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NO UNDERTAKINGS WERE ENTERED DURING THIS HEARING


Thursday, March 22, 2007


--- Upon commencing at 9:42 a.m.  

     MR. KAISER:  Please be seated.  

     Mr. Cass, we have a settlement agreement?  

     MR. CASS:  We do, Mr. Chair.  

     PRELIMINARY MATTERS: 

MR. CASS:  Before we come to that, I wonder if I might raise two preliminary matters.  

The first would have to do with the order of how we deal with things today, and perhaps I will leave that aside, to address the other matter.

The second preliminary matter is just the marking as an exhibit of some new evidence.  There was a letter written to the Board by Mr. Stevens on March 21st - I guess that was yesterday – with, I believe, four schedules attached, providing information that had been requested by intervenors.  And I think it would be appropriate to get that on the record in the case by marking it as an exhibit.  

     MR. MILLAR:  Mr. Cass, that is the letter dated March 21st, 2007?  

     MR. CASS:  Correct.  

     MR. MILLAR:  That will be Exhibit K15.1.  

     EXHIBIT NO. K15.1:  letter dated 21 march 2007 

written to the Board by Mr. Stevens, with four 

schedules attached, providing information that had 

been requested by intervenors

     MR. CASS:  The second preliminary matter that I referred to, Mr. Chair, would be the order of how we deal with things today.  

We do have, as you have pointed out, a settlement proposal to address in respect of customer care services and CIS.  There is also the matter relating to corporate cost allocations. 

     I think it's the expectation that the second of those two, the corporate cost allocations matter, will take up considerably less time.  For that reason, the Board might want to hear that first and get that dealt with, but of course it is up to the Board.  

     MR. KAISER:  That's fine.  

     MR. CASS:  Mr. O'Leary will address that on behalf of the company.  

     MR. KAISER:  Mr. O'Leary.  

     SUBMISSIONS BY MR. O'LEARY:  

     MR. O'LEARY:  Thank you, Mr. Chair.  Good morning.  

     I am not here to tell you that there is a settlement agreement in respect of the RCAM methodology and as a result of the effort of the consultative, but I do not wish that to imply that there has not been a lot of work and a lot of progress on the issue.  

     Yesterday there was some additional evidence filed that gave an update and summary of the steps that have been undertaken over the last short while, and I thought, briefly, leading up to what we are going to propose, it might be helpful to give you a brief chronology.  

     Last year in the 2006 rate case, EB 2005-0001, the Board required the company to undertake certain refinements to the RCAM methodology and to undertake with intervenors an independent evaluation.  It is the company's view that it has complied with those directives of last year, and yesterday filed at Exhibit D1, tab 3, schedule 2 an update and summary of the chronology of events and the work that has been completed.

     Briefly, this included the establishment of an intervenor steering committee, and on that committee, representation of intervenors was established by VECC and IGUA, and they retained a consultant, an expert consultant, Rosen & Associates, to assist them in their participation in this process.  

     The company with intervenors undertook an RFP, a request for proposals, to look for an independent consultant, as required by the Board in last year's decision, and ultimately Morris Norris Penny -- sorry, Myers Norris Penny – my apologies -- MNP was selected as the independent consultant.

     MNP undertook its review and after much time and effort produced a draft report.  This draft report was the subject of extensive feedback from intervenors, requiring further revisions, compilation of additional supporting analysis and ultimately preparation of the final report.  

     Earlier on, as also required by the Board panel last year, the company implemented certain refinements to the RCAM, and these were also the subject of review by MNP.

So the question is:  Where are we today?  Again, I reiterate that the company believes that it has fully complied with the Board's directives from the 2006 rate case decision, and that the RCAM is final and complete.  

     You will recall that the MNP recommendations produced, they generated a corporate cost allocation amount of 18.1 million and that is the number that's been included in the settlement proposal.  

     And that has been accepted by the Board here.  

     The company understands that certain intervenors wish to raise several issues about the RCAM methodology, and they would do this through their expert, Rosen & Associates, by the preparation of a report which would articulate their remaining issues with the methodology.

At this time, the company does not know specifically what the issues are, the extent of the issues, and the details of the concerns that will be spelled out by Mr. Rosen in his report.  So we are not in a position, today, sir, to say whether these are issues that should or should not be dealt with by this panel in this proceeding.  

It may well be that the company would agree that there is an issue that should be dealt with by the panel, but it could also be that the company would view these issues, as articulated in the Rosen report, as really being a relitigation of matters that have been considered and already adjudicated by prior panels.

And thus we may require your assistance on a future date.  I am not saying this will happen, but it is certainly a possibility.

     As a result, it is our proposal today - and I believe that we have the support of intervenors - that we ask for some reasonable amount of further time to allow intervenors to proceed and task Mr. Rosen to complete his report, and then to allow the company to respond, if necessary, to that report.  It may be necessary to engage MNP or perhaps even another expert to respond to that report.

And obviously, sir, this means that this issue is not ripe for proceeding with a hearing tomorrow, which we understand was being contemplated, given an e-mail that was sent around by Mr. Millar yesterday.  

     There are a number of reasons why the company believes that it is important that we finally come to the end of the review of the RCAM methodology, which, as you know, has been ongoing for several years, not least of which is knowing with certainty that with an approved RCAM the company will be in compliance with the Affiliate Relationships Code.

As well, it's appropriate to finally settle RCAM so that we have a methodology which will be in operation for the next five years during the incentive regulation regime.  

     So what the company, I believe, intervenors in support are proposing today for your consideration is a timetable going forward - if I can call it, a phase two of this proceeding - as I believe Mr. DeRose indicated to you in a question from yourself, Mr. Kaiser, several weeks ago as to whether or not any of the lingering issues have any rate impacts.  The answer is:  No, that a final rate order could be made in phase one of the main rate case, and we could proceed with the phase two to finally resolve the RCAM issues.  But there is some additional time that's needed by intervenors and by the company to respond.

There is always the possibility you will see in the timetable that we are going to propose that there is -- it's contemplated that there will be an ADR process and, therefore, we may ultimately reach settlement on these final lingering issues, but it's something that we will need some additional time to deal with.

     So rather than go right into the timetable - it was circulated yesterday and I have received comments from some, but not all, intervenors, none of which are unfavourable - I could either proceed to give you the list of dates that we are proposing or to suggest that any intervenors that wish to speak to the matter could be heard at this time.  

     MR. KAISER:  All right.  Let's hear from the intervenors.  

Mr. Thompson.  

     SUBMISSIONS BY MR. THOMPSON:

MR. THOMPSON:  Thank you, Mr. Chairman.

My partner, Mr. DeRose, has really had carriage of this, so my knowledge of it is somewhat superficial.  I believe Mr. Buonaguro is more familiar with the background, but perhaps I could just say this, on behalf of my client, IGUA.  My understanding is that this evidence that Mr. O'Leary has referred to was just delivered a couple of days ago.  The letter that I have is dated March 21st, so maybe it is one day ago.  And so we support his observation that the matter is not ripe for the proceeding going forward tomorrow.  There does need to be a completion of a process that will allow the matter to be ripened, if I can put it that way.

     I take his point, that this matter should be susceptible to resolution, and so the proposal to have an ADR process makes a lot of sense to me.  I agree it has no rate impact, but one of the concerns of my client is the susceptibility of this RCAM methodology to increase beyond a normal percentage increase that would apply in incentive regulation.  And so that is one of the topics that we will obviously be interested in as this unfolds.


Apart from that, I am not intimately familiar with the work that Mr. Rosen has done and where that stands and what details have been provided to the company, in terms of the concerns of the intervenor group.  And I think Mr. Buonaguro could speak to that.  

     MR. KAISER:  Mr. Buonaguro?

     MR. BUONAGURO:  Thank you, Mr. Chair.  

     SUBMISSIONS BY MR. BUONAGURO:

MR. BUONAGURO:  The final MNP report, I believe, was only filed a few weeks ago, and in terms of proceeding in the hearing, there's been no opportunity for interrogatories on that particular document.  And subsequently our expert, Mr. Rosen & Associates, would have to file a report in response.


So these are all part of the procedural matters that Mr. O'Leary has worked out a schedule with, in coordination with both VECC and IGUA, and submitted to the rest of the group.  

     Just one thing I would like to point out, or maybe a couple of things:  Mr. O'Leary mentioned that the 18.1 is the number produced by the report, and that was included as part of the settlement proposal.  I would point out that that was, in fact, part of a settlement proposal globally and that specifically the rights with respect to challenging the methodology that reached that number were reserved as part of the settlement proposal.


So I don't think you should take too much from the fact that 18.1 is the number for 2007.  We have agreed to that as part of the settlement proposal, but we do have issues with the specific methodology, which may reduce -- if we were successful in raising those points before the Board, the number would have been different.


We're not suggesting that there would be any impact on 2007, but there are outstanding methodological issues that are being brought forward.  

     MR. KAISER:  But just to clarify, even if the methodology does change, you're not going to change your position on the 18.1. 

     MR. BUONAGURO:  No, no, no, that was part of the settlement.  2007 is settled.  It's on a go-forward basis that it may have been -- 

     MR. KAISER:  As Mr. O'Leary suggests, we can consider this in a phase-two sense and issue a decision with respect to the rate case and the rates, set rates.  

     MR. BUONAGURO:  Yes, yes.  

     MR. KAISER:  2007.  

     MR. BUONAGURO:  The only other thing I would point out is that part of the consultative process contemplated -- and it is in the statement of principles a phase where the consultative would negotiate, once the final report was out, any differences.


Because of the timing of the final report just a few weeks ago, and presumably other matters, that part of the phase we don't feel, in any event, that that has been completed or done in any rigorous way.  We would hope that that would continue and that could limit the scope of the issues, assuming there is no final settlement that would go to the Board.


And also, part of the timetable, I think, as Mr. O'Leary pointed out, is a settlement conference, which may further reduce or eliminate the need to actually have a hearing.


But the consultative has been working, but because of various factors, that part of the phase is never completed or undertaken, so hopefully it goes in parallel.  

     MR. KAISER:  Thank you.


Mr. Shepherd, anything on this?  

     SUBMISSIONS BY MR. SHEPHERD:
     MR. SHEPHERD:  Mr. Chairman, the only comment I would add is:  Because this has no rate implications for 2007, I think the deadline for this decision is really the Gas IRM decision, so you do have time to have -- to allow this to unfold in the fullness of time and perhaps get a settlement where otherwise you might not.  

     MR. KAISER:  All right.  

Mr. Matthews? 


SUBMISSIONS BY MR. MATTHEWS: 
     MR. MATTHEWS:  With respect to the timing on this, first of all, Direct supports the consultative's efforts to seek an expedient resolution of this.  

And with respect to timing, though, there are some matters that are coming up that are in the Board's business plan - for example, the cost allocation for system gas - that may be impacted by a methodology decision from -- if it becomes an accepted practice.  

So we would like to see that thing -- like, see this process move along expeditiously to accommodate that.  

     MR. KAISER:  Well, I think we all agree with that; we would like to move it along.  It does seem to make sense to do it in a phase-two aspect, as you have indicated.  

     Perhaps the best thing is to let counsel see if they can agree on the schedule themselves, and then if you can make some kind of joint submission, then we will put it into a procedural order and set up the process for phase two.  

     MR. O'LEARY:  Well, thanks, sir.  We would agree with that and support a timetable being included in a procedural order.


The only thing I would add is that, given the timetable for argument, I believe it is fair to say that intervenors are engaged up until the 30th in the preparation of their argument on the main rate-case part of this proceeding, and then the company witnesses and its counsel would be engaged up until the 13th on its reply.  

     So we respect a little indulgence, in terms of at least the next short while, but may I suggest that I speak with other counsel and then ultimately provide to Mr. Millar a copy of the timetable for the Board's consideration, and if you need to call us back to speak to it, we would be happy to do that.  

     MR. KAISER:  Let's proceed on that basis.  That makes sense.  


MR. O'LEARY:  Thank you, sir.

     MR. MILLAR:  Mr. Chair, if I may, just to direct one question to Mr. O'Leary.  I'm 99 percent certain we have the answer to this question, but could you please - or Mr. Shepherd - confirm for me that, whatever the outcome of this process, it would have no impact on a final rate order for 2007 rates?  

     MR. O'LEARY:  Yes. 

     MR. MILLAR:  So we wouldn't have to do an interim rate order or anything like that. 

     MR. O'LEARY:  No.  

     MR. MILLAR:  It would be a final order.  Thank you. 

     MR. KAISER:  Mr. Cass, what's next?  

     SUBMISSIONS BY MR. CASS:
     MR. CASS:  I think, Mr. Chair, if the Board sees fit, we can move to the settlement agreement that's been filed with the Board on customer care services and CIS.  

     MR. KAISER:  All right.  Do you want to take us through this?  

     MR. CASS:  Yes, that is my intention, Mr. Chair.  

     I should, at the outset, make a couple of comments in that regard.  

     As the Board would appreciate from having read this document, a lot of thought and a lot of effort from many people has gone into the creation of the document and, in fact, the finalization of the settlement.  It would be the easiest thing in the world, I think, for me to misstate something as I go through this.


I am going to be as careful as I can and try to explain to the Board how the pieces fit together, but I hope that everyone will bear with me, because it is a document that reflects a lot of thought by many different people.  

     The second thing that I wanted to say before I get started, Mr. Chair, is I know the Board will have questions.  Some of the answers may become apparent as I attempt to explain how the pieces fit together.


Also, on certain questions, on many questions, there may well be other counsel in the room who are better positioned to answer the questions than me.  

     So my suggestion is, if it suits the Board, that I try to take you through it as much as I can, in terms of explaining how the pieces fit together and, if possible, that the questions follow later.  Again, it may be other counsel who answer many of the questions, rather than me.  

     Having said those two things, Mr. Chair, I would start out by pointing out to the Board something that I think is probably obvious to everyone, but it is very critical to this settlement document.


There are two important events that are occurring for Enbridge Gas Distribution at this time.  The first of those two is the acquisition of a new customer information system.  The second is entering into a new contract for customer care services.  Much work has occurred and is continuing to occur on both of those activities.


I want to point out to the Board that, in fact, with respect to those activities, there are contractual decisions that are imminent, and for that reason, as I will come to later and expand upon, the company would be very appreciative of whatever the Board is able to do, in terms of making its decision on this settlement proposal at the earliest possible opportunity.


Again, I will come back to that, but there are very important contractual decisions that are imminent at this point in time.  

     Now, with respect to the two areas that I have referred to, the new customer information system, in particular, was something that was addressed in the Board's 2006 decision for Enbridge Gas Distribution's rates.


Specifically, in the 2006 decision, the Board accepted that a new CIS is required.  For your reference, you would be able to find that at paragraph 8.3.1 of the 2006 decision.  

     However, in that connection, the Board stated a couple of preferences that have real bearing on where matters stand now in relation to customer care services.  First, the Board very clearly stated its preference for competitive tendering.  That is at paragraph 8.5.5 of the 2006 decision.


Furthermore, in the context of that preference for competitive tendering, the Board may -- indicated its view that the tender should be a direct one by Enbridge Gas Distribution.  The reference for that is paragraph 8.5.6 and following in the 2006 decision.

     What has happened as a result of this guidance provided in the 2006 decision is that the company has, in fact, proceeded with a direct tendering process for a new customer information system.  

     Again, the second important event that I referred to that is in process now, is the finalization of a new contract for customer care services.  

Also, in accordance with the Board's stated preference, the company has proceeded with a direct competitive tender process for customer care services.  That also is something that's been underway for some time and continues to be in progress.  

     However, as noted in the 2006 decision - that was at paragraph 7.1.6 - the company's contract with its existing provider of customer care services, that being CustomerWorks Limited Partnership, expired on December 31st, 2006.

     It was not possible to complete the tendering process for customer care services by January 1 of this year.  The company made arrangements with CWLP for customer care services to be provided beyond December 31, 2006, and ultimately arrangements were made that those services would be provided directly by Accenture, after March of this year.

     Now, against that background, I think a very important point that I need to bring out is that the company's efforts to acquire a new CIS and to enter into a new contract for customer care services give rise to a number of different costs or potential costs.

The best way to see this is if we jump way ahead in the settlement document to a template that is at page 24.  I will later be discussing the purpose of this template and elaborating more on how it works.  

At this point, my intention is not to get into the workings of the template at all but merely to bring out to the Board some of the cost categories that arise as a result of what is happening by way of competitive tenders for both CIS and customer care services.

     So looking, just generally again, at the categories shown on page 24 of 30 in the supplementary settlement proposal, you will see that they have been broken down into CIS-related categories and categories related directly to customer care services.  

Down the left hand column of this template, you will see a breakdown of various cost categories.  

     At row 1, for example – actually, I should say rows 1, 2, and 2a - you will see a series of categories that relate to the old CIS system, and you will be able to see that those categories continue until 2009, when it is expected that the old CIS system would be retired.  I shouldn't be saying “CIS system”; the old CIS would be retired and the new CIS would become operational.

     Then in row 3, you start to see in 2009 some of the financial impacts of the new CIS.  

Carrying on down, there are a series of other categories related to the new CIS, and I will come back to discuss these when we come to the true-up -- so-called True-Up Rules in the settlement document.  But you can see those listed in rows 1 to 7.  

     Then there is a series of categories of costs related to -- directly to customer care services.  

At row 8, the Board will be able to see the impact of what I just discussed with respect to CWLP; the incumbent, CWLP, will cease providing services as of the end of March, so the costs at row 8 are only costs for January to March of 2007 and appear only in column A under the year 2007.

