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Wednesday, October 3, 2007


--- On commencing at 9:00 a.m.


MR. ROSENBERG:  Good morning.  I hope everybody can hear me.  My first task is to make sure I have pressed the right buttons and I think I have.


Good morning to day 1 of a three-day scheduled technical conference.  My name is Ken Rosenberg.  I think I know most of the people in the room.  I have been asked by the Board to facilitate the settlement conference, and also to chair this technical conference and possibly others.


We're scheduled to go for three days, and what I would like to do is make -- get the appearances on the record, and then talk about scheduling matters and how we're about to proceed and deal with any other preliminary matters.


So first let's deal with the appearances, and then we will go into preliminary and scheduling matters.  So we can start with Board Staff.

Appearances


MR. MILLAR:  Good morning, and thank you, Ken.  My name is Michael Millar, counsel for Board Staff.  To my left is Mr. Richard Battista, then Ms. Laurie Klein, and then our consultant, Dr. Mark Lowry.


MR. ROSENBERG:  Thank you.


MR. PENNY:  Good morning.  I'm Michael Penny.  I'm counsel for Union Gas.  I have to my right Mike Packard, Connie Burns and Vanessa Innes.  On my left in the witness seats are Union's representatives, Mark Kitchen and Rick Birmingham.


MS. NEWLAND:  Good morning.  I'm Helen Newland.  I did press the button.  Hello.


MR. ROSENBERG:  I think the mikes are on, but let's just test.


MS. NEWLAND:  Good morning, again.  I'm Helen Newland, counsel for Enbridge.  To my right is Mr. Mike Lister and Mr. Patrick Hoey.


MR. ROSENBERG:  Thank you.  Next row.


MR. GRUENBAUER:  Jim Gruenbauer for the City of Kitchener, and Mr. Rider will be joining me shortly.


MR. AIKEN:  Good morning.  Randy Aiken for the Wholesale Gas Service Purchasers Group, the London Property Management Association and the Building Owners and Managers Association of the Greater Toronto Area.


MR. GRUENBAUER:  Well done.


DR. HIGGIN:  Good morning, Roger Higgin, ECS, consultant to VECC.


MR. SHEPHERD:  Jay Shepherd for the School Energy Coalition.


MR. STEPHENSON:  Richard Stephenson for the Power Workers' Union.  With me is Mr. Fred Hassan.


MR. POCH:  David Poch for the Green Energy Coalition.


MR. MORAN:  Pat Moran for APPrO, and I have been asked to enter an appearance for Jason Stacey.


MS. GIRVAN:  Julie Girvan for the CCC.


MR. GIBBSON:  Jack Gibbons, Pollution Probe.


MS. YOUNG:  Valerie Young, the Ontario Association of Physical Plant Administrators.


MR. ROSENBERG:  Anybody else?  Do we know of anybody else who might be attending and might be a bit late?


DR. HIGGIN:  Yes, my colleague.


MR. AIKEN:  He just walked in.


MR. ROSENBERG:  I was thinking of --


DR. HIGGIN:  Yes.  My colleague Jim Wightman for BCS will be here, too.


MR. ROSENBERG:  And Mr. Thompson for IGUA has just arrived.


MS. GIRVAN:  And Robert Warren may be joining me at some point.


MR. ROSENBERG:  Anybody else just in terms of appearances?  If not, thank you.

Preliminary matters


MR. ROSENBERG:  Before we get to scheduling, I will state the obvious.  This is being transcribed, as you know.  I will have to be a little more tempered in my usual comments, and because of that, to keep the record clear, hopefully we can all proceed with one party speaking at a time.


My role is to schedule and chair, but not to decide issues, so that if some problem arises with respect to the proceeding at all, if you can clarify if you may be taking a legal position of some kind.


What I would like to do is get into scheduling.  We are scheduled for 9:00 to 5:00 every day, and what I would like to hear from is the utilities on their proposed method of proceeding, obviously get intervenors' comments and get a general schedule.  Then if we have to do something to accommodate individual intervenors and time concerns, we will try to do that.


In terms of the morning break, I thought 10:45, and a lunch break from 12:45 to 2:00, and we will resume at 2:00 and go to 5:00 p.m. and try and take a brief break at around 3:15.


So if I can turn it over to Union and maybe, Michael, you can start.


MR. PENNY:  Sir, thanks Ken.  We had some preliminary thinking on the schedule and how to proceed.  It seemed to us, although there are of course different considerations and they will vary for different people, that the most efficient way to proceed would be --


MS. GIRVAN:  Michael, can you speak up?


MR. PENNY:  We thought the most efficient way to proceed would be for the applicants to go through and Board Staff's witness to go through in those chunks.  In terms of the ordering of that, I understand that Enbridge has some timing issues with the availability of one of its people and they wanted to have, I guess, the Board Staff witness available today.


We were hoping, because the questions addressed to Union were smaller in number and quite a number of them require calculations and searching for documents, and so on, and we were propose he can to answer those in writing, we thought Union wouldn't actually take that long.  


So it was our proposal, with the agreement of Enbridge and Board Staff counsel, that we start with Union.  If for some reason we're wrong in that and Union is not done by noon, we will step down and let Board Staff proceed to accommodate Enbridge.


But I think we will be done.


MR. ROSENBERG:  To summarize, then, Union will go first, and you expect by the lunch break it will be done.


MR. PENNY:  Yes.


MR. ROSENBERG:  Then Board Staff; then Enbridge.  Is that your view, Helen?


MS. NEWLAND:  Yes, that's fine.  We may have initially had some constraints, timing constraints, in connection with one of our witnesses but that's no longer the case.  But we're still happy to have Union proceed and accommodate them in that regard.


We will also, I should say, have some written responses to some fairly technical questions, so I am not sure how much will be left.


MR. PENNY:  Ken, I should say, just so people understand what this is, we passed out a sheet of paper that indicates we have gone through all of the questions and decided that the ones that are listed on this sheet are going to require written answers, and we can flag that as we go through, but these are ones that we planned to respond to in writing.


MS. NEWLAND:  Enbridge will do the same.  We will provide a list.  We received some of the questions last evening, yesterday evening, so we are still looking at them and we will identify the ones that require written responses.


MR. ROSENBERG:  There may be some general comments about that in advance, and then we can deal with specific questions during the witness panels.


I saw there were comments.  I saw David Poch and...


MR. POCH:  I don't think the mikes work, so I will just holler.  Let me know if I am loud enough.  There are, I think, probably two or three of us in a similar situation where we have a very limited number of questions.  So if at all possible, especially with the possibility if we could finish Union, it sounds like by mid-day, get through some of if not all of Enbridge it would certainly be helpful for, among others, myself.  I don't have any questions of Board Staff's witness at the moment, unless something arises.  


But if you could just sequence it Union, then Enbridge, if Enbridge doesn't have that... I'm not sure.


MR. ROSENBERG:  We can't hear.  Are any of the mikes working in the back?


MR. POCH:  Mine is working now, there it is.  It wasn't before.  It's magic.


MR. ROSENBERG:  I'm just wondering if you could briefly summarize.  The court reporter didn't hear what you had to say.


MR. POCH:  Sure.  Some of us are in the position of having only a very few questions.  At the moment, I don't have any questions for Board Staff.  I don't know what the situation of others is, but if I heard counsel for Enbridge correctly, there is no longer a constraint about sequencing, as far as Enbridge's witnesses are concerned; is that correct?


MS. NEWLAND:  That's correct.


MR. POCH:  In that case, all else being equal, I'm wondering if the sequence could be Union, Enbridge, and then Board Staff.


MR. ROSENBERG:  Okay.  What we will do is collect some questions, and then I see Jack and then...


MR. GIBBONS:  Ken, Pollution Probe has just one question about system expansion, it is directed at Enbridge and I am wondering either if we could start with that question, or if a time could be set where I could come back and ask the question.  I don't want to keep my meter running for three days for one question.  

MR. ROSENBERG:  Okay.  Pat.  

MR. MORAN:  I'm in a similar situation as David.  I only have a few questions for Union, a few questions for Enbridge.  I don't have any for Board Staff.  So, again, if the schedule could accommodate those being done earlier rather than later, that would be great.  

MR. ROSENBERG:  Other comments?  Jay and...

MR. SHEPHERD:  Two things.  First of all, with respect to the scheduling.  It schemes to me that it would be good for all of us if we take the intervenors with limited issues, deal with them all first with all of their questions, let them go home and then carry on.  

That's the first suggestion.  The second one is Union has proposed that certain questions will be answered in writing and it seems to me that the point of the Technical Conference is that we are allowed to ask our questions and have an interchange to make sure we get a full answer.  

So in some of the questions, I can understand why they would say, We have to produce a chart.  That's fine.  But others of the questions that they have on the list are ones that we want to ask orally.  So what I propose is that, we'll ask them orally.  If they then say, We'll have to take an undertaking, we will do that.  

MR. ROSENBERG:  Okay.  Other comments?  Yes, Roger.  

DR. HIGGIN:  Yes, just a clarification from Enbridge.  Could they tell us who they're bringing as witnesses particularly I am interested to know if Dr. Carpenter or Dr. Bernstein are coming.   

MS. NEWLAND:  It was not our intention to produce 
Dr. Carpenter or Dr. Bernstein.  We took the decision after looking at the questions we had received, that they would require written responses and so we felt it was more productive to have them commence the work that would be required to produce the answers, rather than travel up here today.  

MR. ROSENBERG:  Other comments?  

DR. HIGGIN:  Just as a follow-up to that, then.  So I'm in the same situation as Jay, that we asked a number of questions to them on their supplementary evidence, for example.  

So that means that all of those questions be answered in writing only.  There will be no comments or other things from Enbridge on those questions, because then I can go away, if that is the case.  So could you make sure that it will be purely written interrogatory and that there won't be any other interchange.  That is all.  Then I can go away and wait for the answers. 

MS. NEWLAND:  Roger, I just want to make sure I understand what you're asking.  You're saying we would not be supplementing the responses to your questions orally?  

DR. HIGGIN:  That's right.  

MS. NEWLAND:  Subsequently?  

DR. HIGGIN:  Yes.  

MS. NEWLAND:  I will check with Enbridge and get back to you.  

MR. ROSENBERG:  Thank you.  Any other comments?  I'm going to ask the utilities to respond to people's scheduling issues.  Any other scheduling issues or general comments?  If not, back to the utilities.  

MR. PENNY:  Well, on this question of people with one or two questions, I mean I think if it's only one or two people, then that is probably workable and we can accommodate them.  

But if everyone was in that boat then we would be in this kind of ping-pong arrangement and that, it seems to me -- in effect, we would be doing this conference intervenor by intervenor which I think is not an efficient way to do it.  But at a practical level, if there just one or two people that have one question or two questions, then that is probably something we can figure out and accommodate, at least have a fixed time, if not get that over with.  That seems like a solvable problem to me. 

In terms of this interchange business, I mean the -- the only point of preparing this list was that for questions we know we're going to take, do by way of undertaking, i.e., in writing, that was the point of preparing this list.  So that we didn't have to go through the exercise of having the whole question asked on the record and us saying, We need to give a written answer to that.  

MR. ROSENBERG:  What about timing?  Is it fair to say that Enbridge won't be on until this afternoon?  Just to assist parties?  I see some nodding their head.  Helen, do you think that is a fair assessment?  

MR. PENNY:  I think we can be done in a couple of hours. 

MR. ROSENBERG:  Then we have the Board staff witness.  I am just trying to accommodate.  Give some certainty to people about...

MS. NEWLAND:  Ken, is the proposal on the table it would be Union then Enbridge then PEG?  Or is it Union, PEG then Enbridge?  I thought Dr. Lowry had a time constraint?  

MR. MILLAR:  I think it is actually our preference if it go Union, Enbridge then PEG.  Dr. Lowry does have a time constraint but it is not until Friday at 4:30 so I don't think we will run up against that. 

MR. ROSENBERG:  It is a long weekend.  I'm sure we all want to sit here until five o'clock on Friday but if the option is we don’t have to, that would be great.  

So is there any concern then if we went -- excuse me, Union, Enbridge then Board Staff to accommodate?  That's the -- is that, that's fine with Enbridge?  

MR. STEPHENSON:  Ken, if that is, in fact, the order does that mean we're not going to get to Board Staff until tomorrow?  

MR. ROSENBERG:  I think that is the sense of the room, yes.  

MR. STEPHENSON:  All right.  Then I'm getting out of here.  

MR. ROSENBERG:  So we have Union, then Enbridge, then Board Staff.  It sounds like for those who aren't -- I shouldn't say interested in the Union case -- have no questions for Union, it sounds like you could be excused until the morning break in any event.  But are there any other comments -- yes, Jack.  

MR. GIBBONS:  Well, could I have a set time so I could go back and do some work?  

MR. ROSENBERG:  Union thinks they're going to be a couple of hours.  

MS. GIRVAN:  Why can't Jack just ask the question now.  Is there a problem with that? 

MR. GIBBONS:  I have one question.  I have given them warning what the question is 

MR. ROSENBERG:  Well, ask it.  What's the question? 

MR. GIBBONS:  It's about system expansion.  We asked a number of interrogatories of Enbridge.  Pollution Probe Interrogatory No. 2 they didn't give a responsive answer to.  

Pollution Probe Interrogatory No. 3, parts B and C, they didn't give a responsive answer to.  

I have asked them by e-mail to, if they can do better, if they could look at how Union responded to similar interrogatories and maybe they could try to match Union's performance or do better.  

MR. ROSENBERG:  They're just looking at the questions now.  

MS. NEWLAND:  Jack, could you just repeat the responses that you're looking for supplemental information.  

MR. GIBBONS:  Sure.  Okay.  Pollution Probe interrogatory number 2.  

"Question:   Please state Enbridge's number of in-franchised new customer additions in 2006 for whom the net present value of their discounted cash flows is forecast to be positive in A, year 1; B, year 2; C, year 3; D, year 4; and E, year 5.  
"Response:   In-franchise customer additions are evaluated using the personal computer capital requisition model.  This model evaluates these projects based on their long-term feasibility using net present value and profitability index.  The time horizon used for such evaluations is 40 years for residential and commercial and 20 years for industrial customers.  For the projects approved in 2006, the company has a record of their long-term net present value and not year over year present value.  Therefore the information regarding number of customers with positive net present value in each five years is not available."


MR. HOEY:  And you want us to create data that doesn't exist?  I mean that is what -- 

MR. GIBBONS:  No.  I don't want you to make up numbers, Patrick.  We asked the same question of Union Gas.  I will give you their response:  
"There would be very few in-franchise customer additions in 2006 that would have a positive net present value in the first five years.  Union does not track each customer addition specifically as customers are tracked on a portfolio basis, based on the 2006 portfolio.  The net present value becomes positive in 20 years for the southern operations area and 14 years for the northern and eastern operations area."


MR. HOEY:  We can probably give you those approximate numbers for crossover.  That's not a problem.  I didn't know Union's answer so...


MR. GIBBONS:  Pardon?  


MR. HOEY:  I think they're saying the same thing.  We don't do it on as individual customer basis, so we cannot tell what year someone individually crosses over.  It's a portfolio approach, but we can do what the portfolio looks like.


MR. GIBBONS:  What Union has done is basically address the fundamental issue -- is basically showing, under price cap regulation, everything else being equal, virtually none of their customer additions will be unprofitable.


So we're interested if that would be the same for you.  Then there is Pollution Probe Interrogatory No. 3.


MR. HOEY:  I think the answer, Jack, would be that we would see very few customers that would have a net present value within the first five years in either model, cost of service or proposed incentive regulation.


Our proposed incentive regulation would be closer to cost of service, and the crossovers would be approximately similar to what Union had done in the 15- to 20-year range.


MR. GIBBONS:  Well, can you maybe, after you do some reflection, get a more quantitative response that indicates -- you've come forward with a proposal of a revenue cap that is supposed to address this problem, because Enbridge has identified the problem of the disincentive for system expansion under incentive regulation.  


You have come back with a response of a Y factor for some system expansion, which I think your evidence claims partly deals with this.


So we would like some quantitative information about the extent to which it is an improvement over the status quo.


MR. HOEY:  With regards to the Y factor, system expansion Y factor would only be for new communities that would have a leave to construct.  It would not be to the next subdivision or next community of going forward.  That would be captured within the general framework of the model.


MR. GIBBONS:  Yes, I understand that, Patrick, and I am trying to get of your total system expansion capital budget, how much that protects or helps; to what extent.


MR. HOEY:  Okay.  I think we can try to answer that.


MR. GIBBONS:  Thank you.


MR. ROSENBERG:  Thank you.  Jack, are there any other preliminary matters before we start with Union?


MR. GIBBONS:  Can we get a number for that undertaking?


MR. MILLAR:  That's what I was going to suggest.  Perhaps we should give undertaking numbers.  Ken, do you want us to do that?


MR. ROSENBERG:  If you could do that, Staff, that would be great.  That is number one, I take it.


MR. MILLAR:  The first undertaking from Jack for Pollution Probe will be JTA.1.  Patrick -- 


MR. HOEY:  He had two.


MR. MILLAR:  Jack, are there one or two?


MR. GIBBONS:  Patrick says there are two.


MR. MILLAR:  Can we have them clearly stated, please, what number 1 is and what number 2 is?


MR. HOEY:  To look at Pollution Probe Interrogatory No. 2 and provide an answer more similar to Union Gas's, and the same with Interrogatory No. 3.


MR. MILLAR:  All right, Jack?


MR. GIBBONS:  Well, no.  It is not to make it more similar to Union Gas, because we didn't ask number 3 to Union Gas.


MR. HOEY:  Okay.


MR. GIBBONS:  Three was to give more quantitative information, especially quantitative information about the degree of improvement of Enbridge's proposal to deal with the system expansion issue in terms of making sure that system expansion will be in the shareholders' self-interest under their incentive regulation model.

UNDERTAKING NO. JTA.1:  ENBRIDGE TO PROVIDE AN ANSWER TO POLLUTION PROBE INTERROGATORY nO.2 IN A FORM SIMILAR TO THAT RECEIVED FROM UNION.

UNDERTAKING NO. JTA.2:  ENBRIDGE TO PROVIDE AN ANSWER TO POLLUTION PROBE INTERROGATORY nO.3 IN A FORM SIMILAR TO THAT RECEIVED FROM UNION.

MR. HOEY:  Okay.


MR. MILLAR:  Everybody is happy?  Okay.


MR. ROSENBERG:  Okay.  I think there is one more appearance.  I saw Lisa.  Lisa, could you put an appearance on the record, please? 


MS. DeMARCO:  Thanks very much, Ken.  Elisabeth DeMarco.  I'm here on behalf of Coral Energy and TransAlta.  I will be here surgically, if possible.


MR. ROSENBERG:  Any other parties who haven't appeared?  Yes, David.


MR. POCH:  So with respect to Enbridge, I think I am in a similar position as Jack.  I called it one question.  It is kind of a two-part question, but I am wondering if I could have the same indulgence.  I think that might --


MR. ROSENBERG:  Just so I understand, once you ask it, then --


MR. POCH:  That is it for Enbridge, and then I will hang around and let Union deal with me in due course this morning.


MR. ROSENBERG:  I will ask the company.  I don't want to get too far out of order.


MR. POCH:  I appreciate that.


MR. ROSENBERG:  They're fine, so go ahead, David.


MR. POCH:  Thank you.  So my question is related to Pollution Probe's enquiries with respect to the incentives for adding load in the various ways that takes place.  You were good enough to in, I6.1, give us a chart of what you thought the different incentives would be in the different competing regimes here.


So I wanted to clarify how the revenue-cap approach, as you have styled it -- which I understand is not in fact a cap, in that it doesn't have a balancing account -- you could overearn.  Is my understanding correct, then, from our conversation off the record earlier, that you would thus have the similar incentive that you have today to add burner tips, although slightly diluted by the fact that you have to wait to rebase?


MR. HOEY:  Well, actually, with burner tips, I think the incentive models, that is where you have the greatest incentive, is to add more burner tips to household, whether it is price cap or revenue cap, as long as it doesn't increase the total cost of going into the home.


Really, it is the revenue increases, and other than your marketing costs, you would have a net revenue increase.


MR. POCH:  In fact, am I correct, then, you might even have a greater incentive under the current regime, just under the proposed regimes, either of the proposed regimes, simply because it is multi-year for that?


MR. HOEY:  That's correct, yes.


MR. POCH:  Now, then, would that apply for the situation where you are converting, for example, electric water heaters to gas where your -- well, certainly it would apply, I take it, where you already have a line into the home for heating purposes?


MR. HOEY:  That would be a big area, to convert electric water heaters where there already is a gas furnace in the home.


MR. POCH:  Let's just go through the two or three little categories here.  You've got a main down the road and you've got a residence, small commercial, what have you, where they want to switch to gas for either heating or water heating.


What incentives will your proposal provide you to hook up that customer compared to the current regime?


MR. HOEY:  I guess it would depend on the cost to serve that new location from the street.  If it is in downtown Toronto, going to all of the roads and the concrete and stuff, it may be more expensive than, let's say, in a suburban area, so that there is a relative cost difference.  


But in terms of your incentive, you would have the greatest incentive to attach the next customer under cost of service, since you would get full recovery of your capital or into rate base in the subsequent year or within your forecast year.


Under the incentive plans, the shareholder doesn't get a return until the rebasing occurs.


In terms of the relative merits of two different incentive models, the price cap, we would believe, has the worst incentive, in that, for Enbridge particularly, you would only get the value of the revenue that comes in the door relative to the costs, and the cost is greater than the revenue going to be generated over the term of the IR.


With the revenue cap per customer, we do get for each additional new customer, which this would be, we would get additional revenue.  So, therefore, we are continuing to have a relative strong encouragement to go and attach to the next new customer.


It's not as good as cost of service, but it is significantly better than price cap.


MR. POCH:  All right.  Now, just related to this, then, if OPA finally gets its act together and makes a deal with you guys to get serious about switching some of this, you know, coal-fired load to 94 percent efficient furnaces, for those who are reading the transcript, and they incent you by way of a contract for that program, does your proposal deal with those kinds of revenues?  And how?  

MR. HOEY:  We haven't considered anything like that within the framework.  We haven't thought anything about that, because we don't know the type of contract that would be, or whatever and how it would incent us or not incent us. 

MR. POCH:  Perhaps I can suggest that you take that away and think about it and it may be it fits into one of your other components or it can be made to fit or what have you.  Would that be reasonable?  Would you take an undertaking and get back to us? 

MR. HOEY:  Sure.  As long as I get a little bit clearer on the type of contract you're talking about. 

MR. POCH:  I'm assuming if this would be -- there was a contract where OPA would enter into some kind of a cost-and-revenue-sharing arrangement with the utility to provide gas and perhaps more to existing electrically heated homes, or to perhaps some revenue sharing for new subdivisions to make it easier for you to provide gas to those subdivisions.  

Obviously there could be different categories of either switching load or new load.  

MR. HOEY:  We will take that away and think about it.  

MR. POCH:  Okay.  

MR. MILLAR:  That's JTA.3.  
UNDERTAKING NO. JTA.3:  Enbridge to provide information on its proposal for how any revenue from potential OPA contracts might be treated


MR. POCH:  The undertaking would be simply that Enbridge will get back on its proposal for how any revenue from potential OPA contracts might be treated.  

Just finally, did I understand correctly, then, that your Y factor system expansion, as proposed, would apply in a leave-to-construct situation a whole new -- for example, a whole new town or where you're expanding your franchise, but where you are doing infill or a subdivision on the margins where you are already servicing.  Would that be captured by your Y factor?  

MR. HOEY:  The Y factor would only capture if we were to seek a leave to construct to go to another town and it was a significant build.  Otherwise, if it is infill or the next subdivision, that would be captured within the regular formula.  There would be no adjustment for Y.  

MR. POCH:  In that respect, then, we're in the similar situation to what we spoke of earlier where, depending on the capital intensity versus revenue balance, you may have less of an incentive than you do under the current cost-of-service regime; is that correct?

MR. HOEY:  That's correct. 

MR. POCH:  Did I understand correctly you would have more incentive than you would under, for example, the Union price-cap proposal?  

MR. HOEY:  That is our belief, yes.  

MR. POCH:  Okay.  Thank you, those are my questions.  Thank you for indulging me.  

MR. ROSENBERG:  Thank you.  In terms of appearances, I see Energy Probe has -- can you put a formal appearance on the record, please.

MR. ADAMS:  Tom Adams on behalf of Energy Probe.  

MS. CONBOY:  Good morning, I’m Paula Conboy from PowerStream.  

MR. ROSENBERG:  Could you speak up, please.

MS. CONBOY:  Paula Conboy from PowerStream.  

MR. ROSENBERG:  Rob, did you have -- we are now going to turn it back over to Union, but before we do, are there any other preliminary matters?  If not, we have Michael.  I turn it over to you.  

MR. PENNY:  Thanks, Ken.  I think Rick and Mark are here to address the questions.  This list has an order, but that was just alphabetical.  I don't think we care who goes first.  If there are people who have a very few questions who want to go, then maybe it makes sense for them to do that, if that is what they want to do.  But otherwise, it is up to the people in the room.  
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Rick Birmingham 

MR. ROSENBERG:  Any suggestions on who goes first, otherwise we will go first and go around the room.  Nobody is coming forward. 
Questions from Mr. Millar

MR. MILLAR:  Thank you, Ken.  Good morning, gentlemen.  You do have our prefiled questions.  Most of them are short so I would propose to just read out the questions so the record is clear and you can provide some answers. 

I do understand you are preparing a written response to question 4, though I note there are actually two question 4s from us.  

We renumerated halfway through, because we were on a different subject matter.  Could you confirm for me if it is the first question 4 or the second question 4 you have a written response for?

MR. PENNY:  The second. 

MR. MILLAR:  Oh, it is the second, okay.  

MR. PENNY:  It is on the third page.  

MR. MILLAR:  Thank you.  Then I will start on page 1 of our prefiled questions, with question 1.  

The first question is -- these all relate to Union's IR responses.  Union responded that Union has received very few customer enquiries when the fixed monthly charge was increased in the past.  Our question is:  
"What evidence does Union have that non-whole number fixed monthly charges would result in increased customer calls as compared to a non-whole number of fixed monthly charge increase?"


MR. KITCHEN:  I will take that one.  Although we have received very few calls associated with the increases to the monthly customer charge, we do get calls from customers enquiring as to what costs are recovered. 

MR. ROSENBERG:  Can you stop.  Is your mike on?  I don't think people in the back can hear.  Reporter, can hear?

MR. KITCHEN:  I will try to speak up, then.  

We do get calls from customers with respect to what costs are recovered in the monthly customer charge.  We believe that if we go to non-whole numbers, we will get an increased number of calls related first to the fact that we're moving from non-whole numbers to integers, and that there will be this perception that there is an increased precision to the calculation of the monthly customer charge and the types of costs that are recovered in the monthly customer charge.  We think that is what will generate the increased number of calls.  

We have not commissioned a study to see if that is indeed the case.  It is based on our experience dealing with customers.  But we do expect to have more calls.  

MR. MILLAR:  Okay.  So again, you said there is no study, and I wouldn't necessarily expect that you would go out and commission a study on this.  But just to summarize, I guess the answer is that it's your best guess based on your experience with these types of matters?  

MR. KITCHEN:  That's correct.  

MR. MILLAR:  Okay.  Move on to question 2.  In response to Staff's interrogatory regarding the accounting treatment of permit fees expensed versus capitalized, Union indicated in part B of its response that -- how permit fees are issued by a municipality will determine if they are expensed or capitalized.  

My question is:  Please further explain the basis upon which some fees would be expensed or capitalized.  

MR. BIRMINGHAM:  I will take that one.  

The reason that we responded the way we did is it really depends on how the municipality is going to assess the fees.  And the accounting treatment of the permit fees will follow the treatment of the type of expenditure that we're going to be undertaking.  

So if the permit fee is associated with work that we would otherwise expense, then the permit fees will be expensed.  If the permit fees are going to be attached to work that is otherwise would be capitalized then the permit fees would be capitalized. 

MR. MILLAR:  Is this a change from current practice?  Or is this how it is currently done?  

MR. BIRMINGHAM:  That would be the general accounting practice.  We don't currently charge permit fees so this particular category of costs is different for us, but it tends to follow the generally accepted practice we have, where costs that are directly assigned to a capital project get capitalized.  

MR. MILLAR:  Okay, thank you.  

Thank you.  I will move on to question 3.  Union states that the threshold amount should be $1.5 million per Z factor events.  The question is:  Can you clarify if Union is proposing that the $1.5 million threshold amount be the sum of all individual items underlying the Z factor event or if it applies to individual items within a Z factor event.  

MR. BIRMINGHAM:  We thought we clarified this in our evidence and responses but apparently there are a number --


MR. MILLAR:  Maybe it's us. 

MR. BIRMINGHAM:  -- no -- a number of people that agree with you.  

The idea of the $1.5 million threshold amount is to take a single Z factor event and accumulate all of the impacts on the company from that event, so the $1.5 million threshold would apply to the total of all of the effects from that single event.


MR. MILLAR:  Okay.  So it is the former of the two?


MR. BIRMINGHAM:  That's correct.


MR. MILLAR:  Thank you.  Question 4.  In response to an interrogatory asking Union to confirm that the 2007 settlement agreement included that base rates would be adjusted for only one more year to reflect a 50-50 weighting in 2008, Union stated that the settlement agreement did not determine the weather normalization method or blend in 2008 or in subsequent years.


The question is:  

"Please clarify whether this means, as a matter of principle, that Union views the methodologies and understandings used to forecast costs and/or revenues underpinning the 2007 settlement is open for review or change in this proceeding, unless they are specifically characterized in the settlement as applicable to 2008 and beyond."


MR. BIRMINGHAM:  So for 2008, the issues list for this proceeding talks about base-rate adjustments, so I don't think there is any restriction in the items that could be brought forward into this proceeding.


But in Union's view, the items that are going to be dealt with should be significant and they should be well justified, which is why we brought forward the base-rate adjustment for the weather normalization methodology.


