we had just seen -- there were a few that were updated -- this bundles the recommendations that we put forward and those that Mr. Madsen put forward.  I can tell you that there is no scenario under which we put forward a proposal where depreciation would be anywhere near $449 million in a year, if I'm reading that correctly at the bottom, or 509 in the test years.

Our proposals, 771 is where we start with the current existing rates.  Mr. Kennedy's proposals seek to raise that by 892 if it was ELG or 810 if it was ASL.  We agree with using the ASL, and our revision to lives is probably by our estimates approximately 70 million, and it's probably not far off what Mr. Kennedy has estimated here.

So you are still down in approximately the $740 million range, and, as I noted when he talks about discount rates and how far CDNS would push you, our calculations leading us actually increase the accrual for net salvage.

As I noted, I would not even be troubled if the Board were to determine that it wanted to go to the traditional approach, increase the net salvage accrual even further.  So, when I've gone through our numbers, we -- not that it is a results-based analysis, and I don't want to suggest that it is at the slightest, but I will tell you that we never saw numbers around 500 million.  We were typically in the same 700, mid-700-million range as the starting point.  And most of that is because some important assets, like distribution mains and transmission mains which are, my understanding, expected to be a piece of the system going forward, Enbridge is using an unusually short life both based on their own performance and based on their peers'.  So I think that was the main comment.

Also, I don't believe that Mr. Kennedy's numbers include our revisions to net salvage, but, as I noted, were he to include them, I'm sure he would include them under his calculation of CDNS, which causes me some concern.  In return, in terms of the further amounts that are included in that table which are driven by Mr. Madsen's recommendations, I'd encourage you to consider each of those on its own merits.  I think some of Mr. Madsen's recommendations, like the meters for example, do have some merit and, if there's a reason to make that adjustment, I think that adjustment should be considered.

MR. RICHLER:  Mr. Chair, if I could just ask one final question?  I realize that my allotted time is almost at an end.  There has been a lot of discussion about intergenerational equity in the various expert reports.  Could you summarize in a nontechnical way what the choice between ELG and ASL means for intergenerational equity?

MR. BOWMAN:  Well, the choice between ELG and ASL means a significant difference net impact on the way that the service value of assets are reflected in rates.  ASL, as we showed in some calculations which I know people have gone to a number of times, leads to the service value of an asset in a year being equal, or, sorry, a group of assets being equal whether that's in the early years of those assets or later years of the assets.  ELG leads to a different allocation of the service value to the different years, front-end loaded so then, in the early years, the service value of single assets is much greater than in the later years.

And I'd only make one last comment on that, which is the third scenario that's been talked about, which is:  The units of production is a fundamentally different approach which bears no relation to ELG or ASL.  It is an approach where you're taking the dollars and dividing by a denominator that is gigajoules, as the example that's been used, rather than the years, and so you are creating a unit based on gigajoule throughput as if gigajoules better represent the service value of the system.

And I think it's fair that that type of approach may have merit, although I think it's fraught with a number of implementation difficulties.  And I think there's first a need to consider whether gigajoules is the best measure of the value that the assets are providing.

I take note of Ms. Giridhar's evidence, which I think was thoughtful, that this system provides a bulk delivery of gigajoules at this time, but, in the future, it may become a very key critical resource, not delivering as many gigajoules but being a bit of a gem on the system; not an albatross but a gem, because it deliveries the most critical, reliable gigajoules at peak times that are the ones that keep the lights on, not just the ones that cook my Pad Thai at lunch, if you like, that those future gigajoules could very well be of a much higher value.

So ELG, ASL are different; ASL provides an equal service value to the life provided by a group; years of production would provide equal to gigajoules if you could come up with an estimate of how many gigajoules would be provided by assets over time.  But, even if you could solve the implementation details, I don't know at this time that we would say that it is a given that that is the best measure about how to allocate this cost over time.

MR. RICHLER:  Thank you, Mr. Chair.  Those are all of my questions, so these witnesses are now available for cross-examination.