     Then there are certain transition costs referred to at row 9.  I will come back to discuss transition -- those transition costs and other transition costs in greater detail later.  

     The points that I would like to make as a result of bringing the Board to this template at this time are as follows:  

First, there are a number of categories of costs, as you will see, that have been subject of substantial discussion by the consultative.  

     Second, as the Board will see, these costs fall into categories such that attempting to resolve any of them on an isolated sort of basis would, I think it is obvious, be very difficult.  

The approach taken in this settlement document and in the settlement is to be comprehensive in the approach to the resolution of these financial impacts.  

     My suggestion to the Board is that any other approach that is less comprehensive and that attempts to look at costs in an isolated fashion would be a very difficult way to proceed and certainly not the preferable way to proceed.  

The other thing that can be seen about these costs, as you just look generally at the template, is that they fall differently and have different effects in different periods.  I have referred, for example, to the old CIS, which has financial impacts only up to 2009.  I have referred to the new CIS, which starts to have financial impacts in 2009.  

The Board can see similar things under the customer care service categories with respect to the incumbent, CWLP, which only has impacts in 2007; transition costs, if they occur, only have impacts in certain years.

     Again, the point here is that a year-by-year attempt to come to grips with these costs would be very difficult and, again, I suggest to the Board, would not result in the best settlement, because of the way they fall into different years and have different effects.

So the other thing that the Board would have seen in this settlement proposal that is very important is an attempt to look out over a period up till 2012 and to come up with something that I would loosely call a smoothing approach, over those years.  

     These are some of the points about the costs that are addressed in the settlement proposal that I wanted to bring out to the Board at the outset by reference to this template.  

The other point I have referred to is that these costs have been the subject of substantial discussion by the consultative.  The Board would be aware that the company convened a consultative process in respect of customer care services and CIS matters a number of months ago.  This consultative has had strong intervenor representation, in particular representation of ratepayer groups through CCC, IGUA and Schools, SEC.

     The ratepayer groups have had independent expert advice for the purposes of the consultative.  One of the independent experts who advised the intervenors during the consultative process was Mario Bauer, formerly of Bearing Point and now of TMG Consulting Inc.

Mario Bauer’s prefiled evidence has been submitted to the Board.  I believe it is Exhibit L2.  It describes a number of things, including the work of the consultative, the progress of the bid process for the new CIS, and the progress of the bid process for a new customer care services contract.

Now, because of these ongoing bid processes, and for other reasons, there are certain areas where information is not currently available that otherwise would have some relevance to the Board's consideration of customer care and CIS costs.  

One obvious area of information that is yet to come is the outcome of the bid process for a new customer care services contract.


The parties to the settlement proposal have attempted to deal with this by reaching a resolution of both customer care and CIS issues that takes account of the fact that further information will become available later.  

     The consultative was able to reach a settlement that is as comprehensive as is possible in the circumstances, and that deals, through the True-Up Rules and the template - which again I will come to later - with the cost categories that we saw when we looked at the template a few moments ago.  

     Now, to come to this settlement document itself in more particular, I would ask the Board then to start at page 4.  

     MR. VLAHOS:  Sorry, Mr. Cass, could you just confirm before you leave this table:  This template that -- the numbers we see here, although they may be under the category of capital costs - I am looking at row 3 - what do those numbers represent there?  They're revenue requirement impacts.  Could you confirm that?  

     MR. CASS:  Yes, sir, yes.  

     MR. VLAHOS:  All right.  Thank you.  

     MR. CASS:  Mr. Chair, I have just been alerted to the fact that there may be some difficulty with the broadcast of this hearing being disseminated.  

     I see the "on air" button is flashing as normal.  I don't know whether anything should be done about that at this point in time or not.  

     MR. KAISER:  Let's take a quick break and find out what the situation is, because probably some of your people are relying on this.  

     MR. CASS:  Thank you, sir.  

     MR. MILLAR:  In fact, someone is checking on it right now, Mr. Chair, but perhaps it is prudent to take a break and let them resolve the issue.

     MR. KAISER:  Let's take a 15-minute break at this time.       

     --- Recess taken at 10:15 a.m.  

     --- Upon resuming at 10:35 a.m. 

     MR. KAISER:  Please be seated.  

Mr. Cass we apologize for the interruption.  

     MR. CASS:  Thank you, sir.

Before that break, I was referring to the fact that there is additional information relevant to customer care costs and a new CIS system that will become available later, and I had mentioned page 4 of the supplementary settlement proposal in that regard.

     Towards the bottom of page 4, the Board will see the last full paragraph addresses the work of the consultative and the evidence of Mr. Bauer, to which I have already referred.

     Then the next paragraph goes on to explain the future availability of certain information.  As the Board will see there, the procurement processes, which I have also -- already mentioned a number of times, will not be completed until mid-2007.  

     Over at the top of page 5, the Board will see the new CIS is not expected to become operational until June of 2009.  

Also at the top of page 5, the settlement proposal explains that the shortlisted bidders for the customer are services including Accenture and a third party, so that there is the potential that a new service provider, other than Accenture, could be selected.  

     The introduction of a new service provider gives rise to the potential or the need for transition arrangements.  Now, transition arrangements is something what I will touch on a number of times as I go through the document.  

     However, just in this context of explaining that there will be future information forthcoming about the need for a transition, I would ask the Board to turn over to page 9 of the document.  The large paragraph in the middle of page 9 elaborates more on transition costs as they relate to customer care services.  

     The parties have agreed that in the event that Accenture is chosen as the successful bidder, there will be no transition costs associated with customer care services.  

Further down in that paragraph, in the event that there is a need for a transition, the company has agreed that it will keep the costs and the time period to a reasonable level while managing the risks.

In this regard, the company has agreed that while the maximum time period for transition to a new service provider will be 18 months from April 1st, it will make best efforts to shorten that time period.  

     Again, I will come back to this later.  The point is simply that until the successful bidder for customer care services is known, it is not possible to decide whether, in fact, there will even be any transition costs.  

     As a result of this information that will become available in the future, the parties have agreed to a process that allows, as I said, a comprehensive settlement of the issues.  

     The process, among other things, involves a 2007 placeholder amount and a true-up process that will occur at a later point in time.  

In the context of this 2007 placeholder and the true-up, the parties have strived to agree on as many of the elements of the true-up as they can in order to make the settlement as comprehensive as possible.

     Now, on the subject of the placeholder, the placeholder for 2007 customer care services is based on the cost per customer that was referred to in the 2006 decision.  This cost per customer is $49.58, and the reference for that in the 2006 decision is paragraph 7.8.2.  

     The parties have taken this cost per customer from the 2006 decision and multiplied it by the 2007 number of customers, with the result of a total amount of 90.8 million dollars, to which needs to be added the 2007 amount for uncollectible accounts of 15.1 million dollars.  

Now that, I think, is discussed at a number of places in the settlement document, but it can be seen, for example, in the middle of page 5 of 30 of the document.

     The paragraph in the middle of that page refers to the placeholder that I have described and the resulting amount of 90.8 million dollars, from use of that placeholder with 2007 number of customers, plus the 15.1 million dollars for uncollectable accounts.  

     Now, there is further explanation of the implications of this that the Board can see towards the bottom of page 7 of 30 of the document.  I am going to take these implications of that placeholder amount in two pieces and start, first of all, with the impact on the revenue deficiency that the company can recover in 2007 rates.  

     So about five lines up from the bottom of page 7 of 30, you will see the indication that the company can recover a revenue deficiency of approximately 1.8 million dollars in respect of customer care and CIS costs in the test year.  The wording then goes on to explain where that comes from, that 1.8 million.  

We had the 90.8 million dollars, which was multiplying the placeholder cost per customer times the 2007 number of customers plus the 15.1 million for uncollectable accounts, which gives a total of 105.9 million for 2007.  That compares to 104.1 million for 2006.  The revenue deficiency effect is the $1.8 million difference.  

     The document goes on to explain in even a further level of detail that difference to which I have just alluded - and this is from the bottom of page 7 over to the top of page 8 - the difference is accounted for by using the 2007 number of customers as applied to the placeholder cost per customer and also by adjusting for bad debt costs - that's the provision for uncollectable accounts - being $500,000 less in 2007 than in 2006.

     So without going through the arithmetic, I think if the Board were to do those numbers the Board would be able to see how the application of the placeholder to the 2007 number of customers, with the addition of the provision for uncollectable accounts, has resulted in the $1.8 million revenue deficiency effect to which I have referred.  

     Now, the other aspect of the revenue deficiency that I referred to and wanted to bring out to the Board is also discussed, starting in that paragraph on page 7.  This relates to the total amount of revenue deficiency that remains at issue in this case.

So the Board will see in the paragraph in the middle of page 7 that this amount of 90.8 million plus 15.1 million, or 105.9 million in total, replaces an amount in the company's application that was 131 -- I'm sorry, $130.1 million.  

     The effect of replacing the amount that was originally applied for, as well as what is also described on page 7, is that in terms of the remaining revenue deficiency at issue in this case, the amount that remains in dispute has been reduced by approximately $24.2 million.

Again, that is all explained in more detail on page 7 in a much better fashion than I could do, but that is a bit of an overview as to financial or revenue deficiency effects of this settlement.

     Now, I have referred to the fact that the settlement, in addition to this placeholder that I have just been describing, includes a true-up process.  The intent is that this true-up process would occur when further information about certain costs is known, and when the incentive regulation formula for the company is known. 
 SEQ CHAPTER \h \r 1To come back to the template to which I have already referred, the purpose of the template is to set out the parties' agreement with respect to the costs that can be established at this time, and to set out the costs that must be determined when further information is available.  

For those costs that must be determined later, the parties have agreed upon the parameters under which those costs will be calculated or forecast.  

     So the reference for the things that I have just been saying can be found at the top of page 6 of 30 of the settlement document.  I think this is a general description of how this true-up process and template will work at the time of true-up.


So in the partial paragraph at the top of page 6, the Board will see similar words to those that I have just given in relation to how the true-up will work and what the parties have done to come to agreement as comprehensively as possible and to provide parameters where things need to be calculated or forecast at the time of true-up.


Now, before coming to more detail about the true-up, I did want to come back to another important feature of the settlement proposal.  This I have also already alluded to, and it is the parties' agreement that the revenue requirement for customer care services and CIS be determined over the period 2007 through 2012.


I have already discussed and shown the Board how the various costs categories have quite different impacts in different years.  

     Back on page 5 of the settlement proposal, in the last full paragraph at the bottom of page 5, the Board can see the parties' agreement to take an approach covering the period 2007 through 2012, to avoid the swings in rates that would otherwise occur because of these different cost elements occurring at different times.  

     As well, the approach of looking at the revenue requirement over the period 2007 through 2012 has other advantages, in addition to addressing the issue about the cost categories that I have already described.  

     The Board will have seen, from the template, that there are costs in certain categories, such as procurement and potentially transition that, although incurred only in certain years, can be seen as costs incurred in connection with a contract or an investment that extends over a number of years.  That's another reason for looking at the costs over this time period rather than in isolated time periods.


As well, the approach of looking out over a period of years is expected to make this approach fit with a Board-approved IR plan in a much better fashion than a year-by-year determination of the effects of these costs.  I will come back to incentive regulation in a little more detail later.

     As a result, the parties have agreed on this approach that I described that looks out over the 2007 to 2012 time frame, and in that context, the true-up process to which I have alluded has two important implications, or at least two.


These two important implications, or at least the calculation part of this, is discussed in greater detail in the True-Up Rules at page 22, which I will come to later.


But for present purposes, if the Board is still at page 5 of the document - I'm sorry about skipping around as I try to fit these pieces together - these implications of the true-up process are referred to in the last full paragraph on page 5, to which I had referred previously.  

     First, there will be a true-up to the 2007 placeholder under the approach in the settlement documents, and any difference will be paid to or recovered from ratepayers.  

So that is part A of the two parts referred to in that paragraph at the bottom of page 5 of 30.  

     The settlement proposal provides for any such variance between the true-up amount and the 2007 placeholder to be recovered over the 2008 to 2012 time frame.


Just for the purpose of explaining that a little more, I would ask the Board, again, to skip through the pages of the document, if you don't mind.  That's explained in some more detail at pages 10 to 11 of the document.  

     Under the heading "2007 Customer Care Variance Account", towards the bottom of page 10, the Board will see more explanation of this true-up to the 2007 placeholder that I have already referred to.


The difference between the amount of revenue requirement that is recoverable according to the True-Up Rules and the true-up process and the placeholder will be calculated, and this difference will be credited or debited to the 2007 customer care variance account, which is referred to from the bottom of page 10 over to the top of page 11.  

     And then at the top of page 11, the Board will see the parties' agreement that for this purpose it is appropriate to create a 2007 customer care variance account.  

     So that is the first important implication of the true-up process.  

     If I could take the Board back to page 5, then, to touch on the second implication of true-up.  This is paragraph (b) in the same part of the settlement document to which I had referred previously.


The true-up process will also establish the component of the company's revenue requirement relating to customer care and CIS, except bad debt, for the period 2007 out to 2012 and, as I have said, smooth the rate impacts of that component over that time period.  

     Now, on this subject of bad debt, which has been touched on several times in my comments so far, I should point out that the settlement includes, as I have already said, the provision for uncollectible accounts of $15.1 million for 2007 but bad debt costs beyond 2007 are outside the scope of the settlement and will be dealt with separately by the Board.  That is explained in further detail on page 7, I believe it is.


In the second paragraph, under the heading "2007 O&M Customer Care Costs", I think the Board will see a more detailed explanation of the treatment of the provision for uncollectible accounts than the one I have just given.  

     Again, I apologize for the skipping around, but this is an effort to put the -- pull the pieces together for the Board so they can understand the mechanics of this settlement proposal.  

     I will come back, then, to the second important implication of the true-up process.  As I said, the effect of this is to establish the customer care and CIS component for the years 2007 to 2012.


This also is discussed in more detail on a different page in the document.  That starts at page 11 of the settlement proposal.  On page 11, the Board can see the heading "Revenue Requirement for Customer Care Costs Between 2008 and 2012".  

In this document, the revenue requirement that the company would be entitled to recover each year in respect of customer care costs, including CIS but not including bad debt, from 2008 to 2012 will be what is called in the document the normalized 2007 customer care revenue requirement.  And that will be adjusted as necessary in accordance with the incentive regulation formula.


That can be seen in the first paragraph under the heading to which I have just referred on page 11 of the document.  

There the Board will see that from 2008 to 2012, the normalized 2007 customer care revenue requirement, coming out of the true-up process, would apply from 2008 to 2012 as adjusted by incentive regulation.  

     Now, the true-up process would occur once the contract for customer care services has been signed and the terms of incentive regulation for Enbridge Gas Distribution are known.  Again, I know that I am skipping around a lot, but the reference for that, among other places, is page 6 of the document.

     In the first full paragraph on page 6, the Board will see that the parties have anticipated the possibility of an incentive regulation regime, the terms of which are expected to be established later this year.  

     In the middle of that paragraph, you will see that in creating the template to which I have referred, which is part of the true-up process, the parties have assumed that IR would take the form of a price cap regime of five years in duration, beginning January 1, 2008.  However, that, we all know, is not something that is a certainty at this time.

The paragraph that I have just taken the Board to goes on to say that adjustments may need to be made to the normalization approach, according to the True-Up Rules, to make it compatible with the IR model; however, any such adjustments would not affect the total revenue requirement to be recovered over the term of this agreement.  They may impact the amount to be recovered in each year of the agreement, under the normalization approach.  

     Also, continuing on that page, the parties have agreed to the ongoing work of the consultative, to monitor the completion of the procurement process, and to fulfil other objectives described in the last paragraph on page 6.  

     This paragraph goes into more detail about the work of the consultative, and so on, and indicates that the end of the work of the consultative will be no later than six months after the in-service date for the new CIS.  

     This, then, would be, I think, a good time for me to turn to a discussion of costs of the new CIS.  For that purpose, I would ask the Board to turn to page 12 of the document.

     In the first paragraph on page 12, under the heading “New CIS”, the Board will see that, through the work of the consultative, including the advice of experts like Mr. Bauer, the parties have determined that a reasonable cost of the new CIS is $118.7 million.  That is described in the first paragraph under the "New CIS" heading.  

     I would also note that $118.7 million for the new CIS includes procurement costs of $5.1 million, as set out in that paragraph.  

Support for the reasonableness of this cost is found in the prefiled evidence of Mr. Bauer, at Exhibit L2, that I have already mentioned to the Board.  

     Carrying on with the description of the settlement -- of the new CIS aspect of this matter, parties have agreed that rates will be set during the term of the settlement proposal on the basis of a CIS cost that is no more than $118.7 million; however, the total includes $42 million for system integrator costs that are the subject of a direct competitive tender.  

To the extent that system integrator costs are less than $42 million, the total of $118.7 million will be reduced.  And that is discussed at the top of page 13 of the document.  

To the extent that these costs are greater than $42 million, the amount of $118.7 will not be increased during the term of the agreement.  That also is referred to at the top of page 13.

     Now, as far as the period beyond the term of the agreement is concerned, I should, in this context, show the Board a paragraph at the top of page 14.  

Paragraph 7, at the top of page 14, and in particular 7(b), discusses eligibility of capital costs for closure to rate base on January 1st, 2013, that being the date after the end of the term of the agreement.

     This paragraph indicates that no capital costs, in addition to the 118.7, will be eligible for closure to rate base on January 1st, 2013, unless Enbridge Gas Distribution then demonstrates the reasonableness and prudence of such additional costs.  

     Now, the further condition that is important here in the context that I was just addressing - that being system integrator costs - follows in paragraph 7(b).  