MR. MILLAR:  I guess there was some difficulty in hearing that, so maybe I would ask you to repeat the answer.


MR. BIRMINGHAM:  Okay.  Do you know if it is a mike issue or is it just...


MR. MILLAR:  Julie?


MR. BIRMINGHAM:  The mike is not working at all, Julie?


MS. GIRVAN:  It is working, but you were sort of fading off.


MR. BIRMINGHAM:  I will try to get as close to it as I can, then.


I will just repeat the answer.


With respect to this proceeding, the issues list talks about base-rate adjustments.  So in that respect, I don't think there are any restrictions to what items could be brought forward and considered.  But it is Union's view that whatever items are going to be brought forward should be significant and they should be well-justified.


MR. MILLAR:  So, theoretically, anything could be on the table, but you have determined that this is the big item that you wish to have reviewed through this proceeding?


MR. BIRMINGHAM:  That's correct.


MR. MILLAR:  Thank you for that.  I am going to go move -- those are our follow-up questions on Union's IRs.  I am going to move on to the second set of questions, which relates to Union's proposed rates.


Question 1:  

"At Exhibit C1.19, the estimated 75 percent ratepayer portion of the 2007 year end deferral account balance in account 179-69 is $3.32 million.  From the table provided on page 3, the average year end balance in account 179-69 over the last four years was $4.54 million.

"Union states that proposed changes to the sharing of forecast S&T transactional margin is a reduction to in-franchise rates of $2.44 million.  Please explain why Union is proposing to adjust base rates to include 100 percent of the 2007 forecast margin approved by the Board in the EB-2005-0520 proceeding as opposed to, instead, use either of 

(a) the 2007 estimates outlined for the year-end deferral account balance in account 179-69 as listed at Exhibit C1.19, page 3, or 

(b) the average year end deferral account balance of the past four years in account 179-69 as calculated from Exhibit C1.19, page 3."


MR. KITCHEN:  Union's proposal is to treat the revenue associated with transportation exchange services, other S&T services and other direct purchase services, in the same way that it treats any other revenue stream, and that is to bear the risk on -- whether we achieve the forecast or not.


The most recent forecast that we actually have underpinning our current, or associated with our current rates is the 2007 forecast, that was approved by the Board in EB-2005-0520.


It's really around the forecast to which you judge your amounts that will go into rates or -- go into rates, and then how much goes to Union or to the -- or Union takes the risk on.


MR. MILLAR:  There was a deferral account to capture the over-earning; is that correct?  And that deferral account won't exist any longer?


MR. KITCHEN:  That's right.


MR. MILLAR:  Have any adjustments been made to account for that?


MR. KITCHEN:  No.  The reference amounts for those deferral accounts are the 2007 forecast amounts.


MR. MILLAR:  Well, should the 2007 amount be revised to reflect the fact that there is no more deferral account?


MR. KITCHEN:  Not in our view.  The forecast, when it was put together, was done so with a set of assumptions that were in place around weather and pricing.  To now change that forecast when we're embarking on incentive regulation wouldn't be appropriate.


MR. MILLAR:  Thank you for that.


I am going to move on to question 2.  

"Union is not proposing to change the monthly fixed customer charge for any rates effective January 1st, 2008.  Union's proposal, as described in Exhibit B, tab 1, page 9, includes the marketing flexibility to annually adjust fixed versus variable rates during the term of the IR plan.

"Please describe the analysis and decision-making process Union undertook to conclude that, at least for 2008, the fixed monthly charge should remain the same."


MR. KITCHEN:  There was no formal analysis that underpinned our decision.  It was really a practical one, looking at the nature of the changes that we would be proposing effective January 1st, 2008.


To consider that we're moving from cost-of-service to incentive regulation, we're implementing the M1-M2 split and, at the same time, we have a potential for interim rates and retroactivity.  We didn't feel it was the right time.


The other issue is that effective January 1st, 2008 we will also, as usual, be implementing the QRAM, but we're also going to be disposing of the 2006 earnings sharing and 2006 deferral accounts at the same time.  We just felt that was too complicated for customers.


MR. MILLAR:  So I guess to summarize your answer, it was too much for one go?


MR. KITCHEN:  That's our view, yes.


MR. MILLAR:  I know you want to maintain the flexibility to change the fixed variable split in the future over the course of the IR plan.


Have you given any thought or done any analysis to when or even if such a change might occur?


MR. KITCHEN:  Not at this point, no.  But, really, what we're seeking the flexibility for on the contract side is to be able to deal with rate continuity, but we haven't looked at the monthly customer charge and don't have a plan for increasing it at this point.


MR. MILLAR:  Just as a follow-up question here.  I assume you want to retain the flexibility to make those changes, if necessary.  I assume that a change would still have to be approved by the Board.  Is that the company's view?


MR. KITCHEN:  As part of our proposal, that flexibility would be included in the incentive regulation plan.


MR. MILLAR:  So it wouldn't --


MR. KITCHEN:  It would be dealt with through the annual rate-setting process.


MR. MILLAR:  Just to be perfectly clear, it would still have to be subject to approval from the Board?


MR. KITCHEN:  To the extent that they have to approve the final rate order, but there would be no special proceeding associated with it.


MR. MILLAR:  For example, could you go to an entirely fixed rate without review by parties or the Board?  Would that be encompassed within the flexibility you're seeking?


MR. KITCHEN:  Our proposal, in terms of the flexibility we're looking for, is to make small changes.  We're not proposing to make a jump to a full fixed variable cost recovery at a single point in time.


MR. MILLAR:  Again, you will agree with me that your proposal doesn't limit the size of the change?


MR. KITCHEN:  I think actually we have talked about, in terms of the proposal, actually only making small changes.  But it wouldn't limit us moving to a full fixed variable recovery.


MR. MILLAR:  Again, I don't mean to be difficult here, but are the changes subject to approval by the Board or are they not?


MR. KITCHEN:  Sorry?


MR. MILLAR:  Are the changes, even small ones, subject to Board approval, or are they not?  Would the Board be permitted to say "no"?


MR. KITCHEN:  Ultimately, yes.


MR. MILLAR:  Okay, thank you.


The next question is 3.  Union proposes at Exhibit D, tab 3, schedule 3, page 1 that a storage premium adjustment factor of 0.64 percent of adjusted revenue be applied uniformly for all in-franchise rate classes.  


The question is:  

"On what basis would the Board-approved 2007 long-term storage premium, short term storage and balancing services amounts, allocated to in-franchise rate classes?" 

MR. KITCHEN:  Union doesn't have an approved or mechanical method for allocating the storage premiums or the short-term balancing margin into rates.  But we do, as part of the rate design process, as a starting point allocate those amounts in proportion to rate base.  

MR. ROSENBERG:  Can you speak up a bit.  People in the back can't hear you. 

MR. KITCHEN:  We don't have an approved or mechanical method for allocating the storage premium or the margins associated with short term storage services into in-franchise rates. 

What we do, though, as a starting point in the rate design process, is allocate those amounts to rate classes in proportion to rate base.  We then make adjustments to those amounts in order to address issues of -- to address rate relationships and service, rate relationships between rates and between service offerings.  

MR. MILLAR:  Okay, thank you for that.  

I understand you are going to be answering question 4 in writing so I will skip that. 
Which brings me to our final question, question 5:  
"Please provide the schedule of fees for miscellaneous, non-energy charges that Union proposes for 2008."


MR. KITCHEN:  Union filed the miscellaneous non-energy charge schedule at Appendix I.  Appendix I.  For 2008 the only change to that schedule will be the addition of the IVA fee which was recently approved by the Board.   

MR. MILLAR:  Otherwise it will be identical?  

MR. KITCHEN:  Otherwise it will be identical, yes.  

MR. MILLAR:  Okay, thank you, gentlemen.  

MR. ROSENBERG:  Thank you.  Just before we go to our next question I see TransCanada came into the room.  Do you want to appear on the record?  

MR. ROSS:  Sure.  Murray Ross on behalf of TransCanada.  

MR. ROSENBERG:  Did you get that?  Thanks.  Anybody in the room who hasn't?  I think you all have.  

I think the next up would be, Jay.  

MR. SHEPHERD:  I wonder if I could go after some of my friends, specifically ...

MR. PENNY:  Just before -- sorry to interrupt.  Just before we move on.  This is just a process issue around tracking things.   

We have, of course, the list that I provided, but in terms of keeping track of undertakings, it probably makes sense to assign to Board Staff question 4 an undertaking number, it seems to me.  

MR. ROSENBERG:  Okay.  

MR. PENNY:  Just because otherwise there won't be a formal process for keeping track of that.  

MR. MILLAR:  Mr. Penny, just to confirm, do you have any of the written responses ready today or will they be filed subsequently?

MR. PENNY:  No, they have to be filed subsequently. 

MR. MILLAR:  I think that's a good idea.  The single Board Staff undertaking will be JTA.4.  The undertaking is to provide a written response to Board Staff's question number 4, which is found on page 3 of Board Staff's prefiled questions.  
UNDERTAKING NO. JTA.4:  provide a written response to Board Staff's question NO. 4, found on page 3 of Board Staff's prefiled questions

MR. PENNY:  Just so we're clear, all of these questions we say we are going to deal with in writing are because we felt they would be undertakings in any event.  So we don't have any from today.  

MR. MILLAR:  Thank you.  

MR. ROSENBERG:  Schools is going to pass for the moment.  Let's just go down the table.  

MS. NEWLAND:  Enbridge will have a couple of questions and we have discussed with Mike that we will put them at the end.  

MR. ROSENBERG:  I assumed that.  Let's just go...
Questions by Mr. Wightman


MR. WIGHTMAN:  Good morning.  I see we have two question 3s on ours and that is why I guess there is 
a 7 you are going to do in writing and a 6 on our page.  

Question 2 originally was:  
"At a high level, does Union have any general strategy or process in mind to identify areas of their operations in which productivity improvements are available?"  

That was 2A. 

MR. ROSENBERG:  You should probably put on the record who you are representing. 

MR. WIGHTMAN:  James Wightman on behalf of the Vulnerable Energy Consumers Coalition.  

MR. PENNY:  Let's assign an undertaking to VECC No. 1.  

MR. MILLAR:  JTA.5.  I note that VECC actually has, I think, four that are going to be answered.  Can we combine that all into one undertaking?  Does that make more sense than separately listing?  I worry when we get to Schools there would be more time listing the undertakings than asking questions. 

MR. PENNY:  Here is what I think we should do.  I think we should assign them each undertaking numbers, but I don't think we need to read them into the record.  In some cases, the questions will be four times longer than the answers. 

MR. MILLAR:  Fair enough. 

MR. PENNY:  The questions have all been submitted in writing, but I think, again, for tracking purposes, it is better to give them their own number.  

MR. MILLAR:  So JTA.5 will be to provide a written response to VECC number is 1.  
UNDERTAKING NO. JTA.5:  UNION TO PROVIDE WRITTEN RESPONSE TO VECC QUESTION NO. 1


MR. PENNY:  Yes.  I think we can just sort of take that as a given.  We are answering that in writing in all of these cases.  Why don't we just give these, four or five and seven, numbers.  

MR. MILLAR:  Okay.  So we will give them. 

MR. PENNY:  We will take the questions as having been asked.  

MR. MILLAR:  Okay.  JTA.5 will be VECC Question No. 1.  JTA.6 will be VECC Question No. 4.  
UNDERTAKING NO. JTA.6:  UNION TO PROVIDE WRITTEN RESPONSE TO VECC QUESTION NO. 4


MR. MILLAR:  Mr. Penny, just to be clear, you want separate undertakings for each question? 

MR. PENNY:  Yes.  

MR. MILLAR:  JTA.7 will be VECC Question No. 5. 
UNDERTAKING NO. JTA.7:  UNION TO PROVIDE WRITTEN RESPONSE TO VECC QUESTION NO. 5

MR. MILLAR:  JTA.8 will be VECC Question No. 7.  

MR. PENNY:  Yes, thank you.  
UNDERTAKING NO. JTA.8:  UNION TO PROVIDE WRITTEN RESPONSE TO VECC QUESTION NO. 7

MR. ROSENBERG:  Let me just ask, is that acceptable to VECC?  

MR. WIGHTMAN:  That is what we would prefer. 

MR. ROSENBERG:  When we get to each intervenor, we will deal with each intervenors' questions separately.  Let's just deal with VECC, and please continue with your questions.  

MR. WIGHTMAN:  Okay.  2A; do you have it, 
Mr. Birmingham?  

MR. BIRMINGHAM:  With respect to 2A, we are beginning to set out a process to look at the additional areas where we might achieve productivity gains.  We define productivity gains as either revenue growth or cost reductions, cost improvements.  So we are starting that now.  

We are beginning to identify some resources, some people that could head up that process and we expect that process will last around six months or so, to identify areas where there could be additional productivity gains. 

The idea here is to really look at cross functions to see what else might be able to be done.  

MR. WIGHTMAN:  That's at a preliminary stage?  

MR. BIRMINGHAM:  That's correct.  

MR. WIGHTMAN:  Then 2B:  
"Does Union expect most of its productivity improvements in the IR plan period to arise from savings and capital costs, labour costs?  Or materials or non-labour costs?  

MR. BIRMINGHAM:  At this point we don't know, which is why we're setting out some dedicated resources and a process to look at this.  

MR. WIGTHMAN:  Okay.  Question 3, the first question 3 which I guess will remain question 3.  3A: 
"Does Union agree that under incentive regulation there can be a financial incentive for a utility to defer out of the IR plan period at least some maintenance and some capital expenditures that would have otherwise been undertaken, that is, under a cost-of-service regime.  If so, please explain how this perverse incentive can be mitigated.  If not, please explain why not."


MR. BIRMINGHAM:  Well, I guess initially I would say it may not be a perverse incentive.  It may, in fact, just be more effective capital management which is a benefit of having a comprehensive incentive regulation proposal.  

But if you are concerned about whether maintenance that should otherwise be done in a particular period gets deferred because of the regulatory framework, I think that is true.  It's true under cost-of-service regulation, as well.  It's just that you have different time periods that you are dealing with.  One cost-of-service regulation hearing to another would typically be shorter than the incentive regulation period that we're talking about.  

So I think the incentive is the same.  The impact may be slightly different with respect to the time periods over which it could occur. 

I think the mitigation, or the protection with respect to that deferral or that incentive, is that you need to have the proper pricing parameters so that there isn't really the financial incentive within the pricing parameters to do that.  

I think the second thing is you need to have proper service-quality requirements with respect to customers, and the OEB has dealt with those.  

The third thing, then, is rebasing under cost of service.  The OEB has made it very clear that they are going to turn a nasty eye to any deferral of any expenditures that would accumulate to an unusual level when we come into rebase.  So I think all of those things are protection against this potential incentive to defer.  

MR. WIGHTMAN:  Just two brief follow-up points.  So the Board is going to be looking at that and scrutinizing it, and that is one of our safeguards.  But just on the other point, the point I was trying to make was:  If every dollar you save goes to the bottom line in terms of costs -- it is just hard for us to know ahead of time whether it is a real productivity improvement or somebody saying, Well, let's just look at nine leaks, survey nine areas of the pipe this year, or whatever.


It's hard for us to tell whether it is just cutting back a bit on something you would have normally done, or it is a productivity improvement, but in either case it would go to your bottom line.  I think that was the point you were --


MR. BIRMINGHAM:  First of all, my point was it goes to our bottom line with respect to cost of service or incentive regulation.  It is just a question of when those get rebased on an actual basis.


But the second thing is that with respect to the rebasing piece, again, the Board has made it very clear that we need to bring forward the justification for the sustainable productivity improvements that we've made.  


So I think in that respect, you're going to see evidence that the utility has to bring forward to justify that the reductions were done as a result of sustainable productivity improvements, a different way of doing the business, rather than simply cutting back as you suggest.


MR. WIGHTMAN:  Okay, fair enough.  Thank you.


Now, I think -- and I apologize for having two number 3s in there.  It wasn't conversion to PDF that did it.  It was two number 3s in my document.


I think the only other question you are going to answer here, if I am correct, is what was numbered question 5, but which would really be question 6, is that correct, which is about the off-ramp?


MR. BIRMINGHAM:  I don't think so.  I think you have a part B to this.


MR. WIGHTMAN:  Thank you very much.  I apologize for that.  Yes.  Does Union agree that there is any difference between a price cap and a revenue-cap plan in addressing the incentive to defer problems described in the previous part, other than setting up deferral accounts or similar instruments?


MR. BIRMINGHAM:  I think it really depends on the parameters of the plans, and there may or may not be a difference.  It really depends on the details.


MR. WIGHTMAN:  Okay.  Just one very brief follow-up on that.


Do you agree that there is a difference between having enough money to do something and having an incentive to do something with that money, to do the particular task?  I mean, somebody can give you money, or say you've got enough money to do this, but do you not agree that there may be an incentive to just, you know, pay a dividend or whatever?


MR. BIRMINGHAM:  I agree that there is a difference between having enough money to do something and the incentive to direct that money towards certain activities.


MR. WIGHTMAN:  Okay, thank you.  Now, I think we might be at the last one, which is our original 5, which is really 6.  Thank you for pointing that out.


It refers to 32-21, but we just wanted an elaboration.  When you talked about when you might have an off-ramp included in the plan and discuss the circumstances of historical productivity and future productivity expectations and opportunities that would have to exist in order that a stretch factor would be required in an IR plan; and, secondly, how an impartial outside observer could determine whether or not a stretch factor was required.


So if you could address those two.


MR. BIRMINGHAM:  Sure.  While the issue here is under off-ramp, I take it it is with respect to the stretch factor that you're looking at.  That is really the substance of the question.


I guess from our perspective it has to start with the objectives.  What are you trying to achieve by setting out the parameters of the incentive regulation framework?  While we have set out the objectives in our prefiled evidence, the Board is really focussed on three things.  They want the utility to pursue sustainable productivity improvements, they want to maintain adequate service quality for customers, and they want to create an environment that is conducive to new investment.


From our perspective, I think the question is whether you need a stretch factor added to the incentive regulation parameters that would achieve those three things, or whether adding a stretch factor could, in fact, impede the achievement of those things.  


It is our view that adding a stretch factor isn't necessary to achieve those three things and, in fact, may actually create an environment that is conducive to new investment.  


In some respects, it goes back to the point you were making in an earlier question, which is:  Do you have enough money to do the things that you want to do?


I guess the other piece I would point to is, if you look at the utility's productivity history, which underlies the initial comment that we made in response to this question, and compare it to the industry, the TFP for Union is calculated by Pacific Economics Group as 1.87 percent.


The peer group that was chosen for Union by the Pacific Economics Group is 1.88 percent.  Dr. Lowry's econometric model was generated at a 1.73 percent factor for Union, and the multi-factor productivity for private businesses in the Canadian economy was 1.21.


So, again, from our perspective, there is no suggestion that some sort of additional productivity incentive needs to be put in place.


MR. WIGHTMAN:  Okay.  Then we will be receiving the written answers to the rest of these questions?


MR. BIRMINGHAM:  That's correct.  I believe the response date for the undertakings from this conference is October 11th, and we will have all of those filed by that date.


MR. WIGHTMAN:  Thank you very much, gentlemen.  Those are my questions.


MR. ROSENBERG:  Next, if you can identify yourself and your clients.

Questions by Mr. Aiken


MR. AIKEN:  Yes.  Randy Aiken for the Wholesale Group, LPMA and BOMA.


MR. ROSENBERG:  Microphone, please.


MR. AIKEN:  It's on.


MR. ROSENBERG:  If you move your computer so it is not blocking it?


MR. AIKEN:  Can you hear me now?  I hope you can hear me.  Randy Aiken for the Wholesale Group, LPMA and BOMA.


Can I get undertaking numbers for the responses that Union has indicated they will do in writing?


MR. MILLAR:  Yes, we have a number here.


MR. PENNY:  Sorry.  It starts at nine, right, and goes through to 22.


MR. MILLAR:  Okay.  So --


MR. PENNY:  Can we just take it as read, that those will be assigned?  LPMA No. 1 will start at .9 and 29 will be .22, JTA.22?


MR. MILLAR:  I will read out the question numbers just so that is clear.  So starting, JTA.9 will be 1.  The next one will be 3; 7; 8; 13; 14; 20(b); 21; 22; 24; 25; 26; 28; and, finally, 29, which is JTA.22.

UNDERTAKING NO. JTA.9:  UNION TO RESPOND TO BOMA, LPMA, WPSPGA's QUESTION NO. 1.

UNDERTAKING NO. JTA.10:
UNION TO RESPOND TO BOMA, LPMA, WPSPGA's QUESTION NO. 3.

UNDERTAKING NO. JTA.11:
UNION TO RESPOND TO BOMA, LPMA, WPSPGA's QUESTION NO. 7.

UNDERTAKING NO. JTA.12:  UNION TO RESPOND TO BOMA, LPMA, WPSPGA's QUESTION NO. 8.

UNDERTAKING NO. JTA.13:  UNION TO RESPOND TO BOMA, LPMA, WPSPGA's QUESTION NO. 13.

UNDERTAKING NO. JTA.14:  UNION TO RESPOND TO BOMA, LPMA, WPSPGA's QUESTION NO. 14.

UNDERTAKING NO. JTA.15:  UNION TO RESPOND TO BOMA, LPMA, WPSPGA's QUESTION NO. 20(B).

UNDERTAKING NO. JTA.16:  UNION TO RESPOND TO BOMA, LPMA, WPSPGA's QUESTION NO. 21.

UNDERTAKING NO. JTA.17:  UNION TO RESPOND TO BOMA, LPMA, WPSPGA's QUESTION NO. 22.

UNDERTAKING NO. JTA.18:  UNION TO RESPOND TO BOMA, LPMA, WPSPGA's QUESTION NO. 24.

UNDERTAKING NO. JTA.19:  UNION TO RESPOND TO BOMA, LPMA, WPSPGA's QUESTION NO. 25.

UNDERTAKING NO. JTA.20:  UNION TO RESPOND TO BOMA, LPMA, WPSPGA's QUESTION NO. 26.

UNDERTAKING NO. JTA.21:  UNION TO RESPOND TO BOMA, LPMA, WPSPGA's QUESTION NO. 28.

UNDERTAKING NO. JTA.22:  UNION TO RESPOND TO BOMA, LPMA, WPSPGA's QUESTION NO. 29.


MR. AIKEN:  I will start with my Question No. 2, then.  This refers to the IR response at C3.  I won't mention C16 and C33, because they're all the same.


Question 3.  The question is:  

"Please reconcile the evidence reference of the $7 million impact on rates of using the 20-year declining trend methodology, the 6.197 million in part B of the response.  What is the difference?


MR. KITCHEN:  Union's evidence always presented the 

$7 million as an estimate.  It was calculated using average unit prices and total throughput, I believe.


The 6.197 million was a more detailed calculation that was provided in the schedule in Exhibit C3.3.


MR. AIKEN:  Question No. 4, which refers to Exhibit C3, number 5, part A, and, in particular, that question related to:  What evidence did Union have that the non-whole numbers mattered to customers?  


And the response says, "See interrogatory response provided at Exhibit C1.22", which is a CCC IR.


However, that response did not answer the question as to what evidence did Union have that customers cared whether or not the fixed monthly charge is a whole number.


So I would like a direct response to the question.


MR. KITCHEN:  I think that I have answered that question in terms of just recently with Board Staff.  


It is our view that customers, when they call and are trying to understand what types of costs are included within the monthly customer charge, will be confused by the perception of increased precision.  They will also be confused by why we're going from a whole number to integer value.  Really, it is our belief.  As I said, we have not engaged in any studies or focus groups but that is our view based on our experience.  

MR. AIKEN:  Okay.  Then question number 5 is Exhibit C3, No. 5, part B.  In a similar vein:  Does Union have any evidence to indicate that customers do not like the monthly fixed charges that are not whole numbers charged by electricity distributors?  

MR. KITCHEN:  We don't have any evidence, no.  

MR. AIKEN:  Question No. 6; again, this relates to Exhibit C3, question 5.  Has Union and or Centra ever charged customers a monthly fixed charge that was not a whole number, as for example 7.50 or 8.75 per month; and if so, did Union get any questions about the fact that the charge was not a whole number?  

MR. KITCHEN:  Yes.  We did have monthly customer charges of 7.50 and 8.75.  I'm not aware of how many will calls we got when we made that change.  

As we said, we didn't get many calls related to the increase, but we do get calls related to what is recovered in the monthly customer charge.  

MR. AIKEN:  My next question is number 9 which relates to Exhibit C3, question 10, specifically this is a point of clarification.  I will ask you to refer to the table provided in part C of that question.  

My question is:  When the calculation of the inflation factor for 2009 is done, will the calculations be based on the values shown in the first column of that table, in other words, the 109.6 down through the 107.6?  Or will the calculation be based on the revised figures for those periods? 

MR. BIRMINGHAM:  We will use the most recently issued numbers so the latter based on the revised figures.  

MR. AIKEN:  Okay.  My next question has an improper reference.  It should be Exhibit C3, question 11, I believe.  

MR. PENNY:  We figured that out.  

MR. AIKEN:  I'm glad because I figured it out about two minutes ago.  

This question dealt with the risk of an acceleration or deceleration and declining average use.  In part B of the response it said see Exhibit C1, 21.



As far as I can tell, that, all that response says is that Union is not asking for that adjustment.  But it didn't answer this question directly.  Could it be done?  

MR. BIRMINGHAM:  It's our understanding that I think it could be done and that the risk of acceleration or deceleration in declining average use could be reduced if the AU factor was adjusted annually. 

One of the reasons or there is a number of reasons why we haven't proposed it.  One is that declining use is under the price cap and given the proper pricing parameters and other parameters we're prepared to manage that risk. 

If we were to have some sort of adjusted AU factor, I think it would be overly complicated so that does go against the objectives we set out for the plan in the first place.  

I think it would be very unusual, typically the effective declining use is captured in the total factor productivity into the X factor.  It isn't treated separately.  So it would be an unusual attribute of this plan compared to others. 

I think it has been our experience that this would be another source of controversy.  So rather than having something that is simple and known in advance, providing rate predictability and stability, this would be another adjustment that would be made on an annual basis and could be the subject of additional regulatory process.  

MR. AIKEN:  Okay.  I will probably follow up with 
Dr. Lowry on that later.  

Question 11, Exhibit C3, question 15.  Parts A and B.  Those questions dealt with:  If Union were able to achieve productivity improvements in excess of those implied by the PD factors, would Union be open to adjusting the X factor during the IR term to reflect its actual improvement and part B, similar, could the stretch factor be adjusted on an annual basis to reflect actuals?  

My question was:  Would you be able to do that?  And the response refers to a School Energy Coalition answer that didn't answer that question.  

So I am wondering if you could provide an answer now to parts A and B. 

MR. BIRMINGHAM:  I think the answer is it probably could be done, but it would be a serious dilution of the productivity incentive that is supposed to exist under incentive regulation.  

I guess our concern in addition to that is that ratepayers are intended to receive the benefit of sustainable productivity improvements and not just any financial variance.  So you would have to develop some sort of methodology for coming up with that.  

To the extent that that we are pursuing sustainable productivity improvements, there is going to be one-time costs that are associated with that and you need to be able to recover the one-time costs that are associated with those benefits.  So there would have to be some methodology brought into play and match those things up.  

Then again, I think this type of annual adjustment leads to the same types of complications, unusual characteristics and source of controversy that the adjusting the average use factor would on an annual basis.  

MR. AIKEN:  Question 12 is Exhibit C3, question 17.  Is there any reason why the revenue shares from the 2007 Board-approved decision cannot be used in place of the 2005 revenue shares proposed by Union?  

MR. BIRMINGHAM:  Well, the revenue shares are used for a lot of things so I think in part we will have to -- you would have to ask Dr. Lowry about that.  

The reason that we picked the 2000 revenue share is because it matches to the data series that was used to determine that.  So that was really the thinking behind it.  

I guess could it be used simply for the purpose of calculating the average use factor on the basis that Union has done?  I think it could be and we've shown the effect of that in part D to the answer.  

So rather than having an average use factor for the general service categories of 1.12, we would have average use factor of 1.11.  

MR. AIKEN:  And I think the next question is question 15.  This is Exhibit C3, question 19, is the evidence there.  This had to do with the QRAM process and the specific questions I have.  Part A is:

"Does the delivery related cost of gas items include UFG and compressor fuel and company used gas, and what else do these costs encompass?"  

MR. KITCHEN:  The UFG and compressor fuel are considered to be delivery-related cost of gas items.  The company used gas is included in delivery related O&M.  

MR. AIKEN:  Then part B of the question is:  Why are the price variances for these operating costs continued to be treated as part of the deferral account under the proposed incentive regulation regime?  Are these prices essentially a Y factor?  

MR. KITCHEN:  Union has had the interperiod WACOG deferral account in place I believe since RP-1999-0017 and we really see no reason to change that treatment going forward in incentive regulation.  

Is it essentially a Y factor?  Yes, it is a Y factor in terms similar to a QRAM, in that it is dealt with in proceedings that essentially pre-exist or exist already.  

MR. AIKEN:  Now, does this adjustment for these price variances, does that apply to the UFG and compressor fuel and the company used gas?  

MR. KITCHEN:  That only applies to the first two, the UFG and compressor fuel.   The interperiod WACOG also captures the price variances on inventory, carrying costs.  

MR. AIKEN:  Question 16 refers to Exhibit C3, 
question 20, parts B and C.  

Part A of the question:  
"Will Union make an adjustment from the 2007 DSM budget to reflect the division of the M2 rate class into the two new rate classes, M1 and M2?  

MR. KITCHEN:  Yes, we will, and we provided that actually in column C of Exhibit D, tab 2, schedule 3.
  

MR. AIKEN:  On the follow-up.  Part B:  
"Will Union's true-up that you are proposing reflect actual amounts spent on a rate class basis on rates M1 and M2?  

MR. KITCHEN:  Yes.  

