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Application

Board Decision

Degree Day Forecast Methodology

Approved for each service region, as per
amended proposal

Average Use per Customer

Approved, to be amended for approved
degree day forecast

General Service and Contract Sales

Approved, to be amended for approved
degree day forecast

Fuel Switching program expenditures

Expenditure levels to be managed by
Enbridge but must meet Total Resource Cost
test

Energy Link program

Not approved. Cease program
Recovery of costs incurred

Gas Supply Risk Management program

Not approved. Cease program
Recovery of $0.691 million

2007 Open Bill Access Deferral account

2006 Electric Program Earnings Sharing
Deferral Account

2006 Unbundled Rate Implementation Cost
Deferral Account

2006 Alliance Vector Appeal Costs Deferral
Account

2005 and 2006 Gas Distribution Access Rule
Deferral Accounts

Approved as proposed
Approved as proposed

Approved as proposed
Approved as proposed

Approved as proposed

38% Equity Component of Capital Structure

Increase equity component from 35% to 36%

Revenue to Cost Ratios

Approved as proposed

Access to Bill envelope to include inserts by
third parties

Approved with changes

Rate Implementation

Recovery of approved revenue
deficiency/new rates effective January 1,
2007

! This summary (i) excludes the particulars in the 2007 Settlement Proposal and (ii) does not form part of the
Decision nor does it itemize all findings and is not to be relied on for the purpose of applying or interpreting the
Decision.
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INTRODUCTION

The Application

Enbridge Gas Distribution Inc. (“Enbridge”, or “the Company”) filed an application dated
August 25, 2006 with the Ontario Energy Board (the “Board”) under section 36 of the
Ontario Energy Board Act, 1998; S.O. c.15, Schedule B, for an order or orders
approving or fixing just and reasonable rates for the sale, distribution, transmission, and
storage of gas for Enbridge’s 2007 fiscal year commencing January 1, 2007 (“2007 test
year” or “test year”). The Board assigned file number EB-2006-0034 to the Application.

Appendix A contains details regarding some of the procedural aspects of the rates
Application, including a list of witnesses and a list of participants.

The Settlement Proposal

On January 24, 2007, a Settlement Proposal was filed with the Board. During the
course of the oral hearing, the parties to the Proposal filed four appendices regarding
supplemental completely or incompletely settled items, one regarding issue 6.3, and
three regarding issues 7.1 through 7.5. They are included as Appendices C to F of the
Settlement Proposal. Appendices C and D are dated February 12, 2007, Appendix E is
dated February 20, 2006, and Appendix F is dated March 21, 2007.

A copy of the Settlement Proposal, including the addenda, is attached as Appendix B.

Of the 47 issues on the Issues List, the Settlement Proposal includes the complete
settlement of 30 issues and indicated that parties would not address these issues at the
hearing. There were 7 issues for which there was a partial settlement, and the parties

were unable to reach agreement on the remaining 10 issues.
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Below is a list of issues which are presented in the Settlement Proposal as having been

completely settled.

The Board accepts the cost consequences of the Settlement

Proposal and will not review these issues in this Decision.

Issue 1.1

Issue 1.3

Issue 1.4

Issue 1.5

Issue 1.6

Issue 1.7

Issue 1.8

Issue 2.1

Issue 2.2

Issue 3.1

Issue 3.5

Issue 3.7

Issue 3.8

Issue 3.9

Issue 3.11

Issue 3.14

Issue 3.15

Issue 4.1

Appropriateness of the Proposed 2007 Rate Base Amounts
2007 Safety & Integrity Project Budget Amounts

Board Method of dealing with Leave to Construct Applications in
Separate Proceedings

Meeting requirements of the Board for Independent Cost
Benchmark Study for the EnVision Project

Appropriate levels of Cost and Benefits for EnVision Project, and
how are they to be reflected in rates

Justification of total Project Amount of $133 million for Automatic
Meter Reading (“AMR”) Project

Appropriateness of proposed recovery amount of AMR in 2007
Rates

Appropriateness of 2007 Transactional Services Revenue and
Sharing Mechanism from 2006 Decision

2007 Other Revenue Forecast

Gas Cost Forecast and Reference Price

Human Resources Costs

Corporate Cost Allocation for 2007

Regulatory and OEB Related Costs for 2007

Decision to Change to December 31 Taxation Year
Change in Depreciation Rates for 2007

Amounts included in Rates for Capital and Property Taxes
Amounts in Rates and methodology for Income Taxes

Appropriate Return on Equity for the 2007 Test year
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Issue 5.1

Issue 5.2

Issue 6.1

Issue 6.3

Issue 6.4

Issue 7.1

Issue 7.2

Issue 7.3

Issue 7.4

Issue 8.1

Issue 8.2

Issue 9.2

Appropriateness of Cost Allocation based on Board Approved
Methodology

Level of Recovery of Amounts for Demand Side Management
Costs in Delivery Charges

Delivery Demand Charges
Rate Handbook Contents

Treatment of Bundled Transportation Charges and T-service
Credit

Customer Care/CIS — has Enbridge complied with the direction
in EB-2005-0001

Customer Care/CIS - Actions or Decisions required to prevent
duplicated items in Regulatory Asset Account

CIS — Appropriateness of Forecast Costs
Customer Care/CIS-Appropriate Costs

Actions necessary to appropriately reflect the impact of the
Decisions of the NGEIR (EB-2005-0551) Proceeding

Actions necessary to appropriately reflect the impact of the
Decisions of the DSM (EB-2006-0021) Proceeding

Setting of Interim Rates, effective January 1, 2007

This Decision with Reasons will address the non-settled issues under the following

chapters:

Forecast of Degree Days

Average Use-Per-Customer

Contract Gas Volume and Revenue Forecast

General Service Volume and Revenue Forecast



DECISION WITH REASONS

e Fuel Switching

e EnergyLink Program

e Open Bill Access

e Risk Management Program

e Deferral and Variance Accounts

e Capital Structure and Cost of Capital
e Revenue to Cost Ratios

e Rate Implementation

On April 16, 2007, the Board issued Procedural Order No. 8, dealing with the settlement
of Issue 3.6 (Regulatory Cost Allocation Methodology). Parties had indicated in the
settlement that they were unable to reach a settlement on Issue 3.6. The Board
ordered that Issue 3.6 will be considered as part of a separate phase (Phase 2), and
consequently, Issue 3.6 is not addressed in this Decision. The ultimate resolution of

this issue will not affect 2007 rates.
Interim Rate Order of March 26, 2007

The Settlement Proposal included the agreement from all parties that:

... for rate implementation purposes only, the Company can adjust rates to
recover an additional $26.0 million, effective as of January 1, 2007, and that
this will be implemented at the same time as the Company’s April 1, 2007
QRAM is implemented. GEC’s and Pollution Probe’s agreement in this regard
IS subject to any later adjustments to the Company’s recovery of revenue
deficiency that might be required as a result of Issue 3.2. Schools’ agreement in
this regard is subject to any later adjustments to the Company’s recovery of
revenue deficiency that might be required as a result of Issue 9.1. (Ex.N1 Tabl
Schedule 1 p9 /filed January 24, 2007)

An Interim Rate Order was issued on March 26, 2007 and is attached as Appendix C to

this Decision.
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Submissions and exhibits

Copies of the evidence, exhibits, arguments, and transcripts of the proceeding are

available for review at the Board'’s offices.

The Board has summarized the record of the proceeding only to the extent necessary to

provide context to its findings.
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FORECAST OF DEGREE DAYS

The forecasting of degree days establishes the basis on which the Company can project

its expected revenues and from that derive its projected sufficiency or deficiency.
Issue 2.3 reads “Is the forecast of degree days appropriate?”

The Company originally proposed to use the Central region degree day forecast of
3,617 degree days based on the 20-Year Trend method. In addition to the Central
region application this forecasting methodology would apply to both Niagara and
Eastern regions. The use of this forecast methodology would result in a revenue

deficiency of $12.9 million, compared to the last Board-approved degree day forecast.

In its argument—in-chief, the Company amended its proposal by requesting approval of

separate forecasting methodologies and forecasts for its Niagara and Eastern regions.

The nine methods evaluated by the Company are: the Naive method, 10-Year moving
average method, 20-Year moving average method, 30-Year moving average method,
50/50 method?, de Bever method®, de Bever with Trend method*, 20-Year Trend
method and the Energy Probe method®>. The Company compared the actual degree
days with the forecast degree days for each methodology for each year for the 1990 to
2005 period. The Company then ranked these methods using the following measures:
Accuracy (as represented by Mean Absolute Percent Error and Root Mean Square
Percent Error), Symmetry (as represented by Mean Percent Error and Percent Over-

Forecast) and Stability (as represented by Standard Deviation).

2 Also referred to as the Union method, is a weighted average of the 20-Year Trend method and the 30 Year
Average.

% “The de Bever [method] is a regression model and features a long-term and short-term component. The former
takes the form of a constant, while the latter is accomplished via a five-year weighted average of degree days (lagged
two years). The model is estimated over a period equal to the estimated periodicity of the weather cycle”. C2/T4/S1

* “The de Bever with Trend [method], as the name implies, adds a trend variable to the previously approved de Bever
method”. C2/T4/S1

° “Energy Probe [method] adds both a trend and a five-year simple moving average to the basic de Bever model”.
C2/T4/S1
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Based on its review, the Company now proposes to use a mix of degree day forecast
methodologies. The Company argues that its analysis indicates that it is appropriate to
move away from using the de Bever methodology and in its place the Board should
adopt the method that is best suited to each of its three regions. Accordingly, the
Company is requesting approval for the 20-Year Trend method (and forecast of 3,617
degree days in the Central region), the Energy Probe method (and forecast of 4,410
degree days) in the Eastern region and the 50/50 method (and forecast of 3,546 degree
days) in the Niagara region. This new proposal reduces the revenue deficiency related
to weather from $12.9 million to $11.7 million.

While intervenors and Board Staff have raised a number of issues with the Company’s
proposal, the majority of the discussion has focused on the proposed use of the 20-Year

Trend method in the Central region.

The Company argues that the current Board-approved method, which was approved in
1990, is no longer appropriate to accurately predict an increasingly volatile and

downward trend in heating season degree days.

The Company presented evidence to support its claim that, in recent years, weather has
become increasingly volatile and exhibits a warming trend. The Company also
presented detailed empirical evidence based on its examination of the different
methods. Its analysis, the Company argued, clearly indicates that the 20-Year Trend

method produces better forecasts than any of the other methods for the Central region.

Schools and CCC argued that the Company has not made a case sufficient for the
Board to adopt a new methodology, particularly a complex mix of various approaches.
While Schools accepted the use of a linear trend to forecast degree days, it raised a
number of issues with respect to the methods tested, the design of the ranking system,
and the length of the test period. Schools also argued that the Board should adopt an
interim solution and the issues of weather risk and degree day forecasts should be

addressed in a generic proceeding.
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CCC submitted that Enbridge has not demonstrated that the 20-year trend is a
sufficiently robust and flexible model and that the Board should continue with the de
Bever methodology, or set the 2007 degree day forecast using the methodology

approved by the Board for Union Gas.

IGUA argued that the Company should not be allowed to change its degree day
methodology before the results of the Board’'s pending weather normalization review are
known. IGUA argued that Enbridge’s forecast should be determined based on the
methodology currently embedded in its rates. IGUA characterized this methodology as
the “adjusted” de Bever methodology and it consists of reducing the forecast produced
by an application of the Board approved de Bever methodology by 43 degree-days.
Accordingly, IGUA argued the 2007 degree day forecast should be 3,805 degree days.

Board Staff identified certain concerns with the Company’s proposed methodology, but
did not advocate the use of any one particular method.

Energy Probe supported the Company’s proposal to use the best performing method in
the three regions. However, it argued that the analysis used to assess the performance
of the different methodologies, is flawed. Energy Probe submitted that the Board should
approve the Energy Probe methodology for the Central and Eastern regions and the 10-

year moving average methodology for the Niagara region.
Board Findings

The Board considers the following to be the two issues to be considered with respect to
the proposed change in methodology: Has the Company made a sufficient case to alter
the currently used methodology? If it has, then what is the appropriate degree-day
forecasting methodology (or methodologies) for setting test year rates? The Board
deals with each question below.

Has the Company made a sufficient case to alter the currently used

methodology?
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CCC submits that Enbridge has not made a case sufficient for the Board to adopt a new
methodology, particularly a complex mix of various approaches. Schools argues that the
Board has an approved degree day forecasting method for Enbridge which was
established after a thorough debate with expert evidence and that, from a strict legal
point of view, the de Bever method is the default method; since the Company has not
met the onus to supplant it, the de Bever method should be used. IGUA, supported by
VECC, argues that pending the results of the weather normalization review, Enbridge’s
forecast should be determined based on the methodology currently embedded in its
rates.

The Company argues that it has presented detailed evidence to indicate that the current
method is no longer appropriate and notes that those are sufficient grounds to warrant a
change in methodology. In response to IGUA’s arguments, the Company argues that
no such methodology has ever been presented or approved by the Board. The
Company further argues that in the years since 2003 the degree day forecasts have

been settled and are not premised in any degree day forecasting methodology.

The Board notes that the settlement agreement in the last rates case for the Company
(EB-2005-0001) does not make any specific characterization nor does it explain the
basis for the degree day adjustment agreed to by the parties from the level proposed by
the Company. It merely notes that the parties have agreed to reduce the degree day
forecast by 43 degree days. The Board considers the adjustment to be the result of a
negotiated settlement rather than being underpinned by any scientific or statistical

reasons.

The Board believes that given that the sole purpose of a forecasting methodology is to
accurately forecast weather it is simply appropriate to select a method based on the

empirical findings.

In the Boards view, the aforementioned evaluation of nine various methodologies
presented by the Company reasonably demonstrates that the de Bever method has not

produced the most accurate forecasts compared to other methods.
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What is the appropriate degree-day forecasting methodology (or methodologies)

for setting test year rates?

Having found that the utility has made a compelling case to consider a change in
methodology, the Board then must make a determination on an appropriate degree day
forecasting methodology.

The Company has presented historical weather data and argues that this data reveals
that weather is increasingly volatile and displays a warming trend, especially in the
Central region. The Central region is particularly relevant in this context, because it
accounts for over 80% of the Company’s volumes.

The Board is satisfied that the historical weather data presented by the Company can
be interpreted to support the premise that an underlying warming trend and increasing
volatility in weather does exist. However, the Board does not find this to be
determinative in the selection of the most appropriate model. The Company has
presented various methods. Some of these are based on simple moving averages,

while others are more sophisticated.

Based on the evidence and arguments, the Board concludes that a linear trend method
is an appropriate method to be used. The moving average methods, while they do
capture the trend, exhibit a considerable lag, thus making it an inferior method to the
linear method. While the Naive method captures the randomness in the data, it can
result in an abrupt and substantial change, which could lead to rate shock. The de

Bever method, as noted earlier also has its limitations.

The selection of the trend is a critical factor in the determination of an appropriate
forecast. The evidence the Company has presented indicates that a linear regression
trend based on 20 years of data, compared to the other eight commonly used methods,
generates forecasts that display greater accuracy. for the Central Region having
accepted the analysis presented by the Company as part of its review of the nine

comparable methodologies, the Board accepts the Company’s amended proposal to

10
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apply the 20-Year Trend method in the Central region, the Energy Probe method in the

Eastern region and the 50/50 method in the Niagara region.

11
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AVERAGE USE-PER-CUSTOMER

This section addresses Issue 2.4, namely, Are the average use-per-customer forecasts

for Rate class 1 and Rate class 6 appropriate?

A key element in the Company’s forecast of its General Service sales volumes for the
2007 test year is the forecasted average use for Rate 1 and Rate 6 customers. The
Company indicated that the models it employs to forecast average use have been in
use since 2001 and that, during that period, parties and the Board have accepted these
models through the Board-approved Settlement Proposals. Excepting the years 2001
and 2005, in which there were high and volatile gas prices, the average error variances
between normalized actual use and Board-approved was less than 1%, indicative of the

model’s accuracy and validity.

The Company’s 2007 forecast of volumes for general service customers was prepared
in the spring of 2006, incorporating the most up to date information available when the
filing was prepared. At that time, the Company used the PIRA Energy Group’s price
forecast for Henry Hub Spot which was published in January 2006. This was the most
recent information available when the Company put together its volume forecast budget
in April 2006.

The Company’s evidence forecast a continuing decline in average use.

The Company noted that its 2007 General Service sales volumes forecast reflects a
decrease of 99 million cubic metres, as compared to the 2006 estimate, due to

declining average use per customer.

Efficiency of gas appliances and relatively high and volatile gas prices were identified by

the Company as key reasons for the decline in average use.

12
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The Company’s evidence indicated that gas prices accounted for 62% of the decrease
in Residential gas consumption and for 19.9% of the decrease in apartment

/commercial/ industrial gas consumption.
Positions of the Parties

While no intervenors disputed the integrity of the average use model the Company used
to generate its average use forecast, VECC and Energy Probe questioned the
timeliness and source of the gas price forecast which was reflected in the model utilized
to forecast average use. Their submissions received the support of IGUA, Schools and
CCC.

VECC expressed concern with the forecasted decline in normalized average use and
volumes in the residential and apartment sectors, and highlighted the projected increase
in natural gas prices as the dominant factor driving the forecasted decrease in general
service volumes. In this regard VECC submitted that Enbridge made two material
errors when forecasting the normalized average use for residential (Rate 1) customers
by i) relying on the PIRA Energy Group forecast as opposed to the Board approved
QRAM price forecasts, and ii) relying on forecasts from Q1, 2006 when materially

different actual and forecasted natural gas prices for 2006 and 2007 are available.

Energy Probe submitted that the real energy price forecast, a key input into the
regression models for both the Rate 1 and Rate 6 average use equations, should be
updated to reflect the most recent information available on the basis that it has a
material impact. Energy Probe expressed concerned with the timing of the information
used to prepare the 2007 test year average use per customer forecast. Although
accepting the view held by Enbridge’s witnesses that it is not possible to update the
entire rate filing, Energy Probe argued that it is appropriate to update for significant

changes that have taken place since April of 2006.

The Company disagreed with the intervenors’ assertion that the gas price forecasts
should be updated to reflect more recent information. The Company noted that the
nature of forward test year cost of service regulation is that all of the Company’s

13
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budgets are set on a forecast basis and then submitted to the Board for approval.
Selective updating, while less cumbersome and time-consuming than full blown update,
could present a misleading or inconsistent picture and would encourage opportunistic
behaviour by intervenors. In the Company’s view, the fair approach in this case is to
reject the intervenors call for selective updates and instead rely on the consistent

information that was available at the time that the Company prepared its application.
Board Findings

The Board notes that no intervenor challenged the accuracy of the volumes put forward
by the Company or the assumptions imbedded in the average use model. Nor does the
Company question the accuracy of the volumes put forward by VECC and Energy
Probe in the respective proposals. The differences in the proposals are in the source of
the reference price and the timing of obtaining the reference.

The question before the Board is one of fundamental importance as it deals with the
basic principles associated with the filing of an application and the interrelation and

interdependencies of various application components.

In establishing fair and reasonable rates the Board considers many factors and weighs
many pros and cons. One of these balancing exercises is the valuing of the use of the
most recent and therefore most accurate data against the value of being able to
complete application processes in a timely manner and with a degree of certainty by all
involved that the original application will be heard as filed, except for pre-determined or

exceptional circumstances.

In this particular case the intervenors representing consumer groups support the
insertion of fresh information into the application which would result in higher projected
usage and therefore a lower projected revenue requirement for the Company. One can
easily imagine the Company putting forward the same type of proposition if during the
proceeding it became clear that the starting assumption on gas forecast prices was a
less favourable input than a current reference price indicated. In essence, the

application in such a paradigm would remain a dynamic document until the record

14
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would be considered closed. Although such dynamism may be appropriate in certain

circumstances, it is impractical in this context.

The Board accepts that the most recent data should be used in the preparation of an
application in the establishing of rates. The Board does not consider the data updating
propositions of Energy Probe and VECC to be practical. The Board accepts the
Company’s position that there are too many interrelated matters and assumptions that
must be taken into account if it were to update the particular elements argued for in its

rates application.

The Board accepts the Company’s average use-per-customer forecasts.

15
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CONTRACT GAS VOLUME AND REVENUE FORECAST

This section deals with Issue 2.5, namely, Is the proposed 2007 contract gas volume

and revenue forecast appropriate?

Contract customers are customers with annual consumption of 340,000 m? or greater
who enter into a service contract with the Company and are in the 100, 200 and 300
series of rates. The volume forecast was prepared in March 2006, and incorporated the

most up to date information available at the time when the filing was prepared.

In its pre-filed evidence, the Company sought approval of its contract gas volume
forecast 4,131.7 10°m?3 for the 2007 test year. Subsequently, in its argument-in-chief,
the Company increased the forecast to 4,134.3 10°m® to reflect the Company’s

amended degree days forecast proposals.

The Company characterised the development of the volume forecast for the contract
market as a grass roots approach; it is prepared by aggregating the information
collected by its account executives in consultation with all contract customers. The
aggregate contract gas volume budget that results is then adjusted to take account of
the degree day forecast on the weather-sensitive portion of the customers’ forecast

volumes to form the total contract volumes forecast for the test year.

IGUA submitted that it had no quarrel with Company’s 2007 contract gas volume
forecast apart from the weather projection methodology used to derive a forecast of
3,805 degree days for the weather sensitive portion. No other intervenors made

submissions.

The Board accepts the non-weather sensitive component of the 2007 contract gas
volumes forecast as filed. The Board directs the Company to reflect the 2007 test year

contract sales volume forecast consistent with the Board’s findings in the Forecast of

16
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Degree Days chapter of this Decision pertaining to the degree day methodology the

Company is to use to forecast weather sensitive volumes.

17
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GENERAL SERVICE VOLUME AND REVENUE FORECAST

This section deals with Issue 2.6, namely, Is the proposed 2007 General Service gas

volume and revenue forecast appropriate?

The Company in its pre-filed evidence sought approval of its General Service volume
forecast of 7,625.8 10°m3 for the 2007 test year. Subsequently, in its argument-in-chief,
the Company increased it to 7642.0 10°m? to reflects the Company’s amended degree

days forecast proposals.

The Company indicated that the forecast was derived using regression models (average

use) for Rates 1 and 6 and a forecast for Rate 9 consistent with past practices.

Intervenor and Company submissions focused on the Degree Day forecast and average

use forecast, both of which are major inputs into the General Service forecast.

General Service volume forecast relates to degree day methodology and the derivation
of use per customer amounts for the 2007 test year. The Board’s findings in this regard
are found in the Forecast of Degree Days and Average Use-Per-Customer chapters of
this Decision. No submissions were made regarding other aspects of the General

Service forecast.

The Board directs the Company to update the 2007 test year General Service forecast
commensurate with this Decision as it pertains to degree day methodology and use per

customer amounts.

18
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FUEL SWITCHING

The settlement proposal approved by all parties other than GEC and Pollution Probe
reduced the Company’s proposed “Other O & M Budget” for the 2007 test year from
$200.8 million to $181.5 million. Parties other than GEC and Pollution Probe agreed
that they would not take any position as to how the Company should allocate this
$181.5 million. Out of the $181.5 million approximately $3 million relates to fuel

switching.

At the oral hearing Enbridge indicated that it will have to consider how it will allocate the
$181.5 million amongst its different departments as a result of the Settlement
Agreement. Consequently, the Opportunity Development budget, which subsumes fuel
switching, would be allocated an amount lower than the $30.8 million budgeted in the

pre-filed evidence.
Positions of the Parties

All parties with the exception of GEC and Pollution Probe agreed that Enbridge should
have the required flexibility to allocate the envelope amount of $181.5 million.

GEC and Pollution Probe argued that the Board should approve Enbridge’'s fuel
switching budget as filed and earmark an additional $11.5 million for incremental fuel
switching expenditures as part of a joint Enbridge/OPA fuel switching program. Pollution
Probe cited several benefits of fuel switching including reducing greenhouse gas
emissions by reducing the demand for electricity, lowering natural gas distribution rates
and reducing the need for new high-cost natural gas-fired power plants. Accordingly,

GEC and Pollution Probe argued:

1. The Board should approve Enbridge’s fuel switching budget as initially
filed minus the costs associated with those programs that fail the Total

19
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Resource Cost (TRC) test. This includes outdoor barbeques, garage

heaters, pool heaters and gas fireplaces.

2. The Board should approve an additional $11.5 million of fuel switching

expenditures.

