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Tuesday, August 30, 2005

‑‑‑ Upon commencing at 9:00 a.m.


MS. NOWINA:  Please be seated.  Good morning, everyone.  Today is the twelfth day of the hearing of applications EB‑2005‑0001 and EB‑2005‑0437 submitted by Enbridge Gas Distribution.  This morning we will continue the examination of the third panel on corporate cost allocation.  


Are there any preliminary matters before we begin?


MS. PERSAD:  None from me.


MS. NOWINA:  No preliminary matters.  Therefore, Mr. Thompson, are you ready to begin?  Sorry, Mr. Dingwall.


MR. DINGWALL:  Thank you very much, Madam Chair.

ENBRIDGE GAS DISTRIBUTION INC. PANEL 7; RESUMED:


Gabor Toth; Previously Sworn


Andre Pienaar; Previously Sworn


Mike Mees; Previously Sworn


David Brown; Previously Sworn


CROSS-EXAMINATION BY MR. DINGWALL:

  
Panel, my name is Brian Dingwall and I am here in the capacity of counsel to Canadian Manufacturers & Exporters, on behalf of whom I'm presenting this cross‑examination.


A couple of questions with respect to matters that were under discussion yesterday first.  Mr. Pienaar, as I understand it, you also provided evidence to Gazifère with respect to corporate cost allocation between Enbridge Inc. and Gazifère; is that correct?


MR. PIENAAR:  That is correct.


MR. DINGWALL:  And what was the basis of the cost allocation methodology proposed in that case?


[Witness panel confers]


MR. PIENAAR:  Could I just clarify before we go on?  Did you suggest that we were discussing the allocation of costs between EI and Gazifère, or EGD and Gazifère?


MR. DINGWALL:  My question was quite specific, sir.  It was EI and Gazifère.  Did you give evidence with respect to that cost allocation?


MR. PIENAAR:  We did not.  Then I would correct my first statement.  We did not give evidence with regard to allocations between EI and Gazifère.


MR. DINGWALL:  Would that then mean that you gave evidence with respect to cost allocation between EGD and Gazifère?


MR. PIENAAR:  That is correct.


MR. DINGWALL:  And what was the basis of that cost allocation methodology?


MR. PIENAAR:  The basis of that cost allocation methodology is that we attempted to do what we have done through a full service-based methodology today, and we applied the equivalent regulations and precedent at Gazifère so that we could apply, as close as possible, a service‑based methodology to that particular case.  


And in that case, the regulatory precedent, although they do not have an Affiliate Relationships Code in Quebec, per se, they do have precedent which largely mirrors the three‑pronged test.  And we applied those principles of the three‑pronged test in making our ‑‑ in developing our opinion.  


So we -- as I say we applied the ‑‑ we attempted to apply a service‑based approach to that assessment.


MR. DINGWALL:  This is a question for the panel, in general.  What is the corporate relationship between Gazifère and Enbridge Gas Distribution?


MR. MEES:  Gazifère is an affiliate of Enbridge Gas Distribution.


MR. DINGWALL:  Is it a subsidiary, Mr. Mees?


MR. MEES:  Yes, it is.


MR. DINGWALL:  A subsidiary of EGD?


MR. MEES:  I believe it is, yes.


MR. DINGWALL:  Why did the study not ‑‑


MR. MEES:  I will have to confirm that, Mr. Dingwall.


MR. DINGWALL:  Why don't you take that as an undertaking?


MR. MEES:  Yes, just to make sure.


MR. BATTISTA:  That will be undertaking J12.1.

UNDERTAKING NO. J12.1:  CONFIRM GAZIFÈRE IS EGD SUBSIDIARY

MR. DINGWALL:  Now, given your statement, Mr. Pienaar, that there are some similarities in the tests between Ontario and Quebec, what consideration was given to the costs of EI in the context of Gazifère?


MR. PIENAAR:  Well, the costs of EI directly were not relevant to the case.  It was the costs of EGD that were actually being allocated to Gazifère.  So we addressed the costs of EGD, not the costs of EI in that particular case.  That was what the allocation study and the mandate was set out to do.


MR. DINGWALL:  Why were the costs of EI not relevant to Gazifère?


MR. PIENAAR:  Well, our mandate specifically asked us to address the costs of EGD.


MR. DINGWALL:  Okay.  I may come back to that.  I will make a note to myself.  It's one of those dangerous signs.  Once you begin making signs and talking to yourself, who knows where it may lead?


What was the determination by the Régie de l'Energie in Quebec in respect of that proposed cost allocation?


MR. PIENAAR:  The determination ‑‑ should I answer?  My understanding of the determination was that the Régie proposed that -- that two‑thirds of the costs that Gazifère was applying for would be -- would be allowed.


MR. DINGWALL:  So they did not fully accept your study?


MR. PIENAAR:  They deferred to the 2004 CAM study, and, in discussion in that case, I understand that they felt that until such time as the ‑‑ because the CAM -‑ this particular study that we are currently undertaking and reporting on today was discussed, and they felt until such time as this case had been heard, they wouldn't ‑‑ they would wait for the answer of this case before they could make any other decision.


So this case became important to them, to the extent that they felt the precedent that was on the table, in the context of EI and EGD, was the 2004 CAM report.


MR. DINGWALL:  Just to clean up this area before I move on, my understanding of the Régie in Quebec is that their decisions are public and generally posted.  Can I ask you for an undertaking to provide a reference or an Internet link to the decision in that case, please?


MR. PIENAAR:  Yes, we can provide an undertaking.


MS. PERSAD:  Madam Chairman, the only caveat I would provide on that is that I believe the public decision is in French and the English translation would only be available as an unofficial version.  So I'm wondering what version Mr. Dingwall would be looking for.


MR. DINGWALL:  I would be looking for a reference to the French decisions, as both languages are, as I understand it, applied in this particular jurisdiction, and a best efforts undertaking to provide an unofficial translated version, if such is available.


MR. BATTISTA:  That will be undertaking J12.2.

UNDERTAKING NO. J12.2:  PROVISION OF REFERENCE OR INTERNET LINK TO DECISION IN GAZIFÈRE

MR. DINGWALL:  And I think what would be helpful in providing context to that would also be a copy of the study presented in that case.  Could I also ask for that, please, panel?


MR. PIENAAR:  Could I clarify?  There were two studies we did for Gazifère.  One was to do with the IT costs, and the second one was to do with EnVision project, specifically.  So are you requesting both, or only one?


MR. DINGWALL:  I wasn't aware, until you mentioned it, that you did a study with respect to EnVision costs, Mr. Pienaar.  What happened there?


MR. PIENAAR:  The same decision applied to both those two costs, as I understand it, because ‑‑ yes, same decision applied to both.


MR. DINGWALL:  Well, what did your study with respect to EnVision entail?


MR. PIENAAR:  It was effectively the same mandate.  So whatever I referred to in terms of the first study, we approached the EnVision costs in exactly the same way.


MR. DINGWALL:  So your study with respect to EnVision was an effort to determine how to allocate costs between EGD and Gazifère?


MR. PIENAAR:  Correct.


MR. DINGWALL:  And was that ‑‑


MR. PIENAAR:  Subject to confirmation, I believe it was exactly the same mandate, to satisfy costs of the EnVision project to Gazifère.  A part of that decision, if I recall correctly, Mr. Dingwall, was that because the EnVision project at that point in time was still in the early stages of its development, I think only one component of the four planned elements were fully developed, and that was ‑‑ that also formed part of the decision, their decision to not allow exactly as we had presented it, because they felt they could only truly give a valid decision when EnVision was further down the track, in terms of implementation.


MR. DINGWALL:  Well, just for the completeness of the record, let's go for both.


MR. PIENAAR:  We can do that.


MR. BATTISTA:  That will be undertaking J12.3.

UNDERTAKING NO. J12.3:  TO PROVIDE COPIES OF TWO STUDIES DONE FOR GAZIFERE: ONE WITH RESPECT TO IT; THE SECOND WITH THE ENVISION PROJECT

     MR. DINGWALL:  Now, just to follow up on that, Mr. Pienaar.  You mentioned - and please help me if I'm wrong on this - that the study with respect to EGD and Gazifere that was not EnVision-related was with respect to IT costs; is that correct? 

     MR. PIENAAR:  That is correct.  

     MR. DINGWALL:  So those were the only costs that were sought to be allocated to Gazifere by EGD? 

     MR. PIENAAR:  Those were the only costs that Deloitte was asked to evaluate.  We did not evaluate the entire cost allocation.  We only evaluated IT costs and EnVision.  That is all we were asked to evaluate.  

     MR. DINGWALL:  Did you not, Mr. Pienaar, ask the company, or consider asking the company, about whether it might be appropriate to allocate other corporate costs to Gazifere? 

     MR. PIENAAR:  Firstly, let me state that, as I've indicated, our mandate was to address the two costs I've indicated.  

     Gazifere -- my understanding is that they, also, were allocating other costs.  But we weren't asked to -- we weren't asked – sorry -- that EGD was also allocating other costs, that was not a part of our mandate.  We did not look at the matter.  

     MR. DINGWALL:  Okay.  So in the Gazifere case, your study was restricted to the mandate that you were instructed to pursue; is that correct? 

     MR. PIENAAR:  Absolutely.  

     MR. DINGWALL:  Okay.  Moving west, now in the land of Ontario -- possibly, Alberta.  In looking at the work product that's reflected at A6, tab 10, schedule 2, which is the study -- and I'm making reference to it just for the record; I'm not suggesting that anyone incur paper cuts or anything in pursuing it at this point.  I take it that determining what costs EI had that were related to EGD took a fair number of hours of determination and interviews, and, certainly, that's reflected on the record and other places.  Is that correct, Mr. Pienaar? 

     MR. PIENAAR:  That's correct -- let me just correct that.  Establishing the costs that needed to be allocated was simple.  They have a budget.  Establishing how those costs related to services, and developing a service-based methodology, took a fair amount of time.  

     MR. DINGWALL:  Were there questions from EI employees as to what services they were performing were relevant to EGD, and what were not? 

     MR. PIENAAR:  Just clarify that question.  Are you saying, in the absence of us having interviews, did questions flow through to us from EI employees around whether their services were relevant?  Or are you -- is that what you're asking? 

     MR. DINGWALL:  Well, let's try from a different perspective.  Were there any background materials that were provided to EI employees, in their specific departments, which would have given them any guidance as to how to draw the lines between the services that they were performing which were of benefit to EI, and those which were of benefit to EGD? 

     MR. PIENAAR:  Well, the services that were being -- that were required by EGD, starting point - and I think this has been described, Madam Chair - was the discussions with EGD:  what services are you requiring, and how are they defined?  That documentation, of course, as it was evolving, was then discussed for confirmation with EI, and then re-discussed, as we described, in a back-and-forth process to make -- to ensure that the services were appropriately described. 

     There were two objectives for that.  

     One was that the services -- we needed to define in such a way that Enbridge Gas -- the actual recipients, per department, that required those services could absolutely identify, from a transparent point of view, what it was they were buying.  

     Secondly, it was very important EI employees across the organization, who were providing the services, fully understood what the services were, so that when they attributed their time, they knew how to define whether they actually were providing that service or not.  So, to that extent, both sides were -- it was discussed with both sides as part of the development process.  

     MR. DINGWALL:  So was there a definitive list of services identified at some point in time, prior to the commencement of the study? 

     MR. TOTH:  Yes, there was, and all the descriptions were included in the time study.  

     MR. DINGWALL:  So where would I find this list of services? 

     MR. TOTH:  It's referenced multiple times in the evidence.  List of services is in our appendix 11.  List of services is in sections in A6, tab 10, schedule 1A -- multiple places. 

     MR. PIENAAR:  And I could also add, that if I'm not mistaken, Exhibit A6, tab 10, schedule 1, is the intercorporate services agreement, and an appendix to that document is about an - I'm guessing - 80-page document, which describes in absolute detail every single service, on an activity-by-activity basis.  So it is in the evidence.  

     MR. DINGWALL:  What I've got before me is A6, tab 10, schedule 2, page 70, which is the table of contents for appendix 6.  Could I ask you to turn that up, please.  

     MR. PIENAAR:  Turn up the appendix?  Or turn up page 70? 

     MR. TOTH:  Sorry, what's the reference again?  Could you repeat that, please? 

     MR. DINGWALL:  It's page 70 of A6, tab 10, schedule 2, which is the table of contents for appendix 6.  

     MR. TOTH:  The first page of appendix 6?     

     MR. DINGWALL:  That's correct.  

     MR. MEES:  We just don't have that as page 70, that's what’s the problem.  

     MR. DINGWALL:  Well, got to love the disk system.  Less binders, less paper cuts.  

     So in looking at that page, gentlemen, would you agree that that is the exhaustive list of the services identified? 

     MR. TOTH:  No.  The services that were included in the time study included all services, including support services, and including services that were disallowed or not required.  

     MR. DINGWALL:  So why don't we -- why don't you provide me with a reference to a list.  If you've got something that’s on one page, that's fine.  It's solely for comparison purposes, at this point.  

     MR. TOTH:  Sorry, Mr. Dingwall.  If you're looking for the list of services that are included in the time study, it's in appendix 11.  

     It's a table of contents, which goes through and talks about primary services, general expenses, direct charges, support services and charges not allocated to EGD or services not required.  The listing is there.  

     MR. DINGWALL:  Okay, one second.  Okay.  

     I'm going to ask you to, for comparison purposes, make reference to K9.2, schedule 5, appendix 8, and, specifically, pages which are Roman-numeraled II and III.  

     MR. MEES:  The table of contents? 

     MR. DINGWALL:  That's correct, Mr. Mees.  

     MR. TOTH:  We have that, here. 

     MR. DINGWALL:  That's great.  In looking at number 31, on that most recently-referenced exhibit, there was reference at the time of the CAM study to something called “Northern Pipeline Development.”  Do you recall that, Mr. Pienaar? 


MR. PIENAAR:  I see the reference on 31 on page 54, yes.


MR. DINGWALL:  And if we go further in that study to page 54, I notice that the only notation in respect of Northern Pipeline Development at the time of that study is that there were -- costs were not allocated to EGD; is that correct?


MR. PIENAAR:  That is correct.


MR. DINGWALL:  Yet in looking at the evidence previously in this record, as well as VECC Interrogatory 112, which is I25, 112, it appears to me that under a number of different service categories, the company is now asking ratepayers to pay for its parent company's costs with respect to project development for the Northern Gas Pipeline; is that correct, Mr. Pienaar?


MR. PIENAAR:  If you can just let me ‑‑


MR. TOTH:  Well, I can answer that question.  What you're looking at in the previous CAM report is a departmental expense.  Those departmental expenses were excluded from any allocation to EGD.  They're not included in any services.  So the ratepayer is not paying for any of it.


MR. DINGWALL:  Turn up VECC Interrogatory 112, please.  In looking at the last paragraph of that interrogatory, as well as the evidence of Ms. DuPont, I was left with the impression that one of the EI costs which is sought to be passed down to ratepayers is with respect to pipeline development; is that not correct?


MR. TOTH:  Just to reiterate -- well, first of all, to clarify, what you're referring to here is an interrogatory regarding government relations, but the specific costs around northern development is not included in any service costs allocated to EGD.


MR. DINGWALL:  How was that determined, Mr. Toth?


MR. TOTH:  The entire budget for that, as you reference in your CAM report, was excluded.


MR. DINGWALL:  How was the budget identified, Mr. Toth?


MR. TOTH:  It was part of the $118 million budget.  It was a separate budget department, which was, again, excluded in its entirety.


MR. DINGWALL:  I had understood from the previous panel that the government relations costs were being paid, in part, by Enbridge Gas Distribution; is that not correct?


MR. TOTH:  Sorry, I think, Madam Chair, that the issue is being confused.  The earlier reference here was related to the departmental expenses, related to Northern Pipeline Development.  And, as I mentioned before, those expenses were completely omitted, along with a number of other departments that had no direct benefit at all to EGD, such as, going back to the list here, G projects.  There's a few others that I will have to go to evidence, to direct.


In terms of government relations, the ‑‑ I believe Mr. Dingwall is relating to overall government relations services, which I think is a different matter than related to the departmental costs incurred for Northern Pipeline Development.


MR. DINGWALL:  Mr. Toth, would you agree with me that the government relations department is one of the segments of the company which is undertaking efforts to lay the groundwork for the northern pipeline to exist?


MR. TOTH:  I would say, yes, absolutely.


MR. DINGWALL:  And it is a portion of those costs that EI is seeking to allocate to EGD in this case?


MR. TOTH:  A portion of those costs are also allocated to EI and all other affiliates.


MR. DINGWALL:  That's not responsive to the question.  A portion of the government relations costs are what EI is seeking to allocate to EGD in this case; is that correct?


MR. TOTH:  Correct, and as --


MR. DINGWALL:  Thank you.


MR. TOTH:  As the activities are described in the government relations services.


MR. MEES:  And if I could add, if you would turn to the government relations services schedule, I don't ‑‑ my quick scan of it says that we're not paying for the services with respect to anything related to northern development.


So we are paying for the services that are listed in that service schedule for government relations.


MR. DINGWALL:  I take it that the efforts of the VP gas strategy are quite relevant to the establishment of a new pipeline; is that correct?


MR. MEES:  I would say that's correct, and his costs are not included in the government relations service, at all.


MR. DINGWALL:  In looking at the structure of the study, it appears to me that you've taken a departmental approach rather than a project approach.  Would you agree with that characterization?


MR. TOTH:  We did start from the origin of the ‑‑ of the costs, which is the budget, which had multiple components, as I described yesterday, including department expenses, general expenses and direct expenses.


MR. PIENAAR:  Can I add to that that we did not use a project approach?  We did not use a departmental approach or a project approach.  I think we clarified this.


The starting point has to be the department budgets, because that is the way EI describes their budget.  We did not apply a project approach.  We applied a services approach.


So we defined the services in absence of the departments.  So the services -- and if you are referring to government relations, you may look in ‑‑ at page 40 of appendix 11, which is the appendix that includes government relations, detailed description for inter-corporate services agreement.


When you look in that service, as we described yesterday, the service itself is provided by multiple departments.  Multiple departments contribute towards a government relations service.  Listed in the appendix, government relations is the CEO's department, group VP corporate resources department, the public and government affairs department, and the corporate climate change department.  Those are the only four departments that contribute to this service.  


So when EGD is buying the service as described over about 80 lines in that page, it's buying services that are provided by those departments.  Any other departments are not relevant.  They're not excluded ‑‑ not included, not included in the service that's being purchased for government relations.


MR. DINGWALL:  It seems to me, gentlemen, like there is a fair bit of backtracking going on in the statements of earlier panels that the gas strategy and the relevance of future pipeline development to EGD is critical.  Is that no longer the case?


MR. PIENAAR:  Firstly, I would say that we ‑‑ we weren't ‑‑ I wasn't present in the other panels, but I do not believe that any backtracking is taking place, because we do believe that your statement is correct, that the VP of gas strategy is important to the pipeline development.


MR. DINGWALL:  Mr. Pienaar, I believe it was in one of the collaborative meetings that you identified that there might be some need to look at out-of-phase costs, costs that are associated with one-time initiatives, in terms of being something to modify the corporate cost allocation; for example, unique, one-time expenses.


Did you identify any of those in the course of this study that would lead you to suggest that there are trends upward or downward within departments?


MR. PIENAAR:  Yes.  I'm trying to recall the reference that you're making to this issue in one of the stakeholder meetings.  Do you have a reference for that, Mr. Dingwall, where we made that ‑‑


MR. DINGWALL:  I believe it was raining and you were blue, but that's about as far as I can get at this point.  Would it not be a normal thing to do, in context of a study, to ‑‑ of this sort, to look at whether there were unique, one‑time events that might be affecting corporate costs?

     MR. PIENAAR:  Yes, it would be.  It would certainly be -- and it was certainly taken into account by us, to look at the unique one-time events that had happened, historically, when we were developing the time study, so that we can, in those discussions which we've described -- we could make adjustments for any unique one-time events that may be affecting the historic time calculations.  And so we would, certainly, have taken it into account in that case.  

     MR. TOTH:  If I can add an example, as I mentioned yesterday, there was a case where, for the service rate-regulated support, there was significant time put to that service by the -- I think it was the controller's department, because of their involvement in the development of RCAM.  We did, however, take that into consideration and removed that time, because there was a belief that the -- that time would not be reflected in '06, and it would not be development time, it would be more maintenance time, which would be less involved. 

     So in any -- in that particular case, as an example, we made an adjustment.  

     MR. DINGWALL:  I believe, also, during the time of your study, there would have been some additional costs with respect to managing the change from a EGD corporate year-end to the calendar year-end of EI; is that correct? 

     MR. PIENAAR:  We didn't, specifically -- we don't, specifically, identify the costs related to that, but I should pass that across to Mr. Brown, in terms of how it was dealt with in the budget of EI. 

     MR. BROWN:  That change was for the 2004 year-end, and there would be no time involved in the estimates with regard to that, for 2006.  

     MR. DINGWALL:  Well, the 2004 timing -- is that not what formed the base of the study? 

     MR. TOTH:  If I could add.  I believe that a year-end change would be related to an EI activity, and we instructed that, if there was anything not specific to EGD, that people include their time to docket called "other".  And we would believe that that’s where they would appropriate time that involved in any year-end changes, because that would be EI-specific activities.  

     MR. DINGWALL:  Now, Mr. De Vellis asked you, yesterday, for a copy of the interview program or the template for the --

     MR. TOTH:  The time-estimate template.  Correct.  

     MR. DINGWALL:  Would that reflect -- or would that show what specific guidance was given to employees as to what activities were relevant to EGD, and what activities were not? 

     MR. TOTH:  The time study, as mentioned, includes all of the activities related to the various services, and there are also instructions in terms of how to complete the time study, itself, in its entirety.  

     MR. DINGWALL:  Were there any other memos provided to EI employees, giving them guidance as to what services were relevant, and what services were not? 

     MR. TOTH:  No.  

     MR. BROWN:  There are instructions in the time study.  All of the people that did it were very familiar with the service schedules as they had been prepared.  And me and my staff received numerous phone calls clarifying certain things, so that participants had a clear understanding of what was expected of them in preparing those estimates.  

     MR. DINGWALL:  Well, Mr. Brown, did you have a common template, or a common set of reference points, for what to include and what not to include? 

     MR. BROWN:  The common reference points were the service descriptions that their particular group, and they, themselves, had developed -- the service descriptions, themselves.  

     Most of the questions that I received from them was clarity as to what the “other affiliates'” time category was versus the "all affiliates" category.  So many of the questions -- they were wanting to confirm just what was appropriate in their estimate for those two particular categories of time.  

     Very few questions with respect to EGD specific, because most people certainly knew, specifically, what the direct services provided to EGD were.  

     MR. DINGWALL:  In looking at the service schedules, I take it that, in identifying a number of these departments, there are, in many cases, more than one individual within the department; is that correct? 

     MR. TOTH:  Correct.  

     MR. DINGWALL:  And in preparing percentage allocation for these departments, I'm presuming it would have been on a blend of information from the individuals surveyed within the departments that those percentages were derived; is that correct? 

     MR. TOTH:  No.  Each individual's time, as allocated by the individual, was included in the time study.  And if there is any -- if there was any averaging, it was based on the specific results of each individual.  

     MR. DINGWALL:  Well, in looking at the service schedules, I'm seeing allocations by department and aggregated budgets by department; is that not correct? 

     MR. TOTH:  That's correct.  

     MR. DINGWALL:  So how were -- 

     MR. BROWN:  Could I help -- maybe, clarify? 

     So, if we pick one, “public and government affairs, department of government relations” -- I think we all have that turned up.  There would be several people in that department that would fill out the time estimate -- the percentage of time to this particular service providing government relations.  So, if there was a handful of people involved in that department, providing that service, then there was an aggregation of those people for this particular service for the three categories of time, once they had delineated how much of the total time is spent providing government relations.  

     MR. DINGWALL:  Well, then, Mr. Brown how would that aggregation take place? 

     MR. PIENAAR:  Can I give you -- sorry.  Go ahead.  I apologize.  I think it’s -- just to make it clear, it's a quite simple calculation, actually.  If four people are asked to provide their individual time, that means there is 400 percent.  First guy says “20 percent”, next lady says “40 percent”, next lady says “40 percent”, third guy says “20 percent” of their individual time.  You add up the four numbers:  you get 40 and 40, and 20 and 20, which is, if I'm not mistaken, 120.  Divide by 400, you come up with 30.  30 percent of that department's time is being spent on that service.  

     So the aggregation happens after you've actually identified how much time each individual spends.  And I think where you're heading is, the aggregation is not done -- we didn't go to the supervisor and say, Approximately what percentage of this department's time was spent on the service?  

     MR. TOTH:  Just to add another level of detail.  We also asked, in the time study, whether or not an individual is full-time or part-time, because we believed, if an individual worked three days a week, their effort would only count for three days a week.  So we adjusted based on a part-time or full-time equivalent.  

     MR. DINGWALL:  So I take it, from Mr. Pienaar's answer, that the allocation was done by averaging out the time per department, per employee and then adjusting that - pardon me - and then adjusting that to reference whether or not the employee was full-time or part-time.  

     MR. PIENAAR:  It was done at an individual basis.  So any adjustments happened at the individual basis, and then it was aggregated and calculated to come to a percentage that that department spent of its total time available.  

     So, for example, if there was a fifth person who was only available 50 percent of the time, there would have been a denominator of 450 percent, not 500.  So when he said he spends 20 percent of his time, it means 20 percent of 50 percent is 10.   Add that up, divide it by -- with the other numbers, divide by 450, you still come to an average amount of time that that department spends on that particular service.  

     MR. DINGWALL:  Now, salaries and wages tend to vary within departments, I would presume; would they not? 

     MR. PIENAAR:  Yes, they would.   

     MR. DINGWALL:  You might have someone at the VP-level well over a million dollars, and you might have someone at the clerical level well under a million dollars.  

     MR. PIENAAR:  That is correct -- well, that's not correct:  the numbers aren't correct, but the fact that they would be higher numbers and lower numbers is absolutely correct, commensurate with the level of responsibility and the activities performed by the individual.  


MR. DINGWALL:  Was there any weighting of the salaries of the individuals taken into account in the averaging of the times that were done?


MR. TOTH:  No, there was not, but I believe that most of the senior level individuals reside in their own department.


MR. SOMMERVILLE:  Sorry, I didn't hear the last part of that answer.


MR. TOTH:  Sorry.  Most of the senior level individuals at EI, I believe, reside in their own department.  So for the most part, their time would be commensurate with their salaries and benefits, respectively.


MR. SOMMERVILLE:  Thank you.


MR. DINGWALL:  Do you have any working papers which might give us a little bit more insight on the responses of individuals on their time allocation between senior level and clerical level?


MR. TOTH:  We have the actual time study that has results by individual, all 129 people that completed the survey.


MR. DINGWALL:  That's not filed in this case, is it?


MR. TOTH:  No, it's not.


MR. DINGWALL:  Is there a way to produce that in a fashion which would remove individual identifiers or meet other privacy concerns?


MR. MEES:  Mr. Dingwall, I don't think we're suggesting that we wouldn't file this.  We're just trying to think of a way that we can make it ‑‑ you know, there's 129 people, a lot of detail here, and there potentially is some privacy issues there, actually.  On a best efforts basis, maybe we could try to do something.  I, just off the top of my head this morning, can't think of how we could do it yet.


MR. DINGWALL:  Why don't we take it as a best efforts undertaking, subject to negotiation, and maybe we can put our heads together and think about how to address that?


What I am trying to identify or understand is whether or not there might be any skewing in the responses, since the responses are based on averaging time per department, but the ‑‑ there is no normalization of the wage levels.


MR. MEES:  Yes.  But as we indicated, most of the senior people do have their own departments.  I don't think there is the skewing that you're indicating.


We can try to undertake that, if you want, though.