MR. MORAN:  Thank you, Mr. Richler.  Before we continue, let me just check in with you, Ms. Barrett.  I know we had a break just around 4 o'clock.  Are you okay to continue for another little bit?  What's the depreciation curve here, another 15 minutes?  Okay, so we'll aim to finish at a quarter to 5:00.

Mr. Buonaguro, you're up next.  We might be able to fit you in, Mr. Shepherd, and then we might be able to call it a night.

MR. BUONAGURO:  Yes.  Thank you.  I will not take you to 4:45.

MR. MORAN:  Thank you.
Cross-Examination by Mr. Buonaguro:

MR. BUONAGURO:  Good afternoon, panel.  My name is Michael Buonaguro.  I am counsel for the Ontario Greenhouse Vegetable Growers.  I only have a couple of questions, but I will start with a question just to clarify your comments on page 4 of the Enbridge compendium, which is Exhibit 16.2.  It is in the context of the notation underneath the bottom box there.  You can see it says:
"Enbridge Gas notes that applying Emrydia and InterGroup's recommended changes to asset lives under the ALT procedure and a 6.03 percent WACC would result in an annual net salvage provision of only $5 million."

I took it from your opening statement that that does not represent your, the impact of your recommended changes; is that right?

MR. BOWMAN:  Absolutely.  Yes, that's correct.

MR. BUONAGURO:  And your recommended changes relative to the net salvage amount proposed by Enbridge is an increase in the net salvage, not a decrease?

MR. BOWMAN:  Dealing with the method, the CDNS method and the discounts associated with that, ours would lead to an increase in the net salvage.  Depending on whether you are talking ELG or ASL, we provided estimates in our evidence as between 4 and 14 million dollars.

Now, having said that, we also in the next section suggest that some of the estimates they would prepared about what they will need in the future are high, and so that is a downward adjustment.  But methodologically the way that the CDNS is applied we said is already excessively shortening, reducing the accrual that would be needed, given a given set of removal cost estimates.

MR. BUONAGURO:  Okay, thank you.  So this -- and I think generally speaking you're saying that, this presentation, you don't agree that it represents the InterGroup position?

MR. BOWMAN:  No.

MR. BUONAGURO:  Okay, thank you.  Now, the main reason I did have some time on this panel is because I did put to Mr. Kennedy as an expert in depreciation a couple of propositions to him, and I wanted to put them to you, as well, in fairness.  I had asked him:  Generally speaking, could this Board, A, use both ELG and ALG for different parts or different asset groups without there being a bar to it for some reason, depreciation methodology point of view; and also whether the Board could choose some of the recommended life curves over others without necessarily having to take one whole set from one [audio dropout] versus another.

Mr. Kennedy agreed with that, that you could do that.  And I wanted to put it to you whether you think that's also the case.

MR. BOWMAN:  Yes, right.

MR. BUONAGURO:  So, for example, the Board could for various reasons, including the overall rate impact, choose to use ALG with less, I'll call it, aggressive depreciation rates for things like transmission and storage but then also use ELG with what I would call the more aggressive curves for distribution assets, for example?

MR. BOWMAN:  Yes.  Although I haven't accepted that the ELG bears any relation to the transition risk.  ELG is still based on the same lives and the same expectation about when things will retire.  If you are expecting your pattern of retirements to be different, you update the lives and the curves.  You don't choose a different procedure.

If there is a procedure that is methodologically correct and appropriate, like I said, vastly through North America, it is going to the average service life procedure.  Very few people have adopted ELG, and most that did are in Alberta and were decades ago.

And I think, if the point is that you want to be targeting the idea that your assets won't be lasting as long, then be clear about what you expect to be happening with those lives and how long it's going to last.  That's something that's transparent.  I think it can be understood by different parties.  You can read through the notes with the operational people.  They'll tell you why they think it's 30 years or 20 years, why this is going to change, and people can get their head around that, rather than being buried in a spreadsheet -- which Mr. Kennedy implies is hard to run, but it's not really that hard to run -- but rather than being buried in a set of calculations that obfuscate what you are really trying to do there.

