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L'AN MIL NEUF CENT QUATRE-VINGT-DIX-NEUF, ce premier (1er) jour du mois de décembre :

 


PRÉLIMINAIRES




LA GREFFIÈRE :




Audience du premier (1er) décembre mil neuf cent quatre-vingt-dix-neuf (1999), dossier R-3430-99, requête tarifaire 1999-2000 de Gazifère inc., phase II.




Les régisseurs désignés dans ce dossier sont monsieur André Dumais, président, de même que maître Marc-André Patoine et monsieur Jean-Noël Vallière.




Les procureurs de la Régie sont maître Pierre Rondeau et maître Jean-François Ouimette.




La requérante est Gazifère inc., représentée par maître Pierre Paquet.




Me PIERRE PAQUET :




Présent, bonjour.




LA GREFFIÈRE :




Les intervenants sont : Association des consommateurs industriels de gaz (ACIG), représentée par maître




Nicolas Plourde.




Me NICOLAS PLOURDE :




Présent.




LA GREFFIÈRE :




Groupe de recherche appliquée en macroécologie (GRAME) et Union pour le développement durable (UDD), représentés par monsieur Jean-Pierre Drapeau et madame Anne-Marie Blais (absents). 




Hydro-Québec, représentée par maître F. Jean Morel (absent).




Option Consommateurs (OC) et l'Association coopérative d'économie familiale de l'Outaouais (ACEF de l'Outaouais), représentées par maître Benoît Pepin.




Me BENOÎT PEPIN :




Bonjour.




LA GREFFIÈRE :




Regroupement national des conseils régionaux de l'environnement du Québec (RNCREQ), représenté par maître Pierre Tourigny (absent). 




Y a-t-il d'autres personnes dans la salle qui




désirent présenter une demande ou faire des représentations au sujet de ce dossier?




Je demanderais par ailleurs aux intervenants de bien s'identifier à chacune de leurs interventions pour les fins de l'enregistrement. Merci.




LE PRÉSIDENT :




Merci, Madame. Bonjour tout le monde, re-bonjour. On est dans le dernier * stretch + avant la période des fêtes, on va...




Me PIERRE PAQUET :




Je n'aime pas ce mot-là...




LE PRÉSIDENT :




Disons que ça va sûrement accélérer notre productivité, c'est ça? On va continuer dans les mêmes lapsus...




Alors, vous avez reçu, tous, la lettre de maître Paquet, concernant l'horaire pour mercredi, jeudi et vendredi?




Me BENOÎT PEPIN :




Oui.




LE PRÉSIDENT :




O.K., ça fait que ça ne pose pas de problème pour personne, je présume, tout est correct. Est-ce qu'il y a des points de logistique, avant qu'on débute?




Me PIERRE PAQUET :




Il y a peut-être juste une chose dont on n'a pas parlé, c'est que c'est sûr qu'on a les frais de gestion et on a la formule où les coûts, là, d'opération; par contre, on a un petit sujet qui est l'allocation des frais aux activités non réglementées, là, suite à une demande de la Régie, même qui date de l'année passée, donc cette présentation-là, qui serait faite par madame Parent, ça suivrait, là, ça suivrait si l'on veut le panel qui est ici, c'est quand même...




LE PRÉSIDENT :




O.K., oui, c'est comme ça je pense qu'on s'est préparés en conséquence.




Me PIERRE PAQUET :




En conséquence, O.K.




LE PRÉSIDENT :




Ça fait qu'il y avait tout l'aspect dépenses, là, puis aussi il y a activités réglementées et non réglementées, qui était le premier bloc et par la




suite, le deuxième bloc, c'est l'aspect sur la formule en tant que telle.




Me PIERRE PAQUET :




C'est ça.




LE PRÉSIDENT :




Parfait, s'il n'y a pas de point de logistique, on va... maître Plourde, oui?




Me NICOLAS PLOURDE :




Excusez-moi; est-ce que la question du partage serait abordée? Je comprends que demain, nous risquons d'avoir une journée peu remplie; est-ce que je comprends que madame Vandal ferait sa présentation sur le partage demain ou vendredi?




LE PRÉSIDENT :




Non, je présume que ce serait vendredi, à moins que vos experts soient ici, là?




Me PIERRE PAQUET :




Nous, ce qu'on pensait faire, c'est que dès qu'on finirait avec le panel, puis dès que le sujet serait épuisé quant aux frais de gestion, on ferait cette présentation-là par la suite.




LE PRÉSIDENT :




Est-ce que ça crée un problème pour vos experts?




Me NICOLAS PLOURDE :




Non, il n'y aura pas de... notre expert ne sera pas présent, alors je n'ai pas vraiment d'inconvénients, là...




LE PRÉSIDENT :




Il n'y aura pas de problème.




Me NICOLAS PLOURDE :




... j'aurais tout simplement aimé le savoir, donc...




Me PIERRE PAQUET :




Ça pourrait être aujourd'hui ou demain, finalement, là.




LE PRÉSIDENT :




O.K.




MME LUCIE VANDAL-PARENT :




Mais Maître Plourde, on s'entend bien, quand vous parlez de partage, vous parlez vraiment du partage ou l'allocation des coûts entre les activités réglementées et non réglementées et non pas du partage du trop-perçu, des choses comme ça, là?




Me NICOLAS PLOURDE :




Ah! bon, non on ne parle pas de la même chose, je m'excuse.




MME LUCIE VANDAL-PARENT :




Bon.




Me NICOLAS PLOURDE :




Il y avait également le sujet du vingt-cinq/soixante-quinze (25 % - 75 %), relativement au surplus des dépenses d'exploitation.




LE PRÉSIDENT :




Ça, c'est dans la formule.




Me NICOLAS PLOURDE :




Ce serait dans la formule que ce serait traité.




LE PRÉSIDENT :




O.K.




MME LUCIE VANDAL-PARENT :




C'est exact.




Me NICOLAS PLOURDE :




Je m'excuse, c'est...




LE PRÉSIDENT :




C'est une sous-question de la formule.




Me NICOLAS PLOURDE :




C'est mon erreur.




LE PRÉSIDENT :




Très bien, donc on va procéder avec GI-4. Si vous voulez assermenter les témoins, s'il vous plaît.


______________


PREUVE DE GAZIFÈRE



L'an mil neuf cent quatre-vingt-dix-neuf (1999), ce premier (1er) jour du mois de décembre, ONT COMPARU : 




LUCIE VANDAL-PARENT, directeur de la comptabilité et des budgets et de la réglementation auprès de Gazifère, au 71, rue Jean-Proulx, à Hull;




HOLLY REYNOLDS, Supervisor of Management Accounting Policy for Enbridge Consumers Gas at 500 Consumers Road, North York, Ontario, M2J 1P8;




STEVEN McGILL, Manager of Customer Support Services Planning and Analysis for Enbridge Consumers Gas, 500, Consumers Road, North York, Ontario;




ROBERT D.M. TURNER, Partner and Director of Transfer Pricing Services for Ernst & Young, 222, Bay Street, Toronto, Ontario, M5K 1J7;




WHOM, after having made a solemn affirmation, do depose and say as follows:




EXAMINED BY Me PIERRE PAQUET




COUNSEL FOR GAZIFÈRE INC.:


1
Q.
My first question is addressed to Mrs. Reynolds and Mr. McGill; could you please provide the Régie with a brief description of your functions at Enbridge Consumers Gas?




MS. HOLLY REYNOLDS:



A.
My title is Supervisor Management Accounting Policy. I am responsible for the cost allocation study that is performed annually at Enbridge Consumers Gas and it determines the fully allocated cost of ancillary non utility activities undertaken by Enbridge Consumers Gas. I am also responsible for monitoring and reporting affiliate transactions in the related transfer prices for those transactions.


2
Q.
Mr. McGill?




MR. STEVEN H. McGILL:



A.
Yes. My title is Manager Customer Support Planning and Analysis; my main responsibilities are planning




for customer support services, which include meter reading and billing, call centre and credit and collection; I also arrange for services to be provided to business units within Enbridge Consumers Gas and with other affiliates of the company.


3
Q.
And what are you respective professional backgrounds?




MS. HOLLY REYNOLDS:



A.
I am a chartered accountant and have been with Enbridge Consumers Gas for three years, working on the Annual Cost Allocation Study; prior to that, I was with KPMG Chartered Accountants. With respect to transfer pricing, I have been responsible for implementing the changes that have been required as a result of the new Affiliate Relationships Code in Ontario. Well, the pricing of specific services is the responsibility of the departments performing the service, I do provide them with a guidance to assist them in implementing the new requirements of the Code.


4
Q.
Mr. McGill?




MR. STEVEN H. MCGILL:



A.
I have been employed by Enbridge Consumers Gas since nineteen seventy-nine (1979) and held a number of positions on the company's engineering, marketing, sales, billing and customers support departments and again, my main role at the moment is to plan for




customer support services budget for those activities and arrange for the provision of those services to groups within the company and affiliates.


5
Q.
In the present hearing, Gazifère has filed evidence under exhibit GI-4, document 6; do you both recognize that this document is your written evidence in the present hearing?




MS. HOLLY REYNOLDS:



A.
Yes.


6
Q.
Do you have anything to add or additional comments to make with regard to this evidence, this pre-filed evidence?




MR. STEVEN H. MCGILL:



A.
Yes, there are two corrections to be made to the pre-filed evidence; the first is to the table shown on page 8 of 12 and we have revised copies of that page to be circulated. The other corrections are to some figures on page 11 of that evidence and I'll just read those into the record, if I can, and they are, with respect to answer number 22, in the second paragraph of that answer, in the second line, the first figure that now reads two dollars and twenty-three cents U.S. ($2.23 US) per customer, should read two dollars and eighteen cents ($2.18), following along into the third line where the figure that reads three dollars and twenty-three cents canadian ($2.23)




per bill, should read three dollars and sixteen cents ($3.16).




And in the last line of that paragraph, the percentage difference that is quoted now reads thirty-nine per cent (39%), it should read thirty-five per cent (35%). And those are my revisions.


7
Q.
Okay. As to Mr. Turner; you have provided me with a c.v. of which I will give a copy to the Régie at this moment, and I would like to file it as, maybe as an annex to Mr. Turner's report.



Le rapport de monsieur Turner est à la pièce GI-4, document 6.2, donc, ce que j'aimerais faire, c'est mettre son curriculum vitae en annexe à GI-4, document 6.2A, si on veut, parce qu'il serait immédiatement le suivant.




GI-4 doc. 6.2A :
Curriculum vitae de M. Robert Turner. 




(9 h 15)


8
Q.
Can you maybe provide the Régie with a brief outlook at your area of professional expertise, Mr. Turner?



A.
Yes. I am a chartered accountant and a partner at Ernst & Young, and Director of the transfer pricing services practice. I have been practising in the transfer pricing area for ten years and have been advising a number of companies on management issues




relating to transfer pricing, regulatory issues relating to transfer pricing for energy and utility companies, as well as cross-border international tax aspects of transfer pricing during that period of time.




Me PIERRE PAQUET :




J'aimerais que la Régie reconnaisse l'expertise de monsieur Turner à titre d'expert comptable en matière de fixation de prix de transfert, ou * transfer pricing expert +, en anglais.




LE PRÉSIDENT :




Est-ce qu'il y a des questions de la part des intervenants? Non. Des objections non plus, des questions... Très bien, reconnu comme...




Me PIERRE PAQUET :




On va venir au rapport un petit peu plus loin, je vais le produire de façon officielle dans quelques questions. On va continuer avec le panel pour l'instant.




LE PRÉSIDENT :




Ça fait qu'il reconnu comme expert.




Me PIERRE PAQUET :




Expert en matière de prix de transfert, de




fixation...




LE PRÉSIDENT :




De prix de transfert, c'est ça?




Me PIERRE PAQUET :




Oui.




LE PRÉSIDENT :




Merci.




Me MARC-ANDRÉ PATOINE :




Maître Paquet, j'ai cru comprendre qu'il y avait une modification aussi à la page 11.




Me PIERRE PAQUET :




À la page 11 de?




Me MARC-ANDRÉ PATOINE :




C'est parce que vous nous avez passé un tableau, une correction de la page 8.




Me PIERRE PAQUET :




Oui. As to the, we were talking about a correction on Page 8.




LE PRÉSIDENT :




O.K., on va se passer le papier.




Me PIERRE PAQUET :


9
Q.
A question to Mr. McGill and Mrs. Reynolds -- can you provide us with a brief history of services that were historically provided by Enbridge to Gazifère and the value at which these services were billed over the years, I would say historically meaning prior to implementation of the Code?




MS. HOLLY REYNOLDS :



A.
Okay. Enbridge Consumers Gas provides Gazifère with services when it is economical and practical to do so. These services are functions that ordinarily are performed for the Ontario utility by departments, regions and executives of Enbridge Consumers Gas. The provision of services allows Gazifère to take advantage of economies of scale and scope, the result from being part of a larger organization, for example, expertise and twenty-four (24) hour/seven-day-a-week coverage.




While these services are sometimes referred to as management fees, there are specific identifiable and measurable services underlying the charges. Historically, the Ontario Energy Board has not determined it necessary to oversee the pricing of these services as long as the fully allocated costs of those services has been removed from the Ontario utility cost of service.




Enbridge Consumers Gas determined the fully allocated costs of service, the fully allocated costs related to those services through a comprehensive cost-allocation study. This study was used to allocate the costs that reside within the company's O&M to the various ancillary and non-utility activities that Enbridge Consumers Gas undertakes. The allocation of these costs is dependent on the services and support being received by the affiliates or the non-utility activities.




Basically, how we completed our cost allocation study was by grouping our O&M costs into cost pools. A driver then was selected that represented how the costs were caused, and it was this driver that was used then to allocate the costs between the utility and the various ancillary and non-utility activities.




When we then went to determine the transfer price for the various services that we provided to affiliates, we started with the fully allocated costs of those services but then looked at what costs were actually incurred in direct support of providing that service. So when we developed our transfer price, rather that the fully allocated price, what we used was the direct labour involved in providing that service, plus direct fringe benefits, as well as any departmental specific overheads used in the provision




of that service.




So when we removed the fully allocated costs from cost of service, there were certain overheads such as office operating costs, and human resource costs, and information services costs of supporting employees at Consumers Gas that weren't included in the transfer price. So what was removed from cost of service was different from what the ultimate transfer price was. That would be a summary of our historical transfer pricing policy.


10
Q.
Okay. In your testimony, GI-4, Document 6, to Answer 2, you both referred to regulatory changes that have affected prices for provision of services by ECG to affiliated companies. What are the reasons that have led the OEB to implement these changes as well as the Affiliate Relationships Code?



A.
The Affiliate Relationships Code came into effect July thirty-first (31st), nineteen ninety-nine (1999), and it was partially in response to a change in Enbridge Consumers Gas's undertaking to the Lieutenant-Governor in Council in Ontario. In December of nineteen ninety-eight (1998), we executed new undertakings with the Lieutenant-Governor in Council that came into effect March thirty-first (31st), nineteen ninety-nine (1999).




Our new undertakings replaced some more detailed




requirements with respect to transactions with affiliates. And as a result, one of the reasons that the Ontario Energy Board brought in the Affiliate Relationships Code was to fill what they thought was a void that existed between our old undertakings and our new undertakings. In addition, the Board had several objectives in bringing in the Affiliate Relationships Code. The Code is designed to minimize the potential for a utility to cross-subsidize its competitive or non-monopoly activities. It is also designed to protect the confidentiality of customer information that is collected in the course of the provision of a utility service and to ensure that there is no preferential access to regulated utility services.




So it is designed to provide Ontario gas utilities with standards of conduct which govern our interaction with affiliates. Section 1.2 of the Code defines affiliate as having the same meaning as the Business Corporations Act of Ontario, and the Business Corporations Act would define Gazifère and Enbridge Consumers Gas as affiliates by reason of having the same ultimate shareholder.




I will briefly go through some highlights of the Affiliate Relationships Code as it relates to Enbridge Consumers Gas's transactions with Gazifère.




In Paragraph 2.2.1 of the Affiliate Relationships Code, it states that there must be an agreement in place. And there are some specific inclusions that must be part of that agreement, to protect both Enbridge Consumers Gas and the affiliate.




In terms of pricing of transactions, in Paragraph 2.3.1,






Where a utility...,




 and this is an Ontario utility,






... provides a service to an affiliate, it should charge no less than a fair market value.



In Paragraph 2.3.3, the Code states that,






Where a fair market price is not available, a cost-base price should be used.



And a cost base, this price should also include a rate of return on invested capital. And the rate of return is, should be higher than the, or should be the higher of the utility approved rate of return and the bank prime rate. And where an Ontario utility sells assets to an affiliate, it should be at no less than net book value. In Paragraph 2.5.5, the Code




states that,






An Ontario utility shall apply all rate orders and rate schedules to affiliates in the same manner as would apply to third parties.



In Paragraph 2.7.1,






The Ontario utilities have an obligation to perform periodic compliance reviews.



To demonstrate that we have complied with the Affiliate Relationships Code. And finally, in 2.8.1,






The Ontario utility has to be able to substantiate, to the Ontario Energy Board, its compliance with the Code.



So there is various record-keeping obligations for the utility.


11
Q.
Why would the Code impact on the management fees and the value of services rendered to Gazifère?



A.
The Code has an impact on the management fees that Enbridge Consumers Gas charges to Gazifère because of the difference between our historical transfer pricing methodology and the new requirement to abide




by the transfer pricing rules included in the Affiliate Relationships Code. The Affiliate Relationships Code looks to a market price first, where Enbridge Consumers Gas is providing services to Gazifère.




And where a market price can't be reasonably determined, then we look to a cost-base price as the transfer price. And the cost-base price is defined, we are defining as a fully allocated cost. Historically, our transfer pricing methodology was to bill basically the direct cost of providing those services, so direct labour plus associated fringe benefits as well as department specific overheads. So that is the main difference, it's a definition of... historically, our transfer pricing was a direct-cost concept whereas now, we are looking first to market prices and then to a fully allocated cost where a market price doesn't reasonably exist.


12
Q.
Maybe you have gone over this, but what was the methodology that was used to determine costs before and after the Code, has this methodology changed?



A.
No, to determine our costs, historically, we have performed a cost allocation study, so that determined the fully allocated costs of all of our various activities. We are not, for a two thousand (2000) budget, we are not performing a cost allocation study; however, the historical cost allocation study




that we have performed has given us some proxies or overhead factors which then we can use to do these calculations on a service-by-service basis, as opposed to historically when it has been a very large study that has encompassed every department in the organization and all of our O&M costs. So by using overhead factors and capital factors that have been developed out of that study, it allows departments to price the individual services on a service-by-service basis.


13
Q.
And what happens to the prices to be charged for serviced rendered to Gazifère if it is assessed that the market price is greater that the fully allocated cost of these services?



A.
Enbridge Consumers Gas has a requirement to abide by the Affiliate Relationships Code, and the Code states quite clearly that, where we are providing service to an affiliate, we must charge those services at fair market value. So we look to a market price first. So, to comply with the Code, we have to charge a market price where a market price reasonably exists. It is only in the cases where we can't determine a market price where we fall back to a cost-base price.


14
Q.
Now, a question to Mr. Turner -- Gazifère has filed your report under Exhibit GI-4, Document 6.2. Do you recognize this report?




MR. ROBERT D.M. TURNER :



A.
I do.


15
Q.
As your testimony in the present hearing?



A.
Yes, I do.




(9 h 30)


16
Q.
Do you have anything to add to your written testimony, corrections or additions



A.
No, I do not.


17
Q.
I would like to file this report under the same exhibit GI-4, document 6.2.




GI-4, doc.6.2:
Rapport préparé par Mr. Robert D.M. Turner.




You indicate in your document that you have conducted a transfer pricing study for Consumers Gas. When was this study conducted



A.
From May until approximately July of this year.


18
Q.
And in what context



A.
It was with respect to Ontario Energy Board filing for services between ECG and Consumers First.


19
Q.
And what methodology did you use for the purpose of assessing market value?



A.
The methodology was consistent with that followed for normal transfer pricing purposes and previously accepted by the Ontario Energy Board. The procedure is very similar and in fact based upon that outline by the Organization for Economic Cooperation and




Development in twenty-nine (29) countries, including  Canada, for determining transfer prices between parties who are related to one another.




That standard is that they should transact as though they were independent of one another. And so, these are procedures designed to produce prices which would be third party prices. Our methodology consisted of a number of steps. In terms of determining the prices, we attempted to find a definite market price known in the terminology as a comparable and control price or a CCUP.




Where a range of prices were available, we attempted to determine normal profit margins associated on costs in rendering those services or performing those functions. We did that by a search for various data bases, some of which are public, some of which are private. We then added that to the fully loaded cost and compared that to the range of prices to determine a recommended price for Enbridge and for purposes of this report vis-a-vis Gazifère.


20
Q.
Was your transfer pricing study valid only for Ontario affiliates or can it be applied with confidence to management fees or services provided to Gazifère?



A.
We believe it can be applied with confidence for Gazifère.


21
Q.
And why is that?



A.
For a number of reasons. Firstly, the report is current and the report to Gazifère is dated October the eighth (8th), it was very shortly following our initial report and we do not anticipate any changes in market prices between the time that we did our evaluation for ECG and currently. And secondly, the methodology that was used considering the markets, we have urban centres in Toronto and in Ottawa, Hull region, we believe that the report would still be valid.


22
Q.
Je vais parler en français, devinez à qui s'adresse la question. Dans la présente instance, Gazifère réclame un budget additionnel de dépenses relatives aux honoraires de services. Est-ce que vous avez été appelée, Madame Parent, à négocier un tel montant avec Enbridge Consumers Gas ou, peut-être de façon plus précise, comment avez-vous déterminé ce montant-là, le montant de votre demande?




MME LUCIE VANDAL-PARENT :



R.
Je pense que le terme * négocier + est un petit peu fort ici, là. Je pense que ce que je pourrais dire, c'est plutôt les démarches qu'on a entreprises pour s'assurer de la raisonnabilité des coûts. Alors, ce qu'on a fait, d'abord, on a travaillé ensemble pour établir peut-être pas le montant, mais les services qui étaient rendus. Alors, ça a été vraiment un




échange continu pendant quelques mois. Alors, on a listé tous les services qu'on recevait de Enbridge Consumers Gas. On a posé des questions, on s'est assuré qu'il n'y avait pas de duplication de coûts. On s'est assuré surtout de la raisonnabilité de ce qui nous était proposé. Alors, on s'est fié entre autres à de l'aide externe comme monsieur Turner. On s'est aussi fié aux comparaisons que nos collègues d'Enbridge ont faites par rapport à d'autres industries où étaient fournis les mêmes services. Donc, ceci est inclus dans la preuve.




Quant au montant comme tel, il y a eu des études qui ont été faites et tout ça, alors, c'est le résultat d'études de comparaison et tout ça. Alors, c'est ce que Gazifère a fait avec le temps, puis qu'on avait aussi à ce moment-ci, là, pour s'assurer de la raisonnabilité des coûts.


23
Q.
Par rapport à la quantité de services qui étaient requis, est-ce que ça a été discuté avec Enbridge? Est-ce que c'est vous qui définissez les paramètres des services qui vont être requis dans l'année qui vient, évidemment?



R.
Les services qui sont requis sont les mêmes services auxquels... qu'on a reçus dans les années précédentes. Donc, tout ce qui changeait ici à cause du code qui a été implanté en Ontario, c'était la méthode, la méthode du prix de transfert. Alors,




c'est ça. Alors, c'est juste le coût. Les services comme tels n'ont pas réellement changé. C'est les mêmes services qu'on recevait depuis des années.


24
Q.
Merci. A question now to Mr. Turner. In the present hearing, there has been some comments in the various evidence that's been filed that would suggest that a tendering mechanism would ensure the correctness of the proposed budget for service fees and the true nature of their market value. Do you have any comments in this regard?




MR. ROBERT D.M. TURNER:



A.
I have a couple of comments. This is one of the challenging issues really. When you look for prices in any transfer pricing exercise, whether it be domestic or international, the best evidence of a price is a transaction occurring in exactly the same terms and conditions and circumstances. That's the CCUP, the comparable and control price I referred to earlier.




A tendering process is really a commercial process whereby parties enter into or negotiate contracts on a competitive basis. In principle, one would expect that a tender bid if conducted in a disciplined and thorough manner with a willing buyer and a willing seller and negotiating on a full basis would in fact come up with a market price.




The tendering process is really a difficult process to manage. It is very time consuming. It is time consuming both for the potential supplier, as well as to the purchaser it involves a series of negotiations, in a tendering process where there are services that may not be offered in the market, there are also services which somebody may not want to entrust to a third party, for example, human resources.




And in those circumstances, a tendering process is not feasible because the services are just not available or there is not a willing buyer of such services, even if they were to be provided in the marketplace. 




In our process of trying to identify comparable prices, we have examined transactions that have actually taken place between third parties. I believe this evidence is probably superior in terms of availability if it is available, reliability and cost effectiveness in determining prices, rather than a tendering process.




Our experience is that where we have attempted to contact potential suppliers and obtain pricing information from them, they have been very reluctant to provide that. I think one of the key areas where




it is very expensive and prohibitive to go through a tendering process would be in the area of information technology where there are considerable costs incurred in feasibility studies, considerable upfront costs, etc. It is a very time consuming and expensive process. So it is really not feasible for services of the magnitude we are talking about.
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Q.
Do you have examples in mind when you say for information services, for example, of results of maybe making a few phone calls to see what the process could bring out for answers?



A.
Yes, for example, included in some of the costs here are information technology costs. We brought in one of our information technology consultants who advises clients on the process of selection and installation of computer hardware and software, as well as experts in the area of desktops and Internets or internal communication systems. They will have had available to them various contracts for supplies and services.




In fact, what we did, we had benchmarking information available for information technology services of a very similar type to that employed by ECG and we compared the costs of the IT services incurred by ECG to those benchmarking studies, and found that ECG was competitive, certainly compared favourably to the benchmarks.




In addition to that, we had three live contracts where similar services, not bundled as completely as those provided by Enbridge Consumers, but for components of the services being provided by Consumers, and once again, we found that the cost being incurred by Consumers compared favourably with those contracts.




So that would be an example of -- it would not be feasible to do a tendering process for all of the services, but we do have third party information to support the cost efficiency or cost effectiveness of the services provided by ECG.


26
Q.
Thank you. Now a question for Mrs. Reynolds and Mr. McGill. Could you give us an update on whether the OEB has rendered decisions on the fees to be charged in Ontario by ECG to affiliates?




MR. STEVEN H. McGILL:



A.
Enbridge Consumers Gas is still awaiting a decision from the OEB in its last rate application for rates for the company's two thousand (2000) fiscal year which began October first (1st). We are anticipating that we are going to get that decision sometime in the first half of December. I do not anticipate that there would be anything in that decision that would impact the transfer prices between Enbridge Consumers Gas and Gazifère. 




The code of conduct was not an issue in that hearing and I have no reason to believe that the Board would be changing its view of the affiliate code of conduct that it has put in place in Ontario or changing the way in which that would be applied in this case.
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Q.
Thank you. Madame Parent, à la lumière du budget révisé et puis des modifications qui ont été faites en Ontario, dont on vient de discuter, est-ce qu'il est encore avantageux pour Gazifère de faire affaires avec Enbridge pour le support de son administration et puis pour les services à être rendus?




MME LUCIE VANDAL-PARENT :



R.
Bien, vous savez que, depuis plusieurs années, bien que Enbridge Consumers Gas doit retirer de son coût de service les coûts qui sont chargés à Gazifère selon les coûts complets ou le * fully allocated cost +, Gazifère a été subventionnée en quelque sorte par les actionnaires d'Enbridge parce que Consumers Gas ne nous chargeait pas au prix complet ou au * fully allocated cost +. 




Avec tous les changements qui se passent dans l'industrie du gaz naturel comme c'est là, on était conscient qu'il y avait des changements qui s'en venaient, on ne savait pas quand, puis on ne savait pas l'ampleur qu'auraient ces changements-là. Mais suite à l'implantation du code, est-ce que c'est




encore avantageux, bien, je pense que oui. En fait, Gazifère est convaincue que c'est très avantageux pour toutes les raisons qui ont été énoncées ici ce matin, mais il faut se rappeler aussi que l'industrie dans laquelle on est est une industrie qui demande une expertise très pointue à plusieurs points de vue.




Alors, il ne serait pas logique pour Gazifère d'aller dans le marché chercher ces services-là parce que ces services-là n'existent pas. Si on prend tout simplement un exemple qui est l'exemple que les services qu'on va chercher d'Enbridge Consumers Gas dans la section de l'Ontario, Enbridge nous fournit une couverture vingt-quatre (24) heures sur vingt-quatre (24), sept jours par semaine. Il serait impensable que Gazifère pourrait embaucher des gens pour faire cet ouvrage-là, ça serait un coût exorbitant pour Gazifère.




Donc, avoir de l'expertise au bout des doigts comme ça, on n'a qu'à prendre le téléphone, puis on a le service, c'est un avantage incroyable. Alors, il faut absolument... on bénéficie de ça. Alors, les services tels que nous recevons d'Ottawa n'existent pas sur le marché. Alors, c'est ça. Puis on a parlé aussi des économies d'échelle. Alors, est-ce que c'est avantageux? Oui, c'est avantageux. Et puis, avec le temps qu'on a eu, c'est sûr qu'il y a certains




services qu'il va falloir durant l'année analysés. Il y en a peut-être quelques-uns qu'on peut faire à l'interne, mais ça va être minimal. Mais on va faire la revue cette année.


28
Q.
Si je comprends bien, vous n'avez pas eu beaucoup de temps pour réagir à date, depuis la mise en vigueur du code?



R.
C'est ça.


29
Q.
Je vous remercie. Je n'ai pas d'autres questions.




LE PRÉSIDENT :




Merci, Maître Paquet. Maître Plourde, est-ce que...




Me BENOÎT PEPIN :




Maître Plourde m'a demandé si je pouvais passer en premier avant lui pour poser un certain nombre de questions...




LE PRÉSIDENT :




Pas de problème.




Me BENOÎT PEPIN :




Auriez-vous objection à prendre une pause dès maintenant, quelques minutes, juste pour une question de logistique. Les documents devaient m'être livrés de mon bureau et ne sont pas arrivés...




Me MARC-ANDRÉ PATOINE :




Un problème d'ascenseur...




LE PRÉSIDENT :




Incendie...




Me BENOÎT PEPIN :




Pas cette fois-là, mais je ne comprends pas, ils devaient me livrer une caisse ce matin, puis elle n'a pas été livrée, alors je ne sais pas ce qui est arrivé.




Me NICOLAS PLOURDE :




On avait convenu qu'il prenait la pôle sur cette question et que je prenais la pôle sur la question du PBR vendredi. Je n'avais que des questions complémentaires que je peux tout de suite poser, si vous voulez, mais je préférerais qu'il commence.




LE PRÉSIDENT :




On va vous accommoder, on va prendre une pause de quinze (15) minutes jusqu'à dix heures (10 h). Ça va donner la chance aussi au panel de prendre son souffle. On va commencer à dix heures (10 h).




Me NICOLAS PLOURDE :




Merci.




SUSPENSION DE L'AUDIENCE


--------------------------------




REPRISE DE L'AUDIENCE




(10 h)




LE PRÉSIDENT :




Très bien, alors on procède avec vous?




Me BENOÎT PEPIN :




Oui.





CONTRE-INTERROGATOIRE PAR Me BENOIT PEPIN :




Alors, Benoît Pepin, pour Option Consommateurs et l'ACEF de l'Outaouais. J'ai un certain nombre de questions pour... qui portent sur les dépenses d'exploitation et principalement, le système d'information, là, le fameux CIS. 




Les questions s'adressent à plusieurs des membres du panel, je vous suggère peut-être de les poser en anglais de façon à leur donner tous le bénéfice de comprendre mes questions et donc, de choisir la personne la plus appropriée pour y répondre. À quelques reprises, j'aurai peut-être des questions pour des témoins en particulier, là, puis je le désignerai comme tel dans ma questions.
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Q.
La première question que j'ai, toutefois, je vais la poser en français, je me demandais, est-ce que, Madame Vandal, vous pourriez prendre la pièce GI-4,




document 6.18. C'est une pièce qui a deux pages, et vous remarquerez que la réponse à la question 3.1 est manquante. 




Est-ce que vous seriez en mesure de nous transmettre la réponse à cette demande de renseignement écrite qui vous a été adressée, soit aujourd'hui, soit par le cadre, le biais d'un engagement?




MME LUCIE VANDAL-PARENT:



R.
Alors, je pourrais vous fournir la réponse tout de suite.


31
Q.
Parfait.



R.
O.K. Alors, c'est la même réponse qu'à la question 5.1 de la Régie, qui se retrouve à GI-4, document 6.15. 


32
Q.
Et si je fais le total des différentes sous-sections de la pièce GI-4, document 6.15, est-ce que j'arrive au million quatre (1,4) de frais? Autrement dit, est-ce que ça comprend les mêmes éléments, là?



R.
Oui. Vous voulez dire le un million trente-trois point huit (1 033 800) ou le un million trois quarante-huit (1 348 000)?


33
Q.
Vous allez devoir me référer à une pièce pour me citer, là, le montant, c'est un peu difficile, j'en ai vu beaucoup de chiffres, là. Je ne suis pas en mesure de vous suivre avec ce niveau de détail-là.



R.
Non, mais c'est vous qui faites référence à ce




chiffre-là, là, vous l'avez pris où, votre chiffre?




Me PIERRE RONDEAU :




GI-4, document 7.




Me BENOÎT PEPIN :


34
Q.
GI-4, document 7 et GI-4, document 6.21 aussi.



R.
Bon, je pense que je préférerais la GI-4, document 7, là, on l'a au total, là. 


35
Q.
Bon. GI-4, document 7, vous êtes à un million trente-trois mille (1 033 000)...



R.
O.K.


36
Q.
... et à la pièce GI-4, 6.21, page 2, vous êtes à un million quatre (1,4). Qu'est-ce qui explique la différence, à ce moment-là?



R.
Si je regarde la colonne 2, je suis à la GI-4, document 6.15...


37
Q.
6.15, cette fois-ci?



R.
Bien, ce n'est pas ça que vous me demandez, là?


38
Q.
Oui, oui.



R.
Bien, alors si on part de la page 1, vous additionnez la colonne 2, vous allez avoir un total à la page 2 de ces éléments-là de cent quarante-deux mille sept cents (142 700), cent quarante-deux point sept (142.7); ensuite, vous avez l'autre élément qui est la facturation, le billing, quatre cent quatre-vingt-dix point huit (490.8), correct? Ensuite, vous avez * Information Services + à cent quarante-deux point




cinq (142.5), O.K. Alors, on tourne la page et puis pour * Operations Department +, vous avez quatre cent soixante-trois point sept (463.7). * Directors Eastern Region + quatre-vingt-six point trois (86.3). 




Si vous additionnez tous ces sous-totaux, vous arrivez à un million trois cent vingt-six mille (1 326 000). Ce sont les frais de Enbridge Consumers Gas.




À ça, il faut que vous rajoutiez les frais de trésorerie qui, eux, viennent de Enbridge inc., O.K., qui est vingt-deux point cinq (22.5). Là, vous arrivez à un million trois cent quarante-huit point cinq (1 348.5), ce que vous retrouvez au document 7.




Si vous enlevez les éléments capitalisés que vous voyez au document 7, qui est de trois cent quatorze point sept (314.7), vous arrivez à votre un million trente-trois point huit (1 033.8).


39
Q.
Et la corrélation entre ça puis le million quatre (1,4) de la pièce 6.21, comment la fait-on?



R.
À quelle page, la 6.21 là, j'ai...


40
Q.
Page 2.



R.
Page 2. Excusez, là, à quel chiffre vous voulez que je compare ça?


41
Q.
Un million quatre cent sept mille point huit (1 407.8)?



R.
Ah! Bien, le chiffre de un million quatre cent sept (1 407), c'est simplement, ça, pour le Customer Care Cost, ça identifie certains coûts qui sont contenus ici.




MR. STEVEN H. McGILL:



A.
Excuse me. The figure shown on page 6.21, page 2, of one million four hundred an seven thousand eight hundred (1,407,800) includes both elements of the services provided by Enbridge Consumers Gas and Enbridge Commercial Services, as well as the direct expenses for Customer Care that are included in Gaz Affairs own O&M Budget.


42
Q.
Change of topic, now that I have cleared that one out. The affiliate code, we have the impact of the affiliate code for the current year in your current application. Now, I do understand that some other costs might continue to grow in future years, such as the CIS. I want to know what will be the impact of the affiliate code at maturity, are there other costs other than the CIS that will continue to grow in the future?




