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Thursday, October 4, 2007


--- On commencing at 8:58 a.m.


MR. ROSENBERG:  Good morning.  Maybe we can get started.


Before we go back to questioning, are there any preliminary matters?  Yes.

Preliminary matters


MR. STACEY:  Good morning, Mr. Rosenberg.  My name is Jason Stacey and I would just like to register an appearance in person this morning.  I have a consulting business in my name, and I am also representing Sithe Global Power this morning.  I don't anticipate any questions, but I will let you know if I would like to ask any.


MR. ROSENBERG:  Okay, thank you.  


MR. STACEY:  Thank you.


MR. ROSENBERG:  Any other preliminary matters?


MS. NEWLAND:  Good morning, Ken.  Yesterday there was some discussion about the availability of Dr. Carpenter to answer questions in person, as it were, as opposed to taking undertakings, which is what we had proposed.


As it turns out, Dr. Carpenter is not available today or tomorrow.  If it transpires, after we finish the technical conference and people have seen the undertakings, that there is a requirement to follow up with Dr. Carpenter in person, then we will make efforts to make him available.


MR. ROSENBERG:  Comments?  Reaction?  


Any other preliminary matters?  If not, I believe 

Mr. Warren is the next questioner.

ENBRIDGE GAS DISTRIBUTION INC. - PANEL 1; Resumed


Rick Campbell; Resumed


Patrick Hoey; Resumed


Tom Ladanyi; Resumed


Kevin Culbert; Resumed


Jackie Collier; Resumed 


Anton Kacicnik; Resumed


Mike Lister

Questions by Mr. Warren


MR. WARREN:  Panel, I have five questions for you that I delivered in written form the other day.  I'm not sure, since I wasn't here for much of yesterday, what the drill is.


Do you want them read into the record or are they on the record now?


MR. ROSENBERG:  People have been reading them into the record.


MR. WARREN:  Okay.  The first question is this:  

"In Exhibit I, tab 3, schedule 5, EGD indicates that sometime after June 8th, 2007 a decision was taken by management to cease further consideration of a price cap and to make an application for a revenue per customer cap.  Please provide copies of all planning documents, including internal and external studies, analyses and reports prepared by or on behalf of EGD in respect of its consideration of a price cap."


MR. CAMPBELL:  Yes, Bob, thanks.  It is Rick Campbell.  I can respond to that, first of all, by saying we think all of the appropriate documents are on the record, but I want to tell a bit of a story in order to provide you the context for that answer.


Most of the documents that we relied upon for consideration of a price cap were the Board's own documents.


You will recall there was a consultation last fall initiated by Board Staff for incentive regulation for the natural gas utilities.


It was the opinion of Board Staff expressed at that time that the Board was looking for a price cap.  We raised a few issues in the course of the consultations on both the appropriateness of a price cap for EGD.  We felt in our circumstances that -- and the business circumstances we face are aging infrastructure, system growth on the order of 2-1/2 to 3 percent a year in terms of customer growth, and the phenomena of declining average use.


We felt those circumstances made a revenue cap more appropriate for Enbridge Gas Distribution.


We continued to have push back from Board Staff, and then suddenly in September of last year, 2006, a letter appeared from the Board itself, over a signature of the Board Secretary, that said, and I will quote:

"A price cap has been determined as the appropriate form of incentive regulation."


So in that framework, we operated with or had interaction with Board Staff and the intervenors last fall in the Board staff consultation.


The Board staff document of January 5th last year -- the next item we relied on, January 5th of this year, 2007, set out the Board Staff recommendations, and it considered the advantages of a revenue cap and a price cap and concluded that, on balance, it felt a price cap was appropriate.


We were in this thing called a policy initiative, and we felt that the guidance of the Board and the guidance of the Board Staff paper was serious guidance to be taken into account as we considered our position.


We still felt a revenue cap was more appropriate, but we were certainly getting the message that a price cap was the way the Board intended to go.


The next event that we relied upon was the draft of Pacific Economics Group, made available on March 30th, and this was PEG's first draft of its evidence, which identified an X factor for a price cap index.  And that index X factor was, for PEG or for Enbridge Gas Distribution, a negative 0.40 percent.


That was very helpful to us.  We had anticipated that an X factor for a price cap for Enbridge would be a negative X factor, and that was based upon our experience in putting total factor productivity analysis together for our targeted plan of some years before, updated for the consultations we had with stakeholders in 2002, and what we understood to be going on in the rest of the industry.


We were expecting a negative X factor.  When that negative X factor was delivered in the PEG report, we looked for opportunities or started to think about ways we could make a price cap with a negative X factor work for us at Enbridge.


Then the world changed, and I am reminded about an April day not too long ago when I went to bed one night and it was spring, and woke up the next morning and it was winter, because the grass that was green was all covered in snow.  


On May 3rd, we received a letter from the Board that sort of changed the regulatory model they were pursuing, and it went from this policy initiative to inviting applications of the utilities.  The letter said:  The Board intends to implement a multi-year incentive-regulation plan and invites utilities to make application as soon as possible.


Well, that changed the framework for us.  We were going from a respondent in a Board-led consultation to being invited to make application.


So with the test of an application, we were certainly wanting to make the best application we could make for the most appropriate form of incentive regulation for the utility.


That began to open up the door for us for consideration away from a price cap and towards a revenue cap application, although no decision had been made at that point.


On May 11th, we made an application to the Board, in response to the Board's letter, asking for approval of rates for an incentive-regulation mechanism, but we didn't specify the mechanism that we were seeking.


The world continued to change on June 8th when PEG updated its evidence to reflect some new judgments and assumptions, the result of which was a shift in the X factor for the price cap recommended for Enbridge from negative 0.40 percent, negative 0.4, to a positive 0.85 percent.


And that was a swing of 125 basis points, an unfavourable swing, for the utilities' X factor.


And at that point we started to seriously consider whether or not a price cap under those circumstances could work for us at all.  So those were the documents that we relied upon through that period, and after we received the PEG update report, we then began to seriously consider whether we would, in fact, make an application for a revenue cap.


The PEG update was dated June 8th and we have provided, in response to CCC Interrogatory No. 5, a presentation that we made to the executive management team documenting what we understood to be the change in PEG's evidence and the implications for us.  We provided, as well, in response to CC No. 5, a memo from the incentive-regulation planning team, that I wrote on behalf of the team, documenting our recommendation, dated June 17th.


Included in that document were the assumptions and a financial planning analysis model that we put together in order to compare the potential earnings impacts associated with a price cap as recommended by PEG, a revenue cap as recommended by PEG, and a revenue cap per customer as we were then considering, and, in fact, the team recommended the revenue per customer cap.  


So the extent to which analysis is available that documents our swing from a consideration of a price cap to a consideration of a revenue cap, I believe we fully disclosed.  The documents we've relied upon from the Board which we have attached as part of our evidence and our own analysis in those -- the memorandum and the presentation that we filed in response to CCC number 5.  

Sorry for the long-winded answer.  

MR. WARREN:  All right.  Just as a brief segue from that, Rick, I take it from that answer that up to the material which is attached to that interrogatory response, there were no other internal or external analyses or reports dealing with this question of price cap alone or price cap versus revenue cap?  

MR. CAMPBELL:  We didn't commission any studies externally.  

Internally, of course, the results that you saw in that memo, attached to the interrogatory, had some earlier draft versions as we worked it up among the team.  But nothing else was presented to the executive.  It was only those results that were presented to the executive and considered in the decision.  

MR. WARREN:  The second question relates to the same interrogatory and it is this, Exhibit I, tab 3, schedule 5 attachment B, page 30.  There is a reference to a "capital rationing environment."  What is meant by that term?   

MR. CAMPBELL:  Yes, I think the proper reference is to page 3, as there are only 20 pages in that exhibit, but I knew exactly what you were talking about.  

In that memorandum, we described design-plan challenges and we referred to a couple of challenges.  One, attaching new customers that offer the highest return will be required in the capital-rationing environment.  We also say a challenge will be optimizing capital investment.  

I think most of us would understand that a purpose of incentive regulation is to challenge the utility to do something differently, to do things differently, to be more productive, to find efficiencies, and we expect that the capital environment will be different under incentive regulation than it is under cost of service.  Under cost of service we make represent takes about capital budgets and have, essentially, those capital budgets approved in advance and the organization knows where and how to spend the capital money through a rate year after Board approval of rates.  

In an IR environment it is going to be very different from that, and we will attempt to prioritize capital spending and to an extent ration the way we spend capital.  So to exceed or succeed in an IR environment.  

MR. WARREN:  Third question.  Exhibit I, tab 3, schedule 5, attachment B under the heading "evaluation criteria", there is a reference to “regulatory risk," and two categories, "potential for approval" and "potential for exit."   Please indicate what is meant by "potential for exit."  Also, please indicate how the ranking was arrived at for the two categories.  

MR. CAMPBELL:  Well, this was documented in the team memo at page 7 and it was an attempt to get an assessment on a pretty subjective basis of all of the team members on a number of different criteria associated with the three plans.  The three plans, again, were the PEG-recommended price cabin index, revenue cabin index, and our own plan design, revenue cap per customer.  

We simply asked each team member to assign a rating of one, two or three, three being the most desirable associated with each of the characteristics.  And those characteristics included -- the evaluation criteria included potential for earnings, potential for volume, potential for regulatory risk.  The higher the rating, the less preferred the outcome.  

So looking across the bottom, the team, as a group, awarded 136 points to the PEG rate cap, 144 points to the PEG revenue cap, and 104, 104 points to the PEG or to the EGD revenue cap per customer.  

So it was sort of an intuitive assessment, objective assessment by each of the team members on each of the evaluation criteria.


With respect to regulatory risk, the two items were potential for approval, potential for exit.  We were really asking ourselves which of the three plans would likely be the best plan in terms of the Board's IESO or the Board stakeholders considered by the Board.  Which is most likely to gain approval?  

I think it is obvious that we concluded that of the three plans under consideration the PEG revenue cap rate cap, price cap rated the highest.  The PEG revenue cap per customer was number 2.  And our own version was number 3. 

Our own version was number 3 because we all felt we had a big hurdle to overcome in convincing the Board, who had previously revealed its preference for a price cap, that a revenue cap was appropriate in our circumstances.  

With respect to potential for exit, that's really a question around the off-ramp for the plan.  We were asking ourselves, if we were in a plan, which plan would be the easiest to exit if it went badly, if it was not delivering the desired outcomes.  

We felt that if we applied for a price cap, it would be very difficult to convince parties after the fact that we really wanted a revenue cap and the undesirable outcomes that were being demonstrated in the plan were a result of the fact that we were in the wrong situation, the wrong plan.  

So the plan that got the best evaluation in that scenario, was our own plan because we really felt it most appropriately represented what we could accomplish in incentive regulation given the business circumstances we saw.  

MR. WARREN:  Just as a follow-up so I can understand it, Rick.  Is the potential for exit getting, according to your evaluative criteria, the lowest mark, which is the best mark, is it in the nature of the Z factor?  Or is it in the nature of the plan itself that makes it easier to get out of?  

MR. CAMPBELL:  A couple of elements.  We wanted a plan that would deliver desirable outcomes, desirable results first and foremost.  Now, we thought our own plan provided that.  

It goes to the nature of the off-ramp and how convincing we could be.  If things did go wrong and we weren't getting the outcomes desired by all stakeholders, if we made application for a revenue cap and things went wrong and we went back and said, They're going wrong for these reasons; we should go back to cost of service, we simply felt that in those circumstances we would have a better argument to advance than if we had said, We applied for a price cap because that's what we thought you wanted in spite of the fact we didn't think it worked.

Having made that application, we didn't think parties would be particularly sympathetic to the fact that we never endorsed it or felt wholeheartedly in support of a price cap to begin with.


MR. WARREN:  Fourth question.

"In Exhibit I, tab 3, schedule 5, attachment B page 8 of 20 there is a statement that: 
'OEB approval of a revenue cap may cause adjustments to CIS settlement which is premised on a rate cap approval.'  
"Please indicate what those adjustments might be."  

MR. HOEY:  This comment was put in the document because our understanding of the CIS approval agreement was that it was based on a rate-cap approval and that if you put a revenue cap in, would the revenue cap have the same adjustment mechanism as the price cap; the answer is no.  

So what we would see going forward is, and this is why the CIS in the revenue cap is set up as a Y factor -- we would need to put the CIS adjustment only at the, what are called the X level, the net X level.  So it shouldn't have an adjustment for revenues.  It shouldn't be adjusted up for customer numbers and stuff like that because that is already built into the model.  

So it's really just figuring out what the X number that is supposed to go into the CIS model and deal with that separately, rather than tying it to the revenue-cap model.  

MR. WARREN:  The final question: 
"Exhibit I tab 3, schedule 13.  EGD states that: 'Management has established a target of achieving 50 to 100 basis point increase on average over the allowed ROE over the term of the plan.'

"Please indicate how that target was derived."


MR. CAMPBELL:  Well, management had a pretty good sense of the cost pressures it would face in the next five years and what would be achievable in terms of a new operating environment, at a very high level.  

The question was asked:  How good do we think we can do?  I mean, what efficiencies can we chase?  And the answer for the most part is:  Well, we don't know yet.  Those will have to be developed, and we'll respond to the plan once it is approved.


But the question was asked of me, in particular, how have other utilities done under incentive regulation?


So we did a little bit of research, which indicated that in Canada, at least when the time this research was done, there were was 17 rate years or fiscal years' worth of incentive-regulation experience in Canada.  The approved and implemented plans by GazMet; by Terasen, formerly B.C. Gas; by Union Gas; and our own EGD targeted plan.


And looking at the published earnings for the years that were available, the average boost, the average increment over allowed ROE, was 0.47, 47 basis points.


So, as I recall, the EMT discussion was the hope was they could at least do that well under our own incentive-regulation plan for the next five years, so about 50 basis points, and they would hope to do better, but realizing the business pressures that we faced over the last few years and our expectation that they might continue, they thought an appropriate cap would be about double that average.  


So that is how the 50 to 100 was set.


MR. WARREN:  May I just ask as a follow-up for that, briefly, Rick?  Is the discussion at the EMT, is that anywhere in the record?  Is it minuted or otherwise in the record somewhere?


MR. CAMPBELL:  I can't say that it is, except for what I just offered.


Those meetings aren't minuted and to the extent to which you have an understanding that they accepted the recommendation of the study team about the incentive-regulation model, of course that is documented, but that's all.


MR. WARREN:  Okay, thanks.  That's it.


MR. ROSENBERG:  Thank you.  Next.

Questions by Mr. Thompson


MR. THOMPSON:  Thanks.  Peter Thompson for IGUA.  I did circulate some questions.  I notice there are a few errors in the questions, but that should come as a surprise to no one.  


Let me begin, if I could, by following up on a discussion that you were having Val Young yesterday about the amendment to the definition of contract demand and its implications.


Can someone tell me whether I am right that the existing rate regime - the contract rates is what I'm talking about - call for daily contract demand rather than hourly?


MR. KACICNIK:  Yes, that's correct.


MR. THOMPSON:  Am I correct that in the contracts now there is nothing about hourly at all?


MR. ROSENBERG:  Microphone not working?  We're having a technical problem here.


[Technical difficulty]


MR. ROSENBERG:  Can you just try using your desk one for now?  Oh, the government is here to help.  Board Staff fixed the microphone.


MR. KACICNIK:  We are not completely certain what is in the contract, but subject to check, hourly demand would be contracted for the value.


MR. THOMPSON:  What does that mean?


MR. KACICNIK:  That maximum hourly demand would be one of the parameters in the contract, and that would represent the maximum amount of gas the company is required to deliver to the applicant per hour.


MR. THOMPSON:  Are you saying that is in there now or that's what you're proposing to put in there?


MR. KACICNIK:  If I'm not mistaken, that is in the contract now, but we need to check that and we would get back to you.


I am not completely familiar with large-volume contracts.


MR. THOMPSON:  Okay, but in terms of the parameter, as far as the customers are concerned, being daily CD, daily contract demand, that has been in place for a long, long time, has it not?


MR. KACICNIK:  Yes.


MR. ROSENBERG:  Before we go on, do you want an undertaking number for...


MR. THOMPSON:  Yes, please.


MR. MILLAR:  JTB.1.  Mr. Thompson, could you please repeat the undertaking?


MR. THOMPSON:  I believe the company is going to get back to me with respect to what's in the contracts now pertaining to hourly CD.

UNDERTAKING NO. JTB.1:  ENBRIDGE TO PROVIDE INFORMATION AS TO WHAT IS CONTAINED IN CONTRACTS REGARDING HOURLY CD.


MR. MILLAR:  Thank you.


MR. THOMPSON:  So I asked a question about the duration of this daily contract demand regime.  It has been around as long as I've been around; is that fair?


MR. KACICNIK:  Yes, that would be fair.


MR. ROSENBERG:  Microphone.


[Technical difficulty]


MR. THOMPSON:  It's a good thing we're not on Canadian Idol, Anton, or you would lose.


[Laughter]


MR. THOMPSON:  You don't have to look back at me.  


MR. ROSENBERG:  You have to speak into the mike so the court reporter can transcribe.


MS. COLLIER:  I said I think it is safe to say that the existing daily contract demand has been in place for a number of years.


MR. THOMPSON:  My recollection is, and correct me if I am wrong, but this hourly demand concept surfaced as a result of the rates request by power generators.  In other words, in their deals, there is this hourly demand concept; is that correct?  You worried about those guys running over.


MR. KACICNIK:  Hourly demand term has been in the company's rate handbook for as long as we can remember also.


What happened with the development of unbundled rates is that the contract demand for unbundled customers is determined as hourly demand times 24.  That's contrasted to the contract demand for bundled customers, which is a daily value currently.


MR. THOMPSON:  I thought hourly demand was a concern that came up in the context of the requirements of power generators and you were trying to make sure that when you proposed the extent to which they could draft the system, that there be some constraints on the hourly demands.  Have I got that wrong?


MR. KACICNIK:  Well, hourly demand is a concern for all customers, because the distribution system is designed, operated and maintained to meet the hourly demand of customers.  So if customer is either bundled or unbundled, there is no difference in the way they are using distribution system.  It is the hourly demand that the company has to meet on the firm basis.


MR. THOMPSON:  All right.  Well, I won't dwell on this too much at the moment.  But can someone confirm for me that when the demands of the power generators were being addressed by EGD, my client asked for and got from Enbridge, as well as from Union, a commitment that the features that you were introducing for power generators would have no adverse impact on the other industrial customers.  

MR. KACICNIK:  Yes, there is no adverse impact on the level of service other customers would receive.  

MR. THOMPSON:  Ms. Young took you through the impacts on the people that have CDs that will go up as a result of this change you're proposing.  

MR. KACICNIK:  Yes.  What that means is that more of the revenue-requirement assignment to large volume customers would be recovered through fixed charges, that is contract demand charges.  Correspondingly, their delivery charges, the variable charge would go down.  But the level of service to existing customers would not be impacted now that we have unbundled customers on the system, as well.  

MR. THOMPSON:  My last question in this area is this:  Are you or are you not proposing to change the tilt in the base rates?  

MR. KACICNIK:  I am not certain if I understand this question.  Can you perhaps rephrase it?  

MR. THOMPSON:  No.  Let's leave it there.  

The first question we asked was with respect to your response to IGUA Interrogatory No. 1.  This is Exhibit I, tab 17, schedule 1.  You might just want to turn that up because, on page 2, there is a blue sheet that updates the white sheet and at line 2 you are showing the input price differential increasing from 0.22 to 0.66.  

My question was: 
"Please explain the factors which prompted this change in the evidence."

MR. CAMPBELL:  Peter, I prepared that table and the balance of the response to this interrogatory and the sole factor which prompted the change was advice by a colleague that I made a stupid translation error.  

Moving from a couple of pages into the document, I just copied down the wrong number.  So it was just a mistake.  It didn't affect the, I don't think, the balances in that table.

MR. THOMPSON:  It was purely a typographical error, Rick?  

MR. CAMPBELL:  That would be a kind characterization, yes.  

MR. THOMPSON:  Let's move on to the second question, then.  This is with respect to IGUA Question No. 2.  I was asking you folks to plug in the numbers in the paragraphs A to E.  You didn't help me very much so I guess I will just go through it.  The first paragraph:
"What is EGD's total base year regulated revenue requirement?"
Could I have that number, please.  

MR. CULBERT:  Yes.  Peter, the exhibit we filed at Exhibit C, tab 4, schedule 1, page 5, if you have that document, row one shows the total 2007 Board-approved revenue requirement that we start with.  

MR. THOMPSON:  Can you just give me the number?

MR. CULBERT:  3119.8.  

MR. THOMPSON:  Thank you.  Then sub B, the portion of the revenue requirement to be provided, that revenue requirement which is EGD's total base year delivery related revenue requirement.  Can I just have the number, please?

MR. CULBERT:  Yes.  The distribution revenue requirement that we're commencing with, net of the gas cost component, is 945.2.  It is at row 3 of that document.  

MR. THOMPSON:  Thank you.  

The segregation that I have asked for -- O&M should be on the second line.  But cost of gas, what's the number?  

MR. CULBERT:  The cost of gas embedded in that program is 2174.6.  

MR. THOMPSON:  O&M?  

MR. CULBERT:  You have me at a loss there.  I don't have the Board-approved revenue requirement draft rate or final rate order with me.  I could undertake to provide the information that's in that revenue requirement.  I don't have the O&M number with me. 

MR. THOMPSON:  If you flip forward to IGUA 3, Exhibit I, tab 17, schedule 3, page 2, there is a number 326.2.  Would that be it?  In response to subparagraph F.  

MR. CULBERT:  Yes, subject to check, I would say that is probably the number.  

MR. THOMPSON:  Thank you.  Now, depreciation.  

MR. CULBERT:  Again, I don't really have the final rate order with me to say how much depreciation is embedded within that 3119.8.  

MR. THOMPSON:  Property taxes?  

MR. CULBERT:  Same thing.  All I could do, Peter, is undertake to provide you a schedule that has all of that in it.  

Our response, basically, was that those numbers will basically be just be the details of what the total Board-approved revenue requirement was.  We think what you were looking to get at was how much of that revenue requirement are you looking to treat as cost of service and how much is going to be under a formula.  

On that schedule, we showed the elements that we believed were agreed-to elements of Y factor costs, namely DSM, CIS customer-care agreements.  We had to remove the gas and storage and working cash component which is treated as part of the QRAMs.  All of those get removed as Y factors and included later on.  The only other element that we were treating as a Y factor was the incremental capital that we were showing on rows 20 and 21 of that schedule.    

MR. THOMPSON:  Again, I would ask for the percentage that was not subject to whole or in part to some form of cost-of-service treatment.  Have you done that for me yet?  

MR. CULBERT:  That's our response.  We believe that schedule shows how much is treated as a cost of service, which is the Y factor capital, and the other Y factor elements and the rest is under formula.  So I can certainly break those down into percentages, if you request.  

MR. THOMPSON:  Would you do that for me?  Union doesn't seem to have any trouble putting the numbers in my little boxes and doing the calculations.  You guys, big push back.  Could you do that for me?  Could you answer these questions?  With the numbers, please.  

MR. MILLAR:  JTB.2.  That's IGUA No. 2, Mr. Thompson?  

MR. THOMPSON:  That's correct, yes.  

MR. MILLAR:  Thank you.  
UNDERTAKING NO. JTB.2:  ENBRIDGE TO PROVIDE A WRITTEN RESPONSE TO IGUA QUESTION NO. 2  


MR. THOMPSON:  Before I leave this, if we could just go down the list in terms of the categories of cost to see which of them have some continuing cost-of-service treatment under your proposal.  

Cost of gas is subject to a Y factor; is that correct?  

MR. CULBERT:  It's...

MR. THOMPSON:  Operations and maintenance, my understanding is that would not be subject to any continuing cost-of-service changes.  Am I right there?  

MR. CULBERT:  Well, other than the elements that are DSM and CIS customer care-related which are part of other agreements.  

MR. THOMPSON:  Now, depreciation.  Under your proposal with capital, a capital Y factor, depreciation will change, will it?  

MR. CULBERT:  Depreciation will only change for that element of Y factor capital.  

MR. THOMPSON:  Property taxes, is that subject to Y or Z factor protection?  

[Witness panel confers]

MR. CULBERT:  Yes.  As Mr. Campbell pointed out yesterday, if there is a new form of property tax or whatever that would be a Z factor, but rate component, no.  

MR. THOMPSON:  Capital taxes, is that subject to a Y or Z factor protection?  

MR. CULBERT:  Again if there is a threshold met, I believe it was discussed yesterday of 1.5 million yesterday, it would be a Z factor.  Other than that, no.  

MR. THOMPSON:  Equity return.  Your proposal is what with respect to equity return?  Is it a Y factor or something else?


MR. HOEY:  Equity capital.  There is no change to it in the plan, other than if the Board were to change the entire formula.  That would be a Z factor.


MR. THOMPSON:  Okay.  So is Enbridge reserving the right under your proposal to seek a change in the Board's formula?


MR. HOEY:  Yes, or if the Board does a proceeding of its own motion, too.


MR. THOMPSON:  Now, cost of debt.  You're not proposing any Y factor or other factor treatment of that item; am I right?


MR. HOEY:  That's correct.


MR. THOMPSON:  All right.  We know that is going to decline.


Now, what about income taxes?  Is it subject to Y factor or Z factor protection?





MR. HOEY:  Only if there were new taxes introduced.


MR. THOMPSON:  What does that mean?  New tax rates?  


MR. HOEY:  No.  New tax, some new tax.  Like, let's call it a green tax, or something like that.  That's unknown.


MR. THOMPSON:  PST 2, something like that?


MR. HOEY:  Yeah, whatever.  Something we don't know about now.


MR. THOMPSON:  All right, thanks.  Now, if we can just move on to IGUA 3 in the document that I circulated.  I think I've kind of garbled the question under 3, and, the next one, No. 5 really related to No. 3, as well.


What I was trying to get at, witnesses, was a response similar to the responses we got from Union with respect to the amounts that a 1 percent price cap would produce for Enbridge.


So our first question was (a) we gave the assumptions, and then we said, What are the incremental revenues over and above the base year revenue requirement which a 1 percent price cap for each of the five years, 2008 to 2012, will produce in each of those years.


Your non-response was you applied for a revenue cap.


My question is:  

"Could you answer the question on an assumption that a price cap applies."


MR. CAMPBELL:  We did decline to answer that, because we have applied for a revenue cap per customer.  We haven't applied for a price cap.


We declined to answer on the basis that we didn't think calculations like this for alternatives to our proposal were necessary.


I looked, however, for your reference to Union answering the question and could not find it.  That is, I could not find an example of Union doing these calculations for a revenue-per-customer cap.


MR. THOMPSON:  No, I didn't ask them that.  I asked them a price cap question and they gave me answer.  I thought it was $8 million.


MR. CAMPBELL:  But I understand, then, that Union answered an interrogatory with respect to its application for a price cap, and you're asking us for detailed information for something we haven't applied for.


MR. THOMPSON:  Let's not quibble.  We understand the question.  


We're asking you what it would be if a price cap, a 

1 percent price cap, applies to Enbridge.  Can we just have a response to the question?


MR. CAMPBELL:  I have responded.


MR. THOMPSON:  So you're not going to calculate it for me?


MR. LADANYI:  Well, Peter, we would have to make a lot of assumptions.  We would have to create an Enbridge price cap which would look something similar to Union's price cap.