MR. BUONAGURO:  I think you are agreeing, though, at a high level, just as Mr. Kennedy agrees that yes, people use -- you call it ASL, I call it ALG -- use ALG, even though he prefers ELG, it sounds like you prefer ASL or ALG, but you do agree that ELG is something that is used?

MR. BOWMAN:  ELG is used, and I am involved in a lot of hearings in Alberta where we are working with ELG.  In different forms.  There was a comment on the hybrid approach earlier today, I believe, from our evidence.  It is used in some different forms.

But, like I said, it is by far the minority.  And, for those people want to think about transitioning, it has been a -- you know, coming up with a methodologically robust justification and a full understanding by a panel of what they're doing, has been -- well, like I said, I've been involved for a decade in Manitoba working on that very issue.  So I think you want to be really careful if somehow that's supposed to be solving your problem.

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

MR. MORAN:  Thank you, Mr. Buonaguro.  Mr. Shepherd.
Cross-Examination by Mr. Shepherd:


MR. SHEPHERD:  Thank you, Commissioners.  My name is Jay Shepherd.  I'm counsel for the School Energy Coalition.

You've already answered my first couple of questions, so I wonder if you could turn to page 16 of our compendium.  This is from your report and it is the estimated impact of your findings on Enbridge Gas's proposed depreciation expense.  Is this still correct?

MR. BOWMAN:  No.  When we did our report, the parameters are correct, but we were asked to throw something in to give an indication of the magnitude of impact, and so we did that for order of magnitude.  We were then asked to actually provide those with more detailed calculations, once we had time to do it, in the IRs.  And so, if you want to see the more detailed calculations, those are in EGI 9 of the interrogatories we answered.

MR. SHEPHERD:  EGI 9?

MR. BOWMAN:  Yes.

MR. SHEPHERD:  I don't have that in front of me.

MR. BOWMAN:  I will say this they are somewhat higher, though.  The impacts are somewhat higher.

MR. SHEPHERD:  The impacts are higher?

MR. BOWMAN:  N.M1.EGI-9.  Yes, the impacts are somewhat higher, because, once you actually get into the detail of running the calculations -- and these are calculations, remember.  We always did our estimates of the impact, not pancaked on top of one another, but always starting from Enbridge's or Concentric's proposal and making the one change that we're talking about, so that you're not seeing the compounding effects.

So these are ELG-related changes.  That is tables 2 and 3 in that response.

And, when you are doing ELG-related changes, the impacts are much higher if your plant is quite young. And, of course, there has been a lot of capital investment on the system [audio dropout] quite young.  So, yes.  Those are the life impacts right there.

MR. SHEPHERD:  So you are saying these life impacts are not correct because they're not -- because the various impacts interact with each other?

MR. BOWMAN:  That's right.  If you -- there is a later response where we were asked what's the impact if you do it on an ASL method, and we do those.  So, you know, the impact of changing a life is different under ELG versus ASL.

The impact of changing a life also depends on what salvage rate you are assuming.  Because, if you are trying to collect the value of the asset plus 20 percent over a given life, and then you shorten the life, it's different than if you are collecting the value of an asset plus 80 percent.  So, in terms of dollars, you have a number of different moving parts that effect each other.

MR. SHEPHERD:  So the reason I ask that is because you just said in your direct that your final depreciation number is in the mid 700s.  Right?

MR. BOWMAN:  Yes.

MR. SHEPHERD:  But what you originally reported in your report was something that would end up being about 690.  And you say this is even more impact, so that would be even lower than 690.  I don't know how you get to 750.  So I'm going to ask you to undertake --

MR. BOWMAN:  I can find that for you, if that's fine.  I can provide that for you.

MR. SHEPHERD:  Well, I'm going to ask you to undertake to do a calculation of the interactive impact of all your recommendations and show them individually so that we can see what the final result is.