MR. STEVEN H. MCGILL:



A.
Just to clarify, with respect to the CIS service that Gazifère is acquiring, that service is not being provided by Enbridge Consumers Gas, it is being provided by a different affiliate company called




Enbridge Commercial Services...


43
Q.
Yes, that is what I understood, but for the purpose of my question, assume that it is the Enbridge family of companies...



A.
Okay.


44
Q.
... or the affiliates.



A.
I just want to make it clear that those CIS service charges would not be governed by the Affiliate Code of Conduct because they are not coming from an Ontario utility. Enbridge Commercial Services is a non-regulated entity.


45
Q.
Okay.



A.
Okay, just to be clear on that point.


46
Q.
That's a good point.



A.
Now, to extent in the future that Enbridge Consumers Gas continues to provide services to Gazifère, the transfer pricing of those services I anticipate will be governed by the Affiliate Code of Conduct and given that we have to now rely on market pricing, I think there is the potential in the future that the market prices could be higher or lower than the fully allocated cost of producing those services, so year in year out, it is very difficult to say whether or not these prices would escalate or not, it is going to depend hinge upon what happens in the markets for the services that Gazifère requires.


47
Q.
Still, for the CIS, there is an expected growth in the expense because the system, as I understand, is




not fully operational at this stage, there will be different stages of it being put into place and cost will escalate...



A.
Yes.


48
Q.
... in the same way as the functionality already or can be sold to Gazifère?



A.
That is correct.


49
Q.
I want to know if there is a similar scenario for other services provided to Gazifère, so that it would have an idea of what is forthcoming for Gazifère in the next years, in two, three years?



A.
I do not anticipate that there would be changes of the magnitude that we are seeing this year, because of the change in the methodologies that need to be employed, I think the factors that would cause significant changes in the future would be changes in Gazifère's requirements, so that if Gazifère needed more or additional or different services, that might leave to more or additional costs, but I do not know that anything of that nature is anticipated at this point in time and as well, it is important to understand that the introduction as CIS is a unique aspect of these costs in the two thousand (2000) year because the fact, as you indicated earlier that the software is being phased in and it would not be reasonable for Gazifère to have to pay the full fee for the use of that software application and the service provided, given that the software is not




fully implemented and fully functional over a large part of the two thousand (2000) fiscal year.


50
Q.
Now, with regard to the cost of the CIS, we know that there is a current cost of a hundred and eighty five thousand dollars ($185,000) per year for the services provided to Gazifère, that such cost should grow to about two hundred and fifty-six thousand ($256,000) next year, when it is fully operational; are other increases forecasted with regard to the cost of CIS?



A.
The two factors that would cause the CIS charges to change year in year out, over the course of the CIS service agreement, would be, one, Gazifère's customer growth, because the fees are driven largely by activity which is driven by the number of customers, either for utility and other services and the other thing is that there is an inflator component in the fee schedule based on the Canada Consumers Price Index.


51
Q.
Okay.



A.
But the changes in the fees would be limited to that, so that on a per customer basis, the fee would only change by the inflation factor.


52
Q.
And is that set, cast in stone or are there other variables that might impact the price of the CIS services in the future?



A.
I do not believe that there are any other variables that would impact that over the course of the CIS service agreement.


53
Q.
Can you tell me what is the duration of the agreement, what is the duration of the obligation of Gazifère?



A.
It is affectively a six-year contract and in the first year is a phase-in period; the schedule calls for the software to be fully implemented by the end of August two thousand (2000) and then, from that point forward, the contract runs for a period of five years, commencing from October first (1st) of two thousand (2000).


54
Q.
My next question is addressed specifically to Mrs. Vandal. Est-ce que la durée du contrat relié au CIS a été négociée avec les compagnies liées de Enbridge, est-ce que c'est un élément que vous avez négocié?


A.
Perhaps I can just update you on the status of the contract. We have a draft contract prepared, the terms and conditions of which are largely, if not completely, the same as the terms and conditions that Enbridge Consumers Gas has entered in to with Enbridge Commercial Services Inc. for the CIS service, and I do not anticipate that there would be a need to deviate significantly from those terms and conditions, but as of yet, the agreement still is in a draft form and we have not completed our discussions with Gazifère with respect to finalizing it as of yet.


55
Q.
Okay, I thank you, but still my question remains. Est-ce que Gazifère a négocié la durée de son




engagement avec la compagnie liée de Enbridge, plus spécifiquement aux fins de limiter la durée du contrat?




MME LUCIE VANDAL-PARENT:



R.
Comme disait monsieur McGill, on n'est pas rendu à ce stage-là, là, encore. C'est encore sous ébauche, on n'a pas reçu, on n'a rien reçu encore, là.


56
Q.
Est-ce que vous allez négocier la durée du contrat pour tenter de limiter la portée de cette obligation-là dans le temps?



R.
À ce moment ici, là, je ne peux pas répondre à ça, là, je ne peux pas m'engager.


57
Q.
Est-ce que je peux vous demander pourquoi vous ne pouvez pas vous engager?



R.
Bien, d'abord on n'a pas vu le contrat comme tel, O.K., alors, je crois que ça va être négocié dans son ensemble pour... il va falloir prendre toutes sortes... regarder toutes les conditions, alors je ne pense pas que tout de suite, là, je ne pourrais pas vous dire, oui, on va négocier la durée du contrat, là, je ne suis pas en mesure de vous dire ça.


58
Q.
Lorsque vous allez négocier ce contrat-là, est-ce que vous allez examiner la possibilité d'utiliser d'autres services que ceux de Enbridge ou est-ce que vous allez vous limiter à négocier les termes du contrat?



R.
Je pense qu'on a indiqué en quelque part dans notre




preuve, en répondant à une des questions, que Gazifère, comme c'est là, ne regarde pas à aller se chercher un autre système d'information. On a évalué un système à un moment donné, mais on s'est rendu compte que Gazifère, le système de Gazifère est tellement interrelié avec celui de Consumers Gas, qu'il serait illogique ou pas économique pour Gazifère d'aller sur le marché pour aller chercher ces services-là, d'abord parce que les services qu'on a besoin, le niveau de services qui nous est fourni par Consumers, n'existe pas comme tel sur le marché.


59
Q.
Est-ce que je dois comprendre, donc, le fait de prendre les services qui vous sont fournis par les compagnies reliées au groupe Enbridge, c'est un package complet ou est-ce que vous l'examinez service par service, là, à la pièce?



E.
Si je parle uniquement du... ce qu'on appelle le CIS, le Customer Information System, ou,i ça c'est un package, comme vous dites, qui relie plusieurs services ensemble. C'est ça qui fait la difficulté d'aller chercher l'équivalent, un service équivalent sur le marché. Tous les systèmes sont interreliés, alors juste la base de données, c'est extraordinaire, là; alors, non, on n'a pas l'intention d'aller à l'extérieur.



MR. STEVEN H. MCGILL:



A.
I think another factor to consider is that when you




are looking at a fairly significant or sophisticated piece of computer software that affects a number of activities within a business, it is important to understand that if one is to go out and attempt to acquire that kind of software application on the market, there is two ways of doing it, there is, one is to buy a piece of software and then change your business practices and to some extent the way you might deliver on services or the services that you deliver themselves and restructure your business to accommodate the new software, or you can buy software and change the software to accommodate your business practices and, I guess, the third alternative would be to build the software yourself, so that you end up with a customized solution that would support your business needs.




So, I think in Gazifère's case, in order for them to carry on with business as usual without having to go to a great effort to redesign their business processes and some extent perhaps change the nature of the services they provide, it would be very difficult to do that without coming back to the same or similar solution as to the one used by Enbridge Consumers Gas.


60
Q.
Just for us to be on the same wavelength and really understand, I do understand that you suggest that it is the second alternative that is the one that is




adopted by Gazifère, which is to adapt a software to its business and not the business to its software?




(10 h 20)



A.
Well, in the case of CIS, I don't think it really applies because the CIS application has been designed to support the existing business practices of both Consumers Gas and Gazifère, and to the extent that those business practices need to change, the application has been designed so that it will be relatively easy to change the application to meet different demands over time, compared to the applications we had before.


61
Q.
Then -- let me restate the position -- then would it be that you are advocating a third solution, which is to have something custom-made to your business, which is both Enbridge and Gazifère?



A.
Well, my understanding is that what Gazifère is advocating is that the best solution for Gazifère is to use the CIS that has been developed by Enbridge Consumers Gas and the CIS services being provided by Enbridge Commercial Services.


62
Q.
It is because you phrased your answer, I think there are three options, I am just trying to understand what it is, what option you are advocating?



A.
Well, I think I just tried to answer that, and that is that Gazifère acquires the CIS service from Enbridge Commercial Services. I think to do otherwise would be much more costly, much more time-consuming,




and may lead to significant changes in the way that Gazifère does business, which may or may not be viewed as positive things.


63
Q.
What is your view on that, do you think it is a, it could be a possible positive outcome that a company may adjust its business?



A.
I would think that both a positive and negative outcome could come about. What I don't know is what the ultimate cost of redesigning a business to the extent that would be required would be. And my experience in this is that it would be very expensive.


64
Q.
We will probably return to that later on, but I just want first to ask a few questions to Mr. Turner. Looking at the letter that you have addressed to Mr. Marois, which is filed as Exhibit 6.2 in Tab GI-4, could you please define the expression "fully loaded costs" that you use?




MR. R.D.M. TURNER :



A.
The fully loaded costs consist of two elements. The first element are direct costs, direct departmental costs, and they have been built up from the departmental budgets.


65
Q.
I am sorry, I did not hear you properly, could you...



A.
Yes. There are two elements to the fully loaded costs. The first element is the direct costs, and these have been accumulated on a departmental basis,




and they include the salary and non-salary departmental expenses. However, they exclude any third-party costs incurred by the department, such as, if they went out and engaged a legal firm to perform a particular service, those costs were included, so they were departmental costs only.




And then, added to that, were indirect costs. And the indirect costs included certain support functions that were required by the service department. And these consisted of the Personnel, or Human Relations Department costs, an allocation of IT, or Information Technology costs, such as desktops, et cetera; facilities costs other than those in the department itself, so an allocation of overall non-departmental facilities costs; and an allocation of general corporate costs that related to the overall business. Those are the primary elements of the fully loaded costs.


66
Q.
Okay. To use a terminology that is fairly usual in the regulated industry, would you say that it is synonymous to fully allocated cost?




MS. HOLLY REYNOLDS :



A.
I would agree with that. Mr. Turner's definition of a fully loaded cost would be consistent with how we have defined a fully allocated cost in the process of completing our cost allocation study.


67
Q.
Okay. Thank you. Can you now, Mr. Turner, describe the scope of your mandate, what was required from you with regard to Gazifère? And I am not talking about your mandate for Enbridge for the OEB, I am talking to what led you to draft that letter and file it in the Gazifère proceeding?




MR. ROBERT D.M. TURNER :



A.
The scope was not a full comprehensive project, in that it was intended to build upon the work that had been done for ECG. And to, I guess, provide some guidance in the determination of the appropriate cost, we relied on Management of both companies to some extent. They indicated the services that were going to be provided to Gazifère. We basically had done a fair amount of work in support of what the underlying activities and accumulation of costs were. We had discussions with Management to ensure that the integrity of the work that we had done for ECG was relevant to the Gazifère situation. And through those interviews and discussions, we then produced our report.


68
Q.
So did you review the specific services provided to Gazifère and their specific costs, or did you rely just on conversations with Management?



A.
We relied on, there is two elements to your question, the first one is with respect to the services being performed, we relied upon our discussions with




Management as to the scope of those services. With respect to the costs, we had previously gone through the cost build-up with the functions to ensure that the costs that were being included in the services were consistent with the functions previously. So we relied on our own work, our own previous work for that information.


69
Q.
Yes. What you relied for, what you relied on Management for was the description of the services?



A.
That is correct.


70
Q.
Do you have a list of such services that you were required to review?



A.
Yes, and those services are listed in Attachment 2 to the report. And they are a subset of the entire portfolio of services that had been looked at in connection with the ECG study.


71
Q.
And these services referred in Attachment 2 were the, mostly the salaries or the fees paid for Human Resources?



A.
The Human Resources are a little bit different than the others in that we were not engaged to review those from a market perspective; we looked at those from a cost build-up perspective only, as those services were going to be provided at cost. 


72
Q.
Perhaps I just didn't properly express myself -- most of what is found in risk management, legal services, corporate services, and the two first items of finance is cost for personnel.



A.
Yes, they are people-related services, yes.


73
Q.
Okay. And finance items 3 and 4, billing and payroll, this is different?



A.
Finance consists of three elements -- sorry, four elements, there is internal audit and taxation, which are people-type services; billing is a more comprehensive service; and payroll is a more comprehensive service.


74
Q.
The CIS, you did not review?



A.
No.


75
Q.
Would you, by any chance, have with you access to Exhibit GI-4, Document 6.15 that we talked at the outset of this examination?



A.
So is that addressed to me?


76
Q.
Yes, it is.



A.
Yes. Yes, I have it. Okay, sorry.


77
Q.
I see that the first items of Administration, risk management and legal, accounting, H.R., are these the services that you reviewed?



A.
Yes.


78
Q.
Okay. So Exhibit 6.2 that you filed, the purpose of that is to validate transfer pricing of these four first items?



A.
That is correct.


79
Q.
Okay. And the rest is outside of the scope of your mandate?



A.
Billing services are included to a point. So if you look at the billing services, which consist of




billing services and CIS...


80
Q.
Uh-huh.



A.
... the billing services portion of that was within our mandate, and the CIS portion was not.


81
Q.
Okay. The whole of it?



A.
Sorry?


82
Q.
The whole of it, the three hundred thousand dollars ($300,000)?



A.
We did not do the total amounts, we did the per-unit or per-activity amounts. So I am assuming that the multiplication is right, but, yes.


83
Q.
So it is three hundred and sixty thousand ($360,000) of the million three hundred ($1.3M) and I don't know how many?



A.
Yes.


84
Q.
Okay. 




MR. STEVEN H. McGILL :



A.
Excuse me, to the extent that Mr. Turner reviewed billing, his review would have covered approximately two thirds of the three hundred and five thousand ($305,000) shown as the billing costs.


85
Q.
The scope of your mandate, Mr. Turner -- still making sure that I do understand its boundaries -- was, or was it limited to items that are covered by the Affiliate Relationships Code, therefore services provided by Enbridge to regulated industry in Ontario?




MR. ROBERT D.M. TURNER :



A.
It governs the, vis-a-vis Gazifère, it governs the services provided by the regulated entity to Gazifère, the Ontario regulated entity to Gazifère, yes.


86
Q.
Okay. And you did not review services provided by other entities such as the one provided to CIS service, which is an unregulated entity?



A.
No.


87
Q.
Okay. Now returning to the scope of this document, GI-4, Document 6.15, the million three hundred ($1.3M) or something, are the items which are not covered by Mr. Turner's report all provided by unregulated entities?




MS. HOLLY REYNOLDS :



A.
The services that are detailed on Document 6.15 are services that are provided from Enbridge Consumers Gas to Gazifère, other than the CIS services for a hundred and eighty-five point seven thousand ($185,700).


88
Q.
And therefore, save for the CIS, they are also covered by the Affiliate Code?



A.
That is correct.


89
Q.
Then may I ask, why weren't these other costs not submitted to Mr. Turner's review?




MR. STEVEN H. McGILL :



A.
Are you referring to the CIS costs?


90
Q.
No, I am referring to the other costs provided by Enbridge Consumers Gas, which are part of the Affiliate Code but which were not reviewed by Mr. Turner.




MS. HOLLY REYNOLDS :



A.
There are two reasons why only certain of the costs are covered by Ernst & Young's work. The first and the main reason was the cost involved in having this work performed. Gazifère did not feel that there was significant additional benefit related to the cost in having Ernst & Young do a complete review of all of the other services that Enbridge Consumers Gas provides to Gazifère that aren't covered off by Ernst & Young's work on the services that we provide to Enbridge Services Inc.




The second reason was the time involved in doing this work, that from the point that we started it, it would have been difficult to have Ernst & Young perform a complete review in the time available.
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91
Q.
Mr. Turner, how long did it take you to do the review that you did for the items you are giving opinion on?



A.
The work itself underlying the build-up of the costs and the testing of the market started late April or




late May and continued to approximately July. The work for Gazifère...


92
Q.
Yes, that is the one I am interested in?



A.
The work on Gazifère was built upon that work. It lasted, I believe, a week, a week to ten (10) days.


93
Q.
Do not be afraid, I am not going to ask how much it cost...



A.
Cheap.


94
Q.
Perhaps one last item on your report. In attachment 2, the difference, the results you come to and I am asking the questions for the services of persons, not remuneration, to billing and payroll...



A.
Yes...


95
Q.
Apart from these two, all of the other ones, where did you look for -- what was your comparison you were looking for to establish these prices?



A.
The comparisons differed by category. And perhaps I can illustrate by reference to a couple. In risk management, there are businesses that do provide services in risk management. We broke the risk management down into the three categories shown in attachment 2. And we had discussions with businesses that do offer services in those areas and we obtained from them a range or ranges of hourly rates.




Those rates ranged quite significantly depending in part upon who would be involved, the complexity of the issue, etc. So, for example, in risk assessment 




- I think in total, we are looking at somewhere between half a dozen potential service providers. If you need an exact number, I have to go back and check our file and I can get back to you on it.




The ranges for those services were roughly sixty-five dollars ($65) plus expenses to a hundred and ninety-five dollars ($195) per hour to manage risk assessment. The cost incurred by ECG was approximately ninety dollars ($90) an hour fully loaded. And we also had some evidence as to what kind of cost mark-up companies would expect to earn net of all of their costs. It is a highly valued service, a high degree of expertise. So we applied a fifteen percent (15%) mark-up to the roughly ninety dollars ($90) to come up with an hourly fee or an hourly charge of a hundred and two dollars ($102) an hour, which we recognize is within the range accorded to us by these various parties.


96
Q.
Let's examine that reasoning that you applied. What you looked for were consultants, the basis, the samples you used to compare were from consulting companies?



A.
They were companies that provide risk assessment services. So they were not consulting companies per se, they were businesses that do that service.


97
Q.
You did not review the -- you did not make a review based on the cost of these services provided in-house




by other companies?



A.
No, we did not because we do not have access to that information, nor did they provide it. However, we were able to obtain some information through public data bases as to the typical profitability of enterprises engaged in these kinds of activities or similar kinds of activities. And...


98
Q.
That is for the mark-up portion, is it?



A.
Yes, it is for the mark-up portion.


99
Q.
But for the ninety dollars ($90) which is the basis upon which you built...



A.
Correct.


100
Q.
These you looked -- you did not look at in-house services, you looked at companies providing public...



A.
What would be outsourcing -- I am sorry, Sir.


101
Q.
Now, do you recognize with me that there is a lesser cost of doing it in-house, because there is no such thing as waiting for the client to pay, going to the bank and having a line of credit to pay for that. There are some costs which are just different for consultants. You are one, you certainly know that as well as I do; do you agree with that?



A.
I agree that there may be, yes.


102
Q.
Did you apply some sort of discount in the current case to reduce the numbers that you have seen taken from consultants? Or did you take these numbers as the basis for comparison?



A.
We took those numbers as the basis of comparison as




to what an arm's length or fair market value charge would be. With respect to the costs, the determination of the fully loaded costs or fully allocated costs in ECG would be representative of the cost incurred in providing the service to Gazifère.


103
Q.
As part of your, certainly not the mandate given by Gazifère, but as part of your previous mandate at Enbridge, did you review the numbers? When you are starting with the fully allocated cost within Enbridge, did you look whether the salaries were the same or the costs in-house or the build-up of these costs over time is something comparable to what is found in the market? Or was this not part of what you had to do?



A.
It is not part of what we had to do. Basically, there are two answers to your question actually. The first answer, in looking at the various salary costs, we did not review the reasonability of those costs, we assumed that the employer employee relationship would ensure that the costs were no greater than current market or no less than the going rate. However, in certain cost areas, and I will refer specifically to information technology, we do have benchmarks for -- and did employ benchmarks for what other companies, whether they be other utilities or not, were paying or incurring for these kinds of charges. 




And we determined that the ECG expenses were




consistent with the range of what companies were spending effectively on these kinds of services. So we did some soft benchmarking for certain costs...


104
Q.
Such as the IT cost?



A.
Such as the IT cost, but we did not do employee costs.


105
Q.
What portion of it is salaries?



A.
I would have to go back to the detail, I am not -- perhaps Ms Reynolds has the answer.


106
Q.
Well, I do not need a number, I just want to have a range, I mean, we have agreed that it is a substantial portion?



A.
Yes.


107
Q.
Which brings me to my main topic, the CIS. Specifically for the CIS services, how was the fair market value determined?




MR. STEVEN H. McGILL:



A.
The fee structure applicable to Gazifère is the same as that applied to Enbridge Consumers Gas and in the development of those fees, we conducted a review of CIS alternatives and, as we indicated in the pre-filed evidence, it is very difficult to do direct comparisons of one information system to another. But one of the benchmarks that we did have in Ontario were the fees that were applicable in an outsourcing arrangement between Union Gas and its affiliate, which is now named Enlogix Inc.




And we wanted -- that was probably the closest benchmark we could find because the range of business functions that the application supported was the same or almost the same. The length of the contract was, I believe, five years. There is a phase-in period involved and that arrangement had been reviewed by the Ontario Energy Board and the Ontario Energy Board had approved that, either late in nineteen ninety-seven (1997) or in nineteen ninety-eight (1998).




And Enbridge Consumers Gas brought forward a vast amount of evidence in its last rate application to support the competitiveness of the fees themselves. For example, fully implemented, the Union Gas forecast fees work out to be on the order of ten (10) to over eleven dollars ($11) per customer per year. And if you take a look at Gazifère's exhibit, GI-14, 6.17, you will see that...


108
Q.
Just give me a second...



A.
Yes.


109
Q.
GI-14...



A.
GI-4, 6.17.


110
Q.
Therefore, GI-4, document...



A.
6.17.


111
Q.
One second. So I am at GI-4, document 6.17?



A.
O.K., if you take a look at page 3 of that document and the table at the top of the page, the second line from the bottom, it shows the average CIS cost per




customer per year. And we see there that for the two thousand (2000) fiscal year, it is eight dollars and seventeen cents ($8.17). And then fully implemented, it is in the range of, I guess, from eleven forty-four ($11.44) up to twelve thirty-four ($12.34), which compares to Union's fees they filed in their EBO-177-15 application which go from ten dollars and seventeen cents ($10.17) per customer a year up to eleven dollars and twenty-eight cents ($11.28) per customer per year.




And we have taken a look at a lot of other utilities. We did bring forward a sizeable amount of evidence that we have been able to gather from surveys that are submitted to the FERC in the United States. And what we are trying to do there is because we know it is very difficult to compare one to one, one billing system to another billing system, because of differences in the way different companies operate, what we tried to do is look at the overall cost from a number of different perspectives, because some companies might rely on information technology more heavily than others.




So what we are trying to do is look at the total range of the inputs into providing customer care services, and not be overly focused on how those inputs are allocated. So you might have one company




that relies very heavily on technology, that has very high information system expenses and relatively low labour expenses, where you could have other companies that do not rely on information technology and rely more so on labour.




So when you are trying to compare one company's cost to the other, it becomes very difficult if you are just trying to look at one part of the service or how the service is delivered. So that is why we took a look at the FERC information that sets a total customer care cost per customer for a very large number of utilities in the U.S. And because we were trying to focus on utilities of a similar size to Gazifère, we limited the sample we examined, the utilities with one hundred thousand (100,000) customers or less.




What we did find was that all things considered, the costs of the customer care service that are acquired from Enbridge Consumers Gas, the cost of the CIS service and the cost of Gazifère's own internal customer care functions, compare favourably to gas and electric utilities of comparable size in the United States. And I think it is page 8 in our pre-filed evidence, the Q & A.


112
Q.
So there was a lot of information...



A.
That is right.


113
Q.
... in that answer and I am going to try to break it down into manageable pieces now. The cost of customer care, you mentioned, starting from the end of your answer, that you have used a benchmarking technique, you have looked at other utilities, looked at what they are paying for customer care?



A.
Yes.


114
Q.
You also now looked at to what Gazifère pays to see if it compares?



A.
Yes.


115
Q.
What is your benchmark that you have used? What was your objective or sample or target?



A.
I think the benchmarks that we have been able to derive from the FERC data are set out on page 8 of exhibit GI-4, document 6. And they indicate that compared to utilities overall, Gazifère's charges are about twelve percent (12%) less than typical utilities in Gazifère's size range in the U.S. And that compared to gas utilities in the U.S., they are approximately fourteen percent (14%) less.


116
Q.
You are certainly a good salesperson, but I am going to try to focus. Basically, your benchmark was seventy dollars ($70)?



A.
That is the benchmark that we have derived, yes.


117
Q.
O.K. Seventy (70), that is Canadian?



A.
Yes.


118
Q.
And do you think that the costs in the U.S. are absolutely comparable to costs in Canada? Can you




just take the amount from the U.S. and just apply the conversion rate of U.S. dollars to Canadian dollars and have an answer? Or do you modify that or change these data?



A.
I think it is fair to convert the dollars based on the exchange rate that is applicable at the time. If Gazifère were to attempt to acquire these services on the same basis that these U.S. utilities do, they would be faced with the same costs as the U.S. utilities.


119
Q.
Just to take an example, I will pick one, part of that customer care service is a call centre, that is customary?



A.
Yes.


120
Q.
For call centres, do you know what would be the salary paid to a U.S. employee compared to the salary to a Canadian employee? Would it be forty percent (40%) higher in the U.S.?



A.
Specifically with respect to call centre personnel, I cannot say. I think it is a reasonable assumption that the costs in the U.S. would be comparable for comparable labour, and they would vary greatly in terms of geography across the United States, as they do across Canada.


121
Q.
I will certainly put to you that that is an incorrect statement and that the cost of labour is less, but it will be a matter of evidence for us to tell the Régie. Do you know what is the cost of customer care




for Canadian utilities?
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A.
No, as we indicated in the pre-filed evidence, it is very very difficult to derive comparable data for Canadian utilities. And the problem we face there is that we do not have in Canada a common reporting structure to capture the data. What we found is that virtually all utilities are filing cost data to their regulators across Canada, but that it is filed in many different formats. And it is -- it would be very difficult or virtually impossible to come up with comparable data across utilities given the information that is available right now.




I know we have tried to compare Consumers Gas against Union. We take a look at Union's exhibits and the way they have grouped costs makes it virtually impossible for us to compare on a functional basis from one utility to the other.


122
Q.
I will scale it down to the CIS, not the whole customer care package, but CIS itself. What was your benchmark of a CIS cost?



A.
As I indicated before, the best and most direct benchmark we believe we have is the prices that Union is paying to its affiliate, Enlogix, for the CIS services that Enlogix is providing.


123
Q.
Which is of how much money?



A.
Probably on average just under eleven dollars ($11)




per customer a year over the life of that contract, based on evidence that Union has filed with the Ontario Energy Board.


124
Q.
What about BC Gas?



A.
My understanding of BC Gas is that they are in the process of acquiring a software application. They are in the initial stages of doing that. I believe they are in the process of beginning to operate a pilot. The information that I have seen with respect to that would indicate that they are looking at spending something on the order of twenty (20) to forty million dollars ($40 M) to put that application in place. And as of yet, they are still basically in the planning stages and I do not think anybody really knows what the total cost of that software application is going to be.


125
Q.
Nova Scotia Power?



A.
I am somewhat familiar with that, but in terms of their total costs, I have no idea. Again, they acquired a software application from a vendor and I am not sure to what extent it had to be customized.


126
Q.
Do you have an idea of the cost per customer, not the overall cost because then you might have utilities of different sizes, but the cost per customer with BC Gas and Nova Scotia Power?



A.
Again, I do not think that we have data that enables us to do a one to one comparison between Gazifère and those utilities, because those utilities have gone




out and they are in the process -- Nova Scotia Power has done it and BC Gas is in the process of doing it -- going out and purchasing software applications themselves. To some extent, they have restructured their internal processes to accommodate those packages. To some extent, the packages were customized. 




And again, they are introducing the cost of that as a capital cost into their utility. They are including it in their rate base and amortizing it over some period of time and they are recovering it in rates, so it is not a directly comparable cost to the CIS service that is being provided to Gazifère and that Gazifère is in its fees paying for the use of the application and also to have that application operated on their behalf by the Enbridge Commercial Services affiliate.


127
Q.
Just to make sure that I complete that last answer, you say that the package provides therefore the project cost and the operation cost of the CIS service?



A.
I am saying the service that is being provided to Gazifère includes -- well, it is a market price for the service. So that assumes that the vendor of the services is going to recover all of its costs from all of its clients over some reasonable period of time, and that would include both the recovery of the




capital and the operating expenses involved in providing the service.


128
Q.
That was exactly what I was looking for. It is not a software that is delivered to Gazifère, it is a service that includes capital and operation costs?



A.
Yes, I would assume that Enbridge Commercial Services is going to have to recover all of its cost.


129
Q.
I just want to make sure that you understand my question. My question is not whether they will recover the costs. My question is what is provided to Gazifère, what is the service. And the service is operation included?



A.
Yes.


130
Q.
That is what I was aiming for. Has an evaluation been made to see how much it would have cost or would cost Gazifère to go to Enlogix, for example, and buy a package from them?



A.
I do not think Enlogix would be in a position to charge Gazifère a price significantly different from that which it is charging Union in that at least the original Union Enlogix contract that was filed as evidence with the OEB in nineteen ninety-seven (1997) had a favoured nations clause in it that would put Enlogix in the position that if they offered a lower price for a comparable service to another client, that they would have to be prepared to offer the same price to Union Gas. 




And I think it is very unlikely that Enlogix would put itself in that position, given the relative size of the two -- the relative size of Gazifère as a prospective client.


131
Q.
The question was, did you ask, did you contact other providers such as Enlogix?



A.
Enbridge Consumers Gas has had some discussions with Enlogix. I was not a direct party to those. I do not believe that any discussions with Enlogix have taken place specifically with respect to Gazifère.


132
Q.
And is Gazifère allowed to have such discussions with third party providers?



A.
Yes, as far as I am concerned.


133
Q.
What is the current estimated project cost of the Enbridge CIS?



A.
The final estimated capital cost of the CIS software application is slightly over eighty-nine million dollars Canadian (89 M$Cdn). And that would include some components of interest during construction and things of that nature.


134
Q.
What about the total project cost. There was an amount of a hundred and twenty million ($120 M) that was mentioned?



A.
O.K. If we go back and take a look at the way the CIS project evolved in Consumers Gas and, again, this issue was debated at great length in September at the OEB, the company incurred total costs of approximately a hundred and twenty million dollars




($120 M), so that is what is forecast. Of that, approximately thirty million dollars ($30 M) was related to business process, re-engineering, interest during construction on those costs, as well as what we were calling strategic information, management, infrastructure costs. 




So in order to put new information technologies into the company, the company had to invest and changing over from a dedicated mainframe environment to a client-server environment. So there were costs for file servers, networking, software that related to those things so that those costs, we do not consider as part of the CIS capital cost and we have very discreet points in the project timeline where we can identify what costs were applicable to the business process, re-engineering and setting up the infrastructure and at what point the actual design and development of the CIS application began from.


135
Q.
And, therefore, what Gazifère is obtaining as a service is a service that was built at the cost of the remaining portion of ninety million ($90 M) and not -- it has nothing to do with that thirty million (30 M) which was for Enbridge?



A.
That is correct. Enbridge Consumers Gas is proposing to recover that thirty million ($30 M) as part of its rate base so that...


136
Q.
In Ontario, from Ontario customers?



A.
That is right. And the eighty-nine million dollar ($89 M) value will be transferred or the ownership of that asset that was created by the expenditure of the eighty-nine million ($89 M) will be transferred to Enbridge Commercial Services Inc. and they will become the owner of the CIS software and have the rights to use that and license it.


137
Q.
And is the thirty million dollars ($30 M), where is it allocated within the cost of Enbridge? Is it allocated to all different customers or is it part of Rate 200 charged to Gazifère, is it charged to Gazifère as part of some other management fee?



A.
I am sure Ms Duguay will correct me if I am wrong, but I have inquired this question of her and her answer was that there were -- none of the CIS rate base was allocated to Rate 200, and that the CIS rate base was allocated across the Consumers Gas rate classes, I believe, based on the number of customers, but I am not entirely certain.


138
Q.
Well, I am not so much interested in the allocation method as I am as to whom it is allocated. Would you mind taking the undertaking to confirm the answer that you gave me?



A.
Yes, I can do that...


139
Q.
And it is not allocated to Rate 200?




ENGAGEMENT 20 :
Vérifier si le montant de 30 M$ pour le projet CIS inclus dans la







base tarifaire de Consumers Gas n'a pas été ajouté au Tarif 200, mais réparti à toutes les classes de clients de Consumers Gas, en fonction du nombre de clients.




THE CHAIRMAN :




That will be undertaking number 20, just to continue with the...




Me BENOÎT PEPIN :




J'ai perdu le décompte, là, je vous fais confiance... 22?




LE PRÉSIDENT :




20.




Me BENOÎT PEPIN :




20. Si le montant de trente millions (30 M) relié au projet CIS qui est inclus dans la base de tarification - je perds mes mots, *rate base+ - base tarifaire est attribué au tarif 200 de Consumers.


140
Q.
There is basically two further topics to cover. One are the different functionalities of the CIS service. Just before that, I just want to dwell just a little on the project history, that there has been substantial cost overruns in Ontario and I just want to know in what portion of the project these were




suffered. More specifically, I may take as a first issue services provided by Price Waterhouse Coopers which were initially part of the design of the CIS project in Ontario. Are these costs included in the ninety million ($90 M) of cost that will...



A.
Yes. A portion of the capital cost of the CIS software is attributable to fees that Enbridge Consumers Gas paid to Price Waterhouse Coopers.


141
Q.
Was there any attempt to renegotiate the cost of these services based on the result obtained, as opposed to their costs?



A.
In the summer of nineteen ninety-eight (1998), the company renegotiated its contract with Price Waterhouse Coopers and basically ended up coming to an agreement on an arrangement whereby Price Waterhouse agreed to participate in the completion of the project for a -- I believe what is a fixed sum of dollars. That contract was filed as part of Enbridge Consumers Gas' evidence in Ontario in RP-1999-001. So that is probably about a hundred (100) page document, the terms and conditions of which I am not intimately familiar with.


142
Q.
What is the portion of the ninety million dollars ($90 M) that relates to the Price Waterhouse Coopers services?



A.
I am not aware of that.


143
Q.
Do you have a ball park figure?



A.
Actually, I do not.


144
Q.
Can this information be found and provided?



A.
It may or it may not, I would have to consult with some people back at Enbridge Consumers to determine whether or not that can be divulged because portions of that agreement were subject to a confidentiality agreement with Price Waterhouse Coopers.


145
Q.
Then within the limits of what you are allowed to disclose, would you mind providing that information which is the cost of the services provided by Price Waterhouse Coopers and that are part of the ninety million dollars ($90 M). It could be a proportion, it could be...



A.
I can undertake to try and find out for you.


146
Q.
I am not necessarily asking for a to-the-dollar amount?



A.
I understand that, but again, the best I can do is undertake to inquire.




THE CHAIRMAN :




It will be undertaking number 21.




ENGAGEMENT 21 :
Indiquer le coût total des services fournis par Price Waterhouse Coopers, inclus dans le montant de 90 M$ (sous réserve de l'entente de confidentialité).




Me BENOÎT PEPIN :


147
Q.
Now I will return to the functionality which is another topic that was briefly mentioned in Mr. McGill's testimony. In the services provided by the Enbridge company or related company, and basically in what is provided for -- I will just keep my question to that -- what is provided to Gazifère, does that include call centre services?



A.
No, it does not. But just let me clarify that. One of the components of the CIS service is to provide Gazifère's customer contact people with customer information and customer billing information. So one of the things that Gazifère does get is that they get connected to the CIS computer system or the system that the application runs on, and Gazifère's employees look at screens of information that they use to answer customer inquiries when they are dealing with customers on the phone and there are also printed reports that come out of that system.


148
Q.
Well, that is exactly what I was looking for. It is, the service is, therefore, provided by Gazifère employees and not a call centre, which is an outsourcing?



A.
Well, my understanding is that Gazifère's employees or Gazifère CSRs are employees of Gazifère. Lucie can correct me if I am wrong. So I guess the best way to put it is that the CIS service supports the call centre function in Gazifère, but it does not provide




the call centre function.
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149
Q.
Good. What about access by customers, by customers via Internet, is that part of that service, is that a functionality that is provided?



A.
That functionality won't be available initially, but Enbridge Consumers Gas and Enbridge Commercial Services are in the process of establishing that functionality at the moment.