[Witness panel confers]


MR. PIENAAR:  I would also just want to add one piece.  Just be cautious with thinking that the averaging ‑‑ about the averaging situation.  As we described, each individual indicated what percentage they applied.  Each individual also has their own specific salary.


So, for example, where an individual is employed, let's say, by the accounting department, he's going to spend 80 percent of his time providing the services of that accounting department.  However, where there is a senior VP, you will find how the adjustment is made is that he only would spend smaller portions of his time on maybe one or two different services, because the costs that flow through is not a department cost.  It is a service cost.  


An individual like the chief executive officer or like the VP gas strategy, he's applying his mind to 15 services -- you know, sorry, I apologize, to six or seven services.  So a percentage of his time, of the 100 percent, gets distributed probably a lot more than a person who is a specialist in accounting, which is 100 percent.  


So just ‑‑ I would just note one should be aware that -- I believe, that the mix is accounted for in the process that we've developed, because I think that is where you're headed to, is, How does this mix, you know, confuse the results?  I don't think the mix confuses the results, at all.  


In the end analysis, the salary is a cost.  Whether it is a million bucks or whether it is $200,000, the salary is a cost.  Those costs are distributed through services, and the services are ultimately distributed to EGD.


So I don't think there is a mix issue occurring there, you know, a mix problem issue occurring at all in the blending.  But we have access to those numbers, so we know that -- that there is not ‑‑ that that problem doesn't occur.


I can understand, as you have not ‑‑ don't have access to that, you might be confused.


MR. DINGWALL:  Well, that's essentially where I am coming from.  So if we can find a way to get over that, that would be great.  I think we have the undertaking on the record.


MR. BATTISTA:  So that is undertaking J12.4.

UNDERTAKING NO. J12.4:  RESPONSES OF INDIVIDUALS ON TIME ALLOCATION BETWEEN SENIOR LEVEL AND CLERICAL LEVEL

MR. MEES:  Just so I am clear, Mr. Dingwall, you're asking for the time information for each individual who conducted the time study?


MR. DINGWALL:  And, in some fashion, the general salary information for each individual.


MS. PERSAD:  Madam Chair ‑‑


MR. MEES:  That's ‑‑


MR. DINGWALL:  I know that's where we have got the difficulty and that's why we need to ‑‑


MS. PERSAD:  Clearly there is a privacy concern here when you're talking about salary information for employees, and I'm not sure how far it gets us to go through the work of producing papers, time studies for each of the 129 individuals, just to check the numbers that Deloitte came up with.


And I also note that this could have been an interrogatory request and it wasn't.  We're just getting this request now, late in the proceeding.


MR. DINGWALL:  What I'm asking for is a document that apparently exists.  What we have in terms of awkwardness is a way to address the privacy issues, and I'm sure that in discussions off the record, given that the undertaking would be on a best efforts basis, we can find a way to categorize or bulk up some of the wage descriptions so that there is a sufficient bandwidth that we can remove any specific information.


MS. NOWINA:  Can you give us just a moment, please?


[The Board confers]


MS. NOWINA:  Ms. Persad, the panel is very interested in this issue.  We think it is relevant.  The fact that it wasn't asked in an interrogatory I don't think is terribly relevant.  It has been an issue.  It's been exposed through cross‑examination.


We do understand the privacy issue and I think Mr. Dingwall has framed it well, that he's willing to go aside with you and negotiate something that would deal with that issue.  So we would like whatever information we can get on the topic.


MR. BROWN:  Could I add a point, Madam Chair, if I may? 


Departmental budgets are -- you know, starting with the individuals in the department, depending on how many people there are in the department, does begin with base salaries.  Then we have a plethora of other types of costs in that departmental budget, training for people, their planned travel costs.  You may have contractors in that department.  


You're going to have a very different number, in total, for the departmental costs that were built into Deloitte's model than simply the salary number.  It will be ‑‑ it would be very, very difficult, almost two different streams of work, to attempt to pull out the base salary for all of the individuals within a given department and attach that to the time study.


The model was built to take the department costs as a whole, so if a department had a $1 million budget and there were five people, effectively that is $200,000 per person, including that's an average of the base salaries, an average of their travel, training, if there's contractor costs in there, all of that.  


And just to point out that there is no ability within the model itself to isolate the base salary in that departmental budget to the time study.  It may have to be done for total budgeted costs of a department, divided by the number of people in that department.


What we could do is provide the level that those employees are; if there was a VP, differentiate the positions between the VPs down to the clerks, if there are any.


MR. DINGWALL:  Madam Chairman, I think we're getting to the level of granularity that might best -- in context of the record and need to move on with this proceeding, might best be addressed in the off-line discussions, and I'm sure that Ms. Persad and I, in the event that we come to a fork in the road, can come back and have you smooth it out for us.


MS. NOWINA:  Yes.  I would just ask that when you come back with something that we have an opportunity - and, of course, we will - to confirm that it meets the -- our Panel's concerns, as well.  We are concerned about the weighty issue of whether or not the weighting of salaries was taken into account.  

     MR. DINGWALL:  Now, moving into my last area of cross-examination - and, I’ll note, this is the first time in this proceeding I've gone over-budget - in looking at the study, in general, Mr. Brown, I notice that, with Enbridge Inc. having quite a number of regulated entities under its belt, including pipelines, as well, that this EGD study seems to be taking place in a very limited form of isolation.  

     Would it not benefit the company, in total, with the number of regulators that it's obliged to report to, to do an allocation study that covers all affiliated interests? 

     MR. BROWN:  Madam Chair, I don't think I would like to speculate, in that it's a decision of management to bend over backwards for EGD, in the hopes to recover a fair and reasonable amount in this case.  As to whether or not management would be willing to undertake all that is involved in this particular process on behalf of other regulated entities within Enbridge, it would be their call, not mine.  

     MR. DINGWALL:  Mr. Pienaar, do you believe that we're really only getting one slice of the pie, in terms of the information that could be available to validate this study? 

     MR. PIENAAR:  I'm not sure I understand what you're referring to, Mr. Dingwall, as in “one slice of the pie”.  If you could just elaborate.  

     MR. DINGWALL:  Would it not provide more information, and would it not validate the information in this case, if Enbridge Inc. were to look at all of the projects that it's involved in, allocate its time to all of those, and all affiliates, and then see whether those allocations, on their own, then stand up? 

     MR. PIENAAR:  Firstly, let me say that all of the time -- or, you referred to “projects”:  I think you mean “affiliates”.   All the time and all of the individuals were, actually, accounted for, across EGD and all of the other affiliates.  

     What the focus of this -- our mandate was was to address EGD.  We felt that the way the process was set up, and the fact that people actually allocated all of their time, was totally satisfactory.  

     And our focus, of course, is only on EGD:  it was not necessarily relevant to us as to the individual buckets for other affiliates, non-regulated and regulated.  What was relevant to us was that the time that's allocated to EGD, and, in a broad bucket, the time that’s allocated to others, was correct.  And we were satisfied that that was done 

     MR. BROWN:  If I could add, Madam Chair, I’d just like to point out that, of the $118 million Enbridge Inc. budget, the results of this particular exercise have shown that EGD is attributed 18 percent of that total.  Therefore, the math would be that there is 82 percent of that 118 million attributable to the other entities, including Enbridge Inc.  

     MR. DINGWALL:  One of the things that, also, kind of strikes me as unfortunate about this study, is that there doesn't seem to be a central guiding principle as to what activities of EI are, specifically, relevant to EGD, and what activities are not.  

     And, in discussing this matter with one of the consultants for another intervenor - who happened to write an earlier decision on cost allocation for the Board - he wasn't aware of there being any definitive principle in Canadian regulation which really set out what costs are relevant, and what costs are not.  

     Mr. Pienaar, are you aware of any benefit-specific tests that have gone further down that road, in Canadian regulation? 

     MR. PIENAAR:  No, off the top of my head, I can't say that I do.  We have a detailed -- you know, we've done a detailed evaluation of the regulatory precedent, all of which is not in my head.  But I can't, off the top of my head, say anything.  

     MR. MEES:  Just to add to that, the principle that we have used is the stand-alone principle:  what services are required for Enbridge Gas Distribution, if it was on a stand-alone basis?   That's the principle that we have used in our study -- in our methodology.  

     MR. PIENAAR:  Yes, and to add -- to elaborate on that, in the end analysis, the services that are relevant to EGD have been defined:  when, in the second stage of the time study, each individual is then asked to assess how much of the time does he spend on these services, which are relevant to EGD -- by inference, how much of the time are you spending on services that are not relevant to EGD, is the balance.  

     So, we believe that it is covered through the way the allocation process and the questions were asked.  So we believe that is covered.  

     MR. DINGWALL:  It appears to me, Mr. Pienaar, that the benefit criteria appears to be more holistic than financial; is that correct? 

     MR. PIENAAR:  I -- if you could clarify what you mean by that, I could, perhaps, answer it.  

     MR. DINGWALL:  Is there a financial element to the benefit test that you've been applying? 

     MR. PIENAAR:  Well, if you -- I think you're referring -- I'm interpreting your word "financial" to mean “quantitative.”   And, yes, there is.  If you look through the -- through each of the services, as we've described, the cost benefit test -- there is a quantitative evaluation of to what extent -- that certain services are justifiable, in terms of the cost and the service that's actually being provided.  So I believe there are quantification evaluations done in many of the services -- most of the services.  

     MR. DINGWALL:  In reading through many of the -- much of the evidence and many of the interrogatory responses - and, certainly, I25, 112, is an example of it - it seems that we have what may be a complete or an incomplete service description of what the various EI departments are up to.  

     Was there any quantitative analysis of what the benefits of some of the services that these departments are up to were done? 

     MR. PIENAAR:  It’s -- the way you phrased that question is very difficult to answer.  I think the best way I can phrase that, Madam Chair, is how we described it yesterday:  that we evaluated the cost-benefit test in relation to every single service that flowed through to EGD.  So by inference, we were justifying that the cost was reasonable, relative to EGD.  

     I think that answers your question, Mr. Dingwall.      

     MR. DINGWALL:  Well, in looking at some specific activities -- we talked about the northern pipeline before, and the fact that it comes up in quite a number of different individual budgets:  it’s certainly part of gas strategy; it's certainly part of government relations; and it was mentioned by Ms. DuPont as being something that was of strategic value to EGD.  

     Is that something which you took a quantitative analytic approach to, in determining its benefit to EGD? 

     MR. PIENAAR:  Well, my understanding was that Mr. Toth described that the department -- the northern pipeline department's costs were totally excluded 

     MR. TOTH:  Excluded. 

     MR. DINGWALL:  That’s not what I asked, sir.  I asked with respect to the budgets of VP gas strategy and government relations - portions of which are flowing through to EGD - whether or not you took a quantitative analytic approach to the northern. 


MR. PIENAAR:  Well, perhaps I can answer it in this way.  When we asked the VP gas strategy, how much time does he spend on the services as described specifically relevant to EGD, he told us.  He said, in this case, it is 50 percent direct to EGD through his time study; in this case it is 40 percent for, you know, say ‑‑ say 33 percent for business development.  It might have been gas strategy 22 percent.  He said, That is how much time I spend.  


When we asked him, How much time do I -- through the survey, how much time does he spend on EGD, he had very specific numbers for each of those services.  By inference, everything else was not spent on EGD.  


And the other thing that I can add, with regard to Mr. Letwin ‑‑ to the VP of gas strategy costs is we did not ‑‑ he did not -- he had no indivisible costs.  He identified all the work he does for EGD specifically to EGD.


So that, by inference, is anything like northern pipelines, whether we're talking about business development, gas strategy, board of directors, customer, industry relations, et cetera, it's excluded.  It's not there.  It's not in EGD's costs.


MR. DINGWALL:  Mr. Brown, is EGD the only affiliated entity of EI which appears to have a regulatory invitation to accept the costs of EI?


MR. BROWN:  I'm not sure, Mr. Dingwall, I understand what you're meaning by "regulatory invitation".


MR. DINGWALL:  Is it the only jurisdiction that you're aware of ‑‑ is it the only affiliate that you're aware of which accepts, as part of its rate-making process, costs of EI?


MR. BROWN:  All affiliates of Enbridge Inc. annually, through the budget process, specifically the allocation process, discuss the services, negotiate back and forth and, ultimately, do agree on what their upcoming year's Enbridge Inc. allocation will be.


There are many -- as you stated earlier, many regulated entities.  We have a small utility in New York, St. Lawrence Gas.  We have a large utility in Alberta, Enbridge Pipelines.  We have Gazifère, as you have already talked about.  All of those entities and their respective senior people discuss the services that are provided to them and the costs in the fall, annually, at budget time.


MR. DINGWALL:  But do these affiliates have the ability to pass through the costs of EI in their rates?


MR. BROWN:  Sorry, Mr. Dingwall, could you just repeat that?


MR. DINGWALL:  Do these affiliates have the ability to pass through EI costs in their rates?


MR. BROWN:  To the best of my knowledge, some do; some have difficulty.  So, therefore, not all.


MR. DINGWALL:  I take it that Gazifère is one of the ones which does not; is that correct?


MR. BROWN:  I don't have any knowledge of what Mr. Pienaar read with respect to that decision, so I will take his word for it that it sounds like one‑third of some IT costs were disallowed.


MR. DINGWALL:  As I understood it - maybe Mr. Pienaar can correct me - the IT costs referenced were from EGD to Gazifère; is that correct, Mr. Pienaar?


MR. PIENAAR:  That is correct.


MR. DINGWALL:  So it sounds to me - subject to check, Mr. Brown ‑ that EI is not allocating costs for rate-making purposes to Gazifère.  Can I ask you to confirm that?


MR. PIENAAR:  That is not true, but we were only asked to report on the EGD costs.


MR. DINGWALL:  Is there more elaboration coming?  I'm looking at Mr. Mees's questioning look.


[Witness panel confers]


MR. PIENAAR:  Yes.  Let me just make it clear.  The two‑thirds decision was related to the entire case that was presented to Gazifère.  It wasn't specifically focussed on the cost allocation component.  So the two‑thirds applied to the entire allocation, of which ‑‑ of which our mandate was a component.  So it applied to all ‑‑


MR. MEES:  All Enbridge Inc. costs.


MR. PIENAAR:  Sorry, I apologize, all Enbridge Inc. costs.  So the decision related to the entire case that Gazifère was presenting around all the allocated costs, EI's costs, as well as EGD's costs.  We only reported on the EGD costs related to IT and EnVision.


MR. DINGWALL:  So in terms of the costs presented that you commented on, it was only EGD costs related to IT and EnVision?


MR. PIENAAR:  That's what we commented on.


MR. DINGWALL:  Do you know what the basis of presentation was for the EI costs in that case?


MR. PIENAAR:  I do not.


MR. BROWN:  That would have had to be, subject to check, CAM.  That is Enbridge Inc.'s approved allocation methodology, with the exception of what we're trying to do here with respect to creating, hopefully approving, a regulatory cost allocation methodology specifically for EGD.


MR. DINGWALL:  So that in context of the pipeline companies, has there been before any of the regulators a presentation of the cost allocation methodology between EI and any of those companies?


MR. BROWN:  Sorry, Mr. Dingwall, I do not know, as far as any of our other regulated affiliates, just if or if not -- whether they have made a presentation on our CAM.


MR. DINGWALL:  Back to you, Mr. Pienaar.  And I think given the timing, this will probably be my last question, but, hey, you never know.


It seems to me that the context for this study involved or should have involved informing the companies that the relevance of identifying the costs to EGD is that some of these costs might actually be recoverable through EGD rates; is that correct?


MR. PIENAAR:  You're referring to ‑‑


MR. DINGWALL:  The context of the study ‑‑


MR. ROSS:  The RCAM study?


MR. DINGWALL:  The RCAM study, that's correct sir.  Thank you for the clarification.


MR. PIENAAR:  So if you can repeat that question, please?


MR. DINGWALL:  Would you agree with me that the context for the RCAM study, vis-à-vis EI employees, was that some of the costs identified might actually be recoverable through EGD rates?


MR. PIENAAR:  Yes.


MR. DINGWALL:  And was that communicated to EI employees in the presentation of the study or any of the materials associated with that?


MR. PIENAAR:  Certainly we did not go out of our way to highlight that in any form of a memo or cover on the time study at all.  So we didn't lead the Enbridge Inc. employees in any way related to that.


I would assume that an Enbridge Inc. employee worth his salt understands that a cost allocation coming through to EGD, the purpose of it is to be submitted into the rate case.


MR. MEES:  Just to add to that, I believe that people who are completing the time study, particularly managers, senior people, were aware that there was a chance that they would have to come up before the Ontario Energy Board and discuss it, such as that we had the previous two panels.  So they were aware that there was a chance that they would be here.


MR. DINGWALL:  Well, I'm over on the time estimate and I guess I can now be wrong about that being my last question, too, since I have already lost my credibility for the day.


Just moving in the direction of conclusion, I take it, then, from earlier answers, that there was no central, guiding document which would have given EI employees any indication of what specific activities or projects that EI was undertaking were relevant to EGD, or were not; is that correct?


MR. TOTH:  Again, I just want to repeat, the direction around the time study was the survey tool itself, and the guidance was referred to.  The service descriptions that are included in the time study allocate the time specific to EGD for those activities listed in the service descriptions.  Which of those can you specifically support time to or identify time to EGD, and which ones of those can you, specifically, identify to other affiliates.  

     In cases where they could not identify time, specifically, to EGD, but had the belief that it was the support of “all”, it was allocated to that category.  

     So, the guiding principle was, Refer to the service descriptions in its detail.  Which ones -- which activities can you identify, specifically, to EGD, to “other”, or to “all”?  

     MR. DINGWALL:  The service descriptions don't go towards identifying which projects are relevant, and which projects are not, do they? 

     MR. TOTH:  If you go to appendix 4 of the Deloitte study, A6, tab 10, schedule 2, appendix 4, if you go to page 2 of appendix 4, it says:   

“Project Time:  Time related to leading or supporting internal company initiatives above and beyond the day-to-day activities, above and beyond activities listed in the service description, should be incorporated into time estimates for the services supported by the project.”  

     So there was guidance instructions on how to deal with projects, specifically.  

     MR. DINGWALL:  And was there reporting that became project-specific, then, subsequent to that, Mr. Toth? 

     MR. TOTH:  Sorry, can you repeat the question?  

     MR. DINGWALL:  Was there reporting - an aggregation of information - which then followed that criteria? 

     MR. TOTH:  Not specific, by project.  

     MR. DINGWALL:  Okay.  Thank you very much, panel.

     Those are my questions.  

     My apologies, Madam Chairman, for exceeding my time limitation. 

     MS. NOWINA:  Thank you, Mr. Dingwall.  

     I think we’ll take our morning break now, and we will resume here at 25 minutes to 11.  

--- Recess taken at 10:18 a.m. 


‑‑‑ On resuming at 10:45 a.m.


MS. NOWINA:  Please be seated.  Are there any preliminary matters before we resume?


PRELIMINARY MATTERS:

MS. PERSAD:  I have one small one, Madam Chairman, and it is the distribution of a document that the next panel, the O&M operations and strategic and key accounts, will speak to.


It refers back to Exhibit K6.1 that I believe was produced by Mr. Shepherd, relating to salaries and employment expenses by department, and so this is basically the response of the operations and strategic key accounts panel with respect to head count analysis.


I've distributed that document to Mr. Shepherd and ‑‑ well, the intervenors that are here, as well as Board Staff.  I will leave it to you whether you want to mark that as an exhibit now or wait for the panel to arrive to speak to it.


MS. NOWINA:  Maybe we will wait until we go on to the next panel.


MR. SHEPHERD:  Madam Chair, just on that point, we should advise that these updated figures are the ones that we talked about during the policy panel, or some of them, anyway, and we're in discussions with the company about whether we can get more complete figures for that entire chart so that it will provide you with more reliable information.


MS. NOWINA:  Thank you, Mr. Shepherd.  Mr. Thompson, do you wish to begin?

ENBRIDGE GAS DISTRIBUTION INC. PANEL 7; RESUMED:
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CROSS‑EXAMINATION BY MR. THOMPSON:

MR. THOMPSON:  Thank you, Madam Chair.  I have two documents I would like to mark just before I begin.  They are excerpts from EBRO 495 and EBRO 497 with respect to the management fee corporate cost allocation topic.  I provided copies to Mr. Battista and my friends.  The first one, EBRO 495, just so you will be aware, this is a decision dated August 21, 1997, and it was for the fiscal 1998 test year.  Then the second is EBRO 497, which is a decision dated August 31, 1998 for the 199 ‑‑ fiscal 1999 test year.  Could I have those marked, please?


MR. BATTISTA:  Exhibit K12.1, excerpt from EBRO 495 regarding fiscal '98.

EXHIBIT NO. K12.1:  EXCERPT FROM EBRO 495 REGARDING FISCAL 1998

MR. BATTISTA:  Exhibit K12.2, excerpt from EBRO 497 regarding fiscal '99.

EXHIBIT NO. K12.2:  EXCERPT FROM EBRO 497 REGARDING FISCAL 1999


MR. THOMPSON:  Thanks very much.  Panel, just before I get into my planned cross‑examination, I had some follow-ups as a result of the discussion you were having with Mr. Schultz ‑‑ sorry, Mr. Dingwall this morning and some other questioners.


It is with respect to these service schedules.  And I'm looking at the ones that are attached to the signed agreement, which I believe is Exhibit A6, tab 10, schedule 1, appendix 1.  And the first one I find is at page 39.  It's entitled "Audit and Accounting Advice".


Can you turn that up, please?  I'm just referring to this as an example of these service schedules.  Based on the answers you provided to previous questioners, my understanding is that the text in these schedules was based on interviews with EI personnel.  Do I understand that correctly?


MR. TOTH:  The text in these documents were based on EI interviews and confirmation with EGD interviewees, as well.


MR. THOMPSON:  Right.  And I understand, from the answers you've given to previous questions, that by and large the text, based on the interviews with EI personnel, were validated by the EGD people; is that fair?


MR. TOTH:  That's correct.


MR. THOMPSON:  All right.  And so just so that I understand these schedules correctly, the service definition that appears under the heading "Service Description", that is something EI provides initially; is that correct?


MR. TOTH:  Those service definitions were first drafted by Deloitte, and then validated by EI and EGD.


MR. THOMPSON:  Okay.  But in order for you to draft them, you had to speak to EI personnel first?


MR. TOTH:  That's correct.


MR. THOMPSON:  And so it was based on your interviews with EI that you drafted the service definition and ‑‑


MR. TOTH:  Sorry.  Again, it was with EI and confirmation with EGD personnel.


MR. THOMPSON:  Right.  But we understand that EGD, by and large, validated what you had drafted based on your interview with EI?


MR. TOTH:  They made adjustments, as well.  So we spoke with EI individuals.  We did preliminary drafts.  We went to EGD individuals.  They provided additional commentary and adjustments, and it was these adjusted service schedules we included in the time study.


MR. THOMPSON:  Well, again, I put this to you at the outset and I thought you agreed that, by and large, EGD people didn't have many changes to suggest.  Have I misunderstood the evidence so far?


MR. TOTH:  Sorry, could you repeat the question?


MR. THOMPSON:  EGD people, by and large, didn't have many changes to suggest?


MR. TOTH:  There were a number of changes.  I don't have the details off the top of my head around the number of exact changes.


MR. THOMPSON:  All right, let's move on.  The services identified by department, am I correct the departments are EI departments?


MR. TOTH:  Correct.


MR. THOMPSON:  And then the service recipient, that's the individual in EGD?


MR. TOTH:  Correct.


MR. THOMPSON:  And then the cost of service I will come back to in a minute.  Expected deliverables, is that, again, based on what EI expected to deliver and you're checking that with EGD?


MR. TOTH:  Again, the service schedules were agreed by both EI and EGD.


MR. THOMPSON:  Did you hear my question?


MR. TOTH:  Yes.


MR. THOMPSON:  Was that based on what EI told you first, and then validated by EGD?


MR. TOTH:  Correct.


MR. THOMPSON:  Thank you.  And the quantity and quality of service, again, based on what EI suggested and then modified, if necessary, based on discussions with EGD?


MR. TOTH:  No.  That was Deloitte.


MR. THOMPSON:  That's Deloitte’s.


MR. TOTH:  And then ‑‑


MR. THOMPSON:  So based on what?


MR. TOTH:  Excuse me?


MR. THOMPSON:  Based on what information?  You just paraphrased the ‑‑


MR. TOTH:  It was based on the nature of the service, the expected deliverables and how you would go about understanding the quality and quantity of the specific service received.


MR. THOMPSON:  So that's originating language from Deloitte?


MR. TOTH:  Correct.


MR. THOMPSON:  In that box?


MR. TOTH:  Correct.


MR. THOMPSON:  All right.  Now, am I correct that the service ‑- is that a service schedule; is that what we would call it?  The two pages here, audit and accounting advice, I understood that the words were drafted first, and then subsequently the numbers were added; is that correct?


MR. TOTH:  That's correct.


MR. THOMPSON:  Okay.  And the adding of the numbers was based on information from EI, I assume, and --


MR. TOTH:  The adding of the numbers was as a result of the allocation model.


MR. THOMPSON:  All right.  And the allocation model, is that some sort of computer printout?


MR. TOTH:  That is an Excel-based model that works through all the calculations around the various allocations through the various steps, as we described on that diagram.


MR. THOMPSON:  So is that a Deloitte model?


MR. TOTH:  Deloitte developed the model, correct.


MR. THOMPSON:  But it's in the possession of EI now?


MR. TOTH:  It is at this point, yes.


MR. THOMPSON:  All right.  But looking at it from the service recipient's ‑‑ well, am I correct, was there any other ‑- is there any other documentation that goes to the service recipient, other than these two pages, in the case of audit and accounting advice?


MR. MEES:  With respect to this service, I'm just speaking on behalf of the service recipient.  This is one of the ‑‑ the key document that the service recipient received, but there was also, you know, discussions between the service provider and service recipient that clarify exactly what was in the service schedules and adjustments that were made, so there was ‑‑ this is the only document that they probably received, but, like I said, there was a number of discussions that took place between the service provider and service recipient and Deloitte, to try to clarify what was in there and make changes. 

     MR. THOMPSON:  But when -- there’s no back-up sheet that's provided to the service recipient.  Do I understand that correctly? 

     MR. TOTH:  This is the document specific to audit and accounting advice and the services provided by the various services.  There was -- actually, in addition to this, there are the results of the time study provided, as well, to back up the costs and the time provided by the various departments.  

     MR. THOMPSON:  So when the person signs off, what does the person get, in terms of paper?  Obviously, these two pages.  What else? 

     MR. TOTH:  They also got the time study results.  

     MR. THOMPSON:  And what does that look like?  Is that in the filing? 

     MR. TOTH:  That was -- 

     MR. PIENAAR:  Well there are various schedules in the filing that specify what the time was that was actually allocated.  As you know, in appendix 6 to our document, where it breaks it out by service, there’s a summary in the first page which highlights how much time was spent direct, how much time was spent to EGD, how much time to “others” and how much time to “all affiliates.” 

     Just to be clear, because you haven't mentioned the -- what timing -- it wasn't clear to me that we were clear on the timing.  At the time that these service schedules were being agreed to, there was no dollar value.  So, at that time, this is what they got.  So they didn't get the results of the time estimates at that time, until this was -- because when this was completed, this data ended up having to go into the time study, so that we could be sure that the time study was answered correctly.  At that point, results were produced.  That went back for the final discussion to EGD, with EI, to say, Now that -- you know, first round, we agree the services; now, here’s the cost:  Are you happy to pay this cost for those services that we agreed?  

     That's the -- how the process went.  And then, of course, we, Deloitte, did a further - through our evaluative report - a further review of those costs.  And that's where, as you know, we disallowed some further costs. 

     MR. THOMPSON:  I didn't think this would take so long.  Mr. Player signed this first sheet on March 11th, ‘05?  Did he sign it with the numbers in, or the numbers out? 