MR. BOWMAN:  We can do that.  We would also need to make sure which version.  Remember, we are talking about a variation on Enbridge's proposal, and so I need to know -- I assume we're dealing with the latest version of Enbridge's proposal.

MR. SHEPHERD:  Yes.

MR. BOWMAN:  Which I'm not sure we actually have at this point.  I just heard about it an hour ago.  So, if you are happy to have it done on the last version of Enbridge's proposal, which was in the compendium, we could do that.

MR. SHEPHERD:  Do it on the 892.4, that one, which is the one we've been talking about for the last two days.

MR. MAHMUDOV:  That's the 2024 forecast depreciation as per the application.

MR. SHEPHERD:  Yes.

MR. BOWMAN:  That's the other thing that is different between those, is whether you're talking about the impact on 2021, when is when all of the analysis was done, or 2024, which is for the test year.  So they show different impacts depending on which one you're talking about.

MR. SHEPHERD:  Well, on page 16 of the materials, this is from your report.

MR. BOWMAN:  Yes.

MR. SHEPHERD:  This is a comparison to Enbridge's proposed depreciation rate, so I assume this compares to the 892.

MR. BOWMAN:  2024, yes.

MR. SHEPHERD:  Yes.  So I'm going to ask you to do a similar calculation and show us what you're final number is.  It's not 572.

MR. BOWMAN:  No, it's not 572.

MR. SHEPHERD:  Okay.  So could you do that?

MR. BOWMAN:  Yes.

MR. RICHLER:  Mr. Shepherd, that will be J17.12.
UNDERTAKING J17.12:  USING THE LATEST VERSION OF ENBRIDGE'S PROPOSED 2024 FORECAST DEPRECIATION (892.4), TO DO A CALCULATION OF THE INTERACTIVE IMPACT OF ALL OF PANEL 16'S RECOMMENDATIONS, SET OUT INDIVIDUALLY, TO SEE THE FINAL RESULT.


MR. SHEPHERD:  Okay.  And then I have just a couple of other questions.  When you were doing your service lives, did you adjust any of the service lives specifically for the energy transition?

MR. BOWMAN:  No.  We didn't adjust any of the service lives specifically for the energy transition, no.

MR. SHEPHERD:  So, in your report -- Enbridge says that, in your report, you didn't consider the energy transition.  And I took from your direct that you disagreed with that, but it sound like you're saying you considered it, but you didn't apply it.

MR. BOWMAN:  No.  I think there are multiple steps.  So you asked, when we prepared our lives, did we consider our energy transition.  And I'll say, in each of those, we didn't.  But the accounts where we focused would tend to be the accounts that were less affected by the transition issues.  We didn't look at services, for example; we looked at mains.  We spent more time on the transmission and the compressor side.  So, from that perspective, just at a first screening level, we tended to focus on assets that are likely to be less impacted by that.

And then I'd also say that, you know, it's not that we didn't -- we didn't consider energy transition in coming up with lives.  We addressed it more so, you'll find in our interrogatories, where we talk about what would be the threshold for evidence and for assessing proposals from the utility, driven by the transition.  And we didn't see that it had necessarily made it over that threshold, where somebody could come up with a credible estimate about how you would include that into the depreciation calculations.

MR. SHEPHERD:  Your recommended depreciation number, whatever it ends up being, assumes no energy transition.  Correct?

MR. BOWMAN:  It is trying to calculate the depreciation to be applied to the assets on the assumption that the assets are facing the classic definition of depreciation, which is impacts from services or impacts from effects known to be in operation, affecting on the assets.

I submit that there is a significant amount of information about what an energy transition could look like, but it is very difficult to say, now I want to put a number on a piece of paper and say that is what is known to be an operation on these assets.

I don't think it makes it over that hurdle, from a calculation perspective.

MR. SHEPHERD:  Understood -- I am not being critical.

MR. BOWMAN:  No.

MR. SHEPHERD:  I am just trying to be clear.