150
Q.
Would that be part of the price currently paid by Gazifère or would that be extra?



A.
At this point in time, I couldn't say.


151
Q.
Can a customer, will a customer have access to his bill directly?



A.
Via the Internet?


152
Q.
Or other means, phone fax, other means of communication, or does he have to speak to a Gazifère employee?



A.
I believe that there is, or there will be certain functionalities through the telephone system that would enable people to find an outstanding balance and do things of that nature. Once the Internet capability is in place, anyone who has the ability to go on to the Internet and can identify themselves as a valid customer would have the ability to go in and see some of their customer information, probably their latest bill. And we are anticipating providing customers with the ability to be able to pay their




bills through the Internet.


153
Q.
With the current system, and because obviously these are adds-on that may happen in the future, but with the current system, the one that is proposed to Gazifère and therefore is proposed to the Régie today, I understand there is no Internet contact. Is there also an ability to update your record as a customer directly, can you have an on-line access and update your record, change of address, that sort of thing?



A.
There is a limited ability now which is basically, it gives the customer the ability to input their own meter-reading via the telephone, so that those meter-readings are loaded directly into the system. We don't have the ability at the moment for customers to go in and, when I say, go into the system and make a change of address, something like that, but we do accept customer E-mail for that kind of activity now. So that in Enbridge Consumers, you can go into our Web sight and send us a note to say that, "I am moving on a certain date, can you please arrange to change my account?"


154
Q.
And, that is for Enbridge, what will be provided to Gazifère, would that be the exact same service, would the E-mail be then transferred to a Gazifère employee, or it would be addressed to and taken care of by the Enbridge employee, or the subsidiary, of course?




MME LUCIE VANDAL-PARENT :



R.
Un client de Gazifère, comme c'est là, peut communiquer avec nous par E-mail. Alors ça se fait déjà.


155
Q.
O.K., à l'heure actuelle?



R.
Oui.


156
Q.
Donc ce n'est pas une valeur ajoutée par le nouveau système, ça?



R.
Non.


157
Q.
Does your new CIS system allow for aggregate billing, for example, if there is a group of, I don't know, companies, or whatever, or customers, or clients that want all their bills to be sent at the same address or on a same day, as opposed to...




MR. STEVEN H. McGILL :



A.
Yes, yes, we do have that capability. And that is what we refer to as "statement billing", whereby a common entity can have a number of their locations billed on the same statement.


158
Q.
What about on-demand billing, outside of the ordinary cycle, ask for a bill?



A.
We do have that to some extent. It is not something that we would wish to offer on a broad basis, because that would entail very significant changes in the way the entire billing operation of the company, or for that matter any utility that I am aware of would have in place. But we will issue bills upon customers




request as of certain dates in the case of a final bill. So a customer can phone up and say, "I need a bill, I need to terminate this account as of a date", and we can provide them with a final statement as of that date.




But, again, utilities, as far as I am aware of all utilities, basically run on a cycle billing system, and I don't think that it would be practical to even consider a complete on-demand billing function, any utility until we had a hundred percent (100%) automatic meter reading across the board, simply because the processes involved in supporting that would be incredibly expensive.


159
Q.
What about the meter reading, is that a functionality that is built in the CIS system?



A.
Yes, the system has the ability to accept meter readings that are entered via hand-held computing devices. The way the system works is that every evening, when the billing applications are run, the locations to be, with meters to be read on the following day are up-loaded into these hand-held computers; the meter readers, or the meter-reading contractors, go about their routes, enter the meter readings into the device, reconnect the device remotely, and then those meter readings that were taken are down-loaded into the device that night, and the locations to be read the next day are loaded back




up again. So that is an automated system that is supported by CIS.


160
Q.
And can the system accommodate something similar to what SCGM does, which is completely automated "télémétrie", having a reading done by the computer?



A.
The systems we have in place now are capable of supporting that, but we are not doing that right now, in that, I know in Consumer Gas's case, and I am quite certain in Gazifère's case that we don't have enough remote meter-reading devices in place in the field in order to make that economic.




MME LUCIE VANDAL-PARENT :



R.
Je pourrais peut-être rajouter que voilà quelques années, Gazifère avait fait une étude à cet effet-là, d'instaurer un système de lecture comme ça et puis ça s'était avéré non économique de le faire. Et puis peut-être un autre petit point peut-être à amener aussi, c'est que Gazifère a déjà imparti son service de lecture de compteurs à une troisième partie.


161
Q.
Non, ça, j'en conviens, le sujet évidemment était de connaître les fonctionnalités du système CIS pour connaître sa versatilité, dirons-nous. Is the billing provided by the CIS system, or is it outside, a different system service or cost?




MR. STEVEN H. McGILL :



A.
No, the bills are calculated by the CIS software




application. And the output of that application are printed bills and data which is loaded into the CIS data base which is available for CSR's to access and to be used for other reporting purposes and also initiate the financial transactions or the accounting transactions that are required to recognize revenue in the general ledger of the company and accounts payable -- pardon me, accounts receivable -- and the corresponding payments that are coming back from the customers.


162
Q.
But the billing and collection, is it still done by Gazifère, by Gazifère employees, therefore is it included or not in the CIS costs?



A.
The work itself is done by Gazifère employees, but all the data that those employees require in order to do their jobs is provided by the CIS service.


163
Q.
The bill is sent by Gazifère if there is an insert, something added to the bill -- publicity, anything -- is this done by the CIS system or is this done manually by Gazifère?



A.
Well, the CIS system produces the bill print file, okay, which is like an electronic file of bills. And then Enbridge Consumers Gas reads that file and prints the bills, inserts whatever materials go with the bills, inserts the bills in envelopes, and mails them on behalf of Gazifère.


164
Q.
Which is part of...



A.
That is part of the billing service as opposed to the




CIS service.


165
Q.
And therefore, it is not included in the CIS costs?



A.
That is correct.


166
Q.
It is included in other items of the management fees?



A.
Yes.


167
Q.
When you looked at the other services provided, or other CIS services that exist, did you compare their functionalities?



A.
Well, throughout the course of developing the CIS at Enbridge Consumers Gas, we did that, and one of the very difficult things we found was that it was very difficult, or, at least initially, impossible to find a CIS product that was in use that had all of the capabilities that the company's existing application had at that time.


168
Q.
Such as?



A.
Such as statement billing, such as an equal billing plan, such as the ability to manage pre-authorized payments, telephone payments, a number of things. I think if you take a look at utilities in the United States, most of them don't have a statement billing capability right now.


169
Q.
When Gazifère needs to add data, amend data, or interact in any way with the CIS system, how is this done, how is the information conveyed and retrieved from the system?



A.
For the most part, it would be Gazifère's employees that would be entering data that concerns Gazifère




customers into the system, through their computer terminals. That is one of the things that we are in the process of phasing in at the moment. The initial release of CIS, which took place in May, didn't have that capability. We had a later release, I think it was about a month ago, and we introduced some on-line transactions.




At the beginning of November, we implemented the new CIS data base, and that in turn automated or brought a few more transactions on line. And the next release of CIS in March, I believe, will complete the transfer of all the transactions from being paper-driven to being electronic or entered by the customer-contact people as they deal with a customer.


170
Q.
And in the full-fledged CIS service, or program, the person at a call centre, the call centre service provided by Gazifère, will they have direct access to the CIS system?



A.
Yes, with respect to Gazifère customers.


171
Q.
Of course. Gazifère Management wanted to have, wanted to have information on its customer base, on its trends, on all of the decision-making process, will they have direct access to the...



A.
Yes, Gazifère employees or managers will have the ability to write what we call "ad hoc enquiry programs" that would access the customer data in the data base and either present it in an electronic form




or in printed reports.


172
Q.
I don't want to get too technical, but, because my own knowledge is fairly limited, but the data base you constantly refer to, would that be described as a data warehousing, would that be described as relational files, partition files, distributed files?



A.
The data base that we implemented at the beginning in November is a relational data base. It is built in a product called DB-2. And that replaced the, I am trying to think of a word to describe the older data base, but it was what many people call a flat file, so that there is a very rigid structure to the records in the system, and that was one of the reasons the system was very difficult and expensive to modify.




Whereas with, a relational data base is, you can think of it, if you will, as a list of lists, so as long as you have a common identifier on all the lists, you can keep adding more lists to the data base. So as time goes on, you need to modify it, it is a much more simple task as compared a more structured data base.


173
Q.
Yes. And the different programs that you described, which could be custom-made by Gazifère to access...



A.
They could be...


174
Q.
... what are they designed with, what software?



A.
Actually, we have just implemented a new reporting




tool, and I can't think of the name of the application, but I know one or two in my staff have just completed their training in it, and as far as I am aware, that that same reporting tool will be made available to Gazifère through our Information Services group.


175
Q.
I am not so much interested with the name of the software, but is it the one that was designed by Price Waterhouse?



A.
For reporting?


176
Q.
For building these questions, programs, these investigation programs, to make the customization that is required.



A.
To develop custom reports, no, that wouldn't be, as far as I know, that wasn't provided by Price Waterhouse. Price Waterhouse did develop much of the software that creates the data screens that the CSR's use.
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177
Q.
Does it allow for EDI transactions with your suppliers as well or is it just for clients, what is it oriented to?



A.
No, the CIS does not support EDI transactions with suppliers.


178
Q.
I will complete my question with one to Mrs. Vandal. Il a été mentionné dans votre interrogatoire que votre intervention, vos recherches, ont été limitées dans le temps, étant donné la mise en place




relativement récente du code ontarien. Si vous aviez eu plus de temps, qu'est-ce qui aurait pu être fait, quel a été l'impact de la contrainte de temps?




MME LUCIE VANDAL-PARENT :



R.
Bien, si je regarde un peu ce qu'on se propose de faire pour l'an prochain, je peux dire un petit peu que ce serait exactement ce qu'on aurait fait cette année. Alors, pour l'an prochain, je pense que ce qu'il va falloir demander à nos employés, c'est de regarder réellement chacun des services qui sont reçus de Enbridge Consumers Gas, les analyser, regarder s'il y a possibilité que ce soit fait par nos employés, si c'est plus économique de le faire, évaluer chacun des services comme ça, regarder à l'extérieur, regarder à l'interne, mais il faut que... juste dire aussi que ça, ça ne comprendra pas le système CIS.




Comme vous venez de le voir, toutes les fonctions que ce système-là va offrir à Gazifère, c'est des fonctions assez spécialisées, on a compris que les deux systèmes étaient interreliés, intimement interreliés, alors, de ce côté-là, il n'y aura pas de recherches de faites; alors, ça serait plutôt les autres services où on va se questionner d'une façon un petit peu plus approfondie.


179
Q.
Est-ce que vous êtes lié par une entente à long




terme, avec Enbridge, pour ces autres services-là?



R.
Pas du tout.


180
Q.
Le seul élément partie du management fee que vous demandez à la Régie est le CIS pour lequel il y a une entente à long terme?



R.
Comme c'est là, il n'y a pas d'entente, là, c'est sous forme d'ébauche.


181
Q.
Pour les autres services, est-ce qu'il y a aussi des négociations pour des ententes à long terme?



R.
Comme c'est là, la seule entente, puis on l'a déposée, qui existe, est au dossier, mais chacun des services qui est ici, ce sont des services qu'on utilise au besoin, O.K.; alors, même si on inscrit un service où il y a un chiffre d'accroché après un service, là, ça ne veut pas nécessairement dire qu'on va l'utiliser.


182
Q.
Bien, c'est ce que je voulais vous demander, là, savoir s'il y avait un engagement à long terme qui existait de la part de Gazifère et la réponse que vous me donnez est à l'effet qu'à part le service CIS pour lequel il y a actuellement négociation pour une entente à plus long terme, il n'y a aucune obligation qui est en négociation qui sera prise par Gazifère pour se lier à long terme à Enbridge, pour les différents services, là, qui font partie du management?



R.
Non, je ne comprends pas.




Me BENOÎT PEPIN :




O.K. Alors, je vous remercie beaucoup. 




LE PRÉSIDENT :




Merci, Maître Pepin. Maître Plourde, est-ce que vous avez des questions additionnelles?




Me NICOLAS PLOURDE :




Oui.




LE PRÉSIDENT :




Alors, on va y aller avec vous.




CROSS-EXAMINATION BY Me NICOLAS PLOURDE




COUNSEL FOR L'ACIG :




Merci, Monsieur le Président.


183
Q.
Bonjour, bonjour aux membres du panel. Nicolas Plourde, pour l'Association des consommateurs industriels de gaz, l'ACIG. 



My first questions would be for Mr. Turner; Mr. Turner, would you not agree with me, back to establish a fair market value for a specific service, there must exist a market for such a service?




MR. ROBERT D.M. TURNER:



A.
Or a similar type of service


184
Q.
What do you mean exactly by that?



A.
Example would be that you may not have exactly the identical service being provided in the marketplace, for example, if you look at internal audit, we look at internal audit in ECG Gazifère, the internal audit department, for my recollection, is quite complex, it includes engineers, CGAs, chartered accountants, does a number of functions other than just financial statement internal audit review, and you may find that there are segments of that that are just not available within the marketplace, but taken as a whole, some of the services that are available in the marketplace may closely approximate the services specifically provided by the internal audit department.




For example, you may find chartered accounting firms that provide internal audit services relating to financial activities, and what you may find is that engineering firms do not necessarily do internal audit functions equivalent or exactly the same as those provided in the ECG services area, but you find that they provide similar kinds of engineering services, maybe a little bit more comprehensive, maybe a little bit less comprehensive.




And you may be able to find prices or charges that they would charge, and so, through a combination of




things, you could come up with an approximation of the cost or the value of the services provided by the internal audit department, although you would not be able to go into the marketplace and say I found a single enterprise that provides those exact same services.


185
Q.
Did you make a review, in the case of Gazifère, of the service provided by Enbridge to Gazifère, that can be found on the market?



A.
I am sorry, I do not understand the...


186
Q.
Did you make a review of the services offered by Enbridge to Gazifère, which can be found on the market?



A.
Some of the services can be found on the market.


187
Q.
Do you know which ones exactly?



A.
Example would be in the...


188
Q.
You have a comprehensive list of those?



A.
I can construct one.


189
Q.
Could you, please?



A.
Yes.


190
Q.
So, the undertaking would be a list of the services provided by Enbridge to Gazifère, which can be found on the market.



A.
...




UNDERTAKING 22 :
To provide a list of services provided by Enbridge to Gazifère, which can be found on the market.




Il va sans dire que ceux qui ne se retrouveront pas sur la liste, sont ceux qui ne sont pas offerts sur le marché.




THE CHAIRMAN :




Undertaking number 22. 




Me NICOLAS PLOURDE :




Ça peut être can and cannot, si vous voulez.




MR. ROBERT D.M. TURNER:



A.
Acatually, I can answer the question now, because I reviewed the list.


191
Q.
Yes, you could, but...



A.
Or you would prefer a written list?


192
Q.
I would like a list, but you could maybe elaborate...



A.
Sure.


193
Q.
... with what you have.



A.
Sure; in the risk management, all of them...


194
Q.
You do not have a copy, by any chance?



A.
No, I do not.


195
Q.
Okay. In the risk management, all of the services are provide and are available in the market; the legal services are available on the market; corporate services are not available on the market; some elements of internal audit are available on the market; some elements and arguably most elements of




the taxation services are available on the market; billing is generally not available on the market; payroll is available on the market; and human resources would not be available in the market.




THE CHAIRMAN:


196
Q.
Excuse me, just to make sure I understand the undertaking as well, is that when you say *available on the market+, we mean that some benchmarking could be done, and some analysis could be done not only not only...




MR. ROBERT D.M. TURNER:



A.
Either some benchmarking or people provide the service for a fee.




Me NICOLAS PLOURDE :


197
Q.
That was my next question; for these specific services available on the market, what kind of information or benchmarking or tendering process did you do?



A.
We did no tendering process. The kinds of information we gathered from the market varied, depending upon the type of service being provided. In some cases, we got hourly quote, in some cases we determined what cost were based on contracts we had available to us to examine; so, it was a combination of things.


198
Q.
And this information you got was -- I am not sure,




there are so many documents in this file -- was it deposed... First, I understand that it was not made for Gazifère specifically...



A.
That is correct.


199
Q.
... but for Enbridge. Was that document filed?



A.
Not to my knowledge.




MS. HOLLY REYNOLDS:



A.
Are you referring to some document on the price for services between Enbridge Consumers Gas and Enbridge Services Inc.?


200
Q.
No, I am referring to the prices established for Enbridge, for services available on the market. I am not sure I am clear...



A.
The document that has been filed is Ernst & Young's letter which has attachment 2 which details the transfer price for the various services.


201
Q.
I understand that this letter refers to a study made specifically for Enbridge; am I correct?



A.
The study that would have been done would have been to price services that Enbridge Consumers Gas is providing to another affiliate, Enbridge Services Inc., and no information related to that study has been filed, any, either in Ontario or in Quebec.




MR. ROBERT D.M. TURNER:



A.
And we provided only a short form report that said "here are the results", we did not provide a long




form report that indicated all the comparable information.


202
Q.
Would it be possible to obtain a copy of this short report, under undertaking 2?




MS. HOLLY REYNOLDS:



A.
I think you have the excerpts from that as part of document 6.2.


203
Q.
Is that it?



A.
That is right, that would have been the relevant...




Me NICOLAS PLOURDE :




Je réfère à la page 6 de l'étude de Ernst & Young, document GI-4, document 6.2, pièce GI-4, document 6.2.




MS. HOLLY REYNOLDS:



A.
That would have been the relevant excerpts from the work that Ernst & Young produced for the services provided to Enbridge Services Inc. for the same services that are being provided to Gazifère, with the exception of Human Resources, which Mr. Turner noted earlier.


204
Q.
Mr. Turner, am I to understand that the short version of the report which you were referring was that?



A.
For Gazifère, that is the short version of the report...


205
Q.
No, for Enbridge?



A.
... that is the report. For Enbridge, a similar report was prepared for them.


206
Q.
Similar as being this page?



A.
It had more services on it.


207
Q.
Would it be possible to have a copy of this document?




MS. HOLLY REYNOLDS:



A.
I am not quite sure what relevance the additional services would have, because the services that are being provided from Enbridge Consumer Gas to Enbridge Services would be on that document, that aren't on this document, would be services that are being provided to Gazifère, such as our fleet management services, and I am not quite sure at this point, I am sure that there is some commercial sensitivity around the provision of some of that information.




Me NICOLAS PLOURDE :



Bon, premièrement, est-ce que mon confrère en fait une objection?




Me PIERRE PAQUET :




Là, je vais en faire une objection, parce que je ne savais pas au juste où on s'en allait; non, mais on pose la question, c'est parce que là, un moment donné, il y a de l'information qui est confidentielle puis qui est de nature commerciale, à savoir la compétitivité, là, de certains services qui peuvent




être fournis, puis je pense que c'est là qu'on s'en va, puis ce n'est pas pertinent pour les fins de l'étude, puis on dit que ces services-là ne sont pas fournis à Gazifère, ça fait qu'à partir de ce moment-là, pourquoi ça intéresserait la Régie, en plus.




Me NICOLAS PLOURDE :




À cela, je réponds que monsieur Turner nous a dit que son rapport était finalement un complément au rapport qui avait été fait pour Enbridge. On en a parlé ce matin, je pense que ce rapport fait pour Enbridge est fort pertinent, parce qu'en fait, toutes les conclusions du rapport de Ernst & Young que nous avons aujourd'hui, en fait, rapport ou plutôt lettre, n'est finalement qu'une lettre, là, qui confirme les conclusions du rapport pour Enbridge et qui affirme, tout simplement, que ces conclusions devraient être acceptables ou seraient les mêmes pour Gazifère. Donc, je vous soumets que c'est très pertinent.




Me PIERRE PAQUET :




C'est-à-dire que, juste pour compléter là-dessus, si... pour ce qui est de la question de pertinence, on a commencé, là où c'était pertinent, je pense que c'est quand monsieur Turner a dit qu'il avait recueilli des informations avec des enquêtes téléphoniques à travers certaines informations qu'il pouvait glaner du marché et c'est de là que les




questions ont déboulé, à savoir est-ce que ça, ces informations-là se trouvent dans un dossier, dans un rapport, il dit non, il le répète de vive voix puis il dit c'est ce qui se trouve à la pièce en question puis il dit, quant aux autres pièces, là, on apprend, quant aux autres documents où on pourrait en faire part, ce qu'il y a d'additionnel, c'est des services qui ne sont pas rendus à Gazifère puis qui peuvent être de nature confidentielle, ça fait que je ne vois pas, je ne vois pas...




Me NICOLAS PLOURDE :




Je n'ai pas d'objection à ce que ces services additionnels soient retranchés si c'est le cas, mais je veux voir le reste.




Me PIERRE PAQUET :




Ça, c'est différent, ça.




LE PRÉSIDENT :




Ça fait que là, il n'y a plus d'objection?




Me PIERRE PAQUET :




Si on demande quels sont les services qui ont été... qui seraient rendus à Gazifère et puis qui feraient partie du rapport de monsieur Turner, là, je n'aurais pas d'objection.




LE PRÉSIDENT :




C'est la relativité avec Gazifère qu'on maintient ici.




Me NICOLAS PLOURDE :




Je peux reformuler, si vous voulez, j'aimerais avoir la partie du rapport produit par monsieur Turner pour Enbridge, concernant les mêmes services qui se retrouvent maintenant, là, à l'annexe auquel on est référé.




Me PIERRE PAQUET :




In other words, Mr. Turner, you have to provide the origin of the Annex 2 of your report, where they can be found, and what was supplied to ECG, taking out what would be confidential in nature, or taking out services that are not required by Gazifère, that we would edit the document.




MR. ROBERT D.M. TURNER:



A.
Yes, just to clarify on this vis-à-vis the study that was done, a comprehensive report was not submitted to ECG, primarily because they were confident that it would not be required to be submitted to the OEB. A short-form, a very highlight summary report was prepared for ECG. I have not looked at it for a few months, but my recollection is that this report is almost identical, if maybe not a little bit longer,




but I will endeavous to go back and take a look at the report and consult with ECG as to what they're content to disclose.




LE PRÉSIDENT :




O.K., alors, ce serait l'engagement numéro 23.




UNDERTAKING 23 :
Provide the origin of Annex 2 of Mr. Turner's report that was supplied to ECG (edited version).
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THE CHAIRMAN :




So that will be undertaking number 23 then.




Me NICOLAS PLOURDE :


208
Q.
Mr. Turner, we alluded to this issue or maître Paquet alluded to this issue in your testimony. With respect to a tendering process, would you not agree with me that usually a tendering process is the best way to establish a fair market value?




MR. ROBERT D.M. TURNER:



A.
I think whether or not there is a tendering process is essentially a business decision and there are circumstances in which a tendering process is not appropriate. We have seen situations where a tendering process that is not conducted in good faith bargaining is no more than a crap shoot in the sense




that somebody will high ball or low ball a particular quote, knowing that they may never get the business.




So I think a tendering process conceptually should deliver the most favourable price, but having been a participant in a number of tendering processes ourselves, you then have to go back and qualify the bids and the lowest bid which may be perceived to be the value or the fair market value is not always the bid that is accepted, because there are other intangibles or elements at play.




So I think it is very difficult to say on an unqualified basis that a tendering process is in fact the best way to find fair market value.


209
Q.
What other methods could be used to establish the fair market value? Would benchmarking be an acceptable method from your professional point of view?



A.
The answer is yes and no and I would like to refer to -- I cannot quote it exactly -- but the whole area of transfer pricing is not a science. A lot of judgment must be taken into account and that is a quote, a rough quote from the OECD commentary on its few hundred page binder on transfer pricing principles.




If you look at -- I am talking of an area that I am kind of familiar with, but I am not a "techy", if you




look at the information technology area and you benchmark what companies spend and you cannot do it in isolation because hardware decisions impact upon software decisions and impact upon on-going maintenance decisions. The configuration also has an impact.




So if you went out and you benchmarked company A's IT department against company B's IT department, you would have to know a little bit of the facts as to what strategies they were employing. Some companies want the latest in art or need the latest in art in terms of technology. Other ones are second or third generation followers, but they may have to compensate through software or they may have to compensate through other areas.




So you will find that benchmarking, tendering, looking at prices in the market, all require a degree of standing back and looking at it overall to determine whether it makes sense. So benchmarking provides some degree of guidance. You cannot look at each element in isolation, you have to look at them together because a number of these things affect one another.




THE CHAIRMAN :




Sorry, on that point, could you expand also. You took




very specifically a type of industry that is by itself very complex...



A.
Yes.


210
Q.
But when you are looking about servicing customers like a utility, there are some aspects of that business that are much less complex than what you have described. How would you use benchmarking over there?



A.
Well, let's take an example. We had -- in looking at the billing services, the billing services consist of a number of elements. One of the elements is information technology in order to process the billings. Another element is just pure mechanical taking the printed paper, having it folded, putting it into envelopes and putting it into the machine which then gets it delivered.




So in terms of looking at the print and fold and stuff the envelope service, we were able to find companies that would say we do that service, we manage mailrooms, we do document management and the price for our services would range from X to Y depending upon how many inserts, etc.




Looking at the information technology aspect of it, again you are looking primarily at a printing system. The software is already in place, it may have some bells and whistles on it, but you can then say okay




we are looking at companies that are utilities, that are doing billing processing. What do we know about their costs. In some cases, a company may have gone and done some benchmarking or we may have participated in some benchmarking there and say, well, this is more routine. 




It is easy to port it from one company in that industry to another company in that industry to get a range. It is less complex, it is slightly less subjective. And we would have done that. Other areas of the information technology would have been far more complex and more difficult to port from one company to another. So it is a combination of things.




Me NICOLAS PLOURDE :


211
Q.
I understand that no tendering process was done in any way for -- I was going to say for Gazifère, but I should say for Enbridge. In your report, it did not make a specific study for Gazifère, I always refer to the study...



A.
That is correct.


212
Q.
... for Enbridge?



A.
That is correct.


213
Q.
So for your study -- let's call it your study -- you did not make any formal tendering process?



A.
That is correct.


214
Q.
Why did you not do that, even for a specific service.




I understand that you did not do it for all, but certain services may have been appropriate for such a tendering process. You did not find none or you decided to do no tendering process?



A.
Well, I will give you -- I can give you an example. And it is a typical example and, without going back to the files, I cannot tell you exactly what was done vis-a-vis ECG. But an example would be in the area of mailroom services or reprographics. Now, that was done for the ECG, it was not done for Gazifère. In looking at reprographics area, we were able to get and there had been some benchmarking done and some soft quotes done, soft tendering that was done, that said, okay, depending on the exact volumes, the price would range from this to that or the components of the billing would consist of this or that.




So in our view, that was very close to a formal tendering. ECG did not have the intention of going out and outsourcing those services, but in reviewing the effectiveness of their own group, they had gotten soft quotes that gave them ranges. We had also -- ourselves, we have recently outsourced our reprographics department. So we had a contract for that. 




Our volumes for the materials that were being outsourced were very similar. So we were able to




compare what we found in the soft quote process to an actual quote or an actual contract that had been entered into and they were compatible. So we had a rough range of services vis-a-vis ECG, we had a contract that had recently been entered into for similar kinds of volumes and similar kinds of services and we knew what ECG's internal costs were and they were all relatively compatible. So in that case, we would not have done tendering, but we have pretty good evidence as to what the pricing would be.


215
Q.
It raises another question that I think Mr. McGill may be in a better position to answer. I refer you to the code, section 2.2.3.... I am sorry, 2.3.2. "In purchasing a service, resource or product from an affiliate, a utility shall pay no more than the fair market value". I understand it is an Ontarian utility?




MR. STEVEN H. McGILL:



A.
Yes.


216
Q.
"For the purpose of purchasing a service, resource or product, a valid tendering process shall be evidence of a fair market value". Mr. Turner told us that no tendering process was done for Enbridge. That is what I understand. Was this issue put before the OEB? Was it discussed during your last rate case, the application of the code with respect to Enbridge?



A.
Well, I think indirectly and only to the extent that




Enbridge Consumers Gas was proposing in its last rate case to acquire CIS services from an affiliate company. And throughout the course of that proceeding and during the hearing, I cannot recall that there was any specific questions raised with respect to this provision of the code or any other. 




I think the company's view is that it brought forward evidence to support the market base fees that was prepared to pay the affiliate for the CIS service and that if the Board accepts that proposal, then the Board would be satisfied with all respects of that proposal. So the Board would, I would anticipate, be satisfied that an adequate process was employed.


217
Q.
Mr. Turner, back to you, would you agree with me that the fair market value usually includes a profit margin?




MR. ROBERT D.M. TURNER:



A.
Yes, I would.


218
Q.
I would now like to refer you to your report, page 3, exhibit GI-4, document 6.2, page 3. You say, last phrase of this page: "For all other transactions between ECG and ESI, we recommended that a cost sharing arrangement be used"?



A.
Yes.


219
Q.
Could you tell us what exactly you meant by that?



A.
I think we can illustrate it in relevance to the




Gazifère application. Looking at attachment 2, the human resources, the consulting services are all shown there as being done at cost. There are certain instances where parties may enter into agreements for their mutual benefit that suggest they should transfer services at cost, because they are participating with one another to enjoy cost advantages or cost savings.




There are other instances where you may not be able to find a meaningful quote for a particular service, but the service nonetheless is being rendered, but the -- let's say the incremental value that normally would be represented by a profit margin is not there. These may be services that are largely very incidental or are largely pure administration by nature.




Based on our review of the Gazifère transactions that were raised by ECG, that they asked us to evaluate, we did not do a separate search, nor did we attempt to find a market value for these services. Based on our experience, we know roughly what similar services would be in any event, but we did not rely upon that and we recommended that cost be used because they were incidental. That would be an example of cost sharing arrangements.


220
Q.
Cost would be fully allocated cost?



A.
Fully allocated cost.


221
Q.
Or a cost based price?



A.
Yes, it would be fully allocated costs.


222
Q.
Or cost based price?



A.
Yes.


223
Q.
They are synonyms?



A.
It depends how you define "cost". Like some -- yes, it is a cost based price.


224
Q.
Thank you, Mr. Turner.



A.
Thank you.


225
Q.
Madame Parent. Premièrement, dans votre témoignage en chef, vous avez mentionné que Gazifère était subventionnée par Enbridge. Je ne sais pas si je vous cite correctement. C'est l'essence que j'en ai retenue. Pourriez-vous élaborer sur ça? Ça faisait l'objet d'une question aussi de l'ACIG et j'apprécierais recevoir plus de précisions?




MME LUCIE VANDAL-PARENT :



R.
Lorsque j'ai mentionné ça, là, ce que j'avais dans la tête, c'était plus le fait que ce que Consumers Gas retire de son coût de service, c'est pour les services qu'elle rend à Gazifère, elle les retire au * fully allocated cost +. Mais elle ne chargeait pas Gazifère à ce prix-là; donc, quelque part, il y a quelqu'un qui doit assumer ce coût-là.




Alors, la différence entre ce que Gazifère payait et




le * fully allocated cost + était payée par l'actionnaire. Alors, c'est pour ça un peu... par l'actionnaire de Enbridge Consumers Gas. Alors, c'est pour ça que je disais ça un peu; c'est dans ce contexte-là.


226
Q.
Évidemment, c'est ma deuxième cause tarifaire dans Gazifère, je n'en suis qu'à ma deuxième, je dirais, mais ma compréhension était que, jusqu'à aujourd'hui, le coût chargé par Enbridge à Gazifère pour les services offerts par Enbridge à Gazifère était établi selon la méthode du * fully allocated cost +. Je me trompe donc en disant cela?



R.
Je pense que madame Reynolds va vous...




MS. HOLLY REYNOLDS:



A.
Historically, when we have developed the transfer prices for services that we provided to Gazifère, we priced them -- we have used the fully allocated cost as our starting base, but then we have looked at that cost and we have broken it down and only charged Gazifère the components of the fully allocated costs that directly relate to the provision of the services, for example the direct labour that is incurred in the provision of services, plus associated fringe benefits, plus specific departmental overhead. So it is not the general overheads of the corporate entity, it is the department overhead...


227
Q.
But what exactly was missing therefore?



A.
It would be the general corporate overhead such as the office operating costs, so the cost of people at Enbridge Consumers Gas sitting in office space, the cost of technology for those individuals, furniture, utilities, other general corporate overheads, the cost that we incur because we are a legal entity. Those, under a fully allocated costing methodology, those costs are required to be allocated to the various ancillary and non-utility activities that Enbridge Consumers Gas undertakes. However, they are not directly related to the provision of services and we did not bill them.


228
Q.
But were those costs identified in the studies you made yearly?



A.
Yes, we did identify all of the costs on a fully allocated basis, attributable to services that we provided to Gazifère. And those costs were removed from the Ontario utility cost of service, so the Ontario ratepayer was not paying for any of those costs. We then took the fully allocated cost and determined what portion of that is directly related to the provision of service and that is what we determined would be billed to Gazifère and recovered from Gazifère.


229
Q.
So am I to understand that what was used previously was a minus fully allocated cost methodology, if I can call it like that?



A.
It was a direct -- Mr. McGill has pointed out it is cost base methodology. However...


230
Q.
I thought it was the same thing?



A.
Well, there is no...


231
Q.
It is Mr. Turner who said that...




MR. ROBERT D.M. TURNER:



A.
I said it depends. It depends on how you define "cost". And if I can just clarify a point there. If you go back to the earlier testimony when we talked about what was in the fully allocated cost, there were two components. I talked about one was the direct and, as I indicated, that consisted of cost incurred directly by the department. I mentioned earlier that that would be largely salaries or related costs, fringe benefits, etc., for that department, plus its direct department costs.




Then, in addition to that, there is an element of allocated costs and I went through those IT, HR support, etc., so that I believe what is being said is if you -- one could use just pure direct costing and come up with one answer as to what that element of charges are. That answer would differ from an answer based on fully loaded cost. Both of them would correctly be described as cost based methods.




And I think that is what is causing part of the




confusion. Even though they are cost based methods, they produce different results. A direct costing does not enable you to recover your indirect costs or overheads unless you add an additional amount for that in some manner. And from what I understand, what was happening, you were just charging your pure direct costs with no mark-up or adjustment to recover your indirect or overhead costs.




MS. HOLLY REYNOLDS:



A.
That is correct.
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232
Q.
But you told me that part of the overhead was charged to Gazifère and not all, am I mistaking?




MS. HOLLY REYNOLDS :



A.
Only departmental overhead. So, for example, if we have the legal department providing services to Gazifère, those services would be cost-based on, you know, the cost of the lawyers providing services. And then to the extent that the department incurs any administrative time or supervisory time in conjunction with providing that service, then those are departmental overheads that would also be taken into account in pricing the service.




But the cost of providing legal services would not have included the cost of the lawyer residing in




office space at Enbridge Consumers Gas or the fact that that lawyer is supported by our Human Resources Department or has I.S. technology sitting on his or her desk, has a telephone, has access to a fax machine or a printer, those are the types of costs that weren't billed as part of our transfer price.




Me NICOLAS PLOURDE :




Okay.




LE PRÉSIDENT :




Est-ce que vous avez d'autres questions sur ce sujet-là?




Me NICOLAS PLOURDE :




Oui.




LE PRÉSIDENT :




Sur spécifiquement ce point-là?




Me NICOLAS PLOURDE :




Oui.




LE PRÉSIDENT :




Parce que j'avais quelques éclaircissements... o.k., je vais vous laisser aller. Avant de changer de sujet...




Me NICOLAS PLOURDE :




Je n'ai pas d'objection si vous voulez y aller.




LE PRÉSIDENT :




Non, mais si vous n'avez pas fini sur le sujet, je vais vous laisser aller. Mais avant que vous changiez de sujet, vous me le direz.




Me NICOLAS PLOURDE :




O.


233
Q.
This overhead which was not taken into account, how was it evaluated, and do we have the documentation of that?




MS. HOLLY REYNOLDS :



A.
The overheads were determined as part of our comprehensive cost allocation study, where we look at every single department in the company, all of the O&M costs in the company, other costs outside of our O&M such as depreciation and property taxes. We take all of our costs and pool them. Basically, it is done by department, and each department is asked to complete what we call an activity analysis, where they detail the activities that they perform. And then, by activity, they detail who they provide the activity for, so the utility is the biggest component in most cases.




Up until fiscal two thousand (2000), we had several ancillary programs, our water-heater rental business, our merchandise finance business, then we also had non-utility activities, such as the services that we provide to Gazifère and then some of our corporate reporting activities, those would be examples of non-utility activities. So departments would complete their activities and then allocate those activities across various ancillary and non-utility and utility activities.