MR. THOMPSON:  I tried to give you the assumption --


MR. LADANYI:  Just a second.  It would require a completely new construct.  You never asked Union to design a revenue cap per customer.


MR. THOMPSON:  Forget about what I asked Union.  I'm asking you guys.


MR. LADANYI:  I know.  I know you're asking.  Can I answer the question?


You have not asked Union to construct, if you like, an application similar to ours, but you're asking us to construct one similar to theirs in the context of an interrogatory response.  We are saying we cannot do it like this.  We have not applied for this.  It would require us to make a lot of assumptions and we can't do it.


MR. THOMPSON:  You told us that you were on the price-cap track until May of 2007.  Surely you can tell us what a 1 percent price cap would do for Enbridge.


MS. NEWLAND:  I think you have our answer, Peter.


MR. THOMPSON:  Let's go to 5.  I don't have a written question on this, but this is -- I'm just trying to understand how the decline in average use is taken into account and might be taken into account on an ongoing basis under a price-cap regime or even a revenue-cap regime.


Can you just tell us how you estimate declines in average use now?


MR. LADANYI:  We currently have econometric models for rate 1 and rate 6, which are Board-approved, and they were just reviewed in the most recent rate case.


Also affecting volumes are going to be, as you know, Peter, possible declines in industrial volumes, declines in volume for large-volume customers.  That's one of the reasons why we have applied for a revenue-cap mechanism, because this mechanism allows us to have an annual volume forecast each year, rather than relying on being able to manage declines, for example, industrial volumes, through some kind of a formula.  And I think it would be best for everybody, in fact, in the whole industry if we actually produced an annual volume forecast, very similar, the same way we currently produce it under cost of service.


MR. THOMPSON:  I don't know if you answered my question.  On the average-use issue, you use an econometric model for the general service rates.  That's what I've got so far.  Is that right?


MR. LADANYI:  That's right.


MR. THOMPSON:  You could compare that to what?  Average uses in prior years?


MR. LADANYI:  Compare that to what?  No, we don't compare it to anything.  If the Board wishes us to compare it, we will compare it.  But what we do is we forecast it each year, and essentially that is what happens.  The Board then approves a forecast each year in which the rates are based.


MR. THOMPSON:  So --


MR. LADANYI:  In the context of a proceeding, these could be compared to forecasts for many years or actuals for many years ago or to anything.  The objective is to set a forecast for a test year, as we did in the past, as we currently do, and we want to continue the same process.


MR. THOMPSON:  Let me just understand.


My recollection is that your evidence shows average use in prior years, and then there is a number for the prospective year; right?


MR. LADANYI:  Right.


MR. THOMPSON:  And we see trends in these average uses, which I thought had relevance in determining the forecast average use for the forecast test period.  Does it or does it not?


MR. LADANYI:  There are some of the inputs in the econometric models.


MR. THOMPSON:  Okay.  But on the industrial volumes that you are talking about, you just forecast that on a customer-by-customer basis?


MR. LADANYI:  Yes.  Our account executives meet with industrial customers and they actually ask them what their plans are for the coming year.  That is how we put together a forecast.


MR. THOMPSON:  It has nothing to do with average use?


MR. LADANYI:  Absolutely not.  But it has a very key component in terms of setting rates, because you cannot ignore decline in industrial volumes when you're setting rates on a forecast basis.  You cannot only think of the general-service market and hope that somehow everything will remain the same in industrial market.  It doesn't.  You know that it doesn't.


MR. THOMPSON:  All right.


MR. LADANYI:  However, as we explained in the last rate case - we had a panel on this and I was part of the panel - it is very, very difficult to forecast industrial volumes, because industrial customers respond to world market conditions and the industries they're in, and there is no econometric model that is going to tell us industrial volumes.  


I think that is one of the key reasons why we need a revenue-cap mechanism rather than a price cap.


MR. THOMPSON:  Are power generators industrial volumes, in your parlance?


MR. LADANYI:  Yes, they are.


MR. THOMPSON:  Okay, thank you.  

Now, let's move on to No. 6, where in subparagraph A I asked whether, in EGD's view, does a regulator have a continuing obligation over the duration of an IR regime to monitor the rates being charged to assess whether they remain within just and reasonable limits and are not producing unreasonable returns for utility shareholders.  

Can you answer that question, please.  

MR. HOEY:  Yes.  We would agree that the regulator has that responsibility and will always have that responsibility.  

MR. THOMPSON:  Thank you.  Number 7.  This was a question that I had asked about confidence levels in all of the statistical data that's produced by PEG, and in your response A, you said:  
"Moreover, absent the data used by PEG as a basis for its recommendation, EGDI is unable to calculate statistical confidence levels."  

My question is:

"Could you please elaborate on the data EGD needs to calculate statistical confidence levels and the method EGD uses to calculate statistical confidence."


MR. LISTER:  Hi, Mike Lister here.  That comment was provided by Dr. Bernstein and we will ask him to provide an undertaking.  

MR. MILLAR:  JTB.3.  That's IGUA No. 7, Mr. Thompson?  

MR. THOMPSON:  That pertains to IGUA Interrogatory Response No. 6 on this list of questions.  
UNDERTAKING NO. JTB.3:  ENBRIDGE TO PROVIDE A WRITTEN RESPONSE TO IGUA QUESTION NO. 6.


MR. MILLAR:  Okay.  So Question No.. 6 from the list of questions?  

MR. THOMPSON:  Yes, yes.  

MR. MILLAR:  Thank you.  

MR. THOMPSON:  Let's move on to IGUA 13.  Here we had interpreted something in your evidence to suggest that average-use decline was going to accelerate.  The response to our question, and we asked for the evidence of that and you said:

"The evidence says 'if average-use decline accelerates.'  The company does not have evidence that average-use decline will accelerate." 

What we asked was:

"Does EGD have any evidence that average-use decline will remain unchanged, or any evidence that average use decline will decelerate?  If so, what is that evidence?"


MR. LADANYI:  Peter, we have actually a written response but let me tell you a little bit about it.  In the written response, we also refer to our response to Schools No. 50.  

It really is the new building code that has come out, which requires much higher insulation.  We have actually given reference to that.  We expect this will have an impact on the energy use in the housing market.  

Hopefully that answer will be sufficient.  We're going to hand it out.  

MR. THOMPSON:  So we're receiving a written response to that?  

MR. LADANYI:  Yes.  

MR. THOMPSON:  Thank you.  

MR. MILLAR:  JTB.4.  
UNDERTAKING NO. JTB.4:  ENBRIDGE TO PROVIDE A WRITTEN RESPONSE TO IGUA QUESTION NO. 7

MR. MILLAR:  That's a response to IGUA Question No. 7.  

MR. THOMPSON:  The next one is with respect to IGUA 20.  This is Exhibit I, tab 17, schedule 20 and the last update I have of that, I think, is dated September 21, 2007.  

This relates to amounts that EGD will save as a result of maturing debt over the term 2008 to 2012, likely being renewed at lower rates.  

We have asked the calculation to be done on an assumption that the rate is 6 percent.


And on page 2 of the response, there is a table entitled:  "Change in carrying cost of debt," and it has columns for the five years 2008 to 2012.  Do I interpret this correctly to mean that EGD will realize savings in debt costs on this 6 percent assumption over the five years, totalling $25.3 million?


MR. CULBERT:  Yes.


MR. THOMPSON:  That's the sum of the numbers, the bracketed numbers on the last line of the table.


MR. CULBERT:  Yes.  For those issues that are maturing during the term, that is the change in interest expense that will occur.  

What is missing, which we couldn't possibly put in at this point in time, is the comment in there that what you don't have is the interest cost of any new debt that is going to occur over that same five-year period, if the company is spending 250 to 300 million dollars of capital at an approximate percentage of about 60 percent of that being debt.  If you were to make that same assumption, I'm guesstimating your interest cost would be somewhere in the neighbourhood of $150 to 160 million of interest expense you would be incurring.  That isn't part of the formula and I can't imagine it would be collected or captured by a 2 to 3 percent increment on existing interest expense.  So that is part of the calculation that you don't see here, either.  

MR. THOMPSON:  So this additional capital you're talking about, this is for system expansion and other purposes, is it not?  

MR. CULBERT:  It's for capital required to fund all of the capital requirements of the company.  

If the company spends 250 or 300 million, or whatever the number is, we will have to secure debt to finance that.  Whatever the rates are that the company has to incur interest at, that is not part of the amount that is embedded in revenue requirement for interest-expense purposes at this point in time.  

MR. THOMPSON:  Well, what's your capital Y factor, then?  I thought that was covering all of this additional capital expenditure.


MR. CULBERT:  No.  The capital Y factor is simply for incremental capital with respect to cast-iron mains, leave-to-construct projects.  It's not for additional interest.  It is to cover off typical capital expenditures.  

MR. THOMPSON:  We will reflect on that response.  The last one pertains to your response to IGUA 24.  Mr. Warren had some questions about this as well.  

This pertains to the 50 to 100 basis points above the Board-approved ROE target for the years 2008 to 2012.  I assume that is 50 to 100 basis points above the ROE each year?  Is that right?  

MR. HOEY:  On average, yes. 

MR. THOMPSON:  I was just trying to have you quantify that for me.  

The question was:

"What is the estimated average rate base for the period 2008 to 2012 and the estimated pretax revenue requirement associated with a 50 basis point increment and a 100 basis point increment over and above the currently approved Board ROE?"  

Can somebody answer those questions, please.  

MR. HOEY:  We will take that away and work on it.  

MR. THOMPSON:  All right.  

MR. MILLAR:  JTB.5, and that is response to IGUA Question No.. 10.  
UNDERTAKING NO. JTB.5:  ENBRIDGE TO PROVIDE WRITTEN RESPONSE TO IGUA QUESTION NO. 10  

MR. THOMPSON:  Thank you.  Those are my questions.
Questions by Ms. DeMarco


MS. DeMARCO:  Thanks very much.  Lisa DeMarco.  I am here on behalf of each of Coral and TransAlta.  

I propose to start first with the Coral questions, which should be very brief and relate predominantly to Exhibit I, tab 15, schedule 1, specifically A and I of that schedule.  

All of those questions pertain to new services, modified services, both within and outside of the existing rate schedule.  So a few clarification questions.  

First, can you clarify for the record whether EGD or any of its affiliates have any plans to provide any new energy or non-energy services during the term of the plan.


MR. KACICNIK:  I can only speak on behalf of Enbridge Gas Distribution.  At present time the company does not have any plans to provide new services.


MS. DeMARCO:  I'm sorry, can you repeat that?


MR. KACICNIK:  I can only speak on behalf of Enbridge Gas Distribution.  At the present time the company doesn't have any plans to provide new energy or non-energy services.


MS. DeMARCO:  So certainly in relation to affiliates, at this point you're not commenting; is that my understanding?


MR. KACICNIK:  Yes, that's correct.  I do not know what the affiliates may be doing.


My group does rate design for Gazifère, and Gazifère, for example, does not have any plans to introduce new services, either.  But I do not know what other affiliates may be doing.


They may be unregulated or regulated by another jurisdiction.  So I really cannot speak to it.


MS. DeMARCO:  Would you agree that to the best of your knowledge, there is no intent to provide bundled commodity or bundled storage services by an affiliate?


MS. NEWLAND:  Lisa, I think you have his answer.


MS. DeMARCO:  I don't think I do, Helen.  Specific to the bundled commodity portion, which would generally be a utility service, do you have any knowledge of whether or not an affiliate would be providing those services?


MS. NEWLAND:  He said he has no knowledge of what affiliates may be planning to do in terms of new services.


MS. DeMARCO:  Would it be possible, then, for an affiliate to provide bundled commodity-related services?


MS. NEWLAND:  We have no idea.


MS. DeMARCO:  I'm wondering if I can get that from the witness.  Would it be possible for an affiliate to provide commodity bundled services?


MR. HOEY:  I don't know, Lisa.


MS. DeMARCO:  It is a binary answer.  Would it be possible, or would it not?


MR. HOEY:  I don't know whether it is possible, so...


MS. DeMARCO:  So certainly, by that answer, I would have to conclude that it is within the realm of possibility, if you don't know.


MS. NEWLAND:  Lisa, you have our answer.  I guess you can make whatever conclusions you want.


MS. DeMARCO:  Moving on, then.  In terms of modifications to existing rates, would all modifications to existing rates be subject to Board approval either through their annual rate-setting filing or as a separate proceeding?


MR. KACICNIK:  Yes, that's correct.  That's our proposal.


MS. DeMARCO:  Can I ask you to turn, specifically, to Exhibit I, tab 15, schedule 1(i), at page 3.


MR. KACICNIK:  Yes, we have it.


MS. DeMARCO:  I am just trying to get some clarity on your response there in relation to whether or not, if any new rates or services are to be developed, would EGD notify customers in advance and undertake a consultative process before seeking Board approval and what that process would look like.


In your answer, if you could address or attempt to quantify what you mean by the terms "minor" and "minimal" in the first paragraph, and "significant" in the second paragraph.


MR. KACICNIK:  To address the first part of your question, yes, if we are introducing new rates or services, we would notify stakeholders in advance, either through stakeholder meetings, annual large-volume meetings or consultative process.


Typically, development of new services and rates takes about a year from start to finish, and with respect to what is minor and major, minor changes would be something like what we are proposing -- is it working?


MR. ROSENBERG:  Is your own mike on the desk?  Maybe if you turn that off.


MR. KACICNIK:  In this proceeding, we are proposing a modification to rate 135, which is a minor modification, and we are also proposing a change to the definition of contract demand, which in our view is also minor.


Major changes would involve development of new services, rates, or splitting an existing rate class into two rate classes, or major a redesign of a block structure or something like that.


MS. DeMARCO:  To follow up on the last point, the changes to contract demand definition that have been proposed, was there a consultation on that in advance of that proposed change?


MR. KACICNIK:  There was a consultation in advance, but there will be consultation with customer groups leading to the Board approval.  So customers will know about this in advance.


MS. DeMARCO:  And now I am going to take off my Coral hat and put on my TransAlta hat and follow up on that question.


Specifically in relation to that change in the proposed definition of contract demand, I wonder if the company would undertake to provide the maximum 2008 bill impacts of that change for rate 115 specifically.  I imagine other people might want that for other rates, as well.


Peter has asked me to make it all rates.


[Witness panel confers]


MR. KACICNIK:  Yes, we cannot provide this...


We cannot take an undertaking on this one.


[Technical difficulty]


MR. KACICNIK:  We are reluctant to take an undertaking for this question, because it really depends on a customer-by-customer situation.  Currently some customers already have contract demand that reflects hourly demand times 24, and some others don't.


So it would really depend on the process where account executives will go and review these levels with customers at the time of contract renewal.


MS. DeMARCO:  So let me clarify.  Some customers will have variable impacts of that contract demand, is that what you're saying, of that change in the definition of contract demand?


MR. KACICNIK:  No, that is not correct.  What we were saying previously, that for 2009 more of the assigned revenue requirement to large-volume rate classes will be recovered through contract demand charges, and less will be recovered through the delivery charges.


MS. DeMARCO:  Okay.  Let me clarify my request, because it was for 2008 and specifically the maximum bill impact for customers in each rate class.  So it would be the customer that had the highest bill impact in a rate class.  Would you undertake to provide that?  Not 2009, just 2008.


MS. COLLIER:  Lisa, our concern is that we have approximately 2,000 large-volume residential customers.  Of that, we would need to identify which customers currently are on an hourly demand, contract demand setting basis, and which customers are on a daily demand basis.


That cannot be done by our group.  That is required for each of our large-volume representatives to sit down, review the customer's contract and determine that amount.  From that, then, that information would be provided to us, of which, then, we would have to look at the increment of their existing demand versus what the new demand may be, and then determine what their bill impact would be.  


So it is not a simple exercise.  It is an enormous amount of work to review 2,000 large-volume customer contracts and determine what their new CD level would be.


Our proposition is not that this comes into effect for all customers on January 1, 2008.  First, we're seeking Board approval, and then, secondly, this will be done on a customer-by-customer basis as their contracts come up for renewal.  The account exec would sit down with the customer and then determine, if the customer has a Metrotech device, what their hourly read would be.  If they don't currently have an automatic meter-reading device, they would look at the existing equipment in their plant and then determine it that way.  

So, I just don't know how we can undertake to provide a response like this and have it back to you in a week when we're proposing to implement this well over the course of a year, is our answer. 

MS. DeMARCO:  I appreciate those challenges, Jackie, and certainly our challenges are trying to assess whether or not this is an advisable change that should be either supported or opposed.  In trying to determine the rate impacts associated with that, I would imagine that prudently the company would have done some studies or some analysis as to what the impact would be on certain customers and whether we're talking about a maximum impact of $2 a customer or $2 million a customer is certainly significant to our analysis. 

So to the extent it is very challenging to do that on a per-rate-class basis, would it assist you to undertake to do that on a general basis, the maximum bill impact you could imagine, or that could occur from this change across all rate classes?  Would that be a reasonable compromise?  

[Witness panel confers]

MS. COLLIER:  Anton and I were just discussing how we can provide you with some information.  Our suggestion maybe is that we would look at sort of a typical customer - perhaps rate 115, or rate 110, or rate 170 - and if they currently have some sort of level of daily contract demand, may perhaps based on 16 hours of operation, and change that to an hourly demand basis, and we could provide you, then, with sort of a typical impact that way.  If that is helpful.  

MS. DeMARCO:  Certainly the maximum impact is what we're after.  So to the extent that you could shift that analysis to the maximum, that would be helpful.  

MS. COLLIER:  Well, the maximum is difficult.  In order to determine the maximum we have to look at every single customer and see how theirs would be adjusted.  So that gets back to my initial statement. 

I think perhaps if we could provide you with a response and sort of take it from there.  

MS. DeMARCO:  I've just had a little chat with Mr. Thompson here and if you could do the typical largest and smallest in each class, that would be very beneficial.  

MS. COLLIER:  Yes, I think we could do some sort of analysis based on that.  

MS. DeMARCO:  Great.  Thanks very much.  That is an undertaking.  I wonder if it should be duly noted.  

MR. MILLAR:  JTB.6.  I would ask that the undertaking be repeated.  There was quite a bit of back and forth.  So we're on the same page. 

MS. DeMARCO:  The undertaking as I understand it was to provide a typical bill impact of the proposed change in the definition of contract demand for a typical largest and smallest customers.  Did I say that right, Peter?  

MR. MILLAR:  Thank you.  
UNDERTAKING NO. JTB.6:  ENBRIDGE TO PROVIDE TYPICAL BILL IMPACT OF THE PROPOSED CHANGE IN THE DEFINITION OF CONTRACT DEMAND FOR A TYPICAL LARGEST AND SMALLEST CUSTOMER

MS. DeMARCO:  Moving on then.  I understand that, from discussions yesterday, you may have written responses discussions yesterday, you may have written responses to some of the other questions we filed in advance for TransAlta, so I anticipate you will identify those as we go on. 

My questions revolve predominantly around Exhibit C, tab 6, and the new information filed at schedules 5, 6, 7, and 8.

Starting first with Exhibit C, 5, at page 3.  You've got a chart there with the average T-service rate impacts resulting from your proposal.


Am I correct in assuming that that rate impact is as compared to your Q4 QRAM level?  

MS. COLLIER:  Yes, that's correct.  Those rate impacts are relative to our current rates today, which is our October 1, QRAM rates.  

MS. DeMARCO:  Our challenges arise in trying to assess those rates and the rate impact broken out from the portion that pertains to the implementation of the final phase of the upstream transportation cost allocation changes and how that compared to last year's rates as opposed to the Q4 QRAM rates.  

So I am wondering if you could undertake to provide that chart, breaking out each of those two factors; that is, the overall year-to-year rate impact as opposed to Q4-QRAM-to-current rate impact and then subsequently break out the portion that is attributable to the upstream transportation cost phase-in.  

MS. COLLIER:  Yes, we received your question and we're going to undertake to provide that response, just given the level of detail involved.  

MR. MILLAR:  JTB.7, and that is provide an answer to TransAlta Question No.. 1.  
UNDERTAKING NO. JTB.7:  ENBRIDGE TO PROVIDE ANSWER TO TRANSALTA QUESTION NO. 1 AND TO UPDATE C6, SCHEDULE 8 TO CORRESPOND

MS. DeMARCO:  And that might be easiest to do in the form of the chart that we provided at interrogatory at Exhibit I, tab 16, schedule 1, pages 2 and 4.  I leave that to you in terms of format, but certainly it has all of the relevant information there for you.  

MS. COLLIER:  Yes, we have that.  

MS. DeMARCO:  The second question is really to try and determine how the rate impacts look without proposed Y and Z factors.  Now, I understand that there are discretionary Y factors and not so discretionary Y factors, such as gas costs.  

Do you have any problems or challenges providing the information requested in Question No. 2?  

MS. COLLIER:  What we view as sort of non-challenging Y factors would be our proposal to adjust the gas and inventory and as well as our agreed-upon level of CIS costs for 2008, as well as the DSM costs that have also been agreed to for 2008 which leaves, then, our incremental capital Y factor.  That has been identified as approximately $700,000 for the 2008 test year.  

So my response would be, for $700,000 you're really looking at the impact, then, on your large-volume rate classes.  The majority of those costs would be assigned to the residential and small commercial rate classes.  So I really don't think there would be a material change in the rates we're proposing if we just did your scenario based on a $700,000 increase in revenue requirement relative to a $900,000 base of revenue requirement that we have.  

MS. DeMARCO:  From our perspective, I guess, we're close to there, in terms of gas costs and gas and inventory.  I would have imagined that CIS would have been a placeholder and somewhat controversial - my friend Mr. Warren is no longer here - but somewhat controversial Y factor.  

I wonder if it would be possible to break out that Y factor and run the calculation.  

MS. COLLIER:  Well, when you say "break out the Y factor", you mean I would leave the existing level of CIS that we have in there for the 2007 and not update it for 2008?  I'm not sure.  You can't just remove the $100 million from our existing rates.  It still needs to be relative to what is in rates today.  

So I'm not sure -- is that the base level you would want us to --

MS. DeMARCO:  Yes.  Certainly from my perspective - and as I say, Mr. Warren is not here - it would be beneficial to assume that the existing level of CIS costs would be in, and not have any incremental Y factor associated with new CIS costs.  And have it run on that basis.  

MS. COLLIER:  Well, as I am looking at the determination of the revenue requirement for 2008 at Exhibit C, tab 4, schedule 1, page 5, this is an exhibit put together by Kevin, he has removed the 2007 level of CIS by the tune of $90.8 million.  And then he has added back in the 2008 approved level which is actually a slightly smaller amount at $89.2 million.


So again, first it is a reduction in the level of costs.  Secondly, that would be a very small impact on any of the rate classes from that change.


There is not a lot of material change between the DSM level in 2007 and 2008.  It's approximately $1 million.  Really, the largest category of a Y factor is the gas and storage, which I really don't think is going to be a controversial item, because, again, that is currently embedded in rates.  It is at approximately $60 million, and we're proposing to reduce it to the current level of $43 million.


I'm not sure where you want me to go with this, but I'm suggesting that really the only variable component is our proposed Y factors for incremental capital, and that is only at a level of $700,000 for 2008.  


So I'm suggesting that the rate impacts stemming from that to large-volume customers would be very small, and I'm not really sure what us undertaking this whole analysis and redesigning the rates for you is going to achieve.  It's not a five-minute exercise on our part to redesign the rates to remove $700,000.


So I just wanted to sort of highlight the level of change that may occur.


MS. DeMARCO:  Certainly I think it would be beneficial.  I will tell you, Jackie, the purpose of what we're trying to do, and that is to assess the maximum and minimum rate impacts throughout, a very pragmatic, practical concern for electricity generators, who, as you know, are bound by contracts with the government and have a number of consumer impacts that result from those contracts.  


So what would be very beneficial, and I guess for my purposes our focus is not necessarily CIS, but certainly to see those controversial Y factors taken out, have it run to see what the minimal impacts would be that way, and then also to have a proxy for the maximum Y and Z factors, some contingency planning of reasonable possible Y and Z factors and have it run on that basis, as well.


To that end, I note that Patrick specifically identified potential Y factor for green taxes, and I am assuming he is meaning any costs associated with the federal government's large final emitter program, which you know are coming down the line.  So that would be very beneficial, to see how that would impact rates, both on the minimum side and the maximum side.  


Is that feasible?


MR. HOEY:  Is this for 2008? 


MS. DeMARCO:  The chart actually requests data out for each of the years of the --


MR. HOEY:  We don't have any data to -- we have no data on any green tax, what the costs would be, or any other new tax that would come along.  So we would put zeros across the board for all of those.  Anything that we don't know we would put a zero for.  So I guess what we have is what we have for 2008.


MS. DeMARCO:  I am just curious.  Is there no proxy around -- or no figures that have been used for potential contingencies for all of the Z factors and all of the Y factors that you have in your application?


MS. NEWLAND:  No, there is not.


MS. COLLIER:  Lisa, I wonder if this could be helpful.  There is an exhibit filed where we indicated, by rate class, how the Y factor revenue requirement is to be recovered from each of the rate classes.  This is at Exhibit C, tab 6, schedule 9, page 6.


MS. DeMARCO:  I have been through it, Jackie, but that is specific to Y.  What we're looking for is some assessment, some notional way, to determine the impact of Y and Z, even in 2008 rates, even if we can't get out to 2012.


MS. COLLIER:  So I wanted to indicate, in that exhibit for rate 125, who I think is the customers then that you said you were representing, there is actually zero of those costs that have been assigned to those.


MS. DeMARCO:  Just for clarification --


MS. COLLIER:  In terms of the Z factor -- that's exactly why it is a Z factor.  We don't know what those level of costs will be, and that's why we're proposing to have to as a Z factor.  If we knew there was some particular cost coming, we would have put it in our formula.


The whole idea is that we could make any assumption you like, but we really don't know if it is going to happen or not.


I am just not sure what we can do for you, in terms of whether it is a proposed new tax that may come along or something else.  We just don't know.  That is why we are proposing to have Z factors, to have those type of contingency plans for ourselves, as well.


MS. DeMARCO:  Just by way of clarification, my clients are predominantly rate 115, so in Exhibit C, tab 6, schedule 9 at page 6.  There are costs described there.  They are not 125.


MS. COLLIER:  Hmm-hmm.


MS. DeMARCO:  Secondly, I understand your difficulties associated with you don't know what the costs are, with certainty.


But to the extent that there is even a possibility of maximum costs that you could put on paper so we could try to put it through a formula ourselves, that would be useful.


MS. NEWLAND:  Lisa, the witnesses have said they have no idea what might happen, what might not happen.  So I think we should move on.


MS. DeMARCO:  I have modified my question there, Helen.  I want to be certain that the witnesses have agreed that in each of the Z factor categories they have no idea, whatsoever, and would not even hazard a range of possibilities.


MR. HOEY:  That's correct.


MS. DeMARCO:  Correspondingly, then, it would be impossible for a customer to assess that maximum rate impact?


MR. HOEY:  Yes, as it is impossible for us to figure out what the costs would be.  And the costs may be on M2, as well.


MS. DeMARCO:  Great.


MR. HOEY:  If the customers have a good estimate of what those future taxes that may or may not arise, that would be helpful if they would provide it to us.


MS. DeMARCO:  In terms of tab C6, schedule 8, in particular page 4, you have given the chart of bill impacts there again based on Q4 QRAM.  I am wondering if you can update those schedules, based on your work in response to No. 1, and provide them for the year-on-year bill impacts, and break out the proportion of that that pertains to the upstream transportation cost phase-in.