3. The Board should establish a variance account with respect to Enbridge’s
fuel switching budget that returns any of the unspent dollars to ratepayers,

and

4, The Board should direct Enbridge to evaluate the actual TRC net benefits
of its fuel switching programs at the end of fiscal 2007. Enbridge should
also be subjected to the evaluation and auditing process similar to a

Demand Side Management (“DSM”) program.

VECC was a signatory to the Settlement Agreement on Other O&M but kept its options
open to advance arguments that the Company allocate the budgeted amount of
$925,000 for Low-Income fuel switching initiatives. VECC argued that according to the
settlement reached in the generic DSM proceeding, Enbridge was committed to budget
a minimum of $1.3 million, or 14% of its residential DSM program budget, whichever is
greater, for low-income customer programs. Accordingly, Enbridge should commit to
spend the budgeted amount of $925,000 on Low-Income fuel switching initiatives as
stated in the pre-filed evidence. VECC submitted that in order to ensure success of
Low-Income fuel switching programs, a minimum amount needs to be spent so as to
reach a critical mass of customers. According to VECC this amount is much higher
than 14 percent of the residential program budget that Enbridge committed to spending
at the oral hearing. VECC argued that this proportion should be close to 30%.

The Company in its Argument-in-Chief maintained that it required flexibility to allocate
its budgets within the Other O&M envelope. Enbridge argued that its managers must
have the flexibility to respond to changing market conditions and ensure a reliable and

safe natural gas system. Enbridge rejected suggestions of GEC and Pollution Probe of

20



DECISION WITH REASONS

setting up a variance account to track the money spent on fuel switching activities citing

that the Company should not be locked in terms of spending on a particular area.

The Company further maintained that the Board should not micro-manage Enbridge’s
budget on a program-by-program basis. It also rejected suggestions of spending
additional expenditures on fuel switching activities. The Company indicated that the
Other O&M envelope of $181.5 million is the level of spending that ratepayer groups are
prepared to accept and the Company has to work within this envelope in determining its
budget priorities. Spending additional amounts will lead to short term rate impacts that

the ratepayer groups are not prepared to accept.

The Company also rejected the recommendation of some intervenors that Enbridge
should not pursue load growth or fuel switching programs that generate a negative net
TRC. According to the Company, the TRC analysis does not work with respect to many
load growth programs and therefore does not assist in the determination of whether the
program should be continued or not. One example that the Company cited in its
Argument-in-Chief was the proposed residential fireplace program. Although the
program has a favourable Net Present Value (NPV), it does not pass the TRC test. The
Company has argued that if the TRC measure is used as the determining factor then
the Company would have to discontinue all its activities with respect to natural gas
fireplaces. The Company maintained that if it is prohibited from implementing all
programs that generate a negative TRC, then it would have to discontinue the
electronically commutated motor program (“ECM”) which increases the efficiency of the
motor on a furnace saving electric load, while incrementally adding additional gas
consumption. The Company further added that this program has been strongly

supported by intervenors in the past.

The Company also referenced the California Standard Practice Manual: Economic
Analysis of Demand Side Programs and Projects that points to the weaknesses of the
TRC test in evaluating load growth initiatives. The Company indicated that it puts
greater emphasis on NPV as an appropriate measure for load growth and fuel switching

initiatives as it provides a better basis to assess whether the program will not be a
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financial burden on ratepayers. Based on the above argument, the Company asked the
Board to reject any suggestions that it be prohibited from undertaking programs that

support the lawful use of natural gas appliances by its customers.
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Board Findings

In the 2006 Rate Case (EB-2005-0001), the Board did not look at individual
departmental budgets to determine its findings on Enbridge’s Other O&M. Rather it

looked at cost per customer. The Board noted on Page 97 of the Decision:

The Board expects that productivity improvements, or budget
prioritization, will allow Enbridge to manage cost pressure within

this envelope.

The Board did not allocate specific amounts to different departments and relied on
Enbridge to decide on how best to manage its operations within a specific envelope. In
the current proceeding, Enbridge and other parties have agreed to an envelope amount
of $181.5 million to meet the Company’s Other O&M requirements. The Board does not
see any reason for micro-managing Enbridge’s budget. Enbridge has been allocated an
envelope amount and requires sufficient flexibility to meet its operational priorities. The
Board will therefore not make any determination on the amount that Enbridge should
spend on fuel switching initiatives and will neither ask Enbridge to set up a variance

account to track expenses on such initiatives.

In making this finding, the Board rejected GEC and Pollution Probe’s recommendation
that Enbridge should be asked to significantly ramp up its spending on fuel switching
initiatives and spend an additional $11.5 million on such initiatives. Although such
initiatives can provide additional benefits, there is no evidence to suggest that Enbridge
can spend more money in a cost-effective way on fuel switching in the interests of

ratepayers.

GEC and Pollution Probe’s recommendation that Enbridge should not be allowed to
promote fuel switching and load growth initiatives with appliances that fail the TRC test
has merit. Promoting appliances with a negative TRC seems inconsistent with the
Government of Ontario’s goal of creating a culture of conservation and carries negative
societal benefits in terms of increasing emission of greenhouse gases. Accordingly, the

Board directs Enbridge to pursue only those initiatives that meet the TRC test.
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Enbridge’s claim that if it is prohibited from implementing all programs that generate a
negative TRC, then it would have to discontinue the electronically commutated motor
program (“ECM”) is not correct. Although the TRC may be negative in the case of the
ECM program, this initiative is not evaluated separately from the furnace.
Consequently, the high-efficiency furnace that uses an ECM has a positive TRC. This

is not the case for a natural gas fireplace, barbecue, outdoor heater or a pool heater.

The Board does not see any need to evaluate the actual TRC net benefits of Enbridge’s
fuel switching programs at the end of fiscal 2007. The Board has recently approved a
three-year DSM framework for Enbridge and Union. One of the key reasons for
implementing a three-year framework was to avoid detailed ongoing scrutiny of the
utility’'s DSM programs. It would be inappropriate to move backward and subject

Enbridge’s fuel switching initiatives to the prior level of scrutiny afforded to DSM.

The final matter to be addressed in this section of the Decision concerns the VECC
argument regarding the minimum amount that the Company should be spending on fuel
switching for low income groups. VECC essentially argues that the reduction in the O &
M budget agreed to in the Settlement Proposal should not be applied to this segment
and suggests that the minimum amount should be closer to $925,000 which is close to
30% of the total amount. The Board does not accept this submission but does accept
the submission that the amount of fuel switching expenditure on low income groups
should be not less than 14% approved by the Board in the generic DSM Decision
pertaining to DSM programs. In making this finding, the Board is not making a nexus
between DSM and fuel switching other than the 14% level also being an appropriate

allocation of expenditures geared to lower income groups.
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ENERGYLINK PROGRAM

EnergyLink is a channel partnership with HVAC contractors intended to assist Enbridge
customers find natural gas solutions using a referral system that can be accessed either
through the Internet or the Company’s call centre. Customers are given a choice of

three service providers who meet their requirements.

The Company initiated a phased roll-out of EnergyLink. The first phase which included
customer referrals for natural gas furnaces, boilers, fireplaces and water heaters, as
well as referrals for installation of natural gas appliances was launched in December of
2006. In the second phase, the Company will create a retailer locator that will help
customers find retailers of natural gas appliances.

Enbridge has budgeted an amount of $1.3 million in O&M spending on EnergyLink and
a further $2.75 million in capital expenditures. A partial settlement was reached for the
2007 capital budget and the overall level of “Other O&M”. However, capital and O&M
spending on the EnergyLink program remained unsettled items other than the
agreement that the Board’s decision in this matter would not impact the overall test year
capital or O&M budget.

With the exception of GEC and Pollution Probe, intervenors did not support the
EnergyLink program. The main issues are as follows:

1. Whether the Board approved the program in its Decision in EB-2005-0001

or otherwise?

2. If the Board has not approved the EnergyLink program, should the Board

now approve this program?
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3. If the Board does not approve the EnergyLink program, should the costs

incurred be recovered from the ratepayers?

Positions of the Parties

CCC disagreed with the Company that the Board has approved the EnergyLink
program. According to CCC, Enbridge did not provide detailed evidence in the 2006
rate case of what the EnergyLink program consisted of so that the implications of
approving the program could be fully examined. In Union Energy’s view, Enbridge
cannot pursue EnergyLink without prior Board approval and in the event that Enbridge
seeks Board approval, it should not be permitted to allocate funds from either the 2007
Capital Budget or the Other O&M Budget to EnergyLink. VECC, based on its
calculations of unit costs of $60 per call or $20 per contractor referral, argued that these
unit costs appeared to be high and it was not clear that EnergyLink was a cost-effective

service for ratepayers.

CCC, HVAC, and IGUA are concerned about the risk of an anti-competitive impact from
this program. They argued that the customers would associate the EnergyLink program
with Enbridge and think that it is the primary source of service for gas-fired equipment.

HVAC specifically argued that companies who promote their own brand name face a
new hurdle, namely one of having to compete with the powerful Enbridge/EnergyLink
brand. HVAC companies will have to make a decision whether to market under the
EnergyLink brand or their own brand, with the latter option being significantly more
expensive. In addition, Enbridge will restrict competitors’ efforts to compete with the
Enbridge/EnergyLink brand and will restrict advertising by third parties in Enbridge’s

envelope by preventing companies from mentioning EnergyLink.

Direct Energy argued that Enbridge should have continued to work with the contractor
community and focused its efforts on marketing and promoting the benefits of natural
gas, rather than developing a branded referral service that would compete against
established marketing channels and existing referral services. Direct Energy stated
that, like many other service providers, it felt compelled to join the EnergyLink program,
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given the potential for negative customer perception from not being accepted as a
qualified contractor by Enbridge. However, having the benefit of full disclosure of the
intent and scope of the program, Direct Energy submitted that it strongly opposes the
continuation of EnergyLink and recommended that the Board disallow the further use of
ratepayer dollars.

HVAC asked that the Board order the Company to terminate the EnergyLink program
immediately and CCC submitted that the Board should not approve the EnergyLink

program in view of its possible adverse impact on the competitive market.

Union Energy, HVAC and IGUA submitted that one of the major reasons for developing
this program is to provide a platform for Enbridge Financial Services Inc.’s financing
program and provide benefits to the unregulated affiliates of the utility. CCC argued that
the returns to Enbridge’s parent from the financing program of EnergyLink would be
very substantial according to a presentation attached to an exhibit by the Company and

that no part of the cost of the EnergyLink program should be recovered from ratepayers.

Union Energy and HVAC also questioned the projected success of the program. In
reply to an Undertaking (J10.7), the Company indicated that it expects 1,200 customers
to switch to a natural gas furnace from an electric or oil furnace as a result of the
EnergyLink program. HVAC submitted that this forecast is unrealistic. The Company
forecasts replacement of 36,191 furnaces from electric/oil to natural gas. Considering
that 90% of Enbridge’s households in their franchise area have a natural gas furnace,
this would imply a replacement rate of over 20%. Since the life of an electric or oil
furnace is 15 to 20 years, this indicates that switching is three to four times the normal
replacement rate. HVAC and Union Energy submitted that Enbridge had not provided

credible evidence as to how EnergyLink is going to cause these new sales.

HVAC also questioned the Company’s forecast with respect to water heaters. The
Company has two types of water heater programs, those in which an electric water
heater is switched to gas and those under which a new water heater is installed, usually
in new construction. The Company’s direct programs forecast 1,518 participants and

this program show a negative NPV (Exhibit J9.2). The reason for the negative NPV is
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the amount paid to participants as incentives. However, when the same program is
being promoted through EnergyLink, the Company is projecting 2,500 participants
(Exhibit J10.7). Since this program has a positive NPV, it indicates no incentives.
HVAC argued that it is difficult to believe that a program that gives an incentive cheque
to a customer will be significantly less successful than the EnergyLink program.

On the other hand, GEC and Pollution Probe submitted that they support the
EnergyLink proposal as a means to facilitate DSM and fuel switching, and according to
GEC, so long as the mechanism is not used to encourage inefficient end uses.
Pollution Probe submitted that the Board’'s approval of the EnergyLink program budget
should be conditional on Enbridge issuing a RFP to obtain competitive bids from
financial institutions for low interest financing. GEC commented that the parties who are
opposed to the EnergyLink program on the basis that it was a platform to channel
financing opportunities to Energy Financial Solutions Inc. were signatories to a
settlement allowing the on-bill financing proposal to proceed, presumably believing that
any possible abuse of affiliate relationship and any corrosion of the competitive market
due to bill-financing is protected against in that agreement. Accordingly, GEC submitted
that it was puzzled by the suggestion of some parties that the EnergyLink program is a

tool to destroy competition.

VECC stated that of the purposes for the EnergyLink identified by Enbridge, the
provision of an easy connection for customers with service providers was the only goal
which VECC accepted and that it does not disagree that an enhanced referral system
located in the utility could be of benefit to customers, to the extent that it provides the
25,000 unsolicited calls from customers with referrals to qualified service/installation

contractors.

IGUA and Union Energy argued that activities such as the rental of gas-fired equipment,
the provision of a contract referral service, are not within the scope of business activities
in which Enbridge can engage as a Board regulated natural gas transmission,
distribution and storage utility, quoting the undertakings Enbridge gave the Lieutenant

Governor in Council which were approved by Order in Council on December 9, 1998:
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“....shall not, except through an affiliate, carry on any business activity other than the
transmission, distribution or storage of gas, without the prior approval of the Board.”
Furthermore, IGUA, with respect to business activities pertaining to the rental of gas-
fired equipment, quoted paragraph 3.2.5 from the Board’s March 31, 1999 Decision with
Reasons in E.B.O. 179-14/15: “The Board’s finding with respect to retention of the rental
program in the core utility is supported by its view of current regulatory policy, which
encourages the development of a “pure utility”, stripped of non-monopoly
services........ Retaining the Company’s rental program in the core utility does not allow
appropriate costing principles to prevail.” And according to paragraph 3.2.6 “The Board
would accept the program, for the time being, on a non-utility basis within the Company,
with elimination of the program’s costs on a fully allocated basis.” Union Energy
submitted that the subsidy burden that EnergyLink imposes on ratepayers should be
evaluated on a fully allocated cost basis and eliminated in its entirety from Enbridge’s
revenue requirement. IGUA argued that since the EnergyLink program is incompatible
with the “pure utility” policy reflected in the Company’s current undertakings, the utility is
prohibited from carrying on any of the EnergyLink program activities without prior Board
approval. VECC submitted that the Board should not approve the cost consequences

of EnergyLink for 2007 since it is not a core distribution utility service.

The Company argued that it has already received approval for EnergyLink in the 2006
rate case. The Company did indicate then that it planned to introduce a channel
strategy to facilitate natural gas solutions for customers. The Company did not however
specifically mention the EnergyLink program. Before EnergyLink was launched by the
Company, Mr. Hewson the Board’s Chief Compliance Officer received a letter from the
HVAC Coalition expressing concern about the program. Mr. Hewson indicated that it
did not appear that EnergyLink was outside the requirement of the Gas Distribution
Access Rule (“GDAR”) or any other regulatory parameters within which Enbridge is

permitted to distribute natural gas in Ontario.

With respect to the arguments by certain intervenors that based on the undertakings
that the Company has given to the Lieutenant Governor in Council Enbridge cannot
engage in a business activity other than the transmission, distribution or storage of gas
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unless it has prior Board approval, the Company indicated that there are a wide range
of activities that the Company undertakes on a daily basis that support the core
activities of the Company such as maintaining a fleet of vehicles or conducting financial
studies. The Company submitted that EnergyLink falls precisely into the same

category.

The Company reiterated that it is confronting a situation of market stagnation. Average
use per customer has been declining and this is expected to continue due to the impact
of conservation, updated codes and standards and higher and more volatile natural gas
prices. This market stagnation has resulted in negative pressure on Enbridge’s market
share and throughput. To support its argument, the Company cited the decreasing
penetration of gas water heaters in the customer replacement market and the
increasing market share of electric fireplaces. EnergyLink would address these issues
by increasing throughput and penetration of natural gas-fired appliances.

Another factor according to the Company that underlies the EnergyLink program is
customer confusion about who to call for information regarding natural gas equipment
and appliances. The Company indicated that customers see Enbridge as an unbiased
party and a reliable provider of information®. Thus, it is no surprise that customers
contact the gas utility for information on natural gas appliances. The Company has
estimated that it receives 25,000 calls per year of this nature. EnergyLink would satisfy
these customers by providing referrals to qualified contractors. More importantly,
customers do not pay any fees for referrals and there is no charge to contractors to
participate in the program.

The Company stressed the benefits of EnergyLink that it provides to ratepayers by
increasing throughput. The program has a net present value of $4.1 million. The
program provides a valuable service to customers and might assist customers in
selecting a natural gas solution over an electric one. The Company also cited benefits

to members in the form of free leads, free access to the EnergyLink brand, exclusive

6 According to a survey done by Enbridge and filed in evidence, 75% of the Company’s customers would trust
Enbridge to provide reliable and credible information about contractors/retailers: Exhibit I1-26-17, Attachment 3, page
8 of 19
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sales campaigns, co-op advertising, access to training opportunities and other sales

tools.

One issue specifically scrutinized by the intervenors was a proposal to offer a financing
program whereby customers could finance their equipment purchase through the
Enbridge bill. The Company indicated that Enbridge Solutions has still not made a
decision about whether it intends offering a financing program and that EnergyLink is

not a platform to launch an affiliate’s financing program.

The Company argued that the issues raised by other parties have not demonstrated
that the program is fundamentally flawed but rather the issues have merely created
suspicions around EnergyLink. In that regard, in its reply argument, Enbridge made six

commitments to the Board to address certain issues around this program:

1. Enbridge will send out an immediate communication to all EnergyLink
contractors making it clear that they do not have to belong to EnergyLink

to access the bhill.

2. Enbridge will seek opportunities to encourage low interest financing for
energy efficiency products or measures to be part of its market
development activities and it will seek to include as many interested

financing entities as possible.

3. Enbridge will investigate working with the TSSA in connection with

independently qualifying these EnergyLink contractors.

4. Enbridge will establish an EnergyLink advisory group. This group will not
be funded by ratepayers, but will be comprised of individual EnergyLink
contractors to provide guidance and feedback and suggest continuous

improvements to the program.

5. Enbridge will report to the Board in an appropriate time and fashion the
following information: prior to launch, its plans regarding Phase Il of

EnergyLink with respect to retail options for natural gas white goods and
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after completion of 2007, performance reporting including number of
customers, number of referrals, customer satisfaction results, level of
influence of EnergyLink, added load and DSM, and results of a contractor

survey.

6. In full compliance with the Affiliate Relationship Code, Enbridge will
continue to ensure that no non-public information about EnergyLink is

communicated to any unregulated affiliate.

In response some intervenors submitted that the so-called “commitments” were
materially new and untested. They were not introduced as evidence and should not be
considered in this proceeding as they are inadmissible. The HVAC Coalition submitted
that the commitments failed to address the fundamental problems with the EnergyLink
program and its harmful impacts on the competitive marketplace and the Company’s

ratepayers.
Board Findings

Enbridge is a leader in conservation initiatives in the Province and a considerable
amount of consumer dollars are invested in this activity. The EnergyLink Program is
designed to do exactly the opposite, namely to use consumer dollars to fund programs
to increase the use of gas. In some cases, these projects would not meet the TRC
standards that are used to evaluate their conservation initiatives. The result is that

consumers would be receiving confusing messages and funding competing programs.

The other concern is the potential anti-competitive aspect of the EnergyLink Program.
Much of this hearing centered on this issue. While the six commitments made by
Enbridge in its reply argument attempt to address the anti-competitive concerns, these
concerns continue to exist. There is no question that leads and inquiries go to the gas
company and without a referral program many of these leads may be wasted. On the
other hand, the evidence before the Board is that there is a growing and substantial
industry capable of meeting market requirements. The unintended result of the

Enbridge program might be to dampen this competitive development.
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The Board finds that there is no clear evidence of market failure that requires the
intervention of Enbridge through this Program. The Board is not convinced that the cost
of the Program justify the benefits. The concern with declining average use remains of
course. It should be addressed, in the Board’s view in a more fundamental fashion as

has been done in a number of jurisdictions that dealt with the issue of declining use.

Enbridge argues that the Board has accepted and approved the EnergLink Program in
its previous rate case. The intervenors disagree. The evidence provided by the
Company in that proceeding was limited. It is difficult to conceive that the Board
intended to approve or approved a Program of the nature described in this hearing with
its attendant costs based on the evidence, or lack of, that was before it. The Board will
allow the Company however to recover the costs incurred to date but finds that no

further costs should be recoverable from the ratepayers.

The Company indicated that it had budgeted $1.3 million in Operating and Maintenance
expenses and $2.7 million in Capital expenditures for 2007 and that it estimates to have
spent $3.3 million in capital in 2006. The Board finds that for ratemaking purposes the
Company’s 2007 Other Operating and Maintenance Budget shall be reduced by $1.3
million to $180.2 million. The 2007 rate base shall be updated to reflect the removal of
any EnergyLink related capital expenditures. The Board understands that the Company
in good faith has incurred actual costs in operating and maintenance expenses and
capital expenditures related to the EnergyLink program and it would be unfair to the
company to have to absorb these costs. The Board approves the recovery of the 2007
Operating and Maintenance expenses incurred as of the date of this decision, but no
more than $1.3 million. The Board approves the recovery of capital expenditures, but
no more than the 2006 estimated and 2007 budgeted amounts spent to the date of this
decision. The balances will be amortized evenly over three years starting in 2007. The
Company therefore shall include a rate rider as part of its draft 2007 rate order, with

appropriate supporting documentation as to the calculation of the specific amounts.
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OPEN BILL ACCESS

This section addresses the “non-settled” aspect of Issue 7.5. Issue 7.5, “Is the
Applicant’s proposal of open bill access appropriate and consistent with the direction in
EB-2005-0001" has two aspects, (i) third party billing information included on the
Enbridge bill ( “billing services”) and (i) the inclusion of third party inserts in the
Enbridge envelope ( “inserts”). “Billing services” was completely resolved in the 2007

Settlement Proposal. “Inserts” was not.

Certain parties (Enbridge, Direct Energy, OESLP and Union Energy) agreed to settle
the billing insert component on the basis that the Company can proceed with the Insert
Service subject terms listed in Appendix D page 1 of the Settlement Proposal. HVAC,
VECC and Schools did not agree with the proposed settlement and CCC opposed the
settlement in order that it may be permitted to pursue cross examination on the issue.
GEC and Pollution Probe reserved the right to pursue in the hearing whether the Board
should order that third parties not be allowed to use the billing services for the billing of
specific products on the basis of their environmental attributes. Superior opposed the
proposed settlement on the principle that it is not supportive of a settlement position that

would allow for the Company to promote system gas through billing inserts.

Open Bill Access was an issue in the 2006 test year proceeding (EB-2005-0001/EB-
2005-0437). In that Decision, the Board indicated that although that there may be merit
in sharing the bill with service providers, Enbridge had to make a more thorough case.
The Board noted that concerns, including ratepayer benefits, impact on the public
interest, the potential for customer confusion, non-discriminatory access, and interim

versus comprehensive solutions needed to be addressed.
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Positions of the Parties

The Company’s basic justification for the program is to increase the use of natural gas
to offset a declining rate of usage on a per customer basis through the promotion of
sales of goods which utilize natural gas. According to the Company, the program will
also fulfill the expectations of customers that Enbridge will provide them with information
about natural gas products and services while providing them with the option of opting
out from receiving such information. In addition, the Company asserts that the program
will provide an additional ratepayer benefit through earnings sharing and lower cost of
service, provide additional opportunities for DSM and enhance customer convenience

and improve customer satisfaction.

Parties supporting the program submitted that the program would provide equal and fair
access to both big and small vendors to the envelope and would be in the public interest

given ratepayer financial benefits and customer communications.

GEC and Pollution Probe supported the program on condition that it not be used to
promote inefficient products and services. The results should be TRC positive and

consistent with DSM purposes.

Parties disagreeing with the program noted that the presence of third party inserts will
obscure and dilute the impact of safety and regulatory inserts, will cause customer
confusion, that survey data supporting customer interest in receiving the inserts is

ambiguous and that the 50/50 income sharing arrangements are inadequate.

HVAC, as a potential user of the service, submitted that the Board direct the Company
not to proceed with a bill insert service at this time because risks and inconveniences to
ratepayers exceed any benefits, the program does not comply with the Board’s direction
in providing open access, the bidding process does not meet the test of being non-
discriminatory, and the Company still has to demonstrate a bidding structure that
accomplishes the goals of open access and revenue maximization. HVAC also raised
the question of whether, in the first instance, it is appropriate for a utility to use its

envelope to sell the services of private companies.
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Board Findings

There are a number of criticisms of the procedures the Company developed for bill

insert service.