The further condition is that only the additional amounts eligible -- the only additional amounts eligible for consideration will be confined to increases in the system integrator costs beyond the $42 million provision for those costs included within the $118.7 million budget.  

     So within the term of the agreement, if the $42 million system integrator cost is less, then that will result in a reduction.  If it is more than the $42 million, it will not have an effect during the term of the agreement; it will be something to be addressed in accordance with paragraph 7(b), as of January 1st, 2013.  

     So with that background of the approach to the CIS revenue requirement for the period of -- under the settlement proposal, page 14 goes on to indicate that there are only three possible adjustments to revenue requirement for CIS for the 2009 period, 2009 to 2012 period.  Again, 2009 is when the new CIS is expected to become operational.  

     One area of adjustment is the one that I have already discussed, and that arises in the event that system integrator contract costs are less than $42 million.  That is discussed again over at page 15 of the document.

     Another area of adjustment referred to on page 15 arises in the event that the Board-approved equity level in this case is changed from 35 percent.  The Board will see that right in the middle of page 15.  That's the second potential adjustment to CIS, revenue requirement for the 2009 to 2012 period.

Then there is a third potential area of adjustment.  I venture into this area with some trepidation, because this third area of potential adjustment is, without a doubt, one of the most difficult points for the parties in the settlement proposal.  Although it is an important point, I am going to try to keep my comments within a very narrow compass to avoid being argumentative and to stay strictly within the bounds of what's been agreed to.  

     As the Board would be aware - and I am going to try to keep this as non-contentious as I can - capital investments in IT assets or projects can give rise to what I would loosely describe as rapid rates of write-off for the purposes of capital cost allowance.

     The CIS capital cost is a very large investment in IT for the company that, in the first couple of years, produces these large C.C.A. write-offs that exceed the accounting depreciation that would be claimed in respect of the investment.

     This difference between C.C.A. and book depreciation, as the Board would know it, is a timing difference that does balance out over time.  

     Going back to the template at page 24, I think the Board would be able to see quickly the impacts of these large C.C.A. write-offs in the first couple of years of the new CIS being operational.  

     At row 3 of the template, the Board can see under “2009” - that being the first year in which the new CIS is operational - the impact is only $880,000.  

In the second year, 2010, the impact is actually not a cost.  It is in the other direction.  Then in the following years, the impact becomes a $25 million cost effect on the revenue requirement, $25 million-plus cost effect on the revenue requirement in 2008, and a similar sort of impact in 2012.


I think that illustrates for the Board the effect of these rapid CCA write-offs in the first couple of years of the project.  

     The company, in a nutshell, disagrees with the approach in row 3 of that template.  I am going to avoid digressing into any argument about why this is so.  Suffice it to say, for today's purposes, the company has real difficulties with that approach.  

     In order to achieve a settlement, what the parties have done is they have agreed that the values shown in row 3 of the template will be subject to wording that appears on pages 14 to 15 of the settlement document.  

     In the paragraph just below the middle of page 14, starting with the words "the first possible adjustment", the Board will see, again, some better words to describe those CCA write-offs than the words that I was able to use.  

     Following that paragraph, there is then a discussion of what the parties have done in order to get to a settlement of these issues.  

I won't read all of the words, but skipping to the third line of the partial paragraph at the bottom of page 14, the company has agreed to use the assumptions in row 3 of the template on the understanding that it retains the right to bring an application before the Board seeking a different approach to the timing of when the tax savings are reflected in revenue requirement.  

     Again, it is a timing issue, as opposed to something that ultimately changes the costs of the CIS system, other than through a timing effect.  

     Enbridge Gas Distribution has agreed that, if it does make such an application, that it will file it by June 30th of 2007.  

     Skipping over to the top of page 15, the wording makes clear that there is to be no inference that Enbridge Gas Distribution has tacitly acquiesced to the values in row 3.  

The wording goes on to indicate that in the event that the Board approves a different approach, then the parties agree that the values in row 3 are to be adjusted accordingly.  

     MR. KAISER:  Mr. Cass, let's suppose you bring an application and let's suppose you are successful.  What would be the impact on rates?  

     MR. CASS:  I can give a rough idea of the number.  I think the impact on the revenue requirement over that time period is in the order of 24 million.  That's rough.  We can --

     MR. KAISER:  Is that right, Mr. Shepherd? 

     MR. SHEPHERD:  Yes, there would be no impact on rates in 2007, Mr. Chairman. 

     MR. KAISER:  No, I understand.  

     MR. SHEPHERD:  And I had thought, actually, it was closer to $40 million over the period of -- 'til 2012, but it is certainly a substantial number.  It is.  


MR. KAISER:  Thank you.

     MR. VLAHOS:  Would it be a zero change over the very long term, Mr. Shepherd?  

     MR. SHEPHERD:  Well, there is a timing difference, of course, which has a net present value of something like $15 million, but the actual total, if you just make the cumulative total, is identical.  

     MR. VLAHOS:  Right.  

     MR. CASS:  Again, Mr. Chair, I do want to avoid being at all argumentative about this issue, so I will just leave it again that in order to be able to come to this comprehensive settlement, the parties were able to do it on the basis that this issue that I have now described will be resolved in accordance with the paragraph at the bottom of page 14 and over to the top of page 15.  

     MR. KAISER:  And you would have to bring that application by June 30th of this year?  

     MR. CASS:  That's correct. 

     MR. KAISER:  If you are going to bring it at all?  

     MR. CASS:  That is correct.


So then just coming back to where I was, that is the third potential area of change in relation to CIS revenue requirement over the time period that I have described.  

     Now, just for further clarity in relation to CIS, if I could ask the Board to skip back to page 9.  There is a very brief paragraph on page 9.  The second of the two short paragraphs there confirms that all transition costs, with respect to the new CIS, are included in the $118.7 million.  That explains why, for example, in the template the Board would not see separate transition costs for the new CIS.  

     Now, on the subject of transition costs, the document makes clear that there will be no transition costs if Accenture is the successful bidder for the customer care services that are the subject of an RFP process.


In the event that another party is successful, the successful bidder for customer care services, then there will be transition costs.  

     As can be seen on the template at page 24, row 9, one element of the transition costs is the need for Accenture to continue to provide some level of services until the transition to the new service provider is complete.


I think I have already mentioned that the maximum time period for the transition to a new service provider, if there is one, is 18 months.  So line 9 -- row 9 on the template is contemplating the transition costs in the event that there is a new service provider that would entail Accenture continuing to provide some level of services until the transition is complete.  As well, there are further transition costs for consultants and the company at lines 14 and 15.  

I will come back to those when we look at the True-Up Rules.  

     At this point in time, with respect to transition costs generally, I wanted to bring out to the Board that the agreement contemplates variance accounts to track these transition costs.  Those variance accounts are referred to at page 12 of 30.  

In the paragraph just above the heading "New CIS" - because again, in this context we are talking about customer care services, not CIS - the Board will see reference to the 2007 and 2008 customer care transition costs variance accounts.  

     The costs to be tracked in these accounts relate to activities that Accenture, external contractors, and the company internally will incur for the -- would incur for the transition to a new service provider if Accenture was not the successful bidder.  That's explained in the paragraph to which I've referred on page 12.


Further down in that paragraph, the Board will see that these costs are subject to a maximum total amount of $11.1 million.  

Again, I will come back to transition in discussing the true-up process, but I think this would be a good time for me now to turn to true-up and explain at a high level to the Board how a true-up will work.  

     A discussion of the true-up process can be found at the bottom of page 9 and over to page 10 of the document.  There is a date referred to at the bottom of page 9 and described as the true-up time.


The true-up time is the later of the date when the RFP for customer care service is completed and the contract for those services is signed and the date when the Board's decision with respect to incentive regulation for Enbridge Gas Distribution is released.

     The true-up process will determine the customer care amount for 2007, which, further down on page 10, is referred to as the normalized 2007 customer care revenue requirement. 

Now, as we will see later, many of the items of this determination are resolved in one way or another by the terms of the agreement.  But if within 60 days of true-up time the parties have not agreed to the 2007 normalized customer care revenue requirement, they will submit a list of the unresolved items to the Board for determination, in accordance with the criteria in the true-up Rules.  

That can be seen further down on page 10.  That's the -- that's two paragraphs above the heading 

"2007 Customer Care Variance Account".

     Then in the next paragraph following that one, for even greater certainty it is indicated there will be an application to the Board in relation to the true-up process.  To the extent that items of the true-up process have been resolved, the application would be for Board approval of any settlement, and to the extent that there are unresolved application –- sorry, unresolved items, the application would be for Board determination for those that have not been settled.  

     So this, then, brings me to the True-Up Rules, which are in appendix A, starting at page 17.

     Many of these rules, I think, are self-explanatory, and many of them do repeat the principles stated in the body of the agreement that I have been taking the Board through.  So for that reason, I won't be going through each and every one in detail, but I will try to step through how the True-Up Rules and the true-up process are intended to work.

     First, at the start of Appendix A, the Board will see a description of the template and what the parties have done to try to resolve the various cost categories as comprehensively as possible.  So the boxes have been completed by inserting a dollar amount, a zero, or a TBD, which stands for “to be determined”.

     As indicated in numbered paragraph 1 on page 17, where there is a dollar figure, or a zero inserted in a box, that is something that has been agreed to by the parties and, if the Board accepts this settlement proposal, doesn't need any further determination.  

And I think the Board will see, from the template, that that does cover quite a majority of the categories in the document.  As I have said, the parties have tried to be as comprehensive as they can in resolving matters.

Those boxes where there is a TBD, a “to be determined”, are items that would need to be resolved one way or another, in accordance with the sort of process that I have already described.  

     Now, with respect to the parties which have been agreed to by the -- sorry, the figures which have been agreed to by the parties and are not subject to change if the Board approves the settlement proposal, numbered paragraph 2, starting on page 17, provides greater explanation.

     Paragraph 2(a) covers items that I have already discussed.  These are the costs of the existing CIS until the new CIS asset is in service.  I don't think I need to say anything more about that, because I've touched on it at least once before.

     So that is rows 1, 2, and 2a of the template.  

     Row 4 of the template, referred to in paragraph 2(b), is the cost for the hosting and support of the new CIS.  

     Paragraph (c) is the company's back office costs, excluding bad debt, associated both with the old and the new CIS.  

So the Board will see that there are amounts in row 4 of the template, in each of the years from 2007 to 2012, because it applies in respect to both the old and the new CIS.

     With respect to rows 6 and 7, paragraph (d) indicates that SAP has been chosen as the provider for the software that supports the new CIS and that that may require modifications or adaptations from time to time to fully support the customer information system.  That's addressed in rows 6 and 7 of the template.  

     I have already touched on the elements of cost referred to in paragraph 2(e), so I won't go into that again.  That is the cost of customer care services for the remaining period with CWLP, which comes to an end on March 31st.

     Row 11 - and these items now, obviously, are under customer care services, as opposed to CIS - is licenses to support the existing and new customer care service provider.  

Paragraph 2(b) provides further explanation of these licenses and that they relate to delivery of collections, e-billing, and text-to-speech voice capability functions.  Those have been allowed for in row 11 of the template.  

     Again, with respect to customer care services, as in the case of the CIS system, there are the company's own back office costs, excluding bad debt.  Those are in line 12 of the template.  

     Row 13 of the template is procurement costs for customer care services.  As I already pointed out to the Board, procurement costs for CIS are included in the $118.7 million figure that is referred to throughout the document.  Procurement costs for customer care services are as shown in row 13 of the template.  

     Then the next element of the True-Up Rules relates to the new CIS and is found in numbered paragraph 3, starting at the bottom of page 18.  Again, this is one that I don't think I need to say a lot about at this point in time.  

The Board will see, over to page 19, paragraph 3(b) describes, again, the three potential adjustments to the CIS revenue requirement that I have already discussed, I think, in some detail.  So I won't go through that again.  What this does is explain how those potential adjustments would be reflected in the true-up process and in the template.  

     Now, numbered paragraph 4 on page 19 brings me, again, to the subject of transition costs.  Again, paragraph 4 refers to the maximum 18-month period, starting April 1st, in the event that ABSU is not the successful bidder.  

Paragraph 4(a) confirms, again, that in the event that Accenture is the successful bidder, then the figures to be inserted in the boxes for transition costs are zero, because there will be no transition.

     Paragraphs (c) and (d), over on page 20, provide additional detail about transition costs, in the event that a different service provider is the successful bidder.  

     In paragraph (c) on page 20, the Board will see that the company has reached agreement with Accenture for the services that Accenture would need to provide on a transition basis, until the new service provider is fully up and running.  

The parties have agreed that the amounts shown in boxes A9 and B9 in the template for 2007 and 2008 represent the maximum agreed-upon level of costs, based on a recoverable cost of $38 per customer per year and the transition period of 18 months.  That can be found at the bottom of paragraph 4(c) on page 20.

     Paragraph 4(d) then goes on to indicate that the company will be making its best efforts to reduce both the length of the transition period and to reduce the actual forecast costs per customer Accenture to be less than the current forecast.  

     In the event that the actual costs to date at the time of true-up and the updated forecast costs at the time of true-up are less than the amounts that were set out in the preceding paragraph, 4(c), then the numbers to be inserted in boxes A9 and B9 would be those costs to date and updated -- actual costs to date and updated forecast costs at true-up time.  

     Now, paragraph 5 addresses the costs of the new -- the annual costs of the new customer care service provider.  In the event that Accenture is chosen as the new service provider, it is expected that these amounts will be effective as of April 1st.  In the event that another party beside -- a different party from Accenture is the successful bidder, it is expected that these amounts will begin at some time in 2007 or 2008, because of the need for transition time and activities.  

     So those amounts at row 10 of the template are one of the categories where the Board will see the “to be determined” letters, indicating that that is something that requires further information from the bid process before the template can be completed.  

     Paragraph 6 on page 21, continuing the True-Up Rules, goes on to give more detail about transition costs associated with moving to a different third-party service provider.


Paragraph 6(c) repeats what I have already indicated, that in the event that a different third party is chosen, then a total amount of $11.1 million is to be included on rows 14 and 15.  

     Paragraph (d) again repeats what I have already discussed, which is that these costs are to be recorded in the 2007 and 2008 customer care transition costs variance accounts to a total maximum of 11.1 million.  

     Paragraph (f), over at the top of page 22, addresses what will happen if the costs are less than the maximum.  Paragraph (f) indicates that if the total amounts recorded in the 2007 and 2008 accounts are less than the $11.1 million as of December 31, 2008, then the difference will be credited to ratepayers with interest in equal amounts in 2009 to 2012.  

     So that is a very quick walk-through of how the True-Up Rules would work in conjunction with the template at true-up time.  

     As indicated in the middle of page 22, at true-up time, this is when the normalized 2007 customer care revenue requirement can be determined.  It will be calculated by starting with the total customer care revenue requirement for 2007 to 2012.  That total will be placed into an amortization model that calculates, using the IR annual adjustment for Enbridge Gas Distribution, the normalized 2007 customer care revenue requirement.


That is the number that, when adjusted for the IR annual adjustment, would allow the company to fully recover the adjusted customer care revenue requirement for 2007 to 2012.  

     In addition to the template to which I have been referring, there is another document included behind the template at page 24.  This is an illustrative example of how the true-up will be applied.  It is based on assumptions that have been made just for the purpose of creating an illustration for the Board to understand how the template would work.  

     Now, again, as I have already alluded to, if the Board looks to the template at page 24, the “TBD” letters appear in relatively only a very small number of the cost categories.


This is, again, the point that I have been endeavouring to emphasize to the Board; that although it is not possible to resolve everything now, because of information that will become available in the future, the parties have, in the circumstances, been able to come to a settlement that is very comprehensive, in terms of what it leaves to be determined at a future time.  

     The TBD cost categories in the template - although I don't mean to suggest by any stretch of the imagination that they're not important categories - they are a small minority of the categories of costs that the parties had to grapple with.


And it is in that context that I say to the Board that the parties have been very successful in the circumstances in reaching a settlement that is quite comprehensive.  

     So that effort to explain some of the details of the settlement proposal brings me back to the very start of the document, describing what has been resolved.  

     I have explained, I think, to the Board the extensive work by the consultative that went into the formulation of a settlement and the creation of a settlement document.  That work, of course, has been taken beyond the consultative to the broader intervenor group in this case.


As a result of the review of the settlement by the broader intervenor group, the parties are in a position to present this to the Board as a settlement on the basis described at the outset of the document.  In this context, I am referring specifically to pages 1 and 2.  

     Page 1 starts out by explaining what the issues are from the Issues List that the parties needed to address in the context of their discussions; as part of the document goes on to explain, that the parties have been able to come to an agreement to settle these issues.  

     Now, I should, just for clarity, in that context take the Board to the bottom of page 2, just to be very clear about what the parties have settled.  

     In relation to issue 7.1, the Board will see some discussion at the bottom of page 2.  Issue 7.1 had to do with material stipulated in the Board's 2006 rates decision that the company was to file.


As set out here, the materials -- the company has filed as many of those materials as are currently available.  However, there will be some agreements associated with the company's move away from CWLP, including transition agreements with Accenture that are not completed.  

     This paragraph of the document reflects that, because of what I have just said, issue 7.1 is partially resolved and it will be completely resolved when the remaining agreements are finalized and filed.  

     So there is that one clarification that needs to be made to the scope of the settlement, but subject to that, the parties are able to present to the Board a settlement of the issues set out on page 1 of the document.  