MS. COLLIER:  Sorry, reproduce the schedules in schedule 8?


MS. DeMARCO:  That's right.


MS. COLLIER:  Yes.


MS. DeMARCO:  To correspond to the work you're doing in schedule 1.


MS. COLLIER:  We can include that in part of the first undertaking.


MS. DeMARCO:  Thank you.  So do we want to expand the first undertaking or mark that as a new undertaking?  Either one is fine.


MS. COLLIER:  I think we can just put it all together as one undertaking.


MR. MILLAR:  That will be added to JTB.7; is that correct?


MS. DeMARCO:  And then --


MR. MILLAR:  Sorry, Ms. DeMarco, is that Question No. 2?


MS. DeMARCO:  Question No. 1.


MS. COLLIER:  Question No. 1.


MR. MILLAR:  But what has been added to Question No. 1?


MS. COLLIER:  We're going to include typical bill impacts, as well.


MR. MILLAR:  Thank you very much.


MS. DeMARCO:  Updating schedule 8.


MR. MILLAR:  We're having a little trouble hearing you, as well.


MS. DeMARCO:  Sorry.  It is updating the schedule 8, C6, schedule 8, to correspond to that.


MR. MILLAR:  Thank you.


MS. DeMARCO:  The last question is a question of clarification.  If I can ask you to turn to C6, schedule 7, on page 7.


MS. COLLIER:  Yes, I have that.


MS. DeMARCO:  There is a figure there relating to the rate 300 revenue requirement, and the note indicates that the existing rate 300 revenue is calculated using July 2006 QRAM rate 305.  Can you just explain to me why that was done?


MS. COLLIER:  That footnote is actually an error.  That was just sort of mistakenly left on from a previous version of the exhibit.  So that is an incorrect statement.  Those revenues are based on the current rate 300 revenues.


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


MR. ROSENBERG:  Okay.  Anybody else?  I know Jay has questions.  So other than Jay, Schools, I think that's everybody.  Schools.

Questions by Mr. Shepherd


MR. SHEPHERD:  Oh, joy.  Let me just follow up on a question that Lisa was asking you about the impact of the change to hourly CD.


When you change rates, my experience with Enbridge, anyway, is you always do customer impact analyses before you make the rate change.


So could you just file whatever customer impact analyses you have done on that?


MS. COLLIER:  This is not a rate change, this is a contract change.  We're not proposing to change the rate in 2008 because of this.  We have not forecast -- the existing level of contract demand that has been forecast is based on our existing methodology.  Based on the daily demand.  

So there is no rate impact within 2008.  

MR. SHEPHERD:  No.  But Jackie, it doesn't matter what you call it.  Normally, you don't make changes like that without doing customer impact analysis so can you please provide whatever customer impact analysis you did?  Or if you didn't do one, just say so.  

MS. COLLIER:  We haven't done a customer-impact analysis.  I think the undertaking that we're giving to Lisa will provide sort of a typical analysis for the large-volume rate class.  There is no impact on other rate classes because of this.  It is strictly those rate classes that have a contract demand charge, that there would be an impact.  

MR. SHEPHERD:  Okay.  Still on follow-ups to other people.  

Bob Warren was asking you questions about aging infrastructure.  And I guess, because Enbridge is a high-growth distributor, you would normally expect your infrastructure to actually be relatively new.  

So I wonder if you have some studies or analysis that compares the age of your infrastructure to other distributors.  Could you undertake to find out and provide it?


MR. LADANYI:  No.  I have never seen a study like this at the company. 

MR. SHEPHERD:  So you don't have anything of the sort?  

MR. LADANYI:  Nothing of the sort.  

MR. SHEPHERD:  Okay.  Again, Mr. Warren was asking you questions about the 50 to 100 basis point target.  

I think it was you, Rick, said that management had -- I tried to write it down exactly -- management had a sense of what could be done and that's where you got that number, 50 to 100 basis points.  

So what were the things that management thought could be done?  

MR. CAMPBELL:  In setting the target, 50 to 100 basis points, I indicated that management considered what other utilities were able to do under the plans that have been in place in Canada.  So that presented the floor.  

So all I can tell you is, they established a range of from 50 to 100 basis points, based upon the average of plans in Canada.  As I say, I think there are about 17 fiscal or rate years of experience that yielded that 0.47 average.  

MR. SHEPHERD:  So there was no discussion about what sorts of things Enbridge could do to achieve that?  

MR. CAMPBELL:  Within the context of setting that?  Not that I am aware of.  Not that I participated in.  

MR. SHEPHERD:  You heard Rick Birmingham yesterday talk about Union's plan to have sort of a team, I guess, to set up productivity initiatives.  What are you planning to do?  Have you done anything yet in terms of productivity initiatives?  

MR. LADANYI:  We have been discussing them, certainly.  But really, a lot of these things will depend on the decision.  I think one of the key things that one has to understand here is the word "incentive" and "incentive regulation".  

We are trying to come to grips with what the Board wants to incent us to do, and if the incentive is only to cut costs then we will have to cut costs and we will do one -- certain sort of things.  If the incentive is to add customers, which we think will under revenue cap per customer, then we will add customers.  The key is the incentive.  Our reaction will be in response to whatever we're incented to do.  

MR. SHEPHERD:  Okay.  So that is interesting.  

Now, Rick, you just said when you were talking about this 50 to 100 basis points, you looked at these 17 years of other IR plans in Canada.


Did you adjust in some way for the nature of the incentive-regulation program, as Mr. Ladanyi is talking about?  

MR. CAMPBELL:  No.  That was just the empirical observation of reports, utility earnings compared to allowed ROE.  No adjustment at all to the nature of the plan.  Some were price caps.  In fact, no, I think all were revenue caps, except for Union's three-year price cap and some were hybrid plans.  So very diverse group of plans.


MR. SHEPHERD:  When Peter was asking you questions, he was asking about -- as a result of his questions, I saw something in one of the interrogatories and I want to ask you a little more about it.  In IGUA Interrogatory No. 3, which is I17-3, under number (f), you have listed the CIS customer-care component, the $90.8 million, as something that there is no possibility of cost reductions.  Can you tell why that is?  

Let me tell you where I am coming from with this.  

The CIS customer-care deal flows through a forecast, not actuals; right?  You do a forecast for the five years.  Then that becomes what you do your Y factor on, right?  Your actuals could be different.  True?  

MR. HOEY:  True.  

MR. SHEPHERD:  I guess we actually thought that it would be things like e-billing and stuff like that which would be your biggest opportunities for productivity improvement.  So we don't understand why you said here that it's an area where you have no opportunity for productivity improvement.  Is that just an error?  

MR. HOEY:  Maybe I overcharacterized it, Jay.  It is probably, we see little opportunity for cost reductions.  Yes, I agree e-billing may be an opportunity, but we're not seeing that that is still huge numbers.  A lot of it is you save the price of the envelope, and it depends on what the take-up is.


So experience has shown that out of 1.8 million, it is still in the -- it's not even approaching 100,000.  So you would have to take a major, major shift in that to occur over the next five years.  That is the way we are looking at it.  We're not saying there won't be cost reductions, but we think it is more on the marginal level.  

If there is anything within the CIS agreement that is a possibility, it is maybe there are more revenue opportunities in terms of how we would get to that, you know, the sharing clause piece that is I think built into the agreement.  

MR. SHEPHERD:  Sorry I didn't understand that.  Help me with that.  

MR. HOEY:  In the CIS agreement, my recollection is that there was a piece about if we were to provide a service to some other third party, figure out how we would do that, there would be a revenue sharing mechanism between ratepayers and shareholders.  

MR. SHEPHERD:  If you had other customers?  

MR. HOEY:  Right, right.  We see that as being what I will call, if there is any opportunity, that would be the big opportunity.  The cost reductions we don't see as being cost reduction savings.  There may be cost reductions but customer growth continues to grow. 

So our costs do continue to grow upward as we go forward.  

MR. SHEPHERD:  Okay.  Now, let me turn to our written questions.  Our Question No.. 1, I think, is a duplicate of a question later so I am just going to treat it as deleted.  

I will come back to the more detailed question later.  

Question No. 2 relates to your answer to I-1, 3 in which Board Staff asked you what would be the price-cap parameters.  What would be the appropriate parameters for a price cap mechanism for EGD.  You said they would be different.  

Could you tell us what they would be?  

MR. CAMPBELL:  Our response indicated we expect they would be different, but we certainly haven't done any analysis to quantify or identify what would be different.  

MR. SHEPHERD:  When you went to your executive-management team with those three choices, the PEG price cap, the PEG revenue cap and the revenue cap per customer, you didn't optimize the PEG price cap for EGD?  

MR. CAMPBELL:  No, we didn't.  We presented that as Pacific Economics Group presented for the price-cap index and for the revenue-cap index and then for our alternative.  Nor did we have any Y factors, for instance, for any of the alternatives.  We wanted to keep them all on a level playing field for comparative purposes.  

MR. SHEPHERD:  Our Question No. 3 relates to I-1-7.  You may have answered this yesterday.  I was distracted for a minute and I haven't had a chance to check the transcript.


This question asked you whether certain things are included in the average you provide of 3.83.  I didn't see your answer as being a direct answer, so I wonder if you could just tell us:  Can you confirm what was in the question?


MR. HOEY:  We thought we had a direct answer to the question and it was what was approved by the Board.  What level the Board approves or doesn't approve within each one of those categories, we're not exactly sure what the Board approved.  So that's where we have a problem of differentiating.  


The cast-iron replacement program, we don't know what the Board approved, but the Board did approve a total dollar amount.  That is what was included in the 2007 base amount.


MR. SHEPHERD:  Well, okay.  Let me ask this, then, another way to see if I can make sure I understand.


When you did these calculations, you're not suggesting that you backed out declining average use or cast-iron mains.  You made no adjustments?


MR. HOEY:  Correct.


MR. SHEPHERD:  So the Board gave you a distribution margin and you had to spend within it?


MR. HOEY:  We had to spend, yes, whatever the Board determined.


MR. SHEPHERD:  I got it.  In Interrogatory Response Exhibit I, tab 1 --


MR. ROSENBERG:  Are you moving to a new subject?  I am just mindful that we are going to break for the court reporter at 10:45.  Is this a convenient time or would you like a few --


MR. SHEPHERD:  Let me ask this question, then.


Exhibit I, tab 1, schedule 51, Board Staff gave an example of a steel producer that has a market decline in price and asked, essentially, in real terms, how does a company like that respond?  Does it increase or decrease its cost-cutting initiatives?


I didn't see your answer as a clear answer.  Perhaps you could just help me with this.  If prices go down in the competitive marketplace, does that mean you have more cost-cutting measures or less?


MR. LISTER:  As you have posed the question to no. 4 here, the rational firm may increase or decrease the number of cost-cutting initiatives - it is impossible to tell - simply by virtue of the fact that prices are declining.


For example, it would also be a function of the number of cost-cutting projects that are available; the project's expected benefits, costs, returns and payback periods; the severity of the price decline; and, importantly, the existing capacity to undertake such projects and maintain profitability; the inherent risk of the given project; the firm's ability to assume that level of risk.  So I think that answers the question.


MR. SHEPHERD:  You would agree that if your prices go down, you're more motivated to cut costs?


MR. LISTER:  Yes, I would agree.  The incentive to cut costs is higher if it is a known price decrease.


What my answer in the interrogatory states is that the ability to undertake such cost-cutting initiatives may be threatened.


MR. SHEPHERD:  Wonderful.  This is a great time to break.


MR. HOEY:  Maybe, Jay, if I could just add on top of that that with the steel maker, if the prices dropped out, they may abandon the entire market completely and not continue to serve, and stop production in that particular area and move to another whole type of product or service and abandon it.  


A good example of that was Algoma Steel in Sault Ste. Marie.  That's exactly what they did.  In certain markets where the prices dropped, they just abandoned those customers and didn't serve them anymore.  


In relationship to a utility, we don't have that option.


MR. SHEPHERD:  Well, in fact, what normally happens in the competitive markets, if you have a general price drop, your company gets sold to somebody at a discount so that they can compete at the new prices; right?


MR. HOEY:  Or you just go out of business.


MR. SHEPHERD:  Or you go out of business, that's right.


MR. HOEY:  Right.


MR. ROSENBERG:  On that positive note, why don't we take a 20-minute break.  Before we go, are there any matters that parties want to raise?  When we come back, I would like some assessment of the time left so we know whether we're going to have Dr. Lowry on before the lunch break, or not.


But why don't you think about it over the break.  No raise of hands?  Why don't we come back at five after 11.


--- Recess taken at 10:45 a.m.


--- On resuming at 11:05 a.m. 
Procedural Matters


MR. ROSENBERG:  Why don't we resume.  Just before we begin, is there any estimate of time?  Jay, do you have any estimate of how long you're going to be? 

MR. SHEPHERD:  I think I will probably be done within an hour or so. 

MR. ROSENBERG:  Within an hour; that will give us some time for Dr. Lowry.  Of course, there could be follow-up questions.  I don't want to constrain anybody who has other questions.  

If we get to Dr. Lowry, I would like the parties to think about -- because I have heard from some that they just have a "few" questions, and have time constraints --that parties with their few questions who have to leave before lunch, we'll try to get you on.  But again, that is a few questions.  

Are there any other preliminary matters?  If not, over to Schools.  
Questions by Mr. Shepherd (cont'd)


MR. SHEPHERD:  Thank you.  I am at question 6.  In Exhibit I, tab 3, schedule 5, attachment B, on the various pages listed 5, 11, 12 and 13, there are a number of forecasts.  

What we would like is for you to provide the detailed spreadsheets behind those forecasts.  

Let me just give you an example.  You have a net income number there.  That net income number came from somewhere.  You calculated that.  

MR. HOEY:  Can you point us where?  

MR. SHEPHERD:  So for example I-3-5, attachment B, page 5. 

MR. HOEY:  Oh, okay.  

MR. SHEPHERD:  Right?  Has net income numbers, it has ROE numbers, et cetera, and so on.  Pages 11, 12 and 13 have the sensitivity analyses, as well.  So these were created by calculations, spreadsheet calculations.  So we would like those spreadsheets, if you could, please.  

MR. HOEY:  We can give you the PDF version of it, yes.  

MR. SHEPHERD:  We would like the Excel version, please.  

MR. HOEY:  No.  No.  We will not give out live models.  That need to have people who know what was going into the models and are experienced in it.  We will give you the PDF versions and you can work with them. 

MR. SHEPHERD:  That just means, Patrick, that we have to recreate it and spend extra time to do that.  Why would you make us do that?


MR. HOEY:  I've already given the answer.  

MR. SHEPHERD:  Undertaking?  

MR. MILLAR:  JTB.8.  
UNDERTAKING NO. JTB.8:  ENBRIDGE TO PROVIDE SPREADSHEET CALCULATIONS AS INDICATED IN SEC QUESTION NO. 6

MR. SHEPHERD:  The second part of that question is: 
"Please provide any document that is the source of assumptions included in the calculations, including but not limited to the annual CAPEX numbers ranging from 320 million to 390 million that you have referred to."  

You have a bunch of assumptions in these spreadsheets.  They come from somewhere.  Can we have those source documents, please. 

MR. HOEY:  We can give you all of the assumptions.  

MR. SHEPHERD:  No.  I want the source document.  I don't want the assumptions themselves.  Those will be in the spreadsheets.  I want the source documents.  

MR. HOEY:  If we have them, we will provide them.  

MR. SHEPHERD:  Okay.  Can I have a separate undertaking number for that? 

MR. MILLAR:  JTB.9.  
UNDERTAKING NO. JTB.9:  ENBRIDGE TO PROVIDE SOURCE DOCUMENTS AS INDICATED IN SEC QUESTION NO. 6

MR. MILLAR:  Can you restate that undertaking, please. 

MR. SHEPHERD:  Yes.  It is the second sentence of our question 6.  

MR. MILLAR:  Thank you.  

MR. SHEPHERD:  Question 7 arose out of interrogatory response Exhibit I, tab 7, schedule 4.  

In that, you were asked to calculate the impact of the difference in X factor between the plus 2.25 and the minus 0.77, one being yours and the other being PEG's.  You calculated the impact for year 1 to be $23.9 million.  

So we're asking you, is it correct that over five years, that difference works out to be $375 million?  

MR. CULBERT:  I'm not sure how you end up with 375.  I would have to run the models for five years to see if, in fact, your number is even approximately close to a one-year number.  

MR. SHEPHERD:  It's a five-year. 

MR. CULBERT:  I know.  To a one-year number which is extrapolated over a five-year period.  

MR. SHEPHERD:  Can you do that?  

MR. CULBERT:  Certainly, I can do that.  

MR. MILLAR:  JTB No. 10.  
UNDERTAKING NO. JTB.10:  ENBRIDGE TO PROVIDE ANSWER AND CALCULATION TO SEC QUESTION NO. 7

MR. MILLAR:  Which question does that relate to. 

MR. SHEPHERD:  Question No. 7.  Included in that is a question of the difference in the revenue requirement in year 5 that falls out of that calculation of approximately 15 percent.  So presumably when you run the model you will get that answer, too.  Thank you.  

When you provide the answer, can you provide the calculation that goes with it, please?  

MR. CULBERT:  Sure.  

MR. SHEPHERD:  Thanks.  Interrogatory I, tab 7, schedule 6 asks for certain calculations.  

And you said it was too hard to calculate them.  We're asking you to provide those.  

MR. LISTER:  Mike Lister here again.  A variant of that very question was asked by a number of intervenors, and I will just point you to the response at SEC Interrogatory No. 27, which I believe is Exhibit I, tab 11, schedule 27.  

In that response, it is indicated that since Z factors are unforeseeable events and amounts outside of management's control, they would not, could not have been included in historic forecasts and therefore revenue requirements.  And therefore, no adjustment can be made to the historic revenue requirement.  

Further, EGD has requested Y factors in two general categories.  Those are leaves to construct and incremental safety projects.  These categories were chosen because these types of projects were not included in EGD's cost-of-service revenue requirements in recent years.  

Therefore, any Y factors would not have been included in the approved revenue requirements, and as such, there are no Y or Z factors contained in the table provided there. 

MR. SHEPHERD:  Well, no.  I understand that.  But unfortunately that is not really responsive to the question.  It seems to me that, and maybe I can explain it a different way.


In your past data, things that you now are asking to be Y and Z factors existed.  Things happened that what you would now define as a Z factor.  Yes.


MR. HOEY:  No.  I guess that's where we have a difference.  What we're asking for in Y weren't in the past.  Weren't collected in the past.  Weren't part of the past.


MR. SHEPHERD:  Okay.  So that's what I don't understand.  You defined Z factors, for example, to include things like new taxes.  Have you never, in the past, had new taxes?  

MR. HOEY:  Yes.  We had new taxes. 

MR. SHEPHERD:  So then, if that definition had been in place back then, then those things would have been Z factors under your current proposal.  Right?


MR. HOEY:  Yes.  But we wouldn't have had to go back to find out what that would have been or not been in any particular year. 

MR. SHEPHERD:  What you're saying is you can't go back and look at that past data and see what would have been Y and Z factors had you been under these rules.


MR. HOEY:  Yes, because we're under cost-of-service rules.  It was a completely different format.  I agree with you that you can't go back now and say, What was the new tax, if there was a new tax, and then how much would that have been in terms of revenue requirement.


MR. SHEPHERD:  Well, you could calculate that.  

MR. HOEY:  Well, we don't have the data to go back and find out what the amount was.  We don't know what that amount was when it was put in.  

MR. SHEPHERD:  I'm not clear here.  

You don't know because you don't have the data for the past years to figure out what would have been your Y and Z factors in that year, under these rules?  Or you don't know because you don't know what would have qualified in those years as Y and Z factors?  Because they were cost-of-service years?  

MR. HOEY:  I think it's more the former, but it would also include some of the latter.  

MR. SHEPHERD:  Because what we're trying to get at with this, I assume what Randy was trying to get at and certainly what we would like to know is, if you applied the rules you're asking for today, these are the things that are Y factors, these are the things that -- these are the rules under which you determine whether something is a Z factor, if you applied those rules to past years, which things in your revenue requirement would have qualified and how much were they.


I take it you could do that.  It would be a lot of work; is that what you're saying?


MR. HOEY:  It would be a lot of work to identify what might or might not have been one of those factors.  What we don't have, though, is the data that says:  How much was it worth?


MR. SHEPHERD:  Thanks.


I'm looking at I-11-24, attachment 1.  This is one of many attachments to this.  A wealth of information.


In attachment 1 and many other places, the term "ROR" is used.  So, for example, on page 4 of attachment 1 you see ROR 13.52 percent.  We have some finance people here.  What does that mean?


MR. HOEY:  It is not our document, but our assumption is it stands for rate of return.


MR. SHEPHERD:  Rate of return.  Thank you very much.


If you take a look at I-13-5.  I'm just trying to find it here.


In that interrogatory, you were asked for actuals and you provided forecast.  Is it possible to provide the actuals?


[Witness panel confers]


MR. CAMPBELL:  Jay, are you referring to page 2 of that schedule and the table there, forecast volume and rate increases versus revenue and customer growth, that table?


MR. SHEPHERD:  If you look at the question, you will see the question in (i) says "actual revenue, actual average unit rate", and in (ii) it says "actual revenue, actual unit rate".


I didn't see these here anywhere, so I am asking you if you can give us those actuals.  If they're in there, just tell me where they are, because everything I see here says "forecast."


[Witness panel confers]


MR. CAMPBELL:  My confusion is, I think in some other responses to interrogatories we did provide a series of actual numbers related to volume and revenues and number of customers.  I just can't find the reference to that.


MR. SHEPHERD:  I wonder if you could undertake to either provide them or tell us where they are?


MR. CAMPBELL:  I will do that.


MR. SHEPHERD:  Thank you.


MR. LADANYI:  Actually, I have a question, Mr. Rosenberg.  Can I ask you a question?  I have been involved in these proceedings for many years, as you know, very many years.  I have been involved in these proceedings for many years.


Usually the rule in a technical conference is the intervenor should be asking questions about responses to the interrogatories they posed and not interrogatories somebody else posed.


Now, I realize the rules are not really written down in here, but that is the way that we operated for years.  Although few questions about somebody else's interrogatories are okay, I mean, Mr. Shepherd has had a lot of questions about other people's interrogatories.  


Maybe you can expound on what the rules are here about this, if any.


MR. ROSENBERG:  No.  I reign, but I don't rule.  Maybe Mr. Shepherd --


MR. SHEPHERD:  I will be happy to comment.


MR. ROSENBERG:  Yes.


MR. SHEPHERD:  Of course, Mr. Ladanyi's law degree is new to me, but...


[Laughter]


MR. SHEPHERD:  My comment is this:  We often rely on other intervenors to ask questions in our areas of interest, because if we all do all of the same questions, you get a lot of duplication.  You have seen, Tom, over the years there is less duplication every year, because we try to split things up.


So when somebody asks a question about something that we find interesting or find is in our area of interest, and they don't want to follow up because they've got what they want, we still need to get the information on the record to assist the Board with the areas that interest us.


So that is why we do it.  If you didn't have that, you would have a lot more questions in the first place.  It's not practical.


MR. LADANYI:  Well, we're fine.  Obviously, we're doing this.  It's just I would have expected Mr. Warren to have been following up on his own questions rather than you following up on his.


MR. ROSENBERG:  Why don't we just keep going and see where we end?


MR. SHEPHERD:  I have no objection to Mr. Warren following up on my questions, either.


MR. BATTISTA:  I think in all of that there was an undertaking number.


MR. SHEPHERD:  Oh, I...

     MR. BATTISTA:  JTB.11, and that is regarding Schools Question No. 10.

UNDERTAKING NO. JTB.11:  ENBRIDGE TO PROVIDE WRITTEN RESPONSE TO SEC QUESTION NO. 10.


MR. SHEPHERD:  The next one is Board Staff Interrogatory No. 8, our question 11.  I split these up by issue, and in retrospect I should have put them in order of interrogatory number.


You were asked for some calculations and supporting documentation.  What you provided was a description, but not the calculations or supporting documentation.


So I wonder if you could provide those.


MR. LISTER:  The interrogatory asks for the estimate and supporting documentation of an adjustment that would be required to mitigate the risk of structural change beyond that which PEG has captured in its price-cap and revenue-cap analyses.


However, producing such an estimate would require detailed volumetric and customer forecasts, as well as detailed cost forecasts for the entire IR framework period, which the company has not prepared.  As such, the company has not produced an adjustment to the historically-based 

X factor.


MR. SHEPHERD:  Okay.  So I guess what I am trying to understand is you went to executive committee with a head-to-head comparison of the three methods.


I understand you didn't optimize the PEG methods, but you still did a head-to-head comparison, so presumably you did calculations, including numbers over the five years.  We have seen the results of them.  


So I am wondering whether what you could do is simply optimize -- make the adjustments to those calculations so you could get the right answer for the other two methods.  Of course, if Mr. Hoey would provide us with the Excel spreadsheet, we could do it ourselves.


MR. LISTER:  Although, as I have indicated, to make such an adjustment would require an understanding of the detailed cost forecasts and output forecasts that would allow you to make that kind of determination.


As we have said a number of times, we have not prepared that level of detailed forecast.  So we're not able to determine that adjustment.


MR. SHEPHERD:  The problem I have is that you did make those assumptions and you did provide the forecasts to your executive team.  That is why all I'm asking you to do is adjust them so that they get you the right result on price cap and revenue cap.


MR. HOEY:  No.  That is not correct.  Your assumption is incorrect.  Detailed forecasts for the next few periods were not provided to the executive.


There was general assumptions made, you will see those in the data that we provide, but it is at a very generic and general basis.  It is not at a detail level that would identify where capital was spent or not spent.  It is just a global number.  And it is a global number for O&M and global inflation numbers.  It is that kind of what I will call forecast data of a generic nature.


It is not a detailed cost-of-service budget, which is what we interpret this to mean, and we haven't done that and won't be doing it.


MR. SHEPHERD:  Our next question 12, is referring to I-1-10, which I now can't find.


You were asked to provide a forecast with supporting documentation for customer ads for the period of the IR plan.  So we're asking you to provide that.  If you don't have a special forecast for this purpose, we're asking you to provide the customer attachments that you have in your current long-range plan.  

MR. LADANYI:  Well, the only forecasts as such that we have is 44,534 customers for 2008.  I've got it in my response to that.  And that is based on continuation of costs of service, or Board's approval of the revenue cap per customer.


If Board approves something else than what we're applying for, we might not have enough money to add more customers so we might be in a situation where we have fewer customers.  We really don’t know at this point in time.  I can tell you in the long range plan, we were thinking that we might be in a situation whereby maybe 40,000 customers a year would be a number.  I can give that number 40,000 you can use it for your calculation, if you like.  But we don't know.  We might be able to add more, if we have an incentive mechanism that allows us to attach customers, in fact, incents us to attach customers.


Remember, as I said before, you have to think about what incentive regulation is about.  It is about to incent a utility to do something.  It is not about just incenting utility to give lowest rates to the existing customers.  It is incenting it to provide a range of services to all kinds of customers, new customers, or existing customers.


So it is really -- our response will be to whatever comes out of this process.


MR. SHEPHERD:  I am going to come back to that in a second.  But let me just ask, because that raises something that came up earlier when we were asking questions of Union.


Union's evidence is the last thing you would cut is customer attachments.  That's just -- a rational utility doesn't cut that unless they cut everything else first.  Is that incorrect?  