MR. BOWMAN:  Yes.

MR. SHEPHERD:  You have a report in which the future continues the same as the past.  Isn't that right?  In fact, that's the whole methodology is to do that.  Right?

MR. BOWMAN:  Not necessarily.  The past is one of the inputs.  The expectations of the company from an operational perspective, for example, the operational notes, is one of the perspectives.  But all of those are, at this point, you know, if you read through the notes that we relied on, and from Mr. Kennedy's meetings with the company, it will talk about when meters are, you know, recertified.  It will talk about when steel pipe is being replaced.

But energy transition is not a component of any of those asset analyses.  It is sort of this overarching umbrella.  It is set out a bit, in one page of that, of those notes, and I think that is the way to think about this.

If this Board was to think about how it might move forward with dealing with the asset base and making sure that those costs are recovered, I don't think, you know, picking numbers into -- to force into an analysis is necessarily quite the right way to go about that.

I think, you know, a more direct assessment of a way to put something in, you know, if it's going to be somewhat arbitrary; don't put the arbitrariness into calculations, if you are going to hypothesize.

I think making that a much clearer adjustment, a top-level adjustment, is probably more appropriate, until such time as you can actually come up with something that really affects and can inform the analysis.

MR. SHEPHERD:  So your report says, in fact, that you shouldn't deal with the energy transition indirectly, you should deal with it directly?

MR. BOWMAN:  That's my point.  Yes, not indirectly by burying it in some table in, you know, Exhibit 4.  If you are saying I've got $16 billion worth of assets and I have done some future analysis and the tolls will be unaffordable and won't be just and reasonable, if I start with my $16 billion and add a billion and a half a year for the next five years, and that is going to lead me to a system that cannot simply support that much cost, and as a result I need to take $10 billion of that off the books somehow, then find a way.

You know, talk about securitization, talk about a way to move that out and make it quite clear what you are doing with it.  But I don't think, you know, switching a procedure to ELG or sort of picking, well, 20, oh, no, 15, let's just pick a number.

I'm sorry, I don't understand what the analytical part of the depreciation study would be doing anymore.

MR. SHEPHERD:  So if, just as an example, you have some assets that are 60-year lives.  As an example, if the actual expectation today was that -- that by 2053, 30 years from now, those assets would no longer be in use, your study doesn't consider that, does it?

MR. BOWMAN:  No.  But if the credible estimate is those assets, that entire group of assets will be gone, then I would think you would want to apply an economic planning horizon to that account.  And I think that would be absolutely appropriate, if you got over a reasonable evidentiary threshold that that is the right year to put in EPH.

MR. SHEPHERD:  All right, my last question then is you have disagreed with the use of CARF.  But you have said CARF, is in any case, higher.  Right?  That is on pages 23 and 24 of our materials.

You have said, if you calculate it, it is -- no, this is actually Mr. Madsen.  So he said if you calculate CARF, it is actually higher now.

And what you are saying, if I understand you correctly, is using a higher discount rate is worse?

MR. BOWMAN:  If this is an appropriate time to maybe go through why that is the case, I think it will help you understand what we are talking about.  It might be a --


MR. SHEPHERD:  If you can do it in 30 seconds.

MR. BOWMAN:  Perhaps with a fresh coffee in us, in the morning.  The mathematics that Mr. Kennedy applies, once he knows what the future target is for how many dollars to put aside, he takes that future value and discounts it --


MR. SHEPHERD:  Yes.

MR. BOWMAN:  -- to today.

MR. SHEPHERD:  Yes.

MR. BOWMAN:  He then takes that value, a dollar value discounted, compares it to the asset value in place today and comes up with a percentage, and applies that percentage to the depreciation expense.

MR. SHEPHERD:  Okay.

MR. BOWMAN:  So, if you keep applying -- let's say it is a billion-dollar account.  I have a billion dollars of assets.  And we may start with 15 percent as our estimate of what we will need in the future, but we discount that and we get down to seven.