There is no question that granting access to the bill for bill insert service can improve
the competitive framework. That explains the reason the Program is supported by
intervenors such as Direct Energy. There are complaints however by HVAC that the
bidding structure for mid-size companies is not satisfactory. The Board believes that
these concerns should be carefully investigated by Enbridge with a view to meeting the
concerns of HVAC consortium in a revised bidding structure. Nonetheless, the Board
believes that the Program is in the public interest subject to certain conditions
expressed below.

First, there is a concern that crowding the bill with inserts tends to weaken the message
for all participants and as a result a portion of the readers actually do not pay any
attention to the inserts at all. The Board believes that the suggestion made by CCC has
some merit and where a safety notice or rate increase is being publicized through a bill

insert, no other material should be included in the bill for that particular mailing.

The Board also has some sympathy with the submissions made by GEC and Pollution
Probe and agrees that access to Enbridge’s billing envelope should be consistent with
the Company’s DSM Program and restricted to appliances so that they meet existing
TRC tests. However, the Board concludes this would burden the initiative with an
undue administrative oversight requirement and instead relies on the Company’s

exercise of discretion on this matter.

The last matter at issue is the income-sharing aspect. Enbridge proposes a 50/50 split
in income received from the bill insert service. The infrastructure costs of this service
are paid for by the ratepayers while the incremental costs are paid for by the companies

seeking access to the bill. The Company forecasts the maximum ratepayer benefit in
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the order of $2.5 million. The question is how are the profits to be shared. This is
admittedly a matter of judgment but in the circumstances the Board accepts the

Company’s proposed 50/50 split.

Accordingly, the Board accepts the proposed program, subject to the aforementioned
provisions, as described in Appendix D of the 2007 Settlement Proposal.
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RISK MANAGEMENT PROGRAM

In the Company’s last year's proceeding (EB 2005-0001), the Board stated in its

decision as follows:

The question that remains is the extent to which Enbridge’s risk management
program is redundant or represents a useful and cost effective tool to reduce
consumer price volatility in a fair and reasonable way.

No evidence has been provided that demonstrates whether the hedging activity
had a material effect on the volatility experienced by customers, given the effects
of QRAM, the PGVA, and equal billing programs over the same period.

and directed:

. Enbridge to prepare for consideration in its next rates case evidence which
demonstrates the extent to which the Company’s hedging activities in 2003, 2004, and
2005 would have resulted in reductions in volatility for its customers, had it applied the

proposed $75 action level.

Issue 3.10 in this proceeding asks: “Is the continuation of the Risk Management
Program appropriate in the context of the Board’s 2006 Decision directives?” Issue
3.13 deals with the disposition of existing deferral and variance accounts, including the

Gas Supply Risk Management Program Deferral Account.

In response to these issues, the Company is seeking approval for two things:

(@)  the continuation of its Risk Management Program; and
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(b)  closing to rate base of the expenditures incurred upgrading from an Excel
spreadsheet to a database format which have been recorded in the Gas

Supply Risk Management Program Deferral Account.

While the risk management program affects all customers that are on system gas who
may be served under Rates 1, 6 or 10, the Company acknowledged that the objectives
of the program are aimed at residential and small volume general service customers.
The Company also acknowledged that it is the customers that are not on direct
purchase and the customers that are not on budget billing that are most affected by the

program.

The Company has an optional budget billing plan where the customer, whether direct
purchase or system gas, can smooth rate fluctuations by making payments of equal
amounts. The Company also has a Board-approved QRAM mechanism where
commodity prices are updated quarterly to reflect more recent forecasts. The updated
forecasts also form the new base for the PGVA, a mechanism for capturing the
differences between forecast and actual commodity costs to the Company. Under the
budget billing plan, the customer’s forecast payments for a twelve month period starting
in September are equalised with July being the true-up month. For August, actual use
is being billed. A customer’s bill is reviewed every three months and revisions to the
amounts may be required to reflect the customer’s natural gas usage or if there is a

significant change in the reference price or both.

The Company acknowledged that if it terminated its risk management program, it would
not affect its gas supply as the program is done through financial instruments only. The
Company also indicated that even if it had a more frequent rate adjustment mechanism
than quarterly, this may not have any impact on the price volatility that is happening in
the physical market. The Company explained that any frequency of rate adjustment will
have the potential to change the magnitude of the PGVA but the PGVA is driven mainly

by the volatility in the forward 12-months prices.

The Company’s evidence showed the impact of its Risk Management activities on the
PGVA reference price from January 1, 2002 through to October 1, 2006. The
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Company’s evidence displays the actual PGVA reference price and what that price
would have been without Risk Management activity built into it and the quarter-over-
guarter change of the PGVA reference price for both the risk-managed and non risk-
managed pricing scenarios. The variance of the risk-managed versus non risk-
managed scenarios is calculated in absolute dollar terms per 10°m®. The evidence
shows that, in general, risk management results in less volatility in the PGVA reference
price. The quarter-over-quarter swings are muted by risk management. The largest
variance is negative $6.07 per 10® m®. Generally, the volatility reduction over the period
was in the $1 to $2 per 10° m°® range.

The Company acknowledged that it did not provide the information or calculations
sought by the Board in the previous decision to demonstrate whether the hedging
activity had a material effect on the volatility experienced by consumers given the effect
of QRAM, the PGVA and the budget billing plan. The Company explained that it would
be very difficult to recreate that history given how the hedging program works with the
trigger points and hedging instruments. It would be largely a theoretical exercise and

the results would not be reliable.

In responding to questions whether the risk management program should be addressed
as part of a pending review of the QRAM process, the Company indicated that this
review is aimed at reviewing cost allocation issues to system gas and standardization of
QRAM for Enbridge and Union Gas, and that the risk management issue can be

assessed independently of this review.

The Company has recorded the sum of $691,500 in the 2006 Gas Supply Risk
Management Program Deferral Account (“GSRMPDA”). These amounts were incurred
by the Company converting from Excel spreadsheets to a database format, as
recommended by RiskAdvisory in the RP-2003-0203 proceeding. In the last main rates
case, the Board chose not to close the IT capital costs in rate base as requested by the
Company and, instead, found that the balance should be disposed of according to the
Board’s decision in this case. The Company proposed that, even if the Board directed

discontinuance of the risk management program, the capital costs should be recovered
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from ratepayers as these costs were prudently incurred. The Company noted that
RiskAdvisory’s recommendations to convert the format were at no time challenged by
any party and that at the time the Company began incurring these costs, it had recently
been told by the Board that risk management was of value to ratepayers and would be

continued.

Tom Adams, on behalf of Energy Probe, calculated the impact of the program on
customer bills to be no more than one percent. His evidence also noted the $107
million losses incurred by the program in the last five years and expressed concern of
the intergenerational inequities that arise from those losses. He concluded that the
Company’s risk management program is redundant and is therefore neither a useful nor

an effective tool for reducing volatility for the residential consumer.

The Company noted that Mr. Adams’ evidence only shows the impact of the risk
management program on the commaodity price at points in time; not the difference in the
volatility the customer experiences over the quarter-over-quarter change, which in the
Company’s view was the Board’s direction in the previous rate case. When prices are
compared at the same point in time, the Company argued, it is not going to give an
indication of the volatility or the extent of the price change that a customer experiences.

On the other hand, the Company’s evidence shows exactly that.
Positions of the Parties

The Company noted that risk management is an activity common to utilities across
North America and that the Board itself noted in its Decision with Reasons in the RP-
2003-0203 proceeding that only one major Canadian gas utility does not have a risk
management plan. The Company’s risk management activities have been the subject
of two customer surveys, regular reviews by the Board and a detailed examination by a
recognized expert in risk management activities, RiskAdvisory, only several years ago.
The purpose of such activities and the benefits to ratepayers have not changed, and
while the Company has been undertaking risk management activities for many years,
the evidence in support of it is very current, beginning with the 2003 Rates Case (RP-
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2002-0133). In its Decision with Reasons, the Board found that risk management

activities are of value to ratepayers.

Ratepayers should not conclude they have either benefited or lost because of the risk
management activities in any specific year, because when one views the net impact of
such activities over time, the net impact will change from positive to negative, or vice
versa, from year to year. While there will be gains and losses in each year in which risk

management activities are undertaken, the net effect over time will be close to zero.

As demonstrated by the Ipsos-Reid Survey filed in the proceeding, a significant majority
of ratepayers favour the Company undertaking steps to mute price volatility. The fact
that the Company is regulated does not and should not reduce the need to exhibit good
business practices by responding favourably to reasonable service requests by

customers.

When one examines the results of risk management activities over time by looking at
the percentage reduction in quarterly price changes on a quarter over quarter basis, the
results are material and of value to ratepayers. The estimated $170,000 annual O&M
cost associated with risk management amounts to little cost on a per customer basis.
For the same reasons that industrial customers undertake similar activities to moderate
commodity price volatility, so too should residential and commercial customers on
system gas similarly benefit from risk management activities undertaken on their behalf

collectively.

The Company cautioned that the value of risk management activities to ratepayers not
be confused with the impact on the monthly amounts payable by customers that
subscribe to the budget billing plan, which is simply a budgeting tool for ratepayers - it
does not have any impact on the commodity price otherwise payable. Customers on
the budget plan can be subject to large increases and decreases in the monthly amount
payable to reflect price and consumption changes. The direct purchase customers
have already eliminated commodity price volatility by agreeing to a fixed commodity

price. The reason why such customers opt for the plan is not to address commaodity
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price volatility, but for budgeting and/or the smoothing of invoice amounts over the

better part of a year.

Enbridge argued that Energy Probe fails to look at volatility from one quarter to the next,
and instead expresses the results of risk management as simply a percentage of the
commodity price at a particular point in time.

CCC supported the continuation of Enbridge’s risk management program and proposed
that a broad review of system gas pricing is the most appropriate forum to consider how
best to weigh the objectives of providing meaningful pricing signals but at the same time

minimizing volatility.

VECC also supported the continuation of the program and the clearing of the $691,000
deferral account as proposed by the Company and stated that any concerns about the
program should be addresses in the Cost Allocation of System Gas and QRAM process

generic review.

Energy Probe argued that the Company has not been able to demonstrate that its risk
management program had a material effect on the price volatility experienced by
customers. While the operating costs of the program are not substantial, large losses
have been incurred and there is no indication that these large losses will not become
even larger, giving heightened concerns for inter-generational inequities and non-price
transparency. Energy Probe submitted that the program should be terminated, in an
orderly fashion but noted that it is not opposed to the $691,000 expended amount to be
closed to rate base.

IGUA submitted that the Board should focus on the program’s incremental value to that
of the combined effects of QRAM, the PGVA, and the budget billing program. In IGUA’s
view, neither the Enbridge nor Energy Probe’s evidence completely addresses the issue
of incremental value. IGUA argued that the Company’s risk management program does
nothing to reduce the volatility that remains inherent in the QRAM regime. IGUA noted
that Enbridge’s cumulative losses because of the risk management program should

prompt the Board to seriously consider directing Enbridge to cease the program.
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Should the Board be reluctant to treat Enbridge differently than Union Gas, then the
programs for both utilities should be reviewed on the basis of their incremental value
over and above the smoothing already produced by the QRAM, the PGVA and budget
billing programs in the generic QRAM proceeding contemplated in the Board’s 2007-08
business plan. As for the $691,000 expended amount, IGUA argued that it should not
be recovered from ratepayers since Enbridge has failed to satisfy the Board’s condition

that the program has value.

Schools argued that it would be in the public interest to phase out the Company’s risk
management program as soon as reasonably possible as it has not delivered benefits
over the costs. The program has had only a limited impact on reducing volatility and
there are other less costly methods of reducing volatility, such as the budget billing plan.
To the extent that the program does have any impact on reducing price volatility, it
mutes price signals and thus it runs counter to promoting conservation and encouraging

market choices.
Board Findings

The Company and others have placed much emphasis on what they perceive is being
revealed by customer surveys on the Company’s risk management activities. Results of
customer surveys cannot and should not be determinative of disposing of a matter. The
Board’s mandate is to set just and reasonable rates, which involves a balancing of
many considerations. A prime consideration is cost effectiveness. It is clear that the
previous Board panel decided the way that it did with the benefit of the Ipsos-Reid
survey. The Board panel in that case made the decision that it did, which was to

enunciate certain tests under which the Company’s program should be scrutinized.

The previous Board panel concluded that no evidence had been provided that
demonstrated whether the hedging activity had a material effect on the volatility
experienced by customers, given the effects of QRAM, the PGVA, and equal billing

programs.
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The Company explained that it was not feasible to do so in this case, given the way its
hedging program operates, the change in threshold levels, the complexities in
attempting to reconstruct history and the questionable reliability of the ultimate results.

The Board accepts this.

This leaves the other finding of the previous Board panel. Namely, the extent to which
Enbridge’s risk management program is redundant or represents a useful and cost

effective tool to reduce consumer price volatility in a fair and reasonable way.

The Board notes the Company’s concerns that the value of risk management not be
confused with the impact of the budget billing plan on the monthly amounts payable by
customers that subscribe to the plan. But the conclusion cannot be any other than there
is little if any value for customers on the budget plan. There is no offset to bill volatility
for these customers. These customers make equal payments for ten months of the
year, and they eventually pay the actual costs. Adjustments prior to true-up may be
required from time to time but these can also be because of factors other than
commodity price changes. The existence of a risk management program is not really

that relevant or of value for those customers.

This leaves the system customers who are not on budget billing. The volatility reduction
over the last five years was in the $1 to $2 per 10°m? range, which is fairly small relative
to the prevailing PGVA reference price. The impact on the total customer bill impact in
percentage terms is very marginal. The Company’s argument that the annual costs
associated with the program are small is not persuasive. This can be said about many
other program and activities costs. The relative small size of costs involved in a

program should be only one consideration. Other considerations are also important.

The Board notes from the evidence that for the period January 2002 to October 2006,
the impact of the program was an accumulated net loss of $107.3 million. In 2006, the
loss was $110.5 million. For 2007, at the time of the hearing the position of the account
was a loss of about $16 million. Clearly, in the most recent five years at least, the
program was not an effective enterprise. It came at a high cost to the consumer. It is

possible that the losses may be reversed in the future. It is however questionable
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whether this is necessarily a zero-sum game. To have a zero-sum result from the
current position as a starting point, gas prices going forward have to be assumed as
trending upward, not just gyrating around their current level, and that there is no cost in

engaging in hedging.

Further, losses or gains as a result of the program do have intergenerational impacts.
These impacts can be significant at times. The $110 million loss in 2006 for example is
a cost that will need to be recovered by customers who may not have been customers
during the time the loss had occurred. Although inter-generational impacts cannot be
avoided in every circumstance, they should be mitigated or avoided when it is possible

and reasonable to do so.

The Company’s and Energy Probe’s evidence have satisfied the Board that the rate
smoothing attributable to the Company’s risk management program for the remaining
system customers not on equal billing is marginal at best. While the annual costs of
operating the program are of lesser concern to the Board, the inter-generational impacts

in light of the substantial losses are of significant concern.

Given the program’s minimal impact on the other system customers not currently on
equal billing, the impact will likely be unnoticed by these customers. For these
customers, the option is still available to take advantage of the Company’s equal billing

plan if they so choose.

For all of the above reasons, the Board directs the Company to cease its risk

management program as soon as practical.

In reaching this conclusion, the Board has considered the arguments that Union has an
approved risk management program. This panel of the Board is mindful that, to the
extent possible and practical, Board regulatory policy should be consistent. However, it
would not be appropriate on the basis of the evidence adduced in this proceeding for
the Board to allow continuation of Enbridge’s risk management program. It would
similarly not be appropriate to defer this matter to the future Cost Allocation of System

Gas and QRAM process generic review without ruling on the matter on the evidence
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adduced in this proceeding. In that this decision may have implications for Union in a
future rates case, it would be up to parties to raise the issue in a future Union

proceeding.

With respect to the $691,500 recorded in the 2006 Gas Supply Risk Management
Program Deferral Account (*GSRMPDA”), the Board is mindful of the Company’'s
concern of the longer term problems for decision making, on IT projects specifically, if
the test is something other than the prudence of undertaking these projects based on
the information available to the Company at that time. Given the history of endorsement
of the Company’s risk management program by intervenors and the Board, the
Company’s decision to proceed with the implementation of the recommendation by its
consultant is certainly understandable. In these circumstances, the Board will allow
recovery of the costs recorded in the 2006 GSRMPDA. The 2007 draft rate order is to
include the full disposition of this account in 2007 and Enbridge is to ensure there are
no Risk Management related costs included in 2007 rate base. The Board considers

appropriate that this amount will be recovered from system gas customers.
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DEFERRAL AND VARIANCE ACCOUNTS

Issue 3.12 deals with the establishment of 2007 deferral and variance accounts. All
except one of requested deferral and variance accounts were the subject of the
Settlement Proposal accepted by the Board. With respect to Company’s proposals
regarding Customer Care and Open Bill Access related deferral accounts, the parties
indicated that these would be addressed under Issues 7.2-7.4 and 7.5 respectively. In
this regard, the establishment of a 2007 Open Bill Access Services Deferral Account
remained unsettled as part of the larger Open Bill Access-Inserts issue and is

addressed in the Open Bill Access Chapter of this Decision.

In the EB-2006-0021 Natural Gas Demand Side Management Generic Decision with
Reasons, issued August 25, 2006, the Board ordered the creation of a deferral account
to record any carbon dioxide offset credits that the Company might earn. The Company
included this deferral account (the 2007 Carbon Dioxide Offset Credit Deferral Account)
in this proceeding, which was not an issue but was filed for completeness.

Disposition of Existing Accounts

Issue 3.13 relates to the disposition of existing deferral and variance accounts. In the
Settlement Proposal, there was an agreement to settle a number of existing deferral
and variance accounts and to defer consideration of the clearance of others to a future
date. The Company proposes to clear the balance of all settled accounts, adjusted to
reflect the Board’s decision in respect of accounts reviewed and tested during the

hearing, together with the outstanding balance in the 2006 PGVA.

There was no agreement reached with respect to the disposition of six deferral
accounts. One of these accounts, the 2006 Gas Supply Risk Management Program
Deferral Account, was dealt with earlier in this Decision under Issue 3.10 “Risk
Management Program”. The following five deferral accounts will be discussed below:
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2006 Electric Program Earnings Sharing Deferral Account
(2006 EPESDA)

2006 Unbundled Rate Implementation Cost Deferral Account
(2006 URICDA)

2006 Alliance Vector Appeal Cost Deferral Account (2006
AVACDA)

2005 and 2006 Gas Distribution Access Rule Costs Deferral
Accounts (GDARCDA)

2006 Electric Program Earnings Sharing Deferral Account (EPESDA)

The Company proposes the disposition of $175,100 which amount has been recorded
in this account as a credit to ratepayers. This represents 50% of the net revenue of the
Electric Program earnings after deducting program costs. This account and the 50/50
sharing were approved by the Board in the EB-2005-0001 proceeding in its Partial
Decision with Reasons, dated December 22, 2005.

CCC expressed concern with the “lack of evidence” provided in this case to support the
calculation of the $1.45 million in gross revenue and the costs in material, service costs,
and internal costs. CCC stated that while it accepts the clearance of this account as
proposed, in the future the Company should provide detailed evidence in support of the
calculation of net revenue and should be required to determine net revenue on a fully
allocated cost basis. IGUA stated that it supports CCC’s position with respect to this

matter.

The Board notes that no party opposed the clearance of the balance on this account as
proposed by the Company. The Board also notes that the DSM Generic Decision (EB-
2006-0021) directed that, from 2007 onward, the gas utilities shall allocate their internal
costs on a fully costed basis. The balance the Company seeks to dispose of relates to
2006. In any event, the Board accepts the Company’s submission that, as this activity

is new for the Company, the internal costs for 2007 will be minimal. The Board
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approves the clearance of the balance recorded in this account as proposed by the

Company.
2006 Unbundled Rate Implementation Cost Deferral Account (URICDA)

The Company developed unbundled rates and services for power generation and large
volume customers as part of the NGEIR proceeding, which concluded in August 2006.
In that proceeding, all parties agreed that the Company should be kept whole with
respect to the implementation and introduction of unbundled rates and services. Parties
to the NGEIR Settlement Proposal agreed to support the establishment of the 2006
URICDA and to support the recovery by the Company of prudently incurred costs

recorded in the account.

The amount recorded in this account which the Company proposes to be cleared to
rates is $480,500. This is the cost to implement the new unbundled rates and services,
including design, development and implementation of a manual tracking tool, training,

communication, and customer education costs, as well as legal and staffing costs.

As part of the NGEIR proceeding, the Board was asked to consider a threshold issue
about which customers should be responsible for the unbundled rates implementation of
costs. In an oral decision delivered July 14, 2006, the Board found that these costs
should be recovered from large volume customers. Accordingly, the Company
proposed to recover these costs from all large volume customers, bundled or

unbundled, based on customer numbers.

IGUA stated that it supports the Company’s proposal to allocate the amount to the large
volume rate classes using customer numbers as the allocator. However, IGUA noted
that it reserves its rights with respect to the manner in which any credit balance
accumulated in this account is cleared to rate classes in the future and reserves its right
to seek a re-balancing of Rate 115 and the baseline from which this account will
operate, in the event that Transalta continues to take service on Rate 115.
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The Board notes that no party objected to the clearance of the balance in this account
as proposed by the Company. The Board also finds the Company’s proposal

reasonable and approves it.
2006 Alliance Vector Appeal Cost Deferral Account (AVACDA)

In RP 2002-0032, the Board ruled that Enbridge could not recover some $11 million in
costs arising from a contract to transport gas on the Alliance/Vector pipeline system.
Enbridge appealed that ruling to the Divisional Court, which found that the Board had
erred. The Board sought and was granted leave to appeal the decision by the
Divisional Court to the Ontario Court of Appeal, which found that the Divisional Court
had erred. Enbridge sought but was denied leave to appeal to the Supreme Court of

Canada.

The Company has recorded costs of $529,000 plus interest in this Board-approved
account. All of the costs, according to the Company, are external legal fees and
disbursements associated with the Company’s actions on the Board’s application for
leave to appeal to the Court of Appeal and the Company’s application for leave to
appeal to the Supreme Court, and none of the claimed costs are related to its own
appeal to the Divisional Court.

During the 2006 rate case, the Company had planned to record relevant costs and seek
approval for clearing these costs to rates by means of the Ontario Hearing Costs
Variance Account. The Board, however, in its 2006 Decision, directed the Company to
apply for a new deferral account specifically to capture the costs associated with the
Alliance Vector appeal. The Company subsequently requested and received approval,
under docket EB-2006-0144, to establish the account. The Board in its 2006 rates
decision (EB-2005-0001) commented about some of the considerations that should
apply when it is asked to consider disposition of costs relating to an appeal of a Board
decision. Specifically, the Board stated:

The rate structure in Ontario is predicated on a just and reasonable
standard. Where a utility acting in good faith regards a Board
decision to be unsound, it should be open to bring a Judicial
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Review action, and to have prospect of recovery of the associated
costs.

In addition, the Board also had the following to say in that decision about determining

the prudence of expenditures for appeals:

In our view, the question of the prudence of the expenditure is not
dependent on the success or failure of the review pursued by the
Company; nor is the primary consideration whether the aspect
appealed from inures to the benefit of the shareholder or the
ratepayer. The determination of the prudence of the expenditure
will turn on the reasonableness of the grounds for the review, the
reasonableness of the costs incurred, including the relationship of
the costs incurred to the likely outcome (which includes such
intangibles as precedent, clarification of the law and corporate
reputation), and the extent to which the Company can show that it
prosecuted its case diligently and efficiently.
The Company submits that it clearly meets all tests which the Board stated are
appropriate during its consideration of costs incurred by the Company on an appeal of a

Board decision.

First, in respect of the Alliance Vector Pipeline disallowance by the Board, the amount
was significant, being approximately $11 million. The appeal did not involve a frivolous

amount.

Second, the Company was successful on its appeal to the Divisional Court and that this
is clear evidence of the reasonableness of it undertaking the appeal. It also confirms
that the Company acted in good faith launching the appeal. While the Company agrees
with the Board that the prudence of appeal expenditures is not dependent on the
success or failure of the review, the fact that an independent judicial body agreed with
the Company, is irrefutable proof of the reasonableness of the grounds for the review

and hence the appropriateness of it launching the appeal.

Third, as to whether the costs incurred were reasonable, the Company is not seeking to
recover any of the costs it incurred associated with the original appeal to the Divisional
Court.
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Fourth, there can be no question about the appropriateness of the Company recording
the costs which it did in this deferral account. In its EB-2005-0001 Decision with
Reasons, the Board specifically stated that the Company should apply for a new
deferral account to capture the costs associated with the Judicial Review process at

Divisional Court and any appeal proceedings thereatfter.