Based on the output from all of the departments, we generate the number of full-time equivalents that are located throughout the organization, that in total provide service to the ancillary and non-utility activities. Those numbers feed into a lot of our global overhead allocations, so for example when we are allocating office space, we take the full-time equivalent information that comes out of the departmental allocations, we divide it by the total full-time equivalents in the organization, multiply it by our office operating costs, and that determines what we allocate.


234
Q.
Okay. I am not following, so, would that, the exercise, or the exercise you are summarizing, would it, could it be found in what you call the Cost Allocation Manual?



A.
The Cost Allocation Manual summarizes the process




that we go through. The process generates an Excel spreadsheet for each department, which encompasses three years. And then there is approximately a hundred and seven (107) spreadsheets that go into, are required for capturing all of our O&M costs. Because we have stretched the capacity of our spreadsheet software, all of that information gets fed into a Microsoft access program which then takes the departmental information and translates it into the actual dollars that get allocated to our various ancillary and non-utility activities. So while the numerical results aren't part of the Cost Allocation Manual, the manual does go through the, a description of the process which we undertake, or have historically undertaken.


235
Q.
À une question de l'ACIG, la question 6, où l'on retrouve la réponse au document, à la pièce GI-4, document 6.6, on fait référence à ce * Cost Allocation Manual +. J'ai tenté d'en obtenir une copie du, en fait, qui aurait été déposé au Service de documentation. J'ai tenté d'en obtenir une copie, on ne l'a pas retrouvé, ici. Je me demandais s'il était possible peut-être, if it would be possible to obtain a copy of this Cost Allocation Manual. We are supposed to have it, it is supposed to have been filed, but apparently it is not in the file.



A.
I have a copy with me, so I am assuming that at a break, it could be photocopied?


236
Q.
Okay, at the break, I would like to see it. Okay, thank you. As it pertains to Gazifère specifically, did you make a study to establish this overhead which was not taken into account previously?



A.
The cost allocation study that we perform would have produced the fully allocated costs of all services by ancillary program and non-utility activities. So we would have had Gazifère's total fully allocated costs for all of the services that all of the departments were forecasting to provide. From that, we went through department by department and identified the specific services that we were going to bill and the specific cost related to that.




And then the difference is the allocated overheads which we weren't including in the transfer price. So our study didn't produce a fully allocated cost by service; however, it did produce it in total for all of the services that we were anticipating to provide to Gazifère.


237
Q.
Okay. I am not sure I am following. Was that study first available, was it done yearly, or was it done for the first time in view of this case?



A.
We have historically performed a cost allocation study annually, it is part of our requirements for the Ontario Energy Board to remove the fully allocated costs of non-utility activities from the Ontario utility cost of service. And we performed,




the last study we performed was for our nineteen ninety-nine (1999) budget, and then we had a follow-up study to produce our nineteen ninety-nine (1999) unbundled budget, which fed into our Performance Based Regulation application.




So, as a result of our PBR application being approved, during the PBR period, there is no longer a requirement to perform a full-blown cost allocation study, because the elimination for non-utility activities is a component of our O&M, so it has been fixed as part of the PBR formula. However, what we have to assist us during the PBR formula are overhead factors which have been developed through the cost allocation study, which give us an estimate of the overheads per full-time equivalent, that it cost Enbridge Consumers Gas for human resource costs, Information Technology, Information Services costs, office operating costs.




Those have been developed on a full-time equivalent basis, so then when we have labour dollars that we're incurring to provide a service to our affiliates, we can translate those labour dollars into a full-time equivalent, apply the overhead factor to come up with a fully allocated cost.


238
Q.
Okay. I would like to try to simplify this. I will refer you to Exhibit GI-4, Document 6.15. Let's take




specific examples, and I would ask you to try to explain it as simply as possible. Let's take Operations Department. Operations, Regulation and Measurement, the cost that Enbridge was charging Gazifère last year was thirty thousand ($30,000), that's it?



A.
That's correct.


239
Q.
That's correct. Now it is planning to charge forty-seven thousand six hundred dollars ($47,600)?



A.
That's correct.


240
Q.
I don't have my calculator, but it is an increase of more than fifty percent (50%), would you recognize this?



A.
Sorry, I am an accountant, but I have to...


241
Q.
No, no, go ahead, we will have the exact figure.



A.
Yes, it would be approximately a fifty-nine percent (59%) increase.


242
Q.
Sixty percent (60%). I am quite amazed at the fact that this hidden overhead, I will call it the hidden overhead, represents sixty percent (60%) of the fully allocated cost. Could you explain to me this fact, and we could take all the other figures, it would show the same thing, it is even worse when we go down for Administration and Regulation and Measurement. And I am, just to complete, we see that for Regulation and Measurement, you are proposing for next year to use the fully allocated cost, not the market price; I will come to that later, but you




are...



A.
For two thousand (2000), the pricing for the Regulation and Measurement has been based on the fully allocated cost.


243
Q.
Okay.



A.
Plus a return on invested capital, as required by...


244
Q.
I thought that last year, it was the fully allocated cost, but you are telling me it is not that?



A.
No.


245
Q.
You have the hidden overhead that you are adding, but I see that the hidden overhead represents sixty percent (60%), is that normal?



A.
Yes. The overheads aren't hidden, they are produced as part of our cost allocation study. And we do remove them from the Ontario utility cost of service. So from an Ontario rate payer perspective, they are not a hidden overhead, we go through the fully allocated costs, or historically we went through the fully allocated costs and only billed the direct costs related to those.




So, yes, they weren't, it wasn't information we provided to Gazifère, because we weren't proposing to bill it. In hindsight, it might have been useful information for them to have, but because we weren't proposing to bill it, we didn't give them the fully allocated cost. However, it was available through our filings to the Ontario Energy Board. But that aside,




our overhead factor is forty thousand dollars ($40,000) per FTE. Now part of that factor is...


246
Q.
Forty?



A.
Forty thousand dollars ($40,000) per FTE -- sorry, per full-time equivalent -- is the overhead factor that we use in our calculations. Now part of that forty thousand dollars ($40,000) is a fringe benefit cost which would have been included in last year's thirty thousand dollars ($30,000). So there is still a very, it is probably about thirty-five thousand dollars ($35,000) of overheads per full-time equivalent that weren't billed, so the sixty percent (60%) increase doesn't seem unusual given that overhead factor.




THE CHAIRMAN :


247
Q.
What is the average salary on which you apply this forty thousand ($40,000)?



A.
Because the forty thousand ($40,000)....


248
Q.
Or what is the percentage of that forty thousand dollars ($40,000), that sounds a big feature, but what is the relative figure?



A.
The forty thousand ($40,000) was developed for the organization in total, so it wasn't developed by specific levels of individuals at Enbridge Consumers Gas, so we are applying the forty thousand dollars ($40,000) equally to clerical..


249
Q.
Okay, I understand that. What I am looking for is,




what is the average salary, okay, because if I apply the forty thousand dollars ($40,000) on a clerical thirty-five thousand dollars ($35,000) salary, she is paying you to work with you?



A.
That's right, it's more than double the salary, we're loading a hundred percent (100%) of...


250
Q.
And the average salary, is it, what, seventy, eighty thousand dollars ($70,000 - $80,000)?



A.
I don't know that amount off the top of my head.


251
Q.
Including overhead? I am looking for the percentage, what does that represent in the percentage-wise from the total salary including overheads, is the average ninety thousand dollars ($90,000) including overheads, so forty thousand ($40,000) is forty over ninety (40/90), or is it forty over a hundred (40/100), or is it forty over a hundred and ten (40/110)?



A.
Yes, I don't have the average salary...


252
Q.
Okay, you don't have the figure.



A.
... across the organization, I would guess, if, we are probably, most employees probably fall in the range of, you know, thirty to seventy thousand dollars ($30,000 - $70,000) of base salary, is that reasonable?




MR. STEVEN H. McGILL :



A.
I think that would be fair.




THE CHAIRMAN :




But I am looking, if I look at the budget, okay, you can take the overall salary and overhead picture of Enbridge, and you divide by your full-time employees, that gives you your total salary and overhead ratio, on average, for the total employees. And then I can relate to that forty thousand dollars ($40,000); otherwise, that forty thousand dollars ($40,000), it is only smoke...




MS. HOLLY REYNOLDS :



A.
Well, the forty thousand dollars ($40,000) would have been developed by taking our overhead departments, such as Human Resources and Information Services, and dividing them by the number of full-time equivalents in the organization, which I believe at the time we did, it would have been about thirty-six hundred (3,600) employees, that would have been approximately how many employees we had, so working backwards... a hundred and forty-four million ($144M) of overhead, including fringe benefits.




THE CHAIRMAN :




Okay.




Me NICOLAS PLOURDE :


253
Q.
One hundred and forty-four million ($144M)?




THE CHAIRMAN :


254
Q.
That's for thirty-five hundred (3,500) employees, you said?



A.
Thirty-six hundred (3,600) employees.


255
Q.
Thirty-six hundred (3,600), okay.



A.
It does sound high given our PBR budget of two hundred and forty million ($240M). But, as I say, it is an average across...


256
Q.
Okay, that is what I was looking for, so I can relate to that forty thousand dollars ($40,000); otherwise, it doesn't mean anything to me. Maybe, while I have got your attention, what I am curious about, I just want to make sure that I did understand correctly, last year, the costs submitted were the full allocated costs which now is being defined as the direct costs, because there is something in between that now we clarified.




But basically, last year, it was the direct costs. And the only thing missing is the so-called indirect costs, or general overheads. So that is what we got this year as what we called the new improved formula of fully allocated costs?



A.
The Affiliate Relationships Code also requires that we charge a return on invested capital, so it, where we are charging a cost-base price, it is the fully allocated cost plus a return on invested capital.


257
Q.
So there is, so if I take the figure of last year,




and I look at the figure of this year, the delta should be the overheads plus some percentage of return on investment that you applied on it, is it, I am looking for the components that are between these two figures?



A.
Well, we are using a cost-base price, not a market price, that is correct.


258
Q.
Okay, when, that is right, according to 2.3, or whatever. So when I look at the figure of last year, on that premises, last year the costs submitted were something like five hundred and eighty-two thousand dollars ($582,000); and now, this year, the cost is a million point thirty-three thousand dollars ($1.33M), which include in fact some CIS figures of one hundred and eighty-five thousand dollars ($185,000).




But the delta between last year and this year is at the tune of four hundred and forty-one thousand dollars ($441,000) over a budget of five ninety-two ($592,000) submitted last year, which would be something like seventy-four percent (74%) increase, including, okay, the CIS. If I remove the CIS completely, the one hundred and eighty-five thousand dollars ($185,000), I still remain with a forty-three percent (43%) increase, which is two hundred and fifty-six thousand dollars ($256,000) over five ninety-three ($593,000) of last year.




I just want to make sure I do understand your figures correctly, so that forty-three percent (43%) is what is meant to be the general overhead delta and a portion of return for Enbridge, and that would be the two components that would justify that, let's say a quarter of a million bucks ($250,000) increase.



A.
In addition to the services that are priced on a market-price basis.
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259
Q.
That is at the present. Where you were unable to obtain market price basis by tendering or whatever, then the fully allocated cost was used including a percentage of return, that is according to the code?



A.
That is correct.


260
Q.
And trying to understand the mechanics that have led you to submit an increase of two hundred (200) or two hundred and fifty-six thousand dollars ($256,000), which is forty-three percent (43%)...



A.
Is your increase on a total basis or is it just taking the various categories that are priced on a fully allocated basis?


261
Q.
The total basis, okay. Total basis, last year, I understand that the charges by Enbridge were five hundred and ninety-two thousand dollars ($592,000). And this year, the charges by Enbridge are one million thirty-two thousand dollars and eight hundred dollars ($1,032,800), including one eighty-five (185) for the CIS portion of this year?



A.
Right, it is...


262
Q.
I am doing the mechanics, the calculation backwards?



A.
It is a mixture of effects of going to market prices and the effects of going to a fully allocated cost, but you are correct. That is -- there are a few services where the level of service has changed, but not to a significant degree that it would affect your methodology of trying to assess the difference.


263
Q.
So that in that seventy-five percent (75%) or forty-three percent (43%), depending or not or including or not CIS, but CIS is part of life as well, so in that percentage which represents the delta, there is something like, what, ten (10) or fifteen percent (15%)? What kind of rate of return have you used? Is it fifteen (15)?



A.
No, the rate of return on invested capital is eight point five seven percent (8.57%). That is the requested rate of return that is currently in front of the Ontario Energy Board.


264
Q.
O.K., then you used the one approved by the Ontario Energy Board?



A.
It is not yet approved, but that is our requested rate of return and that is the figure that we have used in the calculation.


265
Q.
So you are hoping that it will not be more than what you are requesting though...




MR. STEVEN H. McGILL:



A.
 Not likely.




THE CHAIRMAN :




O.K., so in that forty-five percent (45%), seventy-five percent (75%), there is something like eight seventy-five percent (8.75%) which is the return. And the rest if overhead?




MS. HOLLY REYNOLDS:



A.
That is right. If you assume that where we are billing, based on a market price, that market price is capturing overheads as well that the market is bearing, yes.




THE CHAIRMAN :




O.K.




Me NICOLAS PLOURDE :


266
Q.
Would you please as an undertaking isolate the items charged at fully allocated cost...



A.
Is it not...


267
Q.
But for each of those items establish the general overhead increase or the increase due to general overhead and the increase due to the return. I do not know if you are following me?



A.
I am, I am just...


268
Q.
On a chart by listing all the items charged at the




fully allocated cost, please indicate for this charge what is the percentage going for general overhead and what is the percentage going for return?



A.
O.K. I am not quite sure I can do it from here. It may be something...


269
Q.
No, no, next week. I am not asking you to do it now. We will reconvene in two weeks, I think, anyway...




THE CHAIRMAN :




So what you are asking in fact is updating document 6.15 and now we know the delta in dollars and you want those dollars to have another column or two columns that would show that here is the delta in percentage and here is the amount of percentage that was used as return in it or in dollars. I just want to make sure that there are no...




Me NICOLAS PLOURDE :




In overhead and the return.




THE CHAIRMAN :




In dollars or...




Me NICOLAS PLOURDE :




Yes, in dollars.




THE CHAIRMAN :




O.K., in dollars.




Me NICOLAS PLOURDE :




Let's say in dollars and percentage. That is why I was saying it may be better to isolate these items because it will complicate this chart.




THE CHAIRMAN :




O.K. Is it understood, doable?




MS. HOLLY REYNOLDS:



A.
Yes.




THE CHAIRMAN :




So that is going to be undertaking number 24.




ENGAGEMENT 24 :
Mettre à jour le document 6.15 en indiquant en pourcentage la proportion de frais généraux d'administration et celle du taux de rendement.




On that note, Maître Plourde, est-ce que ça serait le temps pour faire une pause?




Me NICOLAS PLOURDE :




Oui, c'est peut-être approprié.




LE PRÉSIDENT :




Approprié, O.K. Ça fait qu'on va arrêter ici et on va




recommencer à deux heures (14 h) cet après-midi. We will reconvene at two o'clock (14:00), please. Thank you.




SUSPENSION DE L'AUDIENCE


-------------------------




REPRISE DE L'AUDIENCE




(14 h)




LE PRÉSIDENT:




Juste pour clarifier pour cet après-midi, là, on finit avec le panel et par la suite, on aurait madame Vandal-Parent qui nous parlerait des activités non réglementées et ce serait la séquence, là, pour la fin de la journée ou demain matin, entre autres, là, si on va jusque là. Alors, on continue avec vous, Maître.




Me NICOLAS PLOURDE:




Merci, Monsieur le Président.


270
Q.
Ms. Reynolds, would it be... I gathered you got my last undertaking, you understood my last undertaking; I would ask another one which would be to provide us with the percentage of what I call hidden overhead and you call general overhead, for Enbridge. I am not necessarily asking you now, but I would like to have this percentage and the calculation leading to this percentage.




MS. HOLLY REYNOLDS:



A.
O.K. I will see what I can come up with that will meet your needs. The reason I hesitate is because I do not have anything for two thousand (2000), it will be based on my nineteen ninety-nine (1999) cost allocation study and I will... where I have a problem is sometimes, some of our HR services may be direct services, some may be overheads, I am going to -- to make this a doable exercise, I am going to have to make some simplifying assumptions and I will state those.


271
Q.
Yes, please. You understand why I am asking that; as I can see, some of the general overheads for specific services range between, or give an increase of fifty (50%) to sixty (60%), even more, seventy percent (70%).



A.
Yes....


272
Q.
I would, it goes without saying, want to know what is the general overhead for Enbridge, so, to be able to make a comparison.



A.
Okay. When I do that, I will define what I considered overhead, people...


273
Q.
General overhead.



A.
Yes. I am sure that there are varying opinions on what the definition of overhead is, but I will specify that for you.


274
Q.
What I mean by "general overhead" is all items which were not included in the cost basis charged to




Gazifère. 



A.
Okay.


275
Q.
Am I clear?



A.
Yes.




THE CHAIRMAN:




O.K., so, that is going to be undertaking number 25.




UNDERTAKING 25:
Provide general overheads for Enbridge, i.e. all items which were not included in the cost basis charged to Gazifère.




Me NICOLAS PLOURDE:


276
Q.
Ms. Reynolds or Madame Vandal-Parent, I do not know which one can answer this question, I would like to refer you to exhibit GI-4, document 6.15 again, page 2 "Operations Department". As we can see, certain items are charged at a fully allocated cost and others at a market price. Would you please explain why?




MS. HOLLY REYNOLDS:



A.
The services that are provided by the Operations Department in our Eastern region, that is our Ottawa office, were not part of the work that Ernst & Young performed in determining market prices for services to be provided to our other affiliate. 




However, the Eastern region is still obliged to comply with the Affiliate Relationships Code and determine whether a market price exists for the services that it is providing to Gazifère and if a market price does exist, then it is obligated to charge a market price, and where a market price does not reasonably exist or cannot be reasonably determined, then they can fall back on a cost based price plus return on invested capital.




So, the process that would have been undertaken by the Eastern region would have been similar to that that Ernst & Young undertook. In this case, the Operations Department started with determining what their fully allocated cost is and compare that to prices that they were able to establish in the market and what they found was for the services where market price existed, that their fully allocated cost was comparable, and that is... we are actually using the fully allocated cost plus return as a market proxy.




Where we have used the fully allocated cost is basically in the regulation and measurement area and that is because there is no reasonable service provider in the marketplace for those services. They are very industry specific, require a higher degree of knowledge and expertise as well as there being safety issues around regulation and measurement.


277
Q.
So, it was impossible to find any price of the market...



A.
Any...


278
Q.
... any enterprise able to offer the same service?



A.
There was no reasonable comparable services.


279
Q.
When you say "no reasonable comparable services", what do you mean exactly, what were the guidelines used to establish what was reasonable and not?



A.
Well, in determining a market price, departments are told that they need to assess what other companies may be out in the marketplace providing a service, to assess whether the services that are being provided are actually similar or like services and then determine whether there are things that they need to take into account, such as coverage, such as on industry specific knowledge, such as knowledge of the operating system of Enbridge and Gazifère in this case, for regulation and measurement, these systems are very much interrelated and connected and a service provider would have to have knowledge of the distribution system. 




So, that is one of the main reasons why there is no similar service provider out there, because there is not a contractor set up as an independent third party, offering a business of regulation and measurement.


280
Q.
Did you assume this or you went out and tried to find




somebody?



A.
The responsible individuals in the Eastern region would have tried to determine whether there was a third-party market provider.


281
Q.
And do you know for a fact if any quotes were obtained?



A.
Well, for this one, no, for regulation and measurement, there was not a service provider found, so, no market quote was obtained.


282
Q.
For meter reconditioning?



A.
Again, it is a very specialized service, it is unique to the gas distribution business; there is no third party supplier out there at the moment, that we are aware of.


283
Q.
You are sure of that?



A.
That I am aware of.


284
Q.
Operations services and litigation? I am sure there is outside lawyers?




Me PIERRE PAQUET:




There's plenty of litigators out there, for sure.




MS. HOLLY REYNOLDS:



A.
Again, the services are very unique to the gas distribution business and the lines, a lot of the functions that this department performs are in the nature of developing codes and standards for the work that our construction and maintenance crews do,




litigation is around the specifici gas distribution work, so it is not general litigation services, so again, the services from this department are very unique.




Me NICOLAS PLOURDE:


285
Q.
When a market price was chosen over a fully allocated cost, what exactly is included in a market price?



A.
Under the Affiliate Relationships Code, we were required to look to a market price first, so where we know that a market price exists, that is the price that we are obliged to choose to charge our affiliates.




In some cases, such as the Operations Department, we worked slightly backwards and developed the fully allocated cost first and then compared that to market to make sure that the market price was reasonable.




So, other than those cases where we worked backwards to get to a market price, but a market price was available in the market place, we did not do a comparison between the market price and the fully allocated cost.


286
Q.
Did it ever happened that the fully allocated cost was lower -- that the market price was lower than the fully allocated cost?



A.
Well, as I say, where we knew a market price existed,




we went to the market price first and may not necessarily have done the comparison to a fully allocated cost. Where we did do the comparison to a fully allocated cost, it was in the Eastern region and the IS departments and it was determined that our fully allocated cost was in the reasonable range of market prices that are out there.


287
Q.
Okay, and...



A.
So, it was not a... we did not choose a fully allocated cost that was greater than a market price. Our fully allocated cost ended up being within the range of market prices.


288
Q.
And when you chose a market price, you simply took that price, you did not add anything?



A.
Other than the explanation that Bob Turner gave with the... Ernst & Young took a similar approach in as the Eastern region where they looked to the cost and then added a normal profit margin for the industries that they were looking at. 




When we look to a market price, it is normally because a market price is readily available and we can, you know, phone up a supplier and say, you know, "What would you charge?" and that would be what we would use and we have used that for the other services in the Operations Department.


289
Q.
So, you did not add any additional amount to this...



A.
No, because you would expect that...


290
Q.
...  to this market value?



A.
... if it is a valid market price, than it already includes a profit margin for the enterprise that is offering the service.


291
Q.
This question was asked, I think, by my confrere maître Pepin; you are telling me that you took this market value price and added nothing. Why did you not deduct something to take into consideration the fact that the service is being provided internally and not externally?



A.
There is no guidance in the Affiliate Relationships Code to indicate that that would be acceptful to the Ontario Energy Board. The objective of the Code is to insure a level playing field or no cross-subsidization between the Ontario Utility and its affiliates in non-monopoly activities, but there is not...


292
Q.
I follow you on that, but by not deducting an amount to take into account the fact that the service is being provided internally, are you not making an excess profit?



A.
No, we are trying to comply with the Affiliate Relationships Code, because the Code is designed to look at it from the affiliates prospective, if they were going out into the market and obtaining the service, it's not looking at it as if the affiliate is providing these services through themselves internally, it is looking at if the affiliate is




purchasing those services, what would they be purchasing it at in the marketplace, so that is what we have looked to in determining the market prices that we should be charging them is what is available out there from a third party.


293
Q.
You admit with me that the object of the Code is to avoid -- and I have difficulty to say it in English 




-- subsi...



A.
Cross-subsidization?


294
Q.
That is it! I will let you say it.




MR. STEVEN H. MCGILL:



A.
Just to clarify, that is one of the objectives of the Code. The other objective of the Code is to attempt to create a level playing field for people, or firms competing in the energy industry for energy services, so that the rational is that if the utility is charging an affiliate a market-based price, then that affiliate would be competing on the same basis as other parties in that market or industry.




So, the cross-subsidy part is one goal of the Affiliate Code, but the other goal is to foster competition in the energy industry; so, the fairest price to charge is a market price and there is nothing in the Code that protects Enbridge Consumers Gas if the market price happens to be less than the fully allocated cost.




So, you could have instances where the market price is less than the fully allocated cost and in that case, if Enbridge Consumers Gas was to continue to provide the service, the shareholder would end up subsidizing it.




So, I think you are only looking at one side of the equation when you say in this case the market prices are higher than the fully allocated cost. It just as easily could have gone the other way and from... over time, it may change and some elements of the service may have a market price higher than the fully allocated cost and some may have a market price less than the fully allocated cost over time, we do not know.




So, you know, it is fine, because in this one instance, the difference is going one way, and you can focus on that, but just as easily a year or two from now it could go the other way as well.


295
Q.
Je reviens à madame Vandal-Parent. Madame Vandal-Parent, lors de la fin de votre témoignage en chef, vous avez - et j'essaie de vous citer à nouveau, vous me corrigerez si je le fais de façon inexacte, vous avez dit : les services qui sont offerts par Enbridge à Gazifère n'existent pas sur le marché?




MME LUCIE VANDAL-PARENT:



R.
Certains services offerts par Enbridge Consumers Gas n'existent pas sur le marché.


296
Q.
Est-ce que ce sont la plupart de ces services?



R.
Les services auxquels je réfère, ce sont surtout des services qui exigent une expertise pointue, comme par exemple les services qui nous sont offerts par notre équipe d'Ottawa. Alors, comme madame Reynolds disait tout à l'heure, "system measurement" puis tout ça, ça se trouve à être un des services qui n'est pas offert sur le marché.


297
Q.
Pouvez-vous me donner un ou des exemples de services contractés à l'extérieur ou à l'externe?



R.
Vous voulez dire des services qui ne sont pas pris auprès de Consumers?


298
Q.
C'est ça?



R.
La lecture des compteurs, certains services de ressources humaines.


299
Q.
La lecture des compteurs, qui fait ça?



R.
C'est la compagnie MET. Il y a aussi certains services de ressources humaines que l'on va chercher à l'extérieur, surtout lorsque ça a trait à l'application de normes du travail, ça c'est fait à l'extérieur.




(14 h 20)


300
Q.
C'est tout, il y a seulement deux services?



R.
Non, non non non, attendez, là. Il y a aussi le service pour le réseau, la construction du réseau.




Ça, c'est donné à contrat aussi.


301
Q.
Enbridge ne fait pas ça de toute façon?



R.
Non, c'est la... je ne me souviens plus si c'est COSAT ou Somerville comme c'est là, mais c'est un des deux.


302
Q.
Mais c'est ça, Enbridge ne construit pas non plus son réseau?



R.
Mais je pourrais vous faire une liste, là.


303
Q.
Pourriez-vous, s'il vous plaît?



R.
Oui.


304
Q.
Faire une liste des services qui sont obtenus par Gazifère à l'extérieur, par des contracteurs ou des contractants extérieurs.




LE PRÉSIDENT :




C'est l'engagement 26.




ENGAGEMENT 26 :
Faire une liste des services obtenus par Gazifère auprès de contractants extérieurs.




Me NICOLAS PLOURDE :


305
Q.
Est-ce que je dois comprendre cependant que c'est une minorité ou une exception?



R.
On verra.


306
Q.
On verra dans ce cas-là. Je vous reposerai peut-être la question plus tard. 




LE PRÉSIDENT :




Pendant qu'on est sur ce sujet-là. Quand vous parliez des services de ressources humaines, disons comme le service de paie par exemple, c'est fait par qui? Est-ce que les chèques sont faits par Gazifère ou par Enbridge?



R.
Non, ça, c'est fait par Enbridge.


307
Q.
C'est fait par Enbridge?



R.
Oui.


308
Q.
Est-ce que vous avez regardé la possibilité que ce soit fait par une banque, disons?



R.
Oui, on pourrait.


309
Q.
Mais est-ce que vous l'avez regardée, vous n'avez pas regardé la possibilité?



R.
Non, on n'a pas regardé encore.




Me NICOLAS PLOURDE :


310
Q.
Est-ce que vous avez obtenu * a quote +?



R.
Non.


311
Q.
Vous n'avez même pas obtenu d'évaluation de ce qu'il en coûterait pour ce service particulier, là, qui est facilement accessible à l'extérieur?



R.
Non.


312
Q.
Vous ne pensez pas que vous auriez dû - et je ne vous l'adresse pas comme un reproche, Madame Vandal-Parent?



R.
Comme j'ai dit un peu au début, on a manqué un petit peu de temps. Comme vous voyez, là, c'est arrivé le




trente et un (31) juillet. On en a pris connaissance vers la mi, fin août. Alors, comme je disais tout à l'heure, ça, ça va tout être des mesures que l'on va prendre, que l'on va mettre en place durant l'année qui vient, pour s'assurer qu'on va chercher et la qualité de service et le meilleur prix.


313
Q.
Je voulais garder ça pour la fin, mais puisqu'on est sur la question, qu'est-ce qui arriverait si la Régie disait, écoutez, on n'a pas... en fait, on pense que vous devriez terminer votre travail avant d'accepter les hausses proposées, qu'est-ce qui arriverait?



R.
Vous voulez dire... terminer quel travail?


314
Q.
Si la Régie, après l'audition, disait, bon, Madame Parent, Vandal-Parent, nous dit qu'elle n'a pas eu le temps de faire tout son travail pour vérifier si, effectivement, ses coûts étaient raisonnables ou pas. Donc, on n'est pas capable de le décider, on ne peut accepter la hausse proposée, on accorde une enveloppe identique à celle de l'année dernière ou peut-être légèrement supérieure, mais certainement pas beaucoup plus supérieure à ce qui est demandé présentement, qu'est-ce qui arriverait?



R.
Bien d'abord, il faut regarder ce qui est devant vous comme c'est là. Il y a beaucoup d'ouvrage qui a été fait. On est allé à l'extérieur pour comparer avec ce qui était fait dans un ensemble. On a comparé des services qui étaient comparables, on a regardé qu'est-ce qui était chargé aux autres entreprises




versus ce que Consumers Gas va charger à Gazifère, c'est raisonnable. On a démontré que c'est même plus bas chez Gazifère. 




Alors, je crois que la preuve est là que c'est raisonnable, puis Gazifère comme c'est là, c'est la raison pour laquelle on n'a pas entrepris les démarches, des démarches exhaustives tout de suite, c'est parce qu'on a été capable de nous démontrer que le tout était raisonnable. Alors... puis on croit que ça l'est, puis on croit qu'on reçoit aussi et le niveau... la qualité de service et les services qui sont requis immédiatement. Alors...


315
Q.
Je vais reposer ma question et peut-être que... maybe Mr. McGill would like also to reply. So I will ask the question in English. Should the Régie not find reasonable the increase proposed by Gazifère, what would happen? Would Enbridge provide the service anyway at the existing tariff?




MR. STEVEN H. McGILL:



A.
I expect that in the short term, in order to make sure that Gazifère was held whole and that its customers were held whole, that Enbridge would probably continue to provide the services. I do not think that the company would entertain that in the longer term, so an alternative would have to be sought out. And to what extent that might impact the




level of service provided in Gazifère, I cannot say.




Another point, I think, with respect to these transfer prices and the issue as to whether or not the market has been tested, I think if you take a look at document 6.15 that the majority of the transfer prices set out in there are based on market prices. So to that extent, the market has been tested and it's the minority of the transfer prices that are based on fully allocated costing.




THE CHAIRMAN :




On the same wavelength, excuse me, I just want to understand the other side of the question. What if, for instance, Gazifère would find out that, let's take the payroll as an example, that a pleiad of banks are willing to do the payroll at no cost, which is maybe not that rare either, in that case, how much flexibility does Gazifère have to say by Monday morning, the payroll is done by Banque Nationale and, by the way, I want to have a reduction of so much.




Are you in a position to not only accept a rapid decision by Gazifère to go its own way, because they have found out a way to do it, but at the same time, be in a position to identify the specific amount of credit that suddenly they will receive, they should be able to receive, because that is the other side of




the coin?



A.
I think our initial response would be to try and find a solution that would meet Gazifère's needs. So in your example if a service is going to be provided for free, that would be a very difficult issue to address. And I am not certain what solution could be accommodated that would provide Gazifère with an alternative.




Otherwise, I think Enbridge Consumers Gas or other elements of Enbridge that are providing the service would have to consider whether or not, from a business standpoint, it made sense to continue to do that at a reduced fee. And if it did not, then I think Gazifère would be in a position where it would have to seek out a third party alternative.




But I think we would have to look at these things item by item, as example specifically, in order to determine whether it made business sense for Enbridge Consumers Gas or Enbridge Commercial Services to continue to provide the service given that the cost of providing it could not be recovered.


316
Q.
So the first reaction would be to try to match up the market bid, if I can put it this way? Like I took the example of the payroll which does exist, that banks are doing that for your smile almost or just the willing of playing with your money...



A.
I think in that example, the bank would not just take on the payroll for nothing. They would be looking to capture some other services as well.


317
Q.
That is right, but as such, it does not cost you anything...



A.
But then you would have to take a look at the cost of the entire package of the services that were coming from the bank, because presumably they would be making their money somewhere. But again, I think it is going to come down to a business decision within Enbridge to determine whether or not it just would make sense to carry on providing the services.


318
Q.
To match up... O.K. And if not, then, it would be quite easy to identify the amount of reduction in the servicing?



A.
Well, but there is also an issue around the affiliate code. To the extent that we have a market price...


319
Q.
But if you are not providing any services, there is no problem with the code then?



A.
No, that is right. But Enbridge Consumers Gas may find itself in the position where it just could not move off the market price and it would just have to step back and stop providing the service. I think that is the ultimate position that could have to be taken in an extreme case.


320
Q.
And one extreme is the fact where somebody or Gazifère has found out somebody else to provide the service at a better price than Enbridge. Then it




would be a business decision for Enbridge?



A.
I think my earlier point is is if that was the case, that would be a market price and that would be allowable under the code of conduct.


321
Q.
So you would be allowed to match the zero price?



A.
In terms of the code of conduct, yes.




Me NICOLAS PLOURDE :


322
Q.
I understand that the OEB's decision which you are expecting for December will have or may have an impact on the charges, on the amounts charged by Enbridge to Gazifère?



A.
I do not anticipate that the Ontario Energy Board's decision in the Consumers Gas fiscal two thousand (2000) rate application will have any impact on these charges. The Ontario utility affiliate code was not an issue in the hearing. The non-utility elimination with respect to these costs was not an issue in the hearing. And I would be very very surprised if there is anything in that decision that would cause us to reconsider any of these transfer prices.


323
Q.
It would be at least the case, I think, and you will I am sure correct me if I am wrong, it will be the case for charges charged or services charged at the fully allocated cost, because in that fully allocated cost, you have a -- you take the rate of return, so...



A.
Right, but I think what we have tried to explain in




some of the interrogatory responses is that Enbridge Consumers Gas is operating under a PBR. And when that PBR was established, there was a reduction from Enbridge Consumers Gas' O&M base for the value of non-utility transactions. So we have a three-year PBR, so to the extent that the PBR base had been reduced for non-utility cost, that is what we have to live with for the three years. 




So provided -- and the OEB has already approved, made its PBR decision, approved the PBR base, approved the PBR formula. So the only things at issue with respect to Enbridge Consumers Gas' O&M is the application of the PBR formula in Ontario and the Z factor that we introduced for CIS.


324
Q.
I may not have been clear. I refer you to section 2.3.3 of the code which says to the cost based price, you are allowed to add a return on investment. And this return on investment shall be the higher of the utility's approved rate of return or the bank prime rate. I understand that the rate of return you are asking is -- you told us the number, I did not write it down, eight point...




MS. HOLLY REYNOLDS:



A.
Eight point five seven percent (8.57%) is our requested rate of return.


325
Q.
Eight point five...



A.
Eight point five seven (8.57)


326
Q.
Seven percent (8.57%). Should that rate of return be less, should the rate of return granted by the OEB be less, I understand that this will have an impact on the fully allocated cost?



A.
It will not have an impact on the fully allocated cost, it will have an impact on the rate of return component that gets added to the fully allocated cost.


327
Q.
So the charges will go down?



A.
I do not expect that it will be significant...


328
Q.
No, but...



A.
But you are correct. To the extent that the Ontario Energy Board comes back with an allowed rate of return less than the eighty point five seven percent (8.57%), we will assess the impact that that will have on the charges to all of our affiliates. And to the extent that it is significant, yes, we will adjust the transfer prices, but I expect that it will probably be immaterial in the case of Gazifère.




THE CHAIRMAN :




Is the rate of return subject to a formula or...




MR. STEVEN H. McGILL:



A.
Yes, it is. Yes, it is and, as far as I am aware, that was not a contentious issue in our rate here.


329
Q.
So the eight point five seven (8.57), if does reflect




the formula, in fact, it should not change?



A.
I would be surprised if it changes from a...


330
Q.
O.K...



A.
And if it does, I do not think it would be significant.




Me NICOLAS PLOURDE :


331
Q.
I would now like to move to the CIS topic. I guess Mr. McGill is the best person to answer...



A.
It seems that way.


332
Q.
You have been designated the expert on the issue. You told us that the code did not apply to CIS charges?



A.
That is correct.


333
Q.
Why, therefore, was the price of the CIS service to be provided to Gazifère established using the market price and not a cost base price?