MR. AIKEN:  Question 17 refers to Exhibit C3, question 21.  I'm just looking for that.


MR. PENNY:  That was the date, and, yes the date should be 2007.


MR. AIKEN:  Thank you, Mr. Penny.


MR. PENNY:  Good catch.


MR. AIKEN:  Sometimes 1s and 7s look the same to me, too.  Question 18, C3, question 25: 

"Please provide the explanation requested as to why the two events that result from a change in tax legislation would not be considered one Z factor event."  


I believe this was -- the example the provincial capital tax and the provincial income tax.


MR. BIRMINGHAM:  It is Randy.  I guess when we read the question, we had interpreted those things as two events, so the government passing legislation on one point for provincial income-tax reduction, and then the government passing legislation as another point for a capital-tax reduction, which is why we had answered the question the way we did.


But I think, in fairness, what the provincial government was going to do was enact legislation that both of those changes at once.  We would treat them as one event.


MR. AIKEN:  Thank you.  Question 19 refers to Exhibit C3, IR 25.  It was the response to part B that confused me.  The response in part B does not provide a clear response to the scenario presented.  Please explain, and I quote here, "until the $1.5 million threshold is exceeded annual" means.  That's the part I didn't understand, especially when you look at part C, as well, to the response.  


MR. BIRMINGHAM:  Well, we thought it was responsive, so let me try again.


We wouldn't look to recover the cost of permit fees in rates and apply the Z factor until the annual impact on the company was at least $1.5 million.  It has to be $1.5 million, because what we currently have in rates with respect to the recovery of permit fees is zero, so it is the absolute number.  


So that is all we're looking at is saying, once the annual effect gets to 1.5 million or more, then we will look to treat that as a Z factor and come forward.


MR. AIKEN:  Okay, Rick, that is the part I don't understand.  You say the annual change.


So from a base rate of zero, take permit fees as an example, nothing in 2007.  If there is $1 million in 2008 in permit fees and 2 million in total in permit fees in 2009, the annual increase in 2009 versus 2008 is only 

1 million.


So that would not exceed the 1.5, but the 2 million compared to base rates would exceed.


MR. BIRMINGHAM:  That's right.


MR. AIKEN:  So which of those annual adjustments are you talking about?


MR. BIRMINGHAM:  Well, in the first year that it happens, the annual impact is 1 million.  We compare the 

1 million to what is recovered in base rates, which is zero, and the difference is 1 million.  It doesn't meet the threshold.  We don't apply for it in that year.


So in the next year, the total annual cost is $2 million.  Two million compared to 2 million is zero.  It exceeds the $1.5 million threshold.  We would apply to recover the $2 million.  We would get that in rates.  That now becomes the new base against which we have to measure the Z factor for permit fees.  


So we now have to have a total cost of at least 3.5 million; that is, get the 2 million in rates, and then an incremental 1.5 to be able to apply for any future Z factor for permits.


MR. AIKEN:  Okay, now I get it.  Thanks.


MR. BIRMINGHAM:  Some things don't lend themselves to written responses very well.


MR. AIKEN:  Part B of that question was:  Given that permit fees are a known adjustment, are they not more properly designated as a Y factor rather than a Z factor event?  This ties in to what I think Enbridge is proposing, where they're saying, Well, it's a Z factor, but they're asking for a deferral account, and they will recover the actual costs, I assume, on each year going forward.


MR. BIRMINGHAM:  There are a couple of questions there.  So let me try to take them in order, Randy.


The first one is:  Do permit fees qualify as a Y factor rather than a Z factor?  From our perspective Y factors have two significant attributes and Z factors don't.  Number 1 is the Y factor items are not captured inside the price cap.


So the easiest way to think about that is the gas commodity cost gets changed through QRAM.  We pass through costs.  That mechanism continues.  It's not inside the price cap.  


Second, the second attribute of Y factors is that the OEB has already set out some separate regulatory treatment for it.  So with respect to gas costs, it is just a straight pass-through.  Whatever the forecast change is is what the forecast change is.


With respect to DSM, as an example, we have a pass-through of costs.  There is a shared savings mechanism.  All of that is outside of the price cap.  So that is what the Y factors are.


Z factors are, in fact -- and this actually goes to a question that IGUA had posed to us that we will deal with later -- things that are captured inside the price cap, inside our delivery rates, and Z factors are a way to actually change the base on which those delivery rates are set. 


That's why we see permit fees as being a Z factor, because those costs will go into our delivery rates.  They're inside the price cap.  That's the way we qualify them and treat them, as a Z factor.  They aren't going to be necessarily treated as something separate with a separate mechanism, such as the Y factors are, like commodity costs, like DSM.


The other part of your question is:  Why would you ask for a deferral account?


I think with respect to deferral accounts and Z factors, the way that we see that happening is that there is the possibility that certain Z factors could get caught in a deferral account, but only because of timing issues.


So I will give you an example.  Let's say that within 2008 the government -- we'll use your example.  The provincial government comes forwards, changes both the provincial income-tax rate and the provincial capital-tax rate at the same time.  There is a single event that results in cost reductions of $2 million. 


So it exceeds the $1.5 million threshold, and we would be looking to capture that in 2008, but we have already made our 2008 rate change at the start of the year.


So what we could do is take that -- the annualized income is 2 million, put it in a deferral account so that we can credit it back to customers at the end of the year, and then in 2009 put it into base rates and get rid of the deferral account.  


So the only way I see deferral accounts and Z factors aligning is only around the timing issue and when can you actually get the cost into base rates.


MR. AIKEN:  So that's the only way you would use a deferral account for a Z factor, was to deal with timing issues, not for potential forecast variances, because you can't forecast, for example, what permit fees might be next year?


MR. BIRMINGHAM:  That's correct.


MR. AIKEN:  Okay.  I think part C of that question you have answered.


MR. BIRMINGHAM:  That's right.  So just to be really specific, in your example we would look to recover the $2 million, because the 2 million compares to the zero that we have in the rates at the time.


We would add that to the base rates, and then for the following year, it would be subject to indexing.


We would use, then, that base to measure any future Z factor changes with respect to that item.


MR. AIKEN:  Question 20 refers to Exhibit C3, IR 27, and part A:  

"Why has Union not proposed a reduction related to the deferred taxes as an adjustment to the base year revenue requirements?"


MR. BIRMINGHAM:  I guess this wasn't -- we didn't look at what are the variances from cost of service and what should we be putting in and not putting in.  It was really just saying we're not looking at variances from the Board approved for 2007.  That's what the Board approved as the base rates going forward.


I guess the other aspect of the deferred tax is if there was going to be an adjustment made, that of course would change the deferred tax balance, which would then have corresponding changes on the rate base calculation.  


So we have just set that aside, really on principle, saying that we weren't looking at variances from the Board-approved number.


MR. AIKEN:  Question 23, this refers to Exhibit C13.2.  This response to parts A through C of this IR shows the components of the 2007 revenue requirement.  Part A of the question:  

"Please confirm that the delivery-related revenue requirement is composed of all of the items below it in the table, with the exception of the gas-supply commodity administration and Northern Upstream Transportation Lines."


MR. KITCHEN:  That's correct.


MR. AIKEN:  Then part B:  

"Does Union have any deferral account protection" -- I guess that should also say variance account protection -- "against any of the remaining line items that are part of the delivery-related revenue requirement?  If yes, please explain."


MR. KITCHEN:  We have already talked about the interperiod WACOG deferral account, which gives us protection against price variances for UFG, compressor fuel and then the change in the inventory carrying costs on the inventory.  

MR. ROSENBERG:  Can you keep your voice up, please.  

MR. KITCHEN:  We also have the DSMVA which deals with variances between forecast and actual DSM spending.  And then we have the GDAR deferral account, which addresses the difference between actual costs and the costs in rates for implementing GDAR.  

MR. AIKEN:  Then I think my last question is number 27, and this refers to three different exhibits.  It's Exhibit D, tab 1, page 7, Exhibit D, tab 3, schedule 15, and Exhibit C3, IR No. 2.  

I am actually kind of surprised that you weren't going to do this one in writing, because it is complicated.  

MR. KITCHEN:  It's actually not that complicated. 

MR. AIKEN:  The question is probably more complicated than the answer, but I'll read the question in:  
"The forecast margin for account 179-74 does not appear to be reflected consistently across these schedules.  Exhibit D, tab 3, schedule 15 shows a total margin of 853" -- I guess this is it thousand dollars -- "for accounts 179-73 and 179-74 in aggregate.  This is the total referred to in Exhibit D, tab 1, at page 7.  
"However, in C3.2, the Board-approved margins are shown as 853,000 in account 179-73, and 2 million in account 179-74.  Please reconcile these figures.  

MR. KITCHEN:  Exhibit D3, tab 3, schedule 15 is mislabelled.  It is not an aggregate of 179-73 and 74.  The total margin associated with 179-73 is the $853,000.  The revenues associated with deferral account 179-74 were actually treated as "other revenue", that was as per the ADR agreement from the 2007 proceeding.   

By virtue of being treated as other revenue, 100 percent of that margin is built into in-franchise rates already.  

MR. AIKEN:  Thank you, Mark and Rick.  Those are my questions.  

MR. ROSENBERG:  Thank you.  Next.  We have about ten minutes before the break, so, Kitchener.  

MR. RYDER:  Yes, I can do that in ten minutes.  

MR. ROSENBERG:  Could you the just put your name and client on the record.  
Questions by Mr. Ryder


MR. RYDER:  Our questions 1 and 2 are attempting to determine how Union ensures that it gets the most out of the incentive regulation opportunity.  

So question 1; I guess this is for you, Rick.  
"How are proposals or initiatives to achieve operating savings or capital savings generated at Union?  

MR. ROSENBERG:  That is City of Kitchener and Mr. Ryder.  

MR. RYDER:  Thank you.  

MR. BIRMINGHAM:  There are actually three ways that initiatives are identified or generated at Union.  

The first one is by individual departments during the budget process.  So they are looking at the areas that they are responsible for, and are there ways that they can find either additional sources of revenue, or cost improvements within their groups.  That would be the first area.  

The second way is what I call by corporate initiative.  That again would be during the budget process.  So that would be a high-level initiative that doesn't have specific actions attached to it, but sets out a financial target.  

So as an example, if you are to look at Exhibit C23.5, 2 and schedule 1 -- so this is the high-level forecast that we use to operate the company for the next three years, 2008 to 2010 -- you will see that one of the assumptions there is that customer growth and program costs are assumed to be offset by productivity.  

So that amounts to something that exceeds $3 million.  We haven't identified specifically what that action is, but we have just said that that is going to be something that we're going to build directly into the forecast. 

Then the third way is really through cross-functional teams.  This is typically outside of the budget process.  So the one that we're starting to set up now to take a look at, what other things can be done to either generate additional sources of revenue or to improve business processes and reduce our costs.  That is the type of and cross-functional initiative we would set out to try to identify what else might be done. 

Those are really the three sources.

MR. RYDER:  Now, Rick, did any of these approaches vary depending whether you were in or out of a PBR year?  

MR. BIRMINGHAM:  Typically not.  The approaches are the same.  We will talk about how those get assessed with respect to PBR years but those three approaches are the same.  

I would say, though, that because there is greater incentive under performance based or incentive regulation, that there tends to be more enthusiasm for establishing cross-functional teams to look at these types of things under that type of...

MR. RYDER:  Do you have a protocol or method, question 2, to evaluate the initiatives that come out of these processes you described?  

MR. BIRMINGHAM:  Yes, I assume what you're talking about is the criteria we use. 

MR. RYDER:  Yes. 

MR. BIRMINGHAM:  I assume it would be the typical business-case characteristics you would associate with any type of initiative.  So we take a look at what are the magnitude of the benefits that could be attained from the initiative or proposal?  What are the cost to achieve those benefits?  What's the difficulty achieving it?  Especially with respect to, do we have the resources to do it?  Do we have enough time internally to get at the project?  And of course we always assess what are the risks that go along with both achieving the benefits and the assessment of the costs.  

Then there may be some other factors that are brought into the determination.  For instance, if there are a number of competing proposal, how many can we take off on?  How much capacity do we have to do all of those things?  

I think those would be the major factors that you are considering.  

MR. RYDER:  Thank you.  Questions 3 and 4 relate to, they are an attempt to unearth any data or documentation on the effect of an ESM so that the ESM issue can be informed by something more than just theoretical claims.  So are there any, is there any data generated during your PBR experience on the impact of the ESM?  

MR. BIRMINGHAM:  It wasn't generated, but the question being:  Is the presence or absence of an earnings sharing mechanism a factor in the evaluation protocol?  

I would say that depending on what the parameters of the earnings sharing mechanism are, it would be, because in the end what it goes to is, what are the magnitude of the benefits and what are the magnitude of the costs and is it worth doing?  So there is no question that when we take a look at some of these initiatives, bringing in the effective of the earnings sharing mechanism would be part of the evaluation.


I think that same answer holds for the fourth question around:  Does the presence affect a ranking by Union of the savings initiatives?  And that is it might.  It really depends on the earnings sharing mechanism parameters and the impacts on the initiatives.  

MR. RYDER:  All right, thank you, Rick. 

MR. ROSENBERG:  There is also an undertaking, I take it for Kitchener; is that correct?  

MR. PENNY:  Yes.  I just wanted to point out Mr. Ryder, like Board Staff, started his numbering again but we for purposes of this exercise called that question five.  So that requires us to go back and review some complex data.  So if we can get JTA --

MR. BATTISTA:   That will be Kitchener undertaking will be JTA.23 and it is a response to Kitchener Question No. 5.  

MR. PENNY:  Thank you.  
UNDERTAKING NO. JTA.23:  UNION TO PROVIDE RESPONSE TO KITCHENER'S QUESTION 5

MR. ROSENBERG:  Before we continue we will take the break now.  Are there any matters that people want to put on the record before we take the break?  If not, why don't we resume in 20 minutes at 11:00 a.m.   Thank you.  

--- Recess taken at 10:40 a.m.

--- Upon resuming at 11:02 a.m. 


MR. ROSENBERG:  I have to turn on the mikes.


Why don't we begin?  So if I can have order, please.  Before we go on to the next question, are there any preliminary matters somebody wishes to raise?  If not, I think we're into the next row.  Just moving along, Pat.

Questions by Mr. Moran


MR. MORAN:  Pat Moran for APPrO.  I just have a couple of questions.  I won't be long.


First of all, just for the purposes of --


MR. PENNY:  Sorry.  Let me say I am happy we don't have questions in advance for Mr. Moran.


MR. MORAN:  I have a note here saying Mike Penny is probably going to say that.


MR. ROSENBERG:  I just want to get the level of -- sorry, this is a legal thing.  


MR. MORAN:  Just for the purposes of this question, I wonder if you could, just for the purposes of the record, indicate the process you used for calculating billing CD for large customers.


MR. PENNY:  I'm struggling with what that has to do with Union's incentive regulation proposal.


MR. MORAN:  I will get there.  If you could start with that question, that would be great.


MR. KITCHEN:  The purpose of the billing CD is to recognize the customers that are large, in excess of 

1.2 million cubic metres, and in close proximity to a third-party pipeline or Parkway, have the ability to access essentially a CD that reflects the cost of the facilities used to serve them.


The process by which we determine the billing CD; I'm not actually 100 percent sure what the process is.  I imagine -- since I haven't been involved in any yet, but I would imagine it would involve looking at the capital required to provide the service under the conditions specified in the rate schedule, and then backing into a level of CD that would give the appropriate -- basically a PI of around one.


MR. MORAN:  Right.  So in that context, then, with -- when you move into an incentive rate-making plan and that plan produces, as it is implemented, rate increases for those customers, would the billing CD change in concert with those changes?


MR. KITCHEN:  I think we actually answered that question in the IRs.  Just a second.


No, I can't seem to find it.  But the billing CD would not be reset.  The rate schedule would apply to whatever the billing CD was at the time the economics was struck.


MR. MORAN:  So the billing CD wouldn't change?


MR. KITCHEN:  No.


MR. MORAN:  Thanks.  So I would like to move to the next area, then.  It has to do with the M12 rate.


It's fair to say that changes in the M12 rate historically are driven by the cost of expansions that take place; isn't that true?


MR. KITCHEN:  Yes, in general.


MR. MORAN:  In general.  Over the last several years, there have been several extensions in the form of reinforcements and looping and all sort of pipeline facility-type of expansions; right?


MR. KITCHEN:  Yes.  We have added facilities over the last two or three years.


MR. MORAN:  Over the next little while, including during the course of the IRM period, the next phase of expansion will be in the form of the addition of compression; right?


MR. KITCHEN:  I'm not actually sure.  I understand that to be the case, but I'm not 100 percent sure.


MR. MORAN:  All right.


MR. KITCHEN:  I'm not sure if there is something before compression.


MR. MORAN:  I'm sorry?


MR. KITCHEN:  I'm not sure if there is another loop before compression.


MR. MORAN:  Perhaps you could undertake to provide an answer to that.


MR. PENNY:  Well, not until I know why it is relevant.  So why don't you give us the rest and we will decide?


MR. MORAN:  Sure.  We can move on.


It's fair to say that when you add compression to increase capacity for the purposes of M12, that the unit cost of that capacity is lower than the unit cost associated with looping and other pipeline-type facilities; correct?


MR. KITCHEN:  I don't know.


MR. MORAN:  All right.  Well, we will track this undertaking, then, as we go along.


In the event that the unit cost of capacity created by the addition of compression is lower than capacity created by the addition of pipelines, the effect of that on the M12 rate would be to reduce the average unit cost for -- that would underpin the M12 rate and you would expect M12 to decrease; correct?


MR. KITCHEN:  If that is truly the case and you were rebasing or, in a cost-of-service proceeding, were able to reflect those costs, then you would have a lowering of the rate.


MR. MORAN:  Right.  If that's something that happens during the course of the IRM period, how will you address the question of what the M12 rate ought to be if, in fact, the costs underpinning it would lead to a lower M12 rate if you want a cost-of-service approach as opposed to what would happen under an IRM approach?


MR. KITCHEN:  Union's proposal for incentive regulation is to treat all rate classes under the price cap formula.  There would be no special treatment of M12.  Any changes in terms of productivity or related to capacity expansions wouldn't be reflective in the rebase.


MR. MORAN:  So in the event that the implementation of the incentive rate plan would lead to an increase in the M12 rate, notwithstanding the fact that the cost underpinning the M12 rate would suggest that the M12 rate would go down, Union's approach is the rate goes up?


MR. KITCHEN:  The whole idea of incentive regulation is to have a formula that is known and predictable and can be used over the term.  It's not to deal with a portion of its rates based on a formula and a portion of its rates based on cost of service.


MR. MORAN:  So in that context, then, I wonder if you could undertake to confirm that the next phase of expansion for the purpose of M12 will be in the form of the addition of compression.  


And if you could confirm, also, that the unit cost for capacity resulting from the addition of compression is lower than the addition of capacity from the previous expansions that have taken place under M12.


MR. PENNY:  Yes.  We will look at that and provide a response that covers that.


MR. MILLAR:  JTA.24.

UNDERTAKING NO. JTA.24:  CONFIRM NEXT PHASE OF EXPANSION FOR THE PURPOSE OF M12 TO BE IN THE FORM OF THE ADDITION OF COMPRESSION; CONFIRM UNIT COST FOR CAPACITY RESULTING FROM ADDITION OF COMPRESSION IS LOWER THAN ADDITION OF CAPACITY FROM PREVIOUS EXPANSIONS THAT HAVE TAKEN PLACE UNDER M12; when you would expect the next expansion to occur in the form of the addition of compression.


MR. MORAN:  Sorry, .24?


MR. MILLAR:  That's right.


MR. MORAN:  Thanks.  At Interrogatory C28.1(d), you were asked for a forecast for M12 over a number of years, and I think you indicated in your response that you don't do forecasts.


In looking at the Schools Interrogatory C23.52, it appears that there is a storage and transportation forecast there for 2008 to 2010.


So I am wondering if you would still maintain the answer to 28.1(d).


MR. PENNY:  To state the obvious, we're talking about two totally different things in those two answers.


MR. KITCHEN:  I'm not sure I follow your question, actually.  

MR. MORAN:  Well let me leave it this way.  Can you add to the undertaking that you have just agreed to an indication of when you would expect the next expansion to occur in the form of the addition of compression.  

I know that Union has been very good at filing its plans in various facility applications and what it proposes to do next.  So I suspect that won't be too difficult for you to find.


MR. PENNY:  I think, yes.  

MR. MORAN:  Okay.  On that basis, I don't have any other questions.  Thank you.  

MR. PENNY:  We will give it the same undertaking number.  The question is just when these things might happen.  

MR. MORAN:  When you are forecasting it.  

MR. PENNY:  If we know.  

MR. ROSENBERG:  Okay.  Next intervenor, could you identify yourself and your name and who you represent, that is if you have questions.  

MS. CONBOY:  Nothing for me.  
Questions by Mr. Poch


MR. POCH:  David Poch on behalf of the Green Energy Coalition.  Gentlemen, as you heard, our interest in this is predominantly with respect to adding customers and adding capital expansion.  

My first question with respect to -- arising out of C11.1, and I think my written version of it may be a little inelegant.  But first of all, just to make sure I'm on the same page with you.  

The basic effect of your proposal, simply by moving to a five year as opposed to a one-year rebasing, means any capital expansion is going to be less advantageous to the utility if it is early in the period than it would be under a one-year reset.  Is that right?  

MR. BIRMINGHAM:  If you're talking about customer attachments, David, then that is typically the case, that the portfolio that we had in a particular year, if the estimated useful life of those assets and that revenue stream is 40 years, it tends to break even around year 20.  

MR. POCH:  All right.  I am talking about, of course, customer attachments.  That would be true for all of the types of customer attachments, both those where you don't have to go for leave to construct and those that you do?  

MR. BIRMINGHAM:  The response we had give is with respect to the total distribution portfolio and not just the ones where leave to construct is applied to.  

MR. POCH:  Okay.  Now we asked you, then, would you be open to considering a -- I heard your comments earlier about the distinction between how you see the difference between a Y factor and Z factor, so don't hang anything on my styling it a Y factor.  

But a factor, either captured by the escalator or outside of the escalator, to address this difference that arises by moving to a five-year approach; is that something that Union can consider?  Or do you see that somehow in conflict with the approach?  

MR. BIRMINGHAM:  I guess I see it in conflict with the objectives that we are trying to meet.  So when you look at the objectives of things like comprehensiveness or simplicity or rate predictability and stability, we see that in conflict.  

We have proposed pricing parameters, David, that we believe will be sufficient to support all of our capital spending.  So the question about, does a shortfall in earnings put pressure on the utility to reduce attachments,  I would say it puts pressure on the utility to potentially reduce its capital expenditures.  

Just to give you a sense for what that is, if you take a look at the capital forecasts that we have just for the three years, 2008 to 2010, we're forecasting between 
$262 million and $300 million a year.  

The customer attachment part of that is what is identified as "new business" and that ranges between 42 and 48 million.  So you're talking about something in the order of about 15 to 18 percent of our capital expenditures.  

So it is a relatively small portion, and it is really the other areas that we would look to, first.  Even in our trial PBR, where we were given what we viewed as a punishing X factor of 2-1/2 percent, we still attached close to 30,000 customers a year during that period.  

So we really see customer attachments as the very last thing that pressure would be put on, with respect to reducing capital expenditures.  We would look to other areas of the capital budget I think before we looked to that.  

MR. POCH:  Basically, am I reading between the lines; that is, because customer attachments do give you some immediate revenue that partially offsets the cost of carrying that capital? 

MR. BIRMINGHAM:  They give us immediate revenue and they give us revenue for a long period of time.  So one of the things we have always considered is while there are short-term economic considerations that need to be factored in, the reality is that with most of our customer attachments, if we don't do them at a particular time when the customer is ready to be attached, we may lose them for the entire cycle of when that investment would go.  So if we don't attach them for gas in 2008, they might go electric and we would lose them for the life of that equipment.  

So typically what we would do is try to attach those customers when they are ready to be attached.  

MR. POCH:  Okay.  Moving on to C11.3, and here I am referring to C11.3 and also to Enbridge's answer I6-1.  

We basically asked you both the same question.  Enbridge gave me a table where they tried to compare a price-cap approach to revenue-cap approach for the factors we're looking at, the incentives for system expansion, fuel-switching and marketing expenditures.  

In declining to answer that, you basically indicated that you haven't looked, you haven't analyzed a revenue-cap approach.  That is not the approach you have chosen to go with.  So first of all, let me just confirm, do I understand that correctly?  You didn't study the revenue-cap approach before determining you would go with the price cap?  

MR. BIRMINGHAM:  That's correct.  We set our proposal really on two bases.  The first one was:  What objectives we were trying to achieve with respect to incentive regulation, we have laid those out in our prefiled evidence and we selected price cap as the way to best meet those objectives. 

Second, we set our proposal on the basis of the Board's Natural Gas Forum Policy Report.  And again, we thought that price cap best lined up with that, and I would go as far as saying even though I agree there isn't explicit language in the Natural Gas Forum Policy Report the Board's intention was for a price cap framework.  So it was really on those two bases we set it out, David.  There was not an analysis done.  It was done more at a philosophical level. 

MR. POCH:  I understand you haven't done a formal analysis but you were here this morning when I canvassed with Mr. Hoey his thoughts on this.  His view was that he felt the -- for customer attachments; we're not talking about those captured by Enbridge's proposed Y factor, we're talking about the ones within the reach of the current system -- he expected they would do a bit better under their proposal than they would under a price cap proposal.  It's not obvious to me why.  I will get the chance to talk with him some more about that later.  I thought I would ask you if you have an opinion on the power, the incentive power of your proposal in that regard relative to theirs as you understand it.  

MR. BIRMINGHAM:  I guess there may be a stronger incentive under Enbridge's revenue-cap proposal if the capital is passed through directly.  So they're not managing, necessarily, the financial impacts of those attachments.  So I guess I could see some advantage to that.  

With respect to the price cap and the response to Exhibit I, tab 6, schedule 1, I would say that for Union Gas, we have very few new communities that we would look at.  We have pretty much attached all of the new communities that would want to be attached.  

With respect to what we would then classify as infill customers, so customers who are already on or close to a main, as I say, there may be some marginally greater incentive to do that.  But for us, we're looking at customer attachments in the 22,000 to 24,000 range over the incentive regulation period.  And we think if we get the proper pricing parameters for our incentive regulation proposal, that we'll continue to attach those customers and we don't see any disincentive, unless the parameters were so stringent that we were looking to reduce all of our capital spending, and potentially including customer attachments, but, as I say, our typical approach has been the customer attachments are on the bottom of the cut list, if I can put it that way.


MR. POCH:  Okay.  With respect to fuel switching, it obviously falls into that category for you.  When it is a new burner tip in an existing customer, I take it you would obviously have a strong incentive to go after that.


MR. BIRMINGHAM:  We have a strong incentive now and we will continue to have a strong incentive.


MR. POCH:  All right.  And to capture those opportunities where the incentive isn't strong enough for you to go after it as fast as you might, if OPA enters into an agreement with you to help in that regard, I take it your proposal would simply have any extra revenues that you would get from an OPA contract go to your -- the outside of the formula would go to your bottom line?


MR. BIRMINGHAM:  That's correct, until such time as the rebasing occurred, and that is true generally of any revenue source.


MR. POCH:  Right.  With respect to marketing expenditures and returns, more generally, I take it, then, your formula would give you a -- continue to give you the strongest incentive for new burner tips as opposed to investments that require capital?


MR. BIRMINGHAM:  There is no question that adding burner tips or adding additional applications per customer is the most economic form of customer attachment we have.


MR. POCH:  So in terms of the concerns we have expressed in the past with respect to certain kinds of burner tips being attractive loads from a societal perspective and others, you know, patio heaters, being unattractive from a societal perspective, the difference basically is we are just going to get Board supervision on a five-year cycle instead of annually?


MR. BIRMINGHAM:  Well, you're going to get rates being set on a cost of service on a five-year cycle.  There are still the demand-side-management programs which are going to last, at least now, on a three-year cycle.  But I guess with respect to simply promoting additional burner tips and whether that is economic and customers want it, that's correct.


MR. POCH:  I was talking about loads which aren't captured by DSM.  We're talking, for example, marketing patio heaters.  Basically, your proposal is saying, You're free to go after that stuff, talk to you about it again in five years?


MR. BIRMINGHAM:  I would say the incentive is the same under cost-of-service regulation as it is under our price cap formula.


MR. POCH:  Okay.  I think that is it, then.  Thank you very much.


MR. ROSENBERG:  Thank you.  Next.

Questions by Mr. Adams


MR. ADAMS:  Tom Adams on behalf of Energy Probe, for the purposes of the record.  Is my mike working, first of all?


I have just two prefiled questions, and, if it is permitted, I have a follow-up question from a previous round of questions.


MR. ROSENBERG:  Why don't we deal with the prefileds?  Should we give them numbers, undertaking numbers?


MR. MILLAR:  Yes.  It looks like these are two that Union proposes to answer in writing, so we are up to JTA.25 for Energy Probe Question No. 1.

UNDERTAKING NO. JTA.25:  UNION TO RESPOND TO ENERGY PROBE QUESTION NO. 1.


MR. MILLAR:  And JTA.26 for Energy Probe Question 

No. 2.

UNDERTAKING NO. JTA.26:  UNION TO RESPOND TO ENERGY PROBE QUESTION NO. 2.


MR. ROSENBERG:  Thank you.  Mr. Adams.


MR. ADAMS:  Those questions are numerical in nature.  So if I understand correctly, we don't need to take them up here?


MR. MILLAR:  That's right.  I think Union proposes to answer them by way of undertaking and by way of undertaking only.


MR. ADAMS:  Thank you.  Thank you.  That is most helpful.


I wonder if I could be permitted one follow-up from a previous round of questions with Board Staff.


MR. PENNY:  Try it and we will see.