MR. LADANYI:  I would say that would be correct, as well.  It would be -- but I am telling you in a situation whereby, remember, it is the incentive mechanism, if there is an incentive that is not provided for customer attachments, we might not be able to attach customers.  We would be incented to just cut costs if that is the only incentive you give us.  So you have to be really careful what kind of incentive comes out of this process because you know what, we will be behaving according to that incentive.

MR. SHEPHERD:  All right.  You have a current long-range plan?

MR. LADANYI:  Do we have a current -- yes, we do have a long-range plan. 

MR. SHEPHERD:  So I have asked in question 46 and I might as well get to it right now, can you please file that.  

MR. HOEY:  We can file that.  However, we don't think it is that helpful.  It was done at a time and place that isn't consistent with our filing.  The document that the forecast we were going to provide through IGUA's number JTB.5 this morning would be commensurate with the forecast that you were referring to in CCC No. 5, all of the background.

We're just in the process of updating it for the completion of our application, putting in the final numbers.  So we were planning to file that, which would give you a better sense of how the company would earn, under an incentive-regulation model.  

The long-range plan was an estimate based upon, what was it, a bit of cost of service and a bit of price cap.  It wasn't based upon a revenue-cap model.  

MR. SHEPHERD:  But when you went to your executive team to ask for approval to go with revenue cap per customer --


MR. HOEY:  Yes. 

MR. SHEPHERD:  You said to them the numbers that we have assumed in this calculation are consistent with our long range plan, didn't you?


MR. HOEY:  Some of them, yes.


MR. SHEPHERD:  Okay.  So you will undertake --


MR. HOEY:  I mean the base assumptions were consistent with the long-range plan.  Not the specific numbers, but the base assumptions.


MR. SHEPHERD:  Right.  So you will undertake to file that long-range plan?  

MR. HOEY:  Sure.  

MR. SHEPHERD:  Okay.  

MR. HOEY:  If you find it useful.  

MR. MILLAR:  JTB.12.  
UNDERTAKING NO. JTB.12:  ENBRIDGE TO PROVIDE LONG-RANGE PLAN


MR. SHEPHERD:  What is the other document you're talking about?  

MR. HOEY:  The other document is a specific, what I will call the model that if you look at CCC No. 5 where you were looking at those, you know, the earnings and the rate-of return on that -- I forget what page it was, that we were talking about earlier.  You wanted the details of the model?  We're updating that model to be what is reflective of our application, including all of the Y factors.  That is at page 5 of 20 of CCC No. 5. 

So that would be, in our view, the best forecast of what would happen under incentive regulation for EGD.


MR. SHEPHERD:  Have you given an undertaking already to file that?


MR. HOEY:  Yes.  That is in IGUA number or JTB No. 5 this morning.


MR. SHEPHERD:  Okay, good.  I was actually paying attention, but I didn't hear that.  

All right.  Let's turn to Exhibit I, tab 1, schedule 11.  There you have commented on two things that you're expecting may generate industrial volume loss.  One is rate switching and the other is unexpected strengthening of the Canadian dollar.  

Do you have estimates of the impacts of those?  

MR. LADANYI:  Well, at the time of filing, we built those impacts into the volume forecast.  There have been changes since then.  As you know, Canadian dollar has sharply strengthened since we filed this.  We have not updated the volume forecast for where things are going now.  

MR. SHEPHERD:  Have you told us, in your filing, what those impacts were built into your volume forecast?


MR. LADANYI:  Specifically impacts as the Canadian dollar impact?  I don't think that we have.  We have an overall volume forecast.  This is just generally a discussion response.


MR. SHEPHERD:  Okay.  So can you tell us, then, can you undertake to identify, in your volume forecast, the impacts of rate switching and unexpected strengthening of the Canadian dollar?


MR. LADANYI:  Let me see if I can try that again.  It goes like this.


We are not entirely sure how industrial customers are going to manage the increase in the Canadian dollar.  It could be that some of the -- our industrial customers who are primarily selling their product into the US market may not be as competitive.  We really don't know at this point in time what their reaction will be.  

Our volume forecast is based on discussions that our account executives had with industrial customers early in the year.  


For us to update this would require a new series of discussions.  We might be able to do it over several weeks but it is not within the time frame of responding to an undertaking.  

MR. SHEPHERD:  I didn't ask for an update.  What I asked for was, you said in your existing volume forecast, you have included these two impacts.  How much was included in your existing volume forecast?  

If you have told us already somewhere, just -- 

MR. LADANYI:  We cannot differentiate the dollar impact.  We might be able to do something about rate switching but I don't have any documents here.  And there is nothing specifically identified.


MR. SHEPHERD:  Okay.  Obviously I have misunderstood you.


I thought you said that in your volume forecast you took the strengthening of the Canadian dollar into account.  So how much did you adjust it for that impact?  If it wasn't a specific adjustment, just say so.  

MR. LADANYI:  Well, I think you're misunderstanding.  You're under the impression we sat at our office and we somehow adjusted the volume forecast for the Canadian dollar.  We didn't.  The information on the industrial volumes were coming from the perception of the industrial customers on their production.  I can't give you -- like, we didn't do anything about it.  It's in the aggregate.


MR. SHEPHERD:  So you got their overall estimates as to what they're expecting?


MR. LADANYI:  Yes.


MR. SHEPHERD:  The same as you do every year?


MR. LADANYI:  Yes.


MR. SHEPHERD:  I understand.


On page 3 of Energy Probe No. 1, you have calculations of bill comparisons for small commercial customers from 1996 to 2007.


We have calculated that the increase in the deliveries and storage component is 37.3 percent; is that correct?


MS. COLLIER:  Jay, we haven't had a chance to go through this interrogatory of yours, so we haven't done the calculation ourselves, but subject to check I could say it is correct.  

We could undertake to provide the questions that you have asked regarding this interrogatory response.


MR. SHEPHERD:  Can you just answer this one in writing, then?  That would be good.


MS. COLLIER:  Yes.


MR. MILLAR:  JTB.13.  That's Schools Question No. 14.

UNDERTAKING NO. JTB.13:  ENBRIDGE TO PROVIDE WRITTEN RESPONSE TO SEC QUESTION NO. 14.


MR. SHEPHERD:  In one of the analysts' reports -- this is Exhibit I, tab 11, schedule 24, attachment 4, page 3.  I'm trying to find it.


There is a suggestion that the company or its parent company might: 

"...use the utility to anchor additional expansions of affiliated pipelines into the delivery area".  


The analysts are talking about how you get the overall entity to make more money.


Can you tell us whether there are any plans to do that, that you know of?


MR. HOEY:  I just want to see the...


MR. SHEPHERD:  This is the BMO Capital Markets from August 1st.  It is right about the middle of the page.  I will read out the whole quote, actually.  It is useful.  She says:

"Given that utility ratepayers in the Enbridge Gas Distribution area may be subsidizing all other gas consumers who are unwilling or unable to sign similar long-term natural-gas-transportation contracts, this..." -- that is, this effect -- "...may well be less of an issue if the utility were to be used to anchor additional expansions of affiliated pipelines ..." -- I assume that is Alliance and Vector -- "... into the delivery area."


So the question is:  Do you have any plans to do that, that you know of?


MR. HOEY:  I am still trying to find it.  Is this in the first bullet or second bullet?


MR. SHEPHERD:  It's in the second bullet, in the middle.


MS. GIRVAN:  Jay, what interrogatory are you referring to?


MR. SHEPHERD:  This is I-11-24, Schools 24, attachment 4.  There are 25 or so analysts' reports.


MS. GIRVAN:  Yes, I realize that.


MR. HOEY:  I'm unaware of any plans for the utility to anchor any contracts for new pipeline expansions.


MR. SHEPHERD:  Thank you.  Next question is No. 16.  In two of the attachments to Schools 24, and I think in others, too, there are references to the management conference call, I think it was at the end of July.  These are the standard management conference calls that you do with all of the analysts.  You talk about your results and all of that stuff; right?


Can you please provide the full transcript and audiotape of the management conference call referred to?  The normal practice is that you have a transcript and the audio on your website for a period of time so that you have full public disclosure, but then it is taken off after a while because it is dated.


So I think it is off your website, now.


MR. HOEY:  Where?  If we have it, we will provide it, yes.


MR. SHEPHERD:  Okay.


MR. MILLAR:  JTB.14.  Question 16, Mr. Shepherd?

UNDERTAKING NO. JTB.14:  ENBRIDGE TO PROVIDE A TRANSCRIPT AND AUDIO OF CONFERENCE CALL REFERRED TO IN SEC QUESTION NO. 16.


MR. SHEPHERD:  Yes.


In attachment 23 to School's 24, this is Robert Quan at RBC Capital Markets, his comments.  He says that:

"Enbridge Inc. management 'commented that it will also look at using hybrid equity securities as part of its financing mix.'"

     Can you tell us what that is about?


MR. HOEY:  I don't know what it's about.


MR. SHEPHERD:  Okay.  Well, then, this is in their May report, so that refers to the earlier management conference call.  That comment you're talking about would be in the end of April management conference call.


So can you, then, provide the transcript and audiotape of that management conference call?


MR. HOEY:  If we have it, we will.


MR. SHEPHERD:  Thank you.


MR. MILLAR:  JTB.15.  That is Question No. 17?


MR. SHEPHERD:  Yes.

UNDERTAKING NO. JTB.15:  ENBRIDGE TO PROVIDE TRANSCRIPT AND AUDIO OF CONFERENCE CALL REFERRED TO IN SEC QUESTION NO. 17.


MR. SHEPHERD:  In I-11-28, School's 28, you provided typical bill information back to 2001, but you said you couldn't provide it for 1997 to 2000 because you didn't have it in electronic form.


I don't actually understand that, because these are not really complicated calculations and you do have the data; right?


MS. COLLIER:  This, actually, supplemental response I believe has been filed.  If not, it is -- no.  It has been filed.  It was updated on October the 2nd, so we have provided that calculation.


MR. SHEPHERD:  I haven't seen that.


MS. COLLIER:  Okay.  It is updated October 2nd.


MS. NEWLAND:  It was updated, Jay, on October 2nd.  So if you haven't received it, just let me know and we will send you another copy.


MR. SHEPHERD:  The data is included in that?


MS. COLLIER:  That's right.


MR. SHEPHERD:  Thank you.  In School's 37, you comment that:

"38 percent of your current employees will be eligible to retire over the next five years."


The "eligible to retire", like, we're all eligible to retire.  We could all --


MS. NEWLAND:  Some of us.


MR. SHEPHERD:  I didn't say capable of retiring.


[Laughter]


MR. SHEPHERD:  I know some dot-com people who retired at 25.  What do you by mean by the term "eligible to retire" there?


MR. HOEY:  What is meant by the answer is that those people would be eligible to retire with no reduction in any pension.


However, there is no requirement that they retire, because you can work until whenever you choose to work.


MR. SHEPHERD:  So that would be -- what do you have, a 90 factor, an 85 factor?


MR. HOEY:  It is an age factor plus years of service, but I don't think there is a factor to it.  You have to be 55, at least.


MR. SHEPHERD:  So you just calculated how many employees are going to be 55 in the next five years?


MR. HOEY:  No.  They would be -- with their years of service, provide them with a full pension.


MR. SHEPHERD:  And that's an 80 factor or 90 factor?


MR. HOEY:  I am not sure what the number is, but it is 85, 90, whatever.


MR. SHEPHERD:  Somebody --


MR. HOEY:  Maybe one of these guys is closer to the number. 

MR. LADANYI:  It is a little more complicated, though.  You also have to take into consideration the employees that might not have joined the company right out of school.  They might have joined it later on.  

So the formula would be different for those employees.  

MR. SHEPHERD:  I am just asking you what the rule is.  

MR. LADANYI:  Well, I'm telling you it is not just 85 factor.  Would you like us to put a rule, we will give you a written response if it is important to you. 

MR. SHEPHERD:  It is more complicated than years of service plus age?


MR. LADANYI:  It is more complicated than that.  It's not quite that simple. 

MR. SHEPHERD:  Never mind. 


In Schools 38, you were asked for data for 20 years and you said you couldn't provide it for more than eight years, I think.  So we're asking you, once more, to provide the data for 20 years so we can see the trend properly.  

MS. NEWLAND:  Jay, this one was also updated in that package that you got yesterday.  I don't know whether we have given it to you.  

MR. SHEPHERD:  I have it now here.  Okay.  Is this 38?  

MS. NEWLAND:  Yes.  

MR. HOEY:  We just don't have the underlying data.


MR. SHEPHERD:  You have your numbers of employees for those years, and you have the numbers in each of those categories; correct?


MR. HOEY:  I don't know if we have it.  My understanding is we do not have that data past 1999.


MR. SHEPHERD:  So you don't have the number of unionized employees for each year in the last 20 years?  

MR. HOEY:  Why would we keep it?


MR. SHEPHERD:  You could look at your annual reports for that, Patrick.  This is basic data.


MR. LADANYI:  Well, it may well be, but systems have changed.  We were just wondering, wouldn't you be satisfied with 10 years?  Ten years is kind of reasonable for this process.  Why do you need 20 years?  What will 20 years give you that 10 years won't?  Apart from the fact we would have to do a lot of manual work to try to research it through files. 

MR. SHEPHERD:  It would give us a better trend, that's why we asked for it.  You will see the trend more clearly.


Anyway, you're saying you can't provide this?


MR. HOEY:  I talked to HR and they said they do not have the underlying data.


MR. SHEPHERD:  Okay.  I guess I have to look at this additional package to see whether there is something in there.  No.  

In Schools number 40, you were asked about the cost of early redemption of debt issuances.


So what we're asking for now is, if you can't calculate it, that's fine.  Will you please provide a copy of the early redemption clause and any related clause needed to understand the early redemption clause for each debt instrument that is capable of being redeemed prior to 2013.  We'll figure out for ourselves what it will cost you to redeem.


MR. CULBERT:  We would have to contact our treasury department to do that.  Sure we can do that.


MR. SHEPHERD:  It's not a lot of instruments?


MR. CULBERT:  I wouldn't believe so.  But you understand our response, we couldn't possibly calculate it at this point.


MR. SHEPHERD:  That's fine.  That is an undertaking?  

MR. CULBERT:  Correct.  

MR. MILLAR:  We're at JTB.16.  What question was that, Mr. Shepherd?  

MR. SHEPHERD:  Number 21.  

MR. MILLAR:  Thank you.  
UNDERTAKING NO. JTB.16:  ENBRIDGE TO PROVIDE A WRITTEN RESPONSE TO SEC QUESTION NO. 21  


MR. SHEPHERD:  In I-11-42, we asked for copies of these contracts that are expiring at the end of next year.  

You have refused to provide them.  Can you advise the basis on which you refused to provide them.  

MR. HOEY:  Tell you why?  It's in the response.  These contracts are for a third party and they're all subject to confidentiality obligations between the two parties.  

MR. SHEPHERD:  Yes.  But we're aware that the Board's rules say you can't use that to not file something.  You can only argue relevance and materiality.  

MR. HOEY:  These contracts were signed before that became known to us, and so we've said:  We declined to provide it at this time, but because we believed the existing contracts are -- 


I think we said -- We were very clear the company would have approach with the [inaudible] parties for consent in respect to these filings of contracts in the absence of a Board order [inaudible]


MR. SHEPHERD:  The only person who can ask for a Board order is you under the rules.  So we're asking you to get a Board order to allow you to file it.  

There is a set of rules relating to confidential documents.  We're asking you to use them to follow file these in confidence.  Will you undertake to do that?


MR. HOEY:  I will undertake to talk to my legal counsel.


MR. SHEPHERD:  You will come back to us maybe after lunch and let us know?


MR. HOEY:  Yes.


MR. SHEPHERD:  Thank you.  Then the second part of that is:  Please provide a copy of the RFP.  Will you do that?


MR. HOEY:  I will have to check with our general counsel about that too, as well.


MR. MILLAR:  Do you want actual undertakings for these, Jay, or are you happy to follow up after?


MR. SHEPHERD:  I guess we need one undertaking to file all of this stuff.


MR. MILLAR:  We will have a joint undertaking, then, JTB.17.  That is to check, to get back to you after speaking to legal counsel on question 22.  
UNDERTAKING NO. JTB.17:  ENBRIDGE TO PROVIDE ANSWER TO SEC QUESTION 22 AFTER CONSULTATION WITH COUNSEL


MR. SHEPHERD:  Okay.  22, that's right.  

In Schools 48, you were asked for source documents with respect to the reasons for changes in average use in rate 6.  You didn't provide any source documents.  So if you don't have any source documents, if you don't have any studies or analyses of the reasons for rate 6 changes, that's fine.  You can just say so.  But if you do, I would like you to please file them.  

MR. LADANYI:  We have a written response to this one.  

MR. SHEPHERD:  Okay.  Can I see it?  

MR. LADANYI:  It will be handed out later. 

MR. SHEPHERD:  I have some follow-up questions, then.  Can I have it?


MR. LADANYI:  Not yet.  Mr. Bourke is going to hand it out when he is ready.


MR. BOURKE:  Don't drag me into this.  You tell me and we will give it a K exhibit number and then we will go.


MR. SHEPHERD:  A K exhibit number?


MS. NEWLAND:  KTB.1.


MR. MILLAR:  That's right.  KTB.1.  

MR. MILLAR:  What is the title of this document?  

MR. LADANYI:  I have been told there is a supplementary response to this one.  I don't have it in my binder.


MS. NEWLAND:  I do.


MR. LADANYI:  Jay, do you have the supplementary response that was filed on October 1st?


MR. SHEPHERD:  Supplementary response to...


MR. LADANYI:  To Schools 48.


MR. SHEPHERD:  No.


MS. NEWLAND:  Have you not updated your binders?


MR. SHEPHERD:  I updated my binder on Tuesday night, personally.


MS. NEWLAND:  We gave it to you.


MR. SHEPHERD:  You still haven't provided the source documents; or are there none?


MR. LADANYI:  The source documents, there is really nothing more that I can add.  There is extensive evidence, there are many pages of evidence discussing the volume budget that we filed under Exhibit C.  

The only additional, if you like, source document that we're providing is a document on the building code changes from the government website.  We're going to attach that.  

We're not entirely sure what more source documents you are looking for.  There is a lot of analysis provided by us.  Many pages of evidence.  There are 25 pages of evidence on this, plus appendices.  I am not entirely sure how much more you think there would be.  We feel there is a lot of material there.  There is nothing more source than that.


MR. MILLAR:  We still need a title for KTB.1.


MR. SHEPHERD:  And we need to see it.


[Witness panel confers with counsel]


MR. LADANYI:  We will take an undertaking.


MS. NEWLAND:  Mr. Millar, we will substitute the K exhibit for the J exhibit and we will just -- we don't have the complete K exhibit with us.  That is the source of our confusion.  Our apologies.


MR. MILLAR:  We will vacate the exhibit and replace it with JTB.18.  That is to respond to School's No. 23.

UNDERTAKING NO. JTB.18:  ENBRIDGE TO PROVIDE RESPONSE TO SEC NO. 23.


MR. SHEPHERD:  Yes.  Number 24, refers to Board Staff No. 8.  Board Staff 8 asks for expected changes due to declining average use and the supporting documentation behind it, and some information on price cap and revenue cap, which we have already talked about just a few minutes ago.


You referred to Board Staff No. 8 and I didn't find this information there.  I wonder if you could either point me to it or provide it?


MR. LISTER:  Part A of the interrogatory asks for expected revenue changes during the IR plan.  Again, this requires detailed volumetric forecasts that the company does not possess.


Parts B and C of the interrogatory are exactly the same as those asked in Board Staff No. 8.


MR. SHEPHERD:  A, then, when you're referring to Board Staff Interrogatory No. 8, you're basically saying, Refer to our answer there in which we said we can't answer it?


MR. LISTER:  That's correct.  I suppose part A could say, This information is not available, and parts B and C could refer to Board Staff 8.


MR. SHEPHERD:  I got it.


Then Board Staff 13, you were asked to project the impact of the changes in the Building Code and you said, Refer to the volume budget evidence.  I didn't find it there.  Can you tell us where it is there?


MR. HOEY:  That is going to be part of the undertaking JTB.18.  The Building Code numbers will be in there, not the forecast numbers, but the percentage change that the government is suggesting.


MR. SHEPHERD:  Okay.  In CCC No. 16, you have information on the IndEco report.  It includes, on page 3, a list of people that were to be interviewed.


So I guess the first question is:  Who decided who should be interviewed for this?  Was that -- did you tell them who to interview or did they decide for themselves?


MR. CAMPBELL:  This is research conducted by the Canadian Gas Association, and, as far as I am aware -- I will just have to say I am unaware of how they conducted their research.  You asked for the report.  It was filed.  You asked for the terms of reference, and it was filed.  I know nothing more than that.


MR. SHEPHERD:  So you weren't involved in directing how this was done in any way?


MR. CAMPBELL:  I wasn't personally.  I can't comment, either, on behalf of the company.  I don't know.


MR. SHEPHERD:  Well, somebody from Enbridge was involved.


MR. HOEY:  I would say that someone from Enbridge is certainly on the CGA, but I don't know if they had any direction in how the study would be done.


MR. SHEPHERD:  Okay.  So I wonder if you could undertake to find out the involvement of Enbridge in this study, if any.


MR. HOEY:  Okay.


MR. MILLAR:  JTB.19.

UNDERTAKING NO. JTB.19:  PROVIDE DETAILS OF ENBRIDGE'S INVOLVEMENT IN INDECO REPORT REFERRED TO IN CCC INTERROGATORY NO. 16.


MR. SHEPHERD:  In Board Staff 17, you did a residential customer attachment feasibility analysis, a spreadsheet, several pages long, here.


Lines 1 to 5 on page 1 of that appendix set forth some parameters.  Can you provide the sources of those parameters?  This is your spreadsheet?  It looks like your work, that's all.


MR. CULBERT:  It might look like it, but it's not.  It is actually Mr. Kancharla's work, so we have to speak to him.


MR. SHEPHERD:  All right.


MR. CULBERT:  I see the source of some of his information is existing CCC rates at a point in time when class 1 type assets, a tax rate that was an assumed tax rate before the change in large-corporation tax, from my view.


MR. SHEPHERD:  I guess what I'm trying to figure out is:  Are these standard assumptions that you use for discount -- for business-case purposes, or are they specific to this?  That is what I was trying to get at.


MR. HOEY:  Just a question and clarification.  What do you mean by business case?  What type of business case?


MR. SHEPHERD:  Well, whenever you're looking at forward streams of revenue and expenses, you have to make a bunch of assumptions about how you calculate that.  You do that all the time; right?  I mean, Kevin probably does that ten times a week for various things.


So most organizations have a set of assumptions they use for that or for this type of analysis.  I'm asking, do you have a standard set and is this the standard set?


MR. CULBERT:  Well, I guess that's what I'm trying to get at.  For this type of calculation, which is residential customer, I can see that the numbers are relative to that type of an asset.


So there would be a standard for that type of a project.  There might be a different standard of amounts or rates that he uses for other projects that he is doing analysis of, so I wouldn't say --


MR. SHEPHERD:  Are these the assumptions you used for EBO 188 calculations? 


MR. HOEY:  I would say, yes, probably.  We will confirm it, but I would think, yes, that is typically what we would use.


MR. SHEPHERD:  Okay.  So could you confirm that?


MR. HOEY:  Sure.


MR. MILLAR:  JTB.20.

UNDERTAKING NO. JTB.20:  ENBRIDGE TO CONFIRM CALCULATIONS REFERRED TO IN QUESTION NO. 27.


MR. MILLAR:  That is with regard to question 27?


MR. SHEPHERD:  Yes.


Related to that, we're asking you for the Excel version of the spreadsheet.  I gather you are going to refuse to give that to us?


MR. HOEY:  That's correct.


MR. SHEPHERD:  We have attached a spreadsheet to our questions, which is entitled, "Profitability of Customer Add."  Can you tell us whether this correctly calculates the annual revenue requirement impact of a customer add using your numbers?


MR. HOEY:  We will have to take that away, because we haven't checked that yet.


MR. SHEPHERD:  Okay.  So you want that to be a separate undertaking?


MR. HOEY:  Sure.


MR. SHEPHERD:  Or the same one?


MR. MILLAR:  JTB.21.  What is the undertaking, Mr. Shepherd?


MR. SHEPHERD:  To take a look at the spreadsheet, "Profitability of Customer Add" and determine whether it correctly calculates the annual revenue requirement for a residential customer added exactly half-way through year 1.

UNDERTAKING NO. JTB.21:  ENBRIDGE TO PROVIDE ANSWER TO WHETHER SPREADSHEET ENTITLED "PROFITABILITY OF CUSTOMER ADD" CORRECTLY CALCULATES ANNUAL REVENUE REQUIREMENT FOR A RESIDENTIAL CUSTOMER ADDED HALF-WAY THROUGH YEAR 1 AND A RESPONSE TO A SECOND SPREADSHEET

MR. SHEPHERD:  Then we have a second spreadsheet - this is question 28 - labelled "Profitability of customer ad."  This is for a small commercial customer, again, using your numbers.

I take it you haven't had a chance to verify this one, either?  

MR. HOEY:  No, we will do that as part of that other undertaking.  

MR. SHEPHERD:  So that is for both of the spreadsheets, number 21 is for both of the spreadsheets?  JTB.21 will be both of the spreadsheets?  "Yes"?  

MR. HOEY:  Correct.    

MR. SHEPHERD:  Thank you.  I am mindful of the transcript.  

In Exhibit I, tab 1, schedule 18, in B, at the bottom, you have a description of how the incremental spending calculations would take place.  

Do I take it that what you're saying is that for 2008, you would look at your spending for 2003 to 2007 inclusive and average it, and then if your increment is 1.5 million above that, then it would qualify for the Y factor?  Is that right?  

MR. HOEY:  Yes.  

MR. SHEPHERD:  And then for 2009, you would look at the period 2004 to 2008?  

[Witness panel confers]  

MR. HOEY:  That's correct.  

MR. SHEPHERD:  So then I understand correctly that, if you had an increment, let's say you had a 2 million increment in 2008 which would qualify as a Y factor, then only one-fifth of that would be included in your base for the purposes of calculating the threshold for the next year.  Is that right?  

MR. HOEY:  Yes.  

MR. SHEPHERD:  Thank you.  In Board Staff 19, you said that you don't expect O&M expenses to drop as a result of system reinforcement, cast-iron mains replacement, and safety and integrity programs, and you discussed this earlier, as well.


I guess I don't understand why they don't drop.  So can you help me, just to understand that.


MR. HOEY:  My comment was on an overall basis.  System reinforcement will continue on.  There is kind of no end to that program.


Cast iron, there would be an end to the program and at that point there may be O&M cost reductions, but it wouldn't be until the end of the program.  

With the safety and integrity program, that is a new program and as I mentioned yesterday with Board Staff, when you start to do the pigging, what it will probably do, as Mr. Ladanyi says, you will get anomalies.  Whether the anomalies are something that needs to be done and fixed or not need to be fixed, the problem is that you actually have to go and investigate the anomaly to determine what the next step is.  

Therefore, you will be spending more money addressing anomalies that you wouldn't have done right now, because you don't know the anomalies exist. 

MR. SHEPHERD:  Okay.  I heard that conversation yesterday and I guess there are two things that flow from that.


The first is, if I understand what you're saying, you're saying when you do that, you discover problems that you didn't know you had and that increases costs.  And, but over the long-term, of course, you're making your system better which should reduce costs; is that fair?