A.
The main reason for that, and again it is a similar situation as to the one I described between Union and Enlogix, its CIS equivalent, and that is the fact that the CIS Service Agreement that Enbridge Consumers Gas has with Enbridge Commercial Services has a favoured nations provision in it. And that would put Commercial Services in a position where, if they were to provide a lower price for the same kind of service to another company, another affiliate, then that they would have to honour that price with respect to Enbridge Consumers Gas. And that was not acceptable...


334
Q.
Who are the shareholders of Enbridge Commercial Services?



A.
The shareholder is Enbridge Inc., ultimately the same shareholder as Enbridge Consumers Gas and the shareholder in the case of Gazifère.


335
Q.
Is it expected that Enbridge Commercial Services will make a profit out of the CIS Agreement with Gazifère?



A.
I would rather not get into the specifics of that, to that extent that I am aware of them, but suffice to say that the business case in support of the CIS activity in Enbridge Commercial Services is marginal. And whether or not Gazifère would drive a decision one way or another as to how Commercial Services was going to go forward and offer the CIS service, I cannot really say. I do not think it would have a significant impact, so...


336
Q.
Impact on what? I am not sure...



A.
On how Commercial Services was to offer the CIS service.


337
Q.
But that is not my question. I am not sure you answered it, but...



A.
Well, try again and I will try and help you.


338
Q.
With respect to profits, will Enbridge make a profit out of the CIS Agreement with Gazifère -- sorry, Enbridge Commercial Services? Did you say it would be marginal, was that your answer? If not, I would like a precision on that?



A.
And I think my answer is that I do not really know. I




think...


339
Q.
Would it be possible to find out?



A.
At this point in time, I really do not think it is. I think there is a business case put together to support the treatment of CIS and when that business case was put together, I do not believe it included any costs or revenues for Gazifère. So I do not think those figures are in existence right now. And in terms of Commercial Services businesses, I think it would be pretty much an issue of trying to allocate costs associated with specifically supporting the facets of CIS that are unique to Gazifère and then allocating sort of general support costs of the application as well. And I am quite certain that that has not been done.




(14 h 42)




THE CHAIRMAN :


340
Q.
If I take the question in broader, issue a broader perspective, ECS then is a wholly-owned subsidiary of ECB, or...




MR. STEVEN H. McGILL :



A.
And Enbridge Inc.


341
Q.
So it is, in fact, a business in itself, a business unit, this is not a cost centre, this is a business unit with specific targets of, I assume, revenues and profits?



A.
It is, yes, it's been set up as a separate affiliate




company to provide this service.


342
Q.
Alright. So as such, it is a company?



A.
Yes.


343
Q.
Therefore, the shareholder is probably entitled to receive some earnings out of that, or dividends out of that company?



A.
And I don't know whether the shareholder will or will not.


344
Q.
Okay, but that is...



A.
I can't tell you that based on the fees that Enbridge Consumers Gas will be paying for the CIS service, I don't believe that they will recover the full cost of the CIS application over the life of the contract that is in place right now.


345
Q.
But the business itself is set up as a business...



A.
Yes.


346
Q.
... and as a business, of course, some people owning the business are entitled to receive some, call it dividends or earnings...



A.
If possible


347
Q.
... and if they don't, they always have the opportunity to change the leaders of that business unit...



A.
That's right.


348
Q.
... so they can have the returns?



A.
That's right.


349
Q.
But that is a business unit, not a cost centre?



A.
Yes.




THE CHAIRMAN :




Okay.




Me NICOLAS PLOURDE :


350
Q.
Apart from Enbridge and Gazifère, does ECS have any other clients?



A.
Yes, they do, Enbridge Services Inc., which is the unbundled retail energy services company that was recently launched in Ontario. So that entity now owns all of the original rental assets of Enbridge Consumers Gas, the rental hot water tanks and heating equipment; it now takes on all of the service work for, in home appliances and the...


351
Q.
Apart from that, apart from...



A.
... appliance sales business. So all that is outside of Enbridge Consumers Gas, it is in a separate company, and that company is also a client of Enbridge Commercial Services.


352
Q.
Any others?



A.
Not that I am aware of at this point in time.


353
Q.
Do you expect to have any others?



A.
Right now, the mandate, or the primary mandate for Enbridge Commercial Services is to provide services to affiliate companies. Now, they may broaden that scope but, as of yet, it is uncertain as to whether or not they are going to be prepared to do that.


354
Q.
Do you know what would be the amount charged to Gazifère if a cost-base price would have been




established for the CIS service, or fully allocated...


355
Q.
Well, at one point in time, actually at a couple of different points in time, we had anticipated closing CIS to the rate base of Enbridge Consumers Gas. And we would have allocated a portion of that capital, which would have been in total the hundred and twenty million dollars ($120M), and roughly it would have been one and a half percent (1.5%) of that rate-base amount, would have been allocated to Gazifère.




And then Gazifère would have paid depreciation return and tax, so that Enbridge Consumers Gas could recover that one and a half percent (1.5%) of the rate-base amount of CIS. And that would have been the cost-base fee, if you will, for CIS, had we closed it to rate base.


356
Q.
What would that amount have been?



A.
I think Mrs. Reynolds has just come up with something quickly here, so I will let her give you that.




MS. HOLLY REYNOLDS :



A.
The capital allocation to Gazifère of the hundred and twenty million dollars ($120M) of CIS cost would have been approximately one point eight million dollars ($1.8M), which Gazifère would have had to recover in depreciation over five years, I believe, is the amortization period we were proposing.




MR. STEVEN H. McGILL :



A.
Actually, I think our original evidence was that we amortize it over seven years, so...


357
Q.
Could you please, as an undertaking, put this on paper, with the exact figures?



A.
Well, I don't think they are going to deviate much from what we have given you, because...


358
Q.
You are telling me five or seven, I just want to be sure.



A.
Oh, seven years.


359
Q.
Seven years?



A.
Definitely.


360
Q.
Okay, one point eight ($1.8M) on seven years?



A.
Yes. When we were proposing to close CIS to rate base, we were proposing a seven-year amortization period.


361
Q.
What would that have represented yearly?



A.
That would have been two hundred and fifty thousand dollars ($250,000) a year, in simple straight-line depreciation.


362
Q.
Compared to what?



A.
Well, and then on top of that, there would have been return and tax and some operating costs, so you probably would have been in excess of three hundred thousand dollars ($300,000) a year.




THE CHAIRMAN :


363
Q.
In your calculation, you are using the total cost of




one hundred and twenty million dollars ($120M)?



A.
That's correct.


364
Q.
Okay. Why would you not be using the eighty-five million dollars ($85M)?



A.
The eighty-nine million ($89M)?


365
Q.
Eighty-nine ($89M).



A.
Because we would have been put in a position where we would have had to have allocated all of what we had closed to rate base, whereas the way the arrangement is structured now, I don't believe we need to do that.




Me NICOLAS PLOURDE :


366
Q.
That would have been the cost-base price?



A.
Yes, it would have.


367
Q.
In excess of, more than three thousand...



A.
More than three hundred thousand ($300,000) a year.


368
Q.
... three hundred thousand dollars ($300,000) per year.



A.
So the market-base price is favourable to Gazifère.


369
Q.
I refer again to GI-4, Document 6.15 - Billing Services.



A.
Yes.


370
Q.
I am not sure I understand why there are no figures for nineteen ninety-nine (1999) with respect to billing services and CIS.



A.
Okay. I think, if you take a look at the entire section called, "Billing Services", you will see that




there are, the first three line items show up in nineteen ninety-nine (1999) but not in two thousand (2000). And those three line items would have comprised the billing costs charged to Gazifère in nineteen ninety-nine (1999), and basically they are replaced by the billing services entry that you are seeing there on the, I guess the fourth line down under that heading.


371
Q.
It is quite an increase.



A.
Yes, it is. And it is driven largely by going to the market price and the need to recover fully allocated costs.


372
Q.
That is the simple explanation?



A.
That is the entire explanation.


373
Q.
So I really fail to understand how there could be such a big difference between what was paid by Gazifère last year and the previous years and what it is being charged now, or what is proposed, for the same thing, basically.



A.
Well, to some extent, it is the difference between the market price and the direct costs that were charged to Gazifère in the past, and to, and the remaining difference is the difference between the fully allocated costs of providing some of the services and the direct costs that were charged to Gazifère in the past.


374
Q.
When I spoke about profits earlier, am I to understand that the difference is profit?



A.
No, I don't really think that is the case. And again, it comes back to your definition of costs. Enbridge Consumers Gas is required to recognize the fully allocated costs of providing the service. It has had those costs removed from its Ontario cost to service, and in order to recover those costs, it has to charge these prices to Gazifère. Now, to the extent that, in some cases, the market price may be higher than those fully allocated costs, there is a margin, a positive margin created for Enbridge Consumers Gas, and that is in fact the case in this situation. And as I indicated earlier, it may not always be that case.


375
Q.
Okay. Well, you will have to help me. For nineteen ninety-nine (1999), the one fifty point seven (150.7) is what you tell me the fully allocated costs?



A.
No, that is the direct cost that was charged to Gazifère.


376
Q.
That is the direct cost.



A.
I don't know what the nineteen ninety-nine (1999)...


377
Q.
I should add the hidden overhead, or the, let's use "general overhead", your term, what would that amount have been?



A.
I don't know, and I will look to Mrs. Reynolds to see if she does, but I don't have that figure with me.




MS. HOLLY REYNOLDS :



A.
I don't have that information with me, that information is available in the office. Again, not,




we don't calculate the fully allocated cost for billing services; however, I can determine a fully allocated proxy using our overhead factors.


378
Q.
Could you please do that?



A.
Yes, I can do that.


379
Q.
Okay, if, again, if I understand correctly, the amount to which you should arrive at, one fifty point seven (150.7) plus general overhead, it is going to give you X amount, this X amount should equal the previous amount you gave me of one point eight million ($1.8M) on seven years?




MR. STEVEN H. McGILL :



A.
No, it wouldn't, because this...


380
Q.
You told me that the one point eight ($1.8M) on seven years would be the fully allocated cost?



A.
Okay, but what, now what you are, you are mixing the CIS service with the billing services.


381
Q.
Okay.



A.
So they are two separate things. The CIS service never existed as a stand-alone thing before the two thousand (2000) fiscal year. So the comparison, to compare the three hundred and five thousand dollar ($305,000) figure to what, to the fully allocated cost of billing in nineteen ninety-nine (1999), in order to do that, what we need to do is take the sum of these three numbers here, which amount to about a hundred and fifty thousand dollars ($150,000), gross




it up to a fully allocated cost, and then compare it to the three hundred and five thousand ($305,000). And that is where you are really going to see the difference between fully allocated cost and the mixture of, and the market price that is driving at the three hundred and five thousand ($305,000) this year.


382
Q.
Could you please do that for me also?



A.
And I think that is what we interpreted the original undertaking to be.




THE CHAIRMAN :




That is No. 27?




Me NICOLAS PLOURDE :




I think I will let Mr. McGill define my undertaking.




MR. STEVEN H. McGILL :



A.
I just want to make sure we understand, that is all.




THE CHAIRMAN :




So how would we describe it?




Me NICOLAS PLOURDE :


383
Q.
No, but you can put it in writing?



A.
Sure.




THE CHAIRMAN :


384
Q.
Could you just repeat what you are going to do?



A.
That we will provide the nineteen ninety-nine (1999) fully allocated costs for billing services. And then you can compare that to the three hundred and five thousand ($305,000) for fiscal two thousand (2000).


385
Q.
And just to make sure that we don't get mixed up with the fully allocated definitions, what you do define as the fully allocated costs is the direct costs plus the overheads?



A.
Overheads.


386
Q.
And are you going to include also the return which was...



A.
The return?


387
Q.
... a return?




MS. HOLLY REYNOLDS :



A.
I will separate out the return component, because that wasn't a factor in nineteen ninety-nine (1999), there was no requirement to include a return, and none would have been calculated.




THE CHAIRMAN :




Okay.



A.
But it is fairly straightforward to calculate that component.




THE CHAIRMAN :




Okay.




UNDERTAKING 27 :

Provide the 1999 fully allocated costs for billing services and the return component.




Me NICOLAS PLOURDE :


388
Q.
Do we have anywhere in the evidence, when we speak of CIS services, we know what exactly it is, we have, I think, a list of what is included in the CIS services, and we know how much it is going to cost?




MR. STEVEN H. McGILL :



A.
Yes.


389
Q.
What is proposed. Do we have the amount that was paid by Gazifère up to today for the same services somewhere?



A.
No, because the CIS service is a new service.


390
Q.
It includes a lot of things that were...



A.
Okay, let me backup and give you a little bit of the background here. Up until, I guess CIS, in the context of what we are talking about now, the Customer Information Systems that Consumers Gas had and was using up until this spring were all funded out of O&M costs, they weren't capitalized, they didn't, the software didn't become an asset and part




of the company's rate base.




So what happened was, these systems were built over about a twenty-five (25) year period of time. And all that was really charged or allocated to Gazifère over that period of time was a portion of the annual maintenance cost of maintaining and adding some enhancements to those systems. So that now what's happened is we said, rather than working that way, we have gone and created a service bureau in essence to own and operate CIS and provide the services back to the company, or the affiliates.




So that right now, what we are doing is, in essence, replacing something that was allocated out of Consumers Gas's O&M to Gazifère or the charge to another company for the provision of a CIS service. So somewhere embedded in that nineteen ninety-nine (1999) fully allocated cost of billing would have been allocations from Consumers Gas's Information Services group, and some of that work that those people do would have been for maintaining and operating and adding some enhancements to the company's older billing systems, and that is how the cost for that information technology would have flowed to Gazifère in the past.


391
Q.
So it is impossible for us, what I am trying to grasp is, Gazifère will be paying a lot more for a service




that was in the past provided and will be in the future provided, with no added value, or not much...



A.
Well, I think there is definitely added value, in that the...


392
Q.
Would the added value explain the total increase?



A.
Probably not directly, no, because I think the added value comes in several ways, it comes (1) from being able to do some processes better, having more functionality, and by moving to a new technology, the relational data base we spoke about earlier, and client/server technology, that application becomes easier to change and work with and less costly to maintain in the future.




So that basically, we were in a position where the long-run continuation of the status quo of their systems was not viable. We were facing situations where we couldn't even hire computer programmers with the kind of programming skills we needed to maintain the old systems. So they had to be replaced at some point in time, and CIS is the replacement.


393
Q.
I will now refer you to Exhibit GI-4, Document 6.17.




(15 h)




Document 6.17, to a question from Option consommateurs, Gazifère answered, or you answered, that Gazifère did not invest in the initial system?




MR. STEVEN H. McGILL :



A.
Yes, that is correct. Gazifère has never contributed financially to the development cost of CIS, and it's never been allocated any of those costs in the past, so it's never had to pay them.


394
Q.
The initial system was used as a starting point for the new system?



A.
To some extent, some of the functionality and some of the processes that are automated in the new system are the same or similar to what was in the old system.


395
Q.
Would you agree with me that the old system -- let's call it like that -- was developed by Gazifère and by Enbridge, with the money they both put in the system in their respective portions?



A.
In that Gazifère paid allocations of the cost of building, maintaining and enhancing the old systems, or as we called them legacy systems over time, they contributed towards that. But these systems were never capitalized, there was never a net book value associated with them, and I don't think there is any real value to carry forward. 




I think those systems were developed by Consumers Gas, by Consumers Gas personnel or their contractors, and to some extent, there were features added to those systems that were brought in to meet the unique needs of Gazifère, but those things would have been




in the minority.


396
Q.
So, nowhere is the contribution of Gazifère over the years recognized?



A.
Well, I think, over the years, Gazifère paid for what Gazifère got. And I wouldn't characterize that as an investment in a software solution or the development of one.


397
Q.
Never was the money put in by Gazifère used to develop the system, was it only to get the service?



A.
I don't think so, no, because the costs that were incurred by Consumers Gas to develop the system, as it related to Gazifère, were eliminated from Ontario rates. So, Enbridge just recovered its cost of doing that work, it never made any money by doing that. It never earned a return on the legacy systems. So, I don't think there is really any financial value there to consider.




Me NICOLAS PLOURDE :




Thank you. Je n'ai pas d'autres questions.




LE PRÉSIDENT :




Merci, Maître Plourde. Avez-vous besoin d'une pause? On va prendre une pause de quinze minutes et on va recommencer à trois heures et vingt (3 h 20). Merci.




SUSPENSION DE L'AUDIENCE


---------------------




REPRISE DE L'AUDIENCE




LE PRÉSIDENT :




Très bien, nous allons poursuivre avec maître Rondeau pour la Régie.




CROSS-EXAMINED BY Me PIERRE RONDEAU :


398
Q.
I will start with general questions pertaining to the Affiliate Relationships Code, and I would presume that Mr. McGill might be the individual...




MR. STEVEN H. McGILL :



A.
I will do my best to help you.


399
Q.
... with the best knowledge upon the matter. It is just to situate exactly the Affiliate Relationships Code which came into force on the thirty-first (31st) of July; that is a fact?



A.
Yes.


400
Q.
What was the process that led to the adoption and approval by the Board of the Affiliate Relationships Code?



A.
I am not a hundred percent certain of the timing, but as I recall it, the Ontario Energy Board issued a draft Code of Conduct in April of nineteen ninety-nine (1999) to interested parties, which would have been the utility and most of the regulator intervenor groups in Ontario, requesting comments. I believe they issued a second draft in May or June, and let




the interested parties have one more opportunity to comment on it, and then the final Code as we have it now, and that became effective July thirty-first (31st), was issued, I think, probably a week or two in advance of that.


401
Q.
Shall I understand that when you said that the Board prepared a draft, or a proposed code, and sent it out to interested parties, and they had, everyone, including the utility, had the opportunity to comment upon it, was it done in writing exclusively, was there a hearing, or was it part of another process, a negotiating process?



A.
As far as I am aware, it was entirely done in writing, that the parties just returned their comments to the Board in writing.


402
Q.
And it is, in April, when you first received the draft copy of the proposed Code, that is when you just about gave mandate to Mr. Turner, or Ernst & Young, to establish the, to verify, overview, the...



A.
Yes, I think it was about at that point in time we saw a need to review our transfer prices and that Ernst & Young was brought in to take a look at the situation and make some recommendations to us.


403
Q.
And I do...



A.
I wasn't directly involved in that process.


404
Q.
Yes, that is why I was, the statement I was going to make, I assumed from your answer that you were not directly involved in the process?



A.
That's correct.


405
Q.
You were informed, I would assume, by another department that it was coming up, when were you first made aware of the fact that you would have to price your services according to the proposed Code?



A.
Well, I think we anticipated that fairly early on in the process, because we were party to the draft documents that the OEB had circulated. I can't recall the exact wording in the original drafts concerning transfer prices and affiliate transactions, but given the content of the earlier drafts, that we foresaw the need to study transfer pricing and become prepared for the eventual implementation of the Affiliate Code.


406
Q.
You are saying you were party to preparing the draft, was that prior to April, or was it in April that...



A.
The draft Code?


407
Q.
The draft Code, correct.



A.
To the best of my recollection, that was the time the first version of the Code, or the first draft was circulated.


408
Q.
And you are also saying that, notwithstanding the Code, you were already envisaging or thinking about overviewing your pricing practices?



A.
Well, we knew the Code was coming, and...


409
Q.
You knew the Code was coming from, what is the time frame, in January, February, or prior to that?



A.
I think Mr. Turner indicated to me that there were




some discussions or position paper issued by the Lieutenant-Governor in Council in Ontario, we had a new Energy Act in Ontario, which became effective in November of nineteen ninety-eight (1998), and Enbridge Consumers Gas also was, I guess, agreed to, I guess is the right word, to new undertakings with the Lieutenant-Governor in Council in Ontario in the fall of nineteen ninety-eight (1998) as well. So, there were a number of things that were contributing towards the development of the Affiliate Code of Conduct as we see it today.


410
Q.
Maybe, Mr. Turner, could you add to what Mr. McGill has been saying?




MR. ROBERT D.M. TURNER :



A.
Not very much. I believe there had been a rate case hearing for another applicant in early ninety-eight ('98), a decision was rendered by the court that dealt with some of the transfer pricing issues, I believe in the summer of ninety-eight ('98). And then I think with all the other developments that Mr. McGill has been referring to, it was anticipated the Board would clarify its position and finalize a position on the inter-affiliate transfers of services.


411
Q.
And to your knowledge, does the Code have an impact on the inter-corporate service agreement that you have, and which you will find under Exhibit GI-4,




6.12? 6.1.2, I am sorry.




MS. HOLLY REYNOLDS :



A.
There shouldn't be a significant change to the services agreement that is currently in place between Enbridge Consumers Gas and Gazifère. What will happen is, there will be an amendment to the agreement signed, which will take into account any of the requirements of the Code that aren't currently part of the services agreement.




And I think for Gazifère, for most of our affiliates, some of the things that were missing were an apportionment of risk comment as well as a negotiation, a dispute resolution negotiation comment, and Gazifère already incorporates those concepts into its main agreement. So, my expectation is if there is an amendment signed to this agreement, it will be very minor, there won't be many additional things that will have to be taken into account.


412
Q.
I was just referring to page 2 of the said agreement, the inter-corporate agreement, paragraph 3, section 3, is there any relation now, or between the Code and the requirement for getting prior approval from the Ontario Energy Board for affiliate transaction aggregating a hundred thousand dollars ($100,000) or more, has it changed with the introduction of the Code?



A.
The Code actually didn't change this, it was the undertakings that we negotiated or entered into with the Lieutenant-Governor in Council. Prior to March thirty-first (31st), ninety-nine ('99), our old undertakings required that we have prior approval of any transaction, or series of transactions, which was expected to be greater than a hundred thousand ($100,000) or more annually.




The new undertakings have removed that requirement, there is no longer a threshold, and there is no longer a prior approval requirement with the new undertakings. So, this section 3, on page 2, will be changed in the amendment to the agreement.


413
Q.
Mr. McGill, I am referring you to section 2.3.2 of the Affiliate Code and to document 6.1.3.




MR. STEVEN H. MCGILL :



A.
Which section of the Code was that?


414
Q.
2.3.2 - Transfer Pricing.



A.
Yes, I have that.


415
Q.
Okay. And you have the answer to the question under document 6.1.3, where you are explaining that the Code did not apply to transactions between Enbridge Commercial Services and Gazifère for CIS?



A.
Yes.


416
Q.
That was your statement?



A.
That's correct.


417
Q.
And do I understand that it is not because Gazifère is not a utility according to the Code?



A.
That Enbridge Commercial Services is not a utility.


418
Q.
The basic reason why is that Gazifère is not a utility according to the definition contained in the Code, that is the reason why it doesn't apply?



A.
Yes.


419
Q.
Yes, okay. And the purpose of the act, you're saying, was to establish a level playing field?



A.
Yes, so that the utility, an Ontario utility could not provide services to an affiliate at a preferential price.


420
Q.
And I would assume that Gazifère is not a player?



A.
In the Ontario market today, I would agree that Gazifère is not a player.


421
Q.
Has there been any cost -- well, additional cost to Enbridge for services provided to Gazifère further to the coming into force of the Code?




(15 h 30)



A.
I think as far as Enbridge as a whole goes, the only incremental cost that we are aware of is the cost of the Ernst & Young work in determining and establishing the market price benchmarks. And those costs were absorbed by Enbridge Inc., not either of the utility affiliates.


422
Q.
O.K., by the...



A.
The parent.




THE CHAIRMAN :




That is the seven days or ten days you spent on it?




MR. BOB TURNER:



A.
At cheap price. I'm quoting.




THE CHAIRMAN:




Yes, you said you were cheap...




Me PIERRE RONDEAU :


423
Q.
And your O & M formula has been adopted prior to the introduction of the code?




MR. STEVEN H. MCGILL:



A.
In Ontario?


424
Q.
Yes? 



A.
Yes, we had an OEB decision on our PBR proposal, I believe, that was rendered about the end of March of nineteen ninety-nine (1999). So, that preceded the issuance of the final affiliate Code of Conduct.


425
Q.
And your formula would be applicable for year two thousand (2000)?



A.
Yes, the PBR arrangement and the formula came into effect on October -- well, it will come into effect retroactively on October...


426
Q.
Retroactively to October the first (1st)?



A.
... the first (1st) of nineteen ninety-nine (1999).




THE CHRIAMAN:




And for how long, is it a three-year...




MR. STEVEN H. MCGILL:



A.
Yes, it is a three-year PBR.




Me PIERRE RONDEAU :


427
Q.
And I am now referring you to GI-4, document 6.12, in answer to question 2.1 by the Régie...



A.
Yes.


428
Q.
You have the document?



A.
Yes.


429
Q.
I do not know who will answer, but I will put the question to the panel. I am referring to the amount removed from Enbridge Consumers Gas' budget, management fees, direct billings and inventories?




MS. HOLLY REYNOLDS:



A.
Yes.


430
Q.
Those were the costs removed from the cost of service, I understand?



A.
Those are the full...


431
Q.
Budgeted?



A.
That is right, on a forecast year basis, those are the costs, the fully allocated costs of services provided to Gazifère.


432
Q.
And those were the numbers further approved by the Board? Was it subject to an approval by the Board,




specifically identifying that these were the costs removed from the cost of service of Enbridge?



A.
They would have been...


433
Q.
Specifically for Gazifère, that is the question I am putting to you?



A.
For the nineteen ninety-nine (1999) Board approved budget, the Gazifère amount was specifically highlighted in the -- I believe we had ten point eight million dollars ($10.8 M) removed from cost of service related to our non-utility activities, and it would have been specified by entities. So, Gazifère would have been one of the entities that made up the ten point eight million dollars ($10.8 M) that we brought to the Board.


434
Q.
And it was broken down so that you could identify the amount of a million four hundred and forty point three...



A.
That is correct.


435
Q.
... as it pertained to Gazifère?



A.
That is correct.


436
Q.
But it was not the case for ninety-eight ('98) and ninety-seven ('97)?



A.
I would have to go back to the evidence. I know the way we originally presented the evidence in all three years was to show the total fully allocated cost of service by department, and then we would show recoveries by affiliate. And then, in nineteen ninety-nine (1999), we were asked to show it the




other way as well, to show the fully allocated cost by non-utility activity. So, I know for nineteen ninety-nine (1999), it exists in evidence and I am not sure about ninety-seven ('97) or ninety-eight ('98).


437
Q.
So, why is it that in nineteen ninety-nine (1999), I guess nineteen ninety-seven (1997) and nineteen ninety-eight (1998), did you not charge the amount that you were removing from the cost of service of Enbridge? What was the rationale behind it?



A.
The reason we chose not to charge the fully allocated cost was when we looked at the costs, there was no direct link between many of the overheads and the service that we were providing to Gazifère. So, we chose not to bill those costs where there was no direct link.


438
Q.
Could it be said that there was some form of sharing arrangement instead of pricing arrangement?



A.
No, there was no conscious effort to share the overheads or do anything of that nature. Gazifère wouldn't have been presented with our fully allocated cost, they would have been presented with the direct costs and they would have agreed to pay the direct costs. We did not negotiate with Gazifère to split it down the middle and each take a share. It was very much -- we billed the direct cost to Gazifère and the shareholder absorbed the difference.


439
Q.
And so, you said earlier that the code did not bring




any additional cost or Enbridge, say, for the fees paid to Ernst & Young, so I would assume that all of the excess revenue generated by the increase of nearly seventy-five percent (75%) would accrue to the shareholder; that was your testimony earlier?



A.
We still removed the fully allocated cost of services from our Ontario utility cost of service. So, for our nineteen ninety-nine (1999) budget, for example, we have removed one point eight million dollars ($1.8 M) from cost of service. So, the shareholder is still at risk to recover the costs that have been removed from cost of service. There is -- the Code was not designed to provide the shareholder with any advantage or disadvantage. The Code's objective was to ensure a level playing field and no cross-subsidization.




The Code does not govern the preparation of our O & M. If we ignore PBR, the Code does not govern the removal of the fully allocated cost. We do that because of a decision of the Board specifically directing us to do that, and at the moment, we do not anticipate that the Board is going to change that directive. 




When we rebase for PBR purposes, we expect that we will still have to remove the fully allocated cost of providing services to affiliates from our Ontario




utility cost of service and the Code will still have the requirements to charge market prices or a cost base price.




So, while there is some connection between fully allocated cost removed from cost of service and what we charged to affiliates, to the extent that there is a market price that is not the same as our fully allocated cost, there is a disconnect there.


440
Q.
On the other hand, would it be a fair statement that if we were to put the Code aside, that considering the new formula for O & M, that it helps the company in their results, to increase the cost of services or the pricing to Gazifère?



A.
To the extent that we have removed the fully allocated cost from cost of service, it is then -- the onus is on the shareholder to recover those amounts somewhere, either through additional activities or through recoveries from affiliates. Without the code coming into effect, we may have continued on with our historic transfer pricing or we may have decided that we were unwilling to live with the impact to our bottom line, as a result of not billing the fully allocated cost and we may have made the decision to bill the fully allocated cost in any event.


441
Q.
I will put a few questions to Mr. Turner. On page 2 of your report to Mr. Marois...




MR. ROBERT D.M. TURNER:



A.
Yes.


442
Q.
You are mentioning at paragraph 3 that you searched for comparable data, "a search for current market data was conducted for each business service provided"?



A.
That is correct.


443
Q.
Where did you collect that data, I understand it was basically in the States, not in Canadian jurisdictions?



A.
That is not correct. There are two types of data. The first type of data is where we are looking at specific transactional prices, for example, when we looked at the payroll services, we examined a contract between a Canadian payroll service provider and a Canadian customer. When we looked at the risk management activities, we got informal prices from a Canadian company providing those services in Canada.




When we looked at internal audit and legal services, we looked at Canadian firms providing those services in Canada. Where we relied on U.S. data was where we were looking for a profit margin to be applied to costs, to pick a particular price within a range of market prices. 




So, for example, when we looked at the payroll contract, the cost was approximately three dollars




and seventy-five cents ($3.75) per employee cheque or pay cheque.




The contract we had examined had a range of prices between three dollars and twelve cents ($3.12) and four dollars and four cents ($4.04). On the assumption that the three dollars and seventy-five cents ($3.75) represented a recovery of cost with no profit element, in trying to ascertain what an appropriate markup of those costs might be, we examined data. 




There is more publicly available data relating to U.S. companies providing this kind of information. So, we looked at their margin performance. It was not a price performance, it was their margin performance.




And we found that the profit of similar kinds of services ranged from five and a half (5 1/2) to almost twenty percent (20%) and we recommended a ten percent (10%) markup on the cost, the fully allocated costs or fully loaded costs of ECG.


444
Q.
That is for the market price, the markup?



A.
Yes...


445
Q.
Cost plus?



A.
That is correct.


446
Q.
And it is a ten (10) flat all across for the services...



A.
Yes, most services were ten (10). One service was fifteen (15) and that is the risk assessment business.


447
Q.
Risk assessment, fifteen percent (15%)?



A.
That is correct.


448
Q.
And the others are a flat ten percent (10%), that is correct?



A.
Yes, other than -- there are two that are not. One is the human resources which are just pure costs of zero. 

449

Q.
O.K.



A.
And the other one is the legal services fees which we used, the bottom average rate for lawyers. But other than that, it would be ten percent (10%). So, if you look at that three dollars and seventy-five cents ($3.75), if you mark it up by ten percent (10%), we would be above four dollars and four cents ($4.04), which was the comparable contract we looked at. And we restricted that charge to four dollars and four cents ($4.04) per pay cheque. So that was the markup.




But it is where we were looking at those percentage markups that we were using U.S. data, they are not specific pricing data, they are average profit margins.


450
Q.
Referring again to page 3, regarding the basket of services that you were mandated to review, you have them listed starting with finance and ending with information services?



A.
Yes.


451
Q.
I would just like to make sure that -- is it my understanding that information services that we find under exhibit document 6.15 were included in your study -- it is at page 2, the information services? I am just trying to determine which were basically reviewed by your firm and the ones that were handled by Enbridge directly?



A.
I think the information services is a kind of a blended thing in fact. We were involved in benchmarking some of the information services costs, but for purposes of the report, we did not provide, certainly for the Gazifère report, we did not provide any opinion vis-a-vis the market price of those.


452
Q.
For Gazifère...



A.
Gazifère.


453
Q.
Are you specifying Enbridge is a different thing?



A.
For Enbridge...


454
Q.
Is that what I understand?



A.
I believe that for Enbridge, we had assisted in benchmarking and providing some behind-the-scene support to Enbridge. I will have to check my notes in detail on that. 


455
Q.
And billing services, from your previous testimony, were included in your setting?



A.
Billing services were included and this would be an example of an overlap between the information services and true market pricing. One of the -- if we




look at billing services, among the costs included there, are the physical sorting and mailing of the bill...


456
Q.
The mailroom?



A.
... in the mailroom and we did have a market price for that activity. However, to the extent that the billing function is supported through ITS services, we relied on the benchmarking work that had been done or pricing work that had been done, looking at the information services department as a whole.




But we did not report separately and say "Here, your information services are this or that"
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THE CHAIRMAN:




Sorry, you started looking to your note to find out for the information services for Enbridge.




MR. R.D.M. TURNER:



A.
And I havn't found it yet.




THE CHAIRMAN:




Okay. we will just give you some time to... 




MR. R.D.M. TURNER:



A.
No. We did not...




THE CHAIRMAN:




So, basically, that line in your report, then, is interest out of the context, you are saying the primary categories of these services include, it is only a listing, it is not, if I go back to page 3 of your testimony, the basket, as referred to by maître Rondeau, the last line of page 3 was the information services. I understand that you did not supply any information for Gazifère, nor for Enbridge, then?




MR. R.D.M. TURNER:



A.
Not specifically, no.




THE CHAIRMAN:




Not specifically, Okay. 




MR. R.D.M. TURNER:



A.
To the extent that it is included in some of the costs shown in attachment 2, we have gotten comfortable with the level of charges and that they would flow through appropriately and that the cost overall seemed to be reasonable and reflective of industry standards.




Me PIERRE RONDEAU :


457
Q.
And at page 3 of your report to Mr. Marois, you are talking to transfer pricing methodology and referring to variety, your first sentence of transfer pricing




methods; are these the ones we find in the appendix to your document or are there any other ones?



A.
They are the ones identified in the document.


458
Q.
The only ones that were used?



A.
Yes. In some cases, they were used in combination, so as not to be a simple one method, you might look at two or three approaches to coming up with an answer.


459
Q.
Are there any other methods which were not used, but that exist according to...



A.
Yes, there are... there is a method called the resale minus method, that's typically where you are reselling a product to somebody else, so that if we were involved say in selling an appliance, that typically is sold on a resale minus basis.


460
Q.
Okay.



A.
The other method is a profit split basis and that is where you determine the overall business profits being earned by the entities and share them between the service providers and the other business elements. Those would be the other two.


461
Q.
And I would assume that the profit splits, it would not be...



A.
Would not apply in a regulated entity, no.


462
Q.
No. Your letter was addressed to Mr. Marois, were you mandated to Mr. Marois or was it just addressed to him by courtesy?



A.
We were asked by Enbridge Inc. to prepare a report to Mr. Marois.




THE CHRIAMAN:

Sorry. You were asked by Enbridge to prepare a rapport for...




MR. ROBERT D.M. TURNER:



A.
Enbridge Inc...




THE CHAIRMAN:




Inc.




MR. ROBERT D.M. TURNER:



A.
... to prepare a report for Mr. Marois.




THE CHAIRMAN:




Was he aware that the report was coming?




MR. ROBERT D.M. TURNER:



A.
I do not know. I assume it was initially requested in support of the rate application.




MS. HOLLY REYNOLDS:



A.
The need for the report was determined through discussions with Mr. Marois and madame Parent.




Me PIERRE RONDEAU :


463
Q.
And as a final question on your report to Mr. Marois, referring to the "final final project code", in the middle of the paragraph, you are saying, and I am




stating:






In the absence of definite guidelines from the Québec Régie de l'énergie, we have applied principles adopted by the Ontario Energy Board for inter-affiliate services.



What did you have in mind when you put in that statement in your report?



A.
There is a long story and a short story, so I'll try to stick to the short story. The whole area of cross-affiliate charges and the concern about cross-subsidization and avoiding competitive advantage to one party at the expense of another party or a group of stakeholders I think has been evolving over the last several years and as you look at the practices of various regulatory bodies, not only in Canada, but also in United States, you find that there is -- has been a fair amount of variety in the approached that they take to, in their affiliate charges.




Some of the regulators have tried to discourage any charges whatsoever or shared services, but I think there has been a growing realization of the business reality that has regulated industries change or evolve, go to performance-based returns, that there are going to be some... there is some degree of




shared services within the overall enterprises.




To my understanding, at the time this report was written, the Régie had not enunciated guidelines or principles as to how they would apply inter-affiliate charges.