Fifth, all of the amounts recorded in this account relate to legal fees and disbursements
invoiced by the Company’s counsel on the appeal, Fraser Milner Casgrain, who were
also counsel on the original Divisional Court appeal. Accordingly, there were no costs

incurred which would be associated with retaining and educating new counsel.

Sixth, all of the legal bills that were received would have been directed through the
Company’s Associate General Counsel, and then they were subsequently reviewed to
determine that the hours and dates spent were sufficient in the context of the
proceedings. Counsel on the appeal, Fraser Milner Casgrain, were in fact the same
counsel that acted for the Company in the proceedings before the Board where the
Alliance Vector costs were disallowed. None of the costs associated with Fraser Milner

Casgain’s representation of the Company at that Board proceeding were disallowed.

Seventh, the OEB’s costs for its leave to appeal the Divisional Court decision and the
subsequent appeal of the Divisional Court decision are being recovered from Ontario
ratepayers through the OEB’s assessment authority. It only seems fair and reasonable
that the Company also recover its costs from ratepayers for responding to the

proceedings initiated by the Board.

CCC argued that the Company should not be allowed to recover any of the $529,000
amount claimed. In the alternative, it should recover no more than $30,000. In support
of this alternative amount, CCC noted that the Board’s principles were enunciated
before Enbridge’s application for leave to the Supreme Court and therefore these
principles do not apply. Rather, section 40 of the Supreme Court Act specifies the
criteria that the Supreme Court of Canada applies whether leave will be granted and
Enbridge did not meet the Court’'s criteria. The Board must decide on the

reasonableness of Enbridge’s costs with that in mind, especially since Enbridge did not
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file any evidence so that the Board would be able to judge the merits of that application.
Moreover, the $82,000 in costs associated with that application for appeal “seems
grossly disproportionate”. With respect to the $445,000 in claimed costs for responding
to the Board’s application for leave to appeal to the Ontario Court of Appeal and the
appeal itself, CCC termed the claim “grotesque”.

IGUA and VECC noted that they support CCC’s position with respect to this matter.

Schools submitted that the Company’s evidence is insufficient to demonstrate the
reasonableness of the costs claimed, which the Company was required to do. Even
allowing for preparation time, $529,000 (before interest) for a matter that took one day

of argument at the Court of Appeal is excessive.

The Board does not question the Company’s proposal to recover costs associated with
its participation to the Ontario Court of Appeal and its application to the Supreme Court
of Canada. Neither does the Board question the existence of records to support this
claim. It is not expected that the Company file such detail as part of its pre-filed
evidence. While the onus is on the utility to prove its case, it was open to the parties to
ask for supplementary information through the interrogatory process or during the
hearing when the issue was canvassed. Parties did not develop that additional record.
It is not reasonable to now fault the Company for an “insufficient” record. On the record
before it, the Board finds it appropriate that the recorded balance in this account should

be recovered by the Company, as proposed.

2005 and 2006 Gas Distribution Access Rule Costs Deferral Accounts
(GDARCDA)

The amounts recorded for the 2005 and 2006 GDARCDA are $435,200 and
$7,985,400, respectively. These amounts are to be capitalized. The amounts recorded
in these accounts relate to the costs incurred by the Company to ensure that it is GDAR

compliant.

The Board and all participating parties have been aware over the years that the

Company would incur significant costs to meet the requirements of GDAR. It has only
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been over the course of the last year where enough detail has been driven out to the
point where the Company could start to look at how it would have to re-engineer its

business processes and modify its computer systems to accommodate the rule.

The project has been governed by a Steering Committee, in addition to an external risk
manager, and a senior representative from both the Company’s IT and Regulatory

groups.

There has been a Project Manager in place throughout who reports to the Steering
Committee and who also manages external resources working on the project. The
Company has had a detailed project plan in place, which includes work plans and

project milestones which form the basis of the project’s budget.

The costs recorded in the 2006 deferral account plus the costs that the Company will
incur in 2007 to be compliant by June 1%, in total will be about $1.7 million lower than
the initial estimates provided.

CCC supported the clearance of the accounts, on the assumption that the costs are
entirely related to Service Transaction Requests, but noted that this support is in no way
an acceptance of the reasonableness of the GDAR costs that will be incurred in the

future.
IGUA noted that it supports CCC'’s position with respect to this matter.

VECC stated that it has no reason to dispute the prudence of the costs incurred in this
account. VECC requested that the Board require the inclusion of a representative of
small volume customers in the remaining GDAR implementation stages as the small
volume customers were not directly engaged in the process, though they will bear the

cost consequences.

On the basis of the evidence, the Board has no reason to doubt that the reported
balances are not related to Service Transaction Requests and that they are not
reasonable. The Board accepts the disposition of the reported balances as proposed

by the Company.
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With respect to VECC's request for inclusion of a representative of small volume
customers in the remaining GDAR process, the Board notes that GDAR is an

independent initiative from this proceeding and VECC may make this request in that
process.
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CAPITAL STRUCTURE AND COST OF CAPITAL

Issue 4.2 was whether the Company’s proposed costs for its debt and preference share
components of its capital structure appropriate. No party took issue with the Company’s

evidence, nor does the Board.

This section therefore addresses the remaining issue related to capital. Specifically,
Issue 4.3 read “Is the proposal to change the equity component of the deemed capital

structure from 35% to 38% appropriate?” There was no settlement of this issue.

The Company’ evidence is that it has suffered a dramatic decline in its financial
strength. As a result, Enbridge’s ability to raise new long term debt has been
constrained and there is a real risk of a further downgrade in the Company’s credit
rating. An increase in its common equity ratio from 35% to 38% is necessary to restore
the Company'’s financial integrity to a level that will allow it to sustain access to long
term capital on reasonable terms. An increase in the equity thickness to 38% is also
warranted by reason of higher business risks now faced by Enbridge. This latter

evidence was given on behalf of Enbridge by Paul Carpenter of the Brattle Group.

Enbridge attributed the erosion in its financial strength to a steady decline in the allowed
ROE that has outpaced the effect of declining interest rates on the Company’s financing
costs. Long term debt is issued at fixed rates for fixed terms and the rates payable on
this embedded debt do not change as interest rates decline and the ROE goes down.
As ROE declines, and the cost of long term debt remains fixed until debt maturities

occur, the Company’s ability to cover the interest on the debt is limited.

A measure of a company’s financial strength is the Earnings Before Interest and Taxes
(EBIT) interest coverage the ratio which is the quotient of the company’s earnings
divided by its interest expense. Enbridge noted that lower interest rates lower the ROE

immediately but it takes time for the interest expense element of the Company’s interest
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coverage ratio to decrease as interest rates decline, because Enbridge cannot refinance
all of its long term debt in every year. The result is a lower EBIT coverage ratio which

diminishes the Company’s ability to issue new debt.

According to the Company, its weather-normalized EBIT interest coverage declined
from a ratio of 2.38 in 1993 to 2.10 in 2006. Enbridge’s margin above 2.0 times
coverage for each of the years from 1993 to 2006 declined from $48.0 million in 1993 to
$16.8 million in 2006.

Specifically, the Company noted that its existing trust indenture prohibits the issuance of
new term debt if Enbridge’s actual legal entity EBIT interest coverage ratio for any
consecutive 12 month period out of the last 23 months does not exceed 2.0 times. In
order for Enbridge to stay in compliance with the financial covenants in the trust
indenture, the margins above normalized utility EBIT 2.0 times coverage must allow
room to accommodate the effect on the Company’s financial results of unexpected
swings in the weather. EBIT margin above 2.0 times interest coverage had declined to
$16.8 million by 2006. During the period since 1993, the average annual impact of
weather on the utility’s EBIT has been $35.0 million. The margin above 2.0 times
interest coverage of $16.8 million is significantly less than what the Company needs to

accommodate an average swing in the weather.

Enbridge testified that it must maintain a normalized allowed utility EBIT interest
coverage ratio of at least 2.2. The requested equity ratio of 38.0% marginally achieves
this minimum target. Given the magnitude of volatility in its earnings, the Company
noted that even with 38% equity thickness and the minimum coverage at 2.2 on a
weather-normalized basis, there is no assurance that Enbridge will always meet the

new debt issuance test.

The Company indicated that, because of the considerably warmer than normal weather
it experienced in 2006, it would not be able to meet the interest coverage test for any 12
month period that includes the period January-March 2006 to enable it to issue new
debt. Actual weather in the first quarter of 2006 was considerably warmer than forecast.

The warmer weather in the first quarter of 2006 alone reduced Enbridge’s EBIT by
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$33.3 million and the negative impact on its earnings because of weather was $57.7

million in impact for the full 2006 year.

The impact of a lower ROE in 2006 combined with actual results for January 2006 to
March 2006 caused a significant decline in the actual interest coverage ratio, such that,
as of January 2007, the ratio is about 1.85 times to 1.95 times depending on the 12
month period chosen from the previous 23 months. The Company noted that its ability
to meet the new debt issuance test through 2007 and beyond will depend on the equity
thickness allowed by the Board in this case and actual operating results for 2007,

including any weather variances.

It is Enbridge’s judgment that the ultimate costs to the ratepayer will almost certainly be
higher if the Company’s credit quality is allowed to decline further. Costs will rise due to
constraints on accessing the long term debt as there is a risk for credit rating
downgrades leading to suboptimal financing options.

Enbridge’s evidence was supplemented by the evidence of Paul Carpenter of the Brattle
Group. Dr. Carpenter provided evidence about changes in business risk that have
occurred since 1993, when the appropriate level of equity thickness for Enbridge was
last considered by the Board. Dr. Carpenter contends that equity investors would
consider investment in Enbridge to be more risky than it was in 1993 because of a)
changes in the commodity market for natural gas, b) increased risk of bypass, ¢) new
gas-fired generation, and d) uncertainty as to the future rate regulation framework. Dr.
Carpenter's remedy is also an increase in the common equity thickness but from the
Company’s business risk perspective, independent from the credit quality

considerations advanced by the Company.

Dr. Booth, on behalf of CCC, IGUA and VECC, testified that Enbridge’s current 35%
allowed common equity is reasonable, if not generous. In support of that conclusion,
Dr. Booth testified that Enbridge’s short-term business risk is low and lower than that of
Union Gas whose common equity thickness was negotiated at 36%. Furthermore,
Enbridge’s credit ratings have been quite stable, placing the Company among the

premium group of regulated utilities in Canada.
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Enbridge provided comparisons of its currently approved equity level to the equity levels
in other Canadian jurisdictions and noted that it is apparent that Enbridge’s equity ratio
has fallen out of line during a period of years when the appropriate level of equity for the
Company has not been considered by this Board, but equity levels for other Canadian

utilities have been increasing.

Enbridge noted that Professor Booth’s view of appropriate equity levels is not shared by
Canadian regulators and is not reflective of what actually happens in the Canadian
capital markets. According to Enbridge, there is clear trend in regulatory decisions
towards higher levels of equity for Canadian regulated utilities. Professor Booth's views
about debt/equity ratios of Canadian regulated utilities run counter to this trend and his
recommendations are not aligned with what is actually happening in Canadian capital

markets.

Positions of the Parties

Board Staff noted the testimony by the Company’s witness that Enbridge’s business risk
is “pretty similar” to that of Union Gas’ and that Union Gas’ common equity was settled
at 36%. On this basis, and on the basis that the Board has decided that a consistent
debt-equity capital structure be implemented among electricity distributors, Board Staff
stated that a common approach may be merited for the gas utilities and that a 36%

common equity for Enbridge may be warranted.

Union Gas submitted that the OEB must consider capital structure in the context of well
settled principles governing return on investment to equity holders. This includes a
consideration of comparable risk, ensuring financial integrity and the attraction of capital
on reasonable terms. Business risks have increased for utilities in Canada and interest
coverage ratios are barring Ontario utilities from access to capital markets at a time
when infrastructure investment is as important as it has ever been. Union Gas also
noted that there has been a trend to increased equity thickness awarded to energy

utilities across Canada.
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CCC submitted that Enbridge has not demonstrated that it requires an equity
component of 38%. CCC argued that Enbridge has not demonstrated that either its
business risk or its regulatory risk has increased. CCC noted Dr. Booth’s evidence that
Enbridge’s inability to access debt in the form of unsecured Medium Term Notes (MTN),
is only temporary. It has been the result of the combination of warmer weather and
decline in interest rates which affect return on equity pursuant to the Board’s adjustment
formula. As existing debt issues mature and are replaced with new ones at current
interest rates, Enbridge’s interest coverage ratio will naturally increase. It would not
make sense to implement a longer term costly solution to address a temporary problem.
CCC submitted that Enbridge has not demonstrated that its credit ratings are in
jeopardy. CCC also submitted that Enbridge has effectively put itself into this temporary
situation by flowing amounts to its parent during 2006 beyond what was approved by
the Board. CCC noted that Union Gas has an equity level of 36% and that Enbridge’s
own witness, Dr. Carpenter, acknowledged that Union Gas is riskier than Enbridge.
CCC noted that while it is acceptable for the Board to consider whether or not Ontario
distributors should be subject to weather risk, this was not on the issues list in this
proceeding. Had this been the case, parties, including Union Gas, may have filed
evidence. It would be premature for the Board to make this determination in this case

without the benefit of an appropriate forum for this issue to be aired.

IGUA argued that Enbridge’s business risks have always been and remain low. Any
recent changes in business risks facing Enbridge are immaterial and do not justify an
equity ratio greater than 35%. IGUA argued that an equity ratio greater than 35%
cannot be justified by comparing Enbridge to other utilities. Regulatory decisions of
other tribunals do not assist Enbridge in satisfying the threshold requirement of
objective and independent evidence that a material change in risk has occurred.
Existence of weather risk cannot prompt an increase in Enbridge’s equity ratio. The
regulatory tools which should be used to respond to the weather risks Enbridge faces
are the rate design measures and/or the removal of the weather risk from the Company
through a deferral account as it is done by the British Columbia Public Utilities
Commission. However, any consideration by the Board of a weather adjustment

mechanism should take place in the context of a generic proceeding. With respect to
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Enbridge’s claims regarding the challenges in interest coverage and access to debt
capital, IGUA argued that this is only temporary and will disappear as the Company’s
long term debt issues mature. IGUA termed Enbridge’s proposal as a “base year
stuffing” measure before the long-term incentive regulation is implemented. IGUA
argued that Enbridge’s actual normalized EBIT interest coverage ratio for the “stand
alone” utility is more than adequate. IGUA particularly noted that the exclusion from
normalized actual earnings of the sums paid by Enbridge to its parent and affiliates in

excess of Board-approved amounts.

Energy Probe supported IGUA’s arguments. It further noted that the Company is far
from facing a crisis. The Company’s proposal is in effect a request for costly insurance,
to the tune of $9.5 million annually, which does not represent the least overall cost

solution.

VECC submitted that Enbridge’s problem of access to the MTN market is temporary
and should be addressed by short-term solutions that provide access to needed capital
until existing debt is retired. The best and least cost solutions according to VECC are
either using commercial paper swapped into medium term debt or a medium term
preferred share issue. Either one of these solutions would allow Enbridge to access
capital on reasonable terms until its high coupon debt gets refunded over the next few
years. Since 2008 is likely to be the first year of incentive regulation, establishment of a
deferral account would allow Enbridge the opportunity to recover any prudently incurred
incremental costs of maintaining access to the MTN market. In VECC'’s view, Board
Staff's regulatory symmetry with Union Gas is not appropriate, since it does not take
into account the fact that Enbridge has lower business risk than Union Gas, or that

Union Gas’ equity was the result of a negotiated settlement.
Board Findings

The Company’s proposal for a thicker common equity in the deemed capital structure is
grounded on business and financial risk considerations as well as its deemed common

equity has fallen out of line with other Canadian utilities.
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While the Board is of the view that Enbridge has presented credible evidence of a trend
among Canadian regulators in finding thicker common equity for utilities, the Board
does not generally find a comparison of Enbridge’s common equity ratio with those in
other jurisdictions to be necessarily determinative of the issue. An applicant must still
satisfy the threshold requirement of independent evidence that material changes have
occurred to justify a thicker common equity. Moreover, the hazard in doing so is that it
engages issues of oversimplification and circularity, which downgrade the specificity
that is required to make decisions pertaining to a particular utility. With those caveats,
the Board nevertheless is mindful of the increasing trend and has factored this in its

deliberations.

There is some value in considering evidence on the relative risk profile of the two large
Ontario gas utilities. While Union’s current 36% common equity was the result of a
negotiated settlement, Enbridge’s proposal for a 38% common equity level is materially
higher than Union’s, which is not consistent with the relative business risk profile of the
two utilities. In fact, there was no dispute that Enbridge is a lower risk utility than Union

Gas.

The Company claims that its business risk has increased over the last 10 to 15 years on

several fronts. These are addressed below.

The Board agrees with parties who argued that the regulatory and legislative risks which
Enbridge currently faces are not greater than they were last year or in prior years, at

least not materially greater.

With respect to the risk of bypass noted by the Company, the Board is of the view that
the Company has under-estimated the risk mitigation through the development and
approval for rate options to specifically address the need of gas fired generators and

mitigate any potential for bypass risk.

With respect to the claim by Enbridge that incentive regulation could lead to increased
regulatory risk, Enbridge has operated under a performance based mechanism before.

Moreover, the tenet behind an incentive regime is that the utility can reap the benefits of
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newly found efficiencies and it is only upon rebasing that these efficiencies will be
shared with or passed on to ratepayers. From these perspectives, an incentive rate

reqime is not necessarily an arrangement that negatively affects the risk of the utility.

From the market reports that were filed in the proceeding, there is no evidence on
balance that Enbridge no longer enjoys a reasonably stable legislative and regulatory

environment.

Even if there was some recognition of increased business risk in the totality of the
Company’s arguments, this must be weighed against other positive considerations. For
example, the Company’s evidence indicates that customer growth continues to be
strong and natural gas remains the predominant fuel of choice in Enbridge’s franchise
area. Enbridge’s customer base is consistently growing year after year. The Board

does not see this as indicative of increased business risk.

In the result, the Board finds that the evidence presented by Enbridge does not warrant
an increase in the common equity thickness to 38% on account of increased business
risk, but the evidence on the trend of common equity thickness suggests that the 35%

level in existence since 1993 should be considered as a floor.

This leaves the Company’s proposal to also be evaluated on the basis of its claimed

inability to raise capital, at least on reasonable terms.

The Board accepts that decreases in interest rates in 2006 have impacted the
Company’s EBIT adversely as there is a lag between the reduction in ROE and
reductions in the total debt interest liability. The warmer than normal weather in 2006
contributed to the impact on EBIT. To worsen matters, the Company has paid out
considerably more to its affiliates than what was reflected in the Board’s 2006 revenue
requirement decision. Whether or not the Company will be able to raise long term debt
in the 2007 test year will very much depend on weather and its overall performance
going forward.

The Board accepts that there may not be a practical way to circumvent the interest rate

covenants in the current trust indenture. To alter these covenants would require
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agreement by current debt holders and this will likely come at a cost. To be clear, the
Company is not suggesting that this would be a reasonable remedy. It is unfortunate
that these covenants pose such a high restriction. The Board notes that the Company
is considering ways by which the existing covenants may be replaced in the longer run.
The Board encourages the Company to pursue this initiative.

The Board agrees with the many intervenors who argued that the problem is or may be
temporary. On the assumption of a continuing low interest rate environment, as debt
matures and is replaced the lower interest charges would provide some relief. If interest

rates increase, the relief may be quicker. Relief may well even come from weather.

In any event, like many intervenors the Board is not convinced that the Company’s
proposed remedy to what is or may be a temporary problem represents the least cost
solution. The common equity component of Enbridge’s capital structure is and should
be a matter that is reviewed infrequently. The Company’s proposal to increase the
common equity thickness from 35% to 38% carries an annual cost of about $10 million

to ratepayers. In view of that substantial cost, the Board must consider other remedies.

In consideration of all of the above, and on balance, the Board finds an increase in the
common equity thickness from 35% to 36% to be reasonable. While this finding should
alleviate somewhat the financial pressure currently experienced by the Company, it
alone might not fully address the immediacy of the problem, if the problem continues
indeed to exist. The Company therefore might need to engage in financing alternatives
other than issuing of long term debt in the shorter term. This may involve a number of
market instruments that are available to the Company, if indeed the Company cannot
issue long term debt when it needs it. The Company must also be more wary of the

impact of excessive payments to its affiliates on EBIT.

The Company’s evidence was that, in the period 1993 to 2006, the Company lost $107
million in EBIT due to warmer-than-forecast weather and that the average impact of
weather in either direction on EBIT was $35 million, which is two times more than the

$16.8 million currently reflected in rates according to the Company’s evidence. The
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Board is of the view that, given the large influence of weather on EBIT, this risk may

need to be removed from the utility.

The Board recognizes that a move to removing weather risk from the Company is a
decision that has implications for all regulated gas utilities regulated by the Board, and
perhaps for electricity utilities as well. The Board considers this to be worthy of

evaluation in the near future.
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REVENUE TO COST RATIOS

The revenue to cost ratio compares the forecast recovery of revenues from each rate
class, derived through the rate design process, to the allocation of forecast costs for
each rate class, arrived at through the cost allocation process. A revenue to cost ratio
for a rate class of unity means that the rate class is forecast to recover all of the

allocated costs to that class.

The Company’s pre-filed evidence set out the manner in which it initially proposed to

allocate the proposed revenue requirement among customer classes. Issue 6.2 reads:

Is the proposal to allocate revenue requirement between the customer classes
and annually adjust the monthly customer charges and variable charges to

recover the revenue deficiency reasonable?

Parties agreed on matters pertaining to the adjustments to the monthly customer
charges and variable charges. The unresolved aspect of Issue 6.2 is described in the
Settlement Proposal as follows:

There is no agreement about the Company’s proposal to allocate revenue
requirement between customer classes. Some parties are concerned that the
allocation of the 2007 revenue deficiency as proposed in the Company’s
evidence results in the collection of revenues greater than allocated costs from
Rate 1 and Rate 6 customers based on the Company’s filed Revenue to Cost
ratios of 1.02 and 1.01 for these rate classes. These parties wish to explore the
proposed 2007 revenue requirement allocation in light of the evidence and
interrogatory responses on this issue. Other parties support the Company’s

revenue deficiency allocation and will oppose changes to it.
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Appendix B to the Settlement Proposal sets out the Company’s proposal for the
recovery of the test year revenue requirement with assumed revenue deficiencies of
$26 million and $82 million, which reflect the minimum and maximum revenue
deficiencies that could result from the final Board decision in this case. Appendix B also
sets out the revenue to cost ratios that would result for each rate class. In both
scenarios, the revenue to cost ratios proposed by the Company for Rate 1 will be 1.01,
which is the same as the Board approved in 2006. The revenue to cost ratios proposed

for all other rates are 1.01 or less.

Appendix B also sets out the dollar amount of any over or under contribution by each
rate class, relative to the costs allocated to that rate class. A portion of the over and
under contribution for most rate classes relates to the phase-in of the allocation of
upstream transportation costs on a volumetric basis (referred to as the phase-in of
TCPL tolls). This phase-in, which was approved in the Company’s 2005 rate case (EB-
2003-0203), was to be completed over four years, so that the rate increase impact on
large volume customers would not be too large in any one year. A corresponding
impact of the phase-in is that associated over-contributions from Rates 1 and 6 have
remained in place, at least in part, for four years while the under-contributions from
large volume customers were phased out. The phase-in will be completed as of
October 1, 2007. From and after that time, the actual amount of over or under-
contribution for each rate class will no longer include any adjustment. All things being
equal, the forecast revenue to cost ratios for Rates 1 and 6 will have decreased as the
impact of the upstream transportation cost allocation adjustment is fully phased in.

The Company provided an illustrative example of how other rate classes would be
impacted in the test year if $5 million of revenue requirement were shifted away from
Rate 1 and recovered instead from the large volume rate classes. The effect of such a
shift would be that, on a prospective basis from October 1, 2007, the rate increase for
Rate 100 would move from 1.9% to 3.6%, the rate increase for Rate 145 would move

from 1.6% to 8.0% and the rate increase for Rate 170 would move from 1.8% to 8.0%.
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Whatever the ultimate revenue deficiency that the Board determines in this case, the
Company has indicated that it will maintain revenue to cost ratios, and over/under
contribution amounts by rate class, at approximately the same level as set out in
Appendix B to the Settlement Proposal. The Company has also indicated that it will file,
along with the draft final rate order in this case, a narrative explanation of the steps
taken and adjustments made to arrive at final rates, and corresponding revenue to cost

ratios.