MR. HOEY:  Well, I think I just want to take you back.  I said you would discover anomalies.  You said "problems."  Anomalies may not be a problem.  It may be you know -- it's technology.  It may be an anomaly.  You may investigate, you know, dig around the pipe and do a more visual inspection and there may be no problem at all, but the machine told you there was anomaly there.  


You have now spent that money and now you fix it up and there is no difference to the pipeline as it is, but you had to go check it because the anomaly showed up. 

MR. SHEPHERD:  Let's call it "reasons you have to spend money."  So you discover reasons you have to spend money by investigating your system further.  

So in the short term, you have costs associated with that.  But isn't it true in the longer term, that should drive your costs, your O&M costs down because your system is better? 

MR. HOEY:  In the extreme long-term, yes, I would agree.  I think though with this program, I think the initial start of the program is something, what, eight-, ten-year program to kind of go from do the first clean sweep through the system.  So this is going to extend well beyond the IR term as it stands right now.  

MR. SHEPHERD:  Then the second thing that arises out of your conversation yesterday is, those additional costs that arise because you are doing stuff to your system, are they typically capital costs or O&M costs?


MR. LADANYI:  They may be either capital or O&M, it depends on what has to be done.  If there has to be a large replacement it will be capital.  If it is just repairing a small leak it will be O&M.  It will really depend what happens.  

MR. HOEY:  But just so the response is clear, we're looking at it on an overall basis.  Do we see a material change one way or the other in the O&M costs going forward?  

There are pluses and there are minuses.  But overall, we think it is going to be where it is today.


MR. SHEPHERD:  In APPrO Interrogatory No. 3, you said:
"If a Y factor for these projects," those are merchant generation projects, "is not provided, the electric generation projects would tend to fair badly in competition with other capital projects in the utility in a capital-constrained environment." 

So our question is:  
"Please describe the decision-making process that EGD would use in a capital-constrained environment to decide, during IR, whether to proceed with the supply of gas to an electric generation project with a long payback."  

In that context, I am asking the question in the context of both your proposal and a price-cap structure.

MR. LADANYI:  I think you're suggesting here that if we would not have a Y factor.  You can immediately see what will happen.  

This electric generation project would require a subsidy from the Enbridge shareholder to the project for the duration of the IR period, which seems unlikely, that the Enbridge shareholders would be willingly subsidizing a power-generation customer during any term.  And why would they be subsidizing those customers during lengthy term?


So I would say the management will be reluctant to proceed with any projects that will require a significant shareholder subsidy.


MR. SHEPHERD:  I am just trying to understand the impact of your answer.  I'm not limiting this to electric-generation projects.  

Is it reasonable to say that in an IR program, you're basically not going to spend money on capital unless it is net positive within the IR period?


MR. LADANYI:  Actually, that's not answer.  Previously I think you asked me about what would be the last thing you would cut.  The last thing obviously would be safety and reliability.  I would be very concerned about safety of the existing system, and safety of the public and the reliability of the delivery of service to existing customers.


I presume, if there is going to be a hierarchy of things, the next thing you will be looking at is whether the projects that remain generate sufficient revenue to cover their costs.  When we looked at our business, we saw that our business really consists of adding customers.  We are in a business whereby the province expects us to provide gas service to as many customers as possible, so they will not use other forms of energy, such as electricity or oil which are not as environmentally friendly as we are.


So we wanted to design a mechanism that would allow us to recover the revenue requirement of adding those customers as we currently do, and not, in effect, discourage us from providing service to customers.


Large power-generation customers typically pay very low margin rates and they're not very profitable in the near term.  They require many, many years of service to gain profitability, but it really depends on each type of customer.


So that is why we would require a Y factor for those customers.


MR. SHEPHERD:  I don't quite understand that part of the answer.  The margin affects everybody's rates.  It affects your revenue requirement, of course, but what the shareholder gets is actually based on how much capital you spend; right?


So if it's an expensive project, then the shareholders' return is based on that additional rate base, isn't it?


MR. LADANYI:  But I think you're discussing a cost-of-service environment.  What we're talking about here is incentive regulation.  There will be no updating of rate base from year to year.


MR. SHEPHERD:  Understood.  So the result is that if it's net negative during the IR period, you will lose some money in that period, but then when you rebase you will have the additional rate base; right?  You will make more money?


MR. LADANYI:  May or may not.  It is not entirely sure what happens after rebasing.


MR. SHEPHERD:  The reason I ask that is because Union, yesterday, was talking about the fact that you attach customers, because if you don't, you might lose the opportunity.  And they're in the business of adding more and more rate base.  That is how they make their money.  Isn't that true of you, too?


MR. HOEY:  You're absolutely right.  We're not saying that we wouldn't do this.  It is just that it does put constraints.


If the total amount of capital required is larger than what we can absorb and make an adequate return in any one year, then there has to be some capital rationalization.


Unfortunately, these are one of the projects that, as you mentioned, don't really pay back within the IR term.  So clearly it is one that you're going to look at and you have to make very tough decisions.


As well, with the power plants, the issue is that they're usually of such large amounts of capital that, relative to maybe other programs, you're going to have to cut back in a lot, of lot of areas to absorb that within, let's say, the portfolio of capital you can work with versus, let's say, some other projects where you can move stuff around and maybe delay for the next year.  


These ones, it probably will mean some significant shifting of dollars and it just may not be possible to do when you layer on that you have to do the safety first and the other pieces that have to go on, as well.


MR. SHEPHERD:  Question 32 refers to CCC Interrogatory No. 3, and I am particularly looking at page 4.  There was a 34 percent increase in your average cost per customer addition from 2004 to 2006.  So the first part of the question is:  Were there accounting or similar types of changes - that is, non-operational cost changes - that affected that jump?


MR. LADANYI:  In the answer is "no".  I think the fluctuations from year to year more depend on the type of projects on which those customers are added.


You have to understand that each project is not equivalent.  Some -- for example, if you can visualize it, some subdivisions will have closely-spaced homes requiring a very low main to add homes along the street.  Other subdivisions will have widely-spaced homes requiring more main per customer.


So the numbers vary from year to year based on the type of projects that those customers are added on.


MR. SHEPHERD:  All right.  So then there is nothing in those particular numbers that would allow us to understand what the costs would be next year or the year after or the year after that.  It varies from year to year?


MR. LADANYI:  That's right.  We are generally a utility that has to respond to the needs of the housing market.  That's what we do.  That's our business.


MR. SHEPHERD:  So in one year you might be adding customers in Newmarket where it's cheap, because they're right next to your existing mains, and in another year you're adding Fenelon Falls, which is a longer line?


MR. LADANYI:  Correct.


MR. SHEPHERD:  Thanks.  In CCC No. 15, you were asked to provide a forecast of gas-fired generation throughout your franchise area for the IR period.


You referred to your volumetric evidence, which I think we will agree doesn't have a forecast like that in it.


So the question is:  Do you have any such forecasts?  Have you looked at this issue?  Can you help us in any way on this?


MR. LISTER:  No.  The quotation that was made in the interrogatory referenced something in the prefiled evidence, where we examined some of the business contexts going forward.


I think most people would agree that the gas-fired electricity has some place in Ontario's future, but, as to detailed forecasts, the company does not possess that.  All the company does possess is the volumetric evidence at Exhibit C.


MR. SHEPHERD:  Did you build into that evidence some assumptions about gas-fired generation?


MR. HOEY:  For 2008?


MR. SHEPHERD:  Or for the next five years.


MR. HOEY:  Well, for 2008, the plants that are supposed to come on and the timing they're supposed to come on, they have been built into the volumetric forecast.


MR. SHEPHERD:  Because you know what they are?


MR. HOEY:  We know what they are.  There are discussions with other potential customers.  There is the OPA's list of potential sites, that we know of.  Whether those actually end up being customers and when they become customers and at what volume, we just don't have any of that data.  


So that's why we can't do what I will call the forward-looking forecast out.


MR. SHEPHERD:  Enbridge has actually tried to be proactive in this, right, and go out and talk to the people who would potentially set up gas-fired generation facilities --


MR. HOEY:  Absolutely.


MR. SHEPHERD:  -- to help them to site it and to work with them?


MR. HOEY:  Yes.  I don't know about help them to site it, but clearly we would prefer them in the franchise rather than outside of the franchise.


MR. SHEPHERD:  Yes.  I mean "help" in that sort of quotations way.


MR. HOEY:  Yes.


MR. SHEPHERD:  I am going to skip question 34, which I think we have done to death already, and go to question 35.  Now, you've given us a new one of these and you have said, No, we're not going to give you the Excel spreadsheet.


But we're asking you in this question a different question, which is:  

"Please confirm that the following conclusion from this data is correct:  the total impact of all EGD DSM programs over the period 2000 through 2006 is a reduction of use for the typical residential customer of 3.6 percent, for the typical apartment building of 3.5 percent, and for the typical small commercial customer of 1.5 percent and for the typical industrial general service user of 2.6 percent.


Have you had a chance to verify those numbers?


MR. HOEY:  No, we haven't, but we will take that away.


MR. SHEPHERD:  I will ask you the same question I asked Union yesterday.  These calculations are based on your direct assessment of what the DSM impact was, rather than using some sort of shortcut?


MR. HOEY:  Okay.


MR. SHEPHERD:  Is that right?


MR. HOEY:  I don't know.


MR. LADANYI:  We will put it in the response.


MR. SHEPHERD:  Thanks.


MR. MILLAR:  JTB.22 it is to provide a response to School's question 35.


MR. SHEPHERD:  And plus that additional information on how you split up between with DSM and without DSM.

UNDERTAKING NO. JTB.22:  PROVIDE WRITTEN RESPONSE TO SEC QUESTION NO. 35, PLUS INFORMATION ON SPLIT BETWEEN WITH DSM AND WITHOUT DSM.


MR. SHEPHERD:  Question 36 is:  

"Please explain how the proposed CIS Y factor would work."


You talked about it earlier today and I didn't get it.


MR. HOEY:  You didn't?  The way we see it, Jay, we have that settlement agreement.  To use the revenue-cap-per-customer formula inside the CIS agreement wouldn't be appropriate, because there is already the customer numbers built into it.


So all you need to worry about is, quote/unquote, what the inflator number is that's in that model.  That's I think the only thing that is left to discuss, and that would be a discussion between the intervenors and the company, to come to an agreement on what the number is.


Then once that is done, then you would calculate what the stream is for under the agreement, and then each year you would just take it in and out.  You know, whatever the number was for 2008, you would put that number in, and then when you get to 2009, you take the 2008 number out and you put the 2009 number in, so that it isn't inflated through the revenue cap model at all.  


It is done as a separate calculation on the side, and it goes in and out every year.


MR. SHEPHERD:  Okay, I understand. 


MR. HOEY:  That was our understanding of the agreement and that's the way it would work.


MR. SHEPHERD:  In Question -- this is BOMA et al. 

No. 1.  You were asked some other examples in one of ours, too, which I will get to in a second.  You were asked about four examples and asked whether they were Z factors.  You said the fourth one, new permit fees, was, and the other three were not.  

You talked about this some more earlier today as well so I may have a better understanding.  Do I understand that if something changes, then it can't be a Z factor; but if something is new, then it can be a Z factor?  Is that the basic thing you're saying here?


MR. CAMPBELL:  The purpose of the Z factor is to capture things entirely beyond management control that are totally unpredictable, something new.  That is what we try to capture with that.  That's why we say if it is an existing tax that we know of but the rate changes, which happens from time to time, that is not a Z factor.  That is normal business expectations.  

If a brand new tax arrives on the landscape, the taxes are plant or some other part of our business or there are significant new safety requirements for labour, then that would be a Z factor that meet the threshold. 

MR. SHEPHERD:  Z factors would always be increases because they're new?


MR. CAMPBELL:  No, they would be symmetrical. 

MR. SHEPHERD:  How could they be symmetrical?  That's what I don't understand. 

MR. CAMPBELL:  If an existing requirement is taken away, changed with an impact that meets the threshold. 

MR. LADANYI:  For example, if the government eliminates the GST, that would be a negative Z factor.  It would reduce rates. 

MR. SHEPHERD:  And a cause for celebration.  Then let me take you to Schools No. 60, where we had a more verbose list of examples.  I wonder if you could just take us through those and advise why the answers are what they are.  

MR. CAMPBELL:  If it's helpful, and in the interest of saving time, I would be very happy to go through that list and provide a rationale in writing for my answer of yes or no.  

MR. SHEPHERD:  That would be great.  

MR. CAMPBELL:  So I will elaborate on the rationale in writing.  

MR. SHEPHERD:  Everybody in the room will thank you for doing that in writing. 

MR. MILLAR:  JTB number 23, and that is to provide the response to Schools Question No. 38.  
UNDERTAKING NO. JTB.23:  ENBRIDGE TO PROVIDE A WRITTEN RESPONSE TO SEC QUESTION NO. 38

MR. SHEPHERD:  In CCC 33, there is a request that you provide examples of efficiency improvements, capital efficiency improvements that would be restrained -- which I guess is constrained, probably -- if you had a shorter term plan.  You didn't give any examples.  I wonder if it is possible to help us understand by giving us some examples.  

MR. HOEY:  We don't have any examples, Jay.  I guess our basic understanding of timelines is that we don't see any efficiency projects that would have a timeline that -- we don't see any efficiency programs that have no costs.  

So there will be some costs associated with some efficiency programs.  Whether that is investment and/or displacement costs, and those will typically have costs that run for one to two years and that would only, if you're under a three-year, that would give you one year to get back all of the revenue to pay back for all of those costs.  We don't foresee that in any particular project. It is not that we have examples, but that is just our general understanding of how things would work.  

MR. SHEPHERD:  Question 40.  Board Staff 23, you were asked if you could file on an annual basis standard ROE calculations and capital expenditures by US of A accounts.  

I didn't see where you said you either could or couldn't.  So could you tell us whether, just give us sort of a yes or no answer to that.  

MR. CULBERT:  Yes, we discussed it yesterday. 

MR. SHEPHERD:  Did I miss it?  

MR. CULBERT:  Yes.  

MR. SHEPHERD:  Now, 41.  You had a discussion about this earlier which I heard, in questioning by Board Staff.  I guess I'm not sure I understand what the difference is between the assignment of revenue requirement to customer classes that you're proposing under the IR system, and the normal assignment of revenue requirement that you do in a cost-of-service environment.  

Could you just sketch out what the differences are?  

MR. KACICNIK:  Yes, certainly.  With respect to distribution revenue requirement, the key difference is how distribution revenue requirement is determined.  

Under cost of service, we have a grassroots cost-of-service budget for all of the elements of revenue requirement, and that would include operating and maintenance expense, depreciation, return, taxes, et cetera.  

So we use that detailed information to populate the fully allocated cost study, and then we use Board-approved principles and conventions to allocate that revenue requirement to the various rate classes.  

Under the proposed revenue-cap-per-customer incentive-regulation model, distribution revenue requirement is determined using a formula.


So to assign that revenue requirement to customer rate classes, what we did is we used the Board-approved cost allocation study from 2007 final rate order.  We first eliminated Y factors related to gas and inventory, customer care and DSM, and then we substituted those Y factors with the proposed 2008 amounts.  We used the difference between 2007 base distribution revenue requirement and 2008 base DRR and prorated it to other elements in the 2007 cost study to tie into 2008 distribution revenue requirement.  

So, again, to highlight the differences that -- the inputs under cost of service, the grassroots input based on cost of service.  Here we have revenue requirement that is determined by the proposed formula.  

Once those inputs are done, then there is no difference as to how the numbers flow and are assigned, how the revenue requirement is assigned to the various rate classes.  

MR. SHEPHERD:  I would be appreciative if we could have lunch now.  Is that all right?  

MR. ROSENBERG:  Yes.  Before we take the lunch break, are there any matters?  Obviously we didn't get to Dr. Lowry, I assume we will get to him after lunch.  Are there any matters that you want to raise?

Procedural Matters


MR. ROSENBERG:  Yes, Dr. Higgin.  

DR. HIGGIN:  I have one follow-up question from Schools that hasn't been covered.  So I would like to put that to the witnesses.  

MR. ROSENBERG:  Now you would like to do it?  

DR. HIGGIN:  Whenever you wish. 

MR. ROSENBERG:  We will do it after the break.  Fred.

MR. HASSAN:  Fred Hassan from the Power Workers' Union.  We're not able to attend this afternoon.  We do have a few questions for Dr. Lowry, so we would appreciate being able to do that tomorrow.  

MR. ROSENBERG:  Mike?


MR. MILLAR:  I assume that's fine, based on the assumption that we won't finish today, which I think is probably likely.  So I don't see any problem with that. 

MR. HASSAN:  Thank you.  

DR. LOWRY:  May I also comment about Power Workers.  You made a revision to your questions, apparently, today or overnight so we're still scrambling to get the answers to those new questions.  That is another reason to put it off if we could.  

MS. DeMARCO:  We can't hear.  

DR. LOWRY:  It is actually on.  I was just saying that at the last minute Power Workers' Union added a few more letters to its one of its questions.  We are still scrambling to answer those.  So it is another reason to put theirs off until tomorrow.


MR. ROSENBERG:  Why don't we assume we will reconvene tomorrow at 9:00, even if it is for a short period of time.


MS. NEWLAND:  Mike, we have the questions that Board Staff put to Enbridge in respect to Enbridge's reply evidence to PEG's evidence.  Those are now going to be answered by way of undertakings from Dr. Carpenter.


I am just suggesting we give them specific undertaking numbers.  There are five questions, so we need five separate undertaking numbers.


MR. MILLAR:  Yes.  I think that is a good idea.  I actually don't have the document in front of me, Helen.


MS. NEWLAND:  For the record, it is just response to the five questions, numbers 1 to 5, posited by Board Staff in respect of Enbridge's reply evidence to PEG's reply evidence.


MR. MILLAR:  Okay.  Helen, maybe what we will do, I propose we wait until School is finished so that School's IRs are all in one spot, and then we will put those in.  Thank you for reminding me.


MS. NEWLAND:  Very good.


MR. ROSENBERG:  Are there any other matters?  If not, why don't we adjourn until 2 o'clock and resume with Schools.


--- Luncheon recess taken at 12:38 p.m.


--- On resuming at 2:00 p.m.

MR. ROSENBERG:  Why don't we get started.  Before we begin, are there any matters that people want to raise before we turn it over to Schools, yes?  
Procedural matters


MR. CAMPBELL:  Yes.  Before the break, Dr. Roger Higgins had indicated he had a follow-up question and I spoke with him at the break and I understand his question and we've undertaken to provide an answer.  So the undertaking as I will describe it is -- 

MR. ROSENBERG:  I think they may want to do it after Schools is done, to provide a continuity to the School undertaking numbers.  Am I correct?  

MR. BATTISTA:  Yes.  

MR. ROSENBERG:  So we will flag that and once we're done with Schools' questions, we will then deal with it.  Are there any other preliminary matters?  

If not, back to Jay.  
Questions by Mr. Shepherd (cont'd)


MR. SHEPHERD:  I just have a couple of questions left, unless I think of some more.  

Question 42 refers to Board Staff 25.  We would like to know the nature of the cost-allocation evidence that you propose to file to support the adjustment of the fixed variable split that's referred to here.  First of all.  

MS. COLLIER:  In response to Board Staff Interrogatory No. 25, what we were indicating there is that the 
company -- it was really a caveat to say that we may bring forth changes to change the fixed variable split of charges as it is today.  As it stands, we're not proposing any changes at this time, nor have we done any studies to indicate that there would be any additional increase in fixed charges.  Aside from the fact of our proposal last year, which was to, as we go forth now, increase the level of fixed charges consistent with increasing the level of the variable delivery charges.  

MR. SHEPHERD:  Just to apply the same percentage?  

MS. COLLIER:  That's right.  We have no other...

MR. SHEPHERD:  That part is easy, but you're talking about the possibility of changing, making additional changes which presumably changes the ratio between the two.  Right?  

MS. COLLIER:  Yes.  That is indicated, hmm-hmm. 

MR. SHEPHERD:  If you do that during the course of IR, what type of evidence do you propose should be required of you at that time?  

MS. COLLIER:  I think if we were to come forth with a different proposal, we would have to submit some evidence to support it.  We haven't developed any proposal, so I am not sure what the underlying evidence would be at this time.  But I think it is safe to say that if we had a significant change in the manner in which we recover fixed charges, it would up to us to provide the evidence to support that. 

MR. SHEPHERD:  Do we assume just because it is IR doesn't change the fact you would have to do an appropriate cost-allocation study if you were going to make that sort of change?  

MS. COLLIER:  By appropriate cost-allocation study, I mean the adjustments to the allocation of the revenue requirement that we're proposing.  We don't have a detailed cost-allocation study because we don't have a detailed budget, as Anton explained before the break.  

But in the sense that the manner in which we're proposing to allocate the revenue requirement, that is the basis of our cost-allocation study, then that would be the underpinning study.  

MR. SHEPHERD:  In OAPPA No. 3, you talked about the fact that there would be some changes, cost-allocation rate-design changes when the new CIS billing system is in place. 

Have you answered that already today?  I don't think they asked that.  I wonder if you could tell us what the changes are that you're expecting when the CIS billing system is in place.  

MS. COLLIER:  As it relates to our response to OAPPA No. 3?  

MR. SHEPHERD:  Yes, yes. 

MS. COLLIER:  What we're saying there is when the new CIS billing system is in place, we will have the ability to unbundle our rate structure in terms of how it's billed.  Currently now, we cannot -- customers are charged a load-balancing charge.  Included in that is both the transportation component as well as the load-balancing component.  Our existing CIS system does not allow us to break those out into two separate rates. 

The new CIS system will allow us to do that.  Therefore, if a customer is not taking upstream transportation service from us, they will no longer be charged that through the rates; therefore we no longer will have to credit them back through our current T-service credit.  But that is not a major -- it's embedded in the design of the new CIS system.  

MR. SHEPHERD:  Question 44 has already been asked and answered yesterday, or maybe this morning.  

Question 45.  These are the bill-impact calculations.  I wonder if you could just provide the fuller spreadsheet that shows the monthly calculations, the assumptions as to monthly load and how you calculated the monthly bills to get to the annual bill for each of these.


MS. COLLIER:  I can undertake to provide that as to how these calculations are derived.  I'm actually trying to think of how to provide you it in an exhibit form but we can provide that.  

MR. MILLAR:  JTB.24, that is a response to Schools question 45.  
UNDERTAKING NO. JTB.24:  ENBRIDGE TO PROVIDE A response to SEC question NO. 45


MR. SHEPHERD:  This is just to make sure I understand what you just said.  When you do these calculations you have annual numbers here, but what you do is you actually do monthly calculations because you have to make assumptions about load pattern; right?  

MS. COLLIER:  That's right.  

MR. SHEPHERD:  So that's what we need to see.  You're saying that may be part of a bigger spreadsheet that has a whole bunch of other stuff in it?


MS. COLLIER:  Yes.  I think I probably just need to isolate the information you need that gets you down to these typicals.

MR. SHEPHERD:  Thanks.  Question 46 I asked earlier and I think I have an undertaking on.  

Question 47.  We asked for all of your forecasts, and of course we know that at least one wasn't included and that is the long-range plan.  I am asking what other ones are not included in that, and could you please provide them.


MR. HOEY:  That's the other response to IGUA that we're completing, too, so those will all be done with the assumptions and everything.


MR. SHEPHERD:  That's the only other forecast or anything like that that you have?  

MR. HOEY:  Yes.  

MR. SHEPHERD:  Now, question 48 is, we ask questions about the parent company's forecast information.  You referred us to I-10-1 which of course wasn't to do with the parent company.  So could you please provide the long-range plan for Enbridge Inc., and similar forecasting documents, only to the extent that they have in them information with respect to EGD.


MR. HOEY:  Could I just hear the question again, Jay.  It was the last part I didn't...


MR. SHEPHERD:  Yes.  What we asked in I-10-2 was please provide the parent company's forecast information all of that stuff; right?

You just simply referred us to I-10-1 which is EGD's.  

MR. HOEY:  Right. 

MR. SHEPHERD:  So we still want the parent company's stuff.  Of course, the only things we want are documents that include in them references to EGD.  Obviously if they have forecasting documents relating to oil pipelines, some people in the room may care; I don't.  


For example, they have a long-range plan, a strategic plan.  That plan we would like to see because it includes in it assumptions about the future operations of EGD.  

MR. HOEY:  I'm trying to understand your question.  At least my understanding of the information at corporate is it is consolidated so it will always have EGD stuff in it.  

Are you...

MR. SHEPHERD:  No, no.  If all of the document has is numbers that happen to include EGD in them, but EGD is not broken out in a way that you can get any useful information about EGD -- 

MR. HOEY:  Now I understand your question. 

MR. SHEPHERD:  For example, the Enbridge Inc. strategic plan, we have seen them in the past they have a whole section on EGD. 


MR. HOEY:  I see what you're saying. 

MR. SHEPHERD:  The plan then has this component and you can see how EGD fits into the rest of the plan.  That's what I would like to see. 

MR. HOEY:  Okay.  Now I understand your question.  We will try to undertake that.  

MR. MILLAR:  JTB.25, provide a response to question 48.  
UNDERTAKING NO. JTB.25:  ENBRIDGE TO PROVIDE A RESPONSE TO SEC QUESTION 48


MR. ROSENBERG:  Yes.  

MR. KACICNIK:  I think we also agreed to provide an undertaking to Question No. 45, but no undertaking number was assigned.


MR. ROSENBERG:  They can't hear you at the back.  Do you have the microphone?


MR. MILLAR:  Forty-five I think was -- 


MR. SHEPHERD:  So my last question, I promise.  Question 49 is:  

"Please provide a copy of the corporate budget that on Monday you submitted to Enbridge Inc. for consideration."  


I understand that maybe some parts of it may have to be in confidence, given the fact that it's a public company.  I get that.


MR. HOEY:  Our concern really is it hasn't been approved by anybody, so we don't know whether it is the budget or not the budget.


MR. SHEPHERD:  It was approved by your executive management team.


MR. HOEY:  It has been signed off, but we still have to go through -- board of directors are the ones who ultimately approve the budget, and that's the problem.


MR. SHEPHERD:  I understand, but I-11-68 says, "September 24th:  Budget approval by executive management team."  That has been done; right?


MR. HOEY:  Yes.


MR. SHEPHERD:  So that's the budget we would like to see.


MR. HOEY:  We will try to endeavour to provide.


MR. MILLAR:  JTB.26, and that is to provide a response to School's question 49.

UNDERTAKING NO. JTB.26:  ENBRIDGE TO PROVIDE A RESPONSE TO SEC QUESTION NO. 49. 


MR. SHEPHERD:  Thank you.  That's it.


MR. ROSENBERG:  Thank you.  We have two undertaking issues, one that Helen had raised and one that Rick had raised, so maybe we should deal with those now.

Procedural matters


MS. NEWLAND:  Ken, I think the one I raised was to have undertaking exhibit numbers given to the responses that Enbridge will provide to the questions posed by Board Staff in respect of Enbridge's reply evidence to PEG's reply evidence.  There were five questions that we will be responding to in writing.


MR. MILLAR:  Thank you, yes.  I understand these are going to be provided by writing.  

We had hoped to ask Dr. Carpenter questions personally, but I understand that we will take the undertakings, obviously, and Ms. Newland has offered that it may be possible to produce him at a later date, if that becomes necessary.  So we will worry about that if it becomes necessary.