I am going to apply a depreciation rate that is going to collect me a billion dollars.  I have now got a seven percent here, so I am going to add on seven percent, which means that while that billion dollars is being depreciated, I am going to collect $70 million.  All his approach ever does, it only ever collects that $70 million, because it applies that 70 percent to everything going forward.

Now, that $70 million a year is not going to get to you the 15 percent of a billion, which you said you needed, $150 million.  The only way it would is if that $70 million was being externally invested, and you are earning that amount.  Or, if you are doing an ARO-type of calculation, you start with that seven percent, but you also have to add the accretion for the percentages, the CARF or the discount rate that you are applying; you need to add the accretion component.  He is missing that in his calculation.

As a result, his present valuation leads to not enough accrual, and it becomes -- it blows up.  It really goes through the roof as you increase the discount rate for long-lived assets.  And that is why that discount rate, you know, we -- yes, we can talk about it for different -- whether it should be CARF, whether it should be in inflation, whether it should be something else, full WACC.

But if you are using it in that way, as it goes up, it really starts to undermine what you are setting aside under his calculation.

MR. SHEPHERD:  If this Board assumes that that balance, that accumulated SRC -- SRC, is that right? -- is in fact being invested, and has accretion attached to it as you would do in an ARO, then having a discount rate that is related to investment returns is correct.  Right?

MR. BOWMAN:  Absolutely.

MR. SHEPHERD:  Because you are trying to match it.

MR. BOWMAN:  Absolutely.  And there is a fair bit of discussion in that technical workshop where Mr. Kennedy is talking about, it depends on how you use the money, it may be giving this benefit, it may be giving that benefit.  It may be offsetting rate base.  It may be used as working capital; we talked about that earlier.

The problem is whatever that money is being used for, if it is giving that benefit, that benefit is flowing right back to customers today, as lower tolls.  It is not flowing to fund the site restoration piece.  And so that accretion, if it is externally invested, then that, those earnings build up the fund.

If it's got an accretion component added on to it, then you are not only adding seven percent, you are putting a higher annual expense in; the seven just deals with the present value.  You also deal with the annual accretion, but that is missing from his proposal.

MR. SHEPHERD:  Because you are giving the investment returns back to the ratepayers --


MR. BOWMAN:  Right.

MR. SHEPHERD:  -- instead of building them up as an accretion, as you would with an ARO?

MR. BOWMAN:  Yes, exactly.

MR. SHEPHERD:  Those are all my questions.  Thank you.
Procedural Matters:


MR. MORAN:  Thank you, Mr. Shepherd.  Just before we adjourn, I just wanted to touch on the opportunity we indicated people could take for brief closing statements.

I just wanted to reiterate that it is not mandatory.  We have no expectations that people need to do it, and there is no judgment if you don't want to do it.  If you feel like you would like to make a closing statement, including raising jurisdictional questions, the opportunity is there for you to take advantage of it.

The more people that step up to do it, the longer we are going to take; tomorrow will be Friday.  But we should be able to finish on time tomorrow anyway.  So...

MR. SHEPHERD:  May I ask a question about that?

MR. MORAN:  Absolutely.

MR. SHEPHERD:  As you, I am sure, are aware, there is some confusion in the room about the closing statements.  And it was our understanding that they were to be limited to jurisdictional issues, that is, raising things that we want to see in the argument-in-chief.

Is that correct?  Or are you making it broader, so that people can sort of summarize their case?

MR. MORAN:  We wanted basically to provide the opportunity for what you described.  And we heard through Board Staff that there might be some people who didn't necessarily want to take advantage of that, but might want to make a believe closing statement.  So we are basically saying we are okay with that.

MR. SHEPHERD:  Thank you.

MR. MORAN:  But you don't have to, and there is no judgment if you don't.

MR. SHEPHERD:  Thank you.

MR. MORAN:  Okay.  With that, I think we will adjourn and we will resume at 9:30 tomorrow.
--- Whereupon the hearing adjourned at 4:49 p.m.
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