     Also, I mentioned to the Board that, as stated on page 1, this proposal itself, this document, is a package.  I think I have alluded to the fact that some difficult issues had to be grappled with in order to come to a settlement that was as comprehensive as possible, and the parties did that on a basis that represents a package, in accordance with the wording at the bottom of page 1 and over to the top of page 2.  

     That, Mr. Chair, then completes my effort to describe the document at a high level.  I will be the first to say I have not touched on each and every provision of this document.  There are others that I have not described.  

     I think I have taken the Board through the mechanics of how the settlement approach works, and I have done my best to put the pieces together.  There are other elements of the settlement that are described in the document, and I think they are ones that are self-explanatory.  

     I will then come back to the point that I made at the outset in my submissions.  Again, as I have gone through the document, I have attempted to stress that there are these procurement processes that are ongoing, in relation to both the new CIS and the new contract for customer care services.  Those processes are well advanced and are at a point, really, that is a critical time now, in terms of actual decisions being made.  

     As a result of that, the company would be very appreciative of anything the Board can do to give an indication of its decision on the settlement proposal at the earliest possible opportunity.  Whatever the decision would be, it would be very useful for the company to have that as quickly as possible, because of the decisions that are imminent in relation to these contracts.  

     Thank you, Mr. Chair.

     MR. KAISER:  Thank you, Mr. Cass.  

Any comments?  Mr. Thompson?

     SUBMISSIONS BY MR. THOMPSON:

     MR. THOMPSON:  Yes, Mr. Chairman, if I could just briefly make a couple of preliminary points.  

     You will see, first of all, Mr. Warren is not here today, unfortunately.  He cannot be here.  He's authorized me to speak on his behalf.  And if anything I say dipleases you, I am saying that on behalf of Mr. Warren.  Anything that pleases you is on behalf of both of us.

I wanted to say just a couple of things with respect to introduction here.  Mr. Warren has been a major –- has played a major role in this long and intense and productive consultative which has produced this customer care settlement, and I want to particularly acknowledge his contributions.  

     The second thing is that Mr. Shepherd is the author of the structure of this settlement, the six-year structure.

     MR. SHEPHERD:  Okay, blame it on me.  Go ahead.

     MR. THOMPSON:  And that should be –- no, I think it is very -- well, it is evident that it is a structure that was able to move the matter forward and he -- 

     MR. KAISER:  It is an impressive document.  

     MR. THOMPSON:  Thank you.  I was going to say the authorship is mine, but ...

     [Laughter]  

     MR. THOMPSON:  The third thing I wanted to say to you, sir, is that Mr. Bauer is here with us, in case there were some questions that we needed to consult him in order to provide responses.  

     I want to say this:  Mr. Bauer's credentials are in Exhibit L2 at tab 2.  I don't know if you have read this document, but I encourage you to read it in coming to your deliberations on the reasonableness of this settlement, and I want to say that Mr. Bauer is an expert procurement individual.  He comes out of Denver, Colorado, and very experienced; he’s been an extremely valuable contributor to this complex procurement process in which Enbridge is engaged, and I shudder to think where we would be if all of us - that's ratepayers and the company - didn't have the assistance of Mr. Bauer.  

     So the last thing I want to say, just a couple of points about Mr. Cass's summary.  He has done an admirable job for one who was only there for about 20 of the 400 hours that it took to pull this deal together.

What I would like to do is just, if I could, quickly take you to the template at page 24.  If you might just have at hand, as well, Exhibit K16.1 that was filed this morning, because it does give some sensitivity analysis with respect to what Mr. Cass has outlined.  

     As Mr. Cass has indicated, we tried to nail down as many of the numbers that we could over the duration of this arrangement.  So what I would like to do is just run down the lines and summarize for you the ones that are variable and why they are variable.  

     The first one -- so the first box, lines 1, 2 and 2a, that's not variable.  That is a lock.  Line 3 is variable, but to a limited extent.  

Just so you are aware, Mr. Vlahos asked this question about line 3.  The backup to the derivation of line 3 is appendix B.  If you would just go over a couple of pages.  What you will see there is the revenue deficiency calculation for the ten-year life of the CIS asset.  And the number 46.21 million is the sum of the items in columns 1, 2, 3 and 4 of appendix B.

     You will see that that has been based on 65 percent incremental long-term debt and 35 percent equity.  

     So just stopping there, if you wanted to see the impact of an increase in equity from 35 to 36 percent, which is one of the adjustments, potential adjustments, you will find that in Exhibit 16.1.  

     What you have there, in response to a question that we posed, is a series of schedules showing how that calculation, that 46,210 changes.  And the first page deals with the 36 percent equity scenario, and you will see it goes up to 46.490 million, an increase of about $280,000.  

If it goes up to 37 - that's the next page - the increase – again, this is the total at the end of 2012 - it is an increase of about $600,000 over the 46,210.

     Then if you go to the next page, it's the 38 percent equity scenario, and the increase in that number in the template goes up about $910,000.  

     The last page of what I requested, what this shows is a scenario where the company finances the acquisition of the CIS on the basis of 100 percent long-term debt, incremental long-term debt, which, depending on how IR is decided, may be an option that is available to them.  

And in that scenario, the 46.21 10 million would reduce to 35.85 million, or a reduction of more than $10 million.

     So within this arrangement, the point of my last information request is -- one of its purposes is to demonstrate there is considerable flexibility for the company in financing, which could produce enhanced earnings for its shareholder.  

Again, that depends on what conditions you impose during the incentive regulation regime.

     Mr. Vlahos asked the question:  What would be the impact if the company's proposal to adjust tax timing was implemented?  That could easily be provided by Mr. Culbert by just doing another run of what he has done for me.  

I don't know the answer to the question, but it is a substantial number, and I will come to that in a moment.  

     So line 3 is subject to three adjustments, three potential adjustments; only it goes down if the 42 million system integrator estimated amount is less when the bids come in.  There is the potential for it to go down if equity ratio is less than 35 percent.  There is the potential for it to go up if equity ratio is more than 35 percent.  And then there is this tax calculation issue.  

     And on that point, as Mr. Cass very skilfully described, this  SEQ CHAPTER \h \r 1is a red hot button.  So I don't want to get too inflammatory in my remarks, but knowing me, I can't possibly say something -- cannot say something that isn't provocative.  

     But all I wanted to do here, in terms of the document, is flag a clause in this particular section where -- the reservation-of-rights section.  

Mr. Cass didn't read this, but it is at page 14, where he described the company's reservation of rights to bring this tax methodology issue, is the way we characterize it.


And at the bottom of the page, it's:

"Intervenors' rights to oppose any such application remain unfettered, and they retain the right to rely on any and all grounds of opposition considered by them to be appropriate."  

     And for my part, I will be doing everything I can do to discourage them from bringing this application, but if it is brought, it will be a bitterly contested issue, because it does radically change, from the ratepayers' perspective, we think, the structure and results of this deal.  

     MR. KAISER:  Mr. Thompson, if you were successful in your opposition, what do you think is the impact on rates?  We have two numbers on the table.  One is -- Mr. Shepherd says is 40 million.  Mr. Cass says it is 24 million.  

     MR. THOMPSON:  No, no, if we're successful, then the 46,210 is the number, subject to equity issue and subject to the 42-million.  

     MR. KAISER:  Right.  But I rephrase the question:  If Mr. Cass is successful, what's the impact, in your view? 

     MR. THOMPSON:  Well, it is a big number.  But all I was trying to say earlier was ask the company to have Mr. Culbert do the document.  It is simply amortized -- it's simply -- what it is, is normalized tax methodology versus flow-through tax methodology over ten years.  

     MR. KAISER:  Right.  We understand that.  But we're just trying to get a measure of the number.  We've got two numbers --

     MR. THOMPSON:  I think Mr. Shepherd is right, 40 million.  There was a document produced during the course of the discussions which I think supports Mr. Shepherd's number, but ...

     MR. KAISER:  Well, Mr. Shepherd is the tax guy. 

     MR. THOMPSON:  Yes.  So we will let him give you that line.  

     So that is one line that is variable.  

Now, line 9 -- sorry, line -- yes, line 9, these are the -- this is a variable.  If ABSU is selected, that number becomes zero.  If ABSU is not selected, then you will see these amounts are up to a certain amount in the first year and up to a certain amount in the second year.  So there is potential for those numbers to go down but not up.  And Mr. Cass has mentioned that in his submissions.  

     At line 10 is the contracting -- the customer care services procurement process and the results thereof.  And Mr. Cass has referenced the True-Up Rules, where whatever comes out of that process will be subject to a reasonableness and prudence analysis.  

     You will see that at page 20 in item number 5 at the bottom:

“The amounts to be included in these boxes are subject to review by the consultative for prudence and reasonableness.  In the event that the intervenors and the company do not agree, the issue of prudence and reasonableness will be determined by the Board."  

     So it is not simply a rubber stamp of what comes out of the contracting process.  We have to wait and see how that plays out.  

     And then the other line that is variable, that I just wanted to flag -- the others are all fixed.  The other line that is variable - and Mr. Cass has mentioned this - is at line 14.


What we have there is a cap on a certain category of transition costs.  And the agreement provides that if the amounts actually spent are less than the 11.1 million, then there is a credit back to the ratepayers.  

     The other clause of the agreement that Mr. Cass didn't mention and I just wanted to mention briefly is at page 16, the future revenue-generating opportunities from the new CIS.


And what this is, it is in many respects an agreement to agree.  But this flows out of the Board's decisions in prior years, including last year, where the Board recognized that the arrangements EGD made with CWLP didn't have the same type of gain-sharing clauses that the CWLP arrangement had with ABSU.


In this case, the company has agreed to use its best efforts to identify and take advantage of opportunities to use the new CIS asset to provide CIS services to third-party organizations.


So we have a best-efforts commitment to generate additional revenue opportunities.  We have a commitment that gains from such opportunities will be shared with the ratepayers; the manner will be agreed upon in the future.  And we have a commitment that, if gains are realized, that they will be cleared to ratepayers by way of an annual adjustment to delivery rates; i.e., as an -- really, as an exemption to any IR arrangement that prevails, if these gains materialize during that time frame.


So that is an important clause.  

And the only other clause that I think is worthy of note, having regard to the history of this particular topic, is a representation contained at page 4 of the agreement.  

     Under the pre-existing arrangements, what we had -- or what transpired was a services contract between EGD, Enbridge, and CustomerWorks Limited Partnership, where a global amount was being paid to CWLP.  

     And CWLP was actually paying amounts to ABSU for the services that ABSU provided directly to EGD, considerably less than that amount.  And that resulted in monies from ratepayers, in effect, finding its way up to the parent, Enbridge Inc.  

     And in this case, we have obtained a representation from the company - this is Enbridge - that there will be no more than 8.34 million in aggregate to be paid by any person to CWLP, ECSI, Enbridge Inc., or any other related entity in relation to any customer care or CIS services included within this agreement, and provided to Enbridge Gas Distribution by any person during the course of this agreement.  

     So the upshot of all of that is if it turns out that some money is being streamed up to the parent as a result of whatever arrangements get established and the amounts are greater than what's represented here, then the ratepayers will have a remedy.  

     With that, I simply want to reiterate that IGUA strongly supports this arrangement and strongly urges you to approve the settlement.


Thank you.  

     MR. KAISER:  Thank you, Mr. Thompson.


Mr. Shepherd?  

     SUBMISSIONS BY MR. SHEPHERD:
     MR. SHEPHERD:  Mr. Chairman, I have three brief comments.  

     First, you have asked the question about the tax impacts.  And, actually, while we were here, I went back to see why Mr. Cass's number and mine were different.  And I think we're both right, but we answered different questions.


The impact for the four years, 2009 through 2012, on rates is $23.87 million.  The number I was giving you, 40 million, which is actually 39.5 million, is the value of the tax shield in rates in the first two years.  But, of course, in the next two years some of it is recovered.  That's how it works.  

     And the other figure I want to clarify is that the net present value at the company's weighted average cost of capital of the timing difference, the tax shield timing difference, is 8.56 million.


And I think the company will be able to confirm that, if you have any questions, but these are just using Mr. Culbert's numbers.   

     Then I want to make two other comments on this agreement.  When I was looking at it the other day - I have looked at this agreement way too many times, by the way - I figured, If I were in the Board's shoes, I would have two questions:  Number one, why are you making a six-year deal for a one-year rate case?  And, number two, why did you make something so complicated?  So I wanted to try to answer those two questions.  

     First, with respect to smoothing, I think there is three reasons why we opted for smoothing.  

Number one, remember that the consultative was set up primarily to deal with the RFP processes for customer care and CIS.  What we realized in the course of that process, which was a very effective process, a very open, transparent process, worked very well -- and what we realized was that because of the timing of those two processes, the end result was not going to impact 2007 rates, except for one narrow area, transition costs.

The actual RFP numbers for customer care and for CIS, they're going to kick in in 2008 and 2009, so they won't even affect this year's rates.  But of course the company wanted comfort in that, having gone through this whole process, they would actually be able to recover this stuff, and we were willing to give it.  It was only fair.  So that's the first reason.

The second reason is, if there was not some form of smoothing, then there would be a significant lumpiness in the customer care costs over 2007 through 2012, for a number of reasons:  Transition costs, tax yield; a whole lot of different things would cause a lot of lumpiness, and lumpiness is a very difficult thing to deal with in IR, because IR depends on the smoothing of rates.  It does that naturally.  

     So we realized that if we didn't deal with it here, in the IR process, the gas IR proceeding, we would have to deal with this lumpiness one way or another.  We might as well deal with it now when we're looking at it, in any case.

     And the third reason, which I don't think has been articulated by a lot of people but I think it was in a lot of peoples' minds is, if we didn't take the whole six years into account, then 2007 would necessarily be about all those offshore profits, affiliate transactions -- is this all some sort of sneaky deal argument that we have had in the past?  And the whole point of this process was to get by that, is to get the ratepayers and the company on the same page where we were moving forward instead of rehashing the past every time we turned around.

So by doing the six-year deal, we forget about the past.  The past is past.  And we look instead at a fair arrangement for the future.

     So those are the three reasons why I think smoothing made a lot of sense, and that is why I think we did it.  

     Then let me deal with one more point and that is:  Why is it so complicated?  Obviously, smoothing makes it a little bit complicated; but because we used a template approach, if we had all of the numbers today, we would simply give you the template.  Here is all of the numbers.  Here is what they calculate out to.  Bam.  Here is the number for 2007 and each of the next five years.  Not complicated.  

     The reason why you have 30 pages instead of two is because we don't know some of the numbers, so we had to figure out what are the parameters around each of the numbers we don't know.  And then later we can get to those numbers; when we have enough information, we can get to those numbers within a set of fairly clearly defined parameters.

     So most of the complexity is simply because of timing.  It is not because it is actually a complicated deal.  It is actually a relatively simple deal.  We're just taking what we expect the numbers to be over six years and we're smoothing them over those six years.  

     And therefor I reiterate the comments of Mr. Thompson, that we are in support of this agreement and we think that it is a fair arrangement between the company and its ratepayers.  

     MR. KAISER:  Is there any concern - I guess there isn't in your mind or the intervenors' mind - that the Board is being asked to approve the prudence of a contract, presumably a supplier, that hasn't even been selected?  And your rationale is, Well, we have at least defined the cost parameters.

     It doesn't matter, for the purpose of this prudence decision, I take it in your view, that we don't know who is going to be the provider of this new system.  

     MR. SHEPHERD:  I think that issue is dealt with separately, depending on whether you're talking CIS or customer care.  

     With respect to customer care, prudence has not yet been determined.  That issue is open.  The process, so far, we have evidence on, but when we see the final results, prudence will still be an issue.  

     So when that is finally approved by the Board, the Board will have the prudence issue in front of them.  

     Now, we hope that it will be agreed, but if it isn't, it's still a live issue.  

     MR. VLAHOS:  For when, Mr. Shepherd?  It's not for this proceeding?  

     MR. SHEPHERD:  That would be at the true-up time, which is presumably in the fall.

     Then with respect to CIS, there is a certain extent to which prudence is still open, but mostly it is not, because we've gone through the exercise of assessing:  What's the reasonable amount, what is the prudent amount that you should pay to buy this sort of car?  And we have had a lot of work done on it.  So we have got to a number, and the company has agreed on the number.  So we're not asking the Board to review that later to see whether it is prudent.  We have already looked at that.

But with respect to customer care, I think it is fair to say it is still open.

     Anybody else want to add to that?  

     SUBMISSIONS BY MR. THOMPSON:

     MR. THOMPSON:  I would just add this, Mr. Kaiser, that with respect to CIS, what we're asking you to accept as reasonable is the budget of $118.7 million, and within that -- and the document describes this.  There is 42 million that is the subject -- 42 million of that budget is the subject of a competitive tender process.  

     To the extent that that produces a number higher than 42 million, the company has agreed 42 million is the cap.  The rest of it is company -- it's internal dollars, and what we’ve said -- what the agreement says, and what the company has accepted, is they have to manage that capital expenditure within that budget for this project, and that is not unlike any other capital budget item that you are faced with, in my respectful submission.  

     MR. KAISER:  I am really just quibbling with -- I can't find it here, but I read here somewhere that what Mr. Cass was looking for was a decision by the Board that the procurement was prudent.  Really, what he is looking for is approval of the budget.  

     MR. THOMPSON:  Yes.  I think you're looking at page 14.  I can't tell if it is on or off.  

     MR. QUESNELLE:  It's good.  I believe it is off now.  

     MR. THOMPSON:  Okay.  At page 14, I think is the paragraph you mentioned, Mr. Kaiser, the middle page.  On this basis, subject to later adjustment, described in point 2 above:  


“The parties request the Board, as part of the approval of this settlement, to approve the ...”