     MR. MEES:  With the numbers in. 

     MR. THOMPSON:  With the numbers in, okay.  

     So what did he get, when the numbers arrived, to support the numbers?  What did he get, in paper? 

     MR. MEES:  I mean, he would have received this schedule.  He would have received information on time. 

     MR. THOMPSON:  In writing? 

     MR. MEES:  There was some schedules that were prepared for him, yes.  Of which a summary has been included in the filing, and in interrogatory responses, such as Schools 19.  

     MR. THOMPSON:  Well, where, in the filing, do I see the sheet or sheets that attached to -- that came with item 1?  You mentioned your time schedule.  

     MR. MEES:  We have not filed that exact sheet that Mr. Player received.  We have filed a number of documents similar to what Mr. Player received.  

     MR. THOMPSON:  Where do I find those?  Just show me an example of the sheet.  

     MR. MEES:  If I could have you turn to Exhibit I, tab 18, schedule 19, page 4.  

     MR. THOMPSON:  Hopefully, this is in VECC's book.  I think it is.  I19, page 4.  Yes.  

     MR. MEES:  So Mr. Player would have received something similar to this schedule -- this table.  So for audit and accounting advice, you see that it has the corporate controller's group for 52,694, all the way through, to make the summary of 96,125.  

     In addition, Mr. Player and other service recipients would have received information that would be similar to an undertaking that we are -- I'm just trying to find the undertaking that we took yesterday, which was the percentage service -- percentage of the department into the service.  So he would have seen the time percentages that would go with that.  

     MR. THOMPSON:  Okay.  So this schedule, Exhibit I, tab 18, schedule 19, page 4 of 9 is, in effect, the numbers for each service, broken down by department.  

     MR. MEES:  Right.  In addition, similar to what's in the Deloitte report in appendix 6, under “audit and accounting advice”, there’s a schedule there -- a table there, and he would have received that table, also.  

     MR. THOMPSON:  There is nothing there that identifies who has said how much time they spend doing audit and accounting advice; correct? 

     MR. MEES:  No.  But I indicated that we did have an interrogatory that would -- will provide this information, and Mr. Player had something similar to that.  

     MR. THOMPSON:  All right.  And is that the same, now, with every service?  People got that summary sheet, with the departmental numbers broken down, and something else? 

     MR. MEES:  Yes.  It really depended on the service recipient.  Whatever they needed to get comfort.  So some needed more information than others, and, you know, somebody like Mr. Neiles required a lot of information, and he really got into the detail, person-by-person, because he understood that department -- those departments.  He’s worked there.  

     Mr. Player didn't need as much information to get comfort.  Everybody is different 

     MR. THOMPSON:  So the information was provided on demand, is that what you're saying? 

     MR. MEES:  We gave them the base information.  If he needed more information to get comfortable, we gave him more information. 

     MR. THOMPSON:  Right.  And “we" being “you”, Mr. Mees.  Were you the conduit for the delivery of all this stuff? 

     MR. MEES:  Yeah, I would say it was, primarily, me.  But it would have been Mr. Brown or Deloitte, directly, if -- you know, depending on if it had occurred during an interview with Deloitte, then, perhaps, Deloitte would have provided that information, directly, to him.  

     MR. THOMPSON:  All right.  

     Let's move on, then, to my prepared text, here, from which I will probably deviate somewhat. 

     But the first topic I wanted to just deal with was the chronology leading to Deloitte's first retainer.  I did deal with this during the first panel.  Mr. Mees, you will probably recall it.  And it's in transcript volume 9.  It really runs from pages 108 to 126.  I don't want to spend a whole lot of time on it, but the Deloitte panel was not -- the Deloitte witnesses were not part of that panel.  

     Have you read that transcript, Mr. Pienaar?  Mr. Toth? 

     MR. PIENAAR:  I have not read that transcript.   

     MR. THOMSPON:  All right.  Well that's, perhaps, unfortunate, but let me just try to put the first retainer of Deloitte's into historical context.   And you're aware that it arose out of the 0133 decision? 

     MR. PIENAAR:  Yes.  I referred to that yesterday.  

     MR. THOMPSON:  And that decision, you can find in the VECC brief.  It's also in the IGUA file.  But in the VECC brief, the corporate cost allocation portion of that decision you’ll find at tab 1.  You might just want to have that handy.  

     And in the history that the Board recites, in the background section of its Reasons, it talks about EGD's evolving corporate structure and, then, in paragraph 548, indicates that the evolving corporate structure has been accompanied by significant increases in the corporate cost allocations from EI to EGD “as follows”, and then it lists them, from 1999 through to 2003.  

     Do you see that, Mr. Pienaar? 

     MR. PIENAAR:  I do.  

     MR. THOMPSON:  Just to complete the historical context, I have provided excerpts from the decisions in which this management fee corporate charges came up, prior to 0133, and the first one has been filed as Exhibit K12.1.  I apologize for the dark flow pen over the text.  That was a decision, if you would take subject to check, dated August 21, 1997 for the 1998 fiscal year.


Would you accept that, subject to check, panel?


MR. MEES:  Yes, we would.


MR. THOMPSON:  All right.  These decisions, by the way, are cited ‑‑ are footnoted in the history that Deloitte provided in their first report.


Would you take, subject to check, that in that particular case the company was claiming an increase in its management fee to ‑‑ payable to its parent from -- up to about $1.3 million?  It was up from -- I think it was a number of about $250,000.  It's in that order, in any event.


Would you take, subject to check, the Board allowed $500,000 in that particular decision?


MR. MEES:  Subject to check, certainly.


MR. THOMPSON:  All right.  And then you can find that ‑‑ the one I wanted to refer to is K12.2, which is the next case, EBRO 497.


In paragraph ‑‑ this is just in the prior case.  The last paragraph of Exhibit K12.1, the Board had directed the company as follows: 

"For the next rate's filing, the company is directed to provide its justification of and to quantify, to the degree possible and practical, the management fee to be paid by the company in its pre-filed material."


So that then led to this decision, an excerpt of which is in K12.2.  You will see in paragraph 3.4.1 the reference to the earlier decision.  In EBRO 495, the Board approved a management fee for services from IPLE of $500,000 for fiscal 1998 compared with the 1.3 million requested by the company.


Do you see that, panel?


MR. MEES:  Yes, we do.


MR. THOMPSON:  Then in this particular proceeding, the company was seeking $2.3 million for 1999, which was an increase over what had been approved for 1998, and the Board in this particular case, at the end of the day, allowed 1 million.  Would you take that, subject to check?


MR. MEES:  Yes, I would.


MR. THOMPSON:  Okay.  So those precedents reveal that in prior cases, the company has not always succeeded in obtaining the amount claimed; would you agree?


MR. MEES:  I would agree.


MR. THOMPSON:  All right.  Then we moved into, from that history -- Mr. Mees, would you agree that we then moved into PBR, targeted PBR?


MR. MEES:  Yes.


MR. THOMPSON:  That prevailed for 2000, 2001 and 2002; correct?


MR. MEES:  Correct.


MR. THOMPSON:  All right.  So that brings us to the 0133 decision in the history where, for 1999, it appears that the amount that was paid was $1.9 million, not the 1 million that the Board had approved in the K12.2 excerpt.


But, in any event, looking at the three PBR years, 2000, 2001 and 2002, what happened there was, under PBR, EGD jacked up the amount it was paying quite considerably.  It went from 1.9 to 5.2 in 2000, 5.2 to 8.6 in 2001, and 8.6 to 11.6 in 2002; correct, Mr. Mees?


MR. MEES:  I would agree that it increased and there were reasons for that increase, including the transfer of many employees to the Enbridge corporate offices.


MR. THOMPSON:  Well, in any event, that all happened under PBR, so there was no board adjudication on those amounts, is what I'm trying to point out.


MR. MEES:  Yes, I would agree.


MR. THOMPSON:  So it was coming out of the PBR at 11.6 when the company came into 2003 and sought 21.8 million based on the new cost allocation methodology; fair?


MR. MEES:  Fair.  I would agree.


MR. THOMPSON:  And the $11.6 amount in 2002, do I correctly understand that was an amount agreed upon by EGD and EI?


MR. MEES:  It was agreed primarily ‑- that amount was developed primarily by negotiation; that's correct.


MR. THOMPSON:  All right.  And it was then a result of that claim that the Board, in the 2003 case - where there was an envelope agreed upon, but no allocation specified - made the directions that it did with respect to getting an independent study of the new cost allocation.  We find that over on ‑‑ in the section 3.4, board findings; correct?


MR. MEES:  Yes.  We've discussed it the other day.


MR. THOMPSON:  Now, Mr. Pienaar, you were discussing a lot of things yesterday about invalid numbers.  Do you recall that?  You kept saying that the 13.5 was an invalid number, or words to that effect.  Do you recall that?


MR. PIENAAR:  Yes, I referred to the fact that the 13.5 was not the basis for a starting point of the evaluation of the RCAM methodology and the results of our evaluative report.


MR. THOMPSON:  You said, I think more than once, it was not a valid number.  Did I understand you correctly?


MR. PIENAAR:  In the context of what I just expressed, I may have said that.


MR. THOMPSON:  All right.  Looking at the $11.6 million for 2002, which apparently was agreed upon between EGD and EI because it took place under PBR, is that a valid number?


MR. PIENAAR:  I cannot express an opinion on that number, as we did not do a study in that case.


I can refer you to our historical analysis in section 2 of our CAM report in which, at the request of the intervenors, part way through the project, we did an historic analysis of how those costs were bulked up and how they would have looked in terms of CAM.  


We have two quite significant caveat sections in that historic analysis, under section 2.2 and under section 2.4.1, and I think that any of that historic analysis that we simply did is to -- in attempt to build out what it may have looked under CAM, needs to be seen in the context of those caveats that we ‑‑ that we expressed.


MR. THOMPSON:  Mr. Pienaar, when the service provider, the service recipient agree on an amount, surely that's a valid number?


MR. PIENAAR:  That's an agreed number between the two parties.  Whether that is a valid number in terms of a service-based methodology or an evaluation of a different kind of methodology, I cannot comment.  The evaluation would need to be done to know if it's valid.  It's valid to say that it was agreed between the two parties.


MR. THOMPSON:  Yes.  Well, in my context, I suggest an agreed number is certainly a valid number the parties have accepted.  You don't accept that definition of valid?


MR. PIENAAR:  I do not accept the definition of valid in the context of the service-based methodology that we have now undertaken.  That number, if we were in a position to go back and evaluate what the service methodology was, what it would generate at that point in time, it might prove that number to be quite significantly invalid.


MR. THOMPSON:  So every number needs to be reviewed by Deloitte to have validity; is that really what it boils down to?


MR. PIENAAR:  No.  I think those are your words.  What I'm saying is that they need to be evaluated in the context of the methodology that you are addressing, whether that was us evaluating it or someone else.


MR. THOMPSON:  In any event, Deloitte's was retained ‑- retainer number 1 arose out of this decision, and you will agree with me, I hope, Mr. Pienaar, that one of the concerns of the Board, expressed in paragraph 622 of the decision, was the significant increase in the corporate cost allocation budget, i.e., the 80 percent -- 88 percent increase over the 11.6 million amount billed by EI, for 2002.  

     That was one of the concerns that the -- 

     MR. PIENAAR:  That's correct.  That is correct.  

     MR. THOMPSON:  Right.  Is it fair to suggest that the Board appeared to regard the 11.6 million as a valid number? 

     MR. PIENAAR:  I cannot comment on that.  

     MR. THOMPSON:  You can't speak for them.  Okay.  

     All right.  And then, the decision describes the scope of the study, in paragraph 625, and following.  The first bullet point was to evaluate the methodology, in comparison with the Board's past decisions; correct? 

     MR. PIENAAR:  Correct.  

     MR. THOMPSON:  And the other criteria are specified in the third bullet point:  the needs of the utility was one of the factors that was to be evaluated.  Would you agree? 

     MR. PIENAAR:  That is correct.  

     MR. THOMPSON:  And then, on the next page, the Board indicated that the company might wish to develop the terms of reference with interested parties, and that the costs of the exercise could be recovered through deferral accounts.  Do you see that, in paragraph 633 and 634? 

     MR. PIENAAR:  I see that, yes.  

     MR. THOMPSON:  And that led to some consultation, as I recall it, between EGD and interested parties, with respect to an RFP to which Deloitte’s responded, and was, eventually, selected as the independent consultant.  Can you take that, subject to check? 

     MR. MEES:  I can confirm that.  That's correct.  

     MR. THOMPSON:  All right.  And, following that, there were some communications between the stakeholders - that's EGD and the ratepayer representatives - with Deloitte's, in order to get the scope of the work to be done responsive to the concerns that EI and EGD had, as well as intervenors had; is that fair? 

     MR. PIENAAR:  I understand that that did occur, at that point, yes.  

     MR. THOMPSON:  Right.  And throughout this exercise, Deloitte's was represented by John Brown.  Can you confirm that, please?  

     MR. PIENAAR:  John Brown, as I indicated yesterday, was a paid sub-contractor of Deloitte. And in those meetings, my understanding is that I participated in those meetings as the overall responsible party for Deloitte's ultimate report.  

     MR. THOMPSON:  My point is, you were not a party to those - as I recall it - to those discussions with respect to the scope of the work.  

     MR. PIENAAR:  My understanding is that there was no discussions, whatsoever, that took place between us and the stakeholders - in that kind of discussion - that I was not a party to.  And, certainly, there was no discussions that John Brown was a party to, without my presence.  

     MR. THOMPSON:  Well, you mentioned the intervenor chart, that forms part of your study, was added to the study at intervenors' request.  Were you party to that --

     MR. PIENAAR:  Absolutely. 

     MR. THOMPSON:  -- development? 

     MR. MEES:  I can confirm that he was a part of that. 

     MR. THOMPSON:  All right.  Okay, that's fine.  

     MR. PIENAAR:  If I could just clarify?  Having that chart included in that study, incurred an additional -- a significant additional amount of cost.  And why I remember it so clearly is because we didn't see, from our perspective, in terms of evaluating CAM, that it was adding significant value to the evaluation of our ultimate report.  

     So I remember it very clearly, that I was there.       

     MR. THOMPSON:  So you were of the view it was a useless exercise, is that what you're telling us? 

     MR. PIENAAR:  No.  Those aren't my words.  I said -- my words were -- I did not see -- I did not believe that we regarded it as imperative to us expressing our opinion on the evaluative -- sorry, expressing an opinion on the validity of the CAM methodology.  

     MR. THOMPSON:  In any event, I asked Mr. Mees, at transcript 111-112 of volume 9, whether the ratepayer representatives were as much your clients as EGD and EI.   And he answered in the affirmative.   

     You can take that, subject to check, or you can read it, if you wish.  

     Did you regard the ratepayer representatives, in the initial retainer, as much part of your client constituency as EGD and EI? 

     MR. PIENAAR:  Yes, we did.  We regarded the Ontario Energy Board as the party that issued the ultimate mandate, and we regarded EGD and the ratepayers as -- or, should I say, the intervenors and the ratepayers, as being crucial stakeholders to the -- to our discussion.  

     MR. THOMPSON:  Thank you.  

     Now, the report has been referred to a number of occasions.  This is found at tab 5 of the VECC brief.  This report is dated April 7th, 2004; correct?

     MR. MEES:  That's correct.  

     MR. THOMPSON:  And, Mr. Pienaar, can you just confirm what Mr. Mees said the other day:  the cost of this exercise is about $400,000?  Is that in the ballpark? 

     MR. PIENAAR:  That is correct.  

     MR. THOMPSON:  And you’ve reviewed with others that this report responds to the CAM claim being made by EGD, in the order of $22 million.  

     MR. PIENAAR:  That is correct. 

     MR. THOMPSON:  And the recommended amount -- if we just go to page 68 to get the precise words.  This is page -- sorry, 65.   No, page 68 of the report, at tab 5 of the VECC brief.  The last bullet point: 

“The opinion of Deloitte's provided to the Board and to the interested parties is as follows: 

based on the estimated impact of our recommendations on the specific costs allocated, EGD should be allowed to recover 13.4 million for corporate cost allocations for 2005.”  

     That was your professional opinion, correct? 

     MR. PIENAAR:  That is correct.  

     MR. THOMPSON:  And I believe that number was modified slightly, to $13,518,000, if I am not mistaken, or $13,513,000 -- one of those two. 

     MR. MEES:  $13,518,000 I believe.  Yes, that's correct.  

     MR. THOMPSON:  All right.  

     MR. PIENAAR:  If I could just add to that.  “Based on the estimated impact of our recommendations” means a lot more.  You want us to look through the recommendations which related to the problems with the methodology, itself, and one has to look to our recommendations as to the need for a service-based methodology, in the context of ARC.  

     And you referred to 3.4, the Board findings, the decision with reasons out of -- I think it’s the 203 finding.   And you omitted to read the balance of that sentence, which reads:

“... the study should assess how the company's proposed cost-allocation methodology compares with the Board's past decision --”

And the part that you omitted:

“-- and how it complies with the Affiliate Relationships Code for gas distribution.” 

     So in the context --

     MR. THOMPSON:  Sorry, what did I fail to read?  I read the third bullet point on page 68.  Did I miss -- 

     MR. PIENAAR:  No, I just -- well, if I'm just referring you to that first bullet point of that decision, which is under the Board's findings, which is paragraph 6.2.6. 

     MR. THOMPSON:  Well, you're back on the Board's decision, not your report. 

     MR. PIENAAR:  Sorry.  I apologize.  

     MR. THOMPSON:  Yes.       

     MR. PIENAAR:  Right.  What I'm just referring to is, our recommendations was in the context of that entire finding, and the one was how it complies with the Affiliate Relationship Code for gas distribution -- for gas distributors.  And so our recommendations, contained in -- where you referred to them, page 68 -- one has to look at the entire context of those recommendations to see why we recommended 13.5 million, and that was that we believed CAM was not an appropriate methodology to evaluate the Affiliate Relationship Code.  And we had to make various adjustments, then, that would not have been made, if the methodology had been a service-based methodology to start.  

     MR. THOMPSON:  The amount Deloitte's, in its professional opinion, recommended as reasonable for rate-making purposes, for 2005, was $13.5 million.  There is no ifs ands or buts about it, sir.  That's what you recommended.


MR. PIENAAR:  That's what we recommended in the context of our recommendations, which is the entire report.


MR. THOMPSON:  For corporate cost allocations for 2005.  We're making rates for 2005.  That's what you recommended; correct?


MR. PIENAAR:  That's what we recommended, 13.4, in that context.


MR. THOMPSON:  So that contained an input into the debate between ratepayers and EGD and EI as to what was appropriate for rates for 2005; do you understand that?


MR. PIENAAR:  Yes, I do.


MR. THOMPSON:  All right.  And that debate resulted in an agreement.  Are you aware of that?


MR. PIENAAR:  Yes, I am.


MR. THOMPSON:  And the agreement you will find at tab 2 of the VECC brief.  You will see the agreement under paragraphs 9.1, and then there is a reservation of rights under paragraph 9.1.5.  Have you looked at these two provisions before?


MR. MEES:  That was tab 3, Mr. Thompson?


MR. THOMPSON:  I'm sorry.  Did I say tab 3?  Tab 3.  My mistake.


MR. PIENAAR:  I was aware of that decision.


MR. THOMPSON:  All right.  And the parties agreed that the O&M expenses envelope of 286.5 is an envelope amount that can be spent as it wishes, and then they specifically agreed that for the purpose of future budget reviews, the companies accept the intervenors' request to allocate the O&M budget as shown in table 1, attached.


And that table allocated $13.5 million to corporate cost allocations.  Would you take that, subject to check?


MR. PIENAAR:  Yes.


MR. THOMPSON:  All right.  So that is, I suggest to you, an unequivocal agreement that the amount to be included for rate making in 2005 for corporate cost allocations was $13.5 million; do you agree?


MR. PIENAAR:  In the context of that decision, yes.


MR. THOMPSON:  All right.  And it was also an unequivocal agreement that, for the purpose of future budget reviews, the amount of $13.5 million would be the point of departure; do you agree with that?


MR. PIENAAR:  Subject to check, my reading of that last sentence appears to indicate that.


MR. THOMPSON:  All right.  Then the parties' agreement led to a Board decision approving the agreement.  Are you aware of that?  You can find that in the IGUA testimony at tab 4.  The IGUA testimony is Exhibit L11.1.


MR. PIENAAR:  We will take it, subject to check.


MR. THOMPSON:  You take that, subject to check?


MR. PIENAAR:  Yes.


MR. THOMPSON:  All right, thanks.  And in the Board's decision, it notes that it accepted the settlement proposal for the purposes of rate-making.  That's in paragraph 1.3.1, and then in paragraph 1.3.3 indicated that the settlement proposal completely settled a number of issues, and one of them was issue 9.15, corporate cost allocations, including the report.


So I suggest to you, sir, that the amount of $13.5 million for corporate cost allocations in 2005 was not only agreed to by EGD, but it became the decision amount when the Board accepted it for the purposes of rate-making; do you agree?


[Witness panel confers]


MR. MEES:  Mr. Thompson, we do agree that it was included in the Board's decision.


MR. THOMPSON:  All right.


MR. MEES:  But we've had this discussion already last Thursday.  You're missing a part of the settlement agreement, and that part was that we would bring forward a new methodology in 2006.


MR. THOMPSON:  Sorry, that is not what it says, sir.  If you look at 9.15, this settlement is without prejudice to the company's ability to bring forward a new corporate methodology in the 2006 rate case, wherein the company may seek recovery of different costs.


You were reserving your rights; that's all.


MR. MEES:  Yes, I would agree.  I just ‑‑ you just haven't been including that part in your going over it with, Mr. Pienaar.


MR. THOMPSON:  Whatever you brought forward was to be evaluated, I suggest, in the context of the agreement that was made about $13.5 million being the number used for future budget reviews.  I thought you and I had agreed on this.  I was trying to just get the Deloitte people on side.


MR. PIENAAR:  Well, let me give you our view, then, with regard to that.


We did not approach this from an attempt to justify the 13.5 million.  We were asked to develop a new methodology and -- which we did, and that methodology produced a number, and we did that in isolation of the 13.5.  In other words, I think I mentioned this yesterday, Madam Chair.  We weren't attempting to justify 13.5 or to justify 22.2 at the point that we started developing the methodology.  We developed it, and it produced a number.  


At that point, we were asked to evaluate whether that number was fair.  We evaluated it and found it wasn't entirely fair.  It needed to have an adjustment of 1.8.


 So in the context of that on its own merits, on the basis of the criteria we have mentioned a number of times, which was the Affiliate Relationships Code, regulatory precedent and our own recommendations that are referred to in CAM report, we have now justified the 21.4 million on that basis alone.


So it happens to be different from the number that was approved by the decision.  We respect that decision that was made, but that wasn't the departure point for us, then.


MR. THOMPSON:  I know that is what you did, Mr. Pienaar.  You've ignored the agreed-upon baseline in your analysis.  You proceeded as if it didn't exist, which is exactly what you just said.


MR. PIENAAR:  And I understand by that, because I don't believe that our departure point would have been ‑‑ our departure point for developing a new methodology would not have been appropriate if we started with 13.5 and said, Now let's develop a new methodology and see if we can increase that number.  That would have been totally ‑‑ it would have had no integrity whatsoever.  Our professional integrity would have been at stake.


So to actually provide a valuable methodology, we were obliged to not take account of that number, and develop a methodology and let the methodology stand on its own merits on the basis of the criteria that we set up for the development of the new methodology.  


And, as I said, the 13.5 was never a part of the criteria.  I would like to add that on the record.  I've said what the criteria were; 13.5 was not a part of that criteria.  I say I respect the Board's decision, but it wasn't a part of our criteria.


MR. THOMPSON:  So that's the whole point, Mr. Pienaar.  Your evidence flies in the face of this agreement.  You ignore the 13.5 million baseline.


MR. PIENAAR:  We were not asked to ‑‑ in this particular case, our mandate was not issued by the intervenors.  


MR. SHEPHERD:  We know that.


MR. PIENAAR:  If our mandate had been issued directly by the intervenors, then clearly our departure point would have been totally different, but it was not.  It was issued by Enbridge Inc. and Enbridge Gas to develop a new service‑based methodology.  I can't say that any other way.


MR. THOMPSON:  All right.  Well, let me move on.  It takes us now to the retainer number 2.  There are three of them.  There's the retainer to help EGD and EI, what you just described, come up with something new, and then the third one is to do the so‑called independent study on what you did to help them to come up with something new.


So let me just flesh out the context of the precursors to retainer number 2.  You had a discussion with Mr. Shepherd, but you never answered his question, which was:  Did Deloitte approach EGD and EI first with respect to retainer number 2?  You went on at length about how your report indicated further study was to be done, and so on, and he asked you who approached whom.  

     MR. PIENAAR:  Well, let me make it absolutely clear.  We produced our CAM report recommendations and, in the context of any further work, the first communication came from Mr. Mees directly to me.  

     MR. THOMPSON:  All right.  So EGD approached Deloitte's.  Is that correct, Mr. Mees? 

     MR. MEES:  That is correct.  

     MR. THOMPSON:  Okay.  And when did that happen? 

     MR. MEES:  As I indicated yesterday, with Mr. Shepherd, it was in early July, I believe.  

     MR. THOMPSON:  Okay.  So it was after the agreement was signed, not before? 

     MR. MEES:  Certainly.  

     MR. THOMPSON:  Thank you.  Now, that -- those discussions between Deloitte's and EGD, was somebody from EI involved in the initial discussions?  That wasn't clear to me yesterday, if you said whether there was or there wasn't.  

     MR. PIENAAR:  I can tell you how I recall.  I had a call from Mr. Mees that said -- that referred to the decision of the Board, and the fact that they had reserved the right to develop a new methodology, that they were wanting to exercise that right, and invited me to come to a meeting to discuss it further.  And at that meeting, members of EI and EGD were both present, as I recall it.  

     MR. THOMPSON:  Okay.  So the collaborative group was collaborating at that time -- collaborative being EI and EGD.  

     I wanted to take you to the IGUA Interrogatory Response 65, that has the letter agreement that eventually culminated from these meetings, that you were discussing with Mr. Shepherd.   And that's found at tab 12 of the VECC brief.  Would you turn that up, please.  

     MR. PIENAAR:  One second, sir.  I have that now. 

     MR. THOMPSON:  You have that, Mr. Pienaar?  Thanks.  

     Just in terms of timing, if you would go, first of all, to page 7 of 10, it talks about key milestones and it references a project kick-off workshop, July 20th, 2004, which is actually a couple of weeks before the letter agreement is signed.  

     So I take it you were up and running before the agreement was actually signed.  

     MR. PIENAAR:  Yes.  Before the final crossing of the Ts and -- but the document is -- was after that.

     MR. THOMPSON:  Okay.  All right.  Now, back to page 1, to see what the initial scope of the work was.  In the first paragraph, you set out:  

“We are pleased to provide you with an engagement letter outlining Deloitte's role in assisting Enbridge Gas Distribution in developing a new cost-allocation methodology, CAM, to govern relations between Enbridge Inc., EI corporate office and EGD, the regulated utility in Ottawa.” 

     Do you see that?

     MR. PIENAAR:  The first paragraph of the engagement letter?  Yes. 

     MR. THOMPSON:  And when the work started, was it your expectation that what you were doing would actually influence the amounts being paid by EGD to EI? 

     In other words, were you -- did you believe that you were developing a new cost-allocation methodology to govern the allocations? 

     MR. PIENAAR:  Sorry.  I just did some conference, there.  Can you just repeat the question? 

     MR. THOMPSON:  When you started down this road with EGD and EI, did you understand that you would be developing a new cost-allocation methodology to actually govern the allocations, i.e., what would be paid by EI to EGD? 

     MR. PIENAAR:  Yes, we did.  

     MR. THOMPSON:  All right.  