JTB.27 will be a response to Board Staff's Interrogatory No. 1 on page 7.  JTB.28 will be question 2.  JTB.29 will be question 3.  JTB.30 will be question 4; JTB 31, question 5; JTB.32, question 6.

UNDERTAKING NO. JTB.27:  ENBRIDGE TO PROVIDE RESPONSE TO BOARD STAFF'S INTERROGATORY NO. 1, PAGE 7.

UNDERTAKING NO. JTB.28:  ENBRIDGE TO PROVIDE RESPONSE TO BOARD STAFF'S INTERROGATORY NO. 2.

UNDERTAKING NO. JTB.29:  ENBRIDGE TO PROVIDE RESPONSE TO BOARD STAFF'S INTERROGATORY NO. 3.

UNDERTAKING NO. JTB.30:  ENBRIDGE TO PROVIDE RESPONSE TO BOARD STAFF'S INTERROGATORY NO. 4.

UNDERTAKING NO. JTB.31:  ENBRIDGE TO PROVIDE RESPONSE TO BOARD STAFF'S INTERROGATORY NO. 5.

UNDERTAKING NO. JTB.32:  ENBRIDGE TO PROVIDE RESPONSE TO BOARD STAFF'S INTERROGATORY NO. 6.


MS. NEWLAND:  Thank you.


MR. ROSENBERG:  Thank you.  Rick.


MR. CAMPBELL:  Yes.  In the company's response to School Energy Coalition Interrogatory No. 24, we cited a quotation from Dr. Booth from EB-2006-0034, our rate case for 2006.


Dr. Higgin, representing VECC, has asked, and we agree, to provide an index of Dr. Booth's evidence in EB-2006-0034 with respect to weather risk, and, as well, provide copies of the transcripts of Dr. Booth's testimony in that proceeding with respect to weather risk.


MR. ROSENBERG:  Do we need a number for that?


MR. MILLAR:  JTB.33.

UNDERTAKING NO. JTB.33:  ENBRIDGE TO PROVIDE INDEX OF DR. BOOTH'S EVIDENCE IN EB-2006-0034 AND TRANSCRIPTS OF HIS TESTIMONY ON WEATHER RISK.


MR. MILLAR:  What exactly will you be providing?  And I know you just gave it, short form.


MR. CAMPBELL:  An index of the evidence in that proceeding by Dr. Booth on weather risk, and copies of the transcripts of his testimony on weather risk.


MR. ROSENBERG:  Thank you.


MR. MILLAR:  That is the 2007 rates case?


MR. CAMPBELL:  Yes.


MR. MILLAR:  Okay, thank you.


MR. ROSENBERG:  I believe everybody who initially said they wished to ask questions of this panel has asked.  Are there any other questions in the room from any party, or are we finished with the Enbridge panel?


I don't see anybody -- oh, yes.

Questions by Ms. Girvan


MS. GIRVAN:  I just had one clarification question.  It is something I am going to ask Dr. Lowry about, but we've got the B1, tab 3, schedule 4, which is the -- do you call it reply evidence of Drs. Carpenter and Bernstein?  Is that what it is called?  But in that evidence, it says, We have only had a preliminary analysis, so, you know, maybe these numbers aren't right.  I'm paraphrasing.


So are they going to produce yet another report?  


They have also identified corrections or problems that that they see with Dr. Lowry.  So I am wondering, also, to what extent is Dr. Lowry going to respond to what they have said.  


And I think it is useful, because it is better to do this upfront than through cross-examination, but where does the process end and how do we get the final recommendations of all of those experts on the record?  Because they seem to be preliminary and they're characterized by that, both with Dr. Lowry and both with Carpenter and Bernstein.


So if someone can help us sort that out, that would be great.


MS. NEWLAND:  I will try, Julie.


MR. ROSENBERG:  Speak into the mike.


MS. NEWLAND:  You're right, Julie.  There are those qualifications in the reply evidence of our experts.


We had undertaken to file our reply evidence.  I believe the schedule called for it on September 25th.  That was more what I would call a courtesy, so that people would see what our case was before they had to make their case, but, of course, we have the right of ultimate reply.


So I'm not trying to be legally technical here, but our problem throughout this process, and -- I'm not attributing blame -- it is absolutely no one's fault.  It is just we're trying to do an awful lot on a very compressed schedule. 


We have received responses from Dr. Lowry.  They were still coming in as of, I think, the beginning of this week, and we appreciate those responses very much, but those responses have to be analyzed by our experts.  They may, in fact, require a response or require an amendment to a response that we might have already put on the record by way of reply evidence.


So we've been grappling with this issue, as well.  We do not want to do anything that would impair the schedule or impair parties' ability to comply with the schedule.  So I can't tell you precisely whether -- number one, whether we will be filing anything, because I haven't spoken with our experts.  I don't know.  But my expectation is that we probably will be filing a further response, and I can't tell you when that will be.


I could undertake to try to find out and advise parties.  I don't know if Mr. Campbell wants to add anything to what I have said, the other lawyer on the panel.


MR. CAMPBELL:  Just to say that we see this as a bit of an iterative process, that we are learning about Dr. Lowry's methodology because of the data and the models he provided and the evidence he has filed in response to interrogatories.


We wonder, and it will be a question to Dr. Lowry later in the process today, if he has found any reason to make any changes to his approach or evidence or judgments based upon the observations intervenors have made in the last little while.


I'm expecting by the time we get to that date in November, I think, which is a date for reply evidence to be filed in response to intervenor evidence, that the record will be complete by all parties at that time.


MS. GIRVAN:  Now that we're on this topic, maybe Board Staff could enlighten us in terms of how they see this unfolding, especially with respect to Dr. Lowry's reports or amendments or further evidence.  That would be helpful.  Thanks.


MR. MILLAR:  With respect specifically to the supplemental evidence that was filed by Dr. Carpenter, chiefly, I believe, Dr. Lowry certainly does have things to say about that reply.  Unfortunately, I don't get to ask any questions through this process.  Well, you can ask him whatever you like.  Maybe you could get some of those answers there.  But I unfortunately don't have an opportunity to ask questions through this process. 

We certainly do intend to respond to that.  I guess I hadn't worked out exactly how.  There are no more set filings in the procedural orders from us, so we would have to either file something as an update to the existing evidence, or deal with it immediately before the hearing, or deal with it through the hearing or something like that. 

We do have response to that.  I don't have an opportunity to elicit that evidence through this forum. 

MS. GIRVAN:  Maybe I am speaking out of turn, but certainly one of our first questions was going to be, maybe if Dr. Lowry could undertake to provide a response to that evidence. 

MR. MILLAR:  I won't object to that question.  

MS. GIRVAN:  So...

MR. MILLAR:  Maybe we will let you ask that, if you wish.  

MR. ROSENBERG:  Are there any other questions or can we excuse the Enbridge panel with thanks?  

Well, thank you.  That is done.  

[Witness panel withdrew] 

MR. ROSENBERG:  Why don't we go off the record for a few minutes.  Oh, Jay, would you like something on the record?  

MR. SHEPHERD:  We're going to go to questions of Dr. Lowry?  

MR. ROSENBERG:  Yes.  I was going off the record -- 

MR. SHEPHERD:  No, I understand.  But what I was going to say is, Dr. Lowry's coming back tomorrow anyway for PWU; is that right?  

MR. ROSENBERG:  At 9 o'clock. 

MR. SHEPHERD:  Would anybody object if I ask the questions tomorrow? I have been asked in an e-mail to go back to the office. 

MR. ROSENBERG:  As long as you're short in your questions.  Yes.  

We will be back tomorrow at 9:00 in any event.  

--- Recess taken at 2:23 p.m.


--- Upon resuming at 2:33 p.m.


MR. ROSENBERG:  We're back on the record.  We have a new witness, Dr. Lowry.  Ms. Girvan will be going first, as long as the court reporter can hear you.  Let's just do a little test.

BOARD STAFF - PANEL 1


DR. MARK LOWRY

Questions by Ms. Girvan


MS. GIRVAN:  I have two brief quite general questions to start with.


The first is, Dr. Lowry, as you know, Enbridge filed what I would call reply evidence at Exhibit B, tab 3, schedule 4 on behalf of their -- their expert evidence.


What we would like to know is if you could provide us an undertaking to give us your response to that evidence.


DR. LOWRY:  Sure.


MR. MILLAR:  That will be Exhibit JTB.34, and it is a reply from Dr. Lowry to Enbridge's supplemental evidence.

UNDERTAKING NO. JTB.34:  DR. LOWRY TO REPLY TO ENBRIDGE'S SUPPLEMENTAL EVIDENCE.


MS. GIRVAN:  The other thing, Dr. Lowry, is, I have noticed within the context of that evidence that they have made a number of what I would call corrections, or they have some trouble with some of your assumptions.  I was wondering if you are going to be providing reply evidence yourself, or adjusting your evidence in response to what they've set out.

     MR. ROSENBERG:  Dr. Lowry, microphone.


DR. LOWRY:  Having reviewed their evidence thus far, there really isn't much, in my view, that comes out of their evidence that warrants adjustments to my approach.


However, a number of parties have asked for various extensions of the work that Staff has deemed to be legitimate.  We're not completely decided on which are the extensions that should best be focussed on.


So there may be a few things that I would like to do in response to what Enbridge has done, but, additionally, some sort of further responses to some of the data requests that have already been provided that we will be trying to put together into a new report or at least an amendment to the previous report.


MS. GIRVAN:  What's the expectation about when that might be filed?


DR. LOWRY:  I don't know that that has been definitively decided, but as early as possible before the ADR process is my understanding of the goal.


MR. MILLAR:  I think, Julie, if I could jump in.  I think we have discussed this before.  We want the best report possible, but there has to come a time when everybody has all of the final numbers.  I think Dr. Lowry's point is a good one.  Whatever changes are going to be made will be made soon.  


We don't have a date for you right now, but we can report that back to you quickly, because I agree with what some of the parties have said, in that you have to know what the final, final reports are, presumably, before we get to the ADR, although you never know.  There might be slight changes or something like that.  But I can commit whatever changes are going to be made will be made quickly.


MS. GIRVAN:  Thanks.


DR. LOWRY:  Do I interpret you as saying that where appropriate that I should, by some document, comment on comments that Enbridge has made?


MS. GIRVAN:  No.  I think that the undertaking is to comment on the expert testimony, and I just wondered to what extent you are going to be revising your larger report to reflect some of the things that they have pointed out or I guess, as you said, what other people have asked you to do.  Thanks.


MR. WARREN:  I have just one observation before we turn it over to our expert.  The ADR is one date.  The other date, though, is the Board has said we have to file our evidence by the 22nd.


Now, if that evidence is going to be incomplete, we have to have the final information.  Otherwise, we will end up following the pattern of trailing evidence.  That's the difficulty, Michael, that we have.


MR. MILLAR:  Yes, that is a good point.  I forgot about that date, and we will do our very best to get everything to you before that date, especially if it has any impact on something you might be doing.


MS. NEWLAND:  Michael, can I...

     MR. ROSENBERG:  Helen, mike.


MS. NEWLAND:  If we were to treat any response that Dr. Lowry wanted to make to our evidence, or, indeed, any changes to his report as an undertaking that comes out of this technical conference, then it would be due on the 11th.  That would be a date certain.  So if that was manageable and we could agree to that date, that would give intervenors time to consider that before they had to file their evidence on the 22nd.


MR. MILLAR:  I think, and Dr. Lowry can correct me if I am wrong, the intention is to be finished by the 11th.


However, I don't think it is just the response to the Enbridge supplemental evidence.  Julie was asking -- certain other parties have asked for this, you know, a couple of other minor things that it conceivable there may be slight changes to.  


Dr. Lowry did you want to add something?


DR. LOWRY:  Not so slight.  One person has asked for an update to 2006 of the Enbridge and Union [inaudible].  That's a big job.  So that is not really --


MS. GIRVAN:  Can you refresh us?  Who was that?  Oh, you. 


[Referring to Mr. Aiken]


MS. GIRVAN:  Let the record show that is Randy Aiken.


DR. LOWRY:  That's not really part of this undertaking, but with regard to your request for my comments about Carpenter's supplemental report, that definitely can be done within that undertaking deadline.


MS. NEWLAND:  Just to be clear, these other requests, are they not written interrogatories?  Have they been filed in some other form?


MR. MILLAR:  Yes.  They are interrogatory questions, I think, for the most part.


MS. NEWLAND:  They're interrogatories or they are undertakings to questions coming out of here?


MR. MILLAR:  We haven't made any undertakings with respect to them, yet.


MS. NEWLAND:  So they're outstanding interrogatories?


DR. LOWRY:  Yes, that would be correct.


MS. NEWLAND:  Okay, thank you for that clarification.

Questions by Mr. Loube


MR. LOUBE:  I am Robert Loube.  Is my mike on?


MS. GIRVAN:  Yes, it is.  No, it's off now.


MR. LOUBE:  On now, okay.


This is the first time I have participated in your technical conferences, so I apologize in advance in case I don't use schedule or tabs or some protocol properly.  I will try to make it as clear as possible where my questions are coming from, and we did give Dr. Lowry a list of them to begin with.


I also want to say that I appreciate the extensive answers that I received, even though some of the times they were very complicated and hard to produce, which is essentially the reason for the first question in my list, in which I asked -- PEG produced a whole series of files, some of which were easily identified and useable and some of which were a little bit hard to get to.


At the same time, they weren't given directly to me.  They were, you know, in the EGD responses and I didn't realize they were in those responses until after I got the responses to myself.  


So I was just wondering, is it possible to just give me a table listing all of the files 

-- this is my first question -- listing the software that was used to create the file, and then listing whether or not it is possible to use Windows to open those files.  


I know that someone in your office called me and I got some of that done, but I didn't get it all completed.


DR. LOWRY:  That will have to be an undertaking.


MR. LOUBE:  So undertaking whatever number you're up to would be -- to respond to my question one.


MR. MILLAR:  That's JTB.35.

UNDERTAKING NO. JTB.35:  DR. LOWRY TO RESPOND TO CCC/VECC'S QUESTION NO. 1


MR. LOUBE:  My question 2 refers to your response to CCC/VECC No. 5, where I asked about the relationship between the inflation-index coverage and the business-productivity coverage.


In your response, you noted that approximately 78 percent was covered in both indices, but, therefore, there is about 22 percent that is in one index that is not in the other index. 


In a lot of those, such as public services and non-profit services, generally, to my mind, they have a different productivity rate than the rest of the economy.  I noted that most consultants' productivities don't go up too fast, as the manufacturing sector.


So I was wondering if you think that the group that is not in has an inflation rate that could be significantly different than the group that is in; and would that difference between those inflation rates create a bias?  

DR. LOWRY:  I hope that you're not one of the consultants that has the slow productivity growth.  There is my first productivity joke for you.  Since she wanted a productivity joke.



MR. LOUBE:  I set you up.  

DR. LOWRY:  No.  There is a legitimate issue here that there is a bit of a mismatch between the multi-factor productivity index which is for the private-business sector of the economy then we have the GDPIPI for final domestic demand that is not exactly the same.  The largest difference between the two are things that you alluded to, government services, and perhaps certain non-profit activities.  

So you're asking, did I give much thought to possible differences in those price trends of those sectors versus the GDPIPI FTD as a whole.  The answer is no, we didn't think about that very much.  One of the reasons is that the main excluded sectors like government services, there isn't really very good information about the trend in the prices of those services anyways.  

The other thing is to consider why might that trend be different from the overall trend of the GDPIPI FTD.  It could be because of a difference in the productivity trend of that sector versus the productivity trend of everything covered by final domestic demand or it could be because of input prices.  It could just as easily be the latter than the former, because one would think that government services and non-profit activities are relatively labour intensive, so it could be a different input mix that would affect that.  

At any rate, the hope is that the differences would do more to input price trends than productivity trends.  You were just alluding to maybe that is not true, the productivity trend of private business sector, for example, is more rapid than that of the government.  I don't know that to be the case.  

So one hopes that the -- it is mostly a matter of the input price differences.  If so, that is not a problem for this basic identity to hold that the trend in the input prices of the economy is the sum of the trends in the GDPIPI and the MMP, which we're hoping is the case.  

So it is not perfect but there are a lot of little imperfections in this kind of work, and this wouldn't be the first one I would be losing sleep over.  

MR. LOUBE:  My third question had to do with how you're using the elasticities as weights in your output indexes.  At one point you're setting the elasticities annually, and at another point you're taking an average elasticity for a company.  

I guess this was related to your output indexes.  Did you use a fixed number or did you vary it over time?  What happened?  

DR. LOWRY:  The fixed number which differs for each utility, we could have had time variance numbers, but when we looked at the differences in, say, the elasticity for any of the companies in the sample, we didn't find much difference there from one year to the next.  So just to make it a little bit simpler, we just had one elasticity for each company.  

MR. LOUBE:  Did you then set that at the -- use the mean value -- 

DR. LOWRY:  I think so.  I think so.  

MR. LOUBE:  So you evaluated those extra variables at their mean values?  

DR. LOWRY:  I believe so.  

MR. LOUBE:  My next question, question 5 on the list, has to do with the demand-side management which, from one study to the next study, from the March report to the June report, you claimed you excluded the demand-side management from the total volumes.  

So on the one hand they're excluded for the two Canadian companies, but for the US database it's my understanding you didn't exclude.  

DR. LOWRY:  Right.  We have no data on DSM savings for the either the gas or the electric industry in the United States.  Much less for the specific companies in our sample.  I mean we're not aware of total numbers or even, more pertinently, those for the individual companies.  

And we don't think that, to our knowledge, there is that much DSM activity in the United States gas industry such that it would make very much difference.  So, no, we didn't do it.  We didn't think it was worth what would probably have been quite a bit of effort.  

Try to remember, by way of background, that the job of estimating the productivity for these two somewhat different countries with eccentric data sets, then on top of that coming up with US numbers to project them.  This has been an enormous task, so there are a few little things around the edges where we have to do a bit of a triage and decide not to make it perfect.  

MR. LOUBE:  Then my question 6.  I'm asking you to discuss whether the revenue weights, why you chose end of period of your study for the revenue weights.  You could have used the beginning of the study.  You could have had them change over time.  You could have used a mean of the weights.  You picked a particular type of choice when you set weights. 

DR. LOWRY:  What you need to understand is -- this is part of the reason this proceeding has been complicated, is that there is this declining average use in particularly the residential sector in Ontario, as in many other parts of North America.  Another way of saying that is that customer growth grows a lot more rapidly than volumes.  

So the amount of revenue that is recovered from fixed charges matters quite a lot to the analysis.  These companies over this period were progressively beefing up the amount of revenue that was recovered from the fixed charges; perfectly understandable under the circumstances. I believe that Union was more aggressive in this regard than was Enbridge, although they both did it. 

So to try to make the analysis as relevant as possible for the future period, we thought to use the most recent weights which had the biggest weight on the number of customers.  

MR. LOUBE:  But the weights were applied to the historical quantities, weren't they?  

DR. LOWRY:  Yes.  In other words, it would be as if, oh, let's consider their productivity as if they had a more recent rate design.  That's what was involved.  So if you were to truly just interested in their productivity, objectively you would have had a flexible weight and it would have yielded a little bit different number than with the 2005 fixed rate.  

This is a good example of the kind of question that people have asked that we have not yet answered.  Now there are 2007 rates.  Can you re-estimate using the 2007 rates?


Well, it's a job to do that and we haven't gotten around to that yet.    

MR. LOUBE:  Then in a similar vein, my question 7.  You said that the inflation factors should track the short-run inflation measure.  

I then said, Should we, during the period of the plan, then, sort of have a running movement of that inflation pattern?  If it should always be tracking a short-run period, shouldn't you have a moving average of that inflation factor?  

DR. LOWRY:  I wasn't quite sure what you meant by that because if you just used last year's growth rate of the inflation factor, that is a very short run. 

MR. LOUBE:  No, I'm talking about the other portion where you're looking at the input price. 

DR. LOWRY:  Price differential?  

MR. LOUBE:  Yes, the price differential.  

DR. LOWRY:  Since you didn't say that in the question, I don't have a ready answer to that.  So I am not sure. 

MR. LOUBE:  I can see where you would be confused because we are updating the GDPIPI every year, so that wasn't part of the question, because -- and I don't think that was where my original data response was asking, I mean the original -- 

But that's okay.  If you don't have an answer today, could we ask you to undertake to provide an answer?  

DR. LOWRY:  sure.  I would be somewhat fearful, though, that that could be pretty wobbly, particularly if we're using a geometric-decay approach to measuring capital service parts.

MR. MILLAR:  But you will take the undertaking, Dr. Lowry?

DR. LOWRY:  Yes.

MR. LOUBE:  That's to our technical question 7.


MR. MILLAR:  That's right.  JTB.36.
UNDERTAKING NO. JTB.36:  DR. LOWRY TO PROVIDE A WRITTEN RESPONSE TO CCC/VECC QUESTION NO. 7.

MR. LOUBE:  Then my question 8 just asks you to discuss why you mean-scaled the variables.  I wanted to make sure, then, also, when you mean-scaled, you only did it once.  Essentially the mean scales were the mean of the total database rather than the mean of any individual company?


DR. LOWRY:  I have an answer from my econometrician and I am debating whether to just read it verbatim.  Maybe I will, since I wasn't purposing to give you written answers to this.  So I am going to read this one verbatim:
"PEG mean scales each business condition variable, because this provides a convenient interpretation of parameter estimates.  In particular, the parameter estimates are taken to be those of a firm having the average business conditions of those in the sample.  Yes, the mean of each variable across all companies..."

I think this answers the one question:

"...is used in mean scaling.  To determine company-specific elasticities, PEG uses the parameter estimates of the model and computes elasticities using each firm's business condition in each year.  These yearly values are then averaged to provide the company-specific elasticities.  Please note that the elasticities for the average firm are simply the first-order parameter estimates, while those for each company add the values of the second-order terms associated with each first-order estimate, multiplied by each firm's mean-scale business conditions."

I'll tell you what.  When I send you the undertaking, I will send you that answer, too.

MR. LOUBE:  It will be in the transcript.

DR. LOWRY:  It's a complicated sort of mind-numbing issue of mean-scaling, but it just means that then when you have the econometric model and you look at the first-order terms, that they then will be the elasticities for the sample mean business conditions.  That is convenient for anyone, either a person like ourselves who produces these models or those who are more the consumers of it.  It makes it quicker to appraise how sensible the model is.

MR. LOUBE:  Thank you.  Then we're on to question 9.  Here I was a little confused about the total deliveries versus other deliveries, and commercial and residential deliveries, where you said at one point you don't have everything about the US companies.  And, thus, I was trying to see, well, is it equivalent to what we have for the Canadian companies.

I wish you would explain that.

DR. LOWRY:  We have no data on the demands, the contract demands, of the US utilities.  None whatsoever.

MR. LOUBE:  So does that mean for the US utilities, the sum of residential and commercial and other doesn't equal the total?

DR. LOWRY:  No.  That's what I'm trying to suggest to you, is that the total volume -- we would definitely include the total volume for the other category that is most likely to have the demand charges.  In other words, all volumes are accounted for.

MR. LOUBE:  In both cases?

DR. LOWRY:  Yes.

MR. LOUBE:  So what is the problem, then, that you were alluding to in your report?

DR. LOWRY:  In the earlier question?

MR. LOUBE:  Well, in your report, you state that you have a problem; you're missing something, the demand.

DR. LOWRY:  We simplify the analysis by considering only output indexes for the United States that have only volumes, in the hope that the volumes and the demands are pretty correlated with each other.  So then it is not much loss of accuracy there.

MR. LOUBE:  But the output elasticities that you then applied to the Canadian companies only have volume, also.

DR. LOWRY:  It's the same volumes, though.  I mean, we would apply that to their volumes, their total volumes.  In other words, we treat the US and Canadian firms the same.

MR. LOUBE:  So you're saying that because you are missing the US demands, you could not use demand as an output characteristic in your trans log function; is that what you were trying to say?

DR. LOWRY:  That's correct.

MR. LOUBE:  Question 10.  This is the reverse of what you did in the revenue side.  In the revenue side you used fixed weights.  Now you're not using fixed weights in the development of the input quantity.  So why the switch?

DR. LOWRY:  Well, I thought that relevance was better served by using the most recent revenue weights.  On the input side, we -- for one thing, we have very good data on this for the United States and for Canada.

Also, the index theory - that is, the rationale for the index logic theory or however you want to call it, which provides the basis for this whole approach to price-cap-index design - is assuming flexible weights.

So it is more in keeping with the theory to use flexible weights.

MR. LOUBE:  The Tornqvist Index?

DR. LOWRY:  They are Tornqvist, yes.  Tornqvist is a quantity index, yes.

MR. LOUBE:  I believe that question 11, which is about elasticities, you're going to give me the same answer that I got for the earlier questions on elasticities?  That would incorporate --

DR. LOWRY:  Why don't you let me check the answer here to make sure if there is anything new here.


Yes.  The only thing extra is it says where exactly those calculations are that you asked for.  They're in section 3.1.2.  It says the file USTFP.PRG is a text file that has the program code.

MR. LOUBE:  Did he say what program code, what software package was used?

DR. LOWRY:  It doesn't say that here, no.

MR. LOUBE:  Could you undertake to find out what the software package was?

DR. LOWRY:  Isn't that covered by the other request?

MR. LOUBE:  I was hoping it was.

DR. LOWRY:  Yes, okay.

MR. LOUBE:  Because the problem was that the first question referred only to one particular response, and this might have come through a --

DR. LOWRY:  Why don't you just put as an undertaking:  Written request to this question 11, too.  No problem.

MR. MILLAR:  JTB.37, and that's a response to -- was it question 11?
UNDERTAKING NO. JTB.37:  DR. LOWRY TO PROVIDE WRITTEN RESPONSE TO CCC/VECC QUESTION NO. 11.


MR. LOUBE:  Twelve is very similar to asking for the software package that you used for the actual regressions.  I guess that was also -- a log file of that was given to me in DR_TC.txt, some kind of file that came out of the software package?

DR. LOWRY:  I had an answer here, but I guess I will have to answer this on my own.  The software package used to run the regressions is Gauss.

MR. LOUBE:  Do you know what version you were using?

DR. LOWRY:  No.  Why don't you add that as an undertaking, too, since I don't have the version for it.  Oh, wait a minute.  I do an answer to this.

All it says is "Gauss".  Do you need to know?

MR. LOUBE:  When I went through it, I realized it was some kind of Gauss, but I --

DR. LOWRY:  You would like to know exactly which Gauss.  Okay, then let's add that.

MR. MILLAR:  JTB.38, and that is to determine which version of Gauss was used.  And could somebody spell Gauss for the court reporter.


DR. LOWRY:  G-A-U-S-S.

MR. MILLAR:  Thank you.
UNDERTAKING NO. JTB.38:  DR. LOWRY TO ADVISE THE VERSION OF GAUSS USED.

MR. LOUBE:  Then, 13 is about:  Did you estimate the share equation separately as part of the seemingly related regressions?

DR. LOWRY:  Sure.  They're estimated, so to speak, simultaneously.

MR. LOUBE:  Simultaneously, right.  I didn't see them in the report and I was wondering do we have any results related to them so that I can see them.

DR. LOWRY:  Here again, now I regret a bit we didn't just have a written response for you.  I have a written response for it.  Maybe we will just add it to the undertakings.  The details of those share equation regressions are in the working papers and I have the details here.  

MR. LOUBE:  Were these working papers given to Enbridge?  

DR. LOWRY:  It says: "They are found in working paper folder 3.2.2."