And there is where the word “prudence” appears.  I think that is the word that is troubling you.  

     MR. KAISER:  All right.  

     MR. THOMPSON:  Whether it is “prudence” or “reasonableness”, as far as I am concerned, means the same thing in this context.

     MR. KAISER:  Mr. Buonaguro?  Do you have anything?  

     SUBMISSIONS BY MR. BUONAGURO:

     MR. BUONAGURO:  I have no specific comments.

VECC was a member of the consultative but participated in electing the steering committee of IGUA, SEC, and CCC to run the show on behalf of intervenors, and we were the recipient of copious and many updates from, in particular, Mr. Warren to keep us apprised of the negotiations and the process.  But we're quite happy with the result.  

Thank you.  

     MR. KAISER:  Thank you.  

     MR. VLAHOS:  Mr. Thompson, if I can just follow up – 
SUBMISSIONS BY MR. MATTHEWS:

     MR. MATTHEWS:  Sorry, Mr. Vlahos.  Direct Energy was a member of the consultative, as well, and took the same sort of approach to it as Mr. Buonaguro did.  In that, because of the volume and complexity and in our case, potential need for confidentiality on some the numbers, we relied heavily on the steering committee and on the expert, Mr. Bauer, and thought they did a very good job in determining -- doing the due diligence on this and determining the reasonableness of the costs.

Direct Energy supports the agreement, noting that on page 16 it will not impact the interim solution that the Board has already approved on the open-bill access, or the billing-services settlement, as we've referred to it, and that the potential for cost efficiencies exists here, that may facilitate the comprehensive solution under open-bill access.  So on that basis, Direct Energy supports the agreement.  

     MR. KAISER:  Thank you, Mr. Matthews.  

     MR. MILLAR:  Mr. Chair, if I may, Board Staff has just a couple of clarification questions.  I am happy to go after Mr. Vlahos, if you'd like, or ... 

     MR. VLAHOS:  No, go ahead. 


QUESTIONS BY MR. MILLAR:

     MR. MILLAR:  And, I'm sorry, I don't know if anyone else has any general comments before I go.  

     I will just direct these, I think, generally to Mr. Cass, but if anyone -- anyone who wishes to can chime in, I guess.  And as I say, these are really just some minor clarification issues.

     First, with regards to the true-up on page 10 of 30 of the agreement, the last paragraph above where it says "2007 customer care variance account" - and this relates to the true-up process - that last sentence says:


"That application will include, for Board approval, all numbers that are agreed upon and set in accordance with the True-Up Rules, as well as the list of the items remaining at issue, to be determined by the Board."  

     What is meant by "the list of the items remaining at issue"?  

     MR. CASS:  Mr. Millar, I think it was just intended to indicate that this would be putting before the Board those items upon which a determination is needed, listing them for the Board. 

     MR. MILLAR:  So it is a catch-all, I guess, for any outstanding issues?  

     MR. CASS:  Yes.  Again, to the extent that issues are resolved, the application would be asking for Board approval of a settlement.  And the second part of this sentence is just saying to the extent that issues are not resolved, they will be listed for the Board, so the Board will know what it needs to determine.  

     MR. MILLAR:  Okay.  Thank you for that.

     MR. SHEPHERD:  I wonder if I could just give an example to help the Board understand that.  The biggest number that's not yet determined is the customer care RFP number; likely to be 250-, $300 million, so a big chunk of this overall number.  

     And generally speaking, that is an RFP, so you would expect the number to be the number.  But there is always questions about whether, for example, the trade-offs between risks and rewards have been done fairly, whether all of the various -- like, one of the things we're concerned with is e-billings and payments, whether that's been properly included, et cetera.  

     And we hope that the intervenors and the company will agree, Here's the right number; let's just put it in.  But it may be that we come to some point where we disagree.  And it is in the Board's interest that we say to you, Here is the narrow item on which we don't agree.  This is what we're asking you to decide.  Not everything.  Just this.  

     MR. MILLAR:  Thank you, Mr. Shepherd.  

     Mr. Cass, what will happen if the true-up numbers aren't ready before 2008 rates are set?  I know it is anticipated they should be ready well in advance, but in the unlikely event that that doesn't occur, does the settlement address that?  Or would that be addressed at a later date?  Or what can you tell the Board about what would happen if the true-up numbers aren't ready in time?  

     MR. CASS:  I don't think it is specifically addressed in the document, Mr. Millar.  Without having consulted with everyone else in the room, I would say that one approach would be that the true-up would -- could occur later - that being in the following year - and then the outcome of the true-up would take effect later. 

     MR. MILLAR:  For the next rate year; for 2009, for example?  Is that what we would be anticipating?  

     MR. CASS:  I think that is effectively what it would amount to if it was the type of delay that you were talking.  So that instead of taking effect for 2008, it could potentially be delayed for a year.  I don't think that anybody expects that. 

     MR. MILLAR:  I guess that would have to be addressed at the time?  Is that what you're saying?  

     MR. CASS:  Yes.

     MR. MILLAR:  Thank you.


On page 14, the very -- the last complete sentence - again, this is a very minor clarification issue - it says:

"Enbridge Gas Distribution agrees that it will, if it elects to make such an application, file that application by June 30th, 2007."  

     I assume that is a completely separate docket number than the current case?  

     MR. CASS:  That is certainly my expectation, yes. 

     MR. MILLAR:  And that wouldn't hold up any final order or anything related to the 2007 rates case?  

     MR. CASS:  Absolutely not.  

     MR. MILLAR:  Okay.  Thank you.  

     On page 16 of 30, Mr. Thompson addressed this a little bit, so I will let whoever wishes to answer the question do so.  

     I am assuming that, irrespective of whether or not there is an agreement between the parties regarding the revenue-sharing, that this would ultimately have to be approved by the Board if it is disputed or not.  Is that fair to say?  It would still have to come before the Board to make its way into a rate order?  

     MR. CASS:  Yes.  If resolved by the parties, it would be a settlement that would require approval of the Board.  And if not resolved by the parties, it would require determination by the Board. 

     MR. MILLAR:  And does this settlement assume -- for example, would it be open to the Board when this either settlement or disputed issue came before it -- would it be open for the Board to say, We don't want the company engaging in this activity at all at that time?  Or through this settlement is the Board agreeing that, in principle, the idea of allowing the utility to try and earn some extra income off the CIS is a good one?  

     MR. CASS:  Well, I am not sure that I would put it exactly the way you did, Mr. Millar, but I think it is more the second of the two things that you said.  In other words, this document includes the company's commitment to use its best efforts to identify and take advantage of these opportunities.  

     Speaking for the company, I think our expectation would be that if the Board approves the settlement document, it is approving that the company will be using its best efforts to do those things.  

     MR. MILLAR:  Okay.  So by -- if the Board accepts this agreement, it will be endorsing this approach?  

     MR. THOMPSON:  Can I just add to this?  The intent here from the intervenors' perspective was to respond to something that the Board had raised in last year's decision.  

I take your question going to the pure utility concept.  And what I envisaged, and I think what this clause certainly contemplates, is that if the company has to do this kind of thing in an affiliate, it will be a subsidiary of the utility, not a non-subsidiary affiliate, like the -- like was set up with the CWLP arrangement.  And in that way, the benefits will flow through the utility and be shared.  

     MR. CASS:  Mr. Millar, I'm sorry, if I might add to it.       

The point that seems to underlie your question, I think, is something that has been addressed by the Board.  Mr. Thompson alluded to this, that the previous Board decisions have discussed this point.


I have with me the 2006 decision.  And I am looking, for example, at paragraph 8.7.1 of that decision.  In this context, the Board was considering the CIS arrangement that was before the Board in that case.


The Board refers to an argument by CCC.  The Board says in paragraph 8.7.1:

"The counsel notes that under the arrangement, Enbridge has no opportunity for fee reductions from additional clients, gain-sharing, most-favoured-nation pricing, or benchmarking."  

And then two paragraphs down at 8.7.3, says:

"The Board agrees with intervenors that Enbridge's ratepayers are entitled to the benefits which flow from the efficient use of Enbridge's assets."  

     So I don't think there was any intention, in the paragraph of the settlement document that you are referring to, to go beyond something the Board has already said. 

     MR. MILLAR:  And, again, I want to be clear.  I am not criticizing the settlement.  I am just making sure that its impact is clear.  

     MR. CASS:  Yes.  

     MR. SHEPHERD:  I just wanted to add, I think I -- what we're contemplating is similar to the company having an office -- owning an office building that is used for the utility and having some free space.  You would expect them to rent it out and get some money for it.  

     And similarly here, if they have a new CIS and, because of its design, PowerStream can use it and pay for the privilege and Enbridge ratepayers save money, I think there is a general consensus that is a good idea.  

     I think your other question, Could the Board say this particular use is inappropriate, I think that is always open to the Board, absolutely.  

     MR. MILLAR:  And a follow-up question.  I think I know the answer to this.  I take it that neither the company nor the intervenors think there is any issue relating to the undertakings to the Lieutenant Government in Council related to this type of activity?  Since no one has asked for an exemption, I assume there is no -- no one thinks that that is an issue?  

This, of course, is relating to business activities that the utility is permitted to conduct.  

     MR. THOMPSON:  I will give you my answer, which is:  If there are, will you come forward requesting exemptions?  If there aren't -- 

     MR. QUESNELLE:  Mr. Thompson.  Excuse me, Mr. Thompson. 


MR. THOMPSON:  Or if there are, we'll set it up as --

     MR. MILLAR:  I think your mic is off, Mr. Thompson.  I'm sorry.  

     MR. THOMPSON:  Sorry.  If there are, the option of asking for an exemption is available.  Or if it is, the option of setting it up in a wholly-owned subsidiary affiliate is available, and that would solve the problem.  

     MR. MILLAR:  Great.  Thank you.


Did anyone want to add to that or ...?  

     MR. CASS:  Yes.  I was just going to say, Mr. Millar, I had not made the assumption you had made, that this is permitted within the undertakings.  

     My response would be the same as Mr. Thompson’s, that in the event that an opportunity materializes, that it would be addressed at that time as to whether it would require an exemption or whether it would have to be done through the sort of affiliate that Mr. Thompson has described.

     MR. MILLAR:  Okay, thank you very much.  

Those are all of my questions.  Thank you.  

     MR. KAISER:  Thank you, Mr. Millar.  

     QUESTIONS FROM THE BOARD: 

     MR. VLAHOS:  Just a couple of questions.

Mr. Cass, I will address this one to you.  If I were to look at the template - that is page 24 - I just want to confirm there is nothing outstanding, so that the Board can go ahead and make its decision on the revenue requirement for 2007 rates.  Specifically, I am looking at rows 9 and 10.  

So is there anything there that is pending before this panel can make that determination?  

     MR. CASS:  No, sir.  The 2007 rate decision would be made on the basis that I described, with the placeholder and the effect of applying the placeholder costs per customer number to the 2007 number of customers.  

     The outcome of the final numbers being inserted into column A of the template would then be part of the true-up process, and I think I described how any variance from the placeholder would be treated in accordance with the account that is referred to in the document.

So, no, there is nothing there that would need to be available for the Board to go ahead and make its rate order now for this case.  

     MR. VLAHOS:  And that variance would be, I guess, smoothed over for the rest of the period then, as I understand.

     Now, is it a potential for a further variance for starting, say, 2009?  And what do we do with that variance?  

     MR. CASS:  I'm not sure what you mean, Mr. Vlahos.  

     MR. VLAHOS:  Neither do I.

     MR. CASS:  I don't believe there is a further variance.  It has been structured such that when the true-up process has occurred, then the only adjustment would be as contemplated through the Board's IR formula.  I am not aware of any --  

     MR. VLAHOS:  So there is no potential for variance after 2007, assuming that all of those conditions are satisfied in the settlement proposal?  

     MR. SHEPHERD:  The number is fixed at the true-up time, and there are two types of adjustments.

You have to adjust 2007, because you had to get a placeholder.  You do that through a deferral account -- or a variance account, rather.

     Then you -- for 2008 going forward, you build it into your base year IR; your revenue requirement going into IR.  

     MR. VLAHOS:  So I guess the answer to my question is:  There is no further adjustments that may be required after 2007?

     MR. SHEPHERD:  There are the reopeners that you heard about and there are two regulatory, or legislative reopeners.  If the regulatory rules change or the legislative rules change, then --

     MR. VLAHOS:  Yes, I understand that.  Okay.  

     MR. CASS:  Mr. Vlahos --

     MR. VLAHOS:  So it is the only the variance in 2007 because of the threshold -– sorry, you didn't call it “threshold”.  You called it ... 

     MR. SHEPHERD:  Placeholder.

     MR. VLAHOS:  A placeholder.  Thank you. 

     MR. CASS:  Sorry, Mr. Vlahos.  Mr. Stevens has reminded me of one other element.

     Row 15 of the template, you will recall that the $11.1 million is a maximum, and there is a potential refund, if I can call it that, through to ratepayers.  I don’t think -- that doesn't affect the overall operation of the template.  That is just a specific item that could result in something being returned to ratepayers if the maximum is not met.

     MR. VLAHOS:  Okay.  But that, again, that does not stop this panel to make a determination for the 2007.  Okay.

     Just, finally, I may want to ask Mr. Thompson this.  Anybody else can come in.  Just with respect to the total new CIS cost of 118.7 -– and, Mr. Thompson, you did explain, as others have, about the - what is it? - the $42 million component related to the so-called system integrator.  And I don't know what that is.  Is there another word for it?  What is a system integrator?

MR. BAUER:  It would be the consulting -- 

     MR. VLAHOS:  Could you ...?

     MR. BAUER:  The system integrator is the consulting organization that will be actually implementing the SAP application; that is, the CIS application.  They will be installing it over the period of about 24 months.  

     MR. VLAHOS:  So it is a person, an entity, as opposed to a thing?

MR. BAUER:  Right.  And right now it is either going to be Accenture or an organization by the name of Sapient. 

     MR. VLAHOS:  So there is a potential for the $42 million to be something lower, but not higher.  

     MR. THOMPSON:  Correct.

     MR. VLAHOS:  But the 118.7, therefore, is subject to that $42 million being something lower, but it does not attach the difference between the 118.7 and the 42 – “IE” I will call - calculate the $76.7 million, which is for the other things.

     MR. THOMPSON:  That's right.  

     MR. VLAHOS:  So that number is fixed?  

     MR. THOMPSON:  That number is fixed.  

     Well, to the extent the -- that number is fixed, correct.  

     MR. VLAHOS:  Okay, that number is fixed.  Which is calculated -- I guess you use to calculate the cost or the revenue requirement for each of the years under consideration.

     Now, what happens at the end of the day if that number comes in lower?  

     MR. THOMPSON:  Yes.  That's why I was hesitating in the first time, because I was going to distinguish between during the term and at the end of term. 

     MR. VLAHOS:  All right.  

     MR. THOMPSON:  At the end of term, if they have actually spent less than 118.7 million total, then that will be reflected in rebasing.  If they have actually spent more, then the only add-on is to the extent to which 42 million was higher.  In other words, if they don't manage their piece, the 76 million-and-some-odd piece within those limits, they overspend on rebasing; they don't get the overage.

     MR. VLAHOS:  Do they get the overage over the 76.7, depending how much allowance is there for under 42 million?  

     MR. THOMPSON:  No.

     MR. VLAHOS:  They don't. 

     MR. THOMPSON:  No. 

     MR. VLAHOS:  So at the end of the day, at the end of the term, then the costs for the other should not exceed $76.7 million, and I would assume somebody will have to check for that, to make sure that it is written off?  

     MR. THOMPSON:  That's correct.  

     MR. VLAHOS:  Who would that be?  The company or the ...?

     MR. THOMPSON:  Well, Mr. Shepherd will probably expand on this, but there are some pretty stringent rebasing -- well, the rules provide, as I recall it, what the closing rate base will be at the end of term, subject to some tight constraints, is the way I would put it.  

     MR. VLAHOS:  Okay.  I must have missed that, what -- the reference to the closing rate base. 

     MR. SHEPHERD:  We have agreed to a specific number of the opening rate base January 1st, 2013 of 71.4 million, I think, which is the calculated number assuming 118.7.  

     That can go downward because of the 42 million or it could, I suppose, go upward.  There is a reopener for that, for the 42 million, but it can't be affected by the 76.7 million.  

     MR. THOMPSON:  That's at page 14 of 30, Mr. Vlahos.  

     MR. VLAHOS:  Whereabouts on the page, Mr. Thompson?  

     MR. THOMPSON:  At the top: 

“The parties agree that for rate-making purposes, CIS Capital Costs at the end of term will be treated as follows.”  

Mr. Cass did mention that, but there is a lot of stuff in this to digest.

     MR. CASS:  Mr. Vlahos, I would point out as well that the consultative, of course, will be continuing.  And, as I already said, the final date for that is no later than six months after the in-service date for the new CIS.  So there will be a continuation of the consultative during this period.

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

But since Mr. Cass has raised the last issue, is it a forecast by the company as to what those costs of the consultation may be for the term, Mr. Cass?  

     MR. CASS:  No.  

     MR. VLAHOS:  There is no forecast?  All right.  But they will be captured in a deferral account?  

     MR. CASS:  Correct.  

     MR. VLAHOS:  Right.  Thank you.  

     MR. QUESNELLE:  Mr. Cass, just picking up, I was going to the same area Mr. Vlahos just asked about, and that was at the end of the deal, the reopener, I suppose, or the starting point to review costs related to that 42 million.  My read of it is that, if there is a amount higher than the 42 million spent, there could be a prudency test going into the period beyond.  