Positions of the Parties

The Company asserts that its proposal is a fair and appropriate approach to the
recovery of the revenue requirement from all rate classes. The approach is consistent
with that taken and approved by the Board in previous years, where the revenue to cost
ratio for Rate 1 has also been 1.01.

While the Company attempts to set revenue to cost ratios as close to 1 as possible, it
also must take account of other rate design objectives. These objectives include rate
stability, market conditions, maintaining competitive position, market acceptance, rate
class characteristics and rate impacts on other rate classes. The Company also takes
account of the revenue to cost ratios for each rate class from previous years and seeks
to maintain similar ratios, on the assumption that the Board approved those ratios in
previous years, and in order to avoid large rate swings in some rate classes which have
corresponding impacts on others. While the Company seeks to keep revenue to cost
ratios close to 1, the actual ratios are typically slightly different from 1, but within a
reasonable band of tolerance so that there is no undue over or under collection from
any particular rate class. The Company believes that it is important to retain some
degree of flexibility with respect to revenue to cost ratios, so that the variety of
applicable rate design objectives can be addressed. If the Company were required to
maintain prescribed revenue to cost ratios, this flexibility would be lost. Moreover, a
requirement to meet specified revenue to cost ratios could be very difficult to implement

and maintain over time and, in some cases, may not be feasible.
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If $5 million was shifted away from Rate 1, the level of rate increase to some rate
classes would be less appropriate than the approach the Company advocates,
particularly in the case for customers on interruptible Rates 145 and 170 who have dual
fuel capability. In the event of large increases to those rates, affected customers may

switch away from gas altogether, leaving other customers worse off as a result.

IGUA, Transalta and OAPPA supported the Company’s proposed revenue to cost ratios

as reasonable and falling within tolerable limits.

CCC noted Enbridge’s testimony that it will be more explicit that it has been in the past
regarding the determination of final rates as part of the Rate Order and in CCC'’s view

this would be helpful.

VECC expressed concern with the proposal to maintain a revenue—to-cost ratio greater
than one for Rate 1 customers in the test year. If the proposal is accepted and not
corrected prior to setting base rates for a multi-year incentive regulation program, this

over-contribution would be embedded for the duration of such scheme.
Board Findings

The Board notes that the proposed revenue to cost ratio for Rate 1 is actually 1.006,
which has been rounded to 1.01. The Board considers this to be within a reasonable
band of tolerance given the many other considerations and factors that enter into
striking rates for each class, which they were enumerated by the Company. Requiring
the Company to maintain strict 1.0 revenue to cost ratios for each class will remove the

flexibility that may be needed to accommodate those other considerations and factors.

VECC's concern is that the settled revenue to cost ratio for Rate 1 in this proceeding will
be fixed for the next six years under planned incentive regulation. The Board agrees
with the Company that the cost drivers that will play into revenue to cost ratios over the
next six years cannot be known now and that there is a pending rate proceeding to deal

with rate-setting issues under incentive regulation.
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The Board therefore accepts the Company’s proposed revenue to cost ratios, and these
shall be used to calculate proposed rates reflecting the final revenue requirement

reflecting the Board'’s findings in this proceeding.

The Board notes the Company’s commitment, as stated in its argument-in-chief , that it
will file, along with the draft final rate order in this case, a narrative explanation of the
steps taken and adjustments made to arrive at final rates, and corresponding revenue to

cost ratios.
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RATE IMPLEMENTATION

In regard to Issue 9.1 (How should the Board deal with any revenue deficiency
applicable from January 1, 2007 to the date that the Board’s decision is implemented?),
the Company is seeking approval for the full recovery in rates during the 2007 test year
of the full amount of revenue deficiency awarded by the Board in its final decision in this

case. The Settlement Proposal in respect to this issue provided that:

All parties agree that for rate implementation purposes only, the Company can
adjust rates to recover an additional $26.0 million, effective as of January 1,
2007, and that this will be implemented at the same time as the Company’s April
1, 2007 QRAM is implemented. GEC’s and Pollution Probe’s agreement in this
regard is subject to any later adjustments to the Company’s recovery of revenue
deficiency that might be required as a result Issue 3.2. Schools’ agreement in this
regard is subject to any later adjustments to the Company’s recovery of revenue
deficiency that might be required as a result of Issue 9.1.

and parties, except for Schools, agreed that:

..... the Company can adjust rates to recover an additional $26.0 million, effective
as of January 1, 2007, and that this will be implemented at the same time as the
Company’s April 1, 2007 QRAM is implemented. Parties agree with and support
the Company’s proposal to recover the full $26.0 million through (i) increased
annualized rates for the remainder of the test year; and (ii) the use of a rate rider
over the nine remaining months of the test year to recover the remaining balance
of the $26.0 million. Intervenors agree that no issue or objection will be raised
around whether any part of this $26.0 million is unrecoverable because it relates

to the time period between January 1, 2007 and April 1, 2007.
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There is no agreement as to whether or how the Company can recover any

revenue deficiency in excess of $26.0 million.

The Board issued an interim rate order on March 26, 2007 which allowed for the
recovery of $26 million in revenue deficiency by way of interim rates effective January 1,
2007 and implemented April 1, 2007, along with a rate rider to apply from April 1 to
December 31, 2007. The amended rates will recover approximately $21 million in
deficiency over the period April 1, 2007 to December 31, 2007, and the rate rider will

recover an additional $5 million.

The Company proposes to recover any incremental revenue deficiency (that is any
amount that is more than $26 million) through amended base rates and an additional
rate rider to apply to the end of the test year. In the event that the Board’s final decision
results in a total revenue deficiency that is less than $26 million, the Company will

adjust its rates accordingly.

The Company also proposes to clear all approved deferral and variance account
balances on a one-time basis to rates. As set out at Issue 3.13 of the Settlement
Proposal, the impact of this clearance for accounts, other than the 2006 Purchased Gas
Variance Account (2006 PGVA) be a credit of approximately $23 million in favour of
ratepayers, with the final amount adjusted to reflect the Board’s decision in respect of
the deferral and variance accounts that were reviewed and tested during the hearing.
At the same time, the Company would also clear the outstanding balance in the 2006
PGVA as a one time adjustment, which will result in an offsetting debit of approximately
$20 million.

As the Company’s test year commenced January 1, 2007, the only implementation

issue was the effective date of the new rates.
Positions of the Parties

The Company argued that circumstances outside its control prevented a timely filing of

its application, including extenuating factors associated with the date of the 2006 test
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year Board decision and the complicated and lengthy consultative processes which

were supported by all intervenors and led to positive results.

CCC stated that although there were avoidable delays caused by Enbridge, the timing
of the hearing was not solely related to these delays. A number of consultatives were
ongoing and there were Board scheduling issues. The Board should allow full recovery
of the found revenue requirement in this case but should state as a matter of policy that

may be financial consequences in the future if the delays are caused by the Company.

IGUA stated that although the Company did not initiate its application as promptly as it
might have, given some extenuating circumstances in this particular case, including the
consultatives, the Company should not be deprived of that portion of the agreed upon
deficiency of $26 million which normally would have been recovered between January
1, 2007, and April 1, 2007. IGUA also stated that it accepts that any revenue deficiency
over the agreed upon $26 million should be recovered through a rate rider to December
31, 2007, but only if in its view the impacts on large volume customers were reasonable
following the Board’s Decision. Otherwise, IGUA stated that it reserves the right to

argue for a lower rate rider that would extend beyond December 31, 2007.

VECC supported recovery of the remaining revenue deficiency on a prospective basis
but, consistent with its earlier argument, the recovery from customers should correct for

the over-contribution from Rate 1 customers.

Schools referred extensively to Enbridge’s testimony and argued that the Company
could have filed its application earlier, therefore it should be responsible for causing the
retroactivity. Schools suggested that the $5 million of the $26 million agreed upon
deficiency could have been recovered from January 1, 2007 to March 31, 2007, and
therefore should not now be recovered. With respect to any additional revenue
deficiency to be found, the portion of such additional deficiency that would have been
recovered from January 1, 2007 to the date of implementation of the new rates should

not be recovered from ratepayers.
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Board Findings

The prospect of retroactivity is always problematic for the Board. To be clear, having
declared the Company’s interim effective January 1, 2007, the effective date for the new
rates in not a legal issue in this case. The Company can in this case request and the
Board can grant an effective date of January 1, 2007. Rather, the issue of retroactivity
is one of rate impacts and customer acceptability. The Board has stated numerous
times that it does not endorse retroactivity, regardless of how the monies are recovered.
The Board has attempted to work with the utilities and other parties so that retroactivity
can be avoided. Some progress was made in recent years but now that progress
appears to have been stalled.

The Board accepts, as many parties do, that there were extenuating circumstances in
the past year which contributed to the Company’s late filing. The Company had to
comply with new minimum filing requirements, its evidence had to be in new formats,
and the Company was engaged on a number of other important files before the Board.
Also, there were a number of financially significant and complex items that were the
subjects of several consultatives. However, while the use of the consultatives bore fruit
on certain issues, their conclusions were not timely. Some of the consultatives did not
complete their deliberations in time for the commencement of the hearing with the result
that the hearing was postponed a number of times. The responsibility for that should
not rest only with the Company. In the future, the Board expects parties to conclude

any consultatives in adequate time for the hearing to commence when scheduled.

Recognizing these unique circumstances, the Board will not penalize the Company for
the lateness of its filing, the commencement of the hearing and the resultant
retroactivity. The Board expects the Company to endeavour to bring its filing cycle so
that retroactivity can be avoided in the future. The Board expects all parties to act in a
positive fashion to avoid retroactive ratemaking in the future.

The Board accepts the Company’s proposals to implement recovery of the full revenue

deficiency for the 2007 test year arising from this decision.
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The Board also accepts the clearance of the balances in the deferral and variance
accounts as proposed by the Company except in circumstances where the Board had

made different findings in this decision.

Also, the Company in its Argument-in-Chief proposes that the Board include clearance
of the 2006 PGVA balance in its decision regarding the disposition of deferral accounts
tested during the hearing. The Board notes that the 2007 Settlement Proposal (p.32 of
47) indicates that parties agreed that Enbridge is not seeking to clear in the test year,
certain balances, of which one was the 2006 PGVA, and these would be addressed by
the Board in the future. The Board anticipates that the next QRAM application may be

an opportune time for the Board to consider this matter.

The Board directs the Company to file a draft rate order reflecting the Board’s findings,
with an implementation date that in the Company’s view would be more appropriate.
Intervenors wishing to comment on the draft rate order shall file their submissions within

7 days from the Company’s filing.

The Company shall include in that filing appropriate documentation in support of its draft

rate order, including updates to the “N1, Tab2” series of exhibits.
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COST AWARDS

On day 16 of the oral hearing the panel directed eligible parties to file their costs claims,
for all costs up to and including April 13, 2007, by May 4, 2007.

Parties who intend to claim cost awards for activity subsequent to April 13, 2007, shall
submit their cost claims by July 26, 2007. A copy of the cost claim must be filed with
the Board and one copy is to be served on Enbridge. The cost claims must be done in

accordance with section 10 of the Board’s Practice Direction on Cost Awards.

Enbridge will have until August 9, 2007 to object to any aspects of the costs claimed. A
copy of the objection must be filed with the Board and one copy must be served on the
party against whose claim the objection is being made.

The party whose cost claim was objected to will have until August 16, 2007 to make a
reply submission. Again a copy of the submission must be filed with the Board and one

copy is to be served on Enbridge.

DATED at Toronto, July 5, 2007.

Original signed by

Gordon Kaiser

Vice Chair and Presiding Member

Original signed by

Paul Vlahos

Member
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Original signed by

Ken Quesnelle

Member
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PROCEDURAL DETAILS INCLUDING LISTS OF PARTIES AND WITNESSES

THE PROCEEDING

On September 7, 2006, the Board issued a Notice of Application which was

published and served in accordance with the Board’s direction.

The Board issued Procedural Order No.1 on October 4, 2006, establishing the

procedural schedule for all events prior to the oral hearing, as well as the Issues List

for the proceedings. These scheduled events included:

Issues conference on October 10, 2006;
Issues Day on October 12, 2006;
Written interrogatories to the Applicant by October 23, 2006;

Written interrogatory responses from the Applicant by November 9,
2006;

Intervenor evidence filed by November 14, 2006;
Written interrogatories on Intervenor evidence by November 21, 2006;

Responses to written interrogatories on Intervenor evidence by
December 5, 2006;

Intervenor Conference on December 7, 2006;
Settlement Conference beginning December 11, 2006;

Settlement Proposal by January 4, 2006;



e Board review of Settlement Proposal on January 9, 2006.
e Oral Hearing beginning on January 11, 2007

On Issues day, the Board heard submissions from Enbridge Gas Distribution Inc.
(“Enbridge”), Pollution Probe Foundation (“Pollution Probe”), Industrial Gas Users
Association (“IGUA”), Union Energy LP, the Consumers Council of Canada (the
“Council”), Direct Energy Marketing Limited (“Direct Energy”), Superior Energy
Management (“SEM”), TransAlta Energy Corp (“TransAlta”), Coral Energy, Green
Energy Coalition (“GEC”), Heating, Ventilation and Air-Conditioning Coalition Inc.
("HVAC”), Energy Probe Research Foundation (“Energy Probe”), School Energy
Coalition (“Schools”), the Vulnerable Energy Consumers Coalition (“VECC”), and the
Low-Income Energy Network (“LIEN").

On October 20, 2006, the Board issued Decision and Procedural Order No. 2,
dealing with the status of three parties as intervenors and eligibility for costs, the
guestion of the Board’s jurisdiction regarding rate affordability programs, and the

approved Issues List.

Procedural Order No. 3, issued November 6, 2006, involved a Motion brought

forward by LIEN for orders to:

e Extend the dates to serve and file interrogatories on the Applicant, and
to file its Intervenor evidence, by 30 and 60 days respectively from the

date of Board decision on their Motion;

e Confirm LIEN’s eligibility for full cost awards, including newly raised

issues
The Board heard LIEN’s Motion on November 17, 2006.

Procedural Order No. 4, issued November 29, 2006, made the following schedule

changes:

e Written interrogatories on Intervenor evidence by November 24, 2006;
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Responses to written interrogatories on Intervenor evidence by
December 8, 2006;

Oral hearing to commence January 22, 2007,

A provision for the treatment of certain interrogatory responses as
“Proposed Confidential Undertakings” with objections to such course
to be filed by December 4, 2006; EGD required to file any reply

submissions by December 6, 2006;

Settlement Proposals arising from the Settlement Conference to be
filed with the Board no later than January 12, 2007

On December 20, 2006, the Board issued Decision and Procedural Order No. 5,
which indicated that the rate affordability issue brought forward by LIEN would not
be heard in the EB-2006-0034 proceeding, and declared rates, as approved in EB-
2006-0288, interim effective January 1, 2007. The Board’s decision was issued on
April 26, 2007 where the majority of the panel found that the Board does not have

jurisdiction to hear the rate affordability issue brought forward by LIEN.

On December 27, 2006, the Board issued Procedural Order No. 6, which set dates
for a technical conference regarding Open Bill Access, involving Board Staff,
Intervenors and Enbridge Gas Distribution Inc. The technical conference was held
on January 10, 2007.

Decision and Procedural Order No. 7, issued January 12, 2007, provided the
Board’'s finding regarding confidential treatment of certain responses to

interrogatories.

On April 16, 2007, the Board issued Procedural Order No. 8, regarding the status of
Issue 3.6, (Corporate Cost Allocation Methodology) given the filing of new evidence
on February 14, 2007. The Order set Issue 3.6 to a separate phase in this

proceeding.



The following parties filed written evidence with the Board:

e Eric Hoaken on behalf of Direct Energy;

David Maclintosh on behalf of Energy Probe;

John DeVellis on behalf of HVAC;

Paul Manning on behalf of LIEN;

Michael Buonaguro on behalf of VECC, the Council, and IGUA

PARTICIPANTS AND REPRESENTATIVES

Below is a list of participants and their representatives that were active either at the
oral hearing or at another stage of the proceeding. A complete list of intervenors is

available at the Board’s offices.

Board Counsel and Staff Michael Millar
Richard Battista
Edik Zwarenstein
Colin Schuch
Rudra Mukherji
Khalil Viraney

Enbridge Gas Distribution Inc. Fred Cass
Patrick Hoey
David Stevens
Dennis O’Leary
Robert Bourke

Pollution Probe Murray Klippenstein
Jack Gibbons
Basil Alexander

Union Energy Limited Partnership (“Union Energy Kirsten Crain
LP”)

Union Gas Limited (“Union”) Patrick McMahon
Michael Penny



Industrial Gas Users Association (“IGUA”)

Consumers Council of Canada (“the Council”)

Direct Energy Marketing Limited

Superior Energy Management (“SEM”)

TransAlta Cogeneration LP,
TransAlta Energy Corp (“TransAlta”)

Ontario Energy Savings Corp

Green Energy Coalition

Heating, Ventilation and Air-Conditioning Coalition
Inc. (“HVAC”)

Ontario Association of Physical Plant Administrators
(“OAPPA”)

TransCanada Pipelines

Energy Probe Research Foundation (“Energy
Probe”)

School Energy Coalition (“Schools”)

Natural Gas Specialist

Accenture Business Services for Utilities Inc.
(“ASBU")

Low-Income Energy Network (“LIEN")

Coral Energy Canada Inc. (“Coral”)

Peter Thompson
Vince DeRose

Robert Warren
Julie Girvan

Dave Matthews
Eric Hoaken

Elizabeth DeMarco

Elizabeth DeMarco

Nola Ruzycki

David Poch
Kai Millyard

John De Vellis

Valerie Young

Murray Ross
Jennifer R. Scott
Bernard Pelletier
David Macintosh
Tom Adams
Randy Aiken

Jay Shepherd
Bob Williams

Jason F. Stacey

Robert Howe

Paul Manning

Elisabeth DeMarco



CustomerWorks LP (“CWLP”) Margaret Sims

Hilary Clark

Vulnerable Energy Consumer’s Coalition (“VECC”) Michael Buonaguro

WITNESSES

Michael Janigan
Roger Higgin

There were 51 company employees listed as witnesses by Enbridge Gas

Distribution Inc. as part of their filed application. The following is a list of these

participants:

Linda Au

John W. Bayko
Glenn W. Beaumont
Mark Bergman
Robert Bourke
Bradley Boyle
Michael Brophy
Irene Chan

David B. Charleson
Susan Clinesmith
Jackie Collier
Anne Creery

Kevin Culbert

Joel Denomy

Jackie Eliason

Capital Budget Supervisor

Director, Operations Services

Vice President, Engineering & Information Technology
Senior Analyst, Economic & Market Analysis
Manager, Regulatory Proceedings

Treasury Project Leader

Manager, DSM & Portfolio Strategy
Manager, Volumetric Analysis and Budgets
Director, Energy Policy and Analysis
Manager, Business Markets

Manager, Rate Design

Manager, Customer Care Operations
Manager, Regulatory Accounting
Supervisor, Economic and Market Analysis

Manager, Finance



Robert Fox

Tanya M. Ferguson
Malini Giridhar
Barry Goulah

Paul Green

Jane Haberbusch
Patrick J. Hoey
John Jozsa

Anton Kacicnik
Sagar Kancharla

D. A. Kelly

Narin Kishinchandani
Vivian Krauchek
Thomas J Ladanyi
Kerry Lakatos-Hayward
Douglas Lapp

Lee Liauw

Gerry MacDonald
Andrew Mandyam
Catherine McCowan
Steve McGill
Michael Mees

W. Robert Milne

Chief Engineer, Engineering

Manager, Customer Care Financial Administration
Manager, Rate Research and Design
Manager, System Measurement

Director, Market Development

Director, Human Resources

Director, Regulatory Affairs

Manager, Tax Services

Manager, Cost Allocation

Manager, Financial and Economic Assessment
Manager, Operational and Capital Budgets
Chief Accountant

Manager, Gas Supply

Manager, Budgets and Planning

Manager, Business Development & Strategy
Chief Safety Officer

Manager, Scorecard & Capital Appropriation
Director, NGV Business Development
Manager, CIS Program Operations

Manager, Operations Service

Manager, Strategic Projects & market Analysis
Director, Customer Care

Manager, Distribution Planning



Stuart Murray Manager, Financial Assessment

Byron Neiles Vice President, Legal Regulator & Public Affairs

Barry Remington Manager, Property Taxes

Norman Ryckman Group Manager Business Intelligence and Support

Jody Sarnovsky Manager, Strategic & Key Accounts

Donald Small Manager, Gas Cost Knowledge Centre

Patricia Squires Manager, Mass Market and New Construction Market Development
Liz Stokes-Bajcar Manager, Human Resources Service Centre & Compensation
Michael Tremayne Manager, Infrastructure & Marketing, NGV

Trevor Tuck Manager, Engineering Special Projects

Annette Urquhart Manager, Corporate Budgets & Planning

Marc Well Director, Information Technology

Henry Wong Manager, Business Applications

In addition, the Company called the following witnesses:

P. Carpenter Brattle Group

Intervenor Witnesses:

Lee Rose Senior Vice-President, Home Services Canada,
Direct Energy

Michael Shulist The Shulist Group Inc.

Martin Luymes Senior Director, HRAC Services and Relations,
Heating, Refrigeration and Air-Conditioning Institute
of Canada (HRAI)

Nancy McKeraghan President, Canco Climate Care Inc.

Michael Latreille Vice-President, Holmes Heating Inc.



Glen Leis
Roger Grochmal
Paul Messenger

Steve Kinsey

Laurence D. Booth

David Kincaid

General Manager, OZZ Comfort Solutions
President, Atlas Air ClimateCare
President, A1 Heating and Air Conditioning

Private Investigator, Corporate Investigation
Services

CIT Chair in Structured Finance, Rotman School of
Business

President and CEO, Level 5 Strategic Brand
Advisors



APPENDIX B
ENBRIDGE GAS DISTRIBUTION INC.
2007 TEST YEAR
DECISION WITH REASONS

BOARD FILE NO. EB-2006-0034

SETTLEMENT PROPOSAL

JULY 5, 2007



Filed: January 24, 2007
EB-2006-0034

Exhibit N1

Tab 1

Schedule 1

Page 1 of 47

SETTLEMENT PROPOSAL

JANUARY 24, 2007



Filed: January 24, 2007
EB-2006-0034

Exhibit N1
Tab 1
Schedule 1
Page 2 of 47
TABLE OF CONTENTS
ISSUE DESCRIPTION (& EVIDENTIARY REFERENCE)
PREAMBLE
OVERVIEW
1 RATE BASE (Exhibit B)
1.1 Are the amounts proposed for the 2007 Rate Base appropriate
1.2 Are the amounts proposed for Capital Expenditures in 2007
appropriate (B1-2-1)
1.3 Is the budget amount proposed in 2007 for Safety and Integrity
projects appropriate (B1-3-1)
1.4 How should the Board deal with the Leave to Construct (“LTC”)

projects included in the 2007 capital budget given that there will be
separate Board proceedings for the LTC projects (B1-T3-S1)

1.5 Has the Company met the requirements of the Board’s directive from
the 2006 rate case to file an independent cost benchmark study for the
EnVision project? (B1-6-1)

1.6 What are the appropriate EnVision cost and benefits and how should
they be reflected in 2007 rates?

1.7 Is the business case, including the total project amount of $133 million,
proposed for the Automatic Meter Reading project (“AMR”) justified?
(B1-7-1)

1.8 Is the proposed recovery of AMR costs in 2007 rates appropriate?

2 OPERATING REVENUE (Exhibit C)

2.1 Is the proposed amount for 2007 Transactional Services revenue

appropriate, and is the associated sharing mechanism in accordance
with the 2006 decision? (C1-4-1)

2.2 Is the proposed total 2007 Other Revenue Forecast appropriate? (C1-
5-1)
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2.3 Is the forecast of degree days appropriate? (C2-4-1)
2.4 Are the average use-per-customer forecasts for rate class 1 and rate
class 6 appropriate? (C1-3-1 and C2-3-1)
2.5 Is the proposed 2007 contract gas volume and revenue forecast
appropriate? (C1-3-1)
2.6 Is the proposed 2007 General Service gas volume and revenue
forecast appropriate? (C1-3-1)
3 OPERATING COST (Exhibit D)
3.1 Is the proposed 2007 gas cost forecast including the calculation of the
PGVA Reference Price appropriate? (D1-4-1, D1-4-2)
3.2 Is the overall level of the 2007 Operation and Maintenance Budget
appropriate? (D1-2-1)
3.3 Is the Company’s proposed fuel switching program appropriate?
3.4 Is the Company’s proposed Energy Link Program appropriate?
3.5 Is the budget for Human Resources related costs appropriate? (D1-4-
1)
3.6 Do the revisions to the Regulatory Cost Allocation Methodology
(RCAM) meet the Board’s directives in the 2006 decision?
3.7 Is the proposed level of corporate cost allocation for 2007 appropriate?
3.8 Is Company'’s forecast level of Regulatory and OEB related costs for

2007 appropriate?