     MR. PIENAAR:  At that point in time we anticipated.  That was subsequently changed, but at that point we were -- 

     MR. THOMPSON:  Okay.

     MR. PIENAAR:  -- as we signed this letter.  

     MR. THOMPSON:  Right.  And then, at some point -- and it was called, in this letter, "CAM" -- C-A-M.  But at some point, it converted into RCAM, which is not a methodology that actually governs allocations; it's a methodology that is developed solely for the presentation of a claim in a rate case.  

     When did that happen?  When did it change in character? 

     MR. TOTH:  It was just a naming change that was made, Madam Chair, because of the confusion of the CAM that currently exists, and then the new methodology.  So we called it “RCAM” just to try to distinguish the two.  

     A particular point in time when that was made I’m unaware, but it did develop, probably, early on in the project.  

     MR. THOMPSON:  Well, give me some flesh on the bones.  How did it transpire that what you believed was a mandate to develop a new cost-allocation methodology that would actually govern the allocations to be paid between EI and EGD --  

     MR. PIENAAR:  Mr. Thompson --      

     MR. THOMPSON:  What prompted the change to, Well, let's stick with the existing CAM methodology, but try and develop something solely for the purposes of the rate case. 

     MR. BROWN:  If I could speak, Madam Chair? 

     MR. THOMPSON:  Well I would like to get an answer from the Deloitte witnesses, first, and then you can add something, Mr. Brown.  

     MR. PIENAAR:  To be honest, I can't remember the exact date and the exact timing that that occurred.  And I can't know what was in the minds of EI and EGD, at the point that they actually asked us to join them.  

     But, if you look at where what you referred to on page 7, we had the project kick-off workshop, we had steering committee review meetings, we had some intervenor communication and validation sessions which we planned to do - however, there is no timing on those - which we did do.  And then there was key conceptual-design decisions made.   

     So between that -- somewhere in between that time, I would assume that a decision was made.  It was early on in the project -- in the early stage.  And I believe that we would probably have made the decision, and become fully aware of exactly how that was going to be constructed, by August the 15th.  So that's a fair date to select, which, as you can see, is two weeks after the signing of this engagement letter.  

     MR. THOMPSON:  So by August 15th, you knew that you were no longer being retained to develop something that would govern the amounts to be paid by EI to -- by EGD to EI.  You were now involved in an exercise of developing something solely for the purpose of supporting claims in a rate case; is that fair?  You knew that by mid-August? 

     MR. PIENAAR:  I believe that we would have known by mid-August that we were supporting a cost-allocation methodology that was going to govern costs -- well, that was going to “govern” - the word I used - the cost allocations between Enbridge Inc. and EGD.  In other words, cost allocations for the purpose of the rate case were -- we were designing - and I think we’ve actually said this before - that the focus of this methodology was for EGD, because of the regulatory requirements that we've described, ARC and the Ontario Energy Board's requirements.  

     MR. THOMPSON:  So by mid-August you knew, that for the purposes of determining the actual payments between EGD and EI, EI planned to continue to apply CAM, the existing methodology; is that fair? 

     MR. PIENAAR:  Yes.  

     MR. THOMPSON:  All right.  So you knew you were involved in an exercise of developing something that only had relevance to a rate-case claim.  It wouldn't govern costs being paid, at all.       

MR. PIENAAR:  It wouldn't govern the cost allocations across the entire Enbridge set of affiliates.  But it would be used for the -- in the context of the Ontario-based regulation.  

     MR. THOMPSON:  All right.  And, professionally, how did you feel about that?  I would characterize that as, substantially, a hypothetical exercise.  How did you feel about now going down a road trying to develop a methodology, the only purpose of which was to get a regulator to act on it? 


MR. PIENAAR:  I didn't have a problem with that, because I know that Enbridge Inc. has non‑regulated entities and regulated entities, and, for sure, if the non‑regulated entities would not necessarily agree with the regulated ‑‑ with a methodology that we would develop for a regulated context -- cost allocation methodologies in a non‑regulated environment are very often focussed on fundamentally different things, including performance of the entities.


So I had no problem with the fact ‑‑ in fact, to be honest, I thought that was probably a good idea, because Ontario has certain regulations that Enbridge Inc. has to meet when they are allocating costs, and so we were developing a methodology for the Ontario-regulated entity, which may not apply to regulated entities, even regulated entities in other jurisdictions, let alone non‑regulated entities.


So that wasn't particularly a concern to me.


MR. THOMPSON:  Right.  But do I understand correctly, Mr. Pienaar, that the decision to stick with CAM for the purposes of the real world, but to go with RCAM for the purposes of the regulatory world, was an EI/EGD decision?  It wasn't a Deloitte idea?


MR. PIENAAR:  That was an EI/EGD decision to stick with CAM for the balance of the organization.


MR. THOMPSON:  Were you asked to comment on it?


MR. PIENAAR:  We weren't asked specifically to develop a paper or comment on that at all.


MR. THOMPSON:  All right.  In any event, you carried on with the scope of the work as you've described.  Now, the flat fee for this work, on page 9 of 10, was supposed to be $400,000, plus taxes; is that right?


MR. PIENAAR:  That is correct.


MR. THOMPSON:  And then the expert witness fees were to be in addition?


MR. PIENAAR:  That is correct.


MR. THOMPSON:  All right.  And now the response to IGUA 65 indicates that when this response was written, we were between $900,000 and $1 million of fees for Deloitte.  That included the original scope of the work, then some modifications to it, plus the evaluation report?


MR. PIENAAR:  If I'm not mistaken, I should refer to you ‑‑ you should refer me to where you're ‑‑


MR. THOMPSON:  It's the first page of this same document.


MR. PIENAAR:  Yes, but is that number ...

     [Witness panel confers]


MR. THOMPSON:  Total charge for RCAM is 723,302, and then there is another 214,230 over and above that.


MR. PIENAAR:  Yes.  The answer to that is in the affirmative.  That would include all of the -‑ that's not just the fees.  So that is fees and expenses and everything else that would be included in our invoicing, including ‑‑ I believe including GST, or to the extent that we were charging to Enbridge Gas.


MR. THOMPSON:  Right.  But that was as of the response to this interrogatory.  Where are we now in the total costs of this exercise, this RCAM exercise, including the so‑called independent evaluation of it?  What's the total damage so far?


MR. MEES:  I can comment.  Right now, based on all of the invoices we received, as filed in that interrogatory, but once we come out of this, we will have to deal with it at that point.


MR. THOMPSON:  There's some more, all right.  Well, I won't ask you to forecast your -- the estimate for this exercise in the hearing room.


Now, in terms of the retainer agreement that we've been discussing, this document attached to the response to IGUA 65, you will agree with me that the ratepayer groups had no involvement in the formulation of this second retainer?  You pointed out that EI and EGD retained you, and then had the ratepayers been involved, it might have been something entirely different.


MR. PIENAAR:  They had ‑‑ as I recall it, there was no involvement of the intervenors prior to us ‑‑ that I was party to or Deloitte was a party to, prior to the signing of the agreements.


There was three stakeholder meetings during the course of the project, at which we shared with them the progress on the project and what we were intending to do and not to.  That happened, I think, September and November of 2004.  So the first one was 10th of September 2004, and then November was the second one.


MR. THOMPSON:  I think what you better do there is, any written information pertaining to those stakeholder meetings ‑‑ were there minutes kept, Mr. Mees?


MR. MEES:  I am not sure whether there was or wasn't.  I think there is a general ‑‑ I just don't recollect if minutes were distributed.


MR. PIENAAR:  And there was -- we prepared documentation, so we do have our presentations.


MR. THOMPSON:  What I would ask you to do is this, to just produce, by way of undertaking, the paper that relates to those stakeholder meetings, because my recollection of them and yours may be somewhat different.  I think if we have the paper ‑‑


MR. PIENAAR:  I believe you were not at the second meeting, and my recollection is that you were ‑‑ I believe it was the first meeting.  You were at one, but you were not at the second, and I'm not sure about the third.


MR. THOMPSON:  Well, we may well have had a representative there.


MR. PIENAAR:  I think you had a representative at the second meeting.


MR. THOMPSON:  So I would like an undertaking just to file that paper.


MR. MEES:  Just so I can clarify, just the paper related to corporate cost allocation, not all documents in that stakeholder ‑‑


MR. THOMPSON:  All of the documents, because these meetings were not just dealing with this topic.  They were dealing with many topics.


MR. MEES:  Okay.  So it is all documents prepared for those two meetings or three meetings?


MR. THOMPSON:  Correct.


MR. BATTISTA:  That will be numbered as undertaking J12.5.

UNDERTAKING NO. J12.5:  PAPER RELATING TO RETAINER MEETINGS
     MR. THOMPSON:  Thank you.  But unlike the first retainer, where you said you felt you were acting for the OEB and EI and EGD, and the ratepayer interests were in the sort of constituency of your clients, if I can use that, this is not what the second retainer was all about; fair?


MR. PIENAAR:  No.  The second retainer, we were asked by EI and EGD to develop a ‑‑ the new methodology.


MR. THOMPSON:  EGD never asked and, to my knowledge, Deloitte never asked for or obtained an informed consent from ratepayers with respect to retainer number 2; am I correct?


MR. PIENAAR:  That is correct.  And I would say that the ‑- why we didn't actually insist on that ‑ although we were actually a party to requesting that at the three stakeholder meetings, which was the composite stakeholder meetings - we were a party to suggest that, in fact, we did have meetings with the intervenors.  So Deloitte wanted to have that interaction with the intervenors. 


But at the time that we signed the agreement, it is important to note that there are two components.  Item number 5 and item number 6 on our agreement, in the table on page 2, at the time ‑‑


MR. THOMPSON:  What are we referring to now, sorry?


MR. PIENAAR:  I'm referring to the engagement letter, under IGUA 65.  I'm referring to the table --


MR. THOMPSON:  Right.


MR. PIENAAR:  ‑‑ on page 2, and I will draw your attention to the fact that at the time that we signed the agreement, we were not ‑‑ we only ‑‑ I will take you to item 5 and item 6.


We -‑ we were contracted not to develop the electronic cost allocation model, but to provide very limited support to EGD, who would develop that, and then we were -- at that point, we were not asked -- we would provide no support to EGD in the calculation of the 2006 allocation.


So at the point that we signed this letter, we were largely developing the methodology.  Subsequent to the project starting - hence, you get the increase in the price that you've referred to - it became clear that the skills that were required to do the development of the ‑‑ because there was particular modelling skills that were required in developing some of the macros in the electronic cost allocation methodology, we agreed to develop the model and to train the Enbridge Inc. individuals to run the model when we left, and, secondly, it then became evident we would need to assist significantly in calculating the actual allocations themselves.


Now, in addition to that, we were then subsequently asked, in a separate mandate, to evaluate these numbers.  But, as you can see, at the starting point, that is not what we ‑‑ and that would be the reason that we wouldn't even have had a discussion with Enbridge Inc. as to -- if we were going to do the calculation of the cost, or do an evaluative report, that we probably needed the stakeholder discussion at that point in time, or, should I say, an intervenor discussion.  

     MR. THOMPSON:  Well, I think what you're saying is this:  The initial scope of the work wasn't quite as broad as it ultimately became.  

     MR. PIENAAR:  Correct.  

     MR. THOMPSON:  All right.  And what it ultimately -- you became, sort of, heavily involved as time passed, is the way I’d paraphrase what you're telling me; is that fair? 

     MR. PIENAAR:  We became heavily involved because of the specific tasks that were added to the mandate.  

     MR. THOMPSON:  All right.  But never, at any time, did you seek an informed consent from the stakeholders, i.e., the ratepayer groups, with respect to retainer 1.  

     MR. PIENAAR:  Right.  I do not believe that that would have been our prerogative, to insist that we had that approval.  I believe that would have been Enbridge Inc.'s prerogative to insist -- to solicit that approval.  

     MR. MEES:  And, as I indicated the other day, Mr. Thompson, I believe, as part of the stakeholder meetings, that we were trying to get your feedback and input so that we could make any changes that we wanted.  Unfortunately, I don't think you saw it that way, but that’s how -- I thought it was clear in how I was coming across during that, so --

     MR. THOMPSON:  Well, we’ll leave that.  

     All right.  So that didn’t -- you didn't have any professional anxiety about that failure, Mr. Pienaar, obviously. 

     MR. PIENAAR:  Not at the time that we signed this document, no.  

     And then at the time, as Mr. Mees indicated, subsequent to the extension of our mandate, we solicited -- we had a discussion to request the intervenors' participation.  

     MR. THOMPSON:  All right.  

      Well, let's -- Madam Chair, I'm not going to finish by 12:00.  I don't know if you want to break at 12, or -- I might do it by 12:30.  

     MS. NOWINA:  I think we’ll break, Mr. Thompson, and you can resume after lunch.  

     MR. THOMPSON:  All right.  There is just one last area on these letter agreements that I’d like to cover, if I could.  

     MS. NOWINA:  All right.  

     MR. THOMPSON:  Madam Chair, it will take me a couple of minutes, I think.  Maybe we better break, and I’ll hopefully shorten it up.  Thank you, very much.  

     MS. NOWINA:  All right.  We will break, and we will resume at 1:15.  


‑‑‑ Luncheon recess taken at 12:00 p.m. 


‑‑‑ On resuming at 1:20 p.m.


MS. NOWINA:  Please be seated.  Are there any preliminary matters?


PRELIMINARY MATTERS:

MS. PERSAD:  Madam Chairman, because we have two panels waiting to come on to the stand downstairs, I was wondering if we might get an indication from parties in the room as to how much time they would have for cross‑examination left over for this panel, and then for cross‑examination of the O&M operations panel.


MS. NOWINA:  All right, Ms. Persad.  Mr. Thompson?


MR. THOMPSON:  Yes, I think I'll be until 2 o'clock with this panel.  And on the first O&M panel, I think Mr. Shepherd is going first, but I would expect to be 20 to 30 minutes.


MS. NOWINA:  Before we leave this panel, Mr. Millar, how much time do you think?


MR. MILLAR:  I have a couple of questions, Madam Chair, but probably not in excess of ten minutes.


MS. NOWINA:  All right, thank you.  So that would take us to your re-direct of this panel, Ms. Persad.


MS. PERSAD:  Which, as it stands now, is very short.


MS. NOWINA:  All right.  So for the other panel, other parties, do you have an estimate?


MR. SHEPHERD:  Madam Chair, I have ‑‑ before I saw this new exhibit, I had ten minutes.  Now it looks like I have about 30 minutes, but it certainly won't be more than that.


MS. NOWINA:  Thank you.  Mr. Dingwall.


MR. DINGWALL:  I'm estimating a firm 30 minutes.


MR. ADAMS:  Ten minutes for O&M.


MS. NOWINA:  Yes, Mr. Adams, thank you.  Sorry, Mr. De Vellis, I couldn't see you behind Mr. Shepherd.  Mr. De Vellis.


MR. De VELLIS:  I don't anticipate any questions for the O&M panel, Madame Chair.


MS. NOWINA:  Does that help you, Ms. Persad?


MS. PERSAD:  Yes.  Thank you very much.


MS. NOWINA:  All right.  Mr. Thompson.
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CROSS‑EXAMINATION BY MR. THOMPSON:  [Cont’d]

MR. THOMPSON:  Thank you, Madam Chair.  When we broke, Mr. Pienaar, we were talking about retainer number 1, and I just want to try and quickly wrap that up, if I could.


You indicated that this started ‑‑ this work started around July; that its scope changed roughly by mid August.  And how long did the work take, or is it still ongoing?  This is the new cost allocation methodology/RCAM retainer.


MR. PIENAAR:  Our report was submitted as indicated.  The date of the report was the 24th of ‑‑ our evaluative report was completed on?


MR. THOMPSON:  Yes.  That's the evaluative report you're referring to?


MR. PIENAAR:  Well, I'm going to answer it in that way.  Our evaluative report was completed on February 23rd.


MR. THOMPSON:  Right.


MR. PIENAAR:  And that completed the mandate for the second project, which ‑‑ and at that point our work, other than the time and materials work for this particular ‑‑ these interrogatories ‑‑ these intervenors here ‑‑ sorry, for this rate case session, our project work is over.  So we're not doing any further work on the service methodology at this point in time.  We haven't done for a few months.


MR. THOMPSON:  All right.  Well, we saw earlier the service schedules were -- the sign-off on them in March.  I got the impression that you folks were working on those service schedules at that time.  Am I mistaken?


MR. TOTH:  We did not work on the service schedules past the evaluative report date.


MR. PIENAAR:  The service schedules were completed.  At that point in time, they were in the hands of Enbridge Gas to get signatures from the various parties on the ‑‑


MR. THOMPSON:  Okay.  So you weren't involved in the actual obtaining of signatures on the reports.  This was all handled by Enbridge Gas?


MR. PIENAAR:  That is correct.


MR. TOTH:  Correct.


MR. THOMPSON:  Okay, thanks.  And so you have no ongoing role to play with respect to what I call project number 1?


MR. TOTH:  Correct.


MR. THOMPSON:  Thank you.  Now, in terms of the change of the mandate, there are just a couple of pieces here that I wanted to draw to your attention.


First of all, in the original mandate which we were discussing before the luncheon break -- this is at tab 12 of the VECC brief, and it's the August 4, 2004 letter agreement, which on page 10 indicates it was signed by Enbridge, it appears to be on September 20th, '04; is that right, Mr. Mees?  Can you confirm that for me?


MR. MEES:  Yes, I can.


MR. THOMPSON:  And then it was signed earlier by Deloitte, September 14, 2004; is that correct, Mr. Pienaar?


MR. PIENAAR:  That's correct.


MR. THOMPSON:  All right.  And in the scope of the work as originally conceived, we had some discussion about page 1 and you drew my attention to page 2.  I note that item 3, what was originally conceived was work stream entitled "Implement time tracking process re CAM".  Do you see that?


MR. PIENAAR:  Yes, I do.


MR. THOMPSON:  And Deloitte was to lead that exercise, and then there's a lot of detail on that on page 4 of the letter agreement; correct?


MR. PIENAAR:  That is correct.


MR. THOMPSON:  And do I interpret this fairly to mean that at that time, what was contemplated was implementing what I call a contemporaneous time recording system?


MR. PIENAAR:  That is correct.


MR. THOMPSON:  All right.  And this involved a number of items, including there's a reference to the PeopleSoft time tracking roll-out process that was supposed to go live November 15th, 2004.  Do I understand that to be some sort of daily recording computer operation?


MR. PIENAAR:  The PeopleSoft system is actually a full ‑‑ it's a human resource system dealing with multiple components of human resources.  It's not specifically a time-tracking mechanism.  We were ‑‑


MR. THOMPSON:  Okay.


MR. TOTH:  It's just one module of many modules in the PeopleSoft HR application.


MR. THOMPSON:  But there was -- the vision was ‑ and Enbridge bought into this initially ‑ that you would have what I call daily or contemporaneous -- it might not have been daily, but it would be contemporaneous time recording?


MR. PIENAAR:  Yes.  As it states in work stream number 3, part of our exercise, as planned, was to review external time-tracking processes adopted by regulated utilities, which we did, and to participate in the decision-making process to determine the approach to be taken, which included the possibility of ‑‑ those are the first two bullet points under work stream 3 on that page, which included the possibility of us using the PeopleSoft system to do, as you call it, a contemporaneous time tracking.


MR. THOMPSON:  Right.  Well, you're also contemplating manual time tracking, a manual time-tracking pilot, I see, in one of those bullet points.


MR. PIENAAR:  We did.


MR. THOMPSON:  You would evaluate that.


MR. PIENAAR:  Correct.  We would evaluate whether that would be beneficial.


MR. THOMPSON:  And I suggest to you that that vision of the scope of the work was consistent with your earlier report, which, if you flip back to tab 5 at pages 56 and 57, we see the Deloitte opinion about time estimates.  Do you have those pages, panel?


This is tab 5 of the VECC brief, pages 56 and 57.


MR. TOTH:  Right here.


[Witness panel confers]


MR. PIENAAR:  Yes.  As you will see in that conclusion under 6.4.5.3, in the calculation, we do refer to time estimates.


MR. THOMPSON:  Yes.


MR. PIENAAR:  The department manager responsible for developing time estimates.  So we use the word "time estimates", "time tracking", et cetera, in a generic sense.  You're right.


MR. THOMPSON:  All right.  So we're looking at -- on page 56, there's a heading 6.4.5, "Time Estimates".  There's text, and then over on page 56 -- sorry, I guess that was 55 I referred to a moment ago.  Fifty-six, there's the Deloitte opinion.  Do you see that?  Are we on the same page?


MR. PIENAAR:  Yes, I've got it.

MR. THOMPSON:  Okay.  And in the second paragraph you

say:   

“Documented time support such as time reports or daytimer records will generally be the preferred and most accurate basis for establishing the time that employees spend on an affiliate or an activity.  In the future, EI should employ documented time support in allocating the cost of employees and related costs.  Alternatives should only -- should be used only where it is expected that the alternatives will produce results that are not materially different.  For example, where an employee does work for -- work only for EGD, there's no need for the employee to fill out time records.”  

     That was your opinion as of April 2004.  Correct? 

     MR. PIENAAR:  That is correct. 

     MR. THOMPSON:  And there is text to the same effect in the last bullet point, on the next page.  

     MR. PIENAAR:  That is correct.  

     MR. THOMPSON:  All right.  And then, when we come forward -- so that's -- consistent with that opinion, we had this time-tracker scope of the work in the initial retainer letter; fair? 

     MR. PIENAAR:  Sorry, I apologize.  My cell phone went off in that last sentence of yours, if you just want to repeat it.  

     MR. THOMPSON:  I'm not calling you, sir.  

     MR. PIENAAR:  I apologize for that.  

     MR. THOMPSON:  Okay.  Anyway, I said, consistent with the opinion in your April report, you had the implement time-tracking provisions in the initial retainer letter.  

     MR. PIENAAR:  Yes.  

     MR. THOMPSON:  All right.  

     MR. PIENAAR:  Matter of time-tracking process. 

     MR. THOMPSON:  And that contemplated contemporaneous recording.  

     And then, if we just come forward to when the scope of the work changed, and I would like you to turn to page -- if we could, it's page 23, under this exhibit number.  So it’s Exhibit I, tab 11.  I think it’s schedule 65, page 23.  We see in October 2004 a letter pertaining to the scope of the work.  

     And you’ll see at the bottom of page 1, and over to the top of page 2 -- perhaps we could start on page 2 of this letter -- 

     MR. PIENAAR:  Mm-hmm. 

     MR. THOMPSON:  -- a decision to realign from a time-tracking, docketing system, “PeopleSoft”, to a time-estimation study.  And you said a decision was made, five weeks into the RCAM project, not to pursue a detailed, time-tracking, docketing solution on “PeopleSoft.”  Do you see that? 

     MR. PIENAAR:  I do. 

     MR. THOMPSON:  And that decision was the decision of EGD and EI?  Or, can you help me with -- 

     MR. PIENAAR:  Yes.  That decision was a joint decision.  We discussed the pros and cons of attempting to align the mandate that we had, and the time-lines of this mandate, with the implementation of the PeopleSoft payroll system, which was -- one particular issue was the actual trying to align their time-line.  

     Secondly, we then discussed the benefits of a - as you referred to it - a contemporaneous time-tracking mechanism, over the benefits of a time-estimation mechanism.  We, also - as we indicated we would - we conducted a survey of other utilities to establish what mechanisms they were using.  And we found significant support in - I think it was - 10 out of the 13 utilities that used time-estimation.  Some of them used it in conjunction with time-tracking; some of it used it in isolation.   

     And we evaluated that, as a team, and we elected to move to a time-estimation system.  

     And I would refer you to Schools 20, where we set out our view on -- there was a question asked about time-docketing.  And I think time-docketing, the way the question was asked, was implying the contemporaneous mechanism, which you described.  

     And where we describe - and I think we referred to this, yesterday - that, ultimately, it becomes an issue of how regularly you record time, so whether you -- if you're doing a time-estimation either annually, every six months or every two weeks.   And as I mentioned yesterday, accountants and lawyers, because they are billing, are obliged to develop time-tracking systems for -- you know, on a very short-term basis -- or time-docketing systems, or contemporaneous tracking systems, all of them historic.  

     And it’s just a question of how much extra benefit you get out of the systems costs that would have been incurred to attempt to get this time-mechanism into the then -- the payroll and PeopleSoft development system that was already underway, in the time-lines.   And we decided it was -- we wouldn't -- the incremental benefit, in our judgment, was not worth it.   And so we recommended a time estimate.  

     MR. THOMPSON:  All right.  And all that happened about five weeks into the project, according to this letter I just referred you to?  

     MR. PIENAAR:  Was that five weeks into the project? 

     MR. THOMPSON:  Yes, well, that's what your letter says.  I don't know if it was five weeks into the project.  That's what your letter says. 

     MR. PIENAAR:  Yes.  It was.  Five weeks into --

     MR. THOMPSON:  That puts us into August, roughly. 

     MR. PIENAAR:  Yes.  Correct.  

     MR. THOMPSON:  It's around the same time that the decision was made to go with RCAM as a regulatory-presentation-only scheme. 

     MR. PIENAAR:  It would have, coincidentally, been around the same time, because, remember, running a project of this type, as you can see, and as you pointed out on an earlier schedule, there was a target milestone date for various activities.  The project kick-off workshop, as you indicated, was July 20th, and key conceptual-design decisions were made on August the 15th.  This implied that we had multiple meetings, as a team, considering the various set-up decisions for the project.  So we had to make the decisions on time estimation as fast as we possibly could, because it was going to take, we knew, a long time, whether we were going with the payroll system or whether we were going with a time-estimation system:  we had to make decisions -- all the other decisions.  So there were multiple workshops going along, and various decisions were being made, as we were moving along. 

     MR. THOMPSON:  We know that Enbridge Inc. people didn't record time then, and they don't record time now, on a contemporaneous basis; is that fair? 

     MR. BROWN:  I believe that’s fair, Mr. Thompson.  As far as I understand, the new PeopleSoft system is an exception time-based system, whereby vacations, sick days, et cetera, are recorded.  

     MR. THOMPSON:  And is it fair, Mr. Brown, to say that Enbridge Inc. individuals aren't accustomed to recording their time on a contemporaneous basis?  They're not fee—for-service individuals.  

     MR. BROWN:  That's fair to say.  In this project, people use their calendars, their daytimers.  We do not have a system to capture time.  

     MR. THOMPSON:  Mr. Pienaar, is it fair to say that this decision to abandon the time-tracking feature of the initial retainer is inconsistent with your initial report? 

     MR. PIENAAR:  If you could direct me to a reference as to where it’s inconsistent --

     MR. THOMPSON:  Yes.  I read -- 

     MR. PIENAAR:  -- with the report? 

     MR. THOMPSON:   -- into the initial report, at page 56 and 57, that I drew your attention to -- 

     MR. PIENAAR:  No, I do not -- no, the answer --      

     MR. THOMPSON:  

“-- that alternatives should be used only where it's expected; where the alternatives will produce results that are not materially different.  For example, where an employee does work only for EGD, there's no need for the employee to fill out time records.”  

     What we have here is a whole bunch of employees doing little pieces of work for Enbridge Gas Distribution, as I understand the evidence.  

     MR. PIENAAR:  So, in answer -- 

     MR. THOMPSON:  Is that not -- 

     MR. PIENAAR:  In answer to your question, which is, Is it inconsistent?  The answer is “no.”  The key words in those two references that you mentioned is "expected" -- “where it is expected that alternatives will produce.”  We expected it to produce -- as I mentioned, we believed the incremental benefit was small.  And the other keywords that you mentioned yourself was "for example".  

     And so we do not believe that it's inconsistent, at all, with our opinion.  Our opinion was suggesting that time be used as a mechanism for allocating costs, wherever possible.  That's the gist of what we're saying.   And a mechanism be sought that is appropriate to the company in its circumstances for recording the time that is spent delivering the services and delivering to particular affiliates.  So I do not believe it is inconsistent.