MR. ADAMS:  When Mr. Millar on behalf of Board Staff was asking Mark some questions with respect to the S&T forecast and what adjustments and when Union made its S&T forecast, my question is:  Will you be revising the S&T forecast to reflect recent events, in particular, items like the publication of the IPSP and the TCPL FTSN decision?  


Will we get an update before the ADR?


MR. KITCHEN:  I think Mr. Millar's question was focussed on whether or not we would update the forecast in terms of how we would change the sharing mechanism for the deferral accounts we're proposing to eliminate.


In response to that, we said the forecast that is relevant is the 2007 -- approved forecast that came out of the 2007 proceeding.  So we wouldn't be updating forecasts.


MR. ADAMS:  Okay, thank you.


MR. ROSENBERG:  Thank you.  Next.  Just looking.  Fred?  Val?  No, nothing.  IGUA?

Questions by Mr. Thompson


MR. THOMPSON:  Thank you.  Can you hear me all right?  I have so much high-tech equipment here that I have to move some of it out of the way so I can see my notes.


We have delivered some written questions and I believe Union has indicated they're going to answer questions 3 and 4 in writing.  Do we need to assign some numbers to --


MR. ROSENBERG:  Yes, we do.


MR. MILLAR:  JTA.27 will be IGUA Question No. 3, was it, Mr. Thompson?


MR. PENNY:  That's right, number 3.


MR. MILLAR:  JTA.28 will be IGUA No. 4.

UNDERTAKING NO. JTA.27:  UNION TO RESPOND TO IGUA QUESTION NO. 3.

UNDERTAKING NO. JTA.28:  UNION TO RESPOND TO IGUA QUESTION NO. 4.


MR. THOMPSON:  Now, in terms of our first question, it relates to Exhibit C13.2, and I would ask if the witnesses could just turn that up for me.


The question relates to clarifying what is subject to the price cap and what is not subject to the price cap.  We asked whether all costs falling within the scope of X and Y factors and within the parameter of deferral accounts lie outside the base, subject to the adjustment factor.


Could you answer that part of the question first, please?


MR. BIRMINGHAM:  Right.  I assume, Mr. Thompson, what you meant was whether the Y and Z factors -- not X.  X is the productivity, overall productivity factor.  So did you mean the Y and the Z factors?


MR. THOMPSON:  Thank you for that clarification.


MR. BIRMINGHAM:  So with respect to --


MR. THOMPSON:  In football, X is a Y and Y is a Z, so I get them all mixed up.  Just as long as you get where nobody else is and catch the ball, you're okay.  


MR. BIRMINGHAM:  With respect to the Y factors, that's true.  That is, again, the two attributes of the Y factors are that they are outside of the price cap and that the Board has already determined a different regulatory treatment for that, as I say.


I think the simplest thing or simplest example of that might be gas commodity costs.  Another example would be DSM.  So those are outside of the price cap, and they would be treated differently.


But it is not true for Z factors.  Z factors, in fact, are ways to adjust the base for items that are material and outside of management's control.  It is all of the items that are subject to the four criteria that we have laid out in the prefiled evidence.  


So they would be captured inside the price cap, and the only time, as I mentioned before, that we would use deferral accounts for those would be to deal with timing issues, but they would go into base rates as increases or decreases, subject to the threshold.


MR. THOMPSON:  All right.  Thank you for that.  Now, if we could just put some numbers on this, and this is why I asked you to turn up C13.2.  On page 2, you show the 2007 revenue requirement there at slightly over $2 billion.  Do you see that?


MR. BIRMINGHAM:  We have it, yes.


MR. THOMPSON:  Then on the second page, you show the Y factors at roughly $1.1 billion.


MR. PENNY:  Yes, on the next page, third page.


MR. THOMPSON:  Do you see that?


MR. KITCHEN:  Yes.


MR. BIRMINGHAM:  Yes. 

MR. THOMPSON:  The difference, if you would take subject to check, is something slightly over $900 million? 


MR. ROSENBERG:  They're just checking here.  

MR. THOMPSON:  Okay.  

MR. BIRMINGHAM:  That's right, Mr. Thompson.  In fact, the second line in the response A to C which says the delivery related revenue requirement, 925,360 is the amount that would be subject to the price cap, except inside that is demand-side management, the 17 million that is on page 3.  So if you took that out, then you would be down to what is the delivery-related revenue requirement.  So you would be in the order of $908 million.  

MR. THOMPSON:  908 million roughly is subject to the price cap, is that -- I am just trying to understand what you're telling me.  

MR. BIRMINGHAM:  That's correct.  

MR. THOMPSON:  Okay.  So if you could just help me.  If you go to the next response, C13.3, where we asked what a one percent price cap would provide, and for 2008 we got an answer of $8 million.  I was trying to reconcile that with one percent of the 900-some-odd million.  Am I missing something?  Why is it eight in that second, in C13.3 and not something in the order of nine?  

MR. KITCHEN:  Could you just repeat that, 
Mr. Thompson?  I just got lost in the numbers there.  

[Witness panel confer] 

MR. THOMPSON:  I don't want to prolong this.  If you need to do some checking, then please do that.  

What I would ask you to do, if you could, is check those numbers in C13.3, and reconcile them with those in C13.2, and if you wouldn't mind, in C13.3, add the years 2011 and 2012.  We had asked for the five years and we only got three.  

Could that be wrapped up in one undertaking?  

MR. BIRMINGHAM:  Yes.  

MR. ROSENBERG:  Can we get a number for that, please. 

MR. MILLAR:  JTA.29.  
UNDERTAKING NO. JTA.29:  UNION TO CHECK NUMBERS IN C13.3 AND RECONCILE THEM WITH THOSE IN C13.2 AND ADD YEARS 2011 AND 2012

MR. THOMPSON:  So the second part of my question one was that amounts falling within the scope, I guess I should modify it, of Y factors and deferral accounts only track changes to actual changes in expenditures.  Is that correct if I modify the question in that way?  

MR. BIRMINGHAM:  Yes.  With respect to the Y factors only, that's correct.  

MR. THOMPSON:  All right.  Well, do deferral account amounts lie outside the base?  

MR. BIRMINGHAM:  Generally speaking, yes.  The deferral account amounts lie outside of the price cap.  And items related to the deferral accounts lie outside the price cap.  

MR. THOMPSON:  Thanks.  Just one point, if I might, on C13.3, perhaps add this to the undertaking.  

The amounts you're showing there if I wanted a 
one percent price cap scenario, 8 million for '08;  16 million in 2009 and then 25 million.  It appears to go up about 8 million or 9 million a year.  

Then the capital expenditures, though, increase sort of in a different way.  The capital expenditures that that price cap will support in 2008 are 262 million.  Then in 2009 they go to 268.  Then in 2010 they go to 300 million.  

At a high level, can you tell me why, between the first and second years, it is an 8 million increase, and the second and the third it is 32 million increase.  What is the driver there?  

MR. BIRMINGHAM:  I guess two factors, Mr. Thompson.  One is as the price cap goes year to year.  You get the accumulated impact of that.  So to the extent that you have a higher revenue stream, you start to be able to gain greater capacity to accommodate capital spending. 

The second piece is those numbers come from Exhibit C23.52 which is our three-year forecast.  

So it is not just the tie between what is a 1 percent price cap due to capital spending.  It is, what is -- what does a one percent price cap do to our forecast for those periods, including capital spending.  So there is some dynamics there that are beyond the capital spending item alone.  

MR. THOMPSON:  Thanks.  Let's move on to number 2 in our written questions, and this relates to C13.5.  You might just want to turn that up.  

What we were enquiring about was treating the average use factor not as some percentage component of the price cap, but just dealing with it on a year-to-year basis.  I don't think we got an answer to our question as to whether it could be treated in that manner.  

So what we asked was:  Please elaborate on the response to subparagraph (a) and, in particular, indicate whether declines in average use can be considered within the ambit of the Board's consideration of matters pertaining to the Y factor for DSM or as a separate average use Y factor.  Can you help us with that question?  

MR. BIRMINGHAM:  Yes.  I guess a couple of things, Mr. Thompson.  The first one is at least with respect to Y factors, again, these are pass-throughs that are dealt with differently by the Board under the regulatory framework and aren't caught within the price cap.  

In fact, the revenues from our customers including declining use is inside the price cap.  So from our perspective it really doesn't fit the definition of the Y factor.  

Now, I think your broader question is, could you somehow treat average use differently inside the price cap regime?  And can you construct something that deals with the average use differently.  

I think the answer is, yes.  I think the difficulty is, it becomes complicated to do that.  It certainly goes against some of the objectives we set out initially around predictability, stability, simplicity, comprehensiveness.  

I guess from our perspective, it would also be unusual, in that the declining use really would normally just be captured in the total factor productivity.  We have had it split out in this case I think largely at the request of the stakeholders and now we're going to give it an even different treatment.  So I guess in that respect, it is not really consistent with some of the pricing parameters that we've seen in other jurisdictions with respect to incentive regulation.  

But, yes, could it be done?  I think so.  And it would really, I think, be Dr. Lowry who would have to calculate that for us, if we were going to do it that way.  

MR. THOMPSON:  Okay.  So the second part of this question two was:  How would Union calculate changes in the average use factor from year to year if this item was treated -- forget calling it a Y factor -- if it was treated as a separate item outside the cap.  

MR. BIRMINGHAM:  As I say, we would have to provide the actual declining use that Dr. Lowry put into his model and give us what the Y factor would be.  

MR. THOMPSON:  All right.  Thank you.  Three and four you're going to do in writing.  

The last one I asked was not so much about interrogatory responses, but about that further evidence that was filed recently and your motion for interim relief.  

My question was:  What process does Union say should be followed to schedule interrogatories and responses relevant to the motion for interim rate relief?


MR. BIRMINGHAM:  As you know, it is really up to the Board.  That is one of the reasons we wanted to file it early enough to accommodate whatever process the Board wanted to set out.  But I think from our perspective, 

Mr. Thompson, our view would be the Board can simply hear submissions on this thing.


Our interim-rate proposal is no different than our incentive-regulation proposal.  So to the extent that there have been interrogatories asked, we've already got those covered.  So I think it could be as simple as simply hearing submissions and making a decision.  


The next step in the continuum might be a one-day technical conference, where there would be oral questions and answers to some sort of formal process.  But I think we would prefer something that is simpler, given that there is really no change between our interim rate proposal and what our overall rate proposal is.


I think the critical thing for us is that whatever process is set out, we have to do it in time to implement January 1st.


MR. THOMPSON:  Let me just try and follow up on that.


Is there anything in the evidence about your estimated earnings for 2007 based on six-month actuals and six-month forecast, for example?


MR. BIRMINGHAM:  No.


MR. THOMPSON:  So if my client wants that information for the purposes of considering the motion for interim relief, should we just ask the question of you now -- I don't mean today, but send in a written question, so that we accommodate your wish to get this dealt with expeditiously?  Would that be appropriate?


MR. BIRMINGHAM:  If you feel that is relevant, it would be.


MR. THOMPSON:  Well, I don't ask irrelevant questions, Mr. Birmingham.


MR. PENNY:  And you don't decide which ones are relevant or irrelevant, either.


[Laughter]


MR. THOMPSON:  Just on a point of clarification, then.  Are you seeking, in this motion for interim relief, the base year weather adjustment?


MR. BIRMINGHAM:  We are.


MR. THOMPSON:  So base year adjustments are up for grabs, let's put it that way, on the motion for interim relief?


MR. BIRMINGHAM:  That's correct.


MR. THOMPSON:  All right.  Well, let's leave it there and we will take it up later.  Thank you very much.


MR. ROSENBERG:  Thank you.  Next?  

Questions by Ms. DeMarco 


MS. DeMARCO:  I think that is me, Elisabeth DeMarco.  I will be asking two series of very brief questions.  I have filed questions on behalf of Coral for Union Gas.  I have not filed questions on behalf of TransAlta, but based on a few clarifications that I think I now require, with the indulgence of Mr. Penny, I would like to seek a few very brief clarifications on behalf of TransAlta, first.


MR. PENNY:  You're going to have to keep your voice up.


MS. DeMARCO:  I will shout at you.  


At Exhibit D1, page 8, when you're referring specifically to Exhibit D2, appendix C, which includes the average rate changes for a number of large or differing rate classes, for T1, specifically, can you provide or point me to the schedule that includes the maximum potential rate change for T1 customers?  You've got the average set out in appendix C.


MR. KITCHEN:  There is no schedule in our rates package that would show the max number.


MS. DeMARCO:  Can I ask for you to undertake to provide the maximum rate impact for T1.


MR. PENNY:  Yes.


MR. KITCHEN:  Yes.


MR. MILLAR:  That is JTA.30.  Ms. DeMarco, these questions are on behalf of TransAlta; is that correct?


MS. DeMARCO:  That's right.

UNDERTAKING NO. JTA.30:  UNION TO PROVIDE TRANSALTA THE MAXIMUM RATE IMPACT FOR T1.


MS. DeMARCO:  The second is a point of clarification.  I am now doubting my understanding of how you incorporated the proposed changes associated with short-term and long-term storage premiums resulting from the NGEIR decisions.


Can you just outline for me how precisely you have incorporated those, and, specifically in the D3 schedules, clarify whether or not that simply represents the first year of the four-year allocation, or all four years through the storage premium adjustment factor?  


I think I am confused as to what you have done there.


MR. KITCHEN:  Yes.  If you look at Exhibit D3, schedule 2, that is where we calculate the storage premium adjustment factor, and there are three components to that.


The first component is identified in line 7, and that is the adjustment for 2008 long-term storage premium.  And that is the 2008 impact, only; okay?


MS. DeMARCO:  So just to make sure I am at the right spot, I am in Exhibit D3, schedule 2, line 7, that reads 2008 long-term premium storage adjustment, and that is about 3.2 million?


MR. KITCHEN:  That's correct.


MS. DeMARCO:  That is for 2008?


MR. KITCHEN:  Right.


MS. DeMARCO:  Only?


MR. KITCHEN:  Right.  There will be an additional adjustment in 2009, 2010 and 2011 to deal with phasing out of the premium.


MS. DeMARCO:  Would each of those adjustments be of the same magnitude?


MR. KITCHEN:  I believe I filed -- I gave a schedule to one of your interrogatories that showed the amounts.


MS. DeMARCO:  I've got mine with me.  That would be C27.2, the attachment, is that...


MR. KITCHEN:  Yes.  You can see the amounts to be included in rates.


MS. DeMARCO:  I think that is where my confusion arises, because I am looking at the $3.2 million in line 7 of your D3, schedule 2 and trying to reconcile that with the numbers in my C27.2 attachment, and I am struggling.


MR. KITCHEN:  The line 7 on Exhibit C27.2 attachment shows the change of 6.2 million, 5.35 million in each of 2009 and 2010, 2011.


That is the total amount that is built into rates in 2008.  What appears on D, tab 3, schedule 2 is the adjustment to current rates.


MS. DeMARCO:  Okay.  So D3 --


MR. KITCHEN:  Actually, you have to add -- if you add up 3211 and 2992, you should get the $6 million showing up on C27-2, because there are two things happening with NGEIR.  One is the removal of the long-term premium, and the other is the changing in the sharing of the short-term storage margin.


MS. DeMARCO:  Okay, thank you.  Moving to the D3 rate impact schedules, I think it is D3, schedule 3.  That just reflects the first year of the changes?


MR. KITCHEN:  Yes.


MS. DeMARCO:  And then the total impact would be determined out to 2012 by adding in the figures that you've got in C27.2 attachment?



MR. KITCHEN:  That's correct, as you eliminate the premium.  The adjustment for short-term storage margin relates -- is only a year one adjustment, as is the adjustment associated with eliminating the deferrals.


MS. DeMARCO:  So each year it would be additive to that base amount, 6.2 plus your 2009 5.3, and that total in 2010 would be plus 5.3 and so on?


MR. KITCHEN:  Until the premium is eliminated, yes.


MS. DeMARCO:  That is very helpful, thank you.


My third and second-last clarification question relates to C27.1.  I am assuming that all of the D3 rate impact schedules do not include any Z factors; is that fair?


MR. KITCHEN:  Sorry, can you just repeat that?


MS. DeMARCO:  In terms of the D3 rate impact schedules, I am assuming that none of them include assume your possible Z factors. 

MR. KITCHEN:  That's correct, there are no Z factors.  

MS. DeMARCO:  Just by way of request, at C1, we had asked for the notional rate impacts going out for the term, each year in the term of the incentive regulation period.  

I am wondering if it would be feasible to take what you have done for 2008 and extend that out to 2012.  

MR. KITCHEN:  I'm not sure that's something that is easily done, given that we would have to have a forecast of inflation along with running the rate models out till 2012.  It's not an easy task for certain.  

MS. DeMARCO:  Would it be possible to use some semblance of a proxy as a placeholder just so we can get a relative feel for - understanding that inflation moves - the impact going out to 2012?  Given that particularly large customers like electricity generators really do need to have some semblance of a placeholder to do some prudent planning.


MR. KITCHEN:  I'm just not sure how valuable that would be to anybody for planning purposes, if we're making assumptions that may or may not happen. 

MR. PENNY:  I think there are two issues.  The first issue is whether it can be taken out to 2012, at all.  And the second is, assuming it could be, you tell us what inflation you want us to use and I guess we could do it.  But I think we need to know what, whether it is possible -- whether it is physically possible to do within, with sort of a reasonableness test as to the amount of work involved. 

MR. KITCHEN:  It is not just inflation as well.  There are other things that are happening through the term of the plan that would be difficult to forecast, such as what would the next DSM plan look like which would impact T1 customers.  

MS. DeMARCO:  I certainly understand the technical challenges you might face in doing that, and need to balance those for, in particular, large industrial customers who really do need to have some semblance of a planning too, even a proxy is more beneficial than nothing. 

So to the extent that you can assume that the DSM is static at the current rates and inflation is static at the current proposed rates, could you project-out to 2012?  Would you undertake to do that?  

MR. PENNY:  No.  

MS. DeMARCO:  I'm sorry.  To better understand, based on your first comment, why that is not possible?  

MR. PENNY:  We're not prepared to undertake to do it.  It's not a question of whether it is possible.  It is a question of its relevance and utility and based on what we have heard, it has no relevance and no utility.  And it is a lot of work.  

MS. DeMARCO:  Just so I clarify on the record, 
Mr. Penny.  Your objection assumes that you would maintain static both the DSM levels that your witness has identified and the inflation rate that your witness has identified?  

MR. PENNY:  Not relevant.  No utility.  

MS. DeMARCO:  Let the record reflect that denial has been given and certainly power generators feel this to be relevant and very important to the province and to individual electricity generators in their planning purposes at this critical point in time. 

MR. PENNY:  I didn't hear anything about a cost of service.  But anyway, you have my response.  We're not doing it.  

MS. DeMARCO:  The record reflects my response.  

The last question relates to the process by which or if you could expand upon the process that Union will follow to treat the changes resulting from the Board's review of the storage allocation proceeding.  

MR. PENNY:  Could you repeat the question, 
Ms. DeMarco.  I didn't follow.  

MS. DeMARCO:  I'm wondering if you could elaborate on the process that Union will follow in relation to the Board's decisions or any outcome of the Board's review of the storage allocation proceeding.  

MR. KITCHEN:  I think that that depends entirely on what the outcome of the proceeding is.  I'm not sure I could speculate on what process would be involved until I know what the outcome is.  

MS. DeMARCO:  So would it be fair, then, to assume there would be some meeting internally and based on the decision an action plan developed within X amount of time or something of that nature?  

MR. KITCHEN:  Again, it depends entirely on the Board's decision.  It depends on how directive the Board's decision is.  It depends on a number of things.  

MS. DeMARCO:  Certainly there is some contemplation of adjusting for the outcome of that decision. 

MR. KITCHEN:  We will implement the Board's decision, most definitely. 

MS. DeMARCO:  During the incentive regulation plan? 

MR. KITCHEN:  Yes.  

MS. DeMARCO:  That could impact rates, no doubt?  

MR. KITCHEN:  I'm not sure how it would affect rates.  It is really around storage allocation.  It's not necessarily rates.  

MS. DeMARCO:  So -- 

MR. KITCHEN:  There won't be any -- I can't think of how there could be a rate impact based on the proposal. 

MS. DeMARCO:  So there would be no rate impact associated with that. 

MR. KITCHEN:  There will be an allocation impact. 

MS. DeMARCO:  There will be relative allocation.  Thank you.  

Moving on to a few clarification questions for Coral Energy Canada, Inc., which is undergoing a name change that I will undertake to provide on the record shortly.  

The questions revolve predominantly around new or expanded or modified services, and they're more in the nature of clarifications to Union's responses in relation to Exhibit C5.1, and C2.1.  

The first question is specifically, to be clear on this point, is Union or any of its affiliates contemplating providing any new rates or services during the incentive regulation period other than those specific electricity generator services identified in C2.1A?  

MR. KITCHEN:  The services that were identified in Exhibit C2.1A are the only services that Union is currently working on.  

If a customer or a group of customers approaches us during our term, of course we will entertain the creating of new services.  It really will be customer-driven, as are most of our services.   

With respect to MHP, other than the open season that is referenced in Exhibit C5.1, I am not aware of any services that are being developed by affiliates.  

MS. DeMARCO:  So to be clear on that, MHP is expanding or working on open season-type services?  

MR. KITCHEN:  Yes.  They have had an open season for a storage development.  

MS. DeMARCO:  Moving on, then.  I am reading your response at C5.1(i) and specifically the last line thereof where you indicate that:   
"Union would then seek Board approval for any service that cannot be accommodated within the existing rate schedules."  


I just have a few questions regarding that phrase, "cannot be accommodated within the existing rate schedules." 

In your view, what new services could potentially be accommodated within existing rate schedules?  

MR. KITCHEN:  Well, whether or not a new service can be accommodated is entirely dependent on the service.  But as an example, we indicated, in C1 or C2.1A that we are developing Northern Transactional Services.  

These services would be accommodated within the rate 30 rate schedule under the Board-approved range rate for balancing services, because that is what they are.  To the extent, though, that there is not a Board-approved rate under which to accommodate a service, we need to seek approval of that rate.  That's an example.  

MS. DeMARCO:  So that would be a modification to an existing rate, potentially with a rate impact?


MR. KITCHEN:  No, that is not a modification to an existing rate; that is a rate that already exists that contemplates providing balancing services to northern customers.  What we're doing is developing additional balancing services at the request of these customers to meet their needs. 

So it is balancing services within an existing Board-approved range.  

MS. DeMARCO:  So new services within an existing Board-approved range.  Have I got that right?  

MR. KITCHEN:  That's the case for Northern Transactional Services.  

MS. DeMARCO:  In that event, can I infer that you do not intend to seek Board approval for that?  

MR. KITCHEN:  There is no need to seek Board approval for that.  There is already a Board-approved rate for it.
MS. DeMARCO:  Are there any other examples of such new services that you can provide us with?  

MR. KITCHEN:  Until we actually have requests for new services it is, you know I really can't give you anything else.  That's the one we're working on today.  There may be others through the incentive regulation time frame.  

As they come, whether or not they fit into existing Board-approved rate schedules or within existing Board-approved ranges, we will have to determine that at the time and seek approval, if necessary.  

MS. DeMARCO:  So let's distinguish those new services from modifications to existing services.  Would your answer be the same?  Specifically, would there be --


MR. KITCHEN:  I don't think there is any difference to the answer.  It's really you have to look at whether or not there is an existing rate on a rate schedule or Board-approved range that would cover off those services, and then seek approval, whether it is a modification or a new service.


MS. DeMARCO:  And similar answer in relation to Board-approved, it's your view that no Board approval would be required in that event?


MR. KITCHEN:  If there is an existing rate and a Board-approved rate or Board-approved range, then, no.


MS. DeMARCO:  Can you provide any further example of what that might be?  What might be a modification?


MR. PENNY:  You asked that question.  He has told you "no".


MS. DeMARCO:  Sorry, I can't hear you, Mr. Penny.


MR. PENNY:  I said you just asked that question, and Mr. Kitchen said that he couldn't speculate.


MS. DeMARCO:  That's the question in relation to new services as opposed to modifications.


MR. KITCHEN:  The answer is the same.


MS. DeMARCO:  Then you have also indicated you would undertake consultations associated with developing new services with customers.


Can you elaborate on the time frame, whether that will be done prior to implementation, or how that will be undertaken, in general.


MR. KITCHEN:  Well, again, the time frame for consulting with stakeholders really depends on the nature of the service.  In the case of the power services that were recently approved, that consultation took -- was done over months, but it happened prior to their approval.


Again, it depends entirely on what type of service, how complex the service is, how many parties are involved.  Are there rate impacts with other rate classes of providing services?  There are a number of things that would have to be considered in terms of the consultation process, which is really service-specific.


MS. DeMARCO:  Would it be possible, then, for Union to proceed without consulting if, in your view, the service doesn't warrant it?


MR. KITCHEN:  Well, typically a service is developed to meet a particular need of a customer.  So there is already consultation happening.


I can't see us not informing customers or consulting with customers as we develop new services, because we're developing them for the customer.


MS. DeMARCO:  To the extent that it applies to more than one customer, certainly you would undertake to consult?  You would consult?


MR. KITCHEN:  Typically we develop services to meet the needs of a group of customers or a particular type of customer that needs a service.  So we could do everything to consult if there are impacts on other customers.  If there is no impact on another customer, I'm not sure why we would necessarily include them in the consultation process.


MS. DeMARCO:  Thank you.  Those are my questions.


MR. RYDER:  Could I interrupt and ask a question arising out of an answer to Ms. DeMarco?


MR. ROSENBERG:  Yes.

Questions by Mr. Ryder


MR. RYDER:  I thought, Mr. Kitchen, you said there won't be any revenue change as a result of the upcoming storage-allocation proceeding.


MR. KITCHEN:  I said there wouldn't be necessarily a rate change.


MR. RYDER:  I thought that Union and Enbridge are both proposing to charge market prices for deliverability above 1.2 percent.


MR. KITCHEN:  That's correct, but it is our view that it is already approved by the Board.


MR. RYDER:  All right.  You say that.  So how much revenue is generated by that?  It must be in the many millions of dollars.


MR. KITCHEN:  I don't know.


MR. RYDER:  Well, can you let me know that as an undertaking.  Secondly, can you tell me --


MR. BIRMINGHAM:  Mr. Ryder, maybe I could help you out.  If you're talking about pricing of high deliverability --


MR. RYDER:  No.  I'm talking about deliverability to the City of Kitchener above 1.2 percent, or deliverability to a factory, represented by Mr. Thompson, above 

1.2 percent.


MR. BIRMINGHAM:  That is just what I was going to say.  So if you are talking about high deliverability --


MR. RYDER:  Do you call that high deliverability?


MR. PENNY:  Mr. --


MR. RYDER:  I just want to know --


MR. PENNY:  Mr. Ryder, would you kindly do the witness the courtesy of allowing him to finish before you interrupt.


MR. RYDER:  It is important that this matter be clear.


MR. PENNY:  It is important that you let the witness answer.


MR. ROSENBERG:  Why don't we allow Mr. Ryder to state his question?


MR. RYDER:  So you're calling, for today's purposes, high deliverability anything above 1.2 percent?


MR. BIRMINGHAM:  That's correct.  That's just what I was going to say.  What we call high deliverability storage services, which is a deliverability service above 1.2 percent, if we were to take the annual impact of charging for that service at market compared to cost for all in-franchise customers, and assuming that all of the contracts were renewed at the same deliverability levels that are in their contracts now, that number would be $380,000.


MR. RYDER:  Can you provide a calculation for the T3 service of above 1.2 percent, just so that I know how you arrive at the overall number?


MR. BIRMINGHAM:  Sure.


MR. RYDER:  Thanks.  And that additional revenue, is that reflected in this case?


MR. BIRMINGHAM:  I guess it would be notionally reflected in our high-level forecast.  I'm not sure that we identified that specifically when it was assembled.


MR. RYDER:  Is there an exhibit number where I can find where the 300-odd-thousand is contained?


MR. BIRMINGHAM:  No.


MR. ROSENBERG:  We need an undertaking number.


MR. MILLAR:  Yes.  JTA.31.


MR. RYDER:  So did you have in mind this additional revenue from selling high deliverability, as you call it, to existing in-franchise customers?  Was that taken into account when you prepared this application?


MR. BIRMINGHAM:  I guess, in our view, it was taken into account because, in our view, again, it had been decided by virtue of the NGEIR decision of 2006.


MR. RYDER:  Where was it taken into account?  I guess you have told us that?


MR. BIRMINGHAM:  Right.


MR. RYDER:  Thank you, Mr. Birmingham.


MR. ROSENBERG:  Pat, and then I have Lisa.


MR. MORAN:  Yes, I was wondering if you could just ask that you add to the undertaking you just gave to Mr. Alick the same number for T1.


MR. BIRMINGHAM:  Sure.


MR. RYDER:  Nobody has called me Mr. Alick since my mother's butler died.


[Laughter]


MR. ROSENBERG:  Can we have an undertaking number?


MR. MILLAR:  I believe that was just added to the JTA.31; is that correct?


MR. MORAN:  Yes.  I was asking the same undertaking.


MS. DeMARCO:  I think I had a very similar request.  To the extent that that number derives from a series of rate classes, if they could expand to include all of the rate classes that make up that $380,000, that would be great.  Thank you.


MR. BIRMINGHAM:  We will show it by rate class.


MR. MILLAR:  Just so we're clear, Mr. Birmingham, could you just give a concise statement of what the undertaking is now for you.


MR. BIRMINGHAM:  We're going to show the calculation by rate class of pricing storage deliverability above 1.2 percent at market prices compared to cost base rates for all of the in-franchise rate classes that are affected by that.


MR. MILLAR:  Thank you.

UNDERTAKING NO. JTA.31:  UNION TO PROVIDE CALCULATION BY RATE CLASS OF PRICING STORAGE DELIVERABILITY ABOVE 1.2 PERCENT AT MARKET PRICES COMPARED TO COST BASE RATES FOR ALL OF THE IN-FRANCHISE RATE CLASSES THAT ARE AFFECTED BY THAT.