3.9 Is Enbridge’s decision to change to a December 31 taxation year-end ,
in 2007, appropriate? (D1-5-1)

3.10 Is the continuation of the Risk Management Program appropriate in
the context of the Board’s 2006 Decision directives? (D1-4-3)

3.11 Is the proposal to change depreciation rates for 2007, as proposed in
the depreciation study, and the impact on 2007 customer rates,
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appropriate? (D1-13-1, D2-2-1)
3.12 Is the proposal for the establishment of 2007 Deferral and Variance
Accounts appropriate? (D1-7-1)
3.13 Is the proposal for the disposition of existing Deferral and Variance

Accounts appropriate? (D1-7-2)

3.14 Are the amounts proposed to be included in rates for capital and
property taxes appropriate?

3.15 Is the amount proposed to be included in rates for income taxes,
including the methodology, appropriate?

4 COST OF CAPITAL (Exhibit E)

4.1 What is the Return on Equity (ROE) for EGDI for the 2007 test year as
calculated pursuant to the ROE Guidelines?

4.2 Are Enbridge’s proposed costs for its debt and preference share
components of its capital structure appropriate? (E1-2-1)

4.3 Is the proposal to change the equity component of the deemed capital
structure from 35% to 38% appropriate? (E2-2-1)

5 COST ALLOCATION (Exhibit G)

51 Is the Applicant’s cost allocation appropriate and is it based in its 2006
Board approved methodology? (G2-T1-S1)

5.2 Is the proposal to recover Demand Side Management costs in delivery
charges, as opposed to load balancing charges, appropriate? (from
G2-3-1to G2-3-4)

6 RATE DESIGN (Exhibit H)

6.1 Is the proposal to introduce delivery demand charges for Rates 100
and 145 reasonable? (H1-1-1)

6.2 Is the proposal to allocate revenue requirement between the customer
classes and annually adjust the monthly customer charges and
variable charges to recover the revenue deficiency reasonable? (H1-
1-1)
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6.3 Should the Board approve the contents of the Applicant's Rate
Handbook? (H1-1-1, H2-6-1; A1-14-2)
6.4 Is the proposed treatment of bundled transportation charges and T-

service credit appropriate in light of the Board's Decision in RP-2003-
0203 and the settlement agreement? (H1-1-1)

7 CUSTOMER CARE SUPPORT, CUSTOMER CARE SYSTEM, AND
OPEN BILL ACCESS

7.1 Has Enbridge complied with the direction, in the EB-2005-0001
Decision, to file in evidence the following Customer Care Support Cost
information: all agreements between Enbridge and CWLP, ECSI or
any other El-related entity related to the provision of customer care or
CIS; the Program Agreement between CWLP and Accenture, including
any amendments or revisions; financial statements for ECSI and
CWLP (historical, bridge and test year); the return analyses described
in the decision? (D1-12-3)

7.2 What actions or decisions are required by the Board regarding items in
the 2006 and 2007 capital budgets which might be duplicated in the
upcoming application for a Regulatory Asset Account? (D1-10-1, p.

2/AppA)

7.3 Are the forecast costs of the new CIS system appropriate? (B1-5-1, p.
3)

7.4 What are the appropriate costs for CIS and Customer Care for 2007,

including internal and transition costs? (D1-12-1, p. 2 and D3-2-1, p. 1)

7.5 Is the Applicant's proposal of open bill access appropriate and
consistent with the Board’s direction in RP 2005-0001? (D1-11-1 to 5)

8 OTHER ISSUES

8.1 What are the actions or decisions necessary for the Board to be
assured that the Board’'s decisions, including settlements, in the
NGEIR (EB-2005-0551) proceeding will be appropriately captured and
reflected in this proceeding?

8.2 What are the actions or decisions necessary for the Board to be
assured that the Board’s decisions, including settlements, in the DSM
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ISSUE DESCRIPTION (& EVIDENTIARY REFERENCE)

(EB-2006-0021) proceeding will be appropriately captured and
reflected in this proceeding?

9 RATE IMPLEMENTATION

9.1 How should the Board deal with any revenue deficiency applicable
from January 1, 2007 to the date that the Board’s decision is
implemented?

9.2 Should the Board set interim rates, effective January 1, 2007, to allow
Enbridge to begin to recover its prospective revenue deficiency?

ATTACHMENTS

Appendix A- Deferral and Variance Accounts Balances

Appendix B- Approximations of rate impacts of the Settlement Proposal
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PREAMBLE

This Settlement Proposal is filed with the Ontario Energy Board (“OEB” or “Board") in
connection with the application of Enbridge Gas Distribution Inc. (“Enbridge Gas
Distribution” or the “Company”), for an order or orders approving or fixing rates for the
sale, distribution, transmission, and storage of gas for its 2007 fiscal year (the "Test
Year").! A Settlement Conference was held between December 11, 2006 and January 5,
2007 in accordance with the Ontario Energy Board Rules of Practice and Procedure (the
“Rules”) and the Board's Settlement Conference Guidelines ("Settlement Guidelines").
Ken Rosenberg acted as facilitator for the Settlement Conference.  Settlement
discussions between parties continued after that time. This Settlement Proposal arises
from the Settlement Conference and subsequent discussions.

Enbridge Gas Distribution and the following intervenors (collectively, the "parties"), as well
as Ontario Energy Board technical staff (“Board Staff”), participated in the Settlement
Conference:

CONSUMERS COUNCIL OF CANADA (CCC)

DIRECT ENERGY MARKETING LIMITED (Direct Energy)

ENERGY PROBE RESEARCH FOUNDATION (Energy Probe)

GREEN ENERGY COALITION (GEC)

HVAC COALITION INC. (HVAC)

INDUSTRIAL GAS USERS ASSOCIATION (IGUA)

ONTARIO ASSOCIATION OF PHYSICAL PLANT ADMINISTRATORS (OAPPA)
ONTARIO ENERGY SAVINGS L.P. (OESLP)

POLLUTION PROBE

SCHOOL ENERGY COALITION (Schools)

SUPERIOR ENERGY MANAGEMENT (a division of Superior Plus Inc.) (Superior)
TRANSALTA COGENERATION L.P. AND TRANSALTA ENERGY CORP. (TransAlta)
TRANSCANADA PIPELINES LIMITED (TransCanada)

UNION ENERGY LIMITED PARTNERSHIP (Union Energy)

UNION GAS LIMITED (Union)

VULNERABLE ENERGY CONSUMERS COALITION (VECC)

The Settlement Proposal deals with all of the issues listed at Appendix “A” to the Board’s
Procedural Order #2, dated October 20, 2006 (the "Issues List"). The numbers ascribed
to each of the issues correlate to the section numbers in the Settlement Proposal and
each issue falls within one of the following three categories:

1. complete settlement — if the Settlement Proposal is accepted by the
Board, the issue will not be addressed at the hearing because Enbridge

! In this Settlement Proposal, the terms “2007 fiscal year”, “fiscal 2007” and “Test Year” each refer to the
twelve-month period commencing January 1, 2007 and ending December 31, 2007.
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Gas Distribution and all other parties who take any position on the issue
agree to the proposed settlement;

2. incomplete settlement — if the Settlement Proposal is accepted by the
Board, portions of the issue will be addressed at the hearing because
parties are only able to agree on some, but not all, aspects of the issue;
and,

3. no settlement — the issue will be addressed at the hearing because the
parties who participated in the negotiation of the issue are unable to reach
a settlement on the issue.

More particularly, the Settlement Proposal depicts the 47 issues enumerated on the
Issues List as follows:

Complete Settlement Incomplete Settlement | No Settlement
Parties will not address the Parties will address one or | Parties will address the issue
issue at the hearing more parts of the issue at the | at the hearing
hearing
25 issues completely settled | 7 jssues partly settled 15 issues not settled

Issues 1.1, 1.3 to 1.8, 2.1, | |ssues 1.2, 3.2, 3.12,|Issues 2.3 to 2.6, 3.3, 3.4,

2.2,3.1,35,3.710 3.9, 311, | 3.13,6.2,6.3and 9.1 3.6, 3.10, 4.2, 4.3 and 7.1
3.14, 3.15, 4.1, 5.1, 5.2, 6.1, to 7.5

6.4,8.1,8.2and 9.2

Issue 3.2, which relates to the Company’s O&M Budget for the Test Year is an incomplete
settlement, however, it should be noted that GEC and Pollution Probe object to the settled
portions of this issue. Issue 9.1, which relates to rate implementation, is an incomplete
settlement, however, it should be noted that Schools objects to the settled portions of this
issue.

The description of each issue assumes that all parties participated in the negotiation of
the issue, unless specifically noted otherwise. Any parties that are identified as not
having participated in the negotiations of the issue also take no position on any settlement
or other wording pertaining to the issue. Board Staff participated in the Settlement
Conference, and has advised the parties that it does not oppose the proposed settlement
on any of the completely settled or partly settled issues. However, in accordance with the
Rules and the Settlement Guidelines, Board Staff takes no position on any issue and, as
a result, is not a party to the Settlement Proposal.
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The Settlement Proposal describes the agreements reached on the completely settled
and partially settled issues. The Settlement Proposal identifies the parties who agree and
who disagree with each settlement, or alternatively who take no position on the issue.
Finally, the Settlement Proposal provides a direct link between each settled issue and the
supporting evidence in the record to date. In this regard, the parties who agree with the
individual settlements are of the view that the evidence provided is sufficient to support
the Settlement Proposal in relation to the settled issues and, moreover, that the quality
and detail of the supporting evidence, together with the corresponding rationale, will allow
the Board to make findings agreeing with the proposed resolution of the settled issues. In
the event that the Board does not accept the proposed settlement of any issue, further
evidence may be required on the issue for the Board to consider it fully.

Best efforts have been made to identify all of the evidence that relates to each settled
issue. The supporting evidence for each settled issue is identified individually by
reference to its exhibit number in an abbreviated format; for example, Exhibit A1, Tab 8,
Schedule 1 is referred to as A1-8-1. A concise description of the content of each exhibit
is also provided. In this regard, Enbridge Gas Distribution's response to an interrogatory
is described by citing the name of the party and the number of the interrogatory (e.g.,
Board Staff Interrogatory #1). The identification and listing of the evidence that relates to
each settled issue is provided to assist the Board. The identification and listing of the
evidence that relates to each settled issue is not intended to limit any party who wishes to
assert that other evidence is relevant to a particular settled issue.

The parties agree that all positions, information, documents, negotiations and discussion
of any kind whatsoever which took place or were exchanged during the Settlement
Conference are strictly confidential and without prejudice, and inadmissible unless
relevant to the resolution of any ambiguity that subsequently arises with respect to the
interpretation of any provision of this Settlement Proposal.

According to the Settlement Guidelines (p. 3), the parties must consider whether a
settlement proposal should include an appropriate adjustment mechanism for any settled
issue that may be affected by external factors. Enbridge Gas Distribution and the other
parties who participated in the Settlement Conference consider that no settled issue
requires an adjustment mechanism other than those expressly set forth herein.

Issues 1.1t0 1.8, 2.1, 2.2, 3.2, 3.5, 3.7 t0 3.9, 3.11 to 3.15 and 9.1 have been settled by
parties as a package (the “package”), subject to the objections of GEC, Pollution Probe
and Schools, as noted earlier, and none of the parts of this package are severable. All
parties agree that, for rate implementation purposes only, the Company can adjust rates
to recover an additional $26.0 million, effective as of January 1, 2007, and that this will be
implemented at the same time as the Company’s April 1, 2007 QRAM is implemented.
GEC’s and Pollution Probe’s agreement in this regard is subject to any later adjustments
to the Company’s recovery of revenue deficiency that might be required as a result of
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Issue 3.2. Schools’ agreement in this regard is subject to any later adjustments to the
Company’s recovery of revenue deficiency that might be required as a result of Issue 9.1.
Subject to considering the objections of GEC, Pollution Probe and Schools during the
hearing, if the Board does not, prior to the commencement of the hearing of the evidence
in EB-2006-0034, accept the package in its entirety, then there is no Settlement Proposal
(unless the parties agree that any portion of the package that the Board does accept may
continue as part of a valid Settlement Proposal). None of the parties can withdraw from
the Settlement Proposal except in accordance with Rule 32 of the Rules. Finally, unless
stated otherwise, the settlement of any particular issue in this proceeding is without
prejudice to the rights of parties to raise the same issue in any future proceeding.

OVERVIEW

In order to address certain issues that have continued to be the subject of debate and
discussion over a number of years, and in order to satisfy Board directions from the
Decision with Reasons in the EB-2005-0001 case (the 2006 rate case), during the past
year the Company has entered into a number of consultative processes with
stakeholders. These consultatives were convened in respect of EnVision (issues 1.5 and
1.6), Corporate Cost Allocation (issues 3.6 and 3.7), customer care and CIS (issues 3.2
and 7.1 to 7.4) and open bill access (issue 7.5). These consultative processes have
contributed greatly to the ability of all parties to come to settlements on many of these
issues, as set out below. Several of the consultative processes are ongoing and may
lead to settlement of additional issues. If additional issues are partly or completely
settled, parties propose to file a supplementary settlement agreement that would explain
the settlements, and the incremental financial impacts of such settlements.

Parties have been able to agree upon the package, which includes settlement of many of
the issues raised in this proceeding. While some issues remain outstanding and
unresolved, the impact of this Settlement Proposal, if accepted, is that the scope and
length of the proceeding will be substantially reduced.

The Company’s Application sought recovery of a revenue deficiency of $167.8 million.
This figure was updated to $158.7 million in Impact Statement No. 1, to account for,
among other things, the ROE for the Test Year of 8.39%.

Parties have agreed upon the settlement package of issues that, if accepted, would
reduce the revenue deficiency by $76.7 million. This would result in a remaining revenue
deficiency of $82.0 million.

The implementation of the settlement package of issues will result in a revenue deficiency
of $29.9 million, based on the Company’s filing which expresses the revenue deficiency
as being relative to the Board-approved rates for F2006, and all of the items that make up

/c
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and contribute to those rates including, for example, the agreed-upon level of degree
days for F2006.

The issues that are not settled by the Settlement Proposal represent an additional
revenue deficiency amount of $52.1 million, based on the Company’s filing, which will
require determination by the Board in the hearing. Based on positions that may be taken
by parties in the hearing, the potential outcomes arising from the determination of these
unsettled issues by the Board range from an incremental revenue sufficiency of
approximately $5 million to an incremental revenue deficiency of $52.1 million.

Some intervenors assert that, if they are successful on outstanding issues (in particular
issues related to Issue 2.2 regarding degree days), then there could be a revenue
sufficiency in respect of those issues. Parties are able to agree, however, that for rate
implementation purposes only, the Company can adjust rates to recover an additional
$26.0 million, effective as of January 1, 2007, and that this will be implemented at the
same time as the Company’s April 1, 2007 QRAM is implemented. This amount of $26.0
million will be subtracted from the total revenue deficiency resulting from the Board’s final
decision in this proceeding (which will include all impacts of this Settlement Proposal).
The resulting revenue deficiency (or sufficiency) will be reflected and recovered in rates
by the Company, subject to the outcome of Issue 9.1.

When implemented, the recovery of an additional $26.0 million will result in average
increases, on an annual basis, of approximately 2% for Rate 1 customers, 1% for Rate 6
customers and between 0% and 2% increases for other rate classes. These average rate
increases are relative to the July 1, 2006 QRAM rate and are calculated for a T-service
customer, excluding commodity costs, and do not include impacts from the phase-in of
cost allocation changes on October 1, 2006 and October 1, 2007. When these rate
impacts are compared to the January 1, 2007 QRAM rate, the results are virtually
identical as shown in Appendix B. The phase-in of cost allocation changes on October 1,
2007 will reduce the amounts recovered from Rate 1 and Rate 6 by approximately $5.01
million and $4.8 million respectively, and increase the amounts recovered from Rate 115,
Rate 135 and Rate 170 by about $5.97 million, $0.6 million and $3.2 million respectively,
as shown in Appendix B. The determination by the Board of the issues that are not
settled will have additional rate impacts.

Attached as Appendix B is an approximation of the annual T-service rate increases that
would result from the recovery of additional amounts of $26.0 million (the immediate
additional amount to be recovered if the Settlement Proposal is accepted) and $82.0
million (the maximum recoverable revenue deficiency if the Settlement Proposal is
accepted and the Board decides the unsettled issues by adopting the Company’s position
on these issues). These approximations do not take account of the clearance of deferral
and variance accounts, the phase-in of cost allocation changes or any allocation changes
that might result from the resolution of Issue 6.2. These average annual T-service rate
impact estimates are not indicative of the percentage T-service rate increase that will

lc

lc

Ic
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occur on April 1, 2007, compared to T-service rates in force on March 31, 2007. T-
service rate increases effective April 1, 2007 will include the rate increase associated with
the nine month Rate Rider described in Issue 9.1. The Company believes, based on the
analysis that it has undertaken, that these approximations of average annual T-service
rate impacts, which are expressed relative to the July 1, 2006 QRAM rates and the
January 1, 2007 QRAM rates, and are calculated for a T-service customer excluding
commodity costs, are correct within +/- 0.5%.
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RATE BASE (Exhibit B)

Are the amounts proposed for the 2007 Rate Base appropriate?

(Complete Settlement)

There is an agreement to settle this issue, as part of the package, as follows:

Parties have reached a global settlement of all 2007 Rate Base issues, except for
issues related to the capital budget for the new CIS system. Issues related to the
new CIS system are discussed below at Issues 7.2 to 7.4. The capital spending
for the new CIS system will have no rate base impact in 2007. Parties agree that
the Company will reduce the revenue deficiency associated with 2007 Rate Base
issues by a total of $8 million, as compared to the Company’s filed evidence. This
will result in a 2007 capital budget of approximately $300 million, plus the cost of
the Portlands Energy Centre Leave to Construct project, which is estimated at $18
million during the Test Year. The Portlands Energy Centre project, if approved in
the leave to construct application, will not affect rates for the Test Year. Parties
believe that the Board's consideration of the Portlands Energy Centre in the leave
to construct application should be consistent with the principles set out under Issue
1.4 below.

Parties agree that the 2007 capital budget is an envelope amount, and the
Company will have discretion to determine which items will be removed or
changed from the Company’s filed capital budget in order to reduce the overall
level of that budget. Notwithstanding this discretion, the Company agrees that it
will not proceed with the Automatic Meter Reading (AMR) project. Intervenors do
not necessarily accept, and presently take no position on, the Company’s
decisions as to how it will allocate and spend the 2007 capital budget. Parties
agree that, assuming the incentive regulation rate setting process allows for it, a
normal review of the Company’s capital spending in the Test Year may be
undertaken as part of the rate setting process for 2008. The issue of capital
spending on the EnergyLink program, included in Issue 3.4, is not settled, but the
Board’s decision on that issue will not affect the overall capital budget for the Test
Year, only the Company’s ability to allocate funds to EnergyLink within that budget.
Parties accept the Company’s opening rate base for 2007.

Participating Parties: All parties participated in the negotiation and settlement of this

issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this

issue.
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Evidence: The evidence in relation to this issue includes the following:

B1-1-1 Utility Rate Base

B1-1-2 Utility Rate Base Year to Year Summary

B1-2-1 Rate Base Capital Budget

B3-1-1 Ontario Utility Rate Base — Comparison of 2007 Test Year to 2006 Bridge Year

B3-1-2 Property, Plant and Equipment Summary Statement — Average of Monthly Averages 2007 Test
Year

B3-1-3 Working Capital Summary of Average of Monthly Averages 2007 Test Year

B3-2-1 Utility Capital Expenditures Comparison Budget 2007 and Estimated 2006

B3-2-2 2007 Capital Expenditures by Project (Projects Exceeding $500,000)

B3-2-3 Gross Customer Additions and Average Cost per Customer Addition Budget 2007 and Estimated
2006

B3-2-4 System Expansion Portfolio — 2007

F3-1-3 Utility Rate Base 2007 Test Year

I-1-1t0 3 Board Staff Interrogatories 1 to 3

1-9-4 and 7 IGUA Interrogatories 4 and 7

1-16-1t0 3 SEC Interrogatories 1 to 3

1-24-5t0 7 VECC Interrogatories 5to 7

L-9-1 Evidence of IGUA

M1-1-1 Impact Statement #1

1.2 Arethe amounts proposed for Capital Expenditures in 2007 appropriate?

(Incomplete Settlement)

There is an agreement to settle aspects of this issue, as part of the package, as follows:
See Issue 1.1.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,

Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of
aspects of this issue.

Evidence: The evidence in relation to this issue includes the following:

B1-2-1 Rate Base Capital Budget

B1-2-2 Details of Capital Expenditure and Justification for Major Capital Projects over
$500,000

B1-3-1 Safety & Integrity Initiatives

B1-3-2 Leave to Construct Projects

B1-4-1 Information Technology Capital Budget

B1-5-1 CIS Project

B1-6-1 EnVision Project

B1-7-1 Automated Meter Reading (AMR)

I-1-4t0 6 Board Staff Interrogatories 4 to 6

I-2-1to 4 CCC Interrogatories 1 to 4

I-9-2 and 5t0 6 IGUA Interrogatories 2 and 5 to 6
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I-16-4 to 10 SEC Interrogatories 4 to 10
I-24-8 to 12 VECC Interrogatories 8 to 12

1.3 Is the budget amount proposed in 2007 for Safety & Integrity projects
appropriate?

(Complete Settlement)

There is an agreement to settle this issue, as part of the package, as follows:

See Issue 1.1. The Company will determine the 2007 capital expenditures budget
for Safety and Integrity projects within the envelope set out under Issue 1.1.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.

Evidence: The evidence in relation to this issue includes the following:

B1-3-1 Safety & Integrity Initiatives
1-1-7 Board Staff Interrogatory 7
I-2-5t0 7 CCC Interrogatories 5to 7
1-9-8 IGUA Interrogatory 8
I-16-11to 12 SEC Interrogatories 11 to 12
1-24-13 VEC Interrogatory 13

1.4 How should the Board deal with the Leave to Construct (“LTC”) projects
included in the 2007 capital budget given that there will be separate Board
Proceedings for the LTC projects?

(Complete Settlement)
There is an agreement to settle this issue, as part of the package, as follows:

Parties are of the view that the Board’s decisions determining the appropriate total
amount of capital spending by the Company in any test period are most suitably
made in a rate application. In general, parties agree that the Board’s decision with
respect to overall capital spending does not imply specific approval of any
individual leave to construct projects (“LTC Projects”), nor a decision as to the
economic feasibility of any individual LTC Project. Similarly, parties agree that,
generally, a decision with respect to the economic feasibility of an individual LTC
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Project does not, in and of itself, imply that it is appropriate to include capital
spending pertaining to that LTC Project in the capital budget for a test year used by
the Board to establish rates.

In the context of the foregoing, the parties agree that the Board should deal with
LTC Projects included in any test year capital budget as follows:

1.

The total capital expenditures budget for a particular test year, to be
considered and approved in a rate application, should include some
evidence on individual LTC Projects planned for that year. However, the
Board should not be asked to approve individual LTC Projects in a rate
case. In a rate case, evidence with respect to individual LTC Projects
need not be as extensive as the evidence required to support a LTC
Application.

The economic feasibility of an individual project is considered in a leave
to construct application. A LTC Application should not result in any
adjustment to the Company’s capital expenditures budget aside from
exceptional circumstances, and in those cases the Board should
consider and make the adjustment expressly.

A LTC Application can be heard by the Board prior to its consideration of
the capital budget consequences of the LTC Project in a rates
proceeding. In the event the Board approves a LTC Application, it will
not be necessary to examine the justification for the LTC Project in a
subsequent rate proceeding although the issue of the appropriate size of
the overall capital budget would remain in issue in that hearing, and the
leave to construct approval could inform that decision.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this

issue.

Evidence: The evidence in relation to this issue includes the following:

B1-3-2
I-1-8t0 9
1-2-8

1-9-9

I-16-13 to 14
1-19-4

Leave to Construct Projects
Board Staff Interrogatories 8 to 9
CCC Interrogatory 8

IGUA Interrogatory 9

SEC Interrogatories 13 to 14
TransAlta Interrogatory 4
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1.5 Has the Company met the requirements of the Board’s directive from the
2006 rate case to file an independent cost benchmark study for the EnVision
project?