MR. THOMPSON:  Well, I will come back to this in one moment.  I want to just quickly move into retainer number 3.  This is the retainer pertaining to doing the evaluation report.


In the midst of while this is all going on, you take on retainer number 3, and the letter pertaining to that retainer is at the same tab and it's November the 15th of 2004; am I correct?


MR. PIENAAR:  That is correct.


MR. THOMPSON:  And it's at page -‑ it's attachment 2 to this Exhibit I, tab 11, schedule 65, again, under tab 12 of the VECC brief.


MR. PIENAAR:  I have it, yes.


MR. THOMPSON:  Are we all on the same page?


MR. PIENAAR:  I believe so.


MR. THOMPSON:  The reference is "Re evaluative report on the new regulatory cost allocation methodology".  So you're now in the midst of the work, and then you're asked to provide ‑‑ to evaluate and report on your own work, as Mr. Shepherd put it to you yesterday; correct?


MR. PIENAAR:  That is correct, that we were asked that -- as it is worded on page 2.  It's worded:

"In the context of the August engagement, EGD requested Deloitte, key words, upon completion of the August engagement to prepare an evaluative report."


MR. THOMPSON:  Now, in the company's pre-filed evidence, this is Exhibit A, tab 10, schedule 1, page 3 of 4.  The request for this report is described in paragraph 9 under the heading "RCAM Independent Review".  Do you see that, Mr. Pienaar?


MR. PIENAAR:  I have that, yes.


MR. THOMPSON:  Now, did you understand that what Enbridge was asking for was a so‑called independent review of the work you were doing to assist them for regulatory purposes?


MR. PIENAAR:  Yes, we understood what they required.


MR. THOMPSON:  All right, but did you understand it was going to be characterized as an independent review?


MR. PIENAAR:  Yes, we heard that ‑‑ we did.


MR. THOMPSON:  You did?


MR. PIENAAR:  Yes, we did.


MR. THOMPSON:  And you accepted this retainer, which had a fixed fee of $175,000, plus applicable taxes?  That you can find on page 4 of 6 of the letter.


MR. PIENAAR:  Yes.


MR. THOMPSON:  Correct?


MR. PIENAAR:  Correct.


MR. THOMPSON:  Now, there been over-runs on that work?  Does this come up to the 200-and-something thousand that is in the ‑‑


MR. PIENAAR:  The 212,000 is including taxes and expenses, so there were no over-runs on that work, subject to check.


MR. THOMPSON:  Well, you were evaluating your own work that was in progress, and you have already acknowledged that can't possibly be perceived to be as independent; correct.


MR. PIENAAR:  We have agreed that we weren't treated independent by current market standards, and there's multiple ways of interpreting independence, but we were paid by Enbridge to advise on the preparation of RCAM.  We were paid by Enbridge to prepare the evaluative report.  In that context, one could not characterize it entirely as independence by current market standards.  


And I think we also added that why we were satisfied with that, because I'm sure that is where you're headed, is that -- we were satisfied with that because the key question, we believe, was not really truly whether we were independent, because we were doing what we considered a criteria-based evaluation.  So we were doing an evaluation where the criteria were set up and we were going to evaluate whether it met the criteria themselves.


MR. THOMPSON:  Well, you just told me a moment ago you knew that Enbridge wanted a so‑called independent report evaluating this work.


You clearly were not independent.  It was your own work; correct?


MR. PIENAAR:  I've answered that.


MR. THOMPSON:  You have a clear conflict of interest.


MR. PIENAAR:  I answered the question.  We were asked if we could conduct this report independently, and we said, yes, we could, and I think I have also, on record -- as indicating that there was absolutely no undue influence placed on us in the evaluation of our report -- sorry, in the evaluation of RCAM, as indicated by the fact that we recommended an adjustment of $1.873 million.


MR. THOMPSON:  So you rationalized, sir, how you could take this task on, despite the fact you're evaluating your own work.  You concluded you were independent somehow; is that what you're telling me?


MR. PIENAAR:  No, we did not conclude that we were independent by market standards.


MR. THOMPSON:  Well, by Pienaar's standards, were you independent?  Whose standards were you applying?


MR. PIENAAR:  I'm not sure what Pienaar standards are.


MR. THOMPSON:  I just listened to you telling me somehow you were independent.


MR. PIENAAR:  If you define by what standards you are asking me the question, I will give you the answer.


MR. THOMPSON:  All right.  So, in any event, you didn't turn it down.  You took it on.  So now we've got first project, $400,000 fixed fee, and that has broadened to -- today to something in excess of $700,000, and this project, $175,000 up to about $212,000 and some change; have I got that straight?


MR. PIENAAR:  You've got that straight, and I will make the following comment that I think the primary reason why we were asked to do this with the independence that we had reflected previously was that, if you recall, a CAM report costs $400,000, the original review we did in ‑‑ for our 2004 CAM report.


This evaluative exercise costs $175,000.  I would submit that had a different consultant been asked to do this, you might have had a multiple of $175,000 because of the knowledge capital that we had evolved of the previous methodology, as well as the current methodology, over a period of 18 or so months.  So...

     MR. THOMPSON:  Have you finished your answer?


MR. PIENAAR:  Yes, I have.


MR. THOMPSON:  Have you finished?


MR. PIENAAR:  I finished my answer.  Thank you.


MR. THOMPSON:  Let me move on, then, please, to this, the time study exercise.  There's been discussion of this beforehand.


I think you've told ‑‑ somebody has told one of the previous examiners that the ‑‑ you started with the EI personnel and that the personnel knew beforehand what the purpose of the exercise was, i.e., to support allocations to EGD. 


Did I understand that discussion fairly?


MR. TOTH:  Sorry, you're referring to the time study?


MR. THOMPSON:  Yes.


MR. TOTH:  Sorry.  Yes, they would have known that, given that they were asked to identify their time specifically for EGD.


MR. THOMPSON:  And it's a known fact that EI has been allocating costs to EGD in the amount of -- I think it's in excess of $20 million for the past few years?  That's a fact that's disclosed in financial statements, for one place.  Can we agree on that?


MR. MEES:  I can agree on that, since 2003.


MR. THOMPSON:  All right.  And can you agree, as amateur psychologists, that when you ask people who know what the answers are supposed to be and what they're intended to support, you tend to get those answers?


MR. BROWN:  If I could add, Mike, to be honest, I would think it's a very low percentage of Enbridge employees that know the dollar value of our annual cost allocation to any affiliate.


The request to do a time study under the RCAM was requested in an e‑mail from Mr. Daniel to make sure that we expedite this process, but I would say it is safe to say that there aren't many people who actually know how much CAM allocates to any one affiliate, including EGD.


MR. MEES:  I would add to that, Mr. Thompson, you know, we did not know what the amount was going to be until late December.  We've touched on that many times.  You know, we went through and tried to develop the right process and do the right thing, and whatever fell out at the end fell out at the end, but we did not know until December 20th, I think is the date, right before Christmas, that we knew what the initial RCAM result was.  


So if we didn't know, I'm certain the Enbridge Inc. employees didn't know.

     MR. THOMPSON:  Mr. Brown, just back to you.  The Enbridge employees got an e-mail from Mr. Daniel telling them what was coming, is that what you're saying? 

     MR. BROWN:  Absolutely. 

     MR. THOMPSON:  Is that in the record, somewhere? 

     MR. BROWN:  I would doubt it.  That was part of the process in getting the time study done, and in an expedient manner. 

     MR. THOMPSON:  Could we have an undertaking to file that? 

     MR. BROWN:  Certainly. 

     MR. BATTISTA:  That will be undertaking J12.6.  

UNDERTAKING NO. J12.6:   TO PROVIDE AND FILE A COPY OF AN E-MAIL FROM MR. DANIEL TO ENBRIDGE EMPLOYEES

     MR. THOMPSON:  Thanks.  

     Now, starting with the EI people, and, indeed, a memo from Mr. Daniel to the people, before you start, in terms of asking how much time they spend on behalf of EG matters, is, I suggest, sort of like asking the generals how much time they spend with the enlisted men.  Does the analogy appeal to you, gentlemen? 

     MR. BROWN:  It doesn't appeal to me.  Mr. Daniel is a highly-respected leader of this company.  We felt -- I helped make the decision as to who the request should come from.  And me and my boss and others agreed that, to expedite this process, to keep the costs down as far as the Deloitte engagement, we needed this thing turned around, I believe, in three weeks.  And we felt that people would react and respond and perform the work, if -- best, directed from the top.  

     MR. THOMPSON:  Anybody else wish to comment on the analogy?  No?  Okay.  

     MR. MEES:  I think we're getting more into your argument, Mr. Thompson. 

     MR. THOMPSON:  Well, I'm giving you a chance to comment on the analogy.  That's fine. 

     And then, going down to the enlisted men with the time estimates provided by the officers and general, and asking them how much time the generals and officers spend with them, is, again, inviting a “yes” answer.  Are you prepared to comment on that? 

     MR. MEES:  I'm sure many of us want to comment.  We've touched on this, already.  I believe it was on panel 1, and I believe, actually, it was on the policy panel with Mr. Jim Schultz and Mr. Scott Player, when they touched on this already.  That there was no influence -- you know, I think -- I'm trying to think of an example, off the top of my head, from what's been discussed before this Board.  

     But I believe they, clearly, would have said “no” to these services if they didn't need them.  They've said that repeatedly.   Unfortunately, it’s late in the day, I can't think of one example of somebody saying "no", but they certainly did.  And, I believe, panel 1 and panel 2 members both -- all said that.  So I don't like that example -- that analogy, at all.  

     MR. PIENAAR:  I could just add a piece to that analogy, and the reason I -- you know, I don't particularly like it.  But I will add this, in the context of that analogy, that generals who lead men generally lead by example.  

     And that's exactly what I believe happened in this case.   The very generals that you are referring to, got exactly the same schedules -- the service schedules, and were required to fill in exactly the same time sheets as the enlisted men.   And that way they were leading by example.  And I believe that they applied their minds to what services they were actually delivering to Enbridge Gas.  And the instruction went out to -- by those generals, to the enlisted men, to say exactly that: what time do you actually attribute to EGD?

     And so, if you're using that analogy, I think you need to take that into account 

     MR. THOMPSON:  Mr. Toth, is it fair to suggest that, when you interviewed these -- well, I'm assuming you interviewed some of these people.  

     MR. TOTH:  Yes.  

     MR. THOMPSON:  All right.  When you interviewed the people you interviewed, there were no documents -- documentary records to support the estimates that were provided.  These were recollections.  Ms. DuPont gave an example of her question and answer session.  

     MR. TOTH:  No, that’s not necessarily true.  There was many instances where there was documented support.  For example, in the case of aviation, we went back to the actual logs -- flight logs of the flights taken, and who was on the flights, in particular.  So in some cases there was documented support.  

     MR. THOMPSON:  All right.  Is it fair to say that, in most cases, when people were estimating the amount of time they spent on Enbridge Gas Distribution matters, there was no documentary support for those estimates? 

     MR. TOTH:  No, that's not fair to say.  There’s -- 

     MR. THOMPSON:  Well, what is fair to say? 

     MR. TOTH:  There’s many cases where there was documented support, in terms of individuals going back and combing through their calendars, trying to recollect meetings and conversations and events being held between EGD individuals, and in terms of providing services that benefit all Enbridge affiliates.  

     MR. PIENAAR:  And I would add that, you know, documentary support would include the very documents that were produced.  And it's easy to tell you if you produce documents for EGD or if you’ve produced them for someone else.  So all that documentary support does exist.  

     And they were asked to give their -- to complete their time studies with the best estimates and best amount of detail that they could, and referring, where possible, to whatever documentary support they had.  

     MR. THOMPSON:  Let me try this, panel.  Deloitte's witnesses, do you have any documents in your records to support these estimates? 

     MR. TOTH:  I'd have to go through and comb through all my records.  We have many documents.  

     MR. THOMPSON:  Can you recall any as you sit here, today? 

     MR. TOTH:  Again, the one that I used as an example, off the top of my head, was aviation. 

     MR. THOMPSON:  Perhaps you’d better take an undertaking, then, to tell me what documents you have in your records that support these estimates.  Can we do that? 

     MR. TOTH:  I can.  

     MR. THOMPSON:  Thank you.  

     MR. BATTISTA:  That's undertaking J12.7.  

     MR. THOMPSON:  And if there are any, to produce them, please.  Will you do that, Mr. Toth? 

     MR. TOTH:  Oh, yes.  

     MR. THOMPSON:  Thank you.  

UNDERTAKING NO. J12.7:   TO REVIEW DELOITTE FILES TO IDENTIFY ANY DOCUMENTATION WHICH SUPPORTS ESTIMATES PROVIDED BY EMPLOYEES AS TO THE AMOUNT OF TIME SPENT ON WORK FOR EGD, PROVIDE A SCHEDULE OF ANY SUCH DOCUMENTATION, AND PROVIDE COPIES OF SUCH DOCUMENTATION, IF ANY

     MR. THOMPSON:  Let me move on to three last topics here that will, hopefully, be reasonably quick.  

     Let's assume the Board doesn't agree with the Deloitte contention that the 13.5 million is not a valid base line.  Can you make that assumption with me?  For 2005, let's assume the Board agrees with my client, that the base line from which to examine the claim is $13.5 million.  That's the assumption I’d like you to make; okay? 

     MR. PIENAAR:  Continue with your question.  That's an assumption you're making.   Let’s hear the question.

     MR. THOMPSON:  Okay, thanks.   Now am I correct that, in looking at your report, I cannot find any evidence of the incremental time being spent by EI people on EGD matters, 2006 over 2005?  Your report doesn't help me with that issue; is that fair? 

     MR. PIENAAR:  Our 2005 report did not -- wasn't based -- the 2004 report - which, I think, is what you're referring to - is not based on -- there was no time reporting available, so we can't talk -- you know, we can't comment on incremental time, because there was no time. 

     MR. THOMPSON:  So I'm correct.  Your report does not help us in identifying the incremental time being spent -- that EI employees will spend on EGD matters, 2006 over 2005.  There are no estimates. 

     MR. PIENAAR:  Yes, Madam Chair.  No.  We didn't.  Because -- I think we've made it clear that we didn't start with a starting point of 13.5 million.  So we started with a starting point of a clean slate, assessed the criteria, established what time is being spent, and that's -- so, as far as we're concerned, that time stands on its own.  Incremental time wasn't -- didn’t even -- wasn’t a question to us.  It wasn't the basis of our mandate.  

     MR. THOMPSON:  And similarly, your report -- does it assess EGD's needs, in the context of TSX -- Toronto Stock Exchange companies?  Or on any other basis? 

     MR. PIENAAR:  We evaluated the first prong, you know, of the three-prong test -- what each of the services that was being provided to Enbridge Gas by Enbridge Inc. -- we evaluated that, as we indicated, on a stand-alone basis, in the context of companies -- what we believed companies of the size of Enbridge Gas -- listed companies of the size of Enbridge Gas would need to run their business. 

     MR. THOMPSON:  Yes, but I couldn't find any TSX comparables in your evidence, that you were using for your stand-alone test application.  Did I miss something? 

     MR. PIENAAR:  No, you did not miss something.  We did not list out any TSX company comparables.  If I may just confer for a second.


[Witness panel confers]


MR. PIENAAR:  We did not document the ‑- any of the specifics around that.  We did have some studies, some reviews done, and we spoke to a number of internal members of various departments, some who are focussed on information technology, others who are focussed on capital markets and financing, and we gathered the data from them.  


It's reflected where we've done that in some cases in our ‑‑ in the schedules.  And that ‑‑ we tend, as a consulting firm, to work -- to do a lot of our work for that ‑‑ for the listed companies, and so based on that knowledge we made our assessments.


MR. THOMPSON:  Well, as it's written, there is nothing in your report, that I can find, that helps me assess the reasonableness of EGD's needs by reference to TSX comparable companies, as it is written.  There is nothing there?


MR. PIENAAR:  There is nothing there, no.


MR. THOMPSON:  All right.  And, similarly, there is absolutely nothing there to help us get a handle on EGD's incremental needs 2006 over 2005.  There's nothing there in your report; fair?


MR. PIENAAR:  Well, again, as I indicated, the earlier report, which is the 2004 CAM report, which you referred to as the 2005 report, did not deal in the same way with the same services, so we could not do that on a totally comparable basis.  So there is nothing there, that's correct, and that's the reason that there is nothing there.


MR. THOMPSON:  There's nothing there.  And in terms of costs, EGD's -- the incremental costs of the service that EI is providing to EGD, you rely on RCAM.  You tell us CAM is not appropriate, as I understand it.  So there is evidence, I think, about the incremental cost, RCAM 2006 versus RCAM 2005.  And I believe I was directed to a Schools interrogatory response that shows that amount at $1.4 million.


Can you confirm that, Mr. Pienaar?


MR. PIENAAR:  Yes, that's Schools 18 that you're referring to, which shows that if you apply the RCAM methodology to those years, you get the answer on that table.


MR. THOMPSON:  So the only ‑‑ so I'm suggesting that is the only place in the evidence you provided that we can get some measure of 2006 over 2005.


MR. PIENAAR:  You get a measure from 2006 RCAM versus 2005 budget and the 2004 actuals, as you indicated.  That's where you get that assessment.  And the reason that you don't get it anywhere else, I just re-confirm, is because we didn't use 13.5 million as a starting point, so we never used CAM.


MR. THOMPSON:  That's Schools 18, is it not?  Isn't that what you just ‑‑


MR. PIENAAR:  Schools 18 gives you the three columns of data that I indicated, 2004 actuals, which results ‑‑ and 2005 budget and 2006 RCAM.  So the equivalent numbers, if you ‑‑ the equivalent numbers, if you apply RCAM to the 2004 actuals, would be $20,640,000.  If you applied it to the 2005 budget, it would be $19,929,000, and the number that we recommended is $21,314,000.


MR. THOMPSON:  Thank you.


MR. PIENAAR:  I apologize.


MR. THOMPSON:  Sorry.


MR. PIENAAR:  I do apologize.  I've just been handed ‑‑ this has been -- that is the original Exhibit 18.  This was corrected on the 22nd of August, and those numbers I've just quoted, I need to adjust them.


So if I go back to that, 2004 actuals would be $18,698,000, the 2005 budget would be $19,929,000, and then the amount that we recommended is the same, $21,314,000.


MR. THOMPSON:  All right.  I think that's the same information I was directed to the other day.


Let's move on.  Now, does your report address anywhere ‑ if it does, I can't find it ‑ the proportion of the Enbridge Inc. mix of businesses that EGD comprises, 2006 to 2005?


In other words, EGD is one business in a portfolio of EI businesses, as we sit here today?


MR. PIENAAR:  Yes.


MR. THOMPSON:  And EI is out there doing its thing, and tomorrow it's going to be a proportion of the portfolio as it sits tomorrow.  Does your report help us as to whether EGD proportionately is a smaller piece of the EI empire, about the same piece of the EI empire, or a bigger piece of the EI empire tomorrow?


MR. PIENAAR:  Well, I could refer you ‑‑ I need to ask my colleagues just as I'm speaking.  There are the capital employed interrogatories.  There are the affiliate head count interrogatories, all of which will give you a relative order of magnitude in relation to those numbers.  


So, for example, the capital employed of EGD is about 3 million.  The capital employed of Enbridge Inc. across the board is about 15, which is about 20 percent.  The affiliate ‑‑ the head count numbers are, in fact, higher.  They're about ‑‑ the head count numbers of Enbridge Gas in relation to the total head count numbers of the EI companies that are owned and managed is about 41 percent.  


I don't know if that is answering your question, but there are relative sizing ‑‑


MR. THOMPSON:  It changed from year to year, is what I'm looking at.  Is EI's proportion going up or down or remaining about the same?


MR. PIENAAR:  We didn't capture that in one schedule and we didn't get an interrogatory on it.  It would be relative easy to -- by reference to the 2004 CAM report, where we have the capital employed in the 2004 CAM report.  Certainly we have the denominator, which is the total capital employed of Enbridge Inc., and we have the numerator.  So you can get -- by comparison of those two numbers, you can get that.


I also believe that in our CAM 2004 report, if I'm not mistaken, the head count numbers for the organizations are also listed, but I have to take that under advisement.


MR. THOMPSON:  You're comparing the 2006 to 2005, are you?   Asset base and people is what I hear you saying.


MR. PIENAAR:  Yes, capital ‑‑


[Witness panel confers]


MR. PIENAAR:  I think the point is that the changes that are reflected would be the 2004 and the 2005 numbers.  Those are easy to be reflected.


The 2006 numbers would be speculation, and we didn't make a speculation of how those would change.


MR. THOMPSON:  In any event, that hasn't been done yet?


MR. PIENAAR:  An IR wasn't asked of us to put those into one particular table.  We could easily have done that.  I will offer an undertaking.  If you want those on one page, we could put those numbers on one page.


MR. THOMPSON:  I suppose if you're going to offer it, I'm going to get it in reply, anyway, so I better take it.  The Board is probably interested in those numbers.


MS. NOWINA:  Mr. Battista, we will need an undertaking number.


MR. BATTISTA:  That will be undertaking J12.8.

UNDERTAKING NO. J12.8:  THE PROPORTIONATE SIZE OF EGD TO EI, WITH RESPECT TO ASSETS AND PEOPLE, FOR 2004 TO 2006

MS. NOWINA:  Dot eight?


MR. BATTISTA:  Dot eight.


MS. NOWINA:  Thank you.


MR. THOMPSON:  Now I'm down to my second last topic, panel, and they're related.


This relates to the payments being made from EI to EGD for corporate cost allocations and this issue of defiance that came up the other day.  And Ms. Persad asked you some questions or asked the previous panel some questions.  Mr. Mees, you were on this panel.  It was at transcript volume 9, pages 196 and 197.  You might just want to turn that up.  And what you will also need is the company's answer to IGUA Interrogatory No. 6.   

     MR. MEES:  Mr. Thompson, for the transcript, which page was that, again? 

     MR. THOMPSON:  I thought it was -- let me just check.  I noted 196-197 of volume 9.  Hopefully, I've got that straight.  


     It starts at line 24 on page 196, which makes reference to a remark that I made, and then refers to the agreement, at page 197, citing the envelope amount:

“The parties agree that the O&M expense allowance of 286.5 million is an envelope amount that the company can spend as it wishes.”  

     And then Mr. Player gave a response, to suggest that paying what they paid to -- paying what EGD paid to EI, in terms of corporate cost allocations, being in excess of the $13.5 million, complied with the agreement.  

     Do you see what I'm getting at?  That's the context of these questions.  

     Are you with me so far, Mr. Mees? 

     MR. MEES:  Yes, I am.  

     MR. THOMPSON:  Okay.  And what I wanted to ask you, first, is, would you agree with me that the agreement that you can spend 286.5 in an envelope was limited by the envelope?  In other words, that's an agreement that you can spend 286.5, but within that envelope.  It's not an agreement that you can spend whatever you want outside the envelope.  Would you agree with that characterization? 

     MR. MEES:  The way I view this is that we are, here, trying to set rates.  And last year, with the settlement agreement, we were trying to set rates for 2005.  

     Once rates are set -- I mean, there are different expenses and things that come up.  It’s up to the company to manage its expenses, given the rates that are included in its revenues.  

     MR. THOMPSON:  All right.  Well, let's go to -- so I can just get this point out, and finish my cross-examination, IGUA Interrogatory 6.  This was an interrogatory that had a number of subparagraphs in the question that was based on the agreement and the Board's approval of the $286.5 million, with the allocation of specific amounts to specific line items.  

     Do you see that, set out in the initial part of the question? 

     MR. MEES:  Yes.  Yes, I do.  

     MR. THOMPSON:  And we then asked to see the corporate budget to ascertain what the company had done, corporately, in response to that agreement.  

     And the company resisted that, initially.  The Board made a ruling on the date that dealt with inadequately responded-to interrogatories, and directed the company to file the Enbridge Gas Distribution Inc. element of EI's corporate budget.  Do you recall that ruling, Mr. Mees? 

     MR. MEES:  Unfortunately, I don't, Mr. Thompson.      

     MR. THOMPSON:  Would you take it, subject to check? 

     MR. MEES:  Certainly.  

     MR. THOMPSON:  All right.  And what the company has produced now, in the updated interrogatory response starting -- it's attachment 2, is not the entire business-unit budget for Enbridge Gas Distribution, but segments of it.  And I have an outstanding matter with Mr. Cass on that, which I won't bore you with, today. 

     MR. MEES:  I appreciate that.  

     MR. THOMPSON:  But what we see is, in the presentation of the corporate budget to the board of directors, at page 7 - this is dealing with O&M - there's no reference whatsoever there to the ADR agreement.  And the total O&M budget that's presented is $331.1 million.  

     Do you see that? 

     MR. MEES:  I do see that line item, yes.  

     MR. THOMPSON:  And then, to get the reconciliation of that line with the ADR agreement, you have to go back to page 4 of 5, of Exhibit I, tab 11, schedule 6.  

     And so what you see, in line 1, is the ADR agreement of 286.5, the DSM settlement bringing the total to $301.3 million.  Do you see that? 

     MR. MEES:  On page 4 of 5?  Yes, I see that.  

     MR. THOMPSON:  Yes.  And then the 23 -- there’s $23 million of further expenses added to that, which are documented in the next section, plus some other add-ons which relate to revenues that are recovered from other sources, like the ABC program, bringing the total business budget to $331.1 million.  Do you see that? 

     MR. MEES:  Yes, I do.       

     MR. THOMPSON:  Okay.  And of the amounts being budgeted _ this is at the outset of the 2005 year - in the -- totalling $23 million in that second section, 10.1 of them relate to the Enbridge Inc. charges.  

     So that's 10.1 more than the 13.5 in the settlement agreement.  Would you take that, subject to check? 

     MR. MEES:  Subject to check.  Mr. Thompson, you're entering into an area -- this is not my responsibility -- 

     MR. THOMPSON:  Okay.

     MR. MEES:  -- so I’m having difficulty, here. 

     MR. THOMPSON:  So who should I save this for, Mr. Ladanyi? 

     MR. MEES:  I suspect he would be better for it. 

     MR. THOMPSON:  When he is coming to the hearing?  Soon or -- 

     MS. PERSAD:  He’ll be on the finance panel -- O&M finance panel.  

     MR. THOMPSON:  All right.  Well, I will do that then, Mr. Mees.  This would be more of an argument preface, then, if you don't know anything about these.  

     You know nothing about these numbers?  You don't participate in the presentation of the corporate budget? 

     MR. MEES:  Not in my current job.  No, I do not.  

     MR. THOMPSON:  Okay.  The last thing -- and again, you may not be able to help me with, Mr. Mees.  There was some discussion with Mr. Shepherd on one of the panels about the scorecard amounts -- the financial statistics in the scorecard.  And the suggestion was that they were derived not from the estimates, but from the Board-approved budget.  

     Can you help me with this? Or would this be Mr. Ladanyi again? 

     MR. MEES:  I would think it would be better for Mr. Ladanyi.   It definitely would not be me. 

     MR. THOMPSON:  Thank you, very much, panel.

     Those are my questions.  

     MS. NOWINA:  Thank you, Mr. Thompson.  

     Mr. Millar?  

CROSS-EXAMINATION BY MR. MILLAR:

     MR. MILLAR:  Thank you, Madam Chair. 

     I’ll start with a couple of questions for Mr. Pienaar.  

     Mr. Pienaar, this morning I heard you say the costs related to the development -- pardon me, the Northern Gas Pipeline department at EI were excluded from any service attribution.  Did I hear that correctly? 

     MR. TOTH:  That's correct. 

     MR. MILLAR:  Mr. Toth.  And could you explain why that is?  Why are those costs excluded? 

     MR. TOTH:  In discussion with Mr. Brown, in terms of the individuals in that department and the activities that they actually were involved in, it was determined that the -- that their entire department was not associated with activities relative to EGD.  And, therefore, their entire departmental costs were eliminated. 