The most recent pronouncements by a regulatory body had been by the Ontario Energy Board, where we had proposed that the inter-affiliate services could be handled in a manner that met their criteria through transfer pricing principles that where market focus or in the absence of a market focus, called for a cost based standard and therefore, since we were relying on a... for this purpose, the report to Gazifère, was based on work that had been done under the Ontario standards and a separate exercise had not been commissioned and there were no guiding principles at that time from the Régie, we said, okay, the work we have done is in accordance with standards and the process had been taken with the Ontario Energy Board, we should disclose that in our report. That's what was meant.


464
Q.
And you have been involved in transfer pricing, I guess for about ten (10) years...



A.
Yes.


465
Q.
... you were saying in your testimony? Are you aware of any cases where there was a conflict, additional




conflicts between codes in America? North America, I mean.



A.
Yes, North America. There are differences of opinions in codes. Some have mandated a particular markup on cost, some have not, some have mandated no transactions, so the businesses where you have a company which operates nationally, it's going to find itself in some potential conflict and sometimes you end up with one party or another party bearing a cost that might not otherwise have occurred, but they do arise. Hopefully, they will be reduced in the future.


466
Q.
And you do not have an example on the Canadian scene, by any chance?



A.
An example, I believe there was one in Manitoba, I do not know what the current status in Manitoba is, but Manitoba had taken the position that there had to be complete segregation between entities and there should be no inter-affiliate transactions. That would be an example of a conflict whereas in Ontario that would be permitted.


467
Q.
Okay, but there was not dispute, there could have been a potential dispute...



A.
There was not potential dispute, that's right.


468
Q.
... but I was referring to a real dispute and resolution.



A.
At this point, I am not aware of any, no.


469
Q.
Une question pour madame Vandal-Parent, comme vous êtes le client; est-ce qu'il va y avoir des économies




qui vont découler de l'introduction de CIS?




MME LUCIE VANDAL-PARENT :



R.
On s'attend à ce qu'il y ait des économies, oui, qui vont découler de l'application du nouveau système. Maintenant, pour l'an deux mille (2000), vu que c'est la première année puis c'est l'introduction du système puis tout ça, on s'attend à ce que les bénéfices ou les économies soient minimes, mais en l'an deux mille un (2001), on s'attend à voir, on ne sait pas de quel ordre, on ne sait pas d'où ça va provenir trop, mais on s'attend à ce qu'il y ait, vu toutes les fonctions, les nouvelles fonctions qu'il y  a dedans, qui vont nous permettre d'accéder à l'information un petit peu plus vite, je crois qu'il y a un... 




Alors, oui, en l'an deux mille un (2001) on s'attend à ce que les... vu que les systèmes vont avoir été rodés et puis que les systèmes vont fonctionner, j'espère, à ce moment-là à pleine capacité, qu'il va y avoir des économies qui vont se refléter pour nous.


470
Q.
Est-ce que ces économies-là vont être introduites dans la formule si elles devaient être approuvées sur les dépenses et comment est-ce que ça devrait se faire, selon vous?



R.
Vu que le système s'applique en l'an deux mille (2000) et qu'il commence graduellement à être




introduit, pour le moment on ne l'a pas inclus au niveau de la formule, il faudrait y penser, là, à savoir comment est-ce qu'on pourrait introduire ça, là, mais non, à ce moment ici, là, il ne fait pas partie de la formule. Ça n'a pas été pris en considération.


471
Q.
O.K. Et vous ne savez pas exactement comment est-ce que vous allez l'introduire l'an prochain lorsque ça...



R.
Pour le moment...


472
Q.
Oui.



R.
... vu qu'on ne sait pas exactement comment ça va se traduire, on espère qu'à cause de la nouvelle technologie, la flexibilité puis tout ça, que ça va offrir des gains substantiels, mais pour le moment, on n'est pas capable de l'évaluer.


473
Q.
Au document GI-4, document 6, page 7...




LE PRÉSIDENT :




Excusez, Maître, juste sur...


474
Q.
Pendant qu'on parle de gains sur le CIS, là, je suis juste perplexe et j'aimerais comprendre votre réponse. Les économies, est-ce qu'on parle d'économies, comment je dirais ça, là, quantitatives dans le sens que vous anticipez qu'éventuellement il pourrait y avoir réduction de personnel, dans ce contexte-là, ou ce serait des économies du style




augmentation de la productivité sans réduction de personnel, là; je veux juste voir la distinction entre les deux?




MME LUCIE VANDAL-PARENT :



R.
Effectivement, on pense qu'à un moment donné, il va y avoir réduction de personnel, tout simplement parce qu'il va y avoir beaucoup de transactions manuelles qui vont être effectuées, qui sont effectuées maintenant de façon manuelle, qui vont être faites à l'ordinateur...


475
Q.
Automatisées, oui.



R.
... tout ça. Donc, à ce niveau-là, il va y avoir des gains de productivité. On s'attend aussi, à cause qu'ils vont nous permettre d'appliquer des nouvelles méthodes de perception puis de gestion de nos comptes à recevoir, puis tout ça, on s'attend à avoir un meilleur - il y a juste le mot anglais qui me vient - un meilleur cash flow. Donc, de ce côté-là aussi on s'attend à avoir des gains. Alors, c'est un petit peu de ce côté-là, des deux, réduction de personnel et des gains.


476
Q.
Si je reste peut-être avec l'utilisation anglaise, est-ce que le CIS, pour vous autres, il y a un payout au bout de la ligne, parce que l'informatique peut être quelque chose que ad nauseam ou advitam aeternam, t'embarques dedans, mais t'as jamais ton retour. On parle d'économies tangibles, avant




d'investir ce genre d'argent-là, le payout est combien, est-ce qu'il a été... est-ce qu'il y a une analyse qui a été faite et est-ce que le CIS va procurer un retour, un payout, mettons de périodes, si je prends en termes d'années, sur trois ans, quatre ans ou... parce que le contrat est cinq ans, je présume que le payout est en bas de cinq ans, I do hope, mais de quelle façon ça a été décidé d'embarquer dedans, là, il y a un aspect économie, mais il y a un aspect économique aussi, là, le payout ce serait quoi, d'abord, selon vos calculs?



R.
Bien, juste pour répondre à votre première partie, vous avez dit "vous avez décidé d'embarquer", je pense que durant l'année, on a examiné des systèmes puis on s'est vite aperçu qu'à cause des systèmes qu'on était tellement interrelié avec Consumers Gas, que c'était presque impossible d'aller chercher, là, un ensemble comme on avait comme c'est là, sans englober.




On a commencé par la facturation, là on s'est aperçu que ça, c'est lié aux services, c'est lié aux opérations, à la construction, tout ça; alors là, ça prenait des proportions inattendues, là, alors on a dit... puis vu la venue de l'an deux mille (2000), nos systèmes n'étaient pas prêts pour ça, le système CIS, lui, de son côté, était prêt pour l'introduction de l'an deux mille (2000), donc, on s'est dit vu que




CIS est là, il est prêt pour l'an deux mille (2000), c'était une... la meilleure décision de gestion, là, qu'on pouvait prendre à ce moment-là.




Alors, on a opté pour le système CIS et comme monsieur McGill nous disait tout à l'heure, avec toutes les fonctions, les nouvelles fonctions qu'ils vont nous donner puis tout ça, donc on s'attend à avoir beaucoup de gains ou d'efficacité technologique qui vont arriver avec tout ça.




Alors, ça étant dit, on s'attend à avoir des économies sur le côté de Gazifère, comme je disais, à cause que les transactions manuelles, ça va tout tomber, puis on va faire ça à l'ordinateur, puis tout ça, à cause des processus comme tels qui vont changer, puis qui vont s'améliorer, donc, la gestion de nos comptes à recevoir devrait s'en voir améliorée.




Mais on espère aussi qu'on aura des gains parce que du côté de Consumers Gas, eux aussi vont avoir des gains, donc ça, ça devrait nous profiter à nous aussi, là, on devrait ressentir ça nous autres aussi de notre côté, là.




Alors, mais quant à l'avoir calculé puis évalué, on n'a pas... c'est très difficile à ce moment-ci, là,




de mettre des papiers, des chiffres, excusez, sur papier, là.


477
Q.
O.K. Parce que j'essaie de clarifier si c'était un investissement ou une dépense, dans un sens, parce que ça peut être une dépense que, pour un certain contexte, pour certaines raisons opérationnelles, vous avez jugé que vous étiez... c'était la meilleure décision à faire, parce que l'alternative à ça était de continuer à la mitaine ou...



R.
Oui...


478
Q.
... de ne pas rencontrer l'an deux mille (2000), versus un investissement qui va tout de même coûter deux cent trente mille dollars (230 000 $) par année d'opération. Si je comprends bien, avant ça en coûtait cent cinquante mille dollars (150 000 $), grosso modo. Certainement en quelque part, si on parle d'un contrat de cinq ans, ça va être un million et quelque qui aura été payé et un delta de plus qu'avant. Il y a certainement en quelque part une analyse qui est faite, si ce n'est pas pour Gazifère, qui a été faite pour Enbridge as a whole...



R.
Oui.


479
Q.
... at one point, when Enbridge jumped onto the CIS program, was it considered as a... I am sorry.




MR. STEVEN H. MCGILL:



A.
It's just that it takes me a moment just to change ears...


480
Q.
Okay, I make the switch from it may be considered as an expense for Gazifère, but you do not embark on a one hundred million dollar project...



A.
No.


481
Q.
... without being an investment, so I assume there is some sort of a payout or return.



A.
There is just a couple of points I would like to make about the CIS benefits to Gazifère. One is the benefits that Ms. Vandal-Parent described, some of them will be O & M cost savings and some of them things that improve cash flow, the things to do with credit collection, the things that reduce the meter reading to billing lag, they would impact rate base by reducing working cash, so you would not see those things flow through the PBR formulas that is proposed today.




The second point is there that was no option to carry on with the legacy systems, so, when we are comparing the hundred and eighty five thousand ($185,00) or two hundred and fifty thousand dollars ($250,000) a year for the CIS service to alternatives, we have to compare it to what it would cost for Gazifère to go out into the market on its own and acquire a billing system that it would own and operate itself, or buy a comparable CIS service from a third party, and that is really what drives the business decision.




And in taking a look at the market prices for a CIS service of this type, it is... the going rate is about eleven dollars ($11.00) per customer a year, which is approximately what is being proposed here and in terms of going out and buying a solution and running it on their own, they would be looking at the capital cost of acquiring that solution, installing it, and then the ongoing O & M cost of operating and maintaining it.




So, going back over, it is about a year ago that we started to work with the people on Gazifère, looking of some alternatives was one of my staff members that worked with Roch and some of his people -- pardon me, Mr. Marois and some of his people at assessing some alternative solutions and we determined jointly that this was the best way to proceed.




So, in terms of total pay-back, we cannot really say whether the costs would be recovered in incremental benefits, but again, we have to weigh this option against the alternatives that were out there and this is the best one.


482
Q.
Maybe I will just continue, because that was one of my questions at the end but while we are into the subject; if I take Gazifère and they have an issue, you are right, they have maybe two alternatives, it could be that they try to develop it or to buy it by




themselves...



A.
Yes.


483
Q.
... and then, I will quote Mr. Marois who said that you are a small organization with so few employees that surely you cannot afford this kind of a solution; the other one is to use the home base, if I can call the ECG like that, and jump in their program, but if I look at it also from maybe a Gazifère alternative, let's say a kind of stand-alone affiliate, you  mentioned that one of your benchmark was Union Gas?



A.
That is correct.


484
Q.
So, I assume that there are other systems in existence, in operation, left and right, that could be either joint venture, robot, just like the credit cards used to be managed by individual companies and now, they are all managed by one or two big centres, regardless of the company, banks or...



A.
Those -- yes.


485
Q.
... that's an alternative, depending of what they are looking for?



A.
Those would be some of the options, but I spoke about it this morning that whenever you are looking at sort of an all-encompassing software application, like a CIS, you know, you can go out and buy an off-the-shelf kind of application, just like you would go in and buy an Excel program or a special program for your home computer.




The problem is when you are looking at something as all-encompassing as CIS, is that you might have to change the way you do business drastically in order to conform with the processes that are supported by that new application.




So, for example, one of the big electric utilities in Ontario I a aware of, they went out, they bought, they spent eleven million dollars ($11,000,000) on a billing application and then they spent another eleven million dollars ($11,000,000) on consultant fees to reorganize the utility, in order to make their business process fit with the new software and that was three years ago, that they were slated to implement and they are still not fully implemented. So...


486
Q.
Now, you are selling your system...



A.
Well, I would say...


487
Q.
... I am just trying to find out what other alternatives there could have been out there for Gazifère, like it could have been possible for them to go and negotiate with Union Gas and get a tender to negotiate with you then "Hey, I can have this kind of..." if you use Union Gas as a benchmark...



A.
In the case of that particular vendor, I think it would probably be difficult to get a genuine tender from them, them knowing...


488
Q.
You're back into your sales pitch...



A.
... that there is an in-house alternative, but for example, Enbridge also owns another small software company that builds utility billing systems for small electric utilities and that was considered as an option; those packages cost in the order of four ($400,000) or five hundred thousand dollars ($500,000) to implement, it would have required Gazifère to have either hired on or out-sourced some IS people in order to run it and operate it and support it. That would...




(16 h 18)




That was one of the things we looked at and we felt it wasn't as suitable a solution as going with the CIS alternative.


489
Q.
Okay. I am just trying still to find out the, let's say I am a shareholder of Gazifère, which is not maybe that far from the reality when you look at the responsibilities, what I am trying to find out is what is the benefit and what led to that choice versus the other alternative, because there won't be any saving for the next year, there might be some in the years to come, but yet, it seems to be difficult to pinpoint why a company such as Gazifère would have selected to invest that kind of money. Okay, there is operational benefits, there is...



A.
Well, I think that's one of the advantages to Gazifère with the arrangement that we have put in place, is that Gazifère hasn't had to, have invested




any money. Gazifère's only commitment is to pay the ongoing charges for the service as it is rendered over the course of the next five years whereas one of the alternatives would have been for Gazifère to have gone out, invest in a piece of software and capitalized that and recovered that cost in rate base over some period of time.




And what we don't know, or what we saw at the time when we considered that kind of option was that going ahead with CIS was a better solution because the costs were comparable, and going forward, it meant that Gazifère didn't have to reinvent its business in order to conform to another software application or an application that was available through another vendor. So, there would have been costs entailed in that as well.


490
Q.
What would happen in five years time then, would it be tied up with your system, or they would be able to go on the market?



A.
As far as I am aware, Gazifère would be willing, would be in a position to explore alternatives and if a more suitable one was available, to pursue that.




THE CHAIRMAN:




Okay.




Me PIERRE RONDEAU :


491
Q.
Madame Vandal-Parent, est-ce que l'on devrait peut-être possiblement, comme solution, laisser ces frais-là en dehors de la formule?




MME LUCIE VANDAL-PARENT :



R.
Vous parlez des frais de CIS?


492
Q.
C'est ça, oui, d'Enbridge, les frais d'Enbridge.



R.
Tous les frais de gestion? Vous parlez de tous les frais de gestion?


493
Q.
Les deux. Comment est-ce que vous voyez ça, les laisser dans...



R.
Les frais de gestion qui nous sont chargés par Enbridge Consumers Gas, ce sont pour des services que Gazifère a besoin, de façon journalière pour bien opérer notre entreprise. Ça fait partie intégrale des charges d'exploitation. Si on se met à disséquer tout ça puis à tout enlever de la formule, bien, ça enlève un petit peu l'utilité ou le besoin d'avoir une formule, ou d'établir nos charges d'exploitation de cette façon-là. Aussi bien continuer avec le système qu'on a comme c'est là.


494
Q.
Je vous réfère, Madame Vandal-Parent, au document GI-4, document 6, page 7, premier paragraphe, dernière phrase :






In two thousand one (2001), this figure is forecasted to be






approximately $256,000.



Ça, ça représente quand même une différence d'environ soixante, plus de soixante-dix mille dollars (70 000 $) d'avec les frais de CIS pour cette année. Comment est-ce que cette partie des frais sera présentée l'an prochain, ou comment est-ce que les frais pour une année complète seront introduits dans la formule l'année prochaine?



A.
Bien, si la formule est acceptée cette année, alors ça, c'est les règles du jeu, on a une formule d'approuvée, Gazifère va se devoir de couvrir ces frais-là par les gains de productivité qu'elle fera ailleurs. Alors on a, c'est comme je disais tout à l'heure, on a une formule ou on ne l'a pas, alors si on a la formule, on va l'appliquer, puis le soixante-dix mille (70 000 $) va, on n'arrivera pas, l'an prochain, pour vous demander d'ajouter ça dans la formule, là.


495
Q.
Now, I may have a series of questions for Mr. McGill, relating to the CIS services, for what you know since you are not working for Enbridge Commercial Services.




MR. STEVEN H. MCGILL :



A.
No, I am not. I will do my best to help you to.


496
Q.
Yes. There are various functionalities on the mechanized system that will be introduced and fully implemented by August, you said, I think, earlier?



A.
That's correct.


497
Q.
Now, regarding Gazifère needs, to your knowledge, can this system be tailored to Gazifère needs, or is it a system that comes with all the bells and whistles and no possibility of contracting for specific services on a discretionary basis?



A.
I guess I've got two points to make along that line. One is that the needs of Gazifère have been considered throughout the development process of CIS, so that the application that we have now meets Gazifère's current needs and, as far as we know, the needs for the foreseeable future. In terms of...


498
Q.
Is there a match between Gazifère needs and Enbridge's needs?



A.
To some extent, yes.


499
Q.
But not a perfect match, it's more needs, I guess, I would assume so...



A.
Well, I think where the two sets of needs might begin to diverge is going to have to do with how unbundling continues to unfold in Ontario versus how it takes place in Quebec. Right now...


500
Q.
That's the only factor, I understand, unbundling?



A.
Well, I think that is probably the biggest single factor. I think there could be other things, there could be changes in the way provincial sales taxes apply between the two provinces, there could be other business or regulatory differences that come up, but as far as I can envision for the next, let's say the




next two to three year period of time, I think that is probably the single largest issue that we would need to be concerned about.




And to the extent that we have got an up-to-date application now with a relational data base, we are in a much better position to respond to those kinds of changes than we were with the older systems that we had in place.


501
Q.
And how would you define the improvements from legacy to CIS, you know, if you were trying to explain the basic improvements that are carried over by the introduction of CIS, the mechanized system?



A.
Well, I think, the most obvious ones are the ability to enter transactions on-line rather than use paper-driven processes to get that information into the data base. 




The way we have been working up till now is that a person is talking to a customer on the telephone, they are looking at some information on a screen, the customer wants to make a change to their account, or their service, the CSR takes down the information on a slip of paper, it goes into a batch, somebody keypunches that onto a tape, and the next night, that tape is up-loaded.




So, in the new system, the CSR talks to the person,




and as they speak to the person, they input the transaction so that it hits the record immediately.




So, we have taken out a whole set of manual procedures in inputting that data; so, that is one area. The other thing that is going to reduce the meter-reading billing lag is what we call "window billing", and that means that, in the old system, you couldn't bill an account unless it was on the assigned cycle day for that account.




The new system, as long as the meter reading is available to bill that account on a day, it will bill that account, so that the new system can, will typically bill two or three cycle days at the same, on the same day. 




So, to that extent, cash flow is accelerated, and the need for working cash should be reduced. And then, the third major thing, I think, is, and Mrs. Vandal-Parent indicated, was that the credit collection tools that are available, or will be available in the final release of the new system, are going to reduce the amount of outstanding arrears and improve cash flows that way, so, by enabling the Gazifère employees to act earlier with respect to customers that are having payment problems.


502
Q.
And would it be a fair statement to say that the




value of the system is a direct correlation with the number of clients?



A.
The total value, yes.


503
Q.
The total value.



A.
And another benefit is that moving to more up-to-date technologies, the maintenance expenses associated with the application will be less. So, those would be costs that would have been flowing through to Gazifère through the allocation process.


504
Q.
You know what the price is for Gazifère, how does it compare to Enbridge's price?



A.
On a per-customer basis, it is not significantly different. I believe the number that we have for the first full year, which would be our two thousand and one (2001), is ten dollars and seventy-six cents ($10.76) per customer, and I think that 6.17 is the exhibit where we show the charges for Gazifère, and for two thousand one (2001), Gazifère is at eleven forty-four ($11.44). 




And the biggest single difference in that is because the charge for Gazifère is including some of the fees for meter-reading and billing of miscellaneous services, where in Enbridge Consumers Gas, Enbridge Consumers Gas no longer provides those services, so it is not paying for that functionality in the system any more under the fee schedule.


505
Q.
So, just to rap up your testimony, the system is




exactly the same for both entities, Gazifère and Enbridge, there is no...



A.
There are some differences, the treatment of sales taxes is different in Quebec as opposed to Ontario, some of the rate structures are different in Quebec. So that there are differences, but in terms of sort of the basic system itself, it works the same way.


506
Q.
O.K., just the data, the input that might change, but the basis system, the mechanized system, is exactly the same on, you get on-line directly with the client's file, the billing, and everything else?



A.
Yes. In terms of the operating characteristics...


507
Q.
Operating characteristics...



A.
... they're virtually the same.


508
Q.
Yes. Basically what I was aiming at, if it could be tailored, you know, or if there is anything that Gazifère would need on an operational basis?



A.
Well, to the extent that Gazifère does have different needs, it has been tailored to meet those needs. So, to the extent that Gazifère's rate structures are different from those of Enbridge Consumers Gas, it has the ability to calculate charges based on those different rate structures.


509
Q.
That is a question of software basically?



A.
Well, the whole...


510
Q.
The data introduced into the system, is that what you alluded to?



A.
Well, no, it is exactly the code and the billing




logic...


511
Q.
Okay.



A.
... needs to be different. The system has to be able to call upon different modules in order to bill a Gazifère account as opposed to an Ontario account. So that the system is designed so that when it sees an account coming through, coded as Gazifère, with a certain rate schedule, it goes off and it finds the logic it needs in order to do those calculations. So, to the extent that we needed that extra logic in the system to support Gazifère, it has been built there.




THE CHAIRMAN :


512
Q.
Is the overall system bilingual or only the portion of Gazifère, like in terms of operation?



A.
I didn't...


513
Q.
Is the overall system bilingual, like, can they work in French or...



A.
Yes, as far as I know, it supports both languages.


514
Q.
Or was it designed specifically bilingual for Gazifère, or that is the CIS overall that is as such that way?



A.
That was an upfront requirement when we started out, the legacy systems we did have did support both languages. And Enbridge Consumers Gas has a large number of customers in the Ottawa area, and we find that the bilingual capability is very helpful in dealing with those people and supporting them.


515
Q.
So, in theory, it is available for the customers of Enbridge as well as Gazifère?



A.
That's right.




THE CHAIRMAN :




Okay.




Me PIERRE RONDEAU :


516
Q.
Madame Parent, je vous réfère au document GI-4, document 6.1.3.




(16 h 32)




MME LUCIE VANDAL-PARENT :



R.
Oui...


517
Q.
Vous nous indiquez que vous n'avez pas encore implanté de processus d'appel d'offres; est-ce que c'est l'intention de Gazifère de ce faire éventuellement et quand, si c'est le cas?



R.
Bien, la première chose à faire, il va falloir qu'on commence à regarder, se faire une liste, regarder chacun des services puis tout ça, puis comme on dit à 6.1.3, il y a certains... il y a certains services pour lesquels on ne pourra définitivement pas aller en appel d'offres, à cause de l'expertise pointue qui est requise.




Par contre, ça c'est une des premières choses qu'on va faire, là, en début d'année, là, c'est d'analyser chacune des fonctions et puis de prendre une




décision, là, à savoir quel chemin on va poursuivre, là, le faire à l'interne, continuer avec Consumers, aller en appel d'offres, etc.


518
Q.
Je vous réfère au document GI-4, document 6, page 8 et le document 6.10.1, page 6.



R.
Je ne vous ai pas suivi.


519
Q.
I will say it in English for the panel. GI-4, document 6, page 8 and GI-4, document 6.10.1, page 6.


R.
Excusez, mais moi je n'ai pas 6.10.1 là, est-ce que c'est bien ça que vous...


520
Q.
Ah, c'est... excusez-moi, c'est le document 6, la page 8.



R.
Oui.


521
Q.
L'autre c'était le... j'avais une  référence, là, c'était l'Average Customer Care per Customer for Enbridge.



LE PRÉSIDENT :




C'est ça, c'est 6.10.1, c'est Enbridge Consumers Gas Customer Care Cost Comparison.




Me PIERRE RONDEAU :




Oui, c'est le...




LE PRÉSIDENT :




C'est un document qui...




Me PIERRE RONDEAU :




... le témoignage de... the written direct testimony of Stewart Diamond.




MME LUCIE VANDAL-PARENT :



R.
Je m'excuse, c'est quoi le numéro, je ne le trouve pas.




Me MARC-ANDRÉ PATOINE :




6.10.1.




MME LUCIE VANDAL-PARENT:



R.
Est-ce que c'est un document qui avait été déposé auprès de la Régie?




Me PIERRE RONDEAU :


522
Q.
C'est ça. Enbridge Consumers Gas Customer Care Cost Comparison.




LE PRÉSIDENT :




À moins qu'on ne l'ai reçu de SCGM, là...




LE PRÉSIDENT :




 C'est le written direct testimony of Stewart Diamond. 




Me PIERRE PAQUET :




Ils ne disent pas tout à leur avocat!




LE PRÉSIDENT :




C'est pour ça que vous souriez? Et l'autre, c'est le CIS Check Up, qui était aussi le 10...




MR. STEVEN H. MCGILL:



R.
That, I have!




Me BENOÎT PEPIN :




Est-ce qu'on peut juste en avoir une copie, parce que sinon, honnêtement, c'est impossible pour nous de suivre, là, je ne l'ai pas, le document.




Me PIERRE RONDEAU :




On va vous faire une photocopie; c'est pour comparer le coût, Customer Care. 




Me PIERRE PAQUET :




On me dit que ça avait été déposé auprès de la Régie pour consultation par tout le monde, mais peut-être que ça n'a pas été... peut-être que la communication ne s'est pas faite correctement.




LE PRÉSIDENT :




Ah, O.K.! C'est la deuxième portion, là, qui est assez volumineuse?




Me PIERRE PAQUET :




Volumineuse, à cause de ça, oui.




LE PRÉSIDENT :




O.K. Est-ce que vous avez trouvé votre copie?




MME LUCIE VANDAL-PARENT:



R.
Non.




LE PRÉSIDENT :




Je vais vous prêter la mienne en attendant, là...




Me BENOÎT PEPIN :




Parce que si c'est ça le document, là, et qu'on veut vous fournir la preuve qu'il a été déposé devant l'office ontarienne, bien, à ce moment-là, en tout honnêteté pour vous, il faudrait aussi vous donner la preuve qui a été soumise par la partie adverse, qui sont les consommateurs résidentiels et industriels et qui vous donnent un point de vue fort différent de ça.




Ca, c'est du ouï-dire, là, on n'a pas monsieur Diamond ici dans la boîte et puis si on veut faire la preuve de ce qui s'est passé de l'autre côté, on va la faire au complet, on va prendre les trois jours, puis on va prendre le document qui est déposé, puis qui montre qu'il vaut vingt-cinq pour cent (25 %) de moins, leur système, que celui des autres quand on compare les fonctionnalités; sinon je m'objecterai et je demanderai le retrait de la pièce.




Me PIERRE PAQUET :




Nous, comme je dis, on n'a pas... je vais vous dire franchement, je ne me souviens pas comment c'est rentré dans le dossier ce document-là comme tel, je ne sais pas si c'est en réponse à une question de la Régie, possiblement.




LE PRÉSIDENT :




Ce n'est pas un engagement en tout cas, là.




Me PIERRE PAQUET :




Non. 




Me BENOÎT PEPIN :




Parce que un comme l'autre, de toute façon, je maintiens ma demande, je demande le retrait du document du dossier.




Me PIERRE PAQUET :




J'aimerais ça être en mesure de conférer, peut-être, juste... avec ma cliente pour voir au juste, là, qu'est-ce qui en est, je n'ai jamais vu le document moi-même, je vais vous dire franchement.




Me BENOÎT PEPIN :




Puis si vous voulez savoir ce que ça engage, c'est le témoignage qui a été produit par Jim Stephens, dans le même dossier, auprès de l'Office nationale de




l'énergie, qui témoignait à ce moment-là pour des consommateurs.




LE PRÉSIDENT :




Est-ce que quelqu'un se rappelle de l'origine de comment... je pense que le point d'interrogation, c'est qu'on se demande tous de quelle façon que le document est arrivé, après ça on tomberait à la deuxième étape qui est votre objection à le garder, mais j'aimerais ça trouver comment que le document est arrivé en premier, là.




Me MARC-ANDRÉ PATOINE :




6.10.1, c'est une question de l'ACIG.




Me PIERRE PAQUET :




C'est ça, c'est en plein ça que je viens de... c'est ça que j'essayais d'élucider, là.




Me BENOÎT PEPIN :




6.10, les questions c'est : * Provide the fee schedule and the studies conducting to support the findings... +



Alors, the fee schedule, c'est fort différent. Après ça, on a le * CIS Service Agreement for Gazifère +, ça n'a pas de rapport avec la preuve qui est déposée devant l'OEB, puis * Would you agree that the CIS




charge approved for the OEB for Enbridge Consumers should be equal in proportion to the said charge requested from Gazifère? +, ça ne demande certainement pas de produire la preuve qui a été faite devant l'Office.




Me PIERRE PAQUET :




Quant à moi, c'est une objection qui serait mal fondée, l'objection de mon confrère, là, c'est assez clair, on dit * any studies conducted to support this finding + puis ça s'adonne que par hasard, bon, ce n'est pas un hasard, en Ontario il y a eu une preuve qui a été déposée, on le dépose, puis on dit, on a référé tout le monde à cette... on voit dans la réponse * a déposé l'étude auprès de la Régie pour consultation par toutes les parties +.




Je n'ai pas l'intention de faire le débat qu'il y avait devant le Board ontarien, c'est à tel point qu'on est rendu à la fin de la preuve puis on a passé par-dessus, mais quand même, la preuve est au dossier, puis elle est pertinente, puis elle a été demandée, puis on la dépose, maintenant qu'on ne l'aime plus, on veut la retirer, ça ne marche pas comme ça.




Me MARC-ANDRÉ PATOINE :




Ce n'est pas la question qu'ils disent qu'on ne




l'aime plus, là, ce qu'ils disent c'est que si eux, n'en ayant pas eu de copie...




Me PIERRE RONDEAU :




Oui.




Me MARC-ANDRÉ PATOINE :




... disent : si vous voulez produire ça, à ce moment-là, soyez fair pour tout le monde, produisez aussi les autres documents qui ont été produits à l'encontre de ces documents-là devant nous...




Me BENOÎT PEPIN :




Oui, puis produisez le témoin.




Me PIERRE PAQUET :




Oui, sauf qu'on n'avait pas à le faire, ce que je veux dire c'est qu'on n'avait pas... * any studies conducted to support this findings + ça fait que c'est ce qu'on a produit. C'est ce qu'on a produit, la question n'allait pas plus loin que ça non plus.




Me MARC-ANDRÉ PATOINE :




Non, je comprends...




Me PIERRE PAQUET :




Oui.




Me MARC-ANDRÉ PATOINE :




... que vous, vous n'avez pas à aller plus loin que ça, mais eux peuvent exiger, à ce moment-là, que si vous introduisez un document en preuve, que pour être équitable vis-à-vis tout le monde, qu'on puisse produire un autre document. 




Me PIERRE PAQUET :




* Any studies +, quant à moi, là, implique aussi... * to support this finding +, c'était ça la question.




Me MARC-ANDRÉ PATOINE :




Je comprends que vous avez bien répondu à la question, je ne mets pas ça en doute, je dis juste que eux arrivent puis ils disent : bien là, comme nous autres on ne l'avait pas eu, on n'a pas pu réagir avant, mais si vous voulez produire ça, nous autres on va exiger de produire un autre document qui est arrivé en contradiction là-dessus.




MR. STEVEN H. MCGILL:



R.
Well, if that is the case, I would like to file the Enbridge Consumers Gas for reply argument to Mr. Stephens alleged evidence and then, we can get all the cards on the table, if that is the way they want to play this, because Mr. Stephens evidence is superficial and irrelevant.




Me BENOÎT PEPIN :




Oui, mais c'est parce que là on est en train d'introduire de l'argumentation, là...




Me PIERRE PAQUET :




Bien, sous réserve. Si on veut déposer tous les documents au soutien de la position de tout le monde devant l'Ontario, bien qu'on le fasse, puis à ce moment-là, j'imagine qu'il n'y aura pas de problème, puis tout le monde pourra prendre connaissance de ça.




Me BENOÎT PEPIN :




Non, parce que les intervenants, dont celui que je représente, vont être privés du droit de contre-interroger. Ce n'est pas du tout la même chose, c'est une preuve qui est basée sur du ouï-dire, c'est une preuve d'opinion pour laquelle je n'ai pas d'expert que je peux contre-interroger, je ne peux pas contre-interroger une feuille de papier et puis je ne crois pas que dans ces conditions-là, ça respecte les règles de preuve essentielles et le droit de ma cliente d'être adéquatement représentée là-dessus et de poser toutes les questions nécessaires.




Puis, je veux dire, si c'est ça, c'est aussi un ajournement, parce que je veux dire moi, j'en ai eu une bonne partie de cette preuve-là, en Ontario, pour fins de préparer mon contre-interrogatoire, mais je




veux dire, s'il faut contre-interroger sur la preuve, là, il y en a du matériel, puis je vous jure que ça a pris des jours et des jours en Ontario.




Puis, je veux dire, je ne peux pas laisser la preuve être introduite ici partiellement sans la tester, parce que la conclusion qui était défendue en Ontario, c'est que le système, il est vingt-cinq pour cent (25 %) trop cher.




C'est sérieux, là, c'est cent vingt millions de dollars (120 M$) et puis ça a un impact sur les coûts qui sont ici payés par les consommateurs québécois, puis c'est un énorme sujet.




La tendance sur laquelle on s'alignait, c'est qu'on va avoir une décision qui va sortir en Ontario; évidemment, on prétend que nos positions vont être retenues par l'Office ontarien et on va utiliser plutôt la décision, les conclusions du tribunal ontarien et on va faire les ajustements nécessaires.




Si le tribunal ontarien vient vous dire "bien, il ne vaut pas ça, le système", bien, on va vous argumenter que les coûts sont aussi relatifs, devront être ajustés au Québec ou si les fonctionnalités ne sont pas suffisantes ou si ce n'est pas un bon investissement, on va pouvoir tirer ces conclusions-




là.




C'est une avenue sur laquelle nous on s'est basés, on n'a pas donc fait venir d'expert là-dessus, on n'a pas fait de dépôt de la preuve là-dessus, on a tout simplement testé les éléments très petits qui étaient relatifs à ce qu'on a tenté d'introduire en preuve de la part de Gazifère.




Puis c'est fair de part et d'autre, là, ce n'est pas une critique là-dessus, je pense que les deux parties étaient pour cerner le débat à ça; mais là, on ouvre beaucoup et si on veut amener des conclusions de la part d'un expert, qui est de l'opinion, sans le produire et en produisant partiellement le dossier, je veux dire, honnêtement, ce n'est pas fair, je veux dire ça ne respecte pas les règles minimales.




Me MARC-ANDRÉ PATOINE :




Maître Paquet, qu'est-ce que vous avez à dire, vous? 




Me PIERRE PAQUET :




Oui.




Me MARC-ANDRÉ PATOINE :




Maître Paquet, qu'est-ce que vous avez à dire à l'argument qu'il soulève à l'effet qu'il vous a demandé des études et vous produisez un témoignage...




Me PIERRE PAQUET :




Oui.




Me MARC-ANDRÉ PATOINE :




Est-ce que vous avez une réponse à ça, parce que dans le fond, le témoignage n'est pas de la nature d'une étude, ce qu'on vous demandait, c'est * provide as any and studies conduct to support this finding +.




Vous produisez - c'est parce que je cherche une solution moi aussi...




Me PIERRE PAQUET :




C'est pour ça que je me casse la tête depuis tout à l'heure pour essayer d'en trouver une aussi.




Me MARC-ANDRÉ PATOINE :




Parce que sans ça, on va se retrouver à faire toute la preuve qui a été faite en Ontario, finalement en bout de ligne, je me demande si ce n'est pas une piste qui est parfaite à l'effet que, bon, on vous a demandé des études, on ne vous a pas demandé de déposer la preuve ailleurs. Ça, ici c'est pas une étude, c'est un témoignage, c'est une expertise, c'est... 