MR. LOUBE:  3.2.2?  

DR. LOWRY:  Yes.  

MR. LOUBE:  Thank you.  Would that be okay if I just looked at it there or do I need a separate undertaking to make sure everything is covered?  

DR. LOWRY:  Well, the answer goes on. It says:  
"These files contain the parameter estimates of the labour and capital share equations under the headings:  Equation 2, dependent variable SL; and equation 3, dependent variable SK, share of labour, share of capital."  

MR. LOUBE:  Then in the last one, number 14, is talking about how you verified what I say here, the regularity conditions or the conditions on the trans log that allow it to be used.  I was wondering in the text file it just showed some programming code on how you would make the determination.  

I was wondering if we have the actual inputs and outputs of that program file.  

DR. LOWRY:  In the same files, one of which is called econometric cost model COS.txt, and econometric model GD.txt, they provide information on the validation of the regularity conditions.

And one of the many cases in which the Enbridge witnesses just threw out the possibility that maybe there was something wrong with our model was about the regularity conditions.  

In fact, these models display excellent, excellent conformance with regularity issues.  

MR. LOUBE:  I don't know if I'm allowed -- In your report, I didn't write this question but it came up as we were talking.  On page 82 of the June 20th report, you say: 
"We discovered that the trans log function generated some unreasonable values for these."

And then you eliminated the excluded the output interaction terms.  I was wondering, first, what were the unreasonable values?  And then second, if we left the interaction terms in, would that have generated any collinearity among the independent variables.  And did you test for that?

DR. LOWRY:  Just for the record, this is an extra question, which is fine, but this is not one of his original written questions.  I am happy to respond to it, though.  

This is one of the things that was different between the first report and the second report.  When we looked more carefully at the company-specific elasticities from the first report, which were based on the full trans log model, I was bothered by the fact that the company-specific elasticities were not only negative, but well into the negative range for a number of the utilities, including Enbridge.  

So we're talking about an elasticity of say a volume variable that is negative 0.4.  

And yes, I think that was due, in part, to multi-collinearity and it is also due to the fact that even with a large and varied data set such as we have for the United States, that it may be a little bit too much -- there may not be enough data to estimate a full trans log cost function.  

So, I was trying to decide, what can we do to simplify the model a little bit so that the estimates are more reasonable, perhaps as a step to reduce this multi-collinearity.  

Now, may I say about multi-collinearity, one can live with multi-collinearity as long as you have statistically significant, sensible parameter estimates.  It is a matter of the variance of the estimates and not really of their bias.  

You can have a modest amount of multi-collinearity as long as it doesn't cause you to have statistically insignificant, wacky numbers.   

So trying to think.  I wanted to have a model that was rich enough to address both a Union and Enbridge where Union has very large delivery volumes in the form of their transmission system.  I thought it important to try to preserve in the model two different types of delivery volumes:  One to the residential customers and one to the business customers.


And so the thing I thought was the most expendable by way of simplifying the model would be to throw out the interaction terms between the output variables.  So strictly speaking, if you throw out anything that simplifies the functional form, the result is what you might call a truncated model.  

So, yes, when I threw out that interaction term, which I thought was the easiest thing to dispense with, the results were much more reasonable.


Now, the elasticities for a few companies were still negative, but they were only slightly negative.  They were essentially zero.  For example, the elasticity for the volume, for Enbridge, was reduced tenfold from a negative 0.4, to negative .04, which to me is virtually zero.  I'm sure statistical tests would not reject the hypothesis that it is zero. 

So we felt if we could just by removing the one, you know, interaction term with no intention of victimizing any utility, either one or both of them, but just as the easiest way to simplify the model, that we could get down to where the elasticities were virtually zero, or were positive, that that was good enough.  


Does that answer your question, then?  

MR. LOUBE:  Yes.  Now, I know you gave me the individual company elasticities for the June model.  Did I also receive those for the March model?  

DR. LOWRY:  I don't recall -- 

MR. LOUBE:  Do I see this difference you're talking about?


DR. LOWRY:  I don't recall, but if you look at Carpenter’s testimony, his new supplemental report, he brings it back, a golden oldie, with a full trans log specification.  And in that one you can see these, they're about, there are a number of cases where the company-specific elasticities were negative and were significantly negative; I mean they were like 0.2 negative or more.  

And that was the thing that I found unacceptable, that I wanted to change.  

MR. LOUBE:  Now, the key -- 

DR. LOWRY:  I think this, by the way, was part of the problem with the sort of nutty ADJ results in that first report for Union particularly.  You will recall there was some counter-intuitive results I think it was for Union and when we were researching that we found that this seemed to be the source of the problem.  And it was that originally that triggered us to decide, Let's try to simplify this model a bit. 

Because we don't usually look at company-specific elasticities as a litmus test for model specification.  We are usually looking at, are the signs on the parameter estimates correct?  Are they statistically significant?  Are the regularity conditions upheld?  

But this was a new dimension to look at company-specific elasticity since, after all, we were trying to apply this model to two specific companies, Union and Enbridge.  

MR. LOUBE:  Now, is Dr. Carpenter's table just a reflection of information you gave him?  Or did he rewrite it? 

DR. LOWRY:  He seems to have re-estimated the model. 

MR. LOUBE:  With the interaction terms in it?  

DR. LOWRY:  With the interaction terms restored.  

MR. LOUBE:  Okay.  Have you looked at it -- 

DR. LOWRY:  I might add that he then goes on to take that very same model.  He tries to estimate it with only data from the northeastern United States and, one again, we get all sorts of nutty results.  Not necessarily the same nutty results, but once again, you know, with even only a third of the data that there is in the US sample, the model is even goofier than the first model.


MR. LOUBE:  As part of the original undertaking that Ms. Girvan asked you, could you see if Dr. Carpenter's results matched your original results?


DR. LOWRY:  Yes, I can do that.  I believe they're similar.  All I did was check his numbers.  They looked plausible to me, but I will verify that they are -- I guess we can produce our own table for that.


MR. MILLAR:  That's JTB 39.  Could one of you please restate the undertaking.


DR. LOWRY:  Please provide the full trans log model.  

MR. MILLAR:  I see.  So that is incorporated in your first?


MS. GIRVAN:  Yes.  

MR. MILLAR:  So we don't need a fresh undertaking. 

DR. LOWRY:  Well, no, because...


MR. LOUBE:  Do you want it to be clear?  

DR. LOWRY:  Sure.  

MR. MILLAR:  That's fair enough.  So that will be JTB.39.  
UNDERTAKING NO. JTB.39:  DR. LOWRY TO PROVIDE FULL DETAILS OF THE TRANS LOG MODEL 


DR. LOWRY:  All right.  

MR. LOUBE:  Those are my questions.  Thank you very much.
Questions by Mr. Aiken

MR. AIKEN:  I guess I am up next.  Randy Aiken for the group of three.  I provided you with my six questions and I don't think any of them were very difficult.

The first question refers to the first interrogatory response, and you touched upon this earlier.  Can you provide the current projection of when this updated information that incorporates the 2006 results will be available?

DR. LOWRY:  Well, that's the biggest problem we have 

-- challenge we have.  I guess the current notion is that we'll have that update done two to three weeks after the receipt of the data.  

I say two to three weeks, because if for some reason the utilities managed to get us the data tomorrow, we would be caught a little bit short, because we're working on this benchmarking thing for another branch of the Board.  

On the assumption that we won't be getting this data for about a week, then it will be about two weeks.

MR. AIKEN:  It will still be available prior to the ADR, then?

DR. LOWRY:  That is our expectation.  We will try very hard to do that.

MR. AIKEN:  The second question is a similar one.  It was IR No. 14, part F.  This is about the 2007 fixed variable split for the weights.  Same time frame?

DR. LOWRY:  Yes, although I would say that I was going to give a little more thought to whether it even makes sense to have the fixed forward weights.  That was one of the things I wanted to review, based on the various comments, as to whether that really makes sense.  

But at a minimum, on the assumption that I talk myself into the fact that, yes, let's continue to do it that way, we will be happy to update that to 2007.

MR. MILLAR:  Dr. Lowry, I'm sorry to interrupt, but just to confirm something with regard to question 1.  The two- to three-week period only starts once you receive the data from the utilities?


DR. LOWRY:  Yes.  If we actually got the data tomorrow, then it is going to three weeks, because we're going to be really booked the next week on this power distribution benchmarking study.

MR. MILLAR:  Have they confirmed that they will provide that data?

DR. LOWRY:  Not yet.  I mean, no, neither party has said anything to me about it.

MR. CAMPBELL:  Could I interject?  I am not certain that we have received the request.

MR. ROSENBERG:  That brings it full circle.

MR. MILLAR:  Maybe we can sort this out on a break, or something like that.

MR. AIKEN:  My third question, IR No. 16, and this was specific to Union.  The input index for Union included a subindex for gas used in system operations.

I was unclear from the response, to me, anyways, whether the PCI adjustment adjusts for changes in the price of natural gas for the gas consumed by the utility in its operations.

Yesterday I think we had either Mark or Rick for Union indicate about that the UFG and the compressor fuel, that they do have a price variance account for those.

DR. LOWRY:  So you're saying they sort of have a pass-through for the compressor fuel; is that what you're saying?

MR. AIKEN:  My understanding is a pass-through on the price variance for compressor fuel and unaccounted-for gas.

DR. LOWRY:  At the moment, in our inter-price differential for Union, we have compressor fuel in.  So if that is true, we may want to change that in the final report.  Take that out.  My general answer is that anything that is sort of Y factored, that is sort of hard wired for recovery by other means, doesn't belong in the index.

MR. AIKEN:  Should I have, then, an undertaking for you to review that and make the adjustment, if necessary?

DR. LOWRY:  Yes.

MR. MILLAR:  JTB.40.  Mr. Aiken, could you provide the wording for that undertaking, please?

MR. AIKEN:  It is probably better if Dr. Lowry did it.

DR. LOWRY:  Please revise the input price differential calculations for Union, if needed, with regard to the natural gas component.
UNDERTAKING NO. JTB.40:  DR. LOWRY TO REVISE THE INPUT PRICE DIFFERENTIAL CALCULATIONS FOR UNION, IF NEEDED, WITH REGARD TO THE NATURAL GAS COMPONENT.


MR. AIKEN:  My fourth question, IR No. 35, part B, and this had to do with using a five-year average on the average-use calculation.  And the response was that the five-year average would weaken Union's marketing incentives.  

I am wondering if you could expand upon that a little bit.


DR. LOWRY:  Well, generally speaking, if Union -- we want them to have market-responsive rates and services, and it is particularly important for a company like Union, for which large-volume customers -- larger in its finance than it is for Enbridge.

We don't want a situation where if you take efforts to boost system capacity, that then lowers rates -- that can permit the company to see its way to lower rates, that eventually they will lose -- they will quickly lose any financial incentive for that.

It just seems to me whether it is a five-year average or a revenue cap, the company will be passing through that benefit one way or the other.  I mean, if it is a five-year average, then let's say the effort that they make in one year to bolster their throughput is going to be harming them for five years instead of one, a little bit at a time.

So I am just inclined to think that a five-year average still has incentive problems.

MR. AIKEN:  Question 5 is IR response to number 41, part A.

This is just a point of clarification.  There are two schedules referred thereto in the response.

The second one, which is Exhibit R, PEG tab 6, schedule 12, does not appear to be relevant to the question asked.  I was wondering if there is a different reference that should be there?

DR. LOWRY:  I went and looked at this, and I didn't see a reference to 12.  So I couldn't answer this question in advance.

If you go back and look at schedule 41 -- I have it right here.  Would you like to see it?

MR. AIKEN:  Yes.  I have one here, too.

DR. LOWRY:  So where is this schedule 12?

MR. AIKEN:  In response to A, it says:
"Please see our response to Exhibit R, PEG tab 2, schedule 54.  We will provide additional comments in our answer to Exhibit R, PEG tab 6, schedule 12."

DR. LOWRY:  I am looking at 41 and that is not what I see.  Did you mean a different...

Are you looking at 41?

MR. AIKEN:  Yes.  I can show you what I'm looking at.

DR. LOWRY:  Okay.

[Mr. Aiken passes document to Dr. Lowry.]

DR. LOWRY:  I don't have the latest.  Maybe you have a more final one.


MR. AIKEN:  They both have the same date on them.

MR. ROSENBERG:  Do you want to go off-line and deal with this and take a break, then?  Why don't we take a break at 3:30?


DR. LOWRY:  Why not add this as an undertaking?  Is that okay?

MR. AIKEN:  Sure, yes.

MR. MILLAR:  We will deal with that by way of undertaking.  That is JTB.41.  That is to provide an answer to BOMA question 5.
UNDERTAKING NO. JTB.41:  DR. LOWRY TO PROVIDE WRITTEN RESPONSE TO BOMA, LPMA, WPSPGA'S QUESTION NO. 5.


MR. AIKEN:  Then my final question.  Question 6 is a similar thing.  This is schedule 42 of tab 6.

The response refers to IGUA No. 11, and that response does not appear to answer the question that was asked.  

Specifically, the IGUA question asks for PEG to provide a list of each of the criticisms Union makes of PEG's evidence and a summary of PEG's response to each of these criticisms; whereas the question asked was for PEG to comment on what Union is proposing.

DR. LOWRY:  Just a minute.  I thought I had that answer jotted down here.  It will just take me a second, I hope.  I just forgot to jot it down.  

Yes, it's IGUA Question No. 35.

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

MR. ROSENBERG:  Thank you.  It is almost time for the break, so let's just canvass the room.  Who else in the room has questions?  Either Helen -- will Union be asking, and Union.  Why don't we take a 20-minute break and come back.  And Energy Probe doesn't?  No.  So maybe we will start with IGUA after the break. 

Why don't we come back at - give you a little extra time - ten to 4:00.


--- Recess taken at 3:25 p.m.

--- On resuming at 3:50 p.m.  

MR. ROSENBERG:  We're on air now.  You will be asking the questions yourself?  

MR. WARREN:  I will be asking the questions myself and giving the answers.  

MR. ROSENBERG:  Thank you.  It is now ten to 4:00 so we are going to resume.  Before I ask Peter Thompson to commence his questions, are there any preliminary matters?  

If not, the reporter is ready.  Dr. Lowry?  Over to Peter.  
Questions by Mr. Thompson 

MR. THOMPSON:  Yes, Dr. Lowry.  The first four questions in the IGUA list of questions relate to the response to IGUA No. 1.  This is Exhibit R, tab 5, 
schedule 1.  They pertain to the status, I guess, of the discussion paper, Board Staff discussion paper in this process.  I will just ask each of these questions and perhaps you or Mr. Millar could respond on the record.  The first one was:

"Were the views expressed in the Board staff discussion paper the views of PEG and/or Board Staff when the paper was circulated?"


MR. MILLAR:  Peter, maybe I will have a stab at answering that first, though I think PEG may have some additional response.  If they do, Dr. Lowry can add that. 

I'm going to provide a short preface, I guess, and then I think we will largely answer your question.  

The Staff discussion paper was prepared in the context of the consultation process and it was meant to summarize the submissions received by stakeholders and to provide an initial view from Board Staff.  

But Board Staff did not file this paper in this proceeding and never intended to file it in this proceeding.  We will not be relying on the discussion paper in this proceeding in any way.  It is therefore our view that questions relating to the Staff discussion paper are largely irrelevant.  

However, we will answer this question, to make the process go more smoothly.  The paper was intended to reflect our views at the time.  So to answer question 1, yes, that is the case.


With regard to PEG - and I will let Dr. Lowry add to this if he chooses - as you can see by looking at the paper, the chapter or section on the X factor was in fact written by Dr. Lowry.  So I think we can assume that those did comprise his views.  

MR. THOMPSON:  Dr. Lowry, do you have anything to add?  

DR. LOWRY:  No.  No.  I think that basically that's -- the only section of that report that I had input on are the ones that Michael mentions.  

MR. THOMPSON:  My second question:  Have any of the opinions changed?  If so, what are they now?  

MR. MILLAR:  I will answer on behalf of Staff, and then maybe Dr. Lowry, if he has anything to add, can do so.  

Board Staff has not determined what if any positions it is going to take on the record in this proceeding.  The evidence is still coming in.  We're still considering the stuff that is in, and there are interrogatories and evidence still to come.


So at this time, we haven't made any determinations on what, if any, positions we will be taking on the record.  

In terms of PEG - and again I am happy to let Dr. Lowry add anything he wishes - obviously PEG has filed a report in this proceeding, and I think it is fair to say that that comprises PEG's views with regard to this proceeding.


Similarly, I guess PEG's report is about the X factor and their chapter in the discussion paper was about the X factor.  I don't think there is anything inconsistent between what was in the discussion paper and the report.


MR. THOMPSON:  Anything to add, Dr. Lowry?  

DR. LOWRY:  No.  

MR. THOMPSON:  The third question is PEG/Board Staff indicate that IGUA is asking for material covered by privilege.  What are the facts on which the claim for privilege is based?  

MR. MILLAR:  I think I will take this one as well. 

We are maintaining that claim, not just the claim for privilege, but perhaps more importantly, that we don't think this information is relevant.


I don't really have anything to add on the privilege side aside from what we've already said, but again, with regard to relevance, we haven't filed this.  We're not planning on filing it.  You probably won't ever hear us mention this.

We are not prepared to produce any e-mails either internally or with our expert that may or may not relate to this document.  We don't think it is relevant for this proceeding.  

MR. THOMPSON:  Thank you.  Anything to add, Dr. Lowry?  

DR. LOWRY:  No.  

MR. THOMPSON:  The last question relates to the response to subparagraph D in our question 1 where you say it is too early in the process to answer the questions in the Board's list of issues.


My question is, please explain why it is too early in the process for PEG to provide its responses to the questions contained in the Board's list of issues.  

MR. MILLAR:  Again, Mr. Thompson, maybe I will start with this one and Dr. Lowry is free to add anything if he wishes.


We have had another look at this, and I think what we're proposing to do now is, although we don't have all of the evidence in this case yet and things may change, we're not really opposed to Dr. Lowry providing his views on the issues.  

What I propose to do is we take this as an undertaking.  Again, I don't think it is appropriate for Dr. Lowry to be doing any new work or new reports or anything like that.  We didn't necessarily retain him to give his opinion on what the plan term should be or something like that.  He has done his report on the X factor and we don't want another report, but we're not opposed to Dr. Lowry providing by way of undertaking a high-level view of his answers to the questions that are in the issues list.  

So if you would like we're happy to take that as an undertaking and we will provide an answer to that. 

MR. THOMPSON:  Yes, please. 

MR. MILLAR:  That is JTB.42.  
UNDERTAKING NO. JTB.42:  DR. LOWRY TO PROVIDE AN ANSWER TO IGUA QUESTION NO. 4

MR. MILLAR:  That is to provide an answer to IGUA Question No. 4.  

MR. THOMPSON:  Thanks.  Do you have anything to add at the moment, Dr. Lowry?  

DR. LOWRY:  No.  Thank you.  

MR. THOMPSON:  Let's move on, then, to the response to IGUA question 2 and my Question No. 5.  

In this response on page 2, to the question "Does PEG recommend a price cap rather than a revenue cap for EGD?", your answer is no.  Then you go on to discuss a revenue-per-customer cap in the response.  

My question relates to a revenue cap that was being referred to in your initial report, and the revenue-cap-per-customer method proposed by EGD.  I have asked Dr. Lowry to please elaborate on the differences between the revenue cap calculated or by PEG, and a revenue-cap-per customer method proposed by EGD.  Could you do that, sir?

DR. LOWRY:  Let me say at the outset that, based on my experience, I see nothing wrong with Enbridge doing a revenue cap whereas Union might want a price cap.  Given the different natures of their business, I think that would be entirely understandable.  

I also have no objection to Enbridge having a revenue-per-customer cap.  I myself have been involved in the development of - or attempted development, in some cases - of several of those mechanisms.  So conceptually they can be, they are sensible.  

I do have a problem with the Enbridge proposed approach to this revenue-per-customer cap.  I have looked at it several times and I may be missing something, but for the life of me it seems that it is not a correct formula.  

So I replicated here the formula that I believe appears in schedule 1 of their direct testimony.  Then I rearranged the terms a couple of different ways to try to show how it is really working.  

It seems to me that my equation 4 here in the printed response is the most revealing one because it seems to say that the growth in the revenue requirement is, first of all, escalated by what is basically a price-cap mechanism.  Then it is estimated by customer growth.  

Then there is this sort of additional term that is less clear than it should be, this Y plus Z divided by RT, minus 1. 

 And I think that there are two things wrong with this formula.  One is I think - and this is a comparatively minor point - that the Y and Z part should go inside the parentheses of the original formula.


Secondly, though, and, more substantively, I don't believe that the X should be the same kind of X that would apply to a price-cap plan.  


Let me take a step back and say that if you go back and you look at my discussion of the relevance of indexing theory in price-cap-index design, there is a very clear mathematical logic that is stated that reveals that if you're designing a price cap plan, that the appropriate output measure is a revenue-weighted output measure.  


If you want to then split that up and have sort of a productivity target that is more cost-based, and then have a separate AU term, that is fine; but ultimately it is the revenue weighted output measure that is appropriate in that case.


Now, I have reconsidered this several times and it just seems to me that the very same logic would point to the number of customers as being the output index in this kind of revenue-cap index. 


But, analogously, if you want to break that down again into a more pure measure of cost efficiency growth, a cost efficiency improvement, and then have a second term that is analogous to the AU term in the old price-cap index that basically adjusts it to the reality that it is a revenue per customer cap, then that is fine.


So that is what I think makes sense here and not the approach that Dr. Bernstein was advocating, that is based upon revenue-weighted output.


Now, it seems to me that this is a matter of duelling mathematical reasoning.  Dr. Bernstein basically thus far has simply asserted that a revenue-weighted index is appropriate here.  I think if he's got better simple math and logic than this, then he ought to come forward with it, because, at the moment, this is the only mathematical logic in this proceeding on this topic.


Now, from my approach that I think makes sense, you would also add a balancing account.  So that you record in this account any difference between your revenue, your actual revenue, and the revenue requirement, and this, then, limits the -- there are no windfall gains or losses from weather fluctuations.  There is no benefit to be gained from promoting volume growth.


And to me, it is sensible for these two to go hand in hand, the balancing account and a properly specified revenue-per-customer cap.


MR. THOMPSON:  Can I just follow up that with a simple example, and see if I understand part of what you're saying.


If you could just assume a revenue per customer of $500 per year and assume that there are, say, 10,000 customers.  That would produce a revenue requirement of 

$5 million.  Are you with me?


DR. LOWRY:  So far.  I have a feeling I am about to get lost, but so far so good.


MS. NEWLAND:  Now you know what it's like.


MR. THOMPSON:  Anyway, so a 2 percent traditional revenue-cap increase would produce $100,000 of revenue; is that right?


DR. LOWRY:  You've already lost me.  I'm not sure.


MR. THOMPSON:  Well, if the adjustment factor is 

2 percent and the revenue requirement is $5 million --


DR. LOWRY:  Well, if the cap is on the revenue requirement, yes; but I just wasn't sure whether the escalation cap was on the revenue per customer.  Then it --


MR. THOMPSON:  I'm just talking on the revenue.  What you call a revenue cap and not a revenue-per-customer cap, but what you call as a revenue cap in your evidence, does that mean in a 2 percent escalator adjustment factor that the revenue, the incremental revenue, would be $100,000?


DR. LOWRY:  I think that is right, yes.  It grows much more quickly than a revenue-per-customer cap.


In fact, one of the interesting things about Enbridge -- and Union, actually, is that they're both a little to either side of a zero-indicated rate escalation, such that you could -- if people are looking for something simple, you could settle upon a revenue-per-customer freeze.


That wouldn't be wildly inappropriate for companies that have brisk output growth, because in the gas industry, that means they have quite a few scale economies to help manage their costs.


So a revenue-per-customer freeze, there is actually some precedence for that, as, for example, a certain rate plan for the gas services of Baltimore Gas & Electric.


MR. THOMPSON:  Then in my example, I just want to make sure I understand what you're referring to when you talk about a revenue-per-customer cap.


In the example, if again the escalator is 2 percent and you're dealing with a revenue-per-customer cap, does that mean the $500 per year goes up 2 percent, and then you multiply that by the number of customers in each successive year?  Is that the way it works?


DR. LOWRY:  If you think about it, let's say that the indicated revenue requirement growth is 2-1/2 percent, but customer growth is also 2-1/2 percent, which is in the ballpark of what it is for Enbridge.  That brings the revenue per customer right down to about zero.  Actually, it is slightly negative for Enbridge, according to my calculations.  


So the important point here is that you don't have to reinvent a bunch of wheels to apply the research that has been done to a revenue-per-customer cap.  You just need to make one adaptation, really, of the formula.


MR. THOMPSON:  I will move on.  I will save my IGUA example for the hearing.


MR. MILLAR:  Mr. Thompson, I'm sorry to interrupt.  I should note that Dr. Lowry worked very hard on some of this and we're fortunate enough that he provided some written responses to these answers.  I'm not proposing you don't ask your questions, but we do have copies of these that could be circulated to yourself and the parties that could help people to follow along, I guess.  


I don't propose they replace your questions, but he did produce some notes on the questions, and we have made copies.  So I propose we circulate that and give it an exhibit number.


MR. THOMPSON:  Sure.  That's fine.


MR. MILLAR:  I think this is our first exhibit.  It is KTB.1, and this is Dr. Lowry's written notes with regard to IGUA's questions.  This is just IGUA.

EXHIBIT NO. KTB.1:  DR. LOWRY'S WRITTEN NOTES RE IGUA'S QUESTIONS.


MR. THOMPSON:  I will just slash and burn on this stuff right now.  That's marked, and we will deal with it later.  


If I could just jump ahead, Doctor, to number 10 in my list of questions, referring to response to IGUA 15.


In response to 15, there was a statement:

"PEG does not know the precedence with regard to revenue-cap plans."


And that response is given in a little different context to the response to question 2.


But I ask in the question:  

"Please reconcile this statement with the response in IGUA No. 2, where reference is made to the revenue-per-customer approach and a revenue-per-customer-cap plan of Southern California Edison [sic]."  


In addition, I have asked for these regulatory decisions that you have referenced.


Can we get those, please?


DR. LOWRY:  Yes.  We have those already PDF'd for you, and we will get those to you.  Perhaps, therefore, it has to be an undertaking as no one literally has them.


Again, to clarify here:  I said Southern California Edison.  I meant to say Southern California Gas.  I was a witness in that proceeding that led to that revenue-per-customer cap.


Subsequent to that, both Southern California Gas and San Diego Gas and Electric, which are affiliated companies, applied for revenue-per-customer caps and I presented productivity testimony in that proceeding in which I used the number of customers as the output measure.  I don't recall that the division of ratepayer advocates who replicates this work for the Commission protested that.  

At any rate, by way of explanation it is also helpful to state that that plan was not actually accepted.  What those two companies actually ended up with was just a CPI-minus-zero mechanism for -- applied to their revenue requirement.  So that is why the only plan that I think we're going to be sending you is the one for the Southern California Gas which actually was literally revenue-per-customer cap.  

MR. MILLAR:  Give that an undertaking number.  

MR. THOMPSON:  Now, back to what was IGUA -- 

MR. ROSENBERG:  Before you go there, Peter, we will get an undertaking. 