(Complete Settlement)
There is an agreement to settle this issue, as part of the package, as follows:

Parties agree that the Company has met the requirements of the Board’s directive
from the EB-2005-0001 Decision with Reasons by filing an independent cost
benchmark study for the EnVision project.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.

Evidence: The evidence in relation to this issue includes the following:

B2-2-1 Compass Report — Envision Cost Benchmark Analysis
B1-6-1 EnVision Project

1.6 What are the appropriate EnVision cost and benefits and how should they be
reflected in 2007 rates?

(Complete Settlement)
There is an agreement to settle this issue, as part of the package, as follows:

Parties agree that Compass carried out an appropriate cost benchmark study of
the EnVision Project. Parties differ on how that benchmark should be applied in
determining the costs and benefits associated with EnVision that should be
reflected in rates. In order to resolve the EnVision issues in this proceeding, the
Company has agreed to reduce the revenue requirement by $500,000 through a
reduction in the 2007 Other O&M budget. This reduction is reflected and included
in the $181.5 million total Other O&M budget agreed to below at Issue 3.2. The
Company will continue to report annually to stakeholders on the achievement of
EnVision benefits in the form and the manner set out in Tables 1 and 2 in Exhibit
B1/T6/S1/pp 8-9. Parties agree that unless there is a change in the overall NPV of
the EnVision project, there will be no need to revisit the EnVision project in future
regulatory proceedings.
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Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.

Evidence: The evidence in relation to this issue includes the following:

B2-2-1 Compass Report — Envision Cost Benchmark Analysis
B1-6-1 EnVision Project

1-2-9to 17 CCC Interrogatories 9 to 17

1-16-15 SEC Interrogatory 15

1.7 Is the business case, including the total project amount of $133 million,
proposed for the Automatic Meter Reading project (“AMR”) justified?

(Complete Settlement)
There is an agreement to settle this issue, as part of the package, as follows:

As part of the global settlement of 2007 rate base issues, the Company agrees not
to proceed with the AMR project.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.

Evidence: The evidence in relation to this issue includes the following:

B1-7-1 Automated Meter Reading (AMR)
I-1-10 to 13 Board Staff Interrogatories 10 to 13
I-2-18 to 22 CCC Interrogatories 18 to 22
1-9-11 IGUA Interrogatory 11

1-16-16 SEC Interrogatory 16

1-24-14 VECC Interrogatory 14
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Is the proposed recovery of AMR costs in 2007 rates appropriate?

(Complete Settlement)

There is an agreement to settle this issue, as part of the package, as follows:

As part of the global settlement of 2007 rate base issues, the Company agrees not
to proceed with the AMR project. As a result, this issue is no longer relevant.

Participating Parties: All parties participated in the negotiation and settlement of this

issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this

issue.

Evidence: The evidence in relation to this issue includes the following:

B1-7-1 Automated Meter Reading (AMR)
1-24-15to 16 VECC Interrogatories 15 to 16
2 OPERATING REVENUE (Exhibit C)

2.1

Is the proposed amount for 2007 Transactional Services revenue
appropriate, and is the associated sharing mechanism in accordance with
the 2006 decision?

(Complete Settlement)

There is an agreement to settle this issue, as part of the package, as follows:

Parties agree that the Company will share net transactional services revenues with
ratepayers on a 75:25 basis in favour of ratepayers for transportation-related
transactional services and on a 90:10 basis in favour of ratepayers for storage-
related transactional services. The Company agrees to credit $8 million in
transactional services revenue to ratepayers, to be credited to the revenue
requirement for the purpose of setting rates for the Test Year. This credit will not
be allocated as between transportation and storage transactional services. The
2007 Transactional Services Deferral Account will include the total of the
ratepayers’ shares of the net transactional services revenue for transportation-
related and for storage-related transactional services, less the $8 million credit and
the O&M costs associated with storage-related transactional services (estimated at
$.1 million in the Company’s updated evidence at Ex. C1-4-2). For greater
certainty, if the result of these calculations is that the year-end balance in the 2007
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Transactional Services Deferral Account would be less than zero, the balance shall
be deemed to be zero.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.

Evidence: The evidence in relation to this issue includes the following:

Cl-4-1 Transactional Services Revenue

C1-4-2 Transactional Services — Supplementary Evidence
I-1-14 to 15 Board Staff Interrogatories 14 to 15

1-2-23 CCC Interrogatory 23

1-9-13 IGUA Interrogatory 13

1-16-17 SEC Interrogatory 17

1-24-17 to 18 VECC Interrogatory 17 to 18

M1-1-1 Impact Statement #1

2.2 Isthe proposed total 2007 Other Revenue Forecast appropriate?
(Complete Settlement)
There is an agreement to settle this issue, as part of the package, as follows:

Parties agree to increase the forecast for Other Operating Revenue for the Test
Year from $23.7 million to $28.9 million, inclusive of the $3.5 million incremental
impact of the resolution of the Transactional Services issue (described above at
Issue 2.1), an increase of $1.0 million from the forecast of Other Service Revenues
in the Company’s evidence and the imputation of revenue of $700,000 for the
Natural Gas Vehicles (NGV) program for the Test Year (in order to reflect the
revenue deficiency of the NGV program).

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.

Evidence: The evidence in relation to this issue includes the following:

Cl-5-1 Other Service and Late Payment Penalty Revenues
C3-5-1 Rate of Return on Capital Employed in the Natural Gas Vehicles Program
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I-1-16 Board Staff Interrogatory 16
I-2-24 to 25 CCC Interrogatories 24 and 25
1-16-18 SEC Interrogatory 18

1-24-19 to 22 VECC Interrogatories 19 to 22
M1-1-1 Impact Statement No. 1

M1-2-5 Change in Revenue Requirement

2.3 Isthe forecast of degree days appropriate?
(No Settlement)
There is no agreement to settle this issue.

Evidence: The evidence in relation to this issue includes the following:

C2-4-1 Budget Degree Days

I-1-17 Board Staff Interrogatory 17

I-9-3 and 14 IGUA Interrogatories 3 and 14
1-5-1to 12 Energy Probe Interrogatories 1 to 12
1-16-19 to 20 SEC Interrogatories 19 to 20

L-9-1 Evidence of IGUA

2.4  Arethe average use-per-customer forecasts for rate class 1 and rate class 6
appropriate?

(No Settlement)
There is no agreement to settle this issue.

Evidence: The evidence in relation to this issue includes the following:

C1l-3-1 Volume Budget

C2-3-1 Average Rate Use 1

C2-3-2 Average Use Rate 6

1-1-18 Board Staff Interrogatory 18
I-2-26 to 28 CCC Interrogatories 26 to 28
I-16-21 to 23 SEC Interrogatories 21 to 23
1-24-22 to 25 VECC Interrogatories 22 to 25

2.5 Isthe proposed 2007 contract gas volume and revenue forecast appropriate?
(No Settlement)
There is no agreement to settle this issue.

Evidence: The evidence in relation to this issue includes the following:
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C1l-3-1 Volume Budget
1-1-19 Board Staff Interrogatory 19
-1-12 IGUA Interrogatory 12

2.6 Isthe proposed 2007 General Service gas volume and revenue forecast
appropriate?

(No Settlement)
There is no agreement to settle this issue.

Evidence: The evidence in relation to this issue includes the following:

C1l-31 Volume Budget

Cl-11 Operating Revenue Summary

Cl-2-1 Revenue Forecast

C3-1-1 Utility Operating Revenue 2007 Test Year

C3-1-2 Comparison of Utility Operating Revenue Budget 2007 and Estimate 2006
1-1-20 Board Staff Interrogatory 20

1-24-23 to 25 VECC Interrogatories 23 to 25

3 OPERATING COST (Exhibit D)

3.1 Isthe proposed 2007 gas cost forecast including the calculation of the PGVA
Reference Price appropriate?

(Complete Settlement)
There is an agreement to settle this issue as follows:

Parties accept the Company’s forecast of the cost consequences of the gas supply
portfolio for the Test Year.

The Company agrees with certain parties that, when the issues list for the Natural
Gas Forum proceeding about QRAM methodology is discussed, the Company will
support the inclusion of an issue regarding the detailed calculation of the PGVA
Reference Price.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except GEC, HVAC, OAPPA, OESLP, Pollution Probe, Superior, TransAlta,
Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.
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Evidence: The evidence in relation to this issue includes the following:

D1-4-1 Cost of Gas, Transportation and Storage
D1-4-2 Status of Contracts
D3-3-1 Summary of Gas Cost to Operations
D3-3-2 Summary of Gas Storage and Transportation Costs Fiscal 2007
D3-3-3 Canadian Peak Day Supply Mix
D3-3-4 Monthly Pricing Information
D3-3-5 Gas Supply/Demand
1-1-21 Board Staff Interrogatory 21
1-2-29 CCC Interrogatory 29
I-5-16 to 17 Energy Probe Interrogatory 16 to 17
1-9-16 IGUA Interrogatory 16
1-18-6 Superior Interrogatory 6
I-21-1t0 9 TransCanada Interrogatories 1 to 9
1-24-26 VECC Interrogatory 26
3.2 Isthe overall level of the 2007 Operation and Maintenance Budget

appropriate?

(Incomplete Settlement)

There

is an agreement to settle aspects of this issue, as part of the package, as follows:

The Company’s overall Operations and Maintenance (O&M) budget, as filed in
Impact Statement No. 1, for the Test Year totalled $365.8 million and can be
divided into a number of categories: (i) customer care expenses (including CIS,
internal costs and provision for uncollectibles) — filed as $120.1 million; (ii)
corporate cost allocations — filed as $22.9 million; (iii) demand side management
(DSM) programs — filed as $22.0 million; and (iv) Other O&M — filed as $200.8
million. The Company has also included transition costs of $10 million related to
customer care as a separate line item in its filing.

Issues related the Company’s customer care O&M budget (including the transition
costs) are discussed below at Issues 7.1 to 7.4. Parties, except for GEC and
Pollution Probe, agree on the balance of the Company’s O&M budget for the Test
Year.

Parties acknowledge that the Company’s O&M DSM budget for the Test Year shall
be $22.0 million, as set out in the Board’s Decision with Reasons in EB-2006-0021
(the DSM generic hearing).

Parties agree that the Company’s O&M budget for corporate cost allocations for
the Test Year shall be $18.1 million. Parties agree to the overall level of this
budget, but there is no specific agreement as to the amounts of each of the
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individual allocations. The issues about the corporate cost allocation methodology
set out in Issue 3.6 remain unsettled.

Parties, except for GEC and Pollution Probe, agree that the Company’s Other
O&M budget for the Test Year, filed as $200.8 million, shall be reduced by $19.3
million to $181.5 million. Subject to the comments below, parties agree that the
amount of the Other O&M budget is an envelope amount and the Company will
have discretion to determine which items will be removed or changed from the
Company’s Other O&M budget as filed in order to reduce the overall level of that
budget. Intervenors do not necessarily accept, and presently take no position on,
the Company’s decisions as to how it will allocate and spend the 2007 Other O&M
budget.

Notwithstanding the agreement on the overall level of the Company’s Other O&M
budget for the Test Year, parties agree that certain components of the Company’s
Opportunity Development planned activities for the Test Year, specifically
marketing activities, fuel switching and EnergyLink, will be examined before the
Board. Parties, except for GEC and Pollution Probe, agree that the examination of
those sub-issues before the Board will not impact on the $181.5 million agreed-
upon level of the Other O&M budget for the Test Year. Subject to the exception
set out below, parties other than GEC and Pollution Probe agree that they will not
take any position in this proceeding on how the Company ought to allocate the
agreed-upon $181.5 million Other O&M budget. Notwithstanding the foregoing, in
the event that the Board determines that the Company may not proceed with
EnergyLink, it is understood that Schools and/or HVYAC may advance arguments
about how the Company ought to spend the O&M amounts totaling $1.3 million
(Ex. 1-26-4) that were otherwise budgeted for EnergyLink. Notwithstanding the
foregoing, it is also understood that VECC may advance arguments that the
Company ought to allocate funds as budgeted of $925,000 to low income fuel
switching (Ex. 1-24-29). Additionally, the Company agrees that from and after the
date of the Board’s decision in this proceeding, it will not allocate any portion of the
agreed-upon $181.5 million Other O&M budget to any specific marketing, fuel
switching or EnergyLink activities that the Board specifically states the Company
should not be undertaking.

GEC and Pollution Probe do not agree to the $181.5 million Other O&M budget.
GEC and Pollution Probe wish to examine the Company’s Opportunity
Development (OD) O&M budget separately and do not agree to the overall level of
$181.5 million for the Other O&M budget. No other parties, including the
Company, will support or argue for any change (increase or decrease) to the
agreed-upon Other O&M budget of $181.5 million.
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Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, OAPPA, OESLP, Superior, TransCanada, TransAlta,

Union Gas.

Approval:

All participating parties accept and agree with the proposed settlement of

aspects of this issue except Pollution Probe and GEC.

Evidence: The evidence in relation to this issue includes the following:

D1-1-1
D1-2-1
D2-1-1
D3-1-1
D3-2-1

D3-2-2

D3-2-3

I-1-22 to 24
I-2-30 to 35
1-9-2, 4 and 15
I-15-1to 4
|1-16-24 to 29
|1-24-27 to 28
L-9-1

M1-1-1

Operating Cost Summary

Operating, Maintenance and Other Costs

Corporate Cost Allocation

Operating Cost 2007 Test Year

Operating Cost Comparison of Utility Cost and Expenses Budget 2007 and Estimate
2006

Operating and Maintenance Expense by Department
Operating and Maintenance Expense by Cost Type
Board Staff Interrogatories 22 to 24

CCC Interrogatories 30 to 35

IGUA Interrogatories 2, 4 and 15

Pollution Probe Interrogatories 1 to 4

SEC Interrogatories 24 to 29

VECC Interrogatories 27 to 28

Evidence of IGUA

Impact Statement #1

3.3 Isthe Company’s proposed fuel switching program appropriate?

(No Settlement)

There is no agreement to settle this issue.

Evidence: The evidence in relation to this issue includes the following:

D1-8-1
I-1-25
I-2-36 to 39
-7-1

1-22-6
1-24-29
I-26-1t0 3

Opportunity Development — Market Development
Board Staff Interrogatory 25

CCC Interrogatories 36 to 39

GEC Interrogatory 1

Union Energy Interrogatory 6

VECC Interrogatory 29

HVAC Interrogatory 1 to 3

3.4 Isthe Company’s proposed Energy Link program appropriate?

(No Settlement)

There is no agreement to settle this issue.
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Evidence: The evidence in relation to this issue includes the following:

D1-1-1 Operating Cost Summary

1-22-6 Union Energy Interrogatory 6

1-24-30 VECC Interrogatory 30

I-26-4 to 10 HVAC Interrogatories 4 to 10

L-22-1 Evidence of Union Energy

L-26-1 Evidence of HVAC

I-27-36 to 46 Enbridge Gas Distribution Interrogatories of Union Energy 36 to 46
I-30-1to 21 Enbridge Gas Distribution Interrogatories of HYAC 1 to 21

3.5 Isthe budget for Human Resources related costs appropriate?

(Complete Settlement)

There is an agreement to settle this issue as part of the package, as follows:
Parties agree that any Human Resources related costs determined by the
Company to be appropriate in the Test Year will be included as part of the agreed-
upon $181.5 million Other O&M budget.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.

Evidence: The evidence in relation to this issue includes the following:

D1-2-1 Operating Costs and Maintenance and Other Costs
D1-2-2 Employee Expenses and Workforce Demographics
D3-2-4 Salaries and Wages and FTE Forecast 2007 Test Year
1-1-26 Board Staff Interrogatory 26

I-2-40 to 43 CCC Interrogatories 40 to 43

1-16-30 to 37 SEC Interrogatories 30 to 37

I-24-31 to 33 VECC Interrogatories 31 to 33

3.6 Do therevisions to the Regulatory Cost Allocation Methodology (RCAM)
meet the Board’s directives in the 2006 decision?

(No Settlement)

There is no agreement to settle this issue.
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The issue of whether the revisions to RCAM meet the Board’s directives from the
2006 decision has been a subject of the corporate cost allocation consultative. At
this time, the final report from the consultant retained on behalf of the consultative
has not been filed. As a result, no settlement can be reached on this issue at this
time.

Evidence: The evidence in relation to this issue includes the following:

D2-1-1 Corporate Cost Allocation
G1-1-1 Corporate Cost Allocation Methodology
1-16-38 to 39 SEC Interrogatories 38 to 39

3.7 Isthe proposed level of corporate cost allocation for 2007 appropriate?

(Complete Settlement)

There is an agreement to settle this issue, as part of the package, as follows:
Parties agree that the Company’s O&M budget for corporate cost allocations for
the Test Year shall be $18.1 million. Parties agree to the overall level of this
budget, but there is no specific agreement as to the amounts of each of the
individual allocations.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.

Evidence: The evidence in relation to this issue includes the following:

D1-2-1 Operating Maintenance and Other Costs
D2-1-1 Corporate Cost Allocation

I-1-27 to 28 Board Staff Interrogatories 27 to 28

1-9-1 IGUA Interrogatory 1

1-24-34 to 37 VECC Interrogatories 34 to 37

3.8 Is Company’s forecast level of Regulatory and OEB related costs for 2007
appropriate?

(Complete Settlement)
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There is an agreement to settle this issue, as part of the package, as follows:

Parties agree that the Company’s Regulatory and OEB related costs will be
included as part of the agreed-upon Other O&M budget and that variances from
the budget for 2007 rate proceeding related expenses will be recorded in the 2007
Ontario Hearings Costs Variance Account for consideration and disposition in a
future proceeding.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.

Evidence: The evidence in relation to this issue includes the following:

D1-2-1 Operating Maintenance and Other Costs
D1-9-1 Regulatory Costs

I-1-29 to 30 Board Staff Interrogatories 29 to 30
1-2-44 CCC Interrogatory 44

1-16-40 SEC Interrogatory 40

3.9 Is Enbridge’s decision to change to a December 31 taxation year-end , in
2007, appropriate?

(Complete Settlement)

There is an agreement to settle this issue, as part of the package, as follows:
Intervenors have relied on the Company’s evidence that the change of taxation
year-end for the Enbridge Gas Distribution Inc. corporate entity has no impact on
the Company’s 2007 cost of service. In conjunction with the agreement with
respect to Issue 3.15, intervenors accept the Company’s evidence in this regard.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.

Evidence: The evidence in relation to this issue includes the following:

D1-5-1 Taxation Year-End Change
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I-1-31to 34 Board Staff Interrogatories 31 to 34
1-16-41 SEC Interrogatory 41

3.10 Isthe continuation of the Risk Management Program appropriate in the
context of the Board’s 2006 Decision directives?

(No Settlement)
There is no agreement to settle this issue.

Evidence: The evidence in relation to this issue includes the following:

D1-4-3 Gas Supply Risk Management

I-1-35 to 36 Board Staff Interrogatories 35 to 36

I-2-45 CCC Interrogatory 45

I-5-18 to 27 Energy Probe Interrogatories 18 to 27

1-18-7 Superior Interrogatory 7

1-24-38 to 39 VECC Interrogatories 38 to 39

L-5-1 Evidence of Energy Probe

I-36-1t0 6 Enbridge Gas Distribution Interrogatories of Energy Probe 1 to 6

3.11 Is the proposal to change depreciation rates for 2007, as proposed in the
depreciation study, and the impact on 2007 customer rates, appropriate?

(Complete Settlement)

There is an agreement to settle this issue, as part of the package, as follows:

The Company agrees not to proceed with its request to change depreciation rates
for 2007. Intervenors agree not to challenge the Company’s existing depreciation
rates for 2007. Notwithstanding this agreement, parties may examine the existing
level of the Company’s depreciation rates in the context of discussing and

examining other outstanding issues in this proceeding.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,

Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this

issue.

Evidence: The evidence in relation to this issue includes the following:

D1-13-1 Depreciation Rate Change
D2-2-1 Depreciation Study
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I-1-37 to 46 Board Staff Interrogatories 37 to 46
I-5-13 to 14 Energy Probe Interrogatories 13 to 14
1-9-18 IGUA Interrogatory 18

1-16-42 to 41 SEC Interrogatories 42 to 43
1-24-39.1 to 39.3 VECC Interrogatories 39.1 to 39.3
L-9-1 Evidence of IGUA

3.12 Is the proposal for the establishment of 2007 Deferral and Variance Accounts
appropriate?

(Incomplete Settlement)
There is an agreement to settle aspects of this issue, as part of the package, as follows:

The Company’s proposal to establish the following deferral and variance accounts
for the Test Year is accepted by the parties for the reasons set out in the
Company’s evidence:

2007 Purchased Gas Variance Account (“2007 PGVA”)

2007 Transactional Services Deferral Account (“2007 TSDA”)

2007 Unaccounted for Gas Variance Account (2007 UAFVA")

2007 Union Gas Deferral Account (“2007 UGDA")

2007 Class Action Suit Deferral Account (2007 CASDA”")

2007 Debt Redemption Deferral Account (“2007 DRDA")

2007 Deferred Rebate Account (“2007 DRA")

2007 Gas Distribution Access Rule Costs Deferral Account (2007 GDACRDA")
2007 Manufactured Gas Plant Deferral Account (“2007 MGPDA")

2007 Ontario Hearing Costs Variance Account (“2007 OHCVA”)

2007 Electric Program Earnings Sharing Deferral Account (“2007 EPESDA”")
2007 Unbundled Rate Implementation Cost Deferral Account (“2007 URICDA”")
2007 Unbundled Rates Customer Migration Deferral Account (“2007 URCMDA")
2007 Demand-Side Management Variance Account (“2007 DSMVA”")

2007 Lost Revenue Adjustment Mechanism (2007 LRAM”)

2007 Shared Savings Mechanism Variance Account (“2007 SSMVA”)

2007 Income Tax Rate Change Variance Account (“2007 ITRCVA")

There is no agreement to the establishment of the following deferral and variance
accounts, as those accounts are being dealt with as part of the customer care/CIS
consultative process and through Issues 7.2 to 7.4:

2007 Customer Information System Procurement Deferral Account (“2007 CISPDA”")
2007 Customer Care Procurement Deferral Account (“2007 CCPDA")
2007 Customer Care Supplier Transition Variance Account (“2007 CCSTVA”")

There is no agreement to the establishment of the following deferral account, as it
is being dealt with as part of the open bill consultative process and through Issue
7.5:

2007 Open Bill Access Sharing Deferral Account (“2007 OBASDA")
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Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.

Evidence: The evidence in relation to this issue includes the following:

D1-7-1 Deferral and Variance Accounts

D1-7-3 Deferral and Variance Account Balances
I-1-47 Board Staff Interrogatory 47

I-2-46 to 48 CCC Interrogatories 46 to 48

I-7-2 GEC Interrogatory 2

3.13 Is the proposal for the disposition of existing Deferral and Variance
Accounts appropriate?

(Incomplete Settlement)
There is an agreement to settle aspects of this issue, as part of the package, as follows:

Enbridge Gas Distribution filed a summary of the actual deferral account and
variance account balances for F2006 (D1-7-3); the summary is reproduced in
Appendix A. The result of clearing certain of these accounts is that Enbridge Gas
Distribution will credit customers $23.258.7 million in principal plus interest, based
upon the December 31, 2006 balances, for F2006.

The balances recorded in the following deferral and variance accounts established
for F2006, and the proposed clearance of such balances at the same time as the
final rate order in this proceeding is implemented, are accepted by the other parties
for the reasons given in the supporting evidence:

Non Commodity Related Accounts

2004 Demand-Side Management Variance Account ("2004 DSMVA")
2004 Lost Revenue Adjustment Mechanism ("2004 LRAM")

2004 Shared Savings Mechanism Variance Account ("2004 SSMVA")
2006 Deferred Rebate Account (“2006 DRA")

2006 Debt Redemption Deferral Account (“2006 DRDA”)

2006 Ontario Hearing Costs Variance Account (“2006 OHCVA”)

Commodity Related Accounts

2006 Unaccounted for Gas Variance Account (2006 UAFVA”)
2006 Transactional Services Deferral Account (“2006 TSDA”)
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2006 Union Gas Deferral Account ("2006 UGDA")

Enbridge Gas Distribution does not seek to clear, in the Test Year, the balances
recorded in the following deferral and variance accounts. Parties agree that the
following previously-approved deferral and variance accounts are continued and
the clearance of these accounts will be addressed by the Board in the future.