     MR. MILLAR:  What does that department do? 

     MR. TOTH:  I don't have the specifics at hand. 

     MR. MILLAR:  Do you know, Mr. Brown?       

     MR. BROWN:  I actually don't know anyone in the department.  I view business units, and the operations within each business unit, and in this particular case, Northern Development people, so those, I assume - I'm not even sure how many - working towards Enbridge's successful involvement in that particular project as a corporate activity.


So, therefore, they are working solely on behalf of Enbridge Inc. and I don't believe Deloitte’s even interviewed them.  They were just, right off the get-go, assumed not to be needed in this particular exercise.


MR. MILLAR:  So if we've excluded this particular department, does that mean that all costs incurred by EI related to the development of the Northern Gas Pipeline should also be excluded?


MR. BROWN:  No, I don't think that would be appropriate.  I think these people are working for Enbridge's involvement specifically in bringing that gas to market.  The work that government relations and others do - Mr. Letwin in his gas strategy role - are looking to maintain sustainable supply for which EGD benefits, which is different than Enbridge operating a pipe to bring the gas to market, which the people in that department would do.


MR. MILLAR:  Maybe I will ask the Deloitte witnesses specifically.  Do you agree with that analysis?  Is there a benefit to the EGD customers from other types of work that are done on the development of the Northern Gas Pipeline?


MR. PIENAAR:  I would characterize ‑‑ I would agree with the characterization given by Mr. Brown, that any ability to allow for a continued supply of gas to the Ontario market, I think it would have some benefit.


MR. MILLAR:  Now, would this gas -- let's assume this pipeline is built.  Wouldn't that gas supply benefit all customers in North America?


MR. PIENAAR:  It may.


MR. MILLAR:  And do you know, for example, would Union also be looking to attribute some of these costs to its customers?  Presumably they would benefit the same as Enbridge customers.


MR. PIENAAR:  I can't answer that question.  Unfortunately, I'm not aware whether Union would do that.


MR. MILLAR:  I don't imagine, however, that you would attribute costs to EGD customers for natural gas development that EI wasn't involved in, would you?


MR. PIENAAR:  No, we would not.


MR. MILLAR:  Even though that would -- would that not equally benefit Enbridge Gas Distribution customers?


MR. PIENAAR:  The supply of gas to ‑‑ to the ‑‑ keeping open the supply of gas, as required by the ratepayers, obviously is of benefit to the ratepayers.  However, the costs that are incurred, we are only talking about costs that are incurred by EI.


MR. MILLAR:  Of course.


MR. PIENAAR:  Related to that.  And we're only talking about allocating those costs, not everybody else's costs in North America.


MR. MILLAR:  I obviously ‑‑ it was kind of ‑‑


MR. MEES:  Sorry, I just want to make sure I add something there.  As Mr. Luison talked the other day, you know, on a stand‑alone basis, we would need somebody looking after our interests, and we don't have that, and, therefore, Enbridge Inc. is doing that on our behalf.  So somebody has to be looking out to make sure that there is supply for the ratepayers of Enbridge Gas Distribution, and that's all we're really talking about here.


MR. MILLAR:  Right.  But this supply doesn't benefit particular EGD customers, does it, if it comes on line?


MR. MEES:  We would need to make sure that there is that supply available to us.


MR. MILLAR:  Right.  It would be of some benefit to EGD customers, but it certainly ‑‑ just as it would be of a benefit to any natural gas customer in North America?


MR. MEES:  But I mean, like I said, on a stand‑alone basis, we would need somebody making sure they're looking after our interests of Enbridge Gas Distribution, and that's really why we have this gas supply strategy service.


MR. MILLAR:  Okay.  So Mr. ‑‑ I will move on.  Mr. Pienaar, I assume certainly you've reviewed the service agreements.  Would you agree with me that there are costs related to the Northern Gas Pipelines in some of the service agreements?


If you would like, perhaps we could turn to a couple of them.


MR. PIENAAR:  No.  To the extent that individuals in the corporate departments that we were dealing with are dealing with issues relating to the Northern Pipeline, yes, then those costs would be in the EI budget.


But the costs would be excluded by the process that we then have put in place, as to how much time do we spend directly on EGD, how much time on other, and then ultimately for the indivisible and allocator.


MR. MILLAR:  Okay.  Well, let's turn to just a couple of the service agreements.  If I could direct the witness panel's attention to Exhibit A6, tab 10, schedule 1, appendix 1, page 58 of 132, this is a document entitled ‑‑ one of the service agreements entitled "Customer, Industry and Community Relations". 


If you actually look at the second page of that document, which is page 59 of 132, you will see that there is a heading called "Public and Government Affairs Department".  Do you have the document?


MR. BROWN:  Yes, I do.


MR. TOTH:  Yes.


MR. MILLAR:  You will see the second bullet point says "Identify and manage aboriginal relations".  As you understand it, does that relate to the Northern Gas Pipeline?


MR. TOTH:  I'm unsure of that specific bullet at this time.


MR. MEES:  I'm not sure that it does just relate to Northern Gas development.


MR. MILLAR:  Or partially or to some extent; do you know?


MR. MEES:  I don't know, no.


MR. MILLAR:  Maybe I could refer the panel, as well, to the transcript, volume 10.  I'm wondering if a copy could be provided.  You may have it.  I'm not sure if that is the document we were looking at earlier.  This is from August 26th, 2005.  I think it was Friday's testimony.  Do you have that one?


MR. MEES:  Yes.  Which page, sorry?


MR. MILLAR:  I'm looking at page 6 and page 7, starting at line 21 on page 6.  I believe these were the examination in‑chief by Ms. Persad of Ms. DuPont.  It reads, Ms. DuPont says:

"Madam Chair, I'm going to cover off the services that are known as customer, industry and community relations, external communications, government relations and internal employee communications, and I will give you a very brief description of each of these services."


And then if you could hop to page 7 at line 10, this is part of the same response.  It says:   

"I would just point to a couple of the examples, one of which is the very extensive work that has occurred with First Nations and other aboriginal groups to ensure the mutually-beneficial results from Enbridge business endeavours.  This has been particularly important to us as we work hard to expand the supply of natural gas by participating in the Alaska Gas Pipeline."


So, Ms. DuPont, who was the service recipient -- provider, pardon me, service provider for that service?  It seems to me that she includes the Alaska Gas Pipeline as falling under this bullet point.  Would you agree with that?


MR. MEES:  Yes.  We would agree.


MR. MILLAR:  Okay, thank you.  Do you think that is appropriate?  I guess I'm asking the Deloitte witnesses, in particular.


MS. PERSAD:  Madam Chairman, if I could just note, the transcript reference goes on to speak about working with aboriginal groups in the Sarnia and Cornwall areas in Ontario, as well.  So I didn't want to have that excluded.


MR. MILLAR:  Thank you, Ms. Persad.  That's quite right.  And if you wish to keep ‑‑ I don't mean to suggest it was only with relation to the Alaska Gas Pipeline and I think you said that.


MR. MEES:  That's how I read it, too.


MR. MILLAR:  Thank you.  If we could move to page 78 of 132, this is, again, with Exhibit A6, tab 10, schedule 1, appendix 1.  This is a document entitled "Gas Supply, Storage and Transportation Strategy".  As I read through this document, it is fairly generally worded.  I don't see any specific reference to Alaska Gas or the Northern Gas Pipelines.  But is it your understanding that any activities or work in relation to the Northern Gas Pipeline is included in this subject heading?


MR. PIENAAR:  I'm not specifically aware of whether ‑‑ in that document you're referring to or any others, it's not specifically listed.

     MR. BROWN:  I don't believe it is specific.  But long-term gas supply forecasts, long-term gas supply -- I think that is safe to say that Alaska Gas or LNG -- the belief that, you know, sustaining long-term future supply is a value to many Enbridge affiliates.  And that's spelled out in various service schedules, as you pointed out.  And the people doing the time estimates would take into consideration, if anything, as Ms. Persad pointed out, specifically, to the EGD franchise area, or benefiting all affiliates, or some of the other affiliates with respect to gas supply.  

     So I would think Alaska Gas would be covered off, here 

     MR. MILLAR:  Okay.  And I think -- I was going to take you to the transcript.  Mr. Luison agrees with you.  And I don't know if I have to read it, but it’s pages 14 and 15 of the transcript that we were looking at earlier.  In fact, for the completeness of the record, I will quickly read it out.  It starts at line 26 on page 14.  Again, this is Mr. Luison responding to a question from Ms. Persad.  He says:

“Secondly, I received the gas supply, storage and transportation strategy service which, among other things, has led to the pursuit of new supplies of LNG sources, and this is underway as we speak, as well as the pursuit of new transportation networks from Alaska and from the Rockies, which will, again, bring new sources of supply into our market, all of which, if they do materialize, will diversify the supply, hopefully stabilizing prices for our customers.”  

     And I believe - would you agree? - that’s the benefit you were referring to earlier, that the more supply there is of natural gas, the more stable, hopefully, the prices will be? 

     MR. BROWN:  Correct.  

     MR. MILLAR:  And I think you agreed with me that this is a benefit to all natural gas customers in North America? 

     MR. BROWN:  Certainly.  And efforts that other companies are doing in the same regard, benefiting EGD's customers, as well.  

     MR. MILLAR:  Sorry, what was that? 

     MR. BROWN:  Well, for other companies, like Enbridge, pursuing alternative sources of gas -- are also, ultimately, going to benefit EGD, as well.  

     MR. MILLAR:  Are you aware of other instances where those efforts are passed through to the ratepayers? 

     MR. BROWN:  No, I'm not an expert on other companies’ success or failure in recovering their costs, sorry.

     MR. MILLAR:  Okay.  Thank you. 

     MR. MEES:  But - I think Mr. Luison talked about this - is that, again, if Enbridge Inc. wasn't doing this type of thing for us, we would need to do it ourselves, and, in the past, we actually have.  I mean, we had a large gas supply department, with significant resources and significant, you know, VPs and senior VPs of gas supply.   So -- we don't today.  

     MR. MILLAR:  Okay.  I think -- I have your evidence on this issue.  I'm just going to move to a second -- it's a very minor point.  Actually, it's almost by way of clarification, but I just wanted to make sure I understood the process by which time from EI employees is allocated.  And just correct me if I'm wrong, because I may have misunderstood some of it.  

     As I understand - and I think it was Deloitte - they asked EI employees to estimate the amount of time that they spent working on EGD matters; is that correct? 

     MR. TOTH:  That's correct.  

     MR. MILLAR:  And they gave this as a percentage of their time? 

     MR. TOTH:  EI individuals were asked to provide it as a percentage of their time. 

     MR. MILLAR:  Okay.  

     MR. TOTH:  Sorry, just to clarify:  by service.  So, first, we asked them, How much time do you spend on a particular service?  And then, for that service, how much of that service, specifically, do you spend on EGD -- specifically? 

     MR. MILLAR:  Okay.  

     MR. PIENAAR:  Just to add, because it closes the picture.  It's a more substantive answer -- or more substantive result that you get.  We didn't just ask them, How much of your time, for this service, do you spend on EGD?  We said, How much do you spend on EGD?  How much do you spend on other affiliates, specifically?  And then, leaving a balance of time that you spend that is of benefit to everybody, but you can't attribute it directly.  

     So we asked that total question.      

     MR. MILLAR:  Were the other affiliates itemized in the questionnaire? Or was it EGD and “other?” 

     MR. TOTH:  It was EGD and “other.”

     MR. MILLAR:  Okay, so there would just be a percentage for -- there would only be two numbers; is that correct? 

     MS. PERSAD:  There’s three numbers.  There was “EGD specific”, “other specific” and, then, “all.”  

     MR. MILLAR:  Okay.  Just a question on the methodology.  When you -- do you think that the question being set up that way focuses an employee’s attention on the work they did for EGD?  Whereas if they're asked to, sort of, break everything out, it might give a more accurate reflection of the time they spent with each particular affiliate?  Is there a danger there? 

     MR. PIENAAR:  I think any answer we give would be speculative. 

     MR. MILLAR:  Of course. 

     MR. PIENAAR:  Our focus, of course was EGD.  And we were -- we, specifically -- you know, that's why EGD was, obviously, separately identified.   And so to speculate whether the answers would have been different had we itemized, you know -- on a speculative basis, it would have meant the schedule that the individual would have needed to have looked at would have had, you know, not just another three, it would have been a long -- well, table with all kinds of -- and then splitting it out would have been able to be done.  

     MR. MILLAR:  Thank you, those are my questions.  

     MS. NOWINA:  Ms. Persad, would you like to do your re-direct? 

     MS. PERSAD:  Yes.

RE-EXAMINATION BY MS. PERSAD:

     MS. PERSAD:  I have a few questions.  I’ll just shuffle through my notes, here.  

     The first one is with reference to appendix 7 of Deloitte's evaluative report, page 8, “audit fees.”  And so that would be, in this case, Exhibit A6, tab 10, schedule 2, appendix 7, page 8.  

     MR. PIENAAR:  We have it, yes. 

     MS. PERSAD:  It's a question that refers back to cross-examination by Mr. Shepherd.  And I wasn't sure if there was clarity around the question of what the indivisible portion of the charges for audit fees is comprised of, and I'm wondering if the panel can comment on that.  

     MR. BROWN:  I think I could take a shot at that.  The indivisible portion of the audit fee would be the work that PWC does, within the Calgary office, for Enbridge Inc.  It is allocated to various affiliates, using FCER as the allocator.  So, in this case, we talked yesterday about 20 percent.  And Mr. Shepherd could gross that up -- five times that number would have been approximately 350,000, I think.  

     So what we have to think here -- and it's important that everyone understand what this “indivisible” category stands for, benefiting all.  Now, the size and complexity of EGD warrants 20 percent, in Deloitte's opinion, of this.  

     There would be several things of benefit to all affiliates that PWC does in the Calgary office.  The treasury function, for example, is a centre of excellence doing all treasury functions for all entities.  There would be PWC work auditing various functions of the treasury group, benefiting all affiliates.  Certification of internal controls done at the Calgary office.  There would be a stock-based compensation review.  There would be a number of other things that PWC would do, that is of benefit to affiliates, because it is centralized and done in Calgary, and not contained within the individual audit fees from the auditors on the ground in each of the cities of the other entities.  

     MS. PERSAD:  Okay.  So just for further clarity, it is, then, a portion of the total amount of all of Enbridge Inc.'s audit fees; is that correct? 

     MR. BROWN:  It's the indivisible portion is a portion of the Enbridge Inc. audit in Calgary.  

     MS. PERSAD:  And it's the total amount of those fees that the indivisible portion is taken from? 

     MR. BROWN:  Correct.  

     MS. PERSAD:  Thank you.  And just one more question, and this, also, refers back to a point that Mr. Shepherd touched on, and it was question to Mr. Pienaar.  If you want to turn it up, you can.  I don't think you will need to, but it was at transcript 11 ‑‑ volume 11 of the transcript, page 139, at which Mr. Pienaar indicated many personnel at Enbridge Inc. were actually working in excess of 2,080 hours.  Do you remember that, Mr. Pienaar?


MR. PIENAAR:  I do.


MS. PERSAD:  So to the extent those personnel at Enbridge Inc. are doing that, can you confirm whether Enbridge Gas Distribution would be receiving, in essence, a free service based on your cost benefit analysis for the extra time?


MR. PIENAAR:  To the extent that we weren't attributing more costs because the extra number of hours -‑ because there were extra hours of work, and I think I characterized it as there were people spending more than eight hours per day.  And to the extent that people are working more than eight hours per day, the costs remained fixed.  Therefore, they are getting a cost benefit by the extra hours that have been worked.


MS. PERSAD:  Thank you.  Those are all my questions.


MS. NOWINA:  Thank you, Ms. Persad.  I believe the panel has a couple of questions.  Ms. Chaplin.


QUESTIONS FROM THE BOARD:

MS. CHAPLIN:  Thank you.  I would like to just start.  Mr. Millar asked you a question and, Mr. Pienaar and Mr. Toth, I don't think you actually had an opportunity to answer, and I am interested in your answer.


He took you to a transcript reference from Ms. DuPont describing the -‑ I don't want to take her out of context, but the work with aboriginal groups in connection to the Alaska Gas Pipeline.


And what I would be interested in knowing, from your perspective, whether or not you see that as being relevant for Enbridge Gas Distribution itself?


MR. PIENAAR:  My answer would be only to the extent that it assists in ensuring gas supply to the Ontario market.


MS. CHAPLIN:  Okay.  You did the evaluative report, so I am interested in your view when you were doing the test, the cost incurrence, and whether or not EGD, on a stand‑alone basis, would need to undertake these types of activities.  


Would it be your assessment that, on a stand‑alone basis, Enbridge Gas Distribution would need to be involved in things such as aboriginal discussions for Northern Gas?  And I guess the other example I would give is ‑‑ also appears in the government relations service, where there is a discussion about extensive advocacy work on the regulatory model for an Alaska Gas Pipeline. 


Would you characterize those as being activities that EGD would undertake on a stand‑alone basis?


MR. PIENAAR:  Again, I think in one of the references that you mentioned, we talk about the fact that Enbridge Gas would need to undertake activities on a stand‑alone basis that guaranteed the supply of gas.  So to the extent that speaking to the aboriginal individuals involved in the Northern Gas Pipeline guarantees that, if no one was doing that on behalf of EGD, someone at EGD might have to have that discussion and it would become a judgment of whether that was necessary to guarantee the supply.


I think that is where the ultimate judgment would lie.


MS. CHAPLIN:  Okay, thank you.  I would also ‑‑ I have a couple of questions following up on a discussion that you had with Mr. Dingwall.  You got into the area of explaining how you took -- the time study took percentages of time for all of the people in a particular department for a particular service, and then applied that percentage to the departmental costs in total.  Am I correct --


MR. TOTH:  Correct.


MS. CHAPLIN:  -- in that description?  And you explained how you hadn't weighted it by salary.  I'm correct again?


MR. TOTH:  Not specifically, but I know that for benefits, I did believe that we did salary ‑‑ there was salary bands that we applied the benefits calculation to.  


MS. CHAPLIN:  Now, could you have -- I guess sort of in my very ‑‑ I also take -- I'm sorry.  I also take the point that you explained that the senior levels have their own departments.  So that, in your view, mitigated a concern, if there was any?


MR. TOTH:  To some extent, correct.


MS. CHAPLIN:  But in my simple view of the world, in a department, let's say, of two people, a junior person and a senior person, you could have large discrepancy in salary?


MR. TOTH:  Correct.


MS. CHAPLIN:  And using your model, if the more junior person, for example, was allocated 100 percent of their time to Enbridge Gas Distribution and the senior person effectively, let's say, had none, just for the case of my hypothetical, that would result in 50 percent of that department's costs being allocated; am I correct?


MR. TOTH:  In that example, correct.


MS. CHAPLIN:  So would a weighted result be more accurate?


MR. PIENAAR:  I think, in the way you are couching it, a weighted result would have a different result, and it may well be more accurate.  There is a complexity that one would have to deal with, and that is with the other costs that reside in that department.  So you would have to extract the salary costs and do that weighting.


In many cases ‑‑ I can't recall -- I will ask Mr. Toth if he can recall.  In most of the departments, what was the percentage of the salary costs versus the other costs, or maybe Mr. Brown knows?  So there was only a percentage of the costs in a department that are salary costs.


MR. TOTH:  I would hazard a guess to be 50, 60 percent would be salary and benefits, and then there would be other costs within the department.


MR. PIENAAR:  Which varies.


MS. CHAPLIN:  Okay.  And, actually, that leads me, I think, to my sort of final area.  First of all, one question:  Could you have weighted your time study results by salary?  Was there anything to prevent you from doing that?


MS. PERSAD:  We did not have the information for each individual on their specific salary.  Could it be done?  Yes, but in the interest of, they were trying to keep ‑‑ we were trying to get away from the specific salary costs of individuals, and we were not trying to add a lot of detail and complexity in the model.


MS. CHAPLIN:  Okay.  And you've explained how the salaries were a portion of the total departmental costs, and then there were these other costs that are also part of the loading.


MR. TOTH:  Correct.


MS. CHAPLIN:  And from the examples that I believe Mr. Brown gave, things like training, travel, contractors, of these other costs, would it be correct to conclude that some portion of those other costs, in some respects, bear some relation to the salary levels?


In other words, senior people have a higher budget for training or travel than do more junior people, or would that be inaccurate?


MR. BROWN:  I'm not sure I could ‑‑ you know, in my department, we like to spend lots of dollars training the junior staff, but you are right probably as far as travel goes.  It is usually a more senior individual that would take up most of the travel dollars.  So I'm not sure an aggregate, how that might work out.


MR. PIENAAR:  There's kind of a mix, because also don't forget rental space may be a little bit -- lease costs, paper, you know, technology costs might be totally dissociated from those.  So it's a bit of a -- one would have to kind of do fairly detailed line-by-line evaluation of how it links to this weighting.  


MS. CHAPLIN:  Mr. Brown, you also identified contractors as being one of the other components of these additional costs. 


MR. BROWN:  Correct.


MS. CHAPLIN:  I guess I'm curious there.  If you have contractors in a particular department, how -- or I guess this is a question really to Deloitte.  If there are contractors in a particular department, how did you ensure that the allocation for the department was actually relevant to that contractor?  


Like, in other words, if 25 percent of that department's time was on that service for EGD, how did you ensure that any contractor costs in that department would have followed the same allocation?


MR. TOTH:  Contractors also had to fill in the time study.


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


MS. NOWINA:  Thank you.  Mr. Sommerville.


MR. SOMMERVILLE:  Just a couple of questions, really sort of clarification.


Mr. Brown, I wonder if you could help me place the cost allocation activity within the context of the departmental budget process.


How does the cost allocation play into each departmental budget?


MR. BROWN:  Okay.  I was the director of corporate budgets and forecasts.

     MR. SOMMERVILLE:  I thought you were the right guy to ask.  

     MR. BROWN:  Enbridge begins at various times, in its affiliates, with the annual budget process -- as early as June, in some affiliates.  

     It really kicks off, in the head office at Enbridge Inc., late July, early August.  That process is occurring right now, where the -- all of the Enbridge Inc. budget managers and their supervisors and VPs, all the way up to Pat Daniel.  That process scrubs rigorously the Enbridge Inc. budget.  

     At a point in time where we feel confident that the amounts are about where they may end up, and ready to present to the Board, we do the CAM calculations.  So we calculate all of the allocators, the headcount, capital employed -- all of the things that we need are gathered.  And the cost allocation methodology is run.  And those numbers are then provided to all of the affiliates, and that starts the discussion between the affiliates, service recipients and the service providers.  And they go through and negotiate on those services.  

     And at the same time -- now, hopefully, the new methodology will be adopted, and we are undertaking the time study.  So, concurrently with the budget, with CAM, and now RCAM, those same managers, as they budget -- the people in the departments are all about to receive the time study.  

     So, did you need any more elaboration on that process? 

     MR. SOMMERVILLE:  I guess what I was really getting at is, I would expect that the cost-allocation methodology, whether it is CAM or RCAM, however -- whichever operates, serves as a kind of revenue stream on a department-by-department basis; is that fair? 

     MR. BROWN:  It's not really a revenue stream, in my eyes.   I hear where you're coming from.  A department considers it a recovery.  It is providing services no different than it would if we'd contracted someone in our department to work on a project, or seconded someone.  

     MR. SOMMERVILLE:  Sure. 

     MR. BROWN:  You're going to bear the cost of that individual, but you're not receiving any benefit for that individual.  So there would be a recovery to net against the expense. 

     MR. SOMMERVILLE:  As a departmental manager, it would be important for you to ensure that you are capturing as much of that recovery as possible; is that a fair statement? 

     MR. BROWN:  The department managers really don't -- at Enbridge Inc., don't pay any attention to what their recoveries are.  

     We, as accountants, perform the recovery calculation, that is based on, you know, the CAM methodology, which is based on departmental budgets.  It is of no concern to the department manager, doing his daily business with his people, as to how those dollars are recovered.  

     We enter that number, at the end of the day, into the system.  They are only responsible for their gross costs, not their net costs, after recoveries.  

     MR. SOMMERVILLE:  Okay.  

     Mr. Pienaar, one of the areas that I found to be of interest, as I look through the service schedules, is the incidence of activities, within them, that appear to be based in managing the corporate family.  Do you know what I'm getting at?  The idea that Enbridge has a corporate family of companies, and there are a range of activities that are involved in coordinating the activities of these members of the family.  

     How did you account for those in your study? 

     MR. PIENAAR:  We relied on our -- as I described, our approach, which was that we looked at Enbridge as a stand-alone entity, firstly.  We relied on the fact that it was a service-based methodology that was designed to identify the costs that were going to EGD, alone.  

     So what I mean by that is that -- so when we asked people about their time, we asked them how much of the time goes direct to EGD.  So there’s clearly -- there’s no -- there should be no overlap as to how much is going to, kind of, generally, managing, how much time do they specifically attribute to EGD, and then, as we described, to the “other.”  And then there was a proportion that -- where costs were indivisible, that -- which we call the “all” column, if you recall 

     Now those costs that are then left in the "all" column, would -- we applied allocators to those.  The key allocators that were being applied - and I think we mentioned this - are capital employed, FCER, and affiliate headcount.  

     MR. SOMMERVILLE:  Right.

     MR. PIENAAR:  Now, in the affiliate headcount, one of the headcounts that are included there is EI's headcount.  And in the capital employed denominator is -- are all 

the -- well, firstly, it is the total capital employed of the organization.  And where the financial minority investments were included, it's important to note that those financial minority investments do not have resources.  So they really are an entry.  It's like -- only a couple of -- like you or I might own a couple of shares. 

     MR. SOMMERVILLE:  Right. 

     MR. PIENAAR:  Our view was -- even though they don't have employees, why we liked that formula for doing those financial -- for the financially-oriented costs, is because we viewed it as, Enbridge still has to finance those entities which are sitting on its balance sheet, even though they can't, you know, identify resources in those entities, and they're not managing the resources or they don't own and operate it.  And so, in that sense, in that formula, as well, the managing of the investments is, basically, excluded through those formulas.  That’s largely what we relied on. 

     And the other thing I would comment on is that -- so, firstly, we believed that we were eliminating, largely, that -- the costs that you're referring to -- kind of, managing those entities. And then, lastly, our survey gave us some comfort -- our survey of regulated utilities, that -- we found that a number of the utilities that responded to our survey had indicated that those regulated authorities who had dealt with those types of costs -- the majority of those that responded indicated that their regulators had actually allowed portions of those costs, in any event. 

     MR. SOMMERVILLE:  Okay.  If I could have you take a look at -- in Exhibit A6, tab 10, schedule 1, appendix 1, it’s the agreement and service schedule, and page 49 of 132.   And I’ve just chosen a few of these, at random.  There are just some that peaked my interest.   

     Are you there? 

     MR. PIENAAR:  That's capital marketing, finance? 

     MR. SOMMERVILLE:  It is, yes.  And under the CEO department, for example.  And I'm not going to go through all of these, and I can see where some of these may have some value for the affiliate.  But, for example, provide leadership to the development of the Enbridge Inc. capital structure and financing strategy:  Is that -- how does that subject matter resonate for a ratepayer in Ontario?  Why should the ratepayer in Ontario fund the development of the Enbridge Inc. financing strategy?  

     And we could go a little further down that, under the CFO department, one of the activities that forms the basis of this is to lead the development of the capital structure and financing strategy, to communicate the financing strategy to all affiliate corporate finance departments, as well as the corporate leadership team and board of directors. 

     I mean, if you are a stand-alone utility, you don't need to communicate to all of the others.  

     MR. BROWN:  I agree, totally.  

     MR. SOMMERVILLE:  So my question is -- and there are a couple of other items in that one that, I think might -- you know, manage the Enbridge Inc. dividend policy and strategy, including the annual reviews of the current EI dividend policies.  Why should a ratepayer pay for that? 