MR. ROSENBERG:  Thank you.  I know we have to go to Schools, and then to Enbridge.  Is there anybody else who wants to ask questions at this time?


MS. NEWLAND:  Just before Jay starts, I want to be able to get Patrick Hoey here to ask questions, if you are finished, so if you could give us a sense of whether you will take us through lunch or up to lunch.


MR. SHEPHERD:  I will take us well through lunch.


MS. NEWLAND:  Well through lunch?


UNIDENTIFIED SPEAKER:  And supper?


MR. SHEPHERD:  And supper, yes.


MR. ROSENBERG:  Schools, could you just introduce yourself.

Questions by Mr. Shepherd


MR. SHEPHERD:  Jay Shepherd, Schools.


I have a few follow-up questions related to questions you have answered before.  These are just ones where I am a little confused with the answer, and maybe you could help me.


Board Staff asked you a question with respect to S&T revenues, and, if I understand the question and the answer, you're proposing to take revenues that were -- or amounts that were shared with the ratepayers through a deferral account and bake them into rates for the IR period; is that right?


MR. KITCHEN:  We're proposing to take the forecast amounts that were associated with the three deferral accounts that we're eliminating and change the sharing on those, such that a 100 percent of the margin goes into rates.  


We will then take the risk on --


MR. ROSENBERG:  Can you speak up, please?


MR. KITCHEN:  We will then take the risk on any under-recovery or -- risk and rewards of those revenues, treat them like any other revenue stream.


MR. SHEPHERD:  That's what I thought you said.  So I wonder if you could provide us, then, with a chart that shows us the forecast versus actual for those amounts for the last ten years.  Do you have that in there already?  


MR. PENNY:  We will come back to that.  


MR. SHEPHERD:  That's fine.  You can undertake, if you want.  


MR. KITCHEN:  No.  I think we actually have it.  


MR. ROSENBERG:  They think they have it on the record. 


MR. KITCHEN:  We provided a schedule at C3, C16, C33.2.  It shows the revenue less costs and margins for 1999 to 2006.  


MR. SHEPHERD:  That's fine.  The second of these is, Mr. Birmingham, you were answering some questions of 

Mr. Wightman about deferring expenses during IR to the post-IR period and the dangers of that and how you avoid that.  One of the things that you said is that at the time of rebasing you would have to show that you weren't doing that, right; that is one of the ways of controlling that?  Did I understand that right?  


MR. BIRMINGHAM:  That's right.  I think under rebasing, as an example, if all of a sudden your maintenance capital went up by a large amount, that would be a trigger for the OEB and others to look at this and say, were you acting appropriately during the incentive regulation.  


MR. SHEPHERD:  So then my question is:  Does Union agree that on rebasing, it is appropriate for you to file whatever your productivity plans were and what the results of them were so you can identify the stuff that you did that was productivity initiatives, and the stuff that you did that wasn't?  Is that an appropriate thing to file?  


MR. BIRMINGHAM:  I would agree that the appropriate thing to file is the productivity initiatives that we undertook and the results of those, absolutely.  I think that is consistent with the Board's Natural Gas Forum report.  


Just to be clear though, Jay, I'm not saying we will file their plans because you might start on something and say, you know, that really isn't cutting it.  We should do something different then move on to a different plan.  So I wasn't looking at saying:  Do we have a forecast to actual variance during the incentive regulation period?  But I do believe that our onus is to look at what productivity initiatives do we actually undertake and what were the results of those.


MR. SHEPHERD:  So for example, you talked about the next six months having a team doing these productivity initiatives, right, designing them. 


If you do a business case in that six months and you carry it through, then you will presumably have some monitoring or tracking of it during period.  That package, the business case and the monitoring, is appropriate to file on rebasing?  


MR. BIRMINGHAM:  Absolutely.  


MR. SHEPHERD:  Wonderful.  Mr. Aiken was asking you questions, I think, it was you, Mr. Kitchen, about the impact of changing to the 20-year trend.  


I understood you to say that the impact on rates was 6.2 million or something like that.  Is there a gross-up for tax on that?  Is the actual impact more like 

10 million?  


MR. KITCHEN:  That's the pre-tax.  Pre-tax number. 


MR. SHEPHERD:  That's the pre-tax amount, 6.2?  


Thank you.  Last night - I don't know whether you have seen these - we gave some questions to Enbridge.  Did you see the Enbridge questions last night?  


MR. KITCHEN:  No. 


MR. BIRMINGHAM:  No. 


MR. SHEPHERD:  I will provide you with the two copies of the spreadsheets that were attached to it.  They were basically spreadsheets calculating the yearly revenue requirement impact of customer attachments.  I am going to ask you to undertake to previous provide us with similar calculations using Union's numbers.  


Basically, they show the capital costs, the depreciation, the incremental revenue and O&M, et cetera, the tax impacts on an annual basis.  


So if we provide you with those spreadsheets, can you provide us with calculations, similar calculations for Union?  


MR. PENNY:  I think we will have to seem them first.


MR. KICHEN:  We will see what we can do. 


MR. SHEPHERD:  They were sent to you last night, but it was late.  


The next is:  In answers to questions from Mr. Thompson, Mr. Birmingham, you were asked whether the deferral account balances were outside of the price cap.  You clarified by saying the deferral account balances, and the items related to the deferral accounts were outside of the price cap.  


Can you tell us what that means, "items related to the deferral accounts"?  


MR. BIRMINGHAM:  Sure.  I just wanted to be clear that with respect to the deferral accounts, there are typically items that are already included in our rates that are also, therefore, outside of the price cap.  


So if you think about demand-side management, we have $17 million worth of spending that is already included in our rates and we have a deferral account that captures variances in spending.  So I just wanted to be clear that we were treating both the $17 million that was in our rates for DSM and the deferral account that is related to variances on the DSM spending as outside of the price cap.  We have a different regulatory treatment for that and that should be outside of the cap.  


Same thing with gas commodity, Jay.  So as an example, we have a forecast of our gas commodity costs under WACOG, and we have a purchased gas variance account that captures the variances on that.  


So all I was saying is it is the item that is in our rates and the deferral account that is all outside of the price cap, because of this different regulatory treatment the Board has already determined. 


MR. SHEPHERD:  Does that include things like -- I am sort of extemporizing here, because I am not sure I understand this 100 percent -- your gas costs that are included in your O&M expenses would be treated as a pass-through because you have a PGVA account?  


MR. BIRMINGHAM:  Not for company-used gas.  


We have a price variance deferral account for the price variances on unaccounted for gas and for compressor fuel and as well for inventory carrying costs, and that would be treated outside.  


MR. SHEPHERD:  Okay.  So related to the deferral account doesn't mean it is a similar sort of thing.  It means that it is connected in some regulatory way?  


MR. BIRMINGHAM:  Exactly.  It is the -- I guess another way to say it is, it's the benchmark against which the deferral account entries are made.  


MR. SHEPHERD:  Before I get to the questions, the written questions that we provided to you.  I forgot one.  I apologize.  I am going to try to add it now, if you don't object.  


In I-11.16 and I-17.12, Enbridge provided certain information on rate base and depreciation rates.  


Basically, it is a chart breaking down their 2006 rate base by categories and a chart showing their depreciation rates by categories.  I wonder if you could undertake to provide the same information.  


We asked it of them because we tried to do a comparison and they said go ask Union.  So we're asking you. 


MR. BIRMINGHAM:  We will have a look at it.  I assume it is for 2007?  


MR. SHEPHERD:  It was actually 2006, because there was actuals.  


MR. BIRMINGHAM:  We will have a look at it.  


MR. SHEPHERD:  Can we give that a number?  


MR. MILLAR:  JTA 32.  Mr. Shepherd, could you just repeat the undertaking, please.  


MR. SHEPHERD:  That is the information in I-11.16 and I-17.12, for Union.  

UNDERTAKING NO. JTA.32:  FOR UNION TO PROVIDE ANSWERS TO I-11.16 AND I-17.12 


MR. SHEPHERD:  Now, I am moving to our written questions.  


I don't want to give these undertaking numbers at the outset, Mr. Millar, until we see whether at least some of the questions can be answered orally.  


So our first question is, and I will read it to you:  

"Please confirm that non-commodity rates for small commercial M2 customers fell by 18.5 percent from 1993 where they were 2,124 to 2007 where they were 1,730, an average of three percent per year." 


I will just stop there.  Have you confirmed that calculation?  


MR. KITCHEN:  No, I haven't.  


MR. SHEPHERD:  This is in C3.1, if you want to turn to it.  It's on page 3 of that IR response.  It is basically the total of delivery and storage and transportation.  Do you see that?


MR. KITCHEN:  I see that.


MR. SHEPHERD:  So you haven't confirmed that calculation yet?


MR. KITCHEN:  No, I haven't.


MR. SHEPHERD:  Okay.  The next part of the question was -- you will do that in your written response?


MR. KITCHEN:  That would be the intent, yes.


MR. SHEPHERD:  "Please confirm that this drop is 

before inflation such that in cost of dollars, the drop would have been larger."  


Is that correct, that these are inflated numbers?  These are actually dollars of the year?


MR. KITCHEN:  These are the customer bills with the rates in effect at the time, not adjusted for inflation.


MR. SHEPHERD:  That's right.  These are not real dollars.  These are nominal dollars?


MR. KITCHEN:  The rates in effect at the time.


MR. SHEPHERD:  Okay.  

"Please confirm that under your IR proposal, the same figure - that is, that figure currently, 1,730 in 2007 - would increase by 5.6 percent to 1,827 in 2008."  

Is that right?


MR. KITCHEN:  I believe so, but I will check it when I do the IR.


MR. SHEPHERD:  Going back to that drop from 1993 to 2007, can you tell us what the main reasons for that drop in the bills were over that 15 years?


MR. KITCHEN:  I will do my best in the undertaking.


MR. SHEPHERD:  Do you know what they are?


MR. KITCHEN:  There are a number of things that have happened over the years, changes in monthly customer charges, which would be a rate design piece, but I can't tell you how much that has contributed.  


Since 1999, for instance, we have increased the subsidy from the unregulated storage business into in-franchise rates, which is currently being unwound.


There are a number of things that we would have to look at:  ROE changes...


MR. SHEPHERD:  Is part of that productivity activities that you have taken on over the course of that period?


MR. KITCHEN:  To the extent that we have had productivity and they have been reflected in cost-of-service hearings, yes, they would be part of that.


MR. SHEPHERD:  So can we get an undertaking number, then, for what is left of this question?


MR. MILLAR:  We're at JTA.33.


MR. KITCHEN:  We will answer the whole question, 

Mr. Shepherd.


MR. PENNY:  I guess I have to interject at this point...

     MR. MILLAR:  Your mike, please.


MR. PENNY:  Is it your intention to do this for all of the questions that we have said we will undertake to do in writing, whether it is a useful and appropriate use of everyone's time to sit around and listen to that exercise in each case? 


In my view, it is not.


MR. SHEPHERD:  No.  So, for example, question 2, which you have also said you want answered in writing, is:  Please provide a chart.  So we don't need to ask you anything about the chart.  You're going to provide the chart.  You don't have it today and you will provide if as an undertaking.


MR. PENNY:  Let's carry on and see where we get to.


MS. DeMARCO:  We can't hear you.


MR. ROSENBERG:  Did you hear him at the end?  Because he turned his mike on.  Do you want to test your mike again?


MR. PENNY:  It's on now.


MR. ROSENBERG:  Sorry.  Back to Mr. Millar and a number.


MR. MILLAR:  Yes.  It was JTA.33, and I believe that is to respond to Schools' Question No. 1.

UNDERTAKING No. JTA.33:  UNION TO RESPOND TO SEC QUESTION NO. 1.


MR. SHEPHERD:  That's right.  Then Schools' Question No. 2 would be...


MR. MILLAR:  JTA.34.

UNDERTAKING NO. JTA.34:  UNION TO RESPOND TO SEC QUESTION NO. 2.


MR. SHEPHERD:  Thank you.  The next question is - I guess this is for you, Mr. Birmingham - in C4.6, the attachment, this is your presentation, the Spectra presentation, I guess.


You referred to a process risk associated with Enbridge.  What's that?


MR. BIRMINGHAM:  You will notice that the date of the presentation, the day was on June 4th.  So at that point in time, we were looking at the timing of the incentive regulation proceeding, and at that time Enbridge had not yet received their decision on the 2007 base rates, so we didn't know when that was coming.


We didn't know at that point how long it would take them, then, having received their cost-of-service decision, to then prepare their incentive regulation filing.


We didn't know what their incentive regulation filing would look like.


So all I was trying to do was alert our senior management about some of the concerns around the timing of the process, the high potential for retroactivity at that time, and the uncertainty that that creates around potential new investments for Union.  


You can see I put together a tentative time line there, and the actual time line is off by about a month at this point.


MR. SHEPHERD:  The next question is:  

"Please provide any information known to Union that would explain the substantial difference in Union's cost per customer addition compared to Enbridge."


I will just take you to your C10.1 which says your costs per customer add is $1,301.  I assume this is for residential.


Enbridge has advised in their evidence that theirs is $2,500.


Is there some difference in how these are calculated or some operational difference that causes there to be such a big difference in adding customers?


MR. KITCHEN:  There is no information that I have or anything that I can offer to comment on the difference.


MR. SHEPHERD:  Do you know how the Enbridge number is calculated?


MR. KITCHEN:  No.


MR. SHEPHERD:  Then maybe the easiest way to deal with this is:  Can you tell me how yours is calculated?  What's that $1,301.00 comprised of?


MR. KITCHEN:  We'll have to look into that.


MR. SHEPHERD:  Okay.


MR. MILLAR:  That is JTA.35.

UNDERTAKING NO. JTA.35:  UNION TO EXPLAIN COST PER CUSTOMER OF $1,301 IN EXHIBIT C10.1, PART C.


MR. PENNY:  Can I just have the number again while we've got it turned up?  This is the 1,300 what?


MR. KITCHEN:  1,301 showing up in Exhibit C10.1, 

part C.


MR. SHEPHERD:  The next question is -- I guess this will be the last before the break, maybe, or do you want to go further?


MR. ROSENBERG:  We were going to go to quarter to, but if you want to take the break.  


MR. SHEPHERD:  No, that's good, 12:45.


MR. ROSENBERG:  Let me ask the reporter:  Can you go for another 15 minutes?  Okay, 15 more minutes.


MR. SHEPHERD:  There you go.  The bill comparisons for Union and Enbridge appear to demonstrate that Enbridge charges similar ratepayers about 40 percent more than Union for residential ratepayers and at least 100 percent more than Union for non-residential general service ratepayers.


Union has noted that it has not been operating under annual rate cases for the last ten years, which Pacific Economics Group has noted is comparable to the norm in the United States.  


To what extent, if any, does Union believe that its lower customer bills relative to Enbridge are the result of its less-frequent cost-of-service rate applications?


MR. KITCHEN:  Again, I am not able to comment on whether that has been a factor, or not.  I don't have enough detailed knowledge of Enbridge's costs or rates to make any comment at all.


MR. SHEPHERD:  Do you not benchmark yourself to Enbridge at all?


MR. KITCHEN:  Not in terms of my rate design, no.


MR. SHEPHERD:  Okay, but I'm asking a cost question.  So maybe this is a question for Mr. Birmingham.


MR. KITCHEN:  No, I don't benchmark our costs either.  We have our own cost study, and I don't look at the Enbridge cost to see how their costs are derived or included in rates.


MR. SHEPHERD:  Do you have any internal documents that compare your rates to Enbridge's or your customer bills to Enbridge's?  The reason I'm asking is that I understand there was an NRG proceeding last year or the year before, whenever, in which this issue came up, because NRG's rates are somewhat similar to Enbridge's. 


And I understand there was some discussion about it, so I wonder whether you can provide us with whatever --


MR. KITCHEN:  I would have to check.  I'm not sure that I have anything, but I will check.


MR. SHEPHERD:  Thank you.


MR. MILLAR:  Would you like an undertaking?


MR. SHEPHERD:  Please.


MR. MILLAR:  JTA.36.


MR. PENNY:  That's to determine whether we have documents that compare our customer bills to Enbridge's?


MR. SHEPHERD:  That's correct.

UNDERTAKING NO. JTA.36:  UNION TO DETERMINE WHETHER IT HAS DOCUMENTS THAT COMPARE ITS CUSTOMER BILLS TO ENBRIDGE'S.


MR. SHEPHERD:  Our Question No. 6 is:  Please confirm that if Union's proposed adjustment for weather were calculated based on a 20- year -- wait a second.  This is one where you're doing a calculation.  You said you will undertake for this?


MR. PENNY:  Yes.


MR. SHEPHERD:  Sorry.  My apologies.


MR. MILLAR:  That would be JTA.37, Schools Question No. 6, Mr. Shepherd. 

MR. SHEPHERD:  Yes.  
UNDERTAKING NO. JTA.37:  UNION TO RESPOND to SEC question NO. 6.  


MR. SHEPHERD:  Now, question number 7 asks about internal business cases.  

You didn't bring those today, eh?  

MR. BIRMINGHAM:  No, we did not.  That's why we're going to reply in writing.


The one thing I will say, Jay, is that we will take a look and see what we have.  I think C32.15 actually asks all the way back to 1986.  I will tell you now that we don't have that.  But I thought at least what we could do is see what we can come up with for productivity-driven capital over the last couple of years so you can at least see the types of things we have been looking at. 

MR. SHEPHERD:  What I am particularly concerned with, and that's the reason why I wanted to talk about it -- you had a PBR program in which you actually did reasonably well despite the fact that, as you say, you had a pretty onerous X factor. 

I am assuming that there were some productivity initiatives within that program, and it would be useful, I think, to the Board to see the process you went through and how you tracked it, during that period or any subsequent ones because you had a couple of years of rate freeze as well subsequently.  

MR. BIRMINGHAM:  I can tell you that we typically don't track this type of thing.  We're actually looking at creating a system to do that, largely driven by the Board's expectation in the Natural Gas Forum Report where they said, When you come in for rebasing, we want to seat details of those sustainable productivity improvements that you have made.  So as you're actually looking at how do we track this thing right from the start of the proposal to what you suggested on what have you done an on annual basis. 

We will see what we can come up with, but this wasn’t something that we typically did to say what are our productivity initiatives and what are the other things we did.  

I will give you a further example of that.  

In 2003, which was the last year of our trial PBR, our capital spending was $137 million, as compared to the 262 to 300 million we were looking at through the first three years of this one.  

So I wouldn't call that a productivity initiative.  I would call that just pure cutting back.  We will have to take a look and see what we can get for you. 

MR. SHEPHERD:  Your practice has still been to do business cases, right, for big projects?


MR. BIRMINGHAM:  That's correct. 

MR. SHEPHERD:  What I'm looking for is things - maybe the five biggest you did - business cases in order to drive down costs or drive up revenues.  

MR. MILLAR:  JTA.38.  
UNDERTAKING NO. JTA.38:  UNION TO RESPOND TO SEC QUESTION NO. 7


MR. MILLAR:  I guess it is Schools number 7.  

MR. SHEPHERD:  Number 7.  

Number 8 you are going to provide by way of undertaking?  

MR. MILLAR:  JTA.39.  
UNDERTAKING NO. JTA.39:  UNION TO RESPOND to SEC Question No. 8.  

MR. SHEPHERD:  Can I just ask about 8.  Do you have a separate, executive-level category that you can break out?


MR. BIRMINGHAM:  We have all of the people, roughly ten people, who report to the president.  That's what we consider to be our executive group.  So we will have to parse that information out and find out.  We don't track it separately as part of our regular system.  

MR. SHEPHERD:  Okay.  Item 9 again, is a recalculation.  

MR. MILLAR:  JTA.40.  
UNDERTAKING NO. JTA.40:  UNION TO PROVIDE A WRITTEN RESPONSE to SEC question NO. 9


MR. SHEPHERD:  Question Number 10 is:  
"Please explain why the forecasts assume that capitalized O&M will drop year over year during the three forecast years."


I take it, from your list here, that you don't know the answer to that?  You're going to have to go back and check?  Is that right?  

MR. BIRMINGHAM:  That's right.  

MR. SHEPHERD:  Okay.  

MR. MILLAR:  That's JTA.41, and that’s question 10.  
UNDERTAKING NO. JTA.41:  UNION TO RESPOND TO SEC question NO. 10 


MR. SHEPHERD:  11 is also a calculation and you are going to provide that by way of undertaking?  

MR. MILLAR:  JTA.42.  
UNDERTAKING NO. JTA.42: UNION TO RESPOND TO SCHOOL'S QUESTION NO. 11 


MR. SHEPHERD:  Twelve is just a calculation.  You haven't had a chance to do that calculation, but you will do it. 

MR. BIRMINGHAM:  Yes.  

MR. MILLAR:  JTA.43.  
UNDERTAKING NO. JTA.43: UNION TO RESPOND TO SEC QUESTION NO. 12  

MR. SHEPHERD:  13 is another one that you plan to provide by way of undertaking?  

MR. BIRMINGHAM:  That's correct.  

MR. MILLAR:  JTA.44.  
UNDERTAKING NO. JTA.44:  UNION TO RESPOND TO SEC QUESTION NO. 13  

MR. SHEPHERD:  Can I just ask you about that.  This looks like a very small impact of your DSM programs on your per-customer use.  

Is that right?  Are these numbers smaller than you would have expected given what you have been spending on DSM over the last number of years?  

MR. BIRMINGHAM:  It's one of the reasons that we want to take some time to make sure we give you the complete response. 

I think our general sense was that decline in use was attributed to -- not more than 20 percent of the decline in use is attributed to DSM.  And 80 percent would be the other factors, Jay.  But as I say, I want to make sure that that's what you're view is, kind of currently.  But over that period we just want to make sure we're giving you the right numbers. 

MR. SHEPHERD:  Is that how you calculated that chart?  You allocated a percentage to DSM and a percentage to non-DSM?  Or did you actually track your DSM program results in the calculation?  This is in C3.12, I think.  

MR. KITCHEN:  Wasn't it C1.8?  

MR. SHEPHERD:  I don't see that here.  

MR. BIRMINGHAM:  Have we got the right reference?  

MR. SHEPHERD:  Yes, C1.8.  

MR. ROSENBERG:  Jay is checking, flipping pages.  Jay, I think they're waiting for you. 

MR. SHEPHERD:  I asked a question.  Sorry.  

MR. PENNY:  We have found C1.8.  I said:  What is it you want to know? 

MR. SHEPHERD:  Sorry.  I asked the question.  The question is:  Did you simply allocate between DSM and non-DSM impacts based on a percentage?  Or did you actually track through your recorded results of your DSM programs?  

MR. BIRMINGHAM:  I think it is the latter but we will confirm that.  

MR. ROSENBERG:  I see it is almost the lunch break.  Do you want to do one or two more or stop for lunch?  

MR. SHEPHERD:  I am ready to stop at any time.  You want to do 14?  

MR. ROSENBERG:  Okay, 14, Jay.  

MR. SHEPHERD:  He's relentless.  

MR. ROSENBERG:  He likes your questions, I think.  

MR. SHEPHERD:  That must be it.  The first part is an estimate and that is a written response.  But the second part is:  I guess I would like to understand whether, since the split between rates 1 and 10 on the north is structurally similar to the split between rates M1 and M2 in the south, would commercial rate 10 be a proxy for the new rate M2?  Does that make sense to you?  

MR. KITCHEN:  A proxy for the trend?  

MR. SHEPHERD:  Yes, for the trend. 

MR. KITCHEN:  Jay, without checking and looking, I can't really answer that right now.  

MR. SHEPHERD:  Okay.  

MR. MILLAR:  I can't recall if we missed 13 or not, but JTA.44 is question 13.  JTA.45 is question 14.  
UNDERTAKING NO. JTA.45:  UNION TO RESPOND TO SEC QUESTION NO. 14  

MR. ROSENBERG:  I think we are at the lunch break now.  Before we break and resume at two o'clock, are there any matters that parties want to raise before we break?  

If not, after the break, we will be dealing with Union.  Then Enbridge will have some questions, and hopefully before the afternoon break we will finish with Union.  

Anything?  If not, two o'clock.  Thank you.  

--- Luncheon recess taken at 12:45 p.m.

--- Upon resuming at 2:05 p.m.

MR. ROSENBERG:  Good afternoon.  Hello.

Michael, can we just get started?  I know we are waiting for Jay.  I want to find out if there are any preliminary matters that anybody has.

MR. PENNY:  I have none.

MR. ROSENBERG:  I see Enbridge isn't here.  We will deal with Peter Scully in a second.  Are there any other matters?  No.  

Peter was here this morning, but I understand didn't get on the record. 


MR. SCULLY:  Thank you, Mr. Chairman.  Peter Scully appearing for the City of Timmins.

MR. ROSENBERG:  I guess you were just too engrossed with the proceedings.  Jay has just arrived.  Are there any other matters that anyone has?  I am just the guy, but I thought I would leave it at the chair.


We are going to go till 5:00 today and we will have a break around 3:15.  Jay, it's to you.

MR. SHEPHERD:  My apologies for being late.  
Questions by Mr. Shepherd (cont'd)


MR. SHEPHERD:  I am at question 15.  This is concerning permit fees, I guess.  You have provided a memo from City of London talking about permit fees in C1.11.  So the question is:  
"Please calculate the total fees that would have been payable in each of 2005 and 2006 based on the fee rates set forth in the London memo based on how much work you actually did in the City of London."


MR. BIRMINGHAM:  I think we may have misread your question then, Jay.  What we had responded to was taking a look at the fee that is set out in that memo, which is $250, as a permit fee, and we took what we viewed as kind of an average number of cuts into municipal road works during a year, so not limited to London, but across our franchise area.  

So it's not the lowest or it's not the highest, but something in the order of about 30,000 is a reasonable estimate for the amount of work that we would do annually.

So we would take 30,000 times the 250 would put you at about 7-1/2-million dollars, if all of the municipalities took a permit fee at that level and applied it to all of those times that we were working on the municipal roads.

MR. SHEPHERD:  Now, that doesn't include the $10 per square metre of surface area.

MR. BIRMINGHAM:  That's right.

MR. SHEPHERD:  You haven't calculated that out.  Is that a significant additional amount?

MR. BIRMINGHAM:  I don't know.

MR. SHEPHERD:  Okay.  Then the next one is question 16, C1.13, which is:  Please explain the answer, which remains confusing.  

I still don't understand what you mean, so can you help me out?  Maybe it is just me but...

MR. BIRMINGHAM:  Yes.  We will try again.  We thought it was clear, but apparently it is somewhat murkier than we thought.  The idea is if that there was a Z factor event -- let's take a provincial income-tax legislation change that reduces the corporate income taxes payable to the province by $2 million.  That would exceed the threshold, and then we would apply for that reduction, put it in rates.  So the threshold works both ways, positive and negative.

To the extent that an event occurs, we want to accumulate all of the impacts on the company.  So the idea just isn't that one aspect of it, but whatever impacts are on the company from that event, then that is what we would measure against the 1-1/2-million-dollar threshold to see whether we should be seeking recovery, or crediting rates, depending on which way the thing goes.  

So we tried to put out some examples.  One of them was a change in environmental legislation, if that required us to retrofit some of our equipment for either noise or air emissions and also required us to hire additional staff so that we could compile data and report it, we would accumulate all of those costs.  It wouldn't just be the cost for the retrofit.  It would be the total impact of that change.

MR. SHEPHERD:  The thing I didn't understand is it says here -- and maybe this is just the question is worded inelegantly -- not inelegantly, stupidly.

The question says:  Is it 1.5 million per event or 1.5 million for each component of an event, as approved in the trial PBR?

You said:  "No, it is the first as approved in the trial PBR.  It will be applied in the same way as the trial PBR."  So that is why I was confused.

MR. BIRMINGHAM:  It is per event.

MR. SHEPHERD:  Per event?

MR. BIRMINGHAM:  Per event.

MR. SHEPHERD:  Okay.  The next question is 17, and this is one you're going to answer in writing.  We provided you with a spreadsheet, and you're going to confirm whether this is correct; and, if not, will you correct it for us?

MR. BIRMINGHAM:  That's correct.

MR. MILLAR:  That's JTA.46, and it is School's question 17.
UNDERTAKING NO. JTA.46:  PROVIDE ANSWER TO SEC QUESTION NO. 17.


MR. SHEPHERD:  Then question 18 - I just want to look at the reference here - what we asked for is your most recent quarterly filings of RRR.  You said, Sorry, they're confidential.  We're asking you to provide them anyway, and you can file them in confidence, if you wish.  You're not challenging on relevance; right?

MR. BIRMINGHAM:  No, we're not.  Just to be clear, one of the reasons that we wanted to reply in writing with this one, Jay, is I just want to make sure that we have covered all of the potential implications of the lease.  So I want to check with our legal group make sure we're okay from a securities loss standpoint, and even check with the OEB.  

As long as we have all of the implications and we're good with releasing it, then we will put that together.  If not, we will find what we have to do to release it.

MR. SHEPHERD:  Thank you.

MR. MILLAR:  JTA.47.
UNDERTAKING NO. JTA.47:  PROVIDE ANSWER TO SEC QUESTION NO. 18.


MR. SHEPHERD:  Nineteen is another one that you are planning to answer in writing.  I understand that the second sentence you want to provide in writing, because those are detailed calculations.

But can you tell us whether the current rates are Board-approved or whether they're actual rates charged?

MR. KITCHEN:  They would be the --

MR. SHEPHERD:  In 2007, you're actually charging under M2; right?

MR. KITCHEN:  Yes.

MR. SHEPHERD:  But you do have a Board-approved M1, so I am trying to figure out which it is.

MR. KITCHEN:  I believe it is the current M1 rate, so the approved M1 rates adjusted for weather.  So I just need to check the adjusted-for-weather piece.

MR. SHEPHERD:  Whether they're adjusted for weather?

MR. KITCHEN:  Whether they're adjusted for weather, yes.