Non Commodity Related Accounts

2006 Demand-Side Management Variance Account ("2006 DSMVA")
2005 Demand-Side Management Variance Account ("2005 DSMVA")
2006 Lost Revenue Adjustment Mechanism ("2006 LRAM")

2005 Lost Revenue Adjustment Mechanism ("2005 LRAM")

2006 Shared Savings Mechanism Variance Account ("2006 SSMVA")
2005 Shared Savings Mechanism Variance Account ("2005 SSMVA")
2006 Manufactured Gas Plant Deferral Account (“2006 MGPDA")
2006 Corporate Cost Allocation Deferral Account (“2006 CCAMDA”")
2006 Class Action Suit Deferral Account (“2006 CASDA”)

Commodity Related Account

2006 Purchased Gas Variance Account ("2006 PGVA")

While Enbridge Gas Distribution seeks to clear the balances recorded in the
following deferral and variance accounts in the Test Year, there is no agreement
as to whether this is appropriate and these accounts will be addressed at the
hearing:

2006 Gas Distribution Access Rule Costs Deferral Account (2006 GDARCDA”")
2005 Gas Distribution Access Rule Costs Deferral Account (“2005 GDARCDA”")
2006 Alliance Vector Appeal Costs Deferral Account (“2006 AVACDA”)

2006 Gas Supply Risk Management Program Deferral Account (“2006 GSRMPDA”")
2006 Electric Program Earnings Sharing Deferral Account (“2006 EPESDA")

2006 Unbundled Rate Implementation Cost Deferral Account (“2006 URICDA”)

Participating Parties: All parties participated in the negotiation and settlement of this

issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of

aspects of this issue.

Evidence: The evidence in relation to this issue includes the following:

D1-7-1 Deferral and Variance Accounts

D1-7-2 Proposed Clearing of the 2006 Deferral Accounts

D1-7-3 Deferral and Variance Account Balances

Al-13-1 Status of Board Directives from Previous Board Decisions and/or Orders
A3-3-1 Financial Statements — Enbridge Gas Distribution Historical 2005 Year
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A3-4-1 Annual Report (Actual) and Management Discussion and Analysis (MD&A)
I-2-49 CCC Interrogatory 49

I-16-44 to 45 SEC Interrogatories 44 to 45

1-24-40 VECC Interrogatory 40

3.14 Are the amounts proposed to be included in rates for capital and property
taxes appropriate?

(Complete Settlement)
There is an agreement to settle this issue, as part of the package, as follows:

The Company agrees to a $1.3 million reduction in its forecast of municipal
property and other taxes for the Test Year.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.

Evidence: The evidence in relation to this issue includes the following:

D3-1-1 Operating Cost 2007 Test Year
1-9-3 IGUA Interrogatory 3
1-2-50 CCC Interrogatory 50

3.15 Is the amount proposed to be included in rates for income taxes, including
the methodology, appropriate?

(Complete Settlement)
There is an agreement to settle this issue, as part of the package, as follows:

Parties accept the Company’s methodology for income taxes, and the amount to
be included in rates for income taxes, for the purpose of setting rates for the Test
Year, without prejudice to the ability of any party to raise issues with respect to the
methodology and its resulting calculations, including but not limited to which
inclusions and deductions are appropriate, in future rate proceedings. The
Company agrees to create a 2007 Income Tax Rate Change Variance Account to
capture the impact of any corporate income tax rate changes against Fiscal 2007
Board Approved taxable income (versus the Company’s forecast of corporate
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income tax rates) that occur in 2007 as a result of Provincial and Federal
government budgets that are passed in the Test Year.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.

Evidence: The evidence in relation to this issue includes the following:

A3-2-1 Financial Statements — Utility Proforma Statements for Bridge and Test Year
A3-3-1 Financial Statements — Enbridge Gas Distribution Historical 2005 Year
A3-4-1 Annual Report (Actual) and Management Discussion and Analysis (MD&A)
A3-5-3 Annual/Audited Financial Reports (Historical) Enbridge Inc. — 2005 Year
D3-1-1 Operating Cost 2007 Test Year

I-16-46 to 47 SEC Interrogatories 46 to 47

4 COST OF CAPITAL (Exhibit E)

4.1 What is the Return on Equity (ROE) for EGDI for the 2007 test year as
calculated pursuant to the ROE Guidelines?

(Complete Settlement)
There is an agreement to settle this issue as follows:

Parties agree that the ROE for the Company for the 2007 test year is 8.39%, as
calculated pursuant to the ROE guidelines.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OAPPA, OESLP, Pollution Probe,
Superior, TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.

Evidence: The evidence in relation to this issue includes the following:

E1-1-1 Cost of Capital Summary

E1-2-1 Cost of Capital

E2-1-1 Utility Business and Financial Risks

E2-1-2 Enbridge Gas Distribution Utility Business Risks — Environment
E2-1-3 Utility Equity Thickness Financial Risk Update

E2-2-1 Calculation of ROE
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E3-1-1 Cost of Capital 2007 Test Year

E3-1-2 Summary Statement of Principal and Carrying Costs of Term Debt 2007 Test Year

E3-1-3 Unamortized Debt Discount and Expense Average of Monthly Averages 2007 Test Year

E3-1-4 Preference Shares Summary Statement of Principal and Carrying Cost 2007 Test Year

E3-1-5 Unamortized Preference Share Issue Expense Average of Monthly Averages 2007 Test
Year

E3-1-6 Fiscal 2007 Calculation of Short-term Unfunded Debt

I-5-15 Energy Probe Interrogatory 15

I-24-41 to 43 VECC Interrogatories 41 to 43

M1-1-1 Impact Statement #1

4.2 Are Enbridge’s proposed costs for its debt and preference share
components of its capital structure appropriate?

(No Settlement)
There is no agreement to settle this issue.

Evidence: The evidence in relation to this issue includes the following:

E1-1-1 Cost of Capital Summary
E1-2-1 Cost of Capital

1-1-48 Board Staff Interrogatory 48
I-16-48 to 50 SEC Interrogatories 48 to 50

4.3 Isthe proposal to change the equity component of the deemed capital
structure from 35% to 38% appropriate?

(No Settlement)
There is no agreement to settle this issue.

Evidence: The evidence in relation to this issue includes the following:

E1-1-1 Cost of Capital Summary

E1-2-1 Cost of Capital

E2-1-1 Utility Business and Financial Risks

E2-1-2 Utility Equity Thickness Financial Risk Update
E2-1-2 Enbridge Gas Distribution Utility Business Risks — Environment
E2-2-1 Calculation of ROE

E3-1-1 Cost of Capital 2007 Test Year

I-2-51 CCC Interrogatory 51

1-9-19 IGUA Interrogatory 19

I-16-51 to 54 SEC Interrogatories 51 to 54

1-24-44 to 57 VECC Interrogatories 44 to 57

I-24-77 to 83 VECC Supplementary Interrogatories 77 to 83

L-9 Evidence of IGUA

L-27-1 Evidence of VECC, CCC and IGUA

L-27-2 Supplementary Evidence of VECC, CCC and IGUA

I-28-1to 17 Enbridge Gas Distribution Interrogatories of VECC, CCC and IGUA 1 to 17
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5  COST ALLOCATION (Exhibit G)

5.1 Is the Applicant’s cost allocation appropriate and is it based in its 2006
Board approved methodology?

(Complete Settlement)
There is an agreement to settle this issue as follows:

Subject to the comments below in respect of Issues 6.2, 6.4 and 8.1, and subject
to a compliance review of the cost allocation that will be embedded in any rate
orders arising from this proceeding, parties accept the Company’s evidence in this
proceeding about its cost allocation for the Test Year and agree that it is
appropriate and consistent with the 2006 Board-approved methodology.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OESLP, Pollution Probe, Superior,
TransAlta, TransCanada, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.

Evidence: The evidence in relation to this issue includes the following:

G1-1-1 Cost Allocation Methodology
G2-1-1 Fully Allocated Cost Study
I-1-52 Board Staff Interrogatory 52
1-9-20 IGUA Interrogatory 20
1-24-59 VECC Interrogatory 69

5.2 Is the proposal to recover Demand Side Management costs in delivery
charges, as opposed to load balancing charges, appropriate?

(Complete Settlement)
There is an agreement to settle this issue as follows:
Parties accept the Company’s proposal, as set out in the evidence, to recover

Demand Side Management costs in delivery charges, rather than in load balancing
charges.
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Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OESLP, Pollution Probe, Superior,
TransCanada, TransAlta, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue.

Evidence: The evidence in relation to this issue includes the following:

G2-3-1 Functionalization of Utility Rate Base
G2-3-2 Functionalization of Utility Working Capital
G2-3-3 Functionalization of Utility Net Investments
G2-3-4 Functionalization of Utility O&M

I-1-53 Board Staff Interrogatory 53

6 RATE DESIGN (Exhibit H)

6.1 Is the proposal to introduce delivery demand charges for Rates 100 and 145
reasonable?

(Complete Settlement)
There is an agreement to settle this issue as follows:

Parties accept the Company’s proposal, as set out in the evidence, to introduce
delivery demand charges for Rates 100 and 145.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except Direct Energy, GEC, HVAC, OESLP, Pollution Probe, Superior,
TransCanada, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this
issue except TransAlta and VECC, which take no position.

Evidence: The evidence in relation to this issue includes the following:

H1-1-1 Rate Design

H2-1-1 Revenue Comparison — Current Revenue vs. Proposed Revenue

H2-2-1 Proposed Revenue Recovery by Rate Class

H2-3-1 Summary of Proposed Rate Change by Rate Class

H2-4-1 Calculation of Gas Supply Charges by Rate Class

H2-5-1 Detailed Revenue Calculations by Rate Class

H2-6-1 Rate Handbook

H2-7-1 Annual Bill Comparison

H3-1-1 Revenue Comparison — Current vs Proposed by Rate Class Proposed Methodology
H3-1-2 Proposed Unit Rates by Rate Class

H3-2-1 Proposed Revenue Recovery by Rate Class
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Summary of Proposed Rate Change

Calculation of Gas Supply Charges by Rate Class
Detailed Revenue Calculations by Rate Class
Rate Handbook

Annual Bill Comparison

Board Staff Interrogatory 54

OAPPA Interrogatory 1

Is the proposal to allocate revenue requirement between the customer
classes and annually adjust the monthly customer charges and variable
charges to recover the revenue deficiency reasonable?

(Incomplete Settlement)

There is an agreement to settle aspects of this issue as follows:

Parties accept the Company’s proposal, as set out in the evidence, to annually
adjust the monthly customer charges and variable charges to recover the revenue
deficiency.

There is no agreement about the Company’s proposal to allocate revenue
requirement between customer classes. Some parties are concerned that the
allocation of the 2007 revenue deficiency as proposed in the Company’s evidence
results in the collection of revenues greater than allocated costs from Rate 1 and
Rate 6 customers based on the Company’s filed Revenue to Cost ratios of 1.02
and 1.01 for these rate classes. These parties wish to explore the proposed 2007
revenue requirement allocation in light of the evidence and interrogatory responses
on this issue. Other parties support the Company’s revenue deficiency allocation
and will oppose changes to it.

Participating Parties: All parties participated in the negotiation and settlement of

aspects of this issue except Direct Energy, GEC, HVAC, OESLP, Pollution Probe,
Superior, TransCanada.

Approval: All participating parties accept and agree with the proposed settlement of

aspects of this issue.

Evidence: The evidence in relation to this issue includes the following:

H1-1-1
H2-1-1
H2-2-1
H2-3-1
H2-4-1
H2-5-1
H2-6-1

Rate Design

Revenue Comparison — Current Revenue vs. Proposed Revenue
Proposed Revenue Recovery by Rate Class

Summary of Proposed Rate Change by Rate Class

Calculation of Gas Supply Charges by Rate Class

Detailed Revenue Calculations by Rate Class

Rate Handbook
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H2-7-1 Annual Bill Comparison

H3-1-1 Revenue Comparison — Current vs Proposed by Rate Class Proposed Methodology
H3-1-2 Proposed Unit Rates by Rate Class

H3-2-1 Proposed Revenue Recovery by Rate Class
H3-3-1 Summary of Proposed Rate Change

H3-4-1 Calculation of Gas Supply Charges by Rate Class
H3-5-1 Detailed Revenue Calculations by Rate Class
H3-6-1 Rate Handbook

H3-7-1 Annual Bill Comparison

I-1-55 Board Staff Interrogatory 55

1-9-23 IGUA Interrogatory 23

1-12-2 OAPPA Interrogatory 2

1-24-70 VECC Interrogatory 70

6.3 Should the Board approve the contents of the Applicant’s Rate Handbook?
(Incomplete Settlement)
There is an agreement to settle aspects of this issue as follows:
Parties agree that it is appropriate for the Board to continue to approve the
Company’s Rate Handbook, as part of the Rate Order resulting from Rate Case

proceedings.

There is no agreement on the Company’s proposed Invoice Vendor Adjustment
(IVA) charge.

Subject to the issue about the IVA, parties agree that the Rate Handbook as filed
should be approved by the Board.

Participating Parties: All parties participated in the negotiation and settlement of this
issue except GEC, HVAC, Pollution Probe, Superior, TransCanada, TransAlta,
Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of
aspects of this issue.

Evidence: The evidence in relation to this issue includes the following:

Al-14-1 Policies and Regulations of the Company with Respect to Gas Services and Schedule of
Service Charges

Al-14-2 Changes to the Schedule of Service Charges

D1-10-2 Gas Distribution Access Rule

H1-1-1 Rate Design

H2-6-1 Rate Handbook

1-19-1 TransAlta Interrogatory 1

I-1-56 Board Staff Interrogatory 56

1-12-3 OAPPA Interrogatory 3

I-24-71to 73 VECC Interrogatories 71 to 73
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Is the proposed treatment of bundled transportation charges and T-service
credit appropriate in light of the Board’s Decision in RP-2003-0203 and the
settlement agreement?

(Complete Settlement)

There is agreement to settle this issue as follows:

Parties accept the Company’s proposed treatment of bundled transportation
charges and T-service credits. The final rate increases associated with the
implementation of the settlement proposal of the changes in the allocation of
upstream transportation charges in EB-2005-0001 will be implemented on October
1st, 2007. Effective October 1, 2007, the upstream transportation charges for all
rate classes will recover the appropriate level of upstream transportation costs for
all rate classes, so that there will be no over-contribution from Rates 1 and 6 with
respect to upstream transportation costs.

The Company will continue to charge and rebate the T-service credit for Ontario T-
Service customers. The existing T-Service credit, equal to TransCanada’s 100%
load factor toll, will continue to be in effect until December 31, 2007. Effective
January 1, 2008, the T-Service credit will be based on the weighted average cost
of transportation, equal to the unit rate based on total utility transportation costs
over total delivery volumes. The Company will treat T-Service credits for Ontario
T-Service customers in this manner, as an “off-set”, from January 1, 2008 until
such time as the Company has a new billing system that permits a different
approach. This approach satisfies the Board's directive regarding the Company's
obligation to phase-out the T-service credit for Ontario T-Service customers as
outlined in the RP-2003-0203 Settlement Proposal.

Participating Parties: All parties participated in the negotiation and settlement of this

issue except Direct Energy, GEC, HVAC, OESLP, Pollution Probe, Superior,
TransCanada, Union Gas, Union Energy.

Approval: All participating parties accept and agree with the proposed settlement of this

issue.

Evidence: The evidence in relation to this issue includes the following:

H1-1-1
I-1-57
I-12-4

Rate Design
Board Staff Interrogatory 57
OAPPA Interrogatory 4
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CUSTOMER CARE SUPPORT, CUSTOMER CARE SYSTEM, AND OPEN BILL
ACCESS

Has Enbridge complied with the direction, in the EB-2005-0001 Decision, to
file in evidence the following Customer Care Support Cost information: all
agreements between Enbridge and CWLP, ECSI or any other El-related entity
related to the provision of customer care or CIS; the Program Agreement
between CWLP and Accenture, including any amendments or revisions;
financial statements for ECSI and CWLP (historical, bridge and test year); the
return analyses described in the decision?

(No Settlement)

Issues related to customer care and CIS are the subject of continuing discussions
as part of a consultative process involving the Company and stakeholders.
Negotiations are continuing as part of the consultative process and parties expect
to be able to report their progress and positions to the Board at the same time as
the Settlement Proposal is presented for approval.

Evidence: The evidence in relation to this issue includes the following:

D1-12-1 Customer Care - Overview
D1-12-2 Customer Care and Transition Costs
D1-12-3 Customer Care — Benchmarking
1-1-58 Board Staff Interrogatory 58
1-9-17 IGUA Interrogatory 17
I-16-55 to 58 SEC Interrogatories 55 to 58
7.2 What actions or decisions are required by the Board regarding items in the

2006 and 2007 capital budgets which might be duplicated in the upcoming
application for a Regulatory Asset Account?

(No Settlement)

Issues related to customer care and CIS are the subject of continuing discussions
as part of a consultative process involving the Company and stakeholders.
Negotiations are continuing as part of the consultative process and parties expect
to be able to report their progress and positions to the Board at the same time as
the Settlement Proposal is presented for approval.

Evidence: The evidence in relation to this issue includes the following:

D1-10-1 GDAR

I-1-59

Board Staff Interrogatory 59
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7.3 Arethe forecast costs of the new CIS system appropriate?
(No Settlement)

Issues related to customer care and CIS are the subject of continuing discussions
as part of a consultative process involving the Company and stakeholders.
Negotiations are continuing as part of the consultative process and parties expect
to be able to report their progress and positions to the Board at the same time as
the Settlement Proposal is presented for approval.

Evidence: The evidence in relation to this issue includes the following:

B1-5-1 CIS Project

I-1-60 to 63 Board Staff Interrogatories 60 to 63
1-9-10 IGUA Interrogatory 10

1-26-11 HVAC Interrogatory 11

7.4 What are the appropriate costs for CIS and Customer Care for 2007,
including internal and transition costs?

(No Settlement)

Issues related to customer care and CIS are the subject of continuing discussions
as part of a consultative process involving the Company and stakeholders.
Negotiations are continuing as part of the consultative process and parties expect
to be able to report their progress and positions to the Board at the same time as
the Settlement Proposal is presented for approval.

Evidence: The evidence in relation to this issue includes the following:

B1-5-1 CIS Project

D1-12-1 Customer Care — Overview

D1-12-2 Customer Care and Transition Costs

D1-12-3 Customer Care — Benchmarking

D3-2-1 Operating Cost Comparison of Utility Cost and Expenses Budget 2007 and Estimate
2006

I-1-64 to 73 Board Staff Interrogatories 64 to 73

1-16-59 SEC Interrogatory 59
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7.5 Is the Applicant’s proposal of open bill access appropriate and consistent
with the Board’s direction in RP-2005-00017

(No Settlement)

There is no agreement to settle this issue, although the consultative is ongoing.

Evidence: The evidence in relation to this issue includes the following:

D1-11-1
D1-11-2

D1-11-3
D1-11-4
D1-11-5
D1-11-6
D1-11-7
D1-11-8
D1-11-9
D1-11-10
D1-11-11
D1-11-12
D1-11-13

D1-11-14
D1-11-15
D1-11-16
D1-11-17
D1-11-18
D1-11-19
D1-11-20
D1-11-21

D1-11-22
D1-11-23
D1-11-24
D1-11-25
D1-11-26
D1-11-27
D1-11-28
I-1-74to 77
I-2-52
I-4-1to 12
I-16-60 to 61
I-18-1t0 5
-22-1t0 5
I-24-74 t0 75
I-26-12 to 20
L-4-1

L-22-1
L-26-1
I-27-1to 35
-29-1t0 5
1-30-22 to 24
I-32-1t0 5

Open Bill Access

Statement of Principles, Objectives and Operating Arrangements for the Consultation
Process for Enbridge Gas Distribution’s Open Bill Access Proposal

Open Bill Access Consultative Process

Meeting Minutes

Third Party Access Report

Open Bill Access Update

Summary Notes from Consultative Meeting on Wednesday July 26, 2006

Open Bull Access Update — July 26", 2006

Summary Notes from Consultative Meeting on Tuesday November 14™ 2006
Presentation — Consultative Meeting on Tuesday November 14™ 2006

Open Bill Access Standard Bill Service Consultative November 14“1, 2006

Bill Insert Agreement

Open Bill Standard Bill Service Description — Meeting November 14™ 2006 — Additional
Request for Information

Bill Inserts

Bill Insert Agreement Draft

Initial Draft for Discussion Binding request for Bids — Third Party Bill Inserts for 2007
Presentation — Consultative Meeting on November 23"’, 2006

Open Bill Access — Summary Notes from Consultative Meeting on November 23" 2006
Presentation — November 30“1, 2006

Criteria for Bill Inserts

Open Bill Access — Summary Notes from Conference Call between EGD, Intervenors,
and Consultants on Friday, December 1%, 2006

Shared Bill Benefit Calculation

Presentation — December 5‘“, 2006 Corrected Forecast

Bill Inserts

Bill Inserts

Bill Inserts

Request for Binding Bids — 2007 Third Party Bill Insert Service

Binding Service Request and Bid Form — 2007 Third Party Bill Insert Service

Board Staff Interrogatories 74 to 77

CCC Interrogatory 52

Direct Energy Interrogatories 1 to 12

SEC Interrogatories 60 to 61

Superior Interrogatories 1 to 5

Union Energy Interrogatories 1 to 5

VECC Interrogatories 74 to 75

HVAC Interrogatories 12 to 20

Evidence of Direct Energy

Evidence of Union Energy

Evidence of HVAC

Enbridge Gas Distribution Interrogatories of Union Energy 1 to 35

Enbridge Gas Distribution Interrogatories of Direct Energy 1to 5

Enbridge Gas Distribution Interrogatories of HVAC 22 to 24

HVAC Interrogatories of Direct Energy 1to 5
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I-33-1to 12 Superior Energy Management Interrogatories 1 to 12

I-34-1to0 21 Union Energy Interrogatories of Direct Energy 1 to 21

I-35-1to0 11 Direct Energy Interrogatories of Union Energy 1 to 11

I-36-1to 16 Direct Energy Interrogatories of HVAC 1 to 16

8.1

Transcript of January 10, 2007 Technical Conference

OTHER ISSUES

What are the actions or decisions necessary for the Board to be assured that
the Board’s decisions, including settlements, in the NGEIR (EB-2005-0551)
proceeding will be appropriately captured and reflected in this proceeding?

(Complete Settlement)

There is an agreement to settle this issue as follows:

All parties agree that the implications of the Board’s decisions in the NGEIR (EB-
2005-0551) proceeding have been captured in the Company’'s filing in this
proceeding. This agreement is subject to the stipulation that certain parties have
initiated Motions for Review of the Board’s decisions in the NGEIR proceeding
which, if successful, could require the Company to make consequential
adjustments to its rates, including (without limitation) Rate 316.

The Company’s obligations under the NGEIR Settlement Proposal pertaining to
whether and when an automated solution should be developed and put in place
remain in full force and effect.

Every three months the Company will provide to stakeholders a report on the
number of customers that have committed to migrate and have migrated to the
new unbundled Rates 300 and 315. |If, at any time during the Test Year, 20
customers have committed to take EGD's unbundled rates, the Company will
undertake a survey, using the least cost approach, to evaluate demand for
unbundled Rates 300 and 315, and assess and report on the timing for
development of an automated solution and accommodating additional customers
through the manual solution within 90 days after the Company's 20th customer has
committed to migrate to the new unbundled rates. If, at that time, the Company
decides to proceed with a manual solution, it will continue to provide customers
with a quarterly report on the status of migration including feedback from
customers on the potential for future migration. The parties agree that the
Company's costs associated with preparing and administering the survey will be
recorded in the 2007 Unbundled Rate Implementation Cost Deferral Account. The
parties further agree they will support recovery by the Company of the reasonably
incurred survey costs in the 2007 Unbundled Rate Implementation Cost Deferral
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Account on the understanding that the Company will seek to have all reasonably
incurred costs recovered from large volume customers.

In order to allow customers to take advantage of the new Rate 300 and Rate 315,
customers will have the opportunity to migrate to Rate 300 and 315 at all times
during the Test Year until the point in time when 20 customers have migrated to
the rate 300 series rates. Subject to the conditions of the Company's Early
Termination Policy, the Company will permit migrating customers to terminate their
bundled rate contracts early, on the understanding that customers will true up any
imbalances in their existing contracts as per the provisions of the Company's Early
Termination Policy.

If the survey results indicate that significantly more than 20 customers are
prepared to commit to migrate, then the Company will undertake to develop an
automated solution. If a smaller number of customers are prepared to commit to
migrate, then the Company will conduct an analysis comparing the incremental
cost of supporting incremental customers' activities and transactions using the
manual solution versus the costs of an automated solution. The goal of the
analysis will be to determine if it is feasible to expand the manual solution (and at
what cost) versus the cost of an automated solution. Should an automated
solution be required, the parties agree that the Company record associated costs
in the Unbundled Rate Implementation Cost Deferral Account as per the NG