     I just wondered what costs we'd be looking at at that point, from -- I'm wondering, What are we capturing during the period to maintain that?  Is that into variance, or are we just looking at the undepreciated costs beyond to change the rate base?  

     MR. CASS:  I'm sorry, I wasn't sure I followed the question, but by those who did follow the question, I am told it is the latter.  

     MR. QUESNELLE:  Okay.  

     MR. SHEPHERD:  Yes, that's correct.  If it was $10 million over budget and the Board found that prudent, then whatever the impacts of that during the six years, would not count, and you would just recalculate what the opening rate base should be after IR.  

     MR. QUESNELLE:  After the -- so it will have the -- depending where we end up on the tax treatment of this, it will have that treatment going forward?  

     MR. SHEPHERD:  That's correct.  

     MR. QUESNELLE:  Okay.  Thank you.


That's all I have, Mr. Chair.  

     MR. KAISER:  Thank you, gentlemen.


PROCEDURAL MATTERS:

MR. KAISER:  Mr. Cass, what I am going to suggest, if you can give us half an hour, it will allow me to determine from the other Panel members whether we can give you a decision from the bench on this.  If we can't, of course, we will reserve and issue it later.  Is that acceptable?  

     MR. CASS:  Yes, certainly.  Thank you, sir.  

     MR. THOMPSON:  Mr. Chairman, just before we break, there is one other point that I wanted to raise.  It has got nothing to do with the settlement proposal, but it does have to do with the interim order that the Board -- that the company is waiting on the Board to issue, and then there is a related QRAM order.  And this has been the subject of some correspondence from me to the company, and I have been in communication with Mr. Battista.  

     And I just want to put on the record here -- I believe you have jurisdiction over the interim order, but perhaps not the QRAM order, but they're related.  And the Board Staff is waiting for me to put something on the record.  So if you would just bear with me.  It's not to promote any debate, but just to record my client's position.  

IGUA no longer has any concerns with the impact on customer distribution and load-balancing charges of the interim and QRAM orders the company has asked the Board to issue effective April 1.  

     I advised Mr. Battista of this verbally yesterday.  And the only thing I would ask is that -- I will be sending a letter to the Board describing the concerns that the filing has created for my client and the time that it took to get the confusion resolved, and I would simply ask that the Board hold off issuing any cost awards or declining to issue any cost awards until it receives my letter with respect to that process.  

     MR. KAISER:  Thank you.  

     MR. THOMPSON:  Thank you.  

     MR. KAISER:  Anyone else have anything on the interim order?  

     We will come back in half an hour.  

     --- Recess taken at 12:30 p.m.


--- On resuming at 1:05 p.m.

     MR. KAISER:  Please be seated.  

     DECISION:  

     MR. KAISER:  On March 21st, the Board received a settlement proposal from the parties with respect to the customer care and customer information system issues in this proceeding.  That was filed in this record as Exhibit N1, tab 1, Schedule 1, Appendix F.  

     This agreement fixes most aspects of the applicant's customer care and CIS revenue requirement for the following five years, until December 31st, 2012.  The six year-term of the settlement allows the company to proceed to award long-term contracts for a new CIS and new customer care provider in the near future, while at the same time providing for associated revenue requirement and ultimately rate impact to be smoothed over a number of years.     

     This settlement agreement forms Schedule A to this Decision.  

     We were advised that the settlement agreement was arrived at a thorough, a long, intensive and productive consultative process, which involved representatives of the company and their respective experts, as well as three significant intervenor groups, the Consumers Council of Canada, Industrial Gas Users Association, and the School Energy Coalition.  

     The intervenors have already filed as Exhibit L2 in this proceeding the evidence of Mario Bauer, a procurement expert who worked with them throughout the consultative process.  

     All of the parties involved in the consultative - that is to say, the Consumers Association, IGUA, Schools, and Enbridge Gas 

Distribution - jointly support and submit this settlement proposal to the Board today.  

     Support for the settlement proposal also has been received from three other intervenors, Energy Probe, VECC, and Direct Energy.  

     The parties have agreed that a placeholder amount will be used to establish that revenue requirement for customer care and CIS costs for 2007.  That amount is $90.8 million plus an amount of $15.1 million representing provision for uncollectible accounts.

     For the purposes of the settlement, the customer care and 

CIS placeholder of 90.8 million plus bad debt costs of 15.1 will replace the amounts in the company's application and prefiled evidence which totals 130.1 million.  

     To reflect this settlement, the parties have agreed upon a template which appears at page 24 of the Settlement Agreement.  That templates sets out all of the relevant categories of expenses over the 2007 to 2012 period that relate to customer care and CIS, except for bad debt costs.  

The costs in a number of those categories can be established today.  They are presented in this material, and the parties have agreed to those amounts.  However, some of the costs set out in the template must be determined when the contract prices and other costs are known.  For those costs, the parties have agreed to the parameters under which those costs will be calculated or forecast and included in a true-up calculation.  The True-up Rules form Appendix A of the Settlement Agreement.  

     The parties have also provided in the agreement a procedure for a prudence review of the contracts when they're ultimately signed.  That procedure provides for a subsequent application by Enbridge, for approval of a settlement agreement, or, if there is a dispute, resolution of any outstanding matters by the Board.  

     There is also a procedure whereby Enbridge can bring an application to the Board, if they elect, prior to June 30th, 2007 with respect to the capital cost allowance treatment.  The other parties have reserved all of their rights to disagree with Enbridge's position if Enbridge brings such an application.  

     The Board approves the settlement agreement.  We find it to be in the public interest.  We wish to add that we are impressed by the drafting of this agreement and the sophistication of the process by which it was brought about, including the manner in which the parties were able to defer certain issues which were preventing the agreement and provide for a further process to resolve those issues.  

I am referring to what Mr. Thompson referred to as the “hot button”, the CCA allowance.  It seemed to the Board to be a very clever and thoughtful way to proceed in this case.  

     The only outstanding matter in this case, then, relates to corporate cost allocation.  We have dealt with that issue today.  

It's been left on the basis that it will form phase two of this proceeding.  The counsel will consult with each other and see if they can agree on a schedule.  They will place that before the Board, which will then issue a Procedural Order putting that in place. 

We will deal with this matter as a separate issue, but we will proceed in the interim with rendering a decision in the main rate case.  

     Anything else, Mr. Cass?  

     MR. CASS:  No, sir.  Thank you very much.  

     MR. KAISER:  Thank you very much, gentlemen.  

     --- Whereupon hearing adjourned at 1:13 p.m.

Settlement Proposal for Customer Care and customer information system (“cis”) issues

I.
 PREAMBLE

The following issues related to Enbridge Gas Distribution’s Customer Care O&M and Customer Information System (“CIS”) capital budgets, and related matters, have been among the subjects addressed as part of the ongoing Customer Care/CIS Consultative:

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

	7.2
	What actions or decisions are required by the Board regarding items in the 2006 and 2007 capital budgets which might be duplicated in the upcoming application for a Regulatory Asset Account? (D1-10-1, p. 2/AppA)
	

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

	7.4
	What are the appropriate costs for CIS and Customer Care for 2007, including internal and transition costs? (D1-12-1, p. 2 and D3-2-1, p. 1)
	


As set out below, parties have been able to come to an agreement to settle these issues, as well as other matters related to Customer Care and CIS.   

All aspects of this Supplementary Settlement Proposal are subject to approval by the Board.  The parties to the settlement all agree that this Supplementary Settlement Proposal is a package: the individual aspects of this agreement are inextricably linked to one another and none of the parts of this settlement are severable.  As such, there is no agreement among the parties to settle any aspect of the issues addressed in this Supplementary Settlement Proposal in isolation from the balance of the issues addressed herein.  The parties agree, therefore, that in the event that the Board does not accept this Supplementary Settlement Proposal in its entirety, then (in accordance with the Board’s Settlement Conference Guidelines) the Board will reject the Supplementary Settlement Proposal in its entirety and proceed to hearing on all of the issues listed above.

This Supplementary Settlement Proposal, if approved by the Board, will be added to the Settlement Proposal (Ex. N1-1-1) approved by the Board on January 29, 2007 (the “January 29th Settlement Proposal”) and the provisions of this Supplementary Settlement Proposal will supersede the references at pages 41 and 42 of the January 29th Settlement Proposal which state that there is no settlement of Issues 7.1 to 7.4.  

If approved by the Board, this Supplementary Settlement Proposal will reduce the Company’s revenue deficiency for the Test Year by approximately $24.2 million, from the $52.1 million remaining as the revenue deficiency in the Company’s Application, after the Settlement Proposal (Ex. N1-1-1) revenue deficiency of $29.9 million was approved by the Board on January 29, 2007 (with $26.0 million thereof recoverable in interim rates effective April 1, 2007).  The remaining revenue deficiency at issue in the Company’s Application is now about $26.1 million
, taking into account the fact that parties are agreeing in this Supplementary Settlement Proposal that the Company can recover a revenue deficiency of approximately $1.8 million in respect of customer care and CIS costs in the Test Year.
  This $1.8 million Customer Care revenue deficiency, which is described below in more detail, is the result of extra costs from customer growth, offset by a reduction in bad debt costs.  

Finally, although it is not set out expressly in the sections that follow, the parties agree that, as part of this settlement package, Issue 7.2 is resolved because the Regulatory Asset Account application is no longer necessary.  The parties also agree that, in response to Issue 7.1, the Company has filed those materials stipulated in the Board’s EB-2005-0001 Decision that are currently available.  There are, however, some agreements associated with the Company’s move away from CustomerWorks Limited Partnership (“CWLP”), including transition agreements with Accenture Business Services for Utilities (“ABSU”)
, that are not completed.  Accordingly, at this time Issue 7.1 is partially resolved and the parties expect that it will be completely resolved when those agreements are finalized and filed.  

With that preamble, the following represents the settlement that has been agreed upon. 

II
INTRODUCTION

Beginning in 2000, Enbridge Gas Distribution Inc. (“Enbridge Gas Distribution” or the “Company”) entered into a series of arrangements whereby CIS and Customer Care services were acquired through a related company, Enbridge Commercial Services Inc. (“ECSI”).  ECSI subsequently entered into a limited partnership arrangement with Terasen Inc., CWLP, for the purpose of providing customer related business support and information technology services to utilities.  Enbridge Gas Distribution entered into a new Customer Care services agreement with CWLP and consented to ECSI’s assignment of its CIS service agreement to CWLP, both effective from January 1, 2002.  In August 2002, CWLP entered into an agreement in writing with ABSU, hereinafter referred to as the “Program Agreement”, whereby CWLP transferred certain assets and all operating personnel to ABSU, and ABSU agreed to provide Customer Care services, including CIS hosting services, on behalf of CWLP to Enbridge Gas Distribution and other utilities for the period that could be as long as 2002 to 2011 (inclusive) for amounts detailed in a Schedule to the Program Agreement.  Since 2002, pursuant to the Program Agreement, ABSU has been performing the Customer Care and CIS services for the Company on behalf of CWLP.

A portion of the fees which the Company has paid to CWLP/ECSI to acquire CIS and Customer Care services was paid by CWLP/ECSI, ultimately, to Enbridge Gas Distribution’s parent or other affiliates.

In a series of rate cases, the Intervenors expressed their objection to these arrangements, arguing that ratepayers should only be required to pay for CIS and Customer Care services at a market price or, failing a competitive process, at the cost of any affiliate, or related company, providing the services, including an appropriate return on such an endeavour.  In the 2006 rate case decision, the Board agreed that what ABSU was paid to provide the services to Enbridge Gas Distribution for Customer Care and CIS services was relevant to the determination of the market prices for the services.    The Board ultimately used CWLP revenue from Enbridge Gas Distribution, expressed as a proportion of CWLP’s total revenues, as a tool to derive CWLP overearnings attributable to Enbridge Gas Distribution, and then, using the utility allowed return, the Board determined the amount recoverable from Enbridge Gas Distribution’s ratepayers.  The Board, in decisions in rate cases beginning in 2003 and culminating in Enbridge Gas Distribution’s 2006 rates case, urged the Company to obtain CIS and Customer Care services by direct competitive tender which, in the Board’s view, should exclude the right of first refusal in favour of CWLP.
Following the Decision with Reasons of the Board in EB-2005-0001, Enbridge Gas Distribution undertook to do the following:

1. Acquire a new Customer Information System (CIS) through a direct competitive tender; 

2. Acquire Customer Care services through a direct competitive tender.

Enbridge Gas Distribution also convened a consultative process (the “Consultative”) through which Intervenors could monitor and comment on these procurement processes.  In light of the concern which Intervenors had, in past rate cases, expressed about Enbridge Gas Distribution’s arrangements for acquiring CIS and Customer Care Services, the Intervenors wanted to be assured that the procurement processes were consistent, in all respects, with accepted industry standards, and that the arrangements resulting from the procurement processes will not result in amounts being paid by Enbridge Gas Distribution to CWLP, Enbridge Gas Distribution’s affiliates, or its parent.  Enbridge Gas Distribution convened the Consultative in part to give the Intervenors those assurances.  To further ensure that the Consultative could achieve its goals, Intervenors were given access to independent expertise to advise them on the procurement processes and the results therefrom. 

Through the Consultative, the Company informed Intervenors that CWLP has not indicated any intention to exercise its right of first refusal in respect of the new Customer Care or CIS services.  CWLP/ABSU have now committed to include a clause in the transition agreements associated with the move to new service providers that will waive CWLP’s right of first refusal when the transition agreements are signed.  

The Company represents that, apart from the payments to be made by the Company to CWLP up to April 1, 2007, no more than $8.34 million in aggregate will be paid by any person to CWLP, ECSI, EI or any other related entity in relation to any Customer Care or CIS services included within this agreement and provided to Enbridge Gas Distribution by any person during the course of this agreement. 

As a result of the work of the Consultative, Enbridge Gas Distribution and the Intervenors have been able to reach agreement on certain aspects of the procurement processes completed to date.  The work of the Consultative is described in the pre-filed evidence of Mario Bauer, filed as Exhibit L-2.

The procurement processes will not be completed, with the selection of a new CIS and a new Customer Care service provider, until mid 2007.  As a result, the cost of the new CIS and of the new Customer Care service provider cannot be estimated at this time.  In addition, the prudence and cost consequences of the CIS and Customer Care arrangements cannot be determined until those arrangements have been finalized, which is expected to be in the first half of 2007.  As well, the new CIS will not become operational until June 2009 and it is only at that time that final costs for the new CIS will be known.  Finally, the shortlisted bidders for Customer Care services include ABSU and a third party, so there is the potential that a new service provider, other than ABSU, will be selected.  The introduction of a Customer Care service provider, other than ABSU, will involve transition arrangements with ABSU and others in both 2007 and 2008, and the costs consequences and upper limits of those costs have been estimated.  Final estimates of such costs cannot be made until a later date.  

Within these practical constraints, the parties have settled Issues 7.1 through 7.4, which are the Customer Care and CIS issues in this EB-2006-0034 proceeding.  The settlement necessarily reflects the fact that certain aspects of the CIS and Customer Care arrangements, including the final costs and contract terms, will not be known until later in 2007.  

The parties have agreed that a placeholder amount will be used to establish the revenue requirement for Customer Care costs for 2007.  The placeholder chosen is the cost-per-customer set by the Board in the EB-2005-0001 Decision, at $49.58.  As a result of this settlement, the total Customer Care budget to be recovered in rates for 2007, including all internal and external costs (except for bad debt), and including all revenue requirement impacts of CIS, will be $90.8 million, plus an amount of $15.1 million representing the provision for uncollectible accounts.

The settlement includes provision for a “true-up” process to adjust the revenue requirement to reflect the prudent and reasonable forecast amounts resulting from the procurement processes, and to reflect the agreed-upon recovery of certain “transition” costs. 

The parties believe that a six-year term, covering the period 2007 through 2012 inclusive, is the appropriate term over which to calculate the revenue requirement relating to Customer Care and CIS.  The expected costs of CIS and Customer Care during that period may fluctuate year over year.  The parties agree that the annual amounts included in rates should be smoothed, over the 2007-2012 term, to avoid swings in rates.  The effect of the true-up process is (a) to capture any variance between the 2007 placeholder for Customer Care and CIS revenue requirement of $90.8 million and the normalized revenue requirement for 2007 and pay that variance to, or recover it from, the ratepayers in the 2008-2012 period, and (b) establish the component of the Company’s revenue requirement relating to Customer Care and CIS (except bad debt) for the period 2007-2012, and smooth the rate impacts of that component over that period.  

To reflect the settlement the parties have agreed upon a template (the “Template”), which sets out all of the relevant categories of expenses over the 2007 to 2012 period that relate to Customer Care and CIS (except for bad debt costs).  The costs in a number of those categories can be established today, and the parties have therefore agreed to those amounts.  However, some costs to be set out in the Template must be determined when the contract prices and other costs are known.  For those costs, the parties have agreed to the parameters under which those costs will be calculated or forecast and then included in the true-up calculation. 