MR. MILLAR:  The undertaking number for that is JTB.43, and that is to provide a response to IGUA No. 10.  
UNDERTAKING NO. JTB.43:  DR. LOWRY TO provide a response to IGUA question NO. 10 


MR. THOMPSON:  Thank you.  Now, if you could just go back to IGUA Question No. 6 in the list of questions.  You mentioned this in your, one of your earlier responses.  

You indicated that a proposed X factor would be higher if capital expenditures are considered as a Y factor.  

My question is:  What would PEG's X factor be if capital expenditures are considered a Y factor?  

DR. LOWRY:  That's a reasonable question.  In theory, if all capital expenditures are treated on a cost-of-service basis, then you would really being looking at an O&M type of cap and not a total factor productivity type of cap. 

But in fact, the companies seem to be proposing only to have certain types of capital spending Y factored.  

It's going to take us a little while to figure out what an appropriate adjustment to that would be.  You heard Mr. Hoey say today that he was asserting -- maybe it was yesterday -- implying that all of these Y factorable expenditures, or most of them, were not expenditures that the company had experienced historically.  

So we're going to have to figure out an adjustment to the US data, what percentage of the capital spending we knock off for the sample, but it will certainly accelerate productivity growth.


If you look at how productivity growth for a gas distributor is calculated, the thing that grows most rapidly on the input side is the capital.  You have to have capital to add connections.  You know, systems tend to grow. 

So the productivity for gas distribution is a matter of fairly brisk capital growth that hopefully is offset by a lot of O&M productivity gains.  

But if you're going to reduce the weight on capital by exempting certain categories of capital spending, then the TFP is going to accelerate because the capital is the fast-growing input.  It's just a matter of how much.  

MR. THOMPSON:  Yes.  That is my question.  

DR. LOWRY:  And that's what is going to take a while.  I mean, I can't even say we would have this done by the 11th.  It may have to be thrown in with the final work because we will have to be interacting with Enbridge about this, to find out a little bit more about what exactly they're talking about exempting; how it compares to their prior spending; things like that.  

MR. THOMPSON:  Right.  But your X factor includes a stretch factor of 50 basis points at the moment, as I understand it.  Is that right?  

DR. LOWRY:  Yes.  

MR. THOMPSON:  Does this item change the stretch factor?  

DR. LOWRY:  No. 

MR. THOMPSON:  Or the other pieces?  

DR. LOWRY:  It will accelerate productivity growth.  It will accelerate the productivity target.  

MR. THOMPSON:  So whatever it is, if the productivity is ten, that number is going to go up?  

DR. LOWRY:  It will going to go up some, yes.  

MR. THOMPSON:  So we just have to wait and see; is that what you're telling us?  

DR. LOWRY:  Yes.  

MR. MILLAR:  We will give that an undertaking. 

DR. LOWRY:  You're not the only person to ask this question.  Enbridge itself has said supposing it is a 
$50 million -- I think it is $50 million Y factoring or 100 million, it asks, Well, what is the consequences?  So other people have also asked this question.  

MR. MILLAR:  JTB.44, that is to provide a response to IGUA question 6.  
UNDERTAKING NO. JTB.44:  DR. LOWRY TO PROVIDE A RESPONSE TO IGUA QUESTION NO. 6  

MR. THOMPSON:  Thanks.  Now, the next one, number 7, is a question I asked I think both Union and Enbridge and where it refers to X and Y, it should be Y and Z factors.  You and I discussed that yesterday, Doctor.  The question is:  
"Please clarify whether all costs falling within the scope of Y and Z factors and within the parameters of deferral accounts lie outside the base, subject to the adjustment factor, and that amounts falling within the scope of Y and Z factors and deferral accounts only change to track the actual changes in the expenditures."


Can you respond, please.  

DR. LOWRY:  Normally, it kind of depends a little bit on how Y and Z factors are defined.  But normally, I would leave the costs in for a Z factor, but exclude them for a Y factor.  

That is on the assumption that a Y factor is tantamount to cost-of-service treatment of that item.  Then it should be thrown out, like say the gas procurement and upstream transmission costs of an Ontario gas utility.  That is not in the study. 

On the other hand, take taxes.  Unless we're going to treat taxes as a pass-through item, the weight of taxes should be in there, and most of it should apply to the capital quantity.  In that case it will slow productivity growth.  It wouldn't be right not to have it in there. 

So then nonetheless, the company has reserved right to Z factor certain extraordinary developments in taxes that are not properly accounted for by the index.  

MR. THOMPSON:  Thank you.  Could I ask you a question about IGUA number 4.  It is not on my list, but it arises from Enbridge's refusal to answer the question I asked of them.  

If you could turn up Exhibit R, tab 5, schedule 4, page 1.  

DR. LOWRY:  This is an Enbridge response?  

MR. THOMPSON:  No.  No.  This is one we asked of you.  

DR. LOWRY:  So, it is number 4. 

MR. THOMPSON:  Your answer was you're not prepared to answer it.  The question is better directed to Union and Enbridge.  But I wanted to ask you, just conceptually, how one would approach the answer to this question.  
Let me just say the two questions we wanted to have answered -- well, there were three -- they're on page 2.  We wanted to determine how much incremental a 1 percent price cap would produce based on the assumptions that we had postulated on page 1.  

We wanted to determine the estimated amount of capital spending which a 1 percent price cap would accommodate.  And then we wanted, for comparative purposes, to show the incremental revenues that would be available under an assumed 2 percent revenue-per-customer-cap scenario.  


I asked these questions of Enbridge as you suggested, and they've told me to buzz off.  They're not going to answer them.  

So I am just trying to get conceptually how one determines these amounts.  

Taking subparagraph (a) the incremental revenues, where we've got a revenue requirement that the cap applies to of $925 million and a 1 percent price cap, is the incremental revenue about 9.25 million?  You just multiply the price cap times the base revenue that is in the rates?  

DR. LOWRY:  Well, one of the things that is hard here is that you have asked for a price cap.  You call it a price cap in the actual question, and yet to answer this question, you would have to have the volumes too, wouldn't you?  To know what the revenue impact of a price cap adjustment is.  But did you mean revenue adjustment?  That's part of my confusion.

MR. THOMPSON:  Well, conceptually, just tell me what we would do, assuming a 1 percent price cap.  You multiply that;  that applies to the rates?

DR. LOWRY:  Yes.

MR. THOMPSON:  Where do we go from there to determine the incremental revenue?

DR. LOWRY:  -- for a given volume would go up by 
1 percent.  For a given volume.

MR. THOMPSON:  So if we assume the same volume in the second year, the 1 percent times the 925 would work?  Do you want to think about that?

DR. LOWRY:  I'm not in a position to answer this here, but I will comment that you raise a valid issue and, that is, doesn't the kinds of price and revenue caps that we've been trying to design include a budget for capital spending?  It certainly does.

And the hope is that that budget is adequate to the purpose.  I have been surprised to hear from the Enbridge witnesses that somehow price cap, and specifically the proposed price cap, is going to disincent them to spend money.  Most businesses in the Ontario economy don't require a price bump to finance investments.  

I mean, they deal with the price they have and they hope to make money from the additional services.  Occasionally, you have to do replacement capital spending.  We feel there is a budget there for CAPEX.

MR. THOMPSON:  Let's move on.  The other question I had was again, just conceptual.  Once you know your price cap -- assume it is 1 percent.  I'm talking now as if I'm a utility and I want to estimate what that price cap is going to do, in terms of accommodating incremental capital expenditures.

Conceptually, what are the items that one needs to consider to answer that question?  

Where I am coming from here, Union gave me an answer to this question, saying incremental revenue is about $8 million, and they said in year 1 one that would accommodate capital expenditures of $262 million, and then in year 2 another number and a higher level of capital expenditures.

I need your assistance to help me calculate what this is going to be --

DR. LOWRY:  It is easier to calculate if you have an industry-specific index, inflation measure, because there is a piece of your rate escalation that is clearly attributable to capital.  But when you add in this input price differential, it gets harder to calculate exactly what that is.  

It is a reasonable question, though.  I certainly don't have an answer as I sit here.

MR. THOMPSON:  So do you want to think about it and see if you want to add anything?

DR. LOWRY:  I think it would be reasonable to add as an undertaking to reconsider whether we can answer IGUA 4.

MR. MILLAR:  We will make a best-efforts type of...

MR. THOMPSON:  A best-efforts undertaking would be satisfactory.

MR. MILLAR:  I'm sorry, Mr. Thompson, I got a little bit lost.  Which question are we speaking of?

MR. THOMPSON:  Well, it relates to the response to IGUA No. 4.  There is no written question on it.  It arises because Enbridge refused to answer the equivalent question.

MR. MILLAR:  This is a new question, and we will consider it.  I don't want to see Dr. Lowry doing hours and hours and hours of work.

MR. THOMPSON:  No, nor do I.

MR. MILLAR:  We will have a look at that.

DR. LOWRY:  I would like to revisit whether I could answer it expeditiously.

MR. MILLAR:  That's JTB.45.  Dr. Lowry, maybe you could give us your understanding of what the undertaking is for.

UNDERTAKING NO. JTB.45:  DR. LOWRY TO PROVIDE CAPITAL SPENDING BUDGETS GENERATED BY PRICE AND REVENUE CAPS, RE IGUA QUESTION NO. 4.


DR. LOWRY:  Let's just say capital spending budgets generated by price and revenue caps.

MR. THOMPSON:  Thank you.  Now, my next question, which is number 8 and relates to the response to number 8, the question asked when the revised tables would be available.  I see in your written material you say it will be on or before the date that other results are made available.

Can you, in 25 words or less, tell us what this is going to show us, this table?

DR. LOWRY:  Is this the one about the Y factoring of the average-use adjustment?

MR. THOMPSON:  Correct.

DR. LOWRY:  Well, this question has given us pause, because it can involve quite a bit of work, and yet one could fairly ask:  If you were going to be doing this, why not just go to a revenue cap?

So there's a fair bit of work for a scenario that is not completely farfetched, but is sort of an intermediate stage between a price cap and revenue cap.

We certainly couldn't do it in the time that was available for the deadline for these questions.  I guess we're still wondering a little bit, is it worth the effort to deal with this special case, that sort of intermediate between a price and revenue cap?

MR. THOMPSON:  Let me perhaps clarify.  I didn't think I was asking you to do something that is farfetched.  If it is farfetched, don't do it.  

But what I am trying to find out is:  Is there a simple way to evaluate the average use impact -- let me back up.

In your approach, you have done some calculations to evaluate this average use impact as a percentage component of the price cap; right?

DR. LOWRY:  Hmm-hmm.

MR. THOMPSON:  And I'm just looking at it more simply.  We know DSM gets flushed through under everybody's proposal, and that gets flushed through on a dollar basis.

My simple mindset, is there some simple way to evaluate the average-use decline year by year on a dollar basis?  Forget about the percentage adjustment to the adjustment factor.  Can you respond to that?

DR. LOWRY:  Yes.  I don't know how simple it really is; how simple is it under cost-of-service regulation, that there could be such a simple formula.  With a revenue cap, you get to deal with that issue on a yearly basis, if you like, in a cost-of-service setting of just haggling over revenue-requirement allocation.

So offhand, I don't know how simple that really is.  But, as I say, the problem I have is that it actually takes quite a bit of work to come up with the revisions of these tables, and yet you could just address this by having a revenue cap.

MR. THOMPSON:  Let's leave it there.  Let's move on to the next question, which was informational.  So the answer is those documents do respond to IGUA 12.  

I thought perhaps they were part of the response to number 13, but you say no?

DR. LOWRY:  Could you remind me what 13 is?  I mean, last night I checked through all of them and I thought --

MR. THOMPSON:  I can read it.  13(c) was:
"Please provide copies of all research and presentations prepared by PEG that address ESMs in a North American setting."

DR. LOWRY:  Well, if I was to come up with some documents for that, it certainly wouldn't be this.

This is more taking IGUA 12 as sort of a catch-all.  For some reason, Enbridge has made numerous references to comments and work by my partner, Larry Kaufmann, and just to comment that in a partner structure, I can't tell him what to testify to.  I have no control over what he does.  He's a junior partner.  I am a senior partner.

So I don't know how relevant all of the discussions about Dr. Kaufmann are, but nonetheless, we provide this information here.  We are responding to this particular one of the several things that Enbridge said about Larry's work.  

MR. THOMPSON:  Thank you.  Number 10 we already dealt with.  

Number 11 refers to IGUA 20.  The question refers to prior retainers of Dr. Lowry by Enbridge and Union.  I see in your written response you have been engaged by Enbridge twice to prepare benchmarking studies and that you have also provided periodic advice to the company on IR issues.  

DR. LOWRY:  Yes.  Not very much in volume in that regard.  But every once in a while they would ask me to -- 

MR. THOMPSON:  Could you give us the time frame when you were doing this, please.  

DR. LOWRY:  Last few years.  I don't remember exactly.  It is just probably, I think, I think we started working for them on these benchmarking studies.  And then off and on they would ask us for a little bit of a briefing on IR strategies.  

MR. THOMPSON:  So that is it for Enbridge?  

DR. LOWRY:  Yes.  

MR. THOMPSON:  Then your answer goes on you were once engaged by Union to be a policy witness in an aborted IR initiative.  Can you tell us when that occurred?

MR. PENNY:  Well, just a minute.  Before there is any answer to this I want to remind Dr. Lowry he was subject to a confidentiality agreement in connection with that retainer.  

This comes as a great surprise to me, that Dr. Lowry is giving this testimony.  I am going to instruct Dr. Lowry, pursuant to that agreement, not to answer any questions about this.


DR. LOWRY:  Well, yes, I felt the compromise here was not to discuss the details of it but simply to comment that I had worked for Union in the past.


It didn't end up -- the only sense in which I mean that the mission was abortive was that they didn't file a plan.

MR. THOMPSON:  Mr. Penny, are you objecting to my question, which was:  When did this take place?  

MR. PENNY:  Yes.  

MR. THOMPSON:  Dr. Lowry, we will deal with that later.  

Now, no. 21.  We asked for production of the May 11th agreement and all amendments.  I understand Staff will provide that.  Am I correct?  

MR. MILLAR:  That's right.  We can give that an undertaking number.  It will be JTB.46.  
UNDERTAKING NO. JTB.46:  BOARD STAFF TO PROVIDE RESPONSE TO IGUA QUESTION NO. 12


MR. MILLAR:  That's to provide the response to IGUA Question No. 12.  

MR. THOMPSON:  Thank you.  

My Question No. 13 was, again, this relates to a privilege claim in the interrogatory response.  Perhaps you could speak to this, Mr. Millar.  

MR. MILLAR:  Yes.  Thank you.  As we discussed off-line, we will now be providing the response to IGUA 22, so there is no need to address the privilege issue.  If you like that will we can give that an undertaking. 

MR. THOMPSON:  That will be a production of documents or list and documents?  

MR. MILLAR:  It will be a response to IGUA IR 22.  That's JTB.47.  
UNDERTAKING NO. JTB.47:  BOARD STAFF TO RESPOND TO IGUA INTERROGATORY NO. 22

MR. THOMPSON:  Just so I understand.  It is a list?  Or the documents?  Or both?  

MR. MILLAR:  I don't actually have the interrogatory in front of me.  I think we intend to provide the documents.  

MR. THOMPSON:  Well, it reads:  
"Please list by date and nature of correspondence such as letter or e-mail all of the communications between Board Staff and PEG which is alleged or covered by privilege claim.  Please explain the basis on which these communications are privileged."


I understood you had been saying you are no longer claiming privilege. 

MR. MILLAR:  That's right. 

MR. THOMPSON:  Provide the list and the documents.  

MR. MILLAR:  Yes.  

MS. NEWLAND:  That will also be responsive to Enbridge's similar questions?  

MR. MILLAR:  Yes.  I think it is Enbridge No. 1 -- we can work this out off-line, but we will be providing -- 

MS. NEWLAND:  We did ask for copies.  Not just a list. 

MR. MILLAR:  That's correct.  We will be providing that.  

MR. THOMPSON:  My last question -- 

MR. PENNY:  Mr. Thompson, in consultation with Union, I am happy to have you ask Dr. Lowry when he did the work that you are referring to earlier.  

MR. THOMPSON:  Do you want to answer that question now, Dr. Lowry?

DR. LOWRY:  I don't remember.  I really don't.  

MR. THOMPSON:  Could you get back to us on that?  

DR. LOWRY:  Sure. 

MR. THOMPSON:  Is it recently?


DR. LOWRY:  No, no.  Two or three years ago. 

MR. THOMPSON:  Last five years?

DR. LOWRY:  All I remember is they thought I overbilled them.


MS. NEWLAND:  Which is now why you're working for Board Staff.


MR. THOMPSON:  Well, I would like a little more detail about the IR initiative that you are talking about there.  Was it price cap?  Revenue cap?  What do you think -- 

DR. LOWRY:  I think that is getting into a confidentiality issue with this.  

MR. THOMPSON:  Okay, we'll deal with it later, maybe off-line. 

DR. LOWRY:  I do point out, I comment I was a policy witness.  It wasn't even getting into the details of calculating TFP and things like that.  

MR. THOMPSON:  Let's move down to my last question, IGUA's Question No. 14, where we referenced your response where you talk about building innovative rebasing mechanisms into IR plans.  

My question was: 
"What are PEG's rebasing recommendations for Union and EGD?"


DR. LOWRY:  Yes.  I am a believer in reconsidering the traditional approach to ending one IR plan where you just go to a rate case.  I have seen enough occasions in which that didn't end well for the customer to think that there should be some adjustment to that general approach that will give the company incentive to keep its costs low right through the end of the plan period and maybe even incent it to propose a reasonable revenue requirement in a forward test year context.  

That has been trend of PBR around the world, some of the more, you know, the frontier practitioners in places like Britain and Australia, and Massachusetts have come around to this idea.  

I have not been even asked to give much thought to the right way of doing this.  There are a lot of possibilities.  A simple one I have mentioned before -- and I did comment on this in a previous conference in November -- one idea is just to have new rates, understood in advance that they would be based 80 percent on the results of a new rate case, just the traditional rate case.  But 20 percent on a one year extension of the old mechanism.  

Then another idea would just be to have some sort of a statistical benchmarking playing a prominent role in the next update, where it would be nice, in my view, if you even had a possibility that if their proposed test year expenses were less than the target they might actually be rewarded for that.  That's the way they do things in some jurisdictions right now, including England.  

Another idea that I also threw out in that prior conference was to have some sort of a target price level as an option - it would have to be a very attractive one for the customer - at the end of five years, let's say, such that they could take that, possibly even in lieu of a rate case and go on with it.  But it would have to be a really good deal for the customer.  Then they would look at that and say, You know, we just might be able to beat that and make some money if we scrambled today to meet that rate option.


To me, doing that potentially is a lot more attractive to the customer than coming to the end of seven years and suddenly, Oh my gosh, the last seven years our costs were low but suddenly they must be high.  The typical IR plan does not have any understanding about what you're going to do about maintenance expenses and capital spending. 

So if you get to the end of five, seven years suddenly they say it needs to pick up sharply, what can you do as the regulator if there was no prior understanding about that?  It was a reasonable thing for the company to do, if there was no prior understanding.


Unfortunately, that puts the regulator in the position of imagining how much you're going to defer your maintenance and replacement capital spending.  And that would mean some very high X factors that the company is not going to like at all.


MR. THOMPSON:  Well, are you making any recommendations, or are you just throwing out ideas?

DR. LOWRY:  Well, since you asked me, I would recommend consideration be paid to some sort of an innovative rebasing mechanism in any final plan.  I'm not sure what kind.


MR. THOMPSON:  Thanks.  Now, there is just one other matter I wanted to touch on, and, again, it is not in my list, but it relates to the response to IGUA 10.

One of the questions that was asked was:  
"What are the statistical confidence levels for the service group price cap indices which PEG recommends?"

And you indicate in the response:  
"Statistical confidence levels for the service group price cap indices were not calculated as part of this research."

Can you tell us what -- again, 25 words or less -- conceptually one does to calculate statistical confidence levels?  In other words, what is the margin of error in these price-cap calculations and --

DR. LOWRY:  When you calculate an econometric cost function, you get certain extra statistics in addition to just the parameter estimates that can permit you to say things like, With regard to this output elasticity, you know, here is our best estimate, but there is a range of estimates for, say, the elasticity with costs with respect to customer growth.  There could be a big band around that that could also be true within a 90 percent confidence level.

You could also sometimes put a cost function into a predictive mode.  Let's say you're doing one of these benchmarking studies that I talked about.

Let's suppose, hypothetically, that someone did an econometric benchmarking study of the O&M costs of Union.  You could not only give what one thinks the best guess is of their O&M expenses given their local business conditions, but you could also have a 90 percent confidence interval around that.

So now what you're asking is, Take one of these TFP targets and create a confidence interval around that.  The problem with some someone in my situation is I could say I don't know how to do that.  I don't, but, on the other hand, I could probably figure out how to do it.  But it would be kind of messy, because it involves -- it would be quite a messy calculation.  

So that is why I was kind of loathe to jump in on that.

MR. THOMPSON:  Okay, let's leave it there.

Thank you very much.

MR. ROSENBERG:  Thank you.  Are there any other intervenors who have any questions?  I know tomorrow we have PWU and Schools, but is there any other intervenor?  I know the utilities want to ask questions.  Okay, we have 15 minutes, if we want to use it.  Can it be used productively?


MR. PENNY:  I think I can be done in 15 minutes, with any luck.

MR. ROSENBERG:  Over to you.

MR. PENNY:  I think my questions can be answered briefly here or require some -- if they require some work, we'll get undertakings.

MR. ROSENBERG:  Very good.  So Mr. Penny and Union Gas.
Questions by Mr. Penny


MR. PENNY:  Dr. Lowry, you have the Union questions?

DR. LOWRY:  Yes.

MR. PENNY:  The first question is a clarification issue to make sure that we all understand what we're talking about in the question that was asked by IGUA and in your answer.  This is IGUA's Interrogatory No. 36.

Can I ask, first of all, as a preliminary:  Do you accept the concept of Z factor adjustments in a price cap plan?

DR. LOWRY:  Sure.

MR. PENNY:  Just for background or clarification, what Union is talking about at page 40 of its evidence is fundamental changes to the means by which ROE is calculated for utilities in this country, not just the operation of the existing formula on an annual basis through the adjustment based on long Canada bonds, but a fundamental change to the manner in which ROE is calculated; for example, a decision that's made that the current system is producing inadequate returns, and, therefore, we need to fix that and have a completely different way of doing it.

So in that context, is it your view that that is at least a plausible basis upon which one might ask for a Z factor adjustment?  Leaving aside on its merits whether it would be successful or not; but, conceptually, does that fall into the type of category of thing for which a Z factor is appropriate?

DR. LOWRY:  I felt kind of half qualified to answer this question, because I definitely don't know enough about the cost of capital, meaning target ROEs, to be that kind of witness.  But I have always been surprised that they allowed the ROE tied to the Canada long bond, which I don't think is -- I think it has been unfortunate for the utilities and probably - this ask just my own half-expert opinion - isn't fair.

Accordingly, I would say that I could see that as a Z factor category.

MR. PENNY:  Thank you.  The next question has to do with your answer to Interrogatory No. 8 from Board Staff.  Did you have the opportunity to review that?

DR. LOWRY:  Yes.

MR. PENNY:  I have that wrong.  It's really 23-31 of Schools.  My apologies.

DR. LOWRY:  Yes, I have that in front of me.

MR. PENNY:  Yes.  First of all, if you look at page 2, do you have that, of that interrogatory answer?

DR. LOWRY:  Yes.

MR. PENNY:  That is divided up into three categories.  There is a calculation of a price cap based on Union's service groups; right?  Then the middle calculation is on the average of the two service groups, and then the third calculation is your calculation based on your service groups; is that right?

DR. LOWRY:  Yes.

MR. PENNY:  I think the question is saying the middle category, I think you have said elsewhere, is the, quote, traditional, end quote, approach of taking an average, or at least it is outside the context of telecom.  I think have you said that that is common.  That is the common approach.

DR. LOWRY:  Take an average of --

MR. PENNY:  Of the service groups.  To use a single PCI.

DR. LOWRY:  Oh, well, it has certainly been common for energy utilities up till now.

MR. PENNY:  What is produced by the Union service groups and what's produced by using a single PCI are different, but they're fairly close.  They produce total adjustments in the $16.3 million range.  Whereas your approach, based on your service groups, produces quite a different number.

I think the question is getting at whether:  Wouldn't you expect those numbers to be more or less the same, if your approach is an appropriate way to do it?

DR. LOWRY:  First of all, on page 96 of the June report, it discusses the mathematical derivation of the service-specific PCIs, and it shows that there is a demonstration there that there is an expectation that the individual PCIs derived by our method will have the same effect as the summary price-cap index.  

MR. ROSENBERG:  Can you speak into your mike, please?

DR. LOWRY:  So I think ours do that.  That certainly is the intention, and it should work that way.  

That doesn't mean, however, that the individual PCIs would be the same as yours, because the weights are different.

So if we're a little higher in one, we should be a little lower in the other, or something like that.  But because the weight on the residential one is so much larger, they don't have to generate the same outcomes.


I have checked this, and the outcomes of our two methodologies for the residential class are quite similar.

Yours is very similar to the actual escalation in the rates for the general-service categories over the five years.  Ours is a little below.  You would like intuitively for it to be a little below because there is a stretch factor in there now.  But at any rate, they generate very similar results for the general service classes.  Where they differ is in the other customers that you are looking at a fairly meaty 1 percent growth in that category.  

MR. PENNY:  So what do you, in the end, attribute the difference to, then?  

DR. LOWRY:  The weights are different on the two, so they don't have to come up with the same individual trends.  

MR. PENNY:  I heard that part.  I am asking you now, so what do you attribute the difference to?  

DR. LOWRY:  Well, your method versus mine. 

As I mentioned in responses to other questions of other participants, your approach pays no heed to the possible ways that different customer classes affect cost growth.  

If you believe that these unusually large-scale economies in the gas-utility industry are mostly in the volume area, then customers whose output growth is really volume growth are going to have a lesser effect on costs than the residential customer.  

So our approach is trying to take account of cost impacts as well as revenue impacts, whereas your approach only considers the revenue impacts.  

MR. PENNY:  Thank you.  With respect to questions 3 and 4, I was fooling around on my laptop last night with your model, and I wasn't able to reproduce some of your results.  So these questions are intended to clarify how you did a couple of calculations so that I can see, with tweaking, what I was doing on my laptop last night, I can reproduce your results.  

DR. LOWRY:  Since I just got this this morning, we will have to take these as undertakings. 

MR. MILLAR:  That is both of them?  

MR. PENNY:  Questions 3 and 4 of Union. 

MR. MILLAR:  It is JTB.48, and that is to provide an answer to Union Question No. 3.
UNDERTAKING NO. JTB.48:  DR. LOWRY TO PROVIDE AN ANSWER TO UNION QUESTION NO. 3


MR. MILLAR:  And JTB.49 will be to provide an answer to Union Question No. 4.

UNDERTAKING NO. JTB.49:  DR. LOWRY TO PROVIDE AN ANSWER TO UNION QUESTION NO. 4 


MR. PENNY:  Thank you, Dr. Lowry.  Those are my questions.  

MR. ROSENBERG:  We probably should stop for the day and resume at nine o'clock tomorrow morning.  Before we do, are there any matters that any party wishes to raise?  If not, it appears that there are three parties left to ask questions.  We will see if that is the case tomorrow at 9:00.  

Nothing further?  We will see you tomorrow at 9:00.  

--- Whereupon the conference adjourned at 4:55 p.m. 
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