MR. SHEPHERD:  Assuming it is M1, can you also give us the same chart and the detailed calculations behind it comparing the actual rates being charged, the M2 rates?

MR. KITCHEN:  We've already given you that in tab D; D, tab 3, schedule 11.

MR. SHEPHERD:  At these consumption levels?

MR. KITCHEN:  We have given you the annual bill impacts.

MR. SHEPHERD:  Yes.  I'm saying at these same consumption levels?

MR. KITCHEN:  I don't know if there are consumption levels in that answer.  We have given them to you at 2,600 cubic metres, at 73,000 cubic metres, not at those consumption levels.

MR. SHEPHERD:  All I'm asking you is:  If this is M1 that you're using, then can you give us actuals?  You think this is M1, weather-adjusted?  

MR. KITCHEN:  Yes.  

MR. SHEPHERD:  So the other way of doing the comparison for bill impact is real bill to real new bill. 

MR. KITCHEN:  Yes, yes.  We can provide that. 

MR. SHEPHERD:  Okay, thanks.  That's ...

MR. MILLAR:  JTA.48.  But Mr. Shepherd, that's something more than question 19?  

MR. SHEPHERD:  Well, I think I have expanded on it but I think it can all be one undertaking.  

MR. MILLAR:  Just for the clarity of the record I guess it will be question 19 plus something, and if you could just succinctly state what the plus is. 

MR. SHEPHERD:  It is the detailed calculations behind the charts, plus the same charts using the actual 2007 Board-approved rates, with the detailed calculations behind them.  
UNDERTAKING NO. JTA.48:  UNION TO RESPOND TO SEC question NO. 19, plus the same charts using the actual 2007 Board-approved rates with detailed calculations behind them


MR. MILLAR:  Thank you.  

MR. SHEPHERD:  Then 20 is an undertaking response; that's fine.  

MR. MILLAR:  JTA.49.  
UNDERTAKING NO. JTA.49:  UNION TO PROVIDE A written RESPONSE to SEC question NO. 20  


MR. SHEPHERD:  Under non-energy services in C23.43, you said that it isn't necessarily the case that a change to non-energy service charges would be revenue-neutral.  But will you please confirm that Union's intention with respect to its proposal is that any changes to these charges would be at least profit neutral.  

MR. KITCHEN:  Miscellaneous charges are basically cost based rate.  So they would be set to recover the costs, the revenue requirements associated with providing those services.  To the extent there is any capital involved, there would be a return component to that, but it is essentially to recover revenue requirement.  That is all we would be applying for.  

MR. SHEPHERD:  So except for the return on capital?


MR. KITCHEN:  If there was a return component. 

MR. SHEPHERD:  Which is not normally the case but sometimes?


MR. KITCHEN:  It is possible.  It is just if there was, there would be that component as well. 

MR. PENNY:  That's really a cost, because it is a cost of capital. 

MR. SHEPHERD:  We could debate that.  But the point is except for that relatively small amount, they're profit-neutral?  

MR. KITCHEN:  Yes.  

MR. SHEPHERD:  Question 22 is another one you're going to provide in writing.  

MR. MILLAR:  JTA.50.  

MR. SHEPHERD:  JTA.50. 

UNDERTAKING NO. JTA.50:  UNION TO PROVIDE WRITTEN RESPONSE TO SEC QUESTION NO. 22; AND TO INCLUDE IMPACT OF CANADA-US EXCHANGE-RATE CHANGES


MR. SHEPHERD:  Can you just tell me, have you done an analysis of the impact of Canada-US-exchange-rate changes on your revenue and costs?  

MR. BIRMINGHAM:  We haven't done a specific analysis, Jay.  The only thing we could try to give you is to come up with a rule of thumb based on our past experience about what, for instance, a ten-cent change in the exchange rate would be.  

MR. SHEPHERD:  That would be useful, yes.  Could you include that in the undertaking response?


MR. BIRMINGHAM:  Yes.  We will just enhance the response. 

MR. SHEPHERD:  Thank you.  

In C23.51, you have provided us with some bill impact numbers that reflect the numbers that Enbridge normally uses; right?  

So in order to calculate those, you have to have volume, monthly volume profiles; right?  Can you provide us with those volume profiles and the full calculations of the numbers you created?  

MR. KITCHEN:  Yes, we can. 

MR. SHEPHERD:  Just a spreadsheet would be good. 

MR. KITCHEN:  It is multiple spreadsheets but, yes, we could. 

MR. SHEPHERD:  Oh, joy. 

MR. MILLAR:  JTA.51 is question 23.  
UNDERTAKING NO. JTA.51:  UNION TO RESPOND TO SEC QUESTION NO. 23

MR. SHEPHERD:  Thank you.  Last but not least, this one I think you can answer verbally.  Do I understand correctly that you primarily base your price cap-application on the Board Staff discussion paper and I guess on the Natural Gas Forum?  

MR. BIRMINGHAM:  It's true that we based it on the Natural Gas Forum Policy Report, but I think if you look at the timing, Jay, we had formulated the basis of our proposal really prior to the beginning of the stakeholder consultations that happened last fall.  So it really had the basis of it set there, largely based on the Natural Gas Forum Policy Report.  

To the extent that we filled in the details of that, I think we were informed by the consultations and by the Board Staff discussion paper, but I would say our proposal was largely based on and aligned with the Natural Gas Forum Report and our past experience.  

MR. SHEPHERD:  Thank you.  I don't have any more questions.  

MR. ROSENBERG:  Okay.  Before we get to Enbridge, is there any intervenor that hasn't asked any questions?  

MS. NEWLAND:  Ken, I won't be asking the questions on behalf of Enbridge.  I think Patrick Hoey is going to be asking.  I think Patrick is probably listening so he is probably putting on his jacket and running downstairs.  If we could have your indulgence for five minutes.


MR. ROSENBERG:  Five minutes.  

MS. NEWLAND:  Thank you.  

MR. ROSENBERG:  Why don't we go off the record.  

--- Recess taken at 2:20 p.m. 


--- Upon resuming at 2:25 p.m.


MR. ROSENBERG:  Okay.  We're back on the record.  I will punch the buttons.


MR. ROSENBERG:  I think we are back on.

Questions by Mr. Hoey


MR. HOEY:  I just have two questions.  They may have already been asked, because I wasn't listening completely all the time.  


With regards to M12 - I know this would be a take-away and I apologize for not asking earlier - would it be possible to get a history of M12 rate increases since 2000?


MR. KITCHEN:  Yes.


MR. HOEY:  Thank you.  Then my second question --


MS. NEWLAND:  We need an undertaking.


MR. MILLAR:  JTA.52.

UNDERTAKING NO. JTA.52:  UNION TO PROVIDE HISTORY OF M12 RATE INCREASES SINCE 2000.


MR. HOEY:  My second question --


MR. PENNY:  Is your microphone off, Patrick?


MR. HOEY:  It just got turned off.


MR. PENNY:  I thought I was helping you, giving you more power.


[Laughter]


MR. HOEY:  The second question is regarding a response to Schools 23.52.  It's the attachment schedule 4.


On the first line, M12 long-term transportation, would I be correct in assuming that the revenue numbers there have excluded any adjustment that would come from the IR process?


MR. BIRMINGHAM:  That's correct.


MR. HOEY:  Okay.  That's our questions.


MR. ROSENBERG:  Okay, thank you.  Before we excuse this witness panel, are there any other matters anybody wishes to raise?


[Witness panel withdrew]


If not, thank you very much.  Next, why don't we go off the record for five minutes to allow the witness panels to change.  Thank you. 


--- Recess taken at 2:27 p.m.


--- On resuming at 3:48 p.m. 

MR. ROSENBERG:  We're back on the record.  Why don't I turn it over to Helen, to introduce her panel, and then we will begin with the questions.  
ENBRIDGE GAS DISTRIBUTION - PANEL 1

Rick Campbell

Patrick Hoey

Kevin Culbert

Jackie Collier

Anton Kacicnik


MS. NEWLAND:  Thanks, Ken.  We have brought today the witnesses that we thought would be able to answer most of the questions that should be responded to orally, and we have made a determination that quite a few of the questions are very technical, just as Union made that conclusion, and will have to be responded to in writing.  Unfortunately, at this point, I don't have a list of questions for you that we intend to respond to in writing.  So we will just have to deal with that as we go through question by question with each party.  

I think it is fair to say we have two separate panels, although there might be some sort of crossover.  

Sitting furthest from me is Mr. Rick Campbell.  Next to Rick is Patrick Hoey.  Next to Patrick is Tom Ladanyi, and next to Tom is Kevin Culbert.  These witnesses are here to speak to all of the issues on the issues list, with the exception of the 12 series of issues, the rate-setting process.  So 12.1 through to 12.4.  

Those issues will be addressed by Jackie Collier, and Anton Kacicnik who are sitting to my right.  

MR. ROSENBERG:  Okay.  Thank you.  Before we begin, are there any preliminary matters with respect to the Enbridge evidence?  If not, I will turn it over to Board Staff.
Procedural Matters

MR. MILLAR:  I guess I do have sort of a preliminary issue, and as people will have seen, we have divided our questions under a number of headings.  I think for the first two headings we probably have all of the people here we need to answer the questions, but I note that our third heading relates to Enbridge's reply evidence that they filed in response to PEG's evidence.  

I believe that was prepared entirely by Dr. Carpenter, though Dr. Bernstein may have been involved in that.  In any event, there are two expert witnesses that the company has retained and provided evidence and there are certainly some questions for at least one of them.  

I note that neither of them are here.  I guess there was a brief discussion between Staff and Enbridge about this beforehand.  I'm just wondering how the company proposes to deal with our questions for Dr. Carpenter and Dr. Bernstein.  

MS. NEWLAND:  Our assessment of those questions was they would be better responded to in writing and we thought, as I mentioned earlier this morning, that Dr. Carpenter's and Bernstein's time was better spent back in the office trying to get prompt responses to those questions.  

If there is an absolute need for any party, including Board Staff, to put questions to them orally, then we can certainly make them available by phone, perhaps, later on this week.  

MR. MILLAR:  I take it, then, that in response to all of Board Staff's questions relating to Enbridge's reply evidence to PEG's evidence, you propose to provide all of those answers in writing by way of undertaking?  

MS. NEWLAND:  That's correct.  

MR. MILLAR:  So we needn't even bother to ask those questions today; is that right?  

MS. NEWLAND:  That's right.  

MR. ROSENBERG:  Before Board Staff continues, let's just deal with this Dr. Carpenter and Dr. Bernstein issue.  Are there any other parties?  The company has said, if there are other parties.  So are there other parties?  

DR. HIGGIN:  Yes.  We have got quite a few.  

MS. NEWLAND:  And Roger, we have looked at your questions and we feel that they're better answered in writing by -- 

DR. HIGGIN:  Can I explain my problem?  Is that some of them are not necessarily only answered by the Brattle Group.  Some of them - and it is your decision - may be better answered or, in part, by Enbridge.  That means that we have to go through them all.  

If you had been able to tell me which ones were going to be available, like Board Staff, you would address here and which ones were going to be done in writing, then it would be more efficient.  

MS. NEWLAND:  Yes.  Certainly, Roger, you will notice we don't have Mike Lister, for example, on the panel because he is back at the office working on written responses to the X factor. 

DR. HIGGIN:  Exactly. 

MS. NEWLAND:  So all of your questions, whether they're responded to by Dr. Bernstein, Dr. Carpenter or Mike Lister they will be responded to in writing. 

DR. HIGGIN:  All of them? 

MS. NEWLAND:  Yes. 

DR. HIGGIN:  Thank you.  I could go home then.

MS. NEWLAND:  Lucky you.  

MR. ROSENBERG:  Yes, Jay. 

MR. SHEPHERD:  I guess I want to express my concern on the record about this.  The Board ordered a Technical Conference and I think the applicant had an obligation to show up with their witnesses.


It wasn't one of your options to say, We're not going to show up.  We don't care that the Board ordered us to be here.  You had to have witnesses here to answer the questions that were asked unless you are objecting to the questions. 

I think you had the option of saying to the witnesses, to the parties in advance, We would rather answer these in writing; is that okay with you?  And get agreement.  But to come here without your witnesses seems to me to be improper.  

MS. NEWLAND:  We're certainly not trying to avoid questions or do anything improper.  What I can offer, which is what I offered before, is to the extent that parties feel that they need to ask questions directly of Dr. Bernstein or Dr. Carpenter or Mr. Lister, we will make them available.  Dr. Carpenter and Dr. Bernstein, by phone, if that is acceptable, and Mike Lister in person, but he is not on the premise today.  So it would have to be tomorrow.  

MR. ROSENBERG:  Why don't we do this:  I see Board Staff wanting to interject, but before we go there, why don't we consider doing something off-line during the afternoon break to set a time when they would be available by phone, with Mr. Lister, at the same time so there is a fulsome -- 

MS. NEWLAND:  Ken, that's fine.  Mr. Lister can be here in person because he lives in Toronto. 

MR. ROSENBERG:  I understand. 

MS. NEWLAND:  So maybe you could just ask parties how many parties feel that they need to ask questions directly to Dr. Bernstein and Dr. Carpenter.


MR. ROSENBERG:  Yes.  

MR. MILLAR:  I think that is certainly our preference.  We can't force the company to bring a witness, but we would prefer to have them in person. 

MR. ROSENBERG:  Possibly two.  Any others who haven't spoken?  

DR. HIGGIN:  We will take them in writing.  Sorry.  We will take them in writing.  But I do have questions that definitely should go to Mr. Lister.  

MR. ROSENBERG:  So it appears there is at least two, and maybe more.  We're not here to constrain parties.  Sorry.  I interjected.  

DR. LOWRY:  Nothing further.  

MR. ROSENBERG:  Why don't you deal with it at the break?  

MS. NEWLAND:  We will deal with it at the break and find a time that works.  

MR. ROSENBERG:  Good.  Are there any other preliminary matters?  If not, Board Staff.  
Questions by Mr. Millar

MR. MILLAR:  Thank you, Ken.  Good afternoon, panel.  We did prefile our questions in writing.  As I mentioned, they're divided into three chunks, and I guess we will have some discussions about the third chunk perhaps on the break.  I will proceed with the first two.  

They start at page 3 of the document that we filed.  The first heading is:  Enbridge's interrogatory responses.  The first question relates to Board Staff Interrogatory 
No. 4.  It asks:  
"In part B to D of its response to this interrogatory, Enbridge declined to provide a demonstration of how the return on capital and associated operating and maintenance expense for transmission pressure, high pressure, and low pressure mains vary as a function of the number of customers.  
"Enbridge attributed its response to the uniform system of account where all mains costs are pooled into a single account.  The question is:  
"What prevents Enbridge from providing an explanation, at a conceptual level, detailing the linkage between cost incurrence and the number of customers for these types of capital expenditures and associated O&M expenses?"


MR. LADANYI:  Maybe I could start off giving you an answer.  For a start, we don't have any transmission pipelines so we wouldn't have any transmission pressure to start off. 

Continuing on.  I think that kind of analysis is really more related to cost allocation than rate design in the fully allocated cost study.  It appears to us you're looking for some kind of a linear relationship that would cause us to, for example, build a new high pressure main, because there is system expansion going on, customer additions somewhere else.  I can only discuss it with you in a conceptual basis, if you can visualize the suburban area north of Toronto, with Newmarket and Uxbridge and Aurora.  As subdivisions are being developed there, eventually our mains serving those areas is going to be at capacity.  It is not completely linear relationship because there isn't only one main serving there.  There would be several mains. 

So it really depends on the location.  I would say in general terms, yes, we will eventually have to reinforce the system, as customers are being added.  But to specifically relate it to the other is very difficult, except when you do rate design, when you do actually cost allocation rate design.  I will turn it over to Anton.  Maybe you can help a little bit here, Anton.

MR. KACICNIK:  Yes, certainly.  There are some questions later on that ask specifically about cost allocation rate design.  Shall we wait until that point?

MR. MILLAR:  I maybe you're referring to question 3, probably.

MR. KACICNIK:  That's correct.

MR. MILLAR:  So I am happy to wait until we get there, if you have an answer prepared for that.  Did you have anything to add, Mr. Ladanyi, on Question No. 1 specifically?

MR. LADANYI:  Well, the only thing I can say is that, you know, you can visualize again when the community starts up, there may be a small main.  The company would, let's say, design this main on the basis of typically a ten-year growth in the community.  If the growth is faster than expected and, for example, there is a high real estate demand for that community, that capacity could be used up in five years.  So we might have to reinforce it sooner, or it could be slower.  

It is very, very hard to forecast how these things are going to happen.  We are responding to the pressures of the marketplace.

MR. MILLAR:  Okay, thank you for that.  I understand there will be more perhaps relating to question 3, so I will move to question 2.

I won't repeat the preamble, because it is virtually identical to the preamble for question 1, but the question itself is:   
"What prevents Enbridge from providing an explanation at a conceptual level detailing the linkage between the number of customers and storage costs?"  

I guess this is a slightly different issue, because it wasn't clear to us, at least, what the nexus was there.

MR. LADANYI:  Maybe I could try that again.  You can see if we were to add, let's say, 40,000 customers in a particular year, we probably will not have to contract for a lot of new storage capacity.  But after several years like this -- for example, over several years we have 300,000 customers, you can imagine that we will be probably in a situation where we will have to contract for more storage capacity or try to develop more of our own storage capacity.

Again, these types of developments are lumpy.  You know, they don't happen on a linear basis from year to year, in a way.  For each customer, we will add so many cubic metres of storage or so much deliverability.  It really happens in a non-linear fashion.  That is why it is very difficult for us to provide you with that kind of a response.

MR. MILLAR:  I know you won't be able to give a --

MR. HOEY:  Just an add-on is that, at least in our system, the corollary is that we could also take pipeline capacity on TransCanada or from Union on M12 that has no storage attached to it, but essentially gives us the same type of service as that.

So it is hard to suggest, you know, the costs tied to a customer number.  It varies in our particular area.  It is not just linked to storage.

There is what I will call equivalents to storage that would provide you the same type of benefit, and it may not be a storage service.  So it is hard to relate what those costs would be on a per-customer basis.

MR. MILLAR:  Thank you for that.  Just to follow up on Mr. Ladanyi's response, I know you probably won't be able to give me a precise number, but you stated that for 40,000 new customers, probably not any additional costs.  If you get up to 300, then you may have to contract for new.  

Can you give me a ballpark idea of the number where it goes from no cost to cost?  Are we talking somewhere half-way between those points?

MR. LADANYI:  I don't have a number I could give you now.  We can undertake to provide you with that, but I'm speaking essentially on a conceptual basis.  I really didn't have any particular calculations in front of me that I could refer you to.

MR. MILLAR:  I'm not trying to tie you to a specific number.  I am happy to take the undertaking.  All I really want is a ballpark.  If you can provide that now, that's great.  Otherwise I --

MR. LADANYI:  We will try to provide that.

MR. MILLAR:  Thank you for that.  JTA.53.  The undertaking is to provide an estimate of what number of new customer additions will lead to increased storage costs.
UNDERTAKING NO. JTA.53:  ENBRIDGE TO PROVIDE ESTIMATED NUMBER OF NEW CUSTOMER ADDITIONS THAT WILL LEAD TO INCREASED STORAGE COSTS.


MR. LADANYI:  Right.

MR. MILLAR:  Thank you.

I will move to question 3.  This is a bit of a longer question.  There are several questions within here, so I am just going to read the whole thing, and then I understand maybe bits and pieces will be taken by different people, but we will stumble through it.

The question is:
"In part F of its response to this interrogatory..." and, again, we're still talking about Interrogatory No. 4, "...Enbridge declined to provide a table depicting the cost per customer for specific components of its Board-approved revenue requirement for fiscal 2007.  Enbridge attributed its response to the uniform system of account where all main costs are pooled into a single account."

The questions are:
"Did Enbridge perform a fully allocated cost study that supports its 2007 Board-approved rates?  If so, did Enbridge classify its distribution mains between TP, HP and LP..." -- I guess we can take out TP -- "... in its fully allocated cost study for fiscal 2007?  
"If so, please provide the basis of calculation for the classification and the resulting apportionment of mains between HP and LP.  
"Please confirm that for the purpose of cost allocation only LP mains have a customer-related component.  
"Finally, please provide the percentage of LP mains classified as customer-related." 

I know that is an eyeful and a mouthful.  Who would like to start?

MR. KACICNIK:  Yes, I will take that one.

Yes, we did perform the fully allocated cost study for 2007 test year, and, as previously witnesses described, revenue requirement is determined on a system-wide basis.

So, for example, for mains, revenue requirement would be determined for all our mains in total.

Now, for rate design purposes, we go through cost allocation step --

MS. DeMARCO:  I'm sorry, does he have his mike on?

MR. KACICNIK:  Yes, I do.

MR. MILLAR:  If you could try to speak up a little.  I guess there is some difficulty in hearing you at the back.

MR. KACICNIK:  So for rate-design purposes, we take the revenue requirement for mains, and then classify that revenue requirement as extra high pressure related - we also call that TP pressure - high pressure-related and low pressure-related.

This process is required so we can assign revenue requirement to different rate classes, and then design rates to recover those costs from customers that they're using specific set of assets.  The way we do that for mains specifically is we extract main information from one of the company's databases, and the key here is to determine how much investment has the company made in specific class of mains.  Was it extra high pressure, high pressure, low pressure?

So we pull out this information and it will be pipe size, pipe materials, pipe length and investment.

So then we can massage the data and come up with the total investment that was made into extra high pressure main, high pressure and low pressure, and then we use that classifier to classify return on taxes, depreciation expense, et cetera, that are related to revenue requirement for mains.

Further to your question with respect to low pressure mains, it is true only low pressure mains fill a customer-related component, and that component in recent years had been around 45 percent.

MR. MILLAR:  Forty-five?

MR. KACICNIK:  That's right.

MR. MILLAR:  Just one moment.

It appears you can do the allocation for our 
question 3.  Is there a reason you can't do it for 
question 1?  I'm not sure if that is for Mr. Ladanyi.

MR. KACICNIK:  All of the revenue requirement is allocated in some way through cost allocation study that supports rate design.  So storage costs are classified and allocated in specific drivers.  Services, any other type of revenue requirement expense, is allocated in some way.

MR. MILLAR:  I guess I'm still not clear why 
question 1 can't be answered.  If you have done the work and you can do this for our question 3, what's the difference between our question 3 and our question 1 that prevents you from doing the same thing for question 1?

MR. KACICNIK:  I think the key difference here is that the development of revenue requirement does not distinguish between these main categories, high pressure, transmission pressure, low pressure.

Revenue requirement is developed for all of our mains in total.  We classify them in the cost allocation study that then supports rate design.

MR. MILLAR:  Okay.  Thank you for that.  I think I will move on.

The next question is our question 4.  It reads:  
"In response to a question concerning EGD's statement that in the past five years, the Board's approved distribution margin has increased on average by 3.83 percent, Enbridge responded that the approved distribution margin included the impact of costs and revenues approved by the Board.  
"The question is:  Are rate-base changes stemming from the QRAM in a particular cost of gas and inventory one of the impacts contributing to the average 3.83 percent increase in distribution margin over the last five years?  
"If so, what would be the recalculated increase in the distribution margin over the last five years, absent these costs?  

MR. CULBERT:  Yes, I can respond to that.  The number you are quoting, 3.83 percent, does include the carrying cost on gas and storage in there.  

I don't have a calculation for you now.  I could certainly provide you what that calculation would be.  However, the company views, as you saw in Exhibit C, tab 4, schedule 1, I am guessing here at where it is, page 5, you will see in that calculation that is what the company views as part of its distribution revenue requirement.  We backed out the existing carrying cost on gas and storage and included the newly forecast at the latest PGVA carrying cost on gas and storage.  We can certainly provide the calculation. 

MR. MILLAR:  Thank you for that.  We will take the undertaking.  So that will be JTA.54, and just to be clear:  The undertaking is to recalculate the increase in the distribution margin over the past five years, backing out the QRAM cost of gas inventory.  
UNDERTAKING NO. JTA.54:  ENBRIDGE TO recalculate the increase in the distribution margin over the past five years backing out the QRAM cost of gas inventory


MR. CULBERT:  Correct.  

MR. MILLAR:  I have question 5 here.  I think actually Dr. Lowry will ask question five when it gets to be his turn, so I will take that out of the queue for now and move on to question 6.  

It states in part C of its response -- this is to Board Staff undertaking 15, I believe, probably interrogatory 15: 

Enbridge explains that the only detailed review of its actual deferral variance account balances will occur within the filing time lines of its April 1st QRAM annually.  Enbridge further explains that this streamlining and minimizing of review time and costs will assist all stakeholders in contributing to the objective of efficiency gains in an IR model.  

The question is:  

"Please confirm that under Enbridge's proposal, interested stakeholders would have only about a week to file responsive comments to Enbridge's April QRAM application and supporting evidence, and a prudence review of its proposed deferral variance accounts, actual year-end balances, including the balances in the proposed cast-iron main replacement and safety and integrity programs deferral accounts."


MR. CULBERT:  I would concur.  Under the current structure of QRAMs, that is what it would seem to be, there would be a one-week process.  However that wasn't the company's intent in responding.  We could certainly provide the deferral and variance account balances which would be a December balance probably by the 1st of February, actually, to all parties for their review, prior to the actual process of the QRAM.  

MR. MILLAR:  You would agree a week sounds a bit tight for that?  And you're not opposed to extending that?  

MR. CULBERT:  Absolutely.  

MR. MILLAR:  Okay, thank you.  

Moving on to question 7, in part G of its response to Board Staff Interrogatory No. 16, Enbridge indicated it proposes only that ROE be adjusted once, if the guidelines change and that the methodology for the adjustment would need to be considered at that time.  

If we look at Exhibit B, tab 5, schedule 5, page 19, Enbridge provided a list of impediments to the continuation of the debt redemption deferral account under IR.  

Hoping you can describe the additional complexities associated with the continuation of the DRDA over a potential adjustment in rates for ROE.  I'm wondering if there are different things that are looked at there. 

MR. CULBERT:  Yes, the rationale behind the evidence, if you look at paragraph 52 of that evidence, essentially is that the rationale behind the DRDA is that what you're looking to do is return any unforecast interest savings as a result of an early debt redemption, but that would be embodied within the new forecast of an overall capital structure inclusive of all debt that is required into future periods, meaning additional debt that is required to finance capital expenditures for each of those periods.  

That's not what is embodied in the company's IR application; however, what the company is looking to do with respect to ROE, is adjust it if there is a formula change that comes out of Board guidelines, to apply it on a one-time basis to the existing revenue requirement for 2007.  

So we look at those two things as being completely different.  

MR. MILLAR:  I just want to be sure we're clear.  

Is it more complicated to do the second calculation than to do the first calculation?  

MR. CULBERT:  Is it more complicated?  

MR. MILLAR:  Is it more work?  Additional complexities is the way that we have worded it.  But you seem to be able to do it -- I shouldn't say "be able to do it", but you are willing to do it for the ROE but not for the DRDA?


MR. CULBERT:  Yes.  As I said the ROE would be based on a platform at the outset of the IR term.  The change for a DRDA would be respective to an overall forecast of interest costs for each period in the future.  We won't have a forecast of all of our interest costs for each of those periods.  

MR. MILLAR:  Okay.  Thank you for that.  I will move on to the next question.  

This is question 8.  It is with reference to Board Staff IR No. 19.  It states in part D of its response:  
"Enbridge states that it does not anticipate or have a forecast of any significant reductions in O&M expenses over the term of the IR plan as a result of the proposed incremental system reinforcement, cast-iron main replacement, and safety and integrity programs.  
"Please reconcile this statement with Mr. Lister's statement at Exhibit I, tab 1, schedule 49 in which he states that:  'It is reasonable to think that since the company's reliance on cast iron is declining, then, all else being equal, the long-term O&M costs related to servicing these pipelines should decline.'" 

I guess the second part of the question is:  
"Is Enbridge proposing that any reductions in O&M, significant or otherwise, be included in its proposed Y factor related to incremental system reinforcement, cast iron mains replacement and safety and integrity programs?"


MR. HOEY:  I will take this one.  

First off, Enbridge is not proposing any reductions to O&M on the Y factors, as well as we're not proposing any increase in O&M because of the Y factors.  

With regard to Mr. Lister's statement, talking to him, what he was saying or what he meant to say, if it wasn't clear here, was that over time, as you eliminate cast iron within the system, there are some O&M costs tied to maintaining that cast-iron system that will disappear over time.  

The plan right now is that the -- I think cast iron would get out to 2011.  So it is almost over the entire term anyway.  So the O&M reduction won't occur until the very last year, if it was to occur at all.  

The other thing, though, is that one of the other programs that is sitting there is the safety and integrity pipeline program.  Our experience in past programs where you do this kind of work, such as running pigs down the line, is that once you run a pig down the line, you will find that there are things that you have to fix within the line and there are additional O&M costs that you will have to incur because you now know things that you didn't know before.  And we have not built in any additional O&M costs for that.  We know that the only thing they will do is go up, not down. 

MR. MILLAR:  With reference to the second part, does that suggest you need to do more, to be running pigs down lines more often, if every time you do it you find that there may be increased O&M costs?  

MR. HOEY:  Sorry, say the question again?  I didn't get it. 

MR. MILLAR:  A pig, as I understand it is, it is a little device with a camera on it or something.  Maybe I am wrong.  It is something used to inspect the lines; is that right?  

MR. HOEY:  Yes.  Inside. 

MR. MILLAR:  You're stating when you run those, you're running more of these than normal because of this program and that's leading to increased O&M costs?  

MR. HOEY:  It will increase O&M costs, yes.  

MR. MILLAR:  Maybe I do understand it.  You're saying you're doing a more aggressive maintenance program and that will lead to higher O&M costs?


MR. HOEY:  Right, right. 

DR. LOWRY:  I have a question.  Let's suppose hypothetically you have 500 miles of a cast-iron main, and in the first year of five years, you place 100 then the second year you place another 100.  