As the parties anticipate the possibility of an incentive regulation (“IR”) regime, the terms of which are expected to be established later in 2007, they believe that the true-up should occur at a time when the IR formula for the Company has been established.  Once the contract for Customer Care services has been signed, and the terms of IR are known, which is expected to be in the fall of 2007, the parties have agreed that the true-up should take place, in accordance with the true-up rules set out in this Settlement Proposal and Appendix.  Parties agree that adjustments may need to be made to aspects of this agreement in the event that the IR regime that, for the purposes of calculation, was assumed by the parties in creating the Template – ie. a price cap IR regime of five years in duration, beginning January 1, 2008 - is not established.  Adjustments may need to be made to the normalization approach set out in the True-Up Rules (which are attached) to make it compatible with the IR model and formula that is approved for Enbridge Gas Distribution.  Any such adjustments would not affect the total revenue requirement to be recovered over the term of this agreement, but they may impact upon the amount to be recovered in each year of the agreement under the normalization approach that is used.  
Finally, the parties agree that the Consultative will continue to monitor the completion of the procurement process, up to and including reviewing the final terms of the contracts, and thereafter, the implementation of the CIS and Customer Care arrangements, which the parties agree will be no later than six months after the in-service date for the new CIS.  As has been the case to date, the Intervenors involved in the Consultative agree that they will raise any concerns about the ongoing process, and the outcomes from that process, as soon as they have sufficient information to identify and communicate those concerns.  If the Intervenors involved in the Consultative believe that they are not receiving sufficient information, they will advise the Company immediately.  The parties agree that the Consultative will continue to work in a timely, responsive and reasonable manner until its mandate is completed.  Finally, the parties agree that all costs of the Consultative, for as long as it continues, will be fully recoverable from ratepayers.  Costs of the Consultative that are incurred in 2007 will be included in the already established 2007 Ontario Hearings Costs Variance Account (2007 OHCVA).  Parties agree to support the continuation of appropriate deferral accounts in future years for the recording and disposition of future costs of the Consultative, unless these costs are included in the Company’s regulatory O&M budget during the IR term.  

II
TERMS OF SETTLEMENT

Against that background, the parties have agreed as follows:

(A)
2007 O&M Customer Care costs


As noted above, certain of the anticipated costs associated with Customer Care during the period 2007 through 2012 will not be known until RFP processes currently being carried out by the Company are completed and market prices are identified.  As a result, revenue requirement will be established for 2007 using a placeholder to calculate the Customer Care costs.  The placeholder will be the Board-approved 2006 cost per customer of $49.58, times the projected number of customers in 2007, 1,831,283, to get a total Customer Care placeholder of $90.8 million for 2007.  

The parties agree that projected bad debt costs (Provision for Uncollectible Accounts) of $15.1 million as filed by the Company shall be recoverable in rates in 2007.  This agreement does not deal with bad debt costs beyond 2007; as a result, bad debt costs are not included in the True-Up calculation.  For the period from 2008 to 2012, bad debt costs will be dealt with by the Board along with other O&M costs, separately from other Customer Care costs which are the subject of this agreement, in such other proceeding or proceedings as the Board may determine. 

For the purposes of settlement, the Customer Care placeholder of $90.8 million plus bad debt costs of $15.1 million will replace the amounts in the Company’s Application and pre-filed evidence which total $130.1 million, and are comprised of $101.6 million for Customer Care and CIS Service Charges, $3.4 million for Customer Care Internal Costs, $15.1 million for Provision for Uncollectibles and $10.0 million for transition costs (see Exhibit D1-2-1, p. 3, Table 1, lines 2 to 4 and Ex. D1-1-1, p. 1, Table 1, line 3).   These internal and transition costs are addressed in the True-Up Rules which are attached as Appendix A.

As a result, the settlement of this item will reduce the Company’s revenue deficiency for  the Test Year by approximately $24.2 million, from the $52.1 million remaining as the revenue deficiency in the Company’s Application, after the Settlement Proposal (Ex. N1-1-1) revenue deficiency of $29.9 million was approved by the Board on January 29, 2007 (with $26.0 million thereof recoverable in interim rates effective April 1, 2007).  The remaining revenue deficiency at issue in the Company’s Application is now about $26.1 million, taking into account the fact that parties are agreeing in this Supplementary Settlement Proposal that the Company can recover a revenue deficiency of approximately $1.8 million in respect of customer care and CIS costs in the Test Year (the amount that is the difference between the 2006 Board-approved budget of $104.1 million and the $105.9 million total amount for 2007 for Customer Care, CIS and bad debt costs).  This $1.8 million Customer Care revenue deficiency can be derived by accounting for customer growth in F2007 over the previous year (the $49.58 placeholder is multiplied by 46,228, which is the forecast number of new customers in 2007) and adjusting for a reduction of $500,000 in bad debt costs, as compared to F2006.  
(B)
2007 Capital costs related to CIS

The parties agree that any capital spending by the Company during the 2007 Test Year related to the new CIS shall be in addition to the Company’s overall Board-approved capital budget of $300 million plus the costs of the Portlands Energy Centre LTC.  This is consistent with the language in Issue 1.1 of the Settlement Proposal in this EB-2006-0034 proceeding, which was approved by the Board on January 29, 2007 and which stated that “[p]arties have reached a global settlement of all 2007 Rate Base issues, except for issues related to the capital budget for the new CIS system” (Ex. N1-1-1, p. 13).  No capital expenditures in 2007 relating to the new CIS will be closed to rate base in 2007, and the new CIS will have no impact on 2007 rates.

(C)
Selection process for new CIS and Customer Care service providers and Transition Plan

As explained above in the Introduction section, it is anticipated that the selection of a new CIS and a new Customer Care service provider will occur in the second quarter of 2007, when the associated RFP processes are completed.   

Once selections are made, contracts will have to be negotiated and settled with the chosen parties.   At that time, some of the expected costs of the new CIS, and payments to be made to the new Customer Care service provider, will be established between Enbridge Gas Distribution and the service providers through contractual arrangements.  The Consultative will continue to function until the completion of the procurement process, the implementation of those CIS and Customer Care arrangements and the completion of the true-up process described below.  The Consultative will be involved with monitoring the selection process and reviewing the terms and prudence of the resulting contracts, including the reasonableness of their costs.  Parties agree that the Consultative will continue to work in a timely, responsive and reasonable manner until its mandate is completed.  

The selection processes for both the CIS and the Customer Care services RFPs are underway.  At this point, the remaining shortlisted bidders for the Customer Care services include ABSU and a third party.  The remaining shortlisted bidders for the system integrator component of the new CIS include ABSU and a third party.  The parties have agreed that for the time period from January 1, 2007 to March 31, 2007, CWLP will continue to provide CIS and Customer Care services to Enbridge Gas Distribution.  For the period commencing April 1, 2007 and concluding no later than September 30, 2008, Enbridge Gas Distribution is making arrangements with ABSU to provide the CIS and Customer Care services directly to Enbridge Gas Distribution, at least until the potential transition to new service providers is complete.  

There are two types of transition costs addressed in this Supplementary Settlement Proposal: CIS transition costs and Customer Care transition costs.

The parties acknowledge and agree that all transition costs with respect to the new CIS are included in the $118.7 million capital cost of the new CIS (discussed below), whether or not ABSU is awarded the system integrator component of that project.  

The parties further acknowledge and agree that, in the event that ABSU is chosen as the Customer Care service provider, there will be no transition costs associated with Customer Care services.  In the event that the third party is chosen as the Customer Care service provider, then there will be transition costs associated with the move to the new service provider.  Enbridge Gas Distribution has prepared, and has shared with the Consultative, a Transition Plan that sets out how Customer Care may be transitioned to a new service provider.  The parties agree that there will be costs associated with any such transition, and that those costs are recoverable in the manner and amounts described in detail in the True-Up Rules at Appendix A.  The Company agrees that it will keep the transition costs, and the transition time period, to a reasonable level while managing the risks associated with transition and ensuring that the ongoing provision of Customer Care services meets OEB-mandated service levels.  In this regard, the Company agrees that while the maximum time period for transition to a new Customer Care service provider will be 18 months from April 1, 2007, it will make best efforts to shorten that time period.  The Company will ensure that its arrangements with ABSU will allow the Company to direct ABSU to cease the provision of some or all Customer Care transition services before the end of 18 months and, as a result, to reduce the transition costs payable by Enbridge Gas Distribution to ABSU.  


(D) 
The True-Up process and Revenue Requirement for 2008 to 2012
(i) 
Overview

The parties agree that, on a date (the “True-Up Time”) that is the later of (a) the date when the Company’s Customer Care RFP is completed and the contract is signed, and (b) the date when the Board’s decision with respect to the duration, rules and formulae for IR that relate to Enbridge Gas Distribution is released, the parties will calculate a true-up and smoothing for the Customer Care amounts for 2007 to 2012, using the specific rules set forth in Appendix A to this Settlement Proposal (the “True-Up Rules”).   

As set out in more detail below in Appendix A, the amount of the Customer Care costs that are projected to be incurred by the Company during the 2007 to 2012 period, and which the Company will recover in rates, will be determined by the parties at the True-Up Time in accordance with the criteria specified in the True-Up Rules.  The components of the Customer Care costs and revenue requirement are itemized in the “Customer Care and CIS Settlement Template” (already defined as the “Template”), which is attached to Appendix A.    

It is the intention of the parties that the True-Up process will be used to determine the Customer Care amount for 2007 (the “Normalized 2007 Customer Care Revenue Requirement”) that, when adjusted using the True-Up Rules for each year until 2012, will allow the Company to fully recover in rates the costs incurred in providing Customer Care services (including CIS) during the period from 2007 through 2012.    

In the event that the parties are unable to agree on the amount of any component of the Normalized 2007 Customer Care Revenue Requirement or any number to be included in the Template, other than those numbers that are fixed by the terms of this agreement, then parties agree that the unresolved dispute will be determined by the Board in accordance with the criteria specified in the True-Up Rules.  Specifically, if the parties have not agreed to the Normalized 2007 Customer Care Revenue Requirement within sixty days of the True-Up Time, they shall list the components of the calculation that are in dispute, and provide that list to the Board for determination in accordance with the criteria specified in the True-Up Rules.

The outcome of the True-Up process will be the subject of a separate application to the Board.  That application will include, for Board approval, all numbers that are agreed upon and set in accordance with the True-Up Rules, as well as the list of the items remaining at issue to be determined by the Board.

(ii) 
2007 Customer Care Variance Account 
At True-Up Time, the Company will calculate the difference (the “2007 Customer Care Revenue Requirement Variance”) between that amount of revenue requirement that is, pursuant to the True-Up Rules, recoverable for 2007 Customer Care costs (the Normalized 2007 Customer Care Revenue Requirement) and the placeholder of $90.8 million, and will credit or debit the 2007 Customer Care Revenue Requirement Variance, as the case may be, to the 2007 Customer Care Variance Account.  The balance in that account will be repaid to the ratepayers, or charged to the ratepayers, with interest, over the course of 2008 to 2012.  The 2007 Customer Care Variance Account will be cleared in accordance with the True-Up Rules.  

In order for effect to be given to this provision of this Settlement Proposal, parties agree that it is appropriate that a 2007 Customer Care Variance Account be created, and continued until 2012.  

(iii) 
Revenue requirement for Customer Care costs between 2008 and 2012

The revenue requirement that the Company will be entitled to recover each year in respect of Customer Care costs (including CIS but not including bad debt) from 2008 to 2012 shall be the Normalized 2007 Customer Care Revenue Requirement, as adjusted for each year from 2008 to 2012 (inclusive) by the Incentive Regulation formula.   The intention of the parties is that this will result in a relatively stable revenue requirement for CIS and Customer Care services over a five year period.   

As set out above, and explained in the True-Up Rules, the “Normalized 2007 Customer Care Revenue Requirement” will be the amount that, when adjusted according to the True-Up Rules (including the rules for IR described as part of the True-Up Rules) for each year until 2012, will allow the Company to fully recover in rates the total of all forecast prudent and reasonable Customer Care costs (including CIS but not including bad debt) for the period from 2007 through 2012.     

The parties agree that all O&M costs associated with Customer Care (except for bad debt costs), including O&M relating to the Company’s proposed new CIS, are included in the calculation of Normalized 2007 Customer Care Revenue Requirement and therefore will be properly recovered in rates during the period 2007 through 2012 through the operation of the True-Up Rules.  

The Company agrees that, once the outstanding items on the Template are determined, and completed, and, as a result, the Normalized 2007 Customer Care Revenue Requirement is established, the Company will not seek any adjustment to its rates or revenue requirement that is directly or indirectly based on changes in Customer Care costs during the term of this agreement.  Intervenors similarly agree that they will not seek adjustments to the Company’s rates or revenue requirement that is directly or indirectly based on changes in Customer Care costs.  As expressed above, bad debt costs are not included as part of the Customer Care costs that are the subject of this agreement from 2008 to 2012.  

Notwithstanding the limitations expressed in the preceding paragraph, the parties agree that in the event that new legislative or regulatory requirements, that are currently unknown and that are beyond the Company’s control, are imposed on the Company, in the period up to and including 2012, and those requirements materially change the level of Customer Care costs, then any of the parties shall be entitled to make application to the Board for adjustments to rates or revenue requirement as appropriate.  The materiality threshold that applies to this aspect of the agreement will be established at the IR proceeding.  The parties agree that the rights conferred in this paragraph will be no greater than any rights to revisit any issue based on changes in legislative or regulatory requirements that are established as part of the IR rules that apply to the Company.

In order to give effect to certain aspects of the True-Up Rules, as detailed in Appendix A, parties agree that it is appropriate that 2007 and 2008 Customer Care Transition Costs Variance Accounts be created to track certain transition costs related to Customer Care.  The transition costs to be tracked in these accounts relate to activities that ABSU and external contractors and internal resources will undertake to transfer knowledge and services to the new service provider.  This will include such tasks as training, documentation and management of the vendors through the transition.  The transition costs to be tracked in these accounts are subject to a maximum total amount of $11.1 million.  The details of the 2007 and 2008 Customer Care Transition Costs Variance Accounts are set out below, as part of the True-Up Rules.  

(iv) 
New CIS 
As the Board is aware, the Company is planning to replace its current CIS service with a new CIS that will be owned by the Company.  When this system is implemented, which is expected in 2009, its capital cost will be included as part of the Company’s utility rate base.  Through the Consultative process, and subject to an adjustment described below, the parties have agreed that a reasonable cost for this asset is $118.7 million, including procurement costs of $5.1 million.  The parties agree that rates will be set during the period of this agreement on the basis of a CIS cost that will be no higher than $118.7 million.  This $118.7 million budget consists of an amount of $42 million for system integrator contract costs, which are subject to a direct competitive tender process, and an amount of about $76.7 million which the Company will manage and control during the CIS procurement and implementation process. 

All parties agree that the Company’s revenue requirement associated with Customer Care activities for the 2007 to 2012 period will incorporate a portion of the cost for the new CIS of $118.7 million, including procurement costs of $5.1 million, as set out below.  The procurement process that provides support for the reasonableness of this cost is described in the evidence of Mario Bauer (Exhibit L-2), and the CIS cost analysis attached thereto.  The parties agree that this $118.7 million cost is subject to reduction in the event that the system integrator contract costs arrived at through the CIS procurement process are less than $42 million.  In the event that the system integrator costs are $42 million or more, then the parties agree to the cost of $118.7 million for the completion of the Template and the term of this agreement.  

While the revenue requirement attributable to CIS shown in Row 3 of the Template is not yet finalized, the parties agree upon the following:

1. As stated above, the parties agree upon the prudence of the CIS procurement process and the capital cost for the new CIS of $118.7 million, which includes procurement costs of $5.1 million.

2. The parties agree that the amounts to be recovered in rates will be reduced, if the system integrator contract costs arrived at through the CIS procurement process are less than $42 million.

3. Subject to the restrictions on CIS costs set forth in this agreement, there is agreement that all prudently incurred and reasonable costs associated with the new CIS, including return and income taxes, should be recoverable in rates, during the term of this agreement, and for the 10-year economic life of the new CIS assets.

4. The parties agree that the term of this agreement will be six years from 2007 to 2012, in order to enable the smoothing and managing of the recovery of the revenue requirement attributable to the new CIS during those years.

5. The parties agree that they support the decision to procure the new CIS as prudent,  the inclusion of the new CIS in rate base in 2009, and the recovery of all amounts associated with the new CIS subject to the terms of this agreement.  Subject to any adjustment that may be made to rate base as of December 31, 2012 to reflect the actual costs of the new CIS, as set forth below, the parties agree that, as of January 1, 2013, the amount included in opening rate base for the new CIS shall be its 2012 closing net book value of approximately $71.4 million.

6. The parties agree that, for rate-making purposes, the in-service date of the new CIS will be deemed to be July 1, 2009, regardless of the actual in-service date, and the rate base for the new CIS will be calculated in all respects as if it was brought into service on July 1, 2009.   

7. The parties agree that, for rate-making purposes, CIS Capital Costs at the end of the term of this Agreement will be treated as follows:

a. If the actual costs of the New CIS are less than $118.7 million, then the $71.4 million amount included in the January 1, 2013 opening rate base for the New CIS shall be appropriately adjusted downwards;

b. No capital costs in addition to the amount of $118.7 million will be eligible for closure to rate base on January 1, 2013, unless Enbridge Gas Distribution then demonstrates the reasonableness and prudence of such additional costs; and on the further condition that the only additional amounts eligible for consideration will be confined to  increases in the system integrator costs beyond the $42 million provision for those costs included within the budget of $118.7 million.

On this basis, and subject to later adjustment as described at point 2 above, the parties request the Board, as part of the approval of this Settlement Proposal, to approve the prudence and $118.7 million cost of the new CIS, which includes procurement costs of $5.1 million.  

The parties agree that there are three, and only three, possible adjustments to be made later to the revenue requirement attributable to CIS for the period 2009 through 2012, as shown in Row 3 of the Template.  