     MR. BROWN:  They should not.  I agree.  There are oversight activities.  It's been termed many ways, from what I've learned over the last few years, “minding the investment.”  

     The way I saw the model developed by Deloitte, as Andre just tried to articulate, is that those types of costs, through all of the individuals understanding the three buckets of time -- 

     MR. SOMMERVILLE:  Okay. 

     MR. BROWN:  -- as I explained in my exam in-chief, in both panel 1 and 3, they wouldn't attribute any of that activity to EGD, first of all, because it's not a specific direct activity benefiting EGD.  I believe for most of the services, they would capture it under the "other affiliates" as an Enbridge Inc. activity.  And as Mr. Pienaar also said, for those that see that activity as benefiting all, the allocator would eliminate any of that activity through the fact that Enbridge Inc. is also in the "all" category.


So I don't see those costs coming through to EGD.


MR. SOMMERVILLE:  I am confused, then, because I don't understand the alignment of the service schedule with the cost of service.


I've been blithely going along with the idea ‑‑ and I think Mr. Pienaar, you led me there, to some extent.  I don't mean that in a -‑ as a criticism, but I have been sort of thinking that these service schedules really provided the alignment and the relationship between the Enbridge service provider and the Enbridge Gas Distribution service recipient.


But, Mr. Brown, on your answer, there is a further refinement that is not disclosed in the service schedules, or in the service agreement, that modifies the service schedule and the services provided, narrows them again; is that correct?


MR. BROWN:  I'm not sure I understand.  You mean narrows them again, in that it is sounding like there should be a particular service for that oversight?


MR. SOMMERVILLE:  Let me explain.  I assumed that as a result of the various interviews that were conducted, this schedule was provided.  And this schedule provided a snapshot of the services that Enbridge Inc. provides to Enbridge Gas Distribution.


MR. BROWN:  And all other affiliates, yes.


MR. SOMMERVILLE:  And all other affiliates in some cases.  There are the direct charges and there are the indivisible charges?


MR. BROWN:  Right.


MR. SOMMERVILLE:  And as I looked at these services, I said, Well, some of these are ‑‑ some of these appear to be directly relevant, but some of them don't seem to be that relevant.  And you agreed with me that the maintenance of the dividend policy is not something that an Ontario ratepayer should pay.  I think you agreed to that.


MR. BROWN:  Mm‑hmm.  


MR. SOMMERVILLE:  So where do I find -‑ is that part of the indivisible cost?  Is that right, Mr. Pienaar?


MR. PIENAAR:  Perhaps I will answer it this way.  Those bullet points or those points that you've just ‑‑ you've pointed us to which highlight those kinds of activities, like provide leadership to the development of Enbridge Inc., had we removed those, and all of those, for example, in this particular -- and an individual was then looking at the schedule and still being asked to provide 100 percent of his time to services, it means, in a hidden way, he would have distributed those, because he had to come to 100 percent.  So he would have forced it into 100 percent, and he would have had no visibility to the fact that some of these activities are exactly as you described, where it's a generic activity.


Now, when he then took that same service schedule to apply ‑‑ to then ask himself the question, Okay, now that I have identified the services, how much of that actually is attributed to EGD?  The very fact that that is listed helps him, as Mr. Brown -- say, Well, this I'm not doing for EGD.  This I'm doing for EI, in a minding-the-investment kind of way.  


So that would find its way -- if he knew for sure that he was doing it for EI, it would find its way into the "other" column in the time study.


If he was unsure as to whether he was doing this for EI specifically as an affiliate - and I put that in inverted commas - he would then have let it go into the "all" bucket.  So I think that having it included here provided him the capability of identifying whether he did it for EI or not.  There's a small residual that may have found its way into the "all" bucket.  That is where we believe the allocator, specifically in this case FCER, which has all of the minority investments and has EI in the denominator, would then account for the balance.


So we believe that the mechanism that we had set up ‑‑ we didn't have to address individually a minding-the-investment bucket, because we believed the mechanism was basically eliminating it as the process was being applied.


Where we did not believe there were any, you know, generic coordination leadership activities in a particular department service, we didn't put them in.  So we didn't put something in arbitrarily.  So based on our judgment and our discussions, it was there where we believed they occurred.


MR. SOMMERVILLE:  How are we to know or how is the service provider to know what is on the list and what is off the list?  How does the service provider understand, with precision, precisely what it is that these departments are going to provide for him and to which the charges apply?


MR. PIENAAR:  I'm not sure that I ‑‑ I understand you.  Service providers are looking at this very schedule; right?


MR. SOMMERVILLE:  Yes.


MR. PIENAAR:  So he has seen the services, so I am not sure that I'm ‑‑ he's actually seeing what is described there, as he's filling in his time sheets.


MR. SOMMERVILLE:  If I look to other ones, for example, the Khalix system which is on page 54, which appears to be a -- the Enbridge consolidation and planning system.


MR. PIENAAR:  That's correct.


MR. SOMMERVILLE:  And it's -- the service definition is -- part of the service definition is conducting the enterprise‑wide budgeting and forecasting process.  You would agree with me that the enterprise‑wide forecasting and budgeting process is something that, but for the relationship with the Enbridge Inc. family of companies, would not be a requirement for a stand‑alone utility; is that fair?


MR. TOTH:  No.  Khalix is actually a tool that is used by Enbridge Gas Distribution, as well, for budgeting.


MR. SOMMERVILLE:  Okay.


MR. TOTH:  So they would be receiving benefit from this.


MR. SOMMERVILLE:  Okay.  It appears to be a consolidation and planning system, though, and some portion of its application, if I read the schedule, seems to be suggesting that it's aligning the operations of the affiliates in a -- how shall I say?  In a kind of Lingua Franca for the whole family of companies; is that right?


MR. TOTH:  Yes, if would be doing consolidation.


MR. SOMMERVILLE:  So I guess the costs associated with ‑‑ you don't have to coordinate and manage the coordination and alignment of companies if you only have one company, if you're a stand‑alone company.  You don't need, necessarily, to be consolidating and aligning different data from different companies; isn't that correct?


MR. MEES:  That's correct, but you would still need to do a budget, and this is where we would do our budgets.


MR. SOMMERVILLE:  Okay.


MR. MEES:  You still have to manage your day‑to‑day actions, and, therefore, you would still need to manage.


MR. SOMMERVILLE:  And, Mr. Pienaar, when you did your analysis of the cost benefit side of this, did you compare the Khalix system with specific other budgeting systems that might be available?


MR. PIENAAR:  I can't say that we compared Khalix with other systems.  I will point out that even though a process that we described -- and I'm referring to a page.  I can take you to it if you'd like, but of a total cost, departmental cost, of $10 million, 300,000 of that is all that ‑‑ is all that is ‑‑


MR. SOMMERVILLE:  I'm not suggesting ‑‑ I'm not getting at the amounts of these changes.


The corporate compliance service schedule at page 56, once again, I'm looking at that and, you know, the examples of activities.  The CEO department, for example, is approval and communication of policies and controls.  Those are internal policy and controls, and you don't need to be approving and communicating policy and controls across affiliates if you're a stand‑alone utility.  Is that a fair statement?


MR. MEES:  That's a fair statement, but I think you would still need to have these activities -- if you are on a stand‑alone basis, you still need to make sure that there are policies and controls put in place.


MR. SOMMERVILLE:  Mr. Schultz could handle that all by himself, couldn't he?


MR. MEES:  He could, but he's not doing that today, and that's the -- the issue is that since he isn't doing it today, somebody has to be doing it for us.


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


MR. SHEPHERD:  Madam Chair, I hate to interrupt, but before you ask your questions and potentially release this panel, I think I and perhaps other intervenors may wish to cross-examine on this new piece of information related to the nature of those schedules.


We were under the same, I think, mistaken impression that the panel was, and we're all just as confused as you may be.

     MS. NOWINA:  Well, let me ask my questions, Mr. Shepherd, and we'll see where it gets us.

     MR. SHEPHERD:  Thank you, Madam Chair.

     MS. NOWINA:  Because I would like to take a break as much as anyone else, but I would like to clarify this. 

     If we can go back to page 49, to “capital-market financing and access schedule.”  I'm hoping that I can ask a question that has a very straightforward answer, even if it’s a surprise to us.  

     Mr. Brown said -- agreed with Mr. Sommerville that there were a couple of items on this list - provide leadership, development of Enbridge Inc. capital-structure and financing strategy, for example - that were not appropriately charged to EGD.  

     Then, when Mr. Sommerville responded, we got into the discussion about what had been agreed to with the schedule.  So I want to ask a question.

     Mr. Player, on March 11th, signed this schedule.  It had been my understanding from a previous discussion that, when he signed this schedule, he was agreeing that he was receiving these services and with the dollar amount -- that this was the appropriate dollar amount, when he made that final signature 

     I understood the interchange that just took place was that he was not agreeing that he was receiving these services.  But we were identifying things, here, simply so it could be put on the time sheet, for people to put allocations to other departments or to EI.  

     My simple question is, am I correct, or am I misunderstanding what you said?  And if I'm misunderstanding, then, of course, explain how.  

     MR. MEES:  The way I view things is when Mr. Player -- 

     MS. NOWINA:  Am I correct? 

     MR. MEES:  Are you correct that Mr. Player thought he was getting these services and agreed to those services? 

     MS. NOWINA:  Yes.  

     MR. MEES:  That's what I was going to say:  yes.  

     MS. NOWINA:  Okay.  So that is what he signed for? And so these -- 

     MR. MEES:  Exactly.  So therefore he thought there was some value in providing leadership -- some of those activities to EGD, on a stand-alone basis.  

     MS. NOWINA:  Mr. Shepherd, do you think we still need to go back at it. 

     MR. SHEPHERD:  No, I think you dealt with it perfectly.   Thank you.  

     MS. NOWINA:  Thank you. 

     Ms. Persad, do you wish to redirect, after all of that? 

     MS. PERSAD:  No, I don't.  Thank you.  

     MS. NOWINA:  Thank you.  

     We will take a break for 15 minutes, and return at 3:30.  

     MS. PERSAD:  Madam Chairman, just a point on scheduling.  The panel that is scheduled to come up has some scheduling difficulties tomorrow, and can only reappear on Thursday if we do not finish today.  So, if we don't sit past 4 o'clock -- just to notify people that they will have to start, not again, until Thursday.  We'll have to insert the HR, finance and others -- that panel after we finish today, starting tomorrow morning.  

     MS. NOWINA:  Okay.  Can we just take a second? 

     MS. PERSAD:  Sorry, tomorrow afternoon.  

[The Board confers] 

     MS. NOWINA:  The panel can sit until 4:30, and that would give us an hour of this witness panel, if others are all right with sitting till 4:30.  Does anybody have a problem with that?  Not hearing any objection, so -- 

     MS. PERSAD:  Madam Chair, I just want to state that the estimate that we have now is an hour and 40 minutes for that panel.  

     MS. NOWINA:  I'm afraid that the way this schedule is going to go over the next few minutes, that we may be doing things in hour and a half increments, hour increments, if we're going to fit it all in.  So I don't want to waste the remainder of the day.  

     I think we will go ahead.  We'll take a 15-minute break, and return at 3:30.  

     Thank you very much, panel.  You are released.  


‑‑‑ Recess taken at 3:15 p.m.


-‑‑ On resuming at 3:30 p.m.


MS. NOWINA:  Please be seated.


MR. LANNI:  Madam Chair, Members of the Board, my name is Richard Lanni.  I'm counsel with Enbridge Gas Distribution.  The panel seated to my left will be speaking to issues 9.1.1 and 9.1.2 of the issues list, being the regional operations budget and the strategic and key accounts budget.


The Board can find the pre-filed evidence with respect to these issues at Exhibit A6, tab 5, schedules 1 and 5.  Of course, there are also a number of interrogatories.  So with that small amount of background, I will briefly introduce the witnesses.  Seating closest to the Board is Ms. Jody Sarnovsky.  To her right is Mr. John Briggs, Jamie Milner and Ms. Marika Hare.  If I could have these panel members sworn.
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Jody Sarnovsky; Sworn


John Briggs; Sworn


Jamie Milner; Sworn


Marika Hare; Sworn

MS. NOWINA:  Mr. Lanni, is it?  Mr. Lanni, before you begin, I believe Ms. Persad said you had an exhibit that you wanted to enter?


MR. LANNI:  There was a document filed this morning.  It was circulated, and it hasn't yet been entered as an exhibit.  Maybe we could do that now, Mr. Millar.


MR. BATTISTA:  That will be Exhibit 12.3 -- K12.3.  It will be characterized as operations and strategic key accounts, head count analysis.

EXHIBIT NO. K12.3:  OPERATIONS AND STRATEGIC KEY ACCOUNTS, HEAD COUNT ANALYSIS


MS. NOWINA:  Thank you.  Mr. Lanni, you may begin.


EXAMINATION BY MR. LANNI:

MR. LANNI:  Thank you.  Again, I will begin closest to the Board.  Ms. Sarnovsky, can you please tell the Board your position with Enbridge Gas Distribution and your role on this panel?


MS. SARNOVSKY:  Yes, I can.  I'm the manager of strategic and key accounts within the operations department, and I've been in this role since January of 2004.  The focus of my testimony today is on the O&M expenses that are required in 2006 to deliver on Enbridge Gas Distribution's commitments to its large-volume commercial and industrial customers and external business partners.


MR. LANNI:  Thank you.  Mr. Briggs, your position with Enbridge Gas Distribution and your role on this panel, please?


MR. BRIGGS:  I'm the manager of budgets administration within the operations department.  I've been in this role since January of 2005.  The focus of my role on this panel is to provide financial support to the O&M expenses presented within the evidence.


MR. LANNI:  Mr. Milner, your role with Enbridge Gas Distribution and on this panel, please?


MR. MILNER:  I'm the general manager of our eastern region, and I've been in this position for four years -- over four years.  I've been with the organization for 21 years, and I worked in all four regions of our company in various operating capacities.


In my current role, I'm responsible for all the operations functions in eastern region, and this includes functions such as sales, construction, operations, maintenance service, technical services.  All are under my area of responsibility in eastern Ontario.


The eastern region comprises an area bounded roughly just west of Brockville in the south, to Deep River in the north and over to the Ottawa River, which is generally the eastern boundary.  And we serve numerous communities in that area, from Deep River to Copton, Renfrew, Pembrooke, the City of Ottawa, Brockville, Alexandria and many, many others.


My role on the panel is to represent regional operations and maintenance business unit and provide the Board with the support it needs to understand the business and the drivers of the financial requirements for regional O&M.


MR. LANNI:  Thank you.  Ms. Hare, the same question, please.


MS. HARE:  Yes.  Since January of this year, I've been general manager of central region.  Central region excludes the City of Toronto, but includes all of the areas surrounding Toronto, such as, for example, the regional municipalities of Peel, Durham, York, going north to Barrie, Collingwood, and east to Peterborough and Kawartha Lakes.  It's all part of central region.


My responsibilities include oversight of all work undertaken in central region, including the safe and reliable distribution of gas, customer satisfaction, growth, as well as all service, construction, maintenance work in the region.


And I'm on the panel to complement the evidence given by Mr. Milner in explaining the work done by operations and the budget that is required to support that work.


MR. LANNI:  Thank you.  Now, if I can please ask the panel to confirm for the Board that the evidence relating to the regional operations and strategic and key accounts issues was prepared by you or under your direction and control?


MR. MILNER:  On behalf of the panel, I can confirm that.


MR. LANNI:  As well, can you please confirm that the evidence on this issue is accurate, to the best of your knowledge and/or belief?


MR. MILNER:  Once again, I can confirm that, subject however to the following two corrections.


I will refer you to Exhibit A6, tab 5, schedule 1.  So if you could turn to page 7.  Sorry, I missed -- I'm fumbling through the pages here.


Okay, under the heading "2006 Budget" and across from the heading "External Services", the figure should be 13,870, not 13,270.  And the total below should be 42,480.  Subject to these changes, the evidence is accurate, to the best of our knowledge and belief.


Also, with respect to Exhibit I, tab 5, schedule 121, which is the CCC Interrogatory 121, Ms. Hare will be providing some clarification with regard to the regional operations portion of that.


MR. LANNI:  Mr. Milner, can I take you to table 2 of that same piece of evidence?  I just want to have you point out that there is no actual change to the total, as was filed; correct?


MR. MILNER:  That's correct.  There's no change.


MR. LANNI:  The next few questions are directed to the general managers.  First, can you please explain the role of regional operations within Enbridge Gas Distribution?


MR. MILNER:  Yes.  Regional operations' business unit is primarily responsible for the safe and reliable distribution of natural gas to our more than 1.7 million customers.  Regional operations include the customer interactions related to connecting customers to our gas distribution system, ensuring the plant and equipment used to deliver gas to those customers is operated and maintained in a safe and reliable manner in keeping with the needs of our customers.


There are four separate operating regions in the company, and strategic and key accounts.  The regions includes eastern region, I've already alluded to; central region; Toronto; and Niagara region.  Within the regions, functions such as sales and delivery, construction, operations and maintenance, technical services, work management centre and strategic and key accounts all reside.  Regional operations is responsible for delivering services to meet or exceed our customer needs and to ensure we comply with company standards and facilitate growth of our distribution system business.


MR. LANNI:  Thank you.  And can you please describe the items driving workload or change in the test year?


MS. HARE:  Yes.  The work done by operations is largely not discretionary.  Operations responds to customer requests, compliance requirements and unforeseen events that may affect our distribution system and customers.


So we can categorize the drivers of workload and operations into four basic types:  Customer-initiated requests, compliance, company program work and emergencies.


MR. LANNI:  I would like to ask you to expand on each of these four categories, beginning with customer-related work, please.


MS. HARE:  Yes.  Customer-related work includes all work initiated by the customer, whether these are new customers or whether there are the existing customers.  The significant addition of customers in the order of 50,000 a year, new customers, means that there is an increasing amount of work related to serving those customers.


But the very fact that we have 1.7 million customers means that there is an increasing requirement to provide customers with services, such as moving the meter, for example, from inside to outside of the home, or moving the meter because of home renovations, an alteration request, or it could be the customer wants the meter checked for verification, or it could be the unlocking of meters.  


All of these are types of customer-initiated work.


MR. LANNI:  And what is compliance-related work, Ms. Hare?


MS. HARE:  Compliance-related work includes the government-mandated inspection of meters, the exchange of meters, inspection of new appliances when the gas meter is unlocked, management of warning tags on customer appliances because of infractions with government codes, changes in government requirements, such as, for example, we've provided in the evidence.  The changing requirement in the government‑mandated meter-sampling program has resulted in an increase in the O&M budget for 2006.


MR. LANNI:  Thank you.  And what is company program work?


MS. HARE:  Company program work includes leak and corrosion survey work, maintenance work and construction, such as pipeline reinforcement, replacement relocation and expansion.  This also includes maintenance work at the company sales and district stations.  Aging pipeline infrastructure and technology, which is now available to assess plant condition, is reflected in an increase in O&M for 2006.


MR. LANNI:  Thank you.  Finally, emergency work?


MS. HARE:  Emergency work includes response to more than 100,000 calls that we receive every year with respect to odours and gas leaks, fires, carbon monoxide calls, response to third-party damages when a contractor inadvertently hits our pipeline when doing work in the vicinity of the lines.  


The growing pipeline system customer base results in increases in O&M budget that are not just linear from year to year.


Finally, I might add that in undertaking all of the work that I have described, employees and operations have frequent contact with customers, builders and channel partners, such as HVAC contractors.  They also need to liaise with regulatory agencies, such as the TSSA, fire departments, municipalities and contractors.


MR. LANNI:  Thank you.  Ms. Sarnovsky, can you please explain the function of the strategic and key accounts department?


MS. SARNOVSKY:  Certainly.  As Mr. Milner pointed out, strategic and key accounts is part of the regional operations business unit and is responsible for managing the company's relationships with large-volume commercial industrial customers in all four regions.  In addition, we facilitate direct purchase contracting.


The department also assists customers in managing their overall energy costs by encouraging gas utilization during the development of new facilities, promoting the application of gas technologies within existing facilities, and by delivering energy efficiency programs to these customers.


MR. LANNI:  Thank you.  Can you explain or clarify the impact of the workload in the 2006 test year on the 2006 test year regional operations budget?


MR. BRIGGS:  Yes, I can answer that.  The impact of the forecast operations workload on our 2006 test year results and budget is approximately $46.5 million.  This is an increase of approximately $3 million or 7 percent compared to 2005 forecast numbers.


MR. LANNI:  Thank you.  Finally, one last question.  Earlier in this hearing, an Enbridge policy panel spoke to an exhibit filed by the Schools Energy Coalition - that exhibit was K6.1 - as it related to regional operations head count and compensation.


Given your more in‑depth knowledge with the regional operations budget, is there anything further that you would like to add?


MS. HARE:  Yes, Mr. Lanni.  From my reading of volume number 7 of the transcript, I noted that there was some discussion with regard to regional operations, the portion of the K6.1 exhibit which I understand is based on the response provided in Exhibit I, tab 5, schedule 121.  K6.1 shows a head count of 956 for regional operations for each of the last three years, when we exclude gas storage.


It really wasn't until the policy panel was on the stand that we turned our full attention to K6.1, and having now reviewed that exhibit, we realize that those numbers are by position and not head count.


Let me just state, though, that in calculating our O&M budget for operations, the primary driver is not head count.  It's units of work.  It's the work that we expect to be undertaken in 2006.


Once we identify that work by forecast, then we look at the head count that is required by internal company employees and by contractors to undertake that work.


But given the recent discussion and interest with regard to salaries and head count, we have, this morning, filed Exhibit K ‑‑ which is now Exhibit 12.3, and I thought maybe I would walk the Board briefly through that exhibit.


The first comment that I would like to make, in Exhibit 12.3, the numbers that are shown for O&M salaries and expenses are not the total salaries and wages paid to employees in operations.  This is the portion that is not capitalized.  So this includes that portion which would be put to O&M expenses.  And the number that we show for 2006, 23,668,000, is the same number that is found in Exhibit A6, tab 5, schedule 1, page 7.


What we're then showing are the amounts to be deducted if we only want an O&M operations salaries and wages figure.  In that figure, then, is $21.982 million.  We then added O&M salaries and wages for strategic and key accounts at $3.7 million, and that's the same figure that's shown in Exhibit A6, tab 5, schedule 5, page 2 in paragraph 8, for a total O&M salaries and wages figure.


You will see that from 2004 to the 2005 estimate, salaries and wages have increased by 9 percent.  Then from 2005 to 2006, there is an increase of 6 percent in salaries.  That corresponds to the increase that we see in head count.  In here what we show, head count by regular employees - in other words, full-time employees - for 2004, 808; 2005, 910; and 2006, 1,023.  


And we've added part‑time employees.  We have a number of employees that work three days a week or four days a week, and some work variable hours.  We have some employees on contract and some that are temporary, because we do have a seasonal workforce. 


You will see that for 2004 we had 50 employees in that category, 70 in 2005, and 69 in 2006.


I might say that actually isn't the full head count picture, because we did not include summer students, and we have had about 86 summer students in operations the last few years.


But what we're showing by this head count is that we have had an increase in head count from 2004 to 2005 of about 14 percent and an increase of 11 percent.  So we're seeing both salary dollars increase and head count.  


 Now, I might comment that these numbers will likely change again, because we've had further discussion with Mr. Shepherd to verify that we're now providing the information that he's requested, and we now understand more fully what he's after and we have undertaken to file another schedule - it will be an update - to Exhibit K6.1.  


I might add that this will not just be for operations, but all of the departments.  And that exhibit will now be entitled "Full-time Salary Compensation by Department".  So we will be showing not just the dollars that are put to O&M, but the total dollars for the total head count by full-time employees.


Finally, generally speaking, I would like to make a comment about an issue that was also discussed by the previous policy panel, and that was as to whether customers ‑‑ if customers are added in the order of 50,000 per year, why staffing levels do not need to be increased.  And I'm seeing that in central region - and central region accounts for about 70 percent of those 50,000 customer additions - that we do need to add staff, perhaps not every year, but over time additional resources are needed and we are adding staff right now for this very reason.


MR. BATTISTA:  Before you proceed, just an administrative matter.  Shall we give that undertaking a number so that -- I presume it is going to be handed out as hard copy as opposed to answered in --


MR. LANNI:  I would just like to confirm Mr. Shepherd's information of the wording of that undertaking as it was given.


MR. SHEPHERD:  This is ‑‑ I haven't asked for an undertaking yet.  I've had off-line discussions with the company and I am still having them.  So it may be best wait until we finalize what is going to be produced.


MR. LANNI:  So we will wait on that, and that concludes our examination in‑chief, Madam Chair.


MS. NOWINA:  Thank you.  Do the intervenors have an order of cross that they have worked out?


MR. SHEPHERD:  Madam Chair, I have drawn the short straw and am going first, and I understand Mr. Dingwall may be following me, but I don't know the order after that.


MS. NOWINA:  All right.  Why don't we start with you, Mr. Shepherd?


CROSS‑EXAMINATION BY MR. SHEPHERD:

MR. SHEPHERD:  Thank you, Madam Chair.  Let me just ask one initial question.  The budgets for both operations and strategic and key accounts include nothing for corporate cost allocations, do they?


MR. BRIGGS:  That is correct.


MR. SHEPHERD:  Why is that?


MR. BRIGGS:  They were handled through corporate.  Corporate does not reallocate ‑‑ when I say corporate, EGDI corporate, they do not allocate to the operations cost centres.  It is held in their group of cost centres.


MR. SHEPHERD:  You still get services from EI?


MR. BRIGGS:  But we do not pick it up in our budget, in the operations -- regional operations budget.


MR. SHEPHERD:  Now I want to turn to Exhibit K12.3, and I guess these questions are for you, Ms. Hare.


Let's just start with the ‑‑ you've got this top-line number.  I'm looking at the top right corner, 23,668,000 and change.  Do you see that?


MS. HARE:  Yes, I do.


MR. SHEPHERD:  Now, if I understand, that figure is taken from Exhibit A6, tab 5, schedule 1, page 5; is that right?


MS. HARE:  Page 7, I believe, was the reference I gave.


MR. SHEPHERD:  Well, same number on both pages.


MS. HARE:  Yes.


MR. SHEPHERD:  So that number already includes capitalized expenses, doesn't it, because I see them deducted later on? 


MR. BRIGGS:  No.  This is the O&M portion of those expenses.


MR. SHEPHERD:  Well, then why are you deducting costs capitalized there, same column?


MR. BRIGGS:  Sorry, on the schedule.  Basically, what that is is that relates to fleet, and there are some other charges that do get spread out to the capital projects.  I thought you were referring just strictly to the expenses you see on there.  Those are, for example, salaries and expenses.  That includes salary, plus travel expenses.


And, actually, if you refer to schedule 12.3 that was just handed out, that number is broken out further.


MR. SHEPHERD:  I will get to that in a second.  I just want to understand the number you gave us.  You said your salary and expenses budget is 23,669,000, and in the same pre-filed evidence you say you deduct a million-five for costs capitalized.  So that's amounts that are included in the above numbers, but have been capitalized; right?


MR. BRIGGS:  That's correct.


MR. SHEPHERD:  But there is no salaries and expenses in that cost capitalized?


MR. BRIGGS:  No.  The number you see for salaries and expenses is the O&M number.  Where that number is coming out of would be for materials and external services, and also some fleet charges.


MR. SHEPHERD:  Okay.  So you capitalize amounts in two different ways.  You have amounts that are like O&M, like salaries, which you don't put in O&M in the first place, because you treat them as capital from the outset; right?


MR. BRIGGS:  Yes, that's correct.


MR. SHEPHERD:  Then you have other amounts that are like O&M that you put in O&M, that are in the O&M budget, but then you deduct them and shift them over to capital?