Me PIERRE PAQUET :




J'aimerais ça être capable de consulter avec les gens, parce que je vais vous dire franchement, je




n'ai même pas révisé le document, puis la réponse avant qu'elle soit faite, je ne l'ai pas vue non plus.




Donc ça ne faisait pas une partie intégrante de notre stratégie d'essayer de déposer ça pour influencer la décision de quelque façon que ce soit; ça fait que j'aimerais ça, quand même, que je puisse au moins consulter pour cerner la portée de ce qui en est, puis du débat en Ontario, puis voir...




Me MARC-ANDRÉ PATOINE :




Parce qu'on s'en va vers quelque chose qui est disproportionné...




Me PIERRE PAQUET :




C'est ça.




Me MARC-ANDRÉ PATOINE :




... par rapport à la question qui a été posée, là.




Me PIERRE PAQUET :




C'est ce que je suis en train de voir, oui.




LE PRÉSIDENT :




Ça va être plus facile de sortir...




Me PIERRE PAQUET :




Peut-être, mais j'aimerais ça savoir...




LE PRÉSIDENT :




On va prendre une pause de...




Me MARC-ANDRÉ PATOINE :




À moins qu'on suspende?




Me PIERRE PAQUET :




Suspendre cinq minutes.




LE PRÉSIDENT :




Cinq minutes.




Me PIERRE PAQUET :




Pour consulter, puis juste pour prendre une décision là-dessus.




LE PRÉSIDENT :




Jusqu'à cinq heures moins cinq (4 h 55)?




Me PIERRE PAQUET :




Oui.




LE PRÉSIDENT :




C'est ça, cinq minutes vous en avez assez ou dix (10) minutes? Cinq heures (5 h)?




Me PIERRE PAQUET :




Oui, jusqu'à cinq heures (5 h).




LE PRÉSIDENT :




O.K. Puis vous avez encore ma copie, vous...




Me BENOÎT PEPIN :




Voulez-vous la ravoir?




SUSPENSION DE L'AUDIENCE


-----------------------




REPRISE DE L'AUDIENCE




(17 h)




LE PRÉSIDENT :




Maître Paquet?




Me PIERRE PAQUET :




C'est parce qu'il y a deux documents auxquels fait référence la question, du moins la question nous demande des études et puis il y a deux documents qui ont été déposés. Il y a le document TMG qui n'est pas un document qui était nécessairement sous notre contrôle, là. Ça, c'est un document qui a été déposé en Ontario par l'ACIG elle-même. Donc, ce n'était rien de nouveau, puis ça, c'est un document qui provient et qui origine de l'ACIG.




L'autre document effectivement, c'est un document qui




était sous notre contrôle, puis qui servait, c'est de la nature d'un témoignage. Nous, dans la mesure où on ne veut pas rentrer, puis on ne veut pas refaire la preuve en Ontario, puis ce n'est pas pertinent nécessairement au débat qu'on a ici, donc nous, le document qui originait de Enbridge ou de Gazifère, si vous voulez, on est prêt à le retirer dans la mesure où n'embarque pas de l'autre côté dans ce débat-là d'envoyer des pièces qui ont été déposées par chacune des parties en Ontario. 




Mais le document TMG, c'est un document qui origine de l'ACIG. Ça fait que je ne sais pas si mon confrère veut qu'on retire un document qu'il nous a demandé d'autre part de produire ou qu'on...




Me BENOÎT PEPIN :




Écoutez, pour ce qui est de l'objection que j'ai faite, effectivement, elle visait ce qui s'appelle le * pre-filed evidence +, le témoignage de Computer Science Corporation. Quant à l'étude de TMG Resources, quant à moi, elle n'est pas pertinente parce que, d'après moi, elle ne répond pas à la question, mais ceci dit, je n'ai pas d'objection. Je ne suis ni chaud, ni froid, à ce qu'elle soit retirée ou pas. Ce n'est pas l'objet de mon objection, puis je n'en fais pas un cas.




Je voulais juste vous laisser sur une chose, puisque mon confrère consent à retirer le document de Computer Science Corporation et que ça satisfait mon objection. Par ailleurs, je voulais aussi vous indiquer que la question qui était posée par l'ACIG, à toutes fins pratiques, trouve sa réponse plutôt au document GI-4, document 6.17, parce que la question visait, on dit le * fee schedule + et qui est référé dans la preuve, puis on fait référence au document de cent quatre-vingt-cinq mille (185 000), puis deux cent quelque mille (200 000), là, je ne me rappelle pas. Et il y a le détail. En autant qu'il y a ça, il y a le détail dans la pièce 6.17 qui donne la réponse.




Donc, moi, je suis satisfait si on retire le document de Computer Science Corporation et, à ce moment-là, je ne demande pas à produire celui-ci.




LE PRÉSIDENT :




Et est-ce que, Maître Plourde, ça vous satisfait aussi?




Me NICOLAS PLOURDE :




Oui, cependant, je veux être certain qu'on a bien répondu à la question, ça peut être pertinent. Ce que je demandais, c'est * the fee schedule applicable to Enbridge +. Je lis, là, le document, la pièce GI-4,




document 6, page 7. On dit que le coût de cent quatre-vingt-cinq mille sept cent dollars (185 700 $) pour le CIS, le coût imputé à Gazifère est calculé selon la même * schedule + que celui pour Enbridge. Donc, je veux m'assurer qu'on a bien ce * schedule + en question, là.




Quant à moi, dans ma tête, c'est une table avec des chiffres, avec des prix, là, en fait, ce que payait... tout ça pour m'assurer que Gazifère ne paie pas plus pour son CIS que Enbridge paie, toutes proportions gardées, là.




Me PIERRE PAQUET :




On devrait peut-être... c'est monsieur McGill qui a préparé la réponse. Je pense qu'on devrait laisser l'auteur...




LE PRÉSIDENT :




Le laisser répondre à la question.




Me NICOLAS PLOURDE :


523
Q.
If you want me to rephrase, Mr. McGill, I was referring the Board to exhibit GI-4, document 6, page 7?




MR. STEVEN H. McGILL:



A.
Yes, I have that.


524
Q.
Where I understand you say that the CIS cost for Gazifère, in the amount of one hundred and eighty-five thousand seven hundred dollars ($185,700) was established according to the same schedule?



A.
Yes, that is correct...


525
Q.
Alright...



A.
I believe I have already testified to that.


526
Q.
Do we have said schedule?



A.
We have filed that schedule as part of GI-4, 6.17, which is at the bottom half of page 3, but for reasons of confidentiality, the individual unit fees are not shown.


527
Q.
You are referring us to?



A.
GI-4, 6.17, page 3. 


528
Q.
Not too fast, please... GI-4...



A.
6.17.


529
Q.
6.17...



A.
Page 3. The top part of the page gives the total annual cost for the CIS services in each year...


530
Q.
For Gazifère?



A.
For Gazifère and the CIS cost per customer in each year and then the lower part of the page is a table and the figures in the table have been blacked out. So it is the large black rectangle. And that is for reasons of confidentiality.


531
Q.
Alright. But for Enbridge, do we have how much Enbridge pays for this service?



A.
As I indicated already, the fees for Enbridge




Consumers Gas and the fees for Gazifère's use of the CIS service are calculated off the same fee schedule. The same fee is applied to both companies.


532
Q.
But we do not have how much Enbridge pays, we do not have the amount?



A.
In terms of the annual amount per customer, I can give you that if that helps. And I think I indicated for two thousand one (2001), it was ten seventy-six (1076). I might have some of those figures with me, I might not. I will have to check some of the documents I have here. 


533
Q.
Could you please provide that?



A.
Yes, I can.




THE CHAIRMAN :




So that will be -- we are up to E-28, undertaking number 28.




Me NICOLAS PLOURDE :


534
Q.
The average activity fee per customer for Enbridge...



A.
Yes. The average annual -- whatever it says on the table.


535
Q.
Average activity fee per customer?



A.
Sure.


536
Q.
For Enbridge?



A.
Yes.




ENGAGEMENT 28 :
Fournir la moyenne par client des







coûts relatifs à l'usage du CIS pour Enbridge.


537
Q.
And what is blacked out is, just for us to understand how is it confidential?



A.
It is the unit components that comprise the fee schedule. So that if you look down the rose on the left-hand side, you can see that there are different amounts that are applicable for different capabilities in the billing system, maintaining the customer database, handling meter reading data and measurement data.


538
Q.
And how is that confidential?



A.
That is confidential because the market for billing services of this type or CIS services for this type is competitive. There are other firms out there, Enlogix is one. There are others out of the United States that compete for this business.


539
Q.
The more and more we speak about this, the more and more I am surprised. You say that no tendering process was made, you say that there is not really a market or it will not be advantageous for Gazifère to go outside, but you are telling us now it is very competitive. You will appreciate the fact that it raises my appetite...



A.
Well, I have with me...


540
Q.
You do not want to show us the number, how much you are competitive, but we do not even know how much is




competitive the other companies because you have not done any tendering process?



A.
And that is right, because the other companies will not divulge this information either. I can show you, I have with me the exhibits out of EBO-177-14, Union Gas' application for the affiliate transaction to buy CIS services from Enlogix. And the same fees for the same services are blacked out in their schedule as well.


541
Q.
So there is no way to establish a market value?



A.
Well, there is in terms of the annual activity fee per customer. That has been provided.


542
Q.
A market value is a comparison of fees charged in the market?



A.
That is right...


543
Q.
But you do not have that?



A.
Well, the annual cost per customer for the service is a measure of that. What we are not...


544
Q.
Do you have it for the other companies?



A.
I have it for Enlogix. I have it right here, if you would like me to read it into the record and provide you with a copy of it.


545
Q.
How much is it? I may be abusing the time of the Board, I am sorry...



A.
Another item I have here I could file if you like is the Price Waterhouse Coopers report, commissioned by Union Gas, that validated those fees. So the average activity fee per customer for the Union arrangement,




once they are fully operational, ranges from a low of ten dollars and seventeen cents ($10.17) to a high of eleven dollars and twenty-eight cents ($11.28) per customer per year, over the last four years of that contract.


546
Q.
And this is taken out from...



A.
This is a portion of the contract, the draft contract that was filed by Union Gas in EBO-177-15 in the fall of nineteen ninety-seven (1997). I can show you they have the activity levels and they have the resulting fee per customer and they also have their fee schedule with the unit charges blacked out.




LE PRÉSIDENT :




Vous allez pouvoir garder ma copie, Madame Vandal...




Me NICOLAS PLOURDE :




Merci. Thank you.




Me MARC-ANDRÉ PATOINE :




Juste avant de partir, Maître Plourde, vous n'avez pas décidé finalement qu'est-ce que vous faisiez avec le document de TMG...




Me NICOLAS PLOURDE :




Je n'ai pas de problème à ce qu'il soit retiré. Ce n'était pas le but de ma question.




Me MARC-ANDRÉ PATOINE :




Non, mais c'est parce que tantôt, vous laissiez entendre que ça avait été produit pour satisfaire le questionnement de maître Plourde et j'ai cru comprendre que les questions posées ont satisfait de telle sorte que le document TMG, il ne serait plus nécessaire de le produire.




Me PIERRE PAQUET :




C'est parce que ça serait à maître Plourde à demander son retrait. Moi, c'est un document qui origine du débat en Ontario, puis c'est un document qui avait été produit en Ontario par l'IGUA, l'ACIG.




Me NICOLAS PLOURDE :




Je n'ai pas de problème à ce qu'il soit retiré. Ma question ne visait pas...




Me MARC-ANDRÉ PATOINE :




Il demande le retrait, vous consentez, Maître.




Me PIERRE PAQUET :




Il demande le retrait?




Me MARC-ANDRÉ PATOINE :




Oui, c'est ce que j'ai compris.




Me PIERRE PAQUET :




C'est ce que je voulais qu'il demande.




Me NICOLAS PLOURDE :




Et je le fais.




Me PIERRE PAQUET :




S'il le demande, je n'ai pas de problème.




Me MARC-ANDRÉ PATOINE :




Puis vous aussi, Maître Pepin?




LE PRÉSIDENT :




Vous êtes en train de me confondre, là... Là, je ne sais plus qui retire qui, là...




Me PIERRE PAQUET :




C'est parce qu'on est en train de faire du nouveau droit. Habituellement, on s'objecte aux questions, mais là maintenant on s'objecte aux réponses.




LE PRÉSIDENT :




Je n'osais pas le dire, mais vous êtes en train de me débalancer.




Me PIERRE PAQUET :




On fait avancer le droit, on va écrire...




LE PRÉSIDENT :




Moi, je suis encore sur le droit 101, donnez-moi une chance... Très bien, on va continuer. Ça fait que là, on retire le document, c'est ça.




Me MARC-ANDRÉ PATOINE :




C'est maître Pepin qui doit se prononcer, là.




MR. STEVEN H. McGILL:



A.
Excuse me. Before we pull the TMG document out, I would just like to point out that I do use that as a reference in the calculation of some figures in GI-4, document 6, on page 11. So I just want to point that out before the document is pulled.




THE CHAIRMAN :




So maybe we better... avez-vous des questions sur le document que vous voulez réintroduire, Maître Pepin?




Me BENOÎT PEPIN :




Non, en fait, c'est juste que... je ne veux pas m'éterniser là-dessus, mais juste pour comprendre ce pour quoi on l'utilise. Moi, ma compréhension, c'est que j'ai compris qu'on réfère à ce document-là pour finalement sa dernière page, là. En tout cas, peut-être que je devrais adresser ma question au témoin, mais à la dernière page de ça, il y a ce qui s'appelle le * pricing rule of thumb + de cette étude




qui est une espèce de benchmarking, là... Il est possible que ce soit pour ça que le témoin l'utilise. Alors, moi, honnêtement, faites ce que vous voulez..




LE PRÉSIDENT :




On va faire ce qu'on veut, on va le laisser là. Il semble y avoir autant d'opinion partagée pour l'enlever ou le laisser là. Puis il y en a qui n'ont pas d'opinion. Ça fait que je pense qu'on conclut que c'est un document qui n'a pas réellement une valeur, comment je dirais ça, qui va changer la baraque, ça fait qu'on va le laisser là, parce qu'il y a une référence, comme il disait, qui est à côté...




Me PIERRE PAQUET :




Si le témoin dit qu'il s'est fié à une donnée là-dedans pour faire un calcul...




Me MARC-ANDRÉ PATOINE :




Mais peut-être qu'il y a une page particulière...




LE PRÉSIDENT :




On va le garder.




Me PIERRE PAQUET :



A.
Could we reference maybe the one page in...




MR. STEVEN H. McGILL:



A.
That is fine with me. The one page is number 51 of the document and that is where the figures, the reference comes from.




LE PRÉSIDENT :




Ça fait qu'on va le laisser dans la preuve déposée...




Me PIERRE PAQUET :




Pour cette fin-là.




LE PRÉSIDENT :




Ça fait qu'on aurait juste un document 6.10.1, ça fait qu'on a éliminé son frère jumeau. Parfait, vous aviez une question, Maître Rondeau?




Me PIERRE RONDEAU :




Quelques-unes.


547
Q.
To Mr. McGill, as a follow-up to maître Plourde's questions and keeping on page 3 of document 6.17...




MR. STEVEN H. McGILL:



A.
I will just have to get back to that.


548
Q.
You already closed it?



A.
I lost it in all the excitement.




(17 h 10)



A.
Yes, I have that.


549
Q.
O.K., just one question, you are talking about "early termination fee (optional)"



A.
Yes.


550
Q.
Would you care to elaborate on the term "optional"?



A.
I think the term optional means that it would only apply if Gazifère were to elect to terminate the agreement early. And the way the fee is structured, it is a sliding fee that gets smaller as time goes on. And you can see that in the bottom line of the table on the top of page 3 of that exhibit.


551
Q.
Simply offering Gazifère the possibility of...



A.
Yes, if they want...


552
Q.
... of getting out of the agreement and it is not a firm agreement, that is basically...



A.
If Gazifère wanted to take the business elsewhere before the agreement expired, they would have to consider this early exit fee as part of that decision. So that is why it is marked as "optional". It only applies if Gazifère wishes to exit early.


553
Q.
But I would assume it would be offered to everyone or is it just because it is Gazifère...



A.
No, no, that applied to Enbridge Consumers Gas as well.


554
Q.
So it is not an option, it is part of the agreement?



A.
I guess my interpretation is that it is optional to the extent that it is the client that would...


555
Q.
From a business decision standpoint, you mean?



A.
Yes. And it applies to all the parties that are under




contract for the CIS service.


556
Q.
It is a standard clause in the agreement, but it will be a business decision to the customer?



A.
If it is invoked.


557
Q.
If it is invoked?



A.
Yes.


558
Q.
Now I am referring you to document 6, page 8/12, Total Customer Care?



A.
Yes, I have that page.


559
Q.
So the total customer care for Gazifère is sixty dollars and twenty-five ($60.25)...



A.
I think that was the exhibit that was updated this morning.


560
Q.
O.K. Total customer care is sixty fifty-eight cents ($60.58)?



A.
Yes.


561
Q.
And the other comparison gas utility, electric utility industry, are basically American companies, the database?



A.
Yes, these come out of the FERC power database.


562
Q.
Would you have any Canadian companies included, like Enbridge for instance?



A.
Well, actually, the figures for Enbridge are in that piece of evidence that was just withdrawn. So if you want to go through that again, we could try and bring them back, but I do not know that we really want to do that. But that is where they were. Because we had SCS go through this exercise for Enbridge Consumers




Gas...


563
Q.
Have you validated the figure, have you looked at the figure yourself or could you figure it out?



A.
Yes, it was my staff that prepared this evidence.


564
Q.
And what would be the amount for Enbridge?



A.
Oh for Enbridge Consumers Gas, if I can see a copy of Mr. Diamond's evidence, I will read it into the record. Yes, the figure for Enbridge Consumers Gas for the company's two thousand (2000) fiscal year is fifty-three dollars and ninety cents ($53.90).


565
Q.
And so that is a difference of a little more than ten percent (10%). Would you care to explain the difference between the two figures, Enbridge and Gazifère?



A.
I think part of the difference is the requirement to go to fully allocated cost and market prices. I think another part of the difference is probably attributable to economies of scale where we have Gazifère with about twenty-two thousand (22,000) customers and Enbridge Consumers Gas with one point five million (1.5 M). 




I think that provides Enbridge Consumers Gas with the opportunity to manage some of the business functions differently than Gazifère does, particularly things like the call centre where we are running a call centre with about five hundred (500) employees, half of which are part-time, working shifts, twenty-four




(24) hours a day. We have the ability to bring people in on short notices required. And I do not think that that would be a practical way for Gazifère to operate. So I just put that as an example.


566
Q.
So the second element, economies of scale... the first one about fully allocated cost?



A.
Well, I think those -- the figures in the Enbridge Consumers Gas' figures would not be a fully allocated cost calculated in the same way as the fully allocated cost applicable to Gazifère. The figures there do include CIS overhead cost. There were on the order of about twenty million dollars ($20 M) in the case of Enbridge Consumers Gas. They included the cost of the CIS Z factor, they included bad debt, a number of things. 


567
Q.
What would be the impact if we were to use the same method for Gazifère?



A.
I do not know and it would be a very significant project to try and determine that.


568
Q.
And you are saying that there was a third element?



A.
Now I am at a bit of a loss. If it comes back to me, I will try and help you with it, but at the moment, I think the two biggest differences are the pricing methodologies and the economies of scale. They would be the two largest significant differences. I think I just recalled the third factor and that is that Enbridge Consumers Gas, with respect to the retail competitive services, is now running in an unbundled




state, so that Enbridge Consumers Gas is no longer taking telephone calls for its rental business or its appliance business or the service business. It is no longer billing for those things. Gazifère still is.


569
Q.
My only concern is the fact that the figures that are showing on page 6 really put Gazifère in a privileged position compared to other utilities, mainly American utilities, and when we are talking to Enbridge, it is quite different. It seems to me that they are not comparable basically?



A.
Well, I think for a number -- the reasons I have said, there are differences. The figures in both tables are calculated exactly the same way. Now -- and it depends what you are trying to use this information for. What we are trying to show is that, given other entities that are out there in the same business than Gazifère, that Gazifère's overall customer care costs are reasonable, when all those costs are considered.




And I guess a fourth difference between these is that the figures compiled for Enbridge Consumers Gas were from a much larger population of utilities. There were utilities in the gas and electric U.S. information in excess of two million (2 M) customers included, whereas the work we did for Gazifère, we limited the sample to customers having less than a hundred thousand (100,000) customers to try and




narrow the sample to make it more applicable to Gazifère, to compare against Gazifère. And that is why you can see some of the other numbers that we are looking at for the gas and electric utilities are different.


570
Q.
And as to management fees, are there any management fees included in tariff 200 to Gazifère?



A.
No, I do not believe so.


571
Q.
No overheads, nothing?



A.
I would have to consult with the lady who does the cost allocation to confirm that.


572
Q.
Could you take an undertaking to provide us with the answer in writing?



A.
Yes.


573
Q.
And breaking down exactly what the elements are of the management fees that are included in...



A.
What we could do is break down what is included in rate 200. Would that satisfy you?




THE CHAIRMAN :




Yes, that would do.




Me PIERRE RONDEAU :


574
Q.
O.K., but management fees also -- a further breakdown or just...



A.
I do not believe that there are any management fees included in rate 200 because the management fees are billed separately through an intercompany transaction




and an intercompany account. Now, I will undertake to confirm that, but to the best of my knowledge, that is not the case, that management fees are in that rate.


575
Q.
But there might be some overhead fees for instance and overlapping? That is what I was trying to determine...



A.
There could be some administration and general costs allocated to rate 200 through the cost allocation study that is used for allocating cost of the various rate classes in ECG, but it has been many years since I have been involved in that process, so I will have to go back and confirm to see exactly what is there.




THE CHAIRMAN :




That will be undertaking number 29 then.




ENGAGEMENT 29 :
Détailler les composantes du tarif 200 et confirmer que celui-ci ne comprend pas de frais de gestion.




Avez-vous d'autres questions, Maître Rondeau?




Me PIERRE RONDEAU :


576
Q.
Une question pour madame Parent. Je vous réfère au document GI-4, document 7.2, concernant les charges d'exploitation capitalisées. Est-ce que vous pourriez




me donner le détail des charges capitalisées qui sont dans la base de réglementation pour l'année fiscale deux mil (2000), en précisant les titres et les montants exacts?




LE PRÉSIDENT :




Si vous n'êtes pas capable de le faire...




Me PIERRE RONDEAU :




Je ne vous demande pas ça...




LE PRÉSIDENT :




On peut prendre un engagement aussi.




Me PIERRE RONDEAU :




On pourra prendre un engagement.




MME LUCIE VANDAL-PARENT :



R.
Mais juste pour m'assurer que je comprends bien votre question. Est-ce que vous parlez toujours des frais de gestion?




Me PIERRE RONDEAU :


577
Q.
Les charges d'exploitation qui sont dans la base?



R.
Toutes les charges d'exploitation qui sont dans la base?


578
Q.
Y compris, c'est ça?



R.
Oui, c'est parfait.




LE PRÉSIDENT :




Ça fait que c'est l'engagement 30.




Me PIERRE RONDEAU :




Pas pour demain matin, là.




ENGAGEMENT 30 :
Détailler les charges capitalisées qui sont dans la base de réglementation pour l'année fiscale 2000, en précisant les titres et les montants exacts (en relation avec le document 7.2).




LE PRÉSIDENT :




Et c'est en relation avec le document 7.2.




Me PIERRE RONDEAU :




7.2, c'est exact.


579
Q.
Toujours concernant les charges d'exploitation capitalisées, quel est le lien entre la formule et les charges capitalisées? En fait, est-ce qu'elles font partie de la formule, puis comment est-ce qu'on peut les contrôler? C'est à ça qu'on veut en venir?




(17 h 30)




MME LUCIE VANDAL-PARENT :



R.
Si vous regardez le document GI-4, document 7, la ligne 9, colonne 2...




Me PIERRE RONDEAU :


580
Q.
Oui, excusez-moi. Oui, j'ai maintenant le document. Excusez-moi.



R.
Oui. Alors ça se trouve à être nos charges d'exploitation capitalisées, reliées aux frais de gestion. Si vous regardez maintenant à la ligne 10, toujours à la colonne 2, alors vous avez les charges d'exploitation, les frais de gestion qui sont inclus dans la formule. Si vous regardez maintenant à la GI‑4, document 1, vous allez retrouver le même montant qui est inclus à la formule. Donc les charges d'exploitation des frais de gestion capitalisés sont exclus de la formule.


581
Q.
O.K. Oui, alors, sont exclues, la préoccupation principale était de déterminer exactement comment est-ce qu'on peut le contrôler, ces charges capitalisées-là, si elles sont exclues de la formule?



R.
Même si elles sont incluses dans la formule, vous ne pouvez pas les contrôler plus. Je ne comprends pas votre question, là.


582
Q.
Je pense que la préoccupation était de s'assurer de voir qu'il n'y a pas de transfert dans les dépenses capitalisées de ce qui devrait se retrouver autrement, là, c'est le contrôle des dépenses capitalisées comme telles, là. Je ne sais pas si on se comprend, là?



R.
Oui. Alors je pense qu'on avait, on a fait, vous avez demandé, vous avez fait une demande sur ce côté-là




aussi puis je ne la trouve pas comme c'est là mais ce qu'on vous a répondu, je pense que si la Régie veut s'assurer que Gazifère effectivement capitalise ce qu'elle doit capitaliser, elle a plusieurs moyens pour le faire. D'abord, à toutes les années, Gazifère est vérifiée, on fait parvenir notre rapport de vérification à la Régie.




Deuxièmement, Gazifère passe à travers des audiences publiques pour sa cause tarifaire et la Régie se doit de revoir ce qui est inclus dans la base de tarification, regarder les investissements, tout ça. À part de ça, la Régie peut revenir, en fin d'année, avec la fermeture des livres, puis s'assurer encore là des montants raisonnables qui sont inclus à la base de tarification.




Puis enfin, la Régie, dans sa loi, a un article qui dit qu'elle peut venir vérifier Gazifère sur place ou envoyer des enquêteurs. Alors vous avez tous les moyens à votre disposition pour vous assurer que Gazifère a une base tarifaire qui est raisonnable.




LE PRÉSIDENT :


583
Q.
Je pense que votre réponse était dans une des réponses que vous avez envoyées hier.



R.
Oui, hein?


584
Q.
C'est ça, j'essaie, je suis vers la fin de la




journée, j'essaie de retrouver la réponse exacte...



R.
GI-11, document 1.20.


585
Q.
O.K. GI-11, document?



R.
1.20.




LE PRÉSIDENT :




1.20, o.k.




Me PIERRE RONDEAU :


586
Q.
Se référant au document 7 de GI-4, Madame Vandal-Parent...



R.
GI-4, excusez?


587
Q.
Document 7, page 1 de 1, la même page sur laquelle on vient de s'entretenir, concernant les frais de gestion.



R.
Oui.


588
Q.
Les charges qui devraient s'appliquer aux activités non réglementées n'apparaissent pas sur ce tableau?



R.
Vous êtes à GI-4, document 7?


589
Q.
Dans les, il y a une partie des frais de gestion qui devraient être, qui devraient aller aux activités non réglementées. Ça avait fait l'objet d'un débat l'an dernier, je crois, là.



R.
C'est ce qu'on est supposé de traiter immédiatement après les frais de gestion.


590
Q.
O.K.




Me PIERRE PAQUET :




C'est à sept heures et quart (7 h 15).



R.
Ça s'en vient.




LE PRÉSIDENT :




C'est ça, j'ai lu votre pensée, ça sera demain, je vais vous rassurer. On va essayer de libérer le panel aujourd'hui mais on continuera demain. On pourra reprendre la question.




Me PIERRE RONDEAU :




On pourra reprendre la question, je vais porter sur la façon, je ne veux pas...


591
Q.
The last question referring to Document 6.15, concerning Operation Services and Litigation, you may have testified on this this morning, I would just like to know how the amount of forty-seven point six (47.6), under Operation Services and Litigation, was determined.




MS. HOLLY REYNOLDS :



A.
That amount was determined by the department that is responsible for the provision of those services. What they would have done is, when they determined that there was no reasonable market comparator available used to fully allocated cost to price their services. It works out to be approximately five hundred and forty-four (544) hours at an average hourly rate of




eighty-eight dollars ($88). It is comprised of various levels of individuals, but that is essentially the volume of service that is being provided in the average fully allocated cost.


592
Q.
And your explanation under the same item, Operation Services and Litigation, you are talking to direct departmental overheads previously not recovered, fifteen thousand dollars ($15,000). Is it a payment of cost that ran in ninety-nine ('99)?



A.
No. In our historic transfer pricing policy, as I described earlier, what we try to recover, or what we historically tried to recover were the direct labour charges, plus fringe benefits, plus any associated departmental overheads. For some reason, in this department, all we billed were direct costs and associated fringe benefits.




I can't tell you why there was the oversight on the departmental overheads. So this year, when we went to determine the fully allocated costs, not only did we pick overheads that we previously had missed, and some of those would have been direct services provided by Management of the department, because the fifteen thousand dollars ($15,000) was greater than the actual direct services that were provided, so there would have been some direct services that we missed.




So that is one component that was missing and not billed in nineteen ninety-nine (1999) that we are picking up as part of our fully allocated costs in two thousand (2000). And then additional to that are the fully allocated overheads that we would not have billed in ninety-nine ('99) that are now being part, that now are part of the fully allocated costs in two thousand (2000).


593
Q.
The fifteen thousand dollars ($15,000) relates to direct costs that were not captured last year and you corrected this year, is that a fair understanding?



A.
We are not billing nineteen ninety-nine (1999) costs.


594
Q.
No, okay.



A.
We are billing costs that are being incurred in two thousand (2000) in support of activities for Gazifère.




Me PIERRE RONDEAU :




Okay. No further questions.




LE PRÉSIDENT :




Merci, Maître Rondeau. Maître Patoine, des questions?




QUESTIONS PAR LA RÉGIE




Me MARC-ANDRÉ PATOINE :




Oui, j'aurais une question pour madame Vandal-Parent.


595
Q.
J'ai écouté vos réponses toute la journée et pour




moi, il y a un élément qui ne me semble pas clair. Et je vais vous poser la question : est-ce que Gazifère se considère comme une entité entièrement indépendante de Enbridge, dans le sens de, est-ce que vous vous sentez à l'aise d'aller vérifier si les prix du marché sont meilleurs ailleurs et de contracter avec des tiers? Est-ce que vous vous sentez une partie entière de Enbridge et que vous devez, de toute façon, vous tenir en relation directe avec Enbridge et continuer toujours les politiques de Enbridge, ou si vous vous sentez comme une filiale indépendante?




MME LUCIE VANDAL-PARENT :



R.
Il y a bien des parties à votre question. C'est certain qu'on fait partie de la famille Enbridge. Par contre, on a une entreprise à gérer, on a des clients qui doivent payer des tarifs et on se doit aussi, comme bon gestionnaire, de s'assurer que les tarifs qu'ils vont payer sont justes et raisonnables, si vous voulez. Donc ça, ça implique que les prix ou les coûts qui vont rentrer dans ça, on est à l'aise avec.




Donc de ce côté-là, je pense qu'on se sent libres de, comme je vous disais, cette année, on va entreprendre des démarches pour aller voir si les services qui nous sont rendus, on pourrait les faire par nous-mêmes puis ça serait plus économique. On va analyser




tous les services, à savoir si c'est plus économique d'aller à l'extérieur aussi.




Maintenant, c'est certain que si je regarde du côté informatique, pour ce côté-là, on s'est beaucoup fiés à Enbridge qui a fait, pour nous, les recherches parce qu'on n'a pas le personnel pour le faire. Alors c'est eux qui ont fait les recherches de ce côté-là, qui nous ont amenés toutes les données pour qu'on puisse au moins prendre une décision éclairée puis de voir que c'était une alternative raisonnable et puis bénéfique pour Gazifère, o.k.?




Mais pour tous les autres services, moi, je me sens bien libre de faire, ou de prendre la démarche que j'aurai à prendre pour aller chercher le meilleur prix. Dans les années qui viennent de passer, souvent on s'est retirés tranquillement de certains services. Par exemple, il y a un des éléments qu'on retrouve dans la lettre de monsieur Turner qui s'appelle * reprographics +; à un moment donné, on faisait tout faire par Consumers, jusqu'au moment où, à un moment donné, on a commencé à se questionner, à savoir le prix, on trouvait qu'on payait très cher.




Alors on est allés dans le marché puis on a dit : * Allons voir combien ça nous coûterait de faire faire nos encarts de facturation, toute l'imprimerie




dont on a besoin. + Et puis ça s'est avéré que c'était moins coûteux. Alors c'est ce qu'on a fait et c'est ce qu'on fait aujourd'hui. Alors tout ça est fait par des gens de la région parce que le prix est meilleur, o.k.?




À un moment donné, on faisait beaucoup appel au Département de marketing de Toronto aussi. Et là, on s'est tranquillement retirés de ça puis c'est les gens de chez nous qui font tout ça. Alors de côté-là, oui, je me sens, je pense qu'on est capables de faire les décisions d'affaires qui s'imposent. Maintenant, au niveau du système informatique, on a essayé cette année, on est allés chez quelques fournisseurs puis tout ça, mais on s'est, comme on a dit précédemment, on s'est vite aperçu que ce n'était pas logique pour nous de faire ça et comme monsieur McGill a dit, c'est bien beau d'avoir un * package + mais s'il faut après avoir acheté notre * package +, ajuster nos procédés puis tout ça, bien là, toute l'économie qu'on penserait avoir faite à l'étape 1 est toute défaite dans l'étape 2.




Alors pour tout de suite, je crois qu'on va rester avec le système CIS; on fonde beaucoup d'espoir sur ce système-là aussi. Je sais que là, ça a l'air flou un peu, les bénéfices qu'on va en retirer puis tout ça, mais on espère beaucoup que le système va nous




donner la flexibilité et nous faire réaliser les bénéfices qu'on attend de ce système-là. Mais pour les autres services, oui, je me sens à l'aise puis l'an prochain, je suis certaine qu'on va arriver avec des cas concrets où on est arrivés puis on a décidé de peut-être se séparer un peu de notre compagnie affiliée.




(17 h 45)


596
Q.
Le fait que vous avez adopté le système CIS et parce que ça facilite vos communications avec la maison mère, est-ce que ça peut être un empêchement de donner un service à un tiers parce que l'information ne sera pas de même nature ou... est-ce que le fait d'être engagé dans le CIS peut vous empêcher de donner des contrats à des tiers? Pas pour l'informatique, là, je comprends, là?




MME LUCIE VANDAL-PARENT :



R.
Oui. Oui, parce que la base des données de beaucoup... nécessaire à des études se trouve à être dans ce système-là; alors, oui, définitivement.


597
Q.
Avez-vous des exemples?



R.
À un moment donné, j'avais de la difficulté à obtenir une étude et puis je me suis tournée de bord, puis je suis allée voir Gaz Métropolitain et puis on s'est buté à, justement, les données qui n'étaient pas disponibles, parce que les données étaient disponibles dans la base de données de Consumers.




Alors, on a demandé d'avoir les données, mais la base était tellement volumineuse, ça n'avait pas de sens de le faire, alors...


598
Q.
Maintenant, vous, vous avez eu connaissance - je parle de Gazifère, là - de l'existence d'une entente éventuelle qui est devenue le Code des compagnies affiliées, là; vers quelle époque que vous avez eu connaissance, là, que ça s'en venait, ça?



R.
De mémoire, là, je crois qu'on en a entendu parler, il me semble qu'on a reçu une note, un moment donné, aux alentours du mois de mars, avril, mais à ce moment-là, c'était encore en ébauche, alors, on ne savait pas trop quand est-ce que ça s'en venait en vigueur puis tout ça, donc on n'a pas vraiment réagi à ce moment-là, avec toute la charge de travail qu'il y avait, on dirait qu'on a reçu ça, on a lu ça, puis on a mis ça de côté un peu, là, mais il me semble que c'est alentour du mois de mars, avril.


599
Q.
Avant ça, est-ce que vous saviez qu'il y aurait des négociations en vue d'arriver à une entente?



R.
Des négociations?


600
Q.
Bien, il y a eu une entente entre les différentes compagnies de service pour charger, l'entente qu'on a sous GI-4, document... document 6.1.



R.
Oui, cette entente-là, c'est notre entente aussi.


601
Q.
C'est ça.



R.
Oui.


602
Q.
Bien, ce que je voulais savoir, c'est...



R.
Oui.


603
Q.
... il y a eu des compagnies qui se sont rencontrées pour arriver à s'entendre là-dessus?



R.
Oui, mais ça ici, là, cette entente-là, ce n'est pas suite au Code, là, ça ça existait avant le Code. Ça, c'est l'entente qui a été signée le premier (1er) octobre dix-neuf cent quatre-vingt-dix-huit (1998), c'est l'entente qui est en vigueur comme c'est là.