The first possible adjustment relates to the tax savings associated with the high Capital Cost Allowance (CCA) for IT hardware and software for the CIS asset.  The high CCA produces substantial tax savings in the first two years of the asset’s ten year life.  The Company acknowledges and agrees that the ratepayers are to receive credit for the full value of these tax savings.  The tax rules provide that Enbridge Gas Distribution will be kept whole with respect to income taxes over the full economic life of utility assets, including the 10-year life of the CIS assets.  Parties disagree over when the tax savings should be reflected in revenue requirement and rates.

To support a settlement, the parties agree, for ratemaking purposes, to the use of the values included in Row 3 of the Template in determining the revenue requirement for use at True-Up Time.  Those values are calculated as if the CIS costs, including tax savings, were calculated on a conventional forward test year cost of service basis for each year during the period 2009-2012.  The Company has agreed to use this assumption on the understanding that Enbridge Gas Distribution retains the right to bring an application before the Board seeking a different approach to the timing of when the tax savings are reflected in revenue requirement.  Enbridge Gas Distribution agrees that it will, if it elects to make such application, file that application by June 30, 2007.  Intervenors’ rights to oppose any such application remain unfettered and they retain the right to rely on any and all grounds of opposition considered by them to be appropriate.  The parties agree that there will be no inference that Enbridge Gas Distribution has tacitly acquiesced to values in Row 3, by accepting them in this Supplementary Settlement Agreement, and all parties acknowledge that the Company’s acceptance of the values in Row 3 is “without prejudice” to the application described above, should the Company decide to file it by June 30, 2007.  In the event that the Board approves a different approach to the timing of when the tax savings are reflected in revenue requirement, then parties agree that the values shown in Row 3 of the Template are to be adjusted accordingly.  If Enbridge Gas Distribution does not file such an application by June 30, 2007, or if Enbridge Gas Distribution files such an application but the relief requested is not granted, then, subject to the remaining possible adjustments described below, the values in Row 3 of the Template will remain as stated therein.

The two remaining potential adjustments to the CIS revenue requirement amounts for the period 2009 through 2012, as shown in Row 3 of the Template, pertain to Enbridge Gas Distribution’s equity ratio and the possibility that the system integrator contract costs resulting from the CIS procurement process are less than $42 million.

The amounts in Row 3 of the Template reflect a 35% level of deemed equity for the Company.  The issue of the appropriate level of deemed equity for the Company is currently before the Board in this F2007 rate case, and there may be changes from the 35% level.  Parties agree that the amounts in Row 3 of the Template should be adjusted at True-Up Time in the event that the Company’s level of deemed equity is changed in the Board’s decision in the F2007 rate case.  

The amounts in Row 3 of the Template reflect a $118.7 million cost for the new CIS.  In the event that the system integrator contract costs arrived at through the CIS RFP process are less than $42 million, then parties agree that the amounts in Row 3 should be adjusted accordingly.  In the event that the system integrator costs are $42 million or more, then the parties agree to the cost of $118.7 million for the term of this agreement.  

Subject to the outcome of any application which Enbridge Gas Distribution may bring before the Board, as described above, Enbridge Gas Distribution agrees that once the outstanding items on the Template are determined, and completed, and as a result the Normalized 2008 Customer Care Revenue Requirement is established, the Company will not seek any adjustment to its rates or revenue requirement relating to the cost of the new CIS during the term of this agreement.  Intervenors similarly agree that they will not seek adjustments to the Company’s rates or revenue requirement that are directly or indirectly based on changes in CIS costs.  

Notwithstanding the limitations expressed in the preceding paragraphs, the parties agree that in the event that new legislative or regulatory requirements, that are currently unknown and that are beyond the Company’s control, are imposed on the Company, in the period up to and including 2012, and those requirements materially change the level of CIS costs, then any of the parties shall be entitled to make application to the Board for adjustments to rates or revenue requirement as appropriate.  The materiality threshold that applies to this aspect of the agreement will be established at the IR proceeding.  The parties agree that the rights conferred in this paragraph will be no greater than any rights to revisit any issue based on changes in legislative or regulatory requirements that are established as part of the IR rules that apply to the Company.

 (v) 
Future revenue-generating opportunities from the new CIS
The Company agrees to use its best efforts to identify and take advantage of opportunities to use the new CIS asset to provide CIS services to third party organizations to generate additional revenue opportunities, and that the gains from any such opportunities shall be shared with ratepayers in a manner to be agreed upon.  A consultative group, including Intervenors, may be convened to consider how such opportunities would be addressed.  The parties agree that, in the event that the sharing of such gains cannot be agreed upon by the parties, then they will put the issue of the appropriate gainsharing to be used to the Board.  The parties agree that any gains to be shared with ratepayers would be cleared to ratepayers by way of an annual adjustment to delivery rates.   

Billing services on the Enbridge Gas Distribution bill are covered by the Supplementary Settlement Proposal related to open bill access (Ex. N1-1-1, Appendix C), and are not included in or affected by the provisions set out above.  

APPENDIX A – TRUE-UP RULES
Attached to this Appendix A is a document entitled “Customer Care and CIS Settlement Template” (the “Template”).  The parties have completed each of the boxes A1 through G17 of the Template, by inserting a dollar amount, or zero, or a TBD (To Be Determined) which will be completed at the True-Up Time.  The following rules apply to the completion of the Template:

1) Where in the Template there is a dollar figure or zero already inserted in any box, that figure is agreed by the parties, and subject to paragraphs 3, 4 and 6 below, will not be altered.   

2) The figures agreed to by the parties which are fixed and not subject to change, and which are already included in certain boxes within the Template, include the following: 

a. Rows 1, 2 and 2a: rows 1 and 2 represent the amounts that parties agree can be recovered in rates related to payments by Enbridge Gas Distribution to ABSU to provide CIS services and the payments by ABSU to ECSI for the use of the existing CIS asset, until the new CIS asset is in service.  Row 2a represents the amounts to be paid to CWLP for the use of the CIS asset from January 1, 2007 to March 31, 2007.  Parties agree that a total of $28.9 million shall be included on these rows, divided into the individual amounts included in the Template.    

b. Row 4: parties agree to the figures included in the Template as the amounts to be paid for the hosting and support of the new CIS.  These amounts are based on Enbridge Gas Distribution estimates which the Intervenors, with the support of their consultants, have reviewed and found to be reasonable.

c. Row 5: parties agree to the figures included in the Template as the amounts to be recovered for the Company’s backoffice costs (excluding bad debt) associated with both the old and the new CIS.  These amounts are based on Enbridge Gas Distribution estimates which the Intervenors, with the support of their consultants, have reviewed and found to be reasonable.

d. Rows 6 and 7: SAP has been chosen as the provider for the software that will support the new CIS.  This software may require some modifications or adaptations, from time to time, to fully support the CIS.  The parties agree to the figures included rows 6 and 7 of the Template as the amounts to be paid to SAP for licence fees and for modifications that may be necessary.  These amounts are based on Enbridge Gas Distribution estimates which the Intervenors, with the support of their consultants, have reviewed and found to be reasonable.

e. Row 8: box 8A includes the amount of $16.9 million, which is the amount that parties have agreed can be recovered in rates related to the provision of Customer Care services by CWLP for the period from January 1, 2007 to March 31, 2007 (which is the date on which ABSU will begin providing Customer Care services on a temporary or permanent basis).  Given that CWLP will stop providing services to Enbridge Gas Distribution as of April 2007, the amounts to be reflected in boxes 8B, 8C, 8D, 8E and 8F are zero.

f. Row 11: parties agree to the figures included in the Template as the amounts to be recovered for Customer Care licences to support the existing and new Customer Care service provider delivery of Collections, E-Billing and text to speech voice capability functions.  These amounts are based on Enbridge Gas Distribution estimates which Intervenors, with the support of their consultants, have reviewed and found to be reasonable.

g. Row 12: parties agree to the figures included in the Template as the amounts to be recovered for the Company’s backoffice costs (excluding bad debt) associated with Customer Care services.  These amounts are based on Enbridge Gas Distribution estimates which Intervenors, with the support of their consultants, have reviewed and found to be reasonable.

h. Row 13: this row includes the costs incurred by the Company, and accepted for recovery from ratepayers, related to the procurement of a new customer care service provider.  The parties have agreed that a total amount of $4.9 million may be recovered at row 13.  This total amount represents the internal and external procurement costs for the new Customer Care services that have been determined by the parties to be prudently incurred and reasonable for recovery from ratepayers.  This total amount is allocated equally over the five years from 2008 to 2012.  Thus, the amount of $0.98 million is inserted in each of the boxes A13 to F13.  

i. Row 17: the total number of customers for each year.

3) Row 3 includes the revenue requirement associated with the new CIS for each of the years from 2007 to 2012, to be filled in as follows: 

a. The amounts in boxes A3 and B3 shall be zero, since there is no revenue requirement associated with the new CIS until 2009.  

b. The amounts in boxes C3, D3, E3 and F3 represent the annual revenue requirement associated with each of 2009, 2010, 2011 and 2012 for the new CIS.   These amounts, which total $46.210 million, are based upon the agreed-upon cost of the new CIS of $118.7 million.   The derivation of these amounts is set out in the spreadsheets attached as Appendix B and the total of $46.210 million is the sum of the items in Columns 1, 2, 3 and 4 at line 12 on the first page of Appendix B.  These amounts are subject to adjustment as follows:

i. the amounts in row 3 of the Template reflect a $118.7 million cost for the new CIS.  In the event that the system integrator contract costs arrived at through the CIS RFP process are less than $42 and the overall cost is therefore reduced, then parties agree that the amounts in row 3 should be changed to correspond to the lower new CIS cost;

ii. the amounts in row 3 of the Template reflect a 35% level of deemed equity for the Company.  The issue of the appropriate level of deemed equity for the Company is currently before the Board in this F2007 rate case, and there may be changes from the 35% level.  Parties agree that the amounts in row 3 of the Template should be changed in the event that the Company’s level of deemed equity is changed;

iii. In the event that the Company is successful in an application to the Board for a different approach to the timing of when tax savings associated with the new CIS are reflected in revenue requirement, then corresponding changes will be made to the amounts in row 3.

4) The amounts to be inserted in boxes A9 and B9 shall be determined by the parties as the prudent and reasonable amounts for recovery from ratepayers for sums paid or forecast to be payable by the Company to ABSU for Customer Care services during the period April 1, 2007 through September 30, 2008, in accordance with the following criteria:

a. In the event that ABSU is chosen as the new service provider for Customer Care services from and after April 1, 2007 until December 31, 2012, then the figures to be inserted in boxes A9 and B9 are zero, because there will be no need for a transition period to a new service provider;

b. In the event that a third party other than ABSU is chosen as the new service provider for Customer Care services, then there will be the need for a transition period, for a maximum of 18 months from April 1, 2007, during which ABSU will provide Customer Care services until the new service provider can be fully phased-in.  

c. The Company has reached agreement with ABSU for Customer Care services to be provided, on a transition basis for 2007 and 2008 in the event that ABSU is not the successful Customer Care bidder.  For settlement purposes, subject to subparagraph (d) below, the Parties agree that amounts of up to $52,263,000 for 2007 and $42,623,000 for 2008 will be included in boxes A9 and B9.  These numbers represent the maximum agreed-upon level of costs that the Company may recover in rates in respect of the amounts charged by ABSU during 2007 and 2008 for Customer Care services, on a transitional basis, based on a recoverable cost of $38 per customer per year and a transition period of 18 months;  

d. The Company will make best efforts to reduce the length of the transition period from 18 months, and to reduce the actual forecast costs per customer from ABSU to be less than currently forecast.  In the event that the actual costs to date and updated forecast costs from ABSU at True-up Time for Customer Care services for the transition period are less than $52,263,000 for 2007 or $42,623,000 for 2008, then the numbers to be inserted in boxes A9 and B9 will be the actual costs to date and updated forecast costs at True-Up Time.

e. The amounts to be inserted in boxes C9, D9, E9 and F9 are zero because, in any event, the transition period for customer care services will not extend beyond 2008. 

5) The amounts to be inserted in boxes A10 to F10 are the reasonable forecast annual costs of the new Customer Care service provider, to be determined at the True-Up Time through the results of the Customer Care procurement process.  In the event that ABSU is chosen as the new service provider, it is expected that these amounts will be effective as of April 1, 2007.  In the event that a third party other than ABSU is chosen as the new service provider, it is expected that these amounts will begin at some time in 2007 or 2008, because of the need for transition time and activities.  The amounts to be included in these boxes are subject to review by the Consultative  for prudence and reasonableness.  In the event that the Intervenors and the Company do not agree, the issue of prudence and reasonableness will be determined by the Board.

6) The amounts at rows 14 and 15 represent the transition costs associated with moving from CWLP as the Customer Care service provider to a different third party service provider.  The transition costs to be included in these rows, and tracked in the 2007 and 2008 Customer Care Transition Costs Variance Accounts, relate to activities that ABSU and external contractors and internal resources will undertake to transfer knowledge and services to the new service provider.  This will include such tasks as training, documentation and management of the vendors through the transition.    

a. In any event, the number in boxes A14/A15 will be zero.  

b. In the event that ABSU is chosen as the new Customer Care service provider then the amounts to be inserted in boxes B14 to F14 and B15 to F15 are zero and subparagraphs 6(c) to (f) do not apply.  

c. In the event that a different third party is chosen as the new Customer Care service provider, then a total amount of $11.1 million will be included on rows 14 and 15.  This total amount will be split equally between the years 2008 to 2012, in the amount of $2.22 million per year.  Thus, each of boxes B14/B15, C14/C15, D14/D15, E14/E15 and F14/F15 will include the number $2.22 million.    

d. The Company will record all prudent and reasonable amounts spent for services, both internal and external, to facilitate the transition from CWLP/ABSU providing Customer Care services to a new service provider in the 2007 and 2008 Customer Care Transition Costs Variance Accounts, to a total maximum of $11.1 million.  It is agreed that amounts paid for internal costs shall not include the costs of employees or other resources already included in the budget for the year and re-assigned to this transition, unless a specific new resource was acquired to backfill those other functions.

e. Commencing in 2008, and continuing each year until 2012, the Company will expense the amount of $2.22 million for Customer Care costs, and will at the same time, deduct the same amount from the total amounts recorded in the 2007 and 2008 Customer Care Transition Costs Variance Accounts.  The parties agree that, even if the outstanding balance in the 2007 and 2008 Customer Care Transition Costs Variance Accounts becomes zero before 2012, the Company is still entitled to expense and recover the amount of $2.22 million for each year until 2012.  The parties further agree that no negative balances will be reflected in the 2007 and 2008 Customer Care Transition Costs Variance Accounts.

f. Parties agree that if the total amounts recorded in the 2007 and 2008 Customer Care Transition Costs Variance Accounts are less than $11.1 million as of December 31, 2008, then the difference between $11.1 million and the total amounts recorded in the 2007 and 2008 Customer Care Transition Costs Variance Accounts will be credited to ratepayers with interest in equal amounts in 2009 to 2012.

7) Row 16 will be the totals of each of the columns, to be completed when all of the above figures are determined.   

8) Column G will be the totals of each of the rows, to be completed when all of the above figures are determined.  

9)  Box G16 will be the total of all Customer Care costs and revenue requirement forecast for the period (the “Total Customer Care Forecast”).    

10)  Box G17, already completed, is the forecast total of annual numbers of customers during the period (the “Customer Count”).  

At True-Up Time, once the Template has been completed, then the Normalized 2007 Customer Care Revenue Requirement can be determined.  This will be calculated by starting with the Total Customer Care Revenue Requirement for 2007 to 2012, which is the sum of boxes A16 to F16.  That Total Customer Care Revenue Requirement will then be placed into an amortization model that calculates, using the IR annual adjustment that is approved for Enbridge Gas Distribution, the Normalized 2007 Customer Care Revenue Requirement which is the number that, when adjusted for IR annual adjustment for each year from 2008 through 2012, would allow the Company to fully recover the Adjusted Customer Care Revenue Requirement for 2007 to 2012. 

At the same time, parties will calculate the 2007 Customer Care Revenue Requirement Variance by taking the difference between the Normalized 2007 Customer Care Revenue Requirement and the placeholder of $90.8 million.  The Company will credit or debit the 2007 Customer Care Revenue Requirement Variance, as the case may be, to the 2007 Customer Care Variance Account.  The balance in that account will be repaid to the ratepayers, or charged to the ratepayers, with interest, over the course of 2008 to 2012.  

Attached to this Appendix A is an illustrative example of how the True-Up will be applied.  For the purpose of this example, the following assumptions have been employed: (i) at row 3, the CIS cost is recovered by recognizing the tax shield benefit in the first four years, and a deemed equity level of 35% is assumed; (ii) ABSU is not awarded the Customer Care contract, so there are transition costs included at row 9; (iii) at row 10, the new CIS service provider contract cost is $60 million per year; and (iv) the IR Annual Adjustment is 1%.   The illustrative example sets out the steps that are followed, and the amortization model that is used, to derive the 2007 Customer Care Revenue Requirement Variance and the Normalized Customer Care Revenue Requirements for 2007 to 2012.  
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�  Note that this does not include any impact of Supplementary Settlement Proposals related to bill access and IVA charges.


� The $1.8 million deficiency to be recovered for Customer Care is derived by starting with the customer care deficiency of $26 million, set out at lines 2 and 3 of the Table at Ex. N1-2-2, p. 2, and then subtracting $24.2 million, which is the agreed-upon revenue deficiency reduction that would result from approval of this Supplementary Settlement Proposal.   


� For the purposes of this Supplementary Settlement Proposal, both Accenture Business Services for Utilities and Accenture Inc. will be referred to as “ABSU”.
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