Are you saying there are no O&M cost savings from the 100 miles that you replaced in the first year of the plan until four years later when the next plan begins?

MR. HOEY:  Maybe I will start and Mr. Ladanyi can join in.

In your theoretical scenario, that would make some sense.  The cast iron, though, that we've had is a program that has been running for a long time.  The one thing that has happened and that we have noticed is that it is our belief that the risk of cast iron has gone up and we still have a lot of pipe in the ground.  What we've had to do is increase our O&M over time to ensure that it doesn't lead to incidents and that we're aware of those things.

So as the pipeline gets older, we actually have to spend more on O&M to make sure that things don't happen.  That is one of our concerns.  So it isn't linear in that sense and it doesn't end until you actually end the program.

DR. LOWRY:  Doesn't that just magnify the O&M savings that will result after you replace the first 100 miles that you just referred to?

MR. LADANYI:  I think we actually dealt with that a few years ago when we were first discussing the acceleration of the cast-iron-replacement program.

The main O&M cost is leak survey, and it is not even a large cost.  So cast iron replacement was never a program that is going to -- essentially to achieve O&M savings.  That was never an objective.  Our leak survey program probably would be able to cut some costs, but we have not done any analysis and that was not a motivator.

I should also point out that running the inspection tools -- by the way, they are based on magnetic anomalies, not cameras.  They use magnetic fields to detect defects in pipe.  That is in response to PSSA director's order which is filed in response to School Energy Interrogatory No. 1.  That it is attached there and it explains why this is being done. 

As we run these inspection tools through high pressure mains, we are likely to find magnetic anomalies, which will possibly be damage to pipe or corrosion, which would require additional O&M maintenance costs.  

So there is going to be an offset to any particular savings we might have from leaks around cast iron to corrosion repair work as a result of running the inspection tools.

MR. MILLAR:  Thank you.  I think we will move on to the next question.  It is question 9.  It relates to interrogatory 23.

In the interrogatory response, it is unclear whether Enbridge is responding in the affirmative or not, as to whether the filing of standard ROE calculation schedules and annual actual capital expenditures by US accounts would be onerous and counterproductive.

Please, can you clarify that.  Is it a yes or no?

MR. CULBERT:  Is it a yes or no?  I guess our response is, with respect to that one query, our answer would be no.  The rationale behind our evidence is that every party has a different view of reporting that should be required of each of the distribution companies in an IR term.

That line can sway all over the place, depending on who has a different view.  So the company's view is that the Board's RRR and SQR reporting were basically the basis for reporting.

MR. MILLAR:  I think you made that clear in the IR response, but the answer to whether or not the specific question, if it's onerous or counterproductive; your answer to that specific question is no?

MR. CULBERT:  To Board Staff's specific question, the answer is no.

MR. MILLAR:  Thank you.  I will move on to 
question 10.  Enbridge states that it would consider requesting interim new rates effective January 1st, 2008 as part of its QRAM application.

The question is:  
"Does Enbridge intend to request an interim continuation of existing rates or an interim change to existing rates, presumably an increase to existing rates?  In Enbridge's view, does the QRAM process allow sufficient time for a proper review of proposed interim rates in time for rates to be implemented January 1st, 2008?

MR. HOEY:  I guess the QRAM process wouldn't allow it.  So if we were going to ask for an increase, interim increase, we would have to file significantly earlier than what you would do under the QRAM.  That might be sometime this month; no later than the 1st of November.  And any increase would be more in line with what we're seeking right now.

I guess the philosophy would be that at the end of the process, if customers got back a rate credit instead of a rate debit, it would be better all the way around.

MR. MILLAR:  Okay.  So November 1st is probably the --

MR. HOEY:  At the very latest, yes.

MR. MILLAR:  Okay, thank you.  Question 11:

"Despite the fact that" -- as you state in your response to interrogatory, I think it is 28 -- "you have now conducted a comprehensive analysis, is Enbridge currently aware of any specific costs or revenues in excess of 1.5 million that are being recovered or are reflected in 2007 rates that will not recur in 2008?
"If so, could you please identify or specify."


[Witness panel confers]

MR. HOEY:  We have not -- as we say, we didn't do a comprehensive analysis and just for 2008.

It doesn't fall in either one of these, but there's a notional utility deferral account is contained in 2007 rates, and I don't believe that there are costs associated with 2008.  

But, in addition, we know that specifically what the -- what did we call it?  A strategic distribution alliance contract is up for renewal for the 1st of January 2009, and it's currently out at RFP.  We fully anticipate that there will be a large significant increase in costs there, too, but we don't know what the size or quantity of that would be.

MR. MILLAR:  The notional account deals with -- it's deferred taxes from water heaters or something like that; is that...

MR. CULBERT:  With respect to an issue of that nature, yes, but it isn't -- it's a notional account.

MR. MILLAR:  How much is it for 2007?

MR. CULBERT:  I'm guessing here.  Approximately 
$9 million, somewhere in that neighbourhood.

MR. MILLAR:  Just to confirm, that is an expense that does not reoccur in 2008?

MR. CULBERT:  It's an expense charge that does not reoccur, yes.

MR. MILLAR:  Okay, thank you.

MR. LADANYI:  It's a recovery of a cost.  It is not actually an expense.  It's a Board-ordered recovery, is what it is.

MR. MILLAR:  Yes.

MR. HOEY:  There was no expense in 2007, either.

MR. LADANYI:  It is spread over three years, and this I think is the third year it is spread over.

MR. MILLAR:  But it is in base rates?  It is not a rate rider or something like that?

MR. HOEY:  No.  It is in base rates.

MR. MILLAR:  Thank you.  I will move on to our second set.  These are with regard to Exhibit C, tabs 1 to 4.  Some of these may be ones you plan to provide by way of undertaking, and that is fine.

In fact, Ms. Newland, are these all going to be provided by way of undertaking?  Should I bother to read them out?

MS. NEWLAND:  I think probably that question could be answered by Mr. Hoey.  Mr. Hoey, do you know which ones...

Certainly question under Exhibit C is an undertaking.

MR. MILLAR:  Okay.  So we will start with that one.  JTA.55 will be to respond to Board Staff Exhibit C, Question No. 1, just so we're clear which question 1 it is.
UNDERTAKING NO. JTA.55:  ENBRIDGE TO PROVIDE RESPONSE TO BOARD STAFF EXHIBIT C, QUESTION NO. 1.


MR. MILLAR:  How about question 2?

MS. NEWLAND:  That's an undertaking, as well.

MR. MILLAR:  That will be JTA.56.  That is a response to Board Staff Exhibit C, Question No. 2.
UNDERTAKING NO. JTA.56:  ENBRIDGE TO PROVIDE RESPONSE TO BOARD STAFF EXHIBIT C, QUESTION NO. 2.


MR. MILLAR:  So both of them for that.

I guess our next series of questions relates to Exhibit C, tabs 5 to 7.  Will these be provided by way of undertaking, as well?

MS. NEWLAND:  No?  Are you prepared, Jackie, now?  No, we can respond to them now and Ms. Collier -- or Jackie and Anton will...

MR. MILLAR:  All four of them?

MS. NEWLAND:  Yes.

MR. MILLAR:  I will start with number 1 and read it in.

For clarity, these appear on page 7 of Board Staff's documents setting out the questions, questions with regard to Exhibit C, tabs 5 to 7.

The first question is:  

"Please explain on what basis the difference between the 2007 distribution revenue requirement base, the 2007 DRR base is 772.9 million, and the 2008 DRR base, 812.4 million has been assigned to the various customer rate classes.  

MR. KACICNIK:  I would like to respond to this question by highlighting first that we are...

MS. DeMARCO:  Can't hear you. 

MR. KACICNIK:  Well, the mike is on.  I am speaking as loud as I can possibly can.  I don't know if people can raise the volume.  

MR. ROSENBERG:  Why don't you try speaking closer to the mike.  

MR. KACICNIK:  That's not the case.  


I would like to highlight that we are not proposing any changes to conventions and principles that govern allocation of revenue requirement to customer rate classes.  The key difference that occurs between cost of service and incentive regulation is in the way revenue requirement is determined.  And the cost of service revenue requirement is determined from ground up using forecast costs that the company would incur to provide service to its customers.  

And the incentive regulation revenue requirement is determined using a formula.  That is the key difference that we are seeing between how we assign costs this year versus last year.  

So we used 2007 Board-approved cost allocation from the final rate order, and then from that allocation we removed the proposed Y factors, put back in new Y factors for 2008, and then the remaining difference was prorated to the costs that were embedded in the 2007 Board-approved study.


Once those costs were prorated, they flew through the cost allocation study just as before under cost of service.  

MR. MILLAR:  Okay, thank you.  Question 2:  
"Please provide the rationale for the allocation factors used for the following Y factors: the 2008 leave to construct and 2008 safety and reliability programs.  

MR. KACICNIK:  Yes, certainly.  

Leave to construct projects that are related to our extra high pressure mains.  So we are using the allocator that we use to assign that revenue requirement to customer rate classes.  

You can see that process depicted at Exhibit C, tab 6, schedule 9, page 6.  This is for leave to construct.  

For safety and reliability, for cast-iron replacement program, with low pressure mains.  So that revenue requirement is assigned to customer rate classes based on their peak contributions and low pressure system.  

Integrity management program deals, again, with extra high-pressure mains because they are the only mains that are subject to pipeline integrity management programs and those costs are assigned to customer rate classes based on peak contributions to extra high main pressures.  So it is the same allocator as for leave to construct.  

The third category is for TC module upgrade.  These are temperature compensation modules and they only deal with meter sets for large volume customers.  So we took meters are allocator and only did it for large volume customers.  Nothing went to general service.  

MR. MILLAR:  Okay, thank you for that.  That clarifies that.  I will move on to question 3:  
"Please explain Enbridge's approach by rate class used to determine how the increase in the distribution revenue requirement is proposed to be recovered from the customer charge, demand charge where applicable, and delivery charge.  

MS. COLLIER:  Yes, I can answer that.  

Once we have determined the amount of distribution revenue requirement for each of the rate classes, we derive an average unit rate for that.  So for rate 1, for example, whatever the dollar amount that we've determined needs to be recovered from that rate class, is just divided by the total volumes for that rate class and that is an average unit rate that we have.  

We compare that to the existing average unit rate for rates that we have in place today, and that yields a percentage increase.  And that percentage increase is then applied to the monthly customer charge, the demand charge if it is necessary and the variable delivery charges that we have.  So it is based on that.  

MR. MILLAR:  Okay.  Thank you for that.  

Finally, question 4.  I'm not sure if you propose to do this by undertaking but it asks:   
"Please provide a table depicting the proposed changes in relative term percentage by rate component for all customer rate classes."


MS. COLLIER:  We are proposing to undertake that, yes.  

MR. MILLAR:  That will be JTA.57.  That will be to answer Board Staff question number 4, Exhibit C, tab 5 to 7 on page 7.  

As we discussed, I think we're going to park Dr. Lowry's questions for the time being, and we may come back to them.  I guess actually -- 
UNDERTAKING NO. JTA.57:  ENBRIDGE TO PROVIDE A RESPONSE TO Board Staff question NO. 4, Exhibit C, tab 5 to 7, on page 7


MS. NEWLAND:  I am pausing here, Mike, because some of the questions, even though we have Dr. Carpenter and Dr. Bernstein available by phone tomorrow or perhaps the next day, whenever that can be arranged, it still may be that some these questions are still better answered in writing.  

So maybe we could also take that off-line and figure out ...

MR. MILLAR:  We can do that as well.  Dr. Lowry has reminded me that question 5 was sort of shifted into his bailiwick and that may be one that is appropriate to ask this panel.  Maybe we will give it a stab here, if there is something more for Drs. Carpenter or Bernstein, we can take it up with them as well. 

MR. ROSENBERG:  Before you we get going.  We were going to break at 3:15, but I thought you may finish before then. 

MR. MILLAR:  We have one question. 

MR. ROSENBERG:  One question.  Fire away.  

DR. LOWRY:  I would like to follow up that it might be nice to have the opportunity to discuss their answers with them after we obtain the written version of them.  

Okay.  Question five is the only one that I was asked to read, and I will do so. 
"At Exhibit I, tab 1, schedule 29, Enbridge mentions two approaches to formulating the IR plan that are acceptable:  first, an historically based X factor with additional components like the Y factor which reflect 'significant future deviations from past performance'; then secondly, an approach based on 'all-inclusive X factor which supposedly incorporates future deviations from past performance.' 
"At Exhibit I, tab 1, schedule 8, Enbridge also states that:

'The evidence at Exhibit B, tab 3, schedule 1, X factor productivity challenge, considers the prospects for future input and outputs only at a surveillance level which doesn't make its observations or conclusions any less real.'  
"So the question then is:  
"Could you please clarify if Enbridge has included the prospects for future inputs and outputs as part of its proposed X factor."


MR. HOEY:  I can answer that question.  I have checked with Mr. Lister and, no, we did not include any future input or outputs in the proposed X factor.  

The reference that was made in the previous response on that, the prior paragraph you just announced, was that Mr. Lister did the X factor and then he looked at what might occur in the future in a general sense and only as a check to make sure that the number that he got seemed to be reasonable in terms of an X.  It wasn't determined by prior, it was only determined by historical numbers. 

DR. LOWRY:  Okay.  So then is it the case, then, that it is the first option?  Is the route you have chosen, that you have an historically based X factor with additional components like the Y factor, which reflect significant future deviations from past performance?  

MR. HOEY:  That's correct.  

DR. LOWRY:  But the Y factoring, as I understand it, according to page 1 of the testimony, says that the company proposes a pass-through of costs of service for various types of capital spending.  

Aren't those very costs included in the TFP calculation that the company is proposing as the basis for its X factor?  

MR. HOEY:  The evidence on the Y factor was that the capital that was included in the Y factor was for items that had not been historically included in the company.  

So in terms of leave to construct, there has hardly been any leave to construct in the last five years and now there is a number of leave to constructs.  So that is a variance.  It is a difference from what has been historical pattern. 

The same with taking the cast iron.  The cast iron amount is 17 million in Y.  The average over the last five years has been 25 million.  The proposed spend is 42 million.  The difference is 17.  That's what we mean by the difference between the two.  

So we have included whatever we would normally have spent in the historical as part of that.  The Y is the difference between it, not a major, big item.


DR. LOWRY:  You're not proposing to Y factor more conventional replacement capital spending in --


MR. HOEY:  No.


DR. LOWRY:  Okay.  That's it.


MR. ROSENBERG:  Thank you.  That's it for Board Staff.  We will take a break now.  Before we go, are there any comments?  Yes.


MR. CAMPBELL:  Can I add something?


MR. ROSENBERG:  We're going around the table.  It would be Schools.  Schools wants to pass so...  Do you have any questions?


DR. HIGGIN:  I have some questions.


MR. ROSENBERG:  Can you turn on your mike, please.


DR. HIGGIN:  I have questions which should be answered by Enbridge, and the only constraint I think will be whether Mr. Lister needs to be involved, so I think the answer is "yes".


MR. ROSENBERG:  Okay.  Well, what we're going to do is just go around the table like we did with Union.  So anything else?  If not, why don't we come back in 20 minutes at ten minutes to 4:00.  Thank you.


--- Recess taken at 3:26 p.m.

--- On resuming at 3:50 p.m. 

MR. ROSENBERG:  It's almost ten to four.  Why don't we resume. 

As a preliminary matter we have found a microphone that may assist people.  It may not be the people, it may be the microphone.  We have a hand mike.  If you can't hear, we will pass it around and that should assist in transmitting the evidence to the back of the room. 

Before would he begin any preliminary matters?  If not -- oh, Jay.  
Procedural matters

MR. SHEPHERD:  Mike Packer isn't in the room, but I spoke to him at the break and I asked a question of his witnesses earlier today with respect to two spreadsheets we provided to Enbridge they had not seen.  I didn't take an undertaking number.  They have now seen them and they're willing to give the undertaking. 

MR. ROSENBERG:  Why don't we wait for him to come back, we will make sure we deal with it before we go today.  

MR. SHEPHERD:  Yes.  

MR. ROSENBERG:  Anything else?  If not, I believe VECC is up.  
Questions by Dr. Higgin 

DR. HIGGIN:  Thank you.  I have had discussions with Helen, and the only question, plus any follow-ups, is really question 1 and it refers to original IR, I-13, 14 and only the second part of it is the one.  It says the following:
"Does EGD propose a true-up for forecast actual volumes?  If so, what process will be used under the proposed rate filing process and reporting requirements?"

And they have answered that basically.  But then it says: 
"If not, why not?  Please explain.”  

MR. CAMPBELL:  And did you no longer require an answer to part C above, which is listed here as well?  

DR. HIGGIN:  I was told by Helen that was being worked on.  

MS. NEWLAND:  Sorry, I didn't intend to say that we would -- what I was suggesting is our witnesses might take a stab at 1C and 1D.  

MR. CAMPBELL:  If you would like to read three into the record as well, I will take a shoot at it. 

DR. HIGGIN:  "What approach does EGD propose to 
address the declining normalized average use per customer under the IRM?  
"Contrast this with the current approach based on EGD's econometric models."  

Just to state that you have provided an answer to that in 14; however, the concern is the process not for 2008 but for 2009 and beyond; under which volume forecast declining average use and all of that will be reviewed and brought forward under your plan.  

MR. LADANYI:  The regulatory process, you mean?  

DR. HIGGIN:  Yes, exactly.  What is the process?  Are we going to have, as we had in last rates case, 2008's set by this process?  Are we going to have, for example, IRs?  Are we going to have witnesses, cross-examination, argument, the whole regulatory process related to a volume forecast, in particular for us, declining average use for residential?  

MR. HOEY:  Enbridge's proposed regulatory process would be that we would file similar to the evidence we have in this case:  Your volume forecast, your customer numbers, all of those based upon the models that we have used and have approved by the Board. 

In terms of average use decline, that would be based upon the econometric model that we are using today with the 20-year trend methodology that is embedded in that entire process.  So we would plan to put that in.  

In terms of our filing, I believe we said we would file on October 1st, you know, all of the material and then that would be what would go forward for the setting of rates in the January of the following year.  

I guess our assessment of the process, if any of the intervenors wanted to ask IRs and process and everything else that should be accommodated within that, as would be whatever regulatory process would be required for any kind of IR-setting process.  

However, we don't see that it would, should be that extensive for the simple reason that the Board, the forecasting methodology for customer numbers, for volumes, for 20-year trend has now been -- more or less been process that has been approved by the Board, and we don't see how that can be contentious since we plan to use the same process going forward.  

So unless there is something new or different that would arise, that would require that, then there may be need for extensive cross-examination but we don't foresee that right new.  

DR. HIGGIN:  Well, just as a follow up to that, Patrick.  So then you're saying you are basing it, basing it on very much curtailed process relative to, for example, last year?  We’ll use last year's rates case as an example, and maybe you can remember what happened there.  There was a lot of contentious issues around normalized average use, volume forecasts, as well as the degree-day issue which was a separate, somewhat separate track.  

And that, I am suggesting to you, then, are you suggesting that in the event that we're open to that process?  

MR. HOEY:  We fully expected an open-end process and whatever questions that intervenors want or stakeholders want to ask, that would be fine with us.  

I guess where I guess we have a difference of opinion is that the only issue I dealt with in the three years I have been with the company is heating degree days and the 20-year methodology and the Board has now opined object that.  In terms of the customer numbers the average use forecast and the other pieces that were going into the total volume forecast, there has been little or no controversy over those things with the intervening parties, as far as I understood. 

Now, the intervenors may have a different opinion, but we didn't have any contentious issues.  Those were all settled.  The only issue ever in dispute was the heating degree-day methodology own the Board has now opined how that methodology is to be done.  So we think it is going to be more of a process rather than a contentious area of conversation. 

DR. HIGGIN:  That's your answer.  That is certainly not my recollection of what happened in the rates case.  I sat there for three days, prepared a lot of cross-examination on a number of issues and that is what I recollect.  

You were there, actually, Mr. Ladanyi, on the panel. 

MR. LADANYI:  Yes, I was there.  You know, what I would say it really depends on your appreciation of what is contentious or not.  

But I should say that actually we're not entirely sure what you're getting at.  Would you like more process or less process?  Are you going to be arguing in favour of one or the other?  So we’re not sure how to deal with your concerns.  

DR. HIGGIN:  Well, I am suggesting that normal regulatory process would apply to that type of proposal, which is your proposal.  

MR. LADANYI:  So you're concerned that we would not have sufficient process?  See, the way the process would be up to the Board to discuss, how to deal with these things. 

DR. HIGGIN:  I'm just trying to understand your proposal.  If I understand from Patrick, if it is more curtailed, you are hopeful of a more curtailed process with respect to the volume forecast, customer numbers and so on, than perhaps has been the case in the past. 

MR. LADANYI:  We're not contemplating to bring a new weather normalized methodology, so we would not be contemplating to bring in new issues in that area.   

DR. HIGGIN:  Okay.  Let's move on to number D then.  I read that one into the record.  

Having had experience with various regulatory schemes -- and I am sure Rick has had experience -- why would you not go for some sort of the true-up on customer numbers?  That's the critical parameter for the formula, and volumes for setting rates.  Why would you not adopt that, as opposed to this other process?  

MR. CAMPBELL:  Well, we're trying to recommend a process that is as close to the cost of service as we can.  That's one of the benefits of our proposal.  It offers the annual volume forecast and an annual review of customer numbers.  

In that sense we're not proposing anything different than a cost of service going forward with this.  

The extent to which we have an annual process to estimate and have reviewed and have approved by the Board, that in effect is its own true-up as you go through a five-year plan.  And we're no proposing to look back, because we are rate-setting through this process, we're not proposing to look back and true-up to actual numbers at year end as it is today.  

DR. HIGGIN:  That's your proposal.  But you would agree that other schemes have been adopted in other jurisdictions?  

MR. CAMPBELL:  Other very elaborate schemes have been adopted in other jurisdictions, yes.  

DR. HIGGIN:  Thank you.  Helen, have I got any other ones that are available to be answered now from your list there?  I think most of the rest are in writing.  Am I correct?  

MS. NEWLAND:  That's right, Roger. 

DR. HIGGIN:  Okay, then.  So do I need to put anything on the record for those then. 

MS. NEWLAND:  I think we don't need to read the questions in, but perhaps, Mike, we need to assign them undertaking numbers. 

MR. MILLAR:  The practice has been to give each of the questions a separate undertaking number.  I confess, I'm not sure which ones are being answered by way of undertaking.  

DR. HIGGIN:  It would be all of the rest, 2 through 8.  

MR. MILLAR:  Two through eight.  Okay, well JTA.58 will be VECC question number 2.  Then we will go through JTA.59, 60, 61, 62, 63 and 64, will finally get us to question number 8, I think.

UNDERTAKING NO. JTA.58:  ENBRIDGE TO PROVIDE WRITTEN RESPONSE TO VECC QUESTION NO. 2.

UNDERTAKING NO. JTA.59:  ENBRIDGE TO PROVIDE WRITTEN RESPONSE TO VECC QUESTION NO. 3.

UNDERTAKING NO. JTA.60:  ENBRIDGE TO PROVIDE WRITTEN RESPONSE TO VECC QUESTION NO. 4.

UNDERTAKING NO. JTA.61:  ENBRIDGE TO PROVIDE WRITTEN RESPONSE TO VECC QUESTION NO. 5.

UNDERTAKING NO. JTA.62:  ENBRIDGE TO PROVIDE WRITTEN RESPONSE TO VECC QUESTION NO. 6.

UNDERTAKING NO. JTA.63:  ENBRIDGE TO PROVIDE WRITTEN RESPONSE TO VECC QUESTION NO. 7.

UNDERTAKING NO. JTA.64:  ENBRIDGE TO PROVIDE WRITTEN RESPONSE TO VECC QUESTION NO. 8.


DR. HIGGIN:  Thank you.


MR. ROSENBERG:  I think we're back to Randy.

Questions by Mr. Aiken


MR. AIKEN:  Randy Aiken for the Wholesale Group, LPMA and BOMA.  My first question refers to Exhibit I, tab 7, schedule 2.  It is a similar question I had for Union this morning on the threshold -- the $1.5 million threshold and how that actually works.


To me, the response in parts B and C of that interrogatory was unclear, so I came up with a specific example that I provided, and I was wondering if you can either provide a table or tell me now what the Z factor amount would be.


My example is the Z factor-related costs for an event results in the following costs:  In 2008, $1 million; 2009, $2 million; 2010, $4 million; 2011, $4 million; and 2012, $1 million.


Now, can somebody tell me, for each year, what the Z factor amount would be?


MR. HOEY:  Under our proposal, for 2008 the amount for Z would be zero.  For 2009, it would be 2 million.  For 2010, it would be 4 million.  For 2011, it would be 3 million, and for 2012, it would be zero.


MR. AIKEN:  Okay.  So unlike Union, you're not calculating the new Z factor based on the previous year's Z factor.  What is built into rates?


MR. HOEY:  Under the example you gave us, we wouldn't build this into rates.  It would be a one time.  It wouldn't go into the base rate.


MR. AIKEN:  Okay.  So you would not be inflating this by the revenue cap?


MR. HOEY:  No.


MR. AIKEN:  Okay.  Then part B of the question is:  

"Please confirm that Union Gas proposes to treat changes in provincial taxes as a Z factor."


Is that your understanding?  I'm speaking about Union Gas, because this appears to be a difference between Union and Enbridge.


MR. CAMPBELL:  Are you asking if we're aware of the difference or is there a difference?  I mean, perhaps it should be put to Union.


MR. AIKEN:  My understanding is that Union proposes that changes in provincial taxes would be a Z factor, whereas Enbridge clearly states that no tax changes would be Z factors.  Is that correct?


MR. CAMPBELL:  The Z factor that we propose is if there is a change in statute creating a new tax, for instance, that is definitely a Z factor.  We're suggesting if there is a change in rate for an existing tax, that is not to be a Z factor.


MR. AIKEN:  Okay.  What is the amount of the provincial capital tax included in your 2007 revenue requirement?


MR. CULBERT:  It's $9.8 million.


MR. AIKEN:  Then I think part D of the question, you have already answered that it is not subject to indexing on a going-forward basis; is that correct?


MR. CULBERT:  Correct.


MR. AIKEN:  Okay.


Now, just going back to my example, Patrick, your answer, does that also apply to the permit fees?  So if you're at $1 million in permit fees in 2008, you would not include that in the deferral account, or is that a special case of a Z factor and would that be treated differently?


MR. HOEY:  Well, it is a special case, in that we're asking for a deferral account.  I mean, normally it would be a Z factor, because a Z would be for something unforeseen.  But we do know the permit fees and we know of them now, so we're not saying that they're unforeseen.  


So it wouldn't be your typical Z, but it would apply to the -- that it has to cross over the 1.5 million mark in 2008, or estimated to cross over, for us to seek recovery under the deferral account or the Z.


MR. AIKEN:  So the numbers you gave me earlier would apply there?  It would be the same answer if this was for permit fees?


MR. HOEY:  Yes.  And I guess permit fees, the one reason why we're suggesting it is a deferral account is I think Union, in talking to them, they have the same kind of experience, in that we don't know how many municipalities will charge us.  We don't know what they're going to charge us and we, therefore, don't even know what the total would be and we have no way of even predicting what the total would be going forward, in any -- for the next couple of years until, we kind of get up to some kind of sense of consistency.


So that is why we're suggesting a deferral account, because it acts more like a deferral account in terms of we just have no way of forecasting this going forward.


MR. AIKEN:  My second question refers to I, tab 7, schedule 8.  I just wanted to ask:  Based on the response provided to both parts of that question, is it fair to state that the incentive to increase rate base is to enhance the prospect of higher earnings at the time of rebasing due to the overall higher rate base?


MR. HOEY:  In theory, yes.  I would say that, you know, the thing is to increase rate base for the time of rebasing, because that is when you're going to get your earnings back.  I guess the other thing, though, that has been sitting in at least the Board Staff papers, that the plan, you have to have a sustainable and has a long term consistency to it.  


So, I mean, there's -- we would view it as that it's going to be more of a normal capital spending over the five-year period rather than, if you are implying in this question that the capital be skewed towards the end of the term versus the front of the term.


MR. AIKEN:  Then the second part of the question:  Does incentive regulation increase the shareholder incentive to invest capital related to in-fill customer?  There, I am comparing to a cost-of-service or to a price-cap regime.


MR. HOEY:  Compared to cost of service.  Cost of service would provide the best alternative, because you would -- you would get your return on your capital either 

-- in the forecast year.  Under any incentive regulation, you won't get it until you rebase.


There is an incentive to do some in-fill customers, but in our particular franchise area it would depend on the type of in-fill customer.  If it is in downtown Toronto, that is very costly to get to.  We may have a disincentive to do those in-fill customers versus somewhere up in a subdivision where it is very inexpensive to get to that customer.


So incentive regulation will actually now start to prioritize your capital by individual projects rather than as groups.  And price cap would be -- in our opinion, would be the worst of all three.


MR. AIKEN:  Question 3.  I have three references there: Exhibit I, tab 7, schedule 9; Exhibit I, tab 1, schedule 17; and Exhibit I, tab 11, schedule 9.


What I am looking for is the feasibility parameters used in the analysis - the analysis are the payback or the profitability index calculations for residential and small commercial customers - in response to Board Staff and Schools IRs.


Could you please update both of those calculations using a CCA rate of 6 percent, a capital tax rate of zero percent and an income tax rate of 34-1/2 percent?


MR. HOEY:  We will do that, do a take-away on that.


MR. AIKEN:  Just before you give an undertaking number to that, could you add part B to that, as well?


MR. HOEY:  Absolutely.


MR. AIKEN:  Okay.


MR. MILLAR:  So that is JTA.65, and that is BOMA questions 3(a) and 3(b).

UNDERTAKING NO. JTA.65:  ENBRIDGE TO PROVIDE WRITTEN RESPONSES TO BOMA, LPMA, WPSPGA's QUESTION NO. 3(A) and 3(B).