MR. BRIGGS:  The way it works is through labour clearings, labour allocations, others.  There is a two-step allocation process.  So there would be gross salaries, and a portion is moved into capital, and then there would be some travel expenses that's moved out.  This is kind of a net bottom-line number, this 1.5 million that was cleared out.


MR. SHEPHERD:  Now, the O&M salaries and expenses line in K12.3 are the same number in A6, tab 5, schedule 1, page 7.  That number doesn't include benefits; right?


MR. BRIGGS:  That's correct.  Benefits are budgeted within HR.


MR. SHEPHERD:  And benefits are, on average, in the order of 20 percent of salaries; is that right?


MR. BRIGGS:  I would have to take that subject to check.


MR. SHEPHERD:  Am I in the right range?


MS. HARE:  I don't think we know, Mr. Shepherd.  Certainly the next panel could answer that.


MR. SHEPHERD:  We'll ask HR.  Thank you.


MR. BRIGGS:  Yes.


MR. SHEPHERD:  So then what you've done in K12.3 is, from the gross numbers that you've reported in your pre-filed for the three separate years, you've then deducted things that are included in that line, but aren't really salaries and wages; right?


MS. HARE:  That's correct.


MR. SHEPHERD:  And there's four categories of those; correct?


MS. HARE:  Correct.


MR. SHEPHERD:  Then I go down to the line O&M salaries and wages, strategic and key accounts, and I went to do the same analysis for that in A6, tab 5, schedule 5.  And what I found was that the numbers that you reported for salaries and expenses, in there, aren't the same as the numbers here.


MS. HARE:  Mr. Shepherd, if you ‑‑


MR. SHEPHERD:  Let me finish please.  So I take it that what you're doing is that you've already netted out these various adjustments in those numbers?


MS. HARE:  Right.  And that number is actually A6, tab 5, schedule 5, page 2, paragraph 8.


MR. SHEPHERD:  Okay.  But the break-downs that we're looking for are A6, tab 5, schedule 5, page 4; right?  And you have, for example, 4,078,000 for 2006 for salaries and expenses; right?


MS. SARNOVSKY:  That's correct.


MR. SHEPHERD:  But then you have to deduct from that -- I get 372,000 of these other things?


MS. SARNOVSKY:  That's correct.  And that's itemized, as Ms. Hare said, at Exhibit A6, tab 5, schedule 5, page 2, paragraph 8.  It breaks down the total budget between salaries, which is the labour portion of $3.7 million, and then the travel and customer interaction needs, which is roughly .4 million, which is the same number you just referenced.


MR. SHEPHERD:  Okay.  So now before I get to the salary amounts, I just want to ask about these non‑salary amounts for a second.


Let me ask about some specific ones.  You've got employee services and development.  That is training; right, basically?


MR. BRIGGS:  That's correct.


MR. SHEPHERD:  And so it's almost doubled from 2004 to 2005, and then you're increasing it again by the same amount in 2006.  Why is that?


MS. HARE:  Training was one of the items in 2003 and 2004 that was cut back in our attempt to manage our costs.  It's very important for us to have a fully qualified multi-skilled workforce.  And so what we're reflecting in 2006 are the dollars that we believe we need to commit to ensure that we have adequate training for all of the employees in operations.


MR. SHEPHERD:  In both 2003 and 2004, your ROE was higher than the Board-approved amount; correct?


MS. HARE:  I will take that, subject to check.


MR. SHEPHERD:  And so had you, in fact, spent more on training in those years, which you say you need to do, shareholders would have still got their rate of return; right?


MS. HARE:  Yes, I assume so.


MR. SHEPHERD:  All right.  Then I'm looking at travel and entertainment, and it looks like from 2005 ‑‑ 2004 to 2005, you controlled costs, but then in 2006 you're saying, We're going to start spending again.  In fact, you're proposing to increase them by $110,000.  Why is that?


[Witness panel confers]


MR. MILNER:  If I can answer that, essentially you've got some head count increases, and, in certain groups within the operations department, they just increased expenses associated with bringing those new people up to speed.  


MR. SHEPHERD:  You spend money on travel and entertainment to bring new people up to speed?  You take them out for parties?


MR. MILNER:  No.


MR. SHEPHERD:  I don't understand.  Connect the two.


MS. HARE:  An example might be, for example, the Canadian Gas Association holds an operations conference.  That's one that was attended by a number of people in operations this past year in Calgary.  That would be an example of something that would go into travel and entertainment.  


MR. MILNER:  And, similarly, in measurement and regulation, which is one of the areas that we needed to shore up, we have to send people down to the manufacturers to get training or bring them up, and end up sending people to central locations.


MR. SHEPHERD:  So these additional costs for travel and entertainment -- they're actually all training costs, right? 

     MR. MILNER:  I would say that, principally, that's the driver here. 

     MR. SHEPHERD:  So then training, which we saw, in the first line, had doubled from 2004 to 2005, really, if we look at it correctly, it doubled again, from 2005 to 2006; right? 

     MR. MILNER:  Well, I'm not sure I would characterize it as, you know, doubling and doubling, but, certainly, the expenses related to that are also incremental.  

     MR. SHEPHERD:  Now, let's go to the next line, “donations and memberships.”  I understand these are relatively small amounts in the scheme of a multi-billion budget, but since this is the only department we have a breakdown for, we can, I guess, assume that other departments will look the same.  

     In “donations and membership”, you have a big jump from 2004 to 2005.  Do you know why that is? 

     MS. HARE:  We're not really sure, Mr. Shepherd. 

     MR. SHEPHERD:  Okay.  Well, then, let's go to the other category, because that’s the most interesting.  And there you have a half a million -- more than a half million dollar increase in your budget.  What’s that? 

     MR. BRIGGS:  In our 2006 regulatory budget, there's $300,000 inventory write-off provision, that is now required by our finance group.  

     MR. SHEPHERD:  I have no idea what you just said, sorry. 

     MR. BROWN:  Sorry.  For our warehouse, we have, potentially, stock that would be obsolete, potentially items that don't get cleared properly.  The accounting policy is to write that off to O&M expense and not capitalize it.  So that is a change from our 2005 forecast.  

     MR. SHEPHERD:  So this is just cleaning out obsolete inventory. 

     MR. BRIGGS:  It's not, necessarily, cleaning out obsolete inventory, it’s just processing items correctly, and getting into -- more into the SOX world.  There were some changes that our finance group laid out last year, and this is representing that.  

     MR. SHEPHERD:  Okay.  I don't understand that.  

     MR. BRIGGS:  It is only $300,000 of 589. 

     MR. SHEPHERD:  I'm going to get to the other --

     MR. BRIGGS:  Okay.

     MR. SHEPHERD:  -- 210,000 increase, don't worry.  I just -- I'm trying to understand, there -- every year you try to clean out obsolete inventory; right? 

     MR. BRIGGS:  That's correct. 

     MR. SHEPHERD:  So this is not that. 

     MR. BRIGGS:  Oh, no.  It's not like old stuff from five years ago, no.  It's ongoing.  

     MR. SHEPHERD:  Okay.  So is this is some accounting change -- a $300,000 accounting change.  Is this reported somewhere in your pre-files? 

     MR. BRIGGS:  Can you just hold on one second, please.  

     I would have to take that subject to check.  I'm not sure if it's in the finance evidence or not. 

     MR. SHEPHERD:  I wonder if you could undertake to tell us what that $300,000 is -- give us some details. 

     MR. BRIGGS:  Certainly, we could do that.     

    MR. BATTISTA:  That will be Undertaking J12.9.  

UNDERTAKING NO. J12.9:  TO PROVIDE PARTICULARS OF THE $300,000 INVENTORY WRITE-OFF PROVISION REFLECTED IN THE 2006 REGULATORY BUDGET, AND OF THE OTHER ENTRIES MAKING UP THE TOTAL OF $589,000 THERE STATED

     MR. SHEPHERD:  And so then, can we go to the other 210,000 of that increase?  

     MR. BRIGGS:  What I can do is, I will supply, on that undertaking, full details of that 589,000 if that would be okay with yourself, Madam Chair. 

     MR. SHEPHERD:  You don't know what the other 210,000 is?

     MR. BRIGGS:  I have an idea, but I would like to confirm, exactly, what it is, just so we can get the exact number for you. 

     MR. SHEPHERD:  Okay.  Now, I just want to leave that.  But will you accept, subject to check, that the non-salary items in that -- in this chart, for OPS only - I haven't got to S&KA yet - have just a little more than doubled, from 2004 to 2006, in total; is that right? 

     MR. BRIGGS:  Yes, that's correct. 

     MS. HARE:  Yes, that's right.  And, Mr. Shepherd, I think - I'm slow in doing the math - in terms of the amount that we're spending on training, if we assume that everything in employee services and development, travel and entertainment is actually related to training - which it’s not, but if we assume that - that works out to about a thousand dollars per employee on training, which is a very, very small amount, particularly considering the number of initiatives that we have underway. 

     We have a training program so that our fitters can become what we call now “operations technicians”, and gas techs can become “operations technicians” -- meaning, in other words, that they can do both service work and some construction maintenance work.  

     So we've trained 73 employees to be ops techs, to date.  We also have an initiative that would involve welders doing training to be gas techs.  It is very important for us to have a highly-skilled work force, so a thousand dollars per employee seems particularly modest, when you work it out per employee. 

     MR. SHEPHERD:  I would agree with you, actually.  From the ratepayers point of view, of course:  the ratepayers want your staff to be as well trained as possible; right? 

     MS. HARE:  Thank you.  

     MR. SHEPHERD:  But then, when the shareholder wanted more profits in 2003 and 2004, you just testified that you thought that wasn't important.  You cut it out. 

     MS. HARE:  I don't think I said it wasn't important.  I was simply relaying the fact that that’s what was done. 

     MR. SHEPHERD:  Okay.  You think it is important, but Calgary didn't.  You don't have an answer? 

     MS. HARE:  I don't have a comment to that.  

     MR. SHEPHERD:  No, okay.  Let's go, then, to “strategic and key accounts”, now.  If I calculate correctly, the non-salary amounts for strategic and key accounts were 236 in 2004, 323,000 in 2005 and 372,000 in 2006; am I about right, subject to check? 

     MS. SARNOVSKY:  Subject to check, yes.  

     MR. SHEPHERD:  And so, again, over those two years -- you've got a 58 percent increase in those amounts over those two years; right? 

     MS. SARNOVSKY:  Can I have those numbers, again? 

     MR. SHEPHERD:  236,000 -- 

     MS. SARNOVSKY:  Yes.

     MR. SHEPHERD:  323,000, 372,000.  Just the difference between what you filed in your pre-files and the numbers on this line.  You've already identified that that’s the difference, those non-salary items; right? 

     MS. SARNOVSKY:  That's correct.  

     MR. SHEPHERD:  Okay.

     MS. HARE:  Mr. Shepherd - maybe I shouldn't do this - but I didn't think your comment was worth responding to, but there is actually one point that is worth responding to. 

     You said whether I thought training was important, and Calgary didn't.  I think you’ve heard over the course of this hearing, and previous hearings, that financial targets -- financial responsibility is the responsibility of Enbridge Gas Distribution.  It has nothing to do with Calgary.  Those are decisions that are made here.  

     MR. SHEPHERD:  Thank you for that.  

     Back to you, Ms. Sarnovsky.  So it's correct, isn't it, that those non-salary amounts included in that line increased 58 percent in those two years? 

     MS. SARNOVSKY:  I’ll take your math --

     MR. SHEPHERD:  Thank you.  

     MS. SARNOVSKY:  -- subject to check. 

     MR. SHEPHERD:  And, in fact, between ops and S&KA -- that's all one department at Enbridge; right? 

     MS. SARNOVSKY:  That's correct.        

     MR. SHEPHERD:  Okay.  Between them, there's a million dollars of additional costs between 2004 and 2006, in that stuff:  training, travel and entertainment, donations and memberships, et cetera, right?  Will you accept that, subject to check? 

     MR. BRIGGS:  Yes, subject to check.  

     MR. SHEPHERD:  Thanks.  Okay.  Let me turn, then, to the percentage increases in these lines.  I want to start with the headcount. 

     Why are the headcounts, by the way, different now than they were in 1.5.121 -- I.5.121?  

     MS. HARE:  What I was trying to explain in the examination in-chief is that, in 121, we believe they were looking at positions, and what we're looking at is headcount.  

     I was also explaining, Mr. Shepherd, that these numbers might still change again, as we respond to what we now understand to be your request.  Because as we understand your request, you want us to only include people that are currently in those positions.  So we should exclude maternity leaves.  We should exclude people on long-term disability.  Anybody that we show as a position that isn't currently in the job, you would like us to exclude.  Do I have that correct? 

     MR. SHEPHERD:  Well, I think we're talking about that off-line, so we’ll finalize that and figure out what it is. 

     But come back to the question:  Why did you have 956 as the number in I5.121, and now you say you actually have 1,023 regular full-time, and 1,092, total? 

     MS. HARE:  Because we believe we were counting different things.  In the one case, they were counting positions, and we're looking at headcount.  

     MR. SHEPHERD:  So you have 1,023 people next year, but you expect to have only 956 positions? 

     MS. HARE:  No.  

     MR. SHEPHERD:  Well, sorry, that's what your figures are.   

     MS. HARE:  I think it's a difference in how we're counting, and what we're using to count the number of people.  

     MR. SHEPHERD:  Okay.         

     MS. HARE:  So, for example, if we know somebody is retiring, there would be one position listed in the chart that's done in Response 121 to CCC.  But if we hire somebody to have an overlap period of six months, then we've got two people showing as headcount.  

     MR. SHEPHERD:  Yes.  

     MS. HARE:  Well, that would be one example of why there would be a discrepancy. 

     MR. SHEPHERD:  Yes, I can understand why 121 would be higher than this chart, if it is head count.  Head count could ‑‑ sorry, because that head count being positions, you could have more positions than you have people.  I don't understand you can have more people than you have positions.


MS. HARE:  Well, it could be the opposite, that you have more people than you've got positions, because you've got two people doing that same job, because we're hiring in advance in anticipation of the retirement.  So the person essentially has been hired earlier than the vacancy occurs, so that they can get training before that person leaves.


MR. SHEPHERD:  I see.  Just give me one second, please.  I'm just looking at 121, and it actually has a vacancy figure, doesn't it?


MS. HARE:  Yes, it does.


MR. SHEPHERD:  So, for example, for 2006 you estimate that the company will have 28 vacancies.  So now I'm confused, because if the vacancies are already included in here, then this number is positions and you -- so you expect to have, what, 80 or 100 extra people next year more than you're supposed to have?


MS. HARE:  We expect to have 1,023 regular employees in 2006.


MR. SHEPHERD:  But only 956 positions?


MS. HARE:  That's what CCC 121 shows.


MR. SHEPHERD:  Some of them vacant?


MS. HARE:  Some of them vacant.


MR. SHEPHERD:  Okay.  Let me just ask about, then, the numbers on K12.3.  I'm looking at the bottom number first, which is head count effective January 1st.


MS. HARE:  Right.


MR. SHEPHERD:  And you're showing a 14.2 percent increase from 2004 to 2005; is that right?


MS. HARE:  Yes.


MR. SHEPHERD:  And an 11.4 percent increase from 2005 to 2006?


MS. HARE:  That's right.


MR. SHEPHERD:  A total of 27.3 percent increase in two years?


MS. HARE:  Yes.


MR. SHEPHERD:  Why would you need 27 percent more people if your customer -- number of customers has increased by 7 percent?


MS. HARE:  Because you heard from the EnVision panel that there are a number of people that are working on the EnVision project.  There are a number of people that were hired into the work management centre, and we're anticipating a very active program in 2006 in terms of our construction program.


MR. SHEPHERD:  Well, see, now that's confusing to me, because the people on the EnVision project, 90 percent is capitalized; right?


MS. HARE:  That's correct.


MR. SHEPHERD:  So that's not going to have a big impact on these numbers, is it?


MS. HARE:  Well, it is when you're looking at head count.  It's not when you're looking at dollars.  This is head count.


MR. SHEPHERD:  So the head count things aren't adjusted for the fact that you have a bunch of capital people.  This includes all the capital people?


MS. HARE:  This includes all the people.


MR. SHEPHERD:  Ah‑hah.  Okay.  And so you're saying you had to hire, it looks like, about 125 people for EnVision and work management?


MS. HARE:  And our construction program and other places in operations.  We have been adding staff, unrelated.  So staff related to construction work, service work, maintenance work has been added, as well.


MR. SHEPHERD:  So how many of those people would be because of your aggressive capital program, the $458 million budget?  How many of that addition would be because of that?


MS. HARE:  I don't know, but some certainly would.


MR. SHEPHERD:  Would it be a significant percentage of it?


MR. MILNER:  No, I don't believe that would be a significant percentage.


MR. SHEPHERD:  Well, okay.  I've identified three reasons, in my mind, why you might need more people.  You might need more people because you have more customers, you might need more people because you have a bigger capital program, or you might need more people because of EnVision.


You got, over those two years, 235 more people.


MR. MILNER:  If I could add --


MR. SHEPHERD:  Can you break it down for me, give me an idea?


MR. MILNER:  If I could just add a couple of more reasons to consider, first of all, with our increased productivity within our staff, we are doing more capital work.  That's allowed us to actually look at the opportunity to do more of that work.  So we're bringing on other people to help us.


MR. SHEPHERD:  Let me just stop you there, Mr. Milner.  Increased productivity, in my experience, in the business community means you need less people.


MR. MILNER:  Right.  So that let me explain a little further.  That is true, and what you're seeing is that as we become more productive, we're able to do more capital work.  And as we grow our system, we have to also add people that can maintain or do the emergency response necessary to meet the service response requirements for emergencies.  So we have been trying to optimize those labour resources by having them do more.  And so it's a bit of a combination of things.  


So the second thing that I wanted to add was that there are some increased maintenance requirements that we've identified, and we've had to bring a couple of bodies to address those maintenance items, as well.


MR. SHEPHERD:  Such as?


MR. MILNER:  Well, the corrosion ‑‑ there's a corrosion problem we've identified, talked to in the evidence as well here.  It's related to straight current in the City of Toronto, and that particular issue is something that has emerged over the last year.  And we've identified some new technology that can help us identify and solve these problems.


So that's actually required us to take a look at our corrosion survey and our ability to respond to what's going to arise from that.  So that's another area, and that's one of those types of things that, you know, as the system ages, as your infrastructure gets to a point where you need to do something or technology advances, you're able to step up.  


So that's an area that we have also addressed by adding some numbers.


MR. SHEPHERD:  Okay.  So how many people did you add for this corrosion thing?


MR. MILNER:  Well, we have identified just two bodies out of that to address that particular concern, and then ‑‑ as well as some other resources to address that.


MR. SHEPHERD:  So that takes the 1,092 down to 1,090, and I appreciate that clarification, but that still leaves us with an awful lot of people that are unaccounted for.  


And so I'm asking you, Why don't you tell me -- give me an idea.  How many people are you adding for EnVision from '95 to ‑‑ from 2004 to 2006?  Give me an idea.


MS. HARE:  We don't have those numbers with us, Mr. Shepherd.


MR. SHEPHERD:  Okay.  How many people are you adding because you have more customers?


MS. HARE:  Okay.  Mr. Milner and I were just chatting about how many we've added.  I've added 20 from 2004 to 2006 related solely to the fact that we have more customers.


MR. SHEPHERD:  Let me just ‑‑ 


MS. HARE:  Eastern region has added six.


MR. SHEPHERD:  Let me just stop you.  You've added 20 and you have 70 percent of the company increase.  So I can do the math, and that means that the company added about 30 for that; right?


MS. HARE:  That sounds about right.


MR. SHEPHERD:  Okay.  So now we're down to 200 for EnVision and the capital program; is that fair?


MS. HARE:  Sorry, how did you start from 200?  910 to 1,023? 


MR. SHEPHERD:  No, the increase was 235, 234.  We got two for corrosion.  We got 30 for more customers.  We got 200 left for EnVision and the increased capital program;  is that fair?


MS. HARE:  That's fair, Mr. Shepherd.  I would be happy to give you the numbers, but we don't have them with us, so if you would like those numbers --


MR. SHEPHERD:  Would you undertake to break that down for us?


MS. HARE:  Sure.


MR. BATTISTA:  That will be undertaking J12.10.

UNDERTAKING NO. J12.10:  TOTAL NUMBER OF ADDITIONAL HEAD COUNT

MR. SHEPHERD:  Now, the last thing I want to look at is the dollar figures for the salary and wages component.


And, of course, I haven't been able to do the calculations to determine what these mean per FTE, but I take it it's fair to say that with respect to regional operations, at least, there is a 10.7 percent increase from 2004 to 2005 in salaries and wages, is that right, regional operations?


MR. BRIGGS:  Yes, that's correct.


MR. SHEPHERD:  And a 5 percent from 2005 to 2006; is that right?


MR. BRIGGS:  Yes.


MS. HARE:  We show 6 percent.


MR. SHEPHERD:  It's a total of 16.3 percent for the two years.  Will you accept that, subject to check?


MR. BRIGGS:  I will accept that, subject to check.


MR. SHEPHERD:  And that's completely explained by the head count increases; right? 


MS. HARE:  No.  The difficulty with what we've provided and what we thought you were asking us to provide, the difficulty in what we've provided is that the percentage of total that's capitalized in any year changes.  The number of temporary employees change, how long they work.  So head count doesn't tell you whether or not some of these temporaries were employed for two months or six months.


So it's difficult to relate the head count increase to the salary increase which, in addition to the fact that there are more bodies, would also include inflation year to year.


MR. SHEPHERD:  Yes, but we've already determined, haven't we, that about 80 percent of this increase in head count is capital, right, or so?  Two hundred out of 230 is capital, EnVision and increased capital projects?


MS. HARE:  No, because there are also increases in the work management centre, and I believe they're 50:50, aren't they, Mr. Briggs?


MR. BRIGGS:  That's correct.


MS. HARE:  So the work management centre people would not be all capital.


MR. SHEPHERD:  I see.  So then these large increases in salary and wage budget are not explained by increases in head count, as far as we know?


MS. HARE:  They are not totally ‑‑ what I'm trying to say is that you can't easily relate the increase in dollars to the increase in head count.


MR. SHEPHERD:  All right.


MS. HARE:  But the whole point of putting this forward was to show that both are, in fact, increasing.


MR. SHEPHERD:  Now, in this ‑‑ my last question is, in this figure of ‑- sorry.  Let me just ask about strategic and key accounts.  Strategic and key accounts increased only 1 percent in salary and wages from 2004 to 2005, but you think that it's going to increase 10 percent in 2006.  Why is that?


MS. SARNOVSKY:  If you look at the evidence at Exhibit A6, tab 5, schedule 5, there are four staff additions that are included in the 2006 budget.  If you were to remove those out from the salary perspective, and then look at a year-over-year increase, you're looking in the range of 2.4 percent.


MR. SHEPHERD:  And those four salary ‑‑ the four staff additions are, why?


MS. SARNOVSKY:  Two of the positions are business systems analysts.  It is actually a reinstatement of positions that had been removed from the 2005 budget in anticipation that the support for the Entrac system was going to be done in house.  A decision was made after the budget was struck to actually in-source, if I will, the support for Entrac, which meant that there was a higher requirement on the part of the business to do a lot of the analysis work to provide, you know, responses to customers, if there were enhancements to the system or analysis work, to determine if an issue a customer was having is actually a defect in the system.  Is it a training issue, and whatnot?  


All of that work was initially anticipated to be out-sourced to a service provider.


MR. SHEPHERD:  So tell me if this is correct, that at least to a certain extent, I can look at the increase from 2004 to 2005 and say, That's so low, because you have cut out some bodies that you had in 2004, and then in 2006 you added them back; is that fair?


MS. SARNOVSKY:  If you look at 2005, it actually reflects an elimination of four positions as a result of Entrac.  What I'm suggesting now for 2006 is that two of those positions are required as a result of the decision that was made on the support side for Entrac.


MR. SHEPHERD:  And then you added two more positions?


MS. SARNOVSKY:  That's correct.  One of the positions is in response to the Ontario government's 2,500 megawatt RFP proposal and the expectation that my group is going to have to do a lot of the preliminary work to set up systems and define processes to actually track and monitor consumption and usage information for these customers.  So that's one position.  


And the second position is on the commercial sales side.  What we're seeing is that our commercial sales consultants are pretty maxed out now with the opportunities, given the DSM targets that they're trying to achieve.  We've actually identified some opportunities within a class of commercial customers that I guess, for lack of a better word, are not getting the full attention that they should be from the company and generating opportunities for them either from an added-load standpoint or an energy efficiency standpoint.


MR. SHEPHERD:  So let me understand this.  So you've got -- one of those two positions is really a DSM position?


MS. SARNOVSKY:  It's not DSM, because they're added-load opportunities, new technologies that would also be looking to target -- we would be looking to target for these commercial customers.


MR. SHEPHERD:  And the other one is for the new gas‑fired generation that I think we heard somewhere else is actually now not expected to be on line until 2007; isn't that right?


MS. SARNOVSKY:  That, I don't know, but this position itself is required in advance of.  It's not just required when the generations come on line.  It is to set up processes, set up systems and ensure we have compliance monitoring mechanisms in place.


MR. SHEPHERD:  Now, I just have one other question.  You're supposed to have $1.9 million of EnVision savings in 2006.  Is it in here somewhere?  That's the O&M component.  You're supposed to have 19 million, but 10 percent of it is O&M, right, and it should be in here; right?


MR. BRIGGS:  That is correct.  It's in the 2006 regulatory budget, $1.9 million.


MR. SHEPHERD:  And so if it weren't for EnVision, can I take it that these salaries and wages would be 1.9 million higher?


MR. BRIGGS:  Wouldn't necessarily be salaries and wages, but the budget would be higher by ‑‑


MR. SHEPHERD:  Some of it would be salaries --


MS. HARE:  Sorry, not in comparison to 2005, because in 2005 we had 15 million.


MR. SHEPHERD:  Your own evidence, Ms. Hare, says that you had 0.6 O&M benefits from EnVision in 2005.


MS. HARE:  Sorry.  What was in the budget for setting rates was $15 million in benefits.


MR. SHEPHERD:  Yes, but these are actuals; right?


MS. HARE:  Right.


MR. SHEPHERD:  So I'm asking -- so that 25,689 would be something higher if it weren't for EnVision; is that correct?


[Witness panel confers]


 MR. BRIGGS:  Are you comparing actuals, Mr. Shepherd?


MR. SHEPHERD:  I'm just looking at your budget for 2006.  It says 25,689.  You said you will have $1.9 million of EnVision benefits.  I assume some of them have reduced that.  Those benefits must reduce your budget somewhere; right?


MR. BRIGGS:  Yes, that's correct.  And in 2006 the number is 1.9.  In the 2005 budget, it was 15.3 million, which was 1.5 million of O&M.  So the incremental increase was about $400,000.


MR. SHEPHERD:  I'm not asking you about the increment.  I'm asking you about 2006.  You got 25,689.  If it weren't for EnVision, that number would be higher; right?


MR. BRIGGS:  Yes, that's correct.


MR. SHEPHERD:  Those are my questions, Madam Chair.


MS. NOWINA:  Thank you, Mr. Shepherd.  Before we adjourn for the day -- so tomorrow, it will not be this panel; is that correct, Mr. Lanni?


MR. LANNI:  That's correct, Madam Chair.  This panel will sit down until Thursday morning, at which point the whole panel will be able to attend.


MS. NOWINA:  So we're going to start the HR panel tomorrow; is that correct?


MR. LANNI:  That's correct.


MS. NOWINA:  Now, if we start the HR panel, will we finish with the HR panel before we resume with this panel?


MR. LANNI:  Based upon the estimates that we have, if the HR panel were to finish -‑ were to continue on Thursday, that panel and this panel would be complete by the end of Thursday.


MS. NOWINA:  All right, thank you.  So we will now adjourn until 1 o'clock tomorrow afternoon.

--- Whereupon the hearing adjourned at 4:30 p.m.
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