L'entente qui s'en vient, qui sera rétroactive au premier (1er) octobre, elle n'a pas été encore signée, là, on n'a rien reçu encore, on a eu quelques ébauche de services, là, comme j'ai vu celle qui est arrivée, là, pour Service de réglementation, ça...


604
Q.
Écoutez, je ne suis pas sûr qu'on parle de la même chose...



R.
Qu'on parle de la même chose?


605
Q.
... moi j'ai le document 6.1, qui s'appelle * Affiliate Relationships Code for Gas Utilities + de l'Ontario Energy Board.



R.
Ah! Excusez. 


606
Q.
C'est le Code.



R.
Ah, bon! C'est pas une entente, ça. Bien là, je ne comprends pas votre question.


607
Q.
O.K. Je voulais savoir s'il y avait eu des négociations entre les compagnies, avant que la Régie de l'Ontario adopte ce code-là?



R.
Vous voulez dire qu'il y aurait eu des discussions




avec nous?


608
Q.
Avec vous ou avez d'autres compagnies? Étiez-vous au courant de... C'est parce que je veux savoir si vous étiez au courant que ça s'en venait, ça?



R.
Oui, je vous l'ai dit, on était pour...


609
Q.
À partir du mois de mars?



R.
À peu près, oui.


610
Q.
Mais pas avant ça?



MR. STEVEN H. MCGILL:



A.
In terms of the process that the OEB went through in establishing the Affiliate Code of Conduct, Enbridge Consumers Gas was asked to comment on that and it was the regulatory studies group within our company that works closely with Gazifère in assisting and in putting their rate applications together, that dealt with the OEB with respect to that, and there were concerns around the Affiliate Code with respect to services provided by Enbridge Consumers Gas to Gazifère, and the company did make comments to the OEB to bring forward some of those concerns.




Now, to what extent the OEB decided to acknowledge those concerns or not in drafting the final Code, I cannot say, but all I can say is that the relationship between Enbridge Consumers Gas and Gazifère was considered when the company did provide the OEB with comments.




Now, what weight the OEB gave those comments, I cannot say and we have the code that we have with us today, that we have to live with.


611
Q.
And you say that Gazifère was concerned, it is in March ninety-nine (99)?



R.
Well, it would have been throughout the Spring, throughout this process whether there were at least two drafts of the Code circulated for comment and I know at one point in time there was a concern expressed to the OEB in some of our feedback around the fact that the Code did not distinguish between "utility affiliates" and "non-utility affiliates" and there is only one exception that the OEB granted to that concern that was expressed and that goes to the sharing of employees, I cannot remember the exact point in the Code, and that was... my recollection is that was the OEB's response to the concern that was




expressed, which is Article 2.2.5 of the Code.




M. JEAN-NOËL VALLIÈRE :


612
Q.
Madame Parent, le CIS, là, évidemment vous souhaitez que ça ait un impact sur la qualité puis la rapidité du service; entre autres, ça pourrait être un accès rapide au dossier du client, puis vous avez même dit qu'éventuellement, ça pourrait aussi avoir comme impact une réduction du nombre d'employés chez Gazifère. 




Je me posais la question si ça n'allait pas avoir comme effet secondaire aussi, d'améliorer les indices de qualité, dans la mesure où il y a un outil performant, la Régie a établi des standards à atteindre pour les indices de qualité, est-ce que ces standards-là seraient, avec un outil de même, pourrait faciliter l'atteinte de ces standards-là, de sorte que le partage du surplus pourrait être facilité?




MME LUCIE VANDAL-PARENT :



R.
Si je regarde les indicateurs de qualité qui sont en place comme c'est là pour la qualité du service, vous avez la rapidité de réponse aux appels téléphoniques; maintenant, il faut comprendre comment ça fonctionne un peu chez Gazifère ça, parce que Gazifère n'a pas un centre d'appels, un pur centre d'appels, si je peux dire.




Alors, on a des représentants qui répondent au téléphone, mais lorsque le téléphone ne sonne pas, les représentants ont d'autre travail à faire; donc, ce qui arrive, c'est qu'ils travaillent sur d'autres tâches, aussitôt que le téléphone sonne, ça c'est leur priorité, ils répondent au téléphone. 




Alors, nous, on répond, notre indice c'est de répondre en moyenne en dedans de trente (30)




secondes. J'ai bien peur que ça, ça va être assez difficile à améliorer, mais... puis surtout si on diminue le nombre du personnel, alors là, fort probablement que cet indice-là, je ne m'attends pas à ce qu'il soit amélioré.




L'autre indice, ça se trouve être la lecture des compteurs et puis de ce côté-là, ça serait, ça continuerait à être le système qui est en place; donc, je ne vois pas très bien, là, que ça aurait un impact sur ces deux éléments-là, là. À moins que je ne me trompe, là.




MR. STEVEN H. MCGILL:



A.
I wouldn't expect so, no.


613
Q.
Peut-être une question secondaire, par rapport à une question de mon collègue. Vous avez indiqué qu'un moment donné, vous avez soulevé le problème du coût du manuel, des formulaires, là, puis des en-têtes corporatives que vous utilisez et vous vous êtes posés la question si le montant de ces frais-là, chez Enbridge, si sur la marché vous n'allez pas trouvé un coût inférieur. 




À partir du moment où vous avez fait cette vérification-là, est-ce que, toujours en termes d'autonomie, juste par curiosité personnelle, est-ce que vous retournez à la maison mère ou vous allez




directement chez le fournisseur qui vous a soumis un prix inférieur...




MME LUCIE VANDAL-PARENT :



R.
On va...


614
Q.
... est-ce que la maison mère, autrement dit, a un droit de premier refus et de baisser son prix ou vous allez directement à l'extérieur?



R.
On va directement à l'extérieur, on ne va pas du tout à la maison mère. Puis peut-être un autre exemple aussi, c'est lorsqu'on a imparti notre fonction de lecture des compteurs, Enbridge Consumers Gas nous avait donné un prix aussi, avant qu'on aille en soumission, et puis le contrat est allé à une tierce partie aussi; alors, on n'a pas accepté leur offre, on est allé à l'extérieur, on a fait une soumission, des soumissions, et puis c'est allé au prix le plus bas, puis on n'a pas eu de problème.




THE CHAIRMAN:


615
Q.
Just a couple of clarification on my side. Mr. Turner, I would like to bear on your expertise in the transfer pricing. Your c.v. mentioned that you work with many companies and utilities...




MR. ROBERT D.M. TURNER:



A.
Yes. 


616
Q.
Basically, how would you describe, from your




expertise, the reasons, the rationale or the background for a company to use transfer pricing methodology? Why would they do that, what would be the objective?



A.
The main objective of doing that would be to balance the interest of various stakeholders and the most traditional form of transfer pricing is in the tax field, internationally and your different stakeholders there other than the taxpayers, are the governments and the governments have a very big interest in that given growing international trade.




In principle, when we were first approached by a utility undergoing deregulation and they said that we are concerned about having to find values for transactions between regulated and unregulated, we proposed that the... 




The circumstances were very similar, you had a company a company that had potential conflicting interests, needed to determine a fair and equitable, reasonable balance of, you know, trading off various interests to come up with a pricing mechanism and we said there is a tremendous body of knowledge and expertise in the taxation field, and that this approach was one that had been proven and should be acceptable in other fields.




So, companies such as Enbridge and Gazifère, looking at a situation with differing rate payers, and differing accountabilities to governments, not wanting to get caught in the middle, would have an interest in saying "Okay, can you come up with a mechanism that should balance the interest fairly amongst the parties". So, that is why they would have an interest in transfer pricing.




THE CHAIRMAN :


617
Q.
As we heard today quite often, we moved from, let's say, from the allocated cost definition of last year and new and updated of this year, just more recently, we heard Mrs. Reynolds talking about some section, they forgot some overhead costs; would it be also that some company would use -- companies or utilities would decide to get on to a transfer pricing system in order to better know their own cost with the objective of shaving them down and reducing them?




MR. ROBERT D.M. TURNER:



A.
We find that there is all kinds of uses for the information you get out of these exercises. One of them is that it forces you to take a more disciplined approach to examining your own cost structure or how you account or how you believe your activities or whatever costs. 




And so, if you look at the back of the envelope approach, it is very simplistic is to say, well, nobody really cares anyway, it is one rate base or another rate base, we will just take the costs I know that are easy to find and that is the salary costs.




Then somebody says well, you better add the benefits. And then somebody else comes and says, well, you know, if you really look at it overall, the business and these activities are supported by other functions within the company. You then come back and you say, O.K., now, what are we going to do, we are going to look at and see whether we can find any benchmarks, transactional benchmarks to assist in evaluating the market value or the value-added of the activities that are taking place.




And sometimes, you do that by benchmarking various costs; sometimes, you do it by finding actual transaction prices. You can then -- the company management can then say, O.K., we are not as, if it is a benchmarking exercise, our costs are not as efficient as another enterprise. 




Sometimes, it reflects management decisions to invest this way rather than that way. Keep old equipment, so your repair and maintenance costs are very high. Keep buying new equipment, you find that your carrying




costs may be higher than other entities, but there is an explanation for it.




When you come down to things like -- some of these services may be at the upper end of the range that is available in the market and then somebody can say, O.K., I now know that there is room maybe to find improvements. 




So, there is a lot of secondary benefits to a company or disciplines brought to the process and, therefore, more opportunities to operate more efficiently.


618
Q.
And your mandate with regard to the transfer pricing policy and looking at some benchmarking, were you also mandated to come up with, what do we call, not only, as you said, concluding that it does compare favourably, but also making Enbridge aware that in fact they are in the fourth quartile or the second quartile, as such, was there a dual role of the transfer pricing policy? Was it only to share the overall costs with everybody or, at the same time, it was done with an objective of trying to identify the costs in order to reduce those costs?



A.
There were actually two separate elements of the review and in the pure sense, no, the transfer pricing mandate was not to do that. However, in the course of doing that, we had to rely or bring in expertise of people that had also been engaged to




look at the benchmarking. And so, some of the team members who were involved on the project were also mandated to look for opportunities, but it was a project already in place, separate from the transfer pricing system...


619
Q.
So, it was not to provide any benchmarking analysis like the best in class or whatever...



A.
No, what we did provide, and I have to correct an impression that I left earlier vis-a-vis reports, we provided Enbridge with a fairly comprehensive draft, full scale report, which indicated our comparable information and the processes that we had followed for them to apply the interpretation to.




A final report would only have been issued if needed for the OEB. And it turns out that it was not an issue at the OEB and therefore, the report was not finalized. 




I had also referred earlier to a short form report. We had a draft of that as well. It is a simple schedule, very similar to the attachment 2. And again, that was not finalized because it did not have to be submitted to the Board, but management of the company could see what criteria we applied, the disciplines we applied and if they so chose, they could say O.K., here is the best of breed or here is where we fit in the quartiles or whatever. So, it was




up to management to do that.


620
Q.
In your experience, does the transfer pricing policy imply a fair amount of internal negotiations and sometimes frictions as well? That in fact you are passing the buck to somebody else...



A.
There are two answers to that question. I think that a lot of companies end up saying, "You are charging me what for this?". And everybody has a predisposition to overvalue what they do for other people and to undervalue what other people do for them. And so, the fact that a transfer pricing engagement forces companies to deal with that, to address the issue, it does create some reaction.




In the process that we follow for this, we attempt to consult with the service provider, as well as the service recipient, try to find as much independent evidence as we can and then we become the people that they negotiate with, in the sense of well, we do not get this service or we do get that, we do provide that or whatever. So, we become the dart board, so to speak.


621
Q.
Are you also becoming the ombudsman in such a way that, let's say, if someone wants to come to complain about something, that they will be ensured that this will not become let's say a top down or a forced-in process because you are going to have the transfer pricing methodology, this is it, buddy, this is what




you pay?



A.
Right...


622
Q.
Or that could be -- and that makes it very simple that there is no negotiation at all?



A.
We play all roles.


623
Q.
I am just trying to find out the feel...



A.
Yes, we play all roles. We get -- you know, more often than not, we are asked by one party or another party to come up with a targeted result and basically we say, no, our job is not to do that. So, we do become effectively a form of ombudsman. I would say in about thirty percent (30%) of the cases, it is a real important part of the role and the other seventy percent (70%), it is not.




But, you know, people say, you come, you do this, you have done this before, you know what you are doing. I guess I can live with it because when you explain it, it sounds fairly reasonable and the problem goes away.


624
Q.
Thank you. Maybe just a few questions for Mr. McGill then. How many affiliates does Enbridge have to negotiate with? Is the only case Gazifère? Or you have many others to share the pie with?




MR. STEVEN H. MCGILL:



A.
No, there is Enbridge Services Inc., which is the -- which took over the competitive businesses that had




been done by Consumers Gas...


625
Q.
That is the newly-formed company that we talked about at the beginning...



A.
That is right. We have been having some discussions with Cornwall Electric with respect to doing some things for them. Those would be the primary ones right now. We also do some joint meter reading with electric utilities to try and reduce our meter reading costs in Ontario. They are not affiliates, but we do try and partner with them to sort of reduce meter-reading costs in both utilities.




We may provide some management services to a company called J.P.H. International which is a computer software development company that operates in Ontario. I cannot think of any others. I have been advised that there are a lot more, but that they are organizations...


626
Q.
So, there is some amounts of affiliates. Do you have any indication so far that some of those affiliated companies have chosen to opt out of some of the services now that they are facing the real figure without all the overheads with it and say "hey, no, that is too much for me, I am opting out" or is it some sort of a total package, you are in or you are out?



A.
Well, we have had some interesting debates with Enbridge Services around what services we could




provide for them and what those services cost. Those debates went on over the course of the last two years and what has ended up happening is that they ended up coming back to us, for whatever reason. I think it is partly due to price, partly due to the ability to deliver a solution that is acceptable to them.




As far as the other affiliates are concerned, I could not really say and I am not sure of the nature of all the services that are provided. A lot of them might just be executive management type services that they are charged for.


627
Q.
That may be just a general question in a sense, but CIS is a fairly big project for Enbridge as such?



A.
Yes, it is.


628
Q.
What could be the impact if Gazifère decides not to get in? Does it affect the profitability or rentability of the project or feasibility?



A.
I do not think it would have a significant impact one way or another. I think Enbridge Commercial Services is going to operate the application and make it available to Enbridge affiliates that wish to use it. I think Commercial Services would be disappointed if they lost Gazifère as a client, but I do not think it would be a life or death type situation for them.


629
Q.
Is that some sort of a drawback of when you get into the transfer pricing, you are forcing some of your units to look outside, and the pendulum could come




back and say thank you very much...



A.
That is correct. And in setting these transfer prices, that is a consideration. One is for unregulated competitive affiliates. The transfer prices have to be competitive so that those entities can be competitive in the markets that they are participating in. And for the regulated affiliates, those prices have to be competitive and reasonable in order to have them approved to be included in rates.


630
Q.
Maybe one last question to Mrs. Reynolds. We heard a fair amount of time today about the allocation of overheads and maybe the real word there will be much more discovery of overheads because certainly the fully allocated cost, we are missing a fair amount of dollars with a large percentage. 




What I am still wondering is on what base those overheads were allocated because you can find out office space, legal supports, you mentioned a fair amount of things, but were they allocated to the affiliates -- let's put it as a question -- on what base, is it on volume or transactions? How did you define it, "hey, we missed fifty percent (50%) of charging last year on that item because the overheads was not included". You had to define the amount and then you had to determine how you would share it or spread it all among the customers? What was the mechanics?



A.
To deal quickly with the fifteen thousand (15,000) that got missed out. The fifteen thousand (15,000) was allocated to Gazifère as part of our cost allocation study. So, it was not something that was missed from our study in terms of removing costs from the Ontario cost of service. It was missed when we went through those costs and then tried to identify what were direct costs.




But to deal with how overheads are allocated generally through the study. Most of our overheads are allocated based on head count. So, what we determine is the head count that goes into providing each affiliate services and then we take our overheads as several big pools of dollars and then multiply those dollars by the head count associated with non-utility activities over our total head count, and that is the portion that gets allocated to non-utility activities.


631
Q.
I am getting mixed up then. The head counts, is it the head counts per department? It is surely not the head counts per company because the affiliate, I understand, is about twenty-five (25) or twenty-six (26) people?



A.
That is right.


632
Q.
So, if you got thirty-six hundred (3,600) people at Enbridge, the percentage of overheads going to Gazifère should be fairly small, which is...



A.
There is some overheads that we include Gazifère's head count in, for example, where we are allocating some human resources costs that Gazifère does receive direct services for. Then the Gazifère employees are included in that head count.




But for most of our general overheads that are only provided or only go towards operating Enbridge Consumers Gas, the head count that gets associated with Gazifère is the head count of all of the various departments within Enbridge Consumers Gas that are providing services to Gazifère. 




So, if we take the legal department, for example, they may have, you know, point two (.2) of a full-time equivalent providing services to Gazifère. So then, that point two (.2) of a full-time equivalent gets designated as a Gazifère point two (.2). It may be made up of little wee tiny pieces of a lot of people, but it totals point two (.2)...


633
Q.
O.K., that is the head counts of the department providing the services, O.K...



A.
Right, so, you take the point two's (.2) of all of the different departments, add them together and we may have, you know, ten (10) full-time equivalents providing service to Gazifère. I do not know off the top of my head what it is, but I use ten (10) as a simple example. Then we take our pool of overhead




dollars, multiply it by ten (10) over thirty-six hundred (3,600) and those are the overhead dollars then that get allocated to Gazifère.


634
Q.
Did you use the same kind of methodology for instance in terms of the office space? Like if I am using point two (.2) of the full-time employees of a department, you translate that in point two (.2) of the office space, of the head office, and the parties and...



A.
There are some overheads that are not allocated on a head count. We use, for our regulatory costs, we use a different methodology, but most of our overheads are allocated based on head count.


635
Q.
What was the reaction of the company when you looked at that very narrow and very specific exercise on overhead and then finding out that you were short billing Gazifère by so much over the last few years? There should have been a shock into the company? Somebody must have been found guilty...



A.
Enbridge was not happy when they -- we have done it for years, we have always absorbed that cost as part of our bottom line, Enbridge Consumers Gas, because we could not -- we weren't happy with there being no link between the overheads and the direct services that were being provided. And that is fine for just Gazifère, we are looking at, you know, in the range of four hundred ($400,000) to six hundred thousand dollars ($600,000) annually that is not being




recovered. 




However, when we looked at it in total, it started to become a pretty big figure. In our last -- when we last did the cost allocation study in nineteen ninety-nine (1999), we removed ten point eight million dollars ($10.8 M) from cost of service, but then only recovered about five million dollars 




($5 M), so half of what we removed from cost of service is not being recovered anywhere. 




And some of those costs are related to donations or executive compensation which the Board has said that  -- some of that we cannot recover in rates, so some of it is not recoverable from any affiliate. But there is a large chunk of that, about three million dollars ($3 M) that we were not billing to affiliates, that we were removing from cost of service as a direct result of providing service to affiliates.




So, we saw a trend over the last few years where we were increasing the services that we were providing to all affiliates, but we were not billing the fully allocated cost and that difference was growing to such an extent that it became a very noticeable figure.


636
Q.
Is there a concern within Enbridge relating to some




of the comments that madame Parent said in terms of the last few years, when they look at some services, and you went outside, then they found out that, even in spite of the fact that all overheads were not charged, that Enbridge was too costly? 




With all the charges now being made, being put upon the costs and having the new charges, is there a concern within Enbridge that in fact many of the services might not be viable for Enbridge because the affiliates, if there are so many, they will wake up to the market price and say, "hey, wait a minute, I will not pay that any more"? 




That is why I started with the transfer pricing, because philosophically that is one of the overall processes. You are not doing that only to create chaos into the company...



A.
Yes.


637
Q.
So, there might be also some concern that somebody is going to awaken?



A.
Well, certainly, as a result of PBR, part of the incentive under PBR is to try to drive out as many efficiencies as we can. But reprographics is one of the examples that was given. We have now outsourced reprographics. 




So, I am not sure whether there was a direct link




between Gazifère's assessment of our services and our eventual decision to outsource it ourselves. But we obviously took a hard look at the cost we were incurring and decided that we were going to outsource it as well.




Based on the work that has been done through Ernst & Young, we have determined that our costs are in the realm of reasonable prices, that they are acceptable in the marketplace. I am sure that, through our PBR period, we are going to be taking a long, hard look at most of our costs and making sure that we can justify them and pass -- there is a real onus on us to pass along a lot of savings to the ratepayers at the point that we rebase.




(18 h 20)




THE CHAIRMAN :




Thank you. Est-ce que vous avez des questions, Maître Paquet?




Me PIERRE PAQUET :




J'aimerais peut-être, au risque de me faire détester...




LE PRÉSIDENT :




Allez-y, ça fait partie d'une personnalité. C'est vous qui avez le risque.




RE-EXAMINED BY Me PIERRE PAQUET :




Maybe just a few questions, first for Mr. McGill.


638
Q.
In response to a question from my confrere, Me Plourde, you had a little debate with Me Plourde on the CIS and whether it was lending itself to tendering. Initially, in your initial testimony, you said to the Board and to everybody here that the CIS does not lend itself well to tender; however, when we look at, I think it is Exhibit GI-4, I think it is under 2.17, something like that...




MR. STEVEN H. McGILL :



A.
6.17.


639
Q.
... 6.17, you have blacked out certain areas. And my confrere was saying, "What is the compatibility between blocking out for competitive reasons and the fact it doesn't lend itself to tender? + Do you have any additional comments on that?



A.
Well, I think, with respect to CIS services, the applications themselves are so broad and so complex that it is very, very difficult to do one-to-one comparisons, and that is why we did bring in the total customer-care cost per customer evidence, as another test of the reasonableness of Gazifère's costs.




The reason that the individual unit items are not shown in the CIS fee schedule is simply because it




would be relatively easy for an entity to kind of cherry-pick certain aspects of the service and come in with a lower price on them. And the net result may not be a price that is significantly different, but they could give the appearance that they are more competitive.




And it is, I think, quite common in industry in general that prices are subject to non-disclosure clauses in the contracts. So what we are providing is the total annual cost of the CIS service per customer, and we think that is an adequate bench-mark on which to compare the services.


640
Q.
Thank you. Mr. Turner, in response to the last few questions from the Bench, you indicated that you had reviewed your file or remembered that you did not provide a final document or report to Enbridge. Would that take care of Undertaking 23 or the undertaking you took earlier, because I thought it was in reference to that, and I was wondering if you were answering Undertaking 23?




MR. ROBERT D.M. TURNER :



A.
It was, it was in reference to that undertaking. I was the senior partner on the engagement and responsible for the overall review and the format of the report, and I had approved draft reports to go to Enbridge. And as it turns out, Enbridge did not ask




the engagement partner to finalize the report, and so I had just assumed some form of report had been delivered but in fact, it had not.


641
Q.
It had not.



A.
So the undertaking was to provide an extract or appropriate extracts of the report, and there is no report that was finally issued.


642
Q.
That is what I thought I understood.




THE CHAIRMAN :


643
Q.
Okay, so the undertaking 23 will be, that is your answer now, that there will be nothing to file, right?



A.
That's right. And I would confirm, however, that in looking at the items that are in Schedule 2, or Attachment 2 to the Gazifère letter, all of the costs are identical with the exception of one -- the billing cost, I think, shows on Attachment 2 as seventy-five cents (754), and in the draft report that went to Enbridge, the price was eighty-two cents (824), I believe. There was a reduction because we found that there was a difference in the level of service that was being provided, and that reduced the amount.




Me NICOLAS PLOURDE :




S'il existe un projet, j'aimerais avoir ce projet.




LE PRÉSIDENT :




Mais est-ce qu'il y en a un, je n'ai pas l'impression qu'il y en avait un, là.




Me NICOLAS PLOURDE :


644
Q.
There is a draft, but it was not remitted?




MR. ROBERT D.M. TURNER :



A.
It was not filed, that's correct.


645
Q.
But there is a draft?




THE CHAIRMAN :


646
Q.
Is there a problem to provide the draft then?




MR. STEVEN H. McGILL :



A.
Yes, I think we would still be reluctant to provide this information in draft form in that I don't think it would be fair to an affiliate that is operating in a very competitive marketplace to have a large component of its cost divulged in a public form. Enbridge Services is competing in Ontario against Sears, Home Depot, Union Energy, and I don't think it is a reasonable request.




THE CHAIRMAN :


647
Q.
Okay, but we're talking only services provided to Gazifère, okay, that was the undertaking, that was not the services provided to Enbridge.



A.
And I think if that is the undertaking, I think Mr. Turner has answered it.


648
Q.
That is why I am...




Me NICOLAS PLOURDE :




On peut le produire d'une façon confidentielle aussi et s'engager à, Maître Paquet, là...




LE PRÉSIDENT :




Mais ce qu'on cherche, l'engagement était de fournir :






...a study done by Ernst & Young with regard to services provided to Gazifère.



Me NICOLAS PLOURDE :




En fait, I want the part of that draft report on which Mr. Turner relied to prepare the report he filed before the Régie. He told today that the letter, or the report he filed before the Régie relied on that report, now it is a draft report. I want the parts of that report, or draft report, on which he relied.




THE CHAIRMAN :




Okay, but that was related to the services provided




to Gazifère.




Me NICOLAS PLOURDE :




That's it, that's it, what is not relevant to Gazifère, or the parts he did not consider for Gazifère, I don't want to see.




THE CHAIRMAN :




Okay. 




Me NICOLAS PLOURDE :




And if it would simplify everything, I can undertake not to...




Me PIERRE PAQUET :




Je pense que le témoin va préciser ce qu'il a dans son dossier.


649
Q.
Do you want to maybe add or give us the details?




MR. ROBERT D.M. TURNER :



A.
What I would propose to do is, the relevant portion of the draft report, being the schedule showing these amounts, I would propose to provide them, clear them with Enbridge, of course, but provide them on the basis of the, the services relevant to Gazifère would be disclosed and the other ones would be blacked out similar to...


650
Q.
Ça fait qu'au lieu de parler d'un rapport original,




on va parler d'une ébauche et puis pour les services qui sont pertinents à...




LE PRÉSIDENT :




À Gazifère.




Me PIERRE PAQUET :




... à Gazifère.




LE PRÉSIDENT :




Merci.




Me PIERRE PAQUET :


651
Q.
Madame Parent, une question pour vous : à une réponse, c'est-à-dire à une question qu'on vous posait tout à l'heure, vous avez mentionné que vers le mois de mars ou au printemps mil neuf cent quatre-vingt-dix-neuf (1999), il y avait eu, il avait été question du code et que Gazifère avait été mise au courant du code en Ontario puis de cette discussion, c'est ce que j'ai compris?




Mais par rapport aux effets de ce code-là, est-ce que, quand avez-vous réalisé que l'effet, l'effet qu'on voit ici aujourd'hui, l'effet sur les coûts et les frais de gestion?




MME LUCIE VANDAL-PARENT :



R.
L'effet sur les coûts, on l'a pleinement réalisé au mois de, ah mon dieu, je ne me souviens plus si c'est octobre ou, septembre ou octobre. Juste un instant. La seule chose que... c'est en faisant notre budget pour l'année, on a débuté à faire le budget de deux mille un (2001), septembre, octobre, c'est ça. Et puis c'est là qu'on a commencé à, si on peut dire, à négocier, ou à parler, ou à prendre des démarches pour regarder les services qui étaient rendus puis tout ça, regarder la duplication.




Et puis c'est à ce moment-là qu'on s'est rendu compte de l'ampleur des montants. Alors je me souviens, par contre, qu'au mois d'août, c'est au mois d'août qu'on a commencé à avoir des appels aussi des gens de Toronto qui nous disaient qu'ils étaient en train d'évaluer leurs coûts par rapport aux services qu'ils nous rendaient. Alors eux étaient tout confus aussi, alors eux autres aussi, là, les départements, ça a été fait durant le mois d'août, alors ce n'est pas avant ça qu'on a connu l'ampleur.


652
Q.
Donc le fait de connaître le code, ça ne vous donnait pas toute la conséquence des clauses de 2.3.2 et 2.3.3, on n'en voyait pas l'effet au printemps?



R.
Non, non.


653
Q.
Maybe just one last question for... there was a question earlier from the President with regard to




payroll services and to madame Vandal-Parent and about what did Gazifère do or could have done to have, to get some quotes, maybe to get the precise amounts as to a market value of these services and the question is for Mr. Turner. Did you, on your side, get such quotes or work with regard to assess market value of payroll services?




MR. ROBERT D.M. TURNER:



A.
We examined the contract that had been entered into between a service provider and a service recipient. The service recipient had thirty-five hundred (3,500) employees, the contract provided the services for somewhere between three dollars and twelve cents ($3.12) and four dollars and four cents ($4.04) per cheque and the price recommended for the Gazifère is four dollars and four cents ($4.04), it is compatible with the price that is actually in the marketplace.


654
Q.
It is a market price?



A.
It is a market price. And the reason for the variance between the three dollars and twelve cents ($3.12) and the four dollars and four cents ($4.04) depended upon the routine setup of the file and the number of changes that employee turnover and promotions and grades and things like that would have an impact on the setup fee.




THE CHAIRMAN :



655
Q.
Just for my clarification then, the provider, are you talking about a bank or it is...



A.
It is not a bank, but it is a company that is a full time, it is like the bank, it is a full time provider of the services.


656
Q.
Some service -- not utilities, how do you call it -- some service bank or service...



A.
Yes.


657
Q.
... companies are providing such services, maybe more than just a payroll, maybe some of the financial transactions...



A.
Yes.


658
Q.
... at no cost at all, but "Okay, you give me your package it won't cost you anything". Have you looked at this kind of alternative as well, because especially for small companies...



A.
Yes, this...


659
Q.
...  with thirty odd people?



A.
Yes, this outfit does the whole bit, notifies the bank, handles the bank deposits, does all that stuff, so, it's... I do not know whether it is a subsidiary of a bank or it is independent of a bank, but it is a full-time payroll administration service.


660
Q.
Okay. No, what I meant was some institutions are providing maybe broader services



A.
Right...


661
Q.
... so they are paying themselves through the




handling of your cash, in fact, your cash flow.



A.
Right.


662
Q.
But they provide you with services at no cost. So, that is what I meant, you have not look at these kind of companies?



A.
No, those are what we call the barter or offset transactions and nobody does anything for free, there is always another part of the transaction.




Me PIERRE PAQUET :




C'était la dernière question; je vous remercie.




LE PRÉSIDENT :




Je vous remercie, Maître Paquet.



So, Mrs. Reynolds, Messrs. McGill and Turner, I hope you will take your flight back to Toronto tonight not too late, but the intent was to finish with you today.



DISCUSSIONS




Me PIERRE PAQUET :




Oui, c'est peut-être une question que j'avais pour le Banc. Une fois que les engagements vont être remplis, est‑ce que je comprends que c'est terminé la preuve à cet égard-là, il n'y a personne d'autre qui prévoit...




LE PRÉSIDENT :




Il n'y a pas d'autres questions sur cette portion-là?




Me PIERRE PAQUET :




Ou qui présente des témoins sur cette portion-là de la preuve non plus. C'est parce que, c'est ça que je veux savoir, là.




LE PRÉSIDENT :




Savoir pour vos témoins, oui. Maître Plourde dit non, maître Pepin s'avance avec son...




Me NICOLAS PLOURDE :




Pendant que maître Pepin trouve...




LE PRÉSIDENT :




O.K. Pendant qu'il... O.K., allez-y.




Me NICOLAS PLOURDE :




Je n'ai pas de témoin, évidemment en voyant les engagements, je pourrais avoir des questions, mais j'imagine qu'il sera certainement possible d'y répondre par la voie de d'autres engagements, là, sans faire à nouveau déplacer.




LE PRÉSIDENT :




Déplacer les gens, O.K.




Me BENOÎT PEPIN :




En fait, normalement non, on n'a pas de preuve à offrir, on n'a pas déposé d'expertise, puis on n'avait pas requis la présence de témoins relativement à ces sujets-là. 




Toutefois, je ne vous cache pas qu'il y a deux éléments qui m'apparaissent importants, là, suite à l'audition d'aujourd'hui. Il y a, premièrement, la question de la valeur marchande des services d'information, là, le CIS, tel qu'il est proposé aujourd'hui et la question qui sera difficile, en fait, c'est avec la preuve qui vous a été offerte aujourd'hui et les différents problèmes qui ont été vécus dans l'élaboration de ce service-là, est-ce que la Régie va être intéressée à obtenir d'autres preuves relativement à cet élément-là.




Alors, on a exclu pour le moment cette preuve-là de part et d'autre, là, notamment par le retrait de la preuve qui a été faite en Ontario, mais ça va quand même laisser le problème pour la Régie de déterminer si ces services-là, ces coûts-là sont raisonnables pour Gazifère, puis on a peu de preuve là-dessus, mais dans ces conditions-là, on pensait  plutôt se fier à la décision ontarienne que de reprendre le débat.




Deuxièmement, il a la question des autres frais qui font partie du management fee et de la validité des prix de transfert qui sont chargés. Il m'apparaît que le contre-interrogatoire a bien montré que la plupart n'ont pas été validés et que la preuve de Gazifère a été affaiblie à ce sujet-là, puisqu'il y a une disproportion d'environ deux cent soixante mille dollars (260 000 $)...




LE PRÉSIDENT :




J'ai l'impression que vous êtes en argumentation, là, Maître Pepin.




Me BENOÎT PEPIN :




Oui, oui... non, mais c'est juste pour vous dire...




LE PRÉSIDENT :




Vous allez soulever ces points-là dans...




Me BENOÎT PEPIN :




C'est ça, mais pour le moment, on peut uniquement vous offrir d'argumenter que les frais n'ont pas été prouvés...




LE PRÉSIDENT :




O.K., on...




Me BENOÎT PEPIN :




... et garder le statu quo et si la Régie désire obtenir plus d'informations là-dessus, on s'attendrait plutôt à ce que vous nous souligniez votre intérêt pour des points comme ça avant d'engager des frais additionnels, là, pour prouver ces éléments-là.




LE PRÉSIDENT :




O.K. Ça fait que...




Me PIERRE PAQUET :




Peut‑être sur ce point-là, si je comprends qu'on veut garder le statu quo, mais si on ne voulait pas garder le statu quo, bien nous non plus, à ce moment-là, parce que ce qu'on a retiré du dossier, on l'a fait dans un contexte pour faire avancer la Régie, puis pour ne pas rentrer dans un débat qui a été fait en Ontario.




Mais s'il faut revenir en arrière ou si on introduit d'autre preuve, bien moi, je comprends qu'on retombe à la case départ, là.




LE PRÉSIDENT :




C'est ça, la Régie on avisera en conséquence dans ce temps-là.




Me PIERRE PAQUET :




Exactement.




LE PRÉSIDENT :




Ça fait que... pas d'autres commentaires? Là-dessus, on va ajourner pour aujourd'hui puis...




Thank you very much for your participation, safe journey back.



Me BENOÎT PEPIN :




Juste pour le déroulement, qu'on se comprenne, donc demain on va faire la question...




LE PRÉSIDENT :




Bien, c'est ce que j'arrivais, Maître Pepin, là.




Me BENOÎT PEPIN :




... des activités réglementées et non réglementées?




LE PRÉSIDENT :




C'est ça, c'est ce que j'allais dire.




Me BENOÎT PEPIN :




Et vendredi, je présume qu'on devrait quand même être capable de couvrir passablement le sujet, là, de la formule. Pour le moment, mon expert, je le cédule pour le treize (13). J'ai parlé à maître Plourde qui




m'indique que quant à monsieur Bauer il ne serait disponible que le quatorze (14), donc moi, pour le moment là, je vous indique que je prends des arrangements pour que monsieur Todd...




LE PRÉSIDENT :




O.K.




Me BENOÎT PEPIN :




... soit présent le treize (13).




LE PRÉSIDENT :




Ça fait qu'on commencerait le treize (13) avec Option Consommateurs et l'ACIG suivra le quatorze (14).




Me BENOÎT PEPIN :




C'est ça.




LE PRÉSIDENT :




Parfait. Et pour finir ma phrase initiale, je suggère que demain matin on débute à dix (10) heures, plutôt, ça va vous donner la chance, là, de prendre un repas ce soir, revoir vos notes et en commençant à dix (10) heures, on s'arrangerait pour ne pas prendre de pause, on marcherait jusqu'à midi et demi (12 h 30), dans ce coin-là, et si nécessaire, on continuera dans l'après-midi. 




Très bien, ça fait que c'est ajourné jusqu'à demain matin, dix (10) heures. Merci.




AJOURNEMENT


___________________________
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