MR. AIKEN:  Question No. 4, Exhibit I, tab 7, schedule 10, I believe I asked for the portion of Enbridge's current residential customers that have been customers for more than 12 years.


The response I got was a referral to one of the Schools' responses that I didn't think provided the answer.  

So would you take it subject to check that approximately 68 percent of Enbridge's residential customers at the end of 2006 had been customers for more than 12 years?  That is based on is some of the numbers provided to Schools in that IR response.


MR. HOEY:  We will take that away, too, just to confirm.  

MR. AIKEN:  Okay.  

MR. BATTISTA:  So that will be JTA.66.  
UNDERTAKING NO. JTA.66:  ENBRIDGE TO RESPOND TO BOMA, LPMA, WPSPGA's QUESTION NO. 4


MR. BATTISTA:  For BOMA, LPMA, WPSPGA, question 4.  

MR. AIKEN:  Question 5 refers to Exhibit I, tab 7, schedule 15.  I just wanted to confirm if I understood the allocation of this particular Y factor.  
Would it be accurate to state based on the response, if 50 percent of the Y factor for capital expenditures were based on projects for one particular rate class -- for example, rate class 100 -- then 50 percent of this Y factor would be recovered from this rate class?  Is that correct?  

MR. KACICNIK:  Would you please clarify which Y factor was in question here?  

MR. AIKEN:  This would be for the capital expenditures Y factor.  

MR. KACICNIK:  It would depend on the type of capital expenditures.  If you turn to Exhibit C, tab 6, schedule 9, page 6, you will see our proposal to assign revenue requirement for the 2008 proposed Y factors.  

For example, if the expenditure in question was related to meters, temperature compensation meters modules, and if we needed to do that only for rate 100 customers, then we could assign that revenue requirement directly to rate 100 customers.  

When you get further away from the burner tip, and these deal with distribution networks such as pipeline integrity management program, in that case we need to use other cost drivers such as peak contribution for that rate class to the total system peak to allocate those costs.  

MR. AIKEN:  Question 6.  The reference here is to Exhibit I, tab 11, schedule 51.  This is probably a take-away, but I had originally wanted the table provided there in response updated for 2007 and 2008 based on your proposal.  

As you will see in the question, I put in subject to check, I provided figures for 2007 and 2008 coming from Exhibit C, tab 4, schedule 1.  Can you confirm that those numbers are comparable to what has been provided in the response to Schools at question 51?  

MR. CULBERT:  Yes, we will have to take an undertaking to, subject to check, check those numbers for you, yes.  

MR. BATTISTA:  That will be undertaking JTA.67 and it is a BOMA -- a response to BOMA Question No. 6.  
UNDERTAKING NO. JTA.67:  ENBRIDGE TO PROVIDE A written response to BOMA, LPMA, WPSPGA's QUESTION NO. 6.  


MR. AIKEN:  Question 7.  I am now moving on to Exhibit C evidence that Enbridge has filed.  Question 7 is Exhibit C, tab 2, schedule 1, and pages 14 to 15.  This evidence deals with the significant volume of rate switching.  

My question is:  What is the impact on distribution revenues of this significant volume of rate switching?  Is it material?  

MR. KACICNIK:  We have prepared a written response to these questions and will file it as an undertaking.  

MR. BATTISTA:  That will be undertaking JTA.68 regarding Question No. 7.  
UNDERTAKING NO. JTA.68:  ENBRIDGE TO PROVIDE A Written response to BOMA, LPMA, WPSPGA's QUESTION NO. 7  

MR. AIKEN:  Question 8 is Exhibit C, tab 3, schedule 1, page 3 which is the forecast of customer additions.  

Can you provide a column showing the calendar 2007 bridge year estimates?  

MR. LADANYI:  Yes, we can provide that.  We will provide that in writing.  You want a column added to our exhibit?  

MR. AIKEN:  Yes, yes. 

MR. BATTISTA:  That will be JTA.69 for question 8.  
UNDERTAKING NO. JTA.69:  ENBRIDGE TO PROVIDE A written response to BOMA, LPMA, WPSPGA's QUESTION NO. 8  

MR. AIKEN:  Question 9 is Exhibit C, tab 4, schedule 1, and what I am looking here for is basically a sensitivity analysis.  The question is:  What is the impact of a ten basis point change in the X factor, for example from -0.77 percent to -0.67 percent, on the distribution revenue requirement for 2008?  

MR. CULBERT:  Yes, I ran the sensitivity analysis for you.  At -0.67, the distribution revenue requirement changes from 968.5 at line 23 of that schedule, to 967.7, a change of $800,000.  

MR. AIKEN:  Thank you.  Question 10, Exhibit C, tab 4, schedule 1, page 5.  There are three items - I don't think I need to list them - found on lines 16 through 18 of that exhibit.  My question is:  Will Enbridge true-up the cost, these three cost items to reflect actual costs?  

MR. CULBERT:  No, that is not our proposal.  Each of those items have their own mechanisms for inclusion into the rate-setting mechanism. 

For example, storage and working cash carrying costs, those are adjusted quarterly inside of the QRAM process.  Similarly DSM, it's a separate Y factor calculation, the amounts to be recovered with respect to DSM are already established, and there is a DSM variance account with respect to spending which is already in place. 

And the CIS customer-care element, that is an agreement that is already established and approved by the Board.  So those amounts are what the company recovers is what they recover.  There is no true-up process for that.  

MR. AIKEN:  And the last question I have refers to Exhibit C, tab 7, schedule 2.  There are two parts.  

The first part is:  What capital tax rate was used in the calculation of the municipal and other taxes on page 3 of 5?  

MR. CULBERT:  That rate is 0.285.  

MR. AIKEN:  Okay.  And the second part:  What capital cost allowance rate has been used in the calculation of the federal and provincial capital cost allowance on page 4 

of 5?


MR. CULBERT:  The CCA rate that has been used is 
6 percent.  

MR. AIKEN:  Okay.  Thanks.  Those are my questions.  

MR. ROSENBERG:  Okay.  Why don't we go back to Jay regarding the Union matter you were discussing.  

MR. SHEPHERD:  Oh, yes.  
UNION GAS - WITNESS PANEL 1 (resumed)

Further Questions by Mr. Shepherd

MR. SHEPHERD:  This morning I asked questions of the Union witnesses with respect to spreadsheets, and the witnesses have now looked at them, I understand, and are prepared to give an undertaking.  

MR. BATTISTA:  The mike is on?  

MR. SHEPHERD:  Mike is on.  So if Mike could confirm that, then we can give it an undertaking number. 

MR. PACKER:  We will take a look and see what we can provide. 

MR. BATTISTA:  That will be JTA.70, a Schools question to Union.  Could I have a short description. 

MR. SHEPHERD:  Yes.  It was to replicate two spreadsheets we provided to Enbridge yesterday with Union's numbers.  
UNDERTAKING NO. JTA.70:  UNION TO replicate two spreadsheets provided to Enbridge yesterday with Union's numbers


MR. ROSENBERG:  Is that sufficient for Union's purposes?


Mr. Packer:  Yes, it is. 

MR. ROSENBERG:  Anything else Jay?  Okay, thanks.  City of Kitchener?  Next row.  Just identify yourself. 
ENBRIDGE GAS DISTRIBUTION PANEL 1 (resumed)

Questions by Mr. Moran

MR. MORAN:  Yes, Pat Moran for APPrO.   My apologies for not being able to get you some of these questions ahead of time.  I don't have very many so hopefully we can get through these pretty quickly. 

Let me start with the revenue-cap formula itself.  As I understand it, when you generate the revenue requirement as a result of applying that formula, the next step would be to take that revenue requirement and then run it through your allocation process which would then give rise to an adjustment in rates.  Do I have that correctly?  

MR. KACICNIK:  Yes, that's correct.  

MR. MORAN:  All right.  So in that context, if you could turn up Exhibit I, 12.1.  It is an interrogatory from TransCanada Energy, Interrogatory No. 1.


MR. KACICNIK:  Yes, we have it.


MR. MORAN:  If you look at question C, you were asked to explain the effect on rate 125 if the number of EGD residential customers were to increase by 50,000, and you were asked to ignore the other escalators just to make it a simpler process.


So the answer was:  

"Please refer to Board Staff Interrogatory No. 1 at Exhibit I, tab 1, schedule 1."


But when I look at the response to that interrogatory, I don't see anything relating to rate 125.  So I am just wondering if you could provide the impact to rate 125 that would result from the addition of 50,000 residential customers once you have developed your revenue requirement and allocate it as you normally would.


You may have to give an undertaking to do that, obviously.


[Mr. Kacicnik and Ms. Collier confer]


MR. KACICNIK:  We could discuss the impact on rate 125 in qualitative terms now.


MR. MORAN:  Okay.  Why don't we see how that goes?  Go ahead.


MR. KACICNIK:  This would provide some level of distribution revenue requirement for 2008, which would then be run through the cost allocation study, and part of the assignment would go to rate 125.  So our expectation is that rate 125 would increase as a result of the new revenue requirement for 2008.


MR. MORAN:  All right.  So that would be the case even if there were no new customers added to the rate 125; right?


MR. KACICNIK:  Yes, that's correct.


MR. MORAN:  Perhaps it goes without saying, but let me confirm this.  The addition of 50,000 residential customers doesn't give rise to any cost consequences for rate 125 customers on a cost-of-service basis, does it?


MR. KACICNIK:  The final outcome on rate 125 would be the function of 2008 revenue requirement and 2008 volume forecast.


If volumes added by residential customers are greater than the cost, this could potentially result in a decrease for rate 125, but this is all -- I'm discussing this in a qualitative basis.


To run it through the cost allocation study, this would take a significant amount of time, and I am reluctant to take an undertaking on it.


MR. MORAN:  Let me just go back to the question I just asked.


If we were proceeding on a cost-of-service basis and you added 50,000 residential customers, the addition of those 50,000 residential customers would have no impact on rate 125, would it, in a cost-of-service setting?


MR. KACICNIK:  It's important to highlight that there is no difference between the two approaches in the way we would assign the revenue requirement to rate classes between cost of service and our proposed revenue cap per customer model.


The only difference between the two approaches is in the relation of revenue requirement.  Under cost of service we have a budget that is developed from ground up and reflects cost-of-service status, and this is how we derive the revenue requirement. 


Under our proposed model, revenue requirement is derived by the formula.  Once we have revenue requirement, we assign it to rate classes in exactly same manner as we would do under cost of service.


MR. MORAN:  If you added 50,000 residential customers, would the addition of those 50,000 customers have any impact on the cost of providing service to rate 125 customers?


MR. KACICNIK:  Rate 125 customers, which are in the recovery of the test year revenue requirement.  So the response probably would be "yes".  Yes, it would.


MR. MORAN:  Maybe --


MS. COLLIER:  I think all we're trying to say is that because we used cost drivers in our...

     MR. BATTISTA:  Is the mike on?


MS. COLLIER:  Sorry.  It is difficult to talk with my back to you.


MR. MORAN:  It's strange to ask questions to your back, as well.  Why don't you use the microphone?


MS. COLLIER:  The cost study uses cost drivers to allocate costs to the rate class as an approximate of what those costs would be to serve that rate class.  So intuitively most of those costs should go to the residential rate class, because their responsibilities would increase relative to all other rate classes, and by "responsibility", I mean their proportionate amount of volume that they would pick up, the number of customers in that rate class, the number of meters assigned in that.


But there is always some small spill-over effect that may happen to the other rate classes.  It is not a definite assignment of the cost to rate 1, and that is the whole intent of why we have the allocation studies.  We can't directly assign those costs and identify them to the rate 1.


So I think intuitively, the majority of the costs would go to rate 1, but there would be some spill-over that would go to the other rate classes, all other things being equal.


MR. MORAN:  In a cost-of-service application?


MS. COLLIER:  As well as in this application, yes.


MR. MORAN:  All right, so --


MS. COLLIER:  Because the allocators are driven off percentages; right?  So it is a percentage of your total base.  So to the extent your rate 1 base goes up, it is going to have a higher percentage of cost assigned to it, but it is not 100 percent of the costs that will necessarily go there.


MR. MORAN:  Maybe you can help me on this.  If you were doing a cost-of-service application and you were forecasting the addition of 50,000 residential customers, which I gather is your average increase these days, and you were forecasting no increase to customers in the rate 125 class, isn't it fair to say that the costs associated with those customer additions would end up being allocated to that rate class, to that customer rate class, and not to the rate 125 rate class?


MS. COLLIER:  As I mentioned, I think the bulk of the costs would be.  I can't say that 100 percent of those costs would be, because we don't assign those costs to that rate 1 class.  They're driven on cost drivers.


MR. MORAN:  If you were to compare that to how it works with respect to the proposed formula, where you just come up with a revenue requirement which then just gets allocated, something different is going to happen there, because you're going to actually allocate some of that revenue requirement to rate 125; right?


MR. KACICNIK:  Can you repeat that question, please?


MR. MORAN:  If you proceed on the basis of your proposed formula, where you generate a revenue requirement, after you have generated the revenue requirement you're going to allocate that on the basis of your allocation process, but you're going to get a different result in that context; right?  


You're going to start allocating costs, as a result, to rate classes that have had no changes and haven't created any new costs as opposed to what you would do on a cost-of-service basis; right?  


The result is going to be different.  Rate 125 is going to be different under your rate plan, under your proposal, than it would under a cost-of-service proposal?


MR. KACICNIK:  No, that's not correct.  Only the derivation of revenue requirement is different.  The assignment is the same as what we would do under cost of service.


MR. MORAN:  But the revenue requirement -- the derivation of the revenue requirement in a cost-of-service setting will be based on what's happening in your different rate classes, isn't that true?  You're going to be forecasting how many customers you're going to get in rate 1, and so on and so on.  


I mean, you're going to be looking at what is happening in each rate class.  

You're not doing that in the context of your proposed formula.  You're not looking at what is happening in each rate class.  

In fact, I think your interrogatories said that you're not doing this at a rate-class level.  

[Mr. Kacicnik and Ms. Collier confer]

MR. KACICNIK:  The budget derivation under cost-of-service model does not derive revenue requirement on a rate class basis, it derives it on a system total basis.  

Same with the proposed formula.  It derives the revenue requirement on a system total basis.  And then we use cost drivers to assign that revenue requirement to the rate classes based on cost drivers such as customer numbers, peak demand and others.  

MR. MORAN:  Okay.  Why don't we move on, then, I will leave it at that.  

I would like to turn, now, to Exhibit C, tab 6, schedule 5.  

MR. KACICNIK:  Which schedule, please?  

MR. MORAN:  Five.  If you could turn up page 2 of that schedule.  This is a table that, as I understand, it sets out a summary of the proposed rate changes by rate class.  I would like to look at rate 125.  

If you look at line 2.02, it shows a change in the monthly delivery charge which, based on my calculation and perhaps subject to check, represents a 2.33 percent increase.  

I'm just wondering if you could tell me what gives rise to that increase.  What underpins the increase?  

[Mr. Kacicnik and Ms. Collier confer]

MS. COLLIER:  The proposed rate increase for rate 25 is looking at the level of assigned costs that happened through the allocation, the distribution revenue requirement.  And we looked at their increase relative to the other distribution rate increases that large volume customers were receiving, those being rate 110, 115, et cetera, similar type of customers in the large volume rate classes.  

And we set their increase relative, approximately, to the overall level.  So we looked at what the costs were that were assigned to them, as well as the level of increase that other large volume rates were receiving.  

MR. MORAN:  So when I look at the other large volume increases, they seem to be in the range of one point something as opposed to this one which is 2.33.  So I am trying to understand why this one increase is so much more than the other large volume, given that this is already a stripped-down rate to begin with.  

MS. COLLIER:  Well, when we look at rate 125, you have to remember it is just a pure delivery rate.  When we set the rates and look at their relative rate impacts for the other rate classes, we look at it on a T-service basis so we include transportation and load balancing costs in that.  But the other large volume rates have also, on the distribution portion, have gone up by a similar amount.  

MR. MORAN:  Perhaps by way of undertaking could you provide me with a table that shows the increases associated with rate 125 compared to the other large volume users, and perhaps you could also provide me with a breakout of what went into that increase.  

You have mentioned some of the T-service issues and so on.  Maybe if you could just indicate what those components are, and how they factored into that increase.  

MS. COLLIER:  Yes, we can undertake that.  

MR. BATTISTA:  That will be JTA.71, APPrO, and it is to provide a table breaking out the rate 125 increases identified in evidence, with a comparison to the other large-volume increases.  
UNDERTAKING NO. JTA.71:  ENBRIDGE to provide APPRO a table breaking out the rate 125 increases identified in evidence for APPrO WITH A COMPARISON TO THE OTHER LARGE VOLUME INCREASES

MR. MORAN:  If you could then in the same exhibit turn up Schedule 7, page 5.  Again, looking at rate 125 at the top of the page, there is a volume figure total distribution charge on line 1 of 37,186 103  m3.  

I'm wondering if you could advise me on how you derived that volume.  

MS. COLLIER:  That actually is not a volume amount.  That is a forecast level of contract demand for the rate 125 customers that are in the 2008 budget.  Because they're only charged on a demand charge basis, that's the forecast level of their contract demand for 2008.  

MR. MORAN:  Okay.  And how many customers does that represent?  

MS. COLLIER:  That's for two customers.  Those customers are partially effective within 2008, when they're forecast to come on line and take service.  

MR. MORAN:  Right.  So that reflects your expectation that they won't be there for the full year.  They will be coming in at some point during the year; right?  

MS. COLLIER:  That's right.  

MR. MORAN:  Okay.  How does that compare to what happens in 2009 when they're fully engaged, so to speak?  

MS. COLLIER:  In 2009, their level of contract demand would increase for a full year effect and then -- I'm not sure not sure how the rate will change within 2009, but whatever the proposed rate is within 2009, that would be applied to the rate.  So we would use the full year effect of their costs, as well as their billing determinant which is their contract demand.  

MR. MORAN:  Okay.  So in the context of your formula, can you walk me through how that would work? 

MS. COLLIER:  I'm not sure what you mean,  in the context of the formula?


MR. MORAN:  Well, you have a formula that comes up with a revenue requirement which then is going to get assigned then to the rate classes.  

How does that fit with what you just told me about what happens in 2009 on rate 125?  

MR. KACICNIK:  In 2009, we would have fully effective volumes for two customers.  Therefore, the amount of the assigned cost would be greater for rate 125.  However, the volumes would be greater as well.  

So we would be dividing prior revenue requirement, rate 125 with higher volumes, which would result in -- is my expectation, in a similar level of rate 125 unit charges we see here, that would be some increase, but it wouldn't be drastic.  It would be in line with the other large volume increases, and that... I will stop there.  

MR. MORAN:  Fair enough.  My next question has to do with the integrated power system plan which has now been filed.  I'm not sure how familiar you are with it, but part of that plan includes the addition of a number of peaking plants, peaking generators, during the course of your incentive-plan period.  

How will you manage the addition of those in the context of your proposed PBR plan?  

MR. KACICNIK:  We would first assess detailed customer requirements and then we would see if any of our existing large volume rates can meet their needs.  If not, we would work with this segment of customers to develop solutions.  

MR. MORAN:  Okay.  I would like to turn, now, to Exhibit C5.1, tab 5, schedule 1, at page 3.  This will follow up on a reference that you made a few minutes ago to T-service rate impacts.


You have set average T-service rate impacts out in a table on this page, on page 3 of this Exhibit C, tab 5, schedule 1, for customers taking bundled rates.  I'm wondering if you could provide the same information for rate 125 and rate 300, perhaps by way of undertaking.


MR. KACICNIK:  Rate 125 and Rate 300 are unbundled distribution rates, so these are not T-service customers.


MR. MORAN:  I heard you say earlier that part of the increases that we see for rate 125 are driven by things like transportation costs and so on.  I'm just wondering if you can identify -- I think you have undertaken already to identify those components, but now I am trying to understand what the average rate impact will be for those customers.


MR. KACICNIK:  We can provide you with distribution rate impacts for rate 125 and 300.


MR. MORAN:  Thank you.


MR. BATTISTA:  That will be JTA.72.

UNDERTAKING NO. JTA.72:  ENBRIDGE TO PROVIDE APPRO DISTRIBUTION RATE IMPACTS FOR RATES 125 AND 300.


MR. MORAN:  My last question is:  For those customers with a billing CD, when you have rate increases, can you confirm that a rate increase will not lead to an increase in the billing CD?


MR. KACICNIK:  Subject to check, I think that is correct.  Billing CDs set after the construction has been completed, and we remain at the same level for the duration of the contract.


MR. MORAN:  All right, thank you.  Those are all of my questions.


MR. ROSENBERG:  Thank you.  Going along the second-last row.  Nothing?  Now at the back row.  Val?

Questions by Ms. Young


MS. YOUNG:  These questions are probably all for Jackie and Anton.  They have to do with the proposed amended definition of contract demand.


One of the reasons given for the proposed amendment is that Enbridge considers it important that the determination of contract demand be consistent between bundled and unbundled customers.


Why is that significant?  Why is it important to have that consistency?


MR. KACICNIK:  The reason for that is twofold.  First, the proposed change to the definition of contract demand makes the determination of contract demand consistent for both bundled and unbundled customers.


So when customers are looking at their choice between unbundled and bundled services, the derivation of CD is consistent between two service offerings.


Second, the proposed change also recognizes that the distribution system capacity is designed and sized to meet maximum hourly demand and improves the relationship between the use of system capacity, associated costs and the level of customers' contract demand.


MS. YOUNG:  Thank you.


Question 2 on the list of questions provided the other day, I had three points.  if you could just confirm or comment on them.  


The first point was that currently bundled customers can have a contract demand that is less than 24 times their hourly demand, which is essentially the new definition for contract demand.


MR. KACICNIK:  Correct.  Presently some customers have a contract demand that equals 24 times hourly demand, and some do not.


MS. YOUNG:  Under Enbridge's proposal, the bundled customers whose current contract demand is less than what's derived under the new definition, they will be required to increase their contract demands, assuming their hourly demand remains the same?


MR. KACICNIK:  Yes.


MS. YOUNG:  It will be revised in their contracts.


And this increase contract demand will lead to higher delivery demand costs for these bundled customers, all else being equal?


MR. KACICNIK:  That is true, should the customer be required to change its contract demand prior to its contract renewal date.  Otherwise - that is for 2009 - the proposed change will lead to higher recovery of fixed cost or fixed charges; that is, contract demand charges.  And all other things being equal, the variable delivery charges will decrease for those customers.


MS. YOUNG:  Okay.  I might follow up on that in just a second.  Question No. 3: 

"What percentage of current bundled customers have contract demands that are less than 24 times their hourly?"


MR. KACICNIK:  I do not have an exact percentage, but it is likely more than 50 percent.


MS. YOUNG:  Sorry, I missed that last part.


MR. KACICNIK:  It is likely more than 50 percent.


MS. YOUNG:  Thank you.  Under your proposal, is it Enbridge's intention to provide bundled customers with historical hourly flow data so they can size their contract demands appropriately?


MR. KACICNIK:  Yes.  That's true for customer locations directly with automated meter reading devices.  For other customers, account executives will work with customers to determine, if needed, their hourly demand based on equipment and plant characteristics, but we expect that all of our large volume customers will eventually be equipped with AMI devices.


MS. YOUNG:  Thank you.  Question 5:

"How does the proposed determination of contract demand affect the assignment of the 2008 distribution revenue requirement to customer classes and the determination of rates for 2008?"


MR. KACICNIK:  It doesn't have any effect on the assignment of 2008 distribution revenue requirement.


For 2009, the proposed change will lead to a higher recovery of fixed costs through fixed charges; that is, contract demand charges.


MS. YOUNG:  In that case -- just to make sure I understand it completely, if I could just by way of example look at rate 115.  So I am looking at Exhibit C, tab 6, schedule 7, page 4 of 7, which is the detailed revenue calculation.


MR. KACICNIK:  Can you make the reference again, please?


MS. YOUNG:  Sorry, it is Exhibit C, tab 6, schedule 7, page 4.  I would like to ask a question about the detailed revenue calculation for rate 115 as compared to what shows up as the assigned 2008 revenue requirement for rate 115 that appears at Exhibit C, tab 6, schedule 9, page 3.


MR. KACICNIK:  Yes, I have those exhibits.


MS. YOUNG:  The assigned revenue requirement says that rate 115 was assigned approximately $55.5 million.


MR. KACICNIK:  Yes, that's correct.


MS. YOUNG:  And that under the proposed rates for 2008, that rate group will actually recover 57.4.  I'm assuming this is with the commodity in.  This is with the commodity in?


MR. KACICNIK:  Yes, that's correct.  

MS. YOUNG:  So under the detailed revenue calculation, then, if you look at lines -- it's item number 6.2, so the demand charge.  That volume of 36,532,000 cubic metres that appears there, is that the current definition of contract demand or the new definition of contract demand?  

MR. KACICNIK:  That's the current definition of contract demand.  

MS. YOUNG:  So to the extent you have rate 115 customers or, for that matter, customers in any other class who during the course of 2008 will be having to change their contract demand, you will actually be recovering more in delivery demand charges than shows up here?  

MR. KACICNIK:  Yes, that's correct.  It depends on when customers are renewing their contracts.  Most of them renew on November 1st.  

MS. YOUNG:  Right. 

MR. KACICNIK:  So that would happen November 1st, 2008.  

MS. YOUNG:  Correct.  So there will be higher revenue from delivery demand charges, but am I correct that there isn't going to be a corresponding adjustment to the delivery commodity charges to keep it revenue-neutral?  

MR. KACICNIK:  For 2009, your statement is correct.  For 2009 rate design, what you said is correct.  

MS. YOUNG:  So for 2009, you will be recovering more in those delivery demand charges so there will be a corresponding reduction in the delivery commodity?  

MR. KACICNIK:  Yes.  

MS. YOUNG:  But that is not the case for 2008?  

MR. KACICNIK:  No, no.  

MS. YOUNG:  Anton, you may have answered this already, but if this new definition is approved, then in 2008, bundled customers will have their contract demands redetermined on the anniversary date of their contract?  Is that right?  

MR. KACICNIK:  Yes.  We will not do anything until we get Board approval for this.  But subsequent to the approval, then the customers would have their contract demands adjusted when they renew their contracts.  

MS. YOUNG:  Thanks.  This maybe an undertaking, I'm not sure, but in a customer's hourly demand, do you know the source of that, when it ends up in the sort of the contract parameter schedule to a large volume distribution contract?  

MR. KACICNIK:  It is one of the parameters in the contract.  It is a contracted for value. 

MS. YOUNG:  Yes, yes.  I know it is a contract for -- I'm just wondering what the source of it is.  

For example, the currently contract demand, you would look at your daily demands from the previous year and that informs what your contract demand is going to be for the new year.  Is it something similar on the hourly side?  

MR. KACICNIK:  Yes, on the hourly side, I think we would look at hourly data from automated meter reading device.  The customer location is not equipped with automated reading.  Account executives would work with customers, looking at their equipment and plant characteristics to determine that volume.  

MS. YOUNG:  Thank you.  Those are all of my questions. 

MR. ROSENBERG:  Thank you.  It is almost five o'clock, so I think we will break.  

Are there any preliminary or -- preliminary?  Are there any concluding matters before we call it a day and resume at 9:00 tomorrow morning?  Yes.  

MR. HASSAN:  For planning purposes for the balance of the two days, could you give us some sense as to the timing for tomorrow and Friday, if necessary.  
Procedural Matters


MR. ROSENBERG:  Well, we're going to continue on through Enbridge's evidence. and then Dr. Lowry.  I don't know how much longer we're going to be.  I see Jay has gone.  

We have Mr. Warren, and Mr. Thompson, and Ms. DeMarco, and then Schools.  I don't know if, Peter, you have anything.  So we have four or five people.  I am sure we will go to the morning break, but once we're done with Enbridge, then we're going to go immediately to Dr. Lowry.  

MR. BATTISTA:  There is just one matter with respect to the expert witnesses for Enbridge.  There is just one matter.  Have we confirmed whether there is a set time for Brattle to be available by phone?  It sounded like there was a bit of a canvas, and it sounded like it was just Board Staff had a couple of questions.  

MR. ROSENBERG:  Possibly VECC. 

MR. BATTISTA:  And possibly VECC.  

DR. HIGGIN:  We have agreed to go...

MS. NEWLAND:  Could you -- 

MR. BATTISTA:  Just to expedite matters tomorrow so we could have some idea. 

MS. NEWLAND:  Can you just perhaps confirm which questions you would like to pose in person, as it were, as opposed to receive a response in writing.  

MR. BATTISTA:  Okay.  

MR. ROSENBERG:  Maybe you can do that off-line.  

MS. NEWLAND:  Well ...  

MR. ROSENBERG:  Or you want to do it online?  

MS. NEWLAND:  Off-line is fine.  

MR. ROSENBERG:  Are there any other matters?  

MR. BATTISTA:  But in terms of the amount of time and when, I would like to set that out now.  

MS. NEWLAND:  Well, that's why I was asking you how many questions you had because that will determine when we can reasonably schedule it.  

MR. BATTISTA:  It is all of the questions on Enbridge's reply evidence to PEG.  So about six of them.  Five or six.  

MR. ROSENBERG:  That sounds like 15 to 30 minutes.  Do you have a proposed time, then?  

MS. NEWLAND:  We will have to check with Dr. Carpenter and Dr. Bernstein, and see when they can make themselves available.  So I can't really tell you right now.  

MR. BATTISTA:  Okay. 

MS. NEWLAND:  We will do that, though. 

MR. ROSENBERG:  Do that, if you can, first thing tomorrow. 

MS. NEWLAND:  Sure.  

MR. ROSENBERG:  Tomorrow morning, we will start with Mr. Warren.  Are there any other matters before we conclude?  If not, 9 o'clock tomorrow morning.  Thank you very much.  

--- Whereupon the conference adjourned at 5:00 